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UNIT 1 .
The financial climate

Part 1 World economic climate
Part2 Key indicators

Part 1: World economic climate

1 Warm-up
1.1 How important is the state of the world economy for the financial state of an
international business?

1.2 Do financial managers need to interpret trends in the world economy?

2 Reading

Read the following article ‘World economic pointers are discouraging’ (June 1990).
As you read it, indicate economic trends in Chart 1.1.

The world economy appears to have taken a turn for the worse this year.

Last year’s surprisingly strong growth in the developed world and the newly
industrialising countries of Asia has given way to fears that the current seven year
recovery from the recession of the early ’80s may be about to end in the familiar cycle
of stop—go. '

Inflation has returned to haunt the major industrial economies, forcing interest
rates higher from the lows set after the global stock market crash of 1987.

The international debit crisis has flared up again reminding us that Latin America
and other parts of the developing world have largely missed out on the growing
prosperity of the 1980s. :

Serious doubts have resurfaced about the viability of the economic policies
pursued by the US. The International Monetary Fund (IMF) warned recently that
continuing strong domestic demand could trigger a new jump in the US current

w
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account balance of payments deficit, with the attendant risk of a sudden drop in the
dollar’s value and a further twist to the international interest-rate spiral.

The state of international trade remains a worry. The discontent in the US about
the imbalance of trade with Japan could lead to a return to protectionist measures.

This uncertain view of the world was reflected in the IMF’s latest World
Economic Outlook report, at the beginning of April. On first reading it appearcd to
offer some hope that the industrial world can achieve a soft landing from its present
overheated state.

The IMF projected a slight decline in the rate of output growth in the industrial
countries, to 2.9% next year from 3.3% this year. Consumer-price inflation was
projected to fall next year to an average of 3.5%, afier rising to 3.8% this year.

But the IMF projections also foresaw a marked deterioration of the global current
account imbalance. They said that the US current account deficit could jump to
$156bn next year from $139bn this year. It projected a rise in Japan’s current account
surplus increasing to $93bn from $84bn this year. Similarly, West Germany’s surplus
was forecast to increase from $49bn to $51bn.

Such developments could cause international investors to scale down their
demand for US dollar assets. That, in the IMF’s view, ‘would involve a significant
risk of instability in financial markets, accompanied by high inflation and a slowdown
in growth’.

Chart 1.1 World economic trends

(.7 upwards trend, ~, downwards trend)

Interest rates

OQutput

Inflation

US ¢/a deficit

Japan ¢/a surplus

West Germany c/a surplus

3

3.1
3.2
3.3

3.4
3.5

Comprehension/interpretation

What is meant by a stop-go cycle?

What is the international debt crisis?

Why should strong domestic demand lead to a further increase in US c¢/a
deficit?

What sort of protectionist measures could be imposed on Japan?

What is meant by a ‘soft landing’?

4
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4 Language focus
41 Tense review (see Unit 11 in Language Reference for Business English)
Look at the following sentences taken from the Reading passage:

“The world economy appears to have taken a turn for the worse this year.”
‘Inflation has returned to haunt the major industrial economies . ..

Now complete the following sentences by putting the bracketed verb into the right
tense:

1. Inflation ______ {increase) steadily this year.

2. Unemployment _____ (peak) last year and since then _______ (go down).

3. As the international debt crisis _______ (grow), the world economy
(become) more unstable.

4. The IMF _______ (carry out) a study last year. In this study they .
(project) a decline in GNP in most countries.

5. The worldeconomy ________(seem)to_____ (go) into a decline.

6. If Japan's current account surplus ______ (increase) further it will cause even
more instability in the world economy.

7. The state of international trade _______ (remain) a worry. Projections for the
rest of the nineties___ (bring] very little hope.

8. We______(study) the effect of the fall in the dollar’s value at the moment.

9. We would have preferred more stabilityifthat _____ (be) possible.

10. For more than ten years the value of the US dollar _ (fall). Before that,

it________ (be) one of the stronger currencies.

5 Word study

5.1 Group the following words/expressions as either upward trend (U) or

downward trend (D).
growth decline
recovery fall
jump rise
drop increase

World economic climate 5



5.2 Use the information contained in Chart 1.2 to complete the sentences below.

Chart 1.2 Growth rates

Percentage growth
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1. During the period 1987-89, country A’s economy ______ steadily,

2.In1990,it______ from 4 percentto 2 percentbutthen____ _ the following
year whenit___ back to 4 per cent. ‘

3. CountryB’seconomy_______ from 1987 to 1988, then output started to

4. Itreached 5 per centin 1990 and since thenithas slightly to 4 per cent.

6 Transfer

Use the information in the article and the language above to present a summary of
the world economic climate.

Part 2: Key indicators

1 Warm-up

Which key economic indicators need to be most carefully monitored?

2 Listening

Listen to the sales manager giving a presentation about domestic and export sales.
As you listen, complete the graphs shown in Charts 1.3 and 1.4.

6
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Chart 1.3 Domestic and export sales
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Chart 1.4 Currency rates and inflation
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3 Comprehension/interpretation

3.1 Why should a British.company invoice its export goods in US dollars?
3.2 What reasons could explain the changes in the value of the dollar?

3.3 Why is there a delay factor as far as the customers are concerned?

3.4 Why should arise in interest rates affect domestic sales?

Key indicators 7



4 Language focus

4.1 Present perfect and past simple (see Units 3 and 5 in Language Reference for
Business English)

Look at the following sentences taken from the Listening passage:

k]

‘Domestic sales . . . have remained pretty constant for most of the year . . .
‘They . . . rose in the first quarter to a new record of £82 million.’

Now complete the following sentences by putting the verb in brackets into either
the present perfect or past simple:

. Atthe end of last year the dollar ______ (stand) at 1.5.

. Last January thedollar ______ (fall) to a new low of 1.45.

. Sincethenit________(be) pretty stable.

. As you cansee on this.graph,I______(plot) domestic and export sales.
. Exportsales _____ (fluctuate) pretty wildly.

We_______ yet (not see) the full effect of the declining dollar.

. Lastquarterwe _______ (see) one of the best results.

We______ already (notice) a slight drop in orders.

. The low profit margins _______ (reflect) in last year’s figures.
We______ (receive) two big orders so far this quarter.

‘Oco_co\l_c:mu:-wmy-r

J—d

4.2 Past reference (see Unit 63 in Language Reference for Business English)
Look at the following sentences taken from the Listening passage:

‘They recovered a bit over the next few months . .
‘Now, at the end of las! year, the dollar stood at around 1.5’

Now complete the following sentences with one of the following time ‘prepositions’:

over at during since for in ago

the last few months, sales have been disappointing.
We have been expecting anupturn______ the beginning of the year.
the end of last year, there was a sudden downturn.
He was appointed finance director two years and then he has
reduced the staff by 200.
We went through a difficult period ______ the middle of April.
The computer system crashed ________ the holidays.
- We have raised prices in line with inflation _______ three years.
The dips in the price index happened _______ April and July.

._Awg\)»-a
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Word study
Match the terms below to the reference points marked on Chart 1.5.
. solid line 6. to remain constant
. broken line 7. to reach a plateau
. dotted line 8. to fluctuate wildly
. to rise steadily 9. to dip slightly
to level off 10. to fall dramatically
Chart 1.5
R A
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