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Abstract

Black markets can reduce the effects of distortionary regulations by reallocating scarce
resources toward consumers who value them most. The illegal nature of black markets,
however, creates transaction costs that reduce the gains from trade. We take a partial
identification approach to infor gains from trade and transaction costs in the black mar-
ket for Beijing car license plates, which emerged following their recent rationing. We find
that at least 11% of cmitted Heense plates are ilegally traded. The estimated transaction
costs suggest severe market frictions: between 61% and 82% of the realized gains from
trade are lost to tramsaction costs.
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The R package implementing the methods developed herein, as well as pedagogical documentents for in-
structors, are available on the corresponding author’s website.
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