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A Note for Parents and Pupils 

This booklet contains the key Tier 2 (academic) and Tier 3 (subject-specific) vocabulary for Year 13 Economics — covering 
the A2 AQA content: Business Economics and the Theory of the Firm, the National and International Economy, and 
Economic Development. This booklet builds directly on the Year 12 companion booklet. Confident, precise use of subject-
specific vocabulary in 25-mark essays is one of the clearest markers of A and A* performance. 

Words marked E (Expected) are the core terms every pupil must master. Words marked A (Aspirational) are stretch 
vocabulary for pupils targeting A/A* grades and those preparing for university-style analysis. 

 

Exam technique reminder 

– In 25-mark essays, use Tier 3 terminology precisely within your chains of analysis — vague language loses marks. 

– Tier 2 evaluation words ('however', 'the extent to which', 'it depends on') signal genuine analytical judgement. 

– Where possible, quantify your analysis: 'If PED = –0.3, a 10% price rise reduces quantity demanded by only 3%'. 

– Use the command word accurately: 'analyse' requires cause and effect; 'evaluate' requires a supported judgement. 

– Revisit Year 12 vocabulary regularly — AQA papers draw on both years' content simultaneously. 

– Spaced retrieval: revisit at increasing intervals. By January mocks, all E words should be instant recall. 

 

E Expected — core vocabulary every pupil must learn. 

A Aspirational — stretch vocabulary for higher-level performance (targeting A grades and beyond). 
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Business Economics — Theory of the Firm: Vocabulary 

 

Word Type Tier E/A Definition Geographical Example 

marginal revenue 
(MR) 

noun T3 

E 

Additional revenue from selling 
one more unit: for perfect 
competition MR = P; under 
monopoly MR < P. 

A monopolist's MR falls below 
price because lowering price to 
sell more reduces revenue on all 
units. 

marginal cost (MC) noun T3 
E 

The additional cost of producing 
one more unit of output. 

MC typically falls then rises as 
output increases due to 
diminishing marginal returns. 

profit maximisation noun T3 
E 

Producing where MR = MC — 
the output level yielding the 
highest total profit. 

All standard market structure 
models assume firms maximise 
profit at MR = MC. 

normal profit noun T3 

E 

The minimum profit keeping a 
firm in the industry in the long 
run; TR = TC (including 
opportunity cost). 

In perfect competition, long-run 
equilibrium yields normal profit 
as new firms enter. 

abnormal profit noun T3 
E 

Profit above normal profit; TR > 
TC including opportunity cost. 

A monopolist earns abnormal 
(supernormal) profit in the long 
run behind barriers to entry. 

economies of scale noun T3 
E 

Long-run unit cost reductions as 
output expands; LRAC falls. 

Supermarkets gain economies 
of scale through bulk buying 
from suppliers. 

diseconomies of scale noun T3 
E 

Long-run unit cost increases 
beyond the minimum efficient 
scale; LRAC rises. 

Poor communication in large 
organisations causes 
diseconomies of scale. 

minimum efficient 
scale 

noun T3 

E 

The lowest output level at which 
average costs are fully 
minimised. 

In utilities, minimum efficient 
scale is so large that only one 
firm can serve the market — a 
natural monopoly. 

perfect competition noun T3 
E 

A market with many small firms, 
homogeneous products, perfect 
information and free entry/exit. 

Agricultural commodity 
markets approximate perfect 
competition. 

monopolistic 
competition 

noun T3 

E 

Many firms selling differentiated 
products with low barriers to 
entry; normal profit in the long 
run. 

The restaurant industry exhibits 
monopolistic competition — 
many firms, differentiated 
menus. 

oligopoly noun T3 

E 

A market dominated by a few 
large firms with high barriers to 
entry and strategic 
interdependence. 

The UK supermarket sector is 
an oligopoly dominated by 
Tesco, Sainsbury's and Asda. 

monopoly noun T3 

E 

A single seller with significant 
market power; in UK 
competition law, over 25% 
market share. 

Google holds a monopoly 
position in UK online search 
with over 90% market share. 

kinked demand curve noun T3 

E 

Oligopoly model predicting price 
rigidity: rivals match cuts but not 
rises, making demand kinked at 
current price. 

The kinked demand curve 
model explains why oligopoly 
prices tend to be sticky. 

price discrimination noun T3 E Charging different prices to 
different consumers for the 

Rail operators practise price 
discrimination — off-peak 
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Word Type Tier E/A Definition Geographical Example 

same product based on 
willingness to pay. 

tickets cost far less than peak-
time fares. 

collusion noun T3 
E 

Agreement between competing 
firms to fix prices or restrict 
output to raise joint profit. 

OPEC members engage in 
collusion by agreeing to limit oil 
production to maintain prices. 

cartel noun T3 

E 

A formal agreement between 
oligopolists to coordinate output 
or prices; illegal in most 
jurisdictions. 

The LIBOR-rigging scandal 
involved banks operating an 
illegal cartel over interest rate 
benchmarks. 

X-inefficiency noun T3 

E 

Wasteful use of resources in a 
firm insulated from competitive 
pressure; costs above minimum. 

A nationalised monopoly with 
no competition may suffer X-
inefficiency due to lack of 
incentive to minimise costs. 

dynamic efficiency noun T3 

E 

Long-run efficiency achieved 
through innovation, investment 
and development of new 
products. 

Tech firms like Apple 
demonstrate dynamic efficiency 
through continuous product 
innovation. 

concentration ratio noun T3 
E 

The combined market share of 
the largest n firms in an industry 
(e.g. CR4 = top four firms). 

The CR4 for UK banking exceeds 
70%, indicating high market 
concentration. 

natural monopoly noun T3 

E 

Where one firm can supply the 
entire market at lower average 
cost than two or more firms, due 
to very high fixed costs. 

Water distribution is a natural 
monopoly — duplicating pipe 
networks would waste 
resources. 

contestable market noun T3 

A 

A market where potential 
competition limits incumbent 
firms' pricing even if there are 
currently few firms. 

Budget airlines made 
transatlantic routes more 
contestable, limiting incumbent 
pricing power. 

non-price competition noun T3 

A 

Rivalry through product 
differentiation, advertising, 
quality or innovation rather than 
price. 

Car manufacturers engage in 
non-price competition through 
design, warranty and brand 
image. 
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The National & International Economy — Macroeconomics: Vocabulary 

 

Word Type Tier E/A Definition Geographical Example 

aggregate demand 
(AD) 

noun T3 
E 

Total planned expenditure on 
final goods and services: AD = C 
+ I + G + (X – M). 

AD fell sharply in the 2009 
recession as investment and 
consumer spending collapsed. 

aggregate supply (AS) noun T3 
E 

Total output all firms in an 
economy are willing to produce 
at each price level. 

A rise in energy prices shifts 
SRAS left, reducing output and 
raising the price level. 

GDP noun T3 
E 

Gross Domestic Product — total 
market value of all final goods 
and services produced in a year. 

UK GDP contracted by 9.9% in 
2020 — the largest annual fall 
on record. 

real GDP noun T3 

E 

GDP adjusted for inflation — 
measuring actual changes in 
output rather than price 
changes. 

Real GDP growth of 2% means 
the economy's output expanded 
after removing inflation effects. 

economic growth noun T3 
E 

An increase in an economy's 
productive capacity, measured 
by rising real GDP. 

Sustained economic growth 
raises living standards and 
funds public services. 

inflation noun T3 
E 

A sustained rise in the general 
price level, measured by the 
Consumer Price Index (CPI). 

UK CPI inflation peaked at 
11.1% in October 2022, driven 
by energy and food prices. 

deflation noun T3 

E 

A sustained fall in the general 
price level; can reduce spending 
if consumers delay purchases 
expecting further falls. 

Japan experienced deflation for 
much of the 1990s–2010s, 
suppressing consumer 
spending. 

stagflation noun T3 

E 

The simultaneous occurrence of 
high inflation and high 
unemployment, challenging 
conventional demand-
management. 

The UK experienced stagflation 
in the 1970s following oil price 
shocks. 

unemployment noun T3 
E 

When people willing and able to 
work cannot find employment. 

UK unemployment peaked at 
8.4% in 2011 following the 2008 
financial crisis. 

output gap noun T3 

E 

The difference between actual 
GDP and potential GDP; negative 
= below capacity, positive = 
above. 

A large negative output gap 
following a recession puts 
downward pressure on 
inflation. 

multiplier effect noun T3 

E 

An initial change in autonomous 
spending leads to a larger final 
change in national income. 

A £10bn government 
infrastructure programme may 
generate £15bn in national 
income via the multiplier. 

accelerator effect noun T3 

E 

Investment changes in 
proportion to the rate of change 
of output, amplifying the 
economic cycle. 

Rapid GDP growth triggers a 
surge in business investment 
via the accelerator effect. 

fiscal policy noun T3 

E 

Government use of spending 
and taxation to influence 
aggregate demand and stabilise 
the economy. 

Expansionary fiscal policy 
during COVID-19 included the 
Furlough Scheme and business 
grants. 
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Word Type Tier E/A Definition Geographical Example 

monetary policy noun T3 

E 

Central bank management of 
interest rates and money supply 
to control inflation and support 
growth. 

The Bank of England raised the 
base rate fourteen times 
between 2021 and 2023 to 
combat inflation. 

quantitative easing noun T3 

E 

Central bank purchase of 
financial assets to increase 
money supply and stimulate 
spending. 

The Bank of England used 
quantitative easing extensively 
after 2009 to prevent deflation. 

crowding out noun T3 

E 

Government borrowing raises 
interest rates, reducing private 
sector investment. 

Critics of deficit spending argue 
it crowds out private 
investment by increasing 
borrowing costs. 

supply-side policy noun T3 

E 

Government policy aimed at 
increasing the productive 
capacity of the economy 
(shifting LRAS right). 

Investment in apprenticeships is 
a supply-side policy that raises 
labour productivity. 

budget deficit noun T3 
E 

When government expenditure 
exceeds tax revenues in a given 
period. 

The UK ran a budget deficit of 
over £300bn in 2020–21 due to 
pandemic spending. 

national debt noun T3 
E 

The total accumulated stock of 
government borrowing 
outstanding at any point in time. 

UK national debt exceeded 
100% of GDP for the first time 
since the 1960s in 2020. 

automatic stabiliser noun T3 

E 

Government spending or tax 
revenues that change 
automatically with the cycle, 
smoothing fluctuations. 

Unemployment benefits are 
automatic stabilisers — they 
rise in recession without new 
legislation. 

structural deficit noun T3 

A 

The portion of a budget deficit 
that persists even at full 
employment — not explained by 
the cycle. 

The OBR distinguishes 
structural from cyclical deficits 
when assessing fiscal 
sustainability. 

Laffer curve noun T3 

A 

A curve showing that tax 
revenues first rise then fall as 
the tax rate increases beyond an 
optimal point. 

Supply-side economists cite the 
Laffer curve to argue that 
cutting top tax rates can raise 
revenue. 
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International Economics: Vocabulary 

 

Word Type Tier E/A Definition Geographical Example 

comparative 
advantage 

noun T3 

E 

A country's ability to produce a 
good at a lower opportunity cost 
than another country. 

Even if China produces 
everything more cheaply, the 
UK benefits from specialising in 
services where its comparative 
advantage is greatest. 

absolute advantage noun T3 
E 

A country can produce more of a 
good per unit of input than 
another. 

Saudi Arabia has an absolute 
advantage in oil production due 
to vast and accessible reserves. 

terms of trade noun T3 

E 

The ratio of export prices to 
import prices; an improvement 
means exports buy more 
imports. 

Rising oil prices improve the 
terms of trade for oil-exporting 
nations like Saudi Arabia. 

tariff noun T3 

E 

A tax on imported goods that 
raises their price and reduces 
import volumes. 

US tariffs of 25% on steel 
imports in 2018 reduced 
imports and raised domestic 
steel prices. 

import quota noun T3 

E 

A physical limit on the quantity 
of a particular good that may be 
imported. 

The EU imposes import quotas 
on some Chinese textile 
products to protect domestic 
producers. 

current account deficit noun T3 
E 

When imports of goods, services 
and income flows exceed 
exports over a period. 

The UK has run a persistent 
current account deficit, largely 
due to its trade deficit in goods. 

Marshall-Lerner 
condition 

noun T3 

E 

A devaluation improves the 
current account if the sum of 
PED for imports and exports 
exceeds one in absolute value. 

The Marshall-Lerner condition 
explains why a weaker pound 
eventually reduces the UK's 
trade deficit. 

J-curve effect noun T3 

E 

After devaluation, the current 
account worsens before 
improving, tracing a J-shape over 
time. 

The J-curve occurs because 
import contracts are fixed 
short-term, so volume 
adjustment takes time. 

purchasing power 
parity 

noun T3 

E 

An exchange rate equalising 
purchasing power between 
currencies; used to compare 
living standards. 

PPP-adjusted GDP per capita 
gives a more accurate 
comparison of living standards 
than market exchange rates. 

hot money flows noun T3 

E 

Short-term capital movements 
attracted by interest rate 
differentials or expected 
currency movements. 

Raising UK interest rates 
attracted hot money inflows, 
appreciating the pound. 

Foreign Direct 
Investment 

noun T3 
E 

Long-term investment by a firm 
in productive assets in another 
country. 

Nissan's Sunderland factory 
represents major Japanese FDI 
in the UK manufacturing sector. 

globalisation noun T3 

E 

The increasing integration of 
world economies through trade, 
investment, migration and 
technology. 

Globalisation has reduced the 
cost of manufactured goods but 
contributed to 
deindustrialisation in the UK. 

protectionism noun T2 
E 

The use of tariffs, quotas or 
subsidies to shelter domestic 

US tariffs on imported solar 
panels are an example of 
protectionism designed to 
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Word Type Tier E/A Definition Geographical Example 

industries from foreign 
competition. 

support domestic 
manufacturers. 

trade liberalisation noun T3 

A 

The reduction or elimination of 
barriers to international trade. 

WTO rounds of trade 
liberalisation since 1947 have 
dramatically reduced average 
tariff rates. 

customs union noun T3 

A 

A free trade area with a common 
external tariff on imports from 
non-member countries. 

Turkey is in a customs union 
with the EU — goods move 
freely between them but Turkey 
must match EU external tariffs. 
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Development Economics: Vocabulary 

 

Word Type Tier E/A Definition Geographical Example 

economic 
development 

noun T3 

E 

Broad improvement in living 
standards — health, education 
and income — not just GDP 
growth. 

Bangladesh has achieved 
remarkable economic 
development despite relatively 
low GDP per capita. 

HDI noun T3 

E 

Human Development Index — 
composite of life expectancy, 
mean years of schooling and GNI 
per capita. 

Norway consistently scores 
highest on the HDI, reflecting its 
health, education and income 
levels. 

Multidimensional 
Poverty Index 

noun T3 

E 

Measures poverty across health, 
education and living standard 
dimensions rather than income 
alone. 

The MPI captures deprivations 
a $2-a-day income measure 
might miss, such as lack of 
clean water. 

primary product 
dependency 

noun T3 

E 

Heavy reliance on raw material 
exports, creating vulnerability to 
price volatility. 

Zambia's primary product 
dependency on copper exposes 
its economy to global 
commodity price shocks. 

Prebisch-Singer 
hypothesis 

noun T3 

E 

The terms of trade for primary 
commodities deteriorate relative 
to manufactured goods over 
time. 

The Prebisch-Singer hypothesis 
implies diversification away 
from commodities is essential 
for development. 

Washington 
Consensus 

noun T3 

E 

IMF/World Bank reform 
package: privatisation, trade 
liberalisation and fiscal discipline 
in exchange for loans. 

Critics argue the Washington 
Consensus imposed austerity 
that damaged social provision 
in debtor nations. 

import substitution 
industrialisation 

noun T3 

E 

A strategy replacing imports 
with domestically produced 
goods to reduce dependence on 
foreign products. 

Brazil and India used import 
substitution industrialisation to 
develop their manufacturing 
sectors. 

export-led growth noun T3 

E 

A development strategy using 
rising export production as the 
engine of economic growth. 

South Korea achieved rapid 
development through export-
led growth in electronics and 
shipbuilding. 

tied aid noun T3 

E 

Aid given on condition the 
recipient spends it on goods or 
services from the donor country. 

Tied aid has been criticised for 
benefiting donor country 
exporters more than recipient 
populations. 

microfinance noun T3 

E 

Provision of small loans to low-
income individuals or businesses 
excluded from conventional 
banking. 

The Grameen Bank in 
Bangladesh pioneered 
microfinance lending to rural 
women. 

debt relief noun T3 

E 

Reduction or cancellation of 
debts owed by developing 
countries to international 
creditors. 

The HIPC Initiative provided 
debt relief to heavily indebted 
poor countries from 1996 
onwards. 

dependency theory noun T3 

A 

The view that developing 
countries are kept poor by 
structural dependence on 
wealthier nations. 

Dependency theorists argue 
that trade patterns perpetuate 
poverty by locking LICs into 
primary production. 
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Word Type Tier E/A Definition Geographical Example 

aid noun T2 

E 

A transfer of resources from 
richer to poorer countries as 
grants, loans or technical 
assistance. 

UK aid spending includes 
bilateral programmes and 
contributions to multilateral 
bodies like the World Bank. 

sustainable 
development 

noun T2 

E 

Meeting present needs without 
compromising the ability of 
future generations to meet 
theirs. 

Sustainable development 
requires balancing economic 
growth with environmental 
protection. 
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Essay Command Words & Evaluation Language: Vocabulary 

 

Word Type Tier E/A Definition Geographical Example 

analyse verb T2 

E 

Examine in detail, showing cause 
and effect using economic 
theory and evidence. 

Analyse the impact of a rise in 
interest rates on aggregate 
demand — explaining each 
transmission mechanism. 

evaluate verb T2 

E 

Make a reasoned judgement 
weighing evidence, considering 
context and counter-arguments. 

Evaluate whether a carbon tax 
is the most effective policy to 
reduce greenhouse gas 
emissions. 

assess verb T2 
E 

Weigh the relative importance of 
factors and reach a supported 
conclusion. 

Assess the view that oligopoly is 
always against the interests of 
consumers. 

deadweight welfare 
loss 

noun T3 
E 

The loss of total economic 
surplus caused by market failure 
or government intervention. 

A monopoly produces below the 
competitive output, creating 
deadweight welfare loss. 

price mechanism noun T3 
E 

The system by which rising and 
falling prices signal, incentivise 
and ration resources in a market. 

The price mechanism rations 
petrol during shortages without 
government intervention. 

transmission 
mechanism 

noun T3 

E 

The process by which a change 
in monetary policy affects the 
wider economy. 

The transmission mechanism 
from interest rate rise to lower 
inflation includes higher 
borrowing costs, reduced 
consumer spending and lower 
investment. 

crowding in noun T3 

E 

Government spending 
stimulates private sector 
investment through multiplier 
and confidence effects. 

Infrastructure investment can 
crowd in private construction 
and logistics spending. 

expansionary policy noun T3 

E 

Fiscal or monetary policy 
designed to increase aggregate 
demand and stimulate growth. 

Cutting interest rates to near 
zero was an expansionary 
monetary policy response to the 
2008 crisis. 

contractionary policy noun T3 
E 

Fiscal or monetary policy 
designed to reduce aggregate 
demand and control inflation. 

Raising income tax and cutting 
public spending is a 
contractionary fiscal policy. 

trade-off noun T2 

E 

A situation in which gaining 
more of one thing requires 
accepting less of another. 

Macroeconomic policy involves 
a trade-off between 
unemployment and inflation in 
the short run. 

magnitude noun T2 
E 

The size or extent of an 
economic change or effect — 
essential in evaluation. 

When evaluating a policy, 
consider the magnitude of its 
effect, not just its direction. 

significance noun T2 

E 

The importance or weight of a 
factor in determining an 
economic outcome. 

The significance of the 
multiplier depends on the 
marginal propensity to 
consume. 

mitigate verb T2 
A 

To lessen the severity of a 
problem or adverse economic 
effect. 

Automatic stabilisers mitigate 
the worst effects of recession 
on household incomes. 
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Word Type Tier E/A Definition Geographical Example 

exacerbate verb T2 

A 

To make a problem or negative 
economic situation worse. 

Excessive government 
borrowing can exacerbate 
inflationary pressure if the 
economy is near full capacity. 

 

 

End of Year 13 Vocabulary Booklet (A2 Content) 

 

This booklet should be kept safely and used as the basis for weekly study throughout Year 13. A digital copy is available on 
Google Classroom. All A2 vocabulary in this booklet may be examined in any AQA A Level Economics paper. Pupils are 
strongly advised to integrate both the Year 12 and Year 13 booklets into their revision programme from September. 


