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Summary I analyze environmental performance standards. I find that by basing these standards

on average performance in the regulated industry, which is commonly done in practice, ex-

penditures on abatement are likely to be excessive. By allowing lobbying to influence the

regulation, social welfare can be increased.

The existence of pollution as a byproduct of production motivates and requires environmental

regulation. Most often, this regulation is based on performance standards and I analyze the effi-

ciency of such policies explicitly accounting for the impact of strategic action and political lobbying.

The fact that regulatory instruments change the cost of production gives producers as well as other

special interest groups - such as or environmental groups - an incentive to influence the design of

the policies. Yet with very few exceptions to date, economic models of environmental regulation

do not explain or address this important factor. Therefore, I develop a theoretical model based

on game theory that allows me to analyze the impact of different interest groups on the design

of environmental standards. To do so, I apply microeconomic theory to environmental policy and

draw especially on the economic literature on contests. Explicitly accounting for the role of special

interest groups, the aim is to identify conditions under which environmental standards are not only

effective, but also minimize the cost to the economy. I show that political lobbying may be posi-

tive or negative from a social point of view, but that the former is only valid under very narrow

conditions.

While both political lobbyists as well as politicians and regulators should show an interest in

these results as they might or might not justify political influence on environmental regulation, I

believe that my research is neither influenced by politics nor by the private sector. Nevertheless,

I look forward to the colloquium as it will help me identify heretofore unquestioned assumptions

that are underlying my analysis.
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