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Commentary on... Marketable Pollution Permits
Market Solutions Good Way to Solve Problems

Frederick Tank because the government acted in the role

As ironmental economist, | b ion i i i of a broker without i fee. This
._eu_ﬁahﬁ.oﬁ e ol 2R ...pollution is not a normal market like com or wheat or gasoline. A e &a&.«.es&g.in. He.s. )

apply market principles. Old fashioned  Citizen does not have an individual choice about air pollution.” ly cheap one since the agency already had
command and control is clumsy and inef- the information.
Man_n... _.._,E...um_a_o&m_u.m.ﬂi. Congress put it in the 1977 amendments. A study of the Fox River water pollution Let me point out one further problem with
ognized the benefiis of pollution permits . The law set up this system for sulfur EE.:.E“%.“RH the sulfer dioxids allowance suction
which companies sad iavestors could dioxide pollution. The Chicago Board of transaction costs were gh and under the Clean Air Amendments. The

: Trade runs the auction under the contract  "2nticipated. In this case the culprit was  actual férm of the auction appears to be.
trade. administrative requirements. An analyiis  defective. The law requires sealed bids

The advantage of this market s that an Hﬂ_muﬂﬁa%w”__ﬂguﬁu_rnmm> of the EPA emissions trading for criteria  and offers. The Act states that
electric nn_.-ngm._.wnmiﬂg_!qﬂ right Smo__gn one ton of sulfur dioxide air pollutants concludes that buyers and “allowances shall be sold on the basis of
sell according to its individual costs of oo o high as $450 each. Since then >
abating the pollution. If a company has a the prices have fallen sharply, o the sur- tify one another, and as a result, buyers cal and not the method used by s
high cost to abate, it buys, and if a com- . oagmw>l&=.n§n__ Last frequently paid substantial fees to brokers  cialists on the New York Stock

. prise ustry. p . ’

%ﬁh! .?s-:“wfaa_w e 00y 368, Additional bad news for market advocdtes  The sealed bid method gives an electiid

i ample, . came in January when the South Coast company or an investor an § ve Lo

simply close an old stinkpot of aplant.  Furthermore, the Chicago Board of Trade ;. 051ty board in Southemn California  misrepresent. This in turn @ees the
dropped its plan to establish a futures . . 2o . . 2

Under command and control each firm market of its own, not just run the EPA . YOt¢d unanimously not to move forward  transaction costs, without increasing ben-

has to reduce its pollution emissions by auction. The market tumed out tobe too 111t its innovative pollution trading mAr-  efits. 1am not alone in recommending

the same percentage. With an emission thin for this. ket. Many of us have seen great promise  Congress change this. “

market, the companies can choose the in the District's programs and can only .,
method that saves them money. Intum  The chief reason for the low price and hope this is a temporary setback. ﬂ&ahoﬁhﬁ_ﬁn.ﬂ__nﬂﬂm;
this saves everyone money. Morcover the  failure for a commercial market appears Lest you become too pessimistic, a nuin-  tion, prices bid and asked, the identity of

companies are not subject to EPA to be that transaction costs eat up much of . ! .

demands which (rightly or wrongly) they the benefits. The biggest cost is broker- <" Of conomic studies point to success-  buyers and sellers, and so forth. Afier all,
. . L . ful programs. One was trading lead rights  we recognize that pollution is not a nor-

consider arbitrary. Finally government age. An individual electric company does h . - .

raises revenue not have enough information about what among oil refineries during the phaseout mal market like com or wheat or gasoline.

: is available, its price, bargaining strate- of leaded gasoline. A factor contributing A citizen does not have an individual

As a further benefit to the air, the buyer Eigsﬂg?ﬂﬂng 1o its success was that, prior to the phase  choice about air pollution. We already

cannot pollute quite as much as the for- hire brokers, whose expense depletes the out, the refineries were accustomed to recognize the govenment has a special

mer owner. The sulfur dioxide margin. On the other :-_x_._ the companies striking deals with each other for gasoline  role. Let's be efficient by using the mar-

allowances evolved from the bubble con-  corainly should not try to buy or sell e ket.

cept EPA began experimenting with

about 1975. When the courts decided the

EPA bureaucrats lacked authority,

without the brokers. They would risk too  The New Jersey Pinelands transferablé Frederick Tank teaches environmental
much. development rights program succeede] economics at the University of Toledo.

sellers lacked a convenient means to id*n- bid price.” This appears 10 be a bit illogi- v,.\._
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