Macro Economics – Basic Terms
GDP – gross domestic product, sum of all new goods and services produced in an economy in one year measured in their currency.

Per Capita GDP – is a country’s GDP divided by its Population, commonly believed by economists to be the best measure of “Standard of Living”.

Unemployment – the total number of people between ages 16 and 65 (who are NOT in jail, college, asylum) AND actively seeking employment.

Prime Interest Rate – the lowest price to rent capital, expressed as an Annual Percentage Rate or APR.  This nominal rate actually reflects two variables: the expected rate of inflation and the ‘Real’ rate of interest.

Inflation – is simply a general rise in prices, a little is good, a lot is bad.

Demand-Side Inflation – is when prices go up because of an increase in consumption.  We see demand bid up prices seasonally all the time: pine trees during Christmas, dirt bikes during summer, snowmobiles during winter, and most ‘normal’ goods during economic booms.

Supply-Side Inflation – is when prices go up because of an increase in the cost to produce a good or service.  Most common causes are energy (which our government often leaves out of their measure of inflation), labor cost, or regulation/litigation costs.

*Prices can also collectively move up or down based on the number of tokens in circulation.  Think about the difference in final scores of a soccer game versus a football game, 1 to 2 is very similar to 24 to 48 respectively. This is why the Quantity of Money In Circulation directly affects prices.

Bank Reserves – refer to the amount of money a financial intermediary (commercial bank such as Wachovia or thrift such as a credit union) must keep idle as leverage and to guard against insolvency.  This is also a lever used to indirectly affect the volume of lending.

Any financial intermediary who does not have the required funds at the end of a business day is required to borrow the difference from either another bank (and pay the “Federal Funds Rate*”) or from The Federal Reserve, usually referred to as The Fed, and pay the “Discount Ratez*”)
* Yes, these terms seem to be switched, would be more intuitive if they were reversed but sadly they invented these terms before I was born.
