Economics 3250 Dr. Lozada
Fall 2003 Exam 2

Do Not Turn This Page Over Until You Are So Instructed!

This exam has 25 points. There are six questions on the
exam. Question 1 is worth 5 points; the other questions are
worth 4 points each. Put your answers to the exam in a blue
book or on blank sheets of paper. ‘

Answer the questions using as much precision and detail
as the time allows. Correct answers which are unsupported
by explanations will not be awarded points.



Answer all of the following six questions.

. [ points] In Figure 1, suppose BE = EG. Will a tax or a stan-
dard minimize abatement costs if Society wants the total abatement
to be 2557 (Do explain how the firms behave under a tax or a stan-
dard, and explain why they behave that way.)

. [4 points] Define

(a) technology-based standards;

(b) ambient-based standards; and

(c) benefits-based standards.

Rank these from the most economically efficient to the least economi-
cally efficient and explain why you have ranked them as you have.

. [4 points] Refer to Figure 2.

(a) Label the two parts of the graph which have “?” next to them.
Explain briefly.

(b) Where is the open-access equilibrium in Fig. 2?7 Why?

(c) Where is the profit-maximizing equilibrium in Fig. 27 Why?

(d) Where is the maximum-sustainable-yield equilibrium in Fig. 27
Why?

. [4 points] Refer to Figure 3. Why will an exhaustible resource firm

not, at least in Hotelling’s theory, produce at (P*,Q*)?

. [4 points] In class we discussed six ways industry might benefit from
being pro-environment. Name and explain three of those ways.

. [4 points] Define the following terms in a way that clearly shows
their differences:

(a) materials levy

(b) product charge

(c) waste disposal charge
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