Some key business words – economy and finance

Inflation  The effect of a general increase in the price of goods and services in an economy.

Hyperinflation   An extreme form of inflation, where the money supply in the economy is increasing very rapidly, in a way that is difficult to control. (syn. runaway inflation).

Money supply  The total amount of money held by all the people and organisations in a country at a particular time.

Stagflation   A combination of stagnation (low or negative growth) with high inflation and high unemployment.

Recession  Temporary reduction in business activity.  A recession is often officially defined as being a consistent fall in GNP over a period of six months.

Boom-bust cycle   An extreme form of the trade cycle or business cycle, in which a period of prosperity (boom) inevitably leads to a slow-down and even a depression (bust).

Balance of payments   The balance of a national account in which all international dealings resulting in payments of money during a certain period are recorded. Unlike the balance of trade, which includes only visible dealings (items of trade, plus gold and silver and coins), the balance of payments also takes note of invisible imports and exports (payments for banking, insurance, transport and other services).

Balance of payments/trade deficit   This shows that the country pays or owes more than it receives or is owed. The opposite situation is a balance of payments/trade surplus.

Budget   An account of probable future income (money coming in) and expenditure (money going out) during a stated period (eg. a year).

Exchange rate   The amount which one currency will buy of another currency at a particular time. (Also called rate of exchange).  
Interest rate   The relation between the payment received by a lender of money and the amount of money lent, expressed as a percentage per period of time (eg. 5% per annum).

Gross National Product (GNP)   The total wealth earned or brought into existence in a particular year by a country. It is the total value of all goods and services produced by a country during that year including net income from abroad.

Gross Domestic Product (GDP)   That part of the GNP that remains after subtracting the country’s net income from abroad.

Equity   The part of a company’s capital that is raised by selling shares.
To default   To fail to make debt repayments on time (or at all).

Insolvency   A company is in a state of insolvency if it is unable to pay its debts. An insolvent company ceases trading. The company (or individual) may then be declared bankrupt by a court of law. This will give them temporary protection from their creditors.

Receivers  These are specialised accountants who are appointed to deal with insolvent companies and, if possible, find someone to rescue the company. Companies in this situation are said to be in receivership.

Liquidation   If a company cannot be rescued, it is wound up, with the receivers or administrators selling what they can to pay off the debts. A company in this situation is said to be in liquidation.

Assets   Things of value or earning power to a firm are its assets. Current assets include cash, receivables (bills awaiting payment), bank deposits and trade investments (investments in other companies). Fixed assets include land, equipment, plant (industrial installations), buildings, and furniture. Assets such as plant and equipment that wear out over time or become outdated are said to depreciate in value.

Liabilities  Debts to lenders are referred to as liabilities. These could be short-term debts, such as debts to suppliers (current liabilities) or longer term debts to banks or financial institutions (long-term liabilities).

Balance sheet   Assets and liabilities are normally shown on a company’s balance sheet: a ‘photograph’ taken (normally once a year) of its financial situation at that time.

Profit and loss account   A company’s financial performance for a period of time is its results, which it reports in the form of a profit and loss account (often referred to as the P&L). This account indicates whether the company is making a profit or a loss. The account can be drawn up at any time during a financial year – so if the balance sheet is a ‘photograph’ taken once a year, the P&L is more like a ‘movie’ that can be used to establish the current trading situation at any given time.
