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Sample First Examination Questions

Label the following statements as being "true", "false" or "uncertain" and briefly defend your answer. If you label a statement as "uncertain," be sure to state the circumstances when it is true and the circumstances when it is false. 

1. Imposing a severance tax on an increasing-marginal-cost-of-extraction, depletable resource would hasten the rate of extraction by diminishing future profits.

2. Compared to a competitive allocation of an increasing-marginal-extraction-cost depletable resource, the formation of a natural resource cartel which includes most, but not all, of the suppliers will result in a slower rate of extraction, more taken out of the ground, and a larger increase in profits for non-members than members.

3. Public goods and goods supplied by a monopoly share the characteristic that the market typically supplies an inefficiently low amount.

4. Using depletable rather than renewable resources violates the sustainability criterion.

5. Damages to the environment can be measured by conjoint analysis, a technique that uses statistical techniques to infer value from related markets.

6. Under liability law the higher the damage awards, the more likely an efficient response to environmental risk will result.

Short Answer

1. What is the “free-rider” problem? When does it arise? What effect does it have on environmental policy? (10 points)

2. Consider the allocation of an increasing marginal extraction cost depletable resource. Suppose the demand for this resource is stable over time and that an abundant perfect substitute exists at a price higher than current prices, but lower than the maximum price consumers will pay.

(a) Compared to an efficient allocation of this resource over time, how would its allocation differ if it were treated as a free-access, common-property resource? Specifically what effect would this type of property regime have on price and extraction quantity profiles over time and timing of the switch point? (10 points)

(b) Could a per unit severance tax, if it is set at the right level, restore efficiency? Why or why not? (10 points)

3. Suppose the government is planning to use benefit cost analysis to decide whether to allow a company to dam a particular stretch of river for the production of hydroelectricity. Although it would add to the energy supply, this project would cause some decline in the value of the river as wildlife habitat and the use of the river for recreation. The alternative is to preserve the site in its natural state and maintain it for wildlife habitat and recreation. While identifying the benefits of electricity is pretty straightforward, how about the costs of building the dam?

(a) What concept would be used as the basis for quantifying the opportunity costs of constructing the dam? 

(b) Describe a valuation methodology that could be used to quantify this concept. How would it be implemented? What information would you need? How would you use it? 

4. Explain how economists value human life for the purpose of establishing the optimal level of life-saving protection to be afforded by environmental regulation.

5. Explain why scarcity rent arises in the intertemporal allocation of depletable resources. According to traditional economic theory, competition eliminates excess profits. Why doesn't it eliminate scarcity rent in this case?

6. Why can the presence of an externality lead to an inefficient allocation? Give an example of an externality that produces an inefficiency in student life at Colby. Be clear about the nature of externality and exactly what the specific lost net benefits are.

7. What is the difference between strong sustainability and environmental sustainability?

8. What effect is electricity deregulation expected to have on air pollution? Why? 

9. Describe two strategies for reducing possible adverse air pollution effects from electricity deregulation. 

10. How could a change in energy prices affect land use?

Concepts

Define each of the following concepts and state what role it plays in environmental or natural resource policy.

Hartwick Rule

Weak sustainability

Strong sustainability

Tradable energy certificates

Price-Anderson act

Hubbert's peak

Renewable portfolio standards

Conservation banking

Conservatin easements

