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DO YOU REMEMBER?

If you have read the Wall Street Journal from November 25th –29th 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. What is the focus of Columbia University’s Earth Institute? Click for answer.
2. Which country is the world’s largest importer of steel? (a) Japan, (b) China, (c) United States? Click for answer.
3. Analysts hold two divergent views regarding what ails Japan’s economy. The first view is that the Japanese economy is too reliant on manufacturing; the other is that Japan suffers from lack of domestic demand. Which view recommends that the Bank of Japan raise interest rates as the solution?  Click for answer.
4. What’s happened to housing sales in the past few months? Click for answer.
5. What is the Bush administration’s Millennium Challenge Corporation? Click for answer.
6. By how much did GDP change in the third quarter of 2002 (a) fell 2%, (b) fell 1%, (c) rose 2 %, (d) rose 4%?  Click for answer.
7. The U.S. has proposed that all countries eliminate tariffs on manufactured goods. What is the average overall tariff rate for the world? (a) 5%, (b) 20%, (c) 40%, (d) 80%.  Click for answer. 
8. What does the Fed’s Beige Book say about the economic outlook?  Click for answer. 
ANSWERS TO “DO YOU REMEMBER?” QUESTIONS
1. Sustainable development—a collection of large and disparate research Centers “to marry the science behind poor-country problems with economic solutions.” (See “The Outlook: Sustainable Development Gains Cachet” November 25, page A2.)
2. China. (See “China Could Spur Steel Production” November 25, page A2.)
3. The first—that Japan relies too much on manufacturing. (See “Experts Disagree on Japan’s Remedy,” November 25, page A13)
4. Housing sales continue to be strong, in part fueled by low mortgage rates. Go to www.realtor.com for the full report. (See “U.S. Housing Sales Remain Brisk” November 26, page A2.)
5. It would be a new government entity that would dole out funds for developing countries from a $5 billion account. (See “U.S. to Unveil Plan for Poor Nations” November 26, A23) 
6. d. rose 4%. Go to www.bea.doc.gov to read the full report. (See “Economy Shows Surprising Strength” November 27, page A2)
7. c. 40%. (See “U.S. Zero-Tariff Proposal Meets Stiff Resistance” November 27, 2002, page A8.)
8. It characterized the U.S. economy as slow—not declining, but slow. (See “Fed Officials Retain Gloomy View” November 29, page A2)
Return to Questions 
China Beats Out the U.S.
As Largest Steel Importer

By ROBERT GUY MATTHEWS 
Staff Reporter of THE WALL STREET JOURNAL
China has eclipsed the U.S. as the world's largest importer of steel, and its potential as a huge consumer of the metal may not only obviate efforts to cut global capacity, but also prompt more production.

In this year's first nine months, China imported about 23 million metric tons of steel, topping the 22 million metric tons imported into the U.S. during the same period. Next year, the gap is likely to widen, with China expected to consume 10% more steel, most of that imported, while U.S. consumption remains flat.

China's robust consumption is helping offset anemic demand elsewhere and buttressing the pricing and profit momentum for steelmakers world-wide. Indeed, Luxembourg-based Arcelor SA, the world's largest steelmaker, credits strong Chinese demand for basic flat-rolled steel for enabling it to boost prices of that type of steel by about 5% for the first quarter of 2003 from the fourth quarter of 2002. Japan's top steelmakers, whose exports to China grew 50% in the first nine months of 2002 from a year earlier, have recorded bigger profits despite their sluggish home economy. Even those not selling or making steel in China, such as most of the U.S.-based producers, indirectly benefit because China is consuming steel that otherwise might end up flooding their own markets, thereby helping to keep supply and demand in line within their own countries.

1. Demonstrate the discussion about the effect of China’s demand for steel on the price of steel using supply and demand curves.
But just as it seems that China would become the steel industry's next great hope, the country is beginning to protect its home market, just as the U.S. did last March when President George W. Bush slapped tariffs of as much as 30% and quotas on certain foreign steel products. That move prompted both an outcry by foreign producers and similar actions by foreign countries.

Last week, China likewise announced three-year tariffs, effective immediately, on key steel products from Japan, the European Union, Russia, South Korea and Malaysia. Japan's top steelmakers had hoped to avert imposition of the tariff by agreeing to cut exports to China by about 40% next year, but China decided to go ahead with the restriction, which is having an immediate impact. Nippon Steel expects exports to China to drop by at least 50% because of the tariffs.

2.  Demonstrate the effect that a tariff would have on steel imported into China on equilibrium price and quantity. 
3. By how much would Japanese steelmakers have to cut exports to have the same impact on equilibrium price and quantity as a tariff? Demonstrate your answer graphically. How does this differ from a tariff from the perspective of the Chinese government? From the perspective of the Japanese firms?  

Possible Glut

Longer term, though, the buildup of steel in or destined for China could result in a huge glut, once the market there cools. "China is driving the bus. The question is will it drive the industry over the cliff," says Peter Marcus, steel analyst for World Steel Dynamics. Already, global steelmaking capacity exceeds consumption by 20%, although demand is tight for some products in certain markets. Even so, steelmakers privately say there is no reason to cut capacity at this point because prices are high.

4. Restate the steelmaker’s position that prices are too high to cut capacity in economic terminology. At what point would steelmakers shutter factories? 
Steel-industry experts say China will remain the world's largest steel importer for the foreseeable future, but it isn't clear whether influence on global policy, trade and pricing will shift there. The U.S., with its huge consumer market, consumes more higher-grade steel, which commands the greatest market prices.

China now uses about 25% of all steel products in the world and produces about 180 million metric tons, which is roughly the amount produced by the U.S. and Japan combined. China's biggest steel producer is Shanghai Baosteel Corp., but it has 24 other major steel enterprises, together producing 70% of the country's output.

Auto-Industry Demands

Much of China's steel is destined for buildings, railroads, bridges and the automotive markets. Auto production in China has increased nearly 50% since 1999, overwhelming the production capabilities of its own steel industry. China's steelmakers have had to form foreign partnerships to meet demand for automotive- and appliance-grade steel.

5. Explain using economic terminology why the building of railroads, bridges and autos in China has led to increased demand for steel. 

Steel producers in Europe and Asia have rushed in to fill the void. Thyssen Krupp AG of Germany and Anshan Steel & Iron Co. of China are forming a galvanized-sheet-steel joint venture for automobiles. The new mill is expected to be operational next summer. Taiwan-based Yieh Phui Enterprises Co. says that by 2004 it will have finished the first phase of a one-million-metric-ton capacity facility for color-coated sheets and galvanized steel in eastern China's Jiangsu Province. NKK Corp. and Kawasaki Steel Corp., both of Japan, say that they are considering supplying an automotive-sheet joint venture to be set up in China.

If China's demand slows, that could pose huge problems for the U.S., Japan and European countries, which probably would see more Chinese-made steel enter their own markets -- at a lower cost. China exported 3.4 million metric tons of finished steel products in the first eight months of this year, up 6.6% from a year earlier, according to China Iron and Steel Association, a trade group.

Write to Robert Guy Matthews at robertguy.matthews@wsj.com
Updated November 25, 2002
ANSWERS TO ARTICLE ANALYSIS QUESTIONS
Refer to Chapters 5, 19,  and 20 in Colander’s Economics and Microeconomics.

Refer to Chapters 6 and 37 in McConnell and Brue’s Economics and 6 and 24 in Microeconomics.

1. An increase in the demand for steel by Chinese manufacturers represented by a shift of the demand curve to the right. The effect is an increase in the equilibrium price and quantity of steel sold as shown in the graph below. The article mentions that some firms have been able to raise their steel prices as a result of China’s increased demand for steel. 
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Return to article.
2. A tariff is shown by a shift up of the supply curve for steel by the amount of the tariff. Equilibrium price rises while equilibrium quantity falls. The price the producers receive is the difference between the equilibrium price and the tariff, which is lower than the price the producers received without the tariff. This is shown below. 
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 Return to article.
3. Japanese steelmakers would have to cut exports sufficiently so that quantity of steel imported into China was equal to Q1 in the graph below. If China had accepted the agreement instead of imposing tariffs, it would lose tariff revenue equal to the shaded region below. Japanese steel manufacturers would gain revenue equal to the shaded region if they were able to get China to accept Japan’s voluntary export restraints.
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 Return to the article
4. What they mean is that the price is higher than average variable cost. As long as price is above average variable cost, it makes sense to keep a factory open in the short run. If prices fell below average total cost, steelmakers would shutter factories.  Return to article.
5. Steel is a factor of production and therefore, the demand for steel is a derived demand—derived from the demand for other products such as autos, bridges, buildings, and railroads.  If the demand for these finished products increases, the demand for factors needed to produce them will increase. This explains the increase in the demand for steel in China  Return to article.
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