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Uhtt One WECWOIE!C Growth )
(%K)

A Brief Introduction to This Unit

ws

Economic growth is an increase in the total output of a nation
in a given period of time. Total output is the total quantity or val-
ue of a nation’s goods and services.

The Gross Domestic Product (GDP) is the most comprehen-
sive indicator of a nation’s economic growth. GDP is the measure
of the market value of all final goods and services produced in a
country during a year.

Besides GDP, employment and prices are also two indicators
that measure the economic growth, Of all the indicators, employ-
ment rate and unemployment rate are most directly felt by individ-
ual. The unemployment tends to reflect the economic cycle; when
output is falling, the demand for labor falls and the unemploy-
ment rate rises; when output is rising, the demand for labor in-
creases and the unemployment rate falls.

Stable price is another indicator of economic growth. The
most common price measure is the Consumer Price Index (CPD),
which measures the cost of a basket of goods bought by the aver-
age urban consumers, A fall in the general price level, which cau-
ses the purchasing power of money to rise, is deflation. While an
increase in the general price level growing out of an increase in ex-
penditures while goods available for purchase are not correspond-
ingly increased in amount is inflation. Both deflation and inflation
may slow down the economic growth.

The four factors of economic growth are human resources

(labor supply, education, discipline, motivation), natural re-
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sources (land, minerals, fuels, environmental quality), capital
information (machines, factories, roads) and technology. The
three engines of the economic growth are consumption, export
and investment,

Governments have certain instruments that they can use to
affect the economic growth. The main instruments of govern-
ments are two: Fiscal policy and Monetary policy.

Fiscal policy refers to the coordinated policy of a government
with respect to taxation, the public debt, public expenditures,
and fiscal management, with an objective, for example, of at-
tempting to stabilize national income of the country. Fundamental
to such a fiscal policy would be the adjustment of budgetary defi-
cits or surpluses to confirm with the objective of stabilization a-
gainst either undue inflation or deflation, with allowance for nor-
mal growth,

Monetary policy refers to the coordination of the credit con-
trol powers of the monetary authorities of a country exercised
through the central bank. The usually objectives of such a policy
would be to achieve stability in price by controlling the money
supply, allowing over time for growth in the economy. Monetary
policies affect the money supply through effect upon available
(excess) reserves of the banks. It also affects the cost of bank
credit by changes in the central banks rates for rediscounts. loans
and advances to the banks.

By learning this unit, we should learn the indicators of eco-
nomic growth and we need to know the relations between the eco-
nomic growth and employment. After studying this unit, we
should be able to analyze a nation’ s economy and the govern-
ment’s economic policies by using the factors and growth engines

of economy.
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1.1 Despite sign of global recovery,
OECD' points to many risks

PARIS: The Organization for Economic Cooperation and De-
velopment warned on Friday that despite recent trends pointing
toward a recovery, global financial markets face numerous risks
that could dent investor optimism.*

In its twice-yearly report on market trends, the OECD said
the recent decline in the value of the dollar could slow the pace of
the U. S. economic recovery by leading to higher interest rates as
Asian government buy less U. S. debt.*

“Should such purchases now come to an end,” the reporter
said , “the pursuant fall in demand for U.S. Treasuries could in-
crease U. S. interest rates , assuming private demand for U. S,
assets does not of fset the drop in of ficial demand.”*

Surprisingly resurgent economic growth in the United States , Ja-
pan and even in the euro zone, the organization said , has not removed
potential dangers to a recovery , including higher oil prices , declining
home prices and stubbornly high unemployment .’

A reduction in mortgage refinancing® and higher debt bur-
dens could slow consumption, the OECD said, factors that are al-
ready evident in the United States and Britain.

“There could be problems if the recent surge in house prices
were to unwind rapidly.”” 1t said. The OECD said that the U. S.
domestic demand might fall as a weaker dollar raises the cost of
imports and that a decline could in turn have negative repercus-
sions for other countries.®

“Recent currency alignments have resulted in the sharp apprecia-
tion of the yen, which could jeopardize the nascent recovery®” in ]a-
pan, the report said.



Weaker consumer spending could also cut into corporate
earnings' , the OECD said. It also said deficits in company pen-
sion plans—widespread as a result of the recent bear market for
stocks world—could delay corporate investing''.

“In the United Kingdom in particular corporate debt levels
have increased substantially and could make companies highly vul-
nerable to shocks,” the OECD said. If companies cut investment
to reduce debt, this could “cloud the outlook for the economy'’ as
a whole. ”

It added, “If earnings prospects become clouded, rising
bond yields may easily induce investors to shift their portfolios
back towards fixed-income assets. '*”

Turning to the United States, whose economy tends to lead
the rest of the world, the OECD said recovery had not yet been
reflected in payroll and employment figures and consumer confi-
dence showed signs of declines. »

It noted that the Japanese economy, despite a growth re-
bound , was still shrinking in nominal terms due to deflation, a
trend that was weakening corporate balance sheets.' The prob-
lems of the banking sector had also not been solved, the OECD
said.

The euro zone, meanwhile, faced a number of difficulties in
an already weak cyclical upturn®.

“High unemployment figures, low consumer and business
confidence, as well as a rising euro, may weigh on demand’" in the

area,” it said.

From International Herald Tribune
October 25~26, 2003
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1. OECD; Organization for Economic Cooperation and Devel-
opment ZFEESEBHALR

2. Global financial markets face numerous risks that could
dent investor optimism. 23K 4 BT ¥ [ i K B KRS & 468
BEE AR .

financial market . £FT Y. B—EHEFPREARMHEE,
B HAR A TR NSRBI RR SEE TS, R L LE
MERATRMETHSSERKMPEHTANT SN EK. Bl
WATH SR P A FIUE SR P AL .

3. In its twice-yearly report on market trends, the OECD
said the recent decline in the value of the dollar could slow the
pace of the U, S. economic recovery by leading to higher interest
rates as Asian government buy less U. S. debt. ZTEFHE—BH T
G Hi o, OECD 451, i R Ui 2 fH & S BOF B K BB
IF U0 3K 3 [ 5, TR 6 7, X AT BB EE 2 57 B
SR

twice-yearly report on market trends . W4 —F g EH
i)

decline in the value of the dollar (dollar’s depreciation) ; ZEJG
W (L

economic recovery ;255 M

interest rates : F|#

4. “Should such purchases now come to an end,” the report-
er said, “the pursuant fall in demand for U. S, Treasuries could
increase U. S, interest rates, assuming private demand for U. S,
assets does not offset the drop in official demand. ” ¢ Z 8 . “@0
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U. S Treasury . £E B F 5% the securities issued by the de-
partment of the U. S, government

5. Surprisingly resurgent economic growth in the United
States, Japan and even in the euro zone, the organization said,
has not removed potential dangers to a recovery, including higher
oil prices, declining home prices and stubbornly high unemploy-
ment, ZHL U, KEH. H jigiﬁkfﬁz?éﬁé)\ﬁlﬁmg%ﬁ%
PrI¥OIF B T BR X B IR B — S Y 7E BUbY . (0 6 B TH I SR TR A 45
FRREG B LA B R A R Rl 3R

resurgent economic growth . 5 P 2K

the euro zone : BXICIX.

6. mortgage refinancing: iR HEHF Rk

mortgage: KA, 555 A\H W 7= BT A DU RGN FE R
15t 5 4R

7. if the recent surge in house prices were to unwind rapidly;
WRSE I B EERIR RS IR

8. The OECD said that the U. S, domestic demand might fall
as a weaker dollar raises the cost of imports and that a decline
could in turn have negative repercussions for other countries.
OCED 1. i 70 ) W (8, 38 7 # 1A LA, 36 B i [ P 7oK
A AT RE T B L T T e B =2 4 40 JH A [ 53 O B T RS T

a weaker dollar . Z{HRETT

negative repercussions : 11 1 (K52 W

9. Recent currency alignments have resulted in the sharp appreci-
ation of the yen, which could jeopardize the nascent recovery. i BA f{)
P BT H TR SURIHE, 308 K BINIRIT iR B & 7

10. Weaker consumer spending could also cut into corporate
carnings. BEEKIITH 3 RIAE 2 MMk FIBCA B

11. Deficits in company pension plans—widespread as a re-

(o) i 3% 2 &5 3¢ I 4 B
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sult of the recent bear market for stocks world—could delay cor-
porate investing. TR FAHWBRENTHEE N A RKFE
S WE BT RFE, O FSA R B BED) .

deficits in company pension plans . AT FEEMBIRFE

deficit: FRF excess of debts over income; amount of this excess

bear market - &1, D225 K 15 R SRV A8 2 BN BT O
a situation in which share prices are falling rapidly

12. cloud the outlook for the economy. {# & 3% & J& Bij &
REIR .

13. If earnings prospects become clouded, rising bond yields
may easily induce investors to shift their portfolios back towards
fixed-income assets. QFBA AT 5B, W EFBA KK &
TRZE 5 W5 1 33 B8 HAE S R W e B B B e A BE 7= L

bond . {#3 a bond is a long-term promise to pay interest pe-
riodically at a stated rate and the principle at maturity. There are
two kinds of bonds: the foreign bond and the euro bond.

The foreign bond ;. $ME{#¥ “foreign-pay-bond”, issued in a
financial center of a foreign country by an international institu-
tion, corporation or in a government, It is also sold in whose cur-
rency it is issued.

Euro bond ; BX#{f#i3% sold in countries which do not use the
currency of denomination of the bond

portfolio; iF3

14. The Japanese economy, despite a growth rebound, was
still shrinking in nominal terms due to deflation, a trend that was
weakening corporate balance sheets,. R H AL HB 7K,
BHFERES, BASRES X H ETRHMB T E4 . #lk
R AR R L .

deflation. 1R E48 a fall in the price level, causing the pur-
chasing power of money to rise

balance sheet . %= {5 # It is a statement of the firm’s net



worth at a point time. A balance sheet has two parts: assets and
liabilities and stockholders’ equity. An asset is anything of value.
It might be a right to do something or use something. A liability
is an obligation to pay the money back. The totals of the two
parts must be equal, since stockholders’ equity is defined as the
difference between assets and liabilities.

15. banking sector: 43473/

16. already weak cyclical upturn.: 20 B IHEL5%E I

17. weigh on demand: X} K /=4 ASF| 5 0H

Questions: - E
1. What are the risks of the recent global economic recovery?

2. What are the three factors contributing to economic growth?

DY ol

o HRERER

EFLYF AL R 3 4 il T RBORERTT AR B AR A% L
M eV RTBE A T 36R S 78 2003 4RI, R ER K BRI T2 5%
MR . ZFE1HESRBAL (OECD) M, £ 3R 2 ¥ JLAF K BB HA LS
W ELRNEFREHEFAEE —LAHRERER.

_OECD

OECD H2# & The Organization for Economic Cooperation and Devel-
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