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Remedies when entitlement to the property 
right is violated. 

1. Property rule / injunctive relief
w Violation of my entitlement is seen as a crime. 
w Injunction: court order clarifying a right and 

specifically barring any future violation

2. Liability rule / damages
w Violations of my entitlement are compensated
w Damages – payment to victim to compensate for 

damage done
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w Injurer always prefers a damages rule
w the punishment for violating an injunction without the 

other side’s permission is much harsher than damages
w Under a damages rule, injurer has the option to just 

violate and reimburse

w Injuree (person whose entitlement is violated) always 
prefers a property rule 
w Injurer’s threat point is lower and so Injuree gets a

upper hand in negotiation.

Comparing injunctive relief to damages rule
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w Electric company (E) emits smoke, which dirties the 
laundry next door (L)

w E earns profits of 1,000

w Without smoke, L would earn
profits of 300

w Smoke reduces L’s profits from 300 to 100 so 
damages = 200

w E could stop polluting at cost 500

w L could prevent the damage at cost 100

Comparing injunctive relief to
damages – example

E profits = 1,000
L profits = 300 à 100
E prevention = 500
L prevention = 100
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w Polluter’s Rights (no remedy)
w E earns 1,000
w L installs filters, earns 300 – 100 = 200

w Laundry has right to damages (E  pollutes then pay 
for damages)
w E earns 1,000, pays damages of 200 à 800
w L earns 100, gets damages of 200 à 300

w Laundry has right to injunction (E stops polluting)
w E installs scrubbers, earns 1,000 – 500 = 500
w L earns 300

First, we consider the
non-cooperative outcomes

E profits = 1,000
L profits = 300 à 100
E prevention = 500
L prevention = 100



55

Non-cooperative payoffs

8001,1001,200Combined 
payoff (non-
coop)

300300200L payoff
(non-co-op)

5008001,000E payoff
(non-co-op)

InjunctionDamagesPolluter’s Rights

E profits = 1,000
L profits = 300 à 100
E prevention = 500
L prevention = 100



66

w Maximize joint profit.
w E earns 1,000
w L – prevention  costs 100
w L earns 300
w Total net benefits = 1,200

• Equally sharing gain from trade

Now, we consider the
Cooperative outcomes

E profits = 1,000
L profits = 300 à 100
E prevention = 500
L prevention = 100
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What about with bargaining?

1,200Combined payoff 
(Co-Op) 

350

200L payoff (co-op)

400

1,000E payoff (co-op)

1,2001,200

8001,1001,200
Combined payoff 

(non-co-op)

300300200L payoff
(non-co-op)

5008001,000E payoff
(non-coop)

InjunctionDamagesPolluter’s Rights

E profits = 1,000
L profits = 300 à 100
E prevention = 500
L prevention = 100

800 + ½ (100)

300 + ½ (100)

500 + ½ (400)

300 + ½ (400)

1000
Gain from 

co-op
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w Injunctions are generally cheaper to administer
w No need for court to calculate amount of harm done

w But damages are generally more efficient when 
bargaining is impossible.
w injurer can prevent harm or pay for it; injurer chooses 

whichever is cheapest

Comparing injunctions to 
damages…

8001,100Combined payoff 
(non-cooperative)

300300L payoff
(non-cooperative)

500800E payoff
(non-cooperative)

InjunctionDamages

E profits = 1,000
L profits = 300 à 100
E prevention = 500
L prevention = 100
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w Any rule leads to efficient outcomes when TC are low 

(negotiable)

w Injunctions are cheaper to implement

w Damages lead to more efficient outcomes when TC high

w When transaction costs are low, a property rule 

(injunctive relief) is more efficient

w When transaction costs are high, a liability rule 

(damages) is more efficient

So now we know…
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w Transaction costs high à design law to 
minimize losses due to failures of private 
bargaining
w Liability rule does this: gives injurer ability to 

violate entitlement when efficient.

w Transactions costs low à design law to 
facilitate trade
w Property rule does this: clarifies right, allows trade

High transaction costs à damages
Low transaction costs à injunctive relief
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“Private bargaining is unlikely to succeed in disputes involving a 
large number of geographically dispersed strangers because 
communication costs are high, monitoring is costly, and 
strategic behavior is likely to occur.

Large numbers of land owners are typically affected by 
nuisances, such as air pollution or the stench from a feedlot.  
In these cases, damages are the preferred remedy.

On the other hand, property disputes generally involve a small 
number of parties who live near each other and can monitor 
each others’ behavior easily after reaching a deal; so injunctive 
relief is usually used in these cases.”

(Cooter and Ulen)

High transaction costs à damages
Low transaction costs à injunctive relief
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w When transaction costs are low, use injunctive relief
w Either rule will lead to efficient allocation (Coase)…
w …but injunctions are cheaper to implement

(court doesn’t have to assess level of harm)

w When transaction costs are high, use damages
w If bargaining is impossible, damages à more efficient outcomes
w (Example: polluter can choose to pollute and pay when that’s more 

efficient than preventing the damage)

w Agrees with principle from last week
w TC low: design law to facilitate trade (normative Coase)
w TC high: design law to not rely on bargaining (normative Hobbes)

Conclusion:



Case:
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Exercise
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Exercise
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