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DO YOU REMEMBER?

If you have read the Wall Street Journal from January 28th to February 1st 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. One of the world’s largest countries will have little representation at the World Economic Forum, “Davros in New York” What country is it and why is its representation so small? Click for answer.
2. How as 9/11 affected the politics of regulating fuel efficiency for cars?  Click for answer.
3. Bond yields in Japan have been rising. What do analysts blame for the increase? Click for answer.
4. How has 9/11 affected advertising during the Super Bowl? Click for answer.
5. What does economist Rudi Dornbusch argue the government should do for the economy?  Click for answer.
6. How are airlines responding to the demand for air travel this winter season?  Click for answer. 
7. What do recent data releases suggest about the direction the U.S. economy is going? Click for answer.
8. The European Commission is warning what European country about its rising government deficit?  Click for answer.
9. Thursday’s Capital column discusses changing union tactics. What type of jobs are unions targeting to organize today?   Click for answer.
10. What action did the FOMC take after its regularly-scheduled meeting last week? Click for answer.
ANSWERS TO “DO YOU REMEMBER?” QUESTIONS
1. China. Its representation is so small because China has few multinational corporations.   (See “Chinese Multinationals Aim to Be Just That” January 28, page A1.)
2. September 11th has raised concern of U.S. dependence on imported oil among politicians. This is raising the possibility that Federal regulations may raise fuel-efficiency standards. (See “Detroit Again Tries To Dodge Pressures For a ‘Greener’ Fleet,” January 28, page A1)
3. They blame a weakening yen and high (and rising) government debt.  (See “Fears Spark Rising Yield in Japan Bond” January 28, page A10.)
4. Marketers are looking for more cost-effective venues. Average cost of 30 minute ad during SuperBowl is 1.9 million compared to $450,000 during the Golden Globe Awards. The lower demand for Super-bowl advertising has resulted in a lower price per 30 seconds compared to last year. (See “Super Bowl Gets Competition” January 28, B1) 
5. Provide fiscal stimulus through a targeted tax cut to the poor and temporary investment tax credits to invigorate a recovery. (See “The Daschle Recession” January 29, page A20)
6. Demand is low. Airlines are slashing fares. (See “Empty Seats Mean More Bargains Ahead” January 29, page B1.)
7. Increases in durable goods orders and consumer confidence suggest the economy is recovering. Go to http://www.doc.gov and http://www.conference-board.org for the full reports (See  “Reports on Durable-Goods Orders, Consumer Confidence Brighten” January 30, page A2.)
8. Germany’s deficit is getting close to the 3% of GDP limit required for membership to the EU. (See “Germany to Get EU Warning over Deficit” January 30, page A15.)
9. Organize employees with jobs that cannot be moved overseas.  (See “Some Workers Gain with New Union Tactics” January 31, page A1.)
10. It took no action. Go to http://www.federalreserve.gov/BoardDocs/Press/General/2002 to read the press release. (See “Fed Keeps Rates Flat as GDP Increases” January 31, Page A2
Return to Questions 
Super Bowl Commercials Lose Charm
As Hard Times Create Budget Crunch

By VANESSA O'CONNELL 
Staff Reporter of THE WALL STREET JOURNAL
Cingular Wireless, then a new and little-known telecom venture, won nationwide recognition when it broadcast four offbeat commercials before an estimated 84 million people during last year's Super Bowl . But several months ago, Cingular decided against spending millions advertising on this year's event. "We are looking to have a longer-term impact this year," says [image: image2.png]BANG FOR THE BUCK?
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Daryl Evans, the company's vice president of advertising and communications.

Other Super Bowl big spenders are making the same calculation. Amid the worst advertising recession in recent memory, marketing executives are running the numbers and concluding that there are more cost-effective alternatives to television's highest-rated but also highest-priced event.

Some of the nation's best-known marketers are opting instead for the Academy Awards, the Grammies, the Golden Globes and other venues that offer younger, more sophisticated viewers for less cost. Some are choosing to spread their marketing dollars over long-term commitments instead of an expensive one-night stand.

1. State the economic decision rule that companies use to decide whether and how to advertise their products. What has changed in the equation since last year? 
2.  What venue offers the cheapest 30-seconds? Why don’t advertisers all use that venue?
Cingular, for example, is opting for pop-culture events such as Nascar racing, whose season begins in February, and tie-ins with movies like "Spider-Man," due in May. "We are trying to invest our money in those things that give us several weeks -- if not months -- of mileage," Mr. Evans says. Cingular is a partnership between BellSouth Corp. and SBC Communications Inc.

News Corp.'s Fox, the network that will broadcast the Super Bowl on Feb. 3, is still likely to sell out its total inventory of almost 30 minutes of commercial time. But demand is definitely weaker this year. Some advertisers say they have paid as little as $1.5 million for 30 seconds of ad time, though Fox disputes the rates have fallen that low. How Fox ultimately fares will be determined largely by the prices it can get this week for the handful of remaining commercial slots. Thirty-second commercials during last year's game generally sold for about $2 million, down from an average of $2.2 million in 2000.

Another big obstacle for this year's Super Bowl is the 2002 Winter Olympic Games, which offers advertisers more broadcast opportunities and more sophisticated viewers.

3. Demonstrate, using supply and demand curves, why the price of 30-seconds on the Super Bowl has fallen.

Electronic Data Systems Corp. launched the first of a trilogy ad campaign, "Cat Herders," in the 2000 Super Bowl , followed by "Squirrels" last year. But this year, EDS directed its agency, Fallon Worldwide, a unit of Publicis Groupe SA, to create a series of commercials to debut during the opening ceremony of the Olympics, on Feb. 8. "The Olympic Games provide 17 days to sell the EDS story, and that gives us a better chance to make an impact," says Don Uzzi, the company's senior vice president, advertising, marketing and communications.

EDS has purchased roughly 29 minutes of Olympic advertising time, and will broadcast four new ads for a total of 58 times over those 17 days. It won't disclose its total outlay but 30 seconds of prime-time advertising during the Olympics runs about $600,000 on average.

There's also growing sentiment that the Super Bowl has turned into an expensive beauty pageant for big agencies such as Omnicom Group Inc.'s BBDO Worldwide, which handles PepsiCo Inc.'s Pepsi brand and Visa USA, rather than a bona fide launch pad for new brands and products. "The Super Bowl has been the altar of branding, and everybody prayed to the Super Bowl god. This year is different," says Simon Williams, chairman of Sterling Group Inc., an independent branding firm in New York.

In addition, some companies that had long been Super Bowl advertisers are today run by new chief executives or marketing heads, and others have cut back on the number of products they intend to launch.

"Media events don't drive our marketing strategy," says Larry Flanagan, the chief marketing officer at MasterCard International, which advertised on the Super Bowl in 1998, 1999, and 2001 but will buy time during the Academy Awards this year. "When we were in the Bowl, it was because we were launching things, such as our travel and entertainment program," he says. "We don't have anything on tap for January or February that would coincide with the game."

MasterCard will look to tweak its "Priceless" campaign with new ads this year, but Mr. Flanagan says it will reserve its advertising splash for the Grammy awards, which are scheduled to air on Feb. 27.

4. Look at the market share of the companies that advertise during the Super Bowl. What does that suggest about the structure of their markets? Why don’t gasoline companies such as Exxon advertise on the Super Bowl? 

The National Football League still has some defensive moves of its own. To broaden the game's appeal with young viewers, the game's half-time show will feature the rock group U2, whose music has been included in a lot of the NFL's own promotional ads.

NFL marketing executives also are trying to extend the Super Bowl with new opportunities for advertisers that choose not to pay television's highest commercial prices. This year for the first time, the NFL is organizing a Friday-night pregame concert. The league presold the show to advertisers including AOL Time Warner Inc., Philip Morris Cos.' Miller Brewing Co., and Motorola Inc. Miller can't advertise on Fox's official Super Bowl programs this Sunday because rival Budweiser is set to be the exclusive beer marketer on the telecast.

John Collins, the NFL's senior vice president-marketing and entertainment programming, says Fox opted not to air the NFL-produced concert, which will feature rock artists Sting and No Doubt. So he sold it to a rival, Viacom Inc.'s CBS, which plans to broadcast the concert after its own advertising pageant -- a special look back at the best recalled Super Bowl ads of past years.

-- Joe Flint contributed to this article.
Write to Vanessa O'Connell at vanessa.o'connell@wsj.com
ANSWERS TO ARTICLE ANALYSIS QUESTIONS
Refer to chapters 1, 8 and 13 in Colander’s Economics and Microeconomics.

Refer to chapter 1, 21, and 25 in McConnell and Brue’s Economics and chapters 1, 8, and 12 Microeconomics.

1. The economic decision rule is: 
If the marginal benefits of doing something exceed the marginal costs, do it.

If the marginal costs of doing something exceed the marginal benefits, don’t do it.  

Since companies are reducing their advertising during the Super Bowl, it must mean that either the marginal benefits declined (or the marginal costs rose) to the point where the marginal benefits don’t exceed the marginal costs.

Return to article.
2. According to the table, advertising on “Friends” is the cheapest 30-second advertising spot. Companies don’t do all their advertising on “Friends” because it must be that fewer potential customers watch “Friends” than other shows such as the Super Bowl.  Advertising on Friends is just not as effective as advertising during the Academy Awards, for example. Companies use the principle of rational choice to make their decisions—spend money on those advertisements that provide the greatest marginal return per dollar. “Friends” does provide a return…most likely close to the same marginal return per dollar as the Super Bowl. Return to article.
3. The supply of 30-second advertising spots is fairly fixed. Therefore, I’ve drawn the a vertical supply curve. Declining demand for company products, changing sensibility after 9/11, and increased advertising outlets because of the 2002 Olympics has reduced the demand for advertising during the Super Bow. This is shown by a shift in the entire demand curve to the left as shown below. Equilibrium price falls while equilibrium quantity remains unchanged.
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  Return to the article
4. The companies listed all have significant market shares suggesting that these companies operate in less-than-perfectly-competitive markets.  I would characterize these markets as monopolistically competitive. In these markets, products are distinguishable so that advertising can affect demand for one’s product.  Gasoline retailers such as Exxon don’t advertise because their products are interchangeable and the market is much more competitive. They cannot affect demand for their product through advertising

Return to article.
Return to Top
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