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DO YOU REMEMBER?

If you have read the Wall Street Journal from September 17th – 21st 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. How is the World Trade Center tragedy expected to affect Europe’s economy? Click for answer.
2. Demand for airline travel has fallen dramatically since the World Trade Center tragedy, putting great financial pressure on U.S. airlines. If airlines cut 20 percent of their planned trips, why would they still lose money each day?  Click for answer.
3. What are some secondary effects of the decline in airline travel? Click for answer.
4. How did the Federal Reserve Bank respond to the World Trade Center tragedy? Click for answer.
5. How did the World Trade Center tragedy affect stock prices?  Click for answer.
6. How likely is a U.S. recession?  Click for answer.
7. Characterize the current U.S. inflation situation?  Click for answer.
8. How is the World Trade Center tragedy expected to affect the U.S. unemployment rate? Click for answer.
9. How is the World Trade Center tragedy expected to affect the U.S. budget surplus? Click for answer.
10. How is the World Trade Center tragedy expected to affect state tax rates? Click for answer.
ANSWERS TO “DO YOU REMEMBER?” QUESTIONS
1. Europe’s economy had already been growing slowly. The WTC tragedy will weaken Europe’s economy even more as businesses delay big orders, merger partners delay negotiations, expansion plans are delayed and consumers cut back spending.   (See “Tragedy Dashes Hopes for Europe’s Economy” September 17, page A1.)
2. The airline has very high fixed costs. For example, airplanes cost between $50 million and $250 million.  Additional fixed costs include leases and debt service.  (See “U.S. Airline Industry Faces Cash Crunch, Pleads for a Bailout,” September 17, page A1)
3. Decline in employment and income, decline in consumption caused by the drop in income, drop in demand for goods used by the airline industry such as additional planes, drop in stock prices and wealth. (See “Boeing and Airbus Orders Are Likely to Face Declines” September 17, page A6; “U.S. Stocks Plummet as Trading resumes without Major Hitches, September 18, page A1)
4. It cut the discount rate and federal funds rate by ½ percentage point each. (See “How Policy Makers Regrouped to Defend the Financial System” September 18, A1; “Fed Lowers Interest Rates in Bid to Reassure Markets” September 18, A2) 
5. Stock prices fell throughout the week—it’s biggest point loss in a week ever. (See “U.S. Stocks Plummet as Trading Resumes without Major Hitches” September 18, page A1; “Stocks Rebound from Crushing Intraday Fall” September 20, page C1; “Dow Industrials Drop 382.92 as Slide Deepens” September 21; page C1)
6. Economists don’t know for sure, but the WTC tragedy makes a recession more likely. Airlines are cutting 100,000 jobs and consumers are cutting back spending.  (“Recession May Secure a Stronger Hold” September 17, page A2; “Recession Is Forecast: The Duration Hinges on Political Decisions” September 21, page A2)
7. Consumer inflation is very low, rising only 0.1% in August. For the full CPI report, go to www.stats.bls.gov. (“Consumer Prices Rose Slightly in August” September 19, page A2)
8. The unemployment rate is expected to rise. (“Attach Is Likely to Drive Up Jobless Rate” September 20, page A2)
9. A weakening economy will reduce revenue and government expenditures will rise to bailout the airline industry and fund a military buildup. Both lead to a declining surplus.  In fact, the surplus may disappear altogether. (“Surplus May Vanish with New Tax Cuts, Spending,” September 20, page A2)
10. To counter an expected decline in sales and income taxes, states are more likely to raise taxes in the wake of the WTC tragedy. (“Attacks Raise Likelihood of Higher State Taxes,” September 21, page A2
Return to Questions 
Developers Scramble to Gauge Impact
Of Attacks in the New York Region

Projects That Once Were in Doubt
Now Appear to Be a Lot More Viable

By DEAN STARKMAN 
Staff Reporter of THE WALL STREET JOURNAL
The U.S. commercial real-estate industry is scrambling to figure out the short- and long-term implications of the terrorist attack on the World Trade Center.

One implication is obvious: Any immediately available locations -- both in New York City and the surrounding area -- will be eaten up by displaced companies desperate for space. Beyond that, though, the space crunch also is likely to quickly fill up space in soon-to-be completed projects, as well as jump-start other plans still in the planning stage. Perhaps the biggest challenge will be to finish existing construction amid the chaos, and rushing new towers into development.

The industry is facing a loss of as much as 30 million square feet of office space in downtown Manhattan -- about 17 million square feet damaged on the perimeter, and 13.4 million wiped out altogether. The total amounts to about 20% of the Class A office market in downtown Manhattan, and about 7% of the space in the entire city. Put another way: It is enough to accommodate about 120,000 office workers.

'Space Bank'
The commercial real-estate industry already has started to find near-term locations for some of the displaced.

The Real Estate Board of New York, a trade group of architects, contractors, landlords, lawyers and leasing brokers, has posted about 5,000 listings for commercial office space on a newly created Internet "space bank." Commercial leasing brokers have begun to match landlords to displaced tenants. The board has asked brokers to waive their usual commissions on leases shorter than 12 months and landlords to set rates for short-term space below the rental rates in place before Sept. 11. Rates averaged about $50 a square foot.

1. Draw the demand and supply curves for office space in New York City before the World Trade Center tragedy, labeling both market quantity sold and equilibrium price.
Steven Spinola, president of the real-estate board, says about 500 e-mails had arrived at the board, mostly from displaced tenants seeking space. He says about 40 companies had been given a list of alternatives and short-term deals are expected within days.

Mack-Cali Realty Corp., a Cranford, N.J., real-estate investment trust with about 20 million square feet of office space, managed to find some space in its Jersey City, N.J., holdings for Morgan Stanley & Co., Dow Jones & Co., publisher of The Wall Street Journal and online Journal, and other tenants displaced from across the river.

Reckson Associates Inc., an office REIT based in suburban Melville, N.Y., found 195,000 square feet in Short Hills, N.J., for American Express Co., which was forced from the World Financial Center, across from the trade center.

Landlords in New York City, meanwhile, are having a tougher time finding vacant space in their buildings. Manhattan's vacancy rate before last week's attack was only about 7%, up from a low of 4% at the end of 2000.

Peter Malkin, chairman of Wein & Malkin LLC, a supervisor of partnerships that includes the Empire State Building, says his company had to scrounge to find a mere 90,000 square feet among its portfolio of 8.5 million square feet in New York and 2.5 million square feet in nearby suburbs.

Christopher Mackenzie, president and chief executive of TrizecHahn Corp., a Toronto-based real estate company with seven million square feet of New York office, says some of its tenants in midtown have pushed desks together and otherwise freed up 90,000 square feet for displaced tenants, including Lehman Brothers Holdings Inc.

2.  Demonstrate the effect of the WTC tragedy on the market for office space in New York City. What effect is it expected to have on the price of NYC office space in the short run?
Looking Ahead
Buildings under development also are seeing a surging demand for space.

A week ago, analysts wondered whether Times Square Tower -- a 49-story, 1.1 million-square-foot office tower just under way on 42nd Street and 7th Avenue -- would be able to find tenants for the 500,000 or so square feet not already committed to its anchor tenant, accounting firm Arthur Andersen.

Today, the development looks much less risky.

Christian Kristensen, a project executive at Dallas-based Turner Construction Co., the construction manager for Times Square Tower, says the project remains on track, and workers now come to the job with a renewed sense of purpose.

"I would not expect to have a great deal of difficulty renting the rest of Times Square Tower," says Robert E. Selsam, senior vice president, Boston Properties, the building's developer and owner.

3. Demonstrate and explain the long-run effect of the WTC tragedy on the New York real estate market.
Mitchell E. Hersh, chief executive of Mack-Cali, says demand for office space for the intermediate and longer term is rapidly snapping up a one-million-square foot Jersey City office tower under development. Before last week, it had been about one-third leased. Mr. Hersh says the company, which has 4.5 million square feet of developable land in Jersey City, would consider another tower on the site if it secures enough commitments from prospective tenants.

Douglas Durst, a New York developer, says he approached the city's planning office and the state development arm, Empire State Development Corporation, with an offer to develop a site he controls at 42nd Street and 6th Avenue, which could accommodate as much as 50 stories, about two million square feet of office space, as well as a second site near the Hudson River at 57th Street, which could accommodate as much as 1.3 million square feet.

Mr. Durst, president of closely held Durst Organization Inc., says he offered to develop the sites at a reduced rate of return. He says city officials were receptive to the offers.

4. What is happening to the real estate market in New Jersey? Use the event and the distinction between the New Jersey and NYC real estate markets to show the difference between and change in quantity demanded and a shift in demand. 

Incentives to Stay
New York state and city officials are considering a plan to offer a package of incentives to offer former residents of the World Trade Center towers incentives to remain in the city, including temporary space if necessary while new construction is under way.

Mr. Spinola said what is needed is a way to bridge the gap between the approximately $50-a-square-foot rents that tenants had been paying before the attack and the $75 or $80 a foot that most developers would need to cover the cost of construction in Manhattan. A spokesman for Mayor Rudolph W. Guiliani had no immediate comment Tuesday on the city's plans for an aid package.

All this bullishness about office-building development is pushing up the shares of office real-estate investment trusts, especially New York-area owners Reckson Associates, Mack-Cali, SL Green Realty Corp., New York, and Boston Properties, even as the rest of the market tumbled. Shares of Mack-Cali and SL Green even reached 52-week highs on Monday, the first day of trading since last week's terrorist attacks.

On the New York Stock Exchange Tuesday, shares of Mack-Cali rose 45 cents to $30.20. Reckson Associates climbed 57 cents to $23.47. Boston Properties advanced 97 cents to $37.17. SL Green slipped 29 cents to close at $30.25.

5. What type of incentive package would lure tenants to stay in New York City? Demonstrate the welfare loss associated with your package.

ANSWERS TO ARTICLE ANALYSIS QUESTIONS
Refer to chapters 4 and 5 in Colander’s Economics and Microeconomics. 

Refer to chapter 3 McConnell and Brue’s Economics and Microeconomics.

1. Market price was $50 per square foot. Market quantity was about 430 million square feet assuming all square footage was used. You can calculate total square feet by using the information that 30 million square feet is 7 percent of total space. Below is the supply and demand curve for office space before September 11.  Notice that the supply curve is steep. That’s because office space is limited by land space and it takes time to build new skyscrapers so that quantity supplied does not respond much with a change in price.
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  Return to article.
2. The WTC tragedy eliminated 30 million square feet of office space. This is shown by a shift to the left of the supply of office space. Office space rent would be expected to rise, reducing the quantity demanded. We have also shown a slight shift in demand to the left caused by tenants wishing to relocate their businesses to other locations due to increased security concerns. The net effect is to moderate the price rise, but reduce the equilibrium quantity even further. Note, however, other articles (see “Landlords Let Compassion Trump Profits When Offering Space to Displaced Firms” 9/19/91, page A1) have reported that landlords are not raising rents out of sense of social concern.
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3. Assuming the market had been in long-run equilibrium, the supply curve will eventually return to its original position where rents are $50 a square foot. This is also based on the assuming that this market is a constant cost industry.
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 Return to article.
4. New Jersey real estate is a substitute for NYC real estate. The expected rise in NYC rent will reduce quantity of NYC office space demanded, but will lead to a shift to the right in the demand for New Jersey real estate. The effect will be a rise in rents and a rise in equilibrium quantity. Return to article.
5. An incentive would be to subsidize cost of construction, shifting the supply of office space to the right. The welfare loss is represented by the shaded region.
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