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Executive Summary?

Many business firms both in the U.S. and abroad are practicing corporate environmental management.
They are committed to improving the efficiency of material use, energy use and water use; to recycle; to make
safer products and processes and to reduce their overall impact on the environment.

In pursuing corporate environmental management, some businesses have found that the presumed
tradeoff between profits and environmental quality does not aways apply. Instead, by innovating and redesigning
their products, processes, corporate culture, and organizational strategy, these firms have been able to improve
environmental performance and add to profits. These improved profits are sometimes referred to as “innovation
offsets’ because they result from technological changes to reduce pollution which also reduce production costs
(and/or improve productivity) and thereby “offset” the costs of compliance. The necessary technological
innovation is pursued when firms take a dynamic investment perspective rather than presume a static tradeoff
between profits and environmental quality.

Many of these businesses are motivated by a variety of factors such as liability concerns, public image,
cost-savings, consumer demands, pressure group demands, and/or the desire to reduce uncertainty. Businesses so
motivated examine their whole production and distribution system with environmentd audits, and they engagein
strategies to increase resource productivity, to reduce materia requirements, to recycle, and to “mine” their
wastes for valuable products (Ayers and Ayers). Indeed, such environmental auditing and system redesign is
now so common that it has its own field of investigation--industrial ecology--that focuses on resource
productivity, materials cycle optimization, and waste minimization.

There are important relationships between environmental regulation and business environmental
performance. Thefirst relationship to be understood is that, unless there are viable and robust markets for “green
products’ (e.g., “ pesticide-free’ baby food or “dolphin-safe’ tuna), then regulations, or liability, or the threat of

regulations and liability, are necessary to motivate companies to pursue environmental management. The second

1Some of this Executive Summary draws from Batie and Ervin (1997b).
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relationship to be understood is that regulations have the potentia to be cost-effective if they are flexible and
performance-based. That is, they need to specify what needs to be accomplished as measured by environmental
outcomes, but should not dictate how these outcomes are to be achieved if they are to be cost-effective (Russall
and Powdll, 1996). Idedly, it should be clear that (a) the “polluting firm” does not have the right to pollute, (b)
there are clear, certain, enforceable performance standards, and that (c) the firm is free to select which
technologies or firm practices will be used to achieve those standards. Obvioudly, monitoring of outcomes and
accountability for failure to reach performance standards is an important feature of aflexible pollution prevention
policy.

Can the lessons from corporate environmental management be applied to agro-environmental problems?
Isthere arole for flexible policy undergirded by performance standards in agriculture? Will farm-level innovation
offsets be achieved? The answer appears to be yes to al these questions, although there are gaps in information
necessary for idea agro-environmental policy design and for agricultural efforts.

Fortunately, the dynamic to fill these information gapsis created by the very agro-environmenta policies
that set clear environmental objectives and that grant flexibility to producers to meet these objectives. These
same policies will create a demand for the necessary management skills to operate dynamic and integrated
systems in decentralized markets and will stimulate research and technology development for environmental public
goods. Implementation of aflexible agro-environmental policy may be hampered by information and management
skill gaps. As aresult, some proxies may need to be used for exact performance standards (e.g., phosphorous
saturation levelsin soil in lieu of ambient water quality standards) until information gaps are closed. Nevertheless,
there appears to be considerable merit in designing a flexible environmental policy to encourage environmental
management. Such encouragement can include public, provision of research, technology, subsidies, education, and
technical assistance to improve management skills, to lessen the transition costs to new systems, and to accelerate

their adoption.



There are dso lessons to be learned by drawing ana ogies between the Environmental Management

Systems designed by businesses and the design of afarm level Environmental Management System. Important

common eements on firm or farm Environmental Management Systems are summarized in Table A.

Table A. A Farm’s and a Firm’s Environmental Management Systems (EMYS)

A Firm'sEMS

A Farm'sEMS

A policy statement indicating commitment to
environmental improvement, conservation, and
protection of natural resources

A producer commitment to environmental
improvement, conservation, and protection of
natural resources

A set of plans and programs to implement the
EMS policy within and outside the firm

Integration of these plans into day to day activity
and the corporate culture

The measurement, audit, and review of the
environmental performance

A whole farm plan that is designed after an
environmental audit to prevent pollution.

Integration of these plansinto daily activity the
measurement, audit, and review of environmental
performance implemented and monitored by the
producer, perhaps with assistance from experts

The provision of education and training to
increase understanding of environment issues
within the firm

Availability of education and training to increase
producer understanding of environmental issues
on- and off-farm

The publication of information on the
environmental performance of the firm

Record-keeping as to the environmental
performance of the farm

Implementation of an Environmental Management System requires not only commitment of the producer,
but adso (a) a careful environmenta audit of the existing farming system, (b) awhole farm plan that includes
redesign of the farm system to reduce environmenta impacts, (c) identification and use of “quality control
indicators’ as feedback mechanisms for ascertaining the environmental performance of the farm system asa
whole, as well as (d) documentation and verification of the implementation of the whole farm plan.

For producers to practice agricultural environmental management and to adopt environmental

management systems, there needs to be an appropriate policy framework aswell. The keystone of this policy



framework is the setting of clear, specific, measurable and enforceable performance standards. Such a policy
framework would be a change from past agro-environmenta policy.

Unfortunately, performance standards are difficult to apply to agro-environmenta problems. One reason
isthereisalack of clearly distinguished environmental objectives whose achievements can be linked to the
reduction of certain farm-source pollutants. Overcoming this missing component will require a political consensus
as to desired objectives. Another reason that performance standards are difficult to apply is a paucity of scientific
knowledge necessary to link farm-source pollutants to water quality and to the environmental objective.

Not surprisingly, &t this early date in agro-environmental policy, there are not many existing examples of
farmer-led environmental management with all these components. After al, agro-environmental policy addressing
nonpoint pollution is relatively new and many difficulties remain ssemming from lack of appropriate information.
Nevertheless, there are examples of both use of performance standards for agro-environmental problems and
farmer-led environmenta management. An example of the former can be found in Florida s legidation
influencing phosphorous pollution from dairy farms in the Lake Okeechobee. An example of the latter is the
Cdlifornia Egg Quality Assurance Program.

While much remains to be done to design and implement a necessary policy context and provide
gppropriate information, and while such tasks involve many players the pursuit of agricultural environmenta
management appears to be a promising approach to achieving agro-environmental goals, there is a pivota role that
can be served by the Natural Resources Conservation Service (NRCYS) of the United States Department of
Agriculture. Not only can NRCS provide leadership, assistance, and information to accelerate agricultural
environmental management, the NRCS can use the concept of agricultura environmental management to

prioritize its own efforts and to serve as a catalyst for others' actions.



Section |. Introduction

Historically, U.S. federa efforts to prevent environmental degradation have focused on “point” sources of
pollution such as sewage treatment plants and factories. In recent years, however, there has been a shift in
federa policy toward the problem of nonpoint source pollution management. This shift reflects a recognition that
the desired pollution control will not be achieved if environmental management relies only on the control of the
point sources of environmental degradation.

Agriculture is the primary source of nonpoint source pollution in the nation. There is evidence that fifty to
seventy percent of water quality is affected by agro-environmental pollution (Shortle and Dunn, 1986). Nutrients
(e.g., nitrogen and phosphorous) and sediments--major pollutants associated with agricultura production--account
for the serious contamination of thirteen percent of rivers, and fifty-nine percent of lakes in the United States in
the last decade (Smith, et. a., 1987). Thereis also increasing concern about potential human pathogens from
anima manure pollution.

However, generdization about the nature, magnitude, and location of mgjor agricultural nonpoint sources
isdifficult. Agro-environmental problems are diverse, in part because U.S. agriculture is diverse. Agriculture
includes field crops, forages, livestock, vegetables, and fruit. The topography of the land varies from hilly to flat,
from upland to flood prone, from arid to humid, and from erosive to non-erosive. Management practices used to
produce commodities vary as well--from dryland to irrigated, from monocultures to rotations, from confined
livestock to free-range production, from single cropping to multiple cropping, from high chemical usage to organic,
and from precision technology to traditiona technologies. It isno surprise, therefore, that agricultura pollutants
vary in their characterigtics and their environmental impact according to locationd, climatic, commodity, and
management factors. As aresult, any damage from these agro-pollutants to the environment also vary with time
and with location, making assessments and solutions more complicated.

In the past, the principal approach in the reduction of agricultura pollution in the United States has

primarily been one of voluntary, case-by-case, adoption of conserving practices. Past policies have relied on



education, as well as on technical and financia assistance to encourage adoption of best management practices
and to compensate for land retirement (Batie and Ervin, 1997). Y, it isincreasingly recognized that this
voluntary approach, at least as applied in the past, has not achieved the desired level of nonpoint pollution
prevention or control (Batie and Ervin, 1997; National Research Council, 1993).

Thus, there isinterest in identifying more effective agro-environmenta policies. However, the diversity
found in agriculture means that a“one sizefits dl” agro-environmenta policy will not be successful. Furthermore,
the regulatory--command and control policies used in point pollution are less likely to provide the modd for future
agro-environmental nonpoint policies. Traditional command and control regulations are increasingly viewed as
outmoded; explorations are underway at the local, state and federal levels to design lower cost, more flexible
environmentd policies for both point and nonpoint sources. Governments and firms are increasingly dissatisfied
with controlling pollution; more attention is directed at preventing pollution--by encouraging technological
innovations and redesigning product processes (Andrews, 1994).

Even if regulatory point source policy were viewed as the appropriate model for agro-environmental
pollution, there are reasons to believe it would not apply well to nonpoint sources. The rather predictable
characteristics of various industrial point source pollutant sources have made uniform regulation of polluters a
feasible strategy in reducing point pollution. In contrast, because nonpoint source pollution manifests itself
primarily in water and soil quality changes as aresult of the dispersed emission of pollutants from various sources,
itisfar less predictable, and it isinconsistent in it’s characteristics.

The policy chalenge then is to devise an agro-environmental management strategy that addresses the
characterigtics of diffused agro-pollutants, while possessing the efficacy of some point source pollution regulation,
but which embodies more flexible, lower-cost incentive-based approaches. This assignment is not an easy task,
but the body of knowledge with respect to agricultural nonpoint pollution is growing. In addition, lessons can be
drawn from point source pollution policy that can improve the design of nonpoint agro-environmental pollution

policy. It isnow possibleto garner insight into the criteria for and characteristics of an effective agro-



environmental pollution policy. These insights depend on understanding the unique characteristic of agro-
environmental pollution and the implications of these characteristics for agro-environmenta policy design.

This report is organized in five sections. Section | isthisintroduction. Section |1 draws lessons for
nonpoint source, agro-environmental policy from the experiences of point source pollution policy. In this
exploration, the section notes the movement away from traditional regulatory approaches (i.e., so-called
“command and control” regulation) to more agency-business partnerships and to corporate environmental
management. Section |11 takes one of the lessons, the increase in corporate environmental management and
exploresits agricultura “andog,” that is, agricultural environmental management. This section assumes,
counterfactually, that there are adequate policy incentives for agricultural environmental management. Section
IV, then, takes the lessons from the other section’s analysis and uses them to define the characteristics of
effective agro-environmental nonpoint policy that will result in agricultural environmental management within the
section. The Cdifornia Egg Assurance Plan, is used to illustrate necessary components for farmer-led programs
to emerge and be cost-effective. Section V concludes with a summary and implications for state and federal

policies.



Section 1. L essons from the Experiences of Point Sour ce Pollution Policy?

There are important lessons to be drawn for nonpoint source, agro-environmenta policy from point source
policy. Point source pollution policy appears to be undergoing a significant evolution, moving--abeit dowly--from
so-cdled “command and control” direct regulation to more flexible, cost-effective strategies. Policy also appears
to be changing--albeit modestly--from top-down regulatory approaches to more partnerships of business, citizens,
and agencies and more corporate environmental management (Andrews, 1994; Batie, 1997; Porter and van der
Linde, 1995a and 1995h).

Criticisms of “Command and Control”

Since the 1960s, federd legidation has been enacted which addresses nearly every aspect of the
environment from air pollution, hazardous waste management and pesticide use to wildlife protection. Itis
common to characterize much of the traditional federa point-source pollution regulation as *command-and-
control” legidation, by which is meant top-down inflexible regulation that specifies both the actions to be taken and
the outcome to be achieved. (As Textbox 1 explains, the name “command and control” is a miseading term to
describe such legidation, athough the use of the term is convenient and widely used.)

Despite broad recognition that federal environmental legidation has resulted in significantly cleaner air and
water, there has been criticism of it from many quarters. Many businesses complain that it can be stupefyingly
complex and sometimes contradictory, with single pollutants being addressed through many different statutes and
fragmented agencies. The end result is potentialy inconsistent government regulation of afirm’s behavior,
accompanied by expensive and irritating bureaucratic compliance costs, in addition to actua pollution prevention or
cleanup costs.

National laws and regulations are frequently viewed by the regulated as inflexible and intolerant of less

expensive, creative ways to achieve compliance. Arguments are made, but often ignored, for the use of a

2This section is adapted from Batie, 1997.



____________________________________________________________________________________________________________________|
Textbox 1. Command and Control Strategies

Characterizing traditional federal environmental laws as “command and control” is actualy mideading for the
following reasons. First, federa legidation rarely states both the specific, quantified goals to be achieved and
the methods by which to obtain them. Rather, federal environmental law has created a hodgepodge of
fragmented, uncoordinated rules, goals, required technologies, and procedura requirements administered
through multiple agencies. Second, federa environmental legidation uses a one-by-one medium approach (air,
water, solid waste, wilderness, endangered species) with little reflection on the interconnected, holistic nature of
ecosystems; overlapping legidation and jurisdictions; or the possble impacts on business costs or economic
performance. Third, federa laws provide considerable flexibility for states to implement their own land use, air
and water quality plans. For example, while states must meet and enforce minimum ambient air and water
quality standards, they have considerable latitude in the design of permits. Cross-state comparisons reveal
considerable differences in the required conditions for compliance, monitoring, and enforcement. See Russell
and Powell (1996) for amore detailed discussion of these points.

broader set of policy tools, including more reliance on economic incentives. Businesses complain that

environmenta

groups have free recourse to the courts if they are dissatisfied with a firm’s compliance, even if regulatory
agencies are not. Many businesses want more economic benefit-cost analysis of proposed regulations as well as
greater compliance flexibility, but some opposition groups are fearful that benefit-cost analysis will be biased
toward protecting the status quo. That is, some opposition groups fear that the greater flexibility will equate with
more non-compliance. Considerable time and money is expended in controversies.

Divergity in implementation requirements among states also means that companies engaged in interstate
commerce must face numerous state regulations rather than just one federal Environmental Protection Agency
(EPA) authority. Some environmentalists believe such diversity has allowed some states to avoid the legidative
intent through lax enforcement. Criticism from al sides isthat federal environmental legidation is not based on
actua risks. Instead, critics assert the legidation is focused too narrowly on minute cancer risks to adult human

hedlth. Environmentalists want to see legidation better encompass broad risks such as children’s health, or



enhanced water quality for recreation, wildlife protection, and ecosystem resilience. Finaly, many believe that
current policies rely too heavily on pollution cleanup rather than on its prevention. Few are satisfied with the
gatus quo in point pollution policy.

These criticisms do not equate, however, with a public desire to retreat from environmental goals. Itis
clear that the public does not want to roll back the improvementsin environmental quality achieved over the last
two decades (Batie and Ervin, 1997). Indeed, public opinion polls show a clear mgority prefers existing or higher
standards for drinking water quality, wetlands conversion, and endangered species protection (USDA, NRCS,
1995).

Partner ships

For all these reasons, changes in environmenta regulatory philosophy are emerging that have great
potential impact on businesses. One author refers to these changes as “civic environmentalism,” a more bottom-
up rather than top-down approach involving cooperation and partnerships between agencies, various leves of
government, environmental advocates, and businesses (John, 1994). It's key characteristic is that parties try to
mediate differences so that costly political and judicia confrontations can be avoided.

Indeed, there is recognition that providing more flexibility for point polluters as well as appropriate
incentives can achieve environmental goas for point source pollution at lower costs. Such recognition has led the
EPA to experiment with new programs. In contrast to “command-and-control” policies, flexible policies usually
means the specifying of what environmental objectives are to be achieved (e.g., performance standards) , but not
how these objectives are to be achieved (e.g., design standards). For example, the EPA’s 1991 Pollution
Prevention Strategy pledges the agency to work toward changing its regulatory culture and encourages voluntary
actions by industry to reduce the need for EPA to take legd action. 1n 1994, EPA announced the Common Sense
Initiative (CSl) to alow industries and environmental groups to explore a means of improving the current
regulations, moving away from resource specific management to sector specific management (e.g., electronics

and petroleum refining).
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The EPA’s experiment with more flexible incentive based programs, such as tradeable permits for sulfur
dioxide, has substantialy reduced the costs of the acid rain program while achieving significant reductionsin
emissions. The tradeable permits have alowed those firms with the lower compliance costs to reduce pollution,
thus lowering the overdl costs of achieving acid rain reductions. Businesses have aso been “induced” by the
tradeable permit system to innovate and experiment with new technologies and to redesign their production
processes to reduce sulfur dioxide emissions.

In addition, EPA has programs such asiits 33/50 program, a voluntary pollution prevention initiative begun
in the late 1980's where industria firms promise to reduce air emissions of 17 toxic chemicas. Another EPA
program is the recent XL project which has a facility-community focus, and encourages firmsto voluntarily design
their own approaches that provide “better” results than could be achieved even under full compliance with present
laws and regulations.®

While civic environmentalism trends are evident, many of the proposed changes within EPA have met
ingtitutional inertia. Some within the EPA do not want to reduce regulations. Also, limited progressis partialy
explained by the lack of an adequate statutory base for EPA to negotiate solutions that fall outside existing
legidation; alack of trust between regulators, businesses, and environmentalists; and the introduction of new
actors who dispute the wisdom of agreed upon actions (Davies and Mazurek, 1997). Nevertheless, the trend
toward more flexible approaches appears not to be afad, but rather a significant change in policy approach.

The experiment with more flexible incentives and partnershipsis still young, but some general conclusions
can be drawn: (1) more flexible, performance based regulations* tend to reduce costs and stimulate the search
for least cost technology for achieving environmental standards; (2) initial estimates of the costs of regulatory
compliance are likely to be too high unless they are adjusted for induced technologica innovation in pollution

prevention; (3) providing more information to polluters helps to disseminate these innovations and reduce costs,

3See Davies and Mazurek (1997) for adiscussion of these programs, their intent, and the difficultiesin
achieving their goals.

“Performance based regulations are also referred to as outcome based regulations.
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and (4) “compliance-push forces, that is, regulations, and/or the threat of regulation, or “demand-pull” forces, that
is, viable consumer demands for “green products’ are necessary to spur most companies into searching for cost
saving or environmental quality improving innovations (Davis and Mazurek, 1996; Pamer, Oates and Portney,
1995; Porter and van der Linde, 1995; Power and Cox, 1994).

Business-led, Environmental M anagement

At the same time as EPA is experimenting with more flexible, outcome-based, partnership programs,
point-source firms increasingly are engaged in what some refer to as “business-led environmental management,”
and others refer to as “ corporate, self-regulation;” “total quality environmental management;” or, “corporate
environmental management.” These firms are proactively integrating pollution prevention into their firm's
systems, strategies and cultures. This trend appears to be driven by existing or anticipated legidation
(“compliance-push”) as well as consumer demands (“demand-pull”). To understand why corporate, self
regulation is emerging now, it is helpful to briefly examine the trend in an historical context--starting in the 1960s
and ending with the present.

Starting in the 1960s, businesses increasingly found themsalves in a reactive, defensive position about
environmentd issues. Theinitia reactions of business tended to be almost entirely defensive installation of
pollution control devices. Environmenta management was generally thought to be a minor and irritating part of
the corporate structure, with managers positions often held by people untrained in the subject matter and at the
end of their business careers.

Andre Krol (1995) of the Technology Center of the University of Queendand in Austraia terms this
phase as “first generation environmental management,” where regulatory compliance is minimal, resisted, and
considered an overhead cost. The reason for this mentality lay in the perception that there was always a tradeoff
between profits and environmenta quality. Over time, some firms, particularly global ones, decided that a better
approach than minimal compliance was needed to offset the aleged lack of environmenta sensitivity and their

own high compliance costs.



One of thefirst to adopt a new approach was the 3M Corporation, formerly Minnesota Mining and
Manufacturing Company. Because of its high use of toxic solvents and chemicas, 3M was subject to much
environmental regulation. Their initia response had been “first generation environmental management”; thet is,
resistance to environmenta regulation. By 1975, however, 3M decided to change its approach to environmental
acceptance, and they developed the 3P Program, “Pollution Prevention Pays.” The 3P program objective was to
reduce compliance costs and enhance the company’s public image. Their initial rationae apparently was that with
less pollution there would be less to regulate. Avoiding regulation was seen as beneficial because it gave 3M a
competitive edge over their more regulated competitors, since they would have less concern with variation in
environmenta rulesin the U.S. and abroad. Furthermore, they could minimize their public relations costs. As part
of the 3P program, the company adopted an environmenta policy that pledged to: solve environmenta pollution
problems, prevent pollution at its source; develop products with a minimum impact on the environment; conserve
natural resources through recycling and reclamation; assure that the company facilities and products meet the
regulations of al federal, state and local environmental agencies; and assist any and all official agencies and
organizations engaged in environmentd activities.

By asking their managers to solve their own environmental problems, 3M embarked on Krol’s second and
third generation of environmental management. In the second generation, firms still have a limited approach,
viewing compliance as a necessary cost. However, they begin to build relationships with regulators, and start to
analyze the firm’ s total processes with respect to the environment. In the third generation, environmental
management becomes an essential competitive aspect of a company’s strategic approach, resonating with
consumer-oriented concerns about quality and community, and integrating environmental sengitivity at al stages of
the business. In the third generation of environmental management, pollution is seen as aflaw in either product
design or production processes, with less focus on pollution abatement and more on system redesign for pollution

prevention. Partnerships with regulators are common (Sullivan, 1992).
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What 3M learned through its 3P effort was that the presumed tradeoff model of profits versus
environmenta quality did not always apply. Instead, by innovating and redesigning their products, processes,
corporate culture, and organizationa strategy, the firm was able to improve environmental performance and often
add to profits. The improved profits in response to the pursuit of improved environmental performanceis
sometimes referred to as “innovation offsets’; that is, technological changes induced by the desire to reduce
pollution a so reduce production costs or improve productivity and thereby “offset” the costs of compliance.

3M saved millions of dollars with their 3P pledges, gained control over some of their management codts,
and improved their credibility with the genera public, environmentalists, and regulators (Ayers and Ayers, 1996).
Nevertheless, by virtue of the product they produce, not all pollution problems have yet been solved, and the
company gtill remains highly regulated.

Stories smilar to 3M’s are numerous, particularly regarding the larger, more visible businesses such as
Proctor and Gamble, AT&T, Volvo, and S.C. Johnson Wax. For example, Dupont and Dow Chemical, mgjor
producers of agricultura inputs, have both developed programs similar to 3M’s (Tebo and Rittenhouse, 1997,
Hoffman, 1997). DuPont’s new “ Safety, Health and Environment” program goals include diminating all injuries,
illnesses, incidents, waste and emissions. Progress toward these goal's are both measured and published, and the
philosophy behind the program is integrated through all the DuPont processes. DuPont found they can reduce the
cost of operation by reducing pollution and waste, and they can increase revenues by selling more product (Tebo
and Rittenhouse, 1997).

Like DuPont, many business firms no longer think of regulatory compliance as an overhead cost, but are
viewing environmental management as an essential component of their company’ s strategic approach. In the
process of pursuing corporate environmental management, some (but not al) firms are finding they do not have to
give up profits to obtain environmenta quality. By redesigning their production processes and considering the

whole firm as a system, they have been able to improve environmenta performance and even add to profits
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(Batie, 1997). Such savings are usually accomplished through either reducing waste trestment costs or disposa
costs.®

When firms move into the third generation of environmental management, they usually adopt some type of
environmental management system (EMS). The basic elements of afirm’'s EMS are (Netherwood, 1994):

* A policy statement indicating commitment to environmental improvement, conservation, and

protection of natural resources.

* A set of plans and programs to implement the EM S policy within and outside the firm.

* |ntegration of these plansinto day to day activity and the corporate culture.

* The measurement, audit, and review of the environmental performance.

* The provision of education and training to increase understanding of environmental issues

within the firm.

* The publication of information on the environmenta performance of the firm.

Successful outcomes occur when firms are able to institutionalize the basic stages into the corporate
culture; a process which normally requires a strong commitment of top firm managers and the Board of Directors.
Of these basic elements, the life-cycle environmental audit of the firm’s eco-performance is key. With alife-
cycle environmental audit, the entire firm's products and services--from inception to sale, use, and disposal (e.g.,
from “ cradle-to-grave”)--are examined as to their impact on environmental outcomes. Knowledge gained is used
to redesign the firm’s production, marketing, and distribution system to eliminate potential pollutants.

Welford and Gouldson (1993) note that there are usually four key areas at which to target environmental

management and any environmental audits. These are detailed in Figure 1, and are (a) the company’ s products,

*Thereis consderable controversy, particularly among economists, about the profitability of pollution
prevention strategies. It appears, however, that not al actions that could abate pollution at a profit have been
exploited. The presumed tradeoff between profits and environmenta quality may disappear with alonger term,
dynamic perspective. Thus, exogenous changes can create new, but previously unrecognized profitable
opportunities for pollution prevention and may induce the search for new improved technologies. See Ayers and
Ayers, 1996, for further discussion.
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services, procedures and operations, (b) the company’s direct impact on environmental quality, (c) the company’s
use of the infrastructure, and (d) external relations with various public’s and agencies.
Private Codes and Ecolabeling

Accompanying the corporate trends is a trend toward both the use of private codes (or so-called “green
codes’) and ecolabeling. Both trends relate to maintaining a strong public reputation, avoiding future ligbility and
responding to consumer demands for products produced with environmentally protecting processes.

“Green codes’ are private, voluntary codes of “good practices.” Some codes have arisen in response to

perceived consumer demands, but most appear to be a response to the fears of future mandatory regulation or
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KEY ENVIRONMENTAL PERFORMANCE AREAS
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Source: Welford and Gouldson (1993).
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Figure 1. Key Performance Areas for Corporate Environmental Management
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liability. Examplesinclude the Chemica Manufacturers Association (CMA) Responsible Care program, the
Cadlitions for Environmentally Responsible Economies (CERES), the International Chamber of Commerce (ICC)
Business Charter for Sustainable Development, the Globa Environmental Management Initiative (GEMI), and the
international environmental management standard, 1SO 14000. A typical code is Responsible Care which has
approximately 175 member companies that account for over ninety percent of the basic chemica production in the
United States and Canada. (Similar commitments have been made in Europe with European chemical
companies.) The member companies agree to the guiding principles that require a commitment to the public’'s
right-to- know, pollution prevention, process safety, employee health and safety, and product stewardship (Nash
and Ehrenfeld, 1996; Gottlieb, 1995).

As signatories to the private codes, businesses voluntarily agree to adhere to the codes’ environmental
management principles. Most codes require companies to develop management systems, audit environmental
progress, and include outside groups in their environmental programs. None, however, requires specific
environmental performance, and only the 1SO 14000 requires third party verification of the business's system
(Nash and Ehrenfeld, 1996).°

Nash and Ehrenfeld (1996) highlight some of the differences between private codes and regulations;
these differences are listed in Table 1. Key differences are that codes tend to consider the firm as awhole
system whereas regulations focus on end products or emissions.

Wheress private codes tend to be motivated by fear of regulation or liability, eco-labeling usualy occurs
where there is market potential because of existing consumer demands for improved production processes. Thus,

ecolabels are “ sedls of approva” certified by either public or private organizations; they provide an opportunity

61S0 14000 is a private code being developed by the “industry-driven” International Organization for
Standardization headquartered in Geneva, Switzerland. Its purpose is to promote internationa trade by facilitating
the standardization of products and provide a common approach to environmental management and the
ecolabeling of products.
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Table 1. Differences Between Regulation and Private Codes

Regulation

Instituted by government

Enforced by government

Mandatory compliance with sanctions

Largely medium specific (air, water, etc.)

Emphasis on product and process standards

Defines standards for emissions or technology

Provides public access to information on
compliance

Private Codes
Instituted by private sector

Enforced by firms with some third-party
verification

Voluntary compliance, indirect sanctions

Integrative, life-cycle, impacts “beyond the fence
ling’

Emphasis on management systems

Each firm defines own performance with
requirement for continuous improvement

Provides public information in select cases

Source: Nash and Ehrenfeld, 1996.

for businesses to supply “green products’ and to advertise their existence to consumers.” Over 20 countries and
the European Community have adopted ecolabeling programs. The oldest program is Germany’s Blue Angel sedl,
established in 1988, and now applied to over 3,500 products. Surveys indicate that approximately 80 percent of

the German customers recognize the Blue Angel as an endorsement of the firm’s business practices. In addition,

SO 14000 standards will soon adopt international standards for environmental |abeling.

There are many potentia difficulties of using ecolabels. Exactly what is being promised is frequently hard

to discern, and the potentia for consumer deception is high. In 1992, the U.S. Food and Trade Commission (FTC)

devel oped guiddines for voluntary environmental marketing claims, however, the guidelines are not lega

requirements. Companies may face liability if a product failsto live up to expectations.

"See van Ravenswaay (1996) for a more detailed discussion of eco-labdling.
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Thus, using ecolabels and providing green products may have mixed results for businesses, consumers,
and the environment. Nevertheless, as many companies’ experiences illustrate, green products may fill a market
niche and ecolabeling may be a useful marketing tool (van Ravenswaay, 1996). Ecolabels, in some cases, can
provide a non-regulatory incentive for the adoption of less-polluting production practices and technologies.

L essons

In some businesses associated with point source pollution, then, we are witnessing a search for pollution
“prevention” strategies. At least for some businesses, an environmental management strategy tends to be
motivated by a variety of factors such as liability and other risk concerns, public image, cost-savings, consumer
demands, pressure group demands, and/or the desire to reduce uncertainty. Firms so motivated examine their
whole production system with life-cycle environmenta audits and engage in strategies to increase resource
productivity, to reduce material requirements, to recycle, and to “mine” their wastes for valuable products (Ayers
and Ayers, 1996). Indeed, such environmental auditing and system redesign is now so common that it has its own
field of investigation--industria ecology--that focuses on resource productivity, materials cycle optimization, and
waste minimization.

Itisanintriguing and a policy-relevant question to ask, what lessons that can be drawn from point-source
pollution regulation and applied to nonpoint, agro-environmental problems? The first lesson is that so-called
“command and control” regulation does not appear to be the best model for pursuit of nonpoint pollution
prevention goas. Thereis considerable promise in the design of more flexible Strategies.

The second lesson is that corporate environmental management may be a model for agricultura
environmental management. However, there are important relationships between environmental regulations and
business environmental performance that need to be appreciated when making anal ogies from corporate to
agricultura environmental management strategies. The first relationship to be understood is that unless there are
viable and robust markets for “green products’ (e.g., “pesticide-free baby food or “dolphin-safe” tuna), then

regulations, or liability, or the threat of regulations and liability, are necessary to motivate companies to leave the
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first generation of environmental management and enter the second and third--generations of environmental
management. The second relationship to be understood is that regulations have the potentia to be cost effective if
they are flexible and performance-based. That is, they should specify what needs to be accomplished as
measured by environmental outcomes, but not dictate how these outcomes are to be achieved. Idedly, it must be
clear that (a) the “polluting firm” does not have the right to pollute, (b) there are clear, certain, enforceable
performance standards, and (c) the firm is free to select which technologies or firm practices will be used to
achieve those standards. Obviously, monitoring of outcomes and accountability for failure to reach performance
standards is an important festure of a flexible regulatory pollution prevention policy.

Can the lessons from business environmental management be applied to agricultural agro-environmental
management? |Isthere arole for flexible policy undergirded by performance standards? |s there a agricultural
analog to corporate environmental management? Will farm-level innovation offsets be achieved? The answer
appears to be yes to dl these questions, athough there are gaps in information necessary for ideal agro-
environmental policy design and for farmer-led efforts. Section |11 examines the basic e ements of aflexible,
agricultura agro-environmental management policy, including identification of information gaps. The policy

context for successful agricultural environmental management is explored in Section 1V.
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Section I11. Applying the Corporate Environmental M anagement L essonsto
Agricultural Environmental M anagement

Tota qudity management (TQM) is a concept that is widely implemented through the business world.
TQM has usually meant the redesign of the business practices to assure total quality control, or “zero defects.”
As discussed in the previous section, some firms are now engaged in corporate environmental management or
Total Quality Environmental Management (TQEM) (Porter and van der Linde, 1995a) because they see alogic
that links environment, resource productivity, innovation, and competitiveness. With corporate environmental
management, pollution is seen as aflaw in either product design or production processes which calls for a system
redesign. Thus “zero emissions’ is added to “zero defects’ as a management goal .

As discussed earlier, the adoption of environmental management by firms requires an appropriate policy
context, at least in cases where there were inadequate consumer demands for “green products.” If thereisto be
more agricultural environmental management, then agro-environmenta policy must be redesigned to provide the
“right” incentives. However, this section will assume, counter-factually, that there are adequate incentives
for agricultural environmental management. (The exploration of the elements of policy redesign for
agricultural environmental management will be examined in Section 1V.) Using this counter factual
assumption, the pertinent question examined in this section of the report is: if producers perceive
pollutantsasa “flaw” in their farm system, how can they redesign their farm system for pollution
prevention?

Implementing environmental management at the farm level requires the producer to view the whole farm
as a system and to find and exploit profitable or low cost ways of preventing pollution (or ways of enhancing
habitat and amenity values). Environmental management at the farm level also requires that the producer have
the flexibility to respond to the market signals as well as to performance-based agro-environmental standards.
Furthermore, if environmental management is to become “endogenous’ to producers production, it is necessary

that the producer have the flexibility to design the environmental management plan that meets his or her
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production objectives and the unique conditions that exist within his or her operation (Nationa Research Council,
1993).

If enough producers practice environmental management, there is a greater potential for “induced
innovation” to reduce the costs of achieving environmentd quality goals. That is, producers searching for the
least cost dternative to their individua operations will identify the gaps in production technology and policy
research needed to achieve environmenta management (OTA, 1995a and 1995b; Ervin, 1995). Thisflexible
approach to environmental management therefore has the advantage of putting producersin alead role to
collectively indicate the industry’ s information and technology needs, thereby providing not only the stimulus for
private innovation, but also guidance for governmental program assistance (OTA, 1995b).

Farm Environmental Management Systems

As with corporate environmental management, a key ingredient in agricultural environmental management
is the development and implementation of an Environmental Management System (EMS) that includes
environmental auditing. Table 2 draws the farm analog for previoudy discussed e ements of a Corporate
Environmental Management System. An internaized Environmental Management System, such as awhole farm
plan, has the potential to enhance the profitability of the firm while improving the environment. To be effective,
producers must make a commitment to environmental improvement and take the lead in environmental
management because (1) they have intimate knowledge of their operation and because (2) without such a
commitment, agricultural environmental management will fail. Producers, with the assistance of others, need to
develop awhole farm plan that leads to pollution prevention and which is integrated throughout daily activities.
Producers should aso undertake the main role of monitoring and policing the individua farm operation to be

certain the farm meets environmental criteria and careful record keeping is essential. Given accurate and
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appropriate information about the natural environment surrounding their farms, producers can develop an

environmental management plan (i.e., whole farm plan) that suits their individua stuation.®

Table 2. A Farm’s and a Firm'’s Environmental Management Systems (EMS)

A Frm'sEMS

A Farm'sEMS

A policy statement indicating commitment to
environmental improvement, conservation, and
protection of natural resources

A producer commitment to environmental
improvement, conservation, and protection of
natural resources

A set of plans and programs to implement the
EMS policy within and outside the firm

Integration of these plans into day to day activity
and the corporate culture

The measurement, audit, and review of the
environmental performance

A whole farm plan that is designed after an
environmenta audit to prevent pollution.

Integration of these plansinto daily activity the
measurement, audit, and review of environmentd
performance implemented and monitored by the
producer, perhaps with assistance from experts

The provision of education and training to
increase understanding of environment issues
within the firm

Availability of education and training to increase
producer understanding of environmental issues
on- and off-farm

The publication of information on the
environmental performance of the firm

Record-keeping as to the environmental
performance of the farm

For the agricultural environmental management strategy to be effective, however, it is necessary that the

individua producers have low-cost access to adequate information--both on expert data and technology

alternatives that are appropriate with respect to environmenta performance objectives. The producers aso need
an accurate feedback mechanism wherein they can verify, with a reasonable amount of accuracy, the effect of a

change in their farm practices on a specific environmental outcome. For instance, if the specified environmental

outcome is a particular level of water quality, idedlly, the producer should have feedback on the effect of a

8From a political viewpoint, such a agricultura environmental management plan is gppealing not only
because it is a“market-based” strategy rather than being “command and control” driven, but also becauseiit is
potentialy cheaper to implement. Producers self-monitoring and salf-policing needs minima cash outlay from the
government (in contrast to “command and control” type of regulation wherein an externd party, such asthe
government, assumes the role of monitoring and enforcement entities, and thus absorbs the full cost of those

activities)

24




potentia change in his or her farming practices on water quality, an “ideal feedback” informational flow would
include information on profits as well as environmental outcomes. With careful record-keeping and by going
through this process of feedback, the producer could adjust his operation to find the least cost system of achieving
environmental and profit performance goas. As with corporate environmental management, agricultura
environmental management should ideally move the farm from a pollution-prone farm to an information-based,
pollution preventing farm.

Furthermore, with an idedl Situation, the salf-monitoring, salf-policing, and salf-adjustment by producers
would be integrated into a pollution policy so that producers know with certainty if they are in compliance with
public regulations and standards. This integration reduces the uncertainty involved in the adoption of alternative
farming practices that meet the environmental criteria.

Thus, in addition to aflexible policy (and/or adequate consumer demands) motivating and enabling
agriculturd environmental management,® there needs to be:

* an environmental audit of the existing farming system;

* aredesign of the farm system to reduce environmental impacts (e.g., awhole farm plan); which

incorporates an operation and maintenance strategy for the farm system as awhole;

* identification and use of “ quality control indicators’ as feedback mechanisms for ascertaining

the environmental performance of the farm system asawhole ;
* documentation and verification of plan implementation, with oversight from outside
SUpervisors,
and findly
* apolicy enforcement mechanism for those farm systems which fail to comply with agreed-to

environmental criteria such as those reflected in performance standards.

9To be discussed in Section 1V.
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Thus, an idedl agricultural environmental management strategy combines expert-provided information,
with specific producer-provided information regarding individual farm operations and farm characteristics. This
information enables producer monitoring of environmental performance and compliance with environmenta goals.
Producers take the lead in agro-environmental management, with government bodies establishing performance
criteria as to what needs to be achieved with respect to environmental objectives. Producers would have the
freedom and assistance to meet the performance criteria using management practices and whole farm plans that
producers select themsalves. Idedlly, such a strategy would result in the reduction of compliance cost without the
sacrifice of environmental goals.

The Environmental Audit

To implement an EMS, producers would need to conduct a resource inventory and to “audit” their farm
operations. The audit would be a key element for the design and evaluation of awhole farm plan. The purpose
of the audit would be to discern which part, if any, of the farm’ s production operation and procedures are causing
the farm to be in noncompliance with environmental goas. Idedlly, producers should have access to information
with regard to his or her management practices, allowing him or her to select those practices within a systems
context as needed to meet environmental goals.

Environmental management at the farm level might operate best if there were a model available to
producers (or their advisers) that combines expert-provided data and information with specific producer-provided
data about the individua farm. The expert-supplied data would include such components as watershed or
groundwater environmental quality information, sources of environmental degradation, farm physical
characteristics, and historical wegather data. (A more detailed list of these data are included in Appendix A.)

Data provided by the producer, on the other hand, would be information germane to profit calculations
such as ownership and financing arrangements, persona goals, contracts of consultants, farm practices including
manure management; cropping patterns, equipment; location of buildings, feedlots and fields; rotations; fertilizer,

herbicide and pesticide use; application rates; and, anima stocking rates. In the same manner, data addressing the
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impact on the farm’ s financial Situation with changes in operation (such as input mix changes to meet
environmental standards) are included in the assessment. This data would include costs, revenues, and equity
changes.

Figure 2 aters Figure 1 from Section |1 to be specific to a farm rather than a firm and suggests the
appropriate performance areas for afarm’s environmental audit. As Figure 2 indicates (Box 1, Figure 2), an audit
would include examining the farm’s product, service, procedures and operations. Congtraints on decision making
authority such as those stemming from mortgages, contracts, or absentee ownership would be important. The
physical attributes of the farm in relationship to ground and surface water, soil type, potentia for groundwater

leaching are also important, as would be the type and location of crops and livestock.
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KEY ENVIRONMENTAL PERFORMANCE AREAS
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Figure 2. Key Performance Areas for Agricultural Environmental Management
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The audit should include consideration of the use of infrastructure (Box 3, Figure 2), such asthe storage
of pesticides, the location of feeders and fences, the use of rotations or machinery. Externa relationships (Box 4,
Figure 2) such as the goa's of maintaining good relationships with neighbors, township officias, and bankers are
included in the audit as well.

The crucia but difficult aspect of the farm environmental audit will be accurately ascertaining the direct
environmental impacts from the farm’ s operations (Box 2, Figure 2). While producers can easily ascertain how
much fertilizer and manure they are applying per acre per time period, for example, they will usualy not be able to
readily trandate that information into potential nitrogen runoff in different farm or ranch systems, various
topographic and landscape conditions, and with probable weather events. Idedlly, not only should producers
ascertain the probable contribution of their current management practices to environmental quality, they also need
to predict the profit ramifications of aternative management practices. This type of information on impacts will
require assistance from experts probably using expert-based models that can analyze the interactions of several
variables smultaneoudy.*°

Currently this set of information is limited, fragmentary, ad hoc and difficult to access (OTA, 1995b;
Abdl, et. a, 1995; NRC, 1993; Ervin, 1995). Nevertheless, there are advancements in research which suggests
such a system of collaborative analysis between the experts and the producers has potential (OTA, 1995).

Careful targeting to alimited number of farms as part of a policy strategy makes such an information intensive
approach more financially feasible.

Even though information which accurately links various and diverse farm systems with environmental
outcomes is not yet available, progressisreal and could be accelerated if agro-environmental policy focused on its

use. Intheinterim, producers may have to rely on experts informed judgments as to these linkagesin the

1A Michigan prototype example of such environmental management can be found on the World Wide
Web (http://www.mi.nrcs.usda.gov/gis-demo/index.html). This example takes information gained from on-line
soils information to illustrate how a producer could use his or her computer to make a pesticide risk assessment.
The producer entersinto the computer a selected pesticide, a crop, and an application quantity per acre. The
model predicts environmental risks from the use of that pesticide on a particular soil. The example integrates
Geographicd Information Systems and web-based modd to produce a producer-friendly planning tool.
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producers initial environment audit and then be prepared to change systems or practices if new information
suggests such changes are wise.
Whole Farm Planning

An environmenta audit is an important component of awhole farm plan. Whole farm planning is more of
aprocess than afina product and involves viewing the farm as an integrated system. Producers assess the farm
resources, the goa's surrounding farm management, including profit maximization and pollution minimization, and
other concerns both on and off the farm. Rather than focus on one farm problem and finding asingle
solution—such as the adoption of a new farming practice—the producer diagnoses the entire farm operation for
the underlying cause of pollution problem(s) (Kemp, 1996). Thus, whole farm planning is for the farm, what
industrial ecology and firm redesign is for the business firm (Jones, 1997).

There are three mgjor types of models for farm plans. the expert model, the decision-matrix model, and
the producer-led planning model--each with their own strengths and weaknesses (Higgins, forthcoming). The
expert model involves whole farm plans written for a producer by an expert or team of experts; the decision-
matrix model has producers self-identify problem areas on their farms and develop solutions through the use of a
workbook, computer model, or web-based interactive system into which they insert information about their farm
and which returns answers based on an expert-designed model; and, the agricultural planning model is where
the producer is provided education and assistance on how to plan, as well as planning guidelines, but does the
actua plan development by himself or herself (Higgins, forthcoming).

It appears that the decision-matrix model has the most potential for most agricultural environmental
management strategies. The decision-matrix model tends to use fewer resources than the expert model and be
more likely to yield a plan consstent with publically-desired environmental quality goas (Higgins, forthcoming).
Furthermore, the decision-matrix approach tends to be user-friendly and easily modified. With awell-developed
decison-matrix designed plan, the producer should be self-guided to consider his or her farm as an integrated

economic and ecologica system embedded in watershed or airshed. Furthermore, the decision matrix planis



amenable to modification from a variety of sources of information. Both the financia performance and the
environmental performance of the farm enterprise can be included in a well-designed decision-matrix model.
However, improved performance relies on an adequate information base to assure that self-monitoring is possible,
low cost, and accurate.

Idedlly, the whole farm plan should lead to aredesign of the farm procedures and operations so as to
reduce or eliminate the negative environmental impacts at either a profit or as low a cost as possible. Such
redesign requires the analysis of aternatives as well as adaptation and change of the farm operation and
procedures overtime as more is learned or as situations change.

There is an emerging number of complementary technologies to assist producers in pollution prevention.
One of these is the precision farming system which is a site-specific management of fertilizers, pesticides, and
irrigation within fields (Ervin, 1995; Munson and Runge, 1990; Swinton, 1997). Precison farming involvesthe use
of advanced satellite information retrieva and information-management products to improve farm management by
accounting for variations between and within crop fields. It isafamily of technologies that uses advanced
information systems to offer the potential of reducing excessive input applications that can impair ground and
surface waters. Global Positioning Systems (GPS), used in conjunction with ancillary data from census, surveys,
or other sources, can help producers predict crop yields and vary inputs as needed in different parts of asingle
field. Precison farming has the potentia to help producers devise a production plan that will reap environmental
benefits as well as enhancing the productivity of their farms (OTA, 1995a).

However, precison agricultureis in early and rapidly changing phases of innovation and will require new
research to improve understanding of the interactions of the farm practices and their outcomes (National
Research Council, 1997). To date, there appears to be little empirical evidence that precision agriculture has
improved ambient environmenta outcomes (National Research Council, 1997). However, thislack of improved
environmental outcomes may stem, in part, because there are few policy incentives for producers to use precision

agriculture as a means of improving environmenta quality. Unless agro-environmental policy isin place that
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requires producers to bear some of the costs of pollution, the use of precision agricultures will tend to focus on
non-environmental goals. However, the information-intensive nature of most precision agriculture technologies
means that producers using these technologies should be able to access valuable on-farm data (e.g., input use, soil
type, distance to water) for improved whole-farm planning.

There are other practices and technologies in addition to precision agriculture that can potentially improve
environmenta quality (and, in some cases, profits) such as changes in timing and application rates of irrigation
water, nitrogen or pesticides, low-volume irrigation systems, rotations, or buffer and filter strips (Natura Resource
Council, 1993).

Quality Control Indicators

Accurate feedback as to the environmental outcome from a change in practices on the farm or ranch is
needed for agricultural environmental management. Such feedback would aso need to include the predicted
outcome with respect to financial factors so the producer could adopt the least cost system to meet the
performance goals. An ided feedback informational flow on the twin objectives of environmental protection and
profits would alow producers to monitor their environmental and financia performance and adjust their operation
accordingly to meet their objectives.*!

Idedlly, monitoring of financia and environmenta performance would provide feedback on the functioning
of the farm system, analogous to the concept of “biofeedback” in medica care. In this “biofeedback” approach
to hedlth care, patients are given primary responsibility for their hedth. Patients practicing biofeedback engagein
self-monitoring and self-assessment to check if they are in “compliance” with the level of health sgns as
determined by their physician. A patient gathers and records information on vital body signs on aregular basis,
and uses the same information to judge whether adjustments in daily routine or diet are necessary to live a

hedthier and fuller life.

"The self-monitoring, self-policing and sdlf-adjusting must also be integrated into agro-environmental
policy so that producers know with certainty whether they are in compliance.
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The same feedback principle is adopted for agricultural environmental management. If indicators can be
identified that provide the measure of the economic and environmental performance of the farm, analogous to
temperature, heart rate, cholesterol readings in bio-feedback, the producer will be well situated for the
implementation of the whole farm plan as a part of the daily operation and maintenance of the farm enterprise.

A magjor element in the monitoring of performance is the use of “quality control indicators’ as a self-
evaluation device. “Quality control” is a concept borrowed from the manufacturing sector. Broadly defined,
qudity control provides upper and lower bounds of the quality required of production. In the manufacturing
context, “qudity” is said to be maintained if the plant’s production, upon inspection, is within the range of the
maximum and minimum quaity control limits.

Using expert data on a state and local level, the tolerable (or “critical limits’) limit of agro-environmental
contaminants would, ideally, need to be pre-determined for each local area, taking into consideration the individual
topography and geographic location of each locality. For example, after being analyzed as to the basis of its
unique conditions, a certain watershed might be identified as having a high nitrogen runoff problem. Bounds for
nitrogen runoff, that is, performance standards, would be defined for the producer or for a watershed as abasis
for making farming adjustments. Ideally, a feedback mechanism would link farming systems and farming
practices to the impact on nitrogen runoff on water quality and would alow producers to create their own least-
cost compliance strategies.

Unfortunately, the knowledge relating farming practices and resultant level of agro-environmental
contaminants and environmental damage is fragmentary. It may be, however, that there are good proxies for
precise information for some source-pollution-damage linkages. 1t is known, for example, that degradation of soil
quality is closely linked to degradation of water quality (NRC, 1993). Figure 3 shows the effects of changesin
soil quality on water quality.*? Increased compaction, reduced soil depth, acidification and reduced biologica

activity can result in increased runoff of chemicals, nutrients and sediment to surface water and increased

12See pp. 189-236 in Nationa Resource Council (1993) for a summary discussion of soil qudity attributes
and their relationship to environmental quality.
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leaching of chemicals and nutrients to groundwater. In addition, excess manure commercia fertilizers, or

pesticides gpplied to plants or soil can lead to pollution. Thus, while the exact impact on resultant water quaity



Soil quality

Reduced
biological
activity

Reduced
waste
degradation

Increased Reduced soil e
. Acidification
compaction depth
A A
Reduced .| Increased Reduced
infiltration " erosion moisture & Reduced plant
rooting spaced growth
reduces plant
growth
A A
Increased Increased Reduced Reduced
runoff sedimentation absorption of absorption of
nitrogen & nitrogen &
phosphorus by phosphorus by
crop plants crop plants
A 4 Y A 4 A 4
Increased Increased Increased
Increased : : .
; delivery of delivery of delivery of
delivery of . ) .
sediment & nitrogen & nitrogen &
pollutants
attached phosphorus to phosphorus to
to surface
pollutants to surface water surface water
water,
. surface water or groundwater or groundwater|
increased
channel
erosion
)—> Water quality

A

Increased
delivery of
pesticides to
surface water
or groundwater|

Source: NRC, 1993

Figure 3. Changesin Soil Quality Affect Water Quality




remains unknown, there may be a reasonably reliable proxy for such outcomes that can be monitored by the
producer and which directs the producer to appropriate land use changes.

Figure 4 applies the concept of quality control indicators to soil quality characteristics. Soils can be
sampled overtime for a set of soil quality characteristics such as soil cover, organic matter, soil porosity,
compaction, acidification or phosphorus accumulation in soils (Larson and Pierce, 1993). Sometimes proxies such
as crop residue can be used to predict soil quality attributes such as organic matter (Larsen and Stewart, 1992).
As Figure 4 illustrates, producers use the qudity control concept by sampling for various soil quality
characteristics overtime, and, if such characteristics are beyond the control limits, then changesin farming
practices need to take place. For example, producers might sample for phosphorous saturation levels and design
their farming operation not to exceed an upper control limit that causes negative environmental impacts nor to fall
below alower control limit that represents critical plant requirements.

The analogy to biofeedback is most apt, with the health of interest in this example being that of soil
qudity. This approach recognizes variability overtime, can be used for a variety of quality control indicators, and
can direct a producer toward needed land use changes (Pierce and Larson, 1993). These changes could, for
example, mean changes in manure applications, tillage, planting, residue cover, stocking rates, crop-field location to
bring the quality control index back into acceptable limits.

Even using soil quality as a proxy for water quality, however, there remains a research agenda to more
precisaly identify those soil attributes that can serve as indicators for preventing excessive groundwater |eaching
and runoff, for environmental buffering, and for improved crop productivity. In addition, there needs to be easy
and standard methods by which to measure and monitor changes in soil quality as well (National Research
Council, 1993). Still, if producers were actively engaged in agricultural management that relied on qudity control

indicators, this research would be accelerated.



Until more accurate models or reliable environmental quality indicators are widely available, producers
may have to work closely with others in the watershed or airshed, and with experts to obtain the required

“feedback” to estimate performance with respect to those quality control indicators identified as crucia to the
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environmental improvement goal. In some cases this feedback may be relatively straight-forward such as not
exceeding a phosphorus saturation critical limit in soils. In other cases, this feedback may require complicated
relationships such as leaching potentia of certain pesticides overtime.

Quality control indicators are not only applicable to environmental criteria. Indicators can be used to
monitor the status of profitability of afarmer’s operation, aswell. In a sense, “profitability” can be defined in
terms of “quality” as well--with a*“high quality” profitability indicating business soundness, and “low quality”
referring to uncompetitive operation. The feedback strategy needs to be designed so as to find a balance between
environmental soundness of farm operation, and the farm’s profitability as a business endeavor. In the earlier
example of nitrogen runoff for example, alower quaity control limit for nitrogen levels would assure adequate
nitrogen levels for a growing crop.

The concept of meeting an overall total environmental quality standard of farm operation refers to afarm
that is both profitable and environmentally sound. Armed with the information that relates farm systems to
pollution and profit flow, producers would be in an informed position to make adjustments in their own production
practices, to redesign their own farm system, or to negotiate reallocation of input use with their neighbors if such
is called for in order to reach environmental performance goas. This marriage of private and public objectivesis
the ultimate god of the feedback strategy and agricultural environmental management.

There is considerable research linking economic models with physical process models so that impact of
aternative production systems on profits as well as on environmental outcomes, can be ascertained (Ahern,
1997).2 Many of these models, however, are not user-friendly, are designed for a specific research question and

are exceptionally “data-hungry.” One promising expert-based model with feedback mechanisms currently being

13Economic models can address the farm level or a more aggregated level can be based on econometrics
and/or mathematical programming techniques. Physical process models can be non-spatially distributed (e.g.,
EPIC, CREAMYS) or spatidly distributed (e.g., ANSWERS, AGNPS, SWRRB), single event (e.g., AGNPS,
ANSWERS) or continuous time scale (e.g., EPIC, CREAMS, SWRRB, ROTO), field-scale (WEPP, EPIC
CREAMYS), or watershed/basin-wide (ANSWERS, AGNPS, SWRRB) (Srinivasan and Arnold, 1994).
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developed isPLANETOR. Textbox 2 discusses the PLANETOR model’s potential to provide accurate feedback

on afarm’sfinancia and environmental performance.



____________________________________________________________________________________________________________________|
Textbox 2. Expert-based Models: PLANETOR

One expert model of considerable promise is PLANETOR. PLANETOR is a comprehensive environmental
and financid planning tool developed by the University of Minnesota Center for Farm Management. This
computer software was created with databases sourced from the Soil and Water Conservation Society, U.S.
Department of Agriculture, the Natural Resources Conservation Service, and also developed upon consultation
with various extension offices in the Midwest. Currently, the University of Minnesota is fine tuning the farm-
planning software caled PLANETOR to aid agricultural producersin planning production. PLANETOR's
importance liesin its ability to make an assessment of afarm’s environmental and financial performance using
specific data. PLANETOR can be customized for afarmer’s region using the detailed database included in
the software, or by editing the database information about a state or county. As such, it has the potentia to
actively and accurately supply the farmer a feedback link to guide him in input-use decisions and in adjusting his
farming practices and/or farming system. Thus, PLANETOR combines the twin concerns of farm operation
which are profit and environmental implications of production in planning (PLANETOR, 1995). This model isa
significant step toward building an expert and producer based audit and whole farm plan.

Specificaly, PLANETOR combines site-specific environmental models with individual farm economic planning
data to assess the impacts of farm operations (i.e., pesticide use, nitrogen, phosphorous and manure
applications, tillage systems and crop rotations) on environmental outcomes. It contains a broad database on
country-level information about soil quality, climatic conditions, topography, geographic and water quality
information. It is designed to aid individua farmers to compare the various environmenta and economic
impacts as a consequence of the different strategies of farming operations, thus enabling him or her to pinpoint
farm practices that contribute to environmental degradation. Environmental degradation is categorized into six
typesin PLANETOR, namely: soil erosion; pesticide leaching and runoff; pesticide toxicity, nitrogen leaching,
phosphorous runoff; and wind erosion. See Appendix B for more detail.

The second component of PLANETOR is assessing the financia hedlth of the farmer’s farming business. The
software aids the farmer in measuring the financial impact of changing the farming pollution prevention
strategy. PLANETOR uses three generally-accepted indicators of financial health namely: profitability (the
ability of the farm to generate income as measured by net farm income), liquidity (the ability to generate cash
for the payment of costs, taxes, and in debt-servicing), and solvency (the overal level of assets and liahilities,
debt structure and projected future net worth growth).

It appears that once fully developed and refined, PLANETOR could be used to supply producers much of the
necessary feedback information for environmental management. PLANETOR has the promise of aiding
farmers in generating the information needed to make appropriate adjustments in operations to meet
environmental goals. If successful, PLANETOR could provide the producer the ability to gauge his or her
farm’s environmental and financial performance. However, PLANETOR is a computer software and hence
requires money and a degree of technical sophistication on the part of the producer. There would need to be a
training program for the use of a model such as PLANETOR.
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Norris et. a (1993) evaluated the use of PLANETOR software by producers in Oklahoma and
Pennsylvania. Producers supplied such information as finances, soil tests, size of fields, type and number of
livestock, tillage practices, rotations, input use, as well as production levels and variability. The PLANETOR
software calculated the potential consequences of aternative production practices for soil erosion, water quality,
pesticide toxicity, net farm income, net worth change, and income risk. While the Oklahoma producers rated
PLANETOR of greater value than the Pennsylvania producers, both sets of producers judged the soil erosion and
water quality data to be generdly inaccurate and not valuable. Many changes in farming practices did not have
the expected environmental results as predicted by the software. The pesticide label was judged to have better
information than the PLANETOR predictions on pesticide toxicity. The financia information was deemed dightly
more valuable as was the data collection exercise. The time involved by experts (in this case, Extension
specialists) was also viewed as excessive given the accuracy of the results. Clearly, building a user-friendly
model that accurately analyzes economic and environmental tradeoffs is quite difficult, but improvements are
forthcoming.

A significant dilemmais the tradeoffs between easy-to-use, but oversmplified models such as
PLANETOR and more sophisticated but expert-based, data-hungry models such as some of the newly physical
process models such as the Soil and Water Assessment Tool (SWAT) which provide more complete simulation
(Ahearn and Whittaker, 1997). SWAT can be integrated with geographic information systems (Srinivasan and
Arnold, 1994) as well as be linked with economic models. (Textbox 3 discusses SWAT in more detail )
Documentation, Verification, and Enforcement

Effective policy implies effective self-policing by producers. To assure that self-policing does happen,
however there must be some oversight by a public authority. Enforcement could take the form of periodic

monitoring of components environment quality such as agri-chemical concentrations in water to assure that the
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performance standards are being obtained. Periodic monitoring would not need to be of producers and farms

except in the case of significant and continuing failure to meet environmental performance-based standards.



____________________________________________________________________________________________________________________|
Textbox 3. Soil and Water Assessment Tool (SWAT)

Asthe scale of the area modeled increases, so to does the heterogeneity of the resource base. Newer physical
process models such as the Soil and Water Assessment Tool (SWAT) provide ever more complete smulation
of the environment, but require very large amounts of data to operate. SWAT is designed for the analysis of
large, ungauged rural basins on the order of hundreds of square kilometers or more. The unit of analysisisa
watershed, where the size of the watersheds making up the basin is specified by the user and determined by
topography. Theidea circumstance to link SWAT to an economic model would be severd observations on
micro-units within each watershed. In fact, since SWAT models the heterogeneity of the watersheds in soil,
land use/land cover and topography, many observations of micro-unit economic data would be required for
each watershed. Since no such data exist, links to models such as SWAT require techniques from spatial
satistics. The application of spatia statistics to link SWAT to economic models requires the assumption that
the values at each location (either from observation or an economic model) are representative of the population
in the area from which they were drawn. Then, a 3-dimensiona surface can befit to the data. There are
severa techniques available, including kriging, loess, local regression, and the averaged shifted histogram (Scott
and Whittaker, 1996). Once a surface has been estimated for each variable, a summary statistic of surface
within each watershed is used as an input into the model. The link is completed by either the direct entry of the
result of the economic model or results of the SWAT simulation can be combined with results from the surface
estimation for use in a micro-parameter distribution model.

SWAT has been integrated with a geographic information system (GIS) which allows most of the physical data
to be inputted graphically (Srinivasan and Arnold, 1994). The GIS interface is an especially nice feature for
cross-disciplinary efforts because it alows non-speciaists to use the model with comparatively little effort, and
exponentialy reduces the time to create an application. Although the newer methods of linking require
extensve gtatistical estimation and manipulation of datain a GIS system, inexpensive computing power and
cheaper, easier to use GIS software make the sort of analysis outlined for use with SWAT quite reasonable. In
fact, an economic model can be linked to SWAT using the averaged shifted histogram version of non-
parametric regression using all free software on an entry level persona computer.

Source: Ahearn and Whittaker, 1997.
|

Only in such case of persistent failure to meet goals would there be a need to check for individua compliance.
The details of how such enforcement might be designed is discussed in Section I V.
The Challenge
Clearly thereis a close analog between Environmental Management Systems for a non-agricultural
business firm and afarm. Both require environmental audits to identify potential processes and practices to
prevent pollution. However, the biological processes in afarm, the diverse spatial and topographic situations, and

probabilistic weather events makes effective low-cost environmentally auditing difficult.



The science and technology necessary to identify the causes of water, air, and land pollution from alarge
number of diverse farm production systems has been dow in developing. While considerable recent progress has
been made in the development of models, geographic information systems, and improved understanding of source-
pollution-damage linkages, there is clearly amagjor research and technology agenda awaiting fulfillment (Batie and
Ervin, 1997b).

Such aresearch and technology agenda would be accelerated if agricultural environmental management
were to be accelerated. Such acceleration would occur in the appropriate policy setting. Indeed, Davies and
Mazurek (1996), after evaluating several mgjor programs, concluded that clear, specific, measurable objectives
are crucia to the success of voluntary, incentive based approaches. In reviewing the weaknesses of relying just
on adminigtrative reforms, the authors stress that there is no way to avoid the need to legidate improvementsin
environmental policy. However, legidation can ensure that objectives are established through an open process
that includes the views of al key stakeholders. Without the certainty and incentives provided by those statutes,
less than full progress on the agro-environmental problems should be expected (Batie and Ervin, 1997b). The

elements of effective environmental policy is the subject of the next section of this report.



Section IV. Applying the Cor porate Environmental M anagement L essons
to Agro-pollution Policy

Section |11 assumed counter-factually, there was an agro-environmental policy in place that provided
appropriate incentives for agricultural environmental management. While some producers may be adequately
motivated by their own stewardship ethics, by fear of future regulation, liability, or by consumer demands to
pursue agricultura environmental management, probably many more are not so motivated. Thus, this section
explores future policy requirements for effective agricultural environmental management. More specifically, this
section details the characteristics of agro-environmental policy that will provide the incentives for agricultural
environmental management.

Policy to Encourage Agricultural Environmental Management

One of the key lessons from corporate environmental management is that such management tends to
occur only when current or future regulations, liability exposure (i.e., “compliance-push”), or robust consumer
demands for “green products’ (i.e., “demand-pull”) are perceived by firms. That is, corporate environmental
management occurs in an ingtitutiona context that “ gets the incentives right” for such management. When
regulations provide the incentive, however, they must provide for flexibility in the responses of business, if they are
to garner the maximum innovation off-sets and cost savings from corporate strategies.

There are some modest but growing consumer demands for “green agro-products,” that is, agricultural
products produced with environmentally protecting practices. Many of the current demands appear to originate
with food safety concerns, such as pesticide residues in baby foods. Thereis aso an increase in eco-labeling of
food products, such as organic foods, and an increase in “green, private codes of practices’ such as the National
Pork Producers Council Environmental Assurance Program (EAP). However, these activities influence only a
small share of agricultural enterprises’ environmental practices. At some time in the future, consumer demands
may be adequate incentive for agricultural environmental management for many types of farm enterprises.

Currently, however these consumer demands do not appear to be of such magnitude as to provide sufficient



market incentive for achieving nationa agro-environmental quaity objectives. Indeed, not al environmental
services can be captured by market processes. It is difficult for example to image how “demand-pull” forces
could achieve a solution to excess fertilizers in the Gulf of Mexico--a situation that appears to be the cause of
serious hypoxic conditionsin the Gulf (Batie and Ervin, 1997b). Thus, unless consumer demands grow
exceptiondly strong for production practices that are environmentally protecting, only an effective agro-
environmental policy will result in wide-scale, agricultura environmental management.

Current agro-environmental policies are not well structured to provide incentives for agricultural
environmental management. Reliance on pesticide labels, land-retirement subsidies, voluntary actions and
technical assistance have knit together a policy structure that is not likely to encourage agricultural environmental
management (Batie and Ervin, 1997). Nor, at the present time, does the threat of liability for pollution clean-ups
appear to be sufficient motivation for most farmers to practice agricultural environmental management.

The attributes of an effective agro-environmenta policy have been identified through numerous research
projects (NRC, 1993). The diverse nature of U.S. agriculture and attendant agro-environmental problems
suggests that a cost-effective agro-pollution prevention policy should be flexible so as to alow for non-uniform
Stuations and for producer innovation. Idedly, producers should have considerable flexibility to pursue
environmental goals in a manner that best meets their situation as well as information and technical assistance
tallored to their Situation. Because not al producers contribute significantly to pollution problems and because
public dollars for pollution programs are limited, agro-environmental policy should be able to “target” policy
resources to priority areas, concerns, and farms.

Also, policy should incorporate the science that relates changes in farming practices to changesin
environmental quality and include reliable methods to monitor environmental quality changes related to changed
agricultura production practices--either individually or as part of a system--so that producers and public agencies
can ascertain if improvements are occurring. Any system of monitoring and evaluation should recognize the

stochastic nature of most agro-environmenta polluting events.
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Thus, the basic elements of aflexible, cost-effective agro-environmental policy appear to be:
* clear environmenta quality objectives (e.g., performance based regulations),
* targeted policy resources to priority concerns, aress, and farms,

* flexible incentives (positive or negative) for farmers to achieve objectives,

* tailored assistance and information to the situation of those farmers who must change
their farming practices and/or farming systems to obtain environmental quaity
objectives,

* monitoring and evaluation to ascertain changes in environmentd quality, and

* enforcement mechanisms for those producers who fail to comply.

Objectivest

Agro-environmental problems are distinguished as to their impact on air quality, water qudity, or soil
quality. Within these broad categories there are further distinctions. For example, water quality degradation may
be a public concern because of habitat destruction for a variety of species, because of disruption of ecological
processes such as results from eutrophication, because of degradation of amenity attributes such as those
associated with water recreation, or for animal or human safety reasons such as those traced to pathogens in
water supplies. Objectives of an agro-environmenta policy need to specifically address these distinctions if
environmental quality is to be improved in a cost-effective manner; that is, the objectives need to be performance-
based. In general, broad objectives such as “obtainment of swimable and fishable waters’ do not provide the
focus necessary to identify the source or type of pollutants most responsible for non-obtainment, unless trand ated

into specific quantative limits on individua pollutants.

1Parts of this section draw from Batie and Ervin, 1997.
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Performance-based regulations *° usually are based on the desired environmental quality outcomes—and
are usually expressed as environmental quality standards such as parts per million of a pollutant within a particular
medium. An example of a performance standard would be a*“not to be exceeded standard” of 10 parts per
million of nitrogen in water samples within a certain watershed. 1dedly, performance standards should be

established based on knowledge of ecosystem functioning, as discussed further in Textbox 4.

Textbox 4. Eco-based Management

Performance standards ideally would be arrived at through consideration of the entire eco-system of interest,
that is, through use of eco-system management. Thus, eco-systems can be thought of as being comprised of
communities of organisms within particular habitats as well as the physica condition under which these
organismslive. Eco-system management seeks to protect entire systems rather than maximizing some
interests, concerns, species, or environmenta attribute that will be detrimental to others. A principle of this
approach is that systems must be managed to stay within arange of desired conditions that can ensure long-
term eco-system viability. Thus, eco-system management focuses on eco-processes rather than specific
outputs.

An agro-environmental example, would be consideration of the eutrophication processes as reducing habitat for
aquatic species. If phosphorusis the “limiting factor” for eutrophication--that is, if excessive phosphorusis
necessary for the eutrophication process, then the agro-environmenta primary objective should be to reduce
phosphorus loadings to levels below the critical amounts necessary for habitat-altering entrophication, even
though other, non-limiting, pollutants may be present in the water. Eco-system management can aso include
expanded cooperative and collaborative roles of various stakeholders in managing the eco-system of interest
(see Purvis, 1995).

______________________________________________________________________________________________________________________________|
Performance-based regulations have advantages over technology-design regulations that mandate the
adoption of certain best management strategies, technologies, or physical structures. That is, performance

standards provide flexibility for the polluter to search for aleast cost strategy that achieves the desired result.

15Because the existing voluntary approaches to nonpoint source pollution control have not resulted in the
desired water quality improvements, there is increasing policy attention being given to more regulatory
gpproaches. There are many possible regulatory policy aternatives for nonpoint source pollution prevention and
control. Anderson, DeBossec and Kuch (1990) list five: (a) design standards (i.e., requiring certain practices or
technologies), (b) performance standards (i.e., limiting the amounts of pollutants), (c) quotas on outputs or inputs
and use regtrictions, (d) licensing and registration requirements for agro-chemicals and required activity permits
and (e) management plans for selected activities.
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Furthermore, performance regulations do not require changes in practices or farming systems where no problems
conservation and environmental programs.) The reason performance objectives have not been used traces to the
dominant use of voluntary-payment approaches, such as subsidies for land retirement and best management are
evident. A principa advantage is that the imposition of the performance regulations with the threat of pendty, but
with room for flexible responses, setsin motion public and private research and development processes to lower
the costs of meeting the target (i.e., innovation offsets). Furthermore, performance standards provide increased
certainty for the producer in the sense that the producer can identify when his or her farming enterprise has
achieved acceptable environmental performance.

Despite 60 years of federal conservation and environmental programs for farmers and ranchers, few
performance objectives have been set for the farming industry. (See Textbox 5 for a discussion of the Clean

Water Act and the Coastal Zone Management Act use of performance standards as exceptions to traditional

___________________________________________________________________________________________________________________|]
Textbox 5. Performance Standards: The Clean Water Act and the Coastal Zone Management Act

Clean Water Act. An exception to the generalization that performance standards are missing in agro-
environmental federal legidation is the Clean Water Act (CWA) of 1972. This act requires that Confined
Anima Feeding Operations (CAFOs), over 1,000 animd unitsin size, discharge permits. Thus CAFOs are, in
effect, treated as point sources. The stipulated performance standard however, is “no discharge.” This
standard exceeds that applied to municipal waste. However, the strict “no discharge standard” limits the
adoption of any treatment technologies that require discharge and effectively eliminates CAFOs as participants
in any pollution trading markets. Thus, the CWA use of a performance standard is not a flexible incentive, and
the CWA is not generdly considered flexible policy. Theinflexibility may explain why the CAFO standards
have been implemented in uneven fashion across states.

Coastal Zone Management Act. In addition, the Coastal Zone Management Act Reauthorization Amendments
(CZARA) requires each coastal state to submit approved coastal zone plans which identify design standards
best suited to solve nonpoint pollution problems. Coastal waters include not only the oceans and Gresat Lakes,
but also watersheds that drain into them, thus the potential impact of CZARA is large. States can use voluntary
incentive mechanisms but have to have mandatory measures if they fail to achieve appropriate levels of
protection of coastal waters. Here the federa government is, in effect, providing a performance standard for
states but not for producers. Within the CZARA, producers face mandated technol ogies whether or not they
contribute to pollution problems. The implementation of CZARA provisions for agriculture is still in early
stages. After early efforts to impose strong technology design standard failed, most states appear to be
adopting dower processes that favor voluntary approaches.



practices, that began during the Great Depression. These approaches reflected public policy objectives to support
farm income in addition to environmental protection. Currently, the “environmental” objectives of the vast
majority of federal programs affecting the industry are generally couched in terms of the use of particular
management technologies (or non-use for toxic pesticides). Alternatively, other federal efforts, such as
compliance strategies, have established “codes of good practice” for farmers receiving public subsides.

The absence of performance standards applied to most agro-environmental problems has profound
implications for the design of flexible agro-environmenta policy. Since aflexible policy should idedly specify
what environmental objectives are to be accomplished, but not how these objectives are to be achieved, the logic
is straightforward--without clear, specific and measurable objectives, incentive-based environmental programs will
tend to flounder and fail (Davies and Mazurek, 1996). Such a prognosis would not be so stark if the current agro-
environmental policy of technology-design standards (e.g., best management practices) or land retirement
strategies could be shown to consistently and highly correlate with environmental outcomes. Unfortunately while
the use of some design standards (e.g., buffer and filter strips) correlate better than others, the use of many
design-technologies and poorly targeted land retirements do not necessarily correlate well with achievement of a
given environmental goa (Nationa Research Council, 1993).

However, performance standards are difficult to apply to agro-environmental problems (Able and Shortle,
1991; Foran, et. al, 1991). There are at least two reasons for this difficulty. The first reason is the lack of clearly
distinguished environmental objectives whose achievement can be linked to the reduction of certain farm-source
pollutants. To overcome this missing component requires a political consensus with respect to a given
environment medium (e.g., airshed or watershed) as to the desired objectives. An example of an objective might
be the maintenance of sufficient water quality for arobust blue crab fishery in the Chesapeake Bay specified as

maximum level of certain water contaminants. Another required aspect is the scientific knowledge necessary to

51



link farm-source pollutants to water quaity (e.g., Chesapeake Bay), to the environmenta objective, (maximum
level of water contaminants) and to the health of wildlife (e.g., blue crabs).

In some Situations, this scientific knowledge is available; in others, it is fragmentary but probably
adequate; in till othersit islacking or inconclusive. Often the farm-based pollutant is only one of many pollutants
and other factors impacting the environmental health of the ecosystem of concern--complicating the achievement
of the objective. The scientific knowledge isimproving, but in many cases, policy designers have to rely on
proxies and on “informed assumptions” about linkages between agricultura pollutants and the desired
environmental outcome,

The second reason that performance standards are difficult to apply to agro-environmental problemsis
that it is often difficult to trace pollutants back to their source or to identify which changesin farm practices and
farm systems will reduce pollutants to acceptable levels under various weather, management, and other site-
specific conditions. While in the future, there may be methods in the future of definitively tracing pollutants to
their source through some type of genetic marking or infrared detection, currently such technologies are in the
experimenta phase and have high costs.

As discussed in Section 111, an aternative to the physica tracing of pollutants is the use of computer
smulation or mathematical programming models. These models range from single conceptual mass balance
models to sophisticated research models (Ahearn and Whittaker, 1997; National Research Council, 1993).
Modes, however, cannot substitute where scientific knowledge is lacking or inconclusive; they are only asvdid as
their assumptions. Nevertheless, substantial progress is being made in refining models and incorporating new
knowledge so as to alow site-specific predictions on the transport and fate of pollutants (Ahearn and Whittaker,
1997; National Research Council, 1993).

Despite the difficulties associated with the use of performance regulations, some states are experimenting
with direct, ambient environmental objectives for agriculture in order to encourage flexible responses. For

example, Oregon has established total maximum daily loads (TMDLS) of pollutants, such as nitrates and
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phosphorus, in rivers and streams that fail to meet designated uses such as swimmable and fishable waters. In the
Oregon experiment, all farmers within targeted watersheds are ultimately in charge of constructing their own set
of management practices to be approved by aloca governing body as consistent with achieving the TMDL goals.
Because of the difficulty of linking farm and ranch practices to ambient conditions, however the local bodies have
had to substitute landscape condition standards such as minimum residue on tilled acres and no tail-water irrigation
discharges into streams, for the TMDL goals in targeted watersheds. |f producers within the watershed fail to
meet the landscape standards, the state agency can intervene and impose civil fines to secure compliance. Using
performance standards, such as TMDL s as proxied by landscape conditions, is considered more flexible and
efficient by Oregon authorities than tightly regulating land management practices.

Nebraska also uses performance regulations for groundwater in the Central Platte Natural Resources
District. Nebraska's performance based program is flexible only if producers are farming over aguifers that have
not yet exceeded the threshold. If nitrate levels exceed specific thresholds, then farmers are restricted to certain
agricultural practices. The restrictions increase with increases in groundwater nitrate levels. Florida has also
established performance standards for phosphorus runoff from dairies flowing into Lake Okeechobee. Dairies
can meet the phosphorus standard using any method they desire, however failure to maintain compliance with the
governing water quality programs precipitates state action (Boggess, €t. a, 1997).

The Chesapeake Bay Program set performance standards of reducing the amount of nutrients entering
the Bay by the year 2000 to 40 percent of the 1987 amounts as part of an overall goa to restore and protect all
living resources, their habitats and their ecologica relationships. The 40 percent reduction was divided into
tributary-specific nutrient reductions, measured in pounds for both nitrogen and phosphorus. Tributary strategies
were to be designed to determine how these reductions were to be achieved. While progress has been made
toward these goals, there are currently adjustments underway to better target tributary goas so that some

tributaries will have to achieve higher percentage reductions than others (Bay Journal, 1997).



Political sentiment for using more direct control measures to achieve agro-environmental goals appears to
be spreading as agricultura production concentrates in larger operations. Problems with adequate enforcement of
Confined Anima Feeding Operation (CAFO) permits a so influences public sentiment for more protection.

Recent outbreaks of the so-called “cell-from-hell,” the Pfisteria in eastern rivers and coastlines have focused
attention on nutrient pollution slemming from nearby poultry and hog farms. 1n 1997, pfisteria outbreaks on
Maryland's Pocomoke and Maryland-Virginia Eastern Shore rivers have killed nearly 20,000 fish and sickened
dozens of people (Bay Journa, 1997).

A forthcoming review of state water quality programs identified 23 states that could place constraints on
agriculturd activities through penalty mechanisms (Ribaudo, 1997). Most of these programs are focused on a
particular pollutant or a particular water resource, which suggests that performance objectives are likely to be
included in these state programs. In addition, spurred on by legal action by environmenta groups, the
Environmental Protection Agency (EPA) has pledged to work closely with states to “expeditiously” develop Total
Maximum Daily Loads (TMDL) for waters affected or impaired primarily or solely by nonpoint sources.
Whether these state and/or federal standards alow for flexibility in response, however, remains to be seen.
Targeting

Some of the information difficulties in using performance based regulations can be reduced with targeting.
In the Oregon case, information difficulties are reduced by targeting policy attention to particular watersheds, in
Nebraska to the particular concern of groundwater contamination, and in Florida to dairy farmsin the Lake
Okeechobee. In some cases, there is need for groups of landowners to coordinate efforts; in others, individual
farms can be monitored for compliance.

Numerous nonpoint source pollution studies have recognized the need for tightly targeting policies toward
alimited number of priority areas, priority concerns, and priority farms (Thornton and Ford, 1985; Maas et d,
1985; Harrington, et al., 1985; Duda and Johnson, 1985 and 1987; Nielson, 1986; Gianess, et d, 1986; Ribaudo,

1986, 1989; Setia and Magleby, 1987; MacGregor, et a, 1991; Nationa Resource Council, 1993).



Targeting programs can reduce the cost and increase the effectiveness of soil and water quality
programs. The need for targeting stems from the redlization that, because of the nature of nonpoint source
pollution, and, because of shrinking budgets, it is a cost-effective way to manage agriculturally related water
quality problems. Technical assistance, educational efforts, financia resources, or regulations can dl be targeted
to those regions or farm enterprises that cause a disproportionate portion of soil and water quality problems or
areas where water quality improvements are most demanded (National Research Council, 1993).

To be cost-effective, soil and water quality policies designed to control or prevent nonpoint pollution
should be targeted at the areas or farms where the progress toward the policy objective(s) is (are) greatest per
dollar spent. These may be watersheds or farms that, because of their location, production practices, or
management, have greater potentia to cause soil degradation or water pollution, or, these may be watersheds that
are most severely affected by pollution. 1t may be that the greatest return, however, may be found with a
watershed with great demand for high water quality (e.g., recreation demand for high quality waters).

Priority Areas. There are several reasons to focus policy resources on priority areas. First, thereisa
concentration of agricultural production in certain regions. Second, there is considerable variation in both
agricultural enterprises and environmental resources between these regions. Such regions may have more water
qudity wildlife habitat, air quality or soil quality attributes than others (OTA, 1995b and 1995c). Different regions
will have different capacity to absorb pollution and differing damages from agro-environmenta pollution will
emerge. For example, the surface water pollution from agri-chemicals is much greater in the Corn Belt than in
the Southeast, while the loss of wildlife habitat is more of a concern in the Prairie Pothole region than in the Texas
High Plains. Priority regions may be further prioritized into priority areas such as priority watersheds using more
specific, localized information as to agro-environmenta problems.

Priority areas targeting can be further refined by consideration of the time of the year and sub-areas

particularly sengitive to unique storm events. The United States Geologica Survey (USGS) for example has found



significant peaks of agri-chemical concentrations in Midwest streams following the first mgor spring rain storm
following chemical application (Mudler and Helsdl, 1996).

Priority Concerns. Priority concerns would usualy be identified within priority areas'® and would address

issues such as (&) eutrophication of water as aresult of excessive phosphorus loadings from either eroded soils or
manure runoff or (b) protection of unconfined groundwater aquifers serving as sole source of drinking water.
Prioritizing high levels of nitrogen and pesticide runoff that lead to habitat destruction might be another example.
For targeting to be successful, the identified priority areas and concerns should represent a much smaller area of
coverage than 100 percent of any state’s agricultural enterprises.

Priority Farms. Available empirical studies also stress the benefits of targeting programs to priority farms
within priority concerns or priority areas. Priority farms are those farms that are prone to pollute more because of
certain farm and soil characteristics, production practices, and farm management practices.

There isincreasing evidence that certain farms are responsible for a more than proportiona share of
pollution. For example, Carpentier (1996) found that only seven of 237 dairy farmsin the Lower Susquehanna
Riverbasin in the Mid-Atlantic region accounted for over 53 percent of the total nitrogen reduction. The seven
farms were closer to water, were on certain soil hydrology types, had higher clay content in their soils, had greater
land dlopes and did not use strip cropping. Only haf of these seven farms used manure storage. In arelated
study by Parsons, et a (1994), site and farm characteristics were related to smulated nitrogen losses on Virginia
cropland sites. The regression results identified commercia and manure nitrogen applications, tillage, soil water
capacity, and slope to be significant explanatory variables of nitrogen losses. The farm characteristics related to
manure nitrogen application were confined livestock, manure importation, manure nitrogen per crop acre and
gross income per acre. The research results indicated that policy makers should target manure-source nutrient
abatement programs toward farms having confined livestock operations, high anima densities, and farms

importing manure,

18Alternatively, identification of priority concerns may precede identification of priority areas addressing
that concern.
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Just as some farms' |ocations and production practices and management techniques tend to cause more
soil and water problems than others, many more farms cause little or no water quality problems, and some are
probably improving soil and water quality. Targeting programs at the set of farms that are responsible for most
soil and water quality degradation will reduce the cost and increase the fairness and effectiveness of soil and
water quality programs.

Problems with Targeting. A mgjor problem in using targeting is the need for reliable information. Until

the last few years, information for cost-effective targeting was largely unavailable (Cuyno, 1996) or incomplete
(OTA, 1995b and 1995c). This problem, however, can be ameliorated by augmenting the available data with
expert’s judgement as to problem areas, concerns and farms. Although the results may not be precise, they are
usudly sufficient; also, more accuracy can be obtained if expert judgment is augmented by local and regiona
expertise.

One powerful tool in bridging the gap in information source for targeting is the Geographic Information
System (GIS) technology. GISisacomputer-based system that is capable of assembling, storing, manipulating
and displaying geographicaly referenced information (or data identified according to their location) and can be
combined with computer models (He, et. a, 1993). GIS makes it possible to perform analysis of, for example, a
specific wetland area, by combining information from various pooled sources, and in various forms (i.e., maps,
digital-based information). With GIS, for example, it becomes possible to smulate the discharge of materials say,
from farming systems in a pre-identified region upstream from awetland. GIS can also be used to identify the
locations and characteristics of buffer strips next to streams or priority farms characterized by topographical
features such as dope and distance to streams (see for example, Lee and Lovejoy, 1994; Tim, et. a, 1991 and the
Purdue Study).

Another problem with targeting is that targeting can be politically unpopular. If cost-sharing or other
subsidies are used as incentives to achieve the desired changed farming practices, there is considerable political

pressure to spread the benefits widely. Such wide distribution of benefits garners political support from
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congtituents and is also seen as “fair.” Similar “fairness’ arguments apply to the use of penalties; these
arguments are frequently discussed in terms of competitive advantage. That is, if some producers bear penalties
others do not, then they are put to an “unfair” competitive advantage relative to others. While sound arguments
can be offered that “polluters-should-pay” or that, aternatively, cost-sharing should be “invested” to achieve the
greatest environmental returns, the political difficulties of targeting remain.

Flexible Incentives

Providing incentives for farmers to change practices and adopt improved farming systems that can be in
compliance with performance standardsis a crucia policy component. However, there remains the question of
whether a positive (e.g., subsidy) or negative incentive (e.g., penaty) is appropriate. In addition, there isthe
guestion as to whether such incentives need to be provided by policy or whether there will be adequate private
market incentives to achieve desired environmental performance goals.

The answer to the latter question of “whether there will be adequate private market incentives without
public policy to achieve desired national environmental goals’ appears, at present at least, to be “no.” While there
are food processors and retailers who are requiring the use of such practices as integrated pest management or
certain waste management strategies from their producer-suppliers, and while some commodity associations
encourage environmentally protecting practices, the total impact of these private incentives have not yet achieved
the desired nationa environmental quality goals.

In some cases--such as Gerber’s requiring certain reduced or no pesticide production practices--the
motivation is not dependent on an agro-environmental policy (for managing pesticide runoff or leaching). In other
situations, however, such as Murphy Farms requiring that their pork suppliers adopt certain waste handling
technologies, the motivation is more likely fear of ligbility or regulatory sanctions. Thus, public regulation or the
threat of regulation or liability seems necessary to provide the motivation for change; that is, there needs to be

“compliance-push” drivers of change.



There is evidence that there are some unexploited “win-win” 1" opportunities to improve the environment
and profits for some producers. For example, numerous studies have suggested many crop farmers can reduce
the use of commercial fertilizers without reductions in profits through improved nitrogen management strategies
(Nationa Research Council, 1993). While some of these unexploited “win-win” Stuations may continue to be
unexploited from lack of knowledge, in others, there are institutional barriers to change. For example, if producers
are contracted to processors, if contracts are awarded on the basis of above average yields, and if excess
fertilizers are perceived as crucia to maintaining above average yields every year, then even targeted and tailored
education programs will not necessarily cause farmers to reduce fertilizer inputs to that which matches crop
uptake. Thus, even for some “win-win” situations, there remains arole for public regulatory policy beyond
voluntary education programs.

If public policies are used to obtain environmenta quality goals, the issue of “who should pay” becomes
an important policy design question. If the answer to “who should pay” is “the general public,” or “beneficiaries
of less pollution” then positive incentives such as cost-sharing or other subsidies should be offered to producers
who voluntary comply or be given as compensation of producers who face compliance mandates. If the answer
to “who should pay” is“the producer” then the incentive should be to use a negative incentive such as a penaty
for non-compliance.®

It is aso possible to have a mixed policy strategy, where a performance standard threshold isset in a
priority area. Producers who fail to meet the standard are penalized, but producers who “over-comply” are
rewarded. This mixed strategy has the advantage of penaizing so-called “bad actors’ (i.e., those who refuse to
adopt pollution prevention or control practices) and of rewarding the so-called “good stewards’ who attempt to do

as much to protect environmenta quality as they can afford.

"Win-win refers to opportunities to improve both profits and environmenta performance.

180ther answers to “who should pay” might be the processing or wholesdle firms. Eventually some
penalty costs will be shifted to consumers of the final product even if the first direct impact is on firms.
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In amixed strategy, performance standards can be used within a nonpoint agro-environmental program to
establish the responsibilities of a producer versus the general public. For example, a performance standard for
phosphorus in surface water can be set for, say, .005 parts of soluble inorganic phosphorus per million (ppm) ina
particular watershed.*® In this example, producers within the targeted watershed would have a responsibility for
making any changesin their farming systems and practices that would be required to bring the watershed quality
in compliance with the standard without receiving compensation. Such a requirement is similar to the Oregon
experiment mentioned earlier and would require either coordinated action of producers within the watershed or
targeted requirements to certain farms based on the analysis of their phosphorus contribution to the watershed
(perhaps measured by phosphorous saturation levelsin soil samples). Producers could respond in any manner
they wish, providing that overall compliance with the phosphorus standard is achieved. Failure to achieve the
standard would be met with some type of penalty.

In this phosphorus standard example, improving or protecting water quality to alower ambient standard
than .005 ppm would, require public compensation or enhanced benefits for producers (such as property tax
reductions, income tax credits, or pollution credits to be traded within a market-trading system). Use of a
performance standard as a threshold level rewards producers who have been exceptionally good stewards, while
requiring those whose farms pollute beyond the threshold level to change practices without compensation. Thus
as Figure 5 illustrates, negative incentives (e.g., penalties) are used to induce producers to come into compliance,
but positive incentives, (e.g., subsidies) are used for those who exceed compliance and achieve or protect higher
environmental quality standards than the performance standards. Textbox 6 discusses one possible way of using
amixed strategy, threshold approach in existing legidation such as “ Right-to-Farm” legidation. Right-to-Farm
requirements may be voluntary and subsidized for al producers in the state, but for targeted priority farms, a

mixed, threshold approach might be used.

19Phosphorus in water that is traced to farm systems usually comes either in manures runoff or attached
to sediments. The original source is usually either manures or chemical fertilizers. Phosphorus above .01 ppm
appears to create eutrophcation problems in fresh water (National Research Council, 1993).
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Obvioudly, such a system requires monitoring to assess whether the performance standard is being met.
If information exists to correlate individual farm practices and typography with watershed water quality outcomes,
monitoring can be used to reward and penalize individual producers?® Alternately, performance standards might
to set as not-to-exceed phosphorous soil saturation limits. If individual producer performance cannot be
monitored, producers would have to operate in concert, sharing as a group in either penaties or rewards. Such
group decision-making will probably work best with cohesive, smaller groups with similar operations, but such

cooperation has precedents found within marketing, input and sales cooperative arrangements.

20Environmental economics literature offers many analyses of the design of such environmental
incentives. See for example Hanley, Shogren and White for a detailed review of the use of non-compliance fees
(pp. 79-84).
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____________________________________________________________________________________________________________________|
Textbox 6. Right-to-Farm Legidation and Use of Threshold Performance Standards

Threshold performance standards could be embedded in existing voluntary ingtitutions such as Right-to-Farm
legidation. An example of how this type of program might be designed is the establishment of two sets of
Right-to-Farm requirements: one mandatory set for priority farms within priority areas and/or concerns and
another voluntary set for every producer in the state.

Mandatory Requirements. Thefirst set of requirements would be directed at priority farms within priority
areas or who are associated with priority concerns. For these priority areas ambient performance standards
would be set--such as a .01 ppm limit to phosphorus in the water or limits on phosphorus saturation in the soil.
Priority farms are assisted by experts through whole farm planning processes to reduce their pollution (e.g.,
phosphorus) contributions by a certain amount or to maintain their soils below critica saturation levels. That is,
the “ambient” standard within the watershed is converted to afarm level “emission standard,” through the use
of scientific information and modeling predictions. Farms must change their farming system to meet their
farm’s “emission standard” or be penalized. However, while advice and assistance is offered, “how” the
farms meet their emission standard would be each producer’s choice. Priority farms which reduce emissions
well below the standard would receive enhanced cost-sharing and other benefits, such as pollution credits for
trading in point/nonpoint trading markets.

Voluntary Requirements. The second set of requirements would be voluntary for all producers within the
state and would include various recommended, science-based design technologies, practices tailored to differing
types of enterprises. Record-keeping of the practices used on the farm would be required. If producers
voluntarily followed these recommended practices and kept records available for ingpection in case of
significant environmental problems, they would receive “benefits’ such as exemptions from nuisance suits, use-
value assessment, or reduced liability for unforeseen environmental damages from their normal operations.

Alternatively, producers could follow an approved whole farm plan in lieu of adoption of the offered set of
design technologies. The reason for the use of various design technologies or adoption of awhole farm plan as
requirements is to reduce administrative costs of monitoring and evaluation of performance outcomes. Also not
every farm within the state is not significantly contributing to pollution. In either case, the second set of

requirements serves as a positive incentive for all producers to adopt farming practices which are best
correlated with both profitable outcomes and with environment-protecting outcomes.

Tailoring
The fourth basic element of an cost-effective agro-environmental policy is the tailoring of assistance and
information to the particular sSituation and needs of the farmers who must change their farming practices or

systems if the desired changes in environmental quality are to occur.



Producers farm the way they do because of a variety of forces acting on their situation which influence
what is profitable or unprofitable. These forces can be those coming from the market, from policy influences
from personal beliefs, from the choice and cost of available technology, from consultants or friends, from
legidation, or numerous other sources. When the diversity of agricultura landscapes and enterprisesis coupled
with the diversity of agricultural producers, it is clear that a“one-size-fits-all” education and assistance program is
inappropriate. Program implementation requires the matching of education and assistance to the targeted
producers circumstances and beliefs this matching is what is meant by a tailored approach.

Thus, atailored approach involves applying known knowledge to the unique situation of the farmer whose
farm management practices or farming systems needed to change if environmenta objectives are to be met. One
method to tailor assistance is to use whole farm planning.

As previoudy discussed in Section |11, whole farm planning is a type of farm management that views the
farm as a system and which incorporates soil quality, water quality and wildlife habitat as part of the farm’s
production system that is, farm’s produce soil quality, water quaity, and wildlife habitat as well as crops and
livestock. The congtruction and implementation of the plan draws heavily on the each producer’ s individua
expertise and intimate knowledge of his farm’s natural resources.

Usudly whole farm planning involves outside experts and technical assistance to producers. This
marriage of private and public expertise has the potential to achieve the fusion of environmental objectives and
private conservation goas within a competitive farm operation. The composition of the plan focuses on the on-
farm and off-farm environmental objectives as well as the farmer’s production objectives. As such, whole farm
planning creates a farm management plan that varies by farm and by region. This idea supports the notion of a
“tailor-fit” system which is based on flexible farm management planning.

Monitoring, Evaluation, and Enfor cement
An effective agro-environmental policy must include enforcement mechanisms that include public

monitoring and evaluation. Public monitoring, however, should not mean that producers be required to adopt



certain technical practices such as best management practices (BMPs). Instead, they should engage in
information gathering that alows whole farm planning and which lets then select the unique combination of tillage,
inputs, cropping and livestock practices that best suit their individual operations and which results in the
appropriate level of environmental performance.

Thus, if producers were required to keep records that verified they had engaged in self-monitoring and
self-policing, these records could be accessed by appropriate agency personnel in the event (and only in the event)
of failure to achieve performance standards. Producers would only be responsible for pollution if they could not
show that they engaged in appropriate information gathering, self-monitoring, and any needed corrective action.

With respect to enforcement, there is an analogy between environmenta protection and airline safety.?*
In the unfortunate case of an airliner crash, the flight recorder (more popularly known as the black box) is
accessed to determine the cause and responsibility for the accident. Information gathered from the black box is
used to take corrective actions and add precautions to avoid a repeat of the situation that lead to the crash. In our
anaogy, the crash is an environmenta one--the significant and continuing failure to meet the environmental
performance standards. The black box in this situation is the producer’s own records of production information
related to variables that affect environmental quaity such asinput use and timing. Thus, one attractive attribute of
aagricultural feedback strategy is that it provides alow-cost adternative to continual government monitoring to
assure compliance. Sinceit is envisioned that the self-monitoring will lead to self-assessment.

If, upon examination, record keeping isin order and shows a good faith effort to use the information
available to maintain appropriate environmenta performance, then the producer would be absolved of
responsibility of a decline in environmental quality in the producer’s region. Furthermore, he or she would not be
required to take uncompensated for corrective action in the farm’s operation. The producer’s guide, aswell as
the indicator which the public authorities could use to evaluate whether the producer is conducting

“environmentally-safe” production, could be the “quality control limits” discussed in the previous section. In

2l\We are indebted to Professor Pierce of the Department of Crop and Soil Sciences at Michigan State
University for this anaogy.
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essence, those who have been operating within these “limits’ or bands, should be entitled to liability protection for
any continuing agro-environmental problem. Only those producers who have consistently operated beyond the
maximum limits of their “control qudity indicators’ should be subject to penalties or other legal reprimands.

Because of the paucity of information that links farm systems and various topographies to environmental
outcomes, however, an interim enforcement strategy may need to be adopted. That is, enforcement may be
based on “assumed good faith compliance’ defined as the ability of the producer to demonstrate, through careful
record-keeping, that he or sheis following an “approved” whole-farm plan.

The Challenge

Clearly there remains considerable policy and information gaps in designing and implementing agro-
environmentd policies that contain the basic eements of an ideal agro-environmenta policy that would encourage
agricultura environmental management. Policy and information gaps include the lack of established reference
levels for various environmental quality attributes--be they those of ecological processes or the provision of
amenities. The criteriafor targeting to priority areas (e.g., critica watersheds), priority concerns (e.g., animal
manures), or priority farms within priority areas (e.g., those farms adjacent to riparian areas) needs to be
established as part of policy design. The policy mechanism that will provide incentives for changed farming
practices must be part of policy design aswell. The development of indicators to monitor and evaluate changesin
environmental quality is il at an early stage.

Progress is being made in all these areas and designing policies targeted to priority areas, concerns, and
farms and developing whole farm systems that minimize the “escape”’ of such potential pollutants from the farm is
aredigtic goa. While there are not yet many models of agricultural environmental management to illustrate the
concept there are afew. Oneisafood safety oriented agricultural environmental management program--The
Cdlifornia Egg Quality Assurance Program. Another is a“green code of good conduct” for pork producers. the
Pork Industry’ s Environmental Assurance Program. Both programs appear to have been motivated by the desire

for enhanced public image and fear of future liability. While the California Egg Quality Assurance Program has



third-party verification and the Nationa Pork Producers Council’s Environmental Assurance Program does not,
both programs provide illustrations of how many of the concepts discussed in this report can be and are being
implemented in agriculture.

The California Egg Quality Assurance Plan

The components necessary for effective agricultural environmental management are demanding:

C gppropriate public and consumer incentives for agricultura environmental management
C whole farm audits and environmental plans

C establishment of quality control indicators and research-based feedback mechanisms

C provision of producer-friendly information and technical assstance

C monitoring, documentation, verification and enforcement.

Not surprisingly, &t this early date in agro-environmental policy, there are not many existing examples of
agricultural environmental management with al these components. After al agro-environmental policy addressing
nonpoint pollution is relatively new and many difficulties remain ssemming from lack of appropriate information.
However an example that has most el ements of a environmental management strategy is provided by the
Cadlifornia Egg Quality Assurance Plan. This Plan focuses, however on food safety issues rather than
environmental outcomes but it isillustrative none-the-less.

The example of the California Egg Quality Assurance program provides an example of the key
components of a successful program: a regulatory (i.e., compliance-push) and consumer demand (i.e., demand-
pull) motivation for participation, an environmental audit and whole farm system plan, monitoring and verification,
documentation, and enforcement. While the program has many of the key components there are requirements as
to how to achieve objectives as well as specifying performance standards. Despite the lack of flexibility, this
assurance program is well worth studying.

While the California Egg Quality Assurance isonly afew years old, many view it as a success and a

model for the nation. The Assurance Program was developed by the California Egg Industry in Cooperation with
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the California Department of Food and Agriculture, the U.S. Department of Agriculture, the University of
Cadlifornia Cooperative Extension Service, the Cdifornia Veterinary Diagnostic Laboratory System, Cdifornia
Department of Health Services and the U.S. Food and Drug Administration. Clearly, partnerships of industry and
agencies is gpparent within this program.

Consumer and industry concerns with salmonella contamination of eggs, plus existing and foreseesble
nationd legidation addressing food safety motivated the egg industry to join in a non-regulatory, agricultura
environmental management program to assure egg quality. The god of the program is for “each producer to be
able to provide evidence that his products were produced in a safe and wholesome manner” (Breitmeyer, 1997).

This program addresses a human health food safety concern--salmonella contamination of eggs. This
particular environmental management strategy follows a Hazard Analysis Critical Control Points (HACCP) plan.
The HACCP plan contains seven principles to guide firms through a process that essentially includes an
environmental audit, a redesign of the farm system, to an operation and maintenance strategy, to quality control
and sdf-monitoring.2? The seven principles relate to assure food safety and were initially designed for industrial
food processors and they are:

1 Conduct a hazard analysis

2. Identify critical control points

3. Establish criticd limits

4, Monitor the critical control points

5. Determine appropriate corrective action
6. Maintain accurate record keeping

7. Verification: Ensure the system works.

The Cdifornia Egg Quality Assurance Plan applies the HACCP principles to the farm level. Training,

record keeping and science-based research are integral comments of the Assurance Plan. The program has

2| dedly, the establishment of critical control points would be based on probable reduction of the most
important food safety risks.
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twenty components organized under three general core areas. administrative, production and processing. In
general, these components involve the development of afarm premises, flock and egg quality assurance plan with
employee training, supervision, and record keeping, the purchasing of feed and chicks from certified sources that
have acceptable salmonella prevention and control programs; effective flock health maintenance programs,
disnfecting of facilities, fly and rodent control and biosecurity plans for the farm; as well as following stringent
processing, packaging, labeling and transporting guidelines.

In addition, assurance plans developed by each egg ranch are validated by the California Department of
Food and Agriculture. Critical limits for cleaning, disinfecting, flock health, and rodent control are selected as part
of the plan by the rancher, as are the corrective actions to be taken if the critical limits are exceeded. There must
a o be periodic sampling and testing of feca material for sdlmonella bacteria and careful documentation. Any
salmonella bacteria found on the ranch premises call for immediate quarantine and suspension of egg sales until
the problem isidentified and corrected. There is also a research component to the program: research is directed at
understanding the ecology of saimonella. The agency and university partners provide educationa sessions and
stand ready to assist in implementation of plans and problem-solving.

While participation in the program is voluntary, Egg Quality Assurance Program participants must agree
to keep records documenting successful completion of their quality assurance ranch specific plan. These records
much be available to veterinarians from the California Department of Food and Agriculture. Furthermore, every
ranch must have atrained Quality Assurance Supervisor to supervise employees and the implementation of the
quality assurance plan. Careful documentation provides liability protection to an egg rancher should any
salmonella outbreaks occur in eggs in their market area. It is reasonable to anticipate that some retailers will soon
require that their egg suppliers be certified within the egg quaity assurance program, thus adding an additional
market incentive for participation a certified seal also may be rewarded with consumer purchases of only certified

€ggs.

The National Pork Producers Council’s Environmental Assurance Program
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The Pork Industry’ s Environmental Assurance Program (EAP) is avoluntary proactive educational
program that includes a half day workshop for pork producers led by local experts and an “on-farm”
environmental assessment. |t is designed to enable a producer to identify key management issues that will affect
environment quality, and it encourages record-keeping and self-monitoring to assure compliance with current
regulations. It emphasizes understanding current environmental regulations as well as fundamentals of hydrology
and geology that influence potentid pollution from hog manure. The assurance program is designed to encourage
the development and adoption of nutrient management plans. Like the California Quality Egg Assurance
Program, the EAP identifies critical control points for pollution prevention--including manure generation, storage,
transportation and application. The EAP also emphasizes the importance of monitoring the plan, taking corrective
action, and maintaining good records. The assurance program is a*“green code of good conduct” for pork
producers and includes most of the necessary components of a agricultural environmental management. Like
most “green-codes,” the assurance program does not require any third-party verification that pork producers are
implementing environmental management techniques. Nevertheless, the program attempts to move hog farms
from pollution-prone enterprises toward information-rich, pollution prevention enterprises.

The Nationa Pork Producers explain to their members their motivation for the program:

Investing in environmenta action now pays off in both short and long-term dividends. Short-term

environmental dividends, like improved profits, reduced problems and enhanced relationships, can

be straight to your bottom line.

Equally important, the long-term growth of the entire pork industry will be directly affected by the

environmental sensitivity, knowledge and action of each producer. We must al work together, be

proactive, and reflect our persond and industry-wide dedication to conserving the environment.

And, it is critically important that as we do this, we aso let the American public know it

(http:\\www.nppc.org).

It may well be that, like the California Egg Quality Assurance Program “demand-pull” motivating factors

will be added to “compliance-push” in the near future if wholesalers and retailers begin to demand the pork they

purchased from producers who have obtained an Environmental Assurance certificate.
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Section V. Summary and Conclusions

Agro-environmental issues are now mainstream public concerns, as the public increasingly recognizes that
there are significant linkages between crop hedlth, livestock health, environmental health, and human health.
Furthermore, after three decades of regulatory environmental policy directed at point pollution sources, the policy
attention is now directed at agro-environmental nonpoint pollution. Despite considerable progress on conserving
soil erosion and wildlife habitat, past public programs have not achieved solutions to many serious agro-
environmental problems identified by the public. Continuation of these past programsiis not likely to achieve such
improvements in the future, particularly with constrained budgets for many of the traditional agencies.

At the same time, environmenta policy in genera is maturing, and there is currently considerable
experimentation with more flexible, incentive-based policies. Similarly many businesses are turning to
environmental management as a crucial strategy for their business. As one such business person noted: “1 want
everything that leaves this business to be sold.” This expression was this person’s way of expressing the concept
that waste and pollution are flaws in system design to be minimized. That is, some businesses have replaced
pollution control with pollution prevention. In so doing, some businesses have found that the presumed tradeoff
between environmental quality and profits does not always apply; business-system redesign can enhance both
environmental and financia performance.

These corporate environmental initiatives appear to stem from two main sources: (1) adesire to lower
costs and/or improve profits while achieving or exceeding environmental regulatory compliance (i.e., “compliance
push”), and/or (2) adesire to respond to consumer demands for more environmentally friendly processes and
products (i.e., “demand pull”). As public attention turns to agro-environmental pollution, there are lessons to be
learned from the history and evolution of point source pollution policy. It is quite possible that agro-environmental
policy need not follow the path of command and control, but rather it could implement more flexible policies that
provide the incentive and assistance necessary for agricultural environmental management. Pursuit of private

approaches to agro-environmenta pollution appears to be cost-effective and possible, but blindly shifting more
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responsibility to businesses may only make some agro-environmenta situations worse (Batie and Ervin, 1997b). It
is essentia that the appropriate policy context and the limitations to private business approaches be understood, if
agro-environmental goals are to be achieved.

Because demand-pull forces are presently inadequate to achieve significant agro-environmentally
improvements. There is a necessary public policy role: to set and enforce clear agro-environmenta goals while at
the same time providing flexibility to producers. If producers are to use this flexibility and change their enterprises
from pollution-prone ones to information-rich, pollution preventing ones, they will need tailored assistance as well.
Such tailored assstance should be designed to enable them to conduct environmental audits, to develop whole
farm plans, and to monitor and self-evaluate with quality control indicators. Thereisa crucial need for investing in
producers management skills that enable the producer to manage an integrated system.

Obvioudy, there are numerous information and policy gaps currently that mean the pursuit of flexible,
agricultural environmental management will, for atime, have to rely on second-best approaches. But adopting the
vision of agricultural environmental management and gleaning lessons from corporate environmental management
should avoid an ad hoc refining of past agro-environmental and conservation policies. There is no evidence that
mere refinement of past policies will provide the necessary agro-environmental improvement demanded by the
public. By focusing on the necessary policy context and the appropriate components of agricultural environmental

management, dynamic forces should be set into motion that should eventually led to closing the information and

policy gaps.
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Appendix A
Information Requirements for Environmental Audits

Examples of the Expert-provided Information Requirements for Environment Audit of Agro-environmental Quality
l. Watershed and Farm Levels
A. Soil Quality Attributes

Soil Depth

Microbial Density
Available Water Capacity
Soil Cover

Soil Porosity

Organic Content
Electrical Conductivity
Sdinity and Acidity

Soil Structure and Compaction
Chemica Contamination
Infiltration Rate

Runoff Rate

D OO OO OO

B. Water Quality Attributes (over space and time)

Nitrate Content/Level

Phosphorous Content/L evel

Sediment Content/Level

Bacteria and other micro-organism presence
Herbicides Content/Level

Pathogen Content/Level

Insecticide Content/Level

Nutrient Content/Level

Flow Rate

Biological Indicators of Water Quality

DO OO OO

C. Spatia, Climatic and Geographic Data

Sope

Vegetation

Distance from Farmland to Water
Westher and Temperature Patterns

DO OO

Source: Office of Technology Assessment, 1995b.
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Appendix B
FactorsUsed in the PLANETOR Program
Environmental Standards

PLANETOR uses six environmental factors over the life of afarm plan. Each of the factors is a model
by itself. For purposes of description, the six environmenta criteria are listed as follows.

Each of the environmental factors described in PLANETOR is a complete model by itself, but together
they provide a complete description of the trade-offs associated with changes to afarmer’s operations.

A more technical description of each model is contained in the technical notes of PLANETOR Users
Manual.

A) Soil Erosion. To estimate soil erosion by water, PLANETOR uses the Revised Universal Soil Loss
Equation. PLANETOR uses the soil characteristics, erosivity of rainfall, dope length and steepness, tillage and
plant growth impacts on crop cover, and specific field practices (such as terracing) to estimate annua soil loss.

B) Pesticide L eaching and Runoff. For pesticide leaching and runoff, PLANETOR uses the University
of Florida Soil and Water Science Department model for measurement, which ranks pesticide based on chemical
properties, soil interaction, application method and timing. Pesticide application weighing factors are used to
estimate the possibility of the pesticide (as determined by its active ingredients) to leach or runoff, and to estimate
the fraction of foliar applications that might stay on the foliage, and therefore not be subject of leach or runoff. In
addition, soil ratings for pesticide leaching and runoff are stored in the PLANETOR database and are assigned
using the Soil/Pesticide Interaction.

C) Pesticide Toxicity. PLANETOR uses the applicator hazard to estimate pesticide toxicity. This
information is gathered from the pesticide label (can be a caution, warning, danger, or danger/poison). “Caution”
means that the pesticide product has arelatively low level of toxicity. All other labels suggest that special

protective measures must be followed depending on the level of possible danger to health and the environment.
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D) Nitrogen Leaching. To estimate nitrogen leaching, PLANETOR uses the design developed by the

Agricultura Research Service in Colorado. PLANETOR implements the monthly time-step approach portion of
the Nitrogen Leaching and Economic Analysis Package (NLEAP) which basically means that water and nitrogen
budgets are calculated at the end of each month throughout the crop rotation. Soil profileis divided into two
horizons, the upper foot and the lower foot down to the bottom of the root zone or root-restricting layer (up to a
maximum of five feet). In this approach, soil carbon and nitrogen transformation are estimated in terms of
denitrification, volatilization, minerdization or soil organic metter, nitrification, and mineralization-immobilization
associated with crop residues and manure. PLANETOR reports two amounts from the nitrogen leaching model:
projected nitrate-N available for leaching (NAL), and projected nitrate-N leached (NL). NAL is computed each
month to estimate NL. NL is the exponential relationship between NAL, soil porosity, and water availability for
leaching.

E) Phosphorous Runoff. The phosphorous runoff is determined in PLANETOR by using the
Phosphorous Index developed by the Natural Resources Conservation Service Phosphorous Index Core Team.
This Index is amatrix that relates site characteristics with the range of value categories and is used to assess the
various land form and management practices for potential risk of phosphorous movement to water bodies. The
ranking identifies sites where risk of phosphorous movement is relatively higher than in other sites and relates
these with the Site characteristics (rated low, medium, high or very high in vulnerability to phosphorous leaching).

F) Wind Erosion. Thisfactor is currently being devel oped.

Economic Standards

PLANETOR evaluates three economic factors to alow the users to gauge the financial viability of
alternative farm plans. These are as follows:

A) Profitability - Thisis measured by net farm income representing the returns to labor, management, and
equity capita invested in the business.

B) Liquidity - PLANETOR projects an average annual cash flow in the following manner:



Net Cash Farm Income; +Nonfarm Income; -Family Living; -Income Taxes and Social Security; -Debt
Payments; -Equipment Replacements; =Cash Surplus or Deficit
C) Future Net Worth - PLANETOR measures future net worth growth by calculating the average annual

projected change in net worth.



