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DO YOU REMEMBER?

If you have read the Wall Street Journal from October 10th- 15th  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. Is the Federal Reserve expected to raise or lower interest rates in the near future? Click for answer.
2. What sector is leading Japan out of its economic doldrums?   Click for answer.
3. What is the name of Europe’s last feudal state? Click for answer.
4. Name one of the two economists who won the Nobel Prize in economics this year.    Click for answer.
5. How did Hurricane Katrina affect the Fed’s deliberations the last time the FOMC met?  Click for answer.
6. What is expected to happen to world interest rates in the near term? Click for answer.
7. Why must politicians decide which taxes to raise? Click for answer.
8. When does Fed Chairman Greenspan’s term expire? Click for answer.
9. How could a person make money on a online retailer that doesn’t charge sales taxes? Click for answer.
ANSWERS TO “DO YOU REMEMBER?” QUESTIONS
1. Raise them.  (See “Interest Rates Rise as Fed Picks Up More Signs of Inflationary Pressure” October 10, page A2.)
2. Its industrial sector. (See “Japan’s Economy Gains Steam from Manufacturing Heartland” October 11, page A1)
3. The Island of Sark, one of the Channel Islands. (See “On Island of Sark, Two British Brothers Joust with Feudalism” October 11, page A1)
4. Thomas Schelling and Robert Aumann. (See “Economic Work on Game Theory Wins Nobel Prize” October 11, A2) 
5. Katrina contributed to Fed’s fear that inflation may rise and therefore contributed to its most recent rate hike. (See “Fed Sized Up Katrina's Thrust
On Inflation as It Raised Rates” October 12, page A2)
6. Central banks around the world are expected to raise rates. (See “Era of Low Rates Around the Globe May Soon Be Over” October 13, page A1)
7. Federal government deficits are getting larger and it doesn’t look like spending will be tightened any time soon. (See “Politicians Must Decide How to Raise Taxes” October 13, page A2)
8. In January. (See “The Next Act at the Fed” October 13, page A2)
9. Tell government authorities. The State of Illinois has a whistle-blower clause giving people who tattle on companies that do not charge for internet sales up to 25% of the lawsuit charges. (See “Online Retailer Skips Sales Tax? You Might Sue” October 14, page B1.)
Return to Questions 
The Cost of Victory
October 7, 2005; Page W12
With the baseball playoffs under way, the sidelined Cleveland Indians find themselves barely out of the running in two different games. Just as their 93 wins -- and final-week swoon -- made them baseball's best team to be sent home early, the Indians were passed by the Tampa Bay Devil Rays for the honor of being baseball's most cost-efficient team over the just-ended season. And while spreadsheet success obviously runs a poor second to on-field victory -- the Tribe would no doubt pay dearly for just two more wins -- it gives a good idea of how wisely teams make use of their bank accounts, no matter how large or small they might be.

To determine who got the most bang for their buck this year, we trot out a straightforward but telling stat: cost per win. Simply take a team's total payroll and divide that number by their win total. In seasons past, there was often a disconnect between those two numbers. Low-budget teams such as the penny-pinching Oakland Athletics and Minnesota Twins, once considered candidates for contraction, defied conventional wisdom and won their divisions. High-payroll teams like the Mets and the Dodgers spent much and lost more.

The New Math
However, with a few exceptions, this year's motto boils down to a simple fact: You get what you pay for.

PRICE POINTS
 

Here's what some MLB teams paid for their wins this season.
	TEAM 
	PAYROLL 
	WINS 
	COST PER WIN 

	HIGHEST 

	Yankees 
	$208.3 million 
	95 
	$2.19 million 

	Red Sox 
	$123.5 million 
	95 
	$1.30 million 

	Mariners 
	$87.8 million 
	69 
	$1.27 million 

	Mets 
	$101.3 million 
	83 
	$1.22 million 

	LOWEST 

	Devil Rays 
	$29.7 million 
	67 
	$442,971 

	Indians 
	$41.5 million 
	93 
	$446,263 

	Brewers 
	$39.9 million 
	81 
	$493,022 

	Pirates 
	$38.1 million 
	67 
	$569,149 

	CONTENDERS 

	Angels 
	$97.7 million 
	95 
	$1.029 million 

	Braves 
	$86.5 million 
	90 
	$960,636 

	Cardinals 
	$92.1 million 
	100 
	$921,068 

	Astros 
	$76.8 million 
	89 
	$862,685 

	Padres 
	$63.3 million 
	82 
	$771,839 

	White Sox 
	$75.2 million 
	99 
	$759,373 


Did some teams overpay? The New York Yankees did. Their $208 million payroll was the highest in baseball by far -- comparable with the combined payrolls of the second-place Red Sox and the Dodgers. It should come as no surprise that their cost per win ($2.2 million) is almost 70% higher than that of the Red Sox ($1.3 million).

Highlighting the inefficient Yankee spending is the fact that high-priced acquisitions like Randy Johnson, Jaret Wright and Carl Pavano often failed to meet expectations, while bargain-basement acquisitions such as Aaron Small, Shawn Chacon and Chien-Ming Wang played a big role in getting the Yanks to the playoffs.

On the opposite end of the spectrum: the surprising Indians -- who fueled their run for the pennant with such inexpensive young players as Travis Hafner, as well as a few cheap vets (Aaron Boone, for example). The result is a frugal $446,263 per win. But the rest of the penny-pinchers had to accept that their victories this season would be moral, not real, ones. Sure, Devil Rays management can pride itself on paying about a quarter as much per win as the Yankees do. But that's cold comfort to their fans, who've yet to see one winning season.

Paying to Play
The reality is that if you want enough wins to make the playoffs, you should expect each to cost about $900,000. Aside from the Yankees and Red Sox, the other playoff teams fall within a reasonably narrow range between the White Sox's $759,373 per win to $1.03 million per win for the Angels.

Does this fly in the face of the competitive balance that was supposed to be a byproduct of baseball's economic glasnost? Not necessarily. Revenue sharing lets even frugal teams like the A's splurge on a high-priced player such as Jason Kendall. And the luxury tax has encouraged even wealthy teams -- with the notable exception of the Yankees -- to play Moneyball. Even big-market teams are learning the smart-shopping strategies that let the Oakland A's compete on a shoestring budget.

But as baseball's resources -- both money and information -- get spread out more evenly, it is beginning to appear that while adding a few tough-to-find bargains can make a team a contender, finding enough of them to carry you into the postseason may now be baseball's most difficult task. Just ask the Cleveland Indians.

Write to Allen St. John at allen.stjohn@wsj.com
1. What is the economic decision rule? In light of this rule, what is misleading about the statistics presented in the article?

2. Why is the economic decision rule an inexact rule in the context of hiring baseball players?

3. What are baseball owners maximizing?
4. Define the value of the marginal productivity of labor (VMP). How might you calculate this for a baseball player? What is the difficulty of measuring VMP for a team sport?
5. Assuming VMP is measurable, how much would an owner pay for a baseball player?
ANSWERS TO ARTICLE ANALYSIS QUESTIONS
Refer to chapters 1 and 16 Colander’s Economics, and Microeconomics for help when answering these questions.
Refer to chapters 1 and 28 in McConnell’s Economics and chapters 1 and 15 in Microeconomics for help when answering these questions.

1. The economic decision rule is if the marginal benefit exceeds the marginal cost, do it. If the marginal cost exceeds the marginal benefit don’t do it. This article tells you the average cost per win, not the marginal amount paid by a baseball team owner to win. In this instance, the relevant statistic for deciding whether to hire an additional player is whether the marginal benefit exceeds the marginal cost.  The relevant question is “How may marginal dollars does a team spend for each marginal win?”   Return to article.
2. The economic decision rule is necessarily an inexact rule because the pay is negotiated before knowing the player’s performance. This is how inexperienced players can be such great payoffs. That is why Travis Hafner was such a good buy for the Indians. Return to article.
3. Baseball owners are maximizing profit, just like any other firm owner. They care about ticket, advertising and merchandise sales. Of course, having a winning team will help boost revenue, but it is not necessarily true that the League Champions brought in the most revenue.   Return to the article.
4. The value of a worker’s marginal product is the additional revenue that will be forthcoming from an additional worker. For baseball, (assuming that winning means more revenue), this might be measured by statistics such as batting averages, runs batted in, and home runs. A team needs players with the ability to run, throw, field, hit, and hit with power. A team needs a mix of these talents—a good pitcher, a good outfielder, batters who can get on base and batters that can bring men on base home. This means the ability of one player depends on the ability of another.  Adding a player or removing a player will change the marginal product of related players.  Return to article.
5. An owner is willing to pay up to the additional revenue that a player contributes. The difficulty with this approach is that the VMPs of players are interdependent. Hiring a particular player with particular abilities will change the VMP of all other players on the team. Likewise, the VMP of a particular player will be different based on which team hires him. Return to article.









