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DO YOU REMEMBER?

If you have read the Wall Street Journal from September 6th to 10th  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. The nation’s unemployment rate is (a) 4.4%, (b) 5.4%, (c) 6.4%, (d) 7.4%? Click for answer.
2. Why have Mexican protesters thrown the severed heads of pigs at government buildings and sacrificed cows on major avenues? To protest (a) high inflation, (b) high taxes, (c) privatization of businesses. Click for answer.
3. What new pressure is North American and European Telecom facing, making them lower their business outlooks? (a) new competition from Chinese companies, (b) new international government regulation, (c) slow global economic growth?  Click for answer.
4. The 2004 government budget balance is a (a) $400 billion deficit, (b) $400 million deficit, (c) $400 billion surplus, (d) $400 million surplus.  Click for answer.
5. In which country, according to the World Bank Group, is it easier to do business—Sweden or Singapore ?  Click for answer.
6. Wyeth Labs has been the sole supplier of the drug Premarin since 1942, even though its patent protection has expired. What ingredient is in Premarin that makes it so difficult to copy?  Click for answer. 
7. Which is Fed Chairman Greenspan more optimistic about (a) inflation or (b) growth?  Click for answer. 
8. What would be the likely effect of OPEC lifting its output target on the supply of world oil?   Click for answer. 
ANSWERS TO “DO YOU REMEMBER?” QUESTIONS
1. b. 5.4%. Go to www.bls.gov for more details. (See “Jobs Picture Looks a Bit Brighter” September 7, page A2.)
2. c.  (See “Free Markets Spur Protest” September 7, page A18)
3. a. China’s Telecom industry is expanding into global markets, providing new competition. (See “China’s Telecom Forays Squeeze Struggling Rivals” September 8, page A1)
4. a. $400 billion deficit. (See “Deficit Outlook Brightens, for Now” September 8, A2) 
5. Singapore. (See “Regulatory Rules Stifle Business in Poor Countries” September 8, page A19)
6. Mare urine. (See “How Drug Giant Keeps a Monopoly on 60-Year-Old Pill” September 9, page A1)
7. Inflation. (See “Greenspan Is More Optimistic about Inflation than Growth” September 9, page A2)
8. It wouldn’t change much because OPEC is already producing at capacity. (See “OPEC Mulls Lifting Output Target” September 10, page A2) Return to Questions 
Greenspan Is More Optimistic
About Inflation Than Growth
Testimony Suggests the Fed
May Slow Fall Rate Boosts;
Warning About the Deficit

By GREG IP 
Staff Reporter of THE WALL STREET JOURNAL
September 9, 2004; Page A2
WASHINGTON -- Federal Reserve Chairman Alan Greenspan gave a restrained assessment of the economy's health and an optimistic outlook for inflation, raising the possibility that the Fed may take a break from increasing interest rates after an expected increase at its Sept. 21 meeting.
1. 
What is the role of the Federal Reserve Bank in the U.S. economy? 
In his testimony yesterday before the House Budget Committee, Mr. Greenspan also delivered a stern warning on the dangers of not addressing the budget deficit, while backing restoration of 1990s-era budget rules that call for tax cuts and new benefits to be offset elsewhere in the budget, even if it means canceling President Bush's tax cuts. (Text of Greenspan's remarks)

After hitting a "soft patch in late spring ... the expansion has regained some traction," Mr. Greenspan told the committee in his first extensive remarks on the outlook since July. He cited both positive and negative developments: Consumer spending "bounced back in July," but August retail sales have been "mixed." Business investment is in a "solid upward trend," but growth in manufacturing production has gone into higher inventories, not just new sales.

That cautious picture was reinforced yesterday by the Fed's survey of economic conditions in the 12 Federal Reserve districts that will help guide policy makers at their Sept. 21 meeting. The "beige book" said growth was "slow to solid" across the country. It reported "lackluster retail sales" and "numerous reports of slight cooling" in housing activity. Wage pressures remained "modest" except for skilled workers. (Beige book text)

2.  Why would policy makers be concerned about wage pressures?
Despite the "soft patch," Mr. Greenspan told the panel "the underlying structure of the recovery is still there. Were it not for the very sharp rise in oil prices, we would still be seeing some fairly strong growth."


3. 
Explain in words how a sharp rise in oil prices would slow production in an economy.  

The concern over inflation evident in Mr. Greenspan's July remarks was absent yesterday. Despite higher oil prices, "inflation and inflation expectations have eased in recent months," and profit-margin growth has slowed, as a result of reduced ability to raise prices, he said.

4. 
What is inflation and how to inflation expectations contribute to future inflation?. 
The Fed appears likely to raise on Sept. 21 its target for the federal-funds rate, charged on overnight loans between banks, to 1.75% from 1.5%. It would be the third increase this year. Mr. Greenspan's remarks raise the possibility that the Fed may then pause in its rate-raising campaign, perhaps at its November or December meetings.

5. 
How would the Fed increase interest rates?
"The behavior of energy prices and degree of economic traction," and differing views inside the Fed on the pace of rate increases, "likely hold the key on this issue," Bank of America economist Peter Kretzmer said in a research commentary.

On the budget, Mr. Greenspan repeated his call for the restoration of 1990s deficit-control rules, in particular, a 1990 provision called Paygo that required new tax cuts and benefit programs to be offset by tax increases or spending cuts elsewhere. But he said restoring the law, which expired in 2002, would be insufficient, because it applied only to new initiatives. Much of the growth in the deficit in coming years will be from growth in Social Security and Medicare, as the baby boomers retire. Mr. Greenspan proposed Congress add "triggers" to spending programs and tax breaks that would automatically reduce their generosity if they cost more than expected.

Mr. Greenspan's calls for new budget rules aren't likely to have much immediate impact. Committee Chairman Jim Nussle, an Iowa Republican, noted that the House already has rejected restoring Paygo rules for both taxes and spending this year. He dismissed Mr. Greenspan's proposal to legislate triggers to force changes in existing programs: "'Trigger' is a horse."

Mr. Greenspan said that the deficit, if left unchecked, would eventually prompt investors to fear inflation -- since governments sometimes force the central bank to print money to finance government deficits -- slowing economic growth and reviving "stagflation." More seriously, higher interest rates, by driving up the cost of servicing the national debt, could produce an upward spiral of deficits and debt. "If you get into that sort of debt maelstrom, it is a very difficult issue to get out of," he said.

While Mr. Greenspan continues to back Mr. Bush's multiple tax cuts, he made it clear yesterday that balancing the budget was more important. "If you're going to lower taxes, you shouldn't be borrowing, essentially, the tax cut. That, over the longer run, is not a stable fiscal situation."

Separately, the Fed said consumer credit outstanding grew $10.9 billion, or at a 6.4% annual rate, to $2.04 trillion, in July from June, following a revised $4.3 billion rise, or 2.6% annual rate, in June. Revolving debt such as credit-card debt rose 9%, while nonrevolving credit, such as car and boat loans, rose 5%.

Write to Greg Ip at greg.ip@wsj.com
ANSWERS TO ARTICLE ANALYSIS QUESTIONS
Refer to chapters 25, 27-29 in Colander’s Economics and chapters 9, 11-13  Macroeconomics when answering these questions.

Refer to chapters 8, 10-15 in McConnell’s Economics and Macroeconomics.

1. The Federal Reserve Bank is the U.S. central bank. It controls monetary policy and has indirect control over the money supply. Return to article.
2. Labor accounts for about two-thirds of the cost of goods, therefore, wage growth is an important contributor to inflation. Inflation and growth are two of the economic issues that concern the Fed. Return to article.

3. A sudden rise in oil prices will increase the cost of production. This will shift the aggregate supply curve up. Equilibrium output will fall and equilibrium price level will rise. return to the article.
4. Inflation is a continual rise in the price level. Because inflation expectations affect the wage increases employees negotiate and wage increases lead to rising product prices and a rising price level, inflation expectations contribute to future inflation. Return to article.
5. The Fed would announce that it is raising interest rates and by how much. And the Fed would reduce the amount of reserves in the economy by selling bonds. Return to article.









