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total existing array of O3HA standards, The Natfomal Highway Traffic Safety
Administration fs pursuing mileage goals at a pace which will test the outer
Timits of the survival capacity of the relatively fow American companies that
2t produce motor wehicles,

Indeed, when we attempt to look at the emerging business-goversment
relationship from the business executive's viewpoint, we find a very
considerable public presence 1n what historically khave been private matters.
Mo busimess, Targe or small, cam operate without oboyimg 2 myriad of
govermment restrictions amd reguiations. Entrepremeurial decisions
fundamental to the busimess emterprise are incrsasingly becoming subject to
gaverrmental infleence, review or contrel -- decisions such as: ‘Weet Tines of
bhusiness o go Into? What products amd services ta produce? Which UInwest-
ments ta Flaance? How to produce goods and services? Weore ©o make thea?
How to marikét themT What prices to charge? Mhat profit to keep?

¥Yirtually every major department of the typical corporation in the
United States has one or more counterparts in a government agenmcy that
contrals or strongly influences fts intermal decision making. There 15 almost
8 "shadow®™ organization chart of public officials matching the organizational
structure of each private company. For exasple, the sclentists in corporate
research lTaboratories mow do much of their work to ensure that the products
they develop are not rejected by Tewyers in requiatory agencies. The
engineers I manufacturing departments sust make sure the eguipment they
specify meets the standards prosulgated by Labor Departsment autharities,
Marketing staffs must follow procedures established by government
adeimistrators im product safety agencies. The location of business
faciiities must conform with a variaty of environmesta)l statutes. The

activities of personmel staffs are {ncreasingly geared to meeting the

-dd-

gtandards of the varicus agencies concerned with employment comditions.
imance départments often besr the Brunt of the rising papersork burden
jeposed on business by government agencies.

In short, there sieply are few aspects of busimess sctivities that
escape some type of goversment review or influemce. Moreover -- and most
important -- the ispacts of regulation go far beyond general requirements for
corporate results; they incroasingly permeate every Facet af fnternal business
pperations.

Isportant internal adjusteents are taking place in the structure amd
pperation of the typical corporation. Each of the major busimess functions 1%
undergoing an important transforsstion. These changes temd efther to Incrosse
the overhead costs of doing business or to deflect management and employes
attention from the conventional tasks of designing, deweloping, producing, and
distributing new snd better or cheaper goods and services. As Arthur F. Burns
stated 1 Ris Frances Boyer Tecture in December 1978, “As things stand, many
corporate executives find so much of their emergy i1 devoted to coping with
regulatory probless that they cannot attend sufficiently to the creative part
of their business....”

The role of top management is undeérgoing a fundamental metamorphosis as
1t rosponds to the changing externs] environment. The outlock of key
corporate cxecutives 15 shifting from primery concérm with conventional
production and marketing decisions to coping with a bost of external amd often
strangs policy considerations, freguestly motivated by groups with non-
business and mon-econoaic priorities. Members of the senfor managesent group
mEy Becom: as attufed to the dedfred of thote fAew Interests as to thelr tradi-
tiona)l accountability ta sharehalders.
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It {s not surprising that numerous chief executives report that one-
third or more of their time 1s now devoted to gowernmental and publfic palicy
matters -- dealing with the meny federsl, state, and Tocal regulations that
affect the company, meeting with a wide variety of civic and special inkerest
groups that make “demands™ on the organizatioa’s resources, and increasingly
participating in the public policy srena. Domald Rumsfeld, Chief Executive of
a major pharmaceutical coapany and former Secrotary of Defemse, has described
wery personally the pervasiveness of government involvement im busimess:

i eyl R s B L

e e e s o

o A R R R

-= that 15 something ome can feel only by being here.

Some of the most fundamental impacts of govermmental intervention are
discernible fn the ressarch and devélopsent area, although the remifications
are Tikely ta unfold oaly over & Tong pericd of time fn the form of a reduced
rate of product and process innovation. A rising share of corporate RED
bidgets 15 being shifted to so-called defensive research, that is. to mesting
the requiresants of governmentsl regulatory agencies, rather than to desfgn-
{ng products with groatér custoser appeal. The trend s most advanced in the
automotive industry, where the head of Gemeral Motors' research laboratory
has stated: “we've diverted & large share of our rescurces -- sometimes up
to half =- {nte meating government regulations instead of devoting better
materfals, better manufacturing technigues, and better products....”

& similar trend i3 now occurring in the chemical adustry, in response to &
plethora of new laws and regulations, all ostensibly desfgned to yield a

clesner or safer enviromment, The government, via the regulatory process, 1%
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paflding what ampunts to a “legal envelope™ arcund existing technology.
A former assistant adeinistrator of the Environmental PFrotectiom Agency,
glenn E. Schweitzer, points ocut:

g s g g il S S B e g i

become eshraced in hassles with the regulatory agemcies....

The combined impacts of the rulimgs of EFA, O5HA, the Food and Drug
Administration, and the Consumer Product Safety Cosmission are also altering
safor aspects af the mamufacturing fusction of the typical American Business
firm. Ome resait of the pressures for production processes to meet government
grvirocmental and safety requirements 45 that & major share of compamy fRvest-
mgnt -- About ane-temth &t the pregent time -- 13 being devoted to thesa
required socfal responsibilities rather than to increasing the capacity to
produce higher quantities or an improwed quality of material output, &t Teast
a5 conventionally seasured. Coupled with the mamy factory closimgs dse to
regulation, the resdlt of these socially-imposed requiresents 3 & smaller
productive capacity in the Americam economy than §s penerally realized.

Moreover, wi cannot always assume that the loss of private productivity
is offset by an improvement fn some ares of social comcerm. For example,
Armco Stee] Corporation was reguired to install special scrubbing equipment
at one of {ts plants to reduce the emission of wisible iron oxide dust. The
Screbber coes succeed |m capturing 21.2 pounds per kour of the pollutant.
However, 1t 1% run by & 1,020-horsepower electric motor. In producing the
power for that motor, the electric utility's plant spews cut 3.0 pounds per
hour of sulfur and nitrogen oxides and other gasecus pollutants. Thus, even
though Armco 15 mewting goverrssnt vegulaticns on visfble sslssions, the air
is actually 1.8 pounds per hour dirtier because of the goversment's regulatory
requi rement.

27



Virteally every sspect of the marketing function of busfness 1s
affected by gowernment, Advertising and product warranties are pow subject To
fncreasing regulation by the Federa) Trade Cosmission. Labeling and packaging
is now regulated by the Federal Trade Commission, the Food and Drug Adeini-
stration, the Comsumer Product Safety Comfssion, and the Department of
Agriculture. Motor wehfcle producers must include mileage ratings in
advertisimg; clgerettes must display statements ahout their probable limk to
cancer; appliances must be labeled according to eneérgy usage; and processed
foods mast 11st Ingredients ia specified order. The mott severs restrictions,
however, relate to the increasimg power of government agencies to refuse to
permit the production of products not meetimg their standards or requiring the
recall of products already sold, The latter 45 a process which 1s often
guphemistically refarred to a5 "reverse distribution.”

The primary thrust of many personnel departments has shifted froa
serving the staffing needs of their companies to meeting the requirements of
ind pressures from governmant agencies. Maintaimimg cosplete familiarity with
applicable regulations, f11Ving out agency forms, and preparing reports to the
government 1iterally have been elevated to major end products of this tradi-
tional corporate function. Ome astute observer of the Washington scens has
pointad cut the adverse albeit unintended impact of these requlatory
activities: "It has becoms comsiderably more expensive to employ amyone,”

It 1s finance departments that oftes bear the brunt of the almost
frsatisable demand for papersork fro@ government agencies. To aa fncrezaing
gxtent, corparate finance units are rescting to external demands for informa-
tion, rather than primarily mecting the corporatien's own dats requiremenats
for internal planning, reporting, and control. This reflects the change in
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tee focus of corporate decision making whereby a variety of outsids organiza-
tions and considerations Flgure so actively.

Exparsions in specialized staff operations often constitute the most
direct company response Lo the widealmg role of government fn business.
Tirtually every company 19 developing some capability to iaform 1tself abowt
and evaluate present and future government developsents as they relate to fts
activities. Firms of substantial $ize generally meintain bBeadguarters plan-
ning staffa and Weshington offices, while snaller companies rely primarily on
thelr trede astocliatioas and on Washington-based attornmeys and consultants.

In some cases, substantial changes are made in the corporate organfzational
structure. A major headguarters office on goverrment relatfons may be
establisked by o compamy, with direct ties to esach of 1ts cperating depart-
ments, a5 woll a5 offices in Washingtom and state capitais.

Professor Douglas North of the University of Washington contends that
the key margin of decision making fn our society today 15 access to government
influsace. As he describes the matter, the predictable woswlt iz to shife
the focus of the investment of resources fmto attespts to favorably influesce
the strategic govermment official or to prevent the enactment of governsmental
palicies that wi11 adversely affect the fnterest of growps.” The pofnt may be
overstated. There are $till many more opportunities for private undertakings.
Mareaver, the adverse public reactiom to massive wse of business resources in
politics would, under prosent circumstances at Teast, be overwhelaing. Never-
theless, Worth 15 Yndicating an {mportant emerging developsent, especially in
the case of the Targer business organizations.



MEASURTNG THE EFFECTS OF REGULATION

Let ut take snather look at the phenomensn of regelation. Government
feposition of socially desirable requirements o busimess through the regulia-
tory process may appear at first to be A fnexpensive way oF achigving
national objectives. This practice would seem to represent nd significant
burdan on the consumer. Mowsver, the public does mot get a free or even a
low-cost Tunch when government fmposes requirements on private industry. In
large measure, the costs of government reguiation show up in higher prices of
the goods and services that comsumers buy. These higher prices represent theo
*hidden tax® imposed on the public by government regulation.

First-order effects

The phenomenon of the regulatory tax 1s most visible fn automebile
regalation. The newly produced automobile in the United States carries a load
of equipment which the federal government has mandated must be installed,
ranging from catalytic converters to heavier buspers. AIN fn all, there was
approximately $566 in goversment-mandated safety and emvironmental coftral
oguipment in the typical 1978 passenger automobile. But examimaticon af the
wisible costs, such as to the motorist, provides only the initfal or "frit-
order” effects of government regulation.

Second-order effects

it {5 the Indirect or second-order effects that are truly huge -- the
varfous efforts favalved in chamging @ company’s way of doing busimess inm
order to comply with government directives. One indirect cost of reguiation
is the growing paperwork imposed om business firms: the expensive and time-
consuming process of submitting reports, making applications, fi1ling out

questionnaires, and replying to orders and directives.
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Governmant regulation can also have strongly adverse effects om employ-
gent. This fact has been demomstrated im the minioum wige sres where teen-

agers incressingly have besn priced out of laber markets. One study has shown
that the 1566 fncrease fa the statutory minimum wage resulted in teenage
employnent 1n the United States befng 225,000 lTower fn 1972 than 1t othemdise
woild hawve bian.

It s difficult, of course, to obtain am aggregate measure of the total
cott fmvelved in complying with governmental reguilatioms. A ploneering effart
along those Vimes was made at the Center for the Study of American Busfness at
Washingten Uafwersity 4n 5t. Louis. e culled from the available 1iterature
the more reliable estimates af the costs of specific regulatory programs.
Using a comservative procedure, we put the wariows dollar figures on a con-
sistent basis and aggregated the results For 1976. The total anmual cost of
faderal regulation was shown to be approximately 5366 billfon, comsisting of 53
bi11ien of taspayer costs to cperate the regulatory agencies and $63 bi111on
{or twanty times as such) for busfness to comply with the regulations. Thaus,
on the average, each dollar that Comgress appropriates for requiation tends to
resglt in am additional 530 of costs impoted on the private sector of the
BCON0EY -

If we spply the same sultiplier of teonty (between the ssounts budgoted
for regulatory sctivities and the private cost of compliamce) to the budget
Figures which are availsble for more recent years, we can come up Wwith more
current approxisations of the privete sector's codt of compliance. O that
basis, the costs arising from federal regulation of businéss in the Uaited
States [both the expenses of the regulatory agencles thesselves as well as the
cost they Indace im the private sector) come to a total of 5121 BA11on in

1579, consisting of 55 bi111on of federal budget costs and approxi=mately
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ety timgs that amount in private sector expenses of compliamce. That 1s a
substantial hidden tax imposed by federal regulation, of about $500 per capita.
Third-order effects

Yet, the most fundamental fmepacts of governsemtal interventfon are what
wi can call the third-order or {nduced effects on the corporatfon. These are
the sctions that the Firm takes to respond to the direct and indirect affecks
of regulation. These responses often include such negative acticms as cutting
back on research and development and om mew capital formation because of the
diversion of funds to meet govermment-mandated socfial reguirements. The basie
functioning of the business systes {3 adversely affected by these cusalative
fopacts, notably 1m the reduced pace of Inmovatfon, the lessened ability to
Tinance growth, and wltimately the weakeming of the capability of the firm to
perform 1ts ceatral role of producing goods and services for the consumer.
These difficult-to-measure TRdeced Tmpacts may, In the Tong run, far oubweigh
the more measurable direct costs resulting from the fmposition of government
authority over private sector decisfon making.

For example, the government decisiom makimg process cam have adverse
effects on capital formation by introducing uncertainty about the future of
regulations gowerning mew processes and products. It 1s becomimg imcreasingly
difficult for American comparies to move ahead with builiding any new ensrgy
faciiities. A cogent exsmpie is furnished im the report By a task force of
the President's Energy Ressurces Counci]l dealing with the development of a now
synthetic fusl {ndustry.

The task force stated, for example, thet a major uncertainty was tha
Tength of time that a project would be delayed pending the fssuance of an
envirommental fepact statemenmt that would stand up in court. They moted that

a37a

the cost of such delays -- additiosal interim fisancing and further Cost
fncreases in labor and equipment -= 15 an obvious poteatial hazard for any new
project. The task farce provided the following evaluation of the overall
ympact of government regulatory activity: “ln summary, some of these require-
ments could easily hold wp or permanestly postpone any attempt to build and
pperate a gynthetic fuels plant.”

Comgider the {anovative product rescarch and developmest that s not
performed becsuse corporateé research and development budgets increasingly are
being devoted to what is termed “defensive research.” A number of companies
FEpOFt that they devots large and growing shares of their sclentific resources
to meeting regulatery requirements or avaiding running afoul of regulatory
restrictions. Ome hidden cost of government regalation s & reduced rate of
introduction of now products.

Where the lmpact of gowernment i3 less dramatic, 1t may be no less pro-
found. A significant but subtle Buresdcratization occurs im the corporate
activity that {s undertaken. The Employee Retirement Imcome Security Act of
1974 [ERISA] has shifted much of the concern of the management of pension
funds from maximizing the return on the comtributions to following a mere
ciutious approach of minimizing the 1{kelihood that the fund managers will be
criticized or sued for their {nvestment decisfons. It thus becomes safer,
#1though not neceszarily more desirable to the esployees covered, for the
pension managers to keep more detailed records of thefr delfberations, to hire
more outside experts (so that the responsibility can be diluted), and to avoid
innovative Investments, The federal rules also tend to make the pentfom fund
manager urilling to inwest in other than blue-chip stocks, thus depriving
smaller, mewer, and riskier sntorprises of &s important source of wenture capital.
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From such regulatory experiences, we can soe that the nation 1s paying
yet ancther price for the expansion of government power -- the attentuation of
the risk-bearing and entreprescurial charscteristics of the private enterprise
system,

THE IMPLICATIONS FOR ACADEMIC THIMKING

It needs to be recognized that fmpetus for most of the expansion in
government power over Busimess 135 mot being provided by the industries baing
requiated; generally they have shown minimmm esthusiase for €FA, OSHA, EECC,
ERISA, etc. If anything, they clafm that the “benefits® to them of these
requlations are negative. The pressures for the new style of regulation come,
rather, from a variety of citizen groups concerned primarily with mos-economic
aspects of our mational Tife -- environmentalists, consumer groups, labor
unfoms, and civil rights organizations.

To talk or write abowt the reculated Industry “capturing” 1ts regula-
tors 15, to put it kindly, a rather guaint way of viewimg the fundsmental
shift in business decision making mow taking plece, the shift of piwer from
private mnagers ta public officials. Yet, the core of the sconoaist’s
version of the “capture® theory still holds -- public policy tends to be
dominated by the orgamized and compact pressure groups who attain their
benefits at the expense of the more diffused and larger body of comsumers.
But the mature of those interest groups has chamged in recent years. Rather
than the railroad baron (a relatively easy target for attack), the willain of
the plece oftes has become a self-styled representative of the public
{nterest who has seccoeded so Frequestly in fdentifyimg his or Ber personal
prejudices with the national well-being. In contrast, the businmess firm, inm
performing the traditional middleman functioa, typically serves the

unapprociated and isveluntary role of proxy for the overall consumer interest.

TR

The changing nature of reguiation cam be seen with reference to
Figure 1. The wertical 1ines show the traditiomal relationship betesen the
pld=-style of regulatory commission (the Interstate Commerce Commission, the
Civi1 Aeronawtics Board -- while 1t 15 stil1l in existence -- etc.) and the
speci fic fndustry that 1t reguiates. However, the great bulk of the ecomomy

== the manufacturing, trade, snd services sectors -- % virtually exempt from
that type of requiation.

In comtrast, the horizoatal Tines show the newer bread of regulatios --
tha EPA, OSMA, CPSC, etc. 1In the case of thess relative newcomers to the
burgaucracy, thilr jurisdictions extend fo the great bulk of the private
gactor and at times to activities in the public sector {tself. It 13 this
far-ranging characteristic that makes 1t fmpractical for amy single fndustry
te dominate these regulatory activities in the munmer of the traditicnal madel.

Yet, in comparison to the older agemcies oriested to specific
fndustries, the newer regulators operate fm 8 far parrower sphere. They are
not concerned with the totality of a company or industry, bat only with the
limited segmonts of cperations which fall under their jurisdiction. If there
is amy special interest that may come to dominate such a functionally oriented
agency, 1t is the one that 13 precccupfed with 1ts specific task --

ecologists, uvnlons, civil rights groups, and consumer organdzatioms.

hpproaches to Regulatory Reform

Econosi sts are prong to take measursments of economic phenomena. The
mumbers, of coirse, are not an end 1n themselves, but an input to decision
mekers. The messurement of the costs and related impacts that flew From
goverrment regulatfon is no esoteric matter. This information cas be used in

Bany ways. First of 217, the cost data show the pubiic and the govermment the
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FIGIRE 1

VARIATIONS INM FEDERAL REGULATION OF BUSIRESS

Industry or Sector of the Ecomssmy
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pconomic importance that regulation has assumed, especially as mepsured by the
large dollar amounts of resources that are required to be devoted to meeting
federa] mandates.

secondly, this informatioa helps to shift the pudlic dalogue onto mew
and Righer grownd. The pertinent policy questions are no longer, “Are you for
or against clean air or safe products?® or other such absolutes.
Tncreasingly, the public discussions are 1n teres of such less esotional ard
Tong-neglécted questions as, "How well is the requlatory process workingi®®
prd, “Are thére better ways of achievimg the publifc's desires?®

Finally, the avallability of information on the costs of requlation 1s
an importamt step fn reforming the regulatory process. The presence of the
cost data Tnevitably Teads to proposals for bemefit/cost analyses, cost-
effectivensss studies, risk-besefit evaluations, ard similar analytical
approaches to what 1m the past too often had beem wiewed as emotional fasues.
Hopefully, Tegislation reforming requlatory practices will mandate such
wralytical techniques and thus improve the cost -- and Bemeffit -- dats that
are used fn the regulatory process.

A new way of locking at the microeconcalc effects of regulatory pro-
grems is neaded. A parallel can be drasn to macroeconosic matters, whore
important and confifcting objectives are recognized and attespts to trade off
are made (for example, a4 between economic growth and price stabiiity). At
the microeconomic Yewel, 1t Tikewise 1s appropriate to recomcile the goais of
specific goverrment programs with mational objectives. Environmental protecs-
tlon, product safety, and other reguiatory efforts should be related to costs
to the consumer, awaflability of new products, and emplayment. [m part, this
recomcilfation can be made at the initfal stages of the government process,

when the presidest proposes snd the Comgress emacts mew regulatory programs.
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Benefit-Cost Analysis

One device Tor broadenimg the horizons of government policymakers and
adeinistrators 1s the economic impact statement. Policymskers could be
required to consider the costs (and other adverse effects) of their actions as
well a5 the benefits. This 15 not a novel fdea. In November 1974, then-
Presidant Gerald Ford imstructed the federal agencies wnder his Jurisdiction
to examine the effect: of the major regulatory actions on Codts, productivity,
gmployment, and other sconomic Factors. President Carter has ¢ontineod this
effart, with some modificatisns.

This first step 15 subject to several shortcomings. Many of the key
regulatory agencies -- ranging from the Consumer Product Safety Commission to
the Federa]l Communications Commission -- are so-called "findependent agencies,”
which are beyond the President's jurisdiction fn these matters. Even n the
case of the regulatory activities that come within presfdential owversight,
the agencies covered by the Executive Order are required only to examine the
pconomic aspects of thelr actions; the weight they give to econoadc Factors
remains in thefr discretion -- to the extent that Congressicnal statutes
permit them to give any comsideration to economic influences at all.

A broader approsch 15 nesded, one with a strong Tegfslative mandate.
In the fashion of the envircnmenta] impact statesents (but without as much of
the trivia), Comgress should reguire esch reguiatory agency to assess the
impact of 1ts proposed actions on the society as a whole, and particularily om
the economy. Much would depend on the “teeth™ put into any required econcaic
{mpact statement. Merély legislating the performsnce of some economic
analysis by an unsyspathetic reguiator wowld serve 1ittle purpose beyond
delaying the regulatory process and making 1t more costly. But limiting
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government reguiation to those instamces where the total benefits to society
grcend the costs would be & major departure from currest practice.

Goverrment reguiation should be carried to the point where the
fncremental costs equal the incremental besefits, and mo further. Indeed,
this 15 the basic criterfon that {: generally used to screen govermeent
investments in physical rescurces. Overreguiation 15 mot an emotional term.
it is the econcmist's shorthand for regulation Tor which the costs exceed the
benafits.

The critics of the snalytical approsch to evaluate government regula-
efon tend to forget that benefit/cost asalysis 13 a neutral comcept, It giwes
g% much welight to a dollar of benefits 45 to & dollar of costs. @nd in &
broader sense, the estimation of bemefits and costs need not be necessarily
ylewed in dollar terms. The costs &5 wall &3 the benefits may at times
properly be measured in terms of humam 1ife. For example, the ODccupation
safety and Health Administration regulations may have a very high opportusity
cost when they diwvert professional safety staffs of the companies from their
traditional duty of training workers in safer procedures. The “benefits” of

follewing the Federal Register may be far more 11lusory amd surely fewer.

The feplementation of benefitfcost anafyses needs & great deal of
attention, A&fFter all, & réluctant agency can mersly go through the motions of
studying the effects of its actions on the ecomomy and proceed as |t
originally intended. An agency mot directly Tmvolved in reguiation -- such as
the Ganeral Accountimg Office or the Office of Management and Budget -- should
28t government-wide standards, concepts, amd methods of performing ecomomic
evaluations of regulations, including the estimation of bemefits amd costs.
The determination of the interést rates to be used fm discoumting future costs
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and benefits, for example, should mot be a matter left to the Judgeent of the
agency which is attespting to Justify 1ts ows sction. Where & dollar sign
cannot be placed on the benefits, reliance cén be placed on cost/effectiveness
analysis, which is a search for least-cost solutions.

ks a minimum, the Congress should emdorse the kind of common sense that
wat esbodied in the recent court decisfon which stopped DSHA from fssuing new
benzene regalations, The court’s language is instructive: "Although the
agency does mot have to conduct an elabarate cost/benefit analysis . . . 1t
do#s have to determine whether the benefits expected from the stamdards bedr a
reasonable relationship to the costs {mposed by the standard.®

The ability of the executive branch to charge the basic regul atory
system 15 Vimited. Each reguiation is fssued in accord with a Taw passod by
Congress. Reform measures canmot simply be "prociaimed,” they must be
legislated. Many of the proposals to reform government regulation fnvolve the
“sunset” mechanism -- the compulsery periodic review of each major requiatory
progran to determine whether it s worthwhile to continue it in the Tight af
changing circumstances. This procedurs would provide Congress with a formal
opportunity to revise the underlying regulatory statutes or 1o determing that
a given régulatory program is no Tomger needed and that the *zun® sheuld be
allowed to "set” on 1t. A benefit/cost analysis would provide a quantitative
pechanism to ald 1n making thoze value judgments.
B ting &5 & Mans Toal

Greater attamtion should be given to the role of the budget process inm
managing regulation. In those cases where an agemcy's regulations generate
more costs than besefits, the agency's budget for the coming year should be
reduced, and parhaps vice versa. Because the appropriationt for the regulatory
agencies are small portions of the government's total budget, Timited attention

T

hes been given to them {n the budget process. In wiew of the large costs that
they aften impose en the society as a whale, greater attention is warranted

to the reviews of their appropristion requests wia a4 regulatory badget.
Changing Attitudes Toward Regulaticon

Fundamentally, regulatory reform 15 not & concern with technical
measurements or sdeinistrative procedures. Rather, governmest decisfon makers
peed to take & very different view of the regulatory mechaaism tham they do
AoW. Hather than relying on regulaticn to contral fn detaf] every Facet of
private behavior, the regulatory device needs to be seen as & powerful tos] to
be used reluctantly and with great care asd discretion. Basically, it fs
attitudes that need to be changed. Experiesnce with the job safety progranm
provides & cogent example. Although the governmest's safety rules have
resulted in b1111ons of dollars in public and private outlays, the go4l of &
sdfer work environment Ras not been achieved.

A more satisfying answer to improving the effectivensss of government
requiation of private activities reguires a major change in the approach to
régulation, and oae not 1imited to the job safety progrem. [ndesd, that pro-
gram 15 used here merely 2% an illustration. IF the objective of pablic
policy 15 to reduce accidents, them public palfcy should focus directly on the
redsction of accidents. Excessively detailed regulatiens are often merely 2
substitute -- the porma] bureascratic substitute -- for hard palficy decisions.

Ratmer than placing emphasis on fssuing citetions to employers who fail
ta F111 forms out correctly orf who &0 not post the reqguived motices, stress
shawild be placed om the regulation of those cmployers with high and rising
accident rates. Perhaps Times should be levied on those establishments with
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the warst safety records. As the accident rates declime toward some sensible
standard, the fines could be reduced or elimimated. But the governssnt showld
not be much comcermed with the way a specific organization achieves a safer
working enviromment. Some companies may find 1t more efficlent to chamge work
rules, others to buy new eguipsent, and sei1] others to retrain workers. The
making of this chofce s precisely the kind of operational busiress decision
making that government should aveid, but thet now dominates sany regulatory

programs.
Al ternatives to Regulation

The promulgation by govermment of rules &nd régulations restricting ar
prescribing private activity 1s not, of course, the only mesns af accomplishimg
public objectives. Codes of bahavior adhered to oa & volumtary basis can be
effective. MWorsover, govermsent has available to it various posers other tham
the requlatory mechanizm. Through 1ts taxing authority, the government cCan
provide strong signals to the market. Rather then promulgating detatled
regalations governing alliowable discharges into the nation’s waterways, the
government could Tevy substantial taxes on thoss discharges.

The ute of taxzation would be meant neither to punish polluters nor to
give them a "1icense™ to pollute. Mather, 1t would be using the price system
to encourage producers and consumers to shift ta less pollutimg ways of
producing and consuming goods and services. Price incentives tend to force
the eavironmental agencies to consider explicitly the cost of cleaning up
pollution, while direct controls make 1t very sasy to adopt extremely
expensive if mot unrealistic goals, such as zero discharge.

In the case af the traditional ome-imdustry type of government regulé-
tlon (2% of airlfmes, trucking, amd railrcads), a greater role should be gfved
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to the cospetitive process and to market forces. Unllke the newer foras of
requiation, the older forms of regulation are often mainly barriers to entry
into a givens industry, protecting existing fires from competitios by potential
nes ontrants. To date, none of the procedural reforms previously described
has beem enacted by the Congress. Perhaps the sost significant simgie
Tegisiative action in the reguiatory reform area in receat years was the Taw
phasimg out the Civil Aeronautics Board over 4 seven-year period.

With reference to congumer protection, an information strategy can
provide & sensible alternative to compulsory product standards. For the many
visible hazards that consumers wolumtarily subject themselves to, the most
ieportant consideration in public policy is to improve the Tadividual’s
knowledge of the risks Involved rather than Vimit persona] discretion. In
their daily Tives, citizens rarely cpt for zerp risk altermatives bt trade
off betwesn speed and safety, for exsmple.

The more widespread provisfon of Informatien to consumers om potestial
hazards in varicds products may, In many circusstances, be far more effective
than banning specific products or setting standards reguiring expemsive
alterations 1n existing products. The information approach takes sccount of
the great variety of consumer desires and capabilities. Imterestingly enough,
this approach often s favored in consumer surveys, although not by some of
the most vehesent represemtatives of the so-calied public interest groups.

Any realistic appraisal of governsent reguiation must acknow]edge that
feportant and poaftive bempefits have resulted from miny of the regqulatory
activities -- legs pollution, fewer product hazards, reducing Job discrimima-
tion, and other socfally desfrable goals of our soclety. But the
"snternslities” gensrated by federal regulation do not Justify govermmental
attempts to rogulate every facet of private behavior. A reasonable approach
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ta this problem requires great discriminstion in sorting out the harards that
are important to regulate from the kisds of lesser hazards that cam best be
deallt with by the normal prudence of consumers, workers, and business Tires.
The serious guestion, of course, 15 not whether government should deal
with those market Tailores, but which Technigues and approaches are most
effective. To an eclectic economist, government requlation should be cerried
ta the point where the incremsntal casts equal the Tacrensntal benefits, and
no further. Those whe are concérned that this approach justifies a consider-
able smount of government TAtervention {n the econosy may Find some salace in
the words of Friedrich von Hayek in his Constitution of Liberty: “...a free

market systes does not éxclude oa principle ...a11 regqulations governing the
technlgues of production.... They will aormally rafse the coit of production,
ar what smounts to the same thing, reduce overall preductivity. Sut 4 this
effect on cost 15 fully takem into account amd 1t is still thought wortkwhile
to {ncur the cost to achiewe a given end, there 15 1ittle more to be said
about it. The appropriatesess of such measures most be judged by comparimg
the overall costs with the galm; it camnat be conclusively detersined by

appeal to a general principle.”

COMMENTS ON PERSOMNEL
Carolyn Eskew

It has been 16 years slnce TIthe VI of the 194 C1¢11 Rights Act becams
g part of our 1ives, and we're 3t117 passing acts to make 1t work and {ssuing
guldelines. In 197, the Age Discrimination in Employment Act was passed; in
1473, the Aehabilfitation Act; fn 1574, the Vietnam Era Veterans Readjustment
Assistance Act] and prior to these was the 193 Equa’l Pay Act.

Two mafor agencies were estabiished undsr Title VII of the Civil Rights
Act and Executive Order 11345. They are the Equal Esployment Opportusity
Comission, kmown as EEOC, and the Departeent of Labor's OFfice of Federal
Contract Compliance Programs, known &% the OFCCP. Both agemcies are designed
to enforce aatidiscrisination and affirmative action requirements. The EEOC
deals with fndividual job blas complaints, while the OFCCP Tocuses on
classwide or “systemic® discrimination by federa] contractors.

These are the acts that affect a11 companfes today. And whethér the
résults aré §ebd or bad really resalns to be seen, | think. The companies
that are affected the most are those which are probably already making the
best efforts and would comtinue to do the most. But somshow, thet's how
things seem to work. Those fires that are doing, or trying to do, the right
thing are those which are wiually penslfized by new laws.

An order of the Equal Employsent Opportunity Commissfon coscersing
sexual discrimination now forbids sexual harassment of employees by ewoloyers.
The order makes esployers responsible for any sexual harassment By 1ts super-
visory personnel, regardiess of whether the employer kniw or should have kmown
of such harassment. Three criteris o117 determine whether am action consti-

tutes unlawful sexual harassment. Umwelcome semuall advamces become 11Tegal

Caralyn Eskew 15 Persoane] DIrector, LarondaTet Foundry ¥n SE. Louls, Pissouri.
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