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MID-SEM EXAM NOTES 

 

WEEK 1: INTRODUCTION 

WEEK 2: DEMAND FOR HEALTHCARE 

WEEK 3: CONSUMER THEORY 

WEEK 4: GROSSMAN MODEL OF HEALTH 

WEEK 5: SOCIO-ECONOMIC DISPARITIES 

BASIC DEFINITIONS 

CALCULATIONS 

 

 

FINAL EXAM NOTES 

 

WEEK 6: LABOUR MARKET FOR PHYSICIANS 

WEEK 7: THE HOSPITAL INDUSTRY 

WEEK 9: DEMAND FOR INSURANCE 

WEEK 10: ADVERSE SELECTION (MfL) 

WEEK 11: ADVERSE SELECTION (R-Sm) 

WEEK 12: MORAL HAZARD 

CALCULATIONS 

 

  

WEEK 8: Mid-sem exam (no classes in this week) 

WEEK 13: Revision lecture (no new content) 

 

 

Please note: 

Notes taken into the exams must be HAND-WRITTEN, not typed up 

(like these notes). Use the document to avoid heaps of time spent gathering information 

from the textbook and course content.  



ECON2460 FINAL EXAM NOTES 

*MUST BE HAND-WRITTEN* 
WEEK 6: LABOUR MARKET FOR PHYSICIANS 

• One of the principal costs of medical school is the opportunity cost of time spent at university, as opposed to working 
and earning money. 

• The training process to become a doctor is very expensive, so salaries must be higher to compensate them for the 
time and money spent. 

• Residency involves on-job-training. This leads to the July effect, where new medical school graduates replace 
experienced residents. The average experience level in teaching hospitals drop and the quality of care in these 
hospitals supposedly drop too. 

• Net present value (NPV) of lifetime income should be considered when assessing a profession and its next best 
alternative. 

• NPV is the discounted sum of all future earnings from the current period and onwards. 

• The discount factor is between zero and one; it implies that someone values money in the next period only X% as 
much as they value the same amount of money in the current period. 

• Present value (PV) of selecting a profession is the present value of lifetime income; e.g. become a physician over 
being a surfer when PVP > PVS 

• The internal rate of return (IRR) is the interest rate that makes someone indifferent between two professions. The 
discount rate of an investment that would imply a NPV of zero for that investment, versus the next best alternative. 
IRR doesn’t take work hours, job satisfaction, etc. into account. 

• Taking up an investment is dependent on the level of patience. It’s their willingness to defer current consumption for 
future benefits. 

• Barriers to entry into medicine help to explain why its IRR is so high, relative to other professions requiring university 
degrees. 

• If barriers to entry are high, there would be a higher average level of healthcare, but higher prices. 

• Physician-induced demand: the extra demand for medical goods induced by a physician's own goals other than the 
patient's objectives. 

• Defensive medicine: is where a doctor deviates from optimal medical practice, for fear of being sued for malpractice. 
Lawsuits incur high costs. 

• Discrimination in healthcare is when different groups of people receive different treatments for the same conditions. 
This can be taste-based (inefficient) or based on statistics (efficient). 

• If discrimination is efficient, the marginal benefit of treating one population group must be equal to the treatment of 
the rest of the population. 

• If the IRR is higher than an individual’s discount rate, they should make the investment; future returns are worth the 
wait. If low, they should not; i.e. IRR > rr is patient; IRR < rr is impatient. 

WEEK 7: THE HOSPITAL INDUSTRY 

• Advances in medical care and changes in how insurers compensate hospitals are the two important reasons for 
transition from in-p to out-p care. 

• Average length of stay has decreased. Patients are less likely to spend a long period of time in hospital. This is likely 
to be a good thing. 

• Good hospitals need good physicians, but modern hospitals are large organisations that employ a diverse range of 
workers e.g. administrators. 

• Hospitals that perform a procedure at a higher volume have better patient outcomes. This correlation is termed the 
volume-outcome relationship. 

• Learning by doing hypothesis and selective referral hypothesis are the possible modes of causation with this 
relationship. 

• Market for hospitals is not perfectly competitive. Non-excludability, product differentiation, market concentration and 
distorted demand are factors. 

• Herfindahl-Hirschman Index (HHI) is a measure of market concentration. It ranges between zero and one. 

• A high HHI implies great market power, which means that a small group of firms dominate the market. A low number 
indicates greater competition. 

• If products are perfect substitutes customers always go for cheapest supplier. Products are differentiated if patients 
think they’re different. 

• Patients may have references around better beds, doctor’s recommendation, closer to home, and better reputation. 

• Hospital industry can be viewed as differentiated product oligopoly, where markets with few firms offer products that 
are not P-S from one another. 

• Insured patients do not face full price of healthcare. This is another factor that limits price competition in these 
markets. 

• Hospitals compete on perceived quality of care. Those with highest P-Q would attract the most patients. 

• Medical arms race hypothesis: hospitals adopt latest available medical technologies to attract physicians and 
patients. 

• This can result in an over-consumption of medical technology. There could be increased costs without actual 
improvements in health outcomes. 

• In a DRG payment system, hospitals are compensated based on the types of diagnoses made with patients. FFS is 
fee-for-service i.e. quantity. 


