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Abstract

This paper presents a simulation study on the optimal allocation of tradable CO: emission
permits to the regions of the world. Social welfare loss under a constraint of total CO. emis-
sion is minimized using linear programing technique. Effects of transaction costs associated
with the trade of emission permits are also analyzed.

Through the simulations the following findings are identified : 1) in case that CO. emission
permits are initially allocated in proportion to the populations of the regions, significant a-
mount of permits are traded from developing regions to developed regions; 2) utility losses
caused by energy savings make a dominant cost when the more stringent constraint of CO.
emission is imposed ; 3) even when a high transaction cost is assumed, the total cost of
world CO: control is significantly reduced by the introduction of the system of tradable emis-

sion permits. The findings clearly show theoretical merits of tradable permits, orinternation-

al joint action in general, in the global efforts to reduce CO. emissions.
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