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DO YOU REMEMBER?

If you have read the Wall Street Journal from January 29th to February 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 upon which the question is based. 
1. How has November and December weather affected the economy during those months? Click for answer.
2. How has December weather increased demand for products? How has it decrased demand for products?  Click for answer.
3. According to the editorial, “Where Do We Put the Surplus?” where will government have to put its surplus once the debt is repaid? Click for answer.
4. Why do a number of for-profit biotech companies have their offices in the same building as nonprofit research organizations?  Click for answer.
5. Chrysler made a significant decision last week—the decision to take an action not seen for decades in the auto industry. What was that decision?   Click for answer.
6. How has the slowing economy affected TV ratings of business shows?  Click for answer. 
7. What fuel source is experiencing an unexpected increase in demand as the price of natural gas and oil skyrocket?   Click for answer.
8. How are expectations affecting the economy right now? Click for answer.
9. The CBO revised its 10-year budget surplus estimates. Did it revise the figures up or down?  Click for answer.
10. What action did the Fed take last week? Click for answer.
ANSWERS TO “DO YOU REMEMBER?” QUESTIONS
1. November and December were the coldest in 105 years. Unusually cold weather has hurt both production and consumption, depressing the economy. For example, construction work is halted during extreme cold and people don’t leave their homes to shop as much when it is cold.   (See “Snowball Effect: Weather Chills Economy” January 29, page A2.)
2. Cold weather with snow increases demand for snow shovels and ski passes.  Cold weather also brings bad driving conditions and reduced demand for all retail goods as a whole.  (See “Snowball Effect: Weather Chills Economy,” January 29, page A2)
3. Into the equity market, making the government a large stakeholder in private companies. (See “Where Do We Put the Surplus?” January 29, page A26.)
4. The National Institute of Health gives significant grants to nonprofits for basic research.  The for-profits apply that research to commercial uses. (See “How Adroit Scientists Aid Biotech Companies With Taxpayer Money” January 30, A1) 
5. Chrysler announced to cut production and abandon the plan to expand U.S. market share. (See “DaimlerChrysler Unit Makes Big Retreat” January 30, page A2)
6. The slowing economy has turned viewers off to once-hot business shows that discussed the economy and investing. Their TV ratings have declined  (See “As Economy Slumps, So Do Ratings for Once-Hot TV Business Shows” January 30, page B1.)
7. Coal.  (See “Coal Stoves Are Hot Again” January 30, page B1.)

8. Consumer confidence has declined for the past 4 months. Expectations of a slowdown are making people reduce or hold-off purchases, which will lead to lower output. For the full consumer confidence reports, go to the Conference Board home page at http://www.conference-board.org (See “Michigan Town Feels An Unsettling Shift In Economic Winds” January 31, page A1.)
9. The CBO projects a 10-year $5.6 trillion surplus. This is much higher than last year’s estimate of $3.2 trillion. (See “Budget-Surplus Estimate Revised to $5.6 Trillion” January 31, page A2.)
10. The Fed cut the federal funds rate by ½ percentage point.  (See “Latest Fed Rate Cut Takes on a Contagion of Low Confidence” February 1, page A1.)
Return to Questions 
Snowball Effect: Weather Chills Economy
Just When It Needs a Climate to Grow In

By NICHOLAS KULISH 
Staff Reporter of THE WALL STREET JOURNAL
WASHINGTON -- Jack Frost is nipping at our growth.

For an economy struggling with a drop in factory orders, sagging consumer confidence, high energy prices and a tattered stock market, the climate is adding another hurdle: an extra-cold winter nationwide.

Unusually cold weather and winter storms halt construction, keep workers and shoppers at home rather than at their jobs or in stores, and disrupt shipping of goods. In numerous ways the weather affects consumption and production -- in other words, both halves of the economy.

1. How are consumption and production two halves of the economy? Which macroeconomic curves represent each half?
For Philadelphia-area homebuilder John Westrum, the cold snap has meant his crews were unable to work on 30 of the past 45 workdays, more than double the number of days the company missed in a similar period last year. Heavy machinery is harder to maneuver in the cold. Digging foundations is difficult when the ground is frozen, and pouring concrete is complicated when the mercury falls below 40 degrees.

"It has affected us from the production side significantly," says Mr. Westrum, chief executive of Westrum Development Co. "Basically, in December and January, it has been almost impossible to get new homes started." Freezing temperatures present particularly difficult problems for new developments, where builders typically first put in roads. Asphalt "just shrivels up," Mr. Westrum says. "You're playing with stuff that doesn't stick together again."

Housing starts were up a slender 0.3% in December, compared with December 1999, despite the fact that last month's mortgage rates were nearly a full percentage point lower.

November and December were the coldest in the 105 years for which the National Climatic Data Center keeps data. In a largely indoor, service-heavy economy, low temperatures and winter storms aren't as big a deal as they would be in an agricultural economy. But the effect is still present and could be enough to tip the scales toward recession.

[image: image1.png]After two of the warmest winters in history, this season
the average temperature in November and December was
the coldest on record.
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Call it the "snowball effect." In a recent report on regional economic conditions, the Federal Reserve reported a range of winter-related difficulties. At the Chicago Fed, it was found that "brutal weather gripped the region and discouraged shoppers from leaving their homes." The St. Louis Fed reported a combination of low water levels and ice disrupting cargo shipments by barges, "run aground earlier in the season than usual."

2. Using the AS/AD model, show graphically how the cold affects output and prices in the short run.

Of course, sales of snow shovels and winter coats are soaring, the Fed said, and it has been a great season for some ski resorts. "You get a howling snow or sleet storm in Chicago or Minneapolis and people don't go out," said Michael Gould, chief executive at Bloomingdale's, "but one really could argue that cold has been a big help to our coat business, fur business."

But those are tiny pieces in the large puzzle of the economy. Sales of big-ticket items such as cars are off when temperatures drop and storms hit. Test drives are out. "Unless you're testing a four-wheel-drive vehicle, you prefer a dry, clear day," said Paul Taylor, chief economist at the National Automobile Dealers Association.

A snow day for temporary staffing agencies simply means a missed opportunity to make money. When the workers can't get to their sites, it comes straight out of the agency's bottom line -- and the temp's paycheck. "If a company's closed, it's revenue permanently lost," said Tim Loncharich, CEO of Snelling Personnel Service Inc., Dallas. Citing storms in Chicago, Buffalo and even Dallas, Mr. Loncharich estimated "the weather itself had hurt us by a couple of percentage points" on revenue.

3. Name one example of a microeconomic effect of the cold and one example of a macroeconomic effect. What differentiates the two?
In the Iron Range of northern Minnesota, mining-company layoffs are putting a strain on the local economy. Soaring energy prices mean that, in the midst of hard times, people are forced to spend a lot more money keeping warm.

"Especially with the unemployment thing, the cold ends up being a real killer," says Steve Arbour, president of the local Wells Fargo bank in Grand Rapids, Minn. Energy costs, he estimates, are up nearly 50% from a year ago. "I'm hearing people are keeping houses cooler, burning more wood." Instead of hitting the malls, people are staying home and making do with what they have.

4. Give an example of a shifting demand curve and an example of a movement along a demand curve mentioned in the article. Demonstrate graphically.

The winter of 2000-2001 is markedly different from the recent past. The previous two winters were among the warmest in history, allowing the economy to keep humming during months that typically are set aside for partial hibernation. "For the industries that are highly seasonal, for the last couple of years the activity has not been held down as much as usual by winter weather," says Dave Seiders, chief economist at the National Association of Home Builders.

Winter weather always affects the economy, and economists adjust monthly data so that they can easily compare, say, retail sales in July to retail sales in January.

The economic effects of a strikingly colder winter will be magnified by the way economists seasonally adjust data. Adjustment formulas reflect the series of warm winters, and thus anticipate less of a downshift in the colder months than is occurring this year. That will steepen any actual decline in the seasonally adjusted readings of government economic indicators.

5. From the discussion in the article how would you describe seasonal adjustments that statisticians make to the data? GDP is seasonally adjusted.  What do you think the GDP data would look like if it were not seasonally adjusted?
Write to Nicholas Kulish at nicholas.kulish@wsj.com
ANSWERS TO ARTICLE ANALYSIS QUESTIONS
Refer to chapters 1, 3, 25 in Colander’s Economics and Refer to chapters 1, 3, 9 in Colander’s  Macroeconomics.

Refer to chapters 1, 17,25 in Frank and Bernanke’s Economics and chapters 1, 5, 13 Frank and Bernanke’s Macroeconomics for help when answering these questions.

1. The two halves are what is supplied (produced) and what is demanded (consumed). The aggregate supply curve represents the production side of the economy and the aggregate demand curve represents the expenditures, or consumption, side of the economy. Return to article.
2. The reduced ability of construction workers to continue building and the reduced ability of ships to carry cargo along rivers shifts the horizontal, short-run AS curve up, reducing aggregate quantity demanded, lowering output, and increasing the price level. The cold also shifts the aggregate demand curve to the left, further reducing output. This is demonstrated by the graph below. The AS curve shifts from AS0 to AS1 while the AD curve shifts from AD0 to AD1.  The shift up in the AS curve is relatively small because construction is only a portion of the total U.S. economy. Output falls from Q0 to Q1. Once the cold weather ends, the AS curve will shift back down, pushing the price level down and output up. Return to article.
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3. The best example of a microeconomic effect is the rise in the sales of shovels.  The best example of a macroeconomic effect is the possibility of recession and higher unemployment. What differentiates the two is the size of effects considered. If the effect is large enough to affect aggregate relationships, it is more macroeconomic. Microeconomics studies things such as pricing policies and household decisions.  Macroeconomics studies aggregate relationships in the economy such as total output.  Return to the article.
4. The price of oil and gas are higher this winter.  The fact that people are keeping their homes cooler is an example of a movement to the left along a demand curve.  The higher price of oil and gas result in a lower quantity of fuel demanded. This is shown below on the left. Price of fuel rises from P0 to P1 and quantity demanded falls from Q0 to Q1. The fact that people are substituting wood for other forms of fuel is represented by a shift to the right of demand curve for wood. This is shown on the right as a shift in the demand curve from D0 to D1. Return to article.
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5. Seasonal adjustment removes the fluctuations in data that are the result of seasonal factors only. For example, a significant portion of GDP is purchased in the fourth quarter of every year because of holiday buying.  Instead of reporting significant increases in GDP during the fourth quarter, the buying due to the holidays is smoothed throughout the year.  Likewise, the quarter during which buying is lower every year, is smoothed out. If GDP were not seasonally adjusted we’d see a significant rise in GDP during the fourth quarter of every year and a significant decline the following quarter. Removing seasonal fluctuations reveals the true underlying direction of changes in a data series. Return to article.
Return to Top
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