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DO YOU REMEMBER?

If you have read the Wall Street Journal from September 25th to 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 upon which the question is based. 
1. What cloud looms in the otherwise blue sky of continued U.S. economic growth? Click for answer.
2. Are Federal Reserve Chairman Alan Greenspan and Treasury Secretary Lawrence Summers trying to slow the economy or speed it up?  Click for answer.
3. The U.S., Europe, Japan, Britain and Canada entered foreign exchange markets to change the value of the euro.  Were they trying to lower or raise its value? Click for answer.
4. Spending on high-tech infrastructure accounts for as much as 30% of economic growth in the U.S. in the past few years.  What is happening to investment in high-technology recently?  Click for answer.
5. Amazon.com and Toys R Us have combined forces to sell toys in cyberspace.  What is the comparative advantage that each is bringing to the partnership?   Click for answer.
6. The government has been investigating price-fixing charges against auction houses Sotheby’s and Christy’s.  Give an update of the case.  Click for answer. 
7. How is the Forest Stewardship Council (FSC) limiting supply of wood products?   Click for answer.
8. Are big oil firms increasing or decreasing oil exploration spending? Click for answer.
9. The World Bank recently issued a report on the quality of economic growth.  What new direction is the report recommending regarding policy?  Click for answer.
10. About what is the poverty rate in the United States? (a) 5%, (b) 10%, (c) 15%, (d) 20%.  Click for answer.
11. When SmithKline introduced a new drug that competes with Glaxo Inc’s anti-nausea drug, Zofran, Glaxo raised the price of Zofran.  Why?  Click for answer.
12. Ooops!  The BLS made a mistake in measuring CPI so far this year.  Is the revision up or down?  Click for answer.
13. According to a report by Joel Popkin, which sector accounts have analysts overlooked when seeking sources of productivity gains in the U.S. economy?  Click for answer.
14. Should consumers expect retailers to raise prices since higher fuel prices will make it more costly to ship products? Click for answer.
ANSWERS TO “DO YOU REMEMBER?” QUESTIONS
1. High oil prices.  (See “G-7 Sees ‘Cloud’ In Oil-Price Shock” September 25, page A1.)
2. They are try to maneuver a soft landing, or slow it down.  (See “Policy Makers Face Confusing Crosswinds in Piloting Economy,” September 25, page A1)
3. They bought between $3 billion and $5 billion of euros to boost its value.  (See “U.S. Joins Europe in Intervention of Euro” September 25, page A2.)
4. It has been slowing and may actually decline.  (See “Analysts Say High-Tech Spending Boom Is Starting to Level Off and May Decline” September 25, page A2) 
5. Amazon.com is good at shipment and Toys R Us is better at inventory management. (See “Amazon Vows to Avoid Mess of 1999 Christmas Rush: Too Many Kermit Phones” September 25, B1)
6. Auction houses have agreed to pay $512 million to settle the case. (See “Sotheby’s, Christie’s Agree to Settle Suit” September 25, page A3.)
7. The FSC has created a “seal of approval” for environmentally friendly wood and is getting retailers to sign on to selling only FSC-approved wood products. (See “How Home Depot and Activists Joined To Cut Logging Abuse” September 26, page A1.)

8. Surprisingly despite the high cost of oil, they are cutting oil exploration spending.  Oil exploration has a long time to payoff and firms are unsure that the high oil prices will stay.   (See “Big Oil Firms Trim Exploration Spending” September 26, page A2.)
9. The report focuses on the income disparity between rich and poor countries and suggests that the World Bank and IMF focus on antipoverty measures as well as efforts to increase financial liberalization.  (See “World Bank’s Economists Recommend Broader Approach to Fighting Poverty,” September 26, page A2.)
10. It is measured to be 11.8% (about 10%). (See “Poverty Rate Falls to 11.8%, the Lowest Since 1979,” September 27, page A2.)
11. A higher price for Zofran meant that Medicare would pay larger reimbursements to doctors prescribing Zofran even though the doctors weren’t paying the higher price.  (See “How Drug Makers Influence Medicare Reimbursements to Doctors,” September 27, B1)
12. The BLS undercounted residential rent this year.  The revision is upward.  Instead of rising by 2.6%, the CPI has risen 2.7% at an annual rate so far this year. (See “Major Price Index Is Revised Upward as a Result of Error,” September 28, A2)
13. The manufacturing sector.  This study and others suggest that more than half of the increase in productivity has occurred outside the tech sector. (See “Crucial Driver of U.S. Productivity Gains May Be Improvements in Machine Tools,” September 28, A2)
14. No.  According to a recent article, it is the firms who should be worrying. An oversupply of goods will keep retailers from passing along the higher costs of shipping.  Firms’ profits will fall. (See “High Fuel Prices May Hurt Stores, Not Consumers,” September 28, B1)
Return to Questions 
U.S. Joins Europe in Intervention of Euro

By Michael M. Philips and G. Thomas Sims 
Staff Reporters of THE WALL STREET JOURNAL
9/25/2000
The Wall Street Journal 
Page A2
(Copyright (c) 2000, Dow Jones & Company, Inc.)

PRAGUE -- The U.S. finally joined Europe in attempting to rescue the beleaguered euro, but Treasury Secretary Lawrence Summers wants everyone to know that doesn't mean he is abandoning the strong-dollar policy that has been a mainstay of Clinton administration economic policy for the past five years. 
1. What does a strong-dollar policy mean? Why would the United States want to maintain a strong-dollar policy?
In the first U.S.-supported intervention in currency markets since Mr. Summers became secretary, the U.S., Europe, Japan, Britain and Canada bought between $3 billion and $5 billion of euros on Friday, according to foreign-exchange traders. The coordinated action stopped -- at least for one day -- the euro's 21-month-long decline.
The 11-nation common currency had fallen to 85.73 U.S. cents Friday morning, and was already rising when the Group of Seven major industrialized nations and the European Central Bank intervened, pushing the euro up to 90.40 cents. By late trading in New York, it had slipped a bit, to 87.84 cents.
2. Demonstrate the effect of government intervention to push the value of the euro up using standard supply/demand analysis. How will the intervention show up on the U.S. balance of payments account? 
The move came 15 years to the day after G-7 economic officials met at the Plaza Hotel in New York and agreed, successfully, to push down the U.S. dollar. But U.S. officials prefer parallels to the June 1998 U.S. intervention to help Japan boost the yen, which left the dollar in a strong position against the currencies of other major trading partners. 
For the moment, Mr. Summers appears to have pulled off his tightrope walk. Investors seem to think so; the dollar rose Friday against the yen, trading at 108.03 yen, compared with 106.67 yen late Thursday. 
The G-7 said it acted out of "shared concern about the potential implications of recent movements in the euro for the world economy." But Mr. Summers and Federal Reserve Chairman Alan Greenspan made sure the Europeans agreed that their announcement would say that the action took place "at the initiative of the European Central Bank" -- a loud hint that the U.S. is willing to help, but doesn't want to undermine the strong-dollar stance. 

The administration credits that policy with helping to restrain inflation, attract foreign money to U.S. shores and prevent the red-hot American economy from glowing white. Plus, the U.S. economic team was undoubtedly eager to avert any possibility that an official move boosting the euro at the dollar's expense might spark a larger flight from the greenback by investors worried about the huge U.S. trade deficit. 
3.  Why would world economies want a strong euro? 
After a meeting Saturday of finance ministers and central-bank governors in Prague, French Finance Minister Laurent Fabius argued that the move should reassure those in policy circles and financial markets dismayed at the contradictory signals European officials have sent during the euro's steady descent from a high of about $1.18 in January 1999. "This all shows us the statements of Europeans can't be taken lightly," Mr. Fabius said. 
Mr. Summers's decision to join the European action -- made in consultation with Mr. Greenspan -- added the believability that markets craved. G-7 officials made clear they were willing to intervene again if circumstances warranted. 
"The real surprise is that the U.S. was on board," said Joachim Fels, a Morgan Stanley Dean Witter & Co. economist in London. "And that makes me very confident that the move will be effective in putting a floor under the euro both against the dollar and the Japanese yen. It was the right move at the right time." 
The Europeans, loath to seem like a charity case, spread the word around financial meetings in Prague that the U.S. agreed to their request because the Clinton team believes the weak euro presents a threat to the U.S. stock market. 
Several companies, including Intel Corp., blame the euro's fall for disappointing profits. 

A German Finance Ministry official, who asked not to be named, said he believed Intel's profit warning late Thursday and the drop in U.S. stock markets the following day "helped make the point." 
"The U.S. realized that they have to have a balanced policy, a strong-dollar policy, but they also have to take into account profits and equity markets and what the euro could do to them," he said. 
4. How can a weak euro hurt the profits of Intel Corp.?
But the decision had been made hours before the Intel news went public. While U.S. officials weighed those broad considerations, their choice appears based mostly on a belief that the global economy would be better off if Europe had a more stable, stronger currency and if their policy makers acted in a way that inspired confidence instead of confusion. 
"The U.S. is seen in Europe as being antieuro," said economist Rudi Dornbusch of the Massachusetts Institute of Technology. "Not supporting the currency would confirm everything the Europeans believe about the U.S." 
The big test of whether the central banks succeeded comes when markets reopen this morning. Wim Duisenberg, president of the ECB, talked of an "orderly reversal" of the euro's movements, while other G-7 officials were more vague about what constitutes victory, stressing the importance of signaling investors that government won't stand aside indefinitely. 
The Europeans began talking about intervention Sept. 9 at a gathering in Versailles, France, and then started courting Washington a week ago. U.S. officials launched a series of conference calls among themselves to figure out whether it made sense to join in, should the Europeans ask. On the line were Mr. Summers; Mr. Greenspan; Peter Fisher of the Federal Reserve Bank of New York; Timothy Geithner, undersecretary of the treasury for international affairs; and Assistant Treasury Secretary Ted Truman. One thing that made them especially cautious about risking intervention was uncertainty about why the euro was falling so quickly and therefore whether intervention would work. 
5. Why might intervention not work?  What importance do expectations play in the foreign exchange market?
On Thursday afternoon European time, Tommaso Padoa-Schioppa, an Italian member of the ECB executive committee, called Mr. Fisher, and Mario Draghi, director-general of the Italian Treasury and a key figure in euro issues, called Mr. Geithner. 
Both Europeans indicated that they thought it would make sense to act soon; after all, intervention ahead of the G-7 meeting Saturday would catch markets unaware and boost its effectiveness. 
Around midday Thursday in Washington, as Mr. Greenspan was testifying on Capitol Hill and Mr. Summers was seeking House Majority Leader Dick Armey's support for debt relief for poor nations, their aides hastily arranged another conference call. This time they discussed conditions the U.S. would demand in return for its participation in the euro-rescue operation. 
Mr. Greenspan then took a call from Mr. Duisenberg, who said the ECB wanted to intervene the next day and to secure U.S. support. Mr. Greenspan laid out the U.S. conditions, and Mr. Duisenberg assented. The Europeans then contacted their Japanese, Canadian and British counterparts to let them know the U.S. was game, and U.S. officials confirmed with their own calls.
ANSWERS TO ARTICLE ANALYSIS QUESTIONS
Refer to the following chapters in Shiller’s Economics and Macroeconomics for help when answering these questions:  Econ (36) and Macro (21).

Refer to the following chapters in Colander’s Economics and Macroeconomics for help when answering these questions: Econ (32, 33) and Macro (16, 17).

1. A strong-dollar policy means that the value of the dollar is high relative to other currencies.  That means Americans need fewer dollars to get the same number of foreign currency units, which makes imported goods cheaper for Americans.  By keeping import prices lower than otherwise, a strong dollar policy restrains domestic inflation.  A strong dollar also makes U.S. exports more expensive, which lowers U.S. exports and keeps the U.S. economy from growing faster than policymakers believe it should. Return to article.
2. The United States purchased euros with U.S. dollars. This shifts the demand for euros to the right, pushing the equilibrium value of the euro up from P0 to P1 as shown in the graph below. 
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The purchase of foreign currency (sale of U.S. dollars) appears as a negative entry on the official transactions account portion of the balance of payments account. Return to article.

3. At the time the euro was introduced, 18-months ago, it was set at a 1-1 value to the dollar.  This was thought to be its fundamental value. Intervention is meant to bring the value of the euro back to its fundamental value. Countries also worry that a value of the euro that is less than that indicates lack of confidence in the new currency. A strong euro is a benefit for other countries because a stronger euro will help to expand non-EU economies by increasing demand for their exports to the EU. Return to the article.
4. A weak euro hurts the profits of Intel by making Intel products more expensive in the EU market.  This results either in lowers demand for Intel products at existing prices or has required Intel to lower prices for the EU market. Return to article.
5. The direct effect of the intervention is small because governments have limited resources to affect the sizable international market for foreign currencies. The volume of foreign currency traded each day is in the trillions of dollars while the size of the intervention is between $3 and $5 billion. Government intervention has a much larger secondary effect by changing the beliefs of currency traders.  If currency traders believe that the euro will be rising in the future, they will purchase more now.  The increased demand of the euro by currency traders will, in fact, lead to a higher price for that currency. Return to article.
Return to Top
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