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HPEANCJ/IOBUE

Hacrosiee npakTuyeckoe nocodre BKIHYAET KOMIUIEKC aHTJIO0SI3bIY-
HBIX TEKCTOB JSKOHOMHYECKOW HAMPABICHHOCTH, a TaKXe CUCTEMY
yOpaKHeHUW U 3a7aHuii K HuM. [locobue mpeaHa3sHa4eHO AJid CTY/CH-
TOB, IPOXOASIINX Kypc 00yueHus no cneruaibHoctu 1-25 01 07 «3ko-
HOMHMKA W YIOPAaBJICHHE Ha MNPEANPUATAN» WA IO CHEHHATbHOCTH
1-25 01 04 «®uHaHCBHI U KPEAUT» U BIAJCIONINX AHTJIMHCKUM SI3BIKOM
B 00BbEME IIKOJIBLHOM TPOTPaMMBI.

N3manue COCTOMT W3 JEBATH OCHOBHBIX pa3nenoB. Kaxaei pazuen
BKJTIOYAET CJICAYIONIUE YacTh: 1) JOTEKCTOBBIC BOIPOCHI H/HITU TEMBI TSI
00CYKJIeHUSI, HalpaBJICHHbIC Ha 00JIETYCHUE BOCIIPUITHS pabovero Tek-
cTa; 2) COOCTBEHHO TEKCT, 32 KOTOPBIM CIIEAYET CIIMCOK KITFOUYEBBIX CIIOB
Y BBIPOKCHUH, HUCIIOJIB3YEMBIX B TEKCTE; 3) IMOCICTCKCTOBBIC YIpaXKHE-
HUS ¥ 3aJ]aHUs, ODUEHTHUPOBAHHBIE KaK HA MPOBEPKY MOHUMAHUS COJIECP-
YKaHUS TEKCTA, TaK U HA 3aKPEIUICHUE SI3bIKOBOI'0 MATEPHUAIA.

JlanHnoe mocobue cieayeT paccMaTpUBATh UCKIIOUUTEIIBHO B KAU€CTBE
JTOTIOJITHEHUSI K OCHOBHBIM Y4YEOHHMKaM TIO aHTJIUHUCKOMY SI3BIKY JIJISI DKO-
HOMUYECKUX (DaKyJIbTETOB, U pabOTa MO HEMY JOJHKHA TTPOBOAUTHCS Ma-
pajuieNIbHO ¢ paboTOM MO 3TUM yUeOHUKaM.

[IpencraBiaeHHBIA B MOCOOMH MaTepuall MOXKET HMCIIOIb30BaThCs Kak
JUIsl OpTaHU3AIuY ayAUTOPHON pabOThI, TAK U JIOMAIIIHEH.



UNIT 1. MONEY

Lead in
Ex. 1. 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?

Text

Ex. 2. The following text will introduce you to the topic of money.
Read the text and be ready to check your understanding.

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 de-
ferred payment.

The Medium of Exchange. Money, the medium of exchange, is used
in one-half of almost all exchange. Workers exchange labour 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 di-
rectly 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
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satisfactory swaps. Since time and effort are scarce resources, a barter
economy is wasteful. The use of money — any commodity generally ac-
cepted in payment for goods, services, and debts — makes the trading pro-
cess 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 Belarus in Belarusian roubles. 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 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 pur-
chasing power is eroded by inflation, there are almost certainly better
ways to store value.

Finally, money serves as a standard of deferred payment or a unit of ac-
count over time. When you borrow, the amount to be repaid next year is
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 key feature of money is
its use as a medium of exchange. For this, it must act as a store of value as
well. And it is usually, though not invariably, convenient to make money
the unit of account and standard of deferred payment as well.

Different Kinds of Money. 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 a 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 sell-
ing 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 re-
striction of the right to supply it. Private production is illegal. Society en-
forces 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.

Vocabulary notes

Store of value CPEACTBO COEPEIKEHUS, HAKOTIIICHUS

deferred payment OTCpOUYKa IIaTeka

to swap goods 0OMEHHUBATHCS TOBapaMu

coincidence of wants COBITJICHUE CIIPOCA U TIPS IOKCHHUS

commaodity TOBap

to quote prices Ha3HayaTh (yKa3bIBaTh) IICHBI

to keep accounts BECTU OyXralTepCKHU€ KHUTH, BECTH
YUYET J0XO0JIaM U pacxoaam

to erode purchasing power CHI)KaTh TIOKYIATEIbCKYI0 CII0CO0-
HOCTb

to cut back COKpAIlaTh

token money CHMBOJINYECKHUE JCHBIH, JICHCKHBIC
3HaKU


http://www.lingvo.ua/ru/Search/Translate/GlossaryItemExtraInfo?text=keep%20accounts&translation=%d0%b2%d0%b5%d1%81%d1%82%d0%b8%20%d0%b1%d1%83%d1%85%d0%b3%d0%b0%d0%bb%d1%82%d0%b5%d1%80%d1%81%d0%ba%d0%b8%d0%b5%20%d0%ba%d0%bd%d0%b8%d0%b3%d0%b8&srcLang=en&destLang=ru
http://www.lingvo.ua/ru/Search/Translate/GlossaryItemExtraInfo?text=keep%20accounts&translation=%d0%b2%d0%b5%d1%81%d1%82%d0%b8%20%d1%83%d1%87%d0%b5%d1%82%20%d0%b4%d0%be%d1%85%d0%be%d0%b4%d0%b0%d0%bc%20%d0%b8%20%d1%80%d0%b0%d1%81%d1%85%d0%be%d0%b4%d0%b0%d0%bc&srcLang=en&destLang=ru
http://www.lingvo.ua/ru/Search/Translate/GlossaryItemExtraInfo?text=keep%20accounts&translation=%d0%b2%d0%b5%d1%81%d1%82%d0%b8%20%d1%83%d1%87%d0%b5%d1%82%20%d0%b4%d0%be%d1%85%d0%be%d0%b4%d0%b0%d0%bc%20%d0%b8%20%d1%80%d0%b0%d1%81%d1%85%d0%be%d0%b4%d0%b0%d0%bc&srcLang=en&destLang=ru

Controlled practice

Ex. 3. Answer the following questions.

1. Why do people accept money?

2. How are goods exchanged in a barter economy?

3. Why is trading expensive in a barter economy?

4. What is the unit of account in our country?

5. When did Germany not use its own currency?

6. Why can money be used as a store of value?

7. What does the writer mean by 'standard of deferred account'?
8. Explain in your own words what 'token money' means.

9. When are people unwilling to accept their own currency?

10. What example of IOU money does the writer give?

Word study

Ex. 4. 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 against the law

without value limitation

always illegitimate

Ex. 5. 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

Ex. 6. Explain the following.

Accounts; medium of exchange; legal tender; quoted.
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Ex. 7. Say what words correspond to these definitions.

1. Shared by 2 or more people; 5. to use something;

2. working smoothly and well; 6. the state of continuing to live
3. rare; or exist, often in spite of difficulty
4. very small; or danger.

Discussion

Ex. 8. Comment on the following.

1. Divide into 2 groups and discuss the advantages and disadvantages
of introducing the single currency in all the countries on the globe (or in
the continent). Give strong arguments supported by examples to prove
your opinion.

2. Discuss the future of the electronic money. Do you agree that it will be
the only universal medium of exchange and there will be no banknotes or
coins? Will it be convenient to national governments to control all citizens?

UNIT 2. BANKING

Lead in
Ex. 1. Think of the following.
1. What role do banks play in modern societies?

2. How many different kinds of banks do you know?
3. Do you often visit banks? With what purpose?

Text

Ex. 2. The following text will introduce you to the topic of modern
banking. Read the text and be ready to check your understanding.



MODERN BANKING

A bank borrows money from the public, crediting them with a deposit.
The deposit is a liability of the bank. It is money owed to depositors. In
turn the bank lends money to firms, households, or governments wishing
to borrow. An institution that specializes in bringing lenders and borrow-
ers together is a financial intermediary.

Banks are not the only financial intermediaries. Insurance companies,
pension funds, and building societies also take in money in order to re-
lend it. The crucial feature of banks is that some of their liabilities are
used as a means of payment, and are therefore part of the money stock.
Commercial banks are financial intermediaries with a government licence
to make loans and issue deposits, including deposits against which
cheques can be written.

We begin by looking at the present-day UK banking system. Although
the details vary from country to country, the general principle is much the
same everywhere.

In the UK, the commercial banking system comprises about 600 regis-
tered banks, the National Girobank operating through post offices, and
about a dozen trustee savings banks. Much the most important single
group is the London clearing banks. The clearing banks are so named be-
cause they have a central clearing house for handling payments by cheque.

A clearing system is a set of arrangements in which debts between
banks are settled by adding up all the transactions in a given period and
paying only the net amounts needed to balance inter bank accounts.

Suppose you bank with Barclays but visit a supermarket that banks
with Lloyds. To pay for your shopping you write a cheque against your
deposit at Barclays. The supermarket pays this cheque into its account at
Lloyds. In turn, Lloyds presents the cheque to Barclays which will credit
Lloyds' account at Barclays and debit your account at Barclays by an
equivalent amount. Because you purchased goods from a supermarket us-
ing a different bank, a transfer of funds between the two banks is re-
quired. Crediting or debiting one bank's account at another bank is the
simplest way to achieve this.

However on the same day someone else, call her Joan Groover, is prob-
ably writing a cheque on a Lloyd's deposit account to pay for some stereo
equipment from a shop banking with Barclays. The stereo shop pays the
cheque into its Barclays' account, increasing its deposit. Barclays then pay
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the cheque into its account at Lloyds where Ms Groover's account is sim-
ultaneously debited. Now the transfer flows from Lloyds to Barclays.

Although in both cases the cheque writer's account is debited and the
cheque recipient's account is credited, it does not make sense for the two
banks to make two separate inter-bank transactions between themselves.
The clearing system calculates the net flows between the member clear-
ing banks and these are the settlements that they make between them-
selves. Thus the system of clearing cheques represents another way socie-
ty reduces the costs of making transactions.

Modern banks' cash assets include their cash reserves deposited with
the Bank of England. The Bank of England (usually known as the Bank)
is the central bank or banker to the commercial banks.

Deposits are chiefly of two kinds: sight deposits and time deposits
Whereas sight deposits can be withdrawn on sight whenever the deposi-
tor wishes, a minimum period of notification must be given before time
deposits can be withdrawn. Sight deposits are the bank accounts against
which we write cheques, thereby running down our deposits without giv-
ing the bank any prior warning. Whereas most banks do not pay interest
on sight deposits or chequing accounts, they can afford to pay interest on
time deposits. Since they have notification of any withdrawals, they have
plenty of time to sell off some of their high interest loans in order to have
the money to pay out depositors.

Certificates of deposit are an extreme form of time deposit where the
bank borrows from the public for a specified time period and knows ex-
actly when the loan must be repaid.

Vocabulary notes

Legal tender 3aKOHHOE TUIATEKHOE CPEJICTBO

to enforce NPHUHYXJ1aTh, BBOJUTH B JICHCTBHE

bank deposit OAHKOBCKHUU BKJIAI

gold bullion 30J10TOM CIUTOK

goldsmith IOBEJIHP, 30JIOTHIX JIC]T MacTep

vault HIOMEIIICHUE JIJIS1 XPaHEHUS [IEHHOCTEH

to reckon CYUTATh, [10J1araTh

reserve ratio COOTHOIIICHHE PE3EPBOB K CyMME JIETIO-
3UTOB
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interest charges

to go bankrupt
financial intermediary
money stock

trustee saving bank
clearing bank

to bank with

to debit

to credit

transfer of funds
cash assets

entry

liquid assets
advances

security
government bonds
to fluctuate

sight deposit

time deposit
notification

to withdraw a deposit
to cheque

to call in

certificate of deposit
to clarify

to impose taxes

Controlled practice

MOIJIe)KAIME YIUIaTe MPOLCHTHI
00aHKPOTHUTHCS

(bUHAHCOBBIN MOCPETHUK

JIEHE)KHAs Macca B oOpaleHuu
JIOBEPUTEIIBHBIN cOeperaTeabHbI 0aHK
KJIMPUHTOBBIN OaHK

BECTH JIeJla C TEM WJIM UHBIM OaHKOM
ne0eToBaTh, BHOCUTDH B J€0€T
KpEJINTOBaTh, 3aITUCHIBATH B TIOXOIHYIO

qaCTb

NEepPEBOJ] CPEICTB
JICHEKHBIE CPEJICTBA

CTaThsl (Pacxo/I0B)

JUKBUIHBIE CPEJICTBA

aBaHCOBBIC CYMMBI

o0OecrieueHue, rapanTus
rocyJapcTBEHHbBIC LICHHbIE OymMaru
K0Je0aThbCs, MCHSITHCS

OecCCpOYHBIN BKJIAJ, BKJIaJ Ha MPEIb-

ABUTCIIA

CPOYHBIN BKJA]

yBEJIOMJICHUE

3a0paTh BKJa]]

MOJIy4aTh 10 YEeKYy

TpeboBaTh BO3BpaTa

JETIO3UTHBIN cepTU(UKAT

MIPOSICHSATH

o0jaraTh HaJoraMH, BBOJAUTH HAJIOTH

Ex. 3. Answer the following questions.

1. What is a financial intermediary?
2. Are bank’s liabilities used as a means of payment?
3. Why do banks need a government license?

4. What is a clearing system?
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5. What does the clearing system calculate?

6. How does the clearing system reduce the costs of making transac-
tions?

7. What two kinds of deposits are described in the text?

8. What deposits do banks normally pay interest on?

9. Explain in your own words what certificates of deposit mean.

10. Would it be possible not to use banks in modern life?

Word study

Ex. 4. Say what words have the same meaning as the following
verbal units.

Account reserves
credit run down
equal withdraw
reach remittance
settlement preceding

Ex. 5. Say what words have the opposite meaning to the following
verbal units.

Debit pay out

borrow recipient’s account
assets prior

sight deposit commercial bank

EX. 6. Say what words correspond to these definitions.

1. A special printed form on 3. money charged for borrow-
which one writes an order to a bank ing;
to pay a sum of money from one’s 4. very great, serious or severe
account; far from moderate.

2. to pay what is owed, a hill, etc.;
Ex. 7. Explain the following.
Transaction, notification, to relend, to withdraw on sight.
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Discussion
Ex. 8. Comment on the following.

1. Think of the ideal reserve ratio — the ratio of reserves to deposits —
which will allow banks to make a profit through their interest charges
with little risks involved. What are other services that the bank earns
money from?

2. Discuss the future of the banking sector in Belarus and the world.
Digitization promises to automate and improve many banking processes,
customer demands and expectations are increasing, and technology is
fuelling the emergence of significant new competitors. Think of Internet
banking and home banking. Will banks disappear in the nearest future or
will they change their focus?

UNIT 3. TYPES OF BANKS

Lead in

Ex. 1. Think of the following.

1. Are banks the best place to keep your money? Have you ever used a
piggy bank?

2. Do banks have any drawbacks or risks involved?

3. Would you like to work for a bank? Why?

Text

Ex. 2. The following text will introduce you to the topic of types of
banks. Read the text and be ready to check your understanding.

TYPES OF BANKS

A central bank has many roles in the economy. It is a bankers’ bank
and a lender of last resort. A central bank is responsible for monetary
creation, for overall monetary policy. The central bank controls interest
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rates, market operations and required reserves to influence the monetary
base and overall interest rates in the economy.

By influencing the amount of real money in the economy, the central
bank can influence aggregate demand, which in turn will influence pric-
es. Thus, the central bank has to balance the need to restrain inflation
with the desire to allow economic growth.

Commercial or retail banks are businesses that trade in money. They
receive and hold deposits, pay money according to customers' instruc-
tions, lend money, offer investment advice, exchange foreign currencies,
and so on. They make a profit from the difference (known as a spread or
a margin) between the interest rates they pay to lenders or depositors and
the interest rates which they charge to borrowers. Banks also create cred-
it. When lending money, bankers have to find a balance between yield
and risk, and between liquidity and different maturities.

Investment banks, often called merchant banks in Britain, raise funds on
the various financial markets, finance international trade, issue and under-
write securities, deal with takeovers and mergers, and issue government
bonds. They also offer stock broking and portfolio management services to
reach corporate and individual clients. Investment banks in the USA are
similar, but they can only act as intermediaries offering advisory services,
and do not offer loans themselves. Investment banks make their profits
from the fees and commissions which they charge for their services.

In the USA and in Britain, there are also ‘financial supermarkets' —
conglomerates combining the services which are offered by banks, stock-
brokers, insurance companies, and so on. In some European countries
(notably Germany, Austria and Switzerland) there have always been uni-
versal banks combining deposit and loan banking with share and bond
dealing and investment services.

In most financial centers, there are also branches of lots of foreign
banks, largely doing Eurocurrency business. A Eurocurrency is any cur-
rency held outside its country of origin (the name “Eurocurrency” is now
used for foreign currencies held anywhere in the world: e.g. yen in the
US, euros in Japan).

Vocabulary notes

Bankers’ bank OaHK, 0OCITYKUBAIOIIHIA ApyTrre OaHKH
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lender of last resort
monetary creation
monetary policy
interest rate
market operations
required reserves
monetary base

real money
aggregate demand
to restrain inflation
economic growth

retail bank
to trade in

to receive a deposit
to lend money

investment advice

to make a profit
margin

lender

depositor

to charge to borrowers
to create credit

yield

liquidity
maturities
merchant bank
to raise funds

to issue securities

to underwrite securities
takeovers and mergers

to issue government bonds

KPEIUTOP B TIOCJICTHEW MHCTAHIIUN
OMUCCHS ICHET, BBITYCK JICHET
KpEJIUTHO-ICHEKHAS TTOJTMTHKA
MPOLICHTHAs CTaBKa

PBIHOYHBIE OMEPAIUU/CIETKH
pe3epBHBIE (POHIBI

NeHeXHas 0a3a, 0aza JCHE)KHOM MacChl
HaJIMYHBIC JICHBI' U, PEATbHBIC JICHBIH
COBOKYIIHBIN CIIPOC
CIePKUBATH/OTPAaHUYUBATH HHQIISIIIIIO

pocT YKOHOMHKH/9KOHOMHYECKOE
pa3BUTHE

0aHK, pabOTAIOIIMA C MEJIKOM KJIMECH-
Typou

COBEpIIATh CACIKU MO MPOJAXKE MU
MTOKYTIKE

PUHUMATH BKJIA]

JaBaTh B3allMbl, IPEAOCTABIISTH CCY-
my/3aém

MHBECTUIIMOHHBIN COBET

NoJIy4yaTh NpUObLIb

BBIYET, OCTATOK, pa3HUIIA

KpEIUTOp

BKJIaTYUK

3aIMCHIBATh HA CUET 3aE€MIIUKA

BbIJIaBaTh KPEAUT

noxoa (B BHJIE IPOLIEHTOB Ha BIIO-
YKEHHBIN KaruTan)

JUKBUIHOCTb

CPOKHU IJIaTexa

TOProOBbIN OAHK

noyydyath MpHUOBLIb,
JEHbTU

BBIMTYCKATh IICHHBIE OyMaru

rapaHTUPOBaTh pa3MellleHre Oymar

MOTJIONICHUS U cusgHus (hupm)

BBIITYCKaTh MPAaBUTEIbCTBEHHBIE 00-
JUTanuu

3apabaThIBaTh
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stock broking nepenpoiaxa aKIui

portfolio management yIIpaBJIcHUE MopTdeneM IIeHHBIX OyMar
advisory services KOHCQJITUHTOBEIE YCIIYTH

to offer loans MPEAOCTABIATE 3aéM/CCyny/KpPeaUT
fees and commissions JICHEKHBIA COOpP M KOMHUCCHOHHBIC
charge for the services B3MMATh TUIATY 32 CBOU YCIIYTH
stockbroker OupskeBOi OpOKeEp

insurance companies CTPaXOBbIC KOMITAHHUH

deposit and loan banking yIpaBJICHUE BKJIAJIAMU U CCyJIaMU
share and bond dealing oOpallleHHe ¢ aKIUIMU M 00T alAIMU

Controlled practice
Ex. 3. Answer the following questions.

1. What is the role of the central bank?

2. What are the functions of commercial banks?

3. What sort of balance do bankers have to find when lending money?

4. What is a merchant bank in England?

5. What is another name for commercial banks?

6. What is a different name for investment banks?

7. What’s the main difference between investment banks in the UK
and the USA?

8. What is a financial supermarket?

9. What is a universal bank?

10. What is Eurocurrency?

Word study

Ex. 4. Say what words have the same meaning as the following
verbal units.

Bankers’ bank spread

thus fee
commercial banks takeover

make a profit to grant credits
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Ex. 5. Say what words have the opposite meaning to the following

verbal units.

Inside
to lend

lender
corporate client

Ex. 6. Say what words correspond to these definitions.

1. An amount of money which
Is charged by a bank for provid-
ing a service.

2. Money that you borrow
from a bank.

3. A person or an organization
that borrows money, especially
from a bank.

4. The system of money that
country uses.

Ex. 7. Finish the statements.

oo~ Ok~ WNE

5. An organization that pro-
vides various financial services,
for example keeping or lending
money.

6. A person or an organization
which lends money.

7. The money which you make
in business or by selling things.

. There are 5 principal types of banks:...
. A central bank is also called...
. Another term for commercial banks is...
. Commercial banks have a lot of functions. They...
. Commercial banks make a profit from...
. Investment banks are often called...
. Investment banks in Britain have many roles:...
. Merchant banks in the USA act as..
. Investment banks make their proflts from..

10. Financial statements in the USA and Brltaln are conglomerates...
11. Universal banks in some European countries combine..
12. Branches of foreign banks largely do...

Discussion

Ex. 8. Comment on the following.



1. How would you comment the saying “A banker is a man who lends
you umbrella when the weather is fair, and takes it away from you when
it rains”? Do you agree with it?

2. Brain-storming. It is known that the central bank of any country has
to balance the need to restrain inflation with the desire to allow economic
growth, it has to regulate and monitor national monetary policy and to a
great extent defines the investment climate in the country. Divide into
2 groups and develop as many ideas as you can regarding what can be
done by the Central Bank of Belarus to improve its economic and in-
vestment climate, if it needs to introduce some new regulations or modify
the existing norms, etc. Then discuss your ideas together.

UNIT 4. TYPES OF CREDIT

Lead in
Ex. 1. Think of the following.

1. Have you or members of your family ever bought anything on cred-
it? What? Do you think it’s a good idea?

2. Have you or your family members ever bought anything in install-
ments? What? Is it a good alternative to a credit?

3. Under which circumstances is it better for a person to get a credit in
Belarusian rubles? When is it safer to have a loan in currency?

Text

Ex. 2. The following text will introduce you to the topic of types of
credit. Read the text and be ready to check your understanding.

TYPES OF CREDIT
The term “credit” denotes transactions involving the transfer of money
or other property on promise of repayment. Thus, the transferor becomes
a creditor, and the transferee becomes a debtor.
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The principal types of credit are:

- commercial credit, which merchants extend to one another to finance
production and distribution of goods;

- investment credit, which is used by business firms to finance the ac-
quisition of plant and equipment;

- bank credit, which consists of the deposits and loans of depository
institutions;

- consumer or personal credit, which comprises advances made to in-
dividuals to enable them to meet expenses or to purchase, on a deferred-
payment basis, goods or service for personal consumption;

- real-estate credit, which includes loans secured by land and build-
ings;

- public or government credit, which is represented by the bond issues
of national governments;

- international credit, which is extended to particular governments by
other governments.

The Function of Credit

The principal function of credit is to transfer property from one person
(or organization) to another. For example, banks grant loans to individu-
als who want to start or expand their business. The transfer is temporary.
It is made for a price, which is known as interest.

Credit operations are carried out by means of documents which in-
clude bills of exchange, money orders, cheques, drafts, and promissory
notes.

The depositing of funds in a bank for safekeeping is also a form of
credit to the bank, as such funds are used for loan and investment purpos-
es, and the bank is legally bound to repay them as an ordinary debtor.

Issuance of Credit

Creditors sometimes require the debtor's credit standing. Sometimes
more tangible security is required, for example the guarantee of a third
party or collateral.

Collateral

Collateral is a security that a borrower gives to a creditor to guarantee
repayment of a loan. This security may be in the form of a mortgage on
buildings, physical property such as consumer goods and business inven-
tories, stocks and bonds, negotiable instruments, bills of lading, or certain
intangible properties such as patents and copyrights.
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Vocabulary notes

In installments
transactions

transfer of money
promise of repayment
transferor

transferee

merchant
distribution of goods
depository institution
on a deferred-payment basis
consumption
real-estate credit
secured

bond issues

national government
principal

property

to grant loans
temporary

by means of

bill of exchange
money orders

drafts

promissory notes
funds

safekeeping

to be bound

issuance of credit
credit standing
tangible security
intangible property
a third party
collateral

security

mortgage

stocks and bonds
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B PacCpOUKY

CIEJIKH, OIeparuu

MepeBoOJI JICHET

IUIATEXKHOE 003aTEIHCTBO
repeaaroliee Juio
npuoopeTaTesnb
IpeIIPUHAMATEIb, TOPTOBEI]
Ipogaka ToBapa

KPEIUTHOE YUPEKICHHUE

Ha OCHOBaHHUHU OTCPOYKHU
oTpeodsieHne

WIOTEYHBIN KPEJUT
rapaHTAPOBAHHBIN
OOIUTrallMOHHBIN 3aE€M
ICHTPAILHOE TTPABUTEIHCTBO
IJIaBHBIN

COOCTBEHHOCTD

BBIJIaBaTh KPEIAUTHI
BPEMEHHBIN

MOCPEJICTBOM, 3a CYET
BEKCeJIb, TPATTa

JI€HEKHBIE ITEPEBOIbI
MIPOCTHIEC BEKCEIIS
MepEeBOIHBIC BEKCEIS
JIE€HbI'H, KaIlnuTal

XpaHEHHE

OBITH CBSI3aHHBIM

BBIJIaua KpeauTa
KPEIUTOCTIOCOOHOCTh
MaTepHuaabHOe 00eCIIeUeHHE

HEMaTCpHaJIbHasA COOCTBEHHOCTbD

TPEThsI CTOPOHA, TPETHE JIUIIO
3aJior (o0ecrneueHue),
o0OecrieueHue, rapaHTus
UIIOTEYHBIN 3aJ10T (KPEeAuT)
aKIMHU U O0JIUTAIINHN



negotiable instruments O00OpPOTHBIC JOKYMEHTBI /| WH-
CTPYMEHTBI
bill of lading HaKJIaTHasI

Controlled practice
Ex. 3. Answer the following questions.

What do we call credit?

What are the types of credit?

What are the functions of credit?

How are credit operations carried out?

What is a credit interest?

What are the examples of tangible security required by banks?
What is collateral?

What examples of intangible property were given in the text?

©ONOoO O WNE

Word study

Ex. 4. Say what words have the same meaning as the following
verbal units.

Loan with the help of
consist of role

funds collateral

to issue loans funds

Ex. 5. Say what words have the opposite meaning to the following
verbal units.

Transferor extraordinary
debtor tangible

EX. 6. Finish the statements.

1. The term “credit” means...
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2. Types of credit are as follows:...
a) A commercial credit is a credit which merchants...
b) An investment credit is a credit which is used...
c) A bank credit consists of...
d) A consumer credit comprises...
e) A real-estate credit is composed of...
f) An international credit is extended to...
3. The principal function of credits is to...
4. Credit operations are carried out by means of documents, such as...
5. Credits can be secured by a)..., b)..., and c)... .
6. Collateral is...

Discussion

Ex. 7. Comment on the following.

1. How do you understand the following saying: Money and a fool are
soon parted. Do you agree with it?

2. Divide into 2 groups. Imagine you are bankers of two competing
commercial banks. You are aware that people have deposited a lot of
money lately into one of the banks which attracted depositors with high in-
terest rates, and this bank has lent even more money with low interest rates
relying on the fact that not every depositor will want their money back at
the same time — if they did this bank couldn’t pay out and would go bank-
rupt. Develop the strategy for both banks how to act in this situation.

UNIT 5. MARKETS

Lead in
Ex. 1. Think of the following.

1. How do you understand the notion ‘market’ on a local and global
scale?

2. Is it important only for economists to understand market functioning?

3. What is the relation of markets and prices?
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Text

Ex. 2. The following text will introduce you to the topic of markets.
Read the text and be ready to check your understanding.

MARKETS

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 de-
tails. Instead, we use a general definition of markets.

A market is a shorthand expression for the process by which house-
holds' 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 those 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 pro-
duce. 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 re-
sources, the low hamburger price told you that this was a good way to
satisfy your appetite. You probably prefer steak but that is more expen-
sive. 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 busi-
ness 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 ac-
counts. The student behind the counter is working there because it is a
suitable part-time job which pays a bit of money. If the wage were much
lower it would hardly be worth working at all. Conversely, the job is un-
skilled and there are plenty of students looking for such work, so owners
of cafes do not have to offer very high wages.
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Prices are guiding your decision to buy a hamburger, the owner's deci-
sion 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 pro-
duction. 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 produc-
ers 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.

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

Vocabulary notes

To subsidize bills (uHaAHCHpPOBATh CUeTa

to intervene BMEIIINBATHCS

to pursue interests Ipecie10BaTh HHTEPECHI
share of the output J0J1s1 BBIITYCKA TPOTYKIIUN
restriction OrpaHUYCHHE

transfer payment TpaHChEPTHBIN TIATEK

to use up capital U3pAcX00BaTh KAIIUTAI
capital goods CpeJICTBa IMPOM3BOACTBA
durable goods TOBapPBI JUIMTEILHOTO TI0JIb30BAHUS
physical assets OCHOBHEIC (DOHJIBI

fixed assets OCHOBHBIC CPEJICTBA
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rental
wear-and-tear
cash outlay
resale value

purchase price
life of goods
to reconcile
net worth

fruit stall

stock market

to transact
shorthand
adjustment of prices
scarce resources
scarcity
expense account
conversely

to allocate

to contract

to bid up
wholesale

Controlled practice

peHTHI)IfI A0X0o4, apCHaHad I11aTta
HN3HOC

ACHCIKHBIC PACXObI

JIMKBUJAlITMOHHAsA In€HA, CTOUMOCTD IIPpH

nepernpoiaxe

MOKYITHAS 1IeHa
CPOK CJTy>KObI TOBapOB

COTJIaCOBBIBATh, PETYJIUPOBATH, MUPUTD
CTOMMOCTb HMYIIECTBA 3a BBIUETOM

0053aTeNbCTB; COOCTBEHHBIE CPEIICTBA

najarka ¢ Gpykramu

dbon0Bast Oupxka

BECTH (JieN1a), 3aKJIF0YaTh (CIIEJIKN)
YCJIIOBHOE 0003HaUCHUE
peryJiupoBaHue 1eH

penkue (aeduIuTHBIE) PECypChl
HeXBaTKa, NePUIIUT
PACXOIHBINA CUET

Hao0opOoT

pa3MeniaTh

3aKJIF0YaTh JOTOBOP

MOJTHUMATh IIEHY

ONTOBBIN

Ex. 3. Answer the following questions.
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What example is given where sellers and buyers actually meet?
How are households' decisions on what to buy reconciled?

Why do prices adjust?

What problems do markets and prices solve for society?

Why is the cafe owner in business?

Why do cafe owners not have to pay high wages?

What makes society put resources into hamburger production?
What would consumers do if hamburger prices rose?

How many markets are you involved in if you buy a hamburger?
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10. Does the writer give an exact description of a market? Can you
explain in your own words the writer's definition of markets?

Word study

Ex. 4. Say what words have the same meaning as the following

verbal units.

At a distance

of the neighbourhood
carried out, done

ask for

make certain that

buy
ilIness
managing
put up
rareness

Ex. 5. Say what words have the opposite meaning to the following

verbal units.

Buyer

retail market
close
specific

abundant
cheap
profit
shorthand

Ex. 6. Say what words correspond to these definitions.

1. To find a way to make two
or more ideas, situations, etc.
agree with each other when actu-
ally they seem to be in opposition;

2. the best and most expensive
food and drink, clothes, sur-
roundings, etc.; the regular use
and enjoyment of these;

Ex. 7. Explain the following.

Rent
profit
expense account
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3. to distribute something offi-
cially to somebody or something
for a specific purpose;

4. to make a legal agreement
to have a particular relationship.

part-time job
labour market
wholesale market



E x. 8. Using wor ds from the text, complete the following statements.

1. I quite like lamb but really I... beef. 2. He was a very keen student.
He... most of his time to his studies. 3. I'm not in... of long and expen-
sive lunches. 4. Please... that your essays reach me on time. 5. A good
degree should... you to get a job.

Discussion

Ex. 9. Comment on the following.

1. Share your ideas about the local and global markets in future. Will
they change significantly or be much similar to the existing ones?

2. Divide into groups. Imagine you are the managing teams of the
competing small companies in coffee business with similar positions in
the market. Describe your market segment, clients, potential. Think of the
strategy how to win a greater market share, make more profit and win a
competitor.

UNIT 6. ACCOUNTING

Lead in

Ex. 1. Think of the following.

1. What is accounting?

2. Are there any accountants among your friends or relatives? From
your point of view, what are the main hardships of this career? What is an

ideal accountant for you?
3. Who needs financial information?

Text

Ex. 2. The following text will introduce you to the topic of account-
ing. Read the text and be ready to check your understanding.
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ACCOUNTING

Accounting is the process of receiving, processing and communicating
financial information. In other words, it is an information system that ac-
cumulates records, classifies, summarizes and reports commercial trans-
action. The aim of this process is to show the financial condition of an
enterprise. Companies may use historical financial information to plan
new strategies for growing business operations. Developing a growth
strategy centered on financial information may give business owners and
managers reasonable expectations for future operations. Owners and
managers may also use financial information to determine where to make
improvements in their businesses.

Bookkeeping is a small part of the system. It deals with recordkeeping.

Accounting information is used by managers, investors and different
groups in society, for example tax authorities, labour unions, local gov-
ernments, financial analysts, etc.

The major branches of accounting are 1) public, 2) private and 3) gov-
ernmental accounting.

1. Public accounting is the accounting which is done by independent
Certified Public accountants (= Br. Chartered Accountants). They audit
the books of companies to ensure that their financial statements and rec-
ords are properly stated.

2. Private accounting is the accounting of the private sector of the
economy. It involves the analysis and recording of financial information
by accountants who are employees of the business entity.

3. Governmental accounting is the accounting performed for central
(federal and state) and local governmental institutions.

Record keeping of organizations is based on a double-entry system.

As you enter information in your books you will always make two en-
tries which exactly balance one another. Each entry has a left side — these
are called debits and a right side — these are called credits. For each entry
you must enter at least one debit and one credit and the total of the
amounts on the right must equal the total on the left. Another “rule” is
that debits are positive and credits are negative and if you add them all
together the total is “zero”.

All your asset accounts (1000 series) are debit accounts which means
they are positive numbers. An asset is a positive number in the system.
The liability accounts (2000 series) are called credit accounts and they
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are negative numbers but generally when you look at them on the balance
sheet you don’t show the minus sign.

The 3000 series is sales. Sales are considered a credit account. You
sell something and get some cash. Cash is a debit account. Make a sale
and you better increase your cash — debit cash. Positive entry.

Vocabulary notes

bookkeeping Oyxyuer

recordkeeping BEJICHUE YYCTHOM TOKYMCHTAIIUN
tax authorities HAJIOTOBBIC OPTaHbI

labour union podcoro3

local governments MECTHBIC OpPTraHbl BJIaCTH
business entity CYOBEKT XO35HCTBOBAHUS

entry OyXxrajnrepckas 3aluch, CTaThsl
asset accounts CU€Ta AKTHUBA, KPEAUTOBBIE CUETA
debit accounts cyeTa IaccuBa, JIe0eTOBBIE CUYETA
financial condition (bHHAHCOBOE TOJI0KCHUE

Controlled Practice

Ex. 3. Answer the following questions.

. What is accounting according to the text?

. What does bookkeeping deal with?

. Who is accounting information used by?

. What is specific about public accounting?

. What is private accounting?

. What is the difference between the major types of accounting?

. What are the two main entries in the balance sheet?

. Why do bookkeeping entries have to exactly balance one another?

CONO O1T R~ WN -

Word Study

Ex. 4. Say what words have the same meaning as the following
verbal units.
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To demonstrate
enterprise
liability accounts
grounded

autonomous

certified public accountant
equivalent

to check

Ex. 5. Say what words have the opposite meaning to the following

verbal units.

Positive

debit

asset accounts
plus sign

to increase

expenses

make a purchase
single-entry bookkeeping
left side

balance

Ex. 6. Say what words correspond to these definitions.

1. A piece, a section of some-
thing; some but not all of a thing;

2. an organization of workers,
usually in a particular industry,
that exists to protect their inter-
ests, improve conditions of work;

3. the detailed study or exami-
nation of something to under-
stand more about it;

4. a person whose job is to
keep and check financial ac-
counts.

Ex. 7. Say whether the statements are true or false.

1. Record keeping of organizations is based on a single-entry system.
2. Entries on the left side are called credits.
3. The total of the amounts on the right side must equal the total on the

left side.
4. Debits are negative entries.

Discussion

Ex. 8. Comment on the following.

1. Divide into 2 groups. Imagine you are managers of 2 large building
companies in Belarus. You are meeting today to prepare the annual report



to the owners of your companies. Discuss the financial information de-
scribing your financial state in the market and determine where to make
improvements in your business. Think of a growth strategy and reasona-
ble expectations for the future. Then make a short report to the owners
(your lecturer and the rest of your groupmates), stating the figures from
your balance sheet, be ready to answer their questions on your company’s
functioning during the reported yearly period.

UNIT 7. REVENUES, COSTS, AND PROFITS

Lead in
Ex. 1. Think of the following.

1. Is it essential for individuals and businesses to pay bills duly? Who
pays bills in your family?

2. Do you or your parents keep record of your family income and
costs?

3. Is it easy or difficult for a company (a Belarusian company) to cal-
culate its revenues? Why?

Text

Ex. 2. The following text will introduce you to the topic of reve-
nues, costs and profits. Read the text and be ready to check your un-
derstanding.

REVENUES, COSTS, AND PROFITS

A firm's revenue is the amount it earns by selling goods or services in
a given period such as a year. The firm's costs are the expenses incurred
in producing goods or services during the period. Profits are the excess of
revenues over costs. Thus we can write:  profits = revenues — costs

Although these ideas are simple, in practice the calculation of reve-
nues, costs, and profits for a large business is complicated. Otherwise we
would not need so many accountants. We begin with a simple example.
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Rent-a-Person is a firm that hires people whom it then rents out to oth-
er firms that need temporary workers. Rent-a-Person charges £10 per
hour per worker but pays its workers only £7 per hour. During 2016 it
rented 100 000 hours of labour. Business expenses, including leasing an
office, buying advertising space, and paying telephone bills, came to
£200 000. Figure 1 shows the income statement or profit-and-loss ac-
count for 2016. Profits or net income before taxes were £100000. Taxes
to central government (corporation tax) plus taxes to local government
(rates assessed on some of the property the firm owned) came to £25 000.
Rent-a-Person's after-tax profits in 2016 were £75 000. Now we can dis-
cuss some of the complications in calculating profits.

Figure 1. — Rent-a-Person Income Statement
For the year ending 31 December 2016

Revenue
(100 000 hours rented out at £ 10 per £1 000 000
hour)
Deduct expenses (costs) £ 700 000
Wages paid to people rented out 50 000
Advertising 50 000
Office rent 80 000
Wages for office workers 20 000
Other office expenses
900 000

£100 000
Net income (profits) before taxes 25 000
Taxes paid £75 000

Net income (profits) after taxes

Outstanding Bills. People do not always pay their bills immediately.
At the end of 2016, Rent-a-Person has not been paid for all the workers it
hired out during the year. On the other hand, it has not paid its telephone
bill for December. From an economic viewpoint, the right definition of
revenues and costs relates to the activities carried out during the year
whether or not payments have yet been made.

This distinction between economic revenues and costs and actual re-
ceipts and payments raises the important concept of cash flow.
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A firm's cash flow is the net amount of money actually received during
the period. Profitable firms may still have a poor cash flow, for example
when customers are slow to pay their bills.

Part of the problem of running a business is that cash flow at the be-
ginning is bound to be slow. Set up costs must be incurred before reve-
nues start to flow in. That is why firms need financial capital to start the
business. It the business prospers, revenues will build up and eventually
there will be a healthy cash inflow.

Capital and Depreciation. Physical capital is the machinery, equip-
ment, and buildings used in production. Rent-a-Person owns little physi-
cal capital. Instead, it rents office space, computers, and desks. In prac-
tice, businesses frequently buy physical capital. Economists use ‘capital’
to denote goods not entirely used up in the production process during the
period. Buildings and lorries are capital because they can be used again in
the next year. Electricity is not a capital good because it is used up entire-
ly during the period. Economists also use the terms 'durable goods' or
'physical assets' to describe capital goods.

How should the cost of a capital good such as computers be treated in
calculating profits and costs? The essential idea is that it is the cost of us-
ing rather than buying a piece of capital equipment that should be treated
as part of the firm's costs within the year. If Rent-a-person leases all its
capital equipment, its costs include merely the rentals paid in leasing cap-
ital goods.

Suppose however that Rent-a-Person buys eight computers at the be-
ginning of the year for £1000 each. It should not count £8000 as the cost
of computers in calculating costs and profits for that year. Rather, the
cost should be calculated as the reduction in the value of the computers
over the year. Suppose the wear-and-tear on the computers over the year
has reduced their value from £ 1000 to £700 each. The economic cost of
the use of eight computers over the year is £2400 (8 x £300). This
amount of depreciation is the cost during the year.

Depreciation is the loss in value resulting from the use of machinery
during the period. The cost during the period of using a capital good is
the depreciation or loss of value of that good, not its purchase price.

The existence of depreciation again leads to a difference between eco-
nomic profits and cash flow. When a capital good is first purchased there
is a large cash outflow, much larger than the depreciation cost of using
the good during the first year. Profits may be high but cash flow low.
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However, in subsequent years the firm makes no further cash outlay, hav-
ing already paid (or the capital goods, but must still calculate deprecia-
tion as an economic cost since the resale value of goods is reduced still
further). Cash flow will now be higher than economic, profit.

The consequence of treating depreciation rather than purchase price as
the true economic is thus to spread the initial cost over the life of the cap-
ital good, but that is not the reason for undertaking the calculation in this
way. Rent-a-Person could always have sold its computers for £5600 after
one Yyear, restricting its costs to £2400. The fact that the firm chose to
keep them for reuse in the next year indicates that the latter strategy is
even more profitable. Hence the true economic cost of using the comput-
ers in the first year can be at most £2400.

Vocabulary notes

to incur expenses IIPOM3BOIMTH PACXOBI

excess M30BITOK, N30BITOYHBIN
complicated CJIOKHBIM
to lease cIaBaTh WU OpaTh B apeHIY

income statement
profit-and-loss account

OTYET O NPUOBLIAX U YOBITKAX
CYET MpUObLIEH U YOBITKOB

net income
corporation tax
assessed tax rate
after-tax profit
cash outlay
outstanding bills
distinction
actual receipt
cash flow

cash inflow

to prosper

to build up revenues
to deduct costs
depreciation

YUCTBIN J10XO]1 (YUCTast IPUOBLID)
HaJIOT Ha KOPIOPAIUIO

CTaBKa 10 UMYILIECTBEHHOMY HAJIOTy
YKUCTas MPUOBITH (ITOCIIE YIJIAThl HAJIOTOB)
JICHEXKHBIE PACXOIbI

HEOIJIAYEHHbBIE cUeTa

paznuuue

(bakTUUeCKre IEHE)KHBIE TOCTYTUICHUS
JBH)KEHUE JICHE)KHON HAJTMYHOCTHU
IPUTOK KamuTana

MpOIBETATh

CO03/1aBaTh, HAKAIUIUBATH JI0XO/I
yIE€pKUBATh 3aTPAThI

U3HOC
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Controlled Practice
Ex. 3. Answer the following questions.

1. Why do we need a great many accountants?

2. How much did Rent-a-Person pay in wages in 2016?

3. What was Rent a-Person's pre-tax profit?

4. What is cash flow?

5. Why does a firm need financial capital to start its business?

6. Why is electricity not a capital good?

7. How should you treat the cost of a car in a firm's accounts?

8. What is depreciation?

9. Must you have a good cash flow in order to make a high profit?

10. What is the effect of using depreciation rather than purchase price?

Word Study

Ex. 4. Say what words have the same meaning as the following
verbal units.

Make money, do well financially  often

certain for this reason, from here
brought on oneself carrying out (a piece of work)
lasting overall plan

wholly limiting

Ex. 5. Say what words have the opposite meaning to the following
verbal units.

simple
Revenue, income lossmaking
inflow inflow
preceding permanent

shortage, lack
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Ex. 6. Say what words correspond to these definitions.

1. To make a regular payment 3. to obtain the services of
for the use of something; someone in exchange for payment;

2. to pay rent for the use of some- 4. decide or fix the amount of
thing over a fixed period of time; something.

Ex. 7. Explain the following.

Wear-and-tear loss of value
actual receipts purchase price
Discussion

Ex. 8. Comment on the following.

1. Share your ideas of how to increase revenues and reduce costs at your
university. Choose the most suitable and effective to make the list of top 3.

2. Imagine you are managers of different departments at the young
AXAL Insurance Company and are meeting to decide what percentage of
the company’s budget should be spent on different items in the coming
year. Should you spend more on sales and marketing techniques (vital for
new business) or on training claims staff (the heart of the business)? May
be you will need to invest into very specific skills, for example into train-
ing of how to assess damaged cars. Can you justify spending on English
language classes or IT/computerized processes? How vital are public re-
lations and phone manners? Try to come to an agreement.

UNIT 8. EARNINGS

Lead in

Ex. 1. Think of the following.

1. Starting from what age can you earn money in Belarus? In what sec-
tors? Do you think the situation will change in the nearest future?
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2. What is better from your point of view: to be a self-employed sole
trader or to work for a company? Why?
3. What can a business do with its earnings?

Text

Ex. 2. The following text will introduce you to the topic of earn-
ings. Read the text and be ready to check your understanding.

EARNINGS

Finally, we must consider what the firm does with profits after taxes.
It can pay them out to shareholders as dividends, or keep them in the
firm as retained earnings. Retained earnings are the part of after-tax
profits that is ploughed back into the business rather than paid out to
shareholders as dividends.

Retained earnings affect the balance sheet. If they are kept as cash or used
to purchase new equipment, they increase the asset side of the balance sheet.
Alternatively, they may be used to reduce the firm's liabilities, for example
by repaying the bank loan. Either way, the firm's net worth is increased.

Opportunity Cost and Accounting Costs. The income statement and the
balance sheet of a company provide a useful guide to how that company is
doing. We have already hinted that economists and accountants do not al-
ways take the same view of costs and profits. Whereas the accountant is
chiefly interested in describing the actual receipts and payments of a compa-
ny, the economist is chiefly interested in the role of costs and profits as de-
terminants of the firm's supply decision, the allocation of resources to partic-
ular activities. Accounting methods can be seriously misleading in two ways.

Economists identify the cost of using a resource not as the payment ac-
tually made but as its opportunity cost. Opportunity cost is the amount
lost by not using the resource (labour or capital) in its best alternative
use. To show that this is the fight measure of costs, given the questions
economists wish to study, we give two examples.

Any persons working in their own businesses should take into account
the cost of their own labour time spent in the business. A self-employed
sole trader might draw up an income statement, find that profits were say
£20 000 per annum, and conclude that this business was a good thing. But
this conclusion neglects the opportunity cost of the individual's labour, the
money that could have been earned by working elsewhere. If that individ-
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ual could have earned a salary of £25 000 working for someone else, being
self-employed is actually losing the person £5000 per annum even though
the business is making an accounting profit of £20000. If we wish to un-
derstand the incentives that the market provides to guide people towards
particular occupations, we must use the economic concept of opportunity
cost, not the accounting concept of actual payments. Including the oppor-
tunity cost of £25 000 in the income statement would quickly convince the
individual that the business was not such a good idea.

The second place where opportunity cost must be counted is with respect
to capital. Somebody has put up the money to start the business. In calculat-
ing accounting profits, no cost is attached to the use of owned (as opposed to
borrowed) financial capital. This financial capital could have been used
elsewhere, in an interest-bearing bank account or perhaps to buy shares in a
different company. The opportunity cost of that financial capital is included
in the economic costs of the business but not its accounting costs. For exam-
ple, if the owners could have earned a return of 10 per cent elsewhere, the
opportunity cost of their funds is 10 per cent times the money they put up. If,
after deducting this cost, the business still makes a profit, economists call
this ‘'supernormal profit'. Supernormal profit is the profit over and above the
return which the owners could have earned by lending their money else-
where at the market rate of interest. Supernormal profits provide the true
economic indicator of how well the owners are doing by tying up their funds
in the business. Supernormal profits, not accounting profits, are the measure
that will explain the incentive to shift resources into or out of a business.

Figure 2. Accounting and opportunity costs

ACCOUNTING: INCOME STATEMENT

Revenues £80 000
Costs 50 000
Accounting profit £30 000
OPPORTUNITY COSTS: INCOME STATEMENT
Revenues £80 000
Costs:
Accounting costs £50 000
Cost of owner’s time 25 000
Opportunity cost of financial capital (£30 000)
used in firm, at 10% 3000
78 000
Economic profit (supernormal) £2 000
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These are the two most important adjustments between accounting and
economic notions of costs and profits. In other cases there may be minor
differences — for example, since it is hard to calculate the resale value of
a second-hand factory, economic and accounting approaches to deprecia-
tion may vary slightly. In many cases the two approaches are the same -
for example, the wages paid by farmers to students for help in picking
crops are not only an accounting cost but an economic cost. Without
making these payments, farmers would not have been able to attract tem-
porary student labour resources to the activity of crop picking.

Figure 2 summerizes the two most important adjustments that must be
made to accounting costs and profits to get economic measures of costs
and profits. Economic costs represent the opportunity costs of resources
used in production. Accounting costs include most economic costs but
are likely to omit costs of the owner’s time and the opportunity cost of fi-
nancial capital used in the firm. Economic (supernormal) profit deducts
the right measure of economic costs from revenues.

Vocabulary notes

Balance sheet
assets

liabilities
inventories
mortgage
take-over bid
goodwill

to pay out dividends
retained earnings
to plough back
opportunity costs
accounting costs
income statement
sole trader
incentive

to tie up funds

to omit costs

to owe

OyxraJiTepckuil banaHc

AKTUBBI

IACCUBBI
MaTepuaIbHO-NPOU3BOJICTBEHHbIE 3aIaChI
3aJI0T, UTIOTEKa

IPEIJIOKEHHUE O CIUSIHUM PUPM
penyranus

BBITUIAYMBATH TUBUJICHIbI
HepacnpeaeaeHHas IpuObLIb
KanUTAIU3UPOBaTh, ((UHAHCUPOBATH
CKPBITBIE U3JEPKKU

3aTpaThl Ha BeJleHue Oyxyuera
OTYET O NPUOBLIAX U YOBITKAX
TOPrOBELL

CTUMYJ

BKJIQ/IbIBATh CPEICTBA

HE BKJIIOYATh 3aTPaAThI

OBITH JTOJKHBIM
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intangible HEMaTePHATbHBIN; HEYJIOBUMBIT
instantaneous MTHOBEHHBIN, HEMEIJICHHBIN
to accrue [pUpacTaTh;, HAKAILINBATh

Controlled Practice

Ex. 3. Answer the following questions.

1. What is meant by 'retained profits'?

2. How do retained profits affect the balance sheet?

3. How are the interests of accountants and economists different?

4. In what ways are accounting methods misleading?

5. What is meant by opportunity cost?

6. What is meant by supernormal cost?

7. Why is the business example of a sole trader not such a good idea?
8. In what ways can financial capital be used?

9. What can be an incentive to shift resources into or out of a business?
10. Why is cost attached to the use of borrowed financial capital?

Word Study

Ex. 4. Say what words have the same meaning as the following
verbal units.

Net asset value in a year

deceitful individual entrepreneur
capitalize inference

redeem disregard

determine in a different place

Ex. 5. Say what words have the opposite meaning to the following
verbal units.

Asset side interest-bearing
consider deducting
dissuade exclude

owned shift into
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Ex. 6. Say what words correspond to these definitions.

1. To suggest something indi-
rectly;

2. a thing that encourages
somebody to do something;

Ex. 7. Explain the following.

Shareholder
dividends

Discussion

Ex. 8. Comment on the following.

3. to become less valuable;
4. to connect or link something
to something else.

supernormal profit
resale value

1. Share your ideas about the ways of earning money staying at home
which is vital for many people ranging from the disabled to housewives.
Think of freelancers, remote businesses and on-line sales. What can bring

you substantial earnings?

2. Divide into 3 groups. Imagine you are a business start-up. Think of
the sphere you can earn money in modern economic conditions. Persuade
other groupmates (potential investors) that your project is viable and will
let you earn much money in short term. Use figures to sound convincing.

UNIT 9. ECONOMIC SYSTEMS

Lead in

Ex. 1. Think of the following.

1. What economic system is your country characterized by?

2. What are the most common economic systems of today?

3. Do you agree that economic system is the least important factor in-
fluencing the life standard in the country?
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Text

Ex. 2. The following text will introduce you to the topic of econom-
ic systems. Read the text and be ready to check your understanding.

ECONOMIC SYSTEMS

In general there are three kinds of economy. Let us look first at what
we call the command economy. This kind of economy is a society where
the government takes all the decisions. The government decides produc-
tion and consumption. In practice, that means that a government office, a
planning office, decides three original questions. It decides what will be
produced, how it will be produced and also for whom it will be produced.
The same planning office then tells households, firms or companies and
workers what it has decided. There is a large amount of central planning
and direction. The state owns factories, for example, and it also owns
land. The state makes the most important decisions about what people
should consume. It also decides how goods should be produced, and how
much people should work. Planning of this kind is obviously very diffi-
cult, very complicated to do. And the result is that there is no society
which is completely a command economy.

The second kind of economy is a free market in which governments do
not intervene. In a free market individual people, such as yourselves, are
free to pursue their own interests. They can become millionaires, for ex-
ample. The basic idea behind the free market is this: if you, for example,
want to become a millionaire, what do you do? Well, let’s say you invent
a new kind of a car. You want to make money out of it, in your own in-
terests. But when you have that car produced, you are in fact moving the
production possibility frontier outwards. You actually make society better
off, by creating new jobs and opportunities, even though you become a
millionaire in the process. And you do it without any government help or
invention.

The third kind of economy is what we call the mixed economy. And
this means very much what it says. At one extreme we have the com-
mand economy, which doesn’t allow individuals to make economic deci-
sions — this is done centrally by the government. At the other extreme we
have the free market, where individuals can pursue their own interests
without any government restrictions. Between these two extremes lies the
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mixed economy. In a mixed economy, the government and the private
sector interact in solving economic problems. On the one side, the gov-
ernment controls a share of the output. It does this through taxation,
transfer payments and providing services such as the police. But at the
same time, though with restrictions, individuals are free to pursue their
own interests. Most countries are mixed economies, though of course
some are nearer to command economies than others. Others are closer to
free market economies.

Vocabulary notes

Production and consumption IIPOM3BOICTBO U MOTPEOICHUE
obviously OYEBHUIHO

to intervene BMEIIIMBATHCS

outwards 3a TIPEICIbl

possibility frontier I'pPaHUIIA BO3MOYKHOCTEH

to be better off cTaTh Ooyiee 0OCCIICUCHHBIM
extreme KpPanHOCTh

pursue interests IpeciieIoBaTh HHTEPECHI
government restrictions MIPaBUTEIILCTBEHHBIC OTPaHUYCHUS

Controlled Practice
Ex. 3. Answer the following questions.

1. What are the major economic forms?

2. What are the differences between controlled and market economies?

3. What is the main function of any economic order?

4. What would happen without a system of distribution?

5. What are the economic goals for a nation?

6. What are the three original questions that the government decides in
command economies?

7. What can you do without government help or invention in free mar-
ket economies?

8. In what way do the government and the private sector interact in
solving economic problems in mixed economies?
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Word Study

Ex. 4. Say what words have the same meaning as the following
verbal units.

Difficult business circles
to interfere direction

to become richer limitation
command economy part

profitable desirable

Ex. 5. Say what words have the opposite meaning to the following
verbal units.

Command economy private sector
zero unemployment useless
unchecked competition unjust

Ex. 6. Say what words correspond to these definitions.

1. Having equal rights; 3. a company providing a service
2. the system of raising mon- for the public (electricity, water or
ey by taxes; gas).

Ex. 7. Insert the necessary preposition.

1. There are many forms of economic order, ranging... the private
enterprise system... partially or completely controlled economies.
2. Regardless... their form, economic system is the system that a society
uses for allocation and distribution of scarce resources. 3. ...a private en-
terprise, this function is basically performed... the price mechanism.
4. In case... regulated utilities, there are governmental agencies that de-
termine the rates that may be charged... utility companies.

Discussion

Ex. 8. Comment on the following.
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1. Do you agree that market system has proved to be the most effective
in terms of national wellbeing with the focus on economic growth, free-
dom, and quality? Don’t you think that command economies are the most
secure? Discuss strong and weak sides of the both systems.

2. Divide into 2 groups. Group 1 consists of government officials and
group 2 consists of private businessmen. You are meeting today at a
round table to find a compromise. Group 1 is initiating the legislative act
to increase taxes and restrict some spheres of free competition (make the
list of 4 changes), but before doing this, you want to discuss it with busi-
ness representatives. Group 2 is against such changes and gives reasona-
ble arguments (think them well to be persuasive). Try to come to an
agreement.
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