Chapter 14

The Economics of Public Policy

1. Which of the following is a policy the government can adopt to control natural monopolies?

a. State ownership

b. cost-plus regulation

c. Exclusive contracting

d. Anti-trust Laws

e. all of the above

2. State ownership of natural monopolies has which of the following advantages over private ownership?  State owned natural monopolies

a. have a greater incentive to decrease cost.

b. can set price equal to marginal cost and earn a profit.

c. can set price equal to marginal cost and absorb losses.

d. can set price equal to average cost and earn a profit.

e. have no way to address the fairness issue.

3. Cost-plus regulation

a. needs no costly administrative proceedings.

b. creates incentives to decrease costs.

c. does not allow the firm to cover the opportunity costs of resources.

d. allows firms to charge amounts equal to their explicit costs plus a mark-up.

e. all of the above

4. Which of the following is most likely to be efficiently regulated using exclusive contracting?

a. garbage collecting

b. electricity generation

c. natural gas production

d. telephone service

e. the computer industry

5. The largest possible economic surplus will result when price is set equal to

a. the highest possible price.

b. the highest price consumers will pay.

c. total cost.

d. average cost.

e. marginal cost.

6. It is efficient to perform a medical procedure if it has

a. some benefit to the patient.

b. no cost to the patient.

c. benefits exceeding its cost.

d. costs exceeding its benefit.

e. a medical reason.

7. The efficient length of stay in a hospital following surgery is determined by

a. the cost-benefit criterion.

b. medical necessity.

c. the third party payment system.

d. the patient.

e. an economist.

8. A group of physicians that provides medical care for patients in return for a fixed annual fee is called a(n)

a. insurance company.

b. AMA.

c. MRI.

d. HMO.

e. none of the above

9. The government insurance system that provides benefits to workers who are injured on the job is called

a. OSHA.

b. EPA.

c. health insurance.

d. HMO.

e. workers' compensation.

10. Which level of crime is considered efficient?

a. The market determined level.

b. Zero.

c. The current level.

d. The level where the marginal cost of a crime equals the marginal benefit.

e. none of the above

Problems/Short Answer

1. You own and manage a t-shirt stand.  The process of screening t-shirts leaves you with three empty bottles containing a toxic residue each day.  Because  the residue is so toxic that it harms the health of animals and humans, there are regulations requiring that it be disposed of at a toxic waste treatment plant.  However, the regulations are difficult to enforce.  You have two alternatives for dealing with the bottles: you can leave them with your other trash on the curb or pay to have them disposed of at a toxic waste treatment facility.  Leaving it with your other trash costs the value of the time it takes to take it to the curb.  Disposal at a toxic waste facility costs you the value of  the time to deliver the bottle to the treatment facility and the toxic waste disposal fee. The cost of each disposal method is given below.

Curbside trash collection: $2/day

Toxic waste facility: $50/day 

a. If there is no regulation and you are only interested in profit maximization, how will you dispose of your residue tainted bottles?  

b. If the government creates (and finds a way to enforce) a $100 fine per day on toxic waste in curbside trash, what will you do with your residue tainted bottles?  

c. Which method of waste disposal is efficient?  Explain.

1.  Suppose a store has been experiencing an average of $800 per week in shoplifting losses.  Hiring a guards to work in the store cut shoplifting losses as shown in the table below, and guards are paid $400 per week. 

a. What is the efficient number of guards for the store to hire?  Explain.

b.   What is the efficient level of shoplifting losses?

Number of guards

Shoplifting losses ($s)

0



800



1



400



2



200



3



100



4



  50

5 10
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