CCICIC3CICY




R

Hiss®% %R

English for International Finance

BE. (LR EE)

REW B B FARE
& B KKkb
2 RAE AR
T OHFEIL

oW B

& BB Ik K % AR A




EHEENS% B (CIP) ¥R

b4 Bb % b #15& = English for Internadtional Finance/# %, k% 4. —SR. 2T
b K5 R 2005. 4

ISBN 7 -81093 -210-1

I.E TI.Otk @& I. BfF4r—%iE V. H31

o [ BUAS B 50 CIP BB 4% 5 (2005) 38 022573 5

ABHERBFRARY PPTOER) NFEEFH S TRV L K ¥F B FHEER
MR4W .233041 BRARAN . EBREIM BXFREHE . 05523128117



ERGMEWREF

EH B OB BARE FiEgmE HAK FERY F I
H R ATk KR K % 20054E4 B4 1R
ot AT HEERE 1935 Bl ¥k 2005 4F 4 A% 1 KENR)
B % 230009 F & 787X1092 1/16
B i S4iE.0551 -2903038 Ep 3 18.5

KATER 0551 - 2903198 F ¥ 440 FF
R Ht www. hfutpress. com. cn B Rl SIEEXREHSHERAE
E-mail press@hfutpress. com. cn & 1T 2EHERE
ISBN 7 -81093-210-1/H « 11 EHr:25.00 7

0 S B v I S A0 ED R O B RLIE L W S R AL R AT R K R R




£

20 -2 90 FRUK, BFSFMBEA LT — AN B RRLYEXRELAFS . B E LS
AREEE . 2F LB LARR LR BRATARAIHFRERLFFTRE AEPFPREOBERT
HERBEAE.FERAT WIOH, B PRERAEROBKALZRAZ N BREFLA L
AMEA, R, PRAKFTHRE20] F8AXRRFAHAAKFREFMATAT(XA T ESZFF
BAMBEFIE RELXFREOETFELIEH[2001]4 )X . THFERZEASER
FHEIRUTEANER A ERERFUARE RS EER/FZI—, A TH-FTRGK
B RERFRE BRAAL NI L RAFRANGTR BRA-RFEANBHEAFTH E
$ LERAGRZTLEAHAETEF BNEARAARNBHREHEA L AELL 2B A8
SENERNERF AEFTEBNEEREEHBT(ART H2)(EEB (BRELETF)
(KB (RBEFFNEBA(LTENEBF—F5 LRBYRIEHM, X2 HARLE
HEFEHOL—FTEARE,

HEATEHEAALIL . EE—ARERBFTHEF AL KA L BTN M
XTHYTEALGLEFHNEFEEAL., PRELBEONERE, AXB A KREL BRI
YEEMET LA AEBPTELHROESHEFEN ARLATEERALT AL ERX
S MmBRARSEHHE, BIRERFHENETERF ARG E BIRE S F K4
R EREFHOR  RRALRSEBEIXERNEHM G ELER WL,

XEMNEREMITR T UAERERERMGHEX . EPHREFTE S LR ERALRLTHIR
FT.ERALAAMAFEFAR ANEGFFARLRBEMAFHAYERDR, TALBRAKREF
HAXHEHARRE. AN EEARLEZENFTEAGNAEZRB o E AL FH TR EF
#B,E2ERLE LGS,

BEREEMELLAR BHES SHEE,EFTHT. AR ZRAE TEREHKRE,
XENBERMGE#, LW}~ FRIBRBROREHFZ I LTAHALLRRGERFRE
— K.

mBMEAEEK HE B K I
2005 %4 B 20 H



ik

Al

AR B EMOERE T — R0 HE HELFS AEBRES, mERRKRMmER
A 5 | ] B BE A O 3 B A R P e B S AL B AR R IR TR MEAE 48, X E B L By B PR &
Ly IR R BE AR T B . I BRSO S X &, LA B B A AR
HEWREHE N ZRBHEFRHOTRERMERERRAL. FEXFRBER, RIEET
TR E PR AT R RIS FE RS RE SO, RS T XACERREME LR,

2HIH 36 BT, WS R 5 AL, A AR E R P E K E R YR
R B BRI B =R R BRI, B SR R RSO RN BR T k5 8 AR A B SR IC R R AT
P, EEYRR THML T8 LRI RTE L H G B FEUR , gh SR & T S4MC KBS A S &
MEBRSMEXAS:B=ZNMANA THERTER Bl R T G R RH &R EE A E R A
W, NEEESAUHMABTERAER BRRETHHNERTEET S, 08 BFREAR
UK EMEIKAEERE FNHIRAAERFRITY . BEEARAMER SR, MRK
REFERBREMEERD U MAHERE L B BN R &3 E bra f 8, bR s pLHm m
IMF it BTS00 L IR B £ T BB 65 R AN, A8 0% 9 & = bR %5
f U, S ) B 4 R BIL D B 5 9 4 0 T s BB JG — R 0 R 4 8 B A T X RO R B T K
B LA X e T — A Al B A % T B R 3 X SR B I BRBUR DR B — A B B, A
ST TR, U EAFEARZERSRME SN ERI . R 26 E &R out
HREMEM, T REEMA . B RIESUSEHRA REMH 2B R INEE %
PR . ARy E B & 8% b AR & G A R 5T A HOb, xS [ PR 4 Rl A 6 TAE
MARBERRKOSEMNE.

ARERELBRD B TEMMERFECT KRS ZEF. 7ERHE AL HEAA 52 B
& AT A R R R T R A T A R R E X R B R ER R TR R
U, e, O E SRS AR B TR — I RN O A

AHBHEBRWABEBEREL  ERELBS . ROISHTRENIEFRE L BHEME
SSCAR L B K B B R IR G 3T e, AT A AR B RN 0 KBS, T 4 BOK P IR
B A AR, 4 IR P IR 2 AL e T X, BRI E A FHIFRIE.

& &
2005 % 3 A 20 &



Unit 1

Unit 2

Unit 3

Unit 4

Unit 5

Unit 6

Unit 7

CONTENTS « 1

CONTENTS

Notes on Balance of Payments «--s««sseseeeeseensrmnnrrnrenensseeninnneee (1)
Reading Material: Measuring a Country’s Net International Investment
POSITION  s+vcreesrrrnressnmneramsereerenmtesereieireesiesmnsnesisssisrecnesnense (5)
Voice: Add Balance to International Payments «coeccecvecerereeniecs (7)

Readlng MaterlaI: Policy Options e tes st esasesstt e ses st anc st tes aute (10)

Balance of Payments Adjustments «-«--ss+eeeresresssiresiiinninn (13)
Reading Material: Analyzing the Balance of Payments of a Nation
- (16)
Balance of Payments Adjustment Theory — The Elasticities Approach
- (18)
Reading Material: Conflicted Virtue: The Deflationary Threat (1)
- (20
The Balance of Payments Adjustment Theory — The Absorption
APDProach — soesssrrmrresremmeiniie i (26)
Reading Material: Conflicted Virtue: The Deflationary Threat (2)
- (30)
Balance of Payments Adjustment Theory —The Monetary Approach
= (34)
Reading Material: Conflicted Virtue: The Deflationary Threat (3)

- (38)

Foreign Exchange Market ss e sas sac sen ses s sase ses tessel sra0sesss e st e (43)



English for International Finance

Unit 8

Unit 9

Unit 10

Unit 11

Unit 12

Unit 13

Unit 14

Unit 15

Unit 16

Unit 17

Reading Material: Forex Markets

Exchange Rate Systems and Policy (1) «:--:-

Reading Material: China’s Exchange Rate Regime (1) -+-cvceenvet

Exchange Rate Systems and Policy(2)

Reading Material: China’s Exchange Rate Regime (2) -cecoeveeves

Exchange Rate Systems and Policy(3) «coseeveeeernes

Reading Material: The Relative Merits of Different Exchange
Rate Regimes ---

The Purchasing Power Parity Puzzle

Reading Material: The Overshooting Model ««««sceeeeeeeeene

Exchange Rates in the Long Run ------

- (47)

- (50)

(55)

- (59

(63)

= (67)

veene (71D
- (74)
- (79

- (82)

Reading Material: A Salutary Lesson from the East Asian Financial

Crisis 1997

Foreign Exchange Risks +«+«----- -

-+ (86)

resae (9]_)

Reading Material: Exchange Rate Risk in the European Union and

the Euro

Supervision of Foreign Exchange Risk «-«--:---

Reading Material: Internal Guidelines on Foreign Exchange

-+ (95)

- (98)

- (105

Stock of Foreign Reserves

Reading Material: International Reserves and International
Liquidity

Typical Approaches to Foreign Exchange Reserves Risk
Management ---

Reading Material: Motivation of International Reserve  -:----

The Gold Standard

-+ (107)

- (11D

- (115)

(119

- (121



CONTENTS * 3 .

Reading Material: The Gold Standard and Fixed Exchange Rates
- (124)
Unit 18 The Birth of Bretton Woods  -ccecrerrerrecrsirananninennerncnes (127)
Reading Material: The International Economy Prior to the
Great Depression ««««-cesseersseasessessaaneireiriiieiieiieieecneeneeees (130)
Unit 19 The Money Markets «-r«ecreeeeerrarerieeeeiiiniianiiinen s (132)
Reading Material: Types of Financial Instrument «--««-+e+eveee (137)
Unit 20  The Capital Markets -+« eeeveereesenereuiiiinn (140)
Reading Material: Capital Market Securities: Bonds «++++----++ (145)
Unit 21 The Changing Financial Landscape (1) «-eecereereeeiineneenees (146)
Reading Material : Policy Issues for Individuals and Private
Enterprises in International Financial Markets «---«+«+e+-seeeeeeeee (151)
Unit 22 The Changing Financial Landscape(2) «coereereereeseeiciniinennens (153)
Reading Material: Policy Issues for Public Policymakers
in International Financial Markets «.-ce-eeeersreereerneneeereaeeenes (157)
Unit 23 Liberalizing Capital Movements :«::tceerereseneeiniininic (160)
Reading Material: Lessons from Latin American Capital Flows
e (167)
Unit 24 The Asian Financial Crisis cc:eeseerrrerrrressrnneeesiiiiiinenees (169)
Reading Material: What Have We Learned from The Asian
Financial Crisis? R R N T TR T T R (176)
Unit 25 The Basel Committee crecseerreretttaamoiiassriisiniiecesaieenscnse (179)
Reading Material: IOSCO and EU Directives  -+-+reereeeceerenees (182)
Unit 26 Basel Capital Accord (2) -eoeeerercrenecneieiniie (185)
Reading Material: One Voice for Credit Unions +-+eveeeeereeeeee (189)

Unit 27 The Fall and Rise of the International Economy :+-ceceeeeeeeeeee (191)



o« 4 .

English for International Finance

Unit 28

Unit 29

Unit 30

Unit 31

Unit 32

Unit 33

Unit 34

Unit 38

Unit 36

Vocabulary

Reading Material: The Benefits of Multinational Companies

Recognizing Competitive Advantage

Reading Material: Why Invest in Another Country?

The Challenge of International Debt Relief
Reading Material: A Promising Millennium to Come

How to Develop the Financial Sector for Poverty Reduction

- (1941
- (198)
- (202)
- (205)
- (210)

seee (212)

Reading Material; What More Can We Do to Reduce Poverty?

e (217)

What Does the IMF Do? --+ereeeeee

Reading Material; The International Monetary Fund
The World Bank

Reading Material: World Bank Group

Exchange Rate, Competitiveness and Regions (1)

Reading Material: Exchange Rate Arrangements: A Discussion

e (219
e (223)

e (227)
- (23D

e (230

.- (239

Exchange Rate, Competitiveness and Regions (2)
Reading Material: Optimal Currency Areas

The Euro: Expectations and Performance --

Reading Material: The Euro—An Emblem of the Successes and

Challenges of European Integration (1) ««-erevveeee
The Euro Since Its Creation
Reading Material: The Euro— An Emblem of the Successes

and Challenges of European Integration (2) -

- (242)
e (247)

- (250D

-« (256)

- (259

- (263)

- (267)



Unit 1 Notes on Balance of Payments e 1 .

Unit 1 Notes on Balance of Payments

Acountry’s international transactions are recorded in the balance-of-payments
accounts, In the United States, the balance-of-payments accounts are
compiled by the Bureau of Economic Analysis (BEA)®, which belongs to the
U. S. Department of Commerce. A country’s balance of payments has two main
components: the current account and the capital account.

The current account records exports and imports of goods, services and
international receipts or payments of income (unilateral transfers). Exports and
income receipts enter with a plus and imports and income payments with a minus.
For example, if a U. S. resident buys a SONY CD player from Japan for $ 50,
then the U. S. current account goes down by $50. This is because this
transaction represents an import of goods worth $ 50.

The capital account keeps records of sales of assets to foreigners and
purchases of assets located abroad. Thus, the capital account measures changes
in a country’s net foreign asset position. Sales of assets to foreigners are given a
positive sign and purchases of assets located abroad a negative sign. For example,
in the case of the import of the CD player, if the U. S. resident pays with U, S.
currency, then a Japanese resident is buying U. S, assets (currency) for $ 50, so
the U. S. capital account receives a positive entry of $50. The CD player
example demonstrates a fundamental principle of balance-of-payments accounting
known as double-entry bookkeeping. Each transaction enters the balance of
payments twice, once with a positive sign and once with a negative sign. To
illustrate this principle with another example, suppose that an Italian friend of
yours comes to visit you in Philadelphia and stays at the Ivy Inn. He pays $ 200
for his lodging with his Visa credit card. In this case, the U. S. is exporting a

service (hotel accommodation), so the current account increases by $200. At

@  Up-to-date balance of payments data can be found on. the BEA's website at http://www. bea. doc. gov.
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the same time, the Ivy Inn purchases a financial asset worth $ 200 (the promise
of Visa-Italy to pay $200), which decreases the U. S. capital account by $ 200.
The detailed decomposition of the balance-of-payments accounts is as follows:

1. Current account. It measures a country’s net exports (i. e. , the difference
between exports and imports) of goods and services and net international income
receipts. It has three parts:

(1) Trade balance (or balance on goods and services). It represents the
difference between exports and imports of goods and services. It has two
subdivisions:

a. Merchandise trade balance (or balance on goods) : It equals exports minus
imports of all tangible goods.

b. Services balance: It includes net receipts from items such as
transportation, travel expenditures, and legal assistance (non-tangibles).

(2) Income balance: It has two parts:

a. Net investment income: It is the difference between income receipts on
U. S. -owned assets abroad and income payments on foreign-owned assets in the
United States. It includes international interest and dividend payments and
earnings of domestically-owned firms operating abroad.

b. Net international compensation to employees.

(3) Net unilateral transfers: It is the difference between gifts (that is,
payments that do not correspond to purchases of any goods, services, or assets)
received from the rest of the world and gifts made by the U. S. to foreign
countries.

2. Capital account. It is the difference between sales of assets to foreigners
and purchases of assets held abroad. It has two parts:

(1) U.S. assets abroad;

a. Official reserve assets.

b. Other assets.

(2) Foreign assets in the U. S. :

a. Official reserve assets;

b. Other assets.

The components of the balance-of-payments accounts are linked by the
following accounting identities:

Trade Balance=Merchandise Trade Balance + Services Balance

Current Account Balance= Trade Balance+ Income Balance+ Net Unilateral
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Transfers

The sum of a country’s net exports of goods and services. net international
income receipts, and net unilateral transfers must necessarily be reflected in an
equivalent change in its net foreign asset position. That is, the current account
equals the difference between a country’s purchases of assets from foreigners and
its sales of assets to them, which is the capital account preceded by a minus sign.
This relationship is known as the fundamental balance-of-payments identity:

Current Account Balance = — Capital Account Balance;

From a different point of view, combining the current account and the capital
account:

Total Receipt on Current A/C and Capital A/C— Total Payment on Current
A/C and Capital A/C=Balance of Payments;

If Total Receipt > Total Payment = BOP Surplus;

If Total Receipt << Total Payment = BOP Deficit.

Since it is an accounting fact that the Current Account Balance is the mirror
image of the Capit‘al Account Balance,

BOP=Current Account Balance + Capital Account Balance=0

The reason why the concept of Current Account Balance is economically
important is that it reflects changes in a country’s net international investment
position. Net international investment position is a technical term to refer to a
country’s net foreign wealth, that is, the difference between foreign assets owned
by U.S. residents and U. S. assets owned by foreigners. The net international
investment position is a stock while the current account is a flow. Figure 1.1
shows the U.S. current account balance since 1982 along with a measure of the
nation’s net international investment position. The United States had
accumulated substantial foreign wealth by the early 1980s when a string of
current account deficits of proportions unprecedented in the twentieth century
opened up. In 1987, the nation became a net debtor to foreigners for the first
time since World War I. The negative current account deficits did not stop in the
1990s. In 1997 the United States was the world’s biggest foreign debtor, with a
net foreign asset position of -1322 billion dollars. But the United States is also the
country with the largest GDP. In 1997, the U. S. foreign debt represented about
15% of the country’s GDP. In other nations, such as Brazil, Argentina, and
Mexico, foreign debt is between 35% and 50% of GDP.
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Figure 1.1 The U.S. Current Account (CA) and Net International Investment Position
(NIIP)

Source: Economic Report of the President, 1992 and 1998; and Survey of Current
Business, July 2002

(By Bodhi Ganguli, International Macroeconomics: Notes on Balance of Payments,

2004)
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Notes

1. The current account records exports and imports of goods and services and
international receipts or payments of income (unilateral transfers).
228 T P T SR B AN IR 55 B R O R R B R A B A S AT (R TR RS .

2. net foreign asset position
HhE BE =k

3. Each transaction enters the balance of payments twice, once with a positive
sign and once with a negative sign.
BB EHFHRICARRE R PHL, - KALES KRS,

4. The United States had accumulated substantial foreign wealth by the early
1980s when a string of current account deficits of proportions unprecedented

in the twentieth century opened up.

£EF 20 e 80 FAMMO BT KEWAEE> . MAKUEEFRHRA - ERM
20 20§ BT R A B &5 K P R T B

Reading Material . Measuring a Country’s
Net International Investment Position

It is surprisingly hard to measure accurately a country’s net international
investment position, or net foreign wealth. We saw earlier that the current
account balance measures the flow of new net claims on foreign wealth that a
country acquires by exporting more goods and services than it imports. This flow
is not, however, the only factor that causes a country’s net foreign wealth to
change. For example, take another look at Figure 1.1, which shows the U. S.
current account balance and its net international investment position between
1982 and 2001. Between 2000 and 2001, U. S. net foreign assets declined by
$ 726 billion while the current account deficit was only $393 billion. Thus,
$ 333 billion of the total decline in net foreign assets must be accounted for by
factors not captured by the current account.

These changes in a country’s net foreign wealth ‘react alterations in the
market price of wealth previously acquired. The two most important sources of
this type of changes in net foreign wealth are valuation adjustments due to asset-
price changes and valuation adjustments due to exchange rate changes. During
2001, the Department of Commerce calculated that on a market-value basis,
U. S. -owned assets abroad at the end of 2000 depreciated in dollar value by

$ 879. 7 billion. At the same time, the dollar value of foreign-owned assets in the
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U.S. at the end of 2000 fell by $518. 6 billion. Therefore, on net, valuation
changes contributed to a $ 361 billion decline in the net foreign asset position of
the United States. The main factor contributing to this decline in foreign wealth
was the fact that stock-market-price declines abroad, which lowered the value of
U. S. -owned assets abroad, exceeded declines in stock market prices in the
United States, which lowered the value of foreign-owned assets in the United
States. Other factors that explain differences between changes in net foreign
wealth and the recorded current account are expropriations of foreign assets and
default on international debt, both of which reduce a country’s net international
investment position.

(By Bodhi Ganguli, International Macroeconomics: Notes on Balance of Payments,

2004)
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Unit 2 Voice:. Add Balance to
International Payments

Ahealthy international balance of payments is now a significant aspect of
macroeconomic management. It is becoming increasingly important for
keeping the Chinese economy on the track of rapid and sustained growth.

The surplus in China’s international payments is caused by many complex
reasons.

Internationally, globalization is the main reason. A new round of structural
reforms started in industrial nations in the 1990s. China’s opening-up made it a
major destination for industrial manufacturing transferred from these countries.
As a result, foreign-funded enterprises, many of which engaged in processing
trade, became the main force in China’s export growth. During the 1993-2002
period, these firms’ exports grew by an average of 23. 6 percent annually, as
compared with the national average of 15. 1 percent. During the first nine months
of this year, foreign-funded companies accounted for 54. 1 percent of the total
exports, and processed goods accounted for 78. 8 percent of their exports.

This situation explains China’s surplus in both foreign direct investments and
trade.

If the volume of processed goods is included, China’s trade surplus is US
$ 61. 8 billion from January 2000 to September 2003. But if it is excluded, China
ran a US$ 102. 9 billion trade deficit during the same period. _

Some developed countries’ restrictions on exports to China have further
expanded the nation’s trade surplus. China has a huge demand for technology-
intensive products. But some developed countries create many obstacles for
domestic companies that export to China, citing national security concerns as an
excuse.

The unreasonable international financial system is also a reason for the

growth of China’s foreign exchange reserves. There is no last creditor in the



