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I. What If My Stuff Hurts Your Stuff?


A. Microeconomics and the Coase Theorum



1. The Parable of the Cattle



2. The Coase Theorum - the most efficient result will occur if people can bargain



3. "Rules matters if the parties can't bargain"

II. The African Elephant Problem

A. When instructed, please form groups of four and spend about 15 minutes discussing the problem and possible solutions to it. What are the economics of the problem?  The human issues?  What creative solutions are there?  Develop proposal(s).  Then get ready to raise objections to other groups' proposals and be ready to respond to other groups' (and the professor's) objections. 

B. Discussion, Debate, and Debriefing

III. Can You Resolve Conflicting Use Disputes without Laws or Haggling?



1. Criticisms of the Coase Theorum- endowment effects, norms, other values 

2. The Shasta County Case



3. The Role of Community (and its limits)


4. Application to the Dilemmas you face-  mediation, arbitration, and team building


5. Using I FORESAW IT for a more nuanced approach

IV. What is Something Worth?  (time permitting)


A. Peter Minuet and the Indians


B. The Problem of Valuation


C. Thomas Jefferson's Paradox v. What Did Posterity Ever Do For Us?


D. Valuing Nature


E.  Valuing Life, Time, Work, Money, etc.
 

What is This Coase Theorum?
Ronald Coase's Theorum is one economist's response to this question: what should we do when my stuff (say, my cattle) hurts your stuff (say, your wheat fields)? Coase came up with the theorem in response to the writings of another economist named Pigou.  Pigou argued that to stop this wasteful behavior,  the law should intervene by taxing me and passing the tax on to you to compensate you for the loss.  But Coase took issue with this idea.  He argued that no matter what the law does, you and I will usually wind up with the economically efficient outcome.  How?  Consider two cases.
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Coase argued that law does matter if and only if you and I can't bargain.   If we can't (say, because we don't trust each other, or the issues are very complicated, for example), then we will sue each other, and we will be stuck with whatever the law says. As he put it, law matters if and only if Transactions Costs make it  difficult for the parties to negotiate. 

If we can't negotiate,  Coase, argued the law should decide the case in a way that creates the most wealth- that is, the law should decide by selecting an efficient, not a fair outcome.  Think about future effects, not past claims, Coase argued; think about incentives, not equity.  

This idea has been highly  debated.  What do you think of it?

Six Different Ways to Say the Coase Theorum

1. The most efficient result will occur if people can bargain.

2.  If my stuff makes me $1000 and costs you $200, regardless of what the law says I should and will continue to use my stuff this way, because it will be worth both our whiles for me to do so; either I'll be free to keep using it, or, if the law makes me, I'll gladly pay you more than $200 as long as I pay you less than $1000, and you'll gladly take it since you'll be making more than before. All the law does is effect who gets what, not what stuff gets used.

3. If my stuff hurts your stuff and we can negotiate, government regulation is not necessary since we'll always come up with a solution that creates the most material wealth.

4. The best use of law when my stuff hurts your stuff is to intervene if and only if we can't work things out ourselves.  Then the law should come up with the most efficient result- the result that creates the most material wealth- the result we would have come to ourselves if we could have.

5. When my stuff hurts your stuff, imagine: what if someone owned both our stuff?  What would he do?  He'd use the stuff so it produced the most money.  The Coase Theorum says you and I will work things out the same way, so that we end up using our stuff so it produces the most money, and if we can't the law should.  

6. If law does intervene at all when my stuff hurts your stuff,  it should focus on the future economic effects of its decisions, and not try to redress past wrongs.  (If it does, it may produce wasteful results and create perverse incentives.)

What do you think of this? Is it true?  wise?  just? Using the insights and thinking tools you've been developing in the first part of the course, what arguments can you think of against the Coase theorum? For it?

It's another C&D Extra Credit Challenge!

The "Nurse, I've Been Waiting Almost an Hour!" Problem

Here's a chance to earn up to 10 extra credit points on the class participation portion of your grade.  Some time in the next two weeks, write about a page on this question:

An article in the science section of the New York Times for Tuesday, June 8. 1999 discussed the dilemma doctors face in trying to schedule patients.  You know what it's like- you arrive on time for your appointment, you wait 45 minutes, then you go into an examination room and wait another 15 minutes.  Then the doctor comes in, does a very quick examination, gives you a prescription, and tells you to pay the receptionist.  Meanwhile, the doctor is racing around feeling harried.  

If you were a doctor in private practice, is there anything you could do to allocate time better for yourself and your patients?  (Assume you work Monday through Friday 9 a.m. - 5 p.m and Saturday from 9 a.m. to 1 p.m. and that you can't simply schedule more office hours.)  Use four or five letters of the I FORESAW IT mnemonic to develop a plausible solution (or a plausible set of partial solutions) by first working through and writing out at least four of the letters.  (Be sure to consider Interests and make sure you consider at least one free market solution when you brainstorm Options.)  State the solution(s) you like best (making sure your solution(s) at least partially satisfy most of the interests you've identified) and then in a paragraph use critical thinking to briefly explain one argument for and one argument against your favorite solution(s). That's worth up to eight points.

For an extra two points, call a doctor and ask her for candid feedback about your solution(s). Report her response in a paragraph. 

Answers to the challenge are due by July 10.
In this first case,  my cattle will keep grazing no matter what.  If the law tries to stop me, we both gain if I bargain with you to let my cattle keep grazing because I can pay you more than you lose and still profit.  If the law lets me,  it won't be worthwhile for you to pay me to stop because I'll demand more than you're losing.  The efficient result- letting my cattle graze and create $50 in additional wealth- will occur in each case. 





In this second case,  my cattle will stop grazing no matter what.  If the law tries to stop me or tax me, it won't be worthwhile for me to bargain for the right to let them graze, since I'd have to offer you $100 and I'm only making $40.   If the law lets me,  it still won't be worthwhile for me to pay you to let them eat your wheat because it'll be worthwhile for you to offer me money to get me to stop- you'll offer and I'll take an amount that's more than I'm making ($40) and less than you're losing ($100).  The efficient result in this case - stopping my cattle from destroying more wealth than they create- will occur in each case. 











