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Environmental Management, especially of pollution from industries, is an important issue concerning the government.
A measure called “Tradable Discharge Permit System” is another alternative to reduce the cost of S02 abatement in high
emission industries such as power generation industry. Some research has revealed that the Tradable Discharge Permit System
could help  reducing the cost of abatement. However, the focus of this study is to compare between the welfare effect of
implementing existing command and control measures and introduced Tradable Discharge Permit System in order to control the
same amount of S02emissions.

Three simple regression functions; the production function, emission function and demand function, are constructed
using secondary data from Mae Moh Power Plant in Lumpang between the years 1988 and 1998 as a case study. The next step is
toput all functions above into a calculation model in order to find an equilibrium that meets profit maximization while facing the
rate of return constraints, then calculates social welfare in each case of using both measures. Two parameters, which are the share
of abatement capital that is placed in the rate base and share of a firm’s permits that will count in its rate base, are varied to
determine the highest level of social welfare.

The results of this study reveal that, in the command and control regime, when the plants are placing all share of
abatement capital in its rate base, social gains maximize social welfare. In tradable emission permit regime, social gains
maximize social welfare when the share of firm’s permits that count its rate base accounts for 70% with full share of
abatement capitol its rate base. However, for the overall maximum social welfare in average, the share of firm’s permits at its
rate base between 30 - 90% with zero share of abatement capital is the best combination. The electric generating which has lower
marginal abatement cost is a supplier of emission permit and electric generating which has higher marginal abatement cost is a
demander of emission permit,
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