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Ilepenmosa

HapuanbHuil NOCiOHUK A1 PO3BUTKY HABUYOK MPOQeCiiiHO-0pieHTOBaHOrO
YUTaHHS 1 YCHOTO MOBIICHHS Npu3HaueHWi s cryzaeHtiB I kypcy ekoHOMiuHHX
creniagbHOCTEH 1 N0OyI0BaHUI BiAMOBIAHO 10 Iporpamu, ska nepegdadae HaBUaHHS
CTYJICHTIB BMIHHIO TIPAIfOBaTH 3 IHIIOMOBHOIO JIITEPATYpoOIO 3a axoM, 30aradeHHIo
CJIIOBHMKOBOI'O 3amacy 1 OBOJIOAIHHIO HaBHUYKaMU MpodeciiHO-OpiEHTOBaHOTO
CIJIKYBaHHSI.

Bci posainu mignopsakoBaHi eauHiid BHYTpilmHIN cTpykTypi. HaBuanbHuil
MOCIOHUK MICTUTH A00IpKY aBTEHTHYHMX MOHOJIOTIYHUX Ta JIAJIOTIYHUX TEKCTIiB
aHIJIMCHKOI0 MOBOIO 3a TeMaMu «Poib MiXXHApOJHOT TOPTiBiIl y Cy4yacHOMY CBITi»,
«[IpoayKTHBHICTh TIpalli Ta KOHIEMIS TMOPIBHAJIBHOI mepeBaru», «MikHapoaHe
nepeMimieHHs — (akTopiB  BUPOOHHLTBA Ta  TeOpis  TPAHCHALIOHAIBLHOIO
MiANPUEMCTBa». [HpOpMaliiiHuid OJIOK 3 EKOHOMIYHHMX TEOpid JOTOBHIOETHCS
TEKCTaMH 3 BUKJIAJCHHAM pealbHUX (aKTiB I CTATHCTHYHUX AaHMX. KOXEH TeKcT
CYNPOBOJDKYETHCS BIPAaBAaMH MO 3aKPIIUICHHIO aKTUBHOI JIGKCHKH, (OpMyBaHHIO 1
aKTHBi3allil HABMYOK YHTAHHS Ta PO3BUTKY IHIIOMOBHOI KOMYHIKaTHBHOT
KomreTreHmii mpodeciiiHoro crpsMyBaHHs. [liICyMKOBI 3aBAaHHS TPOOJIEMHOTO
XapakTepy, JIJOBI irpu, 3aBIaHHS YPOKY BHMAaralOTh AaKTHUBHOI CaMOCTiHHOT
MiATOTOBKH Ta (JOPMYIOTh HABUYKH YCHOTO mpodeciitHoro crmiikyBaHHs. J10 KOXXHOTO
MiIPO3ALTY BKIIOYEHO aHIJIO - YKPATHCHKUIM TEMAaTHYHUN TEPMiHOJOTIYHUN CIIOBHUK.
CnoBHUK MOXe OyTH BHKOPHCTAaHMH SK IH(OPMATHBHO-IOBIIKOBHI MaTepiai
CTYIEHTaMH BCiX KypCiB eKOHOMIYHHUX CIeliaIbHOCTEH Ta acIipaHTaMH.

MeTa 1aHOTO HABYAIBHOIO IOCIOHMKA — PO3MIMPEHHS Ta 3aKPIILUICHHS
TEPMIHOJIOTIUHOT JICKCHKH 32 ()aXOM, PO3BUTOK HABUYOK MPOQECiiHHO- CPSIMOBAHOTO
YHUTaHHS, TIepeKIaay (paxoBoi JiTepaTypH Ta CIITKyBaHHS.

HaBuanpHuii mOCIOHMK pO3paxoBaHMW  Jisi POOOTH 3i CTyJCHTaMH B
ayauTOpii, A1 caMOoCTiiiHOI poOOTU CTYHEHTIB, a TAKOXK MOXe OyTH BUKOpUCTaHUIl
IUTS IPOBEICHHS aTECTAllIMHUX TECTIB 1 KOHTPOJIBHHUX POOIT.



Unit 1
INTRODUCTION
"The merchant has no country"
Thomas Jefferson (1743-1826)
Principal author of the Declaration of Independence.

Section A: The role of international economics in modern society
Section B: What is international economics about?

Learning Goals
After reading this unit, you will be able to:
Distinguish between international and domestic
economic issues.
Discuss seven themes recurring in international
economics.

Section A: The role of international economics in modern society
I. Working on the text

1. Reading

Read the following text:

The study of international economics has never been as
important as it is now. At the beginning of the 21st century, nations are
more closely linked through trade in goods and services, through flows
of money, through investment in each other’s economies than ever
before. And the global economy created by these linkages is a
turbulent place: Both policymakers and business leaders in every
country must now take account of what are sometimes rapidly
changing economic fortunes halfway around the world.

The years at the end of XX-th century have brought a steady
sequence of upheavals in economic relations among countries. Newly
industrializing developing countries have seized from developed
countries an important share of the world market for manufactured
exports: a booming international capital market has forged new links



among the world’s financial centers but also raised new unease about
global financial stability, some countries are realizing the hope of
establishing market economies opened to international flows of
commodities and capital, problems of international economic policy
have assumed primacy and moved decisively to the newspapers’ front
pages of the most developed countries.

Recent general developments in the world economy raise
concerns that have preoccupied international economists for more than
two centuries, such as the nature of international adjustment
mechanism and the merits of free trade compared with protection. As
always in international economics, however, the interplay of events
and ideas has led to new modes of analysis.

The study of international trade and money has always been an
especially lively and controversial part of economics. Many of the key
insights of modem economic analysis first emerged in eighteenth- and
nineteenth-century debates over international trade and monetary
policy. The world economy is more turbulent than it has been in many
decades. Keeping up with the shifting international environment has
become a central concern of both business strategy and national
economic policy.

A look at some basic trade statistics gives the first view of the
increasing importance of international economics to the most
developed countries. At the end of the XX-th century hardly any
discussion of domestic economic policy, be it antitrust, regulation,
taxation, or labor issues, could ignore the role of international trade. If
international economics has become crucial to the most developed
countries, it 1s even more crucial to the other nations.

It is very important when the main concepts and methods of
international economics are illustrated with applications drawn from
the real world. The grand tradition of international economics; the
nineteenth-century trade theory of David Ricardo and the even earlier
international monetary analysis of David Hume remain quite relevant
to the 21st century economy. At the same time, it is important to bring
the analysis up to date. The field of international economics has been
in a creative ferment in recent years, with new views emerging on such



issues as the political economy of trade policy, strategic trade policy,
exchange rate determination, and the international coordination of
macroeconomic policies.

Over the past decade the global economy threw up many new
challenges, from the backlash against globalization to an
unprecedented series of financial crises. Economists were able to apply
existing analyses to some of these challenges, but they were also
forced to rethink some important concepts. Furthermore, new
approaches have emerged to old questions, such as the impacts of
changes in monetary and fiscal policy.

2. Comprehension
Answer the following questions to the text:

1. Why is it very important to study international economics at the
beginning of the 21* century?

2. What have newly industrializing developing countries seized from
developed countries?

3. When did many of the key insights of modem economic analysis
first emerge?

4. What concerns have preoccupied international economists for
more than two centuries?

5. Which economic factors are nations more closely linked through?

6. What has become a central concern of both business strategy and
national economic policy?

7. What shows the increasing importance of international economics
to the most developed countries?



II. Vocabulary

1. Find in the text and translate the following words and word
combinations:

steady sequence, upheavals in economic relations, seize, to forge new
links, to assume primacy, to move decisively, to preoccupy,
international adjustment mechanism, to raise concerns, key insights of
modem economic analysis, shifting international environment,
increasing importance, labor issues, grand tradition, remain quite
relevant, creative ferment, lively and controversial part of economics,
booming international capital market

2. Find in the text English equivalents for the following words and
word combinations:

rmobanpHa (QiHAHCOBAa CTaOUTBHICTH, TO3UTHBHA SKICTh BUTBHOI
TOPTiBIi, B3aEMOJIS TIOMIN, e0aTH CTOCOBHO MIKHAPOIHOI TOPTiBIi,
JOBK1UISA, Oi3HECOBa CTpAaTerisi, BHYTPINIHA EKOHOMiYHA TIOJITHKA,
OCHOBHA KOHIIEMIIiSl, Taly3b MIKHApOJTHOI €KOHOMIKH, BHU3HAYCHHS
BAJIOTHOTO KypCy, CTpaTeriyHa TOpProBa IOJITHKA, MIKHApOIHA
KOOPJIUHAIIISI, TIPOMHUCIIOBHI €KCIIOPT, BIIKPUTHHA JIJII MI>KHAPOJIHOTO
MOTOKY TOBapy, HOBI BHIM aHai3y, T'POIIOBO-KPEIUTHA TOJITHKA,
MOPIBHSAHO 3 MPOTEKI[IOHI3MOM

3. Complete the sentences using words and word combinations
from the box:

international flows of commodities, manufactured exports, modes of
analysis, assumed primacy, a booming international capital market,
controversial part of economics, international flows of money,
turbulent, crucial, international monetary analysis

1. The nineteenth-century trade theory of David Ricardo and the
even earlier ... of David Hume remain quite relevant to the modern
world.

2. If international economics has become ... to the most developed
countries, it is even more ... to the other nations.



»

10.

The world economy is more ... than it has been in many decades.
Through international trade in goods and services, and ... , the

economies of different countries are more closely linked to one

another now than ever before.

The study of international trade and money has always been an

especially lively and ... .

A ... has forged new links among the world’s financial centres.
Problems of international economic policy have ... and moved

decisively to the newspapers’ front pages of the most developed

countries.

As always in international economics, however, the interplay of

events and ideas has led to new ....

Newly industrializing developing countries have seized from

developed countries an important share of the world market for ... .
Developing countries are realizing the hope of establishing

market economies opened to ... and capital.

4. Translate into English:

1.

2.
3.

OcTaHHIM YacoMm iHTepec A0 MpoOiIeM MIKHAPOTHOI €KOHOMIKH
3HAYHO 3pic, 110, 30KpeMa, MMOMITHO Ha MPHUKIaai YKpaiHH.
MixHapoIHa TOPTIBIIS CTBOPIOE PUHKHU JJIS PI3HUX BUIIIB TPOIIEH.
[lenTpanpHe Miclle B MDKHAPOJHIM €KOHOMII TOCiIal0Th YUCTa
TEOpis TOPriBIi, TEOpis TOPrOBEIbHOI TMOJITHUKH, TEOpis
nepemMimeHHs (paKkTopiB BUPOOHUIITBA.

Ha mouarky 21 crosmitTs Hauii HabaraTo OUIBII MOB’sA3aHI Yepes
TOPTIBII0 TOBapiB Ta IMOCIYI, 4Yepe3 MOTOKU TpoIled, uepe3
1HBECTHUIIi] B EKOHOMIKH OJTHA OJTHON.

['eHepalbHOIO TEHNICHITIEI0 CBITOBOTO €KOHOMIYHOTO PO3BUTKY €
pPyX 10 CTBOPEHHS €JIMHOTO PUHKY TOBapiB 1 MOCIyT, KaIliTaiiB,
pecypciB, EKOHOMIYHOTO 30IMKCHHS KpaiH.

5. Match each word/phrase on the left with a definition on the
right.



a. free trade

b. global economy

c. domestic market

d. global market

e. globalization

6. Define the terms:

challenge

policymakers

antitrust

i. market which exists within a
particular country.

ii. international trade that is free of
government restrictions, for example in
the form of import quotas or export
subsidies.

iii. economies of all the countries of the
world considered as a whole.

iv. the way in which big companies
do business all over the World.

v. a market for something that exists
throughout the world.

regulation
taxation

developed countries



I11. Dialogue
Read the dialogue below, sum up it content and act it out:
International trade

A: Perhaps you could summarize for our listeners the points you’ve
made so far, lan. You started by telling us what free trade is.

B: Right, I defined it as a situation in which goods come into and out
of a country without any controls or taxes. Countries which truly
believe in free trade try to liberalize their trade, that’s to say, they take
away barriers to trade, they remove things which stop people trading
freely. They have open borders and few controls of goods at customs.
A: OK, then you gave several examples of barriers to trade.

B: Yes, I said that there are two main barriers: tariffs and subsidies.
Tariffs are taxes on imported goods; so that the imports cannot
compete so well against domestic products. Subsidies are money paid
to domestic producers so that they can sell their goods more cheaply
than foreign competitors. Tariffs and subsidies are barriers to trade
because when people are given a choice, generally they will buy the
cheapest product.

A: You mentioned other barriers, less important ones, perhaps.

B: Uh huh. I talked about quotas, which limit the quantity of a product
which can be imported, and I discussed other restrictions on trade,
such as expensive licenses for importers, which add greatly to costs;
and regulations relating to documents which a company must have to
export its goods to certain countries - the documents can be very
complicated and difficult to complete, so they slow down trading.

A: T asked you if free trade was always a good thing.

B: And I answered, in principle, yes, it is a good thing, it’s beneficial
to the countries.

A: Why?

B: Countries which open their markets usually have a policy of
deregulation, that is to say, they free their companies to compete in
markets, without government control or subsidies. Because of this,
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consumers in free trade areas are offered a wider range of high-quality
products at lower prices. People in those areas can move to the most
productive parts of economy and get better jobs with higher wages or
salaries. OK?

A: So why do so many countries protect their industries and not allow
free markets?

B: I gave three reasons, if you remember. Firstly, some people say,
why should we practice free trade if other nations compete unfairly?
For example, dumping is fairly common in international trade. When
companies dump goods in overseas markets, they sell goods at very
low prices, usually for less than it costs the company to produce the
goods. Companies can usually only do that when they are heavily
subsidized by their governments. Secondly, many people believe that
strategic industries must be protected. These are industries that are
very important to the economy: steel, power, communications, and so
on. In the United States, many Americans think that the steel industry
should be protected against cheap imports from Brazil and other
countries. If the US depends too much on foreign-made steel, they
argue, this could be bad in a time of war. Finally, some say that in
developing countries, industries need to be protected until they’re
strong enough to compete in world markets. This is the infant industry
argument: certain industries have to be protected until they can stand
on their own feet, as it were.

My final point was that throughout the world, there is a trend towards
liberalizing trade and removing trade barriers. The most successful
economies tend to have open markets, and most of their industries
have been deregulated.

11



adjustment
antitrust policy

application
to boom

controversial
crucial

~to
domestic

to emerge
flow
commodity ~
~ of capital

~ of money
manufactured export
mode

~ of analysis
monetary policy

regulation

relevant
taxation
turbulent
upheaval

Essential vocabulary

YPETYIIOBaHHS, TOTO/HKEHHS, Y3TO/KCHHS
AQHTUMOHOIIOJIbHA TIOJNITUKA, AHTUTPECTIBChKA
HOJIITHKA

3asBKa, 3asBa, BAKOPHCTaHHS

3pocTaTH,  JOCSTaTH  BEJIIMKOTO  YCIIXY,
MPOIBITATH

CyTIepEeIUBUH, TUCKYCIITHMIA

BUpIIATBHUI

Ba)KJIUBUH I

BHYTPIIIIHIH

3'SBIISITUCH

NOTIK, HAILIUB, IPUTLIUB

MOTIK TOBapy

PYyX KariTaiy, epesiB KarmiTamy

(MiX Tay3sIMH 1 KpaiHaMm)

MOTIK TPOIIeH

NPOMHCIIOBUH €KCTIOPT

opsiZIoK, (hopma, BUI, METOI, CTIOCIO

BUJI aHATII3Y

IpOIIOBA-KPEIUTKA MOJIITHKA, rpoIoBa
MOJTITHKA

HOPMa,[IPAaBUJIO,HOPMATHB,  PETJIaMEHTYBaHHS,
peryIroBaHHS

BIAMOBIIHHNI

OTIO/IATKyBaHHS

OypemHMIA, OypXJTMBHMA, HECTIOKIHHHIA
epeBOPOT

12



Section B: What is international economics about?

I. Working on the text
1. Reading
Read the following text:

International economics uses the same fundamental methods of
analysis as other branches of economics, because the motives and
behavior of individuals and firms are the same in international trade as
they are in domestic transactions. When a bottle of Spanish wine
appears on a London table, the sequence of events that brought it there
is not very different from the sequence that brings a California bottle
to a table in New York - and the distance traveled is much less! Yet
international economics involves new and different concerns, because
international trade and investment occur between independent nations.
Spain and the United Kingdom are sovereign states; California and
New York are not Spain’s wine shipments to the United Kingdom can
be disrupted if the British government sets a quota that limits imports;
Spanish wine can become suddenly cheaper to British wine drinkers if
the foreign exchange value of Spain’s peseta falls against that of
Britain’s pound sterling. Neither of these events can happen within the
United States, where the Constitution forbids restraints on interstate
trade and there is only one currency.

The subject matter of international economics, then, consists of
issues raised by the special problems of economic interaction between
sovereign states. Seven themes recur throughout the study of
international economics: the gains from trade, the pattern of trade,
protectionism, the balance of payments, exchange rate determination,
international policy coordination, and the international capital market.

Everyone knows that some international trade is beneficial -
nobody would suggest that Norway should grow its own oranges.
Many people, however, are skeptical about the benefits of trading for
goods that a country could produce for itself. Shouldn’t Americans buy
American goods whenever possible to help save U.S. jobs? Probably
the most important insight in all of international economics is the idea
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that there are gains from trade - that is, that when countries sell goods
and services to one another, this is almost always to their mutual
benefit. The range of  circumstances under which international trade
is beneficial is much wider than most people appreciate. The benefits
limited to trade in tangible goods: international migration and
international borrowing and lending are also forms of mutually
beneficial trade, the first a trade of labor for goods and services, the
second a trade of current goods for the promise of future goods. The
invisible forms of trade yield gains as real as trade that puts fresh fruit
from Latin America in Toronto markets in February.

Economists cannot discuss the effects of international trade or
recommend changes in government policies toward trade with any
confidence unless they know their theory is good enough to explain the
international trade that is actually observed. Thus attempts to explain
the pattern of international trade - who sells what to whom - have
been a major preoccupation of international economists.

If the idea of gains from trade is the most important theoretical
concept in international economics, the seemingly eternal battle
between free trade and protection is its most important policy theme.
Since the emergence of modem nation-states in the sixteenth century,
governments have worried about the effect of international
competition on the prosperity of domestic industries and have tried
either to shield industries from foreign competition by placing limits
on imports or to help them in world competition by subsidizing
exports. The single most consistent mission of international economics
has been to analyze the effects of these so-called protectionist policies
- and usually, though not always, to criticize protectionism and show
the advantages of freer international trade.

The record of a country’s transactions with the rest of the
world is called the balance of payments. Explaining the balance of
payments and diagnosing its significance is a main theme of
international economics. It emerges in a variety of specific contexts: in
discussing international capital movements, in relating international
transactions to national income accounting and in discussing virtually
every aspect of international monetary policy.
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One of the key differences between international economics
and other areas of economics is that countries have different
currencies. It is usually possible to convert one currency into another,
but relative prices of currencies may change over time, sometimes
drastically.

The study of exchange rate determination is a relatively new
part of international economics, for historical reasons. For much of the
past century, exchange rates have been fixed by government action
rather than determined in the marketplace. The analysis of
international monetary systems that fix exchange rates remains an
important subject, some of the world’s most important exchange rates
fluctuate minute by minute and the role of changing exchange rates
remains at the center of the international economics story.

The international economy comprises sovereign nations, each
free to choose its own economic policies. Unfortunately, in an
integrated world economy one country’s economic policies usually
affect other countries as well. Differences in goals between countries
often lead to conflicts of interest. Even when countries have similar
goals, they may suffer losses if they fail to coordinate their policies. A
fundamental problem in international economics is how to produce an
acceptable degree of harmony among the international trade and
monetary policies of different countries without a world government
that tells countries what to do.

While cooperation on international trade policies is a well-
established tradition, coordination of international macroeconomic
policies is a hewer and more uncertain topic. Economists formulated at
all precisely the case for macroeconomic policy coordination, attempts
at international macroeconomic coordination are occurring with
growing frequency in the real world.

In any sophisticated economy there is an extensive capital
market: a set of arrangements by which individuals and firms
exchange money now for promises to pay in the future. The growing
importance of international trade since the 1960s has been
accompanied by a growth in the international capital market, which
links the capital markets of individual countries.

15



International capital markets differ in important ways from
domestic capital markets. They must cope with special regulations that
many countries impose on foreign investment; they also sometimes
offer opportunities to evade regulations placed on domestic markets.

Some special risks are associated with international capital
markets. One risk is that of currency fluctuations: If the euro falls
against dollar, U.S. investors who bought euro bonds suffer a capital
loss - as the many investors who had assumed that Europe’s new
currency would be strong discovered to their horror. Another risk is
that of national default: A nation may simply refuse to pay its debts
(perhaps because it cannot), and there may be no effective way for its
creditors to bring it to court. The growing importance of international
capital markets and their new problems demand greater attention than
ever before.

2. Comprehension

Answer the following questions to the text:

1. What are the motives and behavior of individuals and firms in
international trade and in domestic transaction?

2. What is the subject matter of international economics?

3. Is international trade beneficial?

4. How have governments tried to shield industries from foreign

competition?

What is the balance of payment?

What do differences in goals between countries often lead to?

7. What has accompanied the growing importance of international
trade since 1960s?

8. Do international capital markets differ from domestic capital
markets?

9. What risks are associated with international capital markets?

S

II. Vocabulary
1. Find in the text and translate the following words and word
combinations:
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motives and behavior of individuals, domestic transaction, sequence of
events, interstate trade, new and different concerns, occur, foreign
exchange value, Britain’s pound sterling, borrowing, lending,
preoccupation, to place limits on import, consistent mission of
international economics, significance, virtually, drastically, to fix,
determined in the market place, differences in goals, to have similar
goals, to suffer losses, acceptable degree of harmony, growing
frequency, a set of arrangements, to evade regulations, to bring to
court.

2. Find in the text English equivalents for the following words and
word combinations:

BCTAaHOBIIOBATH  KBOTY, IIOPYIIyBaTH, OOMEXYyBaTH  IMIIOPT,
3a00pOHATH OOMEXKEHHS Ha TOPTiBIIO, EKOHOMIYHA B3a€EMOJIiS,
KOOpJMHAISI MIKHAPOJIHOI TOJIITHKHA, TO3WYaTH, PEKOMEHIyBaTH
3MIHH B TIOJITHIIl CTOCOBHO TOPTiBJi, 3aXHCTUTH TPOMHUCIOBICTS,
HaJaBaTH JIOTAII0 €KCHOPTY, MPHU3BOIUTH JO0 KOH(MIIKTY iHTEpECIB,
KOJIUBaHHsI OOMIHHOTO KypCy, CYNPOBODKYBAaTHCh POCTOM DPHUHKY
KamiTajy, BIAMOBISTUCH CIIJIauyBaTH OOpIH.
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3. Complete the sentences using words and word combinations
from the box:

Differences in goals, only one currency, interstate trade, independent
nations, branches of economics, domestic transactions, international
migration, balance of payment, suffer losses, an acceptable degree of
harmony, exchange rate, sovereign nations

I.

2.

The international economy comprises each free to choose its
own economic policies.

Some of the world’s most important ... fluctuate minute by
minute and the role of changing ... remains at the centre of the
international economics story.

A fundamental problem in international economics is how to
produce ... among the international trade and monetary policies of
different countries without a world government that tells countries
what to do.

Even when countries have similar goals, they may ... if they fail
to coordinate their policies.

The record of a country’s transactions with the rest of the world
is called the ... and international borrowing and lending are also
forms of mutually beneficial trade.

International economics uses the same fundamental methods of
analysis as the other ..., because the motives and behavior of
individuals and firms are the same in international trade as they are
in...

International trade and investment occur between ....

The Constitution of the United States forbids restraints on ... and
there is.... 3.10 .... between countries often lead to conflicts of
interest.
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4. Translate into English:

1.

2.

Koxna Haiist Moxe BiJIbHO BUOMPATH CBOIO BIACHY €KOHOMIUHY
MOJIITUKY.

Ane B iHTErpOBaHil CBITOBI €KOHOMIIII €KOHOMiYHA IMOITHKA
OJIHI€T KpaiHU 3BMUAHO BITMBAE HA 1HII KpaiHU TaKOX.

ToproBenpbHUI OayaHC - 1€ CIIBBIAHONIEHHS MK CYMOIO IIiH
TOBapiB, IO BHWBE3€HI TMEBHOIO KpaiHOIO, abo TPyIoro KpaiH, i
CYMOIO IIiH TOBapiB, BBE3EHUX HUMHU 3a TICBHOTO MIEPIOTY.

MixHapomHa €KOHOMIKa BHKOPHUCTOBYE Ti X cCaMi METOIU
aHaymizy, MO0 ¥ 1HON Tady3l €KOHOMIKH, TOMYy IO MOTHBH 1
MOBEIiHKa 1HAMBIAYYyMiB Ta (ipM B MiKHAPOIHIN TOPTIBI Taki
cami, sIK 1 IpU MPOBEICHH1 BHYTPIIIHIX TPAHCAKLIIH.
3 pPO3BUTKOM MDKHApOJHOI TOpPriBii ii CTpykTypa 1 (opmu
YCKJIaTHIOIOThCS.

5. Match each word/phrase on the left with a definition on the

right.

a. protectionism i. the difference between the amount of
the money a country pays for its
imports and the amount it receives for
its exports.

b. exchange rate ii. failure to pay a debt at the right time.

c. default iii. a system of import duties and
exchange and other controls that
protects producers in the home country
against competition from foreign
producer.

d. balance of payment iv. the price at which one currency can
be exchanged for another currency.

e. currency V. money system in use in a country.
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6. Define the terms:

sovereign statesinteraction
independent nations  tangible goods

value beneficial

II1. Dialogue

Make up your own dialogue using the following expressions and
word- combinations:

- the subject matter of international economics
- exchange rate determination

- the pattern of trade

- international monetary system

- international policy coordination

- conflict of views

- battle between free trade and protection

- international capital market

Essential vocabulary

balance of payment IUIATDKHUM OanaHc, pyx KamiTalliB, CallbIo
pPO3paxyHKIB 3a TOPTiBIIO TOBapamMH 1
nociyraMu

beneficial KOPUCHUH, BUT1THHIA

benefit nepesara, NpPUBLIEH, MUIBIH, BUIOJH, 3HUCK,
prOyTOK

mutual ~ B3a€EMOBUTOZA

capital market PUHOK KarmiTairy

confidence BIICBHEHICTh

consistent CTaOLIBHUI, TTOCIITOBHUI

to cope with CHPAaBIISATUCH

currency rpOILOBUi 00ITr, BalIOTa, FPOIIi

to convert ~ KOHBEPTYBATH BAJIIOTY
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debt

default

to evade

exchange rate
foreign exchange
gains from trade
income accounting
interaction
invisible trade
losses

pattern

~ of trade
prosperity
protectionism
quota

to recur

relative prices
restraint
shipment
sophisticated

to subsidize
tangible

~ goods
value
yield

to yield
~ gains

Oopr, 3a0OpPTroBaHICTh, MO3WKOBUH KaIliTal,
KpEIUT, TO3UKa

MopymieHHsT 3000B’s3aHb 32  JIOTOBOPOM,
nedonr, HEBUKOHAHHSI 3000B’s13aHb,
HEIUIaTIXK, HecIuiaTra

YHHUKATH, YXUJISATHACS

BaJIIOTHUH Kypc, OOMIHHHN Kypc

BaJIIOTa, iIHO3EMHA BAJIIOTA, TBEP/IA BATIOTA
3M00YTOK BiJl TOPTiBIIi

O0OMIiH JTOXOY, OOUYHCICHHS TOXOITY
B3a€EMOJIIS

HEBUIMMa TOPTIiBJIsA

30UTKHU

CTaH, CIIBBIJIHOIICHHS, CXeMa, CTPYKTYpa,
MOJIENh

CTPYKTypa TOPTiBii

MPOIBITAHHS, PO3KBIT

MPOTEKIIIOHIZM

KBOTYBaHHS

MMOBTOPIOBATHUCH, TPAIUIATUCH 3HOBY, CIIAJAaTH
Ha JIyMKY

BIIHOCHI I[IHU

CTPUMYBaHHsI, 0OOMEKEHHS

BaHTaXCHHS, TI0CAJIKa, BIAMPABICHHS TOBapy
IOCBIIYEHUH, CKJIQJHUH, TOH, 1110
3HAXOJIUThCS Ha PIBHI Cy4aCHUX BUMOT
HaJaBaTH JOTaIlit0, CyOCH IO
BIIUYTHUH,  JOCTYITHUH,
peaTbHUI, pEYOBUI

peabHi Oytara

IIHHICTB, IliHA, BAPTiCTh, 3HAYCHHS
MOX1AHICTD LIHHOTO nanepy,
MOX1AHOCTI, JOX1J Ha KamiTala
MIPUHOCUTH

MIPUHOCUTH JTOX1]T

MaTepiaJbHHH,

piBEHb
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PROBLEMS

1. Canada and Australia are (mainly) English-speaking
countries with populations that are not too different in size
(Canada’s is 60 percent larger). But Canadian trade is twice as
large, relative to GDP, as Australia’s. Why should this be the case?

2. A century ago, most British imports came from relatively
distant locations: North America, Latin America, and Asia. Today,
most British imports come from other European countries. How
does this fit in with the changing types of goods that make up
world trade?

Supplementary reading
The Losses from Nontrade

1. Words you may need:

to endeavor (AmE) - cTapartucs, HamaraTucs, IparHyTH
to deprive - m0o30aBIATH, BiIOUPATH, HE TOITYCKATH
depredation - morpa0GyBaHHs, pO3KpaJaHHs, BTOPIrHEHHS
smuggling - koHTpabaH1a

to repeal - aHymIOBaTH, CKACOBYBATH, BIIMOBIISITUCS

II. Read and translate the text:

In discussion of the gains from trade which is considered a
“thought experiment” we can compare two situations: one in which
countries do not trade at all, another in which they have free trade. It's
a hypothetical case that helps us to understand the principles of
international economics, but it does not have
much to do with actual events. After all,
_ countries don't suddenly go from no trade to free
.\ trade or vice versa. Or do they?

— ! As economic historian Douglas Irwin has
pointed out, in the early history of the United
States the country actually did carry out
something very close to the thought experiment
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of moving from free trade to no trade. The historical context was as
follows: At the time Britain and France were engaged in a massive
military struggle, the Napoleonic Wars. Both countries endeavored to
bring economic pressures to bear: France tried to keep European
countries from trading with Britain, while Britain imposed a blockade
on France. The young United States was neutral in the conflict but
suffered considerably. In particular, the British navy often seized U.S.
merchant ships and, on occasion, forcibly recruited their crews into its
service.

In an effort to pressure Britain into ceasing these practices,
President Thomas Jefferson declared a complete ban on overseas
shipping. This embargo would deprive both the United States and
Britain of the gains from trade, but Jefferson hoped that Britain would
be hurt more and would agree to stop its depredations.

Irwin presents evidence suggesting that the embargo was quite
effective: Although some smuggling took place, trade between the
United States and the rest of the world was drastically reduced. In
effect, the United States gave up international trade for a while.

The costs were substantial. Although quite a lot of guesswork
is involved, Irwin suggests that real income in the United States may
have fallen by about 8 percent as a result of the embargo. When you
bear in mind that in the early 19th century only a fraction of output
could be traded—transport costs were still too high, for example, to
allow large-scale shipments of commodities like wheat across the
Atlantic— that's a pretty substantial sum,

Unfortunately for Jefferson's plan, Britain did not seem to feel
equal pain and showed no inclination to give in to U.S. demands,
fourteen months after the embargo was imposed, it was repealed.
Britain continued its practices of seizing American cargoes and sailors;
three years later the two countries went to war.

I11. Role-play the following situation:

1. Real income in the United States has fallen by about 8 percent as a
result of embargo.
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2. A meeting of senior officials is called to resolve the problem.
Group A: officials who support the embargo.
Group B: officials who suggest repealing the embargo
3. Each group prepares separately for the meeting. Then hold the
meeting as one group. The agenda is as follows:
a) Why are some officials resisting the embargo?
b) Practical suggestions for improving the situation.
c) What can be learned from this experience to manage such
situation more effectively in the future?

IV. Discussion/Writing

1. Can you give an example of some other historical context
illustrating moving from free trade to nontrade?

2. What are the advantages of trade?

3. Country D refuses to trade with the outside economic world.
Discuss the situation.

Unit 2
LABOR PRODUCTIVITY AND COMPARATIVE
ADVANTAGE

“One nation might profitably import goods from another ever though
the importing country could produce that item for less than the
exporter” David Ricardo (1772-1823)

Classical champion of free trade, developed a concept we now call the
principle of comparative advantage

Section A. The concept of comparative advantage.
The Ricardian model

Section B. Misconceptions about comparative advantage

Learning Goals
After reading this unit, you will be able to:
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. Explain how the Ricardian model, one of the
model of international trade illustrates the principle of comparative
advantage.

. Refute common fallacies about international trade.

Section A: The concept of comparative advantage
I. Working on the text

1. Reading

Read the following text:

Countries engage in international trade for two basic reasons,
each of which contributes to their gain from trade. First, countries
trade because they are different from each other. Nations, like
individuals, can benefit from their differences by reaching an
arrangement in which each does the things it does relatively well.
Second, countries trade to achieve economies of scale in production.
That is, if each country produces only a limited range of goods, it can
produce each of these goods at a larger scale and hence more
efficiently than if it tried to produce everything. In the real world,
patterns of international trade reflect the interaction of both these
motives. As a first step toward understanding the causes and effects of
trade, however, it is useful to look at simplified models in which only
one of these motives is present.

Some tools help to understand how differences between
countries give raise to trade between them and why this trade is
mutually beneficial. The essential concept in this analysis is that of
comparative advantage.

On Valentine’s Day, 1996, which happen to fall less than a
week before the crucial February 20 primary in New Hampshire,
Republican presidential candidate Patrick Buchanan stopped at a
nursery to buy a dozen roses for his wife. He took the occasion to
make a speech denouncing the growing import of flowers into the
United States, which he claimed were putting American flower
growers out of business. And it is indeed true that a growing share of
the market for winter roses in the United States is being supplied by
imports flown in from South America. But is that a bad thing?
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The case of winter roses offers an excellent example of the
reasons why international trade can be beneficial. Consider first how
hard it is to supply American sweethearts with fresh roses in February.
The flowers must be grown in heated greenhouses, at great expense in
terms of energy, capital investment, and other scarce resources. Those
resources could have been used to produce other goods. Inevitably,
there is a trade-off. In order to produce winter roses, the U.S. economy
must produce less of other things, such as computers. Economists use
the term opportunity cost to describe such trade-offs: The opportunity
cost of roses in terms of computers is the number of computers that
could have been produced with the resources used to produce a given
number of roses.

Suppose, for example, that the United States currently grows
10 million roses for sale on Valentine’s Day, and that the resources
used to grow those roses could have produced 100,000 computers
instead. Then the opportunity cost of those 10 million roses is 100,000
computers. (Conversely, if the computers were produced instead, the
opportunity cost of those 100,000 computers would be 10 million
roses.)

Those 10 million Valentine’s Day roses could instead have
been grown in South America. It seems extremely likely that the
opportunity cost of those roses in terms of computers would be less
than it would be in the United States. For one thing, it is a lot easier to
grow February roses in the Southern Hemisphere, where it is summer
in February rather than winter. Furthermore, South American workers
are less efficient than their U.S. counterparts at making sophisticated
goods such as computers, which means that a given amount of
resources used in computer production yields fewer computers in
South America than in the United States. So the trade-off in South
America might be something like 10 million winter roses for only
30,000 computers.

This difference in opportunity costs offers the possibility of
mutually beneficial rearrangement of world production. This
rearrangement of production, with the United States concentrating on
computers and South America concentrating on roses, increases the
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size of world’s economic pie. Because the world as a whole is
producing more, it is possible in principle to raise everyone’s standard
of living.

The reason that international trade produces this increase in
world output is that it allows each country to specialize in producing
the good in which it has a comparative advantage. A country has a
comparative advantage in producing a good if the opportunity cost of
producing that good in terms of other goods is lower in that country
than it is in other countries.

In this example, South America has a comparative advantage
in winter roses and the United States has a comparative advantage in
computers. The standard of living can be increased in both places if
South America produces roses for U.S. market, while the United States
produces computers for the South American market. Trade between
two countries can benefit both countries if each country exports the
goods in which it has a comparative advantage.

This is a statement about possibilities, not about what will

actually happen.
In the real world, there is no central authority deciding which country
should produce roses and which should produce computers. Nor is
there anyone handing out roses and computers to consumers in both
places. Instead, international production and trade is determined in the
marketplace where supply and demand rule.

A model of international trade was originally developed by the
British economist David Ricardo, who introduced the concept of
comparative advantage in the early nineteenth century. This approach,
in which international trade is solely due to international differences in
the productivity of labor, is known as the Ricardian model.

Ricardian model is the simplest model that shows how
differences between countries give rise to trade and gains from trade.
In this model labor is the only factor of production and countries differ
only in the productivity of labor in different industries.

In the Ricardian model, countries will export goods that their
labor produces relatively efficiently and import goods that their labor
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produces relatively inefficiently. In other words, a country’s
production pattern is determined by comparative advantage.

While some of the predictions of Ricardian model are clearly
unrealistic, its basic prediction - that countries will tend to export
goods in which they have relatively high productivity - has been
confirmed by a number of studies.

2. Comprehension.
Answer the following questions to the text:

1. Why do countries engage in international trade?

2. How does the case of winter roses in the United State
illustrate the benefits of international trade?

3. What do economists describe using the term opportunity
cost?

4. What is the connection between world production and

everyone’s standard of living?
What possibility does difference in opportunity cost offer?
6. When does country have a comparative advantage in
producing a good?

e

7. What model did David Ricardo develop?
8. What does Ricardian model show?
II. Vocabulary

1. Find in the text and translate the following words and word
combinations:

engage in international trade, benefit from their differences, to achieve
economies of scale, hence, to reflect the interaction of motives, causes
and effects of trade, at a larger scale, to give raise to trade, at a great
expence, in terms of energy, size of world’s economic pie, conversely,
heated greenhouses, to take an occasion, relatively well, it seems
extremely likely that, to produce computers instead, currently grow for
sale, to produce less of other things, where supply and demand rule,
put out of business
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2. Find in the text English equivalents for the following words and
word combinations:

OoOMeXeHHII acCOPTUMEHT TOBapiB, OyTM MEHII e(pEKTUBHUM, MEBHA
KITBKICTh  PECYpCiB, BIIHOCHO €(EKTHBHO, BUKIIOUHO 3aBISIKH
MDKHapOAHIM  PI3HUII B  NPOAYKTUBHOCTI  Mpali, CTPyKTypa
BUPOOHUIITBA KpaiHU, MOJeib Oyla MepBiCHO po3polbiieHa, Micle
pPUHKY, IIEHTpajbHa BIaJa, BIJHOCHO HEEe()EKTHBHO, B3a€EMOBUTITHE
MeperpynyBaHHs  CBITOBOIO BHUPOOHHWIITBA, CIPOIIEHA MOJIEIb,
HiHIMAaTH CTAHAAPTH JKUTTSA KOXKHOTO, 3pOCTaloda JI0Jsl PHUHKY, B
peasbHOMY CBITi, BUPOOJISTH KOKHUH 3 IIMX TOBAPiB

3. Complete the sentences using words and word combinations
from the box:

increase in world output, capital investment, some tools, benefit,
differences, limited range of goods, marketplace, factor of production,
basic prediction, opportunity cost, comparative advantage

1. British economist David Ricardo introduced the concept of ... in
the early nineteenth century.

2. A country has a comparative advantage in producing a good if the
... of producing that good in terms of other goods is lower in that
country than it is in other countries.

3. The ... of Ricardian model - that countries will tend to export
goods in which they have relatively high productivity - has been
confirmed by a number of studies.

4. In this model labor is the only ... and countries differ only in the
productivity of labor in different industries.

5. International production and trade is determined in the ... where
supply and demand rule.

6. If each country produces only a ... , it can produce each of these
goods at a larger scale and hence more efficiently than if it tried to
produce everything.

7. Nations, like individuals, can ... from their ... by reaching an
arrangement in which each does the tilings it does relatively well.
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8. ... help to understand how differences between countries give raise
to trade between them.

9. The flowers must be grown in heated greenhouses, at great
expense in terms of energy, ... and other scarce resources.

10.  The reason that international trade produces this ... is that it
allows each country to specialize in producing the good in which it
has a comparative advantage.

4. Translate into English:

I. OcHoBM Teopii MDKHApoAHOI ToOpriBiai Oymu  po3poOieHi
BUJATHUMH KJIACUKAMH aHTJIIACHKOI TEOPETHYHOI EKOHOMIKU
Anamom Cwmitom 1 JlaBimom Pikapno.

2. Ham 710BOAUTBCS BIIMOBISTHCS BiJl BHITYyCKY TEBHOTO BHUIY
TOBapy, I100 3a0e3MEeYNTH BUITYCK 1HIIIOTO.

3. H.Pikapmo BBiB TPHHIWI TOPIBHUIGHOT TIEpeBard, SKUi
IPYHTYETBCS Ha TOMY, IO CYKYMHHH OOCST BMITYCKY MPOAYKIUT
Oyzne OUTBIIMM TOJIi, KOJIM KOXKEH TOBap Oyzae BHUPOOIATUCH TIEIO
KpaiHO¥0, Y K01 aJbTepHATUBHI BUTPATH HIKYI.

4. TlopiBusuibHa miepeBara 3a JI.Pikapno 3ajexuTb TIIbKHA BiJ
BIIHOCHOT ~ TNPOAYKTHBHOCTI  KpaiH 1 €  MepeayMOBOIO
MDKHApOJAHOTO OOMiHYy, SKHA BHTIAHO 3IIHCHIOBaTH OOOM
KpaiHaM.

5. 3rigHo 3 Teopieto BigHocHUX nepesar J[.Pikappo, kpaina mae
CHeIiali3yBaTUCh Ha BUPOOHMIITBI TOBapy, SKH BOHA MOXE
BUPOOJISITH 3 IOPIBHSIHO MEHIIIMMU BUTPATaMHU PECYPCIB.

5. Match each word/phrase on the left with a definition on the
right.

a. gains i. amount of something that a person or
thing produces.
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b. comparative advantage ii. financial advantages that a company
gets when it produces large quantities
of products.

¢. output iii. idea that the highest world
production of all kinds of goods and
services will be reached if each country
or region puts most of its effort into
producing the things which it is best
fitted to produce.

d. economies of scale iv. in economic theory, the cost of
something that one decided not to take
opportunity to buy.

e. opportunity cost v. to get or obtain something wanted.

6. Define the terms:

share sophisticated
scarce resources productivity
counterparts demand

II1. Dialogue

1. Read the dialogue below, sum up it content and act it out:
The principle of comparative advantage

A: It’s amazing!

B: What’s amazing?

A: We had an assignment the other day to discover how much we
depend on foreign trade.

B: What’s so amazing about that?
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A: I found that my clock radio was made in Japan, my slippers came
from Taiwan, my robe from India, my comb was made in Mexico, my
sweater was from Scotland and my shoes from Italy.

B: And I want to treat you to the hot chocolate made by a Swiss
company out of cocoa beans from Ghana and sweetened with sugar
from Ecuador.

A: I see that we are all dependent upon the goods and services from
other countries, and imports have risen steadily almost every year in
the past.

B: But why do countries trade with each other?

A: Trade among nations takes place for the same reasons that it does
within a nation; to obtain goods and services that a region could not
produce itself, or to obtain them at lower cost than they could be
produced for at home. This is explained by the principle of
comparative advantage.

B: But I’ve heard that some countries put up barriers to trade and what
is the reason for that?

A: Despite the advantage of international trade, most nations have
erected artificial barriers to that trade. These barriers are usually in the
form of tariffs or quotas.

B: And how are the payments made in international trade?

A: Imports must be paid for in a currency that is acceptable to the
seller. In order to facilitate these transactions, there is a market for the
currencies of all trading nations. The selling price of one nation’s
currency in term of the currencies of other nations is known as its
“exchange rate”. Exchange rates fluctuate in accordance with the laws
of supply and demand.
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arrangement
to reach an ~

comparative advantage

counterpart

to denounce
economies of scale

hand out
opportunity cost
output

productivity of labor
range

~ of goods
rearrangement

scarce resources
term
on ~
in ~

trade off

Essential vocabulary

JIOMOBJICHHICTh, TPUTOTYBAaHHS
JOCSITTH JIOMOBJICHOCTI
MOpPIBHSIbHA TIEpeBara

KoJiera, mapTaep (1o meperoBopax),
oco0a, sIKa MMociiae piBHOYIHHY TTOCATY
3aCyKyBaTH

€KOHOMiS B Pe3yJIbTaTi 3pOCTaHHS
MacmrTadiB BUPOOHHIITBA, €EKT
MacmrTaly, eKOHOMisSl MacITady
po3naBaTH

aJIbTepHATHBHI BUTPATH

oOcsr BUpOOHUITBA, peali3oBaHa
MPOJIYKIlisl, BAPOOHUIITBO, TOTOBA
MPOTYKITisSt

MPOAYKTHBHICTH TpaIli

cepis, psn, cdepa, mianazoH,
ACOPTUMEHT, KOJICKIIisl

ACOPTHUMEHT TOBApiB

NIEPEeCTaHOBKA, NIEPerpyIyBaHH,
nepepo0Oka, mepedyaoBa

neinUTHI pecypcH, He3HAUHI PecypcH
nepiofi, CTPOK, TEPMiH, pl. yMOBU
Ha yMOBax

MOBOIO, B TEpMiHaX, 3 TOUYKH 30pY; Y
PO3yMiHHI TOTO, IO CTOCYETHCS
KOMITPOMIC, TIOCTYTUICHHS
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Section B:
Misconceptions about comparative advantage

I. Working on the text
1. Reading
Read the following text:

When two countries specialize in producing the goods in
which they have a comparative advantage, both countries gain from
trade. Comparative advantage must not be confused with absolute
advantage: it is comparative, not absolute advantage that determines
who will and should produce a good.

The Ricardian one-factor model is the simplest of all models of
international trade and of course this model is far too simple to be a
complete analysis of either the causes or the effects of international
trade. Although comparative advantage is a simple concept, experience
shows that it is a surprisingly hard concept for many people to
understand (or accept). Indeed, Paul Samuelson - the Nobel laureate
economist who did much to develop the models of international trade
has described comparative advantage as the best example he knows of
an economic principle that is undeniably true yet not obvious to
intelligent people.

There is no shortage of muddled ideas in economics.
Politicians, business leaders and even economists frequently make
statements that do not stand up to careful economic analysis. For some
reason this seems to be especially true in international economics.
Several common misconceptions about the meaning of comparative
advantage and the nature of the gains from free trade appear frequently
in public debate about international economic policy and even in
statements by those who regard themselves as experts. Three
misconceptions in particular have proved highly persistent and simple
model of comparative advantage can be used to see why they are
incorrect.
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Productivity and competiveness

Myth 1: Free trade is beneficial only if your country is strong
enough to stand up to foreign competition. This argument seems
extremely plausible to many people. Some economists criticized the
case for free trade by asserting that it may fail to hold in reality: “What
if there is nothing you can produce more cheaply or efficiently than
anywhere else, except by constantly cutting labor costs?” they worried.

The problem with these commentators’ view is that they failed
to understand the essential point of Ricardo’s model, that gains from
trade depend on comparative rather than absolute advantage. He is
concerned that your country may turn out not to have anything it
produces more efficiently than anyone else - that is, that you may not
have absolute advantage in anything.

It is always tempting to suppose that the ability to export a
good depends on your country having an absolute advantage in
productivity. But an absolute productivity advantage over other
countries in producing a good is neither a necessary nor a sufficient
condition for having a comparative advantage in that good. In our one-
factor model the reason why absolute productivity advantage in an
industry is neither necessary nor sufficient to yield competitive
advantage is clear: The competitive advantage of an industry depends
not only on its productivity relative to the foreign industry; but also on
the domestic wage rate relative to the foreign wage rate. A country’s
wage rate, in turn, depends on relative productivity in its other
industries. For example, Portugal has low productivity in producing,
say, clothing as compared with the United States, but because
Portugal’s productivity disadvantage is even greater in other industries
it pays low enough wages to have a comparative advantage in clothing
all the same.
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The pauper labor argument

Myth2: Foreign competition is unfair and hurts other countries
when it is based on low wages. This argument, sometimes referred to
as the pauper labor argument, is a particular favorite of labor unions
seeking protection from foreign competition. People who adhere to
this belief argue that industries should not have to cope with foreign
industries that arc less efficient but pay lower wages. This view is
widespread and has acquired considerable political influence. In 1993
Ross Perot, a self-made billionaire and former presidential candidate,
warned that free trade between the United States and Mexico, with its
much lower wages, would lead to a “great sucking sound” as U.S.
industry moved south.

Let us get the model stated. Suppose that there are two
countries. One of them we call Home and other we call Foreign. Each
of these countries has one factor of production (labor) and can produce
two goods, wine and cheese. In our example Home is more productive
than Foreign in both industries and Foreign’s lower cost of wine
production is entirely due to its much lower wage rate. Foreign’s lower
wage rate is, however, irrelevant to the question of whether Home
gains from trade. Whether the lower cost of wine produced in Foreign
is due to high productivity or low wages does not matter. All that
matters to Home is that it is cheaper in terms of its own labor for
Home to produce cheese and trade it for wine than to produce wine for
itself.

This is fine for Home, but what about Foreign? Isn’t there
something wrong with basing one’s exports on low wages? Certainly it
is not an attractive position to be in, but the idea that trade is good only
if you receive high wages is our final fallacy.
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Exploitation

Myth 3: Trade exploits a country and makes it worse off if its
workers receive much lower wages than workers in other nations. This
argument is often expressed in emotional terms. For example, one
columnist contrasted the $2 million income of the chief executive
officer of the clothing chain The Gap with the $0.56 per hour paid to
the Central American workers who produce some of its merchandise.
It can seem hard-hearted to try to justify the terrifyingly low wages
paid to many of the world’s workers.

If one is asking about the desirability of free trade, however,
the point is not to ask whether low-wage workers deserve to be paid
more but to ask whether they and their country are worse off exporting
goods based on low wages than they would be if they refused to enter
into such demeaning trade. And in asking this question one must also
ask, what is the alternative?

Abstract though it is, our numerical example makes the point
that one cannot declare that a low wage represents exploitations unless
one knows what the alternative is. In that example, Foreign workers
are paid much less than Home workers, and one could easily imagine a
columnist writing angrily about their exploitation. Yet if Foreign
refused to let itself be “exploited” by refusing to trade with Home (or
by insisting on much higher wages in its export sector, which would
have the same effect), real wages would be even lower.

The columnist who pointed out the contrast in incomes
between the executive at The Gap and workers who make its clothes
was angry at the poverty of Central American workers. But to deny
them the opportunity to export and trade might well be to condemn
them to even deeper poverty.
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2. Comprehension.
Answer the following questions to the text:

L. What does comparative advantage determine?

2. What misconception is connected with productivity and
competiveness?

How did some economists criticize the case for free trade?

What is the pauper labor argument?

Why is the pauper labor argument considered to be fallacy?

What misconception is connected with exploitation and why is it
considered to be wrong?

ANk w

II. Vocabulary
1. Find in the text and translate the following words and word
expressions:

Undeniably true, muddled ideas in economics, careful economic
analysis, one - factor model, surprisingly hard, to accept concept,
obvious, common misconception, public debate, pauper labor
argument, adhere to this belief, to cope with foreign industries, argue
that, a self - made billionaire, to warn, complete analysis, simple
concept, Nobel laureate economist, incorrect, seems extremely
plausible, essential point of Ricardo’s model, neither necessary nor
sufficient, to yield competitive advantage, domestic wage rate, entirely
due to, all that matters, clothing chain, desirability of free trade.

2. Find in the text the English equivalents for following words and
word combinations.

HlykaTi 3axuWcTy, i1HO3eMHAa KOHKYPEHIIisl, MEHII e(QeKTUBHUA,
IUTATUTA HWKYY 3apoO0iTHY IUIATHIO, TOIIMPEHa JyMKa, HaOyBaTH
3HAYHOTO TOJITUYHOTO BIUIMBY, KOJMIIHIA KaHIUAAT, NPUIMaTH
KOHIEMIIII0, MPOJyKTUBHICTh, BUTPUMYBATH 1HO3EMHY KOHKYPEHIIIIO,
MOCTIHHO 3MEHITYBAaTH BUTPATH Ha OIUIATY Mpalli, 3aJIEXKHUTh CKOPIII
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Bl TIOpPIBHSUILHOI HIK BiJ aOCONIOTHOI TIepeBard, 3/aTHICTh
€KCTIOPTYBATH, HAIIOJISITATA HA BUIIIN 3apIijiaTHi, OiTHICTb.

3. Complete the sentences using words and word combinations
front the box:

absolute productivity advantage, essential point, free trade, foreign
competition, widespread, fallacy, exploitation, merchandise, chief
executive officer, wage rate.

ok

o)
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Foreign’s lower cost of wine production is entirely due to its much
lower ....

One columnist contrasted the $2 million income of the ... of the
clothing chain The Gap with $0,56 per hour paid to the Central
American workers who produce some of the ....

One cannot declare that a low wage represents ... unless one knows
what the alternative is.

The idea that trade is good only if you receive high wages is ....
This view is ... and has acquired considerable political influence.
Pauper labor argument is particular favorite of labor unions
seeking protection from ....

Some economists criticized the case for ... by asserting that it may
fail to hold in reality.

This is the ... of Ricardo’s model.

But ... over other countries in producing a good is neither a
necessary nor sufficient condition for having a comparative
advantage in that good.

. Translate into English:

J1.Pixapio BUBIB 3aKOH, 3TiTHO 3 SKUM OCHOBOIO JUII BAHUKHECHHS,
PO3BUTKY MIXKHApPOIHOT TOPTIBIII € BUKIIOYHO BITHOCHA PI3HUIIA Y
BUTpaTax BUPOOHMIITBA OJyiar, HE3aJNeKHO BiJ aOCOIOTHOI
BEJINYMHH IHX BUTPAT.
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2. Iakomum neski MoOMTHKH, Oi3HECMEHH 1 HaBiTh €EKOHOMICTH POOJISTH
3asBU, SIKI HE TIPYHTYIOTbCS Ha PETEIBHOMY EKOHOMIYHOMY
aHamisi.

3. B ny6niyaux gebarax mo MiKHApOJHIN MONITHIN Yac BiJl yacy
3’ABISAIOTBCS  TOMMJIKOBI KOHLEMIIi BIJHOCHO MOPIBHSIIBHOI
nepesaru 1 3700yTKY Bi BUIBHOT TOPTiBIIi.

4. Jlesiki KOMEHTaTOpHW, IO BBaXKalOTh ce0e eKCIepTaMH, He
PO3yMIOTh OCHOBHOI CyTi Mojeli Pikapao - 3100yTOK Bij TOPTiBIIi
3aJIe)KHUTh CKOPIII BiJ] TOPIBHSUIBHOT Hi’K a0COTFOTHOI TIepeBary.

5. [Ipocta Mozenp TOPIBHSIBHOI TepeBarn Moxe OyTH
BUKOPUCTAHA /IS IOSICHEHHSI TIOMUJIKOBOCTI JIESIKMX KOHIIETIITIH.

5. Match each word/phrase on the left with a definition on the
right

a. merchandise i. something that treats people unfairly
by using their work or ideas for its own
advantage and giving them very little
in return.

b. factors of productionii. the price or reward of labor considered as
one of the factors of production.

c. exploitative iii. an official limit on the minimum
or maximum number that is allowed.

d. quota iv. a formal word for goods that are
bought, sold, or traded.

e. wage v. the things that industry needs in
order to produce a particular product,
such as land, workers, and capital.
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6. Define the terms:

misconception
absolute advantage

sufficient

I11. Dialogue

alternative
to export goods

demanding trade

Make up your own dialogue using the following expressions and

word- combinations:

- common misconceptions

- public debate
- foreign competition
- country’s wage rate

absolute advantage
to accept

to acquire

to assert

to base
competitiveness
to condemn

to cope with

to cut
demanding

to exploit
exploitation
fallacy
irrelevant

to justify

- unfair competition

- to hurt other countries
- to exploit a country

- worse off

Essential vocabulary

a0CoJIOTHA TIepeBara

NpuiMaTH, OT0KYBaTHCS, pearyBaTu
npuaoaBaTH, HaOyBaTH, ONIAaHYBaTH
CTBEpKyBaTH, BIICTOIOBATH

Oa3yBatu

KOHKYPEHTOCIIPOMOXHICTh
3acyKyBaTH, 3aCy/IUTH, 3a0paKyBaTH
CHIPaBJISITUCS

3HWKYBATH, 3MEHIIIYBAaTH

BHUMOTJIMBUH, Ba)KKUH, BiIIIOB1IaIEHII
eKCILTyaTyBaTH

eKCITTyaTaIlis

IMIOMMJIKA, XHOHICTH, IIOMIJIKOBICTE

HE CTOCYBATUCh, HE MATH BiIHOIICHHS,
HEJ0pEeUHu, HeMOTPIOHMI, HEKOPUCHUI
BUTIPABJOBYBATH, OOTPYHTOBYBATH
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labor (AmE)
~ costs

~ union
merchandise
misconception

muddle
pauper

plausible
self - made

shortage
stand

stand up to
tempting

to turn

~out

undeniably

unfair competition
view

nparis, poooTa, poOiTHUKH

BUTpPATHU Ha OIUIATY Ipalli, BATPaTH Ha
MepCoHa

npodeciiina crinka

TOBapU

HEBIpHE PO3YMIHHS, HETIOPO3YMiHHS,
HEBIpHE YSIBJICHHS

Oe3maj, TTyTaHuHA

011HAK, )keOpaK; TOH, M0 OTPUMAE 1 KUBE
Ha JIOTIOMOTY T10 01THOCTI
MIPaBIOTIOIOHMIA, HMOBIpHUI, MOKITUBUH,
MPUCTOMHUI

3000B’13aHUI BCIM caMOMy co0i; TOM, 1110
JOCATY CIIXY BJIACHUMH 3YCHIIISIMH
HecTaya, 1e(iruT

CTOSITH, 3HAXOJUTHUCH, PO3TAIIIOBYBATHCS,
MIPOCTOIOBATH, BUTPUMYBATH, TEPIITH
BUTPUMYBATH

MIPUHATHAN, CHOKYCIUBHAMN

obOepTaru, 3MIHIOBATH HATIPSIM
BUSBIISITHCH

Oe3nepevHo, He3arnepevHo

HECYMITIHHA KOHKYPEHITist

BUJI, KPA€BUJI, TOTJIS, IYMKH, CY/UKCHHS,
MeTa, 3aIyM

wage rate CTaBKa 3apIuiaTH

worse off OiHime

PROBLEMS

1. Home has 1,200 units of labor available. It can produce two

goods, apples and bananas. The unit labor requirement in apple
production is 3, while in banana production it is 2. What is the
opportunity cost of apples in terms of bananas?

2. “Chinese workers earn only $0.75 an hour; if we allow
China to export as much as it likes, our workers will be forced
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down to the same level. You can’t import a $10 shirt without
importing the $0.75 wage that goes with it.” Discuss.

Supplementary reading

Comparative Advantage in Practice.
1. Words you may need:

slugger - (GeiicOoi1) ciIbHUM BIJOMBaIOUYMIA IpaBellb

pitcher - (6eiic6.) miTuep, HamagarOYNI

outfield - (Oe¥icO.) manpHs YacTHHA IO

batter (batsman) - (6efic6.) TpaBeIs 3 OUTOTO, BiIOMBAIOYNI M Td
payoff - Bumnara, BuHaropoaa

I1. Read and translate the text:

Everyone knows that Babe Ruth was the greatest slugger in the
history of baseball. Only true fans of the sport know, however, that
Ruth also was one of the greatest pitchers of all time. Because Ruth
stopped pitching after 1918 and played outfield during all the time he
set his famous batting records, most people don't realize that he even
could pitch. What explains Ruth's lopsided reputation as a batter? The
answer is provided by the principle of comparative advantage.

As a player with the Boston Red Sox early in his career, Ruth
certainly had an absolute advantage in pitching. According to historian
Geoffrey C. Ward and filmmaker Ken Bums:

In the Red Sox's greatest years, he was their greatest player, the best
left-handed pitcher in the American League, winning 89 games in six
seasons. In 1916 he got his first chance to pitch in the World Series
and made the most of it. After giving up a run in the first, he drove in
the tying run himself, after which he held the Brooklyn Dodgers
scoreless for eleven innings until his teammates could score the
winning run... In the 1918 series, he would show that he could still
handle them, stretching his series record to 29 2I3 scoreless innings, a
mark that stood for forty- three years. The Babe's World Series
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pitching record was broken by New York Yankee
Whitey Ford in the same year, 1961, that his
teammate Roger Maris shattered Ruth's 1927
. record of 60 home runs in a single season.
Although Ruth had an absolute advantage
- in pitching, his skill as a batter relative to his
teammates' abilities was even greater: His
comparative advantage was at the plate. As a
pitcher, however, Ruth had to rest his arm between
appearances and therefore could not bat in every
game. To exploit Ruth's comparative advantage, the Red Sox moved
him to center field in 1919 so that he could bat more frequently.

The payoff to having Ruth specialize in batting was huge. In
1919 he hit 29 home runs, "more than any player had ever hit in a
single season," according to Ward and Bums. The Yankees kept Ruth
in the outfield (and at the plate) after they acquired him in 1920. They
knew a good thing when they saw it. That year, Ruth hit 54 home runs,
set a slugging record (bases divided by at bats) that remains untouched
to this day, and turned the Yankees into baseball's most renowned
franchise.

I1I Role - play the following situation:

1. You are members of Red Sox authorities. Hold a meeting to discuss
what action to take on the following issues:
a. Babe Ruth has an absolute advantage in pitching and his skill
as a batter relative to his teammates abilities is even greater.
b. Babe’s teammate Roger Maris shattered Ruth’s record.
c. As a pitcher Ruth has to rest his arm between appearances and
therefore cannot bat in every game.
2. Work out your objectives, priorities, strategy and tactics.
3. Identify options with different risks and discuss their strengths and
weaknesses.
4. Finally suggest ways in which you could improve the team’s
efficiency.
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IV Discussion / Writing

1. If you were Babe Ruth what action you would take?

2. Can you discuss some other case, illustrating comparative
advantage in practice?
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Unit 3

INTERNATIONAL FACTOR MOVEMENTS

“Share our similarities, celebrate our differences”
M. Scott Peck, American author

Section A: The Theory of Multinational Enterprise
Section B: Multinational Firms in Practice

Learning Goals

After reading this unit, you will be able to:

e Understand theories that explain the existence of multinational
firms and the motivation for foreign direct investment across
economies.

Section A: The Theory of Multinational Enterprise
I. Working on the text

1. Reading

Read the following text:

The basic necessary elements of a theory of multinational
firms can best be seen by looking at an example. Consider the
European operations of American auto manufacturers. Ford and
General Motors, for example, sell many cars in Europe, but nearly all
those cars are manufactured in plants in Germany, Britain and Spain.
This arrangement is familiar, but we should realize that there are two
obvious alternatives. On one side, instead of producing in Europe the
U.S. firms could produce in United States and export to the European
market. On the other side, the whole market could be covered by
European producers such as Volkswagen and Renault. Why, then, do
we see this particular arrangement, in which the same firms produce in
different countries?

The modern theory of international enterprise starts by
distinguishing between the two questions of which this larger question
is composed. First, why is a good produced in two (or more) different
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countries rather than one? This is known as the question of location.
Second, why is production in different locations done by the same firm
rather than by separate firms? This is known, for reasons that will
become apparent in the moment, as the question of internalization.
We need a theory of location to explain why Europe docs not import
its automobiles from the United States; we need a theory of
internalization to explain why Europe’s auto industry is not
independently controlled.

The theory of location is not a difficult one in principle. It is, in
fact, just the theory of trade. The location of production is often
determined by resources. Aluminum mining must be located where the
bauxite is, aluminum smelting near cheap electricity. Minicomputer
manufacturers locate their skill-intensive design facilities in
Massachusetts or northern California and their labor-intensive
assembly plants in Ireland or Singapore. Alternatively, transport costs
and other barriers to trade may determine location. American firms
produce locally for European market partly to reduce transport costs;
since the models that sell well in Europe are often quite different from
those that sell well in the United States, it makes sense to have
separate production facilities and to put them on different continents.
As these examples reveal, the factors that determine a multinational
corporation’s decisions about where to produce are probably not much
different from those that determine the pattern of trade in general.

The theory of internalization is another matter. Why not have
independent auto companies in Europe? We may note first that there
are always important transactions between multinational’s operations
in different countries. The output of one subsidiary is often an input
into the production of another. Or technology developed in one
country may be used in others. Or management can usefully coordinate
the activities of plants in several countries. These transactions are what
tie the multinational firm together, and the firm presumably exists to
facilitate these transactions. But international transactions need not be
carried out inside a firm. Components can be sold into an open market,
and technology can be licensed to other firms. Multinationals exist
because it turns out to be more profitable to carry out these
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transactions within a firm rather than between firms. This is why the
motive for multinationals is referred to as “internalization”.

We have defined a concept, but we have not yet explained
what gives rise to internalization. Why are some transactions more
profitably conducted within a firm rather than between firms? Here
there are a variety of theories, none as well- grounded either in theory
or in evidence as our theories of location. We may note two influential
views, however, about why activities in different countries may
usefully be integrated in a single firm.

The first view stresses the advantages of internalization for
technology transfer. Technology, broadly defined as any kind of
economically useful knowledge, can sometimes be sold or licensed.
There are important difficulties in doing this, however. Often the
technology involved in, say, running a factory has never been written
down; it is embodied in the knowledge of a group of individuals and
cannot be packaged and sold. Also, it is difficult to the prospective
buyer to know how much that knowledge is worth - if the buyer knew
as much as the seller, there would be no need to buy! Finally, property
rights in knowledge are often hard to establish. If a European firm
licenses technology to a U.S. firm, other U.S. firms may legally imitate
that technology. All these problems may be reduced if a firm, instead
of selling technology, sets about capturing the returns from the
technology in other countries by setting up foreign subsidiaries.

The second view stresses the advantages of internalization for
vertical integration. If one firm (the “upstream” firm) produces a good
that is used as an input for another firm (the “downstream” firm), a
number of problems can result. For one thing, if each one has a
monopoly position, they may get into a conflict as the downstream
firm tries to hold the price while the upstream firm tries to raise it
There may be problems of coordination if demand or supply is
uncertain. Finally, a fluctuating price may impose excessive risk on
one or another party. If the upstream and downstream firms are
combined into a single “vertically integrated” firm, these problems
may be avoided or at least reduced.
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The economic theory of organizations - which we are talking

about when we try to develop a theory of multinational corporations -
is still in its infancy. This is particularly unfortunate because in
practice the multinationals are a subject of heated controversy - praised
by someone for generating economic growth, accused by others of
creating poverty.

2. Comprehension.
Answer the following questions to the text:

Nk W

*

What is known as the question of location?

What is known as the question of internalization?

What is location of production often determined by?

Why do American firms produce locally for the European market?
Why is the motive for multinationals referred to as
“internalization”?

Why are some transactions more profitably conducted within a
firm rather than between firms?

What is technology transfer?

What is vertical integration?
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II. Vocabulary

1. Find in the text and translate the following words and
expressions:

familiar, obvious alternatives, particular arrangements, to consider, to
distinguish between something, to compose, rather than, smelting,
skill-intensive design facilities, labor-intensive, to produce locally,
reveal, to facilitate transactions, it turns out, to carry out transactions,
to refer to as, to conduct more profitably, to be integrated,
economically useful knowledge, to be involved in, to be embodied in,
legally imitate technology, to capture the returns, “upstream” firm,
“downstream” firm, uncertain demand and supply, to generate
economic growth, to create poverty, to be praised by somebody.

2. Find in the text the English equivalents for the following words
and word combinations:

OUYEBUIHHM, TIATATH HE3aJI)KHOMY KOHTPOJTIO, BU3HAYATH, OOKCHT,
aJbTEPHATHBHO, 3MECHIIYBAaTH TPAHCIOPTHI BUTPATH, BHUPOOHUYI
MOTY>KHOCTI, OB’ SI3yBaTH, BU3HAYMTH KOHIICIIIIO, BIUTMBOBA JyMKa,
MiJKPECIIOBaTH TIEPEBar, YNIpaBiIATH (HaOpUKOI0, TMEePCICKTUBHUI
MOKYIellb, BAaXKO BCTAHOBHMTH, CKOPOYYBaTH BHUTpaTH, (DAKTOpPH
BUPOOHMIITBA, yTO/a, TIEPEIIKOAN I TOPTiBIi, 00CAT BUPOOHUIITRA,
po3TalryBaHHs, AOYIpPHE MiANMPHUEMCTBO, BUPOOJISATH TOBap, mepeaada
TEXHOJIOTIl, YTpUMYyBaTH I[iHY, YHUKATH TMpoOJieM, MaifHOBE IpaBo,
JIOX1/1, BUJIaBaTH JIIIEH3110, 3BUHYBaYyBaTH, 3aKOHHO, yTroJa.

3. Complete the sentences using words and word combinations
from the box:

output, transport costs, to get into conflict, to raise the price, demand
or supply, heated controversy, upstream firm, downstream firm, theory
of internalization, technology transfer, vertical integration,
multinational enterprise.

1. The modem theory of ... starts by distinguishing between the
two questions of which this larger question is composed.

50



2.

A model where the management of a company owns other
companies in the production process and the firm controls a
number of successive stages in the supply of a product is an

example of... .
The first view stresses the advantages of internalization for ....
We need .. to explain why Europe’s auto industry is not

independently controlled.

If the ... and ... arc combined into a single “vertically integrated”

firm, these problems may be avoided or at least reduced.

In practice multinationals are a subject of... - praised by some for

generating economic growth, accused by others of creating

poverty.

There may be problems of coordination if ... is uncertain.

If each has a monopoly position, they may ... as the downstream

firm tries to hold the price down while the upstream firm tries ....

Alternatively ... and other barriers to trade may determine location.
The ... of one subsidiary is often an input into the production of

another.

4. Translate into English:

I.

CtpmwxkeHb Teopii i1HTepHami3alii CTAaHOBHUTH IIOJOXKEHHS MPO
3aMiHy MDKHApOJHUX PHHKOBHX TPAHCAKIi BHYTPIIIHBO-
KOPIIOPATUBHUMH TPAHCAKITISIMH.

Po3MimeHHst MpoIyKIlil 9acTo BU3HAYAETHCS PECYPCAMH.
TpaHCTIOpTHI BUTpATH 1 1HIII MEPEIKOIN I TOPTiBIII MOXYTh
BU3HAYATH PO3TAITyBaHHS KOMITaHIH.

SIkmo oOuIBI KOMMaHii 3aiiMalOTh MOHOTIOJIbHE TIOJI0KEHHS, BOHU
MOXYTb KOH(JIIKTYBaTH Mi>K c000I0.

Texnomnorist, po3po6sieHa B OJHiN KpaiHi MOXke OyTH BUKOpHCTaHa
B iHIIIH.

5. Match each word phrase on the left with a definition on the
right.
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a. vertical integration i. the study and use of scientific methods in

industry.

b. internalize ii. the passing of a right of ownership
from one person or organization to
another.

¢. multinational iii. to make for one's own products the

material and parts used in their
manufacture, instead of buying them in
from outside supplier.

d. transfer iv. a company that has branches or
owns companies in many different
countries.

e. technology v. the merging of two or more

companies involved in different aspects
of the same business.

6. Define the terms:

manufacturer to license
familiar advantage
assembly plant prospective buyer

II1. Dialogue
1. Read the dialogue below, sum up it content and act it out:
Meeting in the multinational company

Barbara: I think I’ve covered everything in detail. Now I’d just like to
summarize. You have a choice of two sites for your new European
distribution centre: the Birmingham Business Park, here in the U.K.; or
the Polderdijk Business Park near Amsterdam. These are the main
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issues: First, transport. Amsterdam is on mainland Europe, and that’s
an advantage. But both cities have large international airports and good
road and rail links. Second, cost. The Birmingham site is much
cheaper. Finally, communication. Your company language is English,
so Birmingham is better from that point of view. Are there any
questions?

Charles: Could you remind us how much the grant from the U.K.
Government is?

Barbara: Yes, £300,000. The details are in your files.

Charles: Thank you very much, Barbara. You’ve given us a very clear
idea of the advantages and disadvantages of each site. Now we have to
make a choice. Bob, what do you think?

Bob: Well, I think that the main issue is transport. Amsterdam is
nearer to our markets in Europe. I think we should choose Amsterdam.
Charles: Uh, huh. Ann?

Ann: Bob has a point, but transport isn’t the only issue here.
Birmingham is cheaper: wages are lower, taxes are lower, and we’ll
get a grant from the U.K. Government.

Bob: But transport costs are higher from Birmingham. And it takes
longer to reach our markets in the south - Italy and Spain for example.

Barbara: That’s true, but Birmingham has a large international
airport, and there are good road and rail links with Europe.

Charles: Barbara, how long does it take lorries to drive from
Birmingham to, say, Rome or Madrid?

Barbara: Less than 48 hours.

Charles: Let us look at the other issue: communication.
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Ann: Everyone uses English in Transglobal. English is the company
language, so it makes sense to

Bob: But the Dutch - sorry to interrupt, Ann - the Dutch speak
excellent English.

Barbara: That’s true, Bob, but don’t forget that you already have a
sales office in U.K.

Charles: But sales and distribution are separate operations.
Ann: Maybe, but I still think it makes sense to locate the distribution
centre here.
Bob: I'm afraid I disagree there, Ann. For a distribution centre you
need good transport. And from the point of view of transport,
Amsterdam is the better choice.
Charles: Shall we take a short break now and continue the discussion
afterwards?

after the break:
Charles: Well, it’s been a fantastic year. Turnover is up 18% on last
year.
That’s 6% over budget. And profits are up by 8%. It’s a tremendous
achievement and all of you can take credit for that. Well done, and
thank you. I’ve really enjoyed this sales conference. It’s been great to
see all the old faces again - looking younger than ever - and it’s been
great getting to know the new representatives. I’d like to thank Bob
Davis and his team for organizing the conference. They’ve done a
splendid job. Bob, would you come up here? Well done.
Congratulations.
Finally, I have two announcements to make. First of all, as you know,
we’re going to open a new distribution centre in Europe. We’ve
decided to locate it in Birmingham. We hope it will open in May next
year. Secondly, the announcement you arc all waiting for. The winner
of the Transglobal Employee of the Year award. This year the prize is
a holiday for two in the Seychelles. It was a very difficult decision.
There were many candidates for the prize: Daniel Conway, Ron
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Jacobs, Jean Robertson, Kevin Lester, and many more. But the winner
this year is someone who works here in the U.K.... and someone you
all know very well — Ann Richards! Well done.

Ann: Well, thank you. Thank you very much.

assembly plant
barriers to trade
controversy
heated ~
downstream

evidence
to be in evidence

infancy (of person)
(of movement, firm)
inputs

internalization
legally

to license
location

multinational enterprise
output

price

to hold down the price
to raise the price
fluctuating price
production facilities

Essential vocabulary

CKJIaJJAIIbHUI 3aBOJT

MIEPETTKOAH JUTSl TOPTiBI

JIICKYCisl, CyTepedka

naJika AUCKYCis, majika cynepedka
MMOTOKH BiJl MAaTEPUHCHKOT KOMITaHii 710
JOYipHBOI; KPEAWT, HAJaHUK JTOUipHIN
KOMIIaHii MaTePHUHCHKOIO0

Jokas, paktu

MaTH Miciie, OyTH 3BUYAHUM,

MMOMHNPECHUM

JTUTUHCTBO
Mepioj] CTAaHOBJICHHS

BUpOOHMUYI (hakTOpH, (hakTopH
BUPOOHUIITBA, 3aJIisTHI peCypcH
IHTEpHATI3aIis

3aKOHHO

BUIABaTH JIIEH31I0, JaBaTH JO3BLI
PO3MIIIIEHHSI, PO3TAlIyBaHHS, MiCIIC
pO3TalIyBaHHs

TpaHCHAaLlIOHAJIbHE MIANPHUEMCTBO
o0cAr BUpOOHHUIITBA, peai3oBaHa
MIPOAYKIIisl, TOTOBA MPOTYKITis
IliHa, KypC MIHHUX TanepiB
YTPUMYBATH IiHY

MiHIMATH IIHY

XHUTKa, MIHJIMBA I[iHa

BUPOOHMY1 (POHIIU, BUPOOHUY1
MOTYXHOCTI1
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property right MaifHOBE MPaBo

property in knowledge MPaBO BJIACHOCTI HA 3HAHHS

to reduce costs CKOpOYyBaTH BUTpPATHU

return JOX11, TOX1HICTh, MPUOYTOK

to set about NPUCTYNATH

subsidiary JIOY1pHE MIANPUEMCTBO, JOUIPHS

KOMTIaHis, QiTis, TiAMPUEMCTBO, IO
KOHTPOJIFOETHCS MATEPUHCHKOIO

KOMIIaHIEI0
technology transfer nepeaya TeXHOIOT i
well-grounded IOCBIqUEHNH, 0013HAHUH 3 YNIMOCH

Section B: Multinational Firms in Practice

1. Reading
Read the following text:

Multinational firms play an important part in world trade and
investment. For example, about half of U.S. imports are transactions
between "related parties." By this we mean that the buyer and seller
are to a significant extent owned and presumably controlled by the
same firm. Thus half of U.S. imports can he regarded as transactions
between branches of multinational firms. At the same time, 24 percent
of U.S. assets abroad consist of the value of foreign subsidiaries of
U.S. firms. So U.S. international trade and investment, while not
dominated by multinational firms, are to an important extent
conducted by such firms. Multinational firms may, of course, be either
domestic or foreign-owned. Foreign- owned multinational firms play
an important role in most economies and an increasingly important
role in the United States. Table 3-1 shows how the percentage of U.S.
workers employed by foreign-owned firms has increased over the past
quarter-century both in economy as a whole and in manufacturing
especially.
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Table 3-1 Employment by Foreign-Owned Firms in the United
States
Year As Percent of Total As Percent of
Nonfarm Employment | Manufacturing Employment
1997 1,5 3,8
2002 4,2 14,6

Although comparable statistics do not exist, it turns out that the
real exception among major economies is Japan, which has little
foreign ownership, This is not because of overt legal restrictions: On
paper, foreigners are free to open plants in Japan and buy Japanese
companies, with only a few exceptions. But cultural obstacles, such as
the unwillingness of many Japanese to work for foreign companies,
and perhaps also red-tape barriers thrown up by bureaucrats have
prevented large-scale operation of foreign-based multinationals.

The important question, however, is what difference
multinationals make. With only a limited understanding of why
multinationals exist, this is a hard question to answer. Nonetheless, the
existing theory suggests some preliminary answers.

Notice first that much of what multinationals do could be done
without multinationals, although perhaps not as easily. Two examples
are the shift of labor- intensive production from industrial countries to
labor-abundant nations and capital flows from capital-abundant
countries to capital-scarce countries. Multinational firms ate
sometimes the agents of these changes and are therefore either praised
or condemned for their actions (depending on the commentator’s point
of view). But these shifts reflect the "location" aspect of the theory of
multinationals, which is really no different from ordinary trade theory.
If multinationals were not there, the same things would still happen,
though perhaps not to the same extent. This observation leads
international economists to attribute less significance to multinational
enterprise than most lay observers.

Notice, too, that in a broad sense what multinational
corporations do by creating organizations that extend across national
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boundaries is similar to the effects of trade and simple factor mobility;
that is, it is a form of international economic integration. By analogy
with the other forms of international integration, we would expect
multinational enterprise to produce overall gains but to produce
income distribution effects that leave some people worse off.

These income distribution effects are probably mostly effects
within rather than between countries.

To sum up, multinational corporations probably are not as
important a factor in the world economy as their visibility would
suggest; their role is neither more nor less likely to be beneficial than
other international linkages.

2. Comprehension
Answer the following questions to the text:

1. What is meant by "related parties"?

2. What is role of foreign-owned multinational firms in most
economies?

3. How has the percentage of U.S. workers employed by foreign-
owned firms changed over the past quarter-century?

4. What has prevented large-scale operation of foreign-based
multinationals in Japan?

5. What does the "location" aspect of the theory of multinationals
reflect?

6. What activity of multinational corporation is similar to the effects
of trade and simple factor mobility?

II. Vocabulary
1. Find in the text and translate the following words and word
combinations:

to be regarded as, related parties, to a significant extent, presumably

controlled, to get nervous about smth, domestic firm, to be dominated
by, to compare the role, large-scale ownership, to be proud of cultural
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independence, to confirm, sharp increase, substantial foreign
ownership, comparable statistics, to be free to do smth, shift of labor-
intensive production, labor-abundant nations, capital - scarce country,
beneficial

2. Find in the text the English equivalents for the following words
and word combinations:

BITYM3HSHA KOMIIaHis, BapTiCTh, IMOB’s3aHAa CTOPOHA, AaKTHBH,
MPUXOBAHMUK 3MICT, BUSBISTUCH, BUCBITIIOBATH, BJIACHICTh 1HO3EMHUX
¢i3UyHUX 1 IOpUAMYHHX ~ OCi0,  KyJAbTYypHI  TEpeIKOIH,
MOiATBEP/KYBATH,  IMEPEUIKO/KATH,  TMPOIOHYBATH  IOMEPEIHIO
BIJIMIOBiIb, TIOTIK KamiTamy, (akTop MOOUTBHOCTI, HaIllOHAIbHI
KOPJIOHH,  BIJIBEpTHH, TEpECTaHOBKA, 3arajlbHUid  MPUOYTOK,
MePECTaHOBKA, Pi3KE 3POCTAHHS, PO3IOILT JOXOIiB

3. Complete the sentences using words and word combinations

from the box:

legal restrictions, get nervous, “related parties”, manufacturing

workers, investment, transactions, foreign - owned, red-tape barriers,

cultural obstacles, simple factor mobility, condemned, praised, trade

1. Multinational firms are sometimes the agents of these changes and
therefore either... or... for their actions.

2. In a broad sense what multinational corporations do by creating
organizations that extend across national boundaries is similar to
the effect of... and....

3. ... ,such as the unwillingness of many Japanese to work for
foreign companies and perhaps also ... thrown up by bureaucrats
have prevented large-scale operation of foreign - based
multinationals.

4. Multinational firms may, of course, be either domestic or... .

5. Thus half of U.S. imports can be regarded as ... between branches
of multinational firms.

6. Multinational firms play an important part in world trade and...
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7.

8.
9.

France is country proud of its cultural independence, but as long
ago as 1985 more than a fifth of French... were employed by
foreign firms.

About half of U.S. imports are transactions between...

Americans are not used to the idea of working for foreign - owned
companies and sometimes ... about implications of rising foreign
ownership.

10. Japan has little foreign ownership and this is not because of overt...

4. Translate into English:

I.

2.

TpaHcHanioHaNbH1 KOpPHOpallii MalOTh 3HAYHUI BIUIMB Ha CBITOBY
TOPTIBIIIO 1 IHBECTHIIII.

[TomoBuny iMmopty CIJIA MoXHa pO3TIsSAaTH SIK TPAHCAKITi MK
¢imianaMu TpaHCHAITIOHATBHUX KOPITOPAITii.

Komnanisim pi3HUX KpaiH BHUTITHO HAaJaro/pKyBaTH IMAapTHEPCHKI
BiJTHOCHHHU Ha MI>KHApOTHOMY PiBHI.

Haii6inbm PO3BUHEHI KpaiHu MIEPETBOPIOIOTHCA Ha
TpaHCHAI10HAJII30BaHI KpaiHU.

Tpancuauionaneni komnanii CIJIA 3 KOXHHM pokoM OyIyTh
MaTd BCe OLIbII MOKJIMBOCTI Ui 3aBOIOBAHHA EKOHOMIYHOTO
MPOCTOPY 32 MEXKaMH KpaiHu.

5. Match each word/phrase on the left with a definition on the

right.

a. investment i. the theoretical situation when man’s
wants are fully met.

b. transaction ii.the right to hold a thing entirely as
one’s own, including complete and
permanent control over it.

¢. subsidiary company iii. a single business deal, esp. a sale or

purchase by the business.
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d. ownership iv. a company of which more than half
the share-capital is owned by another
company called either a holding
company or a parent company.

e. abundance v. the act of using money to obtain
income or profits.

6. Define the terms:

foreign-owned firm international economic integration
legal restrictions mobility

capital-scarce countries assets

II1. Dialogue

Make up your own dialogue using the following expressions and
word-combinations:

- world trade and investment -capital-abundant countries

- foreign subsidiaries -capital-scarce countries

- labor-abundant nations -to extend across national
boundaries

- industrial countries -income distribution effect

Essential vocabulary

abundant OaraTuit

assets aKTUBH, (OHIIH, MAITHO

capital flow MOTIK KariTary

to condemn 3aCy/KyBaTH

to confirm MiATBEPHKYBATH

foreign ownership BJIACHICTH 1HO3eMHUX (Di3MUHUX 1
IOPUINYHUX OCi0

to illuminate BHCBITIIIOBATH, P03’ ICHUTH, TIOSICHUTH
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implication

income distribution
legal restrictions
linkage

overall gain

overt

part

related ~
preliminary
red-tape barriers
shift

BHCHOBOK, TIPUYETHICTD,
3MICT

PO3IOALT TOXOAIB
BCTAHOBJICH] 3aKOHOM OOMEXEHHSI

TICHI COIO3H, TICHI 3B’ SI3KU

3araJbHHUIA TPHOYTOK

BiJIBEPTHIA

YYacHUK, CTOPOHA

OB’ si3aHa CTOPOHA, adimiioBaHa ocoda
TOTICPETHI I, 3aBYaCHHHA

OIOpOKpaTHYHI TIEPEITOHN

nepeMiHa, IepecTaHOBKa, 3MiHA

MIPUXOBAHUAN

value BapTiCTh, IIHHICTh, BEIMYNHA, BAXKHICTh
visibility BUIUMICTH

PROBLEMS

1. The quantity of direct foreign investment by the United

States into Mexico has increased dramatically during the last
decade. How would you expect this increased quantity of direct
foreign investment to affect migration flows from Mexico to the
United States, all else being equal?

2. Which of the following are direct foreign investments, and
which are not?
a. A Saudi businessman buys $ 10 million of IBM stock.
b. The same businessman buys a New York apartment
building.
c. A French company merges with an American

company; stockholders in the U.S. company exchange their
stock for shares in the French firm.
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Supplementary reading

* Case Study
Immigration and the U.S. Economy

1. Words you may need:

surge - IPUILIAB, PI3KUI CTPHOOK
to spur - CIIOHyKaTH

fraction - HeBUIIMKA YacTHHA

gap - MPOMIXKOK, PO3XOIKEHHS

1. Read and translate the text:

During the 20th century, the United States has experienced two
great waves of immigration. The first, which began in the late 19th
century, was brought to an end by restrictive legislation introduced in
1924. A new surge of immigration began in the mid-1960s, spurred in
part by a major revision of the law in 1965. There is also a rising
number of illegal immigrants; the U.S. government estimates their
number at 200.000 to 300,000 per year.

In the period between the two great waves of immigration,
immigrants probably had little effect on the U.S. economy, for two
reasons. First, they were not very numerous. Second, the immigration
laws allocated visas based on the 1920 ethnic composition of the U.S.
population; as a result, immigrants came mainly from Canada and
Europe, and so their educational level was fairly similar to that of the
people already in the United States. After 1965, however, immigrants
came primarily from Latin America and Asia, where workers, on
average, were substantially less educated than the average American
worker.

The accompanying table illustrates this effect by showing the
ratio of immigrants to native-born workers by education level in the
years 1980 and 1990. As you can see from the table, the ratio of
immigrants to native-born rose in all categories, but by far the largest
increase occurred among workers who had not completed high school.
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Thus immigration, other things being the same, tended to make less-
cducated workers more abundant and highly educated workers scarcer.
This suggests that immigration may have played a role in the widening
wage gap between less and more educated workers over the same
period.

However, this cannot have been the whole story. Despite the
effects of immigration, the fraction of U.S. workers without a high
school education dropped over the decade, while the fraction with a
college education rose. So overall, educated workers became more
abundant, yet their relative wage still increased— probably as a result
of technological changes that placed an increasing premium on
education.

Immigrants as Immigrants as Change,
Percent of Native- Percent of Native- [1980-1990
Born Workers, 1980 [ Born Workers, 1990
High school 12.2 26.2 14.0
dropouts
High school 4.4 6.1 1.7
Some college 5.8 6.9 1.1
College 7.5 9.7 2.2
Task

As economists hold an informal meeting. Consider the advantages and
disadvantages of immigration. Then decide what are the ways in which
government activities may affect the immigration process.

I1. Discussion/ Writing
1. Imagine the situation when there is no immigration.
2. Why do people move long distances from one country to another?
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