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Although EPA will not complete its screening by the scheduled -
date of November 1979, decisions have been made to eliminate
three solid waste and one motor vehicle fuel economy regu-~
lation. Of the remaining 23 regulations which have been
screened, nine have been scheduled for short term revision

and another nine for long term review.

Major statutorily required reviews completed during the last
year include:

--Review of the ambient air quality standard for ozone.
EPA estimates that final standard will result in cost savings
of about $2 billion annually when compared with the previously
existing standard.

~--A cost effectiveness review of existing effluent guide~-
lines for conventional pollutants . EPA estimates cost savings
of $200 million annually for the several affected industries.

EPA has improved several existing programs through revisions
of regulations not included in the screening and statutory
review. Leading examples include:

--A thorough revision of its regulations for sewerage
treatment grants. This will speed up processing time for
several water and sewer grants by more than a year and achieve
a 30-40% reduction in the paperwork requirements for a small
town's grant application.

--A complete rewriting of regulations for issuing water
discharge permits, consolidating them where possible and
making them much less confusing to regulated firms. EPA i3
also consolidating permit regulations for five programs,
designing a single application form, and designating a single
unit in each EPA regional office to reduce delay in the
application process.

EPA also deserves credit for experimenting with new and
innovative approaches for improving enforcement efficiency
and the cost effectiveness of existing regulations. Examples
include:

--Noncompliance Penalties. In the Clean Air Act
amendments OF 1977, Congress gave EPA the authority to use
economic disincentives as a supplement to traditional regu-
lation. Under section 120 of the new law, EPA will collect
from each violator of air pollution standards the amount of
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money which the violator has saved by not installing pollution
control equipment. EPA issued proposed regulations to imple-

ment noncompliance penalties in March 1979. Final regulations
are due in August 1979.

--Offset Strategy. One of the most complex and difficult
igsues under the Clean Air Act is whether and to what extent
the national ambient air gquality standards pernit new indus-~
trial growth in nonattainment areas where pollution exceeds
the standards. In December 1976, EPA issued a rule allowing
the construction of a source of air pollution if specific
requirements are met. One of the requirements is that emissions
from existing sources be reduced enough to more than offset
the expected pollution from the new source. In January of this
year, EPA revised its 1976 ruling to allow industry and State

and local governments to bank emission reductions for future
use or sale.

--Bubble Concept. Under their current policies, EPA and
State agencies set separate pcllution control standards for
each polluting process in an industrial plant. Under the
bubble concept, EPA gives a company some flexibility to adjust
its control efforts on different processes (e.g., reducing
pollution where the control is easiest and cheapest, and
allowing more pollution where the control is more difficult
and expensive) so long as total pollution from the plant would
not exceed the current standards. This concept offers the
potential of meeting pollution standards at a lower cost. EPA
had begun implementing the bubble concept for air pollution
programs in January 1979 and is studying its applicability to
water programs.

PLAIN ENGLISH

Refore the Executive Order, EPA acknowledged that the clarity

of EPA regulations was not much different from the bureaucratic
norm. The agency has since instituted several plain English
measures. For example, it selected a new regulation in each of
nine program areas and had an editor from the agency's Plain
English project help to make it clearer. By February 1979,

all these "model" regulations had gone to the proposal stage.
Both the draft regulations and their preambles showed substantial
improvements in clarity. 1In addition, the Plain English project
prepared a report on how EPA could continue to improve its regu-
lation writing. A style manual has been prepared for regulation
writers and a full time editor has been hired to assist them.
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preambles to EPA regulations have generally shown a noticeable
improvement in clarity. However, EPA has also issued several
regulations for the control of water and toxic substances
which are exceedingly complex and difficult to comprehend.
Members of the public, for example, criticized EPA premanu-
facture notification rules for new chemicals in terms of their

gize, readability, structural complexity and level of detail

(e.g., 6000 distinct provisions, 60 percent of which are
exceptions to pther provisions; sentences of 50 to 100 words:
many multi-syllable words). The public has similarly criticized

EPA's recently proposed consolidated permit and toxic water
regulations for their complexity and level of detail.

CONCLUSION

Taken together, EPA's efforts demonstrate a solid and growing
commitment to implement the five Executive Order goals. In
coming months, EPA will:

-=Further strengthen senior management oversight,
emphasizing involvement Dby senior regional managers and will
conduct a pilot effort to apply independent, expert review of
the quality of agency decision documents.

--augnment resources for analyzing new regulations and
inaugurate a major study effort for the analysis of benefits

in EPA decisions. The Agency will also define a model
regulatory analysis for use by work groups. petter assess the
impact of regulations OD its own resource commitments, and
engage 4a private consulting firm to implement an innovative N
program for evaluating all new significant regulations. i

~--Further expand its regulatory agenda and move ahead
with a program to compensate the expenses of certain parti-
cipants in regulation development.

T O

RN
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EXECUTIVE OFFICE OF THE PRESIDENT

The Executive Office of the President carries out a wide
variety of functions that support the President in the
execution of his duties. The components of the Executive
office are not commonly thought of as regulatory agencies,
put three components-~the Office of Management and Budget,
the Council on Wage and Price Stability, and the Council

on Environmental Quality--do issue requlations or directives
that frequently have widespread effect. These three components
have embraced the spirit of the Order, established procedures
to implement it, and shown improvements, particularly in
public participation.

OFFICE OF MANAGEMENT AND BUDGET

The 0ffice of Management and Budget (OMB) is not generally
considered a regulatory agency. OMB rarely issues rules that
directly regquire compliance by those in the private sector.
It does issue directives that are applicable to all executive
branch agencies. When agencies apply these directives, the
effect upon the public is sometimes similar to that of a
regulation. OMB circulars govern a wide range of Federal
agency requirements including administrative requirements

for grants with universities and hospitals, policies for

acquiring commercial or industrial products, and paperwork
controls.

OMB published its draft implementation plan for complying

with E.C. 12044 on May 22, 1978, and its final plan on
February 28, 1979.

POLICY OVERSIGHT

Implementation of the Order has made policy oversight of
circulars more systematic. OMB Associate Directors are
responsible to notify the Director of decisions to initiate
or revise an OMB circular. Proposed directives are reqguired
to be approved by the Director, and the Director approves
OMB's agenda. The Director and Deputy Director have made
clear by order and action that they are most concerned

with adherence to both the letter and spirit of the Executive
Order.

PUBLIC PARTICIPATION

OMB has made its greatest progress in this area. In the
past, OMB has not usually sought public comment on its
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draft instructions to agencies. Now, OMB has committed

to undertake "a systematic effort to increase public
participation in the development of circulars and bulletins
that are likely to have a significant impact on the public,
on State and local governments, and on public and private
institutions." As an example of the effectiveness of its
new procedures, OMB cites its revision of Circular A-21,
"Cost Principles for Educational Institutions,” which
prompted much public reaction and was revised to reflect
many expressed cConcerns. Tn addition, OMB held special
briefings on this revision with university representatives
and Congressional staff members, and invited public
attendance at these priefings. Finally, OMB has decided
to place a listing of all its circulars in the Code of
Federal Regulations to allow for easy public access.

REGULATORY ANALYSIS

Although few, if any, OMB directives have economic conse-
guences that exceed $100 million annually, OMB will use
discretionary authority provided in E.O. 12044 and reqguire
analyses for proposals that will have a significant direct
effect upon the public.

REVIEW OF EXISTING REGULATIONS

In its draft implementation plan, OMB indicated that it
would conduct "a fundamental review of the structure and
content of its entire system of circulars. Circulars that
are outdated, not clearly written, unnecessarily burden-
some, or do not deal with significant government-wide
policy matters will be updated or eliminated." Although
this statement did not appear in OMB's final implementation
plan, OMB did promise a periodic review of existing
directives. OMB's semiannual agendas have identified
directives being revised.

PLAIN ENGLISH

OMB acknowledges that this area requires much greater
attention. There are few examples of efforts to revise

circulars for clarity. OMB should give this area higher
priority.
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COUNCIL ON WAGE AND PRICE STABILITY

The Council on Wage and Price Stability {CWPS) implements
the President's voluntary wage and price program and
monitors and analyzes inflationary developments throughout
+he economy. The Council clarifies policy through regu-
lations or voluntary standards.

The Council has set forth procedures for the public to
observe in supplying or requesting information, responding
to notices of probable noncompliance and requesting removal
from the Council's noncompliance list.

voluntary standards are the Council's form of "regulations."”
They set forth the voluntary wage and price guidelines for
the public to follow. These standards are voluntary; they
do have an effect similar to regulations on many people.
accordingly, after initial reluctance, the Council agreed

to follow the Order for these standards.

CWPS published its initial E.O. implementation plan for
comment on July 18, 1979.

POLICY OVERSIGHT

Under the Council's proposed implementation plan, the
Director will approve all significant proposed rules
prior to publication.

PUBLIC PARTICIPATION

Commentors have complained about the lack of sufficient

time CWPS has allowed for response to some of its most
important actions, including the wage and price guidelines.
CWPS will expand its public comment periods to 60 days
according to the implementation plan. On occasion,

public hearings will be held. CWPS has recently established
two advisory committees (Wage aAdvisory Committee and Price
Advisory Committee) with representatives of industry,
business associations, and organized labor to advise the

Council on the implementation of the wage and price
guidelines.

REGULATORY ANALYSIS

No regulatory analyses have been done or are presently
contemplated. However, the implementation plan provides
for such analysis.
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REVIEW OF EXISTING REGULATIONS

The Council claims to review its existing regulations
regularly. However, the proposed implementation plan
does not provide for a formal "sunset review" program.

PLAIN ENGLISH

The original wage and price standards were criticized
for being confusing and complicated. However, CWPS is
consulting with a variety of affected groups to make
the standards as clear as possible.

COUNCIL ON ENVIRONMENTAL QUALITY

The Council on Environmental Quality (CEQ) is responsible
for two regulations: rules implementing the procedural
requirements of the National Environmental Policy Act {NEPA)
and the National 0il and Hazardous Substances Pollution
Contingency Plan regulations. Although the Council was

at first reluctant to apply the Order, this attitude has
changed and it is now following the Order's provisions.

CEQ published its plan for implementing E.O. 12044 on
November 20, 1978.

POLICY OVERSIGHT

Because the Council is a small organization, policy oversight
is very direct. The Council's Chairman approves regulations

and agendas before they are published and participates directly
in their preparation.

PUBLIC PARTICIPATION

The Council has taken steps to ensure extensive public
participation in preparing and revising their two rules.
A detailed analysis of more than 500 public comments was
made for the Council's review in determining the final
content of the NEPA regulations. The Council has
published two notices in the Federal Register to inform
the public on agency progress in streamlining the NEPA
procedures. A 60-day comment period was allowed on the
recent publication of 0il and Hazardous Substances
Pollution Contingency Plan rules.

REGULATORY ANALYSIS

No regulations requiring regulatory analysis have been
issued. The NEPA regulations do require agency evaluation
and comparisons of alternatives.
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REVIEW OF EXISTING REGULATIONS

Wwith only two regulations in place, "sunset" review is
only minimally applicable to CEQ.

PLAIN ENGLISH

The Council has focused particularly on writing the NEPA
regulations in plain language. It received numerous
compliments on those rules from groups such as the National
covernors' Conference, the Chamber of Commerce, and the
National Wildlife Federation. CEQ is working with other

agencies to make their individual NEPA procedures under-
standable.

CONCLUSION

Although not regulatory agencies, the components of the
pxecutive Office that issue regulations or directives
having similar effect have made progress in implementing
the procedures of the Order. As has been the case with
several other agencies, the greatest improvement has been
in providing for increased public participation. This is
a very important achievement. There has been a firm
commitment to writing regulations and directives more
clearly and simply, but only the Council on Environmental
guality has made significant progress.
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GENERAL SERVICES ADMINISTRATION

The General gervices Administration‘s (GSA) regulations chiefly
give agencies procedures ro follow in such areas as using

real property and getting office space in buildings. GSA

is not & ma’jor regulatory agency but many of its

regulations when applied by agencies do have an effect

on the public.

Exclusions in the Executive Order relating to procurement
and agency management exempt many f GSA's regulations

from the Order's provisions. still, GSA has tried to
follow the spirit of the Order. Moreover, as the publisher
of all Federal regulations, GSA has & unigque jeadership
role, especially in improving clarity and simplicity of
writing.

The agency's plan for implementing the Order was publisheé

in the Pederal Register on December 4, 1978.

POLICY OVERSIGHT

GSA claims that agency head approval of significant
regulations praduced no change from past performance.
However, the Administrator now becomes routinely involved
in the development stage by:?

--Assigning staff members to task forces for imple-
menting the Executive Order;

-—approving the semiannual agendas before publication:

--approving all regulations regardless of significance
pefore they are issued.

GSA also has found the agenda a useful tool to focus
attention on important regulations and keep the AdministratoXr
involved in the rulemaking process.

GSh issues apprOXLmately 50 to 60 regulations 2 year,
and about five percent of these are returned to the originating
office by the Administrator for revisions.

PUBLIC PARTICIPATION

GSA has complied with the spirit of the public participation
provision of the Executive order by soliciting public

comment On non~significant regulations as well as significant
regulations. The agency recently allowed the public more
than 60 days to comment on a proposed rule, vgmoking in
public puildings,” which 1is & non—siqnificant rule, but

one of considerable potential public interest. In one
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-z-ance, GSA was forced to waive the 6C day comment period
x%ﬁzvm issuing a final significant regulation. This

re=slation increased the rate per mile Federal employees
a:,nald when they drive their own automcobiles on

gw7ernment business, and was issued in response to a
Ccnsressional mandate. The preamble to the Federal Register

pﬁz-xcation explained that although the regqulation would
pe effective on issuance, comments on the temporary
regulation would be considered for possible inclusion when
tre regulation is made final.

PLLIN ENGLISH

3's regqulations generally are clear and easy to understand.
s plan for implementing the Order was one of the easiest
ad. GB3A regulations are developed by program offices
eviewed by directives analysts or specialists who are
no- members of the originating office. This is intended to
mare regulations understandable to individuals who do not
have background in the field covered by the regulations.
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GS2 also has issued rulemaking manuals, identified specific
plain English substitutes for commonplace gobbledygook,

developed model regulations, and established regqulation
writing courses to aid other agencies.
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The Veterans Administration(VA) is not a rajor regulator,
but it does issue important regulations concerning

the administration of health, housing, and education
programs for veterans.

pParticularly relevant to the assessment of performance under
Executive Order 12044 is the effect on the housing and
education sectors, which are directly affected by the
administration of the VA programs. The direct impact on

the health sector of VA health program regulations is
limited by the fact that the VA hospitals provide the
principal delivery mechanism for VA health services.

POLICY OVERSIGHT

Policy oversight in the development and review of regulations
involves primarily the Administrator, Deputy Administrator,
the General Counsel, and the Inspector General. Policy
review occurs before the start of the developmental process,
before proposal, and pefore final approval of the new
regulation or change in existing regulation.

The principal change in procedures since implementation

of the Order is inclusion of the Inspector General in the
process. His function is to review regulations for their
economic effects, Federal government costs, and protection
against possible fraud and abuse. So far, no major proposals
for change have been initiated by the Inspector General
except in the area of abuse protection.

Additional attention should be given to the time lag in
preparing significant regulations. The December 1978
agenda showed four out of nine significant new regulations
under development for legislation passed prior to 1978,

and the June 1979 agenda showed an additional seven
significant new regulations for legislation passed prior

to 1978. The agency should set timetables for moving

from passage of legislation to proposed regulation for both

significant and non significant regulations.

PUBLIC PARTICIPATION

The Veterans Administration has established procedures for
implementation of this aspect of the Order and some
identifiable improvements have resulted. VA seeks public
comment through publication in the Federal Register of
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the semi annual agenda and through notices of proposed
rulemaking (NPRM's). The usefulness of the agendas are
limited, however, by the fact that VA fails to note the
status of previously listed proposals. Except for the

loan guarantee program, VA does not make use of advance
notices (ANPRM's), principally because affected organiza-
tions are contacted for their ideas in the development

of the legislation on which the new regulations are based.
The VA does make use of other methods recommended in the
Order, including public meetings and conferences, issuing
news releases, and direct contact with veterans' organiza-
tions and organizations whose members are directly affected
py the VA regulations, e.g., education associations.

Talks with representatives of some of the education
associations indicate that they are being regularly

consulted and that the VA has stepped up its efforts at
meaningful consultations, including talks with top level

vA officials. They believe that "concrete improvements

in the VA regulations have resulted from these consultations.”

another direct impact of the Order has been the raising
of the standard comment period from 30 to 60 days for

all significant regulations. There have been few exceptions
in practice to this new policy.

REGULATORY ANALYSIS

Because no new Or revised regulations have been

estimated to have an effect of $100 million or more, no
regqulatory analyses have been performed, Changes proposed
in existing regulations reflect the objective of reducing
costs of regulation and burden on the public, but formal
analyses of alternatives have not been developed. It
would be in the spirit of the Order if analyses were
performed for the most significant new regulations

and proposed changes, even if none meet the threshold.

REVIEW OF EXISTING REGULATIONS

VA had a head start in this area by virtue of the Administrator's
June 9, 1978, order of a base review of all administrative
issuances, including regulations. This preceded VA
implementation of the Executive Order but clearly reflects

its explicit objectives.
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VA intends to complete the base review within a five year
period. The regulations initially chosen for review have

peen those with known problems and particularly those that
have been recent targets of complaint. For example,
regulations are being reviewed that require at least 50 percent
of VA-supported students in vocational schools to find employ-
ment in the occupational field for which they were trained.
After review of this initial group, however, the VA will

need to develop a strategy for reviewing the remainder.

Action is still incomplete for nearly all of the existing
regulations under review, and no estimates for reduced
purdens or costs are available.

PLAIN ENGLISH

Although implementation of the Order clearly has led to
increased efforts to achieve clarity and simplicity, this
also still appears to be an area that needs more attention.
In particular, VA needs to reexamine the necessity of
adhering strictly to statutory language even when it is
difficult to follow.

The VA receives suggestions on a regular basis from the
Federal Register staff. Internally, an additional review

is now done for improvements in plain English. One example
of a concrete improvement is the proposed revision of

the regulation on reimbursement for independent study.
Existing regulations have not provided gsufficient definition
of independent study to prevent ambiguities, and, as a result,
vA allowances have been challenged in court. The proposed
revision, although longer, does reduce ambiguity and
increase fairness to peneficiaries by standardizing

the basis of payment.

CONCLUSION

VA has consistently implemented the procedures called for

in the Order, and public comments corrbborate our evaluation
that some improvements have resulted. After a good start,
there is still potential for further improvement. In
particular, VA needs to ensure that the potential of the
plan for policy oversight is realized, develop a more
comprehensive strategy for review of existing regulations,
and take a more concerted effort at improving the clarity

of regulations.
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SMALL AGENCIES

Many smaller agencies are also subject to the reguirements of
gxecutive Order 12044. Some of these small agencies issue a
very limited number of requlations (for example, the Committee
for Purchase from the Blind and Other Severely Handicapped

and the Pennsylvania Avenue Development Corporation). Others,
such as the Small Business Administration and the Community
services Administration, issue more regulations that affect
jarge numbers of individuals and groups. Some small agencies
issue primarily administrative requirements (American Battle
Monuments Commission): others set conditions for financial
assistance (Farm Credit Administration); and still others

set rates and run utilities (Tennessee vallev Authority).

The variety of functions carried out by the smaller agencies
and the generally limited nature of their regulatory responsi-
pilities makes application of the Order to their decisionmaking
processes uneven. Most agendas are small; few, if any,
regulations require a regulatory analysis. Many of these
agencies, however, are using the Order to improve public
participation in rulemaking, strengthen policy oversight,

and ensure agency review of existing regulations. Some
agencies have not issued any new regulations since the Order,
nowever, all indicated they intend to apply the Order in
developing future regulations.

POLICY OVERSIGHT

The smaller size and limited number of regulations issued by
these agencies enables policy officials to maintain closer
supervision of the regulatory process than is possible in
larger departments. Although policy level oversight was
generally adequate before the Order, it has been more

systematic and formal in some small agencies since the issuance
of the Order.

-- Work plans setting forth the need for the regulation,
the legal authority, whether or not a regulatory analysis is
required, and a plan for public involvement are now prepared
for significant regulations of the Small Business Adminis-
tration. This work plan must be approved by the Administrator.
In addition, a new section of the General Counsel's Office
has been established to oversee compliance with the Order.

ST The Administrator of the National Credit Union
Administration now receives a "preliminary review memorandun”
for each significant regulation. For example, a review
memorandum was recently prepared for regulations permitting



Federal credit unions to act as agents for approved mortgage
lenders. The ndministrator noted that "through the use of
this memo, I wWas able to oversee the development of this
regulation (prior to the drafting of a provosed regulation)
py providing comments on each of the eight issues presented.”

PUBLIC PARTICIPATION

gixteen of the small agencies have published at least one
semiannual agenda. several agencies have noted that the
preparation of an agenda has increased senior staff awareness

of issues involved in developing a regulatory proposal. For
example, the Administrator of the National Credit Union
Administration (NCUA) reports that "I have used the semiannual
agenda as a tool for more effective oversight of the development .
and review of NCUA's regulations by requiring gquarterly updates.”
The Farm Credit Administration (FCA), on the other hand, uses
the agenda to increase the involvement of its member organiza-
tions in "sunset” reviews. The staff noted that the response
"was so great we have enough reviewing to do for the duration

of the reporting period." 1In most of the smaller agencies,

however, agendas have produced only a small increase in public\
inquiries.

Although the smaller agencies have generally extended their
comment periods to 60 days, some regulations are still being
issued without adequate time for the public to respond. For
example, a proposed regulation on due process rights for
applicants denied benefits under cSA-funded programs was
originally given a 30-day comment period by the Community
services Administration. However, after several inquiries,
¢SA agreed that the regulation was significant and the comment
period was axtended.

Most agencies are trying to expand public awareness of and
participation in their rulemakings.

-- The Pension Benefit Guarantee Corporation is issuing

a quarterly update of "regulatory highlights to some 2,500
pension professionals.

. -- The Mational Foundation on the Arts and Humanities
provided a six-month comment period on its regulation to aid
the handicapped. A special task force was established and
included representatives from organizations of handicapped
persons, arts service organizations, and the cultural fields.

A special brochure was prepared to explain the regulations to -
the visually impaired. ‘
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-- The Egual Employment Opportunity Commission
experimented with a simple guestion and answer format in
the preamble to its sex discrimination regulations in the

nope that more members of the public would understand the
intent of the regulation.

-- The Community Services Administration prepared a
spanish translation of one recent NPRM. Before the develop-
ment of a proposed rule for its Community Food and Nutrition
program, & direct mailing was made to each grantee soliciting
views on past operating experience. One of CSA's regional
offices established a coordinating council with members
representing community agencies, state economic opportunity
offices, and local groups to review and critique the proposed
rule.

REGULATORY ANALYSIS

Few regulatory analyses were expected from these smaller
agencies because of their limited regulatory responsibilities.
we are aware of onlvy one small agency t+hat has completed a
draft regulatory analysis for a proposed regulation. The
National Credit Union Administration has completed the draft
analysis on the Central Liquidity Facility regulations. It

is also working on one to accompany the regulations requiring
Federally insured credit unions to maintain minimum liquidity
reserves. NCUA reports that "as an example of the impact of
the regulatory analysis, we decided to include U. S. Government
securities (with maturities under one year) in the definition
of 'liguid agssets' because the analysis indicated that this
broader definition would be less burdensome and result in a

smaller potential reduction of income from adjustments regquired
by the regulation."

The limited number and nature of small agency requlations is
not, however, an automatic reason for asserting that a
regqulatory analysis is not required for their regulations. OMB
and the Council on Wage and Price Stability disagreed with

EEOC that recently proposed regulations on recordkeeping
requirements did not require a regulatory analysis and EEOC

has agreed to do a careful analysis of the potential costs.

REVIEW OF EXISTING REGULATIONS

Most of the small agencies have started a formal review of
their existing regulations. Some early progress 1is being made:




-— EEOC is reviewing its guidelines on religious
discrimination and the procedures for filing an ErO
complaint. These reviews may have a major impact on the
effectiveness of the EEO programs.

~= The Small Business Administration's (SBA) procurement
technical assistance regulations establishing policy and
procedures for prime contracting, property sales, and sub-
contracting assistance are undergoing a complete overhaul
Regulations governing SBA funding of small business invest-
ment companies to provide venture and equity capital are
also being reviewed.

-~ The CSA has reduced the number of its requlations
by 16 percent over the past 18 months.

-- The Postal Service, which is complying voluntarily
with the Order, has completed a major overhaul of itg
domestic postal services regulations. A report by a special
task force established by the Postmaster General recently

== Existing individual agency procedures for the
economic evaluation of water projects published by Interior,
Agriculture, the Corps of Engineers and other agencies have
been reviewed and consolidated by the Water Resources Council
The Council has proposed a single set of new procedures to
replace the various agency procedures and standardized con-
siderations necessary to complete an evaluation of costs and
benefits in water resources planning.

PLAIN ENGLISH

Efforts to improve the readability of regulations issued by

the small agencies are inconsistent. Some agencies are trying
to do a better job but many have not concentrated their efforts
on this aspect of the Order. We will be encouraging more
progress in this area over the next six months.
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INDEPENDENT REGULATORY AGENCIES

Most of the eighteen independent regulatory agencies are hybrig
organizations created to insulate certain regulations from
undue political pressure. They carry out a mixture of
executive, legislative, and judicial functions. Much of their
responsibility involves adjudication on pricing or market share
matters among individuals and companies. The Commissions are
directed by Presidentially appointed and Senate confirmed
commissioners who can only be removed for specified statutory
reasons. Oversight of these agencies is carried out by both
the President and Congress, and there is a continuing debate
regarding the degree of independence they exercise.

When President Carter issued E.O. 12044, he was aware that
applying the Order to these agencies might trigger strong
objections from the Congress and provoke a confrontation

that could obscure the fundamental objectives of the Order.
Therefore, he asked the independent regulatory commissions to
voluntarily pursue the goals of the Order. The President
asked each of the independent reqgulatory commissions to report
to him and to the Congress on their plans for voluntary com-
pliance. Only one commission, the Federal Energy Regulatory
Commission, has not responded to the President.

' Adaptation of the Order by the independent regulatory commissions
varies. Some agencies have reforms underway including the

. publication of agendas, the review of existing regulations,

~and the creation of more and earlier opportunities for public
participation; others have taken smaller steps, such as the

publication of agency procedural rules in more understandable

terms to show compliance with the spirit of the Order.

The variety of responses to the President's reqguest results,

in part, from the nature of the regulatory responsibilities
carried ocut by these commissions. Some commissions issue a

broad range of regulations affecting members of the public

{for example, the Federal Trade Commission (FTC), the Securities
and Exchange Commission (SEC), and the Consumer Product Safety
Commission). Other commissions focus on specific industries

and issue regulatory decisions on matters such as charters,
licenses, and mergers (Interstate Commerce Commission (ICC), Civil
Aeronautics Board (CAB), Federal Home Loan Bank Board (FHLBB), Fed-
eral Communications Commission (FCC)); others carry out primarily
adjuciicatory functicns and issue few, if any, generally ap-
plicable regulations (Occupational Safety and Health Review
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Commission, Federal Mine Safety and Health Review Commission) .,
It is therefore difficult to compare, for example, the
compliance of the Federal Trade Commission with the actions
of the Occupational Safety and Health Review Commission.

To give a sampling of the government-wide response to
Executive Order 12044, we are highliqhting some of the initia-
tives being undertaken by the independent regulatory agencies
in their voluntary compliance efforts., These examples have
been provided by the agencies.

POLICY OVERSIGHT

Because most of the independent agencies are relatively small,
oversight by senior policy officials is generally good.

In many of the independent agencies, members of the commission
review and approve each proposed ang final regulation before
publication in the Federal Register. 1In response to the Order,
however, informal decision channels are gradually being replaced
by more formal regulatory procedures and systems. For example:

-~The Federal Deposit Insurance Corporation (FDIC) has estab-

lished a Task Force on Regulations headed by the Director.

PUBLIC PARTICIPATION

Six independent regulatory commissions have published agendas
of regulations under review and development (CFTC, FDIC, FRB,
FTC, ICC, and SEC). Of the remaining agencies, two intend

to publish agendas shortly (CaB, FCC); and the other nine
have either decided not to publish agendas or do not have
"significant" regulations under development.

less formal techniques such as informal hearings, panel
discussions, and regional meetings. The organizations and indi-
viduals regulated by many of these commissions tend to be fairly
identifiable, and in many cases can be adequately reached

through press releases, bulletins, and direct mailings.

Some examples of agency initiatives to increase public partici-
pation include:
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--FERC co-sponsored nine seminars on implementation of
the Natural Gas Policy Act (NGPA) held in eight states. Four
public hearings were held to review public comment on the
NPGA's pricing provisions. A toll-free hotline was set up to
respond to guestions on FERC's implementation of the Act.
75 date, more than 12,000 calls have been answered by the staff.

--The CAB and FTC have instituted financial assistance
programs to encourage greater public participation in their
rulemaking proceedings.

--The FDIC issues a press release and/or bank letter for

each proposed regulation to the 9,100 banks under its regulatory
jurisdiction.

--The FHLBB has experimented with preproposal requests
for comments on contemplated regulatory changes. A recent
request for comment on whether interstate branching in the

washington, D.C. area should be allowed brought more than 5,000
public comments.

--The SEC has created an Office of Consumer Affairs
which developed a nationwide uniform dispute resolution procedure
for investors. This office also prepares educational brochures

for the public and reviews complaints received by the Commission
from investors.

--The FCC disbributes a "Sunshine Agenda" to provide
interested persons with brief summaries of items to be discussed
at open commission meetings. This replaces the former public
notices which listed only the titles of matters to be discussed.

REGULATORY ANALYSIS

Most of the independent regulatory agencies indicate that it
is unlikely they will issue regulations that will require a
formal regulatory analysis. However, several agencies (e.qg.,
FRB, FTC, CAB) prepare a report which includes an assessment
of economic effects and possible alternatives to a rulemaking,

and three regulatory analyses have been prepared by the Nuclear
Regulatory Commission.

REVIEW OF EXISTING REGULATIONS

Many of the agencies are committed to some form of systematic
review of existing regulations. For example:

o .-~The SEC has undertaken a large number of regulatory
initiatives to increase small investor access to the securities
market and simplify registration and reporting requirements.
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--The CAB has liberalized the conditicn under which
charter flights are offered, including the elimination of
five obsolete charter regulations. The pricing standards
for the airline industry have also been entirely revised.

-=-The FTC has over the past several years eliminated 145
of 152 trade practice rules.

~=A concerted review of all Federal Home Loan Bank Board
regulations is underway. The clarification and simplification
of approximately 50% of the Board's regulations will soon be
completed. Actions so far have reduced the word count of
the regulations by 40%.

--The Federal Deposit Insurance Corporation is committed
to review each of its regulations within five years. The
Commission has already eliminated regulations dealing with
"inside trading” and bank service arrangements and has
simplified the procedures for establishing remote service
facilities.

--The FMC will soon begin its first systematic review of
a large portion of its existing regulations and has already
published a notice calling for suggestions and possible candidates.

--The Federal Reserve Board has established "Project Augeas"
to review all of its regqulations affecting the public. For
example, the Board has abolished regulations governing the
purchase of state and local warrants by state banks, the
international banking regulations have been extensively revised
and rewritten, some reporting requirements for banks establishing
service corporations have been abolished, and a number of
regulations governing disclosure to stockholders are being
revised and combined into a single regulation.

PLAIN ENGLISH

Several agencies are attempting to be more attentive to
clarity when writing regulations. One outstanding example in
government is FCC's revision of its citizen's band radio rules.
In addition, FCC publishes Feedback, a plain English, in-depth
discussion of individual rulemaking items. Feedback has a
distribution of 7,000 copies.

CONCLUSION

Many of the independent regulatory agencies are responding
to the President's call for voluntary compliance with the
Executive Order, but progress is uneven. These agencies impose
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major regulatory purdens on the economy and many more improve-
ments in their regulations are needed. The President has
pmpgmd legislation which would enact the provisions of the
order into law and would, therefore, require mandatory compliance
py the independent regulatory agencies. Full compliance by

these agencies would be a major contribution to improving all of
the regulations of the Federal Government. ‘
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THE CHAIRMAN OF THE
COUNCIL OF ECONOMIC ADVISERS

WASHINGTON

November 15, 1979

The Honorable Carl Levin
Chairman, Subcommittee on

Oversight of Government Management
Committee on Governmental Affairs
409 C Senate Ccurts
Washington, D. C. 20510

Dear Senator Levin:

Enclosed for the record are my responses to the questions
posed in your letter of October 24, 1979.

In responses to questions 1 and 2, I have selected just

one example for each.
Sincefely, :: /
e / L_,
//

Georfgrze C. Eads
Me r

Enclosure
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1} Please describe a specific case where an agency did not

prepare a regulatory analysis and RARG believed one should

have been prepared

One example would be as follows:

In the Spring of 1979, the Department of Energy published
a Notice of Proposed Rulemaking concerning the maximum permissible
price differential between jeaded and unleaded gasoline. DOE
did not prepare a Regulatory Analysis to accompany the proposed
rulemaking. Since a Regulatory Analysis was not prepared, the
RARG could not conduct & formal review of the regulatory analysis,
put did prepare a paper that was submitted into the public
record. A copy is attached. .

At the present time, there is no indication that DOE will
adopt gasoline pricing regulations to limit the price differential

petween leaded and unleaded gasocline.
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EXECUTIVE OFFICE OF THE PRESIDENT

COUNCIL OF ECONOMIC ADVISERS
WASHINGTON, D.C. 20506

Z
May 22, 1278

MEMORANDUM FOR DAVID BARDIN
Aédministrator
fconomic Reculatory Aéministration
U.S. Department of Energy

FROM: George Zads

Some Commentors on the May 7, 197¢ "review and
analyses"” cof the proposed retail price differential
rule for leaded/unleaded casoline have sugcested that
certain points raised in <hat review need clarification.
This has been dcne in the s~-ached revised analysis, which
should replace the earlier version.

Attachment
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EXECUTIVE OFFICE OF THE PRESIDENT

COUNCIL OF ECONOMIC ADVISERS
WASHINGTON, D.C. 20506

May 22, 187¢

Dear Mr. Bardin:
on April 11, 1879, +he Department O Energy published
in the Federal Register & Notice of Proposed Rulemaking
concerning the maximum permissible price differential
wetween leaded and unleaded gascline and other matters
sfecting the Department's pricing rules for unleaded
soline (44 FR 21651-21654). After reviewing these
oposed reguliztions and consulting with the Depar<ment

it -

¥
t
t

+

MR IR L
ot

2né +the Invironmenzal Protection Agency, the xecutlive
commic=ee oI the Regulatory rnalysis Review CGroup has
ipseructed me to write to You to express our concern
+nz+ =hese rules might well be "significant” in +he
meaninc of Executive Order 12044, to identily & number
o issues we would hope would receive specific a+tention
as vou consider the proposed regulations, and to provide

r preliminary evaluation of the available evicence OI
some of these ilssues.

Q
=
1

The enclosed paper, while tazking no pesition as to
sme advisability of +he proposed rulemaking, is intendecd
o accomplish the latter two objectives. Our analvsis
indicates that it is possible that DOE's cgasoline pricing
rules, especially the "one cent" Tule, may provide &
@isincentive for the production of addec volumes oI
unlezded gasoline, which may aggravate the shortage in -

this product. It may also be that an inapprozriately-set
ceiling ifforential a2t retail could lead o increased
rates of misfueling.

The paper 1s not 2 formal RARG review, because the
NPRM was not accompanied by a Regulatory Analysis.

However, we do ask that it be placed in the public
record. : '

®

Sincerely,

George Eads
Member-Desicnate

. , Aéministratoer
Tconomic Regulatory Administration
U.S. Department of Energy

2000 M Street, N.W,

Washington, D. C. 20461

T Y e
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EXECUTIVE OFFICE OF THE PRESIDENT

COUNCIL OF ECONOMIC ADVISERS
WASHINGTON, D.C. 20506

May 30, 1979

MEMORANDUM

To: George Eads

From: pavid Sibley, Robert Lurie, Vartkes Broussalian
Re: DOE's Proposed Amendments to Unleaded Gasoline

Price Rules

This memorandum discusses some of the significant issues involved
in these regulations and jdentifies several key questions which the
Department of Energy (DOE) should address as part of its rulemaking
process.

First, we discuss the available evidence about rhe extent to which
and reasons why drivers of cars equipped with catalytic converters,
which require unleaded gasoline, use leaded gasoline, which harms the
converters. There is evidence that "fuel switching' (i.e., use of
leaded gascoline in cars equipped with catalytic converters) increases
with the price differential between unleaded and leaded gasoline, but
this evidence is rather weak and not conclusive.

Second, we analyze the possible effects of DOE's proposed rule to
put a mandatory cap on the price differential between leaded and unleaded
gasoline. The intent of this rule is to reduce fuel-switching, to the
extent that fuel switching depends on the price differential. Use of
a simple equilibrium model of the retail gasoline market suggests that
such a differential, if improperly set, could well generate a shortage
of unleaded gasoline, which itself could lead to fuel switching. Although
the model is not sufficiently detailed to suggest precisely what the
critical differences might be -- that was not its purpose -~ the result
would seem to be especially likely if refinery gate price rules do not
provide sufficient incentive to manufacture unleaded gasoline.

Third, we review evidence on the effects of DOE's proposal to
require posting of the price of unleaded gasoline at gas stations and
conclude that such a rule may well reduce but not eliminate price
differentials.

Finally, we discuss certain DOE pricing rules which affect the
supply of unleaded gasoline; an increase in the supply of unleaded
gasoline could well prove effective in reducing misfueling.

PSS TR S

g ih weiabon §
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Based on this analysis, we believe that DOE should address the
following questions during the course of its rulemaking:

o What is the relationship between fuel switching and
the size of the leaded-unleaded price differential?

e Wnat are the retail market equilibrium effects of a
cap on the price differential?

o Wnat effect will posting reguirements have on the
size of the price differential?

o How do these proposed regulations interact with other
DOE regulations affecting the supply of leaded and
unleaded gasoline?
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I. Owerview
To 1970 the Environmental Protection Agency (IPA) decided to imple-
ment the Clean Air Act “or automobile emissions by setting standards
which have been mer, for the most part, by equipping post-~187% model vear
cars with catalytic converters. Cars so egquipped must be fueled with
unleaded gasoline; afrer more than twe or three vankfuls of leaded gas, the
converters cease to function. DOE and EPA have recently become concerned
thzr the number of owners of catalyst-equipped automobiles who have used leadec

gas 15 lavge and possibly growiag. Given that lead damage t0 converters,

smce imeurwed. is ivreversible, widespreac misfueling could imperil &z large
sheve ¢f the acewrmulzted orogress of TPA's auts ewmissions PrOgTAD since LIS

imge-zion., To put it another way, the nazion's $T  hillicn investhent

in zatalvric comverters may be a:f stake.
Y

Rased on severzl studies cthere 2ppezTs to be general agreemeni Ihat the
sresent rate of misfueling lies in the ranmge c¢f 3%-10% of zhe entire
fleetr of comverter-eguipped cars iz the United States. 1f we interpre:l
+he 57 pillion cost of existing ceta.ytic converters as reflecting
sociesy's valuation of clean air, the current rate cf misfueling Das &

2/

socizl cost of roughly $350 =million to $700 million. Wnat causes thi
misfueling?

fme influence is the widespread belief that leaded gas vields
improved engine performance. This motivaticn is evinced by the fact that

s

roughly 4% of drivers fuel-switch even when there is a zero price

differemtial berween leaded and unleaded gasoline anc B0 shoTtage of urleaded.

1/ See Table 2.

2/ Because the 5%-10% misfueling rate refers only to motorists who
misfuel regularly, it probably understates the number of catalytic
converters which are actually damaged.
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Peize Diffaventizl
5S¢ 13.6
e 7.0
7c [
&z 3.8
Se 3.7
10¢ 1.9
1l¢ 1.2
12¢ .2
wE& Wil. suTvey eveilatle evidence on fuel swiiching and lts relationmshin
ve price Ziffevemtizls bDelow
LT oTeEDensE o Inig Trotle=m, D0 ig it pasc_ ine
3/
sriczine wules, Mrgo Imporrantlv, 1t seeks Lo Lmvose & omaninun

public ol outzges of any grade or Twpe of gasoline and te post the Trice
i unleaded with egual visidilizy as they do the rrice cof leaded.
Fizmawly, the proposed Tules alliow resellers To Tecoup The coste of vapor
TECOVETY SYSTEmS.

We will amzlvyze these propesals below. Zased on our aznglveis, we

zrefvl stucv before pmolicy

o What is the relationship between fuel switching and

the leaded-unleaded retail price differential?

1-21654.

in

“by, No. 71, vr. 216

“t

mE ) 5 Py . .
aa/ Of course, there mav exist other issues which merit attention,
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o What are the market equilibrium effects of a cap on
the price differential between leaded and unleaded
gasoline?

[*] What effect will posting requirements have on the size
of the price differential?

o How do these proposed regulations interact with other

DOE regulations affecting the supply of unleaded fuel?

I1. Evidence Relating Fuel Switching to the Leaded~Unleaded
Price Differential

There are five published studies of the prevalence of misfueling
in the United States. General Motors, Exxon, and EPA's Mobile Source
Enforcement Division all counted the number of people putting leaded
gasoline into late model cars at sample service stations. Amoco and
EPA sponsored mail questionnaires which asked people if they misfueled.
Table 2 summarizes the findings of these reports.

In addition the Canadian Air Pollution Contrel Directorate found
that 6.7 percent of 1,666 cars requiring unleaded gas were fueled wi;h
leaded gas, but did not examine sensitivity to price differemtials.

Two things stand out in Table 2:

-] At iaast fivé anam;p to aboug 14 percent of cars

equipped with catalytic converters have been, or

are being misfueled.
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Table 2
Sample of % of c.c. cars
c.c. Equipped fupled with leaded
Sty Cars eascline
General Motorsy 1,208 2.0%
TFA Mobile Source
nforcement Div. a7 . 10.0%
B 2,700 10.0%
(Z2% with 90%

confidence)

PA's Schotka
Sty 1,266 6%~

3/

Ao n.a. 5%

Y only @1 cars were included in the sample.

Statiscically significant

n.a.

D&,

n‘a.

Y Definite switchers: beczuse of inpemsistent responses to SQME cuestions,
gwitshers were classified as definite, probable, and rossible. A separate
"semgirive question” suvey (307 pecple with c.c. equipped

indiemeed a misfueling rate of 13.7%, with 90% confi
2L.5%.

3

statistics, because Amoco requested confideneiality,

bo 3 eavs wers guestioned)
denre interval from 5.9% to

Jﬁnresultscft‘aﬁmsrﬁyhawbem;ubhs&md,butmtﬂws@mg

Source: Motor Gasoline Deregulation and the Gasoline Tilt, Vol. 1, Final E.I.8.
January 1979, Department of Energy, P8 TI1-27 to III=b4.
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o There is not much evidence in the empirical studies about the
relationship between actual leaded~unleaded price differentials
and the rate of fuel switching, but what there is does not
indicate a statistically significant or meaningful relation-
ship between them.

A major study of the link between misfueling and the price differential
has been done by Sobotka & Co., Inc. for EPA. On Phe basis of survey
responses in the first part of their study SCI categorized the 1266 owners
of converter-equipped cars as either definite, probable and possible fuel
switchers and non-switchers. Table 3 contzins data on the number of
respondents that perceived a given price differential during their last
purchase cf gas, and on the number of these respondents that were also
definite switchers. Table 4 presents this data in a different form.

These tables suggest that:

= Almost B0 percent of all definite switchers reported the
price differential at their last purchase to be five cents
or less, and 92 percent reported a price differential less
than eight cents.

o Misfueling rates in this part of the SCI studv did not

steadily increase with the price differential; rather they

repeatedly rose and fell as the price differential grew larger.
SCI states that this is "inconclusive' evidence about the
relationship between misfueling and the price differential,

=) A regression by DOE of price differentials on misfueling rates

using this data did show a slightly positive -~ but statistic~

ally insignificant ~- relationship between the two,
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Table 4 : Actual MIsfueling at Different
perceived Price Differentials

Percent of All Resoondents percent of Those Respencents
) Perceiving Price Differential Tmae Are Definite Swits
Tice ) That Are Alsc Definite And Perceived The Price
iffprential Switchers Differential
o-2¢ 3.5% ) 12.5%
-3¢ 6.1% 63.6%
S=B¢ 5.5% 14.1%
Belle 6.6% £.2%
e+ 5.3% L.6%

Source: CLA and Sobotka & Co., Inc.

Table 3: Hypothetical Misfueling at
Various Price Levels

Price percent of Respondents
Differential Cnoosing Leaded Gasoline
O¢ ’ 6%
2¢ 11
hLe 15
6¢ 31
8¢ 69 -

Source: Sobotka & Co., Inc.
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In another part of their study, which did not rely on observations or
reports of price differentials at particular stations, SCI collected
“rrade-off analysis" data by offering the respondent§ choices between
nypothetical purchase opportunities. Their analysis of the results shows
that hypothetical misfueling rates rise very rapidly as the price of unleaded
rises relative to the price of leaded. See Table 4.

Norwithstanding the results of the tradeoff analysis, the pagcity of
empirical support for a stable relationship between fuel switching and the
price differential make it hard to see how DOE can be confident of the

effects of whatever maximum differential it chooses. Thus, DOE should

investigate the relationship between fuel switching and the leaded~-

unleaded price differential after taking account of all factors which

contribute to the incentive to fuel=-switch.

III. Preliminarv Analvsis of Policv Ovotionms

The principal options which DOE has proposed to deal with the
misfueling problem deal with the demand side of the retail gasoline-
market: price and outage posting and the cap on the leaded-unleaded price
differential. DOE does not focus on meésures to increase the supply of
unleaded gasoline. In this section we will analyze the implications of
DOE's proposals and suggest the possible effects of DOE pricing rules
which affect the supply side of the market. '

1. The Cap on the Price Differential

Given that existing price differentizls may be causing misfueling,

the effects of putting a cap on the price differential depend critically
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on the structure of the gasoline market, whether it tends more closely
to the highly competitive model or to the other extreme of monopoly
power.

Some stations probably do possess some amount of monopoly power due
to locational advantages and imperfect information about gasoline prices
on the part of consumers. If an individual gas station owner does
possess price-setting power, he can comply with a cap rule on the price
differential by either lowering the price of unleaded, raising the price
of leaded or both. The station's profit maximizing behavior will depend
on demand elasticities, cost effects, etc., and the supplv of unleaded
gas could either rise or fall depending én the exact case at hand.

As a rough approximation to the retail gas market, however, the
highly competitive model may have more to be said for it., For one thing,
there are roughly 170,000 gas stations in the United States, many of
them quite close to one anothe;. Prior to the inauguration of price
controls, they did compete on price, engaging in occasional price wars.
Also, as we point out below, voluntary price posting of unleaded gaé
has been rising rapidly recently in some areas of the country, which also
suggests that gas stations coméate on price where adequate supplies exist.
Therefore, we will conduct our analysis assuming that the standard
economic model of a highly competitive industry captures ﬁhe main
features of the retail gas market well enough to serve as a basis for
discussion of DOE's proposed regulations.

Various types of price ceilings affect both the refiners and retail~

ers of gasoline. Since this analysis is intended as merely illustrative,
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and in the interest of simplicity, we will focus entirely on the retail

jevel. However, careful analysis of the equilibrium effects of refinery

price ceilings is important, too, and we would urge DOE to consider such

effects during its rulemaking. Given our focus on the retail gasoline

market, we have four cases to analyze in a static equilibrium framework.

4/

Case I1: price ceilings not binding at retail, prices

of leaded and unleaded clear both markets at

retail;

Case 11: leaded price at its ceiling, unleaded price
clears unleaded market (takes into account the
effects of the binding price ceiling in ﬁhe
leaded merket);

case II1: unleaded price at its ceiling, leaded price
clears leaded market {(given the effects of the
binding price ceiling in the unleaded market).

Case IV: both prices at ceiling levels.

1n each of these cases, one can analyze the effect of introducing a cap
on the price differential, that is less than the initial equilibrium
differential. TFor brevity, we”discuss Cases I and IV only.

More cases could be generated by varying assumptions about pricing rules
affecting refineries; that is, one could analyze tﬁe effects of a price

differential rule with and without refinery pricing rules which may

discourage production of unleaded gasoline.

4/ Refinery gate prices may o

r may not be at ceiling levels; if they
are at ceiling levels, numerical calculations of equilibrium prices
and guantities at the reteil jevel will be different then if they
are not. The qualitative results of our analysis are unaffected by
different assumptions about the comstraining effects of refinery
price controls such as the one-cent rule, the tilt rule, etc.
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1n modelling these cases, We use the following bahavior;l'

relationships:

Marketr Structure: retail market is highly competitive

Costs: industry costs are separable between leaded,
unleaded; the retail marginal costs of leaded
and unleaded increase with output and
include any short Tun supply constraints,
refinery pricing rules, dealers’ markups, etc.

Demand: a rise in the price of unleaded, ceteris varibus,

inereases demand for leaded (i.e., fuel switching
exists).
Needless to say, the entire analysis is meant only €O point up
issues for DOE to investigate further. The analysis is far too simplified
to be taken seriously 2s 2 forecast of the effect of a price differential
rule.

Case I: Neither Price Ceiling is Binding

Absent a cap on the price differential, market quantities of bgth
- types of gasoline are determined by eguality of demand and supply, ©Ff
equivalently, by the condition.that price equal marginal cost in eachS
market. With a cap §, the new static equilibrium is characterized biﬂl
supply of jeaded = demand for leaded
price of leaded = marginal cost of leaded

price of leaded + § = marginal cost of unleaded

demand for unleaded exceeds supply of unleaded.

5/ See discussion in appendix.
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Using hypothetical but suggestive values for demand and supply
elasticities we have computed the effects of a 3¢ cap when the initial
situation is the following (data are from December, 1978):§/

gquantity of unieaded = 115.5 million gallons per day

quantity of leaded = 198.87 million gallons per day

price of unleaded = 71.7¢ per gallon

price of leaded = 67.4¢ per gallon

price differential = 4.3¢ per gallon.

In highly competitive gasoline markets, the price differential rule
{s met by a reduction im the retail price of unleaded below the market-
clearing level. To the extent that lower retail demand for unleaded is
eventually reflected in lower production by refiners, this reduces the
supply of unleaded and increases the demand for it, causing a shortage.
Wwith the demand curve for unleaded calibrated to its December 1978 level,
the shortage is 560,000 gallons per day (calculations in the appendix).
Suppose, however, that the demand curve for leaded gasoline remains -
fixed, but the demand for unleaded gasoline grows rapidly at 1.3% per
month over the period December 1978-June 1979 -- a not unreasonable
assumption in light of recent experience. Supply remains fixed because
the market price for unleaded is tied to the price. for leaded, so the
shortage of unleaded gas rises by the full amount of the igcreage in
demand for unleaded, This could amount to 9 million gallons per day, oT

7% of demand by the summer of 1979.

6/ Source: DOE Monthlv Energy Review.

A
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Case 1V

The reasoning in Case IV is quite straightforward and leads to the
same result. If both prices are at their ceiling levels, the cap can
only be met by reducing the price of unleaded, cutting back supply and
creating a shortage.

As a general case, it seems likely that any,retail price differential
cap which constrains differentials to be less than the marginal cost
differential at refinery gate will exacerbate shortages of unleaded. In
the long run, absent any supply constraints, a rule which allows differ-
entials to be higher than differences in the marginal costs of the two
types of gasoline should be innocuous.

* * * * ¥

Although our calculations are too crude to be taken as forecasts of
the effects of a cap on the differential, the Case I scenario indicates
an important possible difficulty with the policy of trying to deal with
fuel switching by putting a cap on the price differential. If sbart;ges
occur, the potential for misfueling is at least as great as any posed by
price differentials because consumers driving into a gas station and
finding no unleaded gas may well see no alternative to using leaded
gasoline. Because two or three misfuelings deacci&ate the catalytic
converter, this could imperil the accumulated progress of EPA's auto
emissions program. This presents an issue which DOE should analyze care=-
fully: what are the retail market equilibrium effects of a cap on the

price differential?
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2. Effects of Price Posting

Evidence in the July 14, 1978 Lungberg Letter suggests that posting
the price of unleaded gasoline can reduce the spread between that price
and the price of leaded regular by an average of 16 to 18 percent.
Mandatory posting regulations will not fully solve the problem of a
widening spread, but they can help slow, or possibly offset any increase.

In 11 gasoline markets in the Western U,.S. the average spread
between unleaded and leaded prices at service stations which did not
post unleaded prices was 4.3¢/gal. in 1978 (3.3¢/gal. in 1977). At
stations which did post unleaded gasoline prices, the average spread
between leaded and unleaded prices was 2.7¢/gal. in 1978 (2.8¢/gal. in
1977y, Thus posting may have reduced the spread between the two prices
by an average of 0.6¢/gal., or 16%, in 1978, and by an average of 0.5¢/gal.,
or 18% in 1977.

Voluntary posting of the price of unleaded gasoline increased

between 1977 and 1978. In nine western gasoline markets the average

percentage of gas stations posting unleaded prices rose from 14.96 to
22.04, a rise of 7.08 percentage points.
Although these data are incomplete, they are suggestive, and DOE

should carefully investigate the effect posting reguirements could have

on large price differencials.

3.

Regulations Affecting Supply - Preliminary Analysis

Given the analysis above, it may be important for DOE to examine

those of irs pricing rules which affect the supply side of the retail
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gasoline market. There seem €O pbe two principal DOE regulations which

affect the short-run supply of leaded and unleaded gas and one which

affects the long-run supply. We analyze each briefly.

(1) Recovery of increased cost of equity capital -- DOE could

allow the passthrough of cost increases now barred, principally the

4{ncreased costs of (or return on) equity capital. This would encourage

investment in capacity for unleaded gasoline.

This rule change, however, wauld not have much short~run effect.

(11) The gagoline r11t rule - The recently prcmulgated tilt rule

allows refiners to pass through more of their post~1973 refining cost

increases to gasoline. Therefore, 2 refiner that is up against 1:3

composite price ceiling should be willing to incur the costs involved

in raising its unleaded (as well as leaded) output from existing

facilities. However, because the basic allocable cost increases

permitted under DOE price rules bias refiners roward producing leaded

gascline, the tilt rule has also a built-in bias in favor of leaded

gasoline.
(111) The one-cent rule -= DOE regulations provide that for

1973,

calculating the base price for unleaded gasoline as of May 13,

for a given class of purchaser, 3 refiner can either use the price of

leaded gascline of the same octane number plus one cent per gallon, #T

the price of unleaded gasoline which it seld to that class of purchase

on May 13, 1973. It has been suggested that amendin

a two or three cent differential in thi

g this rule to allow

e base prices (to reflect the true
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cost differential at present output ratiocs) would encourage refiners
to produce more unleaded gasoline.

Cost increases since 1973 have been substantial (perhaps over 30
cents). Under DOE regulations, refiners have the flexibility to
allocate these cost increases to any grade or type of gasoline. The
one-cent differential in the base prices has been dwarfed by the subse-
quent increased costs of produc}ng gasoline. In the past refiners have
allocated their increased costs €O yield a differential between prices
of leaded and unleaded gasoline at the refinery gate of about 3 cents
per gallon. Thus, the one-cent rule may not have had a significant impact
on relative prices throughout the period of time (until late last fall)
when composite ceiling prices were not binding.

Given that composite price ceilings are binding, however, to allow
rwo cents or three cents instead of a one-cent differential for base
prices would make unleaded gasoline more profitable to produce compared
to leaded gasoline. This is because with binding ceiiings excess demand
for both leaded and unleaded gasoline exists at the refinery gate, and
a rise in the composite ceiling price would be necessary for additional
production to take place. To relax the one-cent rule would allow a
refiner to raise his composite price ceiling provided he produce more
unleaded gasoline. This effect should work fairly quicklf because it
does not require the refiner to install new capacity.

The problem of misfueling and damage toO catalytic converters is a
near-term problem. To increase the supply of unleaded gasoline in the
near term, changing the one-cent rule may be more effective than changing
equity c;:;Upassthroughs {f composite price ceilings for refiners

become binding. Therefore, DOE should examine carefully the interactions

between the proposed price differential rule and DOE's other pricing

regulations which affect supply.
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Appendix

1. Demand and Sypplv Eguations

Based on the published literature on gasoline demand, an own price
elasticity of -.22 seems reasonable for gasoline overall (both leaded
and unleaded). pased oo the frequent essertion that the demand for leaded
gasoline is moTe elastic than the demand for unleaded, we assume that the
own price elascicicy for leaded was -.25‘;56 +he elasticity for unleaded
-.22. To obtain 2 CTOSS elasticizy we used the DEIS "worst case”
assumption that & one cent increzse i the differential would add one
percentage point T° cne fuel switching rate. Assuming a 33/63 split
between unleaded and 1zaded and an unleaded price of 71.7¢ per gallon,
this implies & cross elasticity of _18, We assumed constant elasticity
demand functioms of the form

Qi'AiPi\‘iP"g,j*i
where i = leaded, unleaded. Using
-sunleaded = ~,22 .
¥1eaded = -.25
p- 18
and the December 1978 prices and quantities
price of unleaded = 71.7¢/gallon
price of leaded = 67.4c/gallon
quantiry of gnléaded = 115.5 million gallons per day

quantity of leaded = 198.87 million gallons per day
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we compute the scaling constants A4 as
4 unleaded = 115.25
A yeaded = 191.54.
45 for the supply curve, the literature ofren uses supply elastici-
ties from .1 to .2 for total gasoline supply. We assumed a supply
elasziciry of .12 fpr both leaded and unleaded gas, so that supply curves

ave given by

Ny

se = 't P
i = unleaded, leaded.
"ae SCELANE COMETANIS ?1 were chosen so thzt both markets are in eguililriuz

2> Decemper 1878 price anc guantities.

2, Touilisriuz Prices and Quamtities
A. wne Rature of Marke: Equilibrium in Case 1

Denote che initial equilibrium -=- without the cap == by
5 * * * *® . ) * * R
Py @y Py Qp ) in Figure 2 and suppose that Py =Py > & Now
impose that cap ¢; what must the new eguilibrium be?

*k . *

Try Py, 0= PU* -~ ¢ and PU** = Py as a candidate for a new equilibrium

in Figure 2. That is, will a perfeccly competitive industry meel the cap
*
rule by keeping the price of unleaded at its pre-cap level, Py, and
* *

raising Py to within & of Py ? At P, = Py - 6. Figure 2 shows thar
excess supply would exist im the leaded market, which would bid down the
price of leaded; to put it another way, if one gas station owner cried to

meet the cap rule by changing PU* - & and PU* for leaded and unleaded,

respectively, another gas station owner could compere away most of the
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: L . . ; * . g * .
fizst gas station's business by charging Py -4 -5 and Py - % for
leaded and unleaded (where £ is a small, pesitive number). Therefcre,
rhe price of unleaded will fall as a result of thé cap rule. This fall
iz the price of unleaded increases demand, but decreases supply, causing
a shortage.
) ke o X% *k

Now try as an equilibrium Py and Py = Py + & in Figure 3.

AT this pair of prices, the supply of leaded egquals the demand for leaded

and excess demand exists for unleaded. If one were to look at Py S

e C e .
aad Py + 3 + [ as candidates for an equilibrium, compezizion would

s } . ek sk : .
. force prices back down to Py and Py - ¢ because one competiior, Bv

»

. : " z o
shaving £ dowm, could undercuc anmother Iz both markats. Thereicre, ?

and PL** + & are eguilidrium prices given the existence cf the cap.

. * . * . . ) )
Thereiore, Py * and 138 * « & are equilibrium prices given the

_existence of the cap.

3. Compuration of Egquilibrium Prices in Case [
The equilidrium price Ior leaded gasolize assuming 2 33 zap Is given

by the equaliiy ol supply and demand for leaded with thar tie price o

(3]

ualeaded is 3¢ higher than the price of leaded. This leads to the Zcl

s.lowing
sonlinear equation ia Pp: :

»18 In (Py % .03) -~ .37 1o Py ~ .0843 = 0.
where Py is the price of leaded gas. The root of this equatien is . 569,

so that Py = ,6%99. The shorzage calculation is straightforward.

a4
I
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Q.2) Please describe a specific case where RARG conducted an cutside

review and found that a regulatory analysis was inadequate.
*
One example follows:
The draft regulatory analysis for the Office of surface
Mining's proposed permanent Regulatory Program was inadequate.

The RARG report stated that

Initially, the Regulatory Analysis Review Group

{RARG) focussed its inquiry on osM's draft

Requlatory Analysis. In many cases, however,

the Regulatory Analysis was framed narrowly,

so that important igsues were not addressed

in any depth.

In several areas, oSM's regulations were more stringent
than the Surface Mining Control and Reclamation Act required.
This would not be a cause of concern if OSM provided supporting
analysis showing commensurate environmental penefits. But in
too many areas OSM did not provide adequte analysis to justify’ﬂ
the proposed regulations. Given the importance of these regula-
tions, the RARG recommended that 0SM analyze carefully the
entire set of regulations. e

The RARG review raiged guestions about the requlations in -

five areas:

© air quality requirements .

o regqulations for mining on alluvial valley floors
o £4{11 regulations

o permitting and bonding requirements

1) sedimentation regulations
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The final regulations differed in some parts from the
proposed regulations in ways consistent with analytic issues
raised by the RARG filing. 1In addition, although the bonding
and permitting regulations were not changed in the final rules,
OSM has accepted a petition to change these regulations and

recently proposed new rules. -

Has RARG or any other body studied the percentage of'agency
rulemaking proceéaings where alternative proposals were

adopted instead of the primary proposal?

For all the rulemakings reviewed by the RARG to date
(forﬁwhich final rules have béen promulgated), the agency has
adopted some alternatives based on the issues raised in the
RARG's review of the Regulatory Analysis.

However, the impact of RARG filings should not be the
sole juétification fofmféquiring Régulatory Analyses. There

are probably many proposed rules that are modified even

pefore publication in the Federal Register as a result of the

information gathered in preparing a preliminary Regulatory
Analysis.

N
1s any government-wide guidance being prepared on how to

measure the benefits and indirect costs of regulation?

gach Department provides guidance to its agencies for
preparing a regulatory analysis. In‘addition, the Regulatory
Council has several studies underway that may provide guidance
to the Various Departments.

In the past CEA, OMB, and CWPS have provided informal
guidance as requested to agencies attempting to measure indirect

costs and benefits.



320

Q.5) Please list and describe RARG studies currently underway or
<%... planned?

Ll 7 -

AL A RARG report is currently being prepared on proposed
"~ reqgulations to limit effluent discharges from leather tanning
and finishing sources. The report will focus on the attached
list of concerns.
‘No other requlations have been fermally selected fcr“'
v T e L T DIk e
review to date, but there are several proposed rules which
. Tk RN o M - & PR I
may be selected for review in the future. These include:
. .. ..DOE: Outer Continental Shelf Profit Sharing Bidding
GRS I AT 7 %) TBygtem VBT LU 00l oo s Lime ]
e ... New Building Energy Performance Standards
BRLTIET L s Emergency Natural Gas Regulations S
- , Review of Natural Gas Curtailment Priorities,
- % 77 “fIncluding Industrial Process Fuel Users
" EPA: Airborne Carcinocgens Policy -

. .Prevention of Significant Deterioration Regulations
“-Peésting of Chemical Substances and Mixtures
. BAT Effluent Guidelines for Selected Industries
Pt SRV IRGS R LTSACT. By LEMIRE L s mpe b

. HEW: Conditions of Participation for Skilled Nursing
T ®eiTipacilities and Intermediate Care Facilities

PR - S U e

. e <

pada ™

B DOT: Fuel Economy Standards for 1982-84 Model Year
- . Light-Duty Trucks
R S T LA T ?21&3‘!&»‘&‘!‘" ol T el . \

b

DOI: Surface Mangement for Mineral Claims

In addition, a list of already-filed RARG reviews follows:

T ki e ORI i T
9% nmi.T0 SelIi OSHA -~ Acrylonitrile - inMay 19, 1978
- _ .. "0 EPA - Ozone : October 16, 1578
R - LI s Handicapped Regs. October 20, 1378
© - OSHA - Cancer Policy October 24, 1978
e DOI - Surface Mining November 27, 1978
a “©* "EPA - NSPS (Electric Utilit
“ES 7T AeTE Il o2 suasc L7 wPlants) = .s:January 15, 1979
et o .. “©%" DOE - Coal Conversion March 12, 1979
e ) <2 'BPA - Hazardous Waste . . . March 16, 1579
e b o DOE - Coal Conversion October 31, 1979
TRAADLUT SL.USIY WS CHEW - Patient Package & 2an -
: Inserts November 5, 1979
T eET L sl e gy
larzalal “malvexg sves oo aE e .- A
Totebers wamzacm og s Sder ¥ LR LY - .
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EXECUTIVE OFFICE OF THE PRESIDENT
COUNCIL ON WAGE AND PRICE STABILITY
WINDER BUILDING, 600 - 17TH STREET. NW.

, WASHINGTON, D.C. 20506

0

0CT L9 uld

'yonorable Douglas M. Costle

D pdministrator

' gnvironmental Protection Agency
. 401 M Street, S.W.

‘washington, DC 20460

Dear Mr. Costle:

In my letter to you dated October 16, I informed you that the
Regulatory Analysis Review Group had decided to review the
_proposed regulations to 1imit effluent discharges from leather
%tanning and finishing sources published in +he Federal Register
on July 2, 1979. The Review Group has asked me to advise you

ithat its review is focusing primarily on the concerns outlined
lin the enclosed statement.

!
! Sincerely,
| ‘

‘
R. Robert Russel?

Director

cc: Members of Regulatory Analysis Review Group

Mr. Donald F. Anderson

Effluent Guidelines pivision (WH-552)
Attention: proposed Leather Tanning Rules
Environmental Protection Agency

401 M Street, S.W.

washington, DC 20460

s
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Regulatory Analysis Review Group
List of Concerns
Environmental pProtection Agency Proposed
Leather Tanning Industry Effluent Limits

The Regulatory Analysis Review Group (RARG) has
initiated a review of EPA'S economic analysis developed in ‘
support of its proposed effluent limits for dié&harges of %
both toxic and conventional pollutants by facilities |
involved in leather tanning and finishing. The proposed
requlations for the leather tanning industry 1/ represent
the first of the set of effluent standards issued in a nevw
round of EPA rulemaking covering 36 to 40 industrial
categories {including iron and steel, pulp and paper, organic
chemicals, and petroleum refining). The primary concerns
that the RARG is focusing upon in this review include:

(1) Cost-effectiveness.

The regulations provide effluent limitations for direct
discharge from new Sources, direct discharge from existing%
sources, discharge into publicly—owned treatment works

(POTW) from new sources, and discharge into POTW from

1/ 44 ER 38746.

i
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existing sources. Given the statutory mandate, does
the control strategy chosen represent the minimum
cost means of conﬁrclling the various toxic and con-
ventional pollutants generated by the leather taﬁning
and finishing industry? How were the control levels
chosen? In addition, are standards established for
different types of plants or production processes
set to minimize the costs of conprol, or are other
factors dominant? '

{2) Benefits.
In determining effluent jevels for conventional pollutants,
£PA considers the relationship between the costs incurred
and the effluent reduction benefits derived. Does the
jevel of control for indiviaual toxic substances (within
the overall constraint of ecbnomically achievable) provide
maximum protection given the degree of toxicity., pér~
sistency, etc. for each of the regulated toxic pollutants? 1/

(3) Indicator strategy.

-

Because of the difficulties in mopitoring various toxic
pollutants, EPA proposes to 1imit "indicator" pollutants ,
which are linked to the +oxics. While an indicator strategy
represents a reasonable approach, several potential
préblems‘may arise with'this strategy. Has the connection
petween "indicator” pollutahts and important toxic

substances been sufficiently established? Would other

-

- I/ These pollutants are 1isted as toxic substances under
. Bection 307(a) of the Clean Water Act and are subject to
 effluent limitations achieved with the application of best

© available rechnology economically achievable.
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methods of control be more cost-effective in controlling

important toxic substances than controlling the indicators?

tnter-media considerations.

e smmrmpresm .

g£limination of discharges into water typically'entails
increasing discharges into the air or the solid waste
stream. How are thse transfers from one media to the
other considered in the leather tanning regulations?
Does the recommended solution represent the least cost
{resource cost, including the residual environmental
burden imposed on other medial method of control?

rffects on rechnology and nroductivity.

over time it would be desirable for regulations tO ernicourage
the development and introduction of new technology to control
roxic and conventional pollutants. what effects will the
standards proposed have on technological progress? In
addition, will capital reﬁuirements for pollution control

alter productivity by delaying investment in the leather

tanning industry?

'3“"‘ By

5

.8
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Q 6.)In May 1979, RARG released a list of 35 potential
regulations for possible RARG review. It is our
understanding that 25 of these regulations did not
appear on the Regulatory Calendar issued by the
Regulatory Council in February 1979. 1Is that correct?
1f so, shouldn't many, if not all, of these 25

significant regulations have appeared on the Calendar?

A, In fact, 21 did appear on the Calendar and 14 did not.

The Regulatory Council had very little time to
gather all the information necessary for publishing the
first government-wide calendar of regulations. In order
+o facilitate this task, the Council decided to allow
the regulatory agencies to decide individually their
own criteria for including regulations in the calendar;
the Council relied solely on each agency to submit
all major regulations.

This decision led to some variation among agencies
as to what was considered a major regulation and how
far into the future submissions should extend. For
example, while DOE did not include many National Enerxgy
Act initiatives because they "are all in a very early
stage of development, and we have not yet designated
any as major for the purposes of the Executive Order,”

EPA included regulations planned through early 1980.

In addition, there were a few regulations that
agencies inadvertently did not submit to the Regulatory
Council tﬁat did appear in the agency's latest semi-annual
regulatory agenda. Given the short lead-time for preparing
the government-wide calendar, the Regulatory Council did
not have adequate time to investigate all these errors.
However, it appears that the Regulatory Council has
provided’ enough agency guidance so that the second

calendar will be more complete.
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0.7) Based on your experience under the Executive Order and at RARG,

what suggestions, if any, do you have for amendments to the
proposed regulatory analysis legislation before the Governmental

Affairs Committee, s.262 and S.7557

The Regulation Reform Act proposed by the Administration
(5.755) reflects our experience under Executive Order 12044. Of
course, it extends the requirements of E.O. 12044 to the Independeni
Agencies. In addition, S.755 differs from E.O. 12044 in two
major ways:

1. The legislation underscores more explicitly than

does Executive Order 12044 that, in its final
regulatory analysis, the agency issuing a major
regulation should either show that the alternative
approach chosen achieves the objectives of the
action with the least adverse economic effects,

or the agency must explain why another alternative
was selected.

2. The legislation establishes a somewhat more vigorous

requirement for periodic review of existing regulations.
Executive Order 12044 requires that each ?gency review
at least one regulation per Yyear. The legislation
requires that each agency publish a 10~year schedule,
setting out the order in which it will review all its
major rules, policies, and practicies.

These differences reflect the changes we would make.

e
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EXECUTIVE OFFICE OF THE PRESIDENT
OFFICE OF MANAGEMENT AND BUDGET
WASHINGTON, D.C. 20503

DEC 141973

Honorable carl Levin
Chairman, gubcommittee on
oversight of Government Management
committee On Governmental nffairs
U.5. senate ‘
washington, p.C. 20510

pear Mr. Chairman:

It was a pleasure to appear pefore you in October toO
discuss agency compliance with E.C. 12044, *Tmproving
Government Regulations." As I said in my regtimony, we
pelieve the report demonstrates the Administratimn‘s
commitment toO improve agency procedures for managing the
regulatory process. :

At the hearing, youw asked several questions relating to
agency workload under £.0. 12044. 1In addition, toO complete
the hearing record, you asked for answers to six additional
questions in your letter of October 24. 1 regret that it
has taken us so long to respond. However, Lo give you
complete answers. we have polled the agencies and developed

a comprehensive response. We have now received the
necessary information from the agencies and answers to all

your questions are attached. Also attached is the regulatory

analysis of stone crab fishing I mentioned at the hearing.

Wwe appreciate your interest and support for +his important
reform effort. I hope our answers provide +he information
you sought. 1f I can be of further agsistance, please let
me Know.

sincerely.
e W e Gr uist
Ardsociate DirectoXx for

Management and Regulatory policy

Enclosures



