ECON 460 ENVIRONMENTAL ECONOMICS K. Wainwright

FINAL EXAM STUDY QUESTIONS PART |

Instructions: The exam will be a selection of theoretical and applied questions. Quantitative questions
will be based on the assignment questions from the term homework and numerical examples from lecture.
In addition, a series of study questions have been assigned. Below are a set of possible exam questions
grouped by category

Externalities — consumption, production, general equilibrium
Policies - taxes, subsidies, standards, marketable permits

1. Beatrice is a smoker. Alfred is a non-smoker whose health is adversely
affected by Beatrice’s second-hand smoke. Explain how they can bargain to a
Pareto optimal equilibrium and illustrate the possible solutions given
different initial property rights.

2. In a partial equilibrium model of a production externality, show under
what circumstances taxes, subsidies, and standards are equivalent in terms of
their effect on pollution levels,

3. Why is cost efficiency a desirable goal of environmental policy? How is
it achieved?

4., How would you design a marketable permit system to achieve a specific:
ambient environmental quality target for areas that are in compliance with
the target when the policy 1is intreduced, and for areas not in compliance
with the target when the policy is introduced.

5. What policy instrument would you advocate for a transboundary pollutant?
Take ir_1t0 account efficiency, uncertainty, market structure, enforcement.

6; Explain how the modified ABS marketable permit policy works and what
problems it is meant to address.

7. What the the cost efficient marketable permit schemes for: (a)
uniformly mixed assimilative pollutants; (b) non-uniformly mixed assimilative
pollutants; (c) uniformly mixed accumulative pollutants? Show in theory how
a marketable permit scheme would achieve cost efficiency for each type of
pollutant.

Uncertainty

8. When az decision maker is uncertain about the location of the MB and MD
curves, explain how information about their relative elasticities may help
design a policy that maximizes the expected welfare from pollution control.
9. How do MBIs differ from CACs with regard to incentives created by the

policy to reveal information about' the polluter’s marginal costs of abatement
to the regulator?

(note: MBI is “Market Based Incentive”)
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Welfare Economics

10. How does CV, EV, and CS measure a person’s willingness to pay for changes in
environmental quality? How do the three approaches differ and what are the
advantages/disadvantages of each?

11. How does the hedonic model measure WTP for changes in environmental quality? What are
the problems likely to be encountered with this technique?



