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Introduction

• Anecdotal evidence shows environmental regulations place costs on firms
• Manufacturing plants spend almost $30 billion a year to comply with environmental

regulations

• Empirical research fails to get negative industrial activity effects by environmental
regulations

• Some suggests that environmental regulations do not harm regulated rms or their workers
and may even benet them

⇒ This paper documents negative impact on industrial activity by environmental regulations
using comprehensive data
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The 1970 CAAAs

• The 1970 CAAAs establish separate federal air quality standards for CO, O3, SO2 and
TSPs.

• All counties are assigned a nonattainment or attainment status for each pollutant
• Nonattainment counties have more stringent regulations on polluters
• Attainment counties have less restrictions on polluters

• Polluters are defined by industry emissions (EPA’s estimates)
• Industries that account for 7% emissions over total of that pollutant
⇒ 12 industries are designated as emitters of ≥ 1 pollutant
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The 1970 CAAAs: Nonattainment Designation of CO
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Data

Censuses of Manufactures, 1967–1987

• Five surveys in four periods 1967, 1972, 1977, 1982 and 1987

• Plant level panel data

• Plant employment, capital stock, total shipments, location and industry

Code of Federal Regulations, 1967–1987

• County level nonattainment/attainment status for each period
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Nonattainment/attainment status
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Identification strategy

%∆Ept =
Ept − Ept−5

(Ept + Ept−5) /2

=β1Xpt−5 + β2t ind i + β3t nonattain ct−5

+ β41( emit CO = 1& nonattain CO = 1)cit−5

+ β51 ( emit O3 = 1& nonattain O3 = 1)cit−5

+ β61 ( emit SO2 = 1& nonattain SO2 = 1)cit−5

+ β71( emit TSPs = 1& nonattain TSPs = 1)cit−5 + αp + γct +∆upt

• Assumptions

∆upt|X ⊥ Nonattainment Statusct
∆upt|X ⊥ Emitterit
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Identification strategy

• β2t ind i: industry×period fixed effects
• Federal wide industry specific shocks

• αp: plant fixed effects
• Plant specifics that correlate with nonatainment status

• γct: county×period fixed effects
• Shocks to all plants within a county-period
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Total employment
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Capital stock and shipments
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Heterogeneity in regulation effects

H0: The environmental regulation effects are equal across industries.
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Robustness checks
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Total employment: magnitude
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Conclusion

• Environmental regulations restrict industrial activity
• Nonattainment counties lost 590,000 jobs, $37 billion in capital stock, and $75 billion of

output in polluting industries.

• The regulation effects are evident across polluting industries

• Future research
• Causality
• Industrial activity being cut or reallocated?
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