ECONOMIC ANALYSIS FORUM (EAF)

Background: The aim of the Economic Analysis Forum is to help identify and assess the costs and benefits of alternative strategies that achieve the goals of the Clean Air Act (CAA).  Such goals include CAA amendments, the Regional Haze Rule and compliance programs associated with the Haze Rule.   In achieving its aim, the EAF and its associated partners (e.g., contractors and consultants) should develop a common economic framework for assessing different clean air strategies.  Such a framework would allow both informed and economically efficient decisions to be made that balance the myriad, varied and sometimes conflicting interests of stakeholders. 

Stakeholders in this process, including the states, tribes, industry and environmental groups, must soon decide whether the 309 approach will serve them and their respective constituencies better than a 308 approach in meeting their commitment(s) to the legal and regulatory requirements under the current CAA.  The 309 approach is one where a given state would adopt air visibility strategies already approved by a governing agency such as the U.S. EPA.  The 308 approach is more of the “go it alone” option where a state would create some of its own strategies.   Each of the principal stakeholders will need a systematic and technically defensible assessment of the broad strategies to be adopted as part of any State Implementation Plan (SIP) and/or Tribal Implementation Plan (TIP) process (be it 309 or 308). That assessment will identify the projected economic impacts of these strategies for meeting CAA goals both now and many years into the future.   Identified impacts will include aggregate effects as well as distributional consequences.  The EAF will assist in these assessments and in other areas needing economic analysis.

The work to be completed by the EAF is addressed within this Statement of Work (SOW).  The SOW involves the work of developing a common analytical economic framework for comparing alternative strategies that meet CAA goals.  This involves estimating the relative costs, regional impacts and resultant benefits of alternative pollution prevention strategies/programs that might be adopted as part of each state’s and/or tribe’s SIPs and TIPS.  The work also includes responding to state and tribe requests for economic assistance, making demographic and economic forecasts necessary in the formation of emission projections used for Regional Haze monitoring, and some limited review of existing & ongoing economic products from WRAP.  Other tasks within the SOW include references to economic considerations (e.g., the joint Fire Forum) as they address alternative strategy options for the reduction of emissions, and analyzing energy efficiency and renewable energy goals as strategies for reducing emissions in the region (e.g. past and ongoing work by other Forums).  

Approach: Over the coming year, and possibly extending into the following year, the efforts under the EAF and its associated contractor(s) support will focus on several key activities. These include (a) structuring the economic analytical framework under which alternative compliance strategy options being developed within WRAP may be systematically and consistently evaluated; (b) developing a detailed work plan for the types of data, analytical tools and subsequent assessments that will be required to support the strategy development and evaluation process that states will undertake as part of the 309, and 308 process itself; (c) a careful review of both past and on-going economic analyses products for possible use and/or extension in the above noted plan and evaluative framework; (d) assistance to other Forums in interpreting results and ensuring they are usable for each state; (e) synthesis of the economic analysis into a more useable form based upon individual Forum products and existing studies that continue to support the Annex submittal; and (f) preparation of a set of summary products that explain the economic analyses undertaken by and for WRAP, with their specific application to any final submittals by the states and tribes as part of their SIPs and TIPs.  Each of these activities are now explained in more detail. 

(a) Construction of Evaluative Framework for Alternative Strategy Assessment: Propose an evaluative analytical framework that will look at alternative strategies for meeting clean air goals.  This framework will produce a set of analysis outputs for alternative strategies. The output results will include/be used for assisting states and tribes in preparing SIPs and TIPs respectively.  The framework must identify the appropriate analytical tools; the current availability of those tools to WRAP, states, Forums and their respective contractors, and other stakeholders; the relative strengths and weaknesses of those tools with respect to competing analysis approaches; and the existence and/or general capability of states and tribes to appropriately use and apply such in alternative strategy evaluations. To assist in this process, the contractors should review standard analysis approaches that have been employed in the past to evaluate air pollution prevention strategies.  This could be limited to WRAP and other EPA literature, unless there is some standout work.
One analytical assessment of CAA strategies has already been completed and consists of two economic studies undertaken to analyze the effects of the basic “cap and market trading” program set forth in the October 1, 2000 Annex submittal.  The first study captured the potential differences in costs between a “command and control” strategy for air quality (possibly viewed as “business as usual”) and the “cap and market trading” strategy. An economic-engineering model (ICF Consulting’s Integrated Planning Model©) was employed to estimate the direct costs of cap and market trading, and a regional economic model was used to estimate the indirect costs (the REMI© model). A second study, prepared by EPA’s Office of Air Quality Planning and Standards (OAQPS) examined the main benefits from a “cap and market trading” program by applying standard measures of health and welfare. 
(b) Work Plan: Continue discussions with the states and tribes on their requirements for assistance in developing economic analyses for their SIP/TIP plans.  This includes the timeframe of those requirements and the relative priorities of their expectations for assistance.  Assistance from the Economic Analysis Forum may include guidance, review and interpretative help, analytical support, or analysis products themselves. Develop a description of needed steps and tasks to meet those requirements and expectations. Include needed coordination activities among other Forums. 

(c) Review of Existing Economic Products and On-going Analysis Activities: Identify all key assumptions underlying the two Annex economic studies and the on-going analyses efforts within selected Forums (with emphasis on the Market Trading, Air Pollution Prevention and Emissions Modeling Forums).  The purpose of this is to assist in existing and ongoing economic product use by state and tribes. Compare and suggest, where needed, reconciliation requirements of all major differences among demographic and economic forecasts contained within those products and efforts.  Review each state’s needs as they formulate strategies to include within their 309 process and be in position to assist each entity, if needed, in effectively using the information that has been or is being generated by WRAP in the economic arena.  Determine to what extent, and under what sets of uncertainty, that both past and on-going economic studies within WRAP and elsewhere in EPA could be used in both the 309 decision process and in subsequent preparation of SIPs/TIPs (with emphasis on the proposed evaluative framework constructed in a parallel activity that may be employed in alternative strategy assessments). Special emphasis should be paid to the costs and impacts resulting from alternative strategies contained within each product. The EAF recognizes that the cost of control is an issue that the various air programs will have to address. 

(d) Economic Guidance and Support: Lend economic expertise on request when and where needed for Forums within WRAP. The EAF recognizes that each of the Forums has a direction dictating its activities.  Recognizing this, the level of support given to each by EAF and the products developed as a result will vary by Forum.  These work products may provide some, but not all of the economic analysis tools needed by the states and tribes. Consistency and currency of data along with identification of the more important assumptions influencing differing views of the future must be discussed and summarized for evaluation of completeness within the scope of the economic view of the air quality policy impact analysis. This may include building upon the results completed by other Forums. It is possible that relatively simple extensions and/or interpretations of selected economic-based results will be adequate for the first steps within any 309 decision process and subsequent SIP/TIP process.  In some areas, additional effort may be needed to support the 309 decision process and subsequent SIP/TIP process.  Much of the support will be in interpretation, adaptation, and subsequent use by the states and tribes as they go forward with their 309 (or 308) process. 

(e) Aggregate Economic Analysis (Guidance and Support to the States and Tribes): Prepare an assessment of the potential economic costs and benefits of the principal strategies being developed as part of the 309 response to the Regional Haze rule using existing, on-going and any required new analyses products. This assessment will be made first from a WRAP regional perspective, but with sufficient detail to easily adapt to each state and tribe as appropriate within their respective SIP/TIP development process. Estimates of benefits should include not only the traditional health effects, but also other classes of impacts under the broader “welfare” measures attributable to general economic well being.  Such welfare measures might include different types of benefits from cleaner air (including intrinsic values), and monetary costs from providing that clean air.  Both published and the raw supporting data, as well as the more detailed analytical results from each model shall be included in the aggregate analysis whenever possible. Any new analyses required to support either the global WRAP or the individual state/tribal adaptation of this aggregate economic product shall use first those models identified above to generate the additional strategy tradeoff and impact information unless judged technically inadequate to support those additional requirements. Where those judgments have been made, and approved by the EAF, new analyses shall be prepared in concert with each state and tribal interest to support the SIPs/TIPs under development by each. The aim here is to identify what sort of resources the contractor and EAF could provide to the states and tribes.  Existing analysis products include both past and current economic models such as the IPM, REMI, IAS and the EPA OAQPS-prepared analyses prepared in support of the MTF, AP2 and EM Forums.

(f) Briefing Products: Briefing products will include a straight-forward interpretation of the significant economic results as they apply to each stakeholder, and a careful discussion of the uncertainties – especially as to how they may influence both the direction and magnitude of future costs, impacts and benefits.  Results will include impacts on total income, tax revenue, jobs and whole industry health (in particular where a single industry predominates in an area economy). These products will support WRAP, states and tribes, will satisfy WRAP’s stakeholders’ needs for information on and about all of the economic-related analysis products and will satisfy the broader requirements of the general public for understanding the principal impacts and tradeoffs of the varying strategies.

General Scope Considerations: We see much of the first activity (Work plan) being realistically accomplished within the first month or so after award of the contract. The next two activities (Construction of the Evaluative Framework and Review of Existing products) will need to run concurrently over a multiple month timeframe, but both need to be completed by late spring or early summer. The fourth and fifth activities (Economic Guidance and Support to Forums and the states and tribes) may be initiated before completion of the second and third activities if requirements for such are defined by the respective stakeholders. The sixth activity will likely be an on-going effort, with its timing dependent upon both availability of analysis products and the actual schedule of states and tribes as they proceed both through the 309 decision process and resultant SIP/TIP preparation.

We would also expect that this contract will be closely coordinated with work under both the new Policy Analyst, that individual supporting the IOC, and the WRAP Executive Directors. 

