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THE COSTS OF FEDERAL REGULATION

by Thomas D. Hopkins

Regulation is an essential but costly ool of govemment policy. Complying with
federal regulatory requirements, however well-designed they may be, creates costs
that mostly do not show up in the federal budget. Instead, consumers ulfimately pay
these costs, mainly in the form of higher prices for products and services. For example,
in November 1991, the govemment proposed new labeling requirements for food
products that, according fo the Food and Drug Administration, “will cost
manufacturers $1.7 billion over the next 20 years.’] Doubtless these costs will be
passed along to consumers. :

This paper explores the emerging pattem of such federal regulatory costs, both
over fime and across governmental programs. The numbers are large by any
reckoning, and the pattem sharply etched. While it is not possible fo provide definitive
cost estimates at this point, available evidence suggests that. federal regulation
probably is costing American consumers roughly $400 billion doliars annually over and
above those costs of govemment that show up in the budget. This works out fo an
average of over $4,000 per household. Figures 1 and 2 (see pages 2 and 3) poriray
the overdll reguiatory cost pattem (their derivation Is explained laten.

These charts suggest that regulatory costs behave much like a slowly swinging
pendulum. A ten-year period of gradually declining reguiatory costs that began with
the regulatory reform efforts of the Carter Administration seems to have ended about
1988, as new regulations, mostly in the environmental area, have swamped the cost
reductions stemming from the earlier reforms. Indicative of the pendulum reversal
since that time are the substantial new reguiatory authority embodied in the 1990
Clean Air Act legislation and a sharp increase in the number of pending regulatory
actions govemment-wide.2 In October 1991, the govemment reported that 59
agencies were then at work on 4,863 regulations, of which 919 were new fo the
govemment’s agenda.3

The regulatory cost picture presented here is that of a patchwork quitt of studies
and estimates with some important patches missing and others of only partial
coverage. Available sources of cost information are diverse in their objectives and

Thomas D. Hopkins is the Gosnell Professor of Economics at Rochester Institute of Technology, Rochester, New
York. Previously, he was Deputy Administrator of the Office of Management and Budget’s Office of
Information and Regulatory Affairs. He has written extensively on benefit-cost analysis and regulatory policy.
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Dollars

FIGURE 1

COMPOSITE ANNUALIZED REGULATORY COST IN BILLIONS OF 1988 DOLLARS
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FIGURE 2

COMPOSITE ANNUALIZED REGULATORY COSTS PER HOUSEHOLD IN 1988 DOLLARS
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" inconsistent in a host of ways, including definitions, methodology and data adequacy.
Existing studies do not utilize the same cost concepts, and at an even more basic
level, they do not share a common view of what the term “reguiation® encompasses.

Most studies categorize regulation as either economic (controls imposed on
pri\}cfe sector entry and prices or rates, such as those goveming milk prices) or social
(protecting people and the environment from hazards, such as poliution controls and
auto safety regulation), while varying on precisely which govemment q_c’ridns they
assign to each category. This poper aftempts fo improve on this traditional dichofomy
by offering a five-part breakdown of regulatory costs. Frst, environmental regulation is
shown separately from all other social regulation because of its dominating size. This
leaves workplace and product safety controls and a variety of other hazard reduction
rules as a second category, “other social reguiation.” Inthe area of economic
regulation, the paper distinguishes two different types of costs—efficiency costs and
transfer costs, @ distinction the next section discusses. Finally, it includes a fifth
category, termed "process regulation,” to cover requirements associated with
govemment paperwork burdens not directly linked to a social or economic regulatory
objective.4

Relative to longer-standing regulatory programs, the cost picture with respect to
regulations adopted over the past decade shouid be considerably less ambiguous
than it actually is for three reasons: (a) Executive Order 12291, issued in 1981, directs
regulators to produce a Reguiatory Impact Analysis containing cost information for
every major new regulation; (b) Executive Order 12498 issued in 1985 calls for
regulators annually fo provide the Office of Management and Budget (OMB) with
information about all their new significant reguiatory actions (and in 1990 OMB issued
Bulietin No. 91-04 clarifying the requirement that this information includes cost
estimates. among other things, and explaining how these estimates are fo be
presented); and (¢) as required by both Executive Order 12291 and the Regulatory
Flexibility Act, the Reguiatory Information Service Center (RISC) gathers summary
information semi-annually about virtually every new federal reguiatory activity,
encouraging regulators to include cost estimates (and providing guidance on how to
report cost information).

In practice, however, the requisite analyses and cost estimates are not always
produced, and even when they do exist, there is no easy and systematic way to
cumulate their costs fo attain an estimate of the overall cost burden of regulation. The
two government documents that offer the broadest perspective on reguiatory
changes are OMB's annual Regulatory Program of the United States Government and
RISC’s semi-annual Unified Agenda of Federal Regulations. While regulatory agency
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. entries in these documents contain much useful information about pending actions,
they do not routinely include cost estimates even in those cases for which agency cost
analyses exist. The October 1991 Unified Agenda identifies only 102 of its 4,863
regulatory entries as having Regulafory Impact Analyses either in process or
completed. The 1991-92 Regulatory Program makes a promising start at including
some cost estimates but acknowledges that “in many cases it was not possible” to get
the data.d Thus the search for regulatory cost estimates is challenging as to both
newer and older regulation.

This paper’s focus on the costs of regulation represents a policy concem of
rather obvious relevance in a society struggling with fiscal problems at every level of
organization. Nonetheless, there is another aspect of the regulatory story that is of
equal importance: many regulations generate substantial benefits for society, and
these benefits must be assessed before a complete picture of regulation can be
produced. Here only costs receive attention. In general, regulations aimed at societal
problems such as environmental poliution create benefits that may wamrant the
associated regulatory costs. That such reguiatory costs are rising is not necessarily
troublesome and may indeed be laudable if those regulations are well-designed and
lead o incremental benefits whose value is at least equal to the incremental costs.
Yet, the proliferation of reguiatory programs and costs does raise the stakes in public
policy decisionmaking. The imposing magnitude of the costs presented here
underscores the need for more intensive scrutiny of regulatory design, benefits, and
priorities.

CONCEPTS OF REGULATORY COST

Most empirical research on regulatory costs falls into two general groups—
program or industry specific studies, and summative studies piecing them together.
The most extensive analysis of environmental regulatory costs now available is
contained in @ 1990 report of the U.S. Environmental Protection Agency.6 That EPA
report forms the heart of this paper’s estimates. Three londmark summative studies are
used here to supplement the EPA report. Hahn and Hird (1991), Litan and Nordhaus
(1983) and Weidenbaurm and DeFina (1978) provide useful snapshots of aggregate
regulatory cost levels as they existed in the years 1988, 1977 and 1976, respectively.’

The more namrowly focused studies that serve as the basis for the three
summative papers just mentioned are numerous and diverse, but each tends to focus
on one of three dimensions of reguiatory burden: compliance expenditures (what
firms must spend to bring their operations info conformance with new regulation),
productivity costs (the toll on innovation and cost control as a result of mandated
expenditures) and consumer welfare reduction (higher consumer prices and limitations

M
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: picced on consumer cholces). Each of the three dimensions wamrants attention in fts
own right. Regulation that is costly in one dimension may or may not also be costly in
another; a product ban, for example, may entail negligible compliance cost while
reducing user welfare appreciably by forcing reliance on more expensive substitutes.8

Studies of compliance expendityres are broadly of two types. One set are ex
ante analyses based on hypothesized responses of reguiated entities to regulatory
changes, often relying on engineering assumptions about how firms will implement
new regulation (this typically forms the basis of the Regulatory Impact Analyses
required for major regulatory changes). This is a particularly important source of
information about regulatory changes, one that as noted above sometimes is and
always should be accessible to the public through the semiannual Unified Agenda of
Federal Regulations and the annual Regulatory Program of the United States.

The second set are ex post analyses, some of which are based upon surveys of
outlays reporied by those regulated (Survey of Cument Business, e.g.), while others are
econometric explorations that infer costs from indications of how relationships
between inputs and outputs In particular industries may have been altered by
regulaﬂon.‘? One form of compliance cost, paperwork burden, often is singled out for
separate treatment (OMB provides reports on the paperwork burden from both the
Office of Federal Procurement Policy and the Office of information and Regulatory
Affairs, .9.).

Another element of compliance cost that attracts much attention is the
budgetary cost of regulatory agencies, as distinct from regulation-generated private
sector (non-budget) burdens. The Center for the Study of Ametrican Business at
Washington University annually estimates the portion of the federal budget (and staff)
allocated fo our 50-plus reguiatory agencies. Their total budget outlays estimated for
fiscal year 1992 are $11 bilion, and the historical pattem is shown in Figure 3 (see page 7.
based on data in the Center’s 1991 report.10 (Since only non-budget costs of
regulation are being tallied in this paper, the agency outlays shown in Figure 3 are
excluded from ali of the paper’s other tables and charts.)

Studies of productivity effects tend to be more aggregative in nature than those
of compliance expenditures, examining possible linkages between economic growth
and broader classes of regulation (notably, environmental and safety). The most
prominent early effort here, that of Denison, found rather modest regulatory costs, but
some later studies in this tradition find more substantial costs.11 Gray in particular
concludes that some 30 percent of the U.S. decline in manufacturing productivity that
began in the 1970s was due to EPA and OSHA reguiation.’2 As a more specific
example, Joskow and Rose find that mandated scrubbers and cooling towers
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o FIGURE 3

Trends in Regulatory Spending
(Billions of 1988 dollars :
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~_..added at least 20% to the real construction costs...” of coal-fired electric
generators, 13 while less expensive means to cut air pollution were not allowed.14

Recent efforts to produce more comprehensive assessments that take into
account a variety of direct and indirect consequences—termed general equilibrium
studies—hold considerable promise, but their complexity is daunting and their
opplicability at this stage is still imited.15 Jorgenson and Wilcoxen find that
environmental regulation depressed GNP growth during the period 1973-85, holding it
to 2.5 percent annually instead of the 2.7 percent annual rate it would have achleved
in the absence of such regulation; this shortfall incidentally would have covered the
cost of over 10 percent of all government purchc:ses.16

The indirect effects of regulation that such studies try to reach include
dampened innovation and skewed plant location and plant retirement decisions.
Some conclude that such indirect effects are more serious than the direct
expenditures needed o comply with regulation.}7 One striking aspect of regulation’s
indirect effects can be seen in the trucking industry. Deregulation of trucking brought
greater savings than many initially expected, in part because of unforeseen indirect
benefits—Delaney concludes that deregulation facilitated better inventory
management and just-in-time deliveries.18 it does seem likely that indirect cost effects
are an important and perhaps rising burden of reguiation, but due o data limitations
this paper does not venture beyond direct effects in ifs estimates. 19

Studies that address regulation-induced reductions in consumer welfare
sometimes emphasize resource costs that entail losers with no (or only relatively small)
winners, the net effect being termed deadweight efficiency losses. Such losses are an
important result of much agricultural and trade restriction regulation. By 1984, for
example, U.S.-Japanese negotiated “voluntary” export restrictions were creating
annudl U.S. deadweight losses of $5 billion, reflecting $14 billion costs to U.S. consumers
only partially offset by $9 billion in higher U.S. automaker proﬁ’rs.20 As another
example, Gardner finds that U.S. agricultural programs as of 1987 were creating
annual deadweight losses of $6 billion.2]

In other such studies, the emphasis is on cost effects that penalize some so that
others may gain, termed transfer costs. Milk reguiation redistributes about $500 miliion
annually (in the form of artificially higher prices) from consumers to produc:ers..22 The
Davis-Bacon Act and minimum wage laws transfer income to targeted workers from
the rest of society. Such cost estimates as do exist nomally are estimates of inifial,
direct effects and do not attempt to reckon with indirect or delayed consequences.
Hahn-Hird characterize the distinction between efficiency and transfer costs as follows:
“Efficiency costs are real economic losses that one group suffers, yet another group
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. cannot reclaim as benefits. Transfer payments are a redistribution of benefits from one
group to another that has no impact on total economic ou1pu1.‘23 The effect of milk
pricing regulation noted above may be just such a case, in that the associated
efficiency costs are quite small, according to Gardner (al'thou"gh others find more
sizeable efficiency costs).24 Hahn-Hird find that, in the case of most economic
regulation, there are “three dollars of transfers for every doliar of efficiency costs.”25

From an economist’s perspective, the most appedling concept of regulatory
cost for most purposes Is the loss in resource efficiency that compliance entails. If
compliance involves actions that are costly to some without coresponding benefit to
others, It is easy to see why a regulation should be singled out for criticism. Regulatory
constraints on airport landing fees in 1988 were estimated as creating annual costs of
nearly $4 billion in time and fuel wasted due to congestion, for example.20 Whiie
economists rightly ploce most focus on efficiency costs in evaluating public programs,
this paper gives equal attention to the transfer (or distributional) costs of regulation.
When a taxpayer/consumer is advised that a product’s price will rise by 20 percent, s/
he will not likely be mollified by leaming that most of the increase represents merely
transfers rather than efficiency costs.

There Is ample reason to single out for close review any regulation that creates
sizeable cost impacts of either type. Subsequent analysis may conclude that the
regulation is quite sensible, either because (o) it passes a benefit-cost test on
efficiency grounds, or (b) the mix and scale of transfer winners-losers represent an
acceptable political outcome. Making all such effects more fransparent seems a
useful step toward betfter economic and regulatory policy.

Moreover, one additional reason for including fransfer costs comes from @
recognition that “rent-seeking” behavior is commonplace. When one group derives
substantial gains due to transfers, its members likely will be wiling to expend substantial
resources protecting those gains. For example, U.S. quotas on sugar imports raise the
domestic price of sugar creating large gains for domestic sugar producers, who in fum
actively lobby for the continuation of those quotas. This reguiatory transfer cost from
sugar consumers to domestic sugar producers exceeds $1 billion annucilly.27 Not
surprisingly, frequent reports appear of substantial lobbying costs incurred by the sugar
industry to protect these transfers.28 To exclude ali fransfer costs from assessments
such as this one would severely understate the size of our regulatory burden. Hence,
this paper includes both transfers and efficiency costs.

Nonetheless, when transfer costs are included along with efficiency costs, it is
important to be cautious about characterizing any policy actions that change the
total. When the Reagan Administration reported in 1983 that its reguiatory reforms

ﬂ
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" were generating quite substantial regulatory cost savings, some were quite critical of
the Administration’s counting reduced transfers as cost savings, on the grounds that by
definition they created no net real resource savings 10 society.2? On the other hand,
U.S. competitiveness suffers whether it is reguiation-induced transfer costs or efficiency
costs that contribute to higher prices on our export products. Whether transfers should
be included In any accounting of costs then depends on the purpose of the inquiry.
Certainly rent-seeking Is so pervasively associated with govemment activity that ruling
transfers out-of-bounds in all regulatory cost accounting efforts lacks merit; on the
other hand, care should be taken to differentiate among types of costs.

THE PATTERN OF REGULATORY COSTS, 1977-2000

Regulatory cost data are relatively complete for only two years, 1977 and 1988.
The one exception is the environmental area, for which Environmental Protection
Agency data are available annually. Thus the two-decade portrayal of regulatory
costs shown in this paper’s charts necessarly reflects a variety of assumptions and
guestimates to supplement the studies discussed earlier.30

Moreover, the observable pattem in costs represents @ mix of couses. In par, it
refiects the activity level of regulators and swings between deregulation andre-
regulation. But in addition, both the level of economic activify (since some regulatory
costs are directly related to GNP) and the composition of economic activity (since
some sectors are more regulation-intensive than others) affect costs. Furthermore,
lower costs do not necessarily mean less effective regulation, if innovative regulation
(such as performance standards and marketable pemits) produces the intended
regulatory benefits through less costly means; Yandle persuasively demonstrates this
point in the context of air pollution controt.31

The overall patiern shown earlier (Figure 1, see page 2) is a composite of this
paper’s five categories of regulatory costs (shown separately in Figures 4 and 5, see
pages 11 and 12). Each warrants some comment.

Environmental regulation

Estimated Cost: $99 billion in 1990

The large ond growing environmental regulatory cost area itself is better
documented than most others. EPA estimates indicate that in 1990 regulatory
compliance expenditures amounted to some $99 billion, and that sharp increases lie
ahead.32 Since EPA completed its estimates prior to passage of the 1990 Clean Air
Amendments, the projections do not include all costs of complying with this legisiation,
which some estimates put in the range of an additional $25-30 billion annually.33 Thus

#
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FIGURE 4
Annualized Regulatory Costs in Blllions of 1988 Dollars, 1977-2000 by Category
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FIGURES
Percentage Distribution of Regulatory Costs
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- environmental costs shown for years after about 1992 are understated.

The largest environmental costs have been in the water pollution areq,
regulated chiefly under the Clean Water Act and the Safe Drinking Water Act. Water
pollution control spending accounted for half of all federally-mandated
environmental compliance costs in 1990.34 Air pollution conirol (auto emissions,
smokestack controls, etc.) is the second largest spending areq, representing just over a
third of all federally-mandated environmental costs. A variety of land pollution control
mandates account for the rest of environmental costs, including mainly solid wasie,
hazardous waste, RCRA and Superfund. This mix will be changing in the 1990s, since
recent land pollution regulation calis for substantially more extensive confrol measures,
while the relative size of water pollution spending will decline.35

Quite apart from the environmental costs that are included in this paper’s
estimates, which only cover spending due to federal regulation, substantial additional
spending occurs to control pollution. [f all such voluntary spending by local
governments and by businesses (on solid waste collection, e.g.) were added, the total
reported cost for environmental protection would jump by nearly 25 percent,
according to EPA data.36 All sectors share in paying for pollution control, but the two
largest funding sources are the private sector (over 60 percent) and local
govemments (ust over 20 percent).37

Other social regulation

Estimated Cost: $29 billion in 1990

A host of other regulatory programs exist that are intended to lessen risks to
people in the workplace and as consumers. This includes regulations from agencies
such as the Occupational Safety and Health Administration, the National Highway
Traffic Sofety Adminisiration, the Nuclear Regulatory Commission, the Consumer
Product Safety Commission, and the Food and Drug Administration. For 1977, Litan-
Nordhaus put these regulatory costs at $25 bilion annually (resiated in 1988 dollars).38
For 1988, Hahn-Hird reported such costs in the area of $26 billion annually.39 Because
boih studies could find no cost estimates for some important regulatory programs in
this category. these numbers understate total costs.

The impression conveyed by a review of available research suggests that “other
social regulation” costs gradually rose from 1977 fo 1980, declined through 1984, and
resumed rising about 1987. This paper incorporates such a guestimate, while
recognizing that its data support is thin indeed. After 1988, these costs are assumed to
increase annudlly at @ 5 percent real rafe. Table 1 (see page 14) provides a partial
listing of costs being added in recent years in this category, suggesting actual costs

#
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TABLE 1

Annual Costs of Selected New Social Regulation (other then EPA)

millions of dollars
Years 1987 1988 1989 1990 | Total Costs
Final Rules 374 168 1967 1041 3540
Proposed Rules. 280 1285 1480 7912 10957

Source: Regulatory Program of the U.S. Government, 1991-92, p. 5.

are rising faster than here assumed. Important recent reguiaiory initigtives in areas
such as worker protection, accessibility, food labeling and transportation safety also
signal renewed growth.

Economic regulation—efficiency costs

Estimated Cost: $46 billion in 1990

Important reductions in regulatory burden have occurred since 1977 as a result
of deregulatory poiicies in the transportation (particularly in trucking, railroads and
airlines), energy (nhatural gas and oil), and communications industries. Most of these
changes (except in communications) were substantially compieted by the time of the
1982 Bus Regulatory Reform Act (which Crandall termed *...the only important
deregulatory legisiation of the Reagan era”).40

Some studies of economic deregulation provide estimates of both the cost
reductions achieved and the residual reguiatory costs. 41 Based on such studies,
Haohn-Hird conclude that the deregulation accomplished between 1977 and 1982 is
generating annual cost reductions in the range of $34-43 bilion.42 In the absence of
economic deregulation, that is, we would be facing regulatory costs this much higher
per year. Deregulatory measures adopted since that time (removing the last vestiges
of natural gas price control in 1990 and reforms in the financial and securities
regulatory areas) probably have not created substantial further cost savings; however,
telecommunications services experienced further, although only partial, deregulation
after 1982.

For 1977, the Litan-Nordhaus cost estimates, used here with some adjustment,
are $87 bilion.43 For 1988, Hahn-Hird’s $46 billion estimate is relied upon.44 Estimates
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for the intervening years are calculated by simple extrapolation; probably the decline
was in fact concentrated more heavily in the first four years of the period. Beyond
1988, economic regulatory costs are assumed to remain constant in real tems.

Economic reguiation—transfer costs

Estimated Cost: $95 billion in 1990

Hahn-Hird found that transfer costs stemming from economic regulation
amounted to $191 billion for 1988, but for reasons mentioned below, a considerably
lower estimate Is used here. 45 Such transfer costs are especially important in the
infemnational trade areq; textile trade restrictions, for example, artificlally boost profits
and wages in the domestic textile indus'rry.46 Hahn-Hird conclude that the ratio of
transfers to efficiency costs is faily constant across most economic regulations.47 That
ratio works out to be 4.2, which then can be used to generate an estimate for transfer
costs in 1977 (for which year only an efficiency cost estimate exists). Data for the other
years are calculated in the same manner (explained in the efficiency costs discussion
above). in keeping with the intent to present conservative estimates of regulaiory
costs (and its inevitabillity in the case of social regulation, due to the lack of data for
newer programs), this paper shows as transfer costs of economic regulation only half
the amount found defensible by Hahn-Hird.

Process regulation costs

Estimated Cost: $122 billion in 1990

One large area of regulatory activity that Hahn-Hird’s paper does not address is
the “paperwork burden” that cannot readily be construed as either economic or
social. The federal government has established o myriad of adminisirative control
mechanisms that commonly are excluded from studies of the reguiatory burden. Yet
these requirements goveming taxes, grants and reimbursement in scores of fransfer
payment programs can hardly be termed costless. Paperwork and reporting
obligations often have little relationship to conventional economic and social
regulatory activities, so it is easy to overlook them in studies of this nature. One further
reason for their neglect Is the paucity of cost information availoble. Here three such
process regulatory burdens are considered. two of which yield cost estimnates.

Paperwork burden—OMB reports that over five billion hours were needed by the
private sector to comply with government paperwork requirements in 1988, and tax
compliance accounted for more than four billion of those hours.48 A multi-year
pattem is not easy to establish due to frequent and substantial revisions in the

#
Copyright © 1992 National Chamber Foundation 5



govermment’s method of calculating paperwork, altthough OMB’s annual “Information

Collection Budgets” provide strong clues. The patiem shown in Figure 6 (see page 17)
assumes a constant total burden for 1977-81, because economic deregulation and
rising social regulation probably had roughly offsetting effects on paperwork. Burdens
apparently declined during 1981-86 due to administrative reform efforts that were
offset to a degree by tax code changes, and the iatter are assumed to dominate the
picture in later years.49 While it is not obvious how to value this paperwork fime
commitment, a review of available research suggests that $20 per houris a plausible
cvercge.50 This yields a 1990 total paperwork burden of $100 bilion, which is by far
the largest portion of all process regulation costs. |

Mandates to State-local governments—Only sketchy and anecdotal information
on these costs is now available. The October 1991 Unified Agenda of Federal
Regulation indicates that 707 pending regulatory actions might affect state
govemments, and another 486 might affect local govermnments. In addition, the
National Conference of State Legislatures staried a project In 1990 that fracks new
mandates, lssuing reports 10 to 12 times annually identifying dozens of significant new
requiremenis.5 Neither source is able to provide adequate information on how costly
these mandates may prove to be, however.52 Some of the non-budget costs are
cought separately in the estimates for environmental, other social and economic
regulation. For example, the compliance costs of environmental reguiation as
estimated by the Environmental Protection Agency encompass costs to state-local
govemments; to include them also in the mandates category would entail double-
counting. But these costs take many forms: *...new federal rules...mean most of the
6.500 community dumps across the country will be forced to close within the next few
years, the Environmental Protection Agency has said.“33

Mandates dlso create important costs not found elsewhere in the regulatory
cost accounts (Mandate Watch List reports, .g.. that the state-local cormrections
system, an area not usually even mentioned in regulatory cost discussions, was one of
1991's top three areas of federal mandates>), and there ls, in any event,
understandable interest among state-local govemments in identifying these costs
separately. Such costs are particularly likely o show up as service cutbacks rather
than higher prices, thus setting them apart from much business regulation. When a
fiscally-pressed local government faces an unexpected mandate to remove asbestos
from schools at its expense, other local public services may well have to be cut.
Passing along the mandate’s costs in the form of higher fees or taxes in the local
jurisdiction may not be feasible. At present, however, insufficient information exists 1o

estimate costs of mandates.
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Health care process costs—The huge and rapidly growing expenditure on
health care provision brings with it continuing efforts to ensure accountability and
avoid wasteful outlays. But inevitably, such efforts are themselves burdensome, as
news accounts frequently point out in reporting complaints of heaclth care providers
and state govemments.55 Certainly, the data suggest that *administrative costs
associated with heatth care spending account for a high proportion of the costs of
health care in the U.S.5¢ while not all administrative costs can be attributed to
regulation, and the private health insurance industry plays an important role in
managing the process, the federal govemment bears uitimate responsibility for much
of the heatth care system that has evolved. Every change in our pervasive federal
requirements and reimbursement procedures sets off waves of responses from private
health care providers and insurers,

One way fo get some indication of the extent of regulatory burden In this area is
to look at how much administrative costs in the U.S. might be affected were we to
adopt an altemative system such as that now used in Canada.57 Woolhandier and
Himmelstein found that in 1987 some $70-80 billion in administrative costs would have
been avoided by adopting a Canadian-style system in the U.S., relative fo actual US
administrative costs of $100-120 blllion (out of the $500 billion spent on U.S. health
care).58 This can be faken as a crude indicator of the magnitude of our health care
system’s administrative burden. Not all of this burden can be attributed to federal
regulation, since private health care providers and insurers create administrative
burdens as well. Moreover, state regulation also appears fo increase such costs.5? On
the other hand, the Woolhandler-Himmelstein estimate only gets at the portion of
burden that serves no useful purpose,‘ﬁ0 and thus the cost of essential heatth care
regulation is excluded. This paper aftempts to give @ conservative indication of health
care regulatory costs by assuming that federal regulation is responsible for one-fourth
of the “excessive administrative cost” in the Woolhandler-Himmelstein sense.b1 The
resuting estimate, for 1990, of health care regulatory process costs is $22 billion, which
constitutes the rest of this paper’s “process regulation” costs. This cost is estimated to
have risen in real terms from $8 billion in 1977; it is projected to continue rising to $37

billion by 2000.

SUMMARY AND CONCLUSIONS
Taxpayers are made acutely aware of the costs of government that show up in
the federal budget, but they seem less sensitive to the non-budgetary costs associated
with federal regulation. For example, the Tax Foundation, with much media attention,
identified May 8 as the 1991 “Tax Freedom Day.” dramatizing how much of the

#
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" workyear passes before the average taxpayer has eamed enough to cover the year's
taxes.62 Yet, If the generally accepted concept of govemment burden included both
budgetary and regulatory costs, this *Freedom Day” would be considerably delayed.
For while budgetary costs of govemment certainly exceed regulatory costs, the
difference very likely is not huge. Figure 7 (see page 20) contrasts these two
dimensions of the cost of govemment.

When expressed on a per household basis and in constant 1988 dollars, federal
receipts amount to roughly $10,000 per household, an amount that has been slowly
but steadily rising since 1983. Similarly expressed. regulatory costs identified in this
paper appear never to have fallen below $4,100 per household between 1977 and
the present, although the exact amounts are subject to considerable uncertainty for
reasons discussed earlier.

Unlike the budgetary cost pattem, reguiatory costs had been steadily declining
for a decade until a reversal occurred about 1988. Indeed, the effect of existing
legisiative guidance to federal agencies is very likely fo be a continuing increase in
regulatory costs over the next decade. Table 2 (see page 21) summarizes the
estimates presented earlier.

To recap some of the key features found in the pattem of regulatory costs:

« fotal regulatory costs declined during 1977-88 but rise steadily thereafter

« fotal regulatory costs per household declined from $5,800 in 1977 to a low of
$4,100 in 1988; they then rise slowly to $4,500 by 1996 (all in constant 1988
dollars)

« fastest growing regulatory costs are in the environmental protection area

« the costs of economic regulation probably declined steadily and sharply
during 1977-88

Whether the U.S. regulatory burden is excessive is not answerable from the
findings of this paper, for much the same reason that knowing the amount of taxes
paid says nothing about whether we have too many or too few govemment services.
Such conclusions about either reguiation or govemment spending require a paraliel
examination of the benefits created by these govemment activities. The point here Is
simply that enough evidence exists, however incomplete it may be, to suggest that
regulatory costs are substantial and growing. The magnitudes are large enough to
warant a more vigorous effort to firn up these cost estimates and to examine
regulatory benefits with greater care inthe interests of more rational public policy.

#
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FIGURE 7

Federal Receipts and Regulatory Costs per Household in 1988Dollars
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‘TABLE 2

Annual Costs of Federal Regulation (in billions of 1988 dollars)

1977 1990 2000
Environmental Regulatory Costs 41 o9 167
Costs of Other Social Reguiation 25 29 47
Efficiency Costs of Economic Regulation 87 46 46
Costs of Process Regulation 100 122 137
Subtotal of Costs 252 296 397
Transfer Costs of Economic Regulation 181 @5 @5
TOTAL COSTS 433 392 492
Source: See text.
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