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A-LEVEL MICROECONOMICS GLOSSARY  
A 

Accounting Profit: The total revenue minus costs properly chargeable against goods sold.  

Adverse Selection: The process by which the price and quantity of goods or services in a given market is altered due 

to one party having information that the other party cannot have at reasonable cost. (Hence more at risk so they 

take insurance)  

Allocative Efficiency: A type of efficiency achieved when society is producing the correct group of goods and services 

relative to what consumers prefer.  (Price = Marginal Cost)  

Arbitrage: A market activity in which a security, commodity, currency, or other tradable item is bought in one 

market and sold simultaneously in another, in order to profit from price differences between the markets. 

Asymmetric Information: A situation in which some participants in the market may have better information about 

the good/service, price, or market conditions than others.   

Average Costs: Average costs are the total costs divided by the quantity produced, it may also be known as unit cost.  

Average Revenue: The average revenue a firm revies per output, which can be calculated by total revenue divided 

by the quantity sold. 

B 

Barrier to Entry: A cost (or characteristic of the market i.e., patent) that must be incurred by a new entrant into a 

market, but which does not apply to incumbents.  

Barter System: A means of exchange without money; hence transactions of goods and services rely on direct 

exchange.  

Bilateral Monopoly: A scenario in which a sole seller of labour (monopoly) faces a sole buyer of labour (monopsony). 

Bounded Rationality: A situation in which a firm is limited in their decision making due to their restricted 

information or inability to interpret available information, this may affect their rationality.  

C 

Capital Goods: Produced goods that are chiefly used in production of further goods such as machinery or production 

buildings, in contrast to the consumer goods.  

Capitalism: An economic system based on private ownership of the means of production and their operation for 

profit, with as little government intervention as possible.  

Cartel: A group of businesses or nations that collude to limit competition within an industry or market.  

Centrally Planned Economy: Within a centrally planned economy the government guides resource allocation within 

that society. 

Ceteris Paribus: All things being equal; with all other things or factors remaining the same; other things held 

constant; all else unchanged.  

Competitive Demand: The demand for goods or services that are actively in competition with each other. 
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Competitive Market: A competitive market is one, in which no single firm can influence the price of a good/services 

due to the competitive nature of other firms in the market. 

Competitive Tendering: Competitive tendering is a process in which the public sector requires private firms to bid 

for contracts/projects in order to provide a good/service to the public. 

Complements: Two goods consumed together, i.e., printers and printer ink. Hence an increase in the price of one 

causes a fall in demand of the other.  

Composite Demand: Refers to the demand for a good that has multiple uses and can satisfy different kinds of 

consumer wants. 

Communism: Any political ideology or philosophy advocating holding the production of resources collectively, 

especially by seizing it through revolution. 

Consumer Goods: Goods that consumers or end-users buy; contrast with goods that are sold to businesses.  

Consumer Surplus: Refers to the satisfaction a consumer gets from the price they paid compared to what they were 

willing to pay over and above the current price, (i.e., the difference between what they paid and what they willing to 

pay). 

Consumption Externality: An externality (positive or negative) which through the consumption of goods/services 

imposes social costs/benefits on others.  

Contestable Market: A theoretical interpretation of a market in which the incumbent (existing) firms will still act 

competitively and produce a normal profit, as raising the price higher may attract entry, due to the low sunk costs 

and barriers to entry. 

Contracting Out: A situation in which the public sector out-sources activities into the hands of the private sector, 

often after a process of competitive tendering.  

Corporate Social Responsibility (CSR): A form of international private business self-regulation which aims to 

contribute to societal goals of a philanthropic, activist, or charitable nature, hence behaving in the public interest.  

Cross Elasticity of Demand (XED): An economic metric that measures the responsiveness of the quantity demanded 

for a good to a change in the price of another good.  

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

business cycle.  

D 

Demand: The amount of a good or service that consumers are willing and able to buy at a particular price.  

Demand Curve: A graph depicting the relationship between the price of a certain commodity and the amount of it 

that consumers are willing and able to purchase at that given price.  

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. 

Demerit Good: A good that brings less benefit to the consumer the more it is consumed, which may be unexpected, 

potentially leading to an overconsumption in the free market, i.e., tobacco. 

Derived Demand: Where the demand for a factor of production or good occurs as a result of the demand for the 

final good/service they produce, not demand for them per se.    
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Direct Tax: A tax charged directly to an individual based on their income, wealth, or profit. Paid directly to the entity 

that imposed it.   

Diseconomies of Scale: The characteristics that lead to an increase in average costs as a firm grows beyond a certain 

size.  

Division of Labour: The separation of work into different categories or tasks; each category or task being carried out 

by different groups of workers. 

Dynamic Efficiency: A perspective of efficiency that takes into account both innovation and technical progress on 

productive and allocative efficiency in the long run.  

E 

Economic Efficiency: A situation in which a certain market is both productive and allocative efficient.  

Economic Goods: Are goods/services that have a price when sold and provide a benefit to society. However, they 

are scarce. 

Economic Rent: The amount of recompense paid to a factor of production on top of its transfer earnings (over and 

above what would be needed to keep it in its present use); this does not encompass costs incurred during the 

process of production or service.   

Economies of Scale: The characteristics of a production process in which an increase in the scale of the firm causes a 

decrease in the long run average cost of each unit.  

Elastic: Sensitive to changes in price. (As well as a term used when the price elasticity of demand is greater than 1 

but less than infinity) 

Elasticity: The sensitivity of changes in a quantity with respect to changes in another quantity.  

Excess Demand: A situation in which the price of a good/service is below equilibrium resulting in a higher consumer 

demand which exceeds what the firms are able and willing to supply.   

Excess Supply: A situation in which a firm are able and willing to supply more than the quantity demanded, usually 

when the price if above market equilibrium.  

External Benefits: The benefits received by a third party (society, firms, or households) not engaged in the economic 

activity, due to the consumption of a good/service.  

External Costs: Costs incurred by society (individual, firm, or community), due to consumption, production, or any 

other economic activity, which they were not directly involved in.  

External Economies of Scale: Economies of scale that arise due to the expansion of industry (business-enhancing 

factors) in which the firm is operating.  

Externality: A cost or a benefit that impacts third parties outside to the individuals involved in the transaction. This 

external cost or benefit is therefore not represented in the price.  

F 

Factors of Production: Resources used in the production process, to produce goods and services, the most 

important four categories are land, labour, capital, and entrepreneurship.  

Firm (Business): A specific commercial enterprise or establishment, that produces an output (goods or services). 

Fixed Costs: Costs that are fixed regardless of level of goods and services produced. 
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Free Goods: Goods that are not scare and in excess abundance such as the Earths atmosphere.  

Free-Rider Problem: The situation where those who benefit from goods or resources do not pay for them, resulting 

in a lack of funding and subsequent under provision. (An individual cannot be excluded hence has no incentive to pay 

for it).  

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.  

G 

Government Failure: Government interfering in a market, which leads to a misallocation of resources due to their 

interference, which impacts societies welfare. 

H 

Hit-and-Run Entry: Where a firm specifically enters a market with the goal to make short-term supernormal profit, 

then leave without incurring costs (or sunk costs).  

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.  

I 

Income Elasticity of Demand (YED): An economic metric that measures the responsiveness of a quantity demanded 

for a good to a change in income, calculated as the percent change in demand over the percent change in income.  

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.)  

Industry Long-Run Supply (LRS) Curve: The curve for a specific industry in the long-run, under perfect competition 

the LRS curve is a horizontal straight line (known as perfectly elastic). 

Inelastic: A term used when high changes in price results in small changes in quantity demanded, can be used to 

describe products with price elasticity of demand less than 1 but greater than 0. 

Inferior Good: A good that decreases in demand when consumer income rises; having a negative income elasticity of 

demand.  

Internal Economies of Scale:  Economies of scale that arise from the expansion of your firm, hence cost of 

production decreases as the size of your business expands. 

Invisible Hand: A metaphor for the principle that in a free market, an individual pursuing his own self-interest also 

tends to promote the good of his community as a whole. (Adam Smith used it to describe the way, in which 

resources are allocated in a market economy.  

J 

Joint Demand: Demand for two or more goods that are interdependent, as they work together to provide a benefit 

to the consumer.  

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

worked. 

Law of Demand: A law that states the quantity purchased varies inversely with price, hence there is an inverse 

relationship between quantity demanded and the price of good or service, ceteris paribus. 

Law of Diminishing Marginal Utility: In economics, the theory there is a general decrease in the utility of a product, 

as more units of it are consumed.  

Law of Diminishing Returns: A relationship between input and output, such that adding units of any one input 

(labour, capital etc.) to fixed amounts of the others will yield successively smaller increments of output.  

Long Run: The period over which general price level, wage rates adjust fully to the state of the economy and a firm is 

able to vary the inputs of all factors of production. 

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.  

M 

Marginal Cost:  The increase in cost that accompanies a unit increase in output; the partial derivative of the cost 

function with respect to output. 

Marginal Physical Product of Labour (MPPL): The extra unit of output produced by adding an extra unit of labour. 

Marginal Principle: The idea that firms, households, and other entities may take (or change) their decisions based on 

small changes from the existing situation.  

Marginal Revenue: The extra revenue gained by the firm for producing one extra unit of output (good or service). 

Marginal Revenue Product of Labour (MRPL): The change in revenue received by a firm by using an additional unit of 

labour input, i.e., the marginal physical product of labour multiplied by the marginal revenue received by the firm.  

Marginal Revenue Product Theory: This theory argues that demand for labour is dependent on balancing the 

revenue a firm gains from employing an extra unit of labour against the cost of that unit of labour. (Workers will be 

hired up to the point when the marginal revenue product is equal to the wage rate.)  

Marginal Social Benefit (MSB): The extra benefit a society may get from consuming an additional unit of a good or 

service. 

Marginal Social Cost (MSC): The cost (including any negative effects) a society may suffer by producing an extra unit 

of a good or service. 

Marginal Utility: The additional utility (benefit or satisfaction) that a consumer derives from consuming an extra unit 

of a good or service. 

Market: A formal gathering of people, buyers, and sellers, where they can exchange specified goods or services.   

Market Economy: An economy in which goods and services are exchanged in a free market, as opposed to a state-

controlled or socialist economy; a capitalistic economy.  

Market Equilibrium: A condition within the market where the price is set that both consumers and producers are 

happy creating a perfectly balanced supply and demand.  

Market Failure: A situation in which the allocation of goods and services by a free market is not efficient.  

Market Structure: The type of environment and characteristics by which a firm operates (e.g., homogeneous and 

heterogenous products).  
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Merit Good: A commodity that an individual or society should have on the basis of some concept of need, rather 

than ability and willingness to pay.  

Minimum Efficient Scale: Minimum efficient scales refers to the level of output at which long-run average costs stop 

falling when output increases.   

Mixed Economy: A market economy with governmental provision of public goods, often with strong regulatory 

oversight, other forms of economic interventionism and some level of economic planning.  

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)  

Monopolistic Competition: Monopolistic competition is a type of market structure that shares both characteristics 

of perfect competition and that of monopoly depending on the time frame (long-run or short-run).  

Monopoly: A situation, by legal privilege or other agreement, in which solely one party (firm) exclusively provides a 

particular product or service, dominating that market and generally exerting powerful control over it.  

Monopsony: A market situation in which there is only one buyer for a product.  

Moral Hazard: The prospect that a party insulated from risk may behave differently from the way it would behave if 

it were fully exposed to the risk.  

N 

n-Firm Concentration Ratio: An economic metric that measures the market share (%) of n firms within an industry or 

market sector.   

Nationalisation: The act of taking formerly private assets into public or state ownership.  

Natural Monopoly: Control over the market for a product which occurs when a firm gains large benefit from 

economies of scale, or from a superior business model or product, and is thus able to produce a very large 

percentage of the total market demand for a given product and unintentionally exclude meaningful competition via 

price structures.  

Non-Excludability: A scenario in which it is not possible to provide a sole individual with a product without allowing 

others to consumer it as well (e.g., streetlights), i.e., a variant of the free-rider problem.  

Non-Pecuniary Benefits: Any benefit offered to workers by their firm that is not monetary (such as company 

vehicles).  

Non-Price Competition: A competitive strategy in which firms deliberately don’t engage in price reductions, but 

rather compete in advertising, quality, or design etc.  

Non-Rivalry: A scenario in which there is no competition between one person’s consumption of a good or services as 

it does not prevent others from consuming it as well.   

Non-Rejectability: A scenario in which an individual cannot avoid consuming a good or service.  

Normal Good: A good for which demand increases when income increases and falls when income decreases but 

price remains constant, i.e., with a positive income elasticity of demand (PED).  

Normal Profit: Normal profit refers to the revenue required for a firm to stay within a market in the long run.  

Normative Statement: A normative statement is one including a value judgement, expressing personal opinions 

about what ought to be, hence, cannot be tested or verified.  
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O 

Oligopoly: An economic condition in which a small number of sellers exert control over the market.  

Opportunity Cost: The cost of an opportunity forgone (and the loss of the benefits that could be received from that 

opportunity); the most valuable forgone alternative.  

 

P 

Perfect Competition: Perfect competition is a theoretical type of market structure, where there are many firms 

providing homogenous goods/services, this results in allocative and productive efficiency in the long run.  

Perfect/First-Degree Price Discrimination: A scenario that can be found in market dominated by a monopoly firm 

which is able to charge each consumer different prices based on certain characteristics, (e.g., kids price/adults price).  

Perfectly Elastic Supply: A situation in which firms are able and willing to supply any quantity of a good or services at 

the going price, i.e., the supply is infinite.  

Perfectly Inelastic Supply: A situation in which firms/producers can only supply a fixed quantity, hence cannot 

increase, or decrease the available amount even if there are increases/decreases in price. (Elasticity of supply = 0)  

Polluter Pays Principle: Is a principle referring to the idea that firms responsible for causing pollution should be 

charged the full external costs for the damage that it inflicts on society.   

Pollution Permit System: A system aimed at controlling pollution by allocating each firm a certain amount of 

pollution permits which allows them to pollute up to a certain limit. If firms pollute less, they are able to sell there 

permits to firms that pollute more hence creating a permits market.  

Positive Statement: A statement that can be verified by facts.  

Poverty: The quality or state of being poor; lack of money as well as any deficiency of elements or resources that are 

needed.  

Predatory Pricing: A strategy of selling a good or service at a very low price so as to drive one's competitors out of 

business (at which point one can raise one's prices more freely).  

Price Elasticity of Demand (PED): An economic metric designed to measure how sensitive quantity demanded is to a 

change in the price of a good/service.   

Price Elasticity of Supply (PES): An economic metric that measures the responsiveness of a quantity supplied of a 

good to a change in its price.  

Price Maker: A firm that has the ability to choose its desired selling point of their good or services, as they face a 

downward-sloping demand curve.  

Price Signal: A sign visible in the price of a good/service that carries information to either the producer or consumers 

and helps guide the market towards and equilibrium.   

Price Taker: A firm that has no choice over its price and must accept that of the general market.  

Principal–Agent Problem: A problem that arises due to conflict between the objectives of the parties involved, the 

principals and their agents, who take their decisions.  

Private Benefits: Refers to the benefits received by a firm or consumer, as part of its economic activity.  
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Private Costs: A cost incurred in the production process by the producer; including tax and profit margins that are 

anticipated.  

Private Good: A good that is rivalrous and excludable.  

Privatisation: The act of giving public enterprises back to private ownership.  

Producer Surplus: Producer surplus refers to the difference between the price which consumers paid for goods and 

services and the price that the firms were willing to supply it at.  

Product Differentiation: Perceived differences between the product of one firm and that of its rivals so that some 

customers value it more.  

Production Externality: An externality (negative or positive) that affects the production side of a market.   

Production Possibility Curve (PPC): An economic curve, showing the maximum combinations/possibilities of goods 

and services that can be produced in a set amount of time given the limited available resources.   

Productive Efficiency: Productive efficiency is a type of economic efficiency achieved when a firm operates at 

minimum costs, by using the appropriate inputs to produce the maximum output possible.   

Private Finance Initiative: A funding arrangement under which the private sector, builds and operates an asset or 

service for the public sector in return for annual payments linked to the performance of the service/asset.  

Public Good: A good that is non-rivalrous and non-excludable.  

Public–Private Partnership: An arrangement in which a government service/good or private business venture is 

funded and operated through a join partnership between the government and the private sector.  

R 

Rational Decision Making: Rational decision making refers to economic agents aiming to maximise their objectives, 

by ensuring the marginal benefit of an action is equal to its marginal cost.  

Regulatory Capture: The situation where a regulatory agency, created by government to act in the public interest, 

instead advances the commercial or political concerns of special interest groups that dominate the affected industry 

or sector. 

Resource Allocation: Resource allocation refers to the way in which societies productive assets are allocated across 

their alternative uses.  

S 

Satisficing: To make a choice that suffices to fulfil the minimum requirements to achieve an objective, without 

special regard for utility maximization or optimization of one's preferences.  

Scarcity: An inadequate amount of something; a shortage. i.e., everything is limited (limited resources).  

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.  

Short Run: Short run refers to a set period in the short term, a period in which at least one factor of production is 

fixed in supply. 

Shut-Down Price: Shut-down price refers to the price below which a firm will have to exit the market as it can no 

longer cover its fixed costs.  
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Social Benefits: Private benefits plus external benefits.  

Social Costs: Private costs plus external costs.   

Specialisation: Refers to an individual specializing in a certain task or activity leading to them becoming an expert in 

it.  

Static Efficiency: Static efficiency refers to the efficiency of a firm at a certain point in time given what resources and 

technology they have available.  

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.  

Substitutes: A replacement or stand-in for something that achieves a similar result or purpose.  

Sunk Costs: A cost that has already been incurred and which cannot be recovered to any significant degree.  

Superior Good: A good that makes up a larger proportion of consumption as income rises, having income elasticity 

greater than one.  

Supernormal Profit: Supernormal profit is any profit above normal profit.  

Supply Curve: The graph depicting the relationship between the price of a certain commodity and the amount of it 

that producers are willing and able to supply at that given price.  

T 

Tacit Collusion: A situation in which firms refrain from price competition, without any formal agreement or 

communication between them.  

Third-Degree Price Discrimination: Third-degree price discrimination refers to a strategy a firm can use to be able to 

charge groups of consumers different price for the same goods/services.  

Total Cost: All costs added up, including opportunity cost.  

Total Factor Productivity: Total productivity refers to the average productivity of all factors, measured against total 

output divided by total inputs.  

Total Revenue: The revenue from each item multiplied by the number of items sold.  

Trade Union: An organization whose members belong to the same trade and that acts collectively to address 

common issues.  

Transfer Earnings: The amount that a factor of production must be paid in order to prevent it from transferring to an 

alternative use.  

U 

Unit Elastic: The term used when the price elasticity of demand (PED) is equal to exactly 1. 

Unit Labour Cost: The average cost of labour calculated by dividing per unit of output. 

Utility: The ability of a commodity to satisfy needs or wants; the satisfaction experienced by the consumer of that 

commodity.  

V 
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Value Judgement: A judgment of the rightness or wrongness of something, based on a particular set of values or on 

a particular value system.  

Variable Costs: A cost that changes with the change in volume of activity of an organization.  

W 

Welfare Loss: A type of social loss, which occurs when the market equilibrium, diverges from the social optimum. (It 

may also be known as ‘deadweight welfare loss’)  

X 

X-Inefficiency: X-inefficiency occurs due to organisational slack; hence the firm is not operating at minimum costs.  

  


