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UNIT 1
WHAT IS ECONOMICS?

Key words and phrases:
by forcy — cuoro;
society — cycHiibCTBO;
orderly system — BropsiikoBaHa cucTeMa.

What is Economics?

Let's face it: If there's one fundamental principle guiding life on earth, it's
scarcity. There simply aren't enough beachfront houses, luxury cars, and seats at
the theater for everyone who wants one! And on a more serious note, there's not
enough food, clothing, and medical care for everyone who needs it.

The entire discipline of economics —and all economic activity — arises from
a scarcity of goods and services in comparison to human wants and needs. If there
Is not enough of something for everyone who wants or needs it, society faces a
serious problem: it has to make decision about some basic economic questions.

Throughout history there have always been people who obtained what they
wanted or needed by force. The barbarians who sacked Rome practiced this form
of «economic activity», and in modern times it is practiced by armed robbers. But
a society requires an orderly system of producing and distributing the necessities
and luxuries of life. Such a system is essential to a stable society. Economics is
the study of systems of production and distribution — which are called economies
— and of their fundamentals, dynamics, and results.

Language work
Exercise 1. Study these words and their negative forms and fill in the gaps
in the sentences. Then make up your own sentences in which the negative forms
are used.

certain (Bu3HauYCHUI1, BIICBHCHUI) uncertain
exact (trounuit, 6€3MOMHUIKOBHUIA) inexact
predictable (mepenbauyBanuii) unpredictable
precise (TOYHMiA, YiTKUH, BA3HAUCHUH) imprecise

1. You have to be very_in this job, because a small mistake can make a
big difference.

2. Areyou that you’ll get there in time?

3. We have done this experiment before. The results are rather

4. OQur train leaves at 10 o’clock




Exercise 2. Read the text and say why economics is inexact.

Key words and phrases:

Government — ypAn;

Prison — B’ SI3HUIL,

national defense — namionaneHa Ge3neka;
interaction — B3aEMO/Iis,

certainty — BHU3HAYCHICTh,

sales tax — MIOJIATOK Ha MPOJIAK;
Income tax — II0JIATOK Ha JTOXOJIH;
behaviour — MMOBEIIHKA;

to avoid — YHHKATH,

to raise — MiHIMATH;

to experience — BUNPOOOBYBATH, TOCTIIKYBaTH,
to deal with — MaTH CIIPaBy 3.

An Inexact Science

Economics is the study, description, and analysis of the ways in which a
society produces and distributes. In economics, the term goods and services refers
to everything that is produced in the economy — all products and services,
including government «services,» such as national defense and the prison system.

Economics is one of the social (as opposed to natural or physical) sciences,
as are psychology and anthropology. Social sciences examine and explain human
interaction. Because of this, the findings and knowledge produced by a social
science generally cannot be as exact or predictable as those of a physical science,
such as physics or chemistry.

For instance, if you put water in a saucepan on a stove, you know with
certainty that it will boil when it reaches 212° Fahrenheit. But if you are the
governor of a state and you raise the state sales tax, you cannot be certain about
the effect it will have. And you won’t be able to answer any of the following basic
guestions: How much money will the tax raise? In order to avoid the tax, will
people take more of their business across the state line? Will they shop more often
on the Internet, where there is no sales tax (yet)? Will companies in the state
experience lower sales and generate lower corporate income taxes as a result?

Economics deals with these kinds of questions, but it seldom comes up with
totally precise explanations or correct predictions.

Why? Because human behavior in the economic realm is as complex and
mysterious as it is in any other sphere of life.

Exercise 3. Find in the text.

» two parts of the state system;
 two other social sciences;

» two physical sciences;

» two types of taxes.



Exercise 4. Say if the following is true or false. Correct the false statements.

1. Social sciences study the natural world around us.

2. Physical sciences are more exact than social sciences.

3. Government «services,» such as national defense and the prison system
are not studied by economics.

4. Human behaviour can be examined and predicted with much precision.

5. Water boils at 212° Fahrenheit.

6. The raise of sales tax always causes lower sales.

Exercise 5. Read the text and choose the most suitable title for it.
What Is Economics and Who Cares?

It's Not Perfect, but It Helps!

Will That Be Large or Small?

Key words and phrases:

likely — BipOTiJIHO;

to provide — 3a0e3neuyBaTy;
tools — THCTPYMEHTH;
framework — CTPYKTYpa,

to occupy — 3aliMary;

majority — OUTBIIICTB;

issue — IYHKT, Ipo0JIeMa;
challenge — CKJIaJIHE 3aBIaHHA,
expansion — PO3IINPECHHS;
recession — criaf;

to encourage — 3a0X04YyBaTH;

to overcome — nepedoproBaTH;
poverty — O1HICTB,
equipped — oOJagHAHHS.

The good news, however, is that economics can tell us the likely results of
a sales tax. In addition, as a scientific discipline, economics provides extremely
useful analytical tools and frameworks for understanding human behavior in the
areas of getting and spending money, which (let's face it) occupies the majority
of most people's waking hours.

Economics deals with fundamental, often life-or-death issues. That is why
economics is important. Its challenge lies in its mysteries: We don't know when
the next expansion or recession will come. We don't know if a federal tax cut will
help the economy grow. We don't know which new technologies should be
encouraged and which ones won't pan out (ue BcTurayts). And, tragically, we
don't know how to overcome poverty, hunger, crime, and other evils rooted in
economic reality. But economics is the branch of the social sciences most
concerned with these matters, and it is the one that's well equipped to help us deal
with them.



Economics provides a framework for understanding government policies,
business developments, and consumer behavior here and abroad. It pro- vides a
rich context for making decisions in your business, professional, and financial
life. The economy is to business as the ocean is to fish. It is the environment in
which business operates. The more you know about this environment, the better
you will function as a manager, analyst, and decision- maker.

Exercise 6. Match these words as they go together in the text.

likely decisions
life-or-death poverty
overcome issues
government policies
business life

consumer behavior
making results
financial developments

Exercise 7. Read and translate the words.
Influence, responsible for, financial development programs, constant, take
into account, complicated, accept.

Exercise 8. Remember the words.

forecast IPOTHO3

evidence CBIIONTBO, (haKT

pattern 3pa30K, IPUHLIUI
outcome pe3ynbTaT, HacI1J0K
challenge CKJIQJHE 3aBIaHHS

long range trends JOBTOCTPOKOBI TCHJICHIII1
to be involved OyTH BTSATHYTHM

stock exchange donmoBa Oipxa

variable 3MiHHA

Exercise 9. Read the text and complete the charts to classify economics
subdivisions according to different criteria.

1 Economics 2 Economics 3 Economics

./l\./\‘/l\‘



The field of economics may be divided in several different ways, most
popularly microeconomics (at the level of individual choices) versus
macroeconomics (aggregate results). Today there is a view that good
macroeconomics has solid microeconomic foundations. In other words, its
theories should have evidential support in microeconomics. A few authors (for
example, Kurt Dopfer and Stuart Holland) also argue that ‘'mesoeconomics’, which
considers the intermediate level of economic organization such as markets and
other institutional arrangements, should be considered a third branch of economic
study.

Theories developed as a part of economic theory have also been applied in
other fields such as criminal behavior, scientific research, death, politics, health,
education, family, dating, etc. This is allowed because economics is
fundamentally about human decision-making. One of the main purposes is to
understand how economies work, and what are the relations between the main
economic players and institutions.

Economics can also be divided into numerous sub disciplines that do not
always fit neatly into the macro-micro categorization. These sub disciplines
include: international economics, development economics, industrial
organization, public finance, economic psychology, economic sociology,
institutional economics and economic geography.

Another division of the subject distinguishes positive (descriptive)
economics, which seeks to predict and explain economic phenomena, from
normative economics, which orders choices and actions by some criterion.

Exercise 10. Define which sub-discipline deals with the following subjects
and fill in the table.

Microeconomics Macroeconomics

household incomes
national income
employment

inflation

prices in local markets
small businesses




UNIT 2
ECONOMIC SYSTEMS

Key words and phrases:
to determine — Bu3Hauary;
to encourage — 3a0xo4yBary;
to evaluate — ouinroBaTH;
to rely on — noknanarucs;
to obey — migkopsTHCS;
to satisfy, to meet — 3a10BOJIbHATH;
amount — 00’eM, KIJIbKICTB,
habit — 3Buuka;
custom — 3Buyai,
authority — Bnaza;
profit — mpuoyTOK;
influence — Bruus;
measure — mipa;
InCOMe — JoxiJ.

The Basic Kinds of Economic Systems

The wants people have are almost unlimited. However, each society has a
limited amount of resources from which to provide the goods and services to
satisfy these wants. This scarcity of resources forces every society to make
decisions about the following questions:

— Which goods and services will be produced?

— How will these goods and services be produced?

— How will the goods and services be distributed?

The answers for every particular country will depend on its priorities. Some
countries consider it very important to be powerful and to feel safe. Other
countries are concerned with providing food and clothing to all inhabitants. The
decision that a country make will determine the type of economic system it has.

The basic types of economic systems are traditional, command and market.
Traditional system is the system in which people do things the way they have
always done them. They rely on the same tools and methods used by their parents.
There is little or no change in such systems because most people methods are
based on habit, custom and religious belief. Individuals are not free to make
decisions according to what they want to have. Traditional system is not as widely
spread as it was before. Though it is still a major force in some areas on the west
coast of Canada, in Latin America, Africa and Middle East.

In a command system, the basic economic decision of what and how to
produce and distribute is made by a central authority. The members of the society
in the system obey. The central authority consists of one person or a small group
who control factories, equipment and land. This system is still powerful in China



and Cuba and recently our country and the countries of Eastern Europe operated
under strong command system.

In a market system, the basic economic decision is based on the actions of
people and business firms participating in many different markets. A market
system produce goods and services that people are willing to buy and that can
bring a profit to the sellers. The interaction of consumers and producers makes
the system work. US, Canada and Japan are the best examples of this type of
economic system.

The fact is that none of today's economic system is based totally on one of
three principles just described. Modern economics have some element of all three
influences in them. However one of the principles is usually stronger than the
others and defines the whole system.

A society's standard of living is one way to evaluate an economic system.
The standard of living is a measure of how well the people live. It depends on the
amount and kind of goods and services the people of a country enjoy, or their
income.

Language work
Exercise 1. Match 1-7 with a—g to make meaningful phrases.

1 to provide a) the type of economic system

2 tosatisfy b) the central authority

3 to determine C) goods and services

4 torely d) the income

5 toobey e) people’s wants

6 to evaluate f) to work hard

7 toencourage g) on the same tools and methods

Exercise 2. Answer these questions.

1. Why do people have to limit their wants?

2. What are the basic questions of economy?

3. What defines the type of economic system the country has?
4. What types of economic systems do you know?

Exercise 3. Answer some more questions about economic systems.

1. Why is there no change in traditional system?

2. Who makes the basic decision in command system?

3. How do you understand that interaction of consumers and producers
makes market system work?

4. How do economists evaluate people’s standard of living?

Exercise 4. Translate into English using the words from the text.

1. 3Buyai, 3BUYKHM U peniriiiHi BipyBaHHs 3MYILIYIOTh JIOAEH MOKIagaTHCS
HAa T1 K 3HAPSAMSA W METOIM Mpalli, IKUMU BOHU KOPUCTYBAJIKCS 3aBXK/IH.
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2. JledimuT pecypciB 3Mmymiye Joneid OOMEXyBaTH CBOI OakaHHS U
moTpeou.

3. VYpsan 3mylrye 4iieHiB CYCHIIbCTBA MiAKOpsATHCS. BiH Hap'a3ye cBoi
pILIEHHS.

4. BupoOGHUIITBO TOBApPIB 1 MOCIYT 3aJICKUTH BiJl B3aEMO/IIT CITOKMBAYa i
BUPOOHHKA.

5. Y KomaHHINA cHCTeM1 BC1 3MIHU B €KOHOMIII 3aJIeKaTh BIJl ypsaYy.

6. Ypsia 3aiiMa€eThCs MIBUILICHHSM P1BHS )KUTTS HACEJICHHS.

7. Lls xoMITaHis 3aiiMa€eThes MPOOIEMOIO PO3IOILITY.

8. TpaauiiiiiHa cucTeMa 3aCHOBaHA Ha 3BUYAsX, TPAIUIIIAX 1 BIpyBaHHSX.

9. KinpKicTh pecypciB BIUTUBAE Ha 0OCSIT BUPOOHUIITBA.

10. ExoHOMIYHA cucTeMa HE MOXKE IPYHTYBaTHUCS TUIBKA HAa OJHOMY
TIPUHIIUITI.

11. PO3BUTOK €EKOHOMIKH B KOMaHIHIN CUCTEMI 3HAXOIUTHCS 11 BILIMBOM
LEHTPAJIBHOI BIAJIH.

Exercise 5. Read the article and check your comprehension by doing the
Ex. 6.

Business Books

Keeping up with developments in your professional field is getting more
and more difficult. It used to be enough to read a few trade magazines, attend the
occasional conference and subscribe to a professional website. Nowadays,
though, it seems this is not enough.

Many people involved in business today will have heard of long tails, black
swans, freakonomics and one-minute managers. However, if you haven’t read the
right books and don’t know the jargon, a «long tail» is a way of describing sales
patterns, a «black swany is an unusual but high-impact event, «freakonomicsy is
a way of describing unusual economic effects and the «one-minute manager» is a
good time manager.

Books on the subject of business, and the jargon (or specific language) they
produce have now become a business in themselves. Most bookshops now have
several shelves filled with books suggesting all sorts of revolutionary theories
which will change the way you do business, manage your time or do your
accounting procedures. Many of these books claim they can make you rich and
successful.

There are now books which tell you how to persuade people and close the
deal, how to read and use body language, how to unlock the secrets of
international markets, how to go global and stay green, or list the 25 principles of
success, the ten ways to make yourself a better manager, the 100 richest people in
the world.

As well as these books, there is another style of business book: the
biography or autobiography of the successful business person. These days, it
seems, no one can become the CEO (Chief Executive Officer) of even a small
company without putting pen to paper and telling the story of their rise to the top,
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especially if they have a personal tragic story to overcome, or some fantastic ideas
to share. In one of these books, a fairly well-known CEO says «Everything | know
about business, I’ve learned myself» which makes me wonder why people would
buy his book.

Some of these books sell by the thousands, often appearing in the best-
seller lists alongside blockbusting works of fiction. Who is buying them, and what
do they learn? Are these books essential tools for the modern work- place, or just
a way for publishers to make money?

Undoubtedly some books do become vital textbooks for students of
business at any level, and some of the biographies can hold valuable lessons for
any aspiring or practicing entrepreneurs. However, the accusation that many of
these books are creating unnecessary jargon, words and terms which complicate,
not simplify, the world of business, also seems true.

Exercise 6. Choose the best ending.

1. According to the article, being more informed in your profession:
a) Is becoming more complex.

b) has never been easy.

c) means reading a lot of magazines.

d) is now done through the internet.

2. Ifyou haven’t read certain business books:

a) you won’t be able to do your job properly.

b) you won’t understand what your colleagues are talking about.
C) you won’t know certain new terms.

d) you won’t use terms correctly to describe things.

3. Many bookshops:

a) have books full of radical ideas.

b) will help you to become successful.
c) stock a lot of business books.

d) are successful businesses.

4. Books are available:

a) about all kinds of business subjects.

b) about management.

c) which will improve your career prospects.
d) which will make you a successful person.

5. According to the article:

a) many company directors have written their life stories.

b) itis necessary to have good ideas to write a book.

c) it is necessary to have had personal difficulties before you can be
successful.

d) biographies of famous people are useless.

12



Some business books

are made into films.

are very commercially successful.
are works of fiction.

only helps publishing companies.

13



UNIT 3
MACROECONOMICS

Key words and phrases:
deliberately — HaBmMuCHO, TpoTyMaHo;
gross domestic product (GDP) — Banosuii BuyTpitiHii npoaykt (BBII);
national income — HaliOHAJILHUN HOXII;
personal income — ocoducTuii 0Xiz;
personal disposable income — ocoOucTrii 10X/ MiCis CIIATH IMOAATKIB;
business cycle — ekoHOMIYHMIT IIUKIT;
labor shortage — Hecraua po6o4oi cuiu;
breakdown — posnoain, kiacudikarris;
bundle — Habip, Oe3iy;
aggregate — cykynHuu;
0N average — y cepeHbOMY;
reveal — moka3yBatH.

What is Macroeconomics?

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

For example, macroeconomists typically do not worry about the
breakdown of consumer goods into cars, TV sets, calculators. They prefer to treat
them all as a single bundle called ‘consumer goods' because they are more
interested in studying the interaction between households' purchases of consumer
goods and firms' decisions about purchases of machinery and buildings.

Because these macroeconomic concepts are intended to refer to the
economy as a whole, they tend to receive more coverage on television and in the
newspapers than microeconomic concepts, which are chiefly of interest to those
who belong to the specific group in question. To give an idea of the building
blocks of macroeconomics, we introduce three concepts which you have probably
read about in the newspapers or seen discussed on television.

Gross domestic product (GDP) is the value of all goods and services
produced in the economy in a given period such as a year. GDP is the basic
measure of the total output of goods and services in the economy.

The aggregate price level is a measure of the average level of prices of
goods and services in the economy, relative to their prices at some fixed date in
the past.

There is no reason why the prices of different goods should always move
in line with one another. The aggregate price level tells us what is happening to
prices on average. When the price level is rising, we say that the economy is
experiencing inflation.

The unemployment rate is the percentage of the labour force without a job.
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By the labour force we mean those people of working age who in principle
would like to work if a suitable job were available. Some of the landed gentry are
of working age but have no intention of looking for work. They are not in the
labour force and should not be counted as unemployed.

Already we can see two themes of modern macroeconomic analysis.
Society reveals, both through statements by individuals and by the policy
pronouncements of politicians who must submit themselves for re-election by the
people, that it does not like inflation and unemployment. Yet for most of the 1970s
economic interactions within and between national economies led to substantial
inflation rates. In the 1980s, most Western economies faced sharp rises in the
aggregate unemployment rate. Macroeconomists wish to understand how
interactions within the economy can lead to these outcomes and whether
government policy can make any difference.

Language work
Exercise 1. Fill in the table with the most important terms of
macroeconomics and try to give the definitions:

macroeconomics terms definitions

B W INE

Exercise 2. Answer the following questions for general understanding.
1. What does macroeconomics emphasize?

2. What do macroeconomists study?

3. Why do macroeconomics concepts receive more coverage in media?
4. What does a notion GDP mean?

5. What does the term «aggregate price level» denote?

6. What term do economists apply to name people of working age?

Exercise 3. Find the Russian equivalents to the following English word
combinations.

building blocks, consumer goods, aggregate price level, unemployment
rate, labour force, landed gentry, aggregate unemployment
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UNIT 4
MICROECONOMICS

Key words and phrases:
congestion — repeHaceIeHHS;
broad — mmpoxuii;
Cut across — cTukaTucs, TOpPKaTHUCS;
treatment — o6poGIeHHS;
equilibrium — piBHOBara;
simultaneously — ogHouacHo;
pattern — 3pa3ok, MOA€Eb;
devise — BUHaX1IHUK;
judicious — po3yMHUH, PO3CYITHBHIA;
simplification — cipomienns;
proceed down — mpoxoauTy;
preserve — 30epirat, OXOpPOHSITH;
emphasize — migkpeciroBary;
Instance — 3pa30k, OKpeMUI BUIIAJIOK.

Microeconomics

Many economists specialize in a particular branch of the subject. Labour
economics deals with problem of the labour market as viewed by firms, workers,
and society as a whole. Urban economics deals with city problems: land use,
transport, congestion, and housing. However, we need not classify branches of
economics according to the area of economic life in which we ask the standard
guestions what, how, and for whom. We can also classify branches of economics
according to the approach or methodology that is used. The very broad division
of approaches into microeconomic and macroeconomic cuts across the large
number of subject groupings cited above.

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

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

If you think this sounds very complicated you are correct. It is. For many
purposes, the analysis becomes so complicated that we tend to lose track of the
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phenomena in which we were interested. The interesting task for economics, a
task that retains an element of art in economic science, is to devise judicious
simplifications which keep the analysis manageable without distorting reality too
much. It is here that microeconomists and macroeconomists proceed down
different avenues. Microeconomists tend to offer a detailed treatment of one
aspect of economic behaviour but ignore interactions with the rest of the economy
in order to preserve the simplicity of the analysis. A microeconomic analysis of
miners' wages would emphasize the characteristics of miners and the ability of
mine owners to pay. It would largely neglect the chain of indirect effects to which
a rise in miners' wages might give rise. For example, car workers might use the
precedent of the miners' pay increase to secure higher wages in the car industry,
thus being able to afford larger houses which burned more coal in heating systems.
When microeconomic analysis ignores such indirectly induced effects it is said to
be partial analysis.

In some instances, indirect effects may not be too important and it will make
sense for economists to devote their efforts to very detailed analyses of particular
industries or activities. In other circumstances, the indirect effects are too
Important to be swept under the carpet and an alternative simplification must be
found.

Exercise 1. Find the equivalents to the following word combinations.

Particular branch, urban economics, area of economic life, broad division
of approaches, cited above, particular commodities, individual households,
relative price, sophisticated branch of microeconomics.

Exercise 2. Give the English for the following.

CoxpaHUTh POCTOTY aHAIM3a, MOJHAS MOJENb MOTPEOICHUS, YITyCTUTh
CYTb SIBJICHUS, 0€3 pa3pylIeHUs JeHCTBUTEIbHOCTH, HOJAPOOHOE PACCMOTPEHUE
BOIIpOCA, AJIbTEPHATUBHOE YIIPOILIEHHUE, CKPBIBATE.

Exercise 3. Join the sentence halves below.

1. For many purposes, the analysis
becomes so complicated

a) comparing the market of cars with
the market for bicycles

2. A microeconomic analysis of
miners' wages could get known

b) it is said to be partial analysis

3. Microeconomists offer a precise
treatment of one aspect of economic
behaviour

¢) that we can lose kernel of the issue
in which we were interested

4. We are able to explain output of

these two goods

d) the specific features of miners
themselves and the ability of mine
owners to pay wages

5. When microeconomic analysis
doesn’t touch such indirect effects

e) but ignore interactions with the
other branches of the economy in
order to keep the simplicity of the
analysis.

17




Exercise 4. Match the terms and their definitions.

housing refuse to take notice of smth. or to reject as
ungrounded
manageable group of individual dwellings or apartment

houses typically of similar design that are
usu. built and sold or leased by one

management

ignore capable of being to handled or directed with
a degree of skill

interaction state of balance between opposing forces or
actions that is either static or dynamic

equilibrium mutual or reciprocal action or influence

Exercise 5. Answer the following questions for general understanding.

|. What are the ways to classify branches of economics?

2. What does microeconomic analysis deal with?

3. What are the approaches to understand the pattern of consumption,
production and exchange?

4. What is an interesting task for economics?

5. What do microeconomists tend to offer and to ignore?

6. Are indirect effects important for microeconomists?

Exercise 6. Translate into Russian.

a) Many economists specialize in a particular branch of the economics.

B) Microeconomists offers a detailed analysis of one aspect of economic
behaviour but ignore interactions with the rest of the economy.

c¢) General equilibrium theory is the branch of microeconomics.

d) General equilibrium theory studies simultaneously every market for
every commodity.

e) We can understand the complete pattern of consumption, production, and
exchange in the whole economy at a point in time with the help of microeconomic
analysis.

f) The interesting task for economics is to devise judicious simplifications
which keep the analysis manageable without distorting reality too much.

g) Indirect effects may not be too important and it will make sense for
economists to devote their efforts to very detailed analyses of particular industries
or activities.

f) In other circumstances, the indirect effects are too important and an
alternative simplification must be found.
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Exercise 7. Look through the text once again and write a summary using
the clichés.

- the main aim of the text is ....

- the article begins with...

- the text under consideration points out....

- inthe text emphasis is also given to...

- in conclusion the text reads....
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UNIT 5
THE WORLD ECONOMY

Key words and phrases:

Legacy costs — payments that companies are obliged to make to healthcare
schemes and pension funds.

Health insurance — the system of providing financial protection for
property, life, health, etc., against death, loss, or damage, and involving regular
payment in return for a policy guaranteeing such protection.

Deflationary — causing reduction in the level of total spending and
economic activity resulting in lower levels of output, employment, investment,
trade, profits, and prices.

E-commerce — business transactions conducted on the internet.

The World's Economic Leader

Several leading economists defined the twentieth century ‘the American
century’. As we enter the twenty first century people around the world are
beginning to ask just for how long the U.S. will be able to retain its position as
the world’s number one economic power.

Much is made of ‘legacy industries’ in the U.S., old industries such as car
production, steel manufacturing, coal mining and most of the airline industry.
Companies in these sectors struggle with work practices that make them
inefficient and uncompetitive compared with their Asian rivals. To compound
these problems they also suffer from enormous ‘legacy costs’ such as health
insurance payments and pension fund commitments. The Japanese car
manufacturer Toyota has set up car plants in the U.S. that outperform their
American rivals. Toyota has no legacy costs, General Motors and Ford do. Some
economists argue that these old industries and their workers must face up to the
fact that these legacy obligations can no longer be met.

The U.S. has been a world leader in the new industries associated with the
Internet. The Internet started in the U.S. Initially, English was the language of the
Internet. Today the U.S. accounts for less than 25 % of Internet users, 40-50 %
on new Internet users are now coming from Asia. However, e- industry advocates
are quick to point out that companies such as Google and Yahoo do not have
‘legacy costs’ and are very competitive on the world stage, work within few
restrictions and are able to innovate very rapidly. E-commerce has been a key
catalyst in bringing about change in ‘old industries’. It has had a key deflationary
impact and is a major pusher of globalisation. A shift is occurring in the U.S.
economy as e-commerce allows small and medium sized enterprises to compete
with large multinational companies.

Clearly considerable redistribution of wealth is taking place in the world as
the economies of China and India grow. It is still too early though to predict the
demise of the U.S. as the world’s number one economy.
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Language work
Exercise 1. Specify the meaning of the following words in the text.
to account for
a) to give reasons for
b) to make payments
c) to be responsible for
to face up to

a) to turn the face to something or somebody
b) to be brave enough to accept

c) to be opposite

to struggle with

a) to battle or fight

b) to go or progress with difficulty
c) to make effort, to try

to bring about

a) to cause to happen

b) to turn around

c) to present to the public

Exercise 2. Mark the sentences as true or false.

1. Inthe twenty first century the USA is certain to retain its position as the
world’s number one economic power.

2. Legacy costs are a good stimulus for business development.

3. Asian companies have an advantage over the US companies because
they don’t have to pay legacy costs.

4. The USA is no longer a world leader in the new industries associated
with the Internet.

5. Small and medium sized enterprises can’t compete with large
multinational companies.

6. New e-industries are more successful than old «legacy industries.

Exercise 3. You will read Allanby Consulting Internal Report. First read
the introduction and answer the questions.

« What is the subject of the report?

« Why are Brazil, Russia India and China joined in one group?

« Why is the report urgent?

Allanby Consulting Internal Report
John O’Neill, a global economist at Goldmann Sachs London, recently
produced a report on the economic outlook of what he termed the ‘BRIC
countries’ — Brazil, Russia, India and China. Allanby Consulting decided to
produce this confidential in-house report on the economic future of these four
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countries. All four countries are set for dramatic economic growth that will lead
to considerable redistribution of the world’s wealth. This report considers some
of the issues that may threaten this development.

Exercise 4. Try to fill in the chart below for each country, then read the text
and check your ideas.

Country | Major national products Possible threats to development
Brazil
Russia
India

China

Brazil is currently undergoing impressive development. This has primarily
been fuelled by China’s demand for the country’s raw materials. China is
investing heavily to improve Brazil’s infrastructure to facilitate the export of
metal ores, timber and food supplies. Currently 50 million Brazilians live in rural
and urban poverty. As has happened in China millions of these people will be
removed from poverty as the economy develops but just how many will be left
behind? Could this disadvantaged section of society be a cause of future social
conflict? Brazil is becoming an important global supplier of food, primarily soya
beans. However, the Amazon rainforest is being destroyed at an alarming rate. In
the future this may lead to drought in the south of the country which could threaten
this food production.

Russia: supplies of gas and oil make Russia a formidable hydrocarbon
power. Moscow may now be a consumer paradise but the rest of the country lags
far behind in terms of economic growth. The country’s legal and political
infrastructures need to develop and be reinforced. The country is too dependent
on oil supplies and needs to diversify into other sectors, especially IT. Low levels
of population growth and a poor healthcare infrastructure pose another threat to
the country’s development.

India: last year Infosys, the successful Bangalore-based IT company,
received 800 applications for 100 internships for non-Indian nationals. The
company received a total of 1 million job applications from qualified Indian
graduates. The Indian education system has prepared the country well for its
growth in the IT sector. Graduates no longer need to leave India to develop a
career. Faith and religion are important in India — will economic growth and
increased wealth lead to a decline in religious belief as has happened in Western
Europe? The rural poor are rapidly being left behind by urban growth, the
government need to address this issue. Drought in the north of the country is an
increasing problem that may threaten food supplies.
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China: 70 % of the clothes bought in the US are now made in China.
Consumer electronics, the car industry, the car component industry all are
developing rapidly. Multinationals are now opening research facilities in China.
Millions of Chinese people have been pulled out of poverty over the last 10 years.
The impact of the country’s recent economic growth on the environment has been
very high. There is arisk of drought in the north of the country which may threaten
supplies of wheat and other grains. The political situation remains uncertain. How
will the Communist Party adapt to the demands of the growing affluent middle
classes?

23



UNIT 6
INDIVIDUAL AND SOCIETY

Key words and phrases:
t0 consume — croxKuBaTH;
advanced countries — repe1oBi KpaiHu;
apply — BHKOpHCTOBYBATH, 3aCTOCOBYBATH,
completely — moBHicTIO;
degree — cryminb;
depend on — 3anexaru;
directly — npsimo, Oe3mocepeHbo;
effort — 3ycumns;
commodities — mpeMeTH CIOKUBaHHS;
emphasize — migkpecroBarty;
reconcile — y3romkysaty;
scarcity — Hecraua;
equally — ogaakoBo;
essentially — rogoBHUM YHHOM;
examine — po3riasaaTH, JOCIiIKYBaTH,
extremely — Bkpaii;
however — npore;
inhabitant — >xurtens;
means — 3acio;
Opposite — NpOTHIICIKHUH;
percentage — BiJICOTOK, ITPOIICHTHE BiTHOIIICHHS,
pose a question — cTaBUTH 3alIUTaHHS,
poverty — 61HICTb,
provide —3a0e3neuyBaTH, MOCTAYaTH,;
remote — najiekuii, TaKuH, IIOHE MA€ MPSMOTO BIAHOIICHHS;
satisfy wants — 3a10BOJIbHATH TOTPEOH;
self-sufficient — He3anexHU B eKOHOMIYHOMY BiTHOIIICHHI
solve a problem — BupinryBaTtu npobiiemy;
skill — BMiHHS, MaiicCTepHICTh, KBaTI(iKaIIis;
standard of living — piBeHb KHUTTS;
struggle for survival — 6opoTsba 3a BUKHUBaHHS,
sustain life — miaTpuMyBaTH KUTTS;
totally — moBHicro;
vast — Benukwuii,
way — nmyThb, crocio.

Individual and Society
Every group of people must solve three basic problems of daily living: what
goods and services to produce, how to produce these goods and services, and for
whom to produce these goods and services.
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Economics is the study of how society decides what, how, and for whom to
produce. By goods we mean physical commodities such as steel, cars, and
strawberries. By services we mean activities such as massages or live theatre
performances which can be consumed or enjoyed only at the instant they are
produced. In exceptional circumstances, society may find that some of the
guestions about what, how, and for whom to produce have already been answered,;
until the arrival of Man Friday, Robinson Crusoe need not worry about the ‘for
whom' question. In general, however, society must answer all three questions. By
emphasizing the role of society, our definition places economics within the social
sciences, the sciences that study and explain human behaviour. The subject matter
of economics is that part of human behaviour which relates to the production,
exchange, and use of goods and services. The central economic problem for
society is how to reconcile the conflict between people's virtually limitless desires
for goods and services, and the scarcity of resources (labour, machinery, and raw
materials) with which these goods and services can be produced. In answering the
questions what, how, and for whom to produce, economics explains how scarce
resources are allocated between competing claims on their use. Because
economics is about human behaviour, you may be surprised that we describe it as
a science rather than a subject within the arts or humanities. This reflects the way
economists analyse problems, not the subject matter of economics. Economists
aim to develop theories of human behaviour and to test them against the facts.

Language work
Exercise 1. Find antonyms.
Begin, difficult, high, poor, inside, wealth, finish, easy, low, prosperous,
outside, poverty, capable, dependence, incapable, directly, large, independence,
indirect, small.

Exercise 2. Translate the word combinations given from Russian into
English.

TouHoe omnpeneneHue, NMPOCTOM OTBET, OCHOBHOM BOIPOC, U3yUYECHUE
MaTepualbHBIX CTOPOH >KM3HHU, pa3BUThIE CTpaHbl, OOppOa 3a CylIeCTBOBaHUE,
YPOBEHb KU3HU, OTHOCUTENIbHASI OECIIOMOITHOCTh, 0€3 MOCTOPOHHEH MOMOIIIH,
WCTIBITHIBATh KPAWHIOW O€THOCTh, CTENEHb YKOHOMHUYECKOW HE3aBHUCUMOCTH,
Ha0II0AaTh MTPOTUBOIIOIOXKHYIO CUTYAITUIO, KUTEIU TOPOJOB, YJICHBI CIOXKHOM
DKOHOMUYECKOW OpraHU3aLNH.

Exercise 3. Give three forms of the verbs.

to be, to have, to give, to apply, to satisfy, to live, to study, to examine, to
solve, to leave, to survive, to experience, to provide, to turn, to observe, to feed,
to build, to depend, to guarantee
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Exercise 4. Make up sentences using the following words.

1. limits, of, economics, to, study, the, of, aspects, the, material, itself, life.
2. problem, an, is, underlying, economics, in, that, survival, of.

3. seem, may, a problem, very, this, remote, very.

4. very, starvation, a, prospect, millions, for, real, human, beings, is, of.

5. peasants, an, Indian, have, living, of, the, low, extremely, standard.

6. people, great, experience, poverty, these.

7. degree, they, a, have, economic, of, independence.

Exercise 5. Fill in the blanks with prepositions.

1. Most textbooks ... Economics begin ... posing the question, «What is
Economics ...7»

2. Economics is essentially a study... the ways... which people apply their
knowledge... the gifts... nature ...order to satisfy their needs.

3. ... the more advanced countries few people are conscious ... a life or
death struggle ... existence.

4. Even... the economically advanced countries there is an aspect... survival.

5. Such people have the abilities to sustain life... outside assistance.

6. If we now turn ... the inhabitants of New York we must observe the
opposite situation — a high standard ... living together ... an extreme economic
dependence.

7. The inhabitants... cities are totally incapable ... providing ... themselves
the means ... their survival.

8. Such people depend ... the efforts... many thousands ... specialist workers.

9. ... Industrialized societies a high standard ... living is possible only if the
organized cooperation ... large numbers ... people can be guaranteed.

10. ... the economically developed countries we are rich, not as individuals,
but only as members ... a complex economic organisation.

Exercise 6. Fill in the gaps with the verbs given in brackets.

1. Although Economics... a vast subject and precise definitions... usually
very complex, it... not a difficult matter to give a simple answer to the basic
question (to be).

2. Economics ... itself to the study of the material aspects of life ( to limit).

3. We must examine how people have solved or ... to solve this problem (to
try).

4. It... little attention from those of us fortunate enough to live in these areas
(to attract).

5. A large percentage of human race still... in small self-sufficient
communities (to live).
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Exercise 7. Response on the following

1. What do most introductory books on Economics begin by?

2. What does Economics study?

3. What does it limit itself to?

4. What categories of people can survive without outside assistance?
5. Why do they have a very low standard of living?

6. Why aren't the inhabitants of big cities economically independent?

Exercise 8. Make up questions to the following sentences.

1. Precise definitions are usually very complex.

2. Economics limits itself to the study of the material life.

3. The Indian peasants have an extremely tow standard of living.

4. A large percentage of the human race still lives in very small peasant
communities.

5. These people experience great poverty.

6. The inhabitants of big cities depend on the efforts of specialized workers.
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UNIT 7
SCARCITY AND CHOICE

Key words and phrases:
rather than — a ... He; ckopiIie... HiXK; 3aMiCTh TOTO, I100;
wants — notpeou;
income — moxin;
commodity — mpeaMeT CrioKMBaHHS;
consumption — croskMBaHHS;
well-being — 1o06poOyT;
to be scarce — BimuyBaTH HecTauy,
entertainment — po3Bara;
ability — 3matHicTh;
neither .... nor —mi....Hi;
to be available — Gytu B HasiBHOCTI, OyTH TOCTYITHHM,;
to be sacrificed — OyTu nmprHECEHUM Y KEPTBY;
in order to — ms Toro, 1100;
means — 3acio;
allocate — posmoainsaTy;
range of goods — acopTUMEHT TOBapiB;
community — cmBTOBapUCTBO, TYT. CYCHIIBCTBO;
capital — xamiTau;
to distinguish — Busnauaru;
to distribute — po3moaiasaTH;
share — goJs.

Scarcity and Choice

Economics is about the satisfaction of material wants. It is necessary to be
quite clear about this; it is people's wants rather than their needs which provide
the motive for economic activity. We go to work in order to obtain income which
will buy us the things we want rather the things we need. It is not possible to
define 'need' in terms of any particular quantity of a commaodity, because this
would imply that a certain level of consumption is 'right' for an individual.
Economists tend to avoid this kind of value judgment which tries to specify how
much people ought to consume. It is assumed that individuals wish to enjoy as
much well-being as possible, and if their consumption of food, clothing,
entertainment, and other goods and services is less than the amount required to
give them complete satisfaction they will want to have more of them.

If the resources available to people are insufficient to satisfy all their wants,
we say that such resources are scarce. Scarcity is a relative concept; it relates the
extent of people's wants to their ability to satisfy those wants. Neither people's
wants nor their ability to produce goods and services are constant. Their
productive .potential is increasing all the time, but so is their appetite for material
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things. Whether this increase in the demands for more and better material
satisfaction is in the nature of humankind or whether it is artificially stimulated
by modern advertising is a subject much disputed at the present time.

Whatever the reason the fact is that we find ourselves in a situation of
scarcity. We can not have all the things we want. The resources available to
satisfy our wants, are, at any time, limited in supply. Our wants, however, appear
to be unlimited. Thus, we all are in a position of having to make choices; we can
only have more of X by having less of Y. Our incomes are insufficient for us to
buy all the things we would like to have. The individual with a limited income
and unlimited wants is forced to exercise choice when he or she spends that
income. Society as a whole faces a similar problem.

There is a limit to a country's productive capacity because the available
supply of land, factories, machines, labour and other economic resources is
limited. These economic resources have alternative uses; they can be used to
produce many different kinds of goods and services. If some of these resources
are committed to the production of one thing society must forego the outputs of
the other things which it might have produced. For example, if we commit
resources to the building of houses then the real cost of these houses is the
potential output of schools, shops, office blocks or theatres which has been
sacrificed in order to produce houses

People have limited means to satisfy unlimited wants so they are forced to
choose. The problems of choice are essentially problems of allocation. People
must decide how to allocate resources to different uses and then how to allocate
the goods and services produced to the individual members of society. There are
three fundamental choices to be made:

1. Which goods shall be produced and in what quantities? This problem
concerns the composition of total output. The community must decide which
goods it is going to produce and hence which goods it is not going to produce.
Having decided the range of goods to be produced, the community must then
decide how much of each good should be produced. In reality the choices before
a community are rarely of 'all or nothing' variety. They usually take the form:
more of one thing and less of another. The first and major function of any
economic system is to determine in some way the actual quantities and varieties
of goods and services which will best meet the wants of its citizens.

2. How should the various goods and services be produced? Most goods
can be produced by a variety of methods. Wheat can be grown by making use of
much labour and little capital, or by using vast amounts of capital and very little
labour. Electrical appliances can be made by using large and complex machines
operated by relatively few semi- or unskilled workers. Alternatively they might
be produced in hosts of small workshops by highly skilled technicians using
relatively little machinery. Different methods of production can be distinguished
from one another by the differences in the quantities of resources used in
producing them. Economists use the term capital — intensive to describe the
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alternative methods just outlined. The total output of the community depends not
only on the total supply of resources available but on the ways in which these
resources are combined together. A community must make decisions on the
methods of production to be adopted.

3. How should the goods and services be distributed? This is the third
function which an economic system has to perform. The total output has to be
shared out among the members of the community. The economic system has to
determine the relative sizes of the shares going to each household. Should
everyone be given an equal share? Should the output be shared out in accordance
with people's ability to pay the price, or should the shares be decided according to
tradition and custom? These basic problems are common to all societies no matter
what level of economic development they have reached. The methods of solving
them will be different from one society to another but the problems are common
in all societies.

Language work
Exercise 1. Read and translate the groups of words.
Different uses, individual members of society, ‘all or nothing' variety,
major function, by making use, large and complex machines, unskilled workers,
electrical appliances.

Exercise 2. Define the main idea of each passage in the text.

Exercise 3. Scan the text again and define the three basic choices to be
made.

Exercise 4. Match the words from the text with corresponding definitions

scarcity something that has already been produced
to commit to make someone pleased
to satisfy lack or absence of something
output to put into trust or charge

Exercise 5. Fill in the gaps.

1.Economists tend to....... this kind of value judgment which tries to
specify how much people ought to ...... . 2. There 1s a limit to a country's
productive capacity because the available ........ of land, factories, machines,
labour and other economic resources is limited. 3. The resources available to
satisfy our wants, are, at any time, limited in ..... . 4. It is not possible to define
'need' in terms of any particular quantity of a ........ , because this would imply

that a certain level of consumption is 'right' for an individual. 5.1f a company
cannot meet ... commitments an Official Receiver may have to be appointed. 6.

. a legal requirement that a ... annual accounts are audited by a professional
accountant.
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Exercise 6. Join the sentence halves below.

1. Different methods of production can
be distinguished from one another

a. but the problems are common in all
societies.

2. The methods of solving them will be
different from one society to another

b. on the methods of production to be
adopted.

3. A community must make decisions

c. by the differences in the quantities
of resources used in producing them

4. The first and major function of any
economic system is

d. among the members of the

community.

5. The total output has to be shared out

e. to determine in some way the actual
quantities and varieties of goods and
services which will best meet the
wants of its citizens.

31




UNIT 8
THE ROLE OF THE MARKET

Key words and phrases:
stock market — ¢horOBHIT PHHOK;
to transact — 3miiicHIOBaTH omepartio;
consumption — croskMBaHHS;
alternative goods — ajgpTepHaTHBHI TOBApH;
reconcile — 3acTocoByBaTuCs, Y3ro/KyBaTHCS;
adjustment — perysroBaHHS;
to ensure — rapanTyBaTH, 3a0€3MeUyBaTH,
counter — npuiaBoK;
luxury lunches — po3kinHwuii 0011;
cattle — porara xymo0a;
to contract — TyT. migxomoBaTu (po XBopoOy).

The Role of the Market

Markets bring together buyers and sellers of goods and services. In some
cases, such as a local fruit stall, buyers and sellers meet physically. In other cases,
such as the stock market, business can be transacted over the telephone, almost
by remote control. We need not go into these details. Instead, we use a general
definition of markets.

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

Prices of goods, and of resources, such as labour, machinery and land,
adjust to ensure that scarce resources are used to produce these goods and services
that society demands.

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

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

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

Language work
Exercise 1. Define the part of speech of the following words.
Conversely, owner, allocate, unskilled, running, scarcity.

Exercise 2. Make nouns of these verbs.
Transact, control, reconcile, adjust, produce, pay, encourage.

Exercise 3. Match the words with the opposite meaning.
Cheap, high, sell, question, expensive, purchase, low, response, answer, reply,
buy, luxury.

Exercise 4. Form antonyms of the following words using necessary
prefixes.
Profitable, having job, skilled, paid, worth, allocate

Exercise 5. Translate the following word combinations from Russian into
English.

[lepepo3nionin pecypciB, OyTepOpoad 3 CHUPOM, M'SACHI TPOIYKTH,
BIJIIaBaTH PECYPCH, YU BApTO OyJ10 O MparoBaTH, JOPOXKUINNA, 0OMEXKEH] PECYPCH.

Exercise 6. Put special questions to the sentences

1. It is still possible to sell hamburgers at a profit.

2. People's desire to eat hamburgers guides resources into hamburger
production.

3. The student behind the counter is working there because it is a suitable
part-time job which pays a bit of money.

4. You probably prefer steak but that is more expensive.

5. Much of economics is devoted to the study of how markets and prices
enable society to solve the problems of what, how, and for whom to produce.

6. The distribution problem is solved in a similar manner.

7. Markets bring together buyers and sellers of goods and services.
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Exercise 7. Fill in the blanks with the correct forms of the verbs given in
brackets.

1. Adjustments in prices ...... society to reallocate resources to reflect the
increased scarcity of cattle ( encourage).

2. Ifthe wage ..... much lowerit ... hardly ...... working at all (to be, will
be worth).

3. The price of steak .... high enough to....... that society...... the 'for
whom' question about lunchtime steaks in favour of someone else ( be, ensure,
answer).

4. Much of economics..... to the study of how markets and prices ......
society ........ the problems of what, how, and for whom to produce ( be devoted
, to enable, to solve).

Exercise 8. Answer the questions.

1. What is a market?

2. How do markets and prices enable the society to solve the problem of
production?

3. Whose decisions are guided by prices?

4. What is a mechanism of price system?

5. What thing would encourage society to reallocate resources?

34



UNIT 9
THE COMMAND ECONOMY, THE FREE MARKET ECONOMY
AND THE MIXED ECONOMY

Key words and phrases:
to highlight — BucyBatu Ha nepiuii masx;
to exist — icHyBarty,
government — TyT. neprkasa,;
complicated — ckmagHwmif;
Immensity — HeOCSHKHICTb, BEJTMUC3HUIA MACIITa0;
coherent — y3roKeHHI;
consume — CrioK1uBaTu,
housing — »xwTJ10;
pursue — rHaTHcCs, epecIiayBaTH;
Insight — pOHMKHEHHS B CYTh, PO3YMIHHS, TPOHUKIIMBICTB;
interference — BTpy4aHHs, epeIIKo1a, 3aBajia,;
at length — neraneHO, TOKIAIHO, TPYHTOBHO.

The Command Economy, the Free Market Economy,
the Mixed Economy

The Command Economy

To highlight the role of markets and prices, we now ask how resources
might be allocated if markets did not exist. One example is a command economy.

A command economy is a society where the government makes all
decisions about production and consumption. A government planning office
decides what will be produced, how it will be produced, and for whom it will be
produced. Detailed instructions are then issued to households, firms, and workers.

Such planning is a very complicated task, and there is no complete
command economy where all allocation decisions are undertaken in this way.
However, in many countries there was a large measure of central direction and
planning. The state owned factories and land, and made most important decisions
about what people should consume, how goods should be produced, and how
much people should work.

To appreciate the immensity of this task, imagine that you had to run by
command the city in which you live. Think of the food, clothing, and housing
allocation decisions you would have to make. How would you decide who should
get what and the process by which these goods and services would be produced?
Of course these decisions are being made every day in your own city, but chiefly
through the allocative mechanism of markets and prices.

The Invisible Hand or Free Market Economy
Markets in which governments do not intervene are called free markets.
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Individuals in free markets pursue their own interests, trying to do as well for
themselves as they can without any government assistance or interference. The
idea that such a system could solve the what, how, and for whom problems is one
of the oldest themes in economics, dating back to Adam Smith, the famous
Scottish philosopher-economist whose book The Wealth of Nations (1776)
remains a classic. Smith argued that individuals pursuing their self-interest would
be led 'as by an invisible hand' to do things that are in the interests of society as a
whole.

Suppose you wish to become a millionaire. You play around with new ideas
and invent a new good, perhaps the television, the motor car or the hand
calculator. Although motivated by our own self-interest, you make society better
off by creating new jobs and opportunities. You have moved society's production
possibility frontier outwards — the same resources now make more or better goods
— and become a millionaire in the process. Smith argued that the pursuit of self-
interest, without any central direction, could produce a coherent society making
sensible allocative decisions.

This remarkable insight has been studied at length by modern economists.

The Mixed Economy

The free market allows individuals to pursue their self-interest without any
government restrictions. The command economy allows little scope for individual
economic freedom since most decisions are taken centrally by the government.
Between these two extremes lies the mixed economy.

In a mixed economy the government and private sector interact in solving
economic problems. The government controls a significant share of output
through taxation, transfer payments, and the provision of goods and services such
as defence and the police force. It also regulates the extent to which individuals
may pursue their own self-interest.

In a mixed economy the government may also be a producer of private
goods such as steel or motor cars. Examples of this in the UK include the
nationalized industries such as railways and coal.

Most countries are mixed economies, though some are close to command
economies and others are much nearer the free market economy. Even the Soviet
Union allows consumers some choice over the goods they buy. Private
agricultural markets co-exist with centrally organized 'collectives'. Conversely,
even countries such as the United States which espouse more enthusiastically the
free market approach, still have substantial levels of government activity in the
provision of public goods and services, the redistribution of income through taxes
and transfer payments, and the regulation of markets.
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Language work
Exercise 1. Find the English equivalents to the following word expressions
yI[I/IBI/ITCJIBHa}I CYIIHOCTD, IIOI[pO6HO, OI'PaHUYCHHUA, BBIIIYCK IIPOAYKIIUH,
npecneaoBaTh, MacIiTad, HalPOTUB, CYIIIECTBEHHBIN YPOBEHbD.

Exercise 2. Read sentences and decide if they are right or wrong according
to the text.

1. A command economy is a society where the government makes all
decisions about promotion and consumption.

2. The state owns factories and land, and makes most important decisions
on allocation of different recourses in command economy.

3. Consumers spend their incomes on the things that bring little satisfaction.

4. Although motivated by the government, you make society better off by
creating new jobs and opportunities.

Exercise 3. Answer the questions.
1. How do we call a society where markets do not exist?
2. What kind of economy can we nominate as a command one?
3. How were the decisions made under the command economy in the former
USSR?
4. What is a free market?
. What kinds of problems does a free market economy solve?
. Who and what was Adam Smith?
. What was the famous idea of Smith about?
. What are the features of mixed economy?
. What is the way government controls the output?
10. What are the examples of mixed economies?
11. What type of economy does the USA have?

© o N o gl
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UNIT 10
THE LIMITING CASES OF MARKET STRUCTURE

Key words and phrases:
MONOPSONY — MOHOTICOHIS;
perfect competition — qockoHaaa KOHKYPCHIIIS;
to neglect — ymyckartu, He 3BepTaTH yBar;
limiting cases — oOMexyBaibHi (KpaiiHi) BUMAIKH;
to act on the assumption — stk 3a MPHUITYIIEHHSIM;
feedback — 3BopoTHHii 3B'S130K, 3B'I30K BUPOOHHMKA 31 CIIOXKHUBAYEM; iH(GOpMAIIis
BiJI CITO’KMBAYa,
vigorously — eHepriiiHo;
to command — kepyBaru;
to regard as — posrsaaTu sk (y IKOCTi);
price-taker — miHOOTpUMYyBaHY.

The Limiting Cases of Market Structure

An industry is the set of all firms making the same product. The output of
an industry is the sum of the outputs of its individual firms. But why indeed do
some industries have many firms but others only one? This is a question about
market structure. The structure of a market is a description of the behaviour of
buyers and sellers in that market. Speaking about market structure, first it is useful
to establish two benchmark cases, the opposite extremes between which all other
types of market structure must lie. These limiting cases are perfect competition
on the one hand and monopoly or monopsony on the other hand. A perfectly
competitive market is one in which both buyers and sellers believe that their own
buying or selling decisions have no effect on the market price. A monopolist is
the only seller or potential seller of the good in that industry. A monopsonist is
the only buyer or potential buyer of the good in that industry. The economist's
definition of perfect competition is different from the meaning of competition in
everyday usage. The economist means that each individual, recognizing that his
own quantities supplied or demanded are trivial relative to the market as a whole,
acts on the assumption that his actions will have no effect on the market price.
Each consumer constructs a budget line on the assumption that market prices are
given and unaffected by the quantities he chooses. Changes in market conditions,
applying to all firms and consumers, change the equilibrium price and hence
individual quantities demanded, but each individual neglects any feedback from
his own actions to market price. This concept of competition, which we now
extend to firms, differs from everyday usage. Ford and Renault are fighting each
other vigorously for the European car market, but an economist would not call
them perfectly competitive. Each command such a large share of the total market
that changes in their quantities supplied affect the market price. Each must take
account of this in deciding how much to supply. They cannot regard themselves
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as price-takers. Only under perfect competition can individuals make decisions
that treat the price as independent of their own actions.

Language work
Exercise 1. Match each expression with its meaning.

to trade property rights piBHOBara KOHKYPCHITii

competitive equilibrium o0csary  (KUTBKICTB)  IPOTIOHOBAHHX
TOBapiB

initial endowments of commodities | oOMiHIOBaTH paBa HA BIACHICTh

quantities of goods offered KUJIbKICTD 3aIPOIIOHOBAHOIO TOBApY

infinitely elastic IIOYaTKOBUI BHECOK Y TOBapH

voluntary exchange OCHOBA CKOHOMIKH

core of a market JN00pOBLILHUI 00OMIH

Exercise 2. Translate the word combinations given from Russian into
English.
PaBHOBecHas IICHA, PBIHOYHAA IICHA, U3MCHCHHNC PBIHOYHLIX YCHOBHﬁ, OoJIbIIas
HOJIsA 06H1€F0 PBIHKA, YIUTBIBATH, PACCMATPHUBATH LICHY.

Exercise 3. Fill in the blanks with prepositions.

1. The output ...an industry is the sum ... the outputs ... its individual firms.

2. The structure ... a market is a description ... the behaviour ... buyers and
sellers ... that market.

3. It 1s useful ... establish two opposite cases .... which all other types ...
market structure must lie.

4. ... a perfectly competitive market buyers and sellers consider their own
decisions ... having no effect ... the market price.

5.A monopolist is considered ... be the only seller or potential seller ... the
good that industry.

Exercise 4. Read each statement given and decide which of the following
IS not true.

1. A monopsonist is the only seller or potential seller of the good in the
industry.

2. The decision-maker realizes that general public act on the assumption
that their actions will have no effect on the market price.

3. Any buyer plans his or her budget on the assumption that market prices
are given and cannot be affected by the quantities he or she chooses.

4. Changes in market conditions that affect all firms and consumers change
the equilibrium price.

5. Under perfect competition firms cannot make decisions that treat the
price as independent of their own actions.
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Exercise 5. Make up questions to the following sentences.

1. Each individual neglects any feedback from his own actions to market
price.

2. They cannot regard themselves as pricetakers.

3. A monopsonist is the only buyer or potential buyer of the good in that
industry.

4. An economist would not call Ford and Renault perfectly competitive.

5. The structure of a market is a description of the behaviour of buyers and
sellers in that market.

Exercise 6. Answer the following questions.

1. What is an industry?

2. What does a number of firms in an industry depend on?

3. What are the two limiting cases of a market structure?

4. Do any actions of individuals have effect on the market price in case of
changes in market conditions?

5. What is the assumption any consumer makes a budget line on?

6. Why cannot we call Renault or Ford perfectly competitive?

7. What must each large company take account of?

8. When do individuals make decisions that can treat the price?

Exercise 7. Write a summary to the text above.
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UNIT 11
PERFECT COMPETITION

Key words and phrases:
plausible — npaBromoniOHMIA, JOCTOBIPHUI;
trivial — veBenukuil, He3HAYHMI
sensible — momiIbHUMA, TPAKTUUHHUI;
sole — enuHMIA, BUHATKOBUIA,
discretion — NPOHUKIMBICTH, IPO3OPIUBICTH, OOEPEKHICTh, OOAUHICTD,
PO3CYTUBICTD;
output — mpojyKiis, BUITYCK, BUPOOJICHHS,
OPEC - Organization of Petroleum Exporting Countries — Oprasi3ariist Kpaid —
eKcropTepiB HAQTH;
cohesive — noB'si3aHwMiA, 3rypTOBaHHIA, KU YTBOPIOE €IMHE IIiJIE;
relevance — 3HauyIIiCTh, ICTOTHICTh, BAJKJIUBICTD,
price-taking firm — ¢ipma — iiHOOTpUMYBaY;
prohibitive — HagmipHO, HETTOMIPHO BHCOKHH;
revenue — 1oxija, BUpy4Ka,
€n0rmous — BeJIMYC3HUM, TITaHTCHKUM, BEJIMKHIL;
profound — moBHMIA, JOCKOHAIHIA,
rule out — BuKIIFOUATH;
thereby — Takum unHOM;
conversely — HaBmakw;
MOoVve up — 3poCcTaHHSI.

Perfect Competition

A perfectly competitive industry, in which everyone believes that their own
actions have no effect on market price, must have many buyers and many sellers.
Agricultural markets are a good example. In London the New Covent Garden fruit
market confronts many buyers with many sellers. Neither buyers nor sellers
believe their own actions affect the market price. Firms in a perfectly competitive
industry face a flat or horizontal demand curve. The horizontal demand curve for
a product is the crucial feature of a perfectly competitive firm. For this to be a
plausible description of the demand curve facing the firm, we really need to have
in mind an industry with four characteristics. First, there must be a large number
of firms in the industry so that each is trivial relative to the industry as a whole.
Second, the firms must be making a reasonably standard product, such as wheat
or potatoes. Even if the car industry had a large number of firms it would not be
sensible to view it as a competitive industry. A Ford Sierra is not a perfect
substitute for a Vauxhall Cavalier. The more imperfect they are as substitutes, the
more it will make sense to view Ford as the sole supplier of Sierras and Vauxhall
as the sole supplier of Cavaliers. Third, in a perfectly competitive industry all
firms must be making essentially the same product, for which they must all charge
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the same price. Even if all firms in an industry made homogeneous or identical
goods each firm might have some discretion over the price it charged if buyers
have imperfect information about the quality or characteristics of the products of
different firms in the industry. If you don't know much about cars you may think
that a 1970 Ford Cortina being sold for £1000 must be in a better condition than
a 1970 Ford Cortina being sold for £500. Hence, if no firm in a competitive
industry can affect the price for which it sells its output, it is not sufficient that all
firms are selling a homogeneous product. We must also assume that buyers have
almost perfect information about the characteristics of the products being sold so
that they know the products of different firms in a competitive industry really are
identical.

Why don't all the firms in the industry do what OPEC did in 1973-74? If
existing firms collectively restrict supply, they can increase the price of their
output by moving the industry up its market demand curve. If the analysis of price-
taking perfectly competitive firms is to have any relevance we must explain why
such collective action is impossible.

One answer is that, with so many firms in the industry, the costs of
organizing themselves into a cohesive group might be prohibitive. Think of all the
committee meetings that would be needed. Managers might spend more time
negotiating with other firms than organizing production. Nevertheless, if the
market demand curve is very inelastic, the potential increase in revenue from such
co-operation could be enormous, as OPEC discovered. We need a more profound
answer to rule out co-operation. Thus the fourth crucial characteristic of a
perfectly competitive industry is free entry and exit. Even if existing firms could
organize themselves to restrict total supply and drive up the market price, the
consequent increase in revenues and profits would simply attract new firms into
the industry, thereby increasing total supply again and driving the price back
down. Conversely, as we shall shortly see, when firms in a competitive industry
are losing money, some firms will close down and, by reducing the number of
firms remaining in the industry, reduce the total supply and drive the price up,
thereby allowing the remaining firms to survive.

Language work
Exercise 1. Translate the word combinations given from English into
Russian.
Perfectly competitive industry, to have no effect on, affect the market price,
flat or horizontal demand curve, to be not a perfect substitute, sole supplier,
charge the same price, identical goods, being sold.

Exercise 2. Make nouns of these verbs.

Believe, confront, affect, face, need, know, sell, assume, restrict, explain,
discover.
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Exercise 3. Match the terms and their definitions.

1. curve

a) a thing that takes the place or function of another

2. substitute

b) the quantity of a commodity or service wanted at a
specified price and time

3. supply ¢) depending for effectiveness on the relative
concentration of two or more substances
4. demand d) a line defined by an equation so that the coordinates

of its points are functions of a single independent
variable or parameter

5. competitive

e) the quantities of goods or services offered for sale at a
particular time or at one price

Exercise 4. Join the halves of the sentences below.

1. A perfectly competitive industry

a) that his own actions have no effect on
market price.

2. There must be a large number of
firms in the industry

b) to be considered as perfectly
competitive industry.

3. The firms must be making a
reasonably standard product

c) must have many buyers and many
sellers.

4. In a perfectly competitive
market everyone believes

d) so that each is trivial relative to the
industry as a whole.

5. In a perfectly competitive
industry all firms must be making
essentially the same product

e) free entry and exit.

6. One more crucial characteristic
of a perfectly competitive industry

f) for which they must all charge the
same price.

Exercise 5. Make up questions to the following sentences.

1. Both buyers and sellers believe their own actions affect the market price.

2. Firms in a perfectly competitive industry face a flat demand curve, that
being the crucial feature.

3. Even if the car industry had a large number of firms it would not be
sensible to view it as a competitive industry.

4. Buyers know that products of different firms in a competitive industry
really are identical.

Exercise 6. Answer the following questions.

1. What could a perfectly competitive industry be described as?

2. How does a demand curve look like in a perfectly competitive industry?
3. How many industry characteristics must an economist have in mind?

4. What kind of firms must there be in a competitive industry?
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5. What kind of product must the firms produce to be viewed as competitive
ones in an industry?

6. What is the third important characteristic of a perfectly competitive
industry?

7. Why is it impossible to restrict supply collectively?

8. What is the fourth crucial characteristic of perfect competition?

44



UNIT 12
COMPETITION IN WORLD MARKETS

Key words and phrases:
follow suit — macmixyBaTy npukIan;
drought [draut] — mocyxa;
extreme — HaBIAIAICHIIITNN, KpalHIiH;
levy [levi] (on/upon) — craryBatu (1moaaTok), oOKiIagaTH (MMOAaTKOM), BBOJAUTH
HI0JIaTKOBI CTaBKH;
ensure — rapaHTyBaTH, 3a0€3ICUyBaTH, Py4aTHCS;
prohibitive — takwii, 1110 3a00pOHSI€E, TIEPEIIKOIKAE;
negligible — ne3HauHuit, HeCyTTEBU, SIKUI HE Oepe 10 yBaru, irHOPYE.

Competition in World Markets

Changes in conditions in domestic markets are often the result of events in
other countries. The fall in world oil prices in 1986 quickly led British producers
of North Sea oil to follow suit. Wool prices in the European Community change
when there is a drought in Australia, one of the world's largest wool suppliers. We
now discuss how competitive markets in different countries are linked together
and show why shifts in foreign supply or demand curves affect domestic markets.

When a commodity is internationally traded, its price in one country cannot
be independent of its price in another country. In the extreme case, the 'Law of
One Price' will hold.

If there were no obstacles to trade and no transport costs, the Law of One
Price implies that the price of a given commaodity will be the same all over the
world.

Without trade barriers and transport costs, suppliers would always wish to
sell in the market with the highest price but consumers would always wish to
purchase in the market with the lowest price. The commodity could be
simultaneously traded in two different countries only if its price were the same in
both markets. In practice, transport costs and trade restric—tions such as tariffs
(taxes levied only on imports) allow international differences in the price of a
commodity. Nevertheless, unless these costs and restrictions are prohibitive,
international competition will ensure that prices of the same good in different
countries generally move together.

Language work

Exercise 1. Translate the following word combinations from Russian into
English.

BuyTpimHiii  pUHOK, TaaiHHSA I[iH, HaAWOUIBIIMNA  MOCTaYalbHUK,
NEepeMIlIeHHs] KPUBOi MONUTY, y KpalHIX BUIAJKaX, TPAHCIOPTHI BUTPATH,
3a HAWHIKYOIO 1IHOIO.

Exercise 2. Translate the word combinations given from English into
Russian.
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Affect competitive markets, to highlight this issue, trade restrictions,
unified world market, prices moving together, allow international differences, to
be simultaneously traded

Exercise 3. Make up sentences using the following words.

1. together, competitive, linked, different, to be, countries, markets, in

2. or, affect, in, foreign, demand, shifts, curves, markets, supply, domestic

3. when, traded, to be, a, in, of, a, commodity, countries, number; one,
country, depends, on, of, its, country, in, price, another, the, price, in

4. trade, without, barriers; sell, suppliers, would, in, the, with, the, market,
price, highest

5. restrictions, in, transport, practice, costs, and, trade, international,
differences, price, commodity, allow, in, the, of, a

Exercise 4. Fill in the gaps with the verbs given in brackets.

1. Changes in domestic markets (cause) by the changes of the conditions in
the other countries.

2. Why (to be) there a shift in the domestic supply and demand curves when
there (to be) changes in the foreign market?

3. The trade barriers and transport restrictions being not obligatory,
international competition (ensure) that prices of the same good in different
countries generally (move) together.

Exercise 5. Answer the following questions.

1. Do shifts in foreign supply and demand curves affect domestic markets?

2. When is the price of a commodity in one country dependent of its price
in another country?

3. What does the Law of One Price mean?

4. Are there any international differences in the price of a commodity?
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UNIT 13
OLIGOPOLY

Key words and phrases:
to shed — mponmBartu, nommproBaTH;
Insight — mpOHKMKJIMBICTE; 3AaTHICTh MPOHUKHEHHS B CYTHICTb,
constitute — ckimagaTu, npU3HAYaTH, 3aCHOBYBATH;
smart guess — po3yMHa TirmoTesa;
collusion — 3moBa, TaemHa yroja;
explicit — sBHMI, ICHUI, TOYHHIA; [IEBHU;
implicit — npuxoBaHuii, Te, 10 MAa€THCS HA YBa3i, BUPAKCHHUI HESCHO, IIOBHUI;
0e3yMOBHUH;
neglect — HexTyBaTH (YUMOCH), HE MKITYBaTHCS, YITyCKAaTH, HE JTABATH;
focus on — 3ocepemKyBaTUCs, KOHIICHTPYBATHCS Ha,
sole decision-maker — oco0a, 1o 0IHOOCIOHO MPHUITMAaE PillICHHS;
collude — TaitHo croBapuBaThCsl, y4acTBOBAThH B 3aTrOBOPE;
tear (tore, torn) — pearu(cs), po3puBaru(cs);
compete — 3mMaratucs, KOHKypyBaTH, CylICpHUYATH;
rivals — KOHKypeHTH;
therein — tyt, TaMm, B IIbOMY, B TOMY;
cartels — xaprens (omHa 3 GopM 00'€THAHHS MPOMUCIOBHX, KOMEPIIHHUX abo
HOJITHYHHX OpraHi3amii);
common — 3arajbHUM;
agreed — y3roKeHHI;
outlaw — orosorryBaTH He3aKOHHHM, 3a00POHSTH;
catch (caught) — moBuTH, 37J0BUTH, CXOILTIOBATH;
deal — yrona;
force up — nmiaBuIyBaTH;
collapse — BayuTHCS, TEpIiTH Kpax;
break ranks — TyT. mopyiryBatu mopsiox;
tend — cxumATHCS, TSOKITH, MATH CXUJIBHICTD,
willingness — rotoBHICTH;
expansion — TigioM EKOHOMIYHOi aKTHUBHOCTI, PpO3IIUPEHHS, PO3BUTOK,
30UIBIICHHS,
refuse — BinkumaTH, BIIMOBIIATH, BIAXUIATH,
prop up — mianupaTH, MiaATPUMYBATH, IT1IKJIaIaTH.

Oligopoly
Under perfect competition or monopolistic competition, there are so many
firms in the industry that no single firm need worry about the effect of its own
actions on rival firms. However, the very essence of an oligopolistic industry is
the need for each firm to consider how its own actions will affect the decisions of
its relatively few competitors.

47



What makes oligopoly so fascinating is that the optimal supply decision of
a particular firm depends on its guess about how its rivals will react. Exciting
recent developments in economics shed important insight into what constitutes a
smart guess. First, however, we introduce the basic tension between competition
and collusion which lies beneath all oligopolistic situations.

Collusion is an explicit or implicit agreement between existing firms to
avoid competition with one another. Initially, for simplicity, we neglect the
possibility of entry and focus only on the behaviour of existing firms. The existing
firms will maximize their joint profits if they behave as if they were a multi-plant
monopolist. A monopolist or sole decision-maker would organize the output from
the industry to maximize total profits. Hence, if the few producers in an industry
collude to behave as if they were a monopolist, their total profit will be
maximized.

Oligopolists are torn between the desire to collude, thus maximizing joint
profits, and the desire to compete, in the hope of increasing market share and
profits at the expense of rivals. Yet if all firms compete, joint profits will be low
and no firm is likely to do very well. Therein lies the dilemma.

Collusion or co-operation between firms is easiest when formal agreements
are legally permitted. Such arrangements are called cartels. In the late nineteenth
century cartels were common, and they agreed market shares and prices in many
industries. Such practices are now outlawed in Europe, the United States, and
many other countries. Although there are usually large penalties for being caught,
informal agreements and secret deals in smoke-filled rooms are not unknown even
today.

The most famous cartel is OPEC, the Organization of Petroleum Exporting
Countries. Active since 1973, its members (of which the UK is not one) meet
regularly to set price and output levels. Initially, OPEC was very successful in
organizing quantity reductions to force up the price of oil. Real OPEC revenues
rose 340 per cent between 1974 and 1980. Yet almost from the start, many
economists have predicted that OPEC, like most cartels, would quickly collapse.
Usually, the incentive to cheat is too strong to resist, and once somebody breaks
ranks others tend to follow.

In practice, one reason OPEC was successful for so long was the
willingness of Saudi Arabia, the largest oil producer, to restrict its output further
when smaller members insisted on expansion. By 1986, however, Saudi Arabia
was no longer prepared to play by these rules, and refused to prop up the price
any longer. The oil price collapsed from just under $30 to $9 a barrel before
recovering a little.

Language work
Exercise 1. Guess the meaning of the following word combinations from
the text.
Need not worry, shed important insight, smoke-filled rooms, very essence
of something, to be so fascinating, recent developments in economics, basic
tension, to lie beneath, to be torn between, to agree market shares, large penalties.
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Exercise 2. Give English for the following.

B ymoBax gockoHamoi KOHKYpEHIIi, BIJHOCHO MaJla KUIbKICTb
KOHKYPEHTIB, PILIEHHS, III0 CTOCY€ETHCS MPOTO3HULIi, OCHOBHE POTUPIUYS, YTOAa,
10 MPUITYCKAETHCS, MOXKIIMBICTh MPOHUKHEHHS HOBOI (hipMH Ha PUHOK, CIIITTBHUHN
npuOyTOK, 3araJbHUl MpUOYTOK, 3a PaxyHOK KOHKYPEHTIB, Y3TOJUTH YacCTKH
PUHKY, Heo(DiIilHI yroau, 1iHa Ha HaTy.

Exercise 3. Fill in the table.

things | know about oligopoly | things I didn't know about oligopoly
before

Exercise 4. Make a plan to the text above.

Exercise 5. Answer the questions.

1. What is the essence of an oligopolistic industry?

2. What does the optimal supply decision depend on?
3. What is collusion described as?

4. What are oligopolists torn between?

5. What is a cartel?

6. Why are cartels outlawed now?

Exercise 6. Write a summary to the text above.
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UNIT 14
THE E-LANCE ECONOMY

Key words and phrases:
Merger — 3JauTTs;
acquisition — npuaoaBanHs (Iporec);
freelancer — moauHa, 110 Mpartoe Mo3a MTaToM;
consequent — JIOT1YHUI; 3aKOHOMIPHHH, 1110 € Pe3yJIbTaTOM / HACJ1IKOM YOTOCh,
mainframe computer — meiH}peliM — rOJOBHHIA KOMIT'IOTEP OOUHCIIOBAIBLHOIO
LIEHTDY;
advantageous — CpusATIMBHIA; BUT1THUI; KOPUCHHIA,
equation — BUpiBHIOBaHHS; CTa01Ti3aIlis;
flexible — nerko mpucrocoBaHNM; THYYKHH.

The E-Lance Economy

Despite the wave of big mergers and acquisitions over the past few years,
the days of the big corporation — as we know it — are numbered. Because modern
communications technology makes decentralized organizations possible, control
Is being passed down the line to workers at many different levels, or outsourced
to external companies. In fact, we are moving towards what can be called an 'e-
lance economy’, which will be characterized by shifting coalitions of freelancers
and small firms using the Internet for much of their work.

Twenty-five years ago, one in five US workers was employed by one of the
top 500 companies. Today, the ratio has dropped to fewer than own in ten. Large
companies are far less vertically integrated than they were in the past and rely
more and more on outside suppliers to produce components and provide services,
with a consequent reduction in the size of their workforce.

At the same time, decisions within large corporations are increasingly being
pushed to lower levels. Workers are rewarded not for carrying out orders
efficiently, but for working out what needs to be done and doing it. Many large
industrial companies — ABB and BP Amoco are among the most prominent — have
broken themselves up into numerous independent units that transact business with
one another almost as if they were separate companies.

What underlies this trend? The answer lies in the basic economics of
organizations. Business organizations are, in essence, mechanisms for
coordination, and the form they take is strongly affected by the coordination
technologies available. When it is cheaper to conduct transactions internally, with
other parts of the same company, organizations grow larger, but when it is cheaper
to conduct them externally, with independent entities in the open market,
organizations stay small or shrink.

The co-ordination technologies of the industrial era — the train and the
telegraph, the car and the telephone, the mainframe computer and the fax ma-
chine — made transactions within the company not only possible but
advantageous. Companies were able to manage large organizations centrally,
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which provided them with economies of scale in manufacturing, marketing,
distribution and other activities. Big was good.

But with the introduction of powerful personal computers and electronic
networks — the co-ordination technologies of the 21st century — the economic
equation changes. Because information can be shared instantly and inexpensively
among many people in many locations, the value of centralized decision-making
and bureaucracy decreases. Individuals can manage themselves, co-coordinating
their efforts through electronic links with other independent parties. Small
becomes good.

In the future, as communications technologies advance and networks
become more efficient, the shift to e-lancing promises to accelerate. Should this
happen, the dominant business organization of the future may not be a stable,
permanent corporation but rather a flexible network of individuals and small
groups that might sometimes exist for no more than a day or two. We will enter
the age of the temporary company.

Language work

Exercise 1. Read the text above about how businesses will be organized in
the future and answer these questions.

1. Which of these statements gives the best summary of the ideas in the
article?

a. New communications technologies enable information to be shared
instantly across the world.

b. In the future most people will be self-employed or will work as free-
lancers.

c. Companies are having to restructure due to developments in electronic
communications.

2. What exactly do the authors mean by the term 'e-lance economy'?

a. Most work inside large companies will be done using e-mail and
computers.

b. In the future tasks will be done by individuals and small companies
linked to the Internet.

c. Business between companies will increasingly be done through the
Internet.

Exercise 2. Mark these statements T (true) or F (false) according to the
information in the text. Find the part of the text that gives the correct information.

1. Big corporations will soon go out of business.

2. There is a move towards decentralization of decision-making in many
companies.

3. Many companies are now experiencing cash flow and similar financial
problems.

4. No more than 10 percent of workers in the US work for the top 500
companies.

5. ABB and BP Amoco have sold many parts of their businesses.
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6. Large organizations can save money by centralizing all transactions.

7. Computer companies have decentralized their decision-making process.

8. It is possible that the shape and structure of companies will be very
different in the future.

Exercise 3. Explain the meaning of the following economic terms in
English:
Economics, inflation rate, interests, microeconomics, macroeconomics,
unemployment rate, organized labor, external debt, revenue, GNP, GDP.

Exercise 4. These phrases summarize the purpose of each paragraph. Match
each phrase to the correct paragraph.

1. Hlustrate the decline of big companies. Para |

2. Give a prediction about the future.

3. Give examples of changes in the way big companies are organized.

4. Introduce the idea that big companies are starting to change and even
decline summary.

5. Describe the new way of working.

6. Explain why these changes are taking place.

7. Describe the old way of working.

Exercise 5. Find a word or phrase from the text that has a similar meaning.

a) movement of money into and out of a company's bank accounts
(summary) cash flow..

b) passing tasks to an external company

(summary) o

c) individuals who are self-employed and work independently
(summary) f

d) describes a large company that produces everything it needs
internally (paral)

Y [

e) external companies that provide products or services to an
organization (para 1)

0 S

f)  parts of a company that operate independently as separate
profit centers (para 2)

[ u

g) where price and quality are the main factors for doing
business (para 3)

h)  something large companies can achieve by doing things in big
volumes (para 4)
e of s
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Exercise 6. There are many words that can be used instead of ‘company'.
Four other words are used in the text. What are they? Is there any difference in
meaning between them?

Exercise 7. Choose the best explanation for each phrase from the text.

1. the days of the big corporation are numbered (summary, line 1-2)
a) big companies will become less important in the future

b) companies will have to improve their financial controls

2. control is being passed down the line (summary, line 4-5)
a) nobody in the company wants to take decisions

b) some decisions will be taken at lower levels in the company
3. what underlies this trend? (para 3, line 1)

a) is this trend really true?

b) what are the reasons for this trend?

4. in essence (para 3, line 2)

a) basically

b) necessarily

5. organizations shrink (para 3, line 6-7)

a) they become smaller

b) they disappear completely

6. the economic equation changes (para 5, line 2-3)

a) things become cheaper because of the Internet

b) there is a move in favor of decentrallization

Exercise 8. Use an appropriate verb and preposition to complete each
sentence.

1. Large multinationals still exercise considerable power over many people
around the world.

2. It's adifficult problem. It will take time to w.......... (o [N the best way
to solve it.
3. Inatraditional, hierarchical company, employees are expectedtoc......... 0.

the orders of their superiors.

4. To improve flexibility and speed of reaction we have decided to b .... the

company u. .......... into separate business units.

5. Our policy is to t............ business only w.......... companies that have a
strong environmental policy.

6. The speed at which you can get information from the Internet is
sometimes a......... D the time of day.
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UNIT 15

DEMAND, SUPPLY, AND EQUILIBRIUM

Key words and phrases:
conceivable — 30araeHHui, MACITUMUI,

instant — MUTH, MOMEHT;

bar — rummTka;

assume — MpUITyCKaTH, JOIMYCKaTH;
incentive — ctumyJ1, CIIOHYKaHHS,
lucrative [ lu:krotlv] — mpubyTKOBHMIA;
distinction — BigMiHHICTb, BIiAMIHA;
adjust — mpucTocoByBaTHCH;

decay — pyiinyBaHHS;

relevant to — mopeuHuii, TaKkuii, 1O BiTHOCUTHCS JIO CIIPABH;
be frustrated — Oytu 3acmydeHHM;
shortage — Hecraya, He1OJIIK, Ae(IMHUT.

demand for chocolate as a function of its price.

Demand, Supply, and Equilibrium

Demand is the quantity of a good buyers wish to purchase at each
conceivable price. Thus demand is not a particular quantity, such as six bars of
chocolate, but rather a full description of the quantity of chocolate the buyer
would purchase at each and every price which might be charged. The first column
of Table 1 shows a range of prices for bars of chocolate. The second column shows
the quantities that might be demanded at these prices. Even when chocolate is
free, only a finite amount will be wanted. People get sick from eating too much
chocolate. As the price of chocolate rises, the quantity demanded falls, other
things equal. We have assumed that nobody will buy any chocolate when the price
1s more than £0.40 per bar. Taken together, columns (1) and (2) describe the

Table 1 — The demand for and the supply of chocolate

(1) price (2) demand (3) supply
(£ / bar) (million bars / year) | (million bars / year)
0.00 200 0
0.10 160 0
0.20 120 40
0.30 80 80
0.40 40 120
0.50 0 160

Supply is the quantity of a good sellers wish to sell at each conceivable
price. Again, supply is not a particular quantity but a complete description of the
quantity that sellers would like to sell at each and every possible price. The third
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column of Table 1 shows how much chocolate sellers wish to sell at each price.
Chocolate cannot be produced for nothing. Nobody would wish to supply if they
receive a zero price. In our example, it takes a price of at least £0.20 per bar before
there is any incentive to supply chocolate. At higher prices it become increasingly
lucrative to supply chocolate bars and there is a corresponding increase in the
quantity of bars that would be supplied. Taken together, columns (1) and (3)
describe the supply of chocolate bars as a function of their price.

Notice the distinction between demand and the quantity demanded.
Demand describes the behaviour of buyers at every price. At a particular price
such as £0.30, there is a particular quantity demanded, namely 80 million
bars/year. The term 'quantity demanded' makes sense only in relation to a
particular price. A similar distinction applies to supply and quantity supplied.

We must recognize that the demand schedule relating price and quantity
demanded and the supply schedule relating price and quantity supplied are each
constructed on the assumption of 'other things equal’. To understand how a market
works, we must first explain why demand and supply are what they are. Then we
must examine how the price adjusts to balance the quantities supplied and
demanded, given the underlying supply and demand schedules relating quantity
to price. Let us think again about the market for chocolate described in Tablel.
Other things equal, the lower the price of chocolate, the higher the quantity
demanded. Other things equal, the higher the price of chocolate, the higher the
quantity supplied. A campaign by dentists warning of the effect of chocolate on
tooth decay, or a fall in household incomes, would change the 'other things'
relevant to the demand for chocolate. Either of these changes would reduce the
demand for chocolate, reducing the quantities demanded at each price. Cheaper
cocoa beans, or technical advances in packaging chocolate bars, would change the
‘other things' relevant to the supply of chocolate bars. They would tend to increase
the supply of chocolate bars, increasing the quantity supplied at each possible
price.

For the moment, we assume that all these other things remain constant. We
wish to combine the behaviour of buyers and sellers described in Table 1 to model
how the market for chocolate bars would actually work. At low prices, the
quantity demanded exceeds the quantity supplied but the reverse is true at high
prices. At some intermediate price, which we call the ‘equilibrium price’, the
quantity de-manded just equals the quantity supplied. The equilibrium price
clears the market for chocolate. It is the price at which the quantity supplied equals
the quantity demanded.

Table 1 shows that the equilibrium price for chocolate bars is £0.30: 80
million bars per year is the quantity buyers wish to buy and sellers wish to sell at
this price. We call 80 million bars per year the equilibrium quantity. At prices
below £0.30, the quantity demanded exceeds the quantity supplied and some
buyers will be frustrated. There is a shortage, what we call excess demand. You
will realize that when economists say there is excess demand they are using a
convenient shorthand for the more complicated expression: the quantity
demanded exceeds the quantity supplied at this price.
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At any particular instant, the market price may not be the equilibrium price.
If not, there will be either excess supply or excess demand, depending on whether
the price lies above or below the equilibrium price. But these forces themselves
provide the incentive to change prices towards the equilibrium price. In this sense,
markets are self-correcting.

Language work
Exercise 1. Translate the word combinations given from Russian into
English.
BIJIMOBIHE 30UIBIICHHS, KUTBKICTh TTOIUTY, @ CaMe, CEPEIHs I1Ha, 3pyUYHe
CKOPOYCHHS.

Exercise 2. Fill in the blanks with the correct forms of the verbs given in
brackets.

1.Demand....the quantity of a good buyers wish to purchase at each
conceivable price ( to be).

2. At higher prices it...... increasingly lucrative to supply chocolate bars
and there .... a corresponding increase in the quantity of bars that ..... . (t0
become, to be, to be supplied).

3. At any particular instant, the market price..... not...... ( may, to be) the
equilibrium price.

4. There ...a shortage, what we excess demand ( to be, to call).

5.Thenwe.... .....how theprice...... to balance the quantities supplied
and demanded (must, to examine, adjust).

Exercise 3. Make up questions to the following sentences.

1. Demand is a full description of the quantity of chocolate the buyer would
purchase at each and every price which might be charged.

2. Supply is the quantity of a good sellers wish to sell at each conceivable
price.

3. Even when chocolate is free, only a finite amount will be wanted.

4. A campaign by dentists warning of the effect of chocolate on tooth
decay, or a fall in household incomes, would change the 'other things' relevant to
the demand for chocolate.

5. Cheaper cocoa beans, or technical advances in packaging chocolate bars,
would change the 'other things' relevant to the supply of chocolate bars.

Exercise 4. Answer the following questions for general understanding
|. What is demand?

2. What is supply?

3. What is the distinction between demand and quality demanded?

4. What is the distinction between supply and quality supplied?

5. How could you explain the notion «other things equal»?

6. What is «equilibrium pricex»?

7. Why are markets called self-correcting?
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Exercise 5. Read each statement given and decide which of the following
IS not true

1. Supply is a concept of macroeconomics.

2. Economists differ from bookkeepers and tax gatherers because they
include also opportunity costs.

3. The shape of the supply curve provides specialist with the information
on elasticity of supply and the reflection of the shareholder.

4. The supply curve is a line on a diagram where the vertical axis measures
price and the horizontal axis is quantity.

5. Bountiful crops are a cause of increase in supply.

6. Improvements in technology and changes in input prices and
productivities are the main causes of the changes in elastic demand.

Exercise 6. Writing a summary is an useful activity to prepare for any oral
task such as retelling or discussion. Here are some clichés to compose a summary:

- the main aim of the text is ....

- the article begins with...

- the text under consideration points out....

- in the text emphasis is also given to...

- 1in conclusion the text reads....

Exercise 7. Look through the text once again and write a summary using
the clichés above.
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UNIT 16
MANAGEMENT

Key words and phrases:
to accomplish — 3miiicHIOBaTH, BHKOHYBATH;
to achieve — nocarru;
assignment — 3aBaHHs;
challenge — Bukmnk, ckiaaHe 3aBIaHHS;
to clarify — 3’sicoByBatu, po3’sicHIOBATH;
competitive — KOHKYpEHTHH, KOHKYPEHTOCIIPOMOXKHUH, KOHKYPYHOUHH;
to direct — ynpaBisTi, CKepOBYBATH, CIIPSIMOBYBATH;
directive — nupexTuBa;
feedback — BinrmoBiab, 3BOPOTHHIA 3B’ S30K;
flexible — rayuxwii;
flexibility — rayukicTs;
goals and objectives — il Ta 3aBIaHHS;
manageable — ciryXHsHUIA; TOM, 110 JIETKO MiIAETHCI KEPYBAHHIO;
to monitor — HarsIIaTH, KOHTPOJIOBATH, BiJICTE)KYBATH;
to motivate — MOTHBYBAaTH, 3a0X04yBaTH;
to obtain — otpumyBaru;
performance — BUKOHaHHSI, TiSIbHICTB;
contingency planning — cutyaTuBHe (aIbTEpHATUBHE) TUIAHYBAHHS;
tactical planning — TakTu4He TTaHyBaHHS;
strategic planning — crpaTeriune 1IaHyBaHHS;
policy — nomiTrKa;
request — 3anur, 3asiBKa; NpOXaHHS, BUMOTQ,
to respond — pearyBaty;
responsible — BiAmoBigaabHUI;
responsive — oiep>kaHuid y BiJIOBI b, Uy TIUBUM;
trend — rennenuis;
Vision — GadeHHs.

Management

Management is the people part of business. Although managers are also in
charge of managing finance, information and various processes, their main
responsibility is to the people who work for them. The managers are the people
who run the organization. Management is the art of getting things done through
people. Today that means that managers work with employees rather than just
direct them. The new managerial style is more informal and people are more likely
to work in teams. Management is attractive to people, because it symbolizes
authority, money and prestige. There are various definitions of management as
the process used to achieve organizational goals with the help of planning,
organizing, directing, controlling people and organizational resources: 1)
management means to delegate, empower and allow the decision-making process
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to go through the organization from top to bottom and bottom to top; 2)
management is carrying out of the vision; 3) management means managing or
being managed; 4) management is people engaged in management.

Management has four functions and is considered as a process of planning,
organizing, motivating and controlling, which are required for formation and
achievement of organizational goals and objectives.

Planning is the first management function. It contains setting the
organizational vision, goals, and objectives. The trend today is to have planning
groups, to help monitor the environment, to find business opportunities and to
observe challenges. Managers construct a vision for their company. Vision is
larger clarification of why the company exists and where it is trying to head.

Goals are the broad, long-term accomplishments an organization desires to
attain. Thus, goal setting is often a team process, because goals should be agreed
upon by workers and managers.

Objectives are detailed short-term statements specifying how to achieve the
goals. Planning is a constant process. It answers three main issues of business:
What is the situation now? Where do we want to go? How can we get there from
here?

Strategic (long-range) planning defines the major goals of the organization
as well as the policies and strategies for obtaining and using resources to achieve
those goals. At this stage the corporation decides which customers to serve, what
products or services to sell and the geographic region in which the firm will
compete. The long-range goal should be flexible and responsive to the market.
Strategic planning is done by the top management of the firm.

Tactical (short-range) planning is the process of developing complete,
short-term strategies about what’s to be done, who is to do it, and how it’s to be
done. Tactical planning is usually done by managers or teams of managers at
lower levels of the organization.

Contingency planning is the process of getting ready alternative courses of
action that may be used if the primary plans don’t achieve the organization’s
objectives. Because of rapid pace of economic and competitive changes there is a
requirement in alternatives.

Organizing is the second management function, which means designing the
organization structure, staffing and creating conditions and systems with the
intention of completing organization goals and objectives. Today the idea is to
design the firm so that everyone is working to satisfy the customer at profit. When
organizing a manager develops an organization structure that takes into account
all workers, tasks and resources. Usually the corporate hierarchy includes top,
middle, and first-line managers. Top management includes the chief executive,
his deputies, the board of directors and managers in charge of the divisions or
departments. Top management responsibilities are structuring, controlling and
rewarding to ensure that people perform the leader’s vision. Middle management
consists of managers to whom top management delegates the day-to-day running
of the organization. Middle managers execute tasks of tactical planning and
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controlling. Supervisory (first-line) managers give specific jobs to workers and
evaluate their daily performance.

Directing is the third management function for guiding and motivating
others to work successfully for accomplishing organization goals and objectives.
The trend is to give employees as much freedom as possible to become self-
managed and self-motivated. Often that means working in teams. Some up-to-
date managers perform all of these tasks with the full cooperation and
participation of workers. Directing involves giving assignments, explaining
routines, clarifying policies and supplying feedback on performance.
Empowering employees means allowing them to take part more fully in decision-
making. Empowerment is a term that means giving employees the authority and
responsibility to respond promptly to customer requests. Managers set up teams,
which will work together. They are less that of «boss» and more that of «coach,
assistant, counselor and team member».

Controlling is the fourth management function, which aim is testing the
organization progress toward goals and objectives, and then taking corrective
action. It consists of 5 steps: 1) setting clear performance standards; 2) monitoring
plans and standards; 3) comparing results against plans and standards; 4)
communicating results and deviations to the employees involved; 5) taking
corrective action when needed. One means to make control systems work is the
establishment of clear procedures of monitoring performance.

Language work
Exercise 1. Match each word in section A with the one of the similar
meaning in section B.

to plan to systematize, to make arrangement
to direct to substitute a right thing for smth.
to manage to stimulate the interest of

to organize to maintain regulation

to correct to acquire

to motivate to intend to do smth.

to monitor to make clear

to obtain to organize, to regulate

to clarify to reach, to attain

to achieve to complete

to accomplish to guide

Exercise 2. Match each word in section A with the one of the opposite
meaning in section B

A B

flexible free
alternative vague
rapid secondary
various stiff
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engaged slow
primary identical
specific the same

Exercise 3. Match each word in section A with its definition in section B.
A B

Vision task or mission;

strategy process or manner of functioning;
policyregular course or procedure;

assignment person who buys goods or services;
performance response to an event or experiment;
routine general direction and tendency;
feedback demanding or difficult task;
request long-term plan or policy;

customer act of asking for smth.;

challenge course of action, adopted by business;
trend foresight.

Exercise 4. Rearrange the following jumbled words into sentences.

Management, of business, the people part, is. 2. The managers, who run the
organization, are the people. 3. Management, of getting things done, is the art,
through people. 4. Top management includes, managers in charge of, the board of
directors and, the chief executive, his deputies, the divisions or departments. 5.
Management, money, is attractive for people, authority, because it represents, and
prestige.

Top management responsibilities are, controlling, to ensure that people
perform, structuring, rewarding the leader’s vision. 7. Management, of the vision,
IS carrying out. 8. Management or managing, being managed, means. 9. Middle
management consists of, the day-to-day, top-management delegates, managers to
whom, running of organization. 10. Management, engaged, is people, in
management.

Middle managers, tactical planning, execute tasks of, and controlling.
12. First line managers, to workers, and evaluate, give specific jobs, their daily
performance. 13. Directing, for guiding and motivating others, for accomplishing,
is the third management function, to work successfully, organization goals and
objectives. 14. Directing, giving assignments, explaining routines, involves,
clarifying policies, and supplying feedback on performance. 15. Empowering
employees means, to take part more fully, allowing them, in decision-making.

Exercise 5. Answer the following questions:

1. What are various definitions of management?
2. What are the main functions of management?
3. What is organizing?

4. What do learn about directing from the text?
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5. What does controlling mean? Is there an intrinsic need in any person to
control and to be controlled?

6. What is the difference between strategic, tactical and contingency
planning?

7. What are the steps of controlling?

8. What does the word «empowerment» mean?

Exercise 6. Translate the sentences into English.

1. MeHemKkMEHT — 1€ CIoci0 Ta MaHepa CHUIKYBaHHS 3 JIIOJIbMHU
(mpariBHEKaMu). 2. MEHEIKMEHT — BMIHHA MW aJMIHICTpPATUBHI HaBUKH
opraHi3oByBath €(GeKTUBHY poOoTy amapary (ciayx0  MpalliBHHKIB).
MeHeKMEHT — 1I€ Bliajla Ta MHUCTEUTBO KepiBHMITBA. 4. MeHEIKMEHT — Iie
OpraHd yHOpaBJiHHS, aIMIHICTPaTUBHI OJWHUIN, CIY)KOW ¥ MiIPO3IiIH.
5. MeHeHKMEHT — 11€ TIPOIIEC, METOIO SIKOTO € JOCSITHEHHS OpraHi3alliiHuX ILIeH
3a JIOMIOMOTOIO TUIaHYBAaHHS, KEPyBaHHsS, KOHTPOIIOBAHHS Ta OpraHi3yBaHHS
Jr0JIeH Ta pecypciB opranizaiiii. /o nuaHyBaHHS BXOJUTh BU3BHAUYCHHS OQueHHS,
L€l Ta 3aBJaHb oprasizauii. 7. Oprani3yBaHHsI — 1€ CTBOPEHHS CTPYKTYpH
1 3aBaHb oprasizauii. 8. KepyBaHHs — 11€ clipIMyBaHHSA ¥ MOTHMBYBAHHSI IHIIUX
10 epexkTUBHOI POOOTH 3apajayd BUKOHAHHS IIJIEW Ta 3aBllaHb OpraHizarlii.
9. OpranizyBanHsa — 1€ Jpyra (yHKIIS MEHEIKMEHTy, sKka mependadae
CTBOPEHHsI OpraHi3alliifHOi CTPYKTypH, HaOlp MepcoHaly, a TaK0XX CTBOPEHHS
YMOB Ta CUCTEM JJIsi TOCSATHEHHs nuied opranizaiii. 10. I1ig yac opranizyBaHHs
MEHEKEp po3po0JIsie CTPYKTYPY, BPaXOBYIOUM BCIX MpalliBHUKIB, 3aBJIaHHS Ta
pecypecu. 11. 3a3Buuaii 10 ie€papxii Kopropailii BXOJUTh MEHEIKMEHT BHIIIO],
CepeHbOi Ta HUKHBOI JaHOK. 12. CTpaTeriuHe MjiaHyBaHHS BUPIIIYE OCHOBHI
L1 OpraHi3alli, a TaKOX MOJITUKY Ta CTPATEril0 OTPUMAHHS Ta BUKOPUCTAHHS
pecypciB Uit focsirHeHHs nuie. 13. Ha iipboMy eTarni Kopriopaiiisi BUPIIIYE, SKUM
CHOKMBayaM HaJaBaTHU TOCIYTH, SKy MPOAYKIIID Ta TOCIYTH MpojaBaTH, i
BU3HAUae reorpagiyHUil perioH, B skoMy ¢ipma Oyae KOHKypyBath. 14.
CrpareriuHa 1UIb MOBMHHA OyTH YyTJIMBOWO 10 puHKY. 15. Crpareriune
MJIaHYBaHHS 3[1HCHIOETHCS BULIIUM KEPIBHULITBOM (PipMH.

62



UNIT 17
PLANNING

Key words and phrases:
adoption — npulHATTS;
allocation — po3MilieHHs, PO3MOILT;
to attain — mocsiratu, 1OOUBAaTUCS, TOMAraTUCS,
attainable — nocsxHMiA;
attainability — qocsoKHICTD;
to carry out (Buxonysartu) — to fulfill, put into effect, to accomplish.
to carry forward — npocyBaTHCs BIepe;
CONSCIOUS — CBiIOMMI;
to consider — po3risinaTi, 0OMipKOBYBATH, BBaXKaTH, T'aIaTH;
consideration — mipkyBaHHS,
contribution — cripusiHHS, BHECOK;
contributive — cipusITIUBHiA;
contributor — oco0a, sika cripusie; poOOUTHh BHECOK;
to make a demand — norpeOyBaTu, CTaBUTH BUMOT'Y;
demand — Bumora, morpeda, OMHT;
to determine — Bu3Hauaru;
determined — BU3HaUYEHUIA;
discretion — ceoboa miii;
efficient — edexTuBHUI;
to envision — mepeadayvatu, yABIISATH,
expenditure — BuTpaTy;
to expend — BuTpauary,
at the expense o f — LiHoI0O;
to highlight — Buginsru;
to hire — naiimaru;
pervasive — mommpeHui, 3arajTbHUi, TPOHUKHUM;
pervasiveness — mommpeHicTh, IPOHUKHICTB;
to pursue — mepeciiayBaTu;
subordinate — migernui.

Planning

For effective activity of individuals working together in groups or teams, a
manager’s basic task is to see that everybody understands the group’s purposes,
objectives, and the methods of attaining them. People must know what they are
expected to accomplish. This is the function of planning.

Planning is a rationally demanding process; it requires that we consciously
determine courses of action and base our decisions on purpose, knowledge, and
considered estimates.

There are four major aspects, which highlight the character of planning:
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Its contribution to purpose and objectives. All plans should contribute to
the achievement of the purpose and objectives of the enterprise.

Its primacy among the manager’s tasks. A manager must plan to know what
kinds of organization relationships and personal qualifications are in need, along
which course to lead subordinates, and what kind of control to apply.

Its pervasiveness. Planning is a function of all managers, although the
character of planning will vary with each manager’s authority and with the
character of the policies and plans outlined by superiors.

The efficiency of resulting plans. The efficiency of a plan refers to its input
to the purpose and objectives, offset by costs and other factors required to
formulate and run it. Plans are efficient if they attain their purpose at a rational
cost.

There are various types of plans: purposes or missions, objectives or goals,
strategies, policies, procedures, rules, programs, budgets.

An enterprise has its purpose or mission. In every social system, enterprises
have basic functions or tasks that society assigned to them. For example, the
purpose of business in general is production and distribution of goods and
services, satisfying the needs and wants of the society.

Objectives and goals are symbols of not only the end of planning but also
the end toward which managers aim organizing, staffing, leading and controlling.
While enterprise objectives are the essential plans of the firm, a department may
also have its own objectives. Its goals logically contribute to the attainment of
enterprise objectives.

We can define strategy as the determination of the basic long- term
objectives of an enterprise and adoption of courses of action and allocation of
resources necessary to realize these goals. The purpose of strategy is to determine
and communicate through a system major objectives and policies, a picture of the
kind of enterprise that managers envision. Strategies provide a framework for
guiding thinking and action.

Policies define a sphere within which a decision is to be made and ensure
that it will be reliable and contribute to an objective. Policies help to decide issues
earlier than they become problems, make it unnecessary to analyze the same
situation every time it comes up, and combine other plans thus permitting
managers to delegate authority and still maintain control over their subordinates.

Procedures are chronological sequences of required actions. They are
guides to action, rather than to thinking, and they give in details the exact manner
in which certain activities should be accomplished.

Rules interpret specific required actions or nonactions, allowing no
discretion. They are generally the simplest type of plan.

Programs are a complex of goals, policies, procedures, rules, tasks and
assignments, steps to be taken, resources to be employed, and other elements
necessary to carry out a given course of action; they are, as a rule, supported by
budgets.

A budget is a statement of expected results expressed in numerical terms.
Budgets are devices of controlling. They are the basic planning instrument in
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numerous companies. A budget is necessary for control, but it cannot supply a
sensible standard of control unless it reflects the plans.

A
purpose
to attain

to accomplish

intellectually
to demand
to require
consciously
to determine
to consider
estimate

to highlight
external
primacy
relationship
qualification
subordinate
pervasive
superior
efficiency
reasonable

Language work
Exercise 1. Match each word in section A with its translation in section B.

B A B
CB1IOMO cost [MOCJIII0OBHICTD
OLlIHKA strength cBOOOIA Iil
palioHaJIbHUI to assign nepecyiyBaTu
BU3HAYATH mission BUTPATH
30BHIIIHIH policy BHYTPIIIHIH
e(DEeKTUBHICTD procedure 3a3BUYait
noTpeOyBaTH budget CTPYKTypa
BUIITUH TI0 CITyKO01 internal BCTAHOBIIIOBATH
BUKOHYBATH adoption BUTpATH
MPOHUKHUAN allocation CHJIbHA CTOPOHA
1JTb to envision HaiiMatu
KBamidikarmis framework MOJTITHKA
JOCATTH seguence 3I1HCHIOBATH
BUMAaraTu discretion nependoavTyBaTH
1980103 () 1070 ordinarily Micis
CTOCYHKH to carry out PUNHSTTSA
IHTEJIEKTYaIbHO to hire OrO/KET
HEePIIOYEPTOBICTh to pursue BUTPATH
BUIUIATH expenses PO3MIIIICHHS
BpPaxoByBaTH expenditure nporeaypa

Exercise 2. Match each word in section A with the one of the similar

meaning in section B.

A

to attain

to demand
to require

to determine
to consider
to highlight
to contribute
to assign

to envision
to carry out
to hire

to pursue

B
to define
to follow

to give, to consign

to achieve, to accomplish
to perform, to complete
to employ, to take in service

to imagine, to foresee

to need, to oblige

to add, to donate

to think, to believe

to emphasize, to draw attention to
to order, to stipulate
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Exercise 3. Match each word in section A with the one of the opposite
meaning in section B.

A B

Consciously external
subordinate unwise
superior unusually
reasonable internal
external main
ordinarily subordinate
internal unintentionally

Exercise 4. Match each word in section A with its definition in section B.

A B

estimate the price paid for smth.

primacy capacity to resist force

purpose a result which is desired to obtain

qualification a basic structure

expenses cost paid to achieve an end

cost a judgment which needs calculation or assessment
strength the state or being first in rank

framework quality fitting a person for particular work
sequence freedom to make one’s own decisions

discretion a series of things which are connected in some way

Exercise 5. Rearrange the following jumbled words into sentences.

The purpose of strategy, and communicate, a picture of enterprise, is, to
determine, that managers envision. 2. Strategies, a framework, for guiding,
provide, thinking and action. 3. Policies, earlier than, help, they become, to decide
Issues, problems. 4. Managers, and still, maintain control, delegate authority, over
their subordinates. 5. Rules, the simplest type, are generally, of plan. 6. Budget,
planning instrument, is the basic, in numerous companies. 7. Budget, it reflects, a
sensible standard of control, cannot supply, unless, the plans. 8. A manager’s, is
to see that, everybody understands, basic task, the group’s purposes.

People, what they are expected, must know, to accomplish. 10. Plans of this
company, the achievement of, the purpose and objectives, contribute to, of the
enterprise. 11. A manager, everything about, organization relationships, must
know, and, personal qualifications.

The purpose, and, distribute, of business, is to produce, goods and services.
13. An enterprise, or, its purpose, has, mission. 14. The company’s goals, the
attainment of, logically contribute to, its objectives. 15. Planning, a rationally
demanding, is, process.
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Exercise 6. Answer the following questions.

What are the main reasons for planning?

What is the central task of planning?

What kinds of plans do you know?

What is the nature of strategies and policies?

What are the definitions of policies and strategies, goals and objectives?
What is the difference between rules and procedures?

Should any company have its program? Why?

What is a budget? Is it a means of planning or controlling?

NN

Exercise 7. Translate the text into English.

1. Ins eekTUBHOI mpalli KOKEH MpalliBHUK MOBUHEH PO3YMITH 3aBJIaHHS
ta 1. 2. [ImaHyBaHHS — 1€ pO3yMHE BHU3HAYECHHS I Ta IJIeH KOMIIaHii.
3. OcHOBHOIO MeTOI0 Oi3HECY € BUPOOHMIITBO Ta MOIIUPEHHS TOBAPIB 1 MOCIYT.
4. Ctparerias — 1€ BHU3HAQUYEHHS JOBrOTPHBAIMX LUJIEH MiANPUEMCTBA Ta
MPUIHATTA Kypcey 1M Juist JocsirHeHHs MeTH. S. [lomiThka komMnaHii gornomarae
HE JOMYCKATH BUHUKHEHHsS MpOOJIeM Ta aHali3yBaTH MOAIOHI cuTyauii. 6.
[Ipouenypa — 11e XpoOHOJIOT1YHA NOCIIIOBHICTh A1i. 7. IIporpama — 1ie KoMIuiekc
LIJIed, MOMITUKUA, NpPOUEAYyp, MNpaBUil, 3aBAaHb. &. BIOJKET € OCHOBHHUM
IHCTpYMEHTAapi€eM IIJIaHYBaHHA Ta KOHTPOII0. 9. MeHepkep MOBUHEH 3HATHU, AKHUI
BUJ KOHTpOJI0O 3acTocoByBath. 10. VYci MeHemkepu BUKOPUCTOBYIOTh
IUTaHyBaHHS y cBOiM poOoTi. 11. EpexkTuBHICTH TUIaHy 3aJI€KUTh Bil PO3YMHOIO
BUKOPHUCTAaHHSI pecypciB 1isi JocsrHeHHs Mertu. 12. KoxHe cycniibCTBO
nokiaaae Ha Oi3Hec meBHI 3aBfaanHA. 13. I dipmu 3aranom, 1 oKpemi BiJIUIH
MaroTh BiacHi ianu. 14. Ctpareris 3a0e3nedye CUCTEMY KEpYBaHHS IsIIbHICTIO
nianpuemcTtBa. 15. Ilg  poOoTa BuMarae HaBHUUOK IUJJaHYBaHHA Ta
OpraHi3aTopChbKUX 310HOCTEMH.
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UNIT 18
TYPES OF BUSINESS ORGANIZATIONS

Key words and phrases:
sole proprietor — ogHOOCIOHUI BIIACHUK;
partnership — ToBapucTBO;
joint stock company — akiioHepHa KOMIIaHis;
cooperative society — koornepaTUBHE TOBAPHUCTBO;
public corporation — gep:;xaBHa KOpIopaiis;
assume — 6patu Ha ceoe;
solely — equHO, TIIBKH, BUKIIOYHO;
liable for — BignoBinanbuMii 3a;
debt [det] — Gopr;
prevalent — nepeBaxxHwmii;
retailing — po3apioHa TopriBis;
voluntary — 1oOpoBiIbHMIA;
with a view to — 3 meToro, 3 HaMipowm;
surveying — iHCIICKTyBaHHS,
aCcCess — JIOCTYTI,
legal entity — ropuandna oco0a;
productive assets — BUpoOHUYNH KaIiTal,
enter into contract — ykiiagaTi KOHTPAKT;
private company — 3akpuTa akI[iOHEpHa KOMITaHis;
public company — BiikpuTa aKkiioHepHA KOMITaHis;
shares — axuii.

Types of Business Organizations

The different types of business organization found in most capitalist
countries are: the sole proprietorl, the partnership, the joint stock company3, the
cooperative society and the public corporation.

The sole proprietor is the simplest and the oldest form of business
enterprise. It is often referred to as one-person business. A single person provides
the capital, takes the decisions and assumes6 the risks. He or she is solely
responsible for the success or failure of the business and has the sole rights to the
profits. The owner is personally liable8 for the debts9 of the firm and his liability
is unlimited. We find the one-person business prevalent10 in farming, retailing,
repair and maintenance work, and personal services such as hairdressing.

Partnerships are voluntary combinations of 2 to 20 persons formed for the
purpose of carrying on business with a view to profit. Partnerships are a common
form of business organization in such professions as law, surveyingl4 and
medicine. This type of organization is more flexible than the one-person business:
one partner may be responsible for buying, one for selling, one for production and

68



so on. Since it has greater access to capital, it can achieve greater size than the
sole proprietor.

The most important form of business organization in the UK is the joint
stock company. A company may be defined as a legal entity engaged in business,
owning productive assets, entering into contracts and employing labour.

There are two kinds of joint stock company, the private company and the
public company. A private company must include the word «limitedy in its name,
while a public company must have the words «public limited company» at the end
of its name although this can be abbreviated to plc. The basic distinction between
a private company and a public company is that a public company can offer its
shares for sale to the general public.

Language work

Exercise 1. Read and translate the following groups of words, make the
sentences with them.

Is referred to as; is solely responsible for; has the sole rights to profits;
unlimited liability; personal services; the purpose of carrying on business; with a
view to profit; it has access to capital; achieve greater size; may be defined as; to
own productive assets; to employ labour; can be abbreviated; offer its shares for
sale; the general public.

Exercise 2. Match

a) the synonyms:

1. enterprise, acquire, responsible, owner, purpose, single, own, employ,
kind, include, although, abbreviate, basic, distinction

2. main, though, shorten, contain, type, achieve, aim, hire, business,
proprietor, liable, sole, possess, difference

b) the antonyms:

1. public, failure, profit, retailing, simple

2. loss, complicated, private, success, wholesale

Exercise 3. Translate the following groups of words into English.

YacTo Ha3MBa€ThCS; MPUUMATH PIMICHHS; MaTh TpaBo (HA); HECTH
O0COOHMCTY BIAMOBINANBHICTD (3a); YTBOPEHI 3 METOIO; 3 HaMipOM OTpPUMAaHHS
NpUOYTKY; MOIIUPEHUN THUIM; JOCSITATH BEIMKUX PO3MIPIB; MAaTH AOCTYI [0
KamiTaly; MOXXHa BU3HAUUTH SK ..., [0 3alMaeTbcs OI3HECOM; BOJIOMITH
BUPOOHUYNM KaIiTajaoM; HaliMaTH poOOUy CHITY; BKIIOUATH B CBOIO HA3BY; X04a
1€ MO>KHA CKOPOTUTH; BUCTABIIATHU aKIIi1 HA MPOJAXK.

Exercise 4. You are given the answers. What are the questions?
1. The sole proprietor is.

2. The sole proprietor does.

3. Itis unlimited.

4. In farming, retailing, personal services.
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Two to twenty persons.

It is more flexible.

Because it has greater access to capital.

It is the joint stock company.

There are two types of them.

10 It means «public limited company»

11. A public company can offer its shares to the general public.
12. No, it cannot.

© oo~ O

Exercise 5. Complete the following sentences without consulting the text.
1. The most important types of business organization are...

2. ...1s the oldest form of business enterprise

3. The sole proprietor is responsible...

4. One-person business is prevalent in...

5. The purpose of partnership is...

6. In partnership partners are responsible...

7. ... as law, surveying and medicine.

8. A joint stock company is a legal entity...

9. ...include the word «limited» in its name.

10. The main distinction between public and private companies is that...

Exercise 6. Be ready to speak about types of business organizations.
Exercise 7. Translate into English.

Exercise 8. Translate the text in written form.

Business is the exchange of goods and services, and money, on an arm’s
length (objective) basis, that results in mutual benefit or profit for both parties
involved. An individual engages in business because he or she believes that the
rewards, or possible future benefits, of business are greater than risks, or possible
future sacrifices, of business.

Business activities are events that involve making and carrying out the
operating, investing, and financing decisions that deal with business assets or
obligations.

In a profit-seeking business, there are three types of business activities that
correspond to the three types of business decisions. Operating activities are the
profit-making activities of the enterprise. They include those business activities
that generate revenues, such as selling merchandise for cash or on credit or
providing services for a fee. They also include activities that result in increased
expenses, such as purchasing goods for manufacture or resale, paying wages, or
combining goods and labour to manufacture products.

Investing activities include the purchase and a sale of long-term assets in
addition to other major items used in a business’ operations.
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Financing activities are activities that involve obtaining the cash or using
other non-cash means to pay for investments in long-term assets, and to repay
money borrowed from creditors, and to provide a return to owners.

Exercise 9. Render the following text into English.

Cim 3anoBigei 0i3HecMeHa

JlaBatu OOILISTHKY 1 HE BUKOHYBATH 1X CTAJIO Y HAC MPOCTO HOPMOIO JKUTTS.
VY 3B'13Ky 3 MM KOpHUCHO 3rafaTu 1912 pik, Koiu pociiCbKUMU MiANPUEMISMHU
OyJ10 BUPOOJICHO CIM OCHOBHUX MPUHITUIIIB BEJCHHS CIIPAB:

[Tepmuit npunmun — «IloBaxkait Bnamy». Brnaga — HeoOxigHa yMmoBa IS
e(eKTUBHOTO BEICHHS CIIpaB. ¥ BCbOMY Ma€ OyTH MOPSAOK. Y 3B'S3KY 3 LUM
IPOSIBIISIH MOBAry J10 MPaBOOXOPOHIIIB B y3aKOHEHUX €IIeIOHAX BIIAJIH.

Hpyruii npunuun — «byae yecHuit 1 npaBauBuit». lle — gyHmameHt
MIAITPUEMHUITBA, MIEPEIYMOBA 3I0POBOrO MPUOYTKY 1 HOPMAJIbHUX BIAHOCHUH Y
copasax. [ligmpuemens noBUHEH OyTH O€3/I0rAaHHUM HOCIEM YECHOT, YECHOCTI Ta
MPaBIUBOCTI.

Tperii npunuun — «lloBaxall mpaBo MPUBATHOI BIACHOCTI». BiabHe
M1IMPUEMHUIITBO — OCHOBA OJlaromnoiyqust aepkasu. [linnpuements 3000B's13aHmi
B IIOTI YOJIa CBOTO TPYAUTHUCS Ha Onaro cBiil Bitumsnu. Take 3aB34TTs MOKHA
POSIBUTH TUIBKHU 32 YMOBH OIOPY HA MIPUBATHY BJIACHICT.

UersepTuil npuHimn — «JIto0u it moBaxkail groauny». JIto00B 1 mosara 110
JOMHU TIpati 3 OOKy MHIANPUEMIIS TOPOJKYE BIJIMOBIIHY JII0OOOB 1 TOBary.
VY Takux yMoBax BUHHUKA€ TapMOHIsl 1HTEpPECIB, IO CTBOPIOE atMochepy s
PO3BUTKY Y JIIOICH HAMPI3HOMAHITHIMMX 3A10HOCTEH, CIIOHYKA€E 1X MPOSBIISITH
cebe B yciif kpaci.

[T'atuii npunuun — «byap BipHUI CBOEMY CIIOBY». YCHIX Yy cripaBi 6arato
B YOMY 3aJICKUTh BIJl TOTO, B SIKIA MIpl OTOUYYIOYi IOBIPAIOTH TOOI.

[Moctuit mpunuun — «KuBu 3a komramu». He 3apuBaiicsi! BuOupait
CIIpaBy MO IIe4y. 3aBXKIU OIIHIOW CBOi MOXJIMBOCTI. J[ifi 3rigHO 31 CBOIMH
KOILITaMH.

Cpomuii npuHIMI — «byab HIIECHpIMOBAaHUMY. 3aBX A1 Mail mepes; co0010
qiTKy Mety. [ligmpuemiro Taka mera nmoTpioHa, sik moBiTpsa. He BinBosikaiics Ha
iHIm mm. CiyXiHHS JBOM TaHaM MPOTUIPUPOJIHO. Y TIPArHeHHI JOCSTTH
3aMoBITHOI METHM HE Tepexojb MEXi Jo3BojieHoro. Hisika mera He MoOxke
3aThbMapUTH MOPAJIbHI IIIHHOCTI.
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UNIT 19
ADVERTISING

Key words and phrases:
to advertise — pexitamyBatH;
advertisement (advert, ad) — pexiama, OroJoOIICHHS;
to persuade — mepeKoHyBaTH;
word-of-mouth advertising — ycHa pekiama;
agency — areHTCTBO;
a medium (pl. media) — 3aci6 macoBoi iHpoOpMariii;
advantage — nepeBara;
disadvantage — nemoik;
commercial — pexnama va TV um panio;
to rely on — noxnanarucs;
commodities (goods) — ToBapwu;
expensive — Toporui;
competitive — Toif, 110 KOHKYPYE, 3MaraeThes,
to offer — mpomonyBatu;
In this respect — y oMy ceHci;
range — miamasoH;
opportunity — MOXJIHUBICTb.

Advertising

Advertisingl is necessary as a means of communication with others, of
telling them about the goods and services that are offered. It persuades consumers
to buy them. There are many different ways of advertising. The best and the
cheapest form of advertising is considered to be word-of-mouth advertising which
takes place when people tell their relatives and friends about the benefits of
products and services they have bought.

Many big successful companies prefer to use the services of advertising
agencies. They create ads and develop a media plan defining which media6
(newspapers, magazines, radio, television, etc.) will be used. In most developed
countries newspapers still attract the largest share of the total advertising budget.
The main advantage of advertising in newspapers is its broad reach, getting
through to a wide spectrum of population.

Television’s main advantage is that it offers the combination of sight and
sound, that opens up a vast range of opportunities. The chief drawback of
commercials is the high cost and air time.

Direct mail campaigns rely on mailing lists containing the names of
commodities1l and services. But direct mail often meets with a certain amount of
consumer resistance and it is rather expensive.

Radio offers the advantages of low cost to large potential audience. But
people often use the radio for background sound and ignore the adverts.
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Other media such as magazines, billboards, yellow pages, telemarketing,
packaging, shop displays can be used to advertise goods and services.

We live in the competitive society and it is essential that people go out and
sell what they have to offer. Advertising does try to attract the attention of the
potential consumer. It plays an important role in this respect.

Language work
Exercise 1. Read the international words, try to guess their meanings, make
the sentences with them.
Communication; services; product; company; agency; plan; radio;
television; total; spectrum; combination; chief; potential; to ignore; telemarketing;
role.

Exercise 2. You are given answers. Make up questions. (all possible types).

a. The best and the cheapest form is word-of-mouth advertising.

b. Yes, they do. They prefer to use the services of advertising agencies.

c. Newspapers still attract the largest share of the total advertising budget.

d. Its broad reach, getting through a wide spectrum of population.

e. Yes, it is. It offers the combination of sight and sound.

f. It often meets with a certain amount of consumer resistance.

g. They are magazines, billboards, yellow pages, telemarketing, packaging
and shop displays.

h. It offers the advantages of low cost and large potential audience.

Exercise 3. Give synonyms to the column «Ax» from the column «B».

A B

1. to persuade 1. a customer (a client)
2. disadvantage 2. main

3. goods 3. wide

4. to offer 4. advanced

5. opportunity 5. to produce
6. to buy 6. to convince
7. to create 7. possibility
8. developed 8. drawback

9. broad 9. commodities
10. chief 10. to suggest
11. a consumer 11. to purchase

Exercise 4. Agree or disagree with the statements using phrases.

(I’m afraid that’s wrong; you are quite right/you are not quite right; that’s
not quite so; I think you are mistaken; as far as | know; | think so; according to
the text).

1. Advertising is not necessary as a means of communication with others.
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2. Many big successful companies prefer to use the services of advertising
agencies.

3. Advertising agencies don’t create ads and don’t develop a media plan.

4. In most developed countries newspapers still attract the largest share of
budget.

5. Television’s main disadvantage is that it offers the combination of sight
and sound.

6. The chief drawback of commercials is the high cost and air time.

7. We can’t use magazines, billboards, yellow pages, telemarketing as a
means of advertising.

Exercise 5. Complete the following sentences without consulting the text.
The best and cheapest form of advertising is considered to be ... .
Many big successful companies prefer to use ... .

The main advantage of advertising in newspapers is ... .

Television’s main advantage is ... .

The chief drawback of commercials is ... .

Radio offers the advantages of low cost and ... .

But people often use the radio ... .

Other media such as magazines, billboards, yellow pages ... .
Advertising does try to attract ... .

CoNaRLNE

Exercise 6. Be ready to speak about «Advertising.

Exercise 7. Translate into Russian in written form.

Advertising is defined as the nonpersonal communication of information
usually paid for and usually persuasive in nature, about products, services, or ideas
by identified sponsors through various media.

Advertising may be classified by target audience (consumer, industrial), by
geography (local, international), by medium (radio, newspaper, television), or by
its function or purpose (product advertising, noncommercial advertising, action
advertising).

Advertising began in ancient times when most people could not read or
write. As manufacturing and communication technol—ogies developed, so did
advertising. Printing was the first major technology to affect it, and cable
television and computers are the most recent. Since World War 1,
advertisers have attempted to differentiate products through positioning strategies
and other techniques.

As a marketing tool, advertising serves several functions:

- to identify and differentiate products;

- to communicate information about the product;

- to induce the trial of new products by new users and to suggest
repurchasing by existing users;

- to stimulate a product's distribution;

- to increase product use;
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- to build brand preference and loyalty;
- to lower the overall cost of sales.

Exercise 8. Translate into English.

1. BoHu cTBepKyl0Th, MO0 peKiiaMa HETaTMBHO BIUIMBAE HA HAITy
CUCTEMY ITIHHOCTEH.

2. JIronu KynmyrTh O1IbIIIe, HIXK iM ITOTPIOHO.

3. [IpuXuJIbHUKY PEKJIaMU CTBEP/IKYIOTh, 1110 MaTepiadbHUN KOM(OPT
1 Oe3meKa Jie)KaTh B OCHOBI ITOJAIBIIOT JISUIBHOCTI] JIFOAUHH.

4, [IpoTUBHUKHM pEKIaMU KaxyTh, L0 peKJIaMa 3MYIIye JIoJeH
KYITyBaTH peul, K1 iM He MOTP10H1, IParoyy Ha eMOIIIsIX.

5. B3aemoist MEHIIT KOHTPOJIbOBaHA, HIXK peKiIamMa, 1 BUKIUKAE OLIbITY
TOBIPY.

6. Bu moBWHHI BMITH BU3HAUWTH, SKHA caMe BHJl PEKIaMu Oyze
MIpaIfiOBaTH.

7. BiH — 3aB3THII NPUXUIBHUK CYBOPOi JUCIUILTIHH.

8. Horo GaxaHHS 3MiHIOE TONITHKY Ha JOTOAY Oyab-fKili HpHUMCi

KEpIBHUIITBA KOMITaH1i — HAlTIpIa 3 HOTo SKOCTEH.
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UNIT 20
MONEY

Key words and phrases:
Store of value — 3aci0 3aomaKeHHs, HAKOITMYEHHS,
deferred payment to swap goods — BiACTpouYKa IUIATEXKY OOMIHIOBATHCS
TOBapamy;
coincidence of wants commodity — 30ir monuTy i IPOIO3uIIii TOBap;
to quote prices to keep accounts — Bectn OyxXraiaTepchKi KHHIH, BECTH OOJIK
JIOXOJIIB 1 BUTpAT,
to erode purchasing power — 3HIKYBaTH KYMiBEJIbHY CIIPOMOKHICTB;
to cut back — ckopouyBaty;
token money — cuMBOJTIYHI TPOIITi, TPOIIOBI 3HAKH.

Money and its Functions

Although the crucial feature of money is its acceptance as the means of
payment or medium of exchange, money has three other functions. It serves as a
unit of account, as a store of value, and as a standard of deferred payment.

The Medium of Exchange. Money, the medium of exchange, is used in one-
half of almost all exchange. Workers exchange labor services for money. People
buy or sell goods in exchange for money. We accept money not to consume it
directly but because it can subsequently be used to buy things we do wish to
consume. Money is the medium through which people exchange goods and
services. To see that society benefits from a medium of exchange, imagine a barter
economy.

A barter economy has no medium of exchange. Goods are traded directly
or swapped for other goods. In a barter economy, the seller and the buyer each
must want something the other has to offer. Each person is simultaneously a seller
and a buyer. In order to see a film, you must hand over in exchange a good or
service that the cinema manager wants. There has to be a double coincidence of
wants. You have to find a cinema where the manager wants what you have to offer
in exchange.

Trading is very expensive in a barter economy. People must spend a lot of
time and effort finding others with whom they can make mutually satisfactory
swaps. Since time and effort are scarce resources, a barter economy is wasteful.
The use of money — any commodity generally accepted in payment for goods,
services, and debts — makes the trading process simpler and more efficient.

Other Functions of Money. The unit of account is the unit in which prices
are quoted and accounts are kept. In Britain prices are quoted in pounds sterling;
in Europe in Euros; in Ukraine in Ukrainian hryvna. It is usually convenient to
use the units in which the medium of exchange is measured as the unit of account
as well. However there are exceptions. During the rapid German inflation of
1922-23 when prices in marks were changing very quickly, German shopkeepers
found it more convenient to use dollars as the unit of account. Prices were quoted
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in dollars even though payment was made in marks, the German medium of
exchange.

Money is a store of value because it can be used to make purchases in the
future. To be accepted in exchange, money has to be a store of value. Nobody
would accept money in payment for goods supplied today if the money was going
to be worthless when they tried to buy goods with it tomorrow. But money is
neither the only nor necessarily the best store, of value. Houses, stamp collections,
and interest-bearing bank accounts all serve as stores of value. Since money pays
no interest and its real purchasing power is eroded by inflation, there are almost
certainly better ways to store value.

Finally, money serves as a standard of deferred payment or a unit of account
over time. When you borrow, the amount to be repaid next year is measured in
pounds sterling. Although convenient, this is not an essential function of money.
UK citizens can get bank loans specifying in dollars the amount that must be repaid
next year. Thus the keyfeature of money is its use as a medium of exchange. For
this, it must act as a store of value as well. And it is usually, though not invariably,
convenient to make money the unit of account and standard of deferred payment as
well.

Different Kinds of Money. In prisoner-of-war camps, cigarettes served as
money. In the nineteenth century money was mainly gold and silver coins. These
are examples of commodity money, ordinary goods with industrial uses (gold)
and consumption uses ‘cigarettes’ which also serve as a medium of exchange. To
use commodity money, society must either cut back on other uses of that
commodity or devote scarce re- sources to producing additional quantities of the
commodity. But there are less expensive ways for society to produce money. A
token money is a means of payment whose value or purchasing power as money
greatly exceeds its cost of production or value in uses other than as money. A £10
note is worth far more as money than as a 3 x 6 inch piece of high-quality paper.
Similarly, the monetary value of most coins exceeds the amount you would get
by melting them down and selling off the metals they contain. By collectively
agreeing to use token money, society economizes on the scarce resources required
to produce money as a medium of exchange. Since the manufacturing costs are
tiny, why doesn't everyone make £ 10 notes?

The essential condition for the survival of token money is the restriction of
the right to supply it. Private production is illegal. Society enforces the use of
token money by making it legal tender. The law says it must be accepted as a
means of payment.

In modern economies, token money is supplemented by IOU money. An
IOU money is a medium of exchange based on the debt of a private firm or
individual. A bank deposit is IOU money because it is a debt of the bank. When
you have a bank deposit the bank owes you money. You can write a cheque to
yourself or a third party and the bank is obliged to pay whenever the cheque is
presented. Bank deposits are a medium of exchange because they are generally
accepted as payment.
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Language work

Exercise 1. Answer the following questions.

Why do people accept money?

How are goods exchanged in a barter economy?

Why is trading expensive in a barter economy?

What is the unit of account in our country?

When did Germany not use its own currency?

Why can money be used as a store of value?

What does the writer mean by 'standard of deferred account'?
Explain in your own words what ‘token money' means.
When are people unwilling to accept their own currency?
What example of IOU money does the writer give?

BHoo~w~ouhrwnpk

Exercise 2. Say what words have the same meaning as the following
verbal units.

Put off till later giving the name or details of
vital serving to avoid difficulty
worn away without against the law

value always limitation illegitimate
Exercise 3. Say what words have the

opposite meaning to the following
verbal units.
Take away increase

Reject is less than

planned event separately

be under no compulsion to very large

in a minor way lawful

Exercise 4. Explain the following.
Accounts; medium of exchange; legal tender; quoted.

Exercise 5. Say what words correspond to these definitions.

Shared by 2 or more people; to use something;

working smoothly and well; the state of continuing to live or exist, often in
rare; spite of difficulty or danger.

very small;

Exercise 6. Think of the following.
1.  What functions of money do you know?
2. How many different kinds of money can you name?
3. Do you try to save money? With what purpose?
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Exercise 7.Cross the word which is odd in the category:

a) carry bear bring take

b) reach achieve succeed arrive

¢) perish preserve collapse rot

d) value estimate assess neglect

e) difficulty problem help trouble

Exercise 8. Match the five pairs of words, which have similar
meanings:

merchant contract

goods keep, mountain

preserve trader

hire commerce

trade merchandise

Exercise 9. Choose the necessary word from the brackets and fill it in
the blanks of the text below and then translate into Ukrainian (deflation,
economies, inflation, tightened, deflation, monatary, expectation, consumer,
central, prices, reduces, beneficial, demand, new, damaging, excess,
commodities, spiril, malign).

For several decades the bogeyman for most rich economies has been
inflation. (1) began to fight it seriously 20 years ago, when Paul Volcker,
chairman of America’s federal Reserve, dramatically (2) monetary policy.
Countries from Britain to Brazil then joined the fray. With great success: the
average (3) rate in the old enemy seems quiescent , a new and possibly more
dangerous one may be rising up: (4).

And isn’t the sign of a good (5) bank its willingness to turn a deaf
ear to calls for (6) expansion, whatever the circumstances? Actually, no.
The right target is broadly stable (7), which requires that a central bank
should be ready to attack (8) as fiercely as it does inflation. Not only that,
but a good central bank also keeps in mind that deflation can be more 9
that inflation, if it creates a downward (10) in which the (11) of
falling prices (12) demand and pushes prices lower still, as happened in
the Great Depression.

In much of the world In much of the world outside America, the risk of
falling the (13) prices (i.e. deflation) is at its greatest since the 1930s.
Japan is already in the grip of deflation. Prices are falling in China and some other
parts of East Asia. Continental Europe’s inflation rate, if correctly measured, is
close to zero. Prices are coming down partly thanks to the (14) effects of

(15) technology and deregulation, and partly thanks to cheaper oil and
other (16). Such deflation is generally benign. But alongside it are signs
of a more (17) deflation, caused by (18) capacity and weak

(19).
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Exercise 10. Give the English equivalents to the following:

a) moOyBaTH TpoOIli; Mepeka3 TPoIIei; B Mexax (PiHAHCOBOI CHCTEMH;
MEXaHi3M BEJCHHS 3alKCiB; TOXOAM 1 BUTPATH; 3A1MCHIOBATH IIUPOKUNA CHEKTP
TISUTBHOCTI; pO3MIIIEHHS (PIHAHCOBUX PECYpCiB; CTPaxoBl KOMIaHii; MOTOYHI
BUTPaTH; KOPOTKOCTPOKOBE (piHAHCYBaHHS; OaHKIBChKA MO3MKA; MO3MYATbHHUK;
KpEAUTOpP; CTATYTHUN KamiTalx, OCOOHMCTI 3a0lla/KEHHS; 3aTy4CHHMI KariTal;
Ooprosi 3000B'sA3aHHS; MPOIIEHTHA CTaBKA; HEPYXOMICTh; OpEHIHA TUIaTa; aKIIii;
MakeT akKIii; akmioHep; ooOumramii; gata Bumatu (O6opry); BHKOHYBaTH
3000B's13aHHS; JOBIOCTPOKOBI I[IHHI Mamnepu; MPUBUICHOBaHI1 aKIlii; BUITYCKATH
I[IHHI MTaflepy; HaJaBaTH TO3UKY; MiAaBaTH PU3UKY.

0) KO’KHA aKIlis JIa€ MPaBo aKIIOHEPY Ha ...; OTPUMATH CTAPTOBUM KaImiTal
[UIIXOM BUIYCKY 1 TPOJAXy aKIliil; MeBHUM pU3UK 3 OOKY MOKYIIIIS; HE MA€ 3BITY
PO AISUIBHICTH; OTPUMATH MPUOYTOK 3a PaxXyHOK 301IBIIEHHS BapTOCTI aKIli;
BUIUIAYY€ThCS aKLIOHEpaM HIOKBapTalbHO; Oepe rpour B Oopr B OOMIH Ha
oOmirariii; Kopropaimisi MOXYTb 3MYCUTH MpOJAaTH AaKTUBH; (OHAM, TEPMiH
BUIUIATU 32 SKMMU MEHIIE POKY; €MITEHT Oe3MOocepeaHbO 3aIIHHI B Yromi;
BHUpYYKa BIJ IPOAAXy LIHHUX Hamnepis.
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UNIT 21. TEXTS FOR INDIVIDUAL WORK

TEXT 1
What Is System?

Everybody is familiar with the word system and uses it in everyday
language. We speak of heating systems, communication systems, economic
systems, and transportation systems. We talk of cultural and social systems. The
word system is used because it conveys the idea that these things are made up of
parts and that the parts somehow interact with each other for some purpose or
reason. A system is an organized or complex whole — an assemblage or
combination of things or parts performing as a complex or unitary whole.

This definition implies several ideas. First is the concept of
interdependency. If a change occurs in one part or set of parts, it affects all other
parts of the system. This affect on each part may be direct or indirect.

A second implication of the definition of a system is the concept of
wholism. This means that the system should be considered as a functioning whole.
Changes in parts of the system and in the functioning of elements of the system
should be considered from the standpoint of the system’s overall performance.

A third concept implied by the definition is synergism. This refers to the
interactive effect of the parts of the system working together. The actual
interaction of the parts creates an effect which is greater than the effect of the parts
acting separately.

TEXT 2
History of Economics

In the 1500s there were few universities. Those that existed taught religion,
Latin, Greek, philosophy, history, and mathematics. No economics. Then came
the Enlightenment (about 1700) in which reasoning replaced God as the
explanation of why things were the way they were. Pre-Enlightenment thinkers
would answer the question, «Why am | poor?» with, «Because God wills it.»
Enlightenment scholars looked for a different explanation. «Because of the nature
of land ownership» is one answer they found.

Such reasoned explanations required more knowledge of the way things
were, and the amount of information expanded so rapidly that it had to be divided
or categorized for an individual to have hope of knowing a subject. Soon
philosophy was subdivided into science and philosophy. In the 1700s, the sciences
were split into natural sciences and social sciences. The amount of knowledge
kept increasing, and in the late 1800s and early 1900s social science itself split
into subdivisions: economics, political science, history, geography, sociology,
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anthropology, and psychology. Many of the insights about how the economic
system worked were codified in Adam Smith’s The Wealth of Nations, written in
1776. Notice that this is before economics as a subdiscipline developed, and
Adam Smith could also be classified as an anthropologist, a sociologist, a political
scientist, and a social philosopher.

Throughout the 18" and 19" centuries economists such as Adam Smith,
Thomas Malthus, John Stuart Mill, David Ricardo, and Karl Marx were more than
economists; they were social philosophers who covered all aspects of social
science. These writers were subsequently called Classical economists. Alfred
Marshall continued in that classical tradition, and his book, Principles of
Economics, published in the late 1800s, was written with the other social sciences
in evidence. But Marshall also changed the question economists ask; he focused
on the questions that could be asked in a graphical supply-demand framework. In
doing so he began what is called neo-classical economics.

For a while economics got lost in itself, and economists learned little else.
Marshall’s analysis was downplayed, and the work of more formal economists of
the 1800s (such as Leon Walras, Francis Edgeworth, and Antoine Cournot) was
seen as the basis of the science of economics. Economic analysis that focuses only
on formal interrelationships is called Walrasian economics........

TEXT 3
The Economic System

There are many forms of economic order, ranging from the mixed private
enterprise system to partially or completely controlled economies. Regardless of
their form, however, economic system is the system that a society uses for
allocation and distribution of scarce resources. Private enterprise means that
decisions about what and how much to produce are left to the discretion of owners
and managers. In controlled economies such decisions are the responsibility of
some governmental agency. There is, of course, no economy today that is
completely free of governmental influence, nor is this condition necessarily
undesirable. There are many beneficial services and protections available from
government. The question then is a matter of degree. Irrespective of the form of
economic order, it performs certain valuable functions in the life of organizations
of all types.

Among the functions of the economic order the most important one is to
provide some means of resource allocation. In a private enterprise this function
is basically performed by the price mechanism. This simply means that demand
for and supply of goods and services interact to set their market price. In the case
of regulated utilities, there are governmental agencies such as public service
commissions that determine the rates that may be charged by utility companies.
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These rates are set at the level that will allow a fair return on investments made
by the companies. This form of regulated monopoly is considered, on balance,
preferable to unchecked competition. This is true because of efficiency reasons.
In taking actions in the area of employment, government is attempting to control
the economy in such a fashion as to help the business community operate at the
level of production that will yield full employment.

Without a system of distribution economy simply could not exist. A major
part of this distribution system is credit. Economy flourishes on credit or extended
methods of payment. Such a system literally affects every link in the distribution
chain from the supplier of raw materials to the ultimate consumer. Without this
vital financing function being performed, the economy would doubtless be forced
to a lower order of production.

Economic goals for a nation include price stability, full employment,
economic growth, and equitable distribution of income. Price stability
contributes to the efficient allocation of resources and facilitates long-term
planning. Full employment means that jobs are available for those seeking work.
Higher standards of living require increased output per person (economic growth
per capita). An equitable distribution of income means that the fruits of the
economy are divided in a way that seems fair to the majority of the people. With
the long-run trend toward a more sophisticated, highly integrated economic
system, it is becoming increasingly important for an individual decision maker to
be aware of the macroeconomic environment.

1. What is a system?

2. What are three main concepts of a system? What do they imply?

3. What is an economic system?

4. What functions does economic order perform?

5. What do economic goals for a nation usually include?

TEXT 4
Read the text. Make up the plan and retell the text using your plan.
Prologue to Economics

There is almost universal agreement that economies are becoming more
complex every year and that an understanding of how an economy works is more
important than ever before. For someone who is just beginning to study
economics, the task indeed appears to be a difficult one. Economics is the study
of the way in which mankind organizes itself to solve the basic problem of
scarcity. All societies have more wants than resources, so that a system must be
devised to allocate these resources between competing ends. In a very real sense,
the complexity of the economy makes it difficult to decide exactly where to start.
Simultaneously, production is taking place, goods and services are being
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allocated, and a great number of market participants are being motivated by a
diverse set of goals. In addition, there is the complex financial system in which
individuals, firms, and governments borrow and lend funds.

Economics is divided into two major branches: macroeconomics and
microeconomics. Macroeconomics is the study of behavior of the economy as
a whole with emphasis on the factors that determine growth and fluctuations
in output, employment, and the level of prices. Macroeconomics studies broad
economic events that are largely beyond the control of individual decision makers
and yet affect nearly all firms, households, and other institutions in the economy.
Specialists in macroeconomics are particularly interested in understanding those
factors that determine inflation, unemployment, and growth in the production
of goods and services. Such an understanding is necessary in order to develop
policies that encourage production and employment while controlling inflation.

The other major branch of economics is microeconomics. Microeconomics
Is the study of behavior of individual units within the economy. The division
of economics has resulted from the growing complexity and sophistication of
economic research.

These two approaches and the topics they include are in fact interdependent.
Individuals and firms make their decisions in the context of the economic
environment, which has an impact on the constraints the decision makers face as
well as their expectations about the future. At the same time, when taken as a
whole, their decisions determine the condition of the overall economy. A good
understanding of economic events and an ability to forecast them require
knowledge of both individual decision making and the way in which individuals
react to changes in the economic environment.

1. Economies are becoming more complex every year. Why?

2. What is the main division of economics?

3. What is macroeconomics «responsible for»?

4. What does microeconomics deal with?

TEXT5
1. In what context can we use the word environment?
2. What elements of the environment can you mention?
3. Which ones are of the most importance?
Read the text. Be ready to define the key-sentence(s) of each paragraph.
Explain your choice.
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Macro Environment

Macro environment is the network of systems composed of culture,
political and economic forces, technology, skill mixes, and consumer groups; a
source of opportunities and constraints for the organization. Once the organization
has built its product or defined its service, it must distribute it to consumer client
groups who have wants and needs that they attempt to satisfy through the
consumption of such products and services.

Every organization exists within an extensive and complex environmental
network. Organizational environment refers to all groups, norms, and conditions
with which an organization must deal. It includes such things as the political,
cultural, economic, religious, educational, and like systems that affect an
organization and which in turn affected by it. Table 2 provides a summary of
environmental subcomponents.

Table 2
Major Component Subcomponent
Culture Societal values, norms, beliefs, artifacts, accepted behavior

patterns, institutions

Political System  |National, state, and local laws, regulations and ordinances,
governmental services, political parties and processes
Economic System |Resource availability and means of allocation, market
structure, pricing mechanisms, economic regulations
Technology Techniques and science of production and distribution,
machinery/automation, work flows and processing, state of
industrial development

Skill Mix Labor availability by skill and geographic area, mobility,
training and development, unionization

Customer/Client  [Buying power, expectations (time, place, quality, quantity,
Groups price), need, wants, perceptions

Culture, composed of values, norms, artifacts, and accepted behavior
patterns, affects the way the organization is formed and how it operates once in
existence. Indeed, one must recognize that all of the decisions made in an
organization are culture bound; i.e., they are a reflection of all these components
of culture. Societal norms are those standards that mold behavior, attitudes, and
values of those members who constitute a society. They come from laws, customs,
religious teachings, and common practice. They are standards because members
take them into account in their decisions and behavior. Dress, speech, what is
considered to be in good taste, and the general understanding of what is right and
wrong are all affected by societal norms. At the same time, almost every
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Institution in a society is capable of transfusing some of its values, norms, and
behavior patterns into its environment. Organizations can hardly afford to ignore
such a vital ingredient in its macro environment.

Political forces are classified as the form and role of government in a society.
The source of law and other regulations that restrict or at least affect the organization,
the political system also is the source of a rich variety of services for the organization.
These services range from fire and police protection to the provision of recreational
areas. When one thinks of the governmental sector, one might be likely to think of
its negative connotation and red tape. Although there is an element of restriction
originating from the political sector, it is by no means dominant. Even though the
presence of the political system has served to complicate management’s job, it has
also made it easier at the same time. By knowing that all similar organizations must
observe the same rules and regulations, managers can experience an element of
certainty in their activity. They know that they have a source of protection and redress
when violations do occur.

The political system is coupled with the economic system. The type of
economy a society has can range from private enterprise to planned economy.
Whatever its form, the economic system is concerned with the allocation of scarce
resources and the provision of some form of distribution. It is, in practice, quite
difficult to separate the political and economic systems from each other.

The macro environment is also the source of technology—the machines,
techniques, and methods required for production and distribution. To be able to
compete successfully, organizations must have access to modern technology. It is
simply not feasible for an organization to compete unless an adequate level of
technology is available to it. It can be safely stated that organization success is
measured by the ability of the organization to adjust to and to employ
technological innovations. Among their responsibilities, managers today must
count the obligation to maintain a spirit of creativity and ingenuity among
members so that continued progress on the technological front can be made. The
ever-growing shortages of resources of all types are but one indication of the
seriousness of this obligation.

Skill mix in the labor force is likewise an important facet of an
organization’s macro environment. All organizations depend to some extent on a
supply of labor that possesses the skill and ability to perform the work necessary
to attain objectives. Consequently, labor market conditions and skill mixes are
crucial to success.

The consumers are the ultimate arbiters of the organization’s success, for
it is they who make the critical choices to consume or not to consume an
organization’s output. Without the income (in whatever form) that results from
this consumption, the organization is doomed to a relatively short life. This means
that managers must be more aware of and sensitive to the total environmental
complex of their organization in order to develop and implement plans for
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successfully coping with it. Otherwise, there is little chance for success, for mo
longer will yesterday’s methods based on a placid environment serve in today’s
turbulent outside world.

1. What is macro environment?

2. Why is macro environment a source of constraints and opportunities for
an organization?

3. What is «the most influential element» of the environment?

4. What element can people influence?

TEXT6

Read the following text. Define its main topic. Divide the text into logical
parts. Give the title to the text and to each part. Explain the meanings of the words
and phrases which have been highlighted.

The study of economics would be incomplete without an understanding of
the nation’s role in the world economy. The study of the world economy is known
as «international economics». International economics embraces two broad
areas of interest: international trade and international finance. World trade has
been gaining increasing significance among nations. Why do nations trade? The
answer is that nations have different quantities and qualities of economic
resources and different ways of combining them. As a result, each country can
produce certain goods more efficiently, or at relatively lower costs, than others.
This idea can be stated somewhat differently. Imagine a world consisting of only
two countries, each producing the same goods. Under such circumstances, the
alternative or opportunity cost to each country of producing more of one good is
the amount of the second good that must be sacrificed. In view of this, which of
the two goods should the countries produce? The answer is that each should
specialize. When two parties engage, the sacrifice that each makes to obtain
something from the other is called the «terms of trade». For example, in order to
buy a book, you might have had to give up five visits to the movies. Your terms
of trade, therefore, are 5 movies = 1 book. The terms of trade for a given
transaction equal the number of units of goods that must be given up for one unit
of goods received by each party to the transaction. Or in other words, terms of
trade are defined as the ratio of the prices of its export commodity to the price of
its import commodity. Despite the fact that trade is of great importance for each
nation, all countries impose restrictions of one form or another to protect some of
their domestic industries. The restrictions may be of several types: tariffs, import
quotas, nontariff barriers. Tariffs are customs duties or taxes imposed by a
government on the importation of a good. Tariffs may be (1) specific, in the form
of a tax per unit of the commaodity, or (2) ad valorem, based on the value of the
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commodity. Import quotas are laws that limit the number of units of a commodity
that may be imported during a specified period. Nontariff barriers are any laws or
regulations, other than tariffs, that nations impose in order to restrict imports. For
instance, to «protect the health and safety» of their citizens, many countries
establish higher standards of quality for various kinds of imported goods than for
similar goods produced domestically.

TEXT7

Read the text. Define the main idea of each paragraph. What are the key
sentence(s) of each paragraph?

Organization

Early in human existence people learned that their individual efforts often
fell short of success. They found that they were unable to accomplish many tasks
that require more than individual effort. The result was that only limited goals
could be attained. Therefore the necessity of group activity was discovered
relatively early in human existence.

Group activity could be aimed at some higher, more complex set of goals
and could thus bring greater benefits to all concerned. This quality of group
activity must be counted as one of the chief requirements for success. Cooperation
is a prime element of a group of people who want to achieve more than they can
acting individually. A system of group relationships built upon and fostering
cooperation, then, is basically the meaning of an organization.

This system of cooperation consists of several parts: the human element,
the physical element, the work element, and the coordination element. All of these
elements, taken collectively, can be thought of as an organization. Today, this
system of cooperation is much more complex than it was in the first attempts at
organization.

Thus, organization is an open, dynamic, purposeful social system of
cooperation designed to enhance individual effort aimed at goal
accomplishment; consists of the human element, the physical element, the
work element, and the coordination element; transforms resources into
outputs for users.

It is important to examine the various parts or components of organization
theory in order to outline its broad scope. These components are: goals, work,
power and authority, delegation, structure.

It was stated earlier that organizations were established to enable an
individual to accomplish more in a group than he could as an individual. In other
words, organizations are devices for pooling talent and ability into an effective
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whole that can accomplish some desired objective. Every organization is initially
built to accomplish some goal. The goal or purpose is an unrealized state or
condition that the members do not possess but which they deem desirable. It is
Imperative that organizational goals be clearly defined and communicated to all
organization members who are to be affected by them. Goals are the starting point
for the design and maintenance of the organization itself. At the same time, these
goals must meet a need that society has defined as important. Thus, consumer
needs play a crucial role in organization.

Once the goal of an organization is established, it is time for the members
to decide on the type of work activity that will be necessary to accomplish these
goals. Basically, any organization must perform two fundamental types of work:
primary and secondary. The primary work (it also commonly referred to as line
work) consists of production and distribution of goods and services that will
satisfy consumer needs. The secondary work (it is often termed staff work)
consists of all those activities that support and extend the operations of primary
work. For example, in a manufacturing firm, the secondary work would include
accounting, personnel and quality control.

No theory of organizations would be complete without a treatment of the
roles that power and authority play in organizational activity. These two
components of theory help explain the network of relationships that tie the other
components of an organization together into some logical pattern.

Power is the ability to influence others successfully. It comes from any
single or combination of possible sources. For example, one can have power over
others because of one’s intelligence, skill, or money. Regardless of its source,
power enables its holder to exercise one’s will over others. Thus, in order to
understand the total workings of an organization, one must have an appreciation
of the role that power plays in these workings.

Authority can be defined as power that has been given official recognition
by the organization. Once an organization legally authorizes an individual to act
on its behalf, that person is said to possess authority. Every member of the
organization has some amount of authority to take action necessary to carry out
his responsibility. The concern of the theorist is to understand how authority
comes to be officially recognized by the organization and what considerations
should be made regarding its use.

Organizations that enjoy any measure of success find it necessary to
increase their membership and to assign duties to these additional members. The
process that is used to add members to the organization will result in the necessity
to divide the work of the organization into sub-units or groups. Each of these
groups will be under the direction of a manager or managers. In order for these
managers to perform their managerial duties properly, they must be granted
appropriate responsibility and authority. The means for making these assignments
is termed delegation. In general, delegation may be defined as the process of
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transferring an obligation (responsibility) and an accompanying right (authority)
from a superior to a subordinate position in the organization. It is this basic
process that enables an organization to grow. Without delegation, an organization
simply cannot exist and prosper.

The patterns of work divisions and their hierarchical arrangements
constitute the basic components of structure. Structure, then, is the hierarchical
pattern of authority, responsibility, and accountability relationships designed to
provide coordination of the work of the organization. It is basically a managerial
tool that aids in guiding the organization towards its goals and can be considered
the skeleton of the organizational body. The idea of hierarchy of authority, the
division of organization by function, the differentiation of responsibility of the
line (doers) and the staff (the advisors) are all inventions of the church and military
leaders who were faced with the need to manage large aggregations of human,
technical, and material resources. Organizations create an officially sanctioned
structure known as the formal organization or de jure organization. This
structure is often depicted by a chart as that seen in Fig. 1.

President
Vice President Vice President Vice President
Dept. Dept. Dept. Dept. Dept. Dept. Dept. Dept. Dept.
Head Head Head Head Head Head Head Head Head
Supervisor Supervisor Supervisor Supervisor
Operative Operative Operative Operative Operative
Figure 1

A formal organization is only half the story, for superimposed on these
relationships is a whole series of informal or de facto relationships that are not
sanctioned by the organization. These include informal work groupings of
employees, informal leaders, informal channels of communication and informal
power and status differentials. Usually the structure of an organization is rather
permanent and stable but in some cases a temporary, ad hoc, organization may be
created. The organization exists to reach a certain goal or set of goals and disbands
once the goal is achieved.
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. What did people find early in human existence?

. What is the meaning of the organization?

. What is an organization?

. What are the components of organization theory?

. What role do power and authority play in building every organization?
. What is the starting point for the design of an organization?

. What is delegation and why is it necessary in today’s organization?

. Which is more important: formal or informal structure?

. Can you give any example of an ad hoc organization?
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TEXT 8
Read the text and be ready to answer what theory you would follow as a
manager. Give your reasons.

People in Organization

If there is any one characteristic of people which is universally valid and
Important, it is that they differ. To say that all persons are created equal is a
statement of human rights under the law. It communicates nothing at all about
human nature. As a matter of fact, people differ greatly in intelligence, aptitudes,
physical strength, manual dexterity, knowledge, skill, interests, personality traits,
motivation, and many other attributes which potentially influence behavior and
productivity.

We are rational — but only to a point. We plan, set goals, think, reason, and
live by creeds and values. But we also become frustrated and behave in ways that
can be perceived as rational only by someone who understands all our deeply
embedded, sometimes conflicting needs, aspirations, and perceptions. In many
situations our motivation is unconscious so that not even we understand our own
actions.

The fact that one’s environment strongly influences behavior is
indisputable. A number of prominent psychologists have assumed that human
freedom is an illusion. Human choices are thought to be totally determined. This,
of course, is an assumption. Many people do not subjectively perceive themselves
in this way. It is significant that behavior and expectations are strongly influenced
by what a person believes to be true. Individuals feel responsible for their actions.
Also, people consciously believe that their choices are real, regardless of any
awareness of philosophical arguments to the contrary. Organizations cannot
function optimally without these pragmatic assumptions.

There are, of course, innumerable statements which one might make about
human nature, but they would not all have a direct influence on how people should
be dealt within the work environment. The late Douglas McGregor did an
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excellent job of conceptualizing some of the assumptions about human nature
which are relevant to organizational behavior. He labeled these, Theory X, the
classical or traditional view, and Theory Y, a progressive view upon which he
believed a new model for human relations in organizations could be developed.

Theory X. This theory holds that the average person inherently dislikes
work, is innately lazy, irresponsible, self-centered, and security oriented, and
consequently is indifferent to the needs of the organization. Because of these
characteristics, the average person must be threatened, coerced, and controlled. In
fact, most people prefer to be directed and controlled. They seek security above
all, prefer to avoid responsibility, and both want and need external control in the
work situation. Because people are basically cunning and immature, management
should experience little difficulty in using a highly directive and manipulative
style of supervision.

Theory Y. Experience has shown that Theory X assumptions result in a
great deal of difficulty for management although they remain popular with some
managers. McGregor’s Theory Y makes the opposite assumptions. People do not
inherently dislike work and are not inherently lazy. Rather they have learned to
dislike work, to be lazy, and to be irresponsible because of the nature of their work
and supervision. They have a high capacity for developing an intrinsic interest in
their work, for committing themselves to organizational objectives, and for
working productively with a minimum of external controls.

Two points should be made with reference to these theories. First, the
Theory X characteristics are said to be inherent or innate. To be such, they would
necessarily apply to everyone, which is obviously absurd. On the other hand,
under Theory Y, people are said to have the potential or capacity for the
responsible behavior and attitudes described. If anyone possesses these qualities,
and a great many people do, then everyone has the potential for them. Second,
McGregor speaks of assumptions about the average person, and one must ask,
«Average on what dimensions?» Are we talking about intelligence? education?
experience? Average is a statistical concept. The average person is nonexistent,
hypothetical construct. When we make assumptions about the average person, at
best we are referring to most people, and in doing so must recognize that there are
exceptions.

TEXT 9
Here is one more text about people in organization. Read it and say whether
you can take the information seriously.
When might you need to give blood for a personality test? The answer to
that question may puzzle you more than the question itself: when you apply for a
job. What’s more, your blood group could seriously influence your career
prospects. Some people believe your blood group hides no secrets. It reveals the
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«real you» — a person who gets things done, a good salesman, a creative person
or a problem-solver — that is why you could be asked to state your blood group
when completing a job application form. This growing trend was first used in
Japan and now management consultant firms in other parts of the world have
joined in. Someone, somewhere has spent some time working out statistics
regarding who’s who in the blood group system. The owners of certain group
tend to be particularly good or bad at certain tasks. In fact, one major Japanese
firm is so well informed about blood groups that the company is quite specific
about its needs: «We must have 30per cent of blood group A and 15 per cent of
AB, 25 per cent of blood group 0, and 30 per cent of blood group B among
echelons of our management personnel». Apparently, if you belong to blood
group 0 you get things done and sell the goods. Blood group A are thinkers, while
blood group B are highly creative. And if you got problems, ask the Abs to solve
them.

TEXT 10
What is meant by «organizational climate»? Why is it important? What
part does an organization’s culture play in the daily lives of its members?
Read the text and be ready to discuss each point of cultural values. Can
you add any more?

Organizational Climate

Although the concept of organizational climate is somewhat nebulous, it is
valuable in understanding several aspects of organizational behavior.
Organizational climate is the overall favourability of member attitudes and
perceptions with reference to specific activities and features of an
organization.

Organizations tend to have their specific culture: a peculiar mix of values,
attitudes, norms, habits, traditions, behaviors and rituals. Some organizations are
well aware of their culture and regard it as a powerful strategic tool, used to orient
all units and individuals toward common goals, mobilize employee initiative,
ensure loyalty, and facilitate communication. They aim at creating a culture of
their own and making sure that all employees understand it and adhere to it. The
specific cultural values of an organization may concern, for example:

e the organization’s mission and image ( high technologies, innovative
spirit, superior quality);

e seniority and authority (respect for seniority; seniority as a criterion of
authority);
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e the treatment of people ( concern for people and their needs, equitable
treatment or favouritism, privileges, respect for individual rights, training and
developing opportunities, how people are motivated);

e the importance of different management positions and functions
(authority of personnel department; importance of different vice-presidents’
positions; respective role and authority of research and development);

e work organization and discipline (voluntary versus imposed discipline;
punctuality; use of time clocks; flexibility in changing roles at work; use of new
forms of work organization);

e decision making process (who decides; who has to be consulted;
individual or collective decision making; need to reach consensus);

e circulation and sharing of information (employees amply or poorly
informed; information readily shared or not);

e communication pattern (preference for oral or written communication;
rigidity or flexibility in using established channels, use of meetings; who is invited
to what meeting; established behaviour in the conduct of meeting);

e ways of handling the conflicts (desire to avoid conflict; preference for
informal or formal ways; involvement of higher management);

e performance evaluation (confidential or public; by whom carried out;
how results are used);

e socialization patterns (who socializes with whom during and after work;
facilities such as separate dining rooms or reserved clubs);

e management and leadership style (paternalism; authoritative,
consultative or participative style; flexibility and adaptability);

e identification with the organization (manager and stuff adherence to
company objectives and policies; enjoying working with organization).

TEXT 11
Read the text and be ready to define: 1. what a business entity is and 2. three
main types and forms of business organizations.

Types and Forms of Business Organization

A business organization is frequently referred to as a business entity. A
business entity is any business organization that exists as an economic unit.
Business entities can be grouped according to the type of business activity they
perform.

1. Service companies perform services for a fee. This group includes
companies such as accounting firms, law firms, repair shops, and many others.
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2. Merchandising companies purchase goods that are ready for sale and sell
them to customers. They include such companies as auto dealerships, clothing
stores, and supermarkets.

3. Manufacturing companies buy materials, convert them into products,
and then sell the products to the companies or to the final customer. Examples are
steel miles, auto manufacturers, and so on.

The business entity concept applies to all forms of businesses — single
proprietorship, a partnership, and a corporation.

A single (sole) proprietorship is business owned by an individual and often
managed by that same individual. Single proprietors include physicians, lawyers,
electricians, and other people who are ‘in business for themselves’. In a single
proprietorship, the owner is responsible for all debts of the business. Operating as
a proprietorship is the easiest way to get started in a business activity. Other than
the possibility of needing a local license, there are not any prerequisites to
beginning operations.

A partnership is a business owned by two or more persons associated as
partners. Partnerships are created by an agreement. Included in the agreement are
such terms as the initial investment of each partner, the duties of each partner, the
means of dividing profits or losses between the partners each year, and the
settlement to be made upon the death or withdrawal of a partner. Accountants,
attorneys, and other professionals frequently operate their firms as partnerships.

A corporation is a business owned by a few persons or by thousands of
persons. The owners of the corporation are called shareholders or stockholders.
They buy shares of stock. If the corporation fails, the owners lose only the amount
they paid for their stock. The personal assets of the owner are protected from the
creditors of the corporation. The stockholders do not directly manage the
corporation; they elect a board of directors to represent their interests. The board
of directors select the president and vice president, who manage the corporation
for the stockholders.

TEXT 12
Why are Companies Referred to as LTD., INC., GMBH, or S.A.?

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.
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The worst that can happen to investors in a limited liability company is
losing their initial investment if the company fails. 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 of 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 of 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 AG and GmbH in Germany, or
Plc and Ltd. in Britain. Generally, «public» companies are those large enough to
have their shares traded on stock exchanges, 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."

1. What do the names of companies around the world reflect?

TEXT 13
Job specification

An interesting feature of the labour markets is that many organizations do
not specify the type of person they require instead they will give the details of a
job ina job specification. The Department of Employment has given the following
definitions of a job description and job specification:

Job description: a broad statement of the purpose, scope, duties and
responsibilities of a particular job.

Job specification: a detailed statement of the physical and mental activities
involved in the job. The specification is usually expressed in terms of behaviour:
what the worker does, what knowledge he uses in doing it, the judgments he
makes and the factors he takes into account when making them.

The great variety of job specifications which exists in business illustrates
the range of specification in occupation. The five categories given below do not
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cover this wide range, but can become a guide to the role of manpower in
organization.

1. Unskilled. Many jobs do not require any training or previous experience,
for example manual labour or assembly work. These occupations are often highly
repetitive and boring, as well as being poorly paid.

2. Mechanical or motor skills. There are some tasks in business which are
performed by machines which require an operator. The more complicated the
machine, then generally the more the operator must be.

3. Intelligence and knowledge. Occupations which require a high level of
motor skill sometimes also demand a high level of intelligence and aptitude. But
there are jobs which do not need mechanical skills but make demand on people’s
knowledge.

4. Administrative or managerial skills. The ability to organize other people
Is a rare skill. It not only requires knowledge and understanding of the functions
within an organization, but also the ability to motivate people. In addition
managers must be able to organize nonhuman resources using techniques of
forecasting, planning, coordinating and controlling. These are techniques which
require judgment as well as knowledge.

5. Decision-making skills and initiative. Decision-making is an everyday
occurrence for everyone. We decide what to eat, what to wear, where to go, and
so on. Similarly, decisions are part of an organization’s everyday activities. The
higher one goes up the hierarchy, the more necessary is the skill of decision. The
risks which all organizations face mean that that organizations have to be run by
people who have the ability to diagnose and assess the risk, and the capacity to
decide on the correct strategy. Business is constantly changing and organizations
require people with enterprise and initiative in order to survive.

1. Give your own examples of a trade or profession illustrating each
category of the job specification.

TEXT 14
Enterpreneurs

Entrepreneur is a person who organizes and managers a business. This
Is a French word that has been accepted into the English language. Its popularity
probably has something to do with its grand sound which befits anyone who has
the initiative to create and run a business.

Entrepreneurs are a mystery to some people, especially those who are only
comfortable with a nine-to-five existence and assured weekly paychecks and
fringe benefits. The entrepreneur is a business person who prefers to take
calculated risks in order to be his or her own boss.
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Sometimes the entrepreneur is regarded as a business person who takes
risks. This is not so. An entrepreneur is a business person who minimizes risks.
He or she does this by advance planning, research, and meticulous consideration
of all factors that could affect and possibly endanger her or his enterprise. When
the entrepreneur forgets to do advance investigation and preparation, then he or
she is a gambler at best, and a failure statistic at worst.

Speaking about entrepreneurship, Professor K. VVesper of the University of
Washington says that « Businesses continue to be launched by people who didn’t
make it the first time around. A driving force in entrepreneurship... is
addictiveness. Once people have a taste of freedom in a business of their own,
they like it. They don’t want to go back to working for someone else.»

While the percentage of growth for men entering into business
independence could be measured in the teens, women’s increase in a single decade
was 69 percent. There is no mystery here. Women go into business for the same
reason men do — to make money and to be their own bosses. The rise in female
entrepreneurship is reminiscent of what the early-20™"-century immigrants did —
and the more recent waves of immigrants from different parts of the world.
Entrepreneurship is regarded to be the first track to success. Rather than to take
low-wage, big-industry job, people opt to use their wits and energy to climb the
ladder of independence the entrepreneurial way.

The American magazine Venture attempted to dissect entrepreneurs and to
see what makes them tick. They conducted a survey to which 2,740 readers
responded. Here is what they had in common:

1) Typically they were firstborn children who had a positive relationship
with their father. (2) They held jobs before they were 15 and started their first
businesses by the time they reached 20. (3) They borrowed money to launch their
enterprises and made themselves personally liable. (4) Most of them are college
graduates, consider themselves demanding of others, and start work early in the
day (82 percent start work before 9 A.Mm.). (5) Twenty percent described
themselves as successful; another 53 percent claimed moderate success; 27
percent reported the expectation of success.

While these entrepreneurs are intrepid adventurers on the business sea, they
still seek the approval of others — often after they have launched an action.
Respondent Richard M. Ask, president of the 2000-member National Association
of Entrepreneurs, wrote, «I go out and do what | damn well please, and then | look
around for approval to reinforce the actiony.

How old are the people, who start new businesses? The majority are 30 to
34, with the biggest segment (70 percent) between 25 and 44.
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Age of Entrepreneur %

Under 20 years 1
20to 24 8
25-29 17
30-34 21
35-39 18
40-44 15
45-49 9
50-59 10
60 and over 1

With what do entrepreneurs start up new businesses? How much money do
they invest? Most businesses require between $20,000 and $50,000 in cash. The
vast majority of business start-ups (87 percent) are in the range of a few thousand
dollars to $100,000.

Start-Up Capital %
Under $5,000 17
$5/000-$10,000 14
$10,000-$20,000 16
$20,000-$50,000 25
$50,000-$100,000 15
$100,000-$250,000 8
$250,000-$500,000 2
Over $500,000 1

Which businesses are the most popular? There is no doubt that retailing is
number one. Nearly half of all new business start-ups are retail shops. Here is the
line-up:

Type of Business %
Retailing 46
Service 19
Construction 8
Manufacturing 8
Finance 5
Professional 5
Wholesale 4
Transportation 2
Agriculture 2
Others 1
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1. Do you belong to the people who are comfortable with a nine-to-five
existence? Are there many people of this type among your friends, relatives,
colleagues?

2. «Calculated risk’—what is it?

3. Give your variant of an entrepreneur profile (age, traits of character,
business, backgrounds, etc.)

TEXT 15
The Field of International Business

International business includes all business transactions that involve two or
more countries. Such business relationships may be private or governmental. In
the case of private firms the transactions are for profit. Government-sponsored
activities in international business may or may not have a profit orientation.

There are three major motivations for private firms to pursue international
business. These are to expand sales, to acquire resources, and to diversify sources
of sales and supplies.

Sales expansion. Sales are limited by the number of people interested in a
firm's products and services and by customers' capacity to make purchases. Since
the number of people and the degree of their purchasing power is higher for the
world as a whole than for a single country firms may increase their sales potentials
by defining markets in international terms.

Ordinarily higher sales mean higher profits. If, for example, each sales unit
has the same mark-up, more volume translates to more profits. Lucas film, for
example, receives a percentage of the sales made by companies marketing Star
Wars merchandise; thus Lucas film's revenues increase with each additional toy
that Parker Kenner sells in the United Kingdom. In fact, profits per unit of sales
may increase as sales increase. Star Wars cost approximately $10 million to
produce; as more people see the film, the average production cost per viewer
decreases.

International sales are thus a major motive for firms' expansion into
international business. A United Nations study indicated that among the largest
industrial firms in the world, about 40 percent of their sales come from outside
their home markets.

Resource acquisition. Manufacturers and distributors seek out products
and services as well as components and finished goods produced in foreign
countries. Sometimes this is to reduce their costs: for example, Lucas film used
studios in the United Kingdom in the filming of Star Wars and Kenner
manufactures its Laser Pistol in Hong Kong. The potential effects on profits are
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obvious. The profit margin may be increased, or cost savings may be passed on
to consumers, thereby permitting more people to buy the products.

Diversification. Companies usually prefer to avoid wild swings in their
sales and profits; so they seek out foreign markets and procurement as a means to
this end. Lucas film has been able to smooth its yearlong sales somewhat because
the summer vacation period (the main season for children's film attendance) varies
between the northern and southern hemispheres. It has also been able to make
large television contracts during different years for different countries. Many
other firms take advantage of the fact that the timing of business cycles differs
among countries. Thus while sales decrease in one country that is experiencing a
recession, they increase in another that is undergoing recovery. Finally by
depending on supplies of the same product or component from different countries,
a company may be able to avoid the full impact of price swings or shortages in
any one country that might be brought about, for example, by a strike.

1. How would you define the concept «international business»?

2. What are the main motives for a firm to join international business?

TEXT 16
Read the text and be ready to speak about the main types of international
business. Explain the meanings of the words and word combinations which have
been highlighted.

Types of International Business

Merchandise exports are goods sent out of a country whereas merchan-
dise imports are goods brought in. Since these are tangible goods that visibly
leave and enter countries, they are sometimes referred to as visible exports and
imports. The terms exports or imports are used frequently yet in reality the
reference is only to the merchandise exports or imports.

Exporting and importing of goods are the major sources of international
revenue and expenditure for most countries. Among companies engaged in some
form of international business, more are involved in importing and exporting than
in any other type of transaction.

Importing and/or exporting is usually but not always, the first type of
foreign operations in which a firm gets involved. This is because at an early stage
of international involvement these operations usually take the least commitment
and least risk of a firm's resources Exporting or importing are not typically
abandoned when firms adopt other international business forms. Although this
may sometimes occur, exporting and importing usually continue, either by
business with other markets or to complement the new types of business activities.
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Service exports and imports refer to international earnings other than
those from goods sent to another country. Receipt of these earnings is considered
a service export, whereas payment is considered a service import. Services are
also referred to as invisibles. International business comprises many different
types of services.

Travel, tourism and transportation. Earnings from transportation and
from foreign travel can be an important source of revenue for international
airlines, shipping companies, reservations agencies, and hotels. On a national
level, such countries as Greece and Norway depend heavily on revenue collected
from carrying foreign cargo on their ships. The Bahamas earns much more from
foreign tourists than it earns from exporting merchandise.

Performance of activities abroad. Fees are payments for the performance
of certain activities abroad, such services as banking, insurance, rentals (e.g., the
Star Wars film), engineering, and management. Engineering services are often
handled through turn-key operations, contracts for the construction of operating
facilities that are transferred to the owner when the facilities are ready to begin
operations. Fees for management services are often the result of management
contracts, arrangements through which one firm provides management personnel
to perform general or specialized management functions for another firm.

Use of assets from abroad. Royalties are the payment for use of assets
from abroad, such as for trademarks, patents, copyrights, or other expertise under
contracts known as licensing agreements. Royalties are also paid for franchising,
a way of doing business in which one party (the franchisor) sells an independent
party (the franchisee) the use of a trademark that is an essential asset for the
franchisee's business. In addition, the franchisor assists on a continuing basis in
the operation of the business, such as by providing components, managerial
services, or technology.

Firms often move to foreign licensing or franchising after successfully
building exports to a market. This move usually involves a greater international
commitment than in the early stages of exporting. The greater involvement occurs
because the firm commonly has to send technicians to the foreign country to assist
the licensee or franchisee in establishing and adapting its production facilities for
the new product.

Direct investments. Direct investment takes place when control follows
the investment. This can amount to a small percentage of the equity of the
company being acquired, perhaps even as little as 10 percent. The ownership of a
controlling interest in a foreign operation is the highest type of commitment to
foreign operations in the given country. Direct investment operations may be set
up in order to gain access to certain resources or access to a market for the firm’s
product.
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When two or more organizations share in the ownership of a direct
investment, the operation is known as a joint venture. In a special type of joint
venture, a mixed venture, a government is in partnership with a private company.

The multinational enterprise, or MNE, has a worldwide approach to
foreign markets and production and an integrated global philosophy
encompassing both domestic and overseas operations. The term multinational
corporation, or MNC, is also quite common in the literature of international
business. Another term sometimes used interchangeably with MNE, especially by
the United Nations, is transnational corporation, or TNC.
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