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A-LEVEL MACROECONOMICS GLOSSARY  

A 

Absolute Advantage: The capability to produce more of a given product using the same quantity or less of a given 

resource than a competing entity.  

Absolute Poverty: A situation in which a households income is insufficient to purchase even the minimum need of 

goods and services needed for survival. 

Accelerator: The accelerator effect is defined as the effect positive market economic growth has on private fixed 

income, for example, through changes in real output.  

Aggregate Demand (AD) Curve: The aggregate demand curve depicts the relationship between the level of 

aggregate demand and the price level, i.e., it can also show theoretical expenditure at any price level on the graph.  

Appreciation: Appreciation in this scenario refers to currency appreciation, which simply means an increase in the 

value of a currency (exchange rate) within a floating exchange rate system. 

Automatic Stabilisers: Automatic Stabilisers are features of the modern government budget (expenditure and 

revenue) which can vary with the change in economic cycle without any direct implications (they automatically step 

in by themselves), hence helping dampen fluctuations in real GDP.  

Average Propensity to Consume: Refers to the percentage (proportion) of income the households dedicate to 

consumer expenditure. This can be used to analyse the consumption function. 

B 

Balance of Payments: A measure of all flows of money into and out of a country including payments for goods and 

services and capital flows. 

Bank of England: The central bank of the United Kingdom.  

Bank Rate: The rate of interest that a central bank charges when it lends money to another bank.  

Broad Money: That part of the money supply comprising both highly liquid "narrow money" and less liquid forms.  

Buffer Stock: A plan devoted to keeping stabilised prices for commodities, by purchasing excess supply in periods of 

good yield to counter supply deficits in periods of bad yields. (Can also be known as safety stock.)  

C 

Capital Account of the Balance of Payments: An account that records all transactions between domestic and foreign 

residents that involve a change of ownership of an asset. It is the net result of public and private international 

investment flowing in and out of a country.  

Capital Flight: The rapid flow of money or assets out of a country in response to globalization or some other 

economic event.  

Capital Productivity: The productivity of a unit of capital, measured by output per unit of capital. 

Central Bank: The principal monetary authority of a polity or monetary union; it normally regulates the supply of 

money, issues currency and controls interest rates. It usually oversees banking activity within its country's borders.  
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Circular Flow of Income: The circular flow of income or circular flow is a model of the economy in which the major 

exchanges are represented as flows of money, goods, and services, etc. between economic agents.  

Claimant Count: Claimant count is a measure of unemployment measured by looking at the number of people 

claiming job seekers allowance.  

Common Market: This is former name of what is now known as European Economic Community, a European trade 

group which has free internal trade, as well as free movement of factors of production (including labour) whilst 

having barriers against external trade.  

Comparative Advantage: The ability to produce a particular good at a lower relative opportunity cost than another 

producer.  

Consumer Price Index (CPI): A statistical estimate of the level of prices of goods and services bought for 

consumption purposes by households.  

Consumption: The amount consumed of anything (e.g., goods and services)  

Consumption Function: A function that describes the relationship between consumption and disposable income.  

Cost-Push Inflation: Inflation caused by substantial increases in the cost of goods or services where no suitable 

alternative is available.  

CPIH: A variant of the CPI, which includes owner occupiers’ housing costs.  

Credit Multiplier: Credit multiplier refers to how an increase in money supply can multiply the effect on the amount 

of credit present in an economy.  

Crowding In: Refers to when there is a decrease in government expenditure, the private sector ‘crowds in’ by 

lowering interest rates.  

Crowding Out: Refers to when there is an increase in government expenditure, the private sector ‘crowds out’ by 

increasing interest rates.  

Current Account: That part of the balance of payments recording a nation's exports and imports of goods and 

services and transfer payments.   

Customs Union: A type of trade bloc which is composed of a free trade area with a common external tariff.  

Cyclical Deficit: A cyclical (temporary) deficit is a deficit that is related to the business or economic cycle.  

Cyclical Unemployment: A type of unemployment explained by the demand for labour going up and down with the 

business cycle.  

D 

Deflation: A decrease in the general price level, that is, in the nominal cost of goods and services as well as wages.  

Demand-Deficient Unemployment: Unemployment that arises due their being an insufficient aggregate demand in 

the economy, leading to a lower level of output, hence unemployment occurs.  

Demand-Pull Inflation: Inflation arising when aggregate demand in an economy outpaces aggregate supply. It 

involves inflation rising as real gross domestic product rises and unemployment falls, as the economy moves along 

the Phillips curve.  

Depreciation: Depreciation in this scenario refers to currency depreciation, which simply means an fall in the value 

of a currency (exchange rate) within a floating exchange rate system.  
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Devaluation: The intentional or deliberate lowering of a currency's value compared to another country's currency or 

a standard value (e.g., the price of gold).  

Development: Development refers to an increase in the general standard of living for the citizens of that country, 

this can be reflected through, higher wages (increase in real per capita incomes), access to healthcare, education, 

and other needs.  

Direct Tax: A tax charged directly to an individual based on their income, wealth, or profit. Paid directly to the entity 

that imposed it.  

Discouraged Workers: This refers to people who are unemployed and have been searching for employment for such 

a long duration of time, that they no longer look for work.  

Discretionary Fiscal Policy: A fiscal policy achieved through government intervention, as opposed to automatic 

stabilizers.  

Disinflation: A decrease in the inflation rate.  

Disposable Income: The amount of a person's or group's monetary income which is available to be saved or spent 

(on either essential or non-essential items), after deducting all taxes and other governmental fees.  

E 

Economic and Monetary Union: Is a type of trade bloc that features a combination of a common market, customs 

union, and monetary union.  

Economic Cycle: A long-term fluctuation in GDP between its current trend level, following a regular pattern.  

Economically Inactive: Refers to the people who are of working age, however they are not looking for work due to 

numerous reasons. 

Employed: In a job. 

Exchange Rate: The rate at which one currency can be exchanged for another, usually expressed as the value of the 

one in terms of the other.  

F 

Financial Account of the Balance of Payments: An account that records all transactions in financial assets between 

the domestic and foreign residents.  

Financial Conduct Authority (FCA): The Financial Conduct Authority (FCA) is a financial regulatory body in the United 

Kingdom but operates independently of the UK Government. The FCA regulates financial firms providing services to 

consumers and maintains the integrity of the financial markets in the United Kingdom.  

Financial Policy Committee (FPC): The Financial Policy Committee (FPC) is an official committee of the Bank of 

England, focusing on the macro-economic and financial issues that may threaten long term growth prospects.  

Financial Stability: Financial stability refers to when there is a stable and efficient flow of liquidity (assets being able 

to be sold without affecting its value) in the economy.  

Fiscal Policy: Government policy that attempts to influence the direction of the economy through changes in 

government spending or taxes.  

Fisher Equation of Exchange: In monetary economics, the equation of exchange is the relation M.V = P.Q where, for 

a given period; M is the total nominal amount of money supply in circulation on average in an economy. V is the 
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velocity of money, that is the average frequency with which a unit of money is spent. P is the price level. Q s an index 

of real expenditures (on newly produced goods and services).  

Fixed Exchange Rate System: Is a type of exchange rate regime in which a currency's value is fixed or pegged by a 

monetary authority against the value of another currency, a basket of other currencies, or another measure of value, 

such as gold.  

Floating Exchange Rate System: Is a type of exchange rate regime in which a currency's value is allowed to fluctuate 

in response to foreign exchange market events.  

Foreign Direct Investment (FDI): Direct investment into production or business in a country by an individual or 

company of another country, either by buying a company in the target country or by expanding operations of an 

existing business in that country.  

Foreign Exchange Gap: A scenario in which a developing country in unable to import the goods that it requires for 

adequate development due to a shortage of foreign exchange.  

Foreign Exchange Reserves: Are cash and other reserve assets such as gold held by a central bank or other monetary 

authority that are primarily available to balance payments of the country, influence the foreign exchange rate of its 

currency, and to maintain confidence in financial markets.  

Free Trade Area: An international region in which obstacles to unrestricted trade have been reduced to a minimum.  

Frictional Unemployment: A type of unemployment explained by people being temporarily between jobs, searching 

for new ones. A labour market is regarded as being in the state of full employment if frictional unemployment is the 

only kind of unemployment present.  

Full Employment: A policy goal state in which all those wanting employment at the prevailing wages can find it.  

G 

GDP per Capita:  Refers to the average GDP divided by the total population. 

General Agreement on Tariffs and Trade (GATT): Is a legal agreement between many countries, whose overall 

purpose was to promote international trade by reducing or eliminating trade barriers such as tariffs or quotas.  

Gini Coefficient: A measure of the inequality of a statistical distribution, ranging from 0 (total equality) to 1 (maximal 

inequality), used in various disciplines but especially in economics to compare incomes or wealth.  

Globalisation: The process of becoming a more interconnected world.  

Government Balanced Budget: Budget in which income and expenditure are equal over a set period of time.  

Government Budget: Is a document prepared by the government and/or other political entity presenting its 

anticipated tax revenues and proposed spending/expenditure for the coming financial year.  

Government Budget Deficit: Is a negative balance, where government expenditure is higher than revenue.  

Government Budget Surplus: Is a positive balance, where government expenditure is less than revenue.  

Government Capital Expenditure: Funds spent by the government to acquire or upgrade a long-term asset.  

Government Current Expenditure: Funds spent by the government on goods and services.  

Gross Domestic Product (GDP): A measure of the economic production of a particular territory in financial capital 

terms over a specific time period.  

Gross National Income (GNI): A more recent designation for gross national product, the total market value of all the 

goods and services produced by a nation.  
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H 

Harrod–Domar Model: Is a Keynesian model of economic growth. It is used in development economics to explain an 

economy's growth rate in terms of the level of saving and of capital.  

Headcount Ratio (HCR): Is the population proportion that exists, or lives, below the poverty threshold.  

Hot Money: Money, or other financial instruments, that move(s) regularly between different markets in search of 

the best interest rates.  

Human Capital: The stock of competencies, knowledge, habits, social and personality attributes, including creativity, 

cognitive abilities, embodied in the ability to perform labour so as to produce economic value.  

Human Development Index (HDI): Is a statistic composite index of life expectancy, education (mean years of 

schooling completed and expected years of schooling upon entering the education system), and per capita income 

indicators, which are used to rank countries into four tiers of human development.  

Hyperinflation: A very high rate of inflation.  

I 

Income: Money one earns by working or by capitalising on the work of others.  

Income Distribution: Covers how a country's total GDP is distributed amongst its population.  

Index Number: In Statistics, Economics and Finance, an index is a statistical measure of change in a representative 

group of individual data points.  

Indirect Tax: A tax imposed on goods or services, which the consumer ends up paying as part of the market price. 

(The higher the expenditure on these products the higher the indirect tax paid.)  

Infant Industry: An infant industry is a new industry, which in its early stages experiences relative difficulty or is 

absolutely incapable in competing with established competitors abroad.  

Inflation: An increase in the general level of prices or in the cost of living.  

Inflation Targeting: Is a monetary policy where a central bank follows an explicit target for the inflation rate for the 

medium-term and announces this inflation target to the public.  

Injections: Refers to the circular flow of income model where money get ‘injected’ (added) from either; government 

spending, investments, or exports.  

International Monetary Fund (IMF): The international organization entrusted with overseeing the global financial 

system by monitoring foreign exchange rates and balance of payments, as well as offering technical and financial 

assistance when asked.  

International Poverty Line: Is the minimum level of income deemed adequate in a particular country.  

Interventionist Supply-Side Policies: These are policies that allow the government to intervene in order to stimulate 

aggregate supply. 

Investment: A placement of capital in expectation of deriving income or profit from its use or appreciation.  

Involuntary Unemployment: Occurs when a person is unemployed despite being willing to work at the prevailing 

wage. 

J  
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J-curve Effect: The 'J curve' is the time path of a country’s trade balance following a devaluation or depreciation of 

its currency, under a certain set of assumptions. 

K 

Keynesian School: Of or pertaining to an economic theory based on the ideas of John Maynard Keynes. The theories 

include the various macroeconomic theories and models of how aggregate demand (total spending in the economy) 

strongly influences economic output and inflation.  

L 

Labour Productivity: A measure of how productive a certain unit of labour is, worked out by output per hour 

worked.  

Law of Comparative Advantage: Agents have a comparative advantage over others in producing a particular good if 

they can produce that good at a lower relative opportunity cost or autarky price, i.e., at a lower relative marginal 

cost prior to trade.  

Leakages: The loss of revenue through, savings, taxation, and imports.  

Lender of Last Resort: The institution in a financial system that acts as the provider of liquidity to a financial 

institution that finds itself unable to obtain sufficient liquidity in the interbank lending market and has exhausted 

other possible sources.  

Liquidity: An asset's property of being able to be sold without affecting its value; the degree to which it can be easily 

converted into cash.  

Liquidity Preference: is the demand for money, considered as liquidity.  

Liquidity Trap: Circumstance when nominal interest rates are near or at zero and circulating additional money 

doesn't lower interest rates.  

Long-Run Economic Growth: An increase (expansion) in the productivity capacity and market value of goods and 

services in the economy over a period of time in which factors and adjustments can be implemented.  

Long-Run Phillips Curve (LRPC): In the long-run, inflationary policies would not decrease unemployment.  

Lorenz Curve: A graph that shows the proportion of overall income or wealth of the bottom percentage of people, 

often used to represent economic inequality.  

M 

Macroprudential Regulation: Is the approach to financial regulation that aims to mitigate risk to the financial system 

as a whole.  

Marginal Propensity to Consume (MPC): Is a metric that quantifies induced consumption, the concept that the 

increase in personal consumer spending (consumption) occurs with an increase in disposable income (income after 

taxes and transfers).  

Marginal Propensity to Import (MPM): Is the fractional change in import expenditure that occurs with a change in 

disposable income (income after taxes and transfers).  

Marginal Propensity to Save (MPS): Is the fraction of an increase in income that is not spent and instead used for 

saving. It is the slope of the line plotting saving against income. 

Marginal Propensity to Tax (MPT): The amount of additional income that is taxed. 
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Marginal Propensity to Withdraw (MPW): Save plus import plus tax is the MPW. The amount of income that is 

withdrawn from the circular flow of income. 

Marginal Tax Rate: Is the tax rate on income set at a higher rate for incomes above a designated higher bracket.  

Market-Based Supply-Side Policies: Policies that allow free market movement and provide incentives for innovation, 

enterprise, and initiative.  

Market for Loanable Funds: Is a theory of the market interest rate. According to this approach, the interest rate is 

determined by the demand for and supply of loanable funds.  

Marshall–Lerner Condition: Is satisfied if the absolute sum of a country's export and import demand elasticities 

(demand responsiveness to price) is greater than one. (If it is satisfied, then if a country begins with a zero-trade 

deficit, then when the country's currency depreciates, its balance of trade will improve). 

Microfinance: Finance that is provided to unemployed or low-income people or groups who lack access to 

conventional banking. As well as finance to small business/entrepreneurs to develop schemes or projects in 

developing countries. 

Microprudential Regulation: Is firm-level oversight or financial regulation by regulators of financial institutions, 

"Ensuring the balance sheets of individual institutions are robust to shocks".  

Monetarist School: A school of thought in monetary economics that emphasizes the role of governments in 

controlling the amount of money in circulation.  

Monetary Policy: The process by which the government, central bank, or monetary authority manages the supply of 

money, or trading in foreign exchange markets.  

Monetary Policy Committee (MPC): Is a committee of the Bank of England, which meets for three and a half days, 

eight times a year, to decide the official interest rate in the United Kingdom.  

Monetary Stability: Refers to when the there is stability in prices in relation to the government’s inflation target.  

Monetary Union: Is an intergovernmental agreement that involves two or more states sharing the same currency.  

Money: A legally or socially binding conceptual contract of entitlement to wealth, void of intrinsic value, payable for 

all debts and taxes, and regulated in supply. (Money acts as a medium of exchange)  

Money - Standard of Deferred Payment: Is a function of money. It is the function of being a widely accepted way to 

value a debt, thereby allowing goods and services to be acquired now and paid for in the future.  

Money as a Store of Value: A function of money is that is holds its value allowing it to be used for future 

transactions. 

Money as a Unit of Account: A function of money that allows value comparison between assets, goods, and services.  

Money Stock: Refers to the total volume of money held by the public at a particular point in time in an economy. 

Money Supply: Refers to the total amount of money in circulation in the economy. 

Multinational Corporation (MNC): Is a corporate organization that owns and controls the production of goods or 

services in at least one country other than its home country.  

Multiplier: A ratio used to estimate total economic effect for a variety of economic activities.  

N 

Narrow Money (M0): Covers the most liquid forms of money, i.e., currency (banknotes and coins) as well as bank-

account balances that can immediately be converted into currency or used for cashless payments.  
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National Debt: Any money owed by the government of a nation.  

Neoclassical Economists: Is an approach to economics in which the production, consumption, and valuation (pricing) 

of goods and services are driven by the supply and demand model.  

Nominal GDP: GDP at the current price level, not taking into account price changes over time (i.e., not adjusted for 

inflation). 

Nominal Value: The current value of a commodity, without taking into account price changes over time (i.e., not 

adjusted for inflation). 

Non-Accelerating Inflation Rate of Unemployment (NAIRU):  Is a theoretical level of unemployment below which 

inflation would be expected to rise.  

Non-Tariff Barrier (NTB): a means of limiting imports without charging a tariff in the form of taxes or duties; an 

import restriction.  

O 

Open Market Operations: Is an activity by a central bank to give (or take) liquidity in its currency to (or from) a bank 

or a group of banks. This has influence on short-run interest rate.  

Output Gap: Is the difference between actual GDP or actual output and potential GDP, in an attempt to identify the 

current economic position over the business cycle.  

P 

Phillips Curve: A single-equation empirical model describing a historical inverse relationship between rates of 

unemployment and corresponding rates of inflation that result within an economy. 

Primary Sector: The sector of the economy that principally produces raw materials for use by other sectors.  

Productivity: The rate at which goods or services are produced by a standard population of workers.  

Progressive Tax:  A tax whose percentage increases as a person's wealth increases.  

Proportional Tax: Is a tax imposed so that the tax rate is fixed, with no change as the taxable base amount increases 

or decreases.  

Protectionism: A system or policy of protecting the domestic producers of a product from foreign competition by 

imposing tariffs, quotas, duties, or other barriers on importations.  

Prudential Regulation Authority (PRA): The authority is responsible for the prudential regulation and supervision of 

banks, building societies, credit unions, insurers, and major investment firms.  

Q 

Quantitative Easing: A monetary policy in which the central bank increases the money supply in the banking system, 

as by purchasing bonds from banks.  

Quota: A restriction on the import of something to a specific quantity.  

R 

Interest Rate: The percentage of an amount of money charged for its use per some period of time.  

Real GDP: GDP adjusted for inflation. 
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Real Value: Value of a good or service adjusted for inflation.  

Recession: A period of reduced economic activity, lasing two consecutive quarters. 

Regressive Tax: Is a tax imposed in such a manner that the tax rate decreases as the amount subject to taxation 

increases.  

Relative Poverty: Relative poverty means low income relative to others in a country.  

Retail Price Index (RPI): A measure of inflation based on the changing cost of a representative sample of retail goods 

and services.  

Revaluation: Revaluation in terms of currency is specifically an official rise of the value of the currency in relation to 

a foreign currency in a fixed exchange rate system.  

S 

Seasonal Adjustment: A statistical method for removing the seasonal component of a time series. 

Seasonal Unemployment: A type of unemployment explained by a seasonal variation in the structure of jobs and/or 

labour offered. Seasonal unemployment typically repeats the same pattern annually.  

Secondary Sector: The sector of the economy that principally uses raw materials produced by the primary sector for 

sale and use by other sectors.  

Stagflation: Inflation accompanied by stagnant growth, unemployment, or recession.  

Structural Deficit: That portion of the public sector deficit which exists even when the economy is at potential. 

Government spending beyond government revenues at times of normal, predictable economic activity, as opposed 

to a cyclical deficit.  

Structural Unemployment: A type of unemployment explained by a mismatch between the requirements of the 

employers and the properties (such as skills, age, gender, or location) of the unemployed.  

Sunset Industry: A type of business that is obsolescent.  

Sustainable Development: Development which seeks to produce sustainable economic growth while ensuring future 

generations' ability to do the same by not exceeding the regenerative capacity of nature.  

T 

Tariff: A tax imposed on imported goods.  

Terms of Trade: Relative price of exports in terms of imports, defined as the ratio of weighted average export prices 

to weighted average import prices.  

Tertiary Sector: The sector of the economy that principally provides goods and services to consumers using goods 

produced by the other sectors.  

Trade Creation: Is an economic term related to international economics in which trade flows are redirected due to 

the formation of a free trade area or a customs union.  

Trade Diversion: The changing of import sources as a result of political agreements, rather than to increase mutual 

benefit.  

Trade-Off: Any situation in which the quality or quantity of one thing must be decreased for another to be increased.  

Trading Bloc: Is a type of intergovernmental agreement, often part of a regional intergovernmental organization, 

where barriers to trade (tariffs and others) are reduced or eliminated among the participating states.  
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Transfer Payments: A redistribution of income in the market system initiated by a government, such as welfare, 

social security, etc.  

U 

Unemployed: Having no job despite being able and willing to work.  

 

V 

Velocity of Circulation (V): Is a measure of the number of times that the average unit of currency is used to purchase 

goods and services within a given time period.  

Voluntary Unemployment: Choosing to not accept a job at the going wage rate. 

W 

Wealth: A great amount of valuable assets or material possessions.  

Wealth Distribution: Is a comparison of the wealth of various members or groups in a society.  

Wealth Effect: Is the change in spending that accompanies a change in perceived wealth.  

Workforce: The total population of a country or region that is employed or employable.  

World Bank: A group of five financial organizations whose purpose is economic development and the elimination of 

poverty.  

World Trade Organization (WTO): An international organization designed by its founders to supervise and liberalize 

international trade.  

 

  


