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Total Marks: 120

Part A: Please answer BOTH of the following two questions. Each ques-

tion is worth 20 marks. Please remember: this is a course in the Economic

Analysis of Law. Consider economic rationales in answering the questions

below.

Question A1

Suppose an accident causes $100 worth of harm to the victim. The injurer

is the only one who can take precautions to avoid the accident. The probability

of the accident occurring is given by:

p(x) =
10

10x + 10
,

where x is the injurer’s level of precaution. Each unit of precaution costs $1,

i.e., w = 1.

Note that,

p′(x) = −
100

(10x + 10)2
.

Suppose that it costs $800 for the victim to bring suit, $800 for the injurer

to defend the suit, and that the suit costs the legal system $500.

(a) (4 marks) Assuming that the victim does not bring suit, what level of

precaution will the injurer undertake?

(b) (5 marks) If the victim does bring suit, what level of precaution will the

injurer undertake?

(c) (1 mark) Will the victim bring suit?

(d) (10 marks) What is the total social cost of bringing the suit? Is it efficient

to bring the suit?

Question A2

Suppose an accident causes $2,000 worth of harm to the victim. The injurer

and the victim can both take precautions to avoid the accident. The probability
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of the accident occurring is denoted by

p(x, y) =
5

x + 10
+

5

y + 10

where x represents the units of precaution taken by the injurer and y denotes

the precautions taken by the victim. Each unit of precaution costs $1, i.e.

w = 1 and r = 1.

Note that the partial derivatives of p(x, y) are

∂p(x, y)

∂x
= −

5

(x + 10)2

and,
∂p(x, y)

∂y
= −

5

(y + 10)2

(a) (3 marks) What are the socially-optimal levels of precaution?

(b) (6 marks) Will the rule of negligence yield optimal precaution levels? Assume

that the court sets the injurer’s threshold level of precaution at x̄ = 40.

(c) (6 marks) Will the rule of contributory negligence yield optimal precaution

levels? Assume that the court sets the victim’s threshold level of precaution at

the socially optimal level, y ∗, the injurer’s optimal level of precaution at x∗, but

the court miscalculates the damages and awards $3,645 if the injury occurs.

(d) (5 marks) Which scenario, (b) or (c), yields the less efficient outcome?

Part B: Please complete FOUR (4) of the following SIX (6) questions.

Each question is worth 20 marks. Please remember: this is a course in the

Economic Analysis of Law. Consider economic rationales in answering the

questions below.

Question B1

Calabresi and Melamed said: “When there are obstacles to cooperation, the

more efficient remedy is the award of compensatory money damages.... When

there are few obstacles to cooperation, the more efficient remedy is the award of
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an injunction against the defendant’s interference with the plaintiff’s property.”

Explain what this means and why it should be true.

Question B2

Farmer Joe switches from growing corn to raising pigs. The result is a

terrible smell and serious water pollution problems in the nearby river; this water

pollution reduces the yields at nearby farms. Neighbouring residents complain

about the smell and reduced yields, but Joe insists that the pork operation

is more profitable than growing corn (or any other crop). The Ministry of

the Environment refuses to intervene, claiming that smells and pollution are a

normal consequence of farming. Pam brings a lawsuit on behalf of herself and

20 other farmers, complaining of interference in the use and enjoyment of their

land. They ask for an injunction preventing Joe from discharging pig manure

onto his land where it can give rise to smells and river pollution. Assume that

Joe’s increased profits are greater than the cumulative losses suffered by the

nearby farms.

(a) (10 marks) From an efficiency perspective, should the courts protect

Pam and her fellow farmers’ right to be free of pollution?

(b) (10 marks) If Pam and her fellow farmers win, what are the merits of

granting an injunction, as requested by the plaintiffs, versus allowing them to

collect damages?

Question B3

Consider the following fact scenario, based on Jones v. Star Credit Corp.

(NY, 1969).

On August 31, 1965, the Joneses, a poor, semi-literate couple agreed to

buy a home freezer unit from Star Credit Corp. for $900, after a visit from

Star Credit’s salesman. With the addition of credit charges, credit life insur-

ance, credit property insurance and the sales tax, the purchase price totalled

$1,234.80. The Joneses paid back $619.88 before suing to have the court de-

clare that they had fulfilled their end of the contract (i.e., they asked the court

to relieve them of continued payments on the contract). Star Credit claims

that with credit charges, the Joneses still owe it $819.81. What is uncontested
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is that the maximum retail value of a new home freezer like that of the Joneses

is approximately $300.

(a) (6 marks) Suppose that in August 1965, Star Credit was well-known in the

Joneses neighbourhood as being a front for organized crime, and that refusal

to contract with Star Credit could have dire consequences. Should the Joneses

now be relieved of the outstanding balance on the contract?

(b) (14 marks) Suppose that Star Credit is a legitimate business, and there was

no threat to the Joneses, implicit or otherwise, when the contract was signed.

Should the Joneses case succeed, nonetheless? Is it relevant that poor people

like the Joneses would not have had access to credit from banks, credit cards

or department store credit in 1965?

Question B4

Consider the fact scenario from Outson v. Zurowski.

Outson was induced by Zurowski to enter into a pyramid scheme. The

pyramid scheme involved a contribution of $2,200 to an “investment board”

by the participant, followed by the recruitment of eight additional individuals.

Once the scheme was completed, the participant would receive $17,600.

Zurowski had participated in two such schemes before. He signed a con-

tract with Outson, that if Outson invested in the pyramid scheme, he would

protect their investment, i.e., give them back their $2,200 if the scheme ended

before completion. Note though, that the creation and participation in pyramid

schemes was (and still is) prohibited by the Criminal Code. It appears that

Zurowski was aware that the scheme was illegal, but at the time the contract

was signed, Outson was not.

Just after Outson invested in the scheme, adverse publicity and police inves-

tigations of pyramid schemes led Zurowski to shut down the scheme. Outson

sued to recover his $2,200. In his defence, Zurowski argued that participat-

ing in a pyramid scheme was illegal according to the Criminal Code, and thus

the contract between him and Outson was illegal; accordingly, he claimed the

contract was unenforceable.

Suppose you were the judge in this case. How would you rule? Would your

answer change if it Outson was aware from the outset that the scheme was

illegal?
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Question B5

Evaluate the claim that minimum wage laws are inefficient.

Question B6

Evaluate the claim that anti-discrimination legislation is inefficient.

Section C: Bonus Questions (1 mark each)

1. Name the federal Minister of Justice.

2. Name the Attorney-General of Ontario.

3. Name one of the justices on the Supreme Court of Canada.

4. How many women are there on the Supreme Court of Canada?

END
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