
ECO 610 
Problem Set #4 
Fall 2020 
 
1. (8 pts.)  See the attached article from the WSJ 11/24/17.  Describe the pertinent market structure 

characteristics of the paint industry, and explain what type of market structure you think it is.  Then 
take the information on sales by each of the major paint producers and calculate the industry HHI.  
Explain how you get your answer and show your work.  There are a number of smaller producers not 
listed in the chart, but you can ignore them for purposes of answering this question. 

 
 
2. (12 pts.)  Read the attached article on the global cobalt market from the WSJ 11/30/17.  Cobalt is 

mined by a number of companies in different places around the globe.  Since the beginning of the 
year, cobalt prices have increased from around $10/lb to $30/lb.  As you can see in the attached 
chart, cobalt prices had been in the $10 to $15 range for a number of years.  Since you work for a 
major battery manufacturer supplying automobile manufacturers in North America, your bosses 
have asked you to explain what is going on.  The CEO and most of the board members have MBA’s, 
so they understand commodity market models.  Now for the framework of your report: 
a) What does long-run equilibrium look like in the global cobalt market?  Is long-run equilibrium 

price closer to $10 per pound or $30 per pound?  What does that suggest to you about 
minimum LRAC for producing cobalt?  Draw diagrams for the market and for a typical cobalt 
mining company that are consistent with your description of long-run market equilibrium. 

b) What does the future hold?  Do you anticipate that prices will stay at $30 per pound, or do you 
see them returning to a lower level?  If so, what level?  And how long do you think the 
adjustment process will take?  Draw diagrams for the market and for a typical cobalt mining 
company consistent with your explanation of 2016 prices being $10/lb, 2017 prices being 
$30/lb, and 20?? prices being whatever you are predicting. 
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