DEFINITIONS COMM 220
Chapter 2:

· Shifts in Demand:
1. Income
2. Substitutes (coke vs Pepsi) & Complements (fries and hamburger)
· Shifts in Supply
1. Technology
2. Cost of Resources
Chapter 4:

· Reservation Rate: The minimum you are willing to work for. Opp.cost of leisure
· Economic Rent: The actual wage minus the reservation rate

Chapter 7:

· Reference Point: The point of view from which you make a decision or opinion.
· Endowment Effect: Example of reference point, when someone value a good more because they own it.
· Loss Aversion: When someone is a loss avoider, having something and are afraid to lose it.
· Anchoring:  Being influenced into a decision based on a certain piece of info
· Framing: The context in which a decision is presented 
· Law of small numbers: Tendency to overstate the probability of an event when facing to little amount of info

Chapter 8:

· Dept: Assets like bonds
· Equity: Assets like Stocks
I. Short term: less than 1 year
II. Intermediate term: 1- 10 years
III. Long term: Over 10 years

· Money Market: Short term debt
1. T-Bills
2. Commercial Papers
3. Certificate of Deposit
4. Repurchase Agreement
5. Overnight Funds
· Capital Market: Long term debt
1. Stocks 
2. Corporate bonds and Government Bonds
3. Government Agency securities 
4. Provincial and Municipal Government bonds
5. Mortgage
6. Canada saving bonds
7. Consumer and Commercial bank loans 

· Primary Market: Market where securities(stocks) are initially sold. (IPO: Initial Public Offering)
· Secondary Market (happens more): Securities resold on stock exchange
· OTC (Over the counter): Banks have an inventory of bonds to buy and sell in trading rooms (Exclusive)
· Assets: (when banks give a loan) Loans , mortgages
· Liabilities: Deposits of our cash in the bank
· Foreign bond: A bond sold in a foreign country and sold in the currency of the foreing country.  CAD bond sold in USD in USA
· Eurobond: A bond sold in a currency that is different to that country where it is sold.  CDN bond sold in Japan in USD (purpose to have more stability) 
· Eurocurrencies: Foreign currencies deposited in bank outside of the home currency.  Eurodollars are US dollars deposited outside USA


Chapter 9: 
· Direct Finance: Lenders and borrowers are able to make transactions directly
· Indirect Finance: A financial intermediary brings borrowers and lenders together
· Financial Intermediary advantages:
1. Economies of Scale: Low transaction cost
2. Prevent Asymmetric Information: Having Incomplete information. Can lead to poor judgement 
3. Prevent Adverse Selection: Doing a poor selection because of ASSYMETRIC INFORMATION. (When too much service goes to the risky companies because u are forced to take an average and because of that the risky company pays less and the good company end up paying more than what they should. It drives the good company out and only the risky one are left. 
4. Prevent Lemon Problem: As a result of adverse selection we are left with the risky firms (lemons)
5. Prevent Moral Hazard: When u act dangerously because you are protected from a risk (go see RAMEEZ NOTES)
6. Prevent Principal (shareholder)- Agent (CEO, Manager) Problem: Financial Intermediaries can avoid Principal Agent Problem by monitoring the CEO’s action. CEO buying a jet from the expense of the company
· Free Rider Problem: Occurs when a private company sell info about firms. Often that info become publicly knows. (get a free ride, info for free)
· Costly State Verification: It is Expensive to monitor companies actions

Chapter 10:

· Interest Risk: When Interest rises, and Price of a bond falls. (Not good for people who sell bonds) (S-T bonds have less risk than L-T bonds and fluctuate less.

Chapter 11:
· Demand for bonds:
1. Wealth rise, D(RISES)
2. Risk rise, D(Fall)
3. Expected Inflation rise, D(FALL), S(RISE)
4. Expected Return relative to other assets (ex: stocks) rise, D(rise)
5. Liquidity rise, D(rise)
· Supply of Bonds:
1. Profitability of investments rise, S(RISE)
2. Expected inflation rise, S (RISE), D(Fall)
3. Government Deficit rise, S(RISE)


Chapter 12:

· Fallen Angels: securities whose rating has fallen from investments to junk level
· Risk Premium: Offer Additional Interest in order to get people to hold the bond
· Risk Default: Risk of no payment of the face value or interest payment because company is going bankrupt
· Corporate bonds have more default risk than government bonds that is why we have to offer a higher interest in order to hold the corporate bond
· Expectation Theory: Interest of a L-T bond is expected to be the equal to an average of the S-T bond
· Liquidity premium: the additional interest people must earn in order to be willing to hold a bond that is less liquid than other bonds
· Segmented Market Theory: Bonds are not related in any way and people do not compare them when making a decision. S-T and L-T bonds are not substitute. 
· Liquidity Premium Theory: S-T and L-T bonds are substitute. Interest rates of long term bonds are average of short term bonds plus a liquidity premium on top.     
· Preferred Habitat Theory: People have preferences over certain bonds than other and for them to take the other bonds we need to offer higher return.

Chapter 13:
· 4 Types of Integration: (how connected we are with other country)
1. Capital Flow (saving of one country that are invested in another)
a) Financial Capital Flow (Purchases of Stocks, bonds)
b) Foreign Direct Investment (Purchases of Machine, Factory) Nike building a factory in china 
Technological Improvements facilitate increased capital flow
2. Trade Flow (Goods/Services)
3. People Flow (Labour)
4. Similarity Flow (If prices are similar in countries that means they do a lot of trade

· Shallow integration: Reduction of trade Barriers at the borders like lower Tariffs and reduction in import quotas
· Deep Integration: Things that improve long term trade usually involving changes in policies between countries. (European Union)
· Autarky (bad thing): Your country is self-sufficient meaning you don’t need trading
· Zero Sum Game (Not true): Somebody gaining means that someone else must have lost
· Mercantilism (Not true): Exports are good and imports are bad
· Real trade agreements(RTAs) : are composed of countries that give special market access to each other.
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