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DO YOU REMEMBER?

If you have read the Wall Street Journal from April 4th-8th  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 value of the U.S. dollar has fallen in the last year. What has happened to overseas profits of U.S. companies over the past year? Click for answer.
2. What happened to the unemployment rate in March?  Click for answer.
3. What is a major cause of a surge of textiles imported from China? Click for answer.
4. What happened to average rents and vacancy rates in the fourth quarter of 2004? (hint: if you can remember the change in rent, you should be able to figure out the vacancy rate)  Click for answer.
5. Does the U.S. Senate believe that the Chinese yuan is over- or underpriced?  Click for answer.
ANSWERS TO “DO YOU REMEMBER?” QUESTIONS
1. They have risen by more than have domestic profits.   (See “U.S. Multinationals Reap Overseas Bounty” April 4, page A2.)
2. It fell to 5.2% from 5.4% in February.  (See “Picture of U.S. Job Market Shows Slow But Steady Growth,” April 4, page A2. See www.bls.gov for the full report.)
3. The expiration of quotas in December 2004. (See “U.S Investigates Increased Imports of Chinese Apparel” April 4, page A2)
4. Rents rose and vacancy rates declined. (See “Office Rents Post First Quarterly Rise in Four Years” April 5, A2) 
5. Underpriced.. (See “Senate Slams China Currency Policy” April 7, page A2)
Return to Questions 
Senate Slams China Currency Policy
Vote Underscores Concern
On Rising Economic Power
Held by the Asian Nation

By GREG HITT 
Staff Reporter of THE WALL STREET JOURNAL
April 7, 2005; Page A2
Pressure mounted on the Bush administration to draw a harder line against China on economic issues, as a strong majority of the Senate voiced discontent with Beijing's currency policies.
The 67-33 vote came amid procedural sparring over a proposal by Sens. Charles Schumer, a New York Democrat, and Lindsey Graham, a South Carolina Republican, to impose a 27.5% tariff on all Chinese products entering the U.S. if Beijing doesn't agree to raise the value of its currency. The U.S. has long contended that China's fixed yuan-dollar exchange rate has kept its currency artificially weak and made its exports relatively less expensive, giving its manufacturers an unfair advantage over American competitors in the world market.

1.   Demonstrate graphically how the yuan could be underpriced  at $0.12 per yuan. 
2. How is the yuan kept below its market price?
Supporters of the proposal claim the amount was calibrated simply to offset that advantage, and no more. But currency markets don't intersect in such a simple way with goods markets and, in reality, such a large duty likely would boost prices of Chinese-made goods significantly higher than any currency adjustment.

The Schumer-Graham amendment is unlikely to become law, though yesterday's vote on a procedural question blocked the Senate leadership from killing off the measure, at least as part of a pending international-affairs bill. But on a broader, symbolic level, the roll call amounted to a rebuke of Beijing, underscoring the depth of public concern over China's rising economic power and the growing frustration in the Congress with the inability of the Bush administration to force changes. In 2004, the U.S. recorded a $162 billion trade deficit with China -- the biggest with any trading partner.

3. Using the information about the valuation of the yuan does China have a private balance of payments surplus or deficit? Explain how you came to this conclusion.
"This is a red-hot issue," Sen. Schumer said. "What it shows is the overwhelming bipartisan sentiment -- from every part of the country -- that the Chinese must once and for all play fair."

Chinese officials have promised many times that they will move to a floating currency as their economy is modernized, but they have offered no timetable for doing so. "The Chinese give lip service," Sen. Schumer said, "and don't change."

Senate leaders were caught off guard by the depth of support for the measure, and final action was postponed on the amendment, which was offered to a bill on international-affairs programs. Sen. Schumer said one possible outcome would be to bring up the currency initiative as freestanding legislation.

4. How would tariffs affect the value of the yuan? Demonstrate graphically. 
A new survey by Zogby International for the Committee of 100, a group of Chinese-American leaders, indicated greater suspicion of China among some Congressional staff members than among other Americans or U.S. business leaders. While majorities of all three groups surveyed -- the general public, business leaders and Congressional staff -- viewed trade between the U.S. and China trade in a positive light, 36% of Congressional staff members said China posed a serious military threat to the U.S., compared with 15% of the general public and 16% of business leaders. When asked if China were a dependable ally in the war on terror, 27% of the general public, 25% of business leaders and 16% of Congressional staff said yes.

The heightened attention to the currency controversy comes at a complicated time in U.S.-China relations, and it demonstrates how sometimes disparate U.S. goals aren't in harmony. The Bush administration, for example, has repeatedly sanctioned Chinese companies for trading with Iran, a country it accuses of illegally pursuing a nuclear weapon. At the same time, the administration is pressing Beijing to persuade North Korea to give up its nuclear ambitions.

The balancing act can be particularly difficult on the economic front, where the administration is trying to persuade China to clamp down on the piracy of intellectual property, such as movies and music.

Bush administration spokesman Trent Duffy said the U.S. wants to resolve the currency issue through negotiations with Beijing. "The administration has an open dialogue with the Chinese on this issue," he said. "We believe those [negotiations] are proceeding, and that is the administration's preferred option at this point."

Amid the sharp Senate debate yesterday, a broad coalition of American textile concerns called on the administration to embrace much tougher import curbs on Chinese-made apparel. Textile-industry officials said Bush aides didn't go far enough this week when they launched a series of trade investigations that have set the stage for imposing new import limits on Chinese products.

U.S. officials said the probes reflect concern that American manufacturers are being hurt by a flood of Chinese imports that began after Dec. 31, when the intricate global system of quotas on textile exports expired. Chinese officials bristled at the U.S. action and said they had no intention of taking additional steps to contain garment shipments.

Yet textile lobbyists yesterday filed seven petitions with the administration to impose import limits on 14 additional categories of clothing, including certain sweaters, dressing gowns and bras. An administration official said Bush aides will decide by April 27 whether to consider the petitions. If the petitions are accepted, it could then take as much as 90 days -- or longer in some cases -- to consider whether they have merit. Auggie Tantillo, executive director of the American Manufacturing Trade Action Coalition, a trade group, urged the administration to expedite action, or risk permanent damage to the domestic market.

"The U.S. industry will lose tens of thousands of jobs if the U.S. government waits," he said.

5. The costs of free trade are clearly stated. What are the benefits? According to your textbook, which is larger?
The pressure for tough action in the U.S. contrasts with the course of action in Europe on textiles. European Union leaders yesterday unveiled plans that will allow imports of products such as socks and trousers to double this year. Moreover, European trade chief Peter Mandelson dismissed the possibility of an imminent crackdown, insisting the EU first must gather at least three months of import data from each of its 25 member states. Those data will emerge late this month at the earliest. "Any action must be taken as a result of facts and clear data," Mr. Mandelson said.

---- Juliane von Reppert-Bismarck in Brussels contributed to this article.

Write to Greg Hitt at greg.hitt@wsj.com
ANSWERS TO ARTICLE ANALYSIS QUESTIONS
Refer to chapters 33 and 34 Colander’s Economics and chapters 18 and 19 in Macroeconomics for help when answering these questions..

Refer to chapters 37 and 38 in McConnell’s Economics and Chapters 21 and 21 in Macroeconomics for help when answering these questions.

1. The price of yuan is determined, like any other good, by supply and demand. The graph below shows the supply and demand for yuan. The equilibrium value is $0.24 per yuan (a hypothetical price), but the Chinese government keeps it artificially at $0.12 per yuan
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. Return to article.
2. At a price of $0.12 per yuan, the quantity of yuan demanded exceeds the quantity supplied and there is pressure for its price to rise. To keep the price at $0.12 per yuan, the Chinese government must supply an amount of yuan equal to the the excess demand by buying dollars with yuan. Specifically it must supply QD – QS yuan. It does so by printing yuan, which it can continue to do. Return to article.
3. China has a private balance of payments surplus. We know this because the quantity of yuan demanded exceeds the quantity supplied. That is, the balance of payments surplus must be offset by an equal government supply of yuan.  Return to the article.
4. The tariffs would reduce Chinese exports, which would shift the demand for yuan to the left, lowering its price as shown in the graph below. If the tariffs are large enough to eliminate the balance of payments deficit, they will shift the demand curve to the left enough to lower its price to its official price. This is, however, unlikely. The United States isn’t the only country with whom China has a trade deficit.
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 Return to article.
5. 
The costs are lost jobs while the benefits are lower prices for consumer goods. According to the textbook, the benefits far outweigh the costs. But because the costs are concentrated among a small group of people while the benefits are dispersed among a larger group, the smaller group is more effective at lobbying government. Return to article.
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