LITERATURE REVIEW

1. “Economic and Intrinsic Motivations for Dishonesty: An Experimental Study”, Friesen and Gangadharan, May 2011

Experimental design:
· Between subject design: all subjects participated in the three tasks of the experiment

· First task: ten choices between ten lotteries to determine / measure risk preferences. 
· Questionnaire at the end of the experiment to determine attitudes towards lying and their previous participations in dishonest behavior + demographic questions (sex, age, major (were students), place of birth)

· Average Earning per student +/- US$ 40. 115 participants. (US$4.600)

Lessons:

· We can make a similar choice task between lotteries to determine levels of risk aversion (our hypotheses assume risk neutrality). Authors do not explain what they did with results of the task / how did they Guild the risk averse variable they used as explanatory variable. 10 choice between a certain value and 10 different lotteries with values less, equal or more than that value allow for different degrees of risk love and different degrees of risk aversion. Apparently they only constructed a 0/1 variable if risk averse. They did not report the result (all student made consistent choices over the ten lotteries?)
· What to do with the results of the choice between lotteries? For e.g.: if all individuals are risk averse, ….?
2. “Externalities and Corrective Policies in Experimental Markets”, Charles Plott, The Economic Journal, March 1983
· Experiments to test whether a market with an externality works as predicted with (a) no regulation, (b) standard (aggregate cap), (c) tax and (d) licenses to pollute.

Experiments procedures and design:

· Students recruited at CSU at LA and LA City College through announcements made in classes + Caltech students with experience in experimental markets for the licenses experiments.
· All subjects participated in only one experiment (or experimental session).

· Experiments or experimental sessions:

· 1 and 2: Market with no corrective policies. All subjects aware of externality. 5 periods or rounds.
· 3 and 4: Market with tax policy: Unit tax “inescapable”. 6 periods experiment #3, 7 periods experiment #4.
· 5 and 6: Market with standard policy: 13 units only can be traded. 9 periods experiment #5. 7 periods experiment #6.
· 7 and 8: Market with pollution licenses: 13 licenses distributed among subjects. Sale of a unit of the good in the primary market could only be made if seller had acquired a license in the L market. 10 and 12 periods, respectively.
· Each market had 6 buyers and 6 sellers
· “Limit prices” (WTP and marginal costs) from Plott and Smith (1978)
· Each subject was paid a commission of 5 cents for each trade made (in addition to profits because of trade)

· In addition subjects were given a damage schedule indicating how much his profits would be reduced as a function of the number of total trades in the market.
· Each individual is given a capital payment each period to avoid negative profits after damage (and after being told he was going to receive a payment for participating in the experiment).
· All markets organized as oral double auction. All bids and offers written in the blackboard and remained there throughout the experiment.

· Disposition of tax revenues: returned to subjects as a lump sum grant. Total grants = tax revenue predicted by theory. Each person was paid: individual loss theoretically resulting from the tax + equal share of social gains from the tax.

· Licenses sessions involved two simultaneous markets. Both oral double auctions.

Hypotheses

Not explicit. 
“Two broad question. (1) Do markets with an externality and no regulation behave as predicted? (2) How pollution tax, pollution aggregate standard and pollution market compare as methods for correcting the externality.”
WITH PERFECT ENFORCEMENT
Conclusions
“…the traditional models found in the economics literature are amazingly accurate. Policies based on those models work as expected”.
3. Cason and Gangadharan (2006), “Emissions variability in tradable permit markets with imperfect enforcement and banking”, JEBO Vol. 61, 199-216.
