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THE ECONOMIC IMPACT OF ENVIRONMENTAL PROGRAMS

The Council on Environmental Quality (CEQ) has, since its
inception, taken a major responsibility for assessing the
economic abatement costs the Nation can expect to face as a
result of current Federal environmental legislationl The
Council carries out other in-house analyses or contracts for
studies concerning the economic impact of these programs.
This memorandum summarizes CEQ's 1974 estimates and analyses.
Additional supporting papers are available upon request.

(See page 24.) :

1974 Abatement Cost Estimates

The CEQ's estimate of abatement costs for the ten-year period
1973 through 1982 are given in Table I. These "incremental"
abatement costs are those abatement costs projected to meet
the reguirements of Federal environmental legislation enacted
since the mid-sixties, bevond what the Nation would have spent
for the same purposes in the absence of this legislation.

Four types of costs are shown:

- "Investment costs" (for the period 1973-1982) which
are the estimated expenditures which will be made
on capital equipment for pollution abatement by both
public and private sectors.

‘- "Capital costs! which include interest charges on
pollution control investments and the deprec1at10n
of the capital equipment. )

- "osM costs“ which are the costs of operating and
maintaining the pollution abatement processes.

~ "Annual costs" which are the sum of the capital costs
and the 0&M costs. The last column in Table I shows
the sum of annual costs projected for each of the
ten years 1973, 1974,...1982.

These abatement costs are estimated primarily from data provided
by the Environmental Protection Agency (EPA) and other Federal
agencies. The air pollution abatement costs are based primaril;/
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on the 1974 edition of The Cost of Clean Air,2 and the private
water pollution abatement costs are based primarily upon the
1973 edition of The Economics of Clean Water.> The cost esti-
mates predominantly assume the installation of "end-of-the-
pipe" treatment for air and water pollution abatement, and thus
understate potential for less costly production process modifi-
cations which also satisfy legislated abatement requirements.
For this reason, and because CEQ's unit cost assumptions are
generally high, the cost estimates are considered to define,

on the basis of current knowledge, the maximum likely costs

the Nation will experience. However, not all of the costs
associated with meeting the 1983 goals of "best available tech-
nology" are included because of uncertainty about the degree of
abatement that will be required for many industries.

Cumulative abatement costs (in constant 1973 dollars) over the
1973-82 period are estimated to be $194.8 billion. This estimate
is approximately $42.1 billion (28 percent) higher than last
vear's estimate. However, only $10.1 billion of this increase
represents a net increase in real cost estimates (primarily
stationary air pollution control). The remainder of the increase
resulted from: o

-~ Changing the estimating period from 1972- $20.5 billion
81 to 1973-82 (in essence, dropping 1972,
a-relatively low cost year, and adding
1983, a higher cost year).

- 1Inflation (changing from 1972 dollars to $11.5 billion
1973 dollars).

Distribution of Costs by Sector: Approximately $77 billion

of the cumulative costs (mobile sources and solid waste collec-
tion costs) is paid for directly by the consumer. Another

$32 billion is initially paid by government and passed through.
to taxpayers. Of the remainder, $32 billion will be paid by
electrical utilities and the rest by other industries. These
costs will be predominantly passed on to the consumer in the
form of higher electricity and product prices.




TABLE II - O _
INVESTMENT FOR AIR AND WATER .
POLLUTION ABATEMENT BY INDUSTRIES, 1973

{(in mllllons of dollars)-

Pollution abatement investment

e

Source: U.S. Department of Cmnmerce, Bureau of Ecqnom.c Analys:.s, survex of Current B}usin}essi

vol. 54, July 1974.

Y = End-of-the~pipe Process change
Total plant & | & process change S only
expenditures JTotal | Air Twater | Total |Air | Wate
‘All industries 100,076 l4,938 | 3,176 [l,762 |1,169 |724 444 |
Manufacturing —~— 38,003 3,153 . 2,050 [1,103 712 | 446 266 ;
‘purable goods 19,389 1,579 | 1,207 372 7] 321 220 | 101
primary metals o : 3,481 ‘B14 712 | 101 | 112 | 82
Blast furnace, steel workg-——aw—se—e=- 1,407 230 163 .. 67 75 | 56
Nonferrous ' 1,679 523 492 .31 29. 1 19
Electrical machinery 2,895 129 | 44 ‘85 3s 14

‘Machinery, except e lectriqalememmmmmmmm~ 3,478 -.| 80 .52. 28 | .036 | 24 ,

- Transportation equipment-—--——=——=—=——-- 3,063 170 96 | 74° 37 20. - ’
Motor vehicles _ Cemems| 2,244 143 81 | ez 35 -] 19 ,
Aircraft- ' 531 - | 20 11 . 1o 0 0 0

Stone, clay, & glass 1,503 144 | - 123 22 50 | 42 8
Other durables 4,969 243 180 63 52 |37 | 15;, I
Nondurable ‘goods 18,614 1,574 843’ ] 731 391 2286 165 ‘?J
Food 1ncludmg beverag= . ' 3,048 152 68 84’ ‘49 25 288 -
Textile - ' 787 [ 29 9 .20 1L 3 8 l
Paper ’ et . ..1,893 .| 355 174 181 14 7 7
. Chemical et e - 4,324 416 203 - [ 213 149 88 61
| PetrolelMes———=sm~s-w~oSmenre o | ... 5,409 555 |. 352 { .203. 151, {94 .| 571
RUDDET ~mm e o = = it om e S e - 1,567 | 48 .26 © 723 12 - BT I
Other nondurables 1,586 So19 12 7. 5 4 R
Nonmanu facturing-- S—— 62,073 .- 41,785.{-1,126 . |..659. |..457. |278. 'V; ,17.9.;] o
Mining- -~ ..2,759._. .} 9L. .41, ,3, 5 l
- Railroad ; - 1,939 .| -1 . 5 - 2.1 -
Air transportation ©°2,413 {.2005. 1.0 12 & I R
Qther transportat::.on- 1,605 07 11 . € PR

. Bublic utilities s ©18,087-. 71,451 |0 921 {530, 11607 l
Electric : . o - . .16,250. - 1, 409' 906 . |50 139 ¥
gas & other - - -~} 2,837 R L- T 11 ¢

Communication, comercial. & other --—--- 34,270° 201 142" 10 l

NOT REPRODUCIBLE ~

A
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Distribution over Time: In terms of the timing of expenditures,
investments are expected to increase steadily up to a peak in
1976 in order to meet the 1971 goals of the Clean Air Act and
the Federal Water Pollution Control Act. Annual costs are
expected to increase at a rapid rate through 1977 after which
they will level off. ‘

Distribution between Investment and O&M Costs: In tems of
real resource costs, CEQ estimates that there will be $81.4
billion invested in capital equipment and $121.8 billion

spent on operation and maintenance costs over the 10-year period.
As noted earlier, this estimate of investment costs is thought

to be too high because of the emphasis. placed on "end-of-the-

pipe" capital investments as opposed to less investment-intensive
process charges. The Bureau of Economic Analysis (Department

of Commerce) in a recent survey of pollution abatement invest-
ments (see Tables II and III) found them to be somewhat lower
than the CEQ estimates.

As Tables II and III indicate, the BEA survey provides the first
information about the relative importance of process change as
opposed to "end-of-the-pipe" treatment for pollution abatement.
In 1973 and 1974, 23 percent'of the total investment for pollution
abatement was expected to be allocated for process changes.

Macroeconomic Impacts

The macroeconomic impacts of environmental expenditures were
analysed by CEQ, with the help of the Chase Econometrics, Inc.,
macroeconomic model.®

In 1974, the estimated incremental real resource (investment
plus 0O&M) abatement costs amounted to approximately 1.0 percent
of the U.S. Gross National Product. This proportion is expected
to increase to approximately 1.7 percent in 1976, and then
decrease thereafter as lnvestment costs decrease and GNP contlnues
to grow. :
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TABLE 111

INVESTMENT FOR AIR AND WATER POLLUTION
ABATEMENT. BY INDUSTRIES, - 1974

(in millions of dollars)

Pollutioh—abaﬁement investment

End—ofqthe-pipe

_Process change

Total & process. change . only
plant. and
expenditures - . Total . |Air Watexr Total Air Water
All industries--—- 112,114 .| 6,543 4,346 2,196 | 1,465 1,003 462
Manufacturing——-=me—e--~-— : 44,404 4,446 [2,929 1,517 1,042 . 721 321
Durable gOOdS——-=—me—m-m : 22,611 2,063:|1,523 . . 540 499 . 397 102
Primary metals———————eo— ' 4,337 1,003 ‘84l . 163 .| 250 239 11
Blast furnance,steel workSweme—ccccacamaam= ; 1,712 381 304 78 114 109 4
NONferrous-e———meemmmamm _ 2,156 553 469 83 118 . 111 6
Electrical machinery=——-—smmcommcmm e 3,179 175 53 - 122 46 | 16 30
Machinery, except electrical-——————me—cmauaa 3,975, J118. |- 74 44 . 42 - 27 15,
Transportation equipment—e———sec—mame e 3,570 195 112 83 29 17 12 ¢
Motor vehicles- —— ———— 2,682 178 103 75 28 - 17 12
Aircraft-- e L ! 580 13 7 6 0 0 0
Stone, clay, & glass- —— . 1,683 282 244 . 39 58 - 48 . 10
Other durableS———-- - : - 5,867 ©.290 200 © 90 . 73 50 23
Nondurable goods-- 21,793 2,383 11,406 977 543 324 . 220
Food including beveragemem ——cmum—meomcmw - 3,276 230 | 112 .. 118 67 . 35 32 .
Textile—me=- —————— 773 43 17 26 7 3 4
PAPEY w e e i e e e e e e . 2,484 500" 326 174 31 16 15
Chemicale—meemman ————— 5,249 608 293 . 316 188 109 79
Petroleume—e—er—maca - - —— 6,888 926 . 610 . 316 239 153 86
Rubber ———————————_——— e e o e it e 1,580 51 33 18 8 6 2
Other nondurables e e " 1,543 24 16 9 5 2 2
NonmanufactUringe—-—ceecmmccmec e e 67,710 2,097 11,418 679 423 283 140
MinNing————m e e 3,143 100 53 47 1 28 22 ©
Railroad —e—eem oo e 2,272 19 3 16 . "3 2. 2
Air transportation : _— - 2,160 9 4 5 1 0’ 0
Other transportation - - -— 1,617 17 10 7 5 3 2
Public utilities——-——— - -. 22,163- { 1,69 |1,179 518 307 200 107
Electric - e ———— e 18,808 1,651 11,160 . 491 295 197 a8
Gas & Other cema et e 3,355 46 | . 19 27 11 2 9
256 170 87 80 57 23,

Communication, commercial, & other ceemmceean 36,355

Source: U.S. Department of Commerce, Bureau of Economic Analysis, Survey of Current Business, -

Vol. 54, July 1974,

.
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Estimated private pollution control investments (excluding
mobile' sources) amount to approximately 3 percent of gross
private domestic investment and 6 percent of business invest-
ment in plant and equipment in 1974, These ratios are expected
to remain approximately constant through 1976 after which they
will fall. '

Impact on Inflation: The impact of these expenditures on the

rate of inflation has been estimated in two ways. One estimate
compares the price increases expected in different economic
sectors as a result of pollution control expenditures with the
contribution of these expenditures to the rate of inflation.

As Figure I indicates, much of the increase in the wholesale

price index (WPI) over the past year has occurred because of
increased energy (predominantly o0il) and food prices. The cost

of producing crude oil and unprocessed food is virtually unaf-
fected by pollution control expenditures. Calculating the impact
of the remaining sectors involved weighting the contribution of
each to the increase in the WPI by the price increase expected

in each sector as a result of direct and indirect polliution
control costs. These calculations indicate that pollution control
expenditures were responsible for approximately 0.5 percent (one-
fortieth of the total increase of 17 percent) in the WPI from 1973
to 1974. .

This result was confirmed by three separate analyses using
sophisticated macroeconomic computer models. The first was the
1973 Chase Econometrics macroeconomic analysis which predicted
an increase in the WPI of 0.5 percent during 1974 as a result

of pollution control expenditures.7 Two other similar analyses
have been run by the Brookings Institution and by Data Resources,
Inc.8 Both show inflation rates of 0.3 percent to 0.5 percent
per year resulting from pollution control expenditures. The
Chase projections of price increases resulting from pollution
control expenditures are given in Table IV,

Impact on Investment, Productivity, and Economic Growth: One

of the concerns currently being expressed about environmental
programs is ‘that the substantial investments they require will
displace investments that firms would otherwise be making to
expand or modernize their production capacity. Such a substi-
tution, if it were to occur widely, could have an adverse impact
_on the rate of increase in labor productivity because firms




‘FIGURE 1

Percent Contrlbutlon to Change in Wholesale Prloe Index,
~ April 1973-April 1974 |
(by Major Commodlty Groupings)

Pulp, paper & allied products 5.5% Lumber & wood 1.8%

Percent change in WP| during
This period 17.0%

Contribution of major groups -

Machinery & equipment 5.7%

'Food total 28.8%

Fuels & related products 22.3%

Textile products & apparel 5.3% Other . 48.9%
- 100%

Chemicals & allied products 7.3%.

~_

Fuéls'& related
products 22.3%

Other 8.1%

Farm products, process
foods & feeds 28.8%

Metal & metal
products 15.2%

Source: Cost of Living Council, 1974, based on Bursau of Labor Statistics data.
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PERCENTAGE CONTRIBUTION

~9-
TABLE IV

OF POLLUTION ABATEMENT EXPENDITURES

TO PROJECTED CHANGES IN PRICE INDICES

GNP
CP1 WPI deflator
Increase 1975/76 0.5% 2.0% 0.9%
Cumulative increase to 1976 0.8% 2.6% 1.2%
Average increase 1973/76 0.3% 0.9%% 0.4%
Increase 1981-82 -0.2% -0.1% 0.0%
Cunmulative increase to 1982 0.3% 2.4% 0.9%
Average increase 1973/82 .03% 0.2% 0.1%

CPI
WPI

Consumer price index
Wholesale price index

I

Source: Based on Chase Econometrics, Inc., (1974) estimates.

would be operating with older, less productive equipment.
And this réeduced productivity growth would result in a lower
rate of economic growth for the Nation.

The available data indicate that such effects are likelv to

be minimal. The maximum projected investment for environmental
purposes by U.S. industries is unlikely to exceed 6 percent of
their total plant and equipment expenditures in any one year,
and should average approximately 3 percent of these expenditures
over the 1l0-year estimating period.

The pollution control expenditures will, of course, place

increased demands on the capital market and will displace some
private investment, but the Chase Econometrics analyses conclude
that the displacement will predominantly be in areas other than
plant and equipment expenditures, such as residential construction .

This conclusion is at least partially confirmed by the results

of the first Bureau of Economic Analysis survey of pollution control
expenditures, in which only 2 percent of the firms sampled claimed
that pollution control expenditures had displaced any of their
planned investments for expanding or modernizing their production
capacity. ' '
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FIGURE lI

Projected Economic Growth, 1974-1982

Real GNP { $ 1967)
1,200

1,100

T

1,000

900

,.

. With pollution abatement expenditires

-
—‘

800 h Without pollution abatement expehditures

700}

s0o}

500 - ’
1974 ) 1976 1978 1980 . 1982

Unemployment rate (%)

FIGURE I ' IR

Unempioyment Rates, 1974-1982

6.0 |
" With pollution abatement expenditures
"5 T o S AR T G oty e . : .

T - / - -

40 |- \ )
Without pollution abatement expenditures |

20
0.0

1974 1976 © 1078 ’ 1950 ‘ 1082

Source : Chase Econometrics, Inc., ' The Economic |rn'péct of Pollution Control: Macroeconomic and Industry Reports,’»1974, prepared for CEQ, .
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‘The BEA report concluded, "While it is possible that in some

industries pollution abatement restrictions have caused a reduc—
tion in investment, the low level of positive response to this
guestion indicates that business as a whole does not think of
pollution abatement regulations as reducing investment in new
plant equipment." '

In light of these findings, pollution control expenditures are

not expected to delay significantly the expansion or modernization
of industrial capacity for producing goods and services, and
therefore are not expected to have a measurable adverse impact on-.
labor productivity.

If environmental expenditures have an insignificant impact on
plant and equipment expenditures and therefore on productivity,
they will have virtually no impact on the rate of growth-of

the "full employment GNP." However, according to the l0-year
forecast by Chase Econometrics, the anticipated peaking of
environmentally related expenditures prior to 1978 will create

a minor business cycle which will affect the actual growth rate
in GNP. These expenditures are expected to stimulate the economy
prior to 1976 so that the GNP in current and constant dollars
will be higher than it otherwise would have been. After 1976 the
slightly higher prices resulting from pollution control\expendi—7
tures will have a minor depressing effect on the economy, causing:
the real GNP to dip below the level expected without environmental
expenditures. By 1982 this depressing effect is expected to dis--
appear, so that the GNP will be at the same level as it would ha-—ra

been without environmental improvement programs. The projected
GNP levels are summarized in Figure II.

Impact on Employment: The impact of environmental expenditures
on employment is projected to be insignificant. In the macro-
economic analyses the impact of unemployment is expected to mirror
the impact on GNP: before 1976 there will be less unemployment
than there otherwise would have been, from 1977 to 1980 there

will be somewhat more; but by the end of the decade there will be

no 31gn1f1cant impact on unemployment Projected employment C
rates are ‘given in Figure IIT.

These macroeconomic analyses do not take account of plant closings

caused by environmental regulations, however. EPA, which- malntalns'
"Economic Dislocation Early Warning System" on such closings,

had received reports of 69 firms which claimed that they had been
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VABLE V

PLANT CLOSINGS WHERE POLLUTION CONTROL COSTS WERE: ALLEGED
TO BE FACTOR, JANUARY. 1971-JUNE 1974

0]
B
3]
w D Y O
i 29 ¥
. o : | -
3 a H Y ) A B
3] — 3 g ] Y] N gl | M
S5 R - I L - =
a3 ] ~ 0 o T v o 2 -
Y] g M H o ~ 4 - g
o X o -la o) ) o -
. 5 Y] 4+ Q ord
9 g 9 E g a -0 oo )
&g g ) o g £g . A M
d . : g L] 2 0 M + )
&g A (330 0 a o g g % i
o e - [¢) 2 A 8 I )
© et o f w G = .6 & o TOTAL
Plants 2 : 3 1 |e
I Employees 1,013 . . - g5 1,108
Plants Rk 1. |3 1. | 1 1 ]s 18
II Employees 1,536(44 1,450 102 . 25 ‘233 11,308 4,598
 plants ’ 2 2 | 3 |7
III Employees ' . 610 105 390 1,105
Plants e 1 1 . . _ 2
IV _Employees 148 | 78 . 226
Plants 2 |5 S s 3 ' | 5 B 7
V Employees - 1500 1,379 165 235 - 2,279
Plants 3 - 1 4
VI _Employees : 540 | L 45 585
Plants
V1I Enmployees
Plants ( . 1 |2 " v 3
VIII Employees - 208 208
Plants 2 2 2 1 12 2]
IX Emplovees 400 . - 148 135 529 1,112
Plants 3 : 1 2 6
X Emplovees 833 ik 38 : 250 1,121
TOTAT. )
Plants 10 12 7 9 5 4 . 4 1g €8
Emplovees 3,882]2,511 2,138 [410 383 268 133 2,617 12,342

1/ Dislocation involving less than 25 jobs is not reported.: ) . .
2/ "Other.industries" includes all dislocations where the combined "actual" and
“"threatened" plants amount to fewer than six.

Source: Environmental Protection Agency, Office of the Administrator, 1974 Second "

Quarter Report of the Economic pislocation’ Early Warning System.
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forced to close plants from January 1971 through June 1974, at
least in part because of environmental regulations. These plants
represented a total of approximately 12,000 jobs (about .01l5
percent of the current labor force). The details on these closures
are given in Table V. '

It should be noted that the increase in unemployment caused by
these plant closings will be less than the 12,000 jobs that

the plants themselves represented. The lost production will be
shifted to other plants, sometimes within the same firm, and as
a result more jobs will be created at these other plants. There
is probably some net loss in jobs because the plants which increase .

-production are likely to be more efficient than the plants which

close. It is the relative inefficiency of these plants -- they
are likely to be older, smaller facilities which are only margi-
nally profitable even without the requirement-that they install
environmental controls -- that leads the firm to conclude that

they should be closed rather than modernized. 1In many instances
they would have been closed soon anyway, and environmental regu-
lations tend only to accelerate an otherwise inevitable process.

However, the problem of plant closures should not be understated.
As Table V indicates, there is some geographical concentration of
the plants which have closed. Many of these plants are also often
located in older, industrial towns already suffering relatively
high unemployment rates. Their closures can be a serious blow to
the local economy and particularly to the workers who may have
serious difficulty finding other employnient.

Impact on Government Finances: The major sources of government
expenditures associated with the implementation of Federal environ-
mental legislation are for municipal sewage treatment plants,

solid waste collection and disposal, and air and water pollution
abatement from publicly owned facilities. At the Federal 1level,
the EPA sewage treatment grants program has become the second
largest public works activity exceeded only by the Federal high-
way program. Nevertheless, as indicated in Table VI, environ-
mental expenditures still account for only 1.0 percent of total
Federal outlays in FY '74 and 1.3 percent in FY '75. :

On the state and local levels, because the Federal Government

is presently paying a large proportion (up to 75 percent) of

the investments required for municipal sewage collection and
treatment works, CEQ projects local government environmental
expenditures to be lower than they would haVe_been in the absence



TABLE VI

2

U.S. BUDGET OUTLAYS BY FUNCTION - - e
1973 ACTUAL AND 1974-76 ESTIMATED

{in billions of dollars]

1973 1974 ©1975. - 1976

Description actual estimate estimate estimate
Function: .
National defense 76.0 80.6 87.7 94.8
Internatioml affairs . 3.0 3.9 4,1 4.3
& finance _ ' o
Space research & technology 3.3 3.2 3.3 3.4
Agriculture & rural development 6.2 4.0 2.7 4.1
NATURAL RESOURCES & ENVIRONMENT .6 .6 3.1 4,1
Commerce & transportation 13.1 13.5 13.4 13.7
‘Community development & housing 4.1 5.4 5.7 7.4
Education & manpower 10.2 10.8 11.5 12.3
Health ' 18.4 23.3 26.3 28,6
Income security 73.1 85.0 100.1 107.2
Veterans benefits & services 12.0 - 13.3 13.6 13.8
Interest 22.8 27.8 29.1 30.4
General government 5.5 6.8 6.8 6.9
General revenue sharing 6.6 6.1 6.2 6.3
Allowances - .3 1.6 4.4
Undistrikuted intragovernmental -8.4 -10.0 -10.7 -11.6
transactions ) : . -
Total . 246.5 274.7 - 304.4 329.4
DETAILS FOR NATURAL RESOURCES .AND ENVIRONMEﬁT
[in billions of dollars]
1973 1974 1975
actual estimate estimate
Pollution control and abatement E .$l.l . $2.6 $4.0
Recreational resources . '. .6 . .8 .8 2
Water resources and power ) 2.9 ‘ 2.9 3.0
Land management o A ) A .9 1.0 : 1.1
Mineral resources .1 .3 - .3
Other natural resource programs 2 -2 .2
subtotal all programs 5.8 7.8 : 9.4
Deduction for offsetting receipts -5.2 oo=7.2 -6.3
Net total $0.6 $0.6 $3.1

Source: Office of Management and Budget, The Budget of the United States Government:

-

.

Fiscal Year 1975_(U.S.,Government Printing Office, 1974), p. 86,
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of Federal legislation. The fiscal impact of local expenditures
will also be reduced by the fact that many of these costs --
e.g., for sewage treatment and solid waste collection -~ are
likely to be financed out of user charges rather than general
revenues.ll

Impact on Foreign Trade: Analyses conducted by the Department

of Commerce, other Federal agencies, and independent analysts
have not succeeded in identifying any significant impact of our
environmental regulations on our foreign trade and balance of
payments.12 ‘Some U.S5. exports will become slightly more expensive,
and some imports will become more competitive, but the total
effect is small. This is largely attributable to a) the rela-
tively small price increases for U.S. goods as a result of
environmental requirements; b) the lack of import competition

for many commodities which may experience price increases because
of the weight, bulk, or U.S. quality requirements for those goods;
and c) the enactment by many competing countries of stringent
environmental regulations that will reduce any comparative advan—
tage their industries might have over U.S. firms.

Impact on the Distribution of Income: CEQ and EPA have sponsored
studies of the impact of pollution control programs on the distri-
bution of income. These analyses are presently being updated by
crg.13 They show that the medium income family paid approximately
0.5 percent of its family income for incremental pollution control
expenditures in 1972 in the form of higher products prices, higher
tax revenues, and increased service charges for government services.
In 1976, this percentage is expected to increase to about 2.0 percent,
falling slightly by 1980. 1In 1976 and 1980 the increased costs

are expected to be relatively evenly divided between higher auto-
mobile expenditures, hlgher prices. for other goods and services,

and higher taxes.

The distributional impact of these expenditures is expected to
be mildly regressive. That is, lower income families will pay
a slightly higher proportion of their income (although a much
smaller dollar amount) for pollutlon control expenditures than
hlgher income famllles. ’

Impacts on Specific Industries o !
The previous analyses indicated that there was unlikély to be

any significant macroeconomic impact of environmental programs.
However, the impacts are not spread evenly across all sectors.

%y G AN e et B B W T e et D AR e M S e BT T et T



FIGURE v

Poliution Abatement Expenditures for New Plant and
'Equipment by Selected Industrles, 1973 :

Pollution Abatement Expenditures Asa

Poliution Abatement Expenditures . _ Percentage of Plant and Equipment -
: $ Bittion : Percent o
20 - 1.5 - 1.0 - 1] 0 10 20 30 40
I 1 I 1 , ) | L T ]

Elactric utilities

Petroleum

Nonferrous metals

Chemical

. -Paper

Other durables

Blast furnace,
- steel works

-Communication,”
commercial & other

1

Food including
beverage

Stone, clay & glass

1

Motor vehicles

al

Electrical rﬁachinery '

wining | ]
|

" Machinery, -.
except electrical

/b

Source: U.S. Department of Commarce, Bureau of Ecanomic Analysis, Survey of Current Business, vol, 54', July 1974
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Some industries pollute much more heavily than others and will
therefore have to undertake significantly greater efforts to
abate their pollution to acceptable levels. Figures IV and V
summarize the BEA findings about the relative level of lnvestments
being made for pollution control among different industries.
Clearly, the industries which would appear to be most signifi-
cantly affected are:

Electric utilities

Petroleum refining

Iron and steel

Pulp and paper

Nonferrous metals

Stone, clay, glass, and cement
Chemicals

Food and kindred products

These eight industrial groupings acoount for fdur—fifths of the
total estimated private pollution control investments in 1974.
The proportion of total plant and equipment investment spent

for pollution control purposes in these industries -- ranging
from 10 to 20 percent —— is substantially above the national
average -- less than 6 percent. Of course, a high proportion

of total plant and equipment expenditures being allocated to
pollution control may indicate only that the particular industry
is investing relatively little fcr capacity expansion in the
United States. ' ‘ -

As Tables II and III indicate, all of these industries are expecting
to increase their pollution control investments substantially in
1974 over the 1973 levels. Specifically, the expected increase

will amount to:

17% for electric utilities
67% for petroleum refining
65% for iron and steel
39% for pulp and paper
6% for nonferrous metals
100%. for stone, clay, glass, and cement
20% for chemicals
- 52% for food and kindred'products

CEQ and EPA estimates indicate that these industries will continue
to experience relatively heavily pollution control expenditures
throughout the decade.
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|  FIGUREV o |
Poliution Abatement Expenditures for New Plant and
Equipment by Selected Industries, 1974

" Pollution Abatement Expenditures As a
Percentage of _Plant and Equipment
$ Billion - Percent .
2.0 1.5 1.0 5 . 0 .
I T T T ‘ . T

Pollution Abatement Expenditures

Electric utilities

Petroleum

Chemical

Nonferrous metals

Paper. -

Blast furnace,
steel works

Other durables

Stone, clay & glass

1 Communication,
commercial & other

Food including
baverage

| Motor vehicles
I Electrical machinery |

| Machinery, except
) -electrical .

il

Source: U.8. D‘enartment of Commerce, -Bureau of Economic Analysis, Survay of Current Business, vol. 54, July 1974
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Other important characteristics of the industries are that:

= they are all "basic industries,!" which means that
these price and supply problems ripple through the
economy. ,

- they are generally energy-intensive industries
and (excluding electric utilities) account for
more than 73 percent of all energy consumed by
all industries, and nearly 20 percent of total
U.S. energy consumption. In these industries energy
is a significant cost element accounting for nearly
14¢ per dollar of value added, compared to the
average -of all industries of 4¢ per dollar of value
added.l3 Therefore these industries face serious
cost problems because of high energy prices in-:
addition to the costs added by environmental regu-
lations (see Table VII). '

Table VIII, however, indicates that even in those relatively
most seriously affected industries, environmental expenditures
are not a large proportion of total value added in the industry
and therefore should not have a substantial impact upon prices
or output.

Such projected increases and output reductions would not
normally be cause for alarm. However, because of the impor-
tance of these industries to the functioning of the economy,
the possibility of very tight capital markets' limiting the
availability of investment funds, and in some cases, a recent
history of depressed profits, further analysis is clearly
required. - CEQ and EPA are presently in the process of spon-
soring such studies.
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municipality fully for all costs incurred. The munici-.
pality will be able to keep out those revenues represent-
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revenues covering Federal expenditures.
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on International Trade (U.S. Government Prlntlng Office,
1973 and 1974).

13. Nancy Dorfman and Arthur Snow, "Who Bears the Cost of
Pollution Control?" prepared for CEQ and EPA by Public
Interest Economics Center, Inc., 1973, available from
the National Technical Information Service, Department

of Commerce (PB-226 447). The CEQ update is expected
soon.

Notes on Methodology

Incremental costs were assumed to equal total costs in the
following areas: noise, radiation, land reclamation, utilities,
thermal water pollution control, control of air pollution from .

public sources (solid waste and sewage sludge incineration),
and mobile sources.

The selection of the discount rates to be used in amortizing
capital costs affects the annual cost estimates. In general,

a rate of 8 percent has been used for private investment,

10 percent for mobile sources, and 6 percent for public invest-
ment. All three rates are probably below the economists' esti-
mates of the "opportunity costs" of investment funds, and they
are below interest rates experienced during the past year. Using
these rates tends to understate the financial costs of invest-
ments made during such high interest rate periods. However, not
all investments are financed by borrowing. The assumption that
they all are, which underlies the CEQ cost analyses, tends to.
overstate the flnan01al costs.
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117 . .

1972 CEQ Annual Report, Environmental . 1972
Quality: 1972, "The Costs and Eco- ' '
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ment,” Chapter 8, pp. 269-309

1971 QEQ Annual Report, Environmeﬁtal : ' 1971
Quality:v 1971, "The Economy and the
Environment," Chapter 4, pp. 99-153

The Economic Impact of Pollution Control - A Summary of
Recent Studies. Prepared for the Council on Environmental

Quality, Department of Commerce, and Env1ronmental Protection

Agency. 1972.
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THE ECONOMIC IMPACT OF ENVTRONMENTAT, PR'OG‘RI\MS
' _ ERRATA SHEET '

Last paraqraph on page 5 should read:

In 1974, the estimated incremental rcal resource (investment -
plus 0O&M) abatement costs amounted to approximately 1.0
percent of the U.S. Gross National Product. This proportion
is expected to increase to approximately 1.7 percent in 1976,
and then decrease thereafter as investment costs decrecase -
and GNP continues to grow.

Tables II and III, pages 4 and 6

Figures are in millions of dollars not thousands of.dollars.

Page 17

\
In both industrial lists on this page, the lines that read
"nonferrous and primary metals"” should read only "nonferrous
metals"”. '
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