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"Polluter Pays" Principle

hile pollution control policies are currently enforced using the traditional
command and control principle, a paradigm shift to a market-based
approach is gaining acceptance and policy instruments are already being
put in place. Examples of market-based instruments (MBIs) include
pollution charges, environmental subsidies, deposit-refund systems and tradable permits.

The use of charge systems has been advocated for various technical and economic
arguments. The main arguments advanced for the use of the system include a) economic
efficiency in meeting environmental objectives and administration; b) a source of revenue
for pollution control; c) incentive to innovate on the part of polluters; and d) flexibility
and transparency of the system. The charge system creates incentives to polluters to
reduce the cost of meeting a given standard or reduce the charge liability by: 1) lessening
product output or substituting less pollution-intensive products; 2) changing the inputs;
3) choosing different known technologies; and 4) installing pollution treatment facilities.

Making use of pollution charges basically embraces the "polluter pays" principle.
The principle is embodied in the idea that environmental externalities should be
internalized by those who cause them. By internalizing the cost of pollution, firms are
given an incentive to minimize the generation of pollutants and/or provide treatment for
the pollution generated.

In terms of pollution charges for water management, their use serves two
objectives—environmental and economic. The environmental objective is to maintain a
specified water quality standard while the economic objective is to encourage firms to
pursue the most cost-effective pollution prevention and abatement measures that would
allow them to comply with pollution load limits.

Accordingly, the design of an effective pollution charge system for water quality
management must take into consideration three important aspects: 1) the ecological
characteristic of the water body; 2) the source and nature of pollution; and 3) the
institutional and regulatory structure.
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"Polluter pays"
principle

The "polluter pays"
principle aims at ensuring
that the costs of
environmental control fall
in the first place on the
polluters, thereby
ensuring that market
forces take these costs
into account and that
resources would be
allocated accordingly in
production and
consumption...
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Command and control
principle
In a "command and
control regime," the
government enforces
regulatory measures and
permit requirements to
control activities causing
environmental pollution.
Environmental quality
standards prescribe the
allowable and acceptable
level of pollutants with
fine and penalties for
noncompliance. Policies
are now shifting from this
dominant approach to
more market-based
instruments for economic
and technical arguments.
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"POLLUTER PAYS" PRINCIPLE

The Laguna Lake Development Authority (LLDA) provides an example of the
pollution charge system applied to industrial and commercial establishments around
the lake. The pollution charge consists of two parts: a fixed amount and a variable
amount. The fixed charge rate covers the administrative costs of implementing the charge
system while the variable fees are charges based on pollution load. The higher the
volume and concentration of pollution being discharged are, the higher the fee is.

Under the system, industries covered include, albeit not limited to, food
processing, food canning, livestock raising, grain milling, petroleum refining, plastic
and synthetics, pulp and paper, sugarcane processing, textile milling, and thermal power
generation (Favila 1996). While the charge system is currently applied only to the pollutant
biological oxygen demand (BOD), other pollutants will be included in the future.

The variable charge rate is intended to approximate the cost of pollution
abatement. Under the pollution charge system, considerations are taken so that the
charge rate will not be cheaper for industries to pollute than to pay the fee. sk
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This Economic Issue of the Day is based on a workplan output completed
under the Sustainable Agriculture and Natural Resource Management
Collaborative Research Support Program for Southeast Asia (SANREM—
CRSP/SEA). SANREM—CRSP/SEA is a research, training and information
exchange program that adopts the landscape—lifescape development
approach to food production and natural resource management. It is funded
by the Office of Agriculture and Food Security, Bureau for Global Programs
of the United States Agency for International Aid (USAID).

For further inquiry on the workplan,
please contact the workplan's principal investigators:
Dr. lan Coxhead — coxhead@facstaff.wisc.edu
or http://aae.wisc.edu.coxhead
Dr. Agnes C. Rola — arola@laguna.net




