
Det juridiske fakultet 
Universitetet i Oslo 

Side 1 av 3 

 

 

EKSAMEN I JURIDISKE VALGEMNER  

HØST 2013 

Dato: Onsdag 20. november 2013 

Tid: Kl. 10:00 – 14:00 

 

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). 

 
Question 1 
 
Consider the case of a firm that emits noise which keeps a neighbor awake at night. Society aims for a 
regulation that is Kaldor-Hicks optimal.  
 
Question 1.1. Explain what is meant by Kaldor-Hicks optimality. 
 
Question 1.2. Explain why, if transaction costs are zero, it makes no difference to the Kaldor-Hicks 
optimality of the outcome whether the firm is freely entitled to emit noise or whether the neighbor is 
granted the right to enjoin the firm in case it emits noise.  
 
We now assume that transaction costs are not zero but prohibitive (very large), e.g. because the firm and 
the neighbor are not on speaking terms. We assume that we can measure the prospective harm to the 
neighbor by estimating how much the value of the house will decline if the firm is allowed to emit a given 
level of noise. Let us assume that the level of harm for the neighbor and the cost for the firm of reaching a 
given level of abatement are given by the following table:  
 
 
 

 25 dB noise 35 db noise 45 db noise 

Cost to the firm of 
abatement 

 
50000 $ 

 
20000 $ 

 
5000 $ 

Harm to the 
neighbor 

 
35000 $ 

 
55000 $ 

 
100000 $ 

  
 
We assume first that the numbers in the table are known by all, i.e. by the firm, by the neighbor and by the 
regulator.  
Society can choose to regulate the firm’s conduct in one of two ways. Either society can grant the firm the 
right to emit a given level of noise and then sanction deviations from this level harshly (i.e. use a property 
rule) or it can require the firm to compensate the neighbor for the harm created (i.e. use a liability rule).  
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Question 1.3. Explain why this choice of how to regulate does not matter under the assumptions made so 
far. Explain what the outcome will be.  
 
Assume now that the regulator knows neither the cost to the neighbor nor the harm to the neighbor but 
that he regulator can become informed at a cost. It costs 5000 $ for the regulator to become informed of 
the firm’s costs (the numbers in the first row of the table), and 5000 $ to become informed of the 
neighbors harm (the numbers in the second row of the table).  
If the regulator opts for the liability rule, it can choose between the negligence rule and strict liability. 
When harm must be measured ex post, this measurement costs also 5000 $. Assume that the regulator 
chooses the instrument of regulation before choosing how much information to acquire ex ante.  
 
Question 1.4. If the regulator chooses the negligence rule, what should ideally be the standard of due care 
if there were no costs to the regulator of being informed?  
 
Question 1.5. Explain in what sense the negligence rule is a hybrid between a property rule and a liability 
rule.  
 
Question 1.6. Which rule is better to use, if any: the negligence rule or the strict liability rule, from a total 
cost perspective when information is costly for the regulator to obtain?  
 
Question 1.7. Which instrument is better to use: the property rule or the better of the negligence rule and 
the strict liability rule when information is costly to acquire for the regulator?  
 
Let us now relax the assumption that the regulator cannot know the harm to the neighbor. Assume that, 
based on experience, it can form a good opinion of the neighbor’s harm schedule.  
 
Question 1.8. Discuss under which conditions it might then be advisable for the regulator to use the 
property rule, allowing for a threshold of noise without compensation.  
 

Question 2 

It sometimes happens that a city expands into an area in which a polluting firm resides.  

Question 2.1. Discuss how rights and compensation might efficiently be assigned in this situation. 

Question 3  

In the regulation of climate change, society can rely on a tradable permit system or on the use of a CO2 tax. 

If society chooses the tradable permit system, it can choose to either hand out permits for free or auction 

them off.  

Question 3.1. Explain why it does not matter for the level of emission whether permits are handed out for 

free or auctioned off.  

Question 3.2.  Discuss what information the authorities need to be able to set the correct tax or the correct 

amount of permits. 
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Assume that the marginal harm from the emission of CO2 is roughly constant within the levels of emission 

that are realistic to expect.  

Question 3.3. Which instrument should then be considered superior, tradable permits or the CO2-tax?   

 

 

 
*** 

 

Sensuren faller onsdag 11 desember klokken 15.00. Kontroller på StudWeb eller ta kontakt med Infosenteret på 22 85 

95 00. 

Kandidatene har rett til en redegjørelse for sensurvedtaket ved henvendelse til sensorene innen en uke etter sensur. 

Kontaktinformasjon for sensorer finnes på Fakultetets nettsider. Du kan også ta kontakt med infosenteret. 

Klagefristen er tre uker etter sensur. 

The result of the exams will be announced on Wednesday 11 December, at 15.00 hours. You can check the results in 

the StudWeb, or by contacting the Information Centre, phone 22 85 95 00.  

After the exam results are announced, candidates have the right to be informed of the grounds for the result as long as 

a request is made within one week of the announcement. The names and contact information of the examiners can be 

found on the Faculty’s website, or by contacting the Information Centre. The deadline for appeal is three weeks after 

the announcement of the results. 
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