FE345 Environmental Economics
Review Sheet for Exam 2
Chapter 4 – Externalities and Pollution Control

 “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

Chapters 15 and 17 – Regional and Global Air Pollution
Reading: pp. 356 – 362 (beginning of Ch. 15) and pp. 413 – 437
Key topics and terms:

· Acid rain; ozone depletion
· Climate change
· Command and control versus economic incentives to control pollution

· Marginal damage (MD) function

· Marginal abatement cost (MAC) functions (both for individual polluters and for entire market / industry)

· Advantages and disadvantages of pollution taxes and marketable pollution permit systems

