
JUS5831 – Environmental Law and Economics 

The language of examination for this course is English: students may answer in English ONLY, 
answers in any other language than English will be given a F (F for fail). 
 
First Question:  

In China, mainly in northern regions, water is becoming scarce.  However, desalination (the removal 

of salt from sea water) has become much cheaper in recent years, and may become a major source 

of water in the future. This raises the question which level of present water use is ´sustainable´.  

 

To analyse this, let us suppose that time can be separated into two periods, ´the present´ and ´the 

future´, and that water consumed cannot be cleaned and reused. For a given region of China, let the 

utility expressed in monetary terms, i.e. in $, from consuming water in the two periods be given by 

the following table:  

Amount of water consumed in 
billion liters in a given period 

Utility in $ in the present period 
from consuming different 
amounts of water 

Utility in $ in the future period 
from consuming different 
amounts of water 

1 5 5 

2 8 8  

3 10 10 

 

Question 1.1 (10 points): If the total amount of water is 4 billion liters, how much should the region 

use in the first period when utility is not discounted.  

Let us assume that the cost of desalination in the future period will be a function of how much is 

cleaned, as shown in the table below:  

 

Amount of desalination in billion liters Total cost of desalination in money 

1 1 

2 4 

3 12 

  

 

Question 1.2. (10 points): How much water should be consumed in the first period, given the 

possibility of desalination, when the aim is Kaldor-Hicks efficiency and utility is still not discounted?  

 

Question 1.3. (10 points): Define the concept of sustainability and discuss when  the just derived 

efficient consumption of water can be considered sustainable.  

Second question:    



A municipality considers approving a wind-mill park in its jurisdiction. A group of house-owners will 

suffer a decline in the value of their houses, due mainly to a high level of noise at night.  Let us 

assume for simplicity that the decline in the value of a house sums up (is equal to)  the total cost 

(disutility) to the house-owner.  The wind-mill owners will, in case of approval, be able to sell 

electricity on the open market in competition with coal-generated plants.  The wind-mill owners will 

then receive subsidies that reflect the perceived social value of producing electricity without emitting 

carbon dioxide.  

The municipality could decide that the owners of the wind-mills should achieve the consent of the 

house-owners before building the wind-mills, or that the house-owners should achieve the consent 

of the owners not to build the wind-mills. 

Question 2.1. (10 points): Explain why both those possibilities would lead to an efficient outcome in 

the absence of transaction costs of any kind, assuming that only the present would-be owners of the 

wind-mill park need to be ´bribed´ by the house-owners and that other owners will not emerge in the 

future who then must also be bribed.  

However, the municipality instead resorts to a liability rule which requires the wind-mill owners to be 

strictly liable to the house-owners. The wind-mill owners take their liability into account before 

choosing to set up the wind-mills.  

Question 2.2.  (10 points): At what level should damages be set to ensure an optimal start-up 

decision by the wind-mill owners? Explain.  

 

An alternative to strict liability would be to apply the negligence rule, as it were, to this kind of 

nuisance.  The wind-mill owners would then be liable to house-owners when and only when starting 

up the wind-mill park would not live up the the requirement of `due care´.  

 

Question 2.3.  (10 points): Explain which factors would go into the determination of the economically 

optimal due care standard.  

 

Question 2.4. (10 points): Explain how the application of the negligence rule requires more 

information on the part of whoever sets the due care level (e.g. the courts) than the application of 

strict liability.   

 

Question 2.5. (15 points): Discuss more generally how outcomes may be different under strict 

liability than under the negligence rule.  

 


