Essay Assignment
Economics 310

 Fall 2011
Students are required to write an essay of at least 1,250 words in which specific economic principles used in this class are explained and then  applied to a newspaper article.  Students should regularly read the Wall Street Journal, the business section of the LA Times or similar publications to find an appropriate article.  The article used must be dated after fall  2010. The essay must be typed, double-spaced with no more than one-inch margins. A photocopy of the article must be attached to the essay. It is worth  75 points.  Students should check with the instructor to make sure the article they have chosen is appropriate before writing the essay. Students may also bring a rough draft of their essay to the instructor for comments. The deadline for such discussion is the class period before the essay is due. I will not discuss anyone’s essay or articles on the day the assignment is due. Follow all instructions carefully. Points will be taken off if this is not done. The essay is due in class December 7. I will not accept them after this date for anything other than a medical emergency verified by note from a medical professional.  The essay should be on one of the following two topics.
Essay 1.   Consumer behavior and the demand curve. The article you chose should focus on the market for a specific good where demand has shifted. It should then explain what is happening to the demand curve using the model of consumer choice. 
The structure of the essay should be as follows:
1. Introductory paragraph which clearly specifies what market will be discussed, why the demand is shifting and in which direction and briefly summarize the article.

2. Explanation of the model of consumer choice and how it is related to the demand curve. You must explain in your own words what the model of consumer choice is and how it is used to describe the demand curve.
3. Apply the model to your article. You should discuss what in the article led you to your conclusions about the source of the shift in demand. You must include at least two graphs, a supply and demand graph which shows which way the demand curve is shifting and a graph of the model of consumer choice, i.e. indifference curves and budget line which shows why demand is shifting.
4. Conclusion

Hint #1: You must choose a consumer good, not an input into the firms production process. While there is a demand for labor, office space etc, this demand cannot be explained by the model of consumer choice.
 Hint #2: There are many causes of shifts in demand which cannot be explained by the model of consumer choice, for example population change, transaction costs etc. The article must describe a shift in demand which can be explained using the model of consumer choice. These changes are income, price of other goods, and taste and preferences.  
Essay  2.  Industry structure: Perfect competition or market power?  The article should focus on an industry. The essay should discuss what model is appropriate for analyzing what is in you article, perfect competition or one of the models of market power. 
The structure of the essay is as follows:

1. Introductory paragraph which clearly specifies what market will be discussed, what structure is appropriate and briefly summarizes the article.

2. Explanation of the various models used to analyze industry structure. You must explain in your own words the models of perfect competition and monopoly power including monopoly, oligopoly and monopolistic competition.

3. Explain which model is the best one to analyze the industry in your article and why.

4. Use that model to explain what is described in the article. You may or may not need a graph depending on the article chosen.  
5. Conclusion

Warning: I want you explain these economic principle using your own words. There should be no quotations from the textbook or any other source in your paper. I will take 10 points off the grade of anyone who quotes the text or any other source in their explanations. Any one who takes so much as a sentence from another source without documenting it will fail the class and be reported to the University for Plagiarism.
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AMERICAN SURVEY

survey of 15 farm states by the Department
of Agriculture, two out of five farmers said
they favoured phasing out programmes
such as deficiency payments, and two-
thirds sought more flexibility to plant crops
in response to market demand.

Some are taking the matter further.
Leading farm groups in Iowa, spurred on by
the shortcomings of deficiency payments
and disaster relief during the midwest
floods in 1993, are promoting a scheme
called “revenue assurance”. Under this sys-
tem the government safety net would be re-
moved entirely, with only one proviso: if
gross farm revenue were to fall below 70% of
an average based on the past five years, the
government would make up the difference.

In Illinois, the Farm Bureau is seeking to
continue a process begun in the 1990 farm
bill: “decoupling” government payments
from requirements to grow specific crops.
Farmers would still receive government
cheques for crops such as corn grown on
designated acres, but would not actually
have to plant corn. (If the market for
soyabeans looked healthier, they could
grow soyabeans.) The change would dra-
matically reinsert market forces into farm-

ers’ growing decisions, while preserving a
steady stream of income.

Both ideas have drawbacks. Revenue as-
surance raises the spectre of moral hazard:
some farmers might be tempted to neglect
their crops in order to qualify for govern-
ment money. Decoupling government pay-
ments from specific crops might make pro-
grammes look more like welfare: and
farmers worry that, if programmes look
more like welfare, the more likely they are to
be cut.

The loss of government money would
hita lot of farmers hard, not least in Kansas.
Kansan farms depend on government pay-
ments for about half of their net income, ac-
cording to a recent survey. In the west of the
state, which belongs to Mr Roberts’s giant
district, the government contributes more
than 80% of net farm income.

Mr Roberts recognises that what lies
ahead this year is a debate not just over the
farm bill but over the rationale for having
such a thing at all. He says he welcomes the
“opportunity to tell our story”. The story,
which The Aggie can be counted on to tell
entertainingly to “the agriculture know-
nothings in Washington”, is that spending

on farm programmes has already been cut
by well over half from its peak of $26 billion
in 1986: “We've already lost our fingers,
NOwW we’re on to our arms and legs.”

The money being paid now, the story
goes, is not such a big price to pay for food
security for Americans, who anyway spend
only ten cents in the dollar on food (thanks,
in part, to their farmers’ efficiency). Two
bad farm years in a row could wreak havoc:
“You have to have some safety-net struc-
ture.” Yes, there need to be changes: a more
market-oriented system, certainly, and a
shift of emphasis from supply-management
to risk-management for farmers (see page
68). But in return farmers need kinder
taxes, relief from regulatory overkill, an “ag-
gressive export policy” and protection from
the effects of foreign-policy decisions—such
as grain embargoes—which treat the farmer
asa “public utility”,

To be sure, farmers will have to play
their part in the deficit-cutting effort, Mr
Roberts argues, but they should not be asked
to do more than their fair share. He stresses
thatthe annual farm spending of $10 billion
is now dwarfed in the Agriculture Depart-
ment’s budget by the amount spent on nu-

A shaggy goat tale

CHICAGO

WHEN Congress decided to end the
federal mohair subsidy in 1993,
Texas goat country did not like it at all.
“This is the kind of land where you could
not run a cow even if you wanted to,” ex-
plains Zane Willard of the Texas Sheep
and Goat Raisers Association. South-west
Texas is rock-dry brushland; many local
goat-raisers, Mr Willard predicts, will
eventually go bust. In Edwards county,
tiny Rocksprings (pop. 1,400), the Angora
Goat Capital of the World, with a high-
school football team known as the Ango-
ras, and half its people on welfare, may

e

just dry up and blow away.
Together, the goats of Ed-
wards, Val Verde —and
Crockett counties produce
the bulk of Texas mohair.
The state, with 2m goats,
produces 90% of the Ameri-
can crop.
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zines, and Whitney Hous-
ton appeared on the cover
of one in a fetching pink
2 mohair jumper.
All this was applauded
2] in goat country, although
the high prices produced
Jof  no overnight fortunes. |
(When the market goes up, J‘
the value of federal price |
supports goes down.) But it
did provide breathing
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In fact, although mo-
hair drew the loudest complaints, Con-
gress closed the book on all wool subsi-
dies: the first time a major programme
has been cut since potatoes and tung nuts
were chopped in the 1950s. So Texas shep-
herds are suffering too. Last year
the government’s price support
cheque was cut by 25%. This year
it will be cut by 25% again, and
all supports will end in January
next year.

Strange forces, however,
have been at work to soften the
blows. Between December 1993
and December 1994, the price of
mohair tripled. Suddenly, fash-
ion had decided that mohair
was  “in”. Italian designers
found a dozen uses for it, even
mohair bikinis and backpacks,
and domestic demand was
pepped up by a run of good
publicity. Praise for mohair ap-
peared in all the right maga-

room and time to concen-
trate on the other problem faced by the ar-
ea’s goat-raisers: predators. A drought has
brought in a host of coyotes, bobcats and
mountain lions looking for food (many,
say the locals, strolling over from Mexico). |
Bears, too, have caused problems. Last Oc-
tober a female bear and two cubs killed
about 15 goats in one go. Because bears are
protected under Texas’s endangered-spe-
cies laws, wildlife officials had to collect
the marauders and fly them out to a gov-
ernment reserve.

A herd of goats should each year pro-
duce almost as many kids as there are
nannies. In Texas, because of the preda-
tors, the figure is only about 40%. When
fashion turns sour, and when the subsidy
is finally cut, the goat population will be
thinned out even further. Bill Clinton
mentioned the cutting of the mohair sub-
sidy in his state-of-the-union speech in
January: it was an easy way to sound
tough. All said, these are hard times to be
long-haired goat.
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The article below is a sample article which could be used for either of these topics. (This is a sample article. You cannot do your essay on this article. You must find your own.)
This article could be used for the first essay. It describes an increase in demand for mohair caused by a change in tastes.  It describes mohair being used by hip fashion designers, worn by celebrities etc.  It could also be used to the second essay. It describes the mohair industry which is clearly perfectly competitive. Your graph in this case would show the effect of both an increase in demand, and increase in cost on such an industry.

