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[IpakTHYeCKUI KypC YCTHOI'O OCJIe/10BaTeIbHOTO NlepeBo/ia Ha MeX/yHa-
POJIHBIX KOHpepeHIUAX

BBEAEHUE

HacTosiwee y4ebHO-MeToANYECKOEe NMOCobME COAEPXKWUT OpPUrMHANbHbIE TEKCTbl HA @HIIMACKOM U

PYCCKOM $3blKax Afis MUCbMEHHOrO M YCTHOrO nepeBoAaa. Mo KaxaoMy pasaeny AaHbl ynpaXXHeHUs,

HanpaBJIEHHbIE HA COBEPLUEHCTBOBAHNE HaBbIKOB NepeBoaa hMHaHCOB-3KOHOMUYECKMX TEKCTOB.

Paznen 1: no3BonsieT CTyleHTaM 03HAKOMUTBLCS C OCHOBHbIMU IEKCUYECKMMUN eAVMHMLIAMU MO

TEME MapKETMHI W MWpoBasi 3KOHOMMKa. [lofyunTb 6a3oBble 3HaHWA MO AaHHOM TeMe U

COBEpLLUEHCTBOBATb NEPEBOAYECKME HABbLIKM 6r1aroaapst NPeasioKeHHbIM YNPaXXHEHNSIM.

Pazgen 2: no3BONSET CTyAEHTAaM O3HAKOMUTBLCA C OCHOBHBIMU JIEKCMYECKUMU €AMHULIAMU MO TEMeE

MeHeaXXMeHT. MonyunTb 6a30Bble 3HaHMS MO AAHHOM TEME M COBEPLUEHCTBOBATb MepeBOAYECKUE

HaBbIKM 6n1arofaps NPEeAIOXXEHHbIM YNPaXKHEHUSM.

YunTbiBas cofepXKaTeslbHYl0 CTOPOHY MPAKTUYECKMX 3aHSTWUM, CTY[AEHTbI MOC/E OKOHYAHWUSA Kypca

«DUHAHCOBO-3KOHOMMYECKUIA NepeBoa» AO/MKHbI 06/aaaTh Chneaylowmmn npodeccuoHanbHbIMK

KOMMNEeTEHUMSMI NPAKTUUYECKOW AeATeIbHOCTM:

- UMEET NpeACTaBeHNE O MOAENSX COLMANbHbIX CUTYaLIMIA, TUMNYHBIX CLIEHApUSIX B3aUMOAENCTBUS
BNaJeeT METOAMKOW nNpea MepeBOAYECKOro aHanausa TeKCTa, CrocobCTBYlOWEN TOYHOMY

BOCMPUSITUIO UCXOAHOMO BbICKa3biBaHUS ;

- BNageeT METOAMKOM MOArOTOBKU K BbIMOJIHEHMIO MEPEBOAA, BK/OYAs MOMCK MH- dopMaummn B

CMpaBOYHOM, CNeuuanbHON UTepaType U KOMMbIOTEPHbIX CETSX ;

- 3HAET OCHOBHbIE CMOCOBbI AOCTMXKEHNS SKBMBANIEHTHOCTY B NEPEBOAE M YMEET NPU- MEHATb UMEET

NPeACTaB/ieHNE 06 STUYECKUX Y HPABCTBEHHbIX HOPMAX NMOBEAEHNS!, OCHOBHbIE NPUEMbI NEPEBOAA ;

-BNnageeT oCHOBaMn CUCTEMbI COKpaLLI,GHHOI\;I nepeBop,quKof/'l 3anncu npu BbIMOJIHEHNN YCTHOIO
nocneaoBaTtesibHOroO nepesoaa.

PA3AEN 1.
MONEY AND FINANCE

KomriekcHas Le/ib: O3HaKOMUTL CTYAEHTOB C OCHOBHBIMU JIEKCUMYE- CKUMU EAMHMLAMHU 10 TEME
AeHbrv U @uHaHcwl. [pegcrasntes 6a30Bble 3HA- HUS 110 AAHHOM TEME M COBEPLIEHCTBOBATHL
MIEPEBOAYECKNE HaBbIKU 6/1ar0- Aaps NPEA/IOKEHHBIM YITPaXKHEHNSIM.

Financial reporting

Maria Malone is the chief finance officer of a large international media company, based in the UK,
with activities in television and publishing. She's talking to new trainees in the finance department:
'As with all companies, investors and analysts want to know how the company is being run and how
their money is being used. Each year we produce an annual report with three key sets of figures:

profit and loss account

balance sheet

cashflow statement

These are the three key financial statements in financial reporting.
They give the basic information about our financial results.’

The financial year

'Our financial year ends on March 31st, although other companies choose other dates. Soon after
this, we publish preliminary results, or prelims. The full report and accounts are published a
few months later. As a UK company, we also publish interim results or interims after the first six
months of our financial year.'

Note: US companies publish their results every quarter.

4
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Shareholders, bondholders and lenders

'We use shareholders' money to operate and invest in the business. Some of the profit we make
is paid out to them, usually in the form of dividends in relation to the number of shares that they
each hold. Our shares are traded on the London stock market.

We also borrow money in the form of bonds. We pay percentage interest on those bonds and
then later repay the principal, the amount of money originally lent to us. Our bonds are traded on
bond markets. And we borrow money from banks in the form of loans, on which we also pay
interest.

Of course, our shareholders, bondholders and lenders all take a keen interest in our accounts!
The results we publish can affect share prices: good results cause prices to rise, if the market
believes the company is undervalued. However, poor results often cause a drop in share price,
as investors feel the company is

overvalued.'

Profit and loss account Accruals

accounting Maria Malone continues:

'The accruals principle means that events in a particular reporting period, for example sales of
goods or purchases of supplies, are recorded in that period, rather than when money is actually
received or paid out; this may happen in a later period.'

Profit and loss

'The profit and loss (P&L) account records the money we make (or lose!) during a particular
reporting period, using the accruals principle. In our case, our accounts record sales from books,
magazines, television advertising, etc. during the period - this is the money received from sales,
minus the labour and cost of materials used to produce them, which is called the cost of goods
sold (COGS).

Then we take away selling and general expenses - the costs related to making these sales -
employees' salaries, rent for buildings, etc. There is also the cost of depreciation - this is not an
actual sum of money paid out, but is shown in the accounts to allow for the way that machinery
wears out and declines in value over time and will have to be replaced. This leaves us with our
operating profit.

Then we subtract the interest payable on money we have borrowed in the form of bonds and
bank loans. This gives the profit on ordinary activities before tax, or pre-tax profit.
Sometimes there are exceptional items to report, for example the cost of closing a particular
operation, but fortunately this does not happen very often.

Of course, we pay tax on our profits and in the UK this is called

corporation tax.

Note: Sales are also referred to as turnover in BrE. The profit and loss account is called the
income statement in the USA.

Earnings

'From the profit after tax, also referred to as earnings, we usually pay dividends to
shareholders, and you can see the figure for dividends per share. However, when business is
bad, we may not do this - we may omit, pass or skip the dividend.

Naturally, we don't pay out all our profit in dividends. We keep some to invest in our future
activities - these are retained earnings, or reserves.

You can look at profitability in terms of earnings per share (EPS), even if some of these earnings
are retained and not paid out in dividends.'

Balance sheet

Assets
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A company's balance sheet gives a 'snapshot picture' of its assets and liabilities at the end of a
particular period, usually the 12-month period of its financial year. But the snapshot could be taken
on any day of the year.
An asset is something that has value or the power to earn money for a business. Assets include:
1 current assets:

cash at the bank.

securities: investments in other companies.
. stocks, of raw materials, unfinished goods and finished goods, that are going to
be sold.

debtors: money owed to the company by customers.

2. fixed or tangible assets: equipment, machinery, buildings, land.

3. intangible assets: for example, goodwill, the value that the company thinks it has as
a functioning organization with its existing customers, and in some cases brands, because
established brands have the power to earn it money, and would have a value for any potential
buyer of the company.
However, there are some things of value that are never shown on a balance sheet, for example the
knowledge and skills of the company's employees.

Depreciation

Of course, some assets such as machinery and equipment lose their value over time because they
wear out and become obsolete and out of date. Amounts relating to this are shown as
depreciation or amortization in the accounts. For example, some computer equipment is
depreciated or amortized over a very short period, perhaps as short as three years, and a charge
for this is shown in the accounts. The value of the equipment is written down or reduced each
year over that period and written off completely at the end. The amount that is shown as the
value of an asset at a particular time is its book value. This may or may not be its market value,
i.e. the amount that it could be sold for at that time. For example, land or buildings may be worth
more than shown in the accounts because they have increased in value. Equipment may be worth
less than shown in the accounts because its value has not been depreciated by a realistic amount.
Note: The terms ‘depreciate’ and depreciation’ are usually used in the UK; amortize’ and
amortization' are more common in the USA.

Liabilities
A company's liabilities are its debts to suppliers, lenders, bondholders, the tax authorities, etc.
Current liabilities are debts that have to be paid
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within a year, for example:
. creditors: money owed to suppliers etc.
overdrafts: when the company spends more money than it has in its bank accounts.
interest payments that have to be paid in the short term.
tax payable.
Long-term liabilities are debts that have to be paid further into the future, for example long-term
bank loans and bonds.

Shareholders' funds

When you deduct a company's liabilities (everything it owes) from its assets (everything it owns),
you are left with shareholders' funds. In theory, this is what would be left for shareholders if the
business stopped operating, paid all its debts, obtained everything that was owed to it and sold all
its buildings and equipment.

Shareholders' funds as shown in a company's accounts includes: The share capital the
shareholders have invested.

The profits that have not been paid out in dividends to shareholders over the years, but have been
kept by the company as retained earnings, also called reserves.

Cashflow statement

Cash inflows and outflows

The cashflow statement shows money actually coming into and going out of a company in a
particular period: cash inflows and outflows.

Types of cashflow
Net cashflow from operations is the money generated by the sales of the company's goods or
services, minus the money spent on supplies, staff salaries, etc. in the period.
Net cashflow from investment activities is the result of:
purchases of securities (bonds, shares, etc.) in other companies.
money received from sales of securities in other companies.
loans made to borrowers.
loans repaid and loan interest paid by borrowers.
purchases of land, buildings and equipment.
sales of land, buildings and equipment.

Net cashflow from financing activities is the result of:

. money received through short-term borrowing.
money repaid in short-term borrowing.
money received through issuing new shares in the company.
money received through issuing new bonds in the company.
dividends paid to shareholders.
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Adding and subtracting the figures above, the company calculates its net cash position at the end
of the year. Investors check the cashflow statement to see how the company is obtaining and using
its cash - how much it made from its operations, how much it has raised through new share issues,
etc.

Note: 'Cashflow' can also be spelled with a hyphen and as two words.

Investment ratios

Clara Freeman is an analyst at a large investment bank:

'We can check the health of a company by looking at investment ratios: the relationship of one
key figure to another. The performance of different companies in the same industry can also be
compared by looking at the same ratios in each company.

One important ratio is return on assets (ROA), where we look at a company's profits for the year
in relation to the value of its assets - its resources - to see how well managers are using those
resources. If a company uses relatively few resources in relation to similar companies to generate a
higher level of profits, we say that it is sweating its assets. But it may reach a point where it is
not investing enough in new buildings, equipment, etc. There are limits to how far assets can be
made to sweat!'

Return on equity

'Return on equity (ROE) measures how well a company's managers are using shareholder's
equity to invest in activities and resources that generate profit for shareholders. For example, if in
a particular year profit before tax is £50,000 and the company has shareholders' equity at that time
of £500,000, it has ROE in that year of 10 per cent.

Like all ratios, this can be compared with figures from other companies, or for the same company
from year to year. One figure by itself doesn't mean very much.’

Leverage

"To get a better return on equity, companies may borrow in the form of loans and/or bonds. The
amount of a company borrows and the interest it pays on this in relation to its share capital is
leverage. Income leverage is the amount of interest a company pays on its borrowing in relation
to its operating profit. This can be expressed as a percentage: for example, a company that makes
£80,000 in operating profit in a particular period and pays £20,000 in interest has leverage of 25
per cent. The relationship can also be expressed as a ration in terms of interest cover - the
number of times it could pay the interest out of its operating profit - in this case, four times.

A company with a lot of borrowing in relation to its share capital or operating profit is highly
leveraged, or, in British English only, highly geared. A company that has difficulty in making
payments on its debt is overleveraged.'

Note: leverage'is also called gearing in BrE.

Shareholder value Yield

Clara Freeman continues:

'Investors look at the yield of a company's shares - the dividend per share that it pays out in relation
to the share price. For example, a company whose shares are worth €20 and that pays a dividend of € 1
has a yield of 5 per cent. The dividend per share itself is calculated by dividing distributed earnings by the
number of sharesoutstanding.

Those interested in immediate income look for high-yield shares - shares that pay out high
dividends in relation to their prices. Others might accept lower-yield shares if they think the
company's profits will grow over the coming years. These investors are looking for growth,
increasing profits and dividend payouts in the future.
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Price/earnings ratio

But companies do not pay out all their earnings - profits after tax - in dividends each period. Not
all earnings are distributed to shareholders - companies keep some as retained earnings.
Investors want to know how well their money is working for them and one way of doing this is to
look at the earnings per share (EPS). This is calculated by dividing the after-tax profit by the
number of shares outstanding - the number issued and in existence.

For example, if a company has an after-tax profit of € 1 million and has four million shares
outstanding, it has EPS of 25 cents.

They can also use the earnings per share to work out the price/earnings ratio (PE ratio) -this is
the share price divided by the earnings per share. The company with EPS of 25 cents and a current
share price of €5 has a PE ratio of 20.

This ratio gives an idea of how expensive a share is in relation to the profit the company is making.
If investors are willing to pay for shares with a higher-than-average PE ratio, it may be because
they expect the company to have higher-than-average profits growth in the future and they are
thus willing to pay more for these higher predicted earnings.

Maximizing shareholder value

Shareholders in a company obviously want to maximize their return on investment (ROI). They
increasingly look at how the company is managed in terms of shareholder value -the total
amount the shares they hold are paying out in dividends - and the increase in their value during the
time that they hold them.

If a company's shareholders could get the same or better ROI by putting their money on deposit in a
bank, they would not be too pleased with the company's managers. So, shareholders watch senior
managers' decisions increasingly closely. A company may say that it wants to maximize shareholder
value and use its assets and potential assets in the most profitable way. This implies key strategic
decisions such as making the right acquisitions, and divestment of business units that do not make
enough profit, even if they arc not actually loss-making.'

Accounting standards

Audits and their transparency

Every company appoints auditors, specialist external accountants who audit its accounts. The auditors
approve them if they think they give a true and fair view of the company's situation. If not, they
specify the qualifications they have about the accounts. If auditors do this, it certainly gets investors
worried!

But auditors complain that there may be an expectation gap between what they are required by
law to do and what clients and investors sometimes expect them to do -auditors say that they
should not be expected to pick up every problem.

Following the scandal of Enron and other corporate collapses in the US, investors are increasingly
worried about accounting irregularities, and they are demanding that auditors should be more
strictly regulated - the authorities should supervise them more closely.

Regulators - government agencies checking that the law is applied - are demanding more
transparency: they say audits should ensure that the company's accounts give a clear picture of
its true financial situation.

They are particularly concerned with:

-auditor rotation: the principle that companies should be obliged to change their auditors
regularly

-conflict of interests: some say that a company's auditors should not be allowed to do its
consultancy work, for example giving tax advice or doing management consultancy.

International standards
In the UK, the way accounts are presented is governed by regulators such as the Financial Reporting
Council (FRC).
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In the US, they have the Generally Accepted Accounting Principles (GAAP), promoted by the
Financial Accounting Standards Board (FASB).

People and institutions invest in companies worldwide. Therefore it's important for financial
reporting to be in a form that means the same thing to people all over the world. That's why
accountants worldwide are moving towards International Financial Reporting Standards
(BFRS).

These standards will eventually be accepted by the International Organization of Securities
Commissions (IOSCO) representing stock markets all over the world, including the all-important
Securities and Exchange Commission (SEC) in the US. This will facilitate investment by
allowing investors from every continent to understand the accounts of companies, and to trust them,
wherever they are based.

Sales and costs
Sales describes what a business sells and the money it receives for it. Denise van Beek of Nordsee
Marine is having a sales meeting with her sales team:
'Our sales figures and turnover (money received from sales) in the last year are good, with revenue
(money from sales) of 14.5 million euros, on volume of 49 boats. This is above our target of 13 million
euros. We estimate our sales growth next year at ten per cent, as the world economy looks good and
there is demand for our products, so my sales forecast is nearly 16 million euros for next year. I'm
relying on you!'
Here are some more uses of the word 'sale':

make a sale: sell something

be on sale: be available to buy

unit sales: the number of things sold

Sales: a company department

A sale: a period when a shop is charging less than usual for goods

The sales: a period when a lot of shops are having a sale

Costs
The money that a business spends are its costs:
. direct costs are directly related to providing the product (e.g. salaries).
fixed costs do not change when production goes up or down (e.g. rent, heating, etc.).
variable costs change when production goes up or down (e.g. materials).
cost of goods sold (COGS): the variable costs in  making
partlcular goods (e.g. materials and salaries).
indirect costs, overhead costs or overheads are not directly related to production
(e.g. adminstration).
Some costs, especially indirect ones, are also called expenses.
Costing is the activity of calculating costs. Amounts calculated for particular things are
costings.

Margins and mark-ups
Here are the calculations for one of Nordsee's boats:
. selling price = 50,000 euros
direct production costs = 35,000 euros
selling price minus direct production costs = gross margin = 15,000 euros
total costs = 40,000 euros
selling price minus total costs = net margin, profit margin or

10
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mark-up = 10,000 euros

The net margin or profit margin is usually given as a percentage of the selling price, in this case 20
per cent.

The mark-up is usually given as a percentage of the total costs, in this case 25 per cent.

Share capital and debt

Capital is the money that a company uses to operate and develop. There are two main ways in
which a company can raise capital, that is find the money it needs: it can use share capital or
loan capital, from investors. These are people or organizations who invest in the company; they
put money in hoping to make more money.

Share capital is contributed by shareholders who put up money and hold shares in the
company. Each share represents ownership of a small proportion of the company. Shareholders receive
periodic payments called dividends, usually based on the company's profit during the relevant period.
Capital in the form of shares is also called equity.

A venture capitalist is someone who puts up money for a lot of new companies.

Loan capital

Investors can also lend money, but then they do not own a small part of the company. This is loan
capital, and an investor or a financial institution lending money in this way is a lender. The
company borrowing it is the borrower and may refer to the money as borrowing or debt. The
total amount of debt that a company has is its indebtedness.

The sum of money borrowed is the principal. The company has to pay interest, a percentage of
the principal, to the borrower, whether it has made a profit in the relevant period or not.

Security

Lending to companies is often in the form of bonds or debentures, loans with special conditions.
One condition is that the borrower must have collateral or security: that is, if the borrower
cannot repay the loan, the lender can take equipment or property, and sell it in order to get their
money back. This may be an asset which was bought with the loan.

Success and failure

Cash mountains and surpluses

Predaco is a successful company. Over the years, it has distributed some profits or earnings to
shareholders, but it has also kept profits in the form of retained earnings and built up its cash
reserves; it is sitting on a cash pile or cash mountain. These reserves may be used for
investment or to make acquisitions: to buy other companies.

Debt and debt problems

Here are some expressions that can be used to talk about a company's debts, or a country's foreign
debts:

11
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repayment servicing When a company repays its debt and\or interest on it; 'debt
repayment’ describes a particular amount repaid
debt burden A company's debt, especially when
considered as a problem
crisis When a company has serious difficulty
repaying its debt
rescheduling When a company persuades lenders to
restructuring change repayment dates and terms
When a company fails to make a debt
default repayment
Note:
to reschedule, restructure a debt; to repay, default, service ON a debt

Turnarounds and bailouts

Doomco is in financial trouble and it is being described as sick, ailing and troubled. They've
called in a company doctor, Susan James, an expert in turning round companies. There may be a
turnaround and Doomco may recover. But if there is no recovery, the company may collapse
completely. Ms James is currently looking for another company to bail out Doomco by buying it.
This would be a bailout.

Bankruptcy

If a company is in serious financial difficulty, it has to take certain legal steps.

In the US, it may ask a court to give it time to reorganize by filing for bankruptcy protection
from creditors, the people it owes money to.

In Britain, a company that is insolvent, i.e. unable to pay its debts, may go into administration,
under the management of an outside specialist called an administrator. If the company cannot be
saved, it goes into liquidation or into receivership. Receivers are specialists who sell the
company's assets and pay out what they can to creditors. When this happens, a company is
wound up, and it ceases trading. A company in difficulty that cannot be saved goes bankrupt.

Mergers, takeovers and sell-offs Stakes and
joint ventures

a stake
an interest a in a company The shares that one investor has in a
holding company
stake When more than 50 per cent of the shares of a
a majority interest company are owned by one investor, giving them
holding control over how it is run

12
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stake
a minority interest When an investor owns less than 50 per cent of the
holding shares of a company

Two companies may work together in a particular area by forming an alliance or joint venture;
they may remain separate companies, or form a new company in which they both have a stake.

Mergers and takeovers
General Oil and PP have announced they are going to merge. It will be the biggest ever merger in
the oil industry.

X%k

Blighty Telecom is to split into two, and demerge its fixed-line and mobile businesses as part of
on-going restructuring. The aim of the demerger is to cut debt by £10 billion. Ciments de France,
the French building group, is to acquire Red Square Industries of the UK for 3.1 billion euros. This
is a friendly bid, as RSI are likely to welcome it and agree to it. But the takeover comes only a year
after RSI rejected a hostile bid, an unwanted one.

kkk

Abbot Bank is doing badly, and may become the victim of a predator. There were rumors of a
possible takeover by Bullion, but it says it won't play the white knight for Abbot by coming to its
defence. This leaves Abbot exposed to acquisition, and it may be prey to a big international bank.
Abbot does have a poison pill however, in the form of a special class of shares that will be very
expensive for a predator to buy.

Personal finance

Tradlitional banking

''m Lisa. I have an account at my local branch of one of the big high- street banks. I have a
current account for writing cheques, paying by debit card and paying bills. It's a joint account
with my husband. Normally, we're in the black, but sometimes we spend more money than we
have in the account and we go into the red. This overdraft is agreed by the bank up to a
maximum of £500, but we pay quite a high interest rate on it.

I also have a deposit account or savings account for keeping money longer term. This account
pays us interest (but not very much, especially after tax!).

We have a credit card with the same bank too. Buying with plastic is very convenient. We pay
off what we spend each month, so we don't pay interest. The interest rate is even higher than for
overdrafts!

Like many British people, we have a mortgage, a loan to buy our house.'

13
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New ways of banking

'My name's Kevin. I wasn't happy with my bank. There was always a queue, and on the bank
statement that they sent each month they took money out of my account for banking charges
that they never explained. So I moved to a bank that offers telephone banking. I can phone
them any time to check my account balance (the amount I have in my account), transfer money
to other accounts and pay bills.

Now they also offer Internet banking. I can manage my account
sitting at my computer at home.'

Personal investing

Lisa again:

'We have a savings account at a building society which is going to be demutualized and turned
into a bank with shareholders. All the members will get a windfall, a special once-only payment of
some of the society's assets to its members.

We have some unit trusts, shares in investment companies that put money from small
investors like me into different companies. My cousin in the US calls unit trusts mutual funds. I
also pay contributions into a private pension, which will give me a regular income when I stop
working. I've never joined a company pension scheme and the government state pension is
very small!'

Financial centres are places where there are many banks and other financial institutions.
London as a financial centre is called the City or the Square Mile, and New York is Wall Street.
Financial centres bring together investors and the businesses that need their investment. A
speculator is an investor who wants to make a quick profit, rather than invest over a longer period
of time.

Brokers, dealers and traders buy and sell for investors and in some cases, for themselves or the
organizations they work for.

Stock markets

Heather Macdonald of Advanced Components:

'We needed more capital to expand, so we decided to float the company (sell shares for the first
time) in a flotation. Our shares were issued, and listed (BrE and AmE) or quoted (BrE only) for
the first time on the stock market. Because we are a UK-based company, we are listed on the
London stock exchange.

Stock markets in other countries are also called bourses. Maybe when our company is really big,
we'll issue more shares on one of the European bourses!'

Other financial markets

14
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Other financial products include:
. commercial paper: short-term lending to businesses.
bonds: longer-term lending to businesses and the government.

currencies (foreign exchange or forex): buying and selling the money of particular
countries.
. commodities: metals and farm products.
These are traded directly between dealers by phone and computer. Commodities are also traded in
a commodities exchange. Shares, bonds and commercial paper are securities, and the financial
institutions that deal in them are securities houses.

Derivatives

A futures contract is an agreement giving an obligation to sell a fixed amount of a security or
commodity at a particular price on a particular future date.

An options contract is an agreement giving the right, but not the obligation, to buy or sell a
security or commodity at a particular price at a particular future time, or in a period of future time.
These contracts are derivatives. Dealers guess how the price of the underlying security or
commodity will change in the future, and use derivatives to try to buy them more cheaply.

Exercises

Task 1. Translate the sentences, fill in the gaps where necessary
1.  The £120,000 for selling and expenses includes the salaries of the salesforce.
2. The £18,000 for depreciation represents an actual amount of money paid out to suppliers.
3.The company has a bank loan and\or is paying interest to holders of its bonds.
4.£57,000 for exceptional items is probably paid out every year.
5.The company has paid out more to shareholders this year than it has kept for future
investment and\or future payouts.
6.They had lent too much and was left with a mountain of bad debts:
£4,3 billion was .................. (write off\ wrote off\ written off) last year.

7.Most highway building programs in the US are .............ccc....... (amortization\
amortize\ amortized) over 30 years or more.

8.The company reported a record income of €251,2 million, after a € 118 million

.................. (charge\ charged \ charges) for reduction in the .................. (book value\
book values\ booked value) of its oil and gas properties.
9.Under the new law, businesses face five different .................... (depreciate\

depreciation\ depreciations) rules for different types of
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equipment.
10. The company reported a loss of £ 12.8 million, partly due to a special charge of
£1,5 millionto ......ccevennnnee. (write down\ wrote down\ written down) the value of its
spare parts inventory.

Task 2. Translate in writing

1.B ycnoBumsix pbIHOYHOW 3KOHOMWKM BCSIKasi AEHEXHasi CyMMa CrocobHa NpMHOCUTbL AOXOA.

2.Ecnn Bbl BnageeTe akUMAMU KaKOM-IMO0 KOMMAHMM M LieHbl HA 3TW aK- LUK MOAHSNCL, TO Bbl
MOXETE NONy4UTb A0X0A, NpoAaB 3TN aKLuu.

3.Mpoaatb MK KynuTb akuum MOXXHO Ha 0CoboM pbiHKe — oHA0BOM. 4.LleHa akummn konebneTcs, ee
KypC MOXEeT nagaTb U NoBbIWaTbCA. 3T

3aBUCUT OT pa3MepoB NpubLIIK, KOTOPYHO MOSyYaeT KOMMNaHus, U, Cneaosa- TefbHO, OT AUBUAEHAA,
KOTOPbIV BbIM1a4MBaETCs MO akuMaM, a Takke 0T 6aHKOBCKOM NPOLIEHTHON CTaBKMW.
5.Mpeanonoxum, ueHa Ha akumm coctaBnset $100. Ecnn avemaeHa no akumsm paseH $10, a
PbIHOYHas CTaBka npoueHTa paBHa 10%, 1o 100-gonna- poBas akuus npuHocUT goxod B 10
ponnapos. Cymma HanuyHbiMM B 100 gon- napoB, noMelweHHast (BOXeHHas) B 6aHK, Toxe
npuHocuT goxoa B 10 gonna- pos. CnegosaTesnibHO, LieHa Ha akuMu He U3MEHUTCS.

6.Ecnn amBmpeHa nosbicuTca Ao 20 AONMApoB, @ MPOLEHTHAsi CTaBKa OCTAHETCS HEW3MEHHOW
(10%), TO foxo4 MO aKuMsIM B 3TUX HOBbIX YCIIOBUSIX YABOUTCS MO CPAaBHEHUIO C JOXOAOM OT TaKoM
)K€ CyMMbI, MOMeLLEHHON B 6aHK. BnosiHe ecTecTBEHHO, YTO KypC akumu (LUeHa Ha akumm) yaBOMTCS.
7.focynapctBo, Bbinyckasi B TsKefble BpeMeHa obnuraumy B KayecTBe AONroBblX 06583aTenbCTs,
Koraa eMy HeobxoAMMO 3aHSiTb AEHbIM Yy HacesneHusi, rapaHTUpyeT o6paTHyt BbinjaTy BCew
3aHSATON CYMMbI MJIHOC HAKOMMEHHBIN MPOLIEHT.

8.Bbl He MeeTe npaBa Ha nocobue no 6e3paboTtuue, ecnm Bbl HAKOrAa He paboTanu.
9.MpaBuTensCcTBO BbiAENMNo okono 500000 aonnapoB, YTO6bI CNACTM NO- NYNSPHBIN DYTOONbHbIN
Kny6.

10.bonee BbiCOKasi MpOLEHTHasi CTaBKa HEBLIFOAHA AN MHBECTOPOB, YXE BOXMBLUMX CBOM
Kanutan B akuum ¢ GUKCMPOBaHHBLIM AUBUAEHAOM, TakK Kak OHa O3HA4aeT Ans HUX 6onblune notepu.
11.04gHa “3 NpUYMH CNpoca Ha AeHbrM COCTOUT B TOM, YTO JIIOAN HYXAa- tOTCS B AeHbraxX Kak B
cpeacTtse obpalleHunsi, TO ecTb B YA0bHOM crnocobe npu- obpeTeHns ToBapoB W ycnyr. [JoMaluHue
XO035IMCTBA AO/MKHbI MMETb A0CTa- TOYHOE KONIMYECTBO AEHer, YTobbl AenaTb MOKYMKW, MAaTuTb No
cyetaMm un T. 4. MNpeanpuaTnam AeHbrv HyXXHbl AnS Onnathl TpyAa, MaTepuanos, 3HEpPrun u T. A.
HeobxoanMble ans 3TUX Uenen AeHbrM Ha3biBAOTCS CNPOCOM Ha AEHbIN ANst CAENOK.

12.[lpyrasi NnpuynHa, NO KOTOPOW Ntoau AepXaT AEHbru, BbiTEKAET M3 MX (PYHKUMM Kak CpeacTBa
cbepexeHuns. Jlioam MoryT aepxaTtb CBOM (PMHAHCO- Bble aKTWBbI B Pa3/iMyHbIX popMax, Hanpumep:
B BMAE aKLUWM, YaCTHbIX UK
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rOCyAapCTBEHHbIX 06Aunraumin unu B aeHbrax. OTcloaa, eCTECTBEHHO, CNedyeT, YTo CyLeCcTByeT
CNPOC Ha AeHbrM, Kak Ha (PMHAHCOBbLIE aKTMBbI.

13.B y3KOM cMbICNie NpeanoXeHWe AeHer COCTOMT U3 [ABYX 3/IEMEHTOB: Ha- JIMYHOCTU, TO €eCTb
METaNIMYECKMX U ByMaxkHbIX AeHer, HaxoAswmxcs B 06- palleHun, M 4ekoBbIX (6ecCpOYHbIX)
BK/1A40B, TO €CTb BK/1a4oB B KOMMepye- ckuMX 6aHKax, pa3nuuyHbiX cbeperaTesibHbIX YUYpexaeHusX,
Ha KOTOpble MOryT 6biTb BbIMMUCaAHbI YEKMN.

14.ln9 3KOHOMMKWM TM/IOX KakK HeJOCTaToOK, Tak WM M36bITOK AEHEer, Tak Kak NepBbll BeaeT K
CHMDKEHMIO pacxodoB BO BPeM|a ynaaka, a nocnegHuin — K 0B6EeCLEHEHUIO AEHEN U CHUXXEHUIO UX
NOKynaTeNbHOM CNOCOBHOCTM BO BpeMsi HGNaUmn.

15./1eHEXHbIN PbIHOK 06bEeAMHSIET CNPOC M NPeAsIOXEHNE AeHer ANs OnpeaeneHns paBHOBECHOW
CTaBKM MNpOLeHTa.

16.PaBHOBeCME AEHEXHOro pblHKa YCTAHABMBAETCS NOCPEACTBOM M3Me- HEHUS LieH Ha obnvraumu.
C v3MeHeHVeM LeH Ha 06mraumMm nNpoueHTHbIE CTaBKM MEHSI0TCS B 06paTHOM HanpasneHuu. Mpu
PaBHOBECHOMN CTaBKE MpPO- LIEHTA LEeHbl Ha 06/Mrauum NOCTOsIHHbI, @ CNPOC U NPEeANOXeEHNEe AeHer
paB- Hbl.

17.YMeHbLUeHne npepioXeHns Co34aeT BPEMEHHYI0 HEXBATKY AeHer Ha AeHEeXHOM pbliHKe. Jlioau u
yupexaeHusi MbITaloTCs  NoAyuYnTb 6Gonblle AeHer nyTeM npofaxku obnurauuid. [ostomy
NpeanoXxeHne obnuraunii yBenuumBa- €TC, YTO MOHMXKAET LEeHy Ha obnuraumMm u nogHUMaeT
NPOLEHTHYIO CTaBKy.

18.YBenuueHne npeasioxXeHnss OeHer CO3[4aeT BPEMEHHbIM WX M36bITOK, B pe3ynbTaTe 4ero
YyBENMUMBAETCS CMPOC Ha ObaMraumMmM U LeHa Ha HUX CTaHO- BUTCS Bbiwe. poueHTHas CTaBka
NajaeT, U Ha AeHEXHOM pblHKe BOCCTAHaB- /IMBAeTCA paBHOBECHKE.

19.0cHoBOMONAraoLWen LUenblo KpeauTHO-AEHEXHOW MOMUTUKM SBNSIETCA MOMOLLb 3KOHOMUKE B
AOCTUXKEHMM OBLLEr0 YpPOBHS MpPOM3BOACTBA, XapaKTe- PU3YIOLErocs MOSTHOM 3aHSTOCTbIO M
OTCYTCTBMEM WHMDNAUMW. KpeauTHO-Ae- HeXHas MNOMUTMKA COCTOMT B W3MEHEHUU [OEHEXHOro
NpeanoXeHns C uenblo cTabunmnsaumm COBOKYMHOrO obbeMa MpOM3BOACTBA, 3aHSATOCTM U YPOBHS
LeH. bonee KOHKPETHO: KpeauTHO-AEeHEeXHas' MOMUTMKA BbI3bIBAET YBEIMYEHME [OEHEXHOro
NpeanoXeHnss BO BpeMs Cnafa Ans MOOWpPeHUs pacxoaoB, a BO BpeMs WMHONAUMM, HAobopoT,
OrpaHNYMBaET npeasioXKeHne AeHer Ans orpa- HAYEHNs pacxoos.

20.CyLecTBYyIOT TPM OCHOBHbIX CPeACTBa KpeaAUTHO-AEHEXHOIO KOHTPO- /1: ornepaumm Ha OTKPbITOM
PbIHKE, U3MEHEHMWE PE3EPBHOM HOPMbI M U3MEHE- HNE YYETHOMN CTaBKMU.

21.0nepaumMn Ha OTKPbITOM pblHKE — Hanbonee BaXHOE CPeACTBO KOHTPONS AEHEXHOro
NPeanoXeHns. ITOT TEPMUH OTHOCUTCS K MOKYMKE W MpoAaxe roCyAapCTBEHHbIX ob6nuraumn
LEeHTpabHbiIM 6aHKOM Ha OTKPLITOM pblHKE, TO €CTb K MOKYMNKe W npofaxe obnurauui
KOMMep4yeckuM 6aHKaM M HaceneHunto B LIeIoM.

22.MpN M3MEHEHWM pPE3EPBHOW HOPMbl MEHSIETCS BEMMYMHA [AEHEXHOr0 MyNbTUNAMKaTopa W,
cnefosaTesnibHO, AEHEXHOe rnpeanoxeHve. B ocHose ae-
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HEXHOr0 MyNbTUINIMKATOPa NIEXUT TOT aKT, UTO pe3epBbl, NOTEPSAHHbLIE OA- HUM 6aHKOM, NOSyYaeT
ApYroun.

23.Mofo6HO TOMY, Kak KOMMepyeckue 6aHKM B3bICKMBAKOT MPOLIEHTHbIE MAATEXM MO CBOMM CCyaaM,
LUEeHTpanbHbI  6aHK B3bICKMBAET MPOLEHTHblE MnaTeXu Mo CCyAaM, NpeaoCTaBfEHHbIM
KOMMepYeckuM H6aHkaM. TakasiCTaB- Ka NPOLEHTa Ha3blBAETCA YYETHOM CTaBKOM.

24.CHWXXEHWE YYETHOW CTaBKM MOOLLPSIET KOMMepYeckne 6aHKM K Npuob- PeETEHNIO AOMOSTHUTESNbHbIX
pe3epBOB NyTEM 3aMMCTBOBaHMS Y LEHTPasibHOro 6aHka.

25.M0TOBHOCTb 6aHKOB aBaTb CCyAbl HA OCHOBE M3ObITOYHbLIX PE3EPBOB NEPUOANYECKN MEHSETCS, U
B 3TOM KPOETCS MpUYMHA rOCYAapCTBEHHOrO KOHTPOSS 3@ AEHEXHbIM NPeasIoKEHWEM C LENbo
obecneynTb SKOHOMUYE- CKYIO CTabUIbHOCTb.

Task 3. Match the words with their definitions

A) Bank 1) An estimate, often itemized, of expected income and
expense for agiven period in the future
B) Income 2) Monetary gain resulting from the employment of
capital in any transaction
C) Check 3) A card that identifies a person as entitled to have food,
merchandise, services, etc., billed on a charge account
D) Loan 4) An institution for receiving, lending, exchanging, and
safeguarding money and, in some cases, issuing notes and transacting other
E) Debt financial business
5) The financial gain (earned or unearned) accruing over a
F) Budget given period oftime
6) To commit (money or capital) in order to gain a financial
G) Diversify return
7) A written order, usually on a standard printed form,
H) Invest directing a bank to paymoney
8) Any of the equal parts into which the capital stock of a
I) Share corporation or company isdivided
9) A sum paid or charged for the use of money or for
J) Interest borrowing money
10) The variability of returns from an investment
K) Profit 11) The temporary provision of money (usually with interest)
12) Something that is owed or that one is bound to pay to
L) Risk or perform foranother
13) To acquire a variety of assets that do not
M) Credit card
N) Appreciate
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O) Annual tend to change in value at the same time
Percentage 14) The annual rate that is charged for
Rate (APR) borrowing (or made by investing)
15) To increase in value

Task 4. As you know, native speakers of English tend to use a lot of phrasal verbs (sometimes called
prepositional, multi-word verb, verbs) in everyday spoken English. Learn the following phrasal verbs by
heart.

Spending Money -

lay out - to spend money, especially a large amount

splash out - to spend a lot of money on something you don't need, but is very pleasant
run up - to create a large debt

fork out, fork over - to pay for something, usually something you would rather not have to pay for.
shell out - to pay for something, usually something you would rather not have to pay for.
cough up - to provide money for something you do not want to

Having Just Enough Money -

get by - to have just enough money for your needs scrape by - to manage

to live on very little money Helping Someone with Money -

bail out - to help a person or organization out of a difficult situation

tide over - to help someone with money for a period of time until they have enough
Paying Debts -

pay back - to return money owed to someone pay off - to finish

paying all money that is owed Saving Money -

save up - to keep money for a large expense in the future put aside - to save

money for a specific purpose

Using Saved Money -

dip into - to spend part of your saved money

break into - to start to use money that you have saved

Here is a practice dialogue using some of the above vocabulary.

Well, last week I finally dipped into that money that I had been putting aside for the past year and a
half. I decided that I should really enjoy myself so I splashed out and had a great meal at Andy's. Next,
I went to Macys on Saturday and laid out $400 for that suit I'd told you about. Of course, I used a great
deal of what I had saved up to pay back that bill I had run up on my Visa card. It feels great to finally
have some money after all those years of scraping by. Thanks again for tiding me over during that
long winter of '05. I don't think I would have got by without your bailing me out.Unfortunately, I also
had to
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cough up about $250 in insurance costs. Oh well, I guess shelling out the cash for those things is just
as necessary as anything else...

Task 5. Translate in writing
BaHKOBCKME HAKOMJIEHUSI CPeAHeCTaTUCTMYECKOro eBponeMua B ceMb pa3 6onblue
AHaJIONMYHbIX HAKOMJIEHUI CpeaHero poccusiHmHa. B TpeTbeM KBapTasne noprgesb CpeacTs
»watenen EC, pasmelleHHbIX Ha paeno3uTtax, coctaBun 2091,2 TpnH eBpo. Poccuickui
nokasartesib B nNepecyeTre Ha eBpPONenCKyro BanoTy - 152 mapa. 310 BbiBOAbl areHT- CTBa
c¢pnHaHCcoBoOM ctatucTukm StatBanker
Takum 06pa3oM, B NepecyeTe Ha 0AHOMO rpaxxaaHnHa EBpocoto3a ceityac NpuxoauTcst BKaA Ha CyMMy B
cpenHeM 6378 eBpo, a 6e3 yyera AeTei, NeHCMo- HEPOB U MHBANMAOB, CyMMa BKJ1aAa BblpacTaeT o0 14
313 esBpo.
O6wwmii Aeno3nTHLIN NopTdenb eBponenickux 6aHKOB 3a rog cokpaTtuacs Ha 8%. BrnonHe conocraBuMble
umdpbl 3ahuKcMpoBaHbl 1 B Poccum - cokpalleHve BKaaoB Ha 7%.
Ho cymma BKaga, NpUxoasawasacs Ha OgHOro rpaxkaaHnHa PO, B 6 pa3 MeHblUe, YeM y OAHOro XXUTens
EC, oHa cocraBnsieT Bcero 1071 eBpo. Ecim e cumTaTh TONMBKO POCCUSIH U3 SKOHOMMYECKWN aKTUBHOM
rpynnbl, TO Ha Kaxaoro npuaetca 2153 eBpo, TO eCcTb yXe B 7 pa3 MeHblue, 4yeM B EBpone,
KOHCTaTUpYIOT
«HoBble nsBecTua».
Mpy 3TOM CTaBKM B POCCUMIACKMX OaHKax CyLECTBEHHO Bbile €BPOMENCKMX, 4YTO obecrneunno
NOMOXUTENBHYIO AMHAMUKY BK1aI0B BO BTOPOM MOSIOBUHE Te- KYLLEro roaa.
CpenHeB3BeLLeHHas NPOLEHTHas CTaBka Mo Aero3uTaM, OTKpbITbIM B EBpO- ne B ceHTSAOpe, coctaBnser
Bcero 2,92% roaosbix. B Poccum ctaBka gocturaet 9,25% B pybnsix n 5,35% B eBpo.
Ho ¢ y4eToM BbICOKOro MHMASILMOHHOIO AABNEHNS KapTUHa BbIrNsSavT nHade. SddeKkTmBHas ctaBka B EC
B CeHTA6pe ocTaBwna 2,62%, B ToBpeMs kak B PO - Bcero 1,15%.
CTOUT HAMOMHUTb, YTO MO AAHHBLIM Ofnpoca POMMP, MMEIOT BO3MOXHOCTb OTK/aAbIBaTb AeHbrN U AenaroT
3TO TONbKO 52% poccunsiH. To ecTb 48% HaluMX COOTeYECTBEHHMKOB OTHOLLEHNS K 6aHKOBCKUM BKMadaM
NONPOCTY He MMetoT. TakuM 06pa3oM, peanbHOe OTCTaBaHWE 3HAUUTENbHOWM YacTy POCCUICKOrO Hace-
NEHNS1 OT OCHOBHOM MacCbl EBPOMENCKOro eLle 6onbLue.
06 3TOM CBMAOETENLCTBYET W COMOCTAB/EHWE CPEAHEdYLEBOM MecsyHoro goxoaa B EC u PO. [ns
eBporeiiLa 3TOT A0X0A COCTaBNSET $5,3 ThIC., @ Y poccus- HUHA - Bcero $600.
B TO ke BpeMmsi, NonoXeHne 0becneyeHHON NPOC/IoNKN HaceneHus, MMeto- LLei BrIaabl B 6aHKax BrosiHe
COMOCTaBMMO CO CPEAHEEBPOMNENCKUM YPOBHEM, @ FAe-TO, BO3MOXHO, Y NPEBbILLAET €ro.

MoneyTimes
Task 6. Translate in writing

OeHexHoe obpawieHmne B Poccumn
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MpaBuTenbcTBO Poccuiickon deaepaummn, BCTaB Ha MyTb 3KOHOMUYECKMX pedopM, CTOMKHYIOCh C
CEPbE3HbIMM  3KOHOMUYECKMMU U COUMANBHO-MONU- TUYECKUMU TPYAHOCTAMU. IKOHOMUYECKUM
KPU3MC BbIpa3wica B Pe3KOM CO- KpalleHUWM MpOM3BOACTBA, 3HauUTeNnbHOM He3paboTuue M, Kak
CneacTBme, B CHMDKEHUM XKM3HEHHOrO YPOBHS LUMPOKMX COEB HaceneHusi. B cdepe peHex- Ho-
KPEeAUTHbIX OTHOLIEHWA OH MPOSIBUIACA B 3aTSHKHOM M rNybokoW WMHDNS- umn. UHnaumsa kak
COLManbHO-9KOHOMMYECKOE  SIBIEHME O3HayaeT nepe- MOSIHEHME [eHEeXHOro obpalleHus
obecueHeHHbIMN AeHbramMn, pocT LEH M nepepacrnpeaeneHne HauvoHanbHOro Aoxoda B MNOMb3y
rocyaapCTBa, OTAeNb- HbIX FPYMN HaceneHus, KoTopble 060orallatoTcs 3a CHET CNeKYNSTUBHBIX one-
pauMin Ha TOBapHOM W [AEHEXHOM pblHKax. BO3HWMKHOBEHME W pa3BUTUE WH- DNSLMOHHBIX
NPOLECCOB B HApOAHOM XO35IMCTBE MOXET ObiTb BbI3BAaHO KaK HapyLEHWEM 3aKOHOB [EHEXHOro
obpalleHnsl, HeornpaBAaHHbIM YBEIMYEHM- €M AEHEXHON Macchbl B obpalleHnn (MHdnaums cnpoca),
TaK M MOBbILEHMEM LieH U3-3a pOCTa U3AepXXeK NpoM3BoACTBa (MHPNAUMS nsaepxek). NHbns- ums
MOXET MopasuTb Nbylo CTpaHy, rae CyleCcTBYIOT TOBapHO-AEHeXHble OTHOwWeHus. nybuHa wu
ANIUTENBHOCTb  MHMNSILMOHHBIX MPOLIECCOB, CWMa WX COLManbHO-3KOHOMUYECKMX MOCNEeACTBUM
3aBUCAT OT COCTOSIHMSI 3KOHOMMW- KM, Pa3BUTUSI TOBAPHO-AEHEXHbIX OTHOLIEHWA B CTpaHe.
NHdnsuma oTpaxa- eTcs Ha Bcex cdepax coumanibHO-3KOHOMUYECKON XM3HM obliecTBa. Tak Kak
HauuoHasbHas BanioTa nepectaeT BbIMOAHATb WM M0XO BbINOAHSET CBOWM (YHKUMM, TO OHa
BbITECHSIETCS MHOCTPaHHOW BaslIlOTOM, TOBapaMu, pasfiMy- HbIMU AEHEXHbIMW CypporaTamu, 4To
HAHOCUT HApPOAHOMY XO3SMCTBY 3Ha- UWUTENbHbIM SKOHOMUYECKUN YPOH: CAEPXMBAETCS pa3BUTHE
(b1HAHCOBO- KPeAUTHbIX OTHOLLEHWUI B CTpaHe, CpeacTBa M3 cdepbl NPOM3BOACTBA yXOAST B cdepy
obpalueHunst, cCHMKaeTCcs 3PPEKTUBHOCTb rOCYAAPCTBEHHOINO KOHTPO- /11 3@ AEHEXHbBIMU NOTOKAMM.
PagukanbHbIM cnocoboM cTabunmsaunmn AeHeXXHOro obpalleHust siB- NSITCA AeHeXHble pedopMbl.
OgHako Ans ux yCnewHoro npoBeAeHus B CTpaHe [AO/MKHbl OblTb co3aaHbl  HeobxoauMble
9KOHOMMYECKME M NONUTUYe- ckue ycnoeus. He umess 06 beKTUBHbBIX NPEAMNOCHINIOK Ans NPOBeAeHUs
Ae- HexHon pecdopmbl, MpaButensctBo PO ana ykpenneHns AeHEXHOro 06- palleHus, CHUXEHUS
COLMANbHO-3KOHOMMYECKON  HamnpsKEHHOCTM B CTPaHe npeanpuHUMano W npeanpuHUMaeT
pa3fnyHble aHTUMHPNSALMOHHBbIE Mepbl. K HUM OTHOCUTCS Npexxae Bcero aednsiuMoHHash AeHEeXHO-
KpeauTHasl Mofv- TWKa, HamnpaB/ieHHasi Ha OTHOCUMTENIbHOE CHUXKEHME AEHEXHOM MacCbl B 06-
palleHnn, 4TO NPMBENO K PEe3KOMy crnagy Npov3BOACTBA, PocTy 6e3paboTuubl M XPOHUYECKUM
HennaTexam.

Task 7. Translate in writing
Why it's sexy to be a future accountant

I recently saw a student on a university campus wearing a T-shirt with the phrase 'Future accountant'.
Given the profession's traditional image problem, must have been ironic, mustn'tit?
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Perhaps not. There are signs that accountancy is putting its traditional image problem behind it.
Increasing numbers of graduates are applying to join the profession, motivated not just by the prospect
of high salaries but also by a change in perception. Ironically, it is partly its association with the twenty-
first century's biggest financial scandals of Enron and WorldCom that has made accountancy become, well,
sexier.

At the forefront of this image makeover is the specialism of forensic accounting, with its suggestion of
crime scene investigators and technicians in white coats. In reality, a forensic accountant's work is chiefly
concerned with any investigation of financial data which will eventually be used in some form of litigation.
Some of them work for law enforcement agencies gathering evidence to support fraud and bribery
charges. Others are expert witnesses who testify on either side in financial dispute cases.

While it might not always be CSI Miami, forensic accountants do need to develop some special skills
which relate to their roles as investigators. For instance, a forensic accountant's work can make them
crucial figures in high- profile criminal cases like Enron so a confident manner in court can be helpful. In
addition, a systematic and analytical mind is essential. For example, in a fraud case, they may need to
search financial records thoroughly looking for patterns of similarities and coincidences that might
indicate a cover-up. Imagination - not a characteristic traditionally associated with accounting - is also
part of their skill set, as they dig deeper and try to get into the mind of suspected fraudsters.

Although the term forensic accounting is relatively recent, the importance of accountants in legal matters
has a long history. The most famous case in which forensic accountancy has, provided the pivotal
evidence was in the conviction of the notorious Chicago gangster Al Capone. While Capone's criminal
activities had induded murder, he was finally convicted on the apparently lesser charge of tax evasion.
Elmer Irey, an official at the US Inland Revenue Service, believed that Capone's conviction could be
obtained on the basis of a Supreme Court ruling that the income from organized criminal activity was
also subject to taxation.

Task 8. Translate in writing

The International Monetary Fund (IMF)

The International Monetary Fund (IMF) works to foster global monetary cooperation, secure financial
stability, facilitate international trade, promote high employment and sustainable economic growth, and
reduce poverty around the world. Created in 1945, the IMF is governed by and accountable to the 187
governments of the countries that make up its near-global membership.

Fast Facts

Membership: 187 countries Headquarters:

Washington, DC

Executive Board: 24 Directors representing countries or groups of countries Staff: approximately 2,360
from 146 countries
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Why the International Monetary Fund was created and how it works

The IMF, also known as the «Fund,» was conceived at a United Nations conference convened in Bretton
Woods, New Hampshire, United States, in July 1944. The 45 governments represented at that conference
sought to build a framework for economic cooperation that would avoid a repetition of the vicious circle of
devaluations that had contributed to the Great Depression of the 1930s.

The IMF's responsibilities

The IMF's primary purpose is to ensure the stability of the international monetary system - the system of
exchange rates and international payments that enables countries (and their citizens) to buy goods and
services from each other. This is essential for sustainable economic growth, increasing living standards,
and alleviating poverty. Following the crisis, the Fund is clarifying and updating its mandate to cover the
full range of macroeconomic and financial sector policies that bear on global stability.

Surveillance of economies

To maintain stability and prevent crises in the international monetary system, the IMF reviews national,
regional, and global economic and financial developments through a formal system known as surveillance.
The IMF provides advice to its 187 member countries, encouraging them to adopt 49 policies that foster
economic stability, reduce their vulnerability to economic and financial crises, and raise living standards. It
provides regular assessment of global prospects in its World Economic Outlook and of capital markets in
its Global Financial Stability Report, as well as publishing a series of regional economic outlooks.

Financial assistance

IMF financing is available to give member countries the breathing room they need to correct balance of
payments problems. A policy program supported by IMF financing is designed by the national authorities
in close cooperation with the IMF, and continued financial support is conditional on effective
implementation of this program. To help support countries during the global economic crisis, the IMF has
strengthened its lending capacity and has approved a major overhaul of how it lendsmoney.

SDRs

The IMF issues an international reserve asset known as Special Drawing Rights that can supplement the
official reserves of member countries. Members can voluntarily exchange SDRs for currencies among
themselves.

Technical assistance

The IMF offers technical assistance and training to help member countries strengthen their capacity to
design and implement effective policies. Technical assistance is offered in several areas, including tax
policy, expenditure management, monetary and exchange rate policies, banking and financial system
supervision and regulation, legislative frameworks, and statistics.

Resources

The IMF's resources are provided by its member countries, primarily through payment of quotas, which
broadly reflect each country’s economic size.
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Governance and organization

The IMF is accountable to the governments of its member countries. At the top of its organizational
structure is the Board of Governors, which consists of one Governor from each member countries. All
Governors meet once each year at the IMF-World Bank Annual Meetings. Twenty-four of the Governors
sit on the International Monetary and Finance Committee (IMFC) and meet twice each year. The day-to-
day work of the IMF is conducted by its 24-member Executive Board; this work is guided by the IMFC and
supported by the IMF's professional staff. The Managing Director is Head of IMF staff and Chairman of the
Executive Board, and is assisted by three Deputy ManagingDirectors.

Task 9. Make sure you know these words and word combinations

6yxrantepckoe pgeno (pabota); cuer; otdeT;byxrantepckoe pgeno (npo- deccus); 6yxrantep;
caenka, onepauusi; NpoBecTV caenky/onepaumio; du- HaHCOBLIN YYET; KpeauTop; KpeauTopckas
3a00/DKEHHOCTb;  YNpPaB/IEHYECKUMA  YYeT; ayauT; ayauTop; MOLUEHHUYECTBO;  MOLLEHHWK;
MOLUEHHUYECKWUIN; BHY- TPEHHWWA ayauT; BHYTPEHHWWA ayaMTOp; BHELUHWA ayauT; HEe3aBMCUMbIA
(BHELLUHWI); MaHMNYNAUMK C ByXranTepcko OTYETHOCTbLIO; 3amnac (TOBAapoOB), MHBEHTAPb; AO/HKHUK,
aebutop; pebutopckasl  3a40/MKEHHOCTb, KHWUra nep- BWYHOro (MOBCEAHEBHOrO) ydeTa;
ByxranTepckui XKypHan; 6yxrantepckasi KHWra, rpoccbyx; HOMUHanbHas OyxranTepckasi KHUra;
YUYETHbIN Nepuoa, OT- YeTHbIV nepuoa; NpobHbI 6anaHc; 6anaHcoBbIN OTYET, ByxranTepckuin 6a-
NaHC; aKUMOHEPHbIN KanuTan; COBCTBEHHbIN KanuTan; akKUMOHEPHbIM Kanu- Tas; HepacnpeaeneHHas
Npubbib; NPeEMUst MO aKLMSIM, 3SMUCCUOHHBIA A0- XOA; YMCTble aKTWBbI, HETTO-aKTMBbI; OCHOBHbIE
CpeacTBa, AOrOCPOYHbIE aK- TMBbl; OBOPOTHblE CpPeAcTBa, TEeKylMe aKTMBbl; MaTepuasbHble
aKTUBbI; Ha- KOMJIeHHasl aMopTu3aums; octatodHas (4ncras) 6anaHcoBasi CTOMMOCTb (3@ BbIYETOM
HAKOM/IEHHON aMOpTU3aUuK); HeEMaTepuanbHble aKTUBbI; TOProBasl Mapka, (pUpPMeHHOe Ha3BaHWE;
MaTEeHT, NaTeHTOBaTb, MOMYYMTb NATEHT; Bbl- AaTb MNATEHT; TOProBas MapKa; COBCTBEHHbIN
Kanutan, 4uctass CTOMMOCTb KOMMaHWW; [enoBas penyTauusi KOMMaHwWv;  AONrOCpOYHble
06513aTeNbCTBa; KPAaTKOCPOYHbIE 063aTENBCTBA; TEKYLLME MAaCCMBbI; OTCPOYEHHbIN HANOr; OT- YET O
NpubbINsax M ybbiTKax; OTYET O AOXOAAX; HEKOMMep4yeckas OpraHu3a- umsi; OTYET O AO0XOAAX M
pacxoAax; OCTaToK, M36bITOK; AeduunT, HEXBaTKa, TOBAapoobopoT; cebecToMMOoCTb peann3oBaHHOM
npoaykuun;  cebectoMmMoCcTb  nNpoaax; Banosass  npubblib;  KOMMepyeckue, obwmne u
AAMUHUCTPATMBHbIE pacxoAbl; AOX0A A0 ynniaTbl Hanora Ha npubbiib, NPOLEHTOB M aMOpTU3aLuu;
NpubbINb A0 ynnaTbl NPOLEHTOB M HANOroB; YMcTas npubblsib; UTOM; OTYET O ABMXXEHUN AEHEXHbIX
cpeacTs (MOTOKOB); OTYET O MPU3HAHHBLIX NPUOLINAX U yObITKaX.

PA3QEN 2
BANKS AND BANKING

KoMriiekcHas Le/ib.; O3HaKOMUTL CTYAEHTOB C OCHOBHbLIMU JIEKCUHECKUMYU EANHULIBMM 10 TEME OaHKU
u 6aHKoBCcKoe fen1o. [TpeqcTaButs 6a30- Bbl€ 3HAHNS 10 AAHHOW TEME M COBEPLLIEHCTBOBATH
r1epeBoaYECKNE HaBbIK1 6/1aro4aps Mpea/IOKEHHbIM YITPaXKHEHUSIM.

Personal Banking

Current accounts

A current account is an account which allows customers to take out or withdraw money, with
no restrictions. Money in the account does not usually earn a high rate of interest: the bank does
not pay much for 'borrowing' your money. However, many people also have a savings account or
deposit account which pays more interest but has restrictions on when you can withdraw your
money. Banks usually send monthly statements listing recent sums of money going out, called
debits, and sums of money coming in, called credits.
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Nearly all customers have a debit card allowing them to make withdrawals and do other
transactions at cash dispensers. Most customers have a credit card which can be used for
buying goods and services as well as for borrowing money. In some countries, people pay bills with
cheques. In other countries, banks don't issue chequebooks and people pay bills by bank
transfer. These include standing orders, which are used to pay regular fixed sums of money,
and direct debits, which are used when the amount and payment date varies.

Banking products and services

Commercial banks offer loans — fixed sums of money that are lent for a fixed period (e.g. two
years). They also offer overdrafts, which allow customers to overdraw an account — they can
have a debt, up to an agreed limit, on which interest is calculated daily. This is cheaper than a loan
if, for example, you only need to overdraw for a short period. Banks also offer mortgages to
people who want to buy a place to live. These are long-term loans on which the property acts as
collateral or a guarantee for the bank. If the borrower doesn't repay the mortgage, the bank can
repossess the house or flat — the bank takes it back from the buyer, and sells it. Banks exchange
foreign currency for people going abroad, and sell traveller's cheques which are protected against
loss or theft. They also offer advice about investments and private pension plans — saving money
for when you retire from work. Increasingly, banks also try to sell insurance products to their
customers.

E-banking

In the 1990s, many commercial banks thought the future would be in telephone banking and
internet banking or e-banking. But they discovered that most of their customers preferred to go to
branches — local offices of the bank — especially ones that had longer opening hours, and which
were conveniently situated in shopping centres.

Task 1. Give equivalents to the following words and word combinations

YekoBasi KHWXXKA; OCYyLLEeCTBNATb onepaumio; onslaumeaTb cyeTa
6aHKOBCKMM MEepeBOAOM; YacTHasi CMCTEMA NEHCMOHHOro obecredeHuns; Bce 6osblue n 6onblue;
MEeCTHOe oTAeneHne 6aHKa; TOProBbIf LIEHTP.

With no restrictions; monthly statement; sums of money going out; sums of money coming in;
exchange foreign currency; have longer opening hours.

Task 2. Translate in writing

AunctaHunoHHoe 6aHKOBCKOE 06cnyxuBaHme

AnctaHumoHHoe 6aHkoBckoe obcnyxmeaHne (OBO) (remote banking) — 310 npeapocTtaBneHue
BO3MOXHOCTW K/IMEHTaM coBepliatb 6aHKOBCKMEe one- paumu, He npuxoas B 6aHK, ¢
MCMOSIb30BaHNEM Pa3/INYHbIX KaHasoB Tene- KOMMyHWKauuu. Yacto MCnonb3yeTcs Takke TepMuH
home banking, TpakTy- towmMica Kak BeaeHWe 6aHKOBCKMX OMepauMit Ha [OMy, Kak
camocrtosiTenbHasa ¢dopmMa 6aHKOBCKMX YCIyr HaceneHuto, OCHOBaHHas Ha WCMOSb30BaHWU 3MeK-
TPOHHOW TexHUKW. MoHaTve [OBO Heckonbko LWMpe M BKIOYAeT B cebs 06- cnyxuBaHue Kak
HaceneHus, Tak 1 IOPUANYECKUX UL, NPUYEM HE TONTbKO

«Ha AOMY>», HO M B Nt0BOM yaaneHHOM oT 6aHKOBCKOro odmca MecTe, rae uMeeTcst
COOTBETCTBYHOLLMNIA KaHan CBSA3MN.
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LLnpokoe BHeapeHne B0 Hayanocb 3a pybexoM yxe ¢ Hadana 80-x rr. XX B. BHayane BO3HUKN
CUCTeMbl NpeaocTaBneHns 6aHKOBCKMX YCIyr no TenedoHy, a B HacTosilee BpeMs Habnogaetcs
6ym B pa3suTum 6aHKOBCKOro ob6cnyxmBanus 4depe3 WHTepHeT. Maea co3gaHus nHTepHeT-6aHka
Bo3HMKNa B CLLIA. OgHOM M3 NpUYMH €ro NosIBNIEHWS CTao CyLLEeCTBOBaBLLEE TaM Orpa- HUYEHWE Ha
OTKpbITUE B6aHKaMu dhunnanos B Apyrux LWTaTax. Tak, B okTsbpe 1995 r. 6611 co3aaH Security First
Network Bank, KOTOpbIi CTan nepBbiM 6aHKOM, OCBOMBLUMM 3TOT BuA ycnyr B MHTepHeTe. 3a HUM
nocnenoBan u 6putaHckuii 6aHk Royal Bank of Scotland. Moao6Hblie 6aHkK MoryT obcnyxu- BaTb
BONbLUYIO TEPPUTOPUIO NMPU OYEHb HU3KOM cebecTtommocTn 6aHkoBckux ycnyr. C noHaTuem ABO
TECHO CBSI3aHbl TaKXXe TEPMWHbl «3NIEKTPOHHbLIN GaHk» (e-bank) n «BUpTyanbHbIi GaHk». [lop
3N1EKTPOHHBLIM, W BUPTYasb- HbiIM 6@HKOM 06bIYHO MOHMMAIOT H6aHK, He MMEKLWMIN TPAAMLMOHHOIO
ou- ca, a 06CNy>XMBaOLWMIA KIIMEHTOB NOCPeACTBOM TenedoHa, MHTepHeTa 1 Npu HeO6X0AMMOCTH
— MOYTbl.

Commercial and retail banking

When people have more money than they need to spend, they may choose to save it. They
deposit it in a bank account, at a commercial or retail bank, and the bank generally pays
interest to the depositors. The bank then uses the money that has been deposited to grant
loans — lend money to borrowers who need more money than they have available. Banks make a
profit by charging a higher rate of interest to borrowers than they pay to depositors. Commercial
banks can also move or transfer money from one customer's bank account to another one, at
the same or another bank, when the customer asks them to.

Credit

Banks also create credit — make money available for someone to borrow — because the money
they lend, from their deposits, is usually spent and so transferred to another bank account. The
capital a bank has and the loans it has made are its assets. The customers' deposits are liabilities
because the money is owed to someone else. Banks have to keep a certain percentage of their
assets as reserves for borrowers who want to withdraw their money. This is known as the reserve
requirement. For example, if the reserve requirement is 10%, a bank that receives a €100
deposit can lend

€90 of it. If the borrower spends the money and writes a cheque to someone who deposits the €90,
the bank receiving that deposit can lend €81. As the process continues, the banking system can
expand the first deposit of € 100 into nearly € 1,000. In this way, it creates credit of almost €900.
Loans and risks

Before lending money, a bank has to assess or calculate the risk involved. Generally, the greater the
risk for the bank of not being repaid, the higher the interest rate they charge. Most retail banks
have standardized products for personal customers, such as personal loans. This means that all
customers who have been granted a loan have the same terms and conditions — they have the
same rules for paying back the money. Banks have more complicated risk assessment methods for
corporate customers — business clients — but large companies these days prefer to raise their own
finance rather than borrow from banks. Banks have to find a balance between liquidity — having
cash available when depositors want it — and different maturities — dates when loans will be repaid.
They also have to balance yield — how much money a loan pays — and risk.

Task 1. Give equivalents to the following words and word combinations

MnaTuTb NPOLEHTbI BKIAAYMKAM; BblAaBaTb KpPeaUTbl, COXPaHATb OMpe- [AeNEHHbIA MNPOLEHT
AKTMBOB B KA4eCcTBe pe3epBOB; OLEHNBATb UM MNOACYM- TbiBaTb PUCKKU; HaxoauTb 6anaHc.

Deposit in a bank account; charge a higher rate of interest; transfer money from one customer’s
bank account to another one; create credit; standardized products; raise their own finance.

Task 2. Translate in writing
Kommepyeckne 6aHKku
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KomMMepuyeckne 6aHKM COCTaBNSIIOT OCHOBY COBPEMEHHON 6aHKOBCKOWM CUCTEMbI, KOTOpasi, COrnacHo
AENCTBYIOLLEMY 3aKOHOAATENbCTBY, BK/OYaeT B cebs BaHk Poccun, KpeauTHble OpraHusauuu,
dbunmnanbl M nNpeacTtaBuTENb- CTBA MHOCTPaHHbIX 6aHKOB. bBaHK, cornmacHo AencTBYHOLLEMY
3aKOHOAATENb- CTBY, — 3TO KpeauTHasl opraHv3aumsi, KOTopas MMEeEeT WUCKIIYMTENbHOE Nnpa- BO
OCYLLECTBNATb B COBOKYMHOCTU crieaytowme 6aHKOBCKME onepaumm:
- MpUBEYEHNE BO BKIabl AEHEXHBIX CPEACTB (PU3MUECKUX U opuanye- CKUX nuu;
- pa3MeLLeHne 3TUX CPeACTB OT CBOErO MMEHM M 3a CBOM CYET Ha YC/I0BU- SIX BO3BPATHOCTH,
MIATHOCTU U CPOYHOCTY;
- OTKpbITME U BeAeHNe HaHKOBCKUX CHETOB (PU3NYECKUX U KOPUANYECKUX UL,
BaHkn sABnaoTCa 0C06bIM TUMOM (DUMHAHCOBLIX MOCPEAHWMKOB, Mepepac- Npeaensiowmx Kanutasbl
Mexzy MX NocTasLUMKaMn U noTpebutensammn. OHU XapaKTepusyroTcs CneayowmMn CyLecTBEHHbIMU
npu3Hakamu. Bo-nepBbiX, Kak M BCSKME (DMHAHCOBbIE MOCPEAHWMKM, OHW OCYLLECTBASOT ABOMHOW
obMeH ponroBbiMM 0b6s3aTenbCTBaMu:  6aHKM  BbIMYCKAlOT CBOW  COBCTBEHHblE [0Mro- Bble
06s13aTenbCcTBa, @ MOGUNM30BaHHbLIE HA 3TOM OCHOBE CpeACTBa pa3Mella- T OT CBOEro UMEHW B
LONroBble 06513aTeNbCTBa, BbiMyLIEHHble ApYrMMWU. [1BOMHOM 06MeH 06si3aTenbCTBaMu OTMYaEeT
6aHkn oT 6pokepoB (AMNepoB), OCYLLECTBASIOWNX MOCPEAHNYECTBO Ha (PMHAHCOBOM pbIHKE, He
npuberas K BbIMNyCKy COBCTBEHHbIX AONrOBbIX 0653aTenbcTB. Bo-BTOpbIX, 6aHkM ¢dopMu- pytoT
pecypcbl Ha OCHOBE BbICOKO/IMKBUAHBIX MU (PUKCUPOBAHHBLIX MO CyMMaM 0653aTenbCTB — BKIAA0B
(neno3untoB). B-TpeTbux, 6aHKM MMEIOT BbICOKMI YPOBEHb «(MHAHCOBOro pbivara» (leverage), T.e.
[ONN 33aeMHbIX CPeACTB B CTPYKType naccuBoB. B-ueTBepTbix, 6aHkM 06nagaloT BO3MOXHOCTbIO
OTKpbl- BaTb W O6CNyXMBaTb pacyeTHble U TeKylmue cyeTa W 3MUTUPOBATb 6e3Hanuy- Hble
nnaTeXxHble CpeacTsa.
MoTpebutenncknin kKpeguT
MoTpebuTenscknMmn KpeamTamm obblYHO Ha3blBAOT KpPeauTbl, Npeao- CTaBfseMble HaceneHuto. Mpu
3TOM KpeauTopaMu MOryT BbICTynaTb 6aHKW, KacCbl B3auUMOMOMOLLM, KpeaUTHble YydpexaeHus,
cTpouTenbHble obwectsa v T.4. Beaywee Mecto Ha pbiHKe MOTPebUTEeNbCKMX KpeaMToB 3aHMMatoT
KOM- Mepueckne 6aHku. MoTpebutenbcknii KpeauT HanpaB/ieH Ha YAOBNETBOPE- HUE COouUManbHbIX
noTpebHOCTEN rpa)aaH, Takux Kak NnoTpebHOCTy:
- B COBCTBEHHOM XWibe (A0Me, KBapTupe, KOMHATE) U ApyrMx 06bekTax HeaBMXUMOCTU
(naye, yyactke, rapaxe);
- B NpVMOBPETEHNM TOBAPOB A/IMTENBHOMO NOSb30BaHUS (Mebenn, anek- TPOHHO-ObITOBOM
TEXHWKM, aBTOMOBUnen);
- B 06pa3oBaHuK, OTAbIXE, TYPU3ME, IEHEHUM.

Central banking

The functions of central banks

What are the main functions of central banks? Most countries have a central bank that provides
financial services to the government and to the banking system. If a group of countries have a
common currency, for example the euro, they also share a central bank, such as the European
Central Bank in Frankfurt.

Some central banks are responsible for monetary policy — trying to control the rate of inflation
to maintain financial stability. This involves changing interest rates. The aim is to protect the
value of the currency — what it will purchase at home and in other currencies. In many countries,
the central bank supervises and regulates the banking system and the whole
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financial sector. It also collects financial data and publishes statistics, and provides financial
information for consumers. In most countries, the central bank prints and issues currency —
putting banknotes into circulation. It also participates in clearing cheques and settling debts
among commercial banks.

The central bank and the commercial banks

How exactly does the central bank supervise the commercial banks? Commercial banks have to
keep reserves — a certain amount of their deposits

— for customers who want to withdraw their money. These are held by the central bank, which can
also change the reserve-asset ratio — the minimum percentage of its deposits a bank has to keep
in its reserves. If one bank goes bankrupt, it can quickly affect the stability of the whole financial
system. And if depositors think a bank is unsafe they might all try to withdraw their money. If this
happens it's called a bank run or a run on the bank, and the bank will quickly use up its
reserves. Central banks can act as lender of last resort, which means lending money to financial
institutions in difficulty, to allow them to make payments. But central banks don't always bail out or
rescue banks in difficulty, because this could lead banks to take risks that are too big.

Central banks and exchange rates

What about exchange rates with foreign currencies? Central banks manage a country's reserves
of gold and foreign currencies. They can try to have an influence on the exchange rate — the price
at which their currency can be converted into other currencies. They do this by intervening on
the currency markets, and moving the rate up or down by buying or selling their currency. This
changes the balance of supply — how much is being sold — and demand — how much is being
bought.

Task 1. Give equivalents to the following words and word combinations

MpenoctaBnaTe (PMHAHCOBbIE YCNYrM roCcyaapcTBy; 6aHKOBCKasi CMCTEMA; KOHTPONMPOBATb YPOBEHb
MHDNAUMK;  (PUHAHCOBBLIN CEKTOP; MOBMMSITb Ha CTabWNbHOCTb BCel (PUHAHCOBOM CUCTEMDI;
nomoratb 6aHKkaM, HaxoAsLWMMCS B TPYAHOM MOJIOXKEHUWN; KOHBEPTUPOBATL BantoTy.

Value of the currency; supervise and regulate the banking system; put banknotes into circulation;
clearing cheques; settle debts among commercial banks; use up its reserves; take risks; balance of
supply and demand.

Task 2. Translate in writing

PYHKLMNMN LeHTpasibHbIX 6aHKOB

Crapeiwas GyHKUMA LEHTpanbHOro 6aHka — (YHKUMS MOHOMOMBbHOM 3MUCCMM  BAHKHOT.
LleHTpanbHbin 6aHk, Oyayun npeactaBUTENeM rocyaap- CTBa, BbLIMOMHAET 3aKOHOAATESbHO
3aKPENIEHHYD 3@ HWM 3MUCCMOHHYKDO MO- HOMOSIMI0O B OTHOLEHMM 6aHKHOT. [lloa 3muccuen
LleHTpaNnbHOro 6aHka MOHW- MaeTcs BbiMyCcK B OOpalleHne AeHEr WCKIUUTENBHO B HaSMUHOM
dopme (6aHKHOT M B HEKOTOPbIX Cllyyasix MOHeT). BaHKHOTbI LeHTpanbHOro 6aHka ABNSTCH
HeorpaHM4YeHHO 3aKOHHbIM MnaTexHbiM cpeactBoM (legal tender). YTO KkacaeTca MOHeT, TO B
HEKOTOPbIX CTPaHax LEHTPasbHbI 6aHK TakXKe MMEET MOHOMOMMIO Ha MX 3MUCCUIO, HO OBbIYHO KX
YyeKaHKOW 3aHMMAEeTCS MMHUCTEPCTBO (DMHAHCOB (Ka3Ha4encTeo).

LleHTpanbHbIN 6aHK 06bIYHO MMEET MOHOMOMMIO Ha AMUCCUIO ByMaXKHbIX AEHEr Ha BCEW TEpPUTOPUM
CcTpaHbl. Tonbko B BenukobputaHum caenaHo uc- knodenne ans LWotnaHaum m CeBepHon
Wpnangnmm. B O6beamHeHHOM Ko- poneBcTBe KpynHenwme kommepuyeckne 6aHku LUoTnaHamm u
CeBepHoM Mp- naHauMM YMOHOMOYEHbI OCYLLECTBNATb AEHEXHYHO 3MWUCCUIO, HO MNpU  3TOM
BbiMyCKkaeMble UMM 6aHKHOTbI A0/MKHbI HA 100 % 6bITb 0becneyeHbl AenOHWU- pOBaHHLIMM B BbaHke
AHIIMM AEHEXHBbIMU CpeacTBamMu Mnn ero 6aHKHOTaMU. HekoTopble 0CO6EHHOCTM OCYLLECTBEHUS
amuceum umetotca n B CLUA. ®e- pgepanbHble pesepBHble 6aHku, Bxoaswme B deaepanbHyto
pe3epBHyto cucte- My CLLA, umMeloT npaBo BbiNycKaTb HOBble 6AHKHOTLI U M3bIMaTb M3 obpalle- HUS
M3HOLLEHHbIE AEHEXHbIE 3HAKM.
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Mo TpaauuuyM UEHTpanbHbIM 6aHK SIBMISIETCA MX XPaAHUTENIEM B CTPaHE, BbIMOMHSAET (YHKLUMIO
YNpaBeHNs! 30/I0TOBAJIIOTHLIMK pe3epBaMi. LieH- TpanbHbI 6aHK HENOCPEACTBEHHO He paboTaeT ¢
OPUANYECKUMU U DU3NYE- CKUMU NULaMK. Ero KnMeHTbl — koMMepyeckue 6aHku. SBnsisicb «6aHKoM
6aHKOB», LeHTpanbHbIi 6aHK XpaHWUT CBOOOAHbIE AEHEXHble Pe3epBbl KOM- Mepyeckux 6aHKOB,
CNYXXUT pacyeTHbIM LIEHTPOM GaHKOBCKOM CUCTEMbI M MpPeaoCTaBAsieT el KpeauTbl, B HEKOTOPbIX
CTpaHax BbICTYNaeT OpraHoM 6aHKOBCKOrO peryiMpoBaHus M Haa3opa. [peaoctaBnsisi KpeauTbl
HaUMO- HasibHbIM 6aHKaM, UeHTpaibHbI 6aHK BbICTYMAeT B POSIM KpeauTopa MO- CrefHei
MHCTaHUMW. LleHTpanbHbIi 6aHK TakKe OCYLUECTBMSIET HAA30p M KOHTPOSb Haa 6aHKamu, 4Tobbl
noaAepXaTb HaZleXXHOCTb M CTabWNbHOCTb 6aHKOBCKOM CUCTEMbI, 3aLUMTUTL MHTEPECHI BKIAAYMKOB
M KpeauTopoB. LleH- TpanbHbli 6aHK Takke BbIMNOAHAET (YHKUMIO 6aHKMpa nNpaBUTENbCTBA,
DYHKUMIO IEHEXXHO-KPEAUTHOMO PEry/IMPOBaHUS U BHELIHESKOHOMUYECKYHO (hYHKLMIO.

Task 3. Translate in writing

Banks have existed since the founding of the United States, and their operation has been shaped
and refined by major events in U.S. history. Banking was a rocky and fickle enterprise, with periods
of economic fortune and peril, between the 1830s and the early twentieth century. In the late
nineteenth century, the restrained money policies of the U.S. treasury Department, Namely an
unwillingness to issue more bank notes to eastern-based national banks, contributed to a scarcity of
cash in many Midwestern states. A few states went so far as to charter local banks and authorize
them to print their own money. The collateral or capital that backed these local banks was often of
only nominal value. By the 1890s, there was a full-fledged bank panic. Depositors rushed to banks
to withdraw their money, only to find in many cases that the banks did not have the money on
hand. This experience prompted insurance reforms that developed during the next fifty years. The
lack of a regulated money supply led to the passage of the Federal Reserve Act in 1913 (found in
scattered sections of 12 U.S.C.A.), creating the Federal Reserve Bank System.

Even as the banks sometimes suffered, there were stories of economic gain and wealth made
through their operation. Industrial enterprises were sweeping the country, and their need for
financing was seized upon by men like J.P. Morgan (1837-1913). Morgan made his fortune as a
banker and financier of various projects. His House of Morgan was one of the most powerful
financial institutions in the world. Morgan's holdings and interests included railroads, coal, steel, and
steamships. His involvement in what we now consider commercial banking and securities Would later
raise concern over the appropriateness of mixing these two industries, especially after the stock
Market crash of 1929 and the ensuing instability in banking. Between 1929 and 1933, thousands of
banks failed. By 1933, President rrankun p- roosevertr temporarily closed all U.S. banks because of a
widespread lack of confidence in the institutions. These events played a major role in the Great
Depression and in the future reform of banking.

In 1933, Congress held hearings on the commingling of the banking and securities industries. Out
of these hearings, a reform act that strictly separated commercial banking from securities banking
was created (12U.S.C.A. §§ 347a, 347b, 412). The act became known as the giass-steagall_act, after the
two senators who sponsored it, carer ciass (DVA) and Henry B. Steagall (D-AL). The Glass-Steagall
Act also created the Federal Deposit insurance Corporation (FDIC), which insures money deposited at
member banks against loss. Since its passage, Glass-Steagall has been the law of the land, with
minor fine-tuning on several occasions.

Despite the Glass-Steagall reforms, periods of instability have continued to reappear in the banking
industry. Between 1982 and 1987, about 600 banks failed in the United States. Over one-third of
the closures occurred in Texas. Many of the failed banks closed permanently, with their customers'
deposits compensated by the FDIC; others were taken over by the FDIC and reorganized and
eventually reopened.
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In 1999, Congress addressed many concerns on many involved in the financial industries with the
passage of the Financial Services Modernization Act, Pub. L. No. 106-102, 113 Stat. 1338, also
known as the Gramm-Leach Act. The act rewrote the banking laws from the 1930s and 1950s,
including the Glass-Steagall Act, which had prevented commercial banks, securities firms, and
insurance companies from merging their businesses. Under the act, banks, brokers, and insurance
companies are able to combine and share consumer transaction records as well as other sensitive
records. The act went into effect on November 12, 2000, though several of its provisions did not
take effect until July 1,2001. Seven federal agencies were responsible for rewriting regulations that
implemented the new law.

Gramm-Leach goes beyond the repeal of the Glass-Steagall Act and

similar laws. One section streamlines the supervision of banks. It directs the Federal Reserve Board
to accept existing reports that a bank has filed with other federal and state regulators, thus
reducing time and expenses for the bank. Moreover, the Federal Reserve Board may examine the
insurance and brokerage subsidiaries of a bank only if reasonable cause exists to believe the
subsidiary is engaged in activities posing a material risk to bank depositors. The new law contains
many more similar provisions that restrict the ability of the Federal Reserve Board to regulate the
new type of bank that the law contemplates. The Gramm-Leach Act also breaks down barriers of
foreign banks wishing to operate in the United States by allowing foreign banks to purchase U.S.
Banks.

The free dictionary
by Farlex

Task 4. Translate in writing

Buabl 6aHkoB
Buabl 6aHKOB pa3aensitoTcs no Tuny co6CTBEHHOCTU, MPABOBOM OpraHu- 3aumu, GyHKUMOHaNbHOMY
HaA3HAUYEHWIO, XapakKTepy BbINOMHAEMbIX OMnepa- uui, uucny dunmanos, cdhepe 06CNyXMBaHUS,
MacwTabamn aesaTenbHOCTU.
KoMmMepyeckne 6aHKM BbIMOHAIOT pacYeTHO-KOMUCCUOHHBbIE U TOProBO- KOMUCCUMOHHBIE Onepaumnu,
3aHMMAIOTCA (DAKTOPUHIOM, JIM3UHIOM, aKTUBHO PaCLIMPSIOT 3apybexHyto dunvanbHyto CeTb U
y4acTBYIOT B MHOMOHaLMO- HaslbHbIX KOHCOpUMyMax (6aHKOBCKMX CMHAMKATAX).
NHBecTMunoHHble 6aHku (B BennmkobpuTaHumn - aMUCCUMOHHbIE oMa, BO PpaHuun - aenosble 6aHKK)
CNEeUMann3npyoTCs Ha SMUCCUOHHO-YUPEean- TeNbHbIX onepaumsax. Mo nopyyeHuio NpeanpusTUin u
rOCyAapCTBa, HY>Aako- LUMXCA B OSITOCPOYHbIX BTIOXEHUSX M NPUBEratoLLmMX K BbINyCKY akuMi 1 06-
NNraumin, MHBECTUUMOHHbIE BaHKK 6epyT Ha cebs onpeaeneHne pasMepa, YC/I0BUIMA, CPOKa IMUCCUM,
BbI6Op TMNa LeHHbIX ByMar, a Takke 0653aHHOCTM MO UX pa3MELLEHUIO U OpraHn3auumn BTOPUYHOMO
obpalleHunst. YupexaeHuss 3TOro TuMa rapaHTUPYIOT MOKYMKY BbINYLWEHHbIX LEeHHbIX 6ymar,
npuobpeTtast 1 npoaaBas MX 3a CBOM CYET WM OpraHusysi Ans 3Toro 6aHKOBCKME CUMHAMKA- Thbl,
NpefoCTaBNAOT MOKYMATENSM akuuMi M obnuraumi ccyapl. XoTs A0NS MHBECTULMOHHbIX 6aHKOB B
aKTMBaX KPeAUTHOW CUCTEMbI CPAaBHUTENBHO He- BE/IMKA, OHM 6narogapst X MHPOPMUPOBAHHOCTU U
YyUYpeanTeNbCKUM CBSI3SIM UIrPatoT B SKOHOMMKE BaXKHENMLLYHO pPOsib.
C6eperaTtenbHble 6aHkn (B CLLA - B3anmocbeperatenbHble 6aHku, B OPI
- cbeperaTenbHble KaccChl) - 3TO, Kak NpaBnio, Hebonblume KpeauTHble yupe- XAeHUsE MECTHOIo
3HayeHus, KoTopble 06BbeAMHAITCA B HAUMOHAsbHbIE accoumaumm n 06bIYHO KOHTPOMPYHOTCS
rocyapCTBOM, @ HepeaKo M Npu- Haanexart emy. MNaccuBHble onepaumnn cbeperatenbHbix 6aHKOB
BK/THOYAIOT NPMEM BKIAA0B OT HACeNeHusl Ha TeKyLume 1 apyrme cyeta. AKTUBHbIE Onepa- Lmu
npeacTaB/ieHbl NOTPEBUTENBCKMM Y UMOTEYHLIM KpeanuToM, 6aHKOBCKK-
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MW CCyAaMM, NMOKYMNKOM YaCTHbIX M rOCYyAapCTBEHHbIX LiEHHbIX 6yMar. Coepe- ratenbHble 6aHKu
BbIMYCKAIOT KPeAUTHbIE KapTOUKM.

MnoTeuyHble 6aHKM - yypexaeHusi, NpefoCTaBnsiloWMe AOMTOCPOYHbIM  KpeauT noa  3anor
HEeABWMXXMMOCTM (3eMNN, 34aHUIA, COOpY>XeHWW). MaccuB- Hble onepaunm 3TMX 6aHKOB COCTOST B
BbIMYCKE MNOTEYHbIX 06Mraumi.

B 3aBMCMMOCTM OT TOMO WM MHOIO KPUTEPUS MX MOXKHO Knaccuduumpo- BaTb cneayowmm obpasom.
Mo cdopmMe cOH6CTBEHHOCTU BbIAENAIOT FOCYAAPCTBEHHbIE, aKLMOHEPHbIE, KOOMEepaTMBHbIE, YacTHble
M cMewaHHble 6aHku. [ocyaapcTtBeHHass ¢dopMa COBCTBEHHOCTM 4alle BCEro OTHOCUTCH K
LeHTpanbHbIM 6aHkaM. KanuTtan BaHka Poccuv npuHagnexuT rocyaapcrsy. lNogobHas cuTyaums
CnoXunacb y LeHTpanbHbiX 6aHKOB TakuMx CTpaH, Kak lepmaHus, ®paHuumsi, BenukobpuTta- Husg,
benbrus.

Mo 3akoHogaTenbCTBY GOMBLIMHCTBA CTPaH Ha HaUMOHANbHbIX G6AHKOBCKMX PbIHKAX AOMyCKaeTcs
(PYHKUMOHMpPOBaHNE MHOCTPaHHbIX 6aHKOB. B psae cTpaH AesATeNnbHOCTb MHOCTPaHHbIX 6aHKOB He
orpaHuuymBa- etcs. B Poccum ans MHOCTpaHHbIX 6aHKOB BBOAMTCS OMPEeAENeHHbI Kopu- A0p, B
paMKax KOTOPOro OHW MOryT pa3BopaynBaTb CBOM onepauun. B Poc- cum COBOKYMHbLIM KanwuTan
MHOCTpaHHbIX 6@HKOB He AoMmKeH npeBbiwaTth 15%.

Mo npaBoBoOM ¢hopMe oOpraHM3auMnm 6aHKM MOXHO pasgenvTb Ha oblle- CTBa OTKPbLITOrO W
3aKpbITOrO TUMOB, OFPAHUYEHHON OTBETCTBEHHOCTM.

Mo dyHKUMOHANBbHOMY Ha3Ha4YeHuto 6aHKM MOXHO MOAPA3AEUTb Ha AMUCCMOHHbIE, AENO3UTHbIE U
KOMMepyeckue.

Mo xapakTepy BbIMOMHSEMbIX OnepaumMi 6aHKM  AensTcs  Ha  YHMBepcalb- Hble U
cneunanM3npoBaHHble.

Buabl 6aHKOB MOXHO KnaccuduumMpoBaTb U MO 06CITyXXMBaEMbIM UMK OTPacNsaM. 3TO MOryT ObITb
6aHKM MHOroOTpacneBble W  0BCNYXMBAOWME MNPEUMYLLECTBEHHO OAHY W3 OTpacien wnm
nogoTpacnei (aBMALUMOHHYIO, aB- TOMOBW/IbHYIO, HEDTEXMMMUYECKYKO MPOMbILLIEHHOCTb, CENbCKoe
X0341CTBO). B Poccum npeobnagaloT MHOrooTpacneBble 6aHKu, 4To 6oniee NpeanoyTu- TebHO C
no3uLUMnN CHWXEHUs1 6aHKOBCKOro pucka. Bmecte € TeM B CTpaHe A0- CTaTOYHO NpeacTaBuUTEsNbHA
npocrioka 6aHKOB, CO34aHHbIX Fpynmnon npea- npusaTun  oTpacnein. OHu  obcnyxusatoT
NPenMyLLECTBEHHO NOTPEBGHOCTU CBOMX ydpeauTenew; y Takmx G6aHKOB CyLeCTBEHHO BO3pacTaroT
PVCKM HEBO3- BpaTa KpeauToB.

Mo uncny punmanos 6aHKM MOXHO pa3aenntb Ha becunuanbHble 1 MHOrO punnanbHoble.

Task 5. Make sure you know these words:
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TEKYLUMI CYET; U3blMaTb, CHUMATb (AEHbIN); CHATUE CO CYETA, BblAaya (AEHEr); NPOLEHT, NPOLEHTbI;
NNaTUTb NPOLIEHTbI MO KpeauTy; NPOLEHTHas CTaBKa; cobeperaTenbHblv CHET; COepexXeHns; AenosuT,
AENO3NTHBIVA CYET; Bbl- NcKa (Co cyeTa); oTyeT; aebet (pacxoa; neBasi CTOPOHa BGyxranTepckon KHU-
r); aebetosoe canbao; AebetoBaTb, BHOCUTL B AebeT; kpeanT (npuxoa; npa-Bas CTOpoHa
ByxranTepckon KHUrn); KpeamToBOE Canbio; KpeauToBaTb, 3a- MUCbIBATb B KPEAUT CYETA;
nebetoBas KapTa; 6aHKOMaT; KpeauTHas KapTa; Yek; 6aHKOBCKMI NepeBoa; NOCTOSIHHbIM 3aKa3
(nocTosiHHOEe nopyyeHne 6aHKy); npsimon aebet, npsimoe aebeToBaHWe; ccyaa, 3aéM, KpeauT; oBep-
ApadT (nepepacxod); NpeBbICUTb KpeauT, A0NYCTUTb oBepapadT; MNoTeka; rapaHTusi, 3anor;
MMYLLECTBO BbICTYMAET 3a/10roM Mo KPeamTy; M3biMaTb 3@ HENATEX; AOPOXHbIM Yek; TenedOoHHbIN
H6aHKWUHI; MHTEpHET-6aHKKUHS; un- Nvan, oTaeneHre; KnacTb B 6aHK, OTAaBaTb Ha XpaHeHNe;
BK/IAAYMK, AEn03n- TOp; KOMMepYeckuii 6aHK; po3HMYHbIA 6aHK; NpeaoCcTaBnsaTb KpeauT; 3aeM- LKK;
OCYLLECTBAATb NepeBos; akTMBbl, OHAbI; 3a40/MKEHHOCTb; NaccvBebl, (A0NroBble) 06s93aTensCcTBa;
pe3epBHOe TpeboBaHWe; OLeHMBaTb, ONpeaensaTb BEIMUMHY Yero-i.; OLeHKa, onpeaeneHve
CTOMMOCTW; NEPCOHASIbHBIN K/IM- €HT; NEPCOHasIbHbIA KpeanT, MOTPEOUTENbCKUIA KPeauT; yCioBus;
OLIEHKA pUCKa; KOPNOpaTUBHbIN KIMEHT; NIMKBUAHOCTb; NIMKBUAHbLIN; HENMKBUAHBIW; HETMKBUAHOCTb;
LieHTpanbHbIN 6aHK; eavMHas BantoTa; EBponenckuii LeH- TpanbHbid 6aHk (ELB); aeHexHo-
KpeauTHas (MOHeTapHas) NonnTuka; gu- HaHCOBas CTabubHOCTb; KOHTPOIMPOBAaTb; BblNyCKaTb,
OCYLLECTBAATb 3MUC- CUIO, SIMUTUPOBATL; IMUCCUS; KITMPUHT, BE3HaNNYHbIE pacyeTbl MeXAy
6aHKkamu; noracuTb, BbINAATUTbL AONT; KOIGMMULMEHT pe3epBHbIX aKTUBOB; MacCoBOE U3bsTNE
BK/1aA0B; KpeAUTOp NocieaHeN MHCTaHLUMW; NoMOraThb, BbiKynaTb; NoMoLlb (prHaHCcoBas), BbIKYM;
30/10TOBaA/OTHbIE PE3EPBbI; Ba- NIIOTHbIN KypC, KypC BantoThl.

PA3AEN 3

TEXTS

to train your translation skills

BONDS
By Clifford W. Smith
Bond markets are important components of capital markets. Bonds are fixed-income securities —
securities that promise the holder a specified set of payments. The value of a bond (like the value
of any other asset) is the present value of the income stream one expects to receive from holding
the bond. This has several implications:

1. Bond prices vary inversely with market interest rates. Since the stream of payments
usually is fixed no matter what subsequently happens to interest rates, higher rates reduce the
present value of the expected payments, and thus the price.

2. Bonds are generally adversely affected by inflation. The reason is that higher expected
inflation raises market interest rates and therefore reduces the present value of the stream of
fixed payments. Some bonds (ones issued by the Israeli government, for example) are indexed for
inflation. If, for example, inflation is 10 per cent per year, then the income from the bond rises to
compensate for this inflation. With perfect indexation the change in expected payments due to
inflation exactly offsets the inflation-caused change in market interest rates, so that the current
price of the bond is unaffected.

3. The greater the uncertainty about whether the payment will be made (the risk that the
issuer will default on the promised payments), the lower the "expected" payment to bondholders
and the lower the value of the bond.

4. Bonds whose payments are subjected to lower taxation provide investors with higher
expected after-tax payments. Since investors are interested in after-tax income, such bonds sell
for higher prices.

The major classes of bond issuers are the U.S. government, corporations, and municipal
governments. The default risk and tax status differ from one kind of bond to another.
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The U.S. government is extremely unlikely to default on promised payments to its bondholders.
Thus, virtually all of the variation in the value of its bonds is due to changes in market interest
rates. That is why analysts use changes in prices of U.S. government bonds to compute changes in
market interest rates. Because the U.S. government's tax revenues rarely cover expenditures
nowadays, it relies heavily on debt financing. Moreover, even if the government did not have a
budget deficit now, it would have to sell new debt to obtain the funds to repay old debt that
matures. Most of the debt sold by the U.S. government is marketable, meaning that it can be resold
by its original purchaser. Marketable issues include Treasury bills, Treasury notes, and Treasury
bonds. The major non-marketable federal debt sold to individuals is U.S. Savings Bonds. Treasury
bills have maturities up to one year and are generally issued in denominations of $10,000. They are
sold in bearer form — possession of the T-bill itself constitutes proof of ownership.

And they do not pay interest in the sense that the government writes a check to the owner.
Instead, the U.S. Treasury sells notes at a discount to their redemption value. The size of the
discount determines the interest rate on the bill. For instance, a dealer might offer a bill with 120
days left until maturity at a yield of 7,48 per cent. To translate this quoted yield into the price, one
must "undo" this discount computation. Multiply the 7,48 by 120/360 (the fraction of the 360-day
year) to obtain 2,493, and subtract that from 100 to get 97,506. The dealer is offering to sell the
bond for $97,507 per $100 of face value.

Treasury notes and Treasury bonds differ from Treasury bills in several ways. First, their maturities
generally are greater than one year. Notes have maturities of one to seven years. Bonds can be
sold with any maturity, but their maturities at issue typically exceed five years. Second, bonds and
notes specify periodic interest (coupon) payments as well as a principal repayment. Third, they are
frequently registered, meaning that the government records the name and address of the current
owner. When Treasury notes or bonds are initially sold, their coupon rate is typically set so that
they will sell close to their face (par) value. Yields on bills, notes, or bonds of different maturities
usually differ. Because investors can invest either in a long-term note or in a sequence of short-
term bills, expectations about future short-term rates affect current long-term rates. Thus, if the
market expects future short-term rates to exceed current short-term rates, then current long-term
rates would exceed short-term rates. If, for example, the current short-term rate for a one-year
Tbill is 5 per cent, and the market expects the rate on a one-year T-bill sold one year from now to
be 6 per cent, then the current two-year rate must exceed 5 per cent. If it did not, investors would
expect to do better by buying one-year bills today and rolling them over into new one-year bills a
year from now.

Savings bonds are offered only to individuals. Two types have been offered. Series E bonds are
essentially discount bonds; they pay no interest until they are redeemed. Series H bonds pay
interest semi-annually. Both types are registered. Unlike marketable government bonds, which have
fixed interest rates, rates received by savings bond holders are frequently revised when market
rates change. Corporate bonds promise specified payments at specified dates. In general, the
interest received by the bondholder is taxed as ordinary income. An issue of corporate bonds is
generally covered by a trust indenture, which promises a trustee (typically a bank or trust company)
that it will comply with the indenture's provisions (or covenants). These include a promise of
payment of principal and interest at stated dates, and other provisions such as limitations of the
firm's right to sell pledged property, limitations on future financing activities, and limitations on
dividend payments.

Potential lenders forecast the likelihood of default on a bond and require higher promised interest
rates for higher forecasted default rates. One way that corporate borrowers can influence the
forecasted default rate is to agree
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to restrictive provisions or covenants that limit the firm's future financing, dividend, and investment
activities — making it more certain that cash will be available to pay interest and principal. With a
lower anticipated probability of default, buyers are willing to offer higher prices for the bonds.
Corporate officers must weigh the costs of the reduced flexibility from including the covenants
against the benefits of lower interest rates.

Describing all the types of corporate bonds that have been issued would be difficult. Sometimes
different names are employed to describe the same type of bond and, infrequently, the same name
will be applied to two quite different bonds. Standard types include the following.

e Mortgage bonds are secured by the pledge of specific property. If default occurs, the
bondholders are entitled to sell the pledged property to satisfy their claims. If the sale procedures
are insufficient to cover their claims, they have an unsecured claim on the corporation's other
assets.

e Debentures are unsecured general obligations of the issuing corporation. The indenture
will regularly limit issuance of additional secured and unsecured debt.

e Collateral trust bonds are backed by other securities (typically held by a trustee). Such
bonds are frequently issued by a parent corporation pledging securities owned by a subsidiary.

* Equipment obligations (or equipment trust certificates) are backed by specific pieces of
equipment (for example, railroad rolling stock or aircraft).
e Subordinated debentures have a lower priority in bankruptcy than unsubordinated
debentures; junior claims are generally paid only after senior claims have been satisfied.
 Convertible bonds give the owner the option either to be repaid in cash or to exchange the
bonds for a specified number of shares in the corporation.
Corporate bonds have differing degrees of risk. Bond rating agencies (for example, Moody's)
provide an indication of the relative default risk of bonds with ratings that range from "A" (the best
quality) to "C" (the lowest). Bonds rated "B" and above are typically referred to as "investment
grade". Below- investment-grade bonds are sometimes referred to as "junk bonds". Junk bonds can
carry promised yields that are 3 to 6 per cent (300 to 600 basis points) higher than "A" bonds.
Historically, interest paid on bonds issued by state and local governments has been exempt from
federal income taxes. Because investors are usually interested in returns net of tax, municipal
bonds have therefore generally promised lower interest rates than other government bonds that
have similar risk but that lack this attractive tax treatment. In 1991 the percentage difference
between the yield on long-term U.S. government bonds and the yield on long-term municipals was
about 15 per cent. Thus, if an individual's marginal tax rate is higher than 15 per cent, after-tax
return would be higher from municipial than from taxable government bonds. Municipal bonds are
typically designated as either general obligation bonds or revenue bonds. General obligation bonds
are backed by the "full faith and
credit" (and thus the taxing authority) of the issuing entity.
Revenue bonds are backed by a specifically designated revenue stream, such as the revenues from
a designated project, authority, or agency, or by the proceeds from a specific tax. Frequently, such
bonds are issued by agencies that plan to sell their services at prices that cover their expenses,
including the promised payments on the debt. In such cases the bonds are only as good as the
enterprise that backs it. In 1983, for example, the Washington Public Power Supply System
(nicknamed WHOOPS by Wall Street) defaulted on
$2.25 billion on its number four and five nuclear power plants, leaving bondholders with much less
than they had been promised. Finally, industrial development bonds are used to finance the
purchase or construction of facilities to be leased to private firms. Municipalities have used such
bonds to subsidize businesses choosing to locate in their area by, in effect, giving them the benefit
of loans at tax-exempt rates.

34



YupassieHue nudppoBbIX 06pa30oBaTeNbHbIX TEXHOJIOTHUH

[IpakTHYeCKUI KypC YCTHOI'O IOCJIe/l0BATEJbHOT0 NTepeBo/ia Ha MeX/yHa-
POJHBIX KOHEepPEHUAX

CORPORATIONS

By Robert Hessen Corporations are easy to create but hard to understand. Because corporations
arose as an alternative to partnerships, they can best beunderstood by comparing these
competing organizational structures.The presumption of partnership is that the investors will
directly manage their own money, rather than entrusting that task to others. Partners are "mutual
agents", meaning that each is able to sign contracts that are binding on all the others. Such an
arrangement is unsuited for strangers or those who harbor suspicions about each other's integrity
or business acumen. Hence the transfer of partnership interests is subject to restrictions. In a
corporation, by contrast, the presumption is that the shareholders will not personally manage their
money. Instead, a corporation is managed by directors and officers who need not be investors.
Because managerial authority is concentrated in the hands of directors and officers, shares are
freely transferable unless otherwise agreed. They can be sold or given to anyone without placing
other investors at the mercy of a new owner's poor judgment. The splitting of management and
ownership into two distinct functions is the salient corporate feature.To differentiate it from a
partnership, a corporation should be defined as a legal and contractual mechanism for creating
and operating a business for profit, using capital from investors that will be managed on their
behalf by directors and officers. To lawyers, however, the classic definition is Chief Justice John
Marshall's 1819 remark that "a corporation is an artificial being, invisible, intangible, and existing
only in contemplation of law". But Marshall's definition is useless because it is a metaphor; it
makes a corporation a judicial hallucination. Recent writers who have tried to recast Marshall's
metaphor into a literal definition say that a corporation is an entity (or a fictitious legal person or
an artificial legal being) that exists independent of its owners. The entity notion is metaphorical
too and violates Occam's Razor, the scientific principle that explanations should be concise and
literal.Attempts by economists to define corporations have been equally unsatisfactory. In 1917
Joseph S. Davis wrote: "A corporation is a group of individuals authorized by law to act as a unit".
This definition is defective because it also fits partnerships and labor unions, which are not
corporations. A contemporary economist, Jonathan Hughes, says that a corporation is a "multiple
partnership" and that "the privilege of incorporation is the gift of the state to collective business
ventures". Another, Robert Heilbroner, says a corporation is "an entity created by the state",
granted a charter that enables it to exist "in its own right as a “person” created by law". But
charters enacted by state legislatures literally ceased to exist in the mid-nineteenth century. The
actual procedure for creating a corporation consists of filing aregistration document with a state
official (like recording the use of a fictitious business nhame), and the state's role is purely formal
and automatic. Moreover, to call incorporation a "privilege" implies that individuals have no right to
create a corporation. But why is governmental permission needed? Who would be wronged if
businesses adopted corporate features by contract?Whose rights would be violated if a firm
declared itself to be a unit forthe purposes of suing and being sued, holding and conveying title to
property, or that it would continue in existence despite the death or withdrawal of its officers or
investors, that its shares are freely transferable, or if it asserted limited liability for its debt
obligations?If potential creditors find any of these features objectionable, they can negotiate to
exclude or modify them. Economists invariably declare limited liability to be the crucial corporate
feature. According to this view the corporation, as an entity, contracts debts in "its" own name,
not "theirs" (the shareholders), so they are not responsible for its debts. But there is no need for
such mental gymnastics because limited liability actually involves an implied contract between
shareholders and outside creditors. By incorporating (that is, complying with the registration
procedure prescribed by state law) and then by using the symbols "Inc." or "Corp. ", shareholders
are warning potential creditors that they do not accept unlimited personal liability, that creditors
must look only to the corporation's assets (if any) for satisfaction of their claims. This process,
known as "constructive notice", offers an easy means of economizing on transactions costs. It is
an alternative to negotiating explicit limited-liability contracts with each creditor. Creditors,
however, are not obligated to accept limited liability. As Professor Bayless Manning observes: "As a
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part of the bargain negotiated when the corporation incurs the indebtedness, the creditor may, of
course, succeed in extracting from a shareholder (or someone else who wants to see the loan go
through) an outside pledge agreement, guaranty, endorsement, or the like that will have the effect
of subjecting non-corporate assets to the creditor's claim against the corporation"”. This familiar
pattern explains why limited liability is likely to be a mirage or delusion for a new, untested
business, and thus also explains why some enterprises are not incorporated despite the ease of
creating a corporation.

Another textbook myth is that limited liability explains why corporations were able to attract vast
amounts of capital from nineteenth-century investors to carry out America's industrialization. In
fact, the industrial revolution was carried out chiefly by partnerships and unincorporated joint stock
companies, rarely by corporations. The chief sources of capital for the early New England textile
corporations were the founders' personal savings, money borrowed from banks, the proceeds from
state-approved lotteries, and the sale of bonds and debentures. Even in the late nineteenth century,
none of the giant industrial corporations drew equity capital from the general investment public.
They were privately held and drew primarily on retained earnings for expansion. (The largest
enterprise, Carnegie Brothers, was organized as a Limited Partnership Association in the
Commonwealth of Pennsylvania, a status that did not inhibit its ability to own properties and sell
steel in other states.)

External financing, through the sale of common stock, was nearly impossible in the nineteenth
century because of asymmetrical information — that is, the inability of outside investors to gauge
which firms were likely to earn a profit, and thus to calculate what would be a reasonable price to
pay for shares. Instead, founders of corporations often gave away shares as a bonus to those who
bought bonds, which were less risky because they carried underlying collateral, a fixed date of
redemption, and a fixed rate of return. Occasionally, wealthy local residents bought shares, not
primarily as investments for profit, but rather as a public-spirited gesture to foster economic growth
in a town or region. The idea that limited liability would have been sufficient to entice outside
investors to buy common stock is counterintuitive. The assurance that you could lose only your total
investment is hardly a persuasive sales pitch.

No logical or moral necessity links partnerships with unlimited liability or corporations with limited
liability. Legal rules do not suddenly spring into existence full grown; instead, they arise in a
particular historical context. Unlimited liability for partners dates back to medieval Italy, when
partnerships were family based, when personal and business funds were intermingled, and when
family honor required payment of debts owed to creditors, even if it meant that the whole debt
would be paid by one or two partners instead of being shared proportionally among them all. Well
into the twentieth century, American judges ignored the historical circumstances in which unlimited
liability became the custom and later the legal rule. Hence they repeatedly rejected contractual
attempts by partners to limit their liability. Only near midcentury did state legislatures grudgingly
begin enacting "close corporation" statutes for businesses that would be organized as partnerships
if courts were willing to recognize the contractual nature of limited liability. These quasi-
corporations have nearly nothing in common with corporations financed by outside investors and
run by professional managers. Any firm, regardless of size, can be structured as a corporation, a
partnership, a limited partnership, or even one of the rarely used forms, a

business trust or an unincorporated joint stock company. Despite textbook claims to the contrary,
partnerships are not necessarily small scale or short- lived; they need not cease to exist when a
general partner dies or withdraws. Features that are automatic or inherent in a corporation —
continuity of existence, hierarchy of authority, freely transferable shares — are optional for a
partnership or any other organizational form. The only exceptions arise if government restricts or
forbids freedom of contract (such as the rule that forbids limited liability for general partners).
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As noted, the distinctive feature of corporations is that investment and management are split into
two functions. Critics call this phenomenon a "separation of ownership from control". The most
influential indictment of this separation was presented in “The Modern Corporation and Private
Property”, written in 1932 by Adolf A. Berle, Jr., and Gardiner C. Means. Corporate officers, they
claimed, had usurped authority, aided and abetted by directors who should have been the
shareholders' agents and protectors. But Berle and Means' criticism over-looked how corporations
were formed. The "Fortune 500" corporations were not born as giants. Initially, each was the
creation of one or a few people who were the prime movers and promoters of the business and
almost always the principal source of its original capital. They were able to "go public" — sell shares
to outsiders to raise additional equity — only when they could persuade underwriters and investors
that they could put new money to work at a profit.

If these firms had initially been partnerships, then the general partners could have accepted outside
investors as limited partners without running any risk of losing or diluting their control over decision
making. (By law, limited partners cannot participate in management or exercise any voice or vote,
or else they forfeit their claim to limited liability.) A far different situation applies to corporations.
Shareholders receive voting rights to elect the board of directors, and the directors, in turn, elect
the officers. Conceivably, new shareholders could play an active role in managing these
corporations. But, in fact, this happens only rarely.

When a corporation is created, its officers, directors, and shareholders usually are the same people.
They elect themselves or their nominees to the board of directors and then elect themselves as
corporate officers. When the corporation later goes public, the founders accept the possibility of a
dilution of control because they value the additional capital and because they expect to continue to
control a majority of votes on the board and thus to direct the company's future policy and growth.
That the board of directors is dominated by "insiders" makes sense. The founders are the first
directors; later, their places on the board are filled by the executives they groomed to succeed
them. This arrangement does not injure new shareholders. As outside investors they buy shares of
common stock because they discover corporations whose record of performance indicates a
competent managerial system. They do not want to interfere with it or dismantle it; on the
contrary, they willingly entrust their savings to it. They know that the best safeguard for their
investments, if they

become dissatisfied with the company's performance, is their ability to sell instantly their shares of
a publicly traded corporation. Berle and Means challenged the legitimacy of giant corporations when
they charged that corporate officers had seized or usurped control from the owners — the
shareholders. But their underlying premise was wrong. In reality, investors make choices along a
risk-reward continuum. Bondholders are the most risk- averse; then come those who buy the
intermediate-risk, non-voting securities (debentures, convertible bonds and preferred shares); and
then the least risk- averse investors, those who buy common shares and stand to gain (or lose) the
most.

Just as one may assume that investors know the difference between being a general partner and a
limited partner, so too they know that shareholders in a publicly traded corporation are the
counterparts of limited partners, trust beneficiaries, those who make passbook deposits in a bank,
or those who buy shares in a mutual fund. All hope to make money on their savings as a sideline to
their regular sources of income. To look askance at executives who supply little or none of the
corporation's capital, as many of the corporation's critics do, is really to condemn the division of
labor and specialization of function. Corporate officers operate businesses whose capital
requirements far exceed their personal saving or the amounts they would be willing or able to
borrow. Their distinctive contribution to the enterprise is knowledge of production, marketing, and
finance, administrative ability in building and sustaining a business, in directing its growth, and in
leading its response to unforeseen problems and challenges. But specialization — capital supplied by
investors and management supplied by executives — should be unobjectionable as long as
everyone's participation is voluntary.
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Another technique used by critics to undermine the legitimacy of giant corporations is to equate
them to government institutions and then to find them woefully deficient in living up to democratic
norms (voting rights are based on number of shares owned, rather than one vote per person, for
example). Thus shareholders are renamed "citizens", the board of directors is "the legislature"”, and
the officers are "the executive branch". They call the articles of incorporation a "constitution", the
by-laws — "private statutes" and merger agreements — "treaties". But the analogy, however
ingenious, is defective. It cannot encompass all the major groups within the corporation.

If shareholders are called citizens or voters, what are other suppliers of capital called? Are
bondholders "resident aliens" because they cannot vote? And are those who buy convertible
debentures "citizens in training" until they acquire voting rights? A belabored analogy cannot justify
equating business and government. Those who cannot distinguish between a government and a
giant corporation are also unable to appreciate the significance of the fact that millions of people
freely choose to invest their savings in the shares of publicly traded corporations. It is farfetched to
believe that shareholders are being victimized — denied the control over corporate affairs that they
expected to exercise, or being shortchanged on dividends — and yet still retain their

shares and buy new shares or bid up the price of existing shares. If shareholders were victims,
corporations could not possibly raise additional capital through new stock offerings. Yet they do so
frequently.

Particular corporations can be mismanaged. They are sometimes too large or too diversified to
operate efficiently, too slow to innovate, overloaded with debt, top-heavy with high-salaried
executives, or too slow to respond to challenges from domestic or foreign competitors. But this
does not invalidate corporations as a class. Whatever the shortcomings of particular companies or
whole industries, corporations are a superb matchmaking mechanism to bring savers (investors)
and borrowers (workers and managers) together for their mutual benefit. To appreciate the
achievement of corporations, one has only to consider what the state of technology would be if
workers or managers had to supply their own capital, or if industrialization was carried out under
government auspices, using capital that was taxed or expropriated.

DEMAND

By David R. Henderson
One of the most important building blocks of economic analysis is the concept of demand. When
economists refer to demand, they usually have in mind not just a single quantity demanded, but
what is called a demand curve. A demand curve traces the quantity of a good or service that is
demanded at successively different prices.
The most famous law in economics, and the one that economists are most sure of, is the law of
demand. On this law is built almost the whole edifice of economics. The law of demand states that
when the price of a good rises, the amount demanded falls, and when the price falls, the amount
demanded rises. Some of the modern evidence for the law of demand is from econometric studies
which show that, all other things being equal, when the price of a good rises, the amount of it
demanded decreases. How do we know that there are no instances in which the amount demanded
rises and the price rises? A few instances have been cited, but they almost always have an
explanation that takes into account something other than price. Nobel Laureate George Stigler
responded years ago that if any economist found a true counter-example, he would be "assured of
immortality, professionally speaking, and rapid promotion". And because, wrote Stigler, most
economists would like either reward, the fact that no one has come up with an exception to the law
of demand shows how rare the exceptions must be. But the reality is that if an economist reported
an instance in which consumption of a good rose as its price rose, other economists would assume
that some factor other than price caused the increase in demand.
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The main reason economists believe so strongly in the law of demand is that it is so plausible, even
to noneconomists. Indeed, the law of demand is ingrained in our way of thinking about everyday
things. Shoppers buy more strawberries when they are in season and the price is low. This is
evidence for

the law of demand: only at the lower, in-season price are consumers willing to buy the higher
amount available. Similarly, when people learn that frost will strike orange groves in Florida, they
know that the price of orange juice will rise. The price rises in order to reduce the amount
demanded to the smaller amount available because of the frost. This is the law of demand. We see
the same point every day in countless ways. No one thinks, for example, that the way to sell a
house that has been languishing on the market is to raise the asking price. Again, this shows an
implicit awareness of the law of demand: the number of potential buyers for any given house varies
inversely with the asking price.

Indeed, the law of demand is so ingrained in our way of thinking that it is even part of our
language. Think of what we mean by the term on sale. We do not mean that the seller raised the
price. We mean that he or she lowered it. The seller did so in order to increase the amount of
goods demanded. Again, the law of demand. Economists, as is their wont, have struggled to think
of exceptions to the law of demand. Marketers have found them. One of the best examples was a
new car wax. Economist Thomas Nagle points out that when one particular car wax was introduced,
it faced strong resistance until its price was raised from $.69 to $1.69. The reason, according to
Nagle, was that buyers could not judge the wax's quality before purchasing it. Because the quality
of this particular product was so important — a bad product could ruin a car's finish — consumers
"played it safe by avoiding cheap products that they believed were more likely to be inferior". Many
non-economists are skeptical of the law of demand. A standard example they give of a good whose
quantity demanded will not fall when the price increases is water. How, they ask, can people reduce
their use of water? But those who come up with that example think of drinking water, or using it in
a household, as the only possible uses. Even for such uses, there is room to reduce consumption
when the price of water rises. Households can do larger loads of laundry, or shower instead of
bathe, for example. The main users of water, however, are agriculture and industry. Farmers and
manufacturers can substantially alter the amount of water used in production. Farmers, for
example, can do so by changing crops or by changing irrigation methods for given crops. It is not
just price that affects the quantity demanded. Income affects it too. As real income rises, people
buy more of some goods (which economists call normal goods) and less of what are called inferior
goods. Urban mass transit and railroad transportation are classic examples of inferior goods. That is
why the usage of both of these modes of travel declined so dramatically as postwar incomes were
rising and more people could afford automobiles. Environmental quality is a normal good, which is a
major reason that Americans have become more concerned about the environment in recent
decades.

Another influence on demand is the price of substitutes. When the price of Toyota Tercels rises, all
else being equal, demand for Tercels falls and demand for Nissan Sentras, a substitute, rises. Also
important is the price of complements, or goods that are used together. When the price of gasoline
rises, the demand for cars falls.

ENTREPRENEURSHIP

By Mark Casson
The term "entrepreneur"”, which most people recognize as meaning someone who organizes and
assumes the risk of a business in return for the profits, appears to have been introduced by Richard
Cantillon (1697 — 1734), an Irish economist of French descent. The term came into much wider use
after John Stuart Mill popularized it in his 1848 classic, "Principles of Political Economy", but then all
but disappeared from the economics literature by the end of the nineteenth century.
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The reason is simple. In their mathematical models of economic activity and behavior, economists
began to use the simplifying assumption that all people in an economy have perfect information.
That leaves no role for the entrepreneur. Although different economists have emphasized different
facets of entrepreneurship, all economists who have written about it agree that at its core
entrepreneurship involves judgment. But if people have perfect information, there is no need for
judgment. Fortunately, economists have increasingly dropped the assumption of perfect information
in recent years. As this trend continues, economists are likely to allow in their models for the role of
the entrepreneur. When they do, they can learn from past economists, who took entrepreneurship
more seriously.

According to Cantillon's original formulation, the entrepreneur is a specialist in taking on risk. He
"insures" workers by buying their products (or their labor services) for resale before consumers
have indicated how much they are willing to pay for them. The workers receive an assured income
(in the short run, at least), while the entrepreneur bears the risk caused by price fluctuations in
consumer markets. This idea was refined by the U.S. economist Frank H. Knight (1885 —1972), who
distinguished between risk, which is insurable, and uncertainty, which is not. Risk relates to
recurring events whose relative frequency is known from past experience, while uncertainty relates
to unique events whose probability can only be subjectively estimated. Changes affecting the
marketing of consumer products generally fall in the uncertainty category.

Individual tastes, for example, are affected by group culture, which, in turn, depends on fashion
trends that are essentially unique. Insurance companies exploit the law of large numbers to reduce
the overall burden of risks by "pooling" them. For instance, no one knows whether any individual
forty-year-old will die in the next year. But insurance companies do know with relative certainty
how many forty-year-olds in a large group will die within a year. Armed with this knowledge, they
know what price to charge for life insurance, but they cannot do the same when it comes to
uncertainties. Knight observed that while the entrepreneur can "lay off" risks much like insurance
companies do, he is left to bear the uncertainties himself. He is

content to do this because his profit compensates him for the psychological cost involved. If new
companies are free to enter an industry and existing companies are free to exit, then in the long
run entrepreneurs and capital will exit from industries where profits are low and enter ones where
they are high. If uncertainties were equal between industries, this shift of entrepreneurs and of
capital would occur until profits were equal in each industry. Any long-run differences in industry
profit rates, therefore, can be explained by the different magnitudes of the uncertainties involved.
Joseph A. Schumpeter (1883 — 1950) took a different approach, emphasizing the role of innovation.
According to Schumpeter, the entrepreneur is someone who carries out "new combinations" by
such things as introducing new products or processes, identifying new export markets or sources of
supply, or creating new types of organization. Schumpeter presented a heroic vision of the
entrepreneur as someone motivated by the "dream and the will to found a private kingdom"; the
"will to conquer: the impulse to fight, to prove oneself superior to others"; and the "joy of creating".
In Schumpeter's view the entrepreneur leads the way in creating new industries, which, in turn,
precipitate major structural changes in the economy. Old industries are rendered obsolete by a
process of "creative destruction." As the new industries compete with established ones for labor,
materials, and investment goods, they drive up the price of these resources. The old industries
cannot pass on their higher costs because demand is switching to new products. As the old
industries decline, the new ones expand because imitators, with optimistic profit expectations based
on the innovator's initial success, continue to invest. Eventually, overcapacity depresses profits and
halts investment. The economy goes into depression, and innovation stops. Invention continues,
however, and eventually there is a sufficient stock of unexploited inventions to encourage
courageous entrepreneurs to begin innovation again. In this way Schumpeter used
entrepreneurship to explain structural change, economic growth, and business cycles, using a
combination of economic and psychological ideas.
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Schumpeter was concerned with the "high-level" kind of entrepreneurship that, historically, has led
to the creation of railroads, the birth of the chemical industry, the commercial exploitation of
colonies, and the emergence of the multidivisional multinational firm. His analysis left little room for
the much more common, but no less important, "low-level" entrepreneurship carried on by small
firms. The essence of this low-level activity can be explained by the Austrian approach of Friedrich
A. Hayek and Israel M. Kirzner. In a market economy, price information is provided by
entrepreneurs. While bureaucrats in a socialist economy have no incentive to discover prices for
themselves, entrepreneurs in a market economy are motivated to do so by profit opportunities.
Entrepreneurs provide price quotations to others as an invitation to trade with them. They hope to
make a profit by buying cheap and selling dear. In the long run, competition between
entrepreneurs arbitrages away price

differentials, but in the short run, such differentials, once discovered, generate a profit for the
arbitrageur. The difficulty with the Austrian approach is that it isolates the entrepreneur from the
firm. It fits an individual dealer or speculator far better than it fits a small manufacturer or even a
retailer. In many cases (and in almost all large corporations), owners delegate decisions to salaried
managers, and the question then arises whether a salaried manager, too, can be an entrepreneur.
Frank Knight maintained that no owner would ever delegate a key decision to a salaried
subordinate, because he implicitly assumed that subordinates cannot be trusted. Uncertainty
bearing, therefore, is inextricably vested in the owners of the firm's equity, according to Knight. But
in practice subordinates can win a reputation for being good stewards, and even though salaried,
they have incentives to establish and maintain such reputations because their promotion prospects
depend upon it. In this sense, both owners and managers can be entrepreneurs. The title of
entrepreneur should, however, be confined to an owner or manager who exhibits the key trait of
entrepreneurship noted above: judgment in decision making. Judgment is a capacity for making a
successful decision when no obviously correct model or decision rule is available or when relevant
data is unreliable or incomplete. Cantillon's entrepreneur needs judgment to speculate on future
price movements, while Knight's entrepreneur requires judgment because he deals in situations that
are unprecedented and unique. Schumpeter's entrepreneur needs judgment to deal with the novel
situations connected with innovation. The insights of previous economists can be synthesized.
Entrepreneurs are specialists who use judgment to deal with novel and complex problems.
Sometimes they own the resources to which the problems are related, and sometimes they are
stewards employed by the owners. In times of major political, social, and environmental change,
the number of problems requiring judgment increases and the demand for entrepreneurs rises as a
result. For supply to match demand, more people have to forgo other careers in order to become
entrepreneurs. They are encouraged to do so by the higher expected pecuniary rewards associated
with entrepreneurship, and perhaps also by increases in the social status of entrepreneurs, as
happened in the eighties. The supply of entrepreneurs depends not only on reward and status, but
also on personality, culture, and life experience. An entrepreneur will often find that his opinion is in
conflict with the majority view. He needs the self- confidence that, even though in a minority, he is
right. He must be persuasive, however, without disclosing too much information, because others
may steal his ideas. Such shrewdness must, moreover, be combined with a reputation for honesty,
because otherwise no one will wish to lend money to him for fear of deliberate default.

In identifying profitable opportunities the entrepreneur needs to synthesize information from
different sources. Thus, the Schumpeterian innovator may need to synthesize technical information
on an invention with information on customer needs and on the availability of suitable raw
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materials. A good education combined with wide-ranging practical experience helps the
entrepreneur to interpret such varied kinds of information. Sociability also helps the entrepreneur to
make contact with people who can supply such information secondhand. For low-level
entrepreneurship, education and breadth of experience may be less important because information
is less technical and more localized. Good social contacts within the local community are more
important here. Key information is obtained by joining the local church, town council, residents'
association, and so on.

The culture of a community may be an important influence on the level of entrepreneurship. A
community that accords the highest status to those at the top of hierarchical organizations
encourages "pyramid climbing", while awarding high status to professional expertise may encourage
premature educational specialization. Both of these are inimical to entrepreneurship. The first
directs ambition away from innovation (rocking the boat), while the second leads to the neglect of
relevant information generated outside the limited boundaries of the profession. According high
status to the "self-made" man or woman is more likely to encourage entrepreneurship. There seems
to be considerable inertia in the supply of entrepreneurs. One reason is that the culture affects the
supply, and the culture itself changes only very slowly. Entrepreneurship is one of the major
avenues of social and economic advancement, along with sport and entertainment. But the Horatio
Alger myth that the typical entrepreneur has risen from rags to riches disguises the fact that as
Frank Taussig and others have found, many of the most successful entrepreneurs are the sons of
professionals and entrepreneurs. They owe much of their success to parental training and inherited
family contacts. Thus, in most societies there is insufficient social mobility for entrepreneurial culture
to change simply because of the changing origins of the entrepreneural elite. In any case, "self-
made" entrepreneurs often adopt the culture of the elite, neglecting their business interests for
social and political activities and even (in Britain) educating their children to pursue a more
"respectable" career.

In the long run, though, changes can occur that have profound implications for entrepreneurship.
In modern economies large corporations whose shares are widely held have replaced the family
firm founded by the selfmade entrepreneur. Corporations draw on a wider range of management
skill than is available from any single family, and they avoid the problem of succession by an
incompetent eldest son that has been the ruin of many family firms. Corporations plan large-scale
activities using teams of professional specialists, but their efficiency gains are to some extent offset
by the loss of employee loyalty that was a feature of many family firms. Loyal employees do not
need close supervision, or complex bonus systems, to make them work, because they are
selfmotivated. Historically, family firms have drawn on two main sources of "cultural capital": the
paternalistic idea that employees are adopted members of the founder's family, and the founder's
own religious and moral values. The first is effective only within small firms.

A modern corporation that wishes to build up a family spirit must do so within its individual business
units.

These units can then be bonded together by a unifying corporate culture

— the modern equivalent of the founder's system of values. The dissemination of corporate culture
may be assisted by the charisma of the chairman or chief executive. This suggests that senior
management in the modern corporation requires not only entrepreneurial skills, but also leadership
skills, which means the ability to inspire trust and affection, rather than just fear, in subordinates.
The need to combine entrepreneurial skills and leadership skills is, of course, universal, but its
significance has increased as organizations have become larger and societies have abandoned
traditional religions for secular values.

FREE MARKET
By Murray N. Rothbard
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"Free market" is a summary term for an array of exchanges that take place in society. Each
exchange is undertaken as a voluntary agreement between two people or between groups of
people represented by agents. These two individuals (or agents) exchange two economic goods,
either tangible commodities or non-tangible services. Thus, when I buy a newspaper from a
newsdealer for fifty cents, the newsdealer and I exchange two commodities: I give up fifty cents,
and the newsdealer gives up the newspaper. Or if I work for a corporation, I exchange my labor
services, in a mutually agreed way, for a monetary salary; here the corporation is represented by a
manager (an agent) with the authority to hire.

Both parties undertake the exchange because each expects to gain from it. Also, each will repeat
the exchange next time (or refuse to) because his expectation has proved correct (or incorrect) in
the recent past. Trade, or exchange, is engaged in precisely because both parties benefit; if they
did not expect to gain, they would not agree to the exchange. This simple reasoning refutes the
argument against free trade typical of the "mercantilist" period of sixteenth to-eighteenth-century
Europe, and classically expounded by the famed sixteenth-century French essayist Montaigne. The
mercantilists argued that in any trade, one party can benefit only at the expense of the other, that
in every transaction there is a winner and a loser, an "exploiter" and an "exploited." We can
immediately see the fallacy in this still-popular viewpoint: the willingness and even eagerness to
trade means that both parties benefit. In modern game-theory jargon, trade is a win-win situation,
a "positive-sum" rather than a "zero-sum" or "negativesum" game.

How can both parties benefit from an exchange? Each one values the two goods or services
differently, and these differences set the scene for an exchange. I, for example, am walking along
with money in my pocket but no newspaper; the newsdealer, on the other hand, has plenty of
newspapers but is anxious to acquire money.

And so, finding each other, we strike a deal.

Two factors determine the terms of any agreement: how much each participant values each good in
question, and each participant's bargaining skills. How many cents will exchange for one
newspaper, or how many Mickey Mantle baseball cards will swap for a Babe Ruth, depends on all
the participants in the newspaper market or the baseball card market — on how much each one
values the cards as compared to the other goods he could buy. These terms of exchange, called
"prices" (of newspapers in terms of money, or of Babe Ruth cards in terms of Mickey Mantles), are
ultimately determined by how many newspapers, or baseball cards, are available on the market in
relation to how favorably buyers evaluate these goods. In shorthand, by the interaction of their
supply with the demand for them.

Given the supply of a good, an increase in its value in the minds of the buyers will raise the demand
for the good, more money will be bid for it, and its price will rise. The reverse occurs if the value,
and therefore the demand, for the good falls. On the other hand, given the buyers' evaluation, or
demand, for a good, if the supply increases each unit of supply- each baseball card or loaf of bread
— will fall in value, and therefore, the price of the good will fall. The reverse occurs if the supply of
the good decreases. The market, then, is not simply an array, but a highly complex, interacting
latticework of exchanges. In primitive societies, exchanges are all barter or direct exchange. Two
people trade two directly useful goods, such as horses for cows or Mickey Mantles for Babe Ruths.
But as a society develops, a step-by-step process of mutual benefit creates a situation in which one
or two broadly useful and valuable commodities are chosen on the market as a medium of indirect
exchange. Money, generally but not always made of gold or silver, is then demanded not only for
its own sake, but even more to facilitate a reexchange for another desired commodity. It is much
easier to pay steelworkers not in steel bars, but in money, with which the workers can then buy
whatever they desire. They are willing to accept money because they know from experience and
insight that everyone else in the society will also accept that money in payment.
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The modern, almost infinite latticework of exchanges, the market, is made possible by the use of
money. Each person engages in specialization, or a division of labor, producing what he or she is
best at. Production begins with natural resources, and then various forms of machines and capital
goods are sold to the consumer. At each stage of production from natural resource to consumer
good, money is voluntarily exchanged for capital goods, labor services, and land resources. At each
step of the way, terms of exchanges, or prices, are determined by the voluntary interactions of
suppliers and demanders. This market is "free" because choices, at each step, are made freely and
voluntarily.

The free market and the free price system make goods from around the world available to
consumers. The free market also gives the largest possible

scope to entrepreneurs, who risk capital to allocate resources so as to satisfy the future desires of
the mass of consumers as efficiently as possible. Saving and investment can then develop capital
goods and increase the productivity and wages of workers, thereby increasing their standard of
living. The free competitive market also rewards and stimulates technological innovation that allows
the innovator to get a head start in satisfying consumer wants in new and creative ways. Not only is
investment encouraged, but perhaps more important, the price system, and the profit-and-loss
incentives of the market, guide capital investment and production into the proper paths. The
intricate latticework can mesh and "clear" all markets so that there are no sudden, unforeseen, and
inexplicable shortages and surpluses anywhere in the production system. But exchanges are not
necessarily free. Many are coerced. If a robber threatens you with "Your money or your life", your
payment to him is coerced and not voluntary, and he benefits at your expense. It is robbery, not
free markets, that actually follows the mercantilist model: the robber benefits at the expense of the
coerced. Exploitation occurs not in the free market, but where the coercer exploits his victim. In the
long run, coercion is a negative-sum game that leads to reduced production, saving, and
investment, a depleted stock of capital, and reduced productivity and living standards for all,
perhaps even for the coercers themselves.

Government, in every society, is the only lawful system of coercion. Taxation is a coerced
exchange, and the heavier the burden of taxation on production, the more likely it is that economic
growth will falter and decline. Other forms of government coercion (e.g. price controls or
restrictions that prevent new competitors from entering a market) hamper and cripple market
exchanges, while others (prohibitions on deceptive practices, enforcement of contracts) can
facilitate voluntary exchanges. The ultimate in government coercion is socialism. Under socialist
central planning the socialist planning board lacks a price system for land or capital goods. As even
socialists like Robert Heilbroner now admit, the socialist planning board therefore has no way to
calculate prices or costs or to invest capital so that the latticework of production meshes and clears.
The current Soviet experience, where a bumper wheat harvest somehow cannot find its way to
retail stores, is an instructive example of the impossibility of operating a complex, modern economy
in the absence of a free market. There was neither incentive nor means of calculating prices and
costs for hopper cars to get to the wheat, for the flour mills to receive and process it, and so on
down through the large number of stages needed to reach the ultimate consumer in Moscow or
Sverdlovsk. The investment in wheat is almost totally wasted.

Market socialism is, in fact, a contradiction in terms. The fashionable discussion of market socialism
often overlooks one crucial aspect of the market. When two goods are indeed exchanged, what is
really exchanged is the property titles in those goods. When I buy a newspaper for fifty cents, the
seller and I are exchanging property titles: I yield the ownership of the fifty cents and grant it to
the newsdealer, and he yields the ownership of the

newspaper to me. The exact same process occurs as in buying a house, except that in the case of
the newspaper, matters are much more informal, and we can all avoid the intricate process of
deeds, notarized contracts, agents, attorneys, mortgage brokers, and so on. But the economic
nature of the two transactions remains the same.
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This means that the key to the existence and flourishing of the free market is a society in which the
rights and titles of private property are respected, defended, and kept secure. The key to socialism,
on the other hand, is government ownership of the means of production, land, and capital goods.
Thus, there can be no market in land or capital goods worthy of the name. Some critics of the free-
market argue that property rights are in conflict with "human" rights. But the critics fail to realize
that in a free-market system, every person has a property right over his own person and his own
labor, and that he can make free contracts for those services. Slavery violates the basic property
right of the slave over his own body and person, a right that is the groundwork for any person's
property rights over non-human material objects. What's more, all rights are human rights, whether
it is everyone's right to free speech or one individual's property rights in his own home.

A common charge against the free-market society is that it institutes "the law of the jungle", that it
spurns human cooperation for competition, and that it exalts material success as opposed to
spiritual values, philosophy, or leisure activities. On the contrary, the jungle is precisely a society of
coercion, theft, and parasitism, a society that demolishes lives and living standards. The peaceful
market competition of producers and suppliers is a profoundly cooperative process in which
everyone benefits, and where everyone's living standard flourishes (compared to what it would be
in an unfree society). And the undoubted material success of free societies provides the general
affluence that permits us to enjoy an enormous amount of leisure as compared to other societies,
and to pursue matters of the spirit. It is the coercive countries with little or no market activity,
notably under communism, where the grind of daily existence not only impoverishes people
materially, but deadens their spirit.
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