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	Abstract (Document Summary)

	Magat-Viscusi (1990) found Environmental Protection Agency (EPA) inspections to have a deterrence effect on self-reported-violation using pulp and paper mill discharge data from 1982-84, but the same analysis on more recent (and more comprehensive) self-reported pulp and paper water discharge data yields distinctly different results. An examination of the relevant Clean Water Act regulation suggests that these differences may be due to the introduction of regulatory guidelines which give rise to different types of inspections, confounding the use of a single inspections variable in the reported-violation estimation. In response, I develop a theoretical model of firm and agency behavior which pays particular attention to these regulatory guidelines and physical processes, including self-reporting, types of inspection, and the possibility of violation. Given that only self-reported data is generally available for analysis, the model predicts that a rise in the probability of regular inspections should actually increase the probability of reported-violation, while a rise in the probability of discretionary inspections should decrease the probability of reported-violation. Thus inspection type is crucial in ascertaining the extent of deterrence.

This is further confirmed by the empirical analysis which follows, which estimates the impact of discretionary inspections and regular inspections on the probability of reported-violation, even though inspection type is not observed in the data. I estimate a density which consists of the likelihood that a particular sequence of inspections and reported-violations will occur. I assume alternately a model where the firm does not observe inspection type and a model where the firm does observe inspection type. Estimates for the model where the firm does observe inspection type predict that discretionary inspections would reduce the probability of reported-violation by 15-20 percentage points, while regular inspections would increase probability of reported-violation by 30-40 percentage points. These results suggest that inspection actions are effective at least in the short-term for achieving their deterrence purposes (i.e. to deter reported-violation and to deter false-reporting).
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