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1. Exam

Answer all the questions 1-5.

1. Suppose that the mining company owns a fixed stock of ore. The size of stock is 15 tons. The company
operates only two periods. Denote ore extraction at period t by xt. The market price of ore (per ton

extracted) is 10 euros. Accordingly, the total revenues are R, =10x, The total costs of extraction are
1
C = Exf . The rate of interest at which rents are discounted is 10 percent. Describe the theory of the

mine and derive the optimal extraction path of the mine’s output for the two periods.

2. Describe how taxes on fishery can be used to solve the open access problem in fishery. (Hint: use
graphs)

3. Explain what is a Pigovian fee. By using graphs illustrate and explaine what is the optimal Pigovian fee
on poliutant emissions with two polutters and one victim of pollution.

4. Describe the main characteristics (including implementation) of a travel cost method.

5. Explain what concepts can be used to measure the welfare effects of environmental improvement
(clarify your answer graphically).




