The price system and the microeconomy

(A Level)

A-Level Economics - Vocabulary in context
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utllity [ju:'tiliti/

total utillty /'tootl ju:'tiliti/

marginal utility
/'ma:dzml ju:'tiliti/

diminishing marginal
utllity /di'mimnifiy 'ma:dzmnl ju:'tiliti/

equi-marginal principle
/'ekwi 'mazdzml 'prmsipl/

demand curve /dr'mendks:v/

budget line /'badzit lam/

indifference curve
/m'difrans k3:v/

Consumer equilibrium

/ken'su:ma itkwr'libriam/

Utility is the happiness you get from using a product.

Total utility is all the satisfaction you get from
eating three apples.

Marginal utility is the extra happiness from one
more unit.

The third ice cream is less fun than the first:
diminishing marginal utility.

The equi-marginal principle says the last yuan
spent on each good should give the same extra
satisfaction.

A demand curve slopes down: people buy more
when the price falls.

The budget line shows all the things you can buy
with your money.

Every point on an indifference curve makes the
buyer equally happy.

At consumer equilibrium, a shopper cannot become
happier by spending their money in another way.

g“ substitution effect The substitution effect makes people buy less of a
/sabstr'tjuzfn r'fekt/ good when it becomes more expensive than others.
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income effect /mkam'fekt/

normal good /nomlgod/

inferior gOOd /m'fiaria god/

Giffen good /dzifon god/

productive efficiency
/pra'daktiv r'fifonsi/

average cost /'zvridzkost/

allocative efficiency
/'elokativ 1'fifonsi/

marginal social benefit
/'ma:dzinl 'savfl ‘benifit/

marginal social cost
/'ma:dznl 'savfl kost/

marginal cost /'madzmlkost/

Pareto optimality

/pa'ritav ppt'meeliti/

The income effect happens because a lower price
leaves you more money to spend.

Fresh fruit is a normal good: people buy more as
income rises.

Cheap bread may be an inferior good: people buy
less as income rises.

A Giffen good is a rare good that people buy more
of when its price rises.

Productive efficiency means making goods at the
lowest cost per unit.

Average cost is total cost divided by the number of
units.

Allocative efficiency means making exactly what
society wants most.

The marginal social benefit is the total benefit to
society from one more unit.

The marginal social cost includes the harm to
others from one more unit.

Marginal cost is the extra cost of producing one
more unit.

Pareto optimality means nobody can be made
better off without making someone worse off.
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54 dynamic efficiency Dynamic efficiency means products and methods
/dar'nemik 1'fifansi/ get better over time.

M market failure /'makit feilis/ Pollution with no price is a market failure.

(.,b externalities /ek'stsmelitiz/ Pollution from a factory is one of the externalities

that harm people nearby.

Q Public goods /'pablik godz/ Street lights are public goods: everyone can use
them, and no one can be kept out.

& Information failure Information failure happens when buyers do not
/.mfs'merfn 'ferlia/ know enough to make a good choice.

g{‘) Factor immobility Factor immobility means workers cannot easily
/faekts 1;mou'biliti/ move to a new job or a new town.

private cost /‘prawet kost/ The private cost of a car trip is what the driver pays

for fuel and parking.

@ external cost /ek'stsnlkost/ Noise from a factory is an external cost to its
neighbours.
,9\)\ social cost /'seufl knst/ The social cost of driving includes the fuel you pay

for and the dirty air others breathe.

private benefit /prawat 'benifit/ The private benefit of a degree is the higher pay the
graduate earns.

Jo

+
# external benefit /ek'stsml'venifit/ A neighbour’s pretty garden gives you an external

benefit.

g)\ social benefit /'saufl 'benfit/ The social benefit of education includes the gains to
everyone else, too.
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Marginal analysis

/'ma:dzinl a'neelasis/

Marginal private cost
/'ma:dznl 'pravet kost/

marginal private benefit
/'ma:dznl 'prawvet 'benifit/

Marginal external cost
/'ma:dznl ek'stanl kost/

marginal external benefit
/'ma:dzinl ek'stz:nl 'benifit/

negative externality

/'negativ ek'stameeliti/

positive externality
/'pozitiv ek'sta:nzliti/

Deadweight welfare loss
/'dedwert 'welfea los/

Asymmetric information

/ e1st metrik infa'merfn/

moral hazard /morsl'hazsd/

short run /fort ran/

Marginal analysis asks whether one more hour of
work is worth it.

Marginal private cost is the cost to the firm of
making one more unit.

Marginal private benefit is the extra benefit to the
buyer of one more unit.

Marginal external cost is the harm that one more
unit causes to other people.

Marginal external benefit is the extra gain to
others from one more unit.

Smoke from a factory is a negative externality for
the people who live nearby.

A neighbour’s beautiful garden is a positive
externality: you enjoy it for free.

A tax can cause a deadweight welfare loss, because
some useful trades no longer happen.

There is asymmetric information when the seller of
a used car knows more than the buyer.

Moral hazard happens when insured people take
more risks.

In the short run, a firm cannot build a new factory.
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long run /ionran/

total product /‘tsotl'prodakt/

average product
/'@evridz 'prodakt/

marginal product
/'ma:dzinl 'prodakt/

diminishing returns
/di'mmifiy rr'tamz/

fixed cost /fikst kost/

variable cost /vesrisbl kost/

total cost /‘teutl kost/

Average fixed cost
/'eevridz fikst kost/

average variable cost
/'eevridz 'veariabl kost/

returns to scale /r'tsinzts skeil/

increasing returns to scale
/m'kri:siy ri'tainz ta skeil/

In the long run, a firm can change everything, even
its factory.

Total product is all the output made by the workers.

Average product is total output divided by the
number of workers.

The marginal product of the eighth baker is the
extra bread he makes.

Diminishing returns set in when the kitchen gets
crowded.

The shop’s rent is a fixed cost: it stays the same
however much it sells.

Packaging is a variable cost: it rises as the firm sells
more.

Total cost is fixed cost plus variable cost.

Average fixed cost falls as a firm makes more units,
because rent is shared out.

Average variable cost is variable cost divided by
output.

Returns to scale show what happens to output
when a firm doubles all its inputs.

With increasing returns to scale, doubling all
inputs more than doubles output.
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constant returns to scale

/'konstant r1't3:nz ta skeil/

decreasing returns to scale
/'ditkrizsi rr'tsmz te skeil/

economies of scale

/1'konamiz ov skeil/

Minimum efficient scale

/'mimimam 1'fifant skeil/

diseconomies of scale

/ dist'’konamiz ov skeil/

Internal economies of scale

/m'tamnl 1'konamiz ov skeil/

external economies of scale

/ek'stamnl 1'konomiz ov skeil/

Internal diseconomies of
scale /m'tanl (dist'kpnamiz ov skeil/

External diseconomies of
scale /ek'stamnl disi'’konamiz ov skeil/

total revenue /'‘tsotl revenju:/

average revenue

/'@evridz 'revenju:/

With constant returns to scale, doubling all inputs
exactly doubles output.

With decreasing returns to scale, doubling all
inputs less than doubles output.

Large firms gain economies of scale, so each unit
costs less.

Minimum efficient scale is the smallest output at
which average cost is as low as it gets.

A very large firm can face diseconomies of scale,
such as slow decisions.

Buying in bulk gives a big firm internal economies
of scale.

Good local roads can give all firms in an area
external economies of scale.

A very large firm can face internal diseconomies of
scale, such as slow decisions.

Traffic jams in a busy industrial area are external
diseconomies of scale.

Price times quantity sold gives total revenue.

Average revenue is revenue per unit sold.
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marginal revenue

/'ma:dznl 'revanju:/

A economic profit
/itka'nomik 'profit/

normal proﬁt /'noml 'profit/

M supernormal profit
/'surpano:ml 'profit/

W subnormal profit
/'sabno:ml 'profit/

E market structure
/'mackit 'straktfa/

,9\)\ perfect competition

/'pa:fekt kompa'tifn/

@ monopolistic competition
/ma'nopalistik kompa'tifn/

@] oligopoly / pli'gopali/
g monopoly /ma'nopali/

oo Product differentiation
/'prodakt difs renfi'erfn/

it

barriers to entry

/'baerioz tv 'entri/

Marginal revenue is the extra revenue from one
more sale.

Economic profit is profit after all costs, including
what your money could earn elsewhere.

A firm making normal profit earns just enough to
stay in business.

A firm earns supernormal profit when it makes
more than it needs to stay in business.

A firm earns subnormal profit when it makes less
than it needs to stay in the industry.

The market structure depends on how many firms
there are and how they compete.

In perfect competition, many small firms sell the
same product.

Hairdressers are in monopolistic competition:
many firms, each a little different.

In an oligopoly, a few big firms control the market.

A monopoly is the only seller in a market.

Product differentiation makes a brand look
different from its rivals.

High start-up costs can act as barriers to entry.
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cartel /ka'tel/

collusion /ke'lu:zn/

pI‘iCG taker /prais 'tetka/

natural monopoly

/'naetforal ma'nopali/

concentration ratio

/ konsan'tretfn 'rerfiov/

contestable market
/kan'testabl 'ma:kit/

sunk cost /sagkkost/

payoff matrix /'pemof 'mertriks/

Prisoner’s Dilemma

/'prizenaz dar'lema/

price competition
/prais kompa'tifn/

non-price competition
/non prais kompa'tifn/

price discrimination

/prais di,skrimr'netfn/

OPEC is a cartel: its members agree how much oil to
produce.
OPEC

Collusion is when firms secretly agree to keep prices
high.

A farmer selling wheat is a price taker: he must
accept the market price.

Water supply is a natural monopoly: one firm can
do it most cheaply.

A five-firm concentration ratio of 80% means the
five biggest firms have 80% of sales.
80%
80%

In a contestable market, new firms can enter and
leave easily.

Money spent on advertising is a sunk cost: you
cannot get it back.

A payoff matrix shows what each firm gets from
each choice.

In the Prisoner’s Dilemma, both players do worse
because they cannot trust each other.

Price competition means firms try to win customers
by cutting prices.

Better service is a form of non-price competition.

Price discrimination charges different groups
different prices for the same product.
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First-degree price
discrimination
/fa:st di'gri: prars di,skrimi'nerfn/

Second-degree price
discrimination
/'sekend dr'gri: prars di,skrimr'nerfn/

third-degree price
discrimination
/63:d dr'gri: prars di,skrimi'nerfn/

Internal gI‘OWth /n'taml gravd/

organic gI‘OWth /o:'geenik grave/

diversification /da,vssifikeifn/

external gI‘OWth /ek'stamnl gravf/

merger /'msdss/

takeover /'teksovs/

horizontal integration
/hori'zontl intr'grerfn/

backward vertical
integration
/'baekwad 'va:tikl mntr'grerfn/

In first-degree price discrimination, each buyer
pays the most they are willing to pay.

Cheaper prices for buying in larger amounts are
second-degree price discrimination.

Cheaper tickets for students are third-degree price
discrimination.

A firm that opens new shops with its own money is
using internal growth.

Organic growth means a firm grows by itself, step
by step.

Diversification means a firm starts selling new
products in new markets.

Buying another company is external growth.

A merger joins two businesses into one.

In a takeover, one firm buys control of another.

When two banks join, this is horizontal integration.

When a chocolate maker buys a cocoa farm, this is
backward vertical integration.
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—> forward vertical When a factory buys its own shops, this is forward
integration vertical integration.

/'forwad 'va:tikl mti'greifn/

El':'l conglomerate integration When a food firm buys a bank, this is conglomerate
/ken'glbmarert ,mti'greifn/ integration.

Tl vertical integration When a car maker buys a tyre maker, this is vertical
/'vaitikl mtr'grerfn/ integration.

@ niche /nif/ A shop that sells only left-handed tools serves a niche.

2

Barriers to exit /beriozts 'egat/ Expensive machines that cannot be sold are barriers

to exit.
t% principal-agent problem The principal-agent problem happens when
/'prmstpl ‘erdzant 'problam/ managers do what is good for them, not for the
owners.

)
(:.2 divorce of ownership from The divorce of ownership from control means
control owners and managers are different people.

/di'va:s pv 'sonafip from kan'travl/

Iﬂ profit maximisation Profit maximisation means making the gap between

/'profit meeksimar'zetfn/ revenue and cost as large as possible.

A A . e . .

v » Revenue maximisation Revenue maximisation means making total sales
/'revanju: meksimar'zeifn/ income as high as possible.

p Sales maximisation Sales maximisation means selling as many units as
Jseilz maeksmar'zeifn/ possible without making a loss.

v/ satisficing /setisfism/ Satisficing means the managers aim for a result that

is good enough, not the best.
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G) limit pricing /'limut 'praisiy/

x predatory pricing
/'predatari 'praisiy/

I

price leadership /prars 'li:dafip/

$ price elasticity of demand

/prars 1le'stisiti ov di'mend/

(° kinked demand curve
/kigkt di'meend ka:v/

& X-inefﬁciency /eks mr'fifonsi/

Limit pricing keeps prices low so new firms do not
want to enter.

Predatory pricing means cutting prices below cost
to push rivals out.

With price leadership, one big firm sets the price
and the others follow.

Price elasticity of demand shows how much
demand changes when the price changes.

The kinked demand curve explains why prices stay
the same in some markets.

X-inefficiency happens when a firm without
competition lets its costs rise.
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