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BBEAEHME

[aHHoe y4yebHoe nocobue paccyMTaHO Ha CTyaeHToB 1-2 Kyp-
COB BbICIUMX YYEDOHbIX 3aBEAEHMI, 0By4YatomMXCs Mo CreumanbHOCTM
38.05.01 «3koHOMM4Yeckast He3onacHoCTb». [Mocobue Takxke MoOXeT
6bITb MCMONBb30BaHO ANs paboTbl CO CTyAeHTaMu APYrMx 3KOHOMUYe-
CKMX CneumanbHOCTEN.

YyebHoe nocobue coctouT M3 Tpex moaynen. Mepsbiii Moaynb
BK/IIOYAET B cebs 6 TEKCTOB 06LLell SIKOHOMUYECKOV HANpaBIeHHOCTH.
BTopoii Moaynb COCTOMT U3 6 TEKCTOB LOPUAMYECKON HAMpaBieHHO-
CTW. TeKkCTbl npedHa3HayeHbl AN ayAMTOPHOrO M BHEeayAUTOPHOro
yTeHus. Kaxxablii TEKCT COnpoBOXAaeTcsl HAbopoM HeobXoaMMOW NeK-
CUKM 1 BIOKOM YNpaXKHEHUI, KOTOpble CrocobCTBYIOT hOPMUPOBAHMIO
W pa3BUTUIO HABbLIKOB YCTHOW W MWUCbMEHHOM peyn. TpeTuii Moaynb
npeaHasHayeH ANns BHeayaMTOPHONM paboTbl cTyaeHToB. OH npea-
CTaBNsiET Co6ON OpWUrMHANbHBIA TEKCT, LEMbl0 KOTOPOro SIBNSIETCS
pasBUTUE Y CTYZIEHTOB HaBbIKOB M3B/ieYeHUsi, 06paboTkn 1 nepeaayn
nHdopMaLMM Mo CBOEN CreLnanbHOCT Ha aHMTIMIACKOM Si3blKe.
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MODULE 1 ECONOMICS
Unit 1 ECONOMY AND ECONOMICS

Economy — 3KOHOMMKAa, HapogHOEe XO35IHCTBO, 3KOHO-
MHS, BbIrO4HbIH, SKOHOMWYHbIH

— a system according to which the money, industry, and
trade of a country or region are organized.

— a country’s economy is the wealth that it gets from busi-
ness and industry.

— careful spending or the use of things

— large-size packages of goods which are cheaper than the
normal sized packages on sale.

Economic — sxoHoMnyeckmni

— concerned with economics and with the organization of the
money, industry, and a trade of a country, region, or social group.

— relating to services, businesses, etc. that produce a profit.

Economical — 5KOHOMWYHbIH, SKOHOMHbIH

— something that is economical does not require a lot of
money to operate.

— using the minimum amount of time, effort, language, etc.
that is necessary.

Economics — 53KkOHOMMKa, SKOHOMHYECKAaA HayKa

the study of the production of wealth and the consumption of
goods and services in a society, and the organization of its money,
industry, and trade.

Economist — skoHoMHCT

an expert or student of economics.

Economize — sKkOHOMMUTbH

save money by spending it very carefully and not buying ex-
pensive things.

Vocabulary

labour — Tpyg

cause — npuymHa

to derive from — npoucxognTb OT Yero-nnbo

household management — ynpaBneHue AOMALIHWMM XO35iA-
CTBOM

to make contributions — genatb Bknag

society — obuiectso

dwelling — cTpoeHue, 3aaHue

economic forces — 3kOHOMUYeCkMe Cusbl

wants and needs — xenaHus 1 noTpebHOCTH
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to satisfy — ynosnersopsTb

shortage — HexBaTka

goods and services — ToBapbl U ycnyru
enterprise — npeanpusitne

to produce — nponssoanTb

scarcity — orpaHM4eHHOCTb

to give up — oTka3biBaTbLCH

resources of production — pecypcbl Npov3BOACTBa
to face the problem —crankueaTbcs ¢ npobnemoit
distribution — pacnpegenenne

consumption — notpebneHue

thrifty use — 6epexHoe ncnonb3osaHue

income — gjoxop

The word “the economy” we hear or read almost every day. But
what is meant by the economy? What happens in one? How does an
economy work?

The economy is a social, constantly changing mechanism. The
economy means a system for the management, use and control of
labour, land, natural resources, money, goods and other resources of
a country, community or household.

And what is economics?

Economics is a social science studying economy.

The word “economics” derives from the Greek word
“oikonomika” that means household management. As a scholarly
discipline economics is more than two hundred years old. The first
scientist who made extraordinary contributions in economics was
Adam Smith. His work “The Wealth of Nations” which was published
in 1776 founded economic sciences.

Why should we study economics? There are several very good
reasons, all of which involve us. Some of them have to do with us as
individuals, some with us as earners or as spenders, some with us as
citizens and finally as future economists. As members of the society
we live in, there is no escaping economics. The food we eat, the
dwelling we live in, the clothes we wear and the way we spend our
leisure time are all affected by economic forces.

Everyone goes through life having to make choice. We can't
have everything because our wants are unlimited. Neither individuals,
nor societies can have all the things they would like to have. Why are
there so many wants and needs that we cannot satisfy? Most
people will answer these questions by saying, “Because there is not
enough money”. Is the shortage of money the real ECONOMIC
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PROBLEM? The answer to this question is "No”. The real cause of the
shortage of goods and services in a country is not having too little
money, It is too few FACTORS OF PRODUCTION.

These are four factors of production: land, labour, capital
and enterprise.

In any one country, and in the world as a whole, these factors
of production are /imited in supply. As there is never enough land,
labour, capital or enterprise to produce all of the needs and satisfy
unlimited wants of a whole population, there is an economic problem
of scarcity.

If the resources of production were not scarce, there would be
no need to choose and we would have everything we wanted.

To summarize: human wants are wnlimited but the resources
necessary to satisfy those wants are /imited. Thus, economics deals
with the problems which every society is faced with — the problem
of scarcity and choice.

With this in mind we can define economics as the social
science that reveals and analyses how society chooses from
among scarce resources to satisfy its needs. In other words
economics is the science that deals with production, distribution and
consumption of commodities, while economy is a careful or thrifty
use or management of resources, such as income, materials or
labour.

Exercise 1. OTBeTbTe Ha BONPOCHI.
. What does the economy mean?
. What is economics?
. What word does the word “oikonomika” derive from?
. Who made extraordinary contribution in economics?
. Why should we study economics?
. Why can’t we have everything?
. What is the real cause of the shortage of goods and services
in a country?
8. What factors of production do you know?
9. Why are the factors of production limited in supply?
10. What problem does economics deal with?
11. What is economics and what is economy in terms of the
problem of scarcity and choice?

NOUTDA~WN =

Exercise 2. Haligute HenpaBw/ibHble YTBEPXXAEHUA M
UcnpaBbTe UX.
1. As a scholarly discipline economics is more than two hundred
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years old.

2. The first scientist who made extraordinary contributions in
economics was David Ricardo.

3. We can't have everything because our wants are unlimited.

4. The real cause of the shortage of goods and services in a
country is having too little money.

5. These are four factors of production: land, labour, capital
and enterprise.

6. Human wants are unlimited and the resources necessary to
satisfy those wants are unlimited too.

7. If the resources of production were not scarce, we would
have everything we wanted.

8. Everyone goes through life having to make choice.

Exercise 3. HailguTe npaBu/bHbIiA BAapuaHT nepeBoaa.
1. The Greek word “oikonomika” means “household manage-
ment.”

lpeyeckoe CNoBO «OMKOHOMMUKa» O3HavaeT

a) «ynpaBnsoWmin JOMOM»;

b) «ynpaBneHue foMaLIHUM XO3AACTBOM»;

C) «XO3AMCTBO M MEHEMXKMEHT».

2. Everyone goes through life having to make choice.

a) Kaxkablii XXMBET, U4TO6bI AenaTb Bbl6Op.

b) Kaxxaomy npuxoautcs BblbUpaTh Kak XuUTb.

C) Kaxgomy Ha MpOTSHXKEHUWM XKWU3HU NPUXOAUTCS AenaTtb
BbIGOP.

3. Economics deals with the problem of scarcity and choice.

a) DKOHOMMKa MMeeT Aeno ¢ NpobnieMoin orpaHMYeHHOCTU U
Bblbopa.

b) SkoHOMWKa He nMeeT Hu4ero obluero ¢ NpobnemMon orpa-
HUYEHHOCTU U BblbOpa.

C) DKOHOMMKA CTOUT nepen NpobneMolt OrpaHUYeHHOCTU U
Bblbopa.

4, Economics reveals and analyses how society chooses from
among scarce resources to satisfy its needs.

a) DKOHOMMWKA BbISIBASIET M aHanM3MpyeT, Kak 06LwecTBo Bbl-
bupaeT cpeau HeorpaHUYEHHbIX PecypcoB, 4TOObI yAOBNETBOPATH
cBou notpebHocTy.

b) DkoHOMKKa BbISBNSET M aHanNU3MpYyeT, Kak 0bLLecTBO Bbl-
6upaeT cpean orpaHuMYeHHbIX pecypcoB, UYTObbl YAOBNETBOPSTbL CBOU
notpebHocTu.

C) DKOHOMMKA BbISIBNSIET U aHanu3mpyeT, Kak obLiecTBo Bbl-

8
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6MpaeT cpean OrpaHMYEHHbIX PecypcoB, YTO6bl YAOBNETBOPSTbL CBOM
XenaHus.

Unit 2 TYPES OF ECONOMICS
Vocabulary

to provide answer — gaBatb oTBET

planners — n1aHoBUKM

goods and services — ToBapbl 1 yo1yru

to pass orders — oTgaBaTb Npukasbl

available resources — nmetowmecs pecypcel

raw materials — coipbeBble MaTepuansl

to satisfy the demands — ynosnetBopsTs Cnpoc

to interfere — BMewmBaTbCA

the government — npasuTenbCTBO

private enterprise — yactHoe npeanpusitue

rural areas — cenbcKkasi MECTHOCTb

private ownership —n11MyHas cobcTBEHHOCTb

tribal chief — Boxab nnemenu

means of production — cpeacrsa npov3soacTBa

large landowner — 3emnesnageney

to make a profit — nonyyatbe npubbinb

the remains — octatku

intermediate system — npomexyTouHas cnucrema

to own - Bnagetb

mixed — cMellaHHbIN

to allocate — pacnpegenstb, pasmellatb

competitor — KOHKypeHT

supply and demand — cnpoc n npeasioxeHue

to charge the price — yctaHaBnMBaTb, Ha3HayaTb LEHY
consumer — notpeburtesnb

effective demand — nnatexxecnocobHbIli crpoc

an influence - BansiHue

willingness and ability — rotToBHOCTL 1 cnoco6HOCTb
relationship — cBs3b, B3anMoOTHOLIEHME

to be in (great) demand — nonb3oBaTtbca (60nbWKMM) CNpo-

coM
to meet (to satisfy) the demand - yaoBnetsopsaTb cnpoc
cost (n) 1. ueHa, ctoumMocTb
2. cebecTonmMocTb
cost (v) 1. ctouTb

2. Ha3HayaTb LieHy, OUeHUBaTb
unit cost — cebectonmocTb eanHULBI NpoAYKLUNK
9
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below cost — Hmxe cTtonmocTn

cost of living — NpoXXUTOYHbI MUHUMYM

costs of production — un3nepxku npousBoacTBa, cebectou-
MOCTb MpOAYKLIMK

at the cost of — ctronmocTbio B; 3a cyeT Yero-nmbo

at one’s cost — 3a yeii-nmMbo cuet

Every society must provide answers to the same three questions:

- What goods and services are to be produced and in what
quantities are they to be produced?

- How are those goods and services to be produced?

- Who will receive and consume them?

Societies and nations have created different economic systems to
provide answers to these fundamental questions.

An economic system is the way in which a country uses its
available resources (land, workers, natural resources, machinery, etc.) to
satisfy the demands of its population for goods and services. There are
three main economic systems:

- traditional economy which looks to customs and traditions;

- planned or command economy in which the governments
provide the answers;

- marked economy in which market prices answer most of What,
How and Who questions.

The traditional economy.. In a traditional economy most of the
people live in rural areas and their main activities are agriculture, fishing or
hunting. The questions of what and how the traditional societies
produce and who gets what is produced are determined by traditions
in these economies. The most part of the product may go to a tribal
chief or large landowner, while the remains are distributed according
to customs. Most individuals in such societies live very poor, they have
enough to sustain them but not more than that. The most part of the
product goes to a tribal chief or large landowner, while the
remains are distributed according to customs.

Command or planned economy. In command economy the state
plans and controls the use of resources (such as labour and factories) that
are used to produce goods and services because the state owns factories,
land and natural resources. All the resources are allocated through a
system of planning.

For example, in the former Soviet Union state planners
decided what was to be produced. They passed orders down to
factories, allocating raw materials, workers, and other factors of
production to them, Factories were then told how much they should

10
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produce with these resources and where they should be sent. The
market mechanism plays little role in a command economy.

Free market economy. In a true market economy the government
plays no role in the management of the economy, the government does not
interfere in it. The system is based on private enterprise with private
ownership of the means of production. All major means of production
(companies, farms , factories, etc) are owned by private individuals. There is
no government control over land, capital and labour. Businesses produce
goods to make a profit.

Market economies are directed by prices. In a market economy
consumers decide what is to be produced.

There are no “pure” market economies in the world today. Both
market forces and government participation play a certain role in the
economy of a country. This mixture of market forces and government
participation has led to an intermediate system, known as mixed
system.

A mixed economy contains elements of both market and
command economies. At one extreme we have a public sector and at
the other extreme we have a private sector. Technically, all the
economies of the world are mixed.

Exercise 1. BbibepuTe npaBuJibHbI¥ BapyMaHT OTBeTa.

1. Individuals and businesses have the greatest say about what
is produced in

a. market economies.

b. traditional economies.

¢c. command economies.

d. all economic systems.

2. In this country goods and services are produced in much
the same way as long as anyone can remember. Occupations are de-
termined at birth. The country has

a. market economy.

b. traditional economy.

¢. command economy.

d. mixed economy

3. In another country, privately owned business firms can pro-
duce goods or service in any lawful manner that they choose. This
country has a

a. market economy.

b. traditional economy.

c. command economy.

d. mixed economy.

11
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4. An economy is “mixed” when

a. goods and services are produced by both publicly and pri-
vately owned businesses.

b. government owns or controls all businesses.

. economic decisions are made by tradition.

d. there is a "mixture” of rich and poor people.

5. Which of the following is a reason for government participa-
tion in the economy

a. to reduce competition in the marketplace.

b. to provide goods and services more cheaply than private
enterprise.

c. to regulate harmful externalities.

d. to guarantee that all business firms earn the profit.

Exercise 2. CoeguHuUTe rnarosibli B NpaBoOi KOJIOHKEe C
CYLLeCTBUTEJIbHbIMU B JIEBOI KOJIOHKE.

to satisfy orders
to provide goods and services
to allocate a profit
to produce a role
to create natural resources
to pass economic systems
to own answers
to make factories
Unit 3 WHAT IS MANAGEMENT?
Vocabulary

to make decisions — npMH1MaThb pelueHns

objectives — 3agaun, uenu

to make a profit — nonyyate NnpmbLIIb

to consider the environment — npvHuMaTh BO BHUMaHwe
OKpY>KaloLLyto 06CTaHOBKY

to posses the ability — o6nagaTte cnocobHocTbO

to predict — npeayragbiBaTh, NpegycMaTpuBaTh

directing — ynpasneHue, pykoBoACTBO

to set objectives — ctaBuTb (ycTaHaBnMBaTh) Lenn, 3agaun

subordinates — nogunHeHHbIE

to allocate resources — pacnpeaensaTb pecypchbl

to communicates objectives - foHOCUTb Lenn, 3agayum

responsible for —0TBETCTBEHHbIN 3@ YTO-TO

promotion — npoaswxeHune (nNo cnyxbe)

top measure the per- formance — oueHuBaTb BbINON-

12
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HeHune paboThbl
to carry out — BbINOMHATL, UCNOMHATb
to provide — obecneunBatb, NpeaocTaBnATb
benefits — Bbiroga, nonb3a
share (n) 1) pons, yacTtb; KBOTa
2) yyacTtue; posnb
3) aKkumsi; gons, nau
share (v) 1) penuTb, pacnpenensitb; pasgensTb
2) penuTbcs
3) pasgenstb (4TO-N. C KEM-11.);
NCMosib30BaTb COBMECTHO
4) paspenatb (MHEHUS, BKYCbl U T. 1.)
to have a share in the profits — umeTs g0n10 B NpKbLINK
lion’s share — nbBMHas gons
shares are rising — akumn nogHumatotcs (B LEHE); KypC aK-
UMi pacTeT [noaHMMaeTCs ]
shares are down — akuuv nagatoT (B UEHe); KypC aKumi
CHMXaeTcs [nagaeT]
to issue shares — BbinyckaTb akumm
to manage 1) pykoBOAUTb, YNpaBnsTb, 3aBeAoBaTh;
CTOATb BO rnaBse
2) ynpaBnsTb, yMeTb 0bpalLaTbCs
managerial — agMUHNCTPaTUBHbI
management — ynpaeneHue; 3aBeAoBaHWE, PYKOBOACTBO,
MeHeKMEHT
manageable — BbINOMHMUMBIN, OCYLLECTBUMBIN
manager — rnaBa, AMPEeKTOp, TOM-MeHemKep; PyKOBOAUTEND,
YNPaBstoLLMiA
manageress — 3aBeayioLas

Management is the art and science of making
appropriate choices. To one degree or another, we are all involved
in managing and are constantly making decisions concerning how
to spend or use our resources.

Like most things in our modern, changing world, the function of
management is becoming more complex. The role of the manager
today is much different from what it was one hundred years or even
twenty-five years ago. At the turn of the century, the business
manager’s objective was to keep his company running and to make
a profit. Most firms were production oriented. The modern
management demands much knowledge of economics and business.
The modern manager must now consider the environment in

13
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which the organization operates, must have a good understanding of
the total economic, political, social, and ecological system in which we
live, and he must possess the ability to analyze complex problems.

Managing is a hard work, for there is a lot to be done and little
time to do it. A major part of the manager’s work will be to predict
what the environment needs and what changes will occur in the
future.

General functions of any managerial system at any managerial
level are planning, organizing, directing and controlling.

First of all, managers set objectives, and decide how their
organizations can achieve them. The subordinates and the manager
discuss the objectives and make plans for achieving them. This
involves developing strategies, prices tactics, and allocating
resources of people and money.

Secondary, managers organize. They divide the work into
manageable activities and then into individual jobs. They select people
to manage these units and perform the jobs.

Thirdly, managers have to communicate objectives to the
people responsible for achieving them. They help people who are
responsible for performing individual jobs form teams. They make
decisions about pay and promotion.

Fourthly, managers have to measure the performance of
their staff to see whether the objectives set for the organization are
being carried out.

The manager can help in some way, perhaps by providing
more training for the subordinate or buying more modern machines.
From time to time, the subordinate and the manager meet to discuss
progress.

Such system of management is known as management by
objectives (MBO). There are many benefits of MBO. The system
helps the subordinates to see clearly their role in the organization.
People are judged on result and thus workers feel more responsible
and motivated.

Excercise 1. OTBeTbTEe Ha BONpPOCHI.

1. Is the role of the manager today the same as it was one
hundred years or even twenty-five years ago?

2. What was the business manager’s objective at the turn of
the century?

3. What must the modern manager consider now?

4. Why is management a hard work?

5. What are general functions of any managerial system?
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6. Who makes decisions about pays and promotion in the or-
ganization?
7. Are there any benefits of MBO?

Excercise 2. CoeguHuTe Ha4yano npensioXKeHumss C ero
OKOH4YaHueM,

1. The modern management a. are planning, organizing, and
demands much knowledge controlling.

2. Managers set objectives, and b. by providing more training for
decide the subordinate.

3. General functions of any

managerial system at any ¢. of economics and business.

managerial level

4. The manager can help in some d. as management by objectives.

way,

5. Such system of management is . . .

K e. of making appropriate choices.
nown

6. Management is the art and f. how their organizations can

science achieve them.

Excercise 3. CoeguHuTe rnarosibl B NpaBoii KOJIOHKe C
CYLLeCTBUTEJIbHbIMU B JIEBOI KOJIOHKE.

to possess decisions

to allocate jobs

to perform progress

to provide objectives

to measure resources

to set the ability

to discuss training

to make people

to select the performance

Excercise 4. Usyunte 3HaueHuss cnoBa business n co-
CTaBbTe NpeQ/IoKEHUS
business 7 1) peno, 3aHaTune; paboTa
2) 6u3sHec,
npeanpvHMMaTesibckast AeaTeIbHOCTb
3) npeanpusaTue; pupmMa, KOMNaHus
4) Toprosns
business adj 1) nenosoit; KOMMepYECKUiA
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O3HakKOMbTECb CO CJIOBOCOYETAaHUAAMU CO CNOBOM Dbusi-

ness.
be in business — 3aHMMaTbCa Aenamu, bbiTb B Aene
be out of business — 06aHKpOTUTLCS, BbIMTK U3 Aena
business partner — napTHep no 613Hecy, KOMNaHbLOH
domestic business — OTEYECTBEHHbIN 6M3HEC
foreign business — WHOCTPaHHbIN 6U3HeC
get down to business —3aHSTbLCS AENOM, MNPUCTYMUTL K Aeny
go into business — 3aHMMaTbCsl TOpro.nen
go out of business — NPeKpaTUTb CBOIO AEeATENIbHOCTb; 06aHKPOTUTBLCS
go on business — e3auTb No Aenam (B KOMaHAMPOBKY)
international business — vmexayHapoaHas TOprosss
monkey business — XYNbHMYeCTBO, adepa
profitable business — [0XOAHOE Aeno, BbIrOAHOE Aeno
put out of business — pasoputb
run a business — BECTU [ieno, ynpasnsaTb NpeanpusaTmem
set up a business — yypeauTb npeanpustue
wind up a business — IMKBUAMPOBaTL (CBEPHYTb) NpeanpuaTue, Aeno

Unit 4 MARKETING
Vocabulary

production — npov3BoacTBO

distribution — pacnpegeneHnue

consumption — notpebneHune

goods and services —ToBapbl 1 YCnyru

a term - TepMuH

to satisfy customer needs — yaosnetsopsaTb MOTpebHOCTU
nokynarens

advertising — peknama, peknamMmHas KaMnaHus

promotion — npoasuxeHue

business activities — kommepueckas (aenosast) akTMBHOCTb

storing — xpaHeHue

a producer -npovnssoanTenb

marketing research — nccnegosaHue pbiHka

concept — noHaTne, naes

to find out — BbIsSICHATL

to carry out — BbINOMHATL, NPOBOAUTL

to supply — nocrasnsTb

to cause - 3acTtaBnaThL

for what purpose — c ka- KoI Uenbto
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to predict — npeackasbiBaTb

to influence — BunsTbL

expensive — 4oporoi

touches everyone’s life — 3aTparnBaeT Xu3Hb Ka)xaoro

a standard of living — ypoBeHb X13Hu

to promote (v) 1. BblgBUraTh; NpoABUraTh;
NoBbIWAaTb B YMHE / 3BaHWM
2. crnocobcTBoBaTh, MOMOraTh,
COAENCTBOBATb
3. noby»xxaatb, CTUMYIMPOBATb;
aKTMBU3NPOBATb
4, yupexaaTtb
(to promote a company)
5. co3paBatb 6naronpusiTHble
YCI0BUSI A8 NPOAaxH,
peKamMMpoBaTb; COAENCTBOBATb
npoaaxe ToBapa

promotion (n) 1. npoasuxeHue

O3HaKOMbTECb CO C/IOBOCOYETAaHUSIMMU CO CIOBOM promo-
tion

promotion program — nporpaMMa CoAencTB1SI Pa3BUTHIO

sales promotion — npoasmxeHns ToBapoB

promotion of health — ykpenneHnne 300poBbs, 0340poBReHMe

Marketing is closely related to economics, the social science
connected with the production, distribution and consumption of
goods and services. Marketing is a key factor in business success.
The term marketing must be understood not in the old sense of
making a sale (“selling”) but in the new sense of satisfying
customer needs. In recent years marketing has become a driving
force in most companies.

Marketing is not just advertising, promotion and selling.
Marketing includes all the business activities connected with the
movement of goods and services from producers to customers.
Sometimes it is called distribution. On the one hand, marketing is
made up of such activities as transporting, storing and selling goods
and, on the other hand, a series of decisions you make during the
process of moving goods from producer to user. Marketing
operations include product planning, buying, storage, pricing,
promotion, selling, credit, traffic and marketing research.

The main principle of the marketing concept is — “we must
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produce what people want, not what we want to produce”. This
means that we put the consumer first. We must find out what the
consumer wants. We carry out market research. We must supply
exactly what the customer wants. We can do this by offering the right
Marketing Mix — the four Ps:

Product — the goods or services that you are marketing;

Price — what is exchanged for the product;

Place — getting the product to the customer;

Promotion — presenting the product to the customer.

Business can make products and hope that they will sell but this
is very risky. Nowadays we must have a clear idea of: what the
customers need, what the customers want, what causes them to
buy. Producers must know why, where, for what purpose the
consumers buy. Market research helps the producer to predict what
people will want. And through advertising he tries to influence the
customer to buy. Marketing operations are very expensive. They
take more that half of the customer’s dollar.

To sum up — marketing touches everyone’s life. It is the
means by which a standard of living is developed and delivered to
people.

Exercise 1. OTBeTbTE Ha BONPOChI.
. What is economics connected with?
. Has marketing become a driving force in most companies?
. What business activities does marketing include?
. Does marketing include making decisions?
. What do marketing operations include?
. What is the principle of marketing concept?
. What is the Marketing Mix (four Ps)?
. What must producers know about the customers in order to
make their business successful?
9. Does advertising help the producer to influence the customer
to buy?
10. How much of a dollar does marketing take?

ONOUVTDANWN =

Exercise 2. CocTtaBbTe npeas1o)KeHus.

1. business/ marketing/ success/ in/ a key factor/ is

2. what/ we/ the customer/ must/ wants/ find

3. advertising/ and/ marketing/ just/ promotion/ is not/
selling

4, the customers/ why/ buy/ producers/ where/ must know/
for what purpose
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5. have/ the customers/ nowadays/ must/ a clear idea/ we/
of what/ want

Exercise 3. BctaBbTe C/10Ba U3 TekcTa. HauanbHble 6yk-
Bbl CJIOB BaM flaHbl.

1. The term m must be understood in the new
sense of satisfying ¢ n

2. Sometimes it is called d

3. We carry out m r .

4. Through a the p tries to in-
fluence the ¢ to buy.

5. Marketing is the means by which a s of

I is developed and delivered to people.
Unit 5 MONEY AND ITS FUNCTIONS
Vocabulary

efficient — achdekTUBHBIN, AENCTBEHHBII

medium of exchange — cpeacrso obpalueHusi, obMeHa

barter — MmeHoBas Toproens

to swap — obMeHMBaTb, MEHSATL

trading — Toproens

scarce resources — orpaHWYeHHble pecypchl

permanent — NoCTOSHHbIN

checking account deposits — yekoBble Bknagb!

a transaction - caenka

goods and services — ToBapbl 1 yCnyru

to repay debts — Bbinnaunsatb gonru

a bank deposit — Bknag B 6aHke

payment — nnatex

a unit of account — egnHnua yyeta, Mepa cToMmocTu

in terms of — C ToukM 3peHus

to state the price — 0603HauvaTb LEeHY

to enable — gaBaTb BO3MOXHOCTb

value — cTtoMmocTb, LeHa

standard of value — macwTab ueH

currency — BanoTa

a store of value — cpeacrBo cbepexxenuns (cpeacTBo coxpaHe-
HWS CTOMMOCTH)

purchases — nokynku

purchasing power — nokynaTtenbHas CnocobHOCTb

temporary — BpeMeHHbI

to save — cbeperatb, CO- XpaHATb
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to carry out — BLINONHATL

wealth — 6narococrtosiHue, cocTosiHue

accumulated savings — HakonneHHble cbepexeHuns

real estate — HeaBMXMMOCTb

a stock — akuus

a bond - ob6auraums

capacity to retain — cnocobHOCTb COXpaHsTb

safeguarding — rapaHTus

money supply — geHexxHas Macca [konn4yectBo aeHer] (B 06-
paLLeHnn), NpeanoXxeHne geHer

It is common knowledge that money rules the world. Why does
it and why do people need money — these are questions everyone
would like to answer.

What is money? Money is anything that is generally accepted
by people for the things they sell or the work they do. Money is the
medium through which people exchange goods and services. Money
makes the trading process simpler and more efficient.

Almost every society now has a money economy based on coins
and paper notes of one kind or another. However, this has not always
been true. In primitive societies a system of barter was used. In
barter economy there is no medium of exchange. Goods are traded
directly or swapped for other goods. Trading is very expensive in
barter economy. People must spend a lot of time and effort to find
others with whom they can make mutually satisfactory swaps. If you
wanted, for instance, a car, you would have to find a car owner willing
to sell a car. Suppose the car owner wanted a scooter in exchange for
the car and you didn't have the scooter. You would then have to find
something that a scooter owner wanted and swap it for the scooter in
order to give it to the car owner, a barter economy is wasteful.

People needed a more practical system of exchange. Before
paper and coins were introduces as permanent forms of paying,
people used a variety of other objects to serve as money for selling
goods. Examples of early forms of money are the following: rice, dog
teeth, grains, shells, salt, tobacco. However, today money consists
mainly of paper bills, coins made of various metals, and checking
account deposits.

Functions of money. Money, in general, performs three
functions. The first, and the most important is a medium of exchange.
A medium of exchange, or a transactions medium, is anything
generally acceptable as a means of payment in the exchange of
goods and services, in repaying debts. Bank deposits are also a
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medium of exchange because they are generally accepted as
payment.

The second function of money is to serve as a wnit of account.
The unit of account is the unit in which people state the price of
goods and services in terms of money. Historically societies choose a
single item to serve as a unit of account, say, a kilogram of wheat. In
this way, each good could be priced at so many kilograms of wheat
per unit. In modern times, paper money is the unit of account. For
example, the dollar is the unit of account in the United States.
Knowing that a pound of apples costs one dollar and a pound of
peaches costs two dollars enables us to compare their value. Thus,
money becomes a standard of value. Normally, the same item
serves as the unit of account and the medium of exchange: the dollar
in the United States, the pound sterling in Great Britain, the euro in
many European countries, the yen in Japan, the rouble in Russia and
Belarus. The money in use in a country is called currency.

The third function of money is a store of value. Money is a
store of value because it can be used to make purchases in the
future, it is a reservoir of future purchasing power. Money is both a
temporary and a permanent store of purchasing power. For
example, an individual earns $700 a week but plans to spend $560 on
goods and services and save $140 every week. Usually this individual
will not spend the entire $560 on a day. Instead, he may spend $90
on a day and hold $470 in the form of money to be spent over the
course of the week. This $470 held in money is a temporary store of
purchasing power.

Money can also serve as a permanent store of purchasing
power. People hold money to carry out their future transactions. The
wealth of individuals is their accumulated savings. Money is one
form in which people may keep their wealth. Gold, jewels, real
estate, paintings, stock and bonds are other forms. Of course,
when wealth is held in money, in the future it will not need to be
exchanged to buy goods and services. The ability of money to serve
as a store of value depends on its capacity to retain its purchasing
power.

These three functions of money — medium of exchange, unit of
account and store of value — can only be fulfilled if there is great
confidence in its stability of value. Safeguarding monetary stability is
the primary task of the central banks all over the world. Moreover, the
central bank has the function of regulating the money supply in
order to guarantee a smooth functioning of the monetary system.
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Exercise 1. HailguTe B TekcTe noaxoasilime c/noBa U 3a-
KOHUYMTE BbICKa3blBaHMA.

money rules . . .

a money economy based on . ..

medium of . . .

since time and effort are . . .

money performs . . .

astoreof ...

a temporary store of . . .

the function of regulating . . .
the euro in many . . .

over the course . . .

Exercise 2. Bbi6epuTe noaxopsiwme onpegeneHus K
C/I0BaM M3 JIEBOM KOJIOHKM.

price

a debt

bond

currency
wealth

purchase
bank

money supply
money

trading

barter

a) a medium of exchange that functions as
legal tender

b) to trade (goods, services, etc.) in exchange
for other goods, services, etc., rather than
for money

c) the act of buying and selling goods and ser-
vices either on the domestic markets or on the
international markets

d) something that is owed, such as money,
goods, or services

€) an institution offering certain financial ser-
vices

f) the cost at which anything is obtained

g) a metal or paper medium of exchange that
is in current use in a particular country

h) something that is bought with money

i) a large amount of money and valuable ma-
terial possessions

j) a certificate of debt issued in order to raise
funds

k) the total amount of money in a country's
economy at a given time

Exercise 3. 3anoJsiHMTe NPONyCKM.

inherit, well-off, pocket money, food bill, charities,
live on, buy, luxuries, spend, in bulk, money,
earns, donate, credit cards

1.1 about $2000 a year on clothes.
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2. I think there will be enough money for the next generation
to keep the house, but they won't much more
than that.

3. As a child I used to get only $3 dollar a week

4, If you have a big house, people think you must be
, but it just isn't true.

5. My monthly came to about $500, and
towards the end of the month we had beans on toast three nights out
of seven.

6. He $36,000 per annum.

7. We always buy food so it's cheaper.

8. He generally gives $50 a month to animal

, but he doesn't to beggars wear-
ing $150 trainers.

9. I have four , but one is never used.

10. I never buy .

11. I can $40 a week.

12. He is always worrying about
13. Sometimes when I get wild I go and
something just to cheer myself up.

Exercise 4. NepeBeauTe cnenyrome BbipaKeHUs:
to earn money —

to spend money —

to save money —

to make money —

to borrow money —

to lend money —

to owe money -

to accumulate money —
to donate money —

to raise money —

to pay money —

to invest money —

to waste money —

to charge money —
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Unit 6 STABILIZATION POLICY

Exercise 1. MpounTtaiite n nepeBeguTe TeKCT (YCTHO).

Stabilization policy, or demand management, is the control of
the level of aggregate demand in economy using fiscal policy in order
to eliminate fluctuation at the national level. The general aim of
stabilization policy is to regulate aggregate demand so as to make it
as big as the gross national product in order to maintain the existing
level of output and employment. It is also essential to keep aggregate
demand low enough to avoid inflation.

An unregulated economy will tend to go through periods of
depression and boom. Governments try to avoid such fluctuations by
stimulating aggregate demand when the economy is depressed and
reducing aggregate demand when the economy is overheating.
Ideally, aggregate demand should be managed in such a way so as to
grow as much as the GNP.

There exist two main problems: (a) correct timing of a
government injection or withdrawal; (b) correct magnitude of an
injection into or withdrawal from the economy to eliminate
depressions and booms.

If the government can get the timing and magnitude correct, it
will be able to eliminate the effects of depression. For the government
to be able to reduce the intensity of the depression to follow, it is
necessary to forecast accurately its beginning, perhaps while the
economy is still growing actively.

Much government action is inaccurate in timing and magnitude.
Where the government has not been successful in avoiding strong
fluctuations in business activity, it can make injections into a growing
economy, which then overheats, and withdraw too much at the wrong
time, braking too hard.

Exercise 2. BbibepuTe npaBu/ibHblii BapuaHT oTBeTa Ha
BOMPOCHI K TEKCTY.

1. What is stabilization policy?

a) non-market economic activity

b) the control of the level of total demand in economy using fis-
cal policy

¢) an amount of money freely circulating in economy

2. Which fluctuation periods will an unregulated economy tend
to go through?

a) of inflation and devaluation

b) of depression and boom

24



ATy
t KMq) praBﬂeHl/Ie AUCTAHIIUOHHOTO OGy‘ieHl/Iﬂ W NMOBbIIIEHHU A 1<Bam/1(1)1/11<au1/11/1

AHTJIMHACKUH S3BIK

¢) of injection and withdrawal

3. What actions does the government have to take to reduce
the intensity of the depression to follow?

a) to keep aggregate demand low enough

b) to satisfy cash demand

c) to forecast accurately the beginning of recession

Exercise 3. 3akOHUYMTEe npensioXKeHUs COrJ1acHO copep-
YKaHUIO NPOYMTAHHOIO TEKCTa.

1. The general aim of stabilization policy is

a) to regulate aggregate demand

b) to make injections into a growing economy

¢) to reduce aggregate demand

2. It is greatly important to keep aggregate demand low
enough to .

a) check the magnitude of an injection

b) prevent inflation

¢) maintain the existing level of output and employment

3. If the government can get the timing and magnitude of the
injection correct, it will be able to .

a) control business activity

b) reduce aggregate demand

c) avoid the effects of depression

4. Much government action is inaccurate in

a) making injections or withdrawal

b) timing and magnitude of injections and withdrawal

¢) eliminating the effects of depression

5. Ideally, aggregate demand should be regulated in such a
way so as .

a) to rise as much as the gross national product

b) to reduce the intensity of depression

c) to grow as much as the gross domestic product

Exercise 4. Nop6epute sKBUBaJIEHT.
1. yctpaHaTb

a) to stimulate b) to regulate c) to eliminate
2. konebaHue

a) depression b) fluctuation C) boom
3. noaaepxusaTtb

a) to maintain b) to control c) to follow
4. n3beratb

a) to manage b) to tend ¢) to avoid
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5. usbatne

a) withdrawal b) reduction ¢) injection
6. yMeHbLlaTb

a) to withdraw b) to reduce c) to keep
7. npeackasbiBaTb

a) to tell b) to brake ¢) to forecast

Exercise 5. Bbibepute npeanoxxeHve, Hanbonee TO4YHO
nepeaaroee CMbIC/1 NPEAI0KEHHOrO.

1. An unregulated economy will tend to go through periods of
depression and boom.

a) Heperynupyemasi skoHOMUKa ByAeT CK/TOHHA K Aenpeccuu.

b) B Heperynupyemoit skoHOMKKe ByaeT HabnoaaTbCst TEHAEH-
UMs K YepeaoBaHWIo MEepUOAOB Cnaja U pe3koro Nogbema.

C) HeperynspHas 3KOHOMWKa OyAeT MMETb TEHAEHUMIO K Npo-
XOXAEHMIO Yepe3 nepuobl agenpeccumn u byma.

2. Ideally, aggregate demand should be managed in such a
way so as to grow as much as the GNP.

a) CoBOKyMHbIM CMpOC crieflyeT COOTHOCUTL C BasioBblM HaLMO-
HanbHbIM NMPOAYKTOM.

b) B wnaeane, perynMpoBaHWe COBOKYMHOro Cnpoca AO/HKHO
OCYLLECTBNATLCS TakuM 06pa3oM, YTO6bl OH BbIPOC A0 BESIMUMHBI Ba-
NTOBOr0 HALUMOHaNbHOMO NPOAYyKTa.

C) BanoBol HauMOHanbHbIA NPOAYKT AOSKEH BblpaCTu A0 Be-
JIMYMHBI COBOKYMHOMO Crpoca.

3. Governments try to avoid such fluctuations by stimulating
aggregate demand when the economy is depressed and reducing ag-
gregate demand when the economy is overheating.

a) MpaBUTENBLCTBA MbITAOTCA M3beraTh TakMX KonebaHwui, T.e.
BHe3anHbIX CNaZoB U MOABLEMOB Pa3BUTUS, CTUMYMPYS arperaTtHblii
CMpoC, KOoraa 3KOHOMMKA AEenpeccuBHa, M peayumpyst arperaTHbIi
CNpoC, Koraa 3KOHOMMKa “neperpeta”.

b) MpaBuTenbcTBa NbITAlOTCS M36eXaTb TakuMx KonebaHuii B
3KOHOMWKE, CTUMYNNPYS U YMEHbLLAst COBOKYMHbI CrpoC.

c) MpaBuTENbLCTBa NbITAOTCA M3GEXaTb TakUX KonebaHui, CTu-
MYNMpPYs COBOKYMHbIM CNPOC, KOrAa SKOHOMMKA B yraake, U CoKpallas
COBOKYMHbIN CMpOC, KOrAa 3KOHOMMKA Pa3BMBAETCS CULLKOM ObICT-
pbIMK TEMMAMM.

Exercise 6. Bbibepute npepno)xeHme, Hambonee To4yHO
nepeaaroLee CMbIC/1 NPEAJIOKEHHOrO.
1. There exist two main problems: correct timing of a govern-
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ment injection or withdrawal and correct magnitude of an injection
into or withdrawal from the economy to eliminate depressions and
booms.

a) Two main troubles exist here: to make choice between the
periods of the government supporting or neglecting the economy de-
velopment.

b) There are two main economic problems to be settled by the
government: the right moment and the necessary amount of money
and resources to be supplied or taken from the economy to avoid re-
cessions or sudden increase in economic activity.

c) To choose the right time and the amount of money to put in
or take from the economy, that is the way to solve all the economic
problems.

2. If the government can get the timing and magnitude of the
injection and withdrawal correct, it will be able to eliminate the effects
of depression.

a) If the government can get rid of the effects of depression, it
will be able to control the time and the rate of inflation.

b) The government should take the right decision when and
how to finance the economy, which will have an effect on its further
development.

c) The economy will face no recession if the government
chooses the time and the amount of the injection or withdrawal cor-
rectly.

3. Where the government has not been successful in avoiding
strong fluctuations in business activity, it can make injections into a
growing economy which then overheats and withdraws too much at
the wrong time braking too hard.

a) When the government is able to avoid depressions and
booms, it might always speed up economic growth.

b) The government might promote rather fast economic devel-
opment, or slow it down dramatically.

¢) Injections into and withdrawals from the growing economy
to avoid fluctuations are the key to its successful regulation.
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MODULE 2 LAW

Unit 1 TORT LAW
Vocabulary

actual malice — 3710/ ymMbicen, yCTaHOBMEHHbIN MO dakTuye-
CKuM obcTosTenbCcTeam gena

comparative negligence - oTHocuTenbHas HebpeXHOCTb
COBMECTHas BMHa

contributory negligence — HebpexHOCTb (HEOCTOPOXXHOCTb)
MCTUa, BbI3BaBLIAs HECYACTHLIN C/yyail; BMHA MOTEPEBLUEro;
HebpEeXHOCTb, NpeanonaratoLas Bo3MeLeHne A0SIM OTBETCTBEHHOCTH

damage cap — npeaen Bo3MeLleHns

damages — Bo3MeLleHne Bpeaa

defamation — pa3rnaweHve npaBaMBLIX CBEAEHWUI NO30PSALLMX
Apyroe nuuo

defective condition — opuanyeckn nopoyHbie ycnoBus

false imprisonment — HenpaBomepHoe nuweHne csoboabl

infliction of emotional distress — npuunHeHne amoumoHasnb-
HOro paccTponcTBa

injunction — cyae6Hbii 3anpet

interference with a contract — BMelwaTenscTBO B KOHTPaKT

invasion of privacy — HapylieH1e NMMYHOM XU3HK

legal duty — npaBoBas 0653aHHOCTb, AOroBOpHasi 06si3aH-
HOCTb

libel — kneBeTa NMCbMEHHO UK Yepe3 neyatb

misuse of legal procedure — 310ynoTpebneHve cygonpoms-
BOACTBOM

negligence — He6peXHOCTb

nuisance — HapyLleHne MoKos, Bpea, UCTOYHUK Bpeaa, «3/0-
BpeAHOCTb» (B YAaCTHOCTU, NPUYMHEHWE COBCTBEHHWKY HEABMXMMOCTU
noMex u Hey#obCTB B NOMb30BaHNM €10)

proximate cause — HenocpeACTBEHHAs NpUYMHa

punitive damages — wrpadHble yobITKM, YObITKM, NpUCY>Xaa-
€Mble B NopsKe Haka3aHusl

doctrine respondeat superior — JOKTpUHa «NyCTb MPUHLN-
nan oTBevyaeT»

slander — ycTHas kneBeTa

strict liability — ctporas oTBeTCTBEHHOCTb; 06bEKTMBHas OT-
BETCTBEHHOCTb (HE3aBUCMMO OT HaNN4msl BUHbI)

survival statute — 3akoH 0 nNpu3HaHUM OCHOBaHMWSI UCKa Aen-
CTBUTENIbHbIM HE3AaBUCUMMO OT CMEPTU CTOPOHbI

28



ATy
t KM(*) praBﬂeHl/Ie AUCTAHIIUOHHOTO OGy‘leHl/IH W NMOBbIIIEHHU A KBEIJ'II/Id)I/IKaL[l/II/I

| AHTJIMHACKUH S3BIK

tort — genvkT, rpaxagaHckoe npaBoHapyLUeHue
tortfeasor — npuvunHMTeNnb Bpena, AENMHKBEHT; MpaBOHapy-
wuTens

A tort is a private wrong that injures another person's physical
well-being, property, or reputation. A person who commits a tort is
called a tortfeasor. The other party is alternately referred to as the
injured party, the innocent party, or the victim. If a lawsuit has been
filed, the injured party is called the plaintiff and the tortfeasor is called
the defendant.

The primary purpose of tort law is to compensate the innocent
party by making up for any loss suffered by that victim. Another
objective is to protect potential victims by deterring future tortious
behavior. Criminal law involves a public wrong, that is, a wrong that
affects the entire society. When a crime is committed, government
authorities begin legal actions designed to remove the offender from
society. It is possible, however, for a single act to be both a tort and a
crime.

Businesspeople must be especially aware of tort law because of
the doctrine of respondent superior (let the master respond). That
doctrine may impose legal liability on employers and make them pay
for the torts committed by their employees within the scope of the
employer's business.

No legal liability can be imposed against an individual unless
two elements are present: the first element is duty, which is an
obligation placed on individuals because of the law; the second
element is a violation of that duty. A duty can be violated
intentionally, through negligence, or under the theory of strict liability.

Legal duties arise corresponding to each right within each
member of our society.

Intentional violations of duty include a variety of intentional
torts, all of which have their own individual elements. The principal
intentional torts are assault, battery, false imprisonment, defamation,
invasion of privacy, misuse of legal procedure, infliction of emotional
distress, nuisance, and interference with a contract.

People and property are sometimes injured even when no one
intends that the injury occur. Such an occurrence is usually labeled
«an accident.» Justice demands that the injured party be
compensated. That part of tort law that is concerned with the
compensation of accident victims is called negligence.

Under what circumstances can the actions of an alleged
tortfeasor be labeled negligent so that the tortfeasor will be held
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liable? Four elements must be present to establish negligence: (1)
legal duty, (2) breach of duty through a failure to meet the
appropriate standard of care, (3) proximate cause, and (4) actual
injury.

A breach of duty owed to the victim occurs if the tortfeasor has
not met the appropriate standard of care under the circumstances. To
determine if the alleged tortfeasor has met the standard of care, the
court uses the reasonable person test. This test compares the actions
of the tortfeasor with those of a reasonable person in a similar
situation. The reasonable person test is objective.

Determining this test may require the use of expert witnesses
to testify as to the reasonable professional's conduct under the
circumstances.

In order for the tortfeasor to be held liable, the unreasonable
conduct must be the proximate cause of the victim's injuries.
Proximate cause (sometimes referred to as legal cause) is the
connection between the unreasonable conduct and the resulting
harm.

The injured party in a lawsuit for negligence must show that
actual harm was suffered. In most cases, the harm suffered is a
physical injury or in a form of property damage, and is, therefore,
visible. Harm suffered due to fright or humiliation is difficult to
demonstrate.

Several defenses can be used by the defendant in a negligence
case. These defenses include contributory negligence, comparative
negligence, and assumption of the risk.

The defense of contributory negligence involves the failure of
the injured party to be careful enough to ensure personal safety.
Contributory negligence completely prevents recovery by the injured
party. The injured party's defense to a charge of contributory
negligence is called last clear chance. Under this doctrine, a tortfeasor
may be held liable if the injured party can show that the tortfeasor
had the last chance to avoid injury.

The doctrine of comparative negligence requires courts to
weigh the relative degree of wrongdoing in awarding damages, and to
assign damages according to the degree of fault of each party.

Another defense to negligence is assumption of the risk, which
involves the voluntary exposure of the victim to a known risk.

Under the doctrine of strict liability or absolute liability, the
court will hold a tortfeasor liable for injuries to a victim even though
the tortfeasor did not intend the harm and was not, in any way,
negligent. Strict liability is generally applied when the harm results
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from an ultrahazardous or very dangerous activity.

Product liability is a legal theory that imposes liability on the
manufacturer and seller of a product produced and sold in a defective
condition (unreasonably dangerous to the user, to the consumer, or to
property). Anyone who produces or sells a product in a defective
condition is subject to liability for the physical or emotional injury to
the ultimate consumer and for any physical harm to the user's
property.

When a wrongdoer has injured another person by committing a
tort, the victim can usually be compensated with monetary damages.
Damages can include compensation for the repair or replacement of
involved property, or for lost wages, medical bills, and any pain and
suffering that the victim was forced to endure. If the tortfeasor's acts
are notoriously willful and malicious, a court may impose punitive
damages (exemplary damages), which are damages above and
beyond those needed to compensate the injured party. Punitive
damages are designed to punish the tortfeasor so that similar
malicious actions are avoided by others.

If a tort involves a continuing problem the injured party may
ask the court for an injunction. An injunction is a court order
preventing someone from performing a particular act. If the company
failed to satisfy an order, it would be in contempt of court. Contempt
of court is a deliberate violation of the order of a judge that can result
in a fine or in incarceration for the wrongdoer.

Exercise 1. OTBeTbTE Ha BONPOCHI.

1. What are the kinds of violation of a duty?

2. What is done to determine if the alleged tortfeasor has met
the standard of care?

3. What are the forms of the actual harm?

4. When do the courts deny damages in actions for negligence?

5. When is the strict liability applied?

6. What are the punitive damages designed for?

7. Explain what an injunction is.

Exercise 2. HalianTe 3KBMBaJZIeHTbl B TEKCTE.

OTHOCUTENbHass HeBpPeXHOCTb; COBMECTHas BWHA; Hebpex-
HOCTb, Mpeanonararollas BO3MELLEeHWe A0MM OTBETCTBEHHOCTU; npe-
[len BO3MELLEHWs; pasrnalweHne npaBaMBbIX CBEAEHUN NO30pSLLMX
[ApYroe nuuo; pUANYECKU MOPOYHbIE YCNOBUSA; CyAebHbIA 3anpeT;
BMELUATENIbCTBO B KOHTPAKT; HapylleHWe JIMYHOMN XXWU3HM; MpaBoBas
0653aHHOCTb; K/IeBETa MUCbMEHHO MM Yepe3 nedaTb; HEGPEXHOCTb;
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WCTOYHWUK Bpeada; HEemoCpeaCTBEHHasi NMpuUYMHA; YObITKM, NpUCyXaae-
Mble B MOPSIAKE HaKasaHusi; yCTHasi KieBeTa; 06beKTMBHasi OTBET-
CTBEHHOCTb.

Exercise 3. Bocnonb3yiitecb cnosapeM M noabepurte
noaxoaslMe CsioBa U Bbipa)XeHUs.

O6si3aTeNbCTBa M3 NPUYNHEHUS Bpeaa; MopasbHbli Bped; Mepbl
OTBETCTBEHHOCTW; Bped TMPUYMHEHHBIN WCTOYHWKOM MOBbILUEHHOM
OMacHOCTW; BPef MPUYMHEHHBbIM aKTaMu BMacTV; Bped MPUYMHEHHBIN
HECOBEpPLUEHHONETHUMI NNLAMK; Bped, NPUUMHEHHbIA Heaeecnocob-
HbIMW NULAMW; Bpea, NPUUMHEHHBIN XXWU3HU U 3[0POBbI0 MPaXKAaHWHa;
npaBo perpecca; cnocobbl M pa3Mepbl KOMNEHCAUMN Bpeda.

Exercise 4. BbICKQ)XUTECb N0 OQHOW M3 NpepsiodKeHHbIX
TeMm.

1. Differentiate between the objectives of tort law and those of
criminal law.

2. Discuss the element of duty and explain how duties relate to
rights.

3. Identify the principal intentional torts and outline the ele-
ments of each.

4. Determine the four elements of negligence.

5. Contrast contributory negligence, comparative negligence,
and assumption of the risk.

Exercise 5. CoctaBbTe AMasior Ha 3afaHHYIO TEMY.

To prove that the plaintiff died of lung cancer caused by smok-
ing the defendant's cigarettes or that plaintiff's scalp rash was caused
by the defendant hair dye will often be a tricky and difficult task. Not
only must the plaintiff disclose that the breach of warranty was the
cause «in fact», but he must show, that the «breach of the warranty
was the proximate cause of the loss sustained.» The lawyer must
prove a sufficiently close causal connection to convince the court that
it ought to be defined as proximate.

Post hoc propter hoc is not normally enough; the plaintiff must
show more that the goods injured the plaintiff in a certain way.
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Unit 2 CHARACTERISTICS, AND STATUS OF CONTRACTS
Vocabulary

contract of record — noroBop, 0651€4eHHbIV B MYOINYHbIA aKT

executed contract — goroBop ¢ McnonHeHMeM B MOMEHT 3a-
KtoYeHns

executory contract — goroeop c ncnonHennem B 6yaywiem

express contract — ABHO BbIpaX>XeHHbI A0rOBOP

implied-in-fact contract — noapasymeBaembliii 4OroBop

imlied-in-law contract — kBasu-goroBop (BbITEKAOWWNIA M3
npeanucaHnii 3akoHa)

obligee — n11ML0, NO OTHOLWEHMNIO K KOTOPOMY MPUHSATO 06s3a-
TeNbCTBO; KpeaMTop no obsa3aTenscry

obligor — nu1uo, npuHaBLIee Ha cebs 0653aTeNbCTBO; AOMKHUK
no obsizatenscray, aebuTop

privity — nMywecTtBeHHble OTHOLWEHNS (OCHOBaHHbIE Ha AOro-
BOpe, MPaBONpPeeMcTBE W APYrUX JINYHbIX OTHOLLEHNSX)

promisee — KpeaMTop Mo AOroBOpY

promisor — JO/HKHWUK MO A0roBOpYy

quasi-contract — kBasnaorosop

unenforceable contract — forosop, He Morywuii 6blTb Npu-
HyAWTENbHO OCYLLECTB/IEHHLIM B UICKOBOM MOPAAKE

unilateral contract — ogHocTOpOHHSA caenka

valid contract — Hagnexalle oopMneHHbIM, Haanexatle co-
BEpPLUEHHBIN [AOroBOp

voidable contract — ocnopvmas caenka

void contract — He uMetoLLast lOPUANYECKON CUSTbl, HUYTOXHASN
coenka

A contract is an agreement based on mutual promises between
two or more competent parties to do or to refrain from doing some
particular thing that is neither illegal nor impossible. The agreement
results in an obligation or a duty that can be enforced in a court of
law.

The contracting party who makes a promise is known as the
promisor; the one to whom the promise is made is the promisee. The
party who is obligated to deliver on a promise or to undertake some
act is called the obligor. The contracting party to whom the obligor
owes an obligation is called the obligee.

A legally complete contract will arise between two parties when
all six elements of a contract are present: offer, acceptance, mutual
assent, capacity, consideration, and legality. If any one of the six
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elements is missing, the transaction is not a legally complete contract.

1. An offer is a proposal made by one party to another
indicating a willingness to enter into a contract. The person who
makes an offer is called the offerer. The person to whom the offer is
made is the offeree. Making the offer is actually the first step in
creating the contractual relationship between the two parties. The
offer must be seriously intended, clear and definite, and
communicated to the offeree.

2. In most cases, only the specifically identified offeree has the
right to accept an offer. Acceptance means that the offeree agrees to
be bound by the terms set up by the offerer in the offer. In many
situations, if the offeree changes any of those terms, the acceptance
is not really an acceptance but a counteroffer.

3. If a valid offer has been made by the offerer and a valid
acceptance has been made by the offeree, then the parties have
agreed to the terms, and mutual assent exists between them. Mutual
assent is sometimes called a meeting of the minds.

4. Capacity is the legal ability to enter into a contractual
relationship. The law has established a general presumption that
anyone entering a contractual relationship has the legal capacity to do
S0.

5. Consideration, i.e. the mutual exchange of benefits and
sacrifices, is the thing of value promised to one party in exchange for
something else of value promised by the other party. This exchange
of valued items or services binds the parties together. If no
consideration passes between the parties, then no contract exists.

6. The final element of a binding contract is legality. Parties
cannot be allowed to enforce a contract that involves doing something
that is illegal. Some illegal contracts involve agreements to commit a
crime or to perform a tort. Other activities that are neither crimes nor
torts have been made illegal by specific statutes. Among these
activities are usurious agreements, wagering agreements, unlicensed
agreements, unconscionable agreements, etc.

All contracts are agreements, but not all agreements are
contracts. An agreement may or may not be legally enforceable. For
example, an agreement to take a friend to a football game would not
be legally enforceable because the friend has not given anything in
exchange for that promise. To be enforceable, an agreement must
conform to the law of contracts.

The general rule of contract law is that the parties to a contract
must stand in privity to one another. Privity means that both parties
must have a legally recognized interest in the subject of the contract if
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they are to be bound by it. Outside parties who do not have such an
interest in the subject matter of the contract may not be bound by it.
Their right to sue in the event of breach (i.e., broken or violated) of
contract would also be called into question. An exception to the
general rule of privity exists in cases involving warranties and product
liability.

Contractual characteristics are divided into four different
categories:

« valid, void, voidable, and unenforceable;

« unilateral and bilateral;

¢ express and implied; and

e informal and formal.

Any given contract could be classifiable in all four ways. Thus, a
single contract could be said to be valid, bilateral, express, and
formal.

A valid contract is one that is legally binding and fully
enforceable by the court. In contrast, a void contract is one that has
no legal effect whatsoever. A contract to perform an illegal act would
be void. A voidable contract is one that may be avoided or canceled
by one of the parties. A contract made by minors and one that is
induced by fraud or misrepresentation are examples of voidable
contracts. An unenforceable contract is one that, because of some
rule of law, cannot be upheld by a court of law. An unenforceable
contract may have all the elements of a complete contract and still be
unenforceable.

A unilateral contract is an agreement in which one party makes
a promise to do something in return for an act of some sort. In
contrast, a bilateral contract is one in which both parties make
promises. A bilateral contract comes into existence the moment the
two promises are made. A breach of contract occurs when one of the
two parties fails to keep the promise.

A contract can be either express or implied. An express contract
requires some sort of written or spoken expression that indicates the
desire of the parties to enter the contractual relationship. An implied
contract is created by the actions or gestures of the parties involved in
the transaction.

In some situations, laws require certain types of contracts to be
in writing. A written contract does not have to be a long, formal,
preprinted agreement. A written contract may take the form of a
letter, sales slip and receipt, notation, or memorandum. A written
contract may be typed, printed, scrawled, or written in beautiful
penmanship.

35



ATy
t KM(*) praBﬂeHl/Ie AUCTAHIIUOHHOTO OGy‘leHl/IH W NMOBbIIIEHHU A KBEIJ'II/Id)I/IKaL[l/II/I

| AHTJIMHACKUH S3BIK

One who knowingly accepts benefits from another person may
be obligated for their payment, even though no express agreement
has been made. Agreements of this type can be either implied in fact
or implied in law.

Contracts implied by the direct or indirect acts of the parties are
known as implied-in-fact contracts.

An implied-in-law contract can be imposed by a court applying
reasons of justice and fairness when someone is unjustly enriched at
the innocent expense of another. It is used when a contract cannot be
enforced or when there is no actual written, oral, or implied-in-fact
agreement. An implied-in-law contract is also called a quasi-contract.
It does not result from the mutual assent of the parties such as an
express or implied-in-fact contract.

Under common law principles, a formal contract differs from
other types in that it has to be written; signed, witnessed, and placed
under the seal of the parties; and delivered.

A special type of formal contract — contract of record — is not a
contract in the true sense of the word because it is court created, and
it does not have all the elements of a valid contract. Often, such a
contract is one that has been confirmed by the court with an
accompanying recorded judgment giving the successful litigant the
right to demand satisfaction of the judgment.

An oral or written contract that is not under a seal or is not a
contract of record is considered an informal contract (also known as a
simple contract). An informal contract generally has no requirements
as to language, form, or construction. It comprises obligations entered
into by parties whose promises are expressed in the simplest and,
usually, most ordinary nonlegal language.

After a contract has been negotiated, all obligations must then
be satisfactorily performed in order for the contract to be executed. A
contract that has not yet been fully performed by the parties is called
an executory contract. When a contract's terms have been completely
and satisfactorily carried out by both parties, the contract becomes an
executed contract. Such a contract is no longer an active agreement
and is valuable only if a dispute about the agreement occurs.

Exercise 1. OTBeTbTe Ha BONPOCHI.

1. How are the two contracting parties called?

2. What are the requirements of an offer?

3. Can it be called an acceptance when the offeree changes the
terms?

4. What does the mutual assent suppose?
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5. In what cases do people have the right to abandon their con-
tracts?

6. What is a consideration and why is it an important element
of a contract?

7. What makes the contract illegal?

8. Can quasi-contract be called a contract in the true sense of
the word?

9. What is the contract of record?

Exercise 2. HaiianTe sKBMBaJIEHTbI B TEKCTe.

SIBHO BbIpa)XEHHbI [10roBOP; NOApa3yMeBaEMbIi 10roBoOp; Nn-
L0, MO OTHOLIEHWNIO K KOTOPOMY MPUHSITO 06513aTeNbCTBO; KPeauTop
no 06a3aTenbCTBY; NMLO, NPUHSBLUEE Ha cebsi 06513aTeNbCTBO; A0SK-
HUK No 06s3aTenbCTBY, Ae6UTOP; KPeauTop MO AOrOBOPY; AO/MKHUK
Mo AOroBOpY; AOrOBOP, HE MOryLWWI 6biTb NPUHYAUTENBHO OCYLLECTB-
NEHHbIM B MCKOBOM MOPSAAKE; OCMOPUMas CAeNKa; HAYTOXHAs CAeska.

Exercise 3. Bocnonb3yitecb cnoBapeM u noabepute
noaxoasilme C/10Ba U BbIPaXKeHus.

Bosme3aHbIi foroBop; 6e3B03Me3AHbLIN AOrOBOP; MYy6AWUYHLI
[OroBOp; NpeaBapuUTeNbHLIN AOrOBOP; AOrOBOP B MOMb3y TPETbEro
nuua; TONKOBaHWE AOroBopa; NpocTasi NMcbMeHHasi (hopMa Aoroeopa.

Exercise 4. BbiCka)xutecb o ogHOMW M3 NpeasioXKeHHbIX
TeM.

1. Identify the six elements of a contract.

2. Distinguish contracts from other agreements made between
different parties.

3. Explain the nature of valid, void, voidable, and unenforceable
contracts.

4. Contrast unilateral and bilateral contractual arrangements.

5. Outline the difference between express and implied con-
tracts.

6. Contrast the nature of a formal contract with that of an in-
formal contract.

7. Explain how executory contracts differ from executed con-
tracts.

Exercise 5. CoctaBbTe AMasior Ha 3afaHHYIO TEMY.

In Kunian v. Development Corp. of America, the seller of
plumbing and heating materials entered into an installment contract
with the buyer. Several months later the buyer was $38,000 behind in
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payments for installments of goods delivered. After the seller de-
manded assurance of performance from the buyer, the buyer prom-
ised that he would pay the outstanding indebtedness if the seller
would continue his performance. When a month passed and the buyer
had made no further payments, the seller informed the buyer that no
further deliveries would be made unless the buyer deposited in es-
crow a sufficient amount of cash to pay for the delivered goods. The
court held that the seller had «reasonable ground for insecurity» and
that his suspension of performance was justified.

Unit 3 OFFER AND ACCEPTANCE
Vocabulary

acceptance — akuenT, akuenToBaHue

cost-plus contract — forosop Ha ycnosusax onnatbl akTude-
CKMX pacxodoB C Ha4yMCNEHMEM OMpeaeneHHOro MpoueHTa OT 3TMX
pacxoaoBs

counteroffer — BcTpeuHoe npeanoxeHue; KOHTpodepTa

current market price contract — porosBop Ha YycnoBusix
OnaThbl MO TEKYLUMM PbIHOYHBIM LieHaM

firm offer — npeanoxeHne TOoBapa WM UEHHbIX Bymar no
TBEpAOV LieHe; TBepAoe NpeasioXeHve

invitation to trade — npvrnawenve caenatb odepTy

mirror image rule — npaBuio 3epkasnbHOro oTobpaxxeHns

offer — npegnoxexue; odepta

offeree — agpecat odepTbl; MU0, KOTOPOMY AenaeTcs npea-
NoXeHune

offerer — ocepeHT; NMUO, Aenatowiee nNpeanoxeHue

option contract — OnuUMOHHbIN KOHTPAKT

output contract — gorosop 0 npogaxe BCeN NPOU3BEAEHHO
npoayKumm

public offer — odepTa, obpalleHHas K HeonpeaeneHHOMY Kpy-
ry nuy

rejection — OTK/IOHEHWE, OTKa3

requirements contract — KoHTpakT «Ha Bce noTpebHoCT no-
Kynatens» (npegycMaTpuBalolMiA 3aKyrKy MOKynaTesneM TONbKo Y
OHOMO MOCTaBLLMKA)

revocation — oTMeHa, aHHyNMpoBaHWe; peBoKaLus

The first element of a valid contract is the existence of an offer.

An offer is a proposal made by one party to another indicating a

willingness to enter into a contract. The person who makes an offer is

called an offeror. The person to whom the offer is made is called
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the offeree. An offer is valid only if it has serious intent, has clear and
reasonably definite terms, and has been communicated to the offeree.

An offer is invalid if it is made as an obvious joke, during an
emotional outburst of rage or anger, or under circumstances that
might convey a lack of serious intent. The offerer's words or actions
must give the offeree assurance that a binding agreement is intended.
Serious intent is determined by the offerer's words and actions and by
what the offeree believed was intended by those words and actions.

The offerer's words must give the offeree assurance that a
binding agreement is intended.

The terms of an offer must be sufficiently clear to remove any
doubt about the contractual intentions of the offerer.

The communicated terms of an offer must be sufficiently clear
to remove any doubt about the contractual intentions of the offerer.
No valid offer will exist when terms are indefinite, inadequate, vague,
or confusing.

In general, an offer should include points similar to those
covered in a newspaper story — who, what, when, where, and how
[much] — if it is to be clear, definite, and certain. In other words, the
offer should identify the parties involved in the contract, the goods or
services that will be the subject matter of the contract, the price the
offerer is willing to pay or receive, and the time required for the
performance of the contract.

Sometimes laws permit offers to omit certain information. They
can state that even though one or more terms are left open a contract
for sale does not fail for indefiniteness if the parties have intended to
make a contract and there is a reasonably certain basis for giving an
appropriate remedy. For example, cost-plus contracts, output
contracts, requirements contracts, and current market price contracts
are enforceable even though they are not complete in certain matters.
A cost-plus contract does not include a final price. Instead, that price
is determined by the cost of labor and materials plus an agreed
percentage markup. An output contract is an agreement in which one
party consents to sell to the second party all the goods that party
makes in a given period of time. A requirements contract is an
agreement in which one party agrees to buy all of the goods it needs
from the second party. Finally, a current market price contract is an
agreement in which prices are determined with reference to the
market price of the goods on a specified date.

An offer must be communicated to the offeree to be valid. The
communication of the offerer's intentions may be by whatever means
is convenient and desirable. It may be communicated orally or by
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letter, telegram, or any other means capable of transmitting the
offerer's proposal. It may also be implied. Acts and conduct of the
proposing party are, in many cases, successful in communicating an
intention to make an offer to another party witnessing them. When
acts and conduct are sufficient to convey an offerer's intentions, an
implied offer results.

At times, an offer must be communicated to a party whose
name, identity, or address is unknown. In such cases, a public offer is
made. A public offer is made through the public media but is intended
for only one person whose identity or address is unknown to the
offerer. The classic example of a public offer is an advertisement in a
lost-and-found column in a newspaper.

By contrast, invitations to trade are not offers. An invitation to
trade is an announcement published for the purpose of creating
interest and attracting a response by many people. Newspaper and
magazine advertisements, radio and television commercials, store
window displays, price tags on merchandise, and prices in catalogs
are included within this definition. In the case of an invitation to trade,
no binding agreement develops until a responding party makes an
offer that the advertiser accepts.

The second major element in a binding contract is acceptance
of the offer. An acceptance means that the offeree agrees to be
bound by the terms set up by the offerer in the offer. Only the
offeree, the one to whom the offer is made, has the right to accept an
offer. If another party attempts to accept, that attempt would actually
be a new and independent offer.

Unilateral contracts do not usually require oral or written
communication of an acceptance. When the offerer makes a promise
in a unilateral contract, the offerer expects an action, not another
promise in return. Performance of the action requested within the
time allowed by the offerer and with the offerer's knowledge creates
the contract.

In bilateral contracts, unlike unilateral ones, the offeree must
communicate acceptance to the offerer. Bilateral contracts consist of a
promise by one party in return for a promise by the other. Until the
offeree communicates a willingness to be bound by a promise, there
is no valid acceptance.

An offer may be accepted by either express or implied means of
communication. In an express acceptance, the offeree may choose
any method of acceptance, unless the offer states that it must be
made in a particular manner. A stipulation such as «reply by Federal
Express» or «reply by certified mail» in the offer must be carried out
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to complete an acceptance.

To be effective, an acceptance must be unequivocal, which
means that the acceptance must not change any of the terms stated
in the offer. Under common law, this stipulation is known as the
mirror image rule.

Under the mirror image rule, the terms stated in the acceptance
must duplicate the terms in the offer. If the acceptance changes or
qualifies the terms in the offer, it is not an acceptance but a
counteroffer. A counteroffer is a response to an offer in which the
terms of the original offer are changed. No agreement is reached
unless the counteroffer is accepted by the original offerer.

In contracts for the sale of goods, as long as there is a definite
expression of acceptance, a contract will result even though an
acceptance has different or additional terms. If both parties are not
merchants, the different or additional terms are treated as proposals
for amendment to the contract. If the parties are both merchants,
however, the different or additional terms become part of the contract
unless (a) they make an important difference, (b) the offerer objects,
or (c) the offerer limits acceptance to its terms.

Acceptance may result from the conduct of the offeree. Actions
and gestures may indicate the offeree's willingness to enter into a
binding agreement.

As a general rule, silence is not an acceptance. If, however,
both parties agree that silence on the part of the offeree will signal
acceptance, then such an acceptance is valid.

Another exception to the general rule occurs when the offeree
has allowed silence to act as acceptance. The offerer cannot force the
offeree into a contract by saying silence will mean acceptance. The
offeree, however, can force the offerer into a contract if the offerer
established the silence condition.

A rejection comes about when an offeree expresses or implies
refusal to accept an offer. Rejection terminates an offer and all
negotiations associated with it. Further negotiations could commence
with a new offer by either party or a renewal of the original offer by
the offerer. Rejection is usually achieved when communicated by the
offeree.

A revocation is the calling back of the offer by the offerer. With
the exception of an option contract and a firm offer, an offer may be
revoked anytime before it has been accepted. The offerer has this
right, despite what might appear to be a emphasis moral obligation to
continue the offer. An offer may be revoked by communication,
automatic revocation, passage of time, death or insanity of the
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offerer, destruction of the subject matter, or the subsequent illegality
of the contract.

An offer may be revoked by the offerer communicating that
intention to the offeree before the offer has been accepted.
Revocation is ineffective if the acceptance has already been
communicated, as by mailing the acceptance in response to a mailed
offer. Direct communication of revocation is not required if the offeree
knows about the offer's withdrawal by other means.

When the terms of an offer include a definite time limit for
acceptance, the offer is automatically revoked at the expiration of the
time stated.

An option contract is an agreement that binds an offerer to hold
open an offer for a predetermined or reasonable length of time. In
return for this agreement to hold the offer open, the offerer receives
money or something else of value from the offeree. Parties to an
option contract often agree that the consideration may be credited
toward any indebtedness incurred by the offeree in the event that the
offer is accepted. Should the offeree fail to take up the option,
however, the offerer is under no legal obligation to return the
consideration.

Option contracts remove the possibility of revocation through
death or insanity of the offerer. The offeree who holds an option
contract may demand acceptance by giving written notice of
acceptance to the executor or administrator of the deceased offerer's
estate or to the offerer's legally appointed guardian.

A special rule has emerged in international law. This rule holds
that no consideration is necessary when a merchant agrees in writing
to hold an offer open. This is called a firm offer.

Exercise 1. OTBeTbTE Ha BONPOCHI.

1. What is an offer?

2. What is to be done in order to remove any doubt about con-
tractual intentions of the offer?

3. What information should the offer include?

4. What is a cost-plus contract?

5. What does a current market price contract suppose?

6. What are the ways to transmit the offerer's proposal?

7. What is a public offer?

8. In what cases are acts and conduct of the proposing suc-
cessful?

9. Who has a right to accept an offer/ how is an offer rejected?
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Exercise 2. HaiauTe 3KBUBaJIeHTbl B TEKCTE.

[JoroBop Ha ycnoBusx onnatbl (aKTUYECKMX pacxodoB C
HauMCNeHNEM OMpeaeneHHOro NpoUeHTa OT 3TUX pacxodoB; AOrOBOP
Ha YCNOBMSIX OMaTbl MO TEKYLMM PbIHOYHLIM LIEHAM; MpeanoXxeHne
TOBapa WM LUEHHbIX ByMar no TBepAoW LeHe; npuriaweHne caenatb
odepTy; agpecaT odepTbl; odepeHT; odepTa, obpalleHHast K He-
onpefeneHHOMY Kpyry /inl; OTK/IOHEHWE; aHHYIMPOBaHUe.

Exercise 3. Bocnonb3yiitecb cnosapeM M noabepurte
noaxoasimMe c/10Ba U Bblpa)KEHUS.

OT3biB akuenTa; nybnmuHas odepTa; u3BeleHne 06 OT3biBe
odepTbl; 6€30T3bIBHOCTb 0EPTLI; NpUrnaweHne aenate odepTy; ak-
uenT, I'IO)'Iy‘-IGHHbIVI C Oono3agaHneMm,; 0TkKa3 OT aKuenTa.

Exercise 4. BbiCKa)kxuTeCb No OAHOM M3 NpeasoXKeHHbIX
TeMm.

1. Identify the three requirements of a valid offer.

2. Differentiate between a public offer and an invitation to
trade.

3. Explain acceptance of an offer in the cases of a unilateral
contract and a bilateral contract.

4. Discuss the mirror image rule.

5. Relate the various means by which an offer can be revoked.

6. Explain what is meant by a firm offer.

Exercise 5. CoctaBbTe AMasior Ha 3afaHHYIO TEMY.

In Universal QOil Products. v. S.C.M. Corp., the seller sent a writ-
ten offer to the buyer that did not contain a provision for arbitration of
any disputes. The buyer responded with a written purchase order that
did contain a provision for arbitration. The court treated the buyers
order as a counteroffer, rather that as an acceptance with a proposal
for additional terms. Since the seller shipped the goods pursuant to
the buyers order, the court found that the seller thereby accepted the
counteroffer and became bound to arbitrate.

Unit 4 CONTRACTUAL CAPACITY
Vocabulary

abandon — oTka3blBaTbCa (HanpuMep, OT npasa NpUTA3aHUS)
affirmance - yTBepxxaeHune, noaTsepxaeHune
capacity — npaBocnocobHoCTb; AeecnocobHOCTb
disaffirm — oTMeHsTb; OTKa3biBaTb B NOATBEPXKAEHUN
emancipated — 3MaHCU- NUPOBaHHbIN
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majority — coBepweHHoneTtne

minority — HecoBepLueHHoNeTHE

necessaries — HeobxoanMble NpeaMeTbl UK YCIyru
ratification — patudukaums; nocneaytowee ogobpeHune
rebuttable presumption — onposepxvmas npesymnums

The law has established a general presumption that anyone
entering into a contractual relationship has the legal capacity to do so.
This statement means that someone enforcing an agreement does not
have to prove that when the contract was entered into the other party
had contractual capacity. However, this is a rebuttable presumption;
that is, a defending party (a minor, mental incompetent, or
intoxicated person) has the right to attack the presumption in order to
rescind a contract. Minors are generally excused from contractual
liability due to their incapacity; their contracts are voidable.

Under common law, the term minority described persons who
had not reached the age of 18 or 21 depending on jurisdiction. Upon
reaching that age, a person attained majority.

In some jurisdictions, minors who become emancipated and are
no longer under the control of their parents are responsible for their
contracts. Emancipated minors include those who are married and
those who leave home and give up all rights to parental support.
These minors are said to have abandoned the usual protective shield
given them.

Minors sometimes lie about their ages when making contracts.
Despite the misrepresentation of age, most jurisdictions allow minors
to disaffirm or void contracts. Executory contracts, those that have
not been fully performed by both parties, may be repudiated by a
minor at any time.

Goods and services that are essential to a minor's health and
welfare are necessaries. Necessaries include food, clothing, shelter,
and medical and dental services. In determining whether goods and
services qualify as necessaries, the court inquires into the minor's
family status, financial strength, and social standing or station in life.
A minor's contract covering only the fair value of necessaries is
enforceable against the minor.

An individual may disaffirm an agreement made during minority
before or within a reasonable time after reaching adulthood. Failure to
disaffirm within a reasonable period of time after reaching adulthood
would imply that the contract had been ratified. The method of
disaffirmance is fundamentally the same as that of ratification.
Disaffirmance may be implied by the acts of the individual after
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achieving majority, as by a failure to make an installment payment.

Ratification, or affirmance, the willingness to abide by
contractual obligations, may be implied by using the item purchased,
making an installment payment, paying off the balance of money
owed on a previously voidable contract, or continuing to accept goods
and services provided under a contract after becoming of full age.
Affirmation may also result from the person's oral or written
declaration to abide by the contract. These and other acts ratify an
existing agreement and elevate it to the status of one that is
enforceable against an adult.

Individuals who buy something from a minor have voidable
ownership rights because the minor has the right to disaffirm the
contract. The law permits a person having voidable ownership rights
to transfer valid ownership rights to an innocent third-party purchaser
of those goods. Thus, disaffirmance by a minor will not require the
innocent purchaser to return the goods (real estate is an exception).

Persons deprived of the mental ability to comprehend and
understand contractual obligations have the right to disaffirm their
contracts.

A contract made by a person who is mentally infirm or who
suffers from mental illness may be valid, if the person's infirmity or
illness is not severe enough to rob that person of the ability to
understand the nature, purpose, and effect of that contract. Thus,
mental retardation or mental illness does not necessarily reduce a
person's ability to enter into contracts. The legal question to be
answered is whether the mental problem is so serious that the person
did not understand the nature of the contract. If that is the case, the
mentally infirm or mentally ill person may disaffirm any contract
except one for necessaries. The person judged incompetent must
return all consideration received, if he or she still has it.

Persons declared to be insane by competent legal authority are
denied the right to enter contracts. Any contractual relationship with
others results in a void agreement. In most jurisdictions, persons who
knowingly take advantage of someone who is declared insane are
subject to criminal indictment and prosecution.

Contracts agreed to by persons under the influence of alcohol
or drugs may be voidable. Incompetence related to either alcohol or
drug use must be of such a degree that a contracting party would
have lost the ability to comprehend or to be aware of obligations
being accepted under the contract. Disaffirmance in such cases
requires the return to the other party of all consideration that had
been received. However, such a return may be refused if evidence
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indicates that one party took advantage of the other's drunken or
weakened condition.

Exercise 1. OTBeTbTE Ha BONMPOChHI.

. When a minor disaffirms a contract what is he entitled to?

. Give definition of minority and majority.

. In what cases are the minors liable on their contracts?

. What privilege do the minors have?

. Explain what necessaries are.

. When are the parents liable for contracts executed by mi-

AU WN =

nors?

7. When may people ratify contracts made during minority?

8. What rights do people who suffer from mental illnesses have
when they make a contract?

Exercise 2. HaiauTe 3KBMBaJZIeHTbl B TEKCTE.

OTKka3blBaTbCS; YTBEPXKAEHUE; MPaBOCNOCOBHOCTb; Aeecrnocob-
HOCTb; OTKa3blBaTb B MOATBEPXAEHUW, 3MaHCUMUPOBATb, paTVICbVIKa-
uusi; onpoBepXMMas npesyMmnums; nocneayouee ogobpeHume.

Exercise 3. Bocnonb3yitecb cnoBapeM u noabepute
noaxoasilume C/1I0Ba U BbiPaXkeHus.

MpaBOCNOCO6HOCTb; AEECMNOCOOHOCTb; WMYLIECTBEHHAs OTBET-
CTBEHHOCTb Ipa)XXaaHuHa, HeaonyCTMMOCTb JIUWWEHUA U OrpaHUYEHUA
NpaBoCrocobHOCTN M AeecnocobHOCTY; OMeKa; MOMeYnTENbCTBO; pac-
MopsiKEHME UMYLLECTBOM NOAOMNEYHOrO; OpUANYECKOE NULIO.

Exercise 4. BbiCKa)kuTeCb N0 OAHOW U3 NpeaI0XKEeHHbIX
TeM.

1. Describe the general legal presumptions with regard to a
party's capacity to create a contract.

2. Explain why the law allows minors to void contracts for any-
thing other than necessaries.

3. Distinguish between emancipation and abandonment and
explain the meaning of each concept.

4. Assess the potential liability of minors who lie about their age
when entering into a contract.

5. Contrast the legal liability of minors in contracts involving ne-
cessaries with their legal liability in contracts that do not involve ne-
cessaries.

6. Identify types of contracts that the law may except from the
general rule that contracts by minors are voidable by the minor.
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7. Contrast the contractual capacity of persons declared legally
insane with that of those not declared legally insane.

8. Discuss the contractual capacity of drugged or intoxicated
persons.

Exercise 5. CoctaBbTe AnaJsior Ha 3aaHHYI0 TEeMY.

In Jefferson Credit Corp. v. Marcano, a buyer who had «at best
a sketchy knowledge of English language» signed an automobile in-
stallment sales contract which waived the implied warranties of mer-
chantability and fitness for a particular purpose. The court found «it
can be stated with a fair degree of certainty» that the buyer neither
knew nor understood that he had made such waivers, even though
they were printed in large black type.

Thus, the assumption of consumer ignorance may, among oth-
er things, be based upon his proven inability to read the language, in
which the contract was printed, his proven lack of education or upon
his status as a poor person. Seller's guile often takes the form of a
clause difficult to understand and placed in fine print on the rear of
the contract. However, it may also take the form of fraud, sharp prac-
tice, high-pressure salesmanship, and so on.

Unit 5 LEGALITY
Vocabulary

conspiracy — crosop (0 coBepLleHWM NpecTynieHns)

exculpatory agreement — onpasgaTenbHOe, ornpasablBato-
Lee cornaweHve

in pari delicto — pagHas BuHa

local option — npaBo >wuTenein okpyra KOHTPOSMPOBaTL WM
3anpeLwaTb

public policy — ny6nnyHbIn nopsiaok

restraint of trade — orpaHnuyeHve cBoboabl TOProenu

usury — pocToBLUMYECTBO

An agreement may involve a valid offer, an effective
acceptance, mutual assent, competent parties, and valid consideration
and still be void because of illegality. Parties cannot be allowed to
enforce agreements that are contrary to the law. The most obvious
type of illegal contract is one in which the parties agree to perform
some unlawful activity.

Some activities that are neither crimes nor torts have been
made illegal by specific statutory enactments. Chief among these
activities are usurious agreements, wagering
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agreements, unlicensed agreements, unconscionable agreements.

The illegal practice of charging more than the amount of
interest allowed by law is called usury. To protect borrowers from
excessive interest charges, jurisdictions have passed laws that specify
the rate of interest that may be charged in lending money.

Any agreement or promise concerning gambling or a wager is
invalid and may not be enforced. States make exceptions when bets
are placed in accordance with laws that permit horse racing, lotteries,
church-related or charitable games of bingo, and gambling casinos
regulated by government authority.

Certain businesses and professions must be licensed before
they are allowed to operate legally. One reason for requiring a license
is to provide a source of revenue, part of which is used to supervise
the business or profession being licensed. Another objective of
licensing is to provide supervision and regulation of businesses and
professions that might inflict harm on the public if they were allowed
to operate without such controls. In this category are physicians,
nurses, dentists, attorneys, engineers, architects, and others in public
service who must be closely supervised for the protection of the
public. Courts distinguish between a license for revenue and a license
for protection of the public. If a license is required simply to raise
revenue, the lack of a license will not necessarily void a contract. In
contrast, if a licensing requirement is designed to protect the public, it
is likely that unlicensed people will not be able to enforce their
contracts.

A court is not required to enforce a contract or any part of a
contract that it feels is unconscionable. An agreement is considered
unconscionable if its terms are so grossly unfair that they shock the
court's conscience. If the court so desires and if it can do so to avoid
the unfair consequences, it can also limit how the unconscionable
clause in an agreement is carried out.

The government has the power to regulate the health, safety,
welfare, and morals of the public. Any action that tends to harm the
health, safety, welfare, or morals of the people is said to violate public
policy. Public policy is a general legal principle that says no one should
be allowed to do anything that tends to injure the public at large.
Agreements most commonly invalidated, as contrary to public policy
are those to obstruct justice, interfere with public service, defraud
creditors, escape liability, and restrain trade.

Agreements to obstruct justice include agreements to protect
someone from arrest, to suppress evidence, to encourage lawsuits, to
give false testimony, and to bribe a juror. The category also includes a
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promise not to prosecute someone or not to serve as a witness in a
trial. Any agreement promising to perform any of these activities
would be void.

Agreements interfering with public service are illegal and void.
Contracts in this group include agreements to bribe or interfere with
public officials, obtain political preference in appointments to office,
pay an officer for signing a pardon, or influence a legislature illegally
for personal gain.

Agreements to defraud creditors, that is, those that may
remove or weaken the rights of creditors, are void as contrary to
public policy. Thus, a debtor's agreement to sell and transfer personal
and real property to a friend or relative for far less than the actual
value would be void if it were done for the purpose of hiding the
debtor's assets from creditors who had a legal claim to them.

A basic policy of the law is that all parties should be liable for
their own wrongdoing. Consequently, the law looks with disfavor on
any agreement that allows a party to escape this responsibility. One
device frequently used to escape legal responsibility is the exculpatory
agreement. An exculpatory agreement is usually found as a clause in
a longer, more complex contract or on the backs of tickets and
parking stubs. The exculpatory clause states that one of the parties,
generally the one who wrote the contract, is not liable for any
economic loss or physical injury, even if that party caused the loss or
injury.

The law tries to be a constant protector of the rights of persons
to make a living and to do business freely in a competitive market. If
persons enter into contracts that take away these rights, the law will
restore the rights to them by declaring such contracts void. A restraint
of trade is a limitation on the full exercise of doing business with
others.

Agreements made with the intent to suppress competition, fix
prices, and the like are void as illegal restraints of trade.

When the entire agreement is tainted with illegality, no valid
contract results. Even though specific sections of the agreement may
be legally enforceable if standing alone, illegality of any part of the
entire contract renders it void.

When an agreement is divisible and the illegal promises and
acts are completely segregated from other sections that are not
tainted by illegality, courts may enforce those parts that are legal and
rescind those parts ruled illegal and invalid. Enforcement of parts
determined to be valid and enforceable, of course, is tempered by the
extent of illegality of the other divisible parts.

49



TKkun

(*) praBﬂeHl/Ie AUCTAHIIUOHHOTO OGy‘ieHl/Iﬂ W NMOBbIIIEHHU A KBEIJ'II/I(bI/IKaL[l/II/I

AHTJIMHACKUH S3BIK

When both parties to an illegal agreement are equally wrong in
the knowledge of the operation and effect of their contract, they are
said to be in pari delicto (in equal fault). In such cases, the court will
not give aid to either party in an action against the other and will not
award damages to either.

When the parties are not in pari delicto, relief will often be
allowed if sought by the more innocent of the two. Although this rule
is not applicable when one party may be less guilty of premeditation
(plotting or planning an illegal act) and intent to achieve a gain
through known illegal acts, it may be applied when one party is
unaware that a law is being broken and has no intent to do a wrong.

Exercise 1. OTBeTbTe Ha BONPOCHI.

1. What is the most obvious type of illegal contract?

2. Explain the term usury.

3. What has been done to protect borrowers from excessive in-
terest charges?

4. What are the objectives of licensing?

5. What does the term in pari delicto mean?

6. What does the exculpatory clause state?

7. What may be the consequences of illegal contracting?

Exercise 2. HaiiguTe 3KBUBaJIeHTbl B TEKCTE.
CroBsop; onpasabiBaloLLiee MOSIOXEHNE; paBHas BWMHA; nyb6nuny-
HbI NOPSIAOK; OrpaHnyeHne cBoboabl TOProB/n; POCTOBLUMYECTBO.

Exercise 3. Bocnonb3yiiTecb cioBapeM M nop6epurte
noaxoasilme C/10Ba U BbIPaXKeHUs.

Ocnopumas caenka; NpUTBOpHasi CAENKa; MHUMas caenka; no-
CNEeACTBUS HEeAEWCTBUTENbHLIX CAENOK; ABYCTOPOHHSIS PECTUTYLUS;
Cllenka coBeplleHHas noa BAWSHUEM 3abnyXaeHus; cAenka coBep-
LeHHasa Noja BAMsHMEM o6MaHa; cAenka COBEpLUEHHas Nof BIUSHUEM
Yrpo3bl; OrpaHUMYeHNe NOSTHOMOYMIM Ha COBEPLUEHME CAENKM; BbIXOZ 3a
npeaensl orpaHUYeHnii; Npeaenbl NpaBoCcrocobHOCTH; Lenb AeaTeNb-
HOCTW IOPUANYECKOro NNLA; NIMLEH3NUSA OpraHM3aLun; HeaelcTBUTENb-
HOCTb MO WCKY.

Exercise 4. BbiCKa)xuTeCb N0 OAHOI U3 NpPeRI0IKEeHHbIX
TeM.

1. Distinguish between licenses designed to raise revenue and
those designed to provide supervision and regulation of a business or
profession.
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2. Determine the legal effect of a contract made by parties who
are not licensed in a particular business or profession.

3. Describe when the courts might consider an agreement un-
conscionable and indicate how a party might defeat a claim of uncon-
scionability.

4. Explain the legal principle of public policy and note how the
courts usually treat agreements found contrary to public policy.

5. Distinguish between the application and effect of in pari de-
lictco when an illegal contract is entire and indivisible and when it is
divisible.

Exercise 5. CoctaBbTe AMaJior Ha 3aaHHYI0 TEMY.

In Toker v. Westerman, the defendant had purchased a refrig-
erator-freezer for a cash price of $899.98. The total price including
interest, insurance, etc. was $1,299.76. At trial, an appliance dealer
had testified that the freezer in question was known in the trade as a
«stripped unit» and that a reasonable price at the time of the sale
would have been between $350.00 and $400.00. The holding of the
court rests exclusively on excessiveness of the price, and it reads as
follows:

Suffice it to say that in the instant case the court finds as
shocking and therefore unconscionable, the sale of goods for approx-
imately two and one-half times their reasonable retail value. This is
particular so where, as here, the sale was made by a door-to-door
salesman for a dealer who therefore would have less overhead ex-
pense than a dealer maintaining a store or showroom.

Unit 6 DISCHARGE AND REDEMIES
Vocabulary

actual damages — hakTnyeckuin, peanbHblit yuiepb

anticipatory breach — npekpawerve (gorosopa) 40 HacTyn-
JIEHMS1 CPOKA UCMOSTHEHUS

compensatory damages - KOMMNeHCaTOpHble, peasibHble,
hakTnyeckme yobITku

complete performance — OKOHYEHHOE WCMOSIHEHWE; COBEP-
LUEHNE

condition concurrent — B3anmoszaBucuMmble ycrioeust (noane-
)alumMe 0aHOBPEMEHHOMY UCMOSTHEHMIO)

condition precedent — npeasapvTensHoe ycnosue

condition subsequent — nocneayoulee, pe3oniOTUBHOE, OT-
MEHMUTESIbHOE YCNOoBME

consequential damages — KoCBeHHbIE YObITKM
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general release — 0Tka3 OT HaCTOAWMX U Byaywmx NpuTs3a-
HWUIA, 0BLIMIA OTKa3

incidental damages — no6o4yHble, Cy4aliHble YObITKM

injunction — cyaebHbii1 3anpet

liquidated damages — 3apaHee oueHeHHbIe YObITKM; OLEHOY-
Hasi HeYCTOWKa; JIMKBUAHbIE YObITKM

mutual rescission — B3anMHOe aHHyMpOBaHWe, npekpalle-
HMe

nominal damages — HOMWHanbHble YObLITKM; HOMUWHaNbHOE
BO3MeELLEHME, UMEtoLLIEe CUMBONNYECKOE 3HaUYeHne

performance — ncnosiHeHve; coBepLleHne

punitive damages — yb6biTkKM NpuUCyXXOAaeMble B Ka4vecTse
HaKkasaHusl

reasonable time — pa3ymMHO He06X0AMMbIN CPOK

satisfactory performance — pocratoyHoe, ybeauTenbHoe
UCNOMHEHWe

specific performance — ncnonHeHne B HaType, peanbHoe uc-
NMONIHEHUE

speculative damages — npegnonaraembie ybbITku

substantial performance — ncrnonHeHve Bcex CyLLECTBEHHbBIX
YCroBUA 10roBopa

tender of payment — npeanoxeHune nnarexa

tender of performance — npegnoxeHne NCNonHeHMs

termination by waiver — oTka3 npasoobnagatens oT 4ero-
nmbo

Most contracts are discharged by performance, which means
that the parties do what they agreed to do under the terms of the
contract. When performance occurs, the obligations of the parties
end. Sometimes, however, the parties do not perform in a timely or
satisfactory manner. At other times, they perform partially but not
completely. At still other times, they do not perform at all.

When the time for performance is not stated in the contract,
the contract must be performed within a reasonable time. A
reasonable time is the time that may fairly, properly, and conveniently
be required to do the task that is to be done, with regard to attending
circumstances.

When either personal taste or objective standards have
determined that the contracting parties have performed their
contractual duties according to the agreement, satisfactory
performance exists. Satisfactory performance is either an express or
implied condition of every contract.
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When both parties fully accomplish every term, condition, and
promise to which they agreed, complete performance occurs. When a
party, in good faith, executes all promised terms and conditions with
the exception of minor details that do not affect the real intent of their
agreement, substantial performance occurs. Complete performance
terminates an agreement, discharging the parties of any further
obligation to one another. Ordinarily, substantial performance also
serves to discharge the agreement but with a difference. A party, who
complains that performance has been substantial, but not complete,
has the right to demand reimbursement from the offending party to
correct those details that prevented complete performance.

Failing to fulfill or accomplish a promise, contract, or obligation
according to its terms defines nonperformance.

Parties to a contract may stipulate the time and conditions for
termination and discharge as part of their agreement. They also may
subsequently agree not to do what they had originally promised. The
latter is the case when there is a mutual rescission of the contract, a
waiver of performance by one or more of the parties, a novation, or
an accord and satisfaction to liquidate an outstanding debt or
obligation.

During contract negotiation, parties may agree to certain terms
that provide for automatic termination upon the occurrence or
nonoccurrence of stated events. These terms are categorized as
conditions subsequent.

Contracting parties may, either before or after performance
commences, rescind their contract as a result of further negotiation
and by their mutual assent. Mutual rescission requires both parties to
return to the other any consideration already received or to pay for
any services or materials already entered.

When a party with the right to complain of the other party's
unsatisfactory performance or nonperformance fails to complain,
termination by waiver occurs. It is a voluntary relinquishing (waiver)
of one's rights to demand performance. A waiver differs from a
discharge by mutual rescission in that a waiver entails no obligation
by the parties to return any consideration that may have been
exchanged up to the moment of rescission. Discharge by waiver,
when made, is complete in itself.

By novation, the parties to a contract mutually agree to replace
one of the parties with a new party. The former, original, party is
released from liability under the contract.

An accord and satisfaction is a resulting new agreement arising
from a bona fide dispute between the parties as to the terms of their
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original agreement. The mutual agreement to the new terms is the
accord; performance of the accord is the satisfaction. The accord,
although agreed to, is not a binding agreement until the satisfaction
has been made. The original agreement is not discharged, therefore,
until the performance or satisfaction has been provided as promised.

A general release is a document expressing the intent of a
creditor to release a debtor from obligations on an existing and valid
debt. A general release terminates a debt and excuses the debtor of
any future payment without the usual requirement that consideration
be given in return.

Occasionally, it becomes impossible to perform a contract.
Conditions that arise subsequent to the making of a contract may
either void the agreement or make it voidable by one of the parties.
Discharge through impossibility of performance may, in some
situations, be allowed only if the specific and anticipated impossibility
has been made a condition to the agreement.

The performance of a promised act may be discharged by
operation of law. Some law that causes the parties to be discharged
from their obligations, such as bankruptcy or the statute of limitations,
comes into play.

A discharge in bankruptcy from a court will be allowed as a
defense against the collection of most, but not all, debts of the
bankrupt. Therefore, most contractual obligations to pay money come
to an end when a party files for bankruptcy.

Statutes providing time limits within which suits may be brought
are known as statutes of limitations. The statute of limitations does
not technically void the debt, but it gives the debtor a defense against
any demand for collection.

When contractual obligations terminate by agreement or by
operation of law, no liability falls to either party. When one of the
parties fails to carry out the terms of a contract, a breach of contract
occurs and liability falls to the party who has not done what was
promised. Breach of contract comes from negligent or intentionally
wrongful performance, expressed repudiation of contractual
obligations, or an abandonment of performance sometimes after
performance has begun. When there is a breach of contract, the
injured party has the right to a remedy in court.

Wrongful performance or nonperformance discharges the other
party from further obligation and permits that party to bring suit to
rescind the contract or to recover money to compensate that party for
any loss sustained. Such compensation is known as damages.

An anticipatory breach (also called constructive breach) occurs
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when a party to a contract either expresses or clearly implies an
intention not to perform the contract even before being required to
act. The repudiation must be clear and absolute. It must also indicate
a deliberate and complete refusal to perform according to the terms
of the contract. Injured parties may seek damages by showing that by
relying on the contract.

Damages describe money awarded to parties who have been
victimized or have suffered injury to their legal rights by others.
Damages are of different kinds, and the nature of a claim usually
determines what type of damages will apply.

A sum of money equal to the real financial loss suffered by the
injured party defines actual damages. Since they are intended to
compensate the injured party, actual damages are also called
compensatory damages. Thus, damages awarded for nondelivery of
promised goods or services would be an amount equal to the
difference between the price stated in the contract and what the
promisee would have to pay elsewhere.

Incidental damages and consequential damages are awarded
for losses indirectly, but closely, attributable to a breach. Incidental
damages cover any expenses paid out by the innocent party to
prevent further loss. Consequential damages result indirectly from the
breach because of special circumstances that exist with a particular
contract. To recover consequential damages, the injured party must
show that such losses were foreseeable when the contract was first
made.

Damages awarded in excess of actual, incidental, or
inconsequential damages where it is shown that the wrongful party
acted with malicious intent and willful disregard for the rights of the
injured party are punitive damages, also called exemplary damages.

Token damages awarded to parties who have experienced an
injury to their legal rights but no actual loss are hominal damages. In
today's practice, the award is usually one dollar.

Speculative damages are computed on losses that have not
actually been suffered and that cannot be proved; they are damages
based entirely on an expectation of losses that might be suffered from
a breach. They differ from future damages in that speculative
damages are not founded on fact but only on hope or expectation.

A decree of specific performance is a court order calling for the
breaching party to do what he or she promised to do under the
original contract of the unique subject matter.

An injunction is an order issued by a court directing that a party
do or refrain from doing something. An injunction may be either
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temporary or permanent.

Exercise 1. OTBeTbTE Ha BONPOCHI.
1. In what terms must be the contract performed when the
time is not stated in the contract?
. How is satisfactory performance of the contract determined?
. How may be the contractual conditions classified?
. What does a condition precedent require?
. Explain what is a condition concurrent.
. Think of examples of conditions subsequent.
. What does tender of performance mean?
. What does mutual rescission require?
. Contrast termination by waiver and mutual rescission.

OooNOOCULThhWN

Exercise 2. HaiiauTe 3KBMBaNIeHTbl B TEKCTeE.

MpekpalleHne AoroBopa A0 HACTYMNIEHUS CPOKa WCMOJIHEHMS;
KOMMEHCATOpHbIE YBbITKM; OKOHYEHHOE MCNOSHEHME; B3aMMO3aBWCU-
Mbl€ YCNOBUS; NPeABapUTENIbHOE YC/IOBKE; OBLLMIA 0TKa3; NOBOUYHbIE,
CNyYaiHble y6bITKM; OLEHOYHAs HEYCTOWKA; HOMWHAJIbHOE BO3Melle-
HWe; ncnosHeHue; ybbITKM, NMpUCY>XOAeMble B KadecTBE HaKasaHus;
pa3yMHO HEO6XOAMMbIN CPOK; AOCTAaTOYHOE WCMOSHEHME; peasibHoe
WCMOJTHEHWE; WCMONIHEHME BCEX CYLUECTBEHHbIX YCIOBWUI AOroBOpa;
npeanoXeHne nnaTtexa; NpeanoXeHne UCMOSIHEHNS; OTKa3 npaBoo6-
nagarenst ot yero-nmbo.

Exercise 3. Bocnonb3yWtecb cnoBapeM M noab6epute
noaxopsimMe cC/1I0Ba U Bbipa)XXeHUs.

NcnonHeHue obs3aTenscTs Haanexauwemy nuuy, WUCNonHeEHue
06513aTeNbCTB TPETbUM JINLOM; UCMOMHEHME anbTepHaTUBHOMO 06s13a-
TENbCTBA; CONMMAApHbIE 00s13aTeNbCTBa; BCTPEYHOE WUCMOSTHEHUE 06Si-
3aTenbCrBa,; UCNOHEHUE o0bsa3aTtenbCcTB no YacT4aM; Ba/lloTa AEHEeX-
HbIX CPeACTB; MPU3HaHWE MpaBa; B3blCKaHUE YObITKOB; MPUCYXKAEHME
K UCMOMHEHMIO 06513aHHOCTEN B HaType.

Exercise 4. Bbicka)kutecb rno ogHOM M3 NpeasioXKeHHbIX
TeM.

1. Compare the different ways the court enforces performance
of a contract.

2. Describe the standards that are used to determine whether
or not the performance of a contract is satisfactory.

3. Contrast complete performance with substantial perfor-
mance.
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4, Discuss the ways that contracts are discharged.
5. Identify the remedies that are available to an injured party
when a contract is breached.

Exercise 5. CoctaBbTe AnaJsior Ha 3aaHHYI0 TEeMY.

In Grandi v. LeSage, the buyer purchased a racehorse for
breeding purposes. The seller had represented the horse to be a stal-
lion; in fact, the horse was a gelding. The buyer revoked acceptance
and brought suit to recover purchase price and incidental damages.
The final award included incidental damages for the care, feeding,
and maintenance of the horse for about three month at $1.50 per
day.
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MODULE 3 EXTRA

Economic security in an era of globalization.
Definition and provision
by Miles Kahler

I

Economic security has preoccupied national governments, in
Asia and elsewhere, when economic shocks have been so unexpected
and severe that existing social and political arrangements appear
threatened. Contemporary globalization — economic integration at the
global level that is no longer limited to the industrialized countries —
accelerated during the 1980s, as programs of economic liberalization
spread throughout the developing world. A sharp increase in capital
flows to developing countries in the early 1990s reinforced positive
views of globalization. That sunny perspective did not last the decade,
however, as successive financial crises affected first Mexico, then East
and Southeast Asia, Russia, and Argentina. Financial crises were
succeeded in the new century by the international effects of an end to
the US high-technology boom and its accompanying stock market
bubble, the shock of 9/11 and the insecurity that followed
(culminating in the Iraq war), and a US administration that appeared
little interested in collaboration to mitigate the effects of globalization
on smaller, more open economies.

The recent vicissitudes of societies in an increasingly integrated
global economy have spurred renewed interest in economic security
and forced its redefinition.

This revised definition in turn has encouraged a search for
policy prescriptions that will increase economic security in the new
environment. Globalization, after undermining the old definition of
economic security, is found at the center of a new definition that
emphasizes the risks of unexpected shocks and economic volatility.
The new definition must capture the causal consequences of
globalization accurately and establish explicit benchmarks for
assessing globalization’s effects on economic security. The design of
national, regional, and global institutions can then be evaluated in
light of three available instruments for enhancing economic security:
insurance, credibility, and adaptation.

Economic security is not a new concern of governments.
Economic instruments have long been part of the toolkit of statecraft,
a means to influence other states and their policies. Economic security

58



ATy
t KM(*) praBﬂeHl/Ie AUCTAHIIUOHHOTO OGy‘leHl/IH W NMOBbIIIEHHU A KBEIJ'II/Id)I/IKaL[l/II/I

| AHTJIMHACKUH S3BIK

in this traditional view was security from manipulation by other
governments that wielded these instruments. Insecurity was
vulnerability to other states. Economic inter-dependence was viewed
with wariness, particularly among developing countries, because it
risked an increase in such vulnerability. Industrialized countries
gradually overcame their anxieties over economic vulnerability after
1945, a striking development given the past rivalries of these
countries and their historic use of economic leverage against one
another. Even more remarkable, given the speed of the
transformation, was the economic opening of many developing
economies after 1980. A complete accounting for that dramatic shift
remains to be written; no simple explanation seems adequate for such
a global shift to economic liberalization.

The Asia-Pacific economies joined this change in orientation
toward the risks of economic vulnerability, a shift all the more striking
for those (Taiwan, South Korea) that confronted threatening security
environments.

Although this decline in concern over economic vulnerability
had domestic political and economic sources, security calculations also
promoted economic opening. That calculus still underpins support for
globalization. Three considerations were of particular significance.
First, governments, even those most wedded to a conventional view
of international politics dominated by military force, saw positive gains
to their national economic and technological base, and ultimately to
their military power, through links to the global economy. Changes in
military technology had opened an era of spin-on from the civilian
economy rather than spin-off from the military sector. Those that
rejected expanded international economic exchange risked
conventional military inferiority.

Globalization had a second and more direct effect: reduction in
vulnerability through diversification of suppliers and markets. The
application of economic leverage and sanctions unilaterally became
more difficult, even when the initiator, the United States, was the
largest economy in the world. Although the United States has failed to
give up its infatuation with economic sanctions, their effectiveness has
declined in the absence of multilateral support, mirroring a decline in
economic vulnerability on the part of other states. In addition,
economic liberalization has meant that all governments have given up
some of their leverage over private economic agents, reducing the
effectiveness of economic instruments in their statecraft.

Finally, some of the states in the Asia-Pacific region began to
accept that economic interdependence and integration might be
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promoted because of its positive security effects. Few states in the
region endorsed the classical liberal view that growing economic
integration would necessarily produce peaceful international
outcomes.

Nevertheless, several of the smaller and more economically
dynamic countries in the region — South Korea, Taiwan, and
Singapore — adopted strategies that deployed economic
interdependence to advance their security goals in relation to larger or
militarily threatening neighbors. At first, their strategies pointed
toward explicit linkage, in which economic benefits were part of
bargains to produce specific diplomatic outcomes. South Korea's
Nordpolitik with Russia and then China was one successful example of
such an exploitation of growing economic ties. As their neighbors also
opened to the world economy, however, the ability to impose linkage
declined and in some cases, such as those of Taiwan and China, could
be reversed.

Economic interdependence could still provide security benefits,
however. Domestic political constituencies that benefit from increased
trade and investment might serve as a check on political elites that
could disrupt those links by the use or threat of military force. In the
longer run, economic integration could also aim at more profound
regime transformation, inducing elites that endorsed a militarized view
of security to accept a redefinition that produced a broader and less
threatening assessment of national security. Kim Dae Jung’s sunshine
policy toward North Korea was based in part on such a long-run view
of the effects of economic interdependence.

Anxiety over economic vulnerability to other states in the region
— the traditional view of economic security — has declined over the
past two decades, in part because of advancing economic integration.
Even in the case of energy, a sector that had lain at the heart of
traditional concepts of economic security, globalization and the growth
in international markets began to undermine the old strategies. As
Robert Manning has pointed out, despite national policies driven by
concern over dependence and external manipulation, ‘energy has the
capacity to become an integrative force, creating a larger sense of
shared interests and stake in cooperation” through market forces.
Even when governments acted to reduce perceived vulnerability, as
China appeared to do, their maneuvers could have only a limited
effect on either the global oil market or the satisfaction of their
country’s own energy needs.

II
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Economic security redefined: the (perceived) perils of
globalization. If globalization contributed to the erosion of an older
definition of economic security, it also fostered a redefined concern
over economic threats to national well-being. Recurrent financial
crises during the 1990s struck emerging markets in Asia and
elsewhere with particular force, to the surprise of both national elites
and many financial market observers. These powerful shocks
reinforced a more pessimistic view of a globalized world: economic
openness might produce more economic insecurity. Renewed
attention to the negative effects of globalization was reinforced by
additional economic shocks that flowed from the terrorist attacks of
11 September 2001 and the Severe Acute Respiratory Syndrome
(SARS) epidemic of 2003. The new century had dawned, it seemed,
on an international landscape of diminished economic opportunity and
heightened threat.

This swing from exaggerated optimism over the benefits of
globalization to a more pessimistic assessment of insecurity in a
globalized world was to be expected.

Renewed economic insecurity, however, was not centered
primarily on the threat of economic manipulation by rival states, as
older anxieties had been. Instead, the new assessment linked
globalization to economic security in two ways. Both emphasize the
importance of nonstate actors and the new economic environment
that they have created and exploited. Rather than concentrating solely
on the vulnerability of states, both stress the vulnerability of
individuals, groups, and societies as well as the internal political
consequences of that vulnerability.

Rather than external manipulation by other states, the
undermining of state authority by nonstate networks and economic
shocks is central.

The first of these connections between globalization and
security was noted in the 1990s, but only became pressing in the
wake of the terrorist attacks of 11 September 2001. Globalization had
been defined by legitimate economic exchange (trade, investment,
migration) and enabled by liberalizing policies. Now a harsh light was
shed on the permissive role of globalization in the growth of illicit
cross-border exchange. Globalization had led governments to
emphasize the opening of borders; sorting desirable from undesirable
cross-border exchange and movement had not been a priority. Those
malign transactions and movements, parasitic on legitimate ones,
encompassed the transport of illegal substances such as drugs and
contraband, criminal and terrorist networks, illegal migration,
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environmentally damaging exotic species, and cross-border movement
of pathogens, such as the SARS virus.

Negative cross-border effects associated with economic
globalization can be labeled new security issues in their own right.
They also have second-order effects on economic security. First, in
response to these security threats, governments may reach for
countermeasures that are economically damaging. In their efforts to
sort good from bad cross-border flows, legitimate economic exchange
may be taxed too heavily or even stifled in an effort to shut off
threatening intrusions. The initial reactions of the United States to the
9/11 attacks suggest the possible costs of sharply reducing cross-
border movement of people. For example, universities and colleges in
the United States have voiced alarm over the threat posed by newly
implemented security measures to the free flow of research and to
the movement of students and scholars who conduct that research.

Second, these new sources of insecurity may themselves
produce  economic  shocks, magnified through globalized
communications and transportation networks and by the growth of
sectors that are highly sensitive to such shocks. Air transport and
tourism were both severely disrupted by the September 11 attacks of
subsequent terrorist attacks in Southeast Asia, and the SARS
epidemic.

Agricultural exports have been sharply affected by even the
rumor of disease that might affect livestock or plants: global
communication networks far outstrip in their speed any collective
ability to verify and respond to the outbreak.

Finally, economic insecurity in other societies may also reinforce
or encourage illicit economic exchange that then produces further
insecurity through avenues that have been widened by globalization.
For example, in countries such as Indonesia, deep recession during
the Asian financial crisis spurred entry into illegal exchange by those
whose employment in the legal economy had disappeared.

Increased sensitivity of societies to illicit cross-border activity is
only one of the sources of insecurity attributed to globalization. Even
more prominent is added economic volatility that societies face as a
result of external shocks. Critics of globalization, such as Dani Rodrik,
argue that external openness has increased economic risk overall for
developing countries, rather than offsetting domestic sources of
economic risk through diversification and the spreading of shocks over
a larger market. International economic shocks associated with
financial integration had occurred in earlier eras of globalization, but
the expectations placed in governments by their societies were
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limited. Perhaps the most severe economic shocks suffered by the
developing countries — especially the poorest ones — have been
declining terms of trade for their natural resource exports, an
outcome unrelated to the latest wave of financial globalization.

For the industrializing economies of Asia, however, export-
oriented manufacturing was meant to reduce vulnerability to external
economic shocks by reducing dependence on exports of natural
resource and agricultural products. What was not recognized during
the golden years of export-oriented industrialization was vulnerability
to financial shocks that could be associated with financial liberalization
and the growth of global financial markets. In contrast to Latin
America, the debt crisis of the 1980s had affected only a few
economies in Asia. South Korea and the Philippines were forced to
undertake adjustment programs when that earlier cycle of bank
lending came to an abrupt halt. South Korea’s rapid return to
economic growth, however, stood in contrast to the plight of Latin
American economies with weaker export sectors. Latin America’s ‘lost
decade’ seemed to reinforce the lesson that flexible, export-oriented,
and diversified economies could surmount such financial shocks at
relatively low cost. For a region certain of its economic invincibility,
the Asian financial crisis of 1997-1998 brought home the hazards of a
new international economic environment.

III

Economic vulnerability to other governments no longer loomed
large among security threats. Even the new transnational security
threats that accompanied more open borders paled in significance
when compared to the risks brought home by the crisis. Instead, a
new vulnerability to international markets and an awareness of the
economic and political volatility imported through those markets
became central to a redefinition of economic security.

Debate over the origins of the Asian financial crisis continues:
the relative weight to be assigned to the actions of national
governments, international market players, such as hedge funds, and
international financial institutions (IFIs) remains a source of
contention.

In evaluating the causal connection between globalization,
particularly financial globalization, and economic insecurity, the record
of the crisis and its outcomes merit careful assessment. The economic
costs imposed by the crisis on the four most seriously affected Asian
economies — Thailand, Malaysia, Indonesia, and South Korea — were
large. Asset deflation was remarkable by any historical standard. Like
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the Mexican peso crisis that had preceded it, the Asian financial crisis
produced sharp and painful recessions in these economies, followed,
in all cases but that of Indonesia, by a relatively rapid recovery.
Economic rebound was quickly complicated by a succession of events
that also exacerbated economic insecurity: sharp decline in the US
stock market, an end to the technology sector boom, a shallow US
recession, the terrorist attacks of September 2001, and the SARS
epidemic.

The effects of the financial crisis on other Asian economies
were much less severe, despite regional contagion and globalized
financial markets. Japan and China each faced their own internally
induced financial crises, but the regional crisis had little effect on their
overall economic performance. Australia, like China, transited the
crisis with few ill effects on its economy, shielded by a policy mix that
included a flexible exchange rate.

A regional financial crisis produced distinct national economic
outcomes. The financial markets that had transmitted economic
turmoil also served as a partial solution to the crisis. The diversified
financial markets of the late 1990s and the first years of the new
century were more forgiving of policy missteps than lenders had been
in the less globalized financial markets of the early 1980s. Latin
America had taken nearly an entire ‘lost decade’ to regain access to
financial markets as its debt crisis persisted. The affected economies
in Asia were able, after policy adjustments, to reenter global financial
markets in the wake of the crisis, lowering their long-run economic
costs. Foreign direct investment flows to the region continued
throughout the crisis, marked by an increasing concentration on
China.

The record of the Asian financial crisis suggests that the
relationship between economic globalization and financial crisis is
complex, dependent on national characteristics and policies as well as
regional contagion effects. If one ventures beyond financial crisis to
other economic and political outcomes that affect economic security,
causal connections to globalization must be assessed even more
carefully. Globalization has been linked to economic insecurity through
its effects on economic inequality and the marginalization of some
developing economies.

Recent evaluations of those claims suggest that globalization
appears to worsen international inequality when countries are taken
as the unit of analysis (what might be called the sub-Saharan Africa
effect). When individuals are taken as the unit of analysis,
globalization appears to have more positive effects on global
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inequality (the China-India effect). Even when one is using countries
as the unit of analysis, the question for many of the poor developing
countries that have fared badly over the past two decades is why they
have been marginalized and unable to participate in a globalized world
economy.

Part of the answer to that question lies in institutions —
economic and political — that connect international and national
economies.

The effects of globalization on political stability are also closely
related to economic security through political institutions that provide
a stable environment for economic growth. Economic volatility may
undermine those institutions and the political basis for their
effectiveness. Critics of globalization have pointed to the case of
Indonesia, where the political effects of financial globalization and the
Asian financial crisis appeared to be particularly severe: the collapse
of the Suharto regime following policy changes enacted under
external pressure.

Even limiting analysis to the most dramatic consequences of
globalization — the risk of financial crises — its effects on domestic
political development have often been overstated. Stephan Haggard's
account of the Asian crisis and its political effects notes political trends
and structural faults that may have been accelerated or exacerbated
by the economic crisis; few were not caused by it, however.
Constitutional revision in Thailand was affected by the crisis, but such
revision had been broached well before its onset. South Korea
confronted the crisis at a time of delicate political transition during the
election and inauguration of Kim Dae Jung as president. Yet Korea
surmounted the crisis rapidly and without damage to its political
institutions. South Korea and Thailand demonstrate what Haggard
calls ‘the resilience of the democracies,’ although these two cases also
demonstrate that economic management varies across democracies.
Even Indonesia, where a succession crisis loomed throughout the
1990s, managed its democratic transition under the worst possible
economic circumstances without a political breakdown or civil war.
Political violence increased in Malaysia and Indonesia during the crisis,
but the relationship of that violence to the economic crisis (when
compared to authoritarian regimes that had overstayed their welcome
and long-standing separatist pressures) is not clear.

These examples from the Asian economic crisis — taken as a
major case of economic volatility imposed by financial globalization —
suggest that the causal links between globalization and domestic
economic and political outcomes must be specified precisely. Other
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economic variables, such as industrialization or the introduction of
market reforms, may be more disruptive than the effects of external
economic opening and integration with the global economy. When
certain domestic policy initiatives or poorly designed institutions, such
as haphazard financial deregulation, are combined with economic
opening, the effects of external shocks may be magnified. Institutional
design at the national level is often the critical connection between
positive and negative effects of globalization on economic security.

Careful assessment of competing explanations for observed
outcomes must be coupled with an explicit recognition of the
benchmark against which those outcomes are compared. Critics of the
insecurity imposed by globalization on societies too often posit an
implicit benchmark of no change at all. In other words, ‘security’ is
expanded to mean the avoidance of any uncomfortable or politically
risky change. The opponents of economic opening to the global
market often deploy economic security in this overly expansive sense.
Food security, for example, has been a powerful argument advanced
for agricultural protection. Alternative strategies for ensuring adequate
supplies of food from both domestic and international markets are set
aside as economic security once again approaches its old sense of
autarky.

Instead of treating economic security as a synonym for the
status quo — a status quo that may hold instability in its future and
certainly implies continuing economic change — judgments about
economic security must weigh the effects of increased volatility
(assuming that they cannot be reduced) introduced by globalization
against the benefits of increased economic performance over time.
The alternative to volatility may not be a smooth and equitably
distributed pattern of economic growth, but rather an outcome
embodied in its extreme form by North Korea or Myanmar: low
volatility coupled with economic stagnation or decline. Rather than
assuming that externally induced economic volatility or disturbance is
necessarily to be avoided, a more appropriate — and difficult —
calculation is determining each society’s tolerance such economic risks
in light of future economic gain.

Political benchmarks for the calibration of economic security are
even more difficult to determine. Estimating a ‘politically sustainable’
level of economic openness requires a definition of one’s political
vantage point — who will bear political costs — and, once again, the
level and direction of political change. During successive financial
crises in Latin America and during the Asian economic crisis of the late
1990s, an often-predicted backlash against globalization did not
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emerge as a full-fledged political movement. Indeed, as Haggard
recounts, political opposition during the economic crisis often aligned
itself, tacitly or explicitly, in favor of economic reforms proposed by
the IFIs and other international actors.

Such programs of reform were directed against collusive
bargains between government and business that were associated with
the onset of the crisis. Overall, publics have been willing to accept
some of the costs associated with globalization, unless political
paralysis (Indonesia, Argentina) or radical economic inequality and
poverty (Venezuela) make those costs seem both interminable and
inequitable.

Both the causal relationship between economic globalization
and economic insecurity and the benchmarks for measuring that
insecurity are closely associated with international and domestic
institutions that intermediate between societies and the international
economy. Domestic institutions may enhance the economic benefits of
international opening and either magnify or reduce the effects of
international economic shocks. International institutions, such as the
International Monetary Fund (IMF) and World Bank, have been
criticized for a prominent and single-minded attachment to
international economic integration that omits attention to economic
security. Regional institutions, on the other hand, were sharply
criticized in the wake of the Asian financial crisis for their
ineffectiveness.

As globalization is examined with a new eye to its effects on
national economic security, both the appropriate type and the mix —
national, regional, global — of institutions become central to the
provision of economic security under conditions of globalization.

v

Institutions and the provision of economic security under
conditions of globalization.

Globalization has produced new definitions of economic security
centered on two types of unwanted transmissions across national
borders: illicit flows that are more difficult to control and easier to
disguise as legitimate economic transactions increase (terrorism,
crime, pollution); and economic (largely financial) shocks that can
undermine economic growth, increase inequality, and threaten
political stability. Countering the first type of transmission involves
identification, monitoring, and control at the national level, coupled
with collaboration at the regional and global levels. Illicit flows often
embody security threats independent of their effects on economic
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security. Economic security is reduced when countermeasures taken
against these threats impose costs on legitimate economic exchange
and reduce the levels of legitimate trade and investment.

More difficult to calculate and manage are the costs and risks
associated with fluctuations in usually benign cross-border flows of
goods, capital, and labor. It is this second dimension of economic
insecurity that has drawn the most attention from policymakers.
Institutions can offset the economic insecurity associated with
globalization in three ways: providing insurance, adding to policy
credibility, and encouraging adaptation. In the past, Asian
governments managed their links to the international economy
through institutions with high credibility: adopting a strategy of
incremental economic liberalization and pragmatic economic policies,
avoiding wide swings in policy that were more characteristic of Latin
America. Policy credibility benefited both internal and external
economic agents and encouraged a beneficial cycle of rapid economic
growth. Credible economic policies adopted by national governments
also reduced the need to borrow credibility from regional or global
institutions, one reason that regional economic institutions in Asia
were relatively weak.

Unfortunately, economic success encouraged institutional
overreliance on credibility. As economic opening proceeded, both
insurance and policy adaptation were undersupplied. Insurance
against economic insecurity at the individual level in most Asian
societies was left to individuals and families or, more broadly, to rapid
economic growth and high individual savings rates. For national
economies, insurance against economic shocks seemed unnecessary
in a region that avoided high levels of external debt, maintained
realistic exchange rates, and exercised fiscal prudence. Even when
external shocks interrupted economic growth, as the 1982-1983 debt
crisis did in South Korea, export-oriented industrial structures
permitted rapid adjustment. Economic success during these decades
of global economic liberalization bred confidence in existing
institutions, and little adaptation of the engines of high-speed growth
ensued. Regional and global institutions did not argue with success,
generally endorsing the policies and institutions that seemed to
produce unparalleled economic performance.

Financial crisis struck the region with particular severity in the
late 1990s as policy credibility, the main pillar of economic security,
temporarily wavered and, in cases such as that of Indonesia,
crumbled. Democratizing societies such as Thailand and South Korea
had not foreseen the effects of political opening on this critical
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contributor to their economic security. New institutions to add
credibility in a democratic setting had not been put in place. Regional
institutions such as the Association of Southeast Asian Nations
(ASEAN) and Asia-Pacific Economic Cooperation (APEC) were unable
to supply either insurance (in the form of financial support) against
heightened economic risk, credibility, or pressure for policy
adaptation. The crisis opened a new debate on the adequacy of
institutions — national, regional, global — and their contribution to
economic security.

National institutions will remain essential providers of economic
security to their citizens under conditions of globalization.
Globalization has not led to obsolescence or *hollowing out’ of national
governance in favor of supranational institutions. In order to provide
economic security in the new environment, however, national
institutions must evolve. As remarked earlier, the optimal design of
such institutions is high on the international development agenda.

Institutional links to the international economy are of central
importance in determining globalization’s negative and positive effects
on economic growth and economic security.

Three conclusions of particular importance for economic
security follow from the links among globalization, economic growth,
and national institutions. First, despite one view of market reforms
that emerged in the 1980s (echoed later by the opponents of
globalization), external economic liberalization does not imply an
overall reduction in the functions of national governments or a
shrinking of the public sector. As Peter Katzenstein and David
Cameron pointed out in the case of Europe, small, open economies
have cohabited with well-developed welfare states and large public
sectors.

The insurance functions of national governments may increase
under conditions of increasing economic openness.

Second, the institutional balance struck between policy
credibility and adaptation to the global economy may change with
democratization. Andrew Maclntyre has compared the supply of
credible policy commitments and what he labels policy decisiveness
during the Asian economic crisis. He emphasizes dispersal of decision-
making power as a key institutional variable, one that is likely to
increase with democratization. Democratization also changes each of
the three instruments for provision of economic security. Individual
and group demands for insurance are likely to increase. Policy
credibility will require the invention or reinvention of institutions, such
as central banks and regulatory bodies, with adequate delegated
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powers and broad accountability to the new electorate. Institutional
and policy adaptation becomes more complicated under conditions of
democratic accountability. Institutional transparency is likely to
increase with the transition from authoritarianism to democracy. Using
increased transparency to build both credibility and enhanced abilities
to adapt to changing international circumstances is a central challenge
for new democratic regimes. As Haggard asserts, the key is ‘changing
institutions of governance to increase both their independence (from
narrow interests) and their accountability (to the public at large)’.

Finally, the institutions of national governance do not provide
economic security in isolation. Regional and global institutions can
also provide insurance, enhance policy credibility, and encourage
adaptation. Whether regional or global institutions can best provide
economic security to Asia has emerged as an element in debates over
the future of the region.

Vv

Regional and global institutions: substitutes or complements?

The Asian economic crisis revealed the shortcomings of regional
institutions constructed over the preceding decades. They offered little
economic security at a time of great need. The apparent failure of
those institutions at a critical moment forced governments to turn to
global financial institutions — particularly the IMF — that pressed
politically controversial policy changes during the crisis. That
experience in turn led to renewed interest in regional alternatives to
the global institutions and their prescriptions. Although framing
regional and global institutions as alternatives is understandable in
light of this history, a more useful approach appraises the specific
strengths and weaknesses of global and regional institutions in the
provision of economic security. Multilateral institutions at the regional
and global levels may also complement national strategies of
economic security.

The original design of the International Monetary Fund included
insurance for national governments in the form of short-term balance-
of-payments financing.

This insurance was one part of an institutional design that
aimed to avoid unnecessary and disruptive adjustments in national
economies. Conditionality — an exchange of policy changes for
increasing levels of financial support — addressed the problem of
moral hazard, a significant issue in any insurance scheme. A key
controversy that has long enveloped conditionality — and one that
arose again in the Asian financial crisis — is the degree of policy
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change required for a given level of financial support. Although the
IMF assembled large financial packages for Asian governments, many
of those governments felt that the global financial institutions
demanded unnecessarily sweeping and abrupt policy changes in
exchange for their support.

A second form of insurance directed toward future financial
crises was also controversial. The IFIs emphasized financial codes of
conduct that encouraged regulatory convergence on what was defined
as best regulatory and supervisory practice. These regulatory reforms
were meant to insulate fragile financial systems against the type of
collapse that had threatened (or ensued) previously.

However, the reforms also threatened the web of political
relationships among financial institutions, corporations, and
governments that defined economic policymaking in many Asian
societies.

Insurance of the latter kind was closely associated with one
means of enhancing policy credibility that was endorsed by the IFIs:
transparency and accountability to private market participants and to
a government’s own citizens. The new style of policymaking
propounded by the IFIs collided with the collusive and opaque
practices of government—business relations that defined for many the
Asian model of governance.

Policy credibility could also be strengthened through
international surveillance.

Transparency and policy commitment would be guaranteed
through external scrutiny by other governments in the framework of
international economic organizations. The strengthening of
surveillance provided yet another point of conflict between the global
economic institutions and Asian governments. Such oversight was
highly sensitive for Asian governments that, in their own regional
organizations, had resisted what was seen as unwarranted
intervention in domestic policy decisions. The norm of noninterference
was widely held in the international politics of the region, enshrined in
ASEAN and vigorously defended by states intent on defending a
particular conception of national sovereignty. Weighing against these
long-standing norms was a recognition that domestic policies and
practices in neighboring economies could have large, negative
spillovers on one’s own economy, particularly the financial contagion
spawned by weakly regulated banking systems and inappropriate
macroeconomic policies.

Adaptation became the most difficult and uncertain territory of
debate within the region and among institutions and governments
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outside. The IFIs argued for deep, structural policy changes during
the Asian financial crisis, demands that were criticized by outside
analysts for their timing as well as their content. In the aftermath of
the crisis, such changes were recommended for crisis prevention,
reducing vulnerability to financial shocks and increasing policy
credibility. Given their past, admirable record in making and defending
credible policy commitments, Asian governments often preferred to
take steps that aimed to restore credibility without changing their
underlying model of economic policymaking. With the exception of
specific improvements to financial regulation and supervision, no clear
consensus had emerged on appropriate and necessary institutional
adaptations required for greater economic security.

Although some regional institutions — notably APEC — drifted in
the wake of the Asian financial crisis, new regional alternatives have
emerged that promise to stake out new modalities of economic
security. Most of these institutions did not include the United States or
Australia, earlier proponents of Pacific-wide organization.

Institution-building and innovation tended to be ‘Asia-only.” The
relationship between these new institutions and the cooperative
initiatives that they have produced on the one hand, and older
regional and global institutions on the other, remains open.

The Asian Monetary Fund (AMF), an initiative by Japan in 1997,
might have provided financial insurance on terms less stringent than
those imposed by the IMF.

Although the AMF was not implemented, a similar appeal could
be seen in the development of an Asian bilateral swap network under
the Chiang Mai Initiative (CMI), part of the ASEAN plus Three (APT)
process. A link to IMF conditionality in the CMI, however, suggests
that this addition to economic security should be seen as a
complement rather than a substitute for the IFIs, a useful financial
supplement that could be mobilized as a first line of defense by
governments in the region. New regional trading initiatives, such as
the proliferation of proposed bilateral trade agreements, the China—
ASEAN free trade initiative, and the Japan—ASEAN Comprehensive
Economic Partnership (CEP) proposal can be seen as insurance
against a different threat to economic security. Failure of the current
round of global trade negotiations under the World Trade
Organization (WTO) could lead to a strengthening of regional trading
blocs centered on Europe and North America.

Another new regional institution has recently promoted a
different variety of insurance against financial shocks — adaptation of
regional financial markets.

72



ATy
t KM(*) praBﬂeHl/Ie AUCTAHIIUOHHOTO OGy‘leHl/IH W NMOBbIIIEHHU A KBEIJ'II/Id)I/IKaL[l/II/I

| AHTJIMHACKUH S3BIK

The Asian Cooperation Dialogue (ACD) has offered a plan to
catalyze the development of a regional bond market. Parallel APEC
and APT proposals support the ACD initiative. Deeper bond markets
would provide a means of mobilizing Asian savings for regional
borrowers. Bond market development would also reduce the
dependence of Asian borrowers on bank lending (often centered
outside the region), a dependence implicated in past financial crises.

Providing supplemental insurance against financial shocks has
been one means for regional institutions to offer greater economic
security. So far, regional governments have shown little enthusiasm
for using regional institutions to complement their policy credibility.
Building stronger (greater sanctioning power) and more intrusive
regional institutions will probably be required if an institutional seal of
approval is to carry any weight with market participants. Governments
in the region have accepted a gradual and modest erosion of the
norm of noninterference, defined as excluding any external scrutiny
by neighboring governments. Modest steps toward mutual policy
review were taken by ASEAN and the Asian Development Bank (ADB)
in the wake of the financial crisis. Even more dramatic was the
willingness of ASEAN to comment on the Myanmar political situation in
the press statement that ended its 2003 summit. This willingness to
admit greater collective scrutiny of domestic policies and practices is
testimony to the strong regional effects that those internal decisions
may have. In part, this movement also returns the norm of
noninterference to its narrower and more useful role: banning the
forceful interference of one government in the domestic affairs of
another. That principle of legitimacy, so critical to the success of
ASEAN, had been expanded over the years to encompass a much
broader range of comment and scrutiny that was entirely peaceful and
collective. Economic integration has forced and will continue to
enforce a reexamination and redefinition of that norm in the interests
of greater economic security.

Regional institutions have not so far used the third instrument
for increasing economic security: promoting policy adaptation in the
face of globalization. On the contrary, a minority in the region endorse
regional institutions as one element in Asianization as a resistance
movement’ to globalization and its proponents outside the region. In
this view, the new regionalism will permit Asian governments to
formulate an alternative to globalization, one that calls for ‘network
capitalism instead of marketization, emphasizes regional economic
integration rather than comparative advantage, stresses Asian
Confucian values as compared to Western democratic ideals, and opts
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for regional cooperation to avoid global governance. This view of
regional institutions as a barrier to globalization and a substitute for
global institutions has alarmed observers in the United States as well
as others outside the region.

VI

Fears that Asian institutions might serve as an alternative and
exclusive mechanism of economic security, buffers for the region
against unwanted change and competition from the global economy,
are overdrawn. A healthy skepticism toward any claim of radical
substitution and exclusion of globalization is justified for two reasons.
First, even if Asian economies become less dependent on markets and
investors outside the region, sources of economic instability are hardly
limited to the global economy. Japan’s financial disarray and similar
fragility in China’s banking system will continue to pose substantial
threats to economic security in the region. The withdrawal of
Japanese bank lending was responsible for a large share of the
decline in private capital available to crisis-affected economies. Policy
missteps by neighboring states would be of even greater concern in a
region more insulated from the global economy.

To guarantee a higher level of economic security through an
‘Asianized’ regional system would also require a level of regional
institution-building that Asian governments have so far been unwilling
to endorse. Rather than attempting to substitute for national or global
institutions, the new regionalism will most effectively enhance
economic security if it serves as a complement to both national
governments and existing global institutions. In an era of
globalization, national governments will continue to play an essential
role as providers of social insurance against international economic
instability. Asian governments have begun to improve their systems of
social insurance, although fiscal constraints and aging populations will
probably mean a public—private balance different from that in Europe
and the United States. Global institutions continue to contribute to the
policy credibility of member governments in the eyes of global market
participants. It is a credibility supplement that national governments
need in the new financial environment and one that regional
institutions in Asia cannot provide.

Finally, on the knottiest issue in economic security — how much
adaptation of institutions and policy is required for economic well-
being in a globalized environment — regional institutions in Asia can
insure that Asian views on this controversial issue are reflected in
global economic institutions and other international forums. As
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important as the question of which adaptations are required,
however, is determining the level of governance that is most likely to
insure that beneficial adaptation. Here as well, no easy answer
presents itself. National constituencies are critical actors in the debate
over policy change and essential to the legitimacy of such change.
Regional institutions, sensitive to local norms and practices, may
provide a less visible and more effective means to influence the
actions of neighboring governments. Global institutions can draw on
best practice and advice from around the world, advice that, in the
best of circumstances, is subjected to critical scrutiny from a wide
audience. Developing a constructive means for these three levels of
governance to shape the adaptation of policies and institutions is a
final task for those who wish to improve economic security in Asia and
elsewhere.

Conclusion: economic security or economic management?

In an era that is post-Cold War and post-Asian financial crisis,
concerns over economic security have not disappeared; they have
been transformed. Governments have become much less wary of
economic vulnerability that might be manipulated by their neighbors
or economic partners. Instead, governments have become more
aware of unwanted and dangerous spillovers from more open borders
and the risks of economic volatility posed by economic openness.

Redefinition of economic security has not led to a broader
reversal of the region’s trend toward greater economic openness. The
new perspective on economic security has instead spurred a debate
over appropriate measures to reduce costs and risks associated with
openness while retaining gains from globalization. The final
combination of national, regional, and global policies will vary from
country to country, but the mix will remain. National policies will
remain central, although those policies and the institutions that
produce them will continue to adapt. Regional institutions may take
on new life as complements to long-standing national and global
institutions. A revived sense of regional identity may insure that global
institutions reflect the economic importance of Asia for the first time.

Renewed attention to economic security is not misplaced, but it
may be transitory, a preoccupation of societies that have benefited
from economic openness but are now grappling with its negative
consequences for the first time. What is now seen as economic
security may, with the passage of time and the accumulation of
institutional means to deal with these challenges, be retired to the
more mundane and less alarming category of economic management.
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