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DO YOU REMEMBER?

If you have read the Wall Street Journal from March 28th – April 1st  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. Inflation fears are rising around the globe. What is expected to happen to inflation in Asian-Pacific countries? Click for answer.
2. The import of what good from Canada caused potato prices to decline in 2003?  Click for answer.
3. Why is a backlash on Chinese exports of apparel likely? Click for answer.
4. In what part of the world is China building deep economic, political and military ties?  Click for answer.
5. What two factors have recently hurt consumer confidence?  Click for answer.
6. The EU and Canada plan to put 15% tariffs on U.S. industrial exports in retaliation for what action by the United States?  Click for answer.
ANSWERS TO “DO YOU REMEMBER?” QUESTIONS
1. It is expected to lessen.   (See “Asia May See Decline in Inflation Pressures Amid Slower Demand” March 28, page A2.)
2. French fries.  (See “Farmers To Be Compensated for French Fry Imports,” March 28, page A2)
3. A decades-old apparel quota ended in December. Apparel exports from China to the United States have risen 147% from a year ago. This flood of new imports may cause the United States to impose safeguard quotas. (See “Backlash Likely as Exports of Chinese Apparel Surge” March 28, page A3)
4. Africa. (See “China Flexing Economic Muscle throughout Burgeoning Africa” March 29, A1) 
5. Gas prices and unemployment fears. (See “Rising Gas Prices and Job Worries Hurt Consumer Outlook” March 30, page A2)
6. They are encouraging customers to ask for a sales receipt. The back of the sales receipt serves as a lottery ticket. Consumers then have the chance to win a lottery. (See “To Boost Tax Take, China Offers Rewards on ‘Happy Draw’ ” March 31, page A2)
7. Disbursement of anti-dumping duties to their U.S. rivals harmed by the dumping. (See “EU, Canada Plan Extra 15% Tariff on U.S. Exports” April 1, page A2)
Return to Questions 
Farmers to Be Compensated 
For French-Fry Imports
By GINTAUTAS DUMCIUS 
Staff Reporter of THE WALL STREET JOURNAL
March 28, 2005; Page A2
WASHINGTON -- Imports of processed French fries from Canada depressed prices for the 2003 potato crop, the U.S. Department of Agriculture ruled, and Idaho potato farmers stand to receive government aid payments as a result.

The department last week approved and is expected today to certify a petition by the Potato Growers of Idaho stating that imports of Canadian French fries depressed Idaho fresh-market prices by more than 21% in the 2003 season. The import flood was another blow to an industry already hurting from the low-carb diet craze and a slowdown in the expansion of fast-food restaurant chains, which sell about 90% of the fries consumed in the U.S.

1.   Demonstrate graphically how imports can lead to lower prices. 
2. Why might the potato market be particularly vulnerable to fluctuating prices?
"The last several years have been very brutal for growers in the fresh market," said Paul Patterson, an agricultural economist at the University of Idaho. The government aid, called trade adjustment assistance, would have no affect on current potato prices, he said.

Trade adjustment assistance, long available to manufacturers hurt by foreign competition, was expanded by Congress to include farmers in 2002. It allows producers to receive up to $10,000 in cash as well as technical and marketing training if they can demonstrate to the Department of Agriculture's satisfaction that foreign countries hurt domestic prices. Petitions are made by individual states.

Idaho growers who sell potatoes in the fresh market have 90 days starting today to apply at their county's Farm Service Agency to participate in the program.

3. Is it possible that these subsidies might hurt prices even more? What might happen to revenue in this case?
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Once growers are approved for the assistance, they can receive cash benefits based on their production, according to Dennis Fiess, a trade adjustment assistance specialist at Washington State University. The payment comes to 3.5 cents per hundred pounds of potatoes, and Idaho's Farm Service Agency expects the estimated 285 eligible farmers to collect a total of roughly $1 million. There were 818 potato farms in Idaho in 2002, according to the Idaho Agricultural Statistics Office.

Idaho produced 12.3 billion pounds of potatoes in 2003, down from 13.3 billion in 2002. Production rebounded to 13.2 billion pounds in 2004.

Agriculture experts and Idaho growers said imports of processed French fries from Canada surged 24% to 1.72 billion pounds in 2003, displacing 670 million pounds of Idaho potatoes. The fresh potato price dropped to 3.85 cents per pound in the 2003 season, from the five-year average price of 4.9 cents per pound

The government program's cash benefits will soften the blow of the French fry imports, but in terms of the overall cost for farmers it may not help much, Idaho farmers say. "It's a drop in the bucket for any average potato farmer's cost," said Keith Esplin, executive director of the Blackfoot, Idaho-based Potato Growers of Idaho, who brought the petition. "It won't anywhere near begin to make up for his losses."

Mr. Fiess will be working with Foreign Agricultural Service and Idaho farmers to come up with "shotgun" business training for the farmers. It will include workshops, some available over the Internet, on such basic business-management skills as using a balance sheet and cash-flow statement.

"We're not going to provide them with an M.B.A.," said Mr. Fiess. "It's more of an overview."

4. Who in America is hurt by the imports of French fries? Who is helped? Why are those who are hurt effective in lobbying for help and not those who are helped? 
ANSWERS TO ARTICLE ANALYSIS QUESTIONS
Refer to chapters 4, 5, 6, 19 Colander’s Economics and Microeconomics for help when answering these questions..

Refer to chapters 5, 7, 20 in McConnell’s Economics and chapters 5, 17 in Microeconomics for help when answering these questions.

1. Potatoes are an input to making French fries. Therefore, an increase in the supply of French fries from Canada that presumably do not use U.S. potatoes will reduce the demand for U.S. potatoes. As demand declines, their price declines as shown in the graph below.
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. Return to article.
2. Because demand is likely inelastic, the percentage change in price with a shift in demand will be higher than when demand is elastic. The formula for the percentage change in price given a percentage change in demand is the following:


Percentage change in price = (Percentage change in demand)/(Elasticity of 
Demand + Elasticity of Supply)


Return to article.

3. Yes, it is possible. If the subsidies reduce the cost of growing potatoes, the subsidy will shift the supply curve out to the right, further depressing potato prices as shown in the graph below. What happens to revenue depends on the elasticity of demand. Because for most agricultural goods demand is inelastic, it is likely that price will fall by a greater proportion than the rise in quantity. Total revenues will decline.
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  Return to the article.
4. Potato farmers are hurt by the imports because their revenue is declining. Consumers are helped because they will pay lower prices for potatoes and other potato products. Potato growers are more effective lobbyists because the costs of imports are shared by a relatively small group of people while even if the benefit to consumers is larger, the benefits are spread across a much larger group. Each farmer stands to gain more from limiting exports than each consumer stands to lose. Return to article.
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