Environmental Economics and Policy (Econ 231-01) Name

Final Exam: 100 points
Fall 2009

Section I: Multi-part Questions (75 points)

1. (25 points) You have been asked to undertake a cost-benefit analysis of a clean-up project for
Lake Onondaga, a lake in the city of Syracuse, New York. It is polluted with heavy metals and
other toxins. The clean-up would involve removal of silt from the bottom of the lake and
implementation of a comprehensive water filtering process. The goals of the clean-up would be
to render the lake fishable and swimmable (pre-clean-up, people do not even boat on it) and to
provide better stopover for migrating waterfowl. Currently surrounding the lake are abandoned
industrial land, a large park, and a shopping mall.

a. (8 points) What specific costs and benefits would you quantify? How would you
quantify each?

Benefits Method used to quantify each benefit

Costs Method used to quantify each cost




b. (8 points) Write down the equations that you would use to compare benefits and costs,
and explain exactly how you would adjust future benefits and costs (including how you
would choose any parameters in these equations).

c. (9 points) Describe 2 kinds of sensitivity analyses (changes in your assumptions) you
would complete and what you expect the results of this sensitivity analysis to be.



2. (25 Points) Policies for the reduction of gasoline consumption

a. (10 points) West and Sallee (2009) finds that if consumers use a discount rate of 5%,
they value about 79% of the savings in fuel costs from buying a more fuel efficient
vehicle. If, on the other hand, consumers use a 10% discount rate, they value 100% of the
difference in fuel costs. Explain why a change in the assumed discount rate affects results
in this way.

b. (15 points) Assuming that the right discount rate to use is 5%, what do West and
Sallee’s findings imply for policies for the efficient reduction of gasoline consumption?



3. (25 points) Climate change

a. (8 points) What is Weitzman’s “trio of twos”? What does using this trio imply for the
feasibility of Stern’s recommended level of greenhouse gas reductions, versus what
Stern’s trio of values implies? Why?

b. (9 points) Draw graphs of the two probability distributions referred to in Weitzman’s
review of Stern, explain the critical characteristics of each, and explain how these
distributions differ from those used in typical integrated assessment models.



c. (8 points) What are the policy implications that follow from these distributions? How
are they similar to the implications of the mainstream models described in Mendelsohn?
How are they different?

Section I1: Short Answer Questions (25 points)

1. (10 points) Evaluate the following statement: “Studies using panel data find statistically
significant evidence for the existence of an environmental Kuznets curve for sulfur dioxide
(SO2). These results imply that once China reaches the turning point GDP/capita, its SO2
emissions will fall.”



2. (15 points) On the next page, find two maps associated with Shadbegian et al.. Interpret them,
making sure you indicate specific points on them, and describe their implications.
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