
Answers are in bold; brief explanations below each question in italics.
This answer sheet is for students who answered D to question 7.

If there is only one error in your script, I will not change the grade.
Sometimes you are unlucky; sometimes you are lucky.

ECO232 CLIMATE CHANGE
60 Minutes

Each question is worth the same. Write answers on the blue sheet.
Your exam questions are different from those of other students in the class.

Do not ask the Proctor questions - just ”try your best”

1. “Externalities arise solely because individuals are unaware of the consequences of their actions.” Is this
statement:

A. Correct
B. Incorrect
C. Correct only if the market is competitive
D. Correct only if the market is a monopoly
This is wrong: even if individuals are aware of the consequences, they still won’t do anything.

2. “To encourage an industry to produce at the socially optimal level, the government should impose a unit
tax on output equal to the marginal cost of production.” Is this statement:

A. Correct
B. Incorrect
C. Correct only if the market is competitive
D. Correct only if the market is a monopoly
The government should impose a tax, but the tax should equal the marginal external cost of production.

3. What are the characteristics of a public good?

A. Non-rival and non-excludable
B. Rival and non-excludable
C. Non-rival and excludable
D. Rival and excludable
Definition.

4. What are the characteristics of a commons good?

A. Non-rival and non-excludable
B. Rival and non-excludable
C. Non-rival and excludable
D. Rival and excludable
Definition.

5. Which best describes the objective for climate economists?

A. To reduce the amount of carbon emitted
B. To ensure we emit more carbon
C. To replace carbon emissions with other gases



Figure 1:

D. To ensure we emit the optimal amount of carbon
This is a big thing we talked about a lot.

6. Where do carbon emissions come from?

A. Consumption of goods and services
B. Production of goods and services
C. Energy usage
D. All of the above
Everything causes carbon emissions.

7. What is this course about?
A. economic damage from carbon emissions B. baseball C. chemistry D. biology
Easy?

8. See Figure 1. What is the optimal outcome in this private unregulated market for oil?
A. e B. f C. g D. h
Private optimum is where Private Costs equal Private Benefits

9. See Figure 1. For consumers, what is the measure of welfare in this private unregulated market for oil?
A. aeb B. bed C. ahc D. chd
Welfare is always measured in triangles: in this case it is consumer surplus.

10. See Figure 1. What is the socially optimal outcome in this market for oil?
A. e B. f C. g D. h
Social optimum is where the MSC = MSB. In this case, MSB is the same as MSC.

11. See Figure 1. At the private market solution, what is the Marginal External Cost?
A. eg B. ef C. gh D. fh
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The MEC is the gap between MSC and MPC.

12. See Figure 1. Moving from the private market solution to the socially optimal solution, what is the eco-
nomic loss to consumers and firms?
A. aed B. deh C. fdh D. feh
The loss is that pizza slice of too much output at too low a price.

13. See Figure 1. Moving from the private market solution to the socially optimal solution, what is the total
external gain?
A. aed B. deh C. fdh D. feh
The gain for society is the reduction in output and higher price, starting from the private position.

14. See Figure 1. Moving from the private market solution to the socially optimal solution, what is the net
social gain?
A. aed B. deh C. fdh D. feh
The net gain is the gain to society minus the loss in CS and PS.

15. See Figure 1. What is the optimal Pigovian tax?
A. bc B. eh C. eg D. fh
The answer could have been D but C is definitely correct. Some of you were unlucky here.

16. What is the difference between a private good and a public good?
A. Private goods are cheaper
B. Private goods are non-excludable and non-rival
C. Private goods are excludable and rival
D. Private goods benefit consumers
This is just a definition

17. Which of these is a reason why markets fail?

A. externalities
B. too much information
C. perfect competition
D. consumers spend too much
This is a key definition of market failure.

18. Which of the following is not a greenhouse gas?
A. Methane
B. Hydrofluorocarbon
C. Carbon
D. Oxygen
This is a definition - carbon is easy to remember as a greenhouse gas; the other big one is methane
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19. What is the necessary first step in application of the Coase Theorem?
A. Determine the Marginal External Cost
B. Determine the Marginal Social Cost
C. Assign property rights for an environmental asset
D. Minimize transactions costs for bargaining over an environmental asset
Without property rights, no one can bargain to reach an efficient solution

20. Which of the following is not predicted as a change in the climate?
A. More tornadoes
B. Warmer temperatures
C. Smaller hurricanes
D. Expanded coastal flooding
Hot, wetter, and more volatile

21. What is the tragedy of the commons?
A. Open access to an environmental resource leads to over-use of that resource
B. Too few people can access common land
C. Demand for an environmental resource Is uncertain
D. Environmental resources are scarce
See the youtube video

22. Why might the Coase Theorem not work in practice?
A. Transactions costs are too low
B. Transactions costs are too high
C. Property rights are assigned to companies who only want to pollute
D. Communities might sell their property rights to polluters
The theorem requires bargaining, but the costs of bargaining may be too high.

23. What is the definition of the Marginal Social Cost of production?
A. MSC = Marginal Private Benefit minus Marginal Private Cost
B. MSC = Marginal Private Benefit plus Marginal Private Cost
C. MSC = Marginal Private Cost minus Marginal External Cost
D. MSC = Marginal Private Cost plus Marginal External Cost
This is a fundamental definition you have to remember it.

24. What does the theory of collective action attempt to do?
A. Explain why communities undertake environmental protections
B. Identify conditions under which communities might be able to act as a group
C. Explain the role of government in promoting environmental sustainability
D. Identify the best action for a community
Collective means doing things together, even if we do not all have the same exact interests.

25. Why do command and control solutions often fail?

A. they are too expensive to implement
B. consumers and producers are willing to pay
C. the government does not have sufficient information on costs and benefits
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D. the government has too much information on costs and benefits
We talked about this in class. In order to regulate, the government needs to know how much things
cost and how they are made. This is difficult to know.

26. What are externalities?

A. effects of market trades on consumers
B. effects of market trades on producers
C. effects on third parties to trades that are uncompensated
D. effects on third parties to trades that are compensated
Big definition which you needed to get right.

27. When might command and control government orders be effective?

A. if the order is restricted to a single good
B. if the order includes most goods
C. if the order covers inputs and outputs
D. if the order covers technologies and outputs
If the problem is information, the government needs to restrict its commands to narrow topics.

28. Under what conditions are private markets socially efficient?

A. If the market is competitive
B. If all information is available
C. If all economic and social costs are counted
D. All of the above
Another definition.

29. What does a Pigovian tax do?

A. Make consumers and producers pay for any negative externalities
B. Make only consumers pay for any negative externalities
C. Make only producers pay for any negative externalities
D. Make the private market outcome attainable
Definition

30. What determines how much greenhouse gas each country emits?

A. Population size
B. Incomes
C. Energy usage
D. All of the above
Need to review first set of slides. Carbon emissions come from GDP.
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