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Controlled
Trading

What it is—
why we need it
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The EPA has begun encouraging states to adopt a series of
"controlled trading" steps to speed progress towards clean air
with less expense and administrative hassle. Since 1970 EPA

and the states have sought better air quality through rules

which apply specific, uniform emission limits -- generally based
on a known feasible control technology -- to every emission point
within a regulated process. That approach produced large gains in
many areas, because it dealt with sources that were easy targets,
whosa initial costs of control were relatively low. But for many
urban basins and more intractable poilutants, it has left us far
from attainment of ambient air standards. Now we face more diffi-
cult problems -- and the possibility that past gains may slow or
be reversed.

There are several reasons for this. First, air is limited,
while our population, production and industrial base will continue
to grow. The atmosphere cannot expand; the more dirt we put into
it, the dirtier it will get. Second, rules are general statements
that can't fit every case. They leave plant managers little room
to adjust broad requirements to particular situations. And they
treat similar processes equally, ignoring both different impacts
on air quality, and the chance that equivalent emission reductions
might be more easily obtained from other processes in the same
facility or area. Because some sources are undercontrolled under
this approach, while many are controlled more than they need be,
the result is excess costs -- and a powerful reason for industry
to try to limit its obligations by resistance or delay. Finally,
and most importantly, the present system discourages innovative
control technclogy. A source that installs known controls can
generally count on keeping enforcers off its back, regardless of
those controis’' cost or effectiveness. A source that develops
more effective measures receives no reward for doing so. Worse
yet, it risks making itself a target fer extra regulation, since
it may have shown its industry can do more. For mast firms, it
is simply not "profitable" to invest in innovative efforts to do
more than the law currently requires. This point {s critical, for
in the long run only innovation can produce improved air quality
at reduced -- rather than increasing -- costs.

Present regulation can deal with these threats to air quality
in two ways. It can try to squeeze mare emission reductions out
of regulated sources, imposing much heavier costs per pound than
for initial reductions. O0r it can reach out to regulate smaller
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sources. Both-tactics mean more government intrusion and: - -
enforcement burdens, as well as-smallern payoffs per:cmequtatory.
action. Both mean more 1ndustry~resws¢ance and; politicial
problems. Both: po&e direct conflvcts hetween growth ared zo.
clean air. CE AL L nrReL e g e
pomm SR
COnzrelled tradang offers a may~out cf th1s tragpdy . -
puttzngcthe profut motive te-work for-poliution coptred ;» within
the present regulatéry system. Most generally, it would a1iow
any source. to meet.its.emission egntrol- responsibilities y -
securing required reductiens:from:any peints. withim itsown - - -
or other facilities, se lepg:.as air quality and ithe enforzess:
ability of the resulting trade in levels of control remain-zrm=
equivalent. If a source can find or finance ways to remove
twice the amount of a.relevapi.pollutant at $5.per.poupd -~~~ c®
either within itsrown-plamt.ob: from ng1ghbor1ng plants --"?f S
it can halve. the $10.pounds it is now required te remgve. . :: .-, -
In short, it can trade a relaxation_gf controls where conptrel . . ..:
costs are very high, for increased controls where.costsg,_u oy .
either of internal reduction or. externaa purchase - are— SRS S
relatively low. ; ,,?,v e e an Y
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Thus controlled trad1ng allows a source to get semeone-¢«~ gt
else -- or some other process -- to meet required emission
reductions. And a market for those.rgductions will. let sourges:
nt1c1gat the1r ava11ab111ty and- cast,ucregt1ng greatef“TﬁfT“”
certainty. and more- educt'lonsc R . . ggu
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This s1mp1e step can.carry,large- benefuts F1rst3 an xi
studies of existxng sougces .under- thenbubble 1nd1ca¢e,ai;
can yield savings of millions.of. dollars, without,adverse,
impacts on, amb1ent air, qua11ty »~P1an¢ -managews: who  produce-
such savings by redxstr1but1ng ¢ontrols will- continue-teo 5. -
search for, ﬁurther Lnexpensive reduct1ens --.and-will have T
a personal stake in the. new: configurat1on, -instead .of viewing - - -
controls as,- an 1nterference imposed from outsfde.- SO R 2
(RO - A Lot
Secong, contro11ed trading builds,an the pl@nt-specxf1c=bu,
expertise w| 1ch ¢ontrol. agencies-can never duplicate. Instead: .
of stopping with enforcement of-a uniform-rule, it encounages-: «». .
plant managers to tailor nationwide requirements by counter-
proposing.a different mix of controls that will produce the -
same result.. -Since no ntrasgurc trade will take place unless e
savings -are.realized, and ng intersource trade will:take place:. -
unless both parties benefit, t this leaves state ageneies free-tg -
focus on technic&l -adr qual1ty wh11e reduc1ng wrangles over: .- -
industry costs. = o - peo , p
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- Third, —centrelled—trading makes it profitable-- for
the first time +< for firms: to ¥nndvate by cdntro114ng
more than reéquired: Sources whichi’produce :such exitia
emission reductionscwcan benefit by using:.them for & cost-
cutting bubbley ot selling :them @t a profit-to new plants - e
in need of offsets. These benefits can be magnified ‘ -
by banking, which creates a continuous incentive for firms
to control as :far-as possible whenireplacing cirrent céntrels:,: by
a11ow1ng such firhs to store réductxons for future use-or 3ales
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Banang & 3o prOV1des ﬂnnovat1en 1nsurance ?or ex1st1ng -
sources, which.xcan® secure bffisets toimake?tip the difference if
a new methﬁu'ofhpollut1bn contro] ?aTTs shﬁrt af app11cab1e
requ1rements
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Fourttr, éon{rolﬂed trading encoﬁrages voTuntarz extra’

reductions by regulated and uUnregulated soufces. The: 'J;' T
prospect of substantial savings br profits ¢an induce many Yo

firms to' install® controls that would be difficult®to mandate

by direct regulation.” The prospect can also induce effective

but difficult te require process changes. And it\can'ﬁqke further
reduction feasible for those low-contrgl-cost but low-profit
sectors of the economy that have often_been treated Tightly

under State plans o - oo
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Finaldy, cuntrol]ed trad1ﬁ§ can’easé pol1t1¢a] aﬁd admini- “j,"
strative pressurés on hard=pressed SRife air aéenc1es "It s
injects needed flexibility into the regulatory procsss, en11st1ng
industry as an ally rather than an adversary. It can sharply
reduce complqancgmgosts w1thaut‘cﬁang1ngfthe way emission -
obligations are sét-and enféfceds ™ It offef§-3 réute to™*: 5
attainment which does not invalve: add1t1éna1 direct regu?atvon~ )
With banking, 4t canv spreaé permit- approva1s ~over timé, ‘Félieve-- -~
pressures to Find .ofFsets duriag politically-chardéd new source- -
reviews, and heélp communities planfor growth based on Knéwn
amounts of emission credits. It gives enforcement agenédies
something positive to-distributé, not-additiondl obligafions.

And it reverses present incentives for industry to delay rather
than speed negotiattons.s A source whiéh €an benefit” from:a frade
is losing money eath dayi‘that tradé is déTayed, "dnd ‘will do EXAR
everyth1ng poss1b7e to assure a prompt resolut1on ~(ﬁ'
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Contra]led trading curﬁeﬁt]y cons1sts of the bubble; new
source:offsets, and bdanking: ‘EPA is:exploring other steps --~
including marketabTeé permits and. methods of allocating the clean
air increment in $0-¢alled. PSD-areas -- that would ‘expand the i
universe of.traders and trades; provided that air quality and”~ - --°
enforceability are preserved. The important point is that- - -/ °~
these steps, 1ike the existing ones, will give sources a range
of ways to meet air pollution requirements as cheaply and
efficiently as possible, and that they must reinforce each other
-- and environmental goals -~ alike.
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For further information on controlled trading, please
contact:

Michael Levin

Chief, Regulatory Reform Staff
Environmental Protection Agency
401 M Street, S.W. (PM-223)
Washington, D.C. 20460

(202) 755-2884



