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 Glossary of Selected IPE Related Terms 
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Term(Sources in endnotes) Definition 

arbitrage (Pronounced “are-buh-trahdge”) – Profiting from simultaneous (or nearly simultaneous) price differences in different markets. 

backward integration1 A company begins producing raw materials that were previously supplied by other companies. 

balance of payments2 
The total of all the money coming into a country from abroad minus all of the money going out of the country during the same 
period. This is usually broken down into the current account and the capital account.  

bourgeoisie  
In Marxist thought, the owners of the means of production. Pronounced “bore-jwah-zee.” The adjective form is bourgeois 

(pronounced “bore-jwah). See also proletariat.  

BRIC economies/countries or 
BRICs 

Brazil, Russia, India and China. The term was coined by a Goldman Sachs analyst who predicted these large and fast growing 
emerging economies would constitute a large percentage of future global economic growth and a larger percentage of overall 
production. (See also, and contrast with BRICS.) 

BRICS or BRICS 
economies/countries 

The original BRIC economies—Brazil, Russia, India, China—plus South Africa. In the original formulation, the lower case “s” was to 
make the term plural. The capital “S” denotes the inclusion of South Africa into the group.   

BRICSAM 

economies/countries3 
Brazil, Russia, India and China, South Africa, ASEAN-4 (Indonesia, Malaysia, Philippines and Thailand), Mexico, South Korea, Egypt, 
Iran, Nigeria and Turkey.   

capital account4 

Long-term capital flows, such as money invested in foreign firms, and profits made by selling those investments and bringing the 
money home; and short-term capital flows, such as money invested in foreign currencies by international speculators, and funds 
moved around the world for business purposes by multinational companies. These short-term flows can lead to sharp 
movements in exchange rates that have little relation to what currencies “should” be worth judging by fundamental measures of 
value such as purchasing power parity (PPP).  

capital controls5 
Government imposed restrictions on the ability of capital to move in or out of a country. Examples include limits on foreign 
investment in a country's financial markets, on direct investment by foreigners in businesses or property, and on domestic 
residents’ investments abroad.  

ceteris paribus6 
Latin, meaning "with other things [being] the same," or "all other things being equal." Used by economists to isolate the effects 
of a given phenomenon or concept.  
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currency board 
A “super” fixed exchange rate. Here the government has in its reserves an amount of hard currency (gold, other currencies, etc.) 
that is equal to the amount of its own currency that exists.  

current account7 

The portion of the balance of payments that includes 
1) visible Trade (known as merchandise trade in the United States), which is the value of exports and imports of physical goods; 
2) invisible Trade (trade in services) which is receipts and payments for services, such as banking or advertising, and other 
intangible goods, such as copyrights, as well as cross-border dividend and interest payments;  
3) private transfers, such as money sent home by expatriate workers; and  
4) official transfers such as international aid. 

deflation8 
Deflation is inflation's opposite, when prices in general fall and the purchasing power of money increases. (See also inflation-
related terms).  

derivatives9 
A financial asset—traded on an exchange—that derives its value from some other underlying asset such as a commodity (e.g. oil, 
corn), stock market indices. Economists argue whether these serve the valuable function of spreading risk or if they simply add 
speculative volatility. Examples of derivatives include futures, options and swaps.  

depression 
Best described by a joke: a recession is when your neighbor has lost his or her job. A depression is when you have lost your job. 
(See entry for Recession/Depression for serious coverage.) 

dirty float10 When governments let markets set the value, but governments intervene if they don’t like where the market is going.  

disinflation11 When the overall level of prices is still rising, but its growth rate is slowing. (Typically in a recession.)  

ex ante Coming before an event. Contrast with ex post.  

ex post Coming after an event. Contrast with ex ante.  

entrepôt trade12 
(Pronounced “On-tray-poe”) – Trade through an intermediary country with only slight modification to the products. E.g. Hong 
Kong specializes in entrepôt trade by channeling trade from China to the rest of the world. 

expropriation (direct &  

indirect expropriation)13  

The nationalization (without choice) of privately owned property. Direct expropriation is the “taking” of said property (another 
informal name); the transference of ownership from private to government. This generally comes with compensation, although 
argues about fair payments are common. Indirect expropriation is when a state regulation leads to deprivation of economic 
value to the extent as if the property had been taken. E.g. If a regulation no longer allows a given economic activity and thus the 
property no longer holds value as if the property had in actuality been taken, it could be considered an indirect expropriation.  
However, in international public law, and in some ISDS (Investor-State Dispute Settlement) agreements, there is a police powers 
doctrine—that non-discriminatory regulatory actions designed to protect legitimate public welfare such as health, safety and the 
environment do not constitution an indirect expropriation.  
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externality 

Costs (or benefits) from an economic activity that are not paid for (or gained) by those engaging in that economic activity. More 
technically, an externality is any cost or benefit going to society that is not represented in a company’s cost curve (i.e. is external 
to the cost curve). The pollution generated by a coal-burning plant may harm society’s health, lower worker productivity through 
illness are both costs for which the power company does not pay (unless a Pigovian tax is imposed).  

fixed band14 
When the government places an upper and lower limit on a currency's value. The government lets the value of the currency float 
within the band, but keeps its currency within the band levels.   

fixed exchange rate15 
A currency that is pegged to another currency or set of currencies or gold or some other asset. Governments need to intervene in 
currency markets (buy/sell currency) in order to keep the currency at the appropriate (the pegged) level. Note: the pegged level 
can be changed. 

floating exchange rate When government let markets set the value for foreign exchange.  

forward integration16 When a company undertakes further finishing of a product, such as final assembly or distribution.   

forward market The price of a given item at some point in the future (two days or more). Compare with spot market. 

FX Common abbreviation for foreign exchange.  

haircut 
When a debtor negotiates to lower the value of the debt owned by creditors in exchange the agreement to actually pay the 
lowered value of debt. Why accept a haircut? Because the debtor is defaulting or is likely to default and thus creditors fear 
getting nothing.  

horizontal integration17 
(Aka lateral integration) – When a company specializes at one particular level in the production/distribution of a product rather 
than engage in a number of successive stages.  

hyperinflation18 
When inflation is extremely pronounced, rising and is, without question, damaging. In 1923 Germany, for example, prices leapt 
over 2,000% in just one month; this is clearly hyperinflation. There is not one agreed upon level of inflation that constitutes the 
threshold over which inflation is considered hyperinflation. One common standard, however, is inflation of 50% or more.  

hysteresis19  
When the relationship between economic variables does not return to equilibrium when a temporary shock dissipates. Also, and 
less commonly in economics, when there is a substantial time delay between cause and effect.  
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Import Substitution 

Industrialization (ISI)20 

ISI is a development strategy in which developing countries seek to domestically produce selected industrial goods that they are 
or were recently importing. This involves the following clusters of policies: 
INDUSTRIAL POLICY  

 Form state-owned firms 

 Form mixed economic enterprises—part state, part private 

 Require government purchase from national firms  

 Require foreign firms to establish joint ventures 

 Pressure foreign firms to increase local content 
INTERNATIONAL INSTRUMENTS  

 Tariffs on final goods 

 Quotas on imports 

 Exchange rate overvaluation 

 Exchange rationing (capital controls) 

 Import licenses 
FISCAL AND MONETARY POLICY  

 Subsidies for cheap inputs such as electricity  

 Subsidies for public transportation  

 Tax breaks in production  

 Preferential interest rates  

 Accommodating monetary policy  

inflation-related terms 

Inflation – When the overall price of goods and services rises and the purchasing power of money drops.  
Deflation – Inflation’s opposite: when prices in general fall. The purchasing power of money increases. This can be recessionary: 
why spend today when the price will be lower tomorrow.  
Disinflation – When the overall level of prices is still rising, but its growth rate is slowing. (Typically during a recession.)  
Reflation – When money’s value is increased to get to a previous level (after a period of deflation).  
Hyperinflation – When inflation is extremely pronounced. No agreed-upon standard for how high constitutes hyperinflation, but 
50% is a common measure. (See separate Hyperinflation entry from more.)  

inflation21 
When the overall price of goods and services rises; i.e. the purchasing power of money declines.    See also inflation-related 
terms entry.  
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Investor-State Dispute 
Settlement (ISDS) 

Provisions in trade or bilateral investment agreements (BITs) that detail how disputes will be settled between foreign 
corporations that have invested in a country and the country’s government (national and sub-national levels of government). To 
supporters of pro-corporate ISDS provisions, these provisions ensure that corporations are not subject to less than functional or 
highly political judicial systems. To detractors of pro-corporate ISDS provisions, corporations avoid following the country’s 
domestic laws regarding the environment, worker safety, labor rights, and etcetera, by setting up alternative dispute resolution 
mechanisms. The country needs the investment more than the company needs that particular country, so bargaining favors 
corporations since they can easily invest elsewhere instead. Moreover, they note that the existence of ISDS provisions may lead 
to regulatory chill.  See police powers doctrine and laxity, competition in entries.  The first ISDS provisions date to 1959; they 
have grown quickly with thousands of BITs and trade agreements creating a patchwork of thousands of idiosyncratic ISDS 
provisions.22  

invisible trade23 The (primarily) British term for trade in services.  

IPE International Political Economy  

ISDS See entry for Investor-State Dispute Settlement 

ISI See entry for Import Substitution Industrialization  

laxity, competition in  
When countries (or other levels of government) seek to have lower taxes or weaker regulations in order to attract investment. 
Critics of unregulated globalization argue this leads to a race to the bottom.  (See also externality entry).  

market/company integration 

terms24 

Vertical integration – Market structure in which a company undertakes a number of successive stages in the supply of a product 
rather than operating at only one stage (The latter is horizontal integration, see below).  
Backward integration – When a company begins producing raw materials that were previously supplied by other companies.   
Forward integration – When a company undertakes further finishing of a product, such as final assembly or distribution.  
Horizontal integration – aka lateral integration – When a company specializes at a particular level in the production and 
distribution of a product rather than engage in a number of successive stages.   

merchandise trade25 Also called visible trade (especially outside of the US).  Merchandise trade is the value of exports and imports of physical goods. 

Minsky cycle,  
Minsky moment, or more 
formally, Minsky’s Financial 
Instability Hypothesis 

Investors and regulators lose their memory of the last financial crisis and stop including risk in their investment and regulation 
decisions and valuations. As a bubble builds, investments include “increasingly exotic and complicated financial tools that 
disguise the extent of leverage” thus growing the bubble until risk aversion returns and crisis begins.26  “Over periods of 
prolonged prosperity and optimism about future prospects, financial institutions invest more in riskier assets, which can make 
the economic system more vulnerable in the case that default materializes.”27 The Minsky moment is when a bubble economy 
shifts from risk-seeking to risk-aversion, thus creating a sudden drop in asset valuation and thus a crisis. After the crisis, risk is 
included in investment decisions and regulations for a time… until the lesson is once again forgotten.  

nominal prices & real prices 
Real prices take inflation into account, nominal prices do not. Another way of saying this is that real prices take purchasing 
power into account. 
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Non-Tariff Barrier (NTB) 
Non-tariff regulation that inhibits trade, such as a quota or any regulation that inhibits imports from abroad, including regulations 
whose primary purpose is not protectionist. As tariffs come down, NTBs become more consequential. When health, safety and 
environmental regulations are considered NTBs, NTBs can become highly politicized.  

Nash equilibrium  
In economics and game theory, a stable system in which no participant can gain from unilateral action unless others change their 
strategy.  

optimal currency area 
aka 
optimum currency area 

For shared currencies to absorb economic shocks effectively, labor markets in the countries should be mobile, prices and wages 
should be flexible, and there should be an automatic system redistribute fiscal policy to shift money toward areas harmed by the 
shock. Robert Mundell associated with the term28.  

Philips curve29 

The trade-off between inflation and unemployment. Using monetary policy to stimulate economic growth (and thus lower 
unemployment) will increase inflation and monetary policy to decrease inflation will raise unemployment.  Or rather, lowering 
unemployment beyond a certain point will lead to increased inflation. (And more technically still, modern versions of the Philips 
curve note the trade-off is between unemployment expectations and inflation. The “point” of employment referred to above at 
which inflation expectations change is called the Non-Accelerating Inflation Rate of Unemployment, or NAIRU).  

Pigovian tax Pigovian subsidy 

(also spelled  Pigouvian)30 

A tax (or subsidy) on negative (or positive) externalities in order to include the societal costs (or benefits) into a producer’s cost 
curve. E.g. a carbon tax on gasoline would help accurately reflect the societal costs of gasoline production. Named for economist 
Arthur Pigou.  

police powers doctrine31 

A legal doctrine in international public law and specifically in some ISDS agreements that non-discriminatory regulatory actions 
designed to protect legitimate public welfare such as health, safety and the environment do not constitute an indirect 
expropriation (see expropriation, indirect) (aka a taking). 

price discrimination, degree 
of 

Price discrimination is when a seller sells a product charging different prices to different customers, without different costs to 
justify the different prices. A counter example: selling an item for a higher price far away than close because there are extra 
transportation costs in the far away product is NOT price discrimination because there is a cost differential to explain the 
different prices. First degree price discrimination is when the price differentiation is based on who the customer is. Second 
degree price discrimination is when the price differentiation is based on the quantity sold. (50₵ each vs. 3 for $1.00.) Third 
degree price discrimination is when the price differentiation is based on location of the buyer (not based on transportation or 
other costs).32 

proletariat In Marxist thought, the workers. See also bourgeoisie.  

race to the bottom 
Governments lacking tax revenue and regulatory capability because they are competing for investment by lower taxes and 
weakening regulation (competition in laxity). There is plenty of anecdotal evidence for this, but most investment continues to 
flow from the developed world to other parts of the developed world.  

real prices & nominal prices 
Real prices take inflation into account, nominal prices do not. Another way of saying this is that real prices take purchasing 
power into account. 
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recession & depression33 

A recession is when your neighbor has lost his or her job. A depression is when you have lost your job. While this is a common 
joke, in reality economist do not have a precise definition of recession or depression. Many commentators use a decline in GDP 
for two consecutive quarters to define a recession. However, the group of economists charged with officially declaring 
expansions and contractions—NBER's Business Cycle Dating Committee—says it has no one standard and instead looks at a wider 
array of evidence. Depressions are more severe than recessions and also have no standard definition. A drop of 10% in economic 
activity is often, but not always used.  

reflation See entry for inflation-related terms.  

regulatory chill34 
When Investor-State Dispute Settlement (ISDS) provisions favoring corporate legal challenges to government regulations lead 
governments to avoid issuing health, safety, environmental or other regulations that they would otherwise issue.  

Schumpeterian industry35 

One in which the dominant producer(s) seemingly have little competition in the marketplace, but may nevertheless be 
completely swept away by new technologies and are therefore less dominant than it may appear. Those dominant producers 
were the very firms that would have sufficient resources and to make long-term research and development investments (and 
whose market dominance would position them from fully taking advantage of any gains from said R&D).    

seigniorage    

(Pronounced “senior-edge”) – The profit a government obtains by printing money and spending it (equal to the money’s value 
minus the costs of printing/minting the money).  Note, however, that this is inflationary and thus makes the value of the currency 
go down, ceteris paribus. Note, there is also negative seigniorage. For instance, it costs the US government more than one cent to 
make a penny and more than a nickel to make a nickel.  

spot market 
The market for immediate transactions (i.e. on the spot). In currency trading, on the spot means delivery and payment within 
two days. Compare with forward market.  

supply side economics36 

A school of thought emphasizing that the main source of a country's economic growth is constant improvement in the efficiency 
in resource allocation in the production of goods and services. Policy should focus on removing government barriers to higher 
productivity, especially tax laws (specifically high marginal rates of personal income and corporate taxes). Supply side proponents 
argue such laws create damaging disincentives to work and invest (and also encourage investment to be less efficient). Other 
Supply-side policies include deregulation, free trade, and fewer government subsidies. Supply-side economics became known to 
the public during the 1980s because of its advocacy for what became called Reaganomics. Also associated with Supply-side 
economics is the Laffer Curve, named after Arthur Laffer, which argues government revenue will increase when tax rates go 
down due to the extra economic activity that will be created. At zero percent tax rates, the government will receive zero tax 
revenue. At 100% tax rates, the government will also receive zero revenues. Thus lowering the tax rate from 100% downward will 
increase tax revenue because it increases business activity from which the government draws it revenues. Similarly, increasing 
the tax rate from zero will also increase revenue. What is not known—and is much argued about—is at what tax rate, rising from 
zero, do revenues stop increasing and begin declining and at what tax rates, decreasing from 100%, do tax revenues stop 
increasing and begin to decrease?  
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tax compliance, avoidance 

and evasion37 

Tax compliance: Taxation in accordance to all national/local laws ensuring taxation matches location of economic activity.  
Tax evasion. Illegally avoiding taxation by not declaring taxes, artificially and illegally shifting economic activity to avoid taxation.  
Tax avoidance: (Also called aggressive tax avoidance) The grey area between tax compliance and evasion. The arguably legal 
shifting of economic activity to ensure lower taxes, no taxes, or a delay in tax payment. Tax planning that is arguably, i.e. 
questionably, legal. The difference between evasion and avoidance? “The thickness of a prison wall.”  

technological 

unemployment38  
Job loss due to technological change. The term was coined by Keynes.  

vertical integration39 
Market structure in which a company undertakes a number of successive stages in the supply of a product. Instead of operating 
at only one stage (horizontal integration).  

visible trade40 
Known as merchandise trade in the United States, imports and exports of physical goods of all types such as manufactured goods 
and primary goods.  
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