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Review of the Economic Analysis for the Environmental Impact Statement of the North Atlantic Right Whale Ship Strike Reduction Strategy

Prepared by Kristy Wallmo, Economist, National Marine Fisheries Service

General Assessment of the Analysis
Overall this analysis is well done and thorough, and there appears to be good data for the most of the industries that could potentially be impacted, which is critical to a quality economic impact analysis.  The authors provided very detailed information on the industries themselves, the data sources that were drawn from for the analysis, and any cleaning or refining techniques that were done to make the data useable for the analysis.  The level of attention given to data cleaning and refining is impressive, particularly given the already rich data set that is maintained for many of the industries.  I bring this up because it illustrates the high level of attention to detail that was given to most components of the analysis and throughout the report.  That said, there are a number of specific comments below that should be addressed to clarify and add transparency to some parts of the analysis.  One of the main issues that needs clarification is the construction of the cost variable (see Comment #2 below).  

Aside from clarifying some points in the analysis, the approach taken is very systematic and the techniques used are economically sound.  The largest technical criticism I have concerns the treatment of indirect and induced impacts, which is incomplete.  While indirect and induced impacts are included for the shipping industry analysis, for other industries only the direct impacts are estimated, and thus the total impacts are not represented.  This may be a data limitation, and/or the indirect and induced impacts may be insignificant for industries other than the shipping industry.  However, since the authors state in several places that the ship strike reduction strategy may diminish demand in the whale watching, charter fishing, and passenger ferry industries, there needs to be a discussion of the total impacts or an explanation of why indirect and induced impacts were not included in the analysis.    
Specific Comments 

(1)  The section on the economic impact model, p. 52.  This is the first section that refers to the economic impact model, yet what is really discussed on p. 53 are the direct impacts – the minutes of delay multiplied by the vessel operating costs at sea.  This is slightly misleading, and later in the report indirect and induced impacts are also included and added to the direct impacts, although only for the shipping industry.  At this early point in the report it would be more appropriate to describe what constitutes the total economic impact, and then refer to the direct impacts as the minutes of delay multiplied by the vessel operating costs at sea. 
(2)  The cost variable associated with the direct impacts needs clarification.  This is a recurring comment throughout the report.  The impact model is stated on page 53 as the minutes of delay multiplied by the vessel operating costs at sea, however it is not clear how the operating costs at sea were calculated.  The authors report on vessel operating costs for 2004 in Table 4-4 (p. 57) and describe the cost components.  However, the variable in the impact model is the annual at sea operating costs, which have some relationship to vessel operating costs though the terms are not interchangeable.  What needs to be clearer in the report is how the authors go from the 2004 Operating Costs (Table 4-4) to the Hourly Vessel Operating Costs at Sea (Table 4-5) on page 58, since this is the cost variable that is presumably an input in the model.    
(3)  This is a minor comment, but on p. 63 the authors assume that vessels would opt to proceed through a DMA with a speed restriction of 12 knots rather than route around the DMA, as only vessels with operating speeds higher than 21 knots would benefit from routing around.  This assumption may overstate the impacts.  From table 4-3 on p. 66, there 135 possible DWT/Vessel type combinations, and of the 135, 19 types operate at speeds higher than 21 knots – which is about 14%.  If these ships route around the DMA, the impacts are smaller.  It’s not clear how much smaller they would be since we don’t know what proportion of all ships fall into that 14%.  For the speed restriction of 10 knots ships need to only have operating speeds in excess of 18 knots to benefit from going around the DMA, and 38 of the 135 DWT/Vessel type combinations meet this speed requirement – about 26%.  Again, the impacts could be overstated.  
(4)  The tables on p. 79 and p. 107, corresponding to alternatives 3 and 6, respectively, show average minutes of delay, and the last column in each table is the total.  What does this total column represent?  The text says the overall average delays are 52 minutes and 43 minutes (respectively for alternatives 3 and 6), which makes sense, but the rows don’t add or average to the ‘total’ column.  
(5) A general comment for all of the alternatives that involve speed restrictions.  Will the ships burn less fuel operating at slower speeds?  If they do, this affects the operating costs at sea and should be factored in if possible.  Understanding that there may be data limitations, a qualitative discussion would be appropriate concerning the effect, if any, that burning less fuel may have on the direct impacts.    

(6) On p. 126 the author’s state that the average delay associated with a multi-port string is 30 minutes but there is no basis for this number described in the text – where did it come from? 

(7) On p. 143, the impacts to commercial fishing do not include an analysis of Alternative 2.  Based on previous year’s right whale sightings, would any of the potential DMAs under Alt. 2 affect commercial fishing grounds and if so, would overall landings be reduced? There should be some discussion of this potential impact to commercial fishing, and if it isn’t likely that fishing grounds would coincide with the DMAs this should be stated.  
(8) On p. 144 the impacts to the charter fishing industry are described.  Are these impacts net of any increase in the market share that smaller boats (those that are less than 65 feet LOA) would gain? 
(9)  Related to the general assessment of the analysis – for several industries the indirect and induced impacts are not mentioned, even though the authors state that demand may be diminished.  On p. 144 the last line of the first paragraph states “Under Alternative 6, at a speed restriction of 12 knots for 30 nautical miles would add about 90 minutes to the roundtrip steaming time, and could severely affect client demand.”   On pp. 145 – 146 there is a description of a loss of demand for fast ferry service, with an increased demand for regular ferry operators due to picking up passengers who would have otherwise taken a fast ferry.  Although the footnote on p. 146 states the difficulty in estimating the portion of passengers that would cancel their ferry trip entirely, there is no mention of any indirect or induced impacts, even to discuss the fact that they may exist but are not estimable in this analysis.   On p. 148 the authors describe what sounds like a net loss in demand for high speed whale watching vessels, but no mention of indirect or induced impacts that would be associated with this decrease. For all of these industries the potential for decreases in demand is restated in Section 5 as well.   

In general, for consistency throughout the report there needs to be a discussion of the indirect and induced impacts to industries in addition to the shipping industry.  It would also add to the completeness of the analysis if these impacts could be quantified, particularly since the RFA states that for small businesses the direct impacts alone represent up to 10% of the annual revenue, depending on the industry.  
Editorial Comments

Page 9.  The last full paragraph discusses some of the data cleaning techniques used for the vessel arrivals data.  The paragraph above describes a regression analysis that was conducted to fill in missing data in the vessel arrival database.  I am assuming that the cleaning was done prior to the regression, although the report does not read that way.    
In the shipping industry analysis, the distributional effects among the different ship types are difficult to see, even though all the data to examine these effects is contained in the tables.  After the shipping industry analysis it would be helpful to see a summary paragraph or a table that addresses these effects so that we don’t have to go back to all of the original tables. 
Review of the Economic Component of the Draft Environmental Impacts Statement to Implement the Operational Measures of the North Atlantic Right Whale Ship Strike Reduction Strategy
In reviewing the DEIS, the economic components are consistent with the economic analysis prepared by Nathan Associates, reviewed above.  Assuming that the economic components of the DEIS draw directly from the economic impact analysis conducted by Nathan Associates, the DEIS has the same technical criticism – the lack of indirect and induced impacts calculated for industries other than the shipping industry.  As stated in the review above, the reason(s) for this may be a lack of data or simply insignificant indirect and induced impacts; however, the issue needs to be addressed in both reports.  
Without knowing the extent of the indirect and induced impacts for all industries it is difficult to determine how much Tables 4-10 and 5-1 understate the total economic impacts for the Alternatives.  If there were even a qualitative discussion that provided some general idea of the magnitude of these impacts the analysis would be more complete.    
� Draft EIS Report prepared by Nathan Associates, Inc.  
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