Editing suggestions for:  THE POLITICAL ECONOMY AND INSTITUTIONAL CAPACITY OF INSTRUMENT CHOICE: LESSONS FROM A LATIN AMERICAN COUNTRY

General remarks:

This is an interesting paper that takes an original approach to an important topic, namely the question of why economic instruments are not used more in environmental regulation; what the barriers to their adoption are. The paper is generally well written. To make it publishable, however, some major revisions should be made. 

Specific suggestions:

I. The general structure. The general structure of the paper could be tighter so that the main argument is more centrally presented while non-essential side elements are presented in the introduction. 

In particular, I suggest to significantly shorten and tighten (and ultimately eliminate) section 2. Part of it can be told very briefly in the introduction, while other relevant parts should be moved after the literature review when the case of Uruguay is discussed (i.e. in new Section 3 see below).

 
I further suggest splitting up section 3. The first part is a literature review about the literature concerning the choice of policy instruments. This should be discussed in a separate literature section, which is used as an analytical framework to study the case of Uruguay, and against which background conclusions from the Uruguayan case are to be drawn. 

Then a section should follow describing the case of Uruguay, focusing on the institutional framework that was adopted and how it has been implemented, before describing why such framework was adopted and whether this fits within the theories. This should be split in two as it is now with one section on the institutional capacity which incorporates the sections from section 2, and one on the political economy. 
As such the paper would have a structure as follows:

1. Introduction (that includes main question and methodology)
2. Literature Review and Analytical Framework

3. The Uruguayan Case (on Water Pollution Control in Montevideo)
A. Institutional Framework, Legislation and Results 

B. Regulatory Capacity and Instrument Choice (including information regarding the Comparison of the US and Uruguay)
C. The Political Economy of Instrument Choice (including the discussion of the study of the Emissions Charges Proposal)
(or if you prefer, the information in A might be incorporated into B and C, and you could have Section 3 be “Regulatory Capacity and Inst Choice” and Section 4 be “Pol Econ of Instrument Choice” 

4 (or 5). Conclusion

II.  The analytical framework should be strengthened. In part, the literature review needs to be expanded and deepened. 

1. The literature on the advantages of economic instruments should be summarized separately, instead of mixing it with the Uruguayan case. Such a summary should contain a critical analysis of this literature. 

As it reads now the paper uncritically observes that economic instruments are always better and that it is thus a puzzle that they are not being adopted in developing countries. There is some doubt about this premise in the literature. Gunningham et al have argued convincingly in their book Smart Regulation (1998) that effective regulation requires finding the right mix in command and control and alternative instruments (whether economic or voluntary). Each approach requires certain institutional, economic, and societal conditions for them to work, and often instruments work better when combined in certain combinations. I strongly suggest that this work be consulted and incorporated:  Gunningham, N., P. Grabosky, and D. Sinclair. Smart Regulation, Designing Environmental Policy. Oxford: Oxford University Press, 1998 (available on Google books)
In addition the paper lacks citations and references in its short section where it now discusses the literature on cost-effectiveness, information and computation intensive, costs in terms of monitoring and enforcement, and inflexibility, and lack of incentives beyond compliance. Here references as well as a critical reflection on the literature is needed.  See relevant chapters (i.e. chap 1, 2, 4, 5, 6, 13,and 16) in Jody Freeman and Charles D. Kolstad, Moving to Markets in Environmental Regulation: Lessons from 25 years of Experience, Oxford 2007. Ruth Greenspan Bell at RFF has also written about the importance of enforcement, and how cap and trade programs are inappropriate in contexts where enforcement cannot be reliably achieved. see e.g. See also Bell (chap 43) in Wallace E. Oates, the RFF Reader in Environmental and resource Policy, 2nd. Ed, RFF, 2006; The Kyoto Placebo, Issues in Science and Technology, Winter 2006 (see http://www.weathervane.rff.org/solutions_and_actions/International/Kyoto_Placebo.pdf); What to do about Climate Change, Foreign Affairs, May/June 2006, (see http://www.foreignaffairs.org/20060501faessay85308/ruth-greenspan-bell/what-to-do-about-climate-change.html); and Culture and History Count: Choosing Environmental Tools to Fit Available Institutions and Experience, 38 Indiana Law Journal 637 (2005) (see http://indylaw.indiana.edu/ilr/pdf/vol38p637.pdf).  Also, the article sent previously by Cole and Grossman is relevant here.
It is true that many authors argue that economic instruments are better as they may require less monitoring and enforcement, and may be less information and computation intensive. But actually there is some doubt about this and it likely depends on the type of economic instrument adapted. Take pollution charges as an example. Both Gunningham et al. (1998), as well as Blackman and Harrington (2000? or other) have argued that pollution charges actually require more monitoring capacity due to the fact that more information is needed to calculate how much firms should pay. See also the Bell refs above, emphasizing how crical accurate monitoring and enforcement is to cap and trade schemes. It is thus important to note exactly which kind of instruments is less costly for monitoring and enforcement. Another reference that you should consider is Allen Blackman, Colombia's Discharge Fee Program: Economic Incentives for Polluters or Regulators? Journal of Environmental Management | forthcoming, RFF discussion paper at http://www.rff.org/rff/Documents/RFF-DP-05-31-REV.pdf.  At http://www.rff.org/Publications/Pages/PublicationsList.aspx?Researcher=14 see also Blackman’s articles,  Review of the Efficiency and Effectiveness of Colombia's Environmental Policies Allen Blackman, Richard D. Morgenstern, Libardo Montealegre Murcia, Juan Carlos Garcia de Brigard 

RFF Report | August 2006 and Economic Incentives to Control Water Pollution in Developing Countries How Well Has Colombia's Wastewater Discharge Fee Program Worked and Why? Allen Blackman , Resources | Spring 2006 (161)  
Perhaps the Uruguayan system is somewhat unique and different as a command and control system because it requires so much self-reporting. How this works in practice and especially how it is verified by the state could be further elaborated if it is deemed relevant.  It would seem that such self-reporting could help save monitoring costs, as is often argued by those in favor of Environmental Management Systems. 

You might want to avoid the use of the term “command and control” in favor of the term conventional regulation or direct regulation.  See Ellerman in Moving to Markets at p. 49 and Driesen, The Economic Dynamics of Environmental Law (MIT press, 2003) at p. 52-53 for critiques of the term (Driesen’s Chap 4 on Cost-effectiveness and Instrument Choice and perhaps other parts of this book would perhaps be helpful to other arguments in your paper as well –its available on Google Books)  
2. The literature overview of the political economy explanation for why command and control remains pervasive needs to be strengthened especially in terms of references. Some of the chapters of Moving to Markets (above) may be helpful.
On political economy aspects, the following aspect should be addressed.  It is assumed that firms will prefer command and control instruments because they only incur the abatements costs while with emissions charges they would pay a certain amount for every unit emitted.  However, this very much depends on the exact configuration of the system . It depends on what level of abatement is demanded and what the costs are of that. It also depends on the level of the charges and whether they are based on concentration (such as happened in China for a long time) or on total amount of pollutants. The same applies to tradable permits.  In cap and trade programs that allocate allowances for free, the companies do not pay for every unit.  Here also the price of the permit should be compared to the abatement costs under a command and control system. 

The analysis of environmental organizations is a bit vague, but it seems that they would prefer standards. And it is not analyzed why they have so much less influence on the policy making than firms.

A good book to look at for these issues may be Ackerman’s Clean Air Dirty Coal (1980), showing how preferences from environmental groups and industry led to ineffective and highly costly regulation of air pollution preferring end of pipe scrubbers (because they were visible) over the use of clean coal (because the coal lobby was against this).   

Command and control measures may, in contrast to what is argued on page 17, also have clearer and more direct regulatory costs (it is easy to calculate certain abatement methods that are prescribed and industry is prone to do so), and command and control instruments can lead to direct closures of firms that are unable to get the prescribed abatement equipment or even in some cases that are ordered to close down (such as has happened in Chinese command and control regulation).  Discussion of these aspects could be incorporated.
Finally, in contrast to what is said at the end of page 17, some economic instruments such as pollution charges require even more technical expertise than prescribed end-of-the-pipe abatement methods, simply because the monitoring of such discharges is highly complex and crucial to implementing a charges scheme (see references above). 

3. The lack of institutional capacity overview looks good. It could benefit from some of the insights from Gunningham et al. (1998) who discuss this more broadly, not just looking at the state implementing institutions but also at the capacities in firms and at combinations of instruments. 

You should, however, to step back and question whether these are really the two major explanations in the literature for why economic instruments are not used more in environmental regulation. These two might be the primary ones, and citing more literature that discusses them would help convince the reader that they are – I will attach several sources and list link to others at the end of these comments that I know of that address the question (but are not necessarily the best references out there on this question, just the ones I had easy access to).  

Section 3.3.1 reads well and is interesting (and would be part of your new Section 3B (or 3)), but should be revised somewhat to be clear that what you are doing is applying your analytical framework above to the Uruguayan case to determine the extent to which institutional capacity issues have presented barriers to adoption of economic instruments.
What we see here actually is that the US built its economic instruments on top of a rather well-developed command and control system, complete with monitoring and enforcement capacity. In part it did so in reaction to the rigidity of such a system. It seems Uruguay never developed a similar system.

As much as possible the author should try to incorporate more empirical data here about the actual capacity that exists in Uruguay. 

The lack of environmental economists is interesting and briefly discussed on page 27, however I am not sure whether this warrants such a central mentioning in the conclusion and abstract as it has now.  It seems your paper’s main argument is best summarized to be (1) pointing out that Uruguay has not relied on economic instruments (2) setting forth the predominating alternative theories of why economic instruments are not adopted (institutional capacity and pol economy, reference to others if necessary), and (3) evaluating using the Uruguayan case how each of these explanations fits.  In section 3, after analysis of your arguments relating to institutional capacity, you could introduce your argument about economists not being involved (i.e. it’s an aspect of institutional capacity that hasn’t been emphasized in the literature, but seems explanatory in the Uruguayan case; it’s an institutional capacity deficit in the conception/design of legislation/regulation/policy rather than in the carrying out of regulation, but the latter type of deficit has been the one most emphasized in the literature.)  It could then merit a mention in the conclusion, but the abstract should probably be edited so as not to emphasize this so much.     
Section 3.3.2 Is interesting but requires more data/information/discussion. (and would be part of your new Section 3C (or 4)), revising it as necessary to be clear that what you are doing is applying your analytical framework above to the Uruguayan case to determine the extent to which political economy issues have presented barriers to adoption of economic instruments.
This section should elaborate who the actual stakeholders were that participate in decision making about environmental regulation. Before delving into the case study, it should discuss if data is available what various stakeholders would think about the present system and about a possible regulatory system based on economic instruments. Then it could use the case study to show how this has played out. In addition it could look at what happened since 1995 and discuss why no new proposals were made. Here I am also interested in hearing more about the influence of international organizations: do they not push for these instruments to be incorporated? And what can be expected for the future? Are there changes in how key stakeholders think about this? 

The conclusion needs further work depending on how the author decides to revise the paper. 

---
Other sources to look at are attached and at the following links:

Delmas and Marcus at http://www.bepress.com/bap/vol6/iss3/art3/
UNEP report at http://www.unpei.org/PDF/policyinterventions-programmedev/Use-Economic-Instruments-Env-Policy.pdf
Evaluating Economic Instruments for Environmental Policy By Stephen Smith, Hans B. Vos, OECD, at Google Books, http://books.google.com/books?id=ML4EuIBZ2NQC&dq=barriers+to+economic+instruments+in+environmental&source=gbs_summary_s&cad=0 

Works by Andersen at http://www.oecd.org/dataoecd/48/14/1910825.pdf and possibly others listed at http://www2.dmu.dk/1_Om_DMU/2_medarbejdere/cv/employee2_NH.asp?PersonID=MSA 
