
A LEVEL ECONOMICS

KEY TERM GLOSSARY
Year 1 Microeconomics
Year 1 Macroeconomics
Year 2 Business Economics
Year 2 Macroeconomics
Labour Markets
Financial Markets
Behavioural Economics

www.tutor2u.net/economics

Authors
Geoff Riley
Ruth Tarrant



Copyright Tutor2u Limited: All Rights Reserved. 
www.tutor2u.net/economics

PAGE 4A Level Economics Year 1 (AS) Microeconomics

Capacity utilisation The extent to which a business is making full use of existing factor resources. 
Capacity-building Efforts to develop human skills or infrastructures within a community or organisation. 
Capital goods Producer or capital goods such as plant (factories) and machinery and equipment are useful not in 

themselves but for the goods and services they can help produce in the future. Distinguished from 
"financial capital", meaning funds which are available to finance the production or acquisition of real 
capital. 

Capital-intensive A production technique which uses a high proportion of capital to labour. 
Capitalist economy An economic system organised along capitalist lines uses market-determined prices to guide our 

choices about the production and distribution of goods. One key role for the state is to maintain the 
rule of law and protect private property. 

Carbon capture and 
storage 

The process of trapping and storing carbon dioxide produced by burning fossil fuels. 

Carbon credits An allowance to a business to generate a specific level of emissions – these may be traded in a 
carbon emissions market. 

Cartel A formal agreement among firms. Cartel members may agree on prices, total industry output, market 
shares, allocation of customers, allocation of territories, bid rigging, establishment of common sales 
agencies, and the division of profits or combination of these. Price-fixing and market-sharing cartels 
are illegal under competition law. 

Ceteris paribus To simplify analysis, economists isolate the relationship between two variables by assuming ceteris 
paribus – i.e. all other influencing factors are held constant. 

Collusion Collusion is any explicit or implicit agreement between suppliers in a market to avoid competition. The 
main aim is to reduce market uncertainty and achieve a level of joint profits similar to that which might 
be achieved by a pure monopolist. 

Command and control Laws and regulation backed up by inspection and penalties for non-compliance. 
Command economy An economic system where most factor resources are allocated by the government, with few 

officially-sanctioned private markets (e.g. ex-Soviet bloc countries prior to their transition into market 
economies, modern-day North Korea and Venezuela). 

Common pool resources Goods or services that have characteristics of rivalry in consumption and non-excludability - grazing 
land or fish stocks are examples. The over-exploitation of common resources can lead to the "tragedy 
of the commons". 

Community surplus Community surplus is the sum of consumer and producer surplus at a given market price and output. 
Community surplus is maximised in competitive markets at an equilibrium output when price = 
marginal cost.  

Competition policy Government policy directed at encouraging competition in the private sector: e.g. the investigation of 
takeovers or restrictive practices, regulation of monopoly power. 

Competitive market Where no single firm has a dominant position and where the consumer has plenty of choice when 
buying goods or services. There are few barriers to the entry of new firms. 

Competitive supply Goods in competitive supply are alternative products a firm could make with its resources. E.g. a 
farmer can plant potatoes or carrots. An electronics factory can produce smart-phones or smart-
watches. Land has many uses – e.g. commercial/residential. 

Complements Two complements are said to be in joint demand. Examples include: fish and chips, iron ore and 
steel, hardware and software for digital products. 

Composite demand Composite demand is when the good has multiple uses. So, the demand for bricks is made up of 
many demands e.g. house building demand and factory building demand. Milk can be made into 
cream, cheese, yoghurts etc. 

Computational weakness Irrationality arises when consumer’s decisions are dominated by computational weakness. This 
occurs when consumers find it difficult to calculate the probability of something happening when they 
make purchasing decisions. For example, people may underestimate the long-term health 
consequences of eating processed meats or relying heavily on prescription painkillers. 

Concave production 
possibility frontier 

A concave PPF is “bowed outwards”. This means there is a rising marginal opportunity cost as you 
produce more of one good. This is because there is imperfect factor mobility. E.g. labour/land/capital 
is more suited towards the production of one good than another. 
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Claimant Count The number of people claiming unemployment-related benefits. 
Closed economy An economy operating without imports and exports – i.e. closed to global trade. 
Comparative advantage Comparative advantage refers to the relative advantage that one country or producer has over 

another. Countries can benefit from specializing in and exporting the product(s) for which it has the 
lowest opportunity cost of supply. 

Constant prices Constant prices tells us that the data has been inflation adjusted. 
Consumer confidence Expectations about the future including interest rates, incomes and jobs. 
Consumer durables Products such as washing machines or computer screens that are not used up immediately when 

consumed and which provide a flow of services over time. 
Consumer price index 
(CPI) 

The CPI is the UK government's preferred measure of inflation, it measures changes in the average 
cost of living for a representative household and is a weighted price index. 

Consumer spending Household spending on goods and services. In the UK, household consumption is the largest 
element of aggregate demand (GDP), accounting for 62% of the total in 2015. 

Corporation Tax A tax on the profits made by companies, in the UK the main rate of corporation tax is 19% and is 
expected to fall to 17% by 2020. 

Cost push inflation An increase in the price level caused by a sustained increase in costs of production. 
CPIH inflation CPIH is a measure of UK inflation introduced in 2017 that includes owner occupiers’ housing costs). 

These are the costs of housing services associated with owning, maintaining and living in one’s own 
home. 

Credit crunch Where banks reduce lending due to falling confidence that loans will be repaid.  
Creeping inflation Small rises in the general price level over a long period, low positive rate of inflation. 
Current account Measures the difference between money and credit going in and out of an economy (through exports, 

imports and income paid on assets both home and abroad). 
Current account deficit When net external trade and income is negative leading to a net outflow of demand from the circular 

flow. 
Current account surplus When net external trade and income is positive, a net injection into the circular flow. 
Cyclical budget (fiscal) 
deficit 

The size of the deficit is influenced by the state of the economy: in a boom, tax receipts are relatively 
high and spending on unemployment benefit is low. 

Cyclical trade deficit A trade deficit that arises purely due to changes in the business cycle, for example many countries 
run a trade deficit when strong growth increases demand for imports. 

Cyclical unemployment Unemployment caused by a persistent lack of aggregate demand for goods and services, where 
national output < potential output leading to a negative output gap. 

De-industrialization A decline in the share of national income from manufacturing industries such as car-making, steel, 
food processing and other sectors. 

Default A default occurs when a borrower has broken the terms of a loan or other debt, for example if a 
borrower misses a payment. 

Deflation A persistent fall in the general price level of goods and services shown by a negative rate of inflation. 
Demand deficient 
unemployment 

Also known as cyclical unemployment, occurs when planned demand is insufficient to generate a full-
employment level of real national output, this is most likely to happen in a slowdown or recession. 

Depreciation A fall in the market value of one exchange rate against another. 
Depression Used to describe a severe recession which may become a prolonged downturn and where a nation’s 

real GDP falls by at least 10 per cent. 
Deregulation Reducing barriers to entry to make the supply-side of a market more competitive. 
Direct taxes Direct taxation is levied on income, wealth and profit. Direct taxes include income tax, inheritance tax, 

national insurance contributions, capital gains tax, and corporation tax (a tax on company profits). 
The burden of a direct tax cannot be passed on. 

Discouraged workers People often out of work for a long time who give up on job search and who become economically 
inactive in the labour market. A cause of hidden unemployment. 

Discretionary fiscal 
policy 

Deliberate attempts to affect the level and growth of aggregate demand using changes in government 
spending, direct and indirect taxation and borrowing. 

Disinflation A fall in the rate of inflation but not sufficient to bring about deflation. Prices are still rising but at a 
slower rate, for example a drop in the annual inflation rate from 6% to 2%. 
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Diseconomies of scale 
(internal) 

A business may expand beyond the optimal size in the long run and experience diseconomies of 
scale. This leads to rising LRAC. For example, a firm increases all inputs by 300%, its output 
increases by 200%. 

Diversification Increasing the range of products or markets served by a business. The extent of diversification 
depends on the extent to which those products or markets are different from the existing products and 
markets served by the business. 

Divorce between 
ownership and control 

The owners of a company normally elect a board of directors to control the business’s resources for 
them and managers to make day-to-day decisions. However, the interests / objectives of owners and 
managers may not coincide.  

Dominant market 
position 

A firm holds a dominant position if it can operate within the market without taking full account of the 
reaction of its competitors or final consumers. 

Dominant strategy A dominant strategy in game theory is one where a single strategy is best for a player regardless of 
what strategy the other players in the game decide to use. 

Due Diligence Due diligence is the process undertaken by a prospective buyer of a business to confirm the details 
(e.g. financial performance, assets & liabilities, legal ownership & issues, operations, market position) 
of what they expect to buy. 

Duopoly Any market that is dominated by two suppliers. 
Duopsony Two major buyers of a good or service in a market each of whom is likely to have significant buying 

power with suppliers in their market. 
Dynamic efficiency Dynamic efficiency focuses on changes in the choice available in a market together with the 

quality/performance of products that we buy. We usually identify a close link dynamic efficiency with 
the pace of innovation in a market. 

Economic risk The risk that a multi-national company (MNC) may be disadvantaged by exchange rate movements 
or regulatory changes in the country in which it is operating. 

Economies of scale Falling long run average cost as output increases in the long run. 
Economies of scope Where it is cheaper for a business to produce a broader range of products. 
Enlightened self interest Acting in a way that is costly or inconvenient at present, but which is in one’s best interest in the long 

term. E.g. firms accepting some short term costs (lower profits) in return for long-term gains in higher 
market share. 

Equilibrium output A monopolist is assumed to profit maximise, in other words, aims to find an output where MC=MR. At 
this equilibrium output, marginal profit is zero. 

Excess capacity The difference between the current output of a business and the total amount it could produce in the 
current time period.  

Experience curve Falling unit costs as production of a product or service increases, because the company learns more 
about it, workers become more skillful. Also known as learning by doing. 

External diseconomies 
of scale 

When the growth of an industry leads to higher costs for businesses that are part of that industry – for 
example, increased traffic congestion, higher costs of renting buildings. 

External economies of 
scale 

When the expansion of an industry leads to the development of ancillary services which benefit 
suppliers in the industry – causing a downward sloping industry supply curve. A business might 
benefit from external economies by locating in an area in which the industry is already well-
established.  

First mover advantage The idea that a business that creates a new product and which is first into the market can develop a 
competitive advantage perhaps through learning by doing - making it more difficult and costly for new 
firms to achieve profitable entry. 

Fixed cost Business expenses that do not vary directly with the level of output in the short run. 
Forward vertical 
integration 

Acquiring a business further up the supply chain – e.g. a vehicle manufacturer buys a car parts 
distributor; a brewing firm acquires a number of pubs. 

Franchised monopoly When the government grants a company the right to sell or manufacture a product or service in a 
particular area e.g. Camelot has a licence to run the National Lottery. 

Freemium Business model in which some basic services are provided for free, with the aim of enticing users to 
pay for additional, premium features or content e.g. in-app purchases. 

Game Theory A “game” happens when there are two or more interacting decision-takers (players) and each 
decision or combination of decisions involves a particular outcome (this is known as a pay-off.)  
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Comparative advantage Refers to the relative advantage that one country or producer has over another. A country can benefit 
from specializing in and exporting the product(s) for which it has the lowest opportunity cost of 
supply. 

Competitive devaluation
   

When a country tries to devalue its currency to increase its price competitiveness in domestic and 
overseas markets. However, this often encourages other countries to also devalue leading to only 
temporary increases in the price competitiveness of exports. 

Competitiveness External competitiveness is the sustained ability to sell goods and services profitably at competitive 
prices in a foreign country. The core measure of competitiveness is a nation’s relative unit labour 
costs expressed in a common currency. 

Concessional lending Loans that are given by through the International Development Association (IDA). IDA provides long-
term loans at zero interest to the poorest of the developing countries. 

Conditional cash transfers 
(CCTs) 

Attempts to cut poverty by giving cash transfers to households in need; and by tying these transfers 
to certain conditions, such as sending children to school. 

Conditionality When donors require their developing country partners to do something in order to receive overseas 
aid. If the condition is not fulfilled it will generally lead to overseas aid being interrupted or suspended. 

Corruption The abuse of entrusted power for private gain, a key cause of government failure. 
Corruption Perceptions 
Index 

Ranks countries/territories based on how corrupt their public sector is perceived to be. It is a 
composite index, a combination of polls, drawing on corruption-related data collected by a variety of 
reputable institutions. 

Cost benefit analysis Technique designed to determine the feasibility of a project or plan by quantifying costs and benefits 
including external costs and benefits. 

Countervailing tariffs An additional import tariff (tax) imposed on imported goods to offset subsidies provided to producers 
or exporters by the government of the exporting country. 

Creditor nations Those nations that have a balance of payments surplus on the current account. 
Creeping protectionism A period of time where import tariff rates rise and where countries introduce quotas and barriers to 

the mobility of labour and capital. 
Crowding in When an increase in government spending/investment leads to an expansion of economic activity 

(real GDP) which in turn incentivises private sector firms to raise their own levels of capital 
investment and employment. 

Crowding out The crowding out view is that a rapid growth of government spending leads to a transfer of scarce 
productive resources from the private sector to the public sector where productivity might be lower. 
Can also lead to higher taxes and interest rates which squeezes profits, investment employment in 
the private sector. 

Currency board system Under a currency board arrangement there exists a legislative obligation to exchange domestic 
currency for a specified foreign currency at a fixed exchange rate. 

Currency reserves Money or other assets held by a central bank or other monetary authority so that it can pay if need be 
its liabilities (debts). 

Currency union A group of countries (or regions) using a common currency – for example 19 countries that have 
entered the single European currency (as of January 2017). 

Current account Measures the difference between money and credit going in and out of an economy (through exports, 
imports and income paid on assets both home and abroad). 

Current account deficit The amount by which money relating to trade and investment income going out of a country is more 
than the amount coming in. 

Customs union A group of countries that abolish tariffs and quotas between member nations to encourage free 
movement of goods and services. Adopt a common external tariff on imports from non-members 
countries. The European Union is a customs union. 

De-coupling Where output rises and environmental impacts fall. 
Debt burden Debt that a business or country has normally expressed as a share of GDP. 
Debt deflation When falling prices lead to an increase in the real cost of servicing / repaying debt. 
Debt forgiveness The cancelling by a creditor of a debt to a country or a company. 
Debt relief Cancellation, rescheduling, refinancing of a nation’s external debts. 
Debt servicing The repayment of interest and principle to external creditors. 
Debt sustainability The ability to manage debts so they do not grow and impede economic stability/growth. 
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Unemployment When someone is of working age, and is willing and able to work, but cannot find a job. There are 
various types / causes of unemployment: 

• Classical (caused by intervention in the labour market that raises the wage above the market 
equilibrium e.g. National Minimum Wage or Trade Union activity) 

• Cyclical / Demand-deficient / Keynesian (caused by weak aggregate demand, reducing 
the demand for labour) 

• Frictional (caused by workers seeking a better job; or who are in-between jobs) 
• Involuntary (a situation where a worker is willing to work at the going wage rate but cannot 

find a job) 
• Seasonal (workers without jobs due to the time of year where there are seasonal changes in 

employment e.g. fruit-pickers in summer, retail jobs pre-Christmas) 
• Structural (caused by lack of skills for the jobs available; a result of deindustrialisation or 

other structural changes in an economy) 
Unemployment trap A situation in which there is little financial incentive for someone who is unemployed to start working 

because the combined loss of welfare benefits and need to pay income tax and other direct taxes 
might result in them being worse off. 

Union density The percentage of a labour force that belongs to a trade union. 
Unit labour costs The average cost of labour per unit of output; effectively, the proportion of the cost of production of a 

product accounted for by labour costs. Calculated using the formula: Unit labour cost = total labour 
cost ÷ total level of output. (ULC = TLC/Q) 

Universal Credit A new type of single monthly benefit designed to replace 6 separate benefits for people who are on 
low income or out of work. It replaces the following benefits: 

• Income-based Jobseekers Allowance (JSA) 
• Income Support 
• Child Tax Credit 
• Working Tax Credit 
• Housing Benefit 

Wage differentials The difference in wages between workers. The term can refer to differences in wages between 
differently skilled workers in the same industry, or similar-skilled workers in different industries. 

Wage elasticity of 
demand for labour 

The responsiveness of the demand for labour to a change in the wage rate of labour. Calculated using 
the formula: %ΔDL ÷ %ΔW. 

Wage elasticity of supply 
of labour 

The responsiveness of the supply of labour to a change in the wage rate of labour. Calculated using 
the formula: %ΔSL ÷ %ΔW. 

Wealth The value of assets owned by a household. Assets can include property, shares and savings and 
marketable wealth such as antiques and other rare items. 

Wealth inequality The degree to which wealth is distributed unequally across a population; inequality can be shown 
using a Lorenz Curve and measured using the Gini coefficient. 

Wildcat strike Also known as “unofficial industrial action”, a wildcat strike is taken by unionised workers without 
official approval or authorisation by union officials. 

Working age population According to the OECD, this is everyone in an economy aged between 15 and 64 who is willing and 
able to work. In the UK, we tend to consider the working age population as being between 18 and 65. 
Effectively this is the same as the labour force. 

Working Time Directive A Directive is an EU law that must be applied in all EU member states. 
The main provisions in the Working Time Directive are: 

• Rest of at least 11 hours in every 24 hours 
• Maximum 48 hour working week 
• 1 day off in every week 

Under-employment Under-employment occurs when people are counted as looking for an additional job or actively 
searching for a new job with longer hours to replace their current (main) job. They want to work longer 
hours in their current job. Under-employment can be rising even though unemployment is declining. 

Zero hours contracts Zero Hours Contracts do not guarantee a minimum number of working hours each week. In the UK 
labour market, People on “zero-hours contracts” are more likely to be young, part time, women, or in 
full-time education when compared with other people in employment.  
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Monetary policy Monetary policy involves changes in interest rates, the supply of money & credit and exchange rates to 
influence the economy. 

Monetary stability Monetary stability means stable prices and confidence in the currency.  Stable prices are defined by 
the Government's inflation target, which the Bank of England seeks to meet through the decisions 
taken by the Monetary Policy Committee. 

Money market This is the market for short term loan finance for businesses and households. Money is borrowed and 
lent normally for up to 12 months. Includes inter-bank lending i.e. the commercial banks providing 
liquidity for each other. The money market also includes short term government borrowing e.g. 3-12 
month Treasury Bills – to help fund the government’s budget (fiscal) deficit. 

Money supply The money supply is the total amount of money in circulation in a country or group of countries in a 
monetary union. A distinction is made between narrow & broad money. 

Moral hazard Moral hazard exists in a market where an individual or organisation takes many more risks than they 
should do because they know that they are either covered by insurance, or that the government will 
protect them from any damage incurred as a result of those risks. 

Narrow money A measure of the money supply. The narrow money definition of the money supply is a measure of the 
value coins and notes in circulation and other money equivalents that are easily convertible into cash 
such as short term deposits in the banking system. 

Nominal interest rate The nominal interest rate is the interest rate on a loan or on savings deposits unadjusted for the rate of 
inflation. 

Non-performing debt Non-performing debts are debts on which creditors have not made payments in more than 90 days. If a 
bank decides to write-off these debts, it creates damage on their balance sheets. 

Peer to peer lending Peer-to-peer lending happens when individual savers are able to lend directly to borrowers, often 
through online peer-to-peer lending platforms. Market participants include Zopa (launched 2005), 
Crowdcube (launched 2009), Funding Circle (launched 2010), Rate Setter (also launched 2010) and 
Thincats (launched 2011). Both the investor and the borrower benefits as the lender achieves higher 
interest rates and the borrower lower interest rates than would be on offer if either had gone through a 
commercial bank. 

Principal agent problem This situation exists when one person (i.e. the agent) is able to make decisions on behalf of another 
person (i.e. the principal), but the principal is unable to adequately supervise the agent. This can result 
in the agent acting in his/her own best interests rather than the interests of the principal. 

Private banks Private banks provide wealth management services to high net worth individuals. Some of these banks 
are owned by larger banks, for example Coutts (RBSG), and Cater Allen (Santander). Some are part of 
investments banks (e.g. BNP Paribas, Credit Suisse and UBS Wealth Management). 

Private sector debt Private sector debt is owed by private businesses and households. Companies / businesses may have 
borrowed to finance investment (corporate sector debt). Households have loans for example credit card 
debt, retail store card debt and mortgages on properties. 

Prudential Regulation 
Authority (PRA) 

The PRA is part of the Bank of England and is responsible for the prudential regulation and supervision 
of around 1,700 banks, building societies, credit unions, insurers and major investment firms. The PRA 
focuses on the solvency of specific financial markets such as: Insurance providers, Buy-to-let mortgage 
lenders, Credit unions and other specialist lenders. 

Public sector debt Public sector debt is owed by central and local government and by public (state-owned) corporations. 
Quantitative easing A central bank uses quantitative easing (QE) to increase the base supply of money in the banking 

system and encourage banks to lend at cheaper interest rates i.e. to small & medium sized businesses. 
Real interest rate The real rate of interest is important to businesses and consumers when making spending and saving 

decisions. The real rate of return on savings is the money rate of interest minus the rate of inflation. So 
if a saver is receiving a money rate of interest of 6% but price inflation is running at 3% per year, the 
real rate of return on these savings is only + 3%. Real interest rates become negative when the 
nominal rate of interest is less than inflation. 

Reserve assets ratio A reserve assets ratio for a bank which sets the minimum liquid reserves that a bank must maintain in 
the event of a sudden increase in withdrawals. A high reserve assets ratio may limit the lending that a 
bank is able to do – it must maintain higher amounts of cash. 

Shadow banking Non-deposit taking financial intermediaries including investment banks, hedge funds. 
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have profound effects on how we make socioeconomic decisions. Patience and self-control are often in 
short supply when faced with daily decisions. 

Libertarian paternalism The idea of libertarian paternalism might seem to be an oxymoron, but it is both possible and perhaps 
appropriate for the government to affect behaviour while also respecting personal / individual freedom 
of choice. 

Loss aversion People tend to focus on potential loss more than potential gain. A loss is more painful to people than an 
equivalent gain is rewarding to them. 

Mandated choice A situation or scenario in which people must make a decision in advance with respect to whether they 
wish to participate in a particular action – they are required by law to make that choice. These 
decisions are usually “public policy” decisions e.g. deciding whether to donate your organs when you 
die, deciding whether to make a “living will” etc. 

Mental accounting A common phenomenon in which people treat money differently depending on its source and its 
intended/planned use. For example, we often treat spending on credit cards as different to spending 
cash, or refuse to buy themselves a new gadget only to be delighted to be bought the same gadget by 
their spouse who used money from their joint account. 

Negative framing A technique used by choice architects in which someone is persuaded to make a decision based on 
negative consequences e.g. if you choose to park in that space then there is a chance that your car 
could be towed away. 

Nudge A nudge is a technique used by choice architects in order to change someone’s behaviour in an easy 
and low-cost way, without reducing the number of choices available. We often see it described as 
“non-enforced compliance”.  
Choice architects and policy makers aim to change people’s behaviour and alter their decisions more 
effectively using a nudge rather than legislation or direct enforcement. It has been described as 
“libertarian paternalism”. 
Nudge theory is generally used to describe situations where nudges are used to improve the life and 
wellbeing of people and society.  
President Obama established the White House Social and Behavioural Sciences Team and the UK 
government has the Behavioural Insights Team (BIT) – these make active use of nudge theory to 
improve social outcomes. 

Partitioning  A technique by which consumption can be reduced by packaging something into smaller amounts. 
When something (e.g. money, a packet of crisps, sweets) are packaged into separate, smaller 
packages, then consumers face more decision points which can slow the rate of spending or 
consumption. 

Peak end rule This is a psychological heuristic in which people frequently judge an experience largely based on how 
they felt at its peak (i.e., its most intense point) and at its end, rather than based on the total sum or 
average of every moment of the experience. For example, how a routine medical procedure ends or 
the sense of satisfaction at the end of a sporting match. 

Placebo effect A medical phenomenon where an external stimulus (such as a sugar pill) can have an effect on the 
effectiveness of treatment even if the medication or procedure is fake. 

Positive framing A technique used by choice architects in which someone is persuaded to make a decision based on 
positive consequences e.g. if you make a donation to our charity today we promise never to ask you for 
money again. 

Priming Our behaviour is influenced by cues that work subconsciously and prime us to behave / choose in 
certain ways. For example, the playing of certain types of music in a shopping mall / priming through 
aroma e.g. by the placing of a bakery in the supermarket. 

Reciprocity People often have tendency to return another’s action with another equivalent action. 
Restricted Choice Because of the existence of bounded rationality, consumers can find it really difficult to make 

effective decisions when the number of choices or options is large; this may result in them failing to 
make any decision. Therefore, restricting the number of available choices may be more likely to cause 
consumers to act and actually make a decision, resulting in a more efficient outcome.  

Social networks Traditional economics assumes that people make choices independently of one another. Behavioural 
economists believe that most decisions are taken in a social context within social networks. 
Individuals are influenced by social preferences, identities, and norms. Many people imitate the 
behaviour of others almost automatically. 


