
Pre-lecture Reading - Fighting Acid Rain With Pollution Rights: The First Annual Auction
In March 1993, the first annual auction of sulphur dioxide (SO2) emission permits was held. The event was administered by the Chicago Board of Trade (CBOT), the largest commodity exchange in the world. Although most of the available permits are allocated by the EPA directly to the largest polluting sources, a relatively small number (150,000 one-ton permits per year) are set aside in an auction subaccount for direct sale.
 Most of the bids in the 1993 auction came from the nation’s major utilities, who are the largest SO2 polluters. A case in point is Illinois Power, a utility that releases about 240,000 tons of SO2 emissions each year. This facility was unable to operate on the 171,000 permits issued by the EPA, so it bought more from other utilities at about $225 each. It subsequently submitted bids for another 5,000 permits at the 1993 auction. For Illinois Power and others like it, the costs to abate were apparently greater than the expected outlay to purchase permits. 
[bookmark: _GoBack]Despite the predominance of utilities in the bidding, there was at least one important exception—a not- for-profit environmental group called National Healthy Air License Exchange. According to the group’s president, any permits bought in the auction would be retired and kept off the market. That private citizens can exercise such a tangible influence over environmental policy is one of the advantages of an emissions trading program. National Healthy Air License Exchange submitted bids for 1,100 permits but came away with only one, for which it paid $350. Nonetheless, the organization was able to participate in the auction and eliminate some emissions from the atmosphere. 
In an apparently philanthropic move, Northeast Utilities of Connecticut donated 10,000 of its permits to the American Lung Association just before the auction. The association retired the permits to keep them out of the bidding process. The utility, which did not need the permits to operate, could have sold them for an estimated value of $3 million on the open market. However, the gesture was not totally without financial incentive. Northeast Utilities was expected to enjoy tax deductions for the contribution that would offset any sacrifice of pollution rights’ revenues. Hoping to encourage other such donations, Northeast Utilities and the American Lung Association established a repository for permits donated by other utilities. 
How did the bidders fare in the first pollution rights auction? Rights to emit the 150,000 tons of SO2 were purchased by utilities, brokers, and environmentalists for a total of $21 million. Permit prices ranged from $122 to $450. The largest single purchaser was Carolina Power and Light Company, a utility that bid for and won over 85,000 permits. In accordance with the law, all auction proceeds went to the EPA, which then allocated the funds to those utilities from which the permits were originally obtained. 
For direct access to all the annual auction results through the present, visit the EPA’s Acid Rain Program Allowance Auctions Web page at www.epa.gov/ airmarkets/trading/auction.html.
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