VICTOR JUHASZ

Is Government Regulation
Crippling Business?
by Robert Crandall

T

HREE-QUARTERS OF A CENTURY AGO the great issue pitting
business against government was monopoly power;
after that it was unionism; today the provocation to
battle is the issue of regulation. Nothing angers businessmen
large and small more than federal intervention in matters of
safety and environmental control. And nowhere is the state
more intrusive and demanding in its relation to the private
sphere. Their contest, waged in courtrooms, in the press, in
the corridors of Washington, proceeds from the question:
How much protection do workers, consumers, and the public
need? But posing the question in that form has permitted
regulators and interest groups to ride public sympathy to
even more expensive, ill-considered forms of government
control. The relevant question should be, how can regulation
be designed so as to minimize expense and confusion, without sacrificing safety and health? The regulatory problem is
one of method as much as scope.
Until as recently as a decade ago, the word regulation was
applied almost exclusively to the government's attempt to
control prices and licensing in such fields as transportation,
electrical and gas utilities, communications, and oil and gas
production. Today such agencies as the Civil Aeronautics
Board, the Interstate Commerce Commission, and the

Federal Communications Commission have this role.
But the 1970s have witnessed the growth of a new form of
regulation that involves health, safety, and environmental
protection. In less than 10 years Congress has created a
federal bureaucracy employing 80,000 people, with the mission of protecting consumers or workers from harm. Among
the more important of the new agencies, and their dates of
creation, are:
The Environmental Protection Agency (EPA), 1970
The National Highway Traffic Safety Administration
(NHTSA), 1970
The Occupational Safety and Health Administration
(OSHA), 1970
The Consumer Product Safety Commission (CPSC), 1972
The Office of Surface Mining Reclamation and Enforcement
(in the Department of the Interior), 1977
At least another 15 lesser agencies or offices have also been
created, and many existing organizations—such as the
Federal Trade Commission—enjoy greater authority.
These groups act as agents for the public (including workers), which has no way of bargaining with business over
product safety, pollution, or workplace hazards. We owe to
these various organizations a substantial reduction in the

31

SR 1-20-79

PRODUCED 2005 BY UNZ.ORG
ELECTRONIC REPRODUCTION PROHIBITED

quantity of noxious particulates and sulfur dioxide in the air,
less muck in our waterways, and a sizable decrease in the
number of fatal mining accidents, among other achievements.
Yet balanced against these notable successes is an even
heavier load of failure. The promulgation of thousands of
highly detailed standards has proved both confusing and
costly. Automobile safety requirements have had no demnnstrable effect on the highway death toll. The EPA's sulfur
emissions standards will cost industry $1 billion more per
year than more flexible, though equally safe, measures. A
new program to make public transportation available to the
handicapped costs more than providing them limousine service. OSHA's industrial-noise standards might run to $2 billion a year, neglecting much less expensive forms of worker
protection.
There are two problems with this new "social" regulation, both of them locked in the design of the agencies
themselves. First, it is impossible to calculate adequately
either the costs or the benefits of the standards which these
agencies impose. Had Congress used pollution taxes or insurance schemes to force or cajole companies to devise
health and safety standards, the cost of the programs could
have been easily computed. But the
deliberate decision to have agencies
m a n d a t e s t a n d a r d s for b u s i n e s s
means that firms will simply add the
costs of compliance into the price of
products. The ultimate cost of a given
standard is thus anybody's guess, a
great boon to those seeking to disguise
the true costs of regulation.
The second problem is the powerful
influence that special-interest groups
have been able to wield. These groups
include public-interest organizations as
well as unions and large firms. Again,
because the agencies are so little accountable for their actions, they have
p r o v e d an e a s y m a r k for h i g h l y
organized lobbies.
THE COST OF SOCIAL REGULATION

haS

grown to vast proportions because society is billed for it indirectly. Here the
contrast with the traditional rate-setting
form of regulation is instructive. If the
ICC were to suggest a 50 percent increase in railroad and
trucking rates tomorrow, furious cries of collusion would fill
the air. If a state commission were to grant a local electrical
utility a 50 percent boost, consumers would storm the walls.
If, however, EPA or OSHA were to announce that it was
tightening all of its standards by 25 percent (which might
increase compliance costs by 50 percent), the reaction would
probably range from indifference to mild approval that businesses were being forced to stop polluting or endangering
workers. The fact that costs and, therefore, prices would soon
reflect this change would not be advertised by EPA or OSHA,
understood by most citizens, or even believed by the ardent
proponents of regulation.
EPA's standard for photochemical smog provides a noteworthy example of this heedless expenditure of society's resources. Congress has established a goal of reducing
automebi'le emissions by 90 percent from their earlier, uncontrolled levels. Two of these pollutants, hydrocarbons and nitrogen oxides, are thought to create smog through a reaction
with sunlight. A major component of this smog, ozone, has
been thought to have harmful effects upon chronic respiratory diseases and breathing capacity. Unfortunately, there is

little evidence of either effect at low levels of exposure. EPA
has discovered that the only study linking ozone to respiratory disease is 22 years old, and has never been verified. No
one even knows for sure how ozone exposure was measured
in this study. But EPA, undaunted, is proposing to keep a
very tight air standard for ozone—0.1 parts per million—at
an annual cost of $14 to $19 billion per year. A looser standard, though reducing costs, would put Congress in the embarrassing position of having to roll back automobile
emissions standards. To avoid this outcome, EPA simply argues that there is some danger to health from allowing higher
levels of ozone concentration, regardless of the evidence; few
consumers will understand how much this will cost them, or
how little it may help.
Since agencies generally do not have any interest in calculating the costs of their actions—indeed, they would prefer to avoid such embarrassments—it is not surprising that
we do not know how much NHTSA, OSHA, or EPA is
really costing us. The estimated cost of complying with EPA
regulations in 1976 was $15 billion; if the agency enforced all
of its standards the cost could reach at least $40 billion by
the early 1980s. OSHA, which has not moved so fast nor so
aggressively, may be costing us only
$2 or $3 billion per year. Automobile
safety regulation probably requires at
least another $3 billion per year. Regulation of safety in coal mines has
probably reduced labor productivity
by about 50 percent. There is clear evidence that FDA regulation has reduced the rate of introduction of new
therapeutic drugs. The total cost of all
of these forms of regulation is thus immense, but we do not know with precision what the total burden is today or
what it will be tomorrow.
The secondary effects of regulation
increase the bill even further. Edward
Denison of the Brookings Institution
has e s t i m a t e d that p r o d u c t i v i t y
growth was reduced by nearly 20 percent in 1975 owing to increasing environmental control costs and health
and safety regulations imposed upon
private nonfarm business. But in 1975,
Denison estimates, b u s i n e s s s p e n t
only $9 billion on environmental control. This number will
probably increase four- or fivefold by the mid 1980s if EPA
implements the laws which it administers and enforces the
resulting standards.
In short, we have considerable evidence that growing
social regulation could eat into our ability to grow economically. Productivity growth has slowed to about 1 percent
per year, a rate which will permit very little improvement in
the average standard of living and even less ability to address other pressing social problems. There can be little
doubt that regulation has contributed to this sharp deceleration in growth.
KEciui ATioN IS sui'i'osED to protect the public; but the workings of the political process insure that general welfare will be
overiooked in order to satisfy a few powerful groups. Public
policy in a pluralistic, democratic society is rarely based, as it
is generally supposed to be, upon providing the greatest
good for the greatest number. Actually, policy-makers seek to
mollify specific constituencies or "common interest" groups.
These groups needn't be large; it is more important that they
be well-organized and clamorous in their pursuit of self-inter-
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est. Truckers are no more numerous than members of many
other groups, but their economic well-being is very much
dependent upon monopolistic practices, while a consumer's
welfare depends to a much lesser degree upon low shipping
rates. So the ICC has largely regulated competition out of the
trucking industry.
Another classic example of the extraordinary power of spe
cial-interest lobbying is EPA's decision on limiting sulfur
emissions by electrical utilities. In 1977, EPA and the White
House agreed on a proposal to require sulfur-removing
equipment, called flue-gas scrubbers, on all new coal-fired
utility plants. The idea had been vigorously advanced by the
odd couple of midwestem coal-mining unions and environ
mentalists, in order to cope with the shift to cleaner western
coal. The miners were concerned about the loss of jobs, since
utilities, who consume large quantities of coal, would be
loath to burn the dirtier midwestem variety if they were to
be held responsible for the cleanliness of the air. So the
miners argued for an amendment to the Clean Air Act that
would focus on the installation of scrubbers—no matter what
sort of coal is used—rather than on reaching a required level
of purity in the atmosphere. According to EPA's own analy
sis, the cost of installing scrubbers is $1 billion more per an
num than the option of giving utilities their choice of coal and
technology to realize the same sulfur
emissions rate. In fact, the final stan
dard proposed by EPA administrator
Douglas Costle is the most costly he
could have chosen and may even gener
ate more pollution than a slightly looser
(partial scrubbing) standard. The final
irony is that EPA's analyses show that
employment in midwestem coal mines
would not decline under any clean-air
policy being contemplated.
Not all powerful interest groups have
profit as their rallying cry. Environmen
talists and other public-interest lobbies
are best understood as ideologically
united organizations seeking to tax the
many for policies often desired by only
a small, vocal minority. Groups such as
the Environmental Defense Fund and
the Natural Resources Defense Council lobby for goals that
they believe to be in the interest of the general public, but
they generally do not inform this larger constituency of the
true costs or benefits of what they propose. On the other
hand, the AFL-CIO is perfectly aware that worker safety can
only be bought at the expense of consumers. In either case, it
is important to keep the public from understanding how
much this new regulation will cost. People must be led care
fully into the brave new healthy world of the future, not
knowing how many cars, television sets, or trips to Disney
World they must sacrifice.
Despite the individual horror stories of misguided and in
efficient regulation, the new social regulatory agencies will
neither be disbanded nor shaφly cut back in the foreseeable
future. Nor should they be. But substantial reform is both
possible and needed. In an article of this scope, it is possible
only to summarize some of the more important suggestions
for reform.
First, Congress must begin requiring regulators to measure
both the costs they are forcing upon the economy and the
benefits of their regulations. The Carter administration, con
cerned over slowing the pace of inflation, has already initiated
this process by pressuring agency heads to soften some of
their more expensive requirements. But a more permanent
step in this direction would be the creation of a "regulatory

budget"—an annual summation of all of the costs mandated
by each agency. Agencies would be instructed not to exceed
the budget total in any year, but would be free to determine
how much to spend on each program in their domain. EPA
could be given, for example, $40 billion per year to grow by a
fixed percentage annually. It would then have to decide
whether to spend $1 billion by requiring scrubbers for all
electrical utilities, or by seeking reductions in, say, water pol
lution. This proposal would have the additional advantage of
provoking an annual debate in Congress on the size of EPA's
or OSHA's budget. Such a debate would force proponents to
measure the benefits of the various regulatory programs,
something now totally lacking in the political process.
Second, Congress and the regulators should attempt to
devise simple, market-like incentives for the promotion of
environmental purity or human health and safety. A pollu
tion tax or other form of market instrument confronts all
polluters with the same "price" for polluting and assures that
the cost of getting to a desired pollution level is minimized.
As yet, the use of such altemahves as penalties and taxes has
been rare, since they would make the cost of pollution or
safety regulation more visible. Tax collections are public infor
mation; regulatory costs are not. The use of taxes would also
make it more difficult for the politically powerful to lobby for
PERU ( 1 PASTORF
favorable treatment, since the IRS is not
likely to allow polluters to beg for
favorable treatment. Finally, small firms
would be penalized less than big firms
since engineering standards usually re
quire large fixed investments which can
only be operated profitably at large out
puts. To its credit, EPA is beginning to
experiment with various forms of "pol
lution rights" in implementing the
Clean Air Act.
Third, we should seriously question
the tendency of regulators to limit our
choices between product prices and
safety. Not all of us want our standard
of living reduced through substantially
higher product prices in return for abso
lute safety. For instance, I would appre
ciate the opportunity to buy a fairly
inexpensive lawnmower and to be careful in using it.
Finally, the strategy for reducing automobile emissions and
hazards should be reexamined by Congress. Emissions stan
dards for automobiles are set not by EPA, but by Congress,
which has felt that it must eliminate any possibility of Detroit
influence over an administrative agency. The result has been
continual postponing of deadlines, inefficient automobile de
sign, a needless collision with fuel-economy objectives, and
higher vehicle costs to the consumer It is painfully obvious
that we can do better.
A few years ago, a colleague remarked to a conference on
communications regulation that reform would not come easi
ly in that area because there was no "crisis." We are not yet at
a crisis point in regulation, but this is partially owing to public
ignorance. As long as most taxpayers do not realize that their
$500 or so per year is often being wasted, they are not likely
to raise regulation as an issue that competes with inflation,
the Middle East, or abortion in forthcoming political cam
paigns. But when they finally discover that the new regula
tors have succeeded in reducing our economic growth to
zero, and that we are rapidly becoming the next Great Britain,
reform will become an urgent priority. One only hopes that
the process can be improved before reaching such a state. ®
Robert Crandall is a Senior Fellow at the Brookings Institution.
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CERTAINLY IT'S THE BEST
EUROPE IN A LONG W H I L E :

α

The sedan that Road Test Magazine is talking get bored, turn on the radio, and just drive—until
about does not sell for $20,000. It does not sell for you glance down at the gauges and notice that you're
making 85 mph. It's sneaky,· it'll fool you if you don't
$15,000. It sells for a base price of$8995r
This pleasantly surprising contradiction between pay attention. It'll also nip in and out of traffic like a
the test results of the Audi 5000 and the price has much smaller car, thanks to the way it responds to
been pointed out by several automotive publications. its controls..."
Read these excerpts from the Road Test report on
<βΟΟthe Audi 5000 that appeared in the January, 1978
"It may just be the ultimate sports sedan."
issue:
QOOQ
-OCCO"At freeway speeds the ride is serene and smooth,
"...not only does the 5000 have a 5-cylindered mill,
there is no mechanical noise, and no wind noise. You but it's got one that sips gas like a four,*'·' makes horse*Suggested retail price $8995 P.O.E. Transportation, local taxes and dealer delivery charges additional. Fully equipped "S" model $10,575.
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SEDAN TO COME FROM
- ROAD TEST MAGAZINE, ON THE AUDI 5000

D

power like a six and feels nearly as smooth as an eightl'
QOOO

um, toes off, depending on which button is pushedl'
—

GOOD

"...the price...isn't near as much as some of the
Test drive the 1979 edition of the Audi 5000 at your
5000's closest competitors sell for That, of course, is Porsche+A udi dealer and see if it isn 't so.
the name of the game, and Audi is playing it to the hilt **26 mpg highway, 16 mpg city, std. transmission. (EPA estimates. Actual
with development of solid concept and good atten- mileage may vary based on how and where you drive, car's condition, and
tion to detail. They're going to sell every one of these optional equipment.)
cars they can screw together!'
-QOCD"...the 5000 has an incredible heater/air conditioner
that could heat halfyour house, or could freeze your—

PORSCHE+i^UDl

Nothing Even Comes Close
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IBM Reports

Another firstfromIBM.
Another way to do more for less.

This tiny electronic chip is a technological
breakthrough in IBM computers.
A product of our laboratories, it can hold
more than 64,000 pieces of information. That's
32 times more than previous IBM chips. And
almost as much information as you could put
in the entire memory of our early room-sized
computers.
A handful of these chips could store all the
works of Shakespeare.
In October, IBM became the first company
to announce new computer systems to use
such advanced, high-density chips. We're
proud of that. Because being innovative

means finding ways to put the products of our
laboratories into products for people.
What's really significant about these amazing chips is that they can do a lot more for a lot
lower cost.
For example, main memory prices for our
new systems are about l/6th the price of
memories in our most powerful computers
when they were introduced just two years ago.
In inflationary times like these, it's important to find ways to do more for less. We're
working hard at it. So are our competitors.
That's why it's a constant challenge to make
our products the best.

Helping put information to work for people
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The Experts Polled
Gary H a r t — D e m o c r a t i c Senator A. W. Clausen
President, Bank of America
From Colorado
*"
'j.
T h e r e g u l a t i o n of
I JP'*'!!^
It is safe to say that
American business is
* ^
^^k
we are overregulated
becoming excessive.
If
_^B
w h e n we begin to
'«.
Many regulations are
Ά • """ | H B
suffer from the folj ^ ^ ^ inefficient, costly to
L
''''%W
lowing paradox: Our
.• ' ^ C j i m p l e m e n t , a n d ^ K ' " . a J ^ F ^ economic and social
> •/
often stifle innova- ^ ^ k ' . M M ^ H ^ I regulation seriously
Γ*
tion. The challenge is ΒΗΛ Λ Η Β Η Η i m p e d e s o u r eco
to maintain the benefits regulations nomic and social progress. This para
were intended to achieve while cutting dox is at work now.
down on their cost.
In fiscal year 1979, the federal govern
One way to cut the cost of regulation ment has budgeted $4.8 billion for 41
is to simplify compliance. For example, regulatory agencies. The overriding
a company in Colorado wishing to concern, however, is not that $4.8 bil
make synthetic oil from oil shale must lion but the cost to business of comply
first obtain 18 permits from the federal ing with these federal regulations. A
government and 20 from state and local study by Murray Weidenbaum, a for
agencies. In addition, the same compa mer Undersecretary of the Treasury
ny needs 27 more permits to begin a who now heads Washington Univer
housing project adjacent to its mining sity's Center for the Study of American
operation. Surely the public could be Business, found that compliance costs
served just as well, if not better, if some are generally 20 times greater than the
of these 65 requirements were com government's regulatory budget.
bined.
Clearly, the appropriate level of reg
Second, we need to revise the regula ulation for our society can best be deter
tory process itself. Regulations have m i n e d t h r o u g h cooperative effort
been designed to induce actions which among government, business, and the
may not be profitable for individual public. To get that effort off to the right
firms but which are desirable from so start, representatives of each sector
ciety's perspective. Environmental reg must dispense with the traditional rhet
ulations are an example. Neither the oric that tends to polarize viewpoints
cost of destroying the environment nor on the issue, and proposed regulations
the profit from cleaning it up appear on and regulatory structures must begin
the balance sheet of any coφoration, so with a "zero-base budget" approach.
we have devised regulations to protect
public health and safety.
Ralph Nader
We need to provide economic incen C o n s u m e r Advocate
tives for cleaning up the environment,
Regulation does not
and to replace the volume of regulations
present a threat to
with a simpler pollution fee.
the American econo
U n d e r such a s y s t e m , polluters
my; not regulating
would pay a fee for every unit of un
does. Health and
treated pollution discharged into the
safety standards are
environment. Regulators would no
^^^^^^^^ the best economic inlonger dictate to each firm how much
-^
" - — ^ ^ ^ vestment that we can
pollution to abate or how to achieve the make in this country. Every life and
standard. Instead, fees would be set every limb we save, every disease that
high enough to provide efficient eco we prevent, represents not only a
nomic incentives so that most firms human achievement but also a reduc
tion in the gigantically inflationary cost
would comply.
For genuine public health hazards, of medical and hospital care. The cost of
involving, for example, toxic chemicals neglecting health and safety require
and heavy metals, economic incentives ments can be calculated in loss of work
are not the answer; outright prohibition er productivity, and in such insurance
costs as workmen's compensation.
still is. But a system of economic incen
tives and disincentives to combat pollu
The claim that regulation is costing
tion deserves to be tried as a serious business u p w a r d s of $100 billion is
alternative to the burden of regulation. sheer nonsense. Not only are the fig

ures as phony as a three-dollar bill, but
they include none of the returns, such
as public-health benefits.
Businessmen also complain that reg
ulation stifles innovation. The exact op
posite is true. EPA and OSHA regula
tions have stimulated tremendous inno
vation in health and safety products. In
the September 14, 1978, issue of the
Journal of Commerce, Eugene Melnitchenko, a vice-president at US Trust,
Inc., observed that OSHA regulations
had served as a great boon to chemical
specialty companies, who are thriving
in the detoxification business.
In fact, regulation provides the
largest source of new jobs in industry
today. Regulation has created perhaps a
million jobs, and eliminated no more
than 15 to 20,000.
Herbert Schmertz
Vice-President, Public Affairs
M o b i l Oil Corporation
As an energy compa
ny, Mobil has experi
enced the never-nev
er land of Catch-22
created by excessive
government regula
tion. Consider these
examples:
• In resolving electricity-generation
needs, the nuclear option stands out as
the best a n d most logical. Nuclear
power is totally predictable; one can
know exactly how much power will be
available from a given facility at a given
date. Its safety record is excellent, and
there's little environmental disruption.
But in spite of these virtues, conflicting
and sometimes retroactive regulations
have reduced orders for new installa
tions from 44 in 1973 to only three in
1977. I know of none in 1978.
• EPA and other government regula
tors are making it extremely difficult to
construct a new refinery or even ex
p a n d an existing one. The permitgathering process can easily take be
tween 18 and 36 months, involving
federal, state, and local agencies.
How to untangle the morass? First,
the president should appoint a commis
sion of citizens from outside govern
ment to review all federal regulations
five years old or older Second, legislaHon should be enacted to schedule the
demise of all regulations and regulatory
agencies whose charters have not been
periodically renewed by Congress.
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