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Abstract
Preferability of public finance instruments to direct regulations
In environmental pollution abatement
By
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Dr. Atef William Andrawes Tadros

The environmental pollution is a very dangerous phenomenon
which all countries, regardless of their degrees of economic progress,
expose to. The environmental pollution has numerous and extensive
negative effects on human being health , its environment and life
sustainability, The concern about the environment pollution has been
increased over last decades as it is taking now global dimensions that
exceeds national and regional boundaries. The global warming associated
with climate change resulting from what are called greenhouse effects and
the exposure of ozone layer to erosion resulting from increasing use of
CFC's are the most common environmental phenomena affecting all
countries of our world.

The indicators announced by international organizations e.g. world
bank and UNEB indicate the responsibility of industrial states for current
level of pollution in addition to responsibility of some of them such as the
USA for accumulation of emissions over the past time. This, in turn,
requires such countries to bear the highest costs and burdens of pollution
abatement and environment improvements and adjustment expenses
needed for implementing the new international environmental policy.

However, developing countries face a dilemma of compromising
between development and growth considerations and requirements needed
for the pollution reduction and environment improvement. This, in turn,
requires rich countries to provide developing countries with financial and
technical aids to help them in this regard. On the other hand, all countries
should design their environmental policies to be based on selection of the
most efficient and effective instruments of pollution reductions.

With regard to pollution abatement, there are two groups of
solutions: private sector solutions e.g. external cost internalization, Coase
theorem and using Legal system , and public solutions e.g. direct
regulation and market base solutions e.g. public finance instruments (
pollution tax, subsidizing pollution abatement by direct payments or tax
reduction) and marketable permits. Since environment pollution is very
huge and has many extensive effects and there are many parties involved
in the pollution problem whether they produce the pollution or affected by
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it, the private solution have been failed in dealing with environment
pollutions. Therefore the public solutions are preferable  and more
effective with regard to pollution abatement.

Under public solutions, the problem of selecting instruments that
fulfill efficiency and effectiveness of pollution reduction and encourage
technological innovation and conversion to use, produce and consume
clean technologies and products arise. Thus, the preferability of pollution
abatement instruments is determined by those criteria. Accordingly, public
finance instruments are preferable to direct regulation since they are more
efficient in realizing determined pollution abatement at lower costs,
besides they also have higher ability to encourage innovation and change
project behavior toward cleaner technologies and products.

Within public finance instruments, environmental taxes are more
efficient than pollution abatement subsidies and tax reductions. This can
be attributed to the higher social cost associated with applying subsidies
compared to environment taxes that are not taken into account by the
market mechanism and this in turn leads to achieve production level higher
than the socially optimal product levels.

On the one hand, the preferability of public finance instrument to
direct regulation does not mean that government can totally eliminate
direct regulations because there are some types of pollution that can only
be controlled by using direct regulations. In addition, in some cases where
there is a wide differences between the social cost of an activity and its
private costs, direct regulations may be preferable

on the second hand, preferability of environmental taxes over
subsidies and tax reductions does not mean that governments can totally
eliminate subsidies, the use of subsidies remains required under some
circumstances where distributional and political consideration have high
significance.

Thus applying environment policy based on combination of
emission tax, pollution abatement subsidies and direct regulations may be
the optimal solution to reduce many types of pollution to the required
levels.
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