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DO YOU REMEMBER?

If you have read the Wall Street Journal from September 11th to 15th  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. What is the term economists use to describe the observation that low unemployment can lead to still lower unemployment? Click for answer.
2. OPEC met last week.  Did they decide to increase, decrease oil production or keep it the same?  Click for answer.
3. What action are German Antitrust Officers telling Wall-Mart it must take regarding its stores located in Germany? Click for answer.
4. In a speech before the National Association of Business Economists what did Fed Governor Robert McTeer state should be the Fed’s only target?  Click for answer.
5. Why are some companies offering employees bonuses for disclosing a competitor’s attempt to woo them away?   Click for answer.
6. About what percent of the world’s population live on a daily income of less than $2 a day?  Click for answer. 
7. Napster is citing a court case brought against a 1980s technology to support its case before the court that it be allowed to post music on the Internet.  What is that earlier technology?   Click for answer.
8. Has the U.S. current account deficit been rising or falling since the late 1990s?    Click for answer.
9. How is the supply of natural gas keeping pace with changing demand for natural gas?  Click for answer.
10. Which of the following countries has the highest gasoline tax as a percent of the retail price of gas: (a) United States, (b) Japan, (c) United Kingdom, (d) Canada?  Click for answer.
11. Are economic data showing a U.S. economy that is slowing or speeding up?  Click for answer.
ANSWERS TO “DO YOU REMEMBER?” QUESTIONS
1. Hysteresis.  Monday’s Outlook discussed the idea that the long period of U.S. growth has led to more people working productively, which provides them with experience and a work ethic that may result in their continuing to participate in the labor market and increase their ability to find jobs.  (See “Strong Labor Market May Linger” September 11, page A1.)
2. OPEC voted to increase production by 800,000 barrels per day.  This is not expected to affect the price of oil since this action “largely validates what OPEC is currently producing.”  (See “OPEC Agrees to Increase Oil Production, But Little Change in Prices Is Expected,” September 11, page A2)
3. They must raise prices on certain products that the regulators believe Wal-Mart is pricing below cost.  (See “Stores Told To Lift Prices in Germany” September 11, page A27.)
4. Inflation.  (See “Fed Official Says Rates Could Soon Move Lower” September 12, page A2) 
5. To lower attrition rates.  U.S. job attrition rates are at their highest level in nearly 20 years. (See “In Hot Demand, Retention Czars Face Tough Job” September 12, B1)
6. Nearly 50%, or 2.8 billion people. (See “Politics of Poverty Cited at World Bank” September 13, page A2.)
7. Betamax VCR. (See “1984 Sony Case Key to Napster Legal Strategy” September 13, page B1.)

8. The U.S. current account has been rising.  It hit a record high (over $300 billion) last year and continued to rise into 2000.   (See “Current-Account Deficit Rose Last Period” September 14, page A2.)
9. The supply of natural gas is not rising as quickly as is the demand for natural gas causing rising prices.  (See “Demand and Prices for Natural Gas Keep Rising,” September 14, page A2.)
10. United Kingdom where 76.8% of the retail cost of gas is the gasoline tax. (See “In Europe, Gas Taxes Ignite a Political Fireball,” September 14, page A21.)
11. Indicators such as retail sales, wholesale prices and new claims for unemployment insurance suggest that the U.S. economy is slowing.  (See “More Figures Show a Slowing Economy,” September 15, A2)
Return to Questions 
In Europe, Gas Taxes Ignite a Political Fireball

By Marc Champion and Ernest Beck, Christopher Rhoads 
Staff Reporters of THE WALL STREET JOURNAL
9/14/2000
The Wall Street Journal 
Page A21
(Copyright (c) 2000, Dow Jones & Company, Inc.)

The British economy, quickly running out of gasoline, began to sputter as protesters who want a reduction in fuel tax continued to defy government calls to end their blockade of oil refineries.

Although several hundred fuel tankers managed to leave refineries Wednesday with police escorts, well over 90% of the nation's filling stations remained dry.

"Lives are being put at risk," said Prime Minister Tony Blair in a televised news conference exactly 24 hours after he had promised things would be starting to return to normal within a day. "Real damage is being done to real people."

	


The British Chambers of Commerce estimates that the protests are now costing Britain's economy 250 million pounds ($350.4 million, or 407.6 million euros) a day, or 10% of gross domestic product. Even as the tankers started rolling Wednesday morning, a spokesman for the Petroleum Retailers Association said in a British Broadcasting Corp. radio interview that it might take "up to three weeks" for the country to fully recover from the blockade.

But Mr. Blair remained defiant as protests snarled some of the country's main motorways and caused chaos in London by blocking traffic. Invoking emergency powers, the government identified 2,500 filling stations around the country to be supplied with fuel on a priority basis.

Mr. Blair said he didn't rule out using troops to drive the tankers if necessary. The defense ministry later said that about 80 tankers with military drivers were being deployed across Britain at strategic points in case of need. "We will not be intimidated. We will not give in to violence, to blockades and to threats," Mr. Blair said.

The ferocity of the protests, which began as a grass-roots movement by self-employed truckers and farmers, stunned politicians and the public in Europe, where tax revolts are uncommon. What began as just another big demonstration in France has spread to several other parts of Europe -- and is rapidly becoming a major political issue.

In Belgium, truckers have led a four-day countrywide standoff, but agreed to gradually withdraw after receiving promises from the country's transportation minister to help relieve the fuel cost burden. In Italy, truck drivers' associations and taxi cooperatives held talks with Transport Minister Pierluigi Bersani and threatened a French-style road blockade as soon as next week. In Germany, farmers and truckers descended on the local headquarters of the governing parties with signs reading, "Down with the oil tax." Some truckers have threatened to come to Berlin Thursday.

The truckers' ire appears to reflect several factors. Among them: Governments in some European countries have been deliberately and aggressively raising gasoline taxes over the past couple of years, largely driven by environmental concerns aimed at discouraging driving. Partly for this reason, governments are awash with cash, which makes taxes particularly annoying. And the continental trucking industry is fragmented, decentralized and highly competitive, which has made it difficult for truckers to pass higher fuel costs along to customers.
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1. What market failure is the government trying to correct with a gasoline tax?  Explain your answer.
"It's very hard for them to raise their prices," said Stephane Deo, an economist in London for Goldman Sachs. "Their big customers prevent them from raising their prices, so when the oil prices go up, they get squeezed, and their already-tight margins start melting."

Trucks are vital to the European economy. In the European Union, according to statistical agency Eurostat, 73% of freight was shipped by truck and only 14.5% by rail in 1997, the most recent data available. In the U.S., the agency says, about 40% is shipped by rail and 30% by trucks.

"This is the biggest crisis I've ever been in," said Matthias Meckel, chief executive officer of Borkowski Umzuege GmbH, a family-owned moving company in Berlin with 10 trucks. He expects to join a motorized march on Berlin Thursday -- the first to reach the country's capital. Powerless against their customers, normally the big retail chains, truckers are turning to governments for relief.

German Chancellor Gerhard Schroeder felt the heat of the growing protests on a brief visit to the northern town of Schwerin, where angry farmers and truckers greeted him with honks and whistles. Oil-producing countries are to blame for the high fuel prices, he said.

But to date -- except for France -- governments are unmoved. Some of them are unrepentant about the increases in fuel taxes that are now drawing truckers' ire.

2. Demonstrate the textbook supply/demand analysis of the effect of rising gas prices on the price truckers can charge their customers.  What assumptions is this analysis based on?  Why doesn’t the textbook analysis appear to hold?
Germany charges 12 pfennigs (six European cents) as an "ecological tax" on each liter of gasoline sold on top of the value-added tax that applies to everything. In January, it will lift that by an additional six pfennigs. And starting in November 2001, motorists in the land of Audi and Mercedes will pay an additional three pfennigs, plus VAT, on gasoline containing sulphur. (The ecological tax is a fixed amount, but the VAT, a percentage of the underlying price, goes up every time oil prices go up.)

In Britain, taxes make up 77% of the price of a liter of unleaded fuel, and gasoline taxes have been rising since 1993. In that year, the Conservative government introduced a fuel escalator that lifted the duty on fuel by three percentage points above inflation each year. That was later increased to five percentage points above and finally to six by the Labour government in 1997. Last November, the government abolished the escalator -- though it didn't roll back the tax increases. But the price of petrol had already risen by 37% since Tony Blair took office in 1997 -- and 20 percentage points of that reflects tax increases.

3.  Demonstrate the market failure you mentioned in your answer to question #1.  What is the “efficient” gas tax a government should implement to correct for the market failure? 
Governments are hooked on fuel-tax revenue, contributing to swelling budget surpluses in the U.K. and shrinking deficits in Germany. In Germany, according to the Finance Ministry, 20% of federal tax revenue comes from gasoline taxes. In the U.K., the government expects to raise 6.2% of total revenue from petrol duties this year.

"In the case of most taxes -- income taxes for example -- it's very difficult for taxpayers to rebel," says Colin Robinson of London's Institute of Economic Affairs, a market-oriented think tank. "But with a tax on a product like petrol, there is something that can be done. We could see more of this in the future."

In Berlin Wednesday, Mr. Schroeder's coalition of Social Democrats and Greens came under attack in an unusually heated parliamentary debate. The Christian Democratic floor leader, Friedrich Merz, dissected the price of gasoline at German filling stations, neatly pointing out the part attributable to government energy taxes. "It is you, Mr. Chancellor, who is pushing up the prices on the energy market in Germany," he said. But Mr. Schroeder insisted he wouldn't scrap the ecological tax. He said the government was looking for ways to compensate poorer Germans for their rising energy costs, but didn't explain further.

4. Define the terms regressive tax, progressive tax and proportional tax.  Into which category does the gas tax fit?
The protests were causing the most severe problems Wednesday in Britain. The National Health Service, Britain's state health provider, said it was having to cancel nonemergency operations because some staff and patients were unable to get to work. The nation's postal service said deliveries could soon be disrupted as it struggled to fuel its 36,000-vehicle fleet. Some schools around the country closed. Small supermarkets saw their shelves stripped bare of food as consumers began panic-buying.

Much of the stoppage has been caused less by blockades than by unwillingness of fuel-tanker drivers to cross the lines -- or the unwillingness of the oil companies to press them to do so. Tanker drivers have said they were intimidated by the protesters, two of whom were arrested by police. Protesters were photographing the drivers as they left refineries and depots, telling them the pictures would be posted on the Internet. In a few instances, tanker drivers left the refineries only to turn back and return with the fuel after speaking with demonstrators.

The prime minister said 500 tankers left the refineries to deliver fuel for emergency services during the day. That was difficult to verify, but a spokesman for BP Amoco PLC said that by lunch time his company had sent out 130 tankers -- far fewer than the 630 that normally would have been sent out by that time.

Mr. Blair faces as a tough choice, unwilling yet to crack down on a movement with strong popular support, and unwilling to give in to the protests. The latter, he said, would damage not only the credibility of the government, but of the country.

"There's a race here," said Matthew Taylor, Director of the Institute for Public Policy Studies and a former Labour Party adviser. "Blair is running out of time, but it's also true that the protesters are running out of time in terms of the sympathy they've got." The question is at what point the protest folds or Mr. Blair feels able to act decisively, Mr. Taylor said.

The British appeared to be muddling through the crisis and making do -- although that sometimes required a little ingenuity.

At Asda PLC, the nation's third-largest supermarket chain, store managers handed out bicycles and scooters and organized car pools to help employees get to work and to conserve fuel. At some stores, Asda managers pitched in at the in-store bakeries to make sure that supplies of bread, which has been selling fast, lasts, said a spokeswoman for the company, which is owned by Wal-Mart Stores Inc. of the U.S.

All of Asda's 146 petrol stations remain closed, and the company said it has no idea when they might be back in business.

Failing a quick end to the blockades, two rituals of British life could be in jeopardy -- downing a pint of beer at the local pub and watching a soccer match over the weekend.

A spokesman for Whitbread PLC, one of the biggest pub owners, with more than 3,000 outlets, said beer supplies haven't yet been impacted. But he warned that fuel reserves for Whitbread's beer-delivery trucks would only last to the weekend. "After that, we can't speculate on what might happen," the spokesman said.

Sports authorities will meet Thursday to decide whether weekend soccer and rugby matches go ahead. The leagues fear that fans will stay away from the matches to save fuel, and that even the staff might not show up.

--Almut Schoenfeld contributed to this article. 

5. State an example of a shift factor of demand and an example of a movement along a demand curve from the article.
ANSWERS TO ARTICLE ANALYSIS QUESTIONS
Refer to the following chapters in Shiller’s Economics and Microeconomics for help when answering these questions:  Chapters 3, 4, 8, 13, 18.

Refer to the following chapters in Colander’s Economics and Microeconomics for help when answering these questions: Chapters 4, 5 11, 15.

1. The article mentions that the tax is “largely driven by environmental concerns aimed at discouraging driving.  This suggests that the government is trying to correct for a negative externality—namely the negative effect that gasoline consumption has on the environment. Return to article.
2. The textbook supply/demand analysis is that a rise in the price of an input will shift the supply of truckers to the left and lead to a rise in the price truckers can charge for their services as shown in the graph below.  The supply curve shifts up as shown and market equilibrium moves from point A to point B.  The firm’s position is shown in the graph on the right.  Both before and after the tax, the firm is earning no economic profit. Because the analysis is based upon a perfectly competitive market, the price rises just enough so that truckers earn no economic profit. As suggested in the article, real-world trucking conditions do not meet the criteria of perfect competition.  There are big customers (monopsony) who have bargaining power to keep prices low. 
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 Return to article.

3. The effect of a negative externality is shown in the graph below.  The marginal social cost of supplying gasoline is greater than the marginal private cost by the amount of the negative externality.  That means, the market equilibrium price is too low to equate the marginal social cost of supplying gasoline to the marginal private benefit.  Too much gasoline is supplied and consumed.  The tax that would equate the two is the “efficient” tax shown by the length of the double pointed arrow in the graph.
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 Return to the article.
4.  A progressive tax is a tax whose rates (as a percentage of income) increase as a person’s income rises.  A regressive tax is a tax whose rates (as a percentage of income) decrease as a person’s income rises. A proportional tax is a tax whose rates as a percentage of income remain the same. The gas tax is a regressive tax because the proportion of one’s income devoted to paying the tax rises as income falls.  This is true because poor people spend a higher proportion of their income on gasoline (and thus pay a higher proportion of their income on gasoline taxes) than rich people. Return to article.
5. An example of a shift factor of demand is the effect of the fuel stoppages on the demand for scooters.  The lack of fuel has increased the demand for alternative forms of transportation.  An example of a movement along a demand curve is that the fuel tax has reduced the quantity of gasoline demanded. Return to article.
Return to Top
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