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Buie 4 For aver two decades, the Sauth Coast Air Qualicy Management Distnict

Lo angstes {ACQMDD) has faced the task of mecting federal and state air quality standards for

La S0l the Southern California ares. In a last ditch affort to prevent federally imposed

fi.0030 @it standards, the District has come up with a "comprehensive control program” that
is aimed at leading the basin into compliance by the year 2007. The Alr Cuality
Management Plan, composed of a draconian set of proposals, ses a dangerous
precedemr for achieving environmental goals. It requires the districe regulatory
agencies m design, devise, and impose the specific manner in which resideats and
businesses in the basim will pursue their everyday activites. The plan not only
legistates specific operating processes; it also tequires research and development
"eommitments” of technologies that "may nat exist yet” 1o enable the district Lo
update and dghten its List of regulations.

While raost peeple share the goal of improving area air qualiry, the

proposed plan gives area residents litde choice in how w go about doing s0. Tier
I, the first implementation stage of the plan, for exampie, proposes 120
regulatory measures that would conmel emissions from even near-negligible
spurces of pollution in the Las Angeles Basin. Residenal swimming pools, lawn
mowers, and backyard barbecue lighter fluid all would come under pollution-
abatement regulations. The plan would require lighe duty motor vehicles to use
radia). tires, phase out stationary source fuel oil and solid fossil fuel use, and
reduce vehicle smissions by altemative work schedules and telecomumuting. The
plan calls for fully 60 percent of the basin's workforce to modify their work

were. schedules, with the expectaiion that many would follow 2 nine-day, 80-hour wark

wvesstng wriven  qreek or a four-day, 40-hour work wesk, The plan antcipatss no dvertime being

o s kot 0 if work-day length exceeds the now-standard eight-haur day.

SIFed as 1Zice-,

yaArfy FeTenimp dhe

kT F 1R Reason With this type of approach, people have no flexibility in choosing the anti-
frentenen v+ pollution activity that is most practcal for them. And rather than facing the goal
aimder e paseme 0D TEGUCING air pollutian, peopltrapfacef the goal of obraining a government

ot an; e exore ApRroved lawnmower, or a cerdiied barbecue pracess. The regulations likewise

any togiharies Sodyt husinesses into 2 straifacker with narrow scope for choosing how to reduce
pollugon.



* Such command and controd approaches have historicaily been ineffective
and ineffcient. Earlier regulatory measures have failed, by the AQMD's own
admission, because they inaccurately predicted population growth, the increass of
small-source polluticn, and the increase in diiving brought about by cheaper gas
in the '80s. Mor=over, the specific measures turned out to be less effective than
originally predictsd. And a number of proposed measures integral to the success
of the sarfier plan were never adopted because they were politically,
sconomically, or technically infeasibie.

The current AQMD plan suffers from the same flaws. For example, one
technological assessment of the plan concinded that many of the propasals do or
use proven kchnology and may, in fact, be technically infeasible. The upderlving
he plan is that resulators can assess the overall air cuali

and & alt e gsses. Even without
consideration of cost effectiveness or least-cost sontons, this is a herculean task,
and thers is typically lirtle reason to believe that prepesed measures will actually
produce the desired air quality results. The drafiers of the Air Qualiy
Management Flan (AQWMP) themselves acknewledge "it is not possible o design
the AQMP with reasonabie assurance that it will meet all Clean Air Act
requirements or be fuily approved by the EPA.” {p.1-11)

Futhermere, the nature of the proposed regulations makeas it unliksty that
the dismict can adequately moniter and enforce every aspect of the plan. Yer the
fact thar the regularions are eechnically in effect can create condirions ripe for
mequiries. Because of the pian's far-reaching, unrealisiic requirernents, few
buginessas will be abie to comply fully.

The plan thus crestes a kind of ™hik Jist” that can he used against a company
RNyHIne an envirgoments] arganization or some other special interest group
wighes to do battle. This powerful weapon can be selectively used against
targetad indusrries or companies by checking the books for "violations” and going
after them, ¢ither through law suits or through negarfve publiciry campaigns.

Cost considerarions maike the plan even less arractive. The Natcgal
Economic Research Associates (NERA), in a study comemissioned by the
Calformia Council for Environmental and Economic Balance, estimarad that the
AQMP wauld cost Los Angeles residents 2,555 per housshold annually-—
squivalent to a wipling of the general sales tax for basin msidents. The NERA
report estimates the size of the gap betwesn costs and benefits ro be some $i2.3
billion per vear. Over the duration of the plan this represents a 5243 billion loss
1o basin residents. The AQMD's own lower cost estinates are Aighly misleading



since they calculate costs for fewer than half of all the plan's proposed measures,

The costs of the AQMP, as the NERA report underscores, are likaly to "be
particularty turdensome 1o the poor.” NERA estimates that “the percentage
burden of costs is aimest three tmes as great for houscholds in the lowest income
group than for houssholds in the highest income group.”

Any effort to improve air quality in the basin will encail costs, Undl
recently, the air basin has been treated largely as a "free goed,” such that
poltluters, whether highway users or industry, have emitted pollution with lirtde
regard to the costs this pellution imposed on the community. Any attempt to
reduce pollution will impaose new ¢osts on basin businesses and residents.
However, the key to successful pollution abatement is not a raega-plan or the
superimposition of wideranging regulations by a megagovernmental autherity
such as that envisioned in the AQMP. Rather, the key lies in setting air quality
standards and davising mechanisms 10 price air pollution emissions so that the
"secial” and other costs of pollution are intemnalized into the decision-making
processes of businesses and residents.

Adminedly, in the absence of regulation, pecpie do not freely incorporate
poution control measures into their lifestyles. But instead of requiring specific
technologies or prohibiting specific processes, the Disrict would be becter off
establishing practical, enforceabie air quality levels and letting people search for
the least-cost means to achieve them. Under a variety of emission pricing
schemes, residenrial, cormmercial, industrial, and agricultura) emissions could be
reduced by encouraging "markets” in aiv quality.

The same approach, using marksts and pricing, can be applied to land-use
and transportaton issues to achieve the geal of modifying people’s commuting
habirs without dictating specific activites for specific groups of people, The
AQMP, while accurarely idenrifying activides that conuibute significantly to the
basin's pollution problem, has taken the approach of adding layers of regulatons
on these activities to bring about the altered behavior, Yet much of the rareeted
behavior results either from the "free goods™ problem described above, or from
existing regularons thar have pushed behavior in the now-undesirable direction.
Two primary examples are the existing zoning regulations that have mandated 2
separation of residential from business areas, thereby necessitaring commuring to
work, and transportation reguiations that have forestailed the advent of door-to-
door shuttle and other services that provide the kind of fase, flexibie
transportation that commuters desire.



Pollution Abatement: An Aliernative Appraach

The AQMD cormectly recognizes that air pollution results from 2 compiex
of intervelaed activities ranging from land-use panems, industrial producdon.
highway use, and so on. However, they mistakenly conclude that 2 superplan w©
¢oordinate and regulate behavior in all these areas is necessary 1o achieve the
desired outcome-~cleaner zir. Nor do any of the nine aiternative plans considered
in the Enviconmental Impact Statement move away from this basic requlatory,
planning model. All (inchiding the “de-nothing” approach) rely on regulation of
behavier and differ only in the specific types and scope of regulations set forth.
This plan oiffers 2 distinctly differsnt approach--one thar adoprs market-pricing
concepts and establizshes air pellution charges so that individual South Coast Air
Basin residents and businesses will not behave as if clean air is unfimited and cost
frem. This approach alsp racognizes that existing lard-use and transit regulations
have actuaily prevented the adjustments in people’s behavior that are necessary w
reduce air pollntion. Removing these restrictions, rather than adding ro them,
will more effactivaly achizve the desired reductons in traffic and other behavior
that increases poliution in the Log Angeles basin,

While it is beyond the scope of this paper to discuss each of the proposals
set forth Inn the AQMP, several key issues do deserve attenton.

* Jobs/Housing Balance. The AQMP targets an improved jobs/housing balance
to decrease the need for work-related commuting, To this end, it proposes a
series of regulatory measures thar would require new developments o meat
specific jobs/housimg balances and would ¢reate incentves for certain kinds of
new development o take place.

A superior alternative would be to reform existing zoning ordinancses that
have causad the jobs/honsing imbalance that we now see. Ope possible moedal is
thar currently used in Fort Coiling, Colorade, in witich zening ordinances were
replaced by a set of guidelines. Developers are required to meset 65 percent of
these puidelines, but they ¢an do so in whatever mix they believe is most
economically sound. This appreach allows for flexibiliey and has, in fact,
resulted in the very kind of mixed land-use that the AQMP would seek through
much more costly and inflexible regujations.

* Transit Deregulation. Because vehicle emissions accouant for 2 large
percentzge of the Southem California basin's 2ir pollurion, measures that reduce
vehicle miles taveled orencourage use of low emission autcmobiles will have a
substangal impact on the basin's air quality. The AQMIP states as a geal a
raduction in vehicla-miles traveled, parficularly during rush hours, and proposes
an array of regulations and measares for expanding fransit facilites and
highways. Construction meagures proposed could cost as much as 544 billion.



Some of the AQMF goals could be achieved with mmch greater flexibility for
businesses and cormmutars by: 1) derzgulating transit to allow for shared taxis,
vanpools, and expanded shuttle services beyond what is now permitted for airport
service; and 2) charging a rush-hour toll (on new lanes onky) that weould give
people an incentive to carpool or use public mansportation.

A ealculation by Robert Poole, of the Reason Foundation, meveals that an
inerease m the average number of pecple per car from 1.2 to 1.7 would cut the
nurber of cars en Los Angeles highways by 30 percent. A toll would alse shift
non-commute wreffic o off-peak waffic tmes. USC econcmist Perer Gordon has
shown that fully 72 percent of aft=rnoon rush-heur trips are for something other
than coming home from work. If drivers shifted only a portion of these non-
commute ips to other times of day to avoid rush-hour charges we would have a
majer reducton in rush-hour congestion. Electronic systems are available o
make such charging propesals feasibie without toll booths or other delay-causing
mechanisms.

* Reqguiring Adherence to Existing Vehicle Emissions Standards. The
Southem Califomia Aneomobile Club has shown that major poliution reductions
would occur if all vehicles in each model simply met existing emission standards.
Tames Ormer of the Auto Chub ponts out that the effects of more duraple and
reliable emissions control devices, together with che advent of vehicle computer-
moenitoring Systems, are already makmg possible dramatic reductions in
auromobile pollution--reductions that will soon begin to show up i poliution data
for the South Coast.

These improvements are occurmring witheut the kinds of major disruptions
in people's lives that world result from the AQMD plan. The AQMD plan
downplays these improvements that are underway and, instead, focuses on an
array of regulatory measures designed to require people to use different
tachnalogies and altar their work schedules. Emphasis on emissions charges, as
putlined below, weuld serve as an incentive for people to purchase low-emissions
vehicles, alter their work schedulss, use public rangpertation, or pay high
emissions charges. The choice, however, would be their own

* Markets in Air Pollution. The basic idea behind markets in air polluticn is
1 improve air quality by chargng pelluters for the damages they create and by
compensating peopie who make investmenes in anti-pollution equipment and
processes. Whan peaple have the financial incantive to care about the [evel of
poiluton they generats, they will undertake measures to reducs their "pollution
bill," just a3 skyrocketing ofl prices induced voluntary conservation measures by
homeowners across the nation in die sarly 1980s.



Suppose, for example, that the District simpiifies the AQMP by requiring
all mdustries to reduce emissions by 3 percent by some specified year (varying
percentages could be established for sulfur and nitrogen oxides, carben
moncxides, hydrocarbons, and 50 on). Companies that have already made
poflunon control investments conld be granted exemprions from the first phase of
cuts in order to avoid unfair penalties. (If this causes a run on pollution conerol
equipment, the requirement has nonetheless helped improve air quality.)
Altermatively, a sliding scale could be established requiring the worst offandars o
reduce emissions mere than l2ss polluting companies.

Rather than specifying each process that every industry must use, such a
broad ruling allows individual firms to decide the lsast-cost, most convenient
ways to reduce air pollution. Such flaxibility would eliminate the type of debare
and expense that has emerged from the AQMD plan. Southern Californiz Edisan
Co.. for example, promoted an akemnative in which trapping hydrocarbons and
other organic gases from escaping into the air would be emphasized over controls
on nirogen oxides. Edison says that its plan would get rid of ozone faster and ar
less cost. Opponents, of course, have challenged Edisen's plan, arguing that it
would oot meart federal ¢lean-air standards, With a flexible approach, there is no
need for Edison to engage in argument with anyone bat the federal enforcer. If
it ymplernents a plan that falls below the standards, it is oot in compliance and
would face the penalties and schedules then onposed.

There are a variety of optons that could be adopted to allow firms either
to meet the standard or somehow pay for the righr o exceed it. One way is to
impose emission charges for those that violate standards. There are two basic
ways (o sef up a system of emission fess, The government can seil permits that
entitle the helder o amit a certain amowme of a specified poliutant, or it ¢can
monitor several types of emissions and send out bills based on meter readings.
Either way, e polluters, who know more abour their own production
techrrelogy then most regulaters, cen choosa rhe level of emissions they will
produce winle takdng into consideration the officiency of the zltemnative processes
available to them.

Although emissiou charges have been attacked as "a Hcense to pollute,”
there is litle practcaiity to this statement. None of the air pollution plans
proposed across the country expects te reduce polluton to zero. As long as we
accapt that there will be same level of pelluiion, emission charees provide one
way 0 charge the people who pollute the most. With emission charges, the
government woald no longer try to rel} palluters how to clean up, nor even that
they have o clean up at all, provided they pay for their excsss emissions. The
collected emission fess. in turn, eould eontribute to other xovemment mvesanents
in pellugon control, such as reducing emissions from mass mansit vehicles.
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Emission charges are only one of several ways o use the pricing
mechanism to contrel pollution. Another alternative is emissions trading,
through which pelluters offser their excess emissions by purchaging "emission
reduction credits” (ERC3) from companies whose poliution levels are below the
standards. For example, if Company A has developed a new process that reduces
its release of bydrocarbons below that of the mandared level, it could sefl those
rights to Company B which, for whatever reason, has not managed to meet the
Ievel {{.=2, a "nonattinment” company). Current EPA regulations allow for such
trades, and a system has heen established by which aggregate pollution levels in a
basio are reduced every time a twade occurs, With each trade, a cartain number
of pollution rights are "retired.” In order to exercise 100 pollution nighes, for
example, a nonarainment company must purchase 110 rights, even though only
100 can be used. Overall area pollution is reduced because the 10 unused rights

are forever retired.

AFER*X, an air fghts trading company located in Sanea Monics {with other
offices in Washington, DC; Wisconsin; Michigan; and South Carolina) has been in
the business of trading air rights for saveral ysars. AER¥X President Jchn
Palmisana reports that emissicns trading is steadily on the fse, with
approximaraly one rade cccurring every two wesks, Emission offsets are
available for sale to companies in the Los Angeles area; hydrocarben offsets, for
exarmple, are currently selling between 5300 and 51500 per pound per day. The
development of & market in air rights has spumred a number of such companies.

Ernisgiont traders offer a variety of services to facilitite transactions, such
as locating emission- reducteon credit buyers and sellers, appraising ghe markst
value of ERCs in specified locations, assessing the cost of producing ERC3, acting .
as liafsons with regulazory agencies, negotiating trades, evaluating tax
consaquences of trades, and so on. The services are vary much like other
finangial brokers, onky the commodity is air righrs via emission reducrion cradics.
Sincs 1976, aver 2000 emission rade trapsactions have taken place.

Siricter mlings on the percent reducticns required by finms could foster soongsr
markets in ERCs. Stronger markets, m mm, will conribure o the redoetion in
emissions as more and more air poflution rights are retired. And becanse ERCs
are geperated when firms shut down, an increased reliance on such markets
actually encourages vider, more pollutng industries to shut down garlier than
they otherwige might hecanse of reduced closing costs.

Emissions charges and erussion gading offer 2 wemendous number of
advantages over the command and conwol appreach. They cenainly offer
inpressive efficiency advantages by "assigning”™ the task of pollution reduction ©
the firms thar can do it at least cost. Suppase, for exampls, thar Firm A can
reduce hydrocarbon emissions for 520 par tom, The same reducton would cost
Firm B $200 per tom, due to the differences in their production processes. [fan
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emission charge of $100/ton is implemented, Firm A will invest S20 to save the
charge, and net $80. All other firms that can reduce emissions by investing less
than 3100 per ton will do se. And so, the companies that can cut emissions ar
least cost will be the ones that reduce pollution—-something thar no regularor has
suffictent informarion to achieve.

Emissicns trades and charges alse ars more officient and effective because
firms are given the financial incentive to undertake whatever level of emission
reducton is practical. If it only pays for a fitm 1o reduce emissions by one half,
it can do 5o and either pay emissions charges or buy credits for the gther half.,
Local residents benefit because poiluton is at least reduced to some extent. In
conmast, with the cornmand and centrol approach, firms are required to adopt
specific technolegies or face penalties for noncompliance. So the choice s sither
to adopt the govermment technology all the way or to do nothing, For soms
firms, it will make more economic sense to do nothing and face the chance of
being caught, even if the firm using practical and cost-effective methods, coyld
cut emissious by 30 percent

Second, markets m air poltution provide the incentive for rechnological
mnovation. Firms will invest in aliernative rechnologies that will lower their
pollution bill. Even thongh the AQMP amempts to legislate comminnents to
technoiogical development in "Tier I, the goal faced by indusiry is to mest the
regulations and not ecessarily to rednce emissions. Companies will focus
research on ways 1o meet the requirsments, rther than on technolosical savings
that will yield the greavest reduction in emissions.

*Vehicle Emissions Charges. Much of the air pollution in the South Coast
Air Basin comes from vehlicle emissions. Many of the ideas discussed above can
similarly be applied to vehicles. Specified levels of aggregate vehicle emissions
¢ould be =stablished for each industry fleet or housahold, based on the mumber of
people of driving age. Those exceeding these limits wonld have to purchase
vehicle ERC rights from others. This way, those thar are adding t the congestion
and air polluticu would pay extra; yet, by purchasing rights frem others,
aggregate vehicle emissions would be mainrained at specified levels. Ag the
popuiation rises, the district could dghten the exchange rare for vehicls ECRs.

With the sxma costs involved in obraining ERCs, there would be financial
incentives for consumers to purchase less-polluting vehicles and for industry to
supply them, The auto companies have demonsrrated rhat there's 2 premium in
developing and promoting new emvironmental tecimologies. Saab, for sxample,
advertises itself in Britain, where lead-free gasoline will soon be required, as
"SAAB--Supporters of CLEAR; the Campzign for Lead-Free Air." "With lead-
fre= perrol, Saab engines are ot just efficient, they're quister and cleaner too..If
all cars were this mindful of the laws of newre, perhaps new laws would be
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unnecesary.” (Financial Times, July 19, 1983: 2).

We have aiready seen impressive gains in vehicle emission reductions over
the past two decades. Since 1970, emissions of hydrocarbans and carbon
monoxids from the average car have been lowered by 90 percent and nirrogen
oxides by 75 percent. This is largely due to technological advances in engine
desien, the catalytic converter that mansforms dangerous gases into less harmful
ones, and reductions in the lead contant in gasoline; and industry continues te
make new headway in reducing auto emissions. The New Yark Times mcently
reported, for example, that Ford Motor Company is among the car
manufacturers that are working e improve the efficiency of catalytc converters
to reduce automotive poflution. The Detroit Diesel Corporarion is mannfacturing
diesel-type engines modified to run on pure methanol, which contributes less to
the production of ozone than do conventional fuels, though methanol use involves
other safety consideratons. Gengral Motors and Ford also have developed
automodve engines for methancl and namral gas.

A varety of other technological and institutional developments that could
reduce pollution are in the experimemtal stage, Jome SCOROMISIS advocate a
system of adding rac=able isotopes to industrial emissions to "fingerprint” each
fim's emission levels. By linking emissions with specific companies, pollution
bills could be sentt our, offering another pessible way to charge polurers.

Conclusion

In ordar to reduce poilution, it is necessary to ncorporate polluring costs
as part of everyday business and household expenses. Car owners are accustomed
ta paying licence plate fees, insurance fees, and so on, but they are not yet paying
the pollution costs of tieir driving habits. The same is tue for industry.
Pollution-pricing plans such as emissions rading and emissions ¢charges proposs
to incorporate such costs. There will be a namral resistancs to plans that require
people to pay for things that had previously seemed "free,” bur only through such
systems can we hope to reduce air pelluton in a manner that is efficient,
effective, and equitable. The plan above describes a market that is driven by a
broad-based ruling requiring all poiluters o reducs emissions by certain
percentages. While there are ather ways to establish the impems for markets, the
impertant point is that properly structured incentives will mduce peopie to adopt
antpollutdon activides voluntarily.

Dereguiation of lznd-use and ransportation also offer a way of lering
people make the kinds of made-off decisions regarding the costs of their current
bahavior versus the costs of altermg their behavior in ways that help reduce their -
contribution to pollution. This deregulaton will be most effsctive if it is
accompanied by various mechanisms for charging for pollution emissions. Such
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a pollation-abaternent plan offers far greater Bexibility and far greater prospects
of reducing peliution in ways that are cost efficient and enforceable than the
AQMD plan, or any of the varfants now undesr consideration.

The proposed Air Quality Management Plan continues the government
tradirion of setting unrealistic goals for environment quality and imposing
milexibie, top-down mechanisms for achieving those goals. Past faderal
legislarien, for exampie, that stated the water polludon goal of "zero discharge™
into the nation's waterways, has remained just that--a statement of goals.
Similarly, the AQMP seeks to put the Los Angeles basin in compliance with
federal clean-air standards by 2007-using control measures whose emission
reductions are highty speculative and whose true costs are vet to be revealad.
They, too, are likaly to become just statements of goals on the environmenta]
wish lige,

8By Dr. fo Kwong, Capitol Research Cenzer, Washington, D.C. This sty i3 wrilten with the
asywstance of Lynn Scarien, Research Director of the Reason Foundarion,
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