
Speaking of Economics terms appear 
in blue type. Other key terms are 
in black type.

A
ability-to-pay principle the idea that 

citizens should be taxed according 
to their income or wealth; one of 
two basic approaches to tax equity

absolute advantage the condition 
that exists when someone can 
produce a good or service using 
fewer resources than someone else

affirmative action policies designed 
to promote the hiring of individu-
als from groups that have histori-
cally faced job discrimination

antitrust law legislation designed to 
limit the formation of monopolies 
or combinations of firms that act 
to restrict competition

appreciation a rise in the value of 
one currency relative to another, 
based on supply and demand 

articles of incorporation a legal 
document required for the 
establishment of a corporation 
that details the firm’s objectives, 
structure, and planned operations; 
also called a corporate charter

articles of partnership a legal agree-
ment that states the terms of a 
partnership

assessed value the value of a piece 
of property for tax purposes, as 
determined by a public official 
known as an assessor

asset allocation a method of divid-
ing investment assets among dif-
ferent types of investments, such 
as stocks, bonds, and cash

asset anything owned to which a 
market value can be assigned

audit an official review of an income 
tax return to assess the return’s 
accuracy

automatic stabilizer a fiscal tool that 
helps counter swings in the busi-
ness cycle without direct action 
by the government; examples 
include transfer payments and 
taxes, which help stimulate or 
limit overall demand and stabilize 
the economy

axis one of two perpendicular lines 
in a coordinate system, used to 
locate a point in space

B
balance of trade the difference be-

tween the value of a country’s ex-
ports and the value of its imports; 
this figure can represent a surplus 
(more exports than imports) 
or a deficit (more imports than 
exports)

bank a business whose main purpose 
is to receive deposits and make 
loans

banknotes an early form of paper 
currency, issued by banks to 
clients who made deposits of 
gold or silver; these notes could 
be exchanged for gold or silver 
“upon demand”

barrier to entry an obstacle that can 
restrict a producer’s access to a 
market and limit competition

barter the direct exchange of goods 
or services without the use of 
money; a typical feature of tradi-
tional economies

bear market a prolonged period of 
falling stock prices, accompanied 
by widespread investor pessimism

benefit what is gained from some-
thing in terms of money, time, ex-
perience, or other improvements 

benefits-received principle the idea 
that citizens who benefit from a 
particular government program 
should pay for it; one of two basic 
approaches to tax equity

bid rigging an illegal, anticompeti-
tive practice in which two or more 
firms agree in advance which one 
will submit the lowest bid for a 
contract offered through a com-
petitive bidding process

black market an illegal market in 
which goods are traded at prices 
or in quantities higher than those 
allowed by law

board of directors a governing body 
of a corporation elected by the 
shareholders

bond an investment that represents 
a loan to a government or cor-
poration and guarantees the 
lender a fixed rate of interest 
over the term of the loan, with 
repayment of the principal at the 
end of the term

brand a trade name

brand loyalty the tendency to favor 
one company over all others in 
a market

bread-and-butter unionism efforts 
by labor unions to improve the 
basic economic conditions that 
affect workers’ daily lives; wages 
and health care benefits are typical 
bread-and-butter issues

brokerage a company that buys 
and sells stocks and bonds for 
investors

budget a plan for spending and 
saving

bull market a prolonged period 
of rising stock prices, accom-
panied by widespread investor 
confidence
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business association an organization 
that represents the interests of 
businesspeople in a geographical 
area

business cycle a recurring pattern of 
growth and decline in economic 
activity over time

business ethics principles of right 
and wrong that guide the actions 
of a company and its employees

business franchise an arrangement 
in which a parent company, or 
franchiser, distributes its products 
or services through independently 
owned outlets

business license a legal document 
that allows a business to operate 
in a state, city, or town; also called 
a business permit 

business name the legal name under 
which a business operates

business permit a legal document 
that allows a business to operate 
in a state, city, or town; also called 
a business license 

C
cap and trade a policy that limits the 

amount of pollution a firm may 
legally emit each year but allows 
firms to trade with each other to
obtain additional pollution permits

capital the tools, machines, and 
buildings used to produce goods 
and services; one of the factors of 
production

capital flow the movement of money 
into and out of a country through 
foreign investment and other 
financial activities

capital goods the manmade objects
—tools, machinery, buildings, or 
other fabricated goods—used in 
production; also called physical 
capital

capitalism the free market economic 
system

capitalist an individual investor
who accumulates capital, such 
as machinery, factories, and 
railroads

cartel an organization of produc-
ers established to set production 
levels and prices for a product; 
cartels are illegal in the United 
States but do operate in global 
markets

cash transfer a direct payment of 
cash by the government to an 
individual

certification official recognition 
that a person is qualified in his or 
her field

ceteris paribus the assumption, 
used in economic models, that 
all factors other than those being 
considered remain the same; from 
a Latin expression meaning “other 
things being equal” 

change in demand an increase or 
decrease in demand (the quan-
tity of a good or service that 
consumers are willing and able 
to buy) as a result of a change 
in factors other than price; a 
shift of the demand curve to the 
left or right

change in quantity demanded an in-
crease or decrease in quantity de-
manded (the amount of a good or 
service that consumers are willing 
and able to buy at a specific price) 
as a result of a change in price

change in quantity supplied an 
increase or decrease in quantity 
supplied (the amount of a good 
or service that producers are 
willing and able to offer for sale 
at a specific price) as a result of a 
change in price

change in supply an increase or de-
crease in supply (the quantity of a 
good or service that producers are 
willing and able to offer for sale) 
as a result of a change in factors 
other than price; a shift of the 
supply curve to the left or right

check a signed form instructing a 
bank to pay a specified amount to
the person or business named on it

checkable deposits money in bank 
checking accounts

check clearing the transfer of funds 
from one bank or account to an-
other as a result of cashing a check

chief executive officer the highest-
ranking person in charge of man-
aging a corporation

circular flow model a diagram that 
shows the circular movement of 
money, resources, and goods and 
services among households and 
producers in an economy

classical economics an economic 
philosophy, originating with 
Adam Smith, that focused on how 
free markets and market econo-
mies work; this philosophy, which 
dominated economic thinking 
until the Great Depression of the 
1930s, held that capitalism was 
self-regulating and required few 
government controls 

closed shop a business that only hires 
workers who are union members

closely held corporation a corpora-
tion owned by an individual or 
a small group of individuals that 
allows only a select group of 
people to buy stock; also known 
as a privately held corporation

coincidence of wants a situation in 
which each of two individuals has 
something the other wants; the 
basis for barter
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collective bargaining negotiations 
between an employer and a group 
of employees, usually represented 
by a labor union, to determine the 
conditions of employment

collusion an arrangement in which 
producers cooperate on produc-
tion levels and pricing; collusion is 
illegal in the United States

command and control policy a 
policy approach—often applied to 
environmental policy—that relies 
on rules and enforcement, rather 
than market incentives, to influ-
ence behavior 

command economy an economic 
system in which decisions about 
production and consumption 
are made by a powerful ruler or 
government

Commerce Clause Article I, Section 
8 of the U.S. Constitution, which 
gives Congress the power to regu-
late interstate trade

commercial loan money borrowed 
by a business to pay expenses

commodity a product that is exactly 
the same no matter who produces it

commodity-backed money currency 
that can be exchanged for a spe-
cific commodity, such as gold or 
silver; bank notes are an example

commodity money any good used as 
a medium of exchange; examples 
include gold, silver, and salt

common resource a resource that 
everyone has access to and that 
can be easily overused or de-
stroyed; examples include the 
atmosphere and the oceans

communism a political and economic 
system in which all property and 
wealth is collectively owned by all 
members of society; the final stage 
of socialism in Marxist theory

comparative advantage the condi-
tion that exists when someone 
can produce a good or service 
at a lower opportunity cost than 
someone else

complementary good a product that 
is used or consumed jointly with 
another product; tennis rackets 
and tennis balls are one example

compounding the ability of an invest-
ment to generate earnings that can 
be reinvested to produce still more 
earnings

compound interest interest paid not 
only on the original amount de-
posited in an account but also on 
all interest earned by those savings

concentration ratio the proportion 
of a market controlled by a fixed 
number of companies; for ex-
ample, a four-firm concentration 
ratio shows how much of a market 
is controlled by the four largest 
firms in that market

constant dollars the value of the dol-
lar fixed at a specified base year; 
a measure of the dollar’s value 
adjusted for inflation to reflect 
purchasing power over time

consumer loan money borrowed by an 
individual to make major purchases

consumer price index (CPI) a mea-
sure of price changes in consumer 
goods and services over time; the 
CPI shows changes in the cost of 
living from year to year

contract an agreement between a 
buyer and a seller

contraction a period of general eco-
nomic decline marked by falling 
GDP and rising unemployment

contractionary fiscal policy a policy 
designed to lower inflation and 
cool an overheated economy by 
cutting government spending, 
increasing taxes, or both

cooperative a business organization 
that is jointly owned and operated 
by a group of individuals for their 
mutual benefit

copyright a legal protection that gives 
creators and publishers of books, 
music, software, and artistic works 
the sole right to distribute, per-
form, or display that work

corporate bond a bond issued by a 
corporation to raise money for its 
operations

corporate bylaws rules that govern 
the management of a corporation

corporate charter a legal document 
required for the establishment of a 
corporation that details the firm’s 
objectives, structure, and planned 
operations; also called articles of 
incorporation

corporate income tax a tax applied to 
the profits of a corporation

corporate officer a senior executive 
who oversees specific areas of a 
corporation’s business

corporate responsibility the idea 
that businesses should take 
responsibility for the impact of 
their actions on society

corporation a business owned by 
shareholders who have limited 
liability for the firm’s debts

corrective tax a tax on producers that 
is designed to reduce negative 
externalities, such as pollution

correlation a relationship between 
two factors, pieces of data, or 
other variables

cost what is spent in money, effort, 
or other sacrifices to get some-
thing

cost-benefit analysis a way to com-
pare the costs of an action with 
the benefits of that action; if the 
benefits exceed the costs, the 
action is worth taking

cost-of-living index a measure of 
change in the overall cost of goods 
and services; another term for the 
consumer price index

cost-push inflation a rise in the price 
of goods and services caused by 
increases in the cost of the factors 
of production

costs-versus-benefits principle the 
idea that people choose something 
when the benefits of doing so 
outweigh the costs
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credit an arrangement that allows 
a person to buy something with 
borrowed money and pay for it 
later or over time

credit card a card authorizing the 
user to buy goods and services 
with funds borrowed from the 
bank, store, or other business that 
issued the card

credit history the record of a person’s 
borrowing and repayment of loans

creeping inflation a gradual, steady 
rise in the price of goods and 
services over time

crowding-out effect the possible 
effect of increased government 
borrowing on businesses and con-
sumers; by driving interest rates 
up, high levels of government 
borrowing may crowd private bor-
rowers out of the lending market

cultural diffusion the process of 
sharing ideas and knowledge 
across cultures

cultural imperialism a process by 
which one country imposes its 
culture or language on another 
country, often through the influ-
ence of economic forces

currency bills and coins circulating 
in the economy

current dollars the value of a dollar 
in the year it is spent; a measure of 
the dollar’s value that reflects cur-
rent purchasing power, without 
taking inflation into account 

curve a line representing data points 
on a graph

customs the government agency that 
examines goods entering a coun-
try and enforces trade restrictions

 cyclical unemployment a type of 
unemployment that results from 
a period of decline in the business 
cycle; unemployment caused by 
a contraction

D
data factual information, often in 

numerical form

deadweight loss a loss of productivity 
or economic well-being for which 
there is no corresponding gain 

debit card a card authorizing the user 
to access his or her own funds on 
deposit in a bank account; a debit 
card can be used to buy goods or 
services or to withdraw money 
directly from an account

debt forgiveness the cancellation of 
all or part of a debt

debt service the series of payments 
of interest and principal a bor-
rower agrees to pay a lender over 
the life of a loan

deficit spending government spend-
ing in excess of what is collected 
in revenues

deflation a fall in the price of goods 
and services; the opposite of 
inflation

deflationary spiral a downward trend 
in prices, wages, and business activ-
ity; a deflationary pattern in which
falling prices cause a business slow-
down, which in turn leads to lower 
wages, a further fall in prices, and 
even less business activity

demand the quantity of a good or 
service that consumers are willing 
and able to buy at various prices

demand curve a graph of the relation-
ship between the price of a good 
or service and the quantity buyers 
are willing and able to buy

demand schedule a list of the quanti-
ties of a good that one person will 
buy at various prices

demand-pull inflation a rise in the 
price of goods and services caused 
by an increase in overall demand

demand shifter a factor other than 
price that can cause a change in 
demand for a good or service; 
examples include changes in 
consumer incomes or tastes

demand-side economics the theory 
that the best way to ensure eco-
nomic growth is to stimulate 

demand by putting more money 
in the hands of consumers, either 
by increasing government spend-
ing or cutting taxes on lower-in-
come earners, or both; this theory, 
which is associated with Keynes-
ian economics, assumes that con-
sumers will spend this additional 
money on goods and services, 
thus stimulating the economy 

depreciation a fall in the value of one 
currency relative to another, based 
on supply and demand

depression a prolonged economic 
downturn characterized by plung-
ing real GDP and extremely high 
unemployment

deregulation the process of removing 
government restrictions on firms 
in order to promote competition 
or encourage economic activity

devaluation a lowering of a currency’s
exchange rate in a fixed-rate sys-
tem; this reduces the currency’s 
value relative to other currencies

developed country a wealthy, indus-
trialized country in which the 
majority of people have more 
than enough income to meet their 
basic needs and maintain a high 
standard of living

developing country a low- to medium-
income country in which most 
people have less access to goods 
and services than the average 
person in a developed country

differentiated products goods that 
are essentially the same, but are 
distinguished from each other by 
variations in style, materials, or 
other characteristics

discount rate the interest rate the 
Federal Reserve charges on loans 
to private banks

discouraged workers unemployed 
workers who have ceased to look 
for work; discouraged workers are 
not considered part of the labor 
force and are not factored into the 
unemployment rate 
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discretionary spending expenditures 
that can be raised or lowered as a 
legislature sees fit; spending that is 
not mandatory

disequilibrium a situation that exists 
when the quantity of a product 
demanded by consumers does 
not equal the quantity supplied, 
resulting in a shortage or a surplus

diversification a method of lowering 
risk by investing in a wide variety 
of financial assets

dividend a portion of a firm’s profits 
paid to owners of the firm’s stock

division of labor the allocation of 
separate tasks to different people, 
based on the principle of special-
ization

double taxation taxation of a corpo-
ration at both the corporate level 
and the shareholder level

E
Earned Income Tax Credit a tax re-

duction given to low-wage work-
ers when they file their federal 
income tax forms; its goal is to 
raise the incomes of poor people 
without discouraging them from 
working

easy-money policy a monetary policy 
designed to accelerate the rate of 
growth of the money supply to 
stimulate economic growth

economic development the process
by which a country makes eco-
nomic progress and raises its 
standard of living; development 
includes improvements in agri-
culture and industry, the build-
ing of roads and other economic 
infrastructure, and investments 
in human capital

economic efficiency the result of 
using resources in a way that 
produces the maximum amount 
of goods and services 

economic enigma a puzzle or riddle 
that may be explained through 
economic analysis

economic equity the fairness with 
which an economy distributes 
its resources and wealth

economic freedom the ability of 
people to make their own eco-
nomic decisions without inter-
ference from the government

economic growth a condition in 
which an economy is expanding 
and producing more and better 
goods and services

economic indicators statistics that 
help economists judge the health 
of an economy

economic interdependence the 
characteristic of a society in which 
people rely on others for most of 
the goods and services they want

economic mobility the ability of peo-
ple to raise their standard of living 
and improve their economic status

economic model a simplified rep-
resentation of reality that allows 
economists to focus on the effects 
of one change at a time

economic planning the process by 
which economic decisions are 
made or influenced by central 
governments rather than by 
private individuals

economic security the idea that the 
less fortunate members of society 
should get the economic support 
they need to live a decent life

economic stability a condition in 
which the goods and services 
people count on are available 
when they want them

economic stimulus a policy or action 
designed to promote business 
activity and stimulate economic 
growth

economic system a society’s way 
of coordinating the production 
and consumption of goods and 
services

economics the study of how people 
choose to use their limited resourc-
es to satisfy their unlimited wants

economies of scale the greater 
efficiency and cost savings that 
result from large-scale or mass 
production

economy a system used to manage 
limited resources for the produc-
tion, distribution, and consump-
tion of goods and services

elastic responsive to a change in 
price, applied to either supply or 
demand; the supply or demand of 
a good or service is said to be elas-
tic when the quantity supplied or 
demanded changes significantly 
with a change in price

elasticity a measure of the degree 
to which the quantity demanded 
or supplied of a good or service 
changes in response to a change 
in price

elasticity of demand a measure of 
the sensitivity of consumers to a 
change in price

elasticity of supply a measure of 
the sensitivity of producers to a 
change in price

eminent domain the power of a 
government to take an individual’s 
property for public use if the 
owner is fairly compensated

enrollment ratio the percentage of 
school-age children attending 
school

entitlement a government program 
that provides benefits to individu-
als based on their age, income, or 
some other criteria

entrepreneur a person who assem-
bles and organizes the resources 
necessary to produce goods and 
services

entrepreneurship the willingness and 
ability to take the risks involved in 
starting and managing a business

environmental Kuznets curve a graph 
showing a theoretical correlation 
between higher per capita income 
and reduced environmental pollu-
tion; according to the theory, pol-
lution first increases with a rise in 
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income but then declines as living 
standards continue to improve

equilibrium price the price at which 
the quantity of a product de-
manded by consumers in a market 
equals the quantity supplied by 
producers

equilibrium quantity the quantity of a 
good or service demanded by con-
sumers and supplied by producers 
when the market is in equilibrium

equilibrium wage the rate of pay that 
results in neither a surplus nor a 
shortage of labor; a wage rate that 
is too high will attract too many 
workers, whereas a rate that is too 
low will attract too few

estate tax a federal tax on the assets 
left to heirs by someone who dies

excess demand a situation that exists 
when the quantity demanded of a 
product exceeds the quantity sup-
plied, thus producing a shortage

excess supply a situation that exists 
when the quantity supplied of a 
product exceeds the quantity de-
manded, thus producing a surplus

exchange rate the value of one cur-
rency in terms of another

excise tax a tax on the consumption
of certain goods and services; 
sometimes used to discourage 
consumption, as on cigarettes 

excise tax a tax on the manufacture 
or sale of a good

excludable a characteristic of a good 
or service whose use can be denied 
to those who do not pay for it; a 
feature of private goods

expansion a period of economic 
growth

expansionary fiscal policy a policy 
designed to promote economic 
activity by increasing government 
spending, cutting taxes, or both

export-led development an economic 
model that emphasizes the pro-
duction of goods for export as a 
means of economic growth

exports goods and services produced 
domestically and sold in other 
countries

externality a cost or benefit arising 
from the production or consump-
tion of a good or service that 
falls on someone other than the 
producer or consumer; a spillover 
or side effect of production or 
consumption

extreme poverty a condition in 
which people are too poor to meet 
their basic survival needs, includ-
ing food, shelter, and clothing

F
factor market a market in which 

households sell land, labor, and 
capital to firms

factor payment income earned when 
an individual sells or rents a factor 
of production that he or she owns; 
for example, wages are a factor
payment made to workers in 
exchange for their labor

factors of production the resources 
used to produce goods and ser-
vices; defined as land, labor, and 
capital

federal deficit a shortfall between 
government revenues and expen-
ditures in any given year

federal funds rate the interest rate 
banks charge each other for loans 
from their excess reserves; the 
Federal Reserve helps determine 
this rate—also known as the 
overnight rate—by regulating 
the money supply through open 
market operations 

fiat money currency not backed by 
gold or silver; all paper money 
today is fiat money

final good any new good that is ready 
for consumer use; final goods are 
included in the calculation of GDP

financial capital money used for 
investment or production

financial institution a firm that deals 
mainly with money, as opposed to 

goods and services; examples in-
clude banks and stock brokerages

financial intermediary a business, 
such as a bank, that brings togeth-
er savers (sellers) and borrowers 
(buyers) in financial markets

firm an organization that uses 
resources to produce and sell 
goods or services; a business

fiscal policy government policy 
regarding taxing and spending

fiscal year a 12-month accounting 
period

fixed exchange rate an exchange 
rate set by a government at a fixed 
value relative to another currency

flat tax a proportional income tax 
that applies the same tax rate to all 
taxpayers, regardless of income

floating exchange rate an exchange 
rate that fluctuates based on sup-
ply and demand

foreign debt the part of a country’s 
total debt that is owed to foreign 
creditors

foreign direct investment (FDI) capi-
tal invested by foreign interests in 
a business enterprise in another 
country; FDI may be used to buy 
an existing company or to set up a 
new operation

foreign exchange the trading of one 
national currency for another

foreign exchange market the market 
for buying and selling currencies 
around the world, carried out 
through banks and other financial 
institutions 

foundation an organization created 
and supported by donated funds 
or property

fractional reserve banking a system 
in which banks keep a portion 
of deposits in reserve and make 
loans with the rest

franchisee a business owner who 
buys the license and distributes 
the products of a franchiser
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franchiser the parent company in a 
business franchise

free enterprise system an economic 
system in which the means of 
production are mostly privately 
owned and operated for a profit

free market economy an economic 
system in which the workings of 
the market are not planned or 
directed

free trade the policy of eliminating 
barriers to international trade; 
free trade allows goods and ser-
vices to move more freely across 
borders

free-rider problem a free rider is 
someone who enjoys the benefit 
of a good or service, such as roads 
or public schools, without paying
for it; free riding becomes a prob-
lem when it leads to underproduc-
tion of that good or service

frictional unemployment a type of 
unemployment that results when 
workers are seeking their first job 
or have left one job and are seek-
ing another 

fringe benefits nonwage compensa-
tion offered to workers in addition 
to pay; examples include health 
care and vacation benefits

full employment a condition in which 
everyone who wants to work can 
find a job

future-consequences-count principle
the idea that decisions made today 
have effects in the future

G
general partner an owner in a general

 partnership

general partnership a form of busi-
ness in which all co-owners have 
unlimited liability, or full respon-
sibility, for any business debts

global economy the system of 
economic interaction among the 
world’s countries, including in-
ternational trade and transfers of 
money, resources, and technology

globalization the process by which 
people and economies around 
the world are becoming increas-
ingly interconnected; the term is 
often used to refer to economic 
globalization, the integration of 
national economies into the global 
economy

good a physical article that has been 
produced for sale or use

government failure an inefficient 
allocation of resources caused by 
government intervention in the 
economy

graph a visual representation of the 
relationship between two sets of 
data

gross domestic product (GDP) the 
market value of all final goods and 
services produced within a coun-
try during a given period of time

H
household a person or a group of 

people living together

human capital the knowledge and 
skills people gain from education, 
on-the-job training, and other 
experiences

hyperinflation an extreme and rapid 
rise in the price of goods and 
services

I
imperfect competition any market 

structure in which producers have 
some control over the price of 
their products; in such a market, 
prices are no longer set by supply 
and demand

import quota a limit on the quantity 
of a good that can be imported 
during a specified period of time; 
a type of trade barrier

imports goods and services pro-
duced in other countries and sold 
domestically

incentive something that motivates a 
person to take a particular course 
of action

incentives-matter principle the idea 
that people respond to incentives 
in generally predictable ways

income redistribution a policy de-
signed to reduce income inequal-
ity by taking money from the rich 
and distributing it to the poor

Industrial Revolution a period of rapid 
industrial growth and develop-
ment during the 1700s and 1800s

inelastic not responsive, or only 
slightly responsive, to a change in 
price, applied to either supply or 
demand; the supply or demand of 
a good or service is said to be in-
elastic when the quantity supplied 
or demanded does not change 
significantly with a change in price

infant mortality the rate at which 
babies die during their first year 
of life; a key indicator of a nation’s 
health and well-being

inflation an increase in the overall 
price level of goods and services 
produced in an economy

inflation rate the percentage increase 
in the average price level of goods 
and services from one month or 
year to the next

informal economy a sector of the 
economy that operates with-
out government regulation or 
monitoring and is not officially 
recorded or taxed; the informal 
economy is not included in the 
calculation of GDP

infrastructure the basic public facili-
ties and installations that help an 
economy function, including roads, 
bridges, airports, power and water 
systems, and other utilities

inheritance tax a state tax on the as-
sets left to heirs by someone who 
dies; similar to the federal estate tax

initial public offering (IPO) the first 
sale of a new corporation’s stock

in-kind transfer a government 
benefit in the form of goods or 
vouchers, such as food stamps 
and public housing
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input a resource used in the pro-
duction process; also known as 
a factor of production

inshoring the process of bringing 
work and jobs into a country; the 
opposite of offshoring

inside director a member of a firm’s 
board of directors who comes 
from within the firm

installment loan borrowed money 
that is typically paid back in equal 
monthly payments

intellectual property creations of the 
mind that have commercial value, 
such as inventions and works of art

interest a periodic payment for the 
use of borrowed funds; interest is 
paid on a loan

intermediate good a good used in 
the production of a final good; 
intermediate goods are not in-
cluded in the calculation of GDP

inventory merchandise that compa-
nies or stores have on hand

investing using money with the in-
tention of making a financial gain

invisible hand Adam Smith’s metaphor
to explain how an individual’s pur-
suit of economic self-interest can 
promote the well-being of society 
as a whole

involuntary part-time workers people 
who settle for part-time employ-
ment because they are unable to 
find full-time work 

J
junk bond a low-quality corporate 

bond that earns a relatively high 
rate of interest based on its higher 
risk

K
Keynesian economics a school 

of thought, pioneered by John 
Maynard Keynes, holding that 
government intervention in the 
economy is necessary to ensure 
economic stability; Keynesians 

support demand-side policies to 
revive economic growth

knowledge worker a person who 
works with information or who 
develops or applies information 
in the workplace

L
labor the time and effort people 

devote to producing goods and 
services in exchange for wages; 
one of the factors of production

labor force the portion of the pop-
ulation that has paid work or 
is seeking work; the labor force 
does not include active members 
of the military

labor union an organization of work-
ers in a specific industry that 
seeks to improve working condi-
tions, wages, and benefits for its 
members

Laffer curve a U-shaped graph as-
sociated with supply-side eco-
nomics that shows a theoretical 
correlation between tax rates and 
tax revenues; according to the 
graph, raising marginal tax rates 
beyond a certain point reduces tax 
revenues

lagging economic indicators mea-
sures that consistently rise or fall 
several months after an expansion 
or contraction begins

laissez-faire the principle that govern-
ment should not interfere with the
workings of the economy; a French 
term meaning “let them do”

land all the natural resources, in-
cluding energy, that are used to 
produce goods and services; one 
of the factors of production 

law of demand an economic law 
stating that as the price of a good 
or service increases, the quantity 
demanded decreases, and vice 
versa

law of diminishing marginal utility 
the general observation that as 
the quantity of a good or service 

consumed increases, the benefits 
for the consumer of each addi-
tional unit decrease

law of supply an economic law stat-
ing that as the price of a good or 
service increases, the quantity 
supplied increases, and vice versa

law of unintended consequences 
the general observation that the 
actions of people and governments 
always have effects that are not 
expected or intended

leading economic indicators mea-
sures that consistently rise or fall 
several months before an expan-
sion or a contraction begins

least developed country a country 
that suffers from severe poverty 
and low standards of living

legal tender currency that must be 
accepted as money for purchases 
and as payment for debts

liability the legal responsibility to 
repay debts and to pay for dam-
ages resulting from a lawsuit

license a legal permit to operate a 
business or enter a market

life expectancy the number of years, 
on average, that a person is ex-
pected to live; a key indicator of a 
nation’s health and well-being

limited liability less than full responsi-
bility for repaying business debts; 
liability in this case does not extend 
to the owner’s personal property 

limited liability company a business 
in which the proprietor’s liability 
extends only to whatever he or 
she has invested in the business

limited liability partnership a part-
ner-ship that allows co-owners 
to operate like general partners 
while enjoying the protection of 
limited liability

limited partner a partner in a busi-
ness who contributes financial 
capital but plays no role in day-
to-day operations; also known as 
a silent partner
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limited partnership a form of busi-
ness consisting of at least one 
general partner and one or more 
limited partners

liquid assets items of value that can 
be used as cash or easily converted 
into cash; examples include trav-
eler’s checks and money deposited 
in bank checking accounts

liquidity the ease with which assets 
can be converted into cash

literacy rate the percentage of people 
in a country who can read and 
write

loan a transaction in which a lender 
gives money to a borrower, who 
agrees to repay the money at some 
point in the future

logrolling a practice in which law-
makers agree to vote for each 
other’s legislation

lottery a large-scale gambling game 
organized to raise money for a 
public cause

luxury tax a tax levied on the sale of 
high-priced luxury goods, such as 
diamond jewelry and private jets

M
M1 money circulating in the economy 

that includes cash and assets that 
can be easily converted into cash

M2 money circulating in the econ-
omy that includes M1 plus less 
liquid deposits in various kinds of 
accounts or funds

macroeconomics the study of the 
workings of the economy as a 
whole

mandatory spending government 
expenditures that are fixed by law 
and can only be changed by new 
legislation; spending that is not 
discretionary 

margin the border or outer edge of 
something

marginal benefit what is gained 
by adding one more unit to an 
activity

marginal cost what is given up by add-
ing one more unit to an activity

marginal tax rate the rate at which 
the last dollar a person earns in a 
given year is taxed

marginal utility the extra satisfaction
or pleasure achieved from an in-
crease of one additional unit of a 
good or service

market an arrangement that brings 
buyers and sellers together to do 
business with each other

market-based policy a policy ap-
proach—often applied to envi-
ronmental policy—that relies on 
market incentives, rather than 
regulation, to influence behavior 

market-clearing price the price at 
which the quantity demanded 
of a product equals the quantity 
supplied; another term for 
equilibrium price

market demand the sum of all the 
individual quantities demanded 
in a market

market division an illegal, anticom-
petitive practice in which two or 
more firms agree to divide a mar-
ket among themselves, selling only 
to certain customers or in certain 
geographic areas

market economy an economic system 
in which economic decisions are 
left up to individual producers 
and consumers

market equilibrium the point at 
which the quantity of a product 
demanded by consumers in a 
market equals the quantity 
supplied by producers

market failure a situation in which 
the market fails to allocate 
resources efficiently

market index a way of measuring 
changes in the value of a group 
of stocks, bonds, or other 
investments 

market power the ability of produc-
ers to influence prices

market price the price a willing con-
sumer pays to a willing producer 
for a good or service

market share a firm’s proportion of 
total sales in a market

market structure the organization 
of a market, based mainly on 
the degree of competition; there 
are four basic market structures: 
perfect competition, monopolis-
tic competition, oligopoly, and 
monopoly

market supply the sum of all the 
individual quantities supplied in 
a market

market value the price buyers are 
willing to pay for a good or service 
in a competitive market

markets-coordinate-trade principle 
the idea that markets are usually
the best way to coordinate 
exchanges between buyers and 
sellers

mass production large-scale manu-
facturing

means-tested program a government 
benefit that is tied to family in-
come so that benefits are reduced 
as income rises; examples include 
food stamps and welfare payments

Medicare tax a federal payroll tax 
designed to fund Medicare, the 
national health insurance program 
for the elderly and disabled

merger the combining of two or 
more separately owned firms into 
a single firm

microeconomics the study of the 
economy at the level of individu-
als, households, and businesses

middle management a group of mid-
level corporate managers who 
report to the senior officers and 
supervise the firm’s workers

minimum wage the lowest hourly 
rate, or wage, that employers can 
legally pay their employees; a 
price floor on wages 

ECON_SE_BM.indd   358ECON_SE_BM.indd   358 2/5/09   10:12 AM2/5/09   10:12 AM



Glossary 359  

misery index the sum of the inflation 
rate and the unemployment rate

mixed economy an economic system 
in which both the government 
and individuals play important 
roles in production and consump-
tion; most modern economies are 
mixed economies

monetarism a school of thought, 
based on the ideas of Milton 
Friedman, holding that changes 
in the money supply are the main 
cause of inflation and of economic 
expansions or contractions

monetary policy central bank policy 
aimed at regulating the amount of 
money in circulation

money a generally accepted medium 
of exchange that can be traded for 
goods and services or used to pay 
debts

money supply the total amount of 
money in the economy

monopolistic competition a market 
structure in which many producers
supply similar but varied products

monopoly a market structure in 
which a single producer supplies a 
unique product that has no close 
substitutes

mortgage money borrowed to buy a 
house, an office building, land, or 
other real estate

multinational corporation a corpora-
tion that does business in more 
than one country

multiplier effect a ripple effect in 
which a change in spending by 
one person or business leads to 
additional changes in spending 
by another person or business

municipal bond a bond issued by a 
state or local government to raise 
funds for public projects

mutual fund a collection of securities 
chosen and managed by a group 
of professional fund managers

N
national debt the total amount owed 

by a nation’s government as a 
result of borrowing

nation-state an independent political 
body with full authority over its 
territory and inhabitants

natural monopoly a market controlled
by a single firm for reasons of effi-
ciency; in a natural monopoly, one 
firm can provide a good or service 
at a lower cost than two or more 
competing firms

natural rate of unemployment the 
percentage of the labor force with-
out work when the economy is at 
full employment; a condition in 
which the economy is strong and 
there is no cyclical unemployment 

near-money an asset similar to money, 
such as a savings account, that 
serves as a store of value but can-
not be used to buy things directly

negative externality a cost of produc-
tion or consumption that falls on
someone other than the producer 
or consumer; a negative side effect

negative utility a lack of pleasure or 
satisfaction from consuming a 
product or service or taking an 
action; the opposite of utility

net exports the value of all exports 
minus all imports

newly industrialized country a de-
veloping country that is making a 
rapid transition from an agricul-
tural to an industrial economy

no-free-lunch principle the idea that 
every choice involves tradeoffs; a 
restatement of the scarcity-forces-
tradeoffs principle

nominal cost of living the cost in cur-
rent dollars of all the basic goods 
and services needed by the aver-
age consumer 

nominal GDP a measure of a country’s 
economic output (GDP) valued in
current dollars; nominal GDP does 
not reflect the effects of inflation 

nominal wages wage levels based on 
current dollars

nonexcludable a characteristic of a 
good or service whose use cannot 
be denied to anyone; a feature of 
public goods

nongovernmental organization (NGO) 
nonprofit organizations that oper-
ate outside of governments, often 
with a focus on humanitarian or 
environmental concerns

nonprice competition the use of pro-
duct differentiation and advertising 
to attract customers

nonprofit organization an organiza-
tion that functions much like a 
business but does not operate to 
make a profit; nonprofit organiza-
tions focus on public or private 
goals, such as the promotion of 
human rights, environmental 
preservation, or medical research

nonrenewable resource a natural 
resource that cannot be replaced 
once it is used; examples include 
oil and coal

nonrival in consumption a charac-
teristic of a good or service that 
can be used or consumed by more 
than one person at the same time; 
a feature of public goods

normative economics the branch 
of economics that makes value 
judgments about the economy; 
its focus is on which economic 
policies should be implemented

O
offshoring relocating work and jobs 

to another country; the opposite 
of inshoring

oligopoly a market structure in 
which a few firms dominate the 
market and produce similar or 
identical goods

open-market operations the purchase 
and sale of government bonds by
the Federal Reserve for the pur-
pose of regulating the money sup-
ply and controlling interest rates
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opportunity cost the value of the next 
best alternative that is given up 
when making a choice; a measure 
of what you must give up to get 
what you want

output the goods or services gener-
ated by the production process

outside director a member of a firm’s 
board of directors who comes 
from outside the firm

outsourcing a business practice in 
which work that was once done 
within a company is sent to out-
side contractors 

P
partnership a business owned by two 

or more co-owners who share 
profits from the business and are 
legally responsible for the busi-
ness’s debts

patent a legal protection that gives 
inventors the sole right to make, 
use, or sell their inventions for a 
fixed number of years

payroll tax a tax on the wages a com-
pany pays its employees; examples 
include the Social Security tax and 
the Medicare tax

peak the highest point of an ex-
pansion, or period of economic 
growth; a peak is followed by 
economic decline 

per capita GDP a nation’s real GDP 
divided by its population; a mea-
sure of average economic output 
per person

perfect competition a market struc-
ture in which many producers 
supply an identical product and 
no single producer can influence 
its price; in such a market, prices 
are set by supply and demand

perpetual resource a natural resource
that is widely available and in no 
danger of being used up; examples 
include sunlight and wind

personal saving rate the proportion 
of a household’s income that its 
members save each year

physical capital the manmade ob-
jects—tools, machinery, buildings, 
and other goods—used in produc-
tion; also called capital goods

pollution haven a country that 
attracts polluting industries 
because of its weak or poorly 
enforced environmental laws

pollution permit a government 
license, issued under a cap-and-
trade system, that allows a pro-
ducer to emit a certain amount 
of pollution 

positive economics the branch of
economics that uses objective 
analysis to find out how the 
economy actually works

positive externality a benefit of 
production or consumption that 
falls on someone other than the 
producer or consumer; a positive 
side effect

poverty rate the percentage of the 
population that has a family 
income below a government-
defined threshold, or poverty line

poverty threshold the estimated 
minimum income needed to 
support a family

price ceiling a maximum price set 
by the government to prevent 
prices from going too high

price controls government-imposed 
limits on the prices that producers 
may charge in the market

price fixing an illegal, anticompeti-
tive practice in which two or more 
firms agree to set a common price 
for a good or service

price floor a minimum price set by 
the government to prevent prices 
from going too low

price index a measure of the average 
change in price of a type of good 
over time

price leadership the ability of the 
dominant firm in an oligopoly to 
set price levels that other firms 
then follow

price setter a producer that can set 
a price for a product, rather than 
accepting the market price

price taker a producer that has no 
influence over the price of a prod-
uct; price takers must accept the 
market price

price war an intense competition 
among rival firms in an oligopoly 
in which they successively lower 
prices to increase sales and win a 
larger share of the market

principal the amount of money bor-
rowed, or the amount of money 
still owed on a loan, apart from 
the interest

private goods goods and services that 
are sold in markets; distinct from 
public goods

privately held corporation a corpor-
ation owned by an individual or a 
small group of individuals that al-
lows only a select group of people 
to buy stock; also known as a 
closely held corporation

privatize to convert a publicly owned 
resource or institution to private 
ownership

product differentiation the attempt by
firms to distinguish their goods and
services from those of other firms

production equation a formula 
used to represent the production 
process: land + labor + capital = 
goods and services

production possibilities curve a 
graph showing the combinations 
of two goods that can be produced 
with a given set of resources

production possibilities frontier a 
simple model of an economy that 
shows all the combinations of two 
goods that can be produced with 
the resources and technology 
currently available

productivity a measure of the ef-
ficiency with which goods and 
services are produced, stated as a 
ratio of output per unit of input
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product market a market in which 
firms sell goods and services to 
households

professional organization an organi-
zation that represents the interests 
of people who work in a particular 
profession

profit the money earned by a business 
after subtracting its operation costs 

profit motive the desire to make a profit

progressive tax a tax that takes a 
larger share of income as income 
increases; the federal income tax 
is progressive

property rights the rights of those 
who own land, buildings, or other 
goods to use or dispose of their 
property as they choose

property tax a tax levied on real 
property—land and buildings
—and sometimes on personal 
property, such as cars and boats

proportional tax a tax that takes the 
same share of income at all income 
levels; a flat tax is proportional 

prospectus a legal document that 
provides information about a 
security offered to investors

protectionism the policy of erecting 
trade barriers to shield domestic 
markets from foreign competition

protective tariff a tax on imported 
goods designed to protect domes-
tic producers from foreign compe-
tition; a type of trade barrier

public franchise a contract issued 
by a government entity that gives 
a firm the sole right to provide a 
good or service in a certain area, 
such as a national park

public goods goods and services that 
are used collectively and that no 
one can be excluded from using; 
public goods are not provided by 
markets

publicly held corporation a corpora-
tion that offers stock for sale to 
the general public and has many 
shareholders

public provision the supplying of 
a good or service by the govern-
ment; examples include the ser-
vices provided by publicly sup-
ported schools and universities

public works government-financed 
projects such as dams, highways, 
and bridges

purchasing power the value of a 
unit of money in terms of what 
it can buy

Q
quantity demanded the amount of a 

good or service that consumers 
are willing and able to buy at a 
specific price

quantity supplied the amount of a 
good or service that producers are 
willing and able to offer for sale at 
a specific price

quintile any one of the five groups of 
a population that has been divided 
into fifths for the purpose of data 
analysis; for example, the top 
quintile of a country’s population 
in terms of income represents the 
top fifth of all earners

quota the maximum amount of a re-
source that a person is allowed to 
use or consume in a given period 
of time

R
rate of return the ratio of the money 

gained or lost by an investment 
relative to the amount invested; 
often expressed as the percentage 
gained or lost in a year

rational-behavior model the idea that 
people behave in ways that are 
based on reason and self-interest

rationing the controlled distribution 
of a limited supply of a good or 
service

real cost of living the cost in con-
stant dollars of all the basic goods 
and services needed by the aver-
age consumer; the nominal cost of 
living adjusted for inflation

real GDP a measure of a country’s 
economic output (GDP) valued in 
constant dollars; real GDP reflects 
the effects of inflation

real rate of return the ratio of the 
money gained or lost by an 
investment relative to the amount 
invested, adjusted for the effects 
of inflation

real wages wage levels based on 
constant dollars; nominal wages 
adjusted for inflation

recession a period of declining 
national economic activity, usually 
measured as a decrease in GDP for 
at least two consecutive quarters 
(six months)

regressive tax a tax that takes a 
smaller share of a family’s income 
as that income increases; a sales 
tax is generally regressive 

regulation the establishment, by the 
government, of rules aimed at 
influencing the behavior of firms 
and individuals; regulation can 
involve setting prices, establishing 
product and workplace standards, 
and limiting entry into an industry

regulatory agency a unit of govern-
ment created to set and enforce 
standards for a particular industry 
or area of economic activity

regulatory capture a situation in 
which a regulatory agency is 
dominated, or captured, by the 
industry it regulates; a captured 
agency tends to favor the indus-
try it is meant to regulate more 
than the public interest

renewable resource a natural 
resource that, with careful plan-
ning, can be replaced as it is 
used; examples include forests 
and fresh water

rent control a legal limit on the 
amount a landlord can charge a 
tenant; a price ceiling on rents

required reserve ratio the minimum 
percentage of deposits that banks 
must keep in reserves at all times
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reserve requirement the regulation 
that requires banks to keep a 
certain percentage of deposits on 
hand at all times to repay their 
depositors

resource anything used to produce 
an economic good or service

revenue the amount of money a firm 
receives in the course of doing 
business

revenue table a table that lists the 
various prices for a given pro-
duct along with the quantity 
expected to sell and the revenue 
that would be earned by the 
producer at each price

right-to-work law a law that prohib-
its employers from making union 
membership a requirement for 
getting or keeping a job 

right-to-work state a state with 
right-to-work laws, which forbid 
mandatory union membership

risk the chance of losing money or of 
failing in some way

rival in consumption a characteristic 
of a good or service that cannot be 
used or consumed by more than 
one person at the same time; a 
feature of private goods

royalty a share of earnings paid to 
a franchiser or to an inventor, 
writer, or artist for the sale or use 
of that person’s work

rule of 72 a method of calculating 
how long it will take to double 
the value of an investment; the 
number 72 is divided by the 
investment’s annual rate of return 
to determine its doubling time

S
sales tax a tax on the purchase of 

goods and services

saving setting aside a portion of 
income for use in the future

scarcity the condition that results 
because people have limited 
resources but unlimited wants

scarcity-forces-tradeoffs principle 
the idea that limited resources 
force people to make choices and 
face tradeoffs when they choose

scientific method a method of rational 
inquiry with five steps: (1) posing a 
question, (2) researching the ques-
tion, (3) developing a hypothesis, 
(4) conducting studies and collect-
ing data, (5) analyzing the data, 
and (6) evaluating the hypothesis 

seasonal unemployment a type of 
unemployment that results when 
businesses shut down or slow 
down for part of the year, often 
because of weather

securities investments, such as 
stocks, bonds, and mutual funds, 
that give their holders the right 
to receive some sort of return, 
or profit 

service work done by someone else 
for which a consumer, business, 
or government is willing to pay

shareholder an investor who buys 
shares of a company’s stock

shortage a lack of something that 
is desired

silent partner a partner in a business 
who contributes financial capital 
but plays no role in day-to-day 
operations; also known as a lim-
ited partner

sin tax an excise tax placed on cer-
tain goods or services to discour-
age their consumption; examples 
include excise taxes on alcohol, 
cigarettes, and gambling

Social Security tax a federal payroll 
tax designed to fund Social Secur-
ity benefits, including old-age 
pensions and income for people 
with disabilities 

socialism a political and economic 
philosophy based on collective 
or government ownership of a 
society’s resources and means 
of production, with the goal of 
achieving social and economic 
equality

sole proprietorship a business owned 
and managed by one person

specialization the development of 
skills or knowledge in one aspect 
of a job or field of interest

stagflation a combination of eco-
nomic stagnation—or slowdown
—and high inflation; features of 
stagflation include slow or zero 
economic growth, high unemploy-
ment, and rising prices

stakeholder someone who has an 
interest in, or is affected by, a 
company’s actions

start-up costs the initial expense of 
launching a business

state disability tax a state payroll tax 
that funds programs to help work-
ers who are injured on the job

stock an investment that represents 
ownership in a business 

stockbroker a person who buys and 
sells stocks and bonds for investors 

stock certificate a legal document that 
certifies ownership of a specific 
number of shares in a corporation

stock market the market in which 
stocks and bonds are bought and 
sold 

strong dollar a dollar with a high ex-
change rate; a dollar that has risen 
in value, or appreciated, relative to 
other currencies

structural unemployment a type of 
unemployment that results when 
the demand for certain skills 
declines, often because of changes 
in technology or increased foreign 
competition; under such condi-
tions, workers may need retrain-
ing to find new jobs

subsidy a government payment to 
a supplier of goods or services, 
designed to help that supplier 
continue to operate 

subsistence agriculture the raising 
of crops or livestock mainly for 
personal consumption rather than 
for sale
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substitute good a product that 
satisfies the same basic want as 
another product

supply the quantity of a good or ser-
vice that producers are willing and
able to offer for sale at various prices

supply chain the network of people, 
organizations, and activities in-
volved in supplying goods and 
services to consumers

supply curve a graph that shows the 
relationship between price and the 
quantity that producers are willing 
and able to supply

supply schedule a table that shows 
the quantities supplied at different 
prices in a market

supply shifter a factor other than 
price that can cause a change in 
the supply of a good or service; 
examples include changes in tech-
nology and government policy

supply-side economics the theory 
that the best way to ensure 
economic growth is to stimulate 
overall supply by cutting taxes 
on businesses and high-income 
taxpayers; this theory assumes 
that producers and investors will 
use their tax savings to expand 
production, thereby stimulating 
the economy

sustainable development a pattern 
of resource use and economic 
growth designed to meet current
needs while preserving the envi-
ronment and ensuring that future 
generations will also be able to 
meet their needs

T
Takings Clause a clause of the Fifth 

Amendment to the Constitution
stating that the government must 
pay private owners when their 
property is taken for public use 
under the power of eminent 
domain

tax base something that is taxed, 
such as personal income or a piece 
of property

tax code the set of laws that govern 
federal, state, or local taxes

tax equity the idea that a tax system 
should be fair

tax incidence the allocation of the 
burden of a tax between consum-
ers and producers; tax incidence 
is said to fall on the group that 
actually bears the burden of the 
tax, no matter from whom the tax 
is collected

tax rate the percentage that is levied 
on the value of whatever is being 
taxed, such as income or property

tax referendum a direct popular vote 
on a proposal to raise taxes

technology spillover a benefit that 
results when technical knowledge 
spreads from one company or 
individual to another, thereby 
promoting new innovations

telecommuting the practice of work-
ing at home or at another loca-
tion outside the workplace and 
using phones, computers, or other 
means to stay connected with the 
workplace

temporary worker a person who is 
employed for a limited period of 
time, often on a project basis or to 
fill a short-term need

thinking-at-the-margin principle the
idea that many decisions involve 
choices about using or doing a
little more or a little less of some-
thing rather than making a whole-
sale change

tight-money policy a monetary 
policy designed to slow the rate 
of growth of the money supply in 
order to reduce inflation

toll a fee for the use of a common 
facility, such as a bridge or 
highway

total revenue the total amount 
received by a business for selling a 
good or service; it is calculated by 
multiplying the quantity of a good 
or service sold by its price 

total revenue test a tool used by 
producers to gauge the impact 
of a change in price on revenues 
earned; it is also used by econo-
mists to determine the elasticity of 
demand for a good or service

trade association an organization 
that represents the interests of 
people and businesses working in 
a particular industry

trade barrier a government measure 
that limits international trade, 
such as a protective tariff or an 
import quota

trade deficit a negative balance of 
trade, in which imports exceed 
exports

trade embargo a ban on trade with 
a country or group of countries, 
usually for political reasons; a type 
of trade barrier

trade-makes-people-better-off 
principle the idea that people 
benefit by focusing on what they 
do well and then trading with 
others, rather than trying to do 
everything for themselves

trademark a distinctive name or 
symbol that identifies a firm and 
its products or services and that 
has been legally registered as the 
property of that firm

tradeoff the exchange of one benefit 
or advantage for another that is 
thought to be better

trade surplus a positive balance of 
trade, in which exports exceed 
imports

traditional economy an economic 
system in which decisions about 
production and consumption are 
based on custom and tradition

tragedy of the commons a circum-
stance in which a shared resource 
is overused or destroyed because 
users take no responsibility for its 
preservation

transaction costs the time and mon-
ey consumers spend shopping for 
the best product at the best price
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transfer payment a government pay-
ment to a household or firm for 
which the payer receives no good 
or service in return; examples 
include Social Security checks and 
unemployment benefits

traveler’s checks checks that can be 
used like cash by travelers to pay 
for goods and services

trough the lowest point of a con-
traction, or period of economic 
decline; a trough is followed by 
economic growth

trust a combination of firms; in 
the late 1800s, trusts worked to 
eliminate competition and control 
prices, but were later banned 
under antitrust laws

U
underground economy a sector of 

the economy based on illegal 
activities, such as drug dealing 
and unlawful gambling

unemployment insurance a govern-
ment program providing limited 
cash payments to workers who 
lose their jobs

unemployment rate the percentage of 
the labor force that is not employed 
but is actively seeking work

unemployment tax a state payroll tax 
used to assist workers who lose 
their jobs

union shop a business in which 
workers are required to join a 
union after being hired

unitary elastic demand a condition 
that exists when the percentage 
change in the quantity demanded 
of a good or service equals the 
percentage change in price; a de-
mand elasticity equal to exactly 1

unitary elastic supply a condition 
that exists when the percentage 
change in the quantity supplied 
of a good or service equals the 
percentage change in price; a sup-
ply elasticity equal to exactly 1

unlimited liability full responsibility 
for repaying business debts; 
liability in this case extends to the 
owner’s personal property 

user fee a fixed charge on the use 
of a public service or facility; 
examples include bridge tolls and 
park entrance fees

utility the pleasure, satisfaction, or 
benefit a person receives from 
consuming a product or service or 
from taking an action

V
variable a quantity that can vary, or 

change

venture capital money from an in-
dividual investor or organization 
that invests in a new business in 
exchange for a share of ownership

voluntary exchange the act of will-
ingly trading one item or service 
for another

voluntary export restraint (VER) a 
limit on the quantity of a good 
that can be exported from a coun-
try during a specified time period; 
a type of trade barrier

voucher a coupon used to purchase a 
specific good or service

W
W-2 form an official document that 

lists a worker’s wages for the 
previous year and the amount of 
tax that was withheld; W-2 forms 
are filed with federal income tax 
returns

wage discrimination the practice 
of paying some workers less 
than other workers in the same
job because of their race, ethni-
city, gender, or other personal 
characteristics

wage gap a difference in the wages 
earned by various groups in so-
ciety, such as between men and 
women or between white Ameri-
cans and black Americans

wage-price spiral an upward trend 
in wages and prices; an inflation-
ary pattern in which rising prices 
lead to demands for higher wages, 
causing producers to raise prices 
further and workers to demand 
additional wage hikes

weak dollar a dollar with a low ex-
change rate; a dollar that has fallen 
in value, or depreciated, relative to 
other currencies

wealth the total value of all the 
things a person or a group of 
people owns

withholding a system in which em-
ployers deduct a certain amount 
of tax from workers’ paychecks

Y
yellow-dog contract a work agree-

ment prohibiting workers from 
joining a union

yield the income return on an invest-
ment, such as interest paid on a 
bond or dividends paid on a stock

Z
zoning permit a legal document certi-

fying that a business meets certain 
criteria to operate in a particular 
section, or zone, of a town or city
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