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Lesson 1

WHAT IS ECONOMICS

Read and memorize the following words:

scarcity aeprunt

goods and services TOBapbl U yCcnyru

wants and needs XenaHma n notpebHocTn

by force cunon

society obLiecTBO

orderly system ynopsigoveHHasi cuctema
production and distribution NPOU3BOACTBO U pacnpenesieHne

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.

l. Make true sentences.

There is food

There isn’t enough clothing

There are luxury

There aren’t houses jobs in my country
clean
water
engineers

money
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IV.

Guess the words.

Things that we cannot live without are called

Things which give us pleasure and joy are called

When people do not have enough of something they suffer from

Everything that is made in a society is called
and

is the process of making things.
is the process of dividing things among people.

Think and speak about the following issues.

Tell about some people who get what they want by force in modern times.
Explain why scarcity is an important factor of human life.

Formulate the basic economic questions which each society has to
answer.

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 uncertain
(onpeneneHHbln, yBepeHHbIN)

Exact inexact
(TOYHbIN, Be30WNBOYHbIN)

predictable unpredictable
(Npenckasyembiin)

precise imprecise

(TOYHbIN, YETKUI, onpeaeneHHbIN)

1.

2,
3

You have to be very in this job, because a small
mistake can make a big difference.
Are you that you'll get there in time?

We have done this experiment before. The results are rather

Our train leaves at 10 o’clock




Lesson 2
AN INEXACT SCIENCE

Read and memorize the following words:

government NnpaBUTENbLCTBO
prison TIOpbMa

national defense HauMoHanbHas 6e3onacHoOCTb
interaction B3aMMoaencTemne
certainty onpeneneHHoCTb
sales tax Hamnor Ha npogaxm
income tax Hanor Ha goxoabl
behavior nosegeHue

to avoid n3berartb

to raise noaHUMaTb

to experience NCNbITbIBaATb

to deal with MMeTb Oerno c

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
questions: 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.
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Find in the text.

Two parts of the state system.
Two other social sciences.
Two physical sciences.

Two types of taxes.

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

Social sciences study the natural world around us.

Physical sciences are more exact than social sciences.

Government “services,” such as national defense and the prison system
are not studied by economics.

Human behavior can be examined and predicted with much precision.
Water boils at 212° Fahrenheit.

The raise of sales tax always causes lower sales.

Tell about the two experiments described in the text.

Think and say what economics has in common with these sciences.

1.
2.
3.

N —

considered the founder of modern economics. In Smith's time, philosophy was

Psychology
Mathematics
History

Lesson 3
FAMOUS ECONOMISTS
I. Read one of the texts and answer the questions about “your”
economist.
When did he live?
What are the key notions of his theory?

ADAM SMITH AND HIS INVISIBLE HAND OF CAPITALISM

Adam Smith, a Scot and a philosopher who lived from 1723 to 1790, is

an all-encompassing study of human society in addition to an inquiry in- to the
nature and meaning of existence. Deep examination of the world of business
affairs led Smith to the conclusion that collectively the individuals in society, each
acting in his or her own self-interest, manage to produce and purchase the goods
and services that they as a society require. He called the mechanism by which
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this self-regulation occurs “the invisible hand,” in his groundbreaking book, The
Wealth of Nations, published in 1776.

While Smith couldn't prove the existence of this “hand” (it was, after all,
invisible) he presented many examples of its working in society. Essentially, the
butcher, the baker, and the candlestick maker individually go about their
business. Each produces the amount of meat, bread, and candlesticks he judges
to be correct. Each buys the amount of meat, bread, and candlesticks that his
household needs. And all of this happens without their consulting one another or
without all the king's men telling them how much to produce. In other words, it's
the free market economy in action.

In making this discovery, Smith founded what is known as classical
economics. The key doctrine of classical economics is that a laissez-faire attitude
by government toward the marketplace will allow the “invisible hand” to guide
everyone in their economic activities, create the greatest good for the greatest
number of people, and generate economic growth. Smith also delved into the
dynamics of the labor market, wealth accumulation, and productivity growth. His
work gave generations of economists plenty to think about and expand upon.

KARL MARX: IT'S EXPLOITATION!

Karl Marx, a German economist and political scientist who lived from 1818
to 1883, looked at capitalism from a more pessimistic and revolutionary
viewpoint. Where Adam Smith saw harmony and growth, Marx saw instability,
struggle, and decline. Marx believed that once the capitalist (the guy with the
money and the organizational skills to build a factory) has set up the means of
production, all value is created by the labor involved in production. In Marx's view,
presented in his 1867 tome Das Kapital (Capital), a capitalist's profits come from
exploiting labor — that is, from underpaying workers for the value that they are
actually creating. For this reason, Marx couldn't abide the notion of a profit-
oriented organization.

This situation of management exploiting labor is the main reason of the
class struggle. Marx saw the class struggle at the heart of capitalism, and he
predicted that that struggle would ultimately destroy capitalism. To Marx, class
struggle intensifies over time. Ultimately, in Marx's view, society moves to a two-
class system of a few wealthy capitalists and a mass of underpaid,
underprivileged workers.

Marx predicted the fall of capitalism and movement of society toward
communism, in which “the people” (that is, the workers) own the means of
production and thus have no need to exploit labor for profit. Clearly, Marx's
thinking had a tremendous impact on many societies, particularly on the USSR
(Union of Soviet Socialist Republics) in the twentieth century.



While Marx's theories have been discredited, they are fascinating and worth

knowing. They also say something about weaknesses in capitalism.

KEYNES: THE GOVERNMENT SHOULD HELP OUT THE ECONOMY

John Maynard Keynes, a British economist and financial genius who lived
from 1883 to 1946, also examined capitalism and came up with some extremely
influential views. They were, however, quite different from those of Karl Marx
and, for that matter, Adam Smith. In 1936, he published his General Theory of
Employment, Interest, and Money. We will examine Keynes's theories later. They
mainly involve people's propensity to spend or to save their additional money as
their incomes rise, and the effects of increases in spending on the economy as
a whole.

The larger significance of Keynes's work lies in the view he put forth about
the role of government in a capitalist economy. Keynes was writing during the
Great Depression. It's worth noting at this point that in the United States
unemployment reached about 25 percent and millions of people had lost their life
savings as well as their jobs. Moreover, there was no clear path out of the
depression, which led people to seriously question whether Smith's invisible
hand was still guiding things along. Was this worldwide collapse of economic
activity the end of capitalism?

Keynes believed that there was only one way out, and that was for the
government to start spending in order to put money into private-sector pockets
and get demand for goods and services up and running again. As it turns out,
President Franklin D. Roosevelt gave this remedy a try when he started a
massive public works program to employ a portion of the idle workforce.
However, the United States entry into World War Il rendered this a less than pure
experiment in government spending. The war effort boosted production to
extremely high levels (to make guns, ammunition, planes, trucks, and other
materiel) while simultaneously taking millions of men out of the civilian workforce
and into uniform.

Il. Give a talk to present the theory of one of the three economists.



Lesson 4
ECONOMIC SYSTEMS

l. Read and memorize the following words:

to determine onpegendatb

to encourage NOOLWPATH

to evaluate OLUEeHMBaTb

to rely on nonaraTbCs

to obey NOOYMHATHLCS
to satisfy, to meet yOOBMeTBOPSATb
amount o0beM, KOnmM4ecTBo
habit npuBbIYKa
custom oOblyan
authority BNacTb

profit npubbInb
influence BNUsiHNE
measure mMepa

income aoxon

to force smb to do smth - 3actaBnaTb koro-nmbo aenatb YTO-NMOO
to concern with - 3aHMMaTbCA, HTEpecoBaTbCs YEM-NNGO

to base on - 6a3npoBaTb, OCHOBLIBaTL (Ha)

to influence - BNusaTL

Il. Match 1-7 with a-g to make meaningful phrases.

1)  to provide a) the type of economic system

2) to satisfy b)  the central authority

3) to determine c) goods and services

4) torely d) theincome

5) to obey e) people’s wants

6) to evaluate f) to work hard

7) toencourage g) on the same tools and methods

lll. Answer these questions, then read the text and check your
answers.

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?

9



4.  What types of economic systems do you know?
IV. Read the text.
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

10



amount and kind of goods and services the people of a country enjoy, or their
income.

V. Answer some more questions about economic systems.

Why is there no change in traditional system?

Who makes the basic decision in command system?

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

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

W=

VI. Translate into English using the words from the text.

1.  O6blvan, NPMBBIYKA U PENUITMO3HbLIE BEPOBAHUA 3acTaBnAKT JOOEN
nonaraTtbCs Ha Te Xe opyamda U MeTodbl Tpyda, KOTOPbIMU  OHU
nosib30Basnucb Bceraa.

2. [deduumT pecypcoB 3acTaBrisieT No4en orpaHndmBaTb CBOM XeSlaHnda n
noTpebHoOCTH.

3. [paBuTenbCTBO 3acTaBnsdeT u4neHoB obuiectBa noavnHATbCA. OHO
HaBA3bIBAET CBOM PELLUEHMUS.

4. [MponsBoacTBO TOBApOB W yCryr 3aBUCUT OT  B3aMMOLEWNCTBUSA
noTpebutensa n NnponsBoanUTENS.

5. B KOMaHOHOM CUCTEME BCE W3MEHEHUS B OKOHOMWKE 3aBUCAT OT
npaBUTENbLCTBA.

6. [lpaBMTENbLCTBO 3aHMMAETCS MOBbILLEHNEM YPOBHS XXU3HWN HAceseHus.

7.  JOTa koMmnaHusi 3aHMMaeTcda npobnemon pacnpegeneHus.

8 TpaguumMoHHasi cuctemMa OCHOBaHa Ha oOOblbadx, Tpaguumnsax u
BepoOBaHUSAX.

9. Konn4yectBo pecypcoB BnnaeT Ha 06BEM Npon3BOACTBa.

10. OkoHOMMYecKasi cucteMa He MOXET OCHOBbIBATbCS TOSIbKO Ha OAHOM
npuHuune.

11. Pa3BUTUE IKOHOMUKM B KOMaAHOHOW CUCTEME HaxoauTCA Mo BrUSIHUEM
LeHTpasribHOM BnacTu.

ViIl. Think and say.

Who owns property in each economic system?

11



VIIl. Define advantages and disadvantages of each economic system
and fill in the table below. Then tell about them.

To have one's own role in the society; to be stable / unstable; to discourage new
ideas and ways of doing things; to accept new methods and products; to make /
not to make dramatic change in a short time; to provide / not to provide each
person with a job, medical and social services; to meet / not to meet consumers’
needs; to encourage / not to encourage to work hard; to adjust / not to adjust to
changes of consumers' wants and needs; to be / not to be safe socially and
psychologically; to be / not to be subjected to crises and depression.

Economic system Advantages Disadvantages

Traditional to be stable, ... to discourage new
ideas and ways of
doing things, .....

Command

Market

IX. Read these sentences and define the economic systems they
refer to. (Use dictionary if necessary).

1. There will be no form of personal income which is derived from the
ownership of property.

2. The basic economic problems do not arise as problems to be discussed
and argued about.

3. All land, housing, factories, power stations, transport systems and so on
are usually owned by the state.

4. The elders, the heads of families, the women and the children will
receive shares according to ancient custom.

5. Businesses are free to choose whom to buy from and sell to and on what
terms, and free to choose whom to compete with.

6. People use methods of production and distribution which have become
the accepted ways of doing things by a long process of trial and error.

7. Incomes take the form of wages, interest, rent, and profits — the latter
three of which arise from the ownership of various types of property.

8. Private ownership of property leads to great inequalities of wealth, and
this, in turn means that the wealthier groups are able to exercise great
economic power.

9. The running of such an economy will require large numbers of planners
and administrators to draw up and operate the national plan.

12



X.  Work with a partner or in small group. Choose an economic system
to speak about but don’t tell your partner which. Imagine you live
in this economic system. Tell about the way you live and work. Let
your partner guess the system.

Lesson 5
MONEY AND ITS FUNCTIONS

medium of exchange — cpeacTBo obmeHa; cpeacTBo obpalleHns (Kak yHKUmMS
aeHer)

exchange rate — o6mMeHHbIN Kypc

the exchange rate of rouble against US dollar — obmMeHHbIM Kypc pybnsa no
OTHOLLEHUIO K aMepUKaHCKOMY aosnnapy

means — cpeAcTBO, CpeAcTBa

store of value — cpencTBo cbepexeHnsa, cpeacTBo obpa3oBaHMUss COKPOBULLA;
CPeLCTBO «COXpPaAHEHNA CTOMMOCTMY (Kak PyHKLUMNA OeHer)

unit of account — pacyeTHasa eguHmua

deferred payment — OTNOXEHHbIN, OTCPOYEHHbIN NaTex

barter — 6apTep (cnocob Toproenun, cocTosALMn B OOMEHe ToBapaMu 1 ycriyramu
6e3 ncnosnib3oBaHNA geHer)

trade — Toproens

to make a swap — nponsBecTn obmeH (ynotpebnaeTcsa npemmyLecTBEHHO ANs
ob03HaveHna bapTepHbIX onepaumi)

wasteful — HESKOHOMHbIN, PaCTOUYNTENBHbLIN

rapid — GbICTPbIN, CKOPbIN

currency — BantoTa

temporary — BpeMeHHbIN

repay — Bo3BpaLlaTb (gosr)

loan — 3aewm, ccyaa

Money has four functions: a medium of exchange or means of payment, a
store of value, a unit of account and a standard of deferred payment. When
used as a medium of exchange, money is considered to be distinguished from
other assets.

Money as the medium of exchange is believed to be used in one half of
almost all exchange. Workers exchange labour for money, people buy or sell
goods in exchange for money as well.

People do not accept money to consume it directly but because it can
subsequently be used to buy things they wish to consume. To see the
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advantages of a medium of exchange, imagine a barter economy, that is, an
economy having no medium of exchange. Goods are traded directly or swapped
for other goods. The seller and the buyer each must want something the other
has to offer. Trading is very expensive. People spend a lot of time and effort
finding others with whom they can make swaps. Nowadays, there exist actually
no purely barter economies, but economies nearer to or farther from the barter
type. The closer is the economy to the barter type, the more wasteful it is.

Serving as a medium of exchange is believed to have for centuries been
an essential function of money.

The unit of account is the unit in which prices are quoted1 and accountsare
kept. In the USA, for instance, prices are quoted in US dollars, in Japan, in yen.
It is usually convenient to use the same unit to measure the medium of exchange
as well as to quote prices and keep accounts in. However, there maybe
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 US dollars as the unit of account. Prices were quoted in dollars though
payment was made in marks. The same goes for Russia and other post-
communist economies who used the US dollar as a unit of account, keeping their
national currencies as means of actual payment. The higher is the inflation rate,
the greater is the probability of introducing a temporary unit of account alongside
the existing units for measuring medium of exchange.

Money is a store of value, for it can be used to make purchases in future.
For money to be accepted in exchange, it has to be a store of value. Unless
suitable for buying goods with tomorrow, money will not be accepted as
payments for the goods supplied today. 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.

Finally, money serves as a standard of deferred payment or a unit of
account over time. When money is borrowed, the amount to be repaid next year
is measured in units of national currency, pounds of sterling for the United
Kingdom, for example. 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
money to be used successfully as a means of exchange, it must be a store of
value as well. And it is usually, though not always, convenient to make money
the unit of account and standard of deferred payment.

l. Choose a suitable within the meaning of the word.
1. Pounds (dyHT) and ounces (yHuus) were traditional measures widely

used in Britain, often {alongside / besides) metric measures before 2000.
2.  Barter economies are believed to be more (convenient / wasteful) than

14
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the ones based on money.

We (distinguish between / accept both) real and nominal GNP.

(The exchange rate / barter) is known to be regulated by the Central Bank.
When measured, depreciation should be subtracted (BblunTaTh) from

the GNP to give a clear picture of the output that is (temporarily / actually)
available for national consumption.

Initially, gold and other valuable metals were used (to keep an account
of'/to store) wealth over time.

Large firms are supposed to have a better chance of obtaining a loan
from a bank than smaller firms, though there may be (exceptions / ex-
changes).

Plastic cards are reported to be (accepted / deferred) for payment only

in Moscow, St. Petersburg, Lipetsk, Chelyabinsk and a few other cities
and there is no commonly (accepted / distinguished) standard.

Due to poor communications across the country and the high initial

cost of introducing (BHegpsaTh) plastic cards, Russia (finally / temporarily)
has a less developed plastic card infrastructure than most European
countries.

Answer the questions.

What are the main functions of money?

How important is the function of money as a medium of exchange?
Why do people accept money as a medium of exchange?

What is barter economy?

Why are barter economies wasteful?

When don’t national currencies serve as units of account? Give
examples.

When is money used as a standard of deferred payment?

Think and say.

Why are goods actually more expensive if the means of payment are
different from the units of account?

What measures can a seller take if money does not fulfil its function as
a store of value properly?

Match 1-10 with a-j to make meaningful phrases.

Classical economists considered money to be no more
Money is an asset

Money is used as a standard of deferred payment,

Loans provided by commercial banks, building societies, etc.

15



In addition to being a means of exchange money is also

Swap in a money market is a process

Exchange rate is

GNPs are measured in the country’s local monetary unit,

The foreign exchange market is a market where foreign currencies are
sold and bought

10. Barter is a method of trading goods and services for other goods and
services

© 00N O

either through private exchange dealers or a country’s central bank.
known to be a means of measuring the value of men’s labour.

of exchanging one kind of financial asset or liability for another.

than a medium of exchange.

or currency/ for it is an accepted measure of future payments in contracts.
without the use of money.

the price of one currency in terms of some other currency, for instance,
the price at which dollars might be exchanged for pounds.

are an essential source of money for everyday consumption and
purchase of personal and business assets.

J- that is accepted as a means of payment.

SQ 00T

Lesson 6
THE LAW OF DEMAND

in the former — B npoLuniom

implicit — nogpasymeBatowmmncs

hold the approach — npugepxnBatbcs B3rnsgos
approach — nogxon

provisionally — BpeMeHHO

vertical — BepTuKanbHbIN

demand curve — KpuBasi cripoca

to slope down — cnyckatbcs

to signify — o3Ha4aTb, BblpaxaTtb

substitution effect — agpdpekT 3ameLLeHuns
conspicuous consumption — 3ameTHoe noTpebneHne

Demand is a key concept in both macroeconomics and microeconomics.
In the former, consumption is mainly a function of income; whereas in the latter,
consumption or demand is primarily, but not exclusively, a function of price. This
analysis of demand relates to microeconomic theory.
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The theory of demand was mostly implicit in the writings of classical
economists before the late nineteenth century. Current theory rests on the
foundations laid by Marshall (1890), Edgeworth (1881), and Pareto (1896).
Marshall viewed demand in a cardinal context, in which utility could be quantified.
Most contemporary economists hold the approach taken by Edgeworth and
Pareto, in which demand has only ordinal characteristics and in which
indifference or preferences become central to the analysis. Much economic
analysis focuses on the relation between prices and quantities demanded, the
other variables being provisionally held constant. At the various prices that could
prevail in a market during some period of time, different quantities of a good or
service would be bought. Demand, then, is considered as a list of prices and
quantities, with one quantity for each possible price. With price on the vertical
axis and quantity on the horizontal axis, the demand curve slopes downward
from left to right, signifying that smaller quantities are bought at higher prices and
larger quantities are bought at lower prices. The inverse relation between price
and quantity is usually called the law of demand. The law rests on two
foundations. One is the theory of the consumer, the logic of which shows that the
consumer responds to lower prices by buying more. The other foundation is
empirical, with innumerable studies of demand in actual markets having
demonstrated the existence of downward-sloping demand curves.

Exceptions to the law of demand are the curiosa of theorists. The best-
known exception is the Giffen effect — a consumer buys more, not less of a
commodity at higher prices when a negative income effect dominates over the
substitution effect.

Another is the Vehien effect — some commodities are theoretically wanted
solely for their higher prices. The higher these prices are, the more the use of
such commaodities fulfills the requirements of conspicuous consumption, and thus
the stronger the demand for them.

l. General understanding.

—

What is «demand»?

What is the current theory of demand based on?
What prominent economists contributed to the
development of the theory of demand?

4. How is it possible to show the interrelation of price
and quantities consumed?

What is «Giffen effect»?

What is Vehien effect?

W N

o o

Il Find equivalents in Russian and write two sentences with each:

1.  Key concept
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Consumption

Empirical foundation

Curiosa of theorists

Of a commodity at higher prices
Strong demand

Quantities of a goods

Ordinal characteristics
Conspicious consumption

Complete the table.

Personality Year Ideas

—

S .

IV. Which is not true about the law of demand.

VL.

Consumption is the key concept of microeconomics.
Classical economists contributed a lot to the development of the theory of
demand.

Translate into Russian.

Much economic analysis focuses on the relation between prices and
quantities demanded.

Marshall viewed demand in a cardinal context, in which utility could be
quantified.

Consumption or demand is primarily, but not exclusively, a function of price.
With price on the vertical axis and quantity on the horizontal axis, the
demand curve slopes downward from left to right.

A consumer buys more, not less of a commodity at higher prices when a
negative income effect dominates over the substitution effect.
Innumerable studies of demand in actual markets having demonstrated the
existence of downward-sloping demand curves.

Explain the difference and write one sentence with each.

Sign — signify

List — page

Quantity — quality
Effect — effective
Substitute — restitute
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6. Conspicuous — curious
VIl. Find antonyms to the following.

Negative -
Possible -
Numerable -
Vertical -

N~

Think of examples of exceptions to the Law of Demand in the
contemporary Ukraine. Write an essay of 100 — 150 words.

Lesson 7
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 swan” is an wunusual but high-impact event,
“freakonomics” 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 workplace, 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.

l. Choose the best ending.

According to the article, being more informed in your profession:
is becoming more complex.

has never been easy.

means reading a lot of magazines.

is now done through the internet.

O O T —~
N N N N

If you haven’t read certain business books:

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

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

you won'’t use terms correctly to describe things.

O O0OTODN
SN N N N "

Many bookshops:

have books full of radical ideas.
will help you to become successful.
stock a lot of business books.

are successful businesses.

O O TV W
N N N N

Books are available:

about all kinds of business subjects.
about management.

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

O 0 T b
SN N N N "

o

According to the article:
)  many company directors have written their life stories.
it is necessary to have good ideas to write a book.

T Q
~"
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c) itis necessary to have had personal difficulties before you can be
successful.
d) biographies of famous people are useless.

6. Some business books:
a) are made into films.
b) are very commercially successful.
c) are works of fiction.
d) only helps publishing companies.
ll. Bring some business book to the classroom and present it to the
group. Tell about the following.
1. Who is the author?
2.  What's the title?
3. Whois the book targeted at?
4.  What does it teach or tell about?
5. Is it a bestseller?
6. Do you think it is essential for business students or anyone in business?
Lesson 8
MARKET ECONOMIES
to stand for O3Ha4aTb, 0003Ha4yaTb
to exercise MCNonb30BaTh, OCYLLECTBNATb
to respond (o) pearnpoBaTtb, OT3bIBaTLCHA
to dispose pacnonarartb, pa3meLlaTb
to levy obnaraTtb Hanoramu
to yield NpUBOAUTL K Yemy-nnbo
to envisage paccmMaTpuBaTtb

to aggregate cobupaTb B OOHO Lenoe
A. Market economies

Society may attempt to deal with the basic economic problems by
allowing free play to what are known as market forces. The state plays little or
no part in economic activity. Most of the people in the non-communist world earn
and spend in societies which are still fundamentally market economies.

The market system of economic organization is also commonly
described as a free enterprise or laissez-faire, or capitalist system. We shall use
all these terms to stand for a market economy. Strictly speaking the pure market
of laissez-faire system has never existed. Whenever there has been some form
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of political organization, the political authority has exercised some economic
functions (e.g. controlling prices or levying taxation). It is useful, however, to
consider the way in which a true market system would operate because it
provides us with a simplified model, and by making modifications to the model
we can approach the more realistic situations step by step.

The framework of a market or capitalist system contains six essential
features: private property, freedom of choice and enterprise, self-interest,
competition, the price system, the role for government.

A What does the underlined phrase mean in the text?

. Market economy is spoiled and corrupt.
. Market economy is only a scientific theory which doesn’t prove.
. Market economy has influences of other economic systems in it.

B. Private property

The institution of private property is a major feature of capitalism. It means that
individuals have the right to own, control and dispose of land, buildings,
machinery, and other natural and man-made resources. Man-made aids to
production such as machines, factories, docks, oil refineries and road networks
are known as capital. Private property not only confirms the right to own and
dispose of real assets, it provides the owners of property with the right to income
from that property in the form of rent, interest and profits.

B Write out:
. forms of capital
. forms of income

C. Freedom of choice and enterprise

Freedom of enterprise means that individuals are free to buy and hire
economic resources, to organize these resources for production, and to sell their
products in the markets of their own choice. Persons who undertake these
activities are known as entrepreneurs and such people are free to enter and
leave the industry.

Freedom of choice means that owners of land and capital may use these
resources as they see fit. It also means that workers are free to enter (and leave)
any occupations for which they are qualified. Finally it means that consumers are
free to spend their incomes in any way they wish. The freedom of consumer
choice is usually held to be the most important of those economic 'freedoms’'. In
the models of capitalism, producers respond to consumers’ preferences — they
produce whatever consumers want.

C Write out all the words which denote participants of the market.
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D. Self-interest

Since capitalism is based on the principle that individuals should be free to do as
they wish, it is not surprising to find that the motive for economic activity is self-
interest. Each unit in the economy attempts to do what is best for it.

Firms will act in ways which, they believe, will lead to maximum profits (or
minimum losses). Owners of land and capital will employ these assets so as to
obtain the highest possible rewards. Workers will tend to move to those
occupations and locations which offer the highest wages. Consumers will spend
their incomes on those things which yield the maximum satisfaction.

D Continue the list.
Self-interest can be realized in the form of
. maximum profits

E. Competition

Economic competition is another essential feature of a free enterprise
economy. Competition, as economists see it, is essentially price competi- tion.
The model of the market economy envisages a situation where, in the market for
each commodity, there are large number of buyers and sellers. In the- ory at
least, competition is the regulatory mechanism of capitalism. On the one hand, it
protects the customers — they have the right of choice and they benefit from the
fact that competition keeps prices close to costs; on the other hand, it makes
producers and suppliers of scarce resources utilize them economically, using
most sophisticated technologies.

E Which is true?

. Competition makes prices lower.

. Competition makes prices higher.

. The influence of competition is difficult to predict.

F. Markets and prices

Perhaps the most basic feature of the market economy is the use of the
price mechanism for allocating resources to various uses. The price system is
an elaborate system of communications in which innumerable free choices are
aggregated and balanced against each other. The decisions of producers
determine the supply of a commodity; the decisions of buyers determine the
price. Changes in demand and supply cause changes in market prices and it is
these movements in market prices, which bring about the changes in the ways
in which society uses its economic resources.
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Who determines the price in the market?

G. The role of government

Freedom of enterprise is not total in the market economy. Businesses are

subject to laws and government regulations. Economic environment is deter-
mined by the economic policies of the government, fiscal and monetary
policies being the major factors.

abkhwh =
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What does the underlined phrase mean in the text?

Businesses are regulated by government.

Government regulates businesses.

Businesses are independent from laws and government regulations.

Guess which feature of market economy each statement is about.

It is the dominating motive of economic activity.

It is the principle difference between market and command systems.
It is very limited.

It governs the process of distribution.

It makes prices lower.

Match 1-6 with a-f to make meaningful phrases. Use these
phrases to speak about market economy.

to have

to be free

to lead

to keep

to cause

to be subject

to maximum profits

prices close to costs

the right to own, control and dispose of real assets
to buy, hire, and sell

to laws and government regulations

changes in market prices

Read the text, give Ukraine names to the stages of business
cycles, do the tasks in italics.

CIRCLES AND CYCLES OF ECONOMIC ACTIVITY
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Market economic system works in a circle, with each person or part of the
system dependent on all other persons or parts. Every person's spending
becomes someone else's income.

Another characteristic of our economic system is the way it moves from
good times to bad times. This movement is called a business cycle. The four
stages of business cycle are prosperity, recession, depression and recovery.

- Prosperity is high point of a business cycle, also called a boom.

- Recession is a stage in a business cycle in which the economy is in the
period of decline.

— Depression is the lowest point in a business cycle at which business is the
worst.

- Recovery is the final stage in a business cycle during which business
succeeds again.

IV. Think over and say what happens during each stage of a
business cycle to each of the following factors.

Jobs — increase in number; decrease; stay the same.

Unemployment — high; low; the highest becomes higher (lower).

Prices for consumer goods — go up; go down; stay the same.

Consumers buying habits — buy less, buy more; no change.

Number of business firms in the market — increases; decreases; stays the
same.

Economic activity can be measured by gross national product,
employment inflation and productivity.

Gross national product is the total dollar (rouble) value of all the goods and
services produced by an economic system in one year.

Inflation is rising of price caused by increased spending. Productivity is the
amount of output produced per unit of input.

The cost of natural resources, capital resources and human resources
effect productivity. There are two basic ways to increase productivity. First more
goods and services can be produced with the same amount of resources.

Vocabulary

to measure N3MepATb

to increase yBenm4neaTb
to decrease YMeHbLIaTb
circle Kpyr

cycle LMK

value LIEHHOCTb, CTOMMOCTb
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V. Complete the sentences.

1. A period in which spending falls and unemployment rises is called

2. A stage during which people find job and begin to buy more products and
services is called

3. is a period when employment is high
and businesses turn out goods and services as fast a they can.
4. is the point when business is bad and

unemployment is high.

Lesson 9
CLASSICAL LIBERALISM

authoritarianism — aBTOpUTapM3m
paternalism — natepHanuam

rulers — npasuTenu

privilege — npusuneruns

divine right — 6oxxecTBeHHO€e NpaBo
derived — nponssogHoe

illegitimate — HenerMTUMHbLIN

to enact — BBOOUTL

capricious — NpPUXOTIINBLIN, KarnpuUsHbIn
to rely on (upon) — nonaratbCsa Ha KOro-NMbo (4To-NMbO)
dedication — nocBsLleHne

spring out — nponcxoguTb 13
wickedness — 3no6HOCTb

harbo(u)r — byxta

recreational parks — napku otabixa
intervene — BMelMBaTbLCS

to enforce — cneguTb 3a cobntogeHnem
confident — yBepeHHbIN

In the seventeenth century, liberalism emerged as the radical philosophy
that attacked authoritarianism and paternalism in the political sphere by
defending the rights of the individual against the commands of monarchs and
other rulers. The seventeenth-century philosopher John Locke questioned
claims to political authority based on birth, social status, privilege, and divine
right. Political authority either derived from the consent of the governed or else
was illegitimate.
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Later in the eighteenth century, liberals added the notion of the «rule of
law», the idea that government in its legislative capacity had to enact general
rules that apply to all citizens equally. The substitution of the rule of people for
the rule of law created a capricious, uncertain, and sometimes cruel community
life. This early variety of liberalism — often termed classical liberalism» stimulated
the development of the social sciences by insisting that what holds society
together and promotes an orderly commercial economy is the mutual interplay
of the passions and interests of ordinary citizens in the market. A basic principle
of liberal thought is that individuals are the best and most accurate judges of their
own interests and can be relied upon to pursue those interests with great
dedication and creativity. The mighty arm of the state with its web of regulations
and bureaucratic agents often does more harm than good when trying to
substitute administrative methods of organization for impersonal market
processes that spring out of self-interested individual action.

The philosopher and American revolutionary, Thomas Paine, wrote that
«society is created by our wants, government by our wickedness». Classical
liberals are not anarchists and at the very least recommend a minimal state: a
state that protects lives, defines property rights, and enforces private contracts.
A great many classical liberals (such as Adam Smith and the later classical
school of economists) went somewhat further and requested that the state build
and maintain certain public works (bridges, canals, highways, harbors,
recreational parks, and so on), maintain standing armies, provide basic
education, promote invention and innovation, and intervene in the market on a
limited scale for specific humane purposes such as the enactment and
enforcement of child labor laws. Generally, the classical liberal believes in the
general rule of laissez-faire and wants to preserve self-regulating market
processes as much as possible. The classical liberal is confident that with the
enactment of strict constitutional safeguards and the elimination of monopoly and
the never-ending varieties of special-interest legislation, peace and material
progress are within the reach of all societies and all social classes. The leading
works of classical liberalism include Adam Smith’'s Wealth of Nations (1776),
Herbert Spencer's The Man versus the State (1892), Friedrich A. Hayek’s
Constitution of Liberty (1960), Ludwig von Mises’s Liberalism: A Socio-Economic
Exposition (1962), and Milton Friedman’s Capitalism and Freedom (1962).

l. General understanding.

When and why did liberalism emerge?

What did John Locke claim?

What notion had been added to the liberalism in 18th century?
What is the basic principle of liberal thought?

How does the author refer to the state?

What was Thomas Paine’s vision of society and government?

RS e ol
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Classical liberals.

The classical liberal believes in:

... the general rule of laissez-faire.

... Karl Marx.

... the state that protects rights, defines property
rights and enforces private contracts.

... hear end of Capitalism.

... the leading works of classical liberalism.

The classical liberal is confident that:

... monopolies should be eliminated.

... material progress is more important than public education.
... constitution should work properly.

... everyone can be rich and live in a peace.

Classical liberal recommends:

... a minimal state.

... invention of new weapons.

... children to work.

... maintain bridges, canals, harbours because water is nice.

Suggest Ukrainian equivalents for:

liberalism emerged as the radical philosophy that attacked
authoritarianism and paternalism in the political sphere

political authority based on birth, social status, privilege, and divine right
derived from the consent of the governed or else was illegitimate
government in its legislative capacity had to enact general rules

to substitute administrative methods of organization

enactment of strict constitutional safeguards and the elimination of
monopoly

maintain standing armies, provide basic education, promote invention and
innovation

special-interest legislation, peace and material progress

Explain the difference in English.

Paternalism — pattern
Common — ordinary
Holy — divine
Invention — innovation
Human — humanity
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6. Confident — sure
7. Summarize the text paying special attention to personality and quotations.

IV. Questions for discussion:

1. Do you think that liberalism is/was «radical» in post-Soviet Ukrainian? Give
one or two examples of radicalism.

2. Do you agree that classical liberalism «stimulated the development of the
social sciences»?

3. Canyou agree with Thomas Paine that: «society is created by our wants»?

Lesson 10
NEOCLASSICAL ECONOMICS

remarkable feature — oTnnunTensHas yepTta

to suggest — npeanaratb, npegnonaratb

to be firmly grounded — TBepA0 OCHOBLIBATLCA Ha YeM-NMOO
to revolve — BpawaTtbc4

to acknowledge — nogreepxaaTb, NpU3HaBaTb

attach — npukpennaTe, npunaraTtb

struggling to survive — 6opbba 3a BbKMBaHWE

The most remarkable feature of neoclassical economics is that it reduces
many broad categories of market phenomena to considerations of individual
choice and, in this way, suggests that the science of economics can be firmly
grounded on the basic individual act of subjectively choosing among alternatives.

Neoclassical economics began with the so-called marginalist revolution in
value theory that emerged toward the end of the nineteenth century. Strictly
speaking, neoclassical economics is not a school of thought (in the sense of a
well-defined group of economists following a single great master) but more a
loose amalgam of subschools of thought, each revolving around such
acknowledged masters as Alfred Marshall in England, Leon Walras in France,
and Carl Menger in Austria. What these subschools have in common is the
importance they attach to explaining the coordinating features of market
processes in terms of plans and subjective evaluations carried out by individuals
in the market subject to the constraints of technological knowledge, social
custom and practice, and scarcity of resources.

The Subschools.
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In England, Marshall’'s appointment to the chair of political economy at
Cambridge University in 1885 marked the start of the Cambridge school — a
variant of neoclassical economics that stressed continuity with the past
achievements of the classical school, especially the economics of David Ricardo
and John Stuart Mill. In 1890 Marshall published his Principles of Economics,
which demonstrated how the forces that determine the normal prices of
commodities can be explained by means of supply and demand in the context of
firms struggling to survive within industries. Marshall’s disciples included A.
Pigou, D. H. Robertson, Ralph Hawtrey, and to some extent the controversial
John Maynard Keynes. (During the 1930s, Keynes turned against his old master
by explaining how subjective evaluations can lead to discoordinating market
processes and the unemployment of labor and disuse of capital.)

In France, Walras founded the general equilibrium school with the
publication of his Elements of Pure Economics (1874). This school would
eventually take root in Lausanne, Switzerland, through the contributions of
Vilfredo Pareto, especially in his Cours d’economie politique (1896—1897).
Some of Walras’s teaching reached England by way of A. L. Bowley’s
Mathematical Groundwork of Economics (1924). Like Marshall, Walras and his
followers were concerned with a supply and demand account of market pricing,
but Walras went somewhat beyond Marshall and investigated the mathematical
conditions under which all markets could be in equilibrium simultaneously.

In Austria, Carl Menger founded the Austrian school with the publication of
his Principles of Economics (1871). Subsequent professors at the University of
Vienna, such as Friedrich von Wieser, Eugen von Bohm-Bawerk, and later
Ludwig von Mises and Friedrich A. von Hayek, focused on the essential problems
of economic organization by starting with Monger’s insights about the importance
of economizing action in shaping economic institutions in the market. Among
Austrians, the important task of economic reasoning is to disaggregate economic
phenomena so that the events can be made intelligible in terms of basic market
forces of supply and demand operating through the decisions of individuals.

l. General understanding.

What is the most remarkable feature of the neoclassical economics?
When did neoclassical economics begin?

How does the author refer to the neoclassical economics and
neoclassical economists?

4, What subschools and names are mentioned in the text?

5. What economists worked in:

a) England b) France c) Austria

W=

Il. Complete the table.
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COUNTRY PERSONALITY | TITLE OF WORK | YEAR

Austria Carl Menger «Principles of 1871

economics»

IV.

What is not true about the neoclassical economics and
economists.

Neoclassical economists simplified many broad categories of
market'phenomena.

Neoclassical economics began when Adam Smith died.
Neoclassical economics is not a school of thought.

Marshall’s appointment to the chair of political economy at Oxford
University was the beginning of the neoclas-sical economics.
A.C.Pigou, D.H. Robertson and Ralph Hawtrey were followers of Alfred
Marshall.

Yilfredo Pareto took root in Lausanne, in France.

«Principles of economics» was written in 1871 by Carl Menger.
|deas of Sir Walras were promoted in England by A.L. Bowley.

Translate into Ukrainian.

Reduces many broad categories of market phenomena.

The importance they attach to explaining the coordinating features of
market processes.

Appointment to the chair of political economy at Cambridge University.
Firms struggling to survive within industries.

General equilibrium school.

His followers were concerned with a supply and demand account of
market pricing.

Importance of basic market forces of supply and demand operating
through the decisions of individuals.

Economizing action in shaping economic institutions in the market.

Write one sentence with each word.

Attach — attachment
Evaluate — evaluation
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Appoint — appointment
Achieve — achievement

B w

VI. Questions for discussion.

1. Do you agree with the author that «the most remarkable feature of
neoclassical economics is that it reduces many broad categories of market
phenomena to considerations of individual choice»? Why and why not?

2. Do you think that neoclassical economics is a «loose amalgam of
subschools of thought»?

3. Whose works are of the most importance for the development of
economics?

Lesson 11
CRITICISM OF NEOCLASSICAL ECONOMICS

to admit — gonyckaTtb
aspirations — ycTpemneHus
mutually — B3anmHo

In the 1970s neoclassical economics came under attack for a variety of
reasons. Reform liberals contend that the efficiency criterion ignores
considerations of equity because market prices already imply a particular
underlying distribution of wealth which the neoclassical writers take as a given.
A complete policy analysis must start with an analysis of who ought to own wealth
and for what purposes.

Another group of critics, the neo-Ricardian school, claims that neoclassical
economics has betrayed the mission of the older classical school because of the
neoclassical school’s insistence on the supply and demand model. According to
Piero Sraffa and his disciples, relative demand or utility plays virtually no role in
defining relative commaodity prices in long-run equilibrium and, therefore, plays
little part in determining the social distribution of wealth. Here the technological
conditions that surround the production of certain types of goods, especially
those consumed by the working class, affect the distribution of income, and,
therefore, the task of economic theory is to explain how surplus value is extracted
from the working class and used by others. According to the Sraffa group,
neoclassical economics represents an aberration from the more profound
analysis allegedly offered by David Ricardo and further developed by Karl Marx.
The Sraffa-neo-Ricardian school is quite content to do away with individual
valuation in the marketplace and concentrate instead on the objective or
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technological conditions of long-run equilibrium. The attempt is to show that the
distribution of income after some basic subsistence allotment to the workers is
politically determined and therefore plays no part in the reproduction of annual
output within the framework of capitalist social institutions.

Among neoclassical writers, the modern Austrian school adherents such
as Israel Kirzner, Murray N. Rothbard, and Ludwig Lachmann are less concerned
with the details of equilibrium positions such as described at length in Paul
Samuelson’s Foundations of Economic Analysis (1948) and more concerned
with the process by which markets adjust or fail to adjust to change. Modern
Austrians challenge attempts to measure opportunity costs by claiming that it is
illegitimate to assume that market prices are equilibrium prices. They therefore
reject the methodological basis of cost-benefit analysis. In summary, the
neoclassical school offers a remarkably diverse body of concepts to explain the
operation of the market in terms of the twin forces of supply and demand.

In terms of its admittedly limited concept of economic efficiency (estimated
in econometric studies by assuming that market prices are indexes of costs and
benefits), neoclassical economics offers a basis for criticizing the most wasteful
of government policies by showing that less expensive alternatives existence
their expanding needs and wants against the limited resources available to
satisfy them.

The peoples of the nations of the world continually seek to supplement and
maximize their welfare by a wide variety of interactions and exchanges across
boundaries.

Differences in aspirations (human, natural) and capital resources;
technology: culture; social and political systems; and other factors are always
apparent and lay the foundation for mutually advantageous economic
relationships and conflicts.

l. General understanding.

When did neoclassical economics come under attack?
What were the reasons for the criticism?

What did neo-Ricardian group claim?

What were visions of Kirzner, Murray and Lachmann?

Who was the author of «Foundation of Economic Analysis»?
What does neoclassical school pretend to do?

QhwnN -~

1. Translate into Ukrainian.

1. Neoclassical economics came under attack for a variety of reasons.
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2.  Neo-Ricardian school, claims that neoclassical economics has betrayed
the mission of the older classical school.

3. Relative demand or utility plays virtually no role in defining relative
commodity prices in long-run equilibrium.

4. Neoclassical economics represents an aberration from the more profound
analysis

5.  The attempt is to show that the distribution of income to the workers is
politically determined.

6. Some scientists were more concerned with the process by which markets
adjust or fail to adjust to change

7.  The peoples of the nations of the world continually seek to supplement
and maximize their welfare.

lll. Find equivalents in Ukrainian for.

The efficiency criterion ignores considerations of equity
Surplus value

Distribution of wealth

Supply and demand model

Profound analysis

Long-run equilibrium

The reproduction of annual output

Opportunity costs

A wide variety of interactions and exchanges
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IV. Explain the difference between the following words. Write one
sentence with each to illustrate it.

Disciples — followers.
Theory — concepit.
Adjust — reject.
Attempt — attain.
Dear — expensive.
Needs — wants.
lllegal — illegitimate.

Noakwh =

V. Questions for discussion.

1. Do you agree that new economic theories emerge in the periods of
stagnation and decline?

2. It has been not mentioned in the text any Ukrainian economists. Why? Are
there any modern prominent Ukrainian economists?
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3. Do you think that complicated economic processes could be explained in
terms of «the twin forces of supply and demand»?

Lesson 12
MACROECONOMICS

national income — HauMoHanbHbIM OX04

personal income — NUYHbIN JOX04,

personal disposable income — nnUYHbIN JOX04 Nocne ynnaTbl Hanoros
business cycle — 9KOHOMUYECKUIN LUKIT

economic growth — skoHoMu4yeckuin poct

The word macroeconomics means economics in the large. The
macroeconomist’s concerns are with such global questions as total production,
total employment, the rate of change of overall prices, the rate of economic
growth, and so on. The questions asked by the macroeconomist are in terms of
broad aggregates — what determines the spending of all consumers as opposed
to the microeconomic question of how the spending decisions of individual
households are made; what determines the capital spending of all firms
combined as opposed to the decision to build a new factory by a single firm; what
determines total unemployment in the economy as opposed to why there have
been layoffs in a specific industry.

Macroeconomists measure overall economic activity; analyze the
determinants of such activity by the use of macroeconomic theory: forecast future
economic activity; and attempt to formulate policy responses designed to
reconcile forecasts with target values of production, employment, and prices. An
important task of macroeconomics is to develop ways of aggregating the values
of the economic activities of individuals and firms into meaningful totals. To this
end such concepts as gross domestic product (GDP), national income, personal
income, and personal disposable income have been developed.

Macroeconomic analysis attempts to explain how the magnitudes of the
principal macroeconomic variables are determined and how they interact. And
through the development of theories of the business cycle and economic growth,
macroeconomics helps to explain the dynamics of how these aggregates move
over time. Macroeconomics is concerned with such major policy issues as the
attainment and maintenance of full employment and price stability. Considerable
effort must first be expended to determine what goals could be achieved.
Experience teaches that it would not be possible to eliminate inflation entirely
without inducing a major recession combined with high unemployment. Similarly,
an overambitious employment target would produce labor shortages and wage
inflation.

35



During the 1960s it was believed that unemployment could be reduced to

4 percent of the labor force without causing inflation. More recent experience
suggests that reduction of unemployment to 5.5 percent of the labour force is
about as well as we can do.
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General understanding.

What does the word macroeconomics mean?

What are the concerns of a macroeconomist?

What is the difference between the questions asked by macroeconomists
and microeconomics?

What is, according to the text, the important task of macroeconomist?
What does macroeconomic analysis attempt to explain?

What are the concepts of macroeconomics?

What are the most important theories of macroeconomics?

What is said about the correlation between the inflation and
unemployment?

Fill in the table to show the difference between.
MACROECONOMICS MICROECONOMICS

Which of the following statements are true about
macroeconomics and macroeconomists:

Macroeconomics deals with global questions only.

Macroeconomics means economics in the large because it asks more
guestions than microeconomics.

Macroeconomist analyzes activities of families and large firms.

Such concepts as gross domestic product, national income and personal
disposable income serve as meaningful totals.

Macroeconomic analysis shows the development of the economic theory.
Theory of business cycles concerns business. That is why this is a
microeconomic theory.

Inflation could not be eliminated without some negative changes in
economics.

More recent experience proves that macroeconomists of 60s were wrong.
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IV. Translate into Ukrainian.

. The questions asked by the macroeconomist are in terms of broad

aggregates.

. What determines the capital spending of all firms combined as opposed to

the decision to build a new factory by a single firm?

. Macroeconomists measure overall economic activity, analyze the

determinants of such activity by the use of macroeconomic theory.

. Macroeconomic analysis attempts to explain how the magnitudes of the

principal macroeconomic variables are determined.
Considerable effort must first be expended to determine what goals could be
achieved.

. More recent experience suggests the reduction of unemployment to 5.5

percent of the labor force.

. Experience teaches that it would not be possible to eliminate inflation

entirely.

V. Explain in your own words the importance and practical
applications of the following concepts. (Give Ukrainian
equivalents).

Total production.

Total employment.

The rate of change of overall prices.
GDP.

National income.

Personal income.

Personal disposable income.

VI. Are you able to answer the following macroeconomic questions
(If not, explain why it is impossible).

What determines the spending of all consumers?

What determines the capital spending?
What determines the capital spending of all firms?

VIl. Questions for discussion.

. Was there a difference between macroeconomics and microeconomics in

the Soviet economics? In 18th century? In 19th century?
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2. What is more important for economy in general - microeconomics or
macroeconomics?

3. Is there a difference in analyzing macroeconomic and microeconomic
problems?

Lesson 13

MICROECONOMICS

The word «micro» means small, and microeconomics means economics in
the small. The optimizing behavior of individual units such as households and
firms provides the foundation for microeconomics.

Microeconomists may investigate individual markets or even the economy
as a whole, but their analyses are derived from the aggregation of the behavior
of individual units. Microeconomic theory is used extensively in many areas of
applied economics. For example, it is used in industrial organization, labor
economics, international trade, cost-benefit analysis, and many other economic
subfields. The tools and analyses of microeconomics provide a common ground,
and even a language, for economists interested in a wide range of problems. At
one time there was a sharp distinction in both methodology and subject matter
between microeconomics and macroeconomics. The methodological distinction
became somewhat blurred during the 1970s as more and more macroeconomic
analyses were built upon microeconomic foundations. Nonetheless, major
distinctions remain between the two major branches of economics. For example,
the microeconomist is interested in the determination of individual prices and
relative prices (i.e., exchange ratios between goods), whereas the
macroeconomist is interested more in the general price level and its change over
time.

Optimization plays a key role in microeconomics. The consumer is
assumed to maximize utility or satisfaction subject to the constraints imposed by
income or income earning power. The producer is assumed to maximize profit or
minimize cost subject to the technological constraints under which the firm
operates. Optimization of social welfare sometimes is the criterion for the
determination of public policy. Opportunity cost is an important concept in
microeconomics. Many courses of action are valued in terms of what is sacrificed
so that they might be undertaken. For example, the opportunity cost of a public
project is the value of the additional goods that the private sector would have
produced with the resources used for the public project.

Theory of the Consumer

The individual consumer or household is assumed to possess a utility
function, which specifies the satisfaction, which is gained from the consumption
of alternative bundles of goods. The consumer’s income or income-earning

38



power determines which bundles are available to the consumer. The consumer
then selects a bundle that gives the highest possible level of utility. With few
exceptions, the consumer is treated as a price taker — that is, the consumer is
free to choose whatever quantities income allows but has no influence over
prevailing market prices. In order to maximize utility the consumer purchases
goods so that the subjective rate of substitution for each pair of goods as
indicated by the consumer’s utility function equals the objective rate of
substitution given by the ratio of their market prices. This basic utility
maximization analysis has been modified and expanded in many different ways.

Theory of the Producer

The individual producer or firm is assumed to possess a production
function, which specifies the quantity of output produced as a function of the
quantities of the inputs used in production. The producer’s revenue equals the
quantity of output produced and sold times its price, and the cost to the producer
equals the sum of the quantities of inputs purchased and used times their prices.
Profit is the difference between revenue and cost. The producer is assumed to
maximize profits subject to the technology given by the production function. Profit
maximization requires that the producer use each factor to a point at which its
marginal contribution to revenue equals its marginal contribution to cost. Under
pure competition, the producer is a price taker who may sell at the going market
price whatever has been produced. Under monopoly (one seller) the producer
recognizes that price declines as sales are expanded, and under monopsony
(one buyer) the producer recognizes that the price paid for an input increases as
purchases are increased.

A producer’s cost function gives production cost as a function of output
level on the assumption that the producer combines inputs to minimize
production cost. Profit maximization using revenue and cost functions requires
that the producer equate the decrement in revenue from producing one less unit
(called marginal revenue) to the corresponding decrement in cost (called
marginal cost). Under pure competition, marginal revenue equals price.
Consequently, the producer equates marginal cost of production to the going
market price.

l. General understanding.

What is, according to the text, microeconomics?

What is meant by «economics in the small»?

What economic phenomena are of microeconomists attention?
Where is microeconomic theory used?

What is «optimization»?

What is the concept of the theory of consumer?

What is the major difference between the theory of consumer and the
theory of producer?

Noobkwh =

39



Nooakwh =

N o

a0 =

Find equivalents in Ukrainian.

Optimizing behavior of individual units.

Industrial organization.

Labor economics.

International trade.

Cost-benefit analysis.

Sharp distinction in both methodology and subject matter.
Subjective rate of substitution.

Translate into Ukrainian.

Microeconomic theory is used extensively in many areas of applied
economics.

Their analyses are derived from the aggregation of the behavior of
individual units.

The consumer then selects a bundle that gives the highest possible level
of utility.

The consumer is free to choose whatever quantities income allows but
has no influence over prevailing market prices.

The producer equates marginal cost of production to the going market
price.

The producer recognizes that price declines as sales are expanded.
Under pure competition, the producer is a price taker who may sell at the
going market price whatever has been produced.

IV. Give definition to the following.

Microeconomics.
Applied economics.
Optimization.
Opportunity action.
Utility maximization.

Questions for discussion.

What areas of applied economics are of the most importance?

What distinction in methodology between macro— and microeconomics is
the most distinctive?

Does the author’s concept of theories of consumer and producer comply
with your own?
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