This exam is in four parts. Part I is worth 20 marks, part II is worth 20 marks, part III is worth 30 marks and part IV is worth 50 marks for a total of 120 marks.

PART I: Multiple choice questions: Answer ALL of the following questions. Two marks each for a total of 20 marks.
1. Canada solves the problem of adverse selection in the health care market by:
a. Making everyone use publicly-financed health care

b. Providing doctors with treatment guidelines

c. Requiring people to pay for prescription medications either directly or through private insurance
d. Separating high risk and low risk individuals

2. Sui’s demand for books is given by p=20-2q. Sue borrows Sui’s books and reads them. The benefit Sue gets from reading Sui’s books is MB=10-q. If the price of books is $6, the efficient quantity of books is:

a. 4

b. 6

c. 8

d. 10

3. Micky’s demand for hog dogs is given by p=5-q where p is the price in dollars and q is the number of hot dogs. The marginal benefit Micky gets from the third hot dog he consumes is:
a. $1

b. $2

c. $3

d. There is not enough information given to determine Micky’s marginal benefit.

4. Every point on a social indifference curve

a. Provides each individual in society with the same level of utility
b. Is efficient
c. Is inefficient
d. Provides society as a whole with the same level of social welfare
5. A pure private good is

a. nonrival and nonexcludable
b. rival and excludable
c. rival and non-excludable
d. nonrival and excludable
6. The marginal cost of coffee is constant at $10 per pound. The marginal damage associated with coffee production (pesticide use) is given by MD=q/5 where q is the quantity of coffee in pounds. The marginal social cost when 10 pounds of coffee are being produced is:

a. $120

b. $100

c. $12

d. $10

7. Equalization payments are
a. An unconditional block grant

b. A conditional block grant

c. An unconditional matching grant

d. A conditional matching grant

8. In order for provinces to receive the Canada Health Transfer, their provincial health insurance plans must be:

a. Comprehensive

b. Portable

c. Publicly administered

d. All of the above

e. None of the above

9. In Canada, eligibility for ‘welfare’ or social assistance is typically based on:
a. Marital status (single parents receive higher benefits than married couples with children)

b. Need (people with greater needs receive higher benefits than those with less needs)

c. Employment history (the recently unemployed receive higher benefits than long-term welfare claimants)

d. Contribution history (only those who have paid welfare premiums in the past are eligible for benefits)

10. If voter turnout decreases in the 18-30 age group then, all else being equal, the age of the median voter:
a. Increases

b. Decreases

c. Stays the same

d. Is less than the average age of the population as a whole

PART II: Short answer questions. Answer FOUR of the following. Five marks each for a total of 20 marks.
1. Define moral hazard. Give an example of a moral hazard problem associated with Employment Insurance. Explain in one or two sentences.
2. State the first theorem of welfare economics. Explain it using a diagram.
3. Explain how a pay-as-you-go pension plan works. Is the Canada Pension Plan a pay-as-you-go plan?

4. When goods producing externalities are taxed appropriately, efficiency increases. Draw a diagram showing the efficiency gains (a ‘welfare gain triangle’) created by a Pigouvian tax. Explain what a Pigouvian tax is.

5. State the Tiebout hypothesis and list three assumptions necessary for the Tiebout hypothesis to hold.

PART III: Medium answer questions. Answer THREE of the following questions (10 marks each for a total of 30 marks).
1. In 1982, 13 percent of 21 year olds were attending university. In 2004, 26 percent of 21 year olds were attending university. What effect will this increase have on Canada’s economy (a) according to the human capital model of education and (b) according to the signaling model of education? Be sure to explain each model.
2. The Canada Education Savings Grant gives parents a grant of 20 cents for every dollar they save for their children’s education, up to a maximum of $2,000 in savings/$400 in grant. Some parents save more than others, and the average CESG per Canadian child is approximately $100. 

a. Show that a $100 per child block grant makes parents better off than a matching grant that costs the government $100 per child.
b. What are the advantages and disadvantages of replacing the current matching grant program with a block grant?

3. State and explain the Coase Theorem. True, false or uncertain: “The use of tradable permits to control emissions is a good example of the Coase Theorem in action.” Make sure your answer includes a brief description of how tradable emission permits work and a diagram.

4. True, false or uncertain: “Utilitarians believe that income should be distributed equally among all members of society”. Discuss. 
5. True, false or uncertain: “The present system of equalization payments gives provinces that receive equalization incentives to increase provincial income and sales tax rates.”

PART IV: Long answer questions: Answer TWO of the following questions. Twenty-five marks each for a total of 50 marks:

1. For five years, Stan and Jan have both worked 37.5 hours per week every week. Stan earns $10 per hour, Jan earns $20. Unfortunately, both were fired (lost their jobs). Now both are eligible for Employment Insurance (EI).
a. Remembering that Employment Insurance benefits are 55% of pre-unemployment earnings, how much will Stan get in EI benefits each week? How much will Jan get? (2.5 marks)
b. Stan and Jan are allowed to find part-time work and still collect EI. They can earn up to 25% of their weekly benefits without penalty. After that, their EI benefits are reduced by $1 for each $1 that they earn. How much can Stan and Jan earn before they start to lose EI benefits? (2.5 marks)
c. Assume that Stan and Jan could find work at their old wage rate. Draw Stan’s budget constraint. Draw Jan’s budget constraint.  Compare their work incentives (ignore income and other taxes). Does one person have more of an incentive to stay on EI than the other? (10 marks)
d. Professor Genius says, “It’s unfair that some people get more EI benefits than others. Everyone should get the same benefits: $309.38 per week.” (Hint: that’s the benefits you’d get if you had been working 37.5 hours per week at $15 per hour before losing your job).  Redo parts (b) and (c) with Professor Genius’s new EI system. Now does one person have more of an incentive to stay on EI than the other? Explain. (10 marks)
2. Jordan, Jake and Jinn are all ECON 3403 students. They can share their lecture notes at no cost – photocopying is free. Each has the same individual benefit from lecture notes: MBJ=10-5q, where q is the number of copies of the notes for a given lecture (e.g., if q=2 for the public goods lecture, they would have two copies of the public goods lecture notes). The marginal cost of going to lectures (foregone earnings, inconvenience, entertainment value) is $15 per lecture.  Note: illustrate your answers to this question with diagrams.
a. Graph each person’s individual demand for lecture notes and the marginal cost of attending lectures. If Jordan, Josh and Jinn are all selfish and make their decisions in isolation, how many of them will attend lectures? What is q equal to? (Assume there are no benefits to attending lectures other than getting the lecture notes). (5 marks)
b. Calculate the aggregate demand for lecture notes and the efficient q. (5 marks)
c. Compare total consumer surplus at the point (q) you found in part (a) and at the point (q) you found in part (b). How much could Jordan, Jake and Jinn gain from moving to the efficient outcome? (5 marks)
d. Jordan, Jake and Jinn become friends with three more ECON 3403 students: Josh, Jill and Jen. The three new students also have the same marginal benefit from lecture notes:  MBJ=10-5q. Redo parts (b) and (c) for six students instead of three. How do your answers change? (5 marks)
e. How can the students achieve an efficient outcome? Who do you think is more likely be able to achieve efficiency: the group of three people or the group of six people? Why? Discuss. (5 marks)
3. Health care and the budget maximizing bureaucrat.

a. Summarize the theory of the budget maximizing bureaucrat and illustrate with a diagram (5)
b. Draw a diagram illustrating the problem of moral hazard with “hazardous doctors” in the health care market.  Explain (5).
c. Write a short essay outlining the similarities and differences between “hazardous doctors” and budget maximizing bureaucrats? Are there any differences? What policy responses could be used to control budget maximizing bureaucrats, hazardous doctors or both? (15 marks)
