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Unit 1  Macroeconomics

Macroeconomics

Macroeconomics and Microeconomics are the preliminary and basic courses for busi-

ness majors. Macroeconomics refers to the branch of economics that deals with ag-

gregate economic variables, such as the level and growth rate of national output,

interest rates, unemployment, and inflation. Microeconomics refers to the branch of

economics that deals with the behavior of individual economic units � consumers,

firms, workers, and investors � as well as the markets that these units comprise.

Unit 1

GUIDE TO READING

TOPIC

ABOUT TEXT A

This text is taken from the remarks by Rodrigo de Rato, Managing Director of the

International Monetary Fund at the Spanish Confederation of Savings Banks in

Madrid, June 9, 2005. This is a brief survey of global economic developments in

recent years, describing an overview of current economic conditions and chal-

lenges of the different regions in the world. Short-term risks and medium-term

vulnerabilities are discussed and the general trend of global economic develop-

ment is predicted.
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This text is a formal speech made at the meeting. Many technical terms both from

business and from economy are used. The language is formal and concise.

Born in Madrid, Spain, on March 18, 1949, Mr. Rodrigo de Rato, a Spanish national, earned

a law degree in 1971 from the Universidad Complutense in Madrid, and a Master of Business

Administration from the University of California at Berkeley in 1974. In 2003, he earned a

Ph.D. in Economics from the Universidad Complutense. Rodrigo de Rato assumed office as

Managing Director of the International Monetary Fund on June 7, 2004. Prior to taking up

his position at the IMF, he was Vice President for Economic Affairs and Minister of Economy

for the Government of Spain.

Text  A

ABOUT TEXT B
This article talks about the changing of the balance of the economic power in

the world.

I. Individual Work: Read and Think
1. Scan the text and try to get some ideas about the following

questions.

a. Describe the global economic growth in 2004 according to the text.

b. What are the short-term risks for the current economic conditions?

c. What were the medium-term vulnerabilities for the world economy in 2004?

d. What is the conclusion that the author draws for the general trend of global

economic development in 2005?

START-UP
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macroeconomic policy

balance sheet

per capita

current account

reserves

options market

monetary policy

exchange rate

in real terms

A Brief Survey of Global Economic
Developments

Rodrigo de Rato

1 It is a great pleasure to be here today, and especially to be among so many friends

and familiar faces. The theme of your meetings in the next two days is corporate

social responsibility. As you prepare to consider this important subject, in par-

ticular the role that savings banks and related institutions can play in this regard,

it might be helpful to have as context an overview of current economic condi-

tions and challenges in the world. Accordingly, I will devote my remarks this

morning to a survey of global economic developments.

spread

interest rate

inflation

asset price

excess capacity

depreciation

liabilities

fiscal deficit

infrastructure

II. Team Work: Analyse and Discuss
1. Read the text and pick out some key phrases related to its theme.

2. Produce an outline of the text by referring to the key phrases.

3. Pick out all the words, phrases or sentences that you don’t

understand and discuss them with your team-mates. Elect

a team leader to report your understanding of the difficult

language items to the whole class.

2. Scan the text again for the meanings of the following key terms.
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The Global Economy—Recent Developments
2 As you know, global economic growth was very strong in 2004, with the rate of

expansion being the highest in nearly 30 years. The expansion was underpinned

by accommodative macroeconomic policies, improving corporate balance sheets,

and supportive financial market conditions. Importantly, last year’s economic

performance was recorded not just in growth, but also in a significant rise in

per capita incomes in all regions of the world. Sub-Saharan Africa, in particular,

posted its highest GDP increase in a decade. These encouraging results were

due partly to strong global demand and prices for commodity exports, but they

also pointed to better policies in a number of countries.

3 For this year, growth is expected to slow moderately, but still remain above

trend at around 4.25 percent. This positive overall picture, however, should not

lead us to overlook some growing divergences across regions. In particular, the

global expansion has become less balanced, and is projected to remain so. Growth

has been stronger than expected in the United States, China, and most emerging

markets and developing countries. In contrast, the performance of Europe and

Japan has been disappointing, reflecting, to different extents, faltering exports

and weak domestic demand.

4 Related to this growth pattern, global current account imbalances have also widened.

The U.S. current account deficit was a record 5.7 percent of GDP for 2004. This

deficit has not yet been moderated by the depreciation of the U.S. dollar over the

past year. The effects of the dollar’s fall have been offset by continued strong do-

mestic demand relative to its trading partners, and higher oil prices. The U.S. cur-

rent account deficit is matched by corresponding surpluses in emerging Asia, Japan,

oil-producing countries in the Middle East and the Commonwealth of Independent

States (CIS), and, to a much lesser extent, the euro area. In emerging Asia and the

oil-producing countries, external reserves have continued to rise sharply, with a

significant portion believed to be held in U.S. dollars.

5 Partly reflecting these developments, over the last eight months, the U.S. dol-

lar has largely depreciated, although it has strengthened recently. The dollar’s
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movement has been matched by appreciations of industrial and emerging

market currencies, including several in emerging Asia. To date, the adjust-

ments in the dollar have been orderly. With options market data suggesting

that implied volatility remains moderate, markets appear optimistic that this

will continue to be the case.

6 Concerning inflation and inflationary pressures, these remain relatively subdued.

The second-round effects from recent higher oil prices appear not to have been

significant. And with monetary tightening under way in most cyclically ad-

vanced countries, inflationary expectations are generally well-grounded. For

that reason, inflation is expected to remain moderate in the near future. However,

as the global economic expansion continues and labor market conditions tighten,

inflationary pressures could rise further and will need to be monitored closely.

This is more likely to be the case if labor productivity growth were to weaken at

the same time. In addition, monetary policy management could also become

increasingly difficult in some emerging market economies, notably in Asia and

the CIS. Strong external inflows can be expected to add to inflationary pres-

sures in these regions, especially in the absence of greater upward exchange

rate flexibility. In Latin America, where some countries have had recurrent bouts

of inflation, central banks have already begun monetary tightening to help re-

strain expectations.

7 Financial market conditions remain generally favorable, and they continue to sup-

port the global economic upswing, although uncertainty has increased. Policy

rates in most countries remain close to zero in real terms, although there has been

some tightening in conditions recently. Long-run interest rates remain below long-

term levels, and credit spreads have widened somewhat from their lows. As for

equity markets, these have risen lately, following a modest correction from their

earlier strong performance. Emerging market external borrowing has also been

strong to date, and many countries have nearly completed their 2005 financing

needs. These developments partly reflect improved fundamentals, including well-

grounded inflationary expectations, strengthening corporate balance sheets, and

reduced external vulnerabilities in emerging markets. However, the current
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conditions also reflect highly accommodative monetary conditions across the

globe, a continuing search for yield by investors, and, in the case of low long-

run interest rates, ample liquidity and supply of funds. Correspondingly, finan-

cial conditions could tighten markedly, particularly in the event of unexpected

shocks.

8 In the specific case of Europe, interest rates will in time have to be raised, but

key considerations argue for maintaining an accommodative policy stance.

First, inflationary pressures appear set to ease and inflationary expectations

are well-anchored, not least reflecting the credibility of the European Central

Bank. Second, wage setting has fundamentally improved and there are no

indications of second-round effects. Third, liquidity, credit, and asset price

developments do not yield robust cautionary signals for the area as a whole.

At the same time, the case for a rate cut at this juncture is not yet evident.

Inflation remains above 2 percent and signals on prospects for the recovery

over the balance of the year are mixed. But, with inflation headed for rates

well below 2 percent, a cut in interest rates would be appropriate if the

economy’s weakening became more pervasive or if the euro appreciated

sharply on a multilateral basis.

Short-Term Risks
9 Despite the generally favorable outlook, recent economic indicators suggest an

“emerging soft patch” in the major industrial countries, mostly attributed to the

lagged impact of higher oil prices. If oil prices were to continue falling, after

reaching nominal peaks in March, this soft patch is expected to be mild and

temporary. In this connection, the underlying crude oil market continues to be

driven by strong demand, particularly in the United States and China, and long-

dated futures remain high. At the same time, there is very little upstream excess

capacity. Growth is declining in non-OPEC supply, and there are uncertainties

about OPEC’s ability to cope with increasing demand. The future price of oil

therefore poses one risk to the economic outlook.
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10 Similarly, there is also a risk that financial market conditions could tighten

significantly. Despite positive signs, such as falling 10-year rates, we should

not rule out a sharp rise in U.S. long-run interest rates. This would adversely

affect domestic demand, especially if driven by a rise in inflationary expectations,

or weaker foreign demand for U.S. assets. And if higher U.S. rates led to higher

long-run interest rates elsewhere, it would also raise the risk of a synchronized

decline in housing markets. This will be of particular concern in regions where

housing prices are already elevated, with household balance sheets being vul-

nerable to rising rates. Higher U.S. rates could also adversely affect emerging

market spreads, which could dampen the enthusiasm for borrowing. In addition,

and as discussed below, the U.S. current account deficit remains at record levels.

Its potential to cause a possibly disorderly depreciation of the U.S. dollar can-

not be ruled out.

11 The increasingly unbalanced global expansion is also another risk factor for

the global economy. As I mentioned earlier, global growth remains unduly

dependent on the United States, China and most emerging markets and devel-

oping countries. If this situation persists, it will further widen global

imbalances, increasing the potential for abrupt corrections in currency and

capital markets. The risks for a more significant slowdown later on will also

be raised, especially if growth in the U.S. and China were to weaken

simultaneously.

Medium-Term Vulnerabilities
12 In some respects, industrial and developing countries are better placed to man-

age these risks than they were in the past. Macroeconomic policy frameworks,

particularly on the monetary side, have improved, and economies have gener-

ally become more flexible, albeit to differing extents. And given the importance

of a strong banking system to economic stability, it is encouraging to note that

financial institutions by and large are now more resilient to shocks. Banking

systems that are free from political influence, in particular, are to be welcomed.

Further, external vulnerabilities in emerging markets have also been reduced
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significantly. That said, the scope for short-term policy maneuver in response

to the unexpected is limited. A combination of shocks, such as lower global

growth, higher interest rates, and rising oil prices � could create significant

difficulties for many emerging markets and developing countries. Moreover,

three overarching global vulnerabilities remain. Although these vulnerabilities

are essentially medium-term in nature, they increasingly affect the short-term

outlook.

13 First, I return again to the issue of the deepening global imbalances. Here, our

projections suggest little improvement in the foreseeable future. The U.S. ex-

ternal deficit has so far been financed relatively easily, aided by continued capital

inflows from around the world. However, the demand for U.S. assets is not

unlimited. As underscored by the market reactions to rumors of possible central

bank reserve diversification, a continuing sharp rise in U.S. net external liabili-

ties will carry increasing risks. These imbalances should therefore be addressed

immediately, through the following actions: medium-term fiscal consolidation

in the United States; greater exchange rate flexibility in emerging Asia, sup-

ported by continued financial sector reform; and continued structural reforms

to boost medium-term domestic demand and growth in Europe and Japan. This

combination of measures is generally agreed as being necessary, but their imple-

mentation has lagged.

14 Second, fiscal positions in many countries remain very difficult, posing a sig-

nificant medium-term threat to macroeconomic stability. In the largest indus-

trial countries, fiscal deficits remain high, with Canada being a notable exception.

Projected improvements, in addition to being generally unambitious, are also in

many cases not underpinned by credible measures. In the case of emerging

markets, while fiscal indicators have generally improved, many countries

still have a long way to go to bring public debt-to-GDP ratios to sustainable

levels. Further, the fiscal implications of having to accommodate aging

populations, particularly in the euro area and Japan, remain largely

unaddressed.
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15 Europe, in particular, has failed to narrow its structural fiscal imbalances since

2000. At the same time, public debt has risen. This region needs to move

aggressively to address the unsustainability embedded in the looming demo-

graphic shock that will be presented by an aging population. This will require

not only further entitlement reforms, but also achievement of a roughly bal-

anced structural fiscal position for the area as a whole by the end of the current

decade, when the population’s aging is set to accelerate. Whether at the na-

tional or area-wide level, credible rules-based fiscal frameworks will be key to

meeting this challenge.

16 Third, structural weaknesses continue to constrain growth in key areas, and

increase countries’ vulnerability to shocks. The challenges faced by different

regions and countries vary widely, but they include:

• Rigid labor and product markets in the euro area;

• Corporate and financial sector weaknesses in Japan and much of emerging

Asia;

• Unfavorable investment climates in Latin American countries;

• Weak banking supervision systems in central and eastern Europe; and

• For the Middle East, a need to greater develop institutional infrastructure for

non-oil sector development.

17 Beyond the potential risks to macroeconomic stability, these three vulnerabili-

ties pose significant downside risks to short-term global growth. In particular,

history suggests that even an orderly adjustment in the U.S. current account

imbalance is likely to be accompanied by slower U.S. growth. Given the con-

straints I described earlier, this is unlikely to be offset by stronger activity

elsewhere. At the same time, rising public debt will put upward pressure on

long-run interest rates. It will also limit the scope for policy adjustment in re-

sponse to unexpected shocks. Finally, structural rigidities limit the ability of

countries to take full advantage of technological change and globalization’s

opportunities.
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Conclusion
18 All of this is not to paint a negative picture for the world economy in 2005. In

fact, as I pointed out at the beginning of these remarks, global GDP growth is

projected at a healthy 4.3 percent for this year. Growth this year will be slightly

lower than last year, but still above historical trends. The U.S. economy, in

particular, is set to continue expanding. We are also expecting to see gradual

recovery in the euro area and Japan, as well as a strengthening of activity in

much of emerging Asia. China’s economic momentum remains very strong,

and growth in India also remains quite robust.

19 These are important and positive indicators which provide an ideal context for

your discussion over the next two days. Globalization and economic expansion

have brought prosperity and advancement to many in the world. Yet, it is im-

portant that we step back periodically to consider how best to share the global

economy’s fruits with even more of society. I therefore applaud the Spanish

Confederation of Savings Banks for bringing focus to the theme of corporate

social responsibility.

(Adpted from http://www.imf.org/)

underpin (para. 2) /OndK'pIn/ v.  to give strength or support to

something and to help it succeed ����

��� � ��� ��

accommodative (para. 2) /K'kJmKdeItIv/ adj.  of the property of being

able to accommodate ���� �����

����

post (para. 2) /pKJst/ v.  to put up a public notice about

something ������
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divergence (para. 3) /daI'vD:dNKns / n.  a difference between two

or more things such as opinions or interests

�� � ��

project (para. 3) /prKJ'dNekt/ v.   to calculate what something

will be in the future, using the information

you have now� � � � � � � ��� ��

falter (para. 3) /'fR:ltK(r)/ v.  to become weaker and unable

to continue in an effective way��� ��

moderate (para. 4)  /'mJdKreIt/ v.  (formal) to make something

less extreme or violent, or to become less

extreme or violent� � � � � � ��� ��

volatility (para. 5) /.vJlK 'tIlKtI/ n.  situation that is likely to

change suddenly and without warning �

�� ����

subdued (para. 6) /sOb 'djJd / adj.  not very loud, intense,

noticeable, etc. ������ ���� �

���

notably (para. 6) /'nKJtbKlI/ adv.  especially; in particular�

��� ���

recurrent (para. 6) /rI'kOrKnt/ adj.  happening or appearing sev-

eral times ������ �����

bout (para. 6) /baJt/ n.  a short period of time during which

you do something a lot, especially some-

thing that is bad for you ��� ��� ��

restrain (para. 6) /rI'streIn/ v.  to control or limit something

that is increasing too much ��� ��

upswing (para. 7) /'OpswIE/ n.  an improvement or increase in

the level of something ��� ��� ��

vulnerability (para. 7) /.vOlnKrK'bIlKtI/ n.  a place, thing or idea

that can be easily harmed or hurt �� ��

ample (para. 7) /'GmpKl/ adj.  more than enough ���

in the event of (para. 7) if something happens ��� ��
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stance (para. 8) /stGns/ n.  an opinion that is stated publicly

� � � � � � � ��� ��� ��

anchor (para. 8) /'GEkK(r)/ v.  to fasten something firmly so

that it cannot move ���� ��

not least (para. 8) especially ��� ��

at this juncture (para. 8) at this point in an activity or period of time

����� ����

upstream (para. 9) /.Op'stri:m/ adv.  along a river, in the oppo-

site direction from the way the water is

flowing ���� ��

rule out (para. 10) to decide that something is not possible or

suitable � � � � � ����� ����

����

synchronize (para. 10) /'sIEkrKnaIz/ v.  to happen at exactly the

same time, or to arrange for two or more

actions to happen at exactly the same time

(��� )��� ����

housing (para. 10) /'haJzIE/  n.  the work of providing houses

for people to live in ����

dampen (para. 10) /'dGmpKn/ v.  to make something such as a

feeling or a reaction less strong ����

��

unduly (para. 11) /.On 'dju:lI/ adv.  more than is normal or

reasonable ���� ���

resilient (para. 12) /rI 'zI l IKnt / adj .   strong and not easily

damaged by being pulled, pressed, etc.

����

maneuver (para. 12) /mK 'nu:vK(r) / n. a skillful or carefully

planned action intended to gain an advan-

tage for yourself ��� ��

overarching (para. 12) /.KJvKr'CtBIE/ adj.  including or influencing

every part of something ��� ����

�� �����
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underscore (para. 13) /.OndK'skR:(r)/ v. to show that something is

important ��

diversification (para. 13) /daI.vD:sIfI'keIBKn/ n.  the act of changing

something or making it change so that there

is more variety ���

address (para. 13) /K'dres/ v. to try to deal with a problem or

question ��� �� � �� � � � �

lag (para. 13) /lGg/ v.  to move or develop more slowly

than others ��� ��� ��

embed (para. 15) /Im 'bed/ v.  to put something firmly and

deeply into something else, or to be put into

something in this way ��� �����

loom (para. 15) /lu:m/ v.  if a problem or difficulty looms, it

is likely to happen very soon����� �

� � ����

entitlement (para. 15) /In'taItlmKnt/ n.  the official right to have or

do something, or the amount that you have a

right to receive ��� ��

constrain (para. 16) /kKn'streIn/ v.  to limit something ���

� �

rigidity (para. 17) /rI'dNIdKtI/ n.  the state of being stiff and not

moving or bending ��� �����

savings bank (para. 1) a bank where people can save small amounts

of money and receive interest on it  ����

macroeconomic policy (para. 2) the government actions designed to affect

the performance of the economy as a whole,

including monetary policy, fiscal policy,

etc. ������

per capita (para. 2) for or by each person �� � ����
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balance sheet (para. 2) a document that shows the totals of money

received and money paid out by a com-

pany and the difference between them �

����

current account (para. 4) an account that shows money going into and

out of a business for goods and services �

���� ���� � ����

depreciation (para. 4) /dI.pri:BI'eIBKn/ n.  a reduction in the value

of a country’s currency ����

reserves (para. 4) /rI'zD:vz/ n.  [~s] the capital from a business

that is set aside from profit or shares sold at

higher than their original price. It forms part

of the firm’s net assets. ���� ���

options market (para. 5) a place where options (rights to buy shares,

currencies, etc. at a specified price in the

future) are bought and sold ����

monetary policy (para. 6) the way in which governments control the

economic conditions of a country by in-

creasing or reducing the money supply ��

��

real terms (para. 7) the amount of goods and services a sum of

money can buy at a given time taking infla-

tion into account �� � �������

������

liquidity (para. 7) /lI'kwIdItI/ n. �����

excess capacity (para. 9) machines, resources, etc. not being used �

������� �����������

������������ ������

��������� �� over capacity

liabilities (para. 13) the amounts of money owed by a business

considered together; debts �� � ��

infrastructure (para. 16) /'InfrK.strOktBK(r)/ n.  large-scale public

services, such as water and power supplies,
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road, rail and air transport system, tele-

phone and radio communications, needed to

support economic activity. In modern con-

ditions such services need very large amounts

of capital which only governments can

provide. ����

1. accommodative macroeconomic policies (para. 2): central bank policies de-

signed to stimulate economic growth by lowering short term interest rates, mak-

ing money less expensive to borrow. Also called “loose credit” or “easy mon-

etary policy”, opposite of “tight monetary policy”.

2. euro (para. 8): the currency of many countries of the European Union, intro-

duced in 1999 for companies, with banknotes and coins available in 2002. ���

������������ ���������� 1999� 1� 1�����

������ ����� ������� ��������� � ECU� � 1� 1

� ������� 2002 � 1 � 1 ���������� 12 ������ 12

������� 2����������� � 2002� 7� 1���� ���

�������������

3. upstream (para. 9): �� upstream ��� � � � � �� upstream, midstream,

downstream products ���� ��� ����� ��������� ��

����� ���� ���

4. OPEC (para. 9): Organization of Petroleum Exporting Countries, an organi-

zation of nations that produce and sell oil and which tries to influence the

price of the oil. It was established to coordinate the petroleum policies of its

members and to provide the member states with technical and economic aid.

The organization was founded in September 1960 by Iran, Iraq, Kuwait, Saudi

Arabia, and Venezuela, currently with a membership of 13 countries. The head-

quarters of OPEC, initially in Geneva, were moved to Vienna in 1965. ���

����

5. entitlement reforms (para. 15): reforms on social welfare system
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I. Discuss and answer the following questions.

1. What factors underpinned the global economic expansion in 2004?

2. What is the situation of unbalanced global expansion in the different

regions?

3. What matches the U.S. current account deficit?

4. In what condition could the inflationary pressures rise further and will need

to be monitored closely?

5. What global economic situation could the current favorable financial mar-

ket conditions partly reflect?

6. Why, in the specific case of Europe, will interest rates in time have to be

raised, but key considerations argue for maintaining an accommodative

policy stance?

7. Why does the future price of oil pose one risk to the economic outlook?

8. What will further widen global imbalance for the world economy?

9. What would create significant difficulties for many emerging markets and

developing countries for medium-term vulnerabilities?

10. What actions should be taken to deal with the issue of the deepening glo-

bal imbalances, one of the medium-term vulnerabilities?

II. Paraphrase the following sentences.

1. The expansion was underpinned by accommodative macroeconomic policies,

improving corporate performance balance sheets, and supportive financial mar-

ket conditions. (para. 2)

2. For this year, growth is expected to slow moderately, but still remain above

trend at around 4.25 percent. (para. 3)

3. To date, the adjustments in the dollar have been orderly. (para. 5)

4. And with monetary tightening under way in most cyclically advanced countries,

inflationary expectations are generally well-grounded. (para. 6)

5. In Latin America, where some countries have had recurrent bouts of inflation,

central banks have already begun monetary tightening to help restrain

expectations. (para. 6)

6. First, inflationary pressures appear set to ease and inflationary expectations

are well-anchored, not least reflecting the credibility of the European Central

Bank. (para. 8)

EXERCISES
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7. Third, liquidity, credit, and asset price developments do not yield robust cau-

tionary signals for the area as a whole. (para. 8)

8. Despite the generally favorable outlook, recent economic indicators suggest an

“emerging soft patch” in the major industrial countries, mostly attributed to the

lagged impact of higher oil prices. (para. 9)

9. Despite positive signs—such as falling 10-year rates—we should not rule out a

sharp rise in U.S. long-run interest rates. (para. 10)

10. And given the importance of a strong banking system to economic stability, it is

encouraging to note that financial institutions by and large are now more resil-

ient to shocks. (para. 12)

III. Translate the following sentences into Chinese.

1. This positive overall picture, however, should not lead us to overlook some

growing divergences across regions. In particular, the global expansion

has become less balanced, and is projected to remain so. (para. 3)

2. The effects of the dollar’s fall have been offset by continued strong domes-

tic demand relative to its trading partners, and higher oil prices. (para. 4)

3. With options market data suggesting that implied volatility remains moderate,

markets appear optimistic that this will continue to be the case. (para. 5)

4. Policy rates in most countries remain close to zero in real terms, although

there has been some tightening in conditions recently. (para. 7)

5. These developments partly reflect improved fundamentals, including well-

grounded inflationary expectations, strengthening corporate balance sheets,

and reduced external vulnerabilities in emerging markets. (para. 7)

6. In this connection, the underlying crude oil market continues to be driven by

strong demand, particularly in the United States and China, and long-dated

futures remain high. (para. 9)

7. Higher U.S. rates could also adversely affect emerging market spreads, which

could dampen the enthusiasm for borrowing. (para. 10)

8. Macroeconomic policy frameworks, particularly on the monetary side, have

improved, and economies have generally become more flexible, albeit to dif-

fering extents. (para. 12)

9. As underscored by the market reactions to rumors of possible central bank

reserve diversification, a continuing sharp rise in U.S. net external liabilities

will carry increasing risks. (para. 13)

10. This region needs to move aggressively to address the unsustainability em-

bedded in the looming demographic shock that will be presented by an aging

population. (para. 15)
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I .I .I .I .I . Topics for DiscussionTopics for DiscussionTopics for DiscussionTopics for DiscussionTopics for Discussion

1. In the text, the author mentioned that “… global growth remains unduly

dependent on the United States, China and most emerging markets and

developing countries.” (para. 11) If this situation persists, what conse-

quences could such unbalanced global expansion bring to the world

economy?

2. Describe the structural reforms which China has experienced after

its opening-up to the outside world. How did these changes affect

your life?

I I .  Case StudyII.  Case StudyII.  Case StudyII.  Case StudyII.  Case Study

Use the Internet or a library to collect data and try to describe the

macroeconomic performance last year and that of ten years ago of

your hometown or any other city in China. Analyze the reasons for the

changes. Write a report on your research and make a presentation to

your classmates.

(Hints: Your report may cover the GDP growth, rate of inflation, rate

of unemployment, f inancial market conditions, etc. Compare the

changes in what monetary policies or fiscal policies were taken; what

was infrastructure like, what roles natural and human resources played,

etc.)

IV. Translate the following paragraph into English.

��������������������������������

����������� ���������������������

������������� ������������������

�� ������������������������ � � � � �

�� ������������ ������������������

�����
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Surprise!
Author unknown

The balance of economic power in the world is changing. Good.

1 If Economists have a tendency to trust their figures too much, politicians often pay

numbers too little attention; and they do so at their peril. Napoleon dismissed Brit-

ain as a nation of shopkeepers, but its emerging might as a trading power helped

fight him off. In the Cold War Western strategists probably spent too much time

worrying about the Soviet Union’s military clout, and not enough analyzing its

commercial frailties. Economics does not determine history, but it does provide

the backbeat. And something dramatic has been happening to the numbers recently.

2 As our survey this week points out, the emerging world now accounts for over half

of global economic output, measured in purchasing-power parity (which allows for

lower prices in poorer countries). Many economists prefer to measure GDP using

current exchange rates (which put the emerging world’s proportion closer to 30

percent). But even on this basis the newcomers accounted for well over half of the

growth in global output last year. And a barrage of statistics shows economic power

shifting away from the “developed” economies (basically North America, Western

Europe, Japan and Australia) towards emerging ones, especially in Asia. Develop-

ing countries chew up over half of the world’s energy and hold most of its foreign-

exchange reserves. Their share of exports has jumped from 20 percent in 1970 to

43 percent today. And, although Africa still lags behind, the growth is fairly broadly

spread: They may be the most talked about, yet Brazil, Russia, India and China

account for only two-fifths of emerging-world output.

3 No social or economic change this big takes place without friction. The most obvi-

ous sign is the uproar about jobs being “outsourced” to India and China. The howls

will get louder as globalization affects ever-richer voters. But there are wider rami-

fications too. The once-poor world is scouring the earth for mineral rights, trying to

Text  B
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buy Californian oil firms, accounting for ever more carbon emissions and making

its weight felt in international negotiations on everything from trade to prolifera-

tion to the secretary-generalship of the United Nations.

An idea whose time has come, again
4 There are weaknesses in some of the growth stories. China’s population is aging

and India’s schools are rotten. Perhaps the emerging world won’t continue to mo-

tor along at nearly three times the rich world’s pace. Maybe it will take a little

longer than 2040 to fulfill Goldman Sachs’s prediction that the world’s ten biggest

economies, using market exchange rates, will include Brazil, Russia, Mexico, In-

dia and China. But these are arguments about when, not whether, change will happen.

And things could speed up: Even the rosiest predictions underestimated Asia’s ability

to recover from its 1997 financial crisis.

5 This shift is not as extraordinary as it first seems. A historical perspective shows it

to be the restoration of the old order. After all, China and India were the world’s

biggest economies until the mid-19th century, when technology enabled the West

to leap ahead. Nor should it be regarded as frightening. The West, as well as hun-

dreds of millions of people in developing countries, has benefited from emerging-

world growth. Globalization is not a zero-sum game: Mexicans, Koreans and Poles

are not growing at the expense of Americans, Japanese and Germans. Developing

countries already buy half the combined exports of America, Japan and the euro

area. As they get richer they will buy more. The world is on course for its fastest-

ever decade of growth in GDP per head, which has been powering ahead at an

annual rate 3.2 percent since 2000� far faster than during the great period of glo-

balization that ended with the First World War.

Somewhere, over the rainbow
6 If that comparison raises specters, so it should. A century ago Edwardian globalists

were predicting ever more peace and prosperity� only to see those dreams blown

apart on the fields of Flanders. The momentum behind globalization is considerable;

but pushing trade barriers lower depends on political will. It is doubtful that any

American president would follow the example of the Chinese emperor Qianlong,
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who announced in 1793 that the then economic superpower has no interest in “for-

eign manufactures.” But there are a few worrying omens in the air, notably the

collapse of the Doha round of trade talks.

7 Protectionism and xenophobia should be fought wherever they spring up. But it is

also worth acknowledging that these bumptious new economic powers have made

the world more complicated for Western policymakers. For instance, although they

have helped keep inflation and interest rates down, they have also encouraged asset

prices to bubble up. They have allowed America to finance its massive current-

account deficit with apparent impunity. Righting these imbalances will be tricky,

even if the strength of emerging economies makes the world less dependent on

America.

8 But the two main challenges for the West are long-term political ones. One has to

do with accepting that there will be some Western victims of globalization. Adding

1.5 billion people to the global labor force has boosted the return to capital and

richly rewarded rich Westerners; but in Germany, Japan and the United States, real

wages for the median worker have barely budged. None of this is an excuse for

protectionism� unless you want to make everybody poorer. But there may be

fiercer debates, even in America, about using the tax and benefits system to redis-

tribute more of the winnings.

9 The other challenge has to do with geopolitics. As the balance of economic power

in the world changes, mustn’t the balance of political power change too?

10 In time, perhaps. But economic power is not the same as political power. Most

developing countries do not hold strong military force: China does not yet own a

single aircraft-carrier, and its defense budget is less than the annual increase in

America’s. Not in political terms is there such a thing as an “emerging block”: No

alliance of interests brings all these very different countries together in the way that

history and culture have united America and Europe. In Asia, for example, the rise

of China is balanced by the rise of India, which America is striving to turn into a

strategic partner. But there is also plainly a need to fiddle with some of the global
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political architecture. The IMF will tinker with the power structure of the fund at

its annual meeting next week. Others should follow. Similarly, it does not make

much sense for the G7, supposedly the world’s main economic club, to discuss

currencies when China, which holds the largest official reserves, is not a member.

11 Making such adjustments will no doubt be awkward. But these are the problems of

success. A world in which most people enjoy prosperity and opportunity is surly

better than one in which 80 percent are mired in economic stagnation. Celebrate

the riches that globalization has brought� and be prepared to defend the economic

liberalization that underpins it.

(Adapted from The Economist, Sept. 16th , 2006)

1. backbeat (para. 1):  /'bGkbi:t/ n. (������� ) �����

2. purchasing-power parity (PPP) (para. 2):  ��� � �� ���������

������������������������� ��������

���������� ��������������� ��������

������� ���������������������

3. howl (para. 3):  /haJl/ n. a loud cry of pain or anger� � � ������� �� �

��

4. ramification (para. 3):  /.rGmIfI'keIBKn/ n. (formal) an additional result of

something you do, which may not have been clear when you first decided to do it

����� � �����

5. scour (para. 3): /'skaJK(r)/ v. to search very carefully and thoroughly through an

area, a document, etc. � � � � � ��

6. Goldman Sachs (para. 4):  a leading global investment banking, securities and

investment management firm that provides a wide range of services worldwide

to a substantial and diversified client base that includes corporations, financial

institutions, governments and high net-worth individuals. Founded in 1869 by Mr.
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Marcus Goldman, it is one of the oldest and largest investment banking firms.

The firm is headquartered in New York and maintains offices in London,

Frankfurt, Tokyo, Hong Kong and other major financial centers around the

world. ��

7. zero-sum game (para. 5): a situation in which you receive as much money or

advantages as you give away ������� � � � � � � � � � � � � � �

8. specter (para. 6): /'spektK/ n. something that people are afraid of because it may

affect them badly ������� � � � � � �

9. Edwardian (para. 6):  /ed'wR:dIKn/ adj. relating to the time of King Edward VII of

Britain (1901-1910) ��������

10. Flanders (para. 6):  /'flZ:ndKz/ a flat area consisting of what is now part of Belgium,

the Netherlands, and northen France. Important battles were fought here in the

First World War. ���  [������� ]

11. omen (para. 6): /'KJmKn/ n. a sign of what will happen in the future ��� ���

��

12. xenophobia (para. 7): /.zenKJ 'fKJbIK/ n. extreme fear or dislike of people from

other countries ���������� ��� ���

13. bumptious (para. 7): /'bOmpBKs/ adj. too proud of your abilities in a way that

annoys other people ������ ������ ���

14. impunity (para. 7): /Im'pju:nKtI/ n. if a person does something bad with impunity,

they do not get punished for what they have done ��������

15. median worker (para. 8): the average worker

16. budge (para. 8): /bOP/ v. (informal) to move, or to make someone or something

move� � � ��� ��

17. fiddle with (para. 10): to keep moving something or touching it with your fingers,

especially because you are bored or nervous � � � � � � � � � � �����

��

18. tinker with (para. 10): to make small changes to something in order to repair it or

make it work better � � � � � � � ��� �� � ��

19. mired in (para. 11):  stuck in a bad situation and unable to get out or make progress

����� ����
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EXERCISES

I. Decide whether the following statements are true [T] or false [F].

1. Britain’s emerging trading power played an important role in defeating

Napoleon. [  ]

2. Inflation rates and interest rates were preferred by many economists to

measure GDP. [  ]

3. China’s aging population and India’s poor education are the bottlenecks in

their economic development. [  ]

4. Globalization itself is not likely to push trade barriers lower according to

the text. [  ]

5. Massive influx of labor force from Asia countries has benefited the rich

people and the poor people in the Western countries. [  ]

II. Research work and discussion.

The article mentions that “maybe it will take a little longer than 2040 to

fulfill Goldman Sachs’s prediction that the world’s ten biggest economies,

using market exchange rates, will include Brazil, Russia, Mexico, India and

China.” Do you think the five countries can join the rank of the world’s ten

biggest economies by that time? Please give supports for your argument.
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Global Institutions

The Great Depression of the 1930s leads to the birth of Keynesianism and the inter-

ventionist state. As World War II ends, the victors put together a new set of rules for

the global economy. This postwar financial architecture includes the World Bank, the

International Monetary Fund (IMF) and the General Agreement on Tariffs and Trade

(GATT) and later the World Trade Organization (WTO).

Unit 2

Background and Gist

GUIDE TO READING

TOPIC

ABOUT TEXT A

Text A describes the formation and the roles of the three most important interna-

tional institutions that govern the global economy: the IMF, the World Bank, and

the WTO. The IMF and World Bank both originated in World War II as a result of the

UN Monetary and Financial Conference at Bretton Woods, in July 1944, part of a

concerted effort to finance the rebuilding of Europe after the devastation of World

War II and to save the world from future economic depression. The task of ensuring

global economic stability was assigned to the IMF, and the mission of eradicating

poverty to the World Bank. The Bretton Woods agreement had called for a third

international economic organization � the World Trade Organization to govern in-

ternational trade relations, to encourage the free flow of goods and services on a

global scale.
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Wayne Ellwood is an editor of New Internationalist magazine, based in Toronto. He is

also the editor of The A to Z of World Development (BTL, 1998).

The text demonstrates the features of formal argumentative essays. It is well struc-

tured and formal in language style. However it is not full of special terms since the

intended audience is the general public, not economists. This would be typical of

the reading we would expect to find in most journal magazines and newspapers.

ABOUT TEXT B

Text B is a speech delivered by Dr. Supachai Panitchpakdi on June 9, 2004 to a

conference hosted by the Moroccan authorities to mark the 10th anniversary of

the signing of the Marrakesh Agreement. He proclaimed that the achievements

of the last decade were encouraging. The trading system has shown its resil-

ience in the face of financial turbulence and it has contained and resolved over

300 trade disputes between its members, providing for greater stability and

predictability in global commercial exchanges.

Dr. Supachai Panitchpakdi was born in Bangkok on May 30th, 1946. He received

his Ph.D. in Economic Planning and Development at the Netherlands School of

Economics in Rotterdam. In 1988, he was appointed Director and Advisor, and

subsequently President of the Thai Military Bank. In 1992, he was appointed

Senator, and that same year he became Deputy Prime Minister entrusted with

oversight of the country’s economic and trade policy making. In September 1999,

he was elected Director General of the World Trade Organization (WTO), taking

office on September 1, 2002.
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