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Innovation and Investment

XEE

Sishh

AT s P T BE A 111 K S A AL T A I . MIAERR T2 R, A /oK
RO FE 5 A LA 714 1t 7 ) 5K 25 SR OB HR SO VB, JXORE AT LASE e g Ak
RIS [y B & R iR s v I8 5 S X Sy B AT 55 &

FIHE, TN H CRIBHIE A S5 R A 55 6, [ th AT LS e 5%

REFE— 5 I B HE R T 7T, it RAEDE A

.y mkeMEEAE

0 / %
- F

N - : 5 @
Qoei-”  Tsinghua University

: Porter Hypothesis (1991) !
. l
I Strict environmental regulations can
: induce efficiency and encourage |

linnovations that help improvel
j commercial competitiveness.
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Leakage or Pollution Haven
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Leakage or Pollution Haven
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Leakage or Pollution Haven
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Second, implementing a carbon market leads to many oppositions from stakeholders. Firms

would be against a very high priced carbon permit as it would massively increase their cost of

production. Combined with the fact that China no longer has a very cheap labor and land

cost, if the Chinese government decides to push for making carbon permits very expensive, it

may be the last straw for some firms, causing them to move their factories elsewhere,

—

someplace with a lower cost of production and without carbon permits. The consequences of

this would be huge, as it could leave thousands jobless, and a decreased GDP for China as a

whole.
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Leakage or Pollution Haven

Pollution Haven Effect (PHE)

@ An increase in environmental standards reduces exports (or increases
imports) of pollution-intensive goods

Pollution Haven Hypothesis (PHH)

@ A reduction in trade costs results in production of pollution-intensive
goods shifting towards countries with lower environmental standards



Bonus Question: Market or Planning?
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B, (RREAEBAAINEFEE, AEREEn I, AERERERIRZ: Q = Y;q; (QEX)

BN TEABRRREHEEA (Marginal Abatement Cost, MAC) B XFRHEE g FI—MERRZL
c(q;) + 6;
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Bonus Question: Market or Planning?
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Market vs. Planning: Abating Carbon Emissions under
Incomplete Information and with Local Externalities
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We revisit the classic “market vs. planning™ debate in economic coordination in the
context of achieving a pre-determined target of emission abatement, by comparing a Cap-
and-Trade market versus an ex-ante optimal allocative plan of non-tradable permits. We
show that the market can address incomplete information about the abatement cost, but not
heterogencous local externalitics of abatement, while the opposite is true for planning,
constituting a trade-off in policy design. Applying the theoretical results to China’s carbon
abalement, we [ind that a hybrid scheme that combines subnational planning with segregated
subnational markets can improve upon both the market- and planning-alone approaches.
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Market vs. Planning: Abating Carbon
Emissions under Incomplete Information and
with Local Externalities
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Bonus Question: Market or Planning?

Model Setup

* Region/firm:i=1,...,N

* Total abatement: Q = Zi qi

* Qs exogenously given (e.g. to achieve carbon neutrality, etc.)

* Marginal cost of abating q;: ¢;(q;) + 6;
» Strictly increasing in g
- E[6;] =0, E[Blz] = g7, 6; mutually independent
* One way to think of 8;: the residual from estimating the MAC
function using regression

® ®© 6 0 O
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Bonus Question: Market or Planning?

Policy Designer’s Problem

* Minimize expected total abatement cost net of local externalities:

*  Global externality caused by carbon abatement not a concern as Q
exogenous

* First-best solution:
N

qi
min E ( (ci(q@) + 6; — x; (@) dq),
QAN =4 \Jg X

s.t. q; =0, ?:1 q; = Q

FOC: ¢;(q7) + 6; — x;(q}) = cj(q}) + 6; — x;(q;) = p* of all i,

10
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Bonus Question: Market or Planning?

“Market” Misses Heterogenous Local Externalities

$ 3 x $ * Two regions abating Q
and trade carbon

allowances
* Ignore local externalities
* DWL depends on slopes

of MACCs and

heterogeneity in local

externalities

102(q2) + 02 — x2(q2)

A
A4

0 q; q7’ QR @
a2 Q qa‘qg,l TEELEE

m

g™ market-equilibrium allocation; g*: social-optimal allocation 1"
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Bonus Question: Market or Planning?

Rule of Thumb for Policy Choice

High Vpy, i.e., Low Vg, i.e.,
very incomplete almost complete
information information
A
Low D,, i.e., homogenous Either fine, especially
Market

with low S, i.e., steep
marginal costs

marginal local externalities

High D,, i.e., heterogenous | Be careful, especially with
hlgh S ; i.C., flat marginal Plan

COSts
a8 00880 .

marginal local externalities
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Extension Reading

Myth #1: "Economists believe that the market
solves all problems.”

Myth #2: "When economists do see a market
problem, they always recommend a market
solution.”

Myth #3: "When non-market solutions are
considered, economists still use only market
prices to evaluate them.”

Myth #4: "These economic analyses are
concerned only with efficiency rather than
distribution."
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commentary

How economists see the environment

Economists and ecologists misunderstand each other about the environment. Improving interdisciplinary
communication should enable natural scientists to take economic analysis and prescriptions more seriously.

Don Fullerton and Robert Stavins

On a topic such as the environment, com-
munication among those from different dis-
ciplines in the natural and social sciences is
both important and difficult. Economists
themselves may have contributed to some
misunderstandings about how they think
about the environment, perhaps through
enthusiasm for market solutions, perhaps by
neglecting to make explicit all the necessary
qualifications, and perhaps simply by the use
of jargon.

There are several prevalent myths about
how economists think about the environ-
ment. By examining them here, we hope to
explain how economists really do think
about the natural environment,

Myth of the universal market
The first myth is that economists believe that

Supply

Demand

¥ :
An economist’s view of the environment.

Fullerton, D., & Stavins, R. (1998). How economists see the environment. Nature, 395(6701), 433-434.

pollutant emissions or limiting access to
open-access resources, which can improve
welfareand lead to greater efficiency.

Myth of market solutions

A second common myth is that economists
always recommend a market solution to a
market problem. Economists tend to search
for instruments of public policy that can fix
one market essentially by introducing
another, allowing each to operate efficiently
on its own. If pollution imposes large exter-
nal costs, for example, the government can
establish a market for rights to emita limited
amount of that pollutant. Such a market for
tradable emission permits will work if there
are many buyers and sellers, all are well
informed, and the other conditions of the
‘first theorem’ are met. In this case, the gov-
ernment’s role is to enforce the rights and
responsibilities of permit ownership, so that

13




The Economic Way of Thinking
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The Economic Way of Thinking

An Appendix:  FRAMING ECONOMIC
QUESTIONS CORRECTLY

Here's a classic brainteaser for you to consider. Three guys go to a
motel and get a room. The total charge is $30, and each guy pays
$10. After they go to their room, the desk clerk realizes he over-
charged them. He forgot about the special rate of $25 tonight.
The clerk can’t leave his desk, so he contacts the maid, gives her
five $1 bills, and asks her to go to the room and reimburse the
three guys. On her way, the maid wonders how she can divide $5
among three people. She decides, since they aren’t aware of the
overcharge anyway, to give them $3 back and secretly pocket the
remaining $2. No one will be any the wiser.

Now for the brainteaser: Each guy paid, in effect, $9: 3 times
9 equals 27. And the maid pocketed $2, for a total of $29. But
the three guys originally paid $30, not $29. Where did the other
dollar go?

Close your book. Don’t read any further until you've tried to
figure out the answer! If you can’t figure it out after 15 or 20 min-
utes, reopen the book and continue to read on. (We shall admit
here that it took one of the authors about 20 years to come up
with the answer!)

- F

Tsinghua University
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The Economic Way of Thinking

Beware of Wronﬂ Questions or M[.S/Edﬁ/thﬂ
Speaﬁ'mﬁons af the Problem

We know that some teachers say, “There are no wrong questions,
only wrong answers.” Well, we hate to say it, but in this case the
teachers are wrong. The question at the end of the brainteaser is,

A%+ %

Tsinghua University

simply, the wrong question. (It's as nonsensical as asking, “What
is the weight of the color blue?”) It’s a question that was inten-
tionally designed to mislead you, because it doesn't originally ap-
pear nonsensical at all, given the way the question is framed. And
that’'s what makes this brainteaser so cruel. There is no answer to
the question “Where did the other dollar go?”

The bill for the room was really $25. The three guys didn't
realize that. They overpaid by $5. They did eventually receive $3
back from the maid. Where did the rest of the overpayment go?

That’s the right question. And now you can clearly deter-
mine the correct answer. It went into the maid’s pocket. It’s that
simple.

Why mention this brainteaser, which really has nothing to do
with economics? Because, whether by ignorance or design, a lot
of analysis about everyday economic events is misspecified and
thoroughly misleading, not unlike our brainteaser. A large part
of the art of the economic way of thinking is the ability to see
through the nonsense. We will give you three rather common
examples to help you sharpen your skills.

16
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The Economic Way of Thinking

PR marginal

BEEIRMERSENEESAEINE

o EFRFREFMEBM LIRT ( "EBIEASBREBIFE" )

B JBERREA (Marginal Cost) : 24— r=mERRIAA
B BEREHE (Marginal Utility) : BZiEE— "B LAA
B JBFFRE (Marginal Damage) : SZHEN—EBEALSINERANRE

B jBERREHEREE (Marginal Abatement Cost) : BRI —BALSIAIFT R EZFETRIRA
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Interesting Titles

This site is closed! The effect of decommissioning mining waste What’s in a Name?
facilities on mortality in the long run” Reputation as a Tradeable Asset

Claudio Deiana ", Ludovica Giua

University of Cagliari, Italy By STEVEN TADELIS*

From Fog to Smog: the Value of Pollution Information®

Panle Jia Barwick Shanjun Li Liguo Lin Eric Zou Floods
Worth Your Weight: Experimental Evidence on the Benefits Dev Patel
of Obesity in Low-Income Countries’ November 23. 2023*
mber 28,
By ELISA MACCHI* JOB MARKET PAPER #2
Go with the wind: Spatial impacts of environmental regulations on economic

tivities in China” PLEASE CLICK HERE FOR THE LATEST VERSION
activiuaes in ma
Tingting Xie ®"!, Ye Yuan "'

2 School of Economics, Central University of Finance and Economics, China
b School of Economics, Institute for Global Health and Development, Peking University, China 19
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L, B EEAHE N AR R K, ERFRgERATRIER, FH ML HRGE
me(mmw Ao bR aG%ee, AN %ok, A BriRdr kR, Rk
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Memo Presentation

2 #7 Pk

WA — MR KT, TR A, SRR I, SRR, R
JUFRFAEFHRY “H—AFt” Wik, XERBEATLRERFLG—ARE, =HH2
o ST B OB R A kA T, SREA RS T R SRR R 8 4R, W T
AR R TTRAK, Frd— A S i A A8 6147 O ok B, LB T ABRAR T, A
ST o AR R R AL A R AY IR, A1 S A IR, AT ik K Ak,

B BREVEIFISHE

i

Wy B AT A ARGR E, AZATEY 5-8 ik ) 3-5 F, LiH R E MW LA E S L
i ILHF ERFOAE, WRXER S EEITERNRLRES, RRARE. BT AF SRR
A—FEE KR, BHARRARAZ T, W ZBBRAmE R LMEF 2R ETRHKR, FI
ETHFRAA G AOR LR, BRABNAETT X, wHhraad ., BRLk, #
RFAH, FAMINRG A R RA R RGEFTES
A S

Jo S HIR TR A # KB WARSBZIN, K LRARATH G —EARE—— R,
RA T FBRAGREE T XOGBIR AT W50 BIGME, KM KIS G T 495 R4 1 4o
ITEABRA TR, FREERARB AR, EHGLARAF, Q>0 LOHR, o
BPABIE R e Rt it s, LQIERL T BaERKE (eg. BT NFAHRMN).
IEAMBAREEELR TR, IR NKR, MR PS4, RAHERLBE, 7
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Memo Presentation

m BXEEl. BihRE

ERAEHLELHOE, BREEERAESEAPERABETESHER, BT
HE—EMENBET AL, AERSHI]IP WEEEER., SRNBEEER ST,
MNSERBRERENS (BER) NS, B3| TROEEZHT 6, EHRTEEI
LR, SECSUSTFETELIRE T —/ R,

EEIEHE, ERNRENPISHEREARE, Bk MNEEHSXETERE
EEEN—NBELVERESFETNRARE, BITEFEIESENT VAR, +
TR BB, MAKKEMN, MEBERES, — AR ESAEEENES,
BRRRINATEEREYE: B—AEBOERSRATESBEERIKD, AMyEs
ERST, N E Fi
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B HEROERRI (FiZmorssEm)

EFKNINEE, RNLAA, HIBRGBHTESSNHE S, RNBEEY FiL"
X EFANNAE . (W E-NLRYAREREES L — NS, EL—RKEAAN
FLENXERLELE B EARTNEREHRE, B G R AT RNKZAERS
EFZEE P EAM, TAMNKIEE _FRET RAK) s, BEANLEKTRE HE
i H E AT AR ) T dE B, RS R R R, RN AP R K
PN EEE(5 AR 6 TTRE ), ENLMBEANIH L, ELYHERT TS
Wi, BRE—F, WE LR SHKRIEE 35 THKLK, BH YRk KEY 0%z,
AMIF LR BERKAEERBEC TS, BT H SRR LR, YEWERT — B
TRABARLK - HEBGENRE, DRENEECREBREAKT, e
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B HEARSRETRISEmERE— RS R

OFIZEIER S — 7 - Pesfo WEZE

VT UAFHR ] LR B W% s AR KM, B4R T DL B2 IR BT HERARI N g o 2
IRWIRATAIRERIEE ST, AEAR IR Z A AR P EE B E & R s . 4R Hr R K
Wi AHUBEE] 7 1498 27T "TaIRS . AT DU B pH A ] RO A% TR Bl 7 42 Bk & T
Ak RO 5 ARFF B R TN U HGAE 5 B I AAH AT 22 20 R OR8] . XA
PouRBEF RPN C S 7AW, IFH A BEET W T TR B

AFT BT ORIBAL T8 A AT AL SRS A T 5 Bl i3 N T U $h kS5 7S
F s A0 i 5 S It oA D T S PRI R i R ) 5 e o HH 0T BRI AT AN BN, FRATT AT LA
AR D i B2t 0 T B SR S BT 56 TR IR A%, Horb n] DLAM BT 37 48 SR TEDG— T I LA 52 4
PAE S IV ERiR iPA N R S
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Extension Questions 1

B (RANA, B—REESERSEHE?

B =R, REAIR? or BEK?

n ERFEHMAR?
B LB AKX (RiEF)

A%+ %

Tsinghua University
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Extension Questions 2

B EREK, BRIEMZFASTAHRRRE?
B EREAEAE? (BT RERIEIE XS
m FENEER?  (AARIEND)
B EZ§im?  (CUFTRINA)

Y EEE

N4 . . ;
2  Tsinghua University
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Saizeriya

n —He] BRI AR —EFI IR

XAF RS T PN ERETHERT, FRERERT) . SHRA, DUk KK &K
ShBLL 35 B R o R T e B T . SR SRR, T UK R Sh LT AR A A
e 1R 2 2 TR S e T AU 22 1 7 i i 22 22 Sk, S0 N T 320 010 5 Bt 1R /0 A ok 8 ) L
e AT A R BRI R e AR 38, RARBASERARRER . M2 T, FTHeEeE
Ao TR EET R SR I 7 e PR 2 5 AR R S AL I B, TS| B

SRTT, XN B 2 A 28 B s S A R A 1 1B A AR AL I A 5%, TS I S 2 4 1)
B, s RS EIE R i 3
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Bonus Question: the Puzzle of HEYTEA

HEYTEA
BEF
ER 2 o N
2022F#2, ERTEEE 2BREEaFFHIENERE
2000
]ZOO+%r7E
240 1w

RRELSESHHHRFMNNE ~

.
*LA L B8 a2 45 F2023/01/01Z2023/07/30

202357853087 EREMEZI (A)
ERXTELEREIT2000%%]/E Source: https://www. | 63.com/dy/article/[9UU6F4605 | 8QVOR.html
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Bonus Question: the Puzzle of HEYTEA
B HAl, ££EH2000Z23R| JEREEEREEHED, WEAX, FT—CRIBTIEZ.

B Kzl R L ?
m YA TEE?
B BRFE— M ERSEE—SZHIRNE
B IRMERS AZET AR, SMEEREZW? BEEHAMNR?

m K, {REERMICEOC

B EEEEKBIEZIZ G, EEIMEEF=REE?
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Bonus Question: the Puzzle of HEYTEA
B Hpj, E2E20002xK JEFEHBEREEHAN, e, F—CEBEIZEZ.
B BUFE—MHEERSS () BE—SXFZIBINE, ERoRTEZIBEZHEZAIIKEN .
B 1ZEXZHB TESIERAIRIRAE, AIZERAREI: c(w) = 0.001w + (0.0005w)*,
B NREFEHERZEZ, WEEREEENSC.
m B0, RESEFRMICEO, (RHEMES (o)A,

m 50 ? e T T T T T s — == 1
| iRRRFEEE: 1383 (recursion algorithm) ,

1: f(@)ff(0 + DZITRREEHIXR? |
12: EE oLk, EEEREGNAEEMERE? |



After-Class Survey
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