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DO YOU REMEMBER?

If you have read the Wall Street Journal from September 29th  – October 3rd 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. About how fast was the economy growing in the second quarter of this year? (a) 1.3% annual rate, (b) 3.3% annual rate, (c) 1.3% quarterly rate, (d) 3.3% quarterly rate. Click for answer.
2. Did the poverty rate in the United States rise or fall in 2003? Click for answer.
3. What Arkansas-based company is leading the way to trim Health-care costs? (a) IBM, (b) Enron, (c) Wal-Mart  Click for answer.
4. Has the number of Americans without health coverage risen or fallen in the past year? Click for answer.
5. H-1B visas allow specialty professional workers to work in the United States for up to 6 years. Has the cap on such visas been raised or lowered dramatically?   Click for answer.
6. What happened to CEO total direct compensation at major U.S. corporations in 2002? (a) rose 15%, (b) did not change, (c) declined 15%,   Click for answer.
ANSWERS TO “DO YOU REMEMBER?” QUESTIONS
1. (b) 3.3% annual rate. (See “Economy Grows at Faster Pace than Estimated” September 29, page A2.)
2. It rose. (See “Income Gap Steady, Poverty Spreads” September 29, page A14.)
3. (c) Wal-Mart. (See “Wal-Mart Cost-Cutting Finds a Big Target in Health Benefits,” September 30, page A1)
4. It has risen. (See “Number of Americans without Health Coverage Rises” September 30, page B1.)
5. It has been lowered to 65,000, down from 195,000 since 2000. (See “Foreign Workers Will Soon Get Fewer U.S. Visas” October 1, B1) 
6. (a) rose 15 %. (See “Executive Pay Keeps Rising, Despite Outcry” October 3, page B1)
Return to Questions 
Surviving the Onslaught

U.S. Companies Customize, 
Rethink Strategies to Compete
With Products From Abroad

By CLARE ANSBERRY and TIMOTHY AEPPEL 
Staff Reporters of THE WALL STREET JOURNAL
The Oxford expandable folder on your desk was assembled in Mexico. Your Papermate pencil is from Japan, and that blue-and-white J. Crew striped shirt was stitched in Mauritius. The pillowcase on your bed comes from India. Your dining-room table is from Italy; the tea candles on it are from Hong Kong. If you or your children have a Schwinn or Huffy bike, it probably came from China.

And chances are your representatives in Congress are taking heat about all this from industry and union groups. Surging imports, these groups say, are responsible, at least in part, for continuing U.S. job losses.

Imports, and controversy surrounding them, have been around since the Boston Tea Party. Never, however, have they been so ubiquitous, or so threatening to U.S. manufacturing.

In the first half of this year, imports snagged nearly two out of every three dollars of the growth in manufacturing shipments over the same period in 2002, according to the Manufacturers Alliance, a research group based in Arlington, Va. "Although manufacturing supply recovered in late 2002 and in 2003, imports have taken most of the growth in the market," says Daniel Meckstroth, chief economist of the Manufacturers Alliance.

1. Do you believe that surging imports are partly responsible for continuing U.S. job losses? What would a supporter of free markets say? 

Low-cost labor, which translates into lower prices, isn't the only reason imports are attractive. Cheap energy and a wealth of raw materials make Brazilian steel a choice for some toasters and Icelandic aluminum an attractive option for beverage cans and car parts.

2. How does free trade benefit consumers? 


 Can any U.S. industry compete successfully against foreign producers?

Of course. But it often requires new approaches to production, as well as relentless attention to such basics as cost control. Companies that are holding their own against the onslaught of imports have meticulously pared costs through automation and have streamlined processes to speed production and delivery.

Every industry, from computers to cars to hand tools, is affected by imports to greater and lesser degrees. The biggest surge in imports in the first half of this year was in the petroleum and coal products needed to make steel, as well as in pharmaceuticals and medicines. But the most vulnerable domestic producers are makers of apparel, toys and furniture, which tend to be high-volume, labor-intensive products that don't require huge outlays for research and development.

T-shirt makers, for instance, face more import competition than companies that make titanium hip replacements. As for toys, about 95% of those sold here are imported. And nearly half of all wood furniture sold in the U.S. was made elsewhere.
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In these particularly hard-hit industries, imports have led to plant closings and bankruptcies. A sorry case in point: the collapse of Pillowtex Corp., the maker of such venerable household brands as Cannon and Fieldcrest sheets and towels.

To avoid such a fate, one strategy for domestic producers is to establish their products as superior to imported counterparts and thus worth a premium. Aside from quality, speedy delivery -- facilitated by a company's proximity to its market -- can be a powerful asset for a domestic manufacturer. In a 2001 survey, original-equipment manufacturers rated ability to meet delivery schedules the most important factor in selecting a contract manufacturer. Price ranked fifth.

Domestic companies also can differentiate themselves by offering custom-made products -- a powerful inducement for consumers shopping for everything from computers to kitchen cabinets.

Brayton International, a unit of Michigan-based Steelcase Inc., makes contract furniture for schools, hospitals and hotels that is highly customized. Thayer Coggin Inc., High Point, N.C., can readily accommodate a shopper in search of black and white diamond-patterned dining-room chairs and matching barstools. And when some communities began banning brightly colored plastic playhouses and other big backyard toys, Step 2 Corp., an Ohio maker of plastic products, was able to rush out a new line in earth tones.

"Being in the U.S., forces us to stay in close touch with the consumer," says Step 2's chief executive officer, Tom Murdough. It also helps that the company maintains a tight connection with the U.S. megaretailers -- and presses for extra display space so its toys can be seen out of the box and compared with cheaper imports. (To keep down overall prices, Step 2 does import from the Far East such items as special batteries and the plastic food that goes with its toy-kitchen sets.)

Niche marketing is another way to deal with import competition. Webster Plastics, a 150-employee operation in Fairport, N.Y., decided in the early 1990s to focus on highly engineered plastic parts that are corrosion-resistant and can withstand high temperatures and pressure. Doing so meant eliminating more than half of its customer base. Sales fell, but profit has increased dramatically, says President Vern DeWitt.

3. How do domestic producers compete against importers? 
In some cases, the best strategy is to abdicate production and outsource it overseas or stateside to contract manufacturers. Opting out of manufacturing is most pronounced among high-tech firms like Lucent Technologies Inc., which has shifted from producing 70% of its own products to less than 30% in the past two years. Similarly, 3Com Corp. this month said it would outsource all production to Singapore and a contract manufacturer in Florida.

Outsourcing production, in whole or part, makes most sense if a product is stable, requires lots of labor and doesn't need lots of technical support, says James Womack, a manufacturing expert and co-author of "The Machine that Changed the World," a study of the auto industry. His concern, though, is that many companies needlessly embrace that strategy. "They just say: Everyone else is going to China, so we need to go," he says.

4.What do the above two paragraphs suggest about America’s comparative advantage? 
A better approach is a product-by-product analysis to determine what production is appropriate to move where. That's what American Racing, the largest producer of custom wheels for cars, trucks and other vehicles in the U.S., is doing.

The custom-wheel industry has long-been controlled by domestic producers. But in the past five years, China has built more than 30 factories to produce custom wheels, churning out more product than the whole North American market consumes, according to American Racing. As a result, prices have fallen anywhere from 20% to 50%, depending on the type of wheel, forcing many domestic producers to go out of business or become shell companies, outsourcing all their production to Chinese factories.

5. What rule should be used to decide where to produce a product? 

American Racing chose a triad plan, outsourcing lower-end wheels to China, shifting some production to Mexico, and keeping its highest-priced, highest-profit-margin wheels in the U.S. "We see this as a significant restructuring to survive in the face of [the Chinese challenge]," says American Racing President Bob Hange.

Write to Clare Ansberry at clare.ansberry@wsj.com and Timothy Aeppel at timothy.aeppel@wsj.com
ANSWERS TO ARTICLE ANALYSIS QUESTIONS
Refer to Chapters 1, 3, and 19 in Colander’s Economics and Chapters 1, 3 and 17 in Macroeconomics (fifth edition).

Refer to Chapters 6 and 37 in McConnell and Brue’s Economic; Chapters 6 and 24 in Microeconomics; Chapters 6 and 20 in Macroeconomics.

1. As long as total GDP remains constant, increasing imports (by definition) means lower domestic production and likely fewer U.S. jobs. And to the extent that increasing imports competes with domestic production it will likely result in job losses. This, however, is likely to be a temporary phenomenon. The laid-off workers will likely retrain and accept jobs in other sectors of the economy for which the U.S. has a comparative advantage. In fact, total production (and likely total jobs) will increase because of free trade.  Return to article.
2. Free trade benefits consumers by providing competition to domestic producers in the form of lower prices, lowering the price consumers pay in the market, and by providing consumers with choices of additional goods that might not otherwise be available. Return to article.
3. Domestic producers can compete on price. But as the article points out if they do not compete on price they can compete on quality by pitching their higher-priced items as more reliable or of better quality. Domestic producers with higher-cost labor may also be able to offer custom-made products more easily. Domestic producers are also located closer to their customer making it easier for them to offer quicker shipments.  Return to the article
4. America’s comparative advantage might not be in production of goods but rather research and development, marketing, and distribution of products. Return to article.
5.  The principle to use is “lowest cost rules”. Produce where costs are lowest. Moving production to locations with the lowest cost frees up resources that can be used to produce other goods for which they have a comparative advantage (lowest cost). Return to article.
Return to Top









