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GLOSSARY

barter: literally, trading one good or service
for another, without using money

commodity money: an item that is used as
money, but which also has value from its
use as something other than money

commodity-backed currencies: dollar bills
or other currencies with values backed up
by gold or another commodity

double coincidence of wants: a situation
in which two people each want some good
or service that the other person can provide

fiat money: something used as money, but
which has no intrinsic value besides that

medium of exchange: whatever is widely
accepted as a method of payment

money: whatever serves society in four
functions: as a medium of exchange, a store
of value, a unit of account, and a standard
of deferred payment.

standard of deferred payment: money
must also be acceptable to make purchases
today that will be paid in the future

store of value: something that serves as a
way of preserving economic value that one
can spend or consume in the future

unit of account: the common way in which
we measure market values in an economy

6



Q
Check Your Understanding. Answer the question(s) below to see how well you

understand the topics covered in the previous section. This short quiz does not

count toward your grade in the class

7



Q
Check Your Understanding. Answer the question(s) below to see how well you

understand the topics covered in the previous section. This short quiz does not

count toward your grade in the class

8



Q
Check Your Understanding. Answer the question(s) below to see how well you

understand the topics covered in the previous section. This short quiz does not

count toward your grade in the class

9



Q
Check Your Understanding. Answer the question(s) below to see how well you

understand the topics covered in the previous section. This short quiz does not

count toward your grade in the class

10



GLOSSARY

coins and currency in circulation: the coins and bills that
circulate in an economy that are not held by the U.S
Treasury, at the Federal Reserve Bank, or in bank vaults

credit card: immediately transfers money from the credit
card company’s checking account to the seller, and at the
end of the month the user owes the money to the credit
card company; a credit card is a short-term loan

debit card:like a check, is an instruction to the user’s bank
to transfer money directly and immediately from your bank
account to the seller

demand deposit:checkable deposit in banks that is
available by making a cash withdrawal or writing a check

liquidity: how quickly and easily an asset can be
converted to a means of payment to make a purchase

M1 money supply: a narrow definition of the money
supply that includes currency and checking accounts in
banks, and to a lesser degree, traveler’s checks.

M2 money supply: a definition of the money supply that
includes everything in M1, but also adds savings deposits,
money market funds, and certificates of deposit

money market fund: the deposits of many investors are
pooled together and invested in a safe way like short-term
government bonds

savings deposit:bank account where you cannot
withdraw money by writing a check, but can withdraw the
money at a bank—or can transfer it easily to a checking
account

smart card: stores a certain value of money on a card and
then one can use the card to make purchases

time deposit: account that the depositor has committed to
leaving in the bank for a certain period of time, in
exchange for a higher rate of interest; also called
certificate of deposit
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GLOSSARY

bills: short term (less than one year) debt
instruments

bond: a financial contract through which a
borrower like a corporation, a city or state, or the
federal government agrees to repay the amount
that it borrowed and also a rate of interest over a
period of time in the future; usually long-term
(greater than 10 year) debt instruments

bondholder: someone who owns bonds and
receives the interest payments

capital gain: a financial gain from buying an
asset, like a share of stock or a house, and later
selling it at a higher price

corporation: a business owned by shareholders
who have limited liability for the company’s debt
yet a share of the company’s profits; may be
private or public and may or may not have
publicly-traded stock

dividend: a direct payment from a firm to its
shareholders

equities or stocks: ownership in a private
company (unlike debt which conveys no
ownership)

financial markets: marketplace where money is
invested and borrowed, or in other words, where
securities are traded

initial public offering (IPO): original sale of stock
by a corporation

mutual funds: funds that buy a range of stocks or
bonds from different companies, thus allowing an
investor an easy way to diversify

notes: intermediate term (1-10 year) debt
instruments

private company: a firm owned by the people
who run it on a day-to-day basis

public company: a firm that has sold stock to the
public, which in turn investors then can buy and
sell

securities: synonym for financial assets, or a
certificate or other financial instrument that has
monetary value and can be traded. These can be
debt securities like bonds or equity securities like
stocks.

shareholders: people who own at least some
shares of stock in a firm

shares: a firm’s stock, divided into individual
portions

sole proprietorship: a company run by an
individual as opposed to a group

stock: a specific firm’s claim on partial ownership

Treasury bond: a bond issued by the federal
government through the U.S. Department of the
Treasury

venture capital: financial investments in new
companies that are still relatively small in size,
but that have potential to grow substantially
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GLOSSARY

interest rate: the “price” of borrowing in the financial market; a rate of return

on an investment

intertemporal decision making: the study of how people make choices about

what and how much to do at various points in time; when choices at one

time influence the possibilities available at other points in time
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GLOSSARY

checking account: a bank account that
typically pays little or no interest, but that
gives easy access to money, either by
writing a check or by using a “debit card”

credit union: a nonprofit financial institution
that its members own and run

debit card: a card that lets the person make
purchases, and the financial institution
immediately deducts cost from that person’s
checking account

depository institution: institution that accepts
money deposits and then uses these to
make loans

financial intermediary: an institution that
operates between a saver with financial
assets to invest and an entity who will
borrow those assets and pay a rate of return

payments system: system by which buyers
and sellers exchange money for goods,
services and financial capital.

savings account: a bank account that pays
an interest rate, but withdrawing money
typically requires a trip to the bank or an
automatic teller machine

transaction costs: the costs associated with
finding a lender or a borrower for money
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GLOSSARY

financial contagion:

when fears that one bank is insolvent spread to fears that other banks

are insolvent; can cause bank runs to occur at multiple banks

illiquidity:

when the demand for cash by depositors exceeds the bank’s

available reserves

insolvency:

when the value of a bank’s assets is less than the value of its

liabilities; i.e. bankrupt
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GLOSSARY

bank capital requirements minimum percentage (of assets): a bank’s capital

must exceed to stay in operation

bank run: when depositors fear their bank is insolvent, they will “run” to

withdraw their deposits; because of fractional reserve banking, bank runs

can turn solvent banks insolvent

deposit insurance: program which insures commercial bank depositors up to

$250,000 per bank in the U.S.

lender of last resort: role of the Fed to provide loans to distressed banks

when the banks can’t obtain credit from anywhere else
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GLOSSARY

open market operations: the central bank selling or buying Treasury

securities to influence the quantity of money and the level of interest rates

open market purchase: the central bank buys Treasure securities to

increase bank reserves and lower interest rates

open market sale: the central bank sells Treasure securities to decrease

bank reserves and raise interest rates
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GLOSSARY

capital market:

the markets for long term financial assets

contractionary (or tight) monetary policy:

a monetary policy that reduces the supply of
money and increases interest rates

expansionary (or loose) monetary policy:

a monetary policy that increases the supply
of money and reduces interest rate

federal funds rate

the interest rate at which one bank lends
funds to another bank overnight

market for loanable funds

a broad view of financial markets, including
equities, bonds, bank accounts, credit, and
all other financial assets

money market:

the markets for short term financial assets

prime rate:

the interest rate banks charge their very
best corporate customers, borrowers with
the strongest credit ratings
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GLOSSARY

countercyclical:

moving in the opposite direction of the business cycle of economic

downturns and upswings
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GLOSSARY

countercyclical:

moving in the opposite direction of the business cycle of economic

downturns and upswings

federal funds rate:

the interest rate at which one bank lends funds to another bank overnight

quantitative easing (QE):

the purchase of long-term government and private mortgage-backed

securities by central banks to make credit available in hopes of stimulating

aggregate demand
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GLOSSARY

liquidity trap:

Keynesian idea that when interest rates are very low, people are willing to

hold cash, rather than put it into financial markets, eliminating the ability for

expansionary monetary policy to work
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GLOSSARY

contractionary fiscal policy:

tax increases or cuts in government spending designed to decrease aggregate
demand and reduce inflationary pressures

expansionary fiscal policy:

tax cuts or increases in government spending designed to stimulate aggregate
demand and move the economy out of recession

Phillips curve:

the tradeoff between unemployment and inflation

Stagflation:

a simultaneous increase in between unemployment and inflation
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GLOSSARY

Natural Rate Hypothesis

Neoclassical view that since the long run aggregate supply curve is vertical,

the long run Phillips Curve is also vertical; there is no tradeoff in the long run

between inflation and unemployment
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