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Peer review report for

Green sturgeon critical habitat designation:  

Economic Analysis Report
A draft economic analysis report was prepared in support of the proposed rule to designate critical habitat for the Southern Distinct Population Segment of North American green sturgeon under section 4 of the Endangered Species Act (ESA).  The draft economic analysis report was reviewed by three peer reviewers in August - September 2008:  Dr. Lloyd Irland, Dr. Ian Munn, Dr. Jeff Zabel.  These three peer reviewers are economists who have experience reviewing economic analyses conducted in association with the promulgation of regulations under the ESA.  Comments provided by the peer reviewers and by the public were considered in the final economic analysis and final green sturgeon critical habitat designation.  The comments submitted by each peer reviewer are attached in the following pages.  Responses to peer review comments and public comments will be provided in the final green sturgeon critical habitat designation rule, due to be published in the Federal Register in October 2009. 
Review by Dr. Lloyd Irland, Yale University

Received:  August 25, 2008

To:  Melissa Neuman, et al.



NOAA
From: Lloyd C. Irland




Yale SFES
Subject: Comments on Green Sturgeon Economic Analysis 

---------------------------------------------------------------------------------------------------

These comments apply to the prelim. draft dtd Aug 8, Economic analysis of  designating critical habitat (hereafter CH)… Green Sturgeon.   I have had to review this all very quickly.  If I have misunderstood or missed some things, take it as a clue – other readers new to these details may make the same mistake.
I found it difficult initially to see the specific purpose of this analysis.  I gather that it is to be used in developing a designation of CH.  This did not come through clearly to me.    I think intro para needs to be more explicit… or explained in cover letter.

Also, the geographic designations are confusing.  There are repeated references to “southern” areas, but then why Alaska?

It is difficult to review the primary data gathering; we must assume it has been thorough and that gaps will be detected during review.

Of course the good stuff happens later, when these estimates of costs are balanced against expected benefits to the sturgeon as the designation is developed.

This one is similar to many End. Sp analyses.   Measures for sturgeon may or may not be incremental to those in place for other benefits.  I would have to defer to the judgments made ( % allocations etc) on those points, and would assume that in the review process these will be vigorously debated among experts and interest groups.

Economic analysis points

I take this is something of a standardized approach, following guidelines and past practice, so that discretion on these points may be limited at this point in time.  Many readers of this report will not be familiar with economic and discounting practices and  there will be potential for misunderstanding.
a. I think annualizing everything conceals more than it reveals.  Most of the costs are upfront; annualizing seems to make them almost go away.

A dollar of cost spent today, over 20 yrs would be 9 cents annualized (using CRF in my table)   This seems to me to essentially make that cost disappear – this can hardly be what is intended.  
At 7%, a dollar spent  20 yrs from now is only worth  26 cents.  
An annual payment stream of $1.00, say of annual monitoring and consultation costs,  would be worth  $12.20 by my compound interest table. 

Should explain choice of 7% rate.(or did I miss it)

This process obscures the fact that the timing of some major impacts is highly uncertain.  An LNG terminal cancelled or relocated in yr 20 would have essentially zero present value today but one occurring in 3 years would probably be the largest number in the report.  This uncertainty and its effects needs to be disclosed in the Exec sum and conclusions otherwise important costs will be lost in the shuffle. 

Consumer surplus is referred to at p. 1-5.  It is not used in report, so I’d drop it.
Spurious precision -- The text everywhere indicates how uncertain the potential constraints are, and how variable the costs might be.  Yet,   we see in Exhibit 1-1 that some categories of cost are known to within $50.00!   In other tables, values are rounded to nearest thousands, when our real precision of measurement is uncertain to the level of millions.

Stigma  -- ( I lost the reference) the text suggests that as people get more experienced with CH and ES regulation, “stigma” will go away.  Show me the first example where this has occurred.  It could even be that the overall issue of regulatory uncertainty and its impacts on investment is the most important economic impact of all this process.

Comments on Specific Impact Categories
As an overview comment, I think some of the issues dealt with in financial terms represent over-extrapolations and should be presented as is done in ch 4,  with impact summary as to projects etc but not with estimated costs.  I don’t think the weaknesses are the fault of the analysts.  They are facing unreasonable demands for quick quantification, under tight time/cost limits.  They are trying to do something that is conceptually, and on its face, impossible.  Face it.
Ch 2 analyzes several important impacts.

I have no real acquaintance with NPDES.

I found the analysis for powerplants very weak. And yet, see the spurious precision in some of the numbers in Exh 2-25.  I think decisionmakers will find the first 2 columns of that table useful, but in truth the last 3 columns are worse than useless.  You might consider whether this comment applies to other topics as well.
Ch 3 poses a series of difficult impact analyses.

I would defer to someone well informed on fishing for the fishery analysis.  But it is not obvious to me that a 5% reduction in catch is a 5% reduction in net returns – it does not work that way.  The 5% may BE their profit.  It is also likely, as I read the history of fish regulation, that a 5% loss of catch in one fishery may induce a redirection of that effort toward something else.  Now maybe in this situation they are barred from everything else by other regs…

Wave & tidal energy,  LNG, and desalination are all highly place specific.  LNG plants tend to go away due to political pressures, so how many are likely to be built?    In all of these cases, I find the extrapolations from single examples to be especially unconvincing.

Seems to me that impacts on restoration activities is not a concern.  We would not be doing them if there were no environmental benefits.  Cost impacts highly site-specific.   
Why would anyone ignore endangered species in planning them?  The fact basis is weak, results not compelling, and this impact should be placed in ch 4 in my view.

Ch 4. 

  I think the last 3 impacts, shipping, agriculture, and managing non –native species will be interesting to watch. Clearly it was wise to set aside detailed analysis on these.  
I did not understand the analysis of agriculture.  What is “gain”?   Agriculture may need a much more complete treatment, relying on experts in the region most affected.   Whatever the impacts will be, it certainly will be contentious… this terse summary will only inflame it.
Summary Observations
In sum, these analyses are ingenious efforts to work out something in a situation that is a lot like the title of Wolfgang Stolper’s book: “Planning without facts”.  The problem is, that extrapolating to diverse situations from a single example is pretty weak;  few  readers will be persuaded.  Worse, it makes it seem like maybe we know something when in reality we don’t.  In fact the estimated $ impacts really add up to no more information than contained in a map of the potential projects.  Decisionmakers might want to know where potentially affected projects are.  EIS’s and permit proceedings are the place to develop site specific information.  Attempting to substitute for such by the CH process is a mistake.

Boiling all this uncertainty into numbers is likely to lead people to think that we really can way something meaningful, in the aggregate, about impacts of designating CH for this species. 
Face it: we can’t.

Impacts will occur;  distribution of the costs may be contentious or plainly unfair.  Absence of numbers does not mean absence of impacts.  But a realistic process needs to acknowledge this and not try to make it go away with unconvincing extrapolations and guesswork.

The extremely rough nature of all this needs to be stated more clearly in the ES and summary.  The real conclusion from this work is not a set of numbers: it is that the impacts on the economy are highly uncertain, and extremely variable from place to place.
It is not enough to defend weak extrapolations by saying, well the courts, or the rules demand quantification.   Some people may not want to hear it, but intellectual honesty often demands that we tell them it can’t be done in a sound manner that would really lead to better decisions.

Presentation
I think the tables should use terms more suited to the rough nature of the “data” presented.   Instead of saying, “Summary of Impacts”  say,  “Illustrative” summary,  or “Estimated” , or “Extrapolated” impacts, as appropriate.  

There is so much detail that presentation is a challenge.   Recognize that many (most?) readers are parochial,  they do not see the regional picture as you do.  They want to know how this will affect their state or their river basin.    

The maps are really nice, but in some instances you cannot see the dots. I can’t understand the agriculture one (Cal) at all.  

If there is some rationale for the order in which basins are listed in the tables, it could be explained.

Subtotals by state might be useful to many readers.

The section entitled “summary” at end is no such thing.  It is a massive laundry list.  Impossible to decode for meaningful information.   The tables ranking the values do offer an interesting idea.   How about a table ranking them according to which basins have the highest degree of uncertainty as to magnitude of impacts?
There is almost no real summarizing or interpretation.

Someone needs to go over the major tables and text and then add up what the story really looks like and express that.  What does it then mean for the CH process?

(this often happens to me too.. when done compiling a lot of stuff on a  topic, I have difficulty deciding what the story is…  it often takes some time…)
I hope this is of some use to you.  I’m happy to have the chance to make these comments;  would be glad to respond to questions – but after Sept 5 would be a lot better timing for that.

Review by Dr. Ian Munn, Mississippi State University

Received:  September 4, 2008

A Review of:

Economic Analysis of the Impacts of Designating Critical Habitat for the Threatened Southern Distinct Population Segment of North American Green Sturgeon

By:

Dr. Ian A. Munn

Professor- Economics and Management

Forestry Department

Forest and Wildlife Research Center

Mississippi State University

General Comments:

This review is presented with the following caveat.  The reviewer is not from the region, nor intimately familiar with the region’s economy, and thus may have overlooked some economic activities that should been included in the analysis.  Due to the immense scope of the assessment, both geographically and in terms of economic activities affected, there is some possibility that key considerations were omitted.

Specific Comments: 

Accuracy, quality, and completeness of the data considered:  I am unaware of any relevant data that was not considered in this analysis.
Whether uncertainties are clearly identified and characterized:  One of the strengths of this assessment is that the uncertainties were routinely identified and their potential impacts on the results were clearly noted.  This is particularly important to this assessment.  Because of its great scope, this assessment dealt with a large number of uncertainties - either in the data or the potential outcomes.  Throughout the assessment, uncertainties were identified and treated in a systematic way that was appropriate and transparent to the reader.
Appropriateness of the methods used to evaluate and estimate the economic costs:  The methods used in this assessment were appropriate to evaluate and estimate the economic costs relevant to a Cost Effectiveness Analysis.
Overall clarity and completeness of the document:  The assessment is straightforward and easy to follow.  The economic analysis is thorough and comprehensive. 

Review by Professor Jeff Zabel, Tufts University
Date: September 4, 2008

To: 
Melissa Neuman and Susan Wang

National Marine Fisheries Service

Southwest Regional Office

501 West Ocean Blvd, Suite 4200

Long Beach, CA 90802

From: 
Professor Jeffrey Zabel

Economics Department

Tufts University

RE: 
Draft Economic Analysis of the Impacts of Designating Critical Habitat for the Threatened Southern Distinct Population Segment of North American Green Sturgeon (dated August 8, 2008). 

This document contains my comments on the draft report: “Economic Analysis of the Impacts of Designating Critical Habitat for the Threatened Southern Distinct Population Segment of North American Green Sturgeon” (dated August 8, 2008). This report is prepared by Industrial Economics, Incorporated (IEc). My review will provide comments on the following topics:

1. The accuracy, quality, and completeness of the data considered, particularly if any additional data exists that was not considered;

2. Whether uncertainties are clearly identified and characterized;

3. The appropriateness of the methods used to evaluate and estimate the economic costs; and

4. The overall clarity and completeness of the document.

This report estimates the potential economic impacts of “restricting or modifying specific land or water uses or activities to avoid adverse modifications or destruction of critical habitat.” (page ES-1) I find the general approach used to estimate the economic costs of designating critical habitat (CH) for the green sturgeon is a sound application of basic economic theory. The key to the impact analysis is determining the “without CH” and “with CH” scenarios. Given that CH designation has already taken place for the West Coast salmon and steelhead species, many of the modifications necessary for protecting the CH for the green sturgeon have already taken place. It is only the incremental modifications that can be attributed to the costs of protecting the CH for the green sturgeon. Hence an important component of this analysis is establishing the baseline (without CH) scenario. IEc has done a thorough job in this regard.

In the remainder of this document, I provide comments on the above four topics.

1. The accuracy, quality, and completeness of the data considered, particularly if any additional data exists that was not considered

Comment: IEc does a very good job of including the best available data in the analysis. IEc’s job is made easier by the fact that a similar report has been written for the West Coast salmon and steelhead species. Thus much of their data and cost estimates come from this source. One useful addition would be a list of primary data sources in a separate section of the report.

2. Whether uncertainties are clearly identified and characterized

Comments: One set of uncertainties concerns the extent to which modification activities to protect CH for the green sturgeon have already been undertaken to protect the CH for the West Coast salmon and steelhead species. In these cases, IEc attributes a fraction of the modification activities specifically to the green sturgeon. Typically, they assign 10% or 20% of the modifications to the green sturgeon. It is not clear why IEc decided to use these fractions. It might be useful to provide some rationale for their choices. 

Another uncertainty involves the ability to reliably quantify the benefits from protecting CH for the green sturgeon. Further, IEc states that “NOAA has limited experience in managing green sturgeon, and there is general uncertainty about specific management actions likely to be undertaken on behalf of this species.” (page 1-3). The result is that CH can only be evaluated as having high, medium, or low biological value. IEc states that this ranking “may better reflect the state of the science for the geographic scale considered here than a quantified output, and can be done with available information.” Given my very limited knowledge of the state of the science in this area, this seems like a reasonable way to proceed. 

NMFS has identified 15 categories potentially requiring modification to avoid destruction or adverse modification of green sturgeon CH. IEc notes that five of these categories include activities where: “(1) the nature of future management is highly uncertain, and/or (2) the number of future projects likely to be affected by green sturgeon critical habitat is speculative.” (page 3-1) IEc clearly lays out the uncertainties involved in these fives cases and provides an appropriate range of costs given the level of uncertainty.

3. The appropriateness of the methods used to evaluate and estimate the economic costs

Comments: The analysis reflects current economic literature and well-accepted analytic approaches. IEc does a good job laying out the basic framework for estimating the economic impacts; benefit cost analysis and cost-effectiveness analysis (CEA). This is the standard framework used in economics to measure costs of a particular action, policy, 3 or regulation. They make a good case for why cost-effectiveness analysis is appropriate in this case.

As discussed above, given the limited state of the science, it is only possible to rank CH areas as having high, medium, or low biological value. IEc states “By proceeding in order of these priorities (either in terms of inclusion or exclusion), the proposed critical habitat will minimize, or at least (in practice) reduce, the overall economic cost of achieving any given level of conservation.” (page 1-3) This seems like a reasonable approach given the limitations is assessing the biological value of each CH area. Further, IEc makes clear the two limitations of this modified CEA approach: 1) one that is common to CEA in general is the inability to determine if a given policy or action results in positive net benefits since the benefits are not monetized and 2) the benefits for each area can only be ranked in one of three categories. Hence, it is not possible to rank the areas within each benefits category. IEc points out that this will result in higher costs of achieving the anticipated level of conservation of CH that if a finer ranking if benefits were possible. These two limitations are to be expected given the state of the biological science.

4. The overall clarity and completeness of the document.

Comments: The document is clear and complete.
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