Review Questions 2007

UPDATED

Stationary-Source Local Air Pollution… Based on Chapter 16, which was handed out as a Xerox.  See Also Chapter 8 of Kolstad.

1. What are the features of the C and C approach adopted by the U.S. is the control of Air Pollution.  You should be familiar with what is meant by the National Ambient Air Quality Standards – The distinction between attainment and non-attainment areas.  The Prevention of Significant Deterioration, New Source Performance Standards.

2. What is the evidence on the Cost-Effectiveness of the C and C approach?

3. What is the Emission Trading Program, The Emission Reduction Credit, The Offset Policy, The Bubble Policy, Netting, and Banking?

4. What evidence do we have that the So2 permit program was a success or failure?  See articles by Stavins and Schmalense.

5. Making Choices About Risk, Chapter 12 of Koldstad
a. What is the expected utility hypothesis? pg. 221

b. Define/illustrate a risk premium.  pg. 222

c. What are two approaches to the evaluation of the value of risk reduction? pp. 223-236

6. Sunstein on Arsenic in Water

This case study illustrates the problems of doing benefit/cost analysis.  You should be familiar with:

a. The complexities and uncertainty of extrapolating from responses at high doses to responses at low doses.  The does-response relationship.  At least for arsenic we have data based on humans.

b. The difficulty of putting values on statistical lives.  

c. Non-quantifiable benefits – how do we value cancer cases which do not result in death?

d. The issue of whether lives in the future should be discounted at the market rate of interest, 6 percent or some other rate of interest which reflects the fact that lives saved sooner are obviously worth more than lives saved latter.  But it makes a big difference in calculating the present value of benefits if we use 6% or the lower 2% rate suggested by Sunstein.

e. Distinctive Risk – People are especially adverse to cancer deaths.  Estimates of the value of a statistical life are based on work place deaths.  Sunstein argues that four sources of public concern should play a role in regulatory policy.

1. risks accompanied by unusual pain and suffering

2. risks concentrated among socially disadvantaged groups

3. risks that are hard to avoid except at high costs

4. risks that produce high externalities on people not directly involved – the death of a President – or young children for example.

7. We have discussed hedonic price theory the key reading here is pp. 323-331. Any question on this will be optional.

8. Myrick Freeman on benefit-cost analysis of different environmental programs.  We have not discussed this in class.  But the information is straightforward and it is summarized in a supplemental note.  Any questions on this will be easy for you to answer.  However, this question will be optional.

9. Disounting – based on pages from Nordhaus handed out in class.  This is important and we have only scratched the surface on this topic.  You should be able to discuss:

a. The discounting of future income or consumption… What is the rationale for doing this?

b. The discounting of utility at the level of the individual… What does this mean?  How is it characterized?  This was discussed in class.

c. Discounting in a growth model context – this is from Nordhaus.  You should be able to discuss the rule that one must discount at the market rate of interest or the marginal productivity of capital, which is 6% and this is composed of growth discounting (what is this?) and the fact present generations value their utility more than the future generation.  This is pure time preference and it is highly controversial from an ethical standpoint.  But moral philosophy aside Nordhaus argues that rate of discount should reflect reality and what we observe in the market place.  Read him on this and what he says about the approach followed by Clive who wants to adopt a low discount rate equal to 1 to 1.5 percent.  Also, you might relate this discussion and the principle that we should discount at the market rat of interest to the discussion of the discounting of saved lives in the future in the context of the regulation of arsenic.

10. Hednonic estimate by Michael Greenstone.  We discussed four papers by this author.  One of his papers is posted on our website.  He has done the best work on identifying the effects of pollution abatement on infant mortality and on housing values.  How does he find large effects when others have found little?  He overcomes the problems of:

a. selection which tends to bias usual cross section estimates

b. the problem of omitted variables

It is very difficult to control all the effects, which need to be controlled for.  Try to recall his approaches, which are quasi-experimental.

1. Uses change in air pollution between 1971-72, when the Clean Air Act kicked in and he distinguished between attainment and non-attainment areas.  The latter areas were regulated more stringently and pollution fell by a large amount in the heavily regulated areas and so did infant mortality.

2. The 1980-82 recession was used in much the same way.  Pollution fell in the dirty manufacturing intensive counties much more than in counties with little industry and infant mortality fell a good deal in the dirty areas as well.

3. Greenstone found that housing prices rose in non-attainment that housing prices rose in non-attainment counties in the early 1970’s.

4. He decided Super Fund Sites into two groups:

a. Those that were cleaned up because they were more dangerous and

b. Those that were listed, but which were not remedied because of lack of money.  Housing around the cleaned up sites did not increase in value relative to the sites, which did not receive funds for remediation.  The clever part of this paper is to think of the appropriate counterfactual.  If you clean up some sites what should you compare them with?

