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An Overview of Government
Regulation

Mo regulatory agency has a mission w de-
press the economy or (0 raise the unemploy-
ment rate. However, many of their actions
have those undesirable effects. The barriers to
economic growth imposed by regulatory agen-
cées are numerous and growing. Regulatory
costs are a hidden tax reducing the competi-
tiveness of American business and the avail-
ability of employment in the United States.

The popular view of regulation is wrong. It
15 not a comest betwesn the “good guys”
{government and the consumer) and the “bad
guys™ (business). The reality is that the con-
sumer is at the receiving end of the benefits as
well as the costs generated by government
regulation.  Business is the middleman (or
WEmAn).

The nature of regulation becomes apparent
when seen from the viewpoint of the average
company. For each box on its organizational
chart, there are one or More gOVErnMEn! agen-
cies that are counterparts (o that box: Envi-
ronmental Protection Agency (EPA) and con-
struction of new facilities, Occupational Safety
and Health Administration (OSHA) and the
workplace, Equal Employmemt Opportunity
Commission (EEQC) and human resource
policies, etc. The rules these alphabet soup
agencies enforce figure heavily in the com-
pany’s internal decision making.

The impact of gpovernmental rule makers is
in one predictable direction: to increase the
firm's overhead and operating costs, and (o
reduce the resources available to perform its
major task of producing goods and services for
the consumer. Government regulation results
in the higher prices that consumers pay to
cover the cost of comphiance. But that charac-
teristic makes regulation especially attractive to

government officials, The costs do not show
up in the government's budget {(and thus do not
have to be paid for by taxation). But citizens-
consumers do pay those costs in the form of
higher prices.

Regulatory costs are a hidden tax reduc-
ing the competitiveness of American
business and the availabiliry of
employment in the United States.

The EPA says that the cost of complying
with environmental regulations came o $130
billion in 1994. That is not a static figure.
Recently enacted legislation will add new costs
in terms of billions of dollars a year. When
researchers add in the costis of meeting the
rules promulgated by several dozen other
regulatory agencies ranging from the Food and
Drug Administration (FDA) to the Natiopal
Highway Traffic Safety Administration, they
come up with an aggregate hidden tax of regu-
latory costs of $500 billion a year or more. If
Congress had to appropriate another $500 bil-
lion a year to cover those costs, it would not
approve so much regulation,

Going beyond the dollar signs, more subtle
and far more serious burdens result from the
tremendous amounts of regulations that are
promulgated. Central among these are the ad-
verse effects on research and development,
productivity, and capital formation. According
to professor Dale Jorgenson of Harvard Uni-
versity, by the time that the Clean Air Act is
fully implemented in the year 2005, its impact
{combined with that of previous environmental
regulations) will reduce the nation's capital












problem is not the negative task of punishing
wrongdoers. Rather, the challenge is a very
positive one: to change people’s incentives.
After all, people do not pollute because they
enjoy messing up the environment. They pol-
lute because it often is cheaper or easier than
not polluting.

The basic economic approach is that the
price of a product should reflect its burden on
the environment. If prices of goods and serv-
ices were increased to reflect the costs imposed
on the environment (perhaps as measured by
cleanup costs), consumers would buy less of
those environmentally damaging products. The
idea is to get polluters to change their ways as
high-polluting products become less atiractive
o consumers than low-polluting products.

Public policy should reduce the prolif-
eration and burden of regulation on all
companies — and thus obviate the need for
special exemptions (o a lucky few.

A study of the Delaware esiuary showed
that effluent fees, set at a high enough level to
achieve the desired level of water purity, would
cost only one-half as much as a conventional
regulatory program fo achieve the same envi-
ronmental cleanup.

What about the existing array of command-
and-control regulation? Here, economists offer
the notion of benefit-cost analysis to make sure
that any given régulation does more good than
harm. Benefit-cost analysis has been used for
decades in examining governmeni spending
programs. It is neither a revolutionary, new
idea nor an invention of the far right. In fact,
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such analyses have been attacked by both ends
of the political spectrum. The far left does not
like using economic analysis because nol every
proposal for government intervention passes a
benefit-cost test. The far right does not like it
either, because benefit-cost analysis can be
used [0 justify government infervention.

Benefit-cost tests compensate for the fact
that government decision makers do not face
economic constraints, If the costs 1o society of
a governmental regulation exceed the benefits,
that situation does not have an adverse impact
on the agency. The administrators may not
even know about it,

If the costs to society of a governmenial
regulation exceed the benefirs, that
situation does not have an adverse

impact on the agency.

Under the traditional approach they can
crow about the benefits and ignore the costs —
because the costs are transmitted to the con-
sumer, not by the government but by business,
In fact, regulatory activists can enjoy needling
business about price increases, even when they
result from the costs of complying with the
very regulations that the activists had urged be
adopted. To an economist, “overregulation” is
not an emotional term. It is merely shorthand
for governmental rules for which the costs to
the public are greater than the benefis,

In cases where dollars are an inappropriate
measure of government regulation’s impact,
there still may be opportunity for analysis in
the decision-making process. For example, the
drug that cures Rocky Mountain spotted fever

i






	Government Regulation and Medium-Sized Business
	Recommended Citation

	tmp.1439239326.pdf.kbZJa

