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DO YOU REMEMBER?

If you have read the Wall Street Journal from October 4th to 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 economy seems to be improving. What is risking the improvement? Click for answer.
2. By how much has the average price to fly one domestic mile dropped since deregulation? (a) 10%, (b) 20%, (c) 50%, (d) 100%? Click for answer.
3. Why do U.S. firms want offshore call centers to have back-up plans but do not require them of domestic call centers?  Click for answer.
4. What action did the FOMC take last week?  Click for answer.
5. What has created non-price rationing in the vaccine market?  Click for answer.
ANSWERS TO “DO YOU REMEMBER?” QUESTIONS
1. Higher oil prices. (See “Economy Improves, but Oil Prices Carry Risk” October 4, page A3.)
2. c, 50%.  (See “How Airlines Resisted Change for 25 Years, and Finally Lost” October 5, page A1)
3. Countries that host offshore call centers are more risky than the United States. They face possible political upheaval and natural disasters. Therefore, firms that offshore to these countries require back-up call centers. (See “Call Centers Get ‘Plan B’ Calls” October 5, page A19)
4. The FOMC raised the federal funds rate by ¼ percentage point. (See “Fed Raises Rates by a Quarter Point” October 5, A3) 
5. British regulators shut down a plant that produces the flu vaccine, which has created a shortage of the vaccine. (See “U.S. Flu Vaccines Face Rationing as Plant Is Shut” October 6, page A1)
U.S. Flu Vaccines
Face Rationing
As Plant Is Shut
British Regulators Suspend
Production at Chiron Unit;
Europe, Asia to Feel Effects

By JEANNE WHALEN, BETSY MCKAY and SARAH LUECK 
Staff Reporters of THE WALL STREET JOURNAL
October 6, 2004; Page A1
On the brink of the influenza season, U.S. officials said they are urging doctors to ration flu shots to the most vulnerable patients after British regulators shut down a plant operated by one of the two major suppliers and the company said it wouldn't deliver vaccines to any market.
The shutdown affects countries in Europe and Asia as well, throwing into disarray an often strained and stretched medical process that every year delivers millions of vaccines against a disease that annually claims some 36,000 lives in the U.S., and between 250,000 and 500,000 world-wide.

The United Kingdom regulators suspended operations at a Liverpool plant owned by Chiron Corp. of Emeryville, Calif., because regulatory officials found the plant's manufacturing process didn't comply with British regulations concerning the sterility of the vaccine. (See Chiron's statement.)

"It's something that will certainly have consequences in the global market for vaccines," said Klaus Stohr, an influenza expert at the World Health Organization. "It's yet to be seen whether other companies can step in" to make up the shortfall.

1. Using supply and demand curves, demonstrate the expected effect on equilibrium price and quantity.
2. In a separate article, the Wall Street Journal reports that the price of the flu vaccine will likely not increase this year. Why do you think this is so? Are economic forces still at work with a rationing system? 
Millions of people every year fail to be vaccinated but nonetheless don't contract influenza. And relatively few that do become ill also die from the disease. It's mainly a debilitating ailment whose annual impact is costly in terms of workdays lost.

Julie Gerberding, director of the Centers for Disease Control and Prevention in Atlanta, the government agency that oversees vaccination efforts, urged the public not to panic. "Take a deep breath; this is not an emergency," she said. "We will [image: image3.png]SHORTFALL
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work through this as we have with other shortages in the past."

The withdrawal of Chiron leaves the U.S. market with two vaccine suppliers: Aventis Pasteur Inc., which said it plans to ship all 52 million vaccines it has produced, and MedImmune Inc., which is producing one million to two million doses of its FluMist nasal vaccine, which can't be administered to high-risk patients. In a press release yesterday, Aventis said, "Our plan is to coordinate future deliveries with the CDC, consistent with the nation's public-health needs."

Nonetheless, the reduced supply of vaccines means the scramble for flu shots this fall and winter in the U.S. could surpass the frenzy provoked last winter by the highly publicized deaths of several children. A virulent strain of influenza A spread through U.S. nursing homes and classrooms beginning in October of last year. By the end of the flu season, at least 152 children under the age of 18 had died of influenza-related causes.

The withdrawal of Chiron's vaccine won't affect stocks of pediatric flu vaccine, the half-doses given to children under four years old, because those are produced only by Aventis. Still, supplies will be constrained for older children, doctors said.

While about 185 million people are considered by the federal government to be most at risk of suffering complications from the flu and will be given priority for shots, the pullback in supplies from Chiron leaves U.S. health officials with only about 54 million doses available. The government can't ration the shots because it doesn't control the supply, but suppliers and doctors generally try to follow its recommendations.

3. Demonstrate the shortage that will result if the price of the flu vaccine does not increase.
Officials at the U.S. Department of Health and Human Services said yesterday that priority for shots would be given to infants and toddlers between the ages of six and 23 months, people over 65, pregnant women, adults and children with chronic medical conditions, children on aspirin therapy, health-care workers who deal with high-risk patients, and anyone living with babies younger than six months. But even limiting shots only to those who are most vulnerable will leave some out nonetheless.

The number of people considered most in need of a flu shot totaled 73 million in 2000, according to a report by the government's Advisory Committee for Immunization Practices. That figure doesn't include health-care workers and household contacts of high-risk people, another large category of people likely to encounter the influenza virus.

4.From the standpoint of maximizing consumer and producer surplus should firms allow the market to determine the price? What would be a public policy argument against this? 
Less than two weeks ago, HHS Secretary Tommy Thompson urged in a news release that people get vaccinated against the flu. "A flu vaccination will protect the health of millions of Americans this flu season. That's why we have worked with manufacturers to ensure that there is more vaccine available in the United States this year than ever before," the statement said.

Some recent studies show influenza to be more serious than previously thought. The number of people hospitalized annually with the flu has grown sharply in the past two decades, according to an article this month in the Journal of the American Medical Association. Most of the roughly 36,000 people who die in the U.S. of influenza-related causes every year are elderly, according to the CDC.

The sudden breakdown in vaccine distribution provides another reminder of the fragility of a supply network that has been dogged for years by shortages and a shrinking number of manufacturers. Britain's Medicines and Healthcare products Regulatory Agency suspended the license for three months of the Liverpool, U.K., factory at which Chiron Vaccines, a unit of Chiron, produces its flu vaccine for the U.S. and European markets. The suspension means that no products from the Liverpool factory, Chiron's main vaccine-manufacturing plant, can be shipped to any market.

"We profoundly regret that we will be unable to meet public-health needs this influenza season," said the Chiron's president and CEO, Howard Pien.

As a result of the British decision, Chiron slashed its 2004 net earnings forecast to 35 cents to 45 cents a share, from its previous forecast of $1.50 to $1.60. Chiron's stock was down 16%, or $7.44, to $37.98 as of 4 p.m. on the Nasdaq Stock Market. Chiron also sells blood-testing equipment and medicines to fight infectious diseases and cancer.

5. What is likely to happen to the price of the flu vaccination next year? Explain your answer. 
Last year, 83 million doses of vaccine were produced for the U.S. market. Normally, that would have been more than enough, public-health officials say. Only about 70 million to 75 million Americans receive a flu shot in a typical year, according to the CDC.

Flu vaccine takes months to make, so producing more for the 2004-05 flu season isn't likely. But Anthony Fauci, head of the infectious-disease branch of the National Institutes of Health, said the government is investigating the possibility of stretching existing supplies by diluting or splitting doses.

Chiron said it was "discussing potential impact" with the Food and Drug Administration and the CDC. The company expected to supply just under half of the 100 million shots planned for use in the U.S. this year.

More than one million doses of Chiron's vaccine already are in the U.S., but none have been distributed, Chiron said, so no recall will be needed. The FDA will test those doses and determine whether they are safe and can be used, said Mr. Thompson of the HHS. FDA officials are preparing to go to the U.K. in coming days to meet with regulators [image: image4.png]U.S. TO GET REDUCED
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there and to inspect Chiron's Liverpool plant.

Yesterday's events at Chiron were the unexpected culmination of problems at the company's Liverpool plant that began late in the summer. In August, Chiron had to delay shipments of Fluvirin after discovering that a few lots of the vaccine were contaminated with a pathogen called serratia. Mr. Pien said after extensive testing, the company believed the problem was the result of human error in handling and that it had been corrected.

But the steps taken by the company didn't satisfy British regulatory authorities, who Mr. Pien said believed the problem may have stemmed from a larger manufacturing-systems problem at the plant. He said the company will meet with authorities today to discuss what steps it will next take.

Chiron wouldn't disclose full details of the regulatory problem. But the company said after discovering the contamination problem in August, it said it conducted a series of tests and communicated its findings regularly with regulatory officials. FDA officials also happened to be in the area at the time the problem happened to be in the area and began to collect information, Jesse Goodman, director of the branch of the FDA center that oversees vaccines. Since then, he said, the FDA has been awaiting a final report from Chiron based on additional tests and has been in frequent contact with the company.

Mr. Thompson said he was surprised that the British regulatory authorities halted Chiron's production and that he had no warning of the action. U.S. officials were notified in early-morning phone calls yesterday from Chiron. "We had no idea," Mr. Thompson said, and "Chiron didn't either." Mr. Pien met with HHS officials while in Washington and was reassuring, Mr. Thompson said.

Mr. Thompson said the British government is allowing FDA scientists to visit Chiron's Liverpool plant, and an FDA team was scheduled to depart for the U.K. last night.

This won't be the first season when flu supplies have been tight; production glitches caused a major vaccine shortage in the 2000-01 flu season. And a decline in the number of vaccine producers has led to numerous shortages in recent years of childhood vaccines offering protection against several diseases, from bacterial meningitis to measles.

--Gautam Naik in London contributed to this article.

Write to Jeanne Whalen at jeanne.whalen@wsj.com and Betsy McKay at betsy.mckay@wsj.com.
ANSWERS TO ARTICLE ANALYSIS QUESTIONS
Refer to chapters 1, 4 and 5 in Colander’s Economics and Microeconomics when answering these questions. Refer to chapters 2-4 in McConnell’s Economics and Microeconomics.

1. The shut down of the plant shifts the supply curve to the left as shown below (movement from point a to point b). The equilibrium price is expected to rise and the equilibrium quantity is expected to fall.
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 Return to article.
2. The price of the flu vaccine will likely not be increased by its producers because of social pressures. Producers would appear to be “exploiting” the shortage. Economic forces are still at work, but government is encouraging doctors to provide the flu vaccine for those most in need of it first. Return to article.

3. If the price remains at P0, a shortage of Q0-Q2 will result. 
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. return to the article.
4. From the standpoint of maximizing consumer and producer surplus, the firms should charge whatever price the market determines from the forces of demand and supply. The problem with this policy, however, is that not everyone’s surplus is included in the analysis. People with greater income have greater weight in the analysis. Government may place greater weight on those who face a greater risk of getting flu, but may not have the resources to pay market prices. Return to article.
5. The price of flu vaccinations are likely to rise next year because social pressures to keep the price low will have dissipated. In addition, to the extend that Chiron’s situation is similar to that at other firms, they will have to spend more to bring their factories up to code, increasing the cost of producing the vaccine. The firms will have to cover their costs by increasing the price of the vaccine. Return to article.
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