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Навчально-методичний посібник призначений для розвитку навичок та умінь усного та письмового англійського мовлення у галузі економіки. Зміст посібника забезпечує засвоєння фонових знань та знайомство з найбільш вживаною термінологією. Система різноманітних вправ створює сприятливі умови для ефективного засвоєння змісту посібника під час аудиторних занять та самостійної роботи.


Для студентів вищих навчальних закладів, що спеціалізуються  у галузі економічних наук. 

ПЕРЕДМОВА

Нинішній етап розвитку міжнародних політичних, наукових, економічних та культурних зв’язків України із зарубіжними партнерами вимагає якісно нового підходу не тільки до вирішення непростих проблем співробітництва, а й до підготовки висококваліфікованих фахівців.

Однією з найважливіших проблем є забезпечення процесу навчання майбутніх економістів посібниками, зміст, структура та система вправ яких відповідали б сучасним вимогам.

Спроба вирішення означеної проблеми здійснюється у розробці, апробації та публікації матеріалів для навчання англійської мови у галузі економіки. 
Мета і завдання навчально-методичного посібнику з іноземної мови за професійним спрямуванням полягають у розвитку навичок розуміння й аналізу оригінальних текстів з основних тем економіки, нагромадження словникового запасу, удосконалення навичок розмовної мови, уміння вести бесіду, брати участь у дискусіях англійською мовою, формувати соціально-комунікативну позицію в галузі економіки. 

Цій меті підпорядковано структуру завдань кожного уроку: прочитати та вивчити нові слова і словосполучення; підібрати англійські еквіваленти до поданих слів і виразів; виконати вправи на підстановку пропущених слів у реченнях; прочитати та перекласти тематичний текст; відповісти на запитання; дати визначення словам; перекласти речення, створити діалоги на базі нової лексики, закріпленої в попередніх вправах; створити тематичні ситуації, максимально наближені до практичних; виконання граматичних вправ.

У результаті вивчення даного курсу студент повинен вміти: використовувати знання і вміння у професійній діяльності, а також в іншомовній комунікації. 

По закінченню курсу студенти повинні:

● розуміти економічні терміни, різноманітні тексти і розкривати інформацію, що міститься в них;

● висловлюватись відповідно теми даної програми вільно і спонтанно, не відчуваючи браку мовних засобів для вираження думки;

● ефективно і гнучко використовувати англійську мову в різноманітних ситуаціях соціального, навчально-академічного та професійного спілкування
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Unit 1

WORK AND JOBS

What do you do?

To find out what someone’s job is you say ‘What do you do?’ Here, Kerstin talks about her job:

‘I work for a large European car maker. I work on car design. In fact, I run the design department and I manage a team of designers: 20 people work under me. It’s very interesting. One of my main responsibilities is to make sure that new model designs are finished on time. I’m also in charge of design budgets.

I deal with a lot of different people in the company. I’m responsible for coordination between design and production: I work with managers at our manufacturing plants.’

Note:

in charge of + noun,  responsible for + verb + -ing

responsibility + infinitive or -ing

One of my responsibilities is to make sure ...

One of my responsibilities is making sure ...

You can’t say I’m a responsible.

If you work or have work, you have a job. But you don’t say that someone has a work. Work is also the place where you do your job.

Here are some phrases with ‘work’:

York City. I leave for work at 7.30 every morning.

I go to work by train and subway.

I get to / arrive at work at about nine.

I’m usually at work till six.

Luckily, I don’t get ill very much so I’m not often off work.

Types of job and types of work

A full-time job is for the whole of the normal working week; a art-time job is for less time than that.

You say that someone works full-time or part-time.

A permanent job does not finish after a fixed period; a temporary job finishes after a fixed period. You talk about temporary work and permanent work

Ex.1 Pierre is talking about his work. Correct what he says.

I work for a French supermarket company. (1) I work about the development of new supermarkets. (2) In fact, I running the development department and (3) I am manage for a team looking at the possibilities in different countries. It’s very interesting. (4) One of my main is to make sure that new supermarkets open on time. (5) I’m also charged with financial reporting. (6) I deal at a lot of different organizations in my work. (7) I’m responsible of planning projects from start to finish. (8) I work closely near our foreign partners, and so I travel a lot.

Ex.2. Complete the text with one of the prepositions:

Rebecca lives in London and works in public relations. She leaves home for work at 7.30 am. She drives (1)
work. The traffic is often bad and she worries about getting (2) work late, but she usually arrives (3) work at around nine. She finishes work quite late, at about eight. ‘Luckily, I’m never ill,’ she says. ‘I could never take the time (4) work.’ She loves what she does and is glad to be (5) work. Some of her friends are not so lucky: they are () work.

Questions for discussion:

	If you work…
	If you don’t work…

	What do you do? What are you in charge of? What are your responsibilities? What time do you leave for work? How long does it take you to get to work? What tome do you arrive to work? Do you take a lot of time off work?
	What sort of job would you like to do? What routine would you like to have?


Unit 2

WAYS OF WORKING
Old and new ways

I’m an office worker in an insurance company. It’s a nine-to-five job with regular working hours. The work isn’t very interesting, but I like to be able to go home at a reasonable time.

We all have to clock in and clock out every day. In this company, even the managers have to, which is unusual!

Note: You also say clock on and clock off.

I’m in computer programming. There’s a system of flexitime in my company, which means we can work when we want, within certain limits. We can start at any time before eleven, and finish as early as three, as long as we do enough hours each month. It’s ideal for me as I have two young children.



I work in a car plant. I work in shifts. I may be on the day shift one week and the night shift the next week. It’s difficult changing from one shift to another. When I change shifts, I have problems changing to a new routine for sleeping and eating.

I’m a commercial artist in an advertising agency. I work in a big city, but I prefer living in the country, so I commute to work every day, like thousands of other commuters. Working from home using a computer and the Internet is becoming more and more popular, and the agency is introducing this: it’s called teleworking or telecommuting. But I like going into the office and working with other people around me.

Nice work if you can get it

All these words are used in front of ‘job’ and ‘work’:

· satisfying, stimulating, fascinating, exciting: the work is interesting and gives you positive feelings.

· dull, boring, uninteresting, unstimulating: the work is not interesting.

· repetitive, routine: the work involves doing the same things again and again.

· tiring, tough, hard, demanding: the work is difficult and makes you tired.

Ex.1. Which person (1-5) is most likely to do each of the five things (a-e)?

1. A software designer in an Internet company. Has to be in the office.

2. An office worker in a large, traditional manufacturing company.

3. A manager in a department store in a large city. Lives in the country.

4. A construction worker on a building site where work goes on 24 hours a day.

5. A technical writer for a city computer company. Lives in the country.

a work in shifts

b work under a flexitime system 

c telecommute

d commute to work

e clock on and off at the same time every day

Ex.2. Five people talk about their jobs. Match the jobs (1-5) to the people (a-e) and put the words in brackets into the correct grammatical forms.

1. Accountant 2. Postwoman 3. Flight attendant 4. Software developer 5. Teacher

a) Obviously, my work involves
(travel) a lot. It can be quite

physically
(tire), but I enjoy
(deal) with customers, except when they become violent. Luckily this doesn’t happen often.

 b) I like
 (work) with figures, but my job is much less
(bore) and routine than people think. The work
(involve) a lot of human contact and teamwork, working with other managers, 

c) Of course, it involves getting up quite early in the morning. But I like 
(be) out in the open air. And I get a lot of exercise!

d) You’ve got to think in a very logical way. The work can be mentally


(tire), but it’s very satisfying to write a program that works.

e) I love my job. It’s very
(stimulate) and not at all 
(repeat): no two days are the same. It’s good to see the children learn and develop

Questions for discussion:

Do you have a nine-to five job?

Do you have to clock on and off? Is there a flexitime system in your organization? Are there people who do shiftwork in your company?

Could you do your job working from home? If so, would you like to?

What sort of working hours would you like to have if you worked

Would you like to work from home?

Unit 3

RECRUITMENT AND SELECTION
Recruitment

The process of finding people for particular jobs is recruitment or, especially in American English, hiring. Someone who has been recruited is a recruit or, in American English, a hire. The company employs or hires them; they join the company. A company may recruit employees directly or use outside recruiters, recruitment agencies or employment agencies. Outside specialists called headhunters may be called on to headhunt people for very important jobs, persuading them to leave the organizations they already work for. This process is called headhunting.

Applying for a job

Fred is a van driver, but he was fed up with long trips. He looked in the situations vacant pages of his local newspaper, where a local supermarket was advertising for van drivers for a new delivery service. He applied for the job by completing an application form and sending it in.

Harry is a building engineer. He saw a job in the appointments pages of one of the national papers. He made an application, sending in his CV (curriculum vitae - the ‘story’ of his working life) and a covering letter explaining why he wanted the job and why he was the right person for it.

Note: Situation, post and position are formal words often used in job advertisements and applications.

Selection procedures

Dagmar Schmidt is the head of recruitment at a German telecommunications company. She talks about the selection process, the methods that the company uses to recruit people:

‘We advertise in national newspapers. We look at the backgrounds of applicants: their experience of different jobs and their educational qualifications. We don’t ask for handwritten letters of application as people usually apply by email; handwriting analysis belongs to the 19th century.

We invite the most interesting candidates to a group discussion. Then we have individual interviews with each candidate. We also ask the candidates to do written psychometric tests to assess their intelligence and personality.

Ex.1 Replace the underlined phrases with correct forms of words and expressions.

Fred had already (1) refused two job offers when he went for (2) a discussion to see if he was suitable for the job. They looked at his driving licence and contacted (3) previous employers Fred had mentioned in his application. A few days later, the supermarket (4) asked him if he would like the iob and Fred (5) said yes.

Harry didn’t hear anything for six weeks, so he phoned the company. They told him that they had received a lot of (6) requests for the iob. After looking at the (7) life stories of the (8) people asking for the iob and looking at (9) what exams they had passed during their education, the company (10) had chosen six people to interview, done tests on their personality and intelligence and they had then given someone the job.

If you work …

How did you get your job? Was it advertised? Were you interviewed for it? Was the selection process very long?

If you do not work …

Have you applied for any jobs? Were you interviewed? How did it go? What's the usual process for getting your first job in your country?

Unit 4

SKILLS AND QUALIFICATIONS
Education and training

Margareta: The trouble with graduates, people who’ve just left university, is that their paper qualifications are good, but they have no work experience. They just don’t know how business works.

Nils: I disagree. Education should teach people how to think, not prepare them for a particular job. One of last year’s recruits had graduated from Oxford in philosophy and she’s doing very well!

Margareta: Philosophy’s an interesting subject, but for our company, it’s more useful if you train as a scientist and qualify as a biologist or chemist - training for a specific job is better.

Nils: Yes, but we don’t just need scientists. We also need good managers, which we can achieve through in-house training courses within the company. You know we have put a lot of money into management development and management training because they are very important. You need to have some management experience for that. It’s not the sort of thing you can learn when you’re 20!

Skilled and unskilled

A skill is the ability to do something well, especially because you have learned how to do it and practiced it.

Jobs, and the people who do them, can be described as:
	highly skilled
	skilled
	semi-skilled
	unskilled

	car designer
	car production manager
	taxi driver
	car cleaner


The right person

These words are often used in job advertisements. Companies look for people who are:

· self-starters, proactive, self-motivated, or self-driven: good at working on their own.

· methodical, systematic and organized: can work in a planned, orderly way.

· computer-literate: good with computers.

· numerate: good with numbers.

· motivated: very keen to do well in their job.

· talented: naturally very good at what they do.

team players: people who work well with other people

Ex.1 Are these jobs generally considered to be highly skilled, skilled, semi-skilled, or unskilled? Each expression is used twice.

teacher


office cleaner

brain surgeon


labourer (someone doing basic work on a building site)

car worker on a production line


bus driver

airline pilot


office manager

Ex.2 Complete these extracts from job advertisements.

You’ll need to be  _______  
, as you’ll be working on financial budgets.

 As part of our sales team, you'll be working independently, so you have to be self-
_____ and self-  ______.
You’ll be researching developments on the Internet, so you have to be ______. You must be able to work on your own,  initiative, and a
_______. But as part of a team of researchers, you need to be a good ______
too.

If you work…

Does your educational institution prepare people for specific jobs?

If you do not work …

What sort of people does your organization look for in its recruitment? What sort of person are you?

Unit 5 
PAY AND BENEFITS
My name’s Luigi and I’m a hotel manager in Venice. I get paid a salary every month. In summer we’re very busy, so we work a lot of extra hours, or overtime; the money for this is quite good. Working in a hotel, we also get nice perks for example free meals!

I’m Ivan and I work as a waiter in Prague. I like my job even if I don’t earn very much: I get paid wages every week by the restaurant. We get the minimum wage: the lowest amount allowed by law. But we also get tips, money that customers leave for us in addition to the bill. Some tourists are very generous.

I’m Catherine and I’m a saleswoman based in Paris. I get a basic salary, plus commission: a percentage on everything I sell. If I sell more than a particular amount in a year, I also get extra money - a bonus, which is nice. There are some good fringe benefits with this job: I get a company car, and they make payments for my pension, money that I’ll get regularly after I stop working. All that makes a good benefits package. 

Compensation 1.

My name’s Alan. I’m a specialist in pay and benefits. Compensation and remuneration are formal words used to talk about pay and benefits, especially those of senior managers. Compensation package and remuneration package are used especially in the US to talk about all the pay and benefits that employees receive. For a senior executive, this may include share options (BrE) or stock options (AmE): the right to buy the company’s shares at low prices. There may be performance-related bonuses if the manager reaches particular objectives for the company

Compensation 2.

Compensation is also used to talk about money and other benefits that a senior manager (or any employee) receives if they are forced to leave the organization, perhaps after a boardroom row. This money is in the form of a compensation payment, or severance payment. If the manager also receives benefits, the payment and the benefits form a severance package.

In Britain, executives with very high pay and good benefits may be referred to as fat cats, implying that they do not deserve this level of remuneration

Ex. Which expressions could be used to continue each of these newspaper extracts:

FAILED AIRLINE BOSS GETS MASSIVE PAYOUT

Shareholders are angry that despite very poor results, Blighty Airlines’ CEO, Mr Rob Herring, is leaving with £3 million in his pocket. They say it is ridiculous to ‘reward’ bad performance with this sort of...

MULTILEVER’S EXECUTIVE PAY

It was today revealed that Mr Carl Lang, head of consumer foods giant Multilever, earns a basic salary of $22 million with stock options potentially worth an additional $10 million. Other payments bring to $35 million his total ...

ATTACK EXECUTIVE PAY

' National Energy’s shareholders yesterday attacked the directors of the company for paying themselves too ; much. Profits fell by 30 per cent last year, but directors are being paid 30 per cent more. ‘They should be paid 30 per cent less,’ said one shareholder. ‘These people

are just...’

Discussion:

Do you think top executives are too highly paid? 

Or do they deserve what they earn?

Unit 6

PEOPLE AND WORKPLACES
The people who work for a company, all the people on its payroll, are its employees, personnel, staff, workers or workforce. But these words can mean just the people carrying out the work of a company, rather than those leading it and organizing it: the management.
Note: Workforce, work-force and work force are all possible

Management and administration

A company’s activities may be spread over different sites. A company’s most senior managers usually work in its head office or headquarters (HQ). Some managers have their own individual offices, but in many businesses, most employees work in open-plan offices: large areas where many people work together. Administration or, informally, admin, the everyday work supporting a company’s activities, is often done in offices like these by administrative staff or support staff. For example, those giving technical help to buyers of the company’s products are in technical support.
Labour

Labour is spelled labor in AmE. Labor unions, organizations defending the interests of workers (AmE) are called trade unions in BrE.

When workers are not happy with pay or conditions, they may take industrial action:
a strike, stoppage or walk-out: workers stop working for a time.

a go-slow: workers continue to work, but more slowly than usual.

an overtime ban: workers refuse to work more than the normal number of hours.

Personnel and human resources

In larger organizations there is a human resources department (HRD) that deals with pay, recruitment, etc. This area is called human resources (HR) or human resource management (HRM). Another name for this department is the personnel department

Ex. Manuel Ortiz is the founder of a Spanish computer sales company. Use the words to complete what he says about it.

I founded Computadoras Creativas 20 years ago. We started with a small

(1)
in Madrid. Our (2)

, our (3)
is still here, but now we have sites all over Spain, with about 500 employees. Many of the offices are (4)
-
: everyone works together, from managers to (5)

, as well as people selling over the phone, and people in technical (6)
giving help to customers over the phone. Recruitment is taken care of in Madrid, by the (7)


or (8)
.

Discussion: 

Think about the company you work for or one you would like to work for:
Where is its head office? 

How many sites does the company have? 

How many employees? 

Is it better to have everyone on one site or to have different sites with different activities?

Do people have their own offices or are there open-plan offices?

Which type do you / would you prefer to work in?

Unit 7

THE CAREER LADDER

A job for life

Many people used to work for the same organization until they reached retirement: the age at which people retire, or end their working life. Career paths were clear: you could work your way up the career ladder, getting promotion to jobs that were more senior, with greater responsibility. You would probably not be demoted: moved to a less senior job.

To leave the company, you could resign or hand in your notice.
A job for now

Modco has downsized and delayered. The number of management levels in the company hierarchy has been reduced from five to three, and many managers have lost their jobs. Modco has reorganized and restructured in order to become flatter (with fewer layers of management) and leaner (with fewer, more productive employees). They did this to reduce costs, and increase efficiency and profits. Employees said the company used words like ‘restructure’ to make the situation sound positive and acceptable.

In-house staff or freelancers?

Modco has outsourced many jobs previously done by in-house personnel: outside companies clean the offices, transport goods and collect money from customers. This allows Modco to concentrate on its main business activities. Modco uses more freelancers, independent people who may work for several different companies, and they employ people for short periods on temporary contracts. Modco expects flexibility, with people moving to different jobs when necessary, but for many employees, this means job insecurity, the feeling that they may not be in their job for long. The way that they are doing their job is discussed at performance reviews: regular meetings with their manager.

Losing your job

If you do something wrong, you are

· dismissed

· fired

· sacked

· terminated

Employees who are made redundant may get advice about finding another job, retraining, etc. This is called outplacement advice

Discussion:

Do you have performance reviews? 

What are the advantages and disadvantages?

Has your organization been restructured? 

What aspects of the business does your company outsource?

Would you prefer a job for life or a more flexible career? 

Would you like regular performance reviews?

Unit 8

PROBLEMS AT WORK
Health and safety

Here are some health and safety issues for people at work.

[image: image1.png]



	temperature
	passive smoking
	repetitive strain injury or RSI
	dangerous machinery
	hazardous substances
	fire hazards



All these things contribute to a bad working environment. The government sends officials called health and safety inspectors to make sure that factories and offices are safe places to work. 

Bullying and harassment

If someone such as a manager bullies an employee, they use their position of power to hurt or threaten them, for example verbally. Someone who does this is a bully.

Sexual harassment is when an employee behaves sexually towards another in a way that they find unwelcome and unacceptable. The related verb is harass.

Discrimination

If people are treated differently from others in an unfair way, they are discriminated against.

If a woman is unfairly treated just because she is a woman, she is a victim of sex discrimination. In many organizations, women complain about the glass ceiling that allows them to get to a particular level but no further.

If someone is treated unfairly because of their race, they are a victim of racial discrimination or racism. Offensive remarks about someone’s race are racist and the person making them is a racist.

In the US, affirmative action is when help is given in education and employment to groups who were previously discriminated against. In Britain, affirmative action is known as equal opportunities.

Ex. Complete these headlines and articles with the correct form of words. One expression is used twice

OFFICE MANAGER ACCUSED OF ________

A court heard today how an office worker was almost driven to suicide by a bullying office manager. James Blenkinsop, 27, told how boss Nigel Kemp victimized him by shouting at him, criticizing his work in front of others, tearing up his work and telling him to do it again ...

SHOP MANAGERESS IN __________CASE

A clothing shop’s half-Burmese manageress, 24-year-old Marion Brown, claims her boss continually made _____ remarks, and sacked her from her £ 110-a-week job when she objected. She claims that the company that owns the shop has racially against her…

NATIONAL RESTAURANT CHAIN FACES_____CLAIMS

Four waitresses claim they were repeatedly _______ by male bosses in a branch of a well-known national restaurant chain. All four waitresses said they were subjected to sexist remarks at the restaurant...

ABOLISHED AT TEXAS LAW SCHOOL
A court made affirmative action at the University of Texas law school illegal last year, and supporters of ___________say it has been 'a disaster'. Last year the law school admitted a class that was 5.9 per cent black and 6.3 per cent Hispanic. This year the black percentage stands at 0.7 and the Hispanic at 2.3 …

Discussion:

What are the main health and safety issues in your job, or a job that you would like to do?

Unit 9

BUSINESSPEOPLE AND BUSINESS LEADERS

Businesspeople and entrepreneurs

A businessman, businesswoman or businessperson is someone who works in their own business or as a manager in an organization.

Note: The plural of businessperson is businesspeople. Businessperson and businesspeople can also be spelled as two words: business person, business people.

An entrepreneur is someone who starts or founds or establishes their own company. Someone who starts a company is its founder. An entrepreneur may found a series of companies or start-ups. Entrepreneurial is used in a positive way to describe the risk-taking people who do this, and their activities. Some entrepreneurs leave the companies they found, perhaps going on to found more companies. Others may stay to develop and grow their businesses.

Note: Found is a regular verb. Past tense and past participle: founded.

Establishment can also describe an action (e.g. the establishment of a successful business was his main aim in life).

Leaders and leadership

A large company mainly owned by one person or family is a business empire. Successful businesspeople, especially heads of large organizations, are business leaders or, in journalistic terms, captains of industry. There is a lot of discussion about whether people like this are born property with leadership skills, or whether such skills can be learned

Ex. Use words to complete this text.

The big place at the moment for (1)
is, of course, the Internet. Take

John Pace. ‘After an engineering degree at Stanford and an MBA at Harvard, I worked for a

while in a computer games company. But I always felt I was an (2)


kind of guy. In 1997,1(3)
an Internet site for cheap travel: flights, hotels, renting

cars and so on. I obtained money for investment in the (4)
-
from friends.’

Now the site has 300,000 customers, and Pace is very rich, with a big apartment in Manhattan and a house in the Bahamas. ‘I don’t want to sell the company,’ he says. ‘I’ve had offers from some big companies, but I want to stay independent. I want to (5)
the business and do things my way.

Unlike many entrepreneurs, I think I have the (6)
skills to lead and inspire a large organization. I can see the day when I’m in charge of a large business (7)

Discussion:

Who are your country's most famous entrepreneurs? 

What are they famous for? 

In your opinion, are business leaders born or made?

Unit 10

ORGANIZATIONS 1
Business and businesses

Business is the activity of producing, buying and selling goods and services. A business, company, firm or more formally, a concern, sells goods or services. Large companies considered together are referred to as big business.

A company may be called an enterprise, especially to emphasize its risk-taking nature.

Businesses vary in size, from the self-employed person working alone, through the small or medium enterprise (SME) to the large multinational with activities in several countries.

· A large company, especially in the US, is a corporation. The adjective, corporate, is often used in these combinations:

· corporate culture
■ corporate headquarters ■ corporate image

· corporate ladder
■ corporate logo
■ corporate profits

Commerce


Commerce is used to refer to business:

· in relation to other fields: ‘literature, politics and commerce’.

· in relation to government departments that deal with business: the US Department of Commerce.

· in the names of organizations which help business: chambers of commerce.

· on the Internet: electronic commerce or e-commerce.

The adjective commercial describes money-making business activities:

· commercial airline
■ commercial artist
■ commercial television

· commercial disaster ■ commercial land

You can’t say a commerce.

Enterprise

In 1970s Britain, there were state-owned or government-owned companies in many different industries such as car manufacturing and air travel. Some industries had been nationalized and were entirely state-owned, such as coal, electricity and telephone services. In the 1980s, the government believed that nationalized companies were bureaucratic and inefficient, and many of them were privatized and sold to investors.

Enterprise is used in a positive way to talk about business, emphasizing the use of money to take risks.

Ex.1. Correct the mistakes using words and expressions from this unit.

1 Before we employ people, we like to put them in job situations to see how they do the work and fit into the corporate ladder.

2 The company has built a grand corporate logo as a permanent symbol of its power.

3 Our stylish new corporate culture shows our wish to be seen as a more international airline.

4 The economy is growing and corporate headquarters are rising.

5 The rules were introduced to protect women working in factories, but today they make it harder for women to climb the corporate image.

6 Companies hit by computer crime are not talking about it because they fear the publicity will harm their corporate profits.

Ex.2. Someone is talking about the word combinations of this unit. Which are they referring to each time?

1 It carries passengers and goods, it’s not military.

2 It’s going to be used for offices and factories, not houses.

3 It receives no money from the state to make its programmes.

4 He does advertisements: you can’t find his work in art galleries.

5 It was an artistic success, but unfortunately it lost a lot of money.

Ex.3. Use expressions of this unit to complete this text.

Margaret Thatcher often talked about the benefits of (1)
or (2)
She said that her achievement was to establish an in Britain, an economy where people were encouraged to start their own companies and where it was acceptable to get rich through business: an (4)


In some areas, the government reduced the number of laws and regulations to encourage businesses to move there. Businesses were encouraged to set up in the London Docklands, for example. The Docklands were an (5)


Discussion:

Is the public sector in your country very big? 

Do people who work in it have good working conditions compared to those in the private sector?

In your country, which of these industries are in the public sector, and which are in the private sector? Which have been privatized? (rail transport, telephone services, water supply, bus transport, electricity supply, postal services)
Unit 11

ORGANIZATIONS 2

Self-employed people and partnerships

I’m a freelance graphic designer, a freelancer. That means I work for myself - I’m self-employed. To use the official term, I’m a sole trader.
Note: You usually describe people such as designers and journalists as freelancers, and people such as builders and plumbers as self-employed. 

We have set up our own architecture partnership. There are no shareholders in the organization apart from us, the partners. A lot of professional people like lawyers, accountants and so on, work in partnerships.

Limited liability

I’m the managing director and main shareholder of a small electronics company in Scotland called Advanced Components Ltd. ‘Ltd’ means limited company. The other shareholders and I have limited liability: we do not have to use our personal property, such as a house or car, to pay the company’s debts.
I’m CEO of Bigbucks Inc. ‘Inc’ stands for Incorporated. This shows that we are a corporation, a term used especially in the US for companies with limited liability

I’m the chief executive of a British company called Megaco PLC. ‘PLC’ means public limited company, so anybody can buy and sell shares in Megaco on the stock market

Mutuals

Some companies, like certain life insurance companies, are mutuals. When you buy insurance with the company you become a member. Profits are theoretically owned by the members, so there are no shareholders.

In Britain, another kind of mutual is building societies, which lend money to people who want to buy a house. But a lot of building societies have demutualized: they have become public limited companies with shareholders.

This process is demutualization.

Non-profit organizations


Organizations with ‘social’ aims such as helping those who are sick or poor, or encouraging artistic activity, are non-profit organizations (BrE) or not-for-profit organizations (AmE). They are also called charities, and form the voluntary sector, as they rely heavily on volunteers (unpaid workers). They are usually managed by paid professionals, and they put a lot of effort into fund-raising, getting people to donate money to the organization in the form of donations

Ex.1. Look at the words of this unit. What type of organization is each of these?

1 A group of engineers who work together to provide consultancy and design services. There are no outside shareholders.

2 A large British engineering company with 30,000 employees. Its shares are bought and sold on the stock market.

3 An American engineering company with outside shareholders.

4 An engineer who works by herself providing consultancy. She works from home and visits clients in their offices.

5 An independent British engineering company with 20 employees. It was founded by three engineers, who are shareholders and directors of the company. There are five other shareholders who do not work for the company.

Discussion:

6 Is self-employment common in your country? Does the government encourage it? Name some mutual companies. What sort of reputation do they have?
7 Are charities important? Which are the most active in your country?
Unit 12

THE DEVELOPMENT PROCESS
Market research
The original concept is the basic idea for something. In designing products and services, market research - finding out what people want - is of course very important. This may involve questionnaires or surveys, with questions about what people buy and why, perhaps with interviews in the street or by telephone.
There may be consumer panels and focus groups, where ordinary people meet to discuss product ideas informally. Perhaps the researchers will make sales forecasts, estimates of how many products will be sold.
Development and launch

In software, developers often produce a final test version, the beta version, where users are asked to point out bugs (problems) before the software is finalized.

Car designers use CADCAM (computer-assisted design / computer-assisted manufacturing) to help develop and make products and test different prototypes.

Researchers in laboratories may take years to develop new drugs, testing or trialling them in trials to show not only that they are effective, but also that they are safe. Drugs need to be made on an industrial scale before they can be sold.

Rollout is the process of making a product available, perhaps in particular places, to test reaction.

Product launch is the moment when the product is officially made available for sale. This is the ‘big moment’.


If a design defect or design fault is found in a product after it has been launched, the company may have to recall it, asking those who have bought it to return it, perhaps so that the defect can be corrected

Ex.1. Three people are talking about their work in product development. Correct the mistakes in italics, using expressions from this unit.

(a) Market researches showed there was a real need for this service, but before offering it, we had to test it in a (b) beta copy with small groups of users over several months to eliminate all the bugs. Even so, (c) after lunch, some users said they could get into other people’s accounts!

The more you eat, the thinner you get, and (d) \ the focal groups said they liked the taste, but first we had to prove to the authorities that it was (e) secure. Another problem was making it on an (f) industrial level: at first we could only make it in small quantities in the laboratory, but making it in bigger quantities was impossible.

At our research centre in Toulouse in France, the (g) designators develop the prototypes. People think that my job is dangerous, but there is so much (h) tasting on computer first, that all the danger has been eliminated by the time we use the product, (i) CADCAR means that the process of design and manufacture is much quicker than before

Discussion:

What sort of market research does your company, or one you would like to work for, do? Have you ever taken part in market research as a consumer? 

Unit13 
INNOVATION AND INVENTION
Innovation and invention

	Verb

	Noun:concept (uncountable)
	Noun: thing (countable)
	Noun:
person

	  design: to make plans or drawings for how something is to be made
	design
	a design
	a designer

	  develop: to make a new idea successful, for example by making or improving a product
	development
	a development
	a developer

	  innovate: to think of new ideas, methods, products, etc.
	innovation
	an innovation
	an innovator

	  invent: to design and make something for the first time
	invention
	an invention
	an inventor

	-
	technology: the
practical or industrial use of scientific discoveries
	a technology
	a technologist


countable = you can say a!an-, uncountable = you can’t say a!an
Research and technology

Hi, I ’m Ray and I’m head of product development at Lightning Technologies. Lightning makes semiconductors, the components at the heart of every computer. I’m in charge of research and development (R&D) at our research centre just outside Boston. Our laboratories are some of the most innovative in the computer industry, and we have made many new discoveries and breakthroughs.


I love technology, using scientific knowledge for practical purposes. The technology of semiconductors is fascinating. We are at the cutting edge or leading edge of semiconductor technology: none of our competitors has better products than us. Everything we do is state-of- the-art, using the most advanced techniques available.

Of course, the hi-tech products of today become the low-tech products of tomorrow. Products that are no longer up-to-date because they use old technology are obsolete. It’s my job to make sure that Lightning’s products never get into that situation.


Patents and intellectual property

Information or knowledge that belongs to an individual or company is proprietary. A product developed using such information may be protected in law by patents so that others cannot copy its design.

Other companies may pay to use the design under licence in their own products. These payments are royalties.
In publishing, if a text, picture, etc. is copyright, it cannot be used by others without permission. Payments to the author from the publisher are royalties. The area of law relating to patents and copyright is intellectual property

Ex.1. Choose the correct forms and complete the sentences.

1 White came up with (a design/design) that combined lightness and warmth.

2 There’s an exhibition on architecture and (the design/design) at the Museum of Modern Art.

3 McGrew is vice president of (a development/development) and product planning.

4 The FDA has approved (a development/development) for treating tooth disease, a new laser machine.

5 Electric light was (an invention/invention) which enabled people to stay up later.

6 Sometimes (an invention/invention) is so obvious that it is hard to believe nobody thought of it before.

7 Channel Four has always encouraged experimentation and (an innovation/innovation) in its films.

He discovered (an innovation/innovation) that has enabled him to build guitars more efficiently.

Ex.2. Complete this presentation using words from this unit. Put the words in brackets into their correct form.

Hi, I’m Raj (1)
I’m head (2)
product (3 develop)
at Indian Rice Research Centre. I’m in charge of research (5)
development (6)
our (7 researching)
centre in Delhi. Our (8 laboratory)
are (9)
of the most (10 innovation)
agriculture. We have recently (12)
some big (13 breakthrough)
in increasing rice production. I love (14 technological)
, using scientific knowledge (15) improve people’s lives. (16)
technology (17)
 rice development (18)
a good example (19)
this. We are at the (20)
edge of rice-growing techniques. Everything we do (21)
state-of-the-art, using the most advanced biological (22 know)
available.

Discussion:

Which is the most important invention of the last 100 years? 

Which one do you wish had not been invented?

Unit14

MAKING THINGS
Products

A product can be:

· something natural.

· something made to be sold.

· a service.

Produce refers to agricultural products such as crops or fruit.

For example, you can buy fresh produce at a farmers’ market

Something that is made is produced or manufactured.

A country or company that produces something is a producer of it.

A company that manufactures something is a maker or manufacturer of manufactured goods

Mass production

‘I’m Steve and I’m head of car production at a manufacturing plant. ‘Plant’ sounds more modern than factory or works. On the assembly line we mass-produce cars. The plant is highly automated: we use a lot of machinery. These machines are expensive to buy but very cost-effective - we don’t have to pay them wages! We use industrial robots. These robots are part of the CADCAM system of computer-assisted design and manufacturing.’

‘My name’s Luke. I have a little workshop where I produce furniture ordered by individual customers. We don’t use machinery: the furniture is hand​made. Producing furniture like this is a craft industry. It’s very labour- intensive: it takes a lot of work to produce each piece. Many people dislike the furniture that big companies churn out in large numbers on their production lines, so we have a lot of customers.’

Capacity and output

Output is the number or type of things that a plant, company, industry or country produces. Productivity is a measure of how much is produced in relation to the number of employees. High output per employee = high productivity.

The maximum amount that a particular plant, company or industry can produce is its capacity. If it is producing this amount, it is working at full capacity. If it is producing more than what is needed, there is overproduction or:

· excess capacity
■ overcapacity

· spare capacity
■ surplus capacity

These expressions can also be used in service industries.


If far too many things are produced, there is a glut of these things. If not enough goods are being produced, there is a shortage.

Ex.1. Rearrange these lines to make a text containing words from this unit.

1 work. Of course, we still have a lot of assembly

2 plant producing TVs in Singapore. We have two production

3 My name’s George Chen, and I’m director of a manufacturing

4 lines working 24 hours a day. We use CAD

5 line workers, so it’s still quite labour-

6 intensive. But with the help of computer-

7 CAM, and robots do some assembly

assisted design and automation, productivity is increasing

Discussion:

Are hand-made goods necessarily better than factory-made ones? 

What about cars, clothes, computers and shoes?

Unit15

MATERIALS AND SUPPLIERS
Inputs

Dryden makes vacuum cleaners. It takes raw materials like steel and plastic and makes some of the components or parts used in its products.

Other components are made by other companies.

Materials and parts are just some of the inputs.

The others are labour (workers and managers) and capital (money). Knowledge is also important because Dryden is a leader in vacuum technology.

Vacuum cleaners that are being made are work-in- progress. At any one time, Dryden has goods worth millions of dollars in its factories and warehouses: the products that have been made - its finished goods - and materials and components.

Quantities of raw materials, components, work-in-progress and finished goods in a particular place are stocks.
Note: Goods is rarely used in the singular.

BrE: work-in-progress; AmE: work-in-process BrE: stocks; AmE: inventories

Suppliers and outsourcing

Dryden receives materials and components from about 20 companies, its suppliers or partners.
The company is doing more subcontracting: using outside suppliers to provide components and services. In other words, it is outsourcing more, using outside suppliers for goods or services that were previously supplied in-house: within the company.

Just-in-time

Of course, it costs money to keep components and goods in stock: stocks have to be financed (paid for), stored (perhaps in special buildings: warehouses) and handled (moved from one place to another). So Dryden is asking its suppliers to provide components just-in- time, as and when they are needed.


This is part of lean production or lean manufacturing, making things efficiently: doing things as quickly and cheaply as possible, without waste.

Discussion:

What are the advantages and disadvantages of: outsourcing? using outside suppliers? asking for components ‘just in  time?  lean production?

Unit16

BUSINESS PHILOSOPHIES
Total quality management

Tom Dryden, of Dryden Vacuum Cleaners, believes in quality: ‘The specifications or specs of a product are exact instructions about its design, including its dimensions (size), how it is to be made, the materials to be used, etc. The objective of quality control is conformity to specifications, the idea that the product should be made exactly as it was intended, with zero defects: no faults at all. Things should be done right first time so we don’t have to correct mistakes later in a process of reworking. We do spot checks every few minutes during production to ensure everything is going well.

We have a system of total quality management (TQM), including quality circles:

groups of employees who meet regularly to suggest improvements.’

Continuous improvement

Ray, at Lightning Technologies: ‘We are always making small improvements or enhancements; this is continuous improvement. We refer to it by its Japanese name: kaizen.’

Silvia Chavez, Aerolmeas Latinas: ‘We use continuous improvement in our service industry. We look carefully at the overall customer experience. In retailing, they use mystery shoppers, who pretend to be shoppers to check service in shops. We use “mystery travellers” to report on the standard of service before, during and after the flight.’

Benchmarking

Jim, production manager at an electricity power station in the UK: ‘We use a system called benchmarking to compare our performance to other power stations. We’ve recently been to the US to see how the best power stations operate - best practice - and try to copy it. We’ve managed to halve the number of workers, and increase productivity.’

Business process re-engineering

Susanna, head of personal banking at an international bank: ‘Business process reengineering, or BPR, applies in service industries as well as in manufacturing. We didn’t want to change existing things in small ways. We completely redesigned all our processes in management, administration and customer service. We eliminated three levels of management and installed a completely new computer system. The gains in productivity have been very good

Ex. Which expression from this unit describes each of these situations?

One of the expressions is used twice.

1. 
A police service reduces the number of forms to fill in when a crime is reported, first from fifteen to twelve, then to ten, then to seven, then to three.

2. A travel company closes all its high street shops, lays off middle managers and half of its sales assistants and retrains the others to sell on the phone. It also starts an Internet service.

3. A telephone company looks at other telephone companies to see which one issues bills with fewest mistakes to customers. It then copies this company’s methods to reduce the mistakes in its own bills.

4. Most parcel delivery companies deliver 70 per cent of parcels by 10 am the next day, but one company has an advanced computer system that enables it to achieve an 80 per cent delivery rate.

5. An Internet banking service starts by allowing customers to see how much money they have in their accounts, and the latest transactions in the order they took place. Six months later customers can view the transactions in different orders. Three months later, they can make payments using the Internet service, which they couldn’t do before

Discussion:

Do you try to continuously improve your own work?  If so, in what ways?

In what ways does your company or the place where you study improve its efficiency? What should it be doing?

Unit17

BUYERS, SELLERS AND THE MARKET
Customers and clients

People who buy ‘everyday’ services such as train travel or telephone services are called customers. You can also talk about the users or end-users of a product or service, who may not be the people who actually buy it. For example, when a company buys computers for its staff to use, the staff are the end-users.

People who buy products or services for their own use are consumers, especially when considered as members of large groups of people buying things in advanced economies.

Buyers and sellers

A person or organization that buys something is a buyer or purchaser. These words also describe someone in a company who is responsible for buying goods that the company uses or sells. These people are also buying managers or purchasing managers.

A person or organization that sells something is a seller. In some contexts, for example selling property, they are referred to as the vendor. People selling things in the street are street vendors.
The market


The market, the free market and market economy describe an economic system where prices, jobs, wages, etc. are not controlled by the government, but depend on what people want to buy and how much they are willing to pay.
	
	forces pressures
	the way a market economy makes sellers produce what people want, at prices they are willing to pay

	market <
	place
	producers and buyers in a particular market economy, and the way they behave

	
	prices
	prices that people are willing to pay, rather than ones fixed by a government

	
	reforms
	changes a government makes to an economy, so that it becomes more like a market economy


Word combinations with 'market'

Ex. Find expressions in this unit with the following meanings.

1 Someone who buys food in a supermarket. (3 expressions)

2 All the people who buy food from a particular supermarket chain, from the point of view of the chain.

3 Someone who buys the services of a private detective agency.

4 All the people who buy the services of a private detective agency, seen as a group.

(2 expressions)

5 Someone who sells goods or services.

6 Someone selling a house. (2 expressions)

7 Someone buying a house. (2 expressions)

8 Someone who sells hamburgers to tourists outside the Tower of London.

9 Someone whose job is buying tyres for a car company. (4 expressions)

10 Someone who uses a computer, even if they have not bought it themself, but their company has. (2 expressions)

Ex.2. Complete the TV reporter’s commentary with expressions from this unit.

In China, all economic activity used to be controlled by the state. Prices were fixed by the government, not by buyers and sellers in the market (1)
 But in the last 20 years there has been a series of market (2)
  that have allowed people to go into business and start their own companies. Market (3)
  are determined by what buyers are willing to pay, rather than by the state. There are still state-owned companies that lose a lot of money. Until recently, they have been protected from market (4)
, but market (5)
will eventually mean that they

close down. Of course, the market (6)
has its losers: those without work, and victims of crime, which used to be very rare.

Discussion:

What goods or services does your company, or one you would like to work for, sell? Does it sell to the public, or to other companies?
Unit18

COMPANIES AND MARKETS
You can talk about the people or organizations who buy particular goods or services as the market for them, as in the ‘car market’, ‘the market for financial services’, etc. Buyers and sellers of particular goods or services in a place, or those that might buy them, form a market.
	enters penetrates
	it starts selling there for the first time.

	abandons 
gets out of leaves
	it stops selling there.

	dominates
	 a market it is the most important company selling there.

	comers
monopolizes
	it is the only company selling there.

	drives another company out of ,
	it makes the other company leave the market, perhaps because it can no longer compete.


If a company:
	
	growth
	In the late 1990s, Internet use was doubling every 100 days. Market growth was incredible.

	
	segment
	Women are a particularly interesting target for the Volvo V70. They are an important market segment for Volvo.

	market <
	segmentation
	The Softco software company divides the software market into large companies, small companies, home office users, and leisure users. This is its market segmentation.

	
	share
	Among UK supermarkets, Tesco sells more than any of the other chains. It has the highest market share.

	
	leader
	Tesco is the market leader among UK supermarkets as it sells more than any of the other chains.


More word combinations with 'market'

Competitors and competition

Companies or products in the same market are competitors or rivals. Competitors compete with each other to sell more, be more successful, etc.

The most important companies in a particular market are often referred to as key players.

Competition describes the activity of trying to sell more and be more successful. When competition is strong, you can say that it is intense, stiff, fierce or tough. If not, it may be described as low-key.

The competition refers to all the products, businesses, etc. competing in a particular situation, seen as a group

Ex.1. Use the correct form of the words in brackets to complete the sentences.

1. European films do not export well: European movies barely (abandon/corner/penetrate) the US market.

2. In the 1970s, Kodak (corner/enter/leave) the instant photography market, until then (abandon/dominate/penetrate) by Polaroid.

3. The Hunt brothers tried to fix silver prices and to
(corner/enter/leave) the silver market, (enter/drive out/monopolize) all competitors.

4. In the 1940s, MGM (abandon/get out of/monopolize) the market on film musicals. But by the late 1950s, Warner Bros had also started buying film rights to musicals.

Ex.2.Replace the underlined expressions with expressions from this unit. You may need to add a verb in the correct form.

I’m Kalil and I’m marketing manager for CrazyCola in a country called Newmarket. In this market, we (1) sell more than any other cola. In fact, we (2) have 55 per cent of the market. (3) Sales are increasing at seven to eight per cent per year. There are two main (4) groups of users: those who drink it in cafés, bars and restaurants, and those who buy it to drink at home. Of course, many users belong to both groups, but this is our (5) wav of dividing our consumers.

Ex.3.Read this description of a language training market. Answer the questions.

In Paris, 500 organizations offer language training to companies. However, 90 per cent of sales are made by the top five language training organizations. The market is not growing in size overall. Organization A has 35 per cent of the market, and faces stiff competition from B, which has about 25 per cent of the market, and from C, D and E, who each have 10 per cent, but who are trying to grow by charging less for their courses.

1 How many competitors are there in this market?

2 Is competition in the market strong?

3 Who is the market leader?

4 Who are the two key players?

5 Who mainly makes up the competition, from the market leader’s point of view?

6 If one competitor increases its market share,

can the others keep their market share at the same level?

Unit19

MARKETING AND MARKET ORIENTATION
Marketing

Marketing is the process of planning, designing, pricing, promoting and distributing ideas, goods and services, in order to satisfy customer needs, so as to make a profit.

Companies point out how the special characteristics or features of their products and services possess particular benefits that satisfy the needs of the people who buy them.

Non-profit organizations have other, social, goals, such as persuading people not to smoke, or to give money to people in poor countries, but these organizations also use the techniques of marketing.

In some places, even organizations such as government departments are starting to talk about, or at least think about their activities in terms of the marketing concept.
The four Ps

The four Ps are:

product: deciding what to sell

price: deciding what prices to charge

place: deciding how it will be distributed and where people will buy it

promotion: deciding how the product will be supported with advertising, special activities, etc.

A fifth P which is sometimes added is packaging: all the materials used to protect and present a product before it is sold.

The four Ps are a useful summary of the marketing mix, the activities that you have to combine successfully in order to sell. The Promotion next four units look at these activities in detail.

To market a product is to make a plan based on this combination and put it into action. A marketer or marketeer is someone who works in this area.

(Marketer can also be used to describe an organization that sells particular goods or services.)

Market orientation

Marketers often talk about market orientation: the fact that everything they do is designed to meet the needs of the market. They may describe themselves as market- driven, market-led or market-oriented

Read the article and answer the questions

Most people and many managers do not understand the role of marketing in modem business.

Marketing is two things. First, it is a strategy and set of techniques to sell an organization's products or services. This involves choosing target customers and designing a persuasive marketing mix to get them to buy. The mix may include a range of brands, tempting prices, convenient sales outlets and a battery of advertising and promotions. This concept of marketing as selling and persuasion is by far the most popular idea among both managers and the public.

The second, and by far more important concept of marketing, focuses on improving the reality of what is on offer. It is based on understanding customers' needs and developing new solutions which are better than those currently available. Doing this is not a marketing department problem, but one which involves the whole organization.

For example, for Rover to beat Mercedes for the consumer's choice involves engineering new models, developing lean manufacturing processes, and restructuring its dealer network.

Creating company-wide focus on the customer requires the continual acquisition of new skills and technology. Marketing is rarely effective as a business function. As the chief executive of Hewlett Packard put it: 'Marketing is too important to leave to the marketing department.' Such companies understand that everybody's task is marketing. This concept of marketing offering real customer value is what business is all about

1 Which of the four Ps are mentioned here?

2 Does the author think the four Ps are a complete definition of marketing?

3 Does the author think that marketing is only for marketers?

Discussion:

Can a poor product be made successful by clever marketing techniques? Can you think of any examples?

Unit 20

PRODUCTS AND BRANDS
Word combinations with 'product'

	
	'   catalogue (BrE) catalog (AmE) mix
portfolio
	a company’s products, as a group

	product 
	line
range
	a company’s products of a particular type

	
	lifecycle
	the stages in the life of a product, and the number of people who buy it at each stage

	
	positioning
	how a company would like a product to be seen in relation to its other products, or to competing products

	
	k    placement
	when a company pays for its products to be seen in films and TV programmes


Goods

Goods can refer to the materials and components used to make products, or the products that are made.

Here are some examples of these different types of goods:

Consumer goods that last a long time, such as cars and washing machines, are consumer durables. Consumer goods such as food products that sell quickly are fast- moving consumer goods, or FMCG.

Brands and branding

A brand is a name a company gives to its products so they can be easily recognized.

This may be the name of the company itself: the make of the product. For products like cars, you refer to the make and model, the particular type of car, for example, the Ford (make) Ka (model).

Brand awareness or brand recognition is how much people recognize a brand. The ideas people have about a brand is its brand image. Many companies have a brand manager.

Branding is creating brands and keeping them in customer’s minds through advertising, packaging, etc. A brand should have a clear brand identity so that people think of it in a particular way in relation to other brands.

A product with the retailer’s own name on it is an own-brand product (BrE) or own- label product (AmE). Products that are not branded, those that do not have a brand name, are generic products or generics

Ex. Complete this marketer’s description of his work using expressions from this unit.

My name’s Tomas. I’m Portuguese, and I’ve been (1)
for Woof dog food for the whole of Portugal and Spain since I left business school last summer.

The Woof (2)
is owned by a big international group. The market for pet food in Portugal and Spain is growing very fast, as more and more people own dogs and cats, and we’re trying to increase (3)
of Woof through TV advertisements and hoardings in the street. Research shows that people have very positive ideas about it: it has a very positive (4)
But the supermarkets have their (5)
dog food, usually sold cheaper than our product, which is a problem. There are even (6)
sold just under the name ‘dog food’. We have to persuade people that it’s worth paying a bit more for a (7)
product like Woof, which is far better, of course.

Discussion:

Have you seen any examples of product placement

Do you know any products with strong brand images?

What are the advantages and disadvantages of brand name products, own brands and generics? 

Which do you prefer to buy?

UNIT 21
PRICE
	
	boom
	a good period for sellers, when prices are rising quickly

	
	controls
	government efforts to limit price increases

	
	cut
	a reduction in price

	price <
	hike
	an increase in price

	
	war
	when competing companies reduce prices in response to each other

	
	leader
	a company that is first to reduce or increase prices

	
	. tag
	label attached to goods, showing the price; also means ‘price’


Word combinations with 'price'

Upmarket and downmarket

Products, for example skis, exist in different models. Some are basic, some more sophisticated. The cheapest skis are low-end or bottom-end. The most expensive ones are high-end or top-end products, designed for experienced users (or people with a lot of money!). The cheapest entry- level skis are for beginners who have never bought skis before. Those in between are mid-range. If you buy sophisticated skis to replace basic ones, you trade up and move upmarket. If you buy cheaper skis after buying more expensive ones, you trade down and move downmarket.

Downmarket can show disapproval. If a publisher takes a newspaper downmarket, they make it more popular, but less cultural, to increase sales.

Mass markets and niches

Mass market describes goods that sell in large quantities and the people who buy them. For example, family cars are a mass market product. A niche or niche market is a small group of buyers with special needs, which may be profitable to sell to. For example, sports cars are a niche in the car industry

Ex. Complete the sentences with the appropriate form of words from this unit.

1 A price
by Mills may indicate the start of price increases by other producers.

2 Britain’s house price
has gone beyond London, with properties in Kent now worth 25 per cent more than a year ago.

3 Consumers will get price
of eight per cent off phone bills from May.

4 When President Perez ended price
, electricity, phone and transport costs went up.

5 Petron is a price
; it’s usually the first to offer lower prices.

6 The project had many design problems, pushing up the price
for each helicopter from $11 million to $26 million.

7 There is a price
between Easyjet and KLM on the London to Amsterdam route

Ex.Correct the mistakes in italics, using expressions from C and D opposite.

I’m Denise van Beek, from sailing boat company Nordsee Marine. We have something for everyone. If you’ve never sailed before, try our (1) mid-range model, the Classic. It’s six metres long and very easy to sail. After a year or two, many customers (2) trade down or (3) take upmarket to something more (4) basic, like the (5) entry-level nine-metre Turbosail, with more equipment and a bit more luxury. Our bottom end product is the Fantasy. It’s 15 metres long and has everything you need for comfort on long voyages. We also produce the Retro, a traditional boat. There’s a small but profitable (7) mass market for this type of boat

Discussion:

What is the range of products or services offered by your company or one you admire? How are they priced?

Are there price wars or government price controls in your country? 
Unit 22
PLACE. MARKETING.
Place

A wholesaler or shop selling a particular product, such as cars, is a dealer. A reseller sells computers. Wholesalers and retailers are distributors. Wholesalers are sometimes disapprovingly called middlemen.

Shops

A shop (BrE) or store (AmE) is where people buy things. Companies may call it a retail outlet or sales outlet. Here are some types of shop:

· chain store: part of a group of shops, all with the same name.

· convenience store: small shop in a residential area and open long hours.

· deep discounter: a supermarket with very low prices.

· department store: very large shop with a wide variety of goods, usually in a town centre.

· drugstore: shop in a town centre in the US which sells medicines; you can also have coffee and meals there.

· hypermarket: very large shop with a wide variety of goods, usually outside a town.

· supermarket: very large shop, selling mainly food.

In Britain, a shopping centre or shopping precinct is a purpose-built area or building in a town centre with a number of shops. Outside towns, there are shopping malls, where it is easy to park.

Franchises are owned by the people that run them (franchisees), but they only sell the goods of one company. That company (the franchisor) provides goods, organizes advertising, and offers help and support. In return it takes a percentage of the profits of each franchisee. Many restaurants are also run like this.

Direct marketing

Hi, I’m Beatrice and I work in a direct marketing company in Brussels. We organize mailings for many different products and services. This is direct mail but people often call it junk mail. We target our mailing lists very carefully: for example, we don’t send mailshots for garden tools to people who live in apartments!

We also do telemarketing, selling by telephone, including cold calls to people who have had no contact with us before. People are often rude to the workers in our call centres when they do this

Hi, my name’s Michael Son. I started out in the PC business 15 years ago when I tried to buy a PC. There was a complicated (1) d
c
between the manufacturer and the customer: (2) w
, (3) r
and (4) r
all

added to the costs, but they didn’t add much value from the (5) c
’s point of view. Here at Son Computers, we manufacture every PC to order and deliver straight to the buyer. That way we cut out the (6) m
Look at B opposite and say where you go if you want to:

1 park easily and visit different shops without going to the town centre.

2 visit different shops grouped together in a British town centre.

3 buy a packet of sugar when all the supermarkets are closed.

4 have a snack in an American city without going to a restaurant.

5 buy food very cheaply.

6 buy clothes in a town centre without going to a specialized clothes shop.

Discussion:

Which types of shops do you use to buy different things? Why?

Do you like getting direct mail? Have you ever bought anything this way? Do you receive cold calls? How do you react?

Unit 23
PROMOTION
Advertising

The Internet is a new advertising medium.

Product endorsements are when famous people recommend a product.

A series of advertisements for a particular company or product is an advertising campaign.
A person or business that advertises is an advertiser. An organization that designs and manages advertising campaigns is an advertising agency.
Sponsorship is where companies sponsor (pay some of the
BrE: ad, advert, advertisement
costs of) events like concerts and sports events.
AmE: ad, advertisement
The sales force

A company’s salespeople (its salesmen and saleswomen) visit customers and persuade them to buy its products. Each member of this sales force may be responsible for a particular region: his or her sales area or sales territory.
The head of the sales force is the sales manager.
Promotional activities

Promotion (uncountable) is all the activities supporting the sale of a product, including advertising. A promotion (countable) describes:

· a special offer such as a discount ■ a free gift: given with the product, or reduced price. 

· a free sample: a small amount of ■ competitions with prizes, the product to try or taste.

Supermarkets and airlines give loyalty cards to customers: the more you spend, the more points you get, and you can exchange these points for free goods or flights.

Cross-promotion is where you buy one product, and you are recommended to buy another product that may go with it

Discussion:

What advertisements and promotional activities does your company or school use? What advertising campaigns are famous in your country? 

Unit 24
THE INTERNET AND E-COMMERCE

The Internet and e-commerce

The Internet service provider or ISP is the organization that provides you with Internet access. You register and open an account, then they give you an email address so that you can communicate by email with other users. (See Unit 53) Some ISPs have their own content - news, information and so on - but many do not. After you log on by entering your user name and password (a secret word that only you know), you can surf to any site on the World Wide Web. If you’re looking for a site about a particular subject, you can use a search engine like Google or Yahoo. When you’ve finished, remember to log off for security reasons

Clicks-and-mortar

My name’s John, and I own a chain of sports shops. Last year, I started an e-commerce operation, selling goods over the Internet. We’ve done well. Visitors don’t have trouble finding what they want, adding items to their shopping cart and paying for them securely by credit card. Last year we had two million unique users (different individual visitors) who generated 35 million hits or page views. That means our web pages were viewed a total of 35 million times!

E-commerce or e-tailing has even acted as a form of advertising and increased levels of business in our traditional bricks-and-mortar shops! Pure Internet commerce operations are very difficult. To succeed, I think you need a combination of traditional retailing and e-commerce: clicks-and- mortar. In our case, this has also helped us solve the last mile problem, the physical delivery of goods to Internet customers: we just deliver from our local stores!

B2B, B2C and B2G

Selling to the public on the Internet is business-to-consumer or B2C e-commerce. Some experts think that the real future of e-commerce is going to be business-to-business or B2B, with firms ordering from suppliers over the Internet. This is e-procurement.

Businesses can also use the Internet to communicate with government departments, apply for government contracts and pay taxes: business-to-government or B2G.

Discussion:

Do you send email? Do you surf the Internet? Do you shop on the Internet? 

What are the advantages and disadvantages? Do you have any experience of B2B or B2G?

PART II

Unit I 

WORD-STUDY 

Exercise 1. Check the transcription in a dictionary, read and translate the words 

listed below. 

Nouns:  coffee, chocolate, recorder, investment, border, activity, finance. 

Verbs:  participate, contribute, expand, transfer, earn. 

Adjectives:   global, foreign, international, local, racial. 

Exercise 2. Make nouns from the following verbs according to the model and 

translate them. 

Model: a) to import – import(er); 

to record, to travel, to trade, to finance, to consume. 

Model: b) to endow – endow(ment); 

to retire, to agree, to govern, to employ, to pay, to invest. 

UNDERSTANDING A PRINTED TEXT 

WHAT IS THE WORLD ECONOMY?

In many ways, we are all part of the world economy. When we drink our imported coffee or hot chocolate in the  morning, when we use a foreign-made videocassette recorder, or when we travel abroad on holiday, we are participating in the growing world of international trade and finance. 

And it is not only as a consumer of foreign goods and services that we are part of the world economy. The money that our pension funds or university endowments earn from global investments may actually be paying for our retirement or a new building on campus. Foreign investment in local real estate and companies can also provide needed jobs for our friends and families. Even the local athlete who has signed a contract to play abroad is part of the expanding global economy. 

The world economy is made up of all those interactions among people, businesses, and governments that cross international borders, even the illegal ones. 

We use the world economy to achieve specific political or ecological objectives when we employ economic sanctions to fight racial segregation or the illegal killing of whales.  

Basically, whatever crosses an international border—whether goods, services, or transfers of funds—is part of the world economy. Food imports, automobile exports, investments abroad, even the trade in services such as movies or tourism contribute to each country's international economic activity. 

COMPREHENSION CHECK 

Exercise 1. Choose the correct answer according to the information in the text. 

1. What is the global economy made up of? 

a) The world economy is made up of goods and services. 

b) The world economy is made up of all interactions between people, businesses and governments that cross international borders. 

c) The world economy is made up of domestic and international trade. 

2. What is the part of the world economy? 

a) Everything that crosses international borders. 

b) All goods and services at men’s disposal. 

c) Each country’s economic activity. 

3. What can provide needed jobs for our friends and families? 

a) Our own money. 

b) Loans from local banks. 

c) Foreign investment in local real estate and companies. 

Exercise 2. Translate the following words and make your own sentences with them. 1. Trade  

2. Investment 

3. Goods 

LANGUAGE ACTIVITY 

Exercise 1. Look at these examples and add more of your own using the root words 

with one of the prefixes in this list. 

co  co-chairman, co-worker … 

mid  midnight, midair, midweek … 

over  overdone, overpaid, overcome … 

re  rebuild, reappear, redone … 

un  undo, until, uncover … 

Exercise 2. Fill the gaps in this story, using a, an, some, a lot of, lots of or the – or a “zero article” (0). The first one is done for you as an example: 

Last week I went to …an… exhibition of …0… paintings at …the… Tate Gallery in 

London. I’m not really …… great art lover but I’d read …… good reviews of …… 

exhibition and I was keen to see it. When I arrived, there were already ……. people waiting outside for …… doors to open. I joined …… queue and in …… end …… doors opened and we went inside to see …… show. 

Now, I must be honest and admit that many of ….. paintings disappointed me. 

Although I spent …… time looking carefully at …… each one, I had …… difficulty in understanding what …… artist was getting at. Finally, as I was looking at one of …… paintings and trying to decide if it was …… right way up or not, …… old gentleman came up behind me and started to explain …… whole thing to me. He kindly answered all of …… my questions and we talked for over …… hour. Then he said he had …… appointment and had to go, so we shook hands and said goodbye. I went round …… gallery once more and now I found that all …… paintings seemed really beautiful. 

It was only as I was leaving …… gallery that I found out who …… old man 

was his self-portrait was on …… posters advertising …… exhibition! 

Exercise 3. Supply the correct articles where necessary. 

1. Passengers for … flight 452 to London, please collect your hand luggage and go to … gate four. 

2. Can I check in for … flight to London here? 

3. It’s … non-stop flight. 

4. The price for … goods was 500 £. 

5. Now English people don’t go to … cinema and to … theatre as often as some years ago. They usually stay at home and watch television and VCR. 

6. There will be … new cinema in our district next month. 

Exercise 4. Divide the following words into two groups: 

a)  nouns used only in singular; 

b)  nouns used only in plural. 

Example: money – singular; 

Knowledge, contents, opera-glasses, wages, news, clothes, trousers, scissors, 

spectacles, mathematics. 

Exercise 5. In place of the adjectives in brackets put the correct form adding 

“more” or “most” where necessary. 

1. What (nice) present is there than a box of chocolates! 

2. This is the (wonderful) and (beautiful) picture that has ever come out to the 

Hollywood. 

3. Summer is (warm) of the four seasons. 

4. Manchester is (small) than London. 

5. Winter in London is (foggy) than in Paris. 

6. Your test is much (bad) than I thought.

Unit II 

WORD-STUDY 

Exercise 1. Check the transcription in a dictionary, read and translate the words 

listed below. 

Nouns:  wealth, salary, currency, value, view, grocery, item, insurance, amount. 

Verbs: determine, define, rely, own, calculate, convert. 

Adjectives:  comparable, difficult, valuable, reliable, common. 

Adverbs : although, actually, usually, widely, necessarily. 

Exercise 2. Translate collocations used with the word “question”. Use them in sentences of your own. 

Without question, in question, a question of, out of the question, open to question, just a question of. 

UNDERSTANDING A PRINTED TEXT 

HOW IS WEALTH DETERMINED AROUND THE WORLD?

A nation’s wealth can best be determined by looking at its people. But it is difficult to rely on any one statistic. Are the Kuwaitis better off because they earn more money per capita than the Brazilians? Are the French better off if they have more telephones per household than the Canadians? 

There are many different ways to determine wealth. Economists define wealth as what a person owns, such as stocks and real estate, but many people look first to their level of income to see if they are well off. Comparing salaries in different countries, however, is like comparing apples and oranges, because the salaries in each country are paid in different currencies. We need to somehow translate what each person earns into a common unit of measure. 

One way of translating salaries is to first compare the value of the currencies of the countries in question. This is usually done by using exchange rates that tell us the value of one currency calculated in terms of another. 

Exchange rates, determined by the foreign exchange markets around the world, 8 reflect the markets’ view of each country’s economic and political situation. By using exchange rates, a salary in yen in Tokyo can be converted into U.S. dollars to make it comparable to a salary in Los Angeles. Or it can be converted into French francs to make it comparable to a salary in Paris. Because the cost of living varies widely from one country to another, however, it is difficult to translate salaries by simple using currency exchange rates. If a Big Mac or an apartment costs three times as much in Tokyo as in Los Angeles or Paris, a higher salary in Japan does not necessarily mean a Japanese worker is better off than an American or French worker. 

It is sometimes more valuable to look at what salaries will actually buy in each country. A salary's "purchasing power" tells us how many goods and services it can actually buy. Comparing the cost of a group of goods and services from country to country, therefore, gives us a more reliable exchange rate, called purchasing power parity (PPP). The PPP exchange rate is calculated by looking at the cost of groceries and other items such as vacation trips, automobiles, insurance, and rent in different countries.

By choosing this basket of goods and services and calculating their cost in different countries around the world, we can compare the purchasing power or "real" value of salaries from country to country. Although one country may be richer in terms of the amount of money each citizen owns or earns, what counts in the long run is what each person can do with this wealth. 

COMPREHENSION CHECK 

Exercise 1. Answer the following questions. 

1. How do economists define wealth? 

2. What does salary’s purchasing power tell us? 

3. How is purchasing power parity (PPP) calculated? 

4. What do exchange rates reflect? 

5. Why is it difficult to rely on any one statistic in determining a nation’s wealth? 

Exercise 2. Which explanation of an economic term (or collocation) is correct? 

1. a) We are all part of the world economy. 

    b) Only educated people can be part of world economy. 

    c) Only the developed countries can be part of world economy. 

2. a) Per capita means for one individual. 

    b) Per capita means for one company. 

    c) Per capita means for one country. 

3. a) A salary’s purchasing power tells us how many expensive goods it can actually buy. 

    b) A salary’s purchasing power tells us how many goods and services it can 

actually buy. 

    c) A salary’s purchasing power tells us how many real estates it can actually buy. 

LANGUAGE ACTIVITY 

Exercise 1. Fill the gaps in these sentences, using a suffix with the correct form of 

the root word on the right. 

Example: It was very careless of you to break that coffee cup.    care 

1. She’s quite …; she plays the violin and the piano.      music 

2. We started our trip on a beautiful … morning.        sun 

3. I enjoyed the book very much because it was so ….      read 

4. His … knowledge is still very poor.      geography 

5. I’ll always remember that journey – it was an un …       forget 

experience. 

Exercise 2. Insert the article “the” where necessary. 

Example: … language of Spaniards is Spanish. 

              The language of Spaniards is Spanish. 

1. … Atlantic Ocean lies between … Europe and … United States. 

2. … capital of … France is … Paris. 

3. In Northern countries … summer is the hottest season. 

4. He goes walking in … Pyrenees in … spring. 

5. Yesterday … breakfast we had was excellent. We had … bacon and … eggs and … coffee and many other tasty things. 

6. He talks a lot about … love because he is lonely. 

7. … Apennines are in … Italy. 

Exercise 3. Divide the following words into two groups: 

a)  nouns the plural form of which does not differ from the singular. 

b)  nouns the plural form of which differs from the singular. 

Example: a-1; 

1. deer  5. finger  9. fruit 

  10 2. enemy  6. fish    10. pie 

3. sheep  7. fox   11. land 

4. face  8. ship  12. country 

Exercise 4. Insert the correct prepositions: 

1. Henry’s come home to England … business. 

2. We’ve been working … this investigation for years. 

3. I must meet him, I’ve heard so much … him. 

4. It will be difficult to get … that crowd. 

Exercise 5. Choose the correct form of the pronouns. 

1. She speaks so fast that I couldn’t follow…(her, hers, herself). 

2. For want of money (I, me, my) couldn’t go abroad. 

3. Students write (their, they, them) term-papers twice a year. 

4. She works at (her, hers, herself) graduation paper every day. 

5. (We, ours, our) have passed (our, us, ours) exams. Let (we, ourselves, us) go to the cinema. 

6. To study at (your, you, yours) faculty is more difficult than at (our, we, ours). 

Exercise 6. Insert the appropriate forms of the reflexive or emphasizing pronouns. 

1. Will you be able to carry out this experiment…? 

2. We don’t know it … because the experiment will take a lot of time. 

3. I was looking for the book … but couldn’t find it anywhere. 

4. She couldn’t rely on … . 

5. The results of the experiment seemed strange to the experimenter …

Unit III 

WORD-STUDY 

Exercise 1. Check the transcription in a dictionary, read and translate the words 

listed below. 

Nouns: macroeconomics, microeconomics, behaviour, consumer, revenue, spending, fuel, goal, survey, vehicle. 

Verbs: supply, influence, promote, keep, regulate. 

Adjectives: individual, overheated, major, governmental, fiscal. 

Exercise 2. Make a) adverbs from the following adjectives according to the model: 

Model: adjective + ly (special- specially); 

actual, usual, wide, necessary, essential, careful, quick, great, basical, common. 

            b) nouns from the following adjectives according to the model: 

Model: adjective + ness (complete-completeness); 

careful, happy, ready, eager, great, useful. 

UNDERSTANDING A PRINTED TEXT 

WHAT IS MACROECONOMICS?

Macroeconomics provides us with a bird's-eye view of a country's economic landscape. Instead of looking at the behavior of individual businesses and consumers—called microeconomics—the goal of macroeconomics is to look at overall economic trends such as employment levels, economic growth, balance of payments, and inflation. The study of the world economy, for example, is essentially a macroeconomic survey. 

Just as the speed of an engine is regulated by its supply of fuel, macroeconomics is influenced mainly by monetary policy, which controls a nation's money supply, and fiscal policy, which controls a government's revenue and spending. Control over an economy is essentially in the hands of each country's central banks and government, because they control the money that provides the fuel to keep the economy running. 

Monetary policy, the control of a nation's money supply, is managed by each country's central bank. Germany's Bundesbank, Britain's Bank of England, and the Bank of Japan all regulate their money supplies with basically the same goals as the U.S. Federal Reserve: to promote economic growth and keep inflation under control. Just as a driver uses the accelerator to speed up or slow down a vehicle, central banks control the economy by increasing or decreasing the money supply. By carefully regulating the supply of money to fuel economic growth, a central bank works to keep the economy from overheating or slowing down too quickly.   12 Monetary policy is essentially a guessing game. 

There is not one statistic to tell us how fast an economy is growing, and there is nothing that tells us how quickly the economy will respond to changes that may take months or years to implement. Central banks try to keep one eye on inflation, resulting from an overheated economy, and one eye on unemployment, resulting from economic slowdowns. The economy at large can also be controlled by regulating fiscal policy, government revenue and spending. 

Although a country's money supply is controlled by central banks, government spending also greatly influences a country's economic growth. Just as a family's economic health is influenced by a parent's earnings and spending habits, a nation's economic health is influenced by governmental fiscal policies, such as taxation, spending, and government borrowing. For better or for worse, the major economic influences in our daily lives, such as inflation and unemployment, are primarily the result of macroeconomic decisions. 

COMPEHENSION CHECK 

Exercise 1. Complete the sentence giving the explanation to the following 

economic terms. 

1) Macroeconomics is … 

2) Microeconomics is … 

3) Fiscal policy is … 

4) Monetary policy is … 

Exercise 2. True or false? 

1. Macroeconomics controls individual spendings. 

2. Control over an economy is in the hands of country’s central bank and government. 

3. The goals of the central bank are to promote economic growth and keep inflation under control. 

4. Central banks control the economy only by increasing the money supply. 

5. Monetary policy is a thing you can always rely on. 

LANGUAGE ACTIVITY 

Exercise 1. Point out the part of speech according to the suffix. 

Example: national – adj, suf. “al” 

Childish, movement, reliable, originate, quickly, professionally, thoughtless, useful, nearly, lecture acceptable, wooly. 

Exercise 2. Translate into Ukrainian the following groups of words of the same stem. 

Example: Simple, simply, simplicity, simplification; 

to prove, proof, fireproof, airproof, waterproof; 

to apply, application, applicable, applicability; 

to originate, origin, original, originally; 

to encourage, courage, courageous, encouragement. 

Exercise 3. Supply the correct article where necessary. 

1. The Seller offered us … 3% discount, but … discount did not suit us. 

2. We usually give … discount to the Buyers if we have known them for a long time. 

3. There is … heavy demand for the compressors of the new model as they are of very high quality. 

4. The Seller didn’t agree to give us … discount as their goods were in … great 

demand at that price. 

5. … demand for the latest model of sport cars is very big in this country. 

Exercise 4. Write the comparative and superlative degrees of the following: 

1. beautiful    5. bright    9. unkind 

2. correct    6. comfortable  10 . long 

3. wise    7. heavy    11. big 

4. difficult    8. helpless    12. careful 

Exercise 5. Finish the sentences given below. 

1. The harder you work, … 

2. The more we have, … 

3. The less you know about a problem, … 

4. The longer we live, … 

Exercise 6. Fill the gap in these sentences with a suitable preposition. 

1. How are we going to deal … this problem? 

2. You can never rely … him to provide you … information. 

3. At the end of the party we thanked our host … inviting us. 

4. I object … his unpunctuality. 

5. … behalf of the students and staff, I’d like to welcome you … that ceremony. 

Exercise 7. Insert since, for, ago as appropriate. 

1. He was born many years …. 

2. Mary has been in Germany … four years. 

3. … you arrived everything has changed. 

4. I’ll be staying with you … the Christmas holidays. 

5. She hasn’t seen him … last month.

Unit IV 

WORD-STUDY 

Exercise 1. Check the transcription in a dictionary, read and translate the words 

listed below. 

Nouns: flow, opportunity, barrier, law, period. 

Verbs: consume, involve, exist, erect, damage, retaliate. 

Adjectives: domestic, interlinked, diverse, artificial. 

Exercise 2. Give the translation and remember the following verbs used with 

prepositions in post- position. 

Pay for, flow in, flow out, substitute for, drink out, make up, rely on, convert into, look at, look after, speed up, keep from, refer to, add up. 

UNDERSTANDING A PRINTED TEXT 

WHAT IS INTERNATIONAL TRADE?

The basic idea of international trade and investment is simple: each country produces goods or services that can be either consumed at home or exported to other countries. 

The main difference between domestic trade and international trade is the use of foreign currencies to pay for the goods and services crossing international borders. Although global trade is often added up in U.S. dollars, the trading itself involves a myriad of currencies. A Japanese videocassette recorder is paid for in French francs in Paris, and French designer sunglasses are paid for in U.S. dollars in Seattle. 

Brazilian coffee, American films, and German cars are sold around the world in currencies as diverse as Danish kroner and Malaysian ringgits. Whenever a country imports or exports goods and services, there is a resulting flow of funds: money returns to the exporting nation, and money flows out of the importing nation. Trade and investment is a two-way street, and with a minimum of trade barriers, international trade and investment usually makes everyone better off. In an interlinked global economy, consumers are given the opportunity to buy the best products at the best prices. By opening up markets, a government allows its citizens to produce and export those things they are best at and to import the rest, choosing from whatever the world has to offer. 

Some trade barriers will always exist as long as any two countries have different sets of laws. However, when a country decides to protect its economy by erecting artificial trade barriers, the result is often damaging to everyone, including those people the barriers were meant to protect. 

The Great Depression of the 1930s, for example, spread around the world when 16 the United States decided to erect trade barriers to protect local producers. As other countries retaliated, trade plummeted, jobs were lost, and the world entered into a long period of economic decline. 

COMPREHENSION CHECK 

Exercise 1. Choose the correct word according to the information in the text. 

1. The main … between domestic trade and international trade is the use of foreign 

currencies to pay for the goods and services crossing international borders. 

a) idea 

b) difference 

c) goal 

2. In the … global economy, consumers are given the opportunity to buy the best 

products at the best prices. 

a) domestic 

b) interlinked 

c) foreign 

3. Some … barriers will always exist as long as two countries have different sets of 

laws. 

a) trade 

b) import 

c) export 

4. By … markets, a government allows its citizens to produce and export things they 

are best at. 

a) closing up 

b) expending 

c) opening up 


Exercise 2. Read and translate the collocations and expressions given below. 

1. foreign made videocassette recorder 

2. international trade and finance 

3. global investment 

4. countries in question 

5. exchange rate 

6. overall economic trends 

7. fiscal policy 

8. nations money supply 

9. a guessing game 

10. earnings and spending habits 

LANGUAGE ACTIVITY 

Exercise 1. Complete the sentences. Use the comparative of the words in brackets + than. 

Example: Her problem was more serious than we at first thought. (serious) 

1. Sorry I’m late. It took me … to get here …. I can expect. (long) 

2. She looks about 20, but in fact she’s much … she looks. (old) 

3. Your English has improved. You speak …… before. (fluently) 

4. Health and happiness are … money. (important) 

5. This exhibition is … the one we visited yesterday. (interesting) 

6. It’s … today … it was yesterday. (warm) 

Exercise 2. Write in the correct verb: say, tell, speak or talk. Where more than one is possible, indicate by putting alternatives in brackets: 

1. If you go to bed now I’ll … you a story. 

2. He didn’t even … he was sorry. 

3. She was so worried she couldn’t even …. 

4. Who … you I was going to London? 

5. I wanted to … to him but he didn’t … English. 

6. Please don’t … so much! We’re all feeling tired. 

7. You can never … what he will do. 

Exercise 3. Insert some of, any of, or somewhat as required: 

1. Choose the ones you like! You can take … these books away with you. 

2. I don’t think his English is getting … better. 

3. … the carriages were damaged in the crash. 

4. Would you like … my cigarettes? 

5. Don’t you think this is … difficult? 

6. No, he didn’t lose … his assets. 

Exercise 4. Supply the articles where necessary. 

If it is warm and sunny English people say: “We are having … wonderful weather”. If it is cold and wet they say: “… weather is terrible, isn’t it?” As … weather changes very often, it is quite important in … lives of the British people. 

Exercise 5. In the texts you have come across such adverbs as  “considerably”, 

“frequently”, “continuously” etc. Let’s recollect what an adverb is. 

These are words which inform us about: 

1)  how something is done (quickly, slowly,  carefully, on foot, by bus, etc.). These 

are adverbs and adverbial phrases of manner; 

2) where something is done (there, at home, in England, on Web, at work, etc.). 

These are adverbs and adverbial phrases of place; 

3) when something is done (yesterday, today, next week, at 5 o’clock, etc.). These are adverbs and adverbial phrases of time. 

Now, you should remember the order of these words in a sentence: it is 

“manner-place-time”. 

Example: Our students made this experiment successfully last week. 

However this order changes as soon as we meet “movement verbs”. Then the order is: “place-manner-time”. 

Example: We went to the computing laboratory quickly after classes. 

Try this exercise: 

1.  I worked (at the office, hard, today). 

2.  I’m travelling (every summer, by bicycle, to my native village). 

3.  He studied (last year, a lot, at university). 

4.  I drive (every morning, to work). 

5.  The friend walked (through the park, home, this afternoon). 

6.  The orchestra performed (at the concert, magnificently, last night). 

7.  She translated the text (quickly, yesterday, at the lesson). 

8.  The engineers return (by plane, to France, every weekend). 

Unit V 

WORD-STUDY 

Exercise 1. Check the transcription in a dictionary, read and translate the words 

listed below. 

Nouns: inflow, outflow, account, loan, tally, motorcycle, deficit. 

Verbs: refer, move, merchandize, include. 

Adjectives: visible, tangible, obvious, excessive, current. 

Exercise 2. a) Fix your attention on negative prefixes. Translate the words. 

employment – unemployment 

profitable – unprofitable 

include – exclude 

import – export 

inflow – outflow 

increase – decrease 

visible – invisible 

legal – illegal 

regular – irregular 

rational – irrational 

understand – misunderstand 

place – misplace 

b) Make nouns from the following verbs according to the model and translate 

them. 

Model: Verb + ment + (advertise-advertisement); 

Pay, invest, develop, move, govern, improve. 

UNDERSTANDING A PRINTED TEXT 

WHAT ARE TRADE SURPLUSES AND DEFICITS?

Just like any business, a country has to keep track of its inflow and outflow of goods, services, and payments. At the end of any given period, each country has to look at its "bottom line" and add up its international trade and investments in one way or another. 

The narrowest measure of a country's trade, the merchandise trade balance, looks only at "visible" goods such as videocassette recorders, wine, and motorcycles. Trade in visible goods is commonly referred to as the trade balance even though it includes only those tangible goods that can actually be loaded on a ship, airplane, or whatever other means of transport to move goods from one country to another. The current account is a better measure of trade, because it includes a country's   20 exports and imports of services, in addition to its visible trade. It may not be obvious, but many countries make a lot of money exporting "invisibles" such as banking, accounting, and tourism. A tourist abroad, for example, "buys" hotel and restaurant services in the same way as a consumer at home would buy an imported appliance. 

Movies and banking services have to be paid for just like bags of rice. The current account tells us which countries have been profitable traders, running a current account surplus with money in the bank at the end of the year, and which countries have been unprofitable traders, having imported more than they've exported, running a current account deficit, or spending more than they've earned. Trade deficits and surpluses are balanced by payments that make up the difference. A country with a current account surplus, for example, can use the extra money to invest abroad, or it can put it in its cookie jar of foreign currency reserves. A country running a current account deficit has to look abroad for loans or investments, or be forced to dip into its own reserves to pay for its excessive imports. 

All of these payments and transfers of funds are added up in a country's capital account. The widest measure of a country's trade is called its balance of payments. It includes not only payments abroad, but the goods, services, and all transfers of funds that cross international borders. The balance of payments adds up everything in a country's current account and capital account. Since all the trade in goods and services is "balanced" by the international transfers of funds, the balance of payments should add up to zero at the end of the accounting period. Every banana, every automobile, every investment and payment that crosses a country's borders gets included in this final tally of international trade and investment—the balance of payments. 

COMPREHENSION CHECK 

Exercise 1. Complete the sentences according the information in the text. 

1. A country has to keep track of its … 

a) inflow and outflow of goods, services, etc. 

b) services. 

c) bank accounts. 

2. The current account is … 

a) a balance of visible and invisible goods. 

b) a better measure of trade. 

c) a “bottom line” of a given period. 

3. The current account tells us which countries … 

a) buy hotels and restaurant services. 

b) have been profitable traders. 

c) use transport to move goods from one country to another. 

4. Trade deficits and surpluses are balanced by … 

a) loans. 

b) credit cards. 

c) payments that make up the difference. 

Exercise 2. Translate and remember the meaning of the terms that you have found in first five chapters. 

Buyer is someone who buys something necessary or not. 

Client is someone who uses the services of a professional person or organization. 

Customer is a person who buys goods or services. 

Goods are articles produced to be sold. 

Shop is a place for the sale of goods and services inside. 

Surplus is a quantity or amount left over in excess of what is required. 

Trade is the process of buying and selling of goods and services. 

Trademark is the name or another symbol used by a manufacturer to distinguish his or her products from those of competitors. 

Exercise 3. Choose the correct term according to definition. 

1. It may be either a partnership, association or joint stock. 

a) company 

b) tax 

c) clue 

2. The condition of a person who although capable of working, is yet unable to find suitable employment. 

a) joy 

b) happiness 

c) unemployment 

3. Money which is earned by working. 

a) credit 

b) price 

c) earnings 

4. An institution offering services, such as safekeeping and lending money at interest. 

a) institute 

b) bank 

c) factory 

5. The market consisting of the country where a company is based and no other 

countries. 

a) domestic market 

b) international market 

c) labour market 

LANGUAGE ACTIVITY 

Exercise 1. Read and write the following figures in full. 

Example: 333 – three hundred and thirty-three; 

a) 35; 700; 268; 4093l; 1175; 

b) 1954; 1961; с 1954 по 1960; 1812; 2005; 

c) 1/4; 3/7; 2,58; 0,005; 37; 5-10; 

d) 90%; 1 см; 140 км/ч; 25°C. 

Exercise 2. Insert either or neither in the following sentences: 

1. There were a lot of trees on … side of the road. 

2. He wasn’t elected …. 

3. … speech was very good. 

4. The officer didn’t like politicians … did the businessman. 

5. … the miner nor the engineer had a chance of winning. 

6. … of these parties is very good. 

7. He didn’t make his speech … did his friend. 

Exercise 3. From the sentences given below form interrogative sentences; for doing that: 

a)  put general question to each sentence; 

b)  put special questions to underlined words. 

1. There are many different ways to determine wealth. 

2. The study of the world economy is essentially a macroeconomic survey. 

3. Monitory policy is managed by each country’s central bank.

4. The basic idea of international trade is simple.

5. In the interlinked global economy, consumers are given opportunity to buy the best products at the best prices. 

6. Trade deficits and surpluses are balanced by payments that make up the difference. 

Exercise 4. Choose and use (many, much). 

1. There is … furniture in my sitting-room but there are not … things in my bedroom. 

2. We sell … equipment to different countries of the world. … foreign companies are interested in buying our machines. 

3. We have received … information on the Model AB pump from the Sellers lately. 

4. There are always … dishes on the menu at the Metropol restaurant. 

Exercise 5. Confirm the expression using Tag- questions. 

1. It isn’t foggy now, …? 

2. He plays very well, …? 

3. Yesterday he forgot to send a Christmas present, …? 

4. They don’t come here every day, …? 

5. There are too many visitors to the exhibition today, …? 

6. You were not ready to continue this work, …? 

Unit VI 

WORD-STUDY 

Exercise 1. Check the translation in a dictionary, read and translate the words 

listed below. 

Geographical names: Canada, Australia, Bohemia, Egypt, Lebanon, Turkey, Denmark, Norway, Sweden, Switzerland, Belgium, Kuwait, Indonesia. 

Nouns:  currency, pound, weight, pawn, sterling, crown. 

Verbs: refer, pledge, derive, bore, consider. 

Adjectives: major, precious, certain, royal, ancient. 

Exercise 2. Make nouns from the following verbs according to the models and 

translate them. 

Model: verb + -ing (to meet – meeting); 

mean, determine, derive, change, spend, borrow, train, begin, build. 

Model: verb + -tion (to determine – determination); 

describe, indicate, produce, substitute. 

UNDERSTANDING A PRINTED TEXT 

WHAT ARE THE WORLD'S MAJOR CURRENCIES?

The currencies of the world's major economies have names and backgrounds that are as diverse as the countries themselves. The dollar, used in many countries including the United States, Canada, and Australia, gets its name from a silver coin minted during the Middle Ages in a small valley, or "Thal," in Bohemia called Joachimsthal. Just as a sausage from Frankfurt came to be called a frankfurter, the coins from Joachimsthal were called "Joachimsthaler" or simply "Thaler," and came to be called "dollar" in English. 

The pound, used in Britain, Egypt, and Lebanon among others, refers to the weight used in determining the value of coins, based on precious metals such as gold or sterling. The penny has the same origin as the word pawn, found in terms such as pawn shop, and originally meant "to pledge." A penny, like any currency, is a "pledge" of value. 

In Italy the currency was called lira. The word was based on the Latin libra, meaning "pound," and once again refers to the weight of the original coins. The currency lira is still used in Turkey and has the same origin and meaning. 

In Spanish, the word meaning "weight," peso, was used to describe the coins that were based on a certain weight of gold or silver. Originally, there were gold coins called peso de oro and silver ones called peso de plata. In Spain, the currency was called peseta, meaning "small peso." The word peso is used to describe the currency in many Spanish-speaking countries in Latin America. 

In Denmark, Norway, and Sweden, the word for crown—krone in Denmark and Norway,  krona in Sweden—is used to-describe  the currency that was originally minted by the king and queen, with royal crowns stamped on the earlier coins. Today, the crown has been replaced by other symbols, but the name remains. 

The franc, was used in France, Switzerland, Belgium, and other countries and territories. It was based on the early coins used in France that bore the Latin 

inscription  franconium rex, meaning "king of the Franks." The coin, as well as the country, took its name from one of the original tribes that settled in the area, the Franks. 

The German mark and Finnish markka derived their names from the small marks that were cut into coins to indicate their precious metal content. The German mark, deutsche mark in German, was often called by its shortened name, D-mark. The  riyal, in Saudi Arabia and Qatar, and the  rial  in Iran, are based on the Spanish word  real—which, in turn, was derived from the Latin  regal(is)—referring to earlier "royal" coins. The dinar, used in Iraq and Kuwait among others, derives its name from "denarius," a Roman coin that was worth "ten bronze asses," an item of considerable value in days of old. In India, Pakistan, and other countries of the subcontinent, the currency is called rupee (in Indonesia, rupiah), based on the Sanskrit word rupya, meaning "coined silver." 

The ancient Chinese word yiam meant "round," or "small round thing." The name of the Japanese currency, the yen, and the name of the Chinese currency, the yuan, both derived from the old Chinese word, refer to the round shape of the original coins. 

COMPREHENSION CHECK 

Exercise 1. a) Which of the statements is not true? 

1. The currencies of the world’s economies have names and backgrounds. 

2. The name of the Japanese currency is the “yen”. 

3. The penny has the same origin as the word “pawn”, and originally meant “to pledge”. 

4. In Turkey the currency is called “peso”. 

5. In Spain the currency was called peseta, meaning “small peso”. 

 b) Which of the following is true? 

1. The currency “franc” wasn’t used in Switzerland. 

2. In Italy the currency was called “lira” based on the Latin “libra” meaning “pound”. 

3. The former German “mark” and the Finnish “markka” derive their names from different words. 

4. The “riyal” in Saudi Arabia and Qatar and the “rial” in Iran are based on German words. 

LANGUAGE ACTIVITY 

Exercise 1. Insert articles where necessary. 

1. … currences of the world have … diverse names and … backgrounds. 

2. The dollar gets its name from … silver coin minted during … Middle Ages in … small valley. 

3. The name of … Chinese currency, … yuan, derived from the old Chinese word "round," or "small round thing." 

4. … word peso is used to describe … currency in English-speaking countries in … Latin America. 

5. … dinar used in Iraq and Kuwait, derives its name from “denarius”, … Roman coin that was worth “ten bronze asses”. 

Exercise 2. Insert the necessary prepositions of, in, for, from, to, by. 

1. The currency “pound” used … Britain and some other countries refers … weight … precious materials in coins. 

2. The currencies “krone”, “krona” derived the names … the word “crown”. 

3. In India, Pakistan and other countries … the subcontinent, the currency is called “rupee”. 

4. The crown on the currencies “krona”, “krone” was replaced … other symbols, but the name remained. 

5. The major world currencies fluctuate freely … the world’s foreign exchange markets. 

Exercise 3. Read and give Ukrainian equivalents to the adverbs with two forms and differences in meaning. 

full = exactly, very  late = not early     wide = fully; off target 

fully = completely    lately = recently      widely = to a large extent 

hard = intently, with effort  near = close    easy = gently and slowly 

hardly = scarcely    nearly = almost      easily = without difficulty 

free = without cost  last = after all others    sure = certainly 

freely = willingly    lastly = finally      surely = without doubt 

Exercise 4. Underline the correct item, then explain the difference in meaning. 

1.  Simon told everyone he would pass the exam  easy / easily, so he was embarrassed when he came last / lastly in the class, with 20%. 

2.  “I am  sure / surely happy to meet you,” said the reporter to the respected singer. 

3.  When he was almost full / fully recovered from his illness the doctor told him to take it easy / easily and said that he would be able to return to work shortly. 

4.  He was found near / nearly the scene of the murder with a knife in his hand, it is not surprising that he was accused. 

5.  Although he arrived an hour late / lately, he tried hard / hardly to make up for lost time. 

6.  Lately / Late she has been getting all her clothes freely / free from the fashion company. 

Exercise 5. Using the rule of the word order arrange the given group of words to make a right (correct) English sentence. 

1. To, new, began, we, discuss, programs. 

2. Economist, theory, the, famous, formulated, economic, Smith, his. 

3. Physical, students, year, not, last, optics, did, study. 

4. Every, central, country’s, watches, data, carefully, economic, bank. 

5. Two, there, forms, are, of, organization, economic. 

Exercise 6. Translate the sentences paying attention to the reflexive and the 

emphasizing pronouns. 

1. I am sure he will consider the problem himself. 

2. You yourself insisted on my coming here. 

3. We took part in this research ourselves. 

4. The work itself was not so complicated as they had expected. 

5. First-year students call themselves freshmen. 

6. The currencies of the world’s major economics are as diverse as the countries 

themselves. 

Unit VII 

WORD-STUDY 

Exercise 1. Check the translation in a dictionary, read and translate the words 

listed below. 

Geographical names: Copenhagen, Hong Kong, San Francisco, Oslo, Buenos Aires. 

Nouns: shirtmaker, value, exchange, percentage, law, turmoil, refuge. 

Verbs: increase, spread, supply, threaten, preserve. 

Adjectives: financial, global, slight, indecisive, particular. 

Exercise 2. Make verbs from the following parts of speech. 

Model: noun + -ize:(maximum – maximize); 

character, minimum, crystal, theory. 

Model: adjective + -en: (short – shorten); 

wide, deep, black, white. 

UNDERSTANDING A PRINTED TEXT

HOW DO EXCHANGE RATES FUNCTION?

If every country in the world used the same currency, world trade would be made much easier. But this is not the case: a Copenhagen beer producer wants to be paid in Danish “kroner”, and a Hong Kong shirtmaker wants to be paid in Hong Kong dollars. 

Currencies, like other commodities such as beer and shirts, have a certain value. The only difference is that each currency's value is stated in terms of other currencies. French francs had a value in U.S. dollars, which have a value in British pounds, which have a value in Japanese yen. These exchange rates change every day and are constantly updated in banks and foreign exchange offices around the world. 

The world's foreign exchange markets keep track of the values of all of the major currencies. As some increase in value, others decline. When a Euro goes up in value against the U.S. dollar, the dollar must go down against the Euro. At the same time, it may decline in value against the British pound. Foreign exchange is a constantly changing twenty-four-hour-a-day market with trading going on in hundreds of financial centers around the world, from Singapore to San Francisco and from Oslo to Buenos Aires. 

These markets are all linked electronically. Banks and "Bureaus de Change" look at this global interbank market to set their daily rates, which are given to foreign travelers when they change their money abroad. 

As anyone traveling abroad will notice, the exchange rate is slightly different if the customer is buying or selling any one particular currency. This spread between the "buy" and "sell" rates ensures that banks and exchange bureaus make a small profit every time one currency is changed into another. By exchanging money back and forth times, an indecisive traveler would-end up with nothing, after losing a few percentage points in spreads and commissions on each transaction. 

How do the foreign exchange markets decide how much a currency is worth? Just like other markets, the foreign exchange market is subject to the laws of supply and demand. If enough traders want to buy U.S. dollars, its value will go up, i.e., it will take more of other currencies to buy dollars. Foreign exchange prices are influenced by economic and political events and sometimes by the speculation of individual traders. Foreign exchange traders, like traders in grain or pork bellies, sometimes "bet" that a currency will increase in value. 

If interest rates fall in Tokyo, traders may rush to sell yen and buy dollars. If the Swedish economy looks strong, the krona may increase in value. If political turmoil threatens the Swedish economy, the krona may decline in value as investors sell them to buy what they perceive to be more stable currencies. 

During periods of economic turmoil, the world often turns to a particular currency as a refuge. When political or social unrest threatens other currencies around the world, traders and investors sometimes rush to buy hard currencies like the U.S. dollar, which is expected to preserve its value in times of trouble. 

CHECK YOUR UNDERSTANDING 

Exercise 1. Agree or disagree with the following statements. (True or False)?  

1. If every country in the world used the same currency the world trade would be 

made much easier. 

2. Currencies are like other commodities and have a certain value. 

3. Exchange rates don’t change every day, they are constant. 

4. The world’s foreign exchange markets keep track of all of the major currencies. 

5. The exchange rate is the same if the customer is buying or selling particular 

currency. 

Exercise 2. Choose the correct answer according to the information in the text. 

1. How is the difference in each currency’s value stated? 

a) in terms of other currencies 

b) in dollars 

c) in other commodities 

2. Is foreign exchange a constantly changing twenty-four-hour-a day market? 

a) Yes, it is. 

b) No, it is not. 

c) Only sometimes. 

3. How are foreign exchange markets linked? 

a) by air-mail 

  30 b) electronically 

c) by mail 

LANGUAGE ACTIVITY 

Exercise 1. Insert articles where necessary, translate the sentences. 

1. Currencies are used to buy … goods and services both at … home and … abroad. 

2. The value of … major world currencies is no longer fixed. 

3. … freely floating currency’s price goes up when there is … increased demand. 

4. … currencies are commodities, subject to laws of … supply and … demand. 

5. … free-float system still does not keep governments from trying to influence … value of their currency. 

Exercise 2. Insert prepositions (to, on, for, of, in, by) where necessary. 

1. The artificial system … fixed rates gave way … a free market of currency values. 

2. Fixed exchange rates collapsed … 1973 and the world’s major currencies were allowed to “float” freely … the international markets. 

3. Like trying to reverse the flow … water, it is very difficult to intervene … the 

international currency markets. 

4. Interventions … the central banks usually succeed … only slowing down a rise or fall of a freely floating currency. 

5. When everyone wants to buy Japanese stereo systems, … example, the price … the yen goes up. 

Exercise 3. Translate the sentences, paying attention to the functions of  that and 

those. 

1. Energy that is produced by atomic stations is used for various needs of national economy. 

2. Do you know that man? He is a famous professor that delivers lectures on mechanics. 

3. It is well known that personal experience depends on practical work. 

4. The development of mechanical engineering began earlier than that of electrical one. 

5. The materials that are used for refrigeration devices differ from those that are used for radio equipment. 

Unit VIII 

WORD-STUDY 

Exercise 1. Check the translation in a dictionary, read and translate the words 

listed below. 

Geographical names: Peru, New Zealand, Nigeria. 

Nouns: Service, clothing, shelter, automobile, manufacture, lifeguard. 

Verbs: survive, consume, measure, compare, contribute. 

Adjectives: monetary, easy, economic, legal, illegal. 


Exercise 2. Read the words and give Ukrainian equivalents to the following nouns: 

a) with the suffix –ance- (-ence-); 

abundance, insurance, importance, appearance, difference, influence. 

b) with the suffix -ture- (-sure-); pleasure, leisure, measure, treasure, future, picture, lecture, mixture. 

UNDERSTANDING A PRINTED TEXT 

WHAT IS GNP?

In every country - from Poland to Peru and from New Zealand to Nigeria—the production of goods and services provides the food, clothing, and shelter that allow its people to survive and prosper. Some countries produce an abundance of raw materials such as coal and timber while others produce manufactured goods like steel and automobiles. Some countries may concentrate on producing foodstuffs like rice and butter while others produce services—movies, insurance, or banking. Whatever is not consumed in the country itself can be sold to other countries as exports. The size of a country's economy is determined by the total amount of goods and services that country produces. As more and more goods and services are produced, the economy grows—and the best way to measure this growth is to put a monetary value on everything bought or sold. Although money is not the only measure of an economy's size, it is the easiest way to sum up the value of all the apples and oranges, automobiles and computers, football games and college classes that a country produces in the course of a given year. The monetary value of all these goods and services can then be added up and compared with that of other countries. Since almost every country uses a different currency, the totals from each country have to be translated—by using currency exchange rates—to compare the size of  one country's economy to another. For example, the yen value of the Japanese economy can be converted into U.S. dollars to compare it to the American economy. The measure of economic activity that includes all the goods and services bought or sold in a country over the course of a year is called gross domestic product (GDP). GDP measures a country's economic activity, just as a speedometer is used to measure the speed of a car. When a country produces more goods and services, its economic activity speeds up. In other words, the GDP increases. A healthy economy grows steadily, over a period of months or years. When growth stops or slows down, the economy is said to be in a "recession." When the international activities of a country's residents are added to GDP, a wider more global measure of a country's  total economic activity is created: gross national product or GNP. Both measures  tell more or less the same story—GDP concentrates on the purely "domestic" production of goods and  services covering only the economic activity which takes place within the country's borders, while GNP includes net international trade and investment, which includes everything from exports of movies and compact disks to foreign earnings and travel abroad. GDP and GNP try to measure every legal good and service that an economy produces. A farmer selling fresh vegetables, an automobile dealer selling user cars, a poet selling a new book, a hairdresser, prize fighter, or lifeguard selling his goods and services all contribute to economic activity, as measured by GDP and GNP. At each stage of production, every time that monetary value is added, a country’s GDP and GNP is increased. 

COMPREHENSION CHECK 

Exercise 1. Remember the meaning of the abbreviations: 

1.  GDP – gross domestic product. 

2.  GNP – gross national product. 

Exercise 2. Divide the text into its logical parts and give a title to each of them. 

LANGUAGE ACTIVITY 

Exercise 1. Insert articles where necessary. 

1. Currencies, like other commodities, such as … beer and … shirts, have … certain value. 

2. … each currency’s value is stated in terms of … other currencies. 

3. … French francs have … value in US dollars. 

4. … world’s foreign exchange markets keep track of … value of … major 

currencies. 

5. … Hong-Kong shirtmaker wants to be paid in … Hong-Kong dollars. 

Exercise 2. Insert prepositions (to, by, between, in, of) where necessary. 

1. The spread … the “buy” and “sell” rates makes a small profit for banks and 

exchange bureaus. 

2. The foreign exchange market is subject … the laws … supply and demand. 

3. Foreign exchange prices are influenced … economic and political events. 

4. If political turmoil threatens the economy, the currency may decline … value. 

5. Some countries produce an abundance … raw materials. 

Exercise 3. Remember the meanings of the word “another”, translate the 

sentences. 

1. It may be a pronoun: a) an additional (one); 

1) Will you have another cup of tea?  

2) Where shall we be in another ten years, ten years from now?  

3) I don’t like this hat; please show me another (one). 

2. It may be an adjective: 

a) a similar (one): This young man is very clever, he may be another Edison. 

b) a different (one): We can do that another time. That’s quite another matter. 

Exercise 4. Remember the meanings of the word other, translate the sentences. 

I adj; pron. (person or thing) – not the same as one or more or some already named. 

1. Singular with the definite article, (to the second of two): The twins are so much alike that people find it difficult to know one from the other. The post office is on the other side of the street. 

On the other hand – in contrast to the earlier statement: It’s cheap but on the other hand the quality is poor. 

2. plural with the definite article, (two or more): six of them are mine; the others are John’s. 

Exercise 5.  

a) Remember the meanings of the word one: 1. numeral; 2. adjective; 3. pronoun; 4. to substitute a noun. 

1. numeral     one, two, three 

     one from ten 

     thirty one 

     one o’clock 

     one hundred 

2. adjective     one morning, one summer 

3. pronoun  One cannot always find time for reading.  

4. to substitute a noun.  He gave me a number of English books and some German ones. 

b) State the functions of one and translate the sentences. 

1. I have only one question to ask you. 

2. One can see the Admiralty building on the left bank of the Neva. 

3. The green car is mine and the black one is hers. 

4. One should cross the street being very careful. 

5. We respect one another’s privacy. 

Exercise 6. Translate the sentences paying attention to the words: one, ones, 

another, other(s). 

1. One reason is that the British government is still deciding how to regulate the 

terms on which other broadcasters have access to Sky’s digital system. Another is the hope that the cost of decoder boxes will fall. 

2. Some analysts nowadays treat General Motors as a turnaround stock, others 

continue to believe it would be broken up. 

3. Like other risk managers, they use index futures. 

4. Some people transfer ownership to other family members. 

5. Taiwan was the first of the four Asian nations to replace an inward-oriented policy with an outward-oriented one. 

6. Where are the other magazines? 

7. There are only some catalogues here, where are the others? 

8. I don’t like these examples, have you any others? 

9. The other day we converted some dollars into rubles. 

10. One currency is calculated in terms of another. 

Unit IX 

WORD-STUDY 

Exercise 1. Check the translation in a dictionary, read and translate the words 

listed below. 

Nouns: achievement, disposal, resource, statistics, figure, volunteer, spouse. 

Verbs: evaluate, accept, complete. 

Adjectives: total, perfect, meaningful, foreign. 

Adverbs: consequently, completely, rarely, commonly. 

Exercise 2. Make adjectives from nouns using the suffixes: 

Model: noun+-ful-:  (use-useful); 

meaning, help, success. 

UNDERSTANDING A PRINTED TEXT 

HOW ARE THE WORLD'S ECONOMIES COMPARED?

If a small country like Ireland or Sri Lanka were to win all of the gold medals at the Summer Olympics, it would mean a lot more than a victory by a large country like China or the United States. In the same way, it would be difficult to evaluate the economic achievements of any country without looking at its size and the resources at its disposal. 

It is rarely useful, for example, to compare the economic statistics of different countries by using figures in the local currency. What does it mean to say that during the 1980s the Soviet Union spent more than forty trillion rubles per year on their military? How does this relate to spending in other countries where ruble figures mean little? 

In order to compare countries around the world, economic statistics have to be related to the country's size or translated into a commonly accepted unit of measure. The Soviet Union's military spending in the 1980s, for example, can be compared to the military spending of other countries by relating it to the size of its total economy, measured either by GDP (gross domestic product) or GNP (gross national product). It would then become meaningful to say that Soviet military spending was 20 percent of its GDP, compared to U.S. military spending of 8 percent of its GDP during the same period. 

GDP is often used to compare spending figures of different countries because it represents only the domestic production of  goods and services. GDP is useful for comparing countries' sizes because it does not include the international components of an economy such as exports and foreign investment, which are included in the wider measure, GNP. 

Neither GDP nor GNP, however, completely measures the size of a country's economy. Illegal activities, such as drug sales or prostitution, are never reported and are consequently not included in these official measures. In addition, work done for no salary, such as house-work or volunteer work at hospitals and schools, is not included, since no payment is made for these goods and services. A country with working parents would consequently show a larger GNP, reflecting the added costs of day-care and cleaning services otherwise  provided "for free" by a stay-at-home spouse. 

Although neither GDP nor GNP is the perfect measure of the size of a country's economy, they still provide the best means we have for comparing the economic activity of different countries, big or small, rich or poor. 

COMPREHENSION CHECK 

Exercise 1. Choose the correct answer according to the text. 

1.  What is GDP often used to compare? 

a) spending figures of different countries. 

b) wages. 

c) mineral resources. 

2. Is it useful to compare spending the economic statistics of different countries by using figures in the local currency? 

a) Yes, it is. 

b) No, it isn’t. 

c) It is rarely useful. 

3. Is GDP or GNP the perfect measure of the size of a country’s economy? 

a) GDP. 

b) GNP. 

c) Neither. 

Exercise 2. Choose the correct word (words) according to the information in the 

text to complete the sentences. 

1. GDP is often used to compare figures of different countries because it represents 

only the … production of goods and services. 

a) domestic 

b) international 

c) foreign 

2. Economic statistics has to be related to the country’s …. 

a) position 

b) size 

c) history 

3. GDP does not include the international components of an economy, such as … and foreign investment. 

a) import 

b) exports 

c) salary 

LANGUAGE ACTIVITY 

Exercise 1. Insert articles where necessary. 

1. … production of goods and services produces … food, … clothing and … shelter. 

2. Whatever is not consumed in … country itself can be sold to … other countries as … exports. 

3. … size of … country’s economy is determined by … total amount of goods and services that country produces. 

4. A company’s share price is based on … its earnings. 

5. Almost every country uses … different currency. 

Exercise 2. Insert the proper prepositions (by, of, in, with, for, to, during) where 

necessary. 

1. It is rarely useful to compare the economic statistics … different countries … using figures … the local currency. 

2. A country … working parents would show a larger GNP. 

3. Neither GDP nor GNP is the perfect measure … the size of a country’s economy. 

4. GDP and GNP provide the best means … comparing the economic activity of 

different countries. 

5. … periods of economic turmoil, the world often turns … a particular currency, as a refuge. 

Exercise 3. Pay attention to the translation of the words only, the only, very, the 

very, few, a few, little, a little. 

1. Very much attention was paid to the translation of some pronouns from the very beginning. 

2. These are only a few facts about this science. 

3. Civil engineering is not the only branch of engineering. 

4. Few scientists supported the new theory because they had little information about it. 

5. Röntgen was a little puzzled when he understood the rays were unknown to him. 

Unit X 

WORD-STUDY 

Exercise 1. Check the translation in a dictionary, read and translate the words 

listed below. 

Nouns:  monopoly, consumer, consumption, growth, circulation, deposit, fuel, inflation. 

Verbs: determine, encourage, stimulate, increase, predict, inflate. 

Adjectives: modern, available, stimulating, basic. 

Exercise 2. Make different parts of speech from the following words according to the models. 

a) Model: adjective + th=noun (wide – width); 

young, strong, broad, long. 

b) Model: noun + ic=adjective (economy – economic); 

atom, climate, energy. 

UNDERSTANDING A PRINTED TEXT 

WHAT IS MONEY SUPPLY?

Every economy in the world is controlled by its supply of money, even one as small as the Monopoly game where players are provided with Monopoly money for buying and selling houses, hotels, and property around the board. The money supply of the Monopoly game, for example, primarily consists of the players' cash on hand and the money they get for passing Go.  

A modern economy is based on the use of money. Each country's money supply, therefore, determines how quickly the economy can grow. If the central bank increases the money supply, consumers and businesses have more money to spend on goods and services. 

Just as the game of Monopoly can be stimulated by increasing the amount money available to its players, a country can encourage economic growth by increasing its money supply, which includes currency in circulation and readily available funds such as bank deposits on which checks can be drawn. This "narrow" measure of the money supply is usually called "M1." This easy-to-access money, often called "high-powered" money, tends to fuel most consumer and business consumption and therefore stimulates most economic growth. 

Other measures of a country's money supply include funds that are not so readily available, such as time deposits and other long-term investments. These "wider" measures are often referred to as "M3" and "M4" or "L." 

Basically, when businesses and individuals have less money at their disposal, economic activity slows down. Central banks usually limit money supply growth in order to slow down the economy and control inflation. In a Monopoly game with less money floating around the board, for example, players will pay less money when buying properties from other players. 

On the larger scale of a national economy, less money usually leads to an economic slowdown. When less money is available, interest rates tend to increase-the cost of money increases-and it becomes more expensive to borrow. If it costs businesses and consumers more to borrow money, they will be less inclined to increase spending. In this way, control of the money supply allows a central bank to reduce inflation. 

The money supply can also be increased to stimulate economic activity. If the players in a Monopoly game are given more than two hundred dollars for passing Go-five hundred dollars, say-the results are predictable: the "economy" speeds up and players start buying and selling at higher and higher prices. Increasing the money supply usually results in rapid growth and inflated prices. 

COMPREHENSION CHECK 

Exercise. Agree or disagree to the following statements. Begin your sentences 

with the following phrases: I think so. Yes, it’s really so. I’m afraid, it’s wrong. I 

can’t agree. 

1. Every economy in the world is controlled by its supply of money. 

2. A modern economy is not based on the use of money. 

3. Each country’s money supply determines how quickly the economy can grow. 

4. If the central bank increases the money supply consumers and businesses have less money to spend on goods and services. 

5. Control of the money supply doesn’t allow a central bank to reduce inflation.  

LANGUAGE ACTIVITY 

Exercise 1. Insert articles where necessary. 

1. Every economy in … world is controlled by its supply of … money. 

2. In … Monopoly game … players are provided with Monopoly money for buying and selling houses, hotels and property. 

3. Each country’s money supply determines how quickly … economy can grow. 

4. … central banks usually limit money supply growth in order to slow down … 

economy and control … inflation. 

5. Less money usually leads to … economic slowdown. 

Exercise 2. Insert prepositions (of, for, in, at) where necessary. 

1. Businesses and individuals have money … their disposal. 

2. Control … the money supply allows a central bank to reduce inflation. 

3. People buy and sell goods … higher and higher prices. 

4. Increasing the money supply usually results … rapid growth and inflated prices. 

5. Currencies are used … buying goods and services. 

Exercise 3. 

a) Study using “make” and “do”. 

“Make” or “do”? In some contexts these two words have a similar meaning. 

However, there is a rule which says that “make” usually carries the idea of creation, construction. 

Example:  – Marry made this dress herself. 

    – This device was made by two students in one of the laboratories of the University. 

    – Second-year students will make experiments next year. 

As for “do”, it is usually associated with work, particular activity. 

Example:  – Have you done your homework? 

    – We don’t do aerobics this year. 

    – He plans to do business. 

However, there are many exceptions to these rules and specific uses of these verbs: 

– to make a decision 

– to make a mistake 

– to make entry 

– to make a device 

but: 

– to do a service 

– to do subjects 

– to do a favour 

  44 – to do without 

– to do one’s best 

b) Now cross out incorrect variant: 

1.  My mother doesn’t do/make housework. 

2.  Did he do/make many mistakes? 

3.  Every child must do/make his room. 

4.  Will you do/make a cup of coffee? 

5.  I will do/make all my best to help you. 

6.  I’d like to do/make you an offer. 

7.  Will you do/make me a favour and pass the bread? 

8.  My mother is going to do/make a cake for your birthday. 

9.  Now I can’t do/make without my computer. 

Exercise 4. Translate the sentences paying attention to the meaning of the verbs 

“to cause”, “to force”, “to make”. 

1.  What caused your anxiety? 

2.  What made the plants die? 

3.  You’ve caused much trouble to your parents. 

4.  They made me repeat the story. 

I was made to repeat the story. 

5.  The fire was caused by an electrical fault. 

6.  This film always makes me cry. 

7.  He claims that police officers forced him to sign a confession. 

8.  When the banks are forced to cut back lending, the economy slows. 

Unit XI 

WORD-STUDY 

Exercise 1. Check the translation in a dictionary, read and translate the words 

listed below. 

Nouns:  incentives, expansion, commodity, individual, notice. 

Verbs: encourage, effect, regulate, charge. 

Adjectives: totalitarian, interchangeable, short-term. 

Adverbs: therefore, whenever, basically, worldwide, likewise. 

Exercise 2. Make different parts of speech from the following words: 

a) Model: (noun+ate)=verb: (graduation – gradu(ate); 

stimulation, registration, legislation. 

b) Model: (verb+able)=adjective (predict – predict(ab)le; 

pay, note, eat, refuse, suit, value, change. 

UNDERSTANDING A PRINTED TEXT 

HOW ARE INTEREST RATES USED TO CONTROL AN ECONOMY?

In free-market economies, consumers and businesses can do almost anything they want as long as they pay for it. Therefore, by controlling the cost of money-its interest rate-central banks are able to influence economic growth. 

In a totalitarian country the government can simply tell its citizens what it wants them to do. But in free-market  countries, consumers and businesses are encouraged to increase or reduce their  economic activity through a variety  of economic incentives. By increasing short-term  interest rates, for  example, a central bank discourages bank lending, reducing the amount of money available for business expansion and consumer spending. Likewise, by lowering these interest rates, a central bank acts to encourage economic activity. 

Banks often borrow money from the central bank to lend to consumers and businesses. When a central bank decides to change its discount rate, the interest rate it charges for loans to banks, interest rates across the nation almost always follow suit. The interest rates on loans made between banks-called Fed Funds rates in the United States and interbank rates in Europe-tend to rise whenever banks have to pay more to borrow money themselves. 

All interest rates are linked, because money, like most commodities, is interchangeable. Banks and individuals will go wherever interest rates are lowest-basically, wherever money is cheapest-so a change in interest rates announced in Washington will affect interest rates in Singapore. 

In the global village of the international money markets, interest rates have become the heartbeat of economic activity, regulating economic growth worldwide. A country's consumers and businesses, therefore can be directly affected by central bank decisions made on the other side of the world. Foreign investment money can come flooding in at a moment's notice, or be pulled out just  as quickly if one country's interest rates are not kept in line with other countries in the world economy. 

COMPREHENSION CHECK 

Exercise 1. Choose the correct completion of the sentence according to the 

information in the text. 

1. In free market economies consumers and businesses can do … 

a) almost anything they want as long as they pay for it. 

b) nothing. 

c) everything without payment. 

2. Banks often borrow money … 

a) from other banks. 

b) from the central bank. 

c) from the government. 

3. All interest rates are linked … 

a) because money is interchangeable. 

b) because they don’t encourage economic activity. 

c) because they don’t affect anything. 

LANGUAGE ACTIVITY 

Exercise 1. Insert articles where necessary. 

1.  By controlling … cost of money … banks are able to influence economic 

growth.  

2.  In … totalitarian country … government tells its citizens what to do. 

3.  Banks often borrow money from … central bank. 

4.  … change in interest rates announced in … Washington will affect interest rates in …Singapore.  

5.   … interest rates have become … heartbeat of economic activity. 

Exercise 2. Insert prepositions (of, by, on, for, between, from) where necessary. 

1.  Consumers and businessmen pay … what they want to do. 

2.  The interest rates … loans made … banks are called Fed Funds rates … the 

United States. 

3.  … lowering interest rates, a central bank encourages economic activity. 

4.  Decisions made, … central bank affects a country’s consumers and business. 

5.  Consumers and businesses often borrow money … banks. 

Exercise 3. Translate the sentences into Ukrainian. 

1. Americans, only 5 per cent of the world’s population, consume one-fourth of its oil. 

2. On every continent more and more people are adopting the American consumer lifestyle. 

3. The Consumer’s Association is an organization in the UK that tests the quality of products and services and publishes the results. 

4. Many newer cars have a much lower fuel consumption. 

5. The change has been criticized by consumer groups. 

6. In free-market economies consumers and business can do almost they want as long as they pay for it. 

Unit XII 

WORD-STUDY 

Exercise 1. Check the translation in a dictionary, read and translate the words 

listed below. 

Nouns: fashion, aircraft, benefit, competition, courtesy, barter, scarcity, purchase. 

Verbs: prosper, expose, convince, ease. 

Adjectives:idle, efficient, competitive, successful, profitable, temporary, retaliatory. 

Exercise 2. Make up nouns from the following adjectives using suffixes: 

a) Model: adjective +-ty-(-cy-)=noun (efficient – efficien(cy); 

possible, intensive, scarce, current. 

UNDERSTANDING A PRINTED TEXT 

HOW IS FOREIGN TRADE ENCOURAGED?

When every country is allowed to do what it does best-letting the French excel in fashion, the Japanese in electronics, and the Americans in aircraft, for example-the world economy prospers. With free trade, whoever produces the best product at the best price can sell these products around the world, benefiting consumers everywhere. 

By encouraging foreign trade, countries expose their own producers to foreign competition, which can be disastrous for many poorly managed companies. This can lead to short-term layoffs and idle factories. In the long run, however, foreign competition usually forces companies to be more efficient and more competitive, helping the country to become a successful and profitable member of the global economy. 

Free trade is based on the notion of open markets. With a level playing field, companies in one country can compete openly with companies in other countries to sell their goods in foreign markets. 

When a government wants to encourage a new trading partner, it removes restrictions and barriers to its internal market. This courtesy, called most favored nation status in the United States, is provided to countries whose political and economic policies are seen to merit favored status. Countries may also encourage trade by allowing importers and exporters to barter goods. For example, in order to overcome a temporary scarcity of hard currencies in the Soviet Union, Pepsi-Cola traded soft drinks for vodka, which was then sold for dollars, yen, or marks in the West. 

When a country wants to encourage its own exports, it can provide incentives to make the products more competitive on the world market. Some countries provide loans or grants to foreign buyers of a  country's goods and services through state-supported export-import banks. These "ex-im" banks provide low-cost loans-called export credits-that help stimulate exports. These loans are sometimes criticized for going too far, encouraging exports at the expense of producers in other countries. At times, countries might want to encourage imports of foreign goods and services to decrease international tensions resulting from trade imbalances. When Germany and Japan were criticized for running large trade surpluses in the 1980s, for example, they undertook measures called  "external adjustment" to increase their imports. One way to encourage imports is to increase the value of a country's currency, making foreign goods and services less expensive than locally-made products. 

Another way to encourage imports is to give the economy a shot in the arm by lowering interest rates, stimulating purchases at home and abroad. This cheaper money usually means more sales of goods such as televisions and automobiles. In countries such as Germany, where many consumer goods are imported, lowering the interest rates can encourage imports of everything from Vietnamese rice to Canadian sporting goods. 

Another way to encourage imports would be to reduce cultural barriers that may limit purchases of foreign products. For example, the  Japanese government undertook a program in the 1980s to convince Japanese consumers to buy more foreign products (such as U.S. beef) in an effort to ease the threat of retaliatory trade sanctions from its unhappy trading partners. 

COMPREHENSION CHECK 

Exercise 1. Choose the correct term according to its definition. 

1. Foreign markets where companies in one country can compete openly with 

companies in other countries are called …  

a)  international markets 

b)  open markets 

c)  internal markets 

2. Export-import banks provide low-cost loans, called … that help stimulate exports. 

a.  export credits 

b.  credits 

c.  import credits 

3. Products made by the companies in their own country are called …  

a.  imported goods 

b.  locally made products 

c.  barter goods 

LANGUAGE ACTIVITY 

Exercise 1. Insert articles where necessary. 

1.… French excel in fashion, … Japanese in electronics, … Americans in aircraft. 

2. With free trade, … best products can be sold around … world at … best prices. 

3. … foreign competition usually forces companies to be more efficient and more competitive. 

4. Countries may also encourage trade by allowing … importers and supporters to barter goods. 

5. … Germany and Japan undertook measures to increase their imports, 

Exercise 2. Insert the proper  prepositions (to, in, at, of, by). 

1. This country sells its goods … foreign markets. 

2. Some countries provide loans or grants … foreign buyers … a country’s goods and services. 

3. One way … encouraging imports is increasing the value … a country’s currency. 

4. … lowering interest rates countries stimulate purchases … home and … abroad. 

  535. … countries such as Germany, many consumer goods are imported. 

Exercise 3. Translate from English into Russian paying attention to modal verbs: can, may, must, should. 

1. The meaning of the German currency “mark” can be derived from the small cut marks in the coins. 

2. You should do this work without any help. 

3. He couldn’t say anything about the economy of Spanish-speaking countries in Latin America. 

4. This question is important for you, you must solve it yourself. 

5. You may go to the south only after your final examination. 

6. Dollars held by foreigners could be converted into gold until 1971. 

7. The teacher said we might use a dictionary if necessary. 

8. The students must be provided with all necessary equipment for their lab.work. 

Exercise 4. Substitute modal verbs for their equivalents. 

Model: may – is allowed to … 

Can, should, could, is able to…, are to …, must, was able to, was allowed to…, 

might. 

Exercise 5. Change modal verbs into their equivalents, translate the sentences. 

1. No brief description can offer clean guidance to the content and character of 

economics. 

2. The scope of economics must be indicated by the facts with which it deals. 

3. Adam Smith was the first economist who showed that a system of prices and markets can coordinate people and economic growth. 

4. Economics must help government monetary and fiscal politics. 

5. Such events could take place in many countries. 

6. You may do it yourself. 

7. The governments develop banking and financial institutions that can finance export production and sales. 




Unit XIII 


WORD-STUDY 

Exercise 1. Check the translation in a dictionary, read and translate the words 

listed below. 

Nouns: quota, subsidy, desire, restriction, quantity, sacrifice, apartheid. 

Verbs: suffer, impose, feud, include. 

Adjectives: inefficient, expensive, competitive, dubious, responsible, temporary. 

Adverbs: artificially, rarely, temporarily, widely, unilaterally. 

Exercise 2. Make up different parts of speech using the prefixes, translate them: 

  en-: courage, title, close, circle, code. 

  dis-: mantle, courage, like, count, agree, ability, advantage. 

UNDERSTANDING A PRINTED TEXT 

WHAT ARE QUOTAS, TARIFFS, AND SUBSIDIES?

Like most wars, a trade war may bring about desired economic or political 

changes, but in the long run almost everyone suffers, including those whom trade war was meant to help. 

An inefficient car maker, for example, may ask for limits on foreign imports, hoping to keep its prices high without improving the quality of its product. In the end, however, other countries may retaliate with trade restrictions of their own. Consumers and businesses in both countries are then forced to buy poorly made and expensive domestic products. Trade restrictions might protect a few jobs in inefficient industries, but the whole economy often suffers by becoming less competitive on the international markets. 

The most common tools for limiting imports or foreign goods and services are quotas, tariffs, and subsidies. When a country imposes a quota, it limits the quantity of certain foreign products that can be imported. A tariff is a tax placed on goods entering a country, raising the price of imported goods. A government can also use the taxpayers' money to provide a subsidy to local producers, making the price or local goods artificially lower than imported goods. 

Trade barriers, like walls between feuding neighbors, are usually imposed unilaterally by one country acting on its own to limit the amount of foreign products available to local consumers. These barriers are often designed to temporarily protect local producers from foreign competition and allow them time to improve productivity. The problem is that local producers rarely make the sacrifices to improve their product, or lower their prices as long as they are protected from foreign competition by trade barriers. 

Although trade restrictions are of dubious economic value,  they have been shown to be effective in bringing about political or social change. The refusal of countries to trade and do business with South Africa for example, was widely seen to be responsible for the decision to dismantle the system of apartheid. Trade blockades can be useful in forcing countries to change policies that violate human rights or international treaties, but only as long as a sufficient number of countries join in the blockade to make it effective. 

COMPREHENSION CHECK 

Exercise 1. Find definitions of the following terms in the text: 

a.  quotas 

b.  tarrifs 

c.  subsidies. 

Translate them into Ukrainain and remember their meaning. 

Exercise 2. True or False? 

1.  A trade war may bring not only desired economic or political changes but also sufferings to those whom trade war was meant to help. 

2.  Consumers and businesses are forced to buy poorly made and expensive 

domestic products. 

3.  Trade restrictions may protect a few jobs in inefficient industries. 

4.  The whole economy suffers by becoming less competitive on the international markets.  

5.  Trade barriers are always effective. 

LANGUAGE ACTIVITY 

Exercise 1. Insert articles where necessary. 

1. … Japanese government undertook … special program in 1980s for buying foreign products. 

2. … trade war may bring about desired economic or political changes. 

3. … inefficient car maker may ask for limits on … foreign imports. 

4. Trade restrictions may protect … few jobs in inefficient industries. 

5. … most common tools for limiting imports are quotas, tariffs and subsidies.  

Exercise 2. Insert the proper prepositions (of, on, in). 

1. Trade restrictions may take the country less competitive … the international 

markets. 

2. A quota limits the quantity … certain foreign products, that can be imported. 

3. A tariff is a tax placed … goods entering a country. 

4. A tariff raises the price … imported goods. 

5. Trade blockades can be useful … forcing countries to change their policies … 

violating human rights. 

Exercise 3. Use the proper grammar forms of the modal verbs a) can, b) may, c) 

must, d) could instead of their equivalents. 

1.  The students are allowed to take part in the conference. 

2.  He was able to check the results of the test. 

3.  They are allowed to use dictionaries. 

4.  The students have to solve many problems. 

5.  I am not able to come to you. 

6.  The students have to conduct experiments. 

7.  The test is to start at 9 o'clock. 

8.  The designer was able to construct a new machine. 

9.  We were able to translate this text without a dictionary. 

Exercise 4. Find Modal verbs in the text and translate the sentences into Ukrainian. 

Unit XIV 

WORD STUDY 

Exercise 1. Check the transcription in a dictionary, read and translate the words 

listed below. 

Nouns: budget, expenditure, suicide, repercussion, treasury, surplus. 

Adjectives: disastrous, spendthrift, vicious, awkward. 

Verbs: issue, borrow, lose. 

Exercise 2. Make nouns from the following adjectives according to the model and 

translate them. 

Model: probable – probability; sensible - sensibility. 

Responsible, possible, available, transportable, capable, able. 

Exercise 3. Remember the verbs used with preposition in postposition and translate them. 

end up, result from, result in, pay back, push up, spend on. 

UNDERSTANDING A PRINTED TEXT 

HOW DO BUDGET DEFICITS AFFECT TRADE DEFICITS?

The international shopping spree of American consumers and businesses during the 1980s was baled on a surge in the dollar's value on the international markets. Swedish cars and French mineral water became much cheaper than similar U.S. products, and imports outpaced exports, sometimes to the tune or $100 billion per year, more than the size of most countries' total economy. These severe trade imbalances were caused, in part, by the persistent U.S. budget deficits. A budget deficit is very different from  a trade deficit, but the two end up effecting each other-sometimes disastrously for spendthrift economies. A government's budget deficit is the amount by which government expenditures exceed tax revenues, while a trade deficit results from a country importing more than it exports. 

Most governments pay for their budget deficits by selling government bonds. Although these securities need to be paid back eventually, most governments find that it is political suicide to ask voters to pay higher taxes. They prefer to issue more government bonds to pay their bills. When it comes time to pay the interest on their bonds, governments usually just issue even more bonds, going further into debt. If these borrowings are too large, it can have serious repercussions for the whole economy.

 By borrowing to finance its budget deficits, a government pushes up interest rates. These higher interest rates attract foreign money looking for higher returns, increasing the value of the country's currency on the international markets Imported mineral water then becomes as inexpensive as domestic substitutes. When imports become less expensive and exports harder to sell on the world markets, countries begin to run trade deficits. 

The large U.S trade deficits of the 1980s were part of a vicious circle of budget deficits leading to record trade deficits that gave Japan and many other countries the dollars to spend on U.S government bonds. In a way, the Japanese ended up trading videocassette recorders for pieces of paper-Treasury bonds that would one day have to be paid back by the U.S. government. The awkward situation of one country using its trade surplus to pay for another government's budget deficits does not last forever. Foreign investors eventually lose confidence in a country with chronic budget and trade deficits, and when the time comes to pay the piper, the spendthrift country has to begin to pay back its debts. The result can sometimes be a collapsing currency and economic decline. Sooner or later, every country has to decide to limit spending and bring its budget and trade deficits under control. 

COMPREHENSION CHECK 

Exercise 1. Give the answer to the question according to the information in the 

text. 

1.  Do a budget deficit and trade deficit affect each other?  

a)  A budget deficit is very different from trade deficit and doesn’t affect the last. 

b) A budget deficit is very different from trade deficits but the two affect each 

other. 

c)  A budget and a trade deficits are not different that’s why they affect each other. 

2.  What do most governments do to pay their budget deficit? 

a)  They ask voters to pay higher taxes. 

b)  They try to intensify national economy. 

c)  They sell government bills. 

3.  What are the relations between a spendthrift country and its foreign investors? 

a)  Foreign investors lose confidence in a spendthrift country. 

b)  Foreign investors are always ready to help a country with budget and trade 

deficit. 

c)  Foreign investors urgently sell most of their goods to a country with budget and trade deficit. 

LANGUAGE ACTIVITY 

Exercise 1. Insert prepositions (for, from, of, on). 

1.  The value of this country is increasing … the international markets. 

2.  The size … budget deficit sometimes becomes dangerous for spendthrift 

economies. 

3.  Economic decline may result … foreign trade unbalances. 

4.  The government has to pay for its barrowings … the central bank. 

5.  A businessman is ready to finance business looking … high returns. 

6.  It is time to pay interest … bonds.  

Exercise 2. Translate the sentences paying attention to the modal verbs can, may, 

must, should. 

1.  Foreign investments in local companies can provide jobs for unemployed 

people.  

2.  Before cooperating with a new company one should determine its wealth. 

3.  It may happen that you have no money to buy a wanted thing.  

4.  By using exchange rates a salary in yen could be converted into U.S. dollars. 

5.  Our agreements and contracts must be signed by authorities from both sides. 

6.  The bankruptcy of the company might be result of an unfruitful management. 

7.  You mustn’t forget to pay taxes regularly. 

Exercise 3. Fill in the gaps with proper time conjunctions: before, during, when, 

since, until. 

… the last few months investors were watching US stock markets rather nervously. The problem with US technology and telecom stocks began last March and … this tendency was caught, share prices at large companies crashed. … the beginning of the summer such companies as Intel, Apple  and others announced lower profits. The investors feared that … the US companies were unable to improve the situation, the demand for PC’s would fall. It is known that … the prospects are like that the investors begin to sell all the business even … they are successful.  

 Unit XV 

WORD-STUDY 

Exercise 1. Check the transcription in a dictionary, read and translate the words 

listed below. 

Nouns: liability, skyscraper, assets, bankrupt, enterprise, key, guarantee, equity, fund, firm, identity. 

Adjectives: initial, anonymous, public, private. 

Verbs: own, require, pursue. 

Adverbs: enough, though, almost. 

UNDERSTANDING THE TEXT 

WHY ARE COMPANIES REFERRED TO AS LTD., INC., GMBH, OR S.A.?

The heart of capitalism is private ownership, and a limited liability company allows people to own almost anything – from skyscrapers to television stations - without risking their professional assets should the company go bankrupt. An individual, like Henry Ford, might want to begin a small enterprise and personally retain total responsibility and liability, but once it starts to grow, a partnership or a "company"—such as Ford Motor Company—would need to be formed. The key factor in owning any company is the guarantee called  limited liability: the owners of a company never have to pay more than they have invested in the company. Their liabilities are limited. When a company goes bankrupt, the owners can never be required to pay its unpaid bills. 

The worst that can happen to investors in a limited liability company is losing their initial investment if the company rails. By limiting the downside risk for shareholders, companies are able to attract equity investors and raise large amounts of funds called equity capital through sales of shares rather than by borrowing money at potentially high interest rates. 

The names of companies around the world reflect this guarantee or limited liability. The abbreviations "GmbH" in Germany, "Inc " in the United States, or "Ltd." in most other English-speaking countries indicate that the firm is a limited liability company and investors have nothing more to lose than the money invested in their shares. The "S.A." in French- and Spanish-speaking countries also refers to 

limited liability by defining shareholders as "anonymous." Since the identity of 

shareholders can be kept secret, the creditors or a bankrupt company have no right to pursue them for the company's unpaid debts. 

Many countries make a clear distinction  between public and private companies, with separate designations, such as AC and GmbH in Germany, or Plc and Ltd. in Britain. Generally, "public" companies are  those large enough to have their shares traded on stock exchange, while smaller unquoted companies are said to be "private," even though their shares can be held by the public at large. In some countries, a large company is said to be privately owned if  its shares are not available to the general public, in the United States, where little distinction is made between public and private companies. Most companies simply bear the title "Incorporated." 

COMPREHENSION CHECK 

Exercise 1. Complete each sentence according to the information in the text. 

1.  If a company fails, its investors …  

a)  lose all their property 

b)  lose their initial investments 

c)  are arrested 

2.  The names of companies around the world reflect …  

a)  the guarantee of limited liability 

b)  amounts of funds of the company 

c)  the authority of the company on the international market 

3.  In the United States most companies bear the name …  

a)  Public Limited Company 

b)  Limited 

c)  Incorporated 

LANGUAGE ACTIVITY 

Exercise 1. Insert prepositions (to, between, of, on, in) where necessary. 

1.  Public companies allow people to have shares traded … stock exchanges. 

2.  Today we have a meeting of the owners … our company. 

3.  I lost all money that I had invested … these shares.  

4.  Is there any distinction … public and private companies? 

5.  In some private companies the shares are not available … the general public. 

6.  A budget deficit affects … trade deficit. 

Exercise 2. Translate from English into Russian paying attention to the equivalents of modal verbs. 

1.  After graduating from our faculty he was able to work as economist. 

2.  The doctor said that now I was allowed to work. 

3.  Because of a high budget deficit the company has to reduce its expenditures. 

4.  Our manager is to call me at 9. 

5.  Some large companies are not permitted to trade their shares to general public. 

6.  The firm was not able to pay back the money owed to its creditors. 

7.  The terms of delivery goods didn’t have to be infringed.  

Exercise 3. Answer the questions using modal verbs or their equivalents. 

1. What can people own in capitalist countries? 

2. Are you able to continue your business? 

3. When are you to pay your debts? 

4. What can happen to investors, if the company fails? 

5. Do the owner of a company have to pay more than they had invested in it? 

6. Privately owned large companies mustn’t have their shares traded on stock 

exchange? 

UNIT XVI 

WORD STUDY 

Exercise 1. Check the transcription in a dictionary, read and translate the words 

listed below.  

Nouns: share, benefit, dividend, reward, agreement, return, store, ownership, light, bulb, equity. 

Verbs: certify, reduce, eliminate. 

Adjectives: worthless, stable, original. 

Exercise 2. From the verbs given below make nouns according to the model. 

Compare the meaning of the verbs and of the nouns.  

Model: to limit – the limit – предел; 

to state, to look, to cause, to reward, to return, to share, to surge, to trade, to fall. 

UNDERSTANDING THE PRINTED TEXT 

WHAT IS EQUITY?

1. Ownership in a company, called equity, is certified through pieces of paper-called shares or stock-that state that "the holder of this share owns a part of this company." 

2. When the company makes a profit, its owners share in the benefits by receiving a dividend or by selling their shares for more money than they originally paid. When the company loses money,  however, the dividends are reduced or eliminated and the share price tends to fall. In the worst case, the company goes bankrupt, owing more than it can pay. The shares then become worthless and the owners lose all the money invested in them. 

3. A company's shareholders are paid last after the suppliers, after the banks, and after the bondholders. The risk it that there may be nothing left for stockholders after everyone else has been paid off. The reward is that when a company earns a lot, the stockholders get it all. With equity, there is higher risk but also the opportunity for greater reward. 

4. All investments involve a certain amount of risk, but a stock is generally considered much more risky than a bond, which is an agreement by the company to pay a specific amount of money at a specific time. In contrast to the fixed income of a bond, the return on an equity investment  is unknown. To reward investors for this risk, equity tends to provide a higher return, either in the form of dividend payments or by an increase in value, when the company retains its earnings. Stocks often rise and fall in value rapidly, while bonds tend to be more stable. Bondholders are creditors of a company with a guaranteed return on their investment, whereas shareholders are owners, with all the risks and rewards ownership entails. 

5. International equity investment is not limited to the major financial center of London, New York, and Tokyo. Equity ownership can now mean a share of a fast-food store in Moscow, or it can mean  a part of Thailand's booming manufacturing industry. It can be part ownership of a hotel in Rio de Janeiro or a light bulb company in Budapest. Equity means ownership, and ownership is now allowed in almost every country in the world. 

COMPREHENSION CHECK 

Exercise 1. Find the answer in the paragraphs of the text. 

1. What is the risk for stockholders since they are paid last? 

2. By what documents is ownership in an equity certified? 

3. How are benefits of shareholders realized when the company makes a profit? 

4. Is the equity investment limited to the major financial centers?  

5. What is the price of the shares when the company goes bankrupt? 

6. In what way do bonds differ from shares? 

LANGUAGE ACTIVITY 

Exercise 1. Insert prepositions (to, between, of, on, with, in) if necessary. 

1.  I sold this picture … more money than I had paid for it. 

2.  The bondholders are paid off … shareholders. 

3.  The company should provide its shareholders … a high return. 

4.  Private business is allowed … almost every country. 

5.  Our business is limited … the sale of electronic equipment. 

6.  The shareholders get reward … the suppliers and the banks. 

Exercise 2.  Translate the sentences paying attention to the tenses of the predicates. 

1.  Goods sent by sea to Japan will take four weeks to reach the receiver. 

2.  – What are you doing here in the post-office? 

-  I’m posting a letter to our partners. 

3.  The organization of transport becomes of great importance for every business. 

4.  When you called to us we were discussing the terms of payment.  

5.  Only by the end of the working day the business partners had solved all 

problems. 

6.  Our enterprise will have borrowed money by the time of paying tax. 

7.  Next year we’ll be gradually reducing our contacts with small firms. 

8.   Mr. Smith has been working for our firm for 20 years. 

Exercise 3. Put the verbs in the brackets into the correct forms. 

1.  My brother is not in Moscow now. He (to travel) abroad. 

2.  The earliest money (to serve) as a unit of account. 

3.  During the last year we (to trade) with the same company. 

4.  Every morning I (to drink) my coffee.  

5.  The workers just (to receive) the salary. 

6.  We were informed that the bankruptcy of the enterprise already (to become) the reality. 

7.  Economists predict that later our budget deficit (to result in) the trade 

imbalance. 

8.  By 1910 Henry Ford (to begin) a small enterprise. 

Exercise 4. a. Read and translate the conjunctions of Relative Clauses (who, 

whom, whose, which, that) and relative adverbs (who, where, why). 

1. The devices which/who you ordered have arrived. 

2. Investments whom/that are made in a limited company are in the form of shares. 

3. The money whom/ that is needed to start the business is called capital. 

4. This engineer is someone with whom I like to work/ who I like to work with. 

5. If the business which/ who is owned by a  sole proprietor runs into trouble, the 

owner has to pay his debts to the creditors. 

6. The capital which/ when is borrowed is called loan capital. 

7. We invited to our firm engineers whose/ who work is relevant to our project.   

8. Which/ What we need is a better marketing strategy. 

UNIT XVII 

WORD STUDY 

Exercise 1. Check the transcription in a dictionary, read and translate the words 

listed below.  

Nouns: balance, coconut, juice, beach, island, material, industry, entrepreneur, 

equipment, summary, truck, bankruptcy, purpose, accounting, picture, health. 

Adjectives: necessary, nervous. 

Verbs: substract, add, owe, label, declare. 

UNDERSTANDING A PRINTED TEXT 

WHAT IS A BALANCE SHEET?

If a simple coconut juice stand on a Samoan island beach were treated as a company, its balance sheet would consist of the following: its assets would be made up of the coconuts and the materials necessary to make and sell juice plus any cash on hand. If anything had been borrowed to set up the operation, these debts would have to be listed as liabilities. Whatever was left over after subtracting the debts from the assets would become the budding young entrepreneur's stockholder's equity. 

All of the assets and liabilities of a company-even one as small as a coconut stand in the South Pacific-can be added up to see what the company owes and what it owns. A balance sheet is this summary, a snapshot of a company's position at a given point in time. 

A balance sheet is made up of two lists, placed side by side. On the left the company lists everything it owns, such as cash and "fixed assets" called property, plant, and equipment, which include everything from buildings and trucks to tools, pencils, and copy machines. This list is labeled assets. On the other side, the company lists its liabilities, consisting of all claims to the company's assets, from creditors and from the company's owners. The lists end up being exactly equal-whatever assets are not claimed by the company's creditors belong to the owners. When the company's shareholders sit down  to see what they really own, they look at the lists on both sides of the balance sheet. By subtracting a company's liabilities from its assets, shareholders calculate the stockholders' equity to see what belongs to them after all of the company's debts have been paid off. This is commonly called book value. 

When liabilities, such as loans from banks, start to exceed the level of a company's assets, the shareholders may become nervous and sell their shares. They don't want to be around on the day when the company can no longer pay its debts and is forced to declare bankruptcy, reducing the shareholders' equity to nothing. The purpose of accounting is to provide the company's shareholders with a clear picture of the company's financial health. This "photograph", which is usually published once a year, can be used as a managerial tool, allowing us to see how efficient a company is, and whether it should stay in business. 

COMPREHENSION CHECK 

Exercise 1. Complete the sentences referring to the information from the text.  

1.  A balance sheet is … . 

2.  A balance sheet is made up … . 

3.  The list of labeled assets includes … . 

4.  The company lists its liabilities … . 

5.  A book value shows … . 

Exercise 2. Give the right answer. 

1.  What happens to shareholders when the liabilities of the company exceed the 

level of its assets?  

a)  They become happy. 

b)  They become rich. 

c)  They become nervous. 

2.  Do shareholders support the company if it declares bankruptcy?  

a)  Yes, they do. 

b) No, they don’t want to be around on this day. 

c)  They are waiting when the company starts a new business. 

3.  How often is the company’s accounting published?  

a)  Twice a week. 

b) Monthly. 

c)  Once a year. 

LANGUAGE ACTIVITY 

Exercise 1. Insert prepositions (from, at, in, to , by, on). 

1.  A balance sheet of any company consists of its assets plus cash … hand. 

2.  A balance sheet consists of two lists placed side … side. 

3.  The shareholders looked … the balance  sheet to see what really belongs … them. 

4.  I think you should stay … business. 

5.  It is very bad when loans … banks exceed the level of a company’s assets. 

Exercise 2.  Translate sentences paying attention to the Passive voice of the 

predicates. 

a) 

1.  Some basic documents were required for exports and imports. 

2.  Payment foreign trade may be made in cash or on contract. 

3.  The importance of cash flow has already been recognized by all economists.  

4.  National wealth could be determined by looking at its people.  

5.  International trade terms are widely used throughout the world.  

6.  Accountings will be published once a year. 

b) 

1.  The price of a house depends on the material it is constructed of. 

2.  Payment by the letter of credit is referred to as most secure. 

3.  The manager director was sent for as he was the only one to help us. 

4.  Our balance sheet is being looked through attentively now. 

5.  Trade in services has not been looked on as profitable for us. 

6.  Our economists’ propositions will be spoken about at the next meeting. 

c) 

1.  I was given a valuable advice of an expert in economy. 

2.  Small businesses are affected by the problem of effective distribution of goods. 

3.  You will be helped by your friends to prevent the bankruptcy.  

4.  The visitors were asked to enter the office. 

5.  The economic difficulties of today are being influenced by political situation. 

6.  The firm has been offered rather profitable interest rate recently. 

Exercise 3. Substitute the infinitives by the proper form of the verb (active or 

passive). 

1.  During the last financial panic, central banks (to act) as a lender of last resort. 

2.  I know that the money already (to deliver) directly from one person to the other. 

3.  In future, money (to borrow) from the central bank to lend the clients of small banks. 

4.  Now, when the economic activities of many businesses (to slow down) many 

banks reduce money supply. 

5.  Foreign exchange markets (to link) electronically. 

6.  The dollar (to use) in many countries as a local currency. 

7.  It happens that a country (to export) more than it (to import). 

Exercise 4. Read the text. Put the verbs in brackets in Passive Voice. 

WHERE DO THEY MAKE HONDAS?

Twenty years ago, if someone asked: “Where do they make Hondas?”, the answer would be easy: “Hondas (to make)  in Japan”. Nowadays, the question is not so easy to answer. Making cars is an international business. Cars not only (to manufacture) in their original country, they also (to produce) in other countries, and such giants as Toyota and Honda have factories in many different countries. 

There are several British car manufacturers, Ford, Rover, etc. and a lot of car factories in the UK. But some British cars not (to make) in Britain. The process is like a conveyor belt: while parts of British cars (to produce) in Germany or Belgium, the ready parts (to transport) to the UK where the cars soon (to assemble).  

As for other countries, they produce Renault’s not only in France, but also in Slovenia. German Opels (to make) in Hungary and new Audi TT Coupe, as it (to plan), (to produce) in Hungary as well. The famous Škoda factory, in Czech Republic, is now a joint stock company. Seventy percent of the company (to own) by German car manufacturer Volkswagen. Thirty percent (to own) by Czechs. Škoda  is the most profitable company in the country. 

UNIT XVIII 

WORD STUDY 

Exercise 1. Check the transcription in a dictionary, read and translate the words 

listed below.  

Nouns: south, overview, maintenance, Pacific  depreciation, nightmare, advantage, uncertainty, organization, fund, wildlife. 

Adjectives: multinational, proverbial, nonprofit. 

Verbs: incur, deduct, delay, measure. 

UNDERSTANDING A PRINTED TEXT 

WHAT IS A PROFIT AND LOSS STATEMENT?

Any enterprise from a major multinational corporation to a coconut juice stand in the South Pacific needs a summary of everything the company has earned and spent over a given period of time. This overview of a company's day-to-day activities is called an income statement or a profit and loss statement (P&L). 

A company making and selling coconut juice on a South Pacific beach would start its P&L with a summary of all revenues from selling its product. To determine its profit, the company needs to subtract its expenses from its revenues. First, it would subtract the costs incurred in producing  the juice, called "cost of goods sold." Expenses such as salaries or maintenance of assets would also have to be accounted for. Other expenses, such as interest on loans, would then have to be deducted. 

Finally, depreciation, the decline in value of fixed assets, such as machinery and tools, would have to be deducted from earnings. Depreciation causes numerous accounting nightmares because there is no way to determine how much a fixed asset really declines in value overtime.  

Many companies take advantage of this uncertainty to show as much "loss" as possible as soon as possible, reducing earnings in order to pay less tax in the early years of the asset's life. By delaying tax payments, companies can earn valuable interest on their retained earnings. 

Once all expenses have been deducted from the revenues, a company can see its total profit or loss. This is the proverbial bottom line. It tells us how much the company's assets and liabilities changed over the course of the year. Another tool for understanding a company's activity is to look at its cash flow. This measures the actual flow of funds—real money-flowing into and out of a company during a given period of time. A company's cash flow, or "cash summary," factors out all of the accounting tricks and looks at what a company really earned. Even though it does not tell us the company's "profit", cash flow sometimes gives a clearer picture of a company's true earnings, because it excludes accounting tools such as depreciation. 

Cash flows and profit and loss statements are essential (or understanding the revenues, expenses, and profits of any organization, including nonprofit organizations such as the World Wildlife Fund or the  United Nations. Even if profits are not distributed to shareholders, any organization needs a P&L to account for its activities to see whether it is being efficiently and honestly run. 

 CHECK YOUR UNDERSTANDING 

Exercise 1. True or false? 

1.  Profit and loss statement is the overview of a company’s day-to-day activities. 

2.  The profit of a company includes its expenses and revenues. 

3.  There are many ways to determine the depreciation of a company’s fixed assets. 

4.  The decline in value of fixed assets is called depreciation. 

5.  Analysis of company’s cash flow helps to understand its activity. 

6.  The United Nations is not nonprofit organization. 

Exercise 2. Complete sentences according to the information in the text. 

1.  Selling of the coconut juice may be organized by … . 

a)  multinational corporation 

b)  a simple stand 

c)  a stock exchange 

2.  Such fixed assets as machinery and tools … over the time. 

a)  increase in value 

b)  decline in value 

c)  don’t change their value 

3.  Cash flow is the flow of … into and out of the company. 

a)  real money 

b)  goods 

c)  investors 

LANGUAGE ACTIVITY 

Exercise 1. Insert prepositions (on, into, at, out, for, from). 

1.  Interests … loans sometimes make serious expenses for a company. 

2.  All other expenses have to be deducted … the revenues. 

3.  You may understand the company’s activity if you look … its cash flow, which is the real money flowing … and … of the company. 

4.  Any organization has to account … its activity. 

Exercise 2. Choose the correct form of the verb according to the rule of the 

Sequence of Tenses.  

1.  The manager said that before selling  the goods they (did, had done) a lot of 

working research. 

2.  It was clear that advertising (was, is)  an important means of promoting their services. 

3.  I was told that you (will represent,  would represent) our company at the conference. 

4.  One can see that the character of trading (changes, was changing) with changing of new high-tech goods. 

5.  We were sure that Mr. Brown (will start, would start) his own business.  

6.  Nobody could understand why the profits (are not disturbed, were not disturbed) to shareholders. 

7.  I knew that two specialists from our enterprise (were working, are working) for a Britain company. 

8.  The producers were informed that on the basis of this agreement they (could, can) sign contracts with foreign firms. 

Exercise 3. Read the story and put the verbs in brackets in proper tenses. 

One of my friends, Black, (to loose)  job though he (to be) a very good clerk. Once I met him with a suitcase in his hand. “Where (to go) you?” I asked him. “To Mexico”, was the answer. “A bank there  (to require) a clerk. I (to send) my documents by post, but I decided to go there myself to settle the matter sooner”. So, Black (to go) to Mexico. But his letter (to come) there three days earlier. When Black came to the Bank and (to speak) to the assistant-manager, the latter said: “I’m sorry, but we already (to get) a man and we (to send) him a telegram to come here immediately”. The assistant-manager added that he (to clarify) the matter with the manager. Without waiting the answer Black turned out and (to leave) the Bank. But, as he spent all his money, it (to take) him two months to get back to England. There, he found the telegram, which (to wait) for him for about two months.  

Exercise 4. a. Read and translate  the conjunctions of Purpose Clauses:  so that, 

for fear that, in order to, in order not to, so as not to, for, with the aim of. 

b. Choose the appropriate conjunction. 

1.  Helen starts her own business, so/for she has to find an office space. 

2.  The Central Bank would like to keep interest rates low in order to/in order not to estimate economic growth. 

3.  Our Head Manager had several meetings with our bank so as not/ so as to 

arrange the loan. 

4.  For/To subsidize some industries the government gives them grants or loans. 

5.  We made all our best to/ for doing our business successful. 

6.  I was driving my car fast in order to/ for fear to miss my plane. 

7.  He opened an account with the aim of/ so as not to saving money to buy a car. 

Exercise 5. a. Purpose can be expressed in various ways. For example, from two 

sentences you may make many purpose sentences.  

Model: A producer of optical equipment went to London. He wanted to market his product. 

A producer of optical equipment went to London to market his product.  

A producer of optical equipment went to London for marketing his product. 

A producer of optical equipment went to London in order to market at his product. 

A producer of optical equipment went to London so that he could market his equipment. 

A producer of optical equipment went to London with the aim of marketing his equipment. 

A producer of optical equipment went to London in order not to miss marketing of his equipment. 

A producer of optical equipment went to London for the fear that he could miss his marketing of equipment. 

b. Make yourself as many purpose sentences as possible:  

I rushed to the post-office. I wanted to post you this parcel. 

UNIT XIX 

WORD STUDY 

Exercise 1. Check the transcription in a dictionary, read and translate the words 

listed below.  

Nouns: ratio, Japan, stake, brewery, trust 

Adjective: high, relevant, few, annual. 

Verbs: reflect, vary, wear, accelerate. 

UNDERSTANDING A PRINTED TEXT 

HOW ARE COMPANIES COMPARED INTERNATIONALLY?

The price of a company’s shares is based on two things: what the company is worth and what it can provide in earnings in the years to  come. A company’s earnings, like a fruit tree’s annual production  of apples or oranges, is usually accounted for at the end of each year of activity. 

A company’s share price is based on its earnings, usually in the form of a ratio, called the price/earning (p/e) ratio. When a company’s earnings rise, its share prices usually rises, keeping its p/e ratio in line with other companies within its industry. A company with a price /earnings ratio of 10/1, for example, has a share price that is ten times the amount the company earns per year, implying that the stock would pay for itself in ten years’ time. 

The problem in comparing p/e ratios from country to country is that each country has its own accounting rules: earnings may be understated in one country and overstated in another. It is hard judge a company’s value when the measuring sticks are not the same. Instead of asking, “Is the price too high?”, it may be relevant to ask, “Are the reported earnings too low”. 

In Japan, different accounting rules allow many Japanese companies to report fewer earnings then would be accounted for be European or North American standards. For example, many of the Japanese holdings of other companies are not included in their reported earnings. The 5  percent stake that Mitsubishi Trust may hold in Kirin Breweries would be reflected  in its price per share, but not in its earnings statement. Japanese price/earnings ratios, therefore, often look high by Western standards. 

Another accounting practice that varies from country to country is depreciation, the theoretical “loss” companies can report on their taxes as assets such as building and machinery wear out. In  Japan, companies use an “accelerated depreciation” method to show lower profits in the early years of an asset’s life, a practice that is not allowed in most Western countries. If the Japanese were to use Western depreciation methods, their reported earnings would rise considerably. This is why any big institutional investors do their own analysis of financial statements from around the world, recalculating a foreign company’s earning according to a common set of accounting rules. This recalculation often brings foreign p/e ratios in line with those of other companies in the world economy. 

COMPREHENSION CHECK 

Exercise 1. Answer the following questions. 

1.  When are usually company’s earnings accounted for? 

2.  What is a company’s share price based on? 

3.  Are the methods of comparing p/e ratio equal in all countries? 

4.  Why do big institutional investors do their own analysis of financial statement from around the world? 

LANGUAGE ACTIVITY 

Exercise 1. Insert prepositions (to, per, on, to) where necessary. 

1.  The accountant informs the owners about the amount that the company earns 

… year. 

2.  According … our rule we have no right to sell our shares to the general public. 

3.  The shareholders wanted to know what really belonged … them. 

4.  The share price is based … the earnings of the company. 

5.  Accounting rules in Japan allow … local companies to report earnings fewer 

than in Europe. 

Exercise 2. a. Read and translate the text.  

One  day  Emily  Ross,  author  of  articles on management  in selling, called the magazine to tell them about a new article she was planning to write. But she was told that the editor was no longer there and a new man replaced him. 

She spoke to the new editor. “I don’t take articles from non-staff writers”, he told her. “But I’ve been writing to this magazine for years”, she said. 

“That  may  be”,  he  answered,  but  the old editor is gone, and I’m running the magazine now. Non-staff writers don’t do the kind of job I require. “ 

Emily said, “I’d like to come to  see you”. “Come if you like but you will waste your time”, he answered. 

Nevertheless Emily went. She showed him one of her previous articles that had excellent response from readers. The editor looked through the article and said, “Well, write something for me and I’ll see if I like it”. 

Two days later Emily’s secretary told her, “The editor has called and he’s eager to speak to you”. “Oh, Emily”, he said when she has called him, “your article is fantastic. I’ll put it in our next issue and your photo on the first cover”. 

 b. Change the sentences of the dialogues into the Reported Speech. 

UNIT XX 

WORD STUDY 

Exercise 1. Check the transcription in a dictionary, read and translate the words 

listed below.  

Geographical names: Eastern Europe, Scottish, Tokyo, Edinburgh. 

Nouns: credit, chaos, venture, pension, turmoil, endowment, wheal, fortune, favor, maturely, hazard, widow, orphan, agency. 

Adjectives: smart, careful, additional. 

Verbs: flourish, identify, weigh, improve. 

UNDERSTANDING THE PRINTED TEXT 

WHAT ARE SOME OF THE RISKS OF INTERNATIONAL INVESTING?

International investing is a risky business. When the Communist economies of Eastern Europe were transformed into free-market economies, for example, their credit risks improved immeasurable, and those who invested first saw the value of some of their investments flourish. In other countries, however, investors were not so lucky as political turmoil and economic chaos pushed many ventures to the brink of bankruptcy.  

International investing carries many additional risks along with additional rewards. Global investors, including pension funds and university endowments, need to look very carefully at each country’s political and economic situation before lending money or otherwise investing abroad. By removing – or at least identifying – some of the risks involved, the wheel of  fortune of the global markets can actually spin in the smart investor’s favor. Banks, for example, have  made a science of weighing the risks in international investment. When lending money to international borrowers, they not only consider the traditional risks of  credit, maturity, interest rates, etc., but they identify additional hazards such as  exchange risk and political risk.         

Changes in the value of foreign currencies can provide additional profits, or they could end up eating away the earnings from and otherwise lucrative international investment. A Scottish widows and orphans fund that invests its funds in Tokyo may see the value of its stocks and bonds rise handsomely on the markets in the Far East. 

But if the yen loses value against the pound in Edinburgh, those foreign earnings may end up being a loss for those who need the money at home. Exchange risks can also work in an investor’s favor. For example, an American investing in Australian stocks stands to gain handsomely if the Australian dollar goes up against the U. S. dollar. The profit from an investment in a strong foreign currency can sometimes exceed the local profit in the investment itself. 

Loans to governments and companies in foreign countries also carry an exchange risk if the borrower pays back the loan in a different currency. If exchange rates change, the investor may end up getting more or less in return when the loan is exchanged back into the lender’s own currency. For this reason, many loans to Third World countries such as Brazil and Mexico were not made in the local currency. 

Western and Japanese banks  usually preferred to have  the loans denominated in dollars, yen, and marks in order to avoid exchange risks. International investments also present a political risk if a government falls or if new laws are passed restricting international payments. If a democratically elected government is toppled, for example, the local markets may drop like a stone as foreign investment money flees the country. 

After all the risks have been analyzed, international investments should provide a return that rewards the investor for the various risks taken. The use of rating agencies and political analysts helps the investor to calculate risk, but the decision on the return and amount of investments in any one venture must be made on an individual basis. 

Exercise 1. Complete sentences according to the information in the text. 

1. International investing is … . 

a) a nonprofitable business 

b) a profitable business 

c) a risky business 

2. Political turmoil and economic chaos in a foreign country … . 

a) make some ventures borrow additional money from banks 

b) help some ventures to obtain considerable rewards 

c) push some ventures to the brink of bankruptcy 

3. Western and Japanese banks make loans denominated … . 

a) in local currencies 

b) in dollars 

c) in any currencies 

4. If a democratically elected government is toppled, the local market … . 

a) may drop 

b) never drops 

c) must drop 

5. The use of … helps the investors to calculate risks. 

a) internet information 

b) rating agencies and political analysts 

c) information from the secret service 

Exercise 2. Read and translate the collocations below. 

1.  credit risks 

2.  additional reward 

3.  pension fund 

4.  wheel of fortune 

5.  smart investor 

6.  interest rate 

7.  foreign earnings 

8.  strong currency 

9.  lender’s currency 

10.  Third World country 

11.  removing risks 

LANGUAGE ACTIVITY 

Exercise 1. Insert the prepositions (with, on, in, at, to , of). 

1.  It is easier for small business to find customers … home. 

2.  Currency risks depend … the currency exchange rate. 

3.  Money tells us how much our goods or services are worth … the international market. 

4.  Any business carries risk along … profits. 

5.  When banks lend money … international borrowers they consider possible 

risks. 

6.  When buying shares one needs to look … the economic situation … the 

company. 

7.  These goods are not to be paid … local currencies. 

Exercise 2. Summarize your knowledge of the Conditional Sentences.  

I.  Translate the sentences into Russian. 

1.  If a Seller decides not to sell his goods, the Buyer has no right to oppose it. 

2.  If our partner increases the volume of contract, we shall have an 8 percent discount. 

3.  If all the contracts were strictly observed, there would be no need to 

break them. 

4.  If we had started our talks earlier, we would have increased our currency earnings. 

5.  Had we arrived at the agreement, you would be able to buy the currency at the agreed price. 

II.  Put the verbs in brackets into the correct form. 

1.  If the order were received on time, the manufacturing of our product (to take) not more than two weeks. 

2.  If a country restricted foreign investments, job and needed capital (to be lost) for other countries. 

3.  If a firm has to deliver a small package of goods, it usually (to prefer) to send it by road transport.  

4.  If a large number of trades (to want) to buy U.S. dollars, the value of the latter will go up. 

5.  If the shareholders (to look) at the balance sheet, they would have known what they really own. 

6.  Money would have lost its value, if the prices had risen. 

7.  The economy slows unless banks (to stop) to lend money to business and consumers. 

8.  Had our banks lent money from the Central bank, we (to lend) it to our clients. 

9.  Had I more information about our partners’ business the talks (to be) more successful.  

Exercise 3. Complete the sentences. 

1.  If I were a genius, … . 

2.  If my father were a banker, … . 

3.  If I had $1 000 000 to spend in three days, … . 

4.  If somebody stole my deposit book, … . 

Exercise 4. Choose the correct tense for the verbs in brackets. Remember that using of verbs after as if as though is similar to that in Conditional sentences in real or unreal situation.  

1.  Tony knew nothing but he acted as if he (to know) everything. 

2.  He behaves as if he (to be) the boss of a company. May be he is? 

3.  I worked hard. By the end of the day I felt so tired as though I (to run) a mile. 

4.  The employees of this firm are not slaves, but they are treated as if they (to be). 

5.  Our new engineer had no special education, but he marked as though he (to be) a high level specialist in this branch. 

UNIT XXI 

WORD-STUDY 

Exercise 1. Check in a dictionary and translate the words listed below. 

Nouns: basket, range, structure, supply, decision, environment. 

Adjectives: whole, healthy, conscious, social, retired, rapid. 

Verbs: prefer, buy, diversify, suffer. 

UNDERSTANDING A PRINTED TEXT 

WHAT THE EQUITY FUND?

Instead of putting all their eggs in one basket, international investors often invest in equity funds that spread the risk over a wide range of stocks. Essentially, equity funds allow investors to avoid the risk  of losing all their money on one bankrupt company. The funds consist of a whole group of different securities, such as stocks and stock options, that are bought and sold for the fund by professional fund managers. 

 Many international investors prefer to leave the decisions on foreign equity investment to the highly skilled fund managers who know the individual markets and are better able to avoid costly mistakes. By buying a share in an equity fund, such as Far East fund are a growth stock fund, investors can diversify the risk over a wide range of companies. If any one company in an equity fund goes bankrupt, each investors suffers minimal loss because of the other healthy companies in the fund.  

Politically or socially conscious investors such as college endowment funds may prefer to invest in equity funds that correspond to their economic and political goals. 

A fund investing only in companies that protect the environment, for example, may be of interest to people who want to accomplish specific socials goals with their money. 

There are many different equity funds available for their international investor. Growth stock funds invest primarily in stocks of companies that retain their earnings and concentrate on rapid growth. In an income stock fund, investment are made primarily in already established companies that pay consistent dividends. This type of investment may be of interest to a pension fund, for example, which needs a fixed income for payments to retired people. A country fund provides investors with an opportunity to share in the growth of specific foreign markets with limited risk. 

There are two types of structures for equity funds. A “closed-and” investment fund, (called an “investment trust” in  Britain) has a limited number of shares available. A new investor would have to buy shares in the fund through the open markets, where their price is determined  by supply and demand. In an “open-end” investment fund (called a “unit trust” in Britain) new shares are simply issued whenever a new investor wants in, and the price is determined by the value of the fund’s holdings. 

COMPREHENSION CHECK 

Exercise 1. a. Do you agree that …  

1.  … putting all eggs in one basket exposes them to the risk? 

2.   … it is reasonable to use the help of professional fund magazines? 

3.   … there are not many equity funds available for international investments? 

4.   … the environists prefer to invest their money into companies that protect the 

environment? 

5.   … a “closed-end” investment fund issues shares whenever a new investor 

wants them. 

                 b. Prove your answers. 

LANGUAGE ACTIVITY 

Exercise 1. Insert prepositions (by, in, of, for, to) where necessary. 

1.  There are different goods and services available … international investors. 

2.  The development of trade relations corresponds … political and economic goals of our countries. 

3.  Domestic trade allows … sellers and buyers not to use foreign currencies. 

4.  The debts are to be paid … a spendthrift country. 

5.  If you have free money, you may buy shares … an equity fund. 

6.  Your proposal may be … interest to us. 

7.  The investors need … help of skilled managers. 

Exercise 2. Summarize your knowledge of the Subjunctive Mood.  

Translate the sentences paying special attention to the verbs in the Subjunctive 

Mood. 

I. 1. It is better that you invest in an equity fund. 

2. It is improbable that his business be successful. 

3. It is important that the documents should be received on time. 

4. It is desirable that he pay back the debts. 

II. 1. I propose that the rate of interest be stated beforehand. 

2. The arbiter insists that both sides should arrange the payment of the project. 

3. The investor requires that the decision should be made by a skilled fund manager. 

4. Our partner demanded that the goods be paid by cheque. 

III. 1. When the bankruptcy becomes reality,  shareholders begin to sell shares, lest they should lose their money. 

2. We shall solve the problem so that our business should be profitable for both of us. 

3. The representatives met in November in order that all terms should be agreed by the end of the year. 

Unit XXII 

WORD-STUDY 

Exercise 1. Read and translate the collocations below. 

In reference to, unlike a stock, to reflect the market, low rate of interest, to sell at a discount, a higher return, interest-bearing investments, around the world. 

Exercise 2. Find in the text nouns with the suffix –er (or) and translate them. 

Exercise 3. Remember the meaning of the terms that you’ll find in the text. 

Redemption is the act or process of redeeming, of paying off a loan. 

Maturity is the date on which a bill of exchange, promissory note or loan becomes 

due for payment or repayment. 

Securities are stocks, shares and bonds which are bought as investments. 

UNDERSTANDING A PRINTED TEXT 

WHAT IS A BOND?

Unlike a stock, which represents the risk and rewards of ownership in a company, a bond is simply a loan agreement that says: “I, the borrowers, agree to pay to you, the bondholder, a certain amount of money at a certain time in the future.” Although almost anyone can issue a bond, large institution such as government and corporation are the most common borrowers in the international bond markets. Instead of relying on any one bank to lend them money, they issue bonds to raise large sums of funds, often in global issue of securities that are sold to banks and other investors around the world. 

A bond is basically a piece of paper giving the holder the right to receive a specific amount of money at a specific time. The borrowers, or issuer, of a bond has two obligations. First, the issuer has to pay back the original amount borrowed, called the principal. Second, the borrower needs to pay interest periodically, to reward those who buy the bond as an investment. These interest payments are also called coupons in reference to the little pieces of paper attached to  bonds before the electronic markets made such paper transactions unnecessary. 

In order to determine the value of a bond, it is necessary to calculate the interest paid over the bond’s life and compare this with other interest-bearing investments in the international marketplace. 

Bond prices are constantly raised and lowered to reflect the market. Essentially, bonds often interest rates. A bond paying a relatively low rate of interest, therefore, will be sold at a discount when higher-interest bonds are issued. A low-coupon bond, for example, may have to be sold for 95 percent of its face value, or redemption value, in order to make it attractive enough to compete with other bonds. In paying less for a bond, the buyer receives a higher return, or yield, on the amount invested. Like a playground seesaw, when one goes up, the other goes down. 

Likewise, when interest rates fall, the prices of existing bonds rise. In a period of declining interest rates, a relatively high-coupon bond would see its price increase, until its yield is same as other bonds in the market with similar maturity and similar risk. A bond’s price may even rise above face value, to 105 percent for example, to make its yield competitive with other bonds in the market. The interest rate and price of a bond are also determined by its risk – the likelihood of the investment being repaid. The riskier the bond, the higher the interest a potential borrower will have to pay to attract investors. Bonds, especially government bonds, are seen to be a relatively safe investment. In the case of a bankrupt company running out of money to pay bondholders and stockholders, the bondholders get paid first. A government,  in a worst-case scenario, can always pay off bonds issued in the national currency by simply printing more money. 

Bond prices are adjusted constantly, allowing them to complete with other investments in the global economy, always reflecting the current political, monetary, and economic environment. 

COMPREHENSION CHECK 

Exercise 1. Answer the questions according to the information in the text. 

1.  What institutions are the most common borrowers in the international bond 

markets? 

2.  What right does a bond give to the holder? 

3.  What obligations has the borrower? 

4.  When do the prices of existing bonds rise? 

5.  What is the principal? 

6.  What bonds are a relatively safe investment? 

7.  What do constantly adjusted bond prices reflect? 

Exercise 2. Complete the sentences giving the explanation of the following 

economic terms. 

1.  A bond is basically …. 

2.  The bondholder is a … . 

3.  The nominal value of a bond is … . 

4.  The redemption value of a bond is … . 

5.  Maturity is a … . 

LANGUAGE ACTIVITY 

Exercise 1. Translate the sentences paying attention to forms and functions of the Participle I. 

1.  He left London for Paris promising to return the following year. 

2.  The delegate addressing the conference arrived yesterday. 

3.  Having been discussed for 7 hours the five-point declaration was approved. 

4.  Having been defeated the Premier was obliged to resign. 

5.  Being made too late the proposal was not dealt with. 

6.  They were arguing for the tax cuts. 

Exercise 2. Translate the following sentences with the Absolute Participial 

Construction.   

1.  The choice having been made, all the other alternatives have been rejected. 

2.  Multiple statements expose several viewpoints, each leading to different solutions. 

3.  With domestic savings squandered, the country’s dependence on foreign finance is increased. 

4.  The companies must be privatized, with no more than 10% of their shares 

remaining in government hands. 

5.  The situation being favourable, they bought the shares.   

Exercise 3. Fill in the blanks with prepositions on, with, to, at, in, of where 

required. 

1. I don’t insist…your coming here. 

2. You may join…us…the station. 

3. He turned…them and interfered…the conversation. 

4. I’ll be back…five minutes. Wait…me…front…the house. 

5. The man turned…pale. 

6. He elbowed his way…the door. 

7. The train starts…8.50, so you’d better be…the station…time. 

Unit XXIII 

WORD-STUDY 

Exercise 1. Check the transcription in the dictionary, read and translate the words listed below. 

Nouns: offer, spread, percent, percentage, amount, quantities, yield. 

Adjectives: competitive, enormous, whole, elaborate. 

Verbs: quote, adjust, connect, complete, force. 

UNDERSTANDING A PRINTED TEXT 

HOW ARE BONDS TRADED?

Bonds are traded around the world twenty-four hours a day, usually in trading rooms of banks and securities houses that  are connected by an elaborate system of electronic communications equipment. The largest international capital markets are based in London, New York,  and Tokyo, but bonds are traded in almost every financial center in the world, from Paris to Bangkok, from Abu Dhabi to Vancouver. 

Since it is difficult for bonds investors to find individual buyers and sellers, they usually go to professional “market-makers” who buy and sell their bonds for them. 

Although some bond trading takes place on public trading floors like stock exchange, most of the world’s fixed-income securities, or bonds, are traded by banks and securities houses acting as market-makers on behalf of their clients. Bond markets are just like any others competitive market in that trades make money by buying for less and selling for more. To buy or sell a bond, an investor goes to a trader who makes a “market” with two prices: a “bid” price and an “offer” price. A trader makes money by buying bonds at the lower bid price and by selling them at the higher offer price. The difference between the two prices is called the spread. 

Bond traders are forced by the market  to keep their prices and spread competitive. Some markets are so competitive that the bid and offer prices are quoted in fractions of a percent, sometimes given as 1/32nds.  

Bonds are usually traded with prices based on a percentage of their original face value. When the piece of a thousand-dollar bond rises by 16/32, or one half of one percent, its value rises by five dollars. Since the original value of the bond and its interest rates do not change, adjusting the bond’s price gives it a new yield. Bond yield calculations are so complex that most traders use calculators to determine which prices bring a bond’s interest rate in line with the changing market. 

In the international capital markets, some bonds, such as U. S. Treasury bonds, serve as bellwether indicators of the market as a whole. Because of the enormous amount of U.  S. Treasury debt issued, international investors prefer to use this market for a large part of their trading and investing. U. S. government securities are said to be the most liquid bonds in the world because then can be traded internationally in large quantities at almost any given time. 

COMPREHENSION CHECK 

Exercise 1. Complete each sentence according to the information in the text. 

1.  US government securities are said to be… 

a)  the most liquid bonds in the world. 

b)  the most convertible bonds.  

c)  gold bonds. 

2.  Bonds are usually traded with prices based on a percentage… 

a)  of their anticipated value. 

b)  of their original face value. 

c)  of their redemption value. 

3.  Some markets are so competitive that the bid and offer prices are quoted in… 

a)  some percent. 

b)  fractions of a percent. 

c)  tiny percentage. 

Unit XXIV 

WORD-STUDY 

Exercise 1. Check the transcription in a dictionary, read and translate collocation listed below. 

Immediate delivery, at a future date, flexible dates, spot prices, rise in value, 

gold mining companies, commercial transactions, precious metals, security houses. 

UNDERSTANDING A PRINTED TEXT 

HOW IS GOLD USED AS AN INTERNATIONAL INVESTMENT?

Gold is bought and sold around the world in almost every market and currency imaginable: with Egyptian pounds in a  Cairo souk, or with dollars on the sophisticated commodity exchanges of Hong Kong or Chicago. Although some gold trading is based on commercial transactions, such as an Amsterdam jeweler buying gold for inventory, most gold is purchased as an investment. 

Gold investors range from powerful central banks who use gold to shore up their currencies to individuals who buy gold  hoping that it will hold its value in inflationary times. Gold’s role has changed over the years. Before banks and securities houses became part of the electronically interconnected global economy, gold served as a “liquid” investment that could be exchanged anywhere in the world at any given time. Now gold is perceived mostly as a “hedge” – providing a stable refuge for investors in highly inflationary times when financial instruments such as stocks or bonds tend to lose their value. When inflation is brought under control, however, gold tends to lose its luster because, unlike most other investments, there is not interest paid on gold. The only possible profit is its rise in value, called capital gain.  

There are several ways of investing in gold, including buying shares in gold mining companies or gold mutual funds. Most gold instruments, however, are “spot” purchases for immediate delivery to a custodian bank that holds precious metals for the investors. Purchases are made on commodity exchanges such as a Comex in New York, or in most international banks such as Credit Suisse in Zurich where trades are executed electronically for clients around the world. Instead of buying “spot” gold for immediate delivery, however, investors can also make an agreement to buy gold at a future date. These are called futures contracts because are based on periodic delivery dates in the future, usually every three months. Tailor-made futures contracts, with flexible dates to fit the needs of buyers and sellers, are called forward contracts. 

Spot and the futures prices, like a child riding piggyback, tend to move in the same directions, rising and falling with other precious metals in the market. If gold’s spot price increases, its futures price usually  rises by the same amount. In general, the prices of precious metals such as gold, silver, and platinum tend to rise and fall together.  

COMPREHENSION CHECK 

Exercise 1. Complete the sentences according to the information in the text. 

1. Most gold is purchased as… . 

2.  Powerful central banks use gold to… . 

3.  There are several ways of investing in gold… . 

4.  Instead of buying “spot” gold for immediate delivery investors can also make 

an …. 

Exercise 2. True or false? 

1.  Nowadays gold serves as a “liquid” investment that can be exchanged 

anywhere. 

2.  Futures contracts are based on periodic delivery dates in the future. 

3.  Spot and futures prices tend to move in the same directions, rising and falling 

with other precious metals in the market. 

4.  The prices of precious metals such as gold, silver and platinum tend to rise and fall together. 

Unit XXV 

WORD-STUDY 

Exercise 1. Check the transcription in the dictionary, read and translate words 

listed below. 

Nouns: option, asset, volatility, obligation, swing, racehorse, wool, likelihood. 

Adjectives: profitable, initial, expensive, drastic, valuable, volatile, limitless, underlying.   

Verbs: exercise, allot, value, underlie, originate, hedge. 

UNDERSTANDING A PRINTED TEXT 

WHAT IS AN OPTION?

It is always useful to keep our options open—to have the right but not the obligation, for example, to buy or sell something at a guaranteed price in the future. 

In a time of fluctuating costs, it is always useful to have the option to buy a product at a guaranteed price. This allows us to  shop around knowing that we could always exercise our option to buy, if the price is right. 

Since we use the option, or "exercise" it, only if it is profitable, it is always good to have as many options as we can. A racehorse owner with an option to buy a new thoroughbred at a certain price could  use that option if the horse wins the Kentucky Derby. Or a sheep farmer in New Zealand could profit from having an option to sell wool at a guaranteed price at the end of each season. 

In the financial markets, where nothing is free, options cost money. The seller of the option has to be paid for taking the risk that the option will be exercised. On the other hand, the buyer of an option runs  the risk of not being able to use it within the time allotted, thereby losing the option's initial purchase price. In general, the option holder's gain is the option seller's loss, and vice versa. 

There are many ways to value an option, but it really depends on the likelihood of it being used. An option that no one expects to exercise costs very little. However, an option will be more expensive if there is a good chance it will be used. Options can be created for anything that has an uncertain future. For example, no one knows if a stock's  price will go up or down, so it is worthwhile having an option to buy or sell that stock if its price moves in the right direction. An option's value essentially depends on the movement in value of an underlying asset such as a stock or a commodity. 

Two other factors that influence an option’s value are volatility, the amount of movement of the underlying asset's price, and  time value, the amount of time for which the option is valid. An option based on an underlying asset with high volatility, such as a stock with drastic swings in price, is worth more than one based on an asset that hardly ever changes in value. Likewise, an option that can be exercised for several years is more valuable than one that can be exercised for only a few months. 

Investors need to be careful with options because they are much more volatile than the underlying assets on which they are based. Because an option represents the right to buy or sell a large number of shares of the underlying stock or other asset, its price moves much more quickly—in both directions—than the market in general. 

Options originated in early agrarian societies where options in the form of handshake agreements allowed farmers to  hedge against the fluctuating prices of commodities such as wheat or grapes. In the expanding global economy, options and international options markets have grown to include an almost limitless number of products including foreign currency options, foreign stock options, and even options on other financial instruments such as stock indexes, futures, and interest rates. 

COMPREHENSION CHECK 

Exercise. 1. Answer the questions according to the information in the text. 

1.  Why is it useful to keep options open? 

2.  What is the seller of the option paid for? 

3.  What risk does the buyer of an option run? 

4.  Can options be created for anything that has an uncertain future?    

5.  What factors influence on option’s value? 

6.  In what form did options originate in early agrarian societies? 

7.  What do options and international options markets include? 

Unit XXVI 

WORD-STUDY 

Exercise 1. Read and translate the following international words. Explain them. 
Balance, guarantee, bond, distributor, date, dividend, economies, information, invest, quota, capital, debit, dealer, option. 

UNDERSTANDING A PRINTED TEXT 

WHAT ARE PUTS AND CALLS?

The international markets are being increasingly driven by options trading, and 

investors in the global marketplace are offered a wide choice of options on everything from Apple Computer stocks to Saudi crude oil and Japanese yen. A coffee company, for example, may buy coffee options to protect itself from unwanted market fluctuations, knowing that in the worst case they stand to lose only whatever they spent to buy the options in the first place. 

Call options give the holder the right to buy, or "call in," something—at a certain price and at a certain time in the future. Put options give the holder the right to sell, or "put" something into the option seller's hands if it is not worth keeping. The most popular options on the international markets are those that give the right to buy or sell stocks. Stock call options, for example, give the right to buy a certain amount of shares, called the  underlying  shares, at a certain price during a limited period of time. Naturally, a call option goes up in value when the value of the underlying shares goes up. 

Stock put options give the right to sell shares at a fixed price if their price goes down. Put options, therefore, will go up in value when the value of the underlying shares goes down. Who buys call options? Those who think the price of the underlying asset will go up. If the share prices go high enough, the holder of a call option can exercise the right to buy shares at a price lower than the market price. These shares can then be resold on the market for a profit. Alternatively, the holder of a valuable call option can simply sell the option to someone else, at a profit, and avoid the trouble of exercising it. 

Who buys put options? Those who think the price of the underlying asset will 

go down. If a share price drops low enough, the holder of a put option can buy shares in the market and exercise the right to sell them at a higher price. The holder of a valuable put option can also sell the option to someone else, at a profit, to avoid the trouble of exercising it. 

Call and put options give the investor a lot more bang for the buck. Instead of spending a lot of money to buy or sell the underlying assets, option investors can, for a relatively small amount of money invested, profit handsomely if the market moves in the right direction. 

COMPREHENSION CHECK 

Exercise 1. Answer the following questions. 

1.  What is a put option? 

2.  What is a call option? 

3.  What is a double option? 

4.  Who buys call options? 

5.  Who buys put options? 

Exercise 2. True or false? 

1.  The holder of a valuable put option can’t sell the option at a profit. 

2.  If the market moves in the right direction option investors can, for a relatively small amount of money unvested, profit handsomely. 

3.  Those who think the price of the underlying asset will go down don’t buy put 

options. 

4.  If the share prices go high enough, the holder of a call option can exercise the 

right to buy shares at a price lower than the market price.    

5.  Stock put options give the right to sell shares at a fixed price if their price goes down. 

6.  The most popular options on the international markets are those that give the 

right to buy stocks. 

7.  A call option goes up in value when the value of the underlying shares goes up. 

Unit XXVII 

WORD-STUDY 

Exercise 1. Check the transcription in a dictionary, read and translate the words 

listed below. 

Nouns: holder, merchant, fluctuations, marketplace, exporter, hedge. 

Verbs: prevent, offset, fix, profit. 

Adjectives: volatile, certain, worth, current, unwelcome.   

WHAT IS THE CURRENCY OPTION?

Anyone planning a trip abroad or a business venture in another country would like to know what the foreign currency will be worth when the time comes to change money. Unwelcome currency fluctuations could end up making a dinner in Paris or a BMW import prohibitively expensive. 

Currency options allow individual investors, businesses, or merchants to benefit from changes in the value of foreign currencies. By buying or selling currency options, for example, it is possible to fix, in advance, exactly how many Swiss francs or Japanese yen a U.S. dollar can buy at a certain time in the future. Just like other options, a currency option gives the holder the right, but not the obligation, to buy or sell something at a fixed price, in  this case currency. The most common currency options are based on the U.S.-dollar price of Swiss francs, French francs, German marks, British pounds, and Japanese yen. 

Like all investments in the international marketplace, currency options can be used for speculation. Investors who believe that a currency will go up in value can buy an option and earn big money if they are right. If a currency goes up in value, the holder of an option to buy that currency, a currency "call" option, would profit. When the German mark rises, for example, its dollar value goes up and the holder, of  a German mark call option would benefit. 

Similarly, if a currency goes down, an option to sell it, a "put option, would 

become more valuable. A Swiss franc put option, for example, which gives the holder the right to sell Swiss francs at a fixed price in the future, will be worth a lot if the Swiss franc goes down in value on the international markets. Currency options can also be used as a hedge to guard against unwelcome changes in foreign currency values. Exporters who earn money from all over the world often need to know what their bottom line will be in their own currency. For example, in order to prevent earnings from being hurt by currency fluctuations, a German automobile exporter can buy currency options, offsetting unwelcome price changes by fixing the mark's exchange rate at a certain time in the future. In this way, currency options allow for the world economy to grow, unencumbered by the many fluctuating currencies used by the world's trading nations. 

COMPREHENSION CHECK 

Exercise 1. Choose the correct answer according to the information of the text. 

1. What will currency option allow individual investor? 

a) To benefit from changes in the value of foreign currencies. 

b) Not to become a bankrupt. 

c) To improve his knowledge about different currencies. 

2. When does the holder of an option make profit? 

a) When the currency goes down. 

b) When the currency goes up. 

c) When the currency doesn’t fluctuate. 

3. What does currency options allow for the world economies? 

a)  They allow it to be stable. 

b)  They allow it to grow 

c)  They allow it to avoid inflation. 

Exercise 2. Complete each sentence according to the information in the text. 

1.  Like all investments in the international marketplace, currency options can be 

used for… . 

a.  speculation 

b.  fixing exchange rate 

c.  currency fluctuations 

2.  Currency options can also be used as a … to guard against unwelcome changes in foreign currency values. 

a.  mark 

b.  risk 

c.  hedge 

  1193.  A currency option gives the holder the right, but not the obligation, to buy or sell something at a … price. 

a.  popular 

b.  fixed 

c.  natural 

4.  Exporters who earn money  from all over the world often need to know what 

their … will be in their own currency. 

a.  standard 

b.  bottom line 

c.  cost plus 

Unit XXVIII 

WORD-STUDY 

Exercise 1. Read and translate the collocations given below. 

A wanted outlaw, financial warrants, frontier warrants, at a certain price, over a 

limited period of time, bonds with lower interest rates, referred to, at a fixed time, mergers and acquisitions. 

UNDERSTANDING A PRINTED TEXT 

WHAT IS A WARRANT?

In the old West, a bounty hunter could seize a wanted outlaw by saying, "I have a warrant for your arrest!" A bounty hunter's warrant is similar to financial warrants in that it gives the holder certain rights. While frontier warrants gave the holder the right to arrest someone, most warrants in the world's financial markets give the holder the right to buy a company's shares at a certain price over a limited period of time. These share-purchase warrants are different from normal stock options in that they are usually issued directly by the company, often in conjunction with a bond issue or a leveraged buyout. 

Warrants can be attached to a bond, providing a kicker that gives investors an incentive to buy bonds with lower interest rates. Many Japanese companies, for example, have issued bonds with equity warrants attached providing investors with an opportunity to buy the companies' shares. Like other options, warrants are used only when the price of the shares rises past the “striking price”—the price the warrant holder pays for the shares. 

Warrants are like coupons in that they can be removed from bonds and sold separately. Bonds that are raded with their warrants still attached are referred to as cum, the Latin for "with," and those without their warrants are referred to as ex, the Latin for "without." 

Another alternative for making bonds more attractive is to allow investors to "convert" the bond into a company's stocks.  In contrast to a detachable equity "warrant" giving investors the right to buy stocks with their own funds, a convertible •bond gives the right to exchange the bond itself, at a fixed price and at a fixed time, into a certain amount of the company's shares. The purpose of warrants and convertible bonds is to offer investors a future reward—usually in the form of the company's shares— for accepting a lower interest on the company's bonds. Obviously, a country or international organization which does not have any shares would never be able to issue warrants or convertible bonds. In the international markets, warrants are bought and sold in many different currencies, most notably Swiss francs, U.S. dollars, and Japanese yen. Many of the warrants traded on the New York Stock Exchange, for example, were issued in U.S. dollars by American companies looking for funds to finance mergers and acquisitions. Investors who buy these equity warrants are given the right to buy the merged company's shares at a point in the future, assuming they become more profitable. 

The real value of a warrant is its time factor. When a company issues a warrant to buy its shares, it is providing a window of opportunity for investors to wait for the share prices to rise. The more time the investor has to exercise a warrant, the more valuable it is. 

COMPREHENSION CHECK 

Exercise 1. Answer the questions according to the information in the text. 

1.  What right do frontier warrants give to the holder? 

2.  What right do most warrants give to the holder in the world’s financial markets? 

3.  What’s the difference between share-purchase warrants and normal stock options? 

4.  What’s the “striking price”? 

5.  Can warrants be removed from bonds and sold separately? 

6.  What is the purpose of warrants and convertible bonds? 

Exercise 2. True or false? 

1. Warrants attached to a bond give investors an incentive to buy bonds with lower interest rates. 

2. Like other options, warrants are used only when the price of shares rises up to the “striking price”. 

3. Warrants are like coupons in that they can’t be removed from bonds and sold 

separately. 

4. A country or international organization which doesn’t have any shares are able to issue warrants or convertible bonds. 

5. Many of the warrants traded on the New York Stock Exchange, for example, were issued in US dollars by American companies looking for funds  to finance mergers and acquisitions. 

6. Investors, who buy these equity warrants are given the right to buy the merged company shares when they become more profitable. 

7. When a company issues a warrant to sell its shares, it gives an opportunity for 

investors to wait for the share prices to rise. 

Exercise 2. Read, translate and remember the definitions of the underlined words and examples with them. 

Asset: (often plural) anything of value to a company. Anything which can be sold or converted into cash. The partners each own a share of the assets of the partnership. Inventory is a current asset because it will be sold during that business year. 

Bankrupt: unable to pay one’s debts and legally released from the liability. 

His business went bankrupt because of poor management and bad financial 

decisions. 

Bills: debts; money which must be paid to someone for a service or product received.  The bill for my telephone service arrives today. Most suppliers want you to pay the bill within thirty days. 

Board of directors: a group of persons elected by stockholders to run a corporation. The board of directors has decided to pay a dividend of $5 per share. 

Capital: the money which owners or stockholders invest in a business. We need some capital in order to purchase new production equipment. 

Chief executive officer: the top manager or director of a company. The board of directors has hired a new chief executive officer for the corporation. 

Channel of distribution: the route or way that a product travels from the manufacturer to the consumer. It includes all the  middlemen, transportation companies, warehouses, and others. The channel of distribution for convenience goods such as cigarettes can involve several middlemen. 

Commission: the money or fee which a salesman receives for making a sale. A salesman usually receives a commission  for each sale. The more he sells, the more money he receives. Some salesmen receive commissions as high as 20 % of the sales price.  

Convenience goods: products that are usually inexpensive and purchased at the most convenient location. 

In a large store, convenience goods are often found close to the checkout stand. Examples of convenience goods are cigarettes, chewing gum, and soft drinks. Distribution: refers to the business activity that delivers products to locations convenient for the customer. 

Distribution is an important consideration for the Coca-Cola Company. If a potential customer cannot easily find a Coke, he may purchase a Pepsi instead. Features: characteristics of a product.    

The salesman was demonstrating the features of the microwave oven. 

Flexibility: ability to adapt and change. 

General purpose machines have greater flexibility than specialized machines. Smaller companies sometimes have greater flexibility than large corporations because changes involve fewer people. 

Franchise: legal permission from a large company  to use their name or logo and to sell their products. You need to purchase a franchise from McDonalds’s if you want to open a MacDonald’s restaurant.  

Franchisee: one who buys a franchise. 

Franchisor: one who grants a franchise. 

Merchandise: goods for sale at a store or in transport to a place of sale.  The fire at the store caused considerable damage to the building and the merchandise.  

Unit XXIX 

WORD-STUDY 

Exercise 1. Read and translate the collocations listed below. 

A neighborhood bank, extra loans, needy countries, grace period, a regional 

development bank, to foster economic growth, public utilities. 

UNDERSTANDING A PRINTED TEXT 

WHAT ARE THE REGIONAL DEVELOPMENT BANKS?

When a neighborhood bank decides to provide extra loans to build local homes and businesses, the whole community usually benefits  from the increased economic activity. In the same way, the world's regional development banks provide development funds for needy countries. These development loans serve to channel funds from the rich countries to the "have-nots.” Development banks are not ordinary profit-oriented banks; they do not take traditional deposits but are funded by large capital commitments and loans from the developed countries such as the United Slates, Japan, and Switzerland. These funds are then lent at a low rate of interest to needy countries. Development bank loans often include a grace period of two to seven years before the borrower starts to pay back the original amount borrowed, called  the principal. This provides lime for a project, a hydroelectric dam for example, to start making money before the principal payments begin. 

The biggest of the regional development banks is the Inter-American Development Bank (IADB), based in Washington, D.C. Funded primarily by countries in the Western Hemisphere, the IADB provides loans for development projects in the poor countries of Latin America. 

The Asian Development Bank (ADB) was set up in 1966 to foster economic growth in Asia and the Pacific region. Headquartered in the Philippines, the ADB provides most of its loans for agricultural projects in countries such as Indonesia, the Philippines, Pakistan, and Thailand. 

The African Development Bank (AfDB), the smallest of the development banks, is based in Abidjan in the Ivory Coast. Its loans are used mainly for public utilities, transportation, and agricultural projects in the poorest regions of Africa. The European Investment Bank (EIB) provides funds for local projects in Western Europe, such as the Channel tunnel. Following the decision of the Eastern European countries to enter the free-market economy, the European Bank for Reconstruction and Development (EBRD) was set up in London in 1990 to provide massive amounts of development aid to  countries such as Poland, Hungary, Czechoslovakia, Estonia, Latvia, and Lithuania. 

Unit XXX 

WORD-STUDY 

Exercise 1. Check the transcription in a dictionary, read and translate the words 

listed below. 

Nouns: solidarity, government, institution, trouble. 

Verbs: supervise, concentrate, channel, rebuild. 

Adjectives: temporary, significant, regional, favorable. 

UNDERSTANDING A PRINTED TEXT 

WHAT ARE THE WORLD BANK AND THE IMF?

While reforming Poland's debt-ridden centrally planned economy at the end of the 1980s, the Solidarity government received many large loans from the West, including development loans and assistance from  the World Bank and the International Monetary Fund. These "sister" institutions, located across the street from each other in Washington, D.C., serve many roles, including supervising the world economy and providing “last resort” assistance to economies in need. The International Bank for Reconstruction and Development (IBRD), referred to as the World Bank, provides development aid to the world's poor and underdeveloped 

countries. The International Monetary Fund (IMF), concentrates on providing advice and temporary funds for countries with economic difficulties. 

The major role of the World Bank, the world's biggest development bank, is to provide a helping hand to countries in need. Its first  activity, after being set up in Washington, D.C., in 1945, was to channel funds from the United States and other nations into rebuilding Europe after World War II. For example, its first loans were used to rebuild war-torn Holland, Denmark, and France. The World Bank now provides most of its loans to countries in the Third World, and receives a significant portion of its funding from the now wealthy nations it was initially designed to assist. 

Like the regional development banks, the World Bank receives its funds from its rich member countries, which in turn provide it with the credit to borrow cheaply on the world's capital markets. This allows the World Bank to provide these funds at extremely favorable rates to needy countries. 

In order to address the underlying  causes of poverty in many developing nations, the World Bank often relies on the International Monetary Fund to encourage debtor countries to make difficult economic reforms. The IMF  is also funded by wealthy member countries such as Japan, France, and the United States. It serves to supervise the international monetary system and acts as a safety net for economies in trouble. 

Like a doctor called in at the last minute, the IMF is often asked to resuscitate ailing economies. This "structural adjustment" process is  a crucial first step before receiving development assistance from other sources. Acceptance of an IMF plan is usually seen as a sign that a nation is prepared to seriously address its economic ills, paving the way to long-term funding from the World Bank and other sources. 

The economic medicine prescribed by the IMF is often painful. For example, it often calls for debtor governments to reduce subsidies to failing state industries and insists on strict anti-inflationary measures such as increasing the prices of basic goods and services. During the difficult restructuring processes, the IMF often provides temporary “standby” loans to keep the country afloat until more long-term funding can be arranged. 

COMPREHENSION CHECK 

Exercise 1. Answer the following questions. 

1.  The Solidarity government received development loans and assistance from the World Bank and the International Monetary Fund, didn’t it? 

2.  What’s the role of the World Bank? 

3.  What are the functions of IMF in countries with economic difficulties? 

4.  What war-torn European countries were the first to get loans from the World 

Bank? 

5.  Is the IMF funded by wealthy member countries? 

6.  Is the “structural adjustment” process of ailing economies painful for nations? 

Exercise 2. Chose the correct word (or collocations) to complete the sentences. 

1.  The World Bank now provides most of its loans to… . 

a) countries in the Third World 

b) Russia 

c) Holland 

2.  The World Bank receives a significant portion of its funding from… . 

a) the USA 

b) countries of West Europe 

c) the now wealthy nations 

3.  The IMF is also funded by wealthy member countries and serves to… . 

a)  supervise the international monetary system 

b)  give in rent premises 

c)  offer a loan for subscription 

  1334.  The World Bank often relies on the IMF to encourage debtor countries to… . 

a)  pay debts 

b)  reduce subsidies to failing state industries 

c)  make difficult economic reforms 

5.  During the difficult restructuring process the IMB often provides temporary … to keep the country afloat. 

a)  “standby” loans 

b)  corporation securities 

c)  long-term loans 

6.  The World Bank provides these funds at extremely favourable rates to … 

countries. 

a)  Latin America 

b)  needy 

c)   free-market 

ДОДАТОК

RESUME / CURRICULUM VITAE

A resume or CV is a summary of your educational qualifications and work experience. Companies usually want to see your resume when you apply for a job. A covering letter is the letter that accompanies your resume when you send it to a company. Both of the documents are vitally important in the job application process.

When you apply for a job, most employers want to have 2 important documents from you:

1. A CV or resume 

2. A covering letter
First impressions are important. Your CV and letter are usually the first impression that an employer has of you. And because an employer may have hundreds of job applications to consider, you have about 15 seconds to make sure that first impression is a good one.

Why you need a good CV

	
	Your CV's job is to get you an interview.


Your CV or resume is your visiting card, your ambassador, your shop window. It represents you and it has a specific purpose: to get you an interview! To do this, it must:

· attract
· inform
· persuade
· sell
A good CV is one of your most important tools in the search for employment.

What a CV or resume is not
A CV is not a book.

A CV is not an obstacle.

A CV is not a tombstone.

A CV is not boring or difficult to read.

A CV is not your life story or autobiography.

A CV is not a catalogue of your personal opinions.

A CV is not a list of problems with past employers.

What a CV or resume is
A CV is short.

A CV is seductive.

A CV is an important document.

A CV answers the question 'Why?'

A CV is interesting and easy to read.

A CV is a list of benefits for the employer.

A CV is as much about the employer as about you.

Why you need a good covering letter

	
	Your covering letter must sell your CV.


Before even looking at your CV, an employer usually reads your covering letter. If it is badly-written, or untidy, or difficult to read, your CV will probably go into the nearest bin. If it is well-written, attractive, easy to read and persuasive, the employer will turn to your CV. It's that simple!

Your Covering Letter

	
	Your covering letter is a sales letter.


  

	Covering letter (noun): short letter sent with another document; cover letter (US)


When you send your CV to apply for a position, you should also include a short letter. This letter is called a covering letter or (in American English) a cover letter. A covering letter sent with a CV/resume is also called a letter of application. Your letter of application is a sales letter. The product it is selling is your CV.

Content

The reader of your letter may be busy and unwilling to waste time on unnecessary details. You should therefore design your letter to be easy to read. It should be short, concise and relevant. It should not be too formal or complicated.

Your letter should:

1. confirm that you are applying for the position
2. say where you learned about the position
3. say why you want the position
4. say why you would be a benefit to the company
5. request an interview
Format

The layout of a modern business letter in English is very simple. Your address is at the top, on the right or in the middle. The rest of the letter can be in 'block' format, with each line starting on the left. Try to keep the whole letter on one single page, with plenty of white space.

Here is the typical format for your covering letter:

	1 Your address

telephone - fax - email

	Put your address + your telephone number, fax and/or email address at the top in the centre OR on the right.

Do NOT put your name here.
	1 Your address
telephone
fax
email

	2 Date
	Do not write the date as numbers only, for two reasons: 

1. It can be considered too official and therefore impolite 

2. All-number dates are written differently in British English (31/12/99) and American English (12/31/99). This can lead to confusion.

	3 Destination name and address
	This is the name of the person to whom you are writing, his/her job title, the company name and address. This should be the same as on the envelope.

	4 Reference
	This is the reference number or code given by the employer in their advertisement or previous letter. You write the employer's reference in the form: 'Your ref: 01234'. If you wish to include your own reference, you write: 'My ref: 56789'.

	5 Salutation (Dear...)
	A letter in English always begins with 'Dea...', even if you do not know the person. There are several possibilities: 

· Dear Sir 

· Dear Madam 

· Dear Mr Smith 

· Dear Mrs Smith 

· Dear Miss Smith 

· Dear Ms Smith

	6 Subject
	The subject of your letter, which for a job application is normally the Job Title.

	7 Body
	The letter itself, in 3 to 6 paragraphs.

	8 Ending (Yours...)
	· Yours sincerely 

· Yours faithfully 

· Yours truly

	9 Your signature
	Sign in black or blue ink with a fountain pen.

	10 Your name
	Your first name and surname, for example: 

· Mary Smith 

· James Kennedy

	11 (Your title)
	If you are using company headed paper, write your Job Title here. If you are using personal paper, write nothing here.

	12 Enclosures
	Indicate that one or more documents are enclosed by writing 'Enc: 2' (for two documents, for example).


Should your letter of application be hand-written? Probably not. In some cultures employers require candidates to send letters written by hand. But in the English-speaking world, an employer would usually prefer to receive a letter of application that is word-processed (that is, produced on a computer and printed). A hand-written letter could be considered unprofessional. You must judge according to the country, culture and tradition.

The example shown on this page is a simple demonstration of a basic type of covering letter. 

	26 rue Josef

75008 PARIS

tel: +33 1 77 77 77 77

email: rachelking@eflnet.fr

The Principal

Interplay Languages

77 bd Saint Germain

75006 PARIS

17 April 2006

Dear Madam

Director of Studies

I am interested in working as Director of Studies for your organisation. I am an EFL language instructor with nearly 10 years' experience to offer you. I enclose my resume as a first step in exploring the possibilities of employment with Interplay Languages.

My most recent experience was implementing English Through Drama workshops for use with corporate clients. I was responsible for the overall pedagogical content, including the student coursebook. In addition, I developed the first draft of the teacher's handbook.

As Director of Studies with your organisation, I would bring a focus on quality and effectiveness to your syllabus design. Furthermore, I work well with others, and I am experienced in course planning.

I would appreciate your keeping this enquiry confidential. I will call you in a few days to arrange an interview at a time convenient to you. Thank you for your consideration.

Yours faithfully

[image: image2.png]



Rachel King



	


	Curriculum Vitae (noun): a brief account of one's education, qualifications and previous occupations. [Latin, = course of life]


CV stands for the Latin words Curriculum Vitae, which mean: the course of one's life. A CV is also called a résumé, resumé or resume (especially in American English). Your CV is a summary of your professional/academic life until now, and it usually concentrates on your personal details, education and work experience.

Your CV's job is very simple: to get you a job interview. To do this, your CV must be:

· clear
· well-organised
· easy to read
· concise
· relevant to the job offered
Content

Your CV is the summary of your professional life. You should include everything that is relevant to your employment or career and nothing that is irrelevant. Exactly what you include depends partly on your type of work. There are usually 5 general headings of information to include:

· personal details - name, address, email and telephone number (and sometimes nationality, age/date of birth and marital status)

· objective - a headline that summarises the job opportunity you are seeking

· work experience - your previous employment in reverse chronological order - with most detail for your present or most recent job

· education - details of secondary and university education - including the establishments and qualifications (but excluding any that are irrelevant to your career)

· personal interests - demonstrating that you are a balanced, responsible member of society with an interesting life outside work

Sometimes, you may need to give additional information for a particular job or because you have special qualifications. 

Format

Word-processed or hand-written?

Your CV should be word-processed, for several reasons. Firstly, in the English-speaking world a hand-written CV would be considered unprofessional. Secondly, many recruitment agencies and some employers like to electronically scan CVs (they cannot do this with hand-written CVs). Thirdly, as we shall see later, it will be much easier for you to update and modify your CV to target it to a specific employer.

How many pages?

Unless you are applying to be Secretary General of the United Nations, it is probably best to limit your CV to a maximum of 2 pages. Remember, your CV is a tool to get you an interview: it is not designed to get you the job. You can usually put everything you need to get an interview on 1 or 2 pages. If you put more than this, the employer has too much to read (and may throw your CV into the nearest bin). In addition, if you put everything in the CV, you will have nothing new to say at the interview. Be kind to employers! Leave them some questions to ask you.

What size paper?

Do not be tempted to demonstrate your individuality by using a non-standard paper size: you will simply irritate the employer. There are basically 2 standard paper sizes, depending on the part of the world:

· A4 (297 x 210 millimetres) - used largely in Europe, including the United Kingdom 

· US Letter Size (8 1/2 x 11 inches) - used largely in the United States

You must judge for yourself the most appropriate size for the company or companies to which you are applying.

What quality paper?

Remember that your CV may be read and handled by several people. It will also be an important document during the interview that you hope to have. Choose a good quality, fairly heavy paper so that it will remain in good condition at all times. Normal photocopying paper is 80g/m2 in weight. This is a little too light and will soon look creased and dirty. 100g/m2 or 115g/m2 would be better.

What sort of typeface?

Choose an easy-to-read typeface. Typefaces are designed for specific purposes. The standard typefaces Times New Roman or Arial are perfect for your CV. Not too small, not too large! A size of 12 point would be appropriate.

DO NOT USE ALL CAPITALS LIKE THIS! CAPITALS ARE VERY DIFFICULT TO READ AND MAY BE CONSIDERED IMPOLITE IN THE ENGLISH-SPEAKING WORLD. Do not use a lot of italic like this. Italic can also be difficult and irritating to read. Do not use a fancy typeface. It is not appropriate for a professional document.

	
	
	
	
	

	
	
	Thomas Crown
	

	
	Objective
	Seeking an International Sales Management position in Information Technology where my extensive sales experience will be used to the full
	

	
	Experience
	1996-2001
	Intelel
	London, UK
	

	
	
	National Sales Manager
	

	
	
	· Increased sales from £60 million to £100 million. 

· Doubled sales per representative from £5 to £10 million. 

· Implemented Internet sales grossing £25 million
	

	
	
	1991-95
	Teletrona Systems
	Edinburgh, UK
	

	
	
	Northern Sales Manager
	

	
	
	· Increased regional sales from £95 million to £200 million. 

· Expanded sales team from 30 to 60 representatives. 

· Suggested new services adding £35 million to revenue.
	

	
	
	1989-90
	ESS Holdings
	Cambridge, UK
	

	
	
	Senior Sales Representative
	

	
	
	· Increased sales by 300% annually. 

· Closed deals with 100 major new accounts. 

· Won over 25 competitor clients - adding £50 million to revenue.
	

	
	
	1986-89
	ESS Holdings
	Cambridge, UK
	

	
	
	Sales Representative
	

	
	
	· Increased sales by 300% annually. 

· Awarded company's highest sales award each year. 

· Developed 'Winning Presentations' training course.
	

	
	Education
	1982-86
	London University
	London, UK
	

	
	
	· BA, Business Administration and Information Systems 

· Captain of university Rugby Club.
	

	
	
	1978-82
	St Andrew's School
	Plymouth, UK
	

	
	
	· 4 GCE 'A' Levels. 

· President of school's Drama Society.
	

	
	Interests
	St Andrew's Board of Governors, rugby, drama, chess
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	17 King's Terrace, Richmond, Surrey, UK
Tel: +44 181 123 456 Email: thomas.crown@interwell.net
	


The Value of Simplicity and Clarity

If you want people to read your CV, your language must be simple and clear:

· Use short words and short sentences.

· Do not use technical vocabulary, unless you are sure that the reader will understand it.

· Talk about concrete facts ('I increased sales by 50%'), not abstract ideas ('I was responsible for a considerable improvement in our market position').

· Use verbs in the active voice ('I organised this exhibition'), not passive voice ('This exhibition was organised by me'). Generally, the active voice is more powerful, and easier to understand.

The Power of Action Verbs

Certain words are used frequently by recruiters in their job descriptions. You can study recruiters' advertisements and job descriptions and try to use these words in your CV and covering letter.

The most powerful words are verbs. And the most powerful verbs are action verbs. (Action verbs describe dynamic activity, not state).

	Verbs of action
	to sell, to manage

	Verbs of state
	to be, to exist


So you should use plenty of action verbs matched to your skills, and use them in the active form, not the passive form. Which of these two sentences do you think is the more powerful?
	Active form
	I increased sales by 100%.

	Passive form
	Sales were increased by 100%.


Power Words to Use

Here is a list of typical action verbs categorised by skill:

	Communication
skills
	Management
skills
	Research
skills
	Technical
skills

	address

arbitrate

correspond

draft

edit

lecture

mediate

motivate

negotiate

persuade

present

publicise

reconcile

speak

write


	assign

attain

chair

coordinate

delegate

direct

execute

organise

oversee

plan

recommend

review

strengthen

supervise

train
	collect

critique

define

detect

diagnose

evaluate

examine

explore

extract

identify

inspect

interpret

investigate

summarise

survey
	assemble

build

calculate

devise

engineer

fabricate

maintain

operate

overhaul

program

remodel

repair

solve

upgrade

	Creative
skills
	Financial
skills
	Sales
skills
	Teaching
skills

	conceptualise

create

design

fashion

form

illustrate

institute

integrate

invent

originate

perform

revitalise

shape
	administer

allocate

analyse

appraise

audit

balance

budget

calculate

control

compute

develop

forecast

project
	sell

convert

close

deal

persuade

highlight

satisfy

win over

sign
	advise

clarify

coach

elicit

enable

encourage

explain

facilitate

guide

inform

instruct

persuade

stimulate

train


British and American English

There are sometimes differences between British and American English and conventions. Here is a guide to some of the most important differences for your CV/resume and covering letter. But remember, this is a guide only - there are no strict rules. For example, some British people like to use 'American' words, and some American people like to use 'British' words.

	British
	American

	CV/curriculum vitae
	resumé

	
	resume

	covering letter
	cover letter

	
	covering letter

	Standard paper size:
A4 (210 x 297 millimetres)
	Standard paper size:
Letter (8 1/2 x 11 inches)

	Mrs
	Ms

	Miss
	

	Dear Sirs
	Gentlemen

	Yours faithfully
	Yours truly

	Yours sincerely
	Sincerely

	
	Sincerely yours

	
	Yours truly

	Managing Director (MD)
	Chief Executive Officer (CEO)

	
	General Manager

	date format: DD/MM/YY
example: 30/12/99
30 December 1999
	date format: MM/DD/YY
example: 12/30/99
December 31st, 1999

	labour
	labor


Internet

	


CVs/Resumes for the 21st Century

In the past it was usual to produce your CV/resume and covering letter on paper and submit them by post (email) or fax. Today, it is increasingly usual for companies to ask you to send your CV by email or for candidates to place their CV on a webpage. These are two excellent ways of distributing your CV, but there are several important points that you should not overlook.

Email

When you send your CV by email, you can send it either as inline text (that is, written in the body of the email) or as a file attached to the email (or as a combination of these).

In all cases, please make sure that the subject line is clear, and relevant. Your prospective employer may receive hundreds of CVs by email and many will have subject headings like:

· CV 

· Job Application 

· John Brown 

· JB 

· Your Vacancy

You can imagine how frustrating it is to sort emails with meaningless subject lines like these (or, worse still, no subject line at all, as sometimes happens). If your name is "John Brown", a good subject line would be:

· Resume: John Brown 

· CV & Covering Letter: John Brown 

· Job Application: John Brown 

· Application for Post of Sales Manager: John Brown

Inline text

It is best to use "plain text". Yes, you can write your email in "HTML" or "Rich Text", but will your prospective employer be able to read it? Will it arrive correctly formatted? Will colours, typefaces, tabs and spacing, and any special characters like fancy accents be correctly presented? Perhaps yes. Perhaps no. Unless you are certain that what you write will be seen as you intended, you cannot take the chance with such an important document. Plain text, on the other hand, can be read by virtually all email programs world-wide and you can be confident that what you send is what arrives at the other end. However, even with plain text it is advisable to:

1. Keep the line-length short. Use hard carriage returns (the "Enter" key) every 65 characters maximum. 

2. Avoid fancy spacing and tabulation. A CV/resume that is beautifully formatted in MS Word or some other word-processing program cannot be reproduced with the same layout in plain text. You should not even attempt it. Instead, you will need a different, simpler approach, similar to the one below.

Attachments

You should be very careful about sending your CV as an attachment. Many people are very cautious about opening attachments, largely because they can contain viruses, and your email with an uninvited CV attachment may well be deleted before it ever sees the light of day. If you are sure that your prospective employer will accept attachments, then this can be a good way to submit your CV and covering letter.

Be careful too that your documents are properly laid out with a file format that can be read by your prospective employer. An MS Word document (.doc) is almost certain to be readable by anyone, on PC or Mac. Better still, convert it to the universal Rich Text Format (.rtf). If you send your CV produced on some obscure word processing program, and do not convert it to RTF, then do not be surprised if you never hear from your prospective employer again.

Another word of caution: like the subject line for your email, be sure to give your attached files meaningful names. Do not simply attach a file called "CV.doc" or "coveringletter.doc". Once it has been saved to your prospective employer's hard disk, the name will be meaningless, unless they have taken the trouble to change it. But you should not give them this trouble. Instead, call your attachments something like:

· Resume_John-Brown.doc 

· CV-and-Covering-Letter_John-Brown.doc 

· job-application_john-brown.rtf 

· JohnBrown_Application-for-Post-of-Sales Manager.rtf

Webpage

It can be a very good idea to place your CV on the Web. This makes access to your CV easy and rapid world-wide. If you wish to retain confidentiality, you can always password protect it. Unfortunately, many people suddenly become artistic as soon as they add pages to the Web. They believe that they can somehow enhance their CV by adding colour, or unusual typefaces, or fancy backgrounds. They pay for their artistry in illegibility. If there is one, immutable law of the Universe, it is that contrast between text and background increases legibility (readability). In general, black text on a plain white background is the easiest text to read. (That is why books, newspapers and magazines the world over are printed in black text on white paper, except for some very special effect.) Remember, too, that a prospective employer may wish to print out your CV, and will almost certainly prefer to have a result that looks more like a conventional CV. Which of the following is easiest to read, and print?

	2000-

	Sales Manager
	United Technologies Universal Ltd
	London, UK


	1995-2000

	Sales Representative
	United Technologies Universal Ltd
	New York, USA



	


  

	2000-

	Sales Manager
	United Technologies Universal Ltd
	London, UK


	1995-2000

	Sales Representative
	United Technologies Universal Ltd
	New York, USA



	


  

	2000-

	Sales Manager
	United Technologies Universal Ltd
	London, UK


	1995-2000

	Sales Representative
	United Technologies Universal Ltd
	New York, USA



	


10 Essential Tips

Here are some essential tips that summarize much of what we have already discussed, and add some new ideas. Read them carefully and act on them. They will guarantee that job interview.
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tip 1: Use design that attracts attention

Employers don't have time to read through each of your job descriptions to know if you have the skills they need. The design of your CV must do it for them. Your CV should be well-organized and emphasize the most important points about your experience, skills and education. This information is the first impression that an employer has of you.
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tip 2: Match your headings to the job

Use a job title and skill headings that match the job you want. An employer who sees unrelated job titles or skills will immediately think that you are not right for the job in question.
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tip 3: Write convincing content

Good design will get an employer's attention. But after that, you must concentrate on the content of your CV, the actual descriptions of your skills and abilities, to ensure an interview and good job offer.
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tip 4: Use 'power words'

You need to control the image that an employer has of you. To do this, use power words that match the position you want. If, for example, you are applying for a financial post, you should use as many financial skills power words as possible
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tip 5: Use 0123456789

People react to numbers! Numbers are alive and powerful. They create vivid images in our minds. General statements are easy to ignore. Be specific and use numbers when describing your duties and achievements. Don't talk about 'managing a major turnover'. Talk about 'managing a $27,000,000 turnover'.
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tip 6: Put important information first

List important information at the beginning of your job description. Put statements in your CV in order of importance, impressiveness and relevance to the job you want. A powerful statement with numbers and power words influences every statement that follows.
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tip 7: Find key words from the job description

Let an employer do your work for you! Employers spend much time and money writing job advertisements and descriptions that contain key words for the position offered. Read these descriptions carefully to find the key words. Then use the same key words in your CV and cover letter.
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tip 8: Sell benefits, not skills

Holiday companies do not sell holidays. They sell relaxation, adventure, sun, sea and sand (the benefits of a holiday)! You should not sell your skills (many other people have the same skills). You should sell the benefits of your skills. When you write your skills and past duties, be careful to explain their benefits to the employer.
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tip 9: Create the right image for the salary

Use language that creates the right image for the level of job and salary you want. Position yourself at the appropriate level. The language you use will immediately influence an employer's perception of you.
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tip 10: Target the job

You will have more success if you adjust your CV and cover letter for the specific skills an employer is seeking. This means that you would write one CV for one particular job and a different, modified, CV for another job. You 're-package' yourself. In that way, an employer will see immediately that you correspond to the job description. It is not dishonest to 're-package' yourself. You are simply presenting yourself and your skills in the best light for a particular employer. This will help you to get more interviews. It will also allow you to apply for a wider range of jobs.
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Bonus tip: Solve your employer's (hidden) needs

Employers want people who can solve problems, not create them! Your CV and cover letter should show how you can solve the employer's problems and needs. And in addition to the skills or needs shown in a job advertisement, an employer may have other needs. You should identify these additional needs and show how you can satisfy them too. But concentrate first on the needs listed in the job description. Your additional solutions should come later, and low-key, after you already have the employer's attention.

ТЕКСТИ ДЛЯ САМОСТІЙНОЇ РОБОТИ СТУДЕНТІВ
ADVERTISING 

By E. Roy Weintraub  

Economic analysis of advertising dates to the thirties and forties, when critics attacked it as a monopolistic and wasteful practice. Defenders soon emerged who argued that advertising promotes competition and lowers the cost of providing information to consumers and distributing goods. Today, most economists side with the defenders most of the time. 

There are many different types of advertising – the grocery ads that feature weekly specials, "feel-good" advertising that merely displays a corporate logo, ads with detailed technical information, and those that promise "the best". Critics and defenders have often adopted extreme positions, attacking or defending any and all 

advertising. But at the very least, it seems safe to say that the information that firms convey in advertising is not systematically worse than the information volunteered in political campaigns or when we sell a used car to a stranger.  

Modern economics views advertising as a type of promotion in the same vein as direct selling by salespersons and promotional price discounts. This is because it is easier to understand why advertising is used in some circumstances and not in others by looking at the problems firms face in promoting their wares, rather than by focusing on advertising as an isolated phenomenon.  

While advertising has its roots in the advance of literacy and the advent of inexpensive mass newspapers in the nineteenth century, modern advertising as we know it began at the turn of the century with two new products, Kellogg cereals and Camel cigarettes. What is generally credited as the first product endorsement also stems from this period: Honus Wagner's autograph was imprinted on the Louisville Slugger in 1905.  

Advertising as a percentage of GNP has stayed relatively constant since the twenties at roughly 2 per cent. More than half of that total is national, as opposed  to  local, advertising. In  the eighties newspapers accounted for 26 per cent of total advertising expenditures, magazines for 23 per cent, television for 22 per cent, radio for 7 per cent, and miscellaneous techniques such as direct mail, billboards, and the Goodyear blimp for the remaining 22 per cent. One popular argument in favor of advertising is, in fact, that it provides financial support for newspapers, radio, and television. In reply critics remark that advertiser-supported radio and television programming is of low quality because it appeals to those who are easily influenced by advertising. They also charge that advertiser-supported newspapers and magazines are too reluctant to criticize products of firms that are actual or potential advertisers.  

While aggregate expenditures on advertising have remained steady as a percentage of GNP, the intensity of spending varies greatly across firms and industries. Many inexpensive consumer items such as over-the-counter drugs, cosmetics, and razor blades are heavily advertised. Advertising-to-sales ratios also are high for food products such as soft drinks, breakfast cereals, and beer. And there is remarkable stability in this pattern from country to country. If a type of product is heavily advertised in the United States, it tends to be heavily advertised in Europe as well. Even within an industry, however, some firms will advertise more, others less. Among pharmaceutical manufacturers, Warner-Lambert's spending on advertising is over 30 percent of sales, while Pfizer's advertising-to-sales ratio is less than 7 percent.  

The differences  among  industries, while  stable, are deceptive. For example, automakers typically spend only 1 to 2 per cent of sales on advertising, but their products are heavily promoted by the sales staffs in dealer showrooms. Similarly, industrial products are not heavily advertised because trade fairs and point-of-sale promotion are often more cost-effective than advertising. Products with relatively few customers may not be advertised at all, or advertised solely in specialized publications.  

While persuasion and the creation of brand loyalty are often emphasized in discussions of advertising, economists tend to emphasize other, perhaps more important, functions. The rise of the self-service store, for example, was aided by consumer knowledge of branded goods. Before the advent of advertising, customers relied on knowledgeable shopkeepers in selecting products, which often were unbranded. Today, consumer familiarity with branded products is one factor that makes it possible for far fewer retail employees to serve the same number of customers.  

Newly  introduced  products  are  typically  advertised more  heavily  than  established  ones,  as  are  products whose customers are constantly changing. For example, cosmetics, mouthwash, and toothpaste are marked by high rates of new product introductions because customers are willing to abandon existing products and try new ones.

Viewed this way, consumer demand generates new products and the advertising that accompanies them, not the other way around.  

In a similar vein "non-informative," or image, advertising (the Marlboro man, for example) can be usefully thought of as something that customers demand along with the product. When some customers are unwilling to pay for image, producers that choose not to advertise can supply them with a cheaper product. Often the same manufacturer will respond to these differences in customer demands by producing both a high-priced, labeled, heavily advertised version of a product and a second, low-priced line as an unadvertised house brand or generic product.  

Advertising messages obviously can be used to mislead, but a heavily advertised brand name also limits the scope for deception and poor quality. A firm with a well-known brand suffers serious damage to an image that it has paid dearly to establish when a defective product reaches the consumer. Interestingly, officials in the Soviet Union encouraged the use of brand names and trademarks even under central planning as a way of monitoring which factories produced defective merchandise and as a way of allowing consumers to inform themselves about products available from various sources.  

Economic debate in the fifties focused on whether advertising promotes monopoly by creating a "barrier to entry". Heavy advertising of existing brands, many economists thought, might make consumers less likely to try new brands, thus raising the cost of entry for newcomers. Other economists speculated that advertising made consumers less sensitive to price, allowing firms that advertise to raise their prices above competitive levels. 

The purported link between advertising and monopoly became so widely accepted that in the sixties the U.S. attorney general proposed a tax on advertising.  

Economic researchers addressed this issue by examining whether industries marked by heavy advertising were also more concentrated or had higher profits. The correlation between advertising  intensity and  industry concentration  turned  out  to  be  very  low  and  erratic  from  sample  to  sample,  and  it  is  largely  ignored  today. What's more, early research found that high levels of advertising in an industry were associated with unstable market shares, consistent with the idea that advertising promoted competition rather than monopoly.  

The idea that advertising creates monopoly received support from studies that found high rates of return in industries with high levels of advertising. As other economists pointed out, however, the accounting rates of return used to measure profits do not treat advertising as an asset. Consequently, measured rates of return income divided by measured assets-will often overstate profit rates for firms and industries with heavy advertising. Subsequent work showed that when attention is restricted to industries with relatively small bias in the accounting numbers, the correlation disappears. A lucky by-product of the advertising-and-profits dispute were studies that estimated depreciation rates of advertising – the rates at which advertising loses its effect. Typically, estimated rates are about 33 per cent per year, though some authors find rates as low as 5 per cent.  

Contrary to the monopoly explanation (and to the assertion that advertising is a wasteful expense), advertising often  lowers prices.  In a classic  study of advertising  restrictions on optometrists, Lee Benham  found  that prices of eyeglasses were twenty dollars higher (in 1963 dollars) in states banning advertising than in those that did not. Bans on price advertising but not on other kinds of advertising resulted in prices nearly as low as in the states without any restrictions at all. Benham argued that advertising allowed high-volume, low-cost retailers to communicate effectively with potential customers even if they could not mention price explicitly.  

The importance of price advertising, however, apparently varies with the way the consumers typically obtain price information and make purchase decisions. An unpublished  study by Al Ehrbar  found  that gasoline prices  are  significantly higher  (about 6 percent, net of  excise  taxes)  in  communities  that prohibit  large price signs in gas stations.  

In the past many professions such as doctors, lawyers, and pharmacists succeeded in getting state legislatures to implement complete or partial bans on advertising, preventing either all advertising or advertising of prices. Recent court decisions have overturned these restrictions. At the federal level the U.S. Federal Trade 

Commission has jurisdiction over advertising by virtue of its ability to regulate "deceptive" acts or practices. It can issue cease-and-desist orders, require corrective advertising, and mandate disclosure of certain information in ads.  

The regulation of cigarette advertising has been particularly controversial. The Federal Trade Commission has required cigarette manufacturers to disclose tar and nicotine content since 1970, although it had curiously prohibited precisely the same disclosure before that. The federal government also banned all radio and television advertising of cigarettes beginning January 1, 1971. While overall cigarette advertising expenditures dropped by more than 20 per cent, per capita cigarette consumption remained unchanged for many years. Critics of the regulations maintain that it was the growing evidence of the harmful effects of smoking, rather than the reduction in advertising, that ultimately led to the smaller percentage of smokers in society. The critics also contend that the advertising ban may have slowed the rate at which low-tar cigarettes were introduced.  

BONDS 

 By Clifford W. Smith  

Bond markets are important components of capital markets. Bonds are fixed-income securities – securities that promise the holder a specified set of payments. The value of a bond (like the value of any other asset) is the present value of the income stream one expects to receive from holding the bond. This has several implications:  

1. Bond prices vary inversely with market interest rates. Since the stream of payments usually is fixed no matter what subsequently happens  to  interest rates, higher rates reduce  the present value of  the expected payments, and thus the price.  

2. Bonds are generally adversely affected by  inflation. The  reason  is  that higher expected  inflation  raises market interest rates and therefore reduces the present value of the stream of fixed payments. Some bonds (ones issued by the Israeli government, for example) are indexed for inflation. If, for example, inflation is 10 per cent per  year,  then  the  income  from  the  bond  rises  to  compensate  for  this  inflation. With  perfect  indexation  the change  in  expected  payments  due  to  inflation  exactly  offsets  the  inflation-caused  change  in market  interest rates, so that the current price of the bond is unaffected.  

3. The greater the uncertainty about whether the payment will be made (the risk that the issuer will default on  the promised payments),  the  lower  the "expected" payment  to bondholders and  the  lower  the value of  the bond.  

4. Bonds whose payments are subjected to lower taxation provide investors with higher expected after-tax payments. Since investors are interested in after-tax income, such bonds sell for higher prices.  

The major classes of bond issuers are the U.S. government, corporations, and municipal governments. The default risk and tax status differ from one kind of bond to another.  

The U.S. government is extremely unlikely to default on promised payments to its bondholders. Thus, virtually all of the variation in the value of its bonds is due to changes in market interest rates. That is why analysts use changes in prices of U.S. government bonds to compute changes in market interest rates.  

Because the U.S. government's tax revenues rarely cover expenditures nowadays, it relies heavily on debt financing. Moreover, even if the government did not have a budget deficit now, it would have to sell new debt to obtain the funds to repay old debt that matures. Most of the debt sold by the U.S. government is marketable, 

meaning that it can be resold by its original purchaser. Marketable issues include Treasury bills, Treasury notes, and Treasury bonds. The major non-marketable federal debt sold to individuals is U.S. Savings Bonds.  

Treasury bills have maturities up to one year and are generally issued in denominations of $10,000. They are sold in bearer form – possession of the T-bill itself constitutes proof of ownership. And they do not pay interest in the sense that the government writes a check to the owner. Instead, the U.S. Treasury sells notes at a discount to their redemption value. The size of the discount determines the interest rate on the bill. For instance, a dealer might offer a bill with 120 days left until maturity at a yield of 7,48 per cent. To translate this quoted yield into the price, one must "undo" this discount computation. Multiply the 7,48 by 120/360 (the fraction of the 360-day year)  to obtain 2,493, and subtract  that  from 100  to get 97,506. The dealer  is offering  to sell  the bond for $97,507 per $100 of face value.  

Treasury notes and Treasury bonds differ from Treasury bills in several ways. First, their maturities generally are greater than one year. Notes have maturities of one to seven years. Bonds can be sold with any maturity, but  their maturities at  issue  typically exceed five years. Second, bonds and notes specify periodic  interest (coupon)  payments  as well  as  a  principal  repayment. Third,  they  are  frequently  registered, meaning  that  the government  records  the  name  and  address  of  the  current  owner. When Treasury  notes  or  bonds  are  initially 

sold, their coupon rate is typically set so that they will sell close to their face (par) value.  

Yields on bills, notes, or bonds of different maturities usually differ. Because investors can invest either in a  long-term note or  in a sequence of short-term bills, expectations about  future short-term  rates affect current long-term rates. Thus, if the market expects future short-term rates to exceed current short-term rates, then current long-term rates would exceed short-term rates. If, for example, the current short-term rate for a one-year T-bill is 5 per cent, and the market expects the rate on a one-year T-bill sold one year from now to be 6 per cent, then the current two-year rate must exceed 5 per cent. If it did not, investors would expect to do better by buying one-year bills today and rolling them over into new one-year bills a year from now.  Savings bonds are offered only to individuals. Two types have been offered. Series E bonds are essentially discount bonds; they pay no interest until they are redeemed. Series H bonds pay interest semi-annually. Both types are  registered. Unlike marketable government bonds, which have  fixed  interest  rates,  rates  received by savings bond holders are frequently revised when market rates change.  

Corporate  bonds  promise  specified  payments  at  specified  dates.  In  general,  the  interest  received  by  the bondholder is taxed as ordinary income. An issue of corporate bonds is generally covered by a trust indenture, which promises a trustee (typically a bank or trust company) that it will comply with the indenture's provisions (or covenants). These  include a promise of payment of principal and  interest at stated dates, and other provisions such as  limitations of  the  firm's  right  to sell pledged property,  limitations on  future  financing activities, and limitations on dividend payments.  

Potential lenders forecast the likelihood of default on a bond and require higher promised interest rates for higher forecasted default rates. One way that corporate borrowers can influence the forecasted default rate is to agree to restrictive provisions or covenants that limit the firm's future financing, dividend, and investment activities – making  it more certain  that cash will be available  to pay  interest and principal. With a  lower anticipated  probability  of  default,  buyers  are willing  to  offer  higher  prices  for  the  bonds. Corporate officers must 

weigh  the  costs of  the  reduced  flexibility  from  including  the  covenants against  the benefits of  lower  interest rates.  

Describing all  the types of corporate bonds  that have been  issued would be difficult. Sometimes different names are employed to describe the same type of bond and, infrequently, the same name will be applied to two quite different bonds. Standard types include the following. 

•  Mortgage bonds are  secured by  the pledge of  specific property.  If default occurs,  the bondholders are entitled to sell the pledged property to satisfy their claims. If the sale procedures are insufficient to cover their claims, they have an unsecured claim on the corporation's other assets.  

•  Debentures  are  unsecured  general  obligations of  the  issuing  corporation. The  indenture will  regularly limit issuance of additional secured and unsecured debt.  

•  Collateral  trust bonds are backed by other  securities  (typically held by a  trustee). Such bonds are  frequently issued by a parent corporation pledging securities owned by a subsidiary.  

•  Equipment obligations (or equipment trust certificates) are backed by specific pieces of equipment (for example, railroad rolling stock or aircraft).  

•  Subordinated  debentures  have  a  lower  priority  in  bankruptcy  than  unsubordinated  debentures;  junior claims are generally paid only after senior claims have been satisfied.  

•  Convertible bonds give the owner the option either to be repaid in cash or to exchange the bonds for a specified number of shares in the corporation.  

Corporate bonds have differing degrees of  risk. Bond  rating agencies  (for example, Moody's) provide an indication of  the  relative default  risk of bonds with  ratings  that  range  from "A"  (the best quality)  to "C"  (the lowest). Bonds  rated  "B"  and  above  are  typically  referred  to  as  "investment grade". Below-investment-grade bonds are sometimes referred to as "junk bonds". Junk bonds can carry promised yields that are 3 to 6 per cent (300 to 600 basis points) higher than "A" bonds.  

Historically, interest paid on bonds issued by state and local governments has been exempt from federal income taxes. Because investors are usually interested in returns net of tax, municipal bonds have therefore generally promised lower interest rates than other government bonds that have similar risk but that lack this attractive  tax  treatment.  In 1991  the percentage difference between  the yield on  long-term U.S. government bonds and the yield on long-term municipals was about 15 per cent. Thus, if an individual's marginal tax rate is higher than 15 per cent, after-tax return would be higher from municipial than from taxable government bonds.  

Municipal bonds are typically designated as either general obligation bonds or revenue bonds. General obligation  bonds  are  backed  by  the  "full  faith  and  credit"  (and  thus  the  taxing  authority)  of  the  issuing  entity. 

Revenue bonds are backed by a specifically designated revenue stream, such as the revenues from a designated project, authority, or agency, or by the proceeds from a specific tax. Frequently, such bonds are issued by agencies that plan to sell their services at prices that cover their expenses, including the promised payments on the debt. In such cases the bonds are only as good as the enterprise that backs it. In 1983, for example, the Washington Public Power Supply System  (nicknamed WHOOPS by Wall Street) defaulted on $2.25 billion on  its number four and five nuclear power plants, leaving bondholders with much less than they had been promised. 

Finally, industrial development bonds are used to finance the purchase or construction of facilities to be leased to private  firms. Municipalities have used such bonds  to subsidize businesses choosing  to  locate  in  their area by, in effect, giving them the benefit of loans at tax-exempt rates.  

CORPORATIONS 

By Robert Hessen  

Corporations  are  easy  to  create  but  hard  to  understand. Because  corporations  arose  as  an  alternative  to partnerships, they can best be understood by comparing these competing organizational structures.  

The presumption of partnership is that the investors will directly manage their own money, rather than entrusting  that  task  to others. Partners are  "mutual agents", meaning  that each  is able  to  sign contracts  that are binding on all  the others. Such an arrangement  is unsuited for strangers or  those who harbor suspicions about each other's integrity or business acumen. Hence the transfer of partnership interests is subject to restrictions.  

In  a  corporation,  by  contrast,  the  presumption  is  that  the  shareholders will  not  personally manage  their money. Instead, a corporation is managed by directors and officers who need not be investors. Because managerial authority is concentrated in the hands of directors and officers, shares are freely transferable unless otherwise  agreed. They  can  be  sold  or  given  to  anyone without  placing  other  investors  at  the mercy  of  a  new owner's poor  judgment. The  splitting of management and ownership  into  two distinct  functions  is  the  salient corporate feature.  

To differentiate it from a partnership, a corporation should be defined as a legal and contractual mechanism for creating and operating a business for profit, using capital from investors that will be managed on their behalf by directors and officers. To lawyers, however, the classic definition is Chief Justice John Marshall's 1819 remark  that  "a  corporation  is  an  artificial  being,  invisible,  intangible,  and  existing  only  in  contemplation  of law". But Marshall's definition is useless because it is a metaphor; it makes a corporation a judicial hallucination.   

Recent writers who have tried to recast Marshall's metaphor into a literal definition say that a corporation is an entity (or a fictitious legal person or an artificial legal being) that exists independent of its owners. The entity notion is metaphorical too and violates Occam's Razor, the scientific principle that explanations should be concise and literal.  

Attempts by economists to define corporations have been equally unsatisfactory. In 1917 Joseph S. Davis wrote: "A corporation is a group of individuals authorized by law to act as a unit". This definition is defective because it also fits partnerships and labor unions, which are not corporations. A contemporary economist, Jonathan Hughes, says  that a corporation  is a "multiple partnership" and  that "the privilege of  incorporation  is  the gift of  the  state  to collective business ventures". Another, Robert Heilbroner,  says a corporation  is "an entity created by the state", granted a charter that enables it to exist "in its own right as a “person” created by law".
But charters enacted by state legislatures literally ceased to exist in the mid-nineteenth century. The actual procedure  for  creating  a  corporation  consists  of  filing  a  registration  document with  a  state  official  (like  recording the use of a fictitious business name), and the state's role is purely formal and automatic. Moreover, to call incorporation a "privilege"  implies  that  individuals have no right to create a corporation. But why  is governmental permission needed? Who would be wronged  if businesses  adopted  corporate  features by  contract? 

Whose rights would be violated if a firm declared itself to be a unit for the purposes of suing and being sued, holding and conveying title to property, or that it would continue in existence despite the death or withdrawal of its officers or investors, that its shares are freely transferable, or if it asserted limited liability for its debt obligations?  If potential creditors  find any of  these  features objectionable,  they can negotiate  to exclude or modify them.  

Economists  invariably declare  limited  liability  to be  the crucial corporate  feature. According  to  this view the corporation, as an entity, contracts debts in "its" own name, not "theirs" (the shareholders), so they are not responsible for its debts. But there is no need for such mental gymnastics because limited liability actually involves  an  implied  contract  between  shareholders  and  outside  creditors. By  incorporating  (that  is,  complying with the registration procedure prescribed by state law) and then by using the symbols "Inc." or "Corp. ", shareholders are warning potential creditors  that  they do not accept unlimited personal  liability,  that creditors must look only to the corporation's assets (if any) for satisfaction of their claims. This process, known as "constructive notice", offers an easy means of economizing on  transactions costs.  It  is an alternative  to negotiating explicit limited-liability contracts with each creditor.   

Creditors, however, are not obligated  to accept  limited  liability. As Professor Bayless Manning observes: "As a part of the bargain negotiated when the corporation incurs the indebtedness, the creditor may, of course, succeed  in extracting  from a  shareholder  (or  someone else who wants  to  see  the  loan go  through) an outside pledge agreement, guaranty, endorsement, or the like that will have the effect of subjecting non-corporate assets to the creditor's claim against the corporation". This familiar pattern explains why limited liability is likely to be a mirage or delusion for a new, untested business, and thus also explains why some enterprises are not incorporated despite the ease of creating a corporation.   

Another textbook myth is that limited liability explains why corporations were able to attract vast amounts of capital from nineteenth-century investors to carry out America's industrialization. In fact, the industrial revolution was carried out chiefly by partnerships and unincorporated joint stock companies, rarely by corporations. 

The chief sources of capital for the early New England textile corporations were the founders' personal savings, money borrowed from banks, the proceeds from state-approved lotteries, and the sale of bonds and debentures.  

Even  in  the late nineteenth century, none of  the giant  industrial corporations drew equity capital from  the general  investment  public. They were  privately  held  and  drew  primarily  on  retained  earnings  for  expansion. 

(The  largest  enterprise, Carnegie Brothers, was organized  as  a Limited Partnership Association  in  the Commonwealth  of  Pennsylvania,  a  status  that  did  not  inhibit  its  ability  to  own  properties  and  sell  steel  in  other states.)  

External financing, through the sale of common stock, was nearly impossible in the nineteenth century because of asymmetrical information – that is, the inability of outside investors to gauge which firms were likely to earn a profit, and thus to calculate what would be a reasonable price to pay for shares. Instead, founders of 

corporations often gave away shares as a bonus to those who bought bonds, which were less risky because they carried underlying collateral, a fixed date of redemption, and a fixed rate of return. 

Occasionally, wealthy local residents bought shares, not primarily as investments for profit, but rather as a public-spirited gesture to foster economic growth in a town or region. The idea that limited liability would have been sufficient to entice outside investors to buy common stock is counterintuitive. The assurance that you could lose only your total investment is hardly a persuasive sales pitch.  

No logical or moral necessity links partnerships with unlimited liability or corporations with limited liability. Legal  rules do not  suddenly  spring  into existence  full grown;  instead,  they arise  in a particular historical 

context. Unlimited  liability  for  partners  dates  back  to medieval  Italy, when  partnerships were  family  based, when personal and business funds were intermingled, and when family honor required payment of debts owed to creditors, even if it meant that the whole debt would be paid by one or two partners instead of being shared proportionally among them all.  

Well  into the  twentieth century, American  judges  ignored the historical circumstances in which unlimited liability  became  the  custom  and  later  the  legal  rule. Hence  they  repeatedly  rejected  contractual  attempts  by partners  to  limit  their  liability. Only  near midcentury  did  state  legislatures  grudgingly  begin  enacting  "close corporation" statutes for businesses that would be organized as partnerships if courts were willing to recognize the contractual nature of limited liability. These quasi-corporations have nearly nothing in common with corporations financed by outside investors and run by professional managers.  

Any firm, regardless of size, can be structured as a corporation, a partnership, a limited partnership, or even one  of  the  rarely  used  forms,  a  business  trust  or  an  unincorporated  joint  stock  company. Despite textbook claims  to  the contrary, partnerships are not necessarily small scale or short-lived;  they need not cease  to exist when a general partner dies or withdraws. Features that are automatic or inherent in a corporation – continuity of existence, hierarchy of authority, freely  transferable shares – are optional for a partnership or any other organizational form. The only exceptions arise if government restricts or forbids freedom of contract (such as the rule that forbids limited liability for general partners).  

As noted, the distinctive feature of corporations is that investment and management are split into two functions. Critics call this phenomenon a "separation of ownership from control". The most influential indictment of this separation was presented in “The Modern Corporation and Private Property”, written in 1932 by Adolf A. Berle, Jr., and Gardiner C. Means. Corporate officers, they claimed, had usurped authority, aided and abetted by directors who should have been the shareholders' agents and protectors.   

But Berle  and Means'  criticism over-looked how  corporations were  formed. The  "Fortune 500"  corporations were not born as giants. Initially, each was the creation of one or a few people who were the prime movers and promoters of the business and almost always the principal source of its original capital. They were able to "go public" – sell shares  to outsiders  to raise additional equity – only when  they could persuade underwriters and investors that they could put new money to work at a profit.  

If these firms had initially been partnerships, then the general partners could have accepted outside investors as  limited partners without running any risk of  losing or diluting  their control over decision making. (By law,  limited partners cannot participate in management or exercise any voice or vote, or else they forfeit their claim to limited liability.) 

A far different situation applies to corporations. Shareholders receive voting rights to elect  the board of directors, and  the directors,  in  turn, elect  the officers. Conceivably, new shareholders could play an active role in managing these corporations. But, in fact, this happens only rarely.  When a corporation  is created,  its officers, directors, and shareholders usually are  the same people. They elect  themselves  or  their  nominees  to  the  board  of  directors  and  then  elect  themselves  as  corporate  officers. 

When the corporation later goes public, the founders accept the possibility of a dilution of control because they value the additional capital and because they expect to continue to control a majority of votes on the board and thus to direct the company's future policy and growth.  

That  the board of directors  is dominated by  "insiders" makes  sense. The  founders are  the  first directors; later,  their places on  the board are  filled by  the executives  they groomed  to  succeed  them. This arrangement does not injure new shareholders. As outside investors they buy shares of common stock because they discover corporations whose record of performance indicates a competent managerial system. They do not want to interfere with  it or dismantle  it; on  the contrary,  they willingly entrust  their savings  to  it. They know  that  the best safeguard for their investments, if they become dissatisfied with the company's performance, is their ability to sell instantly their shares of a publicly traded corporation.  

Berle and Means challenged the legitimacy of giant corporations when they charged that corporate officers had seized or usurped control from the owners – the shareholders. But their underlying premise was wrong. In reality,  investors make  choices  along  a  risk-reward  continuum.  Bondholders  are  the most  risk-averse;  then come  those who buy  the  intermediate-risk, non-voting securities  (debentures, convertible bonds and preferred shares); and then the least risk-averse investors, those who buy common shares and stand to gain (or lose) the most.  

Just as one may assume  that  investors know  the difference between being a general partner and a  limited partner, so too they know that shareholders in a publicly traded corporation are the counterparts of limited partners,  trust beneficiaries,  those who make passbook deposits  in  a bank, or  those who buy  shares  in  a mutual fund. All hope to make money on their savings as a sideline to their regular sources of income.  
To look askance at executives who supply little or none of the corporation's capital, as many of the corporation's critics do,  is really  to condemn  the division of  labor and specialization of function. Corporate officers operate businesses whose capital requirements far exceed  their personal saving or  the amounts  they would be willing or able  to borrow. Their distinctive contribution  to  the enterprise  is knowledge of production, marketing,  and  finance,  administrative  ability  in  building  and  sustaining  a  business,  in  directing  its  growth,  and  in leading  its response  to unforeseen problems and challenges. But specialization – capital supplied by  investors and management supplied by executives – should be unobjectionable as long as everyone's participation is voluntary.  

Another  technique used by critics  to undermine  the  legitimacy of giant corporations  is  to equate  them  to government institutions and then to find them woefully deficient in living up to democratic norms (voting rights are based on number of shares owned, rather than one vote per person, for example).

Thus shareholders are renamed "citizens",  the board of directors  is "the  legislature", and  the officers are "the executive branch". They call  the  articles  of  incorporation  a  "constitution",  the  by-laws  –  "private  statutes"  and merger  agreements  – "treaties".

But the analogy, however ingenious, is defective. It cannot encompass all the major groups within the corporation.  If  shareholders  are  called  citizens  or  voters, what  are other suppliers of capital called? Are bond - holders "resident aliens" because they cannot vote? And are those who buy convertible debentures "citizens in training" until  they  acquire voting  rights? A belabored  analogy  cannot  justify  equating business  and government.  

Those who cannot distinguish between a government and a giant corporation are also unable to appreciate the significance of the fact that millions of people freely choose to invest their savings in the shares of publicly traded corporations. It is farfetched to believe that shareholders are being victimized – denied the control over corporate affairs  that  they expected  to exercise, or being shortchanged on dividends – and yet still retain  their shares  and buy  new  shares  or  bid  up  the  price  of  existing  shares.  If  shareholders were victims,  corporations could not possibly raise additional capital through new stock offerings. Yet they do so frequently.  

Particular corporations can be mismanaged. They are sometimes too large or too diversified to operate efficiently, too slow to innovate, overloaded with debt, top-heavy with high-salaried executives, or too slow to respond to challenges from domestic or foreign competitors. But this does not invalidate corporations as a class. 

Whatever the shortcomings of particular companies or whole industries, corporations are a superb matchmaking mechanism to bring savers (investors) and borrowers (workers and managers) together for their mutual benefit. 

To appreciate the achievement of corporations, one has only to consider what the state of technology would be if workers or managers had to supply their own capital, or if industrialization was carried out under government auspices, using capital that was taxed or expropriated.  

 DEMAND 

 By David R. Henderson  

One of  the most  important building blocks of economic analysis  is  the concept of demand. When economists refer to demand, they usually have in mind not just a single quantity demanded, but what is called a demand curve. A demand curve traces the quantity of a good or service that is demanded at successively different 

prices.  

The most famous law in economics, and the one that economists are most sure of, is the law of demand. On this law is built almost the whole edifice of economics. The law of demand states that when the price of a good rises, the amount demanded falls, and when the price falls, the amount demanded rises.  

Some of the modern evidence for the law of demand is from econometric studies which show that, all other things being equal, when the price of a good rises, the amount of it demanded decreases. How do we know that there are no instances in which the amount demanded rises and the price rises? A few instances have been cited, but they almost always have an explanation that takes into account something other than price. Nobel Laureate George Stigler responded years ago that if any economist found a true counter-example, he would be "assured of  immortality, professionally  speaking,  and  rapid promotion". And because, wrote Stigler, most  economists would like either reward, the fact that no one has come up with an exception to the law of demand shows how rare the exceptions must be. But the reality is that if an economist reported an instance in which consumption of 

a good rose as  its price rose, other economists would assume  that some factor other  than price caused  the  increase in demand.   

The main reason economists believe so strongly in the law of demand is that it is so plausible, even to non - economists. Indeed, the law of demand is ingrained in our way of thinking about everyday things. Shoppers buy more strawberries when they are in season and the price is low. This is evidence for the law of demand: only at the  lower,  in-season price are consumers willing  to buy  the higher amount available. Similarly, when people learn that frost will strike orange groves in Florida, they know that the price of orange juice will rise. The price rises in order to reduce the amount demanded to the smaller amount available because of the frost. This is the law of demand. We see the same point every day in countless ways. No one thinks, for example, that the way to sell a house that has been languishing on the market is to raise the asking price. Again, this shows an implicit 

awareness of the law of demand: the number of potential buyers for any given house varies inversely with the asking price.  

Indeed, the law of demand is so ingrained in our way of thinking that it is even part of our language. Think of what we mean by the term on sale. We do not mean that the seller raised the price. We mean that he or she lowered it. The seller did so in order to increase the amount of goods demanded. Again, the law of demand.  

Economists, as  is their wont, have struggled  to  think of exceptions  to the  law of demand. Marketers have found them. One of the best examples was a new car wax. Economist Thomas Nagle points out that when one particular car wax was introduced, it faced strong resistance until its price was raised from $.69 to $1.69. The reason, according to Nagle, was that buyers could not judge the wax's quality before purchasing it. Because the quality of this particular product was so important – a bad product could ruin a car's finish – consumers "played it safe by avoiding cheap products that they believed were more likely to be inferior".   

Many non-economists are skeptical of the law of demand. A standard example they give of a good whose quantity demanded will not fall when the price increases is water. How, they ask, can people reduce their use of water? But those who come up with that example think of drinking water, or using it in a household, as the only possible uses. Even for such uses,  there  is room  to reduce consumption when  the price of water rises. House-holds can do  larger  loads of  laundry, or shower  instead of bathe, for example. The main users of water, however, are agriculture and industry. Farmers and manufacturers can substantially alter the amount of water used in production. Farmers, for example, can do so by changing crops or by changing irrigation methods for given crops.  

It  is not  just price  that affects  the quantity demanded.  Income affects  it  too. As  real  income  rises, people buy more of some goods (which economists call normal goods) and less of what are called inferior goods. Urban mass  transit and  railroad  transportation are classic examples of  inferior goods. That  is why  the usage of 

both of these modes of travel declined so dramatically as postwar incomes were rising and more people could afford automobiles. Environmental quality is a normal good, which is a major reason that Americans have become more concerned about the environment in recent decades.  

Another influence on demand is the price of substitutes. When the price of Toyota Tercels rises, all else being  equal, demand  for Tercels  falls  and demand  for Nissan Sentras,  a  substitute,  rises. Also  important  is  the price of complements, or goods  that are used  together. When  the price of gasoline rises, the demand for cars falls.  

ENTREPRENEURSHIP 
By Mark Casson  

The  term "entrepreneur", which most people  recognize as meaning someone who organizes and assumes the  risk of a business  in  return  for  the profits, appears  to have been  introduced by Richard Cantillon  (1697 – 1734), an Irish economist of French descent. The term came into much wider use after John Stuart Mill popularized it in his 1848 classic, "Principles of Political Economy", but then all but disappeared from the economics literature by the end of the nineteenth century.  

The reason is simple. In their mathematical models of economic activity and behavior, economists began to use the simplifying assumption that all people in an economy have perfect information. That leaves no role for the  entrepreneur.  Although  different  economists  have  emphasized  different  facets  of  entrepreneurship,  all economists who have written about  it agree  that at  its core entrepreneurship  involves  judgment. But  if people have perfect information, there is no need for judgment. Fortunately, economists have increasingly dropped the assumption of perfect  information  in  recent years. As  this  trend  continues,  economists  are  likely  to  allow  in their models for the role of the entrepreneur. When they do, they can learn from past economists, who took entrepreneurship more seriously.  

According to Cantillon's original formulation, the entrepreneur is a specialist in taking on risk. He "insures" workers by buying their products (or their labor services) for resale before consumers have indicated how much they are willing to pay for them. The workers receive an assured  income (in  the short run, at  least), while  the entrepreneur bears the risk caused by price fluctuations in consumer markets.  
This  idea was  refined by  the U.S. economist Frank H. Knight  (1885 –1972), who distinguished between risk, which is insurable, and uncertainty, which is not. Risk relates to recurring events whose relative frequency is known from past experience, while uncertainty relates to unique events whose probability can only be subjectively estimated. Changes affecting  the marketing of consumer products generally fall  in  the uncertainty category.  Individual  tastes,  for example, are affected by group culture, which,  in  turn, depends on  fashion  trends that are essentially unique. Insurance companies exploit the law of large numbers to reduce the overall burden of  risks by "pooling"  them. For  instance, no one knows whether  any  individual  forty-year-old will die  in  the next year. But insurance companies do know with relative certainty how many forty-year-olds in a large group will die within a year. Armed with this knowledge, they know what price to charge for life insurance, but they cannot do  the same when  it comes  to uncertainties. Knight observed  that while  the entrepreneur can "lay off" risks much like insurance companies do, he is left to bear the uncertainties himself. He is content to do this because his profit compensates him for the psychological cost involved.  

If new companies are free to enter an industry and existing companies are free to exit, then in the long run entrepreneurs and capital will exit from industries where profits are low and enter ones where they are high. If uncertainties were equal between industries, this shift of entrepreneurs and of capital would occur until profits were equal in each industry. Any long-run differences in industry profit rates, therefore, can be explained by the different magnitudes of the uncertainties involved.  

Joseph A. Schumpeter  (1883 – 1950)  took a different approach, emphasizing  the  role of  innovation. According to Schumpeter, the entrepreneur is someone who carries out "new combinations" by such things as introducing  new  products  or  processes,  identifying  new  export markets  or  sources  of  supply,  or  creating  new types of organization. Schumpeter presented a heroic vision of  the entrepreneur as someone motivated by  the "dream and  the will  to  found a private kingdom";  the "will  to conquer:  the  impulse  to  fight,  to prove oneself superior to others"; and the "joy of creating".   

In Schumpeter's view the entrepreneur leads the way in creating new industries, which, in turn, precipitate major structural changes in the economy. Old industries are rendered obsolete by a process of "creative destruction." As  the  new  industries  compete with  established  ones  for  labor, materials,  and  investment  goods,  they drive up  the price of  these  resources. The old  industries cannot pass on  their higher costs because demand  is switching to new products. As the old industries decline, the new ones expand because imitators, with optimistic profit expectations based on the innovator's initial success, continue to invest. Eventually, overcapacity depresses profits and halts  investment. The economy goes  into depression, and  innovation stops. Invention continues, however, and eventually  there  is a sufficient stock of unexploited  inventions  to encourage courageous entrepreneurs  to  begin  innovation  again.  In  this way Schumpeter  used  entrepreneurship  to  explain  structural change, economic growth, and business cycles, using a combination of economic and psychological ideas.  

Schumpeter was concerned with the "high-level" kind of entrepreneurship that, historically, has led to the creation of railroads, the birth of the chemical industry, the commercial exploitation of colonies, and the emergence of the multidivisional multinational firm. His analysis left little room for the much more common, but no less  important,  "low-level" entrepreneurship carried on by  small  firms. The essence of  this  low-level activity can be explained by the Austrian approach of Friedrich A. Hayek and Israel M. Kirzner. In a market economy, price information is provided by entrepreneurs. While bureaucrats in a socialist economy have no incentive to discover prices for themselves, entrepreneurs in a market economy are motivated to do so by profit opportunities. Entrepreneurs provide price quotations to others as an invitation to trade with them. They hope to make a profit by buying  cheap and  selling dear.  In  the  long  run,  competition between  entrepreneurs  arbitrages  away price differentials, but in the short run, such differentials, once discovered, generate a profit for the arbitrageur.  

The difficulty with  the Austrian approach  is  that  it  isolates  the entrepreneur from  the firm. It fits an  individual dealer or speculator far better than it fits a small manufacturer or even a retailer. In many cases (and in almost  all  large  corporations),  owners  delegate  decisions  to  salaried managers,  and  the  question  then  arises whether a salaried manager,  too, can be an entrepreneur. Frank Knight maintained  that no owner would ever delegate  a key decision  to  a  salaried  subordinate, because he  implicitly  assumed  that  subordinates  cannot be 

trusted. Uncertainty bearing,  therefore,  is  inextricably vested  in  the owners of  the  firm's  equity,  according  to Knight. But  in practice subordinates can win a  reputation  for being good stewards, and even  though salaried, they have incentives to establish and maintain such reputations because their promotion prospects depend upon it. In this sense, both owners and managers can be entrepreneurs.  

The title of entrepreneur should, however, be confined to an owner or manager who exhibits the key trait of entrepreneurship noted  above:  judgment  in decision making.  Judgment  is  a  capacity  for making  a  successful decision when no obviously correct model or decision  rule  is available or when  relevant data  is unreliable or incomplete. Cantillon's  entrepreneur needs  judgment  to  speculate on  future price movements, while Knight's entrepreneur requires judgment because he deals in situations that are unprecedented and unique. Schumpeter's entrepreneur needs judgment to deal with the novel situations connected with innovation.  

The insights of previous economists can be synthesized. Entrepreneurs are specialists who use judgment to deal with novel and complex problems. Sometimes  they own  the resources  to which  the problems are related, and  sometimes  they  are  stewards  employed  by  the  owners.  In  times  of major  political,  social,  and  environ-mental change, the number of problems requiring judgment increases and the demand for entrepreneurs rises as a  result. For  supply  to match demand, more people have  to  forgo other careers  in order  to become entrepreneurs. They are encouraged  to do so by  the higher expected pecuniary  rewards associated with entrepreneurship, and perhaps also by increases in the social status of entrepreneurs, as happened in the eighties.  

The supply of entrepreneurs depends not only on  reward and status, but also on personality, culture, and life experience. An entrepreneur will often find that his opinion is in conflict with the majority view. He needs the self-confidence  that, even  though  in a minority, he  is right. He must be persuasive, however, without disclosing  too much  information, because others may steal his  ideas. Such shrewdness must, moreover, be combined with a reputation for honesty, because otherwise no one will wish to lend money to him for fear of deliberate default.  

In  identifying  profitable  opportunities  the  entrepreneur  needs  to  synthesize  information  from  different sources. Thus, the Schumpeterian innovator may need to synthesize technical information on an invention with information on customer needs and on  the availability of suitable  raw materials. A good education combined with wide-ranging practical experience helps the entrepreneur to interpret such varied kinds of information. Sociability  also  helps  the  entrepreneur  to make  contact with  people who  can  supply  such  information  secondhand. For  low-level entrepreneurship, education and breadth of  experience may be  less  important because  in-

formation is less technical and more localized. Good social contacts within the local community are more important here. Key information is obtained by joining the local church, town council, residents' association, and so on.  

The culture of a community may be an important influence on the level of entrepreneurship. A community that accords the highest status to those at the top of hierarchical organizations encourages "pyramid climbing", while awarding high status to professional expertise may encourage premature educational specialization. Both of these are inimical to entrepreneurship. The  first directs ambition away  from  innovation  (rocking  the boat), while  the  second  leads  to  the neglect of  relevant  information generated outside  the  limited boundaries of  the profession. According high status to the "self-made" man or woman is more likely to encourage entrepreneurship. There seems to be considerable inertia in the supply of entrepreneurs. One reason is that the culture affects the supply, and the culture itself changes only very slowly. Entrepreneurship is one of the major avenues of social and economic advancement, along with sport and entertainment. But the Horatio Alger myth that the typical entrepreneur has  risen  from  rags  to  riches disguises  the  fact  that as Frank Taussig and others have  found, many of the most successful entrepreneurs are the sons of professionals and entrepreneurs. They owe much of their success to parental training and inherited family contacts. Thus, in most societies there is insufficient social mobility for entrepreneurial culture to change simply because of the changing origins of the entrepreneural elite. In any case, "self-made" entrepreneurs often adopt the culture of the elite, neglecting their business interests for social and political activities and even (in Britain) educating  their children  to pursue a more "respectable" career.  

In the long run, though, changes can occur that have profound implications for entrepreneurship. In modern economies large corporations whose shares are widely held have replaced the family firm founded by the selfmade entrepreneur. Corporations draw on a wider range of management skill than is available from any single family, and they avoid the problem of succession by an incompetent eldest son that has been the ruin of many family firms. Corporations plan large-scale activities using teams of professional specialists, but their efficiency gains are to some extent offset by the loss of employee loyalty that was a feature of many family firms. Loyal employees do not need close supervision, or complex bonus systems, to make them work, because they are selfmotivated. Historically,  family  firms  have  drawn  on  two main  sources  of  "cultural  capital":  the  paternalistic 

idea  that employees are adopted members of  the  founder's  family, and  the  founder's own  religious and moral values. The first is effective only within small firms.  

A modern corporation that wishes to build up a family spirit must do so within its individual business units. 

These units can  then be bonded  together by a unifying corporate culture –  the modern equivalent of  the founder's system of values. The dissemination of corporate culture may be assisted by the charisma of the chairman or chief executive. This suggests that senior management in the modern corporation requires not only entrepreneurial skills, but also  leadership skills, which means  the ability  to  inspire  trust and affection, rather  than  just fear,  in subordinates. The need  to combine entrepreneurial skills and  leadership skills  is, of course, universal, but its significance has increased as organizations have become larger and societies have abandoned traditional religions for secular values.  
FREE MARKET 
 By Murray N. Rothbard  

"Free market" is a summary term for an array of exchanges that take place in society. Each exchange is undertaken  as  a  voluntary  agreement  between  two  people  or  between  groups  of  people  represented  by  agents. 

These  two  individuals (or agents) exchange  two economic goods, either  tangible commodities or non-tangible services. Thus, when I buy a newspaper from a newsdealer for fifty cents, the newsdealer and I exchange two commodities: I give up fifty cents, and the newsdealer gives up the newspaper. Or if I work for a corporation, I exchange my  labor  services,  in  a mutually  agreed way,  for  a monetary  salary; here  the  corporation  is  represented by a manager (an agent) with the authority to hire.  

Both parties undertake  the exchange because each expects  to gain  from  it. Also, each will  repeat  the exchange  next  time  (or  refuse  to)  because  his  expectation  has  proved correct (or incorrect) in the recent past. 

Trade, or exchange,  is engaged  in precisely because both parties benefit;  if  they did not expect  to gain,  they would not agree to the exchange.  

This simple reasoning refutes the argument against free trade typical of the "mercantilist" period of sixteenth to-eighteenth-century Europe, and  classically  expounded  by  the  famed  sixteenth-century  French  essayist Montaigne. The mercantilists argued  that  in any  trade, one party can benefit only at  the expense of  the other,  that  in every transaction there is a winner and a loser, an "exploiter" and an "exploited." We can immediately see the fallacy in this still-popular viewpoint: the willingness and even eagerness to trade means that both parties benefit. In modern game-theory jargon, trade is a win-win situation, a "positive-sum" rather than a "zero-sum" or "negativesum" game.  

How can both parties benefit from an exchange? Each one values the two goods or services differently, and these differences set the scene for an exchange. I, for example, am walking along with money in my pocket but no newspaper;  the newsdealer, on  the other hand, has plenty of newspapers but  is anxious  to acquire money. And so, finding each other, we strike a deal. Two factors determine the terms of any agreement: how much each participant values each good in question, and each participant's bargaining skills. How many cents will exchange for one newspaper, or how many Mickey Mantle baseball cards will swap for a Babe Ruth, depends on all the participants in the newspaper market or  the baseball card market – on how much each one values  the cards as compared  to  the other goods he could buy. These terms of exchange, called "prices" (of newspapers in terms of money, or of Babe Ruth cards in terms of Mickey Mantles), are ultimately determined by how many newspapers, or baseball cards, are available on the market in relation to how favorably buyers evaluate these goods. In shorthand, by the interaction of their supply with the demand for them.  

Given the supply of a good, an increase in its value in the minds of the buyers will raise the demand for the good, more money will be bid for  it, and  its price will rise. The reverse occurs if the value, and therefore the demand, for the good falls. On the other hand, given the buyers' evaluation, or demand, for a good, if the supply increases each unit of supply- each baseball card or loaf of bread – will fall in value, and therefore, the price of the good will fall. The reverse occurs if the supply of the good decreases.  

The market,  then,  is not  simply  an  array, but  a highly  complex,  interacting  latticework of  exchanges.  In primitive  societies,  exchanges  are  all barter or direct  exchange. Two people  trade  two directly useful goods, such as horses for cows or Mickey Mantles for Babe Ruths. 
But as a society develops, a step-by-step process of mutual benefit creates a situation in which one or two broadly useful and valuable commodities are chosen on the market as a medium of indirect exchange. Money, generally but not always made of gold or silver, is then demanded not only for its own sake, but even more to facilitate a reexchange for another desired commodity. It is much easier to pay steelworkers not in steel bars, but in money, with which the workers can then buy whatever they desire. They are willing to accept money because they know from experience and insight that everyone else in the society will also accept that money in payment.  

The modern, almost  infinite  latticework of exchanges,  the market,  is made possible by  the use of money. Each person engages  in specialization, or a division of  labor, producing what he or she  is best at. Production begins with natural resources, and then various forms of machines and capital goods are sold to the consumer. 

At each stage of production from natural resource to consumer good, money is voluntarily exchanged for capital goods, labor services, and land resources. At each step of the way, terms of exchanges, or prices, are determined by the voluntary interactions of suppliers and demanders. This market is "free" because choices, at each step, are made freely and voluntarily.  

The free market and the free price system make goods from around the world available to consumers. The free market also gives the largest possible scope to entrepreneurs, who risk capital to allocate resources so as to satisfy  the  future desires of  the mass of consumers as efficiently as possible. Saving and  investment can  then develop capital goods and increase the productivity and wages of workers, thereby increasing their standard of living. The free competitive market also rewards and stimulates technological innovation that allows the innovator to get a head start in satisfying consumer wants in new and creative ways.  

Not only  is  investment encouraged, but perhaps more  important,  the price system, and  the profit-and-loss incentives of  the market, guide capital  investment and production  into  the proper paths. The  intricate  lattice-work can mesh and "clear" all markets so that there are no sudden, unforeseen, and inexplicable shortages and surpluses anywhere in the production system.  

But exchanges are not necessarily free. Many are coerced. If a robber threatens you with "Your money or your life", your payment to him is coerced and not voluntary, and he benefits at your expense. It is robbery, not free markets, that actually follows the mercantilist model: the robber benefits at the expense of the coerced. Exploitation occurs not in the free market, but where the coercer exploits his victim. In the long run, coercion is a negative-sum game  that  leads  to  reduced production, saving, and  investment, a depleted stock of capital, and reduced productivity and living standards for all, perhaps even for the coercers themselves.   

Government, in every society, is the only lawful system of coercion. Taxation is a coerced exchange, and the heavier the burden of taxation on production, the more likely it is that economic growth will falter and decline. Other forms of government coercion (e.g. price controls or restrictions that prevent new competitors from entering a market) hamper and cripple market exchanges, while others (prohibitions on deceptive practices, enforcement of contracts) can facilitate voluntary exchanges.  

The ultimate  in government coercion  is  socialism. Under  socialist central planning  the  socialist planning board lacks a price system for land or capital goods. As even socialists like Robert Heilbroner now admit, the socialist planning board therefore has no way to calculate prices or costs or to invest capital so that the latticework of production meshes and clears. The current Soviet experience, where a bumper wheat harvest somehow cannot find its way to retail stores, is an instructive example of the impossibility of operating a complex, modern economy in the absence of a free market. There was neither  incentive nor means of calculating prices and costs for hopper cars to get to the wheat, for the flour mills  to receive and process it, and so on down through the large number of stages needed to reach the ultimate consumer in Moscow or Sverdlovsk. 
The investment in wheat is almost totally wasted.  Market socialism is, in fact, a contradiction in terms. The fashionable discussion of market socialism often overlooks one crucial aspect of the market. When two goods are indeed exchanged, what is really exchanged is the property titles in those goods. When I buy a newspaper for fifty cents, the seller and I are exchanging property titles: I yield the ownership of the fifty cents and grant it to the newsdealer, and he yields the ownership of the newspaper to me. The exact same process occurs as in buying a house, except that in the case of the newspaper, matters are much more informal, and we can all avoid the intricate process of deeds, notarized contracts, agents, attorneys, mortgage brokers, and  so on. But  the economic nature of  the  two  transactions  remains  the same.  

This means that the key to the existence and flourishing of the free market is a society in which the rights and titles of private property are respected, defended, and kept secure. The key to socialism, on the other hand, is government ownership of the means of production, land, and capital goods. Thus, there can be no market in land or capital goods worthy of the name.  

Some critics of the free-market argue that property rights are in conflict with "human" rights. But the critics fail to realize that in a free-market system, every person has a property right over his own person and his own labor, and that he can make free contracts for those services. Slavery violates the basic property right of the slave over his own body and person, a right that is the groundwork for any person's property rights over non-human material objects. What's more, all rights are human rights, whether  it  is everyone's right  to free speech or one  individual's property rights in his own home.  

A common charge against the free-market society is that it institutes "the law of the jungle", that it spurns human cooperation for competition, and  that  it exalts material success as opposed  to spiritual values, philosophy, or leisure activities. On the contrary, the jungle is precisely a society of coercion, theft, and parasitism, a society that demolishes lives and living standards. The peaceful market competition of producers and suppliers is a profoundly cooperative process in which everyone benefits, and where everyone's living standard flourishes (compared to what it would be in an unfree society). And the undoubted material success of free societies provides the general affluence that permits us to enjoy an enormous amount of leisure as compared to other societies, and to pursue matters of the spirit. It is the coercive countries with little or no market activity, notably under communism, where the grind of daily existence not only impoverishes people materially, but deadens their spirit.   

GROSS DOMESTIC PRODUCT 
By Lincoln Anderson  

Gross domestic product, the official measure of  total output of goods and  services  in  the U.S. economy, represents the capstone and grand summary of the world's best system of economic statistics. The federal government organizes millions of pieces of monthly, quarterly, and annual data from government agencies, companies, and private  individuals  into hundreds of  statistics,  such as  the consumer price  index  (CPI),  the employment  report, and summaries of corporate and  individual  tax  returns. The U.S. Department of Commerce then marshals the source data into a complete set of statistics known as the National Income and Product Accounts. 

This set of double-entry accounts provides a consistent and detailed representation of production in the United States (GDP) and its associated income (national income).  

In addition,  the Commerce Department derives data on  inputs  to production (labor and capital) and  tabulates them to form industry data on production; intermediate steps in production (input-output tables); detailed data on prices; and  international and  regional  statistics. The theoretical development and construction of  this accounting system was a major achievement requiring  the services of a renowned group of accountants, business  executives,  economists, and  statisticians. And because  the  economy  continues  to  evolve,  the  conceptual 

and statistical work  is never complete. Government agencies are continuously revising  the data and occasionally find sizable errors in GDP or GDP components. Keeping GDP current and accurate is no mean feat.  

For the United States, GDP replaces gross national product (GNP) as the main measure of production. GDP measures the output of all labor and capital within the U.S. geographical boundary regardless of the residence of that labor or owner of capital. GNP measures the output supplied by residents of the United States regardless of where they live and work or where they own capital. Conceptually, the GDP measure emphasizes production in the United States, while GNP emphasizes U.S. income resulting from production. The difference, called net 

factor income received from abroad, is trivial for the United States, amounting to only $13 billion (0,2 per cent of GDP)  in 1991. This shift  in emphasis brings  the United States into conformance with the international accounting convention.  GDP measures production, not exchange.  If economists, policymakers, and news commentators kept  this simple  truth  in mind, much  confusion over  the  interpretation of  economic  statistics might be  avoided. Many proposals to cut taxes, for example, are aimed at "stimulating consumer spending", which is expected to cause an increase in GDP. But consumer spending is a use of GDP, not production. A rise in consumer demand could simply crowd out investment, not raise GDP.   

Unfortunately, the GDP data are usually presented in a format that emphasizes exchange (the use of GDP) rather than production (the source of GDP). GDP is represented as the sum of consumer spending, housing and business  investment,  net  exports,  and  government  purchases. Behind  this  accounting  facade  lurks  the  truth: GDP  is generated by  individual  labor combined with proprietors’ and business capital, raw materials, energy, and  technology  in a myriad of different  industries. The Bureau of Economic Analysis  (the agency within  the Department  of Commerce  that  is  responsible  for GDP  statistics)  does  show  these  relationships  in  the  input – output tables and  in  the GDP-by-industry data  tables  (now produced annually). But most economists and  the press focus on the uses of GDP rather than these presentations of GDP as production.  

For better or worse, the different formats do influence how people think about the sources of economic growth. Which, for example, is more of a driving  force  in  the  economy –  retail  sales or growth  in  the  labor force? Are inventory levels a key factor at turning points in the business cycle, or is prospective return on in-

vestment the key? Does higher government spending increase GDP, or do lower marginal tax rates? Are higher net exports a positive or a negative factor? In answering these questions, Keynesians usually emphasize the first choice while supply-siders place more weight on the second.  

In the short run, in business cycles the Keynesian emphasis on demand is relevant and alluring. But heavy-handed reliance on "demand management" policies can distort market prices, generate major inefficiencies, and destroy production incentives. India since its independence and Peru in the eighties are classic examples of the destruction that demand management can cause. Other less developed countries like South Korea, Mexico, and Argentina have shifted from an emphasis on government spending and demand management to freeing up markets, privatizing assets, and generally enhancing  incentives  to work and  invest. Rapid growth of GDP has  resulted.  

In  the United States  the debate over  the sources of economic growth can be  informed by GDP  statistics. Take three examples over the past decade. First, there has been a lot of handwringing over the supposed decline in  U.S.  manufacturing.  Based  on  declining  employment  in  manufacturing,  many  commentators  asserted throughout  the  eighties  that  the United States was  "deindustrializing".  It certainly  is  true  that  employment  in manufacturing fell from a peak of 21 million workers  in 1979  to 19 million by 1990. But  the GDP data show that the production of goods in the United States was rising rapidly after the 1982 recession and, by 1989, hit a ten-year high as a share of total GDP. The decline in manufacturing employment was more than offset by surging productivity. The rebuilding of U.S. manufacturing in the eighties occurred at the same time that many politicians and some economists were convinced we had given up our  competitive position  in world markets. A cursory glance at the GDP production data would have revealed the error.   

Second, many people have viewed the rise in imports in the eighties with similar alarm. I believe that fear is groundless and is based on accounting rather than economics. With all other components of GDP held constant, a one-dollar increase in imports necessarily means a one-dollar drop in GDP. But – and this is something that simple accounting cannot tell us but that economics does – all other things are not equal. Rapid growth in GDP  is generally associated with a  large rise  in  imports. The reason  is  that high demand for foreign products coupled with high  rates of  return on domestic  investment  tends  to pull  foreign  investment  into a country and increase  imports. The eighties were no exception:  imports and  the  trade deficit  surged concurrently with  fast growth in GDP. Despite the lack of historical support for the proposition that imports reduce GDP, and despite strong opposition from economists stretching back to Adam Smith, protectionist trade policies were advocated and to some degree implemented in the eighties to "solve" the "problem". A closer look at the correlations between GDP and imports might have dispelled some of the mercantilist myths that protectionists raised.   

Third, there is the controversy over the cause of the federal budget deficit. In the eighties, when the budget deficit ballooned to over $200 billion, a prolonged debate ensued over whether the rise in the deficit was caused by spending growth or  tax cuts. One way  to cut  through  the haze of numbers and get at  the simple  truth  is  to look at total federal receipts and outlays as shares of GDP. Federal tax receipts as a share of GDP did dip from a high of 21 per cent in 1981 to 19 per cent in the mid-eighties, but they have since climbed back to about 20 per cent. With current tax receipts now high as a share of GDP, it  is clear that major tax "cuts" have not occurred and that higher government spending is largely responsible for the budget deficit.  

 So-called real GDP  is real only  in  the economist's sense  that  it  is adjusted for  inflation. The government computes  real GDP  for, say, 1991 by valuing production  in 1991 at  the relative prices  that existed  in a "base year". The choice of the base year used to compute the real GDP index is important. Relative prices in the base year tend to reflect relative production costs at that time. As GDP and GDP components are computed for periods  further away  from  the base year,  the accuracy deteriorates. Going  forward  from a base year, estimates of real GDP growth tend to be biased upward, with the bias rising as time passes. This occurs because the relative price of goods that embody rapid technical innovations, such as computers, falls, while relative prices of lowtech goods  like coffee cups  rise. And production moves with  relative prices. Computers are a  rising  share of GDP while coffee cups are a falling share. So using a fixed base year that holds relative production technology constant results in an upward bias in the estimated production costs of high-tech goods in GDP.   

The United States revises  its base year about every  five years. The base year for  real GDP was recently moved up from 1982 to 1987. As a result "real" GDP growth over the eighties was revised down slightly. The Soviet Union took much longer to revise its base year. Until the sixties the Soviets used 1928 as the base year for computing "real" GDP. Therefore, published data on growth rates were biased upward by a  large percentage,  and  the  underlying weakness  in  the  Soviet  economy was  obscured. The Bureau  of Economic Analysis (BEA) plans to publish a measure of real GDP and major components using a shifting base year. This measure will provide a more accurate  representation of growth  in years  far  from  the 1987 base period.  I strongly  recommend sliding base (or "chain") measures in studies using a decade or more of real GDP data.  

In practice BEA first uses the raw data on production to make estimates of nominal GDP, or GDP in current dollars. It then adjusts these data for inflation to arrive at real GDP. But BEA also uses the nominal GDP figures to produce the "income side" of GDP in double-entry book-keeping. For every dollar of GDP there is a dollar of income. The income numbers inform us about overall trends in the income of corporations and individuals. Other agencies and private sources report bits and pieces of the income data, but the income data associated with the GDP provide a comprehensive and consistent set of income figures for the United States. These data can be used to address important and controversial issues such as the level and growth of disposable income per capita, the return on investment, and the level of saving.  

In fact, just about all empirical issues in macroeconomics turn on the GDP data. The government uses the data to define emerging economic problems, devise appropriate policies, and judge results. Businesses use the data  to  forecast  sales  and  adjust production  and  investment.  Individuals watch GDP  as  an  indicator  of well-being and adjust their voting and investment decisions accordingly. This is not to say that the GDP data are always used or used wisely. Often  they are not. Nor are  the GDP data perfect. But  ignoring  the GDP data  is as close as one can come in macroeconomics to ignoring the facts. And that is a perilous practice.  

HYPERINFLATION 

By Michael K. Salemi  

Inflation  is  a  sustained  increase  in  the  aggregate price  level. Hyperinflation  is  a  very  high  inflation. Although  the  threshold  is  arbitrary,  economists  generally  reserve  the  term  hyperinflation  to  describe  episodes where the monthly inflation rate is greater than 50 per cent. At a monthly rate of 50 per cent, an item that cost $1 on January 1 would cost $130 on January 1 of the following year.  

Hyperinflations are  largely a  twentieth-century phenomenon. The most widely  studied hyperinflation occurred in Germany after World War I. The ratio of the German price index in November 1923 to the price index in August 1922 – just fifteen months earlier – was 1.02 × 1010. This huge number amounts to a monthly inflation rate of 322 per cent. On average, prices quadrupled each month during  the sixteen months of hyperinflation.  

While the German hyperinflation is better known, a much larger hyperinflation occurred in Hungary after World War  II. Between August 1945 and July 1946  the general  level of prices  rose at  the astounding  rate of over 19,000 per cent per month, or 19 per cent per day.  

Even  these very  large numbers understate  the  rates of  inflation experienced during  the worst days of  the hyperinflations. In October 1923, German prices rose at the rate of 41 per cent per day. And in July 1946, Hungarian prices more than tripled each day.  

What  causes hyperinflations? No one-time  shock, no matter how  severe,  can  explain  sustained  (i.e.  continuously rapid) price growth. The world wars themselves did not  cause  the hyperinflations  in Germany  and Hungary. The destruction of resources during the wars can explain why prices in Germany and Hungary would be higher after them than before. But the wars themselves cannot explain why prices would continuously rise at rapid rates during the hyperinflation periods.  Hyperinflations are caused by extremely rapid growth in  the supply of "paper" money. They occur when the monetary  and  fiscal  authorities  of  a  nation  regularly  issue  large  quantities  of money  to  pay  for  a  large stream of government expenditures. In effect, inflation is a form of taxation where the government gains at the expense of those who hold money whose value is declining. Hyperinflations are, therefore, very large taxation schemes.  

During  the German  hyperinflation  the  number  of German marks  in  circulation  increased  by  a  factor  of 7,32 × 109.  In Hungary,  the  comparable  increase  in  the money  supply was  1,01 × 1025. These  numbers  are smaller than those given earlier for the growth in prices. In hyperinflations prices typically grow more rapidly than  the money stock because people attempt  to  lower  the amount of purchasing power  that  they keep  in  the form of money. They attempt to avoid the inflation tax by holding more of their wealth in the form of physical commodities. As they buy these commodities, prices rise higher and inflation accelerates.  

Hyperinflations tend to be self-perpetuating. Suppose a government is committed to financing its expenditures by issuing money and begins by raising the money stock by 10 per cent per month. Soon the rate of inflation will increase, say, to 10 per cent per month. The government will observe that it can no longer buy as much with the money it is issuing and is likely to respond by raising money growth even further. The hyperinflation cycle has begun. During  the hyperinflation  there will be  a continuing  tug-of-war between  the public  and  the 

government. The public is trying to spend the money it receives quickly in order to avoid the inflation tax; the government responds to higher inflation with even higher rates of money issue.  

How do hyperinflations end? The  standard answer  is  that governments have  to make a credible commitment to halting the rapid growth in the stock of money. Proponents of this view consider the end of the German hyperinflation to be a case in point. In late 1923, Germany undertook a monetary reform creating a new unit of currency called  the  rentenmark. The German government promised  that  the new currency could be converted on demand into a bond having a certain value in gold. Proponents of the standard answer argue that the guarantee of convertibility is properly viewed as a promise to cease the rapid issue of money.  

An alternative view held by  some economists  is  that not  just monetary  reform, but also  fiscal  reform,  is needed to end a hyperinflation. According to this view a successful reform entails two believable commitments on the part of government. The first is a commitment to halt the rapid growth of paper money. The second is a 

commitment  to bring  the government's budget  into balance. This  second commitment  is necessary  for a  successful reform because it removes, or at least lessens, the incentive for the government to resort to inflationary taxation. Thomas Sargent, a proponent of  this second view, argues  that  the German  reform of 1923 was successful because it created an independent central bank that could refuse to monetize the government deficit and because it included provisions for higher taxes and lower government expenditures.  

What effects do hyperinflations have? One effect with serious consequences  is  the reallocation of wealth. Hyperinflations  transfer wealth from  the general public, which holds money,  to  the government, which  issues money. Hyperinflations also cause borrowers to gain at the expense of lenders when loan contracts are signed prior to the worst inflation. Businesses that hold stores of raw materials and commodities gain at the expense of the general public. In Germany, renters gained at the expense of property owners because rent ceilings did not keep pace with the general level of prices. Costantino Bresciani-Turroni has argued that the hyperinflation destroyed the wealth of the stable classes in Germany and made it easier for the National Socialists (Nazis) to gain power.  

Hyperinflation  reduces  an  economy's  efficiency by driving  agents  away  from monetary  transactions  and toward barter. In a normal economy great efficiency is gained by using money in exchange. During hyperinflations people prefer to be paid in commodities in order to avoid the inflation tax. If they are paid in money, they spend that money as quickly as possible. In Germany workers were paid twice per day and would shop at midday to avoid further depreciation of their earnings. Hyperinflation is a wasteful game of "hot potato" where individuals use up valuable resources trying to avoid holding on to paper money.  

The  recent  examples  of  very  high  inflation  have mostly  occurred  in Latin America. Argentina, Bolivia, Brazil, Chile, Peru, and Uruguay together experienced an average annual inflation rate of 121 per cent between 1970 and 1987. One true hyperinflation occurred during this period. In Bolivia prices increased by 12,000 per cent in 1985. In Peru in 1988, a near hyperinflation occurred as prices rose by about 2,000 per cent for the year, or by 30 per cent per month.  

The Latin American countries with high  inflation also experienced  a phenomenon  called  "dollarization". Dollarization  is  the use of U.S. dollars by Latin Americans  in  place of  their domestic currency. As  inflation rises, people come to believe that their own currency is not a good way to store value and they attempt to exchange their domestic money for dollars. In 1973, 90 per cent of time deposits in Bolivia were denominated in Bolivian pesos. By 1985, the year of the Bolivian hyperinflation, more than 60 per cent of time deposit balances were denominated in dollars.   

What caused high inflation in Latin America? Many Latin American countries borrowed heavily during the seventies and agreed to repay their debts in dollars. As interest rates rose, all of these countries found it increasingly difficult to meet their debt-service obligations. The high-inflation countries were those that responded to these higher costs by printing money.  

The Bolivian hyperinflation  is  a  case  in point. Eliana Cardoso  explains  that  in 1982 Hernan Siles-Suazo took power as head of a leftist coalition that wanted to satisfy demands for more government spending on domestic programs but faced growing debt-service obligations and falling prices for its tin exports. The Bolivian 

government  responded  to  this  situation by printing money. Faced with a  shortage of  funds,  it  chose  to  raise revenue through the inflation tax instead of raising income taxes or reducing other government spending.  

INSURANCE 
By Richard Zeckhauser  

 
Insurance  plays  a  central  role  in  the  functioning  of modern  economies. Life  insurance  offers  protection against the economic impact of an untimely death; health insurance covers the sometimes extraordinary costs of medical care; and bank deposits are insured by the federal government. In each case a small premium is paid by the insured to receive benefits should an unlikely but high-cost event occur.  

Insurance issues, traditionally a stodgy domain, have become subjects for intense debate and concern in recent years. The impact of the collapse of savings and loan institutions on the solvency of the deposit-insurance pool will burden the federal budget for decades. How to provide health insurance for the significant portion of Americans  not  now  covered  is  a  central  political  issue. Various  states,  attempting  to  hold  back  the  tides  of higher costs, have placed severe limits on auto insurance rates and have even sought refunds from insurers.  

An understanding of insurance must begin with the concept of risk, or the variation in possible outcomes of a situation. “A” shipment of goods to Europe might arrive safely or might be lost in transit. “C” may incur zero medical expenses  in a good year, but  if she  is struck by a car,  they could be upward of $100,000. We cannot eliminate  risk  from  life, even at extraordinary expense. Paying extra  for double-hulled  tankers still  leaves oil spills possible. The only way to eliminate auto-related injuries is to eliminate automobiles.  

Thus, the effective response to risk combines two elements: efforts or expenditures to lessen the risk, and the purchase of insurance against the risk that remains. Consider “A”'s shipment of, say, $1 million in goods. If the chance of loss on each trip is 3 per cent, on average the loss will be $30,000 (3 per cent of $1 million). Let us  assume  that  “A”  can  ship  by  a more  costly method  and  cut  the  risk  by  1  percentage  point,  thus  saving $10,000 on average. If  the additional cost of  this shipping method  is  less  than $10,000,  it  is a worthwhile expenditure. But if cutting risk by a further percentage point will cost $15,000, it is not worthwhile.  

To deal with the remaining 2 per cent risk of losing $1 million, “A” should think about insurance. To cover administrative costs, the insurer might charge $25,000 for a risk that will incur average losses of no more than $20,000. From “A”'s standpoint, however, the insurance may be worthwhile because it is a comparatively inexpensive way to deal with the potential loss of $1 million. Note the important economic role of such insurance. Without it “A” might not be willing to risk shipping goods in the first place. In  exchange  for  a  premium,  the  insurer will  pay  a  claim  should  a  specified  contingency,  such  as  death, medical bills, or shipment loss, arise. The insurer is able to offer such protection against financial loss by pooling the risks from a large group of similarly situated individuals. With a large pool, the laws of probability assure that only a tiny fraction of insured shipments is lost, or only a small fraction of the insured population will be hospitalized in a year. If, for example, each of 100,000 individuals independently faces a 1 per cent risk in a year, on average 1,000 will have losses. If each of the 100,000 people paid a premium of $1,000, the insurance company would  collect  a  total  of  $100 million,  enough  to  pay  $100,000  to  anyone who  had  a  loss. But what would  happen  if  1,100  people  had  losses?  The  answer,  fortunately,  is  that  such  an  outcome  is  exceptionally unlikely.  Insurance works  through  the magic of  the Law of Large Numbers. This  law assures  that when a  large number of people face a low-probability event, the proportion experiencing the event will be close to the expected proportion. For instance, with a pool of 100,000 people who each face a 1 per cent risk, the law of large numbers dictates that 1,100 people or more will have losses only one time in 1,000.  

In many  cases,  however,  the  risks  to  different  individuals  are  not  independent.  In  a  hurricane,  airplane crash, or epidemic, many may suffer at the same  time. Insurance companies spread such risks not only across individuals  but  also  across  good  years  and  bad,  building  up  reserves  in  the  good  years  to  deal with  heavier claims  in bad ones. For  further protection  they also diversify  across  lines,  selling health  insurance as well as homeowners' insurance, for example.  

To an economist insurance is like most other commodities. It obeys the laws of supply and demand, for example. However, it is unlike many other commodities in one important respect: the cost of providing insurance depends on  the  identity of  the purchaser. A year of health  insurance for an eighty-year-old costs more  to provide than one for a fifty-year-old. It costs more to provide auto insurance to teenagers than to middle-aged people. If a company mistakenly sells health policies  to old folks at a price  that  is appropriate for young folks,  it will assuredly lose money, just as a restaurant will lose if it sells twenty-dollar steak dinners for ten dollars. The restaurant would lure lots of steak eaters. So, too, would the insurance company attract large numbers of older clients. Because of  this differential cost of providing coverage, and because customers search for  their  lowest price,  insurance companies go  to great pains  to set different premiums  for different groups, depending on  the risks they will impose.  

Recognizing  that  the  identity  of  the  purchaser  affects  the  cost  of  insurance,  insurers must  be  careful  to whom they offer insurance at a particular price. High-risk individuals, with superior knowledge of the risks they impose, will step forth to purchase, knowing that they are getting a good deal. This is a process called adverse selection, which means that the mix of purchasers will be adverse to the insurer.  

In  effect,  the  potential  purchasers  have  "hidden"  information  that  relates  to  their  particular  risk.  Those whose  information  is unfavorable are most  likely  to be  the purchasers. For example,  if an  insurer determines that 1 percent of  fifty-year-olds would die in a year, it might establish a premium of $11 per $1,000 of coverage, $10 to cover claims and $1 to cover administrative costs. The insurer might expect to break even. However, insureds who ate poorly or who engaged in high-risk professions or whose parents had died young might have an annual risk of mortality of 3 per cent. They would be most likely to insure. Health fanatics, by contrast, might forgo  insurance because  for  them  it  is a bad deal. Through adverse selection,  the  insurer could end up with a group whose expected costs were, say, $20 per $1,000  rather  than  the $10 per $1,000  for  the population as a whole.  

The  traditional approach  to  the adverse selection problem  is  to  inspect each potential  insured. Individuals taking out substantial life insurance must submit to a medical exam. Fire insurance might be granted only after a check of the alarm and sprinkler system. But no matter how careful the inspection, some information will remain hidden, and  those choosing  to  insure will be selected against  the  insurer. So  insurers  routinely set  rates high  to cope with adverse selection. One consequence  is  that high  rates discourage ordinary-risk buyers  from buying insurance.  

Once insured, an individual has less incentive to avoid risky behavior. With automobile collision insurance, for example, one  is more  likely  to venture  forth on an  icy night. Federal deposit  insurance made S&Ls more willing to take on risky loans. Federally subsidized flood insurance encourages citizens to build homes on flood plains. Insurers use the term "moral hazard" to describe this phenomenon. It means, simply, that insured people undertake actions they would otherwise avoid. In less judgmental language, people respond to incentives.  

Ideally,  the  insurer would  like  to  be  able  to monitor  the  insured's  behavior  and  take  appropriate  action. Flood insurance might not be sold to new residents of a flood plain. Collision insurance might not pay off if it can be proven that the policyholder had been drinking or otherwise engaged in reckless behavior. But given the difficulty of monitoring many actions, insurers merely take into account that once policies are issued, behavior will change and more claims will be made.  

The moral hazard problem is often encountered in areas that at first glance do not seem associated with traditional  insurance. Products covered under optional warranties  tend  to get abused, as do autos  that are  leased with service contracts. And if all students are ensured a place in college, they are, in effect, insured against bad grades. Academic performance may suffer.  

The same  insurance policy will have different costs for serving  individuals whose behavior or underlying characteristics may differ. This  introduces an equity dimension  to  insurance, since  these cost differences will influence pricing.  Is  it  fair  that urban drivers  should pay much more  than  rural drivers  to protect  themselves from auto liability? In some sense, perhaps not, but what is the alternative? If prices are not allowed to vary in relation  to risk,  insurers will seek  to avoid various classes of customers altogether and availability will be restricted. When sellers of health  insurance are not allowed  to find out  if potential clients are HIV positive,  for example, insurance companies often respond by refusing to insure people in occupations in which an unusually large proportion of the population is gay. One way they do so is by refusing to cover males who are florists or hairdressers.  

Equity  issues  in  insurance  are  addressed  in  a  variety  of ways  in  the  real world. Most  employers  cross-subsidize  health  insurance,  providing  the  same  coverage  at  the  same  price  to  older,  higher-risk workers  and younger,  lower-risk ones. Sometimes  the government provides  the  insurance  itself, as  the  federal government does with Medicare and Social Security (an insurance policy that pays off heavily if one lives long), or it may set  the  rates, as many  states do with  auto  insurance. The  traditional public-interest argument  for government rate regulation is to control a monopoly. But this argument ignores the fact that there are dozens of competing insurers in most regulated insurance markets. Insurance rates are regulated to help some groups, usually those imposing high risks, at the expense of others. The Massachusetts auto insurance market provides an example. In 1988, 63 per cent of drivers were in a subsidized pool. To fund this subsidy, unsubsidized drivers, whose claims averaged $323, paid premiums that averaged $750.  

Such practices raise a new class of equity issues. Should the government force people who live quiet, low-risk  lives  to  subsidize  the daredevil  fringe? Most people's  response  to  this question depends on whether  they think people can control risks. Because most of us think we should not encourage people to engage in behavior that  is costly  to  the system, we conclude,  for example,  that non-smokers should not have  to pay  for smokers. 

The question becomes more complex when  it comes  to health care premiums for, say, gay men or recovering alcoholics, whose health care costs are likely to be greater than average. Moral judgments inevitably creep into such discussions. And sometimes the facts lead to disquieting considerations.  

For example, smokers tend to die early, reducing expected costs for Social Security. Should they therefore pay lower Social Security taxes?  

The  traditional  role  of  insurance  remains  the  essential  one  recognized  in  ancient  civilizations,  that  of spreading risk among similarly situated individuals. Insurance works most effectively when losses are not under the control of individuals (thus avoiding moral hazard) and when the losses are readily determined (lest significant transactions costs associated with lawsuits become a burden).  

Individuals and firms insure against their most major risks – high health costs, the inability to pay depositors – which often are politically salient issues as well. Unsurprisingly, government participation – as a setter of rates, as a subsidizer, and as a direct provider of insurance services – has become a major feature in insurance markets. Political  forces may  sometimes  triumph over  sound  insurance principles, but only  temporarily.  In a sound market, we must recognize that with insurance, as with bread and steel, the cost of providing it must be paid.  

JOB SAFETY 

By W. Kip Viscusi  

Many people believe  that employers do not care whether  their workplace conditions are safe.  If  the government were not regulating job safety, they contend, workplaces would be unsafe.  

In fact, employers have many incentives to make workplaces safe. Since the time of Adam Smith, economists have observed  that workers demand "compensating differentials"  (that  is, wage premiums)  for  the  risks they  face. The extra pay  for  job hazards  in effect establishes  the price  that employers must pay  for an unsafe workplace. Wage premiums paid to U.S. workers for risking injury are huge – in 1990 they amounted to about $120 billion  annually, which was over 2 per  cent of  the gross national product,  and over 5 per  cent of  total wages paid.  

These wage premiums give firms an incentive to invest in job safety because an employer who makes his workplace  safer  can  reduce  the wages  he  pays.  Employers  have  a  second  incentive  because  they must  pay higher premiums for workers' compensation if accident rates are high. And the threat of lawsuits over products used in the workplace gives sellers of these products another reason to reduce risks.  

Of course,  the  threat of  lawsuits gives employers an  incentive  to care about safety only  if  they anticipate the  lawsuits. In  the case of asbestos  litigation, for example,  liability was deferred by several decades after  the initial exposure to asbestos. Even if firms were cognizant of the extent of the health risk, which many were not, none of  them  could have  anticipated  the  shift  in  legal doctrine  that,  in effect,  imposed  liability  retroactively. 

Thus,  it  is  for  acute  accidents  rather  than diseases  that  the  tort  liability  system bolsters  the  safety  incentives generated by the market for safety. How well does  the  safety market work? For  it  to work well, workers must have  some knowledge of  the risks  they face. And  they do. One study of how 496 workers perceived  job hazards found  that  the greater  the risk of injury in an industry, the higher the proportion of workers in that industry who saw their job as dangerous.  In  industries with  five or  fewer disabling  injuries per million hours worked,  such as women's outerwear manufacturing and the communication equipment industry, only 24 per cent of surveyed workers thought their jobs to be dangerous. But in industries with forty or more disabling injuries per million hours, such as logging camps and  the meat products industry, 100 per cent of  the workers knew  that their jobs were dangerous. That workers know  the dangers makes sense. Many hazards, such as visible safety risks, can be readily monitored. 

Moreover, some dimly understood health risks are often linked to noxious exposures and dust levels that workers can monitor. Also, symptoms sometimes flag the onset of some more serious ailment. Byssinosis, for example, a disease that workers exposed to cotton dust often get, proceeds in stages.  

Even when workers are not well informed, they do not necessarily assume that risks are zero. According to a large body of research, people systematically overestimate small risks and underestimate large ones. If workers overestimate the probability of an injury that occurs infrequently – for example, exposure to a highly publicized potential carcinogen, such as secondhand smoke – then employers will have too great an incentive to reduce this hazard. The opposite is also true: when workers underestimate the likelihood of more frequent kinds of injuries, such as falling and motor vehicle accidents on the job, employers may invest too little in preventing those injuries.  

The bottom line is that market forces have a powerful influence on job safety. The $120 billion in annual wage premiums referred to earlier is in addition to the value of workers' compensation. Workers on moderately risky blue-collar  jobs, whose annual risk of getting killed is 1  in 10,000, earn a premium of $300  to $500 per 

year. The  imputed compensation per "statistical death" (10,000  times $300  to $500)  is  therefore $3 million  to $5 million. Even workers who are not strongly averse to risk and who have voluntarily chosen extremely risky jobs, such as coal miners and firemen, receive compensation on the order of $600,000 per statistical death.  

These wage premiums are the amount that workers insist on being paid for taking risks. In other words, the wage premiums are the amount that workers would willingly forgo to avoid the risk. Employers will eliminate hazards only when it costs less to do so than what they will save in the form of lower wage premiums. For example, if eliminating a risk costs the employer $10,000 but allows him to pay $11,000 less in wages, he will do so. Costlier reductions in risk are not worthwhile to employees (since they would rather take the risk and get the 

higher pay) and are not voluntarily undertaken by employers.  

Other evidence  that  the safety market works comes  from  the decrease  in  the  riskiness of  jobs  throughout the century. One would predict that as workers become wealthier they will be less desperate to earn money and will  therefore demand more safety. The historical data show  that  that  is what employees have done, and  that employers  have  responded  by  providing more  safety.  As  per  capita  disposable  income  per  year  rose  from $1,085  (in 1970 prices) in 1933 to $3,376 in 1970, death rates on the job dropped from 37 per 100,000 workers to 18.  

Despite this strong evidence that the market for safety works, not all workers are fully informed about the risks they face. They are particularly uninformed about little-understood health hazards that have not yet been called to their attention. But even where workers' information is imperfect, additional market forces are at work. Survey  results  indicate  that of all workers who quit manufacturing  jobs, over one-third do  so when  they discover that the hazards are greater than they initially believed. Losing employees costs money. Companies must train replacements, and production suffers while they do so. Companies, therefore, have an incentive to provide a safe work environment, or at  least  to  inform prospective workers of  the dangers. Although  the net effect of these market processes does not always ensure the optimal amount of safety, the incentives for safety are substantial.  

Beginning with the passage of the Occupational Safety and Health Act of 1970, the federal government has attempted  to  augment  these  safety  incentives,  primarily  by  specifying  technological  standards  for workplace design. These government attempts  to  influence safety decisions formerly made by companies generated substantial controversy. In some cases, these regulations have imposed huge costs. A particularly extreme example is the 1987 OSHA formaldehyde standard, which imposed costs of $72 billion for each life that the regulation is expected to save. Because the U.S. Supreme Court has ruled that OSHA regulations cannot be subject to a formal  cost-benefit  test,  there  is  no  legal  prohibition  against  regulatory  excesses. However, OSHA  sometimes takes account of costs while designing regulations.  

Increases  in  safety  from OSHA's  activities  have  fallen  short  of  expectations. According  to  some  economists' estimates OSHA's  regulations have  reduced workplace  injuries by at most 2 to 4 per cent. Why such a modest impact on risks? One reason is that the financial incentives for safety imposed by OSHA are comparatively small. Although total penalties assessed by OSHA have increased dramatically since 1986, they have averaged less than $10 million per year for most years of the agency's operation. The $120 billion wage premium that workers "charge" for risk is over 1,200 times as large.  

The workers' compensation system that has been in place in the United States throughout most of this century  also  gives  companies  strong  incentives  to make workplaces  safe. Premiums  for workers'  compensation, which  employers pay,  exceed $50 billion  annually. Particularly  for  large  firms,  these premiums  are  strongly linked to their injury performance. Statistical studies indicate that in the absence of the workers' compensation system, workplace death rates would rise by 27 per cent. This estimate assumes, however,  that workers' compensation would not be replaced by tort liability or higher market wage premiums. The strong performance of workers' compensation, particularly when contrasted with the command-and-control approach of OSHA regulation, has led many economists to suggest that an injury tax be  instituted as an alternative to the current regulatory standards.  

The main implication of economists' analysis of job safety is that financial incentives matter. The remaining task for society is to establish a reasonable balance in our quest for appropriate levels of workplace health and safety.  

KEYNESIAN ECONOMICS 

By Alan S. Blinder  

Keynesian economics is a theory of total spending in the economy (called aggregate demand) and of its effects on output and inflation. Although the term is used (and abused) to describe many things, six principal tenets seem central to Keynesianism. The first three describe how the economy works.  

1. A Keynesian believes that aggregate demand is influenced by a host of economic decisions – both public and private – and sometimes behaves erratically. The public decisions include, most prominently, those on monetary  and  fiscal  (i.e.  spending  and  tax)  policy.  Some  decades  ago, economists heatedly debated the relative strengths of monetary  and  fiscal policy, with  some Keynesians  arguing  that monetary policy  is powerless,  and some monetarists arguing that fiscal policy is powerless. Both of these are essentially dead issues today. Nearly all Keynesians  and monetarists now believe  that both  fiscal  and monetary policy  affect  aggregate demand. A  few economists, however, believe  in what  is  called debt neutrality  –  the doctrine  that  substitutions of government borrowing for taxes have no effects on total demand.  

2. According  to Keynesian  theory,  changes  in  aggregate  demand,  whether  anticipated  or  unanticipated, have  their greatest short-run  impact on real output and employment, not on prices. This  idea  is portrayed, for example, in Phillips curves that show inflation changing only slowly when unemployment changes. Keynesians believe the short run lasts long enough to matter. They often quote Keynes's famous statement "In the long run, we are all dead" to make the point.  

Anticipated monetary policy  (that  is, policies  that people expect  in advance) can produce  real effects on output and employment only if some prices are rigid – if nominal wages (wages in dollars, not in real purchasing power), for example, do not adjust instantly. Otherwise, an injection of new money would change all prices 

by  the same percentage. So Keynesian models generally either assume or  try to explain rigid prices or wages. 

Rationalizing rigid prices is hard to do because, according to standard microeconomic theory, real supplies and demands do not change if all nominal prices rise or fall proportionally.  

But Keynesians believe that, because prices are somewhat rigid, fluctuations in any component of spending –  consumption,  investment, or government  expenditures –  cause output  to  fluctuate.  If government  spending increases,  for  example,  and  all  other  components  of  spending  remain  constant,  then  output  will  increase. Keynesian models of economic activity also include a so-called multiplier effect. That is, output increases by a multiple of the original change in spending that caused it. Thus, a $10 billion increase in government spending could cause total output to rise by $15 billion (a multiplier of 1,5) or by $5 billion (a multiplier of 0,5). Contrary to what many people believe, Keynesian analysis does not require that the multiplier exceed 1,0. For Keynesian economics to work, however, the multiplier must be greater than zero.  

3. Keynesians believe that prices and, especially, wages respond slowly to changes in supply and demand, resulting  in  shortages  and  surpluses,  especially  of  labor.  Even  though monetarists  are more  confident  than Keynesians  in  the ability of markets  to adjust  to changes  in supply and demand, many monetarists accept  the 

Keynesian position on this matter. Milton Friedman, for example, the most prominent monetarist, has written: "Under  any  conceivable  institutional  arrangements,  and  certainly  under  those  that  now  prevail  in  the United States,  there  is only a  limited amount of  flexibility  in prices and wages".  In current parlance,  that would certainly be called a Keynesian position.   

No policy prescriptions follow from these three beliefs alone. And many economists who do not call themselves Keynesian – including most monetarists – would, nevertheless, accept the entire list. What distinguishes Keynesians from other economists is their belief in the following three tenets about economic policy.  

4. Keynesians do not think that the typical level of unemployment is ideal – partly because unemployment is subject to the caprice of aggregate demand, and partly because they believe that prices adjust only gradually. In  fact, Keynesians  typically  see unemployment as both  too high on average and  too variable, although  they know that rigorous theoretical justification for these positions is hard to come by. Keynesians also feel certain that periods of  recession or depression  are  economic maladies,  not  efficient market  responses  to unattractive opportunities.   

5. Many, but not all, Keynesians advocate activist stabilization policy to reduce the amplitude of the business cycle, which they rank among the most important of all economic problems. Here Keynesians and monetarists (and even some conservative Keynesians) part company by doubting either  the efficacy of stabilization policy or the wisdom of attempting it.  

This  does  not mean  that Keynesians  advocate what  used  to  be  called  fine-tuning-adjusting  government spending, taxes, and the money supply every few months to keep  the economy at full employment. Almost all economists,  including most Keynesians,  now  believe  that  the  government  simply  cannot  know  enough  soon enough to fine-tune successfully. Three lags make it unlikely that fine-tuning will work. First, there is a lag between the time that a change in policy requires and the time that the government recognizes this. Second, there is a lag between when the government recognizes that a change in policy is required and when it takes action. 

In the United States, this lag is often very long for fiscal policy because Congress and the administration must first agree on most changes in spending and taxes. The third lag comes between the time that policy is changed and when  the changes affect  the economy. This,  too, can be many months. Yet many Keynesians still believe that more modest goals for stabilization policy – coarse-tuning, if you will – are not only defensible, but sensible. For example, an economist need not have detailed quantitative knowledge of lags to prescribe a dose of expansionary monetary policy when  the unemployment  rate  is 10 per cent or more – as  it was  in many  leading industrial countries in the eighties.  

6. Finally, and even less unanimously, many Keynesians are more concerned about combating unemployment than about conquering inflation. They have concluded from the evidence that the costs of low inflation are small. However,  there  are  plenty  of  anti-inflation Keynesians. Most  of  the world's  current  and  past  central bankers, for example, merit this title whether they like it or not. Needless to say, views on the relative importance of unemployment and inflation heavily influence the policy advice that economists give and that policy-makers accept. Keynesians typically advocate more aggressively expansionist policies than non-Keynesians.  

Keynesians' belief  in aggressive government action  to stabilize  the economy  is based on value  judgments and on  the beliefs  that  a) macroeconomic  fluctuations  significantly  reduce  economic well-being, b)  the government  is  knowledgeable  and  capable  enough  to  improve  upon  the  free market,  and  c)  unemployment  is  a more important problem than inflation.  

The long, and to some extent, continuing battle between Keynesians and monetarists has been fought primarily over b) and c).  

In contrast, the briefer and more recent debate between Keynesians and new classical economists has been fought primarily over a) and over  the  first  three  tenets of Keynesianism –  tenets  that  the monetarists had accepted. New classicals believe that anticipated changes in the money supply do not affect real output; that markets, even  the  labor market, adjust quickly  to eliminate shortages and surpluses; and  that business cycles may be efficient. For reasons that will be made clear below, I believe  that  the  "objective"  scientific  evidence  on these matters points strongly in the Keynesian direction. 
Before  leaving  the  realm of definition, however,  I must underscore  several glaring and  intentional omissions.  First,  I  have  said  nothing  about  the  rational  expectations  school  of  thought. Like Keynes  himself, many Keynesians doubt  that school's view  that people use all available  information to form  their expectations about economic policy. Other Keynesians accept  the view. But when  it comes  to  the  large  issues with which I have concerned myself, nothing much rides on whether or not expectations are rational. Rational expectations do not, for example, preclude rigid prices. Stanford's John Taylor and MIT's Stanley Fischer have constructed rational expectations models with sticky prices that are thoroughly Keynesian by my definition. I should note, though, that some new classicals see rational expectations as much more fundamental to the debate.  

The second omission is the hypothesis that there is a "natural rate" of unemployment in the long run. Prior to 1970, Keynesians believed  that  the  long-run  level of unemployment depended on government policy,  and that the government could achieve a low unemployment rate by accepting a high but steady rate of inflation. In the late sixties Milton Friedman, a monetarist, and Columbia's Edmund Phelps, a Keynesian, rejected the idea of such a long-run trade-off on theoretical grounds. They argued that the only way the government could keep unemployment below what they called the "natural rate" was with macroeconomic policies that would continuously drive inflation higher and higher. In the long run, they argued, the unemployment rate could not be below the natural rate. Shortly thereafter, Keynesians like North-western's Robert Gordon presented empirical evidence for Friedman's  and  Phelps's  view. Since  about  1972 Keynesians  have  integrated  the  "natural  rate"  of  unemployment into their thinking. So the natural rate hypothesis played essentially no role in the intellectual ferment of the 1975 – 85 period.  

Third, I have ignored the choice between monetary and fiscal policy as the preferred instrument of stabilization policy. Economists differ about this and occasionally change sides. By my definition, however, it is perfectly possible  to be a Keynesian and  still believe either  that  responsibility  for  stabilization policy  should,  in principle, be ceded to the monetary authority or that it is, in practice, so ceded.  

Keynesian theory was much denigrated in academic circles from the mid-seventies until the mid-eighties. It has staged a strong comeback since  then, however. The main  reason appears  to be  that Keynesian economics was better able to explain the economic events of the seventies and eighties than its principal intellectual competitor, new classical economics.  

True to its classical roots, new classical theory emphasizes the ability of a market economy to cure recessions by downward adjustments in wages and prices. The new classical economists of the mid-seventies attributed economic downturns to people's misperceptions about what was happening to relative prices (such as real wages). Misperceptions would arise, they argued, if people did not know the current price level or inflation rate. But such misperceptions should be  fleeting and surely cannot be  large  in societies  in which price  indexes are published monthly and  the  typical monthly  inflation rate  is under 1 per cent. Therefore, economic downturns, by  the  new  classical  view,  should  be mild  and  brief. Yet  during  the  eighties most  of  the world's  industrial economies endured deep and long recessions. Keynesian economics may be theoretically untidy, but it certainly 

is a theory that predicts periods of persistent, involuntary unemployment.  

According  to  new  classical  theory,  a  correctly  perceived  decrease  in  the  growth  of  the  money  supply should have only small effects, if any, on real output. Yet when the Federal Reserve and the Bank of England announced  that monetary policy would be  tightened  to fight  inflation, and  then made good on  their promises, severe  recessions  followed  in each country. New classicals might claim  that  the  tightening was unanticipated (because people did not believe what the monetary authorities said). Perhaps it was in part. But surely the broad contours  of  the  restrictive  policies  were  anticipated,  or  at  least  correctly  perceived  as  they  unfolded.  Old-fashioned Keynesian theory, which says that any monetary restriction is contractionary because firms and individuals  are  locked  into  fixed-price  contracts,  not  inflation-adjusted  ones,  seems more  consistent with  actual 

events.  

An offshoot of new classical  theory  formulated by Harvard's Robert Barro  is  the  idea of debt neutrality. Barro  argues  that  inflation,  unemployment,  real  GNP,  and  real  national  saving  should  not  be  affected  by whether the government finances its spending with high taxes and low deficits or with low taxes and high deficits. Because people are rational, he argues, they will correctly perceive that low taxes and high deficits today must mean higher future taxes for them and their heirs. They will, Barro argues, cut consumption and increase their saving by one dollar for each dollar increase in future tax liabilities. Thus, a rise in private saving should offset any increase in the government's deficit. Naive Keynesian analysis, by contrast, sees an increased deficit, with government  spending held  constant,  as  an  increase  in  aggregate  demand.  If,  as  happened  in  the United States,  the  stimulus  to  demand  is  nullified  by  contractionary monetary  policy,  real  interest  rates  should  rise strongly. There is no reason, in the Keynesian view, to expect the private saving rate to rise.  

The massive U.S. tax cuts between 1981 and 1984 provided something approximating a laboratory test of these alternative views. What happened? The private saving  rate did not rise. Real interest rates soared, even though a surprisingly large part of the shock was absorbed by exchange rates rather than by interest rates. With fiscal stimulus offset by monetary contraction, real GNP growth was approximately unaffected; it grew at about the same rate as it had in the recent past. Again, this all seems more consistent with Keynesian than with new classical theory.  

Finally, there was the European depression of the eighties, which was the worst since the depression of the thirties. The Keynesian  explanation  is  straightforward. Governments,  led  by  the British  and German  central banks, decided to fight inflation with highly restrictive monetary and fiscal policies. The anti-inflation crusade was strengthened by the European Monetary System, which, in effect, spread the stern German monetary policy all  over  Europe.  The  new  classical  school  has  no  comparable  explanation. New  classicals  and  conservative economists in general, argue that European governments interfere more heavily in labor markets (with high unemployment benefits, for example, and restrictions on firing workers). But most of these interferences were in place in the early seventies, when unemployment was extremely low.  

 LIABILITY 
By W. Kip Viscusi  

Until recently, property and liability insurance was a small cost of doing business. But the substantial expansion in what  legally constitutes liability over  the past thirty years has greatly increased the cost of liability insurance for personal injuries. For U.S. producers of private aircraft, liability insurance expenses now average $100,000 per plane produced, leading Cessna to cease production and Beech Aircraft to all but eliminate private aircraft production as well. These substantial costs arise because accident victims or their survivors sue aircraft companies in 90 per cent of all crashes, even though pilot error is responsible for 85 per cent of all accidents.  

Riders on the Philadelphia Mass Transit system pay 17 per cent of every fare dollar to cover liability insurance costs for passenger  injuries. Similarly, 15  to 25 per cent of  the cost of every  ladder purchased  is used  to defray liability expenses. Major firms, such as A.H. Robins, and entire industries, such as the asbestos industry, have been shut down by  the rising  liability burden. Ten of  the  thirteen companies manufacturing vaccines for the five serious childhood diseases exited the market because of rising liability costs.  

The  dominant  legal  criterion  for  determining  a  firm's  liability  had  traditionally  been  that  of  negligence. Firms were responsible for accidents arising from their products only if they did not provide an efficient level of safety. Over the past three decades, however, broader liability doctrines, some of which have nothing to do with negligence, have placed greater responsibilities on product manufacturers. The adoption of what is called strict  liability  in  the  sixties  required producers  to pay  for  accident costs  in  a much broader  range of  circumstances. One of the stated rationales that the courts have given for this expansion was that producers could serve as the insurers of the accident victims' costs and spread these costs among all consumers through a higher product price.  

Another expansion in liability has occurred through a broader concept of what constitutes a design defect. 

This had been reflected in, for example, a surge of litigation claiming that an inadequate warning – a warning that does not fully inform the user of a product's risks – is enough to deem a product's design to be defective. A federal appeals court found Uniroyal liable for the death of a professional truck driver because it failed to warn of  the risks from underinflated  tires. FMC  lost a product-liability suit  involving a crane because  there was no warning in the cab about hitting power lines with the machine. Many asbestos cases have focused on whether companies properly informed workers of the cancer risk and the need to avoid breathing asbestos dust.  

Increases  in  liability enhance  the  incentives  to provide  safer  products. But  liability costs also discourage product  innovation.  In a 1990  report  the National Academy of Sciences concluded  that  the United States had fallen a decade behind Europe in the development of new contraceptives, partly because of the chilling effect of rising liability costs. In one case, G. D. Searle and Company spent $1.5 million in a single year to successfully defend  itself against four  lawsuits for  its  intrauterine device Copper-7. Since annual sales of  the product were only $11 million, the company chose to discontinue it.  

The substantial increase in liability is reflected in the extent of litigation. Between 1974 and 1989, product liability lawsuits in the federal courts increased sixfold. The product-liability share of all federal civil litigation raised from 2 per cent in 1975 to 6 per cent in 1989. These increases cannot be accounted for by greater product riskiness. For the period 1977 to 1987, federal product-liability lawsuits increased by 400 per cent, whereas total U.S. accident rates declined by 20 per cent, motor vehicle accidents – by 11 per cent, work accident rates – by 25 per cent, and home accident rates – by 26 per cent.  

The price tag associated with liability suits is also substantial. Million-dollar liability awards have become increasingly common, even  for  less highly publicized accidents. The median verdict  in product-liability cases doubled in nominal terms from 1980 to 1988. Whereas the median product-liability verdict was under $100,000 in 1971, it had risen to $405,000 in 1988, a 48 per cent increase after adjustment for inflation.  

The principal components of these awards are economic damages (lost earnings and medical expenses) and compensation for pain and suffering. Economic damages have risen in part because the cost of medical care has risen. Pain  and  suffering damages  have  attracted  the most  attention  from product-liability  reformers because their conceptual basis remains ill defined. The legal criteria for such compensation are not well articulated. On an economic basis pain and suffering  represents an economic  loss  that one would generally not choose  to  insure.  

The result of  this  lack of a conceptual base has been substantial uncertainty  in  the determination of compensation for pain and suffering. But  juries seem willing  to see pain and suffering almost anywhere. After an Illinois  refinery explosion,  for example, a  jury awarded $700,000  to  the victim's survivors, even  though  there was no evidence that the comatose victim was conscious and would have experienced any pain. Nevertheless, the fact that such awards are granted is one reason why the U.S. Department of Justice and various legal reform groups advocate schedules and limits for compensating pain and suffering. Most recently, there has been a tremendous expansion of the pain-and-suffering concept as passengers on a plane that never crashed have successfully sued for the "fear of death", and witnesses of the death of a stranger have successfully sued for the emotional trauma they experienced by witnessing this death.   

Perhaps the most dramatic change in the character of product-liability litigation has been the emergence of mass  toxic  torts. Agent Orange, asbestos, and  the Dalkon Shield cases are  the three most notable examples of such  litigation. Each  of  these  lines  of  litigation  has  involved more  than  100,000  injury  claimants  –  190,000 claimants against  the Manville Corporation for asbestos exposures, 150,000 claimants  in other asbestos cases, 210,000 claimants against  the Dalkon Shield, and 125,000 claimants  in  the Agent Orange  litigation. Asbestos litigation comprised 2 per cent of federal product-liability litigation in 1975, but by 1989 the asbestos share had risen to 61 per cent. The surge in mass toxic torts had overwhelmed the courts' capacity to process these claims.  

These cases are distinguished not only by their number, but also by the difficulties they create for the liability system. Due to the substantial time lags involved, causality has been difficult to determine. It is noteworthy that in the Agent Orange case, legal doctrine prevented soldiers from suing the actor primarily responsible for their injuries – the federal government. Consequently, they sought compensation from the deep and more readily available pockets of Dow Chemical Company and other Agent Orange producers. The judge who presided over the Agent Orange litigation could not find any clear-cut causality between Agent Orange and the veterans' ailments and, as a result, fashioned a "compromise" settlement for $180 million.  

Moreover, in the asbestos cases liability was imposed retroactively on firms that could not have anticipated the extent of  the risks or  the  likely  litigation costs. This means  that one of  the main modern rationales for expanded liability – that it gives companies an incentive to avoid accidents – does not apply in the asbestos cases. 

The viability of insuring these losses by shifting accident costs onto companies has also come under fire as the Manville Corporation and others have reorganized under federal bankruptcy law and set up trust funds in excess of $3 billion (in the case of Manville) to cover losses that will inevitably exceed that amount. The costs of liability are reflected in the liability-insurance costs that firms must pay. Many of the largest firms self-insure. The Ford Motor Company, which insures itself, faced $4 billion in product-liability damages claims  in 1986. Liability costs have also exploded for  those who still buy  liability  insurance. General  liability premiums more than quintupled – from $1,13 billion to $6.49 billion – between 1968 and 1978. Then between 1978 and 1988, they tripled to $19,1 billion. What is particularly remarkable is that virtually all of this tripling 

occurred between 1984 and 1986. Not surprisingly, during the mid-eighties people began to talk of an emerging liability crisis.  

A number of explanations have been offered for this crisis. One is that it may have been caused by the so called  insurance underwriting cycle. Over  the decades,  insurance companies have periodically underpriced insurance as they competed for more business. Then, as the claims on these underpriced policies generated large 

losses, the insurers responded by raising prices substantially. Another explanation offered is that the insurance industry may have had a capital shortfall, causing it  to decrease  the amount of coverage  it would write. It did so, according to this explanation, by raising prices. A third explanation is that the crisis was caused by changes in  liability  –  the  rise  in  liability  costs,  the  increased  uncertainty  of  the  liability  system,  and  the  presence  of highly correlated risks  that decrease  the ability of  insurers  to pool offsetting risks  in  their portfolio. The long-run nature of  the rise  in  insurance premiums and  the  linkage of  this  increase  to  the surge  in  litigation suggest that shifts in liability doctrine are the major contributors to the rise in liability costs.  

Although  the  short-run crisis has abated, a broad array of  tort-reform groups,  ranging  from  the U.S. Department of Justice to the American Law Institute, has concluded that the liability system must be restructured to provide an efficient  level of deterrence,  to provide appropriate  incentives for  the  introduction of new products, and to meet the legitimate needs of accident victims.  

MICROECONOMICS 

By Arnold C. Harberger  

Until the so-called Keynesian revolution of the late thirties and forties, the two main parts of economic theory were  typically  labeled monetary  theory and price  theory. Today,  the corresponding dichotomy  is between macroeconomics  and microeconomics. The motivating  force  for  the  change  came  from  the macro  side, with modern macroeconomics being far more explicit  than old-fashioned monetary  theory about fluctuations  in  income and employment (as well as the price level). 
In contrast, no revolution separates today's microeconomics from old-fashioned price theory; one evolved from the other naturally and without significant controversy.  The strength of microeconomics comes from the simplicity of  its underlying structure and  its close  touch with  the real world. In a nutshell, microeconomics has  to do with supply and demand, and with  the way  they interact in various markets. 
Microeconomic analysis moves easily and painlessly from one topic to another and lies  at  the  center  of most  of  the  recognized  subfields  of  economics. Labor  economics,  for  example,  is  built largely on the analysis of the supply and demand for labor of different types. The field of industrial organization deals with  the different mechanisms  (monopoly, cartels, and different  types of competitive behavior) by which goods and services are sold. International economics worries about the demand and supply of individual traded commodities, as well as of a country's exports and imports taken as a whole and the consequent demand for and supply of foreign exchange. Agricultural economics deals with  the demand and supply of agricultural products, and of farmland, farm labor, and the other factors of production involved in agriculture.  

Public finance looks at how the government enters the scene. Traditionally, its focus was on taxes, which automatically  introduce  "wedges"  (differences  between  the  price  the  buyer  pays  and  the  price  the  seller  receives) and cause inefficiency. More recently, public finance has reached into the expenditure side as well, attempting to analyze (and sometimes actually to measure) the costs and benefits of different public outlays and programs.  

Applied welfare economics  is  the  fruition of microeconomics.  It deals with the costs and benefits of just about  anything  –  public  projects,  taxes  on  commodities,  taxes  on  factors  of  production  (corporation  income taxes, payroll taxes), agricultural programs (like price supports and acreage controls), tariffs on imports, foreign exchange  controls,  different  forms  of  industrial  organization  (like monopoly  and  oligopoly),  and  various  aspects of labor market behavior (like minimum wages, the monopoly power of labor unions, and so on).  

It  is hard  to  imagine  a basic  course  in microeconomics  failing  to  include  numerous  cases  and  examples drawn from all of the fields listed above. This is because microeconomics is so basic. It represents the trunk of the tree out of which all the listed subfields have branched.  

At the root of everything is supply and demand. It is not at all farfetched to think of these as basically human characteristics. If human beings are not going to be totally self-sufficient, they will end up producing certain things that they trade in order to fulfill their demands for other things. The specialization of production and 

the institutions of trade, commerce, and markets long antedated the science of economics. Indeed, one can fairly say  that from  the very outset  the science of economics entailed  the study of  the market forms  that arose quite naturally (and without any help from economists) out of human behavior. People specialize in what they think they  can  do  best  –  or more  existentially,  in what  heredity,  environment,  fate,  and  their  own  volition  have brought them to do. They trade their services and/or the products of their specialization for those produced by 

others. Markets evolve  to organize  this sort of  trading, and money evolves  to act as a generalized unit of account and to make barter unnecessary.  

In this market process people try to get the most from what they have to sell, and to satisfy their desires as much  as  possible.  In microeconomics  this  is  translated  into  the  notion  of  people maximizing  their  personal "utility", or welfare. This process helps them to decide what they will supply and what they will demand.   

When hybrid corn first appeared in the United States, it was in experiment stations, not on ordinary farms. 

But over a period of decades, it became the product of choice of hundreds of thousands of farmers. At the beginning of the process, those who adopted the new hybrids made handsome profits. By the time the transition was complete, any farmer who clung stubbornly to the old nonhybrid seed was likely to be driven out of business. So what was  left was  farmers who  acted  as  if  they were profit-maximizing;  the ones who did not had failed. By a very similar process new varieties of wheat spread  through  the Punjab and other parts of India in the  sixties, and new varieties of  rice  through  the Philippines  and  the  rest of East Asia. What economists call "maximizing behavior" explains the real-world behavior of these millions of farmers, whose actions increased the  supply of  corn, wheat,  and  rice, making much more of  these  products  available  to  the  consumers of  the world at a lower cost.  

Similar scenarios reveal how maximizing behavior works on the demand side. Today's textiles include vast amounts of artificial fibers, nearly all of them unknown a century ago. They conquered markets for themselves, at the expense of the older natural fibers, because consumers perceived them to be either better or cheaper, or both.  In  the end, when old products end up on  the ash heap of history,  it  is usually because consumers have found new products that they greatly prefer to the old ones.  

The economics of supply and demand has a sort of moral or normative overtone, at least when it comes to dealing with a wide range of market distortions. In an undistorted market, buyers pay the market price up to the point where they judge further units not to be worth that price, while competitive sellers supply added units as long as  they can make money on each  increment. At  the point where supply  just equals demand  in an undistorted market, the price measures both the worth of the product to buyers and the worth of the product to sellers.  That is not so when an artificial distortion intervenes. With a 50 percent tax based on selling price, an item that costs $1,50 to the buyer is worth only $1,00 to the seller. The tax creates a wedge, mentioned earlier, between  the value  to  the buyer and  the return  to  the seller. The anomaly  thus created could be eliminated  if  the 

distortion were  removed;  then  the market would  find  its  equilibrium  at  some  price  in  between  (say,  $1,.20) where the product's worth would be the same to buyers and to sellers. Whenever we start with a distortion, we can usually assert that society as a whole can benefit from its removal. This is epitomized by the fact that buyers gain as they get extra units at less than $1.50, while sellers gain as they get to sell extra units at more than $1,00.  

Many different distortions can create similar anomalies. If cotton  is subsidized,  the price  that farmers get will exceed, by  the amount of  the subsidy,  the value  to consumers. Society  thus stands  to gain by eliminating the subsidy and moving to a price that is the same for both buyers and sellers. If price controls keep bread (or anything else) artificially cheap, the predictable result is that less will be supplied than is demanded. Nine times out of ten, the excess demand will end up being reflected in a gray or black market, whose existence is probably the clearest evidence that the official price is artificially low. In turn, economists are nearly always right when they predict that pushing prices down via price controls will end up reducing the market supply and generating black market prices not only well above the official price, but also above the market price that would prevail in the absence of controls.  

Official prices  that are  too high also produce curious results.  In  the  thirties  the United States adopted so called parity prices for the major grains and a few other farm products. Basically, if the market price was below the parity price, the government would pay farmers the difference or buy any unsold crops at the parity price. 

The predictable result was production in excess of demand-leading to surpluses that were bought up (and idly stored) by  the government. Then,  in an effort  to eliminate the purchase of surpluses (but without reducing the parity price), the government instituted acreage controls under which it paid farmers to take land out of production. Some people were surprised to see that a 20 percent cut in wheat acreage did not lead to a 20 percent fall in the production of wheat. The reason was that other factors of production could be (and were) used more in-

tensively, with the result that in order to get a 20 percent cut in wheat, acreage "had to" be cut by 30 to 40 percent.  

Economists have a better solution. Had the government given wheat farmers coupons, each of which permitted the farmer to market one bushel of wheat, wheat marketings could have been cut by the desired amount. 

Production inefficiencies could be avoided by allowing the farmers to buy and sell coupons among themselves. Low-cost farmers would buy coupons from high-cost farmers, thus ensuring efficient production. This is known as a "second-best" solution to a policy problem. It is second rather than first best because consumers would still be paying the artificially high parity price for wheat.  

Monopoly represents  the artificial restriction of production by an entity having sufficient "market power" to do so. The economics of monopoly are most easily seen by thinking of a "monopoly markup" as a privately imposed,  privately  collected  tax. This was,  in  fact,  a  reality  not  too many  centuries  ago when  feudal  rulers sometimes endowed  their  favorites with monopoly  rights over certain products. The  recipients need not ever "produce"  such products  themselves. They could contract with other  firms  to produce  the good at  low prices and  then charge consumers what  the  traffic would bear (so as  to maximize monopoly profit). The differences between these two prices is the "monopoly markup," which functions like a tax. In this example it is clear that the true beneficiary of monopoly power is the one who exercises it; both producers and consumers end up losing.  

Modern monopolies are a bit  less  transparent, for  two reasons. First, even  though governments still grant monopolies,  they usually grant  them  to  the producers. Second, some monopolies  just happen without government creating them, although these are often short-lived. Either way, the proceeds of the monopoly markup (or tax) are commingled with the return to capital of the monopoly firms. Similarly, labor monopoly is usually exercised by unions, which are able to charge a monopoly markup (or tax), which then becomes commingled with the wages of their members. The true effect of labor monopoly on the competitive wage is seen by looking at the nonunion segment of the economy. Here, wages end up lower, because the union wage causes fewer workers to be hired in the unionized firms, leaving a larger labor supply (and a consequent lower wage) in the non-union segment.  

A final example of what occurs with official prices that are too high is the phenomenon of "rent-seeking." Rent-seeking occurs when someone enters a business to earn a profit that the government has tried to make unusually high. A simple example is a city that imposes a high official meter rate for  taxis but allows free entry into the taxi business. The fare must cover the cost of paying a driver plus a market rate of return on the capital costs involved. Labor and capital will flow into the cab industry until each ends up getting its expected, normal return  instead of  the high returns one would expect with high fares. What will adjust  is simply  the number of cabs and the fraction of the time they actually carry passengers. Cabs will get more for each rider, but each cab will have fewer riders.  

Other situations of rent-seeking occur when artificially high urban wages attract migrants from rural areas. If the wage does not adjust downward to equate supply and demand, the rate of urban unemployment will rise until further migration is deterred. Still other examples are in banking and drugs. When the "margin" in banking is set  too high, new banks enter and/or branches of old ones proliferate until  further entry  is deterred. Artificially maintained drug prices lead, in some countries, to a pharmacy on almost every block.  

Rent-seeking  also  occurs  in  circumstances where  something  of  value  (like  import  licenses  or  radio/TV franchises)  is being given away or sold below  its  true value.  In such cases potential buyers often spend  large amounts in "lobbying" to improve their chances of getting the prize. Indeed, a broad view of rent-seeking easily covers most cases of lobbying (using real resources in efforts to gain legislative or executive "favors").  

The great unifying principles of microeconomics are, ever and always, supply and demand. The normative overtone of microeconomics comes from the fact that competitive supply price represents value as seen by suppliers, and competitive demand price  represents value as  seen by demanders. The motivating  force  is  that of human beings, always gravitating toward choices and arrangements that reflect their tastes. The miracle of it all is that on the basis of such simple and straightforward underpinnings, a rich tapestry of analysis, insights, and understanding can be woven. This brief article can only give its readers a glimpse-hopefully a tempting one-of the richness, beauty, and promise of that tapestry.  

NEOCLASSICAL ECONOMICS 

By E. Roy Weintraub  

Economists publicly disagree with each other so often that they are easy targets for standup comedians. Yet non-economists may not realize  that  the disagreements are mostly over  the details –  the way  in which  the big picture is to be focused on the small screen. When it comes to broad economic theory, most economists agree. 

President Richard Nixon, defending deficit spending against the conservative charge that it was "Keynesian", is reported to have replied, "We're all Keynesians now". In fact, what he should have said is "We're all neoclassicals now, even  the Keynesians", because what  is  taught  to  students, what  is mainstream economics  today,  is neoclassical economics.     

By  the middle of  the nineteenth  century, English-speaking  economists generally  shared a perspective on value theory and distribution theory. The value of a bushel of corn, for example, was thought to depend on the costs involved in producing that bushel. The output or product of an economy was thought to be divided or distributed among the different social groups in accord with the costs borne by those groups in producing the output. This, roughly, was the "Classical Theory" developed by Adam Smith, David Ricardo, Thomas Robert Malthus, John Stuart Mill and Karl Marx.  

But there were difficulties in this approach. Chief among them was that prices in the market did not necessarily reflect the "value" so defined, for people were often willing to pay more than an object was "worth". The classical "substance" theories of value, which took value to be a property inherent in an object, gradually gave way to a perspective in which value was associated with the relationship between the object and the person obtaining the object. Several economists in different places at about the same time (the 1870s and 1880s) began to 

base value on the relationship between costs of production and "subjective elements", later called "supply" and "demand". This came  to be known as  the Marginal Revolution  in economics, and  the overarching  theory  that developed  from  these  ideas came  to be called neoclassical economics. The  first  to use  the  term "neoclassical economics" seems to have been the American economist Thorstein Veblen.     

The  framework of neoclassical economics  is easily  summarized. Buyers attempt  to maximize  their gains from getting goods, and they do this by increasing their purchases of a good until what they gain from an extra unit is just balanced by what they have to give up to obtain it. In this way they maximize "utility" – the satisfaction associated with  the consumption of goods and services. Likewise,  individuals provide  labor  to  firms  that wish  to employ  them, by balancing  the gains from offering  the marginal unit of  their services (the wage  they would  receive) with  the disutility of  labor  itself –  the  loss of  leisure. Individuals make choices at  the margin. 

This results in a theory of demand for goods, and supply of productive factors.  Similarly, producers attempt  to produce units of a good  so  that  the cost of producing  the  incremental or marginal unit  is  just balanced by  the  revenue  it generates.  In  this way  they maximize profits. Firms also hire employees up to the point that the cost of the additional hire is just balanced by the value of output that the additional employee would produce.  

The neoclassical vision thus involves economic "agents", be they households or firms, optimizing (doing as well  as  they  can)  subject  to  all  relevant  constraints. Value  is  linked  to unlimited desires  and wants  colliding with constraints, or scarcity. The tensions, the decision problems, are worked out in markets. Prices are the signals that tell households and firms whether their conflicting desires can be reconciled.  

At some price of cars, for example, I want to buy a new car. At that same price others may also want to buy cars. But manufacturers may not want to produce as many cars as we all want. Our frustration may lead us to "bid up" the price of cars, eliminating some potential buyers and encouraging some marginal producers. As the price  changes,  the  imbalance between buy orders  and  sell orders  is  reduced. This  is how optimization under constraint and market interdependence leads to an economic equilibrium. This is the neoclassical vision.   

Neoclassical economics is what is called a metatheory. That is, it is a set of implicit rules or understandings for constructing satisfactory economic theories. It is a scientific research program that generates economic theories.  Its  fundamental assumptions are not open  to discussion  in  that  they define  the  shared understandings of those who  call  themselves neoclassical  economists, or  economists without  any  adjective. Those  fundamental assumptions include the following.  

1. People have rational preferences among outcomes.  

2. Individuals maximize utility and firms maximize profits.  

3. People act independently on the basis of full and relevant information.  

Theories based on, or guided by, these assumptions are neoclassical theories. Thus, we can speak of a neoclassical theory of profits, or employment, or growth, or money. We can create neoclassical production  relationships between  inputs and outputs, or neoclassical  theories of marriage and divorce and the spacing of births. Consider layoffs, for example. A theory which assumes that a firm's layoff decisions are based on a balance between the benefits of laying off an additional worker and the costs associated with that action will be a neoclassical theory. A theory that explains the layoff decision by the changing tastes of managers for employees with particular characteristics will not be a neoclassical theory.  

What  can  be  contrasted  to  neoclassical  economics?  Some  have  argued  that  there  are  several  schools  of thought  in  present-day  economics. They  identify  (neo-)Marxian  economics,  (neo-)Austrian  economics,  post-Keynesian economics, or (neo-)institutional economics as alternative metatheoretical frameworks for constructing economic  theories. To be sure, societies and  journals promulgate  the  ideas associated with  these perspectives. Some of these schools have had insights that neoclassical economists have learned from; the Austrian in-

sights on entrepreneurship are one example. But  to  the extent  these schools reject  the core building blocks of neoclassical economics – as Austrians reject optimization, for example – they are regarded by mainstream neo-classical economists as defenders of lost causes or as kooks, misguided critics, and antiscientific oddballs. The status of non-neoclassical economists in the economics departments in English-speaking universities is similar to that of flat-earthers in geography departments: it is safer to voice such opinions after one has tenure, if at all.  

One specific attempt to discredit neoclassical economics developed from British economist Joan Robinson and  her  colleagues  and  students  at Cambridge  in  the  late  fifties  and  early  sixties. The  so-called Two Cambridges  Capital  Controversy was  ostensibly  about  the  implications,  and  limitations,  of  Paul  Samuelson  and Robert Solow's aggregating "capital" and treating the aggregate as an input in a production function. However, this controversy really was rooted  in a clash of visions about what would constitute an "acceptable"  theory of the distribution of  income. What became  the post-Keynesian position was  that  the distribution of  income was "best" explained by power differences among workers and capitalists, while  the neoclassical explanation was developed  from a market  theory of  factor prices. Eventually  the controversy was not so much settled as laid 

aside, as neoclassical economics became mainstream economics.  

How did such an orthodoxy come to prevail? In brief, the success of neoclassical economics is connected to the "scientificization" or "mathematization" of economics  in  the twentieth century. It  is  important  to recognize  that a number of  the early Marginalists, economists  like William Stanley Jevons and F.Y. Edgeworth  in England, Leon Walras  in Lausanne,  and  Irving Fisher  in  the United  States, wanted  to  legitimize  economics among the scholarly disciplines. The times were optimistic about a future linked to the successes of technology. 

Progress would be assured in a society that used the best scientific knowledge. Social goals would be attainable if  scientific  principles  could  organize  social  agendas.  Scientific  socialism  and  scientific  management  were 

phrases that flowed easily from the pens of social theorists.  

Neoclassical economics conceptualized  the agents, households and  firms, as  rational actors. Agents were modeled as optimizers who were  led  to  "better" outcomes. The  resulting equilibrium was  "best"  in  the  sense that any other allocation of goods and services would leave someone worse off. Thus, the social system in the neoclassical vision was free of irresolvable conflict. The very term "social system" is a measure of the success of neoclassical economics, for the idea of a system, with its interacting components, its variables and parameters and constraints, is the language of mid-nineteenth-century physics. This field of rational mechanics was the model  for  the neoclassical  framework. Agents were  like  atoms; utility was  like  energy; utility maximization was  like  the minimization of potential energy, and so forth. In  this way was  the rhetoric of successful science linked to the neoclassical theory, and in this way economics became linked to science itself. Whether this linkage was planned by the early Marginalists, or rather was a feature of the public success of science itself, is less important than the implications of that linkage. For once neoclassical economics was associated with scientific economics,  to challenge  the neoclassical approach was  to seem  to challenge science and progress and modernity.  

The value of neoclassical economics can be assessed  in  the collection of  truths  to which we are  led by  its light. The kinds of truths about incentives – about prices and information, about the interrelatedness of decisions and  the  unintended  consequences  of  choices  –  are  all well  developed in neoclassical theories, as is a self-consciousness about  the use of evidence. In planning for future electricity needs  in my state, for example,  the Public Utilities Commission develops a (neoclassical) demand forecast, joins it to a (neoclassical) cost analysis 

of generation facilities of various sizes and types (e.g. an 800-megawatt low-sulfur coal plant), and develops a least-cost  system  growth  plan  and  a  (neoclassical)  pricing  strategy  for  implementing  that  plan. Those  on  all sides of the issues, from industry to municipalities, from electric companies to environmental groups, all speak the same language of demand elasticities and cost minimization, of marginal costs and rates of return. The rules of theory development and assessment are clear in neoclassical economics, and that clarity is taken to be beneficial  to  the  community of  economists. The  scientificness of neoclassical  economics, on  this view,  is not  its weakness but its strength.  

OCCUPATIONAL LICENSING 

By S. David Young  

Most Americans know that practicing medicine without a license is against  the  law. They also know  that lawyers and dentists must have the state's approval before they can ply their trades. Few Americans, however, would  guess  that  in  some  states  falconers,  ferret  breeders,  and  palm  readers  are  also  subject  to  government regulation. Some regulations are relatively harmless, requiring little more of individuals than listing their names on official rosters. Sometimes, however, individuals must qualify for a state license to engage in a given trade or profession. At present, nearly five hundred occupations are licensed by at least one state. Indeed, it appears that every organized occupational group  in America has  tried at one  time or another  to acquire state  licensure for its members. Today at least a fifth, and perhaps as much as a third, of the work force is directly affected by licensing laws.  

The argument  in favor of  licensing always has been  that  it protects  the public from  incompetents, charlatans, and quacks. The main effect, however,  is simply  to restrict entry and reduce competition  in  the  licensed occupation. Yet from the beginnings of the modern professional movement early in America's history until the seventies, the growth of licensing proceeded with little opposition. The possibility that licensing might be used to enhance professional income and power was considered incidental to serving the public interest.  

A  careful  analysis  of  licensing's  effects  across  a  broad  range  of  occupations  reveals  some  striking,  and strikingly negative,  similarities. Occupational  regulation has  limited consumer choice,  raised consumer costs, increased practitioner  income,  limited practitioner mobility,  and deprived  the poor of  adequate  services –  all without demonstrated improvements in the quality or safety of the licensed activities.  

Why have states required licensing of so many occupations if the results are so counter to consumer interests? Participants in any regulatory process must have a reason for getting involved. Because the number of potential political  and  legal battles  is  large, people  tend  to  concentrate on  those battles  in which  their personal stake is high. Because their per capita stakes in the licensing controversy are so much greater than those of consumers, it is professionals who usually determine the regulatory agenda in their domains. Crucial licensing decisions that can affect vast numbers of people are often made with little or no input from the public. If such a process serves the public interest, it is only by happenstance.  

Licensing laws generally require candidates to meet four types of requirements: 1) formal schooling, 2) experience, 3) personal characteristics  (such as citizenship and  residence)  and 4)  successful  completion of  a  licensing examination. The mechanism for enforcing these requirements and maintaining control over a licensed occupation  is  the  state  licensing board. The  state  legislature,  in  effect, grants  a  charter  to  the board,  and  the board’s members, frequently drawn from the regulated profession itself, are appointed by the governor. Establishing licensure is only part of the story, of course. The tendency in all professions is to increase constraints on entry  after  licensing  laws  have  been  introduced, with  existing members  of  the  occupations  protecting  them-selves with "grandfather clauses" that permit them to bypass the new entry requirements.  

Many requirements found in licensing statutes and enforced by licensing boards are there by dint of custom or some arbitrary choice, not because the public is really served by them. Requirements are rarely based on the levels of knowledge,  skill, ability, and other  traits  truly necessary  to ensure adequate  service. Apprenticeship requirements,  for example, often bear  little  relation  to  the actual amount of  time needed  to acquire minimum competence. Until  the courts called a halt  to  it, for example,  it  took  longer  in Illinois for an apprentice  to become a master plumber than for a newly graduated physician to become a Fellow of the American College of Surgeons.  

States also  impose citizenship  requirements on aspiring professionals. Defenders of such requirements argue  that for certain professions, especially  law, the practice of  the profession  is so closely associated with  the country's history and traditions that licensees should be citizens. Others say that a person who wants to practice a licensed occupation and enjoy the benefits that licensure bestows ought to become a U.S. citizen within a reasonable period of time.  

The courts have not accepted this line of reasoning, however. The Fourteenth Amendment provides that no state may deny equal protection of the law to any person within its jurisdiction; aliens, as well as citizens, are protected. This logic was used in 1981, when a federal court declared unconstitutional a Louisiana law requiring a person to be a U.S. citizen in order to practice dentistry. Similarly, many state laws requiring licensees to have lived in the state for a substantial period of time have been revoked in recent court cases. In 1985, for ex-ample, New Hampshire's residency requirement for lawyers was declared unconstitutional by the U.S. Supreme Court. Nevertheless, many  residency  provisions  remain  on  the  books  and will  continue  to  be  enforced  until challenged.  

Although used ostensibly to help state licensing boards determine the fitness of candidates, most licensing exams require recall of a wide range of facts that may have little or nothing to do with good practice. For example, candidates taking California's architecture licensing exam have had to discuss the tomb of Queen Hatshepshut and the Temple of Apollo. The District of Columbia's cosmetology exam recently required applicants to do finger waves and pin curls-styles that have been out of fashion for decades. Even standardized national exams, now common in many professions, have rarely been more than superficially valid. Moreover, economists have found evidence that examination grading standards have sometimes been manipulated to reduce the number of applicants who pass the tests during tough economic times. In a study done for the U.S. Department of Labor, for example, economist Elton Rayack found that for ten of the twelve licensing exams he studied, failure rates were higher when unemployment rates were higher. My 1988 paper documents similar results for certified public accountants, although reforms mandating nationwide grading of the certification exam effectively ended the manipulation of failure rates.  

Perhaps the most frequent criticism of licensing has been the failure of licensing boards to discipline licensees. A major cause is the reluctance of professionals to turn in one of their own. The in-group solidarity common  to  all professions causes members  to  frown on  revealing unsavory  activities of  a  fellow member  to  the public. Going public regarding infractions, no matter how grievous, is often viewed as disloyalty to the professional community.  

Indeed,  licensing agencies are usually more zealous  in prosecuting unlicensed practitioners  than  in disciplining licensees. Even when action is brought against a licensee, harm done to consumers is unlikely to be the cause. Professionals are much more vulnerable to disciplinary action when they violate rules that limit competition. A 1986  report  issued by  the U.S. Department of Health and Human Services claims  that despite  the  increasing rate of disciplinary actions taken by medical boards, few such actions are imposed because of malpractice or incompetence.  

The evidence of disciplinary actions  in other professions, such as  law and dentistry,  is no  less disturbing than  in medicine. According  to Benjamin Shimberg's 1982 study,  for example, as much as 16 per cent of  the California dental work performed in 1977 under insurance plans was so shoddy as to require retreatment. Yet in that year, the dental board disciplined only eight of its licensees for acts that had caused harm to patients. Because licensing laws restrict entry, it is not surprising that such laws affect the income of licensees. William D. White's 1978  study of clinical  laboratory personnel  found  that  stringent  licensing  laws  increased  the relative wages of  licensees by 16 per cent. Lawrence Shepard's 1978 study compared average  fees  for dental services between states that recognize out-of-state licenses and those that do not. Controlling for other factors, he showed that the price of dental services and the average incomes of dentists were 12 to 15 per cent higher in non-reciprocity states.  

These higher costs might be acceptable if it could be shown that licensing enhances service quality. Most of the evidence on this issue, however, suggests that licensing has, at best, a neutral effect on quality and may even harm consumers. By making entry more costly,  licensing  increases  the price of services  rendered  in  the occupations and decreases the number of people employed in them. The result is a "Cadillac effect", in which consumers either purchase  the services of high-quality practitioners at a high price or purchase no services at all. Some consumers, therefore, resort to do-it-yourself methods, which in some occupations have led to lower overall quality and  less safety  than  if  there were no  licensing. The  incidence of  rabies  is higher, for example, where there are strict limits on veterinary practice, and as Sidney Carroll and Robert Gaston documented, rates of electrocution are higher  in states with  the most  restrictive  licensing  laws  for electricians. Apparently, consumers often do  their own electrical work  in highly  restrictive states  rather  than pay artificially high  rates  for professionals, with predictably tragic results. Carroll and Gaston also found, using data on retail sales of plumbing equipment, that plumbing restrictions increase the extent of do-it-yourself work.   

Licensing laws have exerted a negative influence in many professions by inhibiting innovations in practice, training, education, and organization of services. The most prominent examples in recent years are the efforts of the organized medical profession to inhibit prepaid health plans and of lawyers to ban low-cost legal clinics.  

In many  fields advances have  resulted  from  the very "crackpots", "quacks" and "outsiders" who have no standing in the profession and whom licensing seeks to eliminate. Thomas Edison, who had little formal education, could not be a  licensed engineer under  today's guidelines. Likewise, with  the current education  requirement, Mies van der Rohe and Frank Lloyd Wright would not qualify to sit for the architects' certifying examination. The leaders in the fight to establish inoculation as a cure for smallpox in colonial America were Cotton Mather and his fellow clergymen; their leading opponents were doctors. As Dennis S. Lees wrote in “Economic Consequences of the Professions”: "Had retailing been organized like the professions, supermarkets with lower costs and prices... could never have emerged. Indeed, had the professions been dominant through manufacture and trade over the past two centuries, we would never have got to the horse-and-buggy stage, let alone beyond it".     

The news is not all bad, however. The consumer movement of the seventies, along with a growing body of research that questions the social benefits of occupational regulation, has changed public attitudes about licensing. The result has been a slowdown in the growth of new regulation and, in a few isolated cases, the abolition of entire licensing boards. Some "sunset laws" have been enacted that require state agencies (including licensing  boards)  periodically  to  justify  their  existence  or  go  out  of  business.  Public  representation  on  licensing boards has also become a popular way of improving accountability. Still, most professional groups have so far succeeded in thwarting serious deregulation.  

PRIVATIZATION 

By Madsen Pirie  

Privatization is the process by which the production of goods or services is removed from the government sector of the economy. This has been done in a variety of ways, ranging from the public sale of shares in a previously state-owned enterprise to the use of private businesses to perform government work under contract.  

he  leader  in  this  innovative strategy was  the Thatcher government of Great Britain  from 1979  to 1990. Previous governments had tried limited denationalization, which is the restoration of nationalized enterprises to their previous owners, but with  limited success. Privatization  involved  totally new owners.  In some cases  the state enterprises that were "privatized" had never been in the private sector.  

Governments all over the world were confronted in the seventies by the problems inherent in state ownership. Because  state-owned  companies  have  no  profit motive,  they  lack  the  incentive  that  private  companies have to produce goods that consumers want and to do so at low cost. An additional problem is that state companies often  supply  their products  and  services without direct  charges  to  consumers. Therefore,  even  if  they want  to  satisfy consumer demands,  they have no way of knowing what consumers want, because consumers indicate their preferences most clearly by their purchases.  

The result is misallocation of resources. Management tends to respond to political, rather than to commercial, pressures. The capital assets of state businesses are often of poor quality because, it is claimed, it is always easier for governments to attend to more urgent claims on limited resources than the renewal of capital equipment. In  the absence of any effective pressure from consumers whose money  is taken  in  taxation, state industries tend to be dominated by producer interests.  Before  the British water  industry was privatized  in 1989,  for example, analysts estimated  it  to be under-capitalized by over $11 billion. The result was a water supply that failed to meet European standards for quality and safety. Similarly, the post office had steadily cut back its services. First telegrams disappeared, then Sunday collection, then Saturday second delivery. These changes made life easier for producers at the expense of service to consumers. Most serious of all, the losses of state industries consume funds that are needed for private 

investment.  

Privatization  began  against  this  background  of  steadily  poorer  performances  from  state  industries.  The Thatcher government started with the 1979 sale of a batch of shares in British Petroleum (BP), the state oil giant. The sale reduced the government's holding to below 50 per cent. By British Treasury rules, this made BP a private company, and free to behave accordingly, seeking capital for investment on the market and making its own decisions on a commercial basis. The government sold more blocks of its BP shares later.  

The military and civilian airplane manufacturer, British Aerospace, was sold in February 1981, followed by the radiochemicals group, Amersham International, and the state trucking group, National Freight Company, a year later. After this the pace began to accelerate. Britoil was sold in 1983, the British Ports in 1983, and Jaguar Cars in 1984, which also saw the sale of British Telecom, the state monopoly telephone service. It was sold as the largest company ever floated on a stock market, and attracted 2,3 million shareholders, many of them buying shares for the first time.  

The Telecom sale demonstrated  the government's desire  to satisfy  the various  interest groups  involved  in public-sector  operations.  The  previous management  became  the  new  board  of  the  private  corporation.  The workers were given an allocation of free shares and were allowed to buy more from a reserved block on a basis that  offered  free matching  shares. The  telephone-using  public was  offered  a  choice  if  they  bought  shares:  a share bonus  if  they held  their shares for  three years or reductions on  their  telephone bill. Rural dwellers were satisfied by a requirement that the new company continue its remote country services. Urban dwellers received assurances about the number of pay phones. Special services to the disabled were to be continued.  

In short, the government "bid" for the support of virtually every group that might have objected. This pattern was to be repeated and refined in subsequent privatizations. The Thatcher government could take this tack because the private sector performed so much better than the state sector that the gains could be shared among many groups while still  leaving a huge bonus for  the government. Not only were subsidized  losses converted into taxable profits, but the revenue from the sales accrued to the public treasury.  

The policy of  identifying and satisfying various groups made privatization a popular strategy, and a difficult one for subsequent governments to reverse. The opposition Labour party in Britain opposed every privatization, pledging itself to reverse each one, but later abandoned its pledge. The fact that share offers to employees were taken up by over 90 per cent of the work force undoubtedly contributed to this about-face.  

The British government usually aimed to set the opening share price at 10 to 20 per cent below its expected market price. This was done  for  two  reasons:  to deal with  the difficulty of pricing companies  that had never properly  kept  accounts,  and  to  encourage  ordinary  people  to  invest. Over  the  decade  the  number  of  private stockholders in Britain more than tripled. In 1979 there were four times as many people in labor unions as there were stockholders. By 1989 the stockholders outnumbered the union members (though in many cases they were 

now the same people).  

The British privatization of nearly four dozen major businesses and several hundred small ones set an example not only of the techniques that could be used, but also of the success that could be anticipated. The formerly  underachieving  state-owned British  industries  outperformed  the market  average  once  they  entered  the private sector. With the exception of the oil businesses, which were marketed to professional investors because of their high-risk nature, the privatized stocks rose in value faster than the stock market average, as shown by periodic surveys in London's "Financial Times" and "Privatization International".  

The sale of public housing in Britain to its tenants attracted  little international attention because there was no public  flotation. But  the purchase of  their homes by people who had been  living at subsidized  rents made major economic impact. In 1979, 35 per cent of Britons lived in state-owned homes at rents that failed to cover the government's costs. The annual expenditure from 1979 to 1988 of $8,6 billion was not met by the income of $4,5 billion.  

The homes were offered at discounts based on the number of years of residence, starting with 20 per cent below market price  for a  two-year  tenant  and  rising  to 50 per  cent  for  those who had  lived  there  for  twenty years. The largest discount was later raised to 80 per cent. Turning tenants into homeowners brought major social changes in Britain, including the upgrading of the quality of houses as people began to invest in and protect their new  assets. By 1988  the  total  revenues  that  accrued  to government  from housing  sales  alone  surpassed 

those of all other sales combined.  By  the  late eighties  the British Treasury was  receiving annual  revenue from privatization sales averaging $8 billion, while  total government  revenue was  roughly $300 billion. The  revenues  from privatization helped the Thatcher government cut  income  taxes over  the decade from a bottom rate of 33 per cent down  to 25 per cent, and from a top rate of 98 per cent down to 40 per cent.  

Other countries were anxious to share these advantages for their own state industries. Foreign privatization ranged from massive sales in advanced countries such as France and Japan to the sale of hundreds of small enterprises in developing countries such as Bangladesh.  

The  French  program  took  place  in  the  "cohabitation"  period  of  a  socialist  president  and  a  conservative prime minister.  It was passed  in mid-1986, with  the  first sale, glassmaker Saint Gobain,  in December of  that year. This, like the sale of the banking group Paribas in February 1987, was a huge success, attracting so much popular support that the shares were heavily oversubscribed, like the British sales.  

The first nine companies were successfully sold before the world stock market slide of 1987 brought a halt to the French program. The French copied the British idea of reserving at least 10 per cent of the shares for the work force, and of keeping a "golden share", a single share retained by  the government,  to prevent foreigners from gaining control of strategic industries.   

Japan mounted  large-scale privatizations,  including  its  tobacco and  salt monopoly  in 1984;  its  telephone service  (NTT),  floated  in 1986; and  following  that,  Japan National Railways  (JNR),  the world's biggest  sale. JNR was broken into six regional passenger carriers, one freight company, one firm to lease high-speed bullet trains  to  four  of  the  others,  and  a  ninth  company  to  sell  JNR  landholdings,  estimated  at $50 billion. No  advanced economy outside Britain even approached this scale of privatization.  

Following  the collapse of communism  in eastern and central Europe,  first Poland, Hungary, and Czechoslovakia,  then Romania and  several of  the  former Soviet  republics began  to privatize. The problems  in  these economies, blighted by more  than  forty years of command planning and central controls, were very different from those faced by the advanced economies. Decades of low wages meant that little wealth was available for investment, and no stock markets existed on which to make sales. Very often, there were no laws to protect or even permit private ownership, much  less  the  supporting  infrastructure of  contract  law  and  financial  support services such as banks and accountants.  

For this reason the formerly socialist economies found themselves forced to blaze a new trail of privatization, sometimes using the distribution of "coupons" to the population as a means of spreading ownership. Very often  some  degree  of  "informal"  privatization was  permitted,  in which management  effectively  expropriated what had been state property. Unlike Britain, which had about 10 per cent of its economy in state hands and had sold three-fifths of it over ten years, the socialist countries were now faced with privatizing 60 to 80 per cent of their economies within half that time. The scale and the problems were of altogether different proportions.  
By the beginning of the nineties, hardly a country in the world did not have a privatization program. Many countries  learned  from  the  experience of  the  early  leaders. These  included  the  techniques of writing off past debts, allocating shares to workers, splitting monopolies into competing elements, and establishing new regulatory agencies to calm public fears about the behavior of the newly privatized operations.  

By restoring market  incentives and commercial reality, privatization achieved a worldwide reinvigoration of ailing state-owned industries. It diverted billions of dollars from the support of loss-making government concerns into the expansion of wealth-creating private businesses. It augmented growth rates and made tax reductions possible. Britain, which in the seventies had one of the lowest growth rates in Europe, has enjoyed one of the highest since 1981.  It went  from  one  of  the  highest-taxed  countries  to  one  of  the  lowest. Privatization  contributed,  in  large measure, to the revival of confidence in capitalism and the market economy, evidenced by the large number of countries which  turned  in  that direction and  to  its eventual  triumph over  the  rival system of central planning, controls, and state ownership.  

REAGANOMICS 

By William A. Niskanen  

"Reaganomics" was the most serious attempt to change the course of U.S. economic policy of any administration since  the New Deal. "Only by reducing  the growth of government", said Ronald Reagan, "can we  increase the growth of the economy". Reagan's 1981 Program for Economic Recovery had four major policy objectives: 1) reduce  the growth of government spending, 2) reduce  the marginal  tax rates on  income from both labor and capital, 3) reduce regulation and 4) reduce  inflation by controlling  the growth of  the money supply. These major  policy  changes,  in  turn,  were  expected  to  increase  saving  and  investment,  increase  economic growth, balance the budget, restore healthy financial markets, and reduce inflation and interest rates.    

Any evaluation of  the Reagan economic program should  thus address  two general questions: "How much of the proposed policy changes were approved?" "And how much of the expected economic effects were realized?" Reaganomics continues to be a controversial issue. For those who do not view Reaganomics through an ideological lens, however, one's evaluation of this major change in economic policy will depend on the balance of the realized economic effects.  

President Reagan delivered on each of his four major policy objectives, although not to the extent that he and his supporters had hoped. The annual  increase  in  real  (inflation-adjusted)  federal spending declined  from 4,0 per cent during the Carter administration to 2,5 per cent during the Reagan administration, despite a record peacetime increase in real defense spending. This part of Reagan's fiscal record, however, reflected only a moderation, not a reversal, of prior fiscal trends. Reagan made no significant changes to the major transfer payment programs (such as Social Security and Medicare), and he proposed no substantial reductions in other domestic programs after his first budget.  

Moreover, the growth of defense spending during his first term was higher than Reagan had proposed during  the  1980  campaign,  and  since  economic  growth  was  somewhat  slower  than  expected,  Reagan  did  not achieve a significant reduction in federal spending as a per cent of national output. Federal spending was 22,9 per cent of gross domestic product  (GDP)  in  fiscal 1981,  increased  somewhat during  the middle years of his administration, and declined to 22,1 per cent of GDP in fiscal 1989. This part of the Reagan record was probably the greatest disappointment to his supporters.  

The changes  to  the federal  tax code were much more substantial. The  top marginal  tax rate on  individual income was reduced from 70 per cent  to 28 per cent. The corporate income tax rate was reduced from 48 per cent to 34 per cent. The individual tax brackets were indexed for inflation. And most of the poor were exempted from the individual income tax. These measures were somewhat offset by several tax increases. An increase in Social Security tax rates legislated in 1977 but scheduled for the eighties was accelerated slightly. Some excise tax rates were increased, and some deductions were reduced or eliminated.  

More important, there was a major reversal in the tax treatment of business income. A complex package of investment  incentives was  approved  in  1981  only  to  be  gradually  reduced  in  each  subsequent  year  through 1985. And  in 1986  the base for the taxation of business income was substantially broadened, reducing the tax bias among types of investment but increasing the average effective tax rate on new investment. It is not clear whether this measure was a net improvement in the tax code. Overall, the combination of lower tax rates and a broader tax base for both individuals and business reduced the federal revenue share of GDP from 20,2 per cent in fiscal 1981 to 19,2 per cent in fiscal 1989.  

The  reduction  in economic  regulation  that  started  in  the Carter administration continued, but at a  slower rate. Reagan eased or eliminated price controls on oil and natural gas, cable TV,  long-distance  telephone service, interstate bus service, and ocean shipping. Banks were allowed to invest in a somewhat broader set of assets, and the scope of the antitrust laws was reduced. The major exception to this pattern was a substantial increase in import barriers. The Reagan administration did not propose changes in the legislation affecting health, safety, and the environment, but it reduced the number of new regulations under the existing laws. Deregulation was clearly the lowest priority among the major elements of the Reagan economic program.  

Monetary  policy was  somewhat  erratic  but,  on  net,  quite  successful. Reagan  endorsed  the  reduction  in money growth initiated by the Federal Reserve in late 1979, a policy that led to both the severe 1982 recession and a large reduction in inflation and interest rates. The administration reversed its position on one dimension of monetary policy: during  the  first  term,  the  administration did not  intervene  in  the markets  for  foreign  exchange but, beginning in 1985, occasionally intervened with the objective to reduce and  then stabilize the foreign-exchange value of the dollar.  

Most of the effects of these policies were favorable, even if somewhat disappointing compared to what the administration predicted. Economic growth increased from a 2,8 per cent annual rate in the Carter administration, but this is misleading because the growth of the working-age population was much slower in the Reagan years. Real GDP per working-age adult, which had increased at only a 0,8 annual rate during the Carter administration, increased at a 1,8 per cent rate during the Reagan administration. The increase in productivity growth was even higher: output per hour  in  the business sector, which had been roughly constant  in  the Carter years, increased at a 1,4 per cent rate in the Reagan years. Productivity in the manufacturing sector increased at a 3,8 per cent annual rate, a record for peacetime.  

Most other economic conditions also improved. The unemployment rate declined from 7,0 per cent in 1980 to 5,4 per cent in 1988. The inflation rate declined from 10,4 per cent in 1980 to 4,2 per cent in 1988. The combination of conditions proved that there is no long-run trade-off between the unemployment rate and the inflation rate. Other conditions were more mixed. The rate of new business formation increased sharply, but the rate of bank  failures was  the highest since  the  thirties. Real  interest  rates  increased sharply, but  inflation-adjusted prices of common stocks more than doubled.  

The U.S. economy experienced  substantial  turbulence during  the Reagan years despite  favorable general economic conditions. This was the "creative destruction" that is characteristic of a healthy economy. At the end of  the Reagan  administration,  the U.S.  economy had  experienced  the  longest peacetime  expansion  ever. The "stagflation" and "malaise"  that plagued  the U.S. economy  from 1973  through 1980 were  transformed by  the Reagan economic program into a sustained period of higher growth and lower inflation.  

In retrospect the major achievements of Reaganomics were the sharp reductions in marginal tax rates and in  inflation. Moreover,  these changes were achieved at a much  lower cost  than was previously expected. Despite  the  large  decline  in marginal  tax  rates,  for  example,  the  federal  revenue  share  of GDP  declined  only slightly. Similarly,  the  large  reduction  in  the  inflation  rate was  achieved without any  long-term  effect on  the unemployment rate. One reason for these achievements was the broad bipartisan support for these measures beginning in the later years of the Carter administration. Reagan's first tax proposal, for example, had previously been endorsed by the Democratic Congress beginning in 1978, and the general structure of the Tax Reform Act of 1986 was first proposed by two junior Democratic members of Congress in 1982. Similarly, the "monetarist 

experiment" to control inflation was initiated in October 1979, following Carter's appointment of Paul Volcker as a chairman of the Federal Reserve Board. The bipartisan support of  these policies permitted Reagan  to  implement more radical changes than in other areas of economic policy.  

Reagan failed  to achieve some of  the  initial goals of his  initial program. The federal budget was substantially reallocated – from discretionary domestic spending to defense, entitlements, and interest payments – but the federal budget share of national output declined only slightly. Both the administration and Congress were responsible for this outcome. Reagan supported the large increase in defense spending and was unwilling to reform the basic entitlement programs, and Congress was unwilling to make further cuts in the discretionary domestic programs. Similarly, neither  the administration nor Congress was willing  to sustain  the momentum for deregulation or to reform the regulation of health, safety, and the environment.  

Reagan left three major adverse legacies at the end of his second term. First, the privately held federal debt increased from 22,3 per cent of GDP to 38,1 per cent and, despite the record peacetime expansion, the federal deficit in Reagan's last budget was still 2,9 per cent of GDP. Second, the failure to address the savings and loan problem early led to an additional debt of about $125 billion. Third, the administration added more trade barriers than any administration since Hoover. The share of U.S. imports subject to some form of trade restraint increased from 12 per cent in 1980 to 23 per cent in 1988.  

There was more than enough blame to go around for each of these problems. Reagan resisted tax increases, and Congress resisted cuts in domestic spending. The administration was slow to acknowledge the savings and loan  problem,  and Congress  urged  forbearance  on  closing  the  failing  banks. Reagan's  rhetoric  strongly  supported free trade, but pressure from threatened industries and Congress led to a substantial increase in new trade restraints. The  future of Reaganomics will depend  largely on how each of  these  three adverse  legacies  is  resolved. Restraints on spending and regulation would sustain Reaganomics. But increased taxes and a reregulation of domestic and foreign trade would limit Reaganomics to an interesting but temporary experiment in economic policy.  

The Reagan economic program led to a substantial improvement in economic conditions, but there was no "Reagan revolution". No major federal programs (other than revenue sharing) and no agencies were abolished. 

The political process continues to generate demands for new or expanded programs, but American voters continue to resist higher taxes to pay for these programs. A broader popular consensus on the appropriate roles of the federal government, one or more constitutional amendments, and a new generation of political leaders may be necessary to resolve this inherent conflict in contemporary American politics.   

SPATIAL ECONOMICS 

By Wolfgang Kasper  

Producers and buyers are spread throughout space, and bridging  the distances between  them  is costly. Indeed, much commercial activity is concerned with "space bridging", and much entrepreneurship is aimed at cutting the costs of transport and communication. The study of how space (distance) affects economic behavior is called "spatial" economics.   Throughout history, space has often been a hindrance to economic growth. But improvements in transport and communications have been among the main driving forces of economic progress, as Australian economist Colin Clark pointed out. In medieval Europe and China three-quarters of the population never traveled farther than  five miles  from  their  birthplaces,  and  before  the  advent  of  book  printing, most  people  knew  very  little about what happened beyond their narrow horizons. Since then technical and organizational progress has continually reduced the costs of transporting goods and "transporting" ideas (communication). Transport and communication have also become user-friendly. Now fax machines, satellite TV, and global computer networks are revolutionizing the world economy yet again.  

Businesses  locate  their plants  so as  to economize on  transport  and communication costs  (and  reduce  the risks of transport disruptions) between the locations of their inputs and the locations of their market demand. In the past,  firms  that depended on heavy  inputs,  such as  steel makers,  located near  the  source of major  inputs, such as coal mines. Firms  that  require  intensive and  frequent  interaction with  their customers  locate near  the demand. Gasoline  stations,  for  example,  locate  near  busy  intersections.  Transport  and  communication  costs normally  give  firms  a  degree  of  local monopoly. But  concern  about  neighboring  competitors  entering  their market niche tends to keep them from abusing  this market power, keeping them in "creative unease" and thus forcing them to control costs and to remain innovative.  

Falling  transport and communication costs  threaten  such market niches. Producers are now often able  to move away from their sources of supply or the neighborhood of their demand. Many firms have become more "footloose". Thus, we now find steel plants in Japan and Korea, far from the iron and coal mines but near ports, because the low cost of sea transport made it possible to ship coal and iron ore to locations with a favorable investment  climate. Similarly,  the  telecommunications  revolution  has made many  service operations  footloose. For example, daily accounting services for a business in Chicago may be done by an office at the end of the fax line in Singapore.   

Businesses combine inputs that are mobile in space, such as know-how and capital, with inputs that cannot be moved at all or only at great cost, such as land or unskilled labor. One immobile factor that must not be forgotten  is government. Good government can  raise  the productivity of  the other  inputs and make certain  locations attractive. Bad government – a hostile government or a confusing, complex set of regulations; high taxes; and poor public infrastructures – can lower productivity and induce the flight of mobile production factors.  

The nineteenth-century German economist Johann Heinrich, the father of spatial economics, laid out a basic principle of spatial economics. Producers who are remote from the market can succeed only if they bear the transport cost to the marketplace. But the mobile production factors have to be paid the same return, wherever they are used. Otherwise they leave. Therefore, pointed out Johann Heinrich, the owners of immobile production factors (like land) must absorb the entire transport-cost disadvantage of remote locations.  

This "Johann Heinrich principle" can be demonstrated at various levels of spatial analysis. 
1. In a city or region, real estate rents drop as one moves from  the center of activity. In  the center, enterprises use a lot of capital to build high rises, saving on high land costs, and only space-saving offices, not large production plants, are located there. Cheap land on the periphery is devoted to land-intensive uses, such as for storage and dumps. If landowners on the periphery were to raise rents, they would soon be out of business.  

2. Within a nation, landowners, workers, and the tax collector can reap high "location rents" if they operate in the central areas of economic activity, like Chicago or Los Angeles. There, mobile factors crowd in, so that intensive use is made of land, labor, and public administration, and high incomes are earned. High rental prices for  the  immobile  inputs determine which goods and services are produced and which production methods are used. If, however, the differentials in land, labor, and tax costs between central regions and more remote locations  exceed  the  transport  costs  from  the  remote  locations  to  the  central markets, producers migrate. That  is how industry has spread out from historic centers like New York and Pittsburgh to new industrial regions.  

3. On a global scale, as German economist Herbert Giersch recently pointed out, North America, Western Europe, and Japan are  the central  locations. World-market prices and product standards are determined  there, and the highest incomes are earned. Both mobile and immobile inputs are most productive in these centers. Further away  in economic space are  the new  industrial countries, such as Taiwan, Korea, Malaysia, and Mexico, where  the  immobile  production  factors  are  earning  lower  returns. And  further  still,  on  the  periphery  of  the global economic system, are the underdeveloped countries with very low incomes.  

The main production  factors  that  tend  to be  internationally  immobile are  labor and government, although some countries have also attracted high  legal and  illegal  labor migration. Because  they are  internationally  immobile,  labor and governments  in non-central countries  that want to join in intensive world trade must absorb the transport-cost disadvantages. What matters in this context is "economic distance", which cannot necessarily be equated with geographic distance. Places with efficient transport connections, like Hong Kong or Singapore, 

are closer economically to Los Angeles than, say, a town in southern Mexico.   

Technical, organizational, and social change has reduced global transport and communications costs. This is now  leading  to an unprecedented degree of mobility of human,  financial and physical capital, of entrepreneurship, and of entire firms. The owners of  these mobile production factors, who wish  to supply world markets, are increasingly "shopping around" the world for the labor and the style of government administration that promise them a high rate of return (and low risks). Thus, more and more companies are becoming "locational innovators".  

Internationally, this has led to the phenomenon of globalization, which makes it imperative for the immobile production factors to become internationally competitive. High labor costs, adversarial industrial relations, productivity-inhibiting work practices,  a  costly  legal  system,  and a high  tax burden are conditions  that make countries unattractive  to globally mobile  factors of production. By contrast,  low  labor-unit costs and efficient administration are market signals with which the new industrial countries (especially in East Asia) have made themselves highly attractive to mobile resources. The influx of mobile Western firms has raised their productivity, which further enhances  the attractiveness of  these  locations even  if hourly wage rates are gradually rising 

there.  

Producers who are  losing  their  locational advantage of being near the central markets can react in one of two ways. They can be defensive by, for example, "Korea-bashing" in order to obtain political patronage, tariff protection, or "voluntary" import restraints. Or they can be proactive and competitive, raising the productivity in the center and specializing on those goods and services that still incur high transport costs and therefore still enjoy a degree of spatial monopoly. The mature high-income economies at  the center of  the world economic system tend to have the best innovative potential, and they can use this to remain attractive in the era of globalization. They are more likely to succeed if they abandon political and social regulations that impede innovation, such as a legal system that raises the costs of innovation. In time, competitive producers in central locations of 

the global economy will also discover  that  the competitive new  industrial countries will develop high  import demand for many specialties produced by the advanced central economies.  

Economic theory suggests, and history confirms, that defensive responses are very rarely sustainable over the long term. Indeed, economic openness to trade and factor mobility has been the most powerful antidote to "rent-seeking"  (the use of  restrictive political  influence  to secure artificial market niches).  In open economies political and bureaucratic power has been channeled in support of mobile producers and to create an investment climate in which footloose production factors can thrive. This explains why modern industrialization took off in Europe, where  small, open  states were  compelled by  their  citizens  to develop  institutions of  limited government, the rule of law, property rights, and support for commercial competitors, whereas the closed economy of Imperial China stagnated under arbitrary despotism, despite the much more advanced state of Chinese technical know-how. Openness to trade and factor movements (with the help of the transport and communications industries that have made such movements increasingly feasible) have indeed been among the prime movers of economic progress.  

THIRD WORLD DEBT 

By Kenneth Rogoff  

By the end of 1990 the world's poor and developing countries owed more than $1,3 trillion to industrialized countries. Among  the  largest problem debtors were Brazil ($116 billion), Mexico ($97 billion) and Argentina ($61 billion). Of  the  total developing-country debt, roughly half  is owed  to private creditors, mainly commercial banks. The  rest consists of obligations  to  international  lending organizations  such as  the  International Monetary Fund (IMF) and the World Bank, and to governments and government agencies – export-import banks, for example. Of  the private bank debt,  the bulk has been  incurred by middle-income  countries,  especially  in Latin America. The world's poorest countries, mostly in Africa and South Asia, were never able to borrow substantial sums from the private sector and most of their debts are to the IMF, World Bank, and other governments.  

Third World debt grew dramatically during  the seventies, when bankers were eager  to  lend money  to developing countries. Although many Third World governments defaulted on their debts during the thirties, bankers had put that episode out of their minds by the seventies. The mood of the time is perhaps best captured in the famous proclamation by the Citibank chairman at the time, Walter Wriston, that lending to governments is safe banking because sovereign nations do not default on their debts.  
The loan pyramid came crashing down in August 1982, when the Mexican government suddenly found itself unable to roll over its private debts (that is, borrow new funds to replace loans that were due) and was unprepared to quickly shift gears from being a net borrower to a net repayer. 
Soon after, a slew of other sovereign debtors sought rescheduling agreements, and the "debt crisis" was officially under way. Though experts do not really understand why the crisis started precisely when it did, its basic causes are clear. The sharp rise in world interest rates in the early eighties greatly increased the interest burden on debtor countries because most of their borrowings were indexed to short-term interest rates. 
At the same time, export receipts of developing countries suffered  as  commodity  prices  began  to  fall,  reversing  their  rise  of  the  seventies. More  generally,  sluggish growth in the industrialized countries made debt servicing much more difficult.  Of  course,  the  debtors were  not  simply  hapless  victims  of  external market  forces.  The  governments  of many of  the  seventeen nations  referred  to as Highly  Indebted Countries  (HICs) made  the  situation worse by badly mismanaging their economies. In many countries during the seventies, commercial bank or World Bank loans  quickly  escaped  through  the  back  door  in  the  form  of  private  capital  flight. Capital  assets  that  "fled" abroad from the HICs were 103 per cent of long-term public and publicly guaranteed debt. Loans intended for infrastructure investment at home were rerouted to buy condominiums in Miami. In a few countries, most notably Brazil, capital  flight was not  severe. But a great deal of  the  loan money was  spent  internally on dubious large-scale, government-directed investment projects. 
Though well intentioned, the end result was the same: not enough money was invested in productive projects that could be used to service the debt.  

Not all of the debtor countries were plagued by mismanagement. South Korea, considered by many to be a problem  debtor  at  the  onset  of  the  debt  crisis, maintained  a  strong  export-oriented  economy.  The  resulting growth in real GNP – averaging 9,8 per cent per year between 1982 and 1988 – allowed South Korea to make the largest debt repayments in the world in 1986 and 1987. Korea's debt fell from $47 billion to $40 billion between the end of 1985 and the end of 1987.  

But for most debtor countries, the eighties were a decade of economic stagnation. Loan renegotiations with bank committees and with government lenders became almost constant. While lenders frequently agreed to roll over a portion of interest due (thus increasing their loans), prospects for net new funds seemed to dry up for all but a  few developing countries,  located mostly  in  fast-growing Asia.  In  this context bankers and government officials began to consider many schemes for clearing away the developing-country debt problem.  

In  theory,  loans by governments  and by  international  lending organizations are senior to private debts – they must be repaid first. But private lenders are the ones who have been pressing to have their loans repaid.   

Many Third World  debtors,  particularly  in Latin America,  chafe  at  being  asked  to  pay  down  their  large debts. Their  leaders  plead  that  debt  is  strangling  their  economies  and  that  repayments  are  soaking  away  resources desperately needed to finance growth. Although these pleas evoke considerable sympathy from leaders of rich countries, opinions over what to do are widely divided.  

A staggering range of "solutions" has been proposed. Some of the more ambitious plans would either force private creditors to forgive part of their debts or use large doses of taxpayer resources to sponsor a settlement, or  both. Current  official  policy, which  is  based  on  the Brady  Plan  (after U.S.  Treasury  Secretary Nicholas Brady), is for governments of industrialized countries to subsidize countries where there is scope for negotiating large-scale debt-reduction agreements with the private commercial banks. In principle, countries must also demonstrate the will to implement sound economic policies, both fiscal and monetary, to qualify. A small number of Brady Plan deals have been completed to date, the most notable being Mexico's 1990 debt restructuring.  

Toward the end of the eighties, a number of sovereign debtors began experimenting with so-called market-based debt-reduction schemes,  in which countries  repurchased  their debts at a discount by paying cash or by giving creditors equity in domestic industries. On the surface these plans appear to hurt banks because debts are retired at a fraction of their full value. But a closer inspection reveals why the commercial banks responded so enthusiastically.  

Consider  the Bolivian buy-back of March 1988. When  the Bolivian deal was first discussed  in  late 1986, Bolivia's government had guaranteed $670 million  in debt  to commercial banks.  In world  secondary markets this debt traded at six cents on the dollar. That is, buyers of debt securities were willing to pay, and some sellers were willing to accept, only six cents per dollar of principal. Using funds that primarily were secretly donated by neutral third countries – rumored to include Spain, the Netherlands, and Brazil – Bolivia's government spent $34 million in March 1988 to buy back $308 million worth of debt at eleven cents on the dollar. Eleven cents was  also  the  price  that  prevailed  for  the  remaining Bolivian  debt  immediately  after  the  repurchase. 
At  first glance the buy-back might seem a triumph, almost halving Bolivia's debt. The fact that the price rose from six to eleven cents was interpreted by some observers as evidence that the deal had strengthened prospects for Bolivia's economy.  A more sober assessment of the Bolivian buy-back reveals that commercial bank creditors probably reaped most of  the benefit. Before  the buy-back, banks expected  to  receive a  total of $40,2 million  (.06 × $670 million). After the buy-back, banks had collected $34 million and their expected future repayments were still $39,8 million  (.11 × $362 million).
How did creditors manage  to  reap  such a  large share of  the benefits? Basically, when a country is as deep in hock as Bolivia was, creditors attach a far greater likelihood to partial repayment than to full repayment. Having the face value of the debt halved did little to reduce the banks' bargaining leverage with Bolivia, and  the chances  that  the canceled debt would have eventually been paid were  low anyway. 

Similar problems can arise even in countries whose debt sells at much smaller discounts. The  fact  that buy-backs  tend  to bid up debt prices presents difficulties  for any plan  in which  funds  taken from  taxpayers  in  industrialized countries are used  to promote debt  restructurings  that  supposedly are  for  the sole benefit of people in the debtor countries. Banks will surely know of the additional resources available for repayment, and they will try to bargain for higher repayments and lower rollovers. The main focus of the Brady Plan is precisely to ensure that the lion's share of officially donated funds reaches debtors. But the fact that debt prices have been  stronger  in  countries  that have  implemented Brady Plans  than  in non-Brady Plan  countries suggests that the effort to limit the gain for banks has been only partially successful.  

Aside from the question of such "leakage" to private banks, there are serious equity concerns with any attempt to channel large quantities of aid relief to deal with private debt. Though poor by standards of Europe and the United States, countries such as Brazil, Mexico, and Argentina rank as middle  to upper-middle  income  in 

the broader world community. The average per capita income in the seventeen HICs was $1,430 in 1987. This compares with $470  in developing East Asia and $290  in South Asia. Even Bolivia, South America's basket case, has  twice  the per capita  income of India. On a need basis,  therefore, Africa and South Asia are stronger candidates for aid.  
UNEMPLOYMENT 

By Lawrence H. Summers  

Few economic indicators are of more concern to Americans than unemployment statistics. Reports that unemployment rates are dropping make us happy; reports to the contrary make us anxious. But just what do unemployment figures tell us? Are they reliable measures? What influences joblessness?  

Each month,  the  federal  government's Bureau  of Labor Statistics  randomly  surveys  sixty  thousand  individuals  around  the  nation.  If  respondents  say  they  are  both  out  of work  and  seeking  employment,  they  are counted as unemployed members of the labor force. Jobless respondents who have chosen not to continue looking for work are considered out of the labor force and therefore are not counted as unemployed. Almost half of all unemployment spells end because people  leave  the  labor force. Ironically, those who drop out of  the  labor force – whether because they are discouraged, have household responsibilities, or are sick – actually make unemployment rates look better; the unemployment rate includes only people within the labor force who are out of work.  

Not all unemployment is the same. Unemployment can be long- or short-term. It can be frictional, meaning someone is between jobs. Or it may be structural, as when someone's skills are no longer demanded because of a change in technology or an industry downturn.  

Some say there are reasons to think that unemployment in the United States is not a big problem. In 1991, 32,8 per cent of all unemployed people were under  the age of  twenty-four and presumably few of  these were the main source of  income  for  their  families. One out of six of  the unemployed are  teenagers. Moreover,  the average duration of a spell of unemployment is short. In 1991 it was 13,8 weeks. And the median spell of unemployment is even shorter. In 1991 it was 6,9 weeks, meaning that half of all spells last 6,9 weeks or less.  

On  the basis of numbers  like  the above, many economists have  thought  that unemployment  is not a very large problem. A  few weeks of unemployment seems  to  them  like  just enough  time  for people  to move  from one job to another. Yet these numbers, though accurate, are misleading. Much of the reason why unemployment spells appear  short  is  that many workers drop out of  the  labor  force at  least  temporarily because  they cannot find attractive jobs. Often two short spells of unemployment mean a long spell of joblessness because the person was unemployed for a short time, then withdrew from the labor force, and then reentered the labor force.  

And even if most unemployment spells are short, most weeks of unemployment are experienced by people who are out of work  for a  long  time. To  see why, consider  the  following example. Suppose  that each week, twenty spells of unemployment lasting one week begin, and only one begins that lasts twenty weeks. Then the average duration of a completed spell of unemployment would be only 1,05 weeks. But half of all unemployment (half of  the  total of forty weeks  that  the  twenty-one people are out of work) would be accounted for by spells lasting twenty weeks.  

Something like this example applies in the real world. In November 1991, for example, 40 per cent of the unemployed had been unemployed  for  less  than  five weeks, but 15 per cent had been unemployed  for  six or more months.  

To  fully  understand  unemployment, we must  consider  the  causes  of  recorded  long-term  unemployment. Empirical evidence shows  that  two causes are welfare payments and unemployment  insurance. These government assistance programs contribute to long-term unemployment in two ways.  

First,  government  assistance  increases  the measure  of  unemployment  by  prompting  people who  are  not working to claim that they are looking for work even when they are not. The work-registration requirement for welfare recipients, for example, compels people who otherwise would not be considered part of the labor force to register as if they were a part of it. This requirement effectively increases the measure of unemployed in the labor  force even  though  these people are better described as non-employed –  that  is, not actively  looking  for work. In a study using state data on registrants in Aid to Families with Dependent Children and food stamp programs, my colleague Kim Clark and I found that the work-registration requirement actually increased measured unemployment by about 0,5 to 0,8 percentage points. In other words, this requirement increases the measure of unemployment by 600,000  to 1 million people. Without  the condition  that  they  look  for work, many of  these people would not be counted as unemployed. Similarly, unemployment insurance increases the measure of unemployment by inducing people to say that they are job hunting in order to collect benefits.  

The second way government assistance programs contribute to long-term unemployment is by providing an incentive, and the means, not to work. Each unemployed person has a "reservation wage" – the minimum wage he or  she  insists on getting before accepting a  job. Unemployment  insurance and other  social assistance programs increase that reservation wage, causing an unemployed person to remain unemployed longer.  

Consider, for example, an unemployed person who  is used  to making $10.00 an hour. On unemployment insurance this person receives about 55 per cent of normal earnings, or $5,50 per lost work hour. If that person is in a 15 per cent federal tax bracket, and a 3 per cent state tax bracket, he or she pays $0,99 in taxes per hour not worked and nets $4,51 per hour after taxes as compensation for not working. If that person took a job that paid $10,00 per hour, governments would take 18 per cent for income taxes and 7,5 per cent for Social Security taxes, netting him or her $7,45 per hour of work. Comparing the two payments, this person may decide that a day of  leisure  is worth more  than  the extra $2,94 an hour  the  job would pay. If so,  this means  that  the unemployment insurance raises the person's reservation wage to above $10,00 per hour.  

Unemployment, therefore, may not be as costly for the jobless person as previously imagined. But as Harvard economist Martin Feldstein pointed out in the seventies, the costs of unemployment to taxpayers are very great  indeed. Take  the example above of  the  individual who could work  for $10,00 an hour or collect unemployment  insurance of $5,50 per hour. The cost of unemployment  to  this unemployed person was only $2,94 per hour,  the difference between  the net  income  from working and  the net  income  from not working. And as compensation for this cost, the unemployed person gained leisure, whose value could well be above $2,94 per hour. But other taxpayers as a group paid $5,50 in unemployment benefits for every hour the person was unemployed, and got back  in  taxes only $0,99 on  this benefit. Moreover,  they forwent $2,55  in  lost  tax and Social Security revenue that this person would have paid per hour employed at a $10,00 wage. Net loss to other taxpayers: $7,06 per hour. Multiply this by millions of people collecting unemployment, each missing hundreds of hours of work, and you get a cost to taxpayers in the billions.  

Unemployment insurance also extends the time a person stays off the job. Clark and I estimated that the existence of unemployment insurance almost doubles the number of unemployment spells lasting more than three months. If unemployment  insurance were eliminated,  the unemployment rate would drop by more  than half a percentage point, which means  that  the number of unemployed people would fall by over 600,000. This  is all the more significant in light of the fact that less than half of the unemployed receive insurance benefits.  

Another cause of long-term unemployment is unionization. High union wages that exceed the competitive market  rate are  likely  to cause  job  losses  in  the unionized sector of  the economy. Also,  those who  lose high-wage union  jobs are often reluctant  to accept alternative  low-wage employment. Between 1970 and 1985, for example, a state with a 20 per cent unionization rate, approximately the average for the fifty states and the District of Columbia, experienced an increase in unemployment of 1,2 percentage points relative to a hypothetical state that had no unions. To put this in perspective, 1,2 percentage points is about 60 per cent of the increase in normal unemployment between 1970 and 1985.  There  is no question  that  some  long-term unemployment  is caused by government  intervention and unions that interfere with the supply of labor. It is, however, a great mistake (made by some conservative economists) to attribute most unemployment to government interventions in the economy or to any lack of desire to work on the part of the unemployed. Unemployment was a serious economic problem in the late nineteenth and early twentieth  centuries  prior  to  the welfare  state  or widespread  unionization. Unemployment  then,  as  now, was  closely linked  to  general macroeconomic  conditions. The Great Depression, when  unemployment  in  the United States reached 25 per cent is the classic example of the damage that collapses in credit can do. Since then, most economists have agreed that cyclical fluctuations in unemployment are caused by changes in the demand for labor, not by changes in workers' desires to work, and that unemployment in recessions is involuntary.  

Even leaving aside cyclical fluctuations, a large part of unemployment is due to demand factors rather than supply. High unemployment in Texas in the early eighties, for example, was due to collapsing oil prices. High unemployment  in New  England  in  the  early  nineties  is  due  to  declines  in  computer  and  other  industries  in which New England  specialized. The process of adjustment  following  shocks  is  long and painful, and  recent research  suggests  that  even  temporary  declines  in  demand  can  have  permanent  effects  on  unemployment  as workers who lose jobs are unable to sell their labor due to a loss of skills or for other reasons. Therefore, most economists who study unemployment support an active government role in training and retraining workers and in maintaining stable demand for labor.  

Long before Milton Friedman and Edmund Phelps advanced  the notion of  the natural  rate of unemployment  (the  lowest  rate  of  unemployment  tolerable without  pushing  up  inflation)  policymakers  had  contented themselves with striving for low, not zero, unemployment. Just what constitutes an acceptably low level of unemployment has been redefined over the decades. In the early sixties an unemployment rate of 4 per cent was both desirable  and  achievable. Over  time,  the unemployment  rate drifted upward  and,  for  the most part, has hovered around 7 per cent. Lately, it has fallen to 6 per cent. I suspect that some of the reduction in the apparent natural rate of unemployment in recent years has to do with reduced transitional unemployment, both because fewer people are between  jobs and because they are between  jobs for shorter periods. A sharply falling dollar has  led  to a manufacturing  turnaround. Union power has been eroded by domestic regulatory action and  inaction, as well as by international competition. More generally, international competition has restrained wage increases in high-wage industries. Another factor making unemployment lower is a decline in the fraction of the unemployed who are supported by unemployment insurance.  

Although the most recent recession has seen increased unemployment, the unemployment rates are still low by  the standard of previous downturns. Recovery should bring some  improvement. Over  the  longer  term key variables affecting unemployment will  include unemployment  insurance, unionization, and  the  success of  the economy in handling the reduced demand for unskilled workers caused by technological innovation.  

WAGES AND WORKING CONDITIONS 

By Stanley Lebergott  

CEOs of multinational corporations, exotic dancers, and children with  lemonade stands have at  least one thing  in common. They all expect a  return  for  their effort. Most workers get  that  return  in a subtle and ever changing combination of money wages and working conditions. This article describes how they changed for the typical U.S. worker during the twentieth century.  

Surely  the single most fundamental working condition  is  the chance of death on  the  job. In every society workers  are killed or  injured  in  the process of production. While occupational deaths  are  comparatively  rare overall in the United States today, they still occur with some regularity in ocean fishing, the construction of giant bridges and skyscrapers, and a few other activities.  

For all United States workers  the number of fatalities per dollar of real (inflation-adjusted) GNP dropped by 96 per cent between 1900 and 1979. Back in 1900 half of all worker deaths occurred in two industries – coal mining  and  railroading. But between 1900  and 1979  fatality  rates per  ton of  coal mined  and per  ton-mile of freight carried fell by 97 per cent.  

This spectacular change in worker safety resulted from a combination of forces that include safer production  technologies,  union  demands,  improved  medical  procedures  and  antibiotics,  workmen's  compensation laws, and  litigation. Ranking  the  individual  importance of  these  factors  is difficult and probably would mean little. Together, they reflected a growing conviction on the part of the American people that the economy was productive enough to afford such change. What's more, the United States made far more progress in the work-

place than it did in the hospital. Even though inflation-adjusted medical expenditures tripled from 1950 to 1970 and increased by 74 per cent from 1975 to 1988, the nation's death rate declined in neither period. But industry succeeded in lowering its death rate, both by spending to improve health on the job and by discovering, developing, and adopting ways to save lives.  

Data for injuries are scarcer and less reliable, but they probably declined as well. Agriculture has one of the highest injury rates of any industry; the frequent cuts and bruises can become infected by the bacteria in barnyards and on animals. Moreover, work animals and machinery frequently  injure farm workers. Since  the proportion of  farm workers  in  the  total  labor  force  fell  from  about 40 per  cent  to 2 per  cent between 1900  and 1990, the U.S. worker injury rate would have fallen even if nothing else changed. The limited data on injuries in manufacturing also indicate a decline.  

Another basic aspect of working conditions is exposure to the weather. In 1900 more than 80 per cent of all workers farmed in open fields, maintained railroad rights of way, constructed or repaired buildings, or produced steel and chemicals. Their bosses may have been comfortably warm in the winter and cool in the summer, but the workers were  not. A  columnist  of  that  era  ironically  described  the  good  fortune  of workers  in Chicago steelworks, who could count on being warmed by the blast from the steel melt in freezing weather. Boys who 

pulled glass bottles from furnaces were similarly protected – when they didn't get burned. By 1990, in contrast, more than 80 per cent of the labor force worked in places warmed in the winter and cooled in the summer.  

Hours of work  for both men and women were  shorter  in  the United States than in most other nations in 1900. Women  in Africa and Asia still spent  two hours a day pounding husks off wheat or rice  for  the  family food. American women bought  their  flour  and  cornmeal, or  the men hauled  it home  from  the mill. Women, however, still typically worked from dawn to dusk, or even longer by the light of oil or kerosene lamps. Caring for sick children lengthened those hours further. Charlotte Gilman, an early feminist leader, declared that cooking and care of the kitchen alone took forty-two hours a week. Early budget studies are consistent with that estimate. Men, too, worked dawn to dusk on the farm, and in most non-farm jobs (about 60 per cent of the total), men worked ten hours a day, six days a week.  

By 1981 (the latest date available), women's kitchen work had been cut about twenty hours a week, according  to national  time-budget studies  from Michigan's  Institute of Survey Research. That  reduction came about because families bought more restaurant meals, more canned, frozen, and prepared foods, and acquired an arsenal  of  electric  appliances. Women  also  spent  fewer  hours washing  and  ironing  clothes  and  cleaning  house. 

Fewer hours of work in the home had little impact on women's labor force participation rate until the great increase after 1950. Men's work hours were cut in half during the twentieth century. That decline reflected a cut of more than twenty hours in the scheduled work week. It also reflected the fact that paid vacations – almost non-existent in 1900 – had spread, and paid holidays multiplied.  

In addition, the percentage of the labor force in the worst jobs has declined dramatically. Common laborers in most societies face the most arduous, dangerous, and distasteful working conditions. Their share of the U.S. labor force fell from about 30 per cent to 5 per cent between 1900 and 1990. Thousands of men in 1900 spent their  lives  shoveling coal  into  furnaces  to power  steam engines. Less  than 5 per cent of  factory power came from electric motors. By 1990 nearly all these furnaces, and men, had been replaced – first by mechanical stokers and then by oil burners and electric motors. Tens of thousands of other men in 1900 laid railroad track and ties, shifting  them by brute force, or shoveled  tons of coal and grain  into gondola cars and ships' holds. They too have given way to machines or now use heavy machinery to ease their toil.  

The largest group of common laborers in 1900 was the men, women, and children who cultivated and harvested crops by hand (e.g. cotton, corn, beets, potatoes). Most blacks and many Asian and Mexican-American workers did so. These millions were eventually replaced by a much smaller group, generally using motorized equipment. New machinery also eased  the  lot of  those who once spent  their  lives shoveling  fertilizer, mixing cement, working in glue-works, carrying bundles of rags, waste paper, or finished clothing, and tanning hides.  

Such  tasks remain a miserable fact of  life  in many societies. But  the expanding U.S. economy forced  improvement as workers got the choice of better jobs on factory assembly lines, in warehouses, and in service establishments. Producers increasingly had to replace departing common labor with machinery. They substituted machinery for labor across the board. (Computer software even replaced some bank vice presidents). But many more men who labored at difficult and boring jobs were replaced by machines tended by semi-skilled workers. 

Between 1900 and 1990 the amount of capital equipment used by the typical American worked rose about 150 per cent, taking all industries together. Rock singers, movie stars, athletes, and CEOs stand at one end of the income distribution. At the other end are  part-time workers  and many  of  the  unemployed.  The  differences  in  annual  earnings  only  partly  reflect hourly wages. They also reflect differences in how many hours a year workers spend on the job.  Thanks  to  increased  income  tax  rates  since 1936,  today's workers  attempt  to  reduce  taxes by  converting their earnings into other, non-taxable forms of income. Why use after-tax income to pay for medical care if you can get it as an untaxed fringe benefit? Why pay for the full cost of lunch if the company can subsidize meals at work? The proliferation of such "receipts in kind" has made it increasingly difficult to make meaningful comparisons of the distribution of income over time or of earnings in different social and occupational groups.  

Comparing money wages  over  time  thus  offers  only  a  partial  view  of what  has  happened  to worker  incomes. But what do  the simple overall figures for earnings by  the  typical worker (before  tax and  ignoring "in kind" allowances) show? By 1980 real earnings of American non-farm workers were about four times as great as  in 1900. Government  taxes  took away an  increasing share of  the worker's paycheck. What remained, however, helped  transform  the American standard of  living.  In 1900 only a handful earned enough  to enjoy such 

expensive luxuries as piped water, hot water, indoor toilets, electricity, and separate rooms for each child. But by 1990 workers' earnings had made such  items commonplace. Moreover, most Americans now have  radios, TVs, automobiles, and medical care that no millionaire in 1900 could possibly have obtained.  

The  fundamental  cause of  this  increase  in  the  standard  of  living was  the  increase  in  productivity. What caused that increase? The tremendous changes in Korea, Hong Kong, and Singapore since World War II demonstrate how  tenuous  is  the connection between productivity and such factors as sitting in classrooms, natural resources, previous history, or racial origins. Increased productivity depends more on national attitudes and on free markets, in the United States as in Hong Kong and Singapore.  

Output per hour worked  in  the United States, which already  led  the world  in 1900,  tripled  from 1900  to 1990.  Companies  competed  away  much  of  that  cost  savings  via  lower  prices,  thus  benefiting  consumers. (Nearly  all  of  these  consumers,  of  course, were  in workers'  families). Workers  also  benefited  directly  from higher wages on the job.  

The U.S. record for working conditions and real wages reveals impressive and significant advances, greater than in many other nations. But the quest for still higher wages and for less effort and boredom shows no sign of halting.  
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