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Accountancy

2008/9 Schools Wikipedia Selection. Related subjects: Business

Accountancy ( profession) or accounting ( methodology) is the measurement, statement or provision of assurance about financial information primarily used
by managers, investors, tax authorities and other decision makers to make resource allocation decisions within companies, organizations, and public agencies.
The terms derive from the use of financial accounts.

Accounting ( Definition) is a service activity. Its function is to provide quantitative information primarily financial in nature, about economic entities, that is
intended to be useful in making economic decisions, and in making reasoned choices among alternative courses of action.

It is also the discipline of measuring, communicating and interpreting financial activity. Accounting is also widely referred to as the "language of business".

Financial accounting is one branch of accounting and historically has involved processes by which financial information about a business is recorded, classified,
summarised, interpreted, and communicated; for public companies, this information is generally publicly-accessible. By contrast management accounting
information is used within an organisation and is usually confidential and accessible only to a small group, mostly decision-makers. Tax Accounting is the
accounting needed to comply with jurisdictional tax regulations.

Practitioners of accountancy are known as accountants. There are many professional bodies for accountants throughout the world. Many allow their members
to use titles indicating their membership or qualification level. Examples are Chartered Certified Accountant ( ACCA or FCCA), Chartered Accountant (FCA,
CA or ACA), Management Accountant (ACMA, FCMA or AICWA), Certified Public Accountant (CPA) and Certified General Accountant (CGA or FCGA).

Auditing is a related but separate discipline, with two sub-disciplines: internal auditing and external auditing. External auditing is the process whereby an
independent auditor examines an organisation's financial statements and accounting records in order to express an opinion as to the truth and fairness of the
statements and the accountant's adherence to Generally Accepted Accounting Principles (GAAP), or International Financial Reporting Standards (IFRS), in all
material respects. Internal auditing aims at providing information for management usage, and is typically carried out by auditors employed by the company, and
sometimes by external service providers.

Accounting/accountancy attempts to create accurate financial reports that are useful to managers, regulators, and other stakeholders such as shareholders,
creditors, or owners. The day-to-day record-keeping involved in this process is known as bookkeeping.

Accounting scholarship is the academic discipline which studies accounting/accountancy.

Modern accounting
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Accounting is the process of identifying, measuring and communicating economic information so a user of the information may make informed economic
judgments and decisions based on it.

Accounting is the degree of measurement of financial transactions which are transfers of legal property rights made under contractual relationships.
Non-financial transactions are specifically excluded due to conservatism and materiality principles.

At the heart of modern financial accounting is the double-entry bookkeeping system. This system involves making at least two entries for every transaction: a
debit in one account, and a corresponding credit in another account. The sum of all debits should always equal the sum of all credits, providing a simple way to
check for errors. This system was first used in medieval Europe, although claims have been made that the system dates back to Ancient Rome or Greece.

According to critics of standard accounting practices, it has changed little since. Accounting reform measures of some kind have been taken in each generation
to attempt to keep bookkeeping relevant to capital assets or production capacity. However, these have not changed the basic principles, which are supposed to
be independent of economics as such. In recent times, the divergence of accounting from economic principles has resulted in controversial reforms to make
financial reports more indicative of economic reality.

History of accounting

Early history

Accountancy's infancy dates back to the earliest days of human agriculture and civilization (the Sumerians in Mesopotamia), when the need to maintain
accurate records of the quantities and relative values of agricultural products first arose. This need for record keeping was the synthesis of writing. Simple
accounting is mentioned in the Christian Bible (New Testament) in the Book of Matthew, in the Parable of the Talents . The Islamic Quran also mentions simple
accounting for trade and credit arrangements .

Twelfth-century A.D. Arab writer Ibn Taymiyyah mentioned in his book Hisba (literally, "verification" or "calculation") detailed accounting systems used by
Muslims as early as in the mid-seventh century A.D. These accounting practices were influenced by the Roman and the Persian civilisations that Muslims
interacted with. The most detailed example Ibn Taymiyyah provides of a complex governmental accounting system is the Divan of Umar, the second Caliph of
Islam, in which all revenues and disbursements were recorded. The Divan of Umar has been described in detail by various Islamic historians and was used by
Muslim rulers in the Middle East with modifications and enhancements until the fall of the Ottoman Empire.

Luca Pacioli and the birth of modern accountancy
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Luca Pacioli (1445 - 1517), also known as Friar Luca dal Borgo, is credited for the "birth" of accounting.
His Summa de arithmetica, geometrica, proportioni et proportionalita ( Summa on arithmetic, geometry,
proportions and proportionality, Venice 1494), was a textbook for use in the abbaco schools of northern
Italy, where the sons of merchants and craftsmen were educated. It was a compendium of the mathematical
knowledge of his time, and includes the first printed description of the method of keeping accounts that
Venetian merchants used at that time, known as the double-entry accounting system. Although Pacioli
codified rather than invented this system, he is widely regarded as the "Father of Accounting". The system
he published included most of the accounting cycle as we know it today. He described the use of journals
and ledgers, and warned that a person should not go to sleep at night until the debits equalled the credits!
His ledger had accounts for assets (including receivables and inventories), liabilities, capital, income, and
expenses — the account categories that are reported on an organisation's balance sheet and income
statement, respectively. He demonstrated year-end closing entries and proposed that a trial balance be used
to prove a balanced ledger. His treatise also touches on a wide range of related topics from accounting ethics
to cost accounting.

Painting of Luca Pacioli, attributed to Jacopo de' Barbari

Post-Pacioli

The first known book in the English language on accounting was published in London, England by John Gouge (or Gough) in 1543. It is described as 4
Profitable Treatyce called the Instrument or Boke to learn to know the good order of the kepyng of the famouse reconynge, called in Latin, Dare and Habere,
and, in English, debtor and Creditor.

A short book of instructions was also published in 1588 by John Mellis of Southwark, England, in which he says, "I am but the renuer and reviver of an ancient
old copies printed here in London the 14 of August 1543: collected, published, made, and set forth by one Hugh Oldcastle, Schoolmaster, who, as reappeared by
his treatise, then taught Arithmetics, and this booke in Saint Ollaves parish in Marko Lane." Mellis refers to the fact that the principle of accounts he explains
(which is a simple system of double entry) is "after the former of Venice".

A book described as The Merchants Mirrour, or directions for the perfect ordering and keeping of his accounts formed by way of Debitor and Creditor, after
the (so termed) Italian manner, by Richard Dafforne, accountant, published in 1635, contains many references to early books on the science of accountancy. In
a chapter in this book, headed "Opinion of Book-keeping's Antiquity," the author states, on the authority of another writer, that the form of book-keeping
referred to had then been in use in Italy about two hundred years, "but that the same, or one in many parts very like this, was used in the time of Julius Caesar,
and in Rome long before." He gives quotations of Latin book-keeping terms in use in ancient times, and refers to "ex Oratione Ciceronis pro Roscio Comaedo";
and he adds:

"That the one side of their booke was used for Debitor, the other for Creditor, is manifest in a certain place, Naturalis Historiae Plinii, lib. 2, cap. 7,
where hee, speaking of Fortune, saith thus:
Huic Omnia Expensa.
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Huic Omnia Feruntur accepta et in tota Ratione mortalium sola.
Utramque Paginam facit."

An early Dutch writer appears to have suggested that double-entry book-keeping was even in existence among the Greeks, pointing to scientific accountancy
having been invented in remote times.

There were several editions of Richard Dafforne's book - the second edition in 1636, the third in 1656, and another in 1684. The book is a very complete
treatise on scientific accountancy, beautifully prepared and containing elaborate explanations. The numerous editions tend to prove that the science was highly
appreciated in the 17th century. From this time on, there has been a continuous supply of literature on the subject, many of the authors styling themselves
accountants and teachers of the art, and thus proving that the professional accountant was then known and employed.

Accountancy qualifications and regulation

The expectations for qualification in the profession of accounting vary between different jurisdictions and countries.

Accountants may be certified by a variety of organisations or bodies, such as the Association of Accounting Technicians (AAT), British qualified accountancy
bodies including the Chartered Institute of Management Accountants (CIMA), Association of Chartered Certified Accountants (ACCA) and Institute of
Chartered Accountants, and are recognised by titles such as Chartered Management Accountant (ACMA or FCMA) Chartered Certified Accountant (ACCA
or FCCA) and Chartered Accountant (UK, Australia, New Zealand, Canada, India, Pakistan, South Africa, Ghana), Certified Public Accountant (Ireland,
Japan, US, Singapore, Hong Kong, the Philippines), Certified Management Accountant (Canada, U.S.), Certified General Accountant (Canada), or Certified
Practicing Accountant (Australia). Some Commonwealth countries (Australia and Canada) often recognise both the certified and chartered accounting bodies.
The majority of "public" accountants in New Zealand and Canada are Chartered Accountants; however, Certified General Accountants are also authorised by
legislation to practice public accounting and auditing in all Canadian provinces, except Ontario and Quebec, as of 2005. There is, however, no legal requirement
for an accountant to be a paid-up member of one of the many Institutes.

The "Big Four" accountancy firms

The " Big Four auditors" are the largest multinational accountancy firms.

» PricewaterhouseCoopers
» Deloitte Touche Tohmatsu
» KPMG
» Ernst & Young

These firms are associations of the partnerships in each country rather than having the classical structure of holding company and subsidiaries, but each has an
international 'umbrella' organization for coordination (technically known as a Swiss Verein).
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Before the Enron and other accounting scandals in the United States, there were five large firms and were called the Big Five: Arthur Andersen,
PricewaterhouseCoopers, KPMG, Deloitte Touche Tohmatsu and Ernst & Young.

On June 15, 2002, Arthur Andersen was convicted (later overturned) of obstruction of justice for shredding documents related to its audit of Enron. Nancy
Temple (Andersen Legal Dept.) and David Duncan (Lead Partner for the Enron account) were cited as the responsible managers in this scandal as they had
given the order to shred relevant documents. Since the U.S. Securities and Exchange Commission does not allow convicted felons to audit public companies, the
firm agreed to surrender its licenses and its right to practice before the SEC on August 31, 2002. A plurality of Arthur Andersen joined KPMG in the US and
Deloitte & Touche outside of the US. Historically, there had also been groupings referred to as the "Big Six" (Arthur Andersen, plus Coopers & Lybrand before
its merger with Price Waterhouse) and the "Big Eight" (Ernst and Young prior to their merger were Ernst & Whinney and Arthur Young and Deloitte & Touche
was formed by the merger of Deloitte, Haskins and Sells with the firm Touche Ross).

The accounting scandals at Enron and other high profile companies in the USA and Europe have had, and continue to have, far-reaching consequences for the
accounting industry. Application of International Accounting Standards originating in International Accounting Standards Board headquartered in London and
bearing more resemblance to UK than current US practices is often advocated by those who note the relative stability of the UK accounting system (which
reformed itself after scandals in the late 1980s and early 1990s).

Lists of related topics

List of accounting topics

List of accountancy bodies

List of finance topics

List of business law topics

List of business ethics, political economy, and philosophy of business topics
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An actuary is a business professional who deals with the financial impact of risk and uncertainty.

Actuaries have a deep understanding of financial security systems, their reasons for being, their complexity, their
mathematics, and the way they work . They evaluate the likelihood of events and quantify the contingent outcomes
in order to minimize losses, both emotional and financial, associated with uncertain undesirable events. Since many
events, such as death, cannot be totally avoided, it is helpful to take measures to minimize their financial impact
when they occur. These risks can affect both sides of the balance sheet, and require asset management, liability
management, and valuation skills. Analytical skills, business knowledge and understanding of human behaviour and
the vagaries of information systems are required to design and manage programs that control risk .

need to estimate long-term averages of such
damage in order to accurately price property
insurance.

Actuaries' insurance disciplines may be classified as life; health; pensions, annuities, and asset management; social
welfare programs; property; casualty; general insurance; and reinsurance. Life, health, and pension actuaries deal
with mortality risk, morbidity, and consumer choice regarding the ongoing utilization of drugs and medical services
risk, and investment risk. Products prominent in their work include life insurance, annuities, pensions, mortgage and credit insurance, short and long term
disability, and medical, dental, health savings accounts and long term care insurance. In addition to these risks, social insurance programs are greatly influenced
by public opinion, politics, budget constraints, changing demographics and other factors such as medical technology, inflation and cost of living considerations .

Casualty actuaries, also known as non-life or general insurance actuaries, deal with catastrophic, unnatural risks that can occur to people or property. Products
prominent in their work include auto insurance, homeowners insurance, commercial property insurance, workers’ compensation, title insurance, malpractice
insurance, products liability insurance, directors and officers liability insurance, environmental and marine insurance, terrorism insurance and other types of
liability insurance. Reinsurance products have to accommodate all of the previously mentioned products, and in addition have to properly reflect the increasing
long term risks associated with climate change, cultural litigiousness, acts of war, terrorism and politics .

In 2002, a Wall Street Journal survey on the best jobs in the United States listed actuary as the second best job, while in previous editions of the list, actuaries
had been the top rated job . The survey used six key criteria to rank jobs: environment, income, employment outlook, physical demands, security and stress. A
similar survey by U.S. News & World Report in 2006 included actuaries among the 25 "Best Professions" that it expects will be in great demand in the future .

History

Need for insurance
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The basic requirements of communal interests gave rise to risk sharing since the dawn of civilization. For example, people who lived their entire lives in a camp
had the risk of fire, which would leave their band or family without shelter. After basic exchange came into existence, more complex forms developed beyond a
basic barter economy, and new forms of risk manifested. Merchants embarking on trade journeys bore the risk of losing goods entrusted to them, their own
possessions, or even their lives. Intermediaries developed to warehouse and trade goods, and they often suffered from financial risk. The primary providers in
any extended families or household always ran the risk of premature death, disability or infirmity, leaving their dependents to starve. Credit procurement was
difficult if the lender worried about repayment in the event of the borrower's death or infirmity. Alternatively, people sometimes lived too long, exhausting their
savings, if any, or becoming a burden on others in the extended family or society .

Early attempts

In the ancient world there was not always room for the sick, suffering, disabled, aged, or the poor—these were often not part of the cultural consciousness of
societies . Early methods of protection, aside from the normal support of the extended family, involved charity; religious organizations or neighbors would
collect for the destitute and needy. By the middle of the third century, 1,500 suffering people were being supported by charitable operations in Rome .
Charitable protection is still an active form of support to this very day . However, receiving charity is uncertain and is often accompanied by social stigma.
Elementary mutual aid agreements and pensions did arise in antiquity . Early in the Roman empire, associations were formed to meet the expenses of burial,
cremation, and monuments—precursors to burial insurance and friendly societies. A small sum was paid into a communal fund on a weekly basis, and upon the
death of a member, the fund would cover the expenses of rites and burial. These societies sometimes sold shares in the building of columbaria, or burial vaults,
owned by the fund—the precursor to mutual insurance companies . Other early examples of mutual surety and assurance pacts can be traced back to various
forms of fellowship within the Saxon clans of England and their Germanic forbears, and to Celtic society . However, many of these earlier forms of surety and
aid would fail due to lack of understanding and knowledge .

Development of theory
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The 17th century was a period of extraordinary advances in mathematics in Germany, France, and England. At the same time
there was a rapidly growing desire and need to place the valuation of personal risk on a more scientific basis. Independently
from each other, compound interest was studied and probability theory emerged as a well understood mathematical discipline.
Another important advance came in 1662 from a London draper named John Graunt, who showed that there were predictable
patterns of longevity and death in a defined group, or cohort, of people, despite the uncertainty about the future longevity or
mortality of any one individual person. This study became the basis for the original life table. It was now possible to set up an
insurance scheme to provide life insurance or pensions for a group of people, and to calculate with some degree of accuracy
how much each person in the group should contribute to a common fund assumed to earn a fixed rate of interest. The first
person to demonstrate publicly how this could be done was Edmond Halley. In addition to constructing his own life table,
Halley demonstrated a method of using his life table to calculate the premium someone of a given age should pay to purchase a
life-annuity .

Early actuaries

2003 US mortality ( life) table,
James Dodson’s pioneering work on the level premium system led to the formation of the Society for Equitable Assurances on Table 1, Page 1
Lives and Survivorship (now commonly known as Equitable Life) in London in 1762. This was the first life insurance company
to use premium rates which were calculated scientifically for long-term life policies, using Dodson’s work. The company still exists, though it has run into
difficulties recently. After Dodson’s death in 1757, Edward Rowe Mores took over the leadership of the group that eventually became the Society for Equitable
Assurances in 1762. It was he who specified that the chief official should be called an ‘actuary’ . Previously, the use of the term had been restricted to an
official who recorded the decisions, or ‘acts’, of ecclesiastical courts, in ancient times originally the secretary of the Roman senate, responsible for compiling
the Acta Senatus . Other companies which did not originally use such mathematical and scientific methods most often failed or were forced to adopt the
methods pioneered by Equitable .

Development of the modern profession

In the eighteenth and nineteenth centuries, computational complexity was limited to manual calculations. The actual calculations required to compute fair
insurance premiums are rather complex. The actuaries of that time developed methods to construct easily-used tables, using sophisticated approximations called
commutation functions, to facilitate timely, accurate, manual calculations of premiums . Over time, actuarial organizations were founded to support and further
both actuaries and actuarial science, and to protect the public interest by ensuring competency and ethical standards . However, calculations remained
cumbersome, and actuarial shortcuts were commonplace. Non-life actuaries followed in the footsteps of their life compatriots in the early twentieth century. In
the United States, the 1920 revision to workers' compensation rates took over two months of around-the-clock work by day and night teams of actuaries . In the
1930s and 1940s, however, rigorous mathematical foundations for stochastic processes were developed . Actuaries could now begin to forecast losses using
models of random events instead of deterministic methods. Computers further revolutionized the actuarial profession. From pencil-and-paper to punchcards to
microcomputers, the modeling and forecasting ability of the actuary has grown exponentially .

Another modern development is the convergence of modern financial theory with actuarial science . In the early twentieth century, actuaries were developing

http://cd3wd.com wikipedia-for-schools http://gutenberg.org page :10 of 626.
29/08/2011 08:46



Actuary

4 of 9

zim:/// A/ Actuary.html

many techniques that can be found in modern financial theory, but for various historical reasons, these developments did not achieve much recognition .
However, in the late 1980s and early 1990s, there was a distinct effort for actuaries to combine financial theory and stochastic methods into their established
models . Today, the profession, both in practice and in the educational syllabi of many actuarial organizations, combines tables, loss models, stochastic methods,
and financial theory , but is still not completely aligned with modern financial economics .

Responsibilities

Actuaries use skills in mathematics, economics, finance, probability and statistics, and business to help businesses assess the risk of certain events occurring, and
to formulate policies that minimize the cost of that risk. For this reason, actuaries are essential to the insurance and reinsurance industry, either as staff
employees or as consultants, as well as to government agencies such as the Government Actuary’s Department in the UK or the Social Security Administration
in the US. Actuaries assemble and analyze data to estimate the probability and likely cost of the occurrence of an event such as death, sickness, injury,
disability, or loss of property. Actuaries also address financial questions, including those involving the level of pension contributions required to produce a
certain retirement income and the way in which a company should invest resources to maximize its return on investments in light of potential risk. Using their
broad knowledge, actuaries help design and price insurance policies, pension plans, and other financial strategies in a manner which will help ensure that the
plans are maintained on a sound financial basis .

Traditional employment

On both the life and casualty sides, the classical function of actuaries is to calculate premiums and reserves for insurance policies covering various risks.
Premiums are the amount of money the insurer needs to collect from the policyholder in order to cover the expected losses, expenses, and a provision for profit.
Reserves are provisions for future liabilities and indicate how much money should be set aside now to reasonably provide for future payouts. If you inspect the
balance sheet of an insurance company, you will find that the liability side consists mainly of reserves.

On the casualty side, this analysis often involves quantifying the probability of a loss event, called the frequency, and the size of that loss event, called the
severity. Further, the amount of time that occurs before the loss event is also important, as the insurer will not have to pay anything until after the event has
occurred. On the life side, the analysis often involves quantifying how much a potential sum of money or a financial liability will be worth at different points in
the future. Since neither of these kinds of analysis are purely deterministic processes, stochastic models are often used to determine frequency and severity
distributions and the parameters of these distributions. Forecasting interest yields and currency movements also plays a role in determining future costs,
especially on the life side.

Actuaries do not always attempt to predict aggregate future events. Often, their work may relate to determining the cost of financial liabilities that have already
occurred, called retrospective reinsurance, or the development or re-pricing of new products.

Actuaries also design and maintain products and systems. They are involved in financial reporting of companies’ assets and liabilities. They must communicate
complex concepts to clients who may not share their language or depth of knowledge. Actuaries work under a strict code of ethics that covers their
communications and work products, but their clients may not adhere to those same standards when interpreting the data or using it within different kinds of
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businesses.

Non-traditional employment

Many actuaries are general business managers or financial officers. They analyze prospective business prospects with their financial skills in valuing or
discounting risky future cash flows, and many apply their pricing expertise from insurance to other lines of business. Some actuaries act as expert witnesses by
applying their analysis in court trials to estimate the economic value of losses such as lost profits or lost wages.

There has been a recent widening of the scope of the actuarial field to include investment advice and asset management. Further, there has been a convergence
from the financial fields of risk management and quantitative analysis with actuarial science. Now, actuaries also work as risk managers, quantitative analysts,
or investment specialists. Even actuaries in traditional roles are now studying and using the tools and data previously in the domain of finance . One of the latest
developments in the industry, insurance securitization, requires both the actuarial and finance skills .

Another field in which actuaries are becoming more prominent is that of Enterprise Risk Management, for both financial and non-financial corporations . For
example, the Basel II accord for financial institutions, and its analogue, the Solvency II accord for insurance companies, requires such institutions to account for
operational risk separately and in addition to credit, reserve, asset, and insolvency risk. Actuarial skills are well suited to this environment because of their
training in analyzing various forms of risk, and judging the potential for upside gain, as well as downside loss associated with these forms of risk .

Remuneration

The credentialing and examination procedure for becoming a fully qualified actuary can be discouraging. Consequently, the profession remains very small
throughout the world. As a result, actuaries are in high demand, and they are highly paid for the services they render . In the UK, where there are approximately
8,000 fully qualified actuaries, typical post-university starting salaries range between GBP £25,300 and £35,000 (approx. US$50,100-US$69,300 c. January
2008) and newly qualified actuaries in insurance companies earn somewhere between £46,000 and £55,000 (approx. US$91,100-US$108,900 c. January 2008)

per year. Many successful actuaries earn over £100,000 a year (approx. US$198,000 c. January 2008). These reflect nationwide salaries and numbers are likely
to be higher in London or in the South East of England .

Credentialing and exams

Becoming a fully credentialed actuary requires passing a rigorous series of exams, usually taking several years. In some countries, such as France, most study
takes place in a university setting. In others, such as the U.S. and the UK, most study takes place during employment.

UK and Republic of Ireland

Qualification in the United Kingdom and the Republic of Ireland consists of a combination of exams and courses provided by the professional bodies, the
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Institute of Actuaries based in London, England, and the Faculty of Actuaries based in Edinburgh, Scotland—separate but coinciding bodies. No geographic
limitations exist for these bodies. Students and actuaries in any part of the UK or the Republic of Ireland may be a member of either or both bodies. The exams
may only be taken upon having officially joined the body, unlike many other countries where exams may be taken earlier. However, a candidate may offer
proof of having previously covered topics, usually while at university, in order to be exempt from taking certain subjects. The exams themselves are now split
into four sections: Core Technical (CT), Core Applications (CA), Specialist Technical (ST), and Specialist Applications (SA). For students that joined the
Profession after June 2004, a further requirement that the student carry out a "Work-based skills" exercise has been brought into effect. This involves the
student submitting a series of essays to the Profession detailing the work that he or she has been involved in. In addition to exams, essays and courses, it is
required that the candidate have at least three years' experience of actuarial work under supervision of a recognized actuary for him or her to qualify as a
“Fellow of the (Institute/Faculty) of Actuaries” (FIA/FFA) .

Actuaries can also gain partial credit towards Fellowship of either the Faculty or Institute of Actuaries by following an actuarial science degree at an accredited
university. At the undergraduate level the only accredited programmes are currently at Heriot-Watt University, Edinburgh, the London School of Economics,
City University, London and the University of Kent. Full-time accredited masters programmes are provided only by Heriot-Watt University and City University;
part-time accredited masters degrees are offered by Imperial College London and the University of Leicester. Actuarial programmes that offer the possibility of
exemption from individual professional exams are also available at the City University, London, Heriot-Watt University, the London School of Economics, the
University of Southampton, the University of Wales, Swansea, the University of Kent and the University of Warwick. In the Republic of Ireland exemptions are
offered by University College Cork, University College Dublin and Dublin City University.

United States

In the U.S., for life, health, and pension actuaries, exams are given by the Society of Actuaries, while for property and casualty actuaries the exams are
administered by the Casualty Actuarial Society. The Society of Actuaries’ requirements for Associateship include passing five preliminary examinations,
demonstrating educational experience in economics, corporate finance and applied statistics—called validation by educational experience (VEE), completing an
eight-module self-learning series, and taking a course on professionalism. For Fellowship, three other modules, two exams, and a special fellowship admission
course is added . The Casualty Actuary Society requires the successful completion of seven examinations and VEE for Associateship and two additional exams
for Fellowship. In addition to these requirements, casualty actuarial candidates must also complete professionalism education and be recommended for
membership by existing members .

In order to sign statements of actuarial opinion, however, American actuaries must be members of the American Academy of Actuaries. Academy membership
requirements include membership in one of the recognized actuarial societies, at least three years of full-time equivalent experience in responsible actuarial
work, and either residency in the United States for at least three years or a non-resident or new resident who meets certain requirements . Continuing education
is required after certification for all actuaries who sign statements of actuarial opinion .

In the pension area, American actuaries must pass three examinations to become an Enrolled Actuary. Some pension-related filings to the Internal Revenue
Service and the Pension Benefit Guaranty Corporation require the signature of an Enrolled Actuary. Many Enrolled Actuaries belong to the Conference of
Consulting Actuaries or the American Society of Pension Professionals and Actuaries.
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Canada

The Canadian Institute of Actuaries (the CIA) recognizes fellows of both the Society of Actuaries and the Casualty Actuary Society, provided that they have
specialized study in Canadian actuarial practice. For fellows of the SOA, this is fulfilled by taking the CIA’s Practice Education Course (PEC). For fellows of
the Casualty Actuarial Society, this is fulfilled by taking exam 7C (Canada) instead of exam 7US. Unlike their American counterparts, the CIA only has one
class of actuary—Fellow. Further, the CIA requires three years of actuarial practice within the previous decade, and 18 months of Canadian actuarial practice
within the last three years, to become a fellow .

Sweden

Actuarial training in Sweden takes place at Stockholm University. The four year master's program covers the subjects mathematics, mathematical statistics,
insurance mathematics, financial mathematics, insurance law and insurance economics. The program operates under the Division of Mathematical Statistics .

Denmark

In Denmark it normally takes five years of study at the University of Copenhagen to become an actuary with no professional experience requirement. There is a
focus on statistics and probability theory, and a requirement for a master's thesis . By Danish law, responsibility for the practise of any life insurance business
must be taken by a formally acknowledged and approved actuary. In order to be approved as a formally responsible actuary, three to five years of professional
experience is required .

Australia

The education system in Australia is divided into five parts. The first three are exam-based curricula, and the final two require a professionalism course and
work experience .

Part I relies on exemptions from an accredited under-graduate degree from either Macquarie University, University of New South Wales, University of
Melbourne, Australian National University or Curtin University . The courses would cover subjects including finance, financial mathematics, economics,
contingencies, demography, models, probability and statistics. Students may also gain exemptions by passing the exams of the Institute of Actuaries in London .

Part II is the Actuarial Control Cycle and is offered by the first 4 universities above .

Part III consists of 4 half-year courses of which two are compulsory and the other two allow specialization .

India
The Actuarial Society of India (now converted into Institute of Actuaries of India) offers both associateship and fellowship classes of membership. However,
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prospective candidates must be admitted to the society as students before they achieve associateship or fellowship. The exam sequence is similar to the British
model, with Core and Specialty technical and application exams. The exams are conducted twice a year during the months of May-June and October-November

Other countries

Many other countries pattern their requirements after the larger societies of the US or UK. In general, the websites of these organizations are often the easiest
source for finding out about membership requirements.

Exam support

As these qualifying exams are rigorous, support is usually available to people progressing through the exams. Often, employers provide paid on-the-job study
time and paid attendance at seminars designed for the exams . Also, many companies which employ actuaries have automatic pay raises or promotions when
exams are passed. As a result, actuarial students have strong incentives for devoting adequate study time during off-work hours. A common rule of thumb for
exam students is that roughly 400 hours of study time are necessary for each four-hour exam . Thus, thousands of hours of study time should be anticipated over
several years, assuming no failures . In practice, as the historical passing percentages remain below 50% for these exams, the “travel time” to credentialing is
extended and more study time is needed. This process resembles formal schooling, so that actuaries who are sitting for exams are still called “students” or
“candidates” despite holding important positions with substantial responsibilities.

Notable actuaries

James Dodson
Head of the Royal Mathematical School, and Stone's School, Dodson built on the statistical mortality tables developed by Edmund Halley in 1693 .

Edmond Halley
While Halley actually predated much of what is now considered the start of the actuarial profession, he was the first to mathematically and statistically
rigorously calculate premiums for a life insurance policy .

James C. Hickman
Notable actuarial educator, researcher, and author .

Edward Rowe Mores
First person to use the title ‘actuary’ with respect to a business position .

William Morgan
Morgan was the appointed Actuary of the Society for Equitable Assurances in 1775. He expanded on Mores's and Dodson's work, and may be rightly
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considered the father of the actuarial profession in that his title became applied to the field as a whole..

Maurice Princet
French actuary and close associate of artist Pablo Picasso. Princet is considered "Le Mathématicien du Cubisme" ("The Mathematician of Cubism") for
his "critical influence on Picasso’s development as an artist at the birth of cubism" .

Frank Redington
Developed the Redington Immunization Theory

Isaac M. Rubinow
Founder and first president of the Casualty Actuarial Society .

Elizur Wright
American actuary and abolitionist, professor of mathematics at Western Reserve College (Ohio). He campaigned for laws that required life insurance
companies to hold sufficient reserves to guarantee that policies would be paid .

Fictional actuaries

Due to the low public-profile of the job, some of the most recognisable actuaries to the general public happen to be characters in movies. Many actuaries were
unhappy with the stereotypical portrayals of these actuaries as unhappy, math-obsessed and socially inept people; others have claimed that the portrayals are
close to home, if a bit exaggerated. .

Retrieved from " http://en.wikipedia.org/wiki/Actuary"
The Schools Wikipedia is sponsored by SOS Children , and is mainly selected from the English Wikipedia with only minor checks and changes (see
www.wikipedia.org for details of authors and sources). The articles are available under the GNU Free Documentation License. See also our
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Adam Smith ( baptised June 16, 1723 — July 17, 1790 [ OS: June 5, 1723 — July 17, 1790]) was a Scottish moral
philosopher and a pioneering political economist. One of the key figures of the intellectual movement known as
the Scottish Enlightenment, he is known primarily as the author of two treatises: The Theory of Moral Sentiments
(1759), and An Inquiry into the Nature and Causes of the Wealth of Nations (1776). Smith is also known for his
explanation of how rational self-interest and competition, operating in a social framework which ultimately
depends on adherence to moral obligations, can lead to economic well-being and prosperity. His work helped to
create the modern academic discipline of economics and provided one of the best-known rationales for free
trade. He is widely acknowledged as the "father of economics".

Smith entered the University of Glasgow when he was fourteen and studied moral philosophy under Francis
Hutcheson, where he developed his passion for liberty, reason, and free speech. In 1740, Smith left the University
of Glasgow to attend Balliol College, Oxford.

The Wealth of Nations is Smith's magnum opus, and is considered to be one of the most influential books ever
written.

Biography

Early life

Adam Smith was born to Margaret Lindsay Douglas at Kirkcaldy, Scotland. His father, also named Adam Smith,
was a lawyer, civil servant, and widower who married Margaret Douglas in 1720. His father died six months
before Smith's birth. The exact date of Smith's birth is unknown; however, his baptism was recorded on June 16,
1723 at Kirkcaldy. Few events in Smith's early childhood were recorded, but one event recorded by Scottish
journalist John Rae stated that Smith was abducted by gypsies at the age of four and eventually released when
others went to rescue him.

Smith was particularly close to his mother, and it was likely she who encouraged him to pursue his scholarly
ambitions. Smith attended the Burgh School of Kirkcaldy from 1729 to 1737, and there studied Latin,
mathematics, history, and writing. Rae characterized the Burgh School as "one of the best secondary schools of
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Scotland at that period."
Notable ideas Classical economics,

. modern free market,
Formal education L
division of labour,

. . . . the " invisible hand"
Smith entered the University of Glasgow when he was fourteen and studied ¢ IvIsibie han

moral philosophy under Francis Hutcheson. Here he developed his passion for Influenced by Aristotle, Hobbes, Butler, Locke,
liberty, reason, and free speech. In 1740, Smith was awarded the Snell Mandeville, Hutcheson, Hume,
exhibition and left the University of Glasgow to attend Balliol College, Oxford. Quesnay

Influenced Chomsky, Comte, Hayek, Engels,
Smith considered the teaching at Glasgow to be far superior to that at Oxford, Friedman, Malthus, Marx, Mill,
and found his Oxford experience intellectually stifling. In Book V, Chapter II of Keynes, Montesquiew, Ricardo,

his Wealth of Nations, Smith wrote: "In the University of Oxford, the greater US Founding Fathers

part of the public professors have, for these many years, given up altogether

even the pretence of teaching". Smith is also reported to have complained to friends that Oxford officials once detected him
reading a copy of David Hume's Treatise on Human Nature, and they subsequently confiscated his book and punished him

A commemorative plaque for severely for reading it.
Adam Smith is located at

Kirkcaldy, United Kingdom.

Commenting on his schooling, William Robert Scott said "the Oxford of his time gave little if any help towards what was to be
his lifework." Nevertheless, Smith took the opportunity while at Oxford to teach himself several subjects by reading copious
amounts of books from the shelves of the large Oxford library. Smith had originally intended to study theology and enter the clergy, but his subsequent learning,
especially from the skeptical writings of David Hume, persuaded him to take a different route. Besides Smith's ability to study on his own, his time at Oxford
was not a happy one, according to his letters.

In Book V of The Wealth of Nations, Smith comments on the low quality of instruction and the meager intellectual activity at English universities, when
compared to their Scottish counterparts. He attributes this both to the rich endowments of the colleges at Oxford and Cambridge, which made the income of
professors independent of their ability to attract students, and to the fact that distinguished men of letters could make an even more comfortable living as
ministers of the Church of England.

Near the end of his time at Oxford, Smith began suffering from shaking fits, probably the symptoms of a nervous breakdown. He left Oxford University in 1746,
before his scholarship ended.

Teaching and early writings
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Smith began delivering public lectures in 1748 at Edinburgh under the patronage of Lord Kames. Some of these dealt with rhetoric
and belles-lettres, but he later took up the subject of "the progress of opulence", and it was then in his mid-to-late 20s that he first

expounded the economic philosophy of "the obvious and simple system of natural liberty" which he would later publish in greater

detail in his Wealth of Nations. While Smith was not skillful or adept at public speaking, his lectures met with success.

In 1750, he met the philosopher David Hume, who was his senior by more than a decade. The alignments of opinion that can be
found within their respective writings covering history, politics, philosophy, economics, and religion indicate that they both shared a
closer intellectual alliance and friendship than with the others who were to play important roles during the emergence of what has
come to be known as the Scottish Enlightenment.

In 1751, Smith earned a professorship at Glasgow University teaching logic courses. Then, when the Chair of Moral Philosophy died David Hume was a
the next year, Smith took over the position. Smith would continue academic work for the next thirteen years and which Smith friend of Adam Smith.
characterized as "by far the most useful and therefore by far the happiest and most honourable period [of his life]."

His lectures covered the fields of ethics, rhetoric, jurisprudence, political economy, and "police and revenue". He published his The Theory of Moral Sentiments
in 1759, embodying some of his Glasgow lectures. This work was concerned with how human communication depends on sympathy between agent and
spectator, or the individual and other members of society. His analysis of language evolution was somewhat superficial, as shown only fourteen years later by a
more rigorous examination of primitive language evolution by Lord Monboddo in his Of the Origin and Progress of Language. Smith's capacity for fluent,
persuasive, if rather rhetorical argument, is much in evidence. He bases his explanation not on a special "moral sense", as the third Lord Shaftesbury and
Hutcheson had done, nor on utility as Hume did, but on sympathy. Smith's popularity greatly increased due to the The Theory of Moral Sentiments, and as a
result, many wealthy students left their schools in other countries to enroll at Glasgow to learn under Smith.

After the publication of The Theory of Moral Sentiments, Smith began to give more attention to jurisprudence and economics in his lectures and less to his
theories of morals. An impression can be obtained about the development of his ideas on political economy from the notes of his lectures taken down by a
student in 1763 which were later edited by Edwin Cannan, and from what Scott, its discoverer and publisher, describes as "An Early Draft of Part of The
Wealth of Nations". For example, one quotation from these notes records Smith as stating that "Division of labor is the great cause of the increase of public
opulence, which is always proportioned to the industry of the people, and not to the quantity of gold and silver, as is foolishly imagined," which would be a
sentiment echoed later in the Wealth of Nations. Cannan's work appeared as Lectures on Justice, Police, Revenue and Arms. A more complete version was
published as Lectures on Jurisprudence in the Glasgow Edition of 1776.

In 1762, the academic senate of the University of Glasgow conferred on Smith the title of Doctor of Laws (LL.D.). At the end of 1763, he obtained a lucrative
offer from Charles Townshend (who had been introduced to Smith by David Hume) to tutor his stepson, the young Duke of Buccleuch. Smith subsequently
resigned from his professorship to take the tutoring position. Because he resigned in the middle of the term, Smith attempted to return the fees he had collected
from his students, but they refused.
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Tutoring and travels

Smith's tutoring job entailed touring Europe with Henry Scott while teaching him subjects including proper Polish. Smith was
paid GB£300 per year plus expenses along with £300 per year pension, which was roughly twice his former income as a
teacher.

Smith first traveled as a tutor to Toulouse, France, where he stayed for a year and a half. According to accounts, Smith found
Toulouse to be very boring, and he wrote to Hume that he "had begun to write a book in order to pass away the time." After
touring the south of France, the group moved to Geneva. While in Geneva, Smith met with the philosopher Voltaire. After
staying in Geneva, the party went to Paris.

While in Paris, Smith came to know intellectual leaders such as Benjamin Franklin, Turgot, Jean D'Alembert, André Morellet,
Helvétius and, in particular, Francois Quesnay, the head of the Physiocratic school whose work he respected greatly. The
physiocrats put forth two economic arguments regarding how wealth was accumulated. First, that wealth came from production
and not from the attainment of precious metals, which was adverse to mercantilist thought. Second, that only agriculture
produced wealth and that merchants, manufacturers and other workers did not. While Smith did not embrace all of the
physiocrats ideas, he did say that physiocracy is "with all its imperfections [perhaps] the nearest approximation to the truth that
has yet been published upon the subject of political economy."

Francois Quesnay, one of the
leaders of the Physiocratic
school of thought

In 1766, Henry Scott's younger brother died in Paris and Smith's tour as a tutor ended shortly thereafter.

Later years and writings

After his stint as a tutor ended, Smith returned home to Kirkcaldy in 1766, and he devoted much of the next ten years to his magnum opus, The Wealth of
Nations, published in 1776. The publication of the book was an instant success selling out the first edition in only six months.

He was elected fellow of the Royal Society of London in May 1773 In 1775, he was elected a member of the Literary Club established by Dr Samuel Johnson.
Other members included Edmund Burke, Edward Gibbon and Joshua Reynolds.

In 1778, Smith was appointed to a post as commissioner of customs in Scotland and went to live with his mother in Edinburgh. Five years later, he became one
of the founding members of the Royal Society of Edinburgh and from 1787—1789 he occupied the honorary position of Lord Rector of the University of
Glasgow. He died in Edinburgh on July 17, 1790 after a painful illness and was buried in the Canongate Kirkyard. On his death bed, Smith expressed
disappointment that he had not achieved more.

Smith's literary executors were two friends from the Scottish academic world: the physicist and chemist Joseph Black, and the pioneering geologist James
Hutton. Smith left behind many notes and some unpublished material, but gave instructions to destroy anything that was not fit for publication. He mentioned an
early unpublished History of Astronomy as probably suitable, and it duly appeared in 1795, along with other material such as Essays on Philosophical Subjects.
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Personality and beliefs

A sketch of Adam Smith

Character

Not much is known about Smith's personal views beyond what can be deduced from his published works. His personal papers
were destroyed after his death. He never married and seems to have maintained a close relationship with his mother, with
whom he lived after his return from France and who died six years before his own death.

Contemporary accounts describe Smith as an eccentric but benevolent intellectual, comically absent minded, with peculiar
habits of speech and gait and a smile of "inexpressible benignity." He was known to talk to himself, and had occasional spells
of imaginary illness.

Smith is often described as a prototypical absent-minded professor. He is reported to have had books and papers stacked up in
his study, with a habit he developed during childhood of speaking to himself and smiling in rapt conversation with invisible
companions.

Various anecdotes have discussed his absentminded nature. In one story, Smith reportedly took the Honorable Charles
Townshend on a tour of a tanning factoring and while discussing free trade, Smith walked into a huge tanning pit from which he
had to be removed. Another episode records that he put bread and butter into a teapot, drank the concoction, and declared it to
be the worst cup of tea he ever had. In another example, Smith went out walking and daydreaming in his nightgown and ended

up fifteen miles outside town before nearby church bells brought him back to reality.

Appearance

Smith is reported to have been an odd-looking fellow. One author stated that Smith "had a large nose, bulging eyes, a protruding lower lip, a nervous twitch, and
a speech impediment." Smith is reported to have acknowledged his looks at one point saying "I am a beau in nothing but my books."

Religious views

There has been considerable scholarly debate about the nature of Adam Smith's religious views. Smith's father had a strong interest in Christianity and belonged
to the moderate wing of the Church of Scotland (the national church of Scotland since 1690). Smith may have gone to England with the intention of a career in
the Church of England: this is controversial and depends on the status of the Snell Exhibition. At Oxford, Smith rejected Christianity and it is generally believed
that he returned to Scotland as a Deist.

Economist Ronald Coase has challenged the view that Smith was a Deist, stating that while Smith may have referred to the " Great Architect of the Universe",
other scholars have "very much exaggerated the extent to which Adam Smith was committed to a belief in a personal God". He based this on analysis of a
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remark in The Wealth of Nations where Smith writes that the curiosity of mankind about the "great phenomena of nature" such as "the generation, the life,
growth and dissolution of plants and animals" has led men to "enquire into their causes". Coase notes Smith's observation that: "Superstition first attempted to
satisty this curiosity, by referring all those wonderful appearances to the immediate agency of the gods."Smith's close friend and colleague David Hume, with
whom he agreed on most matters, was described by contemporaries as an atheist, although there is some debate about the exact nature of his views among
modern philosophers.

Smith's account of Hume's courage and tranquility in the face of death, in a letter to William Strahan aroused violent public controversy, since it contradicted
the assumption, widespread among orthodox believers, that an untroubled death was impossible without the consolation of religious belief.

Published works

Adam Smith published a large body of works throughout his life, some of which have shaped the field of economics. Smith's first book, The Theory of Moral
Sentiments was written in 1759. It provided the ethical, philosophical, psychological and methodological underpinnings to Smith's later works, including 4n
Inquiry Into the Nature and Causes of the Wealth of Nations (1776), A Treatise on Public Opulence (1764) (first published in 1937), Essays on Philosophical
Subjects (1795), Lectures on Justice, Police, Revenue, and Arms (1763) (first published in 1896), and Lectures on Rhetoric and Belles Lettres. In The Theory
of Moral Sentiments, Smith critically examined the moral thinking of the time and suggested that conscience arises from social relationships. Smith followed the
views of his mentor, Francis Hutcheson of the University of Glasgow, who divided moral philosophy into four parts: ethics and virtue; private rights and natural
liberty; familial rights (called Oeconomicks); and state and individual rights (called Politicks). More specifically, Smith divided moral systems into the categories
of the "nature of morality" (propriety, prudence, and benevolence) and "motive of morality" (self-love, reason, and sentiment).

Shortly before his death, Smith had nearly all his manuscripts destroyed. In his last years, he seemed to have been planning two major treatises, one on the
theory and history of law and one on the sciences and arts. The posthumously published Essays on Philosophical Subjects, a history of astronomy down to
Smith's own era, plus some thoughts on ancient physics and metaphysics, probably contain parts of what would have been the latter treatise. Lectures on
Jurisprudence were notes taken from Smith's early lectures, plus an early draft of The Wealth of Nations, published as part of the 1976 Glasgow Edition of the
works and correspondence of Adam Smith.

The Theory of Moral Sentiments (1759)

Smith published his first work, The Theory of Moral Sentiments, in 1759 though Smith continued to revise the work throughout his life, making extensive
revisions to the final (6th) edition shortly before his death in 1790. Although The Wealth of Nations is widely regarded as Smith's most influential work, it has
been reported that Smith himself "always considered his Theory of Moral Sentiments a much superior work to his Wealth of Nations." P. J. O'Rourke, author of
the commentary On The Wealth of Nations (2007), has agreed, calling Theory "the better book". It was in the TMS that Smith first referred to the "invisible
hand" to describe the apparent benefits to society of people behaving in their own interests. Smith writes (6th ed. p?):

... In spite of their natural selfishness and rapacity, though they mean only their own conveniency, though the sole end which they propose ... be the
gratification of their own vain and insatiable desires, they divide with the poor the produce of all their improvements. They are led by an invisible hand to
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make nearly the same distribution of the necessaries of life, which would have been made, had the earth been divided into equal portions among all its
inhabitants, and thus without intending it, without knowing it, advance the interest of the society.

Smith's aim in the TMS is to explain the source of mankind's ability to form moral judgements, in spite of man's natural inclinations toward self-interest. Smith
proposes a theory of sympathy in which the act of observing others makes people aware of themselves and the morality of their own behaviour. Haakonssen
(2002) writes in his introduction to the TMS that in Smith's theory, "one only learns to see oneself as a person and as a member of a moral universe of agents
through sympathy with others’ view of one’s identity and situation in the world. Society is, as Smith says, the mirror in which one catches sight of oneself,
morally speaking." Through sympathy, people perceive an imaginary "impartial spectator" of themselves which forms the basis of their morality.

However, Smith qualifies that morality does not rest solely on imagining how others perceive oneself but also on one's independent judgement, provided by the
ability to reason. While others may be perceived as "the immediate judge of mankind ... an appeal lies ... to that of the supposed impartial and well-informed
spectator, to that of the man within the breast..." (6th ed. p.322) Moral judgements are formed both by imagining how others would perceive onseself and by
tempering that view with one's own rational judgement.

In part because The Theory of Moral Sentiments emphasizes sympathy for others while The Wealth of Nations famously emphasizes the role of self interest,
some scholars have perceived a conflict between these works. As one economic historian observed: "Many writers, including the present author at an early
stage of his study of Smith, have found these two works in some measure basically inconsistent."

In recent years most scholars of Adam Smith's work have argued that no contradiction exists. In The Theory of Moral Sentiments, Smith develops a theory of
psychology in which individuals find it in their self-interest to develop sympathy as they seek approval of the "impartial spectator." The self-interest he speaks
of is not a narrow selfishness but something that involves sympathy. As Haakonssen adds in the introduction to the TMS published by Cambridge University
Press: TMS and WN "only contradict each other if Smithian sympathy is misinterpreted as benevolence and self-interest wrongly is narrowed to selfishness and
then taken to be the reductive basis for all human motivation..." Although in some contexts, such as buying and selling, sympathy generally need not be
considered, Smith's espousal of self-interest is generally interpreted to be broad enough so as not to conflict with notions in the TMS. In a published lecture,
Vernon L. Smith further argued that TMS and WN together encompassed:

"one behavioural axiom, 'the propensity to truck, barter, and exchange one thing for another,' where the objects of trade I will interpret to include not only
goods, but also gifts, assistance, and favors out of sympathy ... whether it is goods or favors that are exchanged, they bestow gains from trade that humans
seek relentlessly in all social transactions. Thus, Adam Smith's single axiom, broadly interpreted ... is sufficient to characterize a major portion of the human
social and cultural enterprise. It explains why human nature appears to be simultaneously self-regarding and other-regarding."

Rather than viewing the Wealth of Nations and Theory of Moral Sentiments as presenting incompatible view of human nature, most Smith scholars regard the
works to emphasize different aspects of human nature that vary depending on the situation. The WN draws on situations where man's morality is likely to play a
smaller role (such as the laborer involved in pin-making) whereas the TMS focuses on situations where man's morality is likely to play a dominant role among
more personal exchanges.

The Wealth of Nations (1776)
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An Inquiry into the Nature and Causes of the Wealth of Nations is the magnum opus of Smith, published on March 9, 1776,

during the Scottish Enlightenment. It is a clearly written account of political economy at the dawn of the Industrial Revolution,

and is widely considered to be the first modern work in the field of economics. It is broken down into five books between two

volumes. The Wealth of Nations was written for the average educated individual of the 18th century rather than for specialists

and mathematicians. There are three main concepts that Smith expands upon in this work that forms the foundation of free

market economics: division of labour, pursuit of self interest, and freedom of trade. e

ALTH F NATIONS

The Wealth of Nations was Smith's most influential work, and is considered to be very important in the creation of the field of
economics and its development into an autonomous systematic discipline. In the Western world, it is considered one of the
most influential books on the subject ever published. When the book, which has become a classic manifesto against
mercantilism (the theory that large reserves of bullion are essential for economic success), appeared in 1776, there was a strong
sentiment for free trade in both Britain and America. This new feeling had been born out of the economic hardships and -
poverty caused by the American War of Independence. However, at the time of publication, not everybody was immediately The first page of the Wealth of
convinced of the advantages of free trade: the British public and Parliament still clung to mercantilism for years to come. Nations, 1776 London edition

The Wealth of Nations also rejects the Physiocratic school's emphasis on the importance of land; instead, Smith believed labour

was paramount, and that a division of labour would effect a great increase in production. One example he used was the making of pins. One worker could
probably make only twenty pins per day. However, if ten people divided up the eighteen steps required to make a pin, they could make a combined amount of
48,000 pins in one day. However, Smith also concluded that excessive division of labor would negatively affect worker's intellect through the carrying out of
monotonous and repetitive tasks and hence he called for the establishment of a public education system.

Nations was so successful, in fact, that it led to the abandonment of earlier economic schools, and later economists, such as Thomas Malthus and David
Ricardo, focused on refining Smith's theory into what is now known as classical economics. Both Modern economics and, separately, Marxian economics owe
significantly to classical economics. Malthus expanded Smith's ruminations on overpopulation, while Ricardo believed in the " iron law of wages"—that
overpopulation would prevent wages from topping the subsistence level. Smith postulated an increase of wages with an increase in production, a view
considered more accurate today.

One of the main points of The Wealth of Nations is that the free market, while appearing chaotic and unrestrained, is actually guided to produce the right
amount and variety of goods by a so-called " invisible hand". The image of the invisible hand was previously employed by Smith in Theory of Moral
Sentiments, but it has its original use in his essay, "The History of Astronomy". If a product shortage occurs, for instance, its price rises, creating a profit margin
that creates an incentive for others to enter production, eventually curing the shortage. If too many producers enter the market, the increased competition
among manufacturers and increased supply would lower the price of the product to its production cost, the " natural price".

Similarly, Smith believed that competition would equalize wages in different occupations (after taking account of nonmonetary costs and benefits) and returns
to capital in different industries

“The whole of the advantages and disadvantages of the different employments of labour and stock must, in the same neighbourhood, be either perfectly equal
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or continually tending to equality. If in the same neighbourhood, there was any employment evidently either more or less advantageous than the rest, so many
people would crowd into it in the one case, and so many would desert it in the other, that its advantages would soon return to the level of other employments.
This at least would be the case in a society where things were left to follow their natural course, where there was perfect liberty, and where every man was
perfectly free both to chuse what occupation he thought proper, and to change it as often as he thought proper.”

Even as profits are zeroed out at the "natural price", there would be incentives to produce goods and services, as the costs of production, including
compensation for the owner's labour, are also built into the price of the goods. If prices dip below a zero profit, producers would drop out of the market; if they
were above a zero profit, producers would enter the market. Smith believed that while human motives are often selfishness and greed, the competition in the
free market would tend to benefit society as a whole by keeping prices low, while still building in an incentive for a wide variety of goods and services.
Nevertheless, he was wary of businessmen and argued against the formation of monopolies.

Smith vigorously attacked the antiquated government restrictions which he thought were hindering industrial expansion. In fact, he attacked most forms of
government interference in the economic process, including tariffs, arguing that this creates inefficiency and high prices in the long run. It is believed that this
theory influenced government legislation in later years, especially during the 19th century. (However this was not an anarchistic opposition to government.
Smith advocated a Government that was active in sectors other than the economy: he advocated public education of poor adults; institutional systems that were
not profitable for private industries; a judiciary; and a standing army.)

Two of the most famous and often-quoted passages in The Wealth of Nations are:

It is not from the benevolence of the butcher, the brewer, or the baker that we expect our dinner, but from their regard to their own interest. We address
ourselves, not to their humanity but to their self-love, and never talk to them of our own necessities but of their advantages.

And

As every individual, therefore, endeavours as much as he can both to employ his capital in the support of domestic industry, and so to direct that industry that
its produce may be of the greatest value; every individual necessarily labours to render the annual value of society as great as he can. He generally, indeed,
neither intends to promote the public interest, nor knows how much he is promoting it. By preferring the support of domestic to that of foreign industry, he
intends only his own security; and by directing that industry in such a manner as its produce may be of the greatest value, he intends only his own gain, and
he is in this, as in many other cases, led by an invisible hand to promote an end which was no part of his intention.

Nor is it always the worse for the society that it was no part of it. By pursuing his own interest he frequently promotes that of society more effectually than
when he really intends to promote it. I have never known much good done by those who affected to trade for the public good. It is an affectation, indeed, not
very common among merchants, and very few words need be employed in dissuading them from it.

Another favorite quote, usually recited by economists, also from The Wealth of Nations is:

People of the same trade seldom meet together, even for merriment and diversion, but the conversation ends in a conspiracy against the public, or in some
contrivance to raise prices. It is impossible indeed to prevent such meetings, by any law which either could be executed, or would be consistent with liberty
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and justice. But though the law cannot hinder people of the same trade from sometimes assembling together, it ought to do nothing to facilitate such
assemblies; much less to render them necessary.

Smith postulated four "maxims" of taxation: proportionality, transparency, convenience, and efficiency. He supported low taxes and was opposed to the
taxation of capital gains. Some economists credit Smith as one of the first to advocate a progressive tax. Smith wrote, "It is not very unreasonable that the rich
should contribute to the public expense, not only in proportion to their revenue, but something more in proportion." In another quote, he supported taxation in
proportion to the revenue (income) of the individual:

The subjects of every state ought to contribute towards the support of the government, as nearly as possible, in proportion to their respective abilities; that is,
in proportion to the revenue which they respectively enjoy under the protection of the state. The expense of government to the individuals of a great nation is
like the expense of management to the joint tenants of a great estate, who are all obliged to contribute in proportion to their respective interests in the estate.
In the observation or neglect of this maxim consists what is called the equality or inequality of taxation.

Smith was a critic of corporations:

To establish a joint stock company, however, for any undertaking, merely because such a company might be capable of managing it successfully; or to
exempt a particular set of dealers from some of the general laws which take place with regard to all their neighbours, merely because they might be capable of
thriving if they had such an exemption, would certainly not be reasonable. To render such an establishment perfectly reasonable . . . it ought to appear with
the clearest evidence, that the undertaking is of greater and more general utility than the greater part of common trades. . . . The joint stock companies, which
are established for the public-spirited purpose of promoting some particular manufacture, over and above managing their own affairs ill, to the diminution of
the general stock of the society, can in other respects scarce ever fail to do more harm than good. Notwithstanding the most upright intentions, the
unavoidable partiality of their directors to particular branches of the manufacture, of which the undertakers mislead and impose upon them, is a real
discouragement to the rest, and necessarily breaks, more or less, that natural proportion which would otherwise establish itself between judicious industry
and profit, and which, to the general industry of the country, is of all encouragements the greatest and the most effectual.

Other Works

Influence

Legacy

The Wealth of Nations, one of the earliest attempts to study the rise of industry and commercial development in Europe, was a precursor to the modern
academic discipline of economics. It provided one of the best-known intellectual rationales for free trade and capitalism, greatly influencing the writings of
later economists. Smith was ranked #30 in Michael H. Hart's list of the most influential figures in history, and he is known as the father of modern economics.
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Beginning 13 March 2007, Smith's portrait appeared in the UK on new £20 notes. He is the first Scotsman to feature on a currency issued by the Bank of
England. A picture of the note is available on the Bank of England website. Despite the ubiquity provided by Smith's placement on such a common note, there is
a lack of unanimity of opinion on Smith's legacy. Some feel that the works of Adam Smith have been misinterpreted, and others argue that Adam Smith's legacy
has been "lost".

In a journal article, "The Rise of Adam Smith: Articles and Citations, 1970-1997", economist Jonathan B. Wight reports that only two articles on Adam Smith
or his works were published the year before 1971. In 2002 Wight, the author of this paper and of other books and articles on Adam Smith and his works, reports
that six hundred articles and thirty books were published in the twenty seven years between 1970 and 1997. A heightened interest in Adam Smith and his works
has been sustained. And, this trend Wight writes is more than a "speculative bubble" in a 2004 conference paper titled "Is There a Speculative Bubble in
Scholarship on Adam Smith?", presented at the Eleventh World Congress of Social Economics, Albertville, France.

The bicentennial anniversary of the publication of the Wealth of Nations was celebrated in 1976. Results of this celebration has been increased interest in
Smith's first book, The Theory of Moral Sentiments, and in his other works, throughout academia. This heightened interest in his book on moral philosophy has
also been sustained. Or, as some say, in 1976 there was a break with the earlier emphasis on an Adam Smith problem. After 1976 Adam Smith was more likely
to be represented as the author of both The Wealth of Nations and The Theory of Moral Sentiments and thereby as the founder of a moral philosophy and the
science of economics. His "economic man" or actor was also more often represented as a moral person. Finally, also pointed to was his opposition to slavery,
colonialism, and empire or his statements about high wages for the poor, his views that a common street porter was not intellectually inferior to a philosopher
(Levy, Peart). And, more than one author refer to a need to recover "Adam Smith's lost legacy" (Kennedy, West).

In line with such trends, on January 24, 2008 Bill Gates said the following at the world economic forum in Davos, Switzerland:
"Adam Smith, the very father of capitalism and the author of “Wealth of Nations,” who believed strongly in the value of
self-interest for society, opened his first book with the following lines: "How selfish soever man may be supposed, there are
evidently some principles in his nature, which interest him in the fortunes of others, and render their happiness necessary to
him, though he derives nothing from it, except the pleasure of seeing it."

e ——— Expressing his interest in reducing poverty in 2008, he spoke about a "creative" capitalism, rather than an "unfettered" or
The Adam Smith Theatre in laissez-faire capitalism. "Creative capitalism takes this interest in the fortunes of others and ties it to our interest in our own
Kirkcaldy fortunes in ways that help advance both. This hybrid engine of self-interest and concern for others can serve a much wider
circle of people than can be reached by self-interest or caring alone." Nearly two years before, Gates' interest in Adam Smith
was also evident. On June 25, 2006, Gates presented a copy of Adam Smith's Wealth of Nations to Warren Buffett after Buffett announced that he would
donate his wealth to The Bill and Melinda Gates Foundation.

There, in addition, has been a controversy over the extent of Smith's originality in The Wealth of Nations. Some argue that the work added only modestly to the
already established ideas of thinkers such as Anders Chydenius ( The National Gain 1765), David Hume and the Baron de Montesquieu. Indeed, many of the
theories Smith set out simply described historical trends away from mercantilism and towards free trade that had been developing for many decades and had
already had significant influence on governmental policy. Nevertheless, Smith's work organized their ideas comprehensively, and so remains one of the most
influential and important books in the field today.
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A large-scale memorial of Smith was created in 2007 in Edinburgh. It is a 20 feet (6.1 m)-tall statue and it stands above the Royal Mile
outside St Giles' Cathedral in Parliament Square, near the Mercat cross. 20th century sculptor James Sanborn (best known for creating the
Kryptos sculpture at the United States Central Intelligence Agency) has created multiple pieces which feature Adam Smith's work. At
Central Connecticut State University is Circulating Capital, a tall cylinder which features an extract from The Wealth of Nations on the
lower half, and on the upper half, some of the same text but represented in binary code. At the University of North Carolina at Charlotte,
outside the Belk College of Business Administration, is Adam Smith's Spinning Top. Another Adam Smith sculpture is at Cleveland State

University.

As a symbol of free market economics Adam Smith's
Spinning Top,

Smith has been celebrated by advocates of free market policies as the founder of free market economics, a view reflected in the naming of sculpture by

bodies such as the Adam Smith Institute, Adam Smith Society and the Australian Adam Smith Club, and in the Adam Smith necktie, American artist

James Sanborn at
Cleveland State
University

popularised by Ralph Harris of the Institute of Economic Affairs.

Alan Greenspan argues that, while the term "laissez-faire" had been developed by the Physiocrats, it was Smith who developed the
underlying principles.

The French Physiocrats, among others, struggled in the middle of the eighteenth century to develop rudimentary principles to untangle that conundrum.
Those principles were an attempt to explain how an economy governed by a calculable regularity—that is, natural law and, as characterized by the Physiocrat
Vincent de Tournay, "Laissez-faire, laissez-passer"—would function. The Physiocrats' influence, however, waned rapidly along with the influence of other
political economists as evidence grew that their models were, at best, incomplete.

It was left to Adam Smith to identify the more-general set of principles that brought conceptual clarity to the seeming chaos of market transactions. In 1776,
Smith produced one of the great achievements in human intellectual history: An Inquiry into the Nature and Causes of the Wealth of Nations. Most of Smith's
free-market paradigm remains applicable to this day.

P. J. O'Rourke, author of the commentary On The Wealth of Nations (2007) describes Adam Smith as the "founder of free market economics" and has claimed
that Smith's reasoning anticipated the Internet.

However, other writers have argued that Smith's support for laissez-faire has been overstated. Herbert Stein, in an article entitled "Adam Smith did not wear an
Adam Smith necktie," wrote that the people who wear the Adam Smith tie do it "to make a statement of their devotion to the idea of free markets and limited
government. What stands out in the Wealth of Nations, however, is that their patron saint was not pure or doctrinaire about this idea. He viewed government
intervention in the market with great skepticism. He regarded his exposition of the virtues of the free market as his main contribution to policy, and the purpose
for which his economic analysis was developed. "Yet he was prepared to accept or propose qualifications to that policy in the specific cases where he judged
that their net effect would be beneficial and would not undermine the basically free character of the system," wrote Stein. "He did not wear the Adam Smith
necktie." In Stein's reading, The Wealth of Nations could justify the Food and Drug Administration, The Consumer Product Safety Commission, mandatory
employer health benefits, environmentalism, and " discriminatory taxation to deter improper or luxurious behaviour."
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Similarly, Vivienne Brown stated in The Economic Journal that in the 20th century United States, Reaganomics supporters, The Wall Street Journal, and other
similar sources have spread among the general public a partial and misleading vision of Adam Smith, portraying him as an "extreme dogmatic defender of
laissez-faire capitalism and supply-side economics".

Noam Chomsky has argued that several aspects of Smith's thought have been misrepresented and falsified by contemporary ideology, including Smith’s reasons
for supporting markets and Smith’s views on corporations. Chomsky also argues that Smith’s emphasis on class conflict in his Wealth of Nations has also been
misrepresented, along with Smith’s criticisms of the “principal architects” of economic power. Chomsky argues that “By removing Smith’s emphasis on the
basic class conflict, and its crucial impact on policy, we falsify his views, and grossly misrepresent the facts, though constructing a useful instrument to mislead
in the service of wealth and power.” Chomsky argues that Smith supported markets in the belief that they would lead to equality.

Historians of economic thought including Jacob Viner regard Smith as a strong advocate of free markets and limited government (what Smith called "natural
liberty") but not as a dogmatic supporter of laissez-faire.

Retrieved from " http://en.wikipedia.org/wiki/Adam Smith"
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2008/9 Schools Wikipedia Selection. Related subjects: Business
A banker or bank is a financial institution whose primary activity is to act as a payment agent for customers and to borrow and lend money.
The first modern bank was founded in Italy in Genoa in 1406, its name was Banco di San Giorgio (Bank of St. George).

Many other financial activities were added over time. For example banks are important players in financial markets and offer financial services such as
investment funds. In some countries such as Germany, banks are the primary owners of industrial corporations while in other countries such as the United States
banks are prohibited from owning non-financial companies. In Japan, banks are usually the nexus of cross share holding entity known as zaibatsu. In France
"Bancassurance" is highly present, as most banks offer insurance services (and now real estate services) to their clients.

History

Banks have influenced economies and politics for centuries. Historically, the primary purpose of a bank was to provide loans to trading companies. Banks
provided funds to allow businesses to purchase inventory, and collected those funds back with interest when the goods were sold. For centuries, the banking
industry only dealt with businesses, not consumers. Banking services have expanded to include services directed at individuals, and risk in these much smaller
transactions are pooled.

Origin of the word

The name bank derives from the Italian word banco "desk/bench", used during the Renaissance by Florentines bankers, who used to make their transactions
above a desk covered by a green tablecloth. However, there are traces of banking activity even in ancient times.

In fact, the word traces its origins back to the Ancient Roman Empire, where moneylenders would set up their stalls in the middle of enclosed courtyards called
macella on a long bench called a bancu, from which the words banco and bank are derived. As a moneychanger, the merchant at the bancu did not so much
invest money as merely convert the foreign currency into the only legal tender in Rome—that of the Imperial Mint.

Traditional banking activities

Banks act as payment agents by conducting checking or current accounts for customers, paying cheques drawn by customers on the bank, and collecting
cheques deposited to customers' current accounts. Banks also enable customer payments via other payment methods such as telegraphic transfer, EFTPOS, and
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ATM.

Banks borrow money by accepting funds deposited on current account, accepting term deposits and by issuing debt securities such as banknotes and bonds.
Banks lend money by making advances to customers on current account, by making installment loans, and by investing in marketable debt securities and other
forms of money lending.

Banks provide almost all payment services, and a bank account is considered indispensable by most businesses, individuals and governments. Non-banks that
provide payment services such as remittance companies are not normally considered an adequate substitute for having a bank account.

Banks borrow most funds from households and non-financial businesses, and lend most funds to households and non-financial businesses, but non-bank lenders
provide a significant and in many cases adequate substitute for bank loans, and money market funds, cash management trusts and other non-bank financial
institutions in many cases provide an adequate substitute to banks for lending savings to.

Definition

The definition of a bank varies from country to country.

Under English common law, a banker is defined as a person who carries on the business of banking, which is
specified as:

» conducting current accounts for his customers
» paying cheques drawn on him, and
m collecting cheques for his customers.

In most English common law jurisdictions there is a Bills of Exchange Act that codifies the law in relation to
negotiable instruments, including cheques, and this Act contains a statutory definition of the term banker:
banker includes a body of persons, whether incorporated or not, who carry on the business of banking'
(Section 2, Interpretation). Although this definition seems circular, it is actually functional, because it :
ensures that the legal basis for bank transactions such as cheques do not depend on how the bank is Cathay Bank in Boston's Chinatown
organised or regulated.

The business of banking is in many English common law countries not defined by statute but by common law, the definition above. In other English common
law jurisdictions there are statutory definitions of the business of banking or banking business. When looking at these definitions it is important to keep in mind
that they are defining the business of banking for the purposes of the legislation, and not necessarily in general. In particular, most of the definitions are from
legislation that has the purposes of entry regulating and supervising banks rather than regulating the actual business of banking. However, in many cases the
statutory definition closely mirrors the common law one. Examples of statutory definitions:

http://cd3wd.com wikipedia-for-schools http://gutenberg.org page :31 of 626.
29/08/2011 08:35



Bank zim:/// A/Bank.html

» "banking business" means the business of receiving money on current or deposit account, paying and collecting cheques drawn by or paid in by
customers, the making of advances to customers, and includes such other business as the Authority may prescribe for the purposes of this Act; (Banking
Act (Singapore), Section 2, Interpretation).

= "banking business" means the business of either or both of the following:

1. receiving from the general public money on current, deposit, savings or other similar account repayable on demand or within less than [3 months] ... or
with a period of call or notice of less than that period;
2. paying or collecting cheques drawn by or paid in by customers

Since the advent of EFTPOS (Electronic Funds Transfer at Point Of Sale), direct credit, direct debit and internet banking, the cheque has lost its primacy in
most banking systems as a payment instrument. This has lead legal theorists to suggest that the cheque based definition should be broadened to include financial
institutions that conduct current accounts for customers and enable customers to pay and be paid by third parties, even if they do not pay and collect cheques.

Accounting for bank accounts

Bank statements are accounting records produced by banks under the various accounting standards of the world. Under GAAP and IFRES there are two kinds
of accounts: debit and credit. Credit accounts are Revenue, Equity and Liabilities. Debit Accounts are Assets and Expenses. This means you credit credit
accounts to increase their balances and you debit debit accounts to increase their balances.

This also means you debit your savings account everytime you deposit money into it (and the account is normally in deficit) and you credit your credit card
account everytime you spend money from it (and the account is normally in credit).

However, if you read your bank statement, it will say the opposite- that you have credited your account when you deposit money, and you debit when you
withdraw it. If you have cash in your account you have a positive or credit balance and if you are overdrawn it will say you have a negative or a deficit balance.

The reason for this is because the bank, and not you, has produced the bank statement. Your savings might be your assets, but it is the bank's liability, so your
savings account is a liability account which is a credit account and should have a positive credit balance. Your loans are your liabilities but the bank's assets so
they are debit accounts which should have a negative balance.

Below where bank transactions, balances, credits and debits are discussed, they are done so from the viewpoint of the account holder which is traditionally what
most people are used to seeing.

Wider commercial role

However the commercial role of banks is wider than banking, and includes:
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issue of banknotes ( promissory notes issued by a banker and payable to bearer on demand)

processing of payments by way of telegraphic transfer, EFTPOS, internet banking or other means

issuing bank drafts and bank cheques

accepting money on term deposit

lending money by way of overdraft, installment loan or otherwise

providing documentary and standby letters of credit, guarantees, performance bonds, securities underwriting commitments and other forms of off balance
sheet exposures

safekeeping of documents and other items in safe deposit boxes

currency exchange

sale, distribution or brokerage, with or without advice, of insurance, unit trusts and similar financial products as a 'financial supermarket'

Economic functions

The economic functions of banks include:

1.

[98)

issue of money, in the form of banknotes and current accounts subject to cheque or payment at the customer's order. These claims on banks can act as
money because they are negotiable and/or repayable on demand, and hence valued at par and effectively transferable by mere delivery in the case of
banknotes, or by drawing a cheque, delivering it to the payee to bank or cash.

netting and settlement of payments -- banks act both as collection agent and paying agents for customers, and participate in inter-bank clearing and
settlement systems to collect, present, be presented with, and pay payment instruments. This enables banks to economise on reserves held for settlement
of payments, since inward and outward payments offset each other. It also enables payment flows between geographical areas to offset, reducing the cost
of settling payments between geographical areas.

credit intermediation -- banks borrow and lend back-to-back on their own account as middle men

. credit quality improvement -- banks lend money to ordinary commercial and personal borrowers (ordinary credit quality), but are high quality borrowers.

The improvement comes from diversification of the bank's assets and the bank's own capital which provides a buffer to absorb losses without defaulting
on its own obligations. However, since banknotes and deposits are generally unsecured, if the bank gets into difficulty and pledges assets as security to try
to get the funding it needs to continue to operate, this puts the note holders and depositors in an economically subordinated position.

maturity transformation -- banks borrow more on demand debt and short term debt, but provide more long term loans. Bank can do this because they can
aggregate issues (e.g. accepting deposits and issuing banknotes) and redemptions (e.g. withdrawals and redemptions of banknotes), maintain reserves of
cash, invest in marketable securities that can be readily converted to cash if needed, and raise replacement funding as needed from various sources (e.g.
wholesale cash markets and securities markets) because they have a high and more well known credit quality than most other borrowers.

Law of banking

Banking law is based on a contractual analysis of the relationship between the bank and the customer. The definition of bank is given above, and the definition
of customer is any person for whom the bank agrees to conduct an account.
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The law implies rights and obligations into this relationship as follows:

1. The bank account balance is the financial position between the bank and the customer, when the account is in credit, the bank owes the balance to the
customer, when the account is overdrawn, the customer owes the balance to the bank.

2. The bank engages to pay the customer's cheques up to the amount standing to the credit of the customer's account, plus any agreed overdraft limit.

. The bank may not pay from the customer's account without a mandate from the customer, e.g. a cheque drawn by the customer.

4. The bank engages to promptly collect the cheques deposited to the customer's account as the customer's agent, and to credit the proceeds to the

customer's account.

. The bank has a right to combine the customer's accounts, since each account is just an aspect of the same credit relationship.

The bank has a lien on cheques deposited to the customer's account, to the extent that the customer is indebted to the bank.

7. The bank must not disclose the details of the transactions going through the customer's account unless the customer consents, there is a public duty to
disclose, the bank's interests require it, or under compulsion of law.

8. The bank must not close a customer's account without reasonable notice to the customer, because cheques are outstanding in the ordinary course of
business for several days.

(98]

SN

These implied contractual terms may be modified by express agreement between the customer and the bank. The statutes and regulations in force in the
jurisdiction may also modify the above terms and/or create new rights, obligations or limitations relevant to the bank-customer relationship.

Entry regulation

Currently in most jurisdictions commercial banks are regulated by government entities and require a special bank licence to operate.

Usually the definition of the business of banking for the purposes of regulation is extended to include acceptance of deposits, even if they are not repayable to
the customer's order, however money lending, by itself, is generally not included in the definition.

Unlike most other regulated industries, the regulator is typically also a participant in the market, i.e. government owned bank (a central bank). Central banks
also typically have a monopoly on the business of issuing banknotes. However, in some countries this is not the case, e.g. in the UK the Financial Services
Authority licences banks and some commercial banks, such as the Bank of Scotland, issue their own banknotes in competition with the Bank of England, the
UK government's central bank.

Some types of entity may be partly or wholly exempt from bank licence requirements and are regulated by separate regulators, e.g. building societies and credit
unions.

The requirements for the issue of a bank licence vary between jurisdictions but typically incude:

1. Minimum capital
2. Minimum capital ratio
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3. 'Fit and Proper' requirements for the bank's controllers, owners, directors, and/or senior officers
4. Approval of the bank's business plan as being sufficiently prudent and plausible.

Banking channels

Banks offer many different channels to access their banking and other services:

» A branch, banking centre or financial centre is a retail location where a bank or financial institution offers a wide array of face-to-face service to its
customers

= ATM is a computerised telecommunications device that provides a financial institution's customers a method of financial transactions in a public space
without the need for a human clerk or bank teller. Most banks now have more ATMs than branches, and ATMs are providing a wider range of services to
a wider range of users. For example in Hong Kong, most ATMs enable anyone to deposit cash to any customer of the bank's account by feeding in the
notes and entering the account number to be credited. Also, most ATMs enable card holders from other banks to get their account balance and withdraw
cash, even if the card is issued by a foreign bank.

» Mail is part of the postal system which itself is a system wherein written documents typically enclosed in envelopes, and also small packages containing
other matter, are delivered to destinations around the world. This can be used to deposit cheques and to send orders to the bank to pay money to third
parties. Banks also normally use mail to deliver periodic account statements to customers.

» Telephone banking is a service provided by a financial institution which allows its customers to perform transactions over the telephone. This normally
includes bill payments for bills from major billers (e.g. for electricity).

» Online banking is a term used for performing transactions, payments etc. over the Internet through a bank, credit union or building society's secure
website

Types of banks

Banks' activities can be divided into retail banking, dealing directly with individuals and small businesses; business banking, providing services to mid-market
business; corporate banking, directed at large business entities; private banking, providing wealth management services to High Net Worth Individuals and
families; and investment banking, relating to activities on the financial markets. Most banks are profit-making, private enterprises. However, some are owned by
government, or are non-profits.

Central banks are normally government owned banks, often charged with quasi-regulatory responsibilities, e.g. supervising commercial banks, or controlling the
cash interest rate. They generally provide liquidity to the banking system and act as Lender of last resort in event of a crisis.

Types of retail banks
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= Commercial bank: the term used for a normal bank to distinguish it from an investment bank. After the Great

Depression, the U.S. Congress required that banks only engage in banking activities, whereas investment banks were

limited to capital market activities. Since the two no longer have to be under separate ownership, some use the term

"commercial bank" to refer to a bank or a division of a bank that mostly deals with deposits and loans from corporations

or large businesses.

= Community Banks: locally operated financial institutions that empower employees to make local decisions to serve their

customers and the partners

» Community development banks: regulated banks that provide financial services and credit to under-served markets or

populations.

» Postal savings banks: savings banks associated with national postal systems.

= Private banks: manage the assets of high net worth individuals.

m Offshore banks: banks located in jurisdictions with low taxation and regulation. Many offshore banks are essentially
private banks.

= Savings bank: in Europe, savings banks take their roots in the 19th or sometimes even 18th century. Their original
objective was to provide easily accessible savings products to all strata of the population. In some countries, savings

banks were created on public initiative, while in others socially committed individuals created foundations to put in place

the necessary infrastructure. Nowadays, European savings banks have kept their focus on retail banking: payments,

savings products, credits and insurances for individuals or small and medium-sized enterprises. Apart from this retail
focus, they also differ from commercial banks by their broadly decentralised distribution network, providing local and

regional outreach and by their socially responsible approach to business and society.
» Building societies and Landesbanks: conduct retail banking.

= Ethical banks: banks that prioritize the transparency of all operations and make only what they consider to be socially-

responsible investments.
= [slamic banks: Banks that transact according to Islamic principles.

Types of investment banks

zim:///A/Bank.html

National Bank of the Republic,
Salt Lake City 1908

TNy Ay

National Copper Bank, Salt
Lake City 1911

» Investment banks " underwrite" (guarantee the sale of) stock and bond issues, trade for their own accounts, make markets, and advise corporations on

capital markets activities such as mergers and acquisitions.

= Merchant banks were traditionally banks which engaged in trade financing. The modern definition, however, refers to banks which provide capital to

firms in the form of shares rather than loans. Unlike venture capital firms, they tend not to invest in new companies.

Both combined

» Universal banks, more commonly known as a financial services company, engage in several of these activities. For example, First Bank (a very large
bank) is involved in commercial and retail lending, and its subsidiaries in tax-havens offer offshore banking services to customers in other countries. Other
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large financial institutions are similarly diversified and engage in multiple activities. In Europe and Asia, big banks are very diversified groups that, among
other services, also distribute insurance, hence the term bancassurance is the term used to describe the sale of insurance products in a bank. The word is a
combination of "banque or bank" and "assurance" signifying that both banking and insurance are provided by the same corporate entity.

Other types of banks
Islamic banking

= [slamic banks adhere to the concepts of Islamic law. Islamic banking revolves around several well established concepts which are based on Islamic
canons. Since the concept of interest is forbidden in Islam, all banking activities must avoid interest. Instead of interest, the bank earns profit (mark-up)
and fees on financing facilities that it extends to the customers.

Banks in the economy

Size of global banking industry

Worldwide assets of the largest 1,000 banks grew 16.3% in 2006/2007 to reach a record $74.2 trillion. This follows a 5.4% increase in the previous year. EU
banks held the largest share, 53%, up from 43% a decade earlier. The growth in Europe’s share was mostly at the expense of Japanese banks whose share more
than halved during this period from 21% to 10%. The share of US banks remained relatively stable at around 14%. Most of the remainder was from other Asian
and European countries. .

The US had by far the most banks (7,540 at end-2005) and branches (75,000) in the world. The large number of banks in the US is an indicator of its geography
and regulatory structure, resulting in a large number of small to medium sized institutions in its banking system. Japan had 129 banks and 12,000 branches. In
2004, Germany, France, and Italy had more than 30,000 branches each—more than double the 15,000 branches in the UK.

Bank crisis

Banks are susceptible to many forms of risk which have triggered occasional systemic crises. Risks include liquidity risk (the risk that many depositors will
request withdrawals beyond available funds), credit risk (the risk that those who owe money to the bank will not repay), and interest rate risk (the risk that the
bank will become unprofitable if rising interest rates force it to pay relatively more on its deposits than it receives on its loans), among others.

Banking crises have developed many times throughout history when one or more risks materialize for a banking sector as a whole. Prominent examples include
the U.S. Savings and Loan crisis in 1980s and early 1990s the Japanese banking crisis during the 1990s, the bank run that occurred during the Great Depression,
and the recent liquidation by the central Bank of Nigeria, where about 25 banks were liquidated.
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Challenges within the banking industry

The banking industry is a highly regulated industry with detailed and focused regulators. All banks with FDIC-insured deposits have the FDIC as a regulator;
however, for examinations, the Federal Reserve is the primary federal regulator for Fed-member state banks; the Office of the Comptroller of the Currency
(“OCC”) is the primary federal regulator for national banks; and the Office of Thrift Supervision, or OTS, is the primary federal regulator for thrifts. State
non-member banks are examined by the state agencies as well as the FDIC. National banks have one primary regulator—the OCC.

Each regulatory agency has their own set of rules and regulations to which banks and thrifts must adhere.

The Federal Financial Institutions Examination Council (FFIEC) was established in 1979 as a formal interagency body empowered to prescribe uniform
principles, standards, and report forms for the federal examination of financial institutions. Although the FFIEC has resulted in a greater degree of regulatory
consistency between the agencies, the rules and regulations are constantly changing,

In addition to changing regulations, changes in the industry have led to consolidations within the Federal Reserve, FDIC, OTS and OCC. Offices have been
closed, supervisory regions have been merged, staff levels have been reduced and budgets have been cut. The remaining regulators face an increased burden
with increased workload and more banks per regulator. While banks struggle to keep up with the changes in the regulatory environment, regulators struggle to
manage their workload and effectively regulate their banks. The impact of these changes is that banks are receiving less hands-on assessment by the regulators,
less time spent with each institution, and the potential for more problems slipping through the cracks, potentially resulting in an overall increase in bank failures
across the United States.

The changing economic environment has a significant impact on banks and thrifts as they struggle to effectively manage their interest rate spread in the face of
low rates on loans, rate competition for deposits and the general market changes, industry trends and economic fluctuations. It has been a challenge for banks to
effectively set their growth strategies with the recent economic market. A rising interest rate environment may seem to help financial institutions, but the effect
of the changes on consumers and businesses is not predictable and the challenge remains for banks to grow and effectively manage the spread to generate a
return to their shareholders.

The management of the banks’ asset portfolios also remains a challenge in today’s economic environment. Loans are a bank’s primary asset category and when
loan quality becomes suspect, the foundation of a bank is shaken to the core. While always an issue for banks, declining asset quality has become a big problem
for financial institutions. There are several reasons for this, one of which is the lax attitude some banks have adopted because of the years of “good times.” The
potential for this is exacerbated by the reduction in the regulatory oversight of banks and in some cases depth of management. Problems are more likely to go
undetected, resulting in a significant impact on the bank when they are recognized. In addition, banks, like any business, struggle to cut costs and have
consequently eliminated certain expenses, such as adequate employee training programs.

Banks also face a host of other challenges such as aging ownership groups. Across the country, many banks’ management teams and board of directors are
aging. Banks also face ongoing pressure by shareholders, both public and private, to achieve earnings and growth projections. Regulators place added pressure
on banks to manage the various categories of risk. Banking is also an extremely competitive industry. Competing in the financial services industry has become
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tougher with the entrance of such players as insurance agencies, credit unions, check cashing services, credit card companies, etc.

As a reaction, banks have developed their activities in financial instruments, through financial market operations such as brokerage and trading and become big
players in such activities.

Profitability

A bank generates a profit from the differential between the level of interest it pays for deposits and other sources of funds, and the level of interest it charges in
its lending activities. This difference is referred to as the spread between the cost of funds and the loan interest rate. Historically, profitability from lending
activities has been cyclical and dependent on the needs and strengths of loan customers. In recent history, investors have demanded a more stable revenue
stream and banks have therefore placed more emphasis on transaction fees, primarily loan fees but also including service charges on an array of deposit
activities and ancillary services (international banking, foreign exchange, insurance, investments, wire transfers, etc.). Lending activities, however, still provide
the bulk of a commercial bank's income.

In the past 10 years American banks have taken many measures to ensure that they remain profitable while responding to increasingly changing market
conditions. First, this includes the Gramm-Leach-Bliley Act, which allows banks again to merge with investment and insurance houses. Merging banking,
investment, and insurance functions allows traditional banks to respond to increasing consumer demands for "one-stop shopping" by enabling cross-selling of
products (which, the banks hope, will also increase profitability). Second, they have expanded the use of risk-based pricing from business lending to consumer
lending, which means charging higher interest rates to those customers that are considered to be a higher credit risk and thus increased chance of default on
loans. This helps to offset the losses from bad loans, lowers the price of loans to those who have better credit histories, and offers credit products to high risk
customers who would otherwise been denied credit. Third, they have sought to increase the methods of payment processing available to the general public and
business clients. These products include debit cards, pre-paid cards, smart-cards, and credit cards. These products make it easier for consumers to conveniently
make transactions and smooth their consumption over time (in some countries with under-developed financial systems, it is still common to deal strictly in cash,
including carrying suitcases filled with cash to purchase a home). However, with convenience there is also increased risk that consumers will mismanage their
financial resources and accumulate excessive debt. Banks make money from card products through interest payments and fees charged to consumers and
transaction fees to companies that accept the cards.

Retrieved from " http://en.wikipedia.org/wiki/Bank"
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Behavioural economics and behavioural finance are closely related fields which apply scientific research on human and social cognitive and emotional biases
to better understand economic decisions and how they affect market prices, returns and the allocation of resources. The fields are primarily concerned with the
rationality, or lack thereof, of economic agents. Behavioural models typically integrate insights from psychology with neo-classical economic theory.

Academics are divided between considering Behavioural Finance as supporting some tools of technical analysis by explaining market trends, and considering
some aspects of technical analysis as behavioural biases ( representativeness heuristic, self fulfilling prophecy).

Behavioural analysts are mostly concerned with the effects of market decisions, but also those of public choice, another source of economic decisions with
some similar biases.

History

During the classical period, economics had a close link with psychology. For example, Adam Smith wrote The Theory of Moral Sentiments, an important text
describing psychological principles of individual behaviour; and Jeremy Bentham wrote extensively on the psychological underpinnings of utility. Economists
began to distance themselves from psychology during the development of neo-classical economics as they sought to reshape the discipline as a natural science,
with explanations of economic behaviour deduced from assumptions about the nature of economic agents. The concept of homo economicus was developed,
and the psychology of this entity was fundamentally rational. Nevertheless, psychological explanations continued to inform the analysis of many important
figures in the development of neo-classical economics such as Francis Edgeworth, Vilfredo Pareto, Irving Fisher and John Maynard Keynes.

Psychology had largely disappeared from economic discussions by the mid 20th century. A number of factors contributed to the resurgence of its use and the
development of behavioural economics. Expected utility and discounted utility models began to gain wide acceptance, generating testable hypotheses about
decision making under uncertainty and intertemporal consumption respectively. Soon a number of observed and repeatable anomalies challenged those
hypotheses. Furthermore, during the 1960s cognitive psychology began to describe the brain as an information processing device (in contrast to behaviorist
models). Psychologists in this field such as Ward Edwards, Amos Tversky and Daniel Kahneman began to compare their cognitive models of decision making
under risk and uncertainty to economic models of rational behaviour. In Mathematical psychology, there is a longstanding interest in the transitivity of
preference and what kind of measurement scale utility constitutes ( Luce, 2000).

An important paper in the development of the behavioural finance and economics fields was written by Kahneman and Tversky in 1979. This paper, ' Prospect
theory: Decision Making Under Risk', used cognitive psychological techniques to explain a number of documented divergences of economic decision making
from neo-classical theory. Over time many other psychological effects have been incorporated into behavioural finance, such as overconfidence and the effects
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of limited attention. Further milestones in the development of the field include a well attended and diverse conference at the University of Chicago, a special
1997 edition of the Quarterly Journal of Economics ('In Memory of Amos Tversky') devoted to the topic of behavioural economics and the award of the Nobel
prize to Daniel Kahneman in 2002 "for having integrated insights from psychological research into economic science, especially concerning human judgment
and decision-making under uncertainty".

Prospect theory is an example of generalized expected utility theory. Although not commonly included in discussions of the field of behavioural economics,
generalized expected utility theory is similarly motivated by concerns about the descriptive inaccuracy of expected utility theory.

Behavioural economics has also been applied to problems of intertemporal choice. The most prominent idea is that of hyperbolic discounting, proposed by
George Ainslie (1975), in which a high rate of discount is used between the present and the near future, and a lower rate between the near future and the far
future. This pattern of discounting is dynamically inconsistent (or time-inconsistent), and therefore inconsistent with some models of rational choice, since the
rate of discount between time ¢ and ¢+ will be low at time #-/, when ¢ is the near future, but high at time # when ¢ is the present and time #+/ the near future. As
part of the discussion of hypberbolic discounting, has been animal and human work on Melioration theory and Matching Law of Richard Herrnstein. They
suggest that behaviour is not based on expected utility rather it is based on previous reinforcement experience.

Methodology

At the outset behavioural economics and finance theories were developed almost exclusively from experimental observations and survey responses, though in
more recent times real world data has taken a more prominent position. fMRI has also been used to determine which areas of the brain are active during various
steps of economic decision making. Experiments simulating market situations such as stock market trading and auctions are seen as particularly useful as they
can be used to isolate the effect of a particular bias upon behavior; observed market behaviour can typically be explained in a number of ways, carefully
designed experiments can help narrow the range of plausible explanations. Experiments are designed to be incentive compatible, with binding transactions
involving real money the norm.

Key observations

There are three main themes in behavioural finance and economics:

= Heuristics: People often make decisions based on approximate rules of thumb, not strictly rational analysis. See also cognitive biases and bounded
rationality.

» Framing: The way a problem or decision is presented to the decision maker will affect his action.

= Market inefficiencies: There are explanations for observed market outcomes that are contrary to rational expectations and market efficiency. These
include mis-pricings, non-rational decision making, and return anomalies. Richard Thaler, in particular, has described specific market anomalies from a
behavioural perspective.

Recently, Barberis, Shleifer, and Vishny (1998), as well as Daniel, Hirshleifer, and Subrahmanyam (1998) have built models based on extrapolation (seeing
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patterns in random sequences) and overconfidence to explain security market over- and underreactions, though such models have not been used in the money
management industry. These models assume that errors or biases are correlated across agents so that they do not cancel out in aggregate. This would be the case
if a large fraction of agents look at the same signal (such as the advice of an analyst) or have a common bias.

More generally, cognitive biases may also have strong anomalous effects in aggregate if there is a social contamination with a strong emotional content
(collective greed or fear), leading to more widespread phenomena such as herding and groupthink. Behavioural finance and economics rests as much on social
psychology within large groups as on individual psychology. However, some behavioural models explicitly demonstrate that a small but significant anomalous
group can also have market-wide effects (eg. Fehr and Schmidt, 1999).

Behavioural finance topics

Some central issues in behavioural finance are why investors and managers (and also lenders and borrowers) make systematic errors. It shows how those errors
affect prices and returns (creating market inefficiencies). It shows also what managers of firms or other institutions, as well as other financial players might do to
take advantage of market inefficiencies.

Among the inefficiencies described by behavioural finance, underreactions or overreactions to information are often cited, as causes of market trends and in
extreme cases of bubbles and crashes). Such misreactions have been attributed to limited investor attention, overconfidence / overoptimism, and mimicry (
herding instinct) and noise trading.

Other key observations made in behavioural finance literature include the lack of symmetry between decisions to acquire or keep resources, called colloquially
the "bird in the bush" paradox, and the strong loss aversion or regret attached to any decision where some emotionally valued resources (e.g. a home) might be
totally lost. Loss aversion appears to manifest itself in investor behaviour as an unwillingness to sell shares or other equity, if doing so would force the trader to
realise a nominal loss (Genesove & Mayer, 2001). It may also help explain why housing market prices do not adjust downwards to market clearing levels during
periods of low demand.

Applying a version of prospect theory, Benartzi and Thaler (1995) claim to have solved the equity premium puzzle, something conventional finance models
have been unable to do.

Presently, some researchers in experimental finance use experimental method, e.g. creating an artificial market by some kind of simulation software to study
people's decision-making process and behaviour in financial markets.

Behavioural finance models
Some financial models used in money management and asset valuation use behavioural finance parameters, for example:

» Thaler's model of price reactions to information, with three phases, underreaction-adjustment-overreaction, creating a price trend
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One characteristic of overreaction is that the average return of asset prices following a series of announcements of good news is lower than the average
return following a series of bad announcements. In other words, overreaction occurs if the market reacts too strongly or for too long (persistent trend) to
news that it subsequently needs to be compensated in the opposite direction. As a result, assets that were winners in the past should not be seen as an
indication to invest in as their risk adjusted returns in the future are relatively low compared to stocks that were defined as losers in the past.

= The stock image coefficient

Criticisms of behavioural finance

Critics of behavioural finance, such as Eugene Fama, typically support the efficient market theory (though Fama may have reversed his position in recent
years). They contend that behavioural finance is more a collection of anomalies than a true branch of finance and that these anomalies will eventually be priced
out of the market or explained by appealing to market microstructure arguments. However, a distinction should be noted between individual biases and social
biases; the former can be averaged out by the market, while the other can create feedback loops that drive the market further and further from the equilibrium
of the " fair price".

A specific example of this criticism is found in some attempted explanations of the equity premium puzzle. It is argued that the puzzle simply arises due to entry
barriers (both practical and psychological) which have traditionally impeded entry by individuals into the stock market, and that returns between stocks and
bonds should stabilize as electronic resources open up the stock market to a greater number of traders (See Freeman, 2004 for a review). In reply, others
contend that most personal investment funds are managed through superannuation funds, so the effect of these putative barriers to entry would be minimal. In
addition, professional investors and fund managers seem to hold more bonds than one would expect given return differentials.

Quantitative behavioural finance

Quantitative behavioural finance is a new discipline that uses mathematical and statistical methodology to understand behavioural biases in conjunction with
valuation. Some of this endeavor has been lead by Gunduz Caginalp (Professor of Mathematics and Editor of Journal of Behavioural Finance during 2001-2004)
and collaborators including Vernon Smith (2002 Nobel Laureate in Economics), David Porter, Don Balenovich, Vladimira Ilieva, Ahmet Duran, Huseyin
Merdan). Studies by Jeff Madura, Ray Sturm and others have demonstrated significant behavioural effects in stocks and exchange traded funds.

The research can be grouped into the following areas:

1. Empirical studies that demonstrate significant deviations from classical theories

2. Modeling using the concepts of behavioural effects together with the non-classical assumption of the finiteness of assets
3. Forecasting based on these methods

4. Studies of experimental asset markets and use of models to forecast experiments

Critical conclusions of behavioural economics
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Critics of behavioural economics typically stress the rationality of economic agents (see Myagkov and Plott (1997) amongst others). They contend that
experimentally observed behavior is inapplicable to market situations, as learning opportunities and competition will ensure at least a close approximation of
rational behaviour.

Others note that cognitive theories, such as prospect theory, are models of decision making, not generalized economic behaviour, and are only applicable to the
sort of once-off decision problems presented to experiment participants or survey respondents.

Traditional economists are also skeptical of the experimental and survey based techniques which are used extensively in behavioural economics. Economists
typically stress revealed preferences over stated preferences (from surveys) in the determination of economic value. Experiments and surveys must be designed
carefully to avoid systemic biases, strategic behaviour and lack of incentive compatibility, and many economists are distrustful of results obtained in this manner
due to the difficulty of eliminating these problems.

Rabin (1998) dismisses these criticisms, claiming that results are typically reproduced in various situations and countries and can lead to good theoretical insight.
Behavioural economists have also incorporated these criticisms by focusing on field studies rather than lab experiments. Some economists look at this split as a
fundamental schism between experimental economics and behavioral economics, but prominent behavioral and experimental economists tend to overlap
techniques and approaches in answering common questions. For example, many prominent behavioural economists are actively investigating neuroeconomics,
which is entirely experimental and cannot be verified in the field.

Other proponents of behavioral economics note that neoclassical models often fail to predict outcomes in real world contexts. Behavioral insights can be used to
update neoclassical equations, and behavioural economists note that these revised models not only reach the same correct predictions as the traditional models,
but also correctly predict some outcomes where the traditional models failed.

Retrieved from " http://en.wikipedia.org/wiki/Behavioral economics"
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The Bretton Woods system of monetary management established the rules for commercial and financial relations among the world's major industrial states. The
Bretton Woods system was the first example of a fully negotiated monetary order intended to govern monetary relations among independent nation-states.

Preparing to rebuild the international economic system as World War II was still raging, 730 delegates from all 44 Allied nations gathered at the Mount
Washington Hotel in Bretton Woods, New Hampshire for the United Nations Monetary and Financial Conference. The delegates deliberated upon and signed
the Bretton Woods Agreements during the first three weeks of July 1944.

Setting up a system of rules, institutions, and procedures to regulate the international monetary system, the planners at Bretton Woods established the
International Bank for Reconstruction and Development (IBRD) (now one of five institutions in the World Bank Group) and the International Monetary Fund
(IMF). These organizations became operational in 1946 after a sufficient number of countries had ratified the agreement.

The chief features of the Bretton Woods system were an obligation for each country to adopt a monetary policy that maintained the exchange rate of its
currency within a fixed value—plus or minus one percent—in terms of gold and the ability of the IMF to bridge temporary imbalances of payments. In the face
of increasing strain, the system collapsed in 1971, following the United States' suspension of convertibility from dollars to gold.

Until the early 1970s, the Bretton Woods system was effective in controlling conflict and in achieving the common goals of the leading states that had created it,
especially the United States.

Origins

The political basis for the Bretton Woods system are in the confluence of several key conditions: the shared experiences of the Great Depression, the
concentration of power in a small number of states (further enhanced by the exclusion of a number of important nations because of the war), and the presence
of a dominant power willing and able to assume a leadership role in global monetary affairs.

The Great Depression

A high level of agreement among the powerful on the goals and means of international economic management facilitated the decisions reached by the Bretton
Woods Conference. The foundation of that agreement was a shared belief in capitalism. Although the developed countries' governments differed somewhat in
the type of capitalism they preferred for their national economies (France, for example, preferred greater planning and state intervention, whereas the United

States favored relatively limited state intervention), all relied primarily on market mechanisms and on private ownership.
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Thus, it is their similarities rather than their differences that appear most striking. All the participating governments at Bretton Woods agreed that the monetary
chaos of the interwar period had yielded several valuable lessons.

The experience of the Great Depression was fresh on the minds of public officials. The planners at Bretton Woods hoped to avoid a repeat of the debacle of the
1930s, when foreign exchange controls undermined the international payments system that was the basis for world trade. The "beggar thy neighbour" policies of
1930s governments—using currency devaluations to increase the competitiveness of a country's export products in order to reduce balance of payments deficits
—worsened national deflationary spirals, which resulted in plummeting national incomes, shrinking demand, mass unemployment, and an overall decline in
world trade. Trade in the 1930s became largely restricted to currency blocs (groups of nations that use an equivalent currency, such as the " Sterling Area" of
the British Empire). These blocs retarded the international flow of capital and foreign investment opportunities. Although this strategy tended to increase
government revenues in the short run, it dramatically worsened the situation in the medium and longer run.

Thus, for the international economy, planners at Bretton Woods all favored a liberal system, one that relied primarily on the market with the minimum of
barriers to the flow of private trade and capital. Although they disagreed on the specific implementation of this liberal system, all agreed on an open system.

“Economic security”

Also based on experience of interwar years, U.S. planners developed a concept of economic security—that a liberal
international economic system would enhance the possibilities of postwar peace. One of those who saw such a security link
was Cordell Hull, the United States Secretary of State from 1933 to 1944. Hull believed that the fundamental causes of the
two world wars lay in economic discrimination and trade warfare. Specifically, he had in mind the trade and exchange
controls (bilateral arrangements) of Nazi Germany and the imperial preference system practiced by Britain (by which
members or former members of the British Empire were accorded special trade status). Hull argued

[Ulnhampered trade dovetailed with peace; high tariffs, trade barriers, and unfair economic competition, - _

€ with war...if we could get a freer flow of trade...freer in the sense of fewer discriminations and E '
obstructions...so that one country would not be deadly jealous of another and the living standards of all ' /
countries might rise, thereby eliminating the economic dissatisfaction that breeds war, we might have a b ] X r

reasonable chance of lasting peace. Cordell Hull

The rise of governmental intervention

The developed countries also agreed that the liberal international economic system required governmental intervention. In the aftermath of the Great
Depression, public management of the economy had emerged as a primary activity of governments in the developed states. Employment, stability, and growth
were now important subjects of public policy. In turn, the role of government in the national economy had become associated with the assumption by the state
of the responsibility for assuring of its citizens a degree of economic well-being. The welfare state grew out of the Great Depression, which created a popular
demand for governmental intervention in the economy, and out of the theoretical contributions of the Keynesian school of economics, which asserted the need
for governmental intervention to maintain an adequate level of employment.
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At the international level, these ideas evolved from the experience of the 1930s. The priority of national goals, independent national action in the interwar
period, and the failure to perceive that those national goals could not be realized without some form of international collaboration resulted in “beggar-
thy-neighbour” policies such as high tariffs and competitive devaluations which contributed to economic breakdown, domestic political instability, and
international war. The lesson learned was as the principal architect of the Bretton Woods system New Dealer Harry Dexter White put it:

the absence of a high degree of economic collaboration among the leading nations will...inevitably result in economic warfare that will be but

¢ the prelude and instigator of military warfare on an even vaster scale.

2

To ensure economic stability and political peace, states agreed to cooperate to regulate the international economic system. The pillar of the U.S. vision of the
postwar world was free trade. Free trade involved lowering tariffs and among other things a balance of trade favorable to the capitalist system.

Thus, the more developed market economies agreed with the U.S. vision of postwar international economic management, which was to be designed to create
and maintain an effective international monetary system and foster the reduction of barriers to trade and capital flows.

The Atlantic Charter

Throughout the war, the United States envisaged a postwar economic order in which the U.S. could penetrate
markets that had been previously closed to other currency trading blocs, as well as to expand opportunities for
foreign investments for U.S. corporations by removing restrictions on the international flow of capital.

The Atlantic Charter, drafted during U.S. President Roosevelt's August 1941 meeting with British Prime Minister
Winston Churchill on a ship in the North Atlantic, was the most notable precursor to the Bretton Woods
Conference. Like Woodrow Wilson before him, whose " Fourteen Points" had outlined U.S. aims in the aftermath of
the First World War, Roosevelt set forth a range of ambitious goals for the postwar world even before the U.S. had
entered the Second World War. The Atlantic Charter affirmed the right of all nations to equal access to trade and
raw materials. Moreover, the charter called for freedom of the seas (a principal U.S. foreign policy aim since France
and Britain had first threatened U.S. shipping in the 1790s), the disarmament of aggressors, and the "establishment
of a wider and permanent system of general security."

Roosevelt and Churchill during their secret

meeting of August 9 — August 12, 1941 in As the war drew to a close, the Bretton Woods conference was the culmination of some two and a half years of
Newfoundland that resulted in the Atlantic planning for postwar reconstruction by the Treasuries of the U.S. and the UK. U.S. representatives studied with their
Charter, which the U.S. and Britain British counterparts the reconstitution of what had been lacking between the two world wars: a system of

officially announced two days later. international payments that would allow trade to be conducted without fear of sudden currency depreciation or wild

fluctuations in exchange rates—ailments that had nearly paralyzed world capitalism during the Great Depression.

Without a strong European market for U.S. goods and services, most policymakers believed, the U.S. economy would be unable to sustain the prosperity it had
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achieved during the war. In addition, U.S. unions had only grudgingly accepted government-imposed restraints on their demand during the war, but they were
willing to wait no longer, particularly as inflation cut into the existing wage scales with painful force. (By the end of 1945, there had already been major strikes
in the automobile, electrical, and steel industries.)

In early 1945 Bernard Baruch described the spirit of Bretton Woods as: if we can Stop subsidization of labor and sweated competition in the export markets,"as
well as prevent rebuilding of war machines, 64 boy, oh boy, what long term prosperity we will have. The United States would therefore use its position of
influence to reopen and control the world economy, so as to give unhindered access to all nations' markets and materials.

Wartime devastation of Europe and East Asia

Furthermore, U.S. allies—economically exhausted by the war—accepted this leadership. They needed U.S. assistance to rebuild their domestic production and
to finance their international trade; indeed, they needed it to survive.

Before the war, the French and the British were realizing that they could no longer compete with U.S. industry in an open marketplace. During the 1930s, the
British had created their own economic bloc to shut out U.S. goods. Churchill did not believe that he could surrender that protection after the war, so he watered
down the Atlantic Charter's "free access" clause before agreeing to it.

Yet, the U.S. officials were determined to open their access to the British empire. The combined value of British and U.S. trade was well over half of all the
world's trade in goods. In order for the US to open global markets, it first had to split the British (trade) empire. Whilst Britain had economically dominated the
19th century, they intended the second half of the 20th to be under U.S. hegemony.

A devastated Britain had little choice. Two world wars had destroyed the country's principal industries that paid for the importation of half the nation's food and
nearly all its raw materials except coal. The British had no choice but to ask for aid. In 1945, the U.S. agreed to a loan of $3.8 billion. In return, British officials
promised to negotiate the agreement.

For nearly two centuries, French and U.S. interests had clashed in both the Old World and the New World. During the war, French mistrust of the United States
was embodied by General Charles de Gaulle, president of the French provisional government. De Gaulle bitterly fought U.S. officials as he tried to maintain his
country's colonies and diplomatic freedom of action. In turn, U.S. officials saw de Gaulle as a political extremist.

But in 1945 de Gaulle— at that point the leading voice of French nationalism—was forced to grudgingly ask the U.S. for a billion-dollar loan. Most of the
request was granted; in return France promised to curtail government subsidies and currency manipulation that had given its exporters advantages in the world
market.

On a far more profound level, as the Bretton Woods conference was convening, the greater part of the Third World remained politically and economically
subordinate. Linked to the developed countries of the West economically and politically—formally and informally—these states had little choice but to
acquiesce to the international economic system established for them. In the East, Soviet hegemony in Eastern Europe provided the foundation for a separate
international economic system.
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Design

Free trade relied on the free convertibility of currencies. Negotiators at the Bretton Woods conference, fresh from what they perceived as a disastrous
experience with floating rates in the 1930s, concluded that major monetary fluctuations could stall the free flow of trade.

The liberal economic system required an accepted vehicle for investment, trade, and payments. Unlike national economies, however, the international economy

lacks a central government that can issue currency and manage its use. In the past this problem had been solved through the gold standard, but the architects of

Bretton Woods did not consider this option feasible for the postwar political economy. Instead, they set up a system of fixed exchange rates managed by a series
of newly created international institutions using the U.S. dollar (which was a gold standard currency for central banks) as a reserve currency.

Informal
Previous regimes

In the 19th and early 20th centuries gold played a key role in international monetary transactions. The gold standard was used to back currencies; the
international value of currency was determined by its fixed relationship to gold; gold was used to settle international accounts. The gold standard maintained
fixed exchange rates that were seen as desirable because they reduced the risk of trading with other countries.

Imbalances in international trade were theoretically rectified automatically by the gold standard. A country with a deficit would have depleted gold reserves and
would thus have to reduce its money supply. The resulting fall in demand would reduce imports and the lowering of prices would boost exports; thus the deficit
would be rectified. Any country experiencing inflation would lose gold and therefore would have a decrease in the amount of money available to spend. This
decrease in the amount of money would act to reduce the inflationary pressure. Supplementing the use of gold in this period was the British pound. Based on the
dominant British economy, the pound became a reserve, transaction, and intervention currency. But the pound was not up to the challenge of serving as the
primary world currency, given the weakness of the British economy after the Second World War.

The architects of Bretton Woods had conceived of a system wherein exchange rate stability was a prime goal. Yet, in an era of more activist economic policy,

governments did not seriously consider permanently fixed rates on the model of the classical gold standard of the nineteenth century. Gold production was not
even sufficient to meet the demands of growing international trade and investment. And a sizable share of the world's known gold reserves were located in the
Soviet Union, which would later emerge as a Cold War rival to the United States and Western Europe.

The only currency strong enough to meet the rising demands for international liquidity was the US dollar. The strength of the US economy, the fixed relationship
of the dollar to gold ($35 an ounce), and the commitment of the U.S. government to convert dollars into gold at that price made the dollar as good as gold. In
fact, the dollar was even better than gold: it earned interest and it was more flexible than gold.

The Bretton Woods system of fixed exchange rates
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The Bretton Woods system sought to secure the advantages of the gold standard without its disadvantages. Thus, a compromise was sought between the polar
alternatives of either freely floating or irrevocably fixed rates—an arrangement that might gain the advantages of both without suffering the disadvantages of
either while retaining the right to revise currency values on occasion as circumstances warranted.

The rules of Bretton Woods, set forth in the articles of agreement of the International Monetary Fund (IMF) and the International Bank for Reconstruction and
Development (IBRD), provided for a system of fixed exchange rates. The rules further sought to encourage an open system by committing members to the
convertibility of their respective currencies into other currencies and to free trade.

What emerged was the " pegged rate" currency regime. Members were required to establish a parity of their national currencies in terms of gold (a "peg") and to
maintain exchange rates within plus or minus 1% of parity (a "band") by intervening in their foreign exchange markets (that is, buying or selling foreign money).

In practice, however, since the principal "Reserve currency" would be the U.S. dollar, this meant that other countries would peg their currencies to the U.S.
dollar, and—once convertibility was restored—would buy and sell U.S. dollars to keep market exchange rates within plus or minus 1% of parity. Thus, the U.S.
dollar took over the role that gold had played under the gold standard in the international financial system.

Meanwhile, in order to bolster faith in the dollar, the U.S. agreed separately to link the dollar to gold at the rate of $35 per ounce of gold. At this rate, foreign
governments and central banks were able to exchange dollars for gold. Bretton Woods established a system of payments based on the dollar, in which all
currencies were defined in relation to the dollar, itself convertible into gold, and above all, "as good as gold." The U.S. currency was now effectively the world
currency, the standard to which every other currency was pegged. As the world's key currency, most international transactions were denominated in dollars.

The U.S. dollar was the currency with the most purchasing power and it was the only currency that was backed by gold. Additionally, all European nations that
had been involved in World War II were highly in debt and transferred large amounts of gold into the United States, a fact that contributed to the supremacy of
the United States. Thus, the U.S. dollar was strongly appreciated in the rest of the world and therefore became the key currency of the Bretton Woods system.

Member countries could only change their par value with IMF approval, which was contingent on IMF determination that its balance of payments was in a
"fundamental disequilibrium."

Formal regimes

The Bretton Woods Conference led to the establishment of the IMF and the IBRD (now the World Bank), which still remain powerful forces in the world
economy.

As mentioned, a major point of common ground at the Conference was the goal to avoid a recurrence of the closed markets and economic warfare that had
characterized the 1930s. Thus, negotiators at Bretton Woods also agreed that there was a need for an institutional forum for international cooperation on
monetary matters. Already in 1944 the British economist John Maynard Keynes emphasized "the importance of rule-based regimes to stabilize business
expectations"—something he accepted in the Bretton Woods system of fixed exchange rates. Currency troubles in the interwar years, it was felt, had been
greatly exacerbated by the absence of any established procedure or machinery for intergovernmental consultation.
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As a result of the establishment of agreed upon structures and rules of international economic interaction, conflict over economic issues was minimized, and the
significance of the economic aspect of international relations seemed to recede.

The International Monetary Fund

Officially established on December 27, 1945, when the 29 participating countries at the conference of Bretton Woods signed its Articles of Agreement, the IMF
was to be the keeper of the rules and the main instrument of public international management. The Fund commenced its financial operations on March 1, 1947.
IMF approval was necessary for any change in exchange rates in excess of 10%. It advised countries on policies affecting the monetary system.

Designing the IMF

The big question at the Bretton Woods conference with respect to the institution that would emerge as the IMF was the issue of future access to international
liquidity and whether that source should be akin to a world central bank able to create new reserves at will or a more limited borrowing mechanism.

Although attended by 44 nations, discussions at the conference were dominated by two rival plans developed by the
U.S. and Britain. As the chief international economist at the U.S. Treasury in 1942—44, Harry Dexter White drafted
the U.S. blueprint for international access to liquidity, which competed with the plan drafted for the British Treasury
by Keynes. Overall, White's scheme tended to favour incentives designed to create price stability within the world's
economies, while Keynes' wanted a system that encouraged economic growth.

At the time, gaps between the White and Keynes plans seemed enormous. Outlining the difficulty of creating a
system that every nation could accept in his speech at the closing plenary session of the Bretton Woods conference
on July 22, 1944, Keynes stated:

We, the delegates of this Conference, Mr. President, have been trying to accomplish something very
difficult to accomplish.[...] It has been our task to find a common measure, a common standard, a b
common rule acceptable to each and not irksome to any.

(14

Keynes' proposals would have established a world reserve currency (which he thought might be called " bancor")
administered by a central bank vested with the possibility of creating money and with the authority to take actions
on a much larger scale (understandable considering deflationary problems in Britain at the time).

In case qf palance of payments imbalances, I'(eynfzs recommended that both deptors and cr§d.itors should change John Maynard Keylnes (H gh) and Harry
their policies. As outlined by Keynes, countries with payment surpluses should increase their imports from the Dexter White at the Bretton Woods
deficit countries and thereby create a foreign trade equilibrium. Thus, Keynes was sensitive to the problem that Conference

placing too much of the burden on the deficit country would be deflationary.
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But the U.S., as a likely creditor nation, and eager to take on the role of the world's economic powerhouse, balked at Keynes' plan and did not pay serious
attention to it. The U.S. contingent was too concerned about inflationary pressures in the postwar economy, and White saw an imbalance as a problem only of
the deficit country.

Although compromise was reached on some points, because of the overwhelming economic and military power of the U.S., the participants at Bretton Woods
largely agreed on White's plan. As a result, the IMF was born with an economic approach and political ideology that stressed controlling inflation and
introducing austerity plans over fighting poverty. This would influence its approach to Third World countries struggling with underdevelopment.

Subscriptions and quotas

What emerged largely reflected U.S. preferences: a system of subscriptions and quotas embedded in the IMF, which itself was to be no more than a fixed pool
of national currencies and gold subscribed by each country as opposed to a world central bank capable of creating money. The Fund was charged with
managing various nations' trade deficits so that they would not produce currency devaluations that would trigger a decline in imports.

The IMF was provided with a fund, composed of contributions of member countries in gold and their own currencies. The original quotas planned were to total
$8.8 billion. When joining the IMF, members were assigned " quotas" reflecting their relative economic power, and, as a sort of credit deposit, were obliged to
pay a "subscription" of an amount commensurate to the quota. The subscription was to be paid 25% in gold or currency convertible into gold (effectively the
dollar, which was the only currency then still directly gold convertible for central banks) and 75% in the member's own currency.

Quota subscriptions were to form the largest source of money at the IMF's disposal. The IMF set out to use this money to grant loans to member countries with
financial difficulties. Each member was then entitled to withdraw 25% of its quota immediately in case of payment problems. If this sum was insufficient, each
nation in the system was also able to request loans for foreign currency.

Financing trade deficits

In the event of a deficit in the current account, Fund members, when short of reserves, would be able to borrow foreign currency in amounts determined by the
size of its quota. In other words, the higher the country's contribution was, the higher the sum of money it could borrow from the IMF.

Members were required to pay back debts within a period of 18 months to five years. In turn, the IMF embarked on setting up rules and procedures to keep a
country from going too deeply into debt, year after year. The Fund would exercise "surveillance" over other economies for the U.S. Treasury, in return for its
loans to prop up national currencies.

IMF loans were not comparable to loans issued by a conventional credit institution. Instead, it was effectively a chance to purchase a foreign currency with gold
or the member's national currency.

The U.S.-backed IMF plan sought to end restrictions on the transfer of goods and services from one country to another, eliminate currency blocs and lift
currency exchange controls.
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The IMF was designed to advance credits to countries with balance of payments deficits. Short-run balance of payment difficulties would be overcome by IMF
loans, which would facilitate stable currency exchange rates. This flexibility meant that member states would not have to induce a depression automatically in
order to cut its national income down to such a low level that its imports will finally fall within its means. Thus, countries were to be spared the need to resort to
the classical medicine of deflating themselves into drastic unemployment when faced with chronic balance of payments deficits. Before the Second World War,
European nations often resorted to this, particularly Britain.

Moreover, the planners at Bretton Woods hoped that this would reduce the temptation of cash-poor nations to reduce capital outflow by restricting imports. In
effect, the IMF extended Keynesian measures—government intervention to prop up demand and avoid recession—to protect the U.S. and the stronger
economies from disruptions of international trade and growth.

Changing the par value

The IMF sought to provide for occasional discontinuous exchange-rate adjustments (changing a membert's par value) by international agreement. Member
nations were permitted first to depreciate (or appreciate in opposite situations) their currencies by 10%. This tends to restore equilibrium in its trade by
expanding its exports and contracting imports. This would be allowed only if there was what was called a "fundamental disequilibrium." A decrease in the value
of the country's money was called a "devaluation" while an increase in the value of the country's money was called a " revaluation".

It was envisioned that these changes in exchange rates would be quite rare. Regrettably the notion of fundamental disequilibrium, though key to the operation of
the par value system, was never spelled out in any detail—an omission that would eventually come back to haunt the regime in later years.

IMF operations

Never before had international monetary cooperation been attempted on a permanent institutional basis. Even more groundbreaking was the decision to allocate
voting rights among governments not on a one-state, one-vote basis but rather in proportion to quotas. Since the U.S. was contributing the most, U.S. leadership
was the key implication. Under the system of weighted voting the U.S. was able to exert a preponderant influence on the IMF. The U.S. held one-third of all
IMF quotas at the outset, enough to veto all changes to the IMF Charter on its own.

In addition, the IMF was based in Washington, D.C., staffed mainly by U.S. economists. It regularly exchanged personnel with the U.S. Treasury. When the IMF
began operations in 1946, President Harry S. Truman named White as its first U.S. Executive Director. Since no Deputy Managing Director post had yet been
created, White served occasionally as Acting Managing Director and generally played a highly influential role during the IMF's first year.

The International Bank for Reconstruction and Development

No provision was made for international creation of reserves. New gold production was assumed to be sufficient. In the event of structural disequilibria, it was
expected that there would be national solutions—a change in the value of the currency or an improvement by other means of a country's competitive position.
Few means were given to the IMF, however, to encourage such national solutions.
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It had been recognized in 1944 that the new system could come into being only after a return to normalcy following the disruption of World War II. It was
expected that after a brief transition period — expected to be no more than five years — the international economy would recover and the system would enter
into operation.

To promote the growth of world trade and to finance the postwar reconstruction of Europe, the planners at Bretton Woods created another institution, the
International Bank for Reconstruction and Development (IBRD) — now the most important agency of the World Bank Group. The IBRD had an authorized
capitalization of $10 billion and was expected to make loans of its own funds to underwrite private loans and to issue securities to raise new funds to make
possible a speedy postwar recovery. The IBRD was to be a specialized agency of the United Nations charged with making loans for economic development
purposes.

Readjusting the Bretton Woods system

The dollar shortages and the Marshall Plan

The Bretton Wood arrangements were largely adhered to and ratified by the participating governments. It was expected that national monetary reserves,
supplemented with necessary IMF credits, would finance any temporary balance of payments disequilibria. But this did not however prove sufficient to get
Europe out of the doldrums.

Postwar world capitalism suffered from a huge dollar shortage. The United States was running huge balance of trade surpluses, and the U.S. reserves were
immense and growing. It was necessary to reverse this flow. Dollars had to leave the United States and become available for international use. In other words,
the United States would have to reverse the natural economic processes and run a balance of payments deficit.

The modest credit facilities of the IMF were clearly insufficient to deal with Western Europe's huge balance of payments deficits. The problem was further
aggravated by the reaffirmation by the IMF Board of Governors in the provision in the Bretton Woods Articles of Agreement that the IMF could make loans
only for current account deficits and not for capital and reconstruction purposes. Only the United States contribution of $570 million was actually available for
IBRD lending. In addition, because the only available market for IBRD bonds was the conservative Wall Street banking market, the IBRD was forced to adopt a
conservative lending policy, granting loans only when repayment was assured. Given these problems, by 1947 the IMF and the IBRD themselves were admitting
that they could not deal with the international monetary system's economic problems.

Thus, the much looser Marshall Plan—the European Recovery Program—was set up to provide U.S. finance to rebuild Europe largely through grants rather
than loans. The Marshall Plan was the program of massive economic aid given by the United States to favored countries in Western Europe for the rebuilding of
capitalism. In a speech at Harvard University on June 5, 1946, U.S. Secretary of State George Marshall stated:

The breakdown of the business structure of Europe during the war was complete. ...Europe's requirements for the next three or four years of

foreign food and other essential products. .. principally from the United States... are so much greater than her present ability to pay that she
must have substantial help or face economic, social and political deterioration of a very grave character.

(14 %
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From 1947 until 1958, the U.S. deliberately encouraged an outflow of dollars, and, from 1950 on, the United States ran a balance of payments deficit with the
intent of providing liquidity for the international economy. Dollars flowed out through various U.S. aid programs: the Truman Doctrine entailing aid to the
pro-U.S. Greek and Turkish regimes, which were struggling to suppress socialist revolution, aid to various pro-U.S. regimes in the Third World, and most
important, the Marshall Plan. From 1948 to 1954 the United States gave 16 Western European countries $17 billion in grants.

To encourage long-term adjustment, the United States promoted European and Japanese trade competitiveness. Policies for economic controls on the defeated
former Axis countries were scrapped. Aid to Europe and Japan was designed to rebuild productive and export capacity. In the long run it was expected that
such European and Japanese recovery would benefit the United States by widening markets for U.S. exports, and providing locations for U.S. capital expansion.

In 1956, the World Bank created the International Finance Corporation and in 1960 it created the International Development Association (IDA). Both have
been controversial. Critics of the IDA argue that it was designed to head off a broader based system headed by the United Nations, and that the IDA lends
without consideration for the effectiveness of the program. Critics also point out that the pressure to keep developing economies "open" has led to their having
difficulties obtaining funds through ordinary channels, and a continual cycle of asset buy up by foreign investors and capital flight by locals. Defenders of the
IDA pointed to its ability to make large loans for agricultural programs which aided the " Green Revolution" of the 1960s, and its functioning to stabilize and
occasionally subsidize Third World governments, particularly in Latin America.

Bretton Woods, then, created a system of triangular trade: the United States would use the convertible financial system to trade at a tremendous profit with
developing nations, expanding industry and acquiring raw materials. It would use this surplus to send dollars to Europe, which would then be used to rebuild
their economies, and make the United States the market for their products. This would allow the other industrialized nations to purchase products from the Third
World, which reinforced the American role as the guarantor of stability. When this triangle became destabilized, Bretton Woods entered a period of crisis which
led ultimately to its collapse.

Bretton Woods and the Cold War

In 1945, Roosevelt and Churchill prepared the postwar era by negotiating with Joseph Stalin at Yalta about respective zones of influence; this same year U.S.
and Soviet troops divided Germany into occupation zones and confronted one another in Korea.

Harry Dexter White succeeded in getting the Soviet Union to participate in the Bretton Woods conference in 1944, but his goal was frustrated when the Soviet
Union would not join the IMF. In the past, the reasons why the Soviet Union chose not to subscribe to the articles by December 1945 have been the subject of
speculation. But since the release of relevant Soviet archives, it is now clear that the Soviet calculation was based on the behaviour of the parties that had
actually expressed their assent to the Bretton Woods Agreements. The extended debates about ratification that had taken place both in the UK and the U.S.
were read in Moscow as evidence of the quick disintegration of the wartime alliance.

Facing the Soviet Union, whose power had also strengthened and whose territorial influence had expanded, the U.S. assumed the role of leader of the capitalist
camp. The rise of the postwar U.S. as the world's leading industrial, monetary, and military power was rooted in the fact that the mainland U.S. was untouched
by the war, in the instability of the national states in postwar Europe, and the wartime devastation of the Soviet economy.
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Despite the economic effort imposed by such a policy, being at the centre of the international market gave the U.S. unprecedented freedom of action in pursuing
its foreign affairs goals. A trade surplus made it easier to keep armies abroad and to invest outside the U.S., and because other nations could not sustain foreign
deployments, the U.S. had the power to decide why, when and how to intervene in global crisises. The dollar continued to function as a compass to guide the
health of the world economy, and exporting to the U.S. became the primary economic goal of developing or redeveloping economies. This arrangement came to
be referred to as the Pax Americana, in analogy to the Pax Britannica of the late 19th century and the Pax Romana of the first. (See Globalism)

The late Bretton Woods System

The U.S. balance of payments crisis (1958-68)

After the end of World War II, the U.S. held $26 billion in gold reserves, of an estimated total of $40 billion (approx 65%). As world trade increased rapidly
through the 1950s, the size of the gold base increased by only a few percent. In 1958, the U.S. balance of payments swung negative. The first U.S. response to
the crisis was in the late 1950s when the Eisenhower administration placed import quotas on oil and other restrictions on trade outflows. More drastic measures
were proposed, but not acted on. However, with a mounting recession that began in 1959, this response alone was not sustainable. In 1960, with Kennedy's
election, a decade-long effort to maintain the Bretton Woods System at the $35/ounce price was begun.

The design of the Bretton Woods System was that only nations could enforce gold convertibility on the anchor currency—the United States’ dollar. Gold
convertibility enforcement was not required, but instead, allowed. Nations could forgo converting dollars to gold, and instead hold dollars. Rather than full
convertibility, it provided a fixed price for sales between central banks. However, there was still an open gold market, 80% of which was traded through
London, which issued a morning "gold fix," which was the price of gold on the open market. For the Bretton Woods system to remain workable, it would either
have to alter the peg of the dollar to gold, or it would have to maintain the free market price for gold near the $35 per ounce official price. The greater the gap
between free market gold prices and central bank gold prices, the greater the temptation to deal with internal economic issues by buying gold at the Bretton
Woods price and selling it on the open market.

However, keeping the dollar because of its ability to earn interest was still more desirable than holding gold. In 1960 Robert Triffin noticed that the reason
holding dollars was more valuable than gold was because constant U.S. balance of payments deficits helped to keep the system liquid and fuel economic growth.
What would be later known as Triffin's Dilemma was predicted when Triffin noted that if the U.S. failed to keep running deficits the system would lose its
liquidity, not being able to keep up with the world's economic growth, thus bringing the system to a halt. Yet, continuing to incur such payment deficits also
meant that over time the deficits would erode confidence in the dollar as the reserve currency creating instability.

The first effort was the creation of the "London Gold Pool." The theory of the pool was that spikes in the free market price of gold, set by the "morning gold
fix" in London, could be controlled by having a pool of gold to sell on the open market, which would then be recovered when the price of gold dropped. Gold's
price spiked in response to events such as the Cuban Missile Crisis, and other smaller events, to as high as $40/ounce. The Kennedy administration began
drafting a radical change of the tax system in order to spur more productive capacity, and thus encourage exports. This would culminate with his tax cut
program of 1963, designed to maintain the $35 peg.
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In 1967 there was an attack on the pound, and a run on gold in the " sterling area," and on November 17, 1967, the British government was forced to devalue
the pound. U.S. President Lyndon Baines Johnson was faced with a brutal choice, either he could institute protectionist measures, including travel taxes, export
subsidies and slashing the budget—or he could accept the risk of a "run on gold" and the dollar. From Johnson's perspective: "The world supply of gold is
insufficient to make the present system workable—particularly as the use of the dollar as a reserve currency is essential to create the required international
liquidity to sustain world trade and growth." He believed that the priorities of the United States were correct, and that, while there were internal tensions in the
Western alliance, that turning away from open trade would be more costly, economically and politically, than it was worth: "Our role of world leadership in a
political and military sense is the only reason for our current embarrassment in an economic sense on the one hand and on the other the correction of the
economic embarrassment under present monetary systems will result in an untenable position economically for our allies."

While West Germany agreed not to purchase gold from the U.S., and agreed to hold dollars instead, the pressure on both the Dollar and the Pound Sterling
continued. In January 1968 Johnson imposed a series of measures designed to end gold outflow, and to increase U.S. exports. However, to no avail: on March
17, 1968, there was a run on gold, the London Gold Pool was dissolved, and a series of meetings began to rescue or reform the existing system. But, as long as
the U.S. commitments to foreign deployment continued, particularly to Western Europe, there was little that could be done to maintain the gold peg.

The attempt to maintain the peg collapsed in November 1968, and a new policy program was attempted: to convert Bretton Woods to a system where the
enforcement mechanism floated by some means, which would be set by either fiat, or by a restriction to honour foreign accounts.

Structural changes underpinning the decline of international monetary management
Return to convertibility

In the 1960s and 70s, important structural changes eventually led to the breakdown of international monetary management. One change was the development of
a high level of monetary interdependence. The stage was set for monetary interdependence by the return to convertibility of the Western European currencies at
the end of 1958 and of the Japanese yen in 1964. Convertibility facilitated the vast expansion of international financial transactions, which deepened monetary
interdependence.

The growth of international currency markets

Another aspect of the internationalization of banking has been the emergence of international banking consortia. Since 1964 various banks had formed
international syndicates, and by 1971 over three quarters of the world's largest banks had become shareholders in such syndicates. Multinational banks can and
do make huge international transfers of capital not only for investment purposes but also for hedging and speculating against exchange rate fluctuations.

These new forms of monetary interdependence made possible huge capital flows. During the Bretton Woods era countries were reluctant to alter exchange rates
formally even in cases of structural disequilibria. Because such changes had a direct impact on certain domestic economic groups, they came to be seen as
political risks for leaders. As a result official exchange rates often became unrealistic in market terms, providing a virtually risk-free temptation for speculators.
They could move from a weak to a strong currency hoping to reap profits when a revaluation occurred. If, however, monetary authorities managed to avoid

http://cd3wd.com wikipedia-for-schools http://gutenberg.org page :57 of 626.
13 of 21 29/08/2011 08:47



Bretton Woods system zim:///A/Bretton_Woods_system.html

14 of 21

revaluation, they could return to other currencies with no loss. The combination of risk-free speculation with the availability of huge sums was highly
destabilizing,

The decline of U.S. monetary influence

A second structural change that undermined monetary management was the decline of U.S. hegemony. The U.S. was no longer the dominant economic power it
had been for more than two decades. By the mid-1960s, the E.E.C. and Japan had become international economic powers in their own right. With total reserves
exceeding those of the U.S., with higher levels of growth and trade, and with per capita income approaching that of the U.S., Europe and Japan were narrowing
the gap between themselves and the United States.

The shift toward a more pluralistic distribution of economic power led to increasing dissatisfaction with the privileged role of the U.S. dollar as the international
currency. As in effect the world's central banker, the U.S., through its deficit, determined the level of international liquidity. In an increasingly interdependent
world, U.S. policy greatly influenced economic conditions in Europe and Japan. In addition, as long as other countries were willing to hold dollars, the U.S.
could carry out massive foreign expenditures for political purposes—military activities and foreign aid—without the threat of balance-of-payments constraints.

Dissatisfaction with the political implications of the dollar system was increased by détente between the U.S. and the Soviet Union. The Soviet threat had been
an important force in cementing the Western capitalist monetary system. The U.S. political and security umbrella helped make American economic domination
palatable for Europe and Japan, which had been economically exhausted by the war. As gross domestic production grew in European countries, trade grew.
When common security tensions lessened, this loosened the transatlantic dependence on defense concerns, and allowed latent economic tensions to surface.

The decline of the dollar

Reinforcing the relative decline in U.S. power and the dissatisfaction of Europe and Japan with the system was the continuing decline of the dollar—the
foundation that had underpinned the post-1945 global trading system. The Vietnam War and the refusal of the administration of U.S. President Lyndon B.
Johnson to pay for it and its Great Society programs through taxation resulted in an increased dollar outflow to pay for the military expenditures and rampant
inflation, which led to the deterioration of the U.S. balance of trade position. In the late 1960s, the dollar was overvalued with its current trading position, while
the Deutsche Mark and the yen were undervalued; and, naturally, the Germans and the Japanese had no desire to revalue and thereby make their exports more
expensive, whereas the U.S. sought to maintain its international credibility by avoiding devaluation. Meanwhile, the pressure on government reserves was
intensified by the new international currency markets, with their vast pools of speculative capital moving around in search of quick profits.

In contrast, upon the creation of Bretton Woods, with the U.S. producing half of the world's manufactured goods and holding half its reserves, the twin burdens
of international management and the Cold War were possible to meet at first. Throughout the 1950s Washington sustained a balance of payments deficit in order
to finance loans, aid, and troops for allied regimes. But during the 1960s the costs of doing so became less tolerable. By 1970 the U.S. held under 16% of
international reserves. Adjustment to these changed realities was impeded by the U.S. commitment to fixed exchange rates and by the U.S. obligation to convert
dollars into gold on demand.
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The paralysis of international monetary management
"Floating" Bretton Woods (1968-72)

By 1968, the attempt to defend the dollar at a fixed peg of $35/ounce, the policy of the Eisenhower, Kennedy and Johnson administrations, had become
increasingly untenable. Gold outflows from the U.S. accelerated, and despite gaining assurances from Germany and other nations to hold gold, the profligate
fiscal spending of the Johnson administration had transformed the "dollar shortage" of the 1940s and 1950s into a dollar glut by the 1960s. In 1967, the IMF
agreed in Rio de Janeiro to replace the tranche division set up in 1946. Special Drawing Rights were set as equal to one U.S. dollar, but were not usable for
transactions other than between banks and the IMF. Nations were required to accept holding Special Drawing Rights (SDRs) equal to three times their
allotment, and interest would be charged, or credited, to each nation based on their SDR holding. The original interest rate was 1.5%.

The intent of the SDR system was to prevent nations from buying pegged dollars and selling them at the higher free market price, and give nations a reason to
hold dollars by crediting interest, at the same time setting a clear limit to the amount of dollars which could be held. The essential conflict was that the American
role as military defender of the capitalist world's economic system was recognized, but not given a specific monetary value. In effect, other nations "purchased"
American defense policy by taking a loss in holding dollars. They were only willing to do this as long as they supported U.S. military policy, because of the
Vietnam war and other unpopular actions, the pro-U.S. consensus began to evaporate. The SDR agreement, in effect, monetized the value of this relationship,
but did not create a market for it.

The use of SDRs as "paper gold" seemed to offer a way to balance the system, turning the IMF, rather than the U.S., into the world's central banker. The US
tightened controls over foreign investment and currency, including mandatory investment controls in 1968. In 1970, U.S. President Richard Nixon lifted import
quotas on oil in an attempt to reduce energy costs; instead, however, this exacerbated dollar flight, and created pressure from petro-dollars now linked to
gas-euros resulting the 1963 energy transition from coal to gas with the creation of the Dutch Gasunie. Still, the U.S. continued to draw down reserves. In 1971
it had a reserve deficit of $56 Billion dollars; as well, it had depleted most of its non-gold reserves and had only 22% gold coverage of foreign reserves. In short,
the dollar was tremendously overvalued with respect to gold.

The "Nixon Shock"

By the early 1970s, as the Vietnam War accelerated inflation, the United States as a whole began running a trade deficit (for the first time in the twentieth
century). The crucial turning point was 1970, which saw U.S. gold coverage deteriorate from 55% to 22%. This, in the view of neoclassical economists,
represented the point where holders of the dollar had lost faith in the ability of the U.S. to cut budget and trade deficits.

In 1971 more and more dollars were being printed in Washington, then being pumped overseas, to pay for government expenditure on the military and social
programs. In the first six months of 1971, assets for $22 billion fled the U.S. In response, on August 15, 1971, Nixon unilaterally imposed 90-day wage and price
controls, a 10% import surcharge, and most importantly "closed the gold window," making the dollar inconvertible to gold directly, except on the open market.
Unusually, this decision was made without consulting members of the international monetary system or even his own State Department, and was soon dubbed
the " Nixon Shock".
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The surcharge was dropped in December 1971 as part of a general revaluation of major currencies, which were henceforth allowed 2.25% devaluations from the
agreed exchange rate. But even the more flexible official rates could not be defended against the speculators. By March 1976, all the major currencies were
floating—in other words, exchange rates were no longer the principal method used by governments to administer monetary policy.

The Smithsonian Agreement

The shock of August 15 was followed by efforts under U.S. leadership to develop a new system of international monetary management. Throughout the fall of
1971, there was a series of multilateral and bilateral negotiations of the Group of Ten seeking to develop a new multilateral monetary system.

On 17 and 18 December 1971, the Group of Ten, meeting in the Smithsonian Institution in Washington, created the Smithsonian Agreement which devalued the
dollar to $38/ounce, with 2.25% trading bands, and attempted to balance the world financial system using SDRs alone. It was criticized at the time, and was by
design a "temporary" agreement. It failed to impose discipline on the U.S. government, and with no other credibility mechanism in place, the pressure against
the dollar in gold continued.

This resulted in gold becoming a floating asset, and in 1971 it reached $44.20/ounce, in 1972 $70.30/ounce and still climbing. By 1972, currencies began
abandoning even this devalued peg against the dollar, though it took a decade for all of the industrialized nations to do so. In February 1973 the Bretton Woods
currency exchange markets closed, after a last-gasp devaluation of the dollar to $44/ounce, and reopened in March in a floating currency regime.

Bretton Woods 11?

A number of economists (e.g. Doole, Folkerts-Landau and Garber) have referred to the system of currency relations which evolved after 2001, in which
currencies, particularly the Chinese renminbi (yuan), remained fixed to the US Dollar as Bretton Woods II. The argument is that a system of pegged currencies
is both stable and desirable, a notion that causes considerable controversy.

"Bretton Woods II", unlike its predecessor, is not codified and does not represent any kind of a multilateral agreement. It contains the following key elements:

» The United States imports considerable amounts of goods, particularly from East Asian export-oriented economies such as China, Japan and various other
Southeast-Asian countries.

= Since China and Japan don't have much demand for U.S.-produced goods, United States runs large trade deficits with both countries.

= Under normal circumstances, trade deficits would correct themselves through depreciation of the dollar and appreciation of the yen and the renminbi.
However, Chinese and Japanese governments are interested in keeping their currencies low with respect to the dollar to keep their products competitive.
To achieve that, they are forced to buy large quantities of U.S. treasury securities with freshly-printed money.

= Similar mechanisms work in the Eurozone with the euro and its satellite currency (Swiss franc). The Eurozone is somewhat less coupled to the U.S.
economy, so the euro has been allowed to appreciate considerably with respect to the dollar.
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Academic legacy

The collapse of Bretton Woods would lead to the study in economics of credibility as a separate field, and to the prominence of "open" macroeconomic models,
such as the Mundell-Fleming model.

Pegged rates
Dates shown are those on which the rate was introduced

Pound sterling

Date Valu.e of US dollar
in pounds
27 December 1945 4.03
18 September 1949 2.8
17 November 1967 24
French Franc
Date Valu(‘a of US dollar Note
in francs
27 December 1945 119.11 £1 =480 FRF
26 January 1948 214.39 £1 =864 FRF
18 October 1948 263.52 £1 =1062 FRF
27 April 1949 272.21 £1=1097 FRF
20 September 1949 350 £1 =980 FRF
10 August 1957 420 £1=1176 FRF
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27 December 1958 493.71 1 FRF = 1.8 mg gold

1 January 1960 4.9371 1 new franc = 100 old francs
10 August 1968 5.48 1 new franc = 162 mg gold
Deutsche Mark

Date Valu? of US dollar
in marks

21 June 1948 3.33

18 September 1949 4.20

6 March 1961 4

29 October 1969 3.67

Italian lira

Value of US dollar

Date in lire
January 4, 1946 225
March 26, 1946 509
January 7, 1947 350
November 28, 1947 575
18 September 1949 625

Japanese yen
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Value of US dollar

Date .
in yen
25 April 1949 360
Swiss franc
Date Valu? of US dollar Note
in francs
27 December 1945 4.30521 £1=17.35 CHF
September 1949 4.375 £1=12.25 CHF
Dutch gulden
Value of US dollar
Date .
in gulden
27 December 1945 2.652
20 September 1949 3.8
7 March 1961 3.62
Belgian franc
Value of US dollar
Date .
in francs
27 December 1945 43.77
1946 43.8725
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21 September 1949 50

Finnish markka

Value of US dollar

Date in markkaa Note
October 17, 1945 136
July 5, 1949 160
September 19, 1949 230
September 15, 1957 320
January 1, 1963 3.2 1 new markka = 100 old markkaa
October 12, 1967 4.2

Greek drachma

Value of US dollar
Date .
in drachmae

1954 30

Danish krone

Date Valu(? of US dollar Note
in krone

August 1945 4.8
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September 19, 1949 6.91 Devalued in line with sterling
November 21, 1967 7.5
Spanish peseta

Value of US dollar

Date . Note
in pesetas
July 17, 1959 60
November 20, 1967 70 Devalued in line with sterling
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In economics, capital or capital goods or real capital refers to items of extensive value, it can also be applied to the amount of
wealth a person controls or is capable of controlling.

Capital goods may be acquired with money or financial capital. In finance and accounting, capital generally refers to financial
wealth, especially that used to start or maintain a business, sometimes referred to as Cash flow.

Capital in narrow and broad uses

In classical economics, capital is one of three (or four, in some formulations) factors of production. The others are land, labor and
(in some versions) organization, entrepreneurship, or management.So basically capital is money that can be invested in
business. Goods with the following features are capital:

» [t can be used in the production of other goods (this is what makes it a factor of production).

» [t was produced, in contrast to "land," which refers to naturally occurring resources such as geographical locations and
minerals.

= |t is not used up immediately in the process of production unlike raw materials or intermediate goods. (The significant
exception to this is depreciation allowance, which like intermediate goods, is treated as a business expense.)

These distinctions of convenience carried over to neoclassical economics with little change in formal analysis for an extended
period. There was the further clarification that capital is a stock. As such, its value can be estimated at a point in time, say
December 31. By contrast, investment, as production to be added to the capital stock, is described as taking place over time ("per
year"), thus a flow.

Earlier illustrations often described capital as physical items, such as tools, buildings, and vehicles that are used in the production
process. Since at least the 1960s economists have increasingly focused on broader forms of capital. For example, investment in
skills and education can be viewed as building up human capital or knowledge capital, and investments in intellectual property can
be viewed as building up intellectual capital. These terms lead to certain questions and controversies discussed in those articles.
Human development theory describes human capital as being composed of distinct social, imitative and creative elements:

m Social capital is the value of network trusting relationships between individuals in an economy.
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= Individual capital which is inherent in persons, protected by societies, and trades labor for trust or money. Close parallel
concepts are ' talent', ' ingenuity', ' leadership', 'trained bodies', or 'innate skills' that cannot reliably be reproduced by using
any combination of any of the others above. In traditional economic analysis individual capital is more usually called labour.

Further classifications of capital that have been used in various theoretical or applied uses include:

= Financial capital which represents obligations, and is liquidated as money for trade, and owned by legal entities. It is in the
form of capital assets, traded in financial markets. Its market value is not based on the historical accumulation of money
invested but on the perception by the market of its expected revenues and of the risk entailed.

= Natural capital which is inherent in ecologies and protected by communities to support life, e.g. a river which provides farms
with water.

» Infrastructural capital is non-natural support systems (e.g. clothing, shelter, roads, personal computers) that minimize need
for new social trust, instruction, and natural resources. (Almost all of this is manufactured, leading to the older term
manufactured capital, but some arises from interactions with natural capital, and so it makes more sense to describe it in
terms of its appreciation/depreciation process, rather than its origin: much of natural capital grows back, infrastructural
capital must be built and installed.)

In part as a result, separate literatures have developed to describe both natural capital and social capital. Such terms reflect a wide
consensus that nature and society both function in such a similar manner as traditional industrial infrastructural capital, that it is
entirely appropriate to refer to them as different types of capital in themselves. In particular, they can be used in the production of
other goods, are not used up immediately in the process of production, and can be enhanced (if not created) by human effort.

There is also a literature of intellectual capital and intellectual property law. However, this increasingly distinguishes means of
capital investment, and collection of potential rewards for patent, copyright (creative or individual capital), and trademark (social
trust or social capital) instruments.

Capital is ace to have in your back pocket!

Capital in classical economics and beyond

Within classical economics, Adam Smith (Wealth of Nations, Book 11, Chapter 1) distinguished fixed capital from circulating
capital, including raw materials and intermediate products. For an enterprise, both were kinds of capital.

Karl Marx adds a distinction that is often confused with Ricardo's. In Marxian theory, variable capital refers to a capitalist's
investment in labor-power, seen as the only source of surplus-value. It is called "variable" since the amount of value it can produce
varies from the amount it consumes, i.e., it creates new value. On the other hand, constant capital refers to investment in
non-human factors of production, such as plant and machinery, which Marx takes to contribute only its own replacement value to
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the commodities it is used to produce. It is constant, in that the amount of value committed in the original investment, and the
amount retrieved in the form of commodities produced, remains constant.

Investment or capital accumulation in classical economic theory is the production of increased capital. In order to invest, goods must be produced which are not
to be immediately consumed, but instead used to produce other goods as a means of production. Investment is closely related to saving, though it is not the
same. As Keynes pointed out, saving involves not spending all of one's income on current goods or services, while investment refers to spending on a specific
type of goods, i.e., capital goods.

The Austrian economist Eugen von Bohm-Bawerk maintained that capital intensity was measured by the roundaboutness of production processes. Since capital
is defined by him as being goods of higher-order, or goods used to produce consumer goods, and derived their value from them, being future goods.

Quotes about Capital

1. "Capital as such is not evil; it is its wrong use that is evil. Capital in some form or other will always be needed." Mahatma Gandhi
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Capitalism

2008/9 Schools Wikipedia Selection. Related subjects: Economics; Systems of government

Capitalism is an economic system in which all property is owned by either private individuals or a corporation. Private ownership is sometimes used as a
synonym for individual ownership, however the term "private" may also be used to refer to collective ownership of individuals in the form of corporate
ownership. Therefore, "privately owned" in the context of this definition means not owned or controlled by the state and operated for profit, and in which
investments, distribution, income, production and pricing of goods and services are determined through the operation of a market economy. It is usually
considered to involve the right of individuals and corporations to trade, using money, in goods, services (including finance), labor and land.

Capitalist economic practices became institutionalized in England between the 16th and 19th centuries, although some features of capitalist organization existed
in the ancient world, and early forms of merchant capitalism flourished during the Middle Ages. Capitalism has been dominant in the Western world since the
end of feudalism. From England it gradually spread throughout Europe, across political and cultural frontiers. In the 19th and 20th centuries, capitalism
provided the main, but not exclusive, means of industrialization throughout much of the world.

The concept of capitalism has limited analytic value, given the great variety of historical cases over which it is applied, varying in time, geography, politics and
culture, and some feel that the term " mixed economies" more precisely describes most contemporary economies. Some economists have specified a variety of
different types of capitalism, depending on specifics of concentration of economic power and wealth, and methods of capital accumulation. During the last
century capitalism has been contrasted with centrally planned economies, such as Marxist economies.

Perspectives

The concept of capitalism has evolved over time, with later thinkers often building on the analysis of earlier thinkers. Moreover, the component concepts used
in defining capitalism — such as private ownership, markets and investment — have evolved along with changes in theory, in law, and in practice.

Classical political economy

The "classical" tradition in economic thought emerged in Britain in the late 18th century. The classical political economists Adam Smith, David Ricardo,
Jean-Baptiste Say, and John Stuart Mill published analyses of the production, distribution, and exchange of goods in a capitalist economy that have since formed
the basis of study for most contemporary economists. Contributions to this tradition are also found in the earlier work of David Hume and the physiocrats like
Richard Cantillon.
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Adam Smith's attack on mercantilism and his reasoning for "the system of natural liberty" in The Wealth of Nations (1776) are
usually taken as the beginning of classical political economy. Smith devised a set of concepts that remain strongly associated with
capitalism today, particularly his theory of the " invisible hand" of the market, through which the pursuit of individual self-interest
unintentionally produces a collective good for society. He criticized monopolies, tariffs, duties, and other state enforced restrictions
of his time and believed that the market is the most fair and efficient arbitrator of resources. This view was shared by David
Ricardo, second most important of the classical political economists and one of the most influential economists of modern times. In
The Principles of Political Economy and Taxation (1817) he developed the law of comparative advantage, which explains why it is
profitable for two parties to trade, even if one of the trading partners is more efficient in every type of economic production. This
principle supports the economic case for free trade. Ricardo was a supporter of Say's Law and held the view that full employment is
the normal equilibrium for a competitive economy. He also argued that inflation is closely related to changes in quantity of money
and credit and was a proponent of the law of diminishing returns, which states that each additional unit of input yields less and less
additional output.

Adam Smith The values of classical political economy are strongly associated with the classical liberal doctrine of minimal government
intervention in the economy. Classical liberal thought has generally assumed a clear division between the economy and other realms
of social activity, such as the state.

Marxian political economy

Karl Marx considered capitalism to be a historically specific mode of production (the way in which the productive property is
owned and controlled, combined with the corresponding social relations between individuals based on their connection with the
process of production) in which capital has become the dominant mode of production. The capitalist stage of development or
"bourgeois society," for Marx, represented the most advanced form of social organization to date.

Following Adam Smith, Marx distinguished the use value of commodities from their exchange value in the market. Capital,
according to Marx, is created with the purchase of commodities for the purpose of creating new commodities with an exchange
value higher than the sum of the original purchases. For Marx, the use of labor power had itself become a commodity under
capitalism; the exchange value of labor power, as reflected in the wage, is less than the value it produces for the capitalist. This
difference in values, he argues, constitutes surplus value, which the capitalists extract and accumulate. In his book Capital, Marx
argues that the capitalist mode of production is distinguished by how the owners of capital extract this surplus from workers — all Karl Marx
prior class societies had extracted surplus labor, but capitalism was new in doing so via the sale-value of produced commodities.

For Marx, this cycle of the extraction of the surplus value by the owners of capital or the bourgeoisie becomes the basis of class struggle. However, this
argument is intertwined with Marx's version of the labor theory of value asserting that labor is the source of all value, and thus of profit. This theory is contested
by most current economists, including some contemporary Marxian economists. One line of subsequent Marxian thinking sees the centrally-planned economic
systems of existing "communist" societies that were still based on exploitation of labor as " state capitalism."
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Vladimir Lenin, in Imperialism, the Highest Stage of Capitalism (1916), modified classic Marxist theory and argued that capitalism necessarily induced
monopoly capitalism - which he also called "imperialism" - in order to find new markets and resources, representing the last and highest stage of capitalism.

In Marxist thought, capitalism is often linked with patriarchal hegemony. Some 20th century Marxian economists consider capitalism to be a social formation
where capitalist class processes dominate, but are not exclusive. Capitalist class processes, to these thinkers, are simply those in which surplus labor takes the
form of surplus value, usable as capital; other tendencies for utilization of labor nonetheless exist simultaneously in existing societies where capitalist processes
are predominant. However, other late Marxian thinkers emphasize that capitalism is the mode by which a surplus is generated — the mode of surplus extraction
— in modern societies where an absolute majority of the population is engaged in non-capitalist economic activity.

Weberian political sociology

In some social sciences, the understanding of the defining characteristics of capitalism has been strongly
influenced by 19th century German social theorist Max Weber. Weber considered market exchange, rather
than production, as the defining feature of capitalism; capitalist enterprises, in contrast to their counterparts
in prior modes of economic activity, was their rationalization of production, directed toward maximizing
efficiency and productivity. According to Weber, workers in pre-capitalist economic institutions understood
work in terms of a personal relationship between master and journeyman in a guild, or between lord and
peasant in a manor.

In his book The Protestant Ethic and the Spirit of Capitalism (1904-1905), Weber sought to trace how
capitalism transformed traditional modes of economic activity. For Weber, the 'spirit' of rational calculation .
eroded traditional restraints on capitalist exchange, and fostered the development of modern capitalism. This Max Weber in 1917

'spirit' was gradually codified by law; rendering wage-laborers legally 'free' to sell work; encouraging the

development of technology aimed at the organization of production on the basis of rational principles; and

clarifying the separation of the public and private lives of workers, especially between the home and the workplace. Therefore, unlike Marx, Weber did not see
capitalism as primarily the consequence of changes in the means of production. Instead, for Weber the origins of capitalism rested chiefly in the rise of a new
entrepreneurial 'spirit' in the political and cultural realm. In the Protestant Ethic, Weber suggested that the origin of this 'spirit' (the Protestant work ethic) was
related to the rise of Protestantism, particularly Calvinism.

Capitalism, for Weber, is the most advanced economic system ever developed over the course of human history. Weber associated capitalism with the advance
of the business corporation, public credit, and the further advance of bureaucracy of the modern world. Although Weber defended capitalism against its socialist
critics of the period, he saw its rationalizing tendencies as a possible threat to traditional cultural values and institutions, and a possible 'iron cage' constraining
human freedom.

German Historical School and Austrian School
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From the perspective of the German Historical School, capitalism is primarily identified in terms of the organization of production for markets. Although this
perspective shares similar theoretical roots with that of Weber, its emphasis on markets and money lends it different focus. For followers of the German
Historical School, the key shift from traditional modes of economic activity to capitalism involved the shift from medieval restrictions on credit and money to
the modern monetary economy combined with an emphasis on the profit motive.

In the late 19th century the German historical school of economics diverged with the emerging Austrian School of
economics, led at the time by Carl Menger. Later generations of followers of the Austrian School continued to be influential
in Western economic thought through much of the 20th century. The Austrian economist Joseph Schumpeter, a forerunner of
the Austrian School of economics, emphasized the " creative destruction" of capitalism — the fact that market economies
undergo constant change. At any moment of time, posits Schumpeter, there are rising industries and declining industries.
Schumpeter, and many contemporary economists influenced by his work, argue that resources should flow from the declining
to the expanding industries for an economy to grow, but they recognized that sometimes resources are slow to withdraw from
the declining industries because of various forms of institutional resistance to change.

Ludwig von Mises

The Austrian economists Ludwig von Mises and Friedrich Hayek were among the leading defenders of market capitalism
against 20th century proponents of socialist planned economies. Mises and Hayek argued that only market capitalism could
manage a complex, modern economy. Since a modern economy produces such a large array of distinct goods and services, and consists of such a large array of
consumers and enterprises, asserted Mises and Hayek, the information problems facing any other form of economic organization other than market capitalism
would exceed its capacity to handle information. Thinkers within Supply-side economics built on the work of the Austrian School, and particular emphasize
Say's Law: "supply creates its own demand." Capitalism, to this school, is defined by lack of state restraint on the decisions of producers.

Austrian economics has been a major influence on the ideology of libertarianism, which considers laissez-faire capitalism to be the ideal economic system.

Keynesian economics

In his 1937 The General Theory of Employment, Interest, and Money, the British economist John Maynard Keynes argued that
capitalism suffered a basic problem in its ability to recover from periods of slowdowns in investment. Keynes argued that a
capitalist economy could remain in an indefinite equilibrium despite high unemployment. Essentially rejecting Say's law, he argued
that some people may have a liquidity preference which would see them rather hold money than buy new goods or services, which
therefore raised the prospect that the Great Depression would not end without what he termed in the General Theory "a somewhat
comprehensive socialization of investment."

Keynesian economics challenged the notion that laissez-faire capitalist economics could operate well on their own, without state
intervention used to promote aggregate demand, fighting high unemployment and deflation of the sort seen during the 1930s. He
and his followers recommended " pump-priming" the economy to avoid recession: cutting taxes, increasing government borrowing, John Maynard Keynes
and spending during an economic down-turn. This was to be accompanied by trying to control wages nationally partly through the
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use of inflation to cut real wages and to deter people from holding money. The premises of Keynes’s work have, however, since been challenged by neoclassical
and supply-side economics and the Austrian School.

Another challenge to Keynesian thinking came from his colleague Piero Sraffa, and subsequently from the Neo-Ricardian school that followed Sraffa. In Sraffa's
highly-technical analysis, capitalism is defined by an entire system of social relations among both producers and consumers, but with a primary emphasis on the
demands of production. According to Sraffa, the tendency of capital to seek its highest rate of profit causes a dynamic instability in social and economic
relations.

Neoclassical economics and the Chicago School

Today, most academic research on capitalism in the English-speaking world draws on neoclassical economic thought. It favors
extensive market coordination and relatively neutral patterns of governmental market regulation aimed at maintaining property
rights, rather than privileging particular social actors; deregulated labor markets; corporate governance dominated by financial
owners of firms; and financial systems depending chiefly on capital market-based financing rather than state financing,

The Chicago School of economics is best known for its free market advocacy and monetarist ideas. According to Milton Friedman
and monetarists, market economies are inherently stable if left to themselves and depressions result only from government
intervention. Friedman, for example, argued that the Great Depression was result of a contraction of the money supply, controlled
Milton Friedman by the Federal Reserve, and not by the lack of investment as Keynes had argued. Ben Bernanke, current Chairman of the Federal
Reserve, is among the economists today generally accepting Friedman's analysis of the causes of the Great Depression.

Neoclassical economists, which today are the majority of economists, consider value to be subjective, varying from person to person and for the same person at
different times, and thus reject the labor theory of value. Marginalism is the theory that economic value results from marginal utility and marginal cost (the
marginal concepts). These economists see capitalists as earning profits by forgoing current consumption, by taking risks, and by organizing production.

History

Private ownership of some means of production has existed at least in a small degree since the invention of agriculture. Some writers see medieval guilds as
forerunners of the modern capitalist concern (especially through using apprentices as a kind of paid laborer); but economic activity was bound by customs and
controls which, along with the rule of the aristocracy which would expropriate wealth through arbitrary fines, taxes and enforced loans, meant that profits were
difficult to accumulate. By the 18th century, however, these barriers to profit were overcome and capitalism became the dominant economic system of the
United Kingdom and by the 19th century Western Europe.

Some writers trace back the earliest stages of merchant capitalism even further to the Caliphate during the 9th-12th centuries, where a vigorous monetary
market economy was created on the basis of the expanding levels of circulation of a stable high-value currency (the dinar) and the integration of monetary areas
that were previously independent. Innovative new business techniques and forms of business organization were introduced by economists, merchants and
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traders during this time. Such innovations included trading companies, bills of exchange, contracts, long-distance trade, big businesses, the first forms of
partnership (mufawada in Arabic) such as limited partnerships (mudaraba) (mufawada partnership possessed features similar to those of the early medieval
family compagnia in Europe), and the concepts of credit, profit, capital (a/-mal) and capital accumulation (nama al-mal). Many of these early capitalist ideas
were further advanced in medieval Europe from the 13th century onwards.

Some economic historians (like Peter Temin) argue that the economy of the Early Roman Empire was a market economy and one of the most advanced
agricultural economies to have existed (in terms of productivity, urbanization and development of capital markets), comparable to the most advanced economies
of the world before the Industrial Revolution, namely the economies of 18th century England and 17th century Netherlands. There were markets for every type
of good, for land, for cargo ships; there was even an insurance market.

In the period between the late 15th century and the late 18th century the institution of private property was brought into existence in the full, legal meaning of
the term. Important contribution to the theory of property is found in the work of John Locke, who argued that the right to private property is a natural right.
During the Industrial Revolution much of Europe underwent a thorough economic transformation associated with the rise of capitalism and levels of wealth and
economic output in the Western world have risen dramatically since that period.

Over the course of the past five hundred years, capital has been accumulated by a variety of different methods, in a variety of scales, and associated with a
great deal of variation in the concentration of economic power and wealth. Much of the history of the past five hundred years is concerned with the
development of capitalism in its various forms, its defense and its rejection, particularly by socialists.

Mercantilism

The economic and political system of the early modern period (16th to 18th centuries) from which capitalism evolved is
commonly described as merchant capitalism or mercantilism (EB). This period was associated with geographic discoveries
by merchant overseas traders, especially from England and the Low Countries; the European colonization of the Americas;
and the rapid growth in overseas trade. The associated rise of a bourgeoisie class eclipsed the prior feudal system. It is
mercantilism that Adam Smith refuted in his Wealth of Nations which is a recognized treatise of capitalist theory.

Mercantilism was a system of trade for profit, although commodities were still largely produced by non-capitalist production
methods. Noting the various pre-capitalist features of mercantilism, Karl Polanyi argued that capitalism did not emerge until
the establishment of free trade in Britain in the 1830s.

A painting of a French seaport
from 1638 at the height of

mercantilism Under mercantilism, European merchants, backed by state controls, subsidies, and monopolies, made most of their profits

from the buying and selling of goods. In the words of Francis Bacon, the purpose of mercantilism was "the opening and

well-balancing of trade; the cherishing of manufacturers; the banishing of idleness; the repressing of waste and excess by
sumptuary laws; the improvement and husbanding of the soil; the regulation of prices..." Similar practices of economic regimentation had begun earlier in the
medieval towns. However, under mercantilism, given the contemporaneous rise of absolutism, the state superseded the local guilds as the regulator of the
economy.
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Among the major tenets of mercantilist theory was bullionism, a doctrine stressing the importance of accumulating precious metals. Mercantilists argued that a
state should export more goods than it imported so that foreigners would have to pay the difference in precious metals. Mercantilists asserted that only raw
materials that could not be extracted at home should be imported; and promoted government subsidies, such as the granting of monopolies and protective tariffs,
were necessary to encourage home production of manufactured goods.

Proponents of mercantilism emphasized state power and overseas conquest as the principal aim of economic policy. If a state could not supply its own raw
materials, according to the mercantilists, it should acquire colonies from which they could be extracted. Colonies constituted not only sources of supply for raw
materials but also markets for finished products. Because it was not in the interests of the state to allow competition, held the mercantilists, colonies should be
prevented from engaging in manufacturing and trading with foreign powers.

Industrial capitalism and laissez-faire

Mercantilism declined in Great Britain in the mid-18th century, when a new group of economic theorists, led by David
Hume and Adam Smith, challenged fundamental mercantilist doctrines as the belief that the amount of the world’s wealth
remained constant and that a state could only increase its wealth at the expense of another state. However, in more
undeveloped economies, such as Prussia and Russia, with their much younger manufacturing bases, mercantilism continued
to find favour after other states had turned to newer doctrines.

The mid-18th century gave rise to industrial capitalism, made possible by the accumulation of vast amounts of capital under 1 , ! [ ! ' ll{ l
the merchant phase of capitalism and its investment in machinery. Industrial capitalism, which Marx dated from the last .,

third of the 18th century, marked the development of the factory system of manufacturing, characterized by a complex
division of labor between and within work process and the routinization of work tasks; and finally established the global
domination of the capitalist mode of production.

The Bank of England is one of the
oldest central banks. It was
founded in 1694 and nationalised

in 1946.
During the resulting Industrial Revolution, the industrialist replaced the merchant as a dominant actor in the capitalist

system and affected the decline of the traditional handicraft skills of artisans, guilds, and journeymen. Also during this

period, capitalism marked the transformation of relations between the British landowning gentry and peasants, giving rise to the production of cash crops for the
market rather than for subsistence on a feudal manor. The surplus generated by the rise of commercial agriculture encouraged increased mechanization of
agriculture.

The rise of industrial capitalism was also associated with the decline of mercantilism. Mid- to late-nineteenth-century Britain is widely regarded as the classic
case of laissez-faire capitalism. Laissez-faire gained favour over mercantilism in Britain in the 1840s with the repeal of the Corn Laws and the Navigation Acts.
In line with the teachings of the classical political economists, led by Adam Smith and David Ricardo, Britain embraced liberalism, encouraging competition and
the development of a market economy.

Late 19th and early 20th centuries
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In the late 19th century, the control and direction of large areas of industry came into the hands of financiers. This period has been defined as " finance
capitalism," characterized by the subordination of processes of production to the accumulation of money profits in a financial system. Major characteristics of
capitalism in this period included the establishment of large industrial cartels or monopolies; the ownership and management of industry by financiers divorced
from the production process; and the development of a complex system of banking, an equity market, and corporate holdings of capital through stock
ownership. Increasingly, large industries and land became the subject of profit and loss by financial speculators.

Late 19th and early 20th century capitalism has also been described as an era of " monopoly capitalism," marked by movement from laissez-faire ideology and
government policies to the concentration of capital into large monopolistic or oligopolistic holdings by banks and financiers, and characterized by the growth of
large corporations and a division of labor separating shareholders, owners, and managers. Although the concept of monopoly capitalism originated among
Marxist theorists, non-Marxist economic historians have also commented on the rise of monopolies and trusts in the period. Murray Rothbard, asserting that the
large cartels of the late 19th century could not arise on the free market, argued that the "state monopoly capitalism" of the period was the result of
interventionist policies adopted by governments, such as tariffs, quotas, licenses, and partnership between state and big business.

By the last quarter of the 19th century, the emergence of large industrial trusts had provoked legislation in the U.S. to reduce the monopolistic tendencies of the
period. Gradually, the U.S. federal government played a larger and larger role in passing antitrust laws and regulation of industrial standards for key industries of
special public concern. However, some economic historians believe these new laws were in fact designed to aid large corporations at the expense of smaller
competitors. By the end of the 19th century, economic depressions and boom and bust business cycles had become a recurring problem, although such problems
were most likely caused by government intervention, not failures in free markets (Rand 1967, Friedman 1962, Bernstein 2005). In particular, the Long
Depression of the 1870s and 1880s and the Great Depression of the 1930s affected almost the entire capitalist world, and generated discussion about
capitalism’s long-term survival prospects. During the 1930s, Marxist commentators often posited the possibility of capitalism's decline or demise, often in
alleged contrast to the ability of the Soviet Union to avoid suffering the effects of the global depression.

After the Great Depression

The economic recovery of the world's leading capitalist economies in the period following the end of the Great Depression and the Second World War — a
period of unusually rapid growth by historical standards — eased discussion of capitalism's eventual decline or demise (Engerman 2001).

In the period following the global depression of the 1930s, the state played an increasingly prominent role in the capitalistic system throughout much of the
world. In 1929, for example, total U.S. government expenditures (federal, state, and local) amounted to less than one-tenth of GNP; from the 1970s they
amounted to around one-third (EB). Similar increases were seen in all industrialized capitalist economies, some of which, such as France, have reached even
higher ratios of government expenditures to GNP than the United States. These economies have since been widely described as " mixed economies."
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During the postwar boom, a broad array of new analytical tools in the social sciences were developed to explain the social
and economic trends of the period, including the concepts of post-industrial society and the welfare state. The phase of
capitalism from the beginning of the postwar period through the 1970s has sometimes been described as * state capitalism”,
especially by Marxian thinkers.

The long postwar boom ended in the late 1960s and early 1970s, and the situation was worsened by the rise of stagflation.
Exceptionally high inflation combined with slow output growth, rising unemployment, and eventually recession caused loss
of credibility of Keynesian welfare-statist mode of regulation. Under the influence of Friedrich Hayek and Milton Friedman, Al
Western states embraced policy prescriptions inspired by the laissez-faire capitalism and classical liberalism. In particular, The New York stock exchange
monetarism, a theoretical alternative to Keynesianism that is more compatible with laissez-faire, gained increasing traders' floor (1963)
prominence in the capitalist world, especially under the leadership of Ronald Reagan in the U.S. and Margaret Thatcher in

the UK in the 1980s. In the eyes of many economic and political commentators, collapse of the Soviet Union brought further evidence of superiority of market
capitalism over state-centered economic systems.

Globalization

Although overseas trade has been associated with the development of capitalism for over five hundred years, some thinkers argue that a number of trends
associated with globalization have acted to increase the mobility of people and capital since the last quarter of the 20th century, combining to circumscribe the
room to maneuver of states in choosing non-capitalist models of development. Today, these trends have bolstered the argument that capitalism should now be
viewed as a truly world system. However, other thinkers argue that globalization, even in its quantitative degree, is no greater now than during earlier periods of
capitalist trade.

After the abandonment of the Bretton Woods system and the strict state control of foreign exchange rates, the total value of transactions in foreign exchange
was estimated to be at least twenty times greater than that of all foreign movements of goods and services (EB). The internationalization of finance, which some
see as beyond the reach of state control, combined with the growing ease with which large corporations have been able to relocate their operations to low-wage
states, has posed the question of the 'eclipse' of state sovereignty, arising from the growing 'globalization' of capital.

Economic growth in the last half-century has been consistently strong. Life expectancy has almost doubled in the developing world since the postwar years and
is starting to close the gap on the developed world where the improvement has been smaller. Infant mortality has decreased in every developing region of the
world. While scientists generally agree about the size of global income inequality, there is a general disagreement about the recent direction of change of it.
However, it is growing within particular nations such as China. The book The Improving State of the World argues that economic growth since the industrial
revolution has been very strong and that factors such as adequate nutrition, life expectancy, infant mortality, literacy, prevalence of child labor, education, and
available free time have improved greatly.

Political advocacy
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Support

Many theorists and policymakers in predominantly capitalist nations have emphasized capitalism's ability to

promote economic growth, as measured by Gross Domestic Product (GDP), capacity utilization or standard of roet

living. This argument was central, for example, to Adam Smith's advocacy of letting a free market control - :
production and price, and allocate resources. Many theorists have noted that this increase in global GDP over ::: "
time coincides with the emergence of the modern world capitalist system. While the measurements are not S

identical, proponents argue that increasing GDP (per capita) is empirically shown to bring about improved -

standards of living, such as better availability of food, housing, clothing, and health care. The decrease in the o

number of hours worked per week and the decreased participation of children and the elderly in the workforce

have been attributed to capitalism. Proponents also believe that a capitalist economy offers far more B B B W B N,
opportunities for individuals to raise their income through new professions or business ventures than do other World's GDP per capita shows exponential
economic forms. To their thinking, this potential is much greater than in either traditional feudal or tribal acceleration since the beginning of the industrial
societies or in socialist societies. revolution.

Milton Friedman has argued that the economic freedom of competitive capitalism is a requisite of political

freedom. Friedman argued that centralized control of economic activity is always accompanied by political repression. In his view, transactions in a market
economy are voluntary, and the wide diversity that voluntary activity permits is a fundamental threat to repressive political leaders and greatly diminish power
to coerce. Friedman's view was also shared by Friedrich Hayek and John Maynard Keynes, both of whom believed that capitalism is vital for freedom to survive
and thrive.

Austrian School economists have argued that capitalism can organize itself into a complex system without an external guidance or planning mechanism.
Friedrich Hayek coined the term " catallaxy" to describe what he considered the phenomenon of self-organization underpinning capitalism. From this
perspective, in process of self-organization, the profit motive has an important role. From transactions between buyers and sellers price systems emerge, and
prices serve as a signal as to the urgent and unfilled wants of people. The promise of profits gives entrepreneurs incentive to use their knowledge and resources
to satisfy those wants. Thus the activities of millions of people, each seeking his own interest, are coordinated.

This decentralized system of coordination is viewed by some supporters of capitalism as one of its greatest strengths. They argue that it permits many solutions
to be tried, and that real-world competition generally finds a good solution to emerging challenges. In contrast, they argue, central planning often selects
inappropriate solutions as a result of faulty forecasting. However, in all existing modern economies, the state conducts some degree of centralized economic
planning (using such tools as allowing the country's central bank to set base interest rates), ostensibly as an attempt to improve efficiency, attenuate cyclical
volatility, and further particular social goals. Proponents who follow the Austrian School argue that even this limited control creates inefficiencies because we
cannot predict the long-term activity of the economy. Milton Friedman, for example, has argued that the Great Depression was caused by the erroneous policy
of the Federal Reserve.

Ayn Rand was a prominent philosophical supporter of laissez-faire capitalism; her novel Atlas Shrugged was one of the most influential publications ever written
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on the subject of business. The first person to endow capitalism with a new code of morality (Rational Selfishness), she did not justify capitalism on the grounds
of pure "practicality" (that it is the best wealth-creating system), or the supernatural (that God or religion supports capitalism), or because it benefits the most
people, but maintained that it is the only morally valid socio-political system because it allows people to be free to act in their rational self-interest.

Criticism

Capitalism has met with strong opposition throughout its history. Most of the criticism came from the left, but some from the right, and some from religious
elements. Many 19th century conservatives were among the most strident critics of capitalism, seeing market exchange and commodity production as threats to
cultural and religious traditions. Some critics of capitalism consider economic regulation necessary in order to reduce corruption, negligence, and numerous of
other problems caused by free markets.

Prominent leftist critics have included socialists like Karl Marx, Frantz Fanon, Vladimir Lenin, Mao Zedong, Leon Trotsky, Antonio Gramsci and Rosa
Luxemburg, and anarchists including Benjamin Tucker, Lysander Spooner, Pierre-Joseph Proudhon, Mikhail Bakunin, Peter Kropotkin, Emma Goldman,
Murray Bookchin, Rudolf Rocker, Noam Chomsky, and others. Movements like the Luddites, Narodniks, Shakers, Utopian Socialists and others have opposed
capitalism for various reasons. Marxism advocated a revolutionary overthrow of capitalism that would lead eventually to communism. Marxism also influenced
social democratic and labour parties, which seek change through existing democratic channels instead of revolution, and believe that capitalism should be
heavily regulated rather than abolished. Many aspects of capitalism have come under attack from the relatively recent anti-globalization movement.

Some religions criticize or outright oppose specific elements of capitalism. Some traditions of Judaism, Christianity, and Islam forbid lending money at interest,
although methods of Islamic banking have been developed. Christianity has been a source of both praise and criticism for capitalism, particularly its materialist
aspects. The first socialists drew many of their principles from Christian values (see Christian socialism), against "bourgeois" values of profiteering, greed,
selfishness, and hoarding. Christian critics of capitalism may not oppose capitalism entirely, but support a mixed economy in order to ensure adequate labor
standards and relations, as well as economic justice. There are many Protestant denominations (particularly in the United States) who have reconciled with — or
are ardently in favour of — capitalism, particularly in opposition to secular socialism. However, in the U.S. and around the world there are many Protestant
Christian traditions which are critical of, or even oppose, capitalism. Another critic is the Indian philosopher P.R. Sarkar, founder of the Ananda Marga
movement, who developed the Social Cycle Theory and proposed a solution called the Progressive Utilization Theory (PROUT).

Some problems said to be associated with capitalism include: unfair and inefficient distribution of wealth and power; a tendency toward market monopoly or
oligopoly (and government by oligarchy); imperialism and various forms of economic and cultural exploitation; and phenomena such as social alienation,
inequality, unemployment, and economic instability. Critics have maintained that there is an inherent tendency towards oligolopolistic structures when
laissez-faire is combined with capitalist private property. Because of this tendency either laissez-faire, or private property, or both, have drawn fire from critics
who believe an essential aspect of economic freedom is the extension of the freedom to have meaningful decision-making control over productive resources to
everyone. Economist Branko Horvat explains, "it is now well known that capitalist development leads to the concentration of capital, employment and power. It
is somewhat less known that it leads to the almost complete destruction of economic freedom."

Near the start of the 20th century, Vladimir Lenin claimed that state use of military power to defend capitalist interests abroad was an inevitable corollary of
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monopoly capitalism. This concept of political economy concerning the relationship between economic and political power among and within states includes
critics of capitalism who assign to it responsibility for not only economic exploitation, but imperialist, colonialist and counter-revolutionary wars, repressions of
workers and trade unionists, genocides, massacres, and so on.

Some environmentalists claim that capitalism requires continual economic growth, and will inevitably deplete the finite natural resources of the earth, and other
broadly utilized resources. Such thinkers, including Murray Bookchin, have argued that capitalist production passes on environmental costs to all of society, and
is unable to adequately mitigate its impact upon ecosystems and the biosphere at large.

Some labor historians and scholars, such as Immanuel Wallerstein, Tom Brass and, latterly Marcel van der Linden, have also argued that unfree labor — the use
of a labor force comprised of slaves, indentured servants, criminal convicts, political prisoners, and/or other coerced persons — is compatible with capitalist
relations.

Democracy, the state, and legal frameworks

The relationship between the state, its formal mechanisms, and capitalist societies has been debated in many fields of social and political theory, with active
discussion since the 19th century. Hernando de Soto is a contemporary economist who has argued that an important characteristic of capitalism is the
functioning state protection of property rights in a formal property system where ownership and transactions are clearly recorded. According to de Soto, this is
the process by which physical assets are transformed into capital, which in turn may be used in many more ways and much more efficiently in the market
economy. A number of Marxian economists have argued that the Enclosure Acts in England, and similar legislation elsewhere, were an integral part of capitalist
primitive accumulation and that specific legal frameworks of private land ownership have been integral to the development of capitalism.

New institutional economics, a field pioneered by Douglass North, stresses the need of capitalism for a legal framework to function optimally, and focuses on
the relationship between the historical development of capitalism and the creation and maintenance of political and economic institutions. In new institutional
economics and other fields focusing on public policy, economists seek to judge when and whether governmental intervention (such as taxes, welfare, and
government regulation) can result in potential gains in efficiency. According to Gregory Mankiw, a New Keynesian economist, governmental intervention can
improve on market outcomes under conditions of " market failure," or situations in which the market on its own does not allocate resources efficiently. The idea
of market failure is that markets fail to realize all potential gains from trade. This means that markets fail to deliver perfect economic results. Critics of market
failure theory, like Ronald Coase, Harold Demsetz, and James M. Buchanan argue that government programs and policies also fall short of absolute perfection.
Market failures are often small, and government failures are sometimes large. It is therefore the case that imperfect markets are often better than imperfect
governmental alternatives. While all nations currently have some kind of market regulations, the desirable degree of regulation is disputed.

The relationship between democracy and capitalism is a contentious area in theory and popular political movements. The extension of universal adult male
suffrage in 19th century Britain occurred along with the development of industrial capitalism, and democracy became widespread at the same time as
capitalism, leading many theorists to posit a causal relationship between them, or that each affects the other. However, in the 20th century, according to some
authors, capitalism also accompanied a variety of political formations quite distinct from liberal democracies, including fascist regimes, monarchies, and
single-party states, while it has been observed that some ostensibly democratic regimes such as the Bolivarian Republic of Venezuela and Anarchist Catalonia
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have been expressly anti-capitalist. While some thinkers argue that capitalist development more-or-less inevitably eventually leads to the emergence of
democracy, others dispute this claim. Research on the democratic peace theory further argue that capitalist democracies rarely make war with one another and
have little internal violence. However critics of the democratic peace theory note that democratic capitalist states may fight infrequently or never with other
democratic capitalist states because of Political similarity or political stability rather than because they are democratic (or capitalist).

Some commentators argue that though economic growth under capitalism has led to democratization in the past, it may not do so in the future. Under this line of
thinking, authoritarian regimes have been able to manage economic growth without making concessions to greater political freedom.

In response to criticism of the system, some proponents of capitalism have argued that its advantages are supported by empirical research. For example,
advocates of different Index of Economic Freedom point to a statistical correlation between nations with more economic freedom (as defined by the Indices)
and higher scores on variables such as income and life expectancy, including the poor in these nations. Some peer-reviewed studies find evidence for causation.

Related articles

» Anarcho-capitalism
Crony capitalism
Definitions of capitalism
Economic ideology
Late capitalism

Liberal capitalism
Objectivism (Ayn Rand)
Post-capitalism
Technocapitalism

State capitalism
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The central bank, reserve bank, or monetary authority, is the entity responsible for the monetary policy of a country or of a group of member states. Its
primary responsibility is to maintain the stability of the national currency and money supply, but more active duties include controlling subsidized- loan interest
rates, and acting as a "bailout" lender of last resort to the banking sector during times of financial crisis (private banks often being integral to the national
financial system). It may also have supervisory powers, to ensure that banks and other financial institutions do not behave recklessly or fraudulently.

Most richer countries today have an "independent” central bank--- that is, one which operates under rules designed to prevent political interference. Examples
include the European Central Bank, the Banco Central de Chile, the Reserve Bank of Australia, the Reserve Bank of India, the Bank of England, the Bank of
Canada, Sveriges Riksbank, the Banco de la Republica de Colombia, Norges Bank, State Bank of Pakistan, National Bank of Azerbaijan and the U.S. Federal
Reserve. Some central banks are publicly-owned, and others are, in theory, privately-owned. In practice, there is little difference between public and private
ownership, since in the latter case almost all profits of the bank are paid to the government either as a tax or a transfer to the government.

Activities and responsibilities

Functions of a central bank (not all functions are carried out by all banks):

implementation of monetary policy

controls the nation's entire money supply

the Government's banker and the bankers' bank ("Lender of Last Resort")

manages the country's foreign exchange and gold reserves and the Government's stock register;

regulation and supervision of the banking industry:

setting the official interest rate - used to manage both inflation and the country's exchange rate - and ensuring that this rate takes effect via a variety of
policy mechanisms

Monetary policy

Central banks implement a country's chosen monetary policy. At the most basic level, this involves establishing what form of currency the country may have,
whether a fiat currency, gold-backed currency (disallowed for countries with membership of the IMF), currency board or a currency union. When a country has
its own national currency, this involves the issue of some form of standardized currency, which is essentially a form of promissory note: a promise to exchange
the note for "money" under certain circumstances. Historically, this was often a promise to exchange the money for precious metals in some fixed amount.
Now, when many currencies are fiat money, the "promise to pay" consists of nothing more than a promise to pay the same sum in the same currency.
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In many countries, the central bank may use another country's currency either directly (in a currency union), or
indirectly, by using a currency board. In the latter case, local currency is directly backed by the central bank's holdings of
a foreign currency in a fixed-ratio; this mechanism is used, notably, in Hong Kong and Estonia.

In countries with fiat money, monetary policy may be used as a shorthand form for the interest rate targets and other
active measures undertaken by the monetary authority.

Currency issuance

Many central banks are "banks" in the sense that they hold assets (foreign exchange, gold, and other financial assets) and
liabilities. A central bank's primary liabilities are the currency outstanding, and these liabilities are backed by the assets
the bank owns. Central banks in jurisdictions with fiat currencies such as the USA may "create" new money, usually
backed by the full faith and credit of the government.

Central banks generally earn money by issuing currency notes and "selling" them to the public for interest-bearing assets,
such as government bonds. Since currency usually pays no interest, the difference in interest generates income. In most .
central banking systems, this income is remitted to the government. The European Central Bank remits its interest income The ECB building in Frankfurt
to its owners, the central banks of the member countries of the European Union.

Although central banks generally hold government debt, in some countries the outstanding amount of government debt is smaller than the amount the central
bank may wish to hold. In many countries, central banks may hold significant amounts of foreign currency assets, rather than assets in their own national
currency, particularly when the national currency is fixed to other currencies.

Naming of central banks

There is no standard terminology for the name of a central bank, but many countries use the "Bank of Country" form (e.g., Bank of England, Bank of Canada,
Bank of Russia). Some are styled national banks, such as the National Bank of Ukraine. In other cases they may incorporate the word "Central" (e.g. European
Central Bank, Central Bank of Ireland). In many countries, there may be private banks that incorporate the term national. Many countries have state-owned
banks or other quasi-government entities that have entirely separate functions, such as financing imports and exports.

In some countries, particularly in some Communist countries, the term national bank may be used to indicate both the monetary authority and the leading
banking entity, such as the USSR's Gosbank (state bank). In other countries, the term national bank may be used to indicate that the central bank's goals are
broader than monetary stability, such as full employment, industrial development, or other goals.

The word "Reserve" is also used, primarily in the U.S., Australia, New Zealand, South Africa and India.
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Interest rate interventions

Typically a central bank controls certain types of short-term interest rates. These influence the stock- and bond markets as well as mortgage and other interest
rates. The European Central Bank for example announces its interest rate at the meeting of its Governing Council (in the case of the Federal Reserve, the Board
of Governors).

Both the Federal Reserve and the ECB are composed of one or more central bodies that are responsible for the main decisions about interest rates and the size
and type of open market operations, and several branches to execute its policies. In the case of the Fed, they are the local Federal Reserve Banks, for the ECB
they are the national central banks.

Interest rate interventions are the most common and are dealt with in more detail below.

Limits of enforcement power

Contrary to popular perception, central banks are not all-powerful and have limited powers to put their policies into effect. Most importantly, although the
perception by the public may be that the "central bank" controls some or all interest rates and currency rates, economic theory (and substantial empirical
evidence) shows that it is impossible to do both at once in an open economy. Robert Mundell's " impossible trinity" is the most famous formulation of these
limited powers, and postulates that it is impossible to target monetary policy (broadly, interest rates), the exchange rate (through a fixed rate) and maintain free
capital movement. Since most Western economies are now considered "open" with free capital movement, this essentially means that central banks may target
interest rates or exchange rates with credibility, but not both at once.

Even when targeting interest rates, most central banks have limited ability to influence the rates actually paid by private individuals and companies.

Even the US must engage in buying and selling to meet its targets. In the most famous case of policy failure, George Soros arbitraged the pound sterling's
relationship to the ECU and (after making $2B himself and forcing the UK to spend over $8B defending the pound) forced it to abandon its policy. Since then
he has been a harsh critic of clumsy bank policies and argued that no one should be able to do what he in fact did.

The most complex relationships are those between the yuan and the US dollar, and between the Euro and its neighbours. The situation in Cuba is so exceptional
as to require the Cuban peso to be dealt with simply as an exception, since the US forbids direct trade with Cuba. US dollars were ubiquitous in Cuba's economy
after its legalization in 1991, but were officially removed from circulation in 2004 and replaced by the Convertible peso.

Policy instruments

The main monetary policy instruments available to central banks are open market operation, bank reserve requirement, interest rate policy, re-lending and
re-discount (including using the term repurchase market), and credit policy (often coordinated with trade policy). While capital adequacy is important, it is
defined and regulated by the Bank for International Settlements, and central banks in practice generally do not apply stricter rules.

http://cd3wd.com wikipedia-for-schools http://gutenberg.org page :85 of 626.
29/08/2011 08:48



Central bank zim:///A/Central _bank.html

50f10

To enable open market operations, a central bank must hold foreign exchange reserves (usually in the form of government bonds) and official gold reserves. It
will often have some influence over any official or mandated exchange rates: Some exchange rates are managed, some are market based (free float) and many
are somewhere in between ("managed float" or "dirty float").

Interest rates

By far the most visible and obvious power of many modern central banks is to influence market interest rates; contrary to popular belief, they rarely "set" rates
to a fixed number. Although the mechanism differs from country to country, most use a similar mechanism based on a central bank's ability to create as much
fiat money as required.

The mechanism to move the market towards a 'target rate' (whichever specific rate is used) is generally to lend money or borrow money in theoretically
unlimited quantities, until the targeted market rate is sufficiently close to the target. Central banks may do so by lending money to and borrowing money from
(taking deposits from) a limited number of qualified banks, or by purchasing and selling bonds. As an example of how this functions, the Bank of Canada sets a
target overnight rate, and a band of plus or minus 0.25%. Qualified banks borrow from each other within this band, but never above or below, because the
central bank will always lend to them at the top of the band, and take deposits at the bottom of the band; in principle, the capacity to borrow and lend at the
extremes of the band are unlimited. Other central banks use similar mechanisms.

It is also notable that the target rates are generally short-term rates. The actual rate that borrowers and lenders receive on the market will depend on (perceived)
credit risk, maturity and other factors. For example, a central bank might set a target rate for overnight lending of 4.5%, but rates for (equivalent risk) five-year
bonds might be 5%, 4.75%, or, in cases of inverted yield curves, even below the short-term rate. Many central banks have one primary "headline" rate that is
quoted as the "Central bank rate." In practice, they will have other tools and rates that are used, but only one that is rigorously targeted and enforced.

"The rate at which the central bank lends money can indeed be chosen at will by the central bank; this is the rate that makes the financial headlines." - Henry
C.K. Liu, in an Asia Times article explaining modern central bank function in detail He explains further that "the US central-bank lending rate is known as the
Fed funds rate. The Fed sets a target for the Fed funds rate, which its Open Market Committee tries to match by lending or borrowing in the money market.... a
fiat money system set by command of the central bank. The Fed is the head of the central-bank snake because the US dollar is the key reserve currency for
international trade. The global money market is a US dollar market. All other currencies markets revolve around the US dollar market." Accordingly the US
situation isn't typical of central banks in general.

A typical central bank has several interest rates or monetary policy tools it can set to influence markets.

= Marginal Lending Rate (currently 5.00% in the Eurozone) A fixed rate for institutions to borrow money from the CB.(In the US this is called the
Discount rate).

= Main Refinancing Rate (4.00% in the Eurozone) This is the publicly visible interest rate the central bank announces. It is also known as Minimum Bid
Rate and serves as a bidding floor for refinancing loans. (In the US this is called the Federal funds rate).

= Deposit Rate (3.00% in the Eurozone) The rate parties receive for deposits at the CB.
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These rates directly affect the rates in the money market, the market for short term loans.

Open Market Operations

Through open market operations, a central bank influences the money supply in an economy directly. Each time it buys securities, exchanging money for the
security, it raises the money supply. Conversely, selling of securities lowers the money supply. Buying of securities thus amounts to printing new money while
lowering supply of the specific security.

The main open market operations are:

» Temporary lending of money for collateral securities ("Reverse Operations" or " repurchase operations", otherwise known as the "repo" market). These
operations are carried out on a regular basis, where fixed maturity loans (of 1 week and 1 month for the ECB) are auctioned off.

= Buying or selling securities (" direct operations") on ad-hoc basis.

» Foreign exchange operations such as forex swaps.

All of these interventions can also influence the foreign exchange market and thus the exchange rate. For example the People's Bank of China and the Bank of
Japan have on occasion bought several hundred billions of U.S. Treasuries, presumably in order to stop the decline of the U.S. dollar versus the Renminbi and
the Yen.

Capital requirements

All banks are required to hold a certain percentage of their assets as capital, a rate which may be established by the central bank or the banking supervisor. For
international banks, including the 55 member central banks of the Bank for International Settlements, the threshold is 8% (see the Basel Capital Accords) of
risk-adjusted assets, whereby certain assets (such as government bonds) are considered to have lower risk and are either partially or fully excluded from total
assets for the purposes of calculating capital adequacy. Partly due to concerns about asset inflation and repurchase agreements, capital requirements may be
considered more effective than deposit/reserve requirements in preventing indefinite lending: when at the threshold, a bank cannot extend another loan without
acquiring further capital on its balance sheet.

Reserve requirements

Another significant power that central banks hold is the ability to establish reserve requirements for other banks. By requiring that a percentage of liabilities be
held as cash or deposited with the central bank (or other agency), limits are set on the money supply.

In practice, many banks are required to hold a percentage of their deposits as reserves. Such legal reserve requirements were introduced in the nineteenth
century to reduce the risk of banks overextending themselves and suffering from bank runs, as this could lead to knock-on effects on other banks. See also
money multiplier, Ponzi scheme. As the early 20th century gold standard and late 20th century dollar hegemony evolved, and as banks proliferated and engaged
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in more complex transactions and were able to profit from dealings globally on a moment's notice, these practices became mandatory, if only to ensure that
there was some limit on the ballooning of money supply. Such limits have become harder to enforce. The People's Bank of China retains (and uses) more
powers over reserves because the yuan that it manages is a non- convertible currency.

Even if reserves were not a legal requirement, prudence would ensure that banks would hold a certain percentage of their assets in the form of cash reserves. It
is common to think of commercial banks as passive receivers of deposits from their customers and, for many purposes, this is still an accurate view.

This passive view of bank activity is misleading when it comes to considering what determines the nation's money supply and credit. Loan activity by banks
plays a fundamental role in determining the money supply. The money deposited by commercial banks at the central bank is the real money in the banking
system; other versions of what is commonly thought of as money are merely promises to pay real money. These promises to pay are circulatory multiples of real
money. For general purposes, people perceive money as the amount shown in financial transactions or amount shown in their bank accounts. But bank accounts
record both credit and debits that cancel each other. Only the remaining central-bank money after aggregate settlement - final money - can take only one of two
forms:

» physical cash, which is rarely used in wholesale financial markets,
= central-bank money.

The currency component of the money supply is far smaller than the deposit component. Currency and bank reserves together make up the monetary base,
called M1 and M2.

Exchange requirements

To influence the money supply, some central banks may require that some or all foreign exchange receipts (generally from exports) be exchanged for the local
currency. The rate that is used to purchase local currency may be market-based or arbitrarily set by the bank. This tool is generally used in countries with
non-convertible currencies or partially-convertible currencies. The recipient of the local currency may be allowed to freely dispose of the funds, required to
hold the funds with the central bank for some period of time, or allowed to use the funds subject to certain restrictions. In other cases, the ability to hold or use
the foreign exchange may be otherwise limited.

In this method, money supply is increased by the central bank when the central bank purchases the foreign currency by issuing (selling) the local currency. The
central bank may subsequently reduce the money supply by various means, including selling bonds or foreign exchange interventions.

Margin requirements and other tools

In some countries, central banks may have other tools that work indirectly to limit lending practices and otherwise restrict or regulate capital markets. For
example, a central bank may regulate margin lending, whereby individuals or companies may borrow against pledged securities. The margin requirement
establishes a minimum ratio of the value of the securities to the amount borrowed.
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Central banks often have requirements for the quality of assets that may be held by financial institutions; these requirements may act as a limit on the amount of
risk and leverage created by the financial system. These requirements may be direct, such as requiring certain assets to bear certain minimum credit ratings, or
indirect, by the central bank lending to counterparties only when security of a certain quality is pledged as collateral.

Examples of use

The People's Bank of China has been forced into particularly aggressive and differentiating tactics by the extreme complexity and rapid expansion of the
economy it manages. It imposed some absolute restrictions on lending to specific industries in 2003, and continues to require 1% more (7%) reserves from urban
banks (typically focusing on export) than rural ones. This is not by any means an unusual situation. The US historically had very wide ranges of reserve
requirements between its dozen branches. Domestic development is thought to be optimized mostly by reserve requirements rather than by capital adequacy
methods, since they can be more finely tuned and regionally varied.

Banking supervision and other activities

In some countries a central bank through its subsidiaries controls and monitors the banking sector. In other countries banking supervision is carried out by a
government department such as the UK Treasury, or an independent government agency (eg UK's Financial Services Authority). It examines the banks' balance
sheets and behaviour and policies toward consumers. Apart from refinancing, it also provides banks with services such as transfer of funds, bank notes and
coins or foreign currency. Thus it is often described as the "bank of banks".

Many countries such as the United States will monitor and control the banking sector through different agencies and for different purposes, although there is
usually significant cooperation between the agencies. For example, money centre banks, deposit-taking institutions, and other types of financial institutions may
be subject to different (and occasionally overlapping) regulation. Some types of banking regulation may be delegated to other levels of government, such as
state or provincial governments.

Any cartel of banks is particularly closely watched and controlled. Most countries control bank mergers and are wary of concentration in this industry due to the
danger of groupthink and runaway lending bubbles based on a single point of failure, the credit culture of the few large banks.

Independence

Over the past decade, there has been a trend towards increasing the independence of central banks as a way of improving long-term economic performance.
However, while a large volume of economic research has been done to define the relationship between central bank independence and economic performance,
the results are ambiguous.

Advocates of central bank independence argue that a central bank which is too susceptible to political direction or pressure may encourage economic cycles ("
boom and bust"), as politicians may be tempted to boost economic activity in advance of an election, to the detriment of the long-term health of the economy
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and the country. In this context, independence is usually defined as the central bank’s operational and management independence from the government. On the
other hand, an independent central bank can, and has been proven in the past to have done as such (The Great Depression), create a boom & bust scenario for
the profit of the owners & shareholders of the bank itself.

The literature on central bank independence has defined a number of types of independence.

Legal Independence: The independence of the central bank is enshrined in law. This type of independence is limited in a democratic state; in almost all cases
the central bank is accountable at some level to government officials, either through a government minister or directly to a legislature. Even defining degrees of
legal independence has proven to be a challenge since legislation typically provides only a framework within which the government and the central bank work
out their relationship.

Goal Independence: The central bank has the right to set its own policy goals, whether inflation targeting, control of the money supply, or maintaining a fixed
exchange rate. While this type of independence is more common, many central banks prefer to announce their policy goals in partnership with the appropriate
government departments. This increases the transparency of the policy setting process and thereby increases the credibility of the goals chosen by providing
assurance that they will not be changed without notice. In addition, the setting of common goals by the central bank and the government helps to avoid
situations where monetary and fiscal policy are in conflict; a policy combination that is clearly sub-optimal.

Operational Independence: The central bank has the independence to determine the best way of achieving its policy goals, including the types of instruments
used and the timing of their use. This is the most common form of central bank independence. The granting of independence to the Bank of England in 1997
was, in fact, the granting of operational independence; the inflation target continued to be announced in the Chancellor’s annual budget speech to Parliament.

Management Independence: The central bank has the authority to run its own operations (appointing staff, setting budgets, etc) without excessive involvement
of the government. The other forms of independence are not possible unless the central bank has a significant degree of management independence. One of the
most common statistical indicators used in the literature as a proxy for central bank independence is the “turn-over-rate” of central bank governors. If a
government is in the habit of appointing and replacing the governor frequently, it clearly has the capacity to micro-manage the central bank through its choice of
governors.

It is argued that an independent central bank can run a more credible monetary policy, making market expectations more responsive to signals from the central
bank. Recently, both the Bank of England (1997) and the European Central Bank have been made independent and follow a set of published inflation targets so
that markets know what to expect. Even the People's Bank of China has been accorded great latitude due to the difficulty of problems it faces, though in the
People's Republic of China the official role of the bank remains that of a national bank rather than a central bank, underlined by the official refusal to "unpeg"
the yuan or to revalue it "under pressure". PBoC independence can thus be read more as independence from the US which rules the financial markets, not from
the Communist Party of China which rules the country. The fact that the CPoC is not elected also relieves the pressure to please people, increasing its
independence.

Governments generally have some degree of influence over even "independent" central banks; the aim of independence is primarily to prevent short-term
interference. For example, the chairman of the U.S. Federal Reserve Bank is appointed by the President of the U.S. (all nominees for this post are recommended
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by the owners of the Federal Reserve, as are all the board members), and his choice must be confirmed by the Congress.

International organizations such as the World Bank, the BIS and the IMF are strong supporters of central bank independence. This results, in part, from a belief
in the intrinsic merits of increased independence. The support for independence from the international organizations also derives partly from the connection
between increased independence for the central bank and increased transparency in the policy-making process. The IMF’s FSAP review self-assessment, for
example, includes a number of questions about central bank independence in the transparency section. An independent central bank will score higher in the
review than one that is not independent.

History

In Europe prior to the 17th century most money was commodity money, typically gold or silver. However, promises to pay were widely circulated and accepted
as value at least five hundred years earlier in both Europe and Asia. The medieval European Knights Templar ran probably the best known early prototype of a
central banking system, as their promises to pay were widely regarded, and many regard their activities as having laid the basis for the modern banking system.
At about the same time, Kublai Khan of the Mongols introduced fiat currency to China, which was imposed by force by the confiscation of specie.

The oldest central bank in the world is the Riksbank in Sweden, which was opened in 1668 with help from Dutch businessmen. This was followed in 1694 by
the Bank of England, created by Scottish businessman William Paterson in the City of London at the request of the English government to help pay for a war.
The US Federal Reserve was created by the U.S. Congress through the passing of the Glass-Owen Bill, signed by President Woodrow Wilson on December 23,
1913.

The People's Bank of China evolved its role as a central bank starting in about 1979 with the introduction of market reforms in that country, and this
accelerated in 1989 when the country took a generally capitalist approach to developing at least its export economy. By 2000 the PBoC was in all senses a
modern central bank, and emerged as such partly in response to the European Central Bank. This is the most modern bank model and was introduced with the
euro to coordinate the European national banks, which continue to separately manage their respective economies other than currency exchange and base
interest rates.
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A cooperative (also co-operative or codperative; often referred to as a co-op or coop) is defined by the International
Co-operative Alliance's Statement on the Co-operative Identity as an autonomous association of persons united voluntarily to
meet their common economic, social, and cultural needs and aspirations through a jointly-owned and democratically-controlled
enterprise. A cooperative may also be defined as a business owned and controlled equally by the people who use its services or
who work at it. Cooperative enterprises are the focus of study in the field of cooperative economics. Cooperatives have a

sponsored top-level internet domain .coop, which identifies legally registered or recognized co-operatives. The Cloyne Court Hotel, a
student co-operative in

. Berkeley, California, United
HlStOFy States.

Although co-operation as a form of individual and societal behaviour is intrinsic to human organisation, the history of modern
co-operative forms of organising dates back to the Agricultural and Industrial Revolutions of the 18th and 19th centuries. The
'first co-operative' is under some dispute, but there were various milestones.

In 1761, the Fenwick Weavers' Society was formed in Fenwick, East Ayrshire, Scotland to sell discounted oatmeal to local
workers. Its services expanded to include assistance with savings and loans, emigration and education. In 1810, social reformer
Robert Owen and his partners purchased New Lanark mill from Owen's father-in-law and proceeded to introduce better labour

standards including discounted retail shops where profits were passed on to his employees. Owen left New Lanark to pursue Consumers' cooperative shops

other forms of co-operative organisation and develop co-op ideas through writing and lecture. Co-operative communities were in the UK formed the world's

set up in Glasgow, Indiana and Hampshire, although ultimately unsuccessful. In 1828, William King set up a newspaper, The first mass COOP‘t’ra“Ve
movemen

Cooperator, to promote Owen's thinking, having already set up a co-operative store in Brighton.

The Rochdale Society of Equitable Pioneers, founded in 1844, is usually considered the first successful co-operative enterprise, used as a model for modern
co-ops, following the ' Rochdale Principles'. A group of 28 weavers and other artisans in Rochdale, England set up the society to open their own store selling
food items they could not otherwise afford. Within ten years there were over 1,000 co-operative societies in the United Kingdom.

Other events such as the founding of a friendly society by the Tolpuddle Martyrs in 1832 were key occasions in the creation of organised labour and consumer
movements.

Meaning
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Cooperatives as legal entities

Although the term may be used loosely to describe a way of working, a cooperative properly so-called is a legal entity owned and democratically controlled
equally by its members. A defining point of a cooperative is that the members have a close association with the enterprise as producers or consumers of its
products or services, or as its employees.

In some countries, there are specific forms of incorporation for co-operatives. Cooperatives may take the form of companies limited by shares or by guarantee,
partnerships or unincorporated associations. In the USA, cooperatives are often organized as non-capital stock corporations under state-specific cooperative
laws. However, they may also be unincorporated associations or business corporations such as limited liability companies or partnerships; such forms are useful
when the members want to allow:

1. some members a greater share of the control, or
2. some investors to have a return on their capital that exceeds fixed interest,

neither of which may be allowed under local laws for cooperatives. Cooperatives often share their earnings with the membership as dividends, which are
divided among the members according to their participation in the enterprise, such as patronage, instead of according to the value of their capital shareholdings
(as is done by a joint stock company.)

Co-operative identity

Cooperatives are based on the values of self-help, self-responsibility, democracy and equality. In the tradition of their founders, cooperative members believe in
the ethical values of honesty, openness, social responsibility and caring for others. Such legal entities have a range of unique social characteristics. Membership
is open, meaning that anyone who satisfies certain non-discriminatory conditions may join. Economic benefits are distributed proportionally according to each

member's level of participation in the cooperative, for instance by a dividend on sales or purchases, rather than divided according to capital invested.
Cooperatives may be generally classified as either consumer cooperatives or producer cooperatives.

Types of cooperatives

Housing cooperative
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A housing cooperative is a legal mechanism for ownership of housing where residents either own shares (share capital co-op)
reflecting their equity in the co-operative's real estate, or have membership and occupancy rights in a not-for-profit
co-operative (non-share capital co-op), and they underwrite their housing through paying subscriptions or rent.

Housing cooperatives come in two basic equity structures:

Co-op City in New York
= [n Market-rate housing cooperatives, members may sell their shares in the cooperative whenever they like for houses 55,000 people
whatever price the market will bear, much like any other residential property. Market-rate co-ops are very common in
New York City.
= Limited equity housing cooperatives, which are often used by affordable housing developers, allow members to own some equity in their home, but
limit the sale price of their membership share to that which they paid.

Building cooperative

Members of a building cooperative (in Britain known as a self-build housing co-operative) pool resources to build housing, normally using a high proportion of
their own labour. When the building is finished, each member is the sole owner of a homestead, and the cooperative may be dissolved.

This collective effort was at the origin of many of Britain's building societies, which however developed into "permanent" mutual savings and loan
organisations, a term which persisted in some of their names (such as the former Leeds Permanent). Nowadays such self-building may be financed using a
step-by-step mortgage which is released in stages as the building is completed.

The term may also refer to worker co-operatives in the building trade.

Retailers' cooperative

A retailers' cooperative (known as a secondary or marketing co-operative in some countries) is an organization which employs economies of scale on behalf of
its members to get discounts from manufacturers and to pool marketing. It is common for locally-owned grocery stores, hardware stores and pharmacies. In this
case the members of the cooperative are businesses rather than individuals.

The Best Western international hotel chain is actually a retailers' cooperative, whose members are hotel operators, although it now prefers to call itself a
"nonprofit membership association." It gave up on the "cooperative" label after some courts insisted on enforcing regulatory requirements for franchisors
despite its member-controlled status.

Utility cooperative
A utility cooperative is a public utility that is owned by its customers. It is a type of consumers' cooperative. In the US, many such cooperatives were formed to
provide rural electrical and telephone service as part of the New Deal. See Rural Utilities Service.
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Worker cooperative

A worker cooperative or producer cooperative is a cooperative that is owned and democratically controlled by its "worker-owners". There are no outside
owners in a "pure" workers' cooperative, only the workers own shares of the business, though hybrid forms in which consumers, community members or
capitalist investors also own some shares are not uncommon. Membership is not compulsory for employees, but generally only employees can become
members. However, in India there is a form of workers' cooperative which insists on compulsory membership for all employees and compulsory employment for
all members. That is the form of the Indian Coffee Houses. This system was advocated by the Indian communist leader A. K. Gopalan.

Business and employment co-operative

Business and employment co-operatives (BECs) are a subset of worker co-operatives that represent a new approach to providing support to the creation of new
businesses. Like other business creation support schemes, BECs enable budding entrepreneurs to experiment with their business idea while benefiting from a
secure income. The innovation BECs introduce is that once the business is established the entrepreneur is not forced to leave and set up independently, but can
stay and become a full member of the co-operative. The micro-enterprises thus combine to form one multi-activity enterprise whose members provide a
mutually supportive environment for each other.

BECs thus provides budding business people with an easy transition from inactivity to self-employment, but in a collective framework. They open up new
horizons for people who have ambition but who lack the skills or confidence needed to set off entirely on their own — or who simply want to carry on an
independent economic activity but within a supportive group context.

Social cooperative

A particularly successful form of multi-stakeholder cooperative is the Italian "social cooperative", of which some 7,000 exist. "Type A" social cooperatives
bring together providers and beneficiaries of a social service as members. "Type B" social cooperatives bring together permanent workers and previously
unemployed people who wish to integrate into the labour market.

Social cooperatives are legally defined as follows:

» the objective is the general benefit of the community and the social integration of citizens

= type A cooperatives provide health, social or educational services

= those of type B integrate disadvantaged people into the labour market. The categories of disadvantage they target may include physical and mental
disability, drug and alcohol addiction, developmental disorders and problems with the law. They do not include other factors of disadvantage such as race,
sexual orientation or abuse

m various categories of stakeholder may become members, including paid employees, beneficiaries, volunteers (up to 50% of members), financial investors
and public institutions. In type B co-operatives at least 30% of the members must be from the disadvantaged target groups

= the cooperative has legal personality and limited liability

http://cd3wd.com wikipedia-for-schools http://gutenberg.org page :95 of 626.
4 of 8 29/08/2011 08:35



Cooperative zim:///A/Cooperative.html

50f8

® yoting is one person one vote
= no more than 80% of profits may be distributed, interest is limited to the bond rate and dissolution is altruistic (assets may not be distributed)

A good estimate of the current size of the social cooperative sector in Italy is given by updating the official ISTAT figures from the end of 2001 by an annual
growth rate of 10% (assumed by the Direzione Generale per gli Ente Cooperativi). This gives totals of 7,100 social cooperatives, with 267,000 members,
223,000 paid employees, 31,000 volunteers and 24,000 disadvantaged people undergoing integration. Combined turnover is around 5 billion euro. The
cooperatives break into three types: 59% type A (social and health services), 33% type B (work integration) and 8% mixed. The average size is 30 workers.

Consumers' cooperative

A consumers' cooperative is a business owned by its customers. Employees can also generally become members. Members
vote on major decisions, and elect the board of directors from amongst their own number. A well known example in the United
States is the REI (Recreational Equipment Incorporated) co-op, and in Canada: Mountain Equipment Co-op.

The world's largest consumers' cooperative is the Co-operative Group in the United Kingdom, which offers a variety of retail
and financial services. The UK also has a number of autonomous consumers' cooperative societies, such as the East of England The volunteer board of a retail
Co-operative Society and Midcounties Co-operative. In fact the Co-operative Group is something of a hybrid, having both consumers’ cooperative, such

. . . . . C g . . as the former Oxford, Swindon
corporate members (most other consumers' cooperatives, as a result of its origins as a wholesale society), and individual retail & Gloucester Co-op, is held to

consumer members. account at an Annual General
Meeting of members
Japan has a very large and well developed consumer cooperative movement with over 14 million members; retail co-ops alone

had a combined turnover of 2.519 trillion Yen (21.184 billion US dollars [market exchange rates as of 11/15/2005]) in 2003/4.
(Japanese Consumers' Co-operative Union., 2003).

Migros is the largest supermarket chain in Switzerland and keeps the cooperative society as its form of organization. Nowadays, a large part of the Swiss
population are members of the Migros cooperative — around 2 million of Switzerland's total population of 7,2 million[1] , thus making Migros a supermarket
chain that is owned by its customers.

Coop is another Swiss cooperative which operates the second largest supermarket chain in Switzerland after Migros. In 2001, Coop merged with 11 cooperative
federations which had been its main suppliers for over 100 years. As of 2005, Coop operates 1437 shops and employs almost 45,000 people. According to Bio
Suisse, the Swiss organic producers' association, Coop accounts for half of all the organic food sold in Switzerland.

EURO COOP is the European Community of Consumer Cooperatives.
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Agricultural cooperative

Agricultural cooperatives are widespread in rural areas.

In the United States, there are both marketing and supply cooperatives. Agricultural marketing cooperatives, some
of which are government-sponsored, promote and may actually distribute specific commodities. There are also
agricultural supply cooperatives, which provide inputs into the agricultural process.

In Europe, there are strong agricultural / agribusiness cooperatives, and agricultural cooperative banks. Most
emerging countries are developing agricultural cooperatives. Where it is legal, medical marijuana is generally
produced by cooperatives.

Farmers' grain Co-op in Crowell, Texas.
A cooperative is a form of vertical integration and is similar to an Alliance.

Cooperative banking (credit unions and cooperative savings banks)

Credit Unions provide a form of cooperative banking.

In North America, the caisse populaire movement started by Alphonse Desjardins in Quebec, Canada pioneered credit unions.
Desjardins wanted to bring desperately needed financial protection to working people. In 1900, from his home in Lévis,
Quebec, he opened North America's first credit union, marking the beginning of the Mouvement Desjardins.

While they have not taken root so deeply as in Ireland or the USA, credit unions are also established in the UK. The largest are
work-based, but many are now offering services in the wider community. The Association of British Credit Unions Ltd (
ABCUL) represents the majority of British Credit Unions. British Building Societies developed into general-purpose savings &
banking institutions with "one member, one vote" ownership and can be seen as a form of financial cooperative (although
many ' de-mutualised' into conventionally-owned banks in the 1980s & 1990s). The UK Co-operative Group includes both an
insurance provider CIS and the Co-operative Bank, both noted for promoting ethical investment.

Other important European banking cooperatives include the Crédit Agricole in France, Migros and Coop Bank in Switzerland
and the Raiffeisen system in many Central and Eastern European countries. The Netherlands, Spain, Italy and various

European couptnes also have strong cooperative banks. They play an important part in mortgage credit and professional (i.e. The Co-operative Bank's head
farming) credit. office, 1 Balloon Street,
Manchester. The statue in front
Cooperative banking networks, which were nationalized in Eastern Europe, work now as real cooperative institutions. A is of Robert Owen, a pioneer in
remarkable development has taken place in Poland, where the SKOK (Spotdzielcze Kasy Oszczednosciowo-Kredytowe) the cooperative movement.

network has grown to serve over 1 million members via 13,000 branches, and is larger than the country’s largest conventional
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bank.

In Scandinavia, there is a clear distinction between mutual savings banks (Sparbank) and true credit unions (Andelsbank).

Federal or secondary cooperatives

In some cases, cooperative societies find it advantageous to form co-operative federations in which all of the members are themselves cooperatives.
Historically, these have predominantly come in the form of cooperative wholesale societies, and cooperative unions. Cooperative federations are a means
through which cooperative societies can fulfill the sixth Rochdale Principle, cooperation among cooperatives, with the ICA noting that "Co-operatives serve
their members most effectively and strengthen the co-operative movement by working together through local, national, regional and international structures."

See Also: List of Co-operative Federations
Cooperative wholesale society

According to cooperative economist Charles Gide, the aim of a cooperative wholesale society is to arrange “bulk purchases, and, if possible, organise
production.” The best historical example of this were the English CWS and the Scottish CWS, which were the forerunners to the modern Co-operative Group.

Cooperative Union

A second common form of co-operative federation is a co-operative union, whose objective (according to Gide) is “to develop the spirit of solidarity among
societies and... in a word, to exercise the functions of a government whose authority , it is needless to say, is purely moral.” Co-operatives UK and the
International Co-operative Alliance are examples of such arrangements.

Co-operative party

In some countries with a strong cooperative sector, such as the UK, cooperatives may find it advantageous to form a parliamentary political party to represent
their interests. The British Co-operative Party and the Canadian Co-operative Commonwealth Federation are prime examples of such arrangements.

The British cooperative movement formed the Co-operative Party in the early 20th century to represent members of consumers' cooperatives in Parliament. The
Co-operative Party now has a permanent electoral pact with the Labour Party, and has 29 members of parliament who were elected at the 2005 general election
as Labour Co-operative MPs. UK cooperatives retain a significant market share in food retail, insurance, banking, funeral services, and the travel industry in
many parts of the country.

Retrieved from " http://en.wikipedia.org/wiki/Cooperative"
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Corporate finance is an area of finance dealing with the financial decisions corporations make and the tools and analysis used
to make these decisions. The primary goal of corporate finance is to enhance corporate value while reducing the firm's
financial risks. Equivalently, the goal is to maximize the corporations' return to capital. Although it is in principle different
from managerial finance which studies the financial decisions of all firms, rather than corporations alone, the main concepts in
the study of corporate finance are applicable to the financial problems of all kinds of firms.

The discipline can be divided into long-term and short-term decisions and techniques. Capital investment decisions are
long-term choices about which projects receive investment, whether to finance that investment with equity or debt, and when
or whether to pay dividends to shareholders. On the other hand, the short term decisions can be grouped under the heading "
Working capital management". This subject deals with the short-term balance of current assets and current liabilities; the focus
here is on managing cash, inventories, and short-term borrowing and lending (such as the terms on credit extended to
customers).

The terms Corporate finance and Corporate financier are also associated with investment banking. The typical role of an
investment banker is to evaluate investment projects for a bank to make investment decisions.

Capital investment decisions

Capital investment decisions are long-term corporate finance decisions relating to fixed assets and capital structure.
Decisions are based on several inter-related criteria. Corporate management seeks to maximize the value of the firm by
investing in projects which yield a positive net present value when valued using an appropriate discount rate. These projects
must also be financed appropriately. If no such opportunities exist, maximizing shareholder value dictates that management
return excess cash to shareholders. Capital investment decisions thus comprise an investment decision, a financing decision,
and a dividend decision.

The investment decision

Management must allocate limited resources between competing opportunities ("projects") in a process known as capital
budgeting. Making this capital allocation decision requires estimating the value of each opportunity or project: a function of
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Working capital management

Cash conversion cycle
Return on capital
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Economic order quantity
Discounts and allowances
Factoring (finance)

Capital budgeting

Capital investment decisions
The investment decision
The financing decision

Sections

Managerial finance
Financial accounting
Management accounting
Mergers and acquisitions
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the size, timing and predictability of future cash flows. :
Business plan

Corporate action
Project valuation

In general, each project's value will be estimated using a discounted cash flow (DCF) valuation, and the opportunity with the fanee series

highest value, as measured by the resultant net present value (NPV) will be selected (see Fisher separation theorem). This Financial market

requires estimating the size and timing of all of the incremental cash flows resulting from the project. These future cash flows Financial market participants

are then discounted to determine their present value (see Time value of money). These present values are then summed, and Corporate finance

this sum is the NPV. Personal finance
Public finance

The NPV is greatly influenced by the discount rate. Thus selecting the proper discount rate - the project "hurdle rate" - is Banks and Banking

critical to making the right decision. The hurdle rate is the minimum acceptable return on an investment - i.e. the project Financial regulation

appropriate discount rate. The hurdle rate should reflect the riskiness of the investment, typically measured by volatility of
cash flows, and must take into account the financing mix. Managers use models such as the CAPM or the APT to estimate a
discount rate appropriate for a particular project, and use the weighted average cost of capital (WACC) to reflect the financing
mix selected. (A common error in choosing a discount rate for a project is to apply a WACC that applies to the entire firm. Such an approach may not be
appropriate where the risk of a particular project differs markedly from that of the firm's existing portfolio of assets.)

In conjunction with NPV, there are several other measures used as (secondary) selection criteria in corporate finance. These are visible from the DCF and
include payback, IRR, Modified IRR, equivalent annuity, capital efficiency, and ROI.

See also: list of valuation topics, stock valuation, fundamental analysis
Valuing flexibility

In many cases, for example R&D projects, a project may open (or close) paths of action to the company, but this reality will not typically be captured in a strict
NPV approach. Management will therefore (sometimes) employ tools which place an explicit value on these options. So, whereas in a DCF valuation the most
likely or average or scenario specific cash flows are discounted, here the “flexibile and staged nature” of the investment is modelled, and hence "all" potential
payoffs are considered. The difference between the two valuations is the "option value" inherent in the project.

The two most common tools are Decision Tree Analysis (DTA) and Real option

» The DTA approach attempts to capture flexibility by incorporating /ikely events and consequent management decisions into the valuation. In the decision
tree, each management decision in response to an "event" generates a "branch" or "path" which the company could follow. (For example, management
will only proceed with stage 2 of the project given that stage 1 was successful; stage 3, in turn, depends on stage 2. In a DCF model, on the other hand,
there is no "branching" - each scenario must be modelled separately.) The highest value path (probability weighted) is regarded as representative of
project value
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The following example shows a portfolio of 7 investment options (projects), but the organization has only $10,000,000 available for the total investment.
The calculation uses discounted payoffs (PV: Present values) in a 4 years projection. Bold lines mark the best selection 1, 3, 6 and ,7 which will cost
$7,740,000 and create a payoff of 2,710,000. All other combinations would either exceed the budget or yield a lower payoff:
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= The real options approach is used when the value of a project is contingent on the value of some other asset or underlying variable. (For example, the
viability of a mining project is contingent on the price of gold; if the price is too low, management will abandon the mining rights, if sufficiently high,
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management will develop the ore body. Again, a DCF valuation would capture only one of these outcomes.) Here, using financial option theory as a
framework, the decision to be taken is identified as corresponding to either a call option or a put option - valuation is then via the Binomial model or, less
often for this purpose, via Black Scholes; see Contingent claim valuation. The "true" value of the project is then the NPV of the "most likely" scenario
plus the option value.

The financing decision

Achieving the goals of corporate finance requires that any corporate investment be financed appropriately. As above, since both hurdle rate and cash flows (and
hence the riskiness of the firm) will be affected, the financing mix can impact the valuation. Management must therefore identify the "optimal mix" of financing
— the capital structure that results in maximum value. (See Balance sheet, WACC, Fisher separation theorem; but, see also the Modigliani-Miller theorem.)

The sources of financing will, generically, comprise some combination of debt and equity. Financing a project through debt results in a liability that must be
serviced - and hence there are cash flow implications regardless of the project's success. Equity financing is less risky in the sense of cash flow commitments,
but results in a dilution of ownership and earnings. The cost of equity is also typically higher than the cost of debt (see CAPM and WACC), and so equity
financing may result in an increased hurdle rate which may offset any reduction in cash flow risk.

Management must also attempt to match the financing mix to the asset being financed as closely as possible, in terms of both timing and cash flows.

One of the main theories of how firms make their financing decisions is the Pecking Order Theory, which suggests that firms avoid external financing while they
have internal financing available and avoid new equity financing while they can engage in new debt financing at reasonably low interest rates. Another major
theory is the Trade-Off Theory in which firms are assumed to trade-off the Tax Benefits of debt with the Bankruptcy Costs of debt when making their decisions.
One last theory about this decision is the Market timing hypothesis which states that firms look for the cheaper type of financing regardless of their current
levels of internal resources, debt and equity.

The dividend decision

In general, management must decide whether to invest in additional projects, reinvest in existing operations, or return free cash as dividends to shareholders.
The dividend is calculated mainly on the basis of the company's unappropriated profit and its business prospects for the coming year. If there are no NPV
positive opportunities, i.e. where returns exceed the hurdle rate, then management must return excess cash to investors - these free cash flows comprise cash
remaining after all business expenses have been met. (This is the general case, however there are exceptions. For example, investors in a " Growth stock",
expect that the company will, almost by definition, retain earnings so as to fund growth internally. In other cases, even though an opportunity is currently NPV
negative, management may consider “investment flexibility” / potential payoftfs and decide to retain cash flows; see above and Real options.)

Management must also decide on the form of the distribution, generally as cash dividends or via a share buyback. There are various considerations: where
shareholders pay tax on dividends, companies may elect to retain earnings, or to perform a stock buyback, in both cases increasing the value of shares
outstanding; some companies will pay "dividends" from stock rather than in cash. (See Corporate action.) Today it is generally accepted that dividend policy is
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value neutral (see Modigliani-Miller theorem).

Working capital management

Decisions relating to working capital and short term financing are referred to as working capital management. These involve managing the relationship between
a firm's short-term assets and its short-term liabilities. The goal of Working capital management is to ensure that the firm is able to continue its operations and
that it has sufficient cash flow to satisfy both maturing short-term debt and upcoming operational expenses.

Decision criteria

By definition, Working capital management entails short term decisions - generally, relating to the next one year period - which are "reversible". These decisions
are therefore not taken on the same basis as Capital Investment Decisions (NPV or related, as above) rather they will be based on cash flows and / or
profitability.

» One measure of cash flow is provided by the cash conversion cycle - the net number of days from the outlay of cash for raw material to receiving
payment from the customer. As a management tool, this metric makes explicit the inter-relatedness of decisions relating to inventories, accounts
receivable and payable, and cash. Because this number effectively corresponds to the time that the firm's cash is tied up in operations and unavailable for
other activities, management generally aims at a low net count.

= In this context, the most useful measure of profitability is Return on capital (ROC). The result is shown as a percentage, determined by dividing relevant
income for the 12 months by capital employed; Return on equity (ROE) shows this result for the firm's shareholders. Firm value is enhanced when, and if,
the return on capital, which results from working capital management, exceeds the cost of capital, which results from capital investment decisions as

above. ROC measures are therefore useful as a management tool, in that they link short-term policy with long-term decision making. See Economic value
added (EVA).

Management of working capital

Guided by the above criteria, management will use a combination of policies and techniques for the management of working capital. These policies aim at
managing the current assets (generally cash and cash equivalents, inventories and debtors) and the short term financing, such that cash flows and returns are
acceptable.

= Cash management. Identify the cash balance which allows for the business to meet day to day expenses, but reduces cash holding costs.

= Inventory management. Identify the level of inventory which allows for uninterrupted production but reduces the investment in raw materials - and
minimizes reordering costs - and hence increases cash flow; see Supply chain management; Just In Time (JIT); Economic order quantity (EOQ);
Economic production quantity (EPQ).
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= Debtors management. Identify the appropriate credit policy, i.e. credit terms which will attract customers, such that any impact on cash flows and the
cash conversion cycle will be offset by increased revenue and hence Return on Capital (or vice versa); see Discounts and allowances.

= Short term financing. Identify the appropriate source of financing, given the cash conversion cycle: the inventory is ideally financed by credit granted by
the supplier; however, it may be necessary to utilize a bank loan (or overdraft), or to "convert debtors to cash" through " factoring".

Financial risk management

Risk management is the process of measuring risk and then developing and implementing strategies to manage that risk. Financial risk management focuses on
risks that can be managed (" hedged") using traded financial instruments (typically changes in commodity prices , interest rates, foreign exchange rates and
stock prices). Financial risk management will also play an important role in cash management.

This area is related to corporate finance in two ways. Firstly, firm exposure to business risk is a direct result of previous Investment and Financing decisions.
Secondly, both disciplines share the goal of creating, or enhancing, firm value. All large corporations have risk management teams, and small firms practice
informal, if not formal, risk management.

Derivatives are the instruments most commonly used in Financial risk management. Because unique derivative contracts tend to be costly to create and monitor,
the most cost-effective financial risk management methods usually involve derivatives that trade on well-established financial markets. These standard
derivative instruments include options, futures contracts, forward contracts, and swaps.

See: Financial engineering; Financial risk; Default (finance); Credit risk; Interest rate risk; Liquidity risk; Market risk; Operational risk; Volatility risk;
Settlement risk.

Relationship with other areas in finance

Investment banking
Use of the term “corporate finance” varies considerably across the world. In the United States it is used, as above, to describe activities, decisions and

techniques that deal with many aspects of a company’s finances and capital. In the United Kingdom and Commonwealth countries, the terms “corporate
finance” and “corporate financier” tend to be associated with investment banking - i.e. with transactions in which capital is raised for the corporation.

Personal and public finance

Corporate finance utilizes tools from almost all areas of finance. Some of the tools developed by and for corporations have broad application to entities other
than corporations, for example, to partnerships, sole proprietorships, not-for-profit organizations, governments, mutual funds, and personal wealth management.
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But in other cases their application is very limited outside of the corporate finance arena. Because corporations deal in quantities of money much greater than
individuals, the analysis has developed into a discipline of its own. It can be differentiated from personal finance and public finance.

Related Professional Qualifications

The new internationally recognised Corporate Finance Qualification (CF) is the only directly related professional qualification, although many others
traditionally can lead to the field:

» Qualified accountant qualifications: Chartered Accountant ( ACA), Certified Public Accountant ( CPA)

» Other non-statutory accountancy qualifications: Chartered Cost Accountant (CCA Designation from AAFM), Certified Management Accountant (CMA),
Chartered Management Accountant (ACMA)

= Business qualifications: Master of Business Administration ( MBA), Master of Finance & Control ( MFC), Doctor of Business Administration ( DBA)

» Finance qualifications: Masters degree in Finance (MSF), Corporate Finance Qualification (CF), Chartered Financial Analyst (CFA), Certified
International Investment Analyst(CIIA) , Association of Corporate Treasurers (ACT), Certified Market Analyst (CMA/FAD) Dual Designation, Master
Financial Manager (MFM).

Retrieved from " http://en.wikipedia.org/wiki/Corporate finance"
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Das Kapital (IPA: [das kapi'ta:l]) (Capital, in the English translation) is an extensive treatise on political economy written in German by Karl Marx and edited
in part by Friedrich Engels. The book is a critical analysis of capitalism and its practical economic application and also, in part, a critique of other related
theories. Its first volume was published in 1867.

Themes

The central driving force of capitalism, according to Marx, was in the exploitation and alienation of labour. The ultimate source of the new profits and
value-added was that employers paid workers the market value of their labour-capacity, but the value of the commodities workers produced exceeded that
market value. Employers were entitled to appropriate the new output value because of their ownership of the productive capital assets. By producing output as
capital for the employers, the workers constantly reproduced the condition of capitalism by their labour.

However, though Marx is very concerned with the social aspects of commerce, his book is not an ethical treatise, but an
m W’ attempt to explain the objective "laws of motion" of the capitalist system as a whole, its origins and future. He aims to
reveal the causes and dynamics of the accumulation of capital, the growth of wage labour, the transformation of the
Kritik der politischen Ockonomie. workplace, the concentration of capital, competition, the banking and credit system, the tendency of the rate of profit to
decline, land-rents and many other things.

L=

Barl Mazs Marx viewed the commodity as the "cell-form" or building unit of capitalist society — it is an object useful to somebody
else, but with a trading value for the owner. Because commercial transactions implied no particular morality beyond that
Pa— required to settle transactions, the growth of markets caused the economic sphere and the moral-legal sphere to become

Bun 1 D Fresesmerecns S0 Gasw

separated in society: subjective moral value becomes separated from objective economic value. Political economy, which
was originally thought of as a "moral science" concerned with the just distribution of wealth, or as a "political arithmetick"
for tax collection, gave way to the separate disciplines of economic science, law and ethics.

G by P LS

Bambang
o Marx believed the political economists could study the scientific laws of capitalism in an "objective" way, because the
I expansion of markets had in reality objectified most economic relations: the cash nexus stripped away all previous religious
and political illusions (only to replace them, however, with another kind of illusion -- commodity fetishism). Marx also says
that he viewed "the economic formation of society as a process of natural history". The growth of commerce happened as a
process which no individuals could control or direct, creating an enormously complex web of social interconnections

globally. Thus a "society" was formed "economically" before people actually began to consciously master the enormous productive capacity and
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interconnections they had created, in order to put it collectively to the best use.

Marx’s analysis in Capital, then, focuses primarily on the structural contradictions, rather than the class antagonisms, that characterize capitalist society -- the
“contradictory movement [gegensdtzliche Bewegung] [that] has its origin in the twofold character of labour,” rather than in the struggle between labor and
capital, or rather between the owning and the working classes. These contradictions, moreover, operate (as Marx describes using a phrase borrowed from Hegel)
“behind the backs” of both the capitalists and workers, that is, as a result of their activities, and yet irreducible to their conscious awareness either as individuals
or as classes. As such, Capital, does not propose a theory of revolution (led by the working class and its representatives) but rather a theory of crises as the
condition for a potential revolution, or what Marx refers to in the Communist Manifesto as a potential “weapon,” “forged” by the owners of capital, “turned
against the bourgeoisie itself” by the working class. Such crises, according to Marx, are rooted in the contradictory character of the commodity, the most
fundamental social form of capitalist society. In capitalism, improvements in technology and rising levels of productivity increase the amount of material wealth
(or use values) in society while simultaneously diminishing the economic value of this wealth, thereby lowering the rate of profit — a tendency that leads to the
peculiar situation, characteristic of crises in capitalism, of “poverty in the midst of plenty,” or more precisely, crises of overproduction in the midst of
underconsumption.

Publication

Marx published the first volume of Das Kapital in 1867, but he died before he could finish the second and third ones which he had already drafted; these were
edited by his friend and collaborator Friedrich Engels and published in 1885 and 1894. As can be seen in the original title pages of the final two volumes, Engels
listed Marx as the author.

Influences
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Marx bases his work on that of the classical economists like Adam Smith, David Ricardo, John Stuart Mill and
even Benjamin Franklin. However, he reworks these authors' ideas, so his book is a synthesis that does not follow
the lead of any one thinker. It also reflects the dialectical methodology applied by G.W.F. Hegel in his books The
Science of Logic and The Phenomenology of Mind, and the influence of French socialists such as Charles
Fourier, Comte de Saint-Simon, and Pierre-Joseph Proudhon.

Marx said himself that his aim was "to bring a science [i.e. political economy] by criticism to the point where it
can be dialectically represented", and in this way to "reveal the law of motion of modern society". By showing
how capitalist development was the precursor of a new, socialist mode of production, he aimed to provide a
scientific foundation for the modern labour movement. In preparation for his book, he studied the economic
literature available in his time for a period of twelve years, mainly in the British Museum in London.

Aristotle, and Greek philosophy in general, was another important (although often neglected) influence on Marx’s
analysis of capitalism. Marx’s education at Bonn centered on Greek and Roman poets and philosophers. The
dissertation he completed at the university was a comparison of the philosophy of nature in the works of
Democritus and Epicurus. A number of scholars, moreover, have argued that the basic architecture of Capital —
including the categories of use and exchange value, as well as the ““ syllogisms” for simple and expanded
circulation (M-C-M and M-C-M’) — was derived from the Politics (Aristotle) and the Nicomachean Ethics.
Moreover, Marx’s description of machinery under capitalist relations of production as “self-acting automata™ is a
direct reference to Aristotle’s speculations on inanimate instruments capable of following commands as the
condition for the abolition of slavery.

Volume 1
Volume 11
Volume 111

Volume IV
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Das Kapital in Yiddish

A so-called Volume 1V is claimed by some, apparently constituted from fragmentary notes that were written prior to the publication of Das Kapital (full text

linked below).
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Online editions

Capital, Volume I: The Process of Production of Capital

Capital, Volume I 1906 edition, downloadable text and pdf from Google Books
Capital, Volume II: The Process of Circulation of Capital

Capital, Volume III: The Process of Capitalist Production as a Whole

"Capital, Volume I'V": Theories of Surplus Value
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Economic inequality refers to disparities in the distribution of economic assets and income. The term
typically refers to inequality among individuals and groups within a society, but can also refer to
inequality among nations. Economic Inequality generally refers to equality of outcome, and is related
to the idea of equality of opportunity. It is a contested issue whether economic inequality is a positive
or negative phenomenon, both on utilitarian and moral grounds.

Economic inequality has existed in a wide range of societies and historical periods; its nature, cause
and importance are open to broad debate. A country's economic structure or system (for example,
capitalism or socialism), ongoing or past wars, and differences in individuals' abilities to create wealth
are all involved in the creation of economic inequality.

There are various Numerical indexes for measuring economic inequality. Inequality is most often
measured using the Gini coefficient, but there are also many other methods. One way to measure
inequality is money based. For instance a person may be regarded as poor if their income falls below
the line of poverty.

zim:///A/Economic_inequality.html
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Differences in national income equality around the world as
measured by the national Gini coefficient. The Gini
coefficient is a number between 0 and 1, where 0
corresponds with perfect equality (where everyone has the
same income) and 1 corresponds with perfect inequality
(where one person has all the income, and everyone else has
Zero income).

Economic inequality among different individuals or social groups is best measured within a single country. This is because country-specific factors tend to
obscure inter-country comparisons of individuals' incomes. A single nation will have more or less inequality depending on the social and economic structure of

that country.

Causes of inequality

There are many reasons for economic inequality within societies. These causes are often inter-related, non-linear, and complex. Acknowledged factors that
impact economic inequality include the labour market, innate ability, education, race, gender, culture, preference for earning income or enjoying leisure,

willingness to take risks, wealth condensation, and development patterns.

The labor market

A major cause of economic inequality within modern market economies is the determination of wages by the market, provided, that this market is a free market
ruled only by the law of supply and demand. In this view, inequality is caused by the differences in the supply and demand for different types of work.
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A job where there are many willing workers (high supply) but only a small number of positions (low demand) will result in a low wage for that job. This is
because competition between workers drives down the wage. An example of this would be low-skill jobs such as dish-washing or customer service. Because of
the persistence of unemployment in market economies and the fact that these jobs require very little skill results in a very high supply of willing workers.
Competition amongst workers tend to drive down the wage since if any one worker demands a higher wage the employer can simply hire another employee at
an equally low wage.

A job where there are few willing workers (low supply) but a large demand for the skills these workers have will results in high wages for that job. This is
because competition between employers will drive up the wage. An example of this would be high-skill jobs such as engineers, professional athletes, or capable
CEOs. Competition amongst employers tends to drive up wages since if any one employer demands a low wage, the worker can simply quit and easily find a
new job at a higher wage.

While the above examples tend to identify skill with high demand and wages, this is not necessarily the case. For example, highly skilled computer programmers
in western countries have seen their wages suppressed by competition from computer programmers in Developing Countries who are willing to accept a lower
wage.

The final results amongst these supply and demand interactions is a gradation of different wages representing income inequality within society.
Innate ability

Many people believe that there is a correlation between differences in innate ability, such as intelligence, strength, or charisma, and an individual's wealth.
Relating these innate abilities back to the labor market suggests that such abilities are in high demand relative to their supply and hence play a large role in
increasing the wage of those who have them. Contrariwise, such innate abilities might also affect an individuals ability to operate within society in general,
regardless of the labor market.

Various studies have been conducted on the correlation between 1Q scores and wealth/income. The book titled " IQ and the Wealth of Nations", written by Dr.
Richard Lynn, examines this relationship with limited success; other peer-reviewed research papers have also been criticised harshly. Without further research
on the topic, incorporating statistical models that are universally accepted, it is fairly difficult to come towards an objective conclusion regarding any
relationship between intelligence and wealth or income.

Education

One important factor in the creation of inequality is variation in individuals' access to education. Education, especially in an area where there is a high demand
for workers, creates high wages for those with this education. As a result, those who are unable to afford an education, or choose not to pursue optional
education, generally receive much lower wages. Many economists believe that a major reason the world has experienced increasing levels of inequality since
the 1980s is an increase in the demand for highly skilled workers in high-tech industries. They believe that this has resulted in an increase in wages for those
with an education, but has not increased the wages of those without an education, leading to greater inequality.

http://cd3wd.com wikipedia-for-schools http://gutenberg.org page :112 of 626.
29/08/2011 08:49



Economic inequality zim:///A/Economic_inequality.html

30f12

Gender, race, and culture

The existence of different genders, races and cultures within a society is also thought to contribute to economic inequality. Some psychologists such as Richard
Lynn argue that there are innate group differences in ability that are partially responsible for producing race and gender group differences in wealth (see also
race and intelligence, sex and intelligence) though this assertion is highly controversial.

The idea of the gender gap tries to explain differences in income between genders. Culture and religion are thought to play a role in creating inequality by either
encouraging or discouraging wealth-acquiring behaviour, and by providing a basis for discrimination. In many countries individuals belonging to certain racial
and ethnic minorities are more likely to be poor. Proposed causes include cultural differences amongst different races, an educational achievement gap, and
racism.

Development patterns

Simon Kuznets argued that levels of economic inequality are in large part the result of stages of
development. Kuznets saw a curve-like relationship between level of income and inequality, now known
as Kuznets curve. According to Kuznet, countries with low levels of development have relatively equal
distributions of wealth. As a country develops, it acquires more capital, which leads to the owners of this
capital having more wealth and income and introducing inequality. Eventually, through various possible
redistribution mechanisms such as social welfare programs, more developed countries move back to
lower levels of inequality. Kuznets demonstrated this relationship using cross-sectional data. However,
more recent testing of this theory with superior panel data has shown it to be very weak.

Inequality

Wealth condensation

Income per Capita
Wealth condensation is a theoretical process by which, under certain conditions, newly-created wealth Asstylized Kuznets curve
concentrates in the possession of already-wealthy individuals or entities. According to this theory, those
who already hold wealth have the means to invest in new sources of creating wealth or to otherwise leverage the accumulation of wealth, thus are the
beneficiaries of the new wealth. Over time, wealth condensation can significantly contribute to the persistence of inequality within society.

As an example of wealth condensation, truck drivers who own their own trucks often make more money than those who do not, since the owner of a truck can
escape the rent charged to drivers by owners (even taking into account maintenance and other costs). Hence, a truck driver who has wealth to begin with can
afford to buy his own truck in order to make more money. A truck driver who does not own his own truck makes a lesser wage and is therefore stuck in a
Catch-22, unable to buy his own truck to increase his income.

As another example of wealth condensation, savings from the upper-income groups tend to accumulate much faster than saving from the lower-income groups.
Upper-income groups can save a significant portion of their incomes. On the other hand, lower-income groups barely make enough to cover their consumptions,
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hence only capable of saving a fraction of their incomes or even none. Assuming both groups earn the same yield rate on their savings, the return on upper-
income groups’ savings are much greater than the lower-income groups’ savings because upper-income groups have a much larger base.

Related to wealth condensation are the effects of intergenerational inequality. The rich tend to provide their offspring with a better education, increasing their
chances of achieving a high income. Furthermore, the wealthy often leave their offspring with a hefty inheritance, jump-starting the process of wealth
condensation for the next generation. However, it has been contended by some sociologists such as Charles Murray that this has little effect on one's long-term
outcome and that innate ability is by far the best determinant of one's lifetime outcome.

Globalisation

Trade liberalisation may shift economic inequality from a global to a domestic scale. When rich countries trade with poor countries, the low-skilled workers in
the rich countries may see reduced wages as a result of the competition. Trade economist Paul Krugman estimates that trade liberalisation has had a measurable
effect on the rising inequality in the United States. He attributes this trend to increased trade with poor countries and the fragmentation of the means of
production, resulting in low skilled jobs becoming more tradeable. However, he concedes that the effect of trade on inequality in America is minor when
compared to other causes, such as technological innovation, a view shared by other experts. Lawrence Katz, a Harvard economist, estimates that trade has only
accounted for 5-15% of rising income inequality. Some economists, such as Robert Lawrence, dispute any such relationship. In particular, Robert Lawrence
argues that technological innovation and automation has meant that low-skilled jobs have been replaced by machines in rich countries, and that rich countries
no longer have significant numbers of low skilled manufacturing workers that could be affected by competition from poor countries.

Mitigating factors

There are many factors that tend to constrain the amount of economic inequality within society. These factors may be divided into two general classes:
government sponsored, and market driven. The relative merits and effectiveness of each approach is a subject of heated debate.

Proponents of government sponsored approaches to reducing economic inequality generally believe that economic inequality represents a fundamental injustice,
and that it is the right and duty of the government to correct this injustice. Government sponsored approaches to reducing economic inequality include:

m Mass education - to increase the supply of skilled labor and decrease the wage of skilled labour to reduce income inequality;
m Progressive taxation, where the rich are taxed more than the poor - to reduce the amount of income inequality in society.

= Minimum wage legislation - to raise the income of the poorest working group. However, proponents of the free market point out this will cut the least
skilled out of the employment market entirely.

= The Nationalization or subsidization of "essential" goods and services such as food, healthcare, education, and housing - to reduce the amount of
inequality in society - by providing goods and services that everyone needs cheaply or freely, governments can effectively increase the disposable income
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of the poorer members of society.

Proponents of free markets point out that these measures usually backfire, as the growth of government would create a privileged class such as the
nomenklatura in the Soviet Union who use their position within the government to gain unequal access to resources, thereby reducing economic equality. Others
argue that free markets without these measures allow the already privileged to control the political life of a country as it did in Brazil where the country's right
wing military dictatorship (1964-1985) allowed the country to become the most economically unequal in South America.

Other proponents of free markets do not generally see economic inequality in a free market as fundamentally unjust. Market-driven reductions in economic
inequality are therefore incidental to economic freedom. Nevertheless there are some market forces which work to reduce economic inequality:

= |n a market-driven economy, too much economic disparity could generate pressure for its own removal. In an extreme example, if one person owned
everything, that person would immediately (in a market economy) have to hire people to maintain his property, and that person's wealth would
immediately begin to dissipate. (Garcia-Pefialosa 2006)

= By a concept known as the "decreasing marginal utility of wealth," a wealthy person will tend not to value his last dollar as much as a poor person, since a
poor person's dollars are more likely to be spent for essentials. This could tend to move wealth from the rich to the poor. A derogatory term for this is the
" trickle down effect."

Effects of inequality

Social cohesion

Research has shown a clear link between income inequality and social cohesion. In more equal societies, people are much more likely to trust each other,
measures of social capital suggest greater community involvement, and homicide rates are consistently lower.

One of the earliest writers to note the link between economic equality and social cohesion was Alexis de Tocqueville in his Democracy in America. Writing in
1831:

Among the new objects that attracted my attention during my stay in the United States, none struck me with greater force than the equality of conditions.
I easily perceived the enormous influence that this primary fact exercises on the workings of society. It gives a particular direction to the public mind, a
particular turn to the laws, new maxims to those who govern, and particular habits to the governed... It creates opinions, gives rise to sentiments, inspires
customs, and modifies everything it does not produce... I kept finding that fact before me again and again as a central point to which all of my
observations were leading,
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In a 2002 paper, Eric Uslaner and Mitchell Brown showed that there is a high correlation between

the amount of trust in society and the amount of income equality. They did this by comparing - il i e
results from the question "would others take advantage of you if they got the chance?" in U.S . .
General Social Survey and others with statistics on income inequality. 5 .
Robert Putnam, professor of political science at Harvard, established links between social capital 5 * .
and economic inequality. His most important studies (Putnam, Leonardi, and Nanetti 1993, E et s
Putnam 2000) established these links in both the United States and in Italy. On the relationship of B s R
inequality and involvement in community he says: & e +.. 2 t
B e . *

Community and equality are mutually reinforcing... Social capital and economic inequality @ + .

moved in tandem through most of the twentieth century. In terms of the distribution of ™ 4 O

wealth and income, America in the 1950s and 1960s was more egalitarian than it had been in *

more than a century... [TThose same decades were also the high point of social

connectedness and civic engagement. Record highs in equality and social capital coincided. o= Py P 3 oz 04 038

Conversely, the last third of the twentieth century was a time of growing inequality and Equaky of ncome. (Gilil.cosfficient)

eroding social capital... The timing of the two trends is striking: somewhere around 1965-70 Income inequality and the social capital index in 50 U.S. states.

America reversed course and started becoming both less just economically and less well Equality is correlated with higher levels of social capital

connected socially and politically. (Putnam 2000 pp 359)

In addition to affecting levels of trust and civic engagement, inequality in society has also shown to be highly correlated with crime rates. Most studies looking
into the relationship between crime and inequality have concentrated on homicides - since homicides are almost identically defined across all nations and
jurisdictions. There have been over fifty studies showing tendencies for violence to be more common in societies where income differences are larger. Research
has been conducted comparing developed countries with undeveloped countries, as well as studying areas within countries. Daly et al. 2001. found that among
U.S States and Canadian Provinces there is a tenfold difference in homicide rates related to inequality. They estimated that about half of all variation in
homicide rates can be accounted for by differences in the amount of inequality in each province or state. Fajnzylber et al. (2002) found a similar relationship
worldwide. Among comments in academic literature on the relationship between homicides and inequality are:

= The most consistent finding in cross-national research on homicides has been that of a positive association between income inequality and homicides.
(Neapolitan 1999 pp 260)

= Economic inequality is positively and significantly related to rates of homicide despite an extensive list of conceptually relevant controls. The fact that
this relationship is found with the most recent data and using a different measure of economic inequality from previous research, suggests that the finding
is very robust. (Lee and Bankston 1999 pp 50)

Population health
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Recently, there has been increasing interest from epidemiologists on the subject of economic
inequality and its relation to the health of populations. There is a very robust correlation between
socioeconomic status and health. This correlation suggests that it is not only the poor who tend to
be sick when everyone else is healthy, but that there is a continual gradient, from the top to the
bottom of the socio-economic ladder, relating status to health. This phenomenon is often called the
" SES Gradient". Lower socioeconomic status has been linked to chronic stress, heart disease,
ulcers, type 2 diabetes, rheumatoid arthritis, certain types of cancer, and premature aging.

Incame Inequality and mortadty in 282 meliropoiian aness of the United States

There is debate regarding the cause of the SES Gradient. A number of researchers (A. Leigh, C.
Jencks, A. Clarkwest - see also Russell Sage working papers) see a definite link between economic
status and mortality due to the greater economic resources of the wealthy, but they find little
correlation due to social status differences.

Doasth rate por 100,000 populaion

Other researchers such as Richard Wilkinson, J. Lynch, and G.A. Kaplan have found that
socioeconomic status strongly affects health even when controlling for economic resources and

access to health care. Most famous for linking social status with health are the Whitehall studies - a VARl el e

(uartiles)

series of studies conducted on civil servants in London. The studies found that although all civil e 15t fow]
servants in England have the same access to health care, there was a strong correlation between In : : o .

. . . . ) . come inequality and mortality in 282 metropolitan areas of the
social status and health. The studies found that this relationship remained strong even when United States. Mortality is strongly associated with higher
controlling for health-affecting habits such as exercise, smoking and drinking. Furthermore, it has income inequality, but, within levels of income inequality, not
been noted that no amount of medical attention will help decrease the likelihood of someone with per capita income.

getting type 2 diabetes or rheumatoid arthritis - yet both are more common among populations with

lower socioeconomic status. Lastly, it has been found that amongst the wealthiest quarter of countries on earth (a set stretching from Luxembourg to Slovakia)
there is no relation between a country's wealth and general population health - suggesting that past a certain level, absolute levels of wealth have little impact on
population health, but relative levels within a country do.

The concept of psychosocial stress attempts to explain how psychosocial phenomena such as status and social stratification can lead to the many diseases
associated with the SES Gradient. Higher levels of economic inequality tend to intensify social hierarchies and generally degrade the quality of social relations -
leading to greater levels of stress and stress-related diseases. Richard Wilkinson found this to be true not only for the poorest members of society, but also for
the wealthiest. Economic inequality is bad for everyone's health.

The effects of inequality on health are not limited to human populations. David H. Abbott at the Wisconsin National Primate Research Centre found that among
many primate species, less egalitarian social structures correlated with higher levels of stress hormones among socially subordinate individuals.

Utility, economic welfare, and distributive efficiency
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Economic inequality is thought to reduce distributive efficiency within society. That is to say, inequality reduces the sum total of personal utility because of the
decreasing marginal utility of wealth. For example, a house may provide less utility to a single millionaire as a summer home than it would to a homeless family
of five. The marginal utility of wealth is lowest among the richest. In other words, an additional dollar spent by a poor person will go to things providing a great
deal of utility to that person, such as basic necessities like food, water, and healthcare; meanwhile, an additional dollar spent by a much richer person will most
likely go to things providing relatively less utility to that person, such as luxury items. From this standpoint, for any given amount of wealth in society, a society
with more equality will have higher aggregate utility. Some studies (Layard 2003;Blanchard and Oswald 2000, 2003) have found evidence for this theory,
noting that in societies where inequality is lower, population-wide satisfaction and happiness tend to be higher.

Economist Arthur Cecil Pigou discussed the impact of inequality in The Economics of Welfare. He wrote:

Nevertheless, it is evident that any transference of income from a relatively rich man to a relatively poor man of similar temperament, since it enables more
intense wants, to be satisfied at the expense of less intense wants, must increase the aggregate sum of satisfaction. The old "law of diminishing utility" thus
leads securely to the proposition: Any cause which increases the absolute share of real income in the hands of the poor, provided that it does not lead to a
contraction in the size of the national dividend from any point of view, will, in general, increase economic welfare.

In addition to the argument based on diminishing marginal utility, Pigou makes a second argument that income generally benefits the rich by making them
wealthier than other people, whereas the poor benefit in absolute terms. Pigou writes:

Now the part played by comparative, as distinguished from absolute, income is likely to be small for incomes that only suffice to provide the necessaries and
primary comforts of life, but to be large with large incomes. In other words, a larger proportion of the satisfaction yielded by the incomes of rich people
comes from their relative, rather than from their absolute, amount. This part of it will not be destroyed if the incomes of all rich people are diminished
together. The loss of economic welfare suffered by the rich when command over resources is transferred from them to the poor will, therefore, be
substantially smaller relatively to the gain of economic welfare to the poor than a consideration of the law of diminishing utility taken by itself suggests. --
Arthur Cecil Pigou in The Economics of Welfare

Schmidtz (2006) argues that maximizing the sum of individual utilities does not necessarily imply that the maximum social utility is achieved. For example:

A society that takes Joe Rich’s second unit [of corn] is taking that unit away from someone who . . . has nothing better to do than plant it and giving it to
someone who . . . does have something better to do with it. That sounds good, but in the process, the society takes seed corn out of production and diverts it
to food, thereby cannibalizing itself

Economic incentives

Many people accept inequality as a given, and argue that the prospect of greater material wealth provides incentives for competition and innovation within an
economy.

Some modern economic theories, such as the neoclassical school, have suggested that a functioning economy requires a certain level of unemployment. These
theories argue that unemployment benefits must be below the wage level to provide an incentive to work, thereby mandating inequality. Hypotheses including
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socialism and Keynesianism, dispute this positive role of unemployment.

Many economists believe that one of the main reasons that inequality might induce economic incentive is because material wellbeing and conspicuous
consumption are related to status. In this view, high stratification of income (high inequality) creates high amounts of social stratification, leading to greater
competition for status. One of the first writers to note this relationship was Adam Smith who recognized "regard" as one of the major driving forces behind
economic activity. From The Theory of Moral Sentiments in 1759:

[W]hat is the end of avarice and ambition, of the pursuit of wealth, of power, and pre-eminence? Is it to supply the necessities of nature? The wages of
the meanest labourer can supply them... [W]hy should those who have been educated in the higher ranks of life, regard it as worse than death, to be
reduced to live, even without labour, upon the same simple fare with him, to dwell under the same lowly roof, and to be clothed in the same humble
attire? From whence, then, arises that emulation which runs through all the different ranks of men, and what are the advantages which we propose by that
great purpose of human life which we call bettering our condition? To be observed, to be attended to, to be taken notice of with sympathy, complacency,
and approbation, are all the advantages which we can propose to derive from it. It is the vanity, not the ease, or the pleasure, which interests us ( Theory
of Moral Sentiments, Part I, Section III, Chapter II).

Modern sociologists and economists such as Juliet Schor and Robert H. Frank have studied the extent to which economic activity is fueled by the ability of
consumption to represent social status. Schor, in The Overspent American, argues that the increasing inequality during the 1980s and 1990s strongly accounts
for increasing aspirations of income, increased consumption, decreased savings, and increased debt. In Luxury Fever Robert H. Frank argues that people's
satisfaction with their income is much more strongly affected by how it compares with others than its absolute level.

Economic growth

Several recent economists have investigated the relationship between inequality and economic growth using econometrics.

In their study for the World Institute for Development Economics Research, Giovanni Andrea Cornia and Julius Court (2001) reach policy conclusions as to the
optimal distribution of income. They conclude that too much equality (below a Gini coefficient of .25) negatively impacts growth due to "incentive traps,
free-riding, labour shirking, [and] high supervision costs". They also claim that high levels of inequality (above a Gini coefficient of .40) negatively impacts
growth, due to "incentive traps, erosion of social cohesion, social conflicts, [and] uncertain property rights". They advocate for policies which put equality at the
low end of this "efficient" range.

Robert Barro wrote a paper arguing that inequality reduces growth in poor countries and promotes growth in rich ones. A number of other researchers have
derived conflicting results, some concluding there is a negative effect of inequality on growth and others a positive. Patrizio Pagano used Granger causality, a
technique that can determine two way interaction between two variables, to attempt to explain these previous findings. Pagano's research suggested that
inequality had a negative effect on growth while growth increased inequality. The two-way interaction largely explains the contradiction in past research.

Perspectives regarding economic inequality
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There are various schools of thought regarding economic inequality.

Marxism

Marxism favors an eventual society where distribution is based on an individual's needs rather than his ability to produce, social class, inheritance, or other such
factors. In such a system inequality would be low or non-existent assuming everyone had the same "needs".

Meritocracy

Meritocracy favors an eventual society where an individual's success is a direct function of his merit, or contribution. Therefore, economic inequality is
beneficial inasmuch as it reflects individual skills and effort, and detrimental inasmuch as it represent inherited or unjustified wealth or opportunities. From a
meritocratic point of view, measuring economic equality as one parameter, not distinguishing these two opposite contributing factors, serves no good purpose.

Liberalism

Classical liberals and libertarians generally do not take a stance on wealth inequality, but believe in equality under the law regardless of whether it leads to
unequal wealth distribution. Ludwig von Mises (1996) explains:

The liberal champions of equality under the law were fully aware of the fact that men are born unequal and that it is precisely their inequality that generates
social cooperation and civilization. Equality under the law was in their opinion not designed to correct the inexorable facts of the universe and to make
natural inequality disappear. It was, on the contrary, the device to secure for the whole of mankind the maximum of benefits it can derive from it. Henceforth
no man-made institutions should prevent a man from attaining that station in which he can best serve his fellow citizens.

Libertarian Robert Nozick argued that government redistributes wealth by force (usually in the form of taxation), and that the ideal moral society would be one
where all individuals are free from force. However, Nozick recognized that some modern economic inequalities were the result of forceful taking of property,
and a certain amount of redistribution would be justified to compensate for this force but not because of the inequalities themselves. John Rawls argued in 4
Theory of Justice that inequalities in the distribution of wealth are only justified when they improve society as a whole, including the poorest members. Rawls
does not discuss the full implications of his theory of justice. Some see Rawls's argument as a justification for capitalism since even the poorest members of
society theoretically benefit from increased innovations under capitalism; others believe only a strong welfare state can satisfy Rawls's theory of justice.

Classical liberal Milton Friedman believed that if government action is taken in pursuit of economic equality that political freedom would suffer. In a famous
quote, he said:

A society that puts equality before freedom will get neither. A society that puts freedom before equality will get a high degree of both.

Arguments based on social justice
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Patrick Diamond and Anthony Giddens (professors of Economics and Sociology, respectively) hold that

pure meritocracy is incoherent because, without redistribution, one generation's successful individuals would become the next generation's embedded caste,
hoarding the wealth they had accumulated.

They also state that social justice requires redistribution of high incomes and large concentrations of wealth in a way that spreads it more widely, in order to
"recognise the contribution made by all sections of the community to building the nation's wealth." (Patrick Diamond and Anthony Giddens, 27 June 2005, New
Statesman)

Claims economic inequality weakens societies

In most western democracies, the desire to eliminate or reduce economic inequality is generally associated with the political left. One practical argument in
favour of reduction is the idea that economic inequality reduces social cohesion and increases social unrest, thereby weakening the society.

There is evidence that this is true (see inequity aversion) and it is intuitive, at least for small face-to-face groups of people. Alberto Alesina, Rafael Di Tella, and
Robert MacCulloch find that inequality negatively affects happiness in Europe but not in the United States.

Ricardo Nicolas Pérez Truglia in "Can a rise in income inequality improve welfare?" proposed a possible explanation: some goods might not be allocated
through standard markets, but through a signaling mechanism. As long as income is associated with positive personal traits (e.g. charisma), in more
heterogeneous-in-income societies income not only buys traditional goods (e.g. food, a house), but it also buys non-market goods (e.g. friends, confidence).
Thus, endogenous income inequality may explain a rise in social welfare.

It has also been argued that economic inequality invariably translates to political inequality, which further aggravates the problem.

The main disagreement between the western democratic left and right, is basically a disagreement on the importance of each effect, and where the proper
balance point should be. Both sides generally agree that the causes of economic inequality based on non-economic differences (race, gender, etc.) should be
minimized. There is strong disagreement on how this minimization should be achieved.

Arguments that inequality is not a primary concern

The acceptance of economic inequality is generally associated with the political right. One argument in favor of the acceptance of economic inequality is that,
as long as the cause is mainly due to differences in behavior, the inequality provides incentives that push the society towards economically healthy and efficient
behaviour. Capitalists see orderly competition and individual initiative as crucial to economic prosperity and accordingly believe that economic freedom is more
important than economic equality.

Policy can be considered good if it makes some wealthy people wealthier without making anyone poorer (i.e. a policy which offers a Pareto improvement), even
though it increases the total amount of inequality. According to this point of view, discussions of inequality absent any information about absolute levels of
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wealth are specious, because one population's "poor" may be better off that another's "well-oft."

A third argument is that capitalism, especially free market capitalism, results in voluntary transactions among parties. Since the transactions are voluntary, each
party at least believes they benefit from the transaction. According to the subjective theory of value, both parties will indeed benefit the transaction (assuming
there is no fraud or extortion involved).

Retrieved from " http://en.wikipedia.org/wiki/Economic inequality"
This Wikipedia DVD Selection is sponsored by SOS Children , and is mainly selected from the English Wikipedia with only minor checks and changes (see
www.wikipedia.org for details of authors and sources). The articles are available under the GNU Free Documentation License. See als
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Economics

2008/9 Schools Wikipedia Selection. Related subjects: Economics

Economics is the branch of social science that studies the production, distribution, and consumption of
goods and services. The term economics comes from the Greek for oikos (house) and nomos (custom or
law), hence "rules of the house(hold)."

A definition that captures much of modern economics is that of Lionel Robbins in a 1932 essay: "the science
which studies human behaviour as a relationship between ends and scarce means which have alternative
uses." Scarcity means that available resources are insufficient to satisfy all wants and needs. Absent scarcity
and alternative uses of available resources, there is no economic problem. The subject thus defined involves
the study of choices as they are affected by incentives and resources.

Areas of economics may be divided or classified into various types, including:

of a stock exchange. Financial decisions are only one
among many economic choices people may make.

microeconomics and macroeconomics

positive economics ("what is") and normative economics ("what ought to be")
mainstream economics and heterodox economics

fields and broader categories within economics.

One of the uses of economics is to explain how economies, as economic systems, work and what the relations are between economic players ( agents) in the
larger society. Methods of economic analysis have been increasingly applied to fields that involve people (officials included) making choices in a social context,
such as crime, education, the family, health, law, politics, religion, social institutions, and war.

In the beginning
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Although discussions about production and distribution have a long history, economics in its modern sense as a separate discipline is
conventionally dated from the publication of Adam Smith's The Wealth of Nations in 1776. There Smith describes the subject in i
these practical and exacting terms: :

Political economy, considered as a branch of the science of a statesman or legislator, proposes two distinct objects: first, to
supply a plentiful revenue or product for the people, or, more properly, to enable them to provide such a revenue or
subsistence for themselves; and secondly, to supply the state or commonwealth with a revenue sufficient for the public
services. It proposes to enrich both the people and the sovereign.

Smith referred to the subject as 'political economy', but that term was gradually replaced in general usage by 'economics' after 1870.

Basic concepts

Adam Smith, author of
Production possibilities, opportunity cost, and efficiency The Wealth of Nations (
1776), generally regarded
as initiating modern

Common problems among different types of economies include: :
€conomics.

® what goods to produce and in what quantities ( consumption or investment, private goods or public goods, meat or potatoes,
etc.)

» how to produce them (coal or nuclear power, how much and what kind of machinery, who farms or teaches, etc.)

» for whom to produce them, reflecting the distribution of income from output.

An analytical tool for addressing these problems is the production-possibility frontier (PPF). In the simplest case an economy can produce just two goods. Then
the PPF is a table or graph (as below) that shows the different quantities of the two goods. Technology and an endowment of productive inputs (such as land,
capital, and prospective labour) are taken as given, which limits feasible total output.
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Point A in the diagram for example, shows that Fa of food and Ca of computers can
be produced when production is run efficiently. So can Fp of food and CB of e
computers (point B). Each point on the curve shows a maximal potential total output A Impossible pnim.s.
for the economy, which is the maximum output of one good, given a feasible output Fa -
quantity of the other good.

==

_ . . iy ) inside the PPF:
Scarcity is represented in the figure by people being willing but unable in the productively

aggregate to consume beyond the PPF. If production of one good increases along the inefficient

curve, production of the other good decreases, an inverse relationship. This is because points. U
increasing output of one good requires transferring inputs to it from production of the B
other good, decreasing the latter. The slope of the curve at a point on it gives the Fy o
trade-off between the two goods. It measures what an additional unit of one good
costs in units forgone of the other good, an example of an opportunity cost.
Opportunity cost has been described as expressing "the basic relationship between
scarcity and choice." Along the PPF, scarcity means that choosing more of one good
in the aggregate entails doing with /ess of the other good. Still, in a market economy, Ca Ca
movement along the curve can also be described as the choice of the increased output

being worth the cost to the agents.

—hﬁ-——ph——-nﬂl

Computers

By construction, each point on the curve shows productive efficiency in maximizing output for given total inputs. A point inside the curve, as at U, is feasible
but represents production inefficiency (wasteful use of inputs), in that output of one or both goods could increase by moving in a northeast direction to a point
on the curve. An example of such inefficiency might be from high unemployment during a business-cycle recession. Being on the curve might still not fully
satisfy allocative efficiency if it did not produce a mix of goods that consumers preferred.

Consistent with the common economic problems listed above, much applied economics in public policy is concerned with determining how the efficiency of an
economy can be improved. Recognizing the reality of scarcity and then figuring out how to organize society for the most efficient use of resources has been
described as the "essence of economics," where the subject "makes its unique contribution."

Specialization, division of labour, and gains from trade

Specialization in production is a pervasive feature of economic organization. Its contribution to economic efficiency and technological progress has long been
noted. It includes different types of output among farms, manufacturers, and service providers, economies, etc. Among each of these production systems, there
may be:

» a corresponding division of labour with each worker having a distinct occupation or doing a specialized task as part of the production effort,

= correspondingly different types of capital equipment and differentiated land uses.
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Adam Smith's Wealth of Nations (1776) notably discusses the benefits of the division of labour. How individuals can best apply their own labour or any other
resource is a central subject in the first book of the series. Smith claimed that an individual would invest a resource, for example, land or labour, so as to earn
the highest possible return on it. Consequently, all uses of the resource must yield an equal rate of return (adjusted for the relative riskiness of each enterprise).
Otherwise reallocation would result. This idea, wrote George Stigler, is the central proposition of economic theory. French economist Turgot had made the same
point in 1766.

In more general terms, it is theorized that market incentives, including prices of outputs and productive inputs, select the allocation of factors of production by
comparative advantage, that is, so that (relatively) low-cost inputs are employed to keep down the opportunity cost of a given type of output. In the process,
aggregate output increases as a by product or by design. Such specialization of production creates opportunities for gains from trade whereby resource owners
benefit from trade in the sale of one type of output for other, more highly-valued goods. A measure of gains from trade is the increased output (formally, the
sum of increased consumer surplus and producer profits) from specialization in production and resulting trade.

Money

Money is a means of final payment for goods in most market economies and the unit of account in which prices are typically stated. It includes currency held by
the nonbank public and checkable deposits. It has been described as a social convention, like language, useful to one largely because it is useful to others. As a
medium of exchange, money facilitates trade. Its economic function can be contrasted with barter (non-monetary exchange). Given a diverse array of produced
goods and specialized producers, barter may entail a hard-to-locate double coincidence of wants as to what is exchanged, say apples and a book. By
comparison, money can reduce the transaction cost of exchange because of its ready acceptability. Then it is less costly for the seller to accept money in
exchange, rather than what the buyer produces.

At the level of an economy, theory and evidence are consistent with a positive relationship running from the total money supply to the nominal value of total
output and to the general price level. For this reason, management of the money supply is a key aspect of monetary policy.

Supply and demand
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The theory of demand and supply is an organizing principle to explain prices and quantities of goods sold and changes thereof
in a market economy. In microeconomic theory, it refers to price and output determination in a perfectly competitive market.
This has served as a building block for modeling other market structures and for other theoretical approaches.

For a given market of a commodity, demand shows the quantity that all prospective buyers would be prepared to purchase at
each unit price of the good. Demand is often represented using a table or a graph relating price and quantity demanded (see
boxed figure). Demand theory describes individual consumers as " rationally" choosing the most preferred quantity of each
good, given income, prices, tastes, etc. A term for this is 'constrained utility maximization' (with income as the " constraint" on
demand). Here, ' utility' refers to the (hypothesized) preference relation for individual consumers. Utility and income are then

used to model hypothesized properties about the effect of a price change on the quantity demanded. The law of demand states d, 6, Quantity”
that, in general, pricg and quantity demanded in a'gi'ven market are inversely related. In other words, the higher the prige of a The supply and demand model
product, the less of it people would be able and willing to buy of it (other things unchanged). As the price of a commodity rises, describes how prices vary as a
overall purchasing power decreases (the income effect) and consumers move toward relatively less expensive goods (the result of a balance between
substitution effect). Other factors can also affect demand; for example an increase in income will shift the demand curve product availability and

demand. The graph depicts an

increase (that is, right-shift) in

demand from D; to D, along
with the consequent increase in

outward relative to the origin, as in the figure.

Supply is the relation between the price of a good and the quantity available for sale from suppliers (such as producers) at that

price. Supply is often represented using a table or graph relating price and quantity supplied. Producers are hypothesized to be price and quantity required to
profit-maximizers, meaning that they attempt to produce the amount of goods that will bring them the highest profit. Supply is reach a new equilibrium point
typically represented as a directly proportional relation between price and quantity supplied (other things unchanged). In other on the supply curve (S).

words, the higher the price at which the good can be sold, the more of it producers will supply. The higher price makes it

profitable to increase production. At a price below equilibrium, there is a shortage of quantity supplied compared to quantity demanded. This pulls the price up.
At a price above equilibrium, there is a surplus of quantity supplied compared to quantity demanded. This pushes the price down. The model of supply and
demand predicts that for a given supply and demand curve, price and quantity will stabilize at the price that makes quantity supplied equal to quantity
demanded. This is at the intersection of the two curves in the graph above, market equilibrium.

For a given quantity of a good, the price point on the demand curve indicates the value, or marginal utility to consumers for that unit of output. It measures what
the consumer would be prepared to pay for the corresponding unit of the good. The price point on the supply curve measures marginal cost, the increase in total
cost to the supplier for the corresponding unit of the good. The price in equilibrium is determined by supply and demand. In a perfectly competitive market,
supply and demand equate cost and value at equilibrium.

Demand and supply can also be used to model the distribution of income to the factors of production, including labour and capital, through factor markets. In a
labour market for example, the quantity of labour employed and the price of labour (the wage rate) are modeled as set by the demand for labour (from business
firms etc. for production) and supply of labour (from workers).

Demand and supply are used to explain the behaviour of perfectly competitive markets, but their usefulness as a standard of performance extends to any type of
market. Demand and supply can also be generalized to explain variables applying to the whole economy, for example, quantity of total output and the general
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price level, studied in macroeconomics.

Prices and quantities

In supply-and-demand analysis, price, the going rate of exchange for a good, coordinates production and consumption
quantities. Price and quantity have been described as the most directly observable characteristics of a good produced for the
market. Supply, demand, and market equilibrium are theoretical constructs linking price and quantity. But tracing the effects of
factors predicted to change supply and demand -- and through them, price and quantity -- is a standard exercise in applied
microeconomics and macroeconomics. Economic theory can specify under what circumstances price serves as an efficient
communication device to regulate quantity. A real-world application might attempt to measure how much variables that increase
supply or demand change price and quantity.

Even a currency has a price, its

o . T . T exchange rate in currency
Elementary demand-and-supply theory predicts equilibrium but not the speed of adjustment for changes of equilibrium due to a markets. Its determination by

shift in demand or supply. In many areas, some form of "price stickiness" is postulated to account for quantities, rather than supply and demand is an
prices, adjusting in the short run to changes on the demand side or the supply side. This includes standard analysis of the important issue in
business cycle in macroeconomics. Analysis often revolves around causes of such price stickiness and their implications for international trade.
reaching a hypothesized long-run equilibrium. Examples of such price stickiness in particular markets include wage rates in

labour markets and posted prices in markets deviating from perfect competition.

Another area of economics considers whether markets adequately take account of all social costs and benefits. An externality is said to occur where there are
significant social costs or benefits from production or consumption that are not reflected in market prices. For example, air pollution may generate a negative
externality, and education may generate a positive externality (less crime, etc.). Governments often tax and otherwise restrict the sale of goods that have
negative externalities and subsidize or otherwise promote the purchase of goods that have positive externalities in an effort to correct the price distortions
caused by these externalities.

Marginalism

Marginalist economic theory, such as above, describes consumers as attempting to reach a most-preferred position, subject to constraints, including income and
wealth. It describes producers as attempting to maximize profits subject to their own constraints (including demand for goods produced, technology, and the
price of inputs). Thus, for a consumer, at the point where marginal utility of a good, net of price, reaches zero, further increases in consumption of that good
stop. Analogously, a producer compares marginal revenue against marginal cost of a good, with the difference as marginal profit. At the point where the
marginal profit reaches zero, further increases in production of the good stop. For movement to equilibrium and for changes in equilibrium, behaviour also
changes "at the margin" -- usually more-or-less of something, rather than all-or-nothing.

Related conditions and considerations apply more generally to any type of economic system, whether market-based or not, where there is scarcity. The
marginalist notion of opportunity cost is a device to measure the size of the trade-off between competing alternatives. Such costs, reflected in prices, are used
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for predicting responses to public-policy changes or disturbances in a market economy. They are also used for evaluating economic efficiency. Similarly, in a
centrally planned economy, shadow-price relations must be satisfied for efficient use of resources. There shadow pricing can be used for modeling production
units or sectors in relation to objectives of planners.

Economic reasoning

Economics as a contemporary discipline relies on rigorous styles of argument. Objectives include formulating theories that are simpler, more fruitful, and more
reliable than other theories or no theory. Analysis may begin with a simple model that proposes the hypothesis of one variable to be explained by another
variable. Often an economic hypothesis is only qualitative, not quantitative. That is, the hypothesis implies the direction of a change in one variable, not the
size of the change, for a given change of another variable.. For clarity of exposition, theory may proceed with an assumption of ceteris paribus, that is,, holding
constant explanatory terms other than the one under consideration. For example, the quantity theory of money predicts an increase in the nominal value of
output from an increase in the money supply, ceteris paribus.

Economic theory is open to criticisms that it relies on unrealistic, unverifiable, or highly simplified assumptions. An example is the assumption of profit
maximization by business firms. Answers of businesspersons to questions about the factors affecting their decisions may show no such calculation. One
methodological response invokes a supplementary range of theoretical implications, such as that a profit-maximizing firm would raise total price with an
increase in the sales tax. If firms act as if they are trying to maximize profits, the assumption is accepted, whatever businesspersons say they are doing. More
generally, while unrealistic assumptions do not help a bad theory, many descriptive details might be irrelevant to the predictive success of the theory and
omitted for that reason. Still, unrealistic assumptions may challenge the epistemic status of economics as a science, even as concepts and models help explain
economic phenomena.

Expositions of economic reasoning often use two-dimensional graphs to illustrate theoretical relationships. At a higher level of generality, Paul Samuelson's
treatise Foundations of Economic Analysis (1947) used mathematical methods to represent the theory, particularly as to maximizing behavioural relations of
agents reaching equilibrium. The book focused on examining the class of statements called operationally meaningful theorems in economics, which are
theorems that can conceivably be refuted by empirical data.

Economic data may permit testing the theory, if the theory has empirical implications. Statistical methods such as regression analysis can represent unknown
random influences on the variable to be explained. Practitioners use such methods to estimate the size, economic significance, and statistical significance
("signal strength") of the hypothesized relation(s) and to adjust for noise from other variables. By such means, a hypothesis may gain acceptance, although in a
probabilistic, rather than certain or final, sense. Acceptance is provisional, dependent on the hypothesis surviving tests that expose it to rejection, however
inconclusive results might be on a given question, Like theories, uses of test statistics are themselves open to critical analysis.

In recent decades, the use of experimental methods in economics, including controlled experiments, has greatly expanded. This has removed one long-noted
distinction of some natural sciences from economics and allowed more direct tests of what were previously taken as axioms. Development of theories, data, and
methods have transformed some assumptions into testable models. An example is the assumption of narrowly selfish preferences versus a model that tests for
selfish, altruistic, and cooperative preferences.
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Methods similar to those above are used in other fields described as sciences. The widespread use of such methods in economics is a key premise for the
argument that economics is a "genuine science." Still, critics have challenged the net gains from such methods. For example, Friedrich Hayek in his 1974 Nobel
Prize lecture attributed policy failures in economic advising to an uncritical and unscientific propensity to imitate procedures used in the physical sciences. He
argued that even much-studied economic phenomena, such as labor-market unemployment, are inherently more complex than their counterparts in the physical
sciences where such methods were earlier formed. Similarly, theory and data are often very imprecise and lend themselves only to the direction of a change
needed, not its size. In part because of criticism, economics has undergone a thorough cumulative formalization and elaboration of concepts and methods since
the 1940s, some of which have been toward application of the hypothetico-deductive method to explain real-world phenomena. An example of the latter is the
extension of microeconomic analysis to seemingly non-economic areas, sometimes called economic imperialism.

Areas and classifications in economics

Economics is one social science among several but has fields bordering on other areas, including economic geography, economic history, public choice, cultural
economics, and institutional economics.

One division of the subject distinguishes two types of economics. Positive economics ("what is") seeks to explain economic phenomena or behaviour.
Normative economics ("what ought to be," usually as to public policy) prioritizes choices and actions by some set of criteria; such priorities reflect value
judgments, including selection of the criteria.

Another distinction is between mainstream economics and heterodox economics. One broad characterization describes mainstream economics as dealing with
the "rationality-individualism-equilibrium nexus" and heterodox economics as defined by a "institutions-history-social structure nexus."

The JEL classification codes of the Journal of Economic Literature provide a comprehensive, detailed way of classifying and searching for economics
publiications by subject matter. An alternative classification of often-detailed entries by mutually-exclusive categories and subcategories is The New Palgrave:
A Dictionary of Economics.

Analysis of the economy

Areas of economics may be classified in various ways, but an economy is usually analyzed by use of microeconomics or macroeconomics.

Microeconomics

Microeconomics examines the economic behaviour of agents (including individuals and firms) and their interactions through individual markets, given scarcity

and government regulation. A given market might be for a product, say fresh corn, or the services of a factor of production, say bricklaying. The theory
considers aggregates of quantity demanded by buyers and quantity supplied by sellers at each possible price per unit. It weaves these together to describe how
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the market may reach equilibrium as to price and quantity or respond to market changes over time. This is broadly termed demand-and-supply analysis. Market
structures, such as perfect competition and monopoly, are examined as to implications for behaviour and economic efficiency. Analysis often proceeds from the
simplifying assumption that behaviour in other markets remains unchanged, that is, partial-equilibrium analysis. General-equilibrium theory allows for changes
in different markets and aggregates across al// markets, including their movements and interactions toward equilibrium.

Macroeconomics

Macroeconomics examines the economy as a whole to explain broad aggregates and their interactions "top down," that is, using a simplified form of general-
equilibrium theory. Such aggregates include national income and output, the unemployment rate, and price inflation and subaggregates like total consumption
and investment spending and their components. It also studies effects of monetary policy and fiscal policy. Since at least the 1960s, macroeconomics has been
characterized by further integration as to micro-based modeling of sectors, including rationality of players, efficient use of market information, and imperfect
competition. This has addressed a long-standing concern about inconsistent developments of the same subject. Macroeconomic analysis also considers factors
affecting the long-term level and growth of national income. Such factors include capital accumulation, technological change and labor force growth.

Mathematical and quantitative methods

Economics as an academic subject often uses geometric methods, in addition to literary methods. Other general mathematical and quantitative methods are also
often used for rigorous analysis of the economy or areas within economics. Such methods include the following.

Mathematical economics

Mathematical economics refers to application of mathematical methods to represent economic theory or analyze problems posed in economics. It uses such
methods as calculus and matrix algebra. Expositors cite its advantage in allowing formulation and derivation of key relationships in an economic model with
clarity, generality, rigor, and simplicity. For example, Paul Samuelson's book Foundations of Economic Analysis (1947) identifies a common mathematical
structure across multiple fields in the subject.

Econometrics

Econometrics applies mathematical and statistical methods to analyze data related to economic models. For example, a theory may hypothesize that a person
with more education will on average earn more income than a person with less education holding everything else equal. Econometric estimates can estimate the
magnitude and statistical significance of the relation. Econometrics can be used to draw quantitative generalizations. These include testing or refining a theory,
describing the relation of past variables, and forecasting future variables.

National accounting
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National accounting is a method for summarizing aggregate economic activity of a nation. The national accounts are double-entry accounting systems that
provide detailed underlying measures of such information. These include the national income and product accounts (NIPA), which provide estimates for the
money value of output and income per year or quarter. NIPA allows for tracking the performance of an economy and its components through business cycles or
over longer periods. Price data may permit distinguishing nominal from real amounts, that is, correcting money totals for price changes over time. The national
accounts also include measurement of the capital stock, wealth of a nation, and international capital flows.

Selected fields
Agricultural economics

Agricultural economics is one the oldest and most established fields of economics. It is the study of the economic forces that affect the agricultural sector and
the agricultural sector's impact on the rest of the economy. It is an area of economics that, thanks to the necessity of applying microeconomic theories to
complex real world situations, has given rise to many important advances of more general applicability; the role of risk and uncertainty, the behaviour of
households and links between property rights and incentives. More recently policy areas such as international commodity trade and the environment have been
stressed.

Development and growth economics

Growth economics studies factors that explain economic growth — the increase in output per capita of a
country over a long period of time. The same factors are used to explain differences in the level of output
per capita between countries. Much-studied factors include the rate of investment, population growth, and
technological change. These are represented in theoretical and empirical forms (as in the neoclassical growth
model) and in growth accounting. The distinct field of development economics examines economic aspects .
of the development process in relatively low-income countries focussing on structural change, poverty, and 17500
economic growth. Approaches in development economics frequently incorporate social and political factors.

World GDP/capita 1-2003 A D.

Economic systems

Economic systems is the branch of economics that studies the methods and institutions by which societies O 100 300 500 700 900 105 130 “.f'.f""f'.",'.'.‘.!l
determine the ownership, direction, and allocaton of economic resources. An economic system of a society S » S

is the unit of analysis. Among contemporary systems at different ends of the organizational spectrum are C B ot Fesops () Western g [1] Wetern Offidet
socialist systems and capitalist systems, in which most production occurs in respectively state-run and Chart of World GDP per capita by region over the last
private enterprises. In between are mixed economies. A common element is the interaction of economic and 2000 years. GDP per capita is a convenient summary

political influences, broadly described as political economy. Comparative economic systems studies the measure of long-term economic development.

relative performance and behaviour of different economies or systems.
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Environmental economics

Environmental economics is concerned with issues related to degradation, enhancement, or preservation of the environment. In particular, public bads from
production or consumption, such as air pollution, can lead to market failure. The subject considers how public policy can be used to correct such failures. Policy
options include regulations that reflect cost-benefit analysis or market solutions that change incentives, such as emission fees or redefinition of property rights.
Environmental Economics should not be conflated with new schools of economic thought sometimes referred to as ecological economics.

Financial economics

Financial economics, often simply referred to as finance, is concerned with the allocation of financial resources in an uncertain (or risky) environment. Thus, its
focus is on the operation of financial markets, the pricing of financial instruments, and the financial structure of companies.

Game theory

Game theory is a branch of applied mathematics that studies strategic interactions between agents. In strategic games, agents choose strategies that will
maximize their payoff, given the strategies the other agents choose. It provides a formal modeling approach to social situations in which decision makers interact
with other agents. Game theory generalizes maximization approaches developed to analyze markets such as the supply and demand model. The field dates from
the 1944 classic Theory of Games and Economic Behaviour by John von Neumann and Oskar Morgenstern. It has found significant applications in many areas
outside economics as usually construed, including formulation of nuclear strategies, ethics, political science, and evolutionary theory.

Industrial organization

Industrial organization studies the strategic behaviour of firms, the structure of markets and their interactions. The common market structures studied include
perfect competition, monopolistic competition, various forms of oligopoly, and monopoly.

Information economics

Information economics examines how information (or a lack of it) affects economic decision-making. An important focus is the concept of information
asymmetry, where one party has more or better information than the other. The existence of information asymmetry gives rise to problems such as moral
hazard, and adverse selection, studied in contract theory. The economics of information has relevance in many fields, including finance, insurance, contract law,
and decision-making under risk and uncertainty.

International economics

International trade studies the determinants of the flow of goods and services across international boundaries. International finance is a macroeconomic field
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which examines the flow of capital across international borders, and the effects of these movements on exchange rates. Increased trade in goods, services and
capital between countries is a major effect of contemporary globalization.

Labour economics

Labour economics seeks to understand the functioning of the market and dynamics for labour. Labour markets function through the interaction of workers and
employers. Labour economics looks at the suppliers of labour services (workers), the demanders of labour services (employers), and attempts to understand the
resulting patterns of wages and other labour income and of employment and unemployment, Practical uses include assisting the formulation of full employment
of policies.

Law and economics

Law and economics, or economic analysis of law, is an approach to legal theory that applies methods of economics to law. It includes the use of economic
concepts to explain the effects of legal rules, to assess which legal rules are economically efficient, and to predict what the legal rules will be. A seminal article
by Ronald Coase published in 1961 suggested that well-defined property rights could overcome the problems of externalities.

Managerial economics

Managerial economics applies microeconomic analysis to specific decisions in business firms or other management units. It draws heavily from quantitative
methods such as operations research and programming and from statistical methods such as regression analysis in the absence of certainty and perfect
knowledge. A unifying theme is the attempt to optimize business decisions, including unit-cost minimization and profit maximization, given the firm's objectives
and constraints imposed by technology and market conditions.

Public finance

Public finance is the field of economics that deals with budgeting the revenues and expenditures of a public sector entity, usually government. The subject
addresses such matters as tax incidence (who really pays a particular tax), cost-benefit analysis of government programs, effects on economic efficiency and
income distribution of different kinds of spending and taxes, and fiscal politics. The latter, an aspect of public choice theory, models public-sector behaviour
analogously to microeconomics, involving interactions of self-interested voters, politicians, and bureaucrats.

Welfare economics

Welfare economics is a branch of economics that uses microeconomic techniques to simultaneously determine the allocative efficiency within an economy and

the income distribution associated with it. It attempts to measure social welfare by examining the economic activities of the individuals that comprise society.
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History and schools of economics

Early economic thought

Ancient economic thought dates from earlier Mesopotamian, Greek, Roman, Indian, Chinese, Persian and Arab civilizations. Notable writers include Aristotle,
Chanakya, Qin Shi Huang, Thomas Aquinas and Ibn Khaldun through to the 14th century. Joseph Schumpeter initially considered the late scholastics of the
14th to 17th centuries as "coming nearer than any other group to being the 'founders' of scientific economics" as to monetary, interest, and value theory within a
natural-law perspective. After discovering Ibn Khaldun's Mugaddimah, however, Schumpeter later viewed Ibn Khaldun as being the closest forerunner of
modern economics, as many of his economic theories were not known in Europe until relatively modern times.

Two other groups, later called 'mercantilists' and 'physiocrats', more directly influenced the subsequent development of the subject. Both groups were associated
with the rise of economic nationalism and modern capitalism in Europe. Mercantilism was an economic doctrine that flourished from the 16th to 18th century in
a prolific pamphlet literature, whether of merchants or statesmen. It held that a nation's wealth depended on its accumulation of gold and silver. Nations without
access to mines could obtain gold and silver from trade only by selling goods abroad and restricting imports other than of gold and silver. The doctrine called for
importing cheap raw materials to be used in manufacturing goods, which could be exported, and for state regulation to impose protective tariffs on foreign
manufactured goods and prohibit manufacturing in the colonies.

Physiocrats, a group of 18th century French thinkers and writers, developed the idea of the economy as a circular flow of income and output. Adam Smith
described their system "with all its imperfections" as "perhaps the purest approximation to the truth that has yet been published" on the subject. Physiocrats
believed that only agricultural production generated a clear surplus over cost, so that agriculture was the basis of all wealth. Thus, they opposed the mercantilist
policy of promoting manufacturing and trade at the expense of agriculture, including import tariffs. Physiocrats advocated replacing administratively costly tax
collections with a single tax on income of land owners. Variations on such a land tax were taken up by subsequent economists (including Henry George a
century later) as a relatively non- distortionary source of tax revenue. In reaction against copious mercantilist trade regulations, the physiocrats advocated a
policy of laissez-faire, which called for minimal government intervention in the economy.

Classical economics

Publication of Adam Smith's The Wealth of Nations in 1776, has been described as "the effective birth of economics as a separate discipline." The book
identified land, labor, and capital as the three factors of production and the major contributors to a nation's wealth.

In Smith's view, the ideal economy is a self-regulating market system that automatically satisfies the economic needs of the populace. He described the market
mechanism as an "invisible hand" that leads all individuals, in pursuit of their own self-interests, to produce the greatest benefit for society as a whole. Smith
incorporated some of the Physiocrats' ideas, including laissez-faire, into his own economic theories, but rejected the idea that only agriculture was productive.

In his famous invisible-hand analogy, Smith argued for the seemingly paradoxical notion that competitive markets tended to advance broader social interests,
although driven by narrower self-interest. The general approach that Smith helped initiate was called political economy and later classical economics. It
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included such notables as Thomas Malthus, David Ricardo, and John Stuart Mill writing from about 1770 to 1870.

While Adam Smith emphasized the production of income, David Ricardo focused on the distribution of income among landowners, workers, and capitalists.
Ricardo saw an inherent conflict between landowners on the one hand and labor and capital on the other. He posited that the growth of population and capital,
pressing against a fixed supply of land, pushes up rents and holds down wages and profits.

Thomas Robert Malthus used the idea of diminishing returns to explain low living standards. Population, he argued, tended to increase geometrically,
outstripping the production of food, which increased arithmetically. The force of a rapidly growing population against a limited amount of land meant
diminishing returns to labor. The result, he claimed, was chronically low wages, which prevented the standard of living for most of the population from rising
above the subsistence level.

Malthus also questioned the automatic tendency of a market economy to produce full employment. He blamed unemployment upon the economy's tendency to
limit its spending by saving too much, a theme that lay forgotten until John Maynard Keynes revived it in the 1930s.

Coming at the end of the Classical tradition, John Stuart Mill parted company with the earlier classical economists on the inevitability of the distribution of
income produced by the market system. Mill pointed to a distinct difference between the market's two roles: allocation of resources and distribution of income.
The market might be efficient in allocating resources but not in distributing income, he wrote, making it necessary for society to intervene.

Value theory was important in classical theory. Smith wrote that the "real price of every thing ... is the toil and trouble of acquiring it" as influenced by its
scarcity. Smith maintained that, with rent and profit, other costs besides wages also enter the price of a commodity. Other classical economists presented
variations on Smith, termed the ' labour theory of value'. Classical economics focused on the tendency of markets to move to long-run equilibrium.

Marxist economics
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Marxist (later, Marxian) economics descends from classical economics. It derives from the work of Karl Marx. The first volume of
Marx's major work, Capital, was published in German in 1867. In it, Marx focused on the labour theory of value and what he
considered to be the exploitation of labour by capital. Thus, the labour theory of value, rather than simply a theory of price, was a
method for measuring the exploitation of labour in a capitalist society, although concealed by appearances of "vulgar" political
economy.

Neoclassical economics

A body of theory later termed 'neoclassical economics' or ' marginalist economics' formed from about 1870 to 1910. The term
'economics' was popularized by neoclassical economists such as Alfred Marshall as a substitute for the earlier term 'political
economy'. Neoclassical economics systematized supply and demand as joint determinants of price and quantity in market
equilibrium, affecting both the allocation of output and the distribution of income. It dispensed with the labour theory of value
inherited from classical economics in favour of a marginal utility theory of value on the demand side and a more general theory of
costs on the supply side.

The Marxist school of
economic thought comes
from the work of German

economist Karl Marx.

In microeconomics, neoclassical economics represents incentives and costs as playing a pervasive role in shaping decision making.
An immediate example of this is the consumer theory of individual demand, which isolates how prices (as costs) and income affect
quantity demanded. In macroeconomics it is reflected in an early and lasting neoclassical synthesis with Keynesian macroeconomics.

Neoclassical economics is occasionally referred as orthodox economics whether by its critics or sympathizers. Modern mainstream economics builds on
neoclassical economics but with many refinements that either supplement or generalize earlier analysis, such as econometrics, game theory, analysis of market
failure and imperfect competition, and the neoclassical model of economic growth for analyzing long-run variables affecting national income.

Keynesian economics
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Keynesian economics derives from John Maynard Keynes, in particular his book The General Theory of Employment, Interest and
Money (1936), which ushered in contemporary macroeconomics as a distinct field. The book focused on determinants of national
income in the short run when prices are relatively inflexible. Keynes attempted to explain in broad theoretical detail why high
labour-market unemployment might not be self-correcting due to low " effective demand" and why even price flexibility and
monetary policy might be unavailing. Such terms as "revolutionary" have been applied to the book in its impact on economic
analysis.

Keynesian economics has two successors. Post-Keynesian economics also concentrates on macroeconomic rigidities and
adjustment processes. Research on micro foundations for their models is represented as based on real-life practices rather than
simple optimizing models. It is generally associated with the University of Cambridge and the work of Joan Robinson.
New-Keynesian economics is also associated with developments in the Keynesian fashion. Within this group researchers tend to
share with other economists the emphasis on models employing micro foundations and optimizing behaviour but with a narrower John Maynard Keynes
focus on standard Keynesian themes such as price and wage rigidity. These are usually made to be endogenous features of the (above, right), widely

. . . considered a towering
models, rather than simply assumed as in older Keynesian-style ones. figure in economics.

Other schools and approaches

Other well-known schools or trends of thought referring to a particular style of economics practiced at and disseminated from well-defined groups of
academicians that have become known worldwide, include the Austrian School, Chicago School, the Freiburg School, the School of Lausanne and the
Stockholm school.

Within macroeconomics there is, in general order of their appearance in the literature; classical economics, Keynesian economics, the neoclassical synthesis,
post-Keynesian economics, monetarism, new classical economics, and supply-side economics. New alternative developments include ecological economics,
evolutionary economics, dependency theory, structuralist economics and world systems theory.

Historic definitions of economics

This section extends the discussion of the definitions of Economics at the beginning of the article.

Influential early discussions of political economy were related to wealth broadly defined, as in the work of David Hume and Adam Smith. Hume argued that
additional gold without increased production only served to raise prices. Smith also described real wealth, not in earlier terms of gold and silver, but the "annual
produce of the labour and land of the society."

John Stuart Mill defined economics as "the practical science of production and distribution of wealth"; this definition was adopted by the Concise Oxford
English Dictionary even though it does not include the vital role of consumption. For Mill, wealth is defined as the stock of useful things.
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Definitions of the subject in terms of wealth emphasize production and consumption. This emphasis was charged by critics as too narrow a focus in placing
wealth to the forefront and man in the background. For example, John Ruskin referred disparagingly to political economy as "the science of getting rich" and a
"bastard science."

Broader later definitions evolved to include the study of man, human activity, and human welfare, not wealth as such. Alfred Marshall in his 1890 book
Principles of Economics wrote, "Political Economy or Economics is a study of mankind in the ordinary business of Life; it examines that part of the individual
and social action which is most closely connected with the attainment and with the use of material requisites of well-being."

Criticisms of welfare and scarcity definitions of economics

The definition of economics in terms of material being is criticized as too narrowly materialistic. Welfare could not be quantitatively measured, because the
marginal significance of money differs from rich to the poor (that is, $100 is relatively more important to the well-being of a poor person than to that of a
wealthy person). Moreover, the activities of production and distribution of goods such as alcohol and tobacco may not be conducive to human welfare, but
these scarce goods do satisfy innate human wants and desires.

Marxist economics still focuses on a welfare definition. In addition, several critiques of mainstream economics begin from the argument that current economic
practice does not adequately measure welfare, but only monetized activity, which is an inadequate approximation of welfare.

The focus on scarcity continues to dominate neoclassical economics, which, in turn, predominates in most academic economics departments. It has been
criticized in recent years from a variety of quarters, including institutional economics and evolutionary economics and surplus economics.
Criticism

Criticism of contradictions

Economics is a field of study with various schools and currents of thought. As a result, there exists a considerable distribution of opinions, approaches and
theories. Some of these reach opposite conclusions or, due to the differences in underlying assumptions, contradict each other.

Economics and politics

Some economists, like John Stuart Mill or Leon Walras, have maintained that the production of wealth should not be tied to its distribution. The former is in the
field of "applied economics" while the latter belongs to "social economics" and is largely a matter of power and politics.

Economics per se, as a social science, do not stand on the political acts of any government or other decision-making organization, however, many policymakers
or individuals holding highly ranked positions that can influence other people's lives are known for arbitrarily use a plethora of economic theory concepts and
rhetoric as vehicles to legitimize agendas and value systems, and do not limit their remarks to matters relevant to their responsibilities. The close relation of
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economic theory and practice with politics is a focus of contention that may shade or distort the most unpretentious original tenets of economics, and is often
confused with specific social agendas and value systems.

Issues like central bank independence, central bank policies and rhetoric in central bank governors discourse or the premises of macroeconomic policies (
monetary and fiscal policy) of the States, are focus of contention and criticism.

Ideologies and economics

For example, it is possible to associate the U. S. promotion of democracy by force in the 21st century, the 19th century work of Karl Marx or the cold war era
debate of capitalism vs. communism, as issues of economics. Although economics makes no such value claims, this may be one of the reasons why economics
could be perceived as not being based on empirical observation and testing of hypothesis. As a social science, economics tries to focus on the observable
consequences and efficiencies of different economic systems without necessarily making any value judgments about such systems, for example, examine the
economics of authoritarian systems, egalitarian systems, or even a caste system without making judgments about the morality of any of them.

Ethics and economics

The relationship between economics and ethics is complex. Many economists consider normative choices and value judgments, like what needs or wants, or
what is good for society, to be political or personal questions outside the scope of economics. Once a person or government has established a set of goals,
however, economics can provide insight as to how they might best be achieved.

Others see the influence of economic ideas, such as those underlying modern capitalism, to promote a certain system of values with which they may or may not
agree. (See, for example, consumerism and Buy Nothing Day.) According to some thinkers, a theory of economics is also, or implies also, a theory of moral
reasoning.

The premise of ethical consumerism is that one should take into account ethical and environmental concerns, in addition to financial and traditional economic
considerations, when making buying decisions.

On the other hand, the rational allocation of limited resources toward public welfare and safety is also an area of economics. Some have pointed out that not
studying the best ways to allocate resources toward goals like health and safety, the environment, justice, or disaster assistance is a sort of willful ignorance that
results in less public welfare or even increased suffering. In this sense, it would be unethical not to assess the economics of such issues. In fact, federal agencies
in the United States routinely conduct economic analysis studies toward that end.

Effect on society

Some would say that market forms and other means of distribution of scarce goods, suggested by economics, affect not just their "desires and wants" but also
"needs" and "habits". Much of so-called economic "choice" is considered involuntary, certainly given by social conditioning because people have come to
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expect a certain quality of life. This leads to one of the most hotly debated areas in economic policy, namely, the effect and efficacy of welfare policies.
Libertarians view this as a failure to respect economic reasoning. They argue that redistribution of wealth is morally and economically wrong. Socialists view it
as a failure of economics to respect society. They argue that disparities of wealth should not have been allowed in the first place. This led to both 19th century
labour economics and 20th century welfare economics before being subsumed into human development theory.

The older term for economics, political economy, is still often used instead of "economics", especially by certain economists such as Marxists. The use of this
term often signals a basic disagreement with the terminology or paradigm of market economics. Political economy explicitly brings social political
considerations into economic analysis and is therefore openly normative, although this can be said of many economic recommendations as well, despite claims
to being positive. Some mainstream universities (many in the United Kingdom) have a "political economy" department rather than an "economics" department.

Economics in practice

The professionalization of economics, reflected in the growth of graduate programs on the subject, has been described as "the main change in economics since
around 1900." Most major universities and many colleges have a major, school, or department in which academic degrees are awarded in the subject, whether in
the liberal arts, business, or for professional study. The Bank of Sweden Prize in Economic Sciences in Memory of Alfred Nobel (colloquially, the Nobel Prize
in Economics) is a prize awarded to economists each year for outstanding intellectual contributions in the field. In the private sector, professional economists
are employed as consultants and in industry, including banking and finance. Economists also work for various government departments and agencies, for
example, the national Treasury, Central Bank or Bureau of Statistics.
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The economy of Africa consists of the trade, industry, and resources of the peoples of Africa. As of July 2005,
approximately 887 million people were living in 54 different states. Africa is by far the world's poorest
inhabited continent, and it is, on average, poorer than it was 25 years ago. Of the 175 countries reviewed in the
United Nations' Human Development Report 2003, 25 African nations ranked lowest.

Africa's current poverty is rooted, in part, in its history. The decolonization of Africa was fraught with
instability aggravated by cold war conflict. Since mid-20th century the Cold War and increased corruption and
despotism have also contributed to Africa's poor economy. While China and India have grown rapidly and
Latin America has experienced moderate growth, lifting millions above subsistence living, Africa has stagnated
and even regressed in terms of foreign trade, investment, and per capita income. This poverty has widespread
effects, including low life expectancy, violence, and instability, which in turn perpetuate the continent's
poverty. Over the decades, attempts to improve the economy of Africa have been met with little success.
However, recent data suggest African economies are experiencing faster growth. The World Bank reports the
economy of Sub-Saharan African countries grew at rates that match global rates.The economies of the fastest
growing African nations experienced growth significantly above the global average rates. The top nations in
2007 include Mauritania with growth at 19.8%, Angola at 17.6% and Mozambique at 7.9%.

Regional variation
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Economy of Africa
During 2003 unless otherwise stated

Population:
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USS$ 1.635 trillion
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$558 billion
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While no African nation has joined the ranks of the developed nations in the Organisation for Economic Numbers from the UNDP and AfDB. Most numbers

Co-operation and Development (OECD) yet, the entire continent is not utterly impoverished and there is exclude some countries for lack of information. Since
these tend to be the poorest nations, these numbers tend

considerable variation in its wealth. Arab North Africa has long been closely linked to the economies of :
) L. ) X ) ) ) to have an upwards bias. Numbers are mostly from
Europe and the Middle East. South Africa is by far the continent's wealthiest state, both in GDP per capita and 2002.
in total GDP, and its neighbours have shared in this wealth. South Africa is a likely future member of the .
= : . . ] See also: Economy of the world - Economy of Africa
OECD. The small but oil-rich states of Gabon and Equatorial Guinea round out the list of the ten wealthiest - Economy of Asia - Economy of Europe - Economy of
states in Africa. North America - Economy of Oceania - Economy of

South America
The temperate northern and southern ends of the continent are wealthier than tropical sub-Saharan Africa.
Within the tropics, East Africa, with its long pre-colonial history of trade and development, has tended to be
wealthier and more stable than elsewhere. Islands such as the Seychelles, Réunion, Mauritius, and Cape Verde have remained
wealthier than the continental nations, although the unstable Comoros remain poor.

The poorest states are those engaged in or just emerging from civil wars. These include the Democratic Republic of the Congo,
Sierra Leone, Burundi, and Somalia. In recent times the poorest region has been the Horn of Africa, although it had historically
been one of the wealthiest regions of sub-Saharan Africa. Ethiopia in particular had a long and successful history. The current
poverty of the region, and the associated famines and wars, have been a problem for decades.
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There is considerable internal variation within countries. Urban areas, especially capital cities, are generally wealthier than
rural zones. Inequality is pronounced in most African countries; an upper class has a much higher income than the majority of
the population.
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Before the Roman Empire, ancient Egypt was one of the world's most prosperous and advanced civilizations. The port of converted to US dollars.

Alexandria, founded by Alexander the Great in 334 BC, was a hub for Mediterranean trade for centuries. Well into the 19th
century, Egypt remained one of the most developed regions outside Europe.

South of the Sahara conditions were different. Internal trade within the continent, hindered by thick forests and massive deserts, was always difficult. Prosperity
in sub-Saharan Africa was rare, excepting Nubia, Ethiopia, Mali and Ghana, which had trade routes north to the Mediterranean world and Middle East.

Sub-Saharan Africans have historically built structures from stone mainly in the Nile Valley in cities like Meroe, Napata, Axum by former Nubian and Ethiopian

kingdoms. Most other Sub Saharan African pre-colonial civilizations built mainly out of mud brick, leaving few lasting ruins except Great Zimbabwe. Finding no
architectural monuments in most parts of the region, some European explorers and historians long concluded that pre-colonial sub-Saharan Africa was devoid of
civilization (see Sub-Saharan Africa critic of the term).
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New technologies and the development of civilization made trading easier. For most of the first millennium AD, the Axumite
Kingdom had a prosperous trade empire on the eastern horn, where the modern states of Ethiopia and Eritrea lie. Axum had a
powerful navy and traded as far as the Byzantine Empire, India, and possibly China. The introduction of the camel by North
African Arab conquerors in the 10th century opened trade across the Sahara for the first time. The profits from the gold and
salt trades created powerful empires in the western Sahel including the Kingdom of Ghana and the Mali and Kanem-Bornu
Empires, where travellers reported vast wealth. Arabs helped build a maritime trade along Africa's east coast, which prospered
as Swahili traders exported ivory and slaves across the Indian Ocean.

Once a departure point for Further south empires were less common, with the notable exception of Great Zimbabwe. In the Great Lakes region, states

trans-Saharan caravans, the such as Rwanda, Burundi, and Buganda became strongly centralized, due to its high population and agricultural surplus.
market of Douz, Tunisia is

today popular with Western

tourists In the 15th century, Portuguese traders circumvented the Saharan trade route and began to trade directly with Guinea. Other

European traders followed, rapidly boosting prosperity in Western Africa. States flourished, including the Kingdom of Benin,
Dahomey, and the Ashanti Confederacy. Loose federations of city states such as those of the Yoruba and Hausa were
common. However, this wealth was principally based on the slave trade, which collapsed following the abolition of slavery and later European colonization.

Although Europeans were ostensibly committed to developing their colonies, colonial rulers employed a laissez-faire strategy during the first decades. It was
hoped that European companies would prosper if given a secure operating environment. This only occurred in a few areas with rich resources; the colonial
economies hardly grew from the 1890s through the 1920s. The colonies had to pay their own way, receiving little or no development money from Europe. Only
in the 1930s, with the rise of Keynesian economics, did the colonial administrations seriously encourage development. However, new projects could not
transpire until after the Great Depression and the Second World War.

African economies boomed during the 1950s as growth and international trade multiplied beyond their pre-war levels. The insatiable demand for raw materials
in the rebuilding economies of Asia and Europe and the strong growth in North America inflated the price of raw materials. By the end of the colonial era in the
1960s, there was great hope for African self-sufficience and prosperity. However, sporadic growth continued as the newly independent nations borrowed
heavily from abroad.

The world economic decline of the 1970s, rising oil prices, corruption, and political instability hit Africa hard. In subsequent decades Africa has steadily become
poorer compared to the rest of the world; South America experienced solid growth, and East Asia spectacular growth, during that same period. According to the
World Economic Forum, ten percent of the a world's poor were African In 1970; by 2000, that figure had risen to 50 p[ercent. Between 1974 and 2000 the
average income declined by $200. Beginning in 1976, the Lomé Convention and Cotonou Agreement between the European Union and ACP countries,
including Sub-Saharan Africa, have structured economic relations between the two regions.

Sectors

Agriculture
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Around 60 percent of African workers are employed by the agricultural sector, with about three-fifths of African farmers being subsistence farmers. Subsistence
farms provide a source of food and a relatively small income for the family, but generally fail to produce enough to make re-investment possible. Larger farms
tend to grow cash crops such as coffee, cotton, cocoa, and rubber. These farms, normally operated by large corporations, cover tens of square kilometres and
employ large numbers of labourers.

The situation whereby African nations export crops to the West while millions on the continent starve has been blamed on Western States including Japan, the
European Union and the United States. These countries protect their own agricultural sectors with high import tariffs and offer subsidies to their farmers, which
many contend leads the overproduction of such commodities as grain, cotton and milk. The result of this is that the global price of such products is continually
reduced until Africans are unable to compete, except for cash crops that do not grow easily in a northern climate.

Due to these market forces, in Africa excess capacity is devoted to growing crops for export. Thus, when civil unrest or a bad harvest occurs, there is often very
little food saved and many starve. Ironically, excess foodstuffs grown in developed nations are regularly destroyed, as it is not economically viable to transport
it across the oceans to a market poor in capital. Although cash crops can expand a nation's wealth, there is often a risk that focusing on them rather than staples
will lead to food shortages and hunger.

Mining and drilling

Africa's most valuable exports are minerals and petroleum. A few countries possess and export the vast majority of these resources. The southern nations have
large reserves of gold, diamonds, and copper. Petroleum is concentrated in Nigeria, its neighbours, and Libya.

While mining and drilling produce most of Africa's revenues each year, these industries only employ about two million people, a tiny fraction of the continent's
population. Profits normally go either to large corporations or to the governments. Both have been known to squander this money on luxuries for the elite or on
megaprojects that return little value.

In some cases, these resources have turned out to be a curse. Although Congo is rich in minerals, the country remains one of the poorest countries in the world.
This is historically due to ownership fights over these minerals, tracing back to the early 1900s. After Congo's independence from Belgium, the colonial
government hesitated to leave behind these resources. Congo solicited UN help against Belgium, but that turned out to be a bad idea. In an attempt to get out of
the quagmire, Congo sought Soviet assistance. This led the country into deeper trouble, as the country separated into two and a long proxy war between the
West and East began.

Manufacturing

Africa is the least industrialized continent; only South Africa, Egypt and North Africa have substantial manufacturing sectors. Despite readily available cheap
labour, nearly all of the continent's natural resources are exported for secondary refining and manufacturing. According to the AFDB, about 15% of workers are
employed in the industrial sector.
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The multinational corporations that control most of the world's major industries and their financiers require political stability before erecting an expensive
factory and risk losing that investment through nationalization. An educated populace, good infrastructure and a stable source of electricity are essential to
investments. These factors are rare in Africa. Other developing regions of the world such as India and China have been more attractive to companies looking to
build a new factory or invest in a local enterprise.

Many African states used to limit foreign investment to ensure local majority ownership. Close governmental control over industry further discouraged
international investment. Attempts to foster local industry have been hampered by insufficient technology, training, and investment money. The paucity of local
markets and the difficulty of transporting goods from major African centres to world markets contribute to the lack of manufacturing outside of South Africa
and Egypt.

Investment and banking

Banking in Africa has long been problematic. Because local banks are often unstable and corrupt, governments and industry rely on international banks. South
Africa alone has a thriving banking sector, aided by the international sanctions of the apartheid era, which forced out the once-dominant British banks. In the
years after independence, African governments heavily regulated the banking sector and placed strict limits on international competition. In recent decades,
banking reform has been a priority of the IMF and World Bank. One important reform was obtaining permission for increased penetration by foreign banks.
South Africa has been the most successful in attracting local operation of foreign banks.

Encouraging foreign investment in Africa has been difficult. Even Africans are reluctant to invest locally; about forty percent of sub-Saharan African savings
are invested in other markets. The IMF and World Bank only lend money after imposing stringent and controversial conditions such as austerity policies.

There are two African currency unions; the West African Banque Centrale des Etats de I'Afrique de I'Ouest (BCEAO) and the Central African Banque des Etats
de I'Afrique Centrale (BEAC). Both use the CFA franc as their legal tender.

Communication and information technology

The continent has the largest growth rate of cellular subscribers in the world. African markets are expanding nearly twice as fast as Asian markets. The African
cell phone has created a base for cellular banking.

Determinants

The seemingly intractable nature of Africa's poverty runs counter to modern economic theory, leading to debate concerning its root causes. Endemic warfare
and unrest, widespread corruption, and despotic regimes are both causes and effects of the continued economic problems.

Geography
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Africa has the largest hot desert and the second largest tropical forest in the world that hinder building transcontinental means of transportations, hampering its
economy. In the centre of the continent, on the western side, an almost impenetrable rainforest impedes the transit of people and goods. The Sahara creates an
obvious barrier to trade from the north. Although Africa has great river systems such as the Nile, Niger, Congo, and Zambezi, they do not link the continent into
trade routes effectively as happens in Europe and China. Rapids and cataracts block African rivers, requiring development projects to allow navigation. The wet
terrain of the interior complicates transport. Few roads are paved and during the wet season unpaved tracks become impassable mud.

Countries in Africa are cut off from the sea more than those on other continents. Africa has more landlocked nations than any other continent, which support a
high population density compared to the steppes or plains of North America and Asia. The ridge running from Zimbabwe to Ethiopia has superb volcanic soils
and the higher altitude produces a more temperate climate. These enable more interior settlement, but the lack of access to the sea makes international trade
harder.

The majority of the world's population and wealth is found in the temperate zone. Historically the vast expanse of Eurasia,
almost entirely in the temperate zone (except for the vast tracts that are dry and hot such as the Arabian Peninsula; cold tundra
such as in North Asia, and tropical such as subcontinental India, Bangladesh, Thailand, Laos, Bhutan, Burma, Cambodia,
Vietnam, Malaysia, and Singapore) was linked by land routes, allowing technologies and ideas to spread from one area over
time, aiding innovation. The agricultural techniques and medicines designed to work in the northern climes may fail in the
tropics. This theory could partly explain why temperate South Africa is by far the wealthiest part of Africa, and why other
tropical areas in South America and Indonesia share Africa's poverty, though tropical Singapore and Brunei do not,
nevertheless they are still isolated spots of wealth. There are no tropical countries in the OECD, apart from Mexico and
Australia which have significant tropical sections, and only a handful have a GDP per capita above the world average, again
apart from Mexico, Australia, Singapore, Brunei, Malaysia and Thailand. A tropical latitude is not a guarantee of poverty, but
globally there is a definite correlation between wealth and climate, though this said theory is far more complicated than simply
considering "tropical" vs. "non-tropical" countries or regions. Variations of this theory of geographic determinism date back to

A satellite composite image of

Africa reveals the more . . S L . .
inhabitable regions of the Montesquieu, though these theories have been simplistic and unscientific until they have recently been revived and refined by

interior. academics such as William Masters and Jeffrey Sachs and popular writers such as Jared Diamond.

Africa is well-endowed with natural resources, including gold, diamonds, and oil reserves, but due to several factors including
poor governance and global trade policies which place tariffs on finished goods from Africa, few African countries have materially benefited from their mineral
wealth. Africa is as well suited to agriculture as any other continent; the volcanic soils of the Great Lakes region are—by some measures—the best in the world.

Disease

Closely linked to geography is the problem of disease in Africa. The tropics are more hospitable to disease than the colder climates. The most significant illness
has long been malaria. A new problem of vast magnitude is the rise of HIV/AIDS in Sub-Saharan Africa. AIDS, whose spread correlates with poverty, has
nevertheless hit hardest in some of the wealthiest African countries, including Botswana, Swaziland, and South Africa. AIDS has decimated or will decimate the
working-age population of many states.
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The healthcare costs, including those of importing anti-retroviral AIDS drugs from the West, is a new burden on many African states, leading to the challenging
of drug prices and the manufacture of cheap generic alternatives. Tropical diseases can be just as expensive to cure, assuming a cure exist. Since the tropical
regions are poorer, pharmaceutical companies are reluctant to invest in curing the diseases of the region. Disease not only reduces the work force and creates a
burden on health care, but also harms agriculture and transportation, as most forms of livestock cannot survive the diseases of the region. Historically,
sub-Saharan Africans could not use pack animals for trade or work horses for labour, limiting the continent's development.

Africa is in the midst of major AIDS epidemic. The cost of vaccines and medical supplies compounds the economic cost of the labour force becoming medical
dependents. As parents die or become unable to work, their children must find care elsewhere, adding to the burden of already struggling families and states.

Colonialism

The economic impact of the colonization of Africa has been debated. Africa acquired its greatest relative wealth in the 1960s,
just prior to decolonization. African countries have yet to return to those levels of wealth. Some see this as evidence that
colonialism helped local economies by creating a cyclical economic link with the ruling colonial power, and with independence
this link was broken.

To achieve wealth during the colonial period, imperial overseers geared the economies of Africa towards exporting raw
materials. Egypt produced cotton, Ruanda-Urundi was almost completely dedicated to growing coffee, and Upper Volta

specialized in palm oil. Basing an entire nation's wealth on one commodity in this way would have debilitating effects later. — et

These monocultures left national economies extremely vulnerable to price swings, making economic planning difficult. Some o

writers, such as Walter Rodney in his influential book How Europe Underdeveloped Africa, argue that these colonial policies § E%E'-“ '
are directly responsible for many of Africa's modern problems. Other post-colonial scholars, most notably Frantz Fanon, have B ldepmadent

argued that the true effects of colonialism are psychological and that domination by a foreign power creates a lasting sense of

inferiority and subjugation that creates a barrier to growth and innovation. Of course, other countries such as Japan and By 1913, European powers had

divided the African continent

Germany have succeeded economically despite such foreign incursions. into a patchwork that showed
little regard for ethnic or
European culture in the late 19th century brought racism and social Darwinism. The elevation of the white race above blacks linguistic boundaries.

had lasting repercussions in lands with significant European immigration, notably South Africa and Rhodesia. Even more
damaging was the introduction of the idea that northern Hamites such as the Ethiopians and Tutsi were racially superior to
other Africans. This division of society into rival ethnicities would have long-lasting negative effects, especially in Rwanda and Burundi.

In those areas that were colonies rather than protectorates, colonizers acted quickly to ensure all the top members of society were Europeans. This included not
only the rulers but the lawyers, doctors, and academics. The colonial rulers looked upon educated native populations, such as in the Gold Coast and the
Maghreb, with great suspicion as probable nationalists and anti-imperialists. Colonial regimes therefore did not invest money or effort in creating a local elite.
While they funded education, this was almost entirely elementary skills such as literacy. Once independent, African states saw an exodus of European
administrators and consequently lacked individuals with the training or education to operate the government they had inherited. For instance, the massive area
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of French Equatorial Africa was divided into four independent nations, but was home to only five locals who were university graduates.

One method of gauging the effects of colonialism on the economies of Africa is to compare the results of different colonial policies implemented by the
European powers. Regions where the economy was plundered, such as the Raubwirtschaft policies of Leopold II in the Congo Free State, have not prospered.
The long reluctance of Portugal to surrender its colonies, leading to long wars of independence, had an obvious negative effect on Mozambique and Angola. The
countries formerly under French control have fared much better, and those under British dominion were the most successful. This inequality may be due to
other factors than economic policy. Britain, at the time of the Scramble for Africa, was the world's greatest power and could thus cherry-pick the wealthiest
parts of the continent. The French, with their mighty navy, could also occupy prosperous areas, while the Belgians were forced to take the economically
disadvantaged interior.

Africa as a whole has not prospered compared with other colonised regions in Asia and the Americas. At the end of the Second World War the Americas were
economically the strongest of the colonised regions; in the span of one generation, former colonies in Asia have become economic powerhouses.

Cultural and linguistic diversity

In the Scramble for Africa, national boundaries in sub-Saharan Africa were established by Europeans using latitude and longitude rather than natural borders.
This separated population centres from their supplies of food and natural resources. The artificial borders of modern African states cut across cultural, tribal,
linguistic and religious boundaries, creating ethnic and religious cleavages which impede national unity and induce internal violence.

However, those states that preserved pre-colonial boundaries have been no more successful. Few countries in Africa have more troubled recent histories than
Rwanda and Burundi, although their borders are almost identical to those of the prosperous kingdoms from which they are descended. The ancient and only
briefly occupied state of Ethiopia is one of the poorest on the continent, and ethnically unified Somalia has failed so completely that it no longer exists in any
real sense. Elsewhere, the Americas were also divided up by Europeans along arbitrary borders and yet those continents remain economically far more
successful than Africa.

Africa is a much divided continent with many small countries. Successful economic growth requires regional cooperation, which political tensions make
difficult. To be effective, foreign aid must be multilateral, making it harder to base aid upon the performance of local governments.
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The African peoples speak over 2,000 languages. In 2005, six of the world's ten most linguistically diverse countries were
African. The nearly 26 million people of Tanzania alone speak 127 distinct languages. The primary language of government,
political debate, academic discourse, and administration is often the language of the former colonial powers—English, French,
or Portuguese. Only an elite minority speak these European languages fluently enough to participate in these institutions
without intermediaries, further disenfranchising the majority population.

Governance _
Over 67 languages are spoken
The political situation in Africa perpetuates the intractable nature of African poverty. Democracy in Africa has not been by the people of Ghana.
historically successful, almost always supplanted by centralized authoritarian rule such as military dictatorships. Alhough some
rulers worked to improve the lot of their nation's citizens, others used power purely for their own benefit. Among the most notorious was Mobuto Sese Seko of
Zaire, whose regime has been called a kleptocracy due to its looting of the nation's wealth. According to international measures, the economies of Africa
generally rank among the most corrupt. Bribery and graft abound, due to poverty and poorly handled de-colonization, and the superpowers' (Soviet Union and
United States) practice during the Cold War of supporting any ruler with the desired political alignment, regardless of their managerial practices or human rights
records.

Dependency theory asserts that the wealth and prosperity of the superpowers and their allies in Europe, North America and East Asia is dependent upon the
poverty of the rest of the world, including Africa. Economists who subscribe to this theory believe that poorer regions must break their trading ties with the
developed world in order to prosper.

Less radical theories suggest that economic protectionism in developed countries hampers Africa's growth. When developing countries have harvested
agricultural produce at low cost, they generally do not export as much as would be expected. Abundant farm subsidies and high import tariffs in the developed
world, most notably those set by Japan, the European Union's Common Agricultural Policy, and the United States Department of Agriculture, are thought to be
the cause. Although these subsidies and tariffs have been gradually reduced, they remain high. This theory, however, overlooks the heavy hand of the State in
several African nations that can even prevent their own exports from becoming competitive.

Although Africa and Asia had similar levels of income in the 1960s, Asia has since outpaced Africa. One school of economists argues that Asia's superior
economic development lies in local investment. Corruption in Africa consists primarily of extracting economic rent and moving the resulting financial capital
overseas instead of investing at home; the stereotype of African dictators with Swiss bank accounts is often accurate. Asian dictators such as Suharto often take
a cut on everything, necessitating bribery, but enable development through infrastructure investment and the social stability created by law and order.
University of Massachusetts researchers estimate that from 1970 to 1996, capital flight from 30 sub-Saharan countries totalled $187bn, exceeding those nations'
external debts. This disparity in development is consistent with the model theorized by economist Mancur Olson. Because governments were politically unstable
and new governments often confiscated their predecessors' assets, officials would stash their wealth abroad, out of reach of any future expropriation.

Corruption encouraged social inequality, because the wealthy elite not only avoided investing at home, but also imported most of its consumption. Desirable
luxury goods were generally not locally available. This hindered the development of national markets. Historically, economic development is closely linked to
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the creation of a middle class with enough income to save and invest but limited influence on governance. In countries without such a middle class,
development is all but impossible, except the illusory and destructive development based on extracting resources like oil.

War

Since independence, Africa has seen dozens of wars, both civil and international. This has contributed to poverty because states have spent their scarce
resources on military equipment and supplies. Development has suffered, since warfare has scared off foreign investors, destroyed infrastructure, and created
lasting animosities.

Much conflict was enabled by the Cold War. The countries of the Western and Eastern blocs leveraged foreign aid money to coax countries into their camp. Aid
was tied to the purchase of military weapons, and donor countries ignored misappropriation of the funds. Corruption became endemic, hampering economic
development. Proxy conflicts erupted in Africa when each bloc would fund and assisted rebel or sectarian groups under the control of the opposing bloc.

Violence in Africa has increased following the Cold War, despite the slashing of foreign aid spending in developed countries. Civil wars have raged throughout
the African Great Lakes region, Somalia, Sudan, Mozambique, Liberia, Sierra Leone, Ivory Coast, and Guinea-Bissau. International wars include the First and
Second Congo Wars between the Democratic Republic of the Congo and its neighbours, and conflict between Ethiopia and its former province Eritrea.

Effects of widespread poverty

Africa's economic malaise is self-perpetuating, as it engenders more of the disease, warfare, misgovernment, and corruption
that created it in the first place. Other effects of poverty have similar consequences. The most direct consequence of low GDP
is Africa's low standard of living and quality of life. Except for a wealthy elite and the more prosperous peoples of South Africa
and the Maghreb, Africans have very few consumer goods. Quality of life does not correlate exactly with a nation's wealth.
Angola, for instance, reaps large sums annually from its diamond mines, but after years of civil war, conditions there remain
poor. Radios, televisions, and automobiles are rare luxuries. Most Africans are on the far side of the Digital Divide and are cut
off from communications technology and the Internet. Quality of life and human development are also low. African nations
dominate the lower reaches of the UN Human Development Index. Infant mortality is high, while life expectancy, literacy, and
education are all low. The UN also lowers the ranking of African states because the continent sees greater inequality than any
other region. The best educated often choose to leave the continent for the West or the Persian Gulf to seek a better life.

%
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Catastrophes cause deadly periods of great shortages. The most damaging are the famines that have regularly hit the continent, High index values, indicated by
especially the Horn of Africa. These have been caused by disruptions due to warfare, years of drought, and plagues of locusts. lighter colors, show the relative

poverty of African countries as
An average African faced annual inflation of over 60% from 1990 until 2002 in those few countries that account for inflation. ranked by the UNDP's 2004 list

At the high end, Angola and the Democratic Republic of the Congo both saw triple-digit inflation throughout the period. Most of countries by quality of life.

African states saw inflation of around 10% per year.
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There are no reliable numbers for unemployment in most African nations, but it is an important problem. Major cities like Lagos and Kinshasa have large slums
of the unemployed and underemployed.

Environmental degradation occurs on many fronts. Farmers on the verge of starvation are unlikely to be concerned about the fate of the rainforest in their
pursuit of new land, and starving people do not often consider the rarity of an animal before eating it (see bushmeat). Along the length of the Sahel,
deforestation and overgrazing has caused increased desertification as the Sahara spreads south. Profits from the sale in the West of rare animals, ivory from
elephants, and timber encourage illegal poaching. Local governments have little money to devote to protecting the environment.

Attempts at promoting growth

The relative economic failure of Africa has long been an important issue both in Africa and abroad. Many attempts at solving Africa's poverty have been
attempted, but few have had any great degree of success.

Socialism

In the years immediately after independence many nations saw the rapid industrialisations of the Soviet Union and China under communism as models to follow.
This led to command economies and major investment in heavy industries such as coal and steel production to stimulate growth, but this approach had little
success. Only a handful of states formally adopted socialism and even fewer turned to outright Marxism. Everywhere government intervention in the economy
was seen as necessary for growth, especially since private companies and investors were unlikely to invest in the region.

Often the approach of governments in Africa was to borrow heavily from abroad and use this aid to grow the economy to a level that the loans could be paid
off. Sporadic growth during the years after independence continued. The countries focused on exports to pay for these development efforts. The 1973 energy
crisis hit sub-Saharan Africa as hard as anywhere in the world. While some nations were net exporters, most were heavily reliant on imported fuels. Economies
quickly began to falter and events such as famines hit Africa in the 1980s. The collapse of the Soviet Union, which had supported socialist and collectivist
projects throughout the continent, undermined the legitimacy of such an approach, while it also meant that there were no longer any sources of international aid
to help pursue this approach.

Liberalism

Thus in the 1980s, socialist ideas were discarded throughout almost the entire continent as "capitalism" became seen as the route to salvation in what became
known as the Washington Consensus. By 1990, forty of the nations of Sub-Saharan Africa had agreed to follow rigorous IMF restructuring plans. IMF
recommendations saw the continent's currencies drop by an average of 50%, the selling off of government-owned industries, and the slashing of government
spending. After twenty years, however, these methods have seen as little success as the socialist approaches of the previous era. Average growth increased from
2.3% per annum to 2.8%. Only a handful of African states reached new levels of wealth, and many others became poorer over the course of the 1990s. Today
there is a great deal of controversy on why this failed. One school of thought is that the reforms failed because they were only economic in nature and without
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democracy and the rule of law development cannot occur.

Yet another school of thought attributes some of Africa's problems to insufficient liberalization. It has been pointed out that while the developed world has
insisted that Africa open its markets and eliminate public subsidies, this has been one-sided as the developed world has not opened its markets to agricultural
goods from Africa nor has it eliminated agricultural subsidies. At the GATT free trade talks, the African leaders repeatedly request that the developed nations
abolish the subsidies they provide their farmers and open their markets to African agricultural goods. It has been argued that the abolition of the subsidy would
have three beneficial effects for the developing world and Africa:

» The developed nations would produce less food locally, therefore providing a larger export market for developing countries.

= Food prices would rise without the artificial subsidy and therefore would increase profits for food exports from the developing world.

= The developing nations could adopt a more balanced agriculture policy, producing food and grain for export; this would provide a surplus that would
shield countries from famine.

Autarky

The pursuit of self-sufficiency as advocated by dependency theory has been given limited trials in several African countries. In the 1980s, Nigeria banned the
importation of many foodstuffs to stimulate domestic production. The Lagos Plan of Action of 1982 called for Africa as a whole to block imports from the rest
of the world, but few countries followed through on the idea. Eventually even Nigeria agreed to limited liberalization.

Foreign aid

Since independence there has been a constant flow of foreign aid into Africa. The benefits of this aid have been mixed. In many cases much of this aid was
misappropriated by unscrupulous leaders. During the Cold War the main goal of much of the aid money was to win the allegiance of these rulers, and so their
misappropriation of the aid was at the very least overlooked. Since the end of the Cold War almost all developed countries have slashed foreign aid spending.
Many also allege that the aid that was not stolen was long misdirected. For many decades the leading notion of development was government supervised
mega-projects; today many believe that small grants to local businesses would be more effective. One example of foreign aid which has come under
considerable criticism is food aid. In some circles, it is believed that food aid does not solve any fundamental problems and can also lead to a dependency on
outside assistance, as well as hindering the development of indigenous industries. Food shipments in case of dire local shortage are generally uncontroversial,
but as Amartya Sen has shown, most famines involve a local lack of income rather than of food. In such situations, food aid - as opposed to financial aid - has
the effect of destroying local agriculture and serves mainly to benefit Western agribusiness which are vastly overproducing food as a result of agricultural
subsidies. Historically, food aid is more highly correlated with excess supply in Western countries than with the needs of developing countries.

Debt relief

Advocacy for debt relief has become widespread. Each year Africa sends more money to Western bankers in interest on its debts than it receives in foreign aid
from these countries. Debt relief is not a panacea, but relieving some of the burden, especially of debts that were run up by regimes for their own benefit, may

http://cd3wd.com wikipedia-for-schools http://gutenberg.org page :154 of 626.
13 of 14 29/08/2011 08:50



Economy of Africa zim:///A/Economy of Africa.html

14 of 14

help the economies of Africa grow and prosper. However, arguments against full and unconditional debt relief exist.
First, debt relief punishes nations which have managed borrowing well and do not need debt relief.

Second, unconditional debt relief will not necessarily cause nations to spend more in social programs and services, on the one hand, or to solve their financial
problems without stifling the economy with the need for more taxes, on the other hand.

Finally, debt relief may make it more difficult for nations to receive credit in the future.

It has been suggested that any debt relief policy be conditional upon a commensurate reduction in aid. The Heavily Indebted Poor Countries initiative was
launched in 1996; if implemented, it would greatly affect Africa's economy.
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Economy of the People's Republic of China
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The People's Republic of China has the second largest economy in the world after the US with a GDP of over $
7 trillion (2007) when measured on a purchasing power parity (PPP) basis. In November 2007, it became the
third largest in the world after the US and Japan with a nominal GDP of US$3.42 trillion (2007) when measured
in exchange-rate terms. China has been the fastest-growing major nation for the past quarter of a century with
an average annual GDP growth rate above 10%. China's per capita income has grown at an average annual rate
of more than 8% over the last three decades drastically reducing poverty, but this rapid growth has been
accompanied by rising income inequalities. The country's per capita income is classified as low by world
standards, at about $2,000 (nominal, 107th of 179 countries/economies), and $7,800 (PPP, 82nd of 179
countries/economies) in 2006, according to the IMF.

Since the late 1970s and early 1980s, the economic reforms initially began with the shift of farming work to a
system of household responsibility to start the phase out of collectivized agriculture, and later expanded to
include the gradual liberalization of prices; fiscal decentralization; increased autonomy for state enterprises
that increased the authority of local government officials and plant managers in industry thereby permitting a
wide variety of private enterprise in services and light manufacturing; the foundation of a diversified banking
system; the development of stock markets; the rapid growth of the non-state sector, and the opening of the
economy to increased foreign trade and foreign investment. China has generally implemented reforms in a
gradualist fashion, including the sale of equity in China's largest state banks to foreign investors and
refinements in foreign exchange and bond markets in mid-2000s. As its role in world trade has steadily grown,
its importance to the international economy has also increased apace. China's foreign trade has grown faster
than its GDP for the past 25 years. As of 2007, most of china's growth came from the Private Sector instead of
exports. Particularly the smaller public sector, which was dominated by about 200 large state enterprises
concentrated mostly in utilities, heavy industries, and energy resources.

China has emphasized raising personal income and consumption and introducing new management systems to
help increase productivity. The government has also focused on foreign trade as a major vehicle for economic
growth. China's GDP has increased tenfold since 1978, largely due to economic reforms including liberalization
of their economy. Some economists believe that Chinese economic growth has been in fact understated during
much of the 1990s and early 2000s, failing to fully factor in the growth driven by the private sector and that
the extent at which China is dependent on exports is exaggerated. Nevertheless, key bottlenecks continue to

http://cd3wd.com wikipedia-for-schools http://gutenberg.org page :156 of 626.

zim:///A/Economy_of the People s Republic_of China.html

Economy of

the People's Republic of China

Currency

yuan (CNY); also referred to
as the Renminbi (RMB)

Exchange rate (
av) (2007)

Rmb:$ USD = 7.61
Rmb:¥ JPY100 = 6.47
Rmb:€ EUR = 10.55
Rmb:£ GBP =15.23

Fiscal year

Calendar year (01 Jan to 31
Dec)

Trade WTO, APEC and others
organizations

Statistics
GDP (Nominal) | $3.42 trillion (ranked 4th)
(2007)
GDP ( PPP) $10.21 trillion (ranked 2nd)
(2006)
GDP per capita |$2,034 (ranked 107th)
(Nominal)
(2006)
GDP per capita |$7,800 (ranked 82nd)
(PPP) (2006)
GDP growth 11.4% (official data)
rate (2007)
GDP by sector | agriculture ( primary)
(2006) (11.7%)

industry ( secondary) (48.9%)

29/08/2011 08:53




Economy of the People's Republic of China

2 of 32

constrain growth. Available energy is insufficient to run at fully-installed industrial capacity, the transport
system is inadequate to move sufficient quantities of such critical items as coal, and the communications
system cannot yet fully meet the needs of an economy of China's size and complexity.

The two most important sectors of the economy have traditionally been agriculture and industry, which
together employ more than 70 percent of the labor force and produce more than 60 percent of GDP. The two
sectors have differed in many respects. Technology, labor productivity, and incomes have advanced much
more rapidly in industry than in agriculture. Agricultural output has been vulnerable to the effects of weather,
while industry has been more directly influenced by the government. The disparities between the two sectors
have combined to form an economic-cultural-social gap between the rural and urban areas, which is a major
division in Chinese society. China is the world's largest producer of rice and is among the principal sources of
wheat, corn (maize), tobacco, soybeans, peanuts (groundnuts), and cotton. The country is one of the world's
largest producers of a number of industrial and mineral products, including cotton cloth, tungsten, and
antimony, and is an important producer of cotton yarn, coal, crude oil, and a number of other products. Its
mineral resources are probably among the richest in the world but are only partially developed. Although China
has acquired some highly sophisticated production facilities through trade and also has built a number of
advanced engineering plants capable of manufacturing an increasing range of sophisticated equipment,
including nuclear weapons and satellites, most of its industrial output still comes from relatively backward and
ill-equipped factories. The technological level and quality standards of its industry as a whole are still fairly
low.

History

1949-1980

In 1949, China followed a socialist heavy industry development strategy, or the "Big Push" strategy.
Consumption was reduced while rapid industrialization was given high priority. The government took control
of a large part of the economy and redirected resources into building new factories. Entire new industries were
created. Most important, economic growth was jump-started. Tight control of budget and money supply
reduced inflation by the end of 1950. Though most of it was done at the expense of suppressing the private
sector of small to big businesses by the Three-anti/five-anti campaigns between 1951 to 1952. The campaigns
were notorious for being anti-capitalist, and imposed baseless charges that allowed the government to punish
capitalists with severe fines. In the beginning of the Communist party's rule, the leaders of the party had agreed
that for a nation such as China, which does not have any heavy industry and minimal secondary production,
capitalism is to be utilized to help the building of the "New China" and finally merged into communism.
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Throughout the 1950s and 1960s a number of widespread changes occurred in China's economic policies and
procedures. During the First Five-Year Plan period (1953-1957), a policy of continued rapid industrial
development was furthered, though somewhat at the detriment of other economic sectors. The largest part of
the state's investment was directed into the industrial sector, while agriculture, which employed more than 78.6
percent of the labor force, was compelled to depend on its own minimal capital resources for a significant
portion of its fund necessities. The highest priority was given to industrial sectors, such as coal, electric power,
iron and steel, building materials, basic chemicals, and heavy engineering. By following the Soviet model, the
goal was to set up technologically sophisticated, large-scale, capital-intensive plants. Many new factories were
built with Soviet technical and financial assistance, as they could not be purely supported by domestic
resources.

During the first policy plan fast growth in heavy industry was achieved, but a few months after the introduction
of the Second Five-Year Plan (1958-1962), which was to be on the same lines as the First, the policy of the
Great Leap Forward was announced. In agriculture, this involved the formation of people's communes, the
abolition of private plots, and the increasing of output through greater cooperation and physical effort.
Construction of large factories was to be continued apace, and in addition to that was the initiative to create a
massive auxiliary network of simple, small-scale industries and plants that were built and managed locally.
However, the Chinese peasantry was unprepared for this communal system, and a plunge in agricultural output
soon followed.. Concurrently, the irregular and haphazard backyard production drive failed to achieve the
intended objectives as it turned out enormous quantities of expensively produced, low quality goods, most
notably steel produced from low quality iron which can not be used to build. During that time, these failures
were exacerbated all the more by the Sino-Soviet split which caused the cancellation of Soviet assistance
which had provided technicians and blueprints. In consequence, by late 1960 the country was in the throes of
an economic and humanitarian disaster. Mao Zedong self-exiled from politics and was succeeded by Liu
Shaoqi, who made a complete about-turn in policy. He criticized the disasters as "30% fault of nature, 70%
human error." Private plots were restored, the size of the communes was reduced, and greater independence
was given to the production team. There was also a mass transfer of the unemployed from industry to the
countryside, and industrial investment was temporarily slashed in order to free resources for farm production.

This policy, which led to an immediate improvement in the agricultural situation, was maintained until 1963,
when it again became possible to redirect some resources to the capital goods industry. As a result, industrial
production and construction gathered some momentum, but due effort was taken to try to avoid the earlier
mistake of sacrificing food production to iron and steel and similar industries. Then, in 1966 the " Great
Proletarian Cultural Revolution" began, initially as a campaign for Mao to retake power from Liu Shaoqi and
to "eliminate the liberal bourgeoisie" from the Party. Unlike the Great Leap Foward, the Cultural Revolution
did not have an explicit economic rationale. Nevertheless, industrial production was badly affected by the
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ensuing confusion and strife, when hundreds of millions of people simply stopped working, while notable
politicians, factory owners, and even teachers were victims to the massive "uprisings".

The Cultural Revolution left some problematic legacies for the economy. In industry, wages had been frozen
and bonuses cancelled. This had, when combined with the policies of employing more workers than necessary
to absorb unemployment and hiring workers on a permanent basis, essentially eliminated incentives to work
hard. In addition, technicians and many managers lost their authority and could not play an effective role in
production in the wake of the movement. The entire urban system, moreover, provided less than minimal
incentives to achieve efficiency in production. While overall output continued to grow, capital-output ratios
declined. In agriculture, per capita output in 1977 was no higher than in 1957. In 1952, gross industrial output
of China was estimated at 34,900 million yuan in current prices. GDP per capita grew a paltry 17% in the
1960s, and rose to 70% in the 1970s.

1980-1990

Since 1979, China began to make major reforms to its economy. The Chinese leadership adopted a pragmatic
perspective on many political and socioeconomic problems, and sharply reduced the role of ideology in
economic policy. Political and social stability, economic productivity, and public and consumer welfare were
considered paramount and indivisible. In these years, the government emphasized raising personal income and
consumption and introducing new management systems to help increase productivity. The government also had
focused on foreign trade as a major vehicle for economic growth. In the 1980s, China tried to combine central
planning with market-oriented reforms to increase productivity, living standards, and technological quality
without exacerbating inflation, unemployment, and budget deficits. Reforms began in the agricultural,
industrial, fiscal, financial, banking, price setting, and labor systems.

Rural and agricultural reforms began with major price increases for agricultural products in 1979. In 1981 the
authorities began to dismantle the collectively farmed land, and it was with the introduction of the household
responsibility system that these fields were contracted out to private families to work, which provided peasants
greater decision-making in agricultural activities. During this time, the size of private plots (land actually
owned by individuals) was increased, and most restrictions on selling agricultural products in free markets were
lifted.

China's people's communes were largely eliminated by 1984 after more than 25 years in existence. Also by that
time, much longer-term contracts for land were encouraged (generally 15 years or more), and the
concentration of land through subleasing of parcels was made legal. In 1985 the government announced that it
would dismantle the system of planned procurements with state-allocated production quotas in agriculture.
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Peasants who had stopped working the land were encouraged to find private employment in the countryside or
in small towns. However, they did not obtain permission to move to major cities at that time.

With production being introduced in the agricultural sector, private ownership of production assets became
legal, although many major non-agricultural and industrial facilities were still state-owned and centrally
planned. The government also encouraged non-agricultural activities, such as village enterprises in rural areas,
and promoted more self-management for state-owned enterprises, increased competition in the marketplace,
and facilitated direct contact between Chinese and foreign trading enterprises. China also relied more upon
foreign financing and imports. Restraints on foreign trade were relaxed and joint ventures encouraged.

"What is socialism and what is Marxism? We were not quite clear
about this in the past. Marxism attaches utmost importance to
developing the productive forces. We have said that socialism is
the primary stage of communism and that at the advanced stage the
principle of from each according to his ability and to each
according to his needs will be applied. This calls for highly
developed productive forces and an overwhelming abundance of
material wealth. Therefore, the fundamental task for the socialist
stage is to develop the productive forces. The superiority of the
socialist system is demonstrated, in the final analysis, by faster and
greater development of those forces than under the capitalist
system. As they develop, the people's material and cultural life will
constantly improve. One of our shortcomings after the founding of
the People's Republic was that we didn't pay enough attention to
developing the productive forces. Socialism means eliminating
poverty. Pauperism is not socialism, still less communism."

Urban economic reform was aimed at integrating
China more fully with the international economy.
The development of the private sector was
allowed and it was permitted to compete with
state firms in a number of service sectors, and
increasingly in infrastructure operations, such as
construction. Authorities rationalized the pricing
structure and transferred investment somewhat
away from the metallurgical and machine-
building industries and toward light and
high-technology industries, while an emphasis on
resolving the energy, transportation, and
communications bottlenecks was retained.
Individuals were allocated state jobs for which
they had specialized training, skills, or talents, and material incentives for individual effort and a consumer
ethos were created in order to encourage people to work harder and be more productive. Resource allocation
by state planning was reduced and enterprises were made ultimately responsible for their own profits and
losses.

— Chinese paramount leader Deng Xiaoping on June 30, 1984

Central government (mandatory) planning was reduced and the profit remission system was replaced with
contracting and tax-based systems. The reduction in the scope of mandatory planning was based on the
assumption that market forces can more efficiently allocate many resources. This assumption, in turn, requires
a rational pricing system that takes into account any and all extant technologies and scarcities. Because
extensive subsidies were built into the economic system, however, price reform became an extremely sensitive
issue. The fear of inflation also served as a constraint on price reform. Nevertheless, the fact that products
produced in excess of amounts targeted in the plan could be sold, in most cases, at essentially free market
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prices had created a two-tiered price system that was designed to gradually wean the economy from the
administratively fixed prices of an earlier era.

Several measures were taken to improve the incentives for enterprise managers so as to increase the efficiency
of their firms. Enterprises were allowed to keep a substantial share of increases in production, so managers
could be rewarded. This combined with the permission for enterprises to buy and sell surplus goods on
essentially a free market basis meant that the prices thus obtained were often far higher than for goods
produced to meet plan quotas. Managerial authority within firms was strengthened, and bonuses were restored
and allowed to grow to significant proportions. Managers also were given greater authority to hire, transfer,
suspend, lay off, recall, promote, discharge, assign, reward or discipline workers. The state plan also diverted
some resources into the light industrial sector, for example, it gave some light industrial enterprises that
produced high-quality goods priority in energy consumption.

During the 1980s, these reforms led to average annual rates of growth of 10% in agricultural and industrial
output. The variety of light industrial and consumer goods increased. Industry posted major gains especially in
coastal areas near Hong Kong and across the strait from Taiwan, where foreign investment helped spur output
of both domestic and export goods. Rural per capita real income doubled. China became self-sufficient in grain
production; rural industries accounted for 23% of agricultural output, helping absorb surplus labor in the
countryside. Efforts to create a freer labor market were also part of the overall stress on achieving greater
efficiency. As with price reform, tampering with a system that kept many citizens living more comfortably and
securely than would an economically more rational system risked serious repercussions in relations with the
public. Changes had proceeded slowly in this sensitive area.

A decision was made in 1978 to permit foreign direct investment in several small " special economic zones"
along the coast. The country lacked the legal infrastructure and knowledge of international practices to make
this prospect attractive for many foreign businesses, however. In the early 1980s steps were taken to expand
the number of areas that could accept foreign investment with a minimum of red tape, and related efforts were
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made to develop the legal and other infrastructures necessary to make this work well. This additional effort resulted in making 14 coastal cities and three coastal
regions "open areas" for foreign investment. All of these places provide favored tax treatment and other advantages for foreign investment. Laws on contracts,
patents, and other matters of concern to foreign businesses were also passed in an effort to attract international capital to spur China's development. The largely
bureaucratic nature of China's economy, however, posed a number of inherent problems for foreign firms that wanted to operate in the Chinese environment,

and China gradually had to add more incentives to attract foreign capital.

The common threads of these reforms were the search for efficiency and an assumption that management of the economy by large governmental bureaucracies
was unlikely to produce that result. The changes in China's economic thinking and strategy since 1978 were so great — with the potential repercussions for
important vested interests so strong — that actual practice had inevitably lagged considerably behind declaratory policy. Notable during this period were the
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swings in economic policy between an emphasis on market-oriented reforms and a return to at least partial reliance on centralized planning. Indeed, by the end
of 1989 China's economic policy had again begun to place greater emphasis on centralized planning and on large state-run enterprises, signifying a marked
slowdown of the reforms. The leadership often experienced in its hybrid system the worst results of socialism (lassitude, political corruption, disrespect of
personal property) and of capitalism (windfall gains, a huge and widening gap between rich and poor, stepped-up inflation). The government thus periodically
backtracked, re-tightening central controls at intervals. By the late 1980s, the economy became overheated with increasing rates of inflation. At the end of
1988, in reaction to a surge of inflation caused by accelerated price reforms, the leadership introduced an austerity program. That same year, the 22 point
regulation was also set by the PRC to encourage Taiwanese investments on mainland soil.

1990-2000

China's economy regained momentum in the early 1990s. During a Chinese New Year visit to southern China in

early 1992, China's paramount leader at the time Deng Xiaoping made a series of political pronouncements designed e Sm e 198210 2008
to give new impetus to and reinvigorate the process of economic reform. The 14th National Communist Party
Congress later in the year backed up Deng's renewed push for market reforms, stating that China's key task in the
1990s was to create a " socialist market economy". Continuity in the political system but bolder reform in the
economic system were announced as the hallmarks of the 10-year development plan for the 1990s.

iy o A g

During 1993, output and prices were accelerating, investment outside the state budget was soaring, and economic
expansion was fueled by the introduction of more than 2,000 special economic zones (SEZs) and the influx of
foreign capital that the SEZs facilitated. The government approved additional long-term reforms aimed at giving still
more play to market-oriented institutions and at strengthening central control over the financial system; state
enterprises would continue to dominate many key industries in what was now termed a "socialist market economy".
Fearing hyperinflation, the authorities called in speculative loans, raised interest rates, and reevaluated investment projects. The growth rate was thus tempered,
and the inflation rate dropped from over 17% in 1995 to 8% in early 1996.

China's nominal GDP trend from 1952 to
2005.

In 1996, the Chinese economy continued to grow at a rapid pace, at about 9.5%, accompanied by low inflation. The economy slowed for the next 3 years,
influenced in part by the Asian Financial Crisis, with official growth of 8.9% in 1997, 7.8% in 1998 and 7.1% for 1999. From 1995-1999, inflation dropped
sharply, reflecting tighter monetary policies and stronger measures to control food prices. The year 2000 showed a modest reversal of this trend. Gross domestic
product in 2000 grew officially at 8.0% that year, and had quadrupled since 1978. In 1999, with its 1.25 billion people but a GDP of just $3,800 per capita
(PPP), China became the second largest economy in the world after the US.

The Asian financial crisis affected China at the margin, mainly through decreased foreign direct investment and a sharp drop in the growth of its exports.
However, China had huge reserves, a currency that was not freely convertible, and capital inflows that consisted overwhelmingly of long-term investment. For
these reasons it remained largely insulated from the regional crisis and its commitment not to devalue had been a major stabilizing factor for the region.
However, China faced slowing growth and rising unemployment based on internal problems, including a financial system burdened by huge amounts of bad
loans, and massive layoffs stemming from aggressive efforts to reform state-owned enterprises (SOEs).
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Despite China's impressive economic development during the past two decades, reforming the state sector and modernizing the banking system remained major
hurdles. Over half of China's state-owned enterprises were inefficient and reporting losses. During the 15th National Communist Party Congress that met in
September 1997, President Jiang Zemin announced plans to sell, merge, or close the vast majority of SOEs in his call for increased "non-public ownership"
(feigongyou or privatization in euphemistic terms). The 9th National People's Congress endorsed the plans at its March 1998 session. In 2000, China claimed
success in its three year effort to make the majority of large state owned enterprises (SOEs) profitable.

2000-present

Following the Chinese Communist Party's Third Plenum, held in October 2003, Chinese legislators unveiled several proposed amendments to the state
constitution. One of the most significant was a proposal to provide protection for private property rights. Legislators also indicated there would be a new
emphasis on certain aspects of overall government economic policy, including efforts to reduce unemployment (now in the 8-10% range in urban areas), to
rebalance income distribution between urban and rural regions, and to maintain economic growth while protecting the environment and improving social equity.
The National People's Congress approved the amendments when it met in March 2004.

The Fifth Plenum in October 2005 approved the 11th Five-Year Economic Program (2006-2010) aimed at building a " harmonious society" through more
balanced wealth distribution and improved education, medical care, and social security. On March 2006, the National People's Congress approved the 11th

Five-Year Program. The plan called for a relatively conservative 45% increase in GDP and a 20% reduction in energy intensity (energy consumption per unit of
GDP) by 2010.

China's economy grew at an average rate of 10% per year during the period 1990-2004, the highest growth rate in the world. China's GDP grew 10.0% in 2003,
and even faster, 10.1%, in 2004, and 9.9% in 2005 despite attempts by the government to cool the economy. China's total trade in 2006 surpassed $1.76 trillion,
making China the world's third-largest trading nation after the U.S. and Germany. Such high growth is necessary if China is to generate the 15 million jobs
needed annually — roughly the size of Ecuador or Cambodia — to employ new entrants into the job market.

Nevertheless, serious imbalances exist behind the spectacular trade performance, high investment flows, and high GDP growth. High numbers of
non-performing loans weigh down the state-run banking system. Inefficient state-owned enterprises (SOEs) are still a drag on growth, despite announced efforts
to reform, sell, merge, or close the vast majority of SOEs.

Social and economic indicators have improved since reforms were launched, but rising inequality is evident between the more highly developed coastal
provinces and the less developed, poorer inland regions. According to World Bank estimates, around 300 million people in China in 2007 — mostly in rural
areas of the lagging inland provinces — still live in poverty, on consumption of less than $1 a day (roughly the size of the United States population). About 47%
of the Chinese population lives under $2 a day.

Government role

Since 1949 the government, under China's socialist political and economic system, has been responsible for planning and managing the national economy. In the
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early 1950s, the foreign trade system was monopolized by the state. Nearly all the domestic enterprises were state-owned and the government had set the prices
for key commodities, controlled the level and general distribution of investment funds, determined output targets for major enterprises and branches, allocated
energy resources, set wage levels and employment targets, operated the wholesale and retail networks, and steered the financial policy and banking system. In
the countryside from the mid-1950s, the government established cropping patterns, set the level of prices, and fixed output targets for all major crops.

Since 1978 when economic reforms were instituted, the government role in the economy has lessened to a great degree. Industrial output by state enterprises
slowly declined, although a few strategic industries have today remained predominantly state-owned. While the role of the government in managing the
economy has been reduced and the role of both private enterprise and market forces increased, the government maintains a major role in the urban economy.
With its policies on such issues as agricultural procurement the government also retains a major influence on rural sector performance. The State Constitution of
1982 specified that the state is to guide the country's economic development by making broad decisions on economic priorities and policies, and that the State
Council, which exercises executive control, was to direct its subordinate bodies in preparing and implementing the national economic plan and the state budget.
A major portion of the government system (bureaucracy) is devoted to managing the economy in a top-down chain of command with all but a few of the more
than 100 ministries, commissions, administrations, bureaus, academies, and corporations under the State Council are concerned with economic matters.

Each significant economic sector is supervised and controlled by one or more of these organizations, which includes the People's Bank of China, National
Development and Reform Commission, Ministry of Finance, and the ministries of agriculture; coal industry; commerce; communications; education; light
industry; metallurgical industry; petroleum industry; railways; textile industry; and water resources and electric power. Several aspects of the economy are
administered by specialized departments under the State Council, including the National Bureau of Statistics, Civil Aviation Administration of China, and the
tourism bureau. Each of the economic organizations under the State Council directs the units under its jurisdiction through subordinate offices at the provincial
and local levels.

The whole policy-making process involves extensive consultation and negotiation. Economic policies and decisions adopted by the National People's Congress
and the State Council are to be passed on to the economic organizations under the State Council, which incorporates them into the plans for the various sectors
of the economy. Economic plans and policies are implemented by a variety of direct and indirect control mechanisms. Direct control is exercised by designating
specific physical output quotas and supply allocations for some goods and services. Indirect instruments — also called "economic levers" — operate by
affecting market incentives. These included levying taxes, setting prices for products and supplies, allocating investment funds, monitoring and controlling
financial transactions by the banking system, and controlling the allocation of key resources, such as skilled labor, electric power, transportation, steel, and
chemicals (including fertilizers). The main advantage of including a project in an annual plan is that the raw materials, labor, financial resources, and markets
are guaranteed by directives that have the weight of the law behind them. In reality, however, a great deal of economic activity goes on outside the scope of the
detailed plan, and the tendency has been for the plan to become narrower rather than broader in scope. A major objective of the reform program was to reduce
the use of direct controls and to increase the role of indirect economic levers. Major state-owned enterprises still receive detailed plans specifying physical
quantities of key inputs and products from their ministries. These corporations, however, have been increasingly affected by prices and allocations that were
determined through market interaction and only indirectly influenced by the central plan.

Total economic enterprise in China is apportioned along lines of directive planning (mandatory), indicative planning (indirect implementation of central
directives), and those left to market forces. In the early 1980s during the initial reforms enterprises began to have increasing discretion over the quantities of
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inputs purchased, the sources of inputs, the variety of products manufactured, and the production process. Operational supervision over economic projects has
devolved primarily to provincial, municipal, and county governments. The majority of state-owned industrial enterprises, which were managed at the provincial
level or below, were partially regulated by a combination of specific allocations and indirect controls, but they also produced goods outside the plan for sale in
the market. Important, scarce resources — for example, engineers or finished steel — may have been assigned to this kind of unit in exact numbers. Less
critical assignments of personnel and materials would have been authorized in a general way by the plan, but with procurement arrangements left up to the
enterprise management.

In addition, enterprises themselves are gaining increased independence in a range of activity. While strategically important industry and services and most of
large-scale construction have remained under directive planning, the market economy has gained rapidly in scale every year as it subsumes more and more
sectors. Overall, the Chinese industrial system contains a complex mixture of relationships. The State Council generally administers relatively strict control over
resources deemed to be of vital concern for the performance and health of the entire economy. Less vital aspects of the economy have been transferred to
lower levels for detailed decisions and management. Furthermore, the need to coordinate entities that are in different organizational hierarchies generally causes
a great deal of informal bargaining and consensus building.

Consumer spending has been subject to a limited degree of direct government influence but is primarily determined by the basic market forces of income levels
and commodity prices. Before the reform period, key goods were rationed when they were in short supply, but by the mid-1980s availability had increased to
the point that rationing was discontinued for everything except grain, which could also be purchased in the free markets. Collectively owned units and the
agricultural sector were regulated primarily by indirect instruments. Each collective unit was "responsible for its own profit and loss," and the prices of its inputs
and products provided the major production incentives.

Vast changes were made in relaxing the state control of the agricultural sector from the late 1970s. The structural mechanisms for implementing state objectives
— the people's communes and their subordinate teams and brigades — have been either entirely eliminated or greatly diminished. Farm incentives have been
boosted both by price increases for state-purchased agricultural products, and it was permitted to sell excess production on a free market. There was more room
in the choice of what crops to grow, and peasants are allowed to contract for land that they will work, rather than simply working most of the land collectively.
The system of procurement quotas (fixed in the form of contracts) has been being phased out, although the state can still buy farm products and control
surpluses in order to affect market conditions.

Foreign trade is supervised by the Ministry of Commerce, customs, and the Bank of China, the foreign exchange arm of the Chinese banking system, which
controls access to the foreign currency required for imports. Ever since restrictions on foreign trade were reduced, there have been broad opportunities for
individual enterprises to engage in exchanges with foreign firms without much intervention from official agencies.

Although the government still dominates the economy in parts, the extent of its control has been limited by the sheer volume of economic activity. Furthermore,
the concept of government supervision of the economy had changed from one of direct state control to one of indirect guidance of a more dynamic economy.

Regional economies
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China's underdeveloped transportation system — combined with important differences in the availability of natural and human resources and in industrial
infrastructure — has produced significant variations in the regional economies of China.

Economic development has generally been more rapid in coastal provinces than in the interior, and there are large disparities in per capita income between
regions. The three wealthiest regions are along the southeast coast, centred on the Pearl River Delta; along the east coast, centred on the Lower Yangtze River;
and near the Bohai Gulf, in the Beijing-Tianjin- Liaoning region. It is the rapid development of these areas that is expected to have the most significant effect on
the Asian regional economy as a whole, and Chinese government policy is designed to remove the obstacles to accelerated growth in these wealthier regions.

Development

China, economically extremely backward up until 1979, has again become one of the world's major economic powers with the greatest potential. In the 22 years
following reform and opening-up in 1979 in particular, China's economy developed at an unprecedented rate, and that momentum has been held steady into the
21st century. In 2004, China further strengthened and improved its macro control, and the economy entered its best ever development period of recent years.
The gross domestic product (GDP) for 2004 amounted to 13,687.59 billion yuan, 9.5 percent higher than the previous year.

China adopts the " five-year-plan" strategy for economic development. The 11th Five-Year Plan (2006-2010) is the currently being implemented.

Three-Step Development Strategy

China's overall economic construction objectives were clearly stated in the Three Step Development Strategy set out in 1987: Step One--to double the 1980
GNP and ensure that the people have enough food and clothing -- was attained by the end of the 1980s; Step Two--to quadruple the 1980 GNP by the end of the
20th century --was achieved in 1995 ahead of schedule; Step Three--to increase per-capita GNP to the level of the medium-developed countries by 2050--at
which point, the Chinese people will be fairly well-off and modernization will be basically realized.

Regional development

Template:China regional economic strategies These strategies are aimed at the relatively poorer regions in China in an attempt to prevent widening inequalities:

m Great Western Development, designed to improve the economic situation of the western provinces through capital investment and development of natural
resources.

» Revitalize Northeast China, to rejuvenate the industrial bases in the northeastern China. It covers 3 provinces: Heilongjiang, Jilin, and Liaoning.

m Rise of Central China Plan, to accelerate the development of its central regions. It covers 6 provinces: Shanxi, Henan, Anhui, Hubei, Hunan, and Jiangxi.

» Third Front, focused on the southwestern provinces.

Foreign investment abroad:
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= Go Global, to encourage its enterprises to invest overseas.
Key national projects

The "West-to-East Electricity Transmission," the "West-to-East Gas Transmission," and the " South-North Water Transfer Project" are the government's three
key strategic projects, aimed at realigning overall economic development and achieving rational distribution of national resources across China. The "West-
to-East Electricity Transmission" project is in full swing, involving hydropower and coal resources in western China and the construction of new power
transmission channels to deliver electricity to the east. The southern power grid line, transmitting three million kW from Guizhou to Guangdong, was completed
in September 2004. The "West-to-East Gas Transmission" project includes a 4,000 km trunk pipeline running through 10 provinces, autonomous regions or
municipalities, conveying natural gas to cities in northern and eastern China. This was finished in October 2004 and has a design capacity of 12 billion cu m per
year. Construction of the "South-to-North Water Diversion" project was officially launched on 27 December 2002 and completion of Phase I is scheduled for
2010; this will relieve serious water shortfall in northern China and realize a rational distribution of the water resources of the Yangtze, Yellow, Huaihe, and
Haihe river valleys.

Hong Kong and Macau

In accordance with the One Country, Two Systems policy, the economies of the former European colonies, Hong Kong and Macao, are separate from the rest of
the PRC, and each other. Both Hong Kong and Macau are free to conduct and engage in economic negotiations with foreign countries, as well as participating
as full members in various international economic organizations such as the World Customs Organization, the World Trade Organization and the Asia-Pacific
Economic Cooperation forum, often under the names "Hong Kong, China" and "Macao, China".

Macroeconomic trends

The table below shows the trend of the GDP of China at market prices estimated by the IMF with figures in millions ( Chinese yuan). For purchasing power
parity comparisons, the US dollar is exchanged at 2.05 CNY only.

Year Gross domestic product| US dollar exchange Inflation index (2000=100)

1955 91,000 2.46 -
1960 145,700 2.46 -
1965 171,600 2.46 -
1970225,300 2.46 21.3
19751299,700 1.86 22.4
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1980 460,906 1.49 25
1985/ 896,440 2.93 30
1990 1,854,790 4.78 49
1995/ 6,079,400 8.35 91
2000 9,921,500 8.27 100
2005 18,308,500 8.19 106

Average wages in 2007 hover around $12-14 per day (just below Guatemalan levels).

Systemic problems

The government has in recent years struggled to contain the social strife and environmental damage related to the economy's rapid transformation; collect public
receipts due from provinces, businesses, and individuals; reduce corruption and other economic crimes; sustain adequate job growth for tens of millions of
workers laid off from state-owned enterprises, migrants, and new entrants to the work force; and keep afloat the large state-owned enterprises, most of which
had not participated in the vigorous expansion of the economy and many of which had been losing the ability to pay full wages and pensions. From 50 to 100
million surplus rural workers were adrift between the villages and the cities, many subsisting through part-time low-paying jobs. Popular resistance, changes in
central policy, and loss of authority by rural cadres have weakened China's population control program. Another long-term threat to continued rapid economic
growth has been the deterioration in the environment, notably air and water pollution, soil erosion, growing desertification and the steady fall of the water table
especially in the north. China also has continued to lose arable land because of erosion and infrastructure development.

Other major problems concern the labor force and the pricing system. There is large-scale underemployment in both urban and rural areas, and the fear of the
disruptive effects of major, explicit unemployment is strong. The prices of certain key commodities, especially of industrial raw materials and major industrial
products, are determined by the state. In most cases, basic price ratios were set in the 1950s and are often irrational in terms of current production capabilities
and demands. Over the years, large subsidies were built into the price structure, and these subsidies grew substantially in the late 1970s and 1980s. By the early
1990s these subsidies began to be eliminated, in large part due to China's admission into the World Trade Organization (WTO) in 2001, which carried with it
requirements for further economic liberalization and deregulation. China's ongoing economic transformation has had a profound impact not only on China but
on the world. The market-oriented reforms China has implemented over the past two decades have unleashed individual initiative and entrepreneurship.

Regulatory environment

Though China's economy has expanded rapidly, its regulatory environment has not kept pace. Since Deng Xiaoping's open market reforms, the growth of new
businesses has outpaced the government's ability to regulate them. This has created a situation where businesses, faced with mounting competition and poor
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oversight, will be willing to take drastic measures to increase profit margins, often at the expense of consumer safety. This issue acquired more prominence in
2007, with a number of restrictions being placed on problematic Chinese exports by the United States. The Chinese Government recognizes the severity of the
problem, recently concluding that up to 20% of the country's products are substandard or tainted.

Inflation

During the winter of 2007-2008, inflation ran about 7% on an annual basis, rising to 8.7% in statistics for February, 2008, released in March, 2008. The food
and fuel sectors were major problem areas, with meat and fuel posing special difficulties.

Shortages of gasoline and diesel fuel developed in the fall of 2007 due to reluctance of refineries to produce fuel at low prices set by the state. These prices were
slightly increased in November, 2007 with fuel selling for $2.65 a gallon, still slightly below world prices. Price controls were in effect on numerous basic
products and services, but were ineffective with food, prices of which were rising at an annual rate of 18.2% in November, 2007. The problem of inflation has
caused concern at the highest levels of the Chinese government. On January 9, 2008 the government of China issued the following statement on its official
website: "The Chinese government decided on Wednesday to take further measures to stabilize market prices and increase the severity of punishments for those
guilty of driving up prices through hoarding or cheating."

Pork is an important part of the Chinese economy with a per capita consumption of a fifth of a pound per day. The worldwide rise in the price of animal feed
associated with increased production of ethanol from corn resulted in steep rises in pork prices in China in 2007. Increased cost of production interacted badly
with increased demand resulting from rapidly rising wages. The state responded by subsidizing pork prices for students and the urban poor and called for
increased production. Release of pork from the nation's strategic pork reserve was considered.

By January 2008, the inflation rate rose to 7.1%, which BBC News described as the highest inflation rate since 1997, due to the winter storms that
month.China's inflation rate jumped to a new decade high of 8.7 percent in February 2008 after severe winter storms disrupted the economy and worsened food
shortages, the government said March 11, 2008.

Labor shortages and rising export costs

By 2005, there were signs of stronger demand for labor with workers being able to choose employment which offered higher wages and better working
conditions, enabling some to move away from the restrictive dormitory life and boring factory work which have characterized export industries in provinces
such as Guangdong and Fujian. Minimum wages began rising toward the equivalent of 100 U.S. dollars a month as companies scrambled for employees, with
some paying as much as $150 a month on average. The labor shortage was partially driven by the demographic trends, as the proportion of people of working
age fell as the result of strict family planning.

It was reported in 7he New York Times in April 2006 that labor costs continued to increase and a shortage of unskilled labor had developed with a million or
more employees being sought. Operations which relied on cheap labor were contemplating relocations to cities in the interior or to other low-cost countries such
as Vietnam or Bangladesh. Many young people were attending college rather than opting for minimum-wage factory work. The demographic shift resulting from
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the one-child policy continued to reduce the supply of young entry-level workers. Also, government efforts to advance economic development in the interior of
the country were beginning to be effective at creating better opportunities there. A follow-up article in 7he New York Times in late August 2007 reported
acceleration of this trend. The minimum wage a young unskilled factory worker could be hired at had increased to $200 with experienced workers commanding
more. There was strong demand for young workers willing to work long hours and live in dormitory conditions, while older workers, over forty, were considered
unsuitable. Rising wages were being, to a certain extent, offset by increases in productivity, but in 2007, a slight rise in the cost of imports from China was
recorded by the United States government: "After falling since its inception in December, 2003, the price index for imports from China rose 0.4 percent in July,
2007, the largest monthly increase since the index was first published in December 2003. The July increase was the third consecutive monthly advance. Over
the past year, import prices from China increased 0.9 percent." By February, 2008, concerns were being raised that rising wages and inflation in China were
beginning to create inflationary pressure in the United States and Europe, which had depended on cheap prices for consumer goods from China exerting
downward pressure on prices.

Financial and banking system

Most of China's financial institutions are state governed. The chief instruments of financial and fiscal control are the
People's Bank of China (PBC) and the Ministry of Finance, both under the authority of the State Council. The People's *
Bank of China replaced the Central Bank of China in 1950 and gradually took over private banks. It fulfills many of the @ th I I ae &
functions of other central and commercial banks. It issues the currency, controls circulation, and plays an important role in s
disbursing budgetary expenditures. Additionally, it administers the accounts, payments, and receipts of government
organizations and other bodies, which enables it to exert thorough supervision over their financial and general performances
in consideration to the government's economic plans. The PBC is also responsible for international trade and other overseas
transactions. Remittances by overseas Chinese are managed by the Bank of China (BOC), which has a number of branch
offices in several countries.

OUS TR, lﬂm__h* -

A Shanghai branch of Industrial and
Commercial Bank of China
(ICBC)

Other financial institutions that are crucial, include the China Development Bank (CDB), which funds economic
development and directs foreign investment; the Agricultural Bank of China (ABC), which provides for the agricultural
sector; the China Construction Bank (CCB), which is responsible for capitalizing a portion of overall investment and for
providing capital funds for certain industrial and construction enterprises; and the Industrial and Commercial Bank of China (ICBC), which conducts ordinary
commercial transactions and acts as a savings bank for the public.
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China's economic reforms greatly increased the economic role of the banking system. Enterprises and individuals can go to
the banks to obtain loans outside the state plan, and this has proved to be a major source of financing both for start-up
companies and businesses and for the expansion, modernization or privatization of existing enterprises. Even though nearly
all investment capital was previously provided on a grant basis according to the state plan, policy has since the start of the
reform shifted to a loan basis through the various state-directed financial institutions. Increasing amounts of funds are made
available through the banks for economic and commercial purposes. Foreign sources of capital have also become
increasingly prominent. China has received loans from the World Bank and several United Nations programs, as well as
from countries (particularly Japan) and, to a lesser extent, commercial banks. Hong Kong has been a major conduit of this
mvestment, as well as a source itself.

Shanghai Stock Exchange (SSE)

With two stock exchanges ( Shanghai Stock Exchange and Shenzhen Stock Exchange), mainland China's stock market had a
market value of $1 trillion by January 2007, which became the third largest stock market in Asia, after Japan and Hong Kong. It is estimated to be the world's
third largest by 2016.

Currency system

The renminbi (“people’s currency”) is the currency of the mainland, denominated as the yuan, subdivided into 10 jiao or 100 fen. The renminbi is issued by the
People's Bank of China, the monetary authority of the PRC. The ISO 4217 abbreviation is CNY, although also commonly abbreviated as "RMB". The Latinised
symbol is ¥. The yuan is generally considered by outside observers to be undervalued by about 30%.

The renminbi is held in a floating exchange-rate system managed primarily against the US dollar. On July 21, 2005 China revalued its currency by 2.1% against
the US dollar and, since then has moved to an exchange rate system that references a basket of currencies and has allowed the renminbi to fluctuate at a daily
rate of up to half a percent.

The rate of exchange (Chinese yuan per US$1) in mid-2007 was RMB 7.45, while in early 2006 was RMB 8.07:US $1 = 8.2793 yuan (January 2000), 8.2783
(1999), 8.2790 (1998), 8.2898 (1997), 8.3142 (1996), 8.3514 (1995).

Beginning January 1, 1994, the People's Bank of China quotes the midpoint rate against the US dollar based on the previous day's prevailing rate in the
interbank foreign exchange market.

There is a complex relationship between China's balance of trade, inflation, measured by the consumer price index and the value of its currency. Despite
allowing the value of the yuan to "float", China's central bank has decisive ability to control its value with relationship to other currencies. Inflation in 2007,
reflecting sharply rising prices for meat and fuel, is probably related to the worldwide rise in commodities used as animal feed or as fuel. Thus rapid rises in the
value of the yuan permitted in December, 2007 are possibly related to efforts to mitigate inflation by permitting the renminbi to be worth more.

Tax system
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From the 1950s to the 1980s, the central government's revenues derived chiefly from the profits of the state enterprises, which were remitted to the state. Some
government revenues also came from taxes, of which the most important was the general industrial and commercial tax.

The trend, however, has been for remitted profits of the state enterprises to be replaced with taxes on those profits. Initially, this tax system was adjusted so as
to allow for differences in the capitalization and pricing situations of various firms, but more-uniform tax schedules were introduced in the early 1990s. In
addition, personal income and value-added taxes were implemented at that time.

Agriculture

China is the world's most populous country and one of the largest producers and consumers of agricultural

products. According to the United Nations World Food Program, in 2003, China fed 20 percent of the

world's population with only 7 percent of the world's arable land. China ranks first worldwide in farm

output, and, as a result of topographic and climatic factors, only about 10—15 percent of the total land area is

suitable for cultivation. Of this, slightly more than half is unirrigated, and the remainder is divided roughly

equally between paddy fields and irrigated areas. Nevertheless, about 60 percent of the population lives in

the rural areas, and until the 1980s a high percentage of them made their living directly from farming. Since

then, many have been encouraged to leave the fields and pursue other activities, such as light

manufacturing, commerce, and transportation; and by the mid-1980s farming accounted for less than half of

the value of rural output. Today, agriculture contributes only 13% of China's GDP. TN Y § § 8 E &

The quality of the soil varies. Environmental problems such as floods, drought, and erosion pose serious FAO, year 2005. Y-axis: Production in metric ton.
threats in many parts of the country. The wholesale destruction of forests gave way to an energetic

reforestation program that proved inadequate, and forest resources are still fairly meagre. The principal

forests are found in the Qinling Mountains and the central mountains and on the Sichuan-Yunnan plateau. Because they are inaccessible, the Qinling forests are
not worked extensively, and much of the country's timber comes from Heilongjiang, Jilin, Sichuan, and Yunnan.

About 45 percent of China's labor force is engaged in agriculture. There are over 300 million Chinese farm workers - mostly laboring on small pieces of land
relative to U.S. farms. Virtually all arable land is used for food crops. China is the world's largest producer of rice and is among the principal sources of wheat,
corn (maize), tobacco, soybeans, peanuts (groundnuts), cotton, potatoes, sorghum, peanuts, tea, millet, barley, oilseed, pork, and fish. Major non-food crops,
including cotton, other fibers, and oilseeds, furnish China with a small proportion of its foreign trade revenue. Agricultural exports, such as vegetables and fruits,
fish and shellfish, grain and grain products, and meat and meat products, are exported to Hong Kong. Yields are high because of intensive cultivation, for
example, China's cropland area is only 75% of the U.S. total, but China still produces about 30% more crops and livestock than the United States. China hopes
to further increase agricultural production through improved plant stocks, fertilizers, and technology.

Though incomes for farmers have continued to rise over the past two decades, the rate of growth has fallen further behind that of urban residents, leading to an
increasing wealth gap between the cities and countryside. Government policies that have continued to emphasize grain self-sufficiency and the fact that farmers
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do not own — and cannot buy or sell — the land they work have contributed to this situation. In addition, inadequate port facilities and lack of warehousing and
cold storage facilities impede both domestic and international agricultural trade.

Western China, comprising Tibet, Xinjiang, and Qinghai, has little agricultural significance except for areas of floriculture and cattle raising. Rice, China's most
important crop, is dominant in the southern provinces, many of which yield two harvests a year. In the north, wheat is of the greatest importance, while in
central China wheat and rice vie with each other for the top place. Millet and kaoliang (a variety of grain sorghum) are grown mainly in the northeast and some
central provinces, which, together with some northern areas, also provide considerable quantities of barley. Most of the soybean crop is derived from the north
and the northeast; corn (maize) is grown in the centre and the north, while tea comes mainly from the hilly areas of the southeast. Cotton is grown extensively in
the central provinces, but it is also found to a lesser extent in the southeast and in the north. Tobacco comes from the centre and parts of the south. Other
important crops are potatoes, sugar beets, and oilseeds.

There is still a relative lack of, especially advanced, agricultural machinery. For the most part the Chinese peasant or farmer depends on simple, non mechanized
farming implements. Good progress has been made in increasing water conservancy, and about half the cultivated land is under irrigation.

Animal husbandry constitutes the second most important component of agricultural production. China is the world's leading producer of pigs, chickens, and
eggs, and it also has sizable herds of sheep and cattle. Since the mid-1970s, greater emphasis has been placed on increasing the livestock output. China has a
long tradition of ocean and freshwater fishing and of aquaculture. Pond raising has always been important and has been increasingly emphasized to supplement
coastal and inland fisheries threatened by overfishing and to provide such valuable export commodities as prawns.

Industry and manufacturing

Industry and construction account for about 48% of China's GDP. Around 8% of the total manufacturing output in the world comes from China itself. China
ranks third worldwide in industrial output. Major industries include mining and ore processing; iron and steel; aluminium; coal; machinery; armaments; textiles
and apparel; petroleum; cement; chemical; fertilizers; food processing; automobiles and other transportation equipment including rail cars and locomotives,
ships, and aircraft; consumer products including footwear, toys, and electronics; telecommunications and information technology. China has become a preferred
destination for the relocation of global manufacturing facilities. Its strength as an export platform has contributed to incomes and employment in China. The
state-owned sector still accounts for about 40% of GDP. In recent years, authorities have been giving greater attention to the management of state assets —
both in the financial market as well as among state-owned-enterprises — and progress has been noteworthy.

Since the founding of the People's Republic, industrial development has been given considerable attention. Among the various industrial branches the machine-
building and metallurgical industries have received the highest priority. These two areas alone now account for about 20-30 percent of the total gross value of
industrial output. In these, as in most other areas of industry, however, innovation has generally suffered at the hands of a system that has rewarded increases in
gross output rather than improvements in variety, sophistication and quality. China, therefore, still imports significant quantities of specialized steels. Overall
industrial output has grown at an average rate of more than 10 percent per year, having surpassed all other sectors in economic growth and degree of
modernization. Some heavy industries and products deemed to be of national strategic importance remain state-owned, but an increasing proportion of lighter
and consumer-oriented manufacturing firms are privately held or are private-state joint ventures.
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The predominant focus of development in the chemical industry is to expand the output of chemical fertilizers, plastics, and synthetic fibers. The growth of this
industry has placed China among the world's leading producers of nitrogenous fertilizers. In the consumer goods sector the main emphasis is on textiles and
clothing, which also form an important part of China's exports. Textile manufacturing, a rapidly growing proportion of which consists of synthetics, account for
about 10 percent of the gross industrial output and continues to be important, but less so than before. The industry tends to be scattered throughout the country,
but there are a number of important textile centers, including Shanghai, Guangzhou, and Harbin.

Major state industries are iron, steel, coal, machine building, light industrial products, armaments, and textiles. These industries completed a decade of reform
(1979-1989) with little substantial management change. Prior to 1978, most output was produced by state-owned enterprises. As a result of the economic
reforms that followed, there was a significant increase in production by enterprises sponsored by local governments, especially townships and villages, and,
increasingly, by private entrepreneurs and foreign investors. The 1996 industrial census revealed that there were 7,342,000 industrial enterprises at the end of
1995; total employment in industrial enterprises was approximately 147 million. The 1999 industrial census revealed that there were 7,930,000 industrial
enterprises at the end of 1999 (including small-scale town and village enterprises); total employment in state-owned industrial enterprises was about 24 million.
The automobile industry has grown rapidly since 2000, as has the petrochemical industry. Machinery and electronic products became China's main exports.
China is the world’s leading manufacturer of chemical fertilizers, cement, and steel. By 2002 the share in gross industrial output by state-owned and state-
holding industries had decreased to 41%, and the state-owned companies themselves contributed only 16% of China’s industrial output.

China’s construction sector has grown substantially since the early 1980s. In the twenty-first century, investment in capital construction has experienced major
annual increases. In 2001 investments increased 8.5% over the previous year. In 2002 there was a 16.4% increase, followed by a 30% increase in 2003. The
manufacturing sector produced 44.1% of GDP in 2004 and accounted for 11.3% of total employment in 2002. Industry and construction produced 53.1% of
China’s GDP in 2005. Industry (including mining, manufacturing, construction, and power) contributed 52.9% of GDP in 2004 and occupied 22.5% of the
workforce.

Energy production has increased rapidly, but it still falls considerably short of demand. This is partly due to artificial energy prices that have been held so low
that industries have had few incentives to conserve. Coal provides about 75-80 percent of China's energy consumption. Petroleum production, which began
growing rapidly from an extremely low base in the early 1960s, has basically remained at the same level since the late 1970s. There are large petroleum reserves
in the inaccessible northwest and potentially significant offshore petroleum deposits, but about half of the country's oil production still comes from the major
Daqing oilfield in the northeast. China has much, and partially undeveloped, hydroelectric power potential and natural gas reserves. The government has made
plans to develop nuclear power plants in the coastal and western regions (see Nuclear power in China).

Overall, the distribution of industry remains very uneven, despite serious efforts from the mid-1950s to the late 1970s to build up industry in the interior at the
cost of the major cities on the east coast. While percentage growth of industry in the interior provinces generally greatly exceeded that of the coastal areas, the
far larger initial industrial base of the latter has meant that a few coastal regions have continued to dominate China's industrial economy. The establishment of
special economic zones in coastal areas only heightened this disparity. Shanghai by itself accounts for about 8-10 percent of China's gross value of industrial
output, and the east coast accounts for about 60 percent of the national industrial output. The rate of industrialization increased and diversified after the early
1990s. Notable were the development of aerospace, aircraft, and automobile manufacturing. In addition, China expanded rapidly into the production of
pharmaceuticals, software, semiconductors, electronics, and precision equipment.
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Steel industry

China is the largest producer of steel in the world and the steel industry has been rapidly increasing its steel production. Iron ore production kept pace with steel
production in the early 1990s but was soon outpaced by imported iron ore and other metals in the early 2000s. Steel production, an estimated 140 million tons in
2000, was increased to 419 million tons in 2006. Much of the country's steel output comes from a large number of small-scale producing centers, one of the
largest being Anshan in Liaoning.

Automotive industry

By 2006 China had become the world’s third largest automotive vehicle manufacturer (after US and Japan) and the second largest consumer (only after US).
Automobile manufacturing has soared during the reform period. In 1975 only 139,800 automobiles were produced annually, but by 1985 production had
reached 443,377, then jumped to nearly 1.1 million by 1992 and increased fairly evenly each year up until 2001, when it reached 2.3 million. In 2002
production rose to nearly 3.25 million and then jumped to 4.44 million in 2003, 5.07 million in 2004, 5.71 million in 2005 and 7.28 million in 2006. In 2007, 9
million automobiles are expected to be produced and the country could become the number-one automaker in the world by 2020. Domestic sales have kept
pace with production. After respectable annual increases in the mid- and late 1990s, passenger car sales soared in the early 2000s. In 2006, a total of 7.22
million automobiles have been sold, including 5.18 million units of passenger cars and 2.04 million units of commercial vehicles.

So successful has China’s automotive industry been that it began exporting car parts in 1999. China began to plan major moves into the automobile and
components export business starting in 2005. A new Honda factory in Guangzhou was built in 2004 solely for the export market and was expected to ship
30,000 passenger vehicles to Europe in 2005. By 2004, 12 major foreign automotive manufacturers had joint-venture plants in China. They produced a wide
range of automobiles, minivans, sport utility vehicles, buses, and trucks. In 2003 China exported US$4.7 billion worth of vehicles and components. The vehicle
export was 78,000 units in 2004, 173,000 units in 2005, and 340,000 units in 2006. The vehicle and component export is targeted to reach US$70 billion by
2010.

Other industries

Services

China's services output ranks ranks seventh worldwide, and high power and telecom density has ensured that it has remained on a high-growth trajectory in the
long-term. In 2005 the services sector produced 40.3% of China’s annual GDP, second only to manufacturing. However, its proportion of GDP is still low
compared with the ratio in more developed countries, and the agricultural sector still employs a larger workforce. Prior to the onset of economic reforms in
1978, China’s services sector was characterized by state-operated shops, rationing, and regulated prices. With reform came private markets and individual
entrepreneurs and a commercial sector. The wholesale and retail trade has expanded quickly, with urban areas now having many shopping malls, retail shops,
restaurant chains and hotels. Public administration has still remained a main component of the service sector, while tourism has become a significant factor in
employment and as a source of foreign exchange.
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Tourism

China's tourism industry is one of the fastest-growing industries in the national economy and is also one of the industries with a very distinct global competitive
edge. The total revenue of China's tourism industry reached USD 67.3 billion in 2002, accounting for 5.44% of the GDP. It dropped, largely due to SARS, to
USD 59 billion in 2003. Nevertheless, for areas rich in tourism resources, tourism has become the main source of tax revenue and the key industry for economic
development.

The total number of inbound tourists was 91.66 million in 2003, and that of tourists staying overnight was 32.7 million, about 10 times of the number in 1980.
International tourism receipts were USD 17.4 billion in 2003. China's ranking for both the overnight tourist arrivals and tourism receipts were among the world's
top five in 2003. However, there is unlikely to be a big increase in the inbound tourism market.

China's domestic tourism market makes up more than 90% of the country's tourism traffic, and contributes more than 70% of total tourism revenue. In 2002,
domestic tourists reached 878 million and tourism revenue was USD 46.9 billion. The five-days-per-week and long vacation schemes have increased leisure time
for the Chinese people and spurred market demand in domestic tourism and led to its prosperity.

A large middle class population with strong consumption power is emerging in China, especially in major cities. China's outbound tourists reached 20.22 million
in 2003, overtaking Japan for the first time. Currently there are 65 countries/areas open to Chinese tour groups. Putting aside the threat of SARS and other
unexpected events, based on the current economic growth situation and the social development of China, China's outbound tourism is poised to achieve a new
growth peak.

Driven by the flourishing tourism industry, China's tourist hotel sector is expanding rapidly. At the end of 2003, China had a total of 10,093 tourist hotels and
more than 820,000 rooms. 773 of these tourist hotels were foreign-funded. The number of foreign-funded (inclusive of Hong Kong, Macau and Taiwan
investments) four- and five-star tourist hotels made up 26% and 30.02% of the national total, respectively.

In 2003, there were a total of 11,522 travel agencies in China, among which, 1,349 were international ones and 10,203 were domestic ones. While overall
tourism market concentration rose, there was a drop in the market position of the traditional three key travel agencies. As competition heightened, China's
tourism industry on the whole, had begun to start earning low profits, even while it was expanding its scale of operations.

Currently, there are approximately 15,000 natural, cultural and man-made places of attraction which are above county level. Presently, Hong Kong investors
are the main participants in the establishment of tourist attractions in China. In 2001, Sichuan became the first province to propose renting out the operation
rights of 10 scenic areas to foreign investors.

According to the plan by China National Tourism Administration, the number of inbound tourists, foreign exchange earnings from tourism and the domestic
market size are targeted to have an annual growth of 4%, 8% and 8%, respectively, in the next five to ten years. It is also forecasted by the WTO that China's
tourism industry will take up to 8.6% of world market share to become the world's top tourism industry by 2020.
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Labor and welfare

One of the hallmarks of China's socialist economy was its promise of employment to all able and willing to work and
job-security with virtually lifelong tenure. Reformers targeted the labor market as unproductive because industries |
were frequently overstaffed to fulfill socialist goals and job-security reduced workers' incentive to work. This
socialist policy was pejoratively called the iron rice bowl.

In 1979-1980, the state reformed factories by giving wage increases to workers, which was immediately offset by
sharply rising inflation rates of 6%-7%. In other words, although they were given more pay, their money was worth
less and they could buy less, which meant they were poorer. The state remedied this problem, in part, by distributing
wage subsidies.

4

The reforms also dismantled the iron rice bowl, which meant it witnessed a rise in unemployment in the economy. In .

1979, immediately after the iron rice bowl was dismantled, there were 20 million unemployed people. Official Awindow washer on one of the thousands
Chinese statistics reveal that 4.2% of the total urban workforce was unemployed in 2004, although other estimates of skyscrapers in Shanghai.

have reached 10%. As part of its newly developing social security legislation, China has an unemployment

insurance system. At the end of 2003, more than 103.7 million people were participating in the plan, and 7.4 million laid-off employees had received benefits.

A 10-percent sample tabulation of census questionnaires from the 1982 census provided needed statistical data on China's working population and allowed the
first reliable estimates of the labor force's size and characteristics. The quality of the data was considered to be quite high, although a 40-million-person
discrepancy existed between the 10-percent sample and the regular employment statistics. This discrepancy can be explained by the combination of inaccurate
employment statistics and varying methods of calculation and scope of coverage. The estimated mid-1982 labor force was 546 million, or approximately 54
percent of the total population. Males accounted for slightly more than half of the estimated labor force, and the labor force participation rates for persons age
fifteen years and older were among the highest in the world.

The 10-percent sample showed that approximately three-fourths of the labor force worked in the agricultural sector. According to the National Bureau of
Statistics, in the mid-1980s more than 120 million people worked in the nonagricultural sector. The sample revealed that men occupied the great majority of
leadership positions. The average worker was about thirty years old, and three out of every four workers were under forty-five years of age. The working
population had a low education level. Less than 40 percent of the labor force had more than a primary school education, and 30 percent were illiterate or
semiliterate.

In mid-1982 the overall unemployment rate was estimated to be about 5 percent. Of the approximately 25 million unemployed, 12 million were men and 13
million were women. The unemployment rate was highest in the northeast and lowest in the south. The unemployment rates were higher than those of East
Asian, Southeast Asian, and Pacific island countries for which data were available but were lower than the rates found in North America and Europe. Virtually
all of the unemployed persons in cities and towns were under twenty years of age.
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By the 1990s and 2000s, agriculture has remained the largest employer, though its proportion of the workforce has steadily declined; between 1991 and 2001 it

dropped from about 60% to 40% of the total. The manufacturing labor force has also become smaller at a slower rate, partially because of reforms implemented
at many of the state-run enterprises. Such reforms and other factors have increased unemployment and underemployment in both urban and rural areas. Women
have been a major labor presence in China since the People's Republic was established. Some 40-45 percent of all women over age 15 are employed.

China’s estimated employed labor force in 2005 totaled 791.4 million persons, about 60% of the total population. During 2003, 49% of the labor force worked
in agriculture, forestry, and fishing; 22% in mining, manufacturing, energy, and construction industries; and 29% in the services sector and other categories. In
2004 some 25 million persons were employed by 743,000 private enterprises. Urban wages rose rapidly from 2004-2007, at a rate of 13 to 19% per year with
average wages near $200 in 2007.

The All-China Federation of Trade Unions (ACFTU) was established in 1925 to represent the interests of national and local trade unions and trade union
councils. The ACFTU reported a membership of 130 million, out of an estimated 248 million urban workers, at the end of 2002. Chinese trade unions are
organized on a broad industrial basis. Membership is open to those who rely on wages for the whole or a large part of their income, a qualification that excludes
most agricultural workers. In theory, membership is not compulsory, but in view of the unions' role in the distribution of social benefits, the economic pressure
to join is great. The lowest unit is the enterprise union committee. Individual trade unions also operate at the provincial level, and there are trade union councils
that coordinate all union activities within a particular area and operate at county, municipal, and provincial levels. At the top of the movement is the ACFTU,
which discharges its functions through a number of regional federations.

In theory the appropriate trade union organizations have been consulted on the level of wages as well as on wage differentials, but in practice their role in these
and similar matters has been insignificant. They have not engaged in collective bargaining, as their principal duties have included assisting the party and
promoting production. In fulfilling these tasks, they have had a role in enforcing labor discipline. From the point of view of the membership, the most important
activities have concerned the social and welfare services. Thus, the unions have looked after industrial safety, organized social and cultural activities, and,
provided services such as clinics, rest and holiday homes, hostels, libraries, and clubs. They also administer old-age pensions, workers' insurance, disability
benefits, and other welfare schemes. More recently, however, reforms of the social security system have involved moving the responsibility for pensions and
other welfare to the provinces.

In China exists labor laws which, if fully enforced, would greatly alleviate common abuses such as not paying workers. In 2006, a new labor law was proposed
and submitted for public comment. The new law, as currently drafted, would permit collective bargaining in a form analogous to that standard in Western
economies, although the only legal unions would continue to be those affiliated with the All-China Federation of Trade Unions, the Communist Party’s official
union organization. The new law has support from labor activists, but has been opposed by some foreign corporations, including the American Chamber of
Commerce and the European Chamber of Commerce. There is some expectation that the new law, if enacted, would be enforced. An ongoing effort to organize
Chinese operations of foreign companies succeeded in 2006 at Wal-Mart. The campaign is projected to include Eastman Kodak, Dell and other companies. It
was reported in 2008 that problems with sweatshops persist.

External trade
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International trade makes up a sizeable portion of China's overall economy. The course of China's foreign
trade has experienced considerable transformations since the early 1950s. In 1950 more than 70 percent of
the total trade was with non- Communist countries, but by 1954, a year after the end of the Korean War,
the situation was completely reversed, and trade with Communist countries stood at about 75 percent.
During the next few years, trade with the Communist world lost some of its standing, but it was only after
the Sino-Soviet split of 1960, which resulted in the cancellation of Soviet credits and the withdrawal of
Soviet technicians, that the non-Communist world began to see a speedy recovery in its position. In 1965
China's trade with other socialist countries made up only about a third of the total.

Being a Second World country at the time, a meaningful segment of China's trade with the Third World
was financed through grants, credits, and other forms of assistance. At first, from 1953 to 1955, aid went
mainly to North Korea and North Vietnam and some other Communist states; but from the mid-1950s
large amounts, mainly grants and long-term, interest-free loans, were promised to politically uncommitted
developing countries. The principal efforts were made in Asia, especially to Indonesia, Burma, Pakistan,
and Ceylon, but large loans were also granted in Africa (Ghana, Algeria, Tanzania) and in the Middle East
(Egypt). However, after Mao Zedong's death in 1976, these efforts were scaled back. After which, trade
with developing countries became negligible, though during that time, Hong Kong and Taiwan both began
to emerge as major trading partners.

Since economic reforms began in the late 1970s, China sought to decentralize its foreign trade system to
integrate itself into the international trading system. On November 1991, China joined the Asia-Pacific
Economic Cooperation (APEC) group, which promotes free trade and cooperation the in economic, trade,
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Statistics

Exports: $1216 billion (2007)

Exports - commodities: machinery and
equipment, textiles and clothing, footwear,
toys, mineral fuels, plastics, optical and
medical equipment, iron and steel

Exports - partners: US 21.0%, EU 18.1%,
Hong Kong 17.0%, Japan 12.4%, ASEAN
7.2%, South Korea 4.7% (2004)

Imports: $953.9 billion (2007)

Imports - commodities: machinery and
equipment, oil and mineral fuels, plastics,
optical and medical equipment, organic
chemicals, iron and steel

Imports - partners: Japan 16.8%, EU
12.4%, ASEAN 11.2%, South Korea
11.1%, US 7.9%, Russia 2.2% (2004)

investment, and technology spheres. China served as APEC chair in 2001, and Shanghai hosted the annual APEC leaders meeting in October of that year.

China's global trade totaled $324 billion in 1997 and $151 billion in the first half of 1998; the trade surplus stood at $40.0 billion. China's primary trading
partners were Japan, Taiwan, the U.S., South Korea, Hong Kong, Germany, Singapore, Russia, and the Netherlands. China had a trade surplus with the U.S. of
$49.7 billion in 1997 and $54.6 billion in 1998. Major imports were power generating equipment, aircraft and parts, computers and industrial machinery, raw

materials, and chemical and agricultural products.

In 1998, China was in its 12th year of negotiations for accession to the World Trade Organization (WTO) — formerly the General Agreement on Tariffs and
Trade (GATT), and had significantly reduced import tariffs. Previously in 1996, China had already introduced cuts to more than 4,000 tariff lines, reducing
average tariffs from 35% to 23%; further tariff cuts that took effect October 1, 1997 decreased average tariffs to 17%. To gain WTO entry, all prospective
WTO members were required to comply with certain fundamental trading disciplines and offer substantially expanded market access to other members of the
organization. Many major trading entities — among them the United States, the European Union, and Japan — shared concerns with respect to China's
accession. These concerns included obtaining satisfactory market access offers for both goods and services, full trading rights for all potential Chinese
consumers and end-users, nondiscrimination between foreign and local commercial operations in China, the reduction of monopolistic state trading practices,
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and the elimination of arbitrary or non-scientific technical standards. China and other WTO members worked to achieve a commercially viable accession
protocol.

In 1999, Premier Zhu Rongji signed a bilateral U.S.-China Agricultural Cooperation Agreement, which lifted longstanding Chinese prohibitions on imports of
citrus, grain, beef, and poultry. In November 1999, the United States and China reached a historic bilateral market-access agreement to pave the way for China's
accession to the WTO. As part of the far-reaching trade liberalization agreement, China agreed to lower tariffs and abolish market impediments after it joins the
world trading body. Chinese and foreign businessmen, for example, would gain the right to import and export on their own - and to sell their products without
going through a government middleman. After reaching a bilateral WTO agreement with the EU and other trading partners in summer 2000, China worked on a
multilateral WTO accession package. China concluded multilateral negotiations on its accession to the WTO in September 2001. The completion of its
accession protocol and Working Party Report paved the way for its entry into the WTO on December 11, 2001, after 16 years of negotiations, the longest in
GATT history.

According to IMF statistics, China's global trade totaled $353 billion in 1999; the trade surplus stood at $36

billion. China's global trade totaled $454 billion in 2000; the trade surplus stood at $20 billion. China's I
primary trading partners included Japan, the EU, the U.S., South Korea, Hong Kong, and Taiwan. According 3 :
to U.S. statistics, China had a trade surplus with the U.S. of $68.7 billion in 1999. China had a trade surplus % \a . ]
with the U.S. of $83 billion in 2000. (Note: U.S. figures may overestimate Chinese exports, and its surplus, 4 , e
by failing to account for the fact that China's assembly industries first import many almost-finished !

products.) g .
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China's global trade exceeded $1.758 trillion at the end of 2006. It first broke the 1 trillion mark ($1.15 Global distribution of Chinese exports in 2006 as a
trillion) in 2004, more than doubling from 2001. At the end of 2004, China became the world's third largest percentage of the top market.

trading nation behind the United States and Germany. The trade surplus however was stable at $30 billion

(more than 40 billion in 1998, less than 30 billion in 2003). China's primary trading partners include Japan, the U.S., South Korea, Germany, Singapore,
Malaysia, Russia, and the Netherlands. The vast majority of China's imports consists of industrial supplies and capital goods, notably machinery and
high-technology equipment, the majority of which comes from the developed countries, primarily Japan and the United States. Regionally, almost half of China's
imports come from East and Southeast Asia, and about one-fourth of China's exports go to the same destinations. About 80 percent of China's exports consist of
manufactured goods, most of which are textiles and electronic equipment, with agricultural products and chemicals constituting the remainder. Out of the five
busiest ports in the world, three are in China.

The U.S. is one of China's primary suppliers of semiconductors and electronic components, power-generating equipment, aircraft and parts, computers and
industrial machinery, raw materials, waste and scrap, and chemical and agricultural products. However, U.S. exporters continue to have concerns about fair
market access due to China's restrictive trade policies and U.S. export restrictions. Intellectual property theft makes many foreign companies wary of doing
business in mainland China. Some foreign politicians and manufacturers also say the value of the yuan is artificially low and gives export from mainland China
an unfair advantage. These and other issues are behind the recent push for greater protectionism by some in the US Congress, including a 27.5% consumer tax
on imports. According to U.S. statistics, China had a trade surplus with the U.S. of $170 billion in 2004, more than doubling from 1999. Wal-Mart, the United
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States' largest retailer, is China's 7th largest export partner, just ahead of the United Kingdom.

The U.S. trade deficit with China reached $232.5 billion in 2006, as imports grew 18%. China's share of total U.S. imports has grown from 7% to 15% since
1996. At the same time, the share of many other Asian countries' imports to the United States fell, from 39% in 1996 to 21.1% in 2005. The share of overall
Asian imports (including China) to the United States actually declined from 38.8% in 1996 to 35.7% in 2005. The U.S. global trade deficit with the Asia-Pacific
region as a whole also has fallen from 75% in 1995 to 49% in 2005.

Trade volume between China and Russia reached $29.1 billion in 2005, an increase of 37.1% compared with 2004. A
spokesman for the Ministry of Commerce, Van Jingsun, said that the volume of trade between China and Russia could
exceed 40 billion dollars in 2007. China’s export of machinery and electronic goods to Russia grew 70%, which is 24% of
China’s total export to Russia in the first 11 months of 2005. During the same time, China’s export of high-tech products to
Russia increased by 58%, and that is 7% of China’s total exports to Russia. Also in this time period border trade between
the two countries reached $5.13 billion, growing 35% and accounting for nearly 20% of the total trade. Most of China’s
exports to Russia remain apparel and footwear. Russia is China’s eighth largest trade partner and China is now Russia’s
fourth largest trade partner, and China now has over 750 investment projects in Russia, involving $1.05 billion. China’s
contracted investment in Russia totaled $368 million during January-September of 2005, twice that in 2004.

Chinese cars at a dealer's lot in

. . . . . S . Nizhny N d, the traditional
Chinese imports from Russia are mainly those of energy sources, such as crude oil, which is mostly transported by rail, and 1Ziny Joveorod, the tractiiona
capital of the Russian automotive

electricity exports from neighboring Siberian and Far Eastern regions. In the near future, exports of both of these industry.
commodities are set to increase, as Russia is building the Eastern Siberia-Pacific Ocean oil pipeline with a branch to

Chinese border, and Russian power grid monopoly UES is building some of its hydropower stations with a view of future

exports to China.

Export growth have continued to be a major component supporting China's rapid economic growth. To increase exports, China pursued policies such as
fostering the rapid development of foreign-invested factories, which assembled imported components into consumer goods for export and liberalizing trading
rights. In its 11th Five-Year Program, adopted in 2005, China placed greater emphasis on developing a consumer demand-driven economy to sustain economic
growth and address imbalances.

The China Council for the Promotion of International Trade (CCPIT) promotes China's international economic and commercial interests. This is accomplished
by developing business cooperation and exchanges with foreign countries. It also produces economic data, creates diplomatic ties and is active with trade
arbitration issues. Hong Kong remains prominent in domestic trade, notably in its reliance on the mainland for agricultural products.

Foreign investment

China's investment climate has changed dramatically with more than two decades of reform. In the early 1980s, China restricted foreign investments to export-
oriented operations and required foreign investors to form joint-venture partnerships with Chinese firms. The Encouraged Industry Catalogue sets out the degree
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of foreign involvement allowed in various industry sectors. Foreign investment slowed in late 1989 in the aftermath of Tiananmen Square protests. In response,
the government introduced legislation and regulations designed to encourage foreigners to invest in high-priority sectors and regions.

Since the early 1990s, the government has allowed foreign investors to manufacture and sell a wide range of goods on the domestic market, eliminated time
restrictions on the establishment of joint ventures, provided some assurances against nationalization, allowed foreign partners to become chairs of joint venture
boards, and authorized the establishment of wholly foreign-owned enterprises, now the preferred form of FDI. In 1991, China granted more preferential tax
treatment for Wholly Foreign Owned Enterprises and contractual ventures and for foreign companies, which invested in selected economic zones or in projects
encouraged by the state, such as energy, communications and transportation.

China also authorized some foreign banks to open branches in Shanghai and allowed foreign investors to purchase special "B" shares of stock in selected
companies listed on the Shanghai and Shenzhen Securities Exchanges. These "B" shares sold to foreigners carried no ownership rights in a company. In 1997,
China approved 21,046 foreign investment projects and received over $45 billion in foreign direct investment. China revised significantly its laws on Wholly
Foreign-Owned Enterprises and China Foreign Equity Joint Ventures in 2000 and 2001, easing export performance and domestic content requirements.

Foreign investment remains a strong element in China's rapid expansion in world trade and has been an important factor in the growth of urban jobs. In 1998,
foreign-invested enterprises produced about 40% of China's exports, and foreign exchange reserves totalled about $145 billion. Foreign-invested enterprises
today produce about half of China's exports (note that the majority of China's foreign investment come from Hong Kong, Macau and Taiwan), and China
continues to attract large investment inflows. However, the Chinese government's emphasis on guiding FDI into manufacturing has led to market saturation in
some industries, while leaving China's services sectors underdeveloped. From 1993-2001, China was the world's second-largest recipient of foreign direct
investment after the United States. China received $39 billion FDI in 1999 and $41 billion FDI in 2000. China is now one of the leading FDI recipients in the
world, receiving almost $80 billion in 2005 according to World Bank statistics. In 2006, China received $69.47 billion in foreign direct investment.

Foreign exchange reserves totaled $155 billion in 1999 and $165 billion in 2000. Foreign exchange reserves exceeded $800 billion in 2005, more than doubling
from 2003. Foreign exchange reserves were $819 billion at the end of 2005, $1.066 trillion at the end of 2006, and have now surpassed those of Japan, making
China's foreign exchange reserves the largest in the world.

As part of its WTO accession, China undertook to eliminate certain trade-related investment measures and to open up specified sectors that had previously been
closed to foreign investment. New laws, regulations, and administrative measures to implement these commitments are being issued. Major remaining barriers to
foreign investment include opaque and inconsistently enforced laws and regulations and the lack of a rules-based legal infrastructure. Warner Bros., for
instance, withdrew its cinema business in China as a result of a regulation that requires Chinese investors to own at least a 51 percent stake or play a leading
role in a foreign joint venture.

Demographics

Since the 1950s medical care, public hygiene and sanitation improved considerably, and epidemics were controlled. Consecutive generations continuously
experienced better health. The population growth rate surged as the mortality rate dropped more rapidly than the birth rate. China’s massive population has
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always been a major difficulty for the government as it has struggled to provide for it. In the 1950s, food supply was inadequate and the standard of living was
generally low. This spurred the authorities to initiate a major birth control program. The Great Leap Forward industrial plan in 1958-60 caused a huge famine
which caused the death rate to surpass the birth rate and by 1960, the overall population was declining. A second population control drive began in 1962 with
major efforts focused on promoting late marriages and the use of contraceptives. By 1963 the country was in the beginning of recovery from the famine and the
birth rate soared to its highest since 1949 with an annual population growth rate of 3%. In 1966, the Cultural Revolution suspended this second family planning
program, but resumed four years later with the third attempt by making later marriage and family size limitation an obligation. Since 1970, the efforts have been
much more effective. The third family planning program continued until 1979 when the one child per family policy was implemented. By the early 1980s,
China’s population reached around 1 billion and by the early 2000s, surpassed 1.3 billion. In the 1980s, the average overall population growth was around 1.5%.
In the 1990s, this fell to about 1%. Today it is about 0.6%. China's population growth rate is now among the lowest for a developing country, although, because
its population is so huge, annual net population growth is still considerable. One demographic consequence of the one-child policy is that China is now one of
the most rapidly ageing countries in the world.

From 100 million to 150 million surplus rural workers are adrift between the villages and the cities, many subsisting through part-time, low-paying jobs.

According to the latest Forbes China Rich List (2007), China had 66 billionaires, the second largest number after the United States, which had 415. In the 2006
Forbes Rich List it stated that there were 15 Chinese billionaires. In the latest 2007 Hurun Report, it lists 106 billionaires in China.

Transportation

Development of the country’s transportation infrastructure is given a high priority because it is so strategically tied to the national economy and national
defense. Regardless, the transportation infrastructure is still not fully developed in many aspects and areas, and it constitutes a major hindrance on economic
growth and the efficient logistical movement of goods and people. China's transportation policy, influenced by political, military, and economic concerns, have
undergone major changes since 1949.

Immediately after the People’s Republic was founded, the primary goal was to repair existing transportation infrastructure in order to meet military transport
and logistics needs as well as to strengthen territorial integrity. During most of the 1950s, new road and rail links were built, while at the same time old ones
were improved. During the 1960s much of the improvement of regional transportation became the responsibility of the local governments, and many small
railways were constructed. Emphasis was also placed on developing transportation in remote rural, mountainous, and forested areas, in order to integrate poorer
regions of the country and to help promote economies of scale in the agricultural sector.

Before the reform era began in the late 1970s, China's transportation links were mostly concentrated in the coastal areas and access to the inner regions was
generally poor. This situation has been improved considerably since then, as railways and highways have been built in the remote and frontier regions of the
northwest and southwest. At the same time, the development of international transportation was also pursued, and the scope of ocean shipping was broadened
considerably.

Freight haulage is mainly provided by rail transport. The rail sector is monopolized by China Railways which is controlled by the Ministry of Railways and there
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is wide variation in services provided. In late 2007 China became one of the few countries in the world to launch its own indigenously developed high-speed
train. As rail capacity is struggling to meet demand for the transport of goods and raw materials such as coal, air routes, roads and waterways are rapidly being
developed to provide an increasing proportion of China's overall transportation needs.

Communications

China possesses a diversified communications system that links all parts of the country by Internet, telephone, telegraph, radio, and television. None of the
telecommunications forms are as prevalent or as advanced as those in modern Western countries, but the system includes some of the most sophisticated
technology in the world and constitutes a foundation for further development of a modern network.

China's number of Internet users or netizens topped 137 million by the end of 2006, an increase of 23.4% from a year before and 162 million by June 2007,
making China the second largest Internet user after the United States, according to China's Ministry of Information Industry (MII). China's mobile phone
penetration rate is 34% in 2007. In 2006, mobile phone users sent 429 billion text messages, or on average 967 text messages per user. For 2006, the number of
fixed-lines grew by 79%, mainly in the rural areas.

Science and technology

Science and technology are a concern of China's leadership and many of China's leaders have come from technical backgrounds with a high regard for science.
Deng Xiaoping called it "the first productive force." In recent times, with Hu Jintao and Wen Jiabao and their predecessors Jiang Zemin and Zhu Rongji all being
trained engineers, China's leaders have been described as technocrats.

Since the early 1980s scientific and technological modernization has been given an especially high priority. Plans were made to rebuild the educational
structure, continue sending students abroad, negotiate technological purchases and transfer arrangements with the U.S. and others, and develop ways to
disseminate scientific and technological information. Areas of most critical interest have included microelectronics, telecommunications, computers, automated
manufacturing, and energy. China also has had a space program since the 1960s and, by the late 1990s, had successfully launched more than 25 satellites.

On the other hand, distortions in the economy and society created by party rule have severely hurt Chinese science, according to some Chinese science policy
experts. The Chinese Academy of Sciences, modeled on the Soviet system, puts much of China's greatest scientific talent in a large, under-funded apparatus that
remains largely isolated from industry, although the reforms of the past decade have begun to address this problem.

Chinese science strategists have seen China's greatest opportunities in newly emerging fields such as biotechnology and computers where there is still a chance
for China to become a significant player. Most Chinese students who went abroad have not returned, but they have built a dense network of global contacts that
have greatly facilitated international scientific cooperation. The United States is often held up as the standard of scientific modernity in China. Indeed, photos of
the Space Shuttle often appear in Chinese advertisements as a symbol of advanced technology. China's growing space program, which has put a man in space
and successfully completed their second manned orbit in October 2005, is a focus of national pride.
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At the end of 1996, China had 5,434 state-owned independent research and development institutions at and above the county level. There were another 3,400
research institutions affiliated with universities, 13,744 affiliated with medium and large industrial enterprises, and 726 affiliated with medium and large
construction enterprises. A total of 2.8 million people were engaged in scientific and technological activities in these institutions.

The U.S.-China Science and Technology Agreement remains the framework for bilateral cooperation between the two countries in this field. It was originally
signed in 1979. A five-year agreement to extend and amend the accord, including provisions for the protection of intellectual property rights, was signed in May
1991, and the Agreement was again extended for five years in April 1996. Five-year agreements to extend the accord were signed in April 2001 and April 2006.
The Agreement is among the longest-standing U.S.-China accords, and includes over eleven U.S. Federal agencies and numerous branches that participate in
cooperative exchanges under the S&T Agreement and its nearly 60 protocols, memoranda of understanding, agreements and annexes. The Agreement covers
cooperation in areas such as marine conservation, high-energy physics, renewable energy, and health. Biennial Joint Commission Meetings on Science and
Technology bring together policymakers from both sides to coordinate joint science and technology cooperation. Executive Secretaries meetings are held
biennially to implement specific cooperation programs.

Japan and the European Union also have high profile science and technology cooperative relationships with China.

Environment and public health

One of the serious negative consequences of China's rapid industrial development since the 1980s has been increased pollution and degradation of natural
resources. Problems such as soil erosion, desertification and the steady fall of the water table, especially in the north, have posed a threat to the sustainable
development of the country. Although China has passed environmental legislation and has participated in some international anti-pollution conventions,
pollution will be a serious problem in China for years to come.

A 1998 WHO report on air quality in 272 cities worldwide concluded that seven of the world's 10 most polluted cities were in China. According to China's own
evaluation, two-thirds of the 338 cities for which air-quality data are available are considered polluted - two-thirds of them moderately or severely so.
Respiratory and heart diseases related to air pollution are the leading causes of death in China.

Almost all of the nation's rivers are considered polluted to some degree, and half of the population lacks access to clean water. Ninety percent of urban water
bodies are severely polluted. Water scarcity also is an issue; for example, severe water scarcity in northern China is a serious threat to sustained economic
growth and has forced the government to plan a large-scale diversion of water from the Yangtze River to northern cities, including Beijing and Tianjin. Acid rain
falls on 30% of the country. Various studies estimate pollution costs the Chinese economy about 7%-10% of GDP each year. A 2005 report by the World Bank
states that more than 300 million people in rural China have no access to safe water and nearly 800 million have seen no improvement in sanitation and hygiene
in recent years.

China's leaders have increasingly paid attention to the country's severe environmental problems. The head of National Environmental Protection Agency
(NEPA) proclaimed in 1991 that environmental protection was one of China's basic national policies, at the same time cautioning that environmental protection
must be coordinated with economic development. According to NEPA, $3.2 billion was spent on pollution prevention and environmental rehabilitation from
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1981-85, $8.8 billion from 1986-1990, and about $15 billion for the eighth five-year plan (1991-95).

China has sought to contain its increasing industrial pollution largely through administrative procedures and efforts to increase public awareness. The heavily
polluted Pearl River delta was one of the first major industrialized areas targeted for clean up. Officials hoped that new sewage treatment plants for cities in the
delta area would enable the river to support an edible fish population by the year 2000. A nascent environmental protection industry has also emerged.
However, in some areas of China, pollution has long been considered as one of the costs associated with economic development.

The question of environmental impacts associated with the Three Gorges Dam project has generated controversy among environmentalists inside and outside
China. Critics claim that erosion and silting of the Yangtze River threaten several endangered species, while officials say the dam will help prevent devastating
floods and generate clean hydroelectric power that will enable the region to lower its dependence on coal, thus lessening air pollution.

In March 1998, NEPA was officially upgraded to a ministry-level agency and renamed as the State Environmental Protection Administration (SEPA), reflecting
the growing importance the Chinese government placed on environmental protection. The Chinese government recognizes the environmental situation in China
is grim and that increasing water and air pollution, as well as deforestation and desertification, will threaten the base of China's economic development. In 1999,
China invested more than 1% of GDP in environmental protection.

In recent years, China has strengthened its environmental legislation and made some progress in stemming environmental deterioration. During the 10th
Five-Year Plan (2001-2005), China planned to reduce total emissions by 10%. Beijing in particular has invested heavily in pollution control as part of its
preparation of the 2008 Olympic Games. In 2005, China joined the Asia Pacific Partnership on Clean Development, which brings industries and governments
together to implement strategies that reduce pollution and address climate change. Some cities have seen improvement in air quality in recent years.

At the beginning of 2007 SEPA announced 82 projects, with a total investment value of over 112 billion yuan, had been found in serious breach of the
environmental impact assessment law and regulations on the integration of health and safety measures into project design.

China is an active participant in climate change talks and other multilateral environmental negotiations in organization such as the UN Environment Program
(UNEP). While China has taken environmental challenges seriously, it has pushed for the developed world to help developing countries to a far greater extent.
It is a signatory to the Basel Convention governing the transport and disposal of hazardous waste and the Montreal Protocol for the Protection of the Ozone
Layer, the Kyoto Protocol, as well as the Convention on International Trade in Endangered Species and other major environmental agreements.

China is a member of the Asia Pacific Partnership on Clean Development and Climate (APP). The APP is a public-private partnership of six nations (Australia,
China, India, Japan, the Republic of Korea, and the United States) committed to explore new mechanisms to meet national pollution reduction, energy security
and climate change goals in ways that reduce poverty and promote economic development. APP members have undertaken cooperative activities involving
deployment of clean technology in partner countries in eight areas: cleaner fossil energy, renewable energy and distributed generation, power generation and
transmission, steel, aluminium, cement, coal mining, and buildings and appliances.

The United States and China have been engaged in an active program of bilateral environmental cooperation since the mid-1990s, with an emphasis on clean
energy technology and the design of effective environmental policy. The U.S.-China Forum on Environment and Development, co-chaired by the U.S. Vice
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President and the Premier of the People's Republic of China, has been the principal vehicle of an active program of bilateral environmental cooperation since its
inception in 1997. Despite positive reviews of the Forum's achievements from both sides, China has often compared the U.S. program, which lacks a foreign
assistance component, with those of Japan and several EU countries that include generous levels of aid.
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Economy of England

2008/9 Schools Wikipedia Selection. Related subjects: Economics
The Economy of England is the largest economy of the four constituent countries of the United Kingdom.

England is a most highly industrialised country. It is an important producer of textiles and chemical products. Although automobiles, locomotives, and aircraft
are among England’s other important industrial products, the bulk of the country's income comes from the City (see next paragraph).

Since the 1990s the financial services sector has played an increasingly greater role in the English economy and the City of London is the world's largest
financial centre. Banks, insurance companies, commodity and futures exchanges are heavily concentrated in the City.

The service sector of the economy as a whole is now the largest in England, with manufacturing and primary industries in decline. The only major secondary
industry that is growing is the construction industry, fueled by economic growth provided mainly by the growing services, administrative and financial sector.

The British pound sterling is the official currency of England and the central bank of the United Kingdom, the Bank of England, is located in London.

In medieval times (c. 11th Century-15th Century) the wool trade was the major industry of England and the country exported wool to Europe. Many market
towns and ports grew up on the industry. Poor infrastructure hampered the development of large scale industry. This changed when the canals and railways
began to be built, in the late 18th Century and early 19th Century.

England became the world's first industrialized nation, with the industrial revolution taking place in the late 18th Century. This was also the age of British
overseas expansion, where England relied upon colonies (such as America, Canada, or Australia) to bring in resources such as cotton and tobacco. English
factories then processed the goods and sold them on in both the quickly growing domestic market or abroad. Cities grew and large industrial centres were
established, especially in the Midlands and North England.

Heavy industries, such as coal mining, steel production and ship building, declined in England during the second half of the 20th Century and were replaced by
service industries and hi-tech industries, such as the computer and pharmaceutical industries.

Today England is one of Europe's, as well as the world's, wealthiest nations and is the wealthiest of the four nations that make up the UK (GDP per capita).
Economic sectors

Agriculture and Fishing
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Agriculture is intensive, highly mechanized, and efficient by European standards, producing about 60% of food needs with only 1% of the labor force. It
contributes around 2% of GDP. Around two thirds of production is devoted to livestock, one third to arable crops. Agriculture is heavily subsidized by the
European Union's Common Agricultural Policy and it is not known how large a sector it would be if the market was unregulated. The GDP from the farming
sector is argued by some to be a small return on the subsidies given but is argued by others that subsidy boosts security. And therefore is justified in the same
way defence spending is.

The main crops that are grown are wheat, barley, oats, potatoes, sugar beets, fruits and they use the euro vegetables. The livestock that is raised is cattle and
sheep. In the drier east, farmers raise wheat, barley, oats, potatoes, and sugar beets. Apples are grown in the west. Cornwall and the nearby Isles of Scilly, that
have the mildest climate and longest growing season in England, raise winter vegetables, fruits, and flowers for the London Market.

England is one of the world’s leading fishing nations. Its fleets bring home fish of every kind, ranging from sole to herring. Kingston upon Hull, Grimsby,
Fleetwood, Great Yarmouth, and Lowestoft are among the coastal towns that have large fishing industries.

Investing and banking

England's capital is London. The City of London is London's major financial district, and one of the world's leading financial centres. The city is where the
London Stock Exchange, as well as many other exchanges, are based.

Service industries, particularly banking, insurance, and business services, account by far for the largest proportion of GDP and employ around 70% of the
working population.

Manufacturing

Manufacturing continues to decline in importance. In the 1960s and 70s manufacturing was a significant part of England's economic output. However a lot of
the heavy manufacturing industry was government run and had failed to respond to world markets. State industries were sold off and over the 20th century
many closed as they were unable to compete; a situation largely reflected in other Western industrialized countries. However, manufacturing still accounts for
some 26% of the UK's GDP. England remains a key player in the aerospace, defense, pharmaceutical and chemical industries and British companies world wide
continue to have a role in the sector through foreign investment. Closure of English factories and movement of manufacturing to Eastern Europe and the " Far
East" in search of lower costs (especially through lower wages and less strict employment laws) continues to benefit share-holders, consumers and the UK
economy as a whole, although areas that were formerly dependent on manufacturing such as the Midlands and North East have experienced severe economic
decline.

Tourism

Tourism is the 6th largest industry in the UK, contributing 76 billion pounds to the economy. It employs 1,800,000 full-time equivalent people — 6.1% of the
working population (2002 figures) . The largest centre for tourism is London, which attracts millions of international tourists every year.
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Currency

The currency of England is the Pound Sterling, or British pound. The central bank of the United Kingdom, where interest rates are set and monetary policy is
carried out, is the Bank of England in London.

There is considerable debate as to whether the UK should join the Euro currency, which would replace the Pound. The relatively good economic performance
has complicated the Blair government's efforts to make a case for Britain to leave the Pound Sterling and join the Euro. The British Prime Minister has pledged
to hold a public referendum if membership meets Chancellor of the Exchequer Gordon Brown's " five economic tests". The tests are:

1. Are business cycles and economic structures compatible with European interest rates on a permanent basis?
2. If problems emerge, is there sufficient flexibility to deal with them?

3. What impact would entry into the Euro have on the UK's financial services industry?

4. Would joining the Euro create better conditions for firms making long-term decisions to invest in Britain?

5. Would joining the Euro promote higher growth, stability and a lasting increase in jobs?

When assessing the tests, Gordon Brown concluded that while the decision was close, the United Kingdom should not yet join the Euro. In particular, he cited
fluctuations in house prices as a barrier to immediate entry. The tests will be reassessed in the future. Public opinion polls show that a majority of Britons are
opposed to joining the single currency at this time. The same polls point towards slightly stronger opposition to the Euro in England than in the other UK
nations.

Regional variation

The strength of the English economy varies from region to region. GDP, and GDP per capita is highest in London. The following table shows the GDP (2004)
per capita of England as a whole and each of the nine regions.

Rank Place GDP. per capita
in Euros

England 26 904
1. London 44 401
2. South East 31300
3. East of England 27778
4. South West 27 348
5. East Midlands 26 683
6. West Midlands 25931
7. North West 25396
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&. Yorkshire and the Humber 25 300
9. North East 22 886

Two of the 10 economically strongest areas in the European Union are in England. Inner London is number 1 with a €71 338 GDP per capita (303% above EU
average); Berkshire, Buckinghamshire & Oxfordshire is number 7 with a €40 937 GDP per capita (174% above EU average).

Although being in South West England, which is the 4t strongest region in England, Cornwall and the Isles of Scilly (combined into a NUTS:3 region for
statistical purposes) is the weakest area in England, with a GDP per capita of €18 645 per capita, or 79% of the EU average of €21 503.

Retrieved from " http://en.wikipedia.org/wiki/Economy of England"
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Economy of India
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The economy of India, when measured in USD exchange-rate terms, is the twelfth largest in the world,
with a GDP of US $1.25 trillion (2008). It is the third largest in terms of purchasing power parity. India
is the second fastest growing major economy in the world, with a GDP growth rate of 9.4% for the
fiscal year 2006-2007. However, India's huge population results in a per capita income of $4,542 at
PPP and $1,089 at nominal (revised 2007 estimate). The World Bank classifies India as a low-income
economy.

India's economy is diverse, encompassing agriculture, handicrafts, textile, manufacturing, and a
multitude of services. Although two-thirds of the Indian workforce still earn their livelihood directly or
indirectly through agriculture, services are a growing sector and play an increasingly important role of
India's economy. The advent of the digital age, and the large number of young and educated populace
fluent in English, is gradually transforming India as an important 'back office' destination for global
outsourcing of customer services and technical support. India is a major exporter of highly-skilled
workers in software and financial services, and software engineering. Other sectors like manufacturing,
pharmaceuticals, biotechnology, nanotechnology, telecommunication, shipbuilding, aviation and
tourism are showing strong potentials with higher growth rates.

India followed a socialist-inspired approach for most of its independent history, with strict government
control over private sector participation, foreign trade, and foreign direct investment. However, since
the early 1990s, India has gradually opened up its markets through economic reforms by reducing
government controls on foreign trade and investment. The privatisation of publicly owned industries
and the opening up of certain sectors to private and foreign interests has proceeded slowly amid
political debate.

India faces a fastly growing population and the challenge of reducing economic and social inequality.
Poverty remains a serious problem, although it has declined significantly since independence. Official
surveys estimated that in the year 2004-2005, 27% of Indians were poor.

History
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Currency
Fiscal year

Trade

organisations

GDP ( PPP)
GDP growth
GDP per capita

GDP by sector

Inflation ( CPI)

Population
below poverty
line

1 Indian Rupee (INR) (Rs) = 100 Paise
April 1- March 31
WTO, SAFTA

Statistics
$5.21 trillion (PPP) (2008 est.) ( 3rd)
9.6% (2006/07)
$1,089 (nominal); $4,543 (PPP)

agriculture: 19.9%, industry: 19.3%,
services: 60.7% (2006 est.)

3.5% (2008 est.)
25% (2002 est.)
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India's economic history can be broadly divided into three eras, beginning with the pre-colonial period
lasting up to the 17th century. The advent of British colonisation started the colonial period in the 17th
century, which ended with independence in 1947. The third period stretches from independence in
1947 until the present.

Pre-colonial

The citizens of the Indus Valley civilisation, a permanent and predominantly urban settlement that
flourished between 2800 BC and 1800 BC, practised agriculture, domesticated animals, used uniform
weights and measures, made tools and weapons, and traded with other cities. Evidence of well planned
streets, a drainage system and water supply reveals their knowledge of urban planning, which included
the world's first urban sanitation systems and the existence of a form of municipal government.
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509.3 million (2006 est.)

agriculture: 60%, industry: 12%,
services: 28% (2003)

7.8% (2006 est.)

textiles, chemicals, food processing, steel,
transportation equipment, cement,
mining, petroleum, machinery, software,

services
External
$125 billion (Financial Year 2006-2007)

textile goods, gems and jewelry,
engineering goods, chemicals, leather

manufactures, services

US 18%, the People's Republic of China
8.9%, UAE 8.4%, UK 4.7%, Hong Kong
4.2% (2005)

$187.9 billion f.0.b. (2006 est.)

crude oil, machinery, gems, fertilizer,

chemicals

the People's Republic of China 7.2%, US
6.4%, Belgium 5.1%, Singapore 4.7%,
Australia 4.2%, Germany 4.2%, UK
4.1% (2005)

Public finances
$132.1 billion (2006 est.)
$109.4 billion (2006 est.)
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The 1872 census revealed that 99.3% of the population of the region constituting present-day India

resided in villages, whose economies were largely isolated and self-sustaining, with agriculture the Expenses $143.8 billion; including capital
predominant occupation. This satisfied the food requirements of the village and provided raw materials expenditures of $15 billion (2006 est.)
for hand-based industries, such as textiles, food processing and crafts. Although many kingdoms and
rulers issued coins, barter was prevalent. Villages paid a portion of their agricultural produce as

revenue to the rulers, while its craftsmen received a part of the crops at harvest time for their services. Main data source: CIA World Factbook
All values, unless otherwise stated, are in US dollars

Economic aid  donor: $17.3 million (2006)

Religion, especially Hinduism, and the caste and the joint family systems, played an influential role in

shaping economic activities. The caste system functioned much like medieval European guilds,

ensuring the division of labour, providing for the training of apprentices and, in some cases, allowing manufacturers to achieve
narrow specialization. For instance, in certain regions, producing each variety of cloth was the speciality of a particular
sub-caste.

Textiles such as muslin, Calicos, shawls, and agricultural products such as pepper, cinnamon, opium and indigo were exported

Silver coin minted during the
to Europe, the Middle East and South East Asia in return for gold and silver. reign of the Gupta king Kumara

Gupta I (AD 414-55)

Assessment of India's pre-colonial economy is mostly qualitative, owing to the lack of quantitative information. One estimate
puts the revenue of Akbar's Mughal Empire in 1600 at £17.5 million, in contrast with the total revenue of Great Britain in : =
1800, which totalled £16 million. India, by the time of the arrival of the British, was a largely traditional agrarian economy with ; _ e

a dominant subsistence sector dependent on primitive technology. It existed alongside a competitively developed network of f LIS o TeTiii
commerce, manufacturing and credit. After the fall of the Mughals, India was administered by Maratha Empire. The maratha SETIE e
empire's budget in 1740s, at its peak, was Rs. 100 million. After the loss at Panipat, the maratha empire disintegrated into S

confederate states of Gwalior, Baroda, Indore, Jhansi, Nagpur, Pune and Kolhapur. Gwalior state has a budget of Rs. 30M. Estimates O}' the per capita
However, at this time, British East India company entered the Indian political theatre. Until, 1857, when India was firmly under income of India (1857-1900)
the British crown, the country remained in a state of political instability due to internecine wars and conflicts. as per 1948-49 prices.
Colonial

Colonial rule brought a major change in the taxation environment from revenue taxes to property taxes resulting in mass impoverishment and destitution of the
great majority of farmers. It also created an institutional environment that, on paper, guaranteed property rights among the colonizers, encouraged free trade,
and created a single currency with fixed exchange rates, standardized weights and measures, capital markets, a well developed system of railways and
telegraphs, a civil service that aimed to be free from political interference, and a common-law, adversarial legal system. India's colonisation by the British
coincided with major changes in the world economy—industrialisation, and significant growth in production and trade. However, at the end of colonial rule,
India inherited an economy that was one of the poorest in the developing world, with industrial development stalled, agriculture unable to feed a rapidly growing
population, one of the world's lowest life expectancies, and low rates of literacy.
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An estimate by Cambridge University historian Angus Maddison reveals that India's share of the world income fell from 22.6% in 1700, comparable to Europe's
share of 23.3%, to a low of 3.8% in 1952. While Indian leaders during the Independence struggle, and left-nationalist economic historians have blamed colonial
rule for the dismal state of India's economy in its aftermath, a broader macroeconomic view of India during this period reveals that there were sectors of growth
and decline, resulting from changes brought about by colonialism and a world that was moving towards industrialisation and economic integration.

Independence to 1991

Indian economic policy after independence was influenced by the colonial experience (which was seen by Indian leaders as
exploitative in nature) and by those leaders' exposure to Fabian socialism. Policy tended towards protectionism, with a strong
emphasis on import substitution, industrialisation, state intervention in labour and financial markets, a large public sector,
business regulation, and central planning. Jawaharlal Nehru, the first prime minister, along with the statistician Prasanta ! A . .
Chandra Mahalanobis, carried on by Indira Gandhi formulated and oversaw economic policy. They expected favourable L
outcomes from this strategy, because it involved both public and private sectors and was based on direct and indirect state -.-n:{*'.; Y 5 S ————
intervention, rather than the more extreme Soviet-style central command system. The policy of concentrating simultaneously '
on capital- and technology-intensive heavy industry and subsidising manual, low-skill cottage industries was criticized by
economist Milton Friedman, who thought it would waste capital and labour, and retard the development of small
manufacturers.

Growth rate of India's real GDP
per capita (Constant Prices:

. .. . Chain series) (1950-2006).
India's low average growth rate from 1947—-80 was derisively referred to as the Hindu rate of Data Source: Penn World

growth, because of the unfavourable comparison with growth rates in other Asian countries, tables.
especially the "East Asian Tigers".

et After 1991
el ol
Per capita GDP (at PPP) of In the late 80s, the government led by Rajiv Gandhi eased restrictions on capacity expansion for incumbents, removed price
South Asian economies versus controls and reduced corporate taxes. While this increased the rate of growth, it also led to high fiscal deficits and a worsening
those of South Korea, as a current account. The collapse of the Soviet Union, which was India's major trading partner, and the first Gulf War, which
percentage of the US caused a spike in oil prices, caused a major balance-of-payments crisis for India, which found itself facing the prospect of

defaulting on its loans. In response, Prime Minister Narasimha Rao along with his finance minister Manmohan Singh initiated
the economic liberalisation of 1991. The reforms did away with the Licence Raj (investment, industrial and import licensing) and ended many public
monopolies, allowing automatic approval of foreign direct investment in many sectors. Since then, the overall direction of liberalisation has remained the same,
irrespective of the ruling party, although no party has yet tried to take on powerful lobbies such as the trade unions and farmers, or contentious issues such as
reforming labour laws and reducing agricultural subsidies.

Since 1990 India has emerged as one of the wealthiest economies in the developing world; during this period, the economy has grown constantly, but with a few
major setbacks. This has been accompanied by increases in life expectancy, literacy rates and food security.
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While the credit rating of India was hit by its nuclear tests in 1998, it has been raised to investment level in 2007 by S&P and Moody's. In 2003, Goldman Sachs
predicted that India's GDP in current prices will overtake France and Italy by 2020, Germany, UK and Russia by 2025 and Japan by 2035. By 2035, it was

projected to be the third largest economy of the world, behind US and China.

Government intervention

State planning and the mixed economy

After independence, India opted for a centrally planned economy to try to achieve an effective and equitable allocation of national resources and balanced
economic development. The process of formulation and direction of the Five-Year Plans is carried out by the Planning Commission, headed by the Prime

Minister of India as its chairperson.

India's mixed economy combines features of both capitalist market economy and the socialist command economy, but has
shifted more towards the former over the past decade. The public sector generally covers areas which are deemed too
important or not profitable enough to leave to the market, including such services as the railways and postal system.

Since independence, there have been phases of nationalizing such areas as banking and, more recently, of privatization.

Public expenditure

India's public expenditure is classified as development expenditure, comprising central plan expenditure and central assistance
and non-development expenditures; these categories can each be divided into capital expenditure and revenue expenditure.
Central plan expenditure is allocated to development schemes outlined in the plans of the central government and public sector
undertakings; central assistance refers to financial assistance and developmental loans given for plans of the state governments
and union territories. Non-development capital expenditure comprises capital defense expenditure, loans to public enterprises,
states and union territories and foreign governments, while non-development revenue expenditure comprises revenue defence
expenditure, administrative expenditure, subsidies, debt relief to farmers, postal deficit, pensions, social and economic services
(education, health, agriculture, science and technology), grants to states and union territories and foreign governments.
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India's non-development revenue expenditure has increased nearly fivefold in 2003—-04 since 1990-91 and more than tenfold
since 1985—-1986. Interest payments are the single largest item of expenditure and accounted for more than 40% of the total
non development expenditure in the 2003—04 budget. Defence expenditure increased fourfold during the same period and has
been increasing due to growing tensions in the region, the expensive dispute with Pakistan over Jammu and Kashmir and an
effort to modernise the military. Administrative expenses are compounded by a large salary and pension bill, which rises
periodically due to revisions in wages, dearness allowance etc. subsidies on food, fertilizers, education and petroleum and other
merit and non-merit subsidies account are not only continuously rising, especially because of rising crude oil and food prices,
but are also harder to rein in, because of political compulsions.

Headquarters of India's central
bank, the Reserve Bank of

Public receipts India, in Mumbai.

India has a three-tier tax structure, wherein the constitution empowers the union government to levy Income tax, tax on capital

transactions ( wealth tax, inheritance tax), sales tax, service tax, customs and excise duties and the state governments to levy sales tax on intra-state sale of
goods, tax on entertainment and professions, excise duties on manufacture of alcohol, stamp duties on transfer of property and collect land revenue (levy on
land owned). The local governments are empowered by the state government to levy property tax, Octroi and charge users for public utilities like water supply,
sewage etc. More than half of the revenues of the union and state governments come from taxes, of which half come from Indirect taxes. More than a quarter of
the union government's tax revenues is shared with the state governments.

The tax reforms, initiated in 1991, have sought to rationalise the tax structure and increase compliance by taking steps in the following directions:

Reducing the rates of individual and corporate income taxes, excises, customs and making it more progressive

Reducing exemptions and concessions

Simplification of laws and procedures

Introduction of Permanent account number to track monetary transactions

21 of the 29 states introduced Value added tax (VAT) on April 1, 2005 to replace the complex and multiple sales tax system

The non-tax revenues of the central government come from fiscal services, interest receipts, public sector dividends, etc., while the non-tax revenues of the
States are grants from the central government, interest receipts, dividends and income from general, economic and social services.

Inter-State share in the federal tax pool is decided by the recommendations of the Finance Commission to the President.
General budget
The Finance minister of India presents the annual union budget in the Parliament on the last working day of February. The budget has to be passed by the Lok

Sabha before it can come into effect on April 1, the start of India's fiscal year. The Union budget is preceded by an economic survey which outlines the broad
direction of the budget and the economic performance of the country for the outgoing financial year. This economic survey involves all the various NGOs,
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women organizations, business people, old people associations etc.
India's union budget for 2005-06, had an estimated outlay of Rs.5,14,344 crores ($118 billion). Earnings from taxes amount to Rs. 2,73,466 crore ($63b). India's
fiscal deficit amounts to 4.5% or 1,39,231 crore ($32b). The fiscal deficit is expected to be 3.8% of GDP, by March 2007.

Currency system

Rupee

The Rupee is the only legal tender accepted in India. The exchange rate as of October 13, 2007 is about 39.18 to a US dollar, 55.56 to a Euro, and 79.82 to a
UK pound. The Indian rupee is accepted as legal tender in the neighboring Nepal and Bhutan, both of which peg their currency to that of the Indian rupee.
The rupee is divided into 100 paise. The highest-denomination banknote is the 1,000 rupee note; the lowest-denomination coin in circulation is the 50 paise
coin.

Exchange rates

Under the fixed exchange rate system, the value of the rupee was linked to the British pound sterling until 1946, and after independence, 30% of India's foreign
trade was determined in pound sterling. In 1975, as per the floating exchange rate system, the value of the rupee was pegged to a basket of currencies and was
tightly controlled by the Reserve Bank of India. Since 2005, its value has been appreciating against the US dollar, Euro and British Pound Sterling. Since
liberalisation reforms in early 1990s, the rupee is fully convertible on trade and current account.

Labour

The large population puts further pressure on infrastructure and social services. A positive factor has been the large working-age population, which forms
45.33% of the population and is expected to increase substantially, because of the decreasing dependency ratio. The national labour market has been tightly
regulated by successive governments ever since the Workmen's Compensation Act was passed in 1923.

Physical infrastructure
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Since independence, India has allocated nearly half of the total outlay of the five-year plans for infrastructural development.
Development of infrastructure was completely in the hands of the public sector and was plagued by corruption, bureaucratic
inefficiencies, urban-bias and an inability to scale investment.

India's low spending on power, construction, transportation, telecommunications and real estate, at $31 billion or 6% of GDP in
2002 had prevented India from sustaining higher growth rates. This had prompted the government to partially open up
infrastructure to the private sector allowing foreign investment which has helped in a sustained growth rate of close to 9% for

the past six quarters. India holds second position in the world in roadways' construction, more than twice that of China. As of TR g S
2005 the electricity production was at 661.6 billion kWh with oil production standing at 785,000 bbl/day. India's prime import Affordable and environment
partners are : China 8.7%, US 6%, Germany 4.6%, Singapore 4.6%, Australia 4% as of 2006 CIA FactBook As of 15 January friendly public transport is seen
2007, there were 2.10 million broadband lines in India. Low tele-density is the major hurdle for slow pickup in broadband as a necessity for India’s

. . . ; metros. Pictured here, is
services. Over 76% of the broadband lines were via DSL and the rest via cable modems. Mumbai Airport

Financial institutions

India inherited several institutions, such as the civil services, Reserve Bank of India, railways, etc., from her British rulers.
Mumbai serves as the nation's commercial capital, with the Reserve Bank of India (RBI), Bombay Stock Exchange (BSE) and
the National Stock Exchange (NSE) located here. The headquarters of many financial institutions are also located in the city.

The RBI, the country's central bank was established on 1 April 1935. It serves as the nation's monetary authority, regulator and
supervisor of the financial system, manager of exchange control and as an issuer of currency. The RBI is governed by a central
board, headed by a governor who is appointed by the Central government of India.

The BSE Sensex or the BSE Sensitive Index is a value-weighted index composed of 30 companies with April 1979 as the base India has set up Special

year (100). These companies have the largest and most actively traded stocks and are representative of various sectors, on the Economic Zones and software
Exchange. They account for around one-fifth of the market capitalisation of the BSE. The Sensex is generally regarded as the parks that offer tax benefits and

most popular and precise barometer of the Indian stock markets. Incorporated in 1992, the National Stock Exchange is one of better infrastructure to set up
business. Pictured here is the

the largest and most advanced stock markets in India. The NSE is the world's third largest stock exchange in terms of Infosys headquarters in
transactions. There are a total of 23 stock exchanges in India, but the BSE and NSE comprise 83% of the volumes. The Bangalore, one of the largest
Securities and Exchange Board of India (SEBI), established in 1992, regulates the stock markets and other securities markets software companies in India.
of the country.

Sectors

Agriculture
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India ranks second worldwide in farm output. Agriculture and allied sectors like forestry, logging and fishing accounted for _
18.6% of the GDP in 2005, employed 60% of the total workforce and despite a steady decline of its share in the GDP, is still -y
the largest economic sector and plays a significant role in the overall socio-economic development of India. Yields per unit ‘

area of all crops have grown since 1950, due to the special emphasis placed on agriculture in the five-year plans and steady 4
improvements in irrigation, technology, application of modern agricultural practices and provision of agricultural credit and
subsidies since Green revolution in India. However, international comparisons reveal that the average yield in India is generally
30% to 50% of the highest average yield in the world.

aomC

The low productivity in India is a result of the following factors: Composition of India's total
production (million tonnes) of
= [lliteracy, general socio-economic backwardness, slow progress in implementing land reforms and inadequate or foodgrains and commercial
inefficient finance and marketing services for farm produce. crops, in 2003-04.

» The average size of land holdings is very small (less than 20,000 m?) and is subject to fragmentation, due to land ceiling
acts and in some cases, family disputes. Such small holdings are often over-manned, resulting in disguised unemployment and low productivity of labour.

= Adoption of modern agricultural practices and use of technology is inadequate, hampered by ignorance of such practices, high costs and impracticality in
the case of small land holdings.

= [rrigation facilities are inadequate, as revealed by the fact that only 53.6% of the land was irrigated in 2000-01, which result in farmers still being
dependent on rainfall, specifically the Monsoon season. A good monsoon results in a robust growth for the economy as a whole, while a poor monsoon
leads to a sluggish growth. Farm credit is regulated by NABARD, which is the statutory apex agent for rural development in the subcontinent.

Industry

India is fourteenth in the world in factory output. They together account for 27.6% of the GDP and employ 17% of the total workforce. However, about
one-third of the industrial labour force is engaged in simple household manufacturing only.

Economic reforms brought foreign competition, led to privatisation of certain public sector industries, opened up sectors hitherto reserved for the public sector
and led to an expansion in the production of fast-moving consumer goods.

Post-liberalisation, the Indian private sector, which was usually run by oligopolies of old family firms and required political connections to prosper was faced
with foreign competition, including the threat of cheaper Chinese imports. It has since handled the change by squeezing costs, revamping management, focusing
on designing new products and relying on low labour costs and technology.

34 Indian companies have been listed in the Forbes Global 2000 ranking for 2007. The 10 leading companies are:

Revenue @ Profits Assets |Market Value

World Rank Company Logo Industry (billion $) | (billion $) (billion $)  (billion $)
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239/ Oil and Natural Gas Corporation Oil & Gas Operations 15.64 3.46 26.98 38.19
258 Reliance Industries Oil & Gas Operations 18.05 2.11 21.75 42.62
326/ State Bank of India Banking 13.66 1.24 156.37 12.35
399 Indian Oil Corporation Oil & Gas Operations 34.22 1.11 22.68 10.92
494 NTPC Utilities 6.06 1.31 17.25 26.06
536/ ICICI Bank Banking 5.79 0.54 62.13 16.72
800/ Steel Authority of India Limited Materials 6.30 0.91 7.06 10.16
1047 Tata Consultancy Svcs Image: TCS LOGO.JPG | Software & Services 2.98 0.67 1.93 26.27
1128 Tata Steel Materials 4.54 0.84 4.61 5.80
1130 Infosys Technologies Image:Infosys logo sml.gif| Software & Services 2.14 0.55 2.09 26.19
Services

India is fifteenth in services output. It provides employment to 23% of work force, and it is growing fast, growth rate 7.5% in 1991-2000 up from 4.5% in
1951-80. It has the largest share in the GDP, accounting for 53.8% in 2005 up from 15% in 1950. Business services ( information technology, information
technology enabled services, business process outsourcing) are among the fastest growing sectors contributing to one third of the total output of services in
2000. The growth in the IT sector is attributed to increased specialisation, availability of a large pool of low cost, but highly skilled, educated and fluent English-
speaking workers (a legacy of British Colonialism) on the supply side and on the demand side, increased demand from foreign consumers interested in India's
service exports or those looking to outsource their operations. India's IT industry, despite contributing significantly to its balance of payments, accounted for
only about 1% of the total GDP or 1/50th of the total services.

Banking and finance

http://cd3wd.com wikipedia-for-schools http://gutenberg.org page :201 of 626.
10 of 14 29/08/2011 08:51



Economy of India

11 of 14

The Indian money market is classified into: the organised sector (comprising private, public and foreign owned commercial
banks and cooperative banks, together known as scheduled banks); and the unorganised sector (comprising individual or family
owned indigenous bankers or money lenders and non-banking financial companies (NBFCs)). The unorganised sector and
microcredit are still preferred over traditional banks in rural and sub-urban areas, especially for non-productive purposes, like
ceremonies and short duration loans.

Prime Minister Indira Gandhi nationalised 14 banks in 1969, followed by six others in 1980, and made it mandatory for banks
to provide 40% of their net credit to priority sectors like agriculture, small-scale industry, retail trade, small businesses, etc. to
ensure that the banks fulfill their social and developmental goals. Since then, the number of bank branches has increased from
10,120 in 1969 to 98,910 in 2003 and the population covered by a branch decreased from 63,800 to 15,000 during the same
period. The total deposits increased 32.6 times between 1971 to 1991 compared to 7 times between 1951 to 1971. Despite an
increase of rural branches, from 1,860 or 22% of the total number of branches in 1969 to 32,270 or 48%, only 32,270 out of 5
lakh (500,000) villages are covered by a scheduled bank.

Since liberalisation, the government has approved significant banking reforms. While some of these relate to nationalised banks
(like encouraging mergers, reducing government interference and increasing profitability and competitiveness), other reforms
have opened up the banking and insurance sectors to private and foreign players.

Socio-economic characteristics

Poverty

zim:///A/Economy of India.html
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Large numbers of India's people live in abject poverty. Wealth distribution in India is improving since the liberalization and with the end of the socialist rule
termed as the license raj. While poverty in India has reduced significantly, official figures estimate that 27.5% of Indians still lived below the national poverty
line in 2004-2005. A 2007 report by the state-run National Commission for Enterprises in the Unorganised Sector (NCEUS) found that 70% of Indians, or 800
million people, lived on less than 20 rupees per day with most working in "informal labour sector with no job or social security, living in abject poverty."

Since the early 1950s, successive governments have implemented various schemes, under planning, to alleviate poverty, that have met with partial success. All
these programmes have relied upon the strategies of the Food for work programme and National Rural Employment Programme of the 1980s, which attempted
to use the unemployed to generate productive assets and build rural infrastructure. In August 2005, the Indian parliament passed the Rural Employment
Guarantee Bill, the largest programme of this type in terms of cost and coverage, which promises 100 days of minimum wage employment to every rural
household in 200 of India's 600 districts. The question of whether economic reforms have reduced poverty or not has fuelled debates without generating any
clear cut answers and has also put political pressure on further economic reforms, especially those involving the downsizing of labour and cutting agricultural

subsidies.

Corruption
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Corruption has been one of the pervasive problems affecting India. It takes the form of bribes, evasion of tax and exchange
controls, embezzlement, etc. The economic reforms of 1991 reduced the red tape, bureaucracy and the Licence Raj that had
strangled private enterprise and was blamed for the corruption and inefficiencies. Yet, a 2005 study by Transparency
International (TI) India found that more than half of those surveyed had firsthand experience of paying bribe or peddling
influence to get a job done in a public office.

The chief economic consequences of corruption are the loss to the exchequer, an unhealthy climate for investment and an
increase in the cost of government-subsidised services. The TI India study estimates the monetary value of petty corruption in
11 basic services provided by the government, like education, healthcare, judiciary, police, etc., to be around Rs.21,068 crores.
India still ranks in the bottom quartile of developing nations in terms of the ease of doing business, and compared to China, the
average time taken to secure the clearances for a startup or to invoke bankruptcy is much greater.

Extent of corruption in Indian
states, as measured in a 2005

The Right to Information Act (2005) and equivalent acts in the states, that require government officials to furnish information
requested by citizens or face punitive action, computerisation of services and various central and state government acts that

. .. .. . . study by Transparency
established vigilance commissions have considerably reduced corruption or at least have opened up avenues to redress International India. (Darker
grievances. The 2006 report by Transparency International puts India at 70th place and states that significant improvements regions are more corrupt)

were made by India in reducing corruption.

Occupations and unemployment

Agricultural and allied sectors accounted for about 57% of the total workforce in 1999-2000, down from 60% in 1993-94. While agriculture has faced
stagnation in growth, services have seen a steady growth. Of the total workforce, 8% is in the organised sector, two-thirds of which are in the public sector. The
NSSO survey estimated that in 1999-2000, 106 million, nearly 10% of the population were unemployed and the overall unemployment rate was 7.32%, with
rural areas doing marginally better (7.21%) than urban areas (7.65%).

Unemployment in India is characterised by chronic underemployment or disguised unemployment. Government schemes that target eradication of both poverty
and unemployment, (Which in recent decades has sent millions of poor and unskilled people into urban areas in search of livelihoods.) attempt to solve the
problem, by providing financial assistance for setting up businesses, skill honing, setting up public sector enterprises, reservations in governments, etc. The
decreased role of the public sector after liberalisation has further underlined the need for focusing on better education and has also put political pressure on
further reforms.

Regional imbalance

One of the critical problems facing India's economy is the sharp and growing regional variations among India's different states and territories in terms of per
capita income, poverty, availability of infrastructure and socio-economic development.
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The five-year plans have attempted to reduce regional disparities by encouraging industrial development in the interior regions, but industries still tend to
concentrate around urban areas and port cities After liberalization, the more advanced states are better placed to benefit from them, with infrastructure like well
developed ports, urbanisation and an educated and skilled workforce which attract manufacturing and service sectors. The union and state governments of
backward regions are trying to reduce the disparities by offering tax holidays, cheap land, etc., and focusing more on sectors like tourism, which although being
geographically and historically determined, can become a source of growth and is faster to develop than other sectors.

External trade and investment

Global trade relations

Until the liberalisation of 1991, India was largely and intentionally isolated from the world markets, to

protect its fledging economy and to achieve self-reliance. Foreign trade was subject to import tariffs, Share of top five investing countries in FDI inflows.
export taxes and quantitative restrictions, while foreign direct investment was restricted by upper-limit (1991-2004)
equity participation, restrictions on technology transfer, export obligations and government approvals; Rank Country (MIIEEITV{ISSD) Inflows (%)
these approvals were needed for nearly 60% of new FDI in the industrial sector. The restrictions — N .
ensured that FDI averaged only around $200M annually between 1985 and 1991; a large percentage of ! — Mguntlus 8,898 34.49%
the capital flows consisted of foreign aid, commercial borrowing and deposits of non-resident Indians. 2 == United States 4,389 17.08%

3 ® Japan 1,891 7.33%
India's exports were stagnant for the first 15 years after independence, due to the predominance of tea, 4 == Netherlands 1,847 7.16%
jute and cotton manufactures, demand for which was generally inelastic. Imports in the same period 5 £I= United Kingdom 1,692 6.56%

consisted predominantly of machinery, equipment and raw materials, due to nascent industrialisation.

Since liberalisation, the value of India's international trade has become more broad-based and has risen to Rs. 63,080,109 crores in 2003—04 from Rs.1,250
crores in 1950-51. India's major trading partners are China, the US, the UAE, the UK, Japan and the EU. The exports during August 2006 were $10.3 billion up
by 41.14% and import were $13.87 billion with an increase of 32.16% over the previous year .

India is a founding-member of General Agreement on Tariffs and Trade (GATT) since 1947 and its successor, the World Trade Organization. While participating
actively in its general council meetings, India has been crucial in voicing the concerns of the developing world. For instance, India has continued its opposition
to the inclusion of such matters as labour and environment issues and other non-tariff barriers into the WTO policies.

Balance of payments

Since independence, India's balance of payments on its current account has been negative. Since liberalisation in the 1990s (precipitated by a balance of
payment crisis), India's exports have been consistently rising, covering 80.3% of its imports in 2002—03, up from 66.2% in 1990-91. Although India is still a net
importer, since 199697, its overall balance of payments (i.e., including the capital account balance), has been positive, largely on account of increased foreign
direct investment and deposits from non-resident Indians; until this time, the overall balance was only occasionally positive on account of external assistance
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and commercial borrowings. As a result, India's foreign currency reserves stood at $141bn in 2005-06. Now however the reserves have been sitting at $270
billion which could be used in infrastructural development of the country if used effectively.

India's reliance on external assistance and commercial borrowings has decreased since 1991-92, and since 2002—03, it has
gradually been repaying these debts. Declining interest rates and reduced borrowings decreased India's debt service ratio to

14.1% in 2001-02, from 35.3% in 1990-91. E

Foreign direct investment in India -

As the third-largest economy in the world in PPP terms, India is undoubtedly one of the most preferred destinations for foreign =

direct investments (FDI); India has strength in information technology and other significant areas such as auto components, India is a net importer: in 2005,
chemicals, apparels, pharmaceuticals and jewellery. India has always held promise for global investors, but its rigid FDI imports were $89.33bn and
policies were a significant hindrance in this regard. However, as a result of a series of ambitious and positive economic reforms exports $69.18bn.
aimed at deregulating the economy and stimulating foreign investment, India has positioned itself as one of the front-runners of

the rapidly growing Asia Pacific Region. India has a large pool of skilled managerial and technical expertise. The size of the middle-class population at 300
million exceeds the population of both the US and the EU, and represents a powerful consumer market.

India's recently liberalised FDI policy (2005) allows up to a 100% FDI stake in ventures. Industrial policy reforms have substantially reduced industrial licensing
requirements, removed restrictions on expansion and facilitated easy access to foreign technology and foreign direct investment FDI. The upward moving
growth curve of the real-estate sector owes some credit to a booming economy and liberalized FDI regime. In March 2005, the government amended the rules
to allow 100 per cent FDI in the construction business. This automatic route has been permitted in townships, housing, built-up infrastructure and construction
development projects including housing, commercial premises, hotels, resorts, hospitals, educational institutions, recreational facilities, and city- and
regional-level infrastructure.

Retrieved from " http://en.wikipedia.org/wiki/Economy of India"

This Wikipedia DVD Selection was sponsored by a UK Children's Charity, SOS Children UK , and is mainly selected from the English Wikipedia with only
minor checks and changes (see www.wikipedia.org for details of authors and sources). The articles are available under the GNU Free Documentation License.
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Economy of Ireland

Currency 1 Euro = 100 cent(s)
Fiscal year Calendar year
Trade EU, WTO and OECD
organisations

Statistics

GDP (PPP)  €161.6 bn ( 2005) ( 48th)
GDP growth  4.7% (2005 est.)
GDP per capita $41,000 (2005 est.)

GDP by sector agriculture (5%), manufacturing (46%),
services (49%) (2002)

Inflation (CPI) 3.9% (2006)

Population 10% (1997 est.)
below poverty
line

Labour force  2.154 million ( 2006 )
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services (64%), manufacturing (29%),
agriculture (8%) (2005)

4.4% ( July 2006)

steel, lead, zinc, silver, aluminium, barite,
and gypsum mining processing; food,
brewing, textiles, clothing; chemicals,
pharmacology; machinery, rail
transportation equipment, passenger and
commercial vehicles, ship construction and
refurbishment; glass and crystal; computer

software, tourism
External
$102 billion f.0.b. (2005 est.)

machinery and equipment, computers,
chemicals, pharmaceuticals; live animals,

animal products

United States 18.7%, United Kingdom
17.3%, Belgium 15.1%, Germany 7.3%,
Netherlands 4.8% ( 2005)

$65.47 billion f.0.b. (2005 est.)

data processing equipment, other
machinery and equipment, chemicals,
petroleum and petroleum products,

textiles, clothing

UK 36.8%, United States 13.8%, Germany
9.1%, Netherlands 4.5% ( 2005)

Public finances

€37.2 bn (27% of GDP) ( June 2006)
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The economy of Ireland is modern and trade-dependent with growth averaging a robust 10% in
1995-2000. Agriculture, once the most important sector, is now dwarfed by industry, which accounts
for 46% of GDP, about 80% of exports, and employs 29% of the labour force. Although exports Expenses €45.4 billion ( 2006)
remain the primary engine for Ireland's robust growth, the economy is also benefiting from a rise in
consumer spending and recovery in both construction and business investment. The annual rate of
inflation stands at 5.1% as of 2007, up from recent rates of between 3% and 4%. On the EU HICP Main data source: CIA World Factbook
inflation index, inflation is 2.7% , against an EU average of 1.8% . House price inflation has been a All values, unless otherwise stated, are in US dollars
particular economic concern (average house price was €251,281 in February 2005). Unemployment is

low but is rising and up to 30,000 jobs may be lost between 2007 and 2008 much of which is attributed

to a slowdown in house building. Incomes have been rising rapidly as well as service charges ( utilities, insurance,

healthcare, legal representation, etc.). Dublin, the nation's capital, was ranked 16th in a worldwide cost of living survey Life in the Republic of Ireland
in 2006 (up from 22nd in 2004 and 24th in 2003).

Revenues €44.3 bn (2006)

Economic aid  donor: ODA, €735 mn ( 2005)

Culture [ Show ]
Ireland has the second highest per capita income of any country in the EU next to Luxembourg, and fourth highest in
the world based on measurements of Gross Domestic Product (GDP) per capita. Many economists feel that GDP per Economy [ Show ]
capita is an inappropriate measure of national income for Ireland because it does not consider the repatriation of profits

. . . . . - General [ Show ]

by multinational companies. Gross National Income per capita, takes account of this. In any case, the vast majority of
wealth held by Irish citi;eqs is invested in property . Furthermore, the construction sector, vyhich is inher'ent.Iy cyclical in Society [ Show ]
nature, accounts for a significant component of Ireland's GDP and GNP and any downturn in this sector is likely to have
a profound impact. In 2005, the World Bank measured Ireland's GNI per head at $41,140 - the seventh highest in the Politics [ Show ]
world, sixth highest in Western Europe, and the third highest of any EU member state.

Policies [ Show ]

History

The state known today as Ireland seceded from the United Kingdom in 1922. The state was troubled by poverty and emigration until the early 1990s. These
problems virtually disappeared over the course of that decade, which saw the beginning of unprecedented economic growth, in a phenomenon known as the "
Celtic Tiger". Over the past two decades, the Irish government has implemented a series of national economic programmes designed to curb inflation, ease tax
burdens, reduce government spending as a percentage of GDP, increase labour force skills, and promote foreign investment. Ireland joined in launching the euro
currency system in January 1999 along with ten other European Union countries. The economy felt the impact of the global economic slowdown in 2001,
particularly in the high-tech export sector — the growth rate in that area was cut by nearly half. GDP growth continued to be exceptionally high in international
terms, with a rate of about 6% in 2001 and 2002 — and it is expected to continue at more than 4 per cent (2006 onwards). Since 2001, GNI (which measures
income to Irish residents rather than output) growth has been much slower.

Infrastructure
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Ireland's transport infrastructure came under strain due to the economic expansion of the past decade. Since 1993, road transport has been coordinated by the
National Roads Authority in the case of the National Primary Routes, which are the most heavily used roads, The National Secondary Routes act as regional
roads and linkages between the primary routes. The Dublin area is served by a light rail network (the Luas), the Dublin Port Tunnel the M50, Dublin Airport,
Dublin Suburban Rail and the DART.

Ireland's rail network is run by the semi-state body Iarnréd Eireann, a subsidiary of CIE and is made up of 9 national lines
- — and several regional commuter lines such as the DART. CIE retain some freight customers, though few new freight services
have started in recent years. Only some major ports remain technically freight-connected, the connection at Sligo for
example was removed in 2003, while the link to Foynes has remained unused since 1999. The efficiency of the train
network is poor, with regular delays and overcrowding on major routes. Some regional routes have few services, and as a
result, struggle to achieve passengers. Much new rolling stock has been acquired since 1994, and as of 2004, this is finally
beginning to expand capacity rather than just replacing old stock. Most major routes have been relaid with continuous
welded rail, and signalling has in most cases been upgraded from the more than century-old mechanical semaphores.

The DART is a key piece of
infrastructure in Dublin for The country has a total of 15 airports and airfields, of which 3 - Dublin Airport, Shannon Airport and Cork Airport are of a

commuters substantial size. The country is served by several airlines, most notably Aer Lingus, Ryanair, Aer Arann, and CityJet. Air

transport is relatively cheap. The main ports are Rosslare Europort, Limerick, Dublin, Cork and Waterford. There are daily
ferry services to Britain.

In Telecommunications, the deregulated market has ensured that other licenced operators now account for a 32% share of the market.

Broadband is now available in Ireland via DSL, Cable, Wireless and Satellite . As of November 2007, DSL is available to c. 88% of homes and businesses.
Overall takeup of broadband (cable, dsl, wireless etc.) is 15.4% as of July '07 and there are 698,000 broadband subscriptions as of September 07 The average
monthly subscription cost is $40.41, 20% cheaper than the average of $49 for the 35 OECD countries surveyed.

5% of lines connected to broadband-enabled exchanges cannot avail of DSL, due to distance and other issues.

The mobile market has four providers - 3 Ireland, O2 Ireland, Meteor and Vodafone Ireland. The electricity transmission system is run by the Electricity Supply
Board and is available nationwide. The gas network is currently being expanded.

Energy

The vast majority of Irish energy needs are met by fossil fuels. About 98% of Ireland's final energy demand is produced by burning coal, petroleum, peat, or
natural gas. This over reliance on fossil fuels - particularly oil - has left the Ireland vulnerable to international price fluctuations as it imports all of its oil needs.
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As part of its National Development Plan the Government adopted the Sustainable Energy Act (2002) and created Sustainable Energy Ireland as the nation's
energy regulator. As part of their objectives to promote environmentally and economically sustainable energy production, electrical generation from peat
consumption, as a percent of total electrical generation, was reduced from 18.8% to 6.1%, between 1990 and 2004. Likewise, coal consumption was reduced
from 41.7% to 27.6%. Making up for this, the share of natural gas in electrical generation increased from 26.7% to 44.8%. Renewable energy, from biomass,
wind and hydro, also increased from 1.9% to 2.6% in the same time period. A forecast by Sustainable Energy Ireland predicts that oil will no longer be used for
electrical generation but natural gas will be dominant at 71.3% of the total share, coal at 9.2%, and renewable energy at 8.2% of the market. Wind power is
quickly developing in the country by Airtricity and Hibernia Wind Energy (a subsidiary of the Electricity Supply Board) and many other companies. As of
December 2005, there were fifty wind farms operational in Ireland with a combined capacity of 500 MW - generating enough energy for 300,000 homes,
depending on wind conditions. In addition, a further 600 MW of wind farms (40 more) have signed connection agreements to link to the power system at high
voltage or low voltage, and up to 200 MW of wind farms have received connection offers. Should these reach capacity, Ireland may exceed its EU target of
13.2 per cent of electricity generated from renewable sources by 2010. In addition to wind farms, electricity is also generated at large scale hydro schemes on
the Shannon, Erne, Liffey and Lee rivers, and at mini-hydro stations, as well as landfill gas generating plants in Cork and Dublin cities.

Statistics

= Electricity production: 23.41 billion kWh (2003)

= Energy production by source: oil: 55.8% natural gas: 24.3% coal: 12.9%; peat: 3.8% renewables: 2.2%
nuclear: 0% (2004)

Electricity consumption: 22.97 billion kWh (2003)

Electricity exports: 0 (2003)

Electricity imports: 1.2 billion kWh (2003)

QOil consumption: 175,600 bbl/day (27,918 m?) per day (2003 est.)

Natural gas production: 673 million m* (2003 est.)

Natural gas consumption: 4.298 billion m* (2003 est.)

Natural gas proved reserves: 19.82 billion m? (As of 1 January 2002)

Peat once provided much of Ireland's energy

Monetary system needs

As the country is a member of the Economic and Monetary Union of the European Union, the euro is the currency.

The most common bills in circulation are the €5, €10, €20 and €50, the €100, €200 and €500 bills are rarely seen. The Central Bank and Financial Services
Authority of Ireland is the country's central bank and financial services regulator, and an agent for the European Central Bank which sets the interest rates. The
low interest rates of the ECB - to stimulate the Eurozone - has helped to sustain the very high growth rate of Ireland, leading to high levels of inflation in the
country. For example, increased inflation on housing, from IRE£9,000 (€11,430) in 1973 to €220,000 in 2004 has led to young couples accepting large
mortgages and the wealthy buying investment properties. It is arguable that if Ireland had its own currency, interest rates would be higher and inflation would be
reduced- however so would economic growth. Fears of overheating (that is excessive growth) of the economy due to the Euro seem to be unfounded, at least up
to the present.
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While there are over 60 credit institutions incorporated in Ireland, the banking system is dominated by the Big Four - AIB Bank, Bank of Ireland, Ulster Bank
and National Irish Bank. There is a large Credit Union movement within the country which offers an alternative to the banks. The Irish Stock Exchange is in
Dublin, however, due to its small size, many firms also maintain listings on either the London Stock Exchange or the NASDAQ. The insurance industry in
Ireland is a leader in both retail markets and corporate customers in the EU, in large part due to the International Financial Services Centre.

Economic sectors

The Irish economy's secondary and tertiary sectors are of a similar size in fiscal terms however in terms of
labour, the tertiary sector is far larger. Similarly in fiscal terms the primary sector appears small, however it Composition of the Irish Economy
still employs about 8% of the workforce.

]

Primary sector / A Primary.
The primary sector constitutes 5% of Irish GDP, and 8% of Irish employment. Ireland's main economic I'* S
resource is its large fertile pastures, particularly the midland and southern regions. In 2004, Ireland exported g

approximately €7.15 billion worth of agri-food and drink (about 8.4% of Ireland's exports), mainly as cattle,
beef, and dairy products, and mainly to the United Kingdom. As the European Union's Common Agricultural
Policy takes force Ireland's agriculture industry is expected to decline in importance. The chart displays the make up of Irish GDP

Due to unsustainable nineteenth century forestry practices the island was mostly deforested. In 2005, after years of national

- afforestation programs, about 9% of Ireland has become forested. It is still the least forested country in the EU and heavily

i relies on imported wood. Its coastline - once abundant in fish, particularly cod - has suffered overfishing and since 1995 the
fisheries industry has focused more on aquaculture. Freshwater salmon and trout stocks in Ireland's waterways have also been
depleted but are being better managed. Ireland is a major exporter of zinc to the EU and mining also produces significant
quantities of lead and alumina. Beyond this, the country has significant deposits of gypsum, limestone, and smaller quantities of
copper, silver, gold, barite, and dolomite. Peat extraction has historically been important, especially from midland bogs,
however more efficient fuels and environmental protection of bogs has reduced peat's importance to the economy. Natural gas
Trawlers sit in Killybegs extraction occurs in the Kinsale Gas Field and the Corrib Gas Field in the southern and western counties, where there is 19.82

harbour, in County Donegal, .
one of Treland's biggest fishing bn cubic metres of proven reserves.

ports. Over fishing has depleted
Ireland's cod stocks in Secondary sector
particular.

The secondary sector constitutes 46% of Irish GDP — but only 29% of the labour force. Dominated for many years by textile
companies like Fruit of the Loom, the sector is now largely made up of high-tech/high value multi-nationals such as Dell, Intel, Pfizer and IBM. The secondary
sector in Ireland manufactures products such as computers (25% of Europe's computers are made in Ireland, the European Headquarters of Apple Computer are
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in Cork City), computer parts (Intel processors are made in Ireland), drugs (much of Europe's supply of Viagra is made in Cork), confectionery ( HB, Jacobs and
Cadbury-Schweppes all have significant Irish operations - although Cadbury-Schweppes does not manufacture Schweppes products in Ireland or the UK), beer
(the Guinness and Smithwicks, and Harp Lager breweries are located in Ireland), high quality glass and crystal ( Waterford Crystal is made in County
Waterford), software (Ireland is the world's largest exporter of software - Oracle and Microsoft both have large operations in Dublin) and machinery. The sector
faces increasing competition from cheaper Eastern European countries such as Poland and many Asian countries such as the People's Republic of China,
particularly in the lower skill areas such as confectionery manufacturing. The industrial production growth rate in 2003 was 6.7%. Over the last decade,
construction has become a major component of the economy, currently constituting 9% of economic activity. A recent downturn in residential property market
sentiment, combined with the cyclical nature of construction has highlighted the over-exposure of the Irish economy to construction, which now presents a
threat to economic growth.

" Tertiary sector

The tertiary sector constitutes 49% of Irish GDP and 64% of Irish employment. The tertiary sector is by far the largest driver of

modern Irish economic growth — the Celtic Tiger. It is made up of several industries such as accountancy, legal services, call

centres and customer service operations, finance and stock broking, catering, and tourism. Many US firms (such as IBM and

Apple Computer) located their European customer service operations in Ireland due to the availability of a young, highly

educated, English speaking workforce. Recruitment agencies also play a major role in this sector, connecting qualified work

Tourist sites such as candidates to business clients looking to hire in these areas. The Irish tourism industry attracts over five million visitors annually

Newgrange, County Meath and employs over 100,000. The IFSC in Dublin created some 14,000 jobs in the 1990s, all in the high-value finance and legal

are vital to the Irish economy sectors. The hospitality and retail sectors are quite large — there are hundreds of domestic and foreign retail firms in Ireland

(such as Next and Argos), and most cafe and restaurant firms operate in Ireland such as McDonalds, Starbucks, Burger King and

Subway.

State role in the economy

State ownership

At present the Irish Government controls several large and key parts of the economy:

» Through Céras Iompair Eireann (CIE) it controls most of the bus and all of the railway market. A significant portion of the scheduled land transport
services are accounted for through CIE companies.

» Through the Electricity Supply Board (ESB) the government controls much of the electricity generation market, and all of the electricity transmission
network.

» Through RTE the government control much of the radio and television broadcast sector, although commercial enterprises are gaining market share. The
state does not generally use the media it owns to spread propaganda, but it has a large financial and regulatory control of the sector.
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» Through An Post, the government has a monopoly of the light mail delivery industry and a large portion of the partially deregulated parcel and express
delivery market.

Although the government owns the incumbents in the electricity, mail, broadcasting, land transport and air transport industries, many are wholly or partially
open to competition from the private sector. Traditionally large and key sectors of the economy were dominated by government ownership. Some of these
industries are currently being reformed and opened to competition however some of them are regarded as being slow to adopt change and reform to work
practice — work pay and conditions are often much better than that in the private sector with some having overstaffing or underproductivity which is seen as an
impediment to reform.

The government in 2006 privatised Aer Lingus and is currently considering the privatisation of part of the Electricity Supply Board, but it is somewhat reluctant
because of an earlier situation that resulted from the privatisation of Eircom. In that case, hundreds of thousands of small shareholders lost money, private
investors took control and established a virtual monopoly, while under-investment led to a slow roll out of broadband infrastructure.

Taxation

The present government (1997-) has favoured a low taxation policy to encourage foreign direct investment in Ireland. Consequently, the government opposes
moves by the European Commission to restrict tax competition. The previous government of 1994-1997 introduced a corporate tax rate is only 12.5%, versus
between 15% and 60% in the rest of Europe. The income tax system is designed to redistribute wealth from the richer to the poorer segments of society. There
are 2 tax bands, based on income levels. These range from a maximum top rate of 41%, to a maximum bottom rate of 20%. In reality, however, a generous tax
credits system ensures that the lower rates of taxation are normally 4% to 12%. The top rate of tax never exceeds 35% in practice.

The government receives much of its revenues from taxes on goods — these include a 21% VAT rate on most consumer goods, high levels of excise duty on
tobacco, petrol, and alcohol and several smaller taxes on items such as plastic bags, cheques, ATM cards, credit cards and debit cards. The taxes in the personal
financial sector, as well as the television licence, are often seen as regressive.

The welfare state

The Irish government runs a Welfare state system. The government provides free education at all levels for all EU citizens. Hospital care is free to all, though
lower earners or people dependant on benefits receive all medical services for no charge, including dental, oral and aural services. People who are unemployed
receive unemployment benefits and retired people are entitled to a state pension - both benefits are quite high by international comparisons. However, recent
changes in the cost of living in Ireland have greatly eroded their relative buying power. Pension payments will increase to €200 (non-contributory) and €209.30
(contributory) per week in 2007.

Health care

Education
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The education system is comparatively very good with standards in mathematics, science and technology being among the highest in OECD member nations.
The state has a virtual monopoly in higher education — there are few private colleges and these are highly specialised. The primary and secondary school
enrolment levels are over 95% and at these levels choice is wide. Third level entry is competitive; all college and university tuition fees are free and courses
adjusted to the needs of the economy. Irish adult literacy is 99% — in line with other OECD countries.

The only recognized universities are Dublin City University, National University of Ireland (with constituent universities at Cork, Dublin, Galway and
Maynooth), University of Limerick and University of Dublin. The Institute of Technology system has recently overtaken the universities in terms of first year
enrolment numbers and this trend appears to be accelerating.

Economic ties

United States

In 2003, trade between Ireland and the United States was worth around $33 billion, a $4 billion increase over 2002. U.S. exports to Ireland were valued at $7.7
billion, an increase of almost $1 billion over 2002. Irish exports to the U.S. were worth some $25.7 billion — a 500% increase since 1997. Ireland had a trade
surplus of over $15 billion with the U.S. in 2003. The range of U.S. products imported to Ireland includes electrical components, computers and peripherals,
drugs and pharmaceuticals, electrical equipment, and livestock feed. Exports to the United States include alcoholic beverages, chemicals and related products,
electronic data processing equipment, electrical machinery, textiles and clothing, and glassware.

U.S. foreign direct investment in Ireland has been particularly important to the growth and modernization of Irish industry since 1980, providing new
technology, export capabilities, and employment opportunities. The major U.S. investments in Ireland to date have included multi-billion dollar investments by
Intel, Dell, Microsoft, IBM and Abbott Laboratories. Currently, there are more than 600 U.S. subsidiaries operating in Ireland, employing in excess of 100,000
people and spanning activities from manufacturing of high-tech electronics, computer products, medical supplies, and pharmaceuticals to retailing, banking and
finance, and other services. Many U.S. businesses find Ireland an attractive location to manufacture for the EU market, since as a member of the EU it has tariff
free access to the European Common Market. Government policies are generally formulated to facilitate trade and inward direct investment. The availability of
an educated, well-trained, English-speaking work force and relatively moderate wage costs have been important factors. Ireland offers good long-term growth
prospects for U.S. companies under an innovative financial incentive programme, including capital grants and favourable tax treatment, such as a low
corporation income tax rate for manufacturing firms and certain financial services firms.
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European Union

Although the USA is the single most important economic partner, it lags by far the EU as a whole which accounts for 63.3%
of Ireland's exports (US 18.7%) and 57.4% of her imports (US 14.1%). (data for 2005).

Ireland has grown much closer to Europe in recent years — particularly since it joined the European Union (EU) in 1973. It
is also part of the EMU and thus has the euro as its currency. Many US companies have located their European
headquarters in Ireland and this has led to increased Irish-European ties. Ireland regularly comes near the top in polls of the

[

Once a beneficiary of the EU — most enthusiastic Europeans and spent some €60m during its presidency of the EU. The EU now accounts for the bulk of
particularly of CAP grant — Irish trade, with the United Kingdom being the largest trading partner. Ireland's main exports to Europe are beef, computers
Ireland is nov&i 1? ng{fonmbutor to ( Dell, HP, EMC, and Apple Computer all have manufacturing facilities in Ireland) and software ( Oracle and Microsoft
(4

have their European Headquarters in Ireland). Ireland's major imports from Europe include cars, machinery, trucks, steel,
oil and consumer goods. A major economic bonus Ireland has received from EU membership has been agricultural subsidies
from the CAP and large amounts of EU investment in Irish road infrastructure. Since the acceptance of the 10 new Eastern European nations in 2004, Ireland's
ties with Europe further increased. Since the accession event in 2004, several hundred thousand workers from countries such as Latvia, Poland and Estonia, no
longer requiring work permits, came to live and work in Ireland.

Wealth distribution

Like many Western democracies wealth is partially redistributed among the poorer segments of society through the
progressive tax system. Large disparities in wealth exist between those employed and those dependent on welfare
payments. The percentage of the population at risk of relative poverty was 21% in 2004 - one of the highest rates in the
European Union. Levels of wealth higher than the national average are concentrated among people living in the central
eastern region and in Dublin. Despite this, there are many areas in Dublin marked by relative poverty, particularly in

::ju 51075 the inner city. The poorest members of society are those entirely dependent on welfare payments. Ireland's inequality
g of income distribution score on the Gini coefficient scale was 30.4 in 2000, slightly below the OECD average of 31.
ol e Ireland's 2000 score was less than 9 of the OECD member states but higher than 13 members. This has changed
substantially since these statistics were published (see Recent Developments).
The national minimum wage is €8.65 per hour for full time staff over the age of 18 — this is one of the highest in the
world. It is above the threshold for free healthcare assuming that the individual is single, has no children and works
full-time. From 2007, someone working 39 hours per week at this rate will be exempt from income tax, as income
Disposable income per person as a below €17,600 per year will not be taxed. Unemployment benefit (¢he dole) and Jobseeker's Allowance for a single
percentage of the national average. person in Ireland will be €181.80 per week, as of January 2007. This compares to £57.45 (€83.10) per week for a single
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person aged 25 or over in the UK.

In contrast to most other countries in the European Union (with the exception of the UK, Greece and Hungary) Ireland has high rates of home ownership. In
particular, house ownership (at approximately 80%) is the norm. In Continental Europe renting is the norm. Social housing schemes do exist and the government
has invested €8.5 billion in the provision of over 34,000 social housing units between 2000 and 2005. Average rents for 2 bedroom apartments in Dublin range
from €1,069.00 to €1,269.00 per four-week period. A single person living in shared accommodation can receive up to €98.00 per week (€392.00 every 4 weeks)
in rent supplement. Therefore house sharing in rented accommodation is quite common in Ireland among single people receiving welfare payments and single
people on low pay.

Recent Developments

In recent years, large and sustained increases in property values have had a substantial impact on the distribution of wealth. The high level of inequality in
Ireland today is evident from an annual publication issued by the Bank of Ireland detailing the sources of wealth in Ireland.

Retrieved from " http://en.wikipedia.org/wiki/Economy of the Republic of Ireland"
This Wikipedia Selection has a sponsor: SOS Children , and is mainly selected from the English Wikipedia with only minor checks and changes (see
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Economy of Northern Ireland

2008/9 Schools Wikipedia Selection. Related subjects: Economics

The economy of Northern Ireland is the smallest of the four Home Nations' economies of the United Kingdom. Northern Ireland has traditionally had an
industrial economy, most notably in shipbuilding, rope manufacture and textiles, but most heavy industry has since been replaced by services. To this day,
Northern Ireland still suffers from the results of the Troubles which occurred between the late 1960s until the mid-1990s between Unionists and Nationalists.

Overview

Output and economic growth

Northern Ireland has the smallest economy of any of the twelve NUTS 1 regions of the United Kingdom, at €37.3bn, or about two-thirds of the size of the next
smallest, North East England. However, this is partly because Northern Ireland has the smallest population; at €19,603 Northern Ireland has a greater GDP per
capita than both North East England and Wales.

Other Comparisons

Border Midland & Western Ireland (1.1 million) Southern & Eastern Ireland (3 million) Northern Ireland (1.75 million)
€25.5 bn GVA €101,374 bn GVA €37.3 bn
€23,637 GVA per person €35,725 GVA per person €19,603 per person

Throughout the 1990s, the Northern Irish economy grew faster than did the economy of the rest of the UK, due in part to the rapid growth of the economy of
the Republic of Ireland and the so-called ' peace dividend'. Growth slowed to the pace of the rest of the UK during the down-turn of the early years of the new
millennium, but growth has since rebounded; in 2005, the Northern Irish economy is estimated to have grown by 3.2%, almost twice as fast as the UK as a
whole, and future growth is expected to be stronger than that of the rest of the United Kingdom,, though lower than that of the Republic. In April 2007 a Halifax
survey found Northern Ireland's average house price to one of the highest in the UK, behind London, the South East and the South West. It also found Northern
Ireland to have all of the top ten property "hot spots", with the Craigavon and Newtownards areas increasing by 55%.

Employment
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Unemployment in Northern Ireland has decreased substantially in recent years, and is now 4.5%, which is amongst the lowest of the regions of the United
Kingdom, down from a peak of 17.2% in 1986. Youth unemployment and long-term unemployment have fallen most quickly. Despite low unemployment,
working-age economic inactivity is 28%, which is the highest of any UK region.

Northern Ireland's macroeconomy is also characterised by considerably longer actual working hours and lower gender income disparity than in the United
Kingdom as a whole.

Investment

During The Troubles, Northern Ireland received little foreign investment. Many believe this to be the result of Northern Ireland's portrayal as a warzone in the
media, by both British and International during this period.

Since the signing of Good Friday Agreement investment in Northern Ireland has increased significantly. Most investment has been focused in Belfast and
several areas of the Greater Belfast area. Major projects include the £400 million Victoria Square retail development in Belfast City Centre. The city will also
see the largest waterfront development in Europe with the Titanic Quarter scheme, costing over £1,000 million and taking seven years to complete. The
Laganside Corporation has been at the forefront of the redevelopment of the riverfront along the banks of the River Lagan, to date the corporation has overseen
the investment of over £800 million in the riverside area. The Cathedral Quarter has also seen substantial investment.

Agriculture

Agriculture in Northern Ireland is heavily mechanised, thanks to high labour costs and heavy capital investment,
both from private investors and the European Union's Common Agricultural Policy. In 2000, agriculture accounted
for 2.4% of economic output in Northern Ireland, compared to 1% in the United Kingdom as a whole. As in the rest
of the United Kingdom, livestock and dairy account for the majority of agricultural output. The main crops are (in
descending order of value) potatoes, barley, and wheat.

Manufacturing

Livestock is one of the major industries in
Northern Ireland. In this picture sheep graze
on a pasture at the edge of Giants Causeway

near Bushmills, Northern Ireland.
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Heavy industry is concentrated in and around Belfast, although other major towns and cities also have
heavy manfufacturing areas. Machinery and equipment manufacturing, food processing, and textile and
electronics manufacturing are the leading industries. Other industries such as papermaking, furniture
manufacturing, acrospace and shipbuilding are also important, concentrated mostly in the eastern parts of
Northern Ireland. Of these different industries, one of the most notable is that of Northern Ireland's fine
linens, which is considered as one of the most well-known around Europe.

Although its share of economic output has declined, manufacturing output in Northern Ireland has remained
almost unchanged over the past five years, after a period of steep manufacturing growth between 1998 and
2001. However, this overall picture of health hides a dramatic shift in manufacturing priorities, with the
decline of traditional industries, such as textiles and shipbuilding, at the expense of high tech and capital-
intensive industries. In 2005, chemicals and engineering (both of which belong firmly to the latter group)
were the only two manufacturing sub-sectors to record growth, whilst output of textiles fell by 18%.

The RMS Titanic, Northern Ireland's most famous ] o ) ] ) ]
manufacturing export, being admired by Harland and Engineering is the largest manufacturing sub-sector in Northern Ireland, particularly in the fields of

Wolff shipyard workers before its launch. aerospace and heavy machinery. Bombardier Aerospace is the province's largest industrial employer, with
5,400 workers at five sites in the Greater Belfast area. Other major engineering employers in Northern
Ireland include Bombardier Aerospace, Caterpillar, DuPont, Emerson Electric, Nortel, Northbrook Technology, Seagate and NACCO. Many of these
manufacturers receive British government financial backing, and enjoy close academic and business links with Queen's University Belfast, which ranks as one
of the best British universities for all engineering courses.

Services

As with all developed economies, services account for the majority of employment and output. Services account for almost 70% of economic output, and 78%
of employees.

Tourism

Despite the negative image of Northern Ireland held in many foreign countries, on account of the Troubles, tourism is an important part of the Northern Irish
economy. In 2004, tourism revenue rose 7% to £325m, or over 1% of the local economy, on the back of a rise of 4% in total visits to 2.1m in the year. Tourism
is considered likely to become one of the main growth areas of the economy in the near future, with the continuation of the peace process and the normalisation
of the image of Northern Ireland internationally. The most popular tourist attractions include Belfast, Armagh, the Giant's Causeway, and Northern Ireland's
many castles.

Public sector
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The public sector accounts for 63% of the economy of Northern Ireland, which is substantially higher than 43% of the United Kingdom as a whole. In total, the
British government subvention totals £5,000m, or 20% of Northern Ireland's economic output.

Many Unionists in Northern Ireland argue that a United Ireland could not sustain these levels of public sector employment, particularly as only 36% of the
economy of the Republic of Ireland is contributed by government expenditure. Many in favour of a United Ireland argue that it is this dependence on the public
sector that dissaudes potential investors, causing Northern Ireland's relative poverty.

Currency

The official currency in use in Northern Ireland is the British Pound sterling. The euro, in use in the Republic of Ireland, is accepted by retailing chains
closer to the border with the Republic of Ireland, Sterling however remains Northern Ireland's legal tender and the most widely circulated currency.

In addition, four Northern Ireland banks retain the right to print their own sterling-denominated banknotes: Bank of Ireland, First Trust Bank, Northern Bank,
and Ulster Bank. These notes are circulated alongside, and in parity with, official Bank of England banknotes in Northern Ireland. However, they are often
rejected by people in the rest of the United Kingdom, many of whom are unaware of the legitimacy of the notes. The Northern Bank robbery brought to national
and international attention the Northern Irish system.

Energy

Northern Ireland's total primary energy consumption is approximately 4.90 million tonnes of oil equivalent. The vast

. . . Primary energy consumption
majority of this energy comes from fossil fuels. Y &Y P

Source ktoe %

Electricity consumption in Northern Ireland was 7,867 GW-h in 2002/3. At 4.6 MW h per person, this is 18% less than that
of the rest of the United Kingdom (5.6 MW -h per person); although this may be expected of a less prosperous region,

, . . . .. . o . 1 Coal 1,440 29.4
Northern Ireland's relative energy efficiency is seen as a successful transitional from its once heavily industrialised economy
to a less energy-reliant services-based one. The main power station is located at Ballylumford, and is operated by Premier Oil & LPG 1,290 26.3
Power. Natural Gas 1,100 22.4
Northern Ireland's electrical grid is connected to that of the Republic of Ireland by three cross-border interconnectors. The Vehicle fuel 926 189
main interconnector, between Tandragee and Louth has a capacity of 1,200 MW. Two back-up interconnectors have a Renewables 10 02

combined capacity of 240 MW. This combined all-island grid is connected to the National Grid on the island of Great Britain

by the 500 MW Moyle interconnector, under the North Channel. Electricity imports 140 2.8

Transport Total 4,900 100
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Northern Ireland has well-developed transport infrastructure. Northern Ireland has a total of 24,820 km (15,420 mi) of roads, or 1 km for each 68 people (1 mi
for each 109 people), which is considerably more than in the United Kingdom as a whole (1 km per 162 people). There are seven motorways in Northern
Ireland, extending radially from Belfast, and connecting that city to Antrim, Dungannon, Lisburn, Newtownabbey, and Portadown. The Northern Irish rail
network is notable as being both the only part of the United Kingdom's railroads operated by a state-owned company, Northern Ireland Railways, and the only
substantial part that carries no freight traffic.

Northern Ireland is home to three civilian airports: Belfast City, Belfast International, and City of Derry. Major seaports in Northern Ireland include the Port of
Belfast and the Port of Larne. The Port of Belfast is one of the chief ports of the British Isles, handling 17 million tonnes (16.7 million long tons) of goods in
2005, equivalent to two-thirds of Northern Ireland's seaborne trade.

In addition to these existing links, several organisations have proposed a tunnel under the North Channel, with one possible site connecting eastern Northern
Ireland to Wigtownshire. The idea has been given technical consideration since the 19th century, but, as of 2006, no major political party has advocated such a
link, due to financial constraints.

Retrieved from " http://en.wikipedia.org/wiki/Economy of Northern Ireland"
This Wikipedia Selection was sponsored by a UK Children's Charity, SOS Children UK , and is mainly selected from the English Wikipedia with only minor
checks and changes (see www.wikipedia.org for details of authors and sources). The articles are available under the GNU Free Documentation License.
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Pakistan, a rapidly developing nation, has a diverse economy that include textiles, chemicals, food processing,
agriculture and other industries.

The economy has suffered in the past from decades of internal political disputes, a fast growing population,
mixed levels of foreign investment, and a costly, ongoing confrontation with neighboring India. However,
IMF-approved government policies, bolstered by foreign investment and renewed access to global markets,
have generated solid macroeconomic recovery the last decade. Substantial macroeconomic reforms since 2000,
most notably at privatizing the banking sector have helped the economy. Pakistan has seen a growing middle
class population since then and poverty levels have decreased by 10% since 2001.

GDP growth, spurred by gains in the industrial and service sectors, remained in the 6-8% range in 2004-06. In
2005, the World Bank named Pakistan the top reformer in its region and in the top 10 reformers globally.

Islamabad has steadily raised development spending in recent years, including a 52% real increase in the
budget allocation for development in FY07, a necessary step toward reversing the broad underdevelopment of
its social sector. The fiscal deficit - the result of chronically low tax collection and increased spending,
including reconstruction costs from the Great Pakistan earthquake in 2005 was manageable. Development in
urban areas of Pakistan has remained high but is low in rural areas.

Inflation remains the biggest threat to the economy, jumping to more than 9% in 2005 before easing to 7.9% in
2006. The central bank is pursuing tighter monetary policy while trying to preserve growth. Foreign exchange
reserves are bolstered by steady worker remittances, but a growing current account deficit - driven by a
widening trade gap as import growth outstrips export expansion - could draw down reserves and dampen GDP
growth in the medium term.

Economic history

First five decades
This is a chart of trend of gross domestic product of Pakistan at market prices estimated by the International
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Currency

100 Pakistani Rupee
(PKR)

= 1.64908 US dollar
=1.23810 Euro

Fiscal year

July 1— June 30

Current fiscal
year

(2007—2008)

Central bank The State Bank of Pakistan
(SBP)

Trade ECO, SAFTA, ASEAN,

organizations WIPO and WTO

and treaties

Fiscal Budget $24.5 billion (revenue)
$31.07 billion
(expenditure)

Inflation 7.9% (2006 est.)
People

President Pervez Musharraf

Prime Minister

Mohammadmian Soomro

Commerce Shahzada Alam Monnoo
Minister

SBP Governor |Dr. Shamshad Akhtar
SECP Razi ur Rehman Khan

Gross Domestic Product (GDP)
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Monetary Fund with figures in millions of Pakistani Rupees. See also

Year Gross Domestic Product US Dollar Exchange  Inflation Index (2000=100)
1960 20,058 4.76 Pakistani Rupees

1980 283,460 9.90 Pakistani Rupees 21

1985 569,114 16.28 Pakistani Rupees| 30

19901,029,093 21.41 Pakistani Rupees 41

1995 2,268,461 30.62 Pakistani Rupees | 68

2000 3,826,111 51.64 Pakistani Rupees 100

2005 6,581,103 60.40 Pakistani Rupees 126

Pakistan was a very poor and predominantly agricultural country when it gained independence in 1947.
Pakistan's average economic growth rate since independence has been higher than the average growth rate of
the world economy during the period. Average annual real GDP growth rates were 6.8% in the 1960s, 4.8% in
the 1970s, and 6.5% in the 1980s. Average annual growth fell to 4.6% in the 1990s with significantly lower
growth in the second half of that decade.

Industrial-sector growth, including manufacturing, was also above average. In the late 1960s Pakistan was seen
as a model of economic development around the world, and there was much praise for its economic
progression. Later, economic mismanagement in general, and fiscally imprudent economic policies in
particular, caused a large increase in the country's public debt and led to slower growth in the 1990s. Two wars
with India in 1965 and 1971 adversely affected economic growth. In particular, the latter war brought the
economy close to recession, although economic rebounded sharply until the nationalizations of the mid-1970s.

Economic resilience

Historically, Pakistan's overall economic output (GDP) has grown every year since a 1951 recession. Despite
this record of sustained growth, Pakistan's economy had, until a few years ago, been characterized as unstable
and highly vulnerable to external and internal shocks. However, the economy proved to be unexpectedly
resilient in the face of multiple adverse events concentrated into a four-year period —

» the Asian financial crisis;
® economic sanctions — according to Colin Powell, Pakistan was "sanctioned to the eyeballs";
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$475.5 billion (2007)

GDP at current
exchange rates

GDP real 6.9% (2006 est.)
growth rate (at

PPP)

GDP growth 7% (2007 est.)
rate

GDP per capita | $3,004 (2007)

GDP by sector

agriculture: 21.6%
industry: 25.1% services:
53.3% (2006 est.)

Demographics
Population 165,803,560 (2006 est.)
Population 23% (2007)
below poverty
line
Labor force 48.29 million
Unemployment | 6.6% (2006 est.)
rate

Production

Agricultural cotton, wheat, rice,
products sugarcane, fruits,

vegetables; milk, beef,
mutton, eggs, shrimp,
poultry, tea

Main industries

textiles, chemicals, food
processing, steel, transport
equipment, machinery,
beverages, construction,
materials, clothing, paper

29/08/2011 08:52



Economy of Pakistan

global recession;

severe rioting in the port city of Karachi;

a severe drought — the worst in Pakistan's history, lasting four years;

heightened perceptions of risk as a result of military tensions with India — with as many as a million

troops on the border, and predictions of impending (potentially nuclear) war;

» the post-9/11 military action in neighboring Afghanistan, with a massive influx of refugees from that
country;,

= the 2005 Pakistan earthquake

Despite these adverse events, Pakistan's economy kept growing, and economic growth accelerated towards the
end of this period. This resilience has led to a change in perceptions of the economy, with leading international
institutions such as the IMF, World Bank, and the ADB praising Pakistan's performance in the face of
adversity.

Recent economic history

Pakistan's economic outlook has brightened in recent years in conjunction with rapid economic growth and a
dramatic improvement in its foreign exchange position as a result of its current account surplus and a
consequent rapid growth in hard currency reserves.

The state-owned firm in early 2002 signed agreements with five international telecom companies for
terminating additional international incoming traffic to capture the grey market by using voice over Internet
protocol (VoIP) technology from the US and Europe into Pakistan.

The conditionality of the IMF program, which was suspended in July 1999 and resumed later during the
administration of Pervez Musharraf. Having improved its finances, Pakistan's government announced in 2004
that it would no longer require IMF assistance, and the assistance program ended in that year.

With accelerating economic growth, economists are now emphasizing a different range of problems. According
to Ahmed Rashid, the World Bank Country Director for Pakistan,

Now Pakistan faces higher quality problems—the problems of success. Demand has risen faster than
supply. This has shown up in high inflation and a zooming trade deficit. The “tight fiscal, easy money”
formula to get growth going needs to be “tight fiscal, tight money and credit” to sustain rapid growth.
Idle domestic production capacity allowed the rising demand to be accommodated by rising capacity
utilization in cement, steel, fertilizer, textiles, automobiles and motorcycles. Now that capacity is more
than fully utilized, resulting in backlogs and imports.
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products.

International trade

Imports (2006
est.)

$32.14 billion

f.0.b (57th) (2006 est.)

Major imported
commodities

Petroleum, Petroleum
products, Machinery,
Plastics, Transportation
equipment, Edible oils,
Paper and paperboard,
Iron and steel, Tea

Main import

China 14.7%, Saudi Arabia

partners (2006) | 10.1%, UAE 8.7%, Japan
6.5%, United States 5.3%,
Germany 5%, Kuwait
4.9% (2006 est.)

Exports $17.56 billion (2006 est.)
(67th) (2006 est. )

Major exported | textile goods (garments,

commodities bed linen, cotton cloths,

and yarn), rice, leather
goods, sports goods,
chemicals manufactures,
carpets and rugs.

Main export

United States 22.4%, UAE

partners 8.3%,UK 6%, China 5.4%,
Germany 4.7% (2006 est.)

Overall balance |-$1.753 billion

of payments

(2006)
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Musharraf's economic agenda continues to include measures to widen the tax net, privatize public sector Note:
assets, and improve its balance of trade. Pakistan has made governance reforms, privatization, and

d lation th t fit . ival 1. Data is for 2005-06, unless specified otherwise.
eregulation the cornerstones of its economic revival . 2 Pakistan's ranking, where applicable, are specified
] ] o ] ] o in brackets, and linked to the source data.
Although it received a positive endorsement from international financial institutions such as the World Bank, 3. CIA Pakistan Section from The World Factbook,
the International Monetary Fund and the Asian Development Bank, as well as improved credit ratings from dated November 1, 2005.

4. Pakistan Government Website

Standard & Poor's and Moody's.

Pakistan's current account surplus had put upward pressure on the Pakistani rupee, which rose from 64 rupees

per dollar to 57 rupees per dollar. The State Bank of Pakistan (the central bank) stabilized the rise by lowering interest rates and buying dollars. After short-term
Pakistani T-bond rates fell below 2%, with government borrowing having declined, banks greatly expanded their lending to businesses and consumers.
Construction activity, sales of durable goods such as trucks and automobiles, and housing purchases have all jumped to record levels. Private sector credit
expanded by 28.5% in 2003, and continues to expand despite monetary restraints — the SBP imposed interest-rate increases to moderate money supply and
prevent "overheating".

Pakistan's nominal gross domestic product (GDP) in 1997 was US$ 75.3 billion. Five years later in 2002, the country's nominal GDP came down to US$ 71.5
billion. During this five-year period, the real GDP grew by a meagre 3.0 per cent on an average. Pakistan government's debt was 82 per cent of its GDP in 2002.
Over one-third of the government's revenue was being used up in making interest payments on the national debt. The near stagnant economy suddenly started
showing miraculous growth in 2002 after lifting of economic sanctions imposed after Pakistan's 1998 nuclear tests. The economy grew at 5.1 per cent in 2003,
6.4 per cent in 2004 and 7.0 per cent in 2005. The US$ 72 billions economy of 2002 has swelled into a US$ 108 billion economy in 2005. During 1997-2002
Pakistan's average export growth has been 1.2 per cent per year and increased to 13 per cent per year during 2003-05. Pakistan's debt as a percentage of the
GDP came down to 59 per cent in 2005 from 82 per cent in 2002. Pakistan government's interest payment as a percentage of revenue collection came down to
23 per cent in 2005 as compared to 35 per cent in 2002.

According to the Asian Development Bank, the first half of FY2006 was marked by a slowdown in both industry and agriculture in Pakistan. Output of cotton
declined by an estimated 10.9 per cent from an all-time high of 14.6 million bales harvested in FY2005. Production of sugarcane, another major summer crop, is
also estimated lower than last year. The growth of large-scale manufacturing slowed to 8.7 per cent in the first quarter of FY2006 from 24.9 per cent in the same
period of last year, primarily due to capacity constraints and the high-base effect. Among individual industries in the first quarter, growth of textiles tumbled to
7.2 per cent from 29.6 per cent year on year. Automobile assembly and electronics, which have shown the fastest expansion among sub-sectors in the last 2-3
years, also decelerated. Inflation accelerated in FY2005 after five years of price stability. Annual inflation, based on the consumer price index, more than
doubled to 9.3 per cent from 4.6 per cent, mainly because of higher food prices and rising house rents. Due to a sharp increase in domestic oil prices, transport
costs also jumped. Core -- nonfood, non-oil -- inflation also doubled, from 3.7 per cent to 7.4 per cent.

Pakistan is a middle income country. It's economy is among the fastest growing in the world as its economy has reached the size of $140 billion from a mere $70

billion a few years earlier, Federal Advisor on Finance Dr Salman Shah informed the media. Per capita income now stands at $808.
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The Economic Survey of Pakistan for 2006-2007 has concluded the country's economy recorded 7.3 percent growth, . Former Prime Minister Shaukat Aziz said
that Pakistan's economy should continue to grow every year at about seven percent and he also assured that many measures will be taken to give the economy a
further boost. He promised privitization of companies and he also invested in the economy by allowing free education for under 16's and also came up with a
scheme to pay girls two hundred rupees a month as an incentive to attend school. Also in the next five years many foreign universities from different European
nations have announced they will be opening campuses in Pakistan.

Macroeconomic reform and prospects

According to many sources, the Pakistani government has made substantial economic reforms since 2000,
and medium-term prospects for job creation and poverty reduction are the best in nearly a decade.

Government revenues have greatly improved in recent years, as a result of economic growth, tax reforms -
with a broadening of the tax base, and more efficient tax collection as a result of self-assessment schemes
and corruption controls in the Central Board of Revenue - and the privatization of public utilities and
telecommunications. Pakistan is aggressively cutting tariffs and assisting exports by improving ports, roads,
electricity supplies and irrigation projects. Islamabad has doubled development spending from about 2% of
GDP in the 1990s to 4% in 2003, a necessary step towards reversing the broad underdevelopment of its
social sector.

Liberalization in the international textile trade has already yielded benefits for Pakistan's exports, and the
country also expects to profit from freer trade in agriculture. As a large country, Pakistan hopes to take
advantage of significant economies of scale, and to replace China as the largest textile manufacturer as the
latter China moves up the value-added chain. These industries play to Pakistan's relative strengths in low labor costs.

Islamabad Business Offices

Growing stability in the nation's monetary policies has contributed to a reduction in money-market interest rates, and a great expansion in the quantity of credit,
changing consumption and investment patterns in the nation. Pakistan's domestic natural gas production, and its significant use of CNG in automobiles, has
cushioned the effect of the oil-price shock of 2004-2005. Pakistan is also moving away from the doctrine of import substitution which some developing
countries (such as Iran) dogmatically pursued in the twentieth century. The Pakistani government is now pursuing an export-driven model of economic growth
successfully implemented by South East Asia and now highly successful in China.

In 2005, the World Bank reported that

"Pakistan was the top reformer in the region and the number 10 reformer globally — making it easier to start a business, reducing the cost to register
property, increasing penalties for violating corporate governance rules, and replacing a requirement to license every shipment with two-year duration
licenses for traders."

In addition, reduced tensions with India and the ongoing peace process raise new hopes for a prosperous and stable South Asia, with more intra-regional trade.
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Shahid Javed Burki, former vice president of World Bank and who was in charge of the bank’s Latin American division when Mexico was hit by the crisis in
1994, said Pakistan is facing symptoms that preceded the Mexican financial crisis more than 10 years ago. He points to the nation’s current account deficit,
‘excessive’ speculative business activity and weak banking system.

The economy today

Stock market

In the first four years of the twenty-first century, Pakistan's KSE 100 Index was the best-performing stock market index in the world as declared by the
international magazine “Business Week”.

The stock market capitalisation of listed companies in Pakistan was valued at $45,937 million in 2005 by the World Bank. As a result, the corporate sector of
Pakistan has grown dramatically in significance in recent times.

Manufacturing and finance

Pakistan's manufacturing sector has experienced double-digit growth in recent years, with large-scale
manufacturing growing by 18% in 2003. A reduction in the fiscal deficit has resulted in less government
borrowing in the domestic money market, lower interest rates, and an expansion in private sector lending to
businesses and consumers. Foreign exchange reserves continued to reach new levels in 2003, supported by
robust export growth and steady worker remittances.

PR - R,

Growing middle class
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Karachi - the financial capital of Pakistan

Measured by purchasing power, Pakistan has a 30 million strong middle class, according to Dr. Ishrat
Husain, Ex-Governor ( 2 December 1999 - 1 December 2005) of the State Bank of Pakistan. It is a figure
that correlates with research by Standard Chartered Bank which estimates that Pakistan possesses a "a
middle class of 30 million people that Standard Chartered estimates now earn an average of about $10,000 a year." In addition, Pakistan has a growing upper
class with relatively high per capita incomes.

On measures of income inequality, the country ranks slightly better than the median. In late 2006, the Central Board of Revenue estimated that there were
almost 2.8 million income-tax payers in the country.

Poverty alleviation expenditures
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Pakistan government spent over 1 trillion Rupees (about $16.7 billion) on poverty alleviation programs during the past four years, cutting poverty from 35
percent in 2000-01 to 24 percent in 2006. Rural poverty remains a pressing issue, as development there has been far slower then in the major urban areas.

Demographics

With a per capita GDP of over $3000 ( PPP, 2006) compared with $2600 ( PPP, 2005) in 2005 the World Bank considers Pakistan a medium-income country,
although it is recorded as a "Medium Development Country" on the Human Development Index 2005. Pakistan has a large informal economy, which the
government is trying to document and assess. Approximately 41% of adults are literate, and life expectancy is about 62 years. The population, about 165 million
in 2006, is growing at about 1.96%.

Relatively few resources in the past had been devoted to socio-economic development or infrastructure projects. Inadequate provision of social services, high
birth rates and immigration from nearby countries in the past have contributed to a persistence of poverty. An influential recent study concluded that the
fertility rate peaked in the 1980s, and has since fallen sharply. Pakistan has a family-income Gini index of 41, close to the world average of 39.

Employment Image:Saif2.jpg

. . ) ] Tourism to northern areas in
The high population growth in the past few decades has ensured that a very large number of young people are now entering the the Himalaya mountain range is
labor market. Even though it is among the seven most populous Asian nations, Pakistan has a lower population density than very popular.

Bangladesh, Japan, India, and the Philippines. In the past, excessive red tape made firing from jobs, and consequently hiring,
difficult. Significant progress in taxation and business reforms has ensured that many firms now are not compelled to operate in the underground economy.

In late 2006, the government launched an ambitious nationwide service employment scheme aimed at disbursing almost $2 billion over five years.
Tourism
Tourism in Pakistan in Pakistan is a growing industry. Attractions range from ruins of ancient civilizations to the Himalayas, which are the highest mountain

range in the world. These areas attract adventurers and mountaineers from around the world, especially K2, the second highest mountain in the world. Pakistan's
Kaghan Valley is one of the most beautiful landscapes in the world.

Revenue

The Board of Revenue has collected nearly Rs. 700 billion ($11.6 billion) in taxes in the 2005-2006 financial year.

Currency system
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Rupee

The basic unit of currency is the Rupee, which is divided into 100 paisas. Since the turn of the century, a strengthening economy and large current-account
surplus has caused the rupee's exchange rate to rise in value. In response, Pakistan's central bank has prevented the rupee from rising too much, by lowering
interest rates and buying dollars, in order to preserve the country's export competitiveness. As of 2005, one US dollar is approximately equal to 60 rupees.
Currently the newly printed 5,000 rupee note is the largest denomination in circulation. Recently the SBP has introduced all new design notes of Rs.10, 20, 100,
500, 1000, 5000 denomination, while the work of Rs.10,000 note is in progress which will help the banking industry in keeping few notes in saving accounts.

The new notes have been designed using the Euro technology and are made in good bright colors.

Foreign exchange rate

1 Pakistani Rupee (PKR) = 100 Paise

The Pakistani rupee depreciated against the US dollar until the turn of the century, when Pakistan's large current-
account surplus pushed the value of the rupee up versus the dollar. Pakistan's central bank then stabilized by Pakistan] Rupecs per IS Dollar: Monthly Aversage Exchangs Rstes
lowering interest rates and buying dollars, in order to preserve the country's export competitiveness _ ]

» Exchange rates: Pakistani rupee (PKR) per US$1 -
= 60.50 (01/11/07) ol

60.75 (05/08/2007)
58 (2004) o |
57.752 (2003) o=
59.7238 (2002) -
61.9272 (2001)
53.6482 (2000) Dollar-Rupee exchange rate
51.90 (1999)
44.550 (1998)
40.185 (1997)
35.266 (1996)
30.930 (1995)

Foreign exchange reserves

In 2007 Pakistan's foreign exchange reserves were over $16 billion - a twelvefold rise since 2001.

http://cd3wd.com wikipedia-for-schools http://gutenberg.org page :229 of 626.
8 of 25 29/08/2011 08:52



Economy of Pakistan zim:///A/Economy_of Pakistan.html

Structure of economy

From modest beginnings, Pakistani economy has moved successfully to a low-inflation high-growth trajectory since 2000. The central bank has controlled
inflation at around 3% per annum in recent years - a record since 1980.

Over 1,081 patent applications were filed by non-resident Pakistanis in 2004 revealing a new-found confidence.

Agriculture accounted for about 53% of GDP in 1947. While per-capita agricultural output has grown since then, it has been outpaced by the growth of the
non-agricultural sectors, and the share of agriculture has dropped to roughly one-fifth of Pakistan's economy.

In recent years, the country has seen rapid growth in industries (such as apparel, textiles, and cement) and services (such as telecommunications, transportation,
advertising, and finance).

Sectoral contribution to GDP Growth
Most of the recent acceleration in GDP growth has come from
the industrial and service sectors.

GDP growth by sector, as a percentage of GDP

Sector | 2001-022002-03 2003-04| 2004-05
Agriculture 0.03 1.01 0.53 1.74
Industry 0.61 108 274 246
Mamacring | 171 L1 231 219
Service 247 275 316 416

Real GDP (fc)  3.1% 4.8% 64% 8.4%

Source: Economic Survey of Pakistan 2005
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Structure of production
Share of Various Sectors in GDP

Sector 2000-01 2001-02 2002-03 2003-04 2004-05
Goods (1+2+3+4+5) 48.2 47.3 47.1 47.4 47.6
1. Agriculture 25.1 24.4 242 233 23.1
2. Mining 1.3 1.4 1.5 1.5 1.4
3. Manufacturing 15.9 16.1 16.4 17.6 18.3
4. Construction 2.4 2.4 2.4 2.1 2.0
5. Energy Distribution 3.4 3.0 2.5 2.9 2.7

Services (6+7+8+9+10+11) | 51.8 52.7 52.9 52.6 52.4

6. Transportation & Comm. | 11.7 11.5 11.5 11.4 11.1
7. Trade 18.1 18.0 18.2 18.5 19.1
8. Finance & Insurance 3.1 3.6 3.3 3.3 3.7
9. Ownership of Dwellings 3.2 3.2 3.2 3.1 2.9

10. Public Admin. &
Defense

11. Other Services 94 9.9 10.0 9.9 9.6

6.3 6.5 6.7 6.5 6.0

Note: GDP is estimated at constant factor cost. Figures are in percentage.
Source: Economic Survey of Pakistan 2005

Commodity producing sector

Agriculture

zim:///A/Economy_of Pakistan.html

Pakistan is one of the world's largest producers and suppliers of the following according to the 2005 Food and Agriculture Organization of The United Nations

and FAOSTAT given here with ranking;
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Chickpea (2nd)
Apricot (4th)
Cotton (4th)
Sugarcane (4th)
Milk (5th)
Onion (5th)
Date Palm (6th)
Mango (7th)
Tangerines, mandarin orange, clementine (8th)
Rice (8th)
Wheat (9th)
Oranges (10th)

Pakistan ranks fifth in the Muslim world and twentieth worldwide in farm output. It is the world's fifth largest milk producer.

Pakistan's principal natural resources are arable land and water. About 25% of Pakistan's total land area is under cultivation and is watered by one of the largest
irrigation systems in the world. Pakistan irrigates three times more acres than Russia. Agriculture accounts for about 23% of GDP and employs about 44% of
the labor force.

Crops

The most important crops are wheat, sugarcane, cotton, and rice, which together account for more than 75% of the value of total crop output.

Pakistan's largest food crop is wheat. In 2005, Pakistan produced 21,591,400 metric tons of wheat, more than all of Africa (20,304,585 metric tons) and nearly
as much as all of South America (24,557,784 metric tons), according to the FAO

Pakistan has also cut the use of dangerous pesticides dramatically.

Pakistan is a net food exporter, except in occasional years when its harvest is adversely affected by droughts. Pakistan exports rice, cotton, fish, fruits, and
vegetables and imports vegetable oil, wheat, cotton, pulses and consumer foods. The country is Asia's largest camel market, second-largest apricot and ghee
market and third-largest cotton, onion and milk market.

The economic importance of agriculture has declined since independence, when its share of GDP was around 53%. Following the poor harvest of 1993, the
government introduced agriculture assistance policies, including increased support prices for many agricultural commodities and expanded availability of
agricultural credit. From 1993 to 1997, real growth in the agricultural sector averaged 5.7% but has since declined to about 4%. Agricultural reforms, including
increased wheat and oilseed production, play a central role in the government's economic reform package.
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Much of the Pakistan's agriculture output is utilized by the country's growing processed-food industry. The value of processed retail food sales has grown 12
percent annually during the Nineties and was estimated at over $1 billion in 2000, although supermarkets accounted for just over 10% of the outlets.

The Federal Bureau of Statistics provisionally valued major crop yields at Rs.504,868 million in 2005 thus registering over 55% growth since 2000 while minor
crop yields were valued at Rs.184,707 million in 2005 thus registering over 41% growth since 2000.

Livestock

According to the Economic Survey of Pakistan, the livestock sector contributes about half of the value added in the agriculture sector, amounting to nearly 11
per cent of Pakistan's GDP, which is more than the crop sector.

The leading daily newspaper Jang reports that the national herd consists of 24.2 million cattle, 26.3 million buffaloes, 24.9 million sheep, 56.7 million goats and
0.8 million camels. In addition to these there is a vibrant poultry sector in the country with more than 530 million birds produced annually. These animals
produce 29.472 million tons of milk (making Pakistan the 5th largest producer of milk in the world), 1.115 million tons of beef, 0.740 million tons of mutton,
0.416 million tons of poultry meat, 8.528 billion eggs, 40.2 thousand tons of wool, 21.5 thousand tons of hair and 51.2 million skins and hides.

The Food and Agriculture Organization reported in June 2006 that in Pakistan, the world's fifth largest milk producing country, government initiatives are being
undertaken to modernize milk collection and to improve milk and milk product storage capacity.

The Federal Bureau of Statistics provisionally valued this sector at Rs.758,470 million in 2005 thus registering over 70% growth since 2000.
Fishery

Fishery plays an important role in the national economy. It provides employment to about 400,000 fishermen directly. In addition, another 500,000 people are
employed in ancillary industries. It is also a major source of export earning. In July-May 2002-03 fish and fishery products valued at US $ 117 million were
exported from Pakistan. Federal Government is responsible for fishery of Exclusive Economic Zone of Pakistan.

The major fish harbours of Pakistan are:

Karachi Fisheries Harbour is being operated by Provincial Government of Sindh.

Karachi Fish Harbour handles about 90% of fish and seafood catch in Pakistan and 95% of fish and seafood exports from Pakistan.
Korangi Fish Harbour is being managed by Federal Ministry of Food, Agriculture and Livestock.

Pasni Fish Harbour being operated by Provincial Government of Balochistan.

Gwadar Fish Harbour being operated by Federal Ministry of Communication.

The Federal Bureau of Statistics provisionally valued this sector at Rs.18,290 million in 2005 thus registering over 10% growth since 2000.
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Forestry
The Federal Bureau of Statistics provisionally valued this sector at Rs.25,637 million in 2005 thus registering over 3% decline since 2000.
Industry

Pakistan ranks forty-first in the world and fifty-fifth worldwide in factory output.

Pakistan's industrial sector accounts for about 24% of GDP. Cotton textile production and apparel manufacturing are Pakistan's largest industries, accounting
for about 66% of the merchandise exports and almost 40% of the employed labour force. Other major industries include cement, fertilizer, edible oil, sugar,
steel, tobacco, chemicals, machinery, and food processing.

The government is privatizing large-scale parastatal units, and the public sector accounts for a shrinking proportion of industrial output, while growth in overall
industrial output (including the private sector) has accelerated. Government policies aim to diversify the country's industrial base and bolster export industries.

Pakistan's 2 leading companies, as per

Mining and quarrying .
Forbes Global 2000 ranking for 2005.

Important minerals found in Pakistan are gypsum, limestone, chromites, iron ore, rock salt, silver, gold, precious rglllokbﬁl Company Name
stones, gems, marble, copper, coal, graphite, sulphur, fire clay, silica. The salt range in Punjab Province has g .

. . . . . . . . . . 1,284 Oil & Gas Development
large deposits of pure salt. Balochistan province is a mineral rich area having substantial mineral, oil and gas

. . . . . .. » 1,316 PTCL
reserves which have not been exploited to their full capacity. The province has significant quantities of copper,

Forbes Global 2000

chromite and iron, and pockets of antimony and zinc in the south and gold in the far west. Natural gas was
discovered near Sui in 1952, and the province has been gradually developing its oil and gas projects over the
past fifty years.

Major reserves of copper and gold in Balochistan's Rekodiq area have been discovered in early 2006. The Rekodiq mining area has proven estimated reserves of
2 billion tons of copper and 20 million ounces of gold. According to the current market price, the value of the deposits has been estimated at about $65 billion,
which would generate thousands of jobs.

The discovery has ranked Rekodiq among the world's top seven copper reserves. The Rekodiq project is estimated to produce 200,000 tons of copper and
400,000 ounces of gold per year, at an estimated value of $1.25 billion at current market prices. The copper and gold are currently traded at about $5,000 per
ton and $600 per ounce respectively in the international market.

North West Frontier Province accounts for at least 78% of the marble production in Pakistan.

The Federal Bureau of Statistics provisionally valued this sector at Rs.211,851 million in 2005 thus registering over 99% growth since 2000.
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Fuel extraction industry

Pakistan's first oil field was discovered in the late 1952 in Baluchistan near a giant gas field at Sui in Balochistan. The Toot oilfield was discovered in the early
1960's the Islamabad in the Punjab. Production has steadily increased since then.

Pakistan's first gas field was the giant gas field at Sui in Balochistan which was discovered in the late 1952.

Pakistan is also a major producer of Bituminous coal, Sub-bituminous coal and Lignite. Coal mining started in the British colonial era and has continued to be
used by Pakistani industries after independence in 1947.

Pakistan produced about 45 tonnes of Uranium in 2006.
Manufacturing

In FY 2002-03, real growth in manufacturing was 7.7%. In the twelve months ending 30 June 2004, large-scale manufacturing grew by more than 18%
compared to the previous twelve-month period. The textile and garment industry's share in the economy along with its contribution to exports, employment,
foreign-exchange earnings, investment and value added make it Pakistan’s single largest manufacturing sector. The industry is comprised of 453 textile mills: 50
integrated units; and 403 spinning units, with 9.33 million spindles and 148,000 rotors, The capacity utilization was 83% for spindles and 47% for rotors during
2003.

The Federal Bureau of Statistics provisionally valued large-scale manufacturing at Rs.981,518 million in 2005 thus registering over 138% growth since 2000
while small-scale manufacturing was valued at Rs.356,835 million in 2005 thus registering over 80% growth since 2000.

Construction

After the devastating 2005 Kashmir earthquake Pakistan has instituted stricter building codes. The cost of construction in Pakistan will increase 30 to 50% due
to implementation of a new building code which requires strengthening of structures to withstand earthquake of 8 to 8.5 magnitude. The demand for cement has
increased due to reconstruction after the earthquake. The price of cement has increased by 50% and Pakistan government banned export of cement to lower the
prices and the reconstruction costs.

Dubai Ports World, announced on June 1, 2006 that it will spend $10 billion to develop transport infrastructure and real estate in Pakistan. Dubai Ports World is
also discussing the possibility of the company taking over operational management of Gwadar port in Balochistan.

Emaar Properties, announced on May 31, 2006 three real estate developments in the cities of Islamabad and Karachi in Pakistan. The projects, with a total
investment of $2.4 billion, will include a series of master planned communities that will set new benchmarks in commercial, residential and retail property within
Pakistan.
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In addition the conglomerate signed a unprecedented $43 billion deal to develop two island resorts - Bundal Island and Buddo Island - over the next decade.

The Federal Bureau of Statistics provisionally valued this sector at Rs.178,819 million in 2005 thus registering over 88% growth since 2000.
Electricity, gas and water supply

Pakistan has extensive energy resources, including fairly sizable natural gas reserves, some proven oil reserves, coal (Pakistan has the fourth-largest coal
reserves in the world), and a large hydropower potential. However, the exploitation of energy resources has been slow due to a shortage of capital and domestic
political constraints. Domestic petroleum production totals only about half the country's oil needs, and the need to import oil has contributed to Pakistan's trade
deficits and past shortages of foreign exchange.

The current government has announced that privatization in the oil and gas sector is a priority, as is the substitution of indigenous gas for imported oil, especially
in the production of power. Pakistan is a world leader in the use of compressed natural gas (CNG) for personal automobiles.

The short-term national energy demand has expanded significantly since 2001 due to massive rise in sales of durable goods like refrigerators, washing machines,
split air conditioners, et al.

In 2004, Access Group International announced plans to invest $1 billion over the next 5 years in solar cell manufacture and wind farms. MOUs have been
signed with Alternate Energy Development Board. In early 2005, the government approved a 25-year Energy Security Plan to boost electric capacity eightfold.

The Canadian conglomerate Cathy Oil and Gas signed a memorandum of understanding in late 2006 to invest $5 billion in oil and gas exploration, development,
production and commercialisation in Pakistan.

The World Bank estimates that it takes about 32 days only to get an electrical connection in Pakistan.

The Federal Bureau of Statistics provisionally valued this sector at Rs.215,662 million in 2005 thus registering over 62% growth since 2000.

Services sector

Pakistan's service sector accounts for about 53.3% of GDP. Transport, storage, communications, finance, and insurance account for 24% of this sector, and
wholesale and retail trade about 30%. Pakistan is trying to promote the information industry and other modern service industries through incentives such as
long-term tax holidays.

The government is acutely conscious of the immense job growth opportunities in service sector and has launched aggressive privatisation of
telecommunications, utilities and banking despite union unrest.

Transport, storage and communication
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Pakistan Telecommunication Company Ltd has emerged as a successful Forbes 2000 conglomerate with over $1 billion in sales in 2005. Cellphone market has
exploded almost fourteen fold since 2000 to reach a subscriber base of over 60 million in 2007. In addition, there are over 6 million landlines in the country. . As
a result, Pakistan won the prestigious Government Leadership award of GSM Association in 2006.

The World Bank estimates that it takes about 50 days only to get a phone connection in Pakistan.
In Pakistan, following are the top mobile phone operators:

Mobilink

Ufone

Telenor

Warid

Instaphone

Paktel (recently been acquired by China Mobile for US$ 450 million)

AN

The cellular base in Pakistan is growing at around 14% per year and already the cellular customer has outpaced the fixed line customers. Wireless revolution has
swept Pakistan, and competition among the mobile operators is pulling the prices down. Its as cheap as Rs.2 to call to USA per minutes (that is 3-4 cents per
minutes). Sony Ericsson, Nokia and Motorola along with Samsung and LG remain to be the popular brands among customers. Though Nokia has a strong market
presence, this has been somewhat taken over by Sony Ericsson, through aggressive marketing and advertisement.

Pakistan is on the verge of Telecom revolution and it is by far the most attracted sector in Pakistan in terms of Foreign Direct investment coming in Pakistan. It s
estimated alone that this year 2006-07, FDI attracted by Telecom will be US$ 2 Billion out of the total FDI of US$ 6 Billion, the highest in Pakistan history.

Pakistan International Airlines, the flagship airline of Pakistan's civil aviation industry, has turnover exceeding $1 billion in 2005. The government announced a
new shipping policy in 2006 permitting banks and financial institutions to mortgage ships. A massive rehabilitation plan worth $1 billion over 5 years for
Pakistan Railways has been announced by the government in 2005.

Private sector airlines in Pakistan include Airblue, Aeroasia and Shaheen Air International. Many private airlines are in pipeline including Air Mahreq, Dewan
Air and Pearl Air.

Airblue is using the state of the art A-320 and A-321 aircraft for flying across Pakistan and will soon commence UK operation. Airblue has recently ordered 6
New A-321 aircraft, while 2 aircraft will be taken on lease which will be added to the existing fleet of 4-5 aircraft, making it the second biggest fleet behind PIA
which has 42 aircraft.

The Government of Pakistan has, over the last few years, granted numerous incentives to technology companies wishing to do business in Pakistan. A
combination of decade-plus tax holidays, zero duties on computer imports, government incentives for venture capital and a variety of programs for subsidizing
technical education, are intended to give impetus to the nascent Information Technology industry. This in recent years has resulted in impressive growth in that
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sector. Pakistan saw an increase in IT export cash inflows of 50% from 2003-4 to 2004-5, with total export cash inflows standing at $48.5 million. In 2005-6
export cash inflows increased to greater than $73 million. This year the government has set a goal of $108 million. Exports account for 11% of the total
revenues of the IT sector in Pakistan. Compared to India, Pakistan's IT sector is relatively small, but recent growth has been extremely high leading economists
to be optimistic about the IT industries future prospects in Pakistan. Gartner, one of the world’s leading information technology research and advisory
companies has placed Pakistan amongst the top countries of the world in terms of suitability for offshore outsourcing.

Paging and mobile (cellular) telephone were adopted early and freely. Cellular phones and the Internet were adopted through a rather laissez-faire policy with a
proliferation of private service providers that led to fast adoption. Both have taken off and in the last few years of the 1990s and first few years of the 2000s.
With a rapid increase in the number of internet users and ISPs, and a large English-speaking population, Pakistani society has seen major changes.

» Pakistan has more than 20 million internet users as of 2005. The country is said to have a potential to absorb up to 50 million mobile phone Internet users
in the next 5 years thus a potential of nearly 1 million connections per month.

= Almost all of the main government departments, organizations and institutions have their own websites.

» The use of search engines and instant messaging services is also booming. Pakistanis are some of the most ardent chatters on the Internet, communicating
with users all over the world. Recent years have seen a huge increase in the use of online marriage services, for example, leading to a major re-alignment
of the tradition of arranged marriages.

m As 0f 2007 there were 6 cell phone companies operating in the country with nearly 60 million mobile phone users in the country.

= Wireless local loop and the landline telephony sector has also been liberalized and private sector has entered thus increasing the teledensity rate from less
than 3% to more than 10% in span of two years.

The Federal Bureau of Statistics provisionally valued this sector at Rs.982,353 million in 2005 thus registering over 91% growth since 2000.

Wholesale and retail trade

The Federal Bureau of Statistics provisionally valued this sector at Rs.1,358,309 million in 2005 thus registering over 96% growth since 2000.

Finance and insurance

A reduction in the fiscal deficit has resulted in less government borrowing in the domestic money market, lower interest rates, and an expansion in private sector
lending to businesses and consumers. Foreign exchange reserves continued to reach new levels in 2003, supported by robust export growth and steady worker
remittances.

Credit card market continued its strong growth with sales crossing the 1 million mark in mid-2005.

Since 2000 Pakistani banks have begun aggressive marketing of consumer finance to the emerging middle class, allowing for a consumption boom (more than a
7-month waiting list for certain car models) as well as a construction bonanza.
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The Federal Bureau of Statistics provisionally valued this sector at Rs.311,741 million in 2005 thus registering over 166% growth since 2000.
Ownership of dwellings

The property sector has expanded twenty-threefold since 2001, particularly in metropolises like Lahore. Nevertheless, the Karachi Chamber of Commerce and
Industry estimated in late 2006 that the overall production of housing units in Pakistan has to be increased to 0.5 million units annually to address 6.1 million
backlog of housing in Pakistan for meeting the housing shortfall in next 20 years. The report noted that the present housing stock is also rapidly ageing and an
estimate suggests that more than 50 percent stock is over 50 years old. It is also estimated that 50 percent of the urban population now lives in slums and
squatter settlements. The report said that meeting the backlog in housing, besides replacement of out-lived housing unit is beyond the financial resources of the
government. This necessitates putting in place of framework to facilitate financing in the formal private sector and mobilise non-government resources for a
market-based housing finance system.

The Federal Bureau of Statistics provisionally valued this sector at Rs.185,376 million in 2005 thus registering over 49% growth since 2000.
Public administration and defence

The Federal Bureau of Statistics provisionally valued this sector at Rs.389,545 million in 2005 thus registering over 65% growth since 2000.
Social, community and personal services

The Federal Bureau of Statistics provisionally valued this sector at Rs.631,229 million in 2005 thus registering over 78% growth since 2000.

Economic aid

Pakistan receives economic aid from several sources as loans and grants. The International Monetary Fund (IMF), World Bank (WB), Asian Development Bank
(ADB), etc provides long term loans to Pakistan. Pakistan also receives bilateral aid from developed and oil-rich countries.

The Asian Development Bank will provide close to $6 billion development assistance to Pakistan during 2006-9. The World Bank unveiled a lending program of
up to $6.5 billion for Pakistan under a new four-year, 2006-2009, aid strategy showing a significant increase in funding aimed largely at beefing up the country's
infrastructure. Japan will provide $500 million annual economic aid to Pakistan.

Remittance

The remittance of Pakistanis living abroad has played important role in Pakistan's economy and foreign exchange reserves. The Pakistanis settled in Western
Europe and North America are important sources of remittance to Pakistan. Since 1973 the Pakistani workers in the oil rich Arab states have been sources of
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billions dollars of remittance.
Pakistan received $5.493 billion as workers’ remittances during the last fiscal year 2006-07 up by 19.42 Percent against over $4.6 billion in 2005-06.

An IMF research paper has revealed that workers’ remittances contribute 4% to the GDP of Pakistan and are equivalent to about 22 percent of annual exports
of goods and services.

Investment

Foreign direct investment (FDI) in Pakistan soared by 180.6 per cent year-on-year to US$2.22 billion and portfolio investment by 276 per cent to $407.4 million
during the first nine months of fiscal year 2006, the State Bank of Pakistan (SBP) reported on April 24. During July-March 2005-06, FDI year-on-year increased
to $2.224 billion from only $792.6 million and portfolio investment to $407.4 million, whereas it was $108.1 million in the corresponding period last year,
according to the latest statistics released by the State Bank. Pakistan has achieved FDI of almost $7 billion in the financial year 06/07, surpassing the
government target of $4 billion.

Pakistan is now the most investment-friendly nation in South Asia. Business regulations have been profoundly overhauled along liberal lines, especially since
1999. Most barriers to the flow of capital and international direct investment have been removed. Foreign investors do not face any restrictions on the inflow of
capital, and investment of up to 100% of equity participation is allowed in most sectors (local partners must be brought in within 5 years and contribute up to
40% of the equity in the services and agriculture sectors). Unlimited remittance of profits, dividends, service fees or capital is now the rule. Business regulations
are now among the most liberal in the region. This was confirmed by a World Bank report published in late 2006 ranking Pakistan (at 74th) well ahead of
neighbors like China (at 93rd) and India (at 134th) based on ease of doing business.

Pakistan is attracting an increasingly large amount of private equity and was the ranked as number 20 in the world based on the amount of private equity
entering the nation. Pakistan has been able to attract a large portion of the global private equity investments because of economic reforms initiated in 2003 that
have provided foreign investors with greater assurances for the stability of the nation and their ability to repatriate invested funds in the future.

Tariffs have been reduced to an average rate of 16%, with a maximum of 25% (except for the car industry). The privatisation process, which started in the early
1990s, has gained momentum, with most of the banking system privately owned, and the oil sector targeted to be the next big privatisation operation.

The recent improvements in the economy and the business environment have been recognised by international rating agencies such as Moody’s and Standard
and Poor’s (country risk upgrade at the end of 2003).

Foreign trade
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Pakistan is a member of the World Trade Organization, and has bilateral and multilateral trade agreements with many nations
and international organizations.

Fluctuating world demand for its exports, domestic political uncertainty, and the impact of occasional droughts on its
agricultural production have all contributed to variability in Pakistan's trade deficit.

Pakistani exports in 2005
In the six months to December 2003, Pakistan recorded a current account surplus of $1.761 billion, roughly 5% of GDP.

Pakistan's exports continue to be dominated by cotton textiles and apparel, despite government diversification efforts. Exports
grew by 19.1% in FY 2002-03. Major imports include petroleum and petroleum products, edible oil, chemicals, fertilizer, capital goods, industrial raw materials,
and consumer products.

Past external imbalances left Pakistan with a large foreign debt burden. Principal and interest payments in FY 1998-99 totaled $2.6 billion, more than double the
amount paid in FY 1989-90. Annual debt service peaked at over 34% of export earnings before declining.

With a current account surplus in recent years, Pakistan's hard currency reserves have grown rapidly. Improved fiscal management, greater transparency and
other governance reforms have led to upgrades in Pakistan's credit rating. Together with lower global interest rates, these factors have enabled Pakistan to
prepay, refinance and reschedule its debts to its advantage. Despite the country's current account surplus and increased exports in recent years, Pakistan still has
a large merchandise-trade deficit. The budget deficit in fiscal year 1996-97 was 6.4% of GDP. The budget deficit in fiscal year 2003-04 is expected to be around
4% of GDP.

In the late 1990s Pakistan received about $2.5 billion per year in loan/grant assistance from international financial institutions (e.g., the IMF, the World Bank,
and the Asian Development Bank) and bilateral donors. Increasingly, the composition of assistance to Pakistan shifted away from grants toward loans repayable
in foreign exchange. All new U.S. economic assistance to Pakistan was suspended after October 1990, and additional sanctions were imposed after Pakistan's
May 1998 nuclear weapons tests. The sanctions were lifted by president George W. Bush after Pakistani president Musharraf allied Pakistan with the U.S. in its
war on terror. Having improved its finances, the government refused further IMF assistance, and consequently the IMF program was ended. The government is
also reducing tariff barriers with bilateral and multilateral agreements.

While the country has a current account surplus and both imports and exports have grown rapidly in recent years, it still has a large merchandise-trade deficit.
The budget deficit in fiscal year 2004-2005 was 3.4% of GDP. The budget deficit in fiscal year 2005-06 is expected to be over 4% of GDP. Economists believe
that the soaring trade deficit would have an adverse impact on Pakistani rupee by depreciating its value against dollar (1 US $ = 60 Rupees (March 2006) ) and
other currencies.

One of the main reasons that contributed to the increase in trade deficit is the increased imports of earthquake relief related items, especially tents, tarpaulin and
plastic sheets to provide temporary shelter to the survivors of earthquake of October 8, 2005 in Azad Jammu and Kashmir and parts of the NWFP, an official
said. The rise in the trade gap was also fuelled by high oil import prices, food items, machinery and automobiles.

The Petroleum Ministry says that this year the bill of oil imports was expected to reach $6.5 billion against $4.6 billion in the last fiscal year, which is the main
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reason behind the all-time high trade deficit.

The EU is the single largest trading partner of Pakistan absorbing over one-third of the exports in 2003.

Exports

Pakistan's exports stood at $17.011 billion in the financial year 2006-2007, up by 3.4 percent from last year's exports of $16.451 billion.

Pakistan exports rice, furniture, cotton fibre, cement, tiles, marble, textiles, clothing, leather goods, sports goods (renowned for footballs/soccer balls), surgical
instruments, electrical appliances, software, carpets, and rugs, ice cream, livestock meat, chicken, powdered milk, wheat, seafood (especially shrimp/prawns),
vegetables, processed food items, Pakistani assembled Suzukis (to Afghanistan and other countries), defense equipment (submarines, tanks, radars), salt, marble,
onyx, engineering goods, and many other items. Pakistan now is being very well recognized for producing and exporting cements in Asia and Mid-East. Starting
August 2007, Pakistan will be exporting Cement to India.

Imports

Pakistan's imports stood at $30.54 billion in the financial year 2006-2007, up by 8.22 percent from last year's imports of $28.58 billion.

Pakistan's single largest import category is petroleum and petroleum products. Other imports include: industrial machinery, construction machinery, trucks,
automobiles, computers, computer parts, medicines, pharmaceutical products, food items, civilian aircraft, defense equipment, iron, steel, toys, electronics, and
other consumer items.

Sales tax is levied at 15 percent both on imports and domestically produced products. The income withholding tax is levied at 6 percent on imports and at 3.5
percent on the sales of domestic taxpayers.

Deficit in economy

Pakistan suffered a merchandise trade deficit of $13.528 billion for the financial year 2006-7. The gap has considerably widened since 2002-3 when the deficit
was only $1.06 billion. Services sector deficit for 2006-2007 stood at $4.125 billion which equals the services export of $4.125 billion for the same year.

The combined deficit in services and goods stand at $17.653 billion which is approx 83.5 percent of country's total export of $21.136 (Goods and services). The
rise in the trade gap has been attributed to high oil import bill, and rise in the prices of food items, machinery and automobiles.

Current account deficit - Current account deficit for 2006-7 reached $7.016 billion up by 41 percent over previous year's $4.490 billion.

Bonds
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Pakistan is expected to sell a dual-tranche sovereign bond worth $750 million on March 23, 2006 that analysts said should ensure a favorable reception in the
bond market. The 10-year tranche would be $500 million and the 30-year portion $250 million. Pricing is expected during New York trading hours on March 23,
2006. The sources said that the 10-year tranche was expected to be priced at around 7.125 percent, while the longer-dated tranche was expected to be sold at
around 7.875 percent, the top end of the indicative yield range of 7.75 to 7.875 percent.

The bonds, comprising 10-year and 30-year tranches, had generated $1.5 billion in orders and a total size of as much as $1.25 billion had been anticipated for
what is Pakistan’s third foray into the international debt market since 2004.

Government of Pakistan has been raising money from the international debt market from time to time.
Details of amount raised in various issues is as follows:-

1999 - $623 million

2004 - $500 million @ 6.75 Percent

2005 - $600 million worth Islamic bonds

2007 - § 750 million @ 6.875 Percent worth Euro Bonds which were highly over subscribed

Foreign acquisitions and mergers

With the rapid growth in Pakistan's economy, foreign investors are taking a keen interest in the corporate sector of Pakistan. In the recent years, majority stakes
in many corporations have been acquired by multinational groups.

PICIC by Singapore based Tamasek holdings for $339 million

Union Bank by Standard Chartered bank for $487 million

Prime commercial bank by ABN Amro for $228 million

PakTel Itd by China Mobile Ltd for $460 million

Additional 57.6 percent shares of Lakson Tobacco company acquired by Philip Morris international for $382 million

The foreign exchange receipts from these sale outs are also helping covering the massive current account deficit.

Fiscal budget

» Fiscal year: 1 July - 30 June
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Revenues: $19.8 billion

Expenditures: $25 billion (2006 est.)

Debt - external: $39.94 billion (2005 est.)
Economic aid - recipient: $2 billion (FY97/98)

Industrial sector

» Industries: textiles (8.5% of the GDP), food processing, beverages, construction materials, clothing, paper products, shrimp
» [ndustrial production growth rate: 10.7% (2005)
» Large-scale manufacturing growth rate: 18% (2003)

Income distribution

= Gini Index: 41

= Household income or consumption by percentage share:
= Jowest 10%: 4.1%
= highest 10%: 27.7% (1996)
= Jowest 20% : 27.7% (2006)

Electricity

Electricity production

= Electricity - production: 88.42 TWh (2005)
» Electricity - production by source (2003)

» fossil fuel: 63.7% of total

= hydro: 33.9% of total

= nuclear: 2.4% of total

Last week's reports of Pakistan's electricity producers seeking a parity in returns for both domestic and foreign investors is indicative of one of the key
unresolved issues in overseeing a surge in electricity generation when the country faces growing shortages.

For years, the matter of balancing Pakistan's supply against the demand for electricity has remained a largely unresolved matter. Pakistan faces a significant
challenge in revamping its network responsible for the supply of electricity.
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While the government claims credit for overseeing a turnaround in the economy through a comprehensive recovery, it has just failed to oversee a similar
improvement in the quality of the network for electricity supply.

Some officials even go as far as claiming that the frequent power cuts across Pakistan today are indicative of an emerging prosperity as there is fast rising
demand for electricity. And yet, the failure to meet the demand is indeed indicative of a challenge to that very prosperity.

Growing demand

In the short run addressing difficult challenges such as the demand for a parity of treatment to both domestic and foreign investors must make some difference
by way of attracting investors across the board. Given the growing demand for electricity, foreign investors must have a role in helping Pakistan meet this
challenge.

But the challenges faced by Pakistan are by no means easy. It is indeed the case that the business of reforming the electricity supply network is just not about
short term and often incomplete measures of the kind that Pakistanis have been accustomed to.

Even if Pakistan successfully set aside the vast funds which are necessary to finance such a turn-around, the time taken to ensure the supply of all the technical
ingredients must in itself make the task formidably challenging.

Popular habits

In the environment which prevails across the world today, there is already a considerable line-up of both individuals and countries which have placed orders to
buy new equipment. Indeed, Pakistani officials are all too aware of international market conditions which only add to the difficulty surrounding their task.

Though sorting out global market conditions are just not in reach of one country alone, other matters are indeed within Pakistan's grasp. These include the need
to turn around popular habits which hardly help to curtail the usage of electricity, with wastages and deliberate inefficiencies being the principal factors. But the
lead for such an endeavour must come in part from Pakistani leaders.

Electricity consumption

Electricity - consumption: 74.62 TWh (2004)

Electricity - exports: 0%

Electricity - imports: 0%

Electricity Consumption per Capita = 345.00 kWh/capita
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The economy of Scotland is closely linked with the rest of the United Kingdom and the wider European & !
Economic Area, it is essentially a mixed economy. Scotland has the second largest GDP per capita of any b
region in the United Kingdom after the South East of England, which includes Greater London.

Scotland was one of the industrial powerhouses of Europe from the time of the Industrial Revolution
onwards, being a world leader in manufacturing and shipbuilding related industries, at the time, which today
has left a legacy in the diversity of goods and services which the Scottish economy produces from textiles,
whisky and shortbread to aeroengines, buses, computer software, ships, avionics and microprocessors to
banking, insurance, fund management and other related financial services.

In common with most other advanced industrialized economies, Scotland has seen a decline in the Bt b e ST - LT
importance of the manufacturing industries and primary-based extractive industries. This has, however, been The headquarters of the Bank of Scotland, located on
combined with a rise in the service sector of the economy which is now the largest sector in Scotland, with the Mound in Edinburgh.

significant rates of growth over the last decade.

The British Pound Sterling is the official currency of Scotland, and the central bank of the UK is the Bank of England which retains responsibility for the
monetary policy of the whole of the United Kingdom.

Overview

After the Industrial Revolution, the Scottish economy concentrated on heavy industry, dominated by the shipbuilding, coal mining and steel industries. Scottish
participation in the British Empire also allowed the Scottish economy to export its output throughout the world. However heavy industry declined in the latter
part of the 20th century leading to a remarkable shift in the economy of Scotland towards a technology and service sector based economy. The 1980s saw an
economic boom in the Silicon Glen corridor between Glasgow and Edinburgh, with many large technology firms relocating to Scotland. Today the industry
employs over 41,000 people. Scottish-based companies have strengths in information systems, defence, electronics, instrumentation and semi-conductors. There
is also a dynamic and fast growing electronics design and development industry, based around links between the universities and indigenous companies like
Wolfson, 4i2i, Linn, Nallatech and Axeon. There is also a significant presence of global players like National Semiconductor and Motorola. Other major
industries include banking and financial services, education, entertainment, biotechnology, transport equipment, oil and gas, whisky, and tourism. The Gross
Domestic Product (GDP) of Scotland was measured at just over £86.3 billion (€126 billion, $170 billion) by the Office for National Statistics in 2005 , giving a
per capita GDP of £16,944 (€24,792, $33,460). Average annual economic growth for 2006 was at 2.2% .
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Edinburgh is the financial services centre of Scotland and the sixth largest centre in Europe, with many large
financial firms based there, including the Royal Bank of Scotland (the second largest bank in Europe),
HBOS (owners of the Bank of Scotland) and Standard Life Insurance. Glasgow is Scotland's leading seaport
and is the fourth largest manufacturing centre in the UK, accounting for well over 60% of Scotland's
i RN | E s £ UL manufactured exports. Shipbuilding, although significantly diminished from its heights in the early 20th
Royal Bank of Scotland £100 notes century, is still a large part of the Glasgow economy. The city has the UK's largest and most economically
important commerce and retail district after London's West End. Glasgow is also one of Europe's top 20
financial centres and is home to many of the UK's leading companies. Other important industries include
textile production, chemicals, distilling, brewing and fishing.

Manufacturing

Manufacturing in Scotland has shifted its focus in recent years with heavy industries such as shipbuilding and iron
and steel declining in their importance and contribution to the economy. It is generally argued that this has been in
response to increasing globalisation and competition from low cost producers across the world, which has eroded
Scotland's comparative advantage in such industries over the later half of the 20th century. However, the decline in
heavy industry in Scotland has been supplanted with the rise in the manufacture of lighter, less labour intensive
products such as optoelectronics, software, chemical products and derivatives as well as life sciences. The
Engineering and Defence sectors employ around 30,000 people in Scotland. The principal companies operating in
the sector include; BAE Systems, Rolls-Royce, Raytheon, Alexander Dennis, Thales, Selex and Babcock. Not only
has the decline of heavy industry, in the last 20 to 30 years, resulted in a sectoral shift of labour, it has led to smaller
firms, strengthening links with the academic community and substantial, industry-specific retraining programmes for
the workforce.

Whisky stills at Glenfiddich Distillery in
Moray.

Whisky

Scotch Whisky is probably the best known of Scotland's manufactured exports contributing around £800 million to the Scottish economy, supporting 41,000
jobs as well as adding £2 billion to the balance of trade making it one of the UK’s top five manufacturing export earners. The Whisky industry also generates a
substantial income for the government with around £1.6bn raised in duty each year. The principal whisky producing areas include Speyside and the island of
Islay where there are 8 distilleries providing a major source of employment for the island. In many areas the whisky industry is closely related with tourism, with
many distilleries also functioning as tourist attractions.
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Electronics

The electronics industry in Scotland Silicon Glen is the phrase that is used to describe the growth and development of
Scotland's hi-tech and electronics industries in the Central Belt through the 1980s and 1990s, analogous to the larger
concentration of hi-tech industries in Silicon Valley, California. Companies such as IBM (which maintains a plant at Greenock
near Glasgow) have been in Scotland since the 1950's being joined in the 1980's by others such as Sun Microsystems at
Linlithgow. 45,000 people are employed by electronics and electronics-related firms, accounting for 12% of manufacturing
output. Today, Scotland produces 28% of Europe’s PCs; more than seven per cent of the world’s PCs; and 29% of Europe’s

notebooks. my—c
HMS Daring was built in
. Glasgow and launched in 2006.
Textiles Although diminished from its
early 20th century heights,
Historically textiles were a large employer in Scotland in places such as the Scottish Borders, Shetland and the Outer Hebrides Glasgow remains the hub of the
- areas where there is much production of wool. Knitwear and tweed are traditionally seen as cottage industries but names like UK's Shipbuilding industry.

Pringle have given Scottish knitwear and apparel a presence on the international market. Despite increasing competition from
low-cost textile producers in SE Asia and the Indian subcontinent, textiles in Scotland is still a major employer with a workforce of around 22,000. Furthermore
the textiles industry is the 7th largest exporter in Scotland accounting for over 3% of all Scottish manufactured products

Exports

In 2004, total Scottish exports (excluding intra-UK trade) was provisionally estimated to be £17.5 billion, of which 70% (£12.2 billion) were attributable to
manufacturing. The largest export products for Scotland are whisky, electronics, and financial services.

Major Trading Partners

Excluding intra UK trade, the United States and the EU constitute the largest markets for Scotland's exports. As part of the United Kingdom and the European
Union, Scotland fully participates in the Single Market and Free Trade Area which exists across all EU member states and regions. Recently with the high rates
of growth in many emerging economies of SE Asia such as China, Thailand and Singapore, there has been a drive towards marketing Scottish products and
manufactures in these countries, with Singapore entering the top ten markets for Scottish exports in 2004.
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Top 10 export destinations, 2007
Export destination Value (£billion)

USA 3,610
Netherlands 2,645
Germany 2,600
France 2,165
Spain 1,775
Republic of Ireland | 1,700
Switzerland 1,585
Belgium 955
Italy 925
Singapore 865

Source: Scottish Executive Global Connections Survey
2005
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Services

Banking

Edinburgh is Europe's fifth largest financial centre, with influential financial players such as the Royal Bank
of Scotland , the Bank of Scotland, Scottish Widows and Standard Life all having a presence in the city.

Banking in Scotland has a long history, beginning with the creation of the Bank of Scotland, in Edinburgh, in
1695. Today Scotland is home to 4 clearing banks - the Bank of Scotland, the Royal Bank of Scotland, the
Clydesdale Bank and Lloyds TSB Scotland. The Royal Bank of Scotland which is the second largest bank in
Europe, fifth largest in the world by market capitalisation and has significant international operations
recently opened its new global headquarters in Edinburgh augmenting the city's position as a major financial
centre. Many other international banks are beginning to operate bases in Scotland, as the sector expands. In
2005 Scotland ranked second only to London in the European league of headquarters locations of the 30
largest banks in Europe as measured by market value .

Finance in Scotland also features unique characteristics. Although the Bank of England remains the central : :
bank for the UK Government, three Scottish clearing banks still issue their own banknotes: (the Bank of Standard Life Bank, in the Financial District of
Scotland, the Royal Bank of Scotland and the Clydesdale Bank). These notes have no status as legal tender Edinburgh

in England, Wales or Northern Ireland; but in practice they are universally accepted throughout the UK , as

well as in the Isle of Man and the Channel Islands. The full range of Scottish bank notes commonly accepted are £5, £10, £20, £50 and £100. (See British
banknotes for further discussion).

Centered primarily on the cities of Edinburgh and Glasgow, the development of financial services industry in the Scottish Economy, has taken place over the
last 10 to 20 years. The sector makes a significant contribution to the economy employing 5% of the Scottish workforce or 113,160 people and generating £5bn
or 6% of Scotland's GDP . The financial services industry in Scotland is also one of its fastest growing areas with a growth rate of over 35% over the period
2000 to 2005 .

Investment, Insurance and Asset Servicing

Scotland is one of the world's biggest fund management centres with over £300bn worth of assets directly serviced or managed in the country. . Scottish fund
management centres have a major presence in areas such as pensions, property funds, investment trusts as well as in retail and private client markets. Similarly
asset servicing on behalf of fund managers has become an increasingly important component of the financial services industry in Scotland with Scottish based
companies providing expertise in securities servicing, investment accounting, performance measurement, trustee and depositary services and treasury services.
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Tourism

It is estimated that tourism accounts for 3% of Scotland's economic output. Scotland is a well-developed
tourist destination with attractions ranging from unspoilt countryside, mountains and abundant history.
Tourism is responsible for sustaining 200,000 jobs mainly in the service sector, with tourist spending
averaging at £4bn per year . Domestic tourists (those from the United Kingdom) make up the bulk of visitors
to Scotland. In 2002, for example, UK visitors made 18.5 million visits to Scotland, staying 64.5 million
nights and spending £3.7 billion. In contrast, overseas residents made 1.58 million visits to Scotland, staying
15 million nights and spending £806 million. In terms of overseas visitors, those from the United States made
up 24% of visits to Scotland, with the United States being the largest source of overseas visitors, and
Germany (9%), France (8%), Canada (7%) and Australia (6%), following behind.

-'* J.ﬁ

Infrastructure Gleneagles Hotel, Perthshire. Tourism is one of
Scotland's fastest growing economic sectors.

Infrastructure in Scotland is varied in its provision and its quality. The densest network of roads, railways
and motorways is concentrated in the Central Lowlands of the country where around 70% of the population
live. The motorway and trunk road network is principally centred on the cities of Edinburgh and Glasgow
and connecting them to other major concentrations of population, and is vitally important to the economy of
Scotland. Key routes include the M8 motorway, which is one of the busiest and most important major routes
in Scotland, with other primary routes such as the A9 connecting the Highlands to the Central Belt, and the
A90/ M90 connecting Edinburgh and Aberdeen in the east. The M74 and Al, in the west and east of the
country, respectively, provide the main road corridors from Scotland to England. The Scottish Executive has
stated that it intends to spend £3bn on a capital investment scheme to improve Scotland's road and rail
system, over the next decade , with the setting up of a national agency in January 2006 - Transport Scotland
to oversee this. Many roads in the Highlands are single track, with passing places.

The rail network is primarily centred on the central belt and is used principally as a means of public
transport, with some freight movements - for example from the port facilities at Grangemouth and

. ) . . . . . Glasgow International Airport, the second largest
Hunterston Ore Terminal. After a large rationalisation of routes in the 1960s, which led to station and line passenger airport in Scotland.

closures, the rail network is currently being expanded, to cope with ever increasing levels of passenger

demand. The rail-operator First ScotRail operates most routes within Scotland, with long-distance

connections to London operated by GNER or Virgin Trains. Proposals which have been mooted include the construction of a high-speed MAGLEYV rail system
connecting Edinburgh and Glasgow which, it estimated, will cut journey times between the two cities by around 30 minutes . Other measures suggested include
the electrification of the rail system in order to cut journey times.
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In 2004, 22.6 million passengers used Scotland's airports, with their being 514,000 aircraft movements with Scottish airports being amongst the fastest growing
in the United Kingdom in terms of passenger numbers. Plans have been published by the major airport operator BAA plc to facilitate the expansion of capacity
at the major international airports of Glasgow, Edinburgh and Aberdeen, including new terminals and runways to cope with a large forecasted rise in passenger
use. Prestwick Airport also has large air freight operations and cargo handling facilities. Scotland is well-served by many airlines and has an expanding
international route network, with recent long-haul services to Dubai, New York, Atlanta and Canada.

Major deep-water Port facilities exist at Aberdeen, Grangemouth, Greenock, Peterhead, Scapa Flow and Sullom Voe. Scotland is connected to mainland Europe
by a dedicated ferry service between Rosyth (near Edinburgh) and Zeebrugge in Belgium. In addition to this many remote island communities on Scotland's
western seaboard are served by lifeline ferry services operated by the state-owned company Caledonian MacBrayne, which carry tourists as well as freight and
are vital to the economies of these islands.

The Role of the Public Sector

The public sector, in Scotland, has a significant impact upon the economy and comprises central government departments, local government, and public
corporations. In quarter 3 of 2005, there were 577,300 people employed in the public sector, which accounts for 23.4% of employment in Scotland - this
includes all medical professionals employed within the National Health Service in Scotland, those employed in the emergency services and those employed in
the state education and higher education sector. This is in addition to employees of the government in the civil service and in local government as well as public
bodies and corporations.

There is a clear separation of responsibility of the powers of both the UK government and the devolved Scottish Executive in relation to the formulation and
execution of national economic policy as it affects Scotland - this is set out under Section 5 of the Scotland Act 1998.

UK Government

The UK Government along with the Parliament of the United Kingdom retains full control over Scotland's fiscal environment, in relation to taxation (including
tax rates and tax collection) and the overall share of central government expenditure apportioned to Scotland, in the form of an annual block grant. It also
retains complete responsibility for the operation of the Welfare State, in terms of pensions, unemployment insurance and child benefit - as part of the UK-wide
Welfare State exercised by the UK Department for Work and Pensions and HM Treasury.

Scottish Government

The Scottish Executive has very limited power to raise or lower the rate of income tax in Scotland by up to 3p in the pound, but has the power to vary business
rates and can regulate the application of local taxes such as the council tax levied by local authorities in Scotland. Nevertheless the Scottish Executive has full
control over how Scotland's annual block grant is divided between government departments, such as healthcare and education and on state-owned enterprises,
such as Scottish Water and Caledonian MacBrayne. The Scottish Executive does however have control over Economic Development policy, and controls, funds
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and regulates the national Economic development Agency - Scottish Enterprise. In 2006, for example, the budget of the Scottish Executive was around £25bn,
which the Scottish Executive can spend on the areas under its jurisdiction such as education, healthcare, transport, the environment and justice.

Local

The 32 unitary authorities in Scotland have the ability to levy a local tax, called the Council Tax which is used to pay for local services such as refuse collection,
street lighting, roads, pavements, public parks and museums. The value of residential property is the base for the tax, with each dwelling allocated to one of
eight bands coded by letters A through H (H being the highest) on the basis of its assumed capital value. Each local authority sets a tax rate expressed as the
annual levy on a Band D property inhabited by two liable adults. The budget of local authorities is supplemented by direct grants from the Scottish Executive.

Education

Education in Scotland is well-funded with very high levels of participation in all sectors of education. Participation in further and higher education is especially
high, with Scottish universities generally being recognised as amongst the best in the teaching of medicine, law, engineering, science and technology.
Increasingly Scotland is being seen as an exporter of education, with the number of overseas students applying to studying at universities throughout Scotland,
rising substantially in recent years . Most universities are linked with a flourishing research and development sector; the University of Dundee is at the heart of a
biotechnology and medical research cluster ; the University of Edinburgh is a centre of excellence in the field of Artificial Intelligence and the University of
Aberdeen is a world-leader in the study of offshore technology in the oil and gas industry . Scotland generally has a well-educated population - adult Literacy
rates are at over 99%.

Health

Another major component of central government expenditure in Scotland is on healthcare and healthcare related services. The National Health Service (NHS) is
the publicly controlled provider of the majority of healthcare in Scotland, with the NHS being a major employer not only in terms of doctors nurses and other
key healthcare workers, but also in terms of administration. The service is administered differently from the rest of the United Kingdom and is largely free at the
point of use to residents in Scotland, except for dental services (where those over 19 must pay) and prescriptions (free to the elderly and subsidised for others).
In the short term spending on healthcare in Scotland remains high in response to the nations' poor diet and high instance of heart disease. In the medium to long
term, the challenges of an ageing population are likely to increase demand for health services and put increasing pressure on the health service in Scotland.

Other Economic Indicators

Total Population: 5,494,801 (2007 est)

Working Age Population: 2,475,386 (2007 est.)
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GDP (£billion): 186.3 (2006)

Manufacturing GVA (£million): 28 900 (2007)

Number of VAT registered companies: 185,925 (2007 est.)

Number of Large Companies (250+ employees) in Scotland: 2,240 (2007)
Employment Rate (% of adults of working age): 78.7 (2007)

Median Gross Weekly Earnings of full-time workers on adult rates (£): 592.70
Claimant Unemployment Rate (%): 2.1 (2007)

People of working age claiming key Social Security benefits (%): 11.7 (Feb. 2007)
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www.wikipedia.org for details of authors and sources). The articles are available under the GNU Free Documentation License. See als
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Economy of the European Union
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If it were considered as a single state, the economy of the European Union's twenty-seven member states would be
the world's largest national economy. The EU accounts for 30.3% of the world's total GDP in 2005 ( World Bank
figures).

Currency

The official currency of the European Union is the euro, used in all its documents and policies. The Stability and
Growth Pact sets out the fiscal criteria to maintain for stability and (economic) convergence. The euro is also the most
widely used currency in the EU, which is in use in 15 member states known as the Eurozone. All other member states,
apart from Denmark and the United Kingdom which have special opt-outs, have committed to changing over to the
Euro once they have fulfilled the requirements needed to do so - although Sweden also has an effective opt-out by
choosing when or whether to join the European Exchange Rate Mechanism which is the preliminary step towards
joining. The remaining states are committed to join the Euro through their Treaties of Accession.

Economic variation

Below is a table showing, respectively, the GDP ( PPP) and the GDP (PPP) per capita for the European Union and for
each of its 27 member states, sorted by GDP (PPP) per capita. This can be used as a rough gauge to the relative
standards of living among member states, with Luxembourg and Ireland the highest; Romania and Bulgaria the lowest.
Eurostat, based in Luxembourg, is the Official Statistical Office of the European Communities releasing yearly GDP
figures for the member states as well as the EU as a whole, which are regularly updated, supporting this way a measure
of wealth and a base for the European Union's budgetary and economic policies. Figures are stated in euro. All data for
2007 are projections.

These are the official Eurostat figures, as of 21 April 2007.
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Currency

1 Euro (€) = 100 cents

Other currencies in member states
Bulgarian lev « Czech koruna ¢ Danish krone ¢

Estonian kroon « Hungarian forint * Latvian lats ¢

Lithuanian litas * Polish ztoty * Romanian leu *

Swedish krona ¢ Slovak koruna * Pound sterling

Statistics

GDP ranking | Ist (2006)

US $13.06 trillion
GDP ( PPP) (2006)
GDP growth 3.1% (2006)
rate
GDP per US $29,900 (2006)
capita

70.5% services
GDP by sector | 27.3% industry
(2000 2.1% agriculture
Inflation 1.9% (2007)
Population
below poverty |17%
threshold

Labour force

221.5 million

Labour force

by occupation
(2006)

67.0% services
27.3% industry
4.4% agriculture
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Unemployment | 7.0% (May 2007)

Sources:

Trading partners

US $1.466 trillion
(2006)

Imports

Main import partners (2005)
China, Japan, Russia, United States

US $1.33 trillion

Exports (ranking: 1st) (2006)

Main export partners (2005)
China, Russia, Switzerland, United
States

Public finances

€ 7,240.8 billion
(58.7% of GDP) (2007)

€ 109.5 billion
(-0.9% of GDP) (2007)

Expenditure € 5,648.6 billion (2007)

Public debt

Public deficit

Revenue € 5,537.6 billion (2007)

Note: The data in this section is derived from the
combined public finance figures of each of the 27
EU member states
Sources: Eurostat Data 2008
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Member States

= European Union
1 ™= Germany €

2 Ei= United Kingdom
3 0 B France €

40 Ntaly €

5 = Spain €

6 mmm Netherlands €

7 mmm Poland

sl Belgium €

9 == Sweden

10 mem Austria €

11 2= Greece €

12 B Romania

13 m Czech Republic
14 Portugal €

15 mmm Denmark

16 == Hungary

17 B ¥ Ireland €

18 <= Finland €

19 KM Slovakia

20 W Bulgaria

21 == Lithuania

GDP (PPP) 2007
millions of
euro

12,172,536
2,340,372
1,847,105
1,744,444
1,500,475
1,121,961

530,564
525,277
319,867
274,499
264,472
246,671
208,220
207,174
190,882
171,298
166,031
157,070
153,595

88,602

86,500

50,241

GDP (PPP)
per capita 2007

euro
24,600
28,200
29,400
27,800
25,500
25,400
32,800
15,143
30,200
30,000
31,900
22,100
9,700
20,100
18,200
31,200
16,200
35,700
28,900
16,400
10,844
15,000

Percentage of EU27
average GDP
(PPP) per capita

100%
115%
120%
113%
104%
103%
133%
55%
123%
122%
130%
90%
39%
82%
74%
127%
66%
147%
117%
67%
41%
61%
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22 s=m Slovenia € 44,040 21,800
23 === Latvia 33,630 14,900
24 == Luxembourg € 31,376 69,900
25 5 Estonia 23,919 17,900
26 Cyprus € 17,773 22,900
27 W Malta € 7,824 18,600
Candidate countries: (not included in the EU total above)

== Croatia 57,948 14,153
Turkey 541,418 7,300
=& Republic of Macedonia 13,897 6,900

Source:GDP(PPP): EUROSTAT

PERCENTAGES: EUROSTAT( ). Recalculated manually to EU27.

Economies of member states

89%
61%
284%
73%
93%
76%

57%
30%
28%

zim:///A/Economy_of the European Union.html

Economic performance varies from state to state. The Growth and Stability Pact governs fiscal policy with the European Union. It applies to all member states,
with specific rules which apply to the eurozone members that stipulate that each state's deficit must not exceed 3% of GDP and its public debt must not exceed
60% of GDP. However, many larger members have consistently run deficits substantially in excess of 3%, and the eurozone as a whole has a debt percentage

exceeding 60% (see below).

With the exception of Greece and Portugal, all countries with below average GNI per capita are those which joined the EU in May 2004 and all countries with

above average GNI per capita come from the existing (pre-2004) member states.

The following table shows information relating to the member states of the European Union, ordered according to the 'Size' of their economies. (NB: Were the
table ordered according to 'GDP per capita' this would perhaps better reflect the strength of an individual economy. But this is not how such tables are

commonly structured).

The colours denote how a member state is performing relative to the rest of the European Union, above average (green) or below average (red). The smallest

and greatest values in each column are emphasised. The 2007 data are IMF estimates made in April 2007.
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GDP

GDP

Member State | in billions %Golf)llz)U ?l?;:lgael per capita Ptl/?tl)lfccll))ibt 0/R?fﬁccll)t1> I‘;cl)flz:lflll(l)alll Unf/znp.
sorted by GDP of USS | “o007) | o5 of GDP|IMPPPUSS|  (3006) (2006) | (2007) | (2006)
(2007) (2007)

[ ] European Union|15,183.4/100.0% 2.8 29 342 63.8 -2.6 2.2 7.5
- Germany 3,080.6| 19.4% 1.8 32,179 66.0 -3.7 2.0 7.8
Ei= United Kingdom| 2,660.7| 16.8% 2.9 36,568 41.6 -3.2 2.3 5.3
B} France 2,401.4| 15.2% 2.0 31,873 65.6 -3.7 1.7 8.3
[ lItaly 1,993.7| 12.6% 1.8 31,694 105.8 -3.0 2.1 6.8
= Spain 1,359.1| 8.6% 3.8 28,445 48.9 -0.3 2.6 7.8
== Netherlands 7209 4.5% 29 36,240 55.7 2.5 1.8 3.2
== Sweden 423.6| 2.7% 33 35,729 51.2 -1.4 1.8 5.5
il Belgium 4235 2.7% 2.2 35,693 95.6 -0.1 1.9 7.8
mm= Poland 364.8) 2.3% 5.8 15,894 43.6 -3.0 2.2 10.5
== Austria 348.7 2.2% 2.8 37,536 65.2 -1.3 1.6 4.5
= Greece 341.8] 2.2% 3.8 27,360 106.5 -2.8 32 8.3
=m Denmark 302.6| 1.9% 2.5 38,072 427 2.8 20 47
B ¥ Ireland 250.21 1.6% 5.0 46,786 299 -1.3 2.4 4.5
= Finland 2254 1.4% 3.1 36,324 43.6 -2.1 1.5 7.5
Portugal 2117 1.3% 1.8 23,464 61.9 -2.9 2.5 7.4
B Czech Republic 160.4| 1.0% 4.8 24,679 37.4 -3.0 2.9 6.6
B | Romania 157.6] 1.0% 6.5 10,661 21.2 -4.0 4.5 4.5
== Hungary 125.0 1.0% 2.8 20,700 57.6 -4.5 6.4 7.9
Il Slovakia 69.3| 0.8% 8.2 19,172 36.9 29 2.4 10.8
— Luxembourg 458 0.3% 4.6 84,507 7.5 -1.1 2.1 4.6
== Slovenia 41.11 0.3% 4.5 25,266 294 -1.9 2.7 6.4
B Bulgaria 35.8] 0.2% 6.0 10,677 24.8 -4.0 53 7.8
B Lithuania 354 0.2% 7.0 16,863 19.7 -2.5 3.5 6.1
== Latvia 2411 0.2% 10.5 17,364 14.4 -0.8 7.3 6.3
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= Cyprus 199/ 0.1% 3.9 31,053 62.3 3.5 2.1 4.8
== Estonia 19.6/ 0.2% 99/ 20,114 4.9 1.8 4.8 4.2
B Malta 6.2 0.1% 23| 21,061 75.0 5.2 2.4 6.8

Economic growth

The EU's share of Gross world product (GWP) is stable at around one fifth . GDP growth, though strong in the new member states, is being affected by sluggish
growth in France, Italy and Portugal.

Estonia and Latvia, also referred to as the Baltic Tigers, have the highest GDP growth rates in the union and one of the highest in the world.

EU1S5 GDP growth rates New member GDP growth rates
0, L))
Member State 7o GDP Growth Member State 7o GDP Growth
2005{2006{2007(2008 2004{2005|2006(2007
== Austria 2.0| 3.3| 3.3| 2.5||mm Bulgaria 57| 5.5/ 5.6| 6.1
I I Belgium 1.4| 3.0/ 2.6 1.9/| =~ Cyprus 39| 3.7| 3.5 3.8
== Denmark 3.1/ 3.5 1.9] 1.5/ M Czech Republic | 4.2| 6.1| 6.0| 4.9
4+ Finland 2.9 5.0[ 4.3] 3.0||™= Estonia 7.8] 9.8 9.5| 8.7 S,
— opulation an per capita
B ¥ France 1.7| 2.0| 1.9| 2.0||== Hungary 52| 4.1) 4524 of EU member states and some
-Germany 08/ 29| 24| 2.0 == Latvia 8.6/10.2|11.0f 9.6 candidates.
H ¥ Ireland 5.9] 5.7 2.6 3.0|| M Malta -1.5] 2.5 1.6] 3.0
== Luxembourg 40| 62| 5.4| 42||1¥ Romania 4.1] 8.5] 7.7] 6.7 - |
=== Netherlands 1.5 3.0 2.6| 2.5||18M Slovakia 54| 6.1| 6.5| 8.5 — : ‘
nPortugal 05/ 13/ 1.8 1.8 E== Slovenia 42| 4.0 5.2| 4.3 e ‘
= Spain 3.6/ 3.9| 3.7| 2.7 -
B Sweden 29| 42| 3.6| 2.9||H@ European Union| 2.4) 1.8) 2.8 2.4 GDP (PPP) per capita 2007
. . Eurozone 2.1 1.3] 2.4| 2.0 showing countries above and
£1= United Kingdom| 1.8| 2.8| 3.1| 2.3 below EU-27 average
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The ten new member states of Eastern and North Europe have enjoyed a higher average percentage growth rate than their Western European counterparts.
Notably the Baltic states have achieved massive GDP growth, with Latvia topping 11%, close to China, the world leader at 9% on average for the past 25 years.
Reasons for this massive growth include government commitments to stable monetary policy, export-oriented trade policies, low flat-tax rates and the utilisation
of relatively cheap labour.

The current map of EU growth is one of huge regional variation, with the larger economies suffering from stagnant growth and the new nations enjoying
sustained, robust economic growth.

Although EU27 GDP is on the increase, the percentage of Gross world product is decreasing due to the emergence of economic powers such as China, India and
Brazil. In the medium to long term, the EU will be looking to increase GDP growth in the central European economies such as France, Germany and Italy and
stabilise growth in the new Eastern European states to ensure sustained economic prosperity.

Trade

The European Union is the largest exporter in the world () and the second largest importer. Internal trade between the member states is aided by the removal of
barriers to trade such as tariffs and border controls. In the eurozone, trade is helped by not having any currency differences to deal with amongst most members.
The European Union Association Agreement does something similar for a much larger range of countries, partly as a so-called soft approach (‘a carrot instead of
a stick') to influence the politics in those countries.

The European Union represents all its members at the World Trade Organization, and acts on behalf of member states in any disputes.

Unemployment

http://cd3wd.com wikipedia-for-schools http://gutenberg.org page :263 of 626.

29/08/2011 08:53

zim:///A/Economy_of the European Union.html



Economy of the European Union zim:///A/Economy_of the European Union.html

The seasonally adjusted unemployment rate in the European Union in June 2007 was 6.9% compared to 7.9% in all
current 27 memberstates in June 2006. The rate varies widely by member state. In comparison the United States had
an unemployment rate of 4.5% and Japan a rate of 3.8% measured by Eurostat.

The following table states the current unemployment rate of all Member States for June 2007 with comparisons to

June 2006: >
Member State % Unemployment Member State % Unemployment Rate
June 2006 | June 2007 June 2006 June 2007
= Austria 4.8 4.3||mm Bulgaria 9.0 7.0
] lBelgium 8.4 7.2l © Cyprus 4.8 39
+— B Czech Republi 7.1 5.7
um Denmark 4.2 35 ] % X cpubTe Unemployment rate by country in the EU at
== Finland 7.8 6.7 Estonia 5.7 5.1 February 2007
B 0 France 95 3 6||== Hungary 7.3 7.7
W= Germany 8.3 8.8||== Latvia 7.0 5.7 Yy 4 oo =
= Greece 9.0 3 6||™™ Lithuania 5.6 4.7 = R "
B ¥ Ireland 4.5 40| M Malta 74 64 T
[ lItaly 6.8 6.1| /== Poland 13.9 10.2 .
== Luxembourg 4.6 4.9||F @ Romania 7.3 7.3 :
m== Netherlands 3.9 3.3 || Slovakia 13.4 10.7
(& | Portugal 76 7 9||== Slovenia 6.1 5.1
— Spain 8.5 8.0 = European Union 7.9 6.9
== Sweden 7.2 5.3 ~ e
. 3 Changes in the unemployment rate from
E1= United Kingdom 5.4 5.4 February 2006 until February 2007 in the

EU (Red - increasing and Blue - decreasing)

Industries

The services sector is by far the most important sector in the European Union, making up 69.4% of GDP, compared to the manufacturing industry with 28.4%
of GDP and agriculture with only 2.3% of GDP.

Agriculture
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The agricultural sector is supported by subsidies from the European Union in the form of the Common Agricultural Policy (CAP). This currently represents
40-50% of the EU's total spending. It guarantees a minimum price for farmers in the EU. This is criticised as a form of protectionism, inhibiting trade, and
damaging developing countries; one of the most vocal opponents is the UK, the second largest economy within the bloc, which has repeatedly refused to give up
the annual UK Rebate unless the CAP undergoes significant reform; France, the biggest benefactor of the CAP and the bloc's third largest economy, is its most
vocal proponent.

Tourism

The European Union is a major tourist destination, attracting visitors from outside of the Union and citizens travelling inside it. Internal tourism is made more
convenient for the citizens of some EU member states by the Schengen treaty and the Euro. All citizens of the European Union are entitled to travel to any
member state without the need of a visa. If the EU component states are considered separate entities, France is the world's number one tourist destination for
international visitors, followed by Spain, Italy and the United Kingdom at 2nd, 5th and 6th spots respectively. If the EU is considered a single entity, the number
of international visitors is less, as most visitors to EU nations are from other EU member states.

Companies

The European Union's member states are the birthplace of many of the world's largest leading multinational companies, and home to its global headquarters.
Among these are distinguished companies ranked first in the world within their industry/sector, like Allianz, which is the largest financial service provider in the
world by revenue; Airbus, which produces around half of the world's jet airliners; Air France-KLM, which is the largest airline company in the world in terms of
total operating revenues; Amorim, which is the world's largest cork-processing and cork producer company; ArcelorMittal, which is the largest steel company in
the world; Groupe Danone, which has the world leadership in the dairy products market; InBev, which is the largest beer company in the world; L'Oréal Group,
which is the world's largest cosmetics and beauty company; LVMH, which is the world's largest luxury goods conglomerate; Nokia Corporation, which is the
world's largest manufacturer of mobile telephones; Royal Dutch Shell, which is the largest energy corporation in the world; and Stora Enso, which is the world's
largest pulp and paper manufacturer in terms of production capacity. Many other European companies rank among the world's largest companies in terms of
turnover, profit, market share, number of employees or other major indicators. A considerable number of EU-based companies are ranked among the worlds'
top-ten within their sector of activity.

Regional variation

Comparing the richest areas of the EU can be a difficult task. This is because the NUTS 1 & 2 regions are not homogenous, some of them being very large
regions, such as NUTS-1 Hesse (21,100 km?) or NUTS-1 {le-de-France (12,011 km?), whilst other NUTS regions are much smaller, for example NUTS-1
Hamburg (755 km?) or NUTS-1 Greater London (1,580 km?). An extreme example is Finland, which is divided for historical reasons into mainland Finland with
5.3 million inhabitants and Aland, an island with a population of 26,700, or about the population of a small Finnish city.

One problem with this data is that in some areas, including Greater London, are subject to a large number of commuters coming into the area, thereby artificially
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inflating the figures. It has the effect of raising GDP but not altering the number of people living in the area, inflating the GDP per capita figure. Similar
problems can be produced by a large number of tourists visiting the area.

The data is used to define regions that are supported with financial aid in programs such as the European Regional Development Fund.

The decision to delineate a Nomenclature of Territorial Units for Statistics (NUTS) region is to a large extent arbitrary (i.e. not based on objective and uniform
criteria across Europe), and is decided at European level (See also: Regions of the European Union).

Top 10: economically strongest NUTS-1 and NUTS-2 regions

The 10 NUTS-1 and NUTS-2 regions with the highest GDP per capita are all in the first fifteen member states: none are in the 12 new member states that joined
in May 2004 and January 2007. The NUTS Regulation lays down a minimum population size of 3 million and a maximum size of 7 million for the average
NUTS-1 region, whereas a minimum of 800.000 and a maximum of 3 million for NUTS-2 regions ' . This definition, however, is not respected by Eurostat. E.g.:
the région of {le-de-France, with 11.6 million inhabitants, is treated as a NUTS-2 region, while the state of Bremen, with only 664,000 inhabitants, is treated as a
NUTS-1 region.

2004 GDP (PPP) per capita

Rank NUTS-1 region in Euros
| === Luxembourg 53,978
2 B B Brussels-Capital, Belgium 53,381
3 ™8 Hamburg, Germany 41,972
4 Et= | Greater London, United Kingdom 40,542
5 0 N Tle-de-France, France 37,526
6 ™™ Bremen, Germany 33,508
7 == Aland, Finland 31,909
8 mmm Randstad, Netherlands 30,762
9B U Ireland 30,414

10 ™= Bavaria, Germany 29,646

Rank NUTS-2 region 2004 GDP (PPP) per capita
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Note that ™™ Frankfurt (€68,751 per capita) and 0 N paris (€67,980 per capita)

are treated as NUTS-3 by Eurostat and are thus not listed here.
1 &= Inner London, United Kingdom
2 == Luxembourg
3 Bl Brussels-Capital, Belgium
4 ™8 Hamburg, Germany
5 mmm Vienna, Austria
ol il fle-de-France, France
7 B2 Berkshire, Buckinghamshire & Oxfordshire, United Kingdom
8 ™8 Oberbayern ( Upper Bavaria), Germany
9 === Stockholm, Sweden

10 Utrecht, Netherlands

Economically weakest NUTS-2 regions

in Euros

65,138
53,978
53,381
41,972
38,632
37,526
37,379
36,408
35,621
33,905

zim:///A/Economy_of the European Union.html

The fifteen lowest regions in the ranking in 2004 were all in Bulgaria, Poland and Romania, with the lowest figures recorded in Nord-Est in Romania (24% of
the average), followed by Severozapaden, Yuzhen tsentralen and Severen tsentralen in Bulgaria (all 26%). Among the 70 regions below the 75% level, fifteen
were in Poland, eight each in Greece and Romania, seven in the Czech Republic, six each in Bulgaria and Hungary, four each in France (all overseas

departments), Italy and Portugal, three in Slovakia, one region in Spain, and Estonia, Latvia, Lithuania and Malta.

2004 GDP (PPP
Rank NUTS-2 region peill; ];?rl())gsta ) % sz%lfj;;?;azg&?l)l)
1l Nord-Est, Romania 5,070 24
2 W Severozapaden, Bulgaria 5,502 26
3 W Yuzhen tsentralen, Bulgaria 5,509 26
4 mmm Severen tsentralen, Bulgaria 5,681 26
5 'l Sud, Romania 6,111 28
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6 Il Sud-Vest, Romania 6,183 29
7 mmm Severoiztochen, Bulgaria 6,299 29
8 W Yugoiztochen, Bulgaria 6,420 30
ol il Sud-Est, Romania 6,612 31
iy B Nord-Vest, Romania 7,093 33
11 mmm Lubelskie, Poland 7 568 35
12 mmm Podkarpackie, Poland 7617 35
1301 Centru, Romania 7 629 35
14 mmm Podlaskie, Poland 