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DO YOU REMEMBER?

If you have read the Wall Street Journal from October 30th to November 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. Why in the past year or so have women had to wait longer to receive mammograms? Click for answer.
2. Did the U.S. economy grow faster during the third quarter of this year than in the second quarter?  Click for answer.
3. Name one theory that links consumption with market activity. Click for answer.
4. What action was OPEC expected to take last week?  What effect will this likely have on the price of oil?  Click for answer.
5. Describe Wall Street’s “divided government model.”   Click for answer.
6. Is the recent trend in income and consumption making Federal Reserve policymakers more or less likely to raise interest rates?  Click for answer. 

7. Which presidential candidate is expected to take a more anti-regulatory approach toward government intervention in the market?   Click for answer.
8. What happened to consumer confidence in October and why? Click for answer.
9. The Heritage Foundation and the Wall Street Journal jointly publish an index called the Index of Economic Freedom.  Did that index rise or fall in 1999?  Click for answer.
10. According to Milton Friedman, who’s Social Security plan adds up? Click for answer.
11. How is the high-tech industry changing the lives of women in India?  Click for answer.
12. What did the Fed’s Beige Book indicate about economic strength in various regions of the U.S.?  Click for answer.
13. What happened to labor productivity and unit labor costs during the third quarter of 2000?  Click for answer.
ANSWERS TO “DO YOU REMEMBER?” QUESTIONS
1. According to health care providers, the payments HMOs provide for such services are too low to cover costs causing some providers to discontinue offering such services.  This increases the demand for mammographs at the remaining providers, causing an increase in the wait time for an appointment.  (See “As More Women Seek Mammograms, Many Have To Wait Months” October 30, page A1.)
2. No. It grew more slowly. Real GDP expanded by 2.7% at an annual rate during the third quarter of 2000.  This is half the percentage increase during the previous quarter.  For the full GDP report, go to the Bureau of Economic Analysis’ Home page at http://www.doc.bea.gov.  (See “U.S. Economy Is Finally Starting to Slow,” October 30, page A2)
3. The article mentions a few theories.  The conventional view is based on the wealth effect—that consumers spend about 3 cents of every dollar increase in wealth. Recent attention has focused on wealth in terms of the stock market.  Other theories include measures of consumer confidence, perceptions of income stability, and gains in housing values.  (See “Various Theories Seek To Link Consumption with Market Activity” October 30, page A2.)
4. OPEC is expected to raise production by 500,000 barrels a day.  Analysts don’t believe this will affect the price of oil by much. (See “OPEC Is Likely To Lift Daily Output, But Little Effect on Market Is Expected” October 30, page A2) 
5. Wall Street’s divided government model says that for stock prices it doesn’t matter who wins the presidency, just as long as the opposing party controls congress.  A divided government will delay passing legislation that would either reduce taxes or increase spending, leaving government to use the surplus to pay down the debt. (See “Divided Government Model Isn’t Sure Bet for Better Stock Returns” October 30, page C1)
6. The recent trend is for more moderate rises in consumption and income, lessening the possibility of Fed’s raising interest rates.  Go to the Commerce Department’s home page to read the personal income report at http://www.doc.gov. (See “Income, Consumption Rose in September, But the Trend of Moderation Continues” October 31, page A2.)
7. George W. Bush. (See “Gore, Bush Diverge on a Suitable Setting for Regulatory Climate” October 31, page A28.)

8. Consumer confidence fell from 142.5 in September to 135.2 in October.  Higher oil prices and falling stock market prices were blamed for the decline. You can read the full report at http://www.conferenceboard.org  (See “Consumers Indicate Shift to ‘Sustainable’ Growth” November 1, page A2.)
9. It rose.  (See “Who’s Free, Who’s Not,” November 1, page A26.)
10. George Bush’s adds up. Gore’s plan is to issue the Social Security trust fund $1 trillion in new bonds.  Bush’s plan is to use $1 trillion of the current Social Security trust fund surplus to fund $1 trillion in personal retirement accounts. According to Milton Friedman, the higher yield on personal retirement accounts will benefit both retirees and the trust fund.  (See “Gore’s Social Security Plan Doesn’t Add up…. But Bush’s Does,” November 1, page A26.)
11. Technology careers are offering women greater economic freedom, which translates into greater social freedom and power.  (See “High-Tech Lift for India’s Women,” November 1, page B1)
12. The economy remains strong with some regions showing sign of moderate or slowing growth.  The current Beige Book is at http://www.federalreserv.gov. (See “Fed Survey Sees Signs of Slowing,” November 2, page A2)
13. Labor productivity rose at an annual rate of 3.8% in the third quarter.  Unit labor costs rose at an annual rate of 2.5% during that quarter.  You can read the report at http://stats.bls.gov. (See “Productivity Climbs Smartly, but So Do Labor Costs,” November 3, page A2)
Return to Questions 

The Outlook: A U.S. Soft Landing Could Be Hard on Asia

By Jon Hilsenrath 


Federal Reserve Chairman Alan Greenspan must be breathing a sigh of relief now that the soft landing he spent the past year trying to engineer appears to be on track. But here on the coast of the South China Sea, economists fear that a modest slowdown in the U.S. could still help deliver a hard landing for Asia.
1. Who is Alan Greenspan and why does the article suggest that he can influence the economy?
At first glance, that may seem alarmist. For much of this year, Asian economies have enjoyed a surprisingly strong recovery from the crises of 1997 and 1998. Five economies in the region -- China, Hong Kong, Malaysia, Singapore and South Korea -- are forecast to post economic growth of 8% or more for the year. But three big concerns in the global economy -- high oil prices, an expected slowdown in the technology sector, and tight monetary policy -- all have the potential to hit Asia especially hard in 2001.
2. Name the four phases of the business cycle.  In what phase are the five economies in Asia? 
3. Using the AS/AD model demonstrate on separate graphs how two of the three big concerns can affect Asian economies.
The financial markets seem to be saying that. Stock markets in Korea, Thailand, Taiwan, the Philippines and Indonesia are all down more than 30% so far this year, some of them retracing territory not seen since the depths of the 1998 recession. Asian bond yields have risen to levels not seen since early 1999, meaning investors demand more to take on the risk of owning Asian assets.

One big cause of concern is Asia's continuing dependence on exports, which puts it at a disadvantage when growth slows in the U.S., the region's major customer. On Friday, the U.S. Department of Commerce reported that inflation-adjusted gross domestic product grew at an annual rate of 2.7% in the third quarter, down from 5.6% in the second quarter.

"There is only one driver in the economy today, and that's the U.S.," says Victor Fung, chairman of Li & Fung Ltd., a Hong Kong trading company that coordinates manufacturing of apparel for U.S. retailers such as the Limited Inc. "You can't count on Japan."

Asia's technology exports are an area of particular concern. According to ING Barings, nearly two-thirds of exports from Singapore and the Philippines are electronics, as are a third to half of exports from Korea, Taiwan and Malaysia.

So far, Asia's electronics producers have enjoyed a banner year. On Friday, the U.S. Commerce Department reported that September orders for electronic equipment rose by a stronger-than-expected 11.8%. Samsung Electronics, the world's top producer of memory chips, reported earlier this month that net profit more than doubled in the third quarter to $1.5 billion. Yet a recent slowdown in global personal-computer sales and a sharp drop in memory-chip prices have Asian executives worried. While Samsung's profits are surging, its share price has tumbled 48% since the beginning of the year.

 4. What are the four expenditure components of aggregate expenditures?  Using your answer, explain how the U.S. economy can be a “driver in the [Asian] economy.”
The Fed's soft landing doesn't just crimp U.S. demand; it also helps make money tighter around the world. In the past 18 months, as the Fed has raised interest rates six times, the European Central Bank has raised them seven times, and the Bank of Japan once. That has sucked billions of dollars from the world's financial system.

For Asia, that means even greater difficulty for the many bloated companies trying to repay lingering debts from the last financial crisis. While money poured into these economies last year, now it's "going the other way," says Geoffrey Barker, an economist with HSBC Holdings, the big banking concern. "It's almost as if we're having another balance-of-payments crisis."
5. What U.S. monetary policy action is mentioned in the paragraphs above?  How does this make money tighter in foreign countries and reduce demand elsewhere?
Higher oil prices complicate the picture. The U.S., Europe and Japan all require about half the oil they needed 30 years ago to produce a dollar's worth of economic output. Not so in most of Asia, where rapid industrialization has made the region as dependent as ever on foreign crude.

Economists say they are worried about the region's outlook, but their forecasts for Asia as a whole remain optimistic. While economists have revised down their growth forecasts for smaller economies such as Thailand, Indonesia and the Philippines, they are more optimistic than they were six months ago about the big economies of Japan and China.

Overall, the region's economy is expected to grow 3.2% in 2001, according to London-based Consensus Economics Inc., which tracks estimates by private economists. Six months ago, economists were looking for 3% growth for the region.
Slower growth in the U.S. and Europe may hold some benefits for Asia. The recent pressure on corporate earnings is forcing some companies to farm out business to lower-cost producers in Asia. Swedish handset maker Telefon AB LM Ericsson last week announced disappointing mobile-phone results and said it would outsource manufacturing to, among others, Arima Computer Corp. of Taiwan. So while Arima's sales of personal computers are slowing, "the handset business is quite good," says David Cheng, Arima's vice president for finance.

Still, a nervous fear is pervasive. Donald Tsang, Hong Kong's financial secretary, says Hong Kong is "far more competitive than we were three years ago." But he's well aware that events far away can trump that. When the Dow Jones Industrial Average tumbled below 10000 earlier this month, he stayed up all night watching the rout on CNBC. The average has since rebounded, but Mr. Tsang seems resigned to global headwinds eventually throwing Asia off course. "It will happen," he says; shocks to the global economy come "almost as a certainty."

-- Jon Hilsenrath
ANSWERS TO ARTICLE ANALYSIS QUESTIONS
Refer to chapters 5, 9, 10, 15 in Schiller’s Economics and Macroeconomics for help when answering these questions.

Refer to chapters 22, 24, 25, 30 in Colander’s Economics and 6, 8, 9, 14 Macroeconomics for help when answering these questions.

1. Alan Greenspan is the Chairman of the Federal Reserve Bank.  As Chairman he has considerable influence over the direction of monetary policy in the United States.  In the short run, by lowering interest rates expansionary monetary policy can be used to increase output while contractionary monetary policy, by raising interest rates, can be used to reduce output. Return to article.
2. The four phases of the business cycle are the peak, downturn, trough and upturn.  Asian economies are currently in an upturn.  This phase is also known as an expansion.  Return to article.

3. High oil prices will shift the AS curve up from AS0 to AS1.  The price level will rise and real output will decline (economy moves from point A to point B) as shown in the graph below. If the economy remains below potential output long enough, other input prices will decline and the AS curve will shift back down, moving the economy back to point A. 
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Tight monetary policy, by raising interest rates, reduces investment expenditures and shifts the AD curve to the left. The economy moves from point A to B in the graph below. Output falls.  If real output remains below potential long enough, input prices will fall and the AS curve will shift down, moving the economy to point C.  Real output returns to potential, but the price level falls. 
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I do not demonstrate the third concern with the AS/AD model because the AS/AD model is a static model.  A slowdown in technology means that the potential output is not increasing as quickly. (In the AS/AD model, that means that the potential output curve is not shifting to the right as quickly) Since the economy’s capacity to produce is not rising as quickly, aggregate demand cannot increase as quickly without increasing inflationary pressures. 

 Return to the article.
4. The four expenditure components are consumption, investment, government expenditures and net exports.  The U.S. economy can be a “driver” for Asian economies because U.S. imports  are exports for foreign countries. As the U.S. economy expands, U.S. income rises and Americans demand more imported goods. As net exports of Asian economies rise, total aggregate expenditures rise, which expands their economies. Return to article.
5. The article mentions contractionary monetary policy.  Contractionary monetary policy means that the Fed raises short-term interest rates by reducing the money supply.  Higher U.S. interest rates also reduces the amount of money flowing into economies that have lower interest rates. Return to article.
Return to Top
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