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Econ 380 

Experiment Report #2
Due March 4
Below is a summary of the profit maximizing solutions and costs your classmates computed for firms of type A, B, and C for the tax and Command and Control instruments. Information on the outcome of the permit market simulation is also provided. The number of each type of firm is given in parentheses after the firm name.
	
	Firm A (7)
	Firm B(7)
	Firm C(6)

	1. No Pollution Regulation

Production level

Abatement level

Profits
	10

0

$500
	10

0

$520
	10

0

$340

	2. Command and Control ---  Standard of 5 units 

Production level

Abatement level

Abatement costs

        Profits
	10

5

$27.50
$472.50
	10

5

$18
$502
	10

5

$22
$318

	3. Tax --- $5 per unit of emissions 

Production level

Abatement level

Abatement costs

        Profits (profit maximizing)
	10

2*

$9.50

$450.5
	10

4

$12

$478
	10

9

$41.40

$293.60

	4. Permits ---- round I (after trading)
Number of permits allocated = 100

Average Price of permits = $5.02

Number of Permits traded = 55

        Profits (based on student reports)
	$474.90
	$496.5
	$319.05

	5. Permits ---  round II (after trading)
Number of permits allocated = 100

Average Price of Permits = $5.51
Number of permits traded = 47

        Profits (based on student reports)
	$550.50
	$534.70
	$325.3


* One unit is also profit maximizing--- the firm is indifferent between 1 or 2 
1. Under the command and control regulation, 

a. How much total pollution occurred?  

b. How much was spent to control pollution?
c. What was the total amount of profits?

2. Under the tax, 

a. How much total pollution occurred?  

b. How much was spent to control pollution?

c. How much did firms pay in taxes?

d. Is the tax system more economically efficient than the Command and Control system?  How much more efficient (hint: what savings would measure this?)

e. Why aren’t the taxes paid by firms considered in answering question d?

3. Under the permit systems 

a. How much total pollution occurred?  

b. How do the average profitability of firms A, B, and C under the two rounds of permit trading compare to the profitability of the firms under Command and Control? Did you expect this? Why is this happening?

c. Were any individual firms ever better off under the Command and Control approach than under trading? What does this have to do with the allocation of free permits?

Below is the table of marginal abatement costs for the three firms:

	Unit of Pollution Controlled
	Marginal Control Cost -  Firm A
	Marginal Control Cost -  Firm B
	Marginal Control Cost – Firm C

	1
	$4.50 
	$1.20 
	$4.20 

	2
	$5.00 
	$2.40 
	$4.30 

	3
	$5.50 
	$3.60 
	$4.40 

	4
	$6.00 
	$4.80 
	$4.50 

	5
	$6.50 
	$6.00 
	$4.60 

	6
	$7.00 
	$7.20 
	$4.70 

	7
	$7.50 
	$8.40 
	$4.80 

	8
	$8.00 
	$9.60 
	$4.90 

	9
	$8.50 
	$10.80 
	$5.00 

	10
	$9.00 
	$12.00 
	$5.10 


d. Using this information, how does the price that occurred from trading compare to the price you would theoretically predict?

e. Why does the information on the number of permits issued affect your answer?

f. If all of the gains from trade had been exploited, how would the total abatement control costs compare to the total control costs under a tax?
