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Jaffe, Peterson, Portney and %
Stavins, 1995
“Overall, thereisrelatively little evidenceto
support the hypothesisthat environmental
regulations have had a lar ge adver se effect on

competitiveness, however that elusiveterm is
defined.”

“...thereisalso little or no evidence supporting
therevisionist hypothesisthat regulation
stimulates innovation and improved
Inter national competitiveness.”
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Generic Difficulties m

Measuring stringency of regulation
Endogeneity

L eft-out variables

Unknown counterfactual

| deology
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Trade, FDI and L ocation

o Some evidence of effectsfor LDCs, but
measures of regulatory stringency are
problematic

— Kolstad and Xing (air pollution)
— Unteroberdorster (participation in treaties)
 New evidence on U.S. indicates modest negative
Impacts
— Becker and Hender son on ozone
— Greenstone on 4 criteria pollutants
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Productivity %

Are“actual” costsmoreor lessthan reported
PACE expenditures?

Gray and Shadbegian--mor e (but left-out
variables)

Morgenstern, Pizer and Shih--less (but stay
tuned)

Berman and Lul --less(in L.A. oil refineries)

Greenstone --more (implicitly, but a very small
amount)
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Economic Growth

« Michael Greenstone: best econometric
evidence yet:
— plant-level datafor all of manufacturing

— plantsidentified with counties and with industries,
allowing very detailed controlsfor other drivers

— exogenous measur e of regulatory stringency:
counties CAA compliance statusfor each criteria
pollutant

o Result: statistically significant but very small

reductionsin economic growth
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The“win-win” debate:
Ar eas of agreement

e Much existing environmental regulation uses
Inflexible mechanismslikely to stifle
Innovation.

e “Incentive-based” mechanismsarelikely to be
mor e conducive to innovation.

 Firmsareboundedly rational sothat external
constraints can sometimes stimulate innovation
that will leave the firm better off.
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Ar eas of agreement (2) %

Environmental regulation islikely to stimulate
R& D and other searchesfor less-polluting
technology and processes. (Jaffe and Palmer)

Thisislikely toresult in innovation that makes
theregulation less costly.

Forecasts of compliance costs for new
regulationsarelikely to be overstated.

First-mover advantages may result from
domestic regulation that correctly anticipates
wor ld-wide trends., ,;cuu rorum o



Analytical/factual disagreements

e Widespread case-study o Casestudiesare highly
evidence indicates selective. Firmsbelieve
significant “innovation regulation iscostly.
offsets’ are common.

e |nnovation in response « Even if cost-reducing
toregulation is evidence innovation occurs, need
of offset. to worry about

“opportunity cost” of

R& D and management
effort.
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Analytical/factual disagreements (2

e Pollution isevidence of e Costsarecosts even if

waste, suggesting reason firmsaren’t at the
why cost-reducing frontier, side-effects of
Innovation in response to pollution reduction
regulation might bethe could just aseaslly be
norm. bad as good.

e Existing productivity or  « EXisting studies show
cost studies do not that innovation offsets
captur e innovation have been very small.
offsets.
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Analytical/factual disagreements (3

« Wehavefound alot of e Sinceyou agreethat bad
evidence of innovation regulations stifle
offsets even though Innovation, the beneficial
existing regulations are effects of existing
badly designed. This regulation only shows
suggeststhat offsets that case studiesare
from good regulation highly misleading.
would belarge.

» Economicsis « Economicsisthedismal
Panglossian. science.
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The Jaffe Hypothesis®
(You heard it herefirst.)

o Second-order effects (good or bad) are small
relativeto first-order effects.

e Implications:

— Measured costs do not grossly understate or grossly
over state actual costs

— Innovation does not make regulation free, just cheaper
than industry saysin advance (but you knew that
already)
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Parting Thought m

 Weall agreethat much existing regulation
stifles innovation.

* Replacing inflexible regulations with incentive-
based approacheswould make regulation

et

en
e W

ner less stifling or else positively innovation-
nancing.

ny don’t we focus on achieving this?
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