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“And it never failed that during the dry years the people forgot about the rich years, and
during the wet years they lost all memory of the dry years. It was always that way.” - John
Steinbeck, East of Eden

Abstract

Using Olson’s 1965 logic of collective action and group theory, we argue that the “small
group” of the “iron triangle” is able to collectively act to push for command-and-control
regulations in Californian water policy. There are individual rent-seeking incentives in the
small group because the politicians do not want to impose tax, and they would like to have
short-term development and economic growth during their term in order to gain a positive
reputation from the public or to get re-elected. The developers would like more work and
prestige and the water bureaucrats have little incentive to limit development and alienate
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politicians. However, by focusing on command-and-control (CAC), the citizens may end up
paying more to fund these projects. CAC is easier to hide than environmental taxes which are
more explicitly shown to citizens. Thus, the ignorant majority is exploited by the
knowledgeable minority. Thus, the small group of the iron triangle defends the status quo at
the expense of the citizens and the public interest at large.

Keywords: US, California, water management policy, command-and-control (CAC), iron
triangle, rent-seeking.

1. Introduction

California has a long-standing history of water politics and conflicts over water. The size of
the state, the number of people, and the complexity of the hydrology of the state have led to
an “expensive, sophisticated and controversial water system to address the needs of
competing interests and stakeholders” (Gleick et al., 2003, p. 22). Water is viewed as an
extremely precious commodity. Article 10, Section 2 of the California Constitution requires
that the “water resources of the State be put to beneficial use to the fullest extent of which
they are capable” and prohibits the waste and unreasonable use of water (CDW, 2009).

To achieve this goal, Californian policy-makers have so far used command-and-control (CAC)
regulations as the leading instrument in governing the state’s water consumption. The state of
California lies on the west coast of the United States and has a population of approximately
36.9 million people (CDW, 2009). The state continues to experience significant population
growth, dominated by resident birth rates and also contributed to by immigration. To meet
water needs, California water supply heavily relies on the accumulation of winter, mountain
snow melting in to spring and summer runoff. Much of the state’s water supply is stored in an
extensive system of reservoirs and aqueducts. Water stress is already high in California, and
water utilities will be subjected to increasing demand due to the increasing population and
climate change (Tietenberg, 2007, p. 174).

Many state agencies are involved with water management. The State Water Resources
Control Board (SWRCB) and California Department of Water (CDW) are California’s two
leading water management agencies. The CDW focuses on water delivery, water supply
planning, and infrastructure development whereas SWRCB is more of a regulatory body that
manages water rights and water quality permitting (CDW, 2009). The management of
California’s water system consists of three key components: water supply, water quality, and
flood control. On a federal level, most agencies have very distinct roles. For example, the U.S.
Environmental Protection Agency (EPA) focuses on water quality while the U.S. Bureau of
Reclamation focuses on water supply. On a local level, there are over 1,200 water districts in
California that provide water delivery, sanitation and/or flood control (CDW, 2009).

Precipitation in California varies widely each year (CDW, 2009, p. 2). California has
experienced several multi-year periods of wet or dry cycles in the past 100 years. There have
been several drought periods including the recent drought in year 2009. The CDW explains
that although the drought in 2009 is comparable to the great drought in 1977, California has
dramatically changed. California’s population is 75 % higher and there is a considerably
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reduced water supply. The year 2009 was the third consecutive year with below average
precipitation for the state. Water years 2007 and 2008 were respectively 63 and 76 % of
average annual precipitation (CDW, 2009, p. 8). This water shortage has affected the state’s
economy as it has slowed development projects and forced farmers to fallow land. Per capita
water use among urban users varies substantially between inland and coastal areas of the state.
In general, urban per capita water use has been slowly declining overall in California, with
coastal areas generally following this trend. However, inland areas where hotter climates tend
to occur have increased per capita water use in recent years.

In 2008, California Governor Schwarzenegger called for “a plan to achieve 20 percent
reduction in per capita water use statewide by 2020 (CDW, 2009, p. 9). In order to develop
this plan, CDW created a “20x2020 Team” of state agencies who eventually drafted the
20x2020 Water Conservation Plan. Senate Bill x7 7 Water Conservation Plan of 2009 put this
draft into action and sets forth a statewide road map to maximize the state’s urban water
efficiency and opportunities between 2009 and 2020 and beyond (CDW, 2010, p. 11). It
requires the state of California to achieve a 20 % reduction in urban per capita water use by
31 December 2020 (CDW, 2009, p. 10). This law requires incremental progress towards this
goal by stating that there must be at least a 10 % reduction by 31 December 2015. Each urban
retain water supplier must develop urban water use targets in accordance with these
requirements.

By putting this 20x2020 goal into legislation, California emphasized the importance of water
efficiency. However, although there is a clear goal, there have not been many concrete
changes in other water policies to meet this goal. Effective strategies such as reinforcing
efficiency codes and providing financial incentives were recommended by some political
decision-makers, but these were mere recommendations (CDW, 2009, p. 9). The 20x2020
goal seems very ambitious without much substantial or concrete action being taken to meet it.
It is a CAC regulation that instructs water suppliers and consumers to decrease water
consumption, but offers minimal or no tools to fulfill the target.

Traditional CAC regulation still prevails within water resource management in California in
spite of the fact that market instruments are gaining territory. Until recently, environmental
regulators saw the market as a ”power adversary” and market forces as forces that acted to
degrade the environment. However, this attitude has changed as the “adversary” has turned
into a “powerful ally” (Tietenberg, 1990, p. 17). Market-based regulations were seen as
providing flexibility and as a way for individuals to select the best means of meeting an
environmental goal (European Environment Agency, 2006; Goulder & Parry, 2008). As
argued by Oh and Svendsen (2015), Denmark is one rare example where economic
instruments such as taxation have been used.

Still, the non-economic instrument of CAC policies prevails as is the case in Californian
water resource management. This top-down approach gives the people subjected to regulation
very few incentives to voluntarily improve their performance (Andersen, 1994a, p. 5). For
example, the government could simply specify the requirements and make it an offense to fail
to comply with these.
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The article takes a departure from the idea that environmental problems can be traced back to
policy failure. Policy failures arise from “government policies that generate perverse
incentives with regard to resource use and environmental pollution” (Speck et al., 2006, p.
18). Failed policies encourage over-exploitation of resources and/or generate excessive
amounts of waste. They can be in the form of environmentally damaging subsidies which are
put in place “to enhance the competitiveness of certain products, processes, economic sectors
or regions” and end up “discriminating against sound environmental practices” (ibid.). For
example, this is shown in inefficient water resource management.

Thus, this article seeks an answer to the empirical puzzle of why political decision-makers in
California maintain the status quo of CAC when market instruments are more efficient from
the perspective of overall society. This is done by simple theoretical outlining where the
principle of Ochams’ razor is truly used: any inessential premises or complexities ought to be
cut out of an argument to simplify the extremely complex reality of environmental regulation
(Daugbjerg & Svendsen, 2003). Our research method is the case study and the use of mainly
qualitative data, such as interviews or written statements. Thus it is possible to investigate
motivations and perceptions behind political behavior, such as the incentives for fighting
political reforms within water regulation. More specifically, we compare an empirically based
pattern in the case of water management policy in California to the theoretically predicted
one. If patterns coincide, the theory is confirmed and an explanation is provided (Svendsen &
Svendsen, 2014).

First, Section 2 demonstrates why CAC is an inefficient approach to water resource
management in terms of the public interest. Next, Section 3 explains, why small-sized interest
groups may have a private interest in fighting policy reform and maintain the status quo.
Section 4 gives the conclusion.

2. Theory on CAC

The traditional way of controlling pollution in Western Europe has been regulation by the use
of CAC (Daugbjerg & Svendsen, 2001). It tends “’to force all businesses to adopt the same
measures and practices of pollution control and thus accept identical shares of the pollution
control burden regardless of their relative impacts” (Andersen, 1994a, p. 21). Thus, CAC
regulations set standards, monitor and enforce. They are traditionally the most common way
for policy-makers to regulate the environment. The government simply specifies what is
required, and, subsequently, it becomes an offence to fail to comply with this requirement
(Hodge, 1995, p. 88). CAC regulations can take various forms. It can be an environmental
quality standard that must be achieved (e.g. the concentration of a particular chemical in a
body of water), a specific amount of emissions that are permitted (e.g. noise level from an
airport), or a particular action that must or must not be taken (e.g. a ban on a certain chemical)
(ibid.).

Regulations are generally easy to introduce and to administer. However, to make CAC
regulations cost-effective, the “amount of information needed required by the regulatory
authority is substantial” since the regulators “need to work out for themselves details of the
way in which and to the extent to which individual firms should act” (ibid., p. 89).
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Governments rarely have that type of detailed information, thus forcing regulators to
introduce regulations without this information. Consequently, the costs are usually not
minimized. For this reason, many economists generally advocate the use of market-based
instruments such as taxes rather than CAC. Figure 1 illustrates why.
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Figure 1. CAC and taxation

Assume that two farms exist as represented by the marginal cost curves MC; and MC,
respectively. If it is politically decided that the use of water should be fixed at the level of Q*,
then the environmental authorities may use CAC or a tax to achieve this goal. CAC means
that both farms in total must respect Q*. Note that the marginal cost of farm 2 (MC,) is less
than the marginal cost of firm 1 (MC,) at the existing level of production. Thus, it would be
better for the economy as a whole to require farm 2 to provide water reduction up to Q-
whereas farm 1 should provide Q; water reduction only. Thus, by alternatively using a tax P *
firm 2 and firm 1 will get the right economic incentives and together achieve Q* in a
cost-effective way (see Baumol & Oates, 1988; Daugbjerg & Svendsen, 2001).

b

In spite of less cost-effectiveness, Stavins (2003) explains that CAC instruments have
predominated because all of the main parties involved have reasons to favor them: affected
firms, environmental advocacy groups, organized labor, legislators, and bureaucrats.
Traditionally, legislators have found CAC regulations attractive. First, many legislators are
trained in law, which may predispose them to favor legalistic approaches (ibid: pp. 12-13).
Second, standards tend to help hide the costs while taxes generally impose these costs more
directly and explicitly. The benefits of market mechanisms are often “invisible to consumers,
while the costs they impose as fees or taxes are all too plain” (Stavins & Whitehead, 1997, p.
111).

Stavins (2003) gives the example that the nature and tone of public debate would greatly
differ from a discussion on a proposal for increases in gasoline taxes from a discussion on
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commensurate increases in the stringency of fuel economy standards for automobiles (ibid:
14). Additionally, standards offer greater opportunities for symbolic politics as strict
standards symbolize strong statements of support for environmental protection, even if
enforcement measures are not as strict later on. Lastly, bureaucrats are more wary of taxes
and legislators are cautious of enacting programs that are likely to be undermined in their
implementation by these bureaucrats. Taxes can imply a “scaled down role for the agency by
shifting decision-making from the bureaucracy to the private sector,” and thus bureaucrats
may oppose taxes to “prevent their expertise from becoming obsolete” (ibid.). Taxes can offer
many advantages over CAC regulations; operational simplicity for example. If properly
implemented, taxes can reduce administrative costs compared to CAC.

3. Logic of Collective Action and the “Iron Triangle”

In his famous 1965 book, The Logic of Collective Action: Public Goods and the Theory of
Groups, Mancur Olson writes about how groups are formed and investigates economic
incentives and disincentives for group formation and collective action. He questions accepted
wisdom about “group theory”, a theory that claims that groups will act to further their
common group goals. He challenges the idea that “groups of individuals with common
interests are expected to act on behalf of their common interests much as single individuals
are often expected to act on behalf of their personal interests” (Olson, 1965, p. 1). The “group
theory” argument arose from the idea that rational individuals act in a self-interested way, and
that, in the same manner, individuals in a group will act in the same rational, self-interested
way as a group. However, Olson refutes this assumption and emphasizes that individuals will
“not voluntarily act to achieve that common or group interest,” and he argues against the
logic that “groups act in their self-interest” because individuals do (ibid, p. 2).

The central thesis in Olson’s book is that larger groups are less likely to achieve their goals
than smaller groups. He argues that this is so because individuals in a group do not have
incentives to act, because the larger the group, the smaller the benefit of any one individual.
In large groups, each person gets a proportionally smaller benefit of the collective good.
Since the individual gets a small portion of the benefit, the individual will only contribute to
the group to a limited extent. Thus, one individual member of a group will rarely act to secure
the collective good of the group, unless that individual’s return will cover the individual’s
expenses or costs of acting. In addition, the organization of a large group is more costly than
the organization of a small group. Small groups are therefore more capable of reaching their
goals, because the costs of organization are less and each individual member of the group
receives a more substantial portion of the collective good (Olson, 1965, p. 63). The collective
good is provided by the voluntary and rational action of the members who find that the
benefit of providing the good exceeds the costs they bear in this action. Of course, some
small group members may free-ride off of the members who do provide the good, as the
former see no incentive to provide the good and thus end up exploiting the few members who
do act. Olson also emphasizes that small groups will never operate perfectly, since the
distribution of goods and burdens among members will always be unequal.
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Olson’s logic basically shows the problem of free-riding. Group benefits are inherently
shared so individuals cannot privatize their own benefit. In large groups, each group member
has a lower share of the benefit, and therefore it is less likely that any one member’s benefits
of helping provide the good will exceed the costs. Larger groups are more likely to have
free-rider problems, and members of a large group have less incentive to act. He compares
this to meetings that “involve too many people” and “accordingly cannot make decisions
promptly or carefully” (Olson, 1965, p. 53). When there is a large number of participants, a
typical individual participant knows that “his own efforts will probably not make much
difference to the outcome,” and, thus, this participant will not make as much effort to
understand the issues in question (ibid.).

The greater effectiveness of small groups is shown in Olson’s logic of collective action and
group theory same and he quotes George Simmel, who states that “smaller groups could act
more decisively and use their resources more effectively than large groups” (Olson, 1965, p.
54). Small groups are better at overcoming the collective action problem and undertake
rent-seeking that affects the choice of status quo or policy change in favor of their special
interests (Brandt & Svendsen, 2016).

Hillman (2009: 85) defines a rent as: “...a personal benefit that would not be obtained in a
competitive market.” Thus, a rent is a politically created special benefit outside the market
and: “Public policies also confer rents—for example, through lax environmental regulation”
(ibid.) Hillman continues: “Rent-seekers do not ask, “How can I productively earn income
today?” Rather, they ask themselves, “How can I convince someone to do something for me
today?” (ibid.) As such, rent-seeking may explain why the economists’ strong theoretical
rejection of the use of command-and-control has not been applied in practice.

Concerning the case of Californian water policy-making, Zetland identifies four sets of
rent-seeking actors: water bureaucrats, politicians, developers, and citizens (Zetland, 2009, p.
350). Consequently, in the line of Olson (1965), the “small group” consists of the bureaucrats,
politicians, and developers (what Zetland calls the “iron triangle”) whereas the citizens
become the “’large group.” Thus, the three actors, the bureaucrats, politicians and developers,
can easily form the “small group” of the “iron triangle” that would “support growth
inconsistent with maximized social welfare” because they would “enjoy the benefits of
growth while leaving the costs to fall on citizens” (Zetland, 2009, p. 351). These actors in
the ”small group” have more to gain from CAC regulations that continues to rely on
supply-side management in California.

The bureaucrat has little incentive to limit development and alienate politicians. The
politicians do not want to enact politically unpopular policies and want growth during their
term. Therefore, they would rather build a dam than increase taxation on water. The water
developers want more work and prestige, and hence, they will always favor expansion on the
supply-side of water. The “iron triangle” therefore pushes for expansion funded by taxpayers.
This “iron triangle” can, for example, promote a large-scale desalination project rather than
finding ways to decrease consumption. This “exploitation of the ‘ignorant’ majority by the
‘knowledgeable’ minority” helps to explain why the water sector in California chooses the
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policies they do. It shows why these actors do not choose to use the more effective tool,
taxation, in their policy-making.

CAC instruments can also be “comforting to politicians and people: governments know what
they are asking for, people know what they are getting, companies know what they are
supposed to deliver; the only people who do not like it are economists” (The Economist 1989
in Andersen 1994b: 1). CAC standards are often preferred by legislators (i.e. this “small
group”) since they may be more comfortable with a direct standards approach, rather than
market-based approaches. Standards also tend to hide the costs of control while emphasizing
the benefits, and standards offer greater opportunities for symbolic politics (Stavins &
Whitehead, 1997, p. 110). Politicians are able to hide the full costs and their distribution in
regulation, thus avoiding public debate and controversy on equity. In consequence, the “small
group” in California may also rely on CAC instruments due to comfort issues and
rent-seeking.

4. Conclusion

California faces water scarcity issues but has chosen an inadequate CAC approach. The
overall research question therefore addressed the empirical puzzle of why California has
chosen to maintain the status quo rather than implement the needed policy reforms. Based on
Olson (1965), we hypothesized that the small-sized groups were in a strong position to
maintain the status quo of CAC at the expense of the large group of citizens.

The “small groups” of politicians, developers and bureaucrats formed an “iron triangle”
(Zetland, 2009) and, in this way, established a coalition that was able to collectively push for
CAC regulations in their water policy. There were individual rent-seeking incentives in the
small group as the politicians did not want to impose market-based instruments. Rather, they
would like to have short-term development and economic growth during their term in order to
gain a positive reputation from the public to get re-elected. The developers would like more
work and prestige and the water bureaucrats have little incentive to limit development and
alienate politicians. By focusing on CAC and supply-side management, however, the voters
may end up paying more to fund these projects. CAC is easier to hide compared to
environmental taxes that are more explicitly shown to citizens. The ignorant majority is
exploited by the knowledgeable minority. Thus, the “small group” continues to “defend a
status quo management strategy that serves their interests but not those of citizens” (Zetland,
2009, p. 350).

Overall, Olson’s “small” and “large” group theory helps to explain why rent-seeking
policy-makers in California pursue CAC rather than market-based instruments. Because of a
lack of political feasibility to install market-based instruments, Californian politicians often
resort to CAC regulations which seem to be less wasteful to the citizen at the time. The costs
are much more hidden in CAC regulations than in a market-based instrument solution such as
taxation. Additionally, group theory shows how the “small group” (the political
decision-makers) can successfully join together and lobby for their own interests. In this case,
the “small group” in California has very little incentive to deviate from CAC instruments as
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they can enjoy their private success of these instruments at the expense of the citizens and the
public interest.

Future research should try to investigate how general this result is. Can the same theory
explain other cases in for example the United States or Europe? Could other rival theories be
reinforced or is it even possible to develop new theoretical propositions and explanations.
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