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DO YOU REMEMBER?

If you have read the Wall Street Journal from February 10th – 14th you should be able to answer the following questions based upon important articles relating to economics. The reference at the end of the answer tells you the date and page number where you can find the article that provides the basis for the question. 
1. Name one factor that contributed to last week’s oil price hike.  Click for answer.
2. What’s happening to the size of retired population relative to the working-age population in Japan?  Click for answer.
3. Where are Microsoft rivals pursuing antitrust accusations? (Hint: It’s an increasingly global world out there.)  Click for answer.
4. What has contributed to a glut of lumber and lower lumber prices? Click for answer.
5. Japanese Prime Minister Junichiro Koizumi will decide on a new central bank governor in just a few weeks. What is his reported target: inflation fighter, deflation fighter, recession fighter, growth fighter? Click for answer.
6. Does Fed chairman Greenspan support the fiscal stimulus package in the Bush budget?  Click for answer.
7. U.S. Trade Representative Robert Zoellick has offered to make 65 percent of all imports of consumer and industrial goods duty free to what area of the world as part of a larger trade agreement?  Click for answer. 
8. Among components of GDP, where is a bright-spot for Japanese growth?  Click for answer. 
9. What trade issue looks like it will dominate the Doha Round of the WTO? Click for answer.
10. European negotiators at the WTO are calling for restrictions regarding product names. What restrictions are those? Click for answer.
ANSWERS TO “DO YOU REMEMBER?” QUESTIONS
1. Any one: freezing temperatures, oil strikes in Venezuela, fear of attach on Iraq. (See “Heating-Oil Cost May Rise 52% From Last Winter, U.S. Predicts” February 10, section C.)
2. The proportion of the population over 65 will have jumped to 20 percent by 2007, from just 10 percent in 1986 (See “For Ailing Japan, Longevity Begins to Take Its Toll” February 11, page A1.)
3. In the EU. (See “Microsoft Rivals Pursue Antitrust in New E.U. Case,” February 11, page A1)
4. A tariff on Canadian imported lumber and a weaker dollar. (See “Lumber Industry Misses the Boom” February 11,  page A2.)
5. Deflation fighter. (See “A Reflationist, Deflationist, or Superhero?” February 11, C1) 
6. No. He believes any reduction in taxes needs to be financed by reducing spending or raising other taxes. (See “Greenspan Is Tepid on Bush Package” February 12, page A2 and “Greenspan Refines View of Bush Tax-Cut Plan” February 13, page A2)
7. This is part of negotiations for a Free Trade Area of the Americas, excluding Cuba. (See “U.S. Offers Cuts in Tariffs to Spur Trade in Americas” February 12, page A13.)
8. Exports, specifically exports to China. (See “How Japan’s Neighbors Give It a Lift” February 13, page A10)
9. The WTO is calling on governments to reduce agricultural export subsidies. (See “WTO Proposes Ending Farm-Export Subsidies” February 13, page A10)
10. They are trying to limit the use of food names associated with specific regions. For example, only cheddar cheese made in England can be called “cheddar”. (See “Europe Says, ‘That Cheese Is No Cheddar!’ ” February 13, page B1)
Return to Questions 
Heating-Oil Cost May Rise 52%
From Last Winter, U.S. Predicts

Prices Jumped Nearly 20% Last Week
As Crude Spiked to Over $35 a Barrel

By ALEXEI BARRIONUEVO and THADDEUS HERRICK 
Staff Reporters of THE WALL STREET JOURNAL
Heating-oil prices jumped nearly 20% last week as Venezuela's oil strike continues to roil energy markets and freezing temperatures grip the Northeast. The Department of Energy predicted winter heating-oil bills will be 52% higher than last year.

During the past week, the price of a gallon of heating oil shot up by 18 cents to $1.10 on futures markets. Supply terminals have struggled to find product to satisfy higher demand, and with little relief in sight, a group of 1,000 heating-oil companies on Friday requested the release of heating-oil supplies from a U.S. strategic reserve in the Northeast.

The sudden price rise is part of a broader surge in energy prices, with the cost of gasoline and natural-gas prices also climbing. The surge stems from rising crude-oil prices, which have surged more than 30% since late last year because of a continuing oil workers' strike in Venezuela and fear of a U.S. attack on Iraq.

Oil prices spiked to more than $35 a barrel Friday, to highs not seen in two years, and the Department of Energy's statistical arm, the Energy Information Administration, predicted $30 oil for the rest of the year. That counters prevailing opinion that oil prices will fall later this year on increased supply and a resolution to the standoff with Iraq. It is also likely to renew concerns about the prospects for a swift U.S. economic recovery.

"There's no reason to think we'll see a sharp drop anytime this year," said Dave Costello, an EIA economist.

Extremely low crude-oil inventories are inflaming prices of refined products such as heating oil and gasoline. According to the EIA, U.S. crude-oil stocks fell to 274 million barrels, only four million barrels above what is considered the "minimum operating level" by U.S. officials and 46 million barrels below the same period last year.

The low crude stocks have forced refiners to cut production, pushing up the price of gasoline. The average price of unleaded gasoline is $1.53 a gallon, up 11 cents since January and 43 cents higher than a year ago. Analysts say summer pump prices are likely to rise even higher as demand for gasoline increases. Refiners normally begin building gasoline stocks in late January but have been unable to build much because of thin crude supplies.

In Venezuela, where workers for two months have been trying to oust President Hugo Chavez, the work stoppage by the fourth-largest oil exporter to the U.S. continues to have ripple effects on energy markets. U.S. refiners have cut back production of heating oil, diesel and jet fuel by 13% since Jan. 10, according to the Petroleum Industry Research Foundation. That has reduced heating-oil inventories to 44 million barrels, down 23% from last year.

"We are seeing the second wave of response to the loss of Venezuelan crude oil," said Larry Goldstein, the foundation's president. The situation is likely to worsen as refiners take down units for seasonal maintenance starting this month. Increased shipments of oil from the Middle East, about 40 days away by ship, aren't arriving fast enough to temper prices, said John Kilduff, an analyst at commodities brokerage Fimat USA. Substantial cargoes of Russian heating-oil components helped keep prices under control in January. But that effect is dimming, analysts say, in part because jet fuel that needs to be mixed with the Russian blend has also shot up in prices in recent days.

High natural-gas prices, being dragged up by cold weather and high crude-oil prices, have forced some industrial users to switch to using refined crude oil, putting further stress on the heating oil and jet fuel markets.

A U.S. attack on Iraq could jeopardize that country's oil exports, which are almost two million barrels a day. That uncertainty is adding several dollars to the price of oil, analysts say.

For the rest of the winter, Northeast consumers are largely at the mercy of Mother Nature, as well as the fallout from war. Rising demand from freezing temperatures already has led some terminals to run out of supply for a few days. One terminal in New Hampshire ran dry of heating oil for four days a week ago, said Jack Sullivan, the chief executive of the New England Fuel Institute, which represents 1,000 heating-oil companies.

On Friday Mr. Sullivan sent a letter to Energy Secretary Spencer Abraham requesting the DOE release heating oil from a two million barrel strategic reserve in New York Harbor and Providence, R.I. "We are looking to bring some sanity into this market," Mr. Sullivan said.

An Energy Department spokesman said the DOE was "closely monitoring" heating oil supply levels, especially in the Northeastern U.S.

News of the request did little to quell Friday's run-up. "There is a real feeling that this is too little, too late," Mr. Kilduff said.

Write to Alexei Barrionuevo at alexei.barrionuevo@wsj.com and Thaddeus Herrick at thaddeus.herrick@wsj.com

Updated February 10, 2003 12:19 a.m. EST
1. Name one shift factor of supply from the article. Demonstrate the effect of those factors on equilibrium price and quantity of oil.
2. Name one shift factor of demand from the article. Demonstrate the effect of that factor on equilibrium and quantity of oil. 
3. What is the net effect of shift factors of demand and supply mentioned in your answers to #1 and #2 on equilibrium price and quantity? Demonstrate graphically. 
4. How would factors that affect oil markets also affect other energy markets such as natural gas?
ANSWERS TO ARTICLE ANALYSIS QUESTIONS
Refer to Chapters 4 and 5 in Colander’s Economics and Microeconomics.

Refer to Chapter 3 in McConnell and Brue’s Economics and Microeconomics.

1. A shift factors of supply mentioned in the article is Venezuela’s oil strike.  The strike reduces supply of oil at every price—a shift of the supply curve in to the left as shown below. This results in higher equilibrium price (P1) and lower equilibrium quantity (Q1). 
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  Return to article.
2. A shift factor of demand mentioned in the article is the cold weather in the northeast United States, which increases the demand for home heating oil. (The article also mentions increased demand in the coming summer months, also an increase in demand.) An increase in demand will increase equilibrium price to P1 and quantity to Q1 as shown below.
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  Return to article.
3. The graph below shows the simultaneous shifting demand and supply curves. The shift in demand reinforces the effect of the shifting supply on price, but offsets its effect on equilibrium quantity. The net effect on equilibrium quantity depends on the relative size of the shifts. Below, the shift in supply is shown to be bigger than the shift in demand.
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 Return to the article
4. Changes in one market will impact supply and demand in related markets. In this case natural gas is a substitute for heating oil. To the extent that homeowners can switch from heating oil to natural gas, higher heating oil prices will lead to a shift in the demand for natural gas out to the right. This will lead to higher equilibrium price and quantity in the natural gas market. Return to article.
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