Worksheet 1 (for lectures 1 and 2) — Environmental Policy in
the Central European Context course

Professors: Andreas Ortmann & Jana Krajcova

E-mails: andreas.ortmann@cerge-ei.cz, aortmann@yahoo.com and
|ana.krajcova@cerge-ei.cz

See also: home.cerge-ei.cz/ortmann and home.cerge-ei.cz/richmanova

We advise you to work through the following problems / questions well and as a group (make sure
though that no one is free-riding); it’s the ticket to performing reasonably well on the exams (and to
not be stressed out by the exams which will be tuff, tuff, tuff! ©)

1. In Dolan’s water-paper society, who is the culprit (the producer of the external cost) and how could this
society go about fixing the problem? Discuss all possible solutions and their relative attractiveness (see
discussion in Plott 1982)

2. According to Cherry et al (2008), experiments -- also for environmental economics -- serve at least
three purposes? What are they?

3. According to Horowitz et al (2008), stated preference studies now make up a large proportion of
valuation research. This is not simply for the original reasons — the inability to observe some actions and
the need to measure existence values — but the growing recognition that econometric problems
compromise many preference studies. ... [here] they are concerned with two problems that have arisen as
economists have applied stated preference approaches to valuation and review in particular two issues that
are crucial to the acceptance and advancement of stated preference techniques and that were also
identified by the NOAA Blue Ribbon Panel as problems for the use of contingent valuation in damage
assessment.

4. Jana reviewed a couple of important articles for you. A key issue addressed in those articles address is
selection biases and ways to address them. Give a couple of examples of such biases (preferably related to
environmental economics) and explain how laboratory or field experiments could take care of them.

5. What is the endowment effect and why is there a controversy about it?
6. Summarize the motivation, design, implementation, and findings of List (2004). Be specific about how

List addressed the issue of the dealers being a particular kind of person and therefore in his earlier paper
(List 2003) a selection bias might have driven his results.



7. Summarize the motivation, design, implementation, and findings of Zelmer (2003).

8. Summarize the motivation, design, implementation, and findings of Cotton et al. (2008).

Explain in particular how exactly the virtual-player treatment works and what it is meant to accomplish.
Identify in Figures 10.1. and 10.2. confusion and what seems to be altruism, warm-glow, or some other
social preference. What are possible solutions that might contribute to subjects’ confusion being reduced.

9. What is the Environmental Kuznets Curve? Where does its name come from? And what is the basic
functional relationship claimed?

10. How can one reconcile Stern’s Figure 1 (on sulfur emissions) and Figure 2 (also on sulfur emissions)?
11. What do we learn from Table 1 in Stern’s article and Table 1 in the article by Yandle et al.?

12. There are currently a number of dispute going on over methodology and reality of the EKC.
Summarize, in your words, the critique of the EKC.

13. “Many EKC studies have also been also been published that include additional explanatory variables,
intended to model underlying or proximate factors such as “political freedom’ ... or output structure ... or
trade ... In general, the included variables turn out to be significant at traditional levels. ... it is not clear
what we can infer from this body of work [because of potential for omitted variable bias]. Given these
problems, | do not review these studies systematically here.” (Stern p. 1423) Comment (in particular in
light of the position that Yandle et al take.)

14. “The true form of the emissions-income relationship is likely a mix of two of the scenarios proposed
by Dasgupta et al. (JEP 2002) illustrated in Figure 3. The overall shape is that of their ‘new toxics’ EKC —
a monotonic increase of emissions and income. But over time this curve shifts down, which is analogous
to their ‘revised EKC’ scenario. [innovations being adopted in high-income countries, and with a short lag
in the majority of poorer countries.]” (Stern p. 1435) Comment (in particular in light of the related
discussion in Yandle et al., as captured in their Figure 3)

Follstion
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15. “The search for meaningful environmental protection is a search for ways to enhance property rights
and markets.” (Yandle et a;., p. 18) Discuss.



