FE345 Environmental Economics
Review Sheet for Exam 1

Chapter 1 – Introduction

Reading: pp. 1 – 12 of textbook
Key topics and terms:

· Historical and current environmental problems

· Environmental economics issues versus natural resource economics issues
· Different approaches to environmental problems: economics, ecology, political science

· Criticisms of the “economic approach”

Chapters 2 and 4 – Efficiency, market failure, and government intervention
Reading: pp. 14 – 31 and 65 – 89 of textbook (basically skip chapter 3 for now)
Key topics and terms:

· Pareto Criterion - Pareto Improvement and Pareto Efficiency
· Hicks-Kaldor (or Potential Pareto Improvement) Criterion

· Demonstrating the efficiency of competitive markets

· Consumer surplus, producer surplus, and deadweight loss

· What are the main sources of market failure?

· Government intervention (in otherwise efficient markets)

· Imperfect information, imperfect capital markets

· Imperfect competition
· Externalities

· Public goods

· Incomplete property rights (common-property and open-access resources)

· Divergence of private and social discount rates (only discussed this briefly) 

Chapters 6 and 12 – Population growth and agriculture
Reading: pp. 109 – 132 and 267 – 294 of textbook
Malthus (1798) and Hardin (1968) articles
Key topics and terms:

· Microeconomic theory of fertility model (a.k.a. finding the “optimal” number of children)

· Marginal benefit and marginal costs of children

· Government policies and childbirth

· Scarcity of resources and the Simon-Ehrlich wager

· Hunger, malnutrition, and the global food scarcity (Mathusian) hypothesis

· Sustainability issues with modern agriculture

· Positive and negative externalities from agriculture

· Government agriculture policies in both developed and developing countries

Chapter 4 – Externalities and pollution control
Reading: pp. 65 – 89 of textbook
“The most popular tax in Europe? Lessons from the Irish plastic bags levy” by Convery, McDonnell, and Ferreira
Key topics and terms:

· Stock versus fund pollutants

· First and second laws of thermodynamics

· Standard externality analysis (both positive and negative) in competitive markets
· Marginal Private Cost (MCprivate)

· Marginal External Cost (MCexternal) [also called Marginal Damage (MD)]

· Marginal Social Cost (MCsocial)

· Marginal Private Benefit (MBprivate)

· Marginal External Benefit (MBexternal)

· Marginal Social Benefit (MBsocial)

· Pareto Efficiency versus Hicks-Kaldor Efficiency

· Pigouvian tax or subsidy and critcism
· Coase Theorem and critcism
