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A
Absolute poverty: severe deprivation of basic human needs, including food, safe drinking water, sanitation facilities, health, shelter, education and information (UN definition). Effectively characterized by income below 1.25 USD/day.
Accounting identity: the current account and capital account must sum up to zero. In practice, the difference between the two is due to statistical discrepancy. Notice that the IMF separates currency transactions from the capital/financial account. The sum of current and financial accounts thus equates foreign reserve accumulation at the Central Bank.
Accra agenda for action: published in 2008, offers three areas to reach the goals of the Paris declaration: ownership, inclusive partnerships, and measurable and accountable results.
Assets: economic resources capable of producing value. Usually refers to labour, capital, human capital.
Adverse selection: in the absence of reliable information on the quality of products, the market effectively drives out good products, thus offering a suboptimal equilibrium where only bad products are exchanged.
Asymmetries of information: adverse selection and moral hazard.
B
Balance of payments: account of all transactions between a country and the rest of the world. It is composed of the current account and the capital account. 
Balance-of-payments crisis: cf. currency crisis.
Banking run: simultaneous withdrawal of bank deposits, generally caused by the self-fulfilling belief the bank might not be solvent anymore.
Blend: is said of countries which have access both to IBRD and to IDA financing lines. They are thus both relatively poor and creditworthy.
Brady plan: IFI and US sponsored in 1989 a debt restructuring plan for developing countries involving debt restructuring, official guarantees to creditors, and debt-to-equity swaps.
Bond: instrument of debt, possibly negotiable on a secondary market.
Bubbles: Excessive growth of the value of a category of assets. Economists do not have, unfortunately, a theory of what excessive growth actually means.
Busan partnership: resulted from the forum on ODA effectiveness held in Busan in 2011, on the inclusion of new players – private and emerging public donors such as China and India – in coordinated development strategies emphasised by the Paris declaration.
C
Capital account: account of all transactions between a country and the rest of the world that involve a transfer in ownership of assets. The second account of the balance of payments. The IMF calls it the financial account, and speaks of the capital account only in the case of transfers involving transfers of ownership, such as debt forgiveness. 
Capital adequacy: ratio of capital to credits outstanding a bank must hold to comply with the requirements set by the national regulator.
CIRR (commercial interest rate reference): published by the OECD, it is a reference for the discount rate used in NPV computations by the IMF.
Cobb-Douglas: standard production function involving two substitutable assets and TFP.
Commercial banks: banks specialised in gathering deposits and creating money through commercial lending to corporations and households.
Comparative advantage: a model of international trade which exposes the benefits of international trade when countries have different relative efficiency in the production of various goods, even though one country might have an absolute advantage in all sectors.
Competitiveness: usually distinguished between price- and cost-competitiveness. The former is associated with the external value of a currency, which directly impacts the price of national products relative to their competitors; the latter is associated with the costs of production, labour cost, administrative hindrances, etc.
Concessionality: a loan is said to be concessional by the IMF if the grant element is at least 35%, with the CIRR as discount rate. It is said to be concessional by the DAC if the grant element is at least 25% with a discount rate of 10%.
Conditionality: use of conditions attached to a loan, debt relief or any form of official assistance. Usually concerns institutional reform and economic policy implementation.
CPI (consumer price index): index of the price of a basket of goods typical of domestic private consumption. It thus may include local products as well as imported ones.
Contingent liabilities: refers to private liabilities which the state would de facto absorb in a “worst-case scenario” because the social cost of not doing so would be too high. Closely associated with the notion of too-big-to-fail, it is unclear whether contingent liabilities should be accounted for in the public debt.
Countercyclicality: vs. procyclicality. A characteristic of any policy that aims at stabilizing the economy is that it must be countercyclical. 
Core inflation: long-term inflation, usually computed by excluding volatile prices, such as food and energy, from the usual measure of inflation.
Correlation (statistical): relationship by which two statistical variables tend to display a common pattern of variation (positive correlation) or an opposed pattern (negative correlation). Not to be interpreted as a causal relationship in absence of further tests.
CPIA (country policy and institutional assessment): governance index devised by the World Bank which influences the allocation of IDA resources to countries.
Crawling peg: fixed peg with a controlled gradual depreciation of the currency.
Credit channel: the credit channels are two mechanisms of transmission of the monetary policy to economic outcomes. The narrow credit channel characterises credit provision, the wide credit channel characterises international relocation of funds across economies characterised by different interest rates.
Credit crunch: reduction in the availability of credits. Procyclicality of the provision of credits to the economy by banks makes the credit crunch a major issue in the handling of a financial crisis.
Crowding out: is said of mechanisms which mitigate the effects of a policy. f.i. a fiscal stimulus intended to boost domestic production can be crowded out by increasing demand for imports; private investment can be crowded out by public investment if it means reduced availability of funds.
Currency board: official body charged to maintain a fixed peg with another currency, and which usually overrules any other monetary objective. As such, it is a “strong” version of the fixed exchange rate regime.
Currency crisis: sudden devaluation of a currency, as a result of a speculative attack in the foreign-exchange market.
Current account: account of all transactions between a country and the rest of the world that involve goods, services, income and current transfers (ODA…). Income is here meant as the balance of factor income across the border. It is the first account of the balance of payments.
D
DAC (development assistance committee): forum of discussion on major development issues, ODA and poverty reduction, hosted by the OECD.
Debt: obligation from a debtor to a creditor, which involves repayment of an initial sum of money lent (the principal) plus interests, fixed or based on an external index or base rate. It can be expressed in any currency, and may involve many forms of special provisions.
Default: failure to repay a debt. 
Depreciation (of the ER): gradual decrease of the external value of a currency. The usage of devaluation is preferred when speaking of a fixed peg or any harder exchange rate regime.
Devaluation: official lowering of the external value of a currency in a fixed peg regime.
Discount rate: the rate at which a future payment is discounted today. For instance having 6 of something a year from now may be thought equivalent to having 5 today: the discount rate would then be 20%. 
Discrepancy (statistical): inconsistency between two alternative measures of a unique aggregate. f.i. GDP can be measured as the sum of expenditures or sector added value, which do not necessarily coincide in a weak statistical environment.
Dollarization: currency substitution for all or part of the transactions conducted in a country, usually because the national currency was unsuccessful at handling either or several of the usual functions of money: store of value, unit of account or medium of exchange.
DSF (debt sustainability framework): framework of analysis of the debt dynamics of low and middle income countries, co-sponsored by the IMF and the World Bank in the wake of the HIPC and MDR-initiatives. 
Dutch disease: term coined in 1977 by the Economist to describe the de-industrialization of the Netherlands when oil extraction began. More technically, it is now associated with a decrease of the price-competitiveness of the tradable sector in relation with the appreciation of the currency caused by mineral extraction and even sometimes ODA. 
E
ECF (extended credit facility): IMF concessional program (which came as a replacement of the PRGF) as a tool to address protracted balance of payments problems. Central financing facility of the IMF.
EFF (extended fund facility): IMF nonconcessional program, long term version of the SBA. 
Economies of scales: decreasing cost per unit of output. This assumption, or its converse (decreasing returns to scale) are at the heart of many theories, such as the infant industry argument, the Heckscher-Ohlin model vs. the new trade model, FTZ etc. 
Efficiency: resources are used so as to maximize production.
Elasticity: ratio of change. The Price-elasticity of demand, for instance, is the percentage of variation of demand as a result of a 1% variation in prices.
Equilibrium: economic forces are balanced. Examples of economic equilibriums include the competitive equilibrium, when supply balances demand thanks to the adjustment of prices, and the Nash equilibrium, where the entities react strategically to the other’s decisions.
Equity: residual claim on a company or an investment, usually associated with ownership.
Exchange rate: the “price” of a currency expressed in another. 
Externality: cost born by (negative) or benefit for (positive) another party uninvolved in the activity under consideration. It is a source of market inefficiency.
F
FCL (flexible credit line): IMF noncessional program, similar to the SBA but with no cap on available funding, intended for strongest performers. 
FDI (foreign direct investment): active investment into another country, by buying a company or expanding the activities of an existing company there. The difference with portfolio investment is often more legal than fundamental.
Financial account: the term used by the IMF to designate the capital account.
Financial crisis: term that covers a wide array of situation, usually characterised by a sudden decrease in the nominal value of an asset or a currency.
Financial deepening: increased access to financial services, usually associated with increased availability of liquid assets. Usual indicators of financial deepness are liquid liabilities to GDP, currency outside the banking sector to base money, financial deposits to GDP, private bond market capitalization to GDP and credit to GDP ratios.
Financial markets: a market in which entities can trade securities (bonds and stocks), commodities, currencies, derivatives, insurances. 
Financial policy: regulation or direct intervention of the government in the financial markets, whether to allocate funds, set interest rates, restrict capital flows, etc.
Financial repression: characterises a state where the government uses an array of financial policy tools so as to impact the allocation of funds. In its original definition by R. McKinnon and E. Shaw, it included control of the interest rates, direct allocation of credit, reserve and capital requirements, capital controls. 
Fiscal policy: covers any usage of taxation and spending by the government with the purpose of influencing economic outcomes.
Fiscal stimulus: expansionary fiscal policy, intended to increase aggregate demand.
Fixed exchange rate: regime in which the value of a currency is pegged to another, or to a basket of other currencies.
Floating exchange rate: regime in which the value of a currency fluctuates according to market forces on the foreign-exchange market.
FSAP (financial stability assessment program): joint work by the IMF (financial stability) and the World Bank (financial development) to assess the countries’ financial systems. 
FTZ (free-trade zone): geographic areas or legal status for companies focusing on exports of goods and services, and insulated from the customs authorities for their imports. Such companies are sometimes given additional fiscal incentives, or advantages on the job or on the credit markets. 
G
GCF (gross capital formation): investment in fixed capital and accumulation of inventories (does not take into account capital depreciation).
GDP (gross domestic product): market value of all final goods and services produced on the national territory during a year.
GDP deflator: index of the price of goods and services accounted for in the GDP.
GFCF (gross fixed capital formation): investment in fixed capital (does not take into account capital depreciation).
Gini coefficient: index of the distance to a state of perfect equality, on a scale from 0 to 1.
GNP (gross national product): market value of all final goods and services produced thanks to labour and assets supplied by a country’s residents during a year.
GNI (gross national income): GDP minus indirect taxes (sales tax).
Governance: traditions and institutions by which authority in a country is exercised. Selection and monitoring of the government, formulation and implementation of sound policies, respect for institutions (definition of the WB).
Grant element: the percentage of difference between the face value and the net present value of a loan. IFIs such as the IMF or the OECD usually refer to some conventions of discount rate rather than the market rate to compute the grant element of a loan.
H
Harrod-Domar: model which aimed at explaining growth by savings and productivity. 
HDI (human development index): composite index of life expectancy, education and income per capita.
Heckscher-Ohlin model: model of international trade which predicts countries will export goods and services intensive in their abundant factor of production. 
Herding behaviour: tendency of groups to act in coordination despite the absence of any coordination mechanism. Often characterises the behaviour of investors on financial markets.
HIPC (highly indebted poor country): the name of an initiative aimed at restructuring most of the official debt of countries characterised by high external indebtedness and low income.
Hyperinflation: high and increasing inflation. In terms of magnitude, inflation over 50% is usually called hyperinflation, meaningless as such a threshold may be.
I
IBRD (international bank for reconstruction and development): first of the five institutions of the World Bank group, designed to lend to middle-income countries and creditworthy low-income countries at market terms. A typical IBRD loan uses the 6-month libor as a reference interest rate, to which is added a country-specific spread to reflect the country risk.
IDA (international development assistance): third of the five institutions of the World Bank group, designed to lend to low-income countries at concessional terms. It also provides grants.
Inclusive growth: in a general sense, broad-based, shared growth. In a more narrow, but more operational sense, growth associated with no unemployment / with job creation.
Incompatibility triangle: of control of the monetary policy, of the exchange rate, and of allowing free movements of capital, only two objectives can be simultaneously implemented. 
Industrial policy: covers an array of measures aiming at encouraging the development of particular sectors of an economy. It may include financial instruments, labour-market regulation, special trade conditions etc.
Infant industry argument: increasing returns to scale may justify a period of trade protectionism to allow an industry to reach a critical mass before being submitted to international competition. 
Inflation: increase of a price index, usually the CPI, over a period of time, usually a year (otherwise it is often annualized to provide comparable statistics).
Inflation targeting: monetary policy where the Central Bank sets a target for inflation and uses various tools, in particular the prime rate, to reach that target.
Interest rate: rate at which interest is paid on a loan or a deposit.
Interest rate channel: mechanism by which a change of the interest rate served by the Central Bank on its deposits changes the allocation of funds between assets and savings.
Investment banks: financial institution focused on raising capital for its clients and providede related services.
IS-LM model: closed-economy model of the relationship between interest rate and GDP. The IS curve describes how an increase in interest rates might result in less consumption and investment, and more savings; the LM curve describes how an increase in GDP might result in more demand for money and thus higher interest rates.
ISI (import substitution industrialisation): trade policy which aims at replacing imports by local production, thanks mainly to protectionism measures and targeted subsidies.
K
Keynesian multiplier: factor by which an initial increase in government expenditure translates into additional growth. Initially thought to be higher than 1 (any additional consumption generates new investments etc.), it has more recently been estimated to be lower than 1.

L
Leverage: ratio of debt to equity, used a means to magnify financial gains and losses.
Liabilities: an obligation of a corporation, a bank, the state etc. arising from past transactions.
Liquidity: can be used of markets and of assets. A liquid market is a market where an asset can be sold without causing a significant movement in the market price. A liquid asset is an asset that can be mobilised immediately in economic transactions. 
London Club: created in 1976, it is an informal gathering of international private creditors, aiming at coordinating creditors of countries defaulting on their external debt held privately.
Lorenz curve: cumulative distribution function of the empirical probability distribution of income. The Gini coefficient is defined as (twice) the area between the Lorenz curve and the first diagonal of the x-y plane.
M
Market value: the price at which demand and supply meet, in the absence of any form of market distortions or imperfections.
Market imperfections: asymmetries of information, natural monopolies, public goods, externalities.
Marshall-Lerner: a devaluation is expected to improve the terms of a trade of a country. In the short term, though, the increased cost of imports may produce the opposite effect, and it empirically does. The two authors wrote a theoretical condition for that effect not to happen, thus usually not met in practice. 
Maturity: indicates the delay before the final payment of interests and principal of a credit.
MDR-I (multilateral debt relief initiative): initiative which went further than the HIPC, and offered full cancellation of their official debt to eligible countries.
Mismatch: a situation when the assets and liabilities of an entity have different financial characteristics, especially in terms of maturity or currency. A maturity mismatch may mean the entity does not have liquid assets to match short-term liabilities, and a currency mismatch becomes a problem when the currency in which assets are denominated or in which sales are conducted is devalued relative to the currency of the liabilities or costs.
Monetary policy: policy intended at controlling the supply of money, usually, but not always, through steering of the interest rate (contrary to intuition, money must be thought as being created when a bank grants a credit, not at the level of the Central Bank). 
Monetary union: group of countries which share a common currency. It is thought to be a very strong form of commitment to a fixed exchange rate between states. 
Moral hazard: tendency of actors to take excessive risk when they do not bear the full cost associated with these risks.
Mundell-Fleming model: extension of the IS-LM model to an open economy. 
Mundell’s triangle: cf. incompatibility triangle.
N
Net present value: sum of the present value of the cash flows of an entity. The Present value of a cash flow is the value of the cash flow discounted to reflect its value today. 
Nominal: opp. of real.
Non-tradable sector: cf. tradable.
NPL (non-performing loans): loan in default or near default. 
O
ODA (official development assistance): “Flows of official financing administered with the promotion of the economic development and welfare of developing countries as the main objective, and which are concessional in character with a grant element of at least 25 percent (using a fixed 10 percent rate of discount). By convention, ODA flows comprise contributions of donor government agencies, at all levels, to developing countries and to multilateral institutions. ODA receipts comprise disbursements by bilateral donors and multilateral institutions” (DAC definition). 
Official reserves: assets held by the Central Bank in the form of foreign currencies and sometimes gold to back its liabilities: deposits from banks, local currency etc. They can also be considered to be the assets of a state vs. the rest of the world, and should balance the short term external debt, the foreign-currency deposits, and are used to finance imports.
Open market operation: the sale of buy back of bonds by the Central Bank. It is the main tool of monetary policy.
Output gap: difference between actual GDP and potential GDP.
Overheating: GDP growth above its potential – inflationary growth. Usually associated with capital inflows, credit growth, inflation, asset price bubbles and increasing growth figures.
P
Pareto-efficiency: no entity can be made better without making another worse off. Notice that Pareto-efficiency does not necessary imply efficiency in the production maximising sense.
Paris Club: created in 1956, and hosted at the French ministry of Finance, the Paris Club is an informal institution aiming at coordinating official, bilateral and multilateral donors, in order to handle the case of countries defaulting on their official external debts. 
Paris declaration: declaration on ODA effectiveness signed in 2005, with a strong focus on ownership of development strategies at the level of national authorities.
Perfect competition: describes a market where no participant is big enough to affect market prices. It is a useful paradigm, but it needs several unrealistic assumptions (atomistic buyers and sellers, free entry, factor mobility, perfect information, decreasing returns to scale, no transaction costs, good institutions etc.) and should therefore not be interpreted as more than a paradigm. 
PLL (precautionary and liquidity line): IMF nonconcessional program, halfway between the SBA and the FCL. It involves no conditionality and no reform requirements. 
Policy mix: theoretical combination of the monetary and fiscal policies; though in practice such a combination seldom happens because of different time horizons between the Central Bank and the government. 
Portfolio theory: theory that explains the behaviour of investors in the face of various assets; it is thought to be at the heart of capital flows, exchange rate determination, procyclicality of investment in developing countries, herding behaviour etc., but it is so far too complex to be used as a prediction tool by economists. 
Potential GDP: theoretical notion which describes the highest possible level of output that can be achieved with full and efficient usage of the factors of production at the current level of technology, without inflation increasing. 
Poverty gap: income shortfall of poor people relative to poverty line, in % of the poverty line.
Poverty headcount: number of people under the poverty line.
PPP (purchasing power parity): theory which determines the external value of a currency by asking how much of either currencies is needed to buy the same basket of goods.
Primary balance: government revenue minus all expenditures except interest payment.
Primary market: market which deals with the initial issuance of new financial instruments.
Prime rate: usually refers to the main interest rate used by the Central Bank to drive the monetary policy.
Procyclicality: is said of a policy or behaviour positively correlated with economic fluctuations. For instance, the bank’s provision of credit is procyclical, which is one of the main issues posed by the financial sector.
PSI (policy-support instrument): IMF program involving no financial support but maintaining close policy engagement.
Public good: a good both nonexclusive and non-rivalrous. One’s consumption of it does not reduce availability to another, and no one cannot be excluded from its usage.
Q
Quantitative theory of money: simple equation that equates the value of all transactions in the economy (nominal GDP, or price times real GDP) with money usage (monetary base times the number of transactions each unit of currency can achieve).
R
RCF (rapid credit facility): IMF concessional program aimed at addressing emergency financing needs due to natural disasters and post-conflict issues (in replacement of ENDA and EPCA) as well exogenous shocks (in replacement of the rapid-access component of the ESF). 
Real: is said of an index deflated for price variations. f.i. real GDP growth is the growth of nominal GDP corrected by the GDP deflator ; real credit growth is the growth of credit corrected for a price index which needs to be made explicit.
REER (real effective exchange rate): its variations are usually interpreted as an indication of a variation of the price-competitiveness of a country. Effective means one considers a trade-weighted average of exchange rates; real means the relative values of the currencies are corrected for inflation. An increase in the REER means an increase of the purchasing power of a currency, and thus a decrease of the external competitiveness of this country’s exports. 
Relative poverty: defined at the national level as income below a threshold defined as a percentage of the median income. The World Bank also defines relative poverty as GNI per capita below a threshold revised annually, and uses the notion to elicit countries eligible to IDA lending.
Remittances: transfer of money from a foreign worker to his home country. 
Rent: income paid to a factor of production in excess of what is necessary to attract it in the production process. Economic theory usually provides two alternative technical definitions of rent: a Ricardian rent is the difference between the cost of production and the market price; a Paretian rent is the difference between the opportunity cost and the market price.
Rent-seeking: is said of any behaviour intended to distort the economic or political environment so as to generate and appropriate a rent. In particular, it includes conflict over the appropriation of land or of non-renewable resources, as well as distortions of the competition.
Resource curse: a term which accounts for the empirical stylized fact that countries with abundant mineral resources seem to be associated with less rather than more growth and overall development.
Revenue: any money received by a government to finance expenditures. There are tax and nontax revenue, the latter including seigniorage, rent on assets lent, royalties on mineral extraction etc. 
RFI (rapid financing instrument): IMF nonconcessional program, emergency version of the SBA.
Ricardian equivalence: assumption that individuals are far-sighted enough to take into account the intertemporal budget constraint. A public expenditure today is assumed to imply a tax tomorrow, for which individuals will thus save, meanwhile reducing their own expenditure. 
RoA (return on assets): a percentage to show how assets of a company or bank are profitable in generating income.
RoE (return on equity): a percentage to show how net assets, or ownership interests, of a company or bank are profitable in generating income.
S
SBA (stand-by agreement): IMF nonconcessional program for short term balance of payments problems. It is the central nonconcessional financing tool of the IMF. 
SCF (stand-by credit facility): IMF concessional program (in replacement of the concessional SBA and of the high-access component of the ESF) intended for short term balance of payments problems. 
Secondary market: a market where financial instruments that were previously issued can be bought and sold.
Seigniorage: government revenue derived from printing money at a cost inferior to its face value.
Social safety nets: policy designed to avoid the poorest to fall below a certain poverty level. It usually takes the form of a redistributive transfer, targeted at vulnerable populations.
Solow residual: empirical measure of the growth of TFP, effectively GDP growth which cannot be explained by factor accumulation in a Cobb-Douglas production function.
Solow-Swan model: also known as the neoclassical model of growth, which expanded the Harrod-Domar model to also account for productivity growth. It is based on the Cobb-Douglas production function. 
Solvency: an entity is solvent if its assets exceed its liabilities. It is sometimes abusively used to speak of the sustainability of the sovereign debt.
Spillover: cf. externality.
Spread: usually refers to the difference between the yield of a security and a reference security. Sovereign spreads are usually the comparison between the yield on a country’s sovereign security and that of a US t-bill. In Europe, the spread is usually measured as the difference to the interest rate on German bonds. 
Sticky prices: characterises the inertia of the response of prices to a monetary expansion.
Stolper-Samuelson theorem: if the price of a good increases, so will the return on the factor (wage if labour, return if capital etc.) in which that good is intensive. 
Structural: characteristic of the means of production. Is said of the form of the financial system, trade openness, the nature of regulation, the wage relation, social safety nets etc.
Subsidies: grant or financial assistance, generally provided by the government to firms in a sector, or to keep the price of a commodity artificially below its market value.
Systemic risk: risk of collapse of the entire economy, usually associated with the centrality and importance of one or a group of entities in a difficult financial situation.
T
Tariff: tax on imports (or exports).
T-bill: zero-coupon bond with a maturity of one year or less, sold at less than face value to generate a positive yield at maturity.
Terms of trade: price of exportable goods relative to the price of importable goods. It is an index of the competitiveness of a country.
TFP (total factor productivity): ratio of output to input factors.
Tradable sector: sector which produces goods and services which can be easily exported or, alternatively, whose transport costs are low and which are easily marketable elsewhere.  
Trade openness: usually measured as the sum of imports and exports relative to GDP, but it can also be taken in its de jure definition as the level of restrictions, tariff and non-tarriff barriers, to trade.
Trade policy: rules and regulations intended to restrict trade flows, usually imports. Trade policy tools include tariffs, as well as non-tariff barriers.
Twin crisis: simultaneous banking and currency crises.
Washington consensus: term initially coined in 1989 by Williamson to cover 10 areas of reform thought to be a universal platform for development. It soon came to be used pejoratively to qualify any excessively liberal platform of privatisation, liberalisation and deregulation.
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