
JUS5831 – Environmental Law and Economics 

Short Questions. Answer should not be more than 1 paragraph for each question. 5 Points Each 

1. What is Opportunity Cost (OC)? Give an example of OC.  

2. Define Pareto Optimality. How it is different from Potential Pareto Improvement?  

3. What is Transaction Cost (TC)? Give some examples of TC.  

4. State both (simple and complicated) versions of Coase Theorem.  

 

Long Questions. For each question, your answer should not exceed one, single-spaced, page. 10 

Points Each 

5. What are different approaches to control of environmental risks? Discuss the factors bearing on 

the appeals of Ex Ante versus Ex Post Approaches.  

6. What is a nuisance law? The law of nuisance is based on a rather vague tort law principle of 

“reasonableness”. What factors do courts consider in deciding a “reasonable” use of property?  

7. What is an unfunded mandate? What are the typical arguments for and against unfunded 

federal mandates?  

8. What are assumptions of the basic deterrence theory? Given these assumptions, one can study 

the effect of liability rules on the behavior of parties (injurer and victim) and social welfare. 

Discuss effects of liability rules (no liability, strict liability, and negligence rule) on the behavior 

of parties and social welfare when the levels of care by the injurer are the only determinant of 

risk.  

 

Essay Questions. Your answers must be complete. There is no space limitation. 20 Points Each 

9. Consider a factory whose smoke causes damages to the laundry hung outdoors by 3 nearby 

residents. In the absence of any corrective action each resident would suffer $75 in damages, a 

total of $225. The smoke damage can be eliminated by either of two ways: A smokescreen can 

be installed on the factory’s chimney, at a cost of $150, or each resident can be provided an 

electric dryer, at a cost of $60 per resident:  

  

a. What is the efficient solution to above problem? Installing smokescreen or providing an electric 

dryer to each resident?  

b. Assuming that the transaction cost is zero, discuss whether the efficient solution would result if 

the right to clean air is assigned to the residents or if the right to pollute is given to the factory?  

c. Assuming that the transaction cost is $50 for each resident, discuss whether the efficient 

solution would result if the right to clean air is assigned to the residents or if the right to pollute 

is given to the factory?  



  

10. For regulating pollution, marketable emission permits and Pigouvian taxes are equivalent policy 

instruments under perfect certainty, while this is not true under particular forms of uncertainty 

(e.g. benefits and costs). Discuss!  

 


