
Walker (2013)
“The Transitional Costs of Sectoral Reallocation: Evidence From the

Clean Air Act and the Workforce”

Hulai Zhang

Env.Climate

October 20, 2023

Hulai Zhang (Env.Climate) Walker (2013) October 20, 2023 1 / 16



Outline

1 Introduction

2 Data and Research Design

3 Results

4 Mechanism

5 Conclusion

Hulai Zhang (Env.Climate) Walker (2013) October 20, 2023 2 / 16



Introduction

This paper studies the transitional cost to workers from environmental regulations
• Average earnings decline 5% in three years after the 1990 CAAA

• The earnings declines are persistent and only begin to recover some five year after
• All losses are driven by workers who separate from their firm

• Cross-sectional heterogeneity in the regulatory impact exists
• Strength of local labor market

• Agrregate wage loss is $5.4 billion, two orders of magnitude below health benefit of the
1990 CAAA
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The 1990 CAAAs

• More county nonattainment
• New standard for PM10
• Re-evaluation

• Operating permit → plant-level
regulatory status
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Data

The Longitudinal Employer Household Dynamics Files, 1990–

• Entire employment history and earnings for each worker

• Demographic information of workers

• No measurement error: Firms’ report for tax liabilities calculation

Longitudinal Business Database, 1975–2005

• Plant-level employment, payroll, and firm age

EPA Air Facility Subsystem

• Plant-level pollutant permit

⇒ A plant is regulated in a year if a permit in AFS and it resides in a nonattainment county
for the pollutant on the permit of the year
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Research Design

Yjcst = η1 [N
ρ
c × P ρ

s × 1 (τt > 0)] + χjcs + nct + pst +Φjt + ϵjcst (1)

• Nρ
c : county nonattainment for pollutant ρ

• P ρ
s : plant of pollutant ρ, Sector ∈ [PM10 only, O3 only, Both PM10 and O3, None]

• 1 (τt > 0): Post the 1990 CAAA, e.g. Y ear > 1990

• χjcs: industry×county×sector FEs, time invariant characteristics

• nct: common shocks in a year

• pst: common shocks to all polluting plants in a year

• Φjt: common shocks to specific industries in a year
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Total employment
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Wage costs
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Wage costs: Heterogeneity

• Separators are major earnings losers.
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Wage costs: Heterogeneity
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Robustness checks

• The very top of the earnings distribution loses

• The very bottom gains
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Mechanism: Separation rate
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Mechanism: Separation rate I
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Mechanism: Separation rate II
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Conclusion

• The 1990 CAAA costs 20% loss to worker earnings
• Amount to $5.4 billion, two orders of magnitude below health benefit of the 1990 CAAA
• The earnings losses are persistent in three years after the regulation
• Weak local labor market seems more loss

• All losses are driven by workers who separate from their firms
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