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We find that the optimal meta-regulation is strictly better than a mandatory

regulation if the regulator can fail to introduce the mandatory regulation. We also find that
setting different compliance levels for firms with different compliance costs is not the optimal
meta-regulation. However, some firms do not fully comply under the optimal meta-regulation if low
compliance cost firms are majority and high compliance cost firms are not minority of minority
(under cases of heterogeneous elasticity of compliance cost) or if medium or high compliance cost
firms are minority (under cases of heterogeneous pre-regulation performance). Thus, the optimal
meta-regulation is more likely to be flexible under (under cases of heterogeneous pre-regulation
performance than it is under cases of heterogeneous elasticity of compliance cost.
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