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The lecture is divided in two parts: (i) market power in pollution markets and (ii) asymmetric 
information in pollution markets. Relevant references are below. Papers marked with (†) 
are papers that you are expected to be familiar with before these lectures; papers 
marked with (*) are papers that we will cover in greater detail during the lecture; and 
papers marked with (‡) are papers that I will only touch briefly. Some of these illustrate 
recent work on the area. 
 
In the first part I will cover recent work on market power in pollution permit markets. I will 
start with Liski and Montero (2010) that extends Hahn (1984) to a dynamic setting where 
firms can store today’s pollution permits for future use. Some of the results of this paper 
connected to Liski and Montero (2011), a paper that will be cover by Prof. Liski the day 
before. Since in Hahn (1984) and Liski and Montero (2010) there is only one strategic 
player, I will then move to cases in which there are 2 or more strategic players that can be 
in either side of the market. While Malueg and Yates (2009) is the paper specific to 
pollution but I will also spend some or more time on Hendricks and McAfee (2010) that is 
more general. I will also look at some attempts at evaluating market power in practice. 
Kolstad and Wolak (2008) is one of the few examples. There is something also in Liski and 
Montero (2010). 
 
In the second part I will cover recent work on mechanism design applied to pollution 
control, that is, policy design for an incompletely informed regulator. It is expected some 
familiarity with Weitzman (1974), Dasgupta et al. (1980) and Varian (1994). I will spend little 
time on them and then move to Montero (2008), which is a Vickrey-Clarke-Groves (VCG) 
auction scheme that implements the socially efficient level of pollution in dominant 
strategies. Then, I will cover Laffont and Tirole (1996) that explores different (two-period) 
permit trading schemes in a more general equilibrium context, that is, when there is a 
positive social cost of public funds. All these works are for most part static, i.e., agents’ 
types don’t change over time. It would be interesting to take a more dynamic approach 
along the lines of Bergemann and Välimäki (2010) that adapts the VCG mechanism to the 
case in which types change over time . I will also touch briefly Mason and Plantinga (2011) 
and Boleslavsky and Kelly (2011) just to illustrate some recent work on policy design (e.g., 
purchase of carbon offsets) with asymmetric information. 



2011 EAERE FEEM VIU European Summer School in Resources and Environmental Economics 
Developments in Resource Economics – Venice, 3rd-9th July, 2011 
 
 
REFERENCES PART I—Market power in pollution markets 
 
1. (†) Hahn, R.W. (1984), Market power and transferable property rights, Quarterly Journal 
of Economics 99, 753-65. 
 
2. (†) Salant, S.W. (1976), Exhaustible resources and industrial structure: A Nash-Cournot 
approach to the world oil market, Journal of Political Economy 84, 1079-1093. 
 
3. (†) Bulow, J. (1982), Durable-goods monopolists, Journal of Political Economy 90, 314-
332. 
 
4. (†) Liski, M. and J.-P. Montero (2011), Exhaustible-resource monopsony with a susbitute, 
working paper, Aalto University and PUC-Chile. 
 
5. (*) Liski, M. and J.-P. Montero (2011), Market power in an exhaustible-resource market: 
The case of storable pollution permits, The Economic Journal 121, 116-144. 
 
6. (*) Hendricks K., R.P. McAfee (2010), A theory of bilateral oligopoly, Economic Inquiry 48, 
391-414. 
 
7. (‡) Malueg, D., and A. Yates (2009), Bilateral Oligopoly, Private Information, and 
pollution Permit Markets, Environmental and Resource Economics 43, 553-572. 
 
8. (‡) Montero, J.-P. (2009), Market power in pollution markets, The Energy Journal 30, 115-
142. 
 
9. Kolstad, J. and F. Wolak (2008), Using Environmental Emissions Permit Prices to Raise 
Electricity Prices: Evidence from the California Electricity Market, Working paper, Harvard 
University. 
 
10. Wilson, R. (1979), Auctions of shares, Quarterly Journal of Economics 93, 675-89. 
 
 
REFERENCES PART I—Asymmetric information in pollution markets 
 
11. (†) Weitzman, M. (1974), Prices vs. Quantities, Review of Economic Studies 41(4), 477-91. 
 
12. (†) Dasgupta, P., P. Hammond and E. Maskin (1980), On imperfect information and 
optimal pollution control, Review of Economics Studies 47, 857-860. 
 
13. (†) Varian, H. (1994), A solution to the problem of externalities when agents are well-
informed, American Economic Review 84, 1278-1293. 
 
14. (*) Montero, J.-P. (2008), A simple auction mechanism for the optimal allocation of the 
commons, American Economic Review 98, 496-518. 
 
15. (*) Laffont, J.-J. and J. Tirole (1996), Pollution permits and compliance strategies, 
Journal of Public Economics 62, 85-125. 
 
16. (‡) Mason, C. and A. Plantinga, Contracting for Impure Public Goods: Carbon Offsets 
and Additionality, working paper, University of Wyoming. 
 



2011 EAERE FEEM VIU European Summer School in Resources and Environmental Economics 
Developments in Resource Economics – Venice, 3rd-9th July, 2011 
 
17. (‡) Boleslavsky, R. and D. Kelly (2011), Dynamic regulation design without payments: 
Timing is everything, working paper, University of Miami. 
 
18. (‡) Bergemann, D. and J. Välimäki (2010), The dynamic pivot mechanism, 
Econometrica 78, 771-789. 
 
19. Chakraborty, I., and P. McAfee (2010), Let the punishment fit the crime: Enforcement 
with error, working paper. 
 
20. Montero, J.P. (2005), Pollutionmarkets with imperfectly observed emissions, RAND 
Journal of Economics 36, 645-660 (2005). 


