Economics of Medical Care

Fall 2005
M. Finkler

Final Exam
This exam consists of ten questions; please answer any seven.  Students may earn up to 140 points on the exam with each question worth a maximum of 20 points.  The Honor Code remains in effect. No books, notes, or human assistance is permitted.  You have three hours to complete the exam.

“Tax policies for health insurance will cost the federal government $188.5 billion in lost revenue in 2004, and most of the benefit goes to those with the highest incomes.” –Sheils and Haught
1. In the last fifteen years, the number of people in the United States without health insurance at a given point in time has risen from roughly 30 million to 45 million.  Describe who has and who lacks insurance.  Present an economic argument as to why health insurance coverage has eroded.
2.
Explain how tax policy works to yield the loss indicated in the quotation above. Discuss the efficiency (welfare cost) and equity (income distributional) effects of these policies.   Illustrate the welfare loss.

2. Suppose the market demand for medical care is given by Qd = 200 – 4*P and the market supply is characterized by Qs = 40 + 4*P
a.
With no health insurance available, what are the equilibrium price and quantity of medical care?

b.
If health insurance paid 50% of each bill, what would the new equilibrium price and quantity be?

c.
What would the welfare be with insurance?

4.
The Federal Trade Commission often has to assess whether hospital consolidations yield too much market power.  Define the following terms and indicate how each would play a role in making such an assessment.

a.
Economies of scale


b.
Economies of scope


c.
Data Envelopment Analysis

5.
State the three primary factors that individuals use to determine whether they wish to purchase insurance.  Based on these factors, explain whether people would purchase insurance to cover a) wart removal, b) AIDS, and c) teeth cleaning.
6.
Explain how economists attempt to isolate the effect of technology on health expenditure growth in the U.S. in the last 30 years.  How do economists assess whether such technological change has been “worth it”?
7.
Economists vigorously debate the (supplier-induced demand( (SID) hypothesis.  State two different interpretations of this hypothesis and indicate how evidence has been used to evaluate the validity of these views.  
8.
Define moral hazard and adverse selection.  Who are the primary victims of each effect?  How have they responded to protect themselves? Based on the “Lemons Principle,” what are the effects of these responses on the market for health insurance.
9.
Growth in pharmaceutical expenditures has been prominent in the discussion of health care expenditure growth.  

a.
Assume that pharmaceutical companies act as a profit-maximizing monopoly (cartel.)  Illustrate and discuss the effects on pharmaceutical prices and output levels relative that of a competitive industry.
b.
In contrast with the provisions of the 2003 Medicare Modernization Act, assume that the Federal government decided to use its purchasing power to minimize the cost of pharmaceuticals.  Illustrate and discuss the effects on pharmaceutical prices and output levels relative those that would result if the industry featured perfect competition.

10.
Medicare program


a.
Briefly describe Parts A and B of Medicare.


b.
Explain why many policy analysts are worried about the financial viability of the Medicare program in the U. S.


c.
Indicate one defect of the structure of the Medicare program and one possible way to reform the program to fix the defect. 
