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ECOnomics

Thene can be no ecomomy whene thene i no efficiency.

— Disraell, British statesman

} After you have finished this unit, you should be able to:

a) acquire the core concepts of Microeconomics and Macroeconomics; ;

b) know the economic policies in the developed world as deflation looms during the
financial crisis;

c) discuss the possible measures to handle the problems of China’s economic environment.

Passage A
Introduction to Western Economics

Economics is a study of mankind in the ordinary business of life
and is the study of how society manages its scarce resources. In most
societies, resources are allocated not by an all-powerful dictator but ~ allocate /zlokert/ v. %,
through the combined actions of millions of households and firms. s
Economists therefore research how people make decisions.
Economics is studied on different levels. Traditionally, it is divided
into two major subfields: Microeconomics and Macroeconomics.
Although economics was divided into two parts, Microeconomics
and Macroeconomics are closely intertwined. Because changes in the
overall economy arise from the decisions of millions of individuals,
it is impossible to understand macroeconomic developments

without considering the associated microeconomic decisions. In the



scarcity /'skeasttr/ n. #ék
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market /'makit/ n. 7 3%

demand /d1'ma:nd/ n. &
£; EX

the quantity demanded ‘% £
z

determinant /di'ts:mmant/ n.
EAC Y
law of demand & K & 32

the demand curve & K wh £,

supply /sa'plar/ n. 452 ; #b
“

the quantity supplied 4%
z

law of supply 445 % 32

the supply curve 4445 #h &

equilibrium /,izkwr'libriom/
n. P B

intersection /,mta'sek{an/ n.
& +FR2, XX
5

following, the two concepts are introduced respectively.

Core Concepts of Microeconomics

Secarcity

In economics, scarcity arises because human wants are greater
than the resources available to satisfy them. So choices have to be made
on which wants are to be satisfied first, and on how resources are to be
allocated and combined to satisfy the wants of the community.
Market

According to the function, market is dividing individual
economic units into two broad parts — buyers and sellers. Together,
buyers and sellers interact to form markets. A market is the
collection of buyers and sellers that, through their actual or potential
interactions, determine the price of a product or set of products.
Demand

The quantity demanded of any goods is the amount of the goods
that buyers are willing and able to purchase. As we know, many things
determine the quantity demanded of any goods, but in our analysis of
how markets work, one determinant plays a crucial role — the price
of the goods. Law of demand: Other things equal, when the price of
a goods rises, the quantity demanded of the goods falls; and when the
price falls, the quantity demanded rises. The downward-sloping line
relating price and quantity demanded is called the demand curve. The
demand curve slopes downward because, other things equal, a higher
price means a lower quantity demanded.
Supply

The quantity supplied of any goods or service is the amount
that sellers are willing and able to sell. There are many determinants
of quantity supplied, but once again, price plays a special role in
analysis. Law of supply: Other things equal, when the price of a
goods rises, the quantity supplied of the goods also rises, and when
the price falls, the quantity supplied falls as well. The curve relating
price and quantity supplied is called the supply curve. The supply
curve slopes upward because, other things equal, a higher price
means a greater quantity supplied.
Equilibrium

There is one point at which the supply curves and demand
curves intersect. This point is called the market’s equilibrium. The

price at this intersection is called the equilibrium price, and the



quantity is called the equilibrium quantity.

Core Concepts of Macroeconomics

Market Eeonomy

In a market economy, the decisions of a central planner are
replaced by the decisions of millions of firms and households. Firms
decide whom to hire and what to make. Households decide which
firms to work for and what to buy with their incomes. These firms
and households interact in the marketplace, where prices and self-
interest guide their decisions.
Gross Domestic Product

GDP is often considered the best measure of how well the
economy is performing. There are two ways to view GDP statistic:
One way to view GDP is as the total income of everyone in the
economy. Another way to view GDP is as the total cxpenditure on
the economy’s output of goods and services. From either viewpoint,
it is clear why GDP is a gauge of economic performance. GDP
measures something people care about — their incomes.
Inflation

Inflation means an increase in the overall level of prices in
the economy. What causes inflation? In almost all cases of large or
persistent inflation, the culprit is growth in the quantity of money.
When a government creates large quantities of the Nations money,
the value of the money falls.
Unemployment Rate

The unemployment rate is the statistic that measures the
percentage of those people wanting to work who do not have jobs.
Aggregate Demand

Aggregate demand (AD) is the relationship between the
quantity of output demanded and the aggregate price level. In other
words, the aggregate demand curve tells us the quantity of goods and
services people want to buy at any given level of prices.
Aggreqgate Supply

Aggregate supply (AS) is the relationship between the quantity
of goods and services supplied and the price level. Because the firms
that supply goods and services have flexible prices in the long run
but sticky prices in the short run, the aggregate supply relationship

depends on the time horizon.

market economy T 3% 2 i

gross domestic product

(GDP) Bl A & 7 ¥4i

statistic /sta'tistik/ n. it
A

expenditure /1k'spenditfa/ n.
Fr&; WA

gauge /gerdz/ n. M| AL
% MEAFAE

inflation /m'flerfan/ n. i@ ¢
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culprit /'kalprit/ n. 3 b4k
w, #E

unemployment rate % b

aggregate demand (AD) ¥
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flexible /'fleksibl/ adj. 741
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monetary policy and fiscal Monetary Poliey and Fiseal Policy
1;3%0)’ K B R A5 Monetary policy indicates the supply of money set by the central

monetary /manitory/ adj. % bank and fiscal policy indicates the levels of government spending

ﬁscz é/?ﬁsk% ?;J W ; and taxation set by the president and Congress. Monetary and fiscal

B &89 i : :
caxation /X senfan n policy can each influence aggregate demand, a change in 01"16 of these
Hh, IEHL; Bl policies can lead to short-run fluctuations in output and prices.
fluctuation /flaktfu'erfan/ n.
W, R

Exercises

I

II.

I11.

IV.

LB UNIT 1 |

Explain the following terms briefly in English according to Passage A.
1. the quantity supplied
2. the supply curve
3. the market’s equilibrium
4. GDP
5. monetary policy
Decide whether the following statements are true (T) or false (F) according to Passage A.
1. In most societies, prices of products are affected by the market.
2. The quantity demanded of any goods is the amount of the goods that buyers are willing
to purchase.
3. The supply curve slopes downward.
4. Growth in the quantity of money gives rise to large or persistent inflation in almost all
cases.
5. Fiscal policy displays the supply of money set by the central bank.
Choose the proper word from the hox below to complete each of the following sentences according

to Passage A.

allocate culprit flexible GDP gauge
1. We the wind at 65 miles per hour .
2. The government didn’t funds for housing.
3. Green has become an important indicator to measure economic
development.
4. Eating too much fast food is the main of his obesity.
5. The government is adopting policies to solve the problem.

Translate the following sentences into English.

1. &5 RETFIT AN TFE.

2. EPFRET 5 A VAt R T B — N EE A,

3. WORATFFREMETTFRIER, BLAETANES, KT e R S R
AR JZ 1
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Writing Focus

Writing a Business Proposal

Nowadays, business means fierce competition, aggressive marketing and strategic
alliances. The extent to which a business succeeds or fails often depends upon that business’s
ability to be awarded contracts or to attract other businesses into joint ventures or strategic
alliances. To accomplish either one usually requires two key items: good ideas and the ability
to present those good ideas in a superbly developed business proposal. The following three tips
are guidelines that should be taken into consideration when writing a business proposal.

1. Clarity
Before you begin to write the proposal, summarize the concept in 2-3 sentences, and then
show it to a lay person and check for understanding. If they are unable to grasp the basic
idea, rewrite until they do. Until you can do this, you are not ready to start writing the
proposal. It's worth emphasizing: If you can’t summarize it in 2-3 sentences, you are not
ready to start writing.

2. Communication
If you have a good idea and you communicate that idea clearly and effectively, the recipients
will be impressed. If you try to puzzle them with your brilliance, you'll lose ground.

3. Error Free
Your proposal should be checked for typing, spelling and grammatical errors. Spell checkers
can only go so far; the rest is up to you. Ask someone else to check your document for

errors before you submit it, or wait a few days before re-reading it.

If you are going to write a business proposal for New Concept English, try to summarize
the concept in 2-3 sentences.



Reading Focus

Previeset

Previewing means looking ahead and checking for information in advance before we read

something. For example, before you read a book in detail, you can learn quite a bit about it by

previewing. You can preview or examine specific parts of it first. Here are steps you may follow

when you begin to preview a text.

1

Look at the title.

The title often gives the main idea of the text from which you can guess what you will be
reading about. You can then set a purpose for your reading.

Look for subtitles and subheadings.

Some long articles may have subtitles and subheadings. The meaning of the title will be
subdivided in the subtitles and subheadings and you will get more specific information
from them.

Look at the first sentence of each paragraph.

This often gives you a quick idea of the general content of the text before you begin to read
carefully in full.

Look at the first paragraph.

The first paragraph will usually tell you what the text is about and you can predict what will
be talked about after reading the first paragraph.

. Look for a summary.

At the end of the article, a writer often writes a piece of summary to cover his points. Look
at the summary before you read the whole text, which will help you in understanding the

text.

Fill in each of the blanks with one proper word from the passage.

1. Previewing refers to looking and checking for after we read
something.

2. The often gives the main idea of the text from which you can guess what
you will be reading about.

5y lhe paragraph usually tells you what the text is about.

4. Look at the before you read the whole text which will help your under-

standing of the text.




Passage B

Economic Policies Are Diverging in the
Developed World As Deflation Looms

Central banks in the developed world are no longer acting in
tandem. When the financial crisis broke in 2007-2008, most banks
cased monetary policy dramatically. But in late October, two days
after the Federal Reserve ceased its third program of asset purchases,
the Bank of Japan stepped up its bond-buying. This divergence
seems likely to have a big effect in the medium term, not least in the
currency markets.

The Bank of Japan said it was expanding its program of asset
purchases (known as quantitative easing, or QE) from ¥60-70 trillion
to ¥80 trillion ($700 billion) a year. Its aim is to ward off deflation,
a persistent problem over the past 20 years. The Tokyo stock market
jumped sharply on the news but the biggest economic impact may
be on the exchange rate. The yen fell more than 2% against the
dollar on the day of the announcement — a big move by currency-
market standards — and hit a seven-year low against the greenback
on November 3rd.

The dollar has been gaining ground more broadly in recent
months. This seems largely due to America’s relatively strong
recovery (by the rich world’s feeble standards) and the perception
that this will lead the Fed to raise interest rates sooner than other
central banks. The market’s view of when the first rate rise will
come has varied a lot, but the Fed’s latest statement was seen as
fairly hawkish; the current consensus is some time in November
or December next year. Those investors who like to play the “carry
trade” — borrowing money in a low-yielding currency to invest in
a higher-yielding one — can already exploit the big gap in yields
between Treasury bonds and German or Japanese government debt.
Higher short-term interest rates will give them another incentive to
buy the dollar. For Japan, a weaker yen is broadly positive. It pushes
up inflation by raising the cost of imports and boosts the prospects
of Japanese exporters by making them more competitive in global
markets. Exchange rates are a zero-sum game, however: if Japanese
exporters gain market share, some other country’s exporters must

lose it. And if competition from Japan forces producers in other

diverge /dar'vs:dz/ v. %

i o R#

in tandem — A7 — /5 #o;
S 3

step up (4£) #¢An; £ E
W

ward off & F; &3

gain ground %% ; X & ;
AT

feeble /'fi:bl/ adj. JE3549;
&)

perception /pa'sepfon/ n. %o
£ BE(H); UE

consensus /kan'sensas/ n.
—5; #Hi; —HKEE

carry trade #| 2% %; &
AXY; BERY

incentive /in'sentiv/ n.

M Rg; FE

zero-sum game i 75



8

depreciation /di,pri:ft'erfan/
n. (&%) #Hm\; %
Redd; BAK

deflation /dr'flerfan/ n. i@ 5%
b

pileinto (4% ) #it, ik
unleash /an'lizf/ v. 24X

resurgence /r1's3:dzons/ .
A, A%

pillar /pila/ n. #; &4%;
TR EAE

commodity /ko'mpditi/ n.
Aoe; BAR

UNIT I

countries to lower their prices, the effect could be to export detlation
to the rest of the world. Over the past 12 months, for example, the
Yuan has risen nearly 15% against the yen. That has put pressure
on Chinese manufacturers to cut prices; the Chinese producer-
price index has fallen for 30 consecutive months, the longest decline
since the late 1990s. In turn, that puts further downward pressure
on American inflation; since 1995, there has been a 70% correlation
between Chinese producer prices and American consumer prices,
according to Deutsche Bank.

If other central banks in the developed world respond to the
yen depreciation by loosening monetary policy, then the net effect
on economic growth would be positive. But the Fed and the Bank
of England have stopped easing and the European Central Bank
seems reluctant to adopt QE. The extra burst of Japanese QE may
only offset a planned rise in the consumption tax, so the net effect on
global demand could be zero. A further sign of the growing worries
about deflation can be seen in the gold price. Gold’s decline was not
halted by the Bank of Japan’s move; it even accelerated. Yet when QE
was first adopted, many investors piled into gold as a hedge against
the rapid inflation they thought it would inevitably unleash. Even
the argument that the inflationary impact of QE has shown up in
asset prices has been of little comfort to the gold bugs. Equities and
corporate bonds have enjoyed much higher returns than gold itself.
The S&P 500 index has almost doubled, in gold terms, since 2009.

The most bull(ion)ish arguments in favour of gold hinged
on the notion that the dollar would collapse due to the toxic
combination of massive government debts and QE. Gold is seen by
many as the dollar’s main competitor as the world’s reserve asset.
So the dollar’s resurgence undermines another pillar of the case for
gold. More than $1.3 billion was withdrawn from precious metal
tunds in October, according to Bloomberg. Add together a weak
gold price, falling commodity prices, low government-bond yields
and downward revisions to growth forecasts and one has a recipe
for deflation. That is the last thing that countries with high debt
burdens need. Small wonder if governments decide it is every man

for himself.



Exercises

L.

I1.

I11.

Match the sentences on the left with the ones on the right.

Column A

Column B

1. What do you think of the exit of easing
money policy in view of monetary policy
rules?

2. The worry is that the loose monetary
policy won’t be effective indefinitely.

3. Hong Kong’s monetary policy objective
is currency stability.

4. The monetary authority makes decisions

A. It’s convinced that loose monetary policy
won’t last forever.

B. From the perspective of monetary policy
rules, how can we judge the exit of
easing money policy?

C.The government takes measures to
control the money supply.

D. Change the tight monetary policies into

to manage the money supply. loose ones.

5. Loosen tight monetary policies. F. Hong Kong takes monetary policy to

keep currency stable.

Decide which paragraph contains the following information in passage B and write the correct
paragraph number.

1. The monetary policies are diverging in the developed world. Para.

2. The monetary policies have great impacts on markets and economy:. Para.

3. Gold price is also related to monetary policies. Para.
4

. Gold is seen by many as the dollar’s main competitor as the world’s reserve asset. Para.

5. The inflationary impact of QE shown up in asset prices has been of little comfort to the
gold bugs. Para.

Translate the following sentences into Chinese.

1. When the financial crisis broke in 2007-2008, most banks eased monetary policy
dramatically.

2. The Bank of Japan said it was expanding its program of asset purchases (known as
quantitative easing, or QE).

3. Those investors who like to play the “carry trade” — borrowing money in a low-
yielding currency to invest in a higher-yielding one — can already exploit the big gap in
yields between Treasury bonds and German or Japanese government debt.

4. When QE was first adopted, many investors piled into gold as a hedge against the rapid
inflation they thought it would inevitably unleash.

5. Chinese producer-price index has fallen for 30 consecutive months, the longest decline
since the late 1990s.

UNIT |



dispel /dis'pel/ v. K Fk; 3K
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rocky /'roki/ adj. $ %%
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fragility /fra'dziliti/ n. Be
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Passage € (ose Study

We Can Control Risks Facing the Economy,
Says China’s President Xi Jinping

The risks faced by China’s economy are “not so scary” and
the government is confident it can head oft the dangers, President
Xi Jinping told global business leaders on Sunday to dispel worries
about the world’s second-largest economy. In a speech to chief
executives at the Asia Pacific Economic Cooperation (APEC) CEO
summit, Xi said even if China’s economy were to grow 7%, that
would still rank it at the forefront of the world’s economies.

China’s economy, the world’s second-largest, has had a rocky
year. Growth slid to a low not seen since the 2008/2009 global
financial crisis in the third quarter dragged by a housing slowdown,
softening domestic demand and unsteady exports. “Some people
worry that China’s economic growth will fall further, can it climb
over the ridge?” Xi said. “There are indeed risks, but it’s not so
scary.” “Even at growth of around 7%, regardless of speed or volume,
(we) are among the best in the world,” he said, noting that China’s
economy remained “stable”. The remarks from Xi came a day after
data showed annual growth in Chinese exports and imports cooled
in October, in another sign of fragility in the economy that could
prompt policymakers to take further action to sioke growth.

To shore up activity, policymakers have loosened monetary and
fiscal policies since April to ensure that the economy can grow by
around 7.5% this year. A marked slowdown in growth would hit
countries all over the world, but especially commodity producers
such as Australia, Indonesia and Brazil that have benefited from
strong Chinese demand. Regional governments have accelerated
spending on some infrastructure projects and abolished limits on the
number of homes that Chinese can buy. The central bank has also
injected short-term loans into banks to increase credit supply, and
cut mortgage rates for some home buyers.

Yet the results yielded have not been as good as some had hoped,
fuelling speculation that China may have to cut interest rates or the
reduce the amount of deposits that banks set aside as reserves —
moves Beijing has denied are on the cards. Xi, who would sign off on

any interest rate cut in China alongside the country’s elite decision-



making Politburo, did not comment on the policy outlook, but
stressed that his government was focused on reforms and that China
was open for business. Underlining the country’s growing clout as
an exporter of capital, he said China’s overseas direct investment was
expected to hit $1.2 trillion in the next decade.

After three decades of almost uninterrupted double-digit growth,
China’s economy has lifted several hundred millions of Chinese from
abject poverty, but also polluted the country’s air, land and waterways.
But the destruction of China’s environment and a yawning income
gap has led Chinese authorities to promise to cnact sweeping social,
financial and economic reforms in the country that would be the
most ambitious in three decades. “These reforms are gradually being
put into effect project by project,” Xi said. “Once the bow is drawn,
the arrow cannot be put back in the quiver; we will resolutely deepen
reform.” Xi also sought to address concerns that China’s growing
economic and diplomatic prowess could constitute a threat beyond its
borders, saying that China is willing to have friendly relations with its

neighbors.

Questions for Discussion

clout /klaut/ n. ( L3g# 4
L&) e, i, &
ir

enact /I'nzkt/ v. # & &

&; A

prowess /prauis/ n. 3% % ;
BREL; £

constitute /'konstitju:t/ v. #
A, ARG HE

1. What’s China’s President Xi Jinping’s attitude to the growth slide of the economy?

2. Which countries are affected by China’s economy slide and what steps has the government

taken to ease the situation?

3. Is everything going smooth in the development of China’s economy? If not, what are the

major problems? What measures do you think the government should take to handle them?

Core Words and Expressions

Consumer Price Index (CPI) {4 #EMA&F5%L
consumer surplus 4% & 4

Coase theorem  FHifE B

consumer preference JH & Wi

economic fluctuations Z2%5 /& H#H

economic growth K

economic system £ AR

elasticity 54

externality #MEE:
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