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Glossary

AAAAA (Note: Bold indicates terms defined in the Glossary.)

Above full‑employment equilibrium A situation in which macroeconomic equilibrium occurs at a level of real GNP above long‑run aggregate supply.

Absolute advantage (absoluuttien etu) A person has an absolute advantage in production if that person can produce more of all goods than anyone else. A country has an absolute advantage if its output per unit of inputs of all goods is higher than that of another country.

Accelerator principle A principle stating that the investment demand curve shifts in response to changes in the level of real GNP.

Accounting system The forms and procedures used to facilitate and record transactions and operations, and the accounts and documents used to store infor​mation for the preparation of financial statements, tax returns, and management control reports. See also internal (accounting) controls.

Accounts receivable turnover ratio See receivable/revenue ratio.

Accrueds/interest expense ratio Interest payable at the end of the period divided by the total interest expense for the period. A certain amount of interest expense is unpaid at the end of the period. A change in the interest payable operating liability affects cash flow from profit.

Accrueds/operating expenses ratio Accrued expenses payable at the end of the period divided by total operating expenses for the period, excluding cost of goods sold, depreciation, interest, and income tax expenses because these four expenses do not involve this particular operating liability. Expressed as weeks of operating expenses. Depends on the average time between when the business records certain operating expenses and when they are later paid. A change in the accrued expenses operating liability affects cash flow from profit.

Acid test ratio See quick ratio.

Agent A person who works for a principal and performs various activities, some of which are not observable by the principal. See also Principal.

Aggregate consumption function The relationship between real consumption expenditure and real GNP.

Aggregate demand (kokonaiskysyntä) The relationship between the aggregate quantity of goods and services demanded‑real GNP demanded‑and the price level‑the GNP deflator‑ holding everything else constant.

Aggregate demand curve A curve showing real GNP demanded at each price level, holding everything else constant.

Aggregate demand schedule A list showing the quantity of real GNP demanded at each price level, holding everything else constant.

Aggregate expenditure curve A graph of the aggregate expenditure schedule.

Aggregate expenditure schedule A list of the amount of planned expenditure on real GNP that occurs at each level of real GNP.

Aggregate quantity of goods and services demanded The sum of the quantities of consumption goods and services demanded by households, of investment goods demanded by firms, of goods and services demanded by governments, and of net exports demanded by foreigners.

Aggregate supply The relationship between the aggregate quantity of goods and services supplied‑real GNP supplied‑and the price level‑the GNP deflator‑ holding everything else constant.

Allocation (allokaatio)
Allocative efficiency The situation that occurs when no resources are wasted‑when no one can be made better off without someone else's being made worse off.

Annual plan A plan of the Soviet government specifying month‑by‑month targets for output, prices, inputs, investment, and money and credit flows.

Anticipated inflation An inflation rate that has been, on the average, correctly forecasted.

Antitrust law A law prohibiting certain kinds of market activity, such as monopoly and monopolistic practices.

Arbitrage The activity of buying low and selling high in order to make a profit on the margin between the two prices.

Asset Anything of value that a household, firm, or government owns.

Asset turnover ratio A broad‑gauge measure of the sales revenue productivity of assets. In this book, this ratio equals annual sales revenue divided by net operating assets; short‑term non‑interest‑bearing operating liabilities are deducted from total assets. Although useful the ratio, the more critical test is not ​sales but profit earned on assets measured by the return on assets (ROA) ratio. More specific asset and liability operating ratios are needed for man​agement decision making and control.

Assets (varat)

Assortative mating Marrying within one's own socioeconomic group.

Assumptions The foundation on which a model is built.

Autonomous expenditure multiplier The amount by which a change in autonomous expenditure is multiplied to calculate the change in equilibrium aggregate expenditure and real GNP.

Autonomous expenditure The sum of those components of aggregate planned expenditure that are not influenced by real GNP.

Autonomous taxes Taxes that do not vary directly with real GNP.

Average cost pricing rule A rule that sets the price equal to average total cost.

Average fixed cost Total fixed cost per unit of output‑total fixed cost divided by output.

Average product Total product per unit of variable input.

Average propensity to consume The ratio of consumption expenditure to disposable income.

Average propensity to save The ratio of saving to disposable income.

Average revenue product curve A curve that shows the average revenue product of a factor at each quantity of the factor hired.

Average revenue product Total revenue divided by the quantity of the factor hired.

Average revenue Total revenue divided by the quantity sold. Average revenue also equals price.

Average total cost Total cost per unit of output‑total cost divided by output.

Average variable cost Total variable cost per unit of output‑total variable cost divided by output.

Axes The scale lines on a graph.

B

Balance of payments (maksutase)
Balance of payments accounts A country's record of international trading, borrowing, and lending.

Balance of resources (huoltotase; kansantalouden kokonaistarjonnan [bruttokansantuote ja tuonti] sekä kokonaiskysynnän [kulutus, bruttopääomanmuodostus ja vienti] tase)
Balance of trade (kauppatase) The value of exports minus the value of imports.

Balance sheet A list of assets and liabilities.

Balance sheet Better titled the statement of financial condition. This financial statement summarizes the assets, liabilities, and owners' equity of the business at a moment in time. Prepared at the end of each profit period and whenever else needed. Presents the cumulative results of profit‑making operations and investment and financing transactions. One of the three primary financial statements of business.

Balanced budget (tasapainotettu budjetti)

Balanced budget A government budget that is in neither surplus nor deficit.

Balanced budget multiplier (tasapainotetun budjetin kerroin)

Barriers to entry Restrictions on the entry of new firms into an industry.

Barter The direct exchange of goods for goods.

Base period The period against which the current period is compared in a price index.

Bequest A gift from one generation to the next.

Bilateral monopoly A market structure in which a single buyer and a single seller confront each other.

Binding arbitration A process in which a third party‑an arbitrator‑ determines wages and other employment conditions.

Black market An illegal trading arrangement in which buyers and sellers do business at a price higher than the legally imposed price ceiling.

Bond (obligaatio) A legally enforceable obligation to pay specified sums of money at specified future dates.

Bond market The market in which the bonds issued by firms and governments are traded.

Bond yield The interest on a bond, expressed as a percentage of the price of the bond.

Bottom‑line profit See net income.

Breakeven (point or volume) The annual sales vol​ume level at which total contribution margin equals total annual fixed expenses. Only a point of refer​ence, not the goal of business. Computed by dividing total fixed expenses by the contribution margin profit per unit. Breakeven is useful for three pur​poses: (1) actual sales volume is compared against it to measure the margin of safety, (2) it serves as the baseline point of reference to determine operating profit, and (3) it can be used to analyze the effects of operating leverage.

Break‑even point An output rate at which total revenue equals total cost (and at which profit is zero).

Budget equation An equation that states the maximum possible consumption of one good, given income, prices, and consumption of other goods.

Budget line The limits to a household's consumption choices.

Budget surplus or deficit The difference between tax revenue and expenditure in a given period of time. If tax revenue exceeds expenditure, the government has a budget surplus. If expenditure exceeds tax revenue, the government has a budget deficit.

Budgeting A financial planning and control system based on sales forecasts, as well as capital expendi​tures and capital sources forecasts. Can be very gen​eral or exceedingly detailed, informal or very formal. Objectives are established and actual performance is compared against these goals to determine achieve​ments and variances. There is much debate on the incentive and other behavior aspects of budgeting.

Bureaucrats Appointed officials who work at various levels in government departments.

Business cycle or trade cycle (suhdanne; kokonaistuotannon ja työllisyyden enemmän taivähemmän säännänmukainen vaihtelu 4-5 vuoden välein. Sille on ominaista kaksi suuntaa: lasku- ja nousukausi)

Business cycle The periodic but irregular up‑and‑down movement in economic activity measured by fluctuations in real GNP and other macroeconomic variables.

C

Capacity Most often thought of as the maximum annual production output of a manufacturer. The concept applies with equal relevance to sales volume potential for retailers and service businesses. Capac​ity is provided by the fixed costs of the period, which should be translated into how much capacity is made available. If actual production output is sub​stantially less than manufacturing capacity, the appropriate fraction of total fixed manufacturing overhead costs should be charged off to the period and not included (absorbed) in product cost.

Capacity output The output at which the firm's cost per unit produced is minimized.

Capacity The output rate at which a plant's average total cost is at a minimum.

Capital (pääoma)

Capital account A record of a country's international borrowing and lending transactions.

Capital accumulation The growth of capital resources.

Capital gain (pääomavoitto)

Capital goods Goods that are added to capital resources.

Capital investment analysis The basic purpose is to determine the income, earnings, or gain relative to the amount of capital invested, and is usually expressed as a return on investment (1101) percent​age per period. The two basic tools for capital invest​ment analysis are: (1) the more recent spreadsheet approach and (2) the more traditional mathematical approach based on key equations for determining present value and internal rate of return (IRR). See also net present value (NPV), weighted‑average cost of capital (hurdle rate), returns, capital recov​ery, and return on equity (ROE).

Capital investment The term investment means that money put in the venture is expected to be recovered (restored or reclaimed) through future returns and that there will be earnings, income, or profit on the capital until the capital has been fully recovered. The business taken as a whole is a capital investment project; capital is invested in net operating assets. As capital is recovered, it is reinvested by the business to remain a going concern. Capital investments in specific assets by business involve the comparison of alternatives, which is called capital budgeting in the finance field. Budgeting here refers to the alloca​tion of scarce capital resources.

Capital recovery The first priority on the returns from a capital investment is to recover the initial amount of capital invested‑there is no profit, income, or earnings on the investment unless the original amount of capital invested is recovered. Capital recovery means the recapture or regaining of the initial capital invested over the life of the invest​ment. In brief, this means the return of capital. In addition, the future returns have to be enough to provide for earnings or return on capital. The spreadsheet tool for capital investment analysis sorts out how much capital is recovered each period, whereas the mathematical method of analysis does not, which is a major disadvantage of this equation-​based tool.

Capital resources Goods that have been produced and can now be used in the production of other goods and services.

Capital stock The stock of plant, equipment, and buildings (including residential housing).

Capital The real assets‑ equipment, buildings, tools, and other manufactured goods used in production‑ owned by a household, firm, or government.

Capital turnover The cycle of investing capital and then recovering capital either over the short run, such as inventory bought and then sold, or over the longer run, such as fixed assets that are bought and then used many years. Also refers to the cycle of raising capital and returning capital to its sources, such as borrowing and later repaying a short‑term note payable or issuing capital stock that is not retired for many years.

Capital‑intensive technique A method of production that uses a relatively large amount of capital and a relatively small amount of labor to produce a given quantity of output.

Capitalism (kapitalismi; talousjärjestelmä, jossa tuotantovälineet – pääoma ja maa – ovat yksityisessä omistuksessa) An economic system based on the private ownership of capital and land used in production and on market allocation of resources.

Capitalization structure Refers to the mix and pro​portions of interest‑bearing debt versus equity capi​tal sources that are used to finance the net operating assets of a business. Also includes the variations and modifications to basic debt and equity instruments such as stock options and convertible features on debt. Using debt capital has a financial leverage effect on net income.

Capital-output ratio (pääomakerroin)

Capture theory of regulation A theory of regulation that states that the regulations that exist are those that maximize producer surplus.

Cartel (kartelli; yritysten välinen hintoja ja/tai markkinaosuuksia koskeva sopimus) A group of producers who enter into a collusive agreement to restrict output in order to raise prices and profits.

Cash flow analysis Determining differences in cash flow from profit caused by changes in profit factors, such as sales volume and sales price increases and decreases. Cash flow from profit depends heavily on which particular profit factors change. Some changes have much more favorable results than other changes, and managers must be clear on these differences.

Cash flow At once an obvious yet elusive concept. Obviously, it refers to cash inflows and outflows dur​ing a period. Yet the specific sources and uses of cash flows are not clear from this general term. Fre​quently used as a shorthand phrase for cash flow from profit. The cash flow statement classifies cash flows into three fundamentally different types.

Cash flow from profit Equals net income for the period adjusted for changes in short‑term operating assets and liabilities during the period; also, depre​ciation expense is added back to net income (as well as any other noncash outlay expense). Labeled "cash flow from operating activities" in the external cash flow statement because revenue and expenses are the profit‑making operations of the business. Can be less than profit for the period, and even negative in extreme cases. Also called free cash flow to empha​size that this source of cash is free from need of bor​rowing money, issuing capital stock shares, or selling assets.

Cash flow statement Exactly what its name implies, it summarizes cash inflows and outflows for a period according to threefold classification: (1) cash flow from profit (operating activities), (2) investing and disinvesting activities, and (3) financing activities. One of the three primary financial statements of business. This financial statement can help to detect possible fraud because such schemes often require the overstatement of accounts receivable or inven​tory. Increases in these two operating assets are reported in the cash flow statement and should be scrutinized closely by managers.

Cash/sales relationship Equals cash balance at the end of the period divided by total sales revenue for the period, usually expressed as weeks of sales. A fascinating comparison, because these are two of the most important numbers in financial statements. Clearly, a business needs an adequate day‑to‑day working cash balance to serve as a buffer against unexpected delays in cash receipts and unexpected demands for cash payments. Note.. There is no general agreement or benchmark regarding how large the cash balance should be relative to annual sales revenue.

Central bank (keskuspankki) A public authority charged with regulating and controlling a country's monetary and financial institutions and markets.

Central planning A method of allocating resources by command.

Ceterisparibus (oletus: muut tekijät pidetään ennallan ja vain yhtä muutetaan) Other things being equal, or other things remaining constant.

Change in demand A shift of the entire demand curve that occurs when some influence on buyers' plans, other than the price of the good, changes.

Change in quantity demanded A movement along a demand curve that results from a change in the price of the good.

Change in quantity supplied A movement along the supply curve that results from a change in the price of the good.

Change in supply A shift in the entire supply curve that occurs when some influence on producers' plans, other than the price of the good, changes.

Checkable deposit A loan by a depositor to a bank.

Choke price The price at which it no longer pays to use a natural resource.

Circular flow of payments (kansantalouden kiertokulku)
Closed economy (suljettu talous)

Closed economy An economy that has no links with any other economy.

Closed shop An arrangement (illegal since the passage of the Taft‑Hartley Act in 1947) in which only union members may be hired.

Collective bargaining A process of negotiation between representatives of employers and unions.

Collusive agreement An agreement between two (or more) producers to restrict output in order to raise prices and profits.

Command mechanism A method of determining what, how, and for whom goods and services are produced, based on the authority of a ruler or ruling body.

Commercial bank A financial intermediary that takes deposits and makes loans.

Commissions and royalties A compensation rule based on the value of sales.

Commodity (hyödyke; aineellinen tai aineeton olio, joka voi tyydyttää ihmisen tarpeita) 
Commodity money A physical commodity valued in its own right and also used as a medium of exchange.

Common stock Stock that entitles its holder to vote at stockholders' meetings but gives a claim to dividends only if the directors vote to pay one. Such a dividend is paid at a variable rate, determined by the directors and varying according to the firm's profits.

Communism An economic system based on state ownership of capital and land, on central planning, and on distributing income in accordance with the rule "from each according to ability, to each according to need.‑‑‑

Communist country A country in which there is limited private ownership of productive capital and of firms and limited reliance on the market as a means of allocating resources, and in which government agencies plan and direct the production and distribution of most goods and services.

Comparable worth The payment of equal wages for different jobs that are judged to be comparable.

Comparative advantage (suhteellinen etu; jos jonkin hyödykkeen tuottamisen vaihtoehtokustannukset eroavat maittain [alueittain, yksilöittäin], suhteellinen etu on sillä, jonka vaihtoehtoiskustannukset ovat alhaisimmat)

Comparative advantage A person has a comparative advantage in producing a good if he or she can produce that good at a lower opportunity cost than anyone else. A country has a comparative advantage in producing a good if it can produce that good at a lower opportunity cost than any other country.

Compensation rule A formula for calculating a person's income.

Competition A contest for command over scarce resources.

Complement A good that is used in conjunction with another good.

Constant returns to scale Technological conditions under which the percentage increase in a firm's output is equal to the percentage increase in its inputs.

Consumer equilibrium A situation in which a consumer has allocated his or her income in a manner that maximizes utility.

Consumer Price Index (CP1) An index that measures the average level of prices of the goods and services typically consumed by an urban American family.

Consumer surplus The difference between the value of a good and its price.

Consumption (kulutus) The process of using up goods and services.

Consumption expenditure The aggregate expenditure by households on consumption goods and services.

Consumption function (kulutusfunktio; käytettävissä olevien tulojen ja kulutusmenojen välinen riippuvuus) The relationship between consumption expenditure and disposable income.

Consumption goods Goods that are used up as soon as they are produced.

Contraction A business cycle phase in which there is a slowdown in the pace of economic activity.

Contribution margin (profit) Equals sales revenue minus cost of goods sold and all variable operating expenses, but before fixed operating expenses are deducted. Profit down to this point contributes toward covering fixed operating expenses, and inter​est and income tax expenses as well. On a per‑unit basis, contribution margin equals sales price less unit product cost and less variable operating expenses per unit. An exceedingly important inter​mediate measure of profit that is used throughout the analysis of profit performance.

Convertible paper money A paper claim to a commodity (such as gold) that can be converted into the commodity at a guaranteed price. The paper claim circulates as a medium of exchange.

Convertible stock Stock that entitles its holder to receive a fixed coupon payment, as a bondholder does, and to convert the stock into a fixed number of shares of common stock.

Cooperation People working with others to achieve a common end.

Cooperative equilibrium An equilibrium resulting from each player responding rationally to the credible threat of the other player to inflict heavy damage if the agreement is broken.

Coordinates Lines running from a point on a graph perpendicularly to the axes.

Coordination mechanism A mechanism that makes the choices of one individual compatible with the choices of others.

Corporation A firm owned by one or more limited liability stockholders.

Cost (expense) allocation Some costs are indirect from specific products and sales activity; there is no obvious basis for matching up these costs with sales revenue. In contrast, direct costs can be coupled with their corresponding sales revenue. Indirect costs may be allocated; the costs can be apportioned to specific products and sales revenue sources by some method. Any allocation of indirect costs should be taken with a grain of salt. Cost allocation is not done primarily for management decision making and control.

Cost of capital Refers generally to the need to pay interest on debt capital and to earn at least an ade​quate net income on equity capital. See weighted​-average cost of capital and opportunity cost of capital.

Cost Total payment made by a firm for the services of factors of production.

Cost‑push inflation Inflation that has its origins in cost increases.

Countervailing duty A tariff that is imposed to enable domestic producers to compete with subsidized foreign producers.

Coupon payment The amount paid each year to the holder of a bond.

Craft union A group of workers who have a similar range of skills but work for different firms and industries.

Creditor nation A country that has invested more in the rest of the world than other countries have invested in it.

Cross elasticity of demand The percentage change in the quantity demanded of a good divided by the percentage change in the price of a substitute or complement.

Crowding out The tendency for an increase in government purchases of goods and services to increase interest rates, thereby reducing‑ crowding out​investment expenditure.

Currency (valuutta)

Currency appreciation The increase in the value of one currency in terms of another currency.

Currency Bank notes and coins.

Currency depreciation The fall in the value of one currency in terms of another currency.

Currency drain The tendency for some of the funds loaned by banks and financial institutions to remain outside the banking system and circulate as currency in the hands of the public.

Current account (vaihtotase)

Current account A record of receipts from the sale of goods and services to foreigners, the payments for goods and services bought from foreigners, and gifts and other transfers (such as foreign aid payments) received from and paid to foreigners.

Current account balance The value of all the goods and services that we sell to other countries minus the value of goods and services that foreigners buy from us.

Current ratio Calculated to assess the short‑term sol​vency or debt‑paying ability of a business; equals total current assets divided by total current liabili​ties. However, it's not necessarily a good predictor of short‑term solvency. Some businesses remain quite solvent with a low current ratio, and others could be in trouble with an apparent high current ratio.

Curve Any relationship between two variables plotted on a graph, even a linear relationship.

Cyclically adjusted deficit The deficit that would occur if the economy were at full employment.

Deadweight loss A measure of allocative efficiency as the reduction in consumer and producer surplus resulting from restricting output below its efficient level.

Debt financing The financing of the government deficit by selling bonds to anyone (household, firm, or foreigner) other than the Federal Reserve System.

Debtor nation A country that, during its entire history, has borrowed more from the rest of the world than it has loaned to it. It has a stock of outstanding debt to the rest of the world that exceeds the stock of its own claims on the rest of the world.

Decentralized planning See Market socialism.

Decision maker Any person or organized group of persons who make economic choices.

Decreasing returns to scale Technological conditions under which the percentage change in a firm's output is less than the percentage change in the scale of inputs; sometimes called diseconomies of scale.

Deflation (deflaatio) A downward movement in the average level of prices.

Demand (kysyntä) The entire relationship between the quantity demanded of a good and its price.

Demand curve (kysyntäkäyrä) A graph showing the relationship between the quantity demanded of a good and its price, holding everything else constant.

Demand for labor A schedule or curve showing the quantity of labor demanded at each level of the real wage rate.

Demand for real money The relationship between the quantity of real money demanded and the interest rate, holding constant all other influences on the amount of money that people wish to hold.

Demand schedule A list of the quantities demanded at different prices, holding everything else constant.

Depreciation (devalvoituminen) The fall in the value of capital or the value of a durable input resulting from its use and from the passage of time.

Depreciation (expense) Usually discussed in two con​texts: (1) the allocation of fixed asset cost over the useful lives of these operating assets and (2) a non​cash outlay expense that is added back to net income in computing cash flow from profit. A third impor​tant aspect of depreciation is that the original capital invested in fixed assets is recovered year by year through sales revenue; in this way, fixed assets are gradually sold off to customers. In pure theory, the capital recovery pattern of fixed assets should deter​mine depreciation expense recorded each period. In actual practice, arbitrary allocation methods are used that are heavily influenced by the income tax code.

Depreciation (poistot)

Depreciation/fixed assets relationship Annual depreciation expense expressed as a percent of original cost of depreciable fixed assets (which excludes land). Depends on mix of short‑lived and long‑lived fixed assets used by business, and the choice between accelerated versus straight‑line depreciation methods. A significant change in this percentage may have major impact on profit perfor​mance period to period.

Depression (lama) A deep business cycle trough.

Deregulation The removal of rules restricting prices, product standards and types, and entry conditions.

Derived demand (johdettu kysyntä) Demand for an input not for its own sake but in order to use it in the production of goods and services.

Desired reserve ratio The ratio of reserves to deposits that banks regard as necessary in order to conduct their business.

Devaluation (devalvaatio)
Developing country A country that is poor but is accumulating capital and developing an industrial and commercial base.

Deviation from trend in real GNP The difference between the actual value of real GNP and trend real GNP.

Diminishing marginal product of labor The tendency for the marginal product of labor to decline as the labor input increases, holding everything else constant.

Diminishing marginal rate of substitution The general tendency for the marginal rate of substitution to diminish as the consumer moves along an indifference

Diminishing marginal return A situation in which the marginal product of the last worker hired falls short of the marginal product of the second last worker hired.

Diminishing marginal utility The decline in marginal utility that occurs as more and more of a good is consumed.

Direct tax (välitön vero)

Discount rate The interest rate at which the Fed stands ready to lend reserves to commercial banks.

Discounted cash flow A capital investment analysis technique that "discounts" or deflates future cash returns by taking out (removing) the amounts of earnings each period on the investment. The amount remaining after discounting out earnings is the total capital recovery from the future returns. Note: If the discount rate is not exactly equal to the actual earnings rate, which is called the internal rate of return (11111), there will be either a positive or nega​tive net present value.

Discounting (diskonttokorko) The conversion of a future sum of money to its present value.

Discouraged workers People who do not have jobs and would like to work but have stopped seeking work.

Disposable income (käytttävissä olevat tulot) Income plus transfer payments minus taxes.

Dissaving Negative saying; a situation in which consumption expenditure exceeds disposable income.

Distribution after taxes and transfers The income distribution that takes account of taxes levied and transfers made by the government.

Division of labour (työnjako)

Dominant strategy A strategy in a game that is the unique best action regardless of the action taken by the other player.

Dominant strategy equilibrium A Nash equilibrium in which there is a dominant strategy for each player in a game. See also Nash equilibrium.

Double coincidence of wants A situation that occurs when person A wants to buy what person B is selling and person B wants to buy what person A is selling.

Double counting Counting the expenditure on both the final good and the intermediate goods and services used in its production.

Dumping The sale of a good in a foreign market for a lower price than in the domestic market or for a lower price than its cost of production.

Duopoly (dupoli) A market structure in which two producers of a commodity compete with each other.

Durable input A factor of production that is not entirely used up in a single production period.

E

Earnings before (income) tax Sales revenue for a period less cost‑of‑goods‑sold expense, variable and fixed operating expenses, and interest expense, but before deducting income tax expense. (Note: Other taxes such as social security taxes paid by employer and property taxes are included in operating expenses.) May not equal taxable income for the year because different accounting methods may be used for income tax.

Earnings per share (EPS) Equals net income (bottom‑line profit) for a period divided by the number of equity (capital stock) shares of business. In other words, net income is put on per‑share basis. EPS is divided into market value of stock shares to calculate price/earnings (P/E) ratio.

Econometrics (ekonometria)

Economic activity What people do to cope with scarcity.

Economic agent (taloudenpitäjä)

Economic depreciation The change in the market price of a durable input over a given period. Economic depreciation over a year is calculated as the market price of the input at the beginning of the year minus its market price at the end of the year.

Economic efficiency A state in which the cost of producing a given output is as low as possible.

Economic growth The persistent expansion of production possibilities.

Economic rent An income received by the owner of a factor over and above the amount required to induce that owner to offer the factor for use.

Economic theory A generalization that enables us to understand and predict economic choices.

Economics (kansantaloustiede)

Economics of scale See Increasing returns to scale.

Economics of scope Decreases in average total cost made possible by increasing the number of different goods produced.

Economics The study of how people use their limited resources to try to satisfy unlimited wants.

Economizing Making the best use of scarce resources.

Economy A mechanism that allocates scarce resources among competing uses.

Efficiency (tehokkuus)

Eflicient market A market in which the actual price embodies all currently available relevant information.

Elastic demand (joustava kysyntä) Elasticity is greater than 1; the quantity demanded of a good drops by a larger percentage than its price rises.

Elasticity of demand (jousto, kysynnän) See Price elasticity of demand.

Elasticity of supply (jousto, tarjonnan; elastic supply = joustava kysyntä) The percentage change in the quantity supplied of a good divided by the percentage change in its price.

Employment The number of adult workers (age 16 and older) who have jobs.

Endogenous variable (endogeeninen muuttuja; endogeeniset muuttujat esiintyvät useissa mallin yhtlöissä; muuttuja, jonka arvo määrätään teorian tai tarkasteltavan mallin puitteissa)
Endowment The resources that people have.

End‑state theory of distributive justice A theory of distributive justice that examines the fairness of the outcome of economic activity.

Entry The act of setting up a new firm in an industry.

Equation of exchange An equation that states that the quantity of money multiplied by the velocity of circulation of money equals the price level multiplied by real GNP.

Equilibrium (tasapaino)

Equilibrium A situation in which everyone has economized ‑ that is, all individuals have made the best possible choices in the light of their own preferences and given their endowments, technologies, and information ‑ and in which all choices have been coordinated and made compatible with all other choices. Equilibrium is the solution or outcome of an economic model.

Equilibrium expenditure Aggregate planned expenditure that equals real GNP.

Equilibrium price The price at which the quantity demanded equals the quantity supplied. At this price, opposing forces exactly balance each other.

Equity or equity capital The owner's stake in a business.

Excess capacity A state in which output is below that at which average total cost is at a minimum.

Excess demand (liikakysyntä)
Excess reserves (ylimääräiset reservit)

Excess reserves The difference between a bank's actual reserves and its desired reserves.

Exchange rate (valuuttakurssi)

Exchange rate system (valuuttakurssijärjestelmä)

Excise tax A tax on the sale of a particular commodity. The tax may be set as a fixed dollar amount per unit of the commodity, in which case it is called a specific tax. Alternatively, the tax may be set as a fixed percentage of the value of the commodity, in which case it is called an ad valorem tax.

Exhaustible natural resources Natural resources that can be used only once and that cannot be replaced once used.

Exit The act of closing down a firm and leaving an industry.

Exogenous variable (eksogeeninen muuttuja; monet eksogeeniset muuttuajt ovat luonteeltaan talouspolitiikan intrumentteja; esim. veroaste, julkiset menot, tulonsiirrot, tuponeuttelujen palkankorotus; on muuttuja, jonka arvoa ei selitetä teoriassa tai tarkasteltavassa mallissa, vaan otetaan annettuna)
Expansion A business cycle phase in which there is a speedup in the pace of economic activity.
Expected inflation rate The rate at which people, on the average, believe that the price level is rising.

Expenditure approach A measure of GNP obtained by adding consumption expenditure, investment, government purchases of goods and services, and net exports.

Expenditure on domestic output The sum of consumption expenditure, investment, government purchases of goods and services, and net exports.

Expenditure The amount spent for the purchase of a good. It equals the price of the good multiplied by the quantity bought.

Expense behavior Focuses on the factors that drive and determine the total amount of an expense for a period‑in particular, whether the expense varies with sales volume or sales revenue, or the expense is relatively fixed and insensitive to the sales level over the short run. Variable versus fixed expenses is a critical distinction throughout profit performance analysis.

Exports The goods and services that one country sells to people in other countries.

Express supply (liikatarjonta)
External benefits Those benefits accruing to people other than the buyer of a good.

External costs Those costs borne not by the producer but by other members of society.

External diseconomies Factors outside the control of a firm that raise its costs as industry output rises.

External economics Factors beyond the control of a firm that lower its costs as industry output rises.

External financial statements The financial state​ments prepared quarterly and annually that are pre​sented in a financial report distributed outside the business to stockholders and creditors. Prepared according to generally accepted accounting principles (GAAP) that govern the measurement of net income and the presentation of financial condition and cash flows, and that require other disclosures. Internal financial statements, although based on the same profit measurement accounting methods, are classi​fied differently and should report more information for management decision making and control.

Externality (ulkoisvaikutus)

Externality A cost or benefit arising from an economic transaction that falls on a third party and that is not taken into account by those who undertake the transaction.

F

Factor cost The cost of all the factors of production used to produce a good or service.

Factor incomes approach A measure of GNP obtained by adding together all the incomes paid by firms to households‑ wages, interest, rent, and profits.

Factor market A market in which the factors of production are bought and sold.

Factor of production (tuotannontekijä)

Factors of production The economy's productive resources‑land, labor, and capital.

Fair Labor Standards Act An act making it illegal to hire an adult worker for less than $3.35 an hour.

Federal budget A statement of the federal government's financial plan, itemizing programs and their costs, revenues, and proposed deficit or surplus.

Federal Open Market Committee (FOMC) The main policy‑making organ of the Federal Reserve System.

Federal Reserve System The central bank of the United States.

Feedback rule A rule that states how various policy instruments will respond to the state of the economy.

Fiat money An intrinsically worthless (or almost worthless) commodity that serves the functions of money.

Final goods and services Goods and services that are not used as inputs in the production of other goods and services but are bought by their final user.

Final product (lopputuote)
Financial assets (rahoitusvarat)

Financial assets Paper claims of the holder against another household or firm.

Financial innovation The development of new financial products and methods of borrowing and lending.

Financial intermediary A firm whose principal business is taking deposits from households and firms, making loans to other households and firms, and buying securities.

Financial leverage Refers to the use of debt to finance part of the total capital invested in the net operating assets of a business. The equity capital of the business serves as the lever for securing debt capital‑hopefully, at interest rates lower than the return on assets (ROA) that the business can earn. The financial leverage gain (or loss)equals the difference between its ROA and average interest rate times the amount of debt, which causes amplified swing in net income and ROE. The term also applies in general to any investor who uses debt for part of total capital invested.

Financial statement Financial means having to do with monetary value and economic wealth. State​ment means a formal report and presentation. Some​times called simply financials. Businesses prepare three primary financial statements: balance sheet, cash flow statement, and income statement.

Financial system (rahoitusjärjestelmä)

Firm (yritys)

Firm An institution that buys or hires factors of production and organizes them to produce and sell goods and services.

firms have no advantage over potential new entrants; and all firms and buyers are fully informed about the prices of each and every firm.

Fiscal policy (finanssipolitiikka) The attempt by government to vary its purchases of goods and services and taxes to smooth the fluctuations in aggregate expenditure.

Five‑year plan A plan of the Soviet government specifying in broad outline general targets and directions for a period of five years.

Fixed cost (kiinteät kustannukset) A cost that is independent of the output level.

Fixed exchange rate (kiinteä valuuttakurssi) A regime in which a country's central bank declares that its currency will be maintained at a certain fixed value in terms of some other currency.

Fixed expense or cost An expense or cost that remains the same total amount over the short run and does not vary with changes in sales volume or sales revenue. Over the longer run, however, these expenses and costs are raised or lowered as the business grows or declines. Fixed operating costs provide the capacity to carry on operations and make sales. (Fixed manufacturing costs provide pro​duction capacity.) Fixed expenses are the key pivot in analysis of profit behavior, especially in operat​ing leverage analysis and determining breakeven.

Fixed inputs Those inputs whose quantity used cannot be varied in the short run.

Fixed rule A rule put in place and maintained regardless of the state of the economy.

Flexible exchange rate An exchange rate whose value is determined by market forces, in the absence of central bank intervention.

Flow A quantity measured over a period of time.

Flow equilibrium A situation in which the quantity of goods or services supplied per unit of time equals the quantity demanded per unit of time.

Flow theory of the exchange rate The proposition that the exchange rate adjusts to make the flow supply of dollars equal to the flow demand for dollars.

Foreign exchange (ulkomaankauppa)

Foreign exchange market The market in which the currency of one country is exchanged for the currency of another.

Foreign exchange rate The rate at which one money exchanges for another money.

Forward contract A contract entered into at an agreed‑upon price to buy or sell a certain quantity of any commodity (including currency) at a specified future date.

Forward exchange rate The exchange rate in a forward contract.

Four‑firm concentration ratio The percentage of the value of sales accounted for by the largest four firms in an industry.

Free cash flow Generally, the same as cash flow from profit. A business is free to do what it wants with this cash flow. However, a business usually has many ongoing commitments and demands on this cash flow, so business may not be all that free to do what it wants with the cash.

Free grade (vapaakauppa)

Free rider Someone who consumes a good without paying for it.

Free‑rider problem The tendency for the scale of provision of a public good to be too small‑to be allocatively inefficient‑if it is privately provided.

Frictional unemployment (kitkatyöttömyys) Unemployment arising from new entrants into the labor market and job turnover caused by technological change.

Full employment (täystyöllisyys)

Full employment A situation in which all unemployment is frictional.

Full‑employment equilibrium A situation in which macroeconomic equilibrium is at a point on the long‑run aggregate supply curve.

G

Game theory A method of analyzing strategic behavior.

General Agreement on Tariffs and Trade (GATT) An agreement that limits government taxes and restrictions on international trade.

General equilibrium (yleinen tasapaino)

General equilibrium analysis (yleisen tasapainon analyysi)

General price level (yleinen hintataso)

GNP deflator A price index that measures the average level of the prices of all the goods and services that make up GNP. It is calculated as the ratio of nominal GNP to real GNP, multiplied by 100.

GNP See Gross national product

Gold standard (kultakanta)
Goods and services All the valuable things that people produce. Goods are tangible, and services are intangible.

Goods market A market in which goods and services are bought and sold.

GOSPLAN The Soviet planning committee responsible for drawing up and implementing the state's economic plans.

Government An organization that provides goods and services to households and firms, and redistributes income and wealth.

Government debt The total amount of borrowing that the government has undertaken and the total amount that it owes to households, firms, and foreigners.

Government deficit The total expenditure of the government sector minus the total revenue of that sector.

Government firm A firm that is owned and operated by a government.

Government license A license that controls entry into particular occupations, professions, or industries.

Great Leap Forward An economic plan for postrevolutionary China based on small‑scale, labor‑intensive production motivated by revolutionary zeal.

Gresham's law The tendency for bad money to drive out good money. Bad money is debased money; good money is that which has not been debased.

Gross domestic product The value of output produced in the United States.

Gross investment (bruttoinvestoinnit) The value of new capital equipment purchased in a given time period; the amount spent on replacing depreciated capital and on net additions to the capital stock.

Gross national product (GNP) (bruttokansantulo) The value of all the final goods and services produced in the economy.

Gross profit or margin Equals sales revenue for a period less total cost of goods sold for the period; equals profit before operating expenses and interest and income tax expenses are deducted. Generally reported in the external income statement and should always be reported in the internal manage​ment income statement. This profit measure doesn't apply to service businesses that don't sell products.

H

Historical cost Cost that values resources at the prices actually paid for them.

Horizontal integration The merger of two or more firms providing essentially the same product or service.

Hotelling principle The proposition that the market for a stock of a natural resource is in equilibrium when the price of the resource is expected to rise at a rate equal to the interest rate.

Household Any group of people living together as a decision‑making unit.

Household production The production of goods and services for consumption within the household.

Human capital The accumulated skill and knowledge of human beings; the value of a person's education and acquired skills.

Human resources The muscle power and brain power of human beings.

Implications The outcome of a model that follows logically from its assumptions.

Implicit contract (impolisiittinen sopimus; kirjoittamaton yhteisymmärrys talouden toimidoiden kesken)
Implicit rental rate The rent that a firm implicitly pays to itself for the use of the durable inputs that it owns,

Imports The goods and services that we buy from people in other countries.

Imputed cost An opportunity cost that does not involve an actual expenditure of cash.

Incentive An inducement to an agent to behave in a particular way.

Income effect The effect of a change in income on the quantity consumed.

Income elasticity of demand The percentage change in the quantity demanded divided by the percentage change in income.

Income statement The financial statement that summarizes sales revenue and expenses for a period, and reports one or more profit lines for the period. One of the three primary financial state​ments of business. The bottom‑line profit is titled net income or net earnings by most businesses. External income statements disclose far less infor​mation compared with internal income statements for managers, but both should be based on the same profit accounting principles and methods. The key point is that profit is not known until accountants record sales revenue and expenses (as well as extraordinary gains and losses in period). Profit number depends on the reliability of the accounting system and choice of accounting methods.

Income The amount received by households in payment for the services of factors of production.

Incomes policy (tulopolitiikka)

Increasing marginal returns A situation in which the marginal product of the last worker hired exceeds the marginal product of the second last worker hired.

Increasing returns to scale Technological conditions under which the percentage increase in a firm's output exceeds the percentage increase in its inputs. Under these conditions, reductions in the cost of producing a unit of a good occur as the scale of output increases.

Indexing A technique that links payments made under a contract to the price level.

Indifference curve A line showing all possible combinations of two goods among which the consumer is indifferent.

Indirect tax (välillinen vero)

Indirect tax A tax paid by consumers when they purchase goods and services. Examples are state sales taxes and taxes on alcohol, gasoline, and tobacco products.

Individual demand The relationship between the quantity demanded by a single individual and the price of a good.

induced expenditure The sum of those components of aggregate planned expenditure that do vary as real GNP varies.

Induced taxes Taxes whose amount varies directly with real GNP.

Industrial country A country that has a large amount of capital equipment and in which people undertake highly specialized activities, enabling them to earn high per capita incomes.

Industrial union A group of workers with a variety of skills and job types but who work for the same firm or industry.

Inelastic demand (joustamaton kysyntä) Elasticity is between 0 and 1; the quantity demanded of a good drops by a smaller percentage than its price rises.

Inferior good (inferioirnen hyödyke; hyödyke, jonka kysytty määrä muiden seikkojen ollessa ennallaan laskee tulojen kasvaessa) A good the demand for which decreases when income increases.

Inflation (inflaatio; yleisen hintatason nousu) An upward movement in the average level of prices.

Inflation rate The percentage change in the price level.

Injections Expenditures that add to the circular flow of expenditure and income‑ investment, government purchases of goods and services, and exports.

Innovation (innovaatio; muutos tuotteissa tai käytettävissä tuotantotekniikoissa) The act of putting a new technique into operation.

Inputs (panokset

Intellectual property The intangible product of creative effort, protected by copyrights and patents. This type of property includes books, music, computer programs, and inventions of all kinds.

Interest (korko)
Interest rate parity A situation in which interest rates are equal across all countries once the differences in risk are taken into account.

Intermediate goods and services Goods and services that are used as inputs into the production of another good or service.

Internal (accounting) controls Forms and proce​dures, beyond what would be required for the record‑keeping and reporting functions of account​ing, that are designed to deter and detect errors and fraud (a broad term covering embezzlement, employee theft, shoplifting, etc.). Two common inter​nal control examples are requiring the signature of one or more persons higher in the organization to approve a transaction and giving customers printed receipts. Other examples are conducting searches at entry and exit points, surveillance cameras, and sur​prise counts of inventory. Internal controls should be cost effective; the cost of the control should be less than that of the loss prevented.

Internal (management) financial statements The financial statements prepared for use by managers to help them carry out their decision‑making and control functions. Much of the detailed information in these statements is confidential and the business does not want its competitors to know it. Internal financial statements should not be limited or con​strained by external financial reporting practices. External financial statements sit at the top of the pyramid, under which are the more detailed internal financial statements and other accounting reports to managers.

Internal rate of return (IRR) The exact discount rate that makes the present value (PV) of future cash returns from a capital investment equal to the ini​tial capital amount invested. If IRR is higher than the company's weighted‑average cost of capital (hurdle rate), the investment is an attractive oppor​tunity; if less, the investment is substandard from the cost‑of‑capital point of view.

International Monetary Fund (IMF) An international organization that monitors the balance of payments and exchange rate activities.

International monetary system (kansainvälinen rahajärjestelmä; valuutojen keskinäistä vaihdettavuutta koskevat säädökset, esim. kultakanta)
International substitution The substitution of domestic goods for foreign goods or of foreign goods for domestic goods.

Intertemporal substitution The substitution of goods now for goods later or of goods later for goods now.

Invention The discovery of a new technique.

Inventories Stocks of raw materials, semifinished products, and finished goods held by firms.

Inventory turnover ratio See inventory/cost‑of​-goods‑sold ratio.

Inventory/cost‑of‑goods‑sold ratio Equals ending inventory divided by total cost‑of‑goods‑sold expense for the period; usually expressed as weeks of sales held in ending inventory. Depends on how long prod​ucts are held in stock before sale. Reciprocal is the inventory turnover ratio. Ratio should be closely monitored by managers. Changes in inventory can have major impact on cash flow from profit.

Investment (investointi) The purchase of new plant, equipment, and buildings, and additions to inventories in a given time period.

Investment bank A bank that trades in firms' equities and bonds.

Investment demand curve A curve showing the relationship between the real interest rate and the level of planned investment, holding everything else constant.

Investment demand schedule The list of quantities of planned investment at each interest rate, holding everything else constant.

Investment demand The relationship between the level of investment and the real interest rate.

Investment security A marketable security that a bank can sell at a moment's notice.

Invisible hand (näkymätön käsi)
Isocost equation An equation that states the relationship between the quantities of inputs that can be hired for a given total cost.

Isocost line A line that shows all the combinations of capital and labor that can be bought for a given total cost.

Isocost map A map that shows a series of isocost lines, ‑ each for a different total cost.

Isoquant A curve that shows the different combinations of labor and capital required to produce a fixed quantity of output.

Isoquant map A map that shows a series of isoquants, each for a different output.

J

Joint unlimited liability The liability of each and every partner for the full debts of a partnership.

K

Keynesian (keynesiläinen taloustiede; markkinataloudelle ovat tyypillisiä työttömyys ja suhdannevaihtelu; kokonaiskysyntää säätelemällä ne voidaan poistaa) A macrocconomist whose beliefs about the functioning of the economy represent an extension of the theories of John Maynard Keynes. A Keynesian regards the economy as inherently unstable and as requiring active government intervention to achieve stability. A Keynesian assigns a low degree of importance to monetary policy and a high degree of importance to fiscal policy.

L

Labor force participation rate The proportion of the working age population that is either employed or unemployed but seeking employment.

Labor force The total number of employed and unemployed workers.

Labor union An organized group of workers whose purpose is to increase wages and influence other job conditions.

Labor, See Human resources.

Labor‑intensive technique A method of production that uses a relatively large amount of labor and a relatively small amount of capital to produce a given quantity of output.

Labour (työ)

Labour force (työvoima)

Laffer curve A curve that relates tax revenue to the tax rate.

Land Natural resources of all kinds.

Law of diminishing marginal rate of substitution A law stating that the marginal rate of substitution of capital for labor falls as the amount of capital decreases and the amount of labor increases.

Law of diminishing returns The general tendency for marginal product to eventually diminish as more of the variable input is employed, holding the quantity of fixed inputs constant.

Law of one price A law stating that any given commodity will be available at a single price.

Leakages Income that is not spent on domestically produced goods and services‑ savings, taxes (net of transfer payments), and imports.

Least‑cost technique The combination of inputs that minimizes total cost.

Legal monopoly A monopoly that occurs when a law, license, or patent restricts competition by preventing entry.

Legal tender (laillinen maksuväline) 
Liability A debt‑something that a household, firm, or government owes.

Limited liability The limitation of liability of the firm's owners for debts only up to the value of the initial investment.

Linear relationship The relationship between two variables depicted by a straight line on a graph.

Line‑item veto A veto power vested in the executive branch of the government, which allows it to eliminate any specific item in a budget.

Liquid asset An asset that is instantly convertible into a medium of exchange with virtually no uncertainty about the price at which it can be converted.

Liquidity The degree to which an asset is instantly convertible into cash at a known price.

Liquidity trap A situation in which the demand curve for real money is horizontal at a given interest rate andin which people are willing to hold any amount of money at that interest rate.

Loan A commitment of a fixed amount of money for an agreed‑upon period of time.

Lobbying The activity of bringing pressure to bear on government agencies or institutions through a variety of informal mechanisms.

Local A subunit of a union that organizes individual workers.

Lockout The refusal by a firm to operate its plant and employ its workers.

Long run A period of time in which the quantities of all inputs can be varied.

Long‑run aggregate supply curve A curve showing the relationship between long‑run aggregate supply and the price level.

Long‑run aggregate supply The quantity of real GNP supplied when each firm is producing its capacity output and when there is full employment.

Long‑run average cost curve A curve that traces the relationship between the lowest attainable average total cost and output when all inputs can be varied.

Long‑run cost The cost of production when a firm uses the economically efficient plant size.

Long‑run demand curve The demand curve that describes the response of buyers to a change in price after all possible adjustments have been made.

Long‑run demand for labor The relationship between the wage rate and the quantity of labor demanded when all inputs can be varied.

Long‑run elasticity of demand for labor The percentage change in the quantity of labor demanded divided by the percentage change in the wage rate when all inputs are varied.

Long‑run supply curve The supply curve that describes the response of the quantity supplied to a change in price after all technologically possible adjustments to supply have been made.

Lorenz curve A curve that shows the cumulative percentage of income or wealth against the cumulative percentage of population.

Loss The difference between a firm's revenue and cost when cost exceeds revenue.

M

M1 (suppearaha: yleisön hallussa olevat lailliset maksuvälineet sekä yleisön käteistalletukset. Suomessa: setelit, kolikot sekkitilit sekä postisiirtotilit) A measure of money that sums currency held outside banks, traveler's checks, demand deposits, and other checkable deposits, such as NOW and ATS accounts.

M2 (lavea raha: M1 plus yleisön määräaikaistalletukset) A measure of money that sums M1, savings deposits, small time deposits, Eurodollar deposits, noninstitutional money market mutual fund shares, and other M2 deposits.

M3 A measure of money that sums M2, large time deposits, Eurodollar time deposits, institutional money market mutual fund shares, and other M3 deposits.

Macroeconomic equilibrium A situation in which the quantity of real GNP demanded equals the quantity of real GNP supplied.

Macroeconomics (makrotaloustiede; talouden kokonaissuureiden, kuten työllisyyden, työttömyysasteen, kansantuotteet ja hintatason, tutkiminen)

Macroeconomics The branch of economics that studies the economy as a whole. Macroeconomics is concerned with aggregates and averages of behavior rather than with detailed individual choices.

Managed exchange rate An exchange rate regime under which the central bank's intervention does not seek to keep the exchange rate fixed at a preannounced level.

Management control The follow‑through on decisions for the purpose of achieving goals according to an established timetable. Includes virtually everything managers do toward this broad purpose. Depends on reports that track actual performance and which com​pare actual results against objectives and targets​ called feedback information. Management control requires keeping close watch on everything.

Manufacturing overhead costs Overhead means indirect, in contrast with direct materials and direct labor costs of manufacturing products. Includes both variable manufacturing costs such as energy charges that vary with total output and fixed manufacturing costs that do not vary with actual output over the short run. Fixed manufacturing costs provide pro​duction capacity, which may not be fully used dur​ing the year. Some idle capacity is normal; thus, some of total annual fixed manufacturing overhead cost is absorbed in the product cost of the units manufactured during the year.

Margin of safety Excess of actual sales volume over breakeven sales volume, often expressed as a per​cent. Depends mainly on contribution margin per unit and keeping fixed costs of capacity consistent with actual sales volume. Reported only internally to managers; not disclosed in external financial statements.

Marginal benefit The increase in total benefit resulting from a one‑unit increase in the scale of provision of a public good. 

Marginal cost pricing rule The rule that sets price equal to marginal cost; maximizes total surplus in the regulated industry.

Marginal cost The increase in total cost resulting from a one‑unit increase in output.

Marginal private cost The marginal cost directly incurred by the producer of a good.

Marginal product of capital The change in total product resulting from a one‑unit increase in the quantity of capital employed, holding the quantity of labor constant.

Marginal product of labor The change in total product (output) resulting from a one‑unit increase in the quantity of labor employed, holding the quantity of all other inputs constant.

Marginal product The change in total product resulting from a one‑unit increase in a variable input.

Marginal propensity to consume The fraction of the last dollar of disposable income that is spent on consumption goods and services.

Marginal propensity to import The fraction of the last dollar of real GNP spent on imports.

Marginal propensity to save The fraction of the last dollar of disposable income that is saved.

Marginal propensity to spend on domestic goods and services (marginal propensity to spend) The fraction of the last dollar of real GNP spent on domestic goods and services.

Marginal rate of substitution of capital for labor The decrease in capital per unit increase in labor that keeps output constant.

Marginal rate of substitution The rate at which a person will give up one good in order to get more of another good and at the same time remain indiffierent.

Marginal revenue product curve A curve that shows the marginal revenue product of a factor at each quantity of the factor hired.

Marginal revenue product The change in total revenue resulting from employing one more unit of a factor.

Marginal revenue The change in total revenue resulting from a one‑unit increase in the quantity sold.

Marginal social benefit The dollar value of the benefit from one additional unit of consumption, including the benefit to the buyer and any indirect benefits accruing to any other member of society.

Marginal social cost The cost of producing one additional unit of output, including the costs borne by the producer and any other costs indirectly incurred by any other member of society; the marginal cost incurred by the producer of a good, together with the marginal cost imposed as an externality on others.

Marginal tax rate The fraction of the last dollar of income paid to the government in taxes (net of transfer payments by the government).

Marginal utility per dollar spent The marginal utility obtained from the last unit of a good consumed divided by the price of the good.

Marginal utility The additional utility or change in utility resulting from the last unit of a good consumed.

Market (markkinat) Any arrangement that facilitates buying and selling (trading) of a good, service, factor of production, or future commitment.

Market activity The supplying of labor through the market. See also Nonmarket activity.

Market constraints The conditions under which a firm can buy its inputs and sell its output.

Market demand The relationship between the total quantity of a good demanded and its price.

Market distribution The distribution of income that would prevail in the absence of government policies.

Market failure (markkinoiden toimimattomuus) The inability of an unregulated market to achieve, in all circumstances, allocative efficiency.

Market mechanism (markkinamekanismi) A method of determining what, how, and for whom goods and services are produced, based on individual choices coordinated through markets.

Market price The price that people actually pay for a good or service. Such prices include indirect taxes but are net of subsidies.

Market socialism An economic system that combines socialism's state ownership of capital and land with capitalism's market allocation of resources.

Maturity structure The distribution of future dates on which bonds are to be redeemed.

Median voter theorem The proposition that political parties will pursue policies that maximize the net benefit of the median voter.

Medium of exchange (vaihdon väline)

Medium of exchange Anything that is generally acceptable in exchange for goods and services.

Mercantilism (merkantalismi; käsitys, joka mukaan kansakunnan varallisuutta voidaan lisätä ylijäämäisellä kauppatasella tai jalometallien kasaamisella)

Merger Combining assets of two firms to form a single new firm.

Microeconomics (mikrotaloustiede; talouden yksittäisten taloudenpitäjien, kuten yritysten ja kotitalouksien, ja niiden välisten yhteyksein tutkiminen. Voimavarojen kohdetumisen ja tulon jakaantumisen tutkiminen) The branch of economics that studies the decisions of individual households and firms and the way in which individual markets work. Microcconomics also studies the way in which taxes and government regulation affect economic choices.

Minimum wage (minimipalkka)
Minimum wage law A regulation that makes it illegal to trade labor below a specified wage.

Ministry of International Trade and Industry (MITI) A Japanese government agency responsible for stimulating Japanese industrial development and international trade.

Misery index An index of macrocconomic Performance equal to the sum of the inflation rate and the unemployment rate.

Mixed economy (sekatalous)

Mixed economy An economy that relies partly on a command mechanism and partly on a market mechanism to coordinate economic activity.

Mixed good A good that lies between a private good and a pure public good.

Momentary supply curve The supply curve that describes the immediate response of the quantity supplied to a change in price.

Monetarism (monitarismi; rahan määrä on kokonaiskysynnän tärkein määrääjä; talous on vakaa, jos rahan tarjonta on vakaa; rahan tarjonnan tasainen lisäys on rahapolitiikan tärkein periaate)
Monetarist  A macroeconomist who assigns a high degree of importance to variations in the quantity of money as the main determinant of aggregate demand and who regards the economy as inherently stable.

Monetary base The sum of the Federal Reserve notes in circulation, banks' deposits at the Fed, and coins in circulation.

Monetary exchange A system in which some commodity or token serves as the medium of exchange.

Monetary policy (rahapolitiikka)

Monetary policy An attempt to control inflation and moderate the business cycle by changing the quantity of money in circulation and adjusting interest rates.

Monetary theory of the exchange rate The proposition that the exchange rate adjusts to make the stock of a currency demanded equal to the stock supplied.

Money (raha)

Money A medium of exchange.

Money financing The financing of the government deficit by the sale of bonds to the Federal Reserve System, which results in the creation of additional money.

Money illusion (rahailluusio)

Money multiplier The amount by which a change in the monetary base is multiplied to determine the resulting change in the quantity of money.

Money wage rate The wage rate expressed in current dollars.

Monitoring costs The costs of observing the actions of an agent.

Monitoring The observation of the actions of an agent by a principal.

Monopolistic competition (monopolitisnen kilpailu) A market type in which a large number of firms compete with one another by making similar but slightly different products.

Monopoly (monopoli; markkinat, joilla on vain yksi myyjä; myyjä, joka toimii markkinoilla, joilla sillä ei ole kilpailijoita) The sole supplier of a good, service, or resource that has no close substitutes. Monopoly arises from the existence of a barrier preventing the entry of new firms.

Monopsony (monopsoni; markkinat, joilla on vain yksi ostaja) A market structure in which there is only a single buyer.

Multiplier See Autonomous expenditure multiplier.

N

Nash equilibrium The outcome of a game in which the strategy chosen by player A is the best possible response to the strategy of player B and in which player B's strategy is the best possible response to the strategy of player A.

National income (kansantulo)

National product (kansantuote)
Nationalized industry An industry owned and operated by a publicly owned authority directly responsible to a government.

Natural monopoly A monopoly that occurs when there is a unique source of supply for a raw material or when one firm can supply the entire market at a lower price than two or more firms can.

Natural rate of unemployment The unemployment rate when the economy is at full employment and the only unemployment is frictional.

Natural resources The nonproduced factors of production with which we are endowed‑all the gifts of nature, including land, water, air, and all the minerals they contain.

Need (tarve)

Negative relationship A relationship between two variables that move in opposite directions.

Net benefit Total benefit minus total cost.

Net borrower A country that is borrowing more from the rest of the world than it is lending to it.

Net domestic product, NDP (nettokansantuote, NKT; bruttokansantuote miinus poistot)
Net exporter A country whose value of exports exceeds its value of imports.

Net exports (nettovienti) The expenditure by foreigners on US‑produced goods minus the expenditure by U.S. residents on foreign‑produced goods.

Net exports function The relationship between net exports and U.S. real GNP, holding constant real GNP in the rest of the world, prices, and the exchange rate.

Net financial assets Financial assets minus financial liabilities.

Net importer A country whose value of imports exceeds its value of exports.

Net income plus depreciation A not entirely satisfac​tory shortcut for computing cash flow from profit; ignores changes in operating assets and operating liabilities that also have impacts on cash flow from profit‑making operations. At best, an intermediate, 11 quick‑and‑ dirty" approximation. Use with caution!

Net income Sales revenue for the period less all expenses for period; also includes any extraordinary gains and losses for the period. Everything is taken into account to arrive at net income, which is popu​larly called the bottom line. Depends on the reliabil​ity of the accounting system and choice of accounting methods to measure revenue and expenses. Used in computing return on equity (ROE) and earnings per share (EPS). Clearly, the single most important number in business financial statements.

Net investment (nettoinvestointi) Net additions to the capital stock‑gross investment minus depreciation.

Net lender A country that is lending more to the rest of the world than it is borrowing from it.

Net national income at factor cost The sum of all factor incomes‑ compensation of employees, rental income, corporate profits, net interest, and proprietors' income.

Net national product at market prices The sum of all factor incomes Plus indirect taxes minus subsidies.

Net operating assets The total assets used in operat​ing the business less accounts payable, accrued expenses payable, and income tax payable (which are called operating liabilities because they are gen​erated spontaneously in the operations of the busi​ness). Net operating assets equal the total amount of capital that must be raised from interest‑bearing debt and equity sources of capital. See also return on assets (ROA) and return on equity (ROE).

Net present value (NPV) Equals the present value (PV) of a capital investment minus the initial amount of capital invested. A positive NPV signals an attractive capital investment opportunity; a nega​tive NPV means that the investment is substandard. Internal rate of return (IRR) is the discount rate that makes NPV equal to zero.

Net present value of an investment The present value of a stream of marginal revenue product generated by the investment minus the cost of the investment.

Net Present value The sum of the present values of payments spread over several years.

Newly industrialized country A country in which there is a rapidly developing broad industrial base and per capita income is growing quickly.

Niminal (nimellinen)
Nominal GNP The output of final goods and services valued at current prices.

Nominal interest rate The interest rate actually paid and received in the marketplace.

Nominal quantity of money The quantity of money measured in current dollars.

Nominal targets Macroeconomic policy targets of low and predictable inflation and stable foreign exchange rates.

Nonconvertible note A bank note that is not convertible into any commodity and that obtains its value by government fiat‑ hence the term fiat money. See also Fiat money.

Nonexhaustible natural resources Natural resources that can be used repeatedly without depleting what is available for future use.

Nonmarket activity Leisure and nonmarket production activities, including education and training.

Nontariff barriers Any action, other than a tariff, that restricts international trade.

Nontraded good A good that cannot be traded over long distances.

Normal good (normaali hyödyke) A good the demand for which increases when income increases.

Normative economics (normatiivinen kansantaloustiede; kansantaloustieteen osa, joka ottaa kantaa eri vaihtoehtojen suotavuuden arvoarvostelmien pohjalta)

Normative statement A statement about what ought to be. An expression of an opinion that cannot be verified by observation.

Not‑for‑profit firm An organization that chooses or is required to have equal costs and revenue.

O

Official Official reserves The government's holdings of foreign currency.

Oligopoly (oligopoli; markkinat, joilla on vain muutamia myyjiä)

Oligopoly A market type in which a small number of producers compete with one another.

Open economy (avoin talous) An economy that has economic links with other economies.

Open market operation, open-market operations (avomarkkinatoimenpiteet) The purchase or sale of government securities by the Federal Reserve System, designed to influence the money supply.

Open shop An arrangement in which no requirement is placed on an individual worker to join a union.

Operating assets Assets used in the profit‑making operations of business. Includes cash, accounts receivable from making sales on credit, inventory for businesses that sell products, prepaid expenses, and various fixed assets. Nonoperating assets (little dis​cussed in this book) are other assets held by the business as a passive investor or assets not directly a part of the mainstream activities of business.

Operating earnings or profit Equals sales revenue less cost‑ of‑goods‑sold expense and less all variable and fixed operating expenses for the period, but before interest and income tax expenses are deducted. Also called earnings before interest and tax (EBIT), especially in finance literature. Operating earnings are divided by net operating assets to determine return on assets (ROA), which is an extremely important capital investment perfor​mance measure. Operating earnings must be enough to cover interest on debt and earn a satisfactory return on equity (ROE).

Operating leverage A relatively small percentage increase or decrease in sales volume causes a much larger percentage increase or decrease in operating earnings‑frequently by two or three times. So sales volume changes have a lever effect on operating earnings. Should be called sales volume leverage, but in practice is called operating leverage.

Operating liabilities Refers to the short‑term liabili​ties generated spontaneously in the profit‑making operations of business. Basically three types: accounts payable from inventory purchases and expenses, accrued expenses for unpaid amounts, and income tax payable. None are interest bearing, although if not paid on time business may be assessed a late payment penalty in the form of an interest charge. Being noninterest in nature, operat​ing liabilities are deducted from total operating assets to determine net operating assets of busi​ness.

Operating ratio The umbrella term for the several different ratios between either sales revenue or an expense (the profit‑making operations of the busi​ness) and its corresponding asset or liability. These ratios are like X rays that show the skeleton of the business. Essential connections between the income statement items and balance sheet items are speci​fied in these ratios. Expressed as so many weeks of revenue or expense. Cash flow from profit depends on controlling these ratios.

Opportunity cost of capital A fundamental concept in economic theory and business finance referring to the return on assets (ROA) or return on equity (ROE) that could be earned from the best alternative use of the capital employed by the business. A key point is that capital invested in one place could be invested someplace else; the earnings rate on the best investment alternative should be used as a benchmark for judging the capital investment per​formance of the business.

Opportunity cost The best alternative forgone.

Optimizing Balancing benefits against costs to do the best within the limits of what is possible.

Origin The zero point that is common to both axes on a graph.

Output approach A measure of GNP obtained by summing the value added of each firm in the economy.

Overall surplus/deficit (yleistase)

Overhead Refers to indirect operating expenses and indirect manufacturing costs, most of which are also fixed. Indirect means that the expense or cost cannot be matched or coupled in any obvious or objective manner with particular products, specific revenue sources, or an organizational unit. See also fixed costs.

Overutilized capacity When a plant produces more than the output at which average total cost is at a minimum.

P

Paradox of thrift The fact that an increase in saving leads to an increase in the income of an individual but may lead to a decrease in aggregate expenditure and real GNP. The paradox arises because an increase in saving occurs with no increase in investment.

Partnership A firm with two or more owners who have unlimited liability.

Patent An exclusive right granted by the government to the inventor of a product or service.

Payable/inventory ratio Equals ending accounts payable from inventory purchases divided by ending inventory. Depends on credit terms offered by sup​pliers and actual payment practices of the business. Usually expressed as weeks of inventory purchases unpaid. Changes in the accounts payable operating liability can have a major impact on cash flow from profit.

Payable/operating expenses ratio Equals accounts payable for unpaid expenses at the end of the period divided by total operating expenses for the period, excluding cost of goods sold, depreciation, interest, and income tax expenses, which do not involve the accounts payable account. Depends on how long the business waits to pay for certain operating expenses after they have been recorded. Usually expressed as weeks of operating expenses in ending accounts payable. Changes in the accounts payable operating liability can have a major impact on cash flow from profit.

Payoff matrix A table that shows the payoffs resulting from every possible action by each player for every possible action by each other player.

Payoff The score of each player in a game.

Peak The upper turning point of a business cycle‑the point at which the economy is turning from expansion to contraction.

Per capita production function A curve showing how per capita output varies as the per capita stock of capital varies, with a given technology.

Perfect competition (täydellinen kilpailu)

Perfect competition A state that occurs in markets in which a large number of firms sell an identical product; there are many buyers; there are no restrictions on entry;

Perfect price discrimination The practice of charging each consumer the maximum price that he or she is willing to pay for each unit bought.

Perfectly competitive firm's supply curve A curve that shows how a perfectly competitive firm's output varies as the market price varies.

Perfectly elastic demand Elasticity is infinity; the quantity demanded becomes zero if the price rises by the smallest amount, and the quantity demanded becomes infinite if the price falls by the smallest amount.

Perfectly inelastic demand Elasticity is zero; the quantity demanded does not change as the price rises.

Perpetuity A bond that promises to pay a certain fixed amount of money each year forever.

Phillips curve A curve that shows a negative relationship between the unemployment rate and the inflation rate, holding everything else constant.

Physical limits The maximum output that a plant can produce.

Piece rate A compensation rule based on the output of a worker.

Political equilibrium A situation in which the choices of voters, politicians, and bureaucrats are all compatible and in which no one group of agents will be better off by making a different choice.

Politicians Elected officials in federal and state government‑from chief executives (the president, state governor, or mayor) to members of the legislature (state and federal senators and representatives).

Portfolio balance theory of the exchange rate The proposition that the exchange rate adjusts to make the stock of financial assets denominated in units of that currency demanded equal to the stock supplied.

Portfolio choice A choice concerning which assets and liabilities to hold.

Positive enonomics (positiivinen kansantalustiede; KT:n osa, joka ei ota kantaa vaihtoehtojen suotavuuteen arvoarvostelmien pohjalta)

Positive relationship A relationship between two variables that move in the same direction.

Positive statement A statement about what is. Something that can be verified by careful observation.

Poverty An income level measured by a poverty index first calculated by the Social Security Administration in 1964.

Preferences A ranking of likes and dislikes and the intensity of those likes and dislikes.

Preferred stock Stock that conveys no voting rights but gives a prior claim on dividends at a fixed rate, regardless of the profit level.

Prepaids/operating expenses ratio Equals prepaid expenses at the end of the period divided by total operating expenses for the period, excluding cost‑of​goods‑sold expense, depreciation, interest, and income tax expenses, which do not involve the pre​paid expenses account. Depends on how long in advance the business has to prepay for certain items before the costs are charged off to expense. Usually expressed as weeks of operating expenses in ending prepaid expenses. Usually not as significant as accounts receivable and inventory, but business has to invest a certain amount of capital in these prepaid items. A change in the prepaid expenses operating asset affects cash flow from profit.

Present value (M The result from discounting the future cash returns from a capital investment. The discount rate is the weighted‑average cost of capi​tal for the business. If PV is more than the initial amount of capital that would have to be invested, then the investment is attractive; if less, better alter​natives should be looked for. In other words, if PV is more than the initial cash outlay to enter the invest​ment, then the earnings rate or internal rate of return (IRR) from the investment is higher than the discount rate and the net present value (NPV) is positive. If PV is less, then the IRR is less than the discount rate and the VV is negative.

Present value (nykyarvo) The value in the present of a future sum of money; equal to the amount which, if invested today, will grow as large as that future sum, taking into account the interest it will earn.

Price discrimination (hintadiskriminonti) The practice of charging some customers a higher price than others for an identical good or of charging an individual customer a higher price on a small purchase than on a large one.

Price effect The effect of a change in the price on the quantity of a good consumed.

Price elasticity of demand The percentage change in the quantity demanded of a good divided by the percentage change in its price.

Price index (hintaindeksi) A measure of the average level of prices in one period as a percentage of their level in an earlier period.

Price level The average level of prices as measured by a price index.

Price stability A situation in which the average level of prices is moving neither up nor down.

Price system (hintajärjestelmä)
Price taker (hinnanottaja; ostaja tai myyjä, jopka ei psyty vaikuttamaan markkinahintaan ja joka päättää vain siitä, paljonko haluaa ostaa tai myydä vallitsevalla hinnalla) A firm that cannot influence the price of its product.

Price/earnings (P/E) ratio Current market price of equity (capital stock) shares divided by earnings per share (EPS). A low P/E may signal an undervalued stock or a pessimistic forecast by investors. A high P/E may reveal an overvalued stock or an optimistic forecast by investors. Caution: The average P/E ratio for the stock market as a whole varies consid​erably over time.

Price‑earnings ratio The current price of a share divided by the current profit per share.

Principal An individual who sets a compensation rule to motivate an agent to choose activities advantageous to the principal.

Principle of minimum differentiation The tendency for competitors to make themselves almost identical in order to appeal to the maximum number of clients or voters.

Private debt money A loan that a borrower promises to repay in currency on demand.

Private enterprise An economic system that permits individuals to decide on their own economic activities.

Private good A good or service each unit of which is consumed by only one individual.

Private property right A legally established title to sole ownership of a scarce resource.

Private sector surplus or deficit The difference between saving and investment.

Privatization The process of selling state‑owned enterprises to private individuals and firms.

Process theory of distributive justice A theory of distributive justice that examines the fairness of the mechanism or process that results in a given distribution.

Producer surplus The difference between a producer's revenue and the opportunity cost of production.

Product cost Equals purchase cost for retailers and wholesalers (distributors). In contrast, a manufac​turer has to accumulate three different types of pro​duction costs to determine product cost: direct materials, direct labor, and, manufacturing over​head. Overhead means indirect and, thus, these costs must be allocated to different products. The cost of products (goods) sold is deducted from sales revenue to determine gross profit (or margin), the first profit line reported in the income statement.

Product differentiation Making a product slightly different from that of a competing firm.

Production function A relationship showing how output varies as the employment of inputs is varied.

Production possibility frontier The boundary between attainable and unattainable levels of production.

Production The conversion of natural, human, and capital resources into goods and services.

Productivity (tuottavuus)

Professional association An organized group of professional workers, such as lawyers, dentists, or doctors, that seeks to influence the compensation and other labor market conditions affecting its members.

Profit (voitto)

Profit maximization Making the largest possible profit.

Profit sharing A compensation rule that allocates a certain fraction of a firm's profit to its employees.

Profit The difference between a firm's revenue and cost when revenue exceeds cost.

Profit The general term profit is not all that well defined; it may mean gains less losses, or inflows less outflows, or some other kinds of increases minus decreases. In business, the term means rev​enue (or other sources of operating income) minus expenses for a certain period of time. In the income statement, the final or bottom line of profit is called net income, which equals sales revenue (plus any extraordinary gains) less all expenses (and less any extraordinary losses) over the period. In addition to the net income, the internal manage​ment income statement of the business should report several other important profit lines: gross profit (margin), contribution margin (profit), operating profit (earnings), and profit (earnings) before income tax.

Progressive income tax An income tax at a marginal rate which rises with the level of income.

Property Anything of value that is owned.

Property rights Social arrangements that govern the ownership, use, and disposal of economic resources.

Proportional income tax An income tax that is at a constant rate regardless of the level of income.

Proprietorship A firm with a single owner who has unlimited liability.

Protectionism (protektionismi; suojatullien tai muiden kaupan esteiden kannattaminen)

Protectionism The restriction of international trade.

Public (yleisö)

Public choice theory A theory predicting the behavior of the government sector of the economy as the outcome of the individual choices made by voters, politicians, and bureaucrats interacting in a political marketplace.

Public expenditure (julkinen kysyntä)
Public franchise An exclusive right granted to a firm to supply a good or service.

Public interest theory A theory predicting that government action will take place to eliminate waste and achieve an efficient allocation of resources.

Public interest theory of regulation A theory of regulation that states that regulations are supplied to satisfy the demand of consumers and producers for the maximization of total surplus‑or the attainment of allocative efficiency.

Purchasing power parity A situation that occurs when money has equal value across countries.

Pure public good A good each unit of which is consumed by everyone and from which no one can be excluded.

Q

Quality trade‑off analysis Sometimes overlooked and not an explicit factor in analyzing changes in sales prices, product costs, and variable and fixed operating costs. Increases and decreases in these key profit factors often involve trade‑offs with the quality of the product and service sold to cus​tomers. Quality changes can have a major impact on sales volume. Quality is an elusive measure, but managers should keep the quality factor in mind at all times.

Quantity demanded The amount of a good or service that consumers plan to buy in a given period of time.

Quantity of labor demanded The number of labor hours hired by all the firms in an economy.

Quantity of labor supplied The number of hours of labor services that households supply to firms.

Quantity of money The quantity of currency, bank deposits, and deposits at other types of financial institutions, such as savings and loan associations and thrift institutions, held by households and firms.

Quantity supplied The amount of a good or service that Producers plan to sell in a given period of time.

Quantity theory of money The proposition that an increase in the quantity of money leads to an equal percentage increase in the price level.

Quantity traded The quantity actually bought and sold.

Quick ratio Equals total of cash, accounts receivable, and marketable securities (if any) divided by total cur​rent liabilities. If all short‑term creditors pounce on a business and do not allow rollover of the debts owed them by the business, this ratio indicates whether the cash and near‑cash assets of the business are enough to pay off its short‑term current liabilities. An extreme or acid test not likely to be imposed on a going busi​ness. Much more relevant in involuntary liquidation and bankruptcy workout situations.

Quota A restriction on the quantity of a good that a firm is permitted to produce or that a country is permitted to import.

R

Rank‑tournament compensation rule A compen​sation rule under which the payment to an agent depends on the agent's rank in a tournament.

Rate of return regulation A regulation that sets the price at a level that enables the regulated firm to earn a specified target percentage return on its capital.

Rate of unemployment (työttömyysaste)

Rational choice The best possible course of action from the point of view of the individual making the choice

Rational expectation The best forecast that can be made on the basis of all the available and relevant information. A rational expectation is one in which the expected forecast error is zero and the range of error is as small as possible.

Rational expectations (rationaaliset odotukset; odotukset, jotka perustuvat kaiken relevantin informaation huomioimiseen)

Rational expectations equilibrium A macro​economic equilibrium based on expectations that are the best available forecasts.

Rational expectations hypothesis The hypothesis that the forecasts people make, regardless of how they make them, are on the average the same as the forecasts that an economist makes using the relevant economic theory.

Rational ignorance The decision not to acquire information, because the cost of acquiring the information is greater than the benefit derived from having it.

Rationing (säännöstely)

Rawlsian theory of fairness A theory of distributive justice that gives the biggest income possible to the least well off.

Real (reaalinen, realinen)

Real assets Land, buildings, plant and equipment, inventories, and consumer durable goods.

Real balance effect The influence of a change in the quantity of real money on the quantity of real GNP demanded.

Real business cycle theory A theory of aggregate fluctuations based on flexible wages and random shocks to the economy's aggregate production function.

Real capital (reaaalipääoma, realipääoma)

Real deficit The change in the real value of outstanding government debt.

Real exchange rate The ratio of the price index in one country to the index in another. Real GNP The output of final goods and services valued at prices prevailing in the base period.

Real income Income expressed in units of goods. Real income in terms of a particular good is income divided by the price of that good.

Real interest rate The interest rate minus the expected inflation rate.

Real money The quantity of goods that a given amount of money will buy.

Real targets Macroeconomic policy targets of unemployment at its natural rate, steady growth in real GNP, and balanced international trade.

Real wage rate The wage rate per hour expressed in constant dollars.

Receivable/revenue ratio Equals accounts receivable at the end of the period divided by total credit sales revenue for the period; usually expressed as weeks of revenue in.ending receivables. Depends on credit terms offered to customers and the actual collection experience of business. Reciprocal is the accounts receivable turnover ratio. A change in the accounts receivable operating asset can have a major impact on cash flow from profit.

Recession (taantuma)

Recession A severe contraction, defined by the Commerce Department as two successive quarters of falling real GNP.

Redemption date The date on which the final payment on a bond is made.

Redemption value The amount paid to a bondholder on the redemption date of a bond.

Regressive income tax An income tax at a marginal rate which falls with the level of income.

Regulation Rules enforced by a government agency to restrict economic activity by determining prices, product standards and types, and the conditions under which new firms may enter an industry.

Relative price The ratio of the price of one good to the price of another, is expressed as the number of units of one good that one unit of another good will buy.

Rent ceiling A regulation making it illegal to charge a rent higher than a specified level.

Rent seeking The activity of attempting to create a monopoly.

Required reserves The minimum reserves that a bank is permitted to hold.

Reservation wage The lowest wage rate at which a person or household will supply any labor to the market. Below that wage, a person will not work.

Reserve ratio The fraction of a bank's total deposits that are held in reserves.

Reserves Cash holdings in a bank's vault plus the bank's deposits with the Federal Reserve.

Residual claimant An agent who receives the firm's profits and is responsible for its losses.

Return on assets (ROA) Equals operating earnings (before interest and income tax) divided by the net operating assets used to generate the earnings. ROA is a key test of whether a business is earning enough to cover its cost‑of‑capital requirements. ROA is the essential starting point for determining financial leverage gain (or loss).

Return on equity (ROE) Equals net income (after deducting interest and income tax expenses) divided by total book value of owners' equity; usually expressed as a percent. Owners' equity includes both capital stock and retained earnings. ROE is the bottom‑line return on investment (ROl) measure for the owners' equity capital invested in the busi​ness. ROE is a key component in determining the weighted‑average cost of capital. Actual ROE per​formance should be compared with the opportunity cost of capital. Should be higher than the interest rate on debt because the owners take more risk.

Return on investment (ROI) The broad, generic term for measuring income, profit, or gain, or earnings on capital investment over one or more periods; expressed as a percent of the amount of invested capi​tal during the period. The business as a whole is a capital investment project; the most relevant ROI ratios for business are return on assets (ROA) and return on equity (ROE). A specific capital investment can be analyzed to determine its internal rate of return (IRR), which is compared with the company's weighted‑average cost of capital (hurdle rate).

Returns (from a capital investment) Refers to the timetable of future cash flows that are forecast to be received from a capital investment. (An investment might have negative net cash flow in one or more of the future periods.) The returns are discounted to determine the present value (PV) or to solve for the internal rate of return (IRR) of the investment. Alternatively, returns can be analyzed using the spreadsheet tool, which sorts out capital recovery, distributions to capital sources, and income tax pay​ments period by period. Caution: Return is also used in return on investment (ROI); it means the percent of earnings on the amount of capital invested, not the stream of future cash flows from investment.

Returns to scale Increases in output that result from increasing all the inputs by the same percentage.

Revaluation (revalvaatio; vaaluuttakurssipoliiittinen toimenpide, jolla nostetaan maan valuutan arvoa suhteessa ulkomaisiin valuuttoihin; vastakohta devalvaatio)

Revenue The amount received from the sale of a good. Revenue equals the price of the good multiplied by the quantity sold.

Right‑to‑work law A law allowing an individual to work at any firm without joining a union.

S

Sales mix The relative size, proportion, or percent of sales volume of each product or product line to total sales volume or total sales revenue. Usually different products (or product lines) have different profit mar​gins, so shifts in sales mix are very important in profit analysis.

Sales price analysis Determining the impacts on profit and cash flow from profit from changes in sales price, either by holding all other profit factors con​stant or by making trade‑offs between sales price and one or more other profit factors. Sales price is one of the few most fundamental determinants of profit.

Sales volume analysis Determining the impacts on profit and cash flow from profit from changes in sales volume, either by holding all other profit fac​tors constant or by making trade‑offs between sales volume and one or more other profit factors. Sales volume is one of few most fundamental determi​nants of profit. See also operating leverage.

Sales/fixed assets relationship Equals annual sales revenue divided by the original cost of property, plant, and equipment (fixed assets) used by busi​ness. Measures how much sales revenue per year is generated for each dollar originally invested in fixed assets. Depends on whether the business is capital intensive or not, i.e., whether a lot of fixed assets are needed for making sales or not. The older the fixed assets, the less useful this comparison becomes because sales revenue is stated in current dollars but fixed assets are stated on a historical cost basis.

Sales‑revenue‑driven (dependent) operating expenses Those operating expenses that are very sensitive to and vary in close proportion to changes in total sales revenue (total dollars). Examples are sales commissions based on sales revenue, credit card discount expenses, and rent expense and fran​chise fees based on total sales revenue. Not disclosed separately in external income statements but essen​tial for management decision‑making analysis. Com​pare with sales‑volume‑driven operating expenses.

Sales‑volume‑driven (dependent) operating expenses Those operating expenses that are very sensitive to and that vary in close proportion to changes in sales volume (quantity of products sold). Examples include many delivery costs, packaging costs, and other costs that depend mainly on the number of products sold or the number of customers served. Note: Cost‑of‑goods‑sold expense is dependent on sales volume, but it is such a dominant expense for prod​uct businesses that it is always accounted for and reported separately to determine gross profit. Vari​able operating expenses are reported below the gross profit line. Not disclosed in the external income statement but essential for management decision‑making analysis. Compare with sales​revenue‑driven operating expenses.

Saving (säästäminen)

Saving function The relationship between saving and disposable income.

Saying Income minus consumption. Saving is measured in the national income accounts as disposable income (income less taxes) minus consumption expenditure.

Scarcity The universal state in which wants exceed resources.

Scatter diagram A diagram that plots the value of one economic variable associated with the value of another.

Search activity The time and effort spent in searching for someone with whom to do business.

Self‑sufficiency A state that occurs when people produce only enough for their own consumption.

services.

Settlements account An account showing the net increase or decrease in a country's holdings of foreign currency.

Share A fraction of the stock of a corporation.

Short run A function that describes how the maximum attainable output varies as the quantity of labor employed in a given production plant varies.

Short‑run aggregate production function The relationship showing how real GNP varies when the quantity of labor employed varies, holding the capital stock and state of technology constant.

Short‑run aggregate supply curve A curve showing the relationship between the quantity of real GNP supplied and the price level, holding everything else constant.

Short‑run aggregate supply schedule A list showing the quantity of real GNP supplied at each price level, holding everything else constant.

Short‑run aggregate supply The relationship between the aggregate quantity of goods and services supplied (real GNP supplied) and the price level (the GNP deflator), holding everything else constant.

Short‑run demand curve The demand curve that describes the initial response of buyers to a change in the price of a good.

Short‑run demand for labor The relationship between the wage rate and the quantity of labor demanded when the firm's capital input is fixed and labor is the only variable input.

Short‑run elasticity of demand for labor The percentage change in the quantity of labor demanded divided by the percentage change in the wage rate when labor is the only variable input.

Short‑run industry supply curve A curve that shows how the total quantity supplied in the short run by all firms in an industry varies as the market price varies.

Short‑run production function The relationship showing how the maximum output attainable varies when the quantity of labor employed varies, holding the quantity of capital and the state of technology constant.

Short‑run supply curve The supply curve that describes the response of the quantity supplied to a change in price when only some of the technologically possible adjustments have been made.

Shutdown point The point at which a firm's maximum profit is the same regardless of whether the firm produces a positive amount of output or produces nothing‑ temporarily shuts down.

Simple money multiplier The amount by which an increase in bank reserves is multiplied to calculate the effect of the increase in reserves on total bank deposits, when there are no losses of currency from the banking system.

Single‑price monopoly A monopoly that charges the same price for each unit of output.

Slope The change in the value of y divided by the change in the value of x (where y is measured on the vertical axis and x is measured on the horizontal axis of a graph).

Socialism (sosialismi; tuotantovälineet [pääoma, maa] ovat yhteiskunnan omistuksessa)

Socialism An economic system based on state ownership of capital and land and on a centrally planned allocation of resources.

Solvency ratio Any ratio used to test and predict the ability of a business to pay its liabilities as they fall due. These ratios do not indicate the willingness of the business to pay on time without evasive tactics for delaying payment, or the intent to renegotiate payment terms or roll over the debt. See current ratio and quick ratio.

Specialization The production of only one good or a few goods.

Spreadsheet (computer programs) Spreadsheet pro​grams for personal computers are the successor to the worksheets used for many decades to organize and analyze data. Data, information, and titles are entered into cells, which is like a pigeonhole in an old‑fashioned rolltop desk; it is addressed by its col​umn and row intersection. Spreadsheet programs offer one main advantage: A long series of changes and computations can be redone or reworked liter​ally in a matter of seconds. This power is especially useful in management decision‑making analysis. The relationship and dependency of one cell with one or more other cells must be specified exactly and com​pletely by entering formulas in the appropriate cells.

Spreadsheet analysis of capital investments The newer tool of analysis that has key advantages over the traditional mathematical methods for analyzing capital investments. The math methods are limited in scope and do not display all relevant data and information period by period for the capital invest​ment. The spreadsheet method breaks out the dis​tribution of each period's return between capital recovery and the payouts to income tax and sources of capital. The assumptions behind the analysis are much clearer in the period‑by‑period spreadsheet printout.

Stagflation A situation in which real GNP stops growing or even declines and inflation accelerates.

Standard of deferred payment An agreed‑upon measure in which contracts for future receipts and payments are written.

State enterprise The basic production unit of the Soviet economy.

Stock A quantity measured at a point in time.

Stock equilibrium A situation in which the available stock of an asset is willingly held.

Stock exchange An organized market for trading in stock.

Stock market The market in which the equities of firms are traded.

Stock yield The income from a share in the stock of a firm, expressed as a percentage of the price of the share.

Store of value Any commodity that can be held and sold at a later time.

Strategic interaction Acting in a way that takes into account the expected behavior of others and the mutual recognition of interdependence.

Strategies All the possible actions of each player.

Strike The refusal of a group of workers to work under the prevailing conditions.

Subsidy (tukipalkkio)

Subsidy A payment made by the government to producers.

Substitute A good that may be used in place of another good.

Substitution effect The effect of a change in price on the quantities consumed when the consumer remains indifferent between the original and the new combinations of goods consumed.

Sunk cost Could conceivably refer to the book value of any asset because the acquisition of most assets been bought or acquired, its cost is irretrievable. So its book value is sunk. Usually the term has a nar​rower meaning: an asset that cannot be converted into cash through the normal operating cycle of the business. Examples are inventory items that cannot be sold, receivables that cannot be collected, and fixed assets that are no longer usable. The book value of such assets should be written off to expense; their normal book values are irrelevant and should be disregarded in making decisions.

Sunk costs The historical cost of buying plant and machinery that have no current resale value.

Supply (tarjonta)

Supply curve A graph showing the relationship between the quantity supplied and the price of a good, holding everything else constant.

Supply of labor A schedule or curve showing how the quantity of labor supplied varies as the real wage varies.

Supply schedule A list of quantities supplied at different prices, holding everything else constant.

Supply The entire relationship between the quantity supplied of a good and its price.

T

Takeover The purchase of the stock of one firm by another firm.

Target zpnes (valuttaputki)

Tariff A tax on an import by the government of the importing country.

Tastes A person's attitudes or preferences toward different goods and services.

Tax base The activity on which a tax is levied.

Tax multiplier The magnitude by which a change in taxes is multiplied to determine the change in equilibrium expenditure and real GNP that it generates.

Tax payable/income tax ratio Equals unpaid income tax at the end of the period divided by the total income tax expense for the period. The federal income tax law calls for annual business income tax to be paid by year‑end, but some fraction is typically unpaid at year‑end. A change in income tax payable operating liability affects cash flow from profit.

Tax rate The percentage rate at which a tax is levied on a particular activity.

Tax revenue The product of the tax rate and the tax base.

Team production A production process in which each individual in a group specializes in mutually supportive tasks.

Technique Any feasible way of converting inputs into output.

Technological efficiency A state in which it is not possible to increase output without increasing inputs.

Technological progress The development of new and better ways of producing goods and services.

Technology A method for converting resources into goods and services.

Terms of trade (vaihtosuhde)

The White Paper (valkoinen kirja) 

Theory of distributive justice A set of principles against which we can test whether a particular distribution of economic well‑being is fair.

Time rates A compensation rule based on the number of hours an individual works.

Time‑series consumption function The relationship between real consumption expenditure and real disposable income over time.

Time‑series graph A graph showing the value of a variable on the y‑axis plotted against time on the x‑axis.

Tit‑for‑tat strategy A strategy in which a player cooperates in the current period if the other player cooperated in the previous period but cheats if the other player cheated in the previous period.

Total benefit The total dollar value that people place on a given level of provision of a public good.

Total cost The sum of the costs of all the inputs used in production.

Total fixed cost The cost of all fixed inputs used in production.

Total product curve A graph showing the maximum output attainable with a given amount of capital as the amount of labor employed is varied.

Total product The total quantity produced by a firm in a given period of time.

Total revenue (kokonaistulot)
Total surplus The sum of consumer surplus and producer surplus.

Total variable cost The cost of variable inputs used in production.

Trade‑off analysis Determining the profit and cash flow effects caused by decreasing one key profit fac​tor (such as sales price) and simultaneously increas​ing one or more of the other key profit factors (such as sales volume). A very common decision situation facing business managers.

Trade‑weighted index The value of a basket of currencies in which the weight placed on each currency is related to its importance in U.S. international trade.

Trading on the equity See financial leverage.

Transaction (liiketoimi)
Transactions costs The costs arising from finding a trading partner, negotiating an agreement about the price and other aspects of the exchange, and ensuring that the terms of the agreement are fulfilled.

Transfer earnings The income required to induce the supply of a factor of production.

Transfer payment (tulonsiirrot)

Transfer payment A payment made by the government to households under social programs.

Trend A general tendency for a variable to rise or fall.

Trend real GNP A measure of the general upward tendency, or drift, of real GNP that ignores its fluctuations.

Triad strategy A strategy proposing that an MNE should have a pres​ence in Europe, the United States, and Asia (especially Japan).

Trigger strategy A strategy in which a player cooperates if the other player cooperates but plays the Nash equilibrium strategy forever thereafter if the other player cheats.

TRIPS See Trade Related Aspects of Intellectual Property Rights.

Trough The lower turning point of a business cycle‑the point at which the economy turns from contraction to expansion.

Turnkey operation:An operating facility that is constructed under contract and transferred to the owner when the facility is ready to begin operations.

Turnover tax A Soviet tax on a consumer good designed to make its market price high enough to achieve a balance between the quantity demanded and the quantity supplied.

U

U.S. shareholder For U.S. tax purposes, a person or company own​ing at least 10 percent of the voting stock of a foreign subsidiary.

U.S. terms: The practice of using the direct quote for exchange rates.

U.S‑Canada. Free Trade Agreement See Canada‑U.S. Free Trade Agreement.

Unanticipated inflation Inflation that catches people by surprise.

Underdeveloped country A country in which there is little industrialization, limited mechanization of the agricultural sector, very little capital equipment, and low per capita income.

Underdevelopment trap A situation in which a country is locked into a low per capita income situation that reinforces itself.

Underemployed Those people who are working at less than their capacity.

Underground economy All economic activity that is legal but unreported.

Unemployment (työttömyys)

Unemployment equilibrium A situation in which macrocconomic equilibrium occurs at a level of real GNP below long‑run aggregate supply.

Unemployment rate Unemployment expressed as a percentage of the labor force.

Unemployment The number of adult workers who are not employed and are seeking jobs.

Unfavorable balance of trade An indication of a trade deficit‑that is, imports are greater than exports,

Unilateral transfer A transfer of currency from one country to another for which no goods or services are received; an example is foreign aid to a country devastated by earthquake or flood.

Union shop An arrangement in which a firm may hire nonunion workers, but in order for such workers to remain employed, they must join the union within a brief time period specified by the union.

Unit elastic demand An elasticity of 1; the quantity demanded of a good and its price change in equal proportions.

Unit elasticity (yksikköjousto)

Unit of account A benchmark on which to base the value of pay​ments.

Unit of account An agreed‑upon measure for stating the prices of goods and services.

United Nations (UN) An international organization of countries formed in 1945 to promote world peace and security.

United Nations Conference on Trade and Development (UNCTAD: A UN body that has been especially active in dealing with the relationships between developing and industrialized coun​tries with respect to trade.

Universal Copyright Convention A multilateral agreement to pro​tect copyrights.

Unlimited liability The legal responsibility for all debts incurred by a firm up to an amount equal to the entire wealth of its owner.

Unrequited transfer See Unilateral transfer.

Utilitarian theory The theory that the fairest outcome is the one that maximizes the sum of all individual utilities in society.

Utility (hyöty; hyödykkeen tuottama tarpeentyydytys) The benefit or satisfaction that a person obtains from the consumption of a good or service.

Utility maximization The attainment of the greatest possible utility.

V

W

Value (arvo) The maximum amount that a person is willing to pay for a good.

Value added (arvon lisä) The value of a firm's output minus the value of the inputs bought from other firms.

Value chain The collective activities that occur as a product moves from raw materials through production to final distribution.

Value of money The amount of goods and services that can be bought with a given amount of money.

Value‑added tax (VAT) A tax that is a percentage of the value added to a product at each stage of the business process.

Wants People's unlimited desires or wishes for goods and services.

Variable cost A cost that varies with the output level.

Variable expense An expense that changes in pro​portion with changes in sales volume or sales rev​enue. See sales‑revenue‑driven operating expenses and sales‑volume‑driven operating expenses.

Variable inputs Those inputs whose quantity used can be varied in the short run.

Variable price: A method of pricing in which buyers and sellers nego​tiate the price.

VAT: SeeValue‑added tax.

Weak currency: A currency that is not fully convertible.

Wealth effect The effect of a change in real wealth on aggregate planned expenditure.

Wealth Total assets of a household, firm, or government minus its total liabilities.

Weighted‑average cost of capital (hurdle rate) Weighted because it is based on the company's capi​talization structure (mix of debt and equity capital); depends on interest rate(s) on debt, income tax rate, and return on equity (ROE) goal. Also called the hur​dle rate because the business should earn at least this (minimum) return on assets (ROA) rate on its net operating assets. Used as discount rate to determine present value (PV) of specific investments.

Welfare state capitalism An economic system combining capitalism's private ownership of capital and land with a heavy degree of state intervention in the allocation of resources.

Velocity of circulation The average number of times a dollar is used annually to buy the goods and services that make up GNP.

Velocity of money (rahan kiertonopeus; keskimääräinen luku, joka osoittaa, kuinka monta kertaa rahavarannon kutakin markkaa on vuoden aikana käytetty) VER: SeeVoluntary export restrictions.

Vertical integration The merger of two or more firms operating at different stages in the production process of a single good or service.

Vertical integration: The control of the different stages as a product moves from raw materials through production to final distribution.

West African Economic Community: A regional economic group involving Benin, Burkina Faso, C6te d'Ivoire, Mali, Mauritania, Niger, and Senegal.

Western hemisphere: Literally the earth's area between the zero and 1 80th meridian, but usually indicates the continents of the Americas and adjacent islands, excluding Greenland.

Wholesale business (enUS) (tuk​kukauppa) 

Wholesale deposit market The market for deposits among banks and other financial institutions.

Wholesale market for funds (ra​han tukkumarkkinat) 

Wholesale price index (tukkuhin​taindeksi) 

Wholesale trade (tukkukauppa) 

Windfall gain (satunnainen myynti​voitto) 

WIPO: SeeWorld Intellectual Property Organization.

Visible exports: See Merchandise exports.

Visible imports: See Merchandise imports.

Withdrawal fee (nostoprovisio)

Withdrawal penalty (nostoprovisio) 

Withholding rate (pidätysprosentti) 

Voluntary export restraint (VER): A negotiated limitation of exports between an importing and an exporting country.

Voluntary export restraint A self‑imposed restriction by an exporting couijtry on the volume of its exports of a particular good; often called VER.

Work force (työvoima) 

Work permit (työlupa) 

Work safety (työturvallisuus) 

Working capital (käyttöpääoma) 

Working capital flow (käyttöpää​omavirta, liikepääomavirta) 

Working capital ratio (käyttöpääomaprosentti) 

World Intellectual Property Organization (WIPO): A multilat​eral agreement to protect patents.

World.Trade Organization (WTO): A voluntary organization through which groups of countries negotiate trading agreements and which has authority to oversee trade disputes among countries.

Voters The consumers of the outcome of the political process.

Write‑off (poisto) 

Writer of an option (option myyjä, option asettaja)

WTO See World Trade Organization.

X

x‑axis The horizontal scale on a graph.

x‑axis The vertical scale on a graph.

x-coordinate A line running, horizontally, from a point on a graph to the y‑axis; called the x‑coordinate because its length is the same as the value marked off on the x-axis.

Y

Yankee bond (yankee bond) 

y‑coordinate A line running, vertically, from a point on a graph to the x‑axis; called the y‑coordinate because its length is the same as the value marked off on the y‑axis.

Yield (tuotto, yield) 

Yield curve (tuottokäyrä)

Z

Z ratio (Z-luku)

Zaibatsu Large, family‑owned Japanese businesses that existed before WorldWar II and consisted of a series of financial and manufacturing companies usually held together by a large holding company.

Zero coupon bond (nollakuponki​laina) 

Zero defects The elimination of defects, which results in the reduc​tion of manufacturing costs and an increase in consumer satisfaction.

Zero‑based budgeting (nollapohja​budjetointi) 

Zero‑sum gain A situation in which one party's gain equals another party's loss.

