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Economics 483

Final Exam

Greg Dow April 18, 2006
WMC 3210 12:00 – 15:00

All questions have equal weight.  If something is unclear, please ask.

Answer ONE of the following two questions.  Do not answer both.

1A. The Mondragon cooperatives have existed for about 50 years and have been
studied intensively by economists and others for about 25 years.  Nevertheless,
there are few examples of similar cooperative systems.  What were the main
reasons for Mondragon’s success?  What are the main reasons why it has been
difficult to imitate this system elsewhere?  Explain.

1B. The proposal in chapter 12 to encourage employee buyouts borrowed ideas from
the plywood coops, ESOPs, codetermination, Mondragon, and the Lega.  Which
ideas were borrowed from which sources?  What is the purpose of each of these
ideas within the overall proposal of chapter 12?  Do they fit together well or not?
Explain.

Answer ONE of the following two questions.  Do not answer both.

2A. Two concepts that arose repeatedly during the course are moral hazard and
adverse selection.  Carefully define each concept and say how they differ.  Do you
think these ideas are major factors or minor factors in accounting for the rarity of
LMFs?  Carefully justify your answer.

2B. Author A claims that LMFs are rare because they provide poor work incentives
compared to KMFs.  Author B claims that this position is not supported by the
empirical evidence, and anyway it violates the replication principle.  Describe the
arguments for each point of view and evaluate them.
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Answer ONE of the following two questions.  Do not answer both.

3A. One observation about LMFs is that they are seldom found in capital-intensive
industries.  Another is that they are seldom found in industries where physical
assets are highly specialized.  Give a theoretical explanation for each of these
observations.  Does your theory also imply that KMFs should seldom arise in
labor-intensive industries, or industries where human capital is very specialized?
Why or why not?

3B. Some people claim that KMFs are more likely to be converted into LMFs when
they are in financial trouble, but LMFs are more likely to be converted into KMFs
when they are financially successful.  What is the theoretical reasoning behind
each statement?  Do you think both statements are true?  Why or why not?

Answer ONE of the following two questions.  Do not answer both.

4A. What are the main ways in which an LMF membership market is similar to a
KMF labor market?  How do they differ?  What are the main ways in which an
LMF membership market is similar to a KMF stock market?  How do they differ?
Explain carefully in each case.

4B. People often say that LMF membership markets are impractical because (a)
workers cannot afford the price of membership; or (b) workers are too risk averse
to buy a membership right; or (c) existing members prefer to pay new workers a
wage rather than admitting them as full members.  In each case, explain the
reasoning involved and say whether you think it is a good explanation for the
rarity of membership markets.  If none of these explanations is convincing, give
your own explanation for the rarity of such markets.
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Answer ONE of the following two questions.  Do not answer both.

5A. “The rarity of LMFs results from systematic market failures rather than the
inefficiency of LMFs as a form of organization.”  Do you think this statement is
mostly true, mostly false, or somewhere in between?  Carefully justify your
answer.

5B. “KMFs are not common mainly for economic reasons, but rather because history,
culture, or institutions tend to favor this form of organization.”  Do you think this
statement is mostly true, mostly false, or somewhere in between?  Carefully
justify your answer.

Answer ONE of the following two questions.  Do not answer both.

6A. Consider the theoretical synthesis in chapter 11.  Three key ideas in this chapter
were (a) credible commitment by control groups to non-controlling input
suppliers; (b) the composition of the control group; and (c) the commodification
of membership in a control group.  What empirical facts about LMFs can be
accounted for by each of these concepts?  Can each concept explain things that the
other two cannot?  Justify your answers.

6B. Does the proposal to encourage employee buyouts in chapter 12 help to achieve
the normative goals of equality, democracy, property, dignity, and community
from chapter 2?  Or is it irrelevant to some or all of these goals?  Explain carefully
in each case.

BONUS QUESTION: worth an additional 5% (a few sentences are enough).

What is the most important thing you learned in this course?  Why?




