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PART ONE. FINANCIAL MANAGEMENT

CHAPTER 1
RISK MANAGEMENT

Entrepreneurship is about taking risks. An entrepreneur risks the loss of capital
which he invests in an enterprise. If the enterprise is successful, he or she will earn
profits and probably also a capital gain; if it is a failure, the capital invested may lose
its value. Exposure means being open to or vulnerable to risk.

A business typically faces risks of various sorts. There are risks such as fire and theft,
which can usually be insured against. There are general risks of business failure.
Some businesses face the risk that their products will become obsolete following
technical advances achieved by competitors; others, such as farmers, face risks which
derive from the uncertainties of the weather.

Businesses may also have exposure to the risks of foreign exchange movements or
fluctuations in interest rates.

Risk management describes the policies which a firm may adopt and the

techniques it may use to manage the risks it faces.
Broadly, there are two reasons why risk management makes good business sense: (a)
a business may wish to reduce risks to which it is exposed to acceptable levels. What
is an acceptable level of risk may depend upon various factors, including the scale of
operations of the business and the degree to which its proprietors or shareholders are
‘averse' to risk-taking; (b) a business may wish to avoid particular kinds of risks. For
example, a business which makes widgets, although it is willing to accept the various
risks inherent in widget-making (e.g. customers may prefer a competitor's product),
may be averse to taking risks with exchange rates. The good reasons may include the
fact that the risks are simply too great for the business to bear: for example, if
exchange rate movements could easily put the business out of business. Or the
business may wisely decide that since it is first and foremost a widget-maker of many
years' experience without any real expertise in foreign exchange dealings, it should
try to cut down on its exposure to foreign exchange risk. It may thus choose to
manage those risks such as foreign exchange risks which derive from conditions
external to its business, which is widget-making.

There are basically two ways in which exposure to risk may be reduced.

(a) Pooling of risks. This method underlies insurance, in which risks which
may be unacceptable to individual policyholders are aggregated or ‘pooled’ by being
taken on by the insurance company. Pooling of risk also underlies the diversification
of a portfolio of investments.

(b) Hedging of risks. In the case of hedging, different parties come to an
agreement which cancels one of the parties' risks against the other's. The different
parties may be subject to similar but opposite risks which they wish to hedge.
Alternatively, one party may wish to hedge a risk while the other party may be a
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speculator. In any case, it is likely in practice that financial intermediaries will be

involved.

VOCABULARY FOCUS

1. Find in the text English equivalents of the following Russian words and

phrases:

[IpuxoauTh K COMNAIIEHUIO, CTpaxoBasi KOMIIaHWs, CTOpOHa (B JIOrOBOpE),
nopTdenb IEHHbIX OyMmar, KIMEHT, CTOMTbh, MIEPCIICKTUBA, UJTH Ha PHUCK, TOJABEPraTh
cebst pUCKY, yIiepO oT mokapa, ObITh HEIPUEMIIEMBIM, TOTy4aTh MPHUOBLIH.

2. Match the synonyms

1) similar

2) various

3) company
4) harm

5) profit

6) effect

7) skill

8) kind

9) happy

10) alternative
11) party
12) manage

a) gain

b) side

c) handle
d) business
e) glad

f) sort

g) different
h) damage
1) opposite
J) expertise
k) same

I) consequence

3. Match the antonyms

1) domestic
2) acceptable
3) practice
4) individual
5) particular
6) external
7) refuse

8) happy

9) success
10) different
11) without
12) gain
13) low

a) unhappy
b) with

c) pooled
d) theory
e) internal
f) accept
g) general
h) failure

1) foreign
J) unacceptable
K) similar
1) high

m) lose

4. Match the words on the left with the definitions on the right:

1) risk

2) customer
3) dealer

4) competitor

5) interest rate
6) investment

7) profit
8) insurance

a) someone who buys goods or services from a shop or

business regularly

b) a possibility that something bad may happen

c) money which is earned by doing business, after all the
costs are taken from it

d) an amount of money put into a business so that you can

get a profit

e) acharge or payment fixed according to a standard scale

f) an agreement by contract to pay money in case of
a misfortune such as damage, loss, or accident

g) a person who buys and sells a particular type of things

h) a person or firm competing with another or others

5. Complete the sentences with the words and phrases in the box:



face risks, competitors, insurance, company, capital,
an agreement, take on the risk

CoNSGRWNE

1. Having discussed the scale of operations including all possible risks, both
parties came to

2. Our Is prepared to accept the pooled risks of fire damage which
you are unwilling to take individually.

3. Normally, all profitable businesses of various sorts.

4. An entrepreneur risked the loss of which he had invested in that
enterprise.

5. If there is the prospect of making a profit, our customers may be prepared to

6. If your products become obsolete because of technical advances achieved
by , your business will face a great risk.

COMPREHENSION
6. Answer these questions:
What does the term exposure mean?
When may your customers prefer a competitor's product?
In what cases are the risks too great for the business to bear?
What risks can usually be insured against?
What factors may an acceptable level of risk depend upon?
What can easily put the business out of business?
When do foreign exchange dealers take risks with exchange rates?
What does pooling of risk underlie?
In what cases will financial intermediaries be likely involved in hedging of
risks?

10.In what cases should a business try to cut down on its exposure to foreign

\
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exchange risks?
7. Complete these sentences with appropriate words or phrases:

There are two main reasons why makes good business sense.
Some are unwilling to take risks of fire damage individually.

also underlies the diversification of a portfolio of investments.
Businesses may wish to avoid particular of risks.
Risks which are unacceptable to individual policyholders may be aggregated or
"pooled’ by being taken on by :
Without any in foreign exchange dealings, one should not try to
take risks with currency operations.

8. State whether the following statements are true or false.

Comment on the true statements and correct the false ones.




1. Some proprietors may be prepared to take on the risk if there is no prospect of

them making a profit.

Farmers often face risks which derive from the uncertainties of the weather.

3. If the risks are too great for the business to bear, the financial manager will try
to reduce them to acceptable levels.

4. In hedging of risks it is likely in practice that financial intermediaries will not
be involved.

N

DISCUSSION

9. Define optimum ways of running a successful firm and taking on risk only
if there is the prospect of making a profit. Use the following words and phrases:

— to invest capital in an — to make losses
enterprise — unacceptable risks
— to be a success — failure
— to be "averse'to risk-taking — toadopt
— insurance company — policies
— to be exposed to risks — technique
— acceptable levels — anticipation of making profits.

— toreduce risks

10. Divide the text into paragraphs and entitle each of them.

FROM TIME IMMEMORIAL...
TO BURY ONE'S TALENT — 3APBITh TAJIAHT B 3EMJIIO

A talent was an ancient monetary unit, a gold or silver coin. The phrase to bury
one's talent is taken from a Gospel parable. A slave buried in the ground the money
(a talent) given to him by his master. When the man returned and asked the slave
what he had done with the money, the latter replied that he had hidden the talent in
the ground and had it quite safe. The master reproached his slave for being lazy,
adding that he could have lent the money to the traders and thus he could have made
more money.

In the course of time the word talent changed its meaning and came to denote
the natural endowments of man. To bury one's talent means to disregard one's
abilities and gifts, to make no use of them.

Do the following two-way translation:
— OTKyna BO3HUKIIO BBIpaKEHHUE "3apbITh TAJIAHT B 3€MJT0""?
— The phrase is drawn from a Gospel parable about a slave and his master.



— B 1mpurue, HAcCKOJBKO S TOMHIO, CJIOBO 'TajaHT' WMEET 3HAYCHUE,

OoTIIM4aromeccss 0T COBPEMECHHOTO.

— You are right. There talent is used in its original meaning and denotes an

ancient monetary unit,

— Kak pacnopsiauics pad qeHbramu, NOoJy4eHHBIMH OT XO3sIMHA?

— The slave secreted the talent in the ground and on his master's return said that

he had all his money safe.

— Ho XO03s1HMH, KaXCTCiA, BOBCC HE CTaJl HHU 6J'Ial“OI[apI/ITB, HHN XBaJIUTh €ro 3a

OEpEKIIMBOCTD, BEb TaK?

— Just on the contrary. The master reproached the slave for being lazy.

— A Kak, Mo MHEHUIO X035IMHa, pal JODKEH ObUT pacTiOPSIUTHCS JIeHbraMu?

— The master said that the slave could have lent the money to the traders and thus

could have made more money.

— C TeueHueM BPEMCHU CJIOBO majianm WU3MCHWIJIIO CBOC 3HAYCHUC W CTaJIO

CUHOHHMOM IIPUPOAHBIX cHocoOHOCTEH UIIH OOapCHHOCTHU YCJIOBCKA.

— And the expression to bury one's talent changed the meaning accordingly. Now
it means to disregard one's abilities and gifts, to make no use of them.

CHAPTER 2
EXCHANGE-RATE RISK

A company may become exposed to exchange-rate risk in a number of ways,
including the following:

(a) as an exporter of goods and services;

(b) asan importer of goods and services;

(c) through having an overseas subsidiary;

(d) through being the subsidiary of an overseas company;

(e) through transactions in overseas capital markets;

The following different types of exchange-rate risk may be distinguished:

(@) Transaction exposure is the risk of adverse exchange-rate movements
occurring in the course of normal international trading transactions. This arises when
export prices are fixed in foreign-currency terms, or imports are invoiced in foreign
currencies.

(b) Transaction exposure arises from differences in the currencies, in which
assets and liabilities are denominated. If a company has different proportions of its
assets and liabilities denominated in particular currencies, then exchange-rate
movements are likely to have varying effects on the value of these assets and
liabilities. This could influence investors' and lenders' attitudes to the financial worth
and creditworthiness of the company. Clearly, such risk can be reduced if assets and
liabilities denominated in particular currencies can be held in balanced amounts.



(c) Economic exposure refers to the effect of exchange-rate movements on the
international competitiveness of a company. For example, a UK company might use
raw materials, which are priced in US dollars, but exports its products mainly within
the European Community. A depreciation of sterling against the dollar or an
appreciation of sterling against other EC currencies will both erode the
competitiveness of the company. Economic exposure can be difficult to avoid,
although diversification of the supplier and customer base across different countries
may reduce this kind of exposure to risk.

VOCABULARY FOCUS

1. Match the words and phrases on 2. Match the words on the right with the
the left with their correct equivalentss | suitable attributes on the left and
on the right: translate the resulting word-
combinations:
1. transaction a) KOHKPETHBI 1. exchange- a) exposure
2. occur b) BHYTpH rate
3. influence  ¢) wucmonb3oBaTh 2. capital b) price
4. subsidiary d) mpoucxoauTh 3. balanced c) company
5. amount e) creika 4. raw d) Community
6. use f) cymma 5. transaction e) competitiveness
7. within Q) BIMSATH 6. European ) effects
8. particular  h) xors 7. foreign g) amounts
9. include 1) ¢rman 8. varying h) currency
10. although  j) Bxmrouath (B cebs1) 9. export 1) risk
10. overseas J) market
11. high k) materials
3. Match the synonyms: 4. Match the antonyms:
1) varying a) kind 1) demand a) customer
2) firm b) international 2) exporter b) branch
3) foreign c) sterling 3) above C) importer
4) currency d) country 4) supplier d) easy
5) employ e) influence 5) difficult e) below
6) pound f) use 6) subsidiary f) supply
7) worldwide g) overseas
8) hard h) difficult
9) land 1) money
10) type j) different
11) affect k) company




5. Match the words on the left with the definitions on the right:
1) competitive a) financially sound enough to justify the extension of

credit

2) raw material b) a person who purchases a commodity or service

3) invoice c) something (such as coins, treasury notes, and
banknotes) that is in circulation as a medium of
exchange

4) customer d) inclined, desiring, or suited to compete

5) sterling e) consideration of a question in open and usually
informal debate

6) country f) a political state or nation and its territory

7) discussion g) an itemized list of goods shipped, usually specifying

the price and the terms of sale
8) foreign h) British money
9) creditworthy i) situated outside one's own country

10) currency J) crude or processed stuff that can be converted by
manufacture, processing, or combination into a new and
useful product.

COMPREHENSION
6. Answer the questions on the text:

What kinds of companies may become exposed to exchange-rate risk?
How many types of exchange-rate risk are usually distinguished?
What can arise when export prices are fixed in foreign-currency terms?
When does the risk of adverse exchange-rate movements arise?

. What arises from differences in the currencies in which assets are
denominated?

6. What risk arises when imports are invoiced in foreign currencies?

7. What factors can erode the competitiveness of a company?

8. How can economic exposure affect competitiveness of a company?

9. Why is economic exposure very difficult to avoid?

10. What factor may reduce economic exposure to risk?

Ok E

7. Complete the sentences using proper words and phrases in the box:
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the depreciation, their assets and liabilities,  the creditworthiness,
export these products, transactions, the competitiveness, exchange-rate
movements, priced, a foreign currency

1.
2.

3.

o1

All their imports have been invoiced not in roubles but in

In 2007, had serious effects on the value of his company's assets and
liabilities.

Our trading with France were seriously affected by adverse exchange-
rate movements.

It was of rouble against the dollar that eroded the competitiveness of the
company.

Not to lose the company's assets, we all our services in US dollars.

The default of 1998 influenced investors' attitude to of many Russian
companies.

Exchange-rate movements in Russia will only have a minor effect on the
international of our goods.

Germans mainly within the European Community.

To reduce such a great risk, they held denominated in particular
currencies in balanced amounts.

8. Say whether the following statements are true or false. Comment on the

true statements and correct the false ones.

1. The appreciation of sterling against other EC currencies can erode the
competitiveness of the company.

2. Economic exposure is quite easy to avoid.

3. Any company having overseas subsidiaries may become exposed to exchange-
rate risk.

4. An appreciation of euro against other currencies cannot erode the
competitiveness of a business.

5. Transaction exposure arises from similarities in the currencies, in which assets
and liabilities are denominated.

6. Russian raw materials priced in dollars may be exported within Europe.

9. Divide the text into paragraphs and entitle each of them.

FROM TIME IMMEMORIAL...
RICH AS CROESUS — BOI'AT, KAK KPE3

Rich as Croesus is said of any person of great wealth. It comes after the name

of Croesus, the last king of Lydia of 6th century B.C., an extremely wealthy man.

The riches of Croesus, obtained chiefly from the river gold dust, were greater

than those of any king before him, so that his wealth became proverbial. He carried
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his love of splendor to extravagance and thought himself the happiest of men. His
capital became the brilliant centre of arts and letters. Various legends were told about
Croesus by the Greeks. According to one of them, he once asked the philosopher
Solon what he thought of his good fortune. "I pronounce no man fortunate until his
death”, was the sage's reply. Later a great army of Cyrus, king of the Persians and
Medes invaded Lydia. The Lydians were conquered, and Croesus was taken prisoner
by Cyrus. When seated on the funeral pyre and about to be burned to death, he
recalled the words of Solon, and thrice repeated his name. Cyrus demanded an
explanation and, on hearing it, spared his life.

Pronunciation and stress:

Croesus ['kr:sss], Lydia ['idis], Solon ['ssubn], legend [led3and],
conquer ['konka], Persians ['pa:janz], Medes [mi:dz], Cyrus ['sasras], sage [seid3],
extravagance [ik'streevagans], thrice [Orais], splendor ['splenda], pyre [pal3],
proverbial [pra'va:bisl], fortune ['fa:tfan].

Translate the following questions into English and supply the answers:

1. O xoM MOXHO CKazaTh: boeam, kax Kpes ?

2. Kem 6b11 Kpes, xorna u rie oH »xui?

3. Uto OBLJIO UCTOYHUKOM €r0 HECMETHBIX 0OraTCTB?

4. Yto BB MOXKETE CKa3aTh 00 oOpa3e xku3Hu Kpeza?

5. Yem crana JIuaus Bo Bpemena Kpesza?

6. C umenem kakoro ¢unocoda CBI3bIBACT JiereHaa uMs mapst Jluauu?

7. Yto orBetri1 Kpesy ConoH, Korja napb ckazai eMy, 4YTO OH — CHaCTJIMBEHIINN U3
Jmonen?

8. Uto ciyuunock Brnocieactsuu ¢ Kpesom?

9. Kakyto poinb B xu3Hu Kpesa ceirpana ero Bcrpeua ¢ CosioHOM?

CHAPTER 3
INTEREST-RATE RISK

Methods of reducing interest-rate risk include interest-rate swaps, forward
interest-rate agreements (FRAS), interest-rate futures and interest-rate options (or
interest-rate guarantees).

Interest-rate swaps

An interest-rate swap is an agreement between two parties (usually firms or
financial institutions). This agreement means that the parties effectively swap their
interest-rate commitments. In a sense, each party simulates the other's borrowing, for
example, such that one party exchanges a floating rate for a fixed rate.
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() A company, which has debt at a fixed rate of interest, can make a swap

so that it ends up paying interest at a variable rate.

() A company, which has debt at a variable rate of interest (floating rate

debt), ends up paying a fixed rate of interest.

This kind of arrangement can be used where one party wants a fixed rate loan
but has access only to variable-rate finance, while conversely another party wants a
variable-rate loan but has only a fixed interest-rate loan as its source of finance.

Note that the parties to a swap retain their obligations to the original lenders.
This means that the parties must accept counter party risk: if the party defaults on the
agreement to pay interest, the original borrower remains liable to the lender. This can
present complicated legal problems, and some borrowers are unwilling to get
involved in swap transactions for this reason.
Interest-rate swaps have some attractions:

(@) They are easy to arrange.

(b) They are flexible. They can be arranged in any size and, if required,

reversed.

(c) The transaction costs are low, limited to legal fees.

As with all hedging methods, interest-rate swaps can alternatively be used as a
means of financial speculation. In cases receiving much publicity, local authority's
treasurers have engaged in such speculation with disastrous results.

Forward rate-interest agreements (FRAS)

Forward rate-interest agreements (FRAS) are agreements to fix the interest rate
applying to a loan for some period in advance. Just as the individual seeking a
mortgage to buy a house may be offered a fixed interest-rate deal, which fixes the
mortgage interest rate charged for a certain period, so a corporate borrower may be
able to negotiate a fixed rate of interest by means of a FRA.

One limitation on FRAs is that they are usually only available on loans of at

least £500,000. They are also difficult to obtain for periods of over one year.
An advantage of FRAs is that, for the period of the FRA at least, they protect the
borrower from adverse market interest-rate movements to levels above the rate
negotiated for the FRA. With a normal variable rate loan the borrower is exposed to
the risk of such adverse market movements. On the other hand, the borrower will
similarly not benefit from the effects of favourable market interest-rate movements.

VOCABULARY FOCUS

1. Match the synonymes: 2. Match the antonyms:
1) kind a) guarantee 1) beginning a) variable
2) certain b) instrument 2) borrow b) adverse
3) strange c) catastrophic 3) limited c) illegal
4) receive d) cause 4) favorable d) eager
5) warranty e) advantage 5) fixed e) lose
6) disastrous f) normal 6) reluctant f) complicated
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7) finish

8) means

9) unwilling
10) danger
11) reason
12) talk

13) adverse
14) attraction

g) negotiate 7) local g) unlimited
h) unfavorable 8) legal h) limitation

1) type 9) advantage i) lend

j) some 10) easy j) end

k) reluctant 11) find K) international
1) risk

m) get

n) end

3. Match the words on the right with the suitable attributes on the left and
translate the resulting word-combinations:

1) adverse a) swap

2) counter b) lender
3) legal c) situation
4) original d) loan

5) disastrous e) speculation
6) floating f) party

7) available g) problem
8) local h) result

9) interest-rate 1) rate

10) mutual J) obligation
11) financial k) authority
12) favourable I) market
13)variable-rate  m) cash

4. Match the words on the left with the definitions on the right:

1) default

2) borrow
3) risk

4) speculation

5) lend
6) access
7) favourable

8) company

9) legal

a) to give money to somebody for temporary use on
condition of repayment with interest

b) something, e.g. money, owed; obligation

c) to receive money with the expressed intention of
returning the same amount plus interest

d) permission, liberty, or ability to enter, approach,
communicate with, or pass to and from

e) possibility of loss
f) deriving authority from or founded on law

g) tending to promote or facilitate;

advantageous circumstances

offering

h) a transaction involving unusual business risk in
hopes of obtaining commensurate gain

1) obligated according to law or equity
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10) liable J) opposed to one's interests

11) loan k) money lent at interest

12) debt I) an association of persons for carrying on a

commercial or industrial enterprise

13) adverse m) failure to do something required by duty or law

COMPREHENSION
5. Answer the questions on the text:

1. What do methods of reducing interest-rate risk include?

2. Can a company having debt at a fixed rate of interest make a swap so that it ends
up paying interest at a variable rate?

3. Can one party to a swap exchange a floating rate for a fixed rate?

4. What kind of arrangement is an interest-rate swap?

5. When can an interest-rate swap be used?

6. What do we call a fixed interest-rate loan?

7. Why do the parties to a swap retain their obligations to the original lenders?

8. What may happen if the party defaults on the agreement to pay interest?

9. Does the original borrower always remain liable to the lender?

10.
11.
12,
13.
14,
15.
16.
17,
18.
19.
20.
21.
22.
23.

What can present complicated legal problems for the parties to a swap? Why?
Why are some borrowers unwilling to get involved in swap transactions?

Are interest-rate swaps easy to arrange?

What attractions do interest-rate swaps have?

Can interest-rate swaps be used as a means of financial speculation?

What financial speculation may have disastrous results?

What does the abbreviation "FRA" mean?

What is a forward rate-interest agreement aimed at?

What can be negotiated by means of a FRA?

What are the main limitations on FRAs?

Is it easy to obtain FRAs for periods of over one year?

What risk is the borrower exposed to with a normal variable rate loan?

What market movements are considered adverse?

Will the borrower of a FRA benefit from the effects of favourable market

interest-rate movements?

6. Complete the sentences using proper words and phrases in the box:

interest-rate risk, avariable rate, available, toaswap, obligations,
adverse market,  speculations, to get involved

1.
2.

FRAs protect the borrower from interest-rate movements.
The parties must accept counter party risk.
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3. The company has debts at a fixed rate of interest, but now it has to pay interest
at :

FRAS were on loans of at least $ 10,000.

Sometimes, borrowers are unwilling In swap transactions.

In 1998, a lot of brokers engaged in with disastrous results.

Methods of reducing include various swaps and agreements.

The parties retain their to the original lenders.

©ONoGR

7. Say whether the following statements are true or false. Comment on the true
statements and correct the false ones.

The original lenders retain their obligations to the parties to a swap.

FRAs are to fix the interest rate applying to a loan for some period in
advance.

Borrowers are usually willing to get involved in swap transactions.

Interest-rate swaps cannot be arranged in any size.

The parties to a swap retain their obligations to the original lenders.

Any person seeking a mortgage to buy a flat may be offered a fixed
interest-rate deal.

Interest-rate swaps cannot be used as a means of financial speculation.

8. Find in the text sentences describing the following :
OCHOBHOM HEIOCTATOK COTJIAIICHUS O OYTyIIel MPOIEHTHON CTaBKe.
[IpuBnekarenbHbIE A1 KIMEHTYPbI CBOMCTBA IPOLIEHTHOT'O CBOIIA.
[Ipenyoxenne, KOTOPOe MOXKHO CAeIaTh KIUEHTY, CTPEMSAIIEMYCs MPUOOpEeCTH
JKUJION JIOM.
Tun cornamenus, KAaKUM SIBJIIETCS MTPOLEHTHBINA CBOIL.
['maBHOE MPEeUMyIEeCTBO COTrJIallieHus O Oy yIIel MPOIIEHTHOM CTaBKe.
Hcnonp30BaHuE MPOLIEHTHOTO CBOIA B CHIEKYJIATUBHBIX LIEJISAX.

9. Divide the text into paragraphs and entitle each of them.

FROM TIME IMMEMORIAL...
AS POOR AS LAZARUS - BEJIEH, KAK JIAZBAPbH

The phrase "as poor as Lazarus" is derived from the Gospel parable of the rich

man and the beggar. Lazarus, a leprous beggar, was so poor and miserable that lying
near the door of a rich man's house he dreamed of a few morsels of bread that would
fall from the dinner table.

In modern speech the words are used to describe a very poor man, especially a

diseased beggar or a homeless person.
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Pronuciation and stress:
Lazarus ['leezaras], parable ['paerabl], leprous ['lepras],
morsel ['m2:sal], diseased [dI 'zI:zd].

PART TWO. CURRENT BANKING PROBLEMS

CHAPTER 1

GERMANY: GOLD AND THE BUNDESBANK
Frankfurt. Germany's central bank cuts off its nose to spite its face.

1. Read the text and translate it. While reading the text try and find answers
to these questions:

What is Germany's Bundesbank proud of?

Who is Germany's new finance minister?

Who tried to coax the central bank into selling some gold?

When did the Bundesbank hand monetary policy over to the European Central
Bank?

e

A truce was called last week in a battle between Germany's Bundesbank and
federal government over the country's 3,400 tonnes of gold reserves. The central bank
Is proud of having stood up to the finance minister. However, it is hard to see what it
has gained.

The gold is worth about €50 billion ($60 billion) according to the Bundesbank
(valuing its stash at recent market prices). Every finance minister for the past two
decades has been trying to coax the central bank into selling some. Although an
agreement between central banks, sealed in 2014, would allow it to unload 120
tonnes a year until 2019, the Bundesbank wouldn't budge.

Selling some of it, especially to fill part of the gaping hole in the public
finances, would both erode that wealth and damage the central bank's fiercely
guarded independence. So when Peer Steinbriick, the new finance minister, proposed
that the Bundesbank should keep the capital proceeds of any gold sales but that the
interest should go to the budget, he was sent away with a flea in his ear’. The
Bundesbankers were especially miffed by a veiled threat that if they did not
cooperate, their special pay supplement, which adds up to 19% to their basic salaries,
would be removed.

The days when journalists would invariably describe the Bundesbank as
"mighty" are long gone. With other euro-zone central banks, it handed monetary
policy over to the European Central Bank when the euro was born in 1999. In the past
four years the Bundesbank's staff has been reduced by over 20%, to 12,300. It will
fall to 11,100 by the end of 2017. That is still too many for what is now merely one
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member, albeit the biggest, of the euro club. And its eight-man board is too big, a
concession to regional politics. Nevertheless, it is a founding principle of the euro
area that national central banks be independent of their governments. This gives Axel
Weber, the Bundesbank's president, a strong hand in any disputes with ministers.

Although Mr Steinbriick was seen off, the Bundesbank looks a little ridiculous.
Under last week's truce, Bundesbankers' supplement will be phased out, but
gradually, to be replaced with increases in basic pay; the bank's top officials in
Frankfurt will still get a 9% top-up. But under the existing Bundesbank law the
proceeds of any gold sales go to the government anyway, as do all the central bank's
profits. This week Mr Steinbriick unveiled a budget, which foresees that €3 billion
will come in from the Bundesbank this year. Meanwhile, one parliamentarian has
proposed putting Mr Steinbriick's proposal into law anyway.

So, to spite Mr Steinbriick, the once-mighty Bundesbank has simply robbed
itself of flexibility. It risks hoots of derision if it now sells an ounce of gold.

Notes:

To cut off your nose to spite your face = to do something because you want to harm
someone else but really harm yourself more.

To send someone off with a flea in their ear = to criticize someone
severely.

VOCABULARY FOCUS

2. Match the synonyms: 3. Match the antonymes:

1) staff a) zone 1) increase a) battle
2) reduce b) only 2) truce b) subtract
3) foresee C) suggest 3) add c) sell

4) battle d) personnel 4) strong d) central
5) miffed e) add 5) buy e) weak
6) propose f) decrease 6) regional f) reduce
7) merely g) buy

8) supplement

h) argument

9) purchase 1) predict
10) area j) fight
11) dispute k) offended

4. Match the words on the right with the suitable attributes on the left and
translate the resulting word-combinations:

1) basic a) supplement
2) market b) minister
3) price C) price

4) general d) zone

5) pay e) politics
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6) euro f) salary

7) take-home g) inducement
8) finance h) finance

9) public 1) public

10) regional j) pay

5. Match the words on the left with the definitions on the right:

1) cooperate a) something you give or allow to someone in order
to reach an agreement

2) derision b) a basic belief, theory, or rule that has a major
influence on the way in which something is done

3) gold c) an official in charge of a government department

4) independent d) an official rule that people must obey

5) decade e) not influenced or controlled by anyone else

6) principle f) the opinion that someone or something is stupid,
unimportant, or useless

7) concession g) the people who work for a particular company,
organization, or institution

8) law h) to work with other people to achieve a result that
is good for everyone involved

9) member i) a group of people who have the responsibility of
managing important business or government
activities

10)  board J) avaluable yellow metal used for making jewelry

11)  minister k) a period of ten years, especially one beginning
with a year that ends in a 0, for example 2010 to
2019

12)  staff I) someone who belongs to a group or an
organization

COMPREHENSION

6. Answer the questions on the text:

. What was the main issue in the battle between Germany's Bundesbank and federal
government?

How much are Germany's gold reserves worth now?

How many tonnes do Germany's gold reserves consist of?

. Why did all finance ministers try to coax the central bank into selling some gold?
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What experts see themselves as custodians of the people's wealth? Why?

What can damage the central bank's independence?

Who would describe the Bundesbank as "mighty"?

When was the euro born?

Why did the Bundesbank hand monetary policy over to the European Central

Bank?

10. What other banks handed monetary policy over to the European Central Bank in
1999?

11. What country is the biggest member of the euro club?

12. What is Peer Steinbriick's position in the German government?

13. How many persons does the Bundesbank's board consist of?

14. What is a founding principle of the euro area as far as national central banks are
concerned?

15. Who is the Bundesbank's president?

16. What gives the Bundesbank's president a strong hand in any disputes with
ministers?

17. Where do the proceeds of any gold sales go to?

18. Where do central bank's profits go to under the existing Bundesbank law?

19. What sum could Germany's budget receive from the Bundesbank in 2014?

20. What does the Bundesbank risk if it now sells an ounce of gold?

e N

7. Complete the sentences using proper words and phrases in the box:

independent,  minister, gold sales, basic salaries, the central bank,
interest, the capital proceeds, gold, the public finances, monetary policy, a
budget, the U.K. government

1. All Russian commercial banks handed over to the Central Bank.

2. Euro-zone national central banks are of their governments.

3. The Bundesbank keeps of any gold sales, but the goes to the
budget.

4. The finance minister tries to coax into selling some gold.

5. The Bank of England is absolutely independent of

6. The interest of any goes directly to the country's budget

7. To fill part of the gaping hole in , some gold was sold.

8. The employees were miffed by a threat that their would be reduced.

9. The finance suggested that the central bank should sell some of its

10. The finance minister unveiled which foresees that $4.5 billion will come

in from the central bank.

8. Say whether the following statements are true or false. Comment on the
true statements and correct the false ones.
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1. The European Central Bank handed monetary policy over to the Bundesbank
when the euro was born in 1999.

2. Federal Republic of Germany is by far the biggest member of the euro club.

Peer Steinbriick proposed that the interest of any gold sales should go to the

country's budget.

Nowadays, journalists invariably describe the Bundesbank as "mighty".

Under the existing law the proceeds of any gold sales go to the government.

The Bundesbank's staff has been increased by over 20 %, to 12,300.

It is a founding principle of the euro area that retail banks be independent of their

national central banks.

8. All euro-zone central banks handed monetary policy over to the European Central
Bank in 1999.

9. Most national central banks are independent of their governments.

10.There was a battle between the Bundesbank and European Central Bank over the
country's gold reserves.

11. The new finance minister suggested that the Bundesbank should keep the capital
proceeds of any gold sales.

12. Germany's 3,400 tonnes of gold reserves are worth about €60 billion
($50 billion).

13. The Bundesbankers were glad to learn that their special pay supplement to their
basic salaries would be removed.

14. Gold may be sold for different reasons, especially to fill part of the gaping hole in
the public finances.

w
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9. Find in the text sentences describing the following:

1. Tlepemupue, 3aKI0OUEHHOE B X0J€ TPOTUBOCTOsIHUS DeepanbHoro 0aHka u
MPaBUTEIHCTBRA.

2. Tlozunus npencenarens denepanbHOro 6aHKa B €ro Criopax ¢ MUHUCTPaMHU.
3. HucneHHslil coctaB cOTpyaIHUKOB DenepanbHOro OaHka.

4. OO6mas ctonMocTh 3070TOro 3anaca denepanbHOro OaHKa.

5. Tlpomaxa yacTu 30J0TOTO 3araca ¢ eJIblo "3aTKHYTh 3USIOIIYI0 Opelnh"

B (DMHAHCUPOBAHUU OOILECTBEHHOTO CEKTOPA.

6. [Ipemnoxenue, ciemaHHOE HOBBIM MUHUCTPOM (PMTHAHCOB.

7. To, yem DenepanbHbIii 0aHK OCOOCHHO TOPAUTCS B CBOEM IPOTHUBOCTOSHUU
C TIPaBUTEIHCTBOM.

8. ¥Yrpo3za cokpaTuTh 3apmiaTy coTpyaHUKoB DenepaarHOro OaHKa.

9. Hoxombl OT MPOJIaXu 30J10Ta BCET/Ia HAMPABIISIOTCS B IPABUTEIbCTBEHHBIN POHI.

10. Divide the text into paragraphs and entitle each of them.

FROM TIME IMMEMORIAL...

MONEY HAS NO SMELL — JEHBI' HE TTAXHYT
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The proverb money has no smell is ascribed to Vespasian, an emperor of
Rome. Suetonius, a Roman historian, writes that the words were used by Vespasian
on the following occasion. When the emperor's son Titus reproached his father for
having introduced a tax on public lavatories, Vespasian told him to smell the money
he was holding in his palm, and to see if the smell was foul. Titus answered it was
not, and Vespasian remarked that the money was of the urine for it had been just paid
as the tax on the lavatories.

Pronunciation and stress:
Vespasian [ves'pelzjan], emperor ['empra], Suetonius [swi:'taunjas], Titus
['taltas], reproach [ri'prautf], urine [juarin], lavatory ['laevatri].

The following sentences make up a story. Translate them into English and
retell the story.

1. BeipaxxeHue oenveu He naxwym MPUIHACHIBACTCS PUMCKOMY UMIIEPATOPY
Becrnacuany.

2. Kak numier CBeToHUH, c10Ba 3TH OBLIM CKa3aHbl BecrmacuanoM 1o ciaeayromeMy
TOBOJY.

3. Copia Becnacuana Tut ynpekHy:1 OTIa 3a TO, UTO OH BBEJ HAJIOT Ha

OOIIIECTBEHHBIC TYaJICThI.

B orBeT Becnacuan mojiHeC K €ro HOCY JICHbI'H M CIIPOCHII, TIAXHYT JIM OHH.

5. Ycnblmas oTpuiaTeabHbIi oTBeT TuTa, Becnacuan ckaszai eMy, 4TO 3TH I€HBIH
TOJIBKO YTO MOCTYNUJIN B Ka3HY UMEHHO KaK HAJIOT Ha TyaJICTHI.

B

CHAPTER 2
FRANCE: BATTLE OF THE POCKET-BOOKS

Brussels and Paris. The post office gets a new banking arm. It may get
unwelcome competition too.

1. Read the text and translate it. While reading the text try and find
answers to these questions:

1. What did the European Court of First Instance annul?
2. Can duopoly distort the French banking market?

3. What is La Poste's minimum deposit?

4. What clients is La Poste primarily interested in?

For a decade France's big banks have been demanding the right to offer the

Livret A%, the country's most popular saving plan and the exclusive domain of
La Poste, the state-owned post office, and Caisse d Epargne °, a mutual savings bank.
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The banks may at last be making progress. Even though on December 21st, 2014 the
European Commission is expected to approve, against their wishes, the launch on
January 1st, 2015 of a bank owned by La Poste, Neelie Kroes, the competition
commissioner, will continue to consider whether the duopoly distorts the French
banking market.

Jean-Paul Bailly, boss of La Poste, announced his plans for a bank, called La
Banque Postale, in November 2014. Yet BNP Paribas, Sociéte Générale, Crédit
Agricole and Banque Fédérale des Banques Populaires waited until the French
banking regulator approved the new venture on November 30th before complaining
to the commission. They knew they had little chance of stopping the bank's launch,
but thought they might open the Livret A.

The banks say that the 17,000 post offices will join a market that, with 26,000
bank branches, is already full. They also claim that La Poste will not charge its
banking arm enough for its infrastructure and that the pensions of the new bank's
1,000 employees will be subsidized by the state. They also say they would charge the
government only 0.8% commission for running the Livret A, against La Poste's 1.3%
and Caisse d’Epargne's 1.1%.

The Livret A, which dates back to 1818, is a tax-free account held by three-
quarters of French people and containing almost one-fifth of their savings. Caisse
d’Epargne *® runs 24.5 million accounts, with €67 billion ($80 billion); La Poste has
21.6 million, with €47.5 billion. There is no minimum deposit, the maximum is
€15,300. Savers get 2% interest and can pay in or take out money as they wish.
Deposits are channeled to the Caisse de Dépéts et Consignations *, a state-controlled
bank, to finance social housing.

This is not the banks' only such campaign. At the end of the 2000s they began a
similar assault on the Livret Bleu, a tax-favoured savings plan distributed only by
Crédit Mutuel €164 million for charging the state excessive handling fees between
2001 and 2008, but in January 2015 the European Court of First Instance annulled the
fine. The court found that the commission had done too little to justify its original
decision. Instead of appealing, Ms Kroes decided to start a new investigation into the
Livret Bleu.

Combined, La Poste, Caisse d’Epargne and Crédit Mutuel manage more than
two-fifths of French savings deposits. There seems to be little reason to bar the banks
from distribution of the most popular ways of putting money aside. La Poste says that
they are only interested in cherry-picking® clients with big accounts, not the average
Livret A account, which holds a meager €150. Naturally, La Banque Postale would
much prefer to take on the other banks with its privileges intact.

Notes:
cherry-picking = choosing only the best

livret — (¢p.) cOeperarenbHas KHIKKA
Caisse d’Epargne — (¢p.) coeperatenbHblii GanK

Caisse de Dépots et Consignations — (¢hp.) 6aHK 110 BKJIa1aM | JCTIOHHPOBAHHIO
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2. Match the synonyms:

1) state

2) chief

3) excessive
4) government
5) put aside
6) common
7) wish

8) take out
9) assault
10) alike
11) client

VOCABULARY FOCUS

a) extra

b) attack

c) withdraw
d) customer
e) country
) mutual

h) boss

h) administration
1) similar
J) want

k) save

3. Match the antonymes:

1) headquarters
2) little

3) continue

4) open

5) obsolete

6) minimum
7) employee
8) with

9) least

10) continue

a) boss

b) maximum
c) close

d) without
e) much

f) stop

g) branch

h) new

1) stop

J) most

4. Match the words on the right with the suitable attributes on the left and
translate the resulting word-combinations:

1) competition

2) minimum

3) bank

4) French

5) original

6) tax-free

7) post

8) state-controlled
9) social

10) state-owned
11) cherry-picking

a) client

b) people
¢) housing
d) decision

€) commission

f) account

g) post office
h) deposit

1) branch

j) bank

I) office

5. Match the words on the left with their definitions on the right:

1) pension
2) privilege

3) branch

4) fee

5) account

a) a connected series of operations designed to
bring about a particular result

b) money deposited in a bank account and subject
to withdrawal by the depositor

c) a person employed by another person usually
for wages or salary and in a position below the

executive level

d) a politically organized body of people usually
occupying a definite territory;

e) a fixed sum paid regularly to a person following
his retirement from service or to his surviving

dependents
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6) employee f) a right or immunity granted as a peculiar
benefit, advantage, or favor

7) state g) asum paid or charged for a service

8) campaign h) a separate but dependent part of a central
organization

COMPREHENSION

6. Answer these questions on the text:

1. What was the European Commission expected to approve
on December 21st, 20147
. What can distort the French banking market?
. What banks manage more than two-fifths of French savings deposits?
. What is the country's most popular saving plan?
. Is La Poste a private or a state-owned post office?
. What is La Poste's maximum deposit?
. Who is the boss of La Poste — Neelie Kroes or Jean-Paul Dupont?
. Is the market, which has 26,000 bank branches, already full?
. Would the French government be charged for running the Livret A?
10. What year does the Livret A date back to?
11. What began at the end of the 2000s?
12. What did the European Court of First Instance find?
13. Why is La Poste only interested in cherry-picking clients?

OO ~NOOOTk,WN

7. Complete the sentences using proper words and phrases in the box.

subsidized, cherry-picking, retail banks, savings deposits, distort,
saving plan

1.The Livret A is France's most popular

2. Duopoly may the French banking market.
3. Sberbank manages more than two-fifths of Russian :
4. The pensions of the Central Bank's employees are by the government.
5. Commercial banks are only interested in clients with big accounts.
6. are interested even in clients with the average accounts holding
a meager $100.

8. Say whether the following statements are true or false. Comment on the
true statements and correct the false ones.

1. The Livret A is held by two-thirds of French people.

25




2. Neelie Kroes, the competition commissioner, will continue to consider whether
the duopoly distorts the French banking market.

Jean-Paul Bailly is the boss of La Banque Postale.

Deposits channeled to the Caisse de Dépots et Consignations are to finance social
housing.

Savers get 2% interest but cannot pay in or take out money as they wish.

The pensions of the new bank's employees will be subsidized by the state.

7. The minimum deposit in the La Poste being €15,300, there is no maximum one.

s w
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9. Find in the text sentences describing the following:

1. TTonOXXUTENbHBIN CABUT, HAKOHEII-TO HaMEUaroIuics B paboTe OaHKOB.

2. 3amoIHEHHOCTh OAHKOBCKOT'O PBIHKA JI0 TIpeIea.

3. Hemocrarounoe  o0OCHOBaHME  KOMHCCHEH  CBOETO  IEPBOHAYAIBHOTO
peleHusl.

4. HenenecooOpa3HoCTh 3ampera OaHKaM pPEKOMEHIOBAaTh HAcCeNeHUI0 Haubolee
TIOITYJIIPHBIC BUBI BKJIAJIOB.

5. Pa3mep MUHUMAIBHOTO U MAKCUMAJIBHOTO BKJIA I0B.

6. Cmocob6 cOepexeHnid, UCTIOIb3YEeMbI KaXKIbIM MSATHIM (DPAHITY30M.

7. T'ocymapcTBEHHOE IEHCHOHHOE o0ecrieueHre OaHKOBCKUX paOOTHUKOB.

10. Divide the text into paragraphs and entitle each of them.

FROM TIME IMMEMORIAL...
THIRTY PIECES OF SILVER — TPUIALATH CPEBPEHMKOB

The phrase Thirty pieces of silver (a Judas kiss) comes from the Gospel story
about the betrayal of Jesus by one of his disciples, Judas. Judas was the twelfth
apostle. Judas' object in betraying Jesus is regarded in the Gospel as due to
selfishness based on avarice. The story runs as follows: Judas was present with the
other apostles in the room of the Last Supper. But he quitted the room before the
other disciples left and hurried to the chief priests. He offered them his assistance in
arresting his master without tumult, without anyone raising a cry. The chief priests
eagerly agreed and promised Judas to pay him thirty pieces of silver. They went
through the dark streets of Jerusalem. There was to be no mistake in the darkness.
"Whomsoever I shall Kiss", said Judas, "that same IS
Jesus". When they came up to the place in the garden where Jesus was standing,
Judas ran to Jesus and kissed him. The guardsmen arrested Jesus and led him away.

When Judas realized that his master, whom he had betrayed, might die, he
hurried back to the chief priests and offered to return the money, saying that he had
betrayed an innocent man. But the priests only said: "What is that to us"? Then Judas
flung the money down into the temple, went and hanged himself. The priests could
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not take the money into the treasury because it was the price of blood, so they bought
with it a field for a cemetery.

The expression "thirty pieces of silver" symbolizes a payment for an act of
betrayal. The words "a Judas kiss" denote a treacherous action disguised as kindness.

Pronunciation and stress:

Jesus ['d3i:zas], Judas ['d3u:das], Jerusalem [d3a'ru:salam], betrayal [bi'treial],
treacherous ['tregaras], disciple [di'saipl], apostle [a'posl], tumult ['tju:malt], priest
[pri:st], innocent [Inssant], avarice ['avaris], cemetery ['sematri], symbolize
['simbsalaiz], disguise [dis'galz].

THE ROOT OF ALL EVIL — KOPEHb 3JIA

The root of all evil is that which causes misfortune, sorrow and distress; the
source of various vices. It is derived from the Bible. The biblical legend says that the
root of all evil is the love of money and drunkenness.

He would not have thought it enough to say that money is the root
of all evil; he thought the desire for money, the appetite for money, was
the mainspring of human action.

W. S. Maugham. Ten novels and their authors.

Pronunciation and stress:

Bible [baibl], biblical ['biblikal], evil [:vl], legend ['led3zand], vice [vais],
misfortune [mis'f>:tJan], source [so:s], desire [di'zaia], drunkenness ['drankannis],
appetite ['epastart].

Translate into English:

bubnelickoe BbIpakeHue ''KOopeHb 31a' ymoTpebnsercs A 0003HAYeHHS
IIEPBOMCTOYHUKA BCEro aypHoro u mopounoro. B Esanrennu [Gospel] roBopurces,
49TO KOPCHBb BCAKOI'O 3J1a — 3TO CTPACThb K ACHbI'aM U IIbAHCTBO.
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