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Key points:

• Every market-based (MB) instrument to help manage and protect
the environment involves some sort of right.

• Every MB instrument involves sacrifice and reward, usually of
money at least.

• MB instruments entail moderated (not open) competition.

• MB instruments are efficient, and provide incentives to
ameliorate impacts.

• By capping adverse activities, permits (a type of MB instrument)
impose tangible, limited environmental impacts.
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Paul Martin’s “Radical Thoughts”

At the 2002 Forum, Paul suggested:

• A cap-and-trade permit scheme for mooring and anchoring

• Use of market instruments to resist damaging use; and

• A market for management.

Before we discuss these, let’s look at means to change others’ behaviour
in general, and MB instruments in particular.
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How Could We Reduce the Use of Leaded Petrol?

Question:How might we as a society reduce the use of leaded petrol?
Think of ways we have used and ways we might have used but haven’t.

Answers:
• Only selling cars that use unleaded petrol, and making it very

difficult for leaded nozzles to fit into them.

• Mandating a higher price for leaded petrol.

• Educating people about the dangers of air-borne lead for
children’s dev elopment.

• Others?

These are examples of three different ways of altering people’s
behaviour.
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The Three Methods

• Authority or Command & Control

e.g. unleaded petrol nozzles, new cars, providing convenient
public transport;
no smoking in planes, in many public buildings

• Persuasion and Education

e.g. knowledge of children’s gro wth problems with air-borne lead,
publicising public transport; cigarette health warnings

• Exchangeor Market-Based (MB) Instruments

e.g. cheap public transport, highly taxing both leaded petroland
cigarettes

(Means of reducing smoking.)
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A Three-Way Classification of Changing Behaviour

Authority

Exchange

Persuasion
Now

2010?

2010?

Any situation (place, region, state, or even country) can be plotted
inside this triangle.

Traditionally, we hav e usedAuthority to deal with environmental issues.

Are we moving to the north-east? Should we move in that direction?
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MB Instruments: Taxes

Taxes shift the risk of excess pollution, or excess adverse activity, onto
the environment.

The price per unit or act (including tax) is constant.

∴ Little financial risk for individuals, households, or firms.

But there is no mandated limit to the amount or number of adverse
actions, so long as taxes are paid. The environment bears this risk.
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MB Instruments: Tradeable Permits (Cap & Trade)

Tradeable permits are allocated to existing and new activities, with a
limited number (a cap) of amounts per period. They are new, statutory
rights. They are tradeable. They may expire after some period.

Risks of financial blow-outs are borne by the economic actors.

— they don’t know the value of their assets, the permits.

(This is an issue with carbon credits.)

But the adverse quantities or activities are capped in aggregate.

∴ A reduced risk of excess activity impacting on the environment.
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Both Instruments Require Legislative Inv olvement

MB instruments do not imply open slather.

Instead, there is moderated competition:

Taxes: the taxing authority, plus monitoring

Permits: the issuing authority (selling authority), plus monitoring

(Note: artificial rights, established by government fiat.)
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Both Taxes and Permits Entail Rights

Taxes: rights to act without limit, so long as the tax is paid.

Permits: rights to act to the limit, or to sell the right.

Rights provide incentives:

— whether English trout streams,
— or South Australian fisheries.

Yes, owners may prosper, but environmental damage is reduced —
incentive compatibility.
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MB Instruments and Port Hacking

Moorings and Foreshore Structures.

• “Grandfather” transferable permits to existing structure and
moorings. This proposal caps the total number of these.

• Auction any new rights to structures or moorings, subject to
strong, agreed standards beforehand.

• Restrict ownership (no new firms? one per individual?).

• Limit the duration of the right; to be auctioned when expire.

• Proceeds of sales to be reinvested in maintenance of the Port.
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A Market for Management?

With many agencies with overlapping responsibilities, the environment
of Port Hacking suffers without a lead agency.
(See Paul Martin’s address.)

Could we establish aMarket for Management?

Not clear what the instrument of bidding would be.

Suggestions?

Questions?

< > c



CONTENTS

Robert Marks, AGSM ............................................... 1
Paul Martin’s “Radical Thoughts” .......................... 2
How Could We Reduce the Use of Leaded
Petrol? ........................................................................ 3
The Three Methods ................................................... 4
A Three-Way Classification of Changing
Behaviour ................................................................... 5
MB Instruments: Taxes ............................................ 6
MB Instruments: Tradeable Permits (Cap &
Trade) ......................................................................... 7
Both Instruments Require Legislative
Involvement ................................................................ 8
Both Taxes and Permits Entail Rights ..................... 9
MB Instruments and Port Hacking ....................... 10
A Market for Management? ................................... 11

<


