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on the order of $20,000.2 Thus, the total cost of analysis for a major regulation is
roughly $720,000, most of which is the cost of the initial review. From 2001 to 2005,
the annual number of economically significant rule reviews ranged between 82 and
111 (according to (http://RegInfo.gov)). Thus a rough estimate that 100 major
regulations are reviewed each year would lead to a total cost of regulatory review of
roughly $72 million annually (about 100 times $720,000).

We think, but cannot show definitively, that many regulatory proposals have
their net benefits increased by at least a billion dollars annually as a result of
analysis and evaluation. This pattern appears to hold, for example, with the removal
of lead from gasoline and the market-based approach for cutting sulfur dioxide
emissions (Carlson, Burtraw, Cropper, and Palmer, 2000). Moreover, many regu-
lations still go forward whose costs appear to exceed benefits. If regulatory review
could have eliminated just the major regulations with negative monetized net
benefits from 1995 to 2005, the expected incremental net benefits of improved
review would have exceeded $250 million per year.”

Improving the Regulatory Process

Even though current review of regulations is likely to be justified on economic
grounds, the process can be improved. There are two basic ways of improving the
process: exploring ways of doing better analysis, and examining institutional and
political changes that would make better use of the analysis. We consider both of
these briefly.

Several refinements could improve the economic analysis of proposed regula-
tions, including peer review, better data quality, better analysts, and standardized
procedures. Peer review poses problems because it is difficult to get good reviewers
for this kind of work. Improving data and getting better analysts has potential if the
government is willing to allocate the resources and do more outsourcing of
analyses. Issuing guidelines for good analysis is problematic unless some mecha-
nism ensures that those guidelines will be followed. Because these kinds of ideas
have been addressed elsewhere, we will not dwell on them here (for example,

2 We make the following calculation: 0.5 x (% of FTEs working on reviews) (OIRA budget) / (econom-
ically significant rule reviews), or, 0.5 x (0.40) ($7 million) / (82) = $17,000. For the percentage of OIRA
staff working on reviews, see General Accounting Office (2003), which gives the number of full-time
employees primarily responsible for reviews in 2003. We assume this ratio still holds. For the current
OIRA budget, see OMB (2006a). For the number of economically significant regulations, we use the
number reviewed in 2005; see RegInfo.gov (2007). Because the full-time employees responsible for
economically significant regulatory reviews also review hundreds of nonsignificant regulations and
paperwork under the Paperwork Reduction Act, we multiply by 0.5 to approximate the time actually
spent on economically significant regulatory review. Over the period 20002005, this estimate ranges
from $20,000 (2004) to $12,000 (2001) with a mean of $16,000 because of differences in the OIRA
budget and the number of economically significant rules year each.

3 For the 14 out of 95 major rules with negative net benefits between 1995 and 2005, we divide the total
annualized negative net benefits of $2.8 billion by the number of years to obtain $250 million per year.
If regulations with negative net benefits remain in place for more than one year, $250 million per year
represents a substantial underestimate of the total costs to society that could have been avoided with
better regulatory review.



Robert W. Hahn and Paul C. Tetlock 81

Sunstein, 2002). Rather, we will mention one alternative that could represent a
methodological breakthrough: using prediction markets.

Prediction markets are markets for contracts that yield payments based on the
outcome of an uncertain future event. These markets frequently outperform both
experts and opinion polls (Berg, Nelson, Forsythe, and Rietz, 2003; Wolfers and
Zitzewitz, 2004). For example, the government could issue one contract that paid
an amount proportional to net benefits if a particular legislative measure were
implemented, and a second that paid an amount proportional to net benefits if the
measure were not implemented. The difference between the prices of the two
contracts could capture the overall impact of the regulation as measured by the
change in net benefits from the regulation.” It may be difficult to define reasonable
proxies for costs and benefits of regulations, but some examples could include
pollution levels, deaths from disease, and key price or quantity indices, such as
energy or housing. It’s easy to think of difficulties with using prediction markets in
this way, but our point is mainly to suggest that it’s worth exploring ways of
dramatically improving the information available to decisionmakers in the future
(Arrow et al., 2007).

Improving analysis is only part of the solution. Ensuring that economists and
economic reasoning plays a more prominent role in regulatory policy design is also
critical. In the United States, there are several ways of elevating benefit—cost
balancing in decision making. All would involve a greater degree of political
commitment than seems likely at present. First, the president could require
benefit—cost analysis for all major regulatory decisions made by the federal govern-
ment, to the extent permitted by law. This requirement would apply both to
agencies overseen by the president as well as to independent regulatory agencies,
where benefit—cost analysis is not typically required. In addition, the annual Office
of Management and Budget report should be expanded to contain the number and
percentage of final regulations that pass a benefit—cost test based on factors that
can be quantified and monetized, something that OMB’s report does not currently
contain. We believe such a report has the potential to add to our knowledge as well
as promote greater transparency and accountability.

Second, Congress could pass laws that allow or mandate benefit—cost analysis.
Congress might even create a Congressional Office of Regulatory Analysis that
would complement the regulatory evaluation mechanism within the Office of
Management and Budget. Such an office could stimulate healthy competition
between two government institutions with analytical responsibility for regulation, in
much the same way that the two agencies that work on budget issues—OMB and
the Congressional Budget Office— help to keep each other honest. Furthermore,
Congress may want to ask this office not only to consider regulations, but also laws
that give rise to regulations. Europe, for example, allows for analysis of a wide range
of instruments that correspond roughly to guidelines, laws, and regulations. Con-

*If market participants recognize that policymakers are using prices to inform decision, the estimate
proposed above may be biased. To avoid this bias, a policymaker could commit to implement policies
randomly a fraction of the time and issue contracts based on the net benefits from these policies.
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gress could also consider subjecting some proposed laws to at least a crude
benefit—cost analysis prior to voting on them. After all, Congress now asks for
estimates of the budgetary impacts of laws and proposed laws.

Third, Congress might consider creating an independent agency, along the
lines of the Federal Reserve, to do cost—benefit analysis for important public policy
issues, including regulation. Such an agency would address a key defect in the
current system, namely, that agencies tasked with doing benefit—cost analysis may
have goals that are in conflict with increasing or maximizing net economic benefits.

Finally, Congress could also allow the courts to strike down regulations that
clearly, by an overwhelming weight of evidence, fail a benefit—cost test.

Future Research

In specific cases, scholars have suggested that economic analysis of regulations
does matter at the margins. However, there is no strong support for the view that
economic analysis has had a significant general impact. Furthermore, the quality of
regulatory analysis for a significant fraction of regulations does not meet widely
accepted guidelines.

Social scientists can contribute to our understanding of the role of economic
analysis in regulatory decision-making in several ways. First, scholars could help
identify the conditions under which particular forms of analysis, and particular
expenditures on economic analysis, might yield more or less efficient policies. For
example, cost-effectiveness analysis may be most useful in eliminating the most
inefficient projects, such as a very wasteful chronic toxin regulation. Second,
researchers could contribute to the development of analytical tools that could
improve evaluation. Possibilities include the prediction markets discussed above
and new approaches for valuing the benefits from regulation. Third, researchers
could contribute to the development and improvement of data sets that are used as
inputs for statistical models that inform regulatory decisions, such as government
inventories on private expenditures on pollution control.

Economists may also intervene more directly in the regulatory process by
doing timely benefit-cost analyses of important regulations and programs. In the
past, economic studies of key sectors of the U.S. economy, such as transportation
and energy, have been important factors in the decision to deregulate, or partially
deregulate, those industries (Noll, 2006). Studies of regulation, in both the U.S.
and other countries, could have a similar effect. Indeed, relatively little is known
about the effectiveness of regulations outside of the United States.

Economic analysis cannot be expected to drive the political process. After all,
many politicians tend to be more concerned with distributional issues than with
overall benefits and costs. Without significant support from key elected officials,
most attempts at introducing or strengthening the role of economic analysis of
regulation will probably have only a modest effect. Nonetheless, in a world where
regulatory impacts are frequently measured in the billions of dollars, margins
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matter. Thus, economists should pay more attention to how economic analysis can
contribute to improving benefits and costs on the margin, insofar as that is possible.

m The authors would like to dedicate this paper to Art Fraas and John Morrall—two
outstanding civil servants who have over the years shared their anecdotes, insights, and data
on the regulatory oversight process. The authors would like to thank Don Arbuckle, Ken Arrow,
Robert Crandall, Scott Farrow, John Graham, James Hines, Robert Litan, Tom Lyon, John
Morrall, Roger Noll, Andrea Renda, Fernando Salas, Andrei Shleifer, Kerry Smith, Jeremy
Stein, Cass Sunstein, Timothy Taylor, Scott Wallsten, Cliff Winston, and participants at
conferences at Stanford, the University of Pennsylvania, and the University of Washington for
helpful suggestions. Caroline Cecot and Katrina Kosec provided valuable research assistance.

References

Arrow, Kenneth J., Maureen L. Cropper,
George C. Eads, Robert W. Hahn, Lester B. Lave,
Roger G. Noll, Paul R. Portney, Milton Russell,
Richard Schmalensee, V. Kerry Smith, and Robert
N. Stavins. 1996. “Is There a Role for Benefit—Cost
Analysis in Environmental, Health, and Safety Reg-
ulation?” Science, April 12, 272 (5259): 221-2.

Arrow, Kenneth J., Robert Forsythe, Robert E.
Litan, Michael Gorham, Robert W. Hahn, Robin
Hanson, Daniel Kahneman, John O. Ledyard,
Saul Levmore, Paul R. Milgrom, Forrest D. Nel-
son, George R. Neumann, Marco Ottaviani,
Charles R. Plott, Thomas C. Schelling, Robert J.
Shiller, Vernon Smith, Erik C. Snowberg, Shyam
Sunder, Cass R. Sunstein, Paul C. Tetlock,
Philip E. Tetlock, Hal R. Varian, Justin Wolfers,
and Eric Zitzewitz. 2007. “Statement on Predic-
tion Markets.” Related Publication 07-11. Wash-
ington, DC: AEI-Brookings Joint Center for
Regulatory Studies.

Berg, Joyce, Forrest Nelson, Robert Forsythe,
and Thomas Rietz. 2003. “Results From a Dozen
Years of Election Futures Markets Research.”
Unpublished paper.

Carlson, Curtis, Dallas Burtraw, Maureen L.
Cropper, and Karen Palmer. 2000. “Sulfur Diox-
ide Control by Electric Utilities: What are the
Gains from Trade?” Journal of Political Economy,
108(6): 1292-1326.

Congressional Budget Office. 1997. “Regula-
tory Impact Analysis: Costs at Selected Agencies
and Implications for Legislative Process.” CBO
Papers.  http://www.cbo.gov/ftpdocs/40xx/
doc4015/1997d0c04—Emire.pdf.

DeMuth, Christopher. 1994. “Christopher De-

Muth.” In American Economic Policy in the 1980s,
ed. Martin Feldstein, 504-511. Chicago and
London: The University of Chicago Press.

Environmental Protection Agency. 1990. “En-
vironmental Investments: The Cost of a Clean
Environment.” Report of the Administrator of
the Environmental Protection Agency to the
Congress of the United States.

European Commission. 2002. “Communica-
tion from the Commission on Impact Assess-
ment.” COM(2002) 276.

Farrow, Scott. 2000. “Improving Regulatory
Performance: Does Executive Office Oversight
Matter?” Washington, DC: AEI-Brookings Joint
Center for Regulatory Studies. http://www.aei.
brookings.org/publications/abstract.php?pid
=192.

General Accounting Office. 2003. “OMB’s
Role in Reviews of Agencies’ Draft Rules and the
Transparency of Those Reviews.” Report to Con-
gressional Requesters.

Graham, John D., Paul R. Noe, and Elizabeth
L. Branch. 2006. “Managing the Regulatory
State: The Experience of the Bush Administra-
tion.” Fordham Urban Law Journal, 33(4): 1-44.

Hahn, Robert W., Jason Burnett, Yee-Ho I.
Chan, Elizabeth Mader, and Petrea Moyle. 2000.
“Assessing Regulatory Impact Analyses: The Fail-
ure of Agencies to Comply with Executive Order
12,866.” Harvard Journal of Law and Public Policy,
23(3): 859-71.

Hahn, Robert W., and Patrick Dudley. 2007.
“How Well Does the Government Do Cost-Ben-
efit Analysis?” Review of Environmental Economics
and Policy, 1(2): 192-211.



84 Journal of Economic Perspectives

Hahn, Robert W., Randall W. Lutter, and W.
Kip Viscusi. 2000. Do Federal Regulations Re-
duce Mortality. Washington, DC: AEI-Brookings
Joint Center for Regulatory Studies.

Harrington, Winston. 2006. “Grading Esti-
mates of the Benefits and Costs of Federal Reg-
ulation: A Review of Reviews.” Discussion Paper
06-39. Washington, DC: Resources for the Future.

Harrington, Winston, Richard Morgenstern,
and Peter Nelson. 2000. “On the Accuracy of
Regulatory Cost Estimates.” Journal of Policy Anal-
ysis and Management, 19(2): 297-332.

Morgenstern, Richard D., ed. 1997. Economic
Analysis at EPA: Assessing Regulatory Impact. Wash-
ington, DC: Resources for the Future.

Morrall, John F. 1986. “A Review of the
Record.” Regulation, 10(2): 30-34.

Morrall, John F. 2003. “Saving Lives: A Review
of the Record.” Journal of Risk and Uncertainty,
27(3): 221-37.

Morrison, Steven A., Clifford Winston, and
Tara Watson. 1999. “Fundamental Flaws of So-
cial Regulation: The Case of Airplane Noise.”
Journal of Law and Economics, 42(2): 723-43.

Nichols, Albert L. 1997. “Lead in Gasoline.” In
Economic Analysis at EPA: Assessing Regulatory Im-
pact, ed. Richard D. Morgenstern, 49—-86. Wash-
ington, DC: Resources for the Future.

Noll, Roger G. 2006. “Still Reforming Regula-
tion.” AEI-Brookings Joint Center 2006 Distin-
guished Lecture. http://www.aei-brookings.org/
events/page.php?id=159. (Last accessed Decem-
ber 2001.)

Office of Management and Budget. 1992.
“Circular A-94: Guidelines and Discount Rates
for Benefit-Cost Analysis of Federal Programs.”
http://www.whitehouse.gov/omb/circulars/
a094/a094.html.

Office of Management and Budget. 2005.
“Validating Regulatory Analysis: Report to Con-
gress on the Costs and Benefits of Federal Reg-
ulations and Unfunded Mandates on State, Lo-
cal, and Tribal Entities.” Washington, DC: Office
of Information and Regulatory Affairs.

Office of Management and Budget. 2006a.
“Budget of the United States Government Fiscal
Year 2007.”

Office of Management and Budget. 2006b.
“2006 Report to Congress on the Costs and Bene-
fits of Federal Regulations and Unfunded Man-
dates on State, Local, and Tribal Entities.” Wash-

ington, DC: Office of Information and Regulatory
Affairs.

Office of Management and Budget. 2007.
“Draft 2007 Report to Congress on the Costs and
Benefits of Federal Regulations.” Washington, DC:
Office of Information and Regulatory Affairs.

Reglnfo.gov. “Where to find Federal Regula-
tory Information,” through the Office of Man-
agement and Budget. http://Reglnfo.gov. Last
accessed July 2007.

Renda, Andrea. 2006. Impact Assessment in the
LEU: The State of the Art and the Art of the State.
Brussels: Center for European Policy Studies.

Schultze, Charles L. 1996. “The CEA: An
Inside Voice for Mainstream Economics.” jJour-
nal of Economic Perspectives, 10(3): 23-39.

Seong, Si Kyung, and John Mendeloff. 2004.
“Assessing the Accuracy of OSHA’s Projections
of the Benefits of New Safety Standards.” Ameri-
can Journal of Industrial Medicine, 45(4): 313-28.

Shleifer, Andrei. 2005. “Understanding Regu-
lation.” European Financial Management, 11(4):
439-51.

Stigler, George J. 1982. “Economists and Pub-
lic Policy.” Regulation, 6(3): 13-17.

Sunstein, Cass R. 2002. The Cost Benefit State:
The Future of Regulatory Protection. American Bar
Association.

Tengs, Tammy O., Miriam E. Adams, Joseph
S. Pliskin, Dana Gelb-Safran, Joanna E. Siegel,
Michael C. Weinstein, and John D. Graham.
1995. “Five-Hundred Life-Saving Interventions
and Their Cost-Effectiveness.” Risk Analysis,
15(3): 369-90.

Tengs, Tammy O., and John D. Graham. 1996.
“The Opportunity Costs of Haphazard Social
Investments in Life-Saving.” In Risks, Costs, and
Lives Saved, ed. Robert W. Hahn. New York: Ox-
ford University Press.

Thompson, Kimberly M., Maria Segui-Gomez,
and John D. Graham. 2002. “Validating Benefit
and Cost Estimates: The Case of Airbag Regula-
tion.” Risk Analysis, 22(4): 803-11.

Winston, Clifford. 2006. Government Failure
versus Market Failure: Microeconomics Policy Re-
search and Government Performance. Washington,
DC: AEI-Brookings Joint Center for Regulatory
Studies, available at http://www.aei-brookings.
org/publications/abstract.php?pid=1117.

Wolfers, Justin, and Eric Zitzewitz. 2004. “Pre-
diction Markets.” Journal of Economic Perspectives,
18(2): 127-42.





