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Ot aBTOpPOB

VYyedbnoe nocobue «lIpodeccnoHaibHO OpUEHTHUPOBAHHAA KOMMY-
HUKAIlMsl Ha aHIJIMHACKOM si3bIke 111 SkoHomwmctoB / Professionally-
oriented Communication in English for Economists» npennaznadeno s
3aHSTHI MO MPAKTUYECKOMY KYpPCY aHTJIMMCKOTO sI3bIKa B paMKax y4eOHO
TUCHUTIIUHBL  «[IpogheccuonanvbHo  OpueHmMuUpoBanHas KOMMYHUKAYUS
Ha UHOCMPAHHOM A3bIKe» I oOywaromuxcs mno HampasieHuto 38.03.01
«Ixonomuxay (nmporpamma 38.03.01.12 «Meoswcoynapoonas sxonomuray).

Hacrosiiee nocodue nocBsIEHO PSAY KIIOUYEBBIX aClEKTOB Ipodec-
CHOHAJILHO OPUEHTUPOBAHHONW KOMMYHHUKAIIMU B 00JIACTU YKOHOMUYECKOU
TEMAaTUKU W SIBISETCS JIOTUYECKUM TMPOJOJIKEHUEM YUYeOHBIX MOCOOUi
«KpacHosipckuii kpai: 3kOHOMHKA. [IpakTMKyM N0 NUCBMEHHOMY M YCT-
HOMY nepeBony ¢ nucta» (aBropel: C.B. bepmanckas, B.A. PazymoBckas,
Y.B. CmupnoBa), «KpacHOSIpCcKuid Kpai: BOIIPOCHl PErMOHAIBHOIO Pa3BU-
tus. [IpakTukym npodeccnoHanbHO-OPUEHTHPOBAHHOTO MUCHMEHHOTO TIe-
peBojia u nepeoja ¢ aucta» (aBtopsl: B.A. Pazymosckas, H.B. Knumo-
Bud, S.B. CokonoBckuit) u «IlepeBoiuM TEKCTHI 1O 3KOHOMUKE. [IpakTu-
KyM 1O MpOoQEeCcCHOHAILHO OPUEHTHUPOBAHHOMY TIEPEBOY» (aBTOPHI:
B.A. Pazymogckas, H.B. Knumosuu, 10.E. BanskoBa), onyOJiMKOBaHHBIX B
CubupckoMm penepanpaom yauBepcurtere B 2010, 2015 u 2017 rogax.

TekcToBOM MaTepuall U HCHOJb3yeMasl CHCTEMa YIIPA)KHEHHUM CIO-
COOCTBYIOT (DOPMHUPOBAHUIO Y CTYJEHTOB KOMMYHUKATHBHON KOMIIETCH-
uuu (Hapsiy C JUHTBUCTUYECKOW U MEXKKYJIbTYPHOW), HAlPABICHHON Ha
oOecreueHre roTOBHOCTH CTYJEHTOB K MpeACTOsIell mpodeccuoHalbHON
NEATEeIIbHOCTH B (hOpPME MEXKKYIBTYPHOTO OOIIEHUS (IMaJiora) U B YCIOBU-
X COBPEMEHHOTO MOJIUKYJIbTYPHOM OOIIECTBA, MEXAYHAPOIHON MOOUIIb-
HOCTH W MHTErparuu. B mocoonu rapMOHUYHO COUYETAIOTCS 3aJaHus, OpH-
C€HTUPOBAHHBIC HA PA3BUTUE Y CTYJICHTOB YMEHUN B 00JIACTH YETHIPEX OC-
HOBHBIX BUJOB PEYEBOM JICSITEIHLHOCTH (TOBOPEHUS, Ay IMPOBAHUS, YTEHUSI,
MKChMA), UTO 00ECIIEYMBACT YCIEIIHYI0 MPO(EeCCUOHANIBHYI0 KOMMYHHUKA-
uuto. Marepuan HampaBjeH Ha YCBOCHHE CHCTEMAaTU3MPOBAHHbBIX 3HAHUM,
YMEHHUI U HAaBBIKOB, TTO3BOJISIONIUX O0YUYAIOIIMMCS OCYIIECTBIATH 3 deK-
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TUBHYIO WHOS3BIYHYIO U MEXKYJIbTYPHYIO MPO(ECCHOHATBEHYIO PEUYEBYIO
JeATEIbHOCTh. YUeOHBIM MaTepual MpeCTaBlIeH aKTyaJdbHBIMH M COBpE-
MEHHBIMH HaYYHBIMU W HAYYHO-TIONMYJISIPHBIMH TEKCTaMH, KOTOPBIC SIBJIS-
I0TCS ()parMeHTaMu IyOJIMKAIUH B OTKPBITBIX HCTOYHUKAX U UCITOIB3YIOT-
Csl UCKITIOUHUTEIILHO B YUCOHO-METOIUYCCKUX IesaX. B BeIOOpe U pacmpe-
JEJICHUN YIeOHOr0 MaTepuraja aBTOpbl OPUCHTUPOBAINCH HA TEMbI 9KOHO-
MUYECKUX AUCIUIUINH, U3y4aeMbIX CTYJECHTAMU B COOTBETCTBUHU C y4eO-
HBIM IIJIAaHOM 00pa30BaTEIBLHOM MPOTPAMMBI, YTO TTO3BOJIUIIO CHHXPOHU3H-
poBaTh yu4eOHYI0 HH(POPMAIIHIO TI0O HECKOJIBKUM JTUCIIATIHNHAM.

[Tocobue ocHoBaHO Ha 0a30BBIX METOJOJIOTHYECKHX MPHUHIIUAIIAX:
CHUCTEMHOCTH, IIOCJICIOBATCIILHOCTH, IEJIOCTHOCTH, KOMIUIEMEHTAPHOCTH,
WHTEPAKTHBHOCTH M B3aUMOCBSI3aHHOCTH O0YUYCHHUS.



PART 1

UNIT 1. CAUSE AND EFFECT IN MACROECONOMICS

Warming up activity

Explain the meaning of the following expressions in English and give their
Russian variants:

to adjust the interest rate, disinflationary measure, reciprocal relationships,
anticipated changes, aggregate demand, reasonable prerequisite, indispen-
sable tools, the time lag, the conduct of monetary policy, obviously interre-
lated, vector-autoregression model, to envisage today’s research.

Tasks

1. Think about the concepts of cause and effect. Watch the video about
cause and effect: https://www.youtube.com/watch?v=wSOGw6gDokl.
Give some examples of causes and effects relating to your daily actions.

2. Look at the classical definition of cause-and-effect problem. How do
you understand it? Give your personal opinion and discuss it with your
group-mates.

Causality (or cause and effect) is the natural or worldly agency or efficacy
that connects one process (the cause) with another process or state (the ef-
fect), where the first is partly responsible for the second, and the second is
partly dependent on the first. In general, a process has many causes, which
are said to be causal factors for it, and all lie in its past. An effect can in
turn be a cause of, or causal factor for, many other effects, which all lie in
its future. Causality is metaphysically prior to notions of time and space.

3. Further reading about causality: https://en.wikipedia.org/wiki/
Causality
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Give the essence of Aristotle’s four explanatory modes.

4. Try yourself at quiz to know more about the relationship between corre-
lation and causation: http://study.com/academy/practice/quiz-worksheet-
cause-and-effect-relationships.htmi

5. Skim the article “The art of distinguishing between cause and effect in
the macroeconomy”. What is its main idea?

6. Give the digest of the article “The art of distinguishing between cause
and effect in the macroeconomy” both in English and Russian.

THE PRIZE IN ECONOMIC SCIENCES 2011:
THE LAUREATES

Thomas J. Sargent

U.S. citizen. Born 1943 in Pasadena, CA, USA. Ph.D. 1968 from Harvard
University, Cambridge, MA, USA. William R. Berkley Professor of Eco-
nomics and Business at New York University, New York, NY, USA.

http://files.nyu.edu/ts43/public
Christopher A. Sims

U.S. citizen. Born 1942 in Washington, DC, USA. Ph.D. 1968 from Har-
vard University, Cambridge, MA, USA. Harold H. Helm ’20 Professor of
Economics and Banking at Princeton University, Princeton, NJ, USA.

www.princeton.edu/~sims/

The art of distinguishing between cause and effect
in the macroeconomy

How are GDP and inflation affected by a temporary increase in the inter-
est rate or a tax cut? What happens if a central bank makes a permanent
change in its inflation target or a government modifies its objective for
budgetary balance? This year’s Laureates in economic sciences, Thomas
J. Sargent and Christopher A. Sims, have developed methods for answer-
ing these and many other questions regarding the causal relationship be-
tween economic policy and different macroeconomic variables such as
GDP, inflation, employment and investments.



The economy is constantly affected by unanticipated events. The price of
oil rises unexpectedly, the central bank sets an interest rate unforeseen by
borrowers and lenders, or household consumption suddenly declines. Such
unexpected occurrences are usually called shocks. The economy is also af-
fected by more long-run changes, such as a shift in monetary policy to-
wards stricter disinflationary measures or fiscal policy with more stringent
budget rules. One of the main tasks of macroeconomic research is to com-
prehend how both shocks and systematic policy shifts affect macroeco-
nomic variables in the short and long run. Sargent’s and Sims’s awarded
research contributions have been indispensable to this work. Sargent has
primarily helped us understand the effects of systematic policy shifts,
while Sims has focused on how shocks spread throughout the economy.

Two-way relationships and prevailing expectations

One difficulty in attempting to understand how the economy works is that
the relationships are often reciprocal. Is it policy that influences economic
development or is there a reverse causal relationship? One reason for this
ambiguity is that both private and public agents actively look ahead. The
expectations of the private sector regarding future policy affect today’s de-
cisions about wages, prices and investments, while economic-policy deci-
sions are guided by expectations about developments in the private sector.




A clear-cut example of a two-way relationship is the economic develop-
ment in the early 1980s, when many countries shifted their policy in order
to combat inflation. This change was primarily a reaction to economic
events during the 1970s, when the inflation rate increased due to higher oil
prices and lower productivity growth. Consequently, it is difficult to de-
termine whether the subsequent changes in the economy depended on the
policy shift or on underlying factors beyond the control of monetary and
fiscal policy which, in turn, gave rise to a different policy. One way of
studying the effects of economic policy would be to carry out controlled
experiments. In practice, however, varying policies cannot be randomly as-
signed to different countries. Macroeconomic research is therefore obliged
to use historical data. The laureates’ foremost contribution has been to
show that causal macroeconomic relationships can indeed be analyzed us-
ing historical data, even in cases with two-way relationships. There are
good reasons to believe that unexpected shifts in economic policy may
have other effects than anticipated changes. It is not trivial, however, to
distinguish between the outcomes of expected and unexpected policy. A
change in the interest rate or tax rate is not the same as a shock, in the
sense that at least part of the change might be expected. This is a
longstanding insight in the context of the stock market. A firm which re-
ports improved earnings and higher forecasted profits might still encounter
a drop in its share price, simply because the market expected an even
stronger report. Moreover, the effects of an unanticipated policy shift
might depend on whether it was implemented independently of other
shocks in the economy or was a reaction to them. Sargent’s awarded re-
search concerns methods that utilize historical data to understand how sys-
tematic changes in economic policy affect the economy over time. Sims’s
awarded research instead focuses on distinguishing between unexpected
changes in variables, such as the price of oil or the interest rate, and ex-
pected changes, in order to trace their effects on important macroeconomic
variables. The questions which the laureates have dealt with are obviously
interrelated. Although Sargent and Sims have carried out their research in-
dependently, their contributions are complementary in many ways.

Sargent: systematic effects of economic policy

What happens in the macroeconomy when monetary policy systematically
follows a Taylor rule, i.e., when the interest rate responds to changes in in-
flation and the business cycle in a pre-determined pattern? Or what hap-



pens if a central bank is instead given a mandate to maintain inflation close
to two percent? Sargent’s analysis deals with the effects of such systematic
policy rules and the consequences of changes in the rules for policy. Ex-
pectations are an integral part of this analytical approach. Is it possible to
determine whether changes in the economy depend on shifts in economic
policy? Could such changes instead depend on fluctuations in the overall
economy that prompt decision-makers to adopt a different policy? Sargent
has examined these issues using a three-step method. His first step involves
developing a structural macroeconomic model, i.e., an accurate mathemati-
cal description of the economy. A number of parameters, which determine
the relationships among different variables, are introduced into the model.
For instance, if we know that consumers’ aggregate demand for goods and
services is affected by the expected real interest rate, this relationship
should be incorporated in the model. The parameters governing such basic
relations should not be affected by the changes in economic policy. This
includes preference parameters, which describe how individuals choose be-
tween saving and consumption depending on interest rates and income.
The second step consists of solving the mathematical model. Sargent’s
method focuses on expectations as to how macroeconomic variables will
change. For example, are expectations about inflation in the future affected
by changes in economic policy? A reasonable prerequisite for solving the
model is that individuals’ inflation expectations in the model correspond to
the forecasted inflation generated by the model itself. Imposing such a re-
quirement is easier said than done, however, and the second step in Sar-
gent’s analysis demonstrates how a solution may be found. The third and
last step is entirely statistical. Historical data are used to estimate the fun-
damental parameters that do not change after a policy shift. To simplify,
this implies that parameter values are chosen so that the model will de-
scribe historical events as well as possible. In this way, numerical values
are obtained for the parameters which describe the economic structure. The
complete model can than be used as a “laboratory” to study the effects of
different hypothetical experiments, such as a shift in monetary policy. In a
series of articles written during the 1970s, Sargent showed how structural
macroeconomic models could be constructed, solved and estimated. His
approach has turned out to be particularly useful in the analysis of econom-
ic policy, but is also used in other areas of macroeconometric and econom-
ic research. Some of Sargent’s contributions were solely methodological,
although he has also applied the new methods in highly influential empiri-
cal research. For instance, he has analyzed historical episodes of hyperin-
flation in different European countries. He has also examined the above-
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mentioned course of events in the 1970s when many economies initially
adopted a high-inflation policy and then reverted to a lower rate of infla-
tion. Sargent showed that the way expectations are formed by the general
public as well as central banks’ understanding of the inflation process were
based on gradual learning. This could explain why the decline in inflation
took such a long time.

Sims: identification and analysis
of macroeconomic shocks

Sims shared Sargent’s criticism of the large macroeconometric models
which were earlier used by researchers, central banks and ministries of fi-
nance. In his article “Macroeconomics and Reality” (1980), Sims intro-
duced a new way of analyzing macroeconomic data. He also concurred
with Sargent in emphasizing the importance of expectations. Sims pro-
posed a new method of identifying and interpreting economic shocks in
historical data and of analyzing how such shocks are gradually transmitted
to different macroeconomic variables. His approach has had an enormous
impact on research. It has also been used extensively as a basis for deci-
sion-making in economic policy. Sims’s methodology may also be de-
scribed in three steps. In the first step, the analyst makes a forecast for
macroeconomic variables using a vector-autoregression model (a VAR
model). This is a relatively simple model for statistical time series, where
previously observed values of the variables of interest are used to achieve
the best possible forecast. The difference between forecast and outcome —
the forecasting error — for a specific variable may be regarded as a type of
shock, but Sims showed that such forecasting errors do not have an unam-
biguous economic interpretation. For instance, either an unexpected change
in the interest rate could be a reaction to other simultaneous shocks to, say,
unemployment or inflation, or the interest-rate change might have taken
place independently of other shocks. This kind of independent change is
called a fundamental shock. The second step involves extracting the fun-
damental shocks to which the economy has been exposed. This is a prereg-
uisite for studying the effects of, for example, an independent interest-rate
change on the economy. Indeed, one of Sims’s major contributions was to
clarify how identification of fundamental shocks can be carried out on the
basis of a comprehensive understanding of how the economy works. Sims
and subsequent researchers have developed different methods of identify-
ing fundamental shocks in VAR models.
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Once the fundamental shocks are identified based on historical data, the
third step in Sims’s method is an impulse-response analysis. This illus-
trates the impact over time of the fundamental shocks to the macroeco-
nomic variables. The figures on the left shows how an impulse in the form
of an increase in the interest rate set by the central bank leads to responses
in macroeconomic variables with different time profiles. The graphs are
based on a VAR analysis of U.S. postwar data (Christiano, Eichenbaum
and Evans, 1999), where the shocks have been indentified using a method
proposed by Sims. The example shows the responses of two variables in
the VAR model, GDP and the price level. GDP falls continuously for sev-
eral quarters following the interest rate increase and does not turn upwards
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until after six quarters. The price level, on the other hand, is hardly affected
at all until after six quarters, when prices start to fall — the rate of inflation
goes down. Impulse-response analysis has improved our understanding of
the dynamic properties of the macroeconomy and has thereby affected the
conduct of monetary policy. It is now common for central banks with an
inflation target to adjust the interest rate in order to reach its goal over a
horizon of one to two years, i.e., the time lag indicated by the figure. The
graphs also illustrate that a contractionary monetary policy faces a trade-
off between lower inflation after one to two years and an immediate reduc-
tion in GDP. Analogous VAR analyses of fiscal policy have shown how
increased public spending may counteract a temporary dip in the business
cycle. Today, VAR models are indispensable tools for central banks and
finance ministries in their analyses of the impact of various shocks on the
economy and of how the economy is affected by different policy measures.

Sargent’s analysis of macroeconomic time series based on historical data
opened up a rich field for macro-economic research and has led to new in-
sights about the workings of economic policy. Sims research, starting
somewhat later, has also had an extraordinary influence, both in macroeco-
nomics and other fields of research. Today, the directions of research that
were inspired by Sargent’s and Sims’s contributions have much in com-
mon. In modern research, the solution to models developed using Sargent’s
methods are often expressed in the form of a VAR system and evaluated
by impulse-response analysis. The empirical strategies proposed by Sar-
gent and Sims are intercomparable. In order to study the impact of system-
atic policy changes on the economy, Sargent’s method requires specific as-
sumptions about the structure of the economy — assumptions that may be
questionable. The assumptions underlying a VAR model, on the other
hand, are more general and hold across a wide class of economic models.
Researchers have a choice of method depending on the application. With
detailed knowledge about the structure of the economy, Sargent’s method
may be preferable, in particular since it allows a counterfactual analysis of
systematic changes in economic policy. When knowledge of the field is
less exact, Sims’s method may be safer. Owing to the scientific contribu-
tions of Sargent and Sims, research in macroeconomics and analysis of
economic policy have advanced substantially. Their combined work con-
stitutes a solid foundation for modern macroeconomic analysis. It is hard to
envisage today’s research without this foundation.

Source: https://www.nobelprize.org/nobel _prizes/economic-
sciences/laureates/2011/popular-economicsciences2011.pdf
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LINKS AND FURTHER READING

Additional information on this year’s Prizes, including a scientific back-
ground article in English, may be found at the website of the Royal Swe-
dish Academy of Sciences, http://kva.se, and at http://nobelprize.org. The
latter also includes web-TV versions of the press conferences at which the
awards were announced. Information on exhibitions and activities related
to the Nobel Prizes and the Prize in Economic Sciences may be found at
www.nobelmuseet.se.Interviews

Evans G.W. and Honkapohja S. (2005) An Interview with Thomas Sar-
gent, Macroeconomic Dynamics, 9, 561-583.

https://files.nyu.edu/ts43/public/research/SargentinterviewMD.pdf

Hansen, L.P. (2004) An Interview with Christopher A. Sims, Macroeco-
nomic Dynamics, 8, 273-294.

Rolnick, A.J. (2010) Interview with Thomas Sargent, The Region, Vol. 24,
No 3.

www.minneapolisfed.org/publications_papers/pub_display.cfm?id=4526

Rolnick, A.J. (2007) Interview with Christopher Sims, The Region, Vol.
21, No 2.

www.minneapolisfed.org/publications_papers/pub_display.cfm?id=3168L
ectures (video)

Sargent, T. J. (2010) Uncertainty and Ambiguity in American Fiscal and
Monetary Policies, Old Theatre, London.

www.youtube.com/watch?v=o0fhaWMF1r6Q

Sims, C. A. (2010) How Empirical Evidence Does or Does not Influence
Economic Thinking and Theory: Calibration, Statistical Interference and
Structural Change, The Institute for New Economic Thinking.

http://ineteconomics.org/video/conference-kings/empirical-evidence-
christopher-sims

Review articles

Fernandez-Villaverde, Jesus and Juan F. Rubio-Ramirez (2010) Structural
vector autoregressions, The New Palgrave Dictionary of Economics, 2nd
Edition, Eds. S.N. Durlauf and L.E. Blume, Palgrave Macmillan. Piazzesi,
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Monika (2008) Rational expectations models, estimation of, The New Pal-
grave Dictionary of Economics, 2nd Edition, Eds. S.N. Durlauf and L.E.
Blume, Palgrave Macmillan.

Sargent, T. J. (2008) Rational expectations, The New Palgrave Dictionary
of Economics, 2nd Edition, Eds. S.N. Durlauf and L.E. Blume, Palgrave
Macmillan.

Zha, Tao (2008) Vector autoregressions, The New Palgrave Dictionary of
Economics, 2nd Edition, Eds. S.N. Durlauf and L.E. Blume, Palgrave
Macmillan.

1. List the factors which affect GDP.

2. What are the reciprocal relationships as concerning macroeconomics
and expectations? Enumerate them.

3. Insert the following words from the above text in the gaps.

Stringent clear-cut example concur above-mentioned
unforeseen indispensable alteration longstanding
ambiguity dip prudent guestionable
1. There has been a debate among philosophers and
theologians about the nature of God.
2. 1 absolutely with your decision.
3. His sale of secrets to rivals was a of treachery.
4. Unfortunately, due to circumstances, this year’s show

has been cancelled.

5. There is considerable about what this part of the agree-
ment actually means.

6. With her experience and skills she’s become quite to
the company.

7. We will have to make a slight to the plans.

8. As for the problems, the research puts forward
logic control and theory analysis and practice.
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9. The statistics are highly

10. It is always

due to unverifiable data used.

to start any exercise programme gradually

at first.

11. The in prices this summer will be brutal.

12. Other measures included a freeze on tax allowances
this year.

1. Form the word partnerships. Then discover them in the following text.
response the rule

outline output

determine to changes

prudent inflation

actual of inflation

exceed the factors

inclusive rates

real the level

2. Read about Taylor’s rule, which was mentioned in the article. What
other methods of forecasting interest rates do you know? Compare Tay-
lor’s Rule with Rule of 72, Rule of 70, Fisher Effect and VAR model.

What is “Taylor’s Rule”

Taylor’s rule is a proposed guideline for how central banks, such as the
Federal Reserve, should alter interest rates in response to changes
in economic conditions. Taylor’s rule, introduced by economist John Tay-
lor, was established to adjust and set prudent rates for the short-term stabi-
lization of the economy, while still maintaining long-term growth. The rule
is based on three factors:

1) Targeted versus actual inflation levels;
2) Full employment versus actual employment levels;

3) The short-term interest rate appropriately consistent with full employment.
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Breaking down “Taylor's Rule”

The Taylor rule is, in essence, a forecasting model used to determine what
interest rates will, or should, be as shifts in the economy occur. Taylor’s
rule makes the recommendation that the Federal Reserve should raise in-
terest rates when inflation is high or when employment exceeds full em-
ployment levels. Conversely, when inflation and employment levels are
low, interest rates should be decreased.

History of the Taylor Rule

Taylor’s rule was invented and published from 1992 to 1993. John Taylor,
a Stanford economist, outlined the rule in his precedent-setting 1993 study
“Discretion vs. Policy Rules in Practice” Taylor continued to perfect the
rule and made amendments to the formula in 1999.

The Taylor Rule equation

The equation, with some alterations, used by central banks under Taylor’s
rule looks like:

i = r* + pi + 0.5 (pi-pi*) + 0.5 (y-y*)

Where:

I = nominal fed funds rate

r* = real federal funds rate (usually 2 %)
pi = rate of inflation

p* = target inflation rate

Y = logarithm of real output

y* = logarithm of potential output

In more simple terms, this equation is saying inflation is the difference be-
tween a real and a nominal interest rate. Real interest rates are inclusive of
inflation in their factoring while nominal rates are not. The equation’s pur-
pose is to look at potential targets for interest rates; however, such a task is
impossible without looking at inflation. Variations are often made to this
formula based on what central bankers determine are the most important
factors to include.

Source: http://www.investopedia.com/terms/t/taylorsrule.asp
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12. Watch the interview with T.J. Sargent (LINKS AND FURTHER READ-
ING). Compare his thoughts about uncertainty and ambiguity in American
fiscal and monetary policies with the ideas expressed by N.N. Taleb in his
highly-publicized works “The Black Swan’ and “Anti-fragile”.

13. Find some information about macroeconomic situation in the world
today.

14. Look for the English equivalents of the following terms:

XO3SIUCTBYIOIIUNA CYOBEKT, aHTUIIUKINYECKAs IEHEX Hasl MOJIUTHUKA, TOCY-
JAPCTBEHHOE BMEUIATENbCTBO, COBOKYIIHBIM CHPOC, OOUIUI YpOBEHb IIEH,
YpOBEHb 0e3paboTHIIbl, TOCYAAPCTBEHHBIN JOJT, COCTOSHHUE TUIATEKHOTO
OanaHca, BaJIOTHBIA KypcC, BBIHYXKIEHHas Oe3paboTunia, >(dexTuBHasA
3apIuiaTa, onepupoBaTh BEIUYMHAMH.

15. Prepare a presentation about one of the prominent economists:

Jean Bodin, John Maynard Keynes, Nicholas Gregory Mankiw, David
Hibbard Romer, Olivier Jean Blanchard, Stanley Fischer.

Use linking words, quotes and some vivid examples.
16. Make the written translation of the following text into English.

Makpo3KOHOMHUKA — 3TO HayKa, KOTOpasi U3y4yaeT MOBEAECHUE IKOHO-
MUKH B IIEJIOM WIM €€ KPYIHBIX COBOKYMHOCTEH (arperatoB), Mpu 3TOM
HPKOHOMHKA paccMaTpUBAETCA KaK CIOKHas OoJibllias eAuHas uepapxuye-
CKM OPTraHU30BaHHAas CUCTEMa, KaK COBOKYMHOCTb 3KOHOMHUYECKHX MpO-
LIECCOB W SIBJICHUW M HMX IMOKa3areseh. MakpOdKOHOMHKA MPEICTABIISIET
co00i1 pazzien SKOHOMUYECKONU TEOPUH.

B oTiauyue oT MUKPOIKOHOMHUKH, KOTOpAsi U3ydaeT SKOHOMHUYECKOE
MOBEJICHUE OTIENbHBIX (MHAUBUIYAIBHBIX) XO3SHUCTBYIOIIUX CYOBHEKTOB
(moTpeduTesst Uik MPOU3BOAUTENS) HA UHAUBUIYATbHBIX PhIHKaX, MaKpo-
HPKOHOMHKA M3y4aeT SKOHOMHKY KaK elnHoe 1enoe. Mccnenyer npoOiaemsl,
oOmue st BCe SKOHOMHKH, M OTIEPUPYET COBOKYIMHBIMH BEITUYMHAMH,
TaKAMU KaK BaJIOBOW BHYTPEHHUU MPOMYKT, HALMOHAIBHBIN JOXOJ, COBO-
KYyIHBIA CIOPOC, COBOKYITHOE MPEAJIOKEHHE, COBOKYITHOE MOTpeOIeHHe,
WHBECTHUIIMU, OO YPOBEHb 1I€H, YPOBEHb 0€3pa00THUIIbI, TOCYAaPCTBEH-
HBIW JOJT U Op.

OcHOBHBIMHU TIPOOJIEMaMH, KOTOPhIE M3y4aeT MaKPOIKOHOMHKA, SIB-
JISIFOTCS: SKOHOMUYECKUH POCT M €ro TeMITbl; SKOHOMUYECKHUM ITUKJI U €T0
IPUYMHBL, YPOBEHb 3aHATOCTH U MpodsieMa 0e3paboTulibl; 00 YpOBEHb
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IIEH U TpobiieMa MHQISAIMU;, YPOBEHb CTaBKHU IMPOIEHTA U MPOOJIEMBbI Je-
HEXKHOT'0 OOpaleHus; COCTOSIHUE TOCYIapCTBEHHOr0 OrojiKeTa, mpobiiema
dbuHaHCUpOBaHUS OFOHKETHOTO AeduIuTa U MpodaeMa rocy/1apCTBEHHOTO
JI0JITA; COCTOSIHME IUIaTeKHOTO OanaHca W MpoOJieMbl BAIIOTHOTO Kypca;
poOJIEMbl MAaKPOIKOHOMHUYECKOM MOTUTUKH.

Makpo3KOHOMUKA SIBIIIETCS OAHOM M3 CAMBIX MOJIOABIX SKOHOMHUYE-
CKHMX HayK.

CBo€ Hauaslo MakpoO3IKOHOMMUECKass Hayka Oeper emie B XVI Beke
B 1576 rony ¢ppannys XKan bogen 060cHOBal n3MeHEHUE YPOBHS 1IEH (T.€.
UHOIALNI0) pe3yJIbTaTOM U3MEHEHUSI COOTHOIICHUS MEXAY KOJIUYECTBOM
JIEHET M TOBapoOB. JTO OBLIM MEPBbIE MOMBITKH MaKpPOIKOHOMHUYECKOTO
aHajau3a LEH C UCIOJIb30BaHUEM KOJMYECTBEHHOM TeopuHu JAcHer. JlaHHas
TEOpHUs CTajla OCHOBOM COBPEMEHHOM MOHETApPHOUW TEOPUHU, O YEM MOMJIET
peYb NO3XKeE.

CBoel 3penoCcTu UCTOPUS MAKPOAIKOHOMHUKHU AocTUria B 30-e¢ rofsl
XX Beka B MEpHOJ MHUPOBOro s3KOHOoMHYeckoro kpusuca. C 1940-x mo
1980-e roapl uuer «koHconMaauus» 3TOM Hayku, a ¢ 1980-x romoB u
MO3/IHEE HAUMHAETCS TI0JIOTBOPHOE PA3BUTHUE MAKPOIKOHOMHUKHU.

Makpo3KOHOMUYECKUX TEOPUIA, OMUPAIOIINUXCA HA Pa3HbIE TTOAXObI,
MeTO]1bl, (aKTOPBI, JOCTATOYHOE KoJu4uecTBO. HekoTopslie u3 Teopuit npo-
TUBOpEYAT APYT APYry, HEKOTOPBIE JOMOJHSIOT Apyr apyra. Huxke mpen-
CTaBJIEHbI 0030Pbl OCHOBHBIX TEOPUI MAKPOIKOHOMUKH.

HoBoe keMHCHMaHCTBO — ATO IIKOJIA MBICIA B COBPEMEHHOW MaKpoO-
HPKOHOMMKE, TpeACTaBisonias coboil passutue uaeh J[>xona MeiiHapaa
Keiinca. OcHoBbiBaeTcst oHa B 1991 rony Onaronapsi TpyJaM TakuX BIIUs-
TEJIbHBIX AKOHOMHCTOB, Kak ['peropu Mbpsukbio, 3Bun Pomep, Onusep
brnanmap n Crannu @umiep. Maukbio 1 PoMep Takke BBITYCTUIIU B JBYX
ToMax KHHTY «HoBasi keMHCHaHCKasi 3KOHOMHUKa» B 3TOM ke roay. Bos-
HUKHOBEHHME ATOW WIKOJbI SBJISIETCS JIOTUYECKUM CIICJICTBUEM TMOMBITOK
MPEACTABUTENIEN TAHHOW TPAJAWIIMUA BIIMCATh KEMHCUAHCTBO B CTaHIAPThI
COBPEMEHHOI0 IKOHOMHUYECKOTO aHan3a. OCHOBHBIM IIyYHKTOM pa3HOTJIA-
CUH MEX]ly HOBBIMU KJIACCMKaMU U HOBBIMHU KEMHCHAHIIAMU SIBJISIETCS BO-
IpOC O TOM, KaK OBICTPO MPOUCXOJIUT KOPPEKTUPOBKA 3apIUIaThl U IICH.
HoBble KJIACCMKM BBICTPAaMBAIOT CBOM MAaKPOSKOHOMHUYECKHE TEOPUM Ha
JOTYIIEHUH O TUOKOCTH 3apIiaThl U ieH. OHU CUMTAIOT, YTO LIEHBI OBICTPO
«pacyuIIalOT» PBIHKU (T. €. 00ECHEeYMBAIOT PABEHCTBO CIIPOCA U MPEIJIO-
»keHus1). HoBble KeiHCHAaHIIBI TTOJIaratoT, 4TO MOJEIH PACUYUCTKU PHIHKOB
HE MOTYT OOBSICHUTH KPAaTKOCPOYHBIX SKOHOMHUYECKHX KOJICOaAHWUU U I0-
TOMY OHH BBICTYNAIOT 32 MOJIENU C «PUTHIHBIMU (HETMOKMMU)» 3apIuia-
TOM U neHaMu. Teopun HOBBIX KEMHCHAHIIEB OCHOBAHBI Ha KECTKOCTH 3ap-
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J1aThl 1 II€H, KaK HGO6XOI[I/IMOCTB 0O0BSACHEHUS TOro, no4YemMy CymeCTByCT
BBIHYKACHHAs 6e3pa60THua H IMOUCMY ACHCKHAA ITOJIMTUKA OKa3bIBACT Ta-
KO€ CHJIBHOC BOS,Z[CIZCTBPIG Ha 9KOHOMHYCCKYIO dKTUBHOCTD.

JIEMEHTHI HOBOT'O KeﬁHCHaHCTBa, TAaKHNC KdK aCHHXPOHHOCTH B yCTa-
HOBJICHUH 1I€H, HECOBEPIICHCTBO KOOpAMHAIIMU U 3¢ (DEeKTUBHAS 3apIuiarTa,
PU3BaHbl OOBSCHUTH OTCYTCTBUE THOKOCTU MPU U3MEHEHHUH 1IeH. DTH BbI-
BOJIbI PacXoJATCsl C JOMYIICHUAMH KJIACCUYECKOW MIKOJbl. TakuM oOpa-
30M, HOBOKEHMHCHAHCKAas TCOpUA JACT palOHAJILHOC 000CHOBaHUE OJIA TO-
CyAapCTBCHHOI'O BMCHIATCIILCTBA B 9KOHOMUKY, KaK, HAIIpUMCEP, aHTHUIIUK-
JIMYCCKasd ACHCKHAs NN q)HCKaJIBHaH IIOJIUTHUKA.

Hcrounuk: http://finapex.ru/information/macroeconomics/history/77-
new-keynesian

17. In a week back-translate your text and compare the result with the
original text. Analyze and explain the discrepancies.

18. Describe the difference between Old Keynesian and New Keynesian
economics.

19. Describe the difference between macro- and microeconomics.

20. Try to solve equations in the book by C. Groth “Exercise problems for
Advanced Macroeconomics” (Copenhagen, 2014). https://www.unirc.it/
documentazione/materiale_didattico/1465 2015 397 23782.pdf

21. The US economy has been expanding wildly for two centuries. Are we
witnessing the end of growth? Economist Robert Gordon at
https://www.ted.com/talks/robert_gordon_the death of innovation_the en
d_of growth lays out 4 reasons US growth may be slowing, List the rea-
sons and justifications and to balance his view watch the opposing view-
point from Erik Brynjolfsson also at ted.com.

22. A list of the most popular ted talks on economics is on
http://www.accountingdegree.com/blog/2011/15-fascinating-ted-talks-for-
econ-geeks/ Watch some videos and make a glossary of terms.

23. Read the information on the site of Russian Ministry of Economic De-
velopment about “Social and economic development of the Russian Feder-
ation until 2017: key macroeconomic assumptions” and compare it with
the current situation in the country: http://economy.gov.ru/en/home/
activity/sections/macro/201410024. Use additional information from the
World Bank Overview on http://www.worldbank.org/en/country/russia/
overview#3
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UNIT 2. ECONOMIC GOVERNANCE

Warming up activity

Read the definition of economic governance and answer the questions
below:

Economic governance consists of the processes that support economic ac-
tivity and economic transactions by protecting property rights, enforcing
contracts, and taking collective action to provide appropriate physical and
organizational infrastructure. These processes are carried out within insti-
tutions, formal and informal. The field of economic governance studies and
compares the performance of different institutions under different condi-
tions, the evolution of these institutions, and the transitions from one set of
institutions to another.

What actions does economic governance imply?
What institutions are subjected to economic governance processes?

Give examples of economic governance in your country.

Tasks

1. Study information on the evolution of EU economic governance and an-
swer the questions below: https://ec.europa.eu/info/business-economy-
euro/economic-and-fiscal-policy-coordination/eu-economic-governance-
monitoring-prevention-correction/timeline-evolution-eu-economic-
governance_en

What does two-pack and six-pack refer to?

What measures are taken by the European Union to strengthen its econom-
IC governance?

2. Watch a video following the link answer the questions below:
https://www.youtube.com/watch?v=SDD06QiO8Eo

What is Economic Governance Index?

How is it measured for Asia?
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3. Explain the meaning of the following expressions in English and give
their Russian variants:

fish stocks; pastures; plots of land; livestock; nomads; herds; user-
management; locally managed irrigation systems; head-end user; tail-end
user; to incur private costs; to sanction free-riders; tip the balance; coal-
burning power plants; haggling costs; broad assertions; abuse one’s power.

4. Read the following article:

ECONOMIC GOVERNANCE: THE ORGANIZATION
OF COOPERATION

Traditionally, economic theory has by and large been a theory of markets
or, more precisely, about market prices. However, there are at least two
reasons why economic science should extend beyond price theory. First,
markets do not function properly unless suitable contracts can be formu-
lated and enforced. Hence, we need to understand the institutions that sup-
port markets. Second, considerable economic activity takes place outside
of markets — within households, firms, associations, agencies, and other
organizations. Hence, we need theories to explain why these entities exist
and how they work.

This year’s Laureates have been instrumental in establishing economic
governance as a field of research. Elinor Ostrom has provided evidence
on the rules and enforcement mechanisms that govern the exploitation of
common pools by associations of users. Oliver Williamson has proposed a
theory to clarify why some transactions take place inside firms and not in
markets. Both scholars have greatly enhanced our understanding of non-
market institutions.

Governing the commons

Many natural resources, such as fish stocks, pastures, woods, lakes, and
groundwater basins are managed as common property. That is, many users
have access to the resource in question. If we want to halt the degradation
of our natural environment and prevent a repetition of the many collapses
of natural-resource stocks experienced in the past, we should learn from
the successes and failures of common-property regimes. Ostrom’s work
teaches us novel lessons about the deep mechanisms that sustain coopera-
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tion in human societies. It has frequently been suggested that common
ownership entails excessive resource utilization, and that it is advisable to
reduce utilization either by imposing government regulations, such as taxes
or quotas, or by privatizing the resource. The theoretical argument is sim-
ple: each user weighs private benefits against private costs, thereby ne-
glecting the negative impact on others. However, based on numerous em-
pirical studies of natural-resource management, Elinor Ostrom has con-
cluded that common property is often surprisingly well managed. Thus, the
standard theoretical argument against common property is overly simplis-
tic. It neglects the fact that users themselves can both create and enforce
rules that mitigate overexploitation. The standard argument also neglects
the practical difficulties associated with privatization and government
regulation.

Failed collectivization and privatization

As an example of Ostrom’s concerns, consider the management of grass-
lands in the interior of Asia. Scientists have studied satellite images of
Mongolia and neighboring areas in China and Russia, where livestock has
been feeding on large grassland areas for centuries. Historically, the region
was dominated by nomads, who moved their herds on a seasonal basis. In
Mongolia, these traditions were largely intact in the mid-1990s, while
neighboring areas in China and Russia — with closely similar initial condi-
tions — had been exposed to radically different governance regimes. There,
central government imposed state-owned agricultural collectives, where
most users settled permanently. As a result, the land was heavily degraded
in both China and Russia. In the early 1980s, in an attempt to reverse the
degradation, China dissolved the People’s Communes and privatized much
of the grassland of Inner Mongolia. Individual households gained owner-
ship of specific plots of land. Again, as in the case of the collectives, this
policy encouraged permanent settlement rather than pastoral wandering,
with further land degradation as a result. As satellite images clearly reveal,
both socialism and privatization are associated with worse long-term out-
comes than those observed in traditional group-based governance.

Failed modernization

There are many other examples which indicate that user-management of
local resources has been more successful than management by outsiders. A
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striking case is that of irrigation systems in Nepal, where locally managed
irrigation systems have successfully allocated water between users for a
long time. However, the dams — built from stone, mud and trees — have of-
ten been primitive and small. In several places, the Nepalese government,
with assistance from foreign donors, has therefore built modern dams of
concrete and steel. Despite flawless engineering, many of these projects
have ended in failure. The reason is that the presence of durable dams has
severed the ties between head-end and tail-end users. Since the dams are
durable, there is little need for cooperation among users in maintaining the
dams. Therefore, head-end users can extract a disproportionate share of the
water without fearing the loss of tail-end maintenance labor. Ultimately,
the total crop yield is frequently higher around the primitive dams than
around the modern dams. Both of the above-mentioned failures refer to
economically poor regions of the world. However, the lessons are much
more far-reaching. Ostrom’s first study concerned the management of
groundwater in parts of California and also highlighted the role of users in
creating workable institutions.

Active participation is the key

While Ostrom has carried out some field work herself, her main accom-
plishment has been to collect relevant information from a diverse set of
sources about the governance — successful and failed — of a large number
of resource pools throughout the world and to draw insightful conclusions
based on systematic comparisons. The lesson is not that user-management
is always preferable to all other solutions. There are many cases in which
privatization or public regulation yield better outcomes than user manage-
ment. For example, in the 1930s, failure to privatize oil pools in Texas and
Oklahoma caused massive waste. Rather, the main lesson is that common
property is often managed on the basis of rules and procedures that have
evolved over long periods of time. As a result they are more adequate and
subtle than outsiders — both politicians and social scientists — have tended
to realize. Beyond showing that self-governance can be feasible and suc-
cessful, Ostrom also elucidates the key features of successful governance.
One instance is that active participation of users in creating and enforcing
rules appears to be essential. Rules that are imposed from the outside or
unilaterally dictated by powerful insiders have less legitimacy and are
more likely to be violated.
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Likewise, monitoring and enforcement work better when conducted by in-
siders than by outsiders. These principles are in stark contrast to the com-
mon view that monitoring and sanctioning are the responsibility of the
state and should be conducted by public employees. An intriguing outcome
of these field studies concerns the willingness of individual users to engage
in monitoring and sanctioning, despite only modest rewards for doing so.
In order to ascertain more about individuals’ motivations for taking part in
the enforcement of rules, Ostrom has conducted innovative laboratory ex-
periments on cooperation in groups. A major finding is that many people
are willing to incur private costs in order to sanction free-riders.

Markets versus hierarchies

Nowadays, a large fraction of economic activity takes place within firms.
Oliver Williamson has facilitated our understanding of why this is so.
More broadly, he has taught us to regard markets, firms, associations,
agencies, and even households from the perspective of their contribution to
the resolution of conflict. Why are there large firms? Couldn’t we all be
self-employed, trading our goods and services in the market? A general an-
swer to this question was proposed more than seventy years ago by Ronald
Coase, who received the 1991 Prize in Economic Sciences. According to
Coase, firms tend to emerge whenever transaction costs, i.e., the costs of
exchanging goods, services, and money, are lower inside a firm than in the
corresponding market. But what exactly are those transaction costs that
may tip the balance between markets and hierarchies? While Coase offered
tentative suggestions, the question remained elusive. An appropriate an-
swer should explain why some firms grow by integrating many stages of
production, whereas other firms in the same industry focus on only one or
a few production stages, thereby leaving other stages to suppliers or cus-
tomers. As an example, take the energy sector, where some companies op-
erate both coal mines and coal-burning power plants, whereas other similar
mines and plants are operated as separate firms.

Efficient conflict resolution

In the early 1970s, Oliver Williamson argued that hierarchical organiza-
tions sometimes dominate markets because they provide a cheaper way to
resolve conflicts. If two employees quarrel about the allocation of tasks or
the distribution of revenues, a chief executive is entitled to decide. In a
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market, on the other hand, negotiations have to continue until both parties
agree. Haggling costs can be substantial, and there is no guarantee that the
final agreement will be either immediate or efficient. This argument may
seem to suggest that all transactions should take place in a single giant
firm. But this is clearly not an accurate description of the world as we
know it. The last decade has witnessed just the opposite. Considerable out-
sourcing has taken place, sometimes by merely selling part of a company,
while activities continue in all units much as before. That is, outsourcing
creates a market transaction replacing an internal transaction. In order for
this kind of outsourcing to make any sense, there must be drawbacks asso-
ciated with hierarchical organization too. A common view had been that
hierarchical organization is costly because it entails administrative costs.
Williamson realized that this view was unsatisfactory, because it is emi-
nently possible to move the boundaries of firms without changing adminis-
trative routines. Instead, Williamson argued that the primary reason why
hierarchies are problematic is that executive authority can be abused — for
example by extracting surplus from subordinates in unproductive ways.

Mutual dependence behind hierarchical organizations

How can these rather broad assertions be transformed into a theory of gov-
ernance that yields nontrivial and falsifiable implications? Williamson’s
key insight is that the value of conflict resolution depends on two main fac-
tors. First, there is no point in being able to resolve conflicts that never
arise. If it is easy and cheap to regulate future transactions through a con-
tract, there is little need for a firm. Thus, there will not arise firms unless
there are limitations to contracting.

Second, there is no reason to be able to resolve conflicts if disagreement is
costless. If both the seller and the buyer can easily find other suitable trad-
ing partners, the firm is again superfluous. In other words, Williamson ex-
pects hierarchical organizations to emerge when transactions are complex
or non-standard, and when parties are mutually dependent. Perhaps the
most typical case of mutual dependence is that parties have assets, either
physical assets or knowledge, which are only valuable inside a relation-
ship.

Let us see whether this theory can explain the boundaries of firms in the
energy market described above. The value of a coal mine in case the owner
cannot agree on the terms of trade with a nearby power plant depends on
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the distance to the second-nearest buyer of coal, which is usually another
power plant. Likewise, the value of a coal-burning power plant in case it
cannot trade with the nearby coal mine depends on the distance to the se-
cond nearest mine. The larger the distances, the greater is the mutual de-
pendence, and — according to the theory — the more likely the mine and the
plant are vertically integrated. This is precisely what is observed. When
there are other nearby mines and power plants, firms are typically incorpo-
rated separately and trade under relatively short and simple contracts. As
the distance to alternative trading partners increases, contract duration and
complexity also increase. According to one of the studies, a coal-burning
power plant that is located next to a coal mine is about six times more like-
ly to be fully integrated than is any other coal-burning power plant.

Policy implications

Williamson’s theory of the firm has been tested extensively in many other
industries too, and the empirical support is strong. Activities are more like-
ly to be organized inside firms when transactions are complex and assets
are relationship-specific. Moreover, Williamson’s general framework has
proven productive in analyzing all sorts of incomplete contracts, ranging
from implicit contracts between household members to financial contracts
between entrepreneurs and investors. According to Williamson’s theory,
large private corporations exist primarily because they are efficient. They
are established because they make owners, workers, suppliers, and custom-
ers better off than they would be under alternative institutional arrange-
ments. When corporations fail to deliver efficiency gains, their existence
will be called in question. Large corporations may of course abuse their
power. They may for instance participate in undesirable political lobbying
and exhibit anticompetitive behavior. However, according to Williamson’s
analysis, it is advisable to regulate such behavior directly rather than
through policies that limit the size of corporations.

5. Speak on the following topic: “What are the ways of organization of cO-
operation in the process of economic governance?”

6. Read an executive summary on strengthening economic governance in
Europe and answer the following question:

http://www.realinstitutoelcano.org/wps/portal/web/rielcano_en/contenido?
WCM_GLOBAL_CONTEXT=/elcano/elcano_in/zonas_in/pickford-
steinberg-oteroiglesias-how-to-fix-the-euro
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What recommendations are given to overcome the crisis of euro?

7. Watch a video with Gordon Brown, former prime minister of the United
Kingdom, who spoke at NYU Law about global economic governance and
the need for international cooperation on global issues and give its sum-
mary in English: https://www.youtube.com/watch?v=kidRH50eZNU

8. Find information on G-7 and the G-20.

9. Read the report on global economic governance:

GLOBAL ECONOMIC GOVERNANCE AT A CROSSROADS:
REPLACING THE G-7 WITH THE G-20

Colin I. Bradford and Johannes F. Linn
Thursday, April 1, 2004

Finance ministers representing the Group of 7 (G-7) industrialized coun-
tries met in Boca Raton, Florida, in early February amid concerns about the
weakening of the U.S. dollar. One factor in the dollar’s decline is the U.S.
trade deficit, which is partly due to the undervalued Chinese yuan.

The involvement of China, which is not a G-7 member, illustrates both the
glaring gap in global governance and the increasing economic and policy
interdependence between industrial countries and major emerging market
economies (EMEs). As one observer, referring to the Boca Raton meeting,
put it, “China is the 800-pound gorilla and it isn’t even part of the negotia-
tions.”

But China is a member of the G-20—a larger, more representative group of
finance ministers that has attracted worldwide attention as a useful forum
for discussing and negotiating policies on global economic issues. Policy-
makers should upgrade the G-20 to head-of-state level and use it to replace
the increasingly ineffective G-7 for several reasons: future demographic
and economic changes will further shift the balance away from G-7 coun-
tries and toward the large EMEs; globalization presents new challenges
that require more representative global governance approaches; and EMEs
have played a key role in the origin, impact, and solutions of recent global
economic crises.
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https://www.youtube.com/watch?v=kidRH5OeZNU

POLICY BRIEF #131

The G-7 was founded in 1978 by French President Giscard d’Estaing and
German Chancellor Helmut Schmidt. At the time, the major world econo-
mies consisted of six North Atlantic nations—Canada, France, Germany,
Italy, the United Kingdom, and the United States—along with Japan. In the
1980s, regular meetings of heads of state and finance ministers were essen-
tial to addressing global economic issues. In the 1990s, the G-7 was ex-
panded to the G-8 by including Russia in heads-of-state summits, but the
finance ministers retained the G-7 framework for their regular meetings.
Over the last few years, however, as EMEs have played an increasing role
in the world economy, G-7/8 meetings have become an inadequate means
to address global economic challenges.

The G-20, in contrast, is composed of ten industrial countries (the G-7
countries plus Australia, Russia, and the EU president) and ten emerging
market economies (Argentina, Brazil, China, India, Indonesia, Korea,
Mexico, Saudi Arabia, South Africa, and Turkey). The G-20 was founded
in 1999 at the initiative of the German finance minister, Hans Eichel.
Then-Canadian Minister of Finance Paul Martin was its first chair.

The G-20 has shown it can play an important role in international negotia-
tions. Late last year, Supachai Panitchpakdi, the head of the World Trade
Organization (WTQO), and Pascal Lamy, the trade chief for the European
Union, met with G-20 finance ministers to discuss how to break the trade
deadlock after the Doha Round negotiations unravelled in Cancun, Mexi-
co, months before. As a further sign of the G-20’s growing importance,
Paul Martin, now the Canadian Prime Minister, called a meeting at the end
of February to promote the idea of elevating the G-20 to head-of-state
meetings.

Global events and trends justify moving forward quickly to replace an ob-
solete G-7/8 with a strengthened G-20 so that global economic governance
can bring to the table the large emerging market economies that are of
growing importance, both in terms of population and economic weight.

The global majority and global governance

In the next fifty years, the world’s population will increase by fifty percent,
from 6 billion people to 9 billion. The 3-billion-person increase will occur
solely in developing countries, while the number of people living in ad-
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vanced industrial countries will be about the same in 2050 as it is today—
roughly 1 billion people.

These trends mean that the industrial countries associated with “the West”
(including Japan) will become an ever smaller minority of the world’s
population, with their share of the world’s population falling from 17 per-
cent to 11 percent. By contrast, the number of people in developing coun-
tries will increase in population by sixty percent, from 5 to 8 billion peo-
ple. This means that the global majority from the developing countries to-
day will total about 90 percent of humanity by 2050.

In a world where the G-7/8 economies still appear so dominant, it may be
difficult to grasp the degree to which the global economy is today already
multipolar. In the last twenty-five years, EMEs have generally had growth
rates substantially higher than those of the G-7/8 members. Five EMEs
now rank among the ten largest economies in the world as measured by
gross domestic product at current exchange rates (see box). China is the
fourth largest economy in the world. Brazil, Mexico, India, and South Ko-
rea are already major economic forces. As higher economic growth contin-
ues in large, middle-income economies and demographic trends proceed as
anticipated, the structure and dynamic of the global economy will become
increasingly multipolar. Goldman Sachs projects that by 2050, the non-
Western G-20 EMEs from the developing world may comprise as much as
70 percent of total GDP from all G-20 economies, compared to 17 percent
of total GDP today.

The implications of these demographic and economic facts are that the
structures, mechanisms, and processes of global economic governance
must be realigned to better correspond to the current realities of the global
economy and global society, not to mention the patterns that will change
over the next half-century. The G-7/8 economic summits of heads of state,
along with semi-annual meetings of G-7 finance ministers, are currently
the preeminent forum of the global governance system for the world econ-
omy. Yet these meetings shut out the great majority of the world’s popula-
tion and a significant share of the world’s economic power.

The new global agenda

But it is not just a matter of population and economic weight. It is also a
matter of how globalization has changed the way countries interact eco-
nomically. Globalization is not merely the internationalization of trade and
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financial flows between national economies interacting at arm’s length.
Globalization, in fact, has fundamentally transformed the nature of interna-
tional economic interaction. The world’s economies now penetrate each
other’s internal domains because large, modern firms are no longer merely
factories but global networks that function seamlessly across borders. In-
tra-industry and intra-firm trade have increased as a proportion of total
trade. The integration of world financial markets has created what is essen-
tially a single global capital market. Migration and the outsourcing of ac-
tivities have transformed and linked labor markets globally. And modern
transportation and communication linkages in effect have shrunk geo-
graphic distance. As a result of these factors, porous borders have changed
the meaning of the boundaries that define nations.

Not only have the channels for transmission of economic forces been trans-
formed, but the relationship between different types of interactions has
been changed. Trade, finance, economic growth, poverty reduction, envi-
ronmental sustainability, social progress, and governance, which were once
treated separately, are now inextricably linked to each other. For example,
the social and environmental dimensions of trade are now major issues for
WTO negotiations. Concern by the United States and Russia that meeting
emissions targets would dampen the rate of economic growth and cost too
much to implement have limited support for the Kyoto Protocol.

These transformations in the nature of international economic interactions
put new demands on the mechanisms, institutions, and policies of global
economic governance. In particular, political and policy attention must be
focused on the inter-face issues between finance, trade, development, and
poverty reduction as well as between economic, social, environmental, and
governance issues. This translates into a need to focus on the inter-
relationship between the principal international institutions dealing with
each in these various “domains” and on the complementarities, synergies,
and interactions among them.

Therefore, in today’s globalized world, a simple call for a clearer division
of labor between the global institutions is no longer sufficient, since each
traditional domain of responsibility of a particular international organiza-
tion now overlaps and is intertwined with the domains of many other inter-
national institutions. Nor are bureaucratic competition or interagency coor-
dination among the international institutions the most effective ways to ad-
dress these overlaps.

31



A high-level global political forum in which the leaders of a representative
group of countries give serious attention to global strategic and systemic
Issues that cut across the traditional roles and mandates of international in-
stitutions and provide broad guidance to them is essential, and an enhanced
G-20 is the right forum for this purpose. At the highest political level, there
IS no other representative forum mandated to address these inter-sectoral
and inter-institutional issues, which are part of the G-20’s founding princi-
ples.

According to the International Monetary Fund’s (IMF) website, “the G-20
was founded as a new forum for cooperation and consultation on?policy
Issues pertaining to the promotion of international financial stability and
seeks to address issues that go beyond the responsibilities of any one or-
ganization.”

Global stability

Emerging market economies have achieved above average economic
growth rates and have integrated themselves into the world economy
through both trade and finance in ways that have transformed them as well
as the global economy. At the same time, EMESs have been the main source
of international economic instability for a decade, as the world lurched
from one financial disaster to the next: the 1994 Mexico tequila crisis, the
1997-1999 Asian financial crisis, the 1998 Russia crisis, the 1999 Brazil
crisis, and the financial crises of Argentina and Turkey since 2000.

The international financial institutions, particularly the IMF and the World
Bank, have played an important role in supporting long-term growth and
economic stability, in helping address financial crises, and in giving EMEs
an important and responsible voice in the international financial system.

The twice-yearly meetings of finance ministers in the IMF-World Bank
ministerial committees (the International Monetary and Finance Commit-
tee and the Development Committee), which include ministers from
EMEs, have brought leaders into global conversations on financial and
economic development. However, the mandates of these committees re-
main relatively narrow, their agendas institutionally driven by the opera-
tional focus of the World Bank and IMF, and the governance structures of
the international financial institutions remain dominated by what are wide-
ly seen as antiquated distributions of voting rights, since G-7 countries
have an over-representation in the capital and voting structures of these in-
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stitutions. The committees, then, do not solve the problem of creating a
more broad-gauged and representative forum.

Multipolar economy, multicultural world

A final reason for a more broad-based global governance structure is that
demographic and economic growth and globalization are associated with
global cultural shifts. While many of the trappings of Western consumer
culture have influenced the rest of the world, it would be parochial for the
West to think that Western formulations of progress and modernity are
universally held. There is in fact an increasing global presence of cultural
expression from the non-Western world—Africa, Arab-Islam, Asia, and
Latin America. The world is becoming increasingly and overtly multicul-
tural, as it becomes increasingly multipolar, economically.

Different cultures — with their distinctive perspectives on nature and the
environment, community and individualism, and cooperation and competi-
tion — can have sharply different views on policy issues and on such basic
questions as the role of the state. The broad goals and instruments of inter-
national economic, social, and environmental policies are determined in
part by the perceptions of what represents progress and modernization.
Distinctive visions of modernism and progress can help shape the future.
Global governance mechanisms need to be vehicles for voicing and hear-
ing those perspectives rather than excluding them.

An opportunity for the G-20

For all the reasons we have outlined here, there is a fundamental asym-
metry between today’s global reality and the existing mechanisms of glob-
al governance, with the G-7/8 — an exclusive club of industrialized coun-
tries that primarily represents Western culture — the prime expression of
this anachronism.

As Fred Bergsten and Caio Koch-Weser pointed out in the fall of 2003 in a
Financial Times op-ed, one response might be to strengthen the Atlantic
alliance because it is a crucial relationship for the world economy. Berg-
sten and Koch-Weser argued for the “G-2” (the United States and Europe-
an Union) as a forum for enhanced global management. But as Bergsten
and Koch-Weser would recognize, better global governance is a game of
inclusion, not exclusion, and a strong U.S.-E.U. economic policy dialogue
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makes the most sense within the context of a more effective, broader glob-
al forum.

In contrast to the G-7/8, the G-20 is a diverse group of nations, with four
Asian countries (China, India, Indonesia, and Korea), three Islamic coun-
tries (Indonesia, Saudi Arabia, and Turkey), three Latin American coun-
tries (Argentina, Brazil, and Mexico), and a leading country from Africa
(South Africa). It includes those economies which are sufficiently large to
influence global outcomes. Elevating the G-20 meeting to annual heads-of-
state summits to replace the G-7/8 annual summits would be the logical
next step in the evolution of global economic governance. In fact, this
would formalize recent efforts to make the G-8 meetings more inclusive by
having invited the heads of the principal international institutions and the
heads of state of certain developing countries to some of the meetings.

The focus of the new G-20 forum would be on global economic govern-
ance broadly construed to include trade, finance, health, environment, edu-
cation, human security, poverty reduction, and conflict resolution, thereby
extending beyond the realm of ministers of finance. The summits would
also allow for face-to-face interactions among the heads of state, but would
be geared toward decision-making, rather than mere exchanges of views
and pleasantries as is now often the case in the G-7/8. The G-20 would
provide guidance to the panoply of international organizations working on
these issues, creating linkages between issues and institutions, facilitating
coordination and a division of labor, creating more vision and strategic di-
rection, and helping to settle conflicts (such as those on trade, which led to
the recent breakdown in the WTO’s Cancun meeting). G-20 meetings at
the ministerial level could continue to meet twice a year, and ministers
with different portfolios could rotate in, depending on the pressing issues
of the moment. These semi-annual ministerial level meetings could prepare
the agenda for the annual G-20 heads of state meeting. This sequence
would build on the experience and the success of the G-20 since it was
founded in 1999 and would provide new energy, a more representative
structure, and greater legitimacy to global governance at the highest politi-
cal level.

Many specific questions on organizing the new G-20 will have to be re-
solved, including how to rotate the presidency and whether to set up a
permanent secretariat. There may also be difficulties and downsides asso-
ciated with shifting from the G-7/8 annual summits to G-20 head-of-state
meetings. The most obvious of these is that the size of the G-20 might
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hamper discussion and decision-making. However, wide consultation and
strong substantive preparation can go a long way toward mitigating the
problems associated with larger size. G-20 working groups on specific is-
sues at sub-ministerial levels have already been effective forums for work-
ing through policy options and teeing up issues for G-20 finance ministers.
The EU has demonstrated how fifteen (and soon to be more) governments
and heads of state can make progress on policy actions when there is a
strong agenda and good preparation.

An opportunity for All

With a strengthened G-20, developing country members, and with them the
developing world at large, would gain a real voice and a sense of inclusion
in global decision-making rather than the current token representation that
many resent. For the G-7/8 countries, the apparent loss in exclusivity
should be more than offset by the increased relevance and effectiveness of
their efforts to address issues of great global and national significance. For
the world at large, the new G-20 will mean a real and positive change from
the increasingly stale and ineffective G-7/8 summits.

For the United States, elevating the G-20 to the heads-of-state level is both
an opportunity and a challenge. It gives the United States a chance to reach
out to the non-Western world, to recognize and respect the input of other
nations, to strengthen multilateral cooperation, and to commit to finding
common ground for international action. But it presents a challenge for the
United States because it will require a shift in leadership style. Even more
so than in the G-7/8 meetings, rather than presuming to lead by virtue of its
relative weight and power, the United States would need to lead using an
interactive exchange of views and consensus building, incorporating the
ideas of others, compromising to be inclusive, and responding positively to
differences of views rather than presuming the American way is best.

Without the support of the United States, the proposal to replace the G-7/8
with a strengthened G-20 will not fly. With U.S. support, it has a real
chance of succeeding. Support by the United States for this proposal would
represent a major salutary shift in U.S. foreign policy from Atlanticism to
globalism, from unilateralism to multilateralism, and from leadership by
power to leadership by persuasion and inclusion.

Source: https://www.brookings.edu/research/global-economic-governance-
at-a-crossroads-replacing-the-g-7-with-the-g-20/
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10. What are the benefits and drawbacks of replacing the G-7 with
the G-20?

11. Make the written translation of the following text into English.

DOKOHOMHUYECKOE YMpaBiICHUE MPEANPUITHEM — ATO HAMpaBJICHUE
MEHEKMEHTa, oOecreunBarolee JOCTHKEHUE TaKTUYECKUX W CTpaTeru-
YECKUX LIeJIeH MPEeAnpHUsITUsI HA OCHOBE YKOHOMHUYECKOTO U (PMHAHCOBOTO
IUTAHUPOBAHUST M KOHTPOJII W PETyJIUPOBAHUS BHYTPEHHUX M BHEIIHHX
DKOHOMHUYECKUX OTHOILLIECHUM.

Opnoit n3 Benymux (QPyHKIIUN yIpaBiIeHUS TPEATPUITHEM SBIISICTCS
PKOHOMMYECKOE IIJIAHUPOBAHUE, CYIIHOCTh KOTOPOTO 3aKJIOYaeTcs B
00OCHOBaHHOM OMpPEJIEICHUN NOTPEOHOCTEN pPBIHKA, MyTEed U CIOCOOOB
HACBIIIEHUSI €r0, MaKCUMaJbHOM 3arpy3Ke MOIIHOCTEH MpeanpusThs Ha
OCHOBE OpPTaHM3alIMOHHOM, MPOU3BOACTBEHHON M (PMHAHCOBO-XO3SIMICTBEH-
HOU NESITeNbHOCTU MpeAnpusTHs. [{as Toro 4ToOsl MpUHUMATH yIPaBICH-
YECKHE PEelIeHUs, HaJI0 COCTABUTh 3aJjaHue, MPOTpaMMy JEHUCTBUS, AJI Ye-
ro pa3pabaTbIBalOTCs MPOU3BOJICTBEHHBIC MPOTPAMMBI, MJIaHbI (PUHAHCO-
BBIX MEPOIPHUATHNA TMOIyYeHHUS 10X0Ja U 3(H(PEKTUBHOTO HCIOJIb30BAHUS
(bMHAHCOBBIX PECYPCOB.

Heo0xoaumo BhIZEIATH J1Ba BU/a INIAHUPOBAHUS — SKOHOMUYECKOE U
(¢buHaHCOBOE.

C NOMOIIBIO IKOHOMUUECKO020 NIAAHUPOGAHUA ONPENEISCTCS ypo-
BEHb YKOHOMHUYECKHX IMOKa3aTeJe MPOU3BOACTBA, OTPAKAIOIINX MOTPEO-
HOCTh PBIHKA, pacueT TOYKH 0e3yOBITOYHOCTH MPOM3BOJACTBA, d(HPEKTUB-
HOE UCIOJIb30BaHKE MPOU3BOJICTBEHHBIX U TPYJIOBBIX PECYPCOB.

QDunancoeoe niaanupoeanue onpeaenser o0ecneuyeHHOCTh (UHAH-
COBBIMHU peCcypcaMu JjIsl JIOCTHXKEHUS 3aJJaHHBIX YKOHOMUYECKHUX IOKa3a-
TeNel U, Kak clieIcTBUEe, (PMHAHCOBOE MOJIoKeHue npeanpustus. OHo pea-
JU3YETCsl 4Yepe3 aHaldu3 M pacyeT I[oKa3zarelied MPOU3BOJICTBEHHO-
X035UCTBEHHOU NIEeATEILHOCTH, OI0KETUPOBAHNUE, COCTABICHUE (PUHAHCO-
BBIX IUJIAaHOB U BBIOOpa y4deTHOW monuTuku. DuHAHCOBOE MIaHUPOBAHUE
MOJTHOCTHIO OCHOBBIBAETCS HA SKOHOMUYECKOM TUTAHHUPOBAHWH W 3aBUCHUT
OT BBIOpAHHBIX II€JIEHW U CTpATeTHMH B 0O0bEMax MPOM3BOJICTBA U MPOJAXK
TIPOTYKIIHH.

KOHTpOJIb BBHITIOJIHEHHS TTOCTABJIEHHBIX AKOHOMUYECKHX M IPOM3-
BOJICTBEHHBIX II€JIEH OCYIIECTBIISIETCS SKOHOMUYECKOH CTy>XK001 mpeanpu-
ATUS 9€pe3 MPOIEAYPhI ONEPATUBHOTO aHAIN3a BHITIOJHEHUS TUTAHOB U CO-
cTaBjeHUE OTYETHOCTU. OCHOBHBIM OTYETHBIM JOKYMEHTOM 3KOHOMHYE-
CKOTO KOHTPOJISI SBJISIETCS OTYET O MPUOBUIAX M YOBITKAX, OTpaKarolTui
peHTa0eNbHOCTh TPOU3BOACTBA U 3PHEKTUBHOCTL YIPABICHUS Ce0ECTOU-
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MOCTBI0. KOHTpOJIb 32 BBINOJIHEHHEM (DUHAHCOBOTO IUIAHA OCYILIECTBIISET-
Cs HA OCHOBE IUIATEKHOTO KaJeHJaps, KOTOPBIM OTpa)xaeT MPUXOd U pac-
XOJI IEHEIKHBIX CPEJCTB MPEATPUSITHU.

PerynupoBaHue OTHOILIEHUN Yepe3 SKOHOMUYECKHE MEXAHU3MBbI 3a-
JIO’)KEHO BO BHYTPEHHHUX TOJIOKEHUSAX (periiaMeHTax) Npeanpuarus o0
YOpaBJICHUM 3aTpaTaMu, IIEHOOOPA30BAHHMM, OILEHKE NESITEIbHOCTU MO/I-
paszeneHu, omiare Tpya nepcoHana u T. 1., KOTOpble pa3padaTbIBaeT U
UCIIOJB3YET JIJIs YIIPABJICHUSI JKOHOMUYECKAs CITyK0a MpeanpusiTUs.

Opzanuzayuonnas cmpykmypa IKOHOMUYECKOU C1YHcobl
npeonpuamus

OCHOBHOM 11€IbI0 YIKOHOMHYECKON CITY>KOBI SIBIsICTCS oOecrieueHre
SKOHOMHMYECKOT0 YympaBieHus npeanpustueMm. CocTtaB, HAaWMMEHOBaHHE
NO/pa3ieIieHUi YKOHOMUYECKON CITY>KOBI U UX (PYHKIIMU yCTaHABIMBAIOT-
Csl KaXJbIM MOPEANPUSITHEM CaMOCTOATENIbHO. EJUHCTBEHHBIM CTPYKTYP-
HBIM TOJpa3/IeICHUEM ATOM CIY>KObI, CyIIIECTBOBAHWE KOTOPOTO SIBISETCS
00s13aTeNIbHBbIM, @ (YHKIIMU PETJIAMEHTUPYIOTCS OOIIErOCy1apCTBEHHBIMU
HOPMATHUBHBIMU aKTaMu, siBJisieTcss Oyxrantepus. CocTtaB mojapasieieHui
YKOHOMHUYECKON CIYKObI U UX (PYHKIIUN TOJDKEH ONPEACNSIThCS 3PaBbIM
CMBICIIOM U (DMHAHCOBBIMH BO3MOXHOCTSIMU TipeanpusTus. [Ipu ux ompe-
JICJICHUU CTOUT COTIOCTABUTH BBIUTPHIII OT 00JIee KAYECTBEHHOTO PEIICHMUS
SKOHOMMYECKHX 337a4 C 3aTpaTaMy Ha COAEpKaHUE creruanuctoB. MHo-
rja JJis pelieHus] YHUKAIbHBIX SKOHOMUYECKHUX 3a7a4 MPEeANPUSTUIM I1e-
JecooOpa3Hee MPUBJIEKATh CTOPOHHUX CHEIUAIMCTOB U3 YKOHOMHYECKUX
U KOHCQJITHUHTOBBIX (PUpMm.

ITocne ompeneneHus pauMOHAIBHOW CTPYKTYpPbl 3KOHOMHYECKOU
CIIyObI OHA JOJIKHA ObITh 3a)MKCUPOBaHA BO BHYTPEHHUX HOPMATUBHBIX
JOKYMEHTaX, CTaHJapTax MNPEINPUITHS, MOJ0KEHUU O CUCTEME YyNpaBie-
HUU U T. I. Tam ke yKa3pIBaroTCA e U QYHKIIMN KaKI0TO U3 MoApa3ie-
JICHUN 3TOU CITYKObI, COCTAB PEIIaEMbIX 33J1a4, METOJIbl B3aUMOJICUCTBUSI C
JIPYTUMHU TIOAPA3JCICHUAMHU Tpeanpusitus. JlesTeabHOCTh OTIEIbHBIX
CHEIUAIUCTOB AKOHOMHUYECKOU CIIyXKObl PErJIaMEHTUPYETCS JTOJKHOCT-
HBIMU UHCTPYKIUSMHU, pa3padaThIBAEMbIMU KaXKIbIM MPEATPUITACM.

B coctaB 3kOHOMUYECKOI CITY>KOBI TPOU3BOJICTBEHHOTO TIPEIITPUSITHS,
KaK MPaBUJIO, BKJIFOYAOTCS CIIETYIOUIUE CTPYKTYPHBIE MOIPA3CIICHUS:

1) Oyxranrepus,

2) puHAHCOBBIN OT/EN,

3) OTAe] PKOHOMHUYECKHX 3a]1a4,

4) otaen nepcoHala.
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Dynkyuu noopazoeneHull IKOHOMUYECKOU CIYHCObL
CocraB (yHKIUNA MOApa3AeieHU SKOHOMUYECKON CITyKObI Ompe/ie-
JISIETCSL COJIepKaHUEM pelIaeMbIX 3a/1ay.
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1.

byxranrepus:

OTpakeHre Ha cueTax OyXraJITepCKOro y4deTa BCEX OCYIIEeCTBIIsie-
MBIX XO3IMCTBEHHBIX OIEPaIlUi.

[IpenocraBineHne mOAPA3ACICHUSIM MPEANPUATHS ONEPATUBHOU
UH(}OpPMaLIUU O €ro XO35UCTBEHHOU JI€ATEIbHOCTH.

Pacuer HaJIOrOB U M1aTEXKe BO BHEOIOXKETHBIE (DOH/IBI.
CocraBneHre B YCTaHOBJIEHHBIE CPOKH OPUIIMATIHLHON HAJIOTOBOM U
OyXraaTepCcKOW OTYETHOCTH.

OcymecTBieHre (COBMECTHO C APYTUMHU MOJpa3/IeJICHUsIMH) aHa-
Ju3a JEATeNbHOCTH MPEANPUITHS TIO JaHHBIM OyXrajaTepCcKOTO
y4eTa U OTYETHOCTH.

OdopmiieHre COBMECTHO C PYKOBOJUTENIEM MPEANPUITUS OpTraHu-
3allMy JOTOBOPHBIX JOKYMEHTOB, a TAKXKE JJOKYMEHTOB, CITYKaIlINX
OCHOBAaHUEM JUJIsI TPUEMKH M BbIJa4Yd TOBAPHO-MATEPUAIIbHBIX
LIECHHOCTEW U JICHEXKHBIX CPEJACTB, 4 TAKIKE PACYETHBIX, KPEIUTHBIX
U JICHEKHBIX 00513aTEIHCTB.

[IpoBeneHne AEHEKHBIX PACUETOB C KOHTpPAreHTaMU 4epe3 pac-
YETHBIC U MHbIE OAHKOBCKUE CUETA MPEINPUSATHA.

. DuHaHCOBEIN OTHEIT:

PacueT He0OX0AMMOTr0 IPEeANPUATHIO 00bEMA IEHEKHBIX CPECTB.
OmnpeneneHre UCTOYHUKOB TOJMYyUYEHHUs HEJOCTAIOIIUX JICHEKHBIX
CpeACTB (MCTOYHUKOB (DMHAHCUPOBAHMUS).

Opranu3zanys NpuBJIeUEHUs JEHEXKHbBIX CPEICTB.

DddexkTrBHOE XpaHEHNE U3JINIIKA TCHEKHBIX CPEJICTB.
ObecnieueHne GUHAHCOBOM COCTOSITEIBHOCTH MPEINPUATHS U TIja-
TEXKECIOCOOHOCTH.

KoHTpoJib 3a puHAHCOBBIM COCTOSTHUEM MPEATPUSITHSI.
®UHAHCOBOE MIAHUPOBAHME U YIPaBICHUE CUCTEMOMN OHOKETOB
MPEINPUATHS U €ro NOAPA3ICIICHUN.

. OTen DKOHOMHUYECKUX 3a0a4:

VYrpaBiieHue 3arpatamMu MPEANPHUATHS, pa3pad0oTKa CMET U Kallb-
KYJISILUA 3aTpar.

Pacuer 11eH Ha NpoOAyKIUIO.

Onenka 3P GHEeKTUBHOCTH JEATCIBHOCTH MPEANPUITHS, €ro TOJ-
pa3elieHul, OTIENbHBIX BUJOB OW3HECA, MPOIYKIIMHU, XO3SHCT-
BEHHBIX MEPOIPUSITHU.



* OneHka OOBEMHBIX IIOKa3aTeNe MPOM3BOJACTBA M pealM3aluu
MPOAYKINH NPEATIPUSITHS.

* DKOHOMHYECKHE PACUETHI, CBSI3aHHBIC C BBIIIOJIHEHUEM XO3AMCT-
BEHHBIX JOrOBOPOB C KOHTpPAareHTaMH MpeanpusiTus (IMOCTaBLIU-
KaMH, OKYNaTeasiMu, KpEAUTOPAMHU U p.).

* TexHUKO-DKOHOMUYECKUU aHan3 IIPOU3BOJICTBEHHO-
XO35IICTBEHHOU AEATEIIbHOCTH NPEAIIPUATHS.

* Bepnenue u npeacTaBieHUE B YCTAaHOBJIEHHBIE CPOKH O(PUIIMATBHOM
CTaTUCTUYECKON OTYETHOCTH.

4. Otnen nepcoHana;

» TlonGop u oOyueHue nepcoHana.

* YHpaBieHUE YHUCICHHOCTBIO U COCTABOM II€pCOHAa IIPEAIIPUATHS.

* Opranuzanys ONTUMAJIBHOM Uil IPEANPUITUS CUCTEMBI OIUIAThI

TpyZa IepcoHaia.

* Hauuncnenue 3apabOTHOM IJIaThl B COOTBETCTBUU C JACHCTBYIOILIEH
Ha NPEANPUATUU CUCTEMOU OILIATHI TPYAA.

OObeKTaMH IESITEIbHOCTA KaXJA0T0 U3 MOJPA3AEICHUI 3KOHOMUYE-
CKOI CIIy>KOblI SBJISIOTCA OJAHM M T€ K€ SKOHOMHYECKHE KaTeropuu, Ha-
npuMep, 3aTpatrbl, (PMHAHCOBBIM pPE3yJbTAaT, BHEOOOPOTHHIE AKTHUBBI, HC-
TOYHUKH (pUHAHCHUpOBaHUS U T. I. OJIHAKO Ka)xJ0€ MoJpa3zeliecHue peula-
€T OTHOCHUTEJIBHO 3TUX KAaTETOpUU CBOU CIIeLMalbHBIE 3a1ayn. Hampumep,
IIPA IIOKYIKE CTaHKa OTAE] DKOHOMMYECKMX 3a1ay JOJDKEH pacCYUTaTh
SKOHOMHUYECKYI0 3((PEKTUBHOCTh 3TOM oOmepanuu, IEPBOHAYAIBHYIO
CTOMMOCTh CTaHKa KaK 00beKTa OCHOBHBIX (hoH0B. DUHAHCOBBIM OTIENH
JOJKEH U3BICKAaTh MCTOYHUK (PMHAHCUPOBaHMS. A OyXrajitepus OTpPa3UTh
OIlEepalllH, CBA3aHHBIE C COBEPIICHHON MOKYNKOM, B OyXTaJITEPCKUX JOKY-
MEHTaXx.

Cnenyer OTMETUTBH, YTO YacTO PYKOBOJCTBO NPEANPHUATHS B CUILY
OTCYTCTBHSI HEOOXOJUMBIX CHEHUATU3UPOBAHHBIX SKOHOMUYECKUX MOA-
pa3liesieHuil BO3jaraeT Ha OyXTaJITEpUI0 PElICHUE HECBOMCTBEHHBIX €M
HPKOHOMHUYECKUX 3a/1ay, HallpuMep, OLIEHKY SKOHOMUYECKOU 3(PPEeKTUBHO-
CTH XO34MCTBEHHBIX MEPONPUATUM MU COCTaBJIEeHUE OU3HEC-TIJIaHa U T. M.
B cBsA3M ¢ pa3BuUTHMEM PBIHOYHOM SKOHOMMKH M IIOCTOSIHHBIM YCJIOKHEHU-
€M YCIJIOBHM JEITENBHOCTH NMOTOK TaKMX 3a1ad Bo3pacraer. Mx pemenune
TpeOyeT MpUMEHEHHsI CTICUATbHBIX METOI0B, HE OTHOCSIINXCA K HHCTPY-
MEHTapUI0 OyXrajaTepuu, MO3TOMY OyXxraiaTepuen OHHM, Kak MpaBUIIO, Kade-
CTBEHHO He pemarorcs. [Ipeanpustue Hecer norepu. Jlumb co3paHue
MOJIHOLIEHHOW 9KOHOMHMYECKOM CITyO0bl, B KOTOPOU COOJII0IaeTCs KeCTKas
CHeIUaIn3alnsi, MOKET 00eCIeUnTh HOpMaIbHOE (DYHKIIMOHHUPOBAHHUE XO-
3SIMICTBEHHOTO MEXaHU3Ma MPEANPUATHS.
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HckiroueHueM sIBISIETCS S3KOHOMHUYECKasl CIIy0a Majoro mpeanpu-
ATHS, HA YUCJIEHHOCTh IEPCOHAIA KOTOPOrO HANArarOTCs OTPaHUYCHHS.
3nech BCA 9KOHOMHYECKass paboTa OOBIYHO BEAETCS HEOOJNBIIONW TPYyMIon
HDKOHOMUCTOB (MHOTJIa OJHUM 4YEJIOBEKOM). B crily 3TOro "KOHOMHUCT Ma-
JIOr0 MPEANpPUSITHS JOJKEH ObITh YHUBEPCAIOM, 00JadarolIUM HIMPOKUM
KPYTOM CHEIUAJIbHBIX 3HAHUN U UMEIOIIUM BBICOKHH TTPOheCCUOHAIBHBIN
YPOBEHB.

Crenyer TakKe OTMETUTH, YTO Ha KPYIHBIX NPEANPUATHAX IKOHO-
MHYECKHE TOJPA3ACIICHUSI MOTYT CO3/1aBaThCs TAKKE B COCTABE OTACIHIb-
HBIX CTPYKTYPHBIX [TOApa3ieIeHUI (IPOU3BOJICTB, LIEXOB, OT/IEIOB).

B pemeHnn SKOHOMUYECKHMX 3a/1ad yYacTBYIOT BCE NOAPA3ICIICHUS
npeanpusaTus. OObIYHO OHU SBISIOTCA WM MOTPEOUTENAMH, UM IOCTaB-
mHUKaMu MHpOpMalMi. DKOHOMUUYECKUE PacdyeThl IPOBOISATCS NpU perie-
HUH BCEX OPTraHU3allMOHHBIX, TEXHUYECKUX, TEXHOJIOTHUECKUX, IIPOU3BO/I-
CTBEHHBIX 3a1ad. Hanmpumep, npu pa3paboTke MpOeKTa HOBOTO CamMOJIETa
0053aTeNIbHO PACCUUTHIBAECTCS 3KOHOMHYECKas 3(PPEKTUBHOCTh €ro Mnpu-
MeHeHus. M1 B cocTaB KOHCTPYKTOPCKOM JOKYMEHTALMU BKJIFOYAETCS pas3-
JIeJT TEXHUKO-3KOHOMUYecKkoro o0ocHoBanus. [Ipu miaHupoBaHuu mpous-
BOJICTBEHHOM NPOrpaMMBbl PACCUUTBIBAIOTCS €€ DKOHOMHUYECKHUE ITapaMeT-
pBI — ce0eCTOMMOCTh BaJIOBOM, TOBAPHOM, peaTM30BaHHON MPOAYKIIUH, TTO-
TpeOHOCTh B JICHEKHBIX CPEICTBAX U T. 1. PekoMeHAanu 3KOHOMUYECKOM
CIIyOBbI JTOJKHBI ObITh PEIIAIONIMMU IIPU BbIOOPE JIyUILIETO BapuaHTa pe-
HIEHMA B Takux 3agadax. Kaxxnoe meponpusThe, KOTOPOE IIAHUPYETCS
peanu3oBaTh, JOJDKHO NPOXOAUTh SKOHOMHMYECKYIO 3KCHepTusy. B mpo-
TUBHOM Ciydae mnpeanpusitue Oyaer (yHKIHMOHMPOBATH HEONTHUMAJIBHO,
ero 3arparbl OyIyT BBILIE, YEM PE3YJbTAThl, OyAET OUIYLIaThCsl XPOHHUYE-
CKUH ACPUIUT IEHEKHBIX CPEICTB.

B Hacrosmee BpeMst Halla cTpaHa IepeXrnBacT dKOHOMAYECKUN KPU-
3UC, CBA3AHHBIA C MEPEXOJOM OT aAMUHUCTPATUBHO-KOMAHIHOW MOJEIU
DKOHOMMKH K OTKPBITOM, pbIHOYHOM. OJIMH U3 MPU3HAKOB ATOTO KpU3HUCa —
CIIOXHOE (UHAHCOBOE TOJIOKEHUE OOJBIIMHCTBA MPOU3BOICTBEHHBIX
npeanpusTuii. BakHeimiedl 3amadeil KOHOMUYECKON CIIy>KObl TaKux
NPEANPUIATHI CTajla peain3alus MEPOIPHUITUI aHTUKPU3UCHOTO MEHEIXK-
MeHTa. llenpl0 aHTUKPU3UCHOTO MEHEIKMEHTA SIBIIAETCS HENOITYILICHHE
O0ankpotcTBa npeanpusatus. [Ipeanpusarue craHOBUTCS GaHKPOTOM (HEco-
CTOSITEJIBHBIM), €CJIM HE MOXKET BBINOJIHATH OIUIATy CBOUX OOS3aTEIbCTB
nepeja napTHEpaMu — MOCTABIIMKAMHU ChIPbs, MaTepUaioB, OaHKaMu, HaJo-
TOBBIMU OpPTraHamu, IEPCOHAJIOM.

HopmanbHoe puHaHCOBOE MOJIOKEHUE MPEANPUATHS OCHOBBIBACTCS
Ha BBITIOJIHEHUH JBYX YCJIOBHUM: a) peHTa0eIbHOM AesTeNbHOCTH, 0) J0CTa-
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TOYHOCTU JICHEXKHBIX cpeAcTB. K co3laHMIo0 U MOANEpHKAHUIO ITUX YCIIO-
BUI U CBOJMUTCSA aHTUKPU3UCHBIN MEHEIKMEHT. Ha HEKOTOpBIX npeanpu-
ATHSX CYIIECTBYIOT CIEIMAJIbHbBIE MTOAPA3/ICIICHHS, 3aHUMAIOIINECS pelle-
HUEM 3TOM 3a1aud. OHU UCCIENYIOT JEATEIbHOCTh NPEANPUATUSA, OTIPEAE-
JSIFOT TMPUYUHBI TSHKENOTO (PMHAHCOBOTO COCTOSIHUA (peIlaroT 3a1ady Ju-
arHOCTHKH ), pa3padbaThiBalOT OM3HEC-TUIaHbI (PMHAHCOBOTO 03JI0POBJICHUSI,
OCYUIECTBIISIIOT UX peanu3annio. Kpusnc-MeHemxepaMu, Kak MpaBuiio, siB-
JISIFOTCSI SKOHOMHCTBI BBICOKOTO KJIAacCa, UMEIOLIUE CIENUaIbHy0 MOAro-
TOBKY. UacTo JJig BBIOJHEHUS 3TOW pabOThl MPUOETAIOT K yCIyram cIie-
UAJTM3UPOBAHHBIX KOHCAITHUHTOBBIX U Ay JTUTOPCKUX HUPM.

12. In a week back-translate your text and compare the result with the
original text. Analyze and explain the discrepancies.

13. Make a presentation on economic governance tools and policies in any
country.

UNIT 3. MARKET REGULATION

Warming up activity

Answer the following questions:

1. How do you understand the concept of market power?
2. What market regulation tools do you know?

3. Why do governments regulate market?

4. What is market deregulation?

Tasks

1. Watch a video lecture on market power following the link and answer
the questions below: https://www.youtube.com/watch?v=M90RTIrgaSI

What are barriers to enter the market and how to overcome them?
What buyer power?

What is the evidence of market power?
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2. Read information on  market power in  Investopedia:
https://www.investopedia.com/terms/m/market-power.asp

3. Explain the meaning of the following expressions in English and give
their Russian variants:

oligopoly; value chain; capping prices; circumvent the problem; ingenious-
ly constructed contracts; ratchet effect; marginal costs; to be bribed; verti-
cal contracts and mergers.

4. Read the following article:

MARKET POWER AND REGULATION

Jean Tirole is one of the most influential economists of our time. He has
made important theoretical research contributions in a number of areas,
but most of all he has clarified how to understand and regulate industries
with a few powerful firms. Tirole is awarded this year’s prize for his analy-
sis of market power and regulation.

Regulation is difficult

Which activities should be conducted as public services and which should
be left to private firms is a question that is always relevant. Many govern-
ments have opened up public monopolies to private stakeholders. This has
applied to industries such as railways, highways, water, post and telecom-
munications — but also to the provision of schooling and healthcare. The
experiences resulting from these privatizations have been mixed and it has
often been more difficult than anticipated to get private firms to behave in
the desired way.

There are two main difficulties. First, many markets are dominated by a
few firms that all influence prices, volumes and quality. Traditional eco-
nomic theory does not deal with this case, known as an oligopoly, instead it
presupposes a single monopoly or what is known as perfect competition.
The second difficulty is that the regulatory authority lacks information
about the firms’ costs and the quality of the goods and services they deliv-
er. This lack of knowledge often provides regulated firms with a natural
advantage.
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Before Tirole

In the 1980s, before Tirole published his first work, research into regula-
tion was relatively sparse, mostly dealing with how the government can in-
tervene and control pricing in the two extremes of monopoly and perfect
competition. At this time, researchers and decision-makers were still look-
ing for general principles that would apply to every industry. They advo-
cated simple rules for regulatory policies, such as capping prices for mo-
nopolists and prohibiting cooperation between competitors in the same
market, while permitting cooperation between firms at different positions
in the value chain. Tirole’s research would come to show that such rules
work well in some conditions, but that they do more harm than good in
others. Price caps can provide dominant firms with strong motives to re-
duce costs — a good thing for society — but may also permit excessive prof-
its — a bad thing for society. Cooperation on price setting within a market is
usually harmful, but cooperation regarding patent pools can benefit every-
one involved. The merger of a firm and its supplier may lead to more rapid
innovation, but it may also distort competition. To arrive at these results, a
new theory was needed for oligopoly markets, because not even extensive
privatization creates enough space for more than a small number of firms.
There was also a need for a new theory of regulation in situations of
asymmetric information, because regulators often have poor knowledge of
firms’ conditions.

New theoretical tools

Tirole’s research would come to build upon new scientific methods, par-
ticularly in game theory and contract theory. There were great hopes that
these methods would contribute to practical policy. Game theory would aid
the systematic study of how firms react to different conditions and to each
other’s behavior. The next step would be to propose appropriate regulation
based on the new theory of incentive contracts between parties with differ-
ent information. However, even though many people could see the research
questions, they were difficult to solve. Jean Tirole began his research on
regulation and oligopoly in the early 1980s. He had already received de-
grees in engineering from Ecole Polytechnique and Ecole Nationale des
Ponts et Chaussées in Paris, and in mathematics from Université Paris-
Dauphine. In 1981, he was awarded a Ph.D. in economics by the Massa-
chusetts Institute of Technology in Cambridge, USA. The new tools of
economic theory and deep insights into the production conditions of a
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number of regulated industries gave Tirole an exceptionally good founda-
tion on which to renew and deepen the analysis of regulation and market
power.

The regulator’s information problems

In 1986, Tirole and his now deceased colleague Jean-Jacques Laffont made
an important contribution to the theory of regulation. They demonstrated
how a clever set of production contracts can circumvent the problem of
asymmetric information in a market where the regulatory authority lacks
complete knowledge of a monopoly’s costs and choices of production
techniques. The central problem is to provide compensation that is high
enough for production to be worthwhile, without using tax money for un-
necessarily high profits. Laffont and Tirole demonstrated how the regulato-
ry authority can solve this dilemma. The elegant result is that the authority
can compensate for its lack of information about the firm’s conditions by
allowing it to choose from a menu of ingeniously constructed contracts.
Regardless of the type of producer, he will choose the right kind of con-
tract purely out of self-interest. A producer with high costs that are difficult
to influence will choose a contract with relatively high compensation for
his costs — and thus have little motivation to reduce them. A producer that
has greater opportunities to reduce his costs will choose a contract with
relatively low compensation for its costs, but with a higher price for the
services he delivers — and thus have a strong incentive to reduce costs. A
single contract that strikes a compromise between these aspects would re-
sult in unnecessarily large profits if it is easy for the firm to cut its costs.
During the 1980s and 1990s, Laffont and Tirole applied their theory to a
range of issues. They summarized the results in a book on public procure-
ment and regulation, published in 1993, which has greatly influenced regu-
lation in practice. The theoretical results for how different types of regula-
tion might work have also received convincing support in empirical studies
of individual industries.

The dynamics of regulation

In many cases, questions arise about the time frame for regulation: for
what period should the first set of regulations be designed, and how should
it be reviewed and renewed? Laffont and Tirole analysed these questions in
two significant articles from 1988 and 1990, which were based on work
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carried out by Freixas, Laffont and Tirole in 1985. Assume that the regula-
tor and the producer cannot sign a long-term contract, but only a series of
short-term contracts. This means that the producer’s current actions may
affect his future regulation. If a low-cost producer works hard and thus
achieves large profits during the first contract period, the regulatory au-
thority may tighten the demands of the next contract in order to reduce the
profit potential. The risk is that the producer predicts this ratchet effect and
thus works less hard, disadvantaging the business. If the authority cannot
draw up long-term contracts it is impossible to get the producer to choose
the appropriate effort at a reasonable cost, and thus indirectly reveal its
cost conditions. Instead, the authority should choose to use weaker incen-
tives and gradually learn these conditions — this will happen quickly if the
business is complex and unprofitable, and more slowly if it is simpler and
more profitable.

The regulator’s independence

In most countries, the framework for regulation is first decided at a higher
level (the government) and a public authority is then tasked with designing
the precise terms of the regulation. In 1986, Tirole had analysed the opti-
mal reward system in a similar hierarchical relationship, studying a more
general case with one principal (owner), one supervisor (foreman) and one
agent (worker). The primary problem is that the authority and the firm
have more information about the business than the government. A poorly
designed framework means that there is a risk of the two colluding to hide
this information from the government, to the benefit of the business: the
authority becomes the firm’s advocate. In 1991, Laffont and Tirole exam-
ined how regulation should be designed to minimize this risk. The main re-
sult of their analysis is that the government should establish a framework
that explicitly considers the risk of the regulator hiding information and
colluding with the regulated firm. Even with a well-designed framework, a
regulator will sometimes appear to be an advocate of the firm, but despite
this she will nevertheless not allow herself to be bribed or actively with-
hold information.

Competition and strategic investments

It is not only monopolies that require regulation, oligopoly markets do too.
Along with his co-authors, Tirole has provided a number of important con-
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tributions to theories of competition law, such as analyses of the competi-
tive effects of patents, technical advances and strategic investments. Pa-
tents can provide firms with a strategic advantage. In 1983 Tirole, working
with Drew Fudenberg, Richard Gilbert and Joseph Stiglitz (one of the 2001
Economics Laureates), analysed the conditions for patent races between
firms. They predicted intense races in areas where several companies are at
roughly the same level, but lower levels of investment in research and de-
velopment when one of the companies is far ahead. In an article from
1984, Fudenberg and Tirole used game theory to analyse how a firm can
influence its competitors strategically. A strategic investment has long-
term effects on the firm’s profitability. One vital question is whether the
investments make the firm more (or less) aggressive in future competition.
One example is an investment that reduces the firm’s marginal costs. The
next question is the way in which competing firms best deal with such
competition. In some markets, aggressive investments will bring rewards,
as competitors will abstain from market shares. In other markets, such in-
vestments are unprofitable, as they will in turn be met with aggressive be-
havior. In-depth understanding of the particular conditions of a specific in-
dustry is therefore necessary to determine what type of strategy is most
profitable for firms in that industry. These are important insights for both
practitioners and competition authorities. Practitioners may make mistakes
if they uncritically try to transfer lessons learned in one market to another
one, and the authorities may make mistakes if they regulate firms without
taking specific market conditions into account.

Competition in specific markets

There are no simple, standard solutions for regulation and competition pol-
icy, as the most appropriate ones will vary from one market to another.
Jean Tirole has therefore also studied the conditions of specific markets,
and contributed new theoretical perspectives. Traditionally, undercutting
prices has been disciplined under competition law, because setting prices
below production costs is one way of getting rid of competitors. However,
this is not necessarily true of all markets. Consider the newspaper market,
for example, where giving away papers for free can be a way of attracting
readers and thus new advertisers to cover the losses due to production and
distribution. In this case, it is doubtful whether undercutting should be
banned. Along with Jean-Charles Rochet, Tirole has increased our under-
standing of these platform markets where there is a strong link between
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players on different sides of a technical platform, such as readers and ad-
vertisers in the case of newspapers. Other examples of similar platforms
are credit/debit cards, search engines, and social media.

Competition and vertical restraints

What happens when someone has a monopoly in an area that is an im-
portant link in a production chain? This classic problem is illustrated by a
modern phenomenon: a particular firm’s software or operating system be-
comes dominant in its area. Formerly, the belief was that such companies
may well make monopoly profits in their own area, but that competition
prevents them from benefitting from their position in the next link of the
production chain.

In two studies — one with Patrick Rey in 1986, one with Oliver Hart in
1990 — Tirole has demonstrated that this belief is not justified; mastering
one link of a chain can allow a monopolist to make profits in the market of
the next link. In reality, it is often by distorting competition in a neighbor-
ing market that a monopolist is able to make a profit. One example is the
producer of a cost-reducing, patented innovation. If the firms that are po-
tential purchasers of this innovation operate in a market with stiff competi-
tion, the producer will find it difficult to earn a lot of money if he sells to
all the firms at the same time; market competition produces low profits
even after the reduction in costs, so the producer must maintain a low
price. However, if the innovation is sold to only one firm, this firm makes
a high profit because it becomes more efficient than its competitors. The
producer can then set his price considerably higher.

However, it is far from clear that the producer can commit to selling to on-
ly one firm. Once the sale has taken place, it is worthwhile for the producer
to sell to additional firms, but if the first customer realizes this risk, his
willingness to pay significantly diminishes. The producer must therefore
promise not to make any more sales. In order for this promise to be credi-
ble, it is necessary to either sign some form of exclusive contract or actual-
ly merge the two firms. Competition law therefore has to weigh these two
considerations against each other: on the one hand, vertical contracts can
limit competition but, on the other hand, they encourage innovation. This
type of reasoning has provided a new and robust foundation for legislation
and legal usage concerning vertical contracts and mergers.
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So, this is yet another example of the same general result: desirable compe-
tition policies are different from market to market.

Overall contribution

Jean Tirole’s research contributions are characterised by thorough studies,
respect for the peculiarities of different markets, and the skillful use of new
analytical methods in economics. He has penetrated deep into the most
central issues of oligopolies and asymmetric information, but he has also
managed to bring together his own and other’s results into a coherent
framework for teaching, practical application, and continued research.
Tirole’s emphasis on normative theories of regulation and competition pol-
icy has given his contributions great practical significance.

5. Find information on market regulation on OECD website and answer
the question below: http://www.oecd.org/eco/growth/indicatorsofproduct
marketregulationhomepage.htm

What are the indicators of market regulation?

6. Read the information on regulated market and answer the question:

What is a “regulated market”

A regulated market is a market over which government bodies or, less
commonly, industry or labor groups, exert a level of oversight and control.

BREAKING DOWN “Regulated Market”

Regulation curtails the freedom of market participants or grants them spe-
cial privileges. Regulations include rules regarding how goods and services
can be marketed; what rights consumers have to demand refunds or re-
placements; safety standards for products, workplaces, food and drugs;
mitigation of environmental and social impacts; and the level of control a
given participant is allowed to assume over a market.

Ancient civilizations imposed rudimentary regulations on markets by
standardizing weights and measures and providing punishments for theft
and fraud. Since that time, regulations have mostly been imposed by gov-
ernments, with exceptions: medieval guilds were trade bodies that strictly
controlled access to given professions and defined the requirements and
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standards for practicing those professions. Beginning in the 20th century,
labor groups have often played a more or less official role in regulating
certain markets.

Examples of regulatory bodies in the U.S. include the Food and Drug Ad-
ministration, the Securities and Exchange Commission and the Environ-
mental Protection Agency. These agencies derive their authority and their
basic frameworks for regulation from legislation passed by Congress, but
they are parts of the executive branch and their leaders are appointed by the
White House. They are often charged with creating the rules and regula-
tions they enforce, based on the idea that Congress lacks the time, re-
sources or expertise to write regulation for every agency.

Arguments for and against regulated markets

Supporters of a given regulation — or regulatory regimes in general — tend
to cite benefits to the wider society. Examples include limiting mining
companies' ability to pollute waterways, banning landlords from discrimi-
nating based on race or religion, and granting credit card users the right to
dispute charges.

Regulations are not always purely beneficial, however, nor are their ration-
ales always purely altruistic. Labor unions have at times successfully lob-
bied for regulations granting their members exclusive access to certain
jobs, for example. Even well-intentioned regulations can carry unintended
consequences. Local-content requirements are often imposed in order to
benefit domestic industry. A government might require that cars or elec-
tronics sold in the country contain a certain proportion of locally manufac-
tured components, for example. These rules do not necessarily succeed in
nurturing local manufacturing, but often lead to letter-of-the-law worka-
rounds (components made in fully staffed factories elsewhere and assem-
bled by a handful of employees in-country) or black markets.

Some advocates of free markets argue that anything in excess of the most
basic regulations is inefficient, costly, and perhaps unfair. Some argue that
even modest minimum wages raise unemployment by creating a barrier to
entry for low-skilled and young workers, for examples. Advocates of the
minimum wage cite historical examples in which highly profitable compa-
nies paid wages that did not provide employees with even a basic standard
of living, arguing that regulating wages reduces exploitation of vulnerable
workers.
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(Source: https://www.investopedia.com/terms/r/regulated-
market.asp#ixzz50DZQ4UBz)

When is it necessary to regulate markets?

7. Watch the video on market regulation following the link:
https://www.youtube.com/watch?v=sDgqGzMdhL1M

8. Find examples of market regulation/deregulation in different coun-
tries/markets.

9. Make the written translation of the following text into English.

IF'OCYAAPCTBEHHOE PEI'YJIMPOBAHUE PbIHKA,
ET'O CTPYKTYPA. OCHOBHBIE METO/JbI
IF'OCYAAPCTBEHHOI'O PET'YJIMPOBAHUS PBIHKA

['ocynapcTBeHHOE pEryaupoBaHUE PHIHKA MPECTaBIAET cOOOM ak-
TUBHOE BMEIIATEIbCTBO T'OCYJAAPCTBEHHBIX OPraHOB B CTPYKTYpY (PyHK-
IIMOHUPOBAHUS PbIHKA, BO3JICHCTBYS Ha pa3BUTHE MPOU3BOJCTBA B 0OIIIe-
CTBEHHO HYXHOM HAaIIPaBJICHUH, a TAKXXE JIJIs1 PEIICHUSI BOSHUKAIOLIUX CO-
UAJBHBIX MpoOsieM. Heo0XoaMMOCTh TaHHOTO MOMEHTa BO3HHUKAET IPHU
HECOBEPILIEHCTBE OTJEIbHBIX PBIHKOB, KOTOPOE IMpPOSBISIETCS B HECTa-
OWJIBHOCTH, YAaCTUYHOM YYETe 3aTpaT U MOJyYEHHBIX PE3ylbTaTOB, He-
€IMHCTBEHHOCTH paBHOBecHs. Ellle 0THOM HEMaTOBaXKHOW MPUYUHOM TO-
CYJIapCTBEHHOT'O PETYJIUPOBAHUS PHIHKA SIBISETCA MOTPEOHOCTHh B pellie-
HUU MaKpOAKOHOMMYECKUX 3a1a4. K HUM OTHOCSTCS:

* oOecrieueHue MOJTHOM 3aHATOCTH TPYAOCTIOCOOHOTO HACEICHUS,

* Oopb0a ¢ uHGpIAIUCH;

* 00bEIUHEHUE MPUHIIMIIOB COLMAIIBHON CIPaBEIJIMBOCTH U SKOHO-

MU4YecKor (D (PEKTUBHOCTH U MPOYHE.
['ocynmapcTBeHHOE pEryIMpOBaHUE PHIHKA CTABUT TEpes COOOi ciie-
TYIOIIME TENU: CTAOMIM3aIusl PHIHOYHBIX OTHOIICHWM, YCTAaHOBJICHHE HX
PaBHOBECHS WM CIIBUT, HAMPABIICHHBIN HA UX PABHOBECHE WU OTKJIOHEHHUE.
Metobl TOCYIapCTBEHHOTO PEryJIMPOBAHUS, C MOMOIIBI KOTOPBIX
JIOCTUTAIOTCS BBIIIIEYKA3aHHBIC 1IEJTH:
* MyTEM KOHTPOJIS 32 00hEMaMH MPOU3BOJACTBA U YPOBHEM IICH — B
ATOM CIly4ae roCyJIapCTBOM YCTAHABIMBAIOTCS KOHKPETHBIE LIEHbI
WJIU BBOJISITCSL PHIHOYHBIE KBOTHI;

* MMyTeM MPUMEHEHHS TOCYIApPCTBEHHBIX (PMHAHCOBBIX WHCTPYMECH-
TOB — BBIPAXKAETCSI B BBEJICHUM HAJIOTOB U JOTAIIMN HA OMPEEIICH-
HbIe c(epbl AeATeIbHOCTH;
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* MyTEM yCTaHOBJICHUS (PUKCUPOBAHHBIX IICH.

BBeneHnne Hamora Ha KOHKPETHYIO cepy MpOU3BOJCTBEHHOMU Jiesi-
TEJIbHOCTH BBI3BIBAET AKTUBHBIA POCT MPEAJIOKEHUH, TJIe€ CTOUMOCTb HaJlO-
ra BHOCUTCSI B TOCYJaPCTBEHHBIN OIO/DKET MPOJaBIIAMHU U3 CPEACTB TMOKY-
natesei, mpuoodbperaromux ToBap. Jloramus, ycTaHaBIUBAIOIAsACS B OMpe-
JICJICHHOM TMPOIIEHTE K CTOMMOCTH TOBapa WiIH B CyMMe (pacCUMTaHHOM B
pyOJIsSiX) Ha €IMHUILy TOBapa, MPEJCTaBISIET OOPATHYIO CTOPOHY HAJOra.
JloTanuy MoJy4yaroT 4alle BCEro MPOM3BOAMTENN, XOTS CYIIECTBYET pe-
aJibHAs BO3MOXHOCTb TMOJYyYECHUS! U YacTHOMY Jiuily. ODUKCUPOBAHHBIC 11€-
HbI YCTaHABIIMBAIOTCS HAa CEJIbCKOXO3SIMCTBEHHYIO MTPOIYKIIHMIO, MPEBHIIIAs
YpOBEHb IIeH paBHOBecHs. TakuM 00pa3oMm, METOJIbI TO3BOJISIOT TOCYyaap-
CTBY PEryJIMPOBATH LIEHbI HA PbIHKAX.

T'ocyoapcmeennoe pezynuposanue pelnka mpyoa
['ocynmapcTBEeHHOE PETYNHPOBAHKME PBIHKA TPyJa SBISAETCS 0CO00M
chepoil IeITEIBPHOCTH TOCYIapCTBEHHOTO BMEIIATEILCTBA B COITMAIBHO-
YKOHOMHUYECKHUE IPOIECChI MHOTOTPAaHHBIMHU TIOJXOJaMH M CPEIACTBAMH.
OHO HampaBJeHO Ha IMOJYYCHHUE PAIMOHAIBHBIX PE3yJIhTAaTOB B COIMAIb-
HO-DKOHOMHYECKUX YCIOBUSAX OTHOCHUTEIBHO YPOBHS 3aHSITOCTH pabOTo-
CIIOCOOHOTO HACEJIEeHHSs, COOTBETCTBHE MPO(HECCUOHATLHOTO YPOBHS 3aHU-
MaeMbIX pabo4MnX MECT, a TAaKXKe perieHue npoodiaem 6e3padboTUllbl.
MeToapl rOCy1TapCTBEHHOTO PETYIMPOBAHMS PHIHKA TPYyAa IPEICTaB-
JICHBI B CIICTYIOIIEM BHJIC:
* CO3/IaHHME HOBBIX Pa0OYMX MECT — BO3MOXHO OCYIIIECTBUTH ITyTEM
COKpalIeHHs pabo4yero BpeMeH! KaKI0T0 COTPY/IHUKA,;

* peryJdpoBaHHE peXUMa TPyJa W OTHAbIXa — OCYIIECTBIISICTCS Y-
TE€M yCTaHOBJICHHUS MAaKCUMaJIbHOTO pab0Yero BpeMEHU B T€UEHHUE
BCell paboueil Hellelu.

[IpuMeHATH TaHHBIE METOABI CTOUT C 0COO0H OCTOPOKHOCTHIO, TO-
CKOJIBKY OHU MOTYT HE TOJbKO CHHU3UTh YPOBEHBb 0€3pa0OTHIIBI B CTPAHE,
HO ¥ B 3HAYUTEJIIPHON CTENEHU yXYAIMHUTHh 3(PHEKTUBHOCTh SKOHOMHKH
Bcell cTpanbl B 00memM. OIHUM U3 METOJIOB TOCYIapCTBEHHOTO peryiu-
pPOBaHMS PBIHKA TPYyJa SBISICTCS CHUKEHHE MEHCHOHHOTO Bo3pacta. Ilo-
noOHas MpaKTUKa ocyllecTBiasiercs ctpanamu llIBenuun, Mcnanuum u
['epmanun.

[Ipu opranmszanmu COOCTBEHHOTO Jejia CIIyKObl 3aHATOCTH TpyAa
OKa3bIBAIOT aKTMBHOE COJICHCTBHE B OKAa3aHUU MaTEPUATBHON M KOHCYIIb-
TaTUBHOM TMOMOIITHM, a TaK)Ke ITOMOIIM B IMOJTOTOBKE MM OTOOpE COTpY/I-
HUKOB I co3daBaeMbIX (upm. JlaHHAs TocymapcTBEHHas TMOMOIIb 3a-
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KJIFOYAETCsl HE TOJIBKO B TPYAOYCTPOUCTBE pabOTOCIIOCOOHOIO HACEJICHHS,
HO U B OpraHu3aiuu coOCTBEHHOTO OM3HECa U OpraHU3alMi HOBBIX pado-
YuX MECT. B OCHOBHOM JaHHas Mepa MO3BOJISIET 3alluIIaTh MpaBa Oe3pa-
OOTHBIX TpaxaaH. ['ocy1apCcTBEHHOE PETYJIMPOBAHHUE PBIHKA TPYJa MUMEET
BCE DKOHOMHUYECKHE CPEJICTBA U MPEIIOKEHU paboyeil CUIIbI ¢ TOMOIIBIO
HAJIOTOBBIX PbIYAroB. [JTaBHOW 3>KOHOMHYECKOW MEPOW PEryJUpPOBAHUSA
JAHHOM CTPYKTYpbI SBJISIETCS MEPENOArOTOBKa pabOTOCIOCOOHOIO Hace-
JeHus 3a cuer (poHaa 3aHATOCTU Tpyaa. PUHAHCUPOBAHUE CUCTEMBI IIEpe-
MOJITOTOBKH OCYIIECTBIISIETCS U3 CPEICTB IOpuANYecKuX jauil. JlanHas me-
pa HOCHUT HE TOJIbKO SKOHOMUYECKUM XapakTep, HO U SBIISICTCS CHeIualu-
3UPOBAHHOM, TO3BOJISIA OOJIETUYNUTHh TPYAOYCTPOHMCTBO PabOTOCTIOCOOHOTO
HACEJICHUs, He UMEIOIIETro MOCTOSHHOTO pabouero mecta. Takum oOpazom,
JaHHbIE MEpPbI PEryJIUPOBAHUS MO3BOJISIOT MOBBICUTH 3apa0OTHYIO IJIATy
pabouux, co3aaTh HOBbIE pabdoyne MecTa, pa3BUTh MPEANPUHUMATENBCKYIO
JIeSITEIbHOCTh, OPTaHNU30BaTh MPOLIECC MEPENOATOTOBKH U BHITUIATHI MOCO-
ouit mo 6e3padoTulie.

TI'ocyoapcmeennoe pezynruposanue polHKa 4eHHbIX Oymaz,
€20 CyWHOCImb U CMPYKmypa

LlenHbie Oymaru SBJISIFOTCA TJIABHBIM aTprOyTOM TOBapHOTO 000pOTAa.
B cBs3u ¢ 3TUM TOCyAapCTBEHHOE PETYIMPOBAHUE PHIHKA LIEHHBIX Oymar
CTaJI0 OJJHUM W3 TJIABHEUIINX MHCTPYMEHTOB T'OCYJapPCTBEHHOTO PETYIIH-
poBaHUs (DMHAHCOBOTO phIHKA. [ JTABHBIMM BUJAMU IIEHHBIX Oymar sBJjs-
I0TCSl aKIMu, oOJIUraluu, JJOTepeiHbie OUIeThl U Bekcens. ['ocynapcTBeH-
HOE perynupoBaHue (UHAHCOBOTO PhIHKA OCHOBAHO HA €ro CTPYKTYpE:

* JICHS)KHBIN PBIHOK — Iie (PYHKIIMU IIEHHBIX OyMar BBITIOJHSIOT Ha-
JIMYHBIC IEHEKHBIE CPEJICTBA;

* PBIHOK KPAaTKOCPOYHBIX U JIOJITOCPOUYHBIX OAHKOBCKHUX KPEIUTOB
(Wi PBIHOK CCYJTHOTO KamuTaja) — OXBaThIBaeT BCe (DMHAHCOBBIC
OTHOIIIEHUS, CBSI3aHHBIE C TIPEIOCTABIICHUEM KPEIUTHBIX CCY/I;

* PBIHOK IICHHBIX OyMar — CBSI3bIBaeT BCe (DMHAHCOBBIC M KPEIUTHBIC
OTHOIIIEHUS, IOCKOJIBLKY IICHHBIE OyMaru AMEIOT KOHKPETHYIO CO0-
CTBEHHYIO CTOMMOCTBH U MOTYT CBOOOJTHO 0OpaIaThCsl Ha PhIHKE.

['ocynapcTBeHHOE peryIMpOBaHUE PHIHKA IIEHHBIX OyMar mo3BOJISET:

* YIOPSAOYNTh (DUHAHCOBYIO JEATETLHOCTh M BCEX YYACTHUKOB
PBIHKA;

* CO3/1aTh HOpMajbHbIE (PMHAHCOBBIC YCJIOBHS (DYHKIIMOHUPOBAHUS
PBIHKA;
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* 3AIIUTUTh YYACTHUKOB PBIHKA OT MOLIEHHUYECTBA U HEAOOPOCOBE-
CTHOCTH JPYTUX YYaCTHUKOB PBIHKA;
* (opMUpOBaTH HOBBIE PHIHKH.

10. In a week back-translate your text and compare the result with the
original text. Analyze and explain the discrepancies.

11. Make a presentation on market regulation tools in any country.
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PART II

UNIT 4. PROFITABILITY

Warming up activity

Answer the questions below:

What is profitability?

When a business is considered profitable?

Provide examples of profitable and unprofitable businesses.

Follow the link and answer the question below: https://businesstown.com/
articles/how-to-value-an-unprofitable-business/. How can we value whether
a business is profitable?

Tasks

1. Read the information on profitability:

Understanding Profitability

Profitability is the primary goal of all business ventures. Without profita-
bility the business will not survive in the long run. So measuring current
and past profitability and projecting future profitability is very important.

Profitability is measured with income and expenses. Income is money gen-
erated from the activities of the business. For example, if crops and live-
stock are produced and sold, income is generated. However, money com-
Ing into the business from activities like borrowing money do not create
income. This is simply a cash transaction between the business and the
lender to generate cash for operating the business or buying assets.
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Expenses are the cost of resources used up or consumed by the activities of
the business. For example, seed corn is an expense of a farm business be-
cause it is used up in the production process. Resources such as a machine
whose useful life is more than one year is used up over a period of years.
Repayment of a loan is not an expense, it is merely a cash transfer between
the business and the lender.

Profitability is measured with an “income statement”. This is essentially a
listing of income and expenses during a period of time (usually a year) for
the entire business. Information File Your Net Worth Statement includes —
a simple income statement analysis. An Income Statement is traditionally
used to measure profitability of the business for the past accounting period.
However, a “pro forma income statement” measures projected profitability
of the business for the upcoming accounting period. A budget may be used
when you want to project profitability for a particular project or a portion
of a business.

Reasons for Computing Profitability

Table 1. Income statement. Whether you are recording profitabil-
Income ity for the past period or projecting
Sale of Crop Products 550,000 ; ili i i
Sale of Livestock Products $25,000 proﬂtat_)lllty fO_I' the C_Ommg perl_od,
Government Payments $10,000 measuring profltablllty Is the most im-
Total Income $85000  important measure of the success of
Expenses the business. A business that is not
Seed 510,000 i i

S o £20.000 proflt_able cannot survive. anversely,
Feed 510,000  a business that is highly profitable has
Processing $10,000  the ability to reward its owners with a
Marketing 35,000 . .

Interest $5.000 large return on their investment.
Depreciation 510,000 ] ] o ]

Total Expenses $70,000  Increasing profitability is one of the
Net Income 515000  Most important tasks of the business

managers. Managers constantly look
for ways to change the business to im-
prove profitability. These potential changes can be analyzed with a pro
forma income statement or a Partial Budget. Partial budgeting allows you
to assess the impact on profitability of a small or incremental change in the
business before it is implemented.

A variety of Profitability Ratios (Decision Tool) can be used to assess the
financial health of a business. These ratios, created from the income state-
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ment, can be compared with industry benchmarks. Also, Income Statement
Trends (Decision Tool) can be tracked over a period of years to identify
emerging problems.

Accounting Methods

Cash Method of Accounting. Traditionally farmers have used the “cash
method” of accounting where income and expenses are reported on the in-
come statement when products are sold or inputs are paid for. The cash
method of accounting, used by most farmers, counts an item as an expense
when it is purchased, not when it is used in the business. This has been
used as a method of managing tax liability from year to year. However,
many non-farm business accounting systems count an item as an expense
only when it is actually used in the business activities.

Cash acconnting formula

+ Income (when farm products are sold)

- Expenses (when production inputs are purchased)

= Net Income (difference between sales of products
and purchaszes of inputs)

However, net income can be distorted with the cash method of accounting
by selling more than two years crops in one year, selling feeder livestock
purchased in a previous year, and purchasing production inputs in the year
before they are needed.

Accrual Method of Accounting to provide a more accurate picture of prof-
itability, the accrual method of accounting can be used. With this method,
income is reported when products are produced (not when they are sold)
and expenses are reported when inputs are used (not when they are pur-
chased). Accrual accounting uses the traditional cash method of accounting
during the year but adds or subtracts inventories of farm products and pro-
duction inputs on hand at the beginning and ending of the year.

A worksheet for computing Net Farm Income Statement (Decision Tool)
with accrual accounting is available that allows you to prepare an accrual
net income statement from income tax schedules and net worth statements.
Information on creating and using a Net Farm Income Statement is also
available.
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Acernal accounting formula
= Cash Income (when farm products are sold)

- Beginning value of inventory of farm
products (farm products sold this vear but
produced last year — products not produced
in the current year).

= Ending inventory (farm products produced
this year but sold next vear)

= Accrual Income (when farm products are
produced)

= Cash Expenses (when production inputs are
purchased)
+ Beginning inventory (production inputs used
this year but purchased last vear)
- Ending inventory (production inputs pur-
chased this year but used next year)
+ Ending accounts pavable (production inputs
used this year but paid for next vear).
- Beginning accounts payable (production
inputs paid for this vear but nsed last vear).
= Accrual Expenses (when production inputs are
used).

= Accrual Net Income (difference between the
value of products produced (accrual income)
and cost of input used (accrual expenses)

Although seldom used in farming, Double Entry Accounting (Information
File Understanding Double Entry Accounting) will provide results similar
to accrual accounting. Double entry accounting also updates the net worth
statement every time an income or expense occurs.

Defining profitability
Profitability can be defined as either accounting profits or economic profits.

Accounting Profits (Net Income). Traditionally, farm profits have been
computed by using “accounting profits”. To understand accounting profits,
think of your income tax return. Your Schedule F provides a listing of your
taxable income and deductible expenses. These are the same items used in
calculating accounting profits. However, your tax statement may not give
you an accurate picture of profitability due to IRS rapid depreciation and
other factors. To compute an accurate picture of profitability you may want
to use a more accurate measure of depreciation.

Accounting profits provide you with an intermediate view of the viability
of your business. Although one year of losses may not permanently harm
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your business, consecutive years of losses (or net income insufficient to
cover living expenditures) may jeopardize the viability of your business.

Economic profits

In addition to deducting business expenses, opportunity costs are also de-
ducted when computing “economic profits”. Opportunity costs relate to
your money (net worth), your labor and your management ability. If you
were not farming, you would have your money invested elsewhere and be
employed in a different career. Opportunity cost is the investment returns
given up by not having your money invested elsewhere and wages given
up by not working elsewhere. These are deduced, along with ordinary
business expenses, in calculating economic profit.

Economic profits provide you with a long-term perspective of your busi-
ness. If you can consistently generate a higher level of personal income by
using your money and labor elsewhere, you may want to examine whether
you want to continue farming.

Profitability is not cash flow

People often mistakenly believe that a profitable business will not encoun-
ter cash flow problems. Although closely related, profitability and cash
flow are different. An income statement lists income and expenses while
the cash flow statement lists cash inflows and cash outflows. An income
statement shows profitability while a cash flow statement shows liquidity.

Many income items are also cash inflows. The sale of crops and livestock
are usually both income and cash inflows. The timing is also usually the
same (cash method of accounting) as long as a check is received and de-
posited in your account at the time of the sale. Many expense items are al-
so cash outflow items. The purchase of livestock feed is both an expense
and a cash outflow item. The timing is also the same (cash method of ac-
counting) if a check is written at the time of purchase.

However, there are many cash items that are not income and expense
items, and vice versa. For example, the purchase of a tractor is a cash out-
flow if you pay cash at the time of purchase as shown in the example in
Table 2. If money is borrowed for the purchase using a term loan, the down
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payment is a cash outflow at the time of purchase and the annual principal
and interest payments are cash outflows each year as shown in Table 3.

Table 2. Tractor purchase - no borrowing

Purchase of a $70,000 tractor, no money borrowed, depreciated over seven years.

Cash Outflow Expense
Cumrent Period 70,000
Year 1 $10,000
Year 2 10,000
Year 3 10,000
Year 4 10,000
Year 5 10,000
Year 6 10,000
Year 7 10,000
Total $70,000 $70,000

Table 3. Tractor purchase - borrowing

Purchase of a $70,000 tractor, $45,000 down payment, $25,000 paid over five year, seven percent
interest, depreciated over seven years.

Cash Outflow Expense

Current Period $45,000 30
Year 1 $5,000 principal 510,000 depreciation
$1,750 interest $1.750 interest

Year 2 $5,000 principal $10,000 depreciation
$1,400 interest $1,400 interest

Year 3 $5,000 principal $10,000 depreciation
$1,050 interest $1.050 interest

Year 4 $5,000 principal $10,000 depreciation
$700 interest $700 interest

Year 5 $5,000 principal 510,000 depreciation
$350 interest $350 interest

Year 6 20 $10,000 depreciation
Year 7 20 $10,000 depreciation
Total $75.250 $75,250

The tractor is a capital asset and has a life of more than one year. It is in-
cluded as an expense item in an income statement by the amount it de-
clines in value due to wear and obsolescence. This is called “depreciation”.
The depreciation expense is listed every year. In the tables below a
$70,000 tractor is depreciated over seven years at the rate of $10,000 per
year.

Depreciation calculated for income tax purposes can be used. However, to
accurately calculate net income, a more realistic depreciation amount
should be used to approximate the actual decline in the value of the ma-
chine during the year.
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In Table 3, where the purchase is financed, the amount of interest paid on
the loan is included as an expense, along with depreciation, because inter-
est is the cost of borrowing money. However, the principal payments are
not an expense but merely a cash transfer between you and your lender.

Other financial statements

An income statement is only one of several financial statements that can be
used to measure the financial strength of a business. Other common state-
ments include the balance sheet or net worth statement and the cash flow
statement, although there are several other statements that may be includ-
ed.

These statements fit together to form a comprehensive financial picture of
the business. The balance sheet or Net Worth Statement shows the solven-
cy of the business at a specific point in time. Statements are often prepared
at the beginning and ending of the accounting period (i.e. January 1). The
statement records the assets of the business and their value and the liabili-
ties or financial claims against the business (i.e. debts). The amount by
which assets exceed liabilities is the net worth of the business. The net
worth reflects the amount of ownership of the business by the owners.

The Cash Flow Statement is a dynamic statement that records the flow of
cash into and out of the business during the accounting period. A positive
(negative) cash flow will increase (decrease) the working capital of the
business. Working capital is defined as the amount of money used to facili-
tate business operations. It is calculated as current assets (cash or near cash
assets) less current liabilities (liabilities due during the upcoming account-
ing period).

Figure 1. Integrated financial statements

Balance Balance
Sheet Sheet

Income Statement

¥

Cash Flow Statement

w Time

]
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A Complete set of Financial Statements (Decision Tool), including the be-
ginning and ending net worth statements, the income statement, the cash
flow statement, the statement of owner equity and the financial perfor-
mance measures is available to do a comprehensive financial analysis of
your business.

To help you assess the financial health of your business, Financial Perfor-
mance Measures allows you to give your business a check-up and helps
you to understand what these performance measures mean for your busi-
ness.

Don Hofstrand, retired extension value added agriculture specialist,
agdm@iastate.edu

(Source: https://www.extension.iastate.edu/agdm/wholefarm/html/c3-24.html)
2. What financial statements are needed to measure profitability?

3. Watch a video following the link and name the factors that influence the
profit margins of businesses: https://www.youtube.com/watch?v=K-di-
8A6LZwW

4. Listen to Harvard Business School professor Clayton Christensen and
answer the following question: https://www.youtube.com/watch?v=IYF9
udNfvQU

Do you agree with the statement that excessive focus on measures of prof-
itability based on balance-sheet ratios does not benefit the capitalist sys-
tem as a whole?

5. Explain the meaning of the following expressions in English and give
their Russian variants:

profitability ratios; multiple regression analysis; net fees; a good proxy for;
loan portfolio; cost-to-income ratio; linear regression analysis; correlation
analysis; stepwise regression method; return-on-equity ratio; impairments;

6. Read the following article:
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Abstract. The issues regarding measuring and managing bank perfor-
mance are always on the agenda due to the critically important role of
banks in the national economies of new member states of the European
Union. The goal of the given study is to explore drivers of bank profitabil-
ity in Latvia and Lithuania. Research period covers 2008-2014. Perfor-
mance of the banking sector is proxied by profitability ratios. The set of
explanatory factors involves financial and non-financial measures. The
core research method is a multiple regression analysis. Data processing is
performed in SPSS environment. The paper contributes to the scope of
knowledge regarding bank performance drivers and the research results
provide the basis for the future studies in the related field.

Keywords: Bank profitability; Regression analysis; Latvia; Lithuania.
Copyright 2016, Mykolas Romeris University.
Production and hosting by Elsevier B.V.

This is an open access article under the CC BY-NC-ND license
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1. Introduction

The issues regarding bank performance and its drivers have been a fre-
quently chosen topic for discussion among academicians and business pro-
fessionals. Besides, the importance of these issues is always emphasized by
governmental authorities due to the large contribution of banks into the na-
tional economic growth. Recent global financial crisis revealed the fact
that Baltic banking sector is exposed to earnings risk more than the bank-
ing sector of other European countries. In 2009, ROE in the banking sector
of Latvia and Lithuania was —44 % and —56 %, respectively (ECB, 2009a).
In turn, average ROE in EU27 was only —2.83. Thus, issues regarding rea-
sonable management of bank performance are still prioritized. Exploring
the drivers of bank performance, some authors put the emphasis on the
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macroeconomic variables (Gerlach, Peng, & Shu, 2005; Jurevi “cien ‘¢ &
Doftartait’e, 2013; Titko, Kozlovskis, & Kaliyeva, 2015), but the most of
papers explore both external (macroeconomic and industry-specific) and
internal (bank-specific) factors affecting bank performance (Gul, Irshad, &
Zaman, 2011; Titko & Dauylbaev, 2015). Despite the huge amount of sci-
entific literature dedicated to investigation of bank performance determi-
nants, the number of papers analyzing Baltic banking sector is limited. Be-
sides, the results in most of the papers are obsolete (Aarma, Vainu, &
Vensel, 2004; Bonin, Hasan, & Wachtel, 2005; Grigorian & Manole, 2002;
Kosak, Zajc, & Zori'c, 2009). The goal of the current paper is to explore
the factors affecting bank performance in the Latvian and Lithuanian bank-
ing sector. The authors analyze the driving force of industry-specific (sec-
tor-level) factors. Based on the literature analysis on main drivers of bank
performance, the following hypotheses are stated by the authors: H1:
There is a significant positive relationship between bank size and bank
profitability H2: Bank profitability is negatively affected by operational ef-
ficiency H3: Developed infrastructure and e-banking services positively in-
fluence bank profitability Performance of the banking sector is proxied by
profitability ratios: return on assets (ROA), return on equity (ROE), net
fees and commission income as a percentage of total assets (NFCITA) and
net interest margin (NIM). Profitability affecting sector-level are repre-
sented by a set of financial and nonfinancial ratios. Research period covers
2008-2014. The statistics used for research purposes is provided by the
European Central Bank (ECB), the Association of Commercial Banks of
Latvia (ACBL), The Financial and Capital Market Commission (FCMC),
Bank of Lithuania, and the Association of Lithuanian Banks (ALB). Data
processing is performed, using the correlation analysis and the multifactor
regression analysis in the SPSS 20.0 environment. The current research
contributes to the scientific literature in the field of bank performance
management in the Baltic countries. The results of the study revealed a
problem of inconsistency between statistical data provided by different in-
formation sources. It is also obvious that availability and quality of bank
statistics in Lithuania should be improved.

2. Bank performance and its drivers

Bank performance can be expressed “in terms of competition, concentra-
tion, efficiency, productivity and profitability” (Bikker & Bos 2008). The
multidimensional nature of the concept of bank performance explains the
existence of a wide range of its measures. The most frequently used
measures of bank profitability are return on assets (ROA), return on equity
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(ROE) ratio and net interest margin (NIM) (Bikker, 2010; Kosmidou &
Zopounidis, 2008; Tomuleasa & Cocrish, 2014; Ameur & Sonia Moussa
Mhiri, 2013; Ongore & Kusa, 2013; Hasan, Schmiedel, & Song, 2012;
Kumbirai & Webb, 2010). Despite ROE is still the primary performance
measure for the most investors and analysts, sometimes ROA provides a
better understanding of a company performance (Hagel, Brown, & Da-
vison, 2010). Based on the viewpoint of experts from the European Central
Bank, a good level of ROE may either reflect a good level of profitability
or more limited equity capital” (ECB, 2009). Besides, some experts con-
sider that a single-ratio cannot be a good proxy for bank performance due
to the “complex operational environment of banks” (Yang, 2009). In the
given research the authors investigate bank profitability that, in turn, de-
termines the scope of the study and the measures used. Contribution of var-
lous factors to bank profitability is a frequently debated topic among acad-
emicians and practitioners. Scientific papers dedicated to the investigation
of the factors affecting bank profitability can be combined into several
main groups according to the analyzed issue. Analysts study the impact of
GDP growth and inflation on bank profitability (Athanasoglou, Brissimis,
& Delis, 2008; Pasiouras & Kosmidou, 2007; Rachdi, 2013). A wide range
of papers explore the relationship between market structure, competition
level, bank efficiency and profitability in the banking industry (Bikker &
Bos, 2008; Guillén, Rengifo, & Ozsoz, 2014; Tabak, Fazio, & Cajueiro,
2011). The theoretical basis for these studies is the Structure-Conduct-
Performance (SCP) hypothesis that assumes the direct positive link be-
tween market concentration and profitability and negative correlation be-
tween concentration and competition (Bain, 1956). Post-crisis literature
emphasizes the importance of the quality of loan portfolio and credit risk
management on bank profitability (Dietrich & Wanzenried, 2011;
Vazquez, Tabak, & Souto, 2012). Many researchers focus their attention
on electronic banking services as a driver of bank profitability (Abaenewe,
Ogbulu, & Ndugbu, 2013; Ahmed, Rezaul, & Rahman, 2010; Akhisar,
Tunay, & Tunay, 2015). Electronic banking or online banking refers to the
several types of services through which a bank’s customers can request in-
formation and carry out most of their banking transaction using computers
or mobile phones (Nasri, 2011). Regarding the contribution of electronic
banking usage to bank profitability, the most frequently studied e-banking
services are (1) payment cards (Al-Qudah, Al-Hawary, & Al-Mehsen,
2012; Ngari & Muiruri, 2014) (2) automatic teller machines (ATMs) and
point-of-sale (POS) terminals (Floros & Giordani, 2008; Jegede, 2014,
Ogbuji, Onuoha, & 1zogo, 2012), and internet-banking services ( Callaway,
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2011; Malhotra & Singh, 2009 ). The authors in the current study made a
focus on investigation of the relationship between bank profitability and
bank size, liquidity, operational efficiency, as well as on studying of e-
banking contribution to bank performance. The empirical evidence sup-
ports both positive (Alper & Anbar, 2011; Flamini, Schumacher, &
McDonald, 2009; Muda, Shaharuddin, & Embaya, 2013) and negative
(Rachdi, 2013) relationship between size and profitability in the banking
sector. Controversial results were obtained in studying relationship be-
tween liquidity and bank performance (Liu & Wilson, 2010; Rachdi,
2013). A number of studies confirmed the hypothesis about the negative
relationship between bank profitability and operational efficiency ex-
pressed by cost-to-income ratio (Ali, Akhtar, & Ahmed, 2011; Rachdi,
2013; Trujillo-Ponce, 2013). As for e-banking services, it was proved that
a greater use of electronic payment instruments can improve bank perfor-
mance. Based on the country-level retail payment service data from across
27 EU markets, evidence confirms that banks perform better in countries
with more developed retail payment services. This relationship is stronger
in countries with more retail payment transaction equipment, like automat-
ic teller machines (ATMSs) and point-of-sale (POS) terminals (Sumra et al.,
2011).

3. Methodology
3.1. Research environment

The role of banks in the Latvian and Lithuanian banking sector is still more
important than the role of other financial sector players, such as insurance
companies, pension funds and others. According to the Latvian statistics
provided by FCMC (FCMC, 2015), as for the 3™ quarter of 2015 the vol-
ume of total bank assets was equal to 31.5 billion. In turn, the volumes of
total assets of private pension funds, insurance companies and credit un-
ions were only 304 million, 636 million and 24 million, respectively. As of
2014, seventeen local banks and ten financial service providers from the
European Economic Area operated in Latvia (ACBL, 2015). In turn, Lith-
uanian banking sector is represented by seven local banks and nine foreign
banks (Bank of Lithuania, 2015). Banking business in Latvia and Lithuania
Is concentrated in a few major banks. Statistics on concentration in the
banking sector of Latvia and Lithuania, compared with other new member
states of the European Union, is summarized in Fig. 1 (ECB, 2015a). Con-
centration is represented by CRS5 ratio (market share of five largest banks).
The banking sector in the Baltic countries is a very concentrated one, espe-
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cially in Lithuania and Estonia. To compare with EU15 countries, CR5
value in 2014 is equal to 32 per cent in Germany and 47 per cent in France
(ECB, 2015a). The largest banks in both countries in terms of assets are
Swedbank, SEB bank and DNB bank (ACBL, 2015; Economy and Bank-
ing Sector of Lithuania, 2015 ). Due to the fact that the Latvian banking
sector is represented by the larger number of financial institutions, there
are some local banks among the major players: ABLV bank, Rietumu ban-
ka and Citadele banka. Banking sector in Latvia and Lithuania is strongly
dominated by foreign investors. Shareholders of the largest Latvian and
Lithuanian banks — Swedbank and SEB banka — are Swedish Swedbank
and Skandinaviska Enskilda Banken, respectively. J. Titko et
al./Intellectual Economics 9 (2015) 120-129

Most of the banks in Latvia and Lithuania are engaged in the traditional
banking business, i.e., operate mostly as intermediaries between depositors
and borrowers. Key funding source for banks remains to be customer de-
posits — 81 % and 68 % of total liabilities as of 2014 in Latvia and Lithua-
nia, respectively (ECB, 2015b). Despite the large negative effect of the
global financial crisis on the banking sector performance in Baltics, since
2011 ROE ratio has had a positive value in both countries ( ECB, 2015b ).
However, the fact that the banking sector in Latvia and Lithuania was af-
fected by global financial crisis dramatically, especially comparing with
other European countries, confirms the necessity to focus more attention to
performance management in Baltic banks.

3.2. Data and methods

To achieve the research objectives, sector-level financial and non-financial
indices are analyzed. Research period covers 2008-2014. Data are extract-
ed from the statistical data warehouse of the European Central Bank
(ECB), Financial and Capital Market Commission of Latvia (FCMC),
Bank of Lithuania, the Association of Latvian Commercial Banks (ALCB)
and the Association of Lithuanian Banks. To measure the profitability in
the banking sector, four variables are used: (1) return to assets ratio (ROA),
(2) return to equity ratio (ROE), (3) net fees and commission income as a
percentage of total assets (NFCITA), and (4) net interest margin (NIM).
The authors use a multiple linear regression analysis as a core method. A
functional relationship between profitability of the banking sector and in-
dustry-specific measures takes the following form: Pt=f _Sizet, Li qui
di ty t, Efficiency t, LoanQua I t, Infrastructure t (1) where P t is a sec-
tor-level profitability at the time t; Size t is a set of indices representing the
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size of a banking sector at the time t; Liquidity t is a set of sector-level li-
quidity measures at the time t; Efficiency t is a set of sector-level opera-
tional efficiency measures at the time t; LoanQual i is a set of sector-level
loan portfolio quality measures at the time t; Infrastructure t is a set of sec-
tor-level e-banking related and infrastructure measures at the time t .

Group of variables Measures Label Expected sign Size Total assets (natu-
ral logarithm) InTA + Total loans (natural logarithm) InTL + Total deposits
(natural logarithm) InTD + Number of private customers NoPC + Number
of legal customers NoLC + Liquidity Demand deposits to total deposits
DDTD + Loans to total deposits LTD + Operational efficiency Cost to in-
come ratio CIR — Loan portfolio quality Provisions to total assets PTA — E-
banking and Infrastructure Number of payment cards PC + Number of
ATMs ATM + Number of POS terminals POS + Number of internet-bank
users Ibank + Number of branches NoB + A regression analysis is based
on the set of assumptions. The authors check the relationship between de-
pendent variable (Y) and explanatory variables (X), using the correlation
analysis. The decision about the existence/ non-existence of the relation-
ship is made, based on the value of the Pearson correlation coefficient. An
acceptable level for statistical significance (Sig.) of the coefficient is 0.05
level. Multicollinearity problem (correlation between independent varia-
bles) is detected, based on VIF (variance of inflation) value. The critical
value for VIF is determined equal to 5, following Jansons and Kozlovskis
(2012). VIF > 5 indicates a multicollinearity problem. Durbin—Watson test
is applied to check the correlation between error terms. Stepwise regres-
sion method is applied. It means that non-important variables are removed
from the list and the variables left explain the distribution best. The deci-
sion about the appropriateness of a model is made, based on the signifi-
cance of the regression coefficients.

Results

The results of the correlation analysis to test the relationship between de-
pendent variables and explanatory variables are summarized in Table 2.
Statistics on the number of customers is limited for the period 2012-2014.
Thus, these variables are not included into the data set used for the correla-
tion analysis. The correlation analysis yielded potential explanatory varia-
bles that could be used for regression models. Dependent variables with no
potential predictors are net interest margin (NIM) for Latvian sample data
and net commission and fees income as a percentage of total assets
(NFCITA) for Lithuanian sample data. There is no statistically significant
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relationship between these variables and explanatory factors. Applying
stepwise regression method for Latvian sample data, six regression models
are created (Tables 3 and 4). For Model 2 and Model 4 Durbin—Watson test
Is inconclusive due to the fact that DW value is in the range between its
lower (DW L = 0.700) and upper (DW U = 1.356) critical values. There is
no autocorrelation detected for remaining models. Applying stepwise re-
gression method for Lithuanian sample data, seven regression models are
created. Model summary and coefficients’ statistics are presented in Tables
5 and 6. For Model 2 and Model 5 Durbin—Watson test is inconclusive due
to the fact that DW value is in the range between its lower and upper criti-
cal values. There is no autocorrelation detected for remaining models. Ob-
viously, the volume of provisions affects the value of profitability ex-
pressed by return-on-assets or return-on-equity ratio. ITA (impairments as
a percentage of total assets) variable is a main predictor of ROA and ROE
for both data samples. In turn, to predict commission and fees income, it is
logically to use variables related to retail banking services, payment ser-
vices and electronic banking. Regression analysis based on the Latvian
sample data yielded two models with NFCITA as a dependent variable.
Explanatory variables in these models are the number of POS terminals
and the size of branch network. However, despite the statistical signifi-
cance of the models, their prediction power is rather limited. To test the re-
liability of the forecast, it is possible to use recent data as of September
2015. For the Latvian banking sector it is possible to test Model 1-4, using
the data as of 2™ quarter 2015 and Model 5-6, using the data as of 3" quar-
ter, 2015 (ACBL, 2015; ECB, 2015b; FCMC, 2015). The real and predict-
ed values of dependent variables are summarized in Table 7. The quality of
the performed forecast is doubtful, especially in the case of Model 1 and
Model 3 (models with no intercept). However, the research results allow
making some conclusions about the factors affecting performance of the
banking sector of Latvia and Lithuania.

The current paper continues the series of studies devoted to the issues re-
garding performance management and performance drivers in the banking
sector of the Baltic States. The results of the authors’ stated hypotheses are
the following: H1: There is a significant positive relationship between
bank size and bank profitability. Based on the results of the correlation
analysis using Lithuanian sample data, there is a statistically significant
positive relationship between bank profitability expressed by ROE and
bank size expressed by the volume of deposits. Correlation analysis pro-
vided no evidence for Latvian banking sector. Regression analysis did not
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provide any statistical support for confirmation/rejection of H1 for Latvia,
nor for Lithuania. H2: Bank profitability is negatively affected by opera-
tional efficiency H2 was not confirmed, neither rejected, using Latvian
sample data. As for Lithuania, the results are controversial. Correlation al-
lowed rejecting H2, confirming a statistically significant positive relation-
ship between cost-to-income ratio and bank profitability, expressed by
NIM. In turn, regression analysis provided support for H2. H3: Developed
infrastructure and e-banking services positively influence bank profitabil-
ity. There are no results for H3 testing, using Lithuanian sample data. Cor-
relation analysis based on Latvian data provided evidence of the negative
relationship between e-banking ratios and NFCITA ratio. Thus, H3 is re-
jected. Regression analysis revealed a negative relationship between
NFCITA and number of branches. The current study was limited with the
volume of available data on Lithuanian banking sector. Longer period for
analysis probably could significantly influence the results. The authors
came to the conclusion that the analysis of factors affecting bank perfor-
mance should be done at the bank-level, especially in cases when the bank-
ing sector is represented by a small number of participants. Analysis of ag-
gregated data makes sense when the number of analyzed countries is suffi-
ciently large, for instance, banking sector of all EU countries is analyzed.
The current research also revealed a problem with data inconsistency be-
tween the data provided by the local authorities and the European Central
Bank. In some cases, the difference can substantially affect the results of
the analysis. The authors’ intention is to continue the study in the future,
analyzing bank-level data and focusing primarily on retail banking services
and electronic banking.

Find the full text following the link: https://www.journals.elsevier.com/
intellectual-economics

8. Answer the questions below:

- Do e-banking services positively influence bank profitability?

- Is bank profitability is negatively affected by operational efficiency?
- What is the relationship between bank size and bank profitability?

9. Watch the video following the link and answer the question below:
https://www.youtube.com/watch?v=4BrdcDcMIrE

Is it enough for a company to be successful?
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10. Make the written translation of the following text into English.

Ilpubvinonocmov Kiuenma — 3TO Pa3HOCTh MEXKY MOTYYEHHBIM JI0XO-
JIOM W PacxojiaMH, CBA3aHHBIMH C OOECIICUeHHEM B3aWMMOOTHOIICHHH C
KJIMEHTOM, 3a ONpejeieHHbIN niepuo. Jpyrumu cioBamu, NpUOBLTLHOCTD
KJIMEHTAa — 3TO YUCTBIN JICHEKHBIM BKJIaJ OT/ACIBHOTO KJIMEHTAa B OpraHu-
3aIUIo.

[TockoyibKy TpPUOBUIBHOCTh KIHMEHTAa OXBAThIBA€T HECKOJIBKO Bpe-
MEHHBIX MEPUOJO0B, JAHHBIM MMOKA3aTeNIb HE SIBJISAETCA MO CYTH €IUHCTBEH-
HbIM. CyIIECTBYIOT YETHIPE OCHOBHBIX U3MEPEHUS IICHHOCTH KJIIMEHTA!

1) ucropuueckasi IICHHOCTh KJIMEHTa, KOTOPasl XapaKTepU3yeT IOJy-
YEHHYIO IIEHHOCTh OT KJIMEHTa Ha MPOTSHKEHUU TAaKOro MEPUoja, Kak KBap-
Taja, TOJl UJIH C MOMEHTAa BO3HUKHOBEHHU oTHOoIIeHNHU. [loka3aTens MOKeT
U3MEPSATHCS KaK CPeHEE MO MPEAbIIYIUM MepruoaM UIu C YYE€TOM BECO-
BbIX KOA(DPULIMEHTOB, /1€ OOJIBIINNA BEC MPUAACTCS HEJIaBHUM IEPHUOJIaM.
OcpelHEHHE MPUBOJUT K CTIQKUBAHUIO OTUYETHBIX JAHHBIX IO KIIMEHTY,
MpY/1aBas JIOTHYHOCTh YETHBIM 3HAUYCHUSIM;

2) TeKylilas LEHHOCTh KJIMEHTa, KOTOpas paccMaTpuBaeT 0oliee KO-
POTKHI TTPOMEXKYTOK BPEMEHH, JaIre Mecsi] (4ToObl COOTBETCTBOBATH OT-
YETHBIM 1UKJIaM). TekyIas 1eHHOCTh ObIBAET BOJIATWIILHOM, TaK KakK B Te-
YEeHUE OJTHOIO0 MecAlla YacTO HE OTPaXaroTcs IUKIMYECKHE (DAKTOPHI
B3aMOOTHOIIEHUN ¢ KIWEHTOM. IIpenmymecTBo IOKa3zarens TEKyIIeu
IIEHHOCTH 3aKJII04aeTcsl B BbIAeICHUU 3(DPEKTOB OT U3MEHEHUU BO B3au-
MOOTHOIIICHUAX C KJIMEHTOM IO CPABHEHHIO C MPEAbIAYIIUMHU MTEPUOIAMHU.
JlaHHBIN TIOKa3aTeIb HanboJIee MOJIe3eH MPU KOJTUISCTBEHHON OIICHKE BBI-
roj OT Pa3JINYHbIX KOMITAHUW, HOBBIX MPEII0KECHUNA U U3MECHCHUH 1IEH;

3) mpuBeAEHHAs LIEHHOCTh KJIWCHTA, SIBJISIOIIASCS OPHCHTHUPOBAH-
HbIM Ha Oynyliee Mmoka3arejieM, KOTOpbI OOBIYHO paccMaTpuBaceT Oyny-
I[Me MOTOKHU JOXOJ0B U PAacXOJ0B CYIIECTBYIOIIEro Ou3Heca. ITOT MOKa-
3aTesib OOBIYHO YYUTHIBAET TOJBKO OOYCJIOBJIICHHYIO JOTOBOPOM IPOJIOJI-
KUTEJbHOCTh MOJb30BAHUS TEKYIIUM TPOAyKTOM wmiu yciyroi. Ilpuse-
JICHHasl LIEHHOCTh MCIIOJB3YEeTCs ISl paHKHUPOBAHHUS KJIMEHTOB COIJIACHO
WX IIEHHOCTH M OmpeseiacHus KodPuImeHTa BO3HArpaxaeHus TOProBOTro
MepcoHaa, a TaKXKE€ 4YacTO MPUMEHSETCS MJISi MOJCIMPOBAHUS BIUSHUS
MJITAHUPYEMBIX IIEHOBBIX PEIICHUM;

4) mo>kM3HEHHAs IICHHOCTh KJIMEHTA — €IlIe OJUH OPHUECHTHUPOBAHHBIN
Ha Oyxaymiee moka3aresib. OT NMPUBEAECHHON IIEHHOCTH €€ OTJIMYAaeT MOJIe-
JUPYEMBII KOMIIOHEHT: TOXXHW3HEHHAs IIEHHOCTh YUYUTHIBACT MPEJIOJia-
raeMbl€ MOTOKH JOXOJIOB U PACXOJI0OB HE TOJILKO OT CYIIECTBYIOIIMX B3au-
MOOTHOIIICHUH, HO TaK)KE M OT MPE/IOJaracMbIX B OyTyIIEM.
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JIOTIOTHUTENBHO OpraHM3allMid YacTO HCIOJIb3YIOT aHalIu3 3aTpart,
CBSI3aHHBIX C OCYIIECTBJICHHEM OIPEJICICHHBIX JEUCTBUM, U3MEPS TEKY-
e o0IIMe 3aTpaThl IPU MPEJOCTABICHUU KIUEHTY YCIYT WIM MPOAYK-
TOoB. Takol moaxo TpeOyeT MOJyuyeHHs TOJIBKO JABYX MapaMeTpPOB: 4aco-
BOW CTaBKHU KaKJOW KaTerOpHUU PECYpPCOB, BBIMOJHSIONMIEH paboTy (cimyxba
NOAAEPKKHA KIMEHTOB), U BPEMEHHU, 3aTPAYEHHOI'O0 3TUMHU pECypcaMu Ha
OMpe/ICJICHHbIC JEUCTBUS, CBSI3aHHBIE C MPOJYKTOM, YCIYTrod U KJIUEHTa-
mu. Hanpumep, ecnu yacoBasi CTaBKa COTPYIHUKA CITY>KObI MOJIJIEPIKKHU CO-
ctaisieT 70 T0JUI. B yac, a OTAEIbHAs TPAH3AKIMS JUJISl KIMEHTa 3aHUMAET
24 munyThl (0,4 yaca), TO CTOMMOCTh TOW TpaH3aKIMH OyJeT paBHa 28
noJi1. Pe3yapTaT MOXKHO JIETKO MaciITabMpoBaTh AJii KOMIIAHUM C COTHSI-
MU U ThICIYaMH ITPOJYKTOB U YCIYT U UMEIOIIMMHU ThICSIYU KIIMEHTOB.

AHanu3 nMpuOBUTBHOCTH KJIMEHTOB 3aBUCUT OT UCIIOJIb3yEMOTO TOKa-
3arens (cMm. noapasaen «Popmynay). [lomHuTe, YTO HE CYHIECTBYET €/IMH-
CTBEHHO BEPHOr0 M3MEPEHHSI MPUOBUIBHOCTH KJIMEHTOB, MOCKOJBKY 3THU
U3MEPEHUS MPUMEHSIOTCS JIJIs1 PA3JIMYHBIX BPEMEHHBIX TIEPUOJIOB.

NctounukoM uHbOpMaALUK SBISIIOTCS OyXraaTEepCKUE W MapKEeTHH-
TOBBIE IAHHBIE, a TAK)KE aHAJIN3 YUYETa 3aTPaT MO BUAAM JEATEIIbHOCTH.

N3mepenne mpuObUTHHOCTH KIIMEHTOB SBJISIETCS] BAYKHOM MPOLIEAYPO, HO
JIOPOTOM, OCOOCHHO MPH aHAJIM3¢ MPUOBUTBHOCTH OOJBIIIOTO KOJIMUYECTBA KITU-
eHTOB. /{71 moydeHus o0Ieii CyMMBbI 3aTpaT MHOTHE KOMITAHUH UCTIONB3YIOT
aHaJIM3 PacXO0B, CBA3AHHBIX C OINPENEICHHBIMU ACUCTBUAMM KiaueHTta. [Ipu-
MEHEHHE TAaKOTo MoAx0jia TpeOyeT 00y4YeHusl, BbIICTICHUSI PECYpPCOB, YIIpaBJie-
HUSI ¥ OIUIaThI CHELMAILHO BBIEJICHHOTO HA 3TH LIENY MEPCOHANA.

Source:  http://chiefengineer.ru/organizaciya-proizvodstva/pokazateli-effektivnosti/
reyting-pribylnosti-klienta/

11. Make reports on the methods used to measure profitability.

UNIT 5. ASSET MARKET

Warming up activity

1. Explain the meaning of the following expressions in English and give
their Russian variants:

mutual funds, stock-picking, preliminary findings, excessive swings, semi-
nal study, stock splits, to react sluggishly, to detect market malfunctioning,
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intertwined risks, incorrect conjecture, payment stream, to move beyond
assumptions, a risk-averse investor, to yield high returns.

Tasks

2. Are you aware of Asset Market Model Theory? Read the following ex-
tract to get the main idea of it.

The Asset Market Model theory suggests that a currency will be in more
demand and hence will likely appreciate in value if the flow of funds into
other financial market of the country such as equities and bonds increases
and vice versa.

This is specially true in developed nations like the U.S.A., Japan and Euro
zone where both public, and institutional investors hold their funds in in-
vestment products such as stocks and bonds which dwarf the amount of
funds that are exchanged as a result of import and export processes.

Case study

Many well known pundits suggested the likely fall of dollar as the world’s
reserve currency on the grounds of ever increasing U.S. current account
deficit.

It’s quite logical to conclude that a high debt level can affect inflation, in-
terest rates, and economic growth in the U.S.A. So foreign investors would
gradually withdraw their funds from the U.S. equities and bonds markets
increasing the risk of dollar devaluation.

Between 2007-2009 the dollar plummeted against Euro primarily because
of widening current account deficit and sub-prime mortgage crisis. How-
ever, by the late December of 2009 and early January 2010 dollar bounced
back and continued its winning streak that extended June 2010.

Possible sovereign debt default by Greek and other European nations like
Spain and Portugal plagued the Euro zone around early 2010. This further
fueled the rise of dollar against major currencies, contributed primarily due
to the enormity of the U.S. equities and safe haven nature of the U.S. gov-
ernment issued bonds markets.

At times of global uncertainties, the classical move that investors make is
to shift their funds to safe haven funds such as the U.S. government bonds.
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So the dollar rose against Euro and major other currencies despite the mas-
sive budget deficit.

Limitations
The asset market model theory is fairly new and still needs test of time.

It’s hard to establish a relationship over a long run between a country’s e(-
uity market performance and currency performance.

Generally speaking, with rise in the country’s equity market, its currency
should rise due to higher demands.

However, during global financial uncertainties like the sub-prime mortgage
crisis, the crisis that we experienced between 2007-2009, the relationship
can become very uncanny.

Also, when the equity market trades in sideways like the one that we expe-
rienced in the U.S. in 2002, this model of forecasting was out of the win-
dow.

Source: http://www.forexkarma.com/asset-market-model.html#.Wh6jr1VI-M8

3. What is trendspotting? What are the new trends in economics, fashion,
lifestyle, trade and politics?

4. Look through the article: “10 Best Websites for Trend Spotting” by Antony
Maina on https://smallbiztrends.com/2017/04/trend-spotting-websites.html.
Visit some of the sites mentioned in the article. Which of them do you find use-
ful for Russian businessmen? Which are inspirational? Are all of the sites user-
friendly?

5. Try vyourself at quiz to know more about Risk and Return:
http://highered.mheducation.com/sites/0078034752/student_viewO/chapter
11/multiple_choice_quiz.html

6. Skim the article “Trendspotting in asset markets”. What is its main
idea?

7. Give the digest of the article both in English and Russian.
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THE PRIZE IN ECONOMIC SCIENCES 2013:
POPULAR SCIENCE BACKGROUND

Trendspotting in asset markets

There is no way to predict whether the price of stocks and bonds will go up
or down over the next few days or weeks. But it is quite possible to foresee
the broad course of the prices of these assets over longer time periods, such
as, the next three to five years. These findings, which may seem both sur-
prising and contradictory, were made and analyzed by this year’s Laure-
ates, Eugene Fama, Lars Peter Hansen and Robert Shiller.

Fama, Hansen, and Shiller have developed new methods for studying asset
prices and used them in their investigations of detailed data on the prices of
stocks, bonds and other assets. Their methods have become standard tools
in academic research, and their insights provide guidance for the develop-
ment of theory as well as for professional investment practice. Although
we do not yet fully understand how asset prices are determined, the re-
search of the Laureates has revealed a number of important regularities that
are helping us to arrive at better explanations. The behavior of asset prices
Is essential for many important decisions, not only for professional inves-
tors but also for most people in their daily life. The choice on how to
save — in the form of cash, bank deposits or stocks, or perhaps a single-
family house — depends on what one thinks of the risks and returns associ-
ated with these different forms of saving. Asset prices are also of funda-
mental importance for the macroeconomy, as they provide crucial infor-
mation for key economic decisions regarding consumption and investments
in physical capital, such as buildings and machinery. While asset prices of-
ten seem to reflect fundamental values quite well, history provides striking
examples to the contrary, in events commonly labeled as bubbles and
crashes. Mispricing of assets may contribute to financial crises and, as the
recent global recession illustrates, such crises can damage the overall
economy. Today, the field of empirical asset pricing is one of the largest
and most active subfields in economics.

Predictability...

The predictability of asset prices is closely related to how markets func-
tion, and that’s why researchers are so interested in this question. If mar-
kets work well, prices should have very little predictability. This statement
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may seem paradoxical, but consider the following: suppose investors could
predict that a certain stock would increase a lot in value over the next year.
Then they would buy the stock immediately, driving up the price until it is
so high that the stock is no longer attractive to buy. What remains is an un-
predictable price pattern, with random movements that reflect the arrival of
news. In technical jargon, prices then follow a “random walk.” There are,
however, reasons why prices may follow somewhat predictable patterns
even in a well-functioning market. A key factor is risk. Risky assets are
less attractive to investors, so on average, a risky asset will need to deliver
a higher return. A higher return for the risky asset means that its price can
be predicted to rise faster than for safe assets. To detect market malfunc-
tioning, then, one would need to have an idea of what a reasonable com-
pensation for risk ought to be. The issue of predictability and the issue of
normal returns that compensate for risk are intertwined. The three Laure-
ates have shown how to disentangle these issues and analyze them empiri-
cally.

...Is absent in the short run...

There are several ways to approach predictability. One way is to investi-
gate whether asset prices over the past few days or weeks can be used to
predict tomorrow’s price. The answer is no. Following a large amount of
careful statistical work by Fama in the 1960s, researchers now agree that
past prices are of very little use in predicting returns over the immediate
future. Another way is to examine how prices react to information. In a
seminal study, Fama, Fisher, Jensen and Roll (1969) investigated stock
price movements after news about stock splits. To their surprise, they
found that the market seemed to incorporate information very swiftly. If
the price of the firm’s stock had reacted only slowly and sluggishly to the
news, the price path would have been predictable. But the researchers
found no such pattern. Their study was quickly followed by a large number
of others, investigating different types of events, and confirming the origi-
nal findings: after the initial reaction to a news event, a stock price is ex-
tremely hard to predict.

...but there is predictability in the long run

If stock prices are next to impossible to predict over the course of days or
weeks, shouldn’t they be even harder to predict over longer time horizons?
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One may believe so, but empirical research by Shiller showed this conjec-
ture to be incorrect. His studies of stock-price volatility and longer-term
predictability provided the key insights. First, Shiller (1981) demonstrated
that stock prices move much more than can be explained by dividend
streams. Basic theory says that a stock’s value should equal the expected
value of future dividends, so the price volatility that he observed appeared
excessive.

An implication of the excessive swings in stock prices is that a high ratio
of price relative to dividends in one year will tend to be followed by a fall
in prices relative to dividends over subsequent years, and vice versa. This
means that returns follow a predictable pattern in the longer run. Shiller
and his collaborators demonstrated such predictability in stock markets as
well as bond markets, and other researchers have later confirmed this find-
ing in many other markets. Rational-investor model interpretations How
should longer-run predictability of asset returns be interpreted? One way to
approach this question is to build on standard theory, which says that in-
vestors rationally calculate what assets are worth. Thus, an asset’s value
should be based on the payment stream that it is expected to generate in the
future. A reasonable assumption is that these payments are discounted: in
other words, payments in the distant future carry less weight than more
immediate payments. For Shiller’s original study, he assumed a constant
discount factor, and he concluded that reconciling the excess price fluctua-
tions with theory is very difficult. However, discounting could possibly
vary over time. If so, even rather stable dividend streams might cause stock
prices to vary a lot. But why would discounting vary over time? And why
would it vary in such a way that it could account for such large price fluc-
tuations? Answering these questions requires a theoretical model that con-
nects asset prices to the savings and risk-taking decisions made by rational
individuals. The most basic and well-known model is the so-called Con-
sumption Capital Asset Pricing Model (CCAPM), developed in the 1970s
by several researchers. While well-established theoretically, that model
was difficult to test for many years. In 1982, Hansen presented a statistical
method, the Generalized Method of Moments (GMM), that was particular-
ly suited for dealing with the peculiar properties of asset-price data. Han-
sen then used GMM to test whether historical stock-price data were con-
sistent with the standard form of CCAPM. He found that the model must
be rejected because it could not explain the data. This confirmed Shiller’s
preliminary findings: asset prices fluctuate too much, even when allowing
for time-varying discount rates that follow from the CCAPM. The failure
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of the basic form of the CCAPM, which was also confirmed by many other
researchers, inspired waves of new theory and new empirical work. One
strand of research aims to improve the measures of risk and attitudes to-
wards risk. This literature develops theoretical extensions of the CCAPM,
focusing on how investors in bad times may be much more sensitive to risk
than in the basic model. This mix of new theory and GMM-based empiri-
cal testing has been very influential beyond asset-pricing research, and it
has generated many new insights about human behavior more broadly. Be-
havioral model interpretations Another way to interpret longer-term pre-
dictability is to abandon the notion of fully rational investors. Moving be-
yond this assumption has opened up a new field referred to as “behavioral
finance.” Here, mistaken expectations are at center stage: high asset prices
may reflect overestimates of future payment streams. In other words, ex-
cessive optimism or other psychological mechanisms may help to explain
why asset prices deviate from fundamental values. A main challenge for
the behavioral approach has been how to explain why more rational inves-
tors do not eliminate the excessive price swings by betting against less ra-
tional investors. A common answer is that rational investors may face vari-
ous institutional limits, such as credit constraints, that prevent them from
going against the market on a sufficiently large scale. As a result, the new
behavioral approach focuses on institutional constraints and conflicts of in-
terest, while the new rational approach focuses on risk and attitudes to risk.
Each of these approaches has added important insights. Together they go a
significant way towards explaining volatility and longer-term predictability
in asset markets.

The cross-section of asset returns The empirical research discussed so far
explores differences in overall asset returns over time. An important relat-
ed question concerns differences in returns across assets. Put succinctly:
does stock-picking pay? If so, what factors should an investor use to pick
stocks? The classical Capital Asset Pricing Model (CAPM) provides a
framework for assessing differences in returns across different stocks.
CAPM predicts that stocks that have high returns when the overall market
return is high should yield, on average, a relatively high return as a com-
pensation for risk. Similarly, stocks with high returns when the overall
market return is low should yield relatively low returns on average. Such
stocks can be used as hedges, and are therefore desirable for the risk-averse
investor even if they do not yield a high average return. Fama developed
methods for testing whether a stock’s correlation with the market is indeed
a key predictor for its future return. He and other researchers found that it
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was not because other factors were much more important in predicting re-
turns. In particular, a stock’s “size” (total market value of a company), and
“book-to-market ratio” (book value as a fraction of the market value) have
a large explanatory power: large firms, or firms with low book-to-market
values, have low subsequent returns on average. This finding is akin to
Shiller’s finding on longer-term predictability. Just as a low general valua-
tion of stocks in relation to dividends predicts high future returns, so-called
value stocks (with a high book-to-market ratio) tend to yield high returns
relative to stocks with a low book-to-market value.

Why do these extra factors help explain stock prices, contrary to the stand-
ard, one-factor CAPM? Again, some explanations are based on rational in-
vestor behaviour, while others explore behavioural models. Thanks to the
intensive research in this area by Fama and others, the cross-section prop-
erties of asset prices are much better understood today than three decades
ago. Impacts on investment practice... The work of the Laureates has af-
fected not only academic research but also market practice. The fact that
stock markets are very hard to predict in the short run, and that stock-
picking is very difficult both in the short and the long run, has led to close
examination of the performance by mutual funds. Research generally has
failed to find that mutual funds generate positive returns above what can be
motivated by the level of risk; once fund fees are taken into account, their
asset management often yields negative excess returns. The recent growth
of index funds, which collect all stocks in passively managed portfolios,
follows that insight. Moreover, the few successful specialized funds we ob-
serve are often motivated by the new factors — “size” and “book-to-
market” — that are included in the extended version of the CAPM. Event
studies not only give information about predictability (or lack thereof) but
also provide estimates of how the market evaluates actions such as stock-
market splits, stock issues, or takeover bids. This information is valuable
for performance evaluation and for companies that might consider whether
or not to take such actions. The behavioural approach also has had direct
impacts on practice. Shiller suggested early on that important risks facing
investors are sometimes hard to measure and thus are non-insurable by ex-
isting market instruments. The Case-Shiller housing price index was con-
structed to aid investors in gauging trends and movements in housing pric-
es and in constructing assets to insure against price fluctuations.
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...and on research

The findings on predictability are striking and continue to generate large
amounts of follow-up research characterized by a fruitful interplay be-
tween empirical work and theory development. The interest in finance and
asset pricing is largely driven by fundamental questions: to what extent is
market volatility a sign that markets do not work all that well, and what
policy measures can be taken to limit any adverse outcomes? The early
findings — the difficulty in predicting prices in the short run and the precise
and rapid price responses in the event studies — indicated that at least a
basic condition for market efficiency was satisfied. But the subsequent
longer-term predictability findings have certainly changed the prior beliefs
of many researchers. It is too early to say to what extent predictability re-
flects natural swings in the amount and (rational) perception of risks and to
what extent it reflects mispricing. Understanding how mispricing of assets
emerges, and when and why financial markets do not efficiently reflect
available information, is one of the most important tasks for future re-
search. The answers may turn out to depend heavily on the particular con-
texts and institutional settings, but they will no doubt be extremely valua-
ble for policymakers as well as practitioners.

Source: https://www.nobelprize.org/nobel_prizes/economic-sciences/laureates/
2013/popular-economicsciences2013.pdf

8. What asset prices and mispricing influence on?

9. What does CAPM stand for? Read more about CAPM on
http://www.zenwealth.com/businessfinanceonline/RR/RiskAndReturn.html  and
use its calculator. http://www.zenwealth.com/businessfinanceonline/RR/
CAPMCalculator.html.  When you are ready do the quiz:
http://www.zenwealth.com/businessfinanceonline/RR/CAPMQuiz.html

10. Insert the following words from the above text in the gaps.

hedge predictability fruitful subsequent
behavioural striking foresee preliminary
peculiar assumption interplay volatility

1. You can be a subsistence farmer and perhaps produce some excess, but
given the prior observation about the fundamental of farm-
ing, you will always be at risk of not producing enough.
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2. Other things being equal, the broker would be better off if he
could with equal ease against all his risks.

3.1t can sell produce abroad for better rates, give farm-
ers in pricing and flexibility on when to sell, and act as a
storehouse against lean times in the future.

4. A check of the house showed that it was free of any no-
ticeable damage.

5. It was our that the mine was being worked in the
sixties.

6. What is to Japan at mealtimes is that people eat rice out of
little bowls.

7. Each step of the retreat was accompanied by a complicat-
ed of interests, arguments, and passions at headquarters.

8. We do not know which traits are inherited and which
acquired.

9. The most feature of those statistics is the high proportion
of suicides.

10. It was a meeting; we made a lot of important decisions
11. It is difficult to the consequences that may arise from
this action.

12. These skills were passed on to generations.

11. Form the word partnerships. Then discover them in the text above.
takeover section

risk evaluation

price bids

Cross funds

performance picking

mutual averse

stock trends

gauging pattern
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12. Watch the videos about asset market model:
https://www.youtube.com/watch?v=5UuvsonKyg0 and asset market equi-
librium: https://www.youtube.com/watch?v=ludVPnTxcgM. Did the visu-
al aids ease the understanding of the complicated economic relations?
How the information from the video can be related to what you have read?

13. Look at infographics at http://money.visualcapitalist.com/worlds-
money-markets-one-visualization-2017/ and https://brandongaille.com/wp-
content/uploads/2014/04/Asset-Management-Trends.jpg Use some free
sites like Visual.ly, Canva.com, Pictochart.com, etc. to prepare your own
infographics on asset markets.

14. Look for the English equivalents of the following terms:

PBIHKM IICHHBIX OyMar, COTJIacOBaHHE CIpoca W MPEIOKEHUS, HOMH-
HaJbHAs MPOIEHTHAs CTaBKa, HESBHBIC MU3JIEPKKH, POHIOBBIN OMIIUOH, I'O-
CYJIapCTBEHHBIC YUPEIKICHHSI, ONTUMAIBHBIN TOPTQEnb, cruernnuduka meHo-
oOpa3oBaHusl, 3epKaIbHOE OTOOPAKEHHUE.

15. Prepare a presentation about investing principles, global capital mar-
kets, fidelity capital markets, bubbles and crashes in experimental asset
markets. Use linking words, quotes and some vivid examples.

16. Make the written translation of the following text into English.

PbiHOK (puHAHCOBBIX aKTUBOB (()MHAHCOBBIA PHIHOK) MPEACTABISIET
co0oil cucTeMy 3KOHOMUYECKHUX OTHOILIEHUN M CETh MHCTUTYTOB, oOecrie-
YUBAIOIIUX COIJIACOBaHUE CMpoca Ha (PUHAHCOBBIE AKTHBBI C MX MPEAJIO-
*eHueM. B axoHoMHueckoil Teopun (PUHAHCOBBIM PHIHOK OOBIYHO MOAPA3-
JEJSIETCSl Ha JIBE YaCTH — JIEHEXKHBIN PBIHOK M PBIHOK IIEHHBIX OyMar (pbl-
HOK KaruTasa).

JleHbru SIBISIOTCS CHEUU(PUUECKUM OOBEKTOM PBIHOYHOM KYTUIH-
POJAXKH, MTOCKOJIbKY OHM CAMM SIBJISIFOTCS BCEOOIIMM IJIATEKHBIM CPEACT-
BOM, BBIMIOJIHSIOMIMM (PYHKIIMM MEpPbl CTOMMOCTHU, CPEJCTBA OOpallleHus 1
cpeacTBa cOepexkenust (HakoruieHus). VX 1eHO# SBJISIETCS HOMHUHAIbHAS
NPOLICHTHAs CTaBKa (aJbTepHATUBHAS CTOMMOCTb JEHEr), KOTopas JuOO
BBITJIAUMBAETCS TIPHU MOJYYEHUH KPEIUTOB, JMOO BBICTYMHAaEeT B (popMe He-
SBHBIX M3JEPKEK (HEIOMOJYYeHHOrO J0X0Ja) BiajeibleB aeHer. llpu
MaKpOSKOHOMUYECKOM aHAJIM3€ JICHE)KHOTO pPbIHKA PAacCMaTpUBAIOTCA
npobsieMbl GOpMHUPOBaHUS CIIpOCcAa M MPEITIOKEHUsI IEHET, MEXaHU3M yC-
TaHOBJICHUSI PHIHOYHOTO PABHOBECHSI.
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[lenHpie OymMarud — 3TO aKTHWBBI, JAIONIME WX BIIJEbIlaM IMPaBO Ha
NOJIyYeHUE JEHEXKHOTO J10X0a B OyaymeM. CyniecTBYIOT pa3IiMuHbIE pa3-
HOBHMJIHOCTH II€HHBIX Oymar. HekoTopbie U3 HUX (Hampumep, OOJIUTaIIiH )
MPUHOCAT UX BIajenbiiaM (UKCUPOBAHHBIM T0X0, Jpyrue (OOBIKHOBEH-
HbIE€ U MPUBWICTUPOBAHHBIE AKIIMH, (POHAOBBIC OMIIMOHBI U JIp.) — Mepe-
MEHHBIN 10x0/. [TocKoNbKy MpH aHanu3e MaKPOIKOHOMHUYECKUX MPOOIeM
OCHOBHOE BHMMAaHHUE YJEJSETCS PBIHKY JICHET, BCE OCTAJIbHbIE (PUHAHCO-
BbIC aKTUBBI (KpOME JICHET) 00bEAUHSIOTCS B OJIMH, Ha3bIBa€Mblil 00IUra-
nusimMu. OOJuranum, pacCMaTpyuBaeMble B CTOJIb IIMPOKOM CMBICIE CIIOBA,
OJIUIICTBOPSIIOT COOOM BCE aKTHBBI, MIPUHOCAIINE JEHEXKHBIM noxona. [lpu
OoJee NeTaJbHOM HCCIEIOBAHUM PBIHKA IIEHHBIX OyMar HM3y4daroTcsi BO-
pockl GOPMUPOBAHUS UX ONTUMAJIBHOTO MOPTQeENs, a Takke crernuduka
1IeH000pa30BaHMs Ha OOJUTAIINH U aKIUH.

B MakposkKoHOMUYECKOH TEOpUHU BCe CyOBEKThI (PMHAHCOBOTO PHIHKA
JEJISITCSL Ha JIBE TPYIIbL: OaHKU U yOnuky. Takoe JieseHre oOyclOBIECHO
crnenupukol (HyHKIMOHATBHOU POJIU, BBIMOJHAEMON KaXIbIM CyObEKTOM
Ha pbIHKE JieHer. baHku, T. €. 0aHKOBCKas cucTtema, oobeaunstomas Len-
TpaJbHBIA OaHK U KOMMEpYECKHe 0aHKH, 00€CTIEYMBACT MPEITIOKEHUE JIe-
HET B 9KOHOMHKE KaKJI0M CTpaHHbl.

[Iybnuka, K KOTOPOMl OTHOCSTCS BCE OCHOBHBIE MaKpOIKOHOMHUYE-
CKHUE CYOBEKTHI, YYaCTBYIOIIUE B KPYyrooOOpPOTE MOXOJ0B U PACXOJ0B B
PKOHOMHUKE (JIOMOXO3SHCTBA, (PUPMBI, TOCYJAPCTBEHHBIC YUPEKICHUS,
WHOCTPAHHBIA CEKTOP), MPEIBABISACT CIPOC Ha ACHLI'M. Ha phIHKE TIEHHBIX
OyMar OaHKM U MMyOJIMKa MOTYT BBICTyNaTh B POJIM KakK MPOAABLOB, TaK U
IIOKYyTIaTEJICH.

PoiHOK (pHAHCOBBIX aKTHUBOB SIBJISIETCS HAW0O0JIEE COBEPIIEHHBIM W3
BCEX HAIIMOHAJIBHBIX PHIHKOB. OH Hale Ipyrux HaXOIUTCS B COCTOSHUU
PaBHOBECHS WJIU MPUONIIKAeTCs K HeMy. Takast 0COOEHHOCTh phIHKA OIpe-
JENSIeTCs. PAAOM OOCTOSTENIBCTB, K YUCIY KOTOPBIX OTHOCSTCS: BBICOKAS
CTENEHb JIMKBUIHOCTH OOBEKTOB KYIUIM-MPOAAXKU, MPO(HECCUOHATIU3M OC-
HOBHBIX YYaCTHUKOB pblHKa (0aHKOB U (PUHAHCOBBIX MOCPEIHUKOB, C MO-
MOIIBIO KOTOPBIX MyOJIMKA MPOAAET U MOKYIAET IIEHHbIE OyMaru), KOHKY-
PEHTHOCTh PBIHKA.

[lepnoandecku BO3HUKAIONIME CYIIECTBEHHBIC IUCIPOMOPIIMU Ha
pPBIHKE TPUBOJAT K CUTyalnu (PMHAHCOBOTO KpPH3HCA W OKAa3bIBAIOT Hera-
TUBHOE BIIMSHHE HA PYHKIIMOHUPOBAHNE BCE HAIIMOHATLHON YKOHOMUKH.

PeIHKM JTeHer W IIEHHBIX Oymar TeCHO B3aMMOJICHUCTBYIOT MEXIY CO-
0oii. OHM SABJSIOTCSI CBOETO POJa «3€PKAIbHBIM OTPaXKEHUEM» IPYT JIpyTa.
VYBenuueHue npeuiokKeHus JICHEeT, KaK MpaBuiio, CBA3aHO C pOCTOM CITpoca
Ha IIeHHBIC OyMaru. YBeEIMYCHHE MPE/JIOKSHNS IEHHBIX OyMar mopoxia-
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€TCS POCTOM CIpoca Ha JiIeHbrd. B TOM ciydae, Korja Ha phIHKE JICHET
BO3HUKAET JePUIINT, HA PhIHKE LIEHHBIX Oymar HaOrogaeTcs u3obiTok. U,
HAa000POT, U30BITOK HA PHIHKE JICHET O3HauYaeT AePUIIUT Ha PHIHKE IICHHBIX
oymar. B pe3ynbpTaTe B3aMMOACHCTBHUS PBHIHKOB JIPYT C JPYrOM OHH IpH-
XOJISIT B paBHOBECHE OJTHOBPEMEHHO.

Wcrounuk: http://center-yf.ru/data/economy/rynok-finansovyh-aktivov.php

17. In a week back-translate your text and compare the result with the
original text. Analyze and explain the discrepancies.

18. Why is it difficult to predict prices? List the reasons.

19. What are securities? How can they be categorized? What are fungible
and non-fungible securities?

20. What are primary and secondary markets?
21. What are the characteristics of financial crisis?

22. William Black is a former bank regulator who'’s seen firsthand how
banking systems can be used to commit fraud — and how “liar’s loans”
and other tricky tactics led to the 2008 US banking crisis that threatened
the international economy. In his talk on https://www.ted.com/
talks/william_black_how_to_rob_a bank from_the inside_that _is

Black, now an academic, reveals the best way to rob a bank — from the in-
side. Watch the video and read the following discussion. Whether it is real-
ly possible to rob the bank?

23. A list of the most popular ted talks on markets is on
https://www.ted.com/topics/markets Watch some videos and make a glos-
sary of terms. How can the next financial crisis be predicted?

UNIT 6. SEARCH THEORY
AND LABOUR MARKET

Warming-up activity

Explain the meaning of the following expressions in English and give their
Russian variants:
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welfare analyses, fully utilized, an acceptable price, a renowned article, a
clear-cut parallel, wage dispersion, to pose completely new questions, un-
derlying phenomena, the housing market, the predominant model, income
security, to lay off workers, to reflect variations.

Tasks

1. What is the best way of matching buyers and sellers? Think about avail-
ability of information, advertising, transparency and also web-tools. Find
more on https://www.perfectchannel.com/blog/matching-buyers-to-sellers-
in-an-online-marketplace-using-machine-learning-to-optimise-price-
volume-and-decongest-trade/

2. What is search theory? Extract key notions from this video:
https://www.youtube.com/watch?v=4bEHR90qvns

3. More scientific explanations with formulae can be found in the article
by Massimo A. De Francesco in Economics Bulletin on
http://www.accessecon.com/pubs/EB/2005/Volume3/EB-05C70025A.pdf
What are conditional loyalty and assessment equilibrium?

4. Try yourself at quizzes to know more about game theory and finding
Nash equilibria on http://global.oup.com/us/companion.websites/978
0199397129/student/chaptl1/true_false/ and http://www.mikeshor.com/
courses/gametheory/quizzes/quizl1.html

5. Skim the article “Markets with search costs”. What is its main idea?

6. Give the digest of the article both in English and Russian.

THE PRIZE IN ECONOMIC SCIENCES 2010:
THE LAUREATES

Peter A. Diamond
US citizen. Born 1940 in New York City, NY, USA. Ph.D. 1963, Institute

Professor and Professor of Economics, all at Massachusetts Institute of
Technology, Cambridge, MA, USA.

Dale T. Mortensen
US citizen. Born 1939 in Enterprise, OR, USA. Ph.D. 1967 from Carnegie
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Mellon University, Pittsburgh, PA, USA. Ida C. Cook Professor of Eco-
nomics at Northwestern University, Evanston, IL, USA and Niels Bohr
Visiting Professor in Economics at Aarhus University, Denmark.

Christopher A. Pissarides

British and Cypriot citizen. Born 1948 in Nicosia, Cyprus. Ph.D. 1973,
Professor of Economics and Norman Sosnow Chair in Economics, all at
London School of Economics and Political Science, UK.

Markets with search costs

Why are so many people unemployed at the same time that there are a
large number of job openings?

How can economic policy affect unemployment? This year’s Laureates
have developed a theory which can be used to answer these questions.
This theory is also applicable to markets other than the labour market.

According to a classical view of the market, buyers and sellers find one
another immediately, without cost, and have perfect information about the
prices of all goods and services. Prices are determined so that supply
equals demand; there are no supply or demand surpluses and all resources
are fully utilized.

But this is not what happens in the real world. High costs are often associ-
ated with buyers’ difficulties in finding sellers, and vice versa. Even after
they have located one another, the goods in question might not correspond
to the buyers’ requirements. A buyer might regard a seller’s price as too
high, or a seller might consider a buyer’s bid to be too low. Then no trans-
action will take place and both parties will continue to search elsewhere. In
other words, the process of finding the right outcome is not without fric-
tions. Such is the case, for example, on the labour market and the housing
market, where searching and finding are essential features and where trade
is characterized by pairwise matching of buyers and sellers. This year’s
Laureates have enhanced our understanding of search markets. Peter Dia-
mond has made significant contributions to the fundamental theory of such
markets, while Dale Mortensen and Christopher Pissarides have further
developed search theory and made it applicable to analysis of the labour
market. The three laureates’ achievements help us to comprehend a num-
ber of important economic questions in general, and the determinants and
development of unemployment in particular.

85



The basic idea in search theory is that participants in a market look for co-
operative partners in order to implement joint projects. This may involve
simple cases of a buyer and a seller of a product, as well as more complex
relations between employers and job seekers or between firms and their
suppliers.

As usual in the case of basic research, there are many conceivable areas of
application. The housing market, for instance, is a clear-cut parallel to the
labour market in that both the number of vacancies and the time it takes to
sell a home vary over time. Search theory has also been used to study is-
sues in monetary theory, public economics, regional economics and family
economics.

The theory takes shape

In the 1960s, researchers had already begun to use mathematical models to
study the best possible way in which a buyer can try to find an acceptable
price. In a renowned article from 1971, Peter Diamond examined how
prices are formed on a market where buyers look for the best possible price
and sellers simultaneously

set their best price while taking buyers’ search behaviour into account.
Even small search costs turned out to generate a radically different out-
come compared to the classical competitive equilibrium. In fact, equilibri-
um prices are equal to the price which a monopolist would have set on a
corresponding market without search costs. This result attracted considera-
ble attention and initiated intensive research on search markets.

Several important studies on search and matching markets were published
around 1980. Peter Diamond, Dale Mortensen and Christopher Pissarides
examined the properties of the various markets. They provided new an-
swers to many unsolved issues and could also pose completely new ques-
tions which earlier research had not been able to formulate.

Two key insights emerged from this work. First, a search market is charac-
terized by so-called external effects which are not taken into consideration
by individual agents. If someone who is unemployed increases his, or her,
search activity, it will become more difficult for other job seekers to find
employment. At the same time, it will be easier for a recruiting firm to fill
its vacancies. These external effects are not taken into account by an indi-
vidual job seeker. In a number of studies from the 1980s, the three Laure-
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ates showed that, in general, an unregulated search market does not give
rise to an efficient outcome. Resource utilization might be too low, alt-
hough under some circumstances it could also be too high, since search
and matching processes are associated with real costs.

The second insight concerns a related question. In the classical model of
competition, the unregulated market outcome is both unique and efficient.
But in a world with search costs, there can sometimes be several possible
market outcomes. This was shown by Peter Diamond, who also pointed out
that only one of these outcomes can be the best. This, in turn, implies that
there is reason for governments to try and find ways of inducing the econ-
omy to move towards the best outcome.

Theoretical research on search and matching markets has helped us under-
stand the economic principles underlying phenomena such as price and
wage dispersion and unutilized resources.

A model for the labour market

In a number of studies, Dale Mortensen and Christopher Pissarides have
systematically developed and applied the theory to examine the labour
market — particularly the determinants of unemployment. This has resulted
in a model known as the Diamond-Mortensen-Pissarides (DMP) model.
Today, the DMP model is the most frequently used tool for analyzing un-
employment, wage formation and job vacancies.

The DMP model describes the search activity of the unemployed, the re-
cruiting behaviour of firms and wage formation. When a job seeker and an
employer find one another, the wage is determined on the basis of the situ-
ation on the labour market (the number of unemployed workers and the
number of vacancies). The model can thus be used to estimate the effects
of different labour-market factors on unemployment, the average duration
of spells of unemployment, the number of vacancies and the real wage.
Such factors may include the benefit level in unemployment insurance, the
real interest rate, the efficiency of employment agencies, hiring and firing
costs, etc.

It has been known for a long time that the labour market fluctuates be-
tween situations of either high unemployment and few vacancies or low
unemployment and many vacancies. This empirical pattern, known as the
Beveridge curve due to the British economist William Beveridge, is illus-
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trated in figure 1, based on data on the U.S. economy in the 2000s. The
DMP model provides a theoretical explanation for the Beveridge curve.

The DMP model can be used to explain the position of the Beveridge curve
and the location of the economy on the curve. If unemployment and vacan-
cies move in opposite directions, then changes can be regarded as reflect-
ing variations in the demand for labour which occur over a business cycle.
However, if unemployment and vacancies increase simultaneously, it is in-
stead more natural to pursue an explanation in terms of changes in the per-
formance of the labour market. One reason could be weaker matching effi-
ciency, i.e., longer durations of unemployment in a given market situation.
Another explanation could be more rapid structural changes that increase
the rate at which firms lay off workers. Such developments on the labour
market could be a sign that long-term unemployment will increase. The
DMP model has turned the Beveridge curve into a widely used diagnostic
tool for empirical labour-market analysis.

Search and matching theory is used extensively in theoretical and empirical
studies of the effects of unemployment insurance. The theory states that
more generous benefits bring about higher unemployment and longer
search time for the unemployed — a relationship that has also received
strong empirical support. The theory has also become highly useful for
welfare analyses of alternative designs of unemployment insurance.
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Figure 1. The U.5. Beveridge curve, 2000-2010. Source: U.5. Bureau of Labor Statistics.
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In order to determine the structure of such insurance, the welfare gains it
provides in terms of income security when laid off also have to be taken
into account. The insurance can also facilitate efficient matching between
unemployed workers and vacancies (“the right person in the right place”).

Search theory has emerged as the predominant model for considering the
effects of economic-policy measures on the labour market. It also enables
us to analyze many other social phenomena.

LINKS AND FURTHER READING

Additional information on this year’s Prizes, including a scientific back-
ground article in English, may be found at the website of the Royal Swe-
dish Academy of Sciences, http://kva.se, and at http://nobelprize.org.

The latter also includes web-TV versions of the press conferences at which
the awards were announced.

Information on exhibitions and activities related to the Nobel Prizes and
the Prize in Economic Sciences may be found at www.nobelmuseet.se.

Review articles

Andolfatto, D. (2008) Search models of unemployment. The New Palgrave
Dictionary of Economics. Second Edition. Eds. S. N. Durlauf and L. E.
Blume. Palgrave Macmillan.

Diamond, P. (2008) Search theory. The New Palgrave Dictionary of Eco-
nomics. Second Edition. Eds. S. N. Durlauf and L. E. Blume. Palgrave
Macmillan.

Mortensen, D. (2008) Labour market search. The New Palgrave Diction-
ary of Economics. Second Edition. Eds. S. N. Durlauf and L. E. Blume.
Palgrave Macmillan.

Petrongolo, B. and Pissarides, C. (2001) Looking into the Black Box: A
Survey of the Matching Function, Journal of Economic Literature 39: 390-
431.

Rogerson, R., Shimer, R. and Wright, R. (2005), Search-Theoretic Models
of the Labor Market: A Survey, Journal of Economic Literature 43: 959-
988.

89



Books

Diamond, P. (1984) A Search-Equilibrium Approach to the Micro Founda-
tions of Macroeconomics, MIT Press, Cambridge, MA, pp. 74.

Mortensen, D. (2005) Wage Dispersion: Why Are Similar Workers Paid
Differently?, MIT Press, Cambridge, MA, pp.157.

Pissarides, C. (2000) Equilibrium Unemployment Theory. Second edition.
MIT Press, Cambridge, MA, pp. 252.

Source: https://www.nobelprize.org/nobel _prizes/economic-sciences/
laureates/2010/popular-economicsciences2010.pdf

7. How could you characterise the DMP model?
8. Where can search and matching theory be used?

9. Insert the following words from the text in the gaps.

regarded determinant seekers induced

clear-cut conceivable initiate bids

empirical duration equilibrium surplus

1. His method was , and the laws which he established were

generally the result of repeated experiment.

2. The former is concerned with the laws that regulate phenomena in
all cases: the latter is concerned with the application of
these laws.

3. The class to which he belonged was the only one which could afford to
improvements.

4. Because they know that if they were in a healthy their an-
nual financial settlement would be reduced.

5. The corporation invited for the construction project.

6. We meet him around the age of forty, when he has been suffering a cri-
Sis by overwork.

7. Stocks seesawed ever lower until prices found some new level of
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8. For most job , finding work can be confusing and demor-
alising.

9. Research of shorter made not much sense and could not
pay off.
10. Social status is the single biggest of health.

11. I could not quite convince myself that there was much world left, for |
Boston as the beginning and the end of creation.

12. There are no answers to the baffling problem of the
cause of stammering.

10. Form the word partnerships. Then discover them in the following text.

seeming process
market Ccosts

to incur issues
homogenous inability

to stay unmatched
bargaining tightness

to address negotiations
to fail commodity

11. Read the full text of the article on http://economistsview.typepad.com/
economistsview/2006/10/the_searchmatch.html What are disturbing prob-
lems of labour market?

12. What does the Beveridge curve show? What is the problem of matching
workers with job vacancies?

The Search-Matching Theory of Unemployment
Thursday, October 19, 2006

This Commentary from the Cleveland Fed explains the search-matching
theory of unemployment and shows how it can be used to predict how
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changes in unemployment compensation, taxes, or technology might affect
the unemployment rate:

Understanding Unemployment, by Guillaume Rocheteau, Federal Reserve
Bank of Cleveland: A disturbing feature of the labour market is its seeming
inability to clear. At each instant in time, there are both workers without
jobs and jobs without workers. How can it be that productive resources are
left unemployed in a well functioning market economy?

Economists attribute the failure of the labour market to instantly allocate
workers to jobs to various “frictions.” These frictions arise because labour,
unlike gold or oil, is not a homogenous commodity. The services provided
by a plumber are different from those provided by a lawyer — and even
lawyers differ in the services they offer; some specialize in constitutional
law, others in private law. To match jobs and workers is far from a trivial
problem. The heterogeneity of labour services also makes it hard for em-
ployers to distinguish productive from unproductive workers. And to com-
plicate things even more, the mere process of moving labour services from
one job to another is not costless.

Over the past 25 years, economists have developed a theory of the labour
market that takes into account the heterogeneity of labour services and that
describes the matching process of workers and firms. The theory, some-
times called the search-matching theory of unemployment, is the descrip-
tion that most economists have in the back of their mind when thinking
about the labour market. In this Commentary, we review this theory and
show how it can be applied to address several issues related to unemploy-
ment.

Three building blocks for a theory of unemployment

The search model of unemployment contains three elements. Each element
characterizes a different aspect of the labour market, and the three elements
together determine the behaviour of the overall labour market. The first el-
ement describes how wages are set. The second determines the number of
vacancies that firms decide to open, and the third describes the process
through which unemployed workers and vacancies are brought together,
that is, the process of creating jobs.
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Setting wages

Not all labour markets work the same, but in many, wages are determined
through a bargaining process between workers and their employers. The
outcome of the bargaining process depends on two things: the bargaining
power of each party and the outside options of each. The party with the
most bargaining power — the worker or the firm — is the one that can ex-
tract a larger fraction of the surplus that stems from their relationship. The
outside options for both workers and firms depend on the income of each if
they stay unmatched as well as their ability to locate alternative partners if
the negotiation fails.

Outside options are affected by the “imbalances” of the labour market — the
number of vacancies and the number of unemployed workers. Wages re-
spond to changes in outside options as follows. If the number of vacancies
per unemployed worker (a measure of the scarcity of workers often re-
ferred to as labour market tightness) is large, then workers’ outside options
are good and they can ask for a high wage. Firms are willing to pay this
high wage to avoid having to look for another worker and incurring high
recruiting costs. But if vacancies are scarce relative to unemployed work-
ers, then workers’ outside options are poor, and they are willing to accept
low wages to avoid a long spell of unemployment.

13. According to what you have read in the articles, answer why unem-
ployment rates vary with business cycles?

14. Look for the English equivalents of the following terms:

CaMO3aHATOCTh, TPYJIOCIIOCOOHOE HACETIEeHUE, TOIJIEP>KaHUE YPOBHS J0XO-
Ja, BCIJIECK 0e3paboTulibl, COICUCTBUE 3aHATOCTH HACEJIEHUs, yKecToye-
HUE YCIOBUM TpyJa, JOOPOBOJIbHBINA TPY, MPEICTABUTEIbHBINA Opra, cyo-
CUAMPOBAHME 3aHATOCTH, padOTa MO HANMY.

15. Prepare a presentation about macroeconomics and microeconomics of
labour market, wage slavery or information approach to job market. Use
linking words, visual aids and some vivid examples.

16. Make the written translation of the following text into English.

B pBIHOYHBIX YCIIOBHUSIX OCHOBHBIE MOTPEOHOCTH YEJIOBEKA, CEMbU
MOTYT YIOBJIETBOPSTHCS MOCPEACTBOM TpyAa, MOJy4YEHHUs 3apabOTHOU
1aThl WM J10X0/1a B IEHEXKHON (opme, ¢ IPYroil CTOPOHbI, MEXaHU3MOM
CIpoca U MNPEJIOKEHUM TpyAa Kak KOHKYPEHTHOM (OpMbl pean3anuu
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omnpeieIeHHBIX ToTpeOHOoCcTeN 1 nHTepecoB. Co CTOpOHBI padoToaTeneit
dbopmupyetcs cipoc Ha pabouyto cuiny. Caopoc Ha pabouyro CHIIy OTpaxka-
€T MOTPEOHOCTh SKOHOMUKH B OIPEACIICHHOM KOJUYECTBE pa0OTHUKOB Ha
KaX/Iblii MOMEHT BPEMEHH.

[Ipemyoxenue paboyeit CUiIbl — 3TO MOTPEOHOCTh PA3IUYHBIX TPYIIM
TPYJIOCIIOCOOHOTO HACEJICHUs] B MOJyYEHUH PabOThI MO HAWMy U Ha HTOU
OCHOBE UCTOYHHUKA CPEJICTB CYIIECTBOBAHMS.

K naubosee pacnpocTpaHeHHBIM MEpPaM TOCYAApCTBEHHOIO PEryJsu-
pOBaHMsI CIIpOCa HA TPYA OTHOCSATCS: MPOTPaMMBbI OOIIECTBEHHBIX padoT;
CyOCHUIMpOBaHUE 3aHATOCTH; (PUHAHCOBO-KPEAUTHOE BO3JIEHCTBUE HA PhI-
HOK Tpy/Ja.

OcHoBHa4 11€J1b 00IIECTBEHHBIX PA0OT — 3TO UCTOJIH30BAHUE HE3AHS-
TOTO HACEJECHMs JJI peaju3aluy COLUUAIbHO 3HAYUMBIX MPOEKTOB; IpU
TOM OJHOBPEMEHHO YUYUTHIBAIOTCS MHTEpECHl 001IecTBa U 0e3pabOTHBIX.
Jlaxke mpu JTOCTATOYHO BBICOKOM YpOBHE 0€3pa0OTHIbI CYLIECTBYIOT Ba-
KaHTHbIE pabouue MecTa B cdepax, re MaloOIIauMBaeMblii U HEmpe-
CTHOKHBIA TPyl HE0OX0aAuM rocynapctBy. OObBIYHO 3TO pabdoTa B COLMAIb-
HOU cdepe WIH TAKETbIN HeKBATU(DUITUPOBAHHBIN TPY.

CyOcunupoBaHue 3aHATOCTH BKJIIOYAeT B ce0sl MEPONPUSATHUS, CBS-
3aHHbIE C TIOOUIPEHHWEM CaMO3aHATOCTH U NPEIOCTABICHUEM CYyOCHIUN
npearpuHUMAaTeNsIM, HAaHUMAIOIUM Ha paboTy omnmpelejeHHbIe KaTeropuu
rpaxxaaH. [loompenne camo3aHATOCTH OOBIUHO BKJIIOYAET BBIILIATY CyOCcH-
Ui, a TakKe IOPUIUYECKYI0 U OpPraHU3alMOHHYIO MOMOIIb BiacTel, 00-
JIer4arollyo ObIBIIMM 0e3pa00THBIM MEPeXo] K OpraHu3aluu cOOCTBEH-
HOTO Jea.

®uHAHCOBO-KpPEAUTHAS MOJUTUKA rOCYJapcTBa MPOSBIAETCS B Ipe-
JIOCTaBJICHUU WHBECTUIIMOHHBIX HAJIOTOBBIX JIbITOT B OOJACTH KalUTalb-
HBIX BJIOXEHUH, KOTOpPbIE, B CBOIO OYEPE/b, CIOCOOCTBYIOT CO3/IaHUIO HO-
BBIX pab0YMX MECT M YBEITUYHMBAIOT 3aHATOCTh HACEIICHUSI.

OCHOBHBIM MEXaHHU3MOM TOCYAApCTBEHHOTO PEryJIHpPOBaHUS TPE/-
JIOXKEHUS TPYJa SABISIETCS HAIOT000I0KeHne. BiusiHue Hamora Ha I0XOIbI
dbuzMUecKux JUI] Ha TIPEJIOKEHUE TPyJa 3aBUCUT OT YPOBHS U BUAA (IIPO-
NOPIMOHAIBHBINA, MNPOTPECCUBHBIN) MOJOXOAHOr0 Hamora. [Ipomopimo-
HaJIbHBIA HAJOT COKpAIAeT CTaBKY 3apa0OO0THOI IUIaThl M BBI3BIBAET 3(-
ekt 3amenienus. CTUMYIHPYIOMIMA — COXpaHsIET YBEIMUYECHHUE YacoB J0-
cyra.

Ha npenoxxenue Tpyaa Takke OKa3bIBAIOT BIUSHHUE Pa3IUYHBIE CO-
[IUATbHBIE BBITUIATHI, OOIICH IIENbI0 KOTOPBIX SIBIISIETCS MOAJIEP)KAHUE
YPOBHS JOXO/1a.
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BaxapiM criocoOOM rocymapCTBEHHOTO PETYJIMPOBAHUS TPETOKEHUS
Tpy/a SBJISIETCS UCIOJB30BAHNE HECTAHIAPTHBIX (DOPM OpraHu3aIK 3aHSATO-
cti. OHO OTKPBIBAET BO3MOXXHOCTh OTPAHWYCHUS MPEATIOKEHHs paboyeil cu-
Jbl Ha OTKPBITOM PBIHKE TPYJa, MO3BOJISIET OrPaHUYMBATh MacIITAOHOE BbI-
CBOOOYK/ICHHUE 3aHSTHIX U TPEIYNPEXKIATh BCILUIECK O€3pa0O0THIIBI.

B coBpeMEeHHBIX yCIOBHIX TOCYJapCTBO BO3ACUCTBYET Ha (OPMHUPO-
BaHHWE CTPYKTYPHI TMPEIIOKEHUS TpyJa IMyTeM pealn3aldy IMporpaMm
poeCCHOHATBPHOW OpPUEHTAIIMU U TTPO(PECCHOHABHON MTOATOTOBKH, OCO-
O0eHHO MOoJoexkH. Takue nmporpamMmbl MpodeccuoHaIbHOro 00yueHus 6e3-
pPabOTHBIX OXBATHIBAIOT CJICIYIOIINE HAMPABIICHHUS:

* yCTpaHEHHUE HEJO0CTAaTKa MaCTEPCTBA;

* TpydoOBas ajganTaius Jjig 0e3pabOTHBIX B TEUECHHE JIUTEIHHOTO

Nepro/ia BpEMEHH,

* BO3BpalieHue Ha paboTy, T. €. CHCIHUAIbHBIC MPOTPAMMBI IS
JKEHIITMH, KETAoNUX BEPHYThCA K paboTe IMOCie MepephiBa, CBS-
3aHHOTO C POKJICHHEM M BOCTIMTAaHUEM PEOCHKA;

* o0ydYeHHe rpak/iaH U3 COIMAIIBHO ySI3BUMBIX T'PYIIIT HACEICHU.

Ocoboe 3HaueHHWE B CHUCTEME TOCYJapCTBEHHOTO PETyJIUPOBAHUS
pBIHKA TpyJa UTparoT BUALI U (POPMBI MaTEpUAILHON MOAJEPKKUA Oe3pa-
O0oTHBIX. BeitutaunBas nmocobue mo 6e3padoTuIle, TOCYAapCTBO PEryIHpPyeT
MacITaObl MPEJIOKEHN paboUel CUTTBI.

['ocynapcTBeHHAs MOTUTHKA 3aHATOCTH — 3TO KOMILJIEKC MEP BO3JICH-
CTBHS Ha COIMAJIbHO-DPKOHOMHUYECKOE Pa3BUTHE OOIIECTBA M KaXKIOTO €ro
yiieHa. OHa MMEET HECKOJIbKO YPOBHEH: OOIIeroCyaapCTBEHHBIN, PEeruo-
HAIBHBIM W JIOKAJIbHBIN. BBIIEISAIOT €BPONENUCKYHO, CKAHIWHABCKYH) U
aMEPUKAHCKYI0 MOJICNIN MOJTUTUKU 3aHSATOCTH.

EBponerickas Mozenbs npeanonaracT COKPAIIECHUE YHWCIIA 3aHATHIX
IPU TOBBIIIEHUH MPOU3BOAUTEIHLHOCTH TPYyJAa W, KaK CIEICTBHE, POCTE
JIOXOZIOB PabOTAOIINX; Takasl IMOJMTHKA MPEJIoiaraeT JOPOTOCTOSIIYIO
CUCTEMY MOco0us it 00IBIIOro KOJIMYeCTBa 0€3pad0THBIX.

CkaHauHaBCKas MOJCIIb OCHOBBIBAETCS Ha OOECIICUCHUH 3aHSATOCTH
MPaKTUYECKH BCEM TPY/ISIIMMCS ITyTeM CO3JaHus pabodmx MeCT B TOCY-
JAPCTBEHHOM CEKTOPE CO CPEIHUMHM yCIOBHUSIMU OIUIAThl TpyAa. Takas mo-
JUTUKA pacCuyWTaHa B OCHOBHOM Ha TOCYJapCTBEHHBIE CPEICTBA, MPH Je-
¢bunHUTEe KOTOPHIX HACTYMAaeT CIaJl MPOW3BOJACTBA, YTO BJIEYET 3a COOOMU
YBOJIbHEHHUE.

AMeprKaHCKasi MOJIEb OPHEHTUPYETCS Ha CO37aHre pabodnx MECT, He
TPEeOYIOINX BBICOKOM MPOM3BOINUTEIBHOCTH, I 3HAYUTEIILHOM YacTH JKO-
HOMHYECKH aKTUBHOro HacesieHus. I[Ipu sTtom Oe3padoTuiia dhopMaibHO
YMEHBIIIAETCS, HO YBEITMYMBACTCS KOJMUECTBO JIFOACH ¢ HU3KUMH JIOXOaMH.
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Hcnonp30Banue TOM WIKM UHOW MOJIENHN BIUSET HA IOJIUTUKY 3aHATO-
CTH Ha Makpo- U Ha MUKpOypoBHe. Ha MakpoypoBHE HOBBIE MOJXOJbl B
MOJINTUKE 3aHATOCTU CIIOCOOCTBYIOT MOBBIIICHUIO THOKOCTH PhIHKA Tpy/a,
YMEHBIIEHUIO PACXOJI0B Ha pabouyro CHIy, BEIyT K CBEPTHIBAHUIO COIIH-
anbHBIX TporpaMMm. OJHAKO pACIIMPSIIOTCS CUCTEMBI IOATOTOBKU U MEpE-
MOJATOTOBKM KaJpPOB, CO3/IaI0TCSl JOTOJHUTEIbHBIE padoyre MecTa, yKe-
CTOYAIOTCS YCJIOBUS BbIIauu TocoOuid. [IpuHUMAaOTCst MEPBI MO YCUIICHUIO
pPOJIM YaCTHOTO CEKTOpa B PEIICHUU MPOOJIEM 3aHSATOCTU, APYTUX COIU-
albHBIX MpobieM. Ha MUKpOypoBHE MPOBOAUTCS MOJUTHUKA CIACPKUBAHUS
pocTa 3apaOOTHON IJIAThl, YAJUHEHHUS MPOAOJIKUTEIHLHOCTH pabouel He-
nenu. boiee MMUPOKO MCHONB3YIOTCS pa3nudHbie (OPMbI HEMOJHON 3aHs-
TOCTH. B pe3ynbTaTe KpU3UCHbBIE SBICHUS 00OCTPSIIOTCA.

['ocynapcTBeHHas MOMUTHKA B 00JACTH COACHCTBUS 3aHATOCTH Hace-
JICHUs HaIlpaBJiCHA Ha:

* pa3BUTHE JIOJCKUX PECYPCOB ISl TPYA;

* o0ecrnieueHuEe paBHBIX BO3MOXHOCTEW BCEM rpa)kJaHaM HE3aBUCH-
MO OT (hakTOpoB (IOJI, BO3pACT U T. [I.) B peajiu3alluu IpaBa Ha
TOOPOBOJILHBIA TPY M CBOOOHBIN BHIOOP 3aHATOCTH;

* CO37aHUE YCJIOBHUH, 00CCIEUMBAIOIINX JOCTOMHYIO KHU3Hb U CBO-
00JIHOE Pa3BUTHE YEIIOBEKA;

* MOJJIEPKKY TPYAOBON M NMPEANPUHUMATEIBCKUX WHUIUATHUB Tpa-
YKJIaH, OCYILIECTBIISIEMBIX B paMKaxX 3aKOHHOCTH, a TaKXe COJICHCT-
BHUE Pa3BUTHIO CIIOCOOHOCTEN K MPOU3BOIUTEILHOMY, TBOPUYECKO-
My TPYAY,

» oOecrieueHue COIMAaIbHON 3alIUTHl B 00JIACTH 3aHATOCTH Hacelie-
HUS, IPOBEJICHUE CIEIUATBHBIX MEPONPHUATHM, CTIOCOOCTBYIOIINX
00€eCIeueHnI0 3aHATOCTH TPaXKIaH, 0CO00 HYXIAIOITUXCS B COIH-
JIbHOM 3aIIMTE U UCTIHITHIBAIOIINX TPYIHOCTH B TTIOMCKE PAOOTHI;

* MpeaynpekJIeHHe MacCOBOM M COKpalleHUE JUIMTENIbHOU 6e3pado-
THUIIbL;

* nooulpeHure padboronarenei, COXpaHIIOUIMX JACHCTBYIOUIUE U CO3-
JAOIIME HOBBIE pabovMre MECTa, MPEXKJIE BCETo IS IpaxkaaH, 0CO-
00 HYXIAOIMXCS B COIMAIBHOW 3alllUTe W MCHBITHIBAOIINX
TPYIHOCTH B TTOUCKE PAOOTHI;

* COYETAaHWE CaMOCTOSITEIBHOCTH OPTaHOB BJIAcTH CyOBeKTOB PD,
OpraHOB MECTHOTO CaMOYIIPaBJIEHUS B OOCCIEYCHUH 3aHSATOCTH
HACEJICHHUS;

* KOOPJAMHAIIMIO JEATEIbHOCTH B OOJACTH 3aHATOCTH HACEJICHUS C
NEATEIIbHOCTBIO 0 JAPYTMM HaIpPaBJICHHUSM SKOHOMUYECKOW U CO-
LIMAJILHOU ITOJIMTUKHU;
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* KOOPAMHAIMIO JESITEIPHOCTHA TOCYIapCTBEHHBIX OPTaHOB, Mpodec-
CHOHAJIBHBIX COI030B, WHBIX MPEIACTAaBUTEIHHBIX OPTaHOB paboOT-
HUKOB M paboTopaTeneii B pa3pabOTKE W pealu3aiuud Mep Io
00EeCTIIEYCHHIO 3aHATOCTH HACEIICHMSI.

[TpoBeneHre aKTUBHOM TOJUTUKU TOCYJapCTBa B 00JIACTH 3aHATOCTH
HACEJICHUS OCYIIECTBISIETCS MTyTeM pa3pabOTKU W peanusanuu (enepaib-
HOM W PErMOHAIbHOW MPOTpamMM 3aHATOCTH, KOTOpbie (OPMHUPYIOTCS HC-
XOJIS U3 CUTYAaIlMH Ha PBIHKE TPYy/Aa U MPOTHO3a €T0 Pa3BUTHSIL.

Uctounuk: DxoHomuka u coruosiorus tpyaa (Meanosa H.A., 2010)
http://be5.biz/ekonomika/t002/28.html

17. In a week back-translate your text and compare the result with the
original text. Analyze and explain the discrepancies.

18. Describe the government regulation of labour market in Russia.

19. Read some of the articles on http://www.economist.com/topics/labour-
market. What differs foreign countries from Russia as regards employment
problems?

20. A list of the most popular ted talks on labour is on
https://blog.ted.com/7-talks-about-work-to-watch-on-labor-day/ Watch
some and make a glossary of terms.

21. According to what you have watched in the previous task, what is fair
labour practice?

22. Solve the following case — a real-life paradox of human behavior. Each
of you will have a packet containing a description of the mystery and a set
of clues. Note that the clues are numbered. There is no significance to the
numbers; they are just provided for easy reference during the discussion.
All the clues are true. There is no effort to trick you by providing false or
misleading information. However, not all clues are important or useful in
solving the mystery. Read aloud the mystery that came with the packet of
clues. In round-robin fashion, share your clues. Discuss whether or not the
clue is relevant to solving the mystery and if so, in what way. Solve the
mystery and decide which clues were necessary and sufficient to solve the
mystery. Choose a spokesperson and be prepared to share your conclu-
sions with the class. Check the answer with what follows after the clues.
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SWEATSHOPS - YA GOTTA LOVE 'EM - 1?1

Mystery

College students, organizations like the Worker Rights Consortium, and
protesters at WTO and World Bank meetings clamor for an end to sweat-
shops. Many of us sympathize. We’ve been convinced by writing and rhet-
oric that poverty in the lesser-developed countries of the world results from
a shameful partnership between materialistic American consumers and
greedy corporations. But Nicholas Kristof and Sheryl WuDunn, in their re-
cent Pulitzer Prize-winning coverage of China and the Far East, want to
lead “Two Cheers for Sweatshops.” They urge us to buy more from sweat-
shops, not less, warning that “refusing to buy sweatshop products risks
making Americans feel good while harming those we are trying to help.”
Columbia Daily Spectator editorial page editor, Jaime Sneider, writing in
the New York Times in May, 2000, chides the sweatshop protesters for
“threatening to impoverish the very workers they claim to protect.”

How can standing up for sweatshop workers do harm instead of good?

Clues

1. “The only thing a country like Cambodia has to offer is terribly cheap
wages; if companies are scolded for paying those wages, they will shift
their manufacturing to marginally richer areas...” (Kristoff and WuDunn).

2. Nike, often the focus of “sweatshop” controversy, subcontracts all its
manufacturing to countries with lower wage rates than those in the United
States. The company reported in July, 2000, that it contracts with 700 fac-
tories in 50 countries, employing 550,000 workers. A typical Nike factory
worker in Vietham makes $564/year (or about $.30/hr.).

3. Holger Jensen, writing for the Rocky Mountain News, reports that in In-
donesia, 60 % of the people live below the poverty line (defined as an in-
come of less than $1.50/day). Nike jobs, considered “highly desirable,” pay
$65 month, or less than $.50/hr. Approximately 110,000 Indonesians are
employed.

4. The proud father of a 15 year old girl working in a Bangkok factory that
exports clothing to the U.S. reports that she earns $2/day for a 9 hour shift,
6 days a week. It’s dangerous work and she has twice had needles go
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through her hands. The loving father isn’t worried about her hands but
about the pressure that might close the factories: “I hope she can keep that
job. There's all this talk about factories closing now... | hope that doesn't
happen. I don't know what she would do then.”

5. Nike receives $90 income for a pair of shoes produced by a sweatshop
worker paid $3.37.

6 Apparel industry jobs are typically filled by a country’s low-skilled
workers. In the U.S., an apparel industry worker makes about 56 % of per
capita GDP. In Guatemala, a worker in the apparel industry makes $1250
per year, about 75 % of per capita GDP. This is even more dramatic in Vi-
etnam and Honduras where the going wage rates paid in the sweatshops are
actually higher than per-capita income.

7. Regulations supported by the Worker Rights Consortium would in-
crease foreign manufacturing costs for American companies, causing some
of them to abandon foreign operations and/or mechanize operations.

8. Recently, NPR reported the results of a follow-up study of the impact of
public pressure on the well-being of child labourers. A foreign-owned
company operating in India employed children in a manufacturing process
using potentially dangerous substances. When public pressure led to the
discharge of child labourers, the children were tracked by the researchers.
The majority ended up doing more dangerous work.

9. A teenage girl stitching leather purses in China for a company in Hong
Kong works a 12 hour day with a half hour lunch. She and her friends hap-
pily report that they consider these good jobs because the factory allows
them to work long hours, laughing that the factory manager complains,
“It’s actually pretty annoying how hard they want to work.” [emphasis

added]

10. Worker loyalty in Asia’s “sweatshops” is notable. The turnover rate in
Nike's Indonesian factories has stayed below 2 % for years, far lower than
that in the United States.

11. Today, “Sweatshop Belt” economies comprise about 1/4 of the global
economy. Some forecasters at the World Bank believe that as the industrial
revolution spreads throughout Asia, its share of global GDP may rise as
high as 55-60 % by 2025.
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12. During Britain's Industrial Revolution, per capita output doubled in 58
years. As China experiences its own industrialization, per capita output has
been doubling every 10 years in a veritable “explosion of wealth.”

13. Some of the most oppressive factories in the 1980s were found in
Dongguan in south China. Since 1987, conditions have improved dramati-
cally and wages there have risen from $50 to $250/month as factories
scramble to attract and keep good workers.

14. American pressure on sweatshops clearly has 2 effects: 1) it improves
working conditions in American-owned companies overseas, and 2) it rais-
es labour costs for those companies.

15. Company spokesperson Tammy Rodriguez says that public pressure
forced Nike to improve conditions in some of its Asian plants, requiring
contractors to improve safety and working conditions and to limit working
hours and day

Solution to the mystery:

Large manufacturing companies are attracted to poor countries because
wage rates are lower than in developed countries. However, the wage rates
Americans regard as low are actually high by the standards of countries in
the Sweatshop Belt. The earnings of sweatshop workers, who flock volun-
tarily to the income opportunity offered by the sweatshops, are a major
source of improving wealth and standards of living. Pressure from Ameri-
can protesters raises production costs, and can cause factories to relocate
out of the country or to cut back hiring by replacing workers with ma-
chines, leaving the workers much worse off.

Evaluating the clues:

Expect student groups to disagree on the clues that are “necessary and suf-
ficient” to solve the mystery. This is normal given their different levels of
understanding of economic analysis and the fact that some clues offer more
than one type of information. There is no hard and fast “right” answer; it’s
the discussion that's important. Encourage students to talk about the kinds
of information they gleaned from the clues and what their knowledge and
understanding of economics allowed them to deduce. See below for sug-
gestions about the insight offered by various clues.
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#4, 8, 9 are some of the most important clues, indicating that people are
choosing to work in sweatshops for the wages being paid; their labor is
voluntary. This tells us that desirable alternatives are not available. It also
reminds us that the sweatshops are an outgrowth of the poverty of these na-
tions, not a cause of that poverty.

Note: It is imperative that students understand that the analysis offered in
this mystery does not apply to forced, slave, or any other type of coerced
labor. Clearly, instances of slave labor have been uncovered in Asian na-
tions — and even occasionally in our own country — and they are emphati-
cally not to be considered an acceptable method of production or a viable
step in economic development.

#1 reminds us that the sweatshops offer the workers of poor countries an
opportunity to exchange what they have — their low-skilled labor — for in-
come to purchase goods and services. Closing the sweatshops denies them
that opportunity.

#3, 4, 5 tell us that the wage rates we think abysmally low are actually
quite high in comparison to the wages earned by other workers in poor
countries.

#10, 11, 12 offer evidence that sweatshops are an important stepping stone
for poor people in poor countries and that they produce wealth and signifi-
cant improvements in standards of living, helping countries move out of
poverty rather than miring them in it.

#3, 6, 13, 15 indicate that the impact of American protest activity is to raise
production costs. This encourages factories to relocate or mechanize, elim-
inating the jobs of low-skill workers in countries where they have few de-
sirable alternative opportunities.

#14 is likely to capture students’ attention, but it really tells us very little. It
doesn't tell us, for example, if any of Nike's income is profit — and how
much, or whether the worker lives well or badly at the $3.37 rate. Encour-
age students to ask questions about what the data doesn’t tell us, rather
than focusing on the stark contrast of the numbers.

#2, 7 are true and interesting but don’t help us to solve the mystery.

Source:https://www.fte.org/teachers/teacher-resources/lesson-
plans/tradelessons/standing-up-for-sweatshops/
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PART III

UNIT 7. INSTITUTIONAL CAPACITY BUILDING

Warming up activity
Read the definition of institutional capacity:

Capacity building (or capacity development) is the process by which in-
dividual and organizations obtain, improve, and retain the skills and
knowledge needed to do their jobs competently. Capacity building and ca-
pacity development are often used interchangeably; however, some people
interpret capacity building as not recognizing people’s existing capacity
whereas capacity development recognizes existing capacities which require
improvement. Capacity building on an institutional level should involve
aiding institutions in developing countries. It should not involve creating
new institutions, rather modernizing existing institutions and supporting
them in forming sound policies, organizational structures, and effective
methods of management and revenue control.

Give reasons why capacity building is important for any institution. Think of:
Stuff training

Processes modernization

Using new technologies

Improving and managing existing structures

Tasks

1. Watch the video on capacity building following the link and answer the
question below: https://www.youtube.com/watch?v=ZgtQ4PtUC9g

What does capacity building involve?
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2. Read the following text:

What is Capacity Building?

Capacity building is not just about the capacity of a nonprofit today — it’s
about the nonprofit’s ability to deliver its mission effectively now, and in
the future. Capacity building is an investment in the effectiveness and
future sustainability of a nonprofit.

Distinct capacity building projects, such as identifying a communications
strategy, improving volunteer recruitment, ensuring thoughtful leadership
succession, updating a nonprofit’s technology, and improving how it
measures its outcomes, all build the capacity of a charitable nonprofit to
effectively deliver its mission. When capacity building is successful, it
strengthens a nonprofit’s ability to fulfill its mission over time, thereby
enhancing the nonprofit’s ability to have a positive impact on lives and
communities.

« Tools for working with (and getting the most out of) consultants
(ImpactRising)

When people inquire, “What is capacity building?”” they may be wondering
about “capacity building” as a verb (such as providing funding for a non-
profit to improve its own effectiveness, or actually teaching/instructing or
consulting to build needed skills) or as a noun (the results of such skill-
building). Nonprofit capacity building refers to many different types of ac-
tivities that are all designed to improve and enhance a nonprofit’s ability to
achieve its mission and sustain itself over time. Here is our definition (ex-
cerpted from, A Network Approach to Capacity Building):

Capacity building is whatever is needed to bring a nonprofit to the next
level of operational, programmatic, financial, or organizational maturity, so
it may more effectively and efficiently advance its mission into the future.
Capacity building is not a one-time effort to improve short-term effective-
ness, but a continuous improvement strategy toward the creation of a sus-
tainable and effective organization.

Capacity building is as basic as continually improving; some might consid-
er it an obligation— both for nonprofits to undertake, and do-
nors/grantmakers to support.
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Why is capacity building important?

While frequently invisible, and often overlooked, capacity building is the
all-important “infrastructure” that supports and shapes charitable nonprof-
its into forces for good. Capacity building enables nonprofit organizations
and their leaders to develop competencies and skills that can make them
more effective and sustainable, thus increasing the potential for charitable
nonprofits to enrich lives and solve society’s most intractable problems.

Practice pointers

» There are many sources for capacity building assistance. Consult-
ants are just one avenue. Web-based education, in-person training,
peer-to-peer cohorts, communities of practice, and even pro bono
skilled volunteers can offer your nonprofit and its board/staff ex-
cellent opportunities to build the capacity of the organization.

» Because the core focus of state associations of nonprofits is help-
ing to build the capacity of other charitable nonprofits in the state,
joining your state association of nonprofits is one of the most ef-
fective ways to learn about the spectrum of capacity building op-
portunities available locally. State Associations often offer work-
shops and training opportunities for board and staff, whether in-
person or via the internet, as well as the ability for nonprofit lead-
ers to learn peer-to-peer, collaborate, and stay up-to-date with rec-
ommended practices and new trends.

« Conducting an organizational self-assessment is one way to learn
which core capacity areas may require more attention.

Some nonprofits have strong programs and activities but no leadership
succession plan. For a nonprofit in that position, succession planning is a
key to protecting and prolonging its effectiveness, and thus is a critical step
in its capacity building journey.

(Source: https://www.councilofnonprofits.org/tools-resources/what-capacity-
building)

3. Find information on capacity building in nonprofits in your country.

4. Explain the meaning of the following expressions in English and give
their Russian variants:

lifelong learning; networking; beneficiaries; guidance on demarcation; ad-
ministrative bottlenecks; root causes; ex-ante conditionalities; public pro-
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curement; efficiency gains; impact assessment; to fulfil recruitment needs;
empowerment and incentives; tacit and implicit knowledge; staff turn-over;
inter-municipal cooperation; one-stop shops; demarcation issues; service
benchmarking; ombudsman procedures; e-procurement; judicial coopera-
tion; judicial training; societal challenges; insolvency; enhancing efficiency.

5. Read an extract of the following article:

DRAFT THEMATIC GUIDANCE FICHE FOR DESK OFFICERS
INSTITUTIONAL CAPACITY BUILDING
(THEMATIC OBJECTIVE 11) VERSION 2 - 22/01/2014

RELEVANT PROVISIONS IN THE
LEGISLATIONRegulation

Articles

Common Provisions Regulation

(N 1303/2013)

Article 9 (11) — “enhancing institu-
tional capacity of public authorities
and stakeholders and efficient public
administration”

Related provisions :

ANNEX XI, Ex-ante conditionalities,
(11) “enhancing institutional capacity
of public authorities and stakeholders
and efficient public administration”

European Social Fund

(N 1304/2013)

Acrticle 3 Scope of support

(d) (i) Investment in institutional ca-
pacity and in the efficiency of public
administrations and public services at
the national, regional and local levels
with a view to reforms, better regula-
tion and good governance;

(d) (ii) Capacity building for all
stakeholders delivering education,
lifelong learning, training and em-
ployment and social policies, includ-
ing through sectoral and territorial
pacts to mobilise for reform at the na-
tional, regional and local levels.
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European Regional Development | Article 3— Scope of support from the
Fund Regulation ERDF

(N 1301/2013) 1 (f) networking, cooperation and ex-
change of experience between compe-
tent regional, local, urban and other
public authorities, economic and so-
cial partners and relevant bodies rep-
resenting civil society, referred to in
Article 5(1) of Regulation (EU) No
1303/2013, studies, preparatory ac-
tions and capacity-building”.

Article 5 — Investment priorities

(11) “enhancing institutional capacity
of public authorities and stakeholders
and efficient public administration
through actions to strengthen the insti-
tutional capacity and the efficiency of
public administrations and public ser-
vices related to the implementation of
the ERDF, and in support of actions
under the ESF to strengthen the insti-
tutional capacity and the efficiency of
public administration”.

This guidance presents ESF and ERDF support under Thematic Objective
11 “Enhancing institutional capacity of public authorities and stakeholders
and an efficient public administration” (TO11). TO11 does not apply to
EAFRD and EMFF.

It explains the rationale of TO11 and outlines the potential scope of assis-
tance under each fund.

As Technical Assistance (TA) targets strengthening Member States author-
ities and beneficiaries to administer and use the funds, this note provides
guidance on how to differentiate between support provided under TA and
investments under TO11.

Improving administrative capacity and public service delivery is also im-
portant for several other thematic objectives. This note therefore also pro-
vides guidance on demarcation of TO11 with other TOs.
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DG EMPL and DG REGIO will always cooperate and coordinate closely
to ensure clear demarcation and complementarities between the different
aspects of TO11, TA and other TOs. DG EMPL is chef de file for TO11.

1. Regulatory scope of support

1.1. Policy framework

The quality of public administration has a direct impact on the economic
environment and is thus crucial to stimulate productivity, competitiveness
and growth. The 2013 Annual Growth Survey and, where applicable, the
Economic Adjustment Programmes highlighted that link and clearly rec-
ognised the need for Member States to increase the efficiency and effec-
tiveness in the delivery of public services as well as the transparency and
quality of public administration and the judiciary. Modernisation of public
administrations was thus listed as one of the key priorities of the EU for a
successful implementation of the EU2020 Strategy.

Enhancing institutional capacity of public authorities and stakeholders and
an efficient public administration is included as a separate thematic objec-
tive (thematic objective 11 or “TO11”) in the Common Provisions Regula-
tion for the 2014-2020 programming period (Regulation (EU) 1303/2013.
Where relevant, both the ESF and ERDF should contribute to this TO11.

Supporting public administration reforms under TO11 in the future pro-
graming period should be linked to the following fundamental building-
blocks:

(1) Country Specific Recommendations (CSR), related Staff Working
Documents, Economic Adjustment Programmes where applicable, and Na-
tional Reform Programmes: in cases where these building-blocks and,
above all, CSR related actions call for a thorough public administration re-
form, TO 11 should come into play. In other cases, TO11 should be used to
address specific weaknesses identified in the CSRs to attain the national
goals of the EU 2020 objectives.

(2) Commission services’ Position Papers (CPP): these papers— building
further on the CSRs and related Staff Working Documents — identified for cer-
tain Member States specific investment priorities related to administrative
reform. These proposals are expected to be incorporated in the PA/OP,

107



(3) Experience from the 2007-2013 period, results of evalua-
tions/assessments and in particular “administrative bottlenecks™ identified
in 2007-2013 period need to be addressed;

1.2. The context of building “excellent public administration”

Institutional capacity is not just a technical matter of training civil servants,
but it relates to how public authorities interact with and deliver services to
businesses and citizens. “Good governance” is the basis and ultimate ob-
jective for institutional capacity building. Good governance builds trust
and social capital. States with a high level of social capital tend to perform
better economically.

Member States that plan to make investments under TO11 should focus on
“principles of excellence”, as illustrated below:

Results
orientation
Social Citizen/
responsibillty Customer focus
Partnership PRINCIPLES OF el
and constancy
development EXCELLENCE of purpose
Continuous Management
innovation and of processes
improvement People and facts
development and
involvement

rinciples of Excellence. Source: European Institute
of Public Administration

If operations supported under TO11 pay attention to fostering these factors,
there is a good chance that they will achieve an impact. These principles
underline the spirit of the CPR to take a strategic and results-oriented ap-
proach to administrative reform.
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Any reform proposal should indicate how they specifically contribute to
these principles. If proposals for financial support of reform efforts do not
reflect clearly how the reform will improve some or all of the above prin-
ciples, the reform efforts are probably not mature enough.

Any proposed action / reform should be supported by adequate analysis of
the root causes of difficulties, in order to ensure the effectiveness of the ac-
tions. This analysis should ideally involve, whenever relevant, external
stakeholders.

These principles are also reflected in the ex-ante conditionalities for TO11
(see section 7, below).

Desk officers should first of all check whether Member States’ proposals
for support under TO11 match the priorities set out in Country Position
Papers and Country Specific Recommendations or, where applicable, the
Economic Adjustment Programmes.

The table below shows | Member State Number of MS

which countries re-

ceived CSR in 2013,

related to  TO11:

(Sub)sector CSR

Improving the effec- | BG, CY, CZ, ES, EL, |9

tiveness and efficiency | HR, IT, RO, SK

of the public admin-

istration

Judiciary reform BG, EL, ES, HU, LV, |9
MT, RO, SI, SK

Improve the business | BG, EL, ES, HU, IT, |7

environment PL, RO

Anti-corruption BG, CZ, EL HR, HU, | 6
IT

Public procurement BG, EL, HU, HR 4

Absorption of ESI|BG, RO, SK 3

funds
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To aid prioritization, Member States should further be aware of how their
public management is rated in comparison to other Member States. Extra
effort should be made to improve the weakest indicators. Follow the link:
http://ec.europa.eu/europe2020/pdf/themes/34 _public_administration.pdf —
for some examples for an assessment of Quality of Public Administration
in Member States; other sources of indicators should be explored.

1.3. The institutional capacity building toolbox

Building institutional capacity covers three dimensions for interventions:
(1) Structures and processes, (2) Human resources, (3) Service delivery.
Therefore, funding under TO11 is likely to focus around these three broad
dimensions. Typical support under each of these aspects is outlined below.

Structures and processes

Public sector organisations should (1) operate in a clear and stable institu-
tional and regulatory framework, (2) have been assigned clear responsibili-
ties and tasks and (3) have put in place an organisational chart that can de-
liver these tasks in an efficient way without being overly complex. While
traditional bureaucratic structures are still relevant to deliver public sector
services, modern public sector organisations will increasingly work on the
basis of teams, networks and innovative ways of interacting with the public
and communicating more effectively with citizens.

Support may cover different structural and institutional reforms. It targets,
for example:

« Legal, regulatory, constitutional changes (for example how citizens
can participate in policy making);

« institutional and administrative process reviews for efficiency
gains;

« the setting up of new business models and management practices;

« the reorganisation of tiers of government, de-centralisation or re-
structuring of individual institutions in order to match lines of del-
egation with tasks at the appropriate level;

» measures to improve policy-making, the design of reforms, includ-
ing legislative actions;

* impact assessment, evaluation, monitoring and audit;

» the development of new codes of conduct and rules for coopera-
tion, including with external authorities and stakeholders;
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« the introduction of new methods for strategic planning and quality-
based management;

« reforms of the budgetary process (e.g. participatory budgeting);

« actions aiming at the reduction of administrative burden;

« actions to improve the transparency and accountability of govern-
ment and public services.

Human resources

The concerned institutions should have the ability to break down overall
objectives and responsibilities into tasks and job descriptions, to estimate
the number and qualifications of staff, to fulfil recruitment needs and retain
qualified personnel. Securing the timely availability of skilled and motivat-
ed staff is a key success factor in the management of public policies. Con-
ditions within the public administration need to be favourable towards re-
cruiting and retaining such professionals.

Support should contribute to the development of a modern, effective and
motivated public service which is ready to confront the growing challenges
with innovative approaches. This might include:

» modernising recruitment and incentive policies;

* better management of human resources including division of tasks
and responsibilities, retention, appraisal, career development, mo-
tivation, empowerment and incentives for personal development;

* review of the current systems and the development of proposals for
more effective business models and procedures;

* internship programmes, programmes for middle and senior man-
agement;

« capacity building of training institutions and the HRM units;

 development of “smart” and learning organisations (knowledge
management);

« the development of training programmes and the introduction of
new training methods.

Service delivery

The concerned institutions should have appropriate instruments such as
methods, guidelines, manuals, procedures, forms, IT systems, etc. This en-
compasses job-aids that can enhance the effectiveness of the institution.
Systems and tools normally enable organisations to transform tacit and im-

111



plicit knowledge into explicit knowledge that can be shared across the or-
ganisation. They make organisations less vulnerable to staff turn-over and
reduce the risks of malfunctioning. Effective management of public poli-
cies requires strong systems and tools designed to support staff effectively.

Reforms should thus ensure more efficient and effective public services.
They may include a broad scope of actions for:

« optimising and re-engineering business processes, diversification
of the channels for the delivery of services through e.g. co-
operation with non-governmental bodies, inter-municipal coopera-
tion;

« the use of one-stop shops or e-services (see “demarcation issues”);

 optimisation and quality improvement of services, which may be
achieved through the integration of their delivery (for example
through inter-service or inter-municipal cooperation);

 development of various systems and tools related to e-government,
e-justice, etc. (if not explicitly covered under thematic objectives
other than TO11, see also “demarcation issues”);

« quality of service benchmarking and complaints, ombudsman pro-
cedures.

In order to secure European added value, ESF/ERDF investments in the
above areas also have to take into consideration the priorities of the Digital
Agenda (e-authentication, e-identification, small payments, e-procurement)
and the Stockholm programme (judicial cooperation, judicial training, link-
ing MS insolvency/business/land registers to EU e-justice portal).

1.4. Thematic objective 11

In 2014-2020, the ESI Funds will continue to support institutional capacity
building and reforms. The objective of this support is to create institutions
which are stable and predictable, but also flexible enough to react to the
many societal challenges, open for dialogue with the public, able to intro-
duce new policy solutions and deliver better services. The investment in
the structures, human capital and systems and tools of the public sector is
oriented towards more efficient organisational processes, modern man-
agement, motivated and skilled civil servants.

It is important to note that ESF support to public administration will on-
ly be possible in Member States with at least one less developed region or
in Member States which are eligible for Cohesion Fund assistance. In these
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two categories of Member States, ESF support may cover the whole terri-
tory of the country. These conditions do not apply to ERDF, however.

“Stakeholders”, such as NGOs and social partners may benefit from sup-
port under ESF TO11 in all Member States.

Here below a number of key actions for the ESF and the ERDF under TO
11, as set out in Staff Working Document (2012) 61 on “Elements for a
Common Strategic Framework™:

Key actions for the ESF:

Investment in institutional capacity and in the efficiency of public admin-
istrations and public services (at all levels of government) with a view to
reforms, better regulation and good governance:

« reforms to ensure better legislation, synergies between policies and
effective management of public policies, and transparency, integri-
ty and accountability in public administration and spending of pub-
lic funds;

+ development and implementation of human resources strategies
and policies;

« Enhancing efficiency of administrative services;

« Capacity-buil nd social policies, and sectoral and territorial pacts to
mobilise for reform at national, regional and local level:

« enhancing the capacity of stakeholders, such as social partners and
non-governmental organisations, to help them delivering more ef-
fectively their contribution in employment, education and social
policies;

 the development of sectoral and territorial pacts in the employ-

ment, social ding for stakeholders delivering employment, educa-
tion, health a
inclusion, health and education domains at all territorial levels.

Key actions for the ERDF:

« strengthening institutional capacity and the efficiency of public
administrations and public services related to the implementation
of ERDF and in support of actions in institutional capacity and in
the efficient public administration supported by the ESF, including
where necessary the provision of equipment and infrastructure to
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support the modernisation of public services in areas such as em-
ployment, education, health, social policies and customs.

« administrative capacity related to European Territorial Cooperation
can also be funded.

In summary, the above means, the focus of TO11 is:
ERDF = option 1

Support ESF with equipment/infrastructure (if required)
ESF =

Broad/horizontal public administration reform and good governance initia-
tive

ERDF = option 2

Capacity building of public bodies related to the implementation of ERDF
(but not TA)

2. Demarcation issues

Administrative capacity building and good governance is a horizontal mat-
ter for all public administrations, as well as for individual “sectors” of so-
cial and economic development. Under thematic objective 11, the CPR in-
cludes both support to general public administration reform and to
strengthen the institutional capacity and the efficiency of the public admin-
istration related to the implementation of the ERDF (but distinct from TA).
Moreover, demarcation with other thematic objectives and with technical
assistance needs to be considered.

The next section analyses various scenarios of “demarcation issues” in
turn:

a) Within Thematic Objective 11: Public Administration Reform vs
Institutional capacity for ERDF implementation

When the ESF funds public administration reform, the ERDF can sup-
port this with infrastructure, if necessary to achieve the objectives of the
reform.

Attention should be paid to the fact that the ESF can support equipment
purchase in 2014-2020. For practical reasons, such purchases for an admin-
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istration could thus be funded under ESF. Nevertheless, for larger invest-
ments, for example, in ICT infrastructure, the ERDF may be more suitable.
This is in line with the Digital Agenda, and there is a clear EU value added
in such investments.

However, ERDF support under TO 11 for general investments in the con-
struction or renovation of public administration buildings should be ex-
cluded, because:
« there is no clear contribution to growth and jobs in doing so,
« costs should be paid by national funds, in particular through the
savings that may be achieved by the reform of State administration
« and the need for concentration of funding and prioritization of in-
vestments given limited resources.
» This applies to all forms of office building financing: construction
of new buildings, refurbishment of existing buildings, rental and
leasing costs.

The ERDF also supports administrative reforms of public bodies, which
are important to facilitate absorption and impact of ERDF supported in-
vestments, but which are not directly involved in management of ERDF.

Such support could cover areas such as: land register and wider reform ac-
tions for public procurement, environmental impact assessment, statistics,
state aid, management of public utilities (waste, water, transport manage-
ment, etc.), etc.

However, it should be noted that “reform and administrative capacity 1S-
sues” related to public procurement, state aid and statistics are also a con-
cern for the ESF (see also next paragraph on “demarcation™).

Demarcation between public administration reform on the one hand and
capacity building for ERDF implementation on the other — depends on
the objective of the action concerned. If the objective of the action con-
cerns the national systems overall, then it is for ESF. If the issue primarily
concerns ERDF implementation issues, then it is for ERDF.

For example, a new procurement law, introducing a new complaints pro-
cedure for public procurement, or making all public procurement infor-
mation available online — this would be for ESF in the context of public
administration reform. On the other hand, improving the procurement ca-
pacity or introducing e-procurement for a specific utility linked to ERDF
implementation could be for ERDF TO 11.
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Another example: Land registry — the introduction of digitisation of the
land registry for a country would be under ESF TO11, but improving the
cadastral system in the context of planning the infrastructure investment in
a certain area, could be funded under ERDF TO 11

6. Find full text of the article following the link: http://ec.europa.eu/
regional_policy/sources/docgener/informat/2014/guidance_fiche_thematic
objective_11 en.pdf

7. Study the information on the types of capacity building activities:

Types of Capacity Building Activities

There are many approaches to providing capacity building services, includ-
ing:

) Providing access to repositories of information and resources (for exam-
ple, databases, libraries and web sites)

] Trainings (public, customized or on-line)

] Consultation (for example, coaching, facilitating, expert advice and con-
ducting research)

1 Coordinating alliances [J Publications

1 Assessments [] Board development

1 Business planning [ Business development

1 Collaboration planning [1 Conflict resolution

1 Convening [] Earned-income development

1 Evaluation [ Facilities planning

1 Financial management [ Funding

) Fundraising [ Information technology

) Leadership development (] Legal

1 Management development [ Marketing (research, promotions)

1 Meeting management [] Mergers

1 Networking opportunities [1 Organizational development

1 Peer learning [ Program design

] Project management [ Quality management

) Referrals [ Research

1 Risk management [ Staffing (selection, development)

1 Strategic planning [ Team building

8. Work in groups. What activities should be applied in case of the follow-
Ing projects:
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1. Fundraising

2. Strategic planning

3. Resource development

4. Setting the long-term direction for the organization
Use the following tips:

1. Be realistic in identifying the project goals.

2. Be realistic about the project timeline. Consider the time necessary by
staff and board members for planning and implementing the project, as
well as the complexity of scheduling and coordinating their calendars.

3. Recognize that staff and/or board turnover is likely. Some changes will
affect the timeline more dramatically than others.

4. Allow staff the time necessary to engage in the work and recognize how
the capacity building work may add to day-to-day responsibilities.

5. Engage the entire team throughout the project and keep communication
channels open. People respond differently to change and support is often
greater when staffs’ opinion is genuinely invited and received.

6. Select a consultant whose workstyle supports the team and who has the
skill set required. Work in parallel with the consultant.

7. Enlist the expertise of others. Consult with more than one expert when
making a significant infrastructure change.

8. Engage legal counsel prior to formal discussions if considering a merger
and/or acquisition, whether initiating or responding to an invitation.

9. Include expenses for hosting meetings.

10. Be open to opportunities presented — even when they seem like chal-
lenges at the time — they may lead to greater achievements than previously
imagined.

9. Watch the video with Dara Frimmer speaking on “Inspiring social
change through community organizing” following the link and answer the
question below: https://www.youtube.com/watch?v=-DtILpmsCcA

How, in accordance to the video, we can make change occur?
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10. Make reports on capacity building activities used in different coun-
tries/institutions/businesses.

11. Make the written translation of the following text into English.

PA3ZBUTHUE IOTEHIHUAJIA IEPCOHAJIA
OPT'AHM3AILINUN

[ToTentman mepcoHaza OpraHu3aiy — BaXKHBIA (PaKTOP TOBBIIICHUS €€
KOHKYPEHTOCIIOCOOHOCTH U 3(PGHEKTUBHOCTU. AKTYaIbHBIM SIBIISICTCS UCIIOJb-
30BaHUE COBPEMEHHBIX TIOAX0/I0B B YIIPABIICHHH TIEPCOHATIOM OpraHu3aimy. B
JaCTHOCTH, MHTEPECEH MPOIECCHBIN MOIXO0/I, TTO3BOJISIONINA ONTUMU3APOBATH
CHCTEMY YIIPaBJICHHUS ITEPCOHAJIOM, CHIEaTh €€ MPO3pPavyHON, COTIIaCOBAaHHOM,
a TakKe MPUHUMATHL 000CHOBAaHHBIC perieHus. [ IporeccHbIi 01X0 1 TO3BOJIS-
et 3()(EeKTUBHO pa3BUBATh MMOTCHIIMAJ ITEPCOHAIA OPTaHU3AIIHH.

CiaoBapb ynpasJjieHus1 nepconajioMm. [loreHuuan nepcoHana — 3ToO
SBHBIC M CKPBITBIC BO3MOXKHOCTH M CHOCOOHOCTH K 3 ()EKTUBHON Aes-
TEJILHOCTH B YCIIOBUSIX COBPEMEHHOW OpraHu3allii, K Pa3BUTHIO U ajarl-
Tallid K MEHSIOIIMMCSI YCJIOBUSIM, YTO MPUBOJUT K YCTOWYMBOMY Pa3BU-
THIO OPTaHU3AIIUN B IOJTOCPOYHOMN NIEPCTIICKTHUBE.

B coBpemeHHOM 00IIECTBE MEHSETCS MPHUPOAA XO3SMCTBEHHOTO Oa-
3Mca YKOHOMHUKH — «MAITMHHBIE TEXHOJIOTHN» WHIYCTPHAIBLHOTO YKiIaaa
YCTYMAIOT MECTO «HHTEIUICKTYaJbHBIM TEXHOJIOTHAMY, (OPMHUPYIOIIAM
HOBBIE TMOJXOMBI K PEHICHUI0 TEXHUYECKUX, IKOHOMUYECKUX M COIHAIIb-
HBIX 33/1a4. B Takoil 5KoHOMUKE OOJBIIYIO POJIb B KOHKYPEHTOCTIOCOOHO-
CTH OpraHU3aIlMM UTPaeT €€ MepPCOHaN KaK OJIMH W3 TJIaBHBIX (DaKTOPOB
yBEIMYCHUS TPUOBLIN Tpennpusatus. [lepcoHan opraHusanuu o01amaeT
OTIpe/IeJICHHBIM TIOTCHITHAIOM.

HUcerounuku ¢popMUPOBAHUSA MOTEHIHAJIA
MePCOHAJIa OPTaHU3 AU

Ncxonnoi ocHOBOM Jyutsi popMHUpOBaHUS TTOTEHIIMATIA TIEPCOHANA OP-
raHu3aluu SBJISIIOTCS: TPUPOJIHBIE CBOMCTBA paOOTHHKA, BPOXKICHHBIE CU-
JBI, Xapakrtep, crmocoOHoctu. McrouynmkoM (GopMHUpOBaHUS TOTEHIHATA
pabOTHHKA BBICTYNAIOT 3HAHUS, YMEHUS, [IEHHOCTH, HABBIKH, T. €. IPHOO-
pETEHHBIE CIIOCOOHOCTH Y BO3MOKHOCTH.

B nmreparype ynoMHHaeTCsi MHOKECTBO KaTErOpUMl, CBA3aHHBIX C
YEJIOBEUECKUM MMOTCHIUAIIOM: YEJIOBEUYECKUN MOTEHIHAN, TPYIOBOHM IO-
TeHIMAJI, KaJpOBbI MOTEHIIMAJ, HAYYHbIA MOTEHILIMAJ, TBOPUYECKUU IIO-
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TEHIUAJ, UHTEJJICKTYJIbHBIN ITOTEHIMAN, PEANPUHUMATEIbCKUNA TTOTEH-
L[MaJI, UYHHOBAIIMOHHBIM NOTEHIHAI U Ap. B mporecce pa3BuTus 3KOHOMU-
KM, CPEACTB MPOU3BOACTBA U ITPOU3BOJCTBEHHBIX OTHOLICHUNA MEHSAKOTCS
TpeboBaHus K pabOTHUKY. Ha 0CHOBE ATHX MPOLIECCOB MOSIBISIOTCS] HOBBIE
XapaKTEPUCTUKU, COCTABJISIONINE MOTEHIIMAT paOOTHHUKA.

KauecTtBeHHas1 onpeneneHHOCTh MOTEHIHaNa MEPCOHANIa OpPraHU3aluu
(dopmupyeTcs o1 BO3ACUCTBUEM COOTBETCTBYIOLIUX ONPEACICHHOMY MEPHO-
Ny TpeOOBaHMil K nepcoHairy. Micxons U3 3TOro BaKHbIM KPUTEPUEM YPOBHS
NOTEHIIMAaJIa NIepCOHala OpraHu3aliy, Ha Halll B3IVIAM, LEIeCO00pa3HO CUU-
TaTh CTENEHb COOTBETCTBUS €CTECTBEHHBIX, TMYHOCTHBIX, UHTEIUICKTYAJIbHBIX,
npohecCHOHATTLHO-KBATU(UKAIIMOHHBIX XapaKTEPUCTUK PAOOTHUKOB YPOBHIO
HAy4HO-TEXHUYECKOTO IIPOrpecca, COBPEMEHHBIM 3KOHOMUUYECKUM YCIIOBUSM
U ux TpedoBaHusIM. [Ipobiema coxpaneHus 1 pa3BUTHS IOTEHIMANIA [IEPCOHa-
Jla OpraHU3alry JIOJDKHA CTaTh MPUOPUTETHOM CTPATErMUECKOM 3a1ayer IS
OpraHu3aliy, Tak Kak oHa (GOpMUPYET YPOBEHb U MEPCHEKTUBHI €€ Pa3BUTHS
Y, COOTBETCTBEHHO, PAa3BUTHS SKOHOMHUKH B LIETIOM.

ITorenuuman nepcoHaa OpraHu3aliy — CJI0XkKHasi KaTeropus: 3TO CUC-
TE€Ma, COCTOAIIAS U3 DJIEMEHTOB, KAXKIBIM U3 KOTOPBIX BBIMOJHSIET CBOIO
GbyHKIMIO, BIUSET HA JAPYTHE JIEMEHTHI, UHTETPUPYETCS C HUMH, B pe-
3yJbTAaTe YEro CUCTEMA B IIEJIOM OOPETAET ONMpPEENIEHHYI0 CIIOCOOHOCTh K
peaibHOMY (PYHKIITMOHUPOBAHUIO.

Ecnm nmoreHuman nepcoHana OpraHvM3aldd YCIEIIHO PEAU3YETCA B
IIPOLECCE NESATENBHOCTH, TO OH MPEBPAIIAETCS B YEJIOBEUECKUN KalMUTal.
A yenoBedecKui KamuTal, Kak U3BECTHO, — 3TO MHBECTUPYEMBIil 00LIeCT-
BEHHBIN TPy, KOTOPBIA B MPOLIECCE HEMPEPHIBHOTO IBUKEHUS MOPOXKAAET
noxof. COOTBETCTBEHHO, MMEHHO MOTEHIMA MEPCOHANA SBJISIETCS OCHO-
BOU YEJIOBEYECKOr0 KAlUTAJIA OPTAHU3ALNH, 4 YEJTOBEYECKUN KauTal Op-
raHW3alUu MOKHO PacCMaTpHUBaTh KaK MOTCHUINAJI, BKIOUYEHHBIM B IPOU3-
BOJICTBO M YCIEUIHO MPH 3TOM PeANN30BaHHbIN. Uepes pa3BUTHE U peanu-
3alMI0 NOTEHLHMANa [IEPCOHala OpraHu3alyy IMIPOUCXOINUT IIPOLIECC HAKOII-
JICHUS €€ YeJIOBEYECKOTO KaluTaia.

Bricokuil ypoBeHb NOTEHIMAa IEPCOHANa OPraHU3alUU IOJIOXKH-
TEJbHO BIIMAET HA YJOBJIETBOPEHHOCTh PAOOTHUKOB, YCTAaHABIMBAET Mep-
CIIEKTUBHBIE OPUEHTUPBI OPTAHU3ALMOHHOTO ITOBEJICHMS, MOBBIIIAET YPO-
BEHb KOMIIETECHIIMM U MOTHBALMHU NepcoHana. Yto, B CBOIO O4YeEpEab, U SB-
JSIETCS MPUYUHOW TOBBIMICHUS d()PEKTUBHOCTH, aJaNTUBHOCTH M KOHKY-
PEHTOCIOCOOHOCTH OPraHU3alUU B LIEJIOM.

(Source: http://www.hr-portal.ru/article/razvitie-potenciala-personala-
organizacii)
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12. In a week back-translate your text and compare the result with the
original text. Analyze and explain the discrepancies.

13. Make a short report on capacity building activities in different companies.

UNIT 8. KNOWLEDGE TRANSFER

Warming up activity
Read the definition of knowledge transfer and answer the questions below:

Knowledge transfer refers to sharing or disseminating of knowledge and
providing inputs to problem solving. In organizational theory, knowledge
transfer is the practical problem of transferring knowledge from one part of
the organization to another. Like knowledge management, knowledge
transfer seeks to organize, create, capture or distribute knowledge and en-
sure its availability for future users. It is considered to be more than just a
communication problem. If it were merely that, then a memorandum, an e-
mail or a meeting would accomplish the knowledge transfer. Knowledge
transfer is more complex because:

» knowledge resides in organizational members, tools, tasks, and

their subnetworks and
« much knowledge in organizations is tacit or hard to articulate.

Have you ever participated in knowledge transfer events? What practices
of knowledge transfer do you consider to be the most effective?

» Mentorship

« Guided experience

« Simulation

« Guided experimentation

« Work shadowing

« Paired work

« Community of practice

 Narrative transfer

* Practices
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Tasks

1. Watch a video with Helge Seetzen talking about the different aspects of
knowledge transfer: https://www.youtube.com/watch?v=0JyBzgCQp2A

Provide examples of how knowledge transfer works between teams and in
B2B scenarios where the knowledge is being transferred to a client.

2. Find information on knowledge transfer policy in any coun-
try/organization.

3. Explain the meaning of the following expressions in English and give
their Russian variants:

information externalities; spin-offs; labour mobility; cluster sampling
method; sampling bias; multicollinearity; dummy variable; binary logistic
models; pooled response data; binary logistic regression; embodied
knowledge; tacitness.

4. Read the following article:

ANALYSING KNOWLEDGE TRANSFER CHANNELS
BETWEEN UNIVERSITIES AND INDUSTRY::
TO WHAT DEGREE DO SECTORS ALSO MATTER?

Rudi Bekkers, Isabel Maria Bodas Freitas,

Eindhoven Center for Innovation Studies (ECIS), Technische Universiteit
Eindhoven, P.O. Box 513, 5600 MB Eindhoven, The Netherlands

Dialogic, Hooghiemstraplein 33-36, 3514 AX Utrecht, The Netherlands
Abstract

There is a wide variety of channels through which knowledge and technol-
ogy is being transferred between universities and industry. This paper aims
to explain the relative importance of these different channels in different
contexts. For this purpose, responses from two questionnaires were ana-
lysed, addressing Dutch industrial and university researchers, respectively.
A reassuring result is that the perceived importance of the 23 distinct trans-
fer channels we distinguished hardly differs between industry and universi-
ty: we did not observe a major mismatch. Overall, our results suggest that
the industrial activities of firms do not significantly explain differences in
importance of a wide variety of channels through which knowledge be-
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tween university and industry might be transferred. Instead, this variety is
better explained by the disciplinary origin, the characteristics of the under-
lying knowledge, the characteristics of researchers involved in producing
and using this knowledge (individual characteristics), and the environment
in which knowledge is produced and used(institutional characteristics).
Based on our findings, we offer policy recommendations.

1. Introduction

Several empirical studies have analysed the process of knowledge transfer
between universities and firms by focusing on several different aspects of
this process. These studies have produced contrasting evidence concerning
the importance of different types of knowledge outputs of universities to
firms. On the one hand, codified output of academic research like publica-
tions and patents seem to be the most important input to industrial innova-
tion (Narin et al., 1997; McMillan et al., 2000; Cohen et al., 2002). On the
other, collaborative and contracted research activities appear to be a much
more important form of knowledge transfer (Kingsley et al., 1996; Meyer-
Krahmer and Schmoch, 1998; Monjon and Waelbroeck, 2003). Moreover,
the employment of university researchers is described as an effective way
to transfer knowledge from universities to firms (Zucker et al., 2002;
Giibeli and Doloreux, 2005). Next, informal contacts are often found to be
a common form of interaction between universities and industry (Meyer-
Krahmer and Schmoch, 1998; Cohen et al., 2002).

Furthermore, the importance of different channels of university—industry
knowledge transfer can be assessed differently by firms active in different
industries. After all, firms active in different industries make use of differ-
ent technological and market knowledge. Pavitt (1984) and Marsili (2001)
indeed show that the way in which firms learn and innovate (i.e. the
sources of learning, patterns of innovation development, sources of tech-
nology improvement of firms), as well as the level of technological oppor-
tunity and of technological entry barriers, differs across manufacturing ac-
tivities. By using surveys of university researchers or Research and Devel-
opment (R&D) managers, a few studies have shown that differences exist
in the forms of knowledge transfer across different disciplines and indus-
trial activities (Meyer-Krahmer and Schmoch, 1998; Cohen et al., 2002;
Schartinger et al., 2002). However, most of these studies did not control for
differences in the characteristics of the knowledge, the disciplinary origin
of the knowledge or the individual and organisational characteristics of re-
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spondents. The patterns of knowledge transfer from universities to industry
still have to be explored systematically across sectors with different learn-
ing patterns and different level of technology opportunities, to find expla-
nations underlying these patterns.

In this paper, we aim to analyse how the importance of different
knowledge transfer channels can be explained by the myriad of various
factors. More precisely, we attempt to explain the variance in the im-
portance of knowledge transfer channels as a result of (1) sectoral effects,
(2) basic characteristics of the knowledge in question, (3) scientific disci-
plines, (4) characteristics of the organisations involved, and (5) characteris-
tics of the individuals involved.

For this purpose, this paper will use data collected via two questionnaires
in the Netherlands. One addresses industrial researchers, the other academ-
ic researchers. We also want to highlight the fact that the data used in this
paper refers to information provided by R&D performers rather than by
their managers or superiors. This way, we aim at improving our under-
standing of the importance of different channels of knowledge transfer be-
tween university and industry by surveying the actual users and developers
of knowledge.

This paper is organised as follows. In Section 2, we review the literature on
the role of different university—industry knowledge transfer channels as
well as on the factors affecting the importance of the various channels.
Section 3 introduces the data and methodology used in this paper. Section
4 continues with a discussion on our findings on the importance of tech-
nology transfer channels and presents a clustering of these channels. Sec-
tion 5 focuses on explaining the variance in the importance of the different
clusters of, taking into consideration the industrial context of firms, the
dominant scientific disciplines, the basic characteristics of the knowledge,
the organizational characteristics of the institutes and firms, and the indi-
vidual characteristics of the researchers involved. Section 6 concludes this
paper and makes recommendations for policy and management.

2. Review of literature on university—industry knowledge transfer

The importance of university knowledge for the process of industrial inno-
vation has been widely studied. Some consensus seems to exist on the
positive impact of academic research on the development of industrial in-
novation (Salter and Martin, 2001). In particular, some authors have shown
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that around 10 % of the new products and processes introduced by firms
would not have been developed (or only with great delay) without the con-
tribution of academic research (Mansfield, 1991, 1998; Beise and Stahl,
1999). Still, no consensus is found on the role of universities in the devel-
opment of industrial innovations, or on the channels through which
knowledge flows between universities and industrial firms.

Some authors argue that firms consider codified output, such as publica-
tions and patents, the most important form of accessible knowledge that is
being developed by the university. For instance, Narin et al. (1997) find
that 73 % of the papers cited in US industry patents were published by re-
searchers working for public research organisations, while the remaining
were authored by industrial scientists. Moreover, based on responses from
R&D unit managers, Cohen et al. (2002) find that the most important
channels for universities to have an impact on industrial R&D are pub-
lished papers and reports. Public conferences, the mobility of students, col-
laborative R&D, patents and meetings are also regarded as important. Li-
censes and personnel exchange were found to be the least important chan-
nels. Studies based on a much wider survey, such as the community inno-
vation survey, find that most benefits for firms from interaction with uni-
versities come from formal collaboration rather than from knowledge and
information externalities (Swann, 2002; Monjon and Waelbroeck, 2003).
Similarly, using a survey to university researchers, Meyer-Krahmer and
Schmoch (1998) find that collaborative research is the most widespread
form of knowledge transfer. Nevertheless, Schartinger et al. (2002) argue
that collaborative and contract research are used for opposite needs, as
firms that use more of one form tend to use less of another. Additionally,
employment of university researchers is found to be a way to effectively
transfer knowledge from universities to firms, especially in areas like
chemistry or biotechnology (Meyer-Krahmer and Schmoch, 1998; Giibeli
and Doloreux, 2005; Zucker et al., 2002).

In this section, we review the literature that has explored the link between
the importance of different mechanisms for knowledge transfer and (a) in-
dustry sectors, (b) scientific disciplines and basic knowledge characteris-
tics and (c) organisational and individual features.

2.1. Knowledge transfer channels related to industry sectors
Firms that operate in different industrial sectors seem to make use of di-
verse types of technological and market knowledge; they also seem to at-
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tribute different levels of importance to interact and access knowledge de-
veloped by the university (Pavitt, 1984; Levin, 1988; Marsili, 2001; Salter
and Martin, 2001). A useful approach for distinguishing industry sectors in
this context is the taxonomy by Pavitt (1984) or the one by Marsili (2001).
These taxonomies allow us to distinguish sectors according to their sources
of learning and patterns of innovation development. Despite the observa-
tion that university knowledge is relatively more important for firms in sci-
ence-based activities (followed by those involved in complex systems),
these studies do not address the use of different channels of knowledge
transfer. Still, given the different forms of technological development ob-
served in each sector category, the relative efficiency of a set of channels
may differ across industries.

As expected, industry—university interaction is found to be more important
in science-based technologies (Meyer-Krahmer and Schmoch, 1998; Beise
and Stahl, 1999; Schartinger et al., 2002). However, the share of sales from
public research-based products (as a part of total sales) is almost independ-
ent of the fact whether the firm is in a R&D-intensive sector or not (Beise
and Stahl, 1999). Indeed, public research is found to be critical in a small
number of industries, but “moderately important” across most of the manu-
facturing sector (Cohen et al., 2002; Schartinger et al., 2002). Additionally,
a one-to-one relationship between academic and industrial knowledge does
not seem to exist. Some fields of science are relevant to a large number of
sectors of industrial activity, while others are of high relevance only for a
very limited number of industrial activities (Cohen et al., 2002; Schartinger
et al., 2002). Moreover, a weak science linkage of a technology (i.e. tech-
nological proximity between university research and technology develop-
ment in the industry) does not necessarily imply a low university-industry
interaction (Meyer-Krahmer and Schmoch, 1998). Meyer-Krahmer and
Schmoch (1998) find that, in Germany, the highest knowledge interaction
is found in mechanical engineering and civil engineering, which however,
are had a lower science-intensity (measure by average level of scientific
references per patent).

Still, when analysing a survey of R&D managers, Cohen et al. (2002) show
that while publications, conferences, informal information exchange and
consulting are found to be widely important across industries; patents in-
stead are only considered important by pharmaceutical firms. Moreover,
collaborative research is found at least to be moderately important in
R&D-intensive manufacturing activities, such as drugs, glass, steel,
TV/radio, and aerospace (Cohen et al., 2002; Schartinger et al., 2002). In-
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deed, collaboration with university seems more likely in sectors in which
technology is developing fast, since firms want to be active in multiple
technological trajectories (Belderbos et al., 2004). By contrast, contract re-
search and consulting seems especially important in industrial fields in
which firms interact less with universities, such as mechanical engineering
(Meyer-Krahmer and Schmoch, 1998; Schartinger et al., 2002). In biotech-
nological and pharmaceutical industries, which are much more dependent
on academic knowledge and very basic scientific research, publications
seem to be more important than in other sectors (McMillan et al., 2000;
Cohen et al., 2002). Levin (1988) finds that patents are of major im-
portance for chemical and material industries. Moreover, Balconi and
Laboranti (2006) argue that students are the most important form of
knowledge transfer for electrical and electronic industrial activities.

In summary, the existing literature predicts that publications, participation
in conferences and collaborative research are particularly important in
R&D-intensive industrial activities. Influx of students, contract research
and collaborative research are expected to be especially important in the
engineering fields. Patents, spin-offs and collaborative research are ex-
pected to be of major importance for firms active in science-intensive in-
dustries. Informal contacts are not expected to differ significantly across
sectors.

2.2. Knowledge transfer channels related to scientific disciplines and to
basic knowledge characteristics

The form of knowledge flow between university and industry also seems to
vary across disciplines (Martinelli et al., 2008). Using a survey of Austrian
universities on the use of nine types of personal-contact-based knowledge
interactions with firms in 49 different economic sectors, Schartinger et al.
(2002) show that research cooperation and (to a lesser extent) personnel
mobility are intensively used, especially in chemistry, biotechnology, en-
gineering and information technology. Moreover, in biotechnology aca-
demic breakthrough discoveries seems generally to be transferred to indus-
try through university spin-off with the well-known joint research between
top professors and the firms they own (Zucker et al., 2002). In chemistry,
the provision of skilled students and informal contacts play a specifically
important role in transferring knowledge to industry (Meyer-Krahmer and
Schmoch, 1998). However, in engineering disciplines, contracted and col-
laborative research, labour mobility, and influx of students are also found
to be more important (Meyer-Krahmer and Schmoch, 1998; Schartinger et
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al., 2002; Balconi and Laboranti, 2006). In economics and other social sci-
ences, and consequently, mainly in services, personnel mobility and train-
ing courses for firms are the most important types of interactions
(Schartinger et al., 2002).

From the above, we expect that contract and collaborative research, influx
of students and transfer activities organised by the university offices of
technology transfer are particularly important forms of transfer of
knowledge related to engineering and other production technology disci-
plines. Patents and publications are expected to be relatively more im-
portant to transfer knowledge related to the life sciences and natural sci-
ences. Informal contacts are not expected to differ across disciplines.

Additionally, the diffusion of diverse types of knowledge with different
degrees of codification and embodiment in technological artefacts may re-
quire the use of different types of channels. Indeed, spin-offs and labour
mobility were found particularly useful for commercialising breakthrough
knowledge (Zucker et al., 2002; Bekkers et al., 2006). Moreover, when
knowledge to be transferred is codified into written and published papers,
scientific publications, patents and participation into conferences would be
the best forms of knowledge transfer, as awareness might be the main im-
portant step to the effective transfer (David and Foray, 1996; Cohendet and
Steinmueller, 2000). Additionally, contract research could also effectively
allow the development and transfer of knowledge. However, codified
knowledge is not an accumulated stock of information, independent of its
holders, its time or location (Cohendet and Meyer-Krahmer, 2001). Codi-
fied knowledge has a recurrent and dynamic structure: knowledge is need-
ed to codify as well as to exploit a given piece of codified knowledge
(Cohendet and Steinmueller, 2000; Cohendet andMeyer-Krahmer, 2001).
In other words, adoption of university knowledge by firms requires its
specification to the needs of firms. Hence, collaborative research, labour
mobility as well as influx of students might also be required to allow effec-
tive knowledge transfer. This seems particularly important when break-
through or interdependent knowledge is at stake (Zucker et al., 2002).
Firms that work predominantly with interdependent (of systemic)
knowledge, which refers to knowledge that is part of a larger system, need
knowledge of the whole complex system. In such a case, a firm needs to
develop multi-disciplinary and multi-technology competences (Granstrand
et al., 1997; Brusoni et al., 2001). In this case, several channels might be
important, in particular labour mobility, collaborative and contract re-
search, and influx of students.
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A one-to-one relationship between academic scientific disciplines on the
one hand and industrial knowledge on the other does not seem to exist.
Therefore, a disciplinary pattern of knowledge transfer is not expected to
correspond to a sectoral pattern of knowledge transfer. Similarly, the char-
acteristics of knowledge are not expected to vary only across sectors, but
within sectors too.

2.3. Knowledge transfer channels related to organisational features

The context in which knowledge is developed and transferred plays also a
role on the incentives to its transmission as well as on the choice of the
channels of transfer (David and Foray, 1996). In particular, the size and the
research capabilities of the ‘receiving’ firm may affect the likelihood to use
particular channels of university-industry knowledge transfer. Indeed, after
sector control for industry sector, the influence of public research on indus-
trial R&D is found to be disproportionately greater for larger firms and for
start-ups than for other types of firms (Cohen et al., 2002).Moreover, San-
toro and Chakrabarti (2002) show that firms, with different sizes and dif-
ferent activities, might engage in different forms of interaction with the
university to address their specific objectives of building competencies or
problem solving in core and non-core technological areas. In addition, sev-
eral authors find that firms, which invest highly in R&D, are more prone to
have absorptive capabilities to learn and interact with universities (Cohen
et al., 2002; Fontana et al., 2006). Additionally, firms with specific multi-
technologies strategies might find it important to use different forms of ac-
cessing and developing systematic and autonomous technologies
(Granstrand et al., 1997).

Moreover, some studies have analysed how university departments with
different research focuses and funding sources have different attitudes to-
wards knowledge transfer to industry (Agrawal, 2001). These studies tend
to show that university departments with greater focus on applied research
and on technological development seem to interact more intensively with
the industry (Lee, 1996; Bozeman, 2000; O’Shea et al., 2005). Moreover,
departments with a higher level of private financing might be more willing
to support technology transfer to industry than those university depart-
ments mainly financed by public sources (Lee, 1996; Colyvas et al., 2002).

Additionally, the individual characteristics of researchers also seem to mat-
ter for the process of knowledge transfer. In particular, researchers with
more experience in industry-university collaborative research, with a high-
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er number of patents, as well as with more entrepreneurial skills seem to be
more willing to support knowledge transfer to industry (Zucker et al.,
2002; D’Este and Patel, 2005; Lam, 2005).

Therefore, we would expect that large firms, given their higher financial
and skills resources, favour collaborative and contract research as forms of
absorbing university produced or co-produced knowledge. Small firms are
expected to benefit more from the influx of students, who bring along new
knowledge from the university. Moreover, we expect that researchers,
working in an organisation with a more applied research focus, would fa-
vour the use of patents, labour mobility, collaborative and contract re-
search, while those more involved in basic research would find more im-
portant publications as forms of accessing knowledge produced or co-
produced by the university. Finally, we expect that publications and partic-
ipation in conferences are found more important by individuals with a high
number of published papers, while patents are by those with a higher rec-
ord of published patents.

In sum, in the literature, the exploration of differences in the forms of
knowledge transfer across sectors, types of knowledge, scientific disci-
plines and individual and organisational characteristics was done inde-
pendently (Agrawal, 2001). Therefore, in this paper, we aim at exploring
the sources of differences in the patterns of knowledge flow between uni-
versity and firms, taking into consideration the industrial context of firms,
the type of knowledge involved and the environment of its production and
use.

3. Data and methodology
3.1. Data

The analyses in this paper are based on original data collected from May to
June 2006. We developed two related questionnaires, one aimed at univer-
sity researchers and one at industry researchers. We again want to highlight
the fact that the data used in this paper refers to information provided by
R&D performers, which are the real users and developers of knowledge in
the university and in industry, rather than R&D managers. The question-
naire is available on the Internet: http://home.tm.tue.nl/rbekkers/techtrans.

The sample of university researchers was constructed by collecting ad-
dresses of all research staff at faculties in four selected disciplines: phar-
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maceutics and biotechnology, chemistry, mechanical engineering, and
electrical engineering. We chose to use this cluster sampling method to en-
sure that our response would include sufficient data for all the sectoral cat-
egories in the Marsili and Pavitt taxonomies (see above). All four samples
were of the same size, and respondents were sought at two technical uni-
versities (Technische Universiteit Eindhoven and Technische Universiteit
Delft) as well as three regular universities (Rijksuniversiteit Groningen,
Universiteit Leiden, and Universiteit Utrecht). We selected these universi-
ties as they represent a large share of Dutch research in the four abovemen-
tioned disciplines. A pilot study was conducted, and the final survey was
sent out to 2082 staff members. We collected 575 valid responses, which
corresponds to a response rate of 27.6 %. When comparing the distribution
of positions in the response with the distribution of positions as given in
the annual reports of the surveyed universities, we find that full professors,
associate professors and assistant professors are somewhat underrepresent-
ed, while Ph.D. students are somewhat over-represented.

The sample of industry researchers was constructed in a similar manner.
Here, we aimed at four sectors that are exemplary in the Marsili and Pavitt
taxonomies and recognised in the Netherlands (Marsili, 2001; Marsili and
Verspagen, 2002; Pavitt, 1984): (1) the pharmaceutical or biotechnology
sector, (2) chemical sector (excluding pharmaceuticals), (3) machinery,
basic and fabricated metal products, and mechanics, and (4) electrical and
telecommunications equipment. It was much more challenging, however,
to identify individuals conducting R&D in firms (not their managers) than
to identify university researchers. We selected industry researchers in three
ways trying to avoid sampling bias. Firstly, we identified Dutch individuals
that were listed as inventors in EPO patents that were not owned by uni-
versities, assuming that such individuals are likely to perform R&D activi-
ties in firms. Secondly, we identified Dutch authors of papers published in
selected refereed journals for whom a non-university affiliation was given.
These people were assumed to develop new knowledge in firms and there-
fore likely to perform R&D work. Finally, aiming at addressing industrial
researchers that do not published papers or patents, we address the Royal
Institution of Engineers in the Netherlands (KIVI NIRIA). KIVI NIRIA
was kind enough to forward our questionnaire to those (non-university)
members that were registered as working in R&D functions. The total
sample came to 2088 and we received 454 valid responses. The response
rate is very similar across the three samples (25.9 %, 25.9 % and 26.7 %).5
Our questionnaire to researchers at the industry produced a quite homoge-
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neous response across the four sectors we aimed at studying, each repre-
senting between 18.8 % and 22.9 % of all responses. An additional catego-
ry called ‘Other manufacturing’ represents 9.7 % of the sample and a cate-
gory ‘service sector’ received 2.4 %. Only 3.2 % of the respondents indi-
cated they did not work in any of the categories mentioned.

One legitimate concern is the potential bias resulting from the way we
identified respondents. Respondents that were identified on the basis of
their patenting activity might value patents higher than average, while
those that were identified on the basis of publicising might likewise value
publications higher. Still, we observe that patents receive a very low raking
among the 23 channels we distinguished (see below), even though the sub-
sample of ‘patentees’ accounted for 62 % of all industry responses. Fur-
thermore, publications ranked very high, even though the sub-sample
based on publications was only 18 % of the total sample. Given these find-
ings, we are not concerned for a substantial bias due to sample selection is-
sues.

3.2. Methodology

As indicated above, the objective of this paper is to explore the factors affect-
ing the relative importance of a variety of channels of knowledge transfer be-
tween university and industry. For this purpose, we asked respondents to as-
sess the level of importance for their own research group based on a combina-
tion of quantity (frequency of the use) and quality (how well knowledge is
transferred). Using the data obtained from the two questionnaires, we pro-
ceeded in two steps in order to address our research objective.

The first step, as reported in Section 4, starts by analyzing the differences
in the importance of channels of knowledge transfer for university re-
searchers on the one hand and industrial researchers on the other, using de-
scriptive statistics. Then, given the non-significant differences in the rank-
ings of university and industrial researchers, we performed a hierarchical
cluster analysis on the pooled data of university and industry researchers
responses. Note that we use this technique to cluster variables (the 23
channels of knowledge transfer), not to group cases. Six groups of chan-
nels of knowledge transfer were identified, which bring together channels
that often are given similar ratings from individual respondents.

The second step, as reported in Section 5, addresses the sources of the var-
lation in each of the six identified groups of channels of knowledge trans-
fer, by analysing the impact of (1) sectoral effects, (2) basic characteristics
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of the knowledge in question, (3) scientific disciplines, and (4) organisa-
tional and individual characteristics. For this purpose, a dummy variable
was created for each of the six groups of channels of knowledge transfer.
The dummies for each cluster take the value ‘1’ if the average score for
that particular cluster was equal to 4 or above, which means that the group
of channels is at least considered important. In Section 5.1, we analyse the
estimates of the binary logistic models for the high importance of each of
the six clusters of channels of knowledge transfer on each group of inde-
pendent variables — sectoral effects, basic characteristics of the knowledge
in question, scientific disciplines, and organisational and individual charac-
teristics. In Section 5.2, we present the estimates of binary logistic models
for the importance of each cluster of channels of knowledge transfer using
the variables in all four groups of independent variables at once. Given the
high risk of multicollinearity in estimating this model, we estimate this
model first using the enter method (entering all 30 variables at the same
time) and then using the backward method (removing variables from the
model with a lower explaining power). Results obtained from both meth-
ods are very robust, in the sense that the significance of estimators using
any of the two methods is quite similar.

4. Importance of and similarities among different knowledge
transfer channels

In our surveys, we asked respondents to indicate whether they have actual-
ly used a certain knowledge transfer channel, and if so, how they assess the
importance of this channel on a four-point rating scale. Table 1 reports the
resulting the average rated importance of its use, and the share of ‘high im-
portance’ (i.e. ‘important’ or ‘very important’). Figures printed in bold in-
dicate where we observe large differences in rating between academia and
industry.

‘Classic’ transfer instruments such as refereed publications and other pub-
lications are still found to be the most important, by both academics and
industry researchers. Personal contacts follow directly. It is remarkable that
the instruments that are usually promoted by both policy makers and uni-
versity management (e.g. activities by the Technology Transfer Office
(TTO), and university patents) receive rather low ratings from both groups
of respondents.
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Note that there is very little difference in the rankings for university re-
searchers on the one hand, and industry researchers on the other. In fact,
for both measurements shown in Table 1, the correlation coefficients be-
tween the rankings of university researchers on the one hand and industry
researchers on the other is 0.8. As such, we can conclude there is not a ma-
jor mismatch between the views of the university and industry researchers.
Nevertheless, university researchers give overall significantly higher rat-
ings to any channel than industry researchers. We also see some few dif-
ferences in ratings between the two groups, most notably in “patents’
texts” and “licences of university held patents” (both rated higher by indus-
try researchers) and in “financing of Ph. Ds” and “staff holding positions in
both industry and university” (rated higher by university researchers).

To better understand the pattern of the importance of these different chan-
nels for knowledge transfer between university and industry, we performed
a hierarchical cluster analysis on the pooled response data from the univer-
sity and industry researchers. This clustering brings channels together that
often receive similar ratings among the respondents (note that here we do
not use clustering to group respondents). These groupings also allow us to
do more advanced analysis later on; estimating models for 23 channels in-
dividually is not a fruitful way to go. We studied the groupings that would
result, by allowing for any number of clusters between 2 and 8. Table 2
shows how the knowledge transfer channels are brought together for each
of these situations. As we avoided clusters that consisted only of one single
channel (which happened when seven or eight clusters were allowed), we
decided to continue our further analysis based on six clusters, which in fact
generated very plausible groups. The horizontal lines in Table 2 reflect the
chosen grouping into six clusters. Following the outcome of the six-cluster
grouping, we will name the six resulting clusters as follows (in the order in
which they appear in Table 2):

» scientific output, informal contacts and students;

* labour mobility;

« collaborative and contract research;

* contacts via alumni or professional organizations;

* specific organised activities;

* patents and licensing.
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5. Explaining the use of different knowledge transfer channels

As shown in Table 1, there is a wide selection of knowledge transfer chan-
nels in use by university and industrial researchers. Given the findings of
other scholars, presented in the literature review, we now seek to explain
the variance in importance of the different channels by looking at sectoral
effects, basic characteristics of the knowledge, scientific disciplines and
organisational and individual characteristics. In Section 5.1, we individual-
ly analyse the effects of each group of potential explaining factors on the
importance of each of the six clusters of channels of knowledge transfer
from the university to industry. In Section 5.2, we analyse how all these
potential explaining factors compete to explain differences in the im-
portance of the six different clusters of channels of knowledge transfer
from the university to industry.

5.1. Individual impact of industrial sectors, knowledge characteristics, sci-
entific disciplines, and individual and organisational characteristics

Aiming at exploring sectoral effects on knowledge transfer between uni-
versities and firms, we focused our survey on four industrial sectors: the
chemical, pharmaceutical, electrical, and machinery sectors. To better un-
derstand the impact of the industrial activity of the sector involved on the
(clustered) knowledge transfer channels, we ran a binary logistic regres-
sion. Given the focus of our questionnaire on four main industrial sectors,
we introduced three dummy variables in our model, which makes the re-
maining, fourth sector (the machinery industry) our reference group. Table
A.1 in the annex provides the results of the binary logistic model. The re-
sults are somewhat disappointing. Only for cluster A (i.e. scientific output,
informal contacts and students) we did obtain significant results: this clus-
ter of channels is more likely to be important by pharmaceutical and by
electrical firms than by firms active in machinery and equipment activities.
The importance of the other five clusters cannot be explained by the sector
of activity of the potential users of the university knowledge. Given this
limited explanatory value of industrial sectors, we will now turn to the oth-
er explaining factors.

In our survey, we included a number of measurements that can be under-
stood as proxies for the basic characteristics of knowledge. Respondents
were requested to characterise their knowledge by using a four-point rating
scale for the following statements: ‘knowledge is mainly expressed in writ-
ten documents’, ‘knowledge is mainly embodied in people’, ‘major
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knowledge breakthrough are expected’, and ‘knowledge refers to systemat-
ic and interdependent systems’. (For more details, see the questionnaire,
which is available on the Internet: ...) To test the impact of the knowledge
characteristics on explaining the medium and high average importance of
each group of channels, we again ran a binary logistic regression. As the
correlation coefficient between the independent variables ‘written’ and
‘embodied knowledge’ was less than 0.3, we introduced both variables in
the equation. Table A.2 in the annex provides the estimates of these mod-
els. The results are much more satisfying now. The knowledge characteris-
tics offer significant explanations for all clusters except the one covering
‘contacts via alumni or professional organisations’ (cluster D).

Another candidate for explaining variation in the importance of specific
knowledge transfer channels is the scientific discipline. Of course, industry
researchers are not necessarily linked to a single discipline. For that reason,
they were asked to rate the importance, on a five-point scale, of 14 distinct
scientific disciplines (or groups of disciplines) for their field of work: biol-
ogy, medical science, medical engineering, chemistry, chemical engineer-
ing, physics, material science, mathematics, computer science, electrical
engineering, mechanical engineering, economics and business studies, psy-
chology and cognitive studies, and (other) social sciences. To test the im-
pact of disciplines on the medium and high average importance of each
group of channels, we again ran a binary logistic regression. Table A.3 in
the annex provides the estimates of the binary logistic models. For five of
our six clusters of knowledge transfer channels, scientific disciplines can
explain a significant part of the variance of the importance of their use. No
significant explanations could be found for the cluster of channels related
to ‘contacts via alumni or professional organisations’.

The fourth and last potential explaining factors we turn our attention to is
that of characteristics of the individuals involved and their organisational
environment. In particular, we characterise respondents by their age, num-
ber of authored (or co-authored) papers and number of patents, as well as
whether the respondent established any spin-off or start-up. Moreover, we
characterise the working environment of researchers by identifying those
working at the university and at small firms from those working in medium
and large-sized firms. Additionally, the type of research performed by the
organisation is identified (i.e. basic, applied or experimental, as defined in
OECD’s Frascati manual). The first two categories are entered as dum-
mies; the third one is the reference group. To test the impact of the charac-
teristics of the respondents and of their working environment on rating of
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the clusters of channels, we ran our fourth binary logistic model. Table A.4
In the annex shows the estimates. The individual and organizational char-
acteristics provide a significant explanation for the variance of all six clus-
ters. It may seem remarkable that working at a university (or, more precise-
ly, having the main occupation in a university) is positively related to all
clusters. However, if we take our earlier finding into account that overall
average scores for the individual channels were higher for university re-
searchers (Section 4) then this will be less of a surprise. Even then, it might
be contrary to common expectations that university researchers even at-
tribute a higher importance to a channel such as ‘patents and licensing’
than their industrial counterparts. We also included some measurements on
the level of commercial (university) funding in our survey as well as meas-
urements about the type of university (general versus technical).We also
ran binary logistic models with these independent variables (not shown),
but found them to have little to no explanatory value.

Summarizing, the characteristics of knowledge and the disciplinary origin
of knowledge, the individual characteristics of the respondents and the in-
stitutional characteristics of their working place, all seem to matter for sig-
nificantly explaining the relative importance of the various knowledge
transfer channels under study. The industrial activity of firms (i.e. the sec-
toral effects) instead seems only to provide a significant explanation for the
importance of ‘scientific output, informal contacts and students’. Still, the-
se groups of potential explaining factors overlap, and consequently com-
pete to explain the importance of forms of knowledge transfer from univer-
sity to firms. Hence, in the next section, we will take all these explaining
factors together in our analysis.

5.2. The impact of all four categories of independent variables on the
forms of knowledge transfer from university to firms

In this section, the objective is to understand how all these four categories
of potential explaining factors — sector of activity of the potential users of
the university knowledge, characteristics of knowledge, disciplinary
knowledge, as well as the individual and institutional characteristics of re-
spondents and their working environment — influence the importance of
each group of channels o knowledge transfer. To undertake this purpose,
we ran our last binary logistic model on all 30 explaining factors. As men-
tioned in Section 3, we proceed to the estimation of this model using both
the enter and the backward method. Results are very similar, with excep-
tion of some few coefficients for disciplines. Table 3 reports the estimates,
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using the backward method. Table A.5 the annex provides results of the
enter method.

Not surprisingly, given the earlier results of each of these categories, the
model provides significant explanation of variance for all six clusters. Note
that now, the variables for sectors (chemical, pharmaceutical, electrical and
the reference group for machinery) do not offer any significant effect. In
other words, all sectoral effects are induced by other, underlying features
such as scientific disciplines, knowledge characteristics, and individual and
organizational characteristics:

* The ‘scientific output, students and informal contacts’ cluster is more im-
portant, the more knowledge is susceptible to be written and interdepend-
ent. This is also the case for medical engineering, chemical engineering
and computer sciences knowledge. Moreover, respondents with high num-
ber of authored or co-authored papers, working in a more applied re-
search environment as well as working at the university are more likely to
acknowledge medium and high importance of these channels.

* The ‘labour mobility’ cluster is more important forms of knowledge
transfer between university and industry, when breakthroughs are expected
and less knowledge is susceptible to be written and published or to be fully
embodied. In addition, younger respondents as well as respondents work-
ing at the university have higher likelihood of perceiving ‘labour mobility’
as an important channel of knowledge transfer, especially those working
with psychology and cognitive studies.

* The ‘collaborative and contract research’ cluster IS more important for
transferring written and published as well as systemic and interdependent
knowledge. These channels are also more likely to be found important by
respondents not working in small firms, and especially important by those
working at the university as well as those with a higher number of referred
papers. Moreover, this cluster is less important when knowledge relates to
physics and chemistry, but relatively more important when knowledge re-
lates to medical science, chemical engineering and computer sciences.

» The ‘contacts via alumni and professional organisations’ cluster is more
important for university researchers, and for respondents working with
economics and business, other social sciences, material sciences, and elec-
trical engineering. Instead, respondents with a high number of published
patents as well as those working with psychology and cognitive sciences
find these personal contacts significantly less important.
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 The ‘specific organised activities’ cluster is more important for university
researchers, and for knowledge referring to material sciences, other social
sciences and less important to transfer knowledge on mechanical engineer-
ing. These channels are also important to support the transfer of systemic
and interdependent knowledge.

* The ‘patents and licensing’ cluster is more important for respondents with
a high number of published patents and working with interdependent
knowledge. The more knowledge is related to chemical engineering, mate-
rial sciences, other social sciences and biology, the less it is related to
mathematics, the more ‘patents and licensing’ are likely to be found im-
portant forms of knowledge transfer. Respondents working at the universi-
ty rate these channels higher, but not those working in research environ-
ments focused on basic research.

Our findings confirm quite some expectations concerning the impact of the
individual characteristics of researchers on the forms of knowledge trans-
fer. In particular, those respondents having written many refereed papers
(as either a sole author or a co-author) tend to favour ‘scientific output, in-
formal contacts and students’ as well as ‘collaborative and contract re-
search’. Those that have been more often listed as an inventor in patents
find more important ‘patents and licensing’. Moreover, younger respond-
ents are more likely to find ‘labour mobility’ an important form of
knowledge transfer than older ones.

What is also remarkable is that the type of research, undertaken by the or-
ganisation in which respondents are working, does not seem to matter
much. Still, respondents working in research environment more focused on
basic research tend to value ‘patents and licensing’ less as channels of
knowledge transfer between universities and industry; while those in an
applied research environment tend to attribute higher importance to ‘scien-
tific output, informal contacts and students’. Small firms, due to fewer fi-
nancial and skills resources, are less inclined to ‘collaborative or contract
research’ to access university knowledge. What is also surprising is that
university researchers are more optimistic in all the forms of knowledge
transfer than industrial ones are. Possibly, academic researchers already are
more entrepreneurial than generally assumed by policy makers. It is also
possible, however, that recent policies incited a more entrepreneurial atti-
tude among university researchers.
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Additionally, we find that the more knowledge can be written and pub-
lished the more important ‘Scientific output, informal contacts and stu-
dents’ as well as ‘collaborative and contract research’ and the less ‘labour
mobility’ are as forms of knowledge transfer between university and indus-
try. The more knowledge is interdependent and related to systems, the
more ‘scientific output, informal contacts and students’, ‘patents and li-
censing’ and to a lesser extent ‘collaborative and contract research’ and
‘specific organised activities’ are expected to be important. Breakthrough
knowledge seems to be mainly transferred through ‘labour mobility’. Con-
trary to our expectation, knowledge embodied in people does not affect the
choice of channels of knowledge transfer much and it negatively influences
the importance of ‘labour mobility’. This is reflected by the fact that ‘la-
bour mobility’ may be considered effective in the support of the transfer of
knowledge that needs to be specified to the firms context, which is not yet
published or codified, but is not embodied in people either.

Concerning the impact of the scientific disciplines on the choice of chan-
nels of knowledge transfer from universities to firms, we find that for bio-
medical and chemical engineering, ‘scientific output, students and informal
contacts’, ‘collaborative and contract research’ and ‘patents and licensing’
are important channels of knowledge transfer. This is the same for this
transfer of knowledge in computer sciences, except for ‘patents and licens-
ing’. Knowledge on material sciences seems mainly to be transferred by
‘specific organised activities’ as well as ‘patents and licensing’. Finally,
knowledge on economics, cognitive and social sciences tends to be trans-
ferred through ‘personal contacts via organisations’, ‘labour mobility’ and
‘specific organized activities’.

Overall, our results suggest that the sectoral activities of firms do not sig-
nificantly explain differences in importance of a wide variety of channels
for the transfer of knowledge between university and industry. Instead, the
disciplinary origin and the characteristics of the underlying knowledge as
well as the characteristics of researchers involved in producing and using
this knowledge, and the environment in which knowledge is produced and
used are relevant to explain the variety in the importance of different chan-
nels of knowledge transfer from universities to firms.

Hence, these results suggest that firms cannot follow what might be con-
sidered the best sectoral pattern of interaction with a university, without re-
flecting on whether it is appropriate to their needs. In particular, we ob-
serve two major patterns of interaction, for firms that aim at being innova-
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tors or early adopters in their market. Still, in any of these two patterns,
firms, which need to innovate through early application of scientific pub-
lished knowledge both related to breakthroughs or to complex systems,
need to favour scientific publications, informal contacts with university re-
searchers and students as well as labour mobility. These channels of
knowledge transfer favour the combination of both scientific and techno-
logical knowledge, which is very important to enable awareness and speci-
fication of the scientific knowledge to the needs of firms and their markets
(i.e. the adoption of that scientific knowledge by firms). We can distin-
guish two firms strategies here. One strategy is mainly adopted by firms
that need to innovate through early application of scientific knowledge re-
lated to medical, chemical and computer sciences. It tends to favour col-
laborative and contract research to absorb knowledge produced or co-
produced by the university. Consequently, firms try to recruit researchers
with high number of authored or co-authored papers, which denotes the
capacity of researchers to undertake research together with university re-
searchers, as well as its wide contact network.

The other strategy is mainly carried out by firms that focus on accessing
new knowledge related to parts of the complex system in which the pro-
duction of their products is included, and in particular related to material
science and chemical engineering. It refers to efforts on scanning patents
datasets, licensing and participating in specific organized activities by uni-
versities. Consequently, firms may only be able to adopt this technological
knowledge developed or co-developed by the university if they are fully
aware of the newly developed knowledge, and when they obtain the legal
permission to use that knowledge. Still, the use of scientific publications,
influx of students, participation in conferences all seem to facilitate firms
to become aware of newly developed knowledge related to specific parts of
their products or production for the system they work in. Therefore, these
firms focus on contracting researchers with a high number of published pa-
tents, but also with a high number of authored or co-authored papers.

6. Conclusions and discussion

The objective of this paper has been to explore the factors affecting the rel-
ative importance of a variety of knowledge transfer channels between uni-
versity and industry, including publications, conferences, collaborations,
patents, and so on. In particular, this paper has aimed at analysing to what
degree the industrial context of firms (‘sectoral effects’) can explain the
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variance in the importance of different knowledge transfer channels. We
also took other factors into consideration such as the dominant scientific
disciplines, the basic characteristics of knowledge as well as the individual
and organisational characteristics of the researchers involved in that pro-
cess. To undertake this purpose, this paper used data collected from two
questionnaires, one addressing Dutch industrial researchers and the other
addressing Dutch university researchers.

Our evidence shows that the perceived importance between the studied
knowledge transfer channels hardly differs between industry and universi-
ty: we did not observe a major mismatch. Still, university researchers — on
average — attribute higher importance to all knowledge transfer channels
than industrial researchers do. Our evidence furthermore suggests that dif-
ferences in importance of various channels of knowledge transfer are not
related to (industrial) sectors as such. Instead, these differences can be ex-
plained, to a large degree, by the following factors:

(1) Basic characteristics of the knowledge in question (tacitness,
systemicness, expected breakthroughs).

(2) The disciplinary origin of the knowledge involved.

(3) (To a lesser degree) individual and organisational characteristics of
those involved in the knowledge transfer process (seniority, publication
record, patent record, entrepreneurship, and research environment).

These results need however to be understood at the light of the empirical
focus of this paper, which has been researchers that actually perform R&D
tasks, either at the university or in industry. The results may not hold for
firm employees that absorb university knowledge but do not perform re-
search themselves.

Our results suggest that firms define their own strategy of interaction with a
university after having reflected on their present and future knowledge needs.
In particular, we observe two major patterns of interaction for firms that aim at
being innovators or early adopters in their market. One strategy more focused
on collaborative and contract research to support the adoption of interdepend-
ent knowledge, especially in areas such as biomedical science and computer
sciences; the other more reliant on patents, licensing and specific organised ac-
tivities to support access and adoption of systemic knowledge, especially in
material sciences and chemical engineering. In both cases, as firms need to
engage in the application of scientific published knowledge to the specific
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needs of their products and of the markets’ needs, firms also need to rely on
scientific publications, informal contacts with university researchers and stu-
dents. Moreover, absorption and adoption of breakthroughs seem to depend on
labour mobility, as Zucker et al. (2002) argued.

Moreover, our findings have a number of implications for policy makers,
both at the national and international level. We find that within each par-
ticular field or context, university and industry already find each other ra-
ther well. University researchers already use those knowledge find their
knowledge. Since that choice — from both sides — can be largely explained
from facts that must be considered as a given, as immutable, it has little use
to try to bend knowledge transfer in other directions. Another policy impli-
cation is that we observed a wide variety of knowledge transfer instru-
ments, and they each match a specific context. Therefore, any policy
should allow for such a wide variety and should not overemphasize one
single channel (such as patents, spin-offs or contract research). Finally, the
specific knowledge transfer instruments that have been at the centre of at-
tention of policy makers (particularly university patenting and activities by
technology transfer offices) do have their own role, but overall they are
among the least important channels for knowledge transfer. Addressing on-
ly these instruments would be inappropriate. Issues such as the widespread
availability of scientific journals, as well encouragement of participation in
scientific conferences for larger and smaller industrial firms, could be
much more effective to support firms’ awareness of newly developed
knowledge. Moreover, recruitment of skilled students as well as giving
support for master’s and Ph.D. theses would be of great interest for firms
that need to specify university knowledge to be able to absorb it in their
products, processes, and organisation.

Given the nature of our study, some limitations have to be taken into ac-
count. Firstly, there might be bias induced by the selected samples. We
aimed to gather sufficient data for a number of sectors (and related disci-
plines) that are seen as exemplary for certain main classes in the renowned
work of Pavitt, and the later additions by Marsili. A necessary cause of this
pre-selection is that other sectors and — to a lesser extent — disciplines are
somewhat underrepresented (the respondents found via the Royal Institu-
tion of Engineers in the Netherlands were not pre-selected). Secondly, as
has been stressed above, this study has focused on the firm side on the per-
spectives of researchers that actually perform R&D tasks. Hence, a study
that would address all firm staff accessing university knowledge might find
different (and, on the average, lower) ratings for the various knowledge
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transfer channels. Finally, it is not unlikely that there are significance dif-
ferences across countries with specific academic, industrial and political
contexts. Therefore, our results may not be generalised to other countries.

5. Enlist the main channels of knowledge transfer between universities and
industry. What channels, in your opinion, are the most efficient?

6. Watch the video on knowledge transfer by Steve Trautman and outline 5
major questions that can get to the heart of HOW to transfer knowledge
within an organization: https://www.youtube.com/watch?v=IvB_c0014y8

7. Find information on the practical use of any of the mentioned channels.
Make presentation/report on knowledge transfer within an organization or
between organizations/institutions. Use the presentation following the link
http://www.google.ru/url?sa=t&rct=j&q=&esrc=s&source=web&cd=9&ve
d=0ahUKEwjShpG9_97XAhVIiG50KHXZrC7QQFghrMAg&url=http %3

A %2F %2Fssrg.org.uk %2Fwp-content %2Fuploads %2F2012 %

2F01 %2F2007files %2FJessMcEwan.ppt&usg=A0OvVawlmPaoXPZXMp
WhbIgmOHZG81 as an example.

8. Make the written translation of the following text into English.

NEPEJAYA BCEX HAKOILIEHHBIX 3HAHUM —
3ATAYA T'.C. AVIbTITYJUIEPA

YenoBe4eCcTBOM HAKOIUJIEHBI TMTAHTCKHUE 3HAHMS, HO YPE3BBIYANHO
Her((PEeKTHUBEH MpoIecC UX Mepeiadu OTACITbHOMY YEIIOBEKY.

Bort kak 310 onuceiBaer cozaarens TPU3 I'.C. AubTiiy/uiep B Ha-
y4HO-(haHTacTHUECKOM pacckaze «Onaisiomui pa3ym», 1Mo Ha3BaHHUIO KO-
TOPOro ObUT Ha3BaH BECb COOPHUK:

— OObIKHOBEHHAs TeHUaNbHas ujed, — ckasan [IpokiuH, Korja s mo-
npocui 00bACHUTH, HaJ YeM OH pabortaeT. — Bo3pméM aypaka. Hatypaib-
HOro aypaka. Hageroch, BaM NpUXOJHMIIOCH BCTPEYaTh TAaKOro aypaka?..
Ouens xopomio. MTak, Bo3bMeM psIOBOTO Aypaka ¥ OyJIeM CUUTaTh, YTO
OH PaBEH HYJIIO Ha IIKaJe yMCTBEHHOro pa3zButusa. Cta rpagycaM Ha TOU
K€ MIKaJe IyCThb COOTBETCTBYET YMCTBEHHBIM YpPOBCHb JWHIITEHHA.
[IIxana, KOHEYHO, OTHOCUTEIIbHASI. MOXKHO OMYyCKAThCS HUMXKE HYJISI U MO~
HUMAaThCs BbIIE cTa rpagycoB. MTak, S XO4y CHpPOCUTBH: KaKOBa IO ITOU
HIKaJIe «yMCTBEHHas TeMIepaTypa» yeiaoBeuecTBa? Bbl MoOHUMaeTe — Bee-
ro yenoBeuectBa. B cpennem. Hy?

Bormpoc Obu1 He U3 JIETKUX, 5 TPOMOJTYAIL.

143


https://www.youtube.com/watch?v=IvB_cOo14y8

— bynem ontumucramu, — npogomkan [IpokmuH. — OgHako U npu
caMOM MOTYYeM ONTUMHU3ME TpyIHO Ha3BaTh Luppy 80 wiu 60. BoT BHI,
HaIlpUMeEp, CKOJIBKO B BaC rpaaycoB?

Sl oTBETHII, UTO TPUALIATH MIECTH C MOJOBMHOM. [1o L{enbcuto.

[IpoxiuH 0100pUTENHHO YCMEXHYJICS:

— BreikpyTrimice. A, B o0mieM-To, Bl Oim3ku K uctuHe. [lo camoii
ONTUMUCTHYECKON OLEHKE CPEAHSSI TeMIIEpaTypa 4eIOBEYECTBA HE BBIIIIE
TPUALIATH LIECTH C ITOJ0BUHOM. I10 Moeit mikaie.

TyT 4 ckazaji, 4TO Ha TO UMEETCSI MHOXKECTBO CEPbE3HBIX MPUYUH —
ucropudeckux u conuanbHbiX. I1o nanaeiM OHECKO, nontopa Musiu-
apJlia nrofeil ronogarT. MokKHO Jin OOBUHUTH UX B TOM, YTO OHU OTCTAIOT
B YMCTBEHHOM Pa3BUTHU?

— 51 He oOBuHSAIO, — HeTeprennBo Bo3paswin [lpokmmH. — S mpocto
KOHCTaTUPYIO (hakThl. Bo-BTOPBIX, «CpeHss YMCTBEHHAs! TeMIIepaTypay He-
BBICOKA. BO-BTOPBIX, OHA MOJHUMAETCS MEUIEHHO. CIIMIIIKOM MEIJIEHHO.

— Takue pa3roBOphHl COBEPIICHHO OECIOJIE3HBI, €CIM HET YETKOU
TEpMHUHOJIOTUU. UTO Takoe yM? UTO 3HAUUT — cTaTh yMHeEe?

— Bot 310 genoBoit momxoxa! — oOpamoBancs Ilpokmun. PasroBop
MIPOMCXOJNII B TAJUIMHCKOM MOPTy. [IpoKmMH criemmii, 4acto mocMarpu-
BaJ Ha 4acel. Ho s y»ke moHsu1, 4To 00IIHe pacCcykKaeHus 00 «yMCTBEHHOM
TEMIIEPaType» YEJIOBEUECTBA CBSI3aHbI C YEM-TO KOHKPETHBIM. MarHuro-
GboH s BKIIFOYMI HE cpaszy. MHOTrma 3TO MOXKET BCE UCIIOPTUTH: YEJIOBEK Ha-
YUHAET TOBOPUTH JEPEBSIHHBIM T'OJIOCOM, COMBAETCS, DKACT U MEKAaeT.

JlenTa MmaruuTogoHa:

«— [laBaiite ycimoBUMCS Tak. YM 3aBUCUT OT MHOTMX (aktopoB. Ho
€CTh HEUTO 00s13aTeIbHOE, TJIaBHOE. DTO — 3HaHuA. O0bEM 3HaHui. Celiuac
BBl BO3pa3uTe, YTO MOXHO OBITH 3HAIOMUM AypakoM. MokHo. briBaeT u
oOpaTHOE: YelnoBeKk Oe3rpaMoTeH, HO YMEH. UTO X 3TO HCKIIOYEHUS W3
npaBwi. A Mbl TOBOPUM 000 BCEM UEJIOBEUECTBE. 3/16Ch BO3MOXKEH TOJBKO
CTATUCTUYECKUN TMOJXO0J; HYKHO MBICIUTh MpPaBUJIaMU, a HE HCKIIOUE-
HUsiIMU 13 HUX. MTak, 3Hanus. IlpeacraBbre cede, 4TO BCe 3HAHUA MHPa
MOZKHO NPAKTHYECKH MTHOBEHHO BJIO2KUTH B T0OJIOBBI Beex Joeil. Bee
3HAHUS MUPA... [ OTOBBIN 3aroyioBOK, a? HeBexecTBO — TakoBa MOYBa, Ha
KOTOPO# pacTeT riynocTh. ['oiogHoe HeBexxkecTBO paboB. ChITOE HEBEXE-
CTBO MemaH. 37100HOe HEeBexkecTBO (ammctoB. M1 BOT MBI yHHUYTOXaeMm
MOYBY, 33 KOTOPYI LEIUISIIOTCA KOPHHM TUIYNOCTH... [laiiTe, mokaimyucra,
MUKpo(oH, g Oyay nepxaTh caM. Bac 3ta nponeaypa sBHO OTBJIEKaeT. A 5
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X044y, 4TOOBI BbI MOHsUIA. MTak, 4TO MpOU30MIET, €clid BCE 3HAHUSI MUpPa
CHENAIOTCA TOCTOSTHUEM KaXJ0TO YeJIOBEKa Ha 3emiie?

Bce 3HaHms — ciaumkoM HeonpeaeneHHo. CornaceH. CkaxeM Tak:
3HaHMS B 00bEeME TPHUIATU-COPOKA BBICIINX oOpa3zoBaHuil. B pa3Hbix co-
yeTtaHusx. PazyMeercs, 4el0oBEK ¢ TaKOW HAYMHKOW €IIE HE 3aCTPaxOBaH
OT roioja, 6one3Hen, crpagannii. Ho y Hero Oyner MMMyHUTET NPOTHUB
CKYKH, 0€3/1eJIbs, MbsHCTBA. 3HAHUS — KaK ypaH: KOrja uX 00beM 0oJibliie
KPUTUYECKOW BEIMYMHBI, HQUMHAETCS HEUYTO BpPOJE LienHOU peakuuu. [lo-
KOM, TOUHEE — 3aCTOM, MMPOCTO HEBO3MOXKEH.

— [lonTopa Mumapa JIr0IeM ToJ0AaroT... Bel HCMONB30BAIN CHITb-
HBII TOBOJ, 3TO Bpe3aeTcs B maMmsaTh. Ho pa3Be rojoa He BbI3BAaH, B KOHEY-
HOM CY€T€, HU3KUM YPOBHEM 00pa3oBaHusi?

— Ilonoxxum, BcE€ HA0OOPOT: YPOBEHb OOpa30BaHMS 3aBUCUT OT OJia-
TOCOCTOSIHUSI CTPAHBI.

DTO MOXO0XE HA BBISICHEHUE BOIPOCA, MPOU301LIA JIU NEpBas Kypula
U3 MEPBOTo Sl WM, HAIPOTUB, IEPBOE AUII0 OBLIO CHECEHO NEPBOM KY-
pulieit... B 0ObIYHBIX yCIOBUAX 00pa30BaHUE 3aBUCUT OT 0JIArOCOCTOSIHUS
CTpaHbl, a OJIAarOCOCTOSIHHE — OT 3HAaHMM. 3aKOJIJIOBAHHBIM Kpyr. UTOOBI
XOTh B KaKOW-TO MEpPE PacKoJJA0BaTh €ro, TpeOyroTcs AecaTku JeT. Hamm
CpelICTBa U METOJbl OOYYEHHUS] MMEIOT MOPA3UTEIHHO MaJblil K03 duiiu-
CHT II0JIC3HOT'O JCUCTBHUA.

— Brl noHnMaeTe, kakas HejaenocTth? EcTh 3HaHUS M €CTh rojioBel. Ho
HEeT 3P (HEKTUBHBIX CPEACTB, MO3BOJISIONINX B KOPOTKUM CPOK BJIOKUTH BCE
3HAHUS BO BCE T'OJIOBBI...»

JlenTa MmaruuTogoHa:

«— Jlnst mepBOro AKCIEPUMEHTA MIaxMaThl yio0Hee Bcero. Mbl mpo-
KPYTUM 3Ty LIAPMAHKy HECKOJBKO pa3, U MHUpP IOJIYYUT ABYX HOBBIX
IrpOCCMENCTEPOB. BripoueM, He BBECTH JIM 3BaHUE I'POCCMEUCTEPUCCUMY-
ca?.. «/IBa rpoccMencTepruccCuMyca» — OTJIIMYHBIN 3aroj0OBOK JJIsl BalllErO
penopTaxa.

— ToJIbKO 1M 3HAHUS JETAI0T YEJIOBEKA FPOCCMENCTEPOM?

— A 410 xe emé? 3HaHUS U ONbIT. XOTUTE MIMKAPHYK LUTATy W3
Jlackepa? B BameMm >XypHaJIMCTCKOM JAEJ€ LUTAThl — BenuKas Bellb. [lo-
CIylIanuTe, YTo roBOpuiI B cBOE BpeMs Jlackep: «rpokoB, KOTOpbIM Mac-
Tep MOXET C YCIIEXOM JIaBaTh (hep3si BIEPEN, CYIMIECTBYIOT MIUIJTHOHBI, UT-
POKOB, MEpEIIarHyBIINX 3Ty CTYIEHb, MOXKHO HACUUTATh, HABEPHO, HE
0O0JIbIlIC YETBEPTH MUJUIMOHA, @ TAKUX, KOTOPBIM MAacTEp HUYETO HE MOXKET
JaTh BOEPEN, BPS I HAOEpETCsl OO0JIbIIIE IBYX-TPEX THICSY...
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[IpencraBuM cebe Tenepn, UTO HEKUI MacTeP, BOOPYKEHHBIN 3HAHU-
€M CBOETO J€JIa, XOUET HAy4YUTh UrpaTh B MIaXMaThbl KAKOTO-HUOYAb FOHO-
11y, HE 3HAIOLIET0 3TOW UIPhL, U JOBECTHU €r0 0 Kjacca TeX ABYX-TPEX ThI-
CS14 UI'POKOB, KOTOPBIE YK€ HHYEro HE IOIy4daroT Brepeld. CKOIbKO Bpe-
MeHHU noTpedyercs Ha 3T0?» Hy, 37ech cieayer pacuer: CTOJIbKO-TO Bpe-
MEHU Ha M3YyYE€HHE HHAIIMMUICH, CTOIBKO-TO — HAa JNEOIOTHl U TaK Jajee.
Bcero nBectn 4acoB. «3aTpaTWB ABECTH YacOB, IOHOIIA, JAXE €CIU OH HE
o0JafaeT MIaXMaTHBIM TAJIAHTOM, JOJDKEH CAeNaTh TaKUE YCIIEXU B UIPE,
4TO 3alUMET MECTO CPelr ITHX ABYX-TPEX ThIcAu». OOpaTUTe BHUMAaHUE:
JIBECTU 4acCOB M MacTep B KauecTBe yuuTess. A B Moed MaiimHe coOpaHa
BCA IIaxMaTHas mOpeMmyJpocTb mupa. Mudbopmaius, cooTBeTCTBYIOIIAs
COTHSM TBICAY YaCOB...»

Source: http://vikent.ru/enc/526/

9. Watch the video with Manuel Lima speaking on human knowledge and
enlist the main stages of human knowledge development:
https://www.ted.com/talks/manuel_lima_a_visual_history of human_kno
wledge

UNIT 9. INNOVATION POLICY

Warming up activity

Answer the questions below:

What do you know about innovation policy?

How can innovation policy affect the lives of ordinary people?

Give examples of innovation’s influence on communication, education,
transportation, navigation, etc.

What are the most important innovations in the last 10 years?

Tasks

1. Watch the video about innovation policy: https://www.youtube.com/
watch?v=jrFQni7_A2U and give some examples of innovation policy you
know.
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2. Read more about innovations in Oxford Review of Economic Policy.
Innovation Policy: What, Why, and How: https://academic.oup.com/
oxrep/article/33/1/2/2972712/Innovation-policy-what-why-and-how

3. Give definition to innovation policy and find information on innovation
policy in any country.

4. Explain the meaning of the following expressions in English and give
their Russian variants:

intangible services, diffuse innovations, difficult to pursue, incentives and
obstacles influencing these activities, division of labor, departure point,
Immature stage, abundant opportunities, knowledge inputs, diffusion of in-
novations, applied research, medium income countries, path dependent,
negative lock-ins, inferior technologies, superior innovation trajectories,
public procurement, allocating funds, learning-by-doing, learning-by-
using, learning-by-interacting, policy makers, domestic systems for compe-
tence building, capture individual knowledge, labor unions.

5. Read an extract from the following article:

DESIGN OF INNOVATION POLICY THROUGH
DIAGNOSTIC ANALYSIS: IDENTIFICATION
OF SYSTEMIC PROBLEMS (OR FAILUREYS)

Charles Edquist*

“Activities” in innovation systems are the determinants of the development
and diffusion of innovations. Examples are R&D, provision of organiza-
tions and institutions, financing of innovations, incubation, etc. These ac-
tivities are partly performed by private organizations and partly by public
organizations, the latter performing tasks that constitute innovation policy.
As a basis for innovation policy, the problems (failures) in the systems
must be identified. This article focuses upon the design of innovation poli-
cy through diagnostic analysis; it provides a framework for identification
of systemic problems (or failures) in innovation systems.

Innovations are new creations of economic and/or societal significance,
mainly carried out by firms (private or public). They may be new products
or new processes. The firms produce (and sell) products that may be mate-
rial goods or intangible services (new products are product innovations) by
means of technological or organizational processes (new processes are
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process innovations). For these reasons, nonfirm public organizations do
not normally influence the innovation processes directly but influence
(change, reinforce, improve) the context in which the innovating firms op-
erate. What then is this context? A general, theoretical answer to this ques-
tion is that the context is all those things that influence innovation process-
es, that is, all the determinants of innovation processes that can be speci-
fied as in subsection 2.2. The literature on systems of innovation shows
that the systems of innovation approach are about the determinants of in-
novation processes — not about their consequences (Edquist 1997b). Inno-
vation policy is actions by public organizations that influence innovation
processes.

2.2. Components and activities in systems of innovation

The traditional System of Innovation (SI) approaches, such as Lundvall
(1992) and Nelson (1993), focused strongly upon the components within
the systems, that is, organizations and institutions. Organizations are the
players or actors, while institutions are the rules of the game, constituting
constraints to the actions of the organizations. More recently, some authors
have focused more on what happens in the systems. One way of addressing
what happens in SIs is the following. At a general level, the main or “over-
all” purpose of SlIs is to pursue innovation processes; that is, to develop
and diffuse innovations. From now on, what we call “activities” in SIs (for
a list of activities, see Box 1) are the determinants of the development and
diffusion of innovations. Examples of activities are R&D as a means of
developing economically relevant knowledge that can provide a basis for
innovations, or the financing of the commercialization of such knowledge,
that is, its transformation into innovations.

An alternative term for “activities” could be “functions.” We have chosen
“activities” in order to avoid the connotation of “functionalism” or “func-
tional analysis” as practiced in sociology. Functionalism focuses on the
consequences of a phenomenon rather than on its determinants. The fact
that determinants of innovation processes are in focus in the systems of the
innovation approach — see above—is a strong argument for not using the
term “functions” in this context. (Edquist, 2005: 204, n. 16). Hence, we use
the term activities as equivalent to determinants of the innovation process.

The approach has also been used as the basis for a general definition of an Sl,
according to which a system of innovation includes “all important economic,
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social, political, organizational, institutional and other factors that influence the
development, diffusion and use of innovations” (Edquist, 1997: 14, 2005: 183;
Edquist and Hommen 2008: 6). If an Sl definition does not include all the de-
terminants of innovation processes, then which of the potential determinants to
exclude, and why, have to be justified. This is quite difficult since, in the pre-
sent state of the art, we do not know the determinants of innovation processes
systematically and in detail. Obviously, then, we could miss a great deal by ex-
cluding some determinants, since they might prove to be very important once
the state of the art has advanced. For example, 25-30 years ago, it would have
been natural not to regard the interactions of organizations as determinants of
innovation processes. Now, we know that these interactions are important de-
terminants of innovation processes. This definition, moreover, is fundamental
to the “activity-based” approach to studying SlIs (Edquist, 2005; Edquist and
Chaminade, 2006).

The determinants (activities) influence the innovation processes; it is a
matter of causality. A satisfactory causal explanation of innovation pro-
cesses almost certainly will be multicausal, and therefore should specify
the relative importance of various determinants. These determinants cannot
be expected to be independent of one another, but must be seen to support
and reinforce — or offset — one another. Hence, it is also important to study
the relations among various determinants of innovation processes (i.e. be-
tween each of the activities). This simply indicates that causal explanations
in the social sciences are extremely complex and very difficult to pursue.

Since the late 1990s, some authors have addressed issues related to the
specification of activities influencing the overall purpose of Sls (Edquist
1997b, 2005; Galli and Teubal, 1997; Liu and White 2001; Johnson and
Jacobsson, 2003; Bergek et al. 2008). Such a focus on “activities” within
systems of innovation emphasizes strongly what happens in the systems —
rather than their components. In this sense, the activities approach provides
a more dynamic perspective, and can capture how various activities that in-
fluence specific innovation processes may change the performance with
regard to these innovations — and thereby how the whole system changes.
The activities approach also has a larger potential to point out why a cer-
tain system of innovation performs badly — or well — with regard to a cer-
tain kind of innovation. As we will argue in Section 3, this is of considera-
ble importance for the design and implementation of innovation policies.
The activities approach is simply more useful for policy purposes. As we
have seen earlier, the activities approach can be used to define an innova-
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tion system and it also has the potential to be instrumental in the develop-
ment of a theory about the determinants of innovation processes.

In this contribution, we place greater emphasis on activities than much of
the early work on Sls. Nonetheless, this emphasis does not mean that we
disregard or neglect the components of Sls (organizations and institutions)
and the relations among them. Organizations or individuals perform the ac-
tivities; institutions provide incentives and obstacles influencing these ac-
tivities. This is accounted for by including “creating and changing organi-
zations” and “creating and changing institutions” in the list of activities
(see Box 1, subsections 2.3.3.1 and 2.3.3.3).10 In this sense, the “compo-
nent’s approach” and the ‘activities’ approach” overlap.

However, the activities’ approach includes many more determinants of in-
novation processes and is hence much broader in this sense. We believe
that understanding the dynamics of each of the activities and the division
of labor between public and private organizations in performing them is
important to understand, explain and influence innovation processes. It is a
useful departure point for discussing the role of the state (public organiza-
tions) in stimulating innovation processes by means of innovation policies.

No consensus has yet emerged among innovation researchers as to which
terminology to use and which specific activities to include. This is natural
because innovation research has not yet been able to identify in a specific
enough manner the determinants of the development and the diffusion of
different kinds of innovations. This trajectory of research is still in an im-
mature stage. The state of the art is simply not advanced enough, and this
provides abundant opportunities for further research.

Box 1 introduces a hypothetical list of 10 activities based on the literature
and on our own knowledge of innovation processes and their determinants,
as discussed in Edquist (2005) and Edquist and Chaminade (2006). The ac-
tivities are not ranked in order of importance, but the list is structured into
four thematic categories: (i) the provision of knowledge inputs to the inno-
vation process; (ii) demand side activities; (iii) the provision of constitu-
ents of Sis; and (iv) support services for innovating firms. Each of the ac-
tivities may be considered a partial determinant of the development and
diffusion of innovations. The ten activities were first published in Edquist
(2005). In Edquist and Hommen (2008) they were used in a systematic
analysis of the national systems of innovation in ten small countries in Asia
and Europe.
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2.3. Activities specified

We now look at the 10 activities introduced in Box 1 in more detail from a
policy point of view and point out the role of public organizations influenc-
ing or directly carrying out these activities. Some of the activities are per-
formed by private organizations while others are performed by public or-
ganizations, that is, through policy. We focus on this division of labor be-
tween private and public organizations with regard to each of the activities.

2.3.1. Provision of knowledge inputs to the innovation process
2.3.1.1. Provision of research and development

“Research and experimental development (R&D) comprise creative work
undertaken on a systematic basis in order to increase the stock of
knowledge, including knowledge of man culture and society, and the use
of this stock of knowledge to devise new applications” (Frascati Manual,
2002: 30). According to the Frascati Manual, the term R&D covers three
activities: basic research, applied research, and experimental development.
Basic research is experimental or theoretical work undertaken primarily to
acquire new knowledge without any particular application or use in view.
Applied research is also original investigation in order to acquire new
knowledge, but is directed mainly toward a specific practical aim or objec-
tive. Experimental development is systematic work, drawing on existing
knowledge gained from research and/or practical experience, which is di-
rected to producing new materials, products or devices, to installing new
processes, systems and services, or to improving substantially those al-
ready produced and installed (Frascati Manual, 2002: 30).

Here, we want to distinguish, to the largest possible extent, between deter-
minants of innovation processes and innovation processes as such. Obvi-
ously, “Experimental development,” according to the Frascati definition,
highly overlaps with innovation activities. Therefore, we exclude experi-
mental development from the concept of R&D.

R&D results are an important basis for some innovations, particularly radi-
cal ones in engineering, medicine, and the natural sciences. R&D resulting
in radical innovations has traditionally been an activity partly financed and
carried out by public organizations. This applies to basic research, as well
as to applied research in some countries, conducted in universities and oth-
er public research organizations. NSIs can differ significantly with regard
to the balance between these two kinds of organizations in the provision of
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R&D. In Sweden, 55 % of all R&D is carried out in public research organ-
izations. In Norway, this figure is 420 %. In 1999, the proportion of all
R&D financed by firms in the OECD countries ranged from 21 % in Por-
tugal to 72 % in Japan (OECD, 2002b); privately funded R&D is much
more important in advanced countries than in other countries.

Such data may be a way of distinguishing between different types of NSls.
In most NSls in the world today, little R&D is carried out and the bulk of
this is performed in public organizations. The majority of these countries
are poor and medium income countries. Few countries that spend a lot on
R&D are rich, and much of their R&D is carried out by private organiza-
tions. This includes not only some large countries such as the United States
and Japan, but also some small and medium-sized countries such as Swe-
den, Switzerland, and South Korea.

Because innovation processes are evolutionary and path dependent, there is
the danger of negative lock-ins, that is, trajectories of innovation that lead
to inferior technologies resulting in low growth and decreasing employ-
ment. Potentially, superior innovation trajectories may not materialize and
the generation of diversity may be reduced or blocked. In such situations,
the state should favor experimentation and use R&D subsidies and public
procurement for innovation, for instance, to support possible alternatives to
the winning technologies (Edquist et al., 2004). In sum, public organiza-
tions may influence the R&D activity in different ways ranging from allo-
cating funds for specific research activities in public universities and re-
search centers to stimulating alternative technologies via R&D subsidies.
However, much research is needed to understand the inter-relationships of
R&D, innovation, productivity growth, the role of R&D in innovation in
different sectors, and the impact of different instruments on the propensity
of firms to invest in R&D.

2.3.1.2. Competence building

Here, we use the definition of Lundvall et al. (2002: 224) of competence
building that includes: “. . . formal education and training, the labor market
dynamics and the organization of knowledge creation and learning within
firms and in networks.” Knowledge is a “stock” category and learning is a
“flow” category adding more knowledge to the existing “stock.” Compe-
tence building includes processes and activities related to the capacity to
create, absorb, and exploit knowledge for individuals and organizations.
Obviously, this includes formal learning as well as informal learning. The
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latter being vital for innovation processes and, therefore, an important part
of (the activity of competence building in) innovation systems.

In most countries, the education and training that are important for innovation
processes (and R&D) are primarily provided by public organizations —
schools, universities, training institutes, and so on. However, some compe-
tence building is done in firms through learning-by-doing, learning-by-using,
and learning-by-interacting — that are informal activities. Competence build-
ing may increase the human capital of individuals; that is, it is a matter of in-
dividual learning, the result of which is controlled by individuals.

The organizational and institutional contexts of competence building vary
considerably among NSIs. There are, for example, significant differences
between the systems in the English-speaking countries and continental Eu-
rope. However, scholars and policy makers lack good comparative
measures of the scope and structure of such differences. There is little sys-
tematic knowledge about the ways in which the organization of education
and training influences the development and diffusion of innovations.
Since labor, including skilled labor, is the least mobile production factor,
domestic systems for competence building remain among the most endur-
ingly national of elements of NSls.

Nonetheless, competence building should not be limited to human capital.
Organizations may have competences that exceed the sum of the competen-
cies held by their employees. Human capital is hired by the company but is
always owned by individuals. However, there are ways in which the firm can
capture individual knowledge and transform it into organizational knowledge.
There is also learning at the social level, that is, neither individual nor organi-
zational learning, but involving society outside these spheres. Organizing the
processes of learning within the firm and in networks is part of the compe-
tence-building activity. Many individuals belong to many networks, both
formal and informal, where learning takes place. Moreover, individuals may
have attachments other than employment to organizations, such as labor un-
ions, technical societies, and Rotary Clubs. Scholars have only very recently
started to analyze such processes, and many questions remain unanswered
(Edvinsson and Malone, 1997; Guthrie and Petty, 2000; Sanchez et al., 2000;
Chaminade, 2003; Nooteboom, 2004).

5. Find the full text of the article following the link:
http://icc.oxfordjournals.org/
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6. Find information on innovations following the link:
https://en.wikipedia.org/wiki/Innovation

7. Speak about the goals and levels of innovations.

8. Find additional information on innovation indices (The Bloomberg
Innovation Index, The Global Innovation Index, The EIU Innovation
Ranking, etc.) and find examples of indices formation and calculation.

9. Enlist the factors that influence innovation indices formation.
10. Read the definition of Innovation activities:

Innovation activities are all scientific, technological, organisational, fi-
nancial and commercial steps which actually, or are intended to, lead to the
implementation of innovations. Some innovation activities are themselves
innovative, others are not novel activities but are necessary for the imple-
mentation of innovations. Innovation activities also include research and
development (R&D) that is not directly related to the development of a
specific innovation.

A common feature of an innovation is that it must have been implemented.
A new or improved product is implemented when it is introduced on the
market. New processes, marketing methods or organisational methods are
implemented when they are brought into actual use in the firm’s opera-
tions.

Innovation activities vary greatly in their nature from firm to firm. Some
firms engage in well-defined innovation projects, such as the development
and introduction of a new product, whereas others primarily make continu-
ous improvements to their products, processes and operations. Both types
of firms can be innovative: an innovation can consist of the implementa-
tion of a single significant change, or of a series of smaller incremental
changes that together constitute a significant change.

11. What, in your opinion, are the possible ways of implementing innova-
tions?

12. Read about the tips for innovation activities initiation:

29 INNOVATION ACTIVITIES FOR YOUR NEXT IDEATION
by Kevin Namaky
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Most people hate brainstorming. It’s supposed to be a creative activity, but
when not led by a trained expert (and even then...) it can be unproductive and
suck the life out of your team — resulting in ideas that are underwhelming.

| often get asked what activities a team should do in ideation to get better
results and keep it fun. While there’s a limitless list of possibilities that
need to be tailored to each innovation challenge, | do have some favorites.
Here are 29 that (1) work and (2) are adaptable to a variety of businesses
and challenges.

These activities are adapted from my internal innovation experience at corpo-
rations, working with a number of creative agencies, as well as some of my
own favorite creations. They are meant to spark ideas for your own activities.
They should not feel restrictive. Feel free to adapt them, change them or even
come up with completely new ones. Be fearless and get creative!

I’ve grouped the list first by Ice Breakers first and then Ideation Activities.
Ice Breakers

Pass the ball

Icebreaker questions are written with Sharpie on a blown up beach ball
(e.g., what’s your favorite vacation destination, most embarrassing moment
as a child, if you were a woodchuck how much wood would you chuck,
etc.). AIll participants stand in a large circle. The ball is tossed
across/around the circle. When someone catches it, they introduce them-
selves and then read and answer the question closest to their right thumb.
Continue until all participants have received the ball.

Pass the stone

Break up into two teams, about 10 people per team. Create two parallel
lines that face each other. Each team gets a stone. The stone begins at one
end of the line and moves down the line to the other end. The two teams do
this at the same time when the moderator says to start. The game is to se-
cretly pass the stone without the other team seeing if it’s actually being
passed or not. Each team secretly stops passing the stone at some point in
their line (and continues fake passing thereafter). Once complete, the op-
posing team must guess who has the stone. Keep score and see who can get
to 3 correct guesses first.
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This is not a rope

A metaphor race using rope, discs and/or balls. This works with large
groups that can be split into two sizable teams. Each team stands in a circle
and will race the opposing team. Each person in the circle says, “This is
not a rope, it’s a ,” filling in the blank with a metaphori-
cal object and then passing the object to the next person. For example,
“This 1s not a rope, it’s a noodle.” The next person does the same thing, but
may not repeat an object that’s already been mentioned. The first team to
make it all the way around the circle wins. You can go for best 2 out of 3
and use 3 different objects (one for each round, you’ll need two of each ob-
ject if you do this with to competing teams).

Human knot

Ideally this is done all together but, if the group is too large, could be done
in two groups. Participants stand in a circle, very close together. Each per-
son reaches with their right hand across the circle and locks hands with an-
other person. Then, each person does the same with their left hand, but
must lock that hand with a different person than they did with their right
hand. The team must then untangle themselves into a straight line without
unlocking hands. Hand grip may be turned/rotated to prevent arm or
shoulder rotation/injury.

M&M game

M&Ms are passed around and each participant takes a few (5) — do not eat
yet. Then go around the circle and each person share something with the
group according to the color of their M&Ms. Each color represents some-
thing to share (pre-defined and posted by the moderator) such as favorite
TV show, movie, place to go, plus topics related to the task at hand. You
can either have everyone share all their colors on their turn, or go around
the circle multiple times and have each person share a color each time.

Birth date sort

Participants sort among themselves into a shoulder to shoulder line by date
of birth (month and day). In order of birth date, each person introduces
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name, function, date of birth, and favorite thing about being born during
that month.

Rainforest

This follow-the-leader sound activity creates a wave of sound that mimics
the sound of a rain storm as it approaches and passes. Best done in a U
shape. Participants are instructed to do exactly what the person on their left
does. The leader at the front of the U begins by gently rubbing hands to-
gether. The person to their right must mimic and do exactly as the previous
person, and so forth down the line. The leader will then gradually switch to
snapping, then to clapping, then to patting on legs, and then reverse the or-
der and work their way backwards. Sounds cool with larger groups when
the team does it properly but may take a few tries as inevitably some peo-
ple will not properly follow instruction. You can use missteps as an oppor-
tunity to discuss this like teamwork, doing your part, expectations and oth-
er team building topics.

Ideation activities

Homework debrief

Have participants do an advance homework assignment to get them into a
creative mindset and introduce them to the topic. Have them write a letter
to the President, go on a shopping trip, keep a journal/log/diary, answer
pre-thinking questions (about their own habits), find/interview a friend,
create acollage, complete mad libs, or perform a specific task. Have
the team debrief together and share the ideas generated. If time does not al-
low shareout and discussion, consider simply collecting/posting the home-
work ideas.

Technical briefing

Overview of key technologies and rapid ideation of their application. This
one is pretty straightforward and works well when you have a list of 5-10
or more technologies that the team should know about. You can also in-
clude forward looking technology trends.
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Competitor one-up

Use competitive stimuli, products and packaging to out-claim the competi-
tion. How can we claim one step better or offer improved performance?
Improved ingredients? What weaknesses or shortcomings can we address?
What don’t they do that a consumer might wish for? Knowing our equity,
what would be our spin on these products?

Platform ideation

Create platform stations (strategic directions for your innovation) with
boards and stimuli explaining what it is (insights, tensions, vision, technol-
ogies), with products, magazines, and artifacts to use as inspiration for ide-
as. Teams rotate between stations until all teams have visited all stations.

Power claims

Use advertisement stimuli (e.g., print ads) sorted by claim type to spark
ideas for new claims. Buckets can include competitive comparisons, nu-
meric/clinical, self comparisons, absolute claims, or other types as need-
ed/relevant. Move stimuli from table to table or provide them at the front
of the room for all groups to see.

RTBs

Similar to Power Claims above, but use stimuli for RTB (Reason to Be-
lieve) types such as design/engineering feature, endorsement (celebri-
ty/consumer/organization), ingredients, process/source, and mode of ac-
tion.

Tension/convention busters

Provide tension/convention stimuli in the form of chartpads, lists, stimuli on
the wall or decks of cards. The task is to come up with new ideas that would
turn the tensions or conventions upside down and answer them. Conventions
in particular are meant to push the boundary of what’s possible.
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Grab bag

Rapid fire surprise stimuli provided in envelopes. You can either provide
multiple objects in one envelope for a table/team, or provide one envelope
per person with a single stimulus. Introduce new stimuli every 5 minutes.
Seemingly unrelated objects like a page from dictionary, pictures, a menu,
small artifacts, objects that have certain textures or features, adjective cards
(single words), etc.

Creative artifacts

Not unlike Grab Bag, however typically larger provocative items spread out
over a large table. Teams send a representative up to select 3 items. Teams
keep 2 items and pass 1 “screw” item to the team to their left (meaning they’ll
receive one as well). Take 5-10 minutes max to ideate and then return object to
the table, taking new objects as time permits. The objects in this game should
push participants way outside of the box (think small statues, musical instru-
ments, medical supplies). They can be loosely related to the topic, but should
not feel that way in practice. For example, someone might use a rubber iguana
to come up a new idea for a cleaning tool that uses a “gecko foot” or “shark
scale” surface design to pick up more dirt.

What would brand x do

Similar in structure to Creative Artifacts (send a team rep to pick, screw
another team, rinse and repeat). However, the stimuli are small boards with
brand logos/personality images on them. For example you might have log-
os of Crest or Starbucks. Images of Superman or Steven Spielberg. What
would an outsider brand or famous personality do if they entered the cate-
gory? The brands/personalities should be carefully selected to bring out-
side but relevant inspiration from other categories into your own. Also,
mix in a few that are really just unrelated (e.g., What would Morpheus
from The Matrix do in skin care?). The results will often surprise you —
people tend to get really creative with the hardest ones!

Board game

Create a board game where pieces move along a path (in a circle, no end-
Ing). Use pieces, spaces and cards to assign target, occasion, technologies
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and/or problems. Players combine them to inspire new ideas. For example,
by using a certain pawn/game piece a player may assume a certain target
persona, then the space they land on might represent an occasion. Drawing
a card might represent a specific problem or tension. Be creative with this
one and use it to introduce scenarios and stimuli that you may have learned
in prior research. You can even theme the game to match the subject at
hand or have it match the theme of the day.

Sensory activity

There are a couple of ways to do this one. You can set up tables of stimuli,
one each for touch, sight, sound, smell and taste. Then have teams rotate
between tables and use the stimuli to inspire new ideas. You can also do
blindfolded activities where a table leader hands stimuli to a blindfolded
team member, which is then passed around the table between blindfolded
participants. The loss of sight heightens the other senses. Once all stimuli
has been passed, teams discuss and write down new ideas. This is particu-
larly useful for categories where the senses are a significant factor (e.g.,
food, personal care). Examples of stimuli: fabric swatches for touch, small
jars containing scented liquid or objects, small items that make sound when
touched/smashed/crumpled/squeezed.

Do the job

This one puts the participant in the position of the consumer. Assign the
team a project to complete that is identical or similar to what someone ex-
periences in the real world. For example, have them wash extremely dirty
dishes (dish care), create an art project (adhesives), change a baby’s diaper
(baby care), etc. Have participants reflect on what was difficult, frustrating
or not ideal and then come up with ideas for how to improve the experi-
ence.

Empathy immersion

Go out and visit/do what the target audience does in real life, or even talk
to them directly. For the purposes of an idea, you may not have the
time/resources to do a full scale ethnography. But that shouldn’t stop you
from immersing and observing in easy and efficient ways. If you are work-
Ing on new sports products, go a sporting event or even a team practice and
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ask a few questions. Put on some pads and throw the ball around! If you
are working on new microwave meal ideas, get inspired by visiting a
trendy Italian restaurant and exploring some of the most interesting items
on the menu. Cook up a meal yourself!

Empathy impersonation

Assign each participant a target persona to work from. Then have partici-
pants bring in a household object and product that they feel represents their
assigned target. Have them take on role/mindset of their target persona
(role play) and explain to the group why they like/brought those artifacts
and why they are important to them (the target persona).

Expert interview

Bring in 1-3 experts/trend-setters in a field of interest. They may be in your di-
rect category of expertise, or they could be tangentially related in some way.
Interview them as a panel, have them present trends/inspiration to the group,
and/or have them participate directly in your ideation alongside the team.

Bring in the consumer

Bring the consumer to life in the room using graphics, boards, vignettes,
videos, photo collages and anything else you can think of to remind partic-
ipants of the mindset, life context and problems that the consumer faces. If
you can swing it, consider bringing actual consumers into the session in
some way. Treat them like experts.

Occasion party

Create zones in the ideation room for different occasions. For example, a
personal care brand might have a zone for nighttime, a zone for on-the-go,
and a zone for the workplace. The more you dress the room up with real
life context, the more likely the ideation team will recall specific, relevant
tensions to solve for.
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Card game Mix and Match

Similar in concept to the Board Game, but using a simpler format. Create
card decks for technology, product form, ingredients, tensions, etc. Each
deck can be a different color (e.g., technologies are blue, tensions are red).
Have team members pick one of each color and try to match them up to
generate new ideas.

Case studies

Present case studies of other brands that approached similar busi-
ness/innovation/marketing problems. Ideate how their strategies/approach
might apply for your own brand.

Gadgets

Use specialty tools and unique packaging from other categories to generate
format ideas (kitchen, scrapbook, dental, food decorating, landscaping,
power tools, etc.). Stretch yourself to find stimuli that’s a bit out there and
different. The more unexpected the object is, the more you will spark novel
ideas and solutions.

Tension and release

Use consumer statements that are pre-written in first-person to generate
new product ideas and solutions. Try to write them in the voice of a real
person, either as statements or questions. Financial services example: “The
time between work and getting home is crazy for me and I don’t have
much time to spare. So why is it that the bank always closes at Spm?” Per-
sonal care example: “I knew I shouldn’t have stayed out in the sun for so
long yesterday. Why does it take so long for sunburn to start feeling bet-
ter?” You can place the statements on cards and post them on a wall. Then
have participants take a card down and write a solution directly on it. Hand
them in or possibly repost them for others to build upon.

Try it!

Find at least one activity on the above list that might apply to your next
ideation session. You’re sure to come up with something great. Dive in and
have fun.
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Source: http://innovationexcellence.com/blog/2017/08/29/29-innovation-
activities-for-your-next-ideation/

14. What strategies do you consider to be the most effective? Divide into
the groups of four and try to implement the strategies that appeal to you.

15. Watch a talk of Diana Kander “Our approach to innovation is dead
wrong” on. https://www.youtube.com/watch?v=pii8tTxIUYM. What is
wrong in our approach to innovations? What strategies does Diana pro-
pose?

16. Make presentations about the innovation ideas that made breakthrough
in any field.
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PART IV

UNIT 10. MATCHING THEORY

Warming up activity

Explain the meaning of the following expressions in English and give their
Russian variants:

tuition fees, ethical grounds, illustrative examples, mutually beneficial, ex-
tensions of the original model, to limit applicability, kidney donations,
multilateral swaps, ongoing efforts, deferred acceptance, inherent insights,
a key presumption, distributional consequences.

Tasks

1. Do you know about stable matching problem? Read in Wikipedia to find
out: https://en.wikipedia.org/wiki/Stable_marriage_problem

2. What is a clearing house? What is its purpose? Find out using Wikipe-
dia: https://en.wikipedia.org/wiki/Clearing_house_(finance)

3. To understand the article below better watch lecture slides by Kevin
Wayne at https://www.cs.princeton.edu/~wayne/kleinberg-tardos/pdf/
01StableMatching.pdf

4. Try yourself at quiz to know more about stable matching theory
https://www.cs.colostate.edu/~cs320/yr2017fa/more_resources/Test1/iClic
kerKleinberg.pdf

5. Skim the article “Stable matching: Theory, evidence, and practical de-
sign”. What is its main idea?

6. Give the digest of the article both in English and Russian.
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THE PRIZE IN ECONOMIC SCIENCES 2012:
THE LAUREATES

ALVIN E. ROTH

U.S. citizen. Born 1951 in USA. Ph.D. 1974 from Stanford University,
Stanford, CA, USA. George Gund Professor of Economics and Business
Administration at Harvard University, Cambridge, MA, USA, and Harvard
Business School, Boston, MA, USA.

http://kuznets.fas.harvard.edu/~aroth/alroth.htmi
LLOYD S. SHAPLEY

U.S. citizen. Born 1923 in Cambridge, MA, USA. Ph.D. 1953 from Prince-
ton University, Princeton, NJ, USA. Professor Emeritus at University of
California, Los Angeles, CA, USA.

www.econ.ucla.edu/shapley/index.html

Stable matching: Theory, evidence, and practical design

This year’s Prize to Lloyd Shapley and Alvin Roth extends from abstract
theory developed in the 1960s, over empirical work in the 1980s, to ongo-
ing efforts to find practical solutions to real-world problems. Examples
include the assignment of new doctors to hospitals, students to schools,
and human organs for transplant to recipients. Lloyd Shapley made the
early theoretical contributions, which were unexpectedly adopted two
decades later when Alvin Roth investigated the market for U.S. doctors.
His findings generated further analytical developments, as well as practi-
cal design of market institutions.

Traditional economic analysis studies markets where prices adjust so that
supply equals demand. Both theory and practice show that markets func-
tion well in many cases. But in some situations, the standard market mech-
anism encounters problems, and there are cases where prices cannot be
used at all to allocate resources. For example, many schools and universi-
ties are prevented from charging tuition fees and, in the case of human or-
gans for transplants, monetary payments are ruled out on ethical grounds.
Yet, in these — and many other — cases, an allocation has to be made. How
do such processes actually work, and when is the outcome efficient?
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The Gale-Shapley algorithm

Analysis of allocation mechanisms relies on a rather abstract idea. If ra-
tional people — who know their best interests and behave accordingly —
simply engage in unrestricted mutual trade, then the outcome should be ef-
ficient. If it is not, some individuals would devise new trades that made
them better off. An allocation where no individuals perceive any gains
from further trade is called stable. The notion of stability is a central con-
cept in cooperative game theory, an abstract area of mathematical econom-
ics which seeks to determine how any constellation of rational individuals
might cooperatively choose an allocation. The primary architect of this
branch of game theory was Lloyd Shapley, who developed its main con-
cepts in the 1950s and 1960s. Unrestricted trading is a key presumption
underlying the concept of stability. Although it allows clear analysis, it is
difficult to imagine in many real-world situations. In 1962, Shapley applied
the idea of stability to a special case. In a short paper, joint with David
Gale, he examined the case of pairwise matching: how individuals can be
paired up when they all have different views regarding who would be the
best match.

Matching partners

Gale and Shapley analyzed matching at an abstract, general level. They
used marriage as one of their illustrative examples. How should ten women
and ten men be matched, while respecting their individual preferences?
The main challenge involved designing a simple mechanism that would
lead to a stable matching, where no couples would break up and form new
matches which would make them better off. The solution — the Gale-
Shapley “deferred acceptance” algorithm — was a set of simple rules that
always led straight to a stable matching. The Gale-Shapley algorithm can
be set up in two alternative ways: either men propose to women, or women
propose to men. In the latter case, the process begins with each woman
proposing to the man she likes the best. Each man then looks at the differ-
ent proposals he has received (if any), retains what he regards as the most
attractive proposal (but defers from accepting it) and rejects the others. The
women who were rejected in the first round then propose to their second-
best choices, while the men again keep their best offer and reject the rest.
This continues until no women want to make any further proposals. As
each of the men then accepts the proposal he holds, the process comes to
an end. Gale and Shapley proved mathematically that this algorithm al-
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ways leads to a stable matching. The specific setup of the algorithm turned
out to have important distributional consequences; it matters a great deal
whether the right to propose is given to the women — as in our example —
or to the men. If the women propose, the outcome is better for them than if
the men propose, because some women wind up with men they like better,
and no woman is worse off than if the men had been given the right to pro-
pose. Indeed, the resulting matching is better for the women than any other
stable matching. Conversely, the reverse algorithm — where the men pro-
pose — leads to the worst outcome from the women’s perspective. The clar-
ity and elegance of the Gale-Shapley paper placed it on academic reading
lists for economics students worldwide. But its real-world relevance was
not recognized until much later. In the early 1980s, Alvin Roth set out to
study a very practical allocation problem: the market for newly examined
doctors.

Evidence Markets for new doctors

In the U.S., students who graduate from medical school are typically em-
ployed as residents (interns) at hospitals, where they comprise a significant
part of the labour force. In the early 1900s, this market was largely decen-
tralized. During the 1940s, competition for scarce medical students forced
hospitals to offer residencies (internships) increasingly early, sometimes
several years before graduation. Matches were made before the students
could produce evidence of their qualifications, and even before they knew
which branch of medicine they would like to practice. When an offer was
rejected, it was often too late to make offers to other candidates. A market
ridden with such problems does not produce stable matches, because not
enough offers can be made in time to ensure mutually beneficial trades. In
order to make more offers quickly, hospitals imposed strict deadlines for
responding to offers. This, in turn, forced students to make early decisions
without knowing what other opportunities would become available later
on. In response to these problems, a centralized “clearinghouse”, called the
National Resident Matching Program (NRMP), was introduced in the early
1950s. In a paper from 1984, Alvin Roth studied the algorithm used by this
clearinghouse and discovered that it was closely related to the Gale-
Shapley algorithm. He then hypothesized that the fundamental reason for
the success of the NRMP was that it produced stable matches. In the early
1990s, Roth went on to study similar medical markets in the U.K. There,
he found that different regions had adopted different algorithms, some of
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which produced stable matches and others not. Those which resulted in
stable matches had turned out to be successful, whereas the other algo-
rithms had broken down in various ways.

Practical design

Matching doctors and hospitals. Despite its success, the NRMP still en-
countered problems. The number of female medical students had grown,
and it became increasingly common that dual-doctor couples looked for in-
ternships in the same region. The NRMP could not accommodate these re-
quests, so that many applicants chose not to use the mechanism: a sign that
it was not stable. The NRMP — where the hospitals offered positions to
students — was also criticized for systematically favouring hospitals over
students. Indeed, as Gale and Shapley had shown theoretically, the propos-
ing side of the market (in this case, the hospitals) is systematically fa-
voured. In 1995, Roth was asked to help design an improved algorithm that
would eliminate these problems. Along with Elliott Peranson, he formulat-
ed an algorithm, built on applicant proposals and designed to accommodate
couples. The new algorithm, adopted by the NRMP in 1997, has worked
well and over 20,000 positions per year have since been matched with ap-
plicants. The research underlying the revised design prompted the devel-
opment of new theory. It seemed that applicants could manipulate the orig-
inal algorithm — by turning down offers which they actually preferred and
keeping those which were worse — in order to achieve a better outcome. In
several theoretical papers, Roth showed how misrepresentation of one’s
true preferences might be in the interest of the receiving side (students in
the original NRMP) in some algorithms. Drawing on this insight, the re-
vised NRMP algorithm was designed to be immune to student misrepre-
sentation. Furthermore, computer simulations verified that, in practice, it
was not sensitive to strategic manipulation by the hospitals.
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Qutcome if the doctors make offers Outcome if the hospitals make offers

1+a E 2+b 3+cC b+3

Matching doctors and hospitals. When the doctors make offers, they all first choose hospital a, which accepts doctor 1 [the hospital's first
choice). In a second stage, doctor 2 makes an offer to hospital b, and doctor 3 to hospital ¢, which gives a stable matching. When the hospi-
tals have the right to make offers, the resultis instead that doctor 2 is matched with hospital c and 3with b.

a+1

Matching students and high-schools. The Gale-Shapley algorithm proved
to be useful in other applications, such as high-school choice. Up until
2003, applicants to New York City public high schools were asked to rank
their five most preferred choices, after which these preference lists were
sent to the schools. The schools then decided which students to admit, re-
ject, or place on waiting lists. The process was repeated in two more
rounds, and students who had not been assigned to any school after the
third round were allocated through an administrative process. However,
this did not provide the applicants with enough opportunities to list their
preferences, and the schools did not have enough opportunities to make of-
fers. As a result, about 30,000 students per year ended up at schools they
had not listed. Moreover, the process gave rise to misrepresentation of
preferences. Since schools were more likely to admit students who ranked
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them as their first choice, students unlikely to be admitted to their favourite
school found it in their best interest to list a more realistic option as their
first choice, while applicants who simply reported their true preferences
suffered unnecessarily poor outcomes. In 2003, Roth and his colleagues
helped redesign this admissions process, based on an applicant-proposing
version of the Gale-Shapley algorithm. The new algorithm proved to be
successful, with a 90 percent reduction in the number of students assigned
to schools for which they had expressed no preference. Today, a growing
number of U.S. metropolitan areas use some variant of the Gale-Shapley
algorithm.

Matching kidneys and patients. The matching settings described so far in-
volve two sides that both make active decisions. Some real-world situa-
tions are one-sided, however, in the sense that the other side is entirely
passive. A practical example is the matching of kidneys and other human
organs to patients in need of a transplant. How can this be accomplished in
an efficient way? This problem was studied by Shapley and his colleagues,
again in the abstract and based on the notion of stability. The proposed al-
gorithm — the so-called top trading cycle — is in fact very simple. It is based
on an initial allocation of objects and subsequent swapping. A challenge in
the case of human organs is that some kidney-patient pairs may not be
compatible and that complex multilateral swaps may be quite time con-
suming. Again, a combination of theory and experimental work has been
used to compare different versions of top trading. As a result, increasingly
complex chains of kidney donations are now adopted in a number of U.S.
states. Extensions to new markets A striking feature of the above examples
Is that prices are not part of the process. Does the absence of a price mech-
anism in the basic Gale-Shapley algorithm limit its applicability? Not nec-
essarily. Shapley and others examined extensions of the original model that
allow for prices (salaries, in the market for doctors) to be part of the offers.
Algorithms including prices work in much the same way and produce sta-
ble matches with broadly similar features. In fact, matching with prices is
closely related to auctions, where objects are matched with buyers and
where prices are decisive. Research that relates matching algorithms to
auctions has recently generated interesting theoretical results, which appear
to be applicable in practice. A case in point is the internet auction, in par-
ticular search engines that auction out space for advertisers. Companies in
this business have benefited from insights inherent in the Gale-Shapley al-
gorithms and have used top economists as experts in designing new auc-
tions. This year’s prize rewards a flourishing field of research, where theo-
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ry, evidence, and design are used interactively. Lloyd Shapley and Alvin
Roth have worked independently of each other, but the success of their re-
search is due to the combination of Shapley’s theoretical results with
Roth’s insights into their practical value. The field continues to grow and
holds great promise for the future. Source: https://www.nobelprize.org/
nobel_prizes/economic-sciences/laureates/2012/popular-
economicsciences2012.pdf

7. What do you know about the Gale-Shapley algorithm. Based on what
you have read in the article above and on the video on
https://www.youtube.com/watch?v=pc5WSJkFk24 tell your group-mates
about your understanding.

8. There is a similar to stable matching problem, namely stable roommates
problem (https://en.wikipedia.org/wiki/Stable_roommates_problem). What
Is its difference from stable matching problem? Would you apply such al-
gorithm at university and how?

9. Insert the following words from the text in the gaps.

compatible verified encountered wind up
applicable accommodate allocated eliminate
misrepresentation favoured subsequent swapping

1. From the standpoint of modern science John Fiske confirms the validity
of such an argument; for what he affirms in regard to belief in the divine is
equally to this belief in a future life.

2. Neither the government nor the army could itself to the
new situation.

3. Upon this it bases a theory of predication, which, however, is
with more than one reading of the metaphysical import

of the ideas.

4. Of the surplus 1,000,000 was to the improvement of
posts, telegraphs and telephones;

5. If mankind doesn't take care of the environment, the environment may
mankind.
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6. Despite the obstacles they In their research and their own
experience, the three young interviewers remain firm believers in inclu-
sion.

7. The documentary was a of the truth and bore little
resemblance to actual events.

8. 1 the source from which I had that information.

9. There’s no point one 24-hour a day, seven days a week job
for another.

10. Developments on this issue will be dealt with in a report.
11. They organized an evening's entertainment for customers.
12. If we all agree, let’s the discussion.

10. Form the word partnerships. Then discover them in the following text.

score integer
general limits
nonnegative proposing
entrance quota
admitted condition
college setting

to violate applicants
stability exams

11. Read the full text of the PhD Thesis by Peter Biro on
https://pdfs.semanticscholar.org/0ce9/ae5d3413261b1332a756d7a51b9b21
89ed04.pdf . How can stable matching problem be applied to higher edu-
cation admission in Hungary?
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The stable matching problem and its generalizations:
an algorithmic and game theoretical approach

Higher education admission in Hungary

Since 1985, the admission procedure of higher education institutions is
based on a centralized matching program in Hungary. Hungarian universi-
ties have faculties, where the education is organized in different fields of
studies, quite independently. So, students apply for fields of studies of par-
ticular faculties, referred simply as fields hereafter. At the beginning of the
procedure, students give their ranking lists over the fields they apply for.
Students receive scores at each field they applied for according to their fi-
nal notes at the high school, and entrance exams. Note, that the score of a
student can differ at two fields. Universities can admit a limited number of
students to each of their fields, these quotas are determined by the Ministry
of Education. After collecting the applicants’ rankings and their scores, a
centralized program computes the score-limits of the fields. An applicant is
admitted by the first place on his list, where he is above the score-limit.
Formally, let A = {a;, a, . . . , a,} be the set of applicants and F be the set
of field of studies, where q, denotes the quota of field f,. Let the ranking of
the applicant a; be given by a preference list P', where f, >; f, denotes that
f, preceeds f, in the list, i.e. applicant a; prefers the field f, to f,. Let s', be
a;’s final score at field f,. The score-limit I is a nonnegative integer map-
ping I: F — N. An applicant a; is admitted by a university to a field f,, if he
achieves the limit at field f,, and f, is the first such place in his list, i.e. ', >
I(f.), and s', < I(f,) for every field f, >; f,. A score-limit | is feasible if the
number of admitted applicants is not more than the given quota for each
field. A score-limit is stable if no university can decrease the limit of any
of its fields without violating its quota (assuming that the others do not
change their limits). We note that this definition coincides with the original
stability condition of Gale and Shapley [19] if there are no ties in the lists
(i.e. if the scores of the applicants are distinct at each field). The currently
used college-proposing score-limit algorithm and the applicant proposing
version are described in [8]. Both algorithms are very similar to the origi-
nal Gale-Shapley algorithms. The only difference is that here, universities
cannot select exactly as many best applicants to their fields as their quotas
are, since the applicants may have equal scores. Here, instead universities
set their score limits at each field always to be the smallest one, for that
their quotas are not exceeded. If the scores of the applicants are distinct at
each field then these algorithms are equivalent to the original ones by Gale
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and Shapley. That is why it is not suprising that similar statements can be
proved for this more general setting:

Theorem 3.4. Both the score-limit I, obtained by the college-proposing algo-
rithm and the score-limit |, obtained by the applicant-proposing algorithm
are stable. We say that a score-limit | is better than I+ for the applicants if 1 <
I+, (i.e. I(fy) < 1x(f,) for every field f,). In this case every applicant is admitted
by the same or by a preferred place at score-limit | than at Ix.

Theorem 3.5. I is the worst possible and |, is the best possible stable
score-limit for the applicants, i.e. for any stable score-limit I, In <1< ¢
holds.

12. Would it be possible to introduce the admission procedure of higher
education institutions based on a centralized matching program in Russia?

13. Who profits in SMP? That is the question asked in
http://math.blogoverflow.com/2014/10/01/matching-theory/. Can you an-
swer it?

14. Look for the English equivalents of the following terms:

MaTpulla NPeAOYTEHNN, TPUHATHE ONTUMAIbHBIX PEUHICHUN, KOHKYPEHT-
Hasg 00pbOa, BEPOSITHOCTH YCJIOBHM, KOHEYHBIE HEMEpEeceKaromuecs: MHO-
KECTBA, COTJIACHO OIPEJEICHHOMY aJrOpUTMy, CTaOUIIbHOE pacrpesese-
HUE, IPENOYTUTEIbHBIA BAPUAHT.

15. Prepare a presentation about other applications of the Gale-Shapley
algorithm: the assignment problem, the hospitals/residents problem,
the hospitals/residents problem with couples. Use linking words, quotes
and some vivid examples.

16. Make the written translation of the following text into English.

TEOPUS UT'P B TEOPUU JIIOBBU:
AJI'OPUTM I'EMJIA — HIEILIN

C.D. JIamugosa

Teopus urp npeacrasiseT coO0i pasies TEOPUH UCCISIOBAHUS OIle-
panui, 3aHUMAIOIINICS MaTeMaTUYECKUMH MOMACIISIMH TPUHATHS ONTH-
MaJIbHBIX PEIICHUH B YCIOBHUSIX KOH(IIMKTA.

Teopus urp BKIIIOYAaEeT TEOPETUUSCKUE OCHOBBI MaTEeMAaTHYECKUX MO-
JeIe IPUHATHS ONTUMAIBHBIX PEIISHUH B KOH(MIUKTHBIX CUTYaIlUsSX PhI-
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HOYHBIX OTHOIIIEHUH, HOCSIINX XapakTep KOHKYPEHTHOW OOphObI, B CH-
Tyalluu PUCKa, KOTJa U3BECTHBI HE TOJBKO OIPEACIICHHbIC YCIOBUS, HO U
BEPOSATHOCTH WX MOSBICHUS U HEOMPEAEIEHHOCTH, KOTJa BEPOATHOCTH yC-
JIOBUW HEU3BECTHBI. TaKkke 3Ty HayKy MOKHO OXapaKTEpPU30BaTh Kak Ma-
TEMATUYECKUIT METOJ M3YUYEHHUs] ONTUMAJIbHBIX CTPATErMil B Urpax, rIe
MOJ, UTPOM MOJIPAa3yMEBAETCS MPOLIECC, B KOTOPOM JIBE YYACTBYIOUIUE CTO-
POHBI BEeyT OOPHOY 32 CBOM UHTEPECHI.

Hcnonbs30BaHWe TEOPUHM UTP MOMOTAeT JHIY, MPUHUMAIOLIEMY pe-
HI€HUE, MOJONTH K HeMy Oojee 0O0OCHOBAaHHO M MOCIEAOBATENbHO, MPO-
BECTH KPUTHYECKHUI aHAIU3 U HA €r0 OCHOBE OIPEIEIUTh COOTBETCTBYIO-
LIy CTPATETHIO NOBEAEHUS. B oTiMure 0T MHOTHX MaTEMAaTUYECKUX TEO-
Ui, TTOPOXKIECHHBIX Pa3IMYHBIMM TMpoOieMaMu U3 o0jlacTh (HU3KKHU, TE€O-
pus Urp BO3HUKIA U3 Heusnueckux 3amad. OHa Hayajmach C aHalu3a ca-
JIOHHBIX, CIIOPTUBHBIX, KAPTOUHBIX U JApyrux urp. Cuurtaercs, 4To NepPBO-
OTKPBIBATEJb TEOPUU UTP, BBIAAOIIMANCA aMEPUKAHCKUN MaTeMaTuk J[»KoH
¢bon Heliman copmynupoBan OCHOBHBIE TMOJIOKEHUSI TaHHOW HAayKu, Ha-
0JIr0/1as1 32 UTPOM B TIOKEP.

B Hacrosiiiee Bpemsi TeOpusi UTP pa3BUIIACh B CAMOCTOSITENIBHYIO 00-
JacTh MaTeMaTUKU U IIUPOKO HCIOIB3YETCS B DKOHOMHKE, OusHece, u-
HAHCAX, CEIIbCKOM XO3MCTBE, BOCHHOM J€JI€, [ICUXO0JOruU, TOMOTrasi pu-
HUMATh ONTHUMAJIbHBIE ICUCTBUS MIPU PEIICHUH CIOKHBIX TTPOOIIEM.

Bbonee Toro, kak ObUIO YIOMSIHYTO BBIIIE, JAHHYIO HayKy UCIOJb3Y-
10T JJis TOro, YTOObI MCCIAEA0BaTh OAHO M3 CaMbIX BOJIIEOHBIX, BOJIHYIO-
X YYyBCTB, KOTOPOE TOJbKO MOKET HCIBITATh YEJIOBEK, — JIF0OOBb. Tak, B
2012 rony HoOGeneBckast npeMust 1o 3KOHOMHKE Obliia MPUCYKJIEHA DIIBU-
vy Pory u Jlnoiigy lllernm 3a «Teoputo CTaOWMIBLHOTO pachpeneiieHus U
MPAKTUYECKOE MPUMEHEHUE PHIHOYHBIX MOJENEN», B YaCTHOCTH, MPEIIIO-
KEHHOMY UMHU aJTOPUTMY YCTOMYMBBIX OpakoB, KOTOpoMy U OyIeT To-
CBsIIICHA JJaHHas padoTa.

Hcropust Teopuu 00BM B TEOPUM UTP Hayajach €UIe 3aJ0Jr0 [0
2012 roma. B 1962 rony B xypuane American Mathematical Monthly 6s11a
onybnukoBana pabora College admissions and the stability of marriage
(mocTymiieHue B KOJUIEIK U CTAaOMIBHOCTh OpakoB) MareMaTHUKOB [leBua
['eiina u3 YuuBepcutera bpayna u Jlnowpa e w3 [IpuHcToHCKOTO
yHUBEpcUTEeTa. JTa paboTa OTHOCUIIACH K TEOPUH KOATULIMOHHBIX (Koome-
PATUBHBIX) UT'P, KOTOPHIE XapaKTEPU3YIOTCSI TEM, UTO UX YYACTHUKU MOTYT
00BEIMHATH CBOW YCWINSI U COTPYIHUYATD, MTOTyUasi OOJIBIIHI 110 CpaBHE-
HUIO C PaBHOBECHBIM BBIMTPHILI. 3ajauda, KOTOPYIO paccMaTpuBaliu yde-
HbI€, M03KE MOJTYy4YnsIa Ha3BaHUE 33J1a4u O MapbsiKe.

175



B pmanHOM Mozenu paccMaTpuBarOTCA IBa TUIA YYACTHUKOB: MYXKYH-
HbI ¥ KEHIIUHBI. B 3aBUCMMOCTH OT JMYHBIX MPEANOUYTECHUN Kaxaasi KeH-
[IMHA PAaHXUPYET MYKUUH B MOPsiIKE YObIBAaHUSI CBOEH CHUMIIATHH, a KaX-
JIBIA MY>KYMHA PAHXKUPYET >KeHIIMH. OCHOBHOM BOIIPOC UCCIIEIOBAHUS 3BY-
YUT TaK: BO3MOXKHO JIM MPU JAaHHOW CUTyaluu cHOpMHUpPOBATH CTAOUIIBLHBIC
napbl? Crenyer OTMETUTD, YTO Tapa CUUTAETCS HECTAOWIIHLHOM, €CIU CyIIle-
CTBYIOT MY>XYMHA U XKEHIIMHA, KOTOPbIC HE SBIISIIOTCSI CYNPYTaMH, OJTHAKO
MPEANOYNUTAIOT CBOETO MOTEHIIMAIBLHOTO TApTHEPA JIPYT JAPYTY.

Htak, nyctb M = {my, ..., mn} — myxuunasl u W = {wy, ..., Wp}—
’KEHIIIMHBI — 3TO JIBA KOHEYHBIX HEMEPECEKAIOIMNXCI MHOKECTBA UTPOKOB.
Kak Ob1710 0OTMEUEHO paHee, y KaKI0Tr0 MY>KUYMHBI €CTh MPEANOUYTEHUS Ha
MHOECTBE XKEHIIUH W HaoOopoT. [IpencTtaBuMm mOpenrnoyTeHus: MyK4u-
HBbI M; B BUJE YHOpsiaoYeHHOro cnucka P(m;) snementoB mMHoxectBa W D
{mi}, a npeamoyTeHUs KEHIIMH W; B BHJIE YHOPSIOYCHHOTO CIMcKa P(W;)
sneMeHTOB MHoxecTtBa MD {w;}, mpenmomaras, 4to Bce MpPEANOYTCHUSA
crporue. Torma, Hampumep, 3amuch P(M,) = W;WsWs...W3 3HAUUT, YTO
MY>KUYUHE M, OOJIbIIIE BCETO HPABUTCS >KCHIINMHA Wi, 3aTeM Ws, a >KCHIIH-
Ha W3 HDaBUTCS €MY MEHBIIE BCETO.

Brenewm emie oqHo o6o3HaueHune P, koTopoe OyeT npeacTaBisTh CO-
Ooii HaOOp MPEANOYTCHUH BCEX MIPOKOB, TO ecTh P= {P(m;), P(m,), ...,
P(mn), P(wy), P(Wy),..., P(Wy)}. CienoBarenbHo, MOKHO CZCNIATh BBIBOJI,
YTO JIJIi TOTO, 4TOOBI 3a7aTh MOJIEIb Maphska, HEOOXOJAUMO BBECTH JIBA
MHOkecTBa urpokoB M u W u nabop npeanourenuii P.

PacnpenenenneM uim pa3MenIeHHEM IO MapaM i Ha3bIBA€TCsl B3aWM-
HO OJIHO3HA4YHOE oToOpakeHne MHoxkecTBa MD W Ha cebst, koTopoe o0na-
JaeT HEKOTOpbIMU cBoiicTBamMu. Bo-mepswix, u(m;) € WD {mi} u u(wj)
€ M o {w;}, 9TO 3HAUYHT, YTO y KAXKJOTO MY>KUMHBI WIH >KCHIIUHBI €CTh
napa NpOTHBOIOJIOKHOIO TOJa WK OH (OHA) OCTaeTCsl XOJOCThIM (He3a-
My>kHel). Bo-BTopsIX, ecim u(m;) = W;, TO f(wj) = Mi, TO €CTb €CIH MYX-
4MHA M; COCTOUT B Nape C JKEHIIMHOMN Wj, TO U >KEHIIMHA Wj COCTOUT B Iape
C MY>KYHHOMN M.

IIpuBenemM KOHKPETHBINW IPUMEDP, HATJISIAHO IEMOHCTPUPYIOLINN, KaK
MPOUCXOAUT PACIpPECIICHUE Ha CTAOMWIBHBIC MAaphl COTJIACHO OMHCAaHHOMY
anroputMy. JlJist IpoCTOTHl BO3bMEM PABHOE KOJUYECTBO MYXYUH U KEH-
uH n=m=4. OnpeaeaumM HaOOp NPEANOUYTECHUN BCEX UTPOKOB:

P (ml) = W1, W3, Wy, W

P(mMy) = W1, Wa, W3, Wy

P (M3) = W3, Wy, Wys, Wy

P (M4) = Wy, Wa, Wy, W3P (W1) = My, M3, My, My

P(W2) = mg, Ms, My, M3
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P (W3) = m41 m31 m21 ml

P (W4) = m21 m11 m41 m3

TOF,Z[a MaTpuga Hpe,Z[HOIITeHI/IIZ L JaHHOI'O ClIydasd 6y,HeT NUMCTH
BUJI:.

Wy W, W3 W,
m; 1,1 4,1 2,4 3,2
my 1,4 4,3 3,3 2,1
ms 4,2 2,4 1,2 3,4
my 3,3 1,2 4,1 2,3

IlepBasg mudpa B Kaxa0i nape uudp, NpeCTaBICHHBIX B MaTpPHUIIE,
COOTBETCTBYET MECTY JKECHIIUHBI, KOTOPOE OHA 3aHUMAET B MPEANIOYTEHUAX
MY>KUMHBI, @ BTOpas LU(]pa, COOTBETCTBEHHO, MECTY MYXYHHBI B Ipei-
NOYTEHUAX XKEHIIMHbI. Hampumep, i1 My>XKUMHBI M; HauboJee Mpeanoy-
TUTEJIBHOW SIBIIACTCS JKECHIIMHA Wq, 3aTe€M W3, 3aT€M W4 U HaKOHEL Wy, 4TO
COOTBETCTBYET HAOOPY MPEANOYTEHUMN, YKa3aHHBIX JUIsl HETO B YCIOBUAX
3a1a4u.

Ha nepBoM 3Tane kaxaplii My>KUrHa JIeJIaeT NpeAyioxKeHne Hauooee
IPEANIOYUTAEMON JKEHIIMHE, a KaXJas KCHIIMHA IIPUHUMAET IpPEeaioxKe-
HHUE CaMOro IPEANOYUTAEMOr0 MYXYUHBL. Tak, m; JejlaeT IpeaioxkKe-
HHE Wy, My — TOKE Wy, M3 — W3, a My — W,. Kak MBI BUIUM U3 MaTpuIlbl, M;
TaKKe SIBJISIETCSl HauboJee MpeAnoYTUTEIbHBIM AJi1 W1, IIO3TOMY OHA MpH-
MET €ro MPEIJIOKEHUE, U OTKAXKET My. Wo ¥ W3TaK)Ke NMPUMYT IPEIIOKE-
HUS My ¥ M3, HECMOTPs HA TO, YTO JAHHBIE MYXXYUHBI HE SABIAIOTCS IJIS
HUX HauOoJjee MPeArnoYTUTENbHBIMU, TaK Kak OOJbIle MPEII0KEHUN UM
He noctynuiio. OgHako B OTIIMYME OT Wi, Wy M W3 CKaXyT HE PaJOCTHOE U
YBEPEHHOE «J1a», & KOKETIMBO WJIH YHBUIO TPOU3HECYT — «MOXKET OBITHY.

Wi Wy W3 A
my 1,1 4,1 2,4 3,2
m, 1,4 4,3 3,3 2,1
ms 4,2 2,4 1,2 3,4
my 3,3 1,2 4,1 2,3
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Takum oO6pa3zoM, Mo pe3ysbTaTaM NEPBOrO ITara Mbl UMEEM TPH CTa-
OWIbHBIE Maphl, OJHA U3 KOTOPHIX, @ UMEHHO MU W1, yKe TOYHO cPopMu-
poBaHa.

Ha BTOpOM 53Tame KaxIplii OTBEPrHYTHIM MY>KYMHA CHOBA JEJIAET
MPEIOKEHUE, HO YXKE JKEHIIHMHE, KOTOpas CTOUT CIEAYIolas B €ro CIiu-
cke. Kaxnass eHIIWHA, B CBOIO OYEPEAb, CPABHUBAET HOBBIE MOCTYIMB-
1iee NPEMJIOKEHHE CO CTapbIMU M OTBEpPraeT BCE U3 HUX, KPOME CaMOIo
MPEIMOYTUTEIBHOTO.

B HameMm nprumepe OTBEPrHyThIM OKA3aJICS TOJIBKO MYKYUHA My, KO-
TOPBIN B 3TOT pa3 AENaeT MPEIoKEeHUE KeHInHe Wy. Kak Mbl BUAUM 13
MaTpUIlbl, Ha TPEAbIAYyIeM 3Tare W, BooOIlle HE MOCTYNUJIO HU OJHOTO
MPEAIOKEHUSI, TTOITOMY OHa MNPUHUMAET MpPEasioKeHHe M, 0e3 BCAKUX
CPaBHEHUM, @ My HE Pa3PyILIAET HUA OJIHY U3 CIIOKUBIIMXCS paHee Imap.

W W, W3 W,
m; 1,1 4,1 2,4 3,2
m; 1,4 4,3 3,3 2,1
ms 4,2 2,4 1,2 3,4
my 3,3 1,2 4,1 2,3

B pesynprare MBI MMeeM 4YeThIpe CTAaOWIBHBIC IMaphbl, TaK KaK HE
BCTPEUAIOTCS JIBA YEJTOBEKA M3 Pa3HBIX Map, KOTOPHIE 000IOIHO XOTEITH OBl
O6pa3OBaTI) CON03, @ UMCHHO M1 U W1, My U Wy, M3 1 W3 1 My 1 Wo. Onmnako
JTAHHOE pacIpeIesICHUe MPEANOUYTHTEIbHEE ¢ TOUKH 3PCHHUS MYXYUH, TaK
KaK OHH JICJIAl0T MPEIOKCHUE TIepBBIMH. MHTEpEeCHO MOCMOTpEeTh, KaKoe
OyneT cTabuiIbHOE pachpee/ieHne B HaIlleM MpUMepe, €CIM TEePBhIA Imar
OyIlyT JenaTh *KEHIUHBI.

MBI UMeeM Bce Ty JK€ 3HAaKOMYK) HAaM MAaTpHUIly MPEANOYTCHHH,
TOJIBKO Ha IEPBOM 3Tale MPEIJIOKCHHS YK€ JIeNaloT He MYXKYHHBI, a
YKEHIIUHBI, PYKOBOJICTBYSICh CBOUMH IIPEATOYTCHUSIMM:

Wy W, W3 W,
m; 1,1 4,1 2,4 3,2
m; 1,4 4,3 3,3 2,1
ms 4,2 2,4 1,2 3,4
my 3,3 1,2 4,1 2,3
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Tak, Wy 1eaer mnpemoKeHue My, Wo —  TOKE My, W3 — My U HAKO-
Hel Wy —M,. [lo yke 3HakoMOMy Ham airopuTMy M; BelOMpaer Wi U OT-
Bepraet Wy, Tak KaK Wi SIBJISIETCS U1 HETO CAMBIM IIPEANIOYTUTEIBHBIM Ba-
pUAHTOM; My U M, MPUHUMAIOT MPEMJIOKEHUSA, OTBEYAass HA HUX HE OJHO-
3HaYHOE «J1a», & KMOYKET OBITHY.

Wy W, W3 W,
m; 1,1 4,1 2,4 3,2
my 1,4 4,3 3,3 2,1
ms 4,2 2,4 1,2 3,4
my 3,3 1,2 4,1 2,3

Takum oOpa3oM, KaKk U B MEPBOM Clly4ae, Mbl UMEEM OJHY TOYHO
CIIOXKUBILIYIOCS CTaOMJIBHYIO Mapy — Mj; U Wj, YTO HEYAUBUTEIBHO, BEJb
OHM 3aHHMMAIOT IIEPBOE MECTO B CIIMCKE MPEAIIOYTEHUIN Apyr y Apyra. Tak-
K€ MBI IIOJIy4aeM JIBE Iapbl, KOTOPBIE MOTYT PACIACTBCS B MOCIEAYHOLIUX
JTanax.

Wtak, Ha BTOPOM 3Tare OTBEprHyTas U ocTaBLiasicsi 0e3 mapsl W, jie-
JaeT MpeAJIOKEHUE CAEAYIOIIEMY IO CIUCKY CBOMX MPEANOYTEHUN KaHIu-
naTy, To ecTb My. Temeps My UMeEET ABa MPEIJIOKEHHUS — OT Wp U OT Ws.
Boibupas ana cebs Haubosiee MpeANOYTUTENbHBIA BapuaHT, OH OTBEpra-
€T W3 1l TOBOPHUT «MOKET OBITH» W5,

Wi Wy W3 A
mp 1,1 4,1 2,4 3,2
m, 1,4 4,3 3,3 2,1
ms 4,2 2,4 1,2 3,4
my 3,3 1,2 4,1 2,3

Ha tperpem 3Tame orBeprayrtas Ws JelaeT NPeIOKEHHUE M3, KOTO-
phIif HaxoauTcs Oe3 mapbl, U M3NPUHUMAET MpeiokeHue. B pesynbrare
MBI TOJly4aeM HaOOp CTaOMJIbHBIX Map, AHATIOTUYHBIA TOMY, KOTOPBIN MBI
MOJTYYHWJIIM, KOTJa IEPBBIMU MPEIIOKEHNUE 1€ MYKUUHBI.
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Wi W W3 Wy
my 1,1 4,1 2,4 3,2
m; 1,4 4,3 3,3 2,1
ms 4,2 2,4 1,2 3,4
my 3,3 1,2 4,1 2,3

HecMoTpsi Ha mMoOJy4YeHHBINH pe3ysbTar, OMMOOYHO MpEeArnosararh,
4YTO CTaOMJIbHBIE pacCIpeesiCHHs], MOJyUYeHHbIE TIPU Cllydyae, Korja MyxK-
YUHBI JIETAI0T MPEI0KEHUS MIEPBbIMU, U CTAOUIIbHBIE paclpenesieHus, Ko-
r/1a TEPBbIMA 1Iar AeJaroT KEHIIUHBI, BCErga coBnagaroTr. To, 4To B HaleM
npuMepe MOJIyYeHHbIE Mapbl COBIAJIM, TOBOPUT JIUIIL O TOM, YTO JaHHOE
pacripe/ieyieHue SIBISCTCS eOUHCMBEHHBIM cmaduibHbiM. TOIBKO B 3TOM
clly4yae BbIrojla 00€MX CTOPOH HE MEHSIETCA B 3aBUCHUMOCTH OT TOTO, KTO
JieaeT npeaoxenue. Ecin ke KoJMYecTBO CTaOMIIbHBIX paclpeeieHHi
00JIbIlI€ OJJHOTO, TO Ta CTOPOHA, KOTOPAsl A€NaeT MEPBBIM I1ar, OKa3bIBaeT-
Csl B HauOOJIbIIIEM BBIUTPHIIIIE.

Takum oOpazoMm, ¢ momoristo anroputma I'eitna — lllern necTBu-
TEJIbHO MOXHO 00pa3oBaTh HEMYCTOE MHOXECTBO CTaOWJIBHBIX pacrpeze-
JICHUH 1O Mapam, MPUAEPKUBASICh ONPEIEIICHHBIX 3TAIOB:

Oman 1. Kaxaplii X0JIOCTONM My»XYUHA JeJaeT MpeaJIoKeHe Hauoo-
Jiee MPUBJIEKATEIbHON NIl HETO KEHIIMHE JU00 BBIXOAUT U3 UTPBI, €CIH
OJIMHOYECTBO JJISI HErO MPEANOYTUTEIbHEE. 3aTEM KaxJasl *EHIMHA pac-
CMaTpPUBAET BCE MOCTYNUBIINE MPEIOKEHUS U CAMOMY TOCTOMHOMY KaH-
TUAaTy TOBOPUT «MOXKET OBITh», @ BCEX OCTaJbHBIX OTBepraer. JKeHinHa
TaKXe€ MOXET MPENOYeCTh OJJMHOYECTBO JIyUIIEMY KaHAUIATy U CKa3aTh
eMy «HET». Eciii KEHIMHE HE CAeNIAIN MPEMIOKEHNUE, €M OCTAETCS TOJIb-
KO XJaTh.

Oman 2. KaxXapli OTBEPTHYTHIA MY)KYMHA BHOBb JENAET MPEIIIONKE-
HUE, HO YK€ CIIEAYIOIIEH MO CHMCKY €ro MpEeArnoYTeHUH >KEHIIUHE, TOoce
Yero KakJas >KeHIIMHA CPAaBHUBAET HOBOE M CTAPOE MPEJIOKEHHUE U BHIOU-
paet n7s cebst 01HO HanboJiee MPUBIIEKATENILHOE, a OCTAJIbHBIE OTBEPraeT.

Tak, sTam 3a 3TarnoM, OTBEPTHYTbIE MY>KUHHBI JI€TAI0T MPEII0KEHUS
KEHIIMHAM, JIBUTasCh MO CBOMM CIHCKaM MIPEANOYTEHUN. AJITOpUTM 3a-
BepuIaeTcs, Koja OOJbllie HET MYKYMH, JKEJAIIIUX CAENaTh MpeaioxKe-
Hue. B pe3ynbrare Bce «IIOMOJIBICHHBIE Mapbl» CXOIATCS, a BCE, KTO OC-
Tajcs 0e3 maphbl, €CIu TaKue UMEIOTCS, OCTAIOTCS OJAMHOKHUMHU.

CaMo0 MCroJIb30BaHHWE MAaTEMAaTUYECKUX METOJOB B TaKHUX 00IacTsIX
KaK JI000Bb, MEAUIIMHA U 00pa30BaHUE, YK€ TOBOPHUT O BEIMKUX BO3MOXK-
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HOCTSIX, KOTOPBIE OTKPBIBACT Iepej] YICHBIMU U WCCIEAOBATEIISIMU TaKas
HayKa, KaKk Teopus urp. Bo3mMokHO, HACTYmHUT BpeMs, KOTJa I JIFOJIeH
yXe He OyJeT YJIHUBHUTEIbHBIM TO, YTO C MOMOIIBI0 MAaTEMAaTUKH MOKHO
HAWTH HACTOSIIYIO JIIOOOBB WM CIIACTH JKU3Hb OJIM3KOTO YelloBeKa.

MBI NOHMMAEM, YTO aJITOPUTM, MPOAHATIM3UPOBAHHBI ABTOPOM JAHHOU
paboThI, IEHCTBUTETHLHO (PPEKTUBEH 1 MOMOTAET CO3/1aBaTh CTAOMIILHBIC T1a-
pbl. KT0-TO MOXeET cka3arh, 4TO Taphl, OTYYCHHBIC IIPH UCIIOIH30BAHNUM JTaH-
HOTO aJTOPUTMa, MOKHO HAa3BaTh JIMIIL CTAOWMIBHBIMH, HO HECUACTIIUBBIMHU,
TaK Kak JIIOJW B Mape MOTYT HE SIBISATHCS APYT Ui Apyra HanboJsee >KelaH-
HbIMU U TpUBJeKaTeabHbIMU. OIHAKO, BAXKHO MOMHHUTH, YTO CIIy4dai, KOTJa
KCHIIIMHA ¥ MYXYMHA B Mape He SBJISAIOTCS IPYT IS Apyra caMmbIMU TIPETIo-
YUTAEMbIMHU, BO3HHUKAET TOJIKO TOT/Ia, KOr/ia HanOoJiee jKelaeMblii BapHaHT,
yBBI, IMEET 00JIee CHIIbHBIC YyBCTBA K Pyromy o0BeKTy. B 3TOM-TO U cocTo-
UT BCsI CJIOKHOCTD JIFOOBH, €€ TPUPO/Ia U OCOOEHHOCTb, IMOITOMY JIaXKe TaKOM
Cephe3HOM HayKH, KaK MaTeMaTHKa, He TI0J] CHITY PEIIUTh 3Ty MPOoOJIeMy, BEIb,
KaK TOBOPSAT B HApOJIe, — HACKJILHO MIJT HE OY/ICIIIb.

bonee Toro, cam MexaHu3M BbBIOOpa TapTHEpa OCHOBBIBACTCA Ha
JUYHBIX MPEAMOYTCHHUSIX KaXKIOrO OTIEIBHO B3ATOrO YEJIOBEKA, MOATOMY
CKa3aTh, 4TO JIIOJY B Mape HE UCIBITHIBAIOT K APYT IPYTy CUMIIATHIO, OBLIO
Obl coBceM HempaBMWIbHBIM. CTaOMIBHOCTH ke, KOTOPYH OOecredruBaeT
JAHHOE pacripesiesieHne, JeHCTBUTEILHO MPUBOJIUT K KPETKUM M CYACTIIH-
BBIM OTHOIIICHHUSIM.

3aBepias JaHHYI0 pa0doTy, XOTEJI0Ch Obl OTMETUTh, YTO MPABUIILHBIN
BBIOOp CIYTHHKA JKW3HU KpaiHE Ba)KCH, HO HE MEHEE BAXKHO HE OIIMOUTH-
Csl B CBOEM BBIOOpE, TaK Kak IepBasi JIFoOOBh OBIBAET TOJBKO OJIMH Pas.

Ucrounuk: https://www.scienceforum.ru/2016/1369/16920

17. In a week back-translate your text and compare the result with the
original text. Analyze and explain the discrepancies.

18. Look at the demonstration of the Gale-Shapley algorithm on
http://sephlietz.com/gale-shapley/

19. What are the key concepts and tasks of game theory? Use Investopedia
https://www.investopedia.com/terms/g/gametheory.asp) to find the answer.

20. Take advantage of tutorial on game theory and Nash equilibrium on
https://www.khanacademy.org/economics-finance-
domain/microeconomics/nash-equilibrium-tutorial.

21. There are free online courses on game theory on
https://www.coursera.org/learn/game-theory-1, which you can pass.
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22. Watch Yale professor’s lectures on game theory on
https://www.youtube.com/watch?v=nM3rTU927i0. Make a glossary of
terms. (full course by Ben Polak is on https://oyc.yale.edu/economics/econ-
159)

UNIT 11. INTERNATIONAL TRADE
AND ECONOMIC GEOGRAPHY

Warming-up activity

Explain the meaning of the following expressions in English and give their
Russian variants:

well-established, self-evident, stringent and cohesive theory, theoretical
foundation, particularly noteworthy, megacities, trade patterns, abundant
supply, scarcity of capital, economy of scale, flock to cities, depopulated
rural areas, extensive reorientation.

Tasks

1. What does economic geography study? Look at https://en.wikipedia.org/
wiki/Economic_geography and give your own examples of applicability of
economic geography

2. What are the benefits of international trade? Look at
https://www.investopedia.com/articles/03/112503.asp and comment on
globalization, free trade vs. protectionism.

3. How does international trade affect US economy? Try to guess and then
find the answers in the article: https://www.thebalance.com/international-
trade-pros-cons-effect-on-economy-3305579

4. Try yourself at quiz to know more about international trade:
https://www.proprofs.com/quiz-school/topic/international-trade

5. Skim the article “International Trade and Economic Geography”. What
Is its main idea?

6. Give the digest of the article both in English and Russian.
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THE PRIZE IN ECONOMIC SCIENCES 2008:THE LAUREATE
PAUL KRUGMAN

Woodrow Wilson School of Public and International Affairs, Princeton
University

Princeton, NJ 08544-1013, USA
wws.princeton.edu/people/display_person.xml?netid=pkrugman&

US citizen, born 1953 in New York, NY, USA. Ph.D. 1977 from Massa-
chusetts Institute of Technology, Cambridge,

MA, USA. Since 2000, Professor of Economics and International Affairs
at Princeton University, NJ, USA.

This year’s Laureate i1s awarded the Prize for his research on international
trade and economic geography.

By having shown the effects of economies of scale on trade patterns and on
the location of economic activity, his ideas have given rise to an extensive
reorientation of the research on these issues.

International trade and economic geography

How are we affected by globalization? What are the effects of free trade?
Why do increasing numbers of people flock to large cities, while rural are-
as become depopulated?

These questions cannot be answered without a theoretical foundation. For a
long time, the analysis of foreign trade had been based on a well-
established theory which explained why some countries export certain
goods and import others. After World War Il, however, it became increas-
ingly obvious that important trade patterns did not quite correspond with
that theory. In 1979, the US economist Paul Krugman proposed a new
model which provided a better explanation for the observed patterns.

In later research, Krugman has shown that the model he initially developed
for international trade could also be used to clarify key issues in economic
geography. In the context of both foreign trade and economic geography,
the objective is to explain what goods are produced where. Theories of
economic geography also attempt to specify the forces whereby labour and
capital become located in certain places and not others.
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Traditional foreign trade

In the early 1800s, the English economist David Ricardo launched the the-
ory of so called comparative advantage to explain the range and composi-
tion of international trade.

This theory, which was extended during the 1920s and 1930s by the Swe-
dish economists Eli Heckscher and Bertil Ohlin, implies that foreign trade
is based on differences among countries. Ricardo studied countries which
differ in terms of technology. Heckscher-Ohlin considered countries which
differ in terms of access to factors of production; some countries have a
relatively abundant supply of labour but a scarcity of capital, whereas the
opposite prevails in other countries. The result is that some countries
should specialize in and export, for example, industrial products and im-
port agricultural products — and vice versa.

Since its inception, this theory seemed capable of explaining the vast ma-
jority of international trade. Over the last half century, however, research-
ers observed increasingly large deviations from the trade patterns predicted
by Ricardo and Heckscher-Ohlin. So-called intra-industry trade has ex-
panded, in particular between rich countries. Such trade implies that a
country both exports and imports more or less the same goods. A country
such as Sweden, for example, exports and imports cars. This would not be
compatible with the theory of comparative advantage unless the production
of Volvo cars required a wholly unique technology, or a completely differ-
ent combination of labour and capital than, for instance, production of
BMW cars. But this appears highly unlikely.

Almost 30 years ago, Krugman introduced an entirely new theory of inter-
national trade. It was intended to explain the occurrence of intra-industry
trade and was based on an assumption of economies of scale whereby mass
production diminishes the cost per unit produced. The basic idea is rather
self-evident, but the step from speculation to a stringent and cohesive theo-
ry is substantial — and this was precisely the step Krugman took in his
short, 10-page article in the Journal of International Economics in 1979.

Consumers appreciate diversity

In addition to economies of scale in production, Krugman’s new theory
was based on an assumption that consumers appreciate diversity in their
consumption. At the time, this was a rather new concept in economics, but
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it appeared to correspond to reality. Indeed, most of us have witnessed
greater diversity in the supply of available commodities. As consumers, we
are constantly tempted by a growing number of brands, even though we
might sense that a standard car, a standard pair of jeans or standard tooth-
paste would suffice. After our basic needs for food and housing have been
satisfied, it seems as if we opt for diversity and variation in our consump-
tion. Two years earlier, in 1977, Avinash Dixit and Joseph Stiglitz had
published a model for analyzing consumers’ preferences for product diver-
sity. According to this model, each producer, working under increasing re-
turns to scale, becomes more or less a monopolist in terms of his own
brand, even though he is subject to sharp competition from other brands.

Such a model can be used to show that foreign trade will arise not only be-
tween countries which are different (as in the traditional theory), but also
between countries which are identical in terms of access to technology and
factor endowments. Moreover, it can be demonstrated that extensive intra-
industry trade will occur. In fact, it becomes advantageous for a country to
specialize in manufacturing a specific car, and to produce it for the world
market, while another country specializes in a different brand of car. This
allows each country to take effective advantage of economies of scale,
thereby implying that consumers worldwide will benefit from greater wel-
fare due to lower prices and greater product diversity, as compared to a sit-
uation where each country produces solely for its own domestic market,
without international trade.

Krugman’s initial article is brief and straightforward. Owing to its sim-
plicity, the international research community could quickly ascertain that it
pointed to vital mechanisms in the economy. In many subsequent articles
and books, Krugman himself, as well as other researchers, have endowed
the theory with greater realism. Today, the general view is that the basic
mechanisms specified by Krugman constitute an important complement to
the traditional Heckscher-Ohlin theory. The truth, as in so many other in-
stances, is that reality encompasses features of both theories. This has re-
sulted in lively empirical research aimed at determining the extent to which
foreign trade can be explained by the earlier theories as compared to the
new theory. In general, the new theory of international trade has inspired
an enormous field of research, which is usually a reliable indication of the-
oretical quality.
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Economic geography

Economic geography deals not only with what goods are produced where,
but also with the distribution of capital and labour over countries and re-
gions. The approach Krugman used in his foreign trade theory — the as-
sumption of economies of scale in production and a preference for diversi-
ty in consumption — was also found to be appropriate for analyzing geo-
graphical issues. This allowed Krugman to integrate two disparate fields in
a cohesive model.

The embryo of the theory which would come to be called the “new eco-
nomic geography” had already appeared in Krugman’s 1979 article. In the
final pages, he asks what would happen if foreign trade became impossi-
ble, for instance due to excessively high transport costs or other obstacles.
His line of reasoning is as follows. If two countries are exactly alike, then
welfare will be the same in both countries. But if the countries are alike in
all respects except that one of them has a slightly larger population than the
other, then the real wages of labour will be somewhat higher in the country
with more inhabitants. The reason is that firms in the more highly populat-
ed country can make better use of economies of scale, which implies lower
prices to consumers and/or greater diversity in the supply of goods. This, in
turn, enhances the welfare of consumers. As a result, labour, i.e., consum-
ers, will tend to move to the country with more inhabitants, thereby in-
creasing its population. Real wages and the supply of goods will then con-
tinue to increase even more in that country, thereby giving rise to further
migration, and so on.

Twelve years would pass, however, before Krugman reconsidered these
ideas. In an article published in 1991, he developed these concepts into a
comprehensive theory of location of labour and firms. Here, he assumes
that although trade is possible, it is obstructed due to transport costs. Oth-
erwise, labour is free to move to the country or region which can offer the
highest welfare, in terms of real wages and diversity of goods. Firms’ loca-
tion decisions imply a trade-off between utilizing economies of scale and
saving on transport costs.

Concentration or decentralization?

The above considerations evolved into the so-called core-periphery model,
which shows that the relation between economies of scale and transport
costs can result in either concentration or decentralization of communities.
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Under certain conditions, the forces which contribute to concentration will
dominate. Regional imbalances arise and most of the population will be
concentrated in a high-technology core, whereas a small minority will in-
habit the periphery and live off agriculture. Such a mechanism could un-
derlie the explosive urbanization witnessed today throughout the world,
with rapidly growing megacities surrounded by increasingly depopulated
rural areas. This is not necessarily the only possibility, however. Under dif-
ferent conditions, the forces which give rise to decentralization will domi-
nate. This promotes somewhat more balanced development. Krugman’s
model can be used to account for the mechanisms at work in both direc-
tions. For example, his model indicates that declining transport costs easily
generate concentration and urbanization — which seems particularly note-
worthy since transport costs have exhibited a declining trend throughout
the twentieth century.

Other endeavors

In addition to his scientific research, Paul Krugman is highly appreciated
by his students as a pedagogical lecturer and author of textbooks. In wider
circles, he is better known as a lively blogger and spirited columnist in the
New York Times.

LINKS AND FURTHER READING

More information about this year’s prizes, including a scientific back-
ground article, is to be found at the Royal Swedish Academy of Sciences’
website, www.kva.se, and at http://nobelprize.org. You can also see the
press conference there as web-TV. Further information about exhibitions
and activities concerning the Nobel Prizes is available at
www.nobelmuseum.se.

Selected Scientific Articles

Krugman, P (1979) Increasing Returns, Monopolistic Competition, and In-
ternational Trade, Journal of International Economics 9: 469-479.

Krugman, P (1980) Scale Economies, Product Differentiation, and the Pat-
tern of Trade, American Economic Review 70: 950-959.

Krugman, P (1991) Increasing Returns and Economic Geography, Journal
of Political Economy 99: 483-499.
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Popular Science literature

Krugman, P (2000) Geography and Trade, MIT Press, Cambridge, MA. 85
Pp.

Krugman, P & Obstfeld M (2009) International Economics: theory and
policy, 8th edition, Pearson. Ch 6-7, 712 pp.

Source: https://www.nobelprize.org/nobel_prizes/economic-
sciences/laureates/2008/popular-economicsciences2008.pdf

7. What is the essence of Krugman’s model?

8. Read about interesting facts on Nobel prizes in economic sciences on
https://www.nobelprize.org/nobel_prizes/facts/economic-sciences/
index.html. What are the most recent impressive achievements and discov-
eries?

9. Insert the following words from the text in the gaps.

periphery declining tempted clarify

contribute to explosive accounts for throughout
populated excessively complement to trade-off

1. Several security gates will be placed around the of the
new military base.
2. An example of a iIs when you have to put up with a half
hour commute in order to make more money.

3. 1 was - to comment, but refrained and kept my conver-
sation all business.
4. Fearing her husband’s personality, the wife tried to
speak softly and avoid any topics that would infuriate him.

5. Posters of teen pop stars her cousin's wall.

6. Music and art can greatly the enjoyment of life.

7. The climate of the district is liable to extremes, being very cold in the
winter and hot in the summer.
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8. In the five years 1881-1888 the rate was 8 08 marriages (16.1 persons)
per thousand of the population, to 6.51 in 1891-1895; in
recent years there has been a considerable improvement, and the Australian
marriage rate may be quoted as ranging between 6.75 and 7.25.

9. When he was nearly forty years of age he went through a varied course

of study and experiment, in order to enlarge and his view
of things.

10. Social security about a third of total public spending.
11. As husband and wife, they are a each other.

12. There was no sound to be heard anywhere the country.
10. Form the word partnerships. Then discover them in the above text.
comparative the welfare

intra noteworthy

enhance advantage

rapidly endowment

particularly industry

factor competition

product growing

sharp diversity

11. Look at the interactive map of the flow of international trade:
http://www.visualcapitalist.com/interactive-mapping-flow-international-
trade/ Find out some data on international trade and organize them in your
own interactive map created on the platform https://maphub.net/ or one
from this list: https://www.hongkiat.com/blog/map-tools/

12. Look at http://www.visualcapitalist.com/visual-capitalist-top-infogra
phics-0f-2016/. Do the research and create your own selection of best
infographics-2017.

13. Revise the key concepts of economic geography watching this video:
https://www.youtube.com/watch?v=zytkuO1NwnM
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14. Look for the English equivalents of the following terms:

TaMO>KEHHBIE COOpBI, IIEHbl HA KOMIUICKTYIOIINE, KOHEUHBIH MPOJYKT, ar-
perupyromuii  HakTop, (HUKCUPOBAHHBIC W3ACPKKH, OJMHAKOBAsl 3Jjac-
TUYHOCTb, MIPU MPOYUX PABHBIX YCIOBUSX, MPEACIbHBIA BBITYCK, HEMO-
OwibHBIE (haKTOPBI MPOU3BOJCTBA, OUPYypKaAIIMOHHAS JUarpamMmMma.

15. Prepare a presentation about other geographies: human, cultural,
feminist, migration, political, etc. Read more on https://researchguides.
dartmouth.edu/human_geography/main

Use linking words, quotes and some vivid examples.

16. Make the written translation of the following text into English.

MoaeanpoBaHue MeKIyHAPOJAHO TOPTroOBJIN
B HOBOM YJKOHOMHUYECKOH reorpaduu

B MexyHapoaHO! TOProBjie SKOHOMUCTBI, KaK MPaBUJIO, ONEpUPY-
I0T CTpaHaMu U OTpacisaMu. PaccTosHus MKy cTpaHaMu OOJBIION poin
HE UTPAIOT, TAK KAK OCHOBHBIE MU3JICP/KKU BO3HHKAIOT HA CAMOW TPAHULE U
BKJIFOYAIOT MMOMUMO TaMO>KEHHBIX COOPOB TakKe M3JEPKKHU 1Mo odopmiie-
HUIO JOKYMEHTOB, IPOCTOK TPAHCHOPTA, IOCMOTPY TOBapoB u T. . Ha-
npuMep, CTOUMOCTh JOCTaBKU | Kr rpysa c mepecedeHueM rpanuibl PO
MPUMEPHO B J[Ba pasa BBIIIE, YEM JOCTAaBKa | KI Ha Takoe ke pacCTOsTHUE
o CxaHguHaBUU.

OTKpbITHE TPaHUIBI MOXXET HE TOJBKO MOBBICUTH OJIATOCOCTOSIHUE
rpakaaH 1Mo 006€ ee CTOPOHBI, HO M CHU3UTh KOHIEHTPAIUIO JIeTTOBOM aK-
tuBHOCTU. Hampumep, B Mekcuke 1o obpa3oBaHusi 30HbI CBOOOTHOM TOP-
ropiu ¢ CIHIA Ou3zHec KOHIEHTPUPOBAICS B CTOJMIIE. Takas CUTyalus
cTaja pe3yjbTaToOM MPOTEKIIMOHUCTCKOW MOJUTUKU 3aMEIICHUS UMIIOpPTa,
KOTOPYIO TPOBOANIIO MEKCUKAHCKOE MPAaBUTEIBCTBO 10 Hadaya 1980-x rr.
Opnnako Bo BTOpoi# mosjoBuHe 1980-X rr. Hayanach pajaukaibHas Jnbdepa-
Jau3anusi TOpPTroBiW, 3aBepiuBiiascs oOpazoBannem NAFTA. Onnospe-
MEHHO MPOUCXOJUIa 3aMETHas JCLEHTPAIU3alusl MPOMBIIUICHHOCTH B
M0JIb3Y CEBEPHBIX PaloHOB cTpaHbl, rpaHndanux ¢ CIIA. OueBuaHo, 4TO
OJTHOM W3 MPUYUH CMEIICHUs TreorpaduyuecKkoro pasMerieHus: Mpeanpu-
ATUH CTaJ0 MOSABJIECHUE KPYMHOTO 3KCIOPTHOTO phIHKA Ha ceBepe. OIHaKo,
BEChbMa BEPOSITHO, YTO JCLCHTPAIM3AIIMS MPOU30Iia Obl U B OTCYTCTBHUE
CIIA. Jleno B TOM, 4YTO KOHIICHTpAIMs B PETHUOHE MOACPKUBACTCS HAJIH-
yueM Kak OOJIBIIOrO phIHKA COBITA, TaK U JICIIEBBIX KOMIUIEKTYIOIIHUX,
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MIPOU3BOAUMBIX B 3TOM e pernoHe. Kak TOJBKO TpaHUIIBI OTKPBIBAIOTCS,
JIEIIeBbIC UMIIOPTHBIE KOMITICKTYIONINE CTAHOBATCS JOCTYITHBIMH MPEXKIC
BCEr0 B TPAHCIOPTHBIX y3/1aX, a MPU HAJTUYUHU XOPOIIel HHPPACTPYKTYpPhI
BHYTPHU CTpaHbl — U MO Bced Tepputopuu. LleHTpocTpeMUTeNbHbIE CUIIbI
ocllabeBalOT, M BO3HUKAET MPOIECC ACHEHTpaAIU3aMU Mpou3BoicTBa. Ta-
KM 00pa3oM, MPOUCXOIUT HE TOJIBKO OOIIMIT POCT 0J1ar0COCTOSIHHS Tpax-
JlaH, 9TO MpeApeKaeT W KIacCHYecKas TeOpHsl MEXIyHAPOJIHONW TOPTOBIIH,
HO U CHIDKEHHE reorpauyeckoro HepaBEHCTBA B JOXOJAaX, a HAacelIeHHe
CTOJIMYHOTO TOPOJIa MOXKET 3aMEIJTUTh POCT WU JaKe YMECHBIIIUTHCS.

Jlns uccnenoBanusa 3(Q(PEKTOB MEXKIYHAPOIHON TOPTOBIM, aHAJO-
TMYHBIX OMKMCAHHOMY BBIILIE MPUMEPY, HaAM MOTpedyercs moxaenb Jlukcu-
Ta — CTUIIINIIA, HAa 3TOT pa3 Il pbIHKa KOMIUIEKTYyIomuX. [locTtpouts Ta-
KYIO0 MOJI€NIb HECJIOKHO. JOCTaTOYHO BBECTU B TEXHOJIOTHIO MMPOU3BOJICTBA
KpoMe TpyJa emie oauH (akTop — TOT K€ CaMblii MHJIEKC MOTPEOICHUs
IIPOMBIIIICHHBIX TOBApPOB, KOTOPBIM BXOAUT B TOJIE3HOCTH MMOTPEOUTEIICH.
Takum 00pa3oM, MPOMBINIJIEHHOCTh HMCIOJB3YET YacTh CBOETO BBIMYCKa
KaK IIPOMEKYTOUYHBIC TOBAPHI JJIS IPOU3BOACTBA KOHEUHBIX MTPOTYKTOB.

Y noOHee onpenenuTh TEXHOJOTHIO Cpa3y B BHUJIE MHJEKCA IIEHHA ar-

1-a
r

IPOMBILIIEHHBIX TOBAPOB B OOILIKX pacxonax (GUpMbl. DTOT arperupoBaH-
HBII (haKTOp MCHOIB3YEeTCs Kak B (PUKCUPOBAHHBIX U3AEpPKKaX, TaK U B Ie-
pemeHHbIX. Kak u panee, Mbl BBIOMpaeM €MHULIbI BBIITYCKa TakK, YTOObI

PETUPOBAaHHBIN (haKTOp MPOU3BOJCTBA B pernone I. o, ~G,", rae o — nons

_ loapra
p, =, "G/ .

WNupekc ned Ha komIuiekTyroume G, MOXKHO MPUHATH PaBHBIM HH-
JIEKCY 1IE€H Ha MPOMBIILIEHHBIE TOBAPbI AJI MOTPEOUTENEH:

G, = [ans (p.T, )H T/(H) .

Pa3ymeercsi, 0lMHAKOBBIE 3JIACTUYHOCTU 3aMEIIEHUs s QUpM U
norpeduTenell — CUIbHOE MPEANOJI0KEHUE, HO OHO MO3BOJISIET 3aMETHO
YIPOCTUTH AHAIIU3.

B pesynbTaTe 3a cueT 3KOHOMHUHU HA TPAHCMOPTHBIX U3JEPKKAX (Pup-
MBI TaK K€ BBIMTPBHIBAIOT OT HAXOXKIEHUS APYTUX PUPM B pETHOHE, KaK U
noTpedurenu. ITOT (akTop, MPU MPOUYUX PABHBIX YCIOBUSX, YCHUIIUBAET
KOHILIEHTPALIUIO IPOU3BO/ICTBA.

OO6mue pacxoAbl Ha MPOMBIIUICHHBIE TOBAPHI B PETHOHE I TENephb
COCTOSAT U3 ABYX YaCTEH: pacXxo/l0B CO CTOPOHBI TOTPEOUTENEN U PACXOI0B
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CO CTOPOHBI BCEX (pUPM, KOTOPHIE PaBHbI JOXOAaM, TaK Kak (PUPMbI HUMEIOT
HYJIEBYIO NPUOBLIb:

E, =pY, +an.p.q*.

Teneps mpencTaBuM, YTO TOPTOBJIS HMMEET MECTO TOJIBKO MEXIY
JIBYMsI PETHOHAMH, B KOKJIOM W3 KOTOPBIX MPEIOKEHNE Tpyaa paBHO 1.
PaGoTHUKH MOTYT CBOOOJHO MEPEMEIIAThCS MEXKIY TPOMBIITUICHHOCTBIO U
CEJIbCKUM XO3SIICTBOM BHYTPH OJTHOTO PETHOHA, HO HE MEXKIy PETHOHAMHU.
[IpombInIIEeHHBIE TOBAPHI U TMPOIYKTHI MUTAHKS TOPTYIOTCS MEKIY PErHO-
HaMU C TPAHCHOPTHBIMU H3JepkKkaMu. OO003HAYUM A, TOJII0 PAaOOTHUKOB B
IPOMBINIJICHHOCTH B PETHOHE I

[TycTh Take BBIMYCK MPOAYKTOB MUTAHUS 3aBUCHUT OT 4ucCiia paboT-
HUKOB B CEITLCKOXO03IMCTBEHHOM CEKTOPE COTJIACHO BO3PACTAIOIIEH CTPOTO

BOTHYTOU (DYHKIIUHU: A(l— kr). [1pu sTOM 3apruiata B 3TOM ceKTope OyaeT

paBHa MpeaeapHOMY NpoaykTy A' (1— Kr). [Ipu yMeHbIIEHUHN 3aHSATOCTH B

CEeJIbCKOM XO03HCTBE 3apruiaTa (hepMepoB OyAeT pacTH U CAEP>KUBATH KOH-
IIEHTPAIMIO B TIPOMBIIIUICHHOCTH. DTO BO3MOJXKHO, €CIIH, HallpUMeEp, PETH-
OH MMeEeT OOJBIIYI0O TEPPUTOPHIO WIIM TPAHCIIOPTHAS WH(DPACTPYKTypa HE
pa3BUTa U CTOMMOCTb JOCTABKH CEIHCKOXO03UCTBEHHOM MPOIYKIIMH BHYT-
pHU pEervoHa TaK BBICOKA, YTO UMIIOPT HUKOTJA MOJHOCTHIO HE CMOXKET 3a-
MECTUTh MECTHOE MTPOU3BOJICTBO MIPOTYKTOB MUTAHMUS.

[TonHOE MaTeMaTUYECKOE OTTMCAHUE ITOM MOJENN BBIXOANT 32 PAMKH
JAHHOTO Kypca, TI03TOMY PacCMOTPUM cpazy pHuc. 1, Ha KOTOpOM Tpe-
cTaBJiecHa OudypKalMOHHAs JuarpaMMa CUCTEMbl JjIsi Habopa BXOIHBIX
napaMeTpoB cripoca U TexHojoruid. Hac unTepecyer, 4ro OyaeT mpoucxo-
JUTh C 3aHSITOCTHIO B IMMPOMBINIJICHHOCTH Ka)KIOT'0 PeTHOHA HO MEpe U3Me-
HEHUs TPAHCIOPTHBIX H3AEPKEK MEXay pernoHamu. Kak mokazaHo Ha
puc. 1, mpu BBICOKMX TPAHCIOPTHBIX H3JEPKKAX PABHOBECHUE SIBIISCTCS
CUMMETPUYHBIM, OJTHAKO CHIDKCHHE M3ACPKEK B KAaKOW-TO MOMEHT JEJIaeT
TOPTOBJIIO TPOMBIIUICHHBIMA TOBapaMu II€JIECO00pa3Hee U TMO3BOJISIET
IIPOMBIIIJICHHOCTH HA4aTh KOHIIEHTPUPOBaThCs B peruone 1. Ilpu sTom B
pErroOHe 2 pPacTeT BBIMYCK CEIbCKOXO3SIMCTBEHHON MPOAYKIIMH, TaK YTO
BO3HHMKACT pasJieJiecHHe TpyAa MeXAy JAByMsS perumoHamu. [lpm manbHein-
IIIEM CHIDKEHUH I CUMMETPHsSl BOCCTaHaBIHMBaeTcs. [IpHunHYy BOCCTaHOB-
JICHUSI MO’KHO BUJIETh Ha pHC. 2.

Kak BumHO m3 puc. 2, Korjga HAYMHACTCS KOHIEHTPAIUs MPOMBIIII-
JICHHOCTH B peruoHe 1, peajbHas 3apiiaTa B HEM YBEIIMYMBAETCS, a B pe-
THOHE 2, KOTOPBIN HAaYWHAET CICIHATM3UPOBATHCSA HAa TTPOU3BOJICTBE CEIlb-
CKOXO3SMCTBEHHOM MPOAYKIMH, TaaeT, TaK KaK MPOMBIILICHHBIE TOBAPHI
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B HEM CTAHOBSTCS JAOpOke. POCT 3apruratel B mMEpBOM PETHOHE MPOI0IIKA-
eTCsl TI0 Mepe POCTa KOHIIEHTPAIIMH MPOMBIIIIEHHOCTH 32 CYET TOTO, YTO
pacTeT HOMUHAJIBbHAS 3apIuiaTa GepMepoB, a OHA B CUTyaIlud PaBHOBECHUS
paBHa 3apIuiate pabovux.

0o
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Puc. 2. PeanbHble 3apraTsl paOOTHUKOB B CTPaHaX B 3aBUCUMOCTH
OT TPAHCIIOPTHBIX U3AECPIKEK

Ecnn Ha HawanmpHOM ATare KOHIICHTPAIIMU POCT 3apILiaT KOMIICHCH-
pyeTcsl TajeHneM Hu3JepkeK (GUPM M TMOTpeOHTeNeld 3a CYET CHWIKSHUS
pPacxoJIoB Ha JIOCTaBKY TOBAapOB, TO B AaJIbHeHIIeM 3TOT 3hPekT ocimabeBa-
eT (I cHmWKaeTcs M 3aHMMAaeT BCE MCHBIIYIO JOJI0 B CTOMMOCTH IPOIYK-
IIMH), a POCT 3apIUIaT MPOAOJKAETCsA. Tak 4To CIelraanu3amius PETHOHOB
ociabeBaeT, a 3aTeM | MOJTHOCTHIO NCYE3aeT.

HNHTEpecHo, 4TO eCnM MpOM3BOJACTBEHHAS (PYHKIHS IS MPOTYKTOB
MATAHUS JIOMYCKACeT MOCTOSHHBIN TPEAeIbHBIA BBINYCK, T.C. 3apIuiata B
ATOM CEKTOpE He OyJIeT pacTy 10 OECKOHEYHOCTH C YMEHBIIICHUEM 3aHSATO-
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CTH, TO PETMOHBI C YMEHbIIIEHUEM T IIepeiyT B PABHOBECHE CO CIICLIHAIIH-
3alMed, XOTs W HEMOJHOM, HO YCTOWYMBOW. DTO OyJeT 3HaKomasi Ham
CTPYKTYpa «sipo — nepudepus» Wik 3aMETHOE Ha MPOMBIILUICHHON KapTe
MHUpa pazfeneHue cesep — or. OJHaKo peajbHbIE 3apIUIaThl B JBYX PETHO-
HaxX TaKXe CpaBHSIOTCA TpH T, OMU3KUX K HYJO, Oyiarogapsi BbIpaBHUBA-
HUIO BCEX IIEH HAa MPOMBINUIEHHBIE TOBapbhl U CEIbCKOXO35HUCTBEHHYIO
IPOIYKIIHIO.

Tenepp mpeacTaBuM, YTO PETMOHOB M OTpPACIEd HECKOJBKO, a KO-
HOMHKA B LIEJIOM IOCTEIIEHHO PAacTeT 3a CUeT TEXHHUYECKOro Iporpecca,
KOTOPBIM  YBENMYMBACT MPOU3BOAUTEILHOCTh Tpyda (3(PheKTUBHBIM
Tpya L) u moxompl motpedurencit. TpaHCIOPTHBIC pacXoAbl HE MEHSIOTCS.
[lycTh Taxke NpUpoCT J0X0Aa MOTpeduTesnel MoJIHOCTHI0 PACXOyeTCsl Ha
MPOMBIIICHHBIE TOBAPBI, €CIM UX JOXOJ MPEBBIINIACT HEKOTOPBIN 3aJaH-
HBIU [IPOKUTOYHBIN YPOBEHB. B 3TOM ciydae 10715 pacX010B Ha IPOLYKTHI
nutanud 1— p cHuwxkaercs mo Mepe pocra l, Tak yTto npu OeckoHEed-
HOM L cucreMa cTpeMHTCs] K CAMMETPUYHOMY PaBHOBECHIO, KOTJIa BO BCEX
pEruoHax BO3HHMKAET OJIMHAKOBAas OTpaciieBasi CTpyKTypa.

PaccmotpumM, kak OyAeT pa3BUBATHCS 9Ta CHCTEMa U3 COCTOSHHUS, KO-
r71a BCe OTpaciv CHavyaia ObUIM CKOHIIEHTPUPOBAHBI B OJHOU cTpane. J(u-
HaMHKa TaKOM CUCTEMBbI OKa3aHa Ha puc. 3. Ha cranuu [ poct L BeI3bIBaeT
pOCT 3apIuiaT B peruoHe 1, rae HaXoauTcs BCsl MPOMBIIUIEHHOCTb, TaK KaK
CIpPOC Ha €€ MPOAYKIHMIO pacTeT, padOTHUKU MEPEXOASIT B CEKTOP Ipo-
MBIIJIEHHOCTH, BBIITYCK B CEJIbCKOXO3SIICTBEHHOM CEKTOpE MajJlaeT U 3ap-
miara pacteT. [Ipu 3TOM B OCTalbHBIX pernoHax (MM CTpaHax) peanbHbIe
3apIIaThl CHUKAKOTCS, TaK KaK MPOMBIIUIEHHbBIE TOBAPHI TOPOKAIOT, a J10-
XOJZIbI pacTyT He Tak ObicTpo. Ha cramum |1, onHako, pa3Huiia B peaqbHbIX
3apriaTax CTAaHOBUTCS OYEHb OOJIBIION U OTIAEIBHBIM OTPACISM TEMepb
BBITOJIHO HayaTh MPOMU3BOJACTBO B peruoHe (ctpane) 2. [Ipu 3Ttom BbIOOp
peruoHa 2 u3 BCEX PETHMOHOB (CTpaH), HE UMEIOIIUX MPOMBIIUICHHOCTH,
3aBUCHUT OT Cily4asi, KOTJla OJIMH PErMOH HAYMHAET COBCEM UYTh-UyThb OIle-
pexaTh OCTalibHble B 00bEME MPOU3BOJICTBA MEPBBIX MUTPUPYIOIIUX OT-
pacieil. To NperuMyIeCTBO B JalIbHEUILIEM TOJIbKO YBEIUYUBAETCA JI0 TEX
1op, MOKa BCE OTPACIIM HE MUTPUPYIOT U YPOBEHB 3apILJIaT B PETUOHE 2 HE
CpaBHSIETCA C YPOBHEM peruoHa 1. 3aTeM HauMHAETCs WHIAYCTpUATU3alus
cieayroniero peruona (crpansl) u T.1. [Iprdem nepBeIMU Bcerga MUTpPH-
pYIOT HamOoJiee TPyIOEMKHUE OTpaciy, TaK Kak A HUX 3apruiata Oosee
Ba)KHA, Y€M CTOMMOCTb KOMILIEKTyomux. Haumenee tpynoemkue orpac-
JM, JUIS KOTOPBIX Ba)KHEE MMETh JIOCTYIl K JEHIEBHIM KOMIUICKTYIOIINUM,
YeM K JICIICBOMY TPYIy, MUTPUPYIOT TTOCIICTHUMU.
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@upMBl MOTYT OTJIMYATHCS TAKXKE CTENEHBIO OPHEHTAIIMH CBOETO
BBITTyCKa Ha KOHEYHBIX WM IPOMEKYTOUHBIX MoTpeduteneid. Te, 4To opu-
CHTHPOBAaHbI Ha KOHEUHBIX IMOTpeOUTENel, OyIyT MHUTPUPOBATH paHBIIE,
TaK KaK WX CBSI3U C OCTaJIbHBIMH (hupMamu ciadee.

L Sp——

09

Puc. 3. OTHOCUTENBHBIE pEaTbHBIE 3apIUIaThl B pETHOHAX
pu pocte L

B uenom srta ke Joruka OOBSCHSAET CHOHTAaHHYIO KJIacTepHU3aLUIO
bupM, a TakKe CTPEMJICHUE MHOTHX MOJUTUKOB MOMOTaTh CO3/IaHHIO Kia-
CTEPOB, Be/Ib HEOOJBIINE YCUIINS MO MOBBIIIEHUIO PHIHOYHOIO MOTEHIINAJIA
JUIsl BX0/Aa (MPM Ha HayaJlbHOM ATale€ MOTYT Yepe3 MEXaHU3Mbl KOHIICH-
Tpauuu BBUINTHCS B IOSIBJIEHUE MOIIHOIO WHAYCTPHUAJIBHOIO PETHOHA B
Oyaywmem. bonee TOoro, MOXXHO AOBOJBHO MPSIMOJIMHENHO HCMOJIb30BaTh
yKa3aHHbIE BBILIE PE3yJIbTaThl ISl ONPEIEIEHUS T'PYIIl OTpacied, KOTo-
pBIe Jierde BCEero NpHBJIeYbh B HOBBIA KiacTtep. Hampumep, OGecrione3Ho
purjiamaTh B periOH MPOU3BOJIUTENEH MIBETHOTO 000pyJ0BaHUs, €CIIU B
HEM HET Pa3BUTOIO MIBEHHOTO MPOU3BOACTBA, WJIM MPOU3BOJUTENEH aBTO-
MOOMJIBHBIX KOMIIOHEHTOB, €CJIM PAJIOM YK€ HE padoTaroT J0CTaTOYHO
OoJpIIME aBTOCOOPOUYHBIE MPOU3BOACTBA. ECIM MPOMBILIIEHHOCTh B pe-
rMOHE BOOOIIE HE pa3BUTA, TO HAYMHATH HYKHO C TPYAOEMKHUX BHUJIOB MPO-
U3BOJICTBA, OPUEHTUPOBAHHBIX HA KOHEUHOT'O MOTPEOUTENS, HAIPUMED, CO
COOpKHU MPOMBIIIIEHHBIX TOBAapPOB, OKAa3aHUs YCIyT HAaCceJIEHUIO, pUTEeila,
pa3BUTHUS TypHU3Ma U T.II.

HNurtepecHo, uro B Poccun MHOrMe ropoja 3a cuer OIKETHBIX pe-
CYpCOB M (MJIM) OTPAaHUYEHUN Ha PHIHKE TPyJa MbITAIOTCS COXPAHUTH MPO-
MBILUIEHHYIO CTPYKTYpY, KoTopas nocrtanack uM B Hacienctso ot CCCP,
yAEpKaTh HA IUIaBYy CTApbIe NPEANPUITUSA-TUTAHTHI. A TaK KaK BOKPYT HUX
3a4acTyl0 HE CO3/1aBaJICSl KJIACTEP AHAJIOTMYHBIX W IMOAJIECPKUBAIOIIMX
IIPOU3BOJCTB, UM MPUXOJUTCS MPOU3BOJUTH MHOTME KOMIUIEKTYIOIIUE Ca-
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MOCTOSITEJIBHO, KaK M PaHbIIIE, UTO M3-32 HU3KOI0 MacmTada U OrpaHuYeH-
HOCTH MHBECTHUIIMOHHBIX PECYpCOB BEIET K 3aBBILICHHBIM H3JEpPKKaM U
HEBBICOKOMY Ka4€CTBY MPOTyKLUU.

C mo3unuii HOBOW AKOHOMHUYECKOW Teorpaduu MOXKHO MPEIoJio-
UTbh, YTO OTKA3 OT rOCYJAApPCTBEHHOU MOJJICPKKH (B TOM WM MHOHU (op-
Me€) 3TUX OPEINPHUATHI JOKEH MPUBECTH K 3aKPBITUIO OOJIbIIEH 4YacTu
HEKOHKYPEHTOCIIOCOOHBIX MPOU3BOJCTB U KOHUEHTPAMU IPOMBILICHHO-
CTH B HEKOTOPBIX PETHOHAX, Tl 3a CUET 3KOHOMHH OT Maciitada u 3pdek-
TOB arJOMEpPALMK BO3MOKHO IMOSABJICHHUE TJI00ATBHBIX KOHKYPEHTOCIIOCO0-
HBIX MPOU3BOJACTB, OPUEHTUPOBAHHBIX HA AKCIOPT MPOAYKIHMH, CO3/AaHUE
HOBBIX Pa3HOBUIHOCTEN TOBApOB U OpPEH/IOB, BOCTPEOOBAHHBIX HAa MHUPO-
BOM pBIHKE.

Wtak, 4To K€ u3yyaeT HOBast SKOHOMUYEcKas reorpagus’?

HecMoTpst Ha TO 4TO ¢ MOMEHTa €€ MOSBIEHUS MPOLUIO YyTh OoJee
20 ner, HOBasi KOHOMMYECKasi reorpadusi MOXKET MpPOJAEMOHCTPUPOBATH
COJIMJIHBIE TOCTUKEHUS B TEOPUU U QyHAAMEHTAIbHBIX UCCIEIOBAHUSAX.

Bo-1niepBbIX, BOIPEKH YCTOSBIIMMCS NPEICTABICHUSIM HOBAasi SKOHO-
MuYeckasi reorpausi UCXOAUT U3 MPEANOI0KEHUS, YTO JIIOJU MOIYYaroT
MOJIE3HOCTh OT pa3HOO0Opa3usi. DTO 3HAUMT, 4YTO TN00aIu3alus He BEIET K
rOMOT€HU3AIMK TOBAPOB U yciyr. Ckopee Ha000pOT: pacTyias mpocTpaH-
CTBEHHAss KOHKYPEHIIUA ToJKaeT ¢GupMbl K auddepeHimanu IpoyKIuu
U YIYYIICHUIO €€ MOTPEOUTENbCKUX KauecTB (€CIM JJIsi 3TOr0 MMEHTCSA
TEXHUYECKHE BO3MOXKHOCTH). Crenuanuzanus Ha ONpPEAeNICHHBIX pa3Ho-
BUJIHOCTSIX MPOAYKIUHU MO3BOJISET (pUpMaM MOJYyUYUTh OMPEACIICHHYIO PhI-
HOYHYIO BJIACTb W, BBIA/IA HA KPYIHBIN PBIHOK, UCIOJIB30BATh MPEUMYIIIE-
CTBa BO3pacTarouleil oTnayu OT Maciirtada B €€ MPOU3BOJCTBE 3TOM Mpo-
OyKUUA. MOHOMOMUCTUYECKAs: KOHKYPEHUUS CTAHOBUTCS JOMUHUPYIOLIEH
PBIHOYHOM CTPYKTYpPOH M UCTOYHHMKOM TOproBiH. [IpogykToBoe pa3HO00-
pasue, K KOTOpOMY TOJIy4aeT JOCTyl NOTpeOuTeIh, HE COKpallaercs, a,
HaAIMpOTHB, BO3pacTaeT (HampuMmep, YWIMICKHE U aBCTPAIMIICKUE BUHA HE
BBITECHSIIOT C PhIHKA ()pAHILy3CKHE WIIM WUTAJIbSIHCKUE, a PaCIIUpPSIOT MO-
TPEOUTENIbCKUI BBIOOD).

Bo-BTOpbIX, HOBasi 5KOHOMUYECKas reorpadusi COBepUINIA TOUCTUHE
PEBOIIOLMOHHBIN MPOPBIB B BOIPOCE O TEPPUTOPUAIBHOM (MPOCTPAHCT-
BEHHOM) HepaBeHcTBe. HamoMmHHMM, 4YTO TpaaWIMOHHBIE (HEOKJIacchye-
CKHE€) TEOPUH MEXKIYHAPOJHOM TOPrOBIM MOJEIUPYIOT Hal[MOHAJIbHBIC
HYKOHOMHUKH KaK KOMOMHAIIMHU 3a/IaHHBIX 00bEMOB HEMOOMJIBHBIX (PAaKTOPOB
IPOU3BOCTBA, KOTOPbIE BMECTE C TEM SIBIIAIOTCS MEaTbHO MOOWIbHBIMU
BHYTPHU CTpaH, CBOOOJHO MepeMellasch U3 OJHOW OTpaciu B APYTYIO, U3
OJIHOTO PErMOHAa — B APYrou. B yCIOBHSAX COBEPLICHHOM KOHKYPEHLIMU U
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MOCTOSIHHOW OT/Ja4M OT MaciiTada (akTOpHBIE LEHbI MEXKY CTpaHaMU U
pETrMOHAMU BBIPABHUBAKOTCS.

HoBas sxoHomuyeckas reorpadusi OCHOBBIBA€TCS Ha KOHIICTIIIMSX
HECOBEPILICHHON KOHKYPEHLHMH W BO3PACTAIOLICH OTAA4H. DTO MO3BOJISIET
€1 YJIOBUTH BJIMSHUE pa3Mepa PbIHKA Ha MPOCTPAHCTBEHHOE Pa3MELICHUE
IPOU3BOCTBA. DTa 3aBUCUMOCTD SIBJISIETCS (PyHIAMEHTAIBHOM MPUUYUHOU
CYIIECTBOBAHUSI U PACIPOCTPAHECHUSI PETHOHAIBHBIX HEPaBEHCTB. Kpome
TOTO, JI0IyCKass MOOMJIBHOCTh (PAKTOPOB MPOM3BOJCTBA, HOBAasi 3KOHOMHU-
yeckasi reorpadus MoKa3bIBaeT, Kak MOOWJIBHOCTh (PAKTOPOB MOKET CIy-
KUTh IPUYUHOM, 3HAYUTEIIBHO YCUJIMBAIOLIEH TEHACHIIMIO K PETMOHAJb-
HOMY HEPABEHCTBY Ha ONPEIEICHHOM JTalle.

B To xe Bpems B HOBOM 3KOHOMHYECKOUW reorpaduu He TOJBKO HE
a0COMIOTU3UPYETCS] TEHJICHIMS K YCWJICHHUIO PETHOHAIBHBIX JUCIapUTE-
TOB, HO, HAIIPOTHUB, MTOKA3BIBAETCS, YTO MOCJE JOCTUKEHUS OMPEIAEICHHOTO
MIOPOTOBOT0 3HAYEHHUS ArJIOMEPAIMU BBIPACTAIOT U3JACPKKU U OTPULIATEI b-
Hble BHEIIHUE A(PGEKThI, CBSI3aHHBIE C BBHICOKOW KOHIICHTpAIlMEd MpPOU3-
BOJICTBEHHOU JIESATEIbHOCTH B PETUOHE-SAPE, U MPU YCIOBUU HU3KUX TOP-
TOBBIX M3JIEPXKEK MOSIBIISIETCS oOpaTHasi TEHACHIUS — K IUCIIEPCUU, K pac-
CPEIOTOYCHHIO TTPOU3BOACTB Ha niepudepuu.

B-Tperpux, eme oauH mapagoKCalbHBIA BBIBOJ, HOBOM 3KOHOMHYE-
CKOM reorpaduu 3aKIIOYaeTCs B TOM, UYTO YJydllleHHEe MHPPACTPYKTYpPHI
MOXET OBITh BPEIHBIM JJIsl HEKOTOPBHIX PEruoHOB. Tak, HOBasi TPaHCIIOPT-
Hasg MHQPACTPYKTYypa MOXKET MOJATOJKHYTh (UPMbI K IMEPEMEIICHUIO B
KPYIHBIA PErMOH 3a CUET JAEUHIYCTPUAIM3AIMUA MaJOr0 PEruoHa, IOo-
CKOJIbKY TOPTOBBIE HU3JEPKKU CHUNKAIOTCS. CTAaHOBUTCS BBITOJHBIM MEpPE-
0a3upoBaThCA B PETUOH-AIPO M OTTyAa cHabxkarh mepudeputo. [IpaBna,
JnanpHeNas cyap0a Majloro peruoHa TOXKE MOXKET OBITh YCHEITHOM, Tak
KaK CO BPEMEHEM POCT HACEJIEHUs], TPOU3BOIUTEIBHOCTH TPYAA, a TAKXKE
aubepanu3aiusi BHENTHEW TOPTOBIU OYIyT CTUMYJIUPOBATH (DUPMbI MTOKHU-
JaTh KPYIHBIA PETHOH B MOUCKaxX OoJjiee JIeeBo paboueil CUilbl U HOBBIX
PBIHKOB.

B-4yeTrBepThIX, OJHOM M3 OCHOBHBIX MPOOJIEM HOBOM 3KOHOMHYECKOMN
reorpaduu SBISETCS TO 0OCTOSITENTBLCTBO, YTO OHA CTPOUTCS HA MOJIETISIX, KO-
TOpBIE OYEHb CHEIM(PUYHBI U B CHITy TOTO MOTYT PacCMaTpUBaThCS CKOpeEe
KaKk TpUMephl (TEOpEeTHUYECKHEe KEWChl Wi CTuin3oBaHHbIE (akThl). Ilo-
CTPOEHUE TMOJHOLEHHON MOJIENIN O0IIETO PAaBHOBECHS], KOTOpasi coyeTaa Obl
HECOBEPIIICHHYI0 KOHKYPEHIIMIO C BO3pacTarolleld oTAauel oT maciirada, —
HEBEPOSATHO TPYJHAS 33/1a4ad, U OHA €I1I€ OYEHb JAJIeKa OT PEIICHUSL.

Hctounuk: https://studme.org/1832012624507/ekonomika/modeliro
vanie_mezhdunarodnoy_torgovli_novoy ekonomicheskoy geografii
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17. In a week back-translate your text and compare the result with the
original text. Analyze and explain the discrepancies.

18. Characterize Dixit-Stiglitz model dealing with monopolistic competi-
tion.

19. What does general equilibrium theory explain? What are the first and
second fundamental theorems of welfare economics?

20. Do the exercises following the text on international trade on
http://www.englishexercises.org/makeagame/viewgame.asp?id=13054

21. Do the exercises on application of international trade notions on
http://www.enpc.fr/ceras/martin/brochureClanglais.pdf

22. A list of the most popular ted talks on economic geography is on
https://www.ted.com/search?cat=talks&per_page=12&qg=geography Watch
some and make a glossary of terms.

UNIT 12. WORLD ECONOMIC SITUATION

Warming up activity

Explain the meaning of the following expressions in English and give their
Russian variants:

world gross product, premised on a set of assumptions, downside risks, no-
ticeably lower, asset-backed securities, covered bond purchase pro-
grammes, targeted adjustments of liquidity, consumption tax increase, to
offset weaknesses, secular stagnation, a salient feature, a sharp decelera-
tion, infrastructural bottlenecks.

Tasks

1. What do you know about world economic situation? Think about finan-
cial and political spheres, migration policy and globalization.

2. Skim the report “World Economic Situation and Prospects 2015 issued
by the United Nations Department of Economic and Social Affairs on
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http://www.un.org/en/development/desa/policy/wesp/wesp_archive/2015w
esp_full_en.pdf. Find out what the main trends were in 2015.

3. Now look at the version of 2017: https://www.un.org/development/desa/
dpad/wp-content/uploads/sites/45/publication/2017wesp_full_en.pdf. What
trends of 2015 have evolved, what are the new challenges, how can you
characterise the differences?

4. Now compare the report that you have read in task 3 with the one issued
BY IMF: https://www.imf.org/en/Publications/WEO/Issues/2017/09/19/
world-economic-outlook-october-2017. Draw parallels and mark the dif-
ferences.

5. Research some information about World Economic Situation in 2018
and following years. What patterns can you distinguish?

6. Try vyourself at quiz to know more about World Economy:
http://www.gkduniya.com/world-economy-quiz

7. Give the digest from this extract from “World Economic Situation and
Prospects 2015 both in English and Russian.

Employment trends
Labour market conditions remain challenging

The global employment situation remains a key policy challenge, as GDP
growth continued to be modest and below potential in many parts of the
world. Globally, employment is estimated to have grown by 1.4 per cent in
2014, similar to the pace in 2013, but still lower than the 1.7 per cent rate
In pre-crisis years. As a result, unemployment figures remain historically
high in some regions, even though they appear to have stopped rising. The
overall labour market situation is, however, more complex and challenging
if a wider range of indicators are taken into consideration, such as labour
force participation, long-term unemployment, wage levels (box 1.3), invol-
untary part-time work and informality.

Job creation is lacking in developed economies

In developed economies, the job recovery has been insufficient to recuper-
ate the losses from the financial crisis. The employment rate (employment-
to-population ratio) decline significantly after the financial crisis in devel-

199


http://www.un.org/en/development/desa/policy/wesp/wesp_archive/2015wesp_full_en.pdf
http://www.un.org/en/development/desa/policy/wesp/wesp_archive/2015wesp_full_en.pdf
http://www.gkduniya.com/world-economy-quiz

oped economies and remains below the pre-crisis level, with the exception
of Japan.

The overall decline in employment rates since the beginning of the finan-
cial crisis is explained by weak labour demand, but also by structural fac-
tors and lower labour force participation. A case in point is the United
States, where the labour force participation rate is near its lowest level in
the past 10 years due to population ageing, an increase in skills upgrading
and a higher number of discouraged workers.

Employment has been improving slowly in developed economies, although
significant challenges remain. While the unemployment rate in the United
States has decreased to below 6 per cent, the unemployment rate in the eu-
ro area remains elevated, with several economies in the euro area featuring
extremely high unemployment. In addition, youth unemployment rates re-
main high in several European countries, with 53 per cent in Spain, 44 per
cent in Italy and 35 per cent in Portugal, for example.

During the Great Recession, the duration of unemployment has been abnor-
mally prolonged in many developed and developing economies (figure 1.5),
bringing long-term unemployment rates to record highs, including among
youth. In the Organization for Economic Cooperation and Development
(OECD) countries as a whole in the last quarter of 2013, one third of unem-
ployed individuals had been out of work for 12 months or more. This equals
16.7 million people, or twice as many as before the financial crisis. Even in
countries where unemployment rates have improved or remain low, long-
term unemployment remains persistently high. For instance, in the second
quarter of 2014 in the United States, the share of long-term unemployed in
total unemployment was 23.6 per cent, still more than double the figure prior
to the financial crisis; in the euro area, the share of long-term unemployed
reached as high as 62 per cent in Italy and Ireland.

In developing countries and economies in transition, the employment situa-
tion has not improved considerably either, with economic expansion decel-
erating in many economies. However, there have been noticeable im-
provements in some countries since the beginning of the financial crisis,
including in some larger emerging economies. For example, Argentina,
Brazil, Indonesia, the Russian Federation, Saudi Arabia and Turkey have
recorded higher employment rates in 2014 than in 2007.

Despite slower employment growth, the unemployment rates have re-
mained relatively stable since 2013, partially owing to a level of labour
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force growth in East Asia, South Asia and Latin America and the Caribbe-
an that is lower than pre-crisis levels. In general, slower labour force
growth can be attributed to ageing of the economically active population
and to more young people enrolling in longer educational programs. The
highest unemployment rates of 2013 continue to be in North Africa and
Western Asia, which registered 12.2 per cent and 10.9 per cent, respective-
ly. In both cases, the unemployment rates remain higher than pre-crisis
rates, and they are not expected to improve during the forecast period ow-
ing to extremely high structural unemployment, particularly among youth,
and several armed conflicts that will require longer-term solutions.

Conversely, reported unemployment rates remained low across much of
East Asia and South Asia in 2013, at 4.5 per cent and 4.0 per cent, respec-
tively. Nevertheless, the unemployment rate in East Asia has been rising
since the onset of the financial crisis, from 3.8 per cent in 2007, while the
employment rate remains below the pre-crisis level, confirming relatively
slow employment growth.

In the CIS and South-Eastern Europe, unemployment rates remain relative-
ly high in general, with an average of about 8.2 per cent in 2013 and alarm-
ingly high unemployment rates in most of South-Eastern Europe. Never-
theless, the unemployment rate was at historical lows in the Russian Feder-
ation, at 5.1 per cent in the first quarter of 2014, 0.2 percentage points low-
er than the previous year.

In many developing countries, the unemployment rate is, however, only a
limited indicator to assess labour market conditions, given the high preva-
lence of informal and vulnerable employment. According to International
Labour Organization (ILO) estimations, informal employment is wide-
spread in Africa, Asia and Latin America and the Caribbean, with a cross-
country average between 40 and 50 per cent. But significantly higher infor-
mality rates can be found in many economies, particularly in South and
South-East Asia, reaching in some cases as high as 90 per cent of total em-
ployment. In India, for instance, despite some progress in reducing the
share of workers in the informal sector, they still represented 82.2 per cent
of the labour force in 2011-2012. In addition to informality, gender gaps in
earnings and the employment rate are still widespread in many parts of the
developing world, especially where informality is more pronounced. For
instance, the participation rate of women in the labour force is below 40
per cent in almost all countries in South Asia, whereas for men, it tends to
be around 75 per cent.
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Source:  http://www.un.org/en/development/desa/policy/wesp/wesp_archive/
2015wesp_full_en.pdf

8. Characterise employment situation in different parts of the world ac-
cording to the extract and what you have already read.

9. Do one more quiz on Global Economics Attitude:
http://www.pewglobal.org/quiz/global-econ/

10. Insert the following words from the whole text “World Economic Situa-
tion and Prospects 2017 in the gaps.

concerted efforts bulk of facilitate obstruct
mitigation deleveraging mainstay deterioration
heightened abrupt spillover vulnerability

1. In winter the effect is by the snow which caps all the

higher peaks.

2. A process of balance sheet has spread to nearly
every corner of the economy.

3. Various laws have been passed to agrarian credit.

4. 1 just did not want people to know of my

5. Despite many , restrictions and bans
were almost universally ignored.

6. This leads to -of agriculture and lessens the produc-
tion.

7. The regular military was in no position to help, not when the
it was overseas.

8. Fishing is the occupation of the men, and the real of the in-
habitants.

9. Finite risk or loss insurance was developed in the
1990s.

10. Is there any evidence of perjury and a conspiracy to
justice?
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11. The beginnings are often curt, the endings even more

12. pressure from wheat and corn pushed down bean fu-
tures.

11. Prepare a presentation about one of the aspects of World Economic
Situation: Oil Prices, Fiscal Policy, Trends in Commodity Prices, Trade
Policy, Private Resources Flow, Regional Development. Use linking
words, charts and some vivid examples.

12. Look for the English equivalents of the following terms: OOCP,
peanbubii BBII, neHEXKHO-KpPEAUTHOE CTUMYJIMPOBAHUE, KPATKOCPOUYHAS
MEPCIEKTUBA, YKOHOMHUKA OKpPEIUIA, YCKOPEHHE TEMIIOB ITOAbEMA, MEPBI
CTUMYJIMPOBAHMS, CHHXPOHU3ALUs pOCTa.

13. Make the written translation of the following text into English.

O3CP yay4ymuja nNporuo3 pocra MUPOBOii IKOHOMHUKH
B 2017 ropy

Mocksa. 28 nHosa0ps. INTERFAX.RU — Opranuzainus 3KOHOMHYE-
ckoro cotpyanuuectBa u paszButus (ODCP) ynydmmia nporHo3 pocra
rJ1I00aJIbHOM SKOHOMUKHU Ha TeKylui roj. OlieHKa yBeJIUYEHUs PEeaIbHOTO
BBII B 2017 roay nossimiena 10 3,6 % c oxunasimuxcs panee 3,5 %, ro-
BOpUTCSL B JIoknaze opranuszauuu. B 2018 romy oxxupaercsi yCKOpEeHHE
TeMnoB moabema a0 3,7 %, 3ToT mporHo3 He mepecmarpuBaiics. B 2019
rony riaobansubiii BBII moBeicuTcs Ha 3,6 %.

[Io uroram mpomwioro roma TIoOaJbHAs SKOHOMHKA BBIpOCIAa Ha
3,1 %. «MupoBasi 5JKOHOMHUKA OKpeIia, a Mepbl JEHEKHO-KPEIUTHOTO U
HAJOTOBOTO CTUMYJIMPOBAHUS OOECHEeUMSIid CHHXPOHM3ALMIO pOCTa B
OOJIBIIIMHCTBE CTPaH», — roopurcs B 063ope OICP.

«Oxupaercs, 4to TeMIibl noBeiieHUss BBII HECKOBKO ynydarcs B
2018 romy, HO OCTaHyTCS HUXE NOKPU3UCHOTO YPOBHs. Jloarocpounsie
poOJIEMbI 3aMEIJISIIOT TEMITBI POCTa U HETAaTMBHO BIIMSIOT HA YCTOWYH-
BOCTh 9KOHOMHKN», — 0TMedaroT 3kcnepThl ODCP, mo6apiss, 4To IporHo3
Ha KPaTKOCPOUYHYIO MEPCIIEKTUBY O3UTHBEH.

Cpenu npobiem aBTOpbl 0030pa BBIAEIAIOT BHICOKYIO JOJTOBYIO Ha-
IPY3Ky Ha JOMOXO3SIMCTBA MU KOMIAHWU BO MHOTHX Pa3BUTBHIX U Pa3BU-
Batomuxcst crpaHax. OOCP ynyumuna CBOM MPOTHO3bI OTHOCUTEIBHO
skoHomMukn CHIA u Teneps oxugaer pocta Ha 2,2 % B 2017 u Ha 2,5 % B
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2018 rogy mpotuB nporuo3upoBasiuxcs padee 2,1 % u 2,4 % coorBetct-
BEHHO.

[TporHo3s! 1151 €Bpo30HbI ObuTH yiryurieHsl Ha 0,3 m.a. u 0,2 m.11. co-
OTBETCTBEHHO, 10 2,4 u 2,1 %. B 'epmanuu oxugaercss yCKOpeHUE pocTa
B TeKyIieM roay a0 2,5 ¢ 1,9 % B nponwiom, B 2018 roay Temnbl He3HAYH-
TeNIbHO 3ameiaTes, 10 2,3 %. [Iporno3 TeMnoB pocta 3KOHOMUKH DpaH-
uuu Ha 2017 rox Obur moBbeimed Ha 0,1 mm., mo 1,8 %, ma 2018 rox —
Ha 0,2 n.o., 1o 1,8 %. UtanbsiHckast skoHOMUKa BbIpacTeT Ha 1,6 u 1,5 %
COOTBETCTBEHHO, TOrJa Kak MPEIbIAyIIMH MPOTHO3 MpearnoJiaral pocT
Hal,4u 1,2 %.

Oxwunanust pocra BBII fAnonun B 2017 roay ObuiM yXyIIIEHBI
Ha 0,1 mn., mo 1,5%. Ilporno3 na 2018 rom ocrancs HEM3MEHHBIM —
1,2 %.

Kanajnckast 5kOHOMMKA, KaK 0XKUJIaeTCsl, BhIpacTeT Ha 3 % B TekylleM
rojly — PEeKOpAHbIMU TemnaMu cpeau crtpaH G7, XOTS NPOTrHO3 U ObUI
yxyauied Ha 0,2 n.1. no cpaBHeHHIo ¢ ceHTa0peM. B 2018 roay oxungaercs
3ameieHue pocta a0 2,1 % (mporro3 yxyiieH takxe Ha 0,2 1..).

OxoHomuka BenukoOpuranuu BeipacteT Ha 1,5 u 1,2 % cootBeTcT-
BEHHO, paHee oxuaaics poct Ha 1,6 u 1 %.

Omnenka pocta kutaiickoro BBII B 3Tom u crnenyroieMm roay Obuia
ocTaBjieHa Heu3MeHHOM — 6,8 u 6,6 % cooTBeTcTBEeHHO. TeM BpemMeHeM
nporHo3 st SkoHoMuku Munuu Ha 2017 roay ObUT OCTaBJIEH Ha YPOBHE
6,7 %, nporno3 Ha 2018 rox Obu1 yxyamed Ha 0,2 n.o., 1o 7 %. B bpasu-
Juu oXugaeTcs pocT 3koHoMuku Ha 0,7 % B sTtom roay u 1,9 % B cie-
JytoleM, Mporuo3 obut yaydiied Ha 0,1 .. u 0,3 m.m.

Coznannas B 1961 rony O9CP — ogHa 13 BeIylIIUX SKOHOMUYECKHUX
OpraHu3aluii MUpa, KoTopas BKJIO4YaeT 35 Hamboliee pa3BUTHIX TocyAap-
cTBa. B Hacrosiee Bpemsi B Hee BXOASIT ABcrpanus, ABcTpusi, benbrus,
BenukoOputanus, Benrpus, ['epmanus, ['penus, Janus, M3pauns, Upnan-
nus, Ucnanaus, Ucnanus, Utanusa, Kanana, JlarBus, JlrokcemOypr, Mek-
cuka, Hunepmannsl, HoBas 3emannus, Hopserus, [lonsma, Ilopryranus,
CnoBakus, Crosenus, CLLIA, Typuus, @unnsauaus, @panuus, Yexus, Yu-
mu, lIBewnapus, [eerusa, Dcronms, IOxnas Kopes n Snonwms. 11Ita6-
kBaptupa OOCP Haxonurcs B [lapuxe.

Hcrounuk: http://www.interfax.ru/business/589380

14. In a week back-translate your text and compare the result with the
original text. Analyze and explain the discrepancies.
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15. Form the word partnerships. Then discover them in the following text

boost intelligence
capitalize mixed results
recurring Impacts
lingering growth
artificial on advances
combined theme

pose suspicions
societal output

Al Will Add $15.7 Trillion to the Global Economy
Bloomberg News

Acrtificial intelligence may not be so threatening after all.

Amid warnings of the economic disruption that robots and automation
could unleash on the world economy as traditional roles disappear, re-
searchers are finding that new technologies will help fuel global growth as
productivity and consumption soar.

Al will contribute as much as $15.7 trillion to the world economy by 2030.
That’s more than the current combined output of China and India.

Gains would be split between $6.6 trillion from increased productivity as
businesses automate processes and augment their labour forces with new
Al technology, and $9.1 trillion from consumption side-effects as shoppers
snap up personalized and higher-quality goods, according to the report.

“The mindset today is man versus machine,” Anand Rao, an Al researcher
at PwC (PricewaterhouseCoopers LLP) in Boston, said at a briefing Tues-
day at the World Economic Forum’s Annual Meeting of the New Champi-
ons gathering in Dalian, China, where the report was released. “What we
see as the future is man and machine together can be better than the hu-

2

man.
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Global GDP, which stood at about $74 trillion in 2015, will be 14 percent
higher in 2030 as a result of Al, according to PwC’s projections.

Air hockey

At the seaside venue, where global business executives, researchers and of-
ficials rubbed shoulders, a robot played air hockey with attendees, dele-
gates were invited to build robots in workshops, and Al was a recurring
theme at panel discussions and chats on the sidelines.

PwC found that the world’s second-biggest economy stands to gain more
than any from Al because of the high proportion of gross domestic product
derived from manufacturing.

“The impact of Al on China will be huge and greater even than the impact
on the U.S.,” Rao told reporters at a briefing on the report.

Accenture Plc also released an estimated value this week. Al could in-
crease China’s annual growth rate by 1.6 percentage point to 7.9 percent by
2035 in terms of gross value added, a close proxy for GDP, adding more
than $7 trillion, according to areportfrom the firm released Mon-
day with Frontier Economics.

Labour market

Advances are rapid, and pose mixed results for the labour market, accord-
ing to Tom Mitchell, a professor in the machine learning department at
Carnegie Mellon University in Pittsburgh. Computers, poor at recognizing
images and items a decade ago, have gone from 50 percent accuracy to 95
percent, and now can use a higher intelligence, different than hearing and
seeing, that involves a chain of logical reasoning, Mitchell said Thursday
in a talk in Dalian.

“Some jobs are being eliminated, many routine clerical jobs, toll booth op-
erators,” he said. “There are other jobs, like doctor jobs, where Al is not
replacing them but making them better by augmenting their capabilities.
There’s another force at work where Al and information technology more
broadly are creating new kind of business models, like Uber.”

Al also involves risk. Regulators are wary of rapidly developing systems
that they have little oversight of, and there are lingering suspicions about

206



erosion of privacy and that the ultimate effect of Al could do more harm
than good for people’s jobs and livelihoods.

Tech cornucopia

“We need to find ways to deal with any negative societal impacts that
might happen, such as technological unemployment,” Wendell Wal-
lach, an ethicist and scholar at Yale University’s Interdisciplinary Center
for Bioethics, said on a panel Tuesday. “We have a moral obligation to
make sure that technologies we put in place serve humanity as a whole, not
just a small segment of it, nor a small segment of those who are best able
to capitalize on technological advances.”

Rapid technological advances have nurtured Silicon Valley heroes over the
past 15 years, but more work must be done to boost economic growth for
more people, according to Tyler Cowen, an economics professor of George
Mason University, in Fairfax, Virginia, and co-author of the economics
blog Marginal Revolution.

“If you’re reading that we’re receiving a new technological cornucopia of
new products, basically that can’t be true,” Cowen said at on a forum pan-
el. “It would be showing up in the real wages of most people.”

— With assistance by Enda Curran, and Xiaoqing Pi

Source: https://www.bloomberg.com/news/articles/2017-06-28/ai-seen-
adding-15-7-trillion-as-game-changer-for-global-economy

16. In pairs choose one part of the text above and retell to your partner.

17. A list of the most popular ted talks on world economics is on
https://www.ted.com/playlists/272/understanding_world_economics Watch
some and make a glossary of terms.

18. Watch the third video on https://www.ted.com/playlists/272/
understanding_world_economics and answer whether China is the new
idol for emerging economies?

19. Read on the site of Russian Ministry of Economic Development
http://www.mirprognozov.ru/prognosis/economics/prognoz-razvitiya-
mirovoy-ekonomiki-do-2030-goda-ot-minekonomrazvitiya-rf/ about fore-
cast of economic development in the world until 2030 and compare with
what you have learned in this unit.

207



20. Organize a round table on prospects of cooperation. All of you should
represent different countries and different spheres of economy. Negotiate
using special vocabulary:

Welcoming and Establishing a Rapport
* It’s my pleasure to welcome you to ...
* [ would like to welcome you to ...
* s this your first visit to ...?
 Did you have a good journey?

Setting the Negotiation Agenda
| would like now to begin by suggesting the following agenda.
 To start with, I think we should establish the overall procedure
* Is this okay with you?

Negotiation Phrases for Making Proposals
* We’d like to propose that ...
* We propose / suggest ...
* Regarding your proposal, our position is ...
* How do you feel about ...

Responding to Suggestions
* Maybe it would be better to ...
* Perhaps a better idea would be ...
« May we offer an alternative? We propose that ...
* From where we stand, a better solution might be ...

Agreeing — Reacting to a Negotiation Proposal
* [ think we can both agree that...
« | agree with you on that point.
« | think that would be acceptable.

Negotiation Phrases for Objecting

That’s not exactly how I look at it.

If you look at it from my point of view...
I have some reservations about that...

* From my perspective...

I’m afraid we couldn’t agree to that...

Giving a Reason in Negotiations
e The reason for that is ...
e This is because ...
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Prioritising Interests
* The most important issue for us is ...
* Our intention is ...
* Our main priority is ...
* We might like to ...

Giving Clarification in Negotiations
* If I understood you correctly ...
* Are you suggesting that ...
* Do you mean ...
» What exactly do you mean by ...?
« I’m not sure | fully understand your point.
« Could you clarify one point for me?

Source: http://www.businessphrases.net/negotiation-phrases/

21. Play the Negotiations Challenge game and test your Business English
for negotiations: https://www.businessenglishpod.com/2015/05/17/business-
english-negotiations-game/

22. Read the following joke. How do you understand it?
A mathematician, an accountant and an economist apply for the same job.

The interviewer calls in the mathematician and asks “What do two plus
two equal?” The mathematician replies “Four.” The interviewer asks
“Four, exactly?” The mathematician looks at the interviewer incredulously
and says “Yes, four, exactly.”

Then the interviewer calls in the accountant and asks the same question
“What do two plus two equal?” The accountant says “On average, four —
give or take ten percent, but on average, four.”

Then the interviewer calls in the economist and poses the same question
“What do two plus two equal?” The economist gets up, locks the door,
closes the shade, sits down next to the interviewer and says, “What do you
want it to equal”?

Find other jokes about economists on https://www3.nd.edu/~jstiver/jokes.htm
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