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PREFACE

When students start to learn specialized English, say, A
Textbook of Basic College English in Economics and Manage-
ment , their previous concepts about learning English should be
totally changed. No matter how many examinations they have
taken in the past, or will take in the coming years, now their ob-
jective in learning English should definitely be focused on how to
use English rather than how to take examinations.

A short story sometimes clarifies an important idea. For ex-
ample, a little baby with several boxes of various bricks may not
be able to build a toy house because he does not know how to use
his colorful bricks. In this case, buying more bricks for him is
hopeless. Similar cases can be found in the field of teaching and
learning English in China. Most university students have four
thousand words or more in their memory and can well handle any
kind of examination, but they have big problems in writing and
speaking, even those students with high scores in College Eng-
lish Test 4 or 6. This reality is cruel. Why? They are never
trained to concentrate on using English. Frequently, English
classes are designed to be examination-oriented. This kind of ap-
proach to language traps students to concentrate their efforts in
building their vocabularies. They believe that a big vocabulary
leads to good English. They are wrong and this is a myth. There
are many more English words than Chinese words. When people
speak and write in business and their daily life, they simply do

not need that many words for effective communication.



What is good English? Small words and short sentences are
good English. This point is especially true when used to assess
an individual’s second language. There are two major standards
of evaluation: first, to be able to express yourself freely and
make yourself completely understood by others; second, to be
able to understand others. Following these two standards, peo-
ple can confidently put accent and shyness aside.

What is a small word? “Big” is a small word, while the
word “enormous” is too big to be used in daily English. Most
parts of the texts in A TEXTBOOK OF BASIC COLLEGE
ENGLISH IN ECONOMICS AND MANAGEMENT use nei-
ther small words nor short sentences. They are contributed for
reading. If students are going to use words, phrases, expres-
sions, or ideas in the textbook, they have to break down the sen-
tences into small parts and pick out those which can be used.

“Learning step by step” is another popular belief which mis-
leads students. Consequently, many students only stick to their
textbooks. Current research indicates that over ninety percent of
senior university students have never read an English book of
over two-hundred pages. The solution may come from some sim-
ple examples. As people may know, the training program for an
excellent short distance swimmer is seventeen kilometers per
day, likewise, a two years old child’s language learning process
extends until he becomes an elementary school pupil. If a Chi-
nese student’s memory has room to keep Chinese words, it
should have space enough to store new English words as well. If
his memory only rejects new English words, it is a problem of
method rather than “brainspace” or memory. It has been proved
by many students that swift repetition of a word is not an effec-

tive way to retain a new word in mind. Obviously, observing a
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word ten times in a hundred pages is different from seeing a word
hundred of times in a vocabulary list. The former method helps
people to retain words forever, and the latter only makes words
pause in people’s memory. Reading is the best way to learn new
words.

Compared with other English language textbooks, the texts
in this book are considerably longer. Each covers about eight
pages. The purpose of this kind of arrangement for an English
textbook is to emphasize the importance of reading. Through
reading texts, students pick up their own small words and build
up their own short sentences under the guidance of their instruc-
tors so that they are able to learn how to use English, how to ex-
press themselves, and, how to make themselves understood by
others.

The texts selected for this book involve six basic fields of
economics and management, including microeconomics, macroe-
conomics, management information systems, finance, market-
ing, and international economics. These areas will be attractive
to university freshmen and sophomores majoring in economics,
management, finance, and business. The textbook can also be
used as readings for university students in other fields.

Several professors from Jackson State University (U.S. A. )
and University of Macau (Macao, P. R. China) have contributed
papers to the textbook. They have also carefully attached Key
Terms and Concepts to each text. To appreciate their contribu-
tions, I wish to acknowledge Dr. Christopher Jeffries for his
special effort in sharing the task of organizing this project and
writing. Appreciation also goes to professors John E. Weinrich,
Jagan lIyengar, Jean-Claude Assad, Geungu Yu, Dennis O.
Anyamele and James R. Smith for their contributions as well as
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their hard work in international academic exchange activities.

Xianyuan Dai
Beijing Normal University
July 1, 1997
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PART ONE MICROECONOMICS
The Obhjectives of Firms in Economics

Economists assume that the principle objective of business
firms is to maximize profits. This profit maximizing assumption
is useful in analyzing behavior in business enterprises. Eco-
nomists can easily analyze price and output decisions in firms
when profit maximizing behavior is assumed.

The profit maximizing assumption is appealing to eco-
nomists because it adequately explains the motivation of en-
trepreneurs and business managers. The entrepreneur’s drive for
profits will ensure that economic resources are continuously ear-
marked for activities where such employment is rewarded. ' Prof-
its reward the entrepreneur for organizing production, making
appropriate business decisions, introducing innovations, and as-
suming risks.

The precedence for using the maximization principle was set
forth by Jeremy Bentham during the late 18th and early 19th cen-
turies. Bentham was concerned with maxima and minima of plea-
sure and pain resulting from alternative actions. Indeed, Ben-
tham employed the words “maximize” and “minimize” in his
writings. This utilization of the maxima is the forerunner to the
maximization principle used in economics. In economics, the
maximization principle is used to analyze the behavior of business
firms, consumers, and entire societies.

Augustine Cournot is the first economist to systematically
set forth the maximization principle as it applies to the theory of
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the firm. Cournot’s Researches into the Mathematical Principle
of the Theory of Wealth written in 1838 developed an almost
completed theory of the firm operating in various types of mar-
kets. Cournot identified conditions where price declined and out-
put increased, as the number of sellers increased.

Cournot’s mathematical and -diagrammatical presentation of
his theory of the firm drove away many readers. His theory was
not touched until the work of Alfred Marshall. Marshall’s Prin-
ciples of Economics written in 1890 went through eight editions
during his lifetime. Marshall’s book contained understandable
discussions of many of the basics presented by Cournot. Mar-
shall also added discussions of the representative firm, fixed
costs and variable costs, and increasing, decreasing, and con-
stant cost industries to his analysis.

Edward H. Chamberlin’s The Theory of Monopolistic Com-
petition in 1933 and Joan Robinson’s Economics of Imperfect
Competition in the same year analyzed market types between com-
petition and monopoly. Indeed, Chamberlin’s depiction of mar-
ket situations was adopted in economics textbooks. The presen-
tation of marginal revenue and marginal cost permeated
Robinson’s work. Other economists have also contributed to the

analysis of profit maximizing behavior in firms.

Profit Maximizing Behavior

The objective of firms operating under purely competitive
conditions is to maximize profits. The profit maximizing price
and output levels are easily determined in this market structure.
In pure competition, there are -a very large number of firms in
the industry. These firms produce a homogeneous or standard-
ized product with no qualitative differences in cutput produced.
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In the purely competitive model, firms can freely enter or
exit the industry. There are no artificial barriers to prohibit
firms from entering the industry and producing output. There
are few industries that approach the competitive model.
Notwithstanding, agriculture in the United States closely ap-
proximates the purely competitive situation.

Profit. maximizing price and output level in the competitive
model are used as a benchmark to compare both real world re-
sults and outcomes in other market structures. The profit maxi-
mizing price in the competitive model is always lower than in oth-
er market situations. The profit maximizing level of output is al-
ways greater than in alternative market structures.

The purely competitive situation is the most widely analyzed
model because this is considered an ideal market structure. Only
in this market situation is there both allocative and productive ef-
ficiency. Allocative efficiency notes that only those goods desired
by consumers in the market are produced. This desirability is
measured in terms of consumers’ willingness to spend money for
the output produced. Productive efficiency notes that output is
produced in the least costly way. The cheapest means of produc-
ing output is utilized which economizes on the use of scarce eco-
nomic resources.

The profit maximizing objective is also applicable for firms
operating in other types of market structures: monopolistic com-
petition, oligopoly, and pure monopoly. In monopolistic compe-
tition, there are many firms that are producing a differentiated
product. Differentiated products are goods that have real or
imaginary differences.

Real product differences are those based on the physical at-
tributes of goods. Imaginary differences are created in the mind
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of consumers via advertising or sales promotions. Differentiation
can also be based on conditions of sales such as a favorable loca-
tion of the firm. Entry into monopolistic competitive industries
by entrepreneurs is relatively easy.

In. oligopoly, there are a small number of relatively large
firms in the industry. These firms produce either a standardized
or differentiated product.?® Entry into the industry is difficult.
This is the case because entering firms must produce a large out-
put to realize the lowest per unit cost. In the case of a differenti-
ated oligopoly, financial resources are needed both to develop
and promote a differentiated product.

There is only one firm in pure monopoly and entry into the
industry is blocked. Monopolies exist because government grants
to a single firm the exclusive right to produce the output. The
output produced by the monopolist is unique because there are
generally no closely substitutable products available. Monopoly
is the polar extreme to pure competition. *

An Illustration

Profit maximizing price and output levels can be determined
using a total revenue and total cost approach. Total revenue is a
price times quantity relationship. ° It is the number of goods pro-
duced multiplied by the selling prices. Total cost is also a price
times quantity relationship. It is determined by multiplying the
number of goods produced by the cost of producing the units.
Firms will maximize profits when the difference between total
revenue and total cost is the greatest. Hence, firms will attempt
to make total revenue as large as possible while keeping total
cost at a minimum.

Profit maximizing behavior of firms can also be determined




using the marginal revenue equals marginal cost approach.
Marginal cost is the change in total cost associated with produc-
ing one more or one less unit of output. Marginal revenue is the
change in total revenue which results when output is increased or
reduced by one unit. Marginal revenue equals marginal cost is
the most useful approach for firms to determine the profit maxi-
mizing level of output. This is the case because firms have direct
control over changes in output produced.

The equality of marginal revenue and marginal cost for prof-
it maximization is applicable under each market structure. In all
market situations, firms will find it profitable to produce succes-
sive units of a product as long as the output produced adds more
to revenue than to cost. At the profit maximizing level, the out-
put produced adds the same amount to both the firm’s revenue
and cost.

For the purpose of illustration, assume a firm can produce
10 bicycles at a total cost of US $ 2000. The firm is capable of
expanding production to 11 bicycles at a cost of US $2500. I
production is further expanded to 12 bicycles, the total cost in-
creases to US $2800. Thus, to increase production an additional
unit — from 10 to 11 bicycles — the increase in total cost is US
$500. The marginal cost for the 11th bicycles is the US $ 500
additional cost. The marginal cost of increasing output from 11
to 12 bicycles is US $ 300.

If the selling price for bicycles is US § 300 each, the total
revenue for selling 10 units is US § 3000. Eleven bicycles will
generate a total revenue of US $ 3300 and twelve bicycles US
$ 3600 in revenue. The marginal revenue from increasing the
number of bicycles sold from 10 to 11 units is US'$ 300. The
marginal revenue is also US $ 300 when the number of bicycles
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