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THE ECONOMIC ENVIRONMENT
(OKOHOMHWYECKAS CPEJIA)

The economy comprises millions of people and thousands of firms as well
as the government and local authorities, all taking decisions about prices and
wages, what to buy, sell, produce, export, import and many other matters. All
these organizations and the decisions they take play a prominent part in shap-
ing the business environment in which firms exist and operate.

The economy is complicated and difficult to control and predict, but it is
certainly important to all businesses. You should be aware that there are times
when businesses and individuals have plenty of funds to spend and there are
times when they have to cut back on their spending. This can have enormous
implications for business as a whole.

When the economy is enjoying a boom, firms experience high sales and
general prosperity. At such times, unemployment is low and many firms will
be investing funds to enable them to produce more. They do this because con-
sumers have plenty of money to spend and firms expect high sales. It naturally
follows that the state of the economy is a major factor in the success of firms.

However, during periods when people have less to spend many firms face
hard times as their sales fall. Thus, the economic environment alters as the
economy moves into a recession. At that time, total spending declines as in-
come falls and unemployment rises. Consumers will purchase cheaper items
and cut expenditure on luxury items such as televisions and cars.

Changes in the state of the economy affect all types of business, though the
extent to which they are affected varies. In the recession of the early 1990s the
high street banks suffered badly. Profits declined and, in some cases, losses
were incurred. This was because fewer people borrowed money from banks,
thus denying them the opportunity to earn interest on loans, and a rising pro-
portion of those who did borrow defaulted on repayment. These so-called "bad
debts" cut profit margins substantially. Various forecasters reckoned that the
National Westminster Bank's losses in the case of Robert Maxwell's collapsing
business empire amounted to over £1.00 million.

No individual firm has the ability to control this aspect of its environment.
Rather, it is the outcome of the actions of all the groups who make up society as
well as being influenced by the actions of foreigners with whom the nation has
dealings.

VOCABULARY NOTES

to comprise — BkirO4aTh B ce0sl, COCTABIATH

local authorities — mecTHBIE OpraHs! BIacTH

to take (syn. to make) decisions — npuHUMaTH penIeHus

to play a prominent part — urparh 3aMeTHYO (3HAYUTEIBHYIO) POJIH

to shape the environment — ¢popmupoBath 00CTAHOBKY, CPEy, OKPYKEHHE
to predict (syn. to forecast) — npenckassiBath

to be aware — oco3HaBathb, 3HATH

to cut back on spending - cokpamaTts pacxosl

enormous implications — GosbIoe 3HAYEHHE, CMBICIT, BIMSHUE

general prosperity — BceoOliee MpoIBETaHUE

to enable smb to do smth — nenare BO3MOXKHBIM IJIs1 KOTO-TO, TIO3BOJISAThH
KOMY-JIH00 4TO-JIN0O JeNaTh



CONSUMErs — motpeduTen

to alter — usmenATBCS

a recession — ymamok

total spending — o6mume, cymMmMapHbIe pacXoIs!

to decline — camxatbes

income — noxox

unemployment — 6e3paboruia

to purchase (syn. to buy) — nokymnats

to cut expenditure — cokpamars pacxost

luxury items — mpeaMeTsI POCKOIITH

to affect (syn. to influence smb. smth) — pausre

the extent — crenens

to some extent — B HEkOTOpOU cTENEHU

the high street banks — nienTpanbhbie 6aHKH

to suffer badly — cuapHO mocTpagath

profits — npuObLIb

to incur (syn. to bear, to suffer) losses — nectu yobITKH, TOTEpU
to borrow from - 3anumars, GpaTh B3aiiMbl

to deny the opportunity — mumars BO3MOKHOCTH

to deny — orpunars

to earn interest — momy4aTh MPOIEHTHBIH T0XO0.
loans — ccyapl, 3aiiMbr

to default on repayment — He BBIIONHSATH 00sI3aTENLCTB MO BBIILIATE (10JI-
TOB, TIPOIIEHTOB | T. TI.)

a debt — moar

profit margins — pasmeps! npuObLIH

the outcome of the actions — pesynbraT neiicTBuit

to make up society — cocrasnaTe 06IIECTBO

to have dealings — umeTts TOproBbI€ (JETOBBIC) CBSI3H

Assignments (3aganusi)

I. Suggest the Russian equivalents

the government and local authorities; firms experience high sales; their sales
fall; total spending declines as income falls; luxury items; the high street banks
suffered badly; to earn interest on loans; so-called "bad debts"

I1. Replace the parts in italics by synonyms

The economy comprises millions of people; losses were incurred; the nation
has dealings; changes in the state of the economy affect all types of business;
profits declined; losses amounted to over £100 million.

I11. Increase your vocabulary

There is a set of words related to the word economics. In a table we can
show them like this.

Econom Y
ics
ic al lv
ist




Each word has a different use. Try to put the right word in the blanks in
these sentences:

1. Marx and Keynes are two famous __.

2. Those people are studying the science of .

3. We sometimes call a person's work his __ activity.

4. People should be very __ with the money they earn.

5. The __ system of a country is usually called the national __.

6. The people in that town live very __.

Translate into English

1. CocrosiHHE SKOHOMHUKH OYCHb TPEBOXKHOE.

2. DKOHOMHUYECKAs TTOJUTHKA IIPABUTENHCTBA YACTO ITOIBEPTaeTCs CIpa-
BEJUIMBON KPUTHKE.

3. OHa o4YeHb 3KOHOMHasI X03siKa.

4. MupoBasi 5KOHOMHKa — 3TO HayKa, KOTOpasi U3y4aeT COCTOSTHHE SKOHO-
MHKH B Pa3HBIX CTpaHaxX MHUpa.

5. Mos HOBas MalIlHa ropa3zio IKOHOMHUYIHEE CTapoil.

The table shows how words are formed around the verb to produce.

Produc e r
t iv(e) itv
ion

Use these words in the suitable blanks in the sentences below:

1. The company __ a new commaodity every year.

2. The company's newest __is a special blue soap powder.

3. The __ of soap powders met last year to discuss prices.

4. That factory is notas __ now as it was 5 years ago.

5. The __ of that factory has gone down over the last 5 years.

6. The manager of the factory has decided that they must increase their of
packets of soap powder.

Translate into English

1. B aToM rojy Halra KOMIaHUSl U3rOTOBMIIA (BBITYCTHIIA) BABOE OOJIbIIE
aBTOMOOMJICH, YeM B MIPOIILIOM.

2. [IpousBoauTeENH 3TOM MOZAEIH 000PYIOBaHHS HE CMOTJIM HAWTH JJIs Hee
pBIHKA COBITA.

3. Ora pupma u3BecTHa CBOCH BBICOKOKAYECTBEHHOU PO TYKIIHCH.

4, HpOI/IBBOILCTBO HOBOI'O CaMOJICTa HAYHETCA B CJICAYIOLIEM Iroay.

5. Ouu pa60Ta}0T OYCHb MHOI'0O, HO BC€ UX YCUJIUS HC CJIMIIKOM
MPOYKTUBHBEI.

6. PykoBoacTBO HieT 3pPeKTUBHBIE CIIOCOOBI OBBIIICHHS POU3BOIHU-
TEIBHOCTHU TPy/a.

IV. Fill in the gaps with the words and expressions from the text

1. The economy is complicated and difficultto .

2. When the economy __, firms experience high salesand .

3. The economic environment __ as the economy moves into __.

4. Changes in the state of the economy __ all types of business.

5. During a __ fewer people borrowed money from banks, thus __ to earn
intereston .



6. So-called "bad debts" cut __ substantially.

7. The economic __is___ of all the groups who make up society as well as
__of the actions of foreigners with whom the nation .

V. Translate into English

to affect smb, smth

1. TlepemMeHa MOrofbl IIOXO MOBJIHSIIA HA BHICTYIUICHHE CIIOPTCMEHOB.
2. DTa HOBOCTH CWJILHO Ha HETO MOAEHCTBOBAIA.

3. Poct nen moBwms Ha cripoc.

4. Ero MHEHHE HE MOBJIUACT HA MOE PCIICHUE.

to deny

1. Ona paccepauiack, y3HaB, U4TO JIMIIICHA BO3MOXXHOCTH €0 BUICTb.
2. OHa HH B yeM ce0Oe He OTKa3bIBaET.
3. MBI JUIIeHBI BO3MOXKHOCTH YIUTATHTH 110 CUETY B CPOK.

to some, what, such an, a certain extent

1. B HEKOTOPO CTENICHH BBI IIPABHL.

2. B kxaKoii cTereHn eMy MOXHO BEpUTDH?

3. KoBep ObLI TpsI3HBII 10 TAKOW CTEMICHH, YTO HEBO3MOXKHO OBLIO MOHSITH,
KaKoro OH ObLI I[BETA.

4. B onpenieneHHON CTENIEHHU 5 COTJIACEH C BaMH.

VI. Find in the text English equivalents for the following

UTpaTh 3aMETHYIO POJib; HOPMHUPOBATH CPEy; COKPAIIATh PACXOIBI Ha... (2
Bap.); COKPaTUTh pa3Mephl MPUOBUIH; TIEPEKUBATH IMIOIBEM; IIEPEIKUBATH
TSDKEJIbIE BpEMEHA; MPUATH B YIAJI0K; TOXObI MaatoT (2 Bap.); HECTH YOBITKH;
COCTOSAHHUE 5 KOHOMHKHU, UMETh 0O0JIBIIIOE 3HAYEHNE 1A ousHeca B OCII0M;
OTCI0/J1d, €CTECTBCHHO, CJICAYCT,; JIMIIAThL BO3MOKHOCTH; PE3YJIbTAT HGﬁCTBHﬁ;
HE BBINOJIHATEL 0043aTEILCTB 110 yrjiare.

VII. Answer the questions

1. What does the economy comprise?

2. What's a boom in the economy? What characterises the state of the econ-
omy at that time?

3. What happens when the economy moves into a recession?

4. What are "bad debts"?

5. What happened to some banks in the early 1990s and why?

VIII. Translate using all the active possible

1. CocTosiHME Y5KOHOMUKH (IKOHOMUYECKON CPEJIbl) UMEET OOJIBIIOE 3HA-
YCHHE JIJIS YCIICITHOM eI TeTbHOCTH (QUPM.

2. Korga sKoHOMHKA HAXOIUTCSI HA MOABEME, TO (PUPMBI IPOJAIOT OOJIBIIE
TOBApOB, YTO BEJCT K MOJIYUYCHHUIO OOJNBIINX MPUOBLICH U MPOLBETAHHUIO.

3. Ymagok 5KOHOMHKH XapaKkTePU3yeTCsl COKPAILICHHEM 00beMa MPOU3BOI-
cTBa U cObITa mpoxykimu. OTCIOa, ECTECTBEHHO, CIEYET, YTO TOXOIBI TIpea-
MIPUSITHA CHUKAIOTCSI M OHU HECYT YOBITKH.

4. Pe3ynbTaToM ACSITETLHOCTH BCEX CYOBEKTOB IIPOM3BOCTBA (TPyI 00-
ecTBa) ABISAETCS GOPMUPOBAHUE TOH WIIM WHOW YKOHOMHUYECKOU CpeIbl B
KOTOPO¥H pa3BuUBacTCs OM3HEC.

5. Y ¢upmbl He OBLTO BO3MOXKHOCTH YBEIIMIHUTH PACXO/IbI HA pEKIaMy B
pe3yabTaTe Yero OHa MoTepsijia YacTh PhIHKA COBITA.



MEASURING ECONOMIC ACTIVITY (MBMEPEHUE
IKOHOMUYECKOU AKTUBHOCTN)

There are a large number of statistics produced regularly on the operation
of the world's major economies. The UK's economy is no exception in this re-
spect. You will probably have noticed that often the headlines in newspapers or
important items on television news programmes relate to economic data and
the implications for individuals and businesses. A prime example of this occurs
when interest rates are increased: the media responds by highlighting the ad-
verse effects on businesses with debts and householders with mortgages.

Data is provided on a wide range of aspects of the economy's operation.
Statistics are available to show.

* the level of unemployment

* the level of inflation

* acountry's trade balance with the rest of the world

* production volumes in key industries and the economy as a whole

* the level of wages

* raw material prices, and so forth.

The main statistics illustrating the economy's behaviour relate to the level of
activity in the economy. That is, they tell us whether the economy is working at
fall capacity using all or nearly all, available resources of labour, machinery
and other factors of production or whether these resources are being under-
utilized.

The unemployment figures for the economy give an indicator of the level of
activity. As the economy moves towards a recession and a lower level of pros-
perity it is likely that unemployment figures will rise. An alternative measure of
the level of activity is national income statistics, which show the value of a na-
tion's output during a year. Economists use the term Gross National Product to
describe this data. Changes in the level or trends of such key data have great
significance for businesses, as we shall see later.

There are numerous sources of data on the economy of which we can make
use. The government publishes much through the Treasury, Department of
Trade and Industry, the Bank of England and the Department of Employment.
The Central Statistical Office, which was established during the Second World
War, publishes about half of the government's economic data.

Much of this is contained in its annual publication, "The Annual Abstract of
Statistics™. It also publishes the equally valuable "Social Trends" annually. Ad-
ditionally, private organizations, such as the banks, building societies and uni-
versities, publish figures on various aspects of the economy's performance.

Economic statistics are presented in many forms, the most common being
graphs and tables. Although these statistics can be valuable in assisting man-
agers, they should be treated with some caution when predicting the future
trend of the economy and thus helping the business to take effective decisions.

VOCABULARY NOTES

to measure — HU3MEPATh, PACCYUTHIBATH, OUCHUBATDH

economic activity — skoHomuueckast JesTeIbHOCTh

iS no exception in this respect — B 3TOM OTHOIICHUH HE SIBISIETCS HCKIIIO-
YCHHUEM

important items — Ba)kHbI€ BOIIPOCHI, IPOGIEMBI

to relate to — oTHOCHTBCS K YeMy-100, HMETH OTHOLIEHUE;
paccCka3bpIBaTh



by highlighting the adverse effects on... - B nepsyo ouepenn ocBemas
HEOJIaronpHUATHOE BIIMAHHE Ha...

householder — nomosnagenen, TOMOX03UH

household — momamnee xo3siicTBO

mortgage — 3axyagHas

data — gannsle

on a wide range of aspects — no cambiM pa3HOOGPa3HBIM ACTIEKTaM
statistics are available to show — crarucruka mokassiBaet

trade balance — Toproserii Gaamc

key industries — ocHOBHBIE OTpaCIH TPOMBIILIEHHOCTH

wages — 3apaboTHas iarta (pabouux)

salary — oxmam, ’KanoBaHbe (Crycauux)

raw material prices — neHsl Ha ChIpbe

at full capacity — Ha moyHyI0 MOIIHOCTH

available resources — gocTymHble, HIMEIOIIUECS B HATUYUH PECYPCHI
labour —tpyn

machinery — o6opynoBanue

factors of production — mpousBojacTBeHHbBIE (HaKTOPBI, PAKTOPHI
TIPOU3BOJICTBA (MPYO, 3eMilsl, NPUPOOHbLE PecypCyl, Kanumar)

to be under-utilized - me ucnoOIB30BATHCS MOTHOCTHIO
unemployment figures — komuuecTBO 6€3pabOTHBIX

indicator — mokazarens

national income — HarMOHANBHBII 10X0A

the value of a nation’s output — orierka o6beMa MPOU3BOACTBA CTPAHBI
Gross National Product (GNP) — BanoBoit HallHOHAITBHBIN TPOIYKT
(BHII)

trend — HampaBieHue, TEHICHIMS, TPSHA

the Tresuary — I'ocyaapcTBeHHOE Ka3HAueiicTBO. MUHHUCTEPCTBO
¢bunaHcoB (¢ Beruxobpumanuu)

the Department of Employment — MunuCTEpCTBO 110 BOTIpOcaM
3aHITOCTH (8 Beauxoopumanuu)

the Central Statistical Office — I{entpanbpHoe cTaTHCTHIECKOE
yIIpaBICHHE

to contain — comepxartsb

equally valuable — Takoii sxe BayKHBII

building societies — anen. ctpourtenbHblie 00IECTBA
(cneyuanuzuposanHvle coepezamenbHble YuperCOeHUs)

graphs and tables — rpaduku u

TaOJIMIBI

to assist — momorars, OKa3LIBaThH

MOMOTI[h

they should be treated with some caution — k 3tum naHHBIM CleayeT
OTHOCHTBCS C HEKOTOPOH 0CTOPOKHOCTBHIO

Assignments

I. Suggest the Russian equivalents

important items on TV programmes relate to economic data and the implica-
tions for individuals and businesses; a prime example; the adverse effects;
householders; statistics are available to show; available resources of labour; at
full capacity; key industries; key data; the value of a nation's output;
the Treasury; building societies; they should be treated with some caution;



trend (find it in 3 sentences)

I1. Replace the parts in italics by synonyms

a large number of, the operation of the world's major economies; headlines
relate to; the implications for individuals and businesses; by highlighting the
adverse effects on businesses; these resources are being under-utilized; figures
give an indicator of, changes have great significance for; numerous; additional-
ly;
economic statistics are presented in many forms

I11. Fill in the gaps with the words and expressions from the text

1. The headlines in newspapers often __economic data and __ for individu-
als and businesses.

2. The statistics tell us whether the economy is working __ using all or near-
ly all, __ resources of labour, machinery and other factors of production or
whether these resources are being __.

3. Economists use the term __ to describe the value of a nation's output dur-
ing a year.

4. Although these statistics can be __in assisting managers, they should
with __ when __the future trend of the economy.

IV. Find in the text English equivalents for the following

MHOTO (MHOTOYHCIIEHHBIE); B 3TOM OTHOIIIEHUH; CPEJCTBA MACCOBOM UH-
q)opMam/m; MOAYCPKUBATh, BBIACIATD, 3aKJIaIHBIC, O6’I)€M IMPpOU3BOJACTBA, ChI-
PBE; HE MMOJTHOCTHIO UCIIOJIB3YCTCA; YPOBCHb 3aHATOCTH, BaJIOBO HallKMOHAJIb-
HBIN MNPOAYKT; 01'[y6J'II/IKOBaTL B KaKHX-I100 HCTOYHUKAX

V. Increase your vocabulary

itis likely (unlikely) that...
smb is likely (unlikely) to be (to do smth)

1. Ora CTaTUCTHUKA, BOBMOXHO, 6YJ.'[€T OHy6J'II/IKOBaHa B €KCTOJHHUKE HCH-
TPpaJIbHOI'O0 CTATUCTUICCKOTIO 6}Op0

2. Bpsig nmu 9T upbl rOBOPST O HU3KOM YPOBHE 3aHSTOCTH.

3. HOXO)KG, YTO 3TU NPOU3BOACTBEHHBIC MOITHOCTH UCIIOJIB3YIOTCA HE
IIOJIHOCTBIO.

4. Moxert ObITh, PJKOHOMHKA OyZeT paboTaTh Ha MOJIHYIO MOITHOCTb, €CIIN
OyIyT HCIIOIH30BAaHBI BCe (haKTOPHI IPOU3BOICTBA.

VI. Give explanations in English
media; householders; mortgages; trade balance; wages; building societies
VII. Answer the questions

1. Why does the media relate to economic data and the implications for in-

dividuals and businesses?

2. What aspects of the economy's operation are statistics available to show?

3. What do statistics show?

4. What are the sources of data on the economy in the UK? In Russia?

5. What is the GNP?

6. Why should statistics be treated with some caution?

VIII. Translate using all the active possible

1. K opunmanbHBIM CTATHCTHYECKUM JAHHBIM IO YPOBHIO HH(IIALIUH B
CTpaHe CIIeAyeT OTHOCHTHCS C OCTOPOXKHOCTBIO.

2. BajioBoii HAI[MOHAIBHBIN IPOAYKT — 3TO COBOKYITHOCTH TOBAPOB M YCIIYT,
MIPOU3BE/ICHHBIX HAITMOHAIIbHOW SKOHOMHUKOM 3a TroJ.



3. O06BbeM MPOMU3BOACTBA NPOAYKIHH B KITFOUEBBIX OTPACISAX MPOMBIIILICH-
HOCTH B 3HAYUTEIHHOH CTETICHH ITOKA3bIBACT YPOBEHb AKTHBHOCTH HACCICHUS.

4. Ecrii B 5KOHOMHKE OTMEUAETCs TaIeHIE IPOU3BOJICTBA, TO CICICTBHEM
9TOTO CTAHOBHTCS pOCT 0e3pabOTHIIBI U TIOHIKEHUE YPOBHS 3apILIATHL.

5. CpencTBa MaccoBOM HHPOPMAIIUU COOOINMINA 00 OTPUIIATECIBHOM BIIHUS-
HUH HA MIPOU3BOJICTBO YBEIUYHBIICHCS POIICHTHOMN CTAaBKU.



THREE ECONOMIC ISSUES (TPH BOITPOCA
YKOHOMMKH)

Three economic issues

Economics is the study of how people choose to allocate scarce resources
to satisfy their unlimited wants. The main problem in economics is the question
of allocating scarce resources between competing uses. In this section three
economic issues are discussed to show how society allocates its scarce re-
sources between competing uses. In this connection the question what, how
and for whom to produce is of great significance.

The oil price shocks

Oil is an important commodity in modem economies. Oil and its derivatives
provide fuel for heating, transport, and machinery, and arc basic inputs for the
manufacture of industrial petrochemicals and many household products rang-
ing from plastic utensils to polyester clothing. From the beginning of this centu-
ry until 1973 the use of oil Increased steadily. Over much of this period the
price of oil fell in comparison -with the prices of other products. Economic ac-
tivity was organized on the assumption of cheap and abundant oil.

In 1973 — 74 there was an abrupt change. The main oil-producing nations,
mostly located in the Middle East but including also Venezuela and Nigeria,
belong to OPEC — the Organisation of Petroleum Exporting Countries. Rec-
ognizing that together they produced most of the world's oil, OPEC decided in
1973 to raise the price at which this oil was sold. Although higher prices en-
courage consumers of oil to try to economize on its use, OPEC countries cor-
rectly forecast that cutbacks in the quantity demanded would be small since
most other nations were very dependent on oil and had few commaodities avail-
able as potential substitutes for oil. Thus OPEC countries correctly anticipated
that a substantial price increase would lead to only a small reduction in sales.
It would be very profitable for OPEC members.

Oil prices are traditionally quoted in US dollars per barrel. Fig. 1 shows
the price of oil from 1970 to 1986. Between 1973 and 1974 the price of oil tri-
pled, from $2,90 to $9 per barrel. After a more gradual rise between 1974 and
1978 there was another sharp increase between 1978 and 1980, from $12 to
$30 per barrel. The dramatic price increases of 1973 — 79 and 1980 — 82 have
become known as the OPEC oil price shocks, not only because they took the
rest of the world by surprise but also because of the upheaval they inflicted on
the world economy, which had previously been organized on the assumption of
cheap oil prices.

People usually respond to prices in this or that way. When the price of some
commaodity increases, consumers will try to use less of it but producers will
want to sell more of it. These responses, guided by prices, are part of the pro-
cess by which most Western societies determine what, how and for whom to
produce.Consider first how the economy produces goods and services. When,
as in the 1970s, the price of oil increases six-fold, every firm will try to reduce
its use of oil-based products. Chemical firms will develop artificial substitutes
for petroleum inputs to their production processes; airlines will look for more
fuel-efficient aircraft; electricity will be produced from more coal-fired genera-
tors. In general, higher oil prices make the economy produce in a way that uses
less oil.
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Figure 1. The price of oil. 1970 — 86

How does the oil price increase affect what is being produced? Finns and
households reduce their use of oil-intensive products, which are now more ex-
pensive. Households switch to gas-fired central heating and buy smaller cars.
Commuters form car-pools or move closer to the city. High prices not only
choke off the demand for oil-related commodities; they also encourage consum-
ers to purchase substitute commodities. Higher demand for these commodities
bids up their price and encourages their production. Designers produce smaller
cars, architects contemplate solar energy, and research laboratories develop al-
ternatives to petroleum in chemical production. Throughout the economy, what
is being produced reflects a shift away from expensive oil-using products to-
wards less oil-intensive substitutes. The for whom question in this example has
a clear answer. OPEC revenues from oil sales increased from $35 billion in
1973 to nearly $300 billion in 1980. Much of this increased revenue was spent
on goods produced in the industrialized Western nations. In contrast, oil-
importing nations had to give up more of their own production in exchange for
the oil imports that they required. In terms of goods as a whole, the rise in oil
prices raised the buying power of OPEC and reduced the buying power of oil-
importing countries such as Germany and Japan. The world economy was pro-
ducing more for OPEC and less for Germany and Japan. Although it is the most
important single answer to the ‘for whom' question, the economy is an intricate,
interconnected system and a disturbance anywhere ripples throughout the en-
tire economy,

In answering the ‘what' and 'how' questions, we have seen that some activi-
ties expanded and others contracted following the oil price shocks. Expanding
industries may have to pay higher wages to attract the extra labour that they
require. For example, in the British economy coal miners were able to use the
renewed demand for coal to secure large wage Increases. The opposite effects
may have been expected if the 1986 oil price slump had persisted.

The OPEC oil price shocks example illustrates how society allocates scarce
resources between competing uses.

A scarce resource is one for which the demand at a zero price would exceed
the available supply. We can think of oil as having become more scarce in eco-
nomic terms when its price rose.

VOCABULARY NOTES



to allocate resources — pacnpenesstb pecypchl

scarce resources — orpaHM4eHHBIC, CKYIHBIE PECYPChI

scarcity — me¢urmr

to satisfy unlimited wants — ynoBieTBopsTh HeOTpaHUUCHHBIC
MOTPEOHOCTH

competing Uses — KOHKypHpYIOLIHe chepbl HCTOTb30BAHUS

to be of great significance — umerts Gombioe 3HaYEHHE

commodity (syn. good) — toBap, mpeaMeT MKPOKOTO MOTPEeOICHHS
modern economy — coBpeMeHHasi 5KOHOMHKA

oil and its derivatives — He(dTh 1 HeGTETPOH3BOIHEIE

to provide fuel for heating and transport — oGecreunBarh TOILIMBOM
CHCTEMBI TETIOCHA0KEHHUSI ¥ TPAHCTIOPT

basic inputs — ocHoBHBIE cOCTaBIIAIOIINE

to range from... to... — or... j0...

plastic utensils — u3nmenus u3 mactuka

polyester clothing — onexna U3 CHHTETHUECKMX TKAHEH

to increase [-z], v. steadily — moctosiHHO yBeTUUUBATHCS

increase [-S], n. — yBenuueHue

over much of this period — 6oJblias 4acTs 3TOro nEpuoaa

in comparison with (syn. as compared with) — o cpaBHeH#HO ¢

on the assumption of — ucxoas U3 npeamonoKeHuUs (IOMyIICHHUS)
abundant oil — HedTh, UMeroOIIasACS B U300MIMHU, U30BITKE

an abrupt change — peskoe usmenenue

oil-producing nations — crpassl, mpousBoasiIne HePTh

to be located in — pacronararscst B

to belong to — npunaanexars

OPEC (the Organization of Petroleum Exporting Countries) — OIIEK
(Opraumsanus cTpan — 3KCHOPTEPOB He(TH)

to raise the price — noBbImIaTh HEHY

(o encourage consumers — mo0y»xaaThb, MOOIIPSATH MOTpeOHTENEH

to economize on its USe — YKOHOMHTPH HA UCIIOJIB30BAHUH

to forecast correctly — npaBuibHO MPOrHO3UPOBATH

cutbacks in quantity demanded — cokparenusi TpebyeMoro Koau4ecTBa
to be dependent on oil — 6bITh 3aBUCHMBIM OT HedTH

to be available (syn. to be in stock; ant. to be out of stock) — umerscs B
Hainuuu potential substitutes — moreHmanbHBIe (BO3MOXKHBIE)
3aMCHHUTEITH

to anticipate — npezacka3pIBaTh, PEIBUACTD, TPOTHOZUPOBATH
substantial price increase [-S] — cylecTBeHHOE, 3HAUUTEILHOE
TOBBINICHHE TICH

to lead (led, led) to (syn. to cause, to entail, to result in) — npusectH k
reduction in sales — cokparenue npoak

to be profitable for — 6biTh TPUOBLTHHBIM, BHITOTHBIM

OPEC members — crpanbl — wienst OTIEK.

to quote prices in US dollars per barrel — na3nauats, KOTHPOBAaTh LCHBI B
nomnapax CIIIA 3a 6appens

to triple ['tripl] — Bo3pacraTs B Tpu pasa, yrpausarb

a gradual rise — mocreneHHoe yBenu4eHne



sharp, dramatic increase — pe3xkoe IOBBIILICHHE

to take by surprise — 3acrarh BpacIiox

upheaval [i:] — mepesopor

to inflict upheaval on the world economy — nanocuts ymap 1o
(mpuuHHATE yiepO) MHPOBOIT SKOHOMUKE

to respond to prices — pearnpoBaTh Ha LICHBI

a producer — mpou3BOUTENH

to determine what, how and for whom to produce - onpenensts uro,
KaK U U1l KOTO IPOM3BOIUTh

to increase six-fold — Bo3pacTath B mects pas

oil-based products — HedrempoLyKThI

artificial substitutes for petroleum — uckyccrBeHHbIC 3aMeHUTENN
6ensuna production processes — npou3BOICTBEHHbIC MPOIECCHI
fuel-efficient aircraft — camoseT ¢ S5KOHOMHYHBIM PACXOJOM TOTLIHBA
oil-intensive products — mpomyKTsI ¢ BEICOKHM COJEepKaHHeM HedTH
switch to — nmepexmounThest Ha

ComMuters — KUTeNTH IPUropo/a, PEryISPHO MPUE3KAIOIIIE B TOPOJ Ha
paboty nim yaedy

car-pools — rpynma /e, JOrOBOPUBILHXCS 110 0YEPEad 00CTYKUBATH
IpYT Apyra aBTOMANINHOM

to choke off the demand - 3aaymuts cripoc

substitute commodities — ToBapsI-3amMeHHTEITH

to bid up the price — HapamuBath HeHy

to encourage production — cTUMyITHPOBAThH MPOU3BOACTBO

to contemplate solar energy — paccmarpusars (061yMbIBaTh) BOIPOC 00
HCIIOJIb30BAHUH CONTHEYHON SHEPTHU

to reflect a shift away from... towards (t0)... — orpaxars nepexoj (CMeHy,
3aMeHy) OT... K...

OPEC revenues — moxozsl ctpan — wieHoB OITEK

nearly $300 billion — moutn 300 MuLIHAPIOB 1OIITAPOB

industrialized Western nations — ungycrpuanbHbie (MPOMBINUIEHHBIE) 3a-
MajIHBIE CTPAHBI

in contrast — o KoHTpacTy

oil-importing nations — ctpatbl, UMIOPTHPYOLIHE HEDTH

to give up the production — otka3arbcst (IPEeKPaTUTh) OT MPOU3BOACTBA
in exchange for — B 0OMen Ha

to require — tpeGoBath

the buying (syn. purchasing, spending) power — nokymnatenbHas
CHOCOOHOCTH

an intricate interconnected system — ciioxxHast B3aMMOCBsA3aHHAS CHCTEMA
a disturbance — HapyiieHre paBHOBECHS, OTKJIOHEHHUE, CPBIB

to ripple throughout the entire economy — npokaTuTbCst BOJIHOM uepes
BCEO 9KOHOMHKY

some activities expanded/contracted — HekOTOpbIE BU/IBI AEATEIBHOCTH
PACIIMPHIIACH/COKPATHINCE

to pay higher wages to attract the extra labour — miartute Gonee
BBICOKYIO 3apIUIaTy JJIsi IPUBJICUCHHUS JOTIONHUTEIbHOM paboUeit CHIThI
to renew — BoccTaHaBIMBATH, BO30OHOBIIATH

demand for — copoc Ha



to secure wage increases — g0OMBATHCS TOBBIICHUS 3aPILIATHI
price slump — peskoe CHUXEHHE LIEH

to persist — coxpaHsTbCs, IPOIOIIKATD CYIIECTBOBATH

to exceed — mpeBHIIIATH

the available supply — umeronieecs npeanoxenue

to become more scarce in economic terms — crate Gosee CKyIHBIM,
HEJIOCTATOYHBIM B 9KOHOMUYECKOM CMBICIIE

Assignments

I. Suggest the Russian equivalents
to increase steadily; try to economize on the use of...; to choke off the demand;
to encourage consumers to purchase smth; to encourage the production of...

I1. Replace the parts in italics by synonyms

three economic questions; to give a share of resources; to have scarce sup-
plies of raw materials; a sudden change; realising that; potential replacements;
to encourage people who use oil; price increases six times; try to cut down on
the use of oil

I11. Find in the text antonyms for the following words rare, scarce; outputs;
expensive; exports; straightforward; get, acquire; not to need; getting smaller

IV. Fill in the gaps with the words and expressions from the text

1. Economics is the study of how people choose __ scarce resources to sat-
isfy their _.

2. Economic activity was organized on the assumption of _ oil.

3.1n 1973 — 74 there was an __ change in oil prices.

4. _ countries correctly forecast that __in the quantity demanded would be
small.

5. Most nations are very dependent on oil and have few commodities avail-
ableas _ foroil.

6. Oil prices are traditionally __in US dollars per barrel.

7. The price of oil __, from $2.90 to $9 per barrel.

8. There was another __ between 1978 and 1980, from $12 to $30 per ban-
el.

9. The dramatic price increases inflicted __ on the world economy.

10. These responses, __ prices, are part of the process by which most West-
ern societies __ what, how and for whom to produce.

11. Chemical firms will develop __ for petroleum inputs to their production
processes; airlines will look for more __ aircraft.

12. Finns and __ reduce their use of _ products.

13. Commuters form ___ or move closer to the city.

14. High prices not only __ for oil-related commaodities; they also encourage
consumers to purchase __.

15. OPEC __ from oil sales increased from $35 billion in 1973 to nearly
$300 billion in 1980.

16. The rise in oil prices raised __ of OPEC.

17. The economy is an __, interconnected system and a ___ anywhere ripples
throughout the entire economy.

18. __ industries may have to pay higher wages to attract the __ labour that
they require.

19. A scarce resource is one for which the demand at a zero price would __



the available supply.
V. Find in the text English equivalents for the following

pacnpenenaTb pecypchl; OTPAHUYECHHBIE PECYPCHI; 3HAYUTEILHOE
IIOBBIIICHUE IICH ITOBJICYUECT 3a coboii HECYIICCTBEHHOEC CHUKCHUE o0bemMa
MIPOJaX; LIEHA BO3POCa B TPU pa3a; pe3KUil NOBEM; PE3KUI B3JIET LIEH;
BO3pOCIINEC JOXObI; IIOBLICUTH/TIOHU3UTH TMOKYTATCIbHY IO CHOCOGHOCTL;
IIOBBIIIATH 3apa60THon IJ1aTy U1 MpUBJICUCHUA ILOHOHHHTeHLHOﬁ pa60qe171
CHJIbI

VI. Explain in English

prices are quoted; a gradual rise; a sharp increase; household; commuters;

commodities

VII. Check your grammar

Present Tenses

Use the following verbs to complete the paragraph below:
concern, base, discuss, be, show, take up, hope for, say, offer, wish, live, sug-
gest, provide, govern

Students __ economics for different reasons. Some ___ a career in business,
some __ for a deeper understanding of government policy, and some ___ about
the poor or the unemployed. This book __ an introduction, which__ that eco-
nomics__ a live subject. It__ real insights into the world in which we __. The
material that we___in this book __ by two ideas. The first __ thatthere __ a
body of economics, which has to be learned in any introductory course. The
second __on the belief that modem economics is more readily applicable to the
real world than traditional approaches .

Past Tenses
Write the following sentences out in full, like this:
Keynes/famous/ his/ day/ economist/ own/ a/in... (be)
Keynes was a famous economist in his own day
¢ 1915/ Treasury/ London/ in/ he/ in/ the/... (join)
o best-known/ 1935/ his/ book/ in... (publish)
o public/ war/ during/ he/ service/ the/ to... (recall)
o 5th/ in/ Cambridge/ June/ Keynes/ 1883/ on... (bear)
o student/ he/ distinguished/ a... (be)
e instrumental/ the IMF/ in/ the/ 1944/ World Bank/ he/ in/ and/ starting...
(be)
e Cambridge University/ to/ 1902/ he/ in... (go)
e a/ he/ as/ Cambridge/ teacher/ to... (return)
o time/ he/ a/ economist/ by/ as/ this/ brilliant... (accept)
e also/ heavy/ his/ he/ by/ workload... (exhaust)
e The General Theory of Employment, Interest and Money/ it... (call)
¢ 1919/ in/ he/ with/ Treaty of Versailles/ he/ because/ the... (resign, disillu-
sion)
o April/ on/ 21st/ he/ 1946... (die)
o book/ conventional/ this/ thinking/ enemies/ many/ and/ him... (go against,
make)

Arrange the sentences you have made into a single paragraph.



VIII. Answer the questions
1. What are the three main questions of the economy?
2. What do you need in order to understand economics?
3. What happened to the price of oil from 1900 to 1973?
4. What did OPEC decide in 1973?
5. Why was there only a small reduction in oil sales?
6. What is an oil price shock? What did the oil price shocks lead to?
7. How do people respond to a higher price for a commodity?
8. What effect do higher oil prices have on the economy?
. What happens throughout the economy when there are high oil prices? 10
What 2 effects did high prices have on oil-importing countries?
11. When did oil become scarce?
12. What is a scarce resource?
IX. Translate using all the active possible

1. Pemienue Bompoca 0 pacipeielIeHud OTpaHUICHHBIX PECYPCOB B 3KO-
HOMHKe (00LIeCTBE) 3aBUCHUT OT TOTO, YTO UMEHHO, KAKMM CII0OCOO0M U LISt
KOro 1aHHO€ 06H.[eCTBO HaMCEPCHO MPONU3BOAUTD.

2. HGHLI Ha He(I)TL CTaOMIBLHO PacTyT U O0TCr0JAa, ECTCCTBCHHO, CICAYCT YTO
HOTpe6I/ITeHI/I Heq)TI/I MBITAIOTCS 00JIee IKOHOMHO €€ HCII0JIb30BaTh

3. HeBeposTHBII ckadok 1eH Ha HeTh B 70-X roax mpuBel K Pe3KOMY
M3MEHEHHUI0 YKOHOMHYECKOH cpeibl B 11esioM. OTHAKO pe3ynbTaToM 3TOTO
OBLIIO JTUIIB HECYIIECTBEHHOE CHIDKEHHE 00BheMa IMPOJIaX.

4. Pe3koe CHMKEHHE cIipoca Ha He(Th CIIOCOOCTBOBAJIO POCTY MPOU3BOI-
CTBa 3aMeHHTeNei HedTH.

5. Pacmnpﬂ}omnecsl OTpacjiy MpoOU3BOACTBA I IIPUBJICUCHUA JOIIOJIHA -
TENBHOW paboYei CHITBI BEIHYKICHEI TIOBBIIIATH YPOBEHB 3apa00THOI IIIaThI
BOSpOCH.II/IC JA0XOAbI MIOJAHUMAIOT IMMOKYIATCIbHYO CII0COOHOCTH 06H.IGCTBa.

6. Bo3pociue 10X0pI TOAHUMAIOT MTOKYTIATEFHYIO CIIOCOOHOCTh. OIHO-
BPEMCEHHO JI1 NPUBJICYCHU A ﬂOHOHHHTeHBHOﬁ pa60qeﬁ CHJIbI paClINPALO-
IIMecst OTPAcIy MPOU3BOJICTBA BEIHYX/ICHBI MOBHIIIATH YPOBEHB 3apab0THOM
IJIaThI.

[{e]



INCOME (IOXO]T)

The second of the three economic issues is the question of income, that is,
income distribution, the way in which income — that's what people earn —is
distributed or shared around.

You, and your family, have an income. You have an annual income, that is
what you earn in a year. This income allows you to enjoy various goods and
services. It means you have a certain standard of living. Your standard of liv-
ing, of course, includes what you think of as necessary to your life, things like
food, water, somewhere to live, health and education. But your income doesn't
just cover the necessities of life. It also includes recreation, whether that's sport
or TV or a holiday. Your income will be less than some of your neighbours',
but it will be more than some of your other neighbours'. Your neighbours mean
not just people living in your own country, but also people living in other coun-
tries.

Just as you and your family have an income, so nations, different countries,
also have an income — the national income, it's often called. A national in-
come is not the money the government gets. The national income is the sum to-
tal of the incomes of all the people living in that country, in other words, every-
one's income added together. In the same way one can think of world income as
the total of all the incomes earned by all the people in the world.

Concerning the distribution of national and world income, some questions
are to be asked: who, in the world, gets what share of these incomes? The dis-
tribution of income, either in the world or in a country, tells us how income is
divided between different groups or individuals. Table 1 shows the distribution
of world income. There are three headings down the left-hand side of the table:
income per head, percentage of world population and percentage of world In-
come. In poor countries, like India, China and the Sudan, the income per head
is only one hundred and fifty-five pounds per year. But at the same time, they
have fifty point seven per cent of the world's population. These poor countries
only have five per cent of the world's income.

In middle-income countries the income per head is eight hundred and forty
pounds, that's in countries like Thailand and Brazil. In the major oil countries,
like Kuwait and Saudi Arabia, it's seven thousand, six hundred and seventy. In
industrial countries it's six thousand, two hundred and seventy.

Turning to middle-income countries again, they have twenty-five point one
per cent of world population, with fourteen point two per cent of world income.
The major oil countries have point four per cent of population, the industrial
countries fifteen point six. The oil countries have one point five per cent of
world income, the industrial countries sixty-four point eight.

The first economic question is for whom does the world economy produce?
As the table shows, it produces essentially for the people living in the rich in-
dustrial countries. They get sixty per cent of the world's income, although they
only have sixteen per cent of its population. This suggests an answer to the
second question, that is of what is produced. The answer is that most of world
production will be directed towards the goods and services that these same rich
industrialised countries want.

The third question is how goods arc produced. In poor countries, with little
machinery, not very much technical training and so on, workers produce much
less than workers in rich countries. And poverty is very difficult to escape. It
continues on and on. And this goes some way towards accounting for the dif-



ferences in national incomes. It accounts for an unequal distribution of income,
not just between countries but also between members of the same country, alt-

hough there individual governments can help through taxation. In other words,

governments can act to help distribute income throughout their population.

VOCABULARY NOTES

income distribution — pacnpenenenue noxoma

an annual income — rogoBoii [oxox

a certain standard of living — onpezneneHHBI! ypOBEHB KHU3HH

to cover the necessities of life — oxBaTsiBaTE OCHOBHBIE KH3HEHHBIC O~
TpeOHOCTH

recreation — oTaBIX, TOCYT

national income — HaIMOHANBHBIN JOXO0/

share of income — mons, yacTsh qoxoma

income per head — moxon Ha ayiry HaceneHus

percentage of world population — nporuest MupoBOro HaceneHUs
percentage of world income — mporieHT MUpPOBOTO H0X01a
essentially — B ocHoBHOM, OOIBIIEH YACTHIO

world production — mupoBoe mpou3BoOACTBO

rich industrialised countries — 6orarbie IPOMBIIILICHHBIE CTPAHBI
not very much technical training — HegocTtaroYHOE TeXHUYIECKOE
o0yueHHe

to escape - 30. n3bexaTh

to account for (syn. to explain) — o6BsicHSTH

the differences in national incomes — pasiunuus B HalIMOHATBHBIX
JI0XO/1aX

unequal distribution of income - HepaBHOe pacnpenenenue 10xoaa
throughout population — cpenu HaceneHus

Assighments
I. Suggest the Russian equivalents
income is shared around; income doesn't just cover the necessities of life; to
suggest an answer to the question; to direct the production towards the goods
and services; individual governments
I1. Fill in the table with the data from the text

Table 1. The distribution of world income

Poor coun- |Middle- Major oil Industrial  [Soviet
tries income coun- |countries countries bloc
tries

Income per head

% of world
population % of
world income

I11. Fill in the gaps with the words and expressions from the text




1. You have __, that is what you earn in a year.

2. Your income doesn't just __ the necessities of life.

3. Itincludes __, whether that's sport or TV or a holiday.

4. is the sum total of the incomes of all the people living in that country.

5. __is the total of all the incomes earned by all the people in the world.

6. In poor countries __is only one hundred and fifty-five pounds per year.

7. In _ countries the income per head is eight hundred and forty pounds.

8. Most of world production __ towards the goods and services that these
same rich industrialised countries want.

9. In poor countries, with __, not very much technical training workers
produce much less than workers in rich countries.

10. This goes some way towards __ the differences in national incomes.

IV. Find English equivalents
pacopeacjacHue 10X040B; emerouﬂmﬁ J0X0nH, OHpe)leﬂeHHbIﬁ YPOBEHDb KU3HU,
HaHHOHaHLHLIﬁ J0XO0d, MHpOBOﬁ J0X04d, A0JIA HAIIMOHAJIBHOTI'O J0X0J4, 10X0/J
Ha pyusy HaCEJIEHUs; IPOLICHT MUPOBOI'0 HACEIEHUA; CTPAHbI CO CPEIHUM
YPOBHEM J0X0/1a; B OCHOBHOM; CKYIHOE TEXHHUECKOE 000pY/I0BaHUE;
HEAOCTATOYHOEC TEXHUYECKOEC 06paSOBaHI/Ie; O6I>$[CH6HI/IG Pa3HUIIbI B YPOBHAX
HallMOHAJIBHBIX JOXO0J0B; HEPABHOC PACIPCACIICHNUC TOXOA0B; I/1366)KaTb
OeIHOCTH

V. Give the definition of income distribution

VI. Give the definition of national Income

VII. Answer the questions

1. What countries are called poor?

2. For whom and what does economy produce?

3. What is the role of governments in distributing incomes?

VII. Translate into English using all the active possible

1. HannoHabHBIH 0X01 — 3TO 00IIast CyMMa, MOJyYCHHAs! HACCJICHUEM B
BHIe 3apabOTHOM IUIATHI, PEHTHI, IPOIICHTAa U MPUOBUIH B TEUSHUE OMpee-
JIEHHOTO MIEePHOJia, OOBIYHO B TEUEHUE OJTHOTO TO/a.

2. VIcTOYHUKY HEPaBEHCTBA — 3TO MPUYHHBI, BBI3EIBAIOIINE HEPABCHCTBO B
pactpeneeHun 10Xoaa. [IoCKOIIBKY CYIECTBYIOT 1Ba OCHOBHBIX HCTOYHHKA
JIOXOJIOB — TPYOBEIE TOXOIBI M JOXOABI OT COOCTBEHHOCTH, HICTOUYHHKH HEepa-
BEHCTBA Pa3JICIAIOT Ha 2 TPYIIBI: HCTOYHHUKH, BBI3BIBAIOIINE HEPABCHCTBO B
TPYAOBBIX JOXOJaX; U HCTOYHUKH, BBI3bIBAIOIIHMEC HEPABECHCTBO B JO0X0daX OT
COOCTBEHHOCTH. B pa3BUTHIX CTpaHaX HCTOYHUKAMH HEPABEHCTBA B TPYIOBBIX
JIOXOJIax SIBJISIFOTCS, B OCHOBHOM, oOpa3oBanue u nipodeccusi. JJoxomp! oT cob-
CTBEHHOCTH elre Oonee nuddepeHpoBaHbl, YeM JOXObI OT TPYIOBOM Jes -
TEJIHHOCTH, TIOCKOJIbKY 00YCIIOBIICHBI HEPaBEHCTBOM B pacipeieleHnn ooraT-
cTBa. OCHOBHBIMHU HCTOYHHKAMH HEPABEHCTBA B JOXO0/aX OT COOCTBEHHOCTH
SIBIISTIOTCSI TPEIIPUHIMATEIECKAS ISATSIIEHOCTh M HACIIE/ICTBO.



THE ROLE OF GOVERNMENT (POJIb
ITPABUTEJIBCTBA)

Having mentioned the effect of government tax policy on the income distribu-
tion, it's necessary to examine in greater detail the role of the government in
society In every society governments provide such services as national defence,
police, public education, firefighting services, and the administration of justice.
In addition, governments through budget make transfer payments to some
members of society.

Transfer payments are payments made to individuals without requiring the
provision of any service in return. Examples are social security, retirement
pensions, unemployment benefits, and, in some countries, food stamps. Gov-
ernment expenditure, whether on the provision of goods and services (defence,
police) or on transfer payments, is chiefly financed by imposing taxes, although
some (small) residual component may be financed by government borrowing.
Tabl. 2 compares the role of the government in four countries.

Tabl. 2. Government Spending as a Percentage of National Income

Country Purchase of goods | Transfer pay- |Debt inter- | Total
and services ments est
% Oh % 0%
UK 23,0 17,2 51 45,3
Japan 14,9 12,7 4,6 32,2
USA 20.1 12.2 4.8 37.1
Italy 27,0 23,0 9,2 59,4

In each case, we look at four measures of government spending as a per-
centage of national income: spending on the direct provision of goods and ser-
vices for the public, transfer payments, Interest on the national debt, and total
spending.

Italy is a "big-government™ country. Its government spending is large and it
needs to raise correspondingly large tax revenues. In contrast, Japan has a
much smaller government sector and needs to raise correspondingly less tax
revenue. These differences in the scale of government activity relative to na-
tional income reflect differences in the way different countries allocate their re-
sources among competing uses.

Governments spend part of their revenue on particular goods and services
such as tanks, schools and public safety. They directly affect what is produced.
Japan's low share of government spending on goods and services in Tabl. 2 re-
flects the very low level of Japanese spending on defence.

Governments affect for whom output is produced through their tax and
transfer payments. By taxing the rich and making transfers to the poor, the gov-
ernment ensures that the poor are allocated more of what is produced than
would otherwise be the case; and the rich get correspondingly less.

The government also affect how goods are produced, for example through
the regulations it imposes. Managers of factories and mines must obey safely
requirements even where these are costly to implement, firms are prevented
from freely polluting the atmosphere and rivers, offices and factories are
banned in attractive residential parts of the city.



The scale of government activities in the modem economy is highly contro-
versial. In the UK the government takes nearly 40 per cent of national income
in taxes. Some governments take a larger share, others a smaller share. Differ-
ent shares will certainly affect the questions what, how and for whom, but
some people believe that a large government sector makes the economy ineffi-
cient, reducing the number of goods that can be produced and eventually allo-
cated to consumers.

It's commonly asserted that high tax rates reduce the incentive to work. If
half of all we earn goes to the government, we might prefer to work fewer
hours a week and spend more time in the garden or watching TV. That is one
possibility, but there is another one: if workers have in mind a target after-tax
income, e.g. to have at least sufficient to afford a foreign holiday every year,
they will have to work more hours to meet this target when taxes are higher.

Whether on balance high taxes make people work more or less remains an
open question. Welfare payments and unemployment benefit arc more likely to
reduce incentives to work since they actually contribute to target income. If
large-scale government activity leads to important disincentive effects, gov-
ernment activity will affect not only what, how, and for whom goods are pro-
duced, but also how much is produced by the economy as a whole.

This discussion of the role of the government is central to the process by
which society allocates its scarce resources. It also raises a question. Is it inevi-
table that the government plays a prominent part in the process by which socie-
ty decides how to allocate resources between competing demands? This ques-
tion lies at the heart of economics.

VOCABULARY NOTES

having mentioned — ymomsinyB, paccMoTpeB

government tax policy — HanoroBasi MOJUTHKA TOCYIapPCTBA

to examine in greater detail — paccmotperts Gonee moapoGHO

to provide service — okasarts ycayry

national defence — nanmonansHas 060poHa

firefighting service — nporuBonoxapHast ciyx6a

administration of justice — ornpasnenne npaBocyus

to make transfer payments — ocymecTBisITs TpaHC(hEPTHBIC TLUIATEKH

without requiring the provision of any service in return — xe Tpebys
OTBETHBIX yCIyT

social security — cormansHoe obecrieueHue (3a cuem 20¢y0apCmeeHHbix

Hanoeog) retirement pensions — meHcHUH 3a BBICIYTY JIET

unemployment benefit (syn. dole) — noco6ue no 6e3padotuue

to be, live on the dole — xuts Ha mocobue o Ge3padoTHlle

food stamps — TaloHBI Ha MPOJOBONLCTBHE

to impose taxes — obnaraTh HaJOraMu

residual component — ocraTouHast 4acTh

to be financed by government borrowing — ¢unasacupoBathcst
IMPpaBUTECIIbCTBEHHBIMU 3aliMaMu

direct provision of goods and services for the public — mpsimoe
(HemocpencTBeHHOE) cHaOKeHUe (oOecTieueHre) TpaxaaH TOBapaMu U
yclyramu

interest on the national debt — nporenTs! Mo HanMoHATEHOMY JIOJTY



correspondingly — coorBeTcTBEHHO

the scale of government activity — pasmax (MaciuTaG) rocyaapcTBEHHOM
JeATEITbHOCTH

relative to — B oTHOIIIEHHH Yer0-THO0

to reflect differences — orpaxkats paznuuust

to affect directly — HemocpencTBeHHO BIHATDH

low share — nu3kas (Manas) mgoss

to affect through tax and transfer payments — okasbiBaTh BO31cHCTBHE
Yyepes CUCTEMY HaJIOTOOOJIOKEHUS ¥ TPaHC(HEPTHBIC TUIATSKU

to ensure that — oGecreurnBaTh TaKOE MOJIOKEHHUE, TPH KOTOPOM...

than would otherwise be the case — kak 65110 65 B TPOTHBHOM CITydae

to impose regulations — u3maBath aIMUHUCTPATHBHEBIC TIOJIOKEHHUS, TOCTa-
HOBJICHUSI, PACTIOPSKCHUSI

to obey safety requirements — co6ironate TpeGoBaHusE 6€30MTACHOCTH

to be costly to implement — ucrosp3oBanue (IPUMEHEHNE) OOXOIUTCS
JI0pOro

to pollute freely — 6e3nakazaHHO 3arpsi3HsITH

to ban (syn. to prohibit) — 3ampemars

residential parts of the city — xwunbie yactu ropona

to be highly controversial — 6T kpaiiHe HeoIHO3HAYHBIM

a large/small share — Gonbnasi/manas 107151, 4acTh

to share — memuts, pasmenats ¢ kem-mu6o, €.9. 1) to share smb's views, 2)
to share a room with a classmate

to make the economy inefficient — camxats 3¢ eKTHBHOCTS SKOHOMHKH,
JIeNaTh SKOHOMUKY Hed(heKTHBHOM

eventually (syn. at last) — B KOHIIe KOHIIOB, B KOHEYHOM CUETE

it's commonly asserted — npuHSITO CYUTATH, IO BCEOOIIEMY YTBEPIKACHHIO

the incentive to work — ctumys, moTuBaIus K padore

to earn (money) — 3apaGatsiBaTh (JI€HBIN)

to earn one's living — 3apabaTbiBaTh Ha KH3HB

a target after-tax income — 1eseBoii, 6a30BbIiA, YUCTHIN JOXOJ (1OCIE Gbl-
nAAmblL HANO208)

at least sufficient to afford a foreign holiday — 6s1Te qOCTaTOUHBIM, ITO
KpaifHei Mepe, 11t TOTO, YTOOBI MPOBECTH OTITYCK 32 MPaHUIIEH

to meet a target — noctuus nenu

on balance — ¢ y4eTom Bcero BbIIIECKa3aHHOTO, B KOHEUHOM CUETE

welfare payments — rocyaapcTBeHHbIe TOCOOUS (Hanp., no 6e3pabomuye,
RO CMPAxXo8anuio)

since (syn. as, for, because) — mockoJbKY, TaK KaKk

to contribute to — BHOCHTD BKJIAX B

large-scale government activity — mupokomacintaGHas IesSTEIbHOCT
[PaBUTEIbCTBA

to raise (syn. to bring up) a question — moAHATE BOIpPOC

to be inevitable — rensbexno

to lie at the heart of economics — 6bITh B caMOM LIEHTPE IKOHOMHKHU

Assignments

I. Suggest the Russian equivalents
to obey safety requirements; governments take a larger/smaller share; to



make the economy inefficient; measures of government spending; interest on
the national debt; total spending; to allocate resources between competing de-
mands

I1. Replace the parts in italics by synonyms
it's generally declared; managers of factories must obey the requirements;
Government directly influence what is produced; to bring up a question; to col-
lect taxes; Government's expenditure is financed by imposing taxes.

I11. Find the terms in the text, -which describe the following:

e money paid to people without asking for a service in return
e money paid to people when they stop working
e money paid to people who have no work
e money owed by the government of a country
e money received by governments from taxation
e money a worker keeps after paying taxes
IV. Using the information in the text, say if these statements are correct or
incorrect
e Governments do not make free transfer payments.
¢ Food stamps are an example of a transfer payment.
¢ Most government income comes from borrowing.

e Japan raises more taxes than Italy.

e Japan spends very little on defence.

e The poor get more of what is produced through taxation and transfer pay-
ments.

e Governments do not affect how goods are produced.

¢ Nobody questions the scale of government economic activity.

e Many people believe that high taxes result in people not wanting to work so
hard.

V. Fill in the gaps with the words and expressions from the text

1. Having mentioned the effect of government __ on the income distribu-
tion, it's necessary to examine in greater detail the role of the government in
society.

2. Government expenditure is chiefly financed by __ taxes.

3. Italy's government spending is large and it needs to __ correspondingly
large tax revenues.

4. These differences in the scale of government activity relative to __ re-
flect differences in the way different countries allocate their resources among

uses.

5. By taxing the rich and making transfers to the poor, the government __
that the poor are allocated more of what is produced than would otherwise be
the case.

6. Managers of factories and mines must __ safety requirements.

7. Offices and factories are __in attractive residential parts of the city. , 8.
__of government activities in the modern economy is highly controversial.

9. Different __ will certainly affect the questions what, how and for whom.

10. A large government sector makes the economy inefficient, reducing the
number of goods that can be __ allocated to consumers.



11. _ that high tax rates reduce the incentive to work.
12. Welfare payments and unemployment benefit are more likely to reduce
_ to work since they actually contribute to .

VI. Find in the text English equivalents for the following

TICHCHU 32 BBICIIYTY JIET; HOcoOHe Mo 0e3paboTHIle; MPOAOBOIBCTBEHHBIE
KapTO4YKHU (TaJ’IOHLI); o0naraTh HaJIOTOM; IMPAaBUTCIILCTBCHHLIC 3aI>iMLI; HaJIoro-
Bad NOJIMTHUKA MMPABUTCIILCTBA; PACHPEACICHUC JOXO0A0B; IEPCBOAHBIC (Tpch-
(l)epTHLIe) IJIaTCXXH, B3UMaTh HAJIOT'H; CO6I/IpaTL HaJIOTOBBIC MNOCTYIIJICHUSA,
NPUHATO CYUTATH (TI0 BCEOOLIEMY YTBEPK/ICHHIO); YMEHbBIIATh 3aHHTEPECO-
BaHHOCTBH B paboTe; meaeBoi (TUTaHOBHII) YHCTHIN TOXO TIOCIIE YIUTATHI Ha-
JIOTOB.

VII. Answer the questions

1. What are transfer payments? Give some examples.

2. Using Tabl. 1 compare the UK and the USA on the same basis.

3. In what way can governments affect what and for whom is produced?

4. Why does a large government sector make the economy inefficient?

5. What are the two possibilities of responding to high tax rates on the part
of workers?

6. What is the possible outcome of large-scale government activity?

7. Summarise in your own words the arguments for and against high taxes.

VIII. Translate using the active possible

1. HepeBOZ[HBIe IJIaTCXKU, K KOTOPBIM OTHOCATCA COLIUAJIBHOC 06ecnequI/Ie,
BBIIIJIaTa TICHCHH 3a BBICIIYTY JICT, mocoOus 1o 6espa60T1/1ue U T.O., HC-
MOCPEACTBCHHO BJIMAIOT HA HAJIOTOBYIO NOJIMTHUKY IIPAaBUTCIILCTBA.

2. llpaBuTenbCTBEHHBIE pacxo/ibl (2 BapuaHTa) B OCHOBHOM (DHHAHCHUPY-
FOTCS 33 CYET HAJIOTOOBIOKEHH S, TOITOMY, YeM OOJIBIIIe CyMMa pacxooB (2
BapHaHTa), TEM OOJIBIIIE HAJIOTOBBIX MOCTYIJICHUH HEOOXOIUMO TOCYAApCTBY.

3. CreneHb y4acTusi rOCyIapcTBa B I€aX SKOHOMHUKH MOYKET ObITh 00JIb-
e WK MEHBIIIEH.

4. Takum 00pa3oM, TOCYIapCTBO UTPACT BXKHYIO POJIb B pACTIPEICICHUT
OTpaHUYEHHBIX PECypCOB O0IIecTRa.



THE PRODUCTION POSSIBILITY FRONTIER
(I'PAHHUIBI BOSGMOXHOCTEHA
IMPOU3BOJACTBA)

Let's turn to the most important tool for an economist — the production pos-
sibility frontier. This frontier shows the maximum combinations of output that
the economy can produce, if it uses all its available scarce resources.

The easiest way to explain it is to complete a figure. First, the vertical axis
or line, is labelled "food output”. The units of food output run from nought at
the bottom to 25 at the top, entering the units of food output in fives: 0, 5, 10,
etc. Along the horizontal axis (or the bottom line) we have units of film output.
Let's enter in the units of film output in fives again, this time up to 30.

Suppose we have an economy with only food and film industries. Now, if we
put all the workers into producing food, we shall produce 25 units of food, but
no units of film. We can mark this on the diagram with point A —no film, 25
units of food. It means point A comes on the vertical line at the number 25.
Now, at the other extreme, if the economy puts all its workers into producing
film, it will produce 30 units, but it will not produce any food. So, the next
point is on the bottom, horizontal line, at 30 units. Let's label it as point E.

These two points, A and E, arc the two extreme points of the production
possibility frontier. Let's put in three more points. Point B is where the econo-
my is producing 22 units of food and 9 units of film. Point C is where the econ-
omy is producing 17 points of both film and food. And, finally, point D is
where we have 10 units of food and 24 units of film. Now draw a line joining
all these points together, from A to E. The line drawn is not a straight line, it's
a concave curve. It is this concave curve that is called the production possibility
frontier.

The production possibility frontier represents a trade-off. More of one
commodity, food or film, means less of the other, and this is because of the law
of diminishing returns. It states that if, in the production of a commodity, one
factor of production is increased by stages while the other factors are kept un-
changed, the stage will sooner or later be reached where each farther addition
to the increasing factor will produce a smaller and smaller increase in output.

In our example, movements from A to B, to C and so on along the curve in-
volve the transfer of one or more workers from one industry to the other, say,
from food production to film production. The number of workers in the film in-
dustry increases, and so does the film output, but on the whole each additional
worker produces less additional film. That is to say, each transfer reduces out-
put per person in the film industry. At the same time a decrease in the food in-
dustry can be observed. So with each transfer we get less additional film output
and have to give up increasing amounts of output. That's why a society faces
the problem of choosing between different products, as the scarcity of available
resources does not allow it to increase the production of one good without de-
creasing the production of the other. As all the resources are scarce, points out-
side the frontier (point F in the example) represent the level of production unat-
tainable at the given stage of development. On the contrary, it is inefficient to
produce within the frontier (point G in the example), as it means poor man-
agement of production. By moving on to the frontier, society could have more
of some goods without having less of any other good.

VOCABULARY NOTES



atool — uHCTpYMEHT

output — o6beM MPOU3BOJICTBA

afigure — ueprex, pucyHok

the vertical axis (line) — BepTukambHast och

to label — o6Go3naunTh

food output — komuYecTBO MPOU3BEACHHBIX (00BEM MPOU3BOACTBA) IPOIO-
BOJIbCTBEHHBIX TOBApOB

nought — Home

the horizontal axis (the bottom line) — ropusonransHast ocs

film output — komruecTBO PON3BENCHHOM (00bEM TIPOM3BOJICTBA) TUICHKH

at the other extreme — ua apyrom mosmoce

to draw a line joining all these points together — nposectu nuHHIO,
COCMHSIONIYIO BCE 3TH TOUKH

a straight line — npsimast munwst

aconcave curve — BoruyTas kpusas (ant. CONVEX — BBITYKIIbIi)

a trade-off — anerepuarusa, BEIGOD

the law of diminishing returns — 3akon cokpaiaromencs T10X0aHOCTH

the production of a commodity — npou3BoacTBo ToBapa

by stages — mocrenenno

each further addition — kaxmoe nocnenyroriee TOMOTHEHHE

an increase in output — ysenuueHue oObeMa MPOU3BOICTBA

to involve the transfer — sxmovats B ce6s1, moapasymMeBaTh repeMeIeHe

to reduce output per person — cokpamars BEIpabOTKY Ha OJHOTO
YyenoBeKa

additional output — nomnosHUTEIBHBINH 00BEM POU3BOICTBA

amounts of output — 0GBeM IPOKU3BOICTBA, KOJMUECTBO MIPOU3BEICHHOM
TPOAYKIIUH

good — 30. Giaro

outside the frontier — 3a npenenamu rpaHUIBI

the level of production unattainable — yposens nmpousBocTaa,
HEIOCTHXKUMBIH. ..

on the contrary — HampoTHB

within the frontier — BayTpu rpanuiis

poor management of production — ruoxast opraHu3aIys IpPOU3BOICTBA

Assignments
I. Suggest the Russian equivalents the most important tool for the economist;

the production possibility frontier;

the maximum combinations of output; to involve the transfer of workers

I1. Fill in the gaps with the words and expressions from the text

1. The production possibility frontier is the most important __ for an econ-
omist.

2. This frontier shows the maximum combinations of __that the economy
can produce, if it uses __.

3. To complete a figure of __ we need to draw __ together.

4. The line drawn isnot __, it's . Itis this concave curve that is called .

5. The production possibility frontier represents .

6. More of one __, food or film, means __ of the other, and this is because



of .
7. It states that if, in __, one __isincreased __ while the other factors are
kept __, the stage will be reached where __to the increasing factor will produce

8. The number of workers in the film industry __, and so does the film __,
but on the whole each __ worker produces __ additional film.

9. Each transfer ___in the film industry.

10. That's why a society faces the problem of __ between __,as___ does
not allow it __ the production of one good without __ the production of the oth-
er.

I11. Draw a figure, complete it, mark all the points (from A to G) and ex-
plain it in English making use of the following phrases

a vertical axis (line), a horizontal axis (a bottom line), to label, to enter in
the units in 5s, to draw a line

IV. Find English equivalents
IpsMasi JINHUS, BOTHYTas (BBIIYKJIas) KpUBast; UMEHHO 3Ta KpUBasi Ha3bIBACTCS
TpaHuleii TPOU3BOJACTBEHHBIX BOZMOKHOCTE; albTepHATUBA, BHIOOD;
3aKOH COKpALIAIOIIEHCs JOXOJHOCTH; YBEIMYMBATh (YMEHBIIATH) BIPAOOTKY
Ha OAHOT'O YCJIOBCKA; BEPTHKAJIbHASA OCb; 0603Ha‘II/ITL; TOPU30OHTAJIbHAA OChb;
MMPOBECTH JIMHUIO, COCANHAIONUTYIO BCC 3THU TOYKHU; HpOI/ISBOILCTBeHHHﬁ (I)aKTop,
q)aKTOp IPpOU3BOACTBA; BKIIIOYATh B 06651, oApa3yMeBaTh NCPEMCUICHUC,
,I[OHOJ'IHI/ITeIIBHHﬁ 00BbeM MIpOU3BOACTBA

V. Explain in English

a trade-off; the law of diminishing returns

VI. Answer the question
What does the production possibility frontier show?

VII. Translate into English using all the active possible

1. I"'panuIia mpou3BOICTBEHHBIX BO3MOXKHOCTEI — 3TO IpeAes B TOTHOM
HCIIOJIb30BaHUH PECYPCOB OOIIECTBA NMPH CYIIECTBYIOIIEM YPOBHE Pa3BUTHS
TEXHOJIOTHH, KOTJIa YBEJIMYCHUE IPOU3BOJICTBA OJJHOTO OJiara TpedyeTr cokpa-
IIEHUS IPOU3BOICTBA JIPYTOTO.

2. Takoe coCTOsSTHIE IKOHOMHKH MOXKET OBITh OTPaKEHO Ha rpaduke B BUIC
KPHUBOH, TPEICTABIAIONICH pa3IyHble KOMOMHAIIUH [TPOU3BOJICTBA OJIar mpu
MaKCUMaJbHOM HCITOJIb30BAHUN HMEIOIIIXCS PECYPCOB H CYIIECTBYIOIIEM
YpOBHE TEXHOJIOTHH.

3. Ha rpadyuke u3o0paxkeHa KpuBasi, Kakaast TOUYKa KOTOPOW MOKA3bIBACT
KOJIMYECTBO OJHOTO OJ1ara, MPON3BOANMOTO MPHU TIOJTHOM HCIIOJIb30BaHUH BCEX
pecypcoB, B3aMeH JIpyroro Omara.

4. Touku 3a mpeeaMy TPaHUIIBI IPOU3BOACTBEHHBIX BO3MOKHOCTEH 10-
Ka3bIBAIOT YPOBCHB MIPOM3BOJICTBA, HETOCTHKAMBINA IIPU TaHHOM KOJIHUYECTBE
peCypcoB U UMEIOLIEHCcA TEXHOIOTHH.

5. Touku BHYTpH IpaHUIIBI TIOKA3BIBAIOT, YTO MPOU3BOJCTBO OPTaHI30BAHO
Hea(pPEeKTUBHO U €CTh HEUCIIOIB30BAHHBIC PECYPCHI, HAIPUMED, pabodas CHIa.

6. OTcroza cnemyeT eCTeCTBCHHBIH BBIBO, YTO B COBPEMEHHOM YKOHOMHUKE,
Korjia HCOTpaHUYCHHBIX PECYPCOB MPAKTUICCKH HET, PA3BUTHE TEXHOJIOTUHU
HUIpacT 3HAYUTCIIBHYIO POJIb U UMECT OT'POMHOC 3HAYCHUE 111 DOKOHOMHKHA B
TEJTOM.



ECONOMIC SYSTEMS (OQKOHOMHWYECKHUE
CHUCTEMBI)

There are a number of ways in which a government can organize its econo-
my and the type of system chosen is critical in shaping environment in which
businesses operate.

An economic system is quite simply the way in which a country uses its
available resources (land, workers, natural resources, machinery etc.) to satisfy
the demands of its inhabitants for goods and services. The more goods and ser-
vices that can be produced from these limited resources, the higher the standard
of living enjoyed by the country's citizens.

There are three main economic systems:

Planned economics (ILiiaHoBasi 3K0HOMHUKA)

Planned economies are sometimes called "command economies” because
the state commands the use of resources (such as labour and factories) that are
used to produce goods and services as it owns factories, land and natural re-
sources. Planned economies are economies with a large amount of central
planning and direction, when the government takes all the decisions, the gov-
ernment decides production and consumption. Planning of this kind is obviously
very difficult, very complicated to do, and the result is that there is no society,
which is completely a command economy. The actual system employed varies
from state to state, but command or planned economies have a number of com-
mon features.

Firstly, the state decides precisely what the nation is to produce. It usually
plans five years ahead. It is the intention of the planners that there should be
enough goods and services for all.

Secondly, industries are asked to comply -with these plans and each industry
and factory is set a production target to meet. If each factory and farm meets its
target, then the state will meet its targets as set out in the five-year plans. You
could think of the factory and farm targets to be objectives which, if met, allow
the nation's overall aim to be reached.

A planned economy is simple to understand but not simple to operate. It
does, however, have a number of advantages:
¢ Everyone in society receives enough goods and services to enjoy a basic

standard of living.

¢ Nations do not waste resources duplicating production.

e The state can use its control of the economy to divert resources to wherever it
wants. As a result, it can ensure that everyone receives a good education,
proper health care or that transport is available.

Several disadvantages also exist. It is these disadvantages that have led to

many nations abandoning planned economies over recent years:

e There is no incentive for individuals to work hard in planned economies.

¢ Any profits that are made are paid to the government.

o Citizens cannot start their own businesses and so new ideas rarely come for-
ward.

e As a result, industries in planned economies can be very inefficient. A major
problem faced by command or planned economies is that of deciding what to
produce. Command economies tend to be slow when responding to changes
in people's tastes and fashions. Planners are likely to underproduce some
items as they cannot predict changes in demand. Equally, some products,



which consumers regard as obsolete and unattractive, may be overproduced.
Planners are afraid to produce goods and services unless they are sure sub-
stantial amounts will be purchased. This leads to delays and queues for some
products.

VOCABULARY NOTES

inhabitants — »xwurenu, Hacenenue

to own — Biagerhb

natural resources — mpUpPOIHBIE PECYPCHI

a large amount — Goubinoi 00beM

central planning and direction — neHTpagbHOE UIAHAPOBAHUE U
PYKOBOJICTBO

consumption — motpe6neHue

obviously — oueBumHO

complicated — cioxHbIi

to have a number of common features — umeTsb psijg 00IIKX YepT

intention — namepenue

to comply with — noguussTECS

a production target to meet — npousBoacTBeHHAsI 3a7a4a (3aJaHKE), KOTO-
PYIO HaJ0 BBIIIOJHUTh

an objective — e, 3a1aua

an overall aim — obmias nens

to enjoy a basic standard of living — umeTs OCHOBHO# YPOBEHB KU3HH

to duplicate production — ny6aupoBath IpOU3BOICTBO

to divert — oTBnekarh (Hanp., pecypcwl Ha Opyaue yeiu)

to abandon — orka3sIBaTHCS OT Y€ro-aubo

a major problem faced by command or planned economies — ocuoBHas
npobieMa, cTosas mepe KOMaHAHOM WK TUIAHOBOI SKOHOMHUKON

changes in tastes and fashions — u3menenus BKycoB u MOJIBI

to underproduce — HemOMPOU3BOINUTH

to regard smth as — BocripuHEMAaTh Y4TO-TMO0, OTHOCHTECS K YEMY-TTHOO
Kak...
obsolete (syn. out of date) — ycrapenslii, BoimeAmi u3 ynotpedaeHust
to overproduce — nepenpou3BOIUThH
delays and queues — 30. nepebou (¢ ToBapaMu) 1 O4YEpean

Assignments

I. Suggest the Russian equivalents

each factory is set a production target to meet; to divert resources to wher-
ever it wants; new ideas rarely come forward; tend to be slow when responding
to changes

I1. Replace the parts in italics by synonyms

obsolete products; it can ensure that...; it can be very inefficient
There is no incentive for individuals to work hard in planned economies.
It led to many nations abandoning planned economies over recent years.

I11. Fill in the gaps with the words and expressions from the text

1. The type of system chosen is __in __, in which businesses operate.

2. An economic system is the way in which a country uses its __ to satisfy



the demands of _for goods and services.

3. The more goods and services that can be produced, the higher the stand-
ard of living __ by the country's citizens.

4. The state __ factories, land and __.

5. Planned economies are economies with __ of __, when the government
__all_,decides __and __.

6. The actual system employed __ from state to state, but command or
planned economies have __.

7. 1tis __ that there should be enough goods and services for all.

8. Industries are asked __ these plans and each industry and factory is set .

9. The factory and farm targets are __ which, if met, allow the nation's __ to
be reached.

10. Nations do not waste resources __.

11. The state can use its control of the economy __ to wherever it wants.

12. 1tis __that have led to many nations __ planned economies over recent
years.

13. There is no __ for individuals to work hard in planned economies.

14. Industries in planned economies can be very .

15. Command economies tend to __ when __to changes in people’s tastes
and fashions.

16. Planners are likely __ some items as they cannot __ changes in demand.

17. Some __ and unattractive products may be .

18. This leads to __ for some products.

IV. Find in the text English equivalents/or the following
HNMCIOMINECA B PACIIOPSAKCHUN PECYPCHI; YIIPABJIATH UCIIOJIB30BAHUEM PECYPCOB;
YIipaBJC€HUEC BKOHOMHKOfI; OTKa3bIBaThCA OT IJIAHOBOM 3KOHOMUKH;
HMETh BBICOKHH KM3HECHHBIN YPOBCHb; UMCThb 06H.[I/Ie YCPThI; MOAYUHATHCA 5-
JICTHEMY IJIaHY; 3HAYUTCIBbHOC KOJUYCCTBO; CTABUTH IIPOMU3BOJCTBEHHLIC
3aJ]a4uy; MOTydeHHAs PUOBUIE; CTEMYI K 3 deKkTrBHOM padote; mepedbon u
oyepeaun; p€arupoBaTb Ha U3MEHCHUSA CIIPOCA; IMTPEACKA3hIBATh U3MCHCHUS
CIIpOCa; OCHOBHaA npo6neMa, CTOsAIIaA MEPe...

V. Answer the questions
. What's an economic system?
. What does a standard of living depend on?
. What's a planned economy? What are its main features?
. Give the advantages of a planned economy.
. Give the disadvantages of a planned economy.
. What causes delays and queues for some products?
. What can you add to the list of advantages and disadvantages of a planned

economy?

VI. Translate using the active possible

1. Ecnu x03s11icTBO IIJIAaHOBOE, TO pa60Ta MPOMBINUICHHOCTH MMOAYUHACTCA
IUIaHY, B KOTOPOM I'OCYyAapCTBO OINPEACIAET IPOU3BOACTBEHHBIEC 3a1a4l U
IUTAHUPYET pa3BUTHE HA 5 JIeT BIEpen.

2. B nnaHoBO# YDKOHOMUKE TMOKYTIATEJIN JIMIIEHBI BOBMOXXHOCTH BJIMATH HaA
MPOU3BOACTBO TOBAPOB.

3. IlockonbKy 3HAaUNTEBbHAS 10511 HOIy4YSeHHOW PUOBLIN 10JDKHA OBITH
BbIIJIaYCHA roCy1apCTBY, TO B YCIIOBUAX MJIAHOBOM YKOHOMUKH CTUMYJIbI pa-
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60TaTh 3P PEKTUBHO HEBEIUKH.

4. TIpOMBIIUIEHHOCTh YacTO BBITYCKAET HETPUBIIEKATEIbHBIE M CTAPOMO/I -
HBIC TOBAPHI, TIOCKOJBKY HEBO3MOKHO IPEACKA3aTh N3MEHEHU S MOAbI Ha 5 ner
BIIEpEL.

5. Focy)lapCTBo B YCJIOBUSX MJIAHOBOM YKOHOMUKH MOKET rapaHTupoBaThb
CBOUM TI'paKIaHaM 06pa30BaHI/Ie U MEJUITUHCKOC OGCJ'IyH(I/IBaHI/Ie.

6. Bce KPYIHBIC pCUICHUS, KaCatoluecs obbeMa HCIOJIb3YEMBIX PECYPCOB,
CTPYKTYPBI U pacrpeieieH st MPpOTyKIUH, IPOU3BOJICTBA U OTPEOICHUS,
IIPUHAMAIOTCA NEHTPAIIbHBIM IUIAHOBBIM OPraHOM.

Market economics (PbIHOYHASI IKOHOMHUKA)

The best examples of this type of economy are to be found in small South-
East Asian states like Hong Kong and Singapore, though even they are not pure
examples of market economies. Even they contain some businesses owned and
run by the state.

In a true market economy the government plays no role in the management
of the economy, the government does not intervene in it. The system is based
on private enterprise with private ownership of the means of production and
private supplies of capital, which can be defined as surplus income available
for investment in new business activities. Workers arc paid wages by employers
according to how skilled they are and how many firms wish to employ them.
They spend their wages on the products and services they need. Consumers are
willing to spend more on products and services, which are favoured. Firms pro-
ducing these goods will make more profits and this will persuade more firms to
produce these particular goods rather than less favoured ones.

Thus, we can see that in a market economy it is consumers who decide what
is to be produced. Consumers will be willing to pay high prices for products
they particularly desire. Firms, which are privately owned, see the opportunity
of increased profits and produce the new fashionable and favoured products.

Such a system is, at first view, very attractive. The economy adjusts auto-
matically to meet changing demands. No planners have to be employed, which
allows more resources to be available for production. Firms tend to be highly
competitive in such an environment. New advanced products and low prices are
good ways to increase sales and profits. Since all firms are privately owned
they try to make the largest profits possible. In a free market individual people
are free to pursue their own interests. They can become millionaires, for exam-
ple. Suppose you invent a new tend of car. You want to make money out of it in
your own interests. But when you have that car produced, you are in fact mov-
ing the production possibility frontier outwards. You actually make the society
better-off by creating new jobs and opportunities, even though you become a
millionaire in the process, and you do it without any government help or inter-
vention.

Not surprisingly there are also problems. Some goods would be underpur-
chased if the government did not provide free or subsidised supplies. Examples
of this type of good and service are health and education. There are other goods
and services, such as defence and policing, that are impossible to supply indi-
vidually in response to consumer spending. Once defence or a police force is
supplied to a country then everyone in this country benefits.

A cornerstone of the market system is that production alters swiftly to meet
changing demands. These swift changes can, however, have serious conse-
quences. Imagine a firm, which switches from labour-intensive production to



one where new technology is employed in the factory. The resulting unem-
ployment could lead to social as well as economic problems.

In a market economy there might be minimal control on working conditions
and safety standards concerning products and services. It is necessary to have
large-scale government intervention to pass laws to protect consumers and
workers.

Some firms produce goods and then advertise heavily to gain sufficient
sales. Besides wasting resources on advertising, firms may also duplicate one
another's services. Rival firms, providing rail services, for example, could mean
that two or more systems of rail are laid.

Finally, firms have to have confidence in future sales if they are to produce
new goods and services. At certain times they tend to lack confidence and cut
back on production and the development of new ideas. This decision, when
taken by many firms, can lead to a recession. A recession means less spending,
fewer jobs and a decline in the prosperity of the nation.

VOCABULARY NOTES
to own and run (syn. to manage, to operate) businesses — BiaaneTs u
YIPaBIATH OU3HECOM
to intervene — BMemmMBaThCcs
private enterprise (syn. entrepreneurship) — gactaoe
NpeAIpUHUMATEILCTBO
private ownership (syn. property) of the means of production — gacrtras
COOCTBEHHOCTH Ha CpeacTBa MpOU3BOACTBA
public property, common ownership — obmecTBeHHass COOCTBEHHOCTb
personal property — anunast coGCTBEHHOCTh
state-owned property, state ownership — rocyaapcrBenHast
COOCTBEHHOCTD
private supplies of capital — gactHbrit kanuTan
surplus income available for investment in new business activities —
JIOTION- | HUTEJBHBIH J0X0/1 (M3JHIIIEK J0X0/1a), KOTOPBIA MOYKHO BIOXKHTH
(nHBecTHPOBATH) B HOBOE J1el0 (Ou3HEC)
to employ — HUCIOJIb30BaTh, MMPEAOCTABIIATH pa60Ty, HaHUMAaTb
employer — paboronarens
employee — ciyxaniuii
employment — 3ausaTocTh
unemployment — Ge3paGoruia
to persuade — yb6exnars
at first view (syn. at first sight) — ma mepsbrit B3I
to adjust automatically — aBromarnuecku npucmnocadaMBaThHCS;
MNPpUBOAUTHLCA B COOTBETCTBUC
competitive — KOHKYpEHTOCIIOCOOHBII
to make the largest profits possible — nony4nTts Han6osBIIyIO
BO3MOJXKHYIO IIPHOBUIH
to pursue one's own interests — npecieaoBaTh CBOM HHTEPECHI
to make money out of it — 3apaboraTh 1eHBIH HA TOM
to move the production possibility frontier outwards — npoxsunyTh
BIIEpE]I TIPEIeIT MPOU3BOCTBEHHBIX BOZMOKHOCTEH
to make the society better-off — ciaenars 06iecTBO 60Jice COCTOATENBHBIM



to create new jobs and opportunities — co3ngars HOBbIE paboune MecTa,
HO-

!C BOBMOXHOCTU

to underpurchase (ant. to overpurchase) — HemoCTaTOUHO PacKyIaTh
to provide free or subsidized supplies — obecrneunTs GeCIUIaTHOE WK
cyOcunupoBaHHOE (IOTHPOBAHHOE) IIPEIOCTABICHUE (TOBAPOB, YCIYT)
in response to (syn. in answer to) — B oTBeT Ha

a cornerstone — kpaeyroiabHbIH KaMeHb

to alter swiftly — GsicTpo MensTBCS

consequences — mocieacTBus

labour- intensive production — tpyzoemkoe mpou3BoACTBO

working conditions — ycmosust paboTst

safety standards — HOpMBI TeXHUKM 6€30TIACHOCTH

large- scale intervention — mmpokomaciTrabHOE BMEMIATEIBCTBO

to pass laws — npuHIMATE 3aKOHBI

to gain sufficient sales — mo6uthcst TOCTATOYHOTO OOBEMA TTPOAAK
rival firms — ¢pupMbI-KOHKYPEHTBI, COTICPHUKH

to have confidence — umers yBepeHHOCTH

to lack confidence — He xBataTh yBepeHHOCTH

Assignments
I. Suggest the Russian equivalents
new advanced products; products which are favoured; they try to make the
largest profits possible; provide free or subsidized supplies; produce goods
and
then advertise heavily; a firm which switches from labour- intensive produc-
tion a new one; a decline in the prosperity of the nation 77. Replace the parts in
italics by synonyms
businesses owned and run by the state; products and services, which are fa-
voured; at first view; production alters swiftly ill. Fill in the gaps -with the
words and expressions from the text
1. Small South-East Asian states like Hong Kong and Singapore contain
some businesses by the state.
2. The system isbased on __ with __ of .
3. Private supplies of capital can be defined as __ available for __in__
4. Consumers are willing to spend more on products and services, which __.

5. More profits will __ more firms to produce those particular goods that are
favoured.

6. In a market economy itis __ who decide what is to be produced.

5. _ firms see the opportunity of __and produce the new fashionable and
favoured products.

6. The economy __ automatically to meet changing demands.

7. Finns tend to be highly __in such an environment.

7. In a free market individual people are free __.

8. But when you have that car produced, you are moving __.

9. You actually make __ by, even though you become a millionaire in
the process, and you do it without __ or .

10. Some goods would be __if the government did not provide __ supplies.



11. Some other goods and services, such as defence and policing, are im-
possible to __in response to consumer spending.

12. _ of the market system is that production __ to meet changing demands.

13. If a firm switches from __ to one where new technology __in the facto-
ry, itcanlead to __and __ problems.

14. 1tis necessary to have __to pass laws __ consumers and workers.

15. Firms have __in future sales if they are to produce new goods and ser-
vices.

16. A recession means __spending, __jobs and __ of the nation

IV. Find in the text English equivalents for the following

yIpaBiieHHEe SKOHOMHUKOW; POIBETAHIE HAINY; IIHPOKOMACIITA0OHOE BMe-
IaTeJIbCTBO MPABUTEIIBCTBA,; IPUHUMATDH 3aKOHBI; 6BICTpO MEHATBCA; KOHKYpHU-
pytomiue GpUPMBL, aBTOMAaTHIECKH H3MEHATHCS (IIPUCTIOCaOIMBATHCS); OBITh
KOHKYPEHTOCIIOCOOHBIM; YacTHbIE (PUPMBI; (PUPMBI, TIPUHAJISIKALIIE
roCyJapCTBY U YIIpaBJsieMble UM; KpaeyroJibHbI KaMEeHb; UMETh CEPbE3HbIC
nOoCJICACTBUA IJIA...,
TPYAOEMKOE IIPOU3BOCTBO; COKpAIaTh MPOU3BOJCTBO; OBITh YBEPEHHBIM B...;
HC XBaTa€T YBEPCHHOCTU B...; JOPOI'0 IUIATHUTH 3a YTO-IH00

V. Answer the questions

1. What's a market economy?

2. What's the main difference between a market economy and a planned
economy?

3. Do changing demands affect production? In what way?

4. What's the mechanism of producing goods and services in a market econ-
omy?

5. Give the advantages of a market economy.

6. Give the disadvantages of a market economy.

VI. Translate using all the active possible

1. B ppIHOYHOM SKOHOMHKE HEBEJIMKA WM OYEHb Majia He0OX0IUMOCTh B
IUIaHUPOBAHWUU, KOHTPOJIC U H.II/IpOI(OMaCH.ITa6HOM BMEHIATEJILCTBE CO CTOPOHBI
rocyaapcrBa (HpaBI/ITeIIBCTBa) B SKOHOMMYECKHHI mpounecc.

2.B YCJIOBHUAX pBIHO‘IHOfI 3KOHOMUKH U3MCHCHMUSA HOTpG6I/ITeJIbCKOFO
CIpOCa UTPAIOT 3aMETHYIO POJIb B (POPMUPOBAHUH TIOJTUTHKA (PUPM.

3. UtoOBbI OBITh KOHKYPEHTOCIIOCOOHBIMU M YBEJINYHBATh J0XO/IbI, HUPMbI
JOJDKHBI ITOCTOAHHO U3Y4YaTh CIIPOC U MEHATH CBOIO ACATCIIBHOCTh B OTBET Ha
€ro U3MCHCHUSI.

4. Yem Goiiee MOITHBIN TOBAp, TEM 0oJiee BBICOKYIO IICHY HAJIO 3a HETO
IJIaTUTD.

5. Hexoropsle BuabI yciayr, HapUMep 37[paBOOXpaHeHHe 1 00pa3oBaHIe,
HE MOT'YyT OBITh IOJIHOCTBIO 00€eCIeYEHBI TOJIBKO YaCTHBIMU (1)I/IpMaMI/I.

6. PriHOYHAst DKOHOMHKA XapaKTCPU3yeTCs YaCTHOH COOCTBEHHOCTBHIO Ha
PECYpPChI U UCITIOJIB30BAHNUEM CUCTEMbBI PBIHKOB U LIEH IJISA YIIPABJICHUSA 9KO-
HOMHUYECKOU JeITCIHHOCTBIO.

7. B Taxoii cuctemMe KaxIblii ee YIaCTHHK BOJICH MPeCIIeI0BaTh CBOX COOCT-
BCHHBIC MHTCPECHI; KaXXKAasd SOKOHOMHUYCCKasd €AUHUIIA CTPEMUTCA TOJTYYUTH
HaI/I60J'lBH_II/II71 BO3MOKHBIH J0XO0/] Ha OCHOBC MHAUBUAYAJIBHOI'O IIPUHATUA
peIeHHH.

Mixed economics (CMemanHasi 3KOHOMHUKA)
Command and market economies both have significant faults. Partly because



of this, an intermediate system has developed, known as mixed economies.

A mixed economy means very much what it says as it contains elements of
both market and planned economies. At one extreme we have a command econ-
omy, which does not allow individuals to make economic decisions, at the oth-
er extreme we have a free market, where individuals exercise considerable
economic freedom of choice without any government restrictions. Between
these two extremes lies a mixed economy. In mixed economies some resources
are controlled by the government whilst others are used in response to the de-
mands of consumers.

Technically, all the economies of the world arc mixed: it is just the balance
elements between market and planned elements that alters. Some countries are
nearer to command economies, while others are closer to free market econo-
mies. So, for example, Hong Kong has some state-controlled industry, while
Cuba has some privately owned and controlled firms.

The aim of mixed economies is to avoid the disadvantages of both systems
while enjoying the benefits that they both offer. So, in a mixed economy the
government and the private sector interact in solving economic problems. The
state controls the share of the output through taxation and transfer payments
and intervenes to supply essential items such as health, education and defence,
while private firms produce cars, furniture, electrical items and similar, less es-
sential products.

The UK is a mixed economy: some services arc provided by the state (for
example, health care and defence) whilst a range of privately owned businesses
offer other goods and services. The Conservative government under Margaret
Thatcher switched many businesses from being state-owned and controlled to
being privately owned as part of its privatization programme. This has taken the
UK economy further away from the planned system.

VOCABULARY NOTES

significant faults — 3nauurenbHBIE HETOCTATKH

at one extreme... at the other extreme — ua oHOM MOJTIOCE... HA IPYTOM
to exercise considerable economic freedom of choice — nmers 3HaunTENB-
HYIO 95KOHOMUYECKYIO CBOGOIY BRIGOpa

restriction — orpanuueHue

whilst [wailst] (syn. while) — B To Bpemst kak, moka

state- controlled industry — npoMbIIeHHOCTD, KOHTPOJIUPYEMAast
roCyapCTBOM

to avoid disadvantages — uszberath HEIOCTATKOB

to enjoy the benefits — umers nmpenmyecTra, MOIB30BATHCS
MPEUMYIIECTBAMH

to interact — B3aumoelicTBOBATH

to solve economic problems — pemwats sxoHOMHYECKHE TPOOIEMBI

a share of the output — nons B 06BeMe PoU3BOICTBA

essential items — ToBapbl U ycayru nepBoit HeOOXOAUMOCTH

a range of businesses — 30. psin koMnanui, Gupm

Assignments

I. Suggest the Russian equivalents
an intermediate system has developed; to supply essential items; the gov-
ernment controls a share of the output

I1. Replace the parts in italics by synonyms



significant faults; a range of products; whilst others are used in response to
the demands of consumers

I11. Fill in the gaps with the words and expressions from the text

1. Command and market economies both have .

2. contains elements of both market and planned economies.

3. __ we have a command economy, which doesnot __, _ we have a free
market, where individuals __ without __.

4. Some countries are __ to command economies, while others are __to free
market economies.

5. Itis just __ between market and planned element that __ in all the econ-
omies of the world.

6. The aim of mixed economies is __ the disadvantages of both systems
while __the benefits that they both offer.

7. In a mixed economy the government and the private sector __in

8. The state controls __ through __, and __, and intervenes to supply

9. The Conservative government switched many state-owned businesses to
being privately owned as part of its _.

IV. Find in the text English equivalents for the following

n36eraThb HEOOCTAaTKOB, YJaCTHBIN CCKTOP; HaHOFOO6J'IO)I(€HI/Ie; LOCHTPpAIN30-
BAaHHO IPUHHUMATHb D9KOHOMHUYCCKUC PCUHICHHS; HA OAHOM IIOJIOCE — Ha ApYy-
T'OM..., oe3 OrpaHquHHﬁ; BSaHMOHeﬁCTBOBaTL B pCIICHUUN r[p06neM; I10JIB30-
BaTbCAa 6HaFaMI/I; MIPaBUTCIIILCTBO, BO3IJIABJISICMOC. ..

V. Increase your vocabulary

to enjoy (syn. — to have as an advantage — uMeTh, IOJIb30BaTHCS)
to enjoy a boom

to enjoy a high standard of living

to enjoy a basic standard of living

to enjoy the benefits

Make some sentences of your own with the above expressions.

Translate:

1. imeTs X0Opotiee 3J0pOBbE.

2. Bce rpaxkiaHe rocy1apcTBa JI0JDKHBI IMETh paBHbIE TIpaBa.

3. Ota mbeca oueHb MOMYJIIPHA.

VI. Check your grammar

Itis (was) ... that (who) — umenno

It is the Intention of the planners that there should be enough goods and
services for all.

It is these disadvantages that have led to many countries abandoning
planned economies.

It is consumers who decide what is to be produced.

It is just the balance between market and planned elements that alters.

Rewrite the following sentences using the emphatic construction

1. Television was invented in this century.

1. Mathematicians have solved complicated problems with the help of com-
puters.

3. | first saw this play on TV.

4. Two doctors made this discovery.



5. Owing to the rain we couldn't come.

VII. Answer the questions

1. Are there really pure examples of planned and market economies in the
world?

2. What's a mixed economy? What's its aim?

3. What type of economy is the UK? is Russia now?

VIII. Translate into English using all the active possible

1.B peam,Hoﬁ ﬂeﬁCTBHTeHLHOCTH OKOHOMHYCCKUE CUCTEMBI pacroJiaratoT-
CA rAC-TO MEKAY YUCTO pLIHO‘IHOﬁ M TNIAHOBOM AYKOHOMMKOM.

2. CMmemianHasi 93KOHOMHKA — JTO CHUCTEMaA, IpU KOTOpOI7I qyacTHada
COOCTBEHHOCTD U PBIHOK, a TaKKE€ MPaBUTCIBCTBO U 06HIeCTBeHHLIe HWHCTUTYThI,
SHEPrUYHO YYACTBYIOIIHE B 00ECTICYeHHH SKOHOMUYIECKOH CTaOMIBHOCTH U
nepepacnpeeeHny J0X010B, B3aUMOJACHCTBYIOT B PEILIEHUN S5 KOHOMUYECKUX
mpoOeM.



MARKETS (PBIHKH)

The Role of Market (Posib pbinka)

Reports in the press tend to say "the market did this" or "the market ex-
pected good news on the economic front", as if the market were a single living
entity with a single conscious mind. This is not, of course, the case. To under-
stand reports of market behaviour you have to bear in mind the way the market
works.

A market is simply a mechanism, which allows individuals or organizations
to trade with each other. Markets bring together buyers and sellers of goods
and services. In some cases, such as a local fruit stall, buyers and sellers meet
physically. In other cases, such as the stock market, business can be transacted
over the telephone, almost by remote control. There's no need to go into these
details. Instead, we use a general definition of markets.

A market is a shorthand expression for the process by which households'
decisions about consumption of alternative goods, firms' decisions about what
and how to produce, and workers' decisions about how much and for whom to
work are all reconciled by adjustment of prices.

Prices of goods and of resources, such as labour, machinery and land, ad-
just to ensure that scarce resources are used to produce those goods and ser-
vices that society demands.

Much of economics is devoted to the study of how markets and prices ena-
ble society to solve the problems of what, how and for whom to produce. Sup-
pose you buy a hamburger for your lunch. What does this have to do with mar-
kets and prices? You chose the cafe because it was fast, convenient and cheap.
Given your desire to eat, and your limited resources, the low hamburger price
told you that this was a good way to satisfy your appetite. You probably prefer
steak but that is more expensive. The price of steak is high enough to ensure
that society answers the "for whom" question about lunchtime steaks in favour
of someone

else.

Now think about the seller's viewpoint. The cafe owner is in business be-
cause, given the price of hamburger meat, the rent and the wages that must be
paid, it is still possible to sell hamburgers at a profit. If rents were higher, it
might be more profitable to sell hamburgers in a cheaper area or to switch to
luxury lunches for rich executives on expense accounts. The student behind the
counter is working there because it is a suitable part-time job, which pays a bit
of money. If the wage were much lower it would hardly be worth working at all.
Conversely, the job is unskilled and there are plenty of students looking for
such work, so owners of cafes do not have to offer very high wages.

Prices are guiding your decision to buy a hamburger, the owner's decision
to sell hamburgers, and the student's decision to take the job. Society is allocat-
ing resources — meat, buildings, and labour — into hamburger production
through the price system. If nobody liked hamburgers, the owner could not sell
enough at a price that covered the cost of running the cafe and society would
devote no resources to hamburger production. People's desire to eat hamburg-
ers guides resources into hamburger production. However, if cattle contracted
a disease, thereby reducing the economy’s ability to produce meat products,
competition to purchase more scarce supplies of beef would bid up the price of
beef, hamburger producers would be forced to raise prices, and consumers



would buy more cheese sandwiches for lunch. Adjustments in prices would en-
courage society to reallocate resources to reflect the increased scarcity of cat-
tle.

There were several markets involved in your purchase of a hamburger. You
and the cafe owner were part of the market for lunches. The student behind the
counter was part of the local labour market. The cafe owner was part of the lo-
cal wholesale meat market and the local market for rented buildings. These de-
scriptions of markets are not very precise. Were you part of the market for
lunches, the market for prepared food or the market for sandwiches to which
you would have turned if hamburgers had been more expensive? That is why
we have adopted a very general definition of markets, which emphasizes that
they are arrangements through, which prices influence the allocation of scarce
resources.

VOCABULARY NOTES

to bear in mind (syn. to keep in mind) — umets B Bugy

a local fruit stall — ¢ppyxroBsrii napex

stock market — ¢onmoBast OupiKa, prIHOK aKIHi

to transact business (syn. to make a deal) — cosepriats caenky

by remote control — npu momor¥ TUCTAHIIMOHHOTO YIPABICHUSI

to go into details — BmaBatbcst B mogpoGHOCTH

a general definition — oGiee onpeznenenue

a shorthand expression — kpatkoe, pabouee BeipakeHue (OmpeaeneHue)

households' decisions — permenuns 1oMOX035HCTB

to reconcile — mprBOAUTE B COOTBETCTBHE, COTTIACOBBIBATH

by adjustment of prices — mocpeacTBoM KOPPEKTHPOBKH LICH

to demand - tpeGoBats

given (syn. taking into account, consideration) — npu yciosuu, 4To...,

yuutsias limited resources — orpanuueHHbIE pECYPCHI

to satisfy one's appetite — yaoBeTBOPSTE arnmeTuT

to answer the question in favour of smb else — pemars Bompoc B mone3y
KOT0-JTH0O0 IPYroro

the seller's viewpoint — Touka 3peHus npojaasia

the cafe owner — Bnazerner kade

the rent — apennas rara

to switch to luxury lunches — nepexmounThes Ha goporue 00e/ bl

rich executives — cocrosiTeNbHBIE CITyKallhe

behind the counter — 3a npmiaskom

suitable — moxxomanuit

to suit — mogxonuTh

part-time job (ant. full-time job) — pa6oTa ¢ HenoHO# 3aHATOCThIO

a bit of money (ant. scads of money) — nemHoro aeHer

it would hardly be worth working at all — Bpsix 1 BooGwIE MeeT cMbICT

paboratb

conversely (syn. on the opposite, on the contrary) — maoGopoT, HapoTUB

unskilled job — mexkBanupuumrposanHas padora

to guide one's decision — BrausTh Ha Ybe-HOO pernieHne

through the price system — gepes cucremy LeH

to cover the cost — mokpbIBaTh pacxosl

to run the cafe — comepxats kade



to devote resources — BBIIENIATH PECYPCHI

to guide resources into hamburger production — HampaBuTh pecypcsl Ha
TIPOU3BOJICTBO TaMOyprepoB

cattle — kpymHBIi poraTsrif CKOT

to contract a disease — moaxBaTuTh 60JIE3HB

thereby — crnemoBatensHO, Takum 06pazom

to reduce the economy's ability — cHmKaTh BO3MOXHOCTH SKOHOMHUKH
competition — coctsi3aHue, KOHKYPEHIHS

to purchase scarce supplies — ckymaTh ge(UIIUTHBIE peCypChI

to reallocate resources — mepepacrpenesnsiTe pecypeht

to reflect the scarcity — orpaxats neduiur

to be involved in — ObITh 3axeiicTBOBaHHEIM B

the local labour market — nokanpHbIii pEIHOK TPY/Ia

the local wholesale market — nokaneHbIi ONITOBBIN PHIHOK

the local market for rented buildings — mokanbHbIii pEIHOK apeHBI
NIOMEILECHUN

precise descriptions of markets — To4Hble onrcaHus pHIHKOB

to adopt a definition — npunsTH ONpeeneHe

to adopt a child in a family — npunsiTe pebeHka B CeMbIO, YCHIHOBHUTb
to emphasize — nmoguepkHyTh, BBHIACIUTH

arrangements through, which prices influence smth — ctpykrypst
(MexaHM3MBI), TIOCPEACTBOM KOTOPBIX IICHBI BIUSIOT HA YTO-JTHOO

Assignments

I. Suggest the Russian equivalents
a single living entity with a single conscious mind; a shorthand expression;
to be reconciled by adjustment of smth; a suitable part-time job; to offer high
wages; to guide smb's decision; to cover the cost of smth

I1. Replace the parts in italics by synonyms

at a distance, of the neighbourhood, carried out, done; ask for, make cer-
tain that; buy, illness, managing, put up; rareness

I11. Increase your vocabulary

Using words from paragraph 5 ("Much of economics ..."), complete the fol-

lowing statements:

1. I quite like lamb but really I __ beef.

2. He was a very keen student. He ___ most of the time to his studies.

3. I don't like the canteen, but it's more __ than going out to a cafe.

4. I'mnot in __of long and expensive lunches.

5. Please __that your essays reach me on time.

6. A good degree should __ you to get a job.

IV. Fill in the gaps with the -words and expressions from the text

1. To understand reports of market behaviour you have to __ the way the
market works.

2. On the stock market, business can be transacted over the telephone, al-
most by __.

3. Kﬁlrket isa___expression for the process by which households' deci-
sions about consumption of alternative goods, firms' decisions about what and



how to produce, and workers' decisions about how much and for whom to work
areall by .

4. Much of economics is devoted to the study of how markets and prices
society to solve the problems.

5. __ your desire to eat, and your limited resources, the low hamburger price
told you that this was a good way to __ your appetite.

6. Society answers the "for whom" question about lunchtime steaks
someone else.

7. The cafe owner is in business because it is still possible to sell hamburg-
ers__.

8. If rents were higher, it might be more profitable to sell hamburgers in a
cheaperareaor __ to __ lunches.

9. The student is working there because it is a suitable __, which pays a bit
of money.

10. Society is allocating resources into hamburger production __the price
system.

11. If nobody liked hamburgers, the owner could not sell enough at a price
that __ of running the cafe and society would __ no resources to hamburger
production.

12. If cattle __, competition to purchase more scarce supplies of beef would
___the price of beef.

13. Adjustments in prices would encourage society __ resources to reflect
the increased scarcity of cattle.

14. There were several markets __ your purchase of a hamburger.
15. The student behind the counter was part of the local __ market.

16. The cafe owner was part of the local __ meat market and the local mar-
ket for __ buildings.

17. We __ a very general definition of markets, which emphasizes that they
are __through, which prices influence the allocation of scarce resources.

V. Check your grammar
verb + infinitive (want to do)
verb + ing (enjoy playing)
verb + infinitive or ing (the meaning sometimes changes):
He remembered (= did not forget) to book a table. |
remember (= recall) seeing that film 5 years ago.

Open the brackets:

1. He suggested (go) into the country on Sunday.

2. I'm sorry | forgot (return) your book yesterday.

3. Stop (make) that noise! | can't work!

4. Which definition would you use (describe) markets?

5. You must avoid (make) unnecessary mistakes.

6. Try (understand) the difference between microeconomics and macroeco-
nomics.

7. Try (pay) more attention to what | say.

8. Would you mind (lend) me your notes?

9. Tomorrow | intend (discuss) the matter with you.

10. Serious illness prevented him from (take) the exam.

11. I am looking forward to (study) economics.



VI. Find in the text English equivalents for the following
MOBEACHUEC PbIHKA; PbIHOK HEHHBIX 6yMar; MMpOBOAUTH CACIIKY, OIICPALNIO,
HUMETb 4TO-TO obriee ¢ 4eM-1r00; ¢ y4eToM 4ero-mudo (TIpHHIMAasi BO BHIMA-
HHE); B TI0JIb3Y KOTO-THOO0 APYTOT0; MPUOBUIEHO MPOIaBaTh; IIEPECKIIIOYNTHCS
Ha 9TO-JIN00; HEKBATN(UIHPOBAaHHAS Pad0oTa; pacIpeiesITh PeCypChI Mo-
CpCACTBOM CUCTEMBI LICH; COKpAaIlaTb BO3MOKHOCTU SKOHOMUKH; Ha0aBIATH
LIeHY; NepepacpeensaTh PaCX0Abl; ONTOBBIM PBIHOK; MEXaHU3MBI (CTPYKTYPHI),
MOCPEACTBOM KOTOPBIX LICHBI BIUAIOT HAa pacClIpeaCJICHUC.

VII. Explain in English

rent; profit; expense account; part-time job; labour market; wholesale (meat)
market

VIII. Answer the questions
. What example is given of a market where sellers and buyers actually meet?
. How are households' decisions on what to buy reconciled?

. Why do prices adjust?

. What problems do markets and prices solve for society?

. Why is the cafe owner in business?

. Why don't cafe owners have to pay high wages?

. What makes society put resources into hamburger production?

. What would consumers do if hamburger prices rose?

. How many markets are you involved in if you buy a hamburger? What
are those markets?

10. Enumerate all the components comprising the concept of “"Market".

11. What does the term "resources™ comprise?

12. In what way can prices guide your decision to buy some goods?

13. In what way can prices guide a person's decision to take a job?

IX. Translate using all the active possible

1. PeIHOK 1IeHHBIX OyMar, Kak u Jr000H PHIHOK BOOOIIIE, TJI€ COBEPIIAIOTCS
CHETIKH, IPEJCTABIIET COO0N MeXaHU3M (CTPYKTYPY), IIOCPEACTBOM KOTOPOTO
LEHBI PEryIUPYIOT (2 BapuaHTa) pacrpeaelieHne OrpaHnYeHHBIX PECYPCOB B
00IIeCTBE.

2. [ToTpeOHOCTH Pa3TUIHBIX TPYIIT O0IIECTBA MPUBOASATCS B COOTBETCTBUE
MyTeM H3MEHeHHsI (PeryIHpOBaHus) IICH Ha TOBAPHI U PECYPCHl — TPYI, Kallu-
Tan (000pyHoBaHHE), 3EMITIO.

3. Baiue pelieHue o MoKymnke Ha JIEHY raMOyprepa UMeeT HeloCpeACTBEeH-
HO€ OTHOILIEHHE K BOIIPOCY O PhIHKaX W II€HaX, IOCKOJIbKY, K IPUMEPY, 110~
BBINICHUEC IICH HA MACO U, COOTBETCTBECHHO, NNEPEKITIOYCHUEC ITPOAABIIOB — BJIa-
JienblieB kade Ha 6oJiee Toporue 00eIbl MOXKET MPUBECTH K TOMY, UTO BOIIPOC
"I KOTO MTPOM3BOIUTE" OyIeT pemaTses B O3y APYTHX, Oojiee O0raThIx
MOTPEeOUTEICH.

4. MHoTrHe CTyJeHTHI YT paboTy B Kade, HOCKOIbKY OHa 3aHUMAeT Y HUX
JIMIIb YaCTb BPEMCHU U HE Tpe6yeT KBaJ’II/I(I)I/IKaHI/II/I, HECMOTps Ha TO, YTO
BJIafIeJbLbl Kade NpeIaraloT HEBBICOKYIO IUIaTy 3a TaKOH TPY.

5. Ecniit 651 BO3MOYKHOCTH 3KOHOMUKH TI0 TIPOU3BOACTBY MSACONPOIYKTOB
COKpATHJINCh, IIEHa Ha MSCO BO3pOCia ObI, M TOKYMATENN CTAIN ObI MOKYIIaTh
CaH/IBUYH C CBIPOM, TO €CTh KOPPEKTHUPOBKA IIeH MO0y 1mia 661 00IIeCTBO K
MEepEePACTIPENECIEHNUIO PECYPCOB.

O©CoOoO~NOOOTA WN B



POSITIVE AND NORMATIVE ECONOMICS
(IIO3UTUBHASA U HOPMATHUBHASA
IKOHOMMUYECKHUE TEOPHUN)

In studying economics it is important to distinguish two branches of the
subject. The first is known as "positive economics", the second as "normative
economics".

Positive economics deals with objective or scientific explanations of the
working of the economy. The aim of positive economics is to explain how soci-
ety makes decisions about consumption, production, and exchange of goods.
The purpose of this investigation is twofold: to satisfy our curiosity about why
the economy works as it does, and to have some basis for predicting how the
economy will respond to changes in circumstances.

Normative economics is very different. Normative economics offers pre-
scriptions or recommendations based on personal value judgements.

In positive economics, we hope to act as detached scientists. Whatever our
political persuasion, whatever our view about what we would like to happen or
what we would regard as "a good thing", in the first instance we have to be
concerned with how the world actually works. At this stage, there is no scope
for personal value judgements. We are concerned with propositions of the form:
if this is changed then that will happen. In this regard, positive economics is
similar to the natural sciences such as physics, geology or astronomy.

Here are some examples of positive economics in action. Economists of
widely differing political persuasions would agree that, when the government
imposes a tax on a good, the price of that good will rise. The normative ques-
tion of whether this price rise is desirable is entirely distinct. Similarly, there
would be substantial agreement that the following proposition of positive eco-
nomics is correct: favourable weather conditions will increase wheat output,
reduce the price of wheat, and increase the consumption of wheat. Many propo-
sitions in positive economics would command widespread agreement among
professional economists.

Of course, as in any other science, there are unresolved questions where
disagreement remains. These disagreements are at the frontiers of economics.
Research in progress will resolve some of the issues but new issues will arise
and provide scope for further research.

Although competent and comprehensive research can in principle resolve
many of the outstanding issues in positive economics, no corresponding claim
can be made about the resolution of disagreement in normative economics.

Normative economics is based on subjective value judgements, not on the
search for any objective truth. The following statement combines positive and
normative economics: "“The elderly have very high medical expenses compared
with the rest of the population, and the government should subsidize health bills
of the aged."” The first part of the proposition — the claim that the aged have
relatively high medical bills — is a statement in positive economics, it is a
statement about how the world works, and we can imagine a research pro-
gramme that could determine whether or not it is correct. Broadly speaking,
this assertion happens to be correct.

The second part of the proposition — the recommendation about what the
government should do — could never be "proved" to be correct or false by any
scientific research investigation. It is simply a subjective value judgement



based on the feelings of the person making the statement. Many people might
happen to share this subjective judgement, for example those people who be-
lieve that all citizens alive today should be able to purchase roughly equal
amounts of luxury and recreational goods after paying for the necessities of life.
But other people might reasonably disagree. You might believe that it is more
important to devote society's scarce resources to improving the environment.

There is no way that economics can be used to show that one of these nor-
mative judgements is correct and the other is wrong. It all depends on the pref-
erences or priorities of the individual or the society that has to make this choice.
But that does not mean that economics can throw no light on normative issues.
We can use positive economics to spell out the detailed implications of making
the choice one way or the other. For example, we might be able to show that
failure to subsidize the medical bills of the elderly leads middle-aged people to
seek a lot of unnecessary medical check-ups in an attempt to detect diseases be-
fore their treatment becomes expensive. Society might have to devote a great
deal of resources to providing check-up facilities, leaving less resources availa-
ble than had been supposed to devote to improving the environment. Positive
economics can be used to clarify the menu of options from which society must
eventually make its normative choice.

VOCABULARY NOTES
to distinguish two branches of the subject — pasrpannuuBats n1Ba acrekra
npeaMeTa
positive economics deals with objective explanations — mosutuBHas
HKOHOMHYECKAs TEOPHUS TpeyIaraeT 00bEKTHBHBIE O0BICHEHHUS
the working of the economy — neiicTBre 3KOHOMHUKH
exchange of goods — o6men ToBapos
the purpose of the investigation is twofold — mens uccnenosanus gBosika
to satisfy curiosity — ymoBieTBopsATS JTHOGOIBITCTBO
circumstances — obcrosiTenpcTBa
prescriptions or recommendations — npeamicanus WM peKOMEHIAIMN
based on — ocHoBaHHBII Ha
personal value judgements — cyObeKTHBHBIE OLICHKH IIEHHOCTEH
detached scientists — 6ecripucTpacTHbie, HE3aBUCHMbBIE YUEHbIC
whatever our political persuasion — He3aBHCHMO OT ITOJUTHYECKHX
yOeXKIeHHIH
whoever — kro Obl HU
whenever — korma 6s1 HU
wherever —re Ob1 HH
in the first instance — npexne Bcero
actually — B geiictBuTenpHOCTH
at this stage — na 3Tom atane
there is no scope for — et mecta
on a large scope — mmpokomMaciitaGHO
to be concerned with — uarepecoBarbcst 4eM-u60, 3a00TUTHCS O YEM-
00
propositions of the form — ¢popmanbHbie yTBEPkKICHNUS, CYKIACHUSA
in this regard — B aTom oTHOIIEHNH
to be similar to — 6bITh MOX0XKUM Ha



natural sciences — ecrecTBeHHBIE HAYKH

liberal arts, humanities — rymanuTapHsie HayKu

in action — B jmeiicTBUM

to be desirable — 6bITh KemaTeTBHBIM

to be entirely distinct — GbITh COBEPIIEHHO HECXOXKUM

substantial agreement — npuHIHUTHATEHOE €TUHOMBICITIHE

favourable weather conditions — GraronpusTHbIC MOTOMHBIC YCIOBHUSI

wheat output — npou3BOACTBO MILICHUIIBI

to command widespread agreement — mpusecTH K 00reit
COTJIACOBAHHOCTH BO B3TILSLIAX

unresolved questions — Hepa3speleHHbIE BOTIPOCH

where disagreement remains — rie pasHOTJIACHS ITPOJOJIKAIOT
CYILIECTBOBATh

research in progress — mccie10BaHusl, MPOBOJUMBIC B HACTOSIIEE BPEMsI

new issues will arise (arose, arisen) — BO3HUKHYT HOBBIE MPOOIEMBI

to provide scope for further research — cosnate Ghynnament, 6a3y,
OCHOBY ISl JabHEHIINX UCCIICIOBAHMIT

competent and comprehensive research — ksanmuduiupoBanuas u
BCE0OBEMITIOIIASE HCCIIEA0BATENbCKas paboTta

outstanding issues — cropHble, OCTAIOLINECS HEPa3PEIICHHBIMH BOIIPOCHI

corresponding claim — ananoruyHoe 3asBIECHHE

to claim — nputsi3ath Ha 4TO-THOO

search for objective truth — noruck 0GbeKTHBHOM UCTHHBI

in search of smth — B nouckax uero-mm6o

the elderly (syn. aged) — noxwuisie roau

medical expenses — pacxo/ipl Ha 3/[paBOOXPAHEHUE

to subsidize health bills — cy6cuaupoBars pacxob! Ha 3paBOOXpaHEHHE

statement (syn. assertion) — sasBieHue

to determine whether or not it's correct- onpenenuts, IPaBUIBHO JIK 3TO

broadly speaking — B mmpokoM 3HaYeHHH, B OOIIEM TOHUMAHHH

assertion (syn. statement) — yrBepxaenue, 3asBICHUE

to assert — yrBepxaarh, 3asBIATH

to share one's judgement (view) — pa3iensaTe YbU-THOO CYKICHUSI,
B3TJISL/IBI

roughly equal amounts — npuGIH3HTEIBHO paBHBIC KOJTHYECTBA

luxury and recreational goods — npegMeTbl POCKOLIN U TOBAPbI AJIs
OT/IBIXa

to disagree reasonably — npuBoauThH pa3yMHbIC BO3PAKCHUSI

to improve the environment — oxpaHsATb OKPYXKaIOIIYIO CPENY

the preferences or priorities of the individual or the society —
NPEIIOYTEHUS W TPUOPUTETHI OTACSIBHBIX JIUI WK O0LIECTBA B IIEJIOM

to make a choice — genats BbIGOp

to throw light on — nponuts cBet Ha

to spell out — TouHO, 0OCTOATENBHO OOBSICHHUTD

the detailed implications — ckpsITblii cMBICH, 3HAYEHIE

failure — nposai, Heynaua

to fail smth — tepners Heynauy B yem-1u6o

to fail an exam — mpoBanuThcs Ha SK3aMEHE



to seek (sought, sought) — uckars yro-11G0

medical check-ups — MeaMIIMHCKHE OCMOTPEI

an attempt — nonsiTka

to attempt (syn. to try) — neITaThes

to detect smth — BbIsSIBUTE, OGHAPYKHUTH

check-up facilities — o6opynoBanue 11 METOCMOTPOB

to suppose to do smth — npeanonarats caenarh 4To-Iub0
to clarify smth (syn. to clear up) — mosicHuTh uTO-1160
the menu of options — waGop BapuanToB

Assignments

I. Suggest the Russian equivalents

twofold; to respond to changes in circumstances; to command widespread
agreement among smb; a corresponding claim; disagreement in positive eco-
nomics; to be proved correct or false; to devote a great deal of resources to
providing smth; to clarify the menu of options

I1. Replace the parts in italics by synonyms

the price of the goods will rise; favourable conditions will increase output;
the new issues will arise; medical check-ups; to devote resources to smth;
when the government places the tax on the goods; there would be considerable
agreement

I11. Find in the text the opposites to the following
subjective; lack of interest; treat as the same; involved; not to notice or see;
success; confuse; general; things with no claim to consideration

IV. Fill in the gaps with the words and expressions from the text

1. In studying economics it is important to __ two branches of the subject.

2. Positive economics deals with __ or scientific explanations of __ the
economy. ,

3. Normative economics offers prescriptions based on personal __.

4. Whatever our __in the first instance we have to be concerned with how
the world __ works.

5. _, positive economics is similar to the natural sciences.

6. There would be __that the following __ of positive economics is correct:
favourable weather conditions will increase __, reduce the price of wheat, and
increase the consumption of wheat.

7. There are __ questions where disagreement remains.

8. New ___ will arise and provide __ for further research.

9. and __ research can in principle resolve many of the outstanding is-
sues in positive economics.

10. The government should __ health bills of the aged.

11. Many people might happen __ this subjective judgement.

12. Some people believe that all citizens alive today should be able to pur-
chase roughly equal amounts of luxury goods after paying for __ of life, but
other people might __.

13. It all depends on __ of the individual or the society that has to make this
choice.

14. We can use positive economics __the detailed implications of making
the choice one way or the other.

15. Society might have to devote a great deal of resources to providing _.



16. Positive economics can be used __ the menu of options from which so-
ciety must eventually make its normative choice.

V. Find in the text English equivalents for the following
KaKOBBI OBl HA OBUTH TIONIUTHYECKHE YOEKICHNUS; B 3TOM OTHOLICHNH; 00JIaraTh
TOBapLI HaJIOTOM, COTJIAaCOBAHHOCTH BO B3IJIAaaX, CAMHOTJIACHEC B HpI/IHI_[I/IHaX;
HCPA3pCUINMbBIC BOIIPOCHI; UCCIICAOBAHUSA, IPOBOAMUMBIC B HACTOAIICC BPEMS;
KBaJ‘II/I(l)I/IHI/IPOBaHHaH 158 BCGO6’beMJ‘HOIIIaH HCCIICA0BATCIbCKAs pa60Ta;
pa3aeysATh B3TJIAAbI; B IIMPOKOM 3HAYCHUH, B 06H1€M IIOHUMAaHWH;
HpI/I6HI/I3I/ITeHLHO PaBHBIC KOJIMYCCTBA, MIPUBECTU Pa3yMHBIC BO3PAKCHU; TO,
quy OTaacTCA Hp@ﬂHO‘ITeHﬂe B O6H.IeCTBe; HpOHI/ITL CBCT Ha...

VI. Explain in English

predicting; personal value judgement; proposition

VII. Answer the questions

1. What are two branches of economics?

2. What does the positive economics deal with?

3. What is the aim of normative economics?

4. What is the difference between positive and normative economics in re-
gard to the role of research?

5. What are the global consequences of the government's failure to subsidize
the medical bills of the elderly?

VIII. Translate using all the active possible

\. IIpu u3y4eHUr IKOHOMHUKH HEOOX0IUMO pa3iuuarh (2 BapHaHTa)
MNO3UTHUBHYIO U HOPMATUBHYIO SKOHOMHUYCCKHUC TCOPHUH. Ecnu B mo3utuBHOU
TCOPHUU MBI MOKEM OCTABATbCA 6GCHpI/ICTpaCTHLIMI/I, HE3aBUCHUMO OT HAIlIUX
IIOJINTUYECKUX y6C)KI[eHI/II\/'I, TO HOpMAaTHBHAs TCOPUSA OCHOBLIBACTCA HaA JAYHO U
CUCTEMC HCHHOCTeﬁ. B atoMm orHOImIEHUN pa3aniuue MEKKAy ABYyMsS TCOPUIAMHA
OYCHb HArJIsIaHO.

2. KBanmuuuupoBaHHas 1 BCECTOPOHHSIS HCCIIeIoBaTeNbCcKas paboTa Mo-
JKET B HEKOTOPOH CTEMEHH MCIIPABHUTH MOJI0KeHHe (3 BapuaHTa) B 001acTH
HEPEIICHHBIX BOTIPOCOB, TOPOXKAAONIHNX (2 BApHAHTA) PA3HOTIACHS CPEIH
9KOHOMMUCTOB. B IHI/IpOKOM IIOHMUMAHHUU HUKAaKas peKOMeHI[aHI/IH HpaBI/ITeHB-
CTBY HE MOXKCT OKa3aTbCA HpaBI/IHBHOﬁ 1501050 HO)I(HOP'I, IOCKOJIbKY OHa OCHOBaHa
Ha Cy6’beKTI/IBHLIX OLCHKax.

3. [To3urnBHAaAs TCOPUA MOKET MPCATIOKUTD Pl BOSBMOXKHBIX aJIbTCPHATUB,
N3 KOTOPbIX UHAUBUI UIIN O6H.IGCTBO B II€JIOM BBI6I/Ipa}OT HaI/I60.]'I€G
MIPUOPUTETHHIE.



MICROECONOMICS AND
MACROECONOMICS (TEOPUA
MHUKPOIKOHOMMUKHA U
MAKPOSKOHOMMUWKN)

Many economists specialize in a particular branch of the subject. For exam-
ple, there are labour economists, energy economists, monetary economists, and
international economists. What distinguishes these economists is the segment
of economic life in which they are interested. Labour economics deals with
problems of the labour market as viewed by firms, workers, and society as a
whole. Urban economics deals with city problems: land use, transport, conges-
tion, and housing. However, we need not classify branches of economics ac-
cording to the area of economic life in which we ask the standard questions
what, how and for whom. We can also classify branches of economics accord-
ing to the approach or methodology that is used. The very broad division of ap-
proaches into microeconomic and macroeconomic cuts across the large number
of subject groupings cited above.

Microeconomic analysis offers a detailed treatment of individual decisions
about particular commodities.

For example, we might study why individual households prefer cars to bi-
cycles and how producers decide whether to produce cars or bicycles. We can
then aggregate the behaviour of all households and all firms to discuss total car
purchases and total car production. Within a market economy we can discuss
the market for cars. Comparing this with the market for bicycles, we may be
able to explain the relative output of these two goods. The sophisticated branch
of microeconomics known as general equilibrium theory extends this approach
to its logical conclusion. It studies simultaneously every market for every
commaodity. From this it is hoped that we can understand the complete pattern
of consumption, production, and exchange in the whole economy at a point in
time.

If you think this sounds very complicated you are correct. It is. For many
purposes, the analysis becomes so complicated that we tend to lose track of the
phenomena in which we were interested. The interesting task for economics, a
task that retains an element of art in economic science, is to devise judicious
simplifications, which keep the analysis manageable without distorting reality
too much. It is here that microeconomists and macroeconomists proceed down
different avenues.

Microeconomists tend to offer a detailed treatment of one aspect of econom-
ic behaviour, but ignore interactions with the rest of the economy in order to
preserve the simplicity of the analysis. A microeconomic analysis of miners'
wages would emphasize the characteristics of miners and the ability of mine
owners to pay. It would largely neglect the chain of indirect effects to which a
rise in miners' wages might give rise. For example, car workers might use the
precedent of the miners' pay increase to secure higher wages in the car industry,
thus being able to afford larger houses, which burned more coal in heating sys-
tems. When microeconomic analysis ignores such indirectly induced effects it is
said to be partial analysis.

In some instances, indirect effects may not be too important and it will make
sense for economists to devote their effort to very detailed analyses of particu-
lar industries or activities. In other circumstances, the indirect effects are too



important to be swept under the carpet and an alternative simplification must
be found.

Macroeconomics emphasizes the interactions in the economy as a whole. It
deliberately simplifies the individual building blocks of the analysis in order to
retain a manageable analysis of the complete interaction of the economy.

For example, macroeconomists typically do not worry about the breakdown
of consumer goods into cars, bicycles, televisions, and calculators. They prefer
to treat them all as a single bundle called "consumer goods" because they arc
more interested in studying the interaction between households' purchases of
consumer goods and firms' decisions about purchases of machinery and build-
ings.

VOCABULARY NOTES

a labour economist — crermanuct Mo KOHOMHUKE TPyIIa

an energy economist — crenuamucT mo SKOHOMHKE (3JEKTPO) SHEPTUH

a monetary economist — crenuamucT Mo MOHETAPHON SKOHOMHKE

an international economist — crenuanuct Mo MUPOBOI IKOHOMHUKE
congestion — mepeHaceIeHHOCTh

to cut across — He COOTBETCTBOBATh

a detailed treatment — neranbHblii, 0POOHBIH aHATH3

an individual household — otaenbHOe mOMalIHEE XO3SIHCTBO

to aggregate, v — coOupath B OJIHO IIE]I0€

aggregate, N — COBOKyITHOCTb

in the aggregate — B COBOKYITHOCTH

aggregate, adj — coBOKyITHBI#

the relative output — oTHOCHTEBHBINH 0OBEM POU3BOICTBA

general equilibrium theory — teopus o6iiero paBHOBecus

to study simultaneously — oxHoBpeMeHHO U3y4aTh

the complete pattern — monmas cTpykTypa, cucTemMa, cxema

to lose track of the phenomena — mortepsits cren siBneHuiA

to devise judicious simplifications — BeipaGoTaTs pa3yMHbIE YIIPOIICHHS
to keep the analysis manageable — mo3BossiTe IPOBOIUTE aHATH3

to distort reality — uckaxarp peanbHOCTh

to preserve the simplicity of the analysis — coxpanuts npocToTy anamu3a
to neglect the chain of indirect effects — npenedperars KOCBEHHBIM
BOSZIGfICTBI/IGM, COBOKYIHOCTBIO (uenquoﬁ) KOCBCHHBIX PE3yJIbTATOB,

3¢ exToB

to secure higher wages — monyuuts Gosiee BBICOKYIO 3apabOTHYIO TUIaTy
indirectly induced effects — Bo3neiicTBre, BbI3BAHHOE KOCBEHHBIMH
npuIYrnHaMu

partial analysis — yacTH4HBIN (HEIIOJHBII) aHATU3

to sweep under the carpet — npsitats, MACKHPOBATh {J0e. 3aMECTH T10]]
KOBEp)

to simplify deliberately — mamepenno ynpomars

to retain a manageable analysis — coxpaHuTs BO3MOXXHOCTh aHan3a (BbI-
TTOJTHUMBIH, TTOITAIOTITHICS BHITOJTHEHUIO aHAJIN3)

the breakdown of consumer goods — kinaccudukanus (oapasaeieHue)
TOBapOB MOTPEOJICHUS



asingle bundle — otnensHas equnua, BeuurHa (Ooer. HAGOP)

Assignments

I. Suggest the Russian equivalents

cuts across the large number of subject groupings cited above; the sophisti-
cated branch of microeconomics; the complete pattern of consumption, produc-
tion, and exchange; to devise judicious simplifications; keep the analysis man-
ageable; to retain a manageable analysis; indirectly induced effects

I1. Replace the parts in italics by synonyms
pulling out of shape, pay not enough attention; pay no attention; think out, plan;
keep safe, brought about, showing good sense; keep; make less complicated; as
a rule, characteristically, be sensible

I11. Fill in the gaps with the words and expressions from the text

1. What distinguishes different economists is __ in which they are interested.

2. Urban economics deals with city problems: .land use, transport, __, and
housing.

3. We can also classify branches of economics according to__ that is used.

4. The very broad division of approaches into microeconomic and macroe-
conomic __the large number of subject groupings.

5. To discuss total car purchases and total car production we can __ the be-
haviour of all households and all firms.

6. The sophisticated branch of microeconomics known as __ studies __ eve-
ry market for every commaodity.

7. The task for economics is to devise __ simplifications, which keep the
analysis __ without __.

8. Microeconomists tend to offer __ of one aspect of economic behaviour
but __ with the rest of the economy in order to __ of the analysis, largely __the
chainof .

9. When microeconomic analysis ignores such indirectly induced effects it
is said to be __.

10. Macroeconomics __the individual building blocks of the analysis in or-
derto __ amanageable analysis of __ of the economy.

11. Macroeconomists prefer to treat cars, bicycles, televisions, and calcula-
tors as a single __ called "consumer goods".

IV. Check your grammar
Define each of the words given below, using the pronouns who and which:

e an energy economist is...who...
e microeconomics is...which...
e international economics is...
e a monetary economist is...
e consumer goods arc...
® Macroeconomics is...
e a worker is...
e a miner is...
e coal is...
Complete the following sentences using adjectives or/and adverbs:

e.g.: a relatively difficult branch (adverb and adjective) an
expensive cassette player (adjective) to buy something



cheaply (adverb)

1. Thisisa __ book to read. (comparative, easy)

2. car production is not always __ to estimate . (total, easy, general)

3. Evensome __ tools of __ analysis are not __ known, (common, econom-

ic, general)

4. Some microeconomic analyses offer __detailed treatments of __ deci-
sions, (extreme, individual)

5. If we compare the market for cars and bicycles __, we may be able to of-
fera__ explanation for their __ prices, (careful, good, relative)

6. she managed to pass her __exams __. (fortunate, final, easy)

7. My tutor emphasized the __ importance of putting ideasina __ order.
(great, logical)

8. __analysis ignores __induced effects, (partial, indirect)

9. The __economist keeps his analysis __ without __ distorting reality.
(sensible, manageable, undue)

10. She's an __ novelist — something __and __ happens_in her stories.
(excellent, unusual, exciting, constant)

V. Find in me text English equivalents for the following
TMEPCHACCIICHHOCTD, CO6I/IpaTb B OJHO LE€JIOC; TCOpUA 0611161"0 PpaBHOBECHA,
HCKa)KaTh PEalbHOCTh; IMMOAPOOHEII aHaIN3 (PacCMOTPEHHE); COXPAaHHUTH TIPO-
CTOTY aHaJi3a; KOCBEHHOE (HempsMoe) Bo3aeiicTBre (3¢ HeKT); B3anMoIeicT-
BHUC BHYTPHU DKOHOMUHKH

VI. Explain in English

consumption; exchange; partial analysis; simplification; indirect effect
VII. Answer the questions
1. What distinguishes an energy economist from an urban economist?
2. Are the same questions asked in each area of economic life?

3. What is needed before total car purchases and production can be dis-
cussed?

4. What does the general equilibrium theory examine?

5. What can be understood from such a study?

6. What happens when an analysis becomes too complicated?

7. What can keep an analysis manageable?

8. What do most microeconomists leave out of their analysis?

9. What does partial analysis ignore?

10. Why wouldn't most macroeconomists make a breakdown of consumer
goods?

VIII. Translate using all the active possible

1. MaKp03KOHOMI/IKa — 3TO OJUH U3 OCHOBHBIX pa3ciOB 3KOHOMHYECKOM
TCOpUU, KOTOpLIﬁ N3y4acT NOBEACHUEC DKOHOMHUKHU KaK €IMHOIO LIEJIO0TO. Ona
aHAIM3UPYET B3aUMOJICHCTBHE (AaKTOPOB, BIUSAIOIINX HA POCT HAIIMOHATBHOTO
MIPOM3BOJICTBA, a TAK)KE TAKUE MPOIIECCHI, Kak O6e3paboTunia, HH(IAIUS, U T 1I.
O0BeKTOM MAaKpPO3KOHOMUKHU ABIACTCA UMCHHO B3aHMOHeﬁCTBHe 3THUX BCINYUH
BHYTPHU DKOHOMUKH, ITPU 3TOM CaMHU 3TU BEJINYUHBI paCCMaTPUBAIOTCA
YIIPOIIEHHO, a0CTPaKTHO.

2. MI/IKp03KOHOMI/IKa — 3TO OJMH U3 OCHOBHBLIX pa3/icjioOB SKOHOMHUYECKOMN
TCOpUU, I/I3y‘laIOILII/II71 NNOBCACHHUEC OTACJIbHBIX DKOHOMHWYCCKUX CAUHUII, UX B3au-
MOJICHCTBHE Ha PBHIHKAX, B Pe3yJIbTaTe KOTOPOTro (OpMHUPYIOTCS LIEHBI HA



MIPOU3BOIUMBIC TOBAPHI M YCIIyTa U T. 1. MUKPOIKOHOMHUKA CTPEMHTCS K
JIETATLHOMY PaCCMOTPEHHIO TIOBEICHUST KAKOW-THO0 YKOHOMUYECKOW €TMHUIIBI,
TIPY 3TOM HE YAEJSs TOCTaTOYHOTO BHUMAaHHS KOCBEHHOMY BO3IEHCTBUIO

9TOTO MOBEACHNUS Ha APYrHe YKOHOMHYECKIE SANHUIIBI 1 HA SKOHOMHUKY B
LIEJIOM.



PRICE AND DEMAND (LIEHA ¥ CITPOC)

The following text will introduce you to the topic of the effect of price and
Income on demand quantities.

The Price Responsiveness of Demand

Tabl. 3 presents some hypothetical numbers for the relation between ticket
price and quantity demanded, other things equal.

Tabl. 3. The Demand for Football Tickets

PRICE (& ticket) Quantity of tickets demanded
(thousands/aame)
12,50 10,00 7,50 5,00 2,50 0 020406080 100

Fig. 2 plots the demand curve, which happens to be a straight line in this
example.

Ticket price
€2

12,5
10
7,5

2,5

0 20 40 60 80 100

Quantity of tickets
Figure 2. The Demand for Football Tickets

For given prices of related goods and consumer incomes, higher ticket pric-
es reduce the quantity of tickets demanded.

How should we measure the responsiveness of the quantity of tickets de-
manded to the price of tickets? One obvious measure is the slope of the demand
curve. The downward slope of the demand curve shows that quantity demanded
increases as the price of a good falls. Each price cut of £1 leads to 8000 extra
ticket sales per game.

Suppose, however, that we wish to compare the price responsive ness of
football ticket sales with the price responsiveness of the quantity of care de-
manded: clearly, £1 is a trivial cut in the price of a car and will have a negligi-
ble effect on the quantity of cars demanded.

When commodities arc measured in different units it is often best to exam-



ine the percentage change, which is unit-free. This suggests that we think about
the effect of a 1 per cent price cut on the quantity of care and football tickets
demanded. Similarly, it is not the absolute number of cars or tickets we should
examine but the percentage change in quantity demanded. Not only does this
solve the problem of comparing things measured in different quantity units, it
also takes account of the size of the market. Presumably an extra sale of 8000
tickets is more important when ticket sales arc 4000 than when they number
40000.

Thus we reach the definition of the price elasticity of demand, which econ-
omists use to measure responsiveness to price changes.

The price elasticity of demand is the percentage change in the quantity of a
good demanded divided by the corresponding percentage change in its price.

Although we shall shortly introduce other demand elasticities — the cross
price elasticity and the income elasticity — the (own) price elasticity is perhaps
the most frequently used of the three. Whenever economists speak of the de-
mand elasticity they mean the price elasticity of demand as it has been defined
above.

If a 1 per cent price increase reduces the quantity demanded by 2 per cent,
the demand elasticity is — 2. Because the quantity falls 2 per cent, we express
this as a change of — 2 per cent, then divide by the price change of 1 per cent
(a price rise) to obtain —2. If a price fall of 4 per cent increases the quantity
demanded by 2 per cent, then the demand elasticity is — 1/2, since the quantity
change of 2 per cent is divided by the price change of — 4 per cent. Since de-
mand curve slopes down, we arc either dividing a positive percentage change
in quantity (a quantity rise) by a negative percentage change in price (a price
fall) or dividing a negative percentage change in quantity (a quantity fall) by a
positive percentage change in price (a price rise). The price elasticity of demand
tells us about movements along a demand curve and the demand elasticity must
be a negative number.

For further brevity, economists sometimes omit the minus sign. It is easier
to say the demand elasticity is 2 than to say it is -2. Whenever the price elastic-
ity of demand is expressed as a positive number, it should be understood (un-
less there is an explicit warning to the contrary) that a minus sign should be
added. Otherwise, we should be implying that demand curves slope upwards, a
rare but not unknown phenomenon.

VOCABULARY NOTES

to introduce smb to the topic of — nosnakomuTs KOTrO-NMMGO € TEMOM
the effects of smth on smth — Bo3neiicTBue yero-nmu6o Ha 4yTO-MNGO
hypothetical numbers — BrIMBIIIIIEHHBIE, THTIOTETHIECKHE YHCIIA
the relation between — cooTHomeHne MEKITY

guantity demanded — tpebyeMoe KOJIHYECTBO

to plot the demand curve — BblYepuMBaTh KPUBYIO CIIPOCa

for given price — anst nanHO# (MPUBEIECHHOMN) HIEHBI

to measure the responsiveness of smth to smth — u3mepsith
CIOCOOHOCTD, pearnpoBarth (peaxius) Ha

obvious measure — oueBuHas, HATJISIHAS Mepa

the slope of the curve —okarocts kpuBoi

the downward slope — nBuwkeHne KpruBOit BHU3

ticket sales per game — mpogaxka OHIETOB Ha UTPY

trivial (syn. minor, slight) — He3HaunTEeNBHBII



a negligible effect — menkuii, He3HaUMTENBHBIN 3P dEKT

to examine smth — paccMoTpeTs, NpoaHATU3UPOBATE

the percentage change — nporeaTHOE M3MEHEHME

unit-free — HesaBucsmumil OT Xapakrepa exuHUIl (<? Komopbvix

UBMEPSIOMCSL MOBAPbL)

this suggests (syn. to imply) —sto npenmnonaraer

similarly — mogo6ubIM 06pazom

to take account of (syn. to take into account, consideration) —

YUUTHIBATH, IPHHHUMATh BO BHUMAaHHUE

presumably (syn. probably) — Bo3moxHo,

BEPOSATHO

extra sale — momoNHUTEIBHBIE TIPOIAKA

to number — HacuuTHIBATH

to reach the definition — moxgsectu k onpeaeneHuto

the price elasticity of demand — rieHoBast aIaCTHYHOCTD CIIpoca

to divide by - paznenuts Ha

shortly — 30. Bckope

cross price elasticity — nepekpecTHast 31aCTUYHOCTD IICH

income elasticity — smacTu4HOCTH HO TOXOAY

the (own) price elasticity — co6cTBeHHO IIeHOBAs 31aCTHYHOCTE

the most frequently used — naubonee 4acTo UCTIONB3yEMBbIit

as it has been defined above — cornacuo onpenenesuo, TpHUBEACHHOMY

BBIIIIC

to express smth — BeipaxkaTs 4TO-1100

to obtain (syn. to get) — monyuwurs, €.¢. to obtain a diploma

a positive percentage change — nmosoxurensHoe (IUTFOCOBOE)

TPOIIEHTHOE U3MEHEHUE

a negative percentage change — orpuriarensHoe (MHHYCOBOE)

NPOIIEHTHOE U3MEHEHUE

movements along a demand curve — nBiKeHHUs BIOJIb KPUBOIA Cripoca

for further brevity — nmst kpaTkoctu

to omit the minus sign — omyckate 3HaK MUHYCa

it's easier to say — yerde ckaszarth

unless there is an explicit warning to the contrary — ecnu Tonbko He

HUMeEETCs TOYHOTO yKa3aHWs Ha 00paTHoe

to add — 106aBUTH, CIIOKUTH

adding, addition — crnoxeHnue, 1omnoaHEHHE

addendum - pomonHeHue, MPUIOKEHHE

to imply (syn. to suggest) — npeamosarats, MoApasyMeBaTh

a rare but not unknown phenomenon — peakoe, HO BcTpedaroieecs
SIBJICHUC

Assignments

I. Suggest the Russian equivalents

the effect of price and income on demand quantities; the downward slope of
the demand curve; movements along a demand curve

I1. Replace the parts in italics by synonyms

a minor cut; a slight effect; to consider the size of the market; probably; a
clear warning



I11. Fill in the gaps with the words and expressions from the text
1. How should we measure __ of the quantity of tickets demanded to the
price of tickets?

2. Clearly, £1isa__ cutin the price of a car and will have a negligible ef-
fect on the quantity of cars demanded.

3. It is not the absolute number of cars or tickets we should examine but
in quantity demanded.

4. of demand is the percentage change in the quantity of a good de-
manded divided by the corresponding percentage change in its price.

5. The price elasticity of demand tells us about movements along __ and the
demand elasticity must be a negative number.

6. For further brevity, economists sometimes __ the minus sign.
IV. Check your grammar

Shorten the following sentences without changing their meaning, like this:
Nobody likes prices, which are constantly rising.
Nobody likes constantly rising prices.

¢ A demand curve, which slopes.

e John is a person who works very hard.

o We must develop a policy, which fixes prices better.

o Interest rates, which rise will damp down demand.

¢ An economy, which is rapidly expanding can get out of control.

e Let's look at the information, which corresponds to this in tabular form.
Shorten the following sentences without changing their meaning, like this:

The quantity, which we require is 5000 units. The
required quantity is 5000 units.

¢ A demand curve, which has been drawn inaccurately.

e A price, which has been fixed.

¢ We can see changes in the price of goods, which are related to each other.

e The prices, which we have been given should be seen as hypothetical.

o If we don't use a model, which has been simplified we shall get bogged down.
¢ Qurs is a company, which is managed well.

¢ An economy, which is poorly run leads to problems in society.

e That is a theory, which is now out of date.

¢ On the evidence available, that is a conclusion, which is not justified.

V. Find in the text English equivalents for the following
KpuBas CIipocCa; p€akuud Ha...; [IpU MPOIUX paBHBIX YCJIOBUAX; TOBApP,
npeamMeT HOTp€6J'[eHI/I$I; CHHMIKCHHC IICHbI HA 1 MPOUECHT; MPOLCHTHOC NU3MCHE-
HHUE B KOJIMYCCTBEHHOM IIOKA34aTEJIC CIIPOCa; 3JIaCTUYHOCTDL CIIPOCa B 3aBUCHU -
MOCTH OT UBMCHECHU LE€HBI; U3MCPUTH ruOKOCTh p€aKuun Ha...; ITOJIOKHUTEIIb-
Hoe (TUTI0COBOE) MPOIIEHTHOE N3MEHEHHE; HETaTUBHOE (MUHYCOBOE) MPOIIEHT-
HOC UBMCHCHHUC
V. Explain in English
different units; percentage change; unit-free; absolute number
VII. Answer the questions

1. What does the downward slope of the demand curve show?
2. Give the definition of the price elasticity of demand. Explain it in your



own words.
3. Name the three types of the demand elasticity as mentioned above.
4. Explain in your own words how to calculate demand elasticity.
5. Explain why economists sometimes omit the minus sign and how nega-

tive and positive numbers should be distinguished.
VIII. Translate using all the active possible

1. Tloctpoennas (HauepueHHas) KpuBasi clipoca 0ToOpakaeT BO3AeHCTBUE
IIEH ¥ J0XOJI0B Ha KOJIMYECTBCHHBIE ITOKA3aTeNH (BEIMUNHY) cripoca. Hucxo-
JAIast KpuBas MOKa3bIBAET POCT CIPOCA MO MEPE CHIKEHHUS 1IECH.

2. HezHaumnTtenbHOE CHIDKCHHE IEHBI KAKOTO-TH00 TOBapa Majo BIUSIET HA
BEIMYMHY CIIPOCA Ha 3TOT TOBap.

3. IoHATHS NEpeKpECTHOM LIEHOBOM 3MaCTUYHOCTH, 3JACTHYHOCTH JJOXOI0B
¥ cOOCTBEHHO AJIACTUYHOCTH CIIPOCa B 3aBUCUMOCTH OT U3MEHEHHS 1IeH
MMOMOTar0T SKOHOMHUCTAM U3BMEPATH THOKOCTh pCaKkuru Ha U3SMCHCHHU LCH.

4. B ciyuae HUCXOAAIICH KPUBOU CIIPOCA MBI KIMEEM JIEJI0 JIHOO C TOBBI-
HIEHHEeM KOJIMYECTBEHHOT0 M0Ka3aTels cpoca (MOJI0KUTEIBHOE POLIEHTHOE
M3MEHEHHE) IPU CHIDKCHNH LIeH (OTpUIATeIbHOE IPOLICHTHOE H3MEHEHHE),
1160 ¢ oOpaTHOW cuTyanmeil (ITaJeHne BeIMYNHBI CIIpOca MPH POCTE LEH).



PRICE, INCOME AND DEMAND (LIEHA,
JIOXOJI M CTTPOC)

In this chapter we're going to investigate the price elasticity of demand for
football tickets. Let's start by looking at Table 4. It reproduces the demand data
from Tabl. 3, that is to say, it reproduces it in columns one and two.

Tabl. 4. The Price Elasticity of Demand for Football Tickets

PRICE Quantity of tickets demanded |Price elasticity of de-
(flticket) (thousands/game) mand
12,50 10,00 7,50 |0 20 40 60 80 100 -4-15-0,67-0,250
5,002,500

We have to look at column one. As you can see, this shows price cuts of
two pounds fifty. By considering the effects of price cuts of two pounds fifty
we can calculate the price elasticity of demand at each price. This price is
shown in column three. But how have we calculated this? Let's, as an example,
take the price of ten pounds, which you can see in the table. There is a corre-
sponding quantity of twenty thousand tickets demanded. If we consider a price
cut to seven pounds fifty, there is a price change here of- 25%, from ten pounds
to seven pounds fifty. Now look at the corresponding change in the quantity of
tickets demanded, in the next column, column two. The change in the quantity
of tickets demanded is a 100%, from 20,000 tickets to 40,000 tickets.

There is a 100% change in demand, and a 25% change in price. So we di-
vide a 100 by — 25, which gives the answer — 4. So we say the demand elastic-
ity at ten pounds is — 4. You calculate other elasticities in the same way, that is
by dividing the percentage change in quantity by the corresponding percentage
change in price.

Notice one thing here in the table. That is when we begin from the price of
twelve pounds fifty the demand elasticity is minus -infinity. It's simply because
the percentage change looks like this. Any positive number divided by zero
yields plus infinity. When we then divide by the minus twenty per cent change
in price, that's from twelve pounds fifty to ten pounds, we obtain or get, minus
infinity as the demand elasticity at this price.

There's one more thing to be said at this stage. We say demand elasticity is
high, when it is a large negative number. And we say demand elasticity is tow,
when it is a small negative number, and when the quantity demanded is rela-
tively insensitive to price. It follows from this that the words high and low refer
to the magnitude of the elasticity ignoring the minus sign. The demand elastici-
ty falls when it becomes a smaller negative number and quantity demanded be-
comes less sensitive to price.

VOCABULARY NOTES

to investigate — uccienoBare, paccMaTpuBaTh

to reproduce the data — npencraBnsth

JIaHHBIC PriCe CUtS — COKpalIeHH s LICHbI

a corresponding quantity — cooTBETCTBYIOILEE KOJIMYECTBO



a corresponding change in the quantity — cootBeTcTByIOIIEE H3MEHEHHE
KOJIMIECTBA

infinity — GeckoHeuHOCTH

to yield — npuHoCHTB, TaBaTH

magnitude — BenuuuHa, pa3mep

Assignments
I. Suggest the Russian equivalents

a price change of minus 25 per cent; high/low demand elasticity; to be in-
sensitive to price; magnitude
I1. Fill in the gaps with the words and expressions from the text
1. By considering the effects of price cuts of two pounds fifty we can calcu-
late_ of demand at each price.
2. You calculate other elasticities by dividing __in quantity by the corre-
sponding percentage change in price.
3. When we divide by the minus twenty per cent change in price we obtain
minus __as the demand elasticity at this price.
4. Demand elasticity is __, when it is a large negative number.
5. Demand elasticity is __, when it is a small negative number.
6. falls when it becomes a smaller negative number and quantity de-
manded becomes less sensitive to price.
I11. Find in the text English equivalents for the following
CHHMXXCHUEC ILICHEI HA ... Q)YHTOB; COOTBCTCTBYIOLICC KOJIHUYICCTBO, PA3JACIINTD
COTHIO Ha 25, BCTPETUTH NOHATUEC; IPOLUCHTHOC U3MCHCHHUC B KOJIMYCCTBE,
MIPOUCHTHOC U3MCHCHUE B ICHE; MUHYC 0ECKOHEYHOCTD/IIIII0C OECKOHEYHOCTH
IV. Answer the questions
1. How is the demand elasticity calculated?
2. Why is the demand elasticity minus infinity in the example?
3. In what case can we speak of high/ low demand elasticity?
4. What does the insensitivity of the quantity demanded to the price mean?
5. When does the demand elasticity fall?

V. Translate into English using all the active possible

1. Besrpanu4Has 3IaCTHYHOCTh — 3TO TaKas AACTUIHOCTH CIpOca, IPH
KOTOPOIl N3MEHEHHE B KOJHMUECTBE CIPAIIMBAEMBIX WM MpeIaraeMbIX
TOBapOB U YCIIyT OyAET NPUBOIUTH K YBEJIIMUCHHIO toxoza. Takas
3MAaCTUYHOCTh XapaKTepHa ATl YCIOBUH COBEPIIEHHOI KOHKYPEHIIMH, KOT1a
oTaebHas (upMa He MEET BO3MOXXHOCTH OKa3bIBATh BIMSHUE HA PHIHOYHYIO
LEHY ¥ UMEET KPUBYIO CIIPOCa Ha CBOW TOBap WM YCIYTH B BUJE
TOPU30HTAILHON MPSMOH.



ELASTIC AND INELASTIC DEMAND (3JIACTUYHBINA U
HE3JACTHUYHBIN CITPOC)
Although elasticity typically falls as we move down the demand curve, an
important dividing line occurs at the demand elasticity of — 1.
Demand is elastic if the price elasticity is more negative than -1. Demand is
inelastic if the price elasticity lies between -1 and 0.
In Tabl. 4 demand is elastic at all prices of £,50 and above and inelastic at

all prices of £5-00 and below. If the demand elasticity is exactly -1, we say that
demand is unit-elastic.

Later in this section we'll see that a cut in prices raises revenue from foot-
ball ticket sales if demand for football tickets is elastic but lowers revenue if
demand is inelastic. Whether or not demand is elastic is the key piece of infor-
mation required in setting the price of football tickets in this example.

Although the price elasticity of demand typically changes as we move along
demand curves, economists frequently talk of goods with high or low demand
elasticities. For example, they will say that the demand for oil is price-inelastic
(price changes have only a small effect on quantity demanded) but the demand
for foreign holidays is price-elastic (price changes have a large effect on quanti-
ty demanded). Such statements refer to parts of the demand curve correspond-
ing to prices (adjusted for inflation) that are typically charged for these goods
and services. They do not necessarily describe the demand elasticity at points
on the demand curve corresponding to real prices, which have never been ob-
served historically.

The Determinants of Price Elasticity. OcnoBHble ¢paKTOpbI IeHOBOIH
3JJACTHYHOCTH CIIpoca

What determines whether the price elasticity of demand for a good is high
(say, -5) or low (say, -0,5)? Ultimately, the answer must be sought in consumer
tastes. If it is considered socially essential to own a television, higher television
prices may have little effect on quantity demanded. If televisions are considered
a frivolous luxury, the demand elasticity will be much higher. Psychologists
and sociologists may be able to explain more fully than economists why tastes
are as they are. Nevertheless, as economists, we can identify some considera-
tions likely to affect consumer responses to changes in the price of a good. The
most important consideration is the ease with which consumers can substitute
another good that fulfils approximately the same function.

Consider two extreme cases. Suppose first that the price of all cigarettes is
raised 1 per cent, perhaps because the cigarette tax has been raised. Do you ex-
pect the quantity of cigarettes demanded to fall by 5 per cent or by 0,5 per cent?
Probably the latter. People who can easily quit smoking have already done so.
A few smokers may try to cut down but this effect is unlikely to be large. In
contrast, suppose the price of one particular brand of cigarettes is increased by
1 per cent, all other brand prices remaining unchanged. We should now expect
a much larger quantity response from buyers. With so many other brands avail-
able at unchanged prices, consumers will switch away from the more expensive
brand to other brands that basically fulfil the same function of nicotine provi-
sion. For a particular cigarette brand the demand elasticity could be quite high.

Ease of substitution implies a high demand elasticity for a particular good.
In fact this example suggests a general rule. The more narrowly we define a
commaodity (a particular brand of cigarette rather than cigarettes in general or
oil rather than energy as a whole), the larger will be the price elasticity of de-



mand.

Measuring Price Elasticities. M3amepeHue meHOBO 21aCTHYHOCTH
To illustrate these general principles we report estimates of price elastici-
ties of demand in Tabl. 5.
Tabl 5. Estimates of Price Elasticities of Demand in the UK

Good (general Demand Good (narrower category) |Demand elas-
category) elasticity ticity

Fuel & light Food [-0,47 -0,52 - |Dairy produce Bread & ce-|-0,05 -0,22 -
Alcohol Durables (0,83 -0,89 - |reals Entertainment Ex- 1,40 -1,63 -
Services 1,02 penditure abroad Catering (2,61

The table confirms that the demand for general categories of basic com-
modities, such as fuel, food or even household durable goods, is inelastic. As a
category, only services such as haircuts, the theatre, and sauna baths, have an
elastic demand. Households simply do not have much scope to alter the broad
pattern of their purchases.

In contrast, there is a much wider variation in the demand elasticities for
narrower definitions of commodities. Even then, the demand for some com-
modities, such as dairy produce, is very inelastic. However, particular kinds of
services such as entertainment and catering have a much more elastic demand.
Small changes in the relative price of restaurant meals and theatre tickets may
lead households to switch in large numbers between eating out and going to
the theatre, whereas the demand for getting out of the house on a Saturday
evening may be relatively insensitive to the price of all Saturday night activi-
ties taken as a whole.

VOCABULARY NOTES

typically falls — o6s14HO cHIKaETCS

a dividing line — paszgenurensHas yepra

unit-elastic (unitary-elastic) demand — cripoc ¢ eUHUYHOM 3TACTHYHO-

CThIO, CAMHUYHAA 3JIACTUIHOCTD CIIpOCa

to raise/to lower revenue — noBwIIATE/CHUXKATD JIOXO/bI

the key piece of information — xoueBas uadopmarus

to set the price (syn. to quote) — ycranasnuBarh, Ha3HAYATh IEHY

foreign holidays — otasix 3a rpanwureit

to refer to — oTHOCHTBCS K

parts of the curve corresponding to prices — ygacTku KpuBoii cripoca,

OTHOCAIIUECA K ICHAM

adjusted for inflation — ¢ yuerom uHpASIIHHR

prices typically charged — ueHsl, 00bI4HO Ha3HAYaEMBbIC

be observed historically — BctpeuaTbcst B ucTopun

determinants — ocHoBHBIE (hAKTOPBI, OMPEACTUTENH, TOKA3ATEITH

the answer must be sought in — otBet crenyer wuckats B

socially essential — cymiecTBeHHO, 3HAYNMO B OOIIIECTBEHHOM MHEHUH

a frivolous luxury — Ge3mymHas pocKoIlb

why tastes are as they are — no4emy BKycbl IMCHHO TaKOBBI



nevertheless (syn. however) — tem He MeHee

to identify some considerations — BEIIBUTH HEKOTOPBIE COOOPAKEHHS,
MOMEHTEHI, (paKTOPHI

the ease — nerkocts, mpocroTa

to substitute smth for smth — 3amenuts oaHO OpyruM

a substitute — 3amenuTenb

substitution —3amena

to fulfil approximately the same function — BbIMOAHATE TPHMEPHO
AHAJIOTHYHYIO () YHKIIHIO

extreme Ccases — sKCTpeMalbHBIE CIIy4au

the latter (ant. the former) — nocnennwmii (ymoMsHy THI#)

to quit (syn. to give up) smoking — 6pocuTs KypUTh

one particular brand of cigarettes — oauH KOHKpETHBIH COPT cUraper

to fulfil basically — B 0cHOBHOM BBHINOHATE

nicotine provision — HackllieHHe HAKOTHHOM

the more narrowly we define — gem Gosee y3koe onpezeneHue MbI JaeM

to illustrate general principles — ams wutrocTpanuy o0MKUX TPUHIIUIIOB

to report estimates in a table — npuBoauTH OlICHKH B TabnHUIE

durables — ToBaps! 10ATOBPEMEHHOTO HOJIBL30BAHUS

dairy produce — MosOYHBIE IPOAYKTHI

cereals — kpymbr

entertainment — paseieueHus, 10CyT

Catering — TIOCTaBKa MPOAYKTOB U 00CIYKHBaHUE IEPEMOHUI

the table confirms — u3 Tabaue! cienyer

as a category — xak KaTeropus

haircuts — ctpmkka, 30. TapUKMaxepcKue YCIyTH

sauna baths — mocerienue cayHsi

to alter the broad pattern — u3MeHUTH NIUPOKUIA ACCOPTUMEHT

a much wider variation — Gonbliras BapuaTHBHOCTh

whereas (syn. while, whilst) — B To Bpems kax

to be relatively insensitive — 6GbIT OTHOCHTETBHO HEUYBCTBUTEIBHBIM

taken as a whole — B nenom

Assignments

I. Suggest the Russian equivalents
goods with high or low demand elasticities; prices adjusted for inflation

I1. Replace the parts in italics by synonyms

to set the prices; ease of substitution suggests a high demand elasticity; may
cause households to...; to turn from...to; relatively inelastic

I11. Fill in the gaps with the words and expressions from the text Demand is

__if the price elasticity is more negative than -1.

2. Demand is __if the price elasticity lies between -1 and 0.

3. If the demand elasticity is exactly -1, we say that demand is __.

4. Whether or not demand is elastic is __ required in setting the price.

5. Economists will say that the demand for oil is __, but the demand for for-
eign holidays is .

6. Such statements refer to parts of the demand curve __ prices (__ inflation)



that are typically charged for these goods and services.

7. The answer must __in consumer tastes.

8. If televisions arc considered __, the demand elasticity will be much high-
er.

9. As economists, we can ___ some considerations likely to affect consumer
__inthe price of a good.

10. The most important consideration is the ease with which consumers can
___another good that __ approximately the same function.

11. Consider two __ cases.

12. With so many other brands __ at unchanged prices, consumers will
switch away from the more expensive brand to other __that basically fulfil the
same __.

13. __implies a high demand elasticity for a particular good.

14. The table __that the demand for general categories of basic commodi-
ties is inelastic.

15. Households simply do not have much scope __ the broad pattern of their
purchases.

16. There is a much wider __ in the demand elasticities for narrower defini-
tionsof __.

17. Small changes in the __ price of restaurant meals and theatre tickets
may lead households to switch in large numbers between eating out and going
to the theatre, __ the demand for getting out of the house on a Saturday evening
may be relatively __to the price of all Saturday night activities taken as a
whole.

IV. Check your prepositions. Insert a suitable preposition in each of the
blanks in these sentences
. He is interested __ economics.

. He is not concerned __ non-essential commodities.

. The demand __ bananas will probably increase.

. The supply __ cigarettes does not usually fluctuate.

. The consumers' need __ such a commodity is well-known.

. There was a change __the quantity of material supplies.

. He paid quite a lot of money __that car.

. He paid the money __ that man.

. Non-essential commaodities like chocolates cannot be compared basic
commodities like fuel.

V. Find in the text English equivalents/or the following

[OBBIIIATE/TIOHWKATh JA0XOABI OT...; YCTaHABJIMBATDh LICHY, OCHOBHOﬁ,
onpeaenﬂfomnﬁ q)aKTOp; B KOHCYHOM CYECTC, B KOHCYHOM HTOI'C; BBIIIOJIHATH
NPUOIM3NUTENBHO Ty K€ (QYHKINIO; COPT; YIACTb Ha...%; OCHOBHbIE TOBaphI
(ToBapbl NepBOH HEOOXOJMMOCTH); XO3SHCTBEHHBIE TOBAPHI AITUTEILHOTO
TIIOJIb30BaHMA; CIIPOC HA HEKOTOPBIC TOBAPHI; CIMHUYHAA JIACTUIHOCTD CIIpOCa

VI. Answer the questions

1. Explain when demand is elastic, inelastic or unit-elastic.

2. How do consumer tastes determine the demand elasticity?

3. What considerations are likely to effect consumer responses to changes in
the price of a good?

4. Illustrate the consideration of the demand elasticity according to the case

OO N0, WN P



of substitution on the part of buyers by the example of cigarettes.

5. State the interdependence between the scale of definition a commodity
and the price elasticity of demand.

6. Think why the demand for going out Saturday nights may be relatively
inelastic to the price of the activities.

7. Give your own examples of an elastic and inelastic demand.

VII. Translate using all the active possible

1. CHmxeHHe 1IeH MOJKET TOBBIIIATh J0XO/IbI OT ITPOJAX IPH JIACTUIHOM
CIIPOCE WIJIM CHIDKATh JIOXObI TPY HEAJIACTUYHOM clipoce. B koHeuHOM urore
BOIPOC JIACTHYHOCTH CIIPOCA CTAHOBHUTCS OCHOBHBIM OIIPEIEIISIONINM (haK-
TOPOM TIPH YCTAHOBJICHWH (2 BapHaHTa) IICHBL.

2. B ciryuae, ecnu ieHa Ha 1-if cOpT KaKoro-1u00 TOBapa MOBHIIACTCS
Ha...%, a [IeHbl Ha APYTHE COPTA OCTAIOTCS HEM3MEHHBIMH, OKYTATEIH IPE/-
HOYHUTAIOT pyrHe, OoJiee AemeBkle, COpPTa TOBapa, IOCKOIBKY OHH B OCHOBHOM
BBITIOJIHSIOT IPUOJIM3UTENFHO TY ke (QYHKIHIO. JIETrKOCTh 3aMEeHBI OJJHUX
TOBapOB JPYTHMMHU MPEIIOJIaraeT BHICOKYIO AJIAaCTUYHOCTD CIIPOCa.

3. Cpoc Ha HEKOTOPBIC KATETOPHU TOBAPOB MEPBOl HEOOXOMMOCTH
HesnactuueH. K atum TOBapaM OTHOCATCA TOIUIMBO, MPOAYKTHI IUTaHUA,
XO3SIHCTBEHHBIC TOBApHI JUIUTEBHOTO MONB30BaHusA. CTpyKTypa
HOKYNATeJIbCKOTO CIPOCa JOMAIIHUX XO3SHCTB HE MPeAIoaraet
IIMPOKOMACIITAOHBIX U3MEHECHHH.



A MODEL OF THE ECONOMY (MOJEJb
YKOHOMMKN)

Economists spend a lot of time trying to develop models of the working of
the economy. The London Business School, like many universities and also the
Treasury, has a model of the economy which it has entered into a computer.
The reason for this is that much of its work is concerned with forecasting future
economic trends so as to aid decision-making by business and government. The
London Business School's model can be fed with economic information, such as
changes in tax rates, and it will then predict how the economy will behave.
Such predictions are an invaluable aid to business decision-making because, for
example, businesses can find out whether people's
incomes are Likely to rise or not.

The complete economy comprises many millions of economic units. There
are households, as one kind of unit. There are also firms, and the departments
of both central and local government. These units together decide the econo-
my's total spending. They also decide its total income and its total level of pro-
duction of goods and services. But in order to develop a simple model of the
economy we need to ignore the government sector and the possibility of trans-
actions between households and foreigners. Suppose we are dealing with an
isolated economy, one which has no government. Let's assume that there are
two main sectors in the economy: households and firms. Households supply
firms with the factors of production that firms need to carry on their concerns.

Thus, households provide labour services, both skilled and unskilled, in re-
turn for the payment of wages. They may also supply land for which they are
paid rent. Finally, they might supply the finance, which is essential to the busi-
ness. If the finance is in the form of a loan they receive interest payments, but
if they have purchased shares in the business they may be entitled to a share of
the profits. Most households provide some factor services or services of pro-
ductive/actors, to a public or private business. Anyone at work is providing la-
bour, and if you or someone in your family has bought shares in the privatiza-
tion programme (in, for example, British Gas, British Telecom or the water au-
thorities) then they have supplied share capital. Households receive payments
for these factor services, that is to say, they earn factor incomes, such
as wages, rents and profits.

The other part of our simple model portrays firms supplying households
with all the goods and services that they require. In return for these the house-
holds pay the firms. These two sets of actions create the model of the circular
flow of money, which is shown in Fig. 3.

In fact, there are two flows. One which is monetary and one comprising
goods and' services. A flow of factor services from households to firms for
which there is an opposite stream of factor payments and a flow of goods and
services, which households pay firms. It is this monetary flow in which we are
most interested.

What does the figure suggest? It suggests that there are three ways of meas-
uring the amount of economic activity in the economy. First, we can measure
the value of goods and services produced, second, we can measure the level of
factor earnings. These factor earnings represent the value of factor services
supplied. Third, we can measure the value of spending on goods and services.
Then, economists refer to the size of the monetary circular flow as the level of
national income.



If we assume that all the goods and services, which are produced are in fact
sold and that households spend all their income, then we have arrived at what
economists call a neutral equilibrium. The level of income, which is spent and
received by the two groups will not alter since as one group receives it, they
spend it with the other.
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Figure 3. The Circular Flow of Income

The fact that the economy is in a neutral equilibrium means simply that the
level of national income, and hence the level of economic activity, are stable
and unchanging. (An equilibrium is a point of balance in which there is no in-
herent tendency to change). If the economy was in equilibrium it does not mean
that everyone who wants a job has one or that the country is importing exactly
the same value of goods and services as it is exporting.

VOCABULARY NOTES
to aid decision-making — nomorars, coeiCTBOBATh B MIPUHATHH PELICHHUI
the model can be fed with economic information — B mozens MOXHO
BHECTH SKOHOMHYECKYIO HH(OpMAIIHIO
total income — oOruuii, CyMMapHBIii T0X0
total level of production of goods and services — oGiuii ypoBeHb

HPOM3BOACTBA TOBAPOB U YCIyT
to deal with an isolated economy — umets 7€J10 ¢ H30IMPOBAHHON IKOHO-



MHKOI , t0 carry on their concerns — npomoinkaTh CBOE JIENO

to provide labour services — npenocraBists pabouyro cuiy (Tpym)

to receive interest payments — mosy4ars miaTeku B BHIE MPOIICHTOB

shares — akiuu

to be entitled to a share of the profits — umeTs npaBo Ha 1050 TPUOBLTH

factor services or services of productive factors — ¢akropsr
POU3BOICTBA

the water authorities — ynpapieHue BoqHOTO X03siicTBa

to supply share capital — npegocraBuTh aKIIMOHEPHBIM KaATAT

factor incomes — moxos Ha (akTOPhI IPOU3BOICTBA

to portray — otobpaxaTpb

a monetary flow — neHexHBIH MOTOK

an opposite stream — npOTHUBOMONOKHBIN MOTOK (Joel. TEUCHHUE)

factor payments — BeiruiaThl (10x0/1) Ha (hakKTOPHI MPOU3BOICTBA

to measure the amount of economic activity — u3mepsite ypoBeHb
9KOHOMHYECKOM aKTHBHOCTH

the value of goods and services produced — cTouMOCTh IPOU3BEICHHBIX
TOBApOB M YCIIYT

the level of factor earnings — ypoBetb 10X0/10B Ha (HaKTOPBI
TIPOM3BOJICTBA

the value of factor services supplied — cTouMocTh MpPeAOCTABIEHHBIX
(hakTOpPOB MPOU3BOJICTBA

the value of spending on goods and services — pa3mep pacxo0B Ha
TOBaphl U YCIyTH

a neutral equilibrium — obuiee paBHOBecue

the circular flow of income — kpyroBoii motok (KpyroBoport) 10X0/10B

an inherent tendency to change — BHyTpeHHss1 TEHAEHIUS K U3MEHEHHIO

Assignments
I. Suggest the Russian equivalents
forecasting future economic trends; to feed with economic information;
factors that firms need to carry on their concerns; to provide labour services;
circular flow of money; a flow of factor services; factor payments; neutral equi-
librium; set of action
I1. Replace the parts in italics by synonyms
the model can be filled with economic information; they have bought shares;
they have the right to get a share of the profits; the flow includes goods and
services; the level of income will not change; the level of income and conse-
quently the level of economic activity
I11. Fill in the gaps -with the words and expressions/ran the text
1. The model of the economy is concerned with forecasting __ so as to aid
___ by business and government.
2. Such predictions are __ aid to business decision-making because busi-
nesses can find out whether people's incomes __ to rise or not.
3. These units together decide the economy's __, _and __.
4. In order to develop a simple model of the economy we need to __ the
government sector and __ between __and __.
5. Suppose we are dealing with __, one which has no government.



6. In order to develop __ of the economy we need to __ that there are two
main sectors in the economy: __and __.

7. Households provide _, both __, inreturn for __.

8. If the finance is in the form of __, households receive __, but if they
have purchased __in the business they may be entitled to __.

9. Households receive payments for __, that is to say, they earn __, such as

,__and __.

10. There are two flows: one which is __and one ___ goods and services.

11. The model suggests that there are three ways of __in the economy.

12. Wecanmeasure __, _and .

13. Economists refer to __ of the monetary circular flow as .

14. If we assume that all the goods and services, which __are in fact
and that households spend __, then we have arrived at what economists call

15. The fact that the economy is in a neutral equilibrium means simply that
the level of __, and hence the level of __,are.  and .

16. An equilibrium is a point of balance in which there isno __.

IV. Find in the text English equivalents/or the following

MPpUHATUE pemeHI/uZ; HU3MCHCHUC CTaBKU H&HOFOOG}]O)KCHHH; HCEOILICHUMasA
MOMOIIIb; JOXOJIbI HACEICHHUS; HCOOXOIUMO JOMYCTHTh, YTO...; (HPAaKTOPHI IPOU3-
BOJICTBA, BbIIJIaTa MPOLCHTOB, KYIIUTh aKIIUH; UMEThb ITPaBO HA 4YaCTb (L[OJ'IIO)
Joxoaa, aKHI/IOHepHHﬁ KaImuTal, )ZleHe)KHLIﬁ IMOTOK; YPOBCHb HAIIUOHAJIBHOT'O
JA0X0Ja; YPOBCHb SKOHOMUYECKOMN AKTUBHOCTH; BHYTPCHHSA (HpI/ICYH.[aﬂ qyeMmy-
J'II/I60) TCHACHIIMA K UBMCHCHUIO, CJIICJOBATCIILHO, prr0130171 IIOTOK JOXOA0B

V. Give explanations in English

to pay rent; a loan; interest payments; share capital; factor services; factor
payments; factor incomes; factors of production; a neutral equilibrium in the
economy

V1. Read the description of drawing a circular/low

Start with the two blocks. The one on the left should be labelled "house-
holds", and the one on the right "firms". On the top of the inner loop, circle, put
"goods and services", with an arrow running from the firms block to the house-
holds block. At the bottom of the inner loop put "services of productive factors”,
with an arrow running from households to firms. On the outer loop, at the top,
put "spending on goods and services", with an arrow running from households
to firms. And finally, at the bottom of the outer loop, put "factor incomes", with
an arrow running from firms to households.

Find in the text English equivalents for the following

MO/INMKCaTh 0003HAYCHNUS HA KAPTHHKE; BHYTPEHHUM KPYT (KOJIBIIO);
BHEITHUI KPYT (KOJBIIO); CTPENIKA HAMPaBJIEHA OT ... K ...; BBEPXY; BHU3Y;
CIIpaBa, CJIE€Ba

Draw the circular flow (it will be different from the one in the unit!) and de-
scribe it using all the active possible

VII. Answer the questions

1. What units does the economy comprise? What do they decide?

2. What are the two main sectors in the economy?

3. What sets of actions create the model of the circular flow of income?

4. Dwell on the monetary flow. How is the level of national income con-
nected with it?



5. Dwell on the flow of goods and services.

6. What does the figure suggest?

7. How can the amount of economic activity be measured?

8. What's an equilibrium? a neutral equilibrium? VIII. Translate using all

the active possible

1. Kpyroo6opot (kpyroBoi oTok) J0X0J0B — 3TO IIOTOK TOBAPOB U
YCIYT MEXy JOMAIIHUMH, CEMEHHBIMH XO35IMCTBaMU (HacelIeHHEM) U
¢upmamu (IpeANPHHAMATENSIMH), C OTHOW CTOPOHBI, X TIOTOK JICHEKHBIX
mnJaTexel 3a HUX — ¢ Apyroil CTOPOHBI.

2. Ecimn paccMaTpuBaTh MPOCTEHIITYIO MOZETH SKOHOMHUKH, TO
HEOOXOANMO IOMYCTHUTh, YTO HACEIECHHUE MOIHOCTHIO TPATUT BCE MOIYyICHHbIC
JI0XO0JIbI Ha TIOKYIIKY TOBAapOB M YCIIYT, a MPEAIIPUHIMATENN POJAIOT BCE
TOBApbI, KOTOPBIE TPOU3BOJIST.

3. B ymuiaty 3a ToBapsl U yCIyTH, KOTOpBIE IIPeUIaratoT HaCEeIeHHIO Pea-
NIPUHHUMATEIH, HaceJIeHUEe Nepe/lacT UM JISHbI'H, KOTOPBIE, B CBOIO OYepeib,
MOJIy4YaeT OT MpeANpUHUMaTeNel B 00MeH 3a (pakTopbl TPOU3BO/ICTBA.

4. Ecy MBI JOIYCTHM, 9TO CX€Ma OITUCHIBAET CUTYAIUIO, IPH KOTOPOH
JOCTUTHYTa 3(PEKTUBHOCTD PACIIPENEIICHUS PECYPCOB, TO MBI TIOJyIHM MO-
JIeTb SKOHOMUKH, HaXOIAIIEHCS B COCTOSHIH OOIIET0 paBHOBECHSI.



INJECTIONS (BJUBAHME JIEHET B
SKOHOMMKY)

An injection is simply an addition to the circular flow of income, which
does not arise from the spending of households. It was unrealistic to assume
earlier that there would be no such additions. These additions or injections will,
of course, increase the size of the circular flow and thus the level of activity in
the economy. There are three recognized ways in which funds can flow into an
economy. They can be generated through:

e Investment
e Government spending
e Export sales
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Figure 4. Additions to the Circular Flow of Income

Investments. UuBecTHmn

Investment is expenditure on productive capital goods. That is, goods which
can be used to produce other goods and services. Thus, investment is usually
held to be expenditure on factories, machinery and other physical assets. It is
important to realize that economists use the word investment in a different con-
text to the layman. An economist referring to investment does not mean the
purchase of paper financial assets such as stocks or shares. Clearly, if the own-
ership of a company's shares is transferred from one UK citizen to another there
is no overall impact on the economy.
Investment can be categorized into net investment and gross investment. Net in-
vestment is investment, which actually increases the nation's stock of capital



goods. It is such investment that enables the economy to grow. However, some
investment is necessary to replace capital stock that is worn out or obsolete.
This loss of value of assets is called depreciation. When this replacement is
added to the net investment the total achieved is termed gross investment.

You should note that investment increases the circular flow since it com-
prises extra spending that has not originated in. the circular flow. The main in-
fluences on the amount of investment that takes place are:

* the rate of interest since firms often have to borrow to undertake the in-
vestment

* the firm's expectation about the future behaviour of the economy. If they
believe the economy will boom and the level of economic activity will increase,
then they are more likely to enjoy increased sales. They may well decide to in-
vest in new machinery or in a new factory. On the other hand, if the level of
investment declines then there will be less injections than previously into the
economy and the rate of growth of economic activity (or the national income)
will fall. Economic statistics show us that over the last few decades the level of
gross investment in the UK economy has fluctuated. This will have been one
of the factors affecting the level of national income and the environment in
which businesses operate.

Government Expenditure. Pacxoasl rocyiapcrsa

Government' expenditure takes many forms and, particularly over the last
50 years or so, has been a very substantial total. This heading covers spend-
ings by both central government and local authorities. Government spending
results in an injection of funds into the circular flow.

Let us take as an example a decision by the Department of Transport to
build a new motorway. This will lead to a variety of spending, which would
not have taken place otherwise. The authorities will have to employ surveyors,
lawyers, accountants and construction workers and will have to purchase large
quantities of construction materials. All of the spending generated in this way
will be an addition or an injection to the circular flow.

Government spending can, of course, take many other forms. Major finan-
cial items are the provision of health and social security benefits. The latter
tends to put money directly into the hands of people who need it badly and
who are, therefore, likely to spend all or most of it in the near future. If it so
wishes the government can use its own expenditure to rapidly affect the level
of injections and thus the circular flow. Pursuing such policies, however, can
have undesirable side-effects.

Exports. Ixcnopt

Exports are an injection because they result in income entering the UK's
circular flow as a result of the spending decisions of foreign households, firms
and governments. Notice that this spending by foreign households is a loss (or
withdrawal from) their domestic circular flows.

Britain is a major trading nation and, as such, can be described as an open
economy. It exports approximately one-third of all the goods and services it
produces. The amount of the UK imports varies but over time will be roughly
the same proportion. The UK's trade is recorded in the balance of payments
figures, which are published monthly and then collected into annual accounts.
If you look at the UK's trade figures you will see that rarely, if ever, does the
value of exports equal the value of imports.

The balance of payments accounts are split into two broad sections: the



current account, which records imports and exports of goods and services; and
the capital account, which records international monetary flows in and out of
the UK, such as foreign loans and investment in the UK.

Exports have always been important to the UK economy and are indisputa-
bly an engine of economic growth. They provide domestic employment not on-
ly in the exporting industry but also in the industries, which supply compo-
nents and raw materials to that industry. Exports bolster the circular flow and
promote employment in a range of industries. They also stimulate innovation
and competition and generate a satisfying standard of living. Most of the
world's most prosperous economies are successful exporters, notably Japan and
Germany. Few isolated economies have been economically successful.

VOCABULARY NOTES

injection — uHbeknust, BIUBaHue (Hanp., ICHET B 3KOHOMHUKY)

to arise from — mpoucrekars, ABISITHCS PE3YIHTATOM

to assume — mpeanoJaraTh, CYMTAThH

thus — takum o6pazom

they can be generated through — 3to MoxeT nporcxoanuTh MOCPEACTBOM...

assets — UMyIIecTBO, aKTHBBI

layman — HempodeccrHona, HeCIenuaIucT

an economist referring to investment — roeops o BIOXeHHSX,
9KOHOMHCT...

paper financial assets — umyIecTBo, BJI0KEHHOE B IIEHHbIE OyMaru

stock — akius, 1ienHas Gymara; 3amac, aCCOPTUMEHT

there is no overall impact on the economy — Gosbiioro BiusHKS Ha
HKOHOMHKY 3TO HE OKaXKeT

net investment — yucThle MHBECTULIUU

gross investment — BajoBble KallUTAJIOBIOKECHHMS

WOrn out — u3HOUIEHHBIHI

depreciation — oGeciieHenue (Oenez), CHALIMBAHKE (8 pe3yibmame UsHOCA
U MOPAILHO20 YCMAPE6anust)

total — uenoe, cymma, uror

to term (syn. to call) — nassiBaTh

rate of interest — nporenTHas craBka

rate of growth — ckopocts pocra

decade — mecaruierue

the level... has fluctuated — yposens xoseGancs

has been a very substantial total — cocraBuio ouens 3HaUUTENBHYTO
CyMMYy

this heading covers — moj 3THM 3aroJOBKOM PacCcKa3bIBAETCS
to result in (syn. to lead to, to cause, to entail) — npuBoaNTE K YeMy-110O;
HUMETh CBOUM PE3YJIbTATOM

this will lead to a variety of spending — sTo nosneyer 3a coboii cambie
pa3Hoo0Opa3HbIe 3aTPATHI

surveyor — semiemep, Tonorpad

major financial items — ocHOBHBIEC CTAThH PAcX0I0B

social security benefits — ibrorsr corpanbHOro 0oecIeYeH s

to tend to — umeTs TEHAEHIUIO



rapidly — GwicTpo, cKOpo

pursuing such policies — nposeneHne TaKOH MOJUTHKA

undesirable side-effects — nexenarensHbIe MOGOYHBIE SBICHHSI

as a result of the spending decisions — kak pe3yabTaT pemicHus IOKYIIATh
WK HET

withdrawal - yreuka, u3spsatue

the amount ... varies — KomuuecTBO ... ObIBAET Pa3IMYHEIM

over time — uHOIIa, BpEMs OT BpEMEHU

roughly — mpu6nusuTeIpHO

the UK's trade is recorded in the balance of payments figures —
TOproBist BernkoOpuTaHnu 0TOOpakeHa B TaHHBIX IUIATSIKHOTO OaaHca

annual accounts — exeroaHBIC OTYETHI

rarely, if ever — penko wiu moytu HUKOTIA

the balance of payments accounts are split into — crareu (pa3aensi) mia-
TEKHOTO GanaHca pa3IesIFoTCs Ha

current account — cuer TeKylux onepauuin

capital account — cuer IBHKEHHUS KAIIMTAIOB

indisputably — 6eccniopro

to bolster — nmonnepxuBaTh, yKperisth

promote employment in a range of industries — obecieunBaror
3aHATOCTH B PslJie OTpaciel

innovation — HOBILIECTBO, HOBOBBEACHHUE

notably — ocobenno

Assignments

I. Suggest the Russian equivalents
which does not arise from; they can be generated through; government
spending (expenditure); an economist referring to investment; paper financial
assets; capital stock; extra spending that has not originated in the circular flow;
the level... has fluctuated; a very substantial total; government spending results
in...; construction workers (materials); social security benefits; the current (cap-
ital) account; domestic employment; they generate a satisfying standard of liv-
ing
I1. Replace the parts in italics by synonyms
does not arise from the spending; it was unrealistic to assume; increase
the size of the circular flow; there are three recognized ways; there is no over-
all impact on the economy; to replace capital stock that is worn out or obso-
lete; this heading covers; this will lead to a variety of spending; rapidly; over
time;
accounts are split into; indisputably; exports bolster the circular flow and
promote employment
I11. Fill in the gaps with the words and expressions from the text
1. An injection is simply an addition to __, which does not arise from the
spending of households.
2. Investment is __ on productive capital goods.
3. An economist referring to investment doesn't mean the purchase of __,
suchas __or
4. Some investment is necessary to replace capital stock thatis __ or
5. Economic statistics show us that the level of __in the UK economy



over the recent years.

6. A decision to build a new motorway will lead to __, which would not
have taken place otherwise.

7. Major financial items are the provisionof __and __.

8. The amount the UK imports varies but __ will be roughly the same pro-
portion.

9. If you look at the UK's trade figures you will see that __ does the value
of exports equal the value of imports.

10. Exports __the circular flow and __ employment in __ of industries.

IV. Find in the text English equivalents for the following

npeanojiaratb; TOBapel IPOU3BOACTBEHHOIO HA3HAUYCHUS, OCHOBHEBIC (1)OH-
JbI; HCCIICITHUAJIIUCT, YUCTHIC MHBCCTUIINH, BAJIOBBIC NHBCCTUIINH, 00BeEM Oc-
HOBHBIX q)OH,I[OB; I/ISHOIHGHHLII\/'I; JCJIaTh BJIOXCHUA, 3a IOCICIHUEC HECKOJIBKO
Z[eCSITPIHeTPIﬁ; HUMECT MHOI'O (1)0pM; 9TO HOTpe6y€T 3HAYUTCIIbHBIX 3aTpaT; 0C-
HOBHBIC CTaTbU (1)I/IHaHCI/Ip0BaHI/IH; HO60‘IHLIG ABJICHUSA, OYCHb PCIAKO; IJ1a-
TEXKHBIH OaslaHC; MPOMBIILICHHOCTD, pa00OTaoMIas Ha 3KCIOPT; 00CCIICHEHHE
OCHOBHBIX (1)OHL[OB, aMopTHu3alusa

V. Give explanations in English

physical assets; paper financial assets; stock; shares; capital goods; capital
stock; social security benefits; the balance of payments accounts

VI. Answer the questions

1. What is an injection?

2. What is expenditure?

3. What are net and gross investments?

4. What are the main influences on the amount of investment? Can you add
anything else?

5. Speak on government expenditure and its forms.

6. What have you learnt about the UK's exports and imports?

7. Why arc exports an engine of economic growth?

VII. Translate the following sentences using all the active possible

1.B rnocjaeanee BpeMs MpPOLCHTHAA CTaBKa KPYITHBIX 0aHKOB CHJIBHO KO-
J1e0JIeTCs ¥ 9TO BIUSIET Ha COCTOSIHHE I/IHBGCTPI].II/IIZ B MMIPOMBIIIJICHHOCTH.

2. HeCHe].II/IaJ'II/ICTy TPYAHO MOHATH, YTO TaKOC TOBAPBI IPOU3BOACTBEHHOT'O
Ha3Ha4YCHUA U OCHOBHBIX (1)0H,E[OB.

3. Co3naHue HOBBIX OTpacieil, paboTaromuX Ha SKCIIOPT, MOTpeOyeT
0O0BIINX 3aTpaT, BKIIOYAas COMUANIBHYIO 3alUTy paboTHHKOB. Ho mMeHHO 3TO
¥ 00€ecIIeunBaeT 3aHATOCTh HACEIICHUS CTpaHBbI.

4. B BennkoOpUTaHUH €KETOIHO MyOINKYIOTCS CTATUCTHYECKUE JaHHBIE O
COCTOSIHMH IUIATEKHOT0 OajaHca CTpaHbI.

5. Yro0nI C0O31aTh HOBBIC pa6oqne MECTa, HY>KHbl HEMAJIbIC KallUTaJI0BJIO-
JKCHU.

6. KoHkypeHIHs criocoOCTBYET pa3BUTHIO TEXHHUECKOTO IIporpecca.

7. Uto yBeIMYMBAET KPyrooOOpoT J10X010B7

8. I/IH’[:.CKHI/II/I — OTO MOTOKH JACHCKHBIX CPCIACTB, HAIIPABJICHHBIC HA HpI/IO6-
PETEHNEC HAIMOHAJIBHOTO MPOJAYKTA, CO3JaHHOI'O BHYTPHU CTPAHbI, U HE CBA-
3aHHBIC C HOTpe6I/ITeHBCKI/IMI/I pacxoJaMu HACCJICHUA Ha €T0 IMOKYIIKY. Takune
IIOTOKHN 06p8.3y}OTC§I KanmuTaJIOBJIOKCHUAMU, IIPABUTCIIBCTBCHHBIMU 3aKyITKaMU
M IJIaTeKaMU 32 TOBAphbl M YCIYI'H, IPOJAHHEIE 32 TPaHULLY.



WITHDRAWALS (U3bSITUS AEHET U3
KPYTOOBOPOTA)

Withdrawals (or leakages) are that part of the circular How, which are not
passed on as spending with UK firms. This is income, which individuals, firms
or governments take out of the circular flow with the likely result that the level
of economic activity in the economy declines. The three forms that withdrawals
can take arc:

e Savings
e Imports
e Taxation

Savings. Coepexenust

Both businesses and individual citizens can take the decision not to spend
all of the income that they receive. A number of factors are thought to deter-
mine the level of savings at any one time. Interest rates obviously influence the
saver's decision since they represent the return on his or her savings. Many
economists believe that decisions to save arc taken in response to periods of
economic uncertainty: the more worried people arc about interest rates, job se-
curity and so on, the more they arc likely to save. Alternatively, there is evi-
dence that when money is losing value quickly, as in a period of inflation, peo-
ple tend to purchase consumer durable goods such as televisions and washing
machines.

Another factor is social change. Previous generations placed great store by
saving in order to carry out major purchases; this is less common today per-
haps due to the ready availability of credit.

Imports. Ammopt

You will know that expenditure by UK inhabitants on goods and services
imported from abroad -will remove those funds from the domestic circular flow
and will cause a decrease in the level of economic activity. Periodically, the UK
has spent too freely on imports and earnings from exports have been insuffi-
cient to cover this. Many factors encourage us to purchase imports: some are
favourable to the economy in the long term, whilst others are harmful. If im-
ports of raw materials increase due to the growth of a domestic industry, then
this indicates an expanding economy, which should sell more exports in the fu-
ture in order to pay for the increased expenditure. However, if the imports are
the consequence of UK citizens preferring foreign goods on grounds of, for ex-
ample, price or quality, then the impact may be harmful as jobs are lost in do-
mestic industries.

Taxation. Hanoroo6.10:xenne

Funds are withdrawn from the circular flow in the form of taxation by the
government. It levies two types of tax:
e Direct taxes, such as income tax, corporation tax (on profits) and other tax-

es on income or wealth;
e Indirect taxes, such as VAT and customs and excise duties, which are levied

on spending by all of us;

If the authorities withdraw funds through taxation and then fail to spend this
tax revenue, the circular flow will reduce the level of activity in the economy.

Taxation policy has been substantially altered by the Conservative govern-
ment in the 1980s and early 1990s. It has reduced direct taxes because of the



belief that taxation of this kind reduces the incentive to work and so dampens
the spirit of enterprise in the economy. Indirect taxes, such as VAT, have been
increased to make up for some of the revenue lost from direct taxes. The gov-
ernment has thus transferred the tax burden from direct to indirect taxes. The
total burden of taxation has hardly altered.

VOCABULARY NOTES

leakage — yreuka

which are not passed on as — KoTopsie pacCMaTPUBAIOTCS HE KaK...

with the likely result that — B pesymsraTe yero Mosxer; pe3yabTaToM 4ero
MOJKET

savings — cOepexeHus, HaKOTUICHUS

a number of factors are thought to determine — cuuraercs, 4to psij
(hakTOpOB OmpenenseT

the return on his or her savings — otaava, mpoIEeHT, J0XO OT...
cOepexeHMIA

there is evidence that — oueBuHO, yTO

to place great store by — npunaBats Gonbiioe 3HaUEHHE

due to — Gnaronapsi, u3-3a

to remove from - ynanute, u3bsTh

insufficient to cover — HemocTaTOUYHBIH 151 MOKPBITHS (PACX0008)

to encourage smb to do smth — no6y>kaath KOro-ToO CEIaTH YTO-TO

in the long term (ant. in the short term) — B (oTnanennoM) GyayIEM

domestic industry — HannoHa bHAS TPOMBIIIIICHHOCTD

to withdraw — u3bimMath, BEIBOANTD, YAAIATH

to levy — B3umars, obmaraTh (0 Hano2ax)

direct (indirect) taxes- npsiMbie (KOCBEHHbIE) HATIOTH

income tax — MOMOXOHBIN HAJIOT

corporation tax (on profits) — manor ¢ npu6sLH (TOX0I0B) KOPIIOPAIIHIA

VAT (value added tax) — HJIC (uanor Ha 106aBJIEeHHYIO CTOMMOCTb)

customs duty — tamoKeHHas! MONUTHHA

excise duty — akrm3HbIi cGOp

and then fail to spend this tax revenue — a 3arem He MOTYT
pacropsIuThCs (MOTPATHTE) 3TUMH HAJOTOBEIMU TIOCTYILIEHHSIMU

has been substantially altered — 6pu1a 3HaUMTENEHO U3MEHEHA

and so dampens the spirit of enterprise — u Takum o6pasom nogasiseT
JyX TPeANPUHAMATENBCTBA

to make up for — xommeHcHpOBaTH, BOCIIOIHSTH

tax burden — 6pems Hamoros

Assignments

I. Suggest the Russian equivalents

withdrawals, which are not passed on as spending with UK firms; a number
of factors are thought to determine the level of savings; job security; another
factor is social change; generations placed great store by saving; will remove
those funds from the domestic circular flow and will cause a decrease; direct
(indirect, corporation, income) taxes; the tax revenue; taxation of this kind re-
duces the incentive to work and so dampens the spirit of enterprise; the tax
burden



I1. Replace the parts in italics by synonyms

with the likely result that...; decisions are taken in response to economic
uncertainty; alternatively; consume durable goods; UK Inhabitants; if the au-
thorities fail to spend this tax revenue; will cause a decrease on the level of
economic activity; earnings from exports have been insufficient; if imports in-
crease due to the growth of industry; substantially; because of the belief that.

I11. Fill in the gaps with the words and expressions from the text

1. Interest rates influence the saver's decision since they represent __ on his
savings.

2. Previous generations __ saving in order to cany out major purchases.

3. Expenditures on goods and services imported- from abroad __ those
funds from __and will cause __in the level of economic activity.

4. If imports of raw materials increase due to the growth of __, then this in-
dicates .

5. Funds are withdrawn from the __ by the government, which __ two types
of tax.

6. Indirect taxes include VAT and __.

7. Direct taxes reduce __ to work and so dampen ___in the economy.

8. The government has transferred __ from direct to indirect taxes.

IV. Find in the text English equivalents for the following

J0XO04bI OT C6epe)KeHI/II71; O4YCBUIHO, YTO..., IOATAJIKHNBATD, HO6y>K,I[aTI>; B
KOHIIC KOHIIOB; 9TO 03HAYACT POCT DKOHOMHKH; HA TOM OCHOBAHHH, YTO, HAJIOT
Ha ,ILO6aBJ'IeHHy10 CTOUMOCTD, aKI_[I/ISHHﬁ C60p; Bocnonnaars

V. Find English explanations

the return on one's savings; taxes (direct, indirect, income, corporation, on
wealth, VAT); excise duties; the tax revenue

VI. Answer the questions

1. What are withdrawals? Name their forms.

2. When do people decide to save?

3. What is the reason for purchasing imports?

4. Why can buying imports be harmful?

5. What are direct and indirect taxes?

6. Why did the Conservative government reduce direct taxes in the 1980s
and increase indirect ones?

7. Make conclusions from the Circular Flow Model. VII. Translate into

English using all the active possible

1. B oTBer Ha yBeNnMYECHHE NPABUTEILCTBOM HAJIOTOB MPEANPUHIUMATEIH
MIPUHSUIN pEeIIeHne MMOIHATH IEHB! Ha MOTpeOUTENbCKIE ToBaphl. [logobHOE
HaJIOTO00JIOKEHNE SIBHO HE CIOCOOCTBYET Pa3BUTHIO TOPTOBIIH.

2. CuuraeTrcs, 4TO Ha pelleHUe MOKYNaTh WIN He MOKYNaTh UMIOPTHBIC
TOBapbI BIMSCT LENbIH psiJl pakTOPOB: LIEHbI, KAYECTBO U T. JI.

3. Brlmmyckas xopolire ToBapbl, NpeANpUHAMATENHN MO0y /1al0T HaceJleHHE
MOKYTAaTh UX, a He OTKJIAAbIBATh JICHBI'H, YTO MOKET IIPUBECTH K MAJICHUIO
YPOBHS 95KOHOMUYECKOH aKTUBHOCTH.

4. MHOTr¥He JII01, TBITAaBIINECS MOTyIUTh OOIBIION MPOIEHT CO CBOMX JIe-
HET, MOJI0’KEHHBIX Ha JIETIO3UT B Pa3HbIE COMHUTEIbHBIEC OaHKH, OKa3aIiCh
0OMaHyTHIMHU.

5. B HEKOTOPBIX CTpaHax aKIU3HBIN COOP C MPOJAXKH ATKOTOIBHBIX Ha-



IIUTKOB SIBJISIETCS OUE€Hb JOXOJIHOH CTAaThEM.

6. B Poccun Hastor Ha 100aBICHHYIO CTOMMOCTh OBLT BBEICH B stHBape 1992
roja.

7. I3bATHS — 3TO YacTh HAIIMOHAIBLHOTO JOX0/1a, KOTOPasi HE UCIIOJIb3yeTCs
HAceJIEHUEM JJTs TIOKYITKU MOTPEOUTEhCKHX OJiar, MPOU3BEICHHBIX B CTPAHE.
U3BsTHS COCTOAT, TAKMM 00pa3oM, U3 COEpEeKEHUH, YNCTHIX HAJIOTOB M 3aTpat
Ha MOKYIMKY UMIIOPTHBIX TOBAPOB. M3bATUS paBHBI HHBEKIHSM.



INFLATION (MH®JISILIUS)

Inflation is generally defined as a persistent rise in the general price level
with no corresponding rise in output, which leads to a corresponding fall in the
purchasing power of money.

In this section we shall look briefly at the problems that inflation causes for
business and consider whether there are any potential benefits for an enterprise
from an inflationary period.

Inflation varies considerably in its extent and severity. Hence, the conse-
quences for the business community differ according to circumstances. Mild
inflation of a few per cent each year may pose few difficulties for business.
However, hyperinflation, which entails enormously high rates of inflation, can
create almost insurmountable problems for the government, business, consum-
ers and workers. In post-war Hungary, the cost of living was published each
day and workers were paid daily so as to avoid the value of their earnings fall-
ing. Businesses would have experienced great difficulty in costing and pricing
their production while the incentive for people to save would have been re-
moved.

Economists argue at length about the causes of, and "cures™ for, inflation.
They would, however, recognize that two general types of inflation exist:

*  Demand-pull inflation

* Cost-push inflation

Demand-pull Inflation. Uadasimus cnpoca

Demand-pull inflation occurs when demand for a nation's goods and ser-
vices outstrips that nation's ability to supply these goods and services. This
causes prices to rise generally as a means of limiting demand to the available
supply.

An alternative way that we can look at this type of inflation is to say that it
occurs when injections exceed withdrawals and the economy is already
stretched (i.e. little available labour or factory space) and there is little scope to
increase further its level of activity.

Cost-push Inflation. Uadasuust n3gepixex

Alternatively, inflation can be of the cost-push variety. Tills takes place
when firms face increasing costs. This could be caused by an increase in wages
owing to trade union militancy, the rising costs of imported raw materials and
components or companies pushing up prices in order to improve their profit
margins.

VOCABULARY NOTES

a persistent rise — HeyKJIOHHBIH, TTOCTOSIHHBIH MO IbEM

with no corresponding rise in output — He conpoBoxaarONIHICs

NOABEMOM IIPOU3BOJICTBA

briefly — kopotko, kpaTko

potential benefits — morennuanbHBIE BEITOIBI

varies considerably in its extent and severity — GbiBaeT pa3Hoii 1Mo
JIATEIIBHOCTU U OCTPOTE

hence — CJICA0BATCIIbHO

mild inflation — msrkas, Hu3Kkas HHPISALAS

may pose few difficulties — oco0Obix mpobeM HC npeacTaBaseT

entails enormously high rates of inflation — o3nauaer (Bener k)



IPOMAaJHBII pocT HHOIALMH

insurmountable — HencuuciMMEBIE, KOTOCCANBHBIE

at length — u ceituac

to pull — TsuyTH

demand-pull inflation — unbnaUKs, BEI3BaHHAS IPEBBIILICHHEM CIPOCA HA
MpeIoKESHHEM, HHISIIUS CIpoca

to push — Tonkats

cost-push inflation — uH}sIIS, BEI3BaHHAS POCTOM H3/IEPKEK MPOU3BO/I-
CTBa, MHQIIALMS H3IEpIKEK

to occur — mpoucxoauTh

to outstrip — oOroHATH, OTIEpEKaTh, IPEBOCXOUTH

to stretch — HarsarMBaTH, HANIPSTATH

little available labour — mano paboueii cubl

there is little scope — maso Bo3amoxHOCTEM

owing to trade union militancy — 6naroaaps BOMHCTBEHHOCTH
po¢)COr030B

in order to improve their profit margins — 4ro0s!I yBenu4IuTh MpUObLIL
(pa3Mmepsl IpUOBLITH)

Assignments

I. Suggest the Russian equivalents

inflation varies considerably in its extent and severity; mild inflation of a
few%; rate of inflation; insurmountable problems: demand-pull (cost-push) in-
flation; the economy is already stretched

I1. Replace the parts in italics by synonyms

a persistent rise; hence; may pose few difficulties; which entails enormous-
ly high rates; at length; inflation occurs when; little scope to increase its level
of activity; firms face increasing costs; owing to trade union militancy

I11. Fill in the gaps with the words and expressions from the text

1. Inflation varies considerably iniits __and __.

2. Mild inflation may __ few difficulties for business.

3. Businesses would have experienced great difficulty in __and __their
production while __ for people to save would have been removed.

4. Demand-pull inflation occurs when __ for a nation's goods and services
__that nation's ability to __ these goods and services.

5. An alternative way that we can look at this type of inflation is to say tliat
it occurs when injections __ withdrawals.

6. An increase in costs for firms, for example, can be caused by an increase
in wages __trade union militancy.

IV. Find in the text English equivalents/or the following

NIOBBIIIEHHE (T1aeHKe) crpoca (MOKyNnaTeIbHON CTOCOOHOCTH) U T. 11.; TH-
HepHH(bHHHHH; 3aIlpoChl OMNEPEKAOT BO3ZMOKHOCTH 3KOHOMUKHU MPEATIOKUTH
TOBAPHI U YCIIyTH; BOWHCTBEHHOCTH MMPO(COI030B; YPOBEHb NPUOBLIH

V. Translate into English using all the active possible

1. Cnenyer oTan4aTh HHQISAMIO CIIpoca OT HHAIIALMH, 00y CIOBICHHO M
poctom m3aepxkek. CyTb HHOISAIUHN CIIPOca WHOTAA OOBSICHSIOT OAHON Gpa3oil:
"CIHIIKOM MHOTO JIEHET OXOTSTCS 32 CIUIITKOM MaJIbIM KOJMI€CTBOM TOBapoB'.
Teopust uHPIAIMHA, 00YCIOBICHHON POCTOM U3AECPKEK, OOBICHIET POCT IIeH
TaKUMHU (akTopaMu, KOTOPBIE MPUBOJAT K YBEINUCHHIO U3ACPIKEK HA SIUHUILY



MIPOTYKITHH.



THE IMPACT OF INFLATION ON BUSINESS
(BJIMAHUE UHOJIAINU HA BU3HEC)
Inflation can adversely affect business in a number of ways:

1. Accounting and financial problems. TpyaHocTu dyxraiarepckoro

yuera U GUHAHCHPOBaHUS

Significant rates of inflation can cause accounting and financial problems
for businesses. They may experience difficulty in valuing assets and stocks, for
example. Such problems can waste valuable management time and make fore-
casting, comparisons and financial control more onerous.

2. Falling sales. CHu:xeHue o0bemMa mpojax

Many businesses may experience falling sales during inflationary periods
for two broad reasons. Firstly, it may be that saving rises in a time of inflation.
We would expect people to spend more of their money when prices are rising
to avoid holding an asset (cash), which is falling in value. However, during the
mid-1970s, when industrialized nations were experiencing high inflation rates,
savings as a proportion of income rose! It is not easy to identify the reason for
this, but some economists suggest that people like to hold a relatively high pro-
portion of their assets in a form which can be quickly converted into cash when
the future is uncertain. Whatever the reason, if people save more they spend
less and businesses suffer falling sales. The economic model predicts that if
savings rose the level of activity in the economy would fall. Clearly, if this
happened we would expect businesses to experience difficulty in maintaining
their levels of sales.

I Businesses may be hit by a reduction in sales during a time of inflation for a
second reason. As inflation progresses, it is likely that workers' money wages
(that is, wages unadjusted/or inflation) will be increased broadly in line with in-
flation. This may well take a worker into a higher tax bracket and result in a
higher percentage of his or her wages being taken as tax. This process, known
as fiscal drag, will cause workers to have less money available to spend on
firms' goods and services. The poverty trap has a similar impact. As money
wages rise, the poor may find that they no longer qualify for state benefits to
supplement their incomes and at the same time they begin to pay income tax on
their earnings. Again, this leaves less disposable income to spend on the output
of firms. Finally, it may be that the wages of many groups are not index-linked
and so they rise less quickly than the rate of inflation, causing a reduction in
spending power and demand for goods and services.

Once again, the economic model can be used to predict that increases in the
level of taxation will increase withdrawals, lowering the level of economic ac-
tivity and depressing firms' sales

Not all businesses will suffer equally from declining demand in an inflation-
ary period. Those selling essential items, such as food, may be little affected
whilst others supplying less essential goods and services, such as foreign holi-
days, may be hard hit.

3. High interest rates. Boicokue mpoueHTHbIE CTABKH

Inflation is often accompanied by high interest rates. High interest rates tend
to discourage investment by businesses as they increase the cost of borrowing
funds. Thus, investment may fall. Businesses may also be dissuaded from un-
dertaking investment programmes because of a lack of confidence in the future



stability and prosperity of the economy. This fall in investment may be wors-
ened by foreign investment being reduced as they also lose some confidence in
the economy's future.

Such a decline in the level of investment can lead to businesses having to
retain obsolete, inefficient and expensive means of production and cause a loss
of international competitiveness. Finally, a fall in investment can lower the lev-
el of economic activity, causing lower sales, output and so on. Thus, to some
extent, businesses can influence the economic environment in which they oper-
ate.

4. Higher costs. Poct u3iep:kek mpon3BoacTBa

During a bout of inflation firms will face higher costs for the resources they
need to carry on their business. They will have to pay higher wages to their
employees to compensate them for rising prices. Supplies of raw materials and
fuel will become more expensive as will rents and rates. The inevitable reaction
to this is that the firm has to raise its own prices. This will lead to further de-
mands for higher wages as is called the wage-price spiral. Such cost-push in-
flation may make the goods and services produced by that enterprise interna-
tionally less competitive in terms of price. An economy whose relative or com-
parative rate of inflation is high may find that it is unable to compete in home
or foreign markets because its products are expensive. The economic model
tells us that a situation of declining exports and increasing imports will lower
the level of activity in the economy with all the consequent side-effects.

VOCABULARY NOTES
impact — ynap, BiausiHuMe, BO3IAEHCTBUE
waste valuable management time — moxeT yXoauTh MHOTO
JParoLeHHOro BpeMEH!
make more onerous — caenarts 6oJee 3aTpyIHUTEIbHBIM
to avoid holding an asset — 4ro0ObI H30aBUTHCSA OT HATHYHOCTH
whatever the reason — kaxoa GbI HE ObLITa IPHYKHA
businesses may be hit by — dbupmsr (mpeanpusiTist) MOTYT OCTPAAATH OT...
wages unadjusted for inflation — 3apaGoTnas rmiaTa 6e3 ydera ypoBHS HH-
basm
a higher tax bracket — cnenyromas rpynma, kareropus (kanp., npu
SPYNNUPOBKE HATOSONIAMENbUIUKOE NO 00X00Y)
fiscal drag — duHaHCOBBII TOPMO3 IKOHOMHYECKOTO POCTA C TOMOIIBIO
HAJIOTOBBIX H3BSTHH
they no longer qualify for — oxu Gonplue He oANAAAOT MO, . .
to supplement their incomes — uTo sIBIsIETCS TOMOIHEHUEM K HX JOXOY
this leaves less disposable income — u3-3a 3Toro ocraercst MeHbIIE
cpencts index-linked — numekcupoBaHHbIi
a reduction in spending (syn. buying, purchasing) power — cumxkenue
NOKYNaTeIbHON CIIOCOOHOCTH
declining demand — nagenue cnpoca
tend to discourage investment — He cmOcOOCTBYIOT HHBECTHPOBAHHIO
may also be dissuaded from — moryr Taxxe 0TKa3atbcs OT...
a lack of confidence — memocrarok (oTCyTCTBHE) YBEPEHHOCTH
this fall in investment may be worsened by foreign investment being re-
duced - sT0 mageHUe ypOBHS HHBECTUPOBAHMS MOXKET CTATh CIIE CHIbHEE,
€CJIM COKPATSITCS MHOCTPAHHBIC HHBECTHLINH



can lead to businesses having to retain — MoeT IpUBECTH K TOMY, 9TO
bupmam (IpeATPUATHAM) IPUAETCS COXPAHUTD

a bout (syn. period, spell) of inflation — nepnox uHpIAIHH

less competitive in terms of price — MeHee KOHKYPEHTOCTIOCOGHBIH B

CMBICJIC LICHBI

Assignments

I. Suggest the Russian equivalents

difficulty in valuing assets and stocks; to avoid holding an asset; wages un-
adjusted for inflation; increased in line with inflation; this may well take a
worker into a higher tax bracket; fiscal drag; poverty trap; wages are not index-
linked; spending power; the cost of borrowing funds; the wage-price spiral; in
terms of price

I1. Replace the parts in italics by synonyms

broad reasons; to identify the reason for this; businesses may be hit by a re-
duction in sales; wages unadjusted for inflation; in line with; to supplement in-
comes; will increase withdrawals depressing firms' sales; may be dissuaded
from undertaking ...

I11. Fill in the gaps with the words and expressions from the text

1. Accounting and financial problems can waste __and make _, and __
more .

2. Businesses may be by a reduction in sales.

3. The process, known as __, will cause workers to have less money availa-
ble.

4. If the wages are not __, they rise less quickly than the rate of inflation.

5. Those selling __, such as food, may be little affected in an inflationary
period.

6. High interest rates tend to ___ by businesses.

7. The fall in investment may be __ by foreign investment being reduced.

8. Firms will have to pay higher wages to their employees to __ rising pric-
es.

IV. Find in the text English equivalents for the following

JAcJ1aTh qT0-1100 3aTPYAHUTCIIbHBIM; IICPUOIbL I/IH(bJ'IHI_[I/II/I; Ha3BaThb MpH-
YUHY ‘Iel“O-J'II/I60; MOPEBPATUTh B HAJIMYHBIC, PACIIPOCTPAHATHLCA HaA KOro-Jmmbo (O
TOCYJapCTBEHHBIX JIBTOTAX); JOXOJ, OCTAIOIIMINCS MOCIIEe YIUIaThl HaJIOTOB;
TOBapHI IEPBOM HEOOXOIMMOCTH; KOMIIEHCHPOBATh KOMY-THOO 4TO-THOO

V. Translate into English using all the active possible

1. Konnenmust ”HQIAUU CIpoca MPEANoiaraeT, YTO €CJId YKOHOMUKA
CTPEMHTCS K BBICOKOMY YPOBHIO ITPOU3BO/ICTBA M 3aHATOCTH, TO yMEpEHHAas
nHIIMA HeoOxoanMa. OHAKO CTOPOHHUKH KOHIEIITMH HHQIIAIIUH H3ep-
JKEK YTBEPXKJAIOT, YTO YMEpEeHHast MHQIIALHUS, KOTopas MOXKET cHaJyaJia COITyT-
CTBOBAaTh 0’KMBJICHHUIO Y)KOHOMUKH, IOTOM, HapacTasi Kak CHEeXHBII KoM, Ipe-
BpaTHTCs B 60Jiee KeCTOKYI0 THIEPHHIILIIO (Upe3BBIYaiiHO ObICTPBIE TEMITBI
pocTa HHQUIALNH, KOTOPasi OKa3bIBAaeT Pa3pyIINTENbHOE JICHCTBHE Ha 00beM
HAIIMOHAJIFHOTO MIPON3BOICTBA M 3aHATOCTH).



CAN INFLATION BE BENEFICIAL (MOJET JI
NHOJIALUA BbBITh BJIAI'OTBOPHOM)?

We would be simplifying the impact of inflation on business if we suggest-
ed that all effects were unfavourable. There is a school of thought, which ar-
gues that a low and stable rate of increase in the price level can be beneficial. It
believes that a steady rise in money profits produces favourable expectations
and ‘induces investment as firms seek to expand. This action expands the econ-
omy as a whole. Paradoxically, inflation can also reduce the costs of businesses
in the short run. Many enterprises incur costs, which are fixed for some period
of time — for example, the rent of a factory may be fixed at a particular figure
for a few years. At a time when the selling price of the firm's product, and
hence its sales income, is rising this cost will be falling in real terms and thus
stimulating the business.

There is a. further argument that firms may be persuaded to borrow heavily
in a period of inflation since the burden of repaying loans is reduced by infla-
tion. If inflation is running annually at 10 per cent, for example, then the real
value of the repayments of the loan will fall by approximately that amount each
year. This may serve to encourage investment which, since it is an injection in-
to the circular flow, will promote the level of activity. However, in these cir-
cumstances interest rates are likely to be high.

Government will accept that low rates of inflation are likely to exist in many
economies. Inflation rates of 5 per cent or below arc not considered to be too
great a problem, especially if competitor nations are suffering similar rates.

In spite of the above, the conclusion must be drawn that inflation is, in gen-
eral, harmful to business and its environment. Indeed, many economists would
contend that inflation is the fundamental evil as its presence leads to lack of
competitiveness and therefore relatively high unemployment and low rates of
growth. This viewpoint has gained in credence in government circles over the
last few years. It is for this reason that its control has been a major objective of
government economic policy throughout the 1980s and early 1990s.

VOCABULARY NOTES
beneficial — BeroaHBIi, NPUHOCSIIMI TOXO
unfavourable (ant. favourable) — veGnaronpusTHbINA
there is a school of thought, which argues that — cymectByer muenue,
4To0...
and induces investment as firms seek to expand — u cmoco6eTByeT pocty
KaITUTAJIOBJIOXKEHUH, TaK KaK (GPUPMBI (TIPEATIPUATHS) PACIIHPSIIOTCS
in the short run — ouens GpicTpPO
incur costs, which are fixed for some period of time — Hecyr pacxonpsl,
KOTOpBIE B TEUEHHE KaKOT0-TO MEPHOA SBIAIOTCS HEM3MEHHBIMU
a further argument — eme onuH aprymeHT
to borrow heavily — 6pats B3aiiMbl GOJbILIIE CYMMBI
repaying loans — BbimiaTa 3aiiMoB
to contend — HacrauBaTh, yTBEPXKIATH
this viewpoint has gained in credence — srta Touka 3peHHs MOTyUHIA
6oIbIIOE pacIpoCTpaHEeHUE
a major objective — riaBHas 1eb

Assignments



I. Suggest the Russian equivalents

a steady rise in money profits produces favourable expectations; this cost
will be falling in real terms; this viewpoint has gained in credence in govern-
ment circles.

I1. Replace the parts in italics by synonyms

a steady rise in money profits induces investment as firms seek to expand;
rates arc not considered to be ...; the conclusion must be drawn

I11. Fill in the gaps with the words and expressions from the text

1. A steady rise in money profits produces __ and induces __ as firms seek
to expand.

2. Thereisa __ argument that firms may be __ to borrow heavily in a peri-
od of inflation.

3. Many economists would __that inflation is the fundamental __.

4. This viewpoint has __in government circles over the last few years.

IV. Find in the text English equivalents for the following ctumynuposats
KaITUTAJIOBJIOKCHUSA; YCTAHABJIMBATD LICHY, 6paTb B3alMBI KPYIIHbIC CYMMBI;
HaCTanuBaTb, YTBEPKAATh, CTpaaaTb OT HOL[O6HOFO YPOBH:

Assignments to the whole text

I. Increase your vocabulary

a) Find in the text all word-combinations with the verb "'to experience"
and translate them. Think of your own examples with these combinations. What
other word-combinations with this verb do you know? Give examples.

b) Find in the text the words expressing the English for:

"nonmkarn(cn)' and "moBeimarn(cs)";

"npuBectu’’ and "'BbI3BaTh".

Write out the word-combinations with them and use these in your own sen-
tences. Give synonyms to each word-combination you found in the text. What
other words expressing the same meaning do you know?

I1. Find English explanations or paraphrase
the economy is stretched; fiscal drag; state benefits; not index-linked wages;
selling essential items; borrowing funds; a bout of inflation; wage-price spiral;
a school of thought

I11. Make a written translation of the paragraph beginning with "Businesses
may be hit by..." ("Falling sales™).

IV. Draw the scheme to mentioned cases of the impact of inflation on busi-
nesses related in "Falling sales", "High interest rates" and "Higher costs". For
example: saving rises-spending falls-sales fall.

V. Answer the questions

1. Give the definition of inflation. What can you add to it?

2. The extent and severity of inflation.

3. Types of inflation (short characteristics). Are there any others?

4. Demand-pull inflation. Name countries with this type of inflation.

5. Cost-push inflation. Name countries with this type of inflation.

6. The impact of inflation on business (in brief):

e accounting and financial problems;

o falling sales;

e high interest rates.



How can businesses influence the economic environment?

7. Do you believe in the advice to borrow heavily in a period of inflation?
Give your reasons.

8. Can inflation be beneficial?

9. What other factors not mentioned in this unit can cause inflation?

10. What "cures" for inflation do you know and can suggest?

VI. Translate into English using all the active possible

1. B nponutomM mecsiie ypoBeHb HHIISIMU cocTaBI 1%, a B HBIHELITHEM OH,
BO3MOJKHO, 110 0(UIMANBEHBIM JaHHBIM cocTaBuT 0%.

2. JlaHHBIH B3TI HA YPOBEHD HHQIIILNHN HE OTpaxkaeT O(QUIIaIbHON
TOYKH 3PCHUSL.

3. B mepuoast ocTpoit HHQIANN J6TOTHL, KOTOPEIE 00OBIYHO pacipocTpa-
HSIOTCS HA OTIPE/ICJICHHBIC CIION HACETICHUS, 3HAUMTEIFHO COKPAIIAI0TCS.

4. ITagenue crpoca Ha TOBaphl EPBOM HEOOXOIUMOCTH B CBSA3U C UX
YXYIIUBIIMMCS KAYECTBOM IPHUBEIIO K OTHOCHTENILHO MATKON HH(IISINY B
HECKOJIbKO IIPOLIEHTOB.

5. Huzknit npoueHT MHOISILMN HE CYUTACTCS CIUIIKOM OOJIbIION Mpo-
Os1eMoii JIJIs TOCyIapCTBa U JaKe MOYKET CITIOCOOCTBOBATh YBEIHMUCHHIO KaIlK-
TaJIOBJIOKEHUH.



MONEY AND BANKING (IEHBI'A B
BAHKOBCKOE JIEJIO)

Money and its Functions. lenbru, ux GyHKuuu

Although the crucial feature of money is its acceptance as the means of
payment or medium of exchange, money has other functions. It serves as a
standard of value, a unit of account, a store of value and as a standard of de-
ferred payment. We discuss each of the functions of money in turn.

The Medium of Exchange. Cpeacrso

o0paweHus

Money, the medium of exchange, is used in one-half of almost all exchange.
Workers exchange labour services for money. People buy and sell goods in ex-
change for money. We accept money not to consume it directly but because it
can subsequently be used to buy things we do wish to consume. Money is the
medium through, which people exchange goods and services.

To see that society benefits from a medium of exchange, imagine a barter
economy.

A barter economy has no medium of exchange. Goods are traded directly or
swapped/or other goods.

In a barter economy, the seller and the buyer each must want something the
other has to offer. Each person is simultaneously a seller and a buyer. In order
to see a film, you must hand over in exchange a good or service that the cinema
manager wants. There has to be a double coincidence of wants. You have to
find a cinema where the manager wants what you have to offer in exchange.

Trading is very expensive in a barter economy. People must spend a lot of
time and effort finding others with whom they can make mutually satisfactory
swaps. Since time and effort are scarce resources, a barter economy is wasteful.
The use of money — any commaodity generally accepted in payment for goods,
services, and debts — makes the trading process simpler and more efficient.

Other Functions of Money. [Ipyrue ¢pyHkuun geser

Money can also serve as a standard of value. Society considers it conven-
ient to use a monetary unit to determine relative costs of different goods and
services. In this function money appears as the unit of account, is the unit in
which prices are quoted and accounts arc kept.

In Russia prices are quoted in roubles; in Britain, in pounds sterling; in the
USA, in US dollars; in France, in French francs. It is usually convenient to use
the units in which the medium of exchange is measured as the unit of account
as well. However there are exceptions. During the rapid German inflation of
1922 — 1923 when prices in marks were changing very quickly, German shop-
keepers found it more convenient to use dollars as the unit of account. Prices
were quoted in dollars even though payment was made in marks, the German
medium of exchange.

The situation in Russia howadays reminds of that of in Germany.

Money is a store of value because it can be used to make purchases in the
future.

To be accepted in exchange, money has to be a store of value. Nobody
would accept money as payment for goods supplied today if the money was go-
ing to be worthless when they tried to buy goods with it tomorrow. But money
is neither the only nor necessarily the best store of value. Houses, stamp collec-



tions, and interest-bearing bank accounts all serve as stores of value. Since
money pays no interest and its real purchasing power is eroded by inflation,
there are almost certainly better ways to store value.

Finally, money serves as a standard of deferred payment or a unit of ac-
count over time. When you borrow, the amount to be repaid next year is meas-
ured in pounds sterling or in some other hard currency. Although convenient,
this is not an essential function of money. UK citizens can get bank loans speci-
fying in dollars the amount that must be repaid next year. Thus the key feature
of money is its use as a medium of exchange. For this, it must act as a store of
value as well. And it is usually, though not invariably, convenient to make
money the unit of account and standard of deferred payment as well.

Different Kinds of Money. Paziuunbie BHABI JeHer

In prisoner-of-war camps, cigarettes served as money. In the 19th century
money was mainly gold and silver coins. These are examples of commodity
money, ordinary goods with industrial uses (gold) and consumption uses (ciga-
rettes), which also serve as a medium of exchange. To use a commodity money,
society must either cut back on other uses of that commodity or devote scarce
resources to producing additional quantities of the commodity. But there are
less expensive ways for society to produce money.

A token money is a means of payment whose value or purchasing power as
money greatly exceeds its cost of production or value in uses other than as
money.

A $10 note is worth far more as money than as a 3x6 inch piece of high-
quality paper. Similarly, the monetary value of most coins exceeds the amount
you would get by melting them down and selling off the metals they contain.
By collectively agreeing to use token money, society economizes on the scarce
resources required to produce money as a medium of exchange. Since the
manufacturing costs are tiny, why doesn't everyone make $10 notes?

The essential condition for the survival of token money is the restriction of
the right to supply it. Private production is illegal.

Society enforces the use of token money by making it legal tender. The law
says it must be accepted as a means of payment.

In modem economies, token money is supplemented by 10 U money.

An 10U money is a medium of exchange based on the debt of a private
firm or individual.

A bank deposit is IOU money because it is a debt of the bank. When you
have a bank deposit the bank owes you money. You can write a cheque to
yourself or a third party and the bank is obliged to pay whenever the cheque is
presented. Bank deposits are a medium of exchange because they arc generally
accepted as payment.

VOCABULARY NOTES

the means of payment — cpencrso mnarexa

medium of exchange — cpeacrso oGpaineHus

a standard of value — mepa croumoctu

a unit of account — eaununa yuera

a store of value — cpeactBo cOepexeHus (COXpaHEHUs] CTOUMOCTH)

a standard of deferred payment — cpeacTBo norameHus goira
subsequently — Bmociencreuu a barter economy — GaprepHas SKOHOMHUKA
o swap (a/so swop; syn. to exchange, to barter) — o6MeHuBaTh, MEHATH

to hand over in exchange — nepenars, Bpy4urs B 06MeH



a double coincidence of wants — aBoiiHoe coBnaeHHe MOTPEOHOCTEM
a monetary unit — neHexHas eIUHALA

to remind of — mammomuHaTh

to be worthless — o6ecriennBarhest

an interest-bearing bank account — cuer B 6aHKke ¢ BHIMIATOH MPOIICHTOB
to pay interest — npHHOCHTH MPOLEHTHBIN TOXOA

to erode —30. GpakTHYECKH yMEHBIIATh

hard currency — tBepaas (KOHBEpTHpyeMast) BaIOTa

soft currency — HekoHBepTHpYyeMas BAIIOTA

invariably — HensMeHHO, IOCTOSHHO

prisoner-of-war camp — nareps BOEHHOIIEHHBIX

commodity money — neHsTH — TOBAp

token money — cuMBoONIHYECKHE ICHBTH (CH3HAKHN)

inch — nroiim (pasen 2,5 cm)

to melt down — pacmaButs tiny COStS — Mu3epHbIe 3aTpaThI

legal tender — 3akoHHOE MIATEKHOE CPENCTBO

to supplement — mgomonHsATH

10U money — | owe you — s BaM JOJDKEH; ACHBIH — JOJTOBOC
obs3arenbeTBO a bank deposit — Bkimaz B 6Ganke

Assignments

I. Suggest the Russian equivalents
exchange labour services for money; you must hand over in exchange a good or
service; a double coincidence of wants; spend a lot of time and effort;
make mutually satisfactory swaps; a barter economy is wasteful; commaodity
generally accepted in payment for goods; prices arc quoted and accounts are
kept; the rapid German inflation; its purchasing power is eroded by inflation;
it's usually but not invariably convenient; cut back on other uses; exceeds its
cost of production; by collectively agreeing; the survival of token money; so-
ciety enforces the use of token money; token money is supplemented by IOU
money; interest-bearing bank accounts

I1. Replace the parts in italics by synonyms

sometimes payment can be put off till later, the vital feature of money; its
purchasing power is worn away; the money is without value, it is not always
convenient; time and effort are rare resources; private production of money is
against the law

I11. Find in the text opposites to the following words and expressions
take away; reject; planned event; in a minor way; increase; is less than;
separately; very large; be under no compulsion to; public

IV. Fill in the gaps with the words and expressions from the text

1. The crucial feature of money is its acceptance as __ or

2. People buy and sell goods __ for money.

3. In a barter economy goods are traded directly or __ other goods.

4. People must spend a lot of __ finding others with whom they can make
mutually __.

5. Society considers it convenient to use __ to determine __ of different
goods and services.

6. The unit of account is the unit in which prices are __and __ are kept.

7. During the rapid German inflation German shopkeepers found it __ to use



dollarsas .

8. Money is a store of value because it can be used .

9. Nobody would accept money as payment for goods supplied today if the
money was going __.

10. Since money __and its real __ power __ by inflation, there are almost
certainly better ways to store value.

11. UK citizens can get bank loans __ the amount that ___ next year.

12. When you borrow, the amount to be repaid next year is measured in __

13. __ are ordinary goods with __ (gold) and __ (cigarettes), which also
serve as a medium of exchange.

14. To use a commodity money, society must either __ other uses of that
commodity or devote __to producing __ of the commodity.

15. A token money is a means of payment whose __ as money greatly __its
cost of production or value in uses other __.

16. By __, society economizes on the scarce resources required to produce
money as __.

17. The essential condition for the survival of token money is __ to supply it.

18. Society enforces the use of token money by making it .

19. In modem economies, token money __ by .

20. An 10U money is a medium of exchange based on __ 1.

21, is IOU money because it is a debt of the bank.

V. Find in the text English equivalents for the following ocHoBHas
(kmroueBast) uepta (2 BapraHTa); CPEJACTBO IUIATEXKA; CPEACTBO OOPAIIECHHS;
MeEpa CTOUMOCTH; CPEACTBO C6€p€)K€HI/I$I (CpCI[CTBO COXpaHCHHUA CTOI/IMOCTI/I);
CAHMIA YyUCTa;, CpCACTBO MMOrallicHus 10Jra; B oOMeH Ha; MOXCT OBITH
BIIOCJICACTBHUH HUCIIOJIB30BAaHO, 0OMEHHMBATHCS TOBapaMu M yClIyraMu;
6apTepHa$1 3KOHOMMUKaA, I/ISMepﬂTb(Cﬂ); 06GCH6H6HHBII71; TJIATUTh IIPOUCHTHI;
MOKyTaTe/IbHasd CHOCO6HOCTL; TIPOMBINIICHHOE UCITIOJIb30BAHUE, HOTpe6I/IT6J'II>-
CKO€ UCIIOJIb30BAHUE, ACHbI'U — TOBAp, AC€HC)KHBIC 3HAKU (CI/IMBOJ‘II/I‘IGCKI/IG
JIEHbTH); JICHEe)KHAsI CTOUMOCTbh; OTpaHUYEHUE TIpaBa; BKJIaa B OaHKe; OaHKOB-
CKasd cCyaa,; 3aKOHHOE TIATEKHOC CPEACTBO, TOJTOBOC 00513aTEIHLCTBO

VI. Explain in English
double coincidence of wants; deferred payment; medium of exchange;
purchasing power; monetary value; legal tender; IOU

VII. Answer the questions

1. Why do people accept money?

2. Dwell on the functions of money.

3. Dwell on different kinds of money.

4. What's a barter economy? Why is trading expensive in a barter economy?

5. What currency can be used as the unit of account? Speak on the current
situation in Russia.

6. What does 10U stand for?

VIII. Translate into English using all the active possible

1. CymecTByeT HECKOIBKO PYHKIMIA JeHeT. Bo-TiepBhIX U TIpexke Bcero,
JICHbI'U SIBIISIFOTCS| CPEJICTBOM IIATEXKA, UM OOpALICHUS; ICHbTH MOYKHO HC-
MOJIb30BATH MPH MOKYIKE M MPOJIaKe TOBAPOB U YCIyrT. JleHbrH BBICTYHAIOT
Takxke Mepoi ctonmMocTr. OOIIECTBO CYUTAET yIOOHBIM HCIIONH30BATh ICHEXK-



HYyIO ¢IMHHUILY B Ka4eCTBe MacmITada Iyl COM3MEPEHNUS] OTHOCUTENIBHBIX CTOH-
MOCTEH pa3JIMYHBIX OJIar U pecypcoB.

JleHbru ciaysxar cpeacTBoM coepexerrs. [I0CKOIBKY IEHBIU SBISIOTCS
HanboJee TUKBUIHBIM TOBAPOM, TO €CTh TAKUM, KOTOPBIH MOKHO 0€3 IpooieM
npojatk (0OMEHATH), TO OHU SIBJISIFOTCS] OUYeHb YJ00HOW OpMON XpaHEeHHUS
GoraTcTBa. JTO, OHAKO, HE EAMHCTBEHHAs popMma XxpaHeHHs OdorarcTBa. Bo
BpeMs yIajKa B 9KOHOMHKE, ITPH BHICOKOW MHQUIAIMH 1 00ECIICHEHUH JICHET,
HaceJIeHHe, CKopee BCero, OyAeT XpaHUTh OOraTCTBO B BHJIE HEIBH)KUMOCTH
WM APYTUX JOPOTOCTOSIINX TOBAPOB — IPeIMeTax UCKYCCTBa, AParo-
[EHHOCTSIX.

2. JleHbru, KOTOpBIC, B CYIIHOCTH, SBJIAIOTCS IOITOBBIMU 0053aTeIbCTBAMU
rocylnapcTBa, KOMMEPYECKHX OAHKOB U cOeperaTesibHbIX YUPEeKICHUN, HMEIOT
CTOMMOCTH OJlaroJiapsi ToBapam M yciyram, KOTOpbIe IPUOOpETaoTCs 3a HUX Ha
PBIHKE.



THE ROLE OF BANKS (POJIb BAHKOB)

The following story is going to explain the role of banks. In the past most
societies used different objects as money. Some of these were valuable because
they were rare and beautiful, others- because they could be eaten or used. Early
forms of money like these were used to buy goods. They were also used to pay
for marriages, fines and debts. But although everyday objects were extremely
practical kinds of cash in many ways, they had some disadvantages, too. For
example, it was difficult to measure their value accurately, divide some of
them into a wide range of amounts, keep some of them for a long time, use
them to make financial plans for the future. For reasons such as these, some so-
cieties began to use another kind of money, that is, precious metals.

People used gold, gold bullion, as money. Those were dangerous times, and
people wanted a safe place to keep their gold. So they deposited it with gold-
smiths, people who worked with gold for jewellery and so on and also had a
guarded vault to keep it safe in. And when people wanted some of their gold to
pay for things with, they went and fetched it from the goldsmith.

Two developments turned these goldsmiths into bankers. The first was that
people found it a lot easier to give the seller a letter than it was to fetch some
gold and then physically hand it over to him. This letter transferred some of the
gold they had at the goldsmith's to the seller. This letter we would nowadays
call a cheque. And, of course, once these letters or cheques, became acceptable
as a way of paying for goods, people felt that the gold they had deposited with
the goldsmith, was just as good as gold in their own pockets. And as letters or
cheques, were easier to carry around than gold, and a lot less dangerous, people
started to say that their money holdings were what they had with them plus
their deposits. So a system of deposits was started. The second development
was that goldsmiths realized they had a great deal of unused gold lying in their
vaults doing nothing. This development was actually of greater importance than
the first.

Now let's turn to the first bank loan ever and see what happened. A firm
asked a goldsmith for a loan. The goldsmith realized that some of the gold in
his vault could be lent to the firm, and of course he asked the firm to pay it back
later with a little interest. Of course, at that moment the goldsmith was short of
gold, it wasn't actually his gold, but he reckoned it was unlikely that everyone
who had deposited gold with him would want it back at the same time, at any
rate — not before the firm had repaid him his gold with a little interest. He
thought it safe enough.

To understand what actually happened in. this simple transaction let's con-
sider the following table.

Tabl. 6. Goldsmiths as bankers

Assets Liabilities

1. Old-fashioned goldsmith 2. |Gold $100 Gold Deposits $100 Deposits
Gold lender 3. Deposit lender: |$90+loan $10 Gold $100 Deposits $110 De-

Step 1 4. Deposit lender: Step |$100+loan $10 Gold  |posits $100
2 ®0N+lnan |10

The first row shows what the goldsmith did before he made this loan. He
had a hundred dollars of gold, which he owed to the people who had deposited
it with him, so his assets and liabilities were the same. But when he lent, say,



$10 of gold to the firm, he actually had only $90 of gold in his vault plus the
value of his loan. His assets still equalled his liabilities, but he was going to get
some interest.

It so happened that the firm, that took out the loan, didn't really want to car-
ry that $10 of gold around, so it asked the goldsmith if, instead of actually tak-
ing the gold, it could be given a deposit. The third row of Tabl. 6 shows what
happened then. Although the goldsmith's assets and liabilities were the same,
but were then worth $110, not $100. When the firm wrote a cheque for $10,
and that person came in to collect his $10 worth of gold, the goldsmith's assets
failed, but so did his liabilities (the fourth row of the table). The important point
to notice here is that it made no difference to the goldsmith whether his initial
loan was in actual gold or in a form of a deposit.

Now let's turn to the question of reserves. Reserves are the amount of gold
that is immediately available in the vault to meet depositors' demands. People
originally deposited $100 of gold with the goldsmith. The goldsmith lent $10,
leaving himself with $90. As a banker he was relying on the fact that not every-
one would want their gold back at the same time. If they had done, he couldn't
have paid out. His reserves of $90 were not enough.

The goldsmith in the table has a 100% reserve ratio. The reserve ratio is the
ratio of reserves to deposits. Once he has made his loan, he has a 90% deposit
ratio. This is a small risk with a small profit. How much dare he lend out in or-
der to make a profit through his interest charges? What are the risks involved®
Suppose the goldsmith took too much of a risk. He lent 80% of the gold he had.
This panicked people. They doubted he could pay them all back, he was bound
to lose some of the gold he had lent, so they rushed to get their gold back before
it was too late. That was what we would now call a run on the bank, a financial
panic. And the financial panic leads to exactly what people fear. the bank can-
not pay them, goes bankrupt, and they go bankrupt as well.

VOCABULARY NOTES

rare — penkuii

fines — mrrpader

to measure their value accurately — rouno u3MepuTh X CTOUMOCTB

(IIeHHOCTB)
to divide into a wide range of amounts — pa3nenuts Ha MHOTO YacTei
(MaJIeHbKHMX HITA OOJIBIINX )

precious metals — aparoreHHbie MeTAILIBI

gold bullion —3o0n0T0ii cuTOK

to deposit with — xpauuTb, BKIaI6IBATH

'a goldsmith — 3omoTeIx men mactep

worked with gold for jewellery — nenan 3omotsie
YKpaIeHHs

a guarded vault — oxpanseMblil Ho/Ba, XpaHHUJIHILE

to fetch — nmpunocurs, 10cTaBaTH

to transfer — nepeBoauTh, nepeaaBaTh

once these letters or cheques, became acceptable as a way of paying for
g00ds — kak TOJBKO (KOT/I1a) 3TU MUChMA, HJIH YEKH, CTATH IPUHUMATHLCS [IPU
oruraTte TOBapoOB

their money holdings — nensru, KoTOpble MM IPHHAIIEKATH, KOTOPHIMU
OHU BIIaJIEITN

a bank loan - 6ankoBckas ccyja,



3aeM
a little interest — ue6onpmuroit
MPOLICHT
the goldsmith was short of gold — y macrtepa He 6b1T0 MOCTATOUHO
30J10Ta
to reckon — monaratk, CUMTaThH
at any rate — Bo BCSIKOM ciydae
a transaction — cnuenka
to owe — OBITh JOJDKHBIM
assets and liabilities — axTuBBI 1 TaCCHBBI
the value of his loan — croumocTs ccymbI, KOTOPYIO OH Hat
to equal — paBHSTBCS, OBITH PaBHBIM
the firm didn't really want to carry that gold around, so it asked the
goldsmith
if, instead of actually taking the gold, it could be given a deposit — ¢up-
Ma He XOTeja IepKaTh 30JI0TO mpu cebe (HOCHUTD 30J10TO ¢ CO00ii) U BMECTO
TOTO0, YTOOBI HAa CAMOM JIelie ero 3a0parth, MOMPOCHIIAa MAcTepa PHUHSTH 3TO
30JI0TO HAa XpaHEHHE B BUJC BKJIaJa
(they) were worth $110 — ux cTOMMOCTB COCTaBJIsIa, OHH OLEHUBAIIUCE
(mmemm ierHOCTH) B 110 mommapos
to write (syn. to draw, to issue, to make out) a cheque - BeimmcaTh Yek
his assets failed — 30. ero akTUBBI CHU3HIUCH
to fail — (o 6arkax) 06aHKPOTUTHCS
initial loan — mepBoHauansHas ccyma
reserves — pesepBbl
the amount of gold that is immediately available in the vault — 3anacsr
(KONM4eCTBO) 30710Ta, KOTOPOE BCET/a HAXOAUTCS (M MOXKET ObITh HEMEIJICHHO
MOJYYEHO) B XpaHWIHIIE OaHKa
depositors’ demands — tpebGoBaHuUs BKIATIUKOB
leaving himself with $90 — octasuB ceGe Toapko 90 momTapos
to rely on — paccuurtsiBath, HaAEATHCS HA YTO-THOO
the reserve ratio — pesepsHas HOpMa
dare — ocmenuBathCst
to make a profit through his interest charges — monyuuts mpu6sLT 32
CUET IUIaTeXa MPOLEHTOB
What are the risks involved? — Yewm on puckyet?
to panic (panicked) — nyrate, NPHBOJHUTH B AHUKY
to doubt — comueBatbcst
he was bound to lose some of the gold — on HempemMeHHO HOMKEH ObLT
MOTEPSATH YaCTh 30J10Ta
a run on the bank — maruck BkIag4nKkoB Ha GaHK
the financial panic — ¢unancoBas manuka
to fear — omacarbcsi, CTpAIIUTHCSE
to go bankrupt — ob6aHkpoTHTBCS

Assignments

I. Suggest the Russian equivalents

they wanted their gold to pay for some things with; two developments
turned these goldsmiths into bankers; it transferred some of the gold they
had...to the seller; the goldsmith was short of gold; the risks involved; to make
a profit through his interest charges; a goldsmith took too much of a risk; he



was bound to lose some of the gold

I1. Fill in the gaps with the words and expressions from the text

1. In the past most societies used different objects as __ to buy _, to pay
for .

2. Some of these were valuable because they were __, others- because they

3. People used gold, __, as money.

4. People __their gold with __, people who __also had __ to keep gold
safe in.

5. When people wanted some of their gold to __, they wentand __ it from
the goldsmith.

6. People found it a lot easier __the seller __, that we would nowadays call
__,thanitwas __ some gold and then __ to him.

7. Once these letters or cheques, became __ as a way of __ for goods, peo-
ple felt that the gold they __ with the goldsmith, was just __ as gold in their
own .

8. People started to say that their __ were what they __ plus their __.

9. Goldsmiths realized they had a great deal of __lying in their vaults __.

10. This development was actually of __ than the first.

11. At the moment of his first loan the goldsmith __, it wasn't actually
gold, but he __itwas __ that everyone who __ gold with him would want it
back _ .

12. The third row shows that although the goldsmith's __ were the same,
but_ $110, not $100.

13. When the firm __ for $10, and that person came in __ his $10 worth of
gold, the goldsmith's __.

14. It made __to the goldsmith whether his __wasin _ orinaformof__.

15. Reserves arc the amount of gold that is __ to meet .

16. As a banker he __the fact that __ would want their gold __ at the same
time.

17. The reserve ratio is the ratioof __ to .

18. How much __ he lend out in order to __ through __?

19. People __ he could pay them all back, he __ to lose some of the gold he
had lent, so they __to get their gold back before .

20. The __ or _, leads to exactly what people __: the bank cannot __ them,
__,and they _ aswell.

I11. Find in the text English equivalents for the following
HUCIIOJIB30BAaTh 30JI0TO (CJ'II/ITKI/I) B Ka4€CTBEC JACHET; OTAaBaTh Ha XPAaHCHUEC,
30JI0TBIX /1)1 MacTep; (0aHKOBCKOE) XpaHHUIIHIIE (OXpaHsIeMBbIH 110 (Ba); 3a0H-
paTh y MacTepa; CTaJiu NPpUHUMATHCA B KAUYCCTBE IJIATEXKaA 34 TOBAPbI; HEHUC-
MOJIb3yEMOE 30JI0TO; OCTaBHB cebe Tobko 90 moytapos; mpocTas clienka; He-
GOIBIIION PUCK C HEOOIIBINON MPUOBLIBIO; PACIUIATUTHCS; 00aHKPOTHTHCS (2
Bap.); puHAHCOBAs MaHWKA; HATUCK BKJIATYMKOB Ha OaHK

IV. Answer the questions

1. What did people use as money? Give some examples.

2. What were the reasons that made some societies start using precious met-
als as money?

3. Who were the original bankers? Where did they keep gold?

4. What are the 2 developments that turned the goldsmiths into bankers?



Which of them is of greater importance?

5. What kind of letter did people give to the seller as a payment? What's it
called nowadays?

6. Why did people start to say that their money holdings were what they had
with them plus their money deposits?

7. How was the system of deposits started?

8. What did a firm ask a goldsmith for? Did he agree to it? On what terms?

9. Explain the information in the first and in the second rows of the table.

10. What did the firm want to do with the gold it had borrowed from the
goldsmith? What would we call a deposit today?

11. Explain the information in the third and the fourth rows of the table.

12. What was the goldsmith relying on as a banker?

13. What is reserves and a reserve ratio? What is the goldsmith's reserve ra-
tio after making the loan?

14. Why is it said that the goldsmith took too much of a risk? How much
did he lend? What did people do? What is it called nowadays?

V. Translate into English using all the active possible

1. Koraa napctByeT nmpouBeTaHue, MOKHO 0XKHIATh, YTO OAHKU PacLIUpPST
KpEeIUT O MaKCUMyMa CBOMX BO3MOKHOCTel. Hao6opoT, korna Ha S9KOHOMH -
YECKOM TOPU30HTE TOSBIAIOTCS TYIH ACTIPECCUH, OaHKUPHI TIOCHEITHO OepyT
Ha3aJl CBOU MPEITIOKCHHA O 3aliMaX, CTPeMACh K 0€30IacHOM JIUKBHIHOCTH,
JTaske eCIIH IS ATOTO MOTpedyeTcs MOKePTBOBATh MMOTCHITHAIEHBIM T0XO0IOM
OT TpoIIeHTa. baHKUPBI MOTYT OmacaThCs KPYITHOMACIITAOHBIX H3bATHH BKJIA-
JTOB TIAaHUKYIOIINM HAaceJICHUEM W COMHEBAThCS B CIIOCOOHOCTH 3aEMIIINKOB
BBIIUIATUTH CCYAY.



MODERN BANKING (COBPEMEHHASI
BAHKOBCKAS CUCTEMA)

The goldsmith bankers were an early example of a financial intermediary.

A financial intermediary is an institution that specializes in bringing lend-
ers and borrowers together.

A commercial bank borrows money from the public, crediting them with a
deposit. The deposit is a liability of the bank. It is money owed to depositors. In
turn the bank lends money to firms, households or governments wishing to bor-
row.

Banks are not the only financial intennediaries. Insurance companies, pen-
sion funds, and building societies also take in money in order to relend it. The
crucial feature of banks is that some of their liabilities are used as a means of
payment, and are therefore part of the money stock.

Commercial banks are financial intermediaries with a government licence to
make loans and issue deposits, including deposits against, which cheques can
be written.

Let's start by looking at the present-day UK banking system. Although the
details vary from country to country, the general principle is much the same
everywhere.

In the UK, the commercial banking system comprises about 600 registered
banks, the National Girobank operating through post offices, and a dozen trus-
tee saving banks. Much the most important single group is the London clearing
banks. The clearing banks are so named because they have a central clearing
house for handling payments by cheque.

A clearing system is a set of arrangements in which debts between banks
are settled by adding up all the transactions in a given period and paying only
the net amounts needed to balance inter-bank accounts.

Suppose you bank with Barclays but visit a supermarket that banks with
Lloyds. To pay for your shopping you write a cheque against your deposit at
Barclays. The supermarket pays this cheque into its account at Lloyds. In turn,
Lloyds presents the cheque to Barclays, which will credit Lloyds' account at
Barclays and debit your account at Barclays by an equivalent amount. Because
you purchased goods from a supermarket using a different bank, a transfer of
funds between the two banks is required. Crediting or debiting one bank's ac-
count at another bank is the simplest way to achieve this.

However on the same day someone else is probably writing a cheque on a
Lloyds' deposit account to pay for some stereo equipment from a shop banking
with Barclays. The stereo shop pays the cheque into its Barclays' account, in-
creasing its deposit. Barclays then pays the cheque into its account at Lloyds
where this person's account is simultaneously debited. Now the transfer flows
from Lloyds to Barclays.

Although in both cases the cheque writer's account is debited and the
cheque recipient's account is credited, it does not make sense for the two banks
to make two separate inter-bank transactions between themselves. The clearing
system calculates the net flows between the member clearing banks and these
are the settlements that they make between themselves. Thus the system of
clearing cheques represents another way society reduces the costs of making
transactions.

The Balance Sheet of the London Clearing Banks. BainancoBblii oTuet
JIOHTOHCKHWX KJIHPHUHTIOBBIX 0aHKOB



Tabl. 7 shows the balance sheet of the London clearing banks. Although
more complex, it is not fundamentally different from the balance sheet of the
goldsmith-banker shown in Tabl 6. We'll begin by discussing the asset side of

the balance sheet.

Tabl. 7. Balance Sheet of London Clearing banks

Assets o Liabilities p29)
Sterling: Cash Bills & 2,934,7 | Sterling: Sight depos- 54,1
market loans Advances [83,09,4 | its Time deposits CDs 59,9
Securities Lending in 54,6 15,5 Deposits in other cur- 8,1
other currencies Miscel- 200,1 rencies Miscellaneous 46]2
laneous assets TOTAL liabilities TOTAL 31,8
ASSETS LIARIIITIES 2001

Cash assets are notes and coin in the banks' vaults. However, modem banks'
cash assets also include their cash reserves deposited with the Bank of England.

The Bank of England (usually known as the Bank) is the central bank or

banker to the commercial banks.

Apart from cash, the other entries on the asset side of the balance sheet

show money that has been lent out or used to purchase interest-earning assets.
The second item, bills and market loans, shows short-term lending in liquid

assets.

Liquidity refers to the speed and the certainty with which an asset can be
converted back into money, whenever the asset-holders desire. Money itself is
thus the most liquid asset of all.

The third item, advances, shows lending to households and firms. A firm

that has borrowed to see it through a sticky period may not be able to repay
whenever the bank demands. Thus, although advances represent the major

share of clearing bank lending, they are not very liquid forms of bank lending.
The fourth item, securities, shows bank purchases of interest-bearing long-term
financial assets. These can be government bonds or industrial shares. Although
these assets are traded daily on the stock exchange, so in principle these securi-
ties can be cashed in any time the bank wishes, their price fluctuates from day

to day. Banks cannot be certain how much they will get when they sell out.

Hence financial investment in securities is also illiquid.
The final two items on the asset side of the balance sheet show lending in

foreign currencies and miscellaneous bank assets. Total assets of the London

clearing banks were £200,1 billion. We now shall examine how the equivalent

liabilities were made up.

Deposits are chiefly of two kinds: sight deposits and time deposits. Whereas
sight deposits can be -withdrawn on sight whenever the depositor wishes, a

minimum period of notification must be given before time deposits can be
withdrawn. Sight deposits are the bank accounts against, which we write

cheques, thereby running down our deposits without giving the bank any prior
warning. Whereas most banks do not pay interest on sight deposits or cheque
(checking) accounts, they can afford to pay interest on time deposits. Since they
have notification of any withdrawals, they have plenty of time to sell off some
of their high- interest investments or call in some of their high-interest loans in
order to have the money to pay out deposits.
Certificates of deposit (CDs) are an extreme form of time deposit where the




bank borrows from the public for a specified period of time and knows exactly
when the loan must be repaid. The final liability items in Tabl 7 show deposits
in foreign currencies, miscellaneous liabilities, such as cheques, in the process
of clearing.

VOCABULARY NOTES
a financial intermediary — ¢urasCOBBII TOCpeTHUK
to bring together — coeauusaTh, CBOIUTH BMeCTeE
insurance companies — cTpaxoBble KOMITAHHA
pension funds — meHcroHHBIE HOHITBI
the money stock — neHexHas Macca, JEHbIH B OOpAIICHUH
to issue deposits — oTKpBIBATH BKJIAJIBI
the National Girobank — awnen. HanonansHsi xupobaHk
trustee saving banks — noBeputensHbie cOeperaTenbHbie OaHKH
London clearing banks — nonmoHCKKe KIUpUHTOBBIe OaHKH (OaHKH —
YJIEHBI PACYETHOM TaaThl)
a central clearing house — nenrpanbHas pacueTHas najnaTa
inter-bank accounts — mex6aHkoBCcKHe cyeTa
Barclays — Bapkunaii3 6ank (Benukob6pumanusi)
Lloyds — Jlnoiias 6auk (Beruxobpumanist)
to credit — kpemuroBath
to debit — neberoBats
cheque recipient — nonyuarens ueka
cash assets — meHe)XHbIC aKTHBBI
the Bank of England — bauk Axriauu, AHrmiACKui 6aHK
interest-earning (syn. interest-bearing) assets — akTuBbl, mpuHOCSIIINE
TIPOTIEHTHBIN J0XOJT
bills and market loans — Bekcesst u ppIHOYHBIE
3aliMbl
short-term lending — kparkocpouHoe
KPEAUTOBAHHE
liquid (ant. illiquid) assets — MMKBUIHBIC AKTHBBI
liquidity — mukBumHOCTE
advances — ccyna B BHJIe aBaHca
a sticky period — TpynHslii mepuos
securities — nenHbie 6ymaru
interest-bearing long-term financial assets — gonrocpoutsie
(hMHAHCOBBIC aKTUBBI, TPUHOCSIINE TPOICHTHBIN OXO]I
government bonds — rocyaapcTBeHHbIE 00U ALK
industrial shares — npomelnIeHHbIE AKIMK
the stock exchange — donnoBas Gupska
miscellaneous bank assets — mpouee umymecTBo 6GaHka
sight deposit — geno3ur 10 BocTpeOoBaHus; OECCPOUHBIH BKIAI
time deposit — cpouHslii BKi1az
to withdraw — ot3bIBaTh (8K100)
to run down a deposit — ymeHbpIIaTh BKIIA
cheque (checking) accounts — rexyrmuii (4€K0BBIif) cueT
to sell off — pacponasats
call in high-interest loans — tpeGoBaTh Bo3Bpara 3aiiMoB (TpeOGOBaTh
yILUIAThl IPOLICHTOB)



certificates of deposit — menosutHsle cepTUPHKATEI
miscellaneous liabilities — nmpoure (apyrue) naccupbi

Assignments

I. Suggest the Russian equivalents

institution that brings lenders and borrowers together; crediting them with a
deposit; with a government licence; as a means of payment; handling payments
by cheque; a set of arrangements; adding up all the transactions; to balance in-
ter-bank accounts; the net amount; to calculate the net flows between banks;
costs of making transactions; cash assets are notes and coin; to purchase inter-
est-earning assets; bills and market loans; asset-holders; lending to households
and firms; the major share of clearing bank lending; interest-bearing long-term
financial assets; price fluctuates; a period of notification;
high-interest investments

I1. Replace the parts in italics by synonyms
debited at the same time; interest-bearing assets; current assets; to support
the firm for a difficult period of time; firms may not be able to repay when
the bank demands; demand deposit; to draw money from a bank account
I1. Fill in the gaps with the words and expressions from the text
1. A financial intermediary is an institution that specializes in __.

2. A commercial bank __ money from the public, _ them with a deposit,
which is __ of the bank.

3. As liabilities are used as __, and are part of __.

4. Commercial banks are __ with a government licenceto __and__
5. The clearing banks are so named because they have _ for .

6. A clearing system is a set of __in which __ between banks are .

7. Lloyds presents the cheque to Barclays, which will __ Lloyds' account at
Barclays and __ your account at Barclays by amount.
8. Because you purchased goods from a supermarket using __, _ between

the two banks is required.
9. Barclays then __into its account at Lloyds where this person's account is

10. The clearing system calculates __ between the member clearing banks,
thus representing another way society _ of making transactions.

11. Modem banks' __include notes and coin in the banks' vaults and their
__deposited with .

12. The other entries on the asset side of __ show money that has been __ or
used to purchase .
13. The second item, __, shows .
14. Money itself is thus __ asset of all.
15. The third item, __, shows lendingto .
16. Although advances represent __ of clearing bank lending, they are not
of bank lending.
17. The fourth item, __, shows bank purchases of _ , whichcanbe _ or_ .
18. Although these assets are traded daily on __, their price __ from day to
day, hence financial investment in securities is also __.

19. Deposits are chiefly of two kinds: __and __.

20. Whereas __ can be withdrawn __ whenever the depositor wishes, with-
out giving the bank __, a minimum __ must be given before __canbe _ .



21. Whereas most banks do not pay intereston __ or __, they can afford to
pay intereston .
22. Since they have notification of any withdrawals, they have plenty of
timetosellof __ orcallin___ inorder to have the money to pay out deposits.
23.CDs are an __ form of __ where the bank borrows from the public for
__and knows exactly when ___.
IV. Increase your vocabulary
Prepositions
to borrow from, to purchase from
to bank with; to deposit with
to credit with; to lend to
to take in; to call in loans
to write a cheque against a deposit
to pay the cheque into account
an account at a bank

Make sentences of your own using these phrases.

V. Find in the text English equivalents/or the following
(I)PIHaHCOBLIfI MOCPEAHMK; OAHKOBCKHE IMMaCcCHUBLI; CTPAXOBAsk KOMIIAHUAA,
TIEHCUOHHBIN (I)OH,Z[; CTPOUTCIIBHOC 06H.[6CTBO; npeaoCTaBJIATh CCYAbl; OTKPBITh
JIETIO3UT; TOBEPUTEIBHBIN cOeperaTensHbIi OaHK; KIMPHHTOBHIN OaHK; IIeH-
TpajibHas pacucTHasd 1ajaTta; KpeaAuToBaTb CUCT, I[e6eTOBaTL CUCT, IIEPEBOA
CYMMBI JicHeT ((pOHIOB); IMOITydaTeNh YeKka; OaHK — WICH PacueTHOW MaaThl;
GanaHCOBBIN OTYET; AKTHUBBI; ICHEKHBIE AKTUBBI; KACCOBBIN pe3epB; KPaTKo-
CPOYHBIE CCY/IbI; IEPEBOJAUTHL B JCHLI'U; aBAaHCOBAA CCyJia; IICHHBIC 6yMaFI/I;
MMpaBUTCIILCTBEHHBIC o6nnrau1/m; AKITUHU KaKOﬁ-HH6O HpOMI)IHIJ'IeHHOI‘/'I
KOMITaHKH; (POHJOBas OMprKa; HEIMKBUIHBIN; IPOYee UMYILECTBO;
OeccpOoUHEBI BKIIA (IETO3UT 0 BOCTPEOOBAHMS); OT3HIBATH BKJIA TI0
NpCABABIICHNUHN,
CPOYHBIN BKJIA; HE MPEAYIPExkKaas 3apaHee; TEKyIuil (1eKOBBI) CYeT; BbI-
IJ1a9YMBaTh NPOLCHTHI; I[eHOSHTHbIﬁ CepTI/I(bI/IKaT

VI. Explain in English
the National Girobank; cash assets; cash reserves; interest-earning assets;
asset-holders; liquid assets; illiquid assets; sight deposits; time deposits

VII. Answer the questions

1. What's a financial intermediary? Name different financial intermediaries.

2. What's a deposit?

3. What's a bank liability? In what way are the bank liabilities part of the
money stock?

4. What's a commercial bank?

5. What's a clearing bank?

6. What's a clearing system? How does it work? Draw a scheme showing
how the system works.

7. What's the role of the Bank of England?

8. What do assets include? Dwell on each item.

9. What's liquidity? Why is money itself the most liquid asset? Why aren't
advances very liquid forms of bank lending?

10. What do liabilities include? Dwell on each item.



VIII. Translate into English using all the active possible

1. O mearenbHOCTH KOMMEPUYECKOTO OaHKa MOYKHO CYAHUTH (ITOHSTH) C TIO-
MOIIBIO 0aaHCOBOTO OTYETA, B KOTOPOM aKTHBBI PABHAIOTCS IACCHBAM.

2. Y xoMMepUecKoro 0aHKa B OCHOBHBIC (DYHKIIMH — MIPHEM JCHEKHBIX
BKJIaJIOB H BbIJa4ya CCY/I.

3. Bankup npecnenyeT aBe NpoTUBOpeyaIye Apyr apyry ueian. OaHa uenb
— npubbLIb. KoMMepueckne GaHkH, Kak U Jpyrue NpeIIpusIThs], CTPEMSITCS K
npuObIH. [103TOMY OHHM NPEIOCTaBISIOT KPEAUTHI M OKYIAIOT LICHHBIE OY-
Mary, IpaBUTEIbCTBEHHBIC OOIUTalNK U AKIUH KOMITaHUH. DTH OTIepalyy B
6aaHce MOKa3aHbl KAK OCHOBHBIE aKTHBBI, IPUHOCSIINE J0X0A KOMMEPIECKAM
6ankam. C pyroii CTOPOHBI, KOMMEPUYECKHUI OaHK JOIKEH CTPEMUTHCS K
6e3omacHocTy. JI1g 6aHKOB 0€30IacHOCTh 00SCIeYnBaeTCs INKBUIHOCTHIO, B
YaCTHOCTH TaKMMH JINKBUIHBIMH aKTUBaMH, KaK HAJIMYHOCTh. [ToaTomMy
OaHKUPBI CTpEMSATCS K OalaHCy MEKAY OCTOPOIKHOCTBIO U MTPUOBUISIMH.

4. ®UHAHCOBBIC MOCPSTHUKH — 3TO HHCTUTYTHI, KOTOPBIC COOMPAOT cOe-
PEXKEHUA HACCIICHUA U TPEAOCTABJIAIOT UX 3aCMIITUKaM. duHaHCOBBIE nocpea-
HHUKH B 00LIIEM BHJIE MOTYT OBITh pa30MUTHI Ha TPH TPYIIEl — OaHKOBCKHUE,
CTpaxoBble M HHBECTHIINOHHBIE HHCTHTYTHI. BAHKOBCKME HHCTUTYTHI COCTOSIT
13 KOMMEpUYECKHX OaHKOB, cOeperaTenbHbIX OaHKOB U 1p. /I HUX XapaKTepHO
NPUHATHE BKJIAJ0B HACEICHUS U opran3anuii. CTpaxoBble HHCTUTYTHI
MPE/ICTABICHBI CTPAXOBBIMI KOMIIAHUSAMH U IEHCHOHHBIMH (oHaamu. MHBe-
CTUIHUOHHBIC MHCTUTYThBI NIPEACTAaBJICHBI q)HHaHCOBI)IMI/I koMmanusamMu. OHu
MPUBJICKAIOT JICHBTH, BBIYCKasi COOCTBEHHBIE aKIIMK U MHBECTUPYS (hOH/IBI B
aKIUH U O0JIUTralnu.



MONEY AND THE RETURN IT EARNS
(IEHBI'H U IOXO/1, KOTOPBII OHU
MPUHOCSIT)

Fundamental to all financial markets is the idea of earning a return on mon-
ey. Money has to work for its owner. Here are some of the ways it can do so:

1. You deposit $1,000 with a bank, which pays you, say, 10 per cent a year
interest. In other words, your $1,000 of capital earns you $100 a year, which is
the return on your money. When you want your $1,000 back you get $1,000,
plus any accumulated interest, not more or less. Provided your bank does not
go bust, your $1,000 of capital is not at risk, except from inflation, which may
reduce its purchasing power each year.

2. You buy gold bullion to a value of $1,000 because you think the price of
gold will rise. If the price of gold has risen by 20% after a year, you can sell
your gold for $1,200. You have made a profit or a capital gain, of $200 on your
capital outlay of $1,000. In other words you have a return of 20% on your
money. If the price of gold fails to move, you've earned nothing because com-
modities like gold do not pay interest.

3. You use your $1,000 to buy securities that are traded on a stockmarket.
Usually these will be government bonds (known as gilt-edged securities or
gilts in the UK) or ordinary shares in a company. The former always provide
an income; the latter normally do. Traditional gilt-edged securities pay a fixed
rate of interest. Ordinary shares in companies normally pay a dividend from the
profits the company earns. If the company's profits rise, the dividend is likely to
be increased; but there is no guarantee that there will be a dividend at all. If the
company makes losses, it may have to cease paying a dividend.

But when you buy securities that are traded on a stockmarket, the return on
your $1,000 is not limited to the interest or dividends you receive. The prices of
these securities will also rise and fall, and your original $1,000 investment ac-
cordingly becomes worth more or less. So you are taking the risk of capital
gains or capital losses.

Suppose you buy $1,000 worth of ordinary shares, which pay you a divi-
dend of $40 a year. You are getting a return or dividend yield of 4% a year on
your investment ($40 as a percentage of $1,000). If after a year the market val-
ue of your $1,000 of shares has risen to $1,100, you can sell them for a capital
gain of $100 (or a 10% profit on your original outlay). Thus your overall return
over a year consists of the $40 income and the $100 capital gain:

a total of $140 or a 14% overall return on your original $1,000 investment.

Investors are generally prepared to accept much lower initial yields on
shares than on fixed-interest stocks because they expect the income to rise in
the future. Most investors in ordinary shares are seeking capital gains at least as
much as income. Note that if you are buying a security, you are taking the risk
that the price may fall whether it is a government bond or a share. But with the
government bond the income is at least guaranteed by the government. With the
share there is a second layer of risk. the company may not earn sufficient prof-
its to pay a dividend.

To summarize: money can be deposited to produce an income; it can be
used to buy commaodities or goods, which arc expected to rise in value; or it can
be invested in stockmarket securities, which normally produce an income but
show capital gains or losses as well. Of course, there are many variations on



each of these items.

VOCABULARY NOTES

an accumulated interest — HakOTUICHHBIH POIIEHT

provided (syn. providing) — npu ycnosuu

to go bust (syn. to go bankrupt) — o6ankpoTuThCs

a capital gain — moxox oT mpupocTa Kamurana (Kaxk pe3yibmam pocma pol-
HOUHOU CIOUMOCIIU AKIMUBOS, MONCEM Oblib NOLYUEH NPU NPoOdAdce AKMUBOS)

capital outlay — kanmuranoBaoxeHus

gilt-edged securities (gilts) — meproknaccHbie (0000 Ha/ICKHBIC) IIEHHbIE
Oymaru (doci. ¢ 30JI0TBIM 00PE30M)

ordinary shares — oGBIKHOBEHHBIE aKIIMU

a fixed rate of interest — ¢ukcupoBaHHasi MPOLICHTHAS CTaBKa

pay a dividend — npuHOCHTH IMBUAEH]

to cease — mpekpalaTh

a capital loss — kamuTanbHBIA YOBITOK (HOMEPU OM NOHUNCEHUS PHIHOYHOTL
CMOUMOCIU AKMUEO8)

ayield — noxox no ueHHbIM OyMaram (ocobenno obnucayusim)

a dividend yield — moxox Ha axiro

overall return — oGuuii, cyMMapHbIil JOX0.T

a second layer of risk — nmonomHuTENBHBIH pPHCK

a layer — cnoit

Assignments

I. Suggest the Russian equivalents
the idea of earning a return on money; your $1,000 of capital earns you $100 a
year; a profit or a capital gain of $200 on your capital outlay of $1,000;
commodities like gold do not pay interest; securities that are traded on a stock-
market; your overall return over a year; most investors in ordinary shares are
seeking capital gains at least as much as income; there is a second layer of risk;
the company may not earn sufficient profits to pay a dividend; so you are tak-
ing the risk of capital gains and capital losses

I1. Replace the parts in italics by synonyms

in case your bank does not go bankrupt; securities that are bought and sold
on a stockmarket; to earn profits enough to pay a dividend.

I11. Fill in the gaps with the words and expressions from the text

1. Fundamental to all financial markets is the idea of.__.

2. Your $1,000 of__ earns you $100 a year, which is __ on your money.

3. When you want your $1,000 back you get .

4. Provided your bank does not __, your $1,000 of capital is __.

5. You may buy __, but if the price of gold fails to move, you've earned __
because commodities like gold __.

6. Of all __traded on a stockmarket __ always provide an income, __ nor-
mally do, and traditional __ pay .

7. Ordinary shares in companies normally pay __ the company __.

8. When you buy securities that are traded on __, the return is not limited to
___0r__you receive.

9. If the market value of your shares has risen, your __ over a year consists
of __and .



10. Investors are generally prepared to accept __ on shares thanon
stocks because they expect the income __.

11. Most investors in ordinary shares are seeking __ at least as muchas __.

12. With the government bond the income is at least __.

13. If the company does not __,itmay __ topay .

IV. Find in the text English equivalents for the following

IMPOUCHT I'OAO0BLIX; HAKOIUICHHBIC IMTPOUCHTHI; TPU YCIIOBUU, YTO...; obaH-
KPOTUTBHCA; COKpalllaTh MOKYNATCIbHYIO CII0COOHOCTH JCHET; pUCKOBATh; 30~
JIOTOM CJIMTOK; ICHHBIC 6yMaFI/I; rocya1apCTBEHHBIC 06J'II/IF8.III/II/I; AKII1U, (I)I/IK-
CHpOBaHHaA IMPOLUCHTHAs CTaBKa, IIPEKPATUTh BBIIJIATY AUBUACHAOB,; HA4YaJlb-
HBIH JTOXOJT TI0 aKIHsAM; TIPHHOCHTH J0X0J (TIpotteHThI) (2 BapHaHTa); T0XO/IbI
Ha KamuTal (J0XOIBI OT IPUPOCTa KalUTaja); IOTeps KanuTaia

V. Explain in English

a capital gain; a capital loss; a return; an overall return; a dividend yield; a
fixed rate of interest.

VI. Answer the questions

1. What are the ways of earning a return on money?

2. What are gilt-edged securities? Who issues them? Why are they consid-
ered to be of the highest class?

3. In what cases does the investor take the risk of capital gains? Capital
losses? .

4. Which way of earning a return do you consider the safest and most prof-
itable other things being equal?

VII. Translate into English using all the active possible

1.B YCJIOBHUAX pBIHO‘IHOﬁ OKOHOMMKH BCAKas NJCHCKHAsA CyMMa criocobHa
MNPUHOCUTL JOXOA.

2. Ecin BbI BJIaaCCTC aKIIUIMHU KaKOﬁ-HH6O KOMIIaHUHU U IICHbI HA 3TU aK-
U NOAHAJIUCH, TO BbI MOXKETEC IMOJYYUTH 10XO0MO, ITPOJaB 3TU aKIIUH.

3. IIpoaath nim KynuTh aKIMK MOXKHO Ha 0COOOM pbIHKE — (DOHIOBOM.

4. Ilena akiuu KonebeTcs, ee Kypc MOXKeT MalaTh ¥ MOBBIMATHCS. JTO
3aBUCHUT OT pa3MEpOB HpI/IGLIHI/I, KOTOPYIO NOJIy4a€T KOMIIaHUA, U, CJICI0BA-
TCJIBbHO, OT IUBHUJICH/IA, KOTOpBIﬁ BBIIIJIAYMBACTCA 110 aKIIUAM, a TAKXKE OT
0aHKOBCKOM MPOIICHTHON CTaBKH.

5. Tlpeanonoxum, 1eHa Ha akiun coctapiser $100. Eciu qusnmens no
akmmsaM pased $10, a peiHOUHas cTaBKa mporeHTa pasua 10%, o 100-
JIoJIapoBast akiust npuHocHT oxoi B 10 gomnapos. Cymma Hanuusbivi B 100
JIOJUTApOB, MOMEIICHHAs (BJIOXKEHHAs) B OaHK, TOXe MpuHOCHT 1oxon B 10
JOJUIapoOB. CHG}IOBaTeHBHO, IICHA Ha aKIIMU HEC U3MCHUTCH.

6. Eciu quBumenx moseicutcst 10 20 105171apoB, a MPOICHTHAS CTaBKa OC-
TaHETCs HEM3MEHHOM (10%), TO JIOXOJ 10 aKIUSM B 3TUX HOBBIX YCJIIOBHUSX
YABOUTCHA IO CPABHEHUIO C JOXOJA0OM OT TaKol ke CYMMBI, HOMGIIICHHOf/i B 0OaHK.
Brnonne C€CTECTBCHHO, UYTO KypC aKIIun (ueHa Ha aKHHH) YABOUTCH.



INTEREST RATES AND BOND PRICES
(CTABKA MPOLIEHTA Y LIEHBI HA
OBJIUT ALINN)

The change in interest rates has important implications for the stockmarket
prices of bonds, which pay a fixed rate of interest: fixed-interest securities, of
which the traditional gilt-edged securities issued by the government arc the
most familiar though companies also issue fixed-interest bonds. It works like
this.

Gilt-edged securities are a form of 10U (I owe you) or promissory note is-
sued by the government when it needs to borrow money. The government un-
dertakes to pay so much a year in interest to the people who put up the money
and who get the IOU in exchange. Normally the government agrees to redeem
the stock at some date in the future, but to illustrate the interest rate mechanism
it is easiest initially to take an irredeemable or undated stock, which does not
have to be repaid.

The original investors who lend the money to the government do not have
to hold on to the IOUs. They can sell them to other investors, who then become
entitled to receive the interest from the government. Suppose the government
needs to borrow money at a time when investors would expect an 11% yield on
a gilt-edged security. It oners $11 a year interest for every $100 it borrows. The
investor is prepared to pay $100 for the right to receive $11 a year interest, be-
cause this represents an 11% return on his outlay.

Then suppose that interest rates rise to a point where an investor would ex-
pect a 12,5% return if he bought a gilt-edged security. He will no longer pay
$100 for the right to $11 a year in income. He will only be prepared to pay a
price that gives him a 12,5% return on his outlay. The "right" price in this case
is $88, because if he pays only $88 to receive $11 a year in income, he is get-
ting a 12,5% return on his investment. So in the stockmarket the price of the
gilt-edged security that pays $11 a year interest will have to fall to $88 before
investors are prepared to buy it. The original investor who paid $100 thus sees
the value of his investment fall because of the rise in interest rates. Conversely,
the value of his investment would have risen if interest rates had fallen.

To summarize: If interest rates on securities go down, bond prices or prices
for securities go up, and vise versa.

VOCABULARY NOTES
a promissory note — monarosoe 00sA3aTeNbCTBO
to put up the money — BkiaabIBaTh JEHBIH
to redeem — moramars (1ieHHbIE GymMarn)
irredeemable stock — Hemoraiaembie ieHHbIE OyMaru
undated stock — ennbie Gymaru 6e3 ykazaHus JaThl TOTaICHUS
to hold on (to smth) — coxpansaTk uT0-1160, AEPKATHCS 32 YTO-ITUOO
vise versa — Hao60poT
Assignments
I. Suggest the Russian equivalents
pay a fixed rate of interest: fixed-interest securities; IOU; become entitled to
receive the interest; the original investor.
I1. Replace the parts in italics by synonyms
has important implications; undertakes to pay; people who put up the mon-



ey; agrees to redeem the stock; become entitled to receive the interest

I11. Fill in the gaps with the words and expressions from the text

1. The change in __has important implications for the stockmarket prices of
bonds, which __.

2. Of fixed-interest securities the traditional __issued by __arc the most
familiar though companies also issue .

3. When the government needs to borrow money, it issues __ as a form of
___and undertakes to pay so much a year in interest to the people who __and
who get the IOU __.

4. When the government __ securities, it normally agrees __ the stock at
some date in the future.

5. The original investors can sell their __ to other __, who then become
from the government.

6. The investor __to pay $100 for the right to receive __, because this rep-
resentsan 11% __ onhis __.

7.1f _ ratesrise, the __ investor sees __ fall.

8. __, the value of his investment __ if interest rates had fallen.

9. If interest rates on securities __, bond prices or prices for securities __,
and __.

IV. Find in the text English equivalents for the following nonrosoe
067[3aTeJ'ILCTBO; HETIoramacMbpI€ ICHHBIC 6YMaFI/I (663 YKa3aHHA OaThbl
MOTraIieH s ); Ha000POT, HANPOTHB (2 BapUAHTA)

V. Explain in English

a promissory note; 10U; fixed-interest securities; irredeemable (undated)
stock

VI. Answer the questions

1. What does the government do when it needs to borrow money?

2. What are the implications of the change in interest rates for the stockmar-
ket prices of bonds? Explain how it works.

VII. Translate into English using all the active possible

1. I'ocynapcTBo, BBIITyCKas B TsDKEJbIE BpEMEHA OOJIUTAIlNH B Ka4eCcTBE
JOJITOBBIX 0651321T€HLCTB, Korjaa emy HGO6XOI[I/IMO 3aHATH ICHBI'K Y HACCJICHMA,
rapaHTHPYET OOpPaTHYIO BHITLIATY BCEH 3aHATON CYMMBI TUTIOC HAKOTUTCHHBIH
IMPOLECHT.

2. Bel He mMeeTe mpaBa Ha mocodue 1mo 0e3padoTuIle, eCIT BBl HUKOT/IA HE
paboTanm.

3. IpaButenscTBo BoiACTIIO 0K0J10 500000 mo/mtapoB, 4TOOBI CIACTH I10-
MyJSIPHBINA GYTOONBHBINA KITyO.

4, Boiee BeIcOKas IMPOUCHTHAA CTaBKa HEBBITOHA JJIA MHBECTOPOB, YKE
BJIO’KUBIIINX CBOM KaIlUTAaN B aKIIuu C (bHKCHpOBaHHLIM JUBUACHIOM, TaK KakK
OHa O3Ha4acT AJid HUX OoJIbIIINE oTepHu.



THE MONEY SUPPLY AND THE DEMAND
FOR MONEY (ITPEJJIO’)KEHHUE U CITPOC
HA JTEHBI'N)

The Bank and the Money Supply. bank u npeasios:kenue qeHer
The narrowest measure MI of the money supply is currency in circulation
outside the banking system plus the sight deposits of commercial banks against,
which the private sector can write cheques. Thus the money supply is partly a
liability of the Bank (currency in private circulation) and partly a liability of
commercial banks (checking accounts of the general public).

The Demand for Money. Cnpoc Ha 1eHbI'H

The demand for money is the quantity of liquid assets people are willing to
have in hand at any given moment. It depends on the income they gain and the
opportunity costs connected with the interest rate. But why do people hold
money at all?

Money is a stock. It is the quantity of circulating currency and bank deposits
held at any given time. Holding money is not the same as spending money
when we buy a meal or go to the cinema. We hold money in order to spend it
later.

The distinguishing feature of money is its use as a medium of exchange, for
which it must also serve as a store of value. It is in these two functions of mon-
ey that we must seek the reasons why people wish to hold it.

The Transactions Motive for holding money. In a monetary economy we use
money to purchase goods and services and receive money in exchange for the
goods and services we sell. Without money, making transactions by direct bar-
ter would be costly in time and effort. Holding money economizes on the time
and effort involved in undertaking transactions. We need to hold money be-
tween receiving payments and making subsequent purchases.

How much money we need to hold depends on two things, the value of the
transactions we wish to make and the degree of synchronization of our pay-
ments and receipts. We do not know how much $100 will buy until we know
the price of goods. If all prices double, we will need to hold twice as much
money to make the same transactions as before.

The demand for money is a demand for real money. We need a given
amount of real money to undertake a given quantity of total transactions.

The Precautionary Motive for holding money. Thus far we have assumed
that people know exactly when they will obtain receipts and make payments.
But of course we live in an uncertain world. Tills uncertainty about the precise
timing of receipts and payments gives rise to a precautionary motive for hold-
ing money. Suppose you decide to buy a lot of interest-earning bonds and try to
get by with only a small amount of money holdings. You are walking down the
street and spot a great bargain in a shop window. But you do not have enough
money to take advantage immediately of this opportunity. By the time you
have arranged for some of your interest-earning bonds to be sold off in ex-
change for money, the sale may be over. Someone else may have snapped up
the video recorder on sale at half-price. This is the precautionary motive for
holding money. In advance, we decide to hold money to meet contingencies the
exact nature of which we cannot foresee.

Together, the transactions and the precautionary motives provide the main



reasons for holding the medium of exchange. They are the motives most rele-
vant to the benefits from holding money.

The Asset Motive for holding money. Suppose we forget all about the need
to transact. We think of a wealthy individual or a firm deciding in which assets
to hold wealth. At some distant date there may be a prospect of finally spending
some of that wealth, but in the short run the objective is to earn a good rate of
return.

Some assets, such as industrial shares, on average pay a high rate of return
but are also quite risky. Some years their return is very high, but in other years
it is negative. When share prices fall, shareholders can make a capital loss,
which swamps any dividend payment to which they are entitled. Other assets
are much less risky, but their rate of return tends to be much lower than the av-
erage return on risky assets. Since people dislike risk, they will not put all their
eggs in one basket. As well as holding some risky assets, they will keep some
of their wealth in safe assets. Although on average this portfolio will earn a
lower rate of return, it will help avoid absolute disaster at hard times.

The asset motive for holding money arises because people dislike risk. Peo-
ple are prepared to sacrifice a high average rate of return to obtain a portfolio
with a lower but more predictable rate of return.

VOCABULARY NOTES

currency in circulation — manuuHOCTH B OOpalieHun

the opportunity costs — ajgpTepHaTHBHbIE U3AEPHKKH BIaACHUS JEHBIAMH

the transactions motive for holding money — TpancakiuOHHBII MOTHB
HAKOIUICHUS JICHET (Kame2opus KeuHCUaHCKo20 anaiu3a)

to undertake transactions — nmpoBoaNTb, COBEPILATH CIEIKA

receipts [risi:ts] pi. — AeHe)HbIe TOCTYIICHUSI

the precautionary motive for holding money — mortus HakoIuIeHUs JeHET
Ha HEMPEBHUICHHBIC LIENN (Kame20pusi KeUHCUAHCKO20 aHAU3A)

the precise timing — rounoe Bpems

to get by — npoxuTh, CBOANTH KOHIIBI ¢ KOHI[AMHU

to spot — pase. yBuaeTh, 3aMETUTH

a great bargain — xopoias Bems, KOTOpast IPEIaraeTcs o CrENHaIbLHOMI
(CHIXXEHHOW) LIeHe; YIaYHas MOKYIIKa

to take advantage of — Bocmonbs3oBarscs

to snap Up — NOAXBATHUTH, IEPEXBATHTH

contingencies — ciyyaiiHOCTH, HEPEIBUIEHHbBIE 00CTOSATEIHLCTBA

to foresee — npenBumeTH

the asset motive for holding money — MoTHB HakOIUICHUS ACHET B
KaueCTBE aKTUBOB (Kame2opusi KeUHCUAHCKO20 AHAIU3A)

on average — B CpeaHeEM

to swamp — norJomarh, CBOJAUTh Ha HET
risky assets — HeJIMKBUIHBIE aKTUBBI (00120CPOUHbIE UHEECTHUYUU U CCYObL;
yenHvle bymazu ¢ KOAeOmouWuUMcs Kypcom)

a portfolio — noprdens (Hanp., yennvix 6ymae)

disaster — 6encrBue, kpax

to sacrifice — »xepTBOBaTH, IPUHOCUTH B )KEPTBY

predictable rate of return — npeackasyemast HopMa IPUOBLTH

Assignments



I. Suggest the Russian equivalents

the distinguishing feature of money; in a monetary economy; the time and
effort involved in undertaking transactions; snapped up the video recorder on
sale at half-price; the motives most relevant to...; a capital loss, which swamps
any dividend payment to which they arc entitled; will not put all their eggs in
one basket; avoid absolute disaster at hard times; to sacrifice a high average
rate of return; in the short run

I1. Replace the parts in italics by synonyms

gives rise to; to take advantage of the opportunity, to meet contingencies, to
foresee, a more predictable rate of return

I11. Fill in the gaps with the words and expressions from the text

1. The narrowest measure Ml of the money supply is __ outside the banking
system plus __ of commercial banks.

2. The money supply is partly __ of the Bank and partly a liability of

3. The demand for money is __ people are willing to have in hand at any
given moment.

4. Holding money is not the same as __ money, as we hold money, in order
to__. ,

5. It is in two main functions of money, that is, its use as a medium of __
and a store of __, that we must seek the reasons why __.

6. Without money, making transactions by _ would be __in time and ef-
fort.

7. We need to hold money between __ and

8. How much money we need to hold depends on __ we wish to make and
the degree

9. We need a given amount of __ to undertake a given quantity of __

10. The uncertainty about __ of receipts and payments gives rise to

11. The precautionary motive for holding money is a decision to hold mon-
ey to meet __ the exact nature of which we cannot

12. Together, __and __ provide the main reasons for holding the medium of
exchange as they are the motives __ to the benefits from __

13. Some assets, such as __, on average pay a high rate of return but are also

14. When share prices fall, __ can make __, which __ any dividend pay-
ment to which __

15. Since people dislike risk, they will not

16. Although on average __ will earn a lower rate of return, it will help
avoid __ at hard times.

17. People are prepared to sacrifice __ to obtain a portfolio with a lower but
___rate of return.

IV. Find in the text English equivalents for the following

HAJIUYHOCTH B 06paHI€HI/II/I; JCHECXKHBIC 0683&T€J‘ILCTBa 6aHKa; TGKYHII/Iﬁ
(‘leKOBBIfI) CUCT, IIYTEM HETIOCPEACTBEHHOI'O O6M6Ha; TpchaKHI/IOHHLIﬁ MOTUB
HAKOIUJICHUA ACHET; MOTHB HAKOIUICHUA ACHET HAa HENPCABUJACHHBIC 1IN,
l'IpO)KI/ITB Ha HG60J’[LH_II/IG JCHBI'U, 6BITI:. TOTOBBIM K CHy‘IaﬁHOCTﬂM, Here]lBI/I-
JCHHBIM OGCTOHTGJ’[LCTBaM; l'IOJ'[yanI) J0XO0ObI U HpOI/ISBO)II/ITI) IJIATCXKU, MOTHB
HAKOINJICHUA ACHET B KAUYCCTBC AKTUBOB, noqu)em, LCHHBIX GYMaF

V. Answer the questions

1. What is the money supply?



2. What determines the demand for money?

3. What are the reasons for holding money? How do people hold their mon-
ey?
4. Dwell on each motive for holding money.

VI. Translate into English using all the active possible

1. OZIHa 13 NPpUYXH CIIpOoCa Ha A€HbBI'U COCTOUT B TOM, YTO JIFOAU HYXKAA-
I0TCS B JICHBI'aX KaK B CPEJICTBE OOpaIIeHUs, TO €CTh B yJJOOHOM criocobe
npn06peTeHI/m TOBApOB U YCJIYT. Z[OMaHIHI/Ie X03sicTBa JOJI2KHBI UMETh JOCTa-
TOYHOC KOJIMYCCTBO JACHCT, 11T06I>I ACJIaTh NOKYIKH, IJIATUTH IO CHETaM U T. O.
IIpeanpusTusAM AEHbIY HYXHBI 1JIs OILIATHI TPYAA, MaTEPUAIIOB, SHEPTUU U T.
1. HeoOxonmumere st 5THX 1ieleil JeHbrH HA3bIBAIOTCS CIIPOCOM HA ICHBTU JIJIS
CIHCIIOK.

2. [lpyras mpu4mHA, 110 KOTOPOH JIFOIM JAepiKaT IEHBI U, BRITEKACT U3 MX
(hyHKIHMH Kak cpencTBa cOepexenns. Jlroam MoTyT nepkaTh CBOM (YHHAHCOBEIC
AKTHBBI B Pa3INYHBIX (JOpMax, HAPUMED: B BUJIE aKLIUi{, YACTHBIX HIIH
rOCYIapCTBEHHBIX OOIUTaIUil WiK B IeHbrax. OTCI01a, €CTECTBEHHO, CICIYET,
4TO CYIIECTBYET CIIPOC HA JICHBIM, KaK Ha ()MHAHCOBBIC AKTHBEHI.

3. B y3k0oM cMmbiciie TIpeioxkeHne aeHer, obo3nauaemoe MI, cocrout u3
JABYX 3JICMCHTOB: HAJIMIHOCTH, TO €CThb MCTAJUIMICCKUX U 6YMa)KHBIX JCHCT,
Haxoasamuxcs B 06paH_[6HI/II/I, " YEKOBbIX (6GCCp0‘IHLIX) BKJIaZJOB, TO €CTh
BKJIaI0OB B KOMMCPYCCKUX 6aHKaX, Ppa3JINIHbIX C6ep€FaT€JILHLIX YUPCIKACHUAX,
Ha KOTOPbIC MOT'YT OBITH BBIINCAHBI YEKU.



THE MONEY MARKET (PBIHOK JIEHETI)

The money market comprises the demand for money and the money supply.
The equilibrium in the money market is such a state of balance when the de-
mand for money from households and businesses is satisfied by the quantity of
the money supplied. The equilibrium in the money market is reached by chang-
ing bond prices.

People can hold their wealth in various forms — money, bonds, equities,
and property. For simplicity we assume that there are only two assets: money,
the medium of exchange that pays no interest, and bonds, which we use to
stand for all other interest-bearing assets that are not directly a means of pay-
ment. As people earn income, they ad to their wealth. As they spend, they de-
plete their wealth. How should people divide their wealth at any instant be-
tween money and bonds to gain the best profits possible and not to incur losses?

There is an obvious cost of holding money. The opportunity cost of holding
money is the interest one would have gained if he (she) had held bonds. It natu-
rally follows that people will hold money rather than bonds only if there is a
benefit to offset this cost, only if holding money is more profitable than holding
bonds. It may happen only when interest rates on bonds are too low to make it
profitable to hold bonds.

Suppose the money market is in equilibrium when the interest rate on inter-
est-bearing assets (e.g. Treasury bills and other securities) is 6% and the
amount of money demanded is $200 mm. Now suppose the interest rate goes
down, say, to 4%. In this case interest-bearing assets are no longer profitable as
they can't earn a sufficient return. Hence the demand for money will rise and
will lead to a temporary lack of money in the money market. If they lack mon-
ey, households and businesses are likely to sell bonds they possess for cash.
That will cause an increase in the bond supply, which lowers bond prices and
rises interest rates on interest-bearing assets. With a higher interest rate the
amount of money people are willing to have in hand will decrease again. Con-
sequently, the money supply will adjust to a current demand to reflect a new
higher interest rate.

Conversely, the increase in the money supply creates its temporary surplus,
which results in the demand for bonds and bond prices going up. The interest
rate falls thus restoring balance in the money market, but at a new lower inter-
est rate.

VOCABULARY NOTES

equities (syn. ordinary shares, equity shares, ordinary stocks) —
OOBIKHOBEHHBIE aKIIUU

to deplete — ucromars, ucuepmbBaTh

obvious — oueBuIHBII

to offset — Bo3memars

Treasury bills — ka3nauelickue Bexcers

consequently — cienoBatenbHO, MOITOMY

conversely — Hao6opot

temporary surplus — BpeMeHHBIH H30BITOK, U3IHUIIEK

Assignments

I. Suggest the Russian equivalents
interest-bearing assets are no longer profitable; to sell bonds they possess
for cash; the supply will adjust to the current demand; we use to stand for all



other interest-bearing assets; thus restoring balance
I1. Replace the parts in italics by synonyms
to offset this cost
I11. Fill in the gaps with the -words and expressions from the text
1. The money market comprises __and __.
2. The equilibrium in the money market is such __ when the demand for
money from __is satisfied by the quantity of .
3. The equilibrium in the money market is reached by .
4. Money is the medium of __that .
5. We use bonds to stand for all other __ that are not directly __.
6. As people cam income, they __ their wealth. As they spend, they __their
wealth.
7. __of holding money is the interest one __if he (she) __ bonds.
8. People will hold money rather than bonds only if holding money is __
than holding bonds, that is when __ on bonds are ___ to make it profitable to

9. In case the interest rate goes down __are no longer profitable as they
can't_.

10. The demand for money will rise and will lead to __ in the money market.

11. If they lack money, households and businesses are likely to __ they pos-
sess .

12. If there is an increase in the bond supply, it will __bond pricesand __
interest rates on __.

13. The money supply will __to a current demand to __a new higher inter-
est rate.

14. The increase in the money supply creates its __, which results in __.

IV. Find in the text English equivalents for the following
PpaBHOBECHC NCHCIKHOI'O pPbIHKA; BDEMCHHAs HECXBATKA (I/I36LITOK) JCHET,
HUMCTb Ha pYKaAx; OBITH B PAaBHOBCCHUU; BOCCTAHABJIMBATL PABHOBCCHUEC; TOCTUYb
PpaBHOBECHA; aKTHUBbI (06JII/IFaLII/II/I), HOPpUHOCAIINEC HpOL[CHTHBIﬁ JAO0XO0M; YBCIN-
9uBaTh OOTAaTCTBO; HCUEPTIBIBATH (MCTOIATH) OOTaTCTBO; JIJISl MPOCTOTHI JOIYC-
THUM, YTO...; aAJIbTCPHATUBHBIC U3JICPKKHU BJIaJICHUA JCHbIraM1; KOMIICHCUPOBATH
U3JEPIKKU

V. Answer the questions

1. Explain in your own words the term "opportunity costs". What is the op-
portunity cost of holding money?

2. What's the equilibrium in the money market? How can it be reached?

3. How does the money market work?

VI. Translate into English using all the active possible

1. /111 SKOHOMUKH IUIOX KaK HEI0CTaTOK, TaK U M30BITOK JICHET, TaK KakK
MIEPBEIA BEJET K CHIDKCHHUIO PACXO0B BO BPEM|sI yIIaaKa, a MOCIHeTHUNA — K
00eCIIeHeHHIO ICHET W CHIDKEHHIO WX MOKYMaTeIbHOMN CITOCOOHOCTH BO BpeMs
UHQIIAIIH.

2. JleHe)XHBIH PHIHOK OOBEIUHSIET CIIPOC M MPEUIOKEHHIE ICHET IS OTIpe-
JIeNIeHHs] pABHOBECHOH CTaBKU MPOLIECHTA.

3. PaBHOBecHeE /IeHE)KHOT'O PhIHKA YCTAHABIMBAETCS MOCPEACTBOM
M3MEHEHHMs 11eH Ha obiuranuy. C M3MEHEHUEM 1IeH Ha 00JIMranuy NpOLEHTHBIC
CTaBKH MEHSIOTCSl B 00paTHOM HarpasieHUH. [Ipu paBHOBECHOI cTaBKe
MPOLICHTA LIEHBI HA OOJIMIalliK IIOCTOSIHHBI, & CIIPOC U MPEJIOKEHUE ACHET



PaBHBI.

4. YMeHbIICHUE IPEITOKEHHS CO3aeT BPEMEHHYIO HEXBATKY JICHET Ha Jie-
HEXHOM pBIHKE. JIFonu 1 yIpeskAeHNS TBITAI0TCSA HONTyYUTh OOJbIIE AEHET
yTeM MPOoAaKu oomurarwii. [losToMy npeanoxeHne oOIuTannii yBeInInBa-
eTcsl, YTO ITOHWKAET IIeHY Ha OOJIMralliy U TIOAHUMAeT MPOLIEHTHYIO CTaBKYy.

5. YBenuueHue npeuioxKeHus! IeHeT CO3/1aeT BPEMEHHBIN X U30BITOK, B
pe3yJbTaTe Yero yBeJINYMUBAETCs CIPOC Ha OOJUralnyy 1 ieHa Ha HUX CTaHo-
BuTC BhIIe. [IpolieHTHas cTaBKa MajaeT, ¥ Ha IEHE)KHOM PBIHKE BOCCTaHaB-
JIMBAETCsl pAaBHOBECHE.



MARKETS AND INTEREST RATES (PBIHKH
1 HOPMA MPOLIEHTA)

For each type of investment and for many of their derivatives there is a
market. There is a market in money in London. It is not a physical marketplace:
dealings take place over the telephone, and the price a borrower pays for the
use of money is the interest rate. There are markets in commodities. And there
is a market in government bonds and company shares:
the stockmarket. The important thing is that no market is entirely independent
of the others. The linking factor is the cost of money (or the return an investor
can get on money). If interest rates rise or fall there is likely to be a ripple of
movement through all the financial markets. Money will gravitate to where it
earns the best return, commensurate with the risk the investor is prepared to
take and the length of time for which he can tie up his money. This is the most
important mechanism in the financial sphere. As a general rule:

* The more money you have to invest, the higher the return you can expect.

* The longer you are prepared to tie your money up, the higher the return
you can expect.

* The more risk you are prepared to take, the higher the return you can ex-
pect if all goes well.

In either type of market, the buyers and the sellers may deal direct with each
other or they may deal through a middleman known as a marketmaker. If they
deal direct, each would-be buyer has to find a corresponding would-be seller. If
there is a marketmaker, a seller will sell instead to the marketmaker, who buys
on his own account in the hope that he will later be able to find a buyer to
whom he can sell at a profit. Marketmakers make a book in shares or bonds.
They are prepared to buy shares in the hope of finding somebody to sell to or
sell shares (which they may not even have) in the expectation of finding some-
body from whom they can buy to balance their books. Either way, they make
their living on the difference between the prices at which they buy and sell.
Marketmakers (in practice there will normally be a number of them competing
with each other) lend liquidity — fluidity —to a market. A potential buyer can
always buy without needing to wait until he can find a potential seller, securi-
ties can readily be turned into cash.

VOCABULARY NOTES derivatives — npoussozassie the linking factor —
csi3ytomuii pakrop, 38eHo a ripple of movement through all the financial
markets — nBmkeHue, BOTHEHHE Ha BceX (PUHAHCOBBIX phIHKax to gravitate —
cTpeMuThCs COmmensurate with — copasmepssiii to tie up — BriagbIBaTh
(kanuman) a middleman — mocpennuk a marketmaker — "nenatens peiHKa”;
Opokepckast pupma, MOCTOSTHHO KOTHPYIOLIast [IeHHble Oymaru, ToBap

on one's own account — Ha CBO# CTpax M PHUCK; CAMOCTOSTEIHFHO

fluidity — moxsmxHOCTB

Assignments

I. Suggest the Russian equivalents

the other side of the same coin; a ripple of movement; he can sell at a profit;
they make a book in shares and bonds; buy to balance their books

I1. Replace the parts in italics by synonyms

money will move to where it earns the best return; investor can tie up his
money; who buys on his own account.



I11. Fill in the gaps with the words and expressions/row the text

1. A market in money in London is not __: dealings take place __, and the
price a borrower pays for __is .

2. __isamarket in government bonds and company shares.

3. If interest rates rise or fall there is likely to be __ through all the financial
markets.

4. Money __ to where it earns the best return, __ with the risk the investor
__and the length of time for which he can __ his money.

5. The more money you __, the higher the return you .

6. The longer you are prepared to __, the higher the return __.

7. The more risk you __, the higher _.

8. If the buyers and the sellers deal direct, each __ has to find a correspond-
ing__.
9. A marketmaker buys __in the hope that he will later be able to find a
buyer to whom he can __.

10. Marketmakers are prepared to buy shares __ of finding somebody to sell
to or sell shares __ of finding somebody from whom they can buy to .

11. Marketmakers make their living on __ at which they buy and sell.

12. Marketmakers lend __ to a market.

IV. Find in the text English equivalents for the following

PBIHOK TOBAPOB; PbIHOK aKI_[I/Iﬁ; JIC)KATh B OCHOBC; ICPEMCIIATHCS; BJIOKUTDH
JICHBI'H; HANOOJIbIIast IPUOBLIH, COM3MEpHUMas (Copa3MepHasi) ¢ pUCKOM;
MOCPEIHUK, U3BECTHBII Kak "co3/1aTelb PhIHKA'; MOTCHIMANBHBIN (2 BapHaHTa)
MOKYIaTeNb ¥ MPOJIaBell; Ha CBOH CTpax U PHCK; B Haaex e (2 BapuaHTa)

V. Check your grammar

the + comparative... the + comparative

e.g. the sooner the better

Make sentences using this construction, like this:

much money to invest — a high return
The more money you have to invest, the higher the return you can expect.

1. to produce goods and services — to enjoy a high standard of living

2. a high standard of living — a lot of expenditure on luxury items

3. wide advertising — high sales

4. high prices for some goods — low sales

5. a great demand — high prices — much profit

6. injections into the economy — the size of the circular flow of income and
the level of the activity in the economy increase

7. the severe inflation — the rise in the general price level — the fall in the
purchasing power

Add some more sentences of your own on inflation, the money supply and
the demand for money, the money market etc.

VI. Answer the questions

1. What are different types of investment and what are the corresponding
markets? Dwell on each item.

2. What is a marketmaker? How does he make the market?

VII. Translate into English using all the active possible

1. BKJ'IaI[LIBaH JACHBI'M B pa3jINYHbIC GaHKI/I 1 MHBCCTUPYA UX B PA3JIMYHBIC
(I)OHILLI, HWHBCCTOP BCCrja npecjeaAyeT LUejib MOJTYyIUThb HaI/I60J'IbHIyIO HpI/I6I)IJ'H>,



COM3MEPHUMYIO C PUCKOM.
2. ®onmoBast OMpKa — ITO MOCPEAHUK MEIKIY IOTCHIMATBHBIMHU ITOKYIIa-
TEJSIMU ¥ TIPOAABIAMH TOCYIaPCTBEHHBIX OOIUTanii, aKIIAH KOMITAHIH U
JPYTUX LEHHBIX Oymar.
3. B ocHOBe 111000T0 PBIHKA, B T.4Y. PHIHKA IICHHBIX OyMAr, JICKHUT MPUHIIHIT
PaBHOBECHS MEXKIY TEMH, KTO XOUET MPOJIaTh, U TEMU, KTO XOUYET KYIUTh
aKIIUH.



PRIMARY AND SECONDARY MARKETS
(IIEPBUYHbBIN U BTOPUYHbLIN PBIHKH)

Fixed-interest securities and ordinary shares are the main stock-in-trade of
the securities markets and the Stock Exchange is the main securities market in
the UK (and the New York Stock Exchange is the largest in the USA). By buy-
ing one or the other, investors arc helping — directly or indirectly — to provide
the finance that government or industry needs. Why "directly or indirectly"?
Because the stockmarket is two markets in one: a primary market and a sec-
ondary market.

A primary market is one in which the government, companies or other bod-
ies can sell new securities to investors to raise cash.

A secondary market is a market in which the investors can buy and sell
these securities among each other. The buying and the selling in the secondary
market does not directly affect the finances of government and companies. But
if investors did not know they could buy and sell securities in the secondary
market they might well be reluctant to put up cash for the government or com-
panies by buying securities in the primary market when they were first issued.
And the prices established by the buying and selling by investors in the second-
ary market help to determine the price that government and companies will
have to pay next time they need to issue further securities for cash in the prima-
ry market. A reasonably liquid secondary market is normally considered vital
for a healthy primary market.

VOCABULARY NOTES

stock-in-trade — ToBapHas HATHYHOCTH; TOBAP

the Stock Exchange — Jlonnonckas donmoBas Gupxka

to be reluctant to do smth — HeoxoTHO zenath 4To-MMOO

Assignments

I. Suggest the Russian equivalents

sell securities to raise cash; might be reluctant to put up cash for the gov-
ernment; to issue further securities for cash

I1. Replace the parts in italics by synonyms

might be reluctant to put up cash for the government; directly affect the fi-
nances; are helping to provide the finance; is considered vital

I11. Fill in the gaps with the words and expressions from the text

1. By buying __and __investors are helping to __ that government or in-
dustry needs.

2. The stockmarket is two markets in one: a __ market and __ market.

3. A primary market is a market in which the government, companies or
other bodies can sell __to investorsto __.

4. A secondary market is a market in which __ can buy and sell these secu-
rities __.

5. If investors did not know they could trade securities in __they might
to put up cash for the government or companies by buying securities __ when
they were __.

6. The prices established by investors in the secondary market help to __ the
price that government and companies will have to pay next time they need to
__further securities __in_.

7. A __ secondary market is normally considered _ fora .



IV. Find in the text English equivalents for the following peiHoK 1IEeHHBIX
Oymar; ¢poHmoBas OUprKa; MEPBUYHBIN PHIHOK; BTOPUYHBIA PHIHOK

V. Answer the questions

1. What is a primary market?

2. What is a secondary market?

3. How are they interconnected?

VI. Translate into English using all the active possible

Bce PBIHKH B3aUMOCBA3aHbI: MPOUCHTHLIC CTABKU BJIMAKOT HA LICHBI 00-
J'II/IFaIII/Iﬁ u aKHHﬁ Ha (1)OH)10BOM PBIHKE; IICHBI aKHI/Iﬁ u OGHI/IFaHI/Iﬁ BJIMAKOT Ha
COCTOsIHUE (bP[HaHCOB KOMITAaHUH U MPpaBUTECJILCTBA, YTO MCHACT CUTYyallMIO Ha
JACHCIKHOM PBIHKE. 3TO, B CBOIO 04€pEAb, UMCECT OTPOMHOC 3HAUYCHUC IJIA
COCTOSHHA DKOHOMHKH B IICJIOM U ITIOJHHUMACT WU ITIOHUXACT CTOUMOCTD Ha-

LHOHAJIPHOW BAJIOTHI HA BHEIIHEM BaJrOTHOM phiHke (the foreign exchange
market).



MONETARY POLICY (KPEJAUTHO-
JEHEKHAS IOJUTUKA)

Monetary policy is one of the main instruments of macroeconomics. It is
based on the ability of the Central bank to control the money supply, which
leads to changes in interest rates and the exchange rate, and therefore in the
amount of investment, which influences directly the national output. This meth-
od of controlling the economy centres on adjusting the amount of money in cir-
culation in the economy and so the level of spending and economic activity.
Monetary policy was first employed as a means of control in the 1950s, but has
been more widely used since the 1970s. The Central Bank plays a major role in
the implementation of a nation's monetary policy. In some countries (for exam-
ple, Germany) the Central Bank operates monetary policy independent of gov-
ernment policy. However, the UK's Central Bank, the Bank of England, imple-
ments monetary policy on behalf of the government. Monetary policy has three
main aspects:

e Controlling the money supply
¢ Controlling interest rates

e Managing the exchange rate

In this section we study the ways in which a central bank can control the
supply of money in the economy. The aim of the authorities when controlling
the money supply is to limit the amount borrowed, and hence spent, by busi-
nesses and individuals during a inflationary period. It is hoped in this way to
limit the level of overall demand in the economy and thus to remove or reduce
inflationary pressure. During a recession monetary policy is aimed at increasing
the money supply to encourage spendings. We now describe the three most im-
portant instruments available to affect the money supply: open market opera-
tions, reserve requirements and the discount rate.

Open Market Operations. Onepauuu Ha OTKPBITOM PbIHKE

Open market operations are the most important way of controlling the mon-
ey supply. It refers to the Bank trading government bonds in the open market —
that is when they are bought from and sold to commercial banks and individu-
als.

When the Bank sells government bonds in the open market, the Bank with-
draws the money from population and reduces the money supply. When the
Bank buys government bonds in the open market, it increases the amount of
money in circulation and hence the money supply.

Reserve Requirements. Pe3epBHble TpeGoBaHus

To understand the way a central bank can influence the money supply we
should consider the creation of money by commercial banks and in this con-
nection introduce the money multiplier.

Banks have to hold a proportion of their assets as a reserve in case custom-
ers demand repayment of their deposits. This required reserve has to be in a
liquid form, that is easily convertible into cash. Many banks indeed hold a sig-
nificant proportion of this reserve as notes and coin either in their vaults or at
the central bank. A required reserve ratio (%) is a minimum ratio of cash re-
serves to deposits that the central bank requires commercial banks to hold.
Commercial banks can hold more than the required cash reserves (this amount
of money is called excess reserves and is used to create new money), but they



cannot hold less. If their cash falls below the required amount, they must im-
mediately borrow cash, usually from the central bank, to restore their required

reserve ratio.

Commercial banks can make loans, i.e. they can create money and increase
their excess reserves. Suppose somebody deposited $100 with bank A. If a re-
quired reserve ratio is 20%, the bank has $20 as required reserves and $80 as
excess reserves, which can be lended. If a borrower draws a cheque for this
whole sum and deposits it with bank B, then bank B gets $80 as its assets.
Bank B is to hold 20% of this sum (that is $16) as required reserves. It means it
has $64 of excess reserves, which it can lend to somebody. Tabl. 8 illustrates
the process with banks C, D, E, etc. being involved.

Tabl. 8. The expansion of the money supply by a system of com-

mercial banks

Bank Reserves Required Excess Re- |Created Money (the

and Loans, Reserves, | serves, amount of money to
& & & lend). $

Bank A Bank |100,00 80,00 (20,00 16,00 |80,00 64,00 (80,00 64,00 51,20

B Bank C 64,00 51,20 (12,80 10,24 |51,20 40,96 |40,96 163,84

BankD Other |204,80 40,96 163,84

banks

The total amount of the money created 400,00

The money multiplier (m) shows the maximum amount of money, which can
be created by one dollar of excess reserves, the required reserve ratio given.
The money multiplier is Inversely proportional to the required reserve ratio, or

m=1/R, where

m —a money multiplier

R —arequired reserve ratio

So we can see that the larger the required reserve ratio is the smaller the
money multiplier is; the less money can be created and the less the money sup-
ply is.

Now suppose the commercial banking system has $1 million in cash and for
strictly commercial purposes would normally maintain cash reserves equal to
5% of sight deposits. Since sight deposits will be 20 times cash reserves, the
banking system will create $20 million of sight deposits against its $1 million
cash reserves:

cash reserves $1 min — 5%

sight deposits x — 100%

X ==$1 min x 100% : 5% = $20 mm.

Suppose the Bank now imposes a reserve requirement that banks must hold
cash reserves of at least 10% of sight deposits. Now banks can create only $10
million sight deposits against their cash reserves of $1 million. Thus a reserve
requirement acts like a tax on banks by forcing them to hold a higher fraction
of their total assets as bank reserves and a lower fraction as loans earning high
interest rates.

Thus, when the central bank imposes a reserve requirement in excess of the
reserve ratio that prudent banks would anyway have maintained, the effect is to
reduce the creation of bank deposits, reduce the value of the money multiplier,



and reduce the money supply. Similarly, when a particular reserve requirement
is already in force, any increase in the reserve requirement will reduce the
money supply.

The Discount Rate. Yuernasi craBka

The second instrument of monetary control available to the central bank is
the discount rate.

The discount rate is the interest rate that the Bank charges when the com-
mercial banks want to borrow money.

Suppose banks think the minimum safe ratio of cash to deposits is 10%. Say
their cash reserves are 12% of deposits. How far dare they let their cash re-
serves fall towards the minimum level of 10%?

Banks have to balance the interest rate they will get on extra lending with
the dangers and costs involved if there is a sudden flood of withdrawals, which
push their cash reserves below the critical 10% figure. This is where the dis-
count rate comes in. Suppose market interest rates are 8% and the central bank
makes it known it is prepared to lend to commercial banks at 8%. Commercial
banks may as well lend up to the hilt and drive their cash reserves down to the
minimum 10% of deposits. The banks are lending at 8% and, if the worst comes
to the worst and they are short of cash, they can always borrow from the Bank
at 8%. Banks cannot lose by lending as much as possible.

Suppose however that the Bank announces that, although market interest
rates arc 8%, it will lend to commercial banks only at the penalty rate of 10%.
Now a bank with cash reserves of 12% may conclude that it is not worth mak-
ing the extra loans at 8% interest that would drive its cash reserves down to the
minimum of 10% of deposits. There is too high a risk that sudden withdrawals
will then force the bank to borrow from the Bank at 10% interest. It will have
lost money by making these extra loans. It makes more sense to hold some ex-
cess cash reserves against the possibility of a sudden withdrawal.

Thus, by setting the discount rate at a penalty level in excess of the general
level of interest rates, the Bank can induce commercial banks voluntarily to
hold additional cash reserves. Since banks have to hold more cash as reserves,
the money multiplier is reduced, less money can be created and the money
supply is lower.

VOCABULARY NOTE

instruments of macroeconoinics — MaKpOIKOHOMUYECKHE HHCTPYMEHTBI

to control the money supply — KoHTpoJIHpPOBaTH NMPEATIOKEHHE TIEHET

the exchange rate — o6MeHHBII (BATFOTHBII) KypC

the amount of investment — pasmep KamuTaaoBIOKEHHI

to adjust the amount of money in circulation — koppektupoBath
KOJIMYECTBO JICHECT B 06paIII€HI/II/I

implementation of a nation’s monetary policy — ocymiectsnenue,
IMMPpOBEACHUEC B ) KU3Hb HaHHOHaJ’IBHOﬁ I[eHe)KHO-erI[PITHOﬁ IIOJIMTUKH

to implement — BBITIONHATH, OCYIIECTBISITH, 00ECIIEYNBATH BBIOIHEHHE

the Bank of England — bauk Auriuun (Aurmiicknii 6ank). The Bank of
England is the UK's central bank. Established in 1694, it plays a key part in im-
plementing the government's monetary policy. It ensures that interest rates are
at the level desired by the government of the day and oversees the printing of
notes and coin. It has wider responsibilities in managing the nation's debt and
holding its reserves of foreign currency and gold. Thus, it holds responsibility



for the country's monetary policy and its financial relations with other coun-
tries.

on behalf of — ot umenn

reserve requirements — pesepsHele TpeGoBaHUs

a discount rate — yderHas cTaBka

the money multiplier — nenexxHbIi MyTBTUIIIHKATOP

required reserves — tpebyembie pe3epBHbIE (HOH/IBI

easily convertible into cash — nerko o6paTumelii B Hamu4HbIE (Hanp.,
0enozumol, yennvle Oymazu)

a required reserve ratio — tpeGyemast pesepBHast HopMa

cash reserves — KaccoBble pe3epBbl

€XCEeSS reserves — m30bITOYHBIE Pe3epPBEI

to draw (syn. to write out, to make out, to issue) a cheque - Bbimucats
yeK

created money — cosnaHHbIe T€HBTH

inversely proportional (ant. directly proportional) — o6parto
MPOTOPIMOHATBHBIT

to maintain — nogaepxuBath

to impose a reserve requirement — nanarath (BBOANTH) pe3epBHOE
TpeOoBaHME

fraction — uacts, nous

in excess of smth — ceepx uero-nmm6o

prudent — pacyeTnuBBIi, IPEIYCMOTPUTEIBHBII

in force — B cune

to charge — Ha3HauaTh, HAYKUCIIATH

to lend up to the hilt — 30. npomomkaTs MpeTOCTaBISTH CCYIBI

up to the hilt — monarOCTEIO, IIETHKOM

drive their cash reserves down to... — goBecTs (CHU3HUTB) CBOM KaCCOBBIE
pe3epBslI J0...

if the worst comes to the worst — eciu cityuures camoe xyjiiee

they are short of cash — y HuX He XBaTUT HATUYHBIX JAEHET

the penalty rate — mossimennas (mrpadHast) ctaBka

it is not worth making the extra loans — He crout npeoCTaBIATh
JIOTIOJTHUTENBHBIX 3aiiMOB

to induce smb to do smth (syn. to cause smb to do smth) — 3actaButs
KOT0-TO CJIeIaTh YTO-TO

voluntarily — co3narensHO, 0CO3HAHHO

Assignments

I. Suggest the Russian equivalents

to restore their required reserve ratio; maintain cash reserves equal to 5% of
sight deposits; create $20 million of sight deposits; a higher fraction of their to-
tal assets; a lower fraction as loans; the interest rate that the Bank charges;
extra lending; impose a reserve requirement; the dangers and costs involved,;
prudent banks; lend up to the hilt; the minimum safe ratio of cash to deposits;
flood of withdrawals; the Bank can induce banks voluntarily to hold additional
cash reserves; the required reserve ratio given

I1. Replace the parts in italics by synonyms



implements monetary policy; plays a major role; operates monetary policy;
extra lending; if the worst comes to the worst; they are short o/"cash; to affect
the money supply; in excess of the reserve ratio

I11. Fill in the gaps with the words and expressions from the text

1. Monetary policy is a method of controlling the economy that centres on
__the amount of money __in the economy and so __and __.

2. In some countries the Central Bank operates monetary policy __ govern-
ment policy, but the UK's Central Bank implements monetary policy __ the
government.

3. Monetary policy has three main aspects: controlling __, controlling __,
managing __.

4. The aim of the authorities when controlling the money supply is __, and
hence __, by businesses and individuals during __.

5. It is hoped to limit the level of __in the economy and thus to remove or
reduce .

6. During a recession monetary policy isaimed at __to __ spendings.

7. The three most important instruments __ the money supply are _ ,
and .

8. Open market operations refer to the Bank trading government bonds __,
that is when they are bought from and sold to _.

9. When the Bank sells __in the open market, the Bank __ the money from
population and __ the money supply.

10. When the Bank buys government bonds in the open market, it __the
amount of money __ and hence __.

11. Banks have to hold a proportion of their assets __in case customers de-
mand __.

12. The required reserve has to be __, that is easily __into cash.

13. __isaminimum ratio of __to __that the central bank requires com-
mercial banks to hold.

14. If cash of commercial banks __ the required amount, they must immedi-
ately __ cash, usually from __, to restore their __.

15. Commercial banks can make loans, i.e. they can __ and increase .

16. The money multiplier (m) shows __, which can be created by one dollar
of __, the required reserve ratio .

17. The money multiplier is __to the required reserve ratio, it means that
the larger __is the smaller __is; the less money __ and the less __is.

18. Since sight deposits will be 20 times cash reserves, the banking system
will create $20 million of _ against its $1 million __.

19. A reserve requirement acts like __ by forcing them to hold __ of their
total assetsas __and __as loans earning __.

20. When the central bank imposes a reserve requirement __ the reserve ra-
tio, the effect is to reduce __, reduce __, and reduce .

21. When a particular reserve-requirement is already __, any increase in __
will reduce .

22. The discount rate is __ that the Bank __ when the commercial banks
want __.

23. Banks have to balance __ they will get on extra lending with __ if there
is__, which push their cash reserves __.

24. Commercial banks may as well lend up __and __their cash reserves
to the minimum.



25. If the worst __ and commercial banks __, they can always __ the Bank.
26. The Bank announces that it will lend to commercial banks only at .
27. If the Bank imposes a penalty rate, a commercial bank may conclude
that _ making the extra loans.
28. There is too high a risk that __ will then force the bank to __ the Bank at
the penalty interest rate.
29. It makes more sense to hold __ against the possibility of __.
30. By setting the discount rate at __in excess of __ of interest rates, the
Bank can __ commercial banks __ to hold __.
31. Since banks have to hold more cash as reserves, __is reduced, less
money can __and __is lower.
IV. Find in the text English equivalents for the following
OT UMEHHU NIPABUTEIIBCTBA; KPEAUTHO-ACHEKHAS ITOJIUTUKA; UIS TIOOIPECHU
Pacxoao0B; oniepaliii Ha OTKPBITOM PBIHKE; PE3CPBHBIC Tpe6OBaHI/I$[; KaCCOBBIHN
pe3epB; N30BITOYHBIE PEe3ePBhI; TpeOyeMas pe3epBHas HopMa (YpOBEHb
PE3epBHBIX TPeOOBaHMUIA); CO3/1aBaTh ICHBIH; ICHEKHBIA MYJIBTUILIMKATOP;
00paTHO MPONOPIMOHATIBHBIN; CBEpX Pe3epBHOM HOPMBI; TUCKOHTHAA (yueTHast)
CTaBKa, IOBBINICHHAA CTaBKa, U3bIMATh JCHbBI'H
V. Explain in English
a money multiplier; required reserves; excess reserves; a required reserve ra-
tio; a discount rate
VI. Answer the questions
1. What is the aim of monetary policy?
2. Why is it important to control the money supply?
3. Dwell on open market operations.
4. Explain the creation of money by commercial banks. What does a mon-
ey multiplier show?
5. Why does the Bank impose a reserve requirement? What's the effect of
the Bank imposing a reserve requirement?
6. Why does a reserve requirement act like a tax on banks?
7. What is a discount rate? How does it work?

VII. Translate into English using all the active possible

1. OcHoBoOMONararomei Neabio KPeAUTHO-ICHEKHOM IMOIUTHKH SBISCTCS
MTOMOIIIF 5KOHOMHUKE B IOCTH)KEHUH 0OIIETO YPOBHS MPOM3BOJICTBA, XapaKTe-
PU3YIOLIETOCS TIOTHOM 3aHATOCTHIO M OTCYTCTBUEM HHG U, KpeautHo-
JICHE)KHAsI TOJIUTHKA COCTOUT B M3MEHEHHUH ACHEKHOTO MPEIOKEHHS C IENIBI0
cTaOMIIN3aIuH COBOKYITHOTO 00beMa ITPOM3BOJICTBA, 3aHATOCTH U YPOBHS IICH.
Boiee KOHKPETHO! er}II/ITHO-HeHe)KHaH' TIOJINTHUKA BBIZBIBACT YBCIIMYCHUC
JICHEe)KHOTO TPEIJIOKEHUS BO BpeMs CIajia JUI MOOMIPEHUS PACX0/I0B, a BO
BpeMst HHQIIAUHN, HA000POT, OTPAHUYUBACT MPEIIOKEHUE JICHET JIJIsl OT-
PaHUYEHUS PaCXOJIOB.

2. CyIecTBYIOT TPH OCHOBHEIX CPEACTBA KPEIUTHO-ICHEKHOT'O KOHTPOJIS:
onepalyy Ha OTKPBITOM PBIHKE, U3MEHEHUE PE3EPBHON HOPMBI U U3MEHEHUE
Y4ETHOH CTaBKHU.

3. Onepanuy Ha OTKPBITOM PBIHKE — HAHOOJIEe BAKHOE CPEACTBO KOHTPOJIS
JCHECKHOTO IMPEIIIOKCHUA. 9rtoTr TEPMHUH OTHOCHUTCA K IMOKYIIKE U IPOJAXKE
TOCyIapCTBEHHBIX OOIUTANNI IEHTPAIBHBIM OAaHKOM Ha OTKPBITOM PBIHKE, TO
€CTPh K MOKYIIKE ¥ MIpoJaxxe oOIuranuii KOMMEpPUECKUM OaHKaM W HACEICHHUIO B
LEJIOM.



4. IIpy U3MEHEHNH Pe3ePBHON HOPMBI MEHSETCS BEIMYMHA JICHEKHOTO
MYJIBTUIUIMKATOpa U, CIe0BaTeNbHO, NEHEKHOE IIpeasIokeHne. B ocHose ne-
HEXHOTO MYJIBTHIUTUKATOPA JIGKUT TOT (haKT, YTO Pe3ePBbI, IIOTEPSIHHBIC O1-
HHUM 0aHKOM, TIOJy4aeT IPyroil.

5. [Tono6GHO TOMy, Kak KOMMepUYeCcKHe OaHKU B3BICKMBAIOT ITPOLICHTHBIC
TUTIATEXH TI0 CBOMM CCyJ1aM, LIEHTPaJIbHbIA OaHK B3BICKMBAET MTPOLIEHTHBIC
TUIATEXH TI0 CCyJlaM, TPEAOCTaBICHHBIM KOMMepUecKiM OaHkaM. Takas cTaBKa
MPOLICHTA HA3bIBACTCSl YUETHOM CTaBKOM.

6. CHIKEHHNE YUYETHOH CTaBKU MOOMIPIET KOMMEpUYecKrie OaHKH K Ipro0-
PETECHHIO TOTIOHUTENBHBIX PE3EPBOB ITyTEM 3aUMCTBOBAHUS y LIEHTPAILHOTO
GaHKa.

7. T'oTOBHOCTH 0aHKOB JaBaTh CCYABI HA OCHOBE M30BITOYHBIX PE3EPBOB
MEPHOINYECKH MEHSETCS, U B 3TOM KPOETCS IPUYMHA TOCYJapCTBEHHOTO KOH-
TPOJIS 38 AEHEKHBIM MPEATI0KEHHEM C IIeIIbI0 00eCIIeUNTh IKOHOMHYECKYFO
CTaOMIIBHOCTb.
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