Homework 1
Economics 118
Industrial Organization

Due Feb. 14, 2005

Note: All homeworks are due at the beginning of class.

Homework instructions: SHOW YOUR WORK. Indicate which formulas you are using and do not simply report single numbers. Where relevant, include a graph, but also provide verbal explanations. When drawing a graph with actual numbers, you should make sure the graph is proportional. It is fine to work in a group (in fact it is encouraged), but please make sure that each group member understands how to answer all the questions. When turning in your homework as a group, please give me one copy for the group and include the names of all those involved, listed in alphabetical order! Groups can be between 2 and 4 individuals. 

1. Problem 2.4 & 2.5.
2. Problems 3.1 & 3.3.

3. Problem 4.2 & 4.3

4. Suppose Drew U. announces that student fees will be going to go up by a third.  
a.        Suppose that the fees charged by other higher educational institutions do not change. How is that likely to affect each of these markets (state schools, other private schools). Draw a different graph for each market.
b.
How might your answer differ if you assume that increases in fees are also likely to occur at other private institutions, but not at state institutions.
c. 
How might your answer change if you assume that prices increase by the same percentage at all institutions of higher learning.
d.       How will each of the scenarios listed above affect the textbook market? Why?

5. Provide a brief summary/discussion of the points made in the article “Is Small Beautiful? Is Bigger Better?”  Be sure to include some discussion of the relevant theoretical economic concepts.
6. Suppose for three years income has been increasing and the income elasticity of demand for ACME tools is 0.3.
a. What will the change in the number of ACME tools being purchased be, if the rise in income over the past 3 years has been 10%. (Show graphically as well as providing a number.)
b. Are ACME tools an inferior or a normal good?
c. If forecasters are predicting that income will continue to rise in the next year, can ACME expect their sales to rise as well?
