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Healthcare Economics  

1. In Akerlof’s lemons problem (see Chapter 10 of the Folland et al text), with symmetric 
information, suppose that 5 cars are available with quality levels 0, 1, 2, 3, and 4.  If the 
sellers have a reservation price of $2,000 per unit of quality, and the buyers value cars at 
$3,000 per unit of quality, the equilibrium price per car will be: 

 

a. $2000. 
b. $4000.  
c. $6000. 
d. no market will exist.  

 

2. In problem 2 if instead sellers know more about their cars than do buyers, the equilibrium 
price will be: 

 

a. $2000. 
b. $4000.  
c. $6000. 
d. no market will exist. 

 

Figure 11-2 Interaction of Health Insurance and Employee Wage 

 

3. In Figure 11-2 (see above), suppose that the Atlas Company offers a benefit that costs Atlas 
$1 per hour but is worth $2 per hour to the employees.  In the new equilibrium, wages + 
benefits per worker will _____ and total employment will ____. 
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a. fall;  rise. 
b. rise; fall. 
c. rise; rise. 
d. fall; fall. 

 

4. In Figure 11-2, suppose that the Atlas Company offers a benefit that costs Atlas $0.25 per 
hour but is worth $0.10 per hour to the employees.  In the new equilibrium, wages + 
benefits per worker will _____ and total employment will ____. 

 

a. fall; rise. 
b. rise; fall.  
c. rise; rise. 
d. fall; fall. 

 

5. Suppose that a physician serves two markets with demand and marginal revenue curves 
given by 

 

   P1 = 100 – Q1  MR1 = 100 – 2Q1 

   P2 = 130 – 2Q2 MR2 = 130 – 4Q2 

 

where Q is quantity demanded of physician services, P is price, and MR is marginal revenue.  

Assume marginal cost is constant at $10.  What price would the physician charge in each 

market in order to maximize profits. 

 

a.  P1 = $45 and P2 = $80. 
b.  P1 = $55 and P2 = $70. 
c.  P1 = $35 and P2 = $50. 
d.  P1 = $60 and P2 = $60. 

 

6. Suppose that Hospital 1 faces demand and marginal revenue curves given by 

  P1 = 200 – 2Q1 MR1 = 200 – 4Q1 

 

A second hospital enters the market, and the competition changes the demand curve facing the 

Hospital 1 to: 
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  P1 = 100 – Q1 MR1 = 100 – 2Q1 

 

where Q is quantity demanded of hospital services, P is price, and MR is marginal revenue.  

Assume marginal cost is constant at $20.  The competition ____ the quantity produced and 

____ the price charged by Hospital 1. 

 

a.  reduces; reduces. 
b.  increases; increases. 
c.  increases; decreases. 
d.  decreases; increases. 

 

7. Suppose that managed care costs $3,000 per enrollee and FFS costs $4,000 per enrollee and 
each enrolls one-half of the population.  Suppose each sees their costs increase by 5 
percent over the course of a year.  At the end of the year, average patient costs across both 
groups will have: 

 

a. increased from $3,500 to $3,675. 
b. increased from $3,000 to $3,150. 
c. increased from  $4,000 to $4,200. 
d. stayed constant. 

 

8. Suppose that managed care costs $3,000 per enrollee and FFS costs $4,000 per enrollee and 
each enrolls one-half of the population.  After a year, one-third of the population is enrolled 
in FFS and two-thirds in managed care. Suppose sees their costs increase by 5 percent over 
the course of a year.  At the end of the year, average patient costs across both groups will 
have: 

 

e. increased from $3,500 to $3,850. 
f. increased from $3,000 to $3,300. 
g. increased from  $4,000 to $4,400. 
h. stayed constant. 

 

 


