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The Big Picture

» Environmental (public) goods have subjective costs and
benefits.

» Regulation can narrow choices based on inappropriate or
mismeasured values.

» Markets are more flexible.
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The Big Picture

» Environmental (public) goods have subjective costs and
benefits.

» Regulation can narrow choices based on inappropriate or
mismeasured values.

» Markets are more flexible.

Background reading: The End of Abundance: economic solutions
to water [quality/quantity| scarcity
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The Knowledge Problem

» F.A. Hayek's “The Use of Knowledge in Society” (1945)
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The Knowledge Problem

» F.A. Hayek's “The Use of Knowledge in Society” (1945)
> Inappropriate aggregates lead to misallocation.

» So decentralize as much as you can.
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Markets for quality

1. Cap and trade requires that either emissions or quality be
capped/targeted.
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Markets for quality

1. Cap and trade requires that either emissions or quality be
capped/targeted.

2. These measurement problems also exist with regulation.

3. Trade then allows “suitable parties” (point sources?) to find
the cheapest way to hit the solution.

Outcomes instead of outputs. No need to specify or monitor
technology or techniques.

See also: Severn Trent's “Changing Direction” report (incipient
rebelion against WFD best practices)
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Markets for quantity

1. Existing rights are recognized.
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3. Reductions are allocated (seniority or across the board).
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Markets for quantity

Existing rights are recognized.
Environmental flows are quantified.

Reductions are allocated (seniority or across the board).

A

Trade allows reallocation to highest and best use.
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Markets for quantity

Existing rights are recognized.
Environmental flows are quantified.

Reductions are allocated (seniority or across the board).

A

Trade allows reallocation to highest and best use.

No need to quantify value within sectors, measure footprints, etc.
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Thank you!

AWATER

The research leading to these results has received funding from the
European Communitys Seventh Framework Programme
(FP7/2007-2013) / grant agreement #265213 Project

EPI-WATER “Evaluating Economic Policy Instrument for
Sustainable Water Management in Europe.”
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