Final Exam Review Notes and Sample Exam ~ Environmental Economics

Monday April 30, 2007, 1 p.m.

Overview: The exam will cover chapters 18 and 8 in Goodstein, the film clips on the Pittsfield PCB case, Coca-Cola Conquest, The Water Wars and your research project. Goodstein’s chapter 18 is concerned with strategies to promote clean technologies. Overcoming obstacles such as positive time preference, sunk costs, uninformed consumers, government subsidies and path dependence are a few of the issues discussed. Chapter 8 discusses the difficulties economists face in measuring benefits of environmental protection, particularly non-market benefits.  

The test will have a terms and concepts section, a short-answer, problem-solving or fill-in section and an essay section. 

The material in the readings, the film clip and your research all focus on shaping and implementing policy that will address rather specific problems associated with environmental regulation. The questions to address are who pays, what is fair, how far do we go in restricting economic freedom and how do our institutions (government, non-profit, interested parties) work to ensure a proper measure of protection for both humans and the natural world. 

I expect your answers to reflect an understanding of the language of economics, the application of terms and concepts and a familiarity with the examples used in the readings and the lectures. Read the texts and your notes several times to develop a sense of how the methodology of economics addresses real world examples.

Terms & Concepts (look these up in the index, write down the definitions and applications – commit to memory. This section is worth 20 points!)

Path Dependence

Economies of Scale

Long-run Marginal Costs

Externality costs

Small-Scale Clean Technologies

Large-Scale Clean Technologies

Use Value

Option Value

Existence Value

Consumer Surplus

Willingness to Accept

Willingness to Pay

Product labeling

Minimum design standards

Contingent Valuation

Hypothetical Bias

Free Riding

Strategic Bias

Embedding Bias

Utility marketing

Technical assistance programs

Consumer subsidies

Technology forcing standards

Thin market problem

Price preference

Government procurement programs

Sunk costs

Life-cycle analysis

Adding-up problem

Economies of scale

Some (not necessarily all) Key Things to Know for the Problem Solving Section (check out the page numbers, review the concepts, explain it to a friend, call up your parents and explain it to them, review it with a tutor. Then write it down and review it before the test. This section is worth 50 points! You can’t fake this stuff, you have to be steeped in the theory.)

1. What do inertia, the built environment, government subsidies, consumer preference, and sunk costs have to do with the U.S. choice of transportation and fuel consumption relative to that of Europe?

2. Why are large-scale clean technologies more difficult to introduce than small-scale technologies?

3. Why did wind technology drop in price from $.25 per kwh in the 1980s to $.05 per kwh by 2002? What kind of technology does that make it?

4. Cloth diapers and photovoltaics are both environmentally superior to their rivals yet neither is in wide use. Why not and what do we do about it?

5. Show me the graph! We use about 7.3 billion lb. of fertilizer and 110 million lb. of pesticides to produce wheat that is not used. How is that possible? Why can’t farmers just switch out of their chemically-dependent monocrop practices?

6. What does paying for trash collection with general tax revenues have to do with promoting waste generation?

7. Say Central Vermont Public Service gives every Poultney household (we actually did this) one compact fluorescent lightbulb for half price ($7.50) and the State of Vermont gives CVPS $1.50 in tax credits for each lightbulb given away. What is that called and why would we want to do that?

8. When is it wiser to use technology-forcing strategies as opposed to product labeling to introduce energy saving products?

9. If the state subsidizes the purchase of clean technologies by private industry it may not have a least-cost result. Why not? It’s called free riding – look it up.

10. Government procurement contracts or price preferences may serve to make clean technologies profitable to private business. Why?

11. Cleaning a river of p.c.b.s has measurable market benefits but less easily measurable non-market benefits. Identify some of each.

12. Show me the Graph! How much consumers are willing to pay can be revealed in the consumer surplus if we can calculate a demand curve for the environmental benefit. The graph and then the explanation. Reservation price is another good term to use here.

13. Show me the Graph! The willingness to accept is usually greater than the willingness to pay. A graph best illustrates this phenomenon – it’s a matter of accepting a loss as opposed to paying for improvement.

14. WTA is greater than WTP often because of low incomes of households. How does that make sense?

15. If you were a free-market ideologue you’d urge the government to use WTP as a standard measure of environmental benefits. If you were a socialist you’d urge WTA as the standard for measurement. Explain.

16. The dose-response model and conservative modeling are two ways that epidemiological studies of carcinogenic risks to humans can be assessed. What is the difference between the two?

17.  Why does the public perception of risk differ from actual risk? (p. 144 – wow, gave you one).

18. Show me the Graph! Washington State surveyed some registered voters to determine if they would vote to require oil companies to upgrade oil tanks and surveyed other voters asking if they would pay X amount of dollars more in gas to pay for the upgrades. In this way they were able to determine consumer surplus. Explain.

19. Free riding causes you to answer a contingency valuation question in one way and strategic bias causes you to answer in the opposite way. Explain.

20. Why are we likely to pay more to reduce air pollution than establish a plan to reduce cigarette smoking? There are at least two reasons.

Essay Question (30 points)

Likely questions about the lawyer’s talk on the G.E. Pittsfield case, your research project, the other film clips and perhaps one about global warming.

