Economics 3250 Dr. Lozada
Spring 2009 Exam 2

Do Not Turn This Page Over Until You Are So Instructed!

This exam has 25 points. There are six questions on the
exam. The questions are worth four points each, except for
Question 1, which is worth five points.

Put your answers to the exam in a blue book.

You have one hour (that is, until 2:25pm) to take this
test. After the test is over, I'll lecture until the regular class
period ends.

Answer the questions using as much precision and detail
as the time allows. Correct answers which are unsupported
by explanations will not be awarded points.



Answer all of the following six questions.

—_

[5 points] Page 179 of your textbook is attached to this exam. Read
its first paragraph (which is part before the “Conclusions” title). Then,
use a graph such as Figure 1 to explain what the authors are saying
in that paragraph.

N

[4 points] What is the relationship between tradeable pollution per-
mits and “hot spots”?

w

. [4 points] Figure 2 is one of the graphs we used in studying fishery
economics. How does this graph generate information about steady-
state yield? What is steady-state yield?

S

. [4 points] According to neoclassical economic theory, an exhaustible
resource traces what sort of path through time on a graph such as
Figure 37 Why? What is the name of the basic principle underlying
this result? (Hint: It’s named after the neoclassical economist who
first derived the principle.)

ot

. [4 points] Attached to this exam is a copy of page 251 of your
textbook. In class, I disagreed with its last paragraph.

(a) Explain why people who agree with that paragraph will think that
government regulation of pollution is less needed than people who
disagree with that paragraph.

(b) Do you agree or disagree with that paragraph? Why? (Even
though I lean towards disagreeing with it, you can still get full
credit on this question by agreeing with it; your answer will be
graded on the strength of your argument, not on whether you
agree with my position or not.)

6. [4 points] In class, we discussed five economic instruments which
could be used (or are being used) to manage municipal solid waste.
Discuss one of these instruments. (Just one of them.)
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Green taxes

A further international complication arises due to those countries which
inevitably do not sign any such international pollution tax treaty. Suppose
that we consider again a carbon tax placed upon fuel prices. If a carbon tax
treaty were signed then this would have the effect of reducing fuel demand in
signatory nations. This depressed world fuel demand would lead the oil
exporting nations to lower their prices in an effort to protect their falling
profits. However, this falling fuel price would have two effects; first, it would
offset some of the effects of the tax in signatory nations so that the slump in
demand would be somewhat countered; second, it would be taken advantage
of by non-signatory nations who would expand their demand for this cheaper
fuel. The net impacts of such a carbon tax treaty, in terms of emissions
reductions, could therefore be significantly smaller than we might initially
expect (Barrett, 1991).

Conclusions

In theory, pollution taxes provide an important route for internalizing the
external pollution damage costs caused by companies and restricting their
pollution emissions to a sustainable optimal level. They also have several
desirable side-effects in that they can also send signals to consumers
regarding the pollution consequences of their purchases. Furthermore, the
regressive impacts of these taxes upon the poorer sections of society can be
adequately compensated for by a system of tax redistribution. Because of
these factors, taxes deserve consideration as an economic incentive tool for
the reduction of pollution. However, in practice there are some formidable
problems to be addressed. The accurate determination of an appropriate
pollution tax level is dependent upon accurate information regarding the
damage costs of that pollution and the benefits of its associated production of
goods. Furthermore, in order that pollution taxes can be adopted on any
significant scale, a previously unknown level of international agreement is
likely to be necessary. The feasibility of such agreement remains uncertain.

Further reading

T. Barker and R. Lewney, ‘Macroeconomic modelling of environmental policies:
The carbon tax and regulation of water quality’, Department of Applied
Economics, University of Cambridge, 1990; mimeo referenced in Barrett (1991).

S. Barrett, ‘Global warming: Economics of a carbon tax’, in D. W. Pearce (ed.),
Blueprint 2: Greening the World Economy, Earthscan, London, 1991.

J. M. Buchanan and G. Tullock, ‘Polluters profits and political response: Direct
control versus taxes’, American Economic Review 65: 13047, 1975.

B. Bye, T. Bye and L. Lorentsen, 'SIMEN: Studies of industry, environment and
energy towards 2000", Discussion Paper No. 44, Central Bureau of Statistics,
Oslo, 1989.
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Business and the environment

We have argued that this need not be inconsistent with
jmproving the environment. What is required is careful management to
decouple the legitimate pursuit of profit from its impact on the environment.
Freely functioning markets will not do that without aid. Wholesale govern-
ment intervention will almost certainly not achieve it either: governments
may set out to be benign but they frequently manage economies and
environments no better than free markets.

It is conceivable that the pursuit of self-interest within a regulatory
¢ramework will secure sustainable development. But the moral case for the
environment remains, and it shows through in business approaches to the

environment. It shows as commitment — which we might define as a concern

for the environment which cannot be explained in terms of the self-interested
d measuring commitment are dif-

motives discussed previously. Proving an
ficult, maybe impossible. But it isn’t easy to understand some corporate
approaches to the environment unless commitment exists.

make profit.

Further reading

D. W. Pearce, Employment and Environmental Policy, Economic Report, The
Employment Institute, London, 1991.

Most large companies issue statements about commitment to €

policy. Useful illustrations are given in:

T. Burke and J. Hill, Ethics, Environment and the Company, Institute of Business
Ethics, London, 1990.

' Many case studies and useful illustrations are to be found in:

t: The Greening of European

nvironmental

Business International Ltd, Managing the Environmen
Business, Business International Ltd, London, 1990.
Some sections of this chapter have been taken from:

vernments Must Do; What Consumers Need

F. Cairncross, Costing the Earth: What Go
he Economist Business Books, London,

to Know; How Businesses Can Profit, T

1991.
D. W. Pearce, Corporate Responsibility and the Environment, British Gas, London,

1991.
The reference to the study on costs and benefits of environmental policy is:

P. Portney, Public Policies for Environmental Protection, Resources for the Future,
Washington, DC, 1990.
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