NEWSHOUR EXTRA FINANCIAL CRISIS GLOSSARY 
accompanying lesson plan at www.pbs.org/newshour/extra/teachers/lessonplans/economics/july-dec08/economic_glossary.html
401(K) plan  —  An investment and savings plan that enables workers to put away money tax free into an account they can access when they retire (around age 65). 401Ks create a tax incentive to save money for retirement.
Bank  —  a business establishment which keeps money for saving or commercial purposes.  Banks also loan money and exchange foreign currencies.
Bank run (bank panic)  —  A series of unexpected cash withdrawals caused by a sudden decline in confidence or fear that the bank will be closed, i.e. many depositors withdraw cash almost simultaneously. Since the cash reserve a bank keeps on hand is only a small fraction of its deposits, a large number of withdrawals in a short period of time can deplete available cash and force the bank to close and possibly go out of business.

Capital -The wealth - cash or other assets - used to fuel the creation of more wealth. Within companies, often characterized as working capital or fixed capital. 
Central bank   —  The principal monetary authority of a nation, which performs several key functions, including issuing currency and regulating the supply of credit (see credit) in the economy. The Federal Reserve is the central bank of the United States.

Central bank intervention   —  The buying or selling of currency, foreign or domestic, by central banks in order to influence market conditions or exchange rate movements.


Commercial bank   —  Bank that offers a broad range of deposit accounts, including checking, savings deposits and extends loans to individuals and businesses. Commercial banks can be contrasted with investment banking firms, such as brokerage firms, which generally are involved in arranging for the sale of corporate or municipal government bonds and securities.


Credit   —  When you borrow money, you promise to pay in the future.  A "line of credit" is permission from a bank to borrow money.
Credit crunch - The situation created when banks hugely reduce their lending to each other because they are uncertain about how much money they have and whether the institution they lend to will be able to pay it back. This in turn results in more expensive loans and mortgages for ordinary people. 

Debt  —  Money owed; also known as liability.

Default   —  Failure to meet the terms of a credit agreement.

Equity  —  Ownership interest in an asset after liabilities are deducted.  For example, the value of your house after deducting the total amount of your mortgage.
Federal Deposit Insurance Corporation (FDIC)  —  An independent deposit insurance agency created by Congress in 1933 to maintain stability and public confidence in the nation's banking system. The FDIC identifies, monitors and addresses risks to the deposit insurance funds.  The FDIC protects bank accounts up to $250,000 (the amount was $100,000 before Congress passed the rescue plan in October 2008)
Federal Reserve Bank  —  One of the 12 operating arms of the Federal Reserve System, located throughout the nation, that together with their 25 branches carry out various functions, including operating a nationwide payments system, distributing the nation's currency and coin, supervising and regulating member banks and bank holding companies and serving as banker for the U.S. Treasury.

Federal Reserve System   —  The central bank of the United States, created by Congress and made up of a seven-member Board of Governors in Washington, D.C., 12 regional Federal Reserve Banks, and their 25 branches.

Finance company   —  A company that makes loans to individuals.

Foreclosure  —  The legal process used to force the payment of debt secured by collateral (such as a house) whereby the property is sold to satisfy the debt.  Usually means a family needs to leave their house because they cannot pay their mortgage.

Inflation   —  An increase in the general price level of goods and services.
Interest  —  When you borrow money from a bank, you pay interest, a fee for the use of money over time. For instance, if you borrow $100,000 for a house, you may end up paying back $300,000 at the end of the 30 year mortgage.  Interest also refers to the money earned on a savings account.


Investing   —  Buying part of a company, enterprise or fund in the hopes of making more money.

Liquidity - The liquidity of something is how easy it is to convert it into cash. Your current bank account, for example, is more liquid than your house. If you needed to sell your house quickly to pay bills you would have drop the price substantially to get a sale. 


Liquidity risk  —  The risk that a bank will not have sufficient cash or liquid assets to meet borrower and depositor demand.

Loan  —  When you borrow money and promise to pay it back—with or without interest.
Moral hazard  —  The risk that someone is cheating, has provided misleading information, or has an incentive to take unusual risks in a desperate attempt to earn a profit.

Mortgage  —  When you borrow money from a bank to buy a house.
Mortgage-backed securities – From about 2001 to 2006, Wall Street firms bought the mortgages on lots of houses and put them all together in a pool. They then sold slices of the whole pool of mortgages to investors. The repackaged debt from the pool of mortgages were then traded and re-traded. As the mortgages were moved around, more funds were freed up to lend to more homeowners. 
Regulation  —  A principle rule, or law designed to control or govern how the financial system works.  For instance, banks are required to keep a certain amount of cash on hand, but those regulations were scaled back at certain times.

Security - Essentially, a contract that can be assigned a value and traded. It could be a stock, bond or mortgage debt, for example. 

Sub-prime mortgages – Home loans offered to people who have had financial problems or who have low or unpredictable incomes. These loans often had high interest or interest rates that went up after a certain number of payments.
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