	High-powered money : 
	Also termed the monetary base, the total of currency held by the nonbank public, vault cash held by banks, and Federal Reserve deposits of the banks. This contains the monetary components over which the Federal Reserve System has relatively complete control and is often used as a guide for the Fed's money control ability and monetary policy. 




	M1 : 
	The narrow-range monetary aggregate for the U.S. economy containing the combination of currency (and coins) issued by government and held by the nonbank public and checkable deposits issued by banking institutions. M1 contains the two items that function as the medium of exchange. M1 is one of three monetary aggregates tracked and reported by the Federal Reserve System. The other two are designated M2 and M3. 




	Implicit price deflator : 
	A price index calculated as the ratio nominal gross domestic product to real gross domestic product. Also commonly referred to as the GDP price deflator, the implicit price deflator is used as an indicator of the economy's average price level. This price index is tabulated and reported every three months along with the gross domestic product, national income, and related measures that make up the National Income and Product Accounts maintained by the Bureau of Economic Analysis (BEA). 




	Insurance : 
	Transferring risk to others. The need for insurance occurs because people tend to be risk averse in many circumstances. As such, most of us are willing to pay for certainty. Those who satisfy this need for insurance, insurance companies for example, do so because they can pool risk. If insurance companies know the chance of some loss (an accident, illness, or whatever) and its cost, then they can divide this cost among a large group of risk averse types. The insurance company agrees to pay the cost of the loss and each of the risk averse types pay a risk premium, but get the peace of mind that goes with certainty. 




	Risk : 
	The possibility of gain or loss. Risk the calculated probability of different events happening, is usually contrasted with uncertainty the possibility that any number of things could happen. For example, uncertainty is the possibility that you could win or lose $100 on the flip of a coin. You don't know which will happen, it could go either way. Risk, in contrast, is the 50 percent chance of winning $100 and the 50 percent chance of losing $100 on the flip of the coin. You know (or think you know) that your probability of winning or losing is 50 percent because the coin has a 50 percent chance of coming up either heads or tails. 

	Risk averse : 
	A person who values a certain income more than an equal amount of income that involves risk or uncertainty. To illustrate, let's say that you're given two options--(A) a guaranteed $1,000 or (b) a 50-50 chance of getting either $500 or $1,500. If you chose option A, then you're risk averse. Both options give you the same "expected" values. In other words, if you select option B a few hundred times, then your average amount over those few hundred times is $1,000. 




	Risk premium : 
	This has two very closely related uses. First, it's what risk averse people are willing to pay to avoid a risky situation. For example, if you would be equally happy with a guaranteed $900 or 50-50 chances of getting$500 or $1,500, then you’re risk premium is $100. Second, it's the extra percentage points added to an interest rate to compensate for the risk of a loan. As a general rule, each 1 percent chance of default on a loan adds a risk premium of about 1 percent to the interest rate. 




	Risk neutral : 
	A person who values a certain income the same as an equal amount of income that involves risk or uncertainty. Let's say that you're given two options--(A) a guaranteed $1,000 or (b) a 50-50 chance of getting either $500 or $1,500. If you don't really care which option you chose, because both options have the same "expected" values, then you're risk neutral. 




	Inventory : 
	Stocks of finished products, intermediate goods, raw materials, and other inputs that businesses have on hand. One big reason to keep inventories is to maintain a continuous stream of production by avoiding any supply shortages. Another big reason is to avoid the loss of sales because finished products are unavailable when a customer is ready, willing, and able to buy. 




	Liquidity : 
	The ease of converting an asset into money (either checking accounts or currency) in a timely fashion with little or no loss in value. Money is the standard for liquidity because it is, well, money and no conversion is needed. Other assets, both financial and physical have varying degrees of liquidity. Savings accounts, certificates of deposit, and money market accounts are highly liquid. Stocks, bonds, and are another step down in liquidity. While they can be "cashed in," price fluctuations, brokerage fees, and assorted transactions expenses tend to reduce their money value. Physical assets, like houses, cars, furniture, clothing, food, and the like have substantially less liquidity. 

	LRAS : 
	The abbreviation of long-run aggregate supply, which is the total (or aggregate) real production of final goods and services available in the domestic economy at a range of price levels, during a period of time in which all prices, especially wages, are flexible, and have achieved their equilibrium levels. Long-run aggregate supply (LRAS) is one of two aggregate supply alternatives, distinguished by the degree of price flexibility; the other is short-run aggregate supply (SRAS). 




	LRAS curve : 
	The abbreviation of long-run aggregate supply, which is the long-run relation between real production and the price level, holding all ceteris paribus aggregate supply determinants constant. The LRAS curve is one of two curves that graphical capture the supply-side of the aggregate market; the other is the short-run aggregate supply curve (SRAS). The demand-side of the aggregate market is occupied by the aggregate demand curve. The vertical LRAS curve captures the independent relation between real production and the price level that exists in the long run. 




	M2 : 
	The medium-range monetary aggregate for the U.S. economy containing the combination of M1 (currency and checkable deposits) and short-term, small denomination near monies. M2 contains financial assets that either function directly as money for the U.S. economy or can be easily and quickly converted into money. The near monies added to M1 to derive M2 include savings deposits, certificates of deposit, money market deposits, and money market mutual funds. M2 is one of three monetary aggregates tracked and reported by the Federal Reserve System. The other two are designated M1 and M3. 




	M3 : 
	The wide-range monetary aggregate for the U.S. economy containing the combination of M2 (currency, checkable deposits, and assorted savings deposits) and large-denomination, institutional near monies. M3 contains financial assets that are relatively liquid, but not quite as liquid as those found in M1 or M2. The near monies added to M2 to derive M3 include large denomination certificates of deposit, institutional money market mutual funds, repurchase agreements, and Eurodollars. M3 is one of three monetary aggregates tracked and reported by the Federal Reserve System. The other two are designated M1 and M2. 




	Government Loans : 
	It represents loans to provinces, cities and municipalities to finance the construction of self-liquidating projects and other public improvements such as markets, waterworks systems, public town halls, slaughterhouses and electric plants, and for cadastral surveys and purchase of heavy equipment and machinery. (Development Bank of the Philippines) 

	Government Securities : 
	These are bonds, securities, promissory notes or other evidence of indebtedness of the Government of the Philippines (e.g., Treasury Bills, Treasury Notes, and Government Bonds). (Social Security System) 




	Government Service Insurance System (GSIS) : 
	A government-owned and controlled corporation which provides retirement annuities, insurance and other services for government employees, and insurance for government-owned properties. 




	Repayments of Investments : 
	Amortization payment applied to the principal amount of loan or investments in salary loan, policy loan or real estate loan. (Government Service Insurance System) 




	Short Term Notes : 
	It is the written promise to pay within a fixed time at fixed interest rate issued by the debtor. (Government Service Insurance System) 




	Social Security System (SSS) : 
	The government-sponsored scheme to provide old age, death, disability and sickness benefits to workers in the private sector. This program is compulsory for all paid employees not over 60 years and for their employers. 

	Surplus : 
	Increments in net worth arising from net earnings, appreciation, donations, grants, etc. (Government Service Insurance System) 




	Demand Deposit Account (DDA) : 
	Deposits held at banks which the owner can withdraw instantly upon demand-either by check or electronically. 




	Negotiated exchange rate : 
	Systems with negotiated exchange rates, as opposed to fixed exchange rates (as were attempted in the former Soviet Union, and more successfully in small Time Dollars communities) under which the value of the currency is negotiated as part of the transaction itself. Currently under floating exchange rates, all national currencies have negotiated exchange rates among each other. 




	Coupon rate : 
	The annual rate of return on a legal claim or financial asset (usually a bond) stated as a percent of par value. If, for example, a $100,000 corporate bond has a fixed payment of $5000 a year, then the coupon rate is 5%. The coupon rate is not necessarily, and generally is not, the same as the current yield or yield to maturity of a financial asset. 




	Par value : 
	The stated, or face, value of a legal claim or financial asset. For debt securities, such as corporate bonds or U. S. Treasury securities, this is amount to be repaid at the time of maturity. For equity securities, that is, corporate stocks, this is the initial value set up at the time it is issued. Par value, also called face value, is not necessarily, and often is not, equal to the current market price of the asset. A $10,000 U.S. Treasury note, for example, has a par value of $10,000, but might have a current market price of $9,950. The difference between par value and current price contributes to the yield or return on such assets. An asset is selling at a discount if the current price is less than the par value and is selling at a premium if the current price is more than the par value. 

	Current yield : 
	The yield or return on a financial asset calculated as the annual rate of return on the purchase price. The current yield is not necessarily equal to the yield to maturity or the coupon rate. For example a $100,000 corporate bond with a 5% coupon rate that is purchased at a discount of $95,000 has a current yield of 5.26%. 




	Present value : 
	The amount of money today that, after interest is added, would have the same value as an amount some time in the future. For example, $100 today, given a 10 percent interest rate, would have a value of $110 in one year ($100 plus $10 in interest). Conversely, $110 in one year, given a 10 percent interest rate, would be equivalent to $100 today. The process of translating a future payment into its present value, such an amount to be received when a bond reaches its date of maturity, is often termed discounting. 




	Yield to maturity : 
	The annual rate of return on a financial asset that is held until maturity. Yield to maturity depends on both the coupon rate and the face or par value paid at maturity. If the selling price of a financial asset is equal to its par value, then the yield to maturity is equal to the current yield and the coupon rate. However, if the asset is selling at a discount, then the yield to maturity exceeds the current yield, which is greater than the coupon rate. And if the asset is selling at a premium, then the yield to maturity is less than the current yield, which is below than the coupon rate. 




	Yield : 
	The rate of return on a financial asset. In some simple cases, the yield on a financial asset, like commercial paper, corporate bond, or government security, is the asset's interest rate. However, as a more general rule, the yield includes both the interest earned from an asset plus any changes in the asset's price. 




	Credit union : 
	A non-profit depository institution chartered by the National Credit Union Administration that was established to provide members of specific group, such as employees of a company, with low-cost banking services. However, credit unions have expanded their activities and now provide most of the services of traditional banks, including checkable deposits. 

	Checkable deposits : 
	Checking account deposits maintained by banks, savings and loan associations, credit unions, or mutual savings banks. These accounts, also termed transactions deposits, let customers transfer funds easily and quickly to another person, which makes them ideally suited for use as money. Checkable deposits are typically between 60 and 70 percent of the M1 money supply. 




	Current account : 
	One of two parts of a nation's balance of payments (the other is capital account). It is a record of all trade, exports and imports, between a nation and the rest of the world. The current account is separated into merchandise, services, and what's called unilateral transfers. The merchandise part is nothing other than the well-known balance of trade. There's also a lesser known balance of services -- the difference between services imported and exported. 




	Debit card : 
	An increasing popular means of accessing the funds in a bank checking account. While debit cards look (and taste) almost exactly like credit cards, they are fundamentally different in how they are processed on a bank's end of the transaction. A credit card works through a liability (a loan with the bank). A debit card works through an asset (a checkable deposit with the bank). As such, debit cards are better suited for the title "plastic money" than credit cards. 




	Default risk : 
	The probability that a borrowing agent will not pay in full the agreed interest and/or principal. A default risk can be assigned to any bond or loan agreement. Of course, there are some instruments considered default-risk-free, that is, instruments for which the probability that a borrowing agent will not pay is zero. 




	GDP : 
	The total market value of all goods and services produced within the political boundaries of an economy during a given period of time, usually one year. This is the government's official measure of how much output our economy produces. 

	Nominal GDP : 
	The total market value, measured in current prices, of all goods and services produced within the political boundaries of an economy during a given period of time, usually one year. The key is that nominal gross domestic product is measured in current or actual prices; the prices buyers actually pay for goods and services purchased. Nominal gross domestic product is also termed current gross domestic product. 




	Real GDP : 
	The total market value, measured in constant prices, of all goods and services produced within the political boundaries of an economy during a given period of time, usually one year. The key is that real gross domestic product is measured in constant prices, the prices for a specific base year. Real gross domestic product, also termed constant gross domestic product, adjusts gross domestic product for inflation. You might want to compare real gross domestic product with the related term nominal GDP. 




	Growth rate : 
	The percentage change in a variable from one year to the next. The growth rate, in effect, measures how much the variable is growing over time. In that economists (as well as regular human people) are quite interested in economic growth, progress, and a lessening of the scarcity problem, growth rates for different economic variables are closely scrutinized. Among the most important are: real gross domestic product, population, and per capita income. Growth rates are important not only for the analysis of long-run progress (economic growth, economic development), but also short-run instability (business cycles) 




	Hyperinflation : 
	Exceptionally high inflation rates. While there are no hard and fast guidelines, an annual inflation rate of 20 percent or more is likely to get you the hyperinflation title. Some countries in the past have been quite good at creating hyperinflation. An annual inflation rate of 1,000 percent has not been uncommon. On occasion, the trillion percent inflation rate mark has been achieved. 




	Inflation rate : 
	The percentage change in the price level from one period to the next. The two most common price indices used to measure the inflation are the Consumer Price Index (CPI) and the GDP price deflator. 


  

	Deposit multiplier : 

	The magnified change in checkable deposits resulting from a change in bank reserves. The simple deposit multiplier is the inverse of the required-reserves ratio. If banks keep 10 percent of their deposits in reserves, then the deposit multiplier is the inverse of 10 percent, or 10. 



	


	Dividend : 

The portion of a corporation's after-tax accounting profit that's paid to shareholders or owners. Corporate managers usually try to pay the shareholders some minimum dividend that's comparable to returns from other financial markets--such as the interest on government securities or corporate bonds--to keep the owners from selling off the company's stock. That portion of after-tax accounting profit that's not paid out as dividends is typically invested in capital. 




	Elastic demand : 

Relatively small changes in demand price cause relatively larger changes in quantity demanded. Elastic demand means that changes in the quantity demanded are relatively responsive to changes in the demand price. An elastic demand has a coefficient of elasticity greater than one (the negative value is ignored). 




	Elastic supply : 

Relatively small changes in supply price cause relatively larger changes in quantity supplied. Elastic supply means that changes in the quantity supplied are relatively responsive to changes in the supply price. An elastic supply has a coefficient of elasticity greater than one. 




	Equilibrium : 

The state that exists when opposing forces exactly offset each other and there is no inherent tendency for change. Once achieved, equilibrium persists unless or until it is disrupted by an outside force. 



	Equilibrium price : 
	The price that exists when a market is in equilibrium. In particular, the equilibrium price is the price that equates the quantity demanded and quantity supplied, which is termed the equilibrium quantity. Moreover, the equilibrium price is simultaneously equal to the both the demand price and supply price. In a market graph, like the one displayed here, the equilibrium price is found at the intersection of the demand curve and the supply curve. The equilibrium price is also commonly referred to as the market-clearing price. 




	Equilibrium quantity : 
	The quantity exchanged between buyers and sellers when a market is in equilibrium. The equilibrium quantity is simultaneously equal to both the quantity demanded and quantity supplied, which means that there is no shortage or surplus in the market. This is, in fact, the prime criterion for market equilibrium. If buyers are able to buy all of the good they're willing and able to buy (no shortage) and sellers are able to sell all of the good they're willing and able to sell (no surplus), then neither side of the market is inclined to change the existing terms of trade. And that's equilibrium. 




	Excess reserves : 
	The amount of bank reserves over and above those that the Federal Reserve System requires a bank to keep. Excess reserves are what banks use to make loans. If a bank has more excess reserves, then it can make more loans. 




	Face value : 
	The stated, or face, value of a legal claim or financial asset. 




	Maturity : 
	That date at which the principal on a bond or similar financial asset needs to be repaid. Maturity dates can be anywhere from a few hours to 30 or more years. For example, government securities are classified by their maturity dates, with Treasury bills maturing in one year or less, Treasury notes in 1 to 10 years, and Treasury bonds in 10 years or more. Under normal (no recessionary) conditions, shorter maturity periods carry lower interest rates, while longer maturities need higher interest rates to compensate for the uncertainty of tying funds up for longer periods.

	Fiscal policy : 
	Use of the federal government's powers of spending and taxation to stabilize the business cycle. If the economy is mired in a recession, then the appropriate fiscal policy is to increase spending or reduce taxes--termed expansionary policy. During periods of high inflation, the opposite actions are needed--concretionary policy. The consequences of fiscal policy are typically observed in terms of the federal deficit. 




	Stabilization policies : 
	Economic policies undertaken by government to counteract business cycle fluctuations and prevent high rates of unemployment and inflation. These are also termed counter-cyclical policies. To counter a business cycle contraction and high rates of unemployment, expansionary policies that promote increasing economic activity are appropriate. To counter an inflationary expansion, concretionary policies are recommended. 




	Certificate of deposit : 
	A type of savings account, commonly termed CDs, maintained by banks and other depository institutions that pays higher interest rates that normal savings accounts, but requires the funds not be withdrawn for a specified time period. Small denomination CDs (under $100,000) are a component of the M2 monetary aggregate. Larger denomination CDs (over $100,000) are a component of the M3 monetary aggregate. 




	Repurchase agreement : 
	A common type of bank account in which funds are transferred from one account to another, then automatically transferred back after a short period, usually overnight. In effect, a bank customer buys a legal claim from a bank with the understanding that the bank will automatically "repurchase" this legal claim back after a specified time period. Repurchase agreements were original developed as a round about means of paying interest on business checking, which such interest paying was legally prohibited. Repurchase agreements are near monies added to M1 to obtain broader monetary aggregates, M2 and M3. 




	Credit : 
	A 'credit' is a sum of money that is paid into your account increasing your account balance. 'Credit' or 'Cr' is also used to describe when your account has money in it. 

	Credit Card : 
	A card that allows you to buy goods, services and obtain cash advances on credit. You can pay your monthly bill in full or in installments. ASB has a range of credit cards to suit your needs including a Credit Card for Tertiary students with no annual fee for the first 12 months. Conditions apply. 




	Credit Rating : 
	This is the rating which an individual (or company) gets from the credit industry. This is obtained by the individual’s credit history, the details of which are available from specialist organizations. 




	AD : 
	The abbreviation for aggregate demand, which is the total (or aggregate) real expenditures on final goods and services produced in the domestic economy that buyers would will and able to make at different price levels, during a given time period (usually a year). Aggregate demand (AD) is one half of the aggregate market analysis; the other half is aggregate supply. Aggregate demand, relates the economy's price level, measured by the GDP price deflator, and aggregate expenditures on domestic production, measured by real gross domestic product. The aggregate expenditures are consumption, investment, government purchases, and net exports made by the four macroeconomic sectors (household, business, government, and foreign). 




	AD CURVE : 
	The aggregate demand curve, which is a graphical representation of the relation between aggregate expenditures on real production and the price level, holding all ceteris paribus aggregate demand determinants constant. The aggregate demand, or AD, curve is one side of the graphical presentation of the aggregate market. The other side is occupied by the aggregate supply curve (which is actually two curves, the long-run aggregate supply curve and the short-run aggregate supply curve). The negative slope of the aggregate demand curve captures the inverse relation between aggregate expenditures on real production and the price level. This negative slope is attributable to the interest-rate effect, real-balance effect, and net-export effect. 




	AD-AS ANALYSIS : 
	An economic model relating the price level and real production that is used to analyze business cycles, gross domestic product, unemployment, inflation, stabilization policies, and related macroeconomic phenomena. The AS-AD model, inspired by the standard market model, captures the interaction between aggregate demand (the buyers) and short-run and long-run aggregate supply (the sellers). 

	ADVERSE SELECTION : 
	When a negotiation between two people with different amounts of information, that is, asymmetric information, restricts the quality of the good traded. This typically happens because the person with more information is able to negotiate a favorable exchange. This is frequently referred to as the "market for lemons." 




	Aggregate supply : 
	The total (or aggregate) real production of final goods and services available in the domestic economy at a range of price levels, during a given time period. Aggregate supply (AS) is one half of the aggregate market analysis; the other half is aggregate demand. Aggregate supply, relates the economy's price level, measured by the GDP price deflator, and aggregate domestic production, measured by real gross domestic product. The aggregate supply relation is generally separated into long-run aggregate supply, in which all prices and wages and flexible and all markets are in equilibrium, and short-run aggregate supply, in which some prices and wage are not flexible and some markets are not in equilibrium. 




	Aggregate supply curve : 
	A graphical representation of the relation between real production and the price level, holding all ceteris paribus aggregate supply determinants constant. There are actually two separate aggregate supply curves, one for the long run and one for the short run. These aggregate supply curves are one side of the graphical presentation of the aggregate market. The other side is occupied by the aggregate demand curve. 




	Asymmetric information : 
	The economics of information search tells us that everyone falls short of having perfect information. It suggests that everyone will have different information about different things. 




	Bank : 
	A financial organization that accepts deposits, makes loans, and directly controls a significant portion of the nation's money supply. In the olden days of the economy (before 1980), a bank was easy to identify because it had the word "bank" in it's name -- such as "First National Bank", "Second National Bank", etc. However, after several laws were passed in the early 1980s to reform and deregulate the banking industry, the term bank has come to functionally include other financial institutions that previously went by the titles of "Savings and Loan," "Credit Union," and "Mutual Savings Banks." These institutions are operationally considered banks because they all perform "banking" functions -- especially accepting checking account deposits and making loans. 

	Bank assets : 
	What a bank owns, including loans, reserves, investment securities, and physical assets. Bank assets are typically listed on the left-hand side of a bank's balance sheet. Bank liabilities, what a bank owes, are listed on the right-hand side of a bank's balance sheet. Net worth is the difference between assets and liabilities. The largest asset category of most banks is loans, which generates interest revenue. A critical asset category used to maintain the safety of deposits is reserves (vault cash and Federal Reserve deposits). 




	Bank balance sheet : 
	A record of the assets, liabilities, and net worth of a bank at a given point in time. Assets are what a bank owns. Liabilities are what a bank owes. Net worth is the difference between the two and what is claimed by or owed to the owners of the bank. By definition, a balance sheet must balance. The assets on one side are equal to the liabilities and net worth on the other. 




	Bank failure : 
	In principle, this results when a bank's liabilities exceed assets for an extended period and the bank is forced to go out of business. This is comparable to other types of business that go bankrupt. However, because banks are heavily regulated by government entities, including the Federal Reserve System, Federal Deposit Insurance Corporation, and Comptroller of the Currency, bank failure does not necessarily mean that the bank ceases to operate. In May cases, such a failure means the operation of the bank is taking over by one of the government entities. The troubled bank might also be allowed or "encouraged" to merge with another, healthier bank. 




	Bank liabilities : 
	What a bank owes, including most notably customer deposits. Bank liabilities are typically listed on the right-hand side of a bank's balance sheet. Bank assets, what a bank owns, are listed on the left-hand side of a bank's balance sheet. Net worth is the difference between assets and liabilities. The most important liability category of most banks is checkable deposits, which is part of the economy's M1 money supply. The largest liability category includes other types of deposits (especially savings deposits, certificates of deposit, and money market deposits) that enter into the M2 and M3 monetary aggregates. 




	Bank reserves : 
	The "money" that banks use to conduct day-to-day business, including cashing checks, satisfying customer’s withdrawals, and clearing checks between accounts at different banks. The "money" in question includes vault cash and Federal Reserve deposits. Specifically, vault cash is the paper money and coins that a bank keeps on the bank premises (both in the vault and in teller drawers), which is used to "cash" checks and otherwise provide the funds that customers withdraw. 

	Financial markets : 
	A market that trades financial assets. Financial assets are the legal claims on the real assets in our economy and include such notable items as corporate stocks and bonds, government securities, and money. Without financial markets our economy would find it almost impossible to accumulate the funds needed for investment in big, expensive capital projects. 




	Financial asset : 
	A legal claim to or ownership of a physical asset. Common financial assets are stocks, bonds, money, and government securities. These are also termed paper assets. 




	Capital : 
	One of the four basic categories of resources, or factors of production. It includes the manufactured (or previously produced) resources used to manufacture or produce other things. Common examples of capital are the factories, buildings, trucks, tools, machinery, and equipment used by businesses in their productive pursuits. Capital's primary role in the economy is to improve the productivity of labor as it transforms the natural resources of land into wants-and-needs-satisfying goods. 




	Central bank : 
	The banking authority of a nation that's in charge of ensuring a sound money supply and conducting the country's monetary policy. It's usually authorized by, and works closely with, the government to achieve full employment, low inflation rates , economic growth, and all of the other goals that make people happy, healthy, and wise. 




	Consumer price index : 
	An index of prices of goods and services typically purchased by urban consumers. The Consumer Price Index, commonly known by its abbreviation, CPI, is compiled and published monthly by the Bureau of Labor Statistics (BLS), using price data obtained from an elaborate survey of 25,000 retail outlets and quantity data generated by the Consumer Expenditures Survey. The CPI is unquestionably one of the most widely recognized macroeconomic price indexes, running second only to the Dow Jones Averages in the price index popularity contest. It is used not only as an indicator of the price level and inflation, but also to convert nominal economic indicators to real terms and to adjust wage and income payments (such as Social Security) for inflation. 

	GDP price deflator : 
	A price index calculated as the ratio nominal gross domestic product to real gross domestic product. Also commonly referred to as the implicit price deflator, the GDP price deflator is used as an indicator of the economy's average price level. This price index is tabulated and reported every three months along with the gross domestic product, national income, and related measures that make up the National Income and Product Accounts maintained by the Bureau of Economic Analysis (BEA). If you haven't guessed already, the GDP part of GDP price deflator stands for gross domestic product. 




	Commodity money : 
	A medium of exchange (money) with both value in use and value in exchange. Commodity money is first and foremost a commodity that provides users with satisfaction of their wants and needs. However, it also has the secondary function of a medium of exchange. 




	Fiat money : 
	A medium of exchange (money) with value in exchange, but little or no value in use. Modern paper currency, coins, and checkable deposits are fiat money. The value of fiat money comes from the public's general willingness to accept it in exchange for other goods. This willingness comes from the fact that everyone is willing to accept fiat money in exchange, which largely depends on the public's confidence in the authority (usually government) issuing the fiat money. Fiat money is not valuable unto itself, but it is valuable for what it can buy. 




	Common stock : 
	The ownership shares in a corporation that have legal claim to the corporation's assets. Stock is usually dividend into two types, common stock and preferred stock. Preferred stock has first claim to the corporations’ net assets, and common stock comes in second. However, if a corporation has no preferred stock, the common stock has exclusive claim. Most stocks are negotiable and are traded one on a stock market. 




	Near money : 
	Assets that are highly liquid, and can be easily exchanged for money, but can not be used directly to purchase goods. The best examples are savings accounts, certificates of deposit, and similar bank accounts. These savings near monies are added to M1 to derived M2. Several investment type near monies are added to M2 to derived M3. 

	Monetary aggregate : 
	Any of four basic measures of money, or liquid assets for the economy--M1, M2, M3, and L. The Federal Reserve System, as part of their regulatory duties, regularly publish these four monetary aggregates. The smallest, M1, is used as THE medium of exchange in the economy. However, M2 provides savings that are easily converted to M1 and is considered by many as the best measure of spendable assets. 




	Market equilibrium : 
	The state of equilibrium that exists when the opposing market forces of demand and supply exactly offset each other and there is no inherent tendency for change. Once achieved, a market equilibrium persists unless or until it is disrupted by an outside force. A market equilibrium is indicated by equilibrium price and equilibrium quantity. 




	Supply shock : 
	A disruption of market equilibrium (that is, a market adjustment) caused by a change in a supply determinant and a shift of the supply curve. A supply shock can take one of two forms--an supply increase or a supply decrease. An increase in supply is illustrated by a rightward shift of the supply curve and results in an increase in equilibrium quantity and a decrease in equilibrium price. A decrease in supply is illustrated by a leftward shift of the supply curve and results in a decrease in equilibrium quantity and an increase in equilibrium price. 




	Market adjustment : 
	The economic analysis of the changes in market equilibrium caused by changes in the demand determinants and supply determinants. Given the two curves that comprise the market--the demand curve and the supply curve; each of which can increase or decrease; market adjustment comes in eight varieties. Four involve a shift of either the demand curve or the supply curve. The other four involve a shift of both the demand curve and the supply curve. 




	Standard of deferred payment : 
	The money function in which money is used as a standard benchmark for specifying future payments for current purchases, that is, buying now and paying later. This function may seem obscure, but it is a direct result of the store of value and measure of value functions. This is one of four basic functions of money. The other three are medium of exchange, measure of value, and store of value. 

	Monetary base : 
	Also termed the high-powered money, the total of currency held by the nonbank public, vault cash held by banks, and Federal Reserve deposits of the banks. This contains the monetary components over which the Federal Reserve System has relatively complete control and is often used as a guide for the Fed's money control ability and monetary policy. 




	Money demand : 
	The quantity of money balances that the public wants to hold. There are three basic motives for holding money: for transactions, as a precaution, and for speculation. 




	Money multiplier : 
	The magnified change in money, both checkable deposits and currency, resulting from a change in bank reserves. Compared to the simple deposit multiplier, the money multiplier builds on the inverse of the required-reserves ratio, but also takes into consideration that banks keep excess reserves, and the public transfers some checkable deposits into cash and savings. 




	Moral hazard : 
	Moral hazard occurs when a person changes behavior to the detriment of another person, after an agreement has been reached. This is an important information problem with insurance. The problem is that the harmed party does not have information concerning the change in behavior. 




	Open market operations : 
	The Federal Reserve System's buying and selling of government securities in an effort to alter bank reserves and subsequently the nation's money supply. These actions, under the direction of the Federal Open Market Committee, are the Fed's number one, most effective, most often used tool of monetary policy. If, for example, the Fed wants to increase the money supply (termed easy money) it buy's government securities. If the Fed chooses to reduce the money supply (called tight money) it sells some government securities. 

	Money creation : 
	The process in which banks increase the amount of funds in checkable deposits by using reserves to make loans. Money creation is an important process in the economy because it means that the government does not have total control over the money supply. 




	Output gaps : 
	Recessionary and inflationary gaps created by differences between equilibrium real productions achieved in the short-run aggregate market and full-employment real production. A recessionary gap occurs if short-run equilibrium real production is less than full-employment real production. An inflationary gap results if short-run real equilibrium production is greater than full-employment real production. 




	Output : 
	A generic term for a tangible good or an intangible service that is the end result of the production/resource transformation process. This notion of output, which also goes by the alias product, usually surfaces in the context of analyzing the short-run production of a firm. The short-run relation between a variable input and output is of particular interest because it reveals the law of diminishing marginal returns. This law indicates that additional quantities of a variable input, when added to a fixed input, have decreasing marginal products, or marginal returns. 




	Plastic money : 
	A slang phrase for credit cards, especially when such cards used to make purchases. The "plastic" portion of this term refers to the plastic construction of credit cards, as opposed to paper and metal of currency. The "money" portion is an erroneous reference to credit cards as a form of money, which they are not. Although credit cards do facilitate transactions, because they are a liability rather than an asset, they are not money and not part of the economy's money supply. 




	Price stability : 
	The condition in which the average price level in the economy does not change or changes very slowly. This is a key part of the macroeconomic goal of stability (the other two are full employment and growth). Price stability is commonly indicated by the inflation rate, calculated as percentage changes in either the Consumer Price Index (CPI) or the GDP price deflator. However, price stability is more generally the ABSENCE of large or rapid increases or decreases in the price level. 

	Profit : 
	As a generic term, this is the difference between revenue and cost. There are, however, three specific sorts of profit, each with a different meaning. Accounting profit is the difference between revenue and accounting expenses. Economic profit is the difference between revenue and the opportunity cost of production. Normal profit is the economic profit that could be earned by an entrepreneur in another business and is thus an opportunity cost deducted from revenue when calculating economic profit. 




	Pure inflation : 
	Inflation that occurs when all prices and nominal values in the economy increase by exactly the same percent. This is a theoretical technique used to analyze inflation and establish a benchmark for comparison, but is unlikely to occur in the real world. Pure inflation occurs, for example, if every product price, every factor price, and every asset valuated in nominal terms, increases by the same percent. The key conclusion is that pure inflation has absolutely no impact on the real economy. Whatever could be produced, consumed, or purchased before the pure inflation can also be produced, consumed, or purchased after. 




	Quantity theory of money : 
	A theory that states a given percentage change in the money supply leads to an equal percentage change in nominal gross domestic product. This theory is derived from the equation of exchange and is a cornerstone of the monetarists view of macroeconomics. A key assumption in translating the equation of exchange to the quantity theory of money is that the velocity of money is constant (or unaffected by the other key variables--output, price level, and money supply). 




	Real interest rate : 
	The market, or nominal interest rate, after adjusting for inflation. This is the interest rate lenders receive and borrowers pay expressed in real dollars. There two ways to think about the real interest rate, (1) the historical, after-the-fact, interest rate and (2) the desired interest rate lenders and borrowers have in mind when entering into a loan. The first one tells us the purchasing power of any interest payments received or paid. The second way of looking at the real interest rate is based on expectations of the future. 




	Real-balance effect : 
	A change in aggregate expenditures on real production made by the household, business, government, and foreign sectors that results because a change in the price level alters the purchasing power of money. This is one of three effects underlying the negative slope of the aggregate demand curve associated with a movement along the aggregate demand curve and a change in aggregate expenditures. The other two are interest-rate effect and net-export effect. 

	Required reserves : 
	The amount of vault cash and/or Federal Reserve deposits that a bank must legally keep to back outstanding deposits. These are the assets that bank regulators specify a bank must have to ensure the stability of deposits and conduct daily transactions. 




	Reserve ratio : 
	The amount of reserves required by the Federal Reserve System as a ratio of the amount deposits backed by the reserves. Modern reserve ratios are in the range of 1-3% for checkable deposits. The reserve ratio plays a key role in the deposit multiplier. The simple deposit multiplier is simply the inverse of the reserve ratio. If the reserve ratio is 5%, then the deposit multiplier is 20. It's just that simple. 




	Reserve requirements : 
	Rules by the Federal Reserve System governing the amount of bank reserves that banks must keep to back up their deposits. Legal reserve requirements came about because banks that practice fractional-reserve banking are sometimes inclined to make too many interest-paying loans and neglect to keep enough reserves on hand to pay their depositors. In principle, the Fed can alter reserve requirements to control the money supply. In practice, however, the Fed prefers to use open market operations or the discount rate. 




	T-bill : 
	The abbreviation for Treasury bill, which is one kind of government security issued by the U. S. Treasury to obtain the funds used to finance the federal budget deficit. A Treasury bill (or T-bill) has a maturity length of one year or less, with 90 days common maturities. T-bills, together with short-term commercial paper issued by businesses, are traded in money markets. The interest rate on T-bills is one of the key indicators of short-run economic activity. 




	Tight money : 
	A term used when the Federal Reserve System pursues contractionary monetary policy. In other words, to contract our economy out of an inflationary expansion, the Fed decreases the amount of money in the economy or makes it "tighter" for people to get money (usually through bank loans). 

	Transactions deposits : 
	A fancy, schmancy, official term for checkable deposits. This is the term typically used by the Federal Reserve System when they speak of checking accounts. The logic is that this is the accounts that are used to conduct transactions, that is, are used as money. 




	Treasury bill : 
	One kind of government security issued by the U. S. Treasury to obtain the funds used to finance the federal budget deficit. A Treasury bill (or T-bill) has a maturity length of one year or less, with 90 days common maturities. T-bills, together with short-term commercial paper issued by businesses, are traded in money markets. The interest rate on T-bills is one of the key indicators of short-run economic activity. 




	Treasury bond : 
	One kind of government security issued by the U. S. Treasury to obtain the funds used to finance the federal budget deficit. A Treasury bond (or T-bond) has a maturity length of over 10 years, with 15 and 30 years common maturities. T-bonds, together with other long-term bonds issued by state and local governments and businesses, are traded in capital markets. The interest rate on T-bonds is a key long-run interest rate. 




	Yield curve : 
	A curve plotting the yields (or returns) on securities with different maturity lengths. The standard yield is for U.S. Treasury securities with lengths ranging from 90 days to 30 years. The five maturity lengths are usually 90 day, 180 day, 2 year, 5 year, 10 year, and 30 year. The shape and slope of the yield curve indicates the state of the economy and what's likely to come. A normal yield curve has a slight positive slope, with slightly higher yields for longer maturity securities. A steep yield curve suggests the end of a contraction and beginning of an expansion. An inverted or negatively sloped yield curve is the sign of an upcoming contraction. 




	Zero bonds : 
	Also termed a zero coupon bond, a bond that does not pay interest, in which the return is generated by the difference between the purchase price and the face value paid at maturity. Because they do not pay interest, zero bonds are sold at a discount. For example, a $10,000 zero bond that matures in one year, would generate a 10% return if it sold at a discount of $9,000. 

	Zero coupon bonds : 
	Also termed a zero bond, a bond that does not pay interest, in which the return is generated by the difference between the purchase price and the face value paid at maturity. Because they do not pay interest, zero coupon bonds are sold at a discount. For example, a $10,000 zero coupon bond that matures in one year, would generate a 10% return if it sold at a discount of $9,000. 




	45-degree line : 
	A guideline used in Keynesian economics in conjunction with the consumption line (to derive saving) and the aggregate expenditures line (to identify Keynesian equilibrium). This guideline forms a 45-degree angle with both the horizontal income axis and the vertical consumption expenditure (or aggregate expenditures) axis in the Keynesian graphical analysis. Each point on the line represents equality between income and horizontal axis and consumption expenditure (or aggregate expenditures) on the vertical axis. 




	Loans Outstanding : 
	The unpaid balance of loans as of a certain date. All categories (except on type of debt instruments) on loans outstanding of commercial banks do not include past due items, items in litigation, domestic and foreign bills-clean. Loans outstanding are classified by region, by purpose, by debt instrument, and by industry. In addition, they are classified by type of security and by borrower. 




	Money Supply : 
	It consists of currency in circulation and peso deposits subject to check of the monetary system. Also called Narrow Money 




	Non-Money Supply Deposits : 
	Total of quasi-money, marginal deposits and deposit substitutes of local governments and semi-government entities and residents with DMBs. 

	Quasi-Money Deposits : 
	It consists of savings and time deposits of DMBs. 




	Real Estate Loans : 
	It represents loans granted for the purchase of lots; construction, repair and/or improvements of home buildings; housing and hotel projects; hospitals; commercial; and school buildings against security of real estate and/or other acceptable assets. (Development Bank of the Philippines) 




	Reserves : 
	The amount set aside from net income or unassigned surplus to ensure the payment of benefits and other contingencies. (Government Service Insurance System) 




	Revenue : 
	The sum of contribution collections, investment earnings and other income. (Social Security System) 




	Reserve Fund : 
	The accumulation of all revenues of the SSS (Social Security System) that are not needed to meet the current benefit obligations, administrative and operational expenses. 

	Savings Deposits : 
	Interest bearing deposits, which are withdraw able upon presentation of properly, accomplished withdrawal slips together with the corresponding passbook. 




	Social Insurance Fund : 
	The amount set aside for the payment of social insurance benefits like retirement insurance, disability retirement, death and life insurance benefits. (Government Service Insurance System) 




	Stocks : 
	Investments in shares of stocks, common or preferred, traded subsidiaries. (Government Service Insurance System). 




	Stock Savings and Loan Associations : 
	These are banks engaged in the accumulation of savings mainly of stockholders in specified undertakings. They are primarily concerned with servicing the needs of the household by providing personal finance and long term financing for home building and development. 




	Time Deposits : 
	Interest bearing deposits with specific maturity dates and evidenced by certificates issued by the bank 

	Discount Rate : 
	Financial institutions can borrow from the U.S. Federal Reserve. The interest rate charged by the Federal Reserve Bank is called the discount rate; the act of borrowing is called "borrowing at the discount rate". 




	Federal Reserve System : 
	The Federal Reserve System is the central bank of the United States. It was founded by Congress in 1913 to provide the nation with a safer, more flexible, and more stable monetary and financial system. Over the years its role in banking and the economy has expanded. Today, the Federal Reserve's duties fall into four general areas: 1) conducting the nation's monetary policy; 2) supervising and regulating banking institutions; 3) maintaining the stability of the financial system and containing systemic risk that may arise in financial markets; and 4) providing certain financial services to the U.S. government, to the public, to financial institutions, and to foreign official institutions. 




	Financial Institution : 
	An institution that collects funds from the public to place in financial assets such as stocks, bonds, money market instruments, bank deposits, or loans. Depository institutions (banks, savings and loans, savings banks, and credit unions) pay interest on deposits and invest the money mostly in loans. Non-depository institutions (insurance companies and pension plans) collect money by selling insurance policies or receiving employer contributions and pay it out for legitimate claims or for retirement benefits. Increasingly, many institutions perform both depository and non-depository functions. For instance, brokerage firms now place customer's money in certificates of deposit and money market funds and sell insurance. 




	Hard Currency : 
	The term "hard currency" is a carry-over from the days when sound currency was freely convertible into "hard" metal, i.e., gold. It is used today to describe a currency which is sufficiently sound so that it is generally accepted internationally at face value. 




	Interbank Rate of Exchange : 
	The rate at which banks deal with each other in the market. 

	International Banking Facility (IBF) : 
	A set of asset and liability accounts segregated on the books and records of a depository institution. 




	International Monetary Fund (IMF) : 
	IMF was established 22 July 1944 to promote world monetary stability and economic development. IMF is a UN specialized agency and is located in Washington, D.C., USA. 




	Investment : 
	(1) The ownership or control of equity: (2) binding commitments to acquire equity; (3) contributions to the capital and surplus of an organization; and (4) the holding of an organization's subordinated debt when the investor and the investor's affiliates hold more than five percent of the equity of the organization. 




	Commercial Banks : 
	These are corporations which in addition to the general powers incident to corporations are authorized to accept drafts and issue letters of credit; discount and negotiate promissory notes, drafts, bills of exchange, and other evidences of debts; receive deposits; buy and sell foreign exchange and gold or silver bullion; and lend money against securities consisting of personal property or first mortgages on improved real estates and the insured improvements thereon. 




	Composite Insurance Company : 
	An insurance company authorized to transact both life and general non-life businesses. (Insurance Commission) 

	Currency Issue : 
	This consists of notes and coins issued by SBP, excluding those in the vault of the SBP and its regional offices and units and those in transit to/from regional offices/units. 




	Demand Deposits : 
	Deposits payable on demand and transferable by check or otherwise usable in making payments. 




	Deposit Money Banks (DMBs) : 
	These are financial institutions other than monetary authorities that have liabilities in the form of deposits payable on demand and transferable by check. 




	Equity : 
	It represents National Government (NG) subscription payments to the authorized capital stocks of government-owned or controlled corporations. 




	General Insurance Fund : 
	It is the amount set aside in payment for losses/damages under the non-life insurance operations. (Government Service Insurance System) 

	Gross Domestic Credits : 
	It consists of domestic securities, loans and advances of DMBs and the BSP. Credits to BSP include holdings of Central Bank/BSP Certificates of Indebtedness and reverse repurchase loans of DMBs. Domestic credits are subdivided into public and private credits. 




	Housing Loans : 
	Bonds, securities, promissory notes or other evidence of indebtedness of shelter agencies of the National Government of financial intermediaries to finance housing loans of members and in long term direct individual or group housing loans (e.g., releases to NHMFC/HDMF, house repair and/or improvement. (Social Security System) 




	Industrial Loans : 
	It represents loans granted to finance the establishment, rehabilitation, development, expansion and operation of industrial projects, enterprises engaged in the purchase, processing and transformation of raw materials, manufacture of goods, as well as the marketing thereof, including the purchase of industrial machinery, equipment and implements used or to be used therein, and loans granted to Participating Financial Institutions (PFIs). (Development Bank of the Philippines) 




	Insurance Premium : 
	The contribution of the account of the employee whether made by themselves or their employers for social security reasons. (Government Service Insurance System) 




	Liability : 
	It is an amount owed (i.e. payable) by an individual or entity for items or services received, expenses incurred, assets acquired and amounts received but not yet earned. 

	Life Insurance Company : 
	A company that insures lives of persons through policy issuances, which may include health and accident policies. (Insurance Commission) 




	Loans Granted : 
	Loans approved by banks, which had been credited to a borrower’s account or made available to him during a given period of time. Loans granted are classified by purpose, by debt instrument, and by industry. 




	Financial Market : 
	A market for the exchange of capital and credit in the economy. Money markets concentrate on short-term debt instruments; capital markets trade in long-term debt and equity instruments. Examples of financial markets: stock market, bond market, commodities market, foreign exchange market. 




	General Agreement on Tariffs and Trade (GATT) : 
	Established in 1947, the GATT was a framework of rules for countries to manage their trade policies. It also provides a forum in which disputes can be negotiated. 




	Intellectual Property : 
	A collective term used to refer to new ideas, inventions, designs, writings, film and others protected by copyright, patents, trade-marks, etc. 

	IBRD : 
	International Bank for Reconstruction and Development (IBRD), also known as the World Bank. The IBRD was established 22 July 1944 to provide economic development loans. IBRD is a UN specialized agency and is located in Washington, D.C., USA. 




	Managed Bank : 
	An offshore bank also known as a Class "B", Shell Branch or Cubicle Bank. The Managed Bank is not required to maintain a physical presence in the licensing jurisdiction. Its presence in the licensing jurisdiction is passive with nominee directors and officers provided by a managing trust company with a physical presence. The Managed Bank is not permitted to transact business within the licensing jurisdiction but may maintain its books, records, etc., to assure secrecy of operations. 




	Private Banking : 
	Banking services, including lending and investment management, for wealthy individuals. Private banking is primarily a credit service, and is less dependent on accepting deposits than retail banking. 




	Savings Accounts : 
	A deposit or account in which the depositor is not required by the deposit contract, but may at any time be required by the deposit institution, to give written notice of a withdrawn not less than seven days before withdrawal is made, and that is not payable on a specified date or at the expiration of a specified time after the date of deposit. 




	Zero Coupon Bond : 
	Bonds sold without coupons at a deep discount from their face value. Bondholders receive interest when the bond matures or when it is subsequently sold. 

	Barter : 
	The direct exchange of goods and services unmediated by any type of currency. 




	Commodity-backed currency : 
	A currency whose value is guaranteed by the physical availability of the commodity (or service, more recently) which backs the currency. 




	Currency : 
	Money (emphasizes the medium of exchange function of money). 




	Depreciation : 
	Synonymous with devaluation: Reduction in value of one currency in terms of another currency or standard, or over time. 




	Fixed exchange rate : 
	Rate fixed by an Authority at which one currency can be exchanged against another. 

	Floating exchange : 
	Rate at which one currency can be exchanged for another as determined by the free bidding and asking in the foreign exchange market. 




	Inflation : 
	Depreciation over time of the value of a currency in terms of goods and services. An excess of money supply will tend to create inflation. 




	Interest : 
	Time-related income for the holder of a currency, or time-related charge for the borrower of a currency. Charging interest was prohibited by all three major religions: Judaism, Christianity and Islam. Today, only Islam enforces this rule (hence "Islamic banking", which is banking where interest charges are replaced with other types of fees). Interest is one of the key ingredients in the Discounted Cash Flow, which provokes discounting of the future. 




	Legal tender for all debts public and private : 
	Means that if I owe someone something, and I offer to pay her with this currency; if she refuses the currency I can declare my debt void and have the courts support me (particularly important in tax payments, and in all other legal settlements). 




	Micro credit : 
	Refers to loans in small amounts to small-scale entrepreneurs. The Grameen Bank in Bangladesh has been a model of success in such activities. 

	Payment method : 
	Procedure by which the transfer of a currency is executed from one person to another. 




	Store of value : 
	Money can be used as store of value, i.e. a way to accumulate value until one wants to use it. Historically, there have been many cases where money was *not* a store of value (e.g.: before the Industrial Age, the main storage of value was land, land improvements, and livestock; and today people store value in stocks in companies investing in assets that keep (or increase in) value over time, such as forests, etc.). There is a social cost in using currency as store of value, because when currency is stored it is unavailable for transactions by other people. Demurrage is a way of encouraging people to use the currency not as a store of value but only as a medium of exchange. 




	Unit of account : 
	One of the functions of money in many (but not all) money systems: the unit by which value is accounted and thus compared. For instance: if pears are at $3 per pound, while apples are at $2 per pound, the common unit, in this case the $, allows an easy comparison of the prices or values of the two items. Within an individual money system, the unit of account may or may not be relevant: WIR, for example, uses the Swiss Franc as unit of account, but WIR as means of payment; while Time Dollars, by contrast, are both measured and exchanged as hours of service. 




	Accountability : 
	The idea that central bankers should be held responsible for their policies. 


