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Abstract
This note shows that polluters might opt for technical
change which is inferior to other innovations from a
social standpoint under environmental liability law. Pol-
luters choose what is socially optimal under strict liability.
However, we show that it is possible to have not only too
little or too much technical change of a given kind but, im-
portantly, also the wrong kind of technical change under
negligence.

1. Introduction

The impact of environmental policy on incentives to advance abatement
technology has been of late a major interest in environmental economics.
The performance of policy instruments with regard to the inducement of op-
timal investment into environmentally friendly technical progress has been
considered in various settings (see, e.g., Parry 2003, Requate and Unold
2003, Requate 2005a, Ulph and Ulph 2007, Coria 2009, Endres 2011).1 The
analyses are restricted to the consideration of tradable discharge permits and
emission taxes, as well as command and control.

1 In this paper we assume technical progress to be produced by investment into R&D. An
alternative assumption is technical progress achieved via learning by doing. See Clark,
Weyant, and Edmonds (2008) on the economic theory of these alternative assumptions
and on their practical applications.
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