List of Basic Economic Terms And Definitions
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Basic Terms Of Economics

These basic terms are commonly used in the field of economics, and which may
well be used during your studies in economics. Even if the below terms are not
taught as an aspect of your curriculum, often these terms will be referenced iIn
your wider economics reading. For example, these terms are often mentioned In
blog posts, economics news articles, or even during economics podcasts....
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Supply: The amount of a good or
service that producers are willing and
able to offer for sale at a given price.
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Demand: The quantity of a good or service
that consumers are willing and able to buy
at a given price.
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Price: The amount of money that must be
paid to purchase a good or service.
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Market: A place or mechanism that brings
buyers and sellers together to exchange
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Opportunity cost: The value of the
next best alternative that must be given
up Iin order to pursue a particular
action.
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Gross Domestic Product (GDP): The total
value of all goods and services produced
within a country's borders over a given
period of time.
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Inflation: A sustained increase in the
general price level of goods and services in
an economy over a period of time.
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Fiscal policy: The use of government
spending and taxation to influence the
economy.
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Monetary policy: The use of a
central bank's control over the money
supply and interest rates to influence
the economy.
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Capital: Resources used to produce
goods and services, such as buildings,
machinery, and equipment.
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Labor: The physical and mental effort
that people contribute to the production
of goods and services.
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Entrepreneurship: The process of
identifying opportunities and taking risks
to create and grow a business or other
enterprise.
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Trade: The exchange of goods
and services between countries
or regions.
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Tariff: A tax on imported goods that
raises the price and reduces the
guantity of the imported good.
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Subsidy: A payment or other
incentive given by the government
to support a particular industry or
activity.
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Bear market: The principle of a
bear market is simple enough.
Essentially, 1t represents a
negative or pessimistic outlook
on a stock market’s
performance.

Llell 3pual) fase sddadgll (5 -
seb ) L3 S 4 Ly L
¢ )2l u\.uu ML.MA j‘ ‘\-\JL-“ °JLJ d"'“

e (3 su

Bull market; A bull market
represents a much more positive
outlook on a stock market’s
performance compared to a bear
market. In a bull market, stock
prices either have or are expected
to increase.
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Business cycle: The business cycle
refers to the overall expansion and
subsequent contraction of an economy
over a period of time.
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Comparative advantage: A term attributed to
economist David Ricardo. Comparative
advantage is a theoretical concept that
describes the ability of one party to produce
goods and/or services with a lower
opportunity cost compared to another party
or parties..
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Deflation: Deflation is the opposite of
inflation. It occurs when demand reduces, and
this, in turn, produces results such as reduced
prices.
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Deflation: Deflation Is the
opposite of inflation. It occurs
when demand reduces, and this,
In turn, produces results such as
reduced prices.

pSe g S s dlasY) -
callal) aeddy Ladie Chaag g adialll
e Bl A g eosn lmg

Y ealeds|

Division of labour: The division of
labour describes the process of
breaking down tasks so that
separate groups or individuals can
carry out each task. It is often
associated with the production
process and overall productivity.
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Elasticity of demand: The
elasticity of demand describes
how demand for goods or
services increases or decreases
when the price of that good or
service changes. Goods that
generally are susceptible to the
elasticity of demand should
exhibit the following patterns:

An _Increase In the cost of the

good will lead to a decrease In
demand: whereas
A decrease In the cost of the

good will lead to an Increase In
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Financial markets: refers to a
market or marketplace
where financial assets are

bought and sold. A common
example of a financial market is
a stock exchange.
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Growth rate: The growth rate is
a measure of growth and how it
increases over a period of time. It
can be used to describe economic
growth, gross domestic product, or
items such as annualized growth
rates for a company.
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Interest rates: An Interest
rate Is calculated by applying
a percentage to the amount
of the principal being
borrowed. A common
example of a principal Is
a loan or some other form of
debt. The amount of interest
charged Is usually calculated
by reference to an annual
rate.
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Law of demand: The law of demand
examines how customers’ buying
habits change when prices increase.
Specifically, the theory posits that all
other things being equal, when prices
of a good increase, the demand for
that good falls.
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Law of supply: The law of supply states
that all other things being equal, an
increase in price levels results in an
increase in the quantity of those goods
that are supplied.
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Macroeconomics:
Macroeconomics studies how the

economy behaves In
the aggregate, i.e. as a whole.
Concepts examined In
macroeconomics include:

- Inflation;

- The level of prices in the
economy;

- Growth rate.
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Microeconomics: The opposite of
macroeconomics, it focuses on how
individuals and companies act within
an economy, and how their behavior
also influences an economy.
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Marginal utility: Marginal utility
refers to the amount of satisfaction a
consumer has by consuming a good
or service. Marginal utility can be

used by economists to calculate how |~

much of a good or service a

consumer should buy.
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Monetarism: Monetarism is a school of
thought that focuses on the idea that
the volume of money in an economy is a
key factor in the amount of economic
activity and growth.
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Oligopoly: A term used within the
area of market share. In a monopoly,
there is only one supplier in the
market, and in a duopoly, there are
only two. In an oligopoly, there
are more than two suppliers in the
market, and the actions of one
supplier can influence the actions of
the others.
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Opportunity cost: Opportunity cost is
the cost of missing an opportunity in
order to take on a different opportunity.
An example of opportunity cost can be
seen in investors, who may have to

forego investing in one company in order
to invest in another
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Stagflation: Stagflation describes an
economy that Is experiencing slow
economic  growth, while also
experiencing inflation and high levels
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of unemployment. Stagflation is| 7 7 e et R
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