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Chapter One
The International Economic Activity

Teaching Aims

To enable students to understand the nature of business and some relevant infor—
mation about microeconomics and macroeconomics; to know the general idea of sev—

en financial policies.

Reading and Comprehension

What exactly does business mean?

Business is a word which is commonly used in many different languages. But
what does it exactly mean? The concepts and activities of business have been enlarged
in modern times. Traditionally, business simply meant exchange or trade for things
people wanted or needed. Today it has a more technical definition. One definition of
the business is “the production, distribution, and sale of goods and services for a
profit”. The other definition of business is “the organized effort of individuals to pro—
duce and sell, for a profit, the goods and services that satisfy society’s needs”. The
general term business refers to all such efforts within a society or within an industry.
However, a business is a particular organization.

Generally speaking, there are three types of business. Manufacturing business
( or manufacturers) is organized to process various materials into tangible goods, such
as delivery trains or gloves. Service business provides service, such as fast food serv—
ices or hotel services. And some firms, called middleman, are organized to buy the
goods produced by manufacturers and then resell them. All the three types of busines—
ses may sell goods or services either to other firms or to consumers. In both cases,
the final aims of every firm must be to satisfy the needs of its customers and to earn a
profit.

A person who risks his or her time, effort, and money to start and operate a bus—
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iness is called an entrepreneur and he or she can entrust another person with his or her
business, then the other person can be called a manager.

The success or failure of a business is, to a large extent, dependent upon how its
managers perform in terms of financial controls, marketing strategies, product de—
sign, research and development, etc. A great deal of time and effort is spent by suc—
cessful firms in ensuring that the right decisions are made in a competitive environ—
ment with the greatest attention being paid to the immediate environment in which the
firms are operating immediate to the workforce, to the production line, to the market—
place for products, and to direct competitors. This immediate environment is de—
scribed as the microeconomic environment of a firm and involves prices, revenues,
cost, and employment level and so on. So microeconomic environment refers to the
factors which are external to the immediate environment of the firm: it involves chan—
ges in general inflation and employment, for example, rather than changes in the
firm’s own product prices and workforce. Nevertheless, the foundation of business is
economy and there are two aspect of it — microeconomics and macroeconomics.

The microeconomics and the macroeconomics

Microeconomics, the study of the performance of the individual economy unit,
is about allocation of resources and the distribution of income, and how they are af—
fected by the workings of government policies and the price system. In contrast to the
microeconomics, macroeconomics is a branch of economics that deals with the per—
formance, structure, and behavior of a national or regional economy as a whole.

However, no mater what kind of business, it is influenced by some policies and
these policies may be summarized under the general headings of: fiscal policy , mone—
tary policy, exchange rate policy, international trade policy, supply-side policy,
prices and incomes policy, employment policy.

Some financial policies

Fiscal policy is concerned with the composition of and the changes in the levels
of public expenditure and taxation. Public expenditure figures for the current fiscal
year ((usually one year) and targets usually for three years along with changes in the
level and structure of taxation.

Monetary policy is defined as government measures to influence the cost (i. e.
the rate of interest) and availability of credit in the economy thereby affecting the
overall supply of money. While fiscal changes are usually announced annually, mo—

netary policy measures are continuous.
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Exchange rate policy refers to government intervention on the foreign exchange
markets to influence the level and direction of the external value of a country’s curren—
cy. The degree of intervention depends upon the government’s specific exchange rate
objective: whether to have a fixed, freely floating or managed rate, and where the
exchange rate is fixed or managed, at what level to fix the rate. Exchange rate policy
has important implications for trade and capital flows in and out of the country, i. e.
for the current and capital accounts of the balance of payments. It also has an impact
upon domestic monetary policy, since interest rate levels may have to be set to protect
the exchange rate by influencing international capital flows.

International trade policy involves measures taken by government, in the addition to
exchange rate policy, to influence the magnitude and direction of foreign trade. There
may be many reasons for these measures, notably correction of balance of payments prob—
lems, preserving domestic employment, encouraging economic growth and promoting for—
eign co-operation. The measures may take the form of subsidies for exports tariffs ( du—
ties) on imports and other protectionist measures such as import quotas.

Supply-side policy arises out of what is often termed supply-side economics. It
refers to those government policies that are directed at tackling problems involving the
aggregate supply (i.e. production) of goods and services in the economy. Supply-
side policy, therefore, contrasts with the policies described above, especially fiscal
and monetary policies, which are usually concerned with affecting the level of total or
aggregate demand for goods and services,i. e. the demand side of economy. Meas—
ures used are directed specifically at influencing productivity and output costs. These
may involve the introduction of new technology, the encouragement of competition
and enterprise, privatization of state assets, efforts to increase labor efficiency and
other measures to improve the operation of the market economy.

Prices and incomes policies are examples of direct intervention by government in
the working of a market economy. They involve government intervention in the set—
ting of prices for goods and services and influencing wage settlement. These policies
have two fundamental aims: control over general inflation and the protection of jobs
in the domestic economy, in addition, prices and incomes. There is a general view
among economists, however, that prices and incomes policies should be regarded on—
ly as temporary or emergency measures: they distort the operation of markets by un—
dermining wage and price levels which reflect the demand for and supply of goods,

services and labor.
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Employment policy is concerned with government efforts to create jobs and
thereby reduce unemployment. The policy may be implemented either indirectly , via
stimulation of aggregate demand in economy, or directly through job creation schemes

and training program.

New Words

distribution / distrr'bjuifan/ n. I, oK
individual /,;ind1'vidjual/ n. /a. AN AR, A5
entrepreneur /,pntrapra'ms:( r) ,-nur/ n. k%
process /pra'ses/ v. JnT, Ak
middleman /'midlmen/ n. Hr a7y
strategy /'straetodzr/ n. Fm
ensure /1n'fuar/ vt. PRIUE, 3P
competitive /kam'petatrv/ a. A5 F )
workforce /'waikfors/ n. 5 85h ]
marketplace /'mazkitplers/ n. %
microeconomic /'markrouitka'nomik/ a. IO 2 551
revenue /'revonjur/ n. B 4&/\
inflation /1n'flerfan/ n. il MH?H&
macroeconomic / makrovitka'npmik/ a. FEIA T
aggregate /'®grigat/ n. E'i%( Tl“
summarize /'samoraiz/ v. gl HEFG
fiscal /'fiskol/ a. WA L)
monetary /'manitori/ a. gkl
supply-side /sa'plar'sard/ n. LG 2T
composition / kpmpa'zifan/ n. FaI R, 2H A
expenditure /1k'spendrtfa/ n. i
taxation /tzk'serfan/ n. Bl

figure /'figa( ) / v. i

target /'targit/ v. ITHE
influence /'mfluans/ n. A1
availability /o'verla'bilrtr/ n. A I A R

credit /'kredit/ n. (R
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affect /o'fekt/ v. Al

continuous /kon'tmjuas/ a. Frezmy

intervention /mta'venfan/ n. W

direction /d1'rek[an,dar~/ n. 77 )

external /1k'stamol/ a. HMERY

specific /sp1'sifik/ a. ELARNY, BT R 1
floating /'floutiy/ a. pEZ)Nid)

implication /;mmpli'kefan/ n. X

flow /flou/ n. B W Ui

impact /'mmpekt/ n. oy s AR 52
domestic /do'mestik/ a. AER, BN
magnitude /'megnitjuid/ n. EoK: ffd

notably /'nautobli/ ad. i H, B
correction /ka'rekfan/ n. IE Bk

preserve /pr1'z3iv/ v. Ty R A7

tariff /'terif/ n. Bl

protectionist /pra'tek [onist/ n. (S/AE &

quota /'kwouta/ n. E L, O, BR A
tackle /'tekol/ v. Ab B fif ik
productivity /,prodak'tivatr/ n. AR A P RE

output /'avtput/ n. FEE L T
privatization /'prarvotarzfon/ v. A1

assets /'@sets/ n. i

efficiency /1'fifansi/ n. (V&S

fundamental / fando'mental/ a. FEAH Y AR A Y
temporary /'temparari/ a. s B B9, 27 B 1)

distort /dis'tort/ ». Eh

undermine / ando'main/ v. IR A FE A 155
stimulation /stimju'lerfan/ n. Wi fE ik

scheme /skiim/ n. T, A

Phrases and Expressions

in terms of 7 RARREE M, fEe Vil
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refer to 5

in general — M, KA L
rather than AN 2

in contrast to R [

be concerned with R EPS
fiscal year F A 8

capital flows gl

take the form of PLowees I
in the working of TE-eee iz e

Language Focus

1. One definition of the business is the production, distribution, and sale of goods
and services for a profit.
TR 52 55 B8 7 L2z B ) A T AT B9 R ot IR 55 8 A 7 AL RO R 4
=i

2. In both cases, the final aims of every firm must be to satisfy the needs of its cus—
tomers and to earn a profit.
TEX PFPE BT, 45 520 T 00 fe 28 BR AR 2 o 005 J2 H %8 7 1t B0 314 A1)
o

3. A person who risks his or her time, effort and money to start and operate a busi—
ness is called an entrepreneur.
B WAL SRk E] R D MG B IT BT 28 — Al A A Al K

4. The success or failure of a business is, to a large extent, dependent upon how its
managers perform in terms of financial controls, marketing strategies, product
design, research and development, etc.
AP S 5 A, PEAR KRR B b IR T L 2878 3 A 4 R B T S R 7™
B WSS & 5507 T AT R Is A -

5. ... in ensuring that the right decisions are made in a competitive environment ...
------ PATRAIEAE 3 4 B BR B 4 1 IR 5

6. This immediate environment is described as the microeconomic environment of a
firm and involves prices, revenues, cost, employment level and so on.
XA AR AR IR R — A F RO BEIREE , 5 KA O A Rt
M AK-AEo
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7. Macroeconomics is a branch of economics that deals with the performance, struc—
ture, and behavior of a national or regional economy as a whole.

FWEE T Aot BT B — 00 3 WU B REFF SO IX 2 5T i8 17 451
AT -

8. Microeconomics, the study of the performance of the individual economy unit, is
about allocation of resources and the distribution of income, and how they are af-
fected by the workings of government policies and the price system.

ORZTF 2 S 2 h A B AL 22 55 A7, LB I FC AN A 73 e A
LB BUR TN M AR 20 i o
9. Fiscal policy is concerned with the composition of and changes in the levels of
public expenditure and taxation.
W BRI 9T 2 298 9% B ISR - () 18 A A2 4K

10. Monetary policy is defined as government measures to influence the cost ( 1. e.
the rate of interest) and availability of credit in the economy thereby affecting the
overall supply of money.
B TR BUR BT R MR 5 1) <5 Rl AR B (A1) JGL) RS DA A0 DT 52 e
PR T BE I i F4 7

11. Exchange rate policy refers to government intervention on the foreign exchange
markets to influence the level and direction of the external value of a country’s
currency.
TEARBOROR 18 BUM X M S AT A LA e [ 22 68 T AMEAN (E B K- F17
] A B o

12. Supply-side policy arises out of what is often termed supply-side economics. It
refers to those government policies that are directed at tackling problems invol-
ving the aggregate supply ( 1. e. production) of goods and services in the econo-
my.
PR 28 55 22 BORUR T 28 5% 2%, 2RI FR IS LE b BRI K 28 3% v i) S A 67
AR 55 HAE BOE T 3L P SO B o

Exercises

I. Multiple Choices
1. According to the passage, one definition of the business is the production, distri—

bution, and sale of goods and for a profit.
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A. purchasing B. service
C. shipment D. insurance
are generally of three types including manufacturing business, service
business and middleman.
A. E-business B. Businesses management
C. Business D. Businesses
A person who risks his or her time, effort, and money to start and operate a busi—

ness is called a ( an)

A. middleman B. producer
C. salesman D. entrepreneur
. The immediate environment is described as the of a firm and in—

volves prices, revenues, cost, employment level and so on.

A. natural environment B. political environment

C. microeconomic environment D. macroeconomic environment

Macroeconomics is a branch of economics that deals with the performance,
, and behavior of a national or regional economy as a whole.

A. structure B. base

C. foundation D. effect

According to the passage, there are some financial policies that influence business

except
A. fiscal policy B. monetary policy
C. exchange rate policy D. Embargo policy
. According to the passage “a fiscal year” is usually year( s) .
A1l B. 2 C.3 D. 4
. While fiscal changes are usually announced , monetary policy meas—
ures are
A. annually, continuous B. continuous, annually
C. annually, continuously D. continuously, annually

Measures that are directed at influencing productive and output cost may involve
the introduction of many aspects expect

A. new technology

B. the encouragement of competition and enterprise

C. privatization of state assets
D

. lraining programmers
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10. Prices and incomes policies have fundamental aims.

A. two B. three C. four D. five

II. Check your comprehension. Decide whether the following statements are true or
false.

1. Traditionally, business simply meant exchange or trade for things people wanted or
needed.

2. In both cases, the final aims of every firm must be to satisfy the needs of its cus—
tomers and without a profit.

3. A person who risks his or her time, effort, and money to start and operate a busi-
ness is called a manager.

4. So microeconomic environment refers to the factors which are external to the im—
mediate environment of the firm.

5. Microeconomics, the study of the performance of the aggregate economy unit is,
about allocation of resources and the distribution of income, and how they are af—
fected by the workings of government policies and the price system.

6. While fiscal changes are usually announced annually, monetary policy measures
are continuous.

7. The degree of intervention depends upon the government’s specific exchange rate
objective.

8. International trade policy involves measures taken by government, except ex—

change rate policy, to influence the magnitude and direction of foreign trade.

II1. Translate the following into Chinese.

1. The other definition of business is “the organized effort of individuals to produce
and sell, for a profit, the goods and services that satisfy society’s needs”.

2. Manufacturing business ( or manufacturers) is organized to process various materi—
als into tangible goods, such as delivery trains or gloves.

3. So microeconomic environment refers to the factors which are external to the im-
mediate environment of the firm: it involves changes in general inflation and em—
ployment, for example, rather than changes in the firm’s own product prices and
workforce.

4. Public expenditure figures for the current fiscal year ( usually one year) and targets

usually for three years along with changes in the level and structure of taxation.



10 English Extensive Reading in International Business and Trade ( Book A)

5. They distort the operation of markets by undermining wage and price levels which

reflect the demand for and supply of goods, services and labor.

1V. Discuss the following topics.

What does “business” mean in the text?

What kind of person is called an entrepreneur?

How many types of business are there generally?

Which countries do the United States import large numbers of autos from?
Why does the foreign trade take place?

When are nations to be said to have a favorable balance of trade?

Explain what exactly the business means.

What are the definitions of microeconomics and macroeconomics?

O 00 < O W B~ W N =

How do you understand the seven financial policies?

Fast Reading
Passage One

Emerging markets used to be known as the markets you couldn’t emerge from in
an emergency. They are now mainstreams. Consultants are recommending greatly in—
creased allocations to take advantage of the hottest growth story of our times. Mutual
fund investors are siphoning money from developed markets and pouring it into EM
funds — just as 10 years ago they cashed out of “old economy” stocks to chase the
dotcoms.

As always, companies and investment banks have no trouble in meeting the new
demand. Emerging market IPOs have been running at double the cash value of devel-
oped market IPOs, in spite of the much smaller market scale. What’s wrong with this
picture? Plenty. Academic studies have shown there is no positive correlation between
gross domestic product growth and stock market returns — if anything the correlation
is slightly negative. Professor Jay Ritter of the University of Florida is the author of
one study that has analyzed 100 years of data from 16 countries. His conclusion is
clear “Countries with high-growth potential do not offer good investment opportuni—

)

ties unless valuations are low ”.

The reason for this counter-intuitive finding is that you do not buy shares in the
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statistical construct known as GDP. You buy the shares of real world companies. In
immature fast-growing economies, the companies that end up winning the struggle for
survival may not even exist yet. That was certainly so in the case of Japan’s economic
miracle. In the 1950s there were more than 100 motorbike companies. The market
leader, Tohatsu, was driven out of business by the cut-throat pricing of a flaky upstart
called Honda.

Rich and stable cash flows are much rarer in emerging economies than in mature
economies. So even the companies that survive and prosper the emerging world’s
emerging champions will likely finance their growth by repeatedly raising large
amounts of new capital. This is of no benefit to shareholders without an overall im—
provement in return on capital.

The macro picture is that emerging economies have large reserves of under—
utilised savings and human resources. Mobilizing them is both the key to success and
the guarantor of mediocre investment returns. Why waste time attempting to raise re—

turns on your existing capital when you can easily access more?

Answer the following questions.

1. What did emerging markets use to be known?

2. What is Professor Jay Ritter’s conclusion?

3. What are rich and stable cash flows like in emerging economies compared with
those in mature economies?

4. What is the key to success and the guarantor of mediocre investment returns?

Passage Two

Markets nosedived yesterday when Barack Obama set out broad new measures on
financial regulation. The most significant of them is banning deposit-taking banks
from proprietary trading that is “unrelated to serving customers”. This activity has
generated politically incendiary profits for banks and bonuses for bankers.

The timing was political: the president spoke on the day that Goldman Sachs an—
nounced fourth quarter earnings of $4.95bn. Those of a more populist nature than
Mr. Obama — both on the left and on the right — will say that he comes late to the
game.

Indeed, the White House and the US Treasury resisted the backlash against bank—



