Week 7 exam: Business and Finance: Define these words in one English sentence:
Bust (in prices)
Collapse
Boom (financial)
to progress, grow, or flourish vigorously
Global liquidity
liquidity is an asset's ability to be sold without causing a significant movement in the price and with minimum loss of value
Private-label securitisation
Asset securitisation is the process of converting a pool of illiquid assets, such as residential mortgages, into tradeable securities. Private-label is simply branding a third party’s product as though it were you own.
Loan-to-value ratio
The loan-to-value (LTV) ratio expresses the amount of a first mortgage lien as a percentage of the total appraised value of real property
Gearing (financial)
Measures the extent to which a company is funded by debt
Negative equity
The amount by which the market value of a property falls below the amount of the mortgage secured upon it
Collateralised lending
The category of lending where a borrower pledges an asset as recourse to the lender in the event that the borrower defaults on the initial loan
Fannie Mae
responsible for setting annual conforming loan limits and assuring that most Americans are able to finance a home. Fannie Mae is commonly known as a secondary mortgage market and lends to mortgage lenders which in turn extend mortgages to borrowers
Warren Buffett
One of the world’s wealthiest persons and most successful investors and financiers. Especially important in the world of finance as he backstops a huge number of deals which are too risky or unusual to attract normal financing.
Speculation (financial)
engagement in business transactions involving considerable risk but offering the chance of large gains, especially trading in commodities, stocks, etc., in the hope of fast profit from changes in the market price.
Risk-adverse
Chooses safety before profitability
Credit default swap
A contract or insurance policy between a seller (a bank) and a buyer (bondholder) where the CDS maintains that the seller agrees to pay the buyer in the event of a bond default or bankruptcy
Derivatives (financial)
are financial instruments whose value changes in response to an underlying variable, that require little or no net initial investment and are settled at a future date
Hedge (financial)
In finance, a hedge is a position established in one market in an attempt to offset exposure to price fluctuations in some opposite position in another market with the goal of minimizing one's exposure to unwanted risk
A short position (financial)
Occurs when a person sells stocks he or she does not yet own. Shares must be borrowed, before the sale, to make "good delivery" to the buyer. Eventually, the shares must be bought back to close out the transaction. This technique is used when an investor believes the stock price will drop
Tax credit
a direct reduction in tax liability (not dependent on the taxpayer's tax bracket)
Composite index (financial)
A combination of equities or indexes intended to measure the overall market performance over time
Uncertainty (financial)
When it is not known what unknowns there are
Risk (financial)
When it is known what unknowns there are
Elastic supply
a supply of a given good is highly responsive to a change in the price of that good
Pyrite
The common mineral iron disulfide (FeS2), of a pale brass-yellow color and brilliant metallic luster
Shadow inventory
is comprised of all those distressed residential properties which we know will almost certainly be coming onto the market in the not-to-distant future.
Fair value
a rational and unbiased estimate of the potential market price of a good, service, or asset, having controlled for irrational effects
Sticky pricing (financial)
describes a situation in which a price is resistant to change, particularly in one direction
Distressed sale
A sale forced by the necessity to immediately pay off debt
Non-recourse lending (financial)
No personal liability. Lenders may take the property pledged as collateral to satisfy a debt but have no ability to take the other assets of he borrower
Bearish (financial)
an investor with a pessimistic market outlook; an investor who expects prices to fall and so sells now in order to buy later at a lower price
Over-the-counter derivative
Non-exchange trading i.e. a derivative not sold through an exchange
Swap market
A place where swap derivatives are traded
Leverage (financial)
Extent to which one has invested with borrowed money as a way to amplify potential gains (at the risk of greater losses)
Clearinghouse (financial)
A central agency for the collection and distribution of electronic transactions. A clearinghouse may or may not offer translation services of nonstandard transactions.
Unintended consequences
outcomes that are not the outcomes intended by a purposeful action
Cash cow
In business, a cash cow is a product or a business unit that generates unusually high profit margins: so high that it is responsible for a large amount of a company's operating profit
Bugbear
An ongoing problem; a recurring obstacle or adversity; A source of dread; resentment; or irritation; An imaginary creature meant to inspire fear in children
Miffed
irritated, put out or annoyed
Fiduciary duty
is the legal duty (responsibility) to act in the best interests of another individual (individual includes persons, companies, organizations and charities).
Sap liquidity
Reduce assets' ability to be sold without causing a significant movement in the price and with minimum loss of value
To trade out of a position (financial)
A barter arrangement in which goods or services are exchanged for other goods and services, sometimes with a cash differential
Initial margin
A minimum deposit on a contract
Exempt
immunity from an obligation or duty
Essay Question: Write between 250 and 1000 words on what role the Credit Default Swap (CDS) derivative financial instrument had in the recent Global Financial Collapse, and on what measures ought to be taken in order to prevent the same happening again.
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