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DO YOU REMEMBER?

If you have read the Wall Street Journal from March 15th – 19th  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 upon which the question is based. 
1. Yale economist Ray Fair has a model that predicts who should win the 2004 presidential election based on current economic growth and inflation. Who does model predict to win? Click for answer.
2. To what two economic factors do economists attribute recent declining consumer sentiment?  Click for answer.
3. Describe the recent disconnect between executive hiring surveys and employment growth. Click for answer.
4. Does America outsource more white-collar jobs to foreign countries than foreign countries outsource to America? Or is it the other way around?  Click for answer.
5. A recent story chronicles how a small medical billing service has increased the number of U.S. employees by adding outsourced jobs. Describe how.  Click for answer.
6. What action (or inaction) did the Fed take last week regarding the Federal Funds rate? What did it indicate as its near-term stance?  Click for answer. 
7. The U.S. intends to file a complaint against what trade practice by China? (Note: This will be the first WTO complaint filed against China since China became a member of the WTO in 2001.)  Click for answer. 
8. What group of consumer does environmentalists and taxpayer group Taxpayers for Common Sense believe is paying too little for water in California?   Click for answer. 
9. What action is Microsoft taking to boost sales of its Xbox game system, which competes with #1 Play Station by Sony? Click for answer.
ANSWERS TO “DO YOU REMEMBER?” QUESTIONS
1. George W. Bush. The economy is expected to grow at a 4.7 percent annual rate in 2004 and inflation is low.  (See “Improving Economic Signals May No Longer Deliver Votes” March 15, page A1.)
2. Rising gas prices and slow employment growth.  (See “Americans Grow More Cautious about Economy, Survey Finds” March 15, page A2)
3. Executive surveys suggest businesses are more likely to hire workers but job levels have risen only 0.3 percent since last August. (See “The Outlook: Good Intentions May Skew Hiring Data” March 15, page A2.)
4. The value of U.S. exports of white-collar jobs exceeds the value of U.S. imports of white collar jobs. That is, foreign countries outsource more white collar jobs to America than America outsources to foreign countries. (See “More Work is Outsourced to U.S. than Away from It, Data Show” March 15, A2) 
5. Because it is less expensive to hire workers in foreign countries such as India, the company was able to expand its data-entry group and take on more clients. The desire to further expand the business and the extra revenue from previous expansion has allowed the company to add additional U.S. workers in the area of sales. (See “Offshoring Can Generate Jobs in the U.S.” March 16, page B1)
6. The FOMC left interest rates unchanged but indicated that at some point it will have to raise rates. (See “Fed Looks at Several Approaches It Can Take when Raising Rates” March 17, page A1.)
7. The U.S. will file a complaint against China’s 17% tax on imported semiconductors. (See “U.S. To File China WTO Complaint” March 17, page A2)
8. Farmers. (See “Is Water Too Cheap?” March 17, page B1)
9. Cutting its price by $30 a console. (See “Game Gambit: Microsoft to Cut Xbox Price” March 19, page B1)
Return to Questions 
Apparel's Loose Thread
With End of Trade Quotas,
Will Clothes Cost More, Less?
One Safe Bet: China Will Gain

By REBECCA BUCKMAN 
Staff Reporter of THE WALL STREET JOURNAL
March 22, 2004; Page B1
HONG KONG -- In a conference room at his company's office here, veteran clothing buyer Robert M.K. Yau is surrounded by samples of garments stitched all over Asia. The clothes run the gamut from a simple, button-down woman's dress shirt made in Malaysia for Brooks Brothers to a fancier, crepe-de-chine cocktail dress made in China and destined for a Casual Corner store in the U.S.
1. 
Why are clothing parts made in a variety of countries instead of the country where the clothing is sold?
Mr. Yau, a middleman who buys clothes directly for Retail Brand Alliance Inc.'s Casual Corner and Brooks Brothers stores, among other company brands, believes some of the merchandise he buys will be cheaper next year. That's when decades-old quotas governing the world garment trade are set to expire.

2.  What is a quota? Demonstrate graphically the effect of a quota on the price of an imported good.

 Others, though say prices consumers pay for clothes may not fall, and even could rise temporarily. Either way, the removal of the quota system is likely to reverberate across the garment industry world-wide for some time to come, causing big shifts in how multinational clothing companies do business and sell clothes to shoppers.

Buyers like Mr. Yau say they expect the "quota premium" they pay on certain items -- the extra costs tied to the quota system and limited supply that results -- to disappear after next Jan. 1.

Without quota premiums, "a $5 T-shirt becomes a $3.50 T-shirt," says Mr. Yau, who has been in the garment business 40 years. That cuts costs for retailers. They also could save money by concentrating their operations in fewer countries after quotas end, since they no longer will be limited by quotas to buying a certain number of garments from any one country. That move is likely to let China boost its share of the world clothing trade even further. A few quotas will remain, however, since not all countries that ship apparel to the U.S. are members of the World Trade Organization, which oversees the rules.

3. 
Demonstrate graphically how a $5 T-shirt can become a $3.50 T-shirt with the abolition of quotas. 

The quota system was created in the 1960s by developed countries including the U.S. and those in the European Union to protect their own textile manufacturers from cheap foreign competitors. In the U.S., the government sets strict limits on the quantities of clothing that can be imported. The government rations apparel imports according to detailed categories, such as men's woven-wool shirts or women's cotton tops. Most poorer, developing countries don't face quotas on clothing imports.

4. 
If quotas result in higher prices for domestic consumers, why would a country impose them? Is there another import policy that achieves the same effect on price, but results in tax revenues for the government? Who benefits from the higher price in the case of a quota?
When quotas go away, "prices will go down no matter what," declares Julia Hughes, a vice president with the U.S. Association of Importers of Textiles and Apparel. The association has maintained that quotas have been a "multibillion-dollar surcharge on the retail cost of clothing" for consumers.

But whether big U.S. retailers from Wal-Mart Stores Inc. to Saks Inc. will pass those savings along to their customers is a matter for debate. Those on the front lines of the garment trade in Asia, which produces about 42% of the world's apparel, say U.S. consumers may not benefit, at least in the short term.

Peter McGrath, the globetrotting chairman of J.C. Penney Co.'s purchasing group, says he doubts consumers will see an immediate difference. "For the near term, I don't think we're going to see a decline in retail or cost prices for textiles and apparel coming into the United States."

That's partly due to retailers' thirst for profit. The incentive for retailers to give consumers a price break after quotas disappear is rather weak, some garment-industry professionals say. Most U.S. consumers already are conditioned to pay a certain amount for basic items -- $40 for a pair of khaki pants, $60 for a wool sweater, these people say.

5.
If the garment industry is perfectly competitive, what would be the effect of lower production costs on equilibrium price? What does the prediction that this won’t happen suggest about the market structure of the garment industry?
Plus, if retailers lower prices, "you've got to work that much harder" and sell more to keep overall profit at the same level, says Chris Rork, a Hong Kong-based vice-president for Ralph Lauren Childrenswear, part of Polo Ralph Lauren Corp. Many retailers may be unwilling to do that, he says, particularly as the publicly traded ones face pressure from Wall Street to improve their margins. Cotton prices also soared last year, squeezing profit.

Some U.S. department stores already face price pressure on certain items, such as bras, because almost identical products are now selling for much less in "value" stores such as Wal-Mart, says Marshal Cohen, chief retail analyst at market researcher NPD Group in Port Washington, N.Y. Mr. Cohen predicts retailers might simply use any cost savings from the end of quotas to run more sales and promotions, without changing garment ticket prices, since consumers aren't necessarily expecting a price decrease.

Mr. McGrath, of J.C. Penney's purchasing group, says the company might give consumers higher-quality garments with the money it saves on quotas, and not necessarily reduce prices.

Some retailers say they don't expect much of a price break from manufacturers to begin with. "As far as we're concerned, there's no savings" with the end of quotas, says Harry Lee, the managing director of TAL Apparel Ltd., a big Hong Kong company that makes clothes for behemoth brands including J. Crew, Calvin Klein, Ralph Lauren, Tommy Hilfiger, Liz Claiborne and Brooks Brothers.
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Indeed, in the near term, clothing prices could actually go up. That's because there could be a supply squeeze in some popular items at the end of 2004 as retailers and manufacturers adjust to the new import rules, says Peter Shay, a former investment banker who is now managing director of MMG (Asia) Ltd., a fashion banking and consulting firm in Hong Kong. Traditionally, when a country has reached its quota limit for the year in, say, cotton tops, it "borrows" against next year's quota allocation to meet demand. But "since there is no quota next year, there is no allocation to borrow against," he says. "It could mean extra cost for the consumer" in the short term.

Meanwhile, manufacturers in China have reason to welcome the end of quotas, while clothing makers in smaller countries are likely to be worried.

With elimination of limits on the percentage of apparel the U.S. gets from China, clothing exports from that nation are likely to surge as manufacturers shift more production there. For example, when import restrictions on bras were lifted two years ago, bra imports by the U.S. from China more than tripled the following year. That could hurt fledgling clothing industries in such countries as Bangladesh, Cambodia and Uzbekistan.

But a surge of U.S. clothing imports from China could cause a backlash, prompting the U.S. government to reintroduce quotas specifically targeting China in popular clothes categories, such as cotton tops or pants.

That already has happened: Last year, the U.S. government, under a never-before-used provision to which China agreed when it joined the WTO, reimposed temporary quotas on bras, knit fabric and bathrobes made in China after a surge in imports from that country triggered a cry of alarm from U.S. textile and apparel makers.

That means many international garment companies are hedging their bets right now by hanging onto production sites in various countries in case they can't move more business to China next year. "I think it will take maybe a year or so to see how the dust settles," says TAL's Mr. Lee. But no matter what happens, he says, "competition will be a lot tougher."

Write to Rebecca Buckman at rebecca.buckman@wsj.com 

ANSWERS TO ARTICLE ANALYSIS QUESTIONS
Refer to chapters 4, 5, and 11 in Colander’s Economics and Microeconomics for help when answering these questions.

Refer to chapters 6, 23, 37 in McConnell’s Economics and chapters 6, 10, and 14 in Microeconomics for help when answering these questions.

1. An important reason why different parts of a garment are made in various countries is that countries have differing comparative advantages. Those countries with a comparative advantage, say, in making buttons, will be able to supply those buttons at a lower cost and companies search for the lowest-cost place to purchase the materials for their goods. In a competitive market, the result is a lower-cost garment to consumers. Return to article.
2. A quota is a quantity restriction on imports. In the graph below, the free-market equilibrium price and quantity of the imported good are P0 and Q0 respectively. If the government restricts imports to Q1, suppliers will charge the amount consumers are willing to spend for that quantity, or the higher price P1. Fewer goods are imported at a higher cost per unit.   
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Return to article.

3. The effect of eliminating the quota is very simple after answering question #2. Recall, the quota raised the equilibrium price of the good. Below this is shown as a price of $5.00 and quota Q1. By removing the quota, the quantity supplied and demanded can rise to Q0. Consumers are willing to purchase those extra quantities (and sellers are willing to sell them) only at a lower price, in this case, $3.50.
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 Return to article.
4. Because import quotas result in a higher price of imports, domestic producers can increase their prices as well. One reason a government might want to help its domestic producers is the infant-industry argument. In some cases, it may be that domestic producers are just learning how to produce the good. As they improve efficiency their costs will decline and they will be able to better compete with foreign competition without the import restrictions. Often, however, without foreign competition, domestic producers never grow out of the infancy stage. A government could also impose a tariff on foreign producers. A large enough tax on imports will have the same effect on price and quantity, but will also produce revenue for the government. In the case of a quota, the foreign producer benefits from the higher price in terms of higher profits. 

Return to article.
5. If the garment industry is perfectly competitive, the sum of the marginal cost curves of all the firms in the industry is the market supply curve. Lower marginal costs means that the supply curve shifts out to the right, lowering equilibrium price for garments. The fact that some are predicting this won’t happen suggests that the market is not perfectly competitive. That is, firms have some control over prices and quantities in the market.

Return to Top
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