Economics of Medical Care

Fall 2007
M. Finkler

Final Exam
This exam consists of 10 questions; please answer any seven.  Students may earn up to 140 points on the exam with each question equally weighted.  The Honor Code remains in effect; thus, no books, notes, or human assistance is permitted.  You have 3 hours to complete the exam.

(Ideally, evidence-based medicine strikes at the heart of the poor health outcome end of the spectrum by reducing this variation” – John Iglehardt, Health Affairs, 2005
1.
David Cutler and Mark McClellan ask the question: “Is Technological Change in Medicine Worth It?”  What technique (analytical method) do they use to answer the question?  What types of answers do they obtain?  (Indicate an example of a change that they deem worthwhile and one not deemed worthwhile.) What, if anything, might be problematic with their analytical method?
2.
Income tax breaks for health insurance premiums have been estimated to reduce Federal governmental revenues by roughly $200 billion.  Discuss the efficiency (welfare cost) and equity (income distributional) effects of these policies.   Illustrate the welfare loss.

3. In his New York Times article, Greg Mankiw stated that “Health costs are eating up an ever increasing share of American incomes.”  

a. Provide some evidence that is consistent with this claim.  

b. Mankiw is not disturbed by these numbers.  Why not? 
c. If one compares real U.S. health expenditures per person with those of other countries in purchasing power parity terms, the U.S. seems even more out of line, given its income, with other countries.   Why should such evidence not be taken as confirming that we spent too much on health care?
4. Discuss and illustrate the economic theory of the demand for insurance.  If insurance premiums were not exempt from the income tax, would a fifty year old head of household purchase insurance to cover each of the following.  Explain your reasoning.  
· Annual flu shot

· Broken leg

· Coronary artery bypass surgery

5. Consider the town of Medicalia as described in the below scenarios. Be sure to provide appropriate graphical analysis with your answers.

a. Medicalia’s hospitals have joined together to form one hospital group.  Assuming they act as if they are a profit-maximizing single seller, characterize the market price and quantity of hospital services that would result.  

b. All employers in Medicalia decide to operate as a single buyer of hospital services (unrelated to part a.)  Assuming that they seek to minimize costs, characterize the market price and quantity of hospital services that would result.

c. Comment on the economic welfare implications of part a.

d. Comment on the economic welfare implications of part b.

6. Efficiency.

a. Define and illustrate technical efficiency.  
b. Define and illustrate allocative (price) efficiency.

c. Explain how both concepts can be employed to understand efficiency differences in the staffing of a behavioral healthcare center or a pain relief center.

7. Consider the quotation at the beginning of the exam.

a. What does Iglehardt mean by “evidence-based medicine?”  
b. How does Iglehardt’s statement relate to Wennberg’s physician practice style hypothesis?

c. Economists argue that incentives have a great deal to do with the variations identified by Iglehardt and Wennberg.  Explain this argument.

d.
 How might the reports of the Pennsylvania Health Care Cost Containment   Commission be used to address Iglehardt’s concern?
8. Economists vigorously debate the (supplier-induced demand( (SID) hypothesis.  
a. What is meant by “SID?”  Why should it concern policy makers?
b. Would SID occur if information asymmetry did not exist? Explain your answer.
c. What policy do those who believe in SID suggest to reduced the magnitude of the public policy problem referred to in part a?

d. Why do some economists reject the SID hypotheses?

9. a.
Define and give an example of moral hazard.

b. Define and give an example of adverse selection.  
c. Which economic agents are likely to be the victims of these forces and how have they responded to protect themselves?

d. Economist John Nyman (LU ’70) believes that we overestimate the magnitude of moral hazard.  What argument does he make?

10. This question concerns Medicare.
a. Briefly describe Parts A through D of the Medicare program. 
b. Describe one of Fuchs’ myths about the future of Medicare and indicate why he views it as a myth.

c. Gerald Anderson and Hugh Waters have proposed Medicare Part E(veryone), which would allow people to keep their current employer-sponsored health care coverage while offering coverage to all through expansion of the Medicare program (with subsidies for low income individuals.) In terms of efficiency, briefly discuss one positive and one negative aspect of such a proposal.
