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THE WHITE HOUSE 

WASHINGTON 

·August 9, 1980 

MEMORANDUM FOR THE PRESIDENT 

FROM: HUGH CARTER� 
SUBJECT: Presidential Libraries Act, Former President's 

Act, Presidential Transition Act, and Presidential 
Protective Assistance Act 

Following joint oversight hearings held by Senators D�vid Pryor 
and Lawton Chiles, the "Former Presidents Facilities 
and Services Reform Act of 1980" was introduced by them and co­
sponsored by Senators Ribicoff and Percy on March 11, 1980. 
This bill addresses three major areas of support to former 
Presidents: Title !-Presidential Archival Depositories; 
Title II-Former Presidents (spousal pensions, office and 
staff for former Presidents, transition, etc.); and 
Title III-Protection of Former Presidents, Former Vice 
Presidents, and Their Families. An identical bill was filed 
in the House by Congressman Richardson Preyer. 

A review group consisting of White House and Vice President's 
counsel, Marty Beaman, representatives from OMB, Bob Lipshutz, 
and myself, reviewed and evaluated this legislation to 
develop final recommendations. The review group has consulted 
with Congressional Liaison; Admiral Freeman and other repre­
sentatives from GSA; Jim O'Neill, Deputy Archivist of the 
United States; representatives from the Department of Treasury 
including the United States Secret Service; and the staff 
and directors of the Johnson and Kennedy libraries. Taken 
into consideration were former President Ford's comments and 
several meetings held with representatives of Senators 
Chiles� Pryor, Ribicoff and Stevens. 

We have communicated with you on the Presidential Transition 
Act, the Former President's Act, and the Presidential Protective 
Assistance Act at the times they were previously discussed in 
Congress (Attachment A) . This bill not only includes the 
ahove-mentioned subjects, but also Presidential Libraries, on 
wpich we need additional decisions from you. 

�lsdrostatlc Copy M®de 

for Pres�ro�t�on P1in·po$eS 
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Presidential Archival Depositories 

Elsctrost21tlc CC\IPY M$1deJ 
feR P�����on ��if!J$$!Y;<!}5 

o Current Law authorizes GSA to accept land, buildings, and 
equipment which are privately funded for purposes of creating 
Presidential archival depositories. The government then 
assumes responsibility for the costs of maintenance, opera­
tion, and protection of the facilities. The current law 
provides no guidance to assure that buildings are designed 
to insure cost efficiency and the highest archival standards 
nor are there any restrictions on the amount of acreage, 
size or number of buildings. 

Proposed Legislation requires that all Presidential records 
created after January 20, 1981, b� deposited jn a centr�l 
Presidential librar cted and maintained at 

{Note: You would be entitled to establish 

-� a decentralized library prior to January 20, 1983 to house 

� the Presidential papers of your first term in office. � .� V However, all Presidential records subsequent to January 20, _,--�� 1981, would be required to be placed in th

.

e central depository.) 
� � This centralized depository would be built according to a 

VV % formula which �es not allow far mjnimum adequate archival 

· .oJY 1 o�usenm space and does not H�SYlt in a. cost saving te the �rJl· � ./ · g3vernment. 
. 

· � � Review Group Continue, with some modifications, the present 
f' concept of decentralized libraries which would accept all 

Presidential papers from both terms in offioe previous and 
subsequent to January 20, 1981, and are privately funded. 
As noted by the Archivist, these libraries have proven to be 
successful research cente;s as well as popular educational I 
and cultural resources, a great source of regional pride, 
and have the best chance of acquiring all of the public and 
personal papers and materials of a former President's entire 
public service career as well as the relevant historical 
papers of his former aides and colleagues. This is invaluable 
in preserving the complete historical picture. 

We agree there is a need to control the cost to the government 
in operating these facilities. For further evaluation 
purposes, we asked GSA and OMB to conduct a study of the 
costs of the Presidential libraries concept proposed by 
Senator Chiles and the current concept of decentralized 
libraries with appropriate modifications for size. 

The study concludes that since the government must incur 
the costs for building the centralized library and acquiring 
tPe necessary acreage, there would not be a cost savings 
with Senator Chiles' proposal. Desirable and appropriate 

·cost savings can be assured by limiting each former President 
to one library facility and requiring the Commissioner of 
Public Buildings and the National Archives to develop 
standards which would insure that each facility: 

---""---- --- ---�- ---·--�- -
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o is of proper size and construction to permit 

efficient operation; 

o includes the minimum amount of space necessary 
to accommodate archival and public facilities 
for storage, servicing and use of historical 
materials; 

o has the minimum adequate amount of exhibit 
facilities; 

o has the minimum appropriate acreage; 

o has sufficient office space for the former 
President or spouse's use. 

APPROVE REVIEW GROUP'S RECOMMENDATIONS 
-----------------------------

DISAPPROVE REVIEW GROUP'S RECOMMENDATIONS 
--------------------------

COMMENTS 
----------------------------------------------------------------

Former President's Act 

o Current Law GSA is permitted to provide office space to 
the former President with no apparent limitation. 

Proposed Legislation limits the former President to one 
office no large than 4;000 square feet. 

Review Group agrees to one office of 4,000 square feet with 
appropriate furnishings except during the balance of the 
fiscal year in which the former President leaves office when 
there is a need for additional office space of appropriate � 
size in Washington, D.C. 

o Current Law provides $96,000 per year staff salary authori­
zation limit; except the limit is $150,000 during the first 
thirty (30) months. This does not include office equipment, 
communications services, postage, etc., which have been 
handled annually as an appropriation matter. (Former 
President Ford used approximately $300,000 last year for 
staff salaries and other expenses.) 

Proposed Legislation allows $300,000 for the first four 
years; $250,000 for the next four years; then $200,000 
thereafter. This amount would pay for all expenses, 
including staff, except office space and pensions for 
former Presidents which are covered elsewhere. 
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for P�$5erva�t!cm f!l�ll'fJ�®es 

Review Group feels that funds for the annual expenditures of 
a former President, except office space and pensions, 
should be handled as an appropriation matter annually. If 
specific limits are to be authorized in this Act, the limits 

� 
proposed would, in a very few years, not be adequate in then �� 
current dollars and an annual inflation factor should be 
applied. 

o Current Law Presently there is no specific limitation 
restricting appropriated funds to activities which are a 
direct result of a former President having held office, 
except that they may be used only for official purposes. 

0 

Proposed Legislation limits the use of funds to activities 
which are a direct result of a former President having held 
office. Funds may not be used for partisan political 
activities or income generating activities except funds may 
be used for preparation of memoirs which are printed and 
distributed by the Public Printer and not intended for 
profit. 

Review Group would establish a basis for reimbursement to 
the Former President's Act appropriation if office space, 
personnel, etc., are used for activities other than those 
which directly result from a former President having held 
office. Scheduling personnel should be exempt from these 
constraints. We would also allow the option to use the 
staff, office space, etc., in preparation of the memoirs �/ � 
which are published in the private sector if t�Q to� � A � u� 
proceeds from the sale are given to a non-profit foundation 
whose sole function is(the support of a Presidential library. 

�o,� 7M � 
Current Law requires that GSA determine appropriateness of 
proposed obligations or expenditures but contains no 
requirement that former Presidents furnish a report of 
activities carried out with assistance of funds provided 
under this ACt. 

Proposed Legislation includes requirements that former 
Presidents submit a report by March 1 each year concerning 
activities carried out with funds provided by this Act. 

Review Group Any information required of activities 
carried out with assistance of funds provided pursuant to 
this authorization should be included in materials provided j J 
to both Houses of Congress during the annual budget and � � 
appropriation process. 

l/�t 
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\E'f;!Ct�·l.il�'J:21UC Cc.�y ��1:n�d® 

fo� Pr$BeiVS�tion P���o�es 

o Current Law authorizes the spouse of a deceased .former 
President to receive an annual pension of $20,000, provided 
all other government pensions are waived. 

Proposed Legislation authorizes the spouse of a former 0� 
President to receive a pension equal tO two thirds (2/31� 
that authorized for the former President and there is no � requirement to waive other government pensions. 

� 
Review Group agrees with the proposed legislation. 

o Current Law has no specific authorization for the use of 
funds after the death of a former President to allow for the 
orderly closing of office. 

Proposed Legis�ation provides authorization for funds to be 
used for ninety (90) days after the death of the former 
President. 

Review Group agrees with the proposed legislation. 

Presidential Transition Act 

o Current Law includes transition out as well as in and 

NOTE: 

limits the funding to $1 million for the costs of transition 
out of office. 

Proposed Legislation transfers provisions for transition out 
of office to the Former President's Facilities and Services 
Reform Act of 1980; however, it limits the funds for trans­
itions out of office to $750,000. 

Review Group agrees with the transfer of provisions to the 
Former President's Facilities and Services Reform Act of 
1980, however, the funding should be handled as an appro- aL 
priation matter annually. If limits are established, the 
current authorization of $1 million should not be reduced 
and, in fact, an inflation factor should be added to assure 
equivalent amounts in the future. 

See Attachment A for previous communications. 

APPROVE REVIEW GROUP'S RECOMMENDATIONS ./ r.J;_· ;., c_-, � 
DISAPPROVE REVIEW GROUP'S RECOMMENDATIONS 

----------------------------

COMMENTS 
------------------------------------------------------------------
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Presidential Protective Assistance Act 

o Current Law authorizes former Presidents to be protected for 
life. 

NOTE: 

Proposed Legislation would authorize automatic protection 
for a former President for eight (8} years. The Secretary 
of the Treasury could provide additional protection for one 
six month period. Consecutive six month periods of protec­
tion could be obtained only upon written request of the 
former President to an advisory committee which must then 
consult with an advisory panel which is proposed to be 
created. 

Review Group recon@ends that the former President continue 
to be authorized Secret Service protection for life. 

See Attachment A for previous communications. 

APPROVE REVIEW GROUP'S RECOMMENDATIONS 
-------------------------------

DISAPPROVE REVIEW GROUP'S RECOMMENDATIONS 
---------------------------

COMMENTS 
----------------------------------------------------------------

/41-
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THE 'WHIT::: HOUSE 

WASHI!':GTON 

Hay 14, 1979 

�-s:-�OR.'\�!JU:·l ?OR THE PP.ESIDENT 
�.) 

;:;:Di·l: HUGH CARTER- I IV 
CUI 

Su3JECT: U.S.S.S. Protectees 

As part of their annual appropriations review, the Senate 
Committee on Appropriations, and particularly Senator Lawton 
Chiles' su8co��ittee, are reviewing the levels of protection 
afforded certain protectees by the Secret Service. Specifi­
cally, they are addressing questions of protection for 
spouses and children of former presidents, and.for former 
vice presidents. 

Last year, the Treasury Department drafted some proposals 
on the subject. Subsequent to these original proposals, vle 
formed a group comprising myself and Marty Beaman; White House 
and Vice Presicent's counsel; representatives of the Treasury 
Department, and others, to review Treasury's original proposals 
and develop final recommendations. The recommendations 
outlined herei� are unanimously agreed to by all members of 
the review group. 

!leam.;hile, Senator Chiles' subcommittee had obtained a copy 
of the original-Treasury proposals and have asked for the 
a��inistration's position on the subject. 

· · ·  T�e follmv-ing is a summary of the current law, the original 
· · T=easury proposal, and the review group's final recommendation . 

. · . .  

A) SPOUSES OF FO�lliR PRESIDENTS 

. . 

The Current Law authorizes ptotection of the spouse of a 
former president until death or remarriage of spouse. 

Treasury's Original Proposal would have authorized pro­
tection of the spouse or surviving spouse of a former 
president to six months after the President leaves office. 

The Reviei'l Grou!?' s Recom..rnendation is to aut.horize protec­
tion of the surviving spouse o£ 2 former president duri�g 
th2 life of 2. former president a:,C: .for six mo::th:; subse­
quent to the death of a form e r �r2sident. (Note: This 
ch<ir.se �.-;auld not apply to f.lrs . ::o:::.-d, �lrs. · Nixon, 
1·1rs . Jol"L!son, r-lrs. Eisenho'.-Jer o:::.- :-::cs. Tru�an, but \·!auld 
a:J:;l'.' �o 1:-lr.s. Carter and fut,_!::c: ··-·o·J.�..:.s ) �rn d • L •• 

� iw®�Cl:'f-a�til'dt�c Copy w � e 

for PraGeNstlon P�rpo�$ 



T�e c���ent Law authorizes protectio� of ch�ldren of a 

£o�e� ?�esident u�til the children reach lS. 

?reasurv's Original Proposal would have author�zed pro­
tection o£ children of a former president to six months 
a£ter the President leaves office. 

The Rev�ew Gr oup's Recomrnendation is to authorize pro­
tection of children of a former president u�t i l  the 
chil dren reach the age of 16; provided, however , that, 
in the event of the death of the former president pri or 
to a child attaining the age of 16, protection would 
terwinate six months after the death of the £or2er 
Pre � icen t . 

C) FOR!·!E?.. VICE PRESIDENTS 

The Ct:.rrent Law authorizes no protection for a fon:,er 
vice president. 

Treasury's Original Proposal would have authorized pro­
tection of any former vice president for firs t  six �onths 
after leaving office. 

The Review Group concurs with Treasury's orisinal proposal. 

D) SECRETARY OF THE TREASURY'S DISCRETIONARY AU730RITY 

Treasury's Original Proposal contained an ac�end�� to 
authorize the Secretary of the Treasury the C.iscretion 
to extend or reinstate protection of these i::dividuals 
at any ti�e, if deemed necessary. 

-- � : · .. : . . 

The Review Group concurs. 

APPROV2 REVImv GROUP 1 s RECOI1J."1ENDATIONS 

DISAPPROVE REVIEW GROUP 1 S RECOl'11'·1ENDATIONS 
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THE WHITE HOUSE 

WASHINGTON 

July 20, 1979 

HENORANDUH FOR THE PRESIDENT 

THROUGH: HJ>-MILTON JORDAN· 

FROM: 

. . . \ �� I HUGH CARTER ·fY 
SUBJECT: Presidential Transition Act and Former 

President's Act 

The Senate Governmental Affairs _Subcom111ittee on Civil Service 
and General Services, chaired by Senator David Pryor, has 
recently held an oversight hearing regarding the above 
statutes. The Former President's Act has received a large 
amount of public attention recently as a result of a U.S. 
News and World Report article regarding expenditures made 
by former Presidents Ford and Nixon. Senator Pryor has ex­
tended an opportunity for a representative of this Adminis-
tration to testify about both statutes. 

' 

Th� Comptroller General (CG) has propo�ed a series of amend­
ments to both acts. A review group was formed consisting of 
White House and Vice President's Counsel, Marty Beaman, repre­
sentatives of OMB, and myself to review the CG's and GSA's 
recommendations. The review group ·consulted with Richard 
Harden, Jack Watson and Walter Kallaur. Also taken into con­
sideration \vere former President Ford's comments requesting 
additional funding for staff for an extended period and 
liability insurance coverage. 

The review group generally accepts the recommendations of the 
CG. The following is a sumnary of the current law, and CG's 
proposals, and the review groups' final recommendations. 

I. TRANSITION ACT 

A. Current law includes transition out as well as in. 

CG proposes that the Transition Act should deal 
solely with the incorninq administration. Transfer 
transition out to the Former President's Act. 

The review group agrees with the CG. 

·. 

l. _....._ • �· -..'-". -- . .- ;_, ..... � . --- ·-· 
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B. Current law includes no provision for use of aircraft. 

CG proposes authorization for use of aircraft, including 
approval of rei�bursement from the press, etc. 

The review group agrees with the CG. 

C. Current law requires that GSA determine appropriateness 
of pioposed obligations or expenditures. 

CG proposes a clarifying amendment requiring approval 
of GSA before expenditure or obligation of funds; except 
for small imprest fund and national security expenditure 
provisions. 

The revieH group agrees with the CG;· however, recommends: 
(1) A requirement that GSA meet with major candidates 

and make plans for transition; and (2) GSA propose an 
accounting and financial management system subject to 
review and approval by GAO. 

D. Current law provides that GSA provide communications 
service found necessary by the President-elect. There 
is no specific provision allowing support of the type 
you received. 

CG has not proposed any ch�nges. 

The revieH group recommends clarification which pro­
vides that Government communications may be used on a 
non-reimburseable basis upon Presidential approval. 

II. FORMER PRESIDENT'S ACT 

A. Current law has $96,000 per year staff salary authori­
zation limit; except the limit is $150,000 during the 
first 30 months. 

0 

CG proposes deleting the authorization limit and handl­
ing as an appropriation matter. 

The review group agrees with the CG; however, as an 
al tcrnu ti ve, recomn:ends extension of the sulary authori­
zution limit of $150,000 from 30 months to 36 months. 

,, •.• ' - ,�. ., .... '· ··' •• i �· � 

···:-.'·' ;. ... � ' •, 
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-
Current law does not authorize payment of moving expenses. 

CG proposes payment of moving expenses. 

The revieH group agrees with the CG; however, recorrunends 
that position not be stated. 

Current law authorizes the spouse of a dece�sed former 
?resident· to receive an annual pension of $20,000. 

CG proposes setting the pension at one-third of the 
annual rate authorized for a former president (i.e., 
now $/2,000). 

The rev�e\v group agrees with the CG; hm.:ever, recommends 
that position not be stated. 

Current law includes no authorization for liability 
insurance for automobiles, etc. 

CG has not proposed any changes. 

The review group recommends authorization for liability 
· insurance. 

E. Current law does not provide for use of aircraft. 

CG proposes authorization for use of aircraft, includ­
ing credit of reimbursements from press, etc., to 
appropriations account. 

The revie\v group agrees \vi th the CG. 

F. Current law provides that GSA provide necessary 
co�nunications services. 

CG has not proposed any changes . 

The rcviev.1 aroup recommends clarificat io n providing 
77���-�---L--- --
that.. Govern:.�cnt coinmunic<Jtions may be used on a reim-
burseable basis during the remainder of fiscal year 
in '-''hich he leaves office. 

G. Current law does not provide for use of detailees. 

CG proposes allmving detailees on a reimburseable 
basis during the f iscal year in which transition occurs. 

The review orouo agrees with the CG. 

l 
I 
I 
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EXECUTIVE OFFICE OF THE PRESIDENT 

OFFICE OF MANAGEMENT AND BUDGET 

WASHINGTON, D.C. 20503 

August 23, 1980 

MEMORANDUM FOR: THE PRESIDENT 

Jr.� FROM: 

SUBJECT: 

James T. Mcintyre, 

The "Former President's Facilities 
and Services Reform Act of 1980" 

The Office of Management and Budget agrees with all but · 
one of Hugh Carter's August 9 recommendations regarding 
the "Former President's Facilities and Services Reform 
Act of 1980." 

We agree with him that we should oppose a statutory 
requirement that former Presidents submit an annual 
activities report to the Congress. However, we would not 
recommend amending the law to require that this 
information be included in annual budget materials 
provided to the Congress for oversight or appropriations 
purposes from the General Services Administration. No 
additional constructive purpose would be served that is 
not already met under current law and procedures. 
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\'\11\Sr-I 11\lG'PON 

01\TE: 19 l\UG 80 

FOR A-::TIOt�: STU EI ZENS'l\\T FRli..NI< MOJRE · 

I"NFO ONLY : THE FIRST LADY 

.J 1\CI< 1.\JATSON 

SUBJECT:·· H. CARTER [vJE:f'10 RE PRr�SIDE:NTV\L LIBR!\R.ES 

PRESIDENT'S l\CT, PRESIDENTIAL TR.Z\NSITION 

P\1ESIDEN'I'1AL PROTECTIVE ASSISTANCE ,t.,:CT 

++++-1·++-H-i+++-1·-1-1+-1·+-i· +++++++-H+1 ++++-H-+++·+ 

+ RESPONSE: DUE TO RICK 1:-IUTCHESON STAFF SECRETARY ( 15'1-7052 + 

+ BY: 1200 P:YJ THURSDAY 21 AUG 30 

+-i-l·-H·+�+-t,-l·-l·++-t·-l-i·-1·+++ -H-++-t-i-l+-i+-l-+-i+l+-l++-t·-1-

ACTION REQ�JESTED: YOUR C0'-1'1f:."'NTS 

STAFF RESP:J�lSE: ( ) I· CONCUR. ( ) NO corvJ"1Ei\l'P � 

PLEASE NOTE JrHER COrvT'vtENTS BELm'\1: 

) HOLD. 
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THE WHITE HOUSE 

WASHINGTON 

August 9, 1980 

MEMORANDUM FOR THE PRESIDENT 

FROM: H�GH . .  CARTER� 
SUBJECT: Presidentia.I ·Libraries Act, Former p:resident' s _ 

· Act,· Presidential-_Transiti0n- Act,· and Presidential 
·P-rotecti-ve- Assistance Act 

Following joint,oversight hearings held by Senators David Pryor 
and Lawton Chiles, the "Former Presidents Facilities 
and Services Reform Act. of 1980" was introduced by them and co­
sponsored by Senators Ribidoff and Percy on March 11, 1980. 

This bill addre.sses three· major areas of support to former 
Presidents:.:. Title !-Presidential Archival Depositories; 
Title II..;.Forriler.Presidents (spousal pensions, office and 
staff for former Presidents, transition, etc.); and 
Title II-I�Protection of Former Presidents, Former Vice 
Presidents�·· and Their Families. An identical bill was filed 
in the Hou.se by Congressman Richardson Preyer. 

A review group consisting of White House and Vice President's 
counsel, Marty Beaman, representatives from OMB, Bob Lipshutz, 
and myself, reviewed and evaluated this legislation to 
develop final recommendations. The review group has consulted 
with Congressional Liaison; Admiral Freeman and other repre­
sentative� from GSA; Jim O'Neill, Deputy Archivist of the 
United States; representatives from the Department of Treasury 
including the Urii·ted States Secret Service; and the staff 
and direetors of.· the .Johnson and Kennedy libraries. Taken 
into consideration were former· President Ford's comments and 
several meet:i,ngs<hedd with representatives of Sena_tors 
Chiles, Pryor, Ribicoff arid_Stevens. 

We have communicatecl with· you on the' Presidential .Transition 
Act, the Former President's Act, and.the Presidential-Protective 
Assistance Act at the-times they were previ0usly discussed in 
Congress (Attachment A). · This bill riot only iriclt1des the 
above-mentioned -· subjects, but also Presidential Libraries; on 
which we need additional decisions from you. 

· 
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Presidential Archival Depositories 

o Current Law authorizes GSA to accept land, buildings, and 
equipment which are privately funded for purposes of creating 
Presidential archival depositories. The government then 
assumes responsibility for the costs of maintenance, opera­
tion, and protection of the facilities. The current law 
provides no guidance to assure that buildings are designed 
to insure cost efficiency and the highest archival standards 
nor are there any restrictions on the amount of acreage, 
size or number of buildings. 

Proposed Legislation requires that all Presidential records 
created after January 20, 1981, be deposited in a central 
Presidential library to be constructed and maintained at 
government expense. (Note: You would be entitled to establish 
a decentralized library prior to January 20, 1983 to house 
the Presidential papers of your first term in office. 
However, all Presidential records subsequent to January 20, 
1981, would be required to be placed in the central depository.) 
This centralized depository would be built according to a 
formula which does not allow for minimum adequate archival 
or museum space and does not result in a cost saving to the 
government. 

Review Group Continue, with some modifications, the present 
concept of decentralized libraries which would accept all 
Presidential papers from both terms in office previous and 
subsequent to January 20, 1981, and are privately funded. 
As noted by the Archivist, these libraries have proven to be 
successful research centers as well as popular educational 
and cultural resources, a great source of regional pride, 
and have the best chance of acquiring all of the public and 
personal papers and materials of a former President's entire 
public service career as well as the relevant historical 
papers of his former aides and colleagues. This is invaluable 
in preserving the complete historical picture. 

We agree there is a need to control the costto the government 
in operating these facilities. For further evaluation 
purposes, we asked GSA and OMB to conduct a study of the 
costs of the Presidential libraries concept proposed by 
Senator Chiles and the current concept of decentralized 
libraries with appropriate modifications for size. 

The study concludes that since the government must incur 
the costs for building the centralized library and acquiring 
the necessary acreage, there would not be a cost savings 
with Senator Chiles' proposal. Desirable and appropriate 
cost savings can be assured by limiting each former President 
to one library facility and requiring the Commissioner of 
Public Buildings and the National Archives to develop 
standards which would insure that each facility: 
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o is of proper size and construction to permit 
efficient operation; 

o includes the minimum amount of space necessary 
to accommodate archival and public facilities 
for storage, servicing and use of historical 
materials; 

o has the minimum adequate amount of exhibit 
facilities; 

o has the minimum appropriate acreage; 

o has sufficient office space for the former 
President or spouse's use. 

APPROVE REVIEW GROUP'S RECOMMENDATIONS 
-----------------------------

DISAPPROVE REVIEW GROUP'S RECOMMENDATIONS 
--------------------------

COMMENTS 
----------------------------------------------------------------

Former President's Act 

o Current Law GSA is permitted to provide office space to 
the former President with no apparent limitation. 

Proposed Legislation limits the former President to one 
office no large than 4,000 square feet. 

Review Group agrees to one office of 4,000 square feet with 
appropriate furnishings except during the balance of the 
fiscal year in which the former President leaves office when 
there is a need for additional office space of appropriate 
size in Washington, D.C. 

o Current Law provides $96,000 per year staff salary authori­
zation limit; except the limit is $150,000 during the first 
thirty (30} months. This does not include office equipment, 
communications services, postage, etc., which have been 
handled annually as an appropriation matter. (Former 
President Ford used approximately $300,000 last year for 
staff salaries and other expenses.} 

Proposed Legislation allows $300,000 for the first four 
years; $250,000 for the next four years; then $200,000 
thereafter. This amount would pay for all expenses, 
including staff, except office space and pensions for 
former Presidents which are covered elsewhere. 

,J. 
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Review Group feels that funds for the annual expenditures of 
a former President, except office space and pensions, 
should be handled as an appropriation matter annually. If 
specific limits are to be authorized in this Act, the limits 
proposed would, in a very few years, not be adequate in then 
current dollars and an annual inflation factor should be 
applied. 

o Current Law Presently there is no specific limitation 
restricting appropriated funds to activities which are a 
direct result of a former President having held office, 
except that they may be used only for official purposes. 

Proposed Legislation limits the use of funds to activities 
which are a direct result of a former President having held 
office. Funds may not be used for partisan political 
activities or income generating activities except funds may 
be used for preparation of memoirs which are printed and 
distributed by the Public Printer and not intended for 
profit. 

Review Group would establish a basis for reimbursement to 
the Former President's Act appropriation if office space, 
personnel, etc., are used for activities other than those 
which directly result from a former President having held 
office. Scheduling personnel should be exempt from these 
constraints. We would also allow the option to use the 
staff, office space, etc., in preparation of the memoirs 
which are published in the private sector if the total 
proceeds from the sale are given to a non-profit foundation 
whose sole function is the support of a Presidential library. 

o Current Law requires that GSA determine appropriateness of 
prdposed obligations or expenditures but contains no 
requirement that former Presidents furnish a report of 
activities carried out with assistance of funds provided 
under this Act. 

Proposed Legislation includes requirements that former 
Presidents submit a report by March 1 each year concerning 
activities carried out with funds provided by this Act. 

Review Group Any information required of activities 
carried out with assistance of funds provided pursuant to 
this authorization should be i�cluded in materials provided 
to both Houses of Congress during the annual budget and 
appropriation process. 
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o Current Law authorizes the spouse of a deceased former 
President to receive an annual pension of $20,000, provided 
all other government pensions are waived. 

Proposed Legislation authorizes the spouse of a former 
President to receive a pension equal to two thirds (2/3) 
that authorized for the former President and there is no 
requirement to waive other government pensions. 

Review Group agrees with the proposed legislation. 

o Current Law has no specific authorization for the use of 
funds after the death of a former President to allow for the 
orderly closing of office. 

Proposed Legislation provides authorization for funds to be 
used for ninety (90) days after the death of the former 
President. 

Review Group agrees with the proposed legislation. 

Presidential Transition Act 

o Current Law includes transition out as well as in and 

NOTE: 

limits the funding to $1 million for the costs of transition 
out of office. 

Proposed Legislation transfers provisions for transition out 
of office to the Former President's Facilities and Services 
Reform Act of 1980; however, it limits the funds for trans­
itions out of office to $750,000. 

Review Group agrees with the transfer of provisions to the 
Former President's Facilities and Services Reform Act of 
1980, however, the funding should be handled as an appro­
priation matter annually. If limits are established, the 
current authorization of $1 million should not be reduced 
and, in fact, an inflation factor should be added to assure 
equivalent amounts in the future. 

See Attachment A for previous communications. 

APPROVE REVIEW GROUP'S RECOMMENDATIONS 
__________________________ ___ 

DISAPPROVE REVIEW GROUP'S RECOMMENDATIONS ________________________ _ 

COMMENTS
------------------------------�--------------------------
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Presidentiar·Proteictive Assistance Act 

0 

NOTE: 

r, .-�� 
Cutrent· Law: authorizes former Presidents' to: be 'prpt'ec::teci· j�()r�. 
J.;i::fe�.- ·· - .. · · · -. ,-_,_·,-----··.::·.----- ... _ ·- - ---- ·- - - --- -- ----- ... -�:.-.-:..�--e-"'.:.,._:_,�·-- ,-__ ._:_·--:"-- ... -- .. ·. · : ' ; .-: ' - -- • ·:-: � ·:;.: 

�' > • 
Proposed Legisl��i6n- w.ould,· a_rlthorize aut�mtiti� :- protectiorr . _ 
for a former President. for_. e_ight (8·( years·._:·:: Th� :seqretary 
of:· the. Treasury could ''·-pr'qvide. �ddi tional · pro�tect.ion .: for one.-­
six month:perio_d�- .consecutive six month periods:;.of.: protec:.. .. 
tion could .;be , obtained .only, upch1 :.wri.t-ten; ·request ·=of: __ - the.-··. 
former President .to'· ·an . ad\ds'or'Y:. committee. whicl)..�rnust · then . 
consul't ·'with ,'art-advisory 'panet :whieh i's 'proposed to. be ' ' -
created.·. .· · · · · · · . .  ,-• 
Review Group r-�-cb��nds .t_hat ·the former Presi,dent continue 
to be authorized· Secret Servic'e protection fo_r ·life. 

See Attachment A for previous communications. 

APPROVE REVIEW GROUP'S RECOMMENDATIONS --------------------------------
DISAPPROVE'REVIEW GROUP'S RECOMMENDATIONS 

COMMENTS 

----------------------------
------�----------------------------------------�-----------------
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THE WHIT::: HOUSE 

WASHI�GTON 

Ivlay 14, 1979 

�·�:-�OR...Z\.N!JUH FOR THE PRESIDENT 
�) 

?�Ol·l: HUGH CARTE�}t; 
SU3JECT: u.s.s.s. Protectees 

c 

As part of their annual appropriations review, the Senate 
Corrunittee on Appropriations, and particularly Senator Lawton 
Chiles' subco��ittee, are reviewing the levels of protection 
afforded certain protectees by the Secret Service. Specifi­
cally, they are addressing questions of protection for 
spouses and children of former presidents, and-for former 
vice presidents. 

Last year, the Treasury Department drafted some proposals 
on the subject. Subsequent to these original proposals, we 
formed a group comprising myself and Marty Beaman; White House 
and Vice President's counsel; representatives of the Treasury 
Department, and others, to review Treasury's original proposals 
and develop final recommendations. The recommendations 
outlined herein are unanimously agreed to by all members of 
the review group. 

tieanwhile, Senator Chiles' subcommittee had obtained a copy 
of the original Treasury proposals. and have asked for the 
a��inistration's position on the subject. 

· · ·  

·· .·. The following is. a summary of the current law, the original 
T=easury proposal� and the review group's final recommendation. 

· · · · A) SPOUSES OF FORNER PRESIDENTS 

The Current Law authorizes protection of the spouse of a 

former president until death or remarriage of spouse. 

Treasury's Original Proposal would have authorized pro­
tection of the spouse or surviving spouse of a former 
president to six months after the President leaves office. 

The Revie\v Group's Reco&�endation is to authorize protec­
tion of the surviving spouse of a former president during 
the life of a former president a�� for six months subse­
quent to the death of a former president. (Note: This 
ch�nge would not apply to Mrs. Ford, Mrs.· Nixon, 
Mrs. Johnson, Mrs. Eisenhower or �rs. Truman, but would 
a?:;:-;ly �o f:lrs. C a rter and futu:::.-c::: S?Ouses.) 

.. , . . . .• 
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/ 3) CHILD?-.3� OF FOR1·1ER P?.ES IDENTS 

The Current Law authorizes protection of children of a 
fo�er ?resident until the children reac h 16 . 

Treasury's Original Proposal would have authorized pro ­

tection o� children of a former pre s ident to six months 
after the President leaves office. 

The Review Group's Recomrnendation is to authorize nro­
tection of children of a former pres iden t u�til th� 
children reach the age of 16; provided, however, that, 
in the event of t he death of the former preside�t prior 
to a child attaining the age of 16, protectio n  would 
terminate six months after the death of the £or2er 
Pre� ident . 

C) FOR.:.'<!E?. VICE PRESIDENTS 

The Current Law authorizes no protection for a former 
vice president. 

Treasury's Original Proposal would have authorized pro­
tection of any former vice president for first six �onths 
after ·leaving office. 

The Review Group concurs with Treasury's original proposal. 

D) SECRETARY OF THE TREASURY'S DISCRETIONARY AUT30?-ITY 

Treasury's Original Proposal contained an ac::.endtl!-n to 
authorize the Secretary of th� Treasury the discretion 
to extend or reinstate protection of these i�dividuals 
at any time, if deemed necessary. 

The Revie'.¥ concurs . 

APPROVE REVIEW:GROUP's RECOHMENDATIONS 

DISAPPROVE REVIEW GROUP'S RECOr�lENDATIONS 

r::·· 
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WASHINGTON 
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THE WHITE HOUSE 

July 20, 1979 

HEl'lORANDUH FOR THE PRESIDENT 

THROUGH: HJ'..MILTON JORDAN-

FROM: 
.· - \�£J J HUGH CARTER-� 

SUBJECT: Presidential Transition Act and Former 
President's Act 

The Senate Governmental Affairs _Subcommittee on Civil Service 
and General Services, chaired by Senator David Pryor, has 
recently held an oversight hearing regarding the above 
statutes. The Former President's Act has received a large 
amount of public attention recently as a result of a U.S. 
News and World Report article regarding expenditures made 
by former Presidents Ford and Nixon. Senator Pryor has ex­
tended an opportunity for a representative of this Adminis­
tration to testify about both statutes. 

The Comptroller General (CG) has proposed a series of amend­
ments to both acts. A review group was formed consisting of 
White House and Vice President's Counsel, Marty Beaman, repre­
sentatives of OMB, and myself to review the CG's and GSA's 
recommendations. The review group ·consulted with Richard 
Harden, Jack Watson and Walter Kallaur. Also taken into con­
sideration \vere former President Ford's comments requesting 
additional funding for staff for an extended period and 
liability insurance coverage. 

The review group generally accepts the recommendations of the 
CG. The following is a su��ary of the current law, and CG's 
proposals, and the review groups' final recommendations. 

I. TRANSITION ACT .. · .  :· 

A. Current law includes transition out as well as in. 

CG proposes that the Transition Act should deal 
solely with the incominq administration. Transfer 
transition out to the Former President's Act. 

The review group agrees with the CG. 

. - . . 
_ ,_ .. - . �-·t;:_,.,_r:: ... . __. . . . :: : .. , ... ·.,.',.,..;.·_,·;: ......... _ 
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B. Current law includes no provision for use of aircraft. 

CG proposes authorization for use of aircraft, including 
approval of reinbursement from the press, etc. 

The review group agrees with the CG. 

C. Current law requires that GSA determine appropriateness 
of proposed obligations or expenditures . 

CG proposes a clarifying amendment requiring approval 
of GSA before expenditure or obligation of funds; except 

for small imprest fund and national security expenditur e  
provisions. 

The review group agrees \vi th the CG; · however, recormnends: 
(1) A requirement that GSA meet with major candidates 

and make plans for transition; and (2) GSA propose an 
accounting and financial management system subject to 
review and approval by GAO. 

D. Current law provides that GSA provide communications 
service found necessary by the President-elect. There 
is no specific provision allowing support of the type 
you received. 

CG has not proposed any ch�nges. 

The review group recommends clarification vlhich pro­
vides that Government commu;�ications may be used on a 
non-reimburseable basis upon Presidential approval. 

II. FORMER PRESIDENT'S ACT 

A. Current law has $96,000 per year staff salary authori­
�ation limit; except the limit is $150,000 during the 
first 30 months. 

CG proposes deletirig the authorization limit and handl­
lng as an appropriation matter. 

The review group agrees with the CG; however, as an 
alternative, recom.rnends extension of the salary authori­
zation limit of $150,000 from 30 months to 36 months • 

. . �_ .. . 

'· · .  
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Current law does not authorize payment of moving expenses. 

CG proposes payment of moving expenses. 

The revieH group agrees with the CG; however, recommends 
that position not be stated. 

Current law authorizes the spouse of a dece�sed former 
president· to receive an annual pension of $20,000. 

CG proposes setting the pension at one-third of the 
annual rate authorized for a former president (i.e., 
now $72,000). 

The revie\v group agrees with the CG; however,- recommends 
that pos ition not be stated. 

Current law includes no authorization for liability 
insurance for automobiles, etc. 

CG has not proposed any changes. 

The review group recommends authorization for liability 
·insurance. 

Current law does not provide for use of aircraft. 

CG proposes authorization for use of aircraft, includ­
ing credit of reimbursements from press, etc., to 
appropriations account. 

The review group agrees with the CG. 

Current law provides that GSA provide necessary 
corununications services. 

CG has not proposed any changes. 

The review aroup recommends clarification providing 
that_ Governr.1ent communications may be used on a reim­
burseable basis during the remainder of fiscal year 
in which he leaves office. 

Current law does not provide for use of detailees. 

CG proposes allO\ving detailees 0!1 u reimburseable 
basis during the fiscal year in which transition occurs. 

The review group agrees with the CG. 

._·7:-f· 

":·-· �·- - --=---- ____ ..:. __ , _ ____ ._
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APPROVE REVIE�v GROUP 1 S RECOI1!'-1ENDATIONS 

DIS.�PPROVE REVIE'i'l GROUP 1 S RECOl•LNJ.ENDATIONS 

Cm1MENTS 
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THE WHITE HOUSE 

WASHINGTON 

Mr. President: 

8/21/80 

Scotty Campbell has 

asked for· a meeting with 

you. Jack Watson has talked 

with him but Scotty would not 

disclose the substance of the 

request other than it being 

personal. Jack recommends 

you agree to see him for a 

few minutes. 

�pprove disapprove 

Phil 



United States 

Office of 
'Pe-rsonnel Management 

. .  

MEMORANDUM TO: 

FROM: 

SUBJECT: 

Philip J. Wise, Jr. 
Appointments Secretary 

to the President 

In Reply Refer To: 

August 15, 1980 

Alan K. Campbell�� 
Director ' ·  . ...._ 

Appointment For Me With The President 

I request a 15-20 minute meeting with the President to discuss a matter 
of considerable importance to me. This is the only request I have 
made for a personal meeting with the President and I hope very much you 
can arrange for it to be held some time during the week of August 18th. 

I will be in and out of town during the week and hope you can give me at 
least 12 hours notice as to the date and time of the meeting. My office 
will be able to reach me wherever I am and I will then be able to be here 
if given a bit of notice. 

CON 114-24-3 
January 1980 



... "' 

ADMINISTRATIVELY CONFIDENTIAL -- NOT FOR CIRCULATION 

THE WHITE HOUSE 

WASHINGTON 

August 25, 1980 

URGENT (. 
j ·, ( �� ' 

HEMORANDUM FOR: THE PRESIDENT 

FROM: STU EIZENSTAT 

SUBJECT: Scotty Campbell 

I have just talked with a person who is in Scotty Campbell's 
office who had called me about a meeting you are to have 
tomorrow with him. 

Scotty wants to resign immediately. He feels he has been 
poorly treated. The last straw carne with the cancellation 
of the awards ceremony you were to participate in for the 
first awards to the 50 top Senior Executive Service 
participants. He feels that he had a commitment from 
Jack Watson for you presence at this ceremony. He feels 
that the cancellation evidences a lack of interest in 
what was one of your major accomplishments. 

This is most unfortunate for Scotty is one of the most 
talented persons in the Administration and his resignation 
at this time would be harmful. 

Your presence at this ceremony would highlight a major 
accomplishment in this Administration and might help improve 
the Administration's career civil servants. 

The person who called me stated that it was important that 
you urge Scotty to stay at least through the election and 
to tell him that the Administration needs him and would like 
him to give �peeches around the country, especially in 
New York. 

The rescheduling of the event would go a long way toward 
turning around Scotty's frustration. 

cc: Jack Watson 
Phil Wise 
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THE WHITE HOUSE 

WASHINGTON 

August 25, 1980 

MEMORANDUM FOR THE PRESIDENT 

FROM: AL MOSEStfl-
SUBJECT: Meeting with Jewish Supporters, Roosevelt 

Room, Tuesday, August 26, 1980, 11:00 a.m. 

I. PURPOSE 

This is a meeting with some fifteen Jewish supporters 
from Boston, Cleveland, Connecticut, Detroit and 
Philadelphia. There will be a similar meeting on 
Thursday with supporters from New York City. 

II. BACKGROUND, PARTICIPANTS AND PRESS 

A·. Background: These people are coming as friends 
of Carter-Mondale and were picked because of 
their creditability in the Jewish community. 

I suggest you talk for approximately five 
minutes, leaving the remaining 10 minutes 
for questions. 

See attached Talking Points (Tab A) . 

B. Participants: See attached list (Tab B). 

White House Staff: Al Moses and Sara Seanor 

\E�$Cti'«.Ud3rt�c Copy M31d� 

for Pres@nt!it!cm P��JII'pc$es 

II :oo a.�<� 



TALKING POINTS FOR PRESIDENT'S MEETING 
WITH JEWISH SUPPORTERS FROM BOSTON, CLEVELAND, 

CONNECTICUT, DETROIT AND PHILADELPHIA 

It is good to be with friends. I appreciate your corning to 

meet with me. I'm going to be very busy the next ten weeks 

travelling throughout the country explaining to the American 

people the difference between a Democratic Administration and 

a Republican Administration. 

As I see it, the difference is whether our government is going 

to� forward or � backward, whether we as a nation are 

going to move resolutely and confidently in the next two decades 
.......... 

of this century, or look back to a world that never was. 

I have read where Ronald Reagan refers in his speeches to the 

1920s and people like Jack Dempsey and Will Rogers. They were 

fine people, but let's not forget Warren Harding, Calvin Coolidge, 

and Herbert Hoover. They were the political leaders of that 

era, and I do not believe that they're the right model for today. 

We have to move forward, not look backward. 
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We have to look realistically at the problems of our cities. 

Irresponsible tax deductions will only add to inflation and 

make f�r worse the problems of our urban areas. Our citizens 

are only now beginning to see the benefit of this Administration's 

urban policy. Pouring billions of dollars indiscriminately into 

the defense industry will not solve our economic problems and will 

do very little for our urban areas. {It may help Marietta, Georgia 

and Burbank, California, and even Seattle, but not New York City, 

not Detroit, not Cleveland, not Philadelphia.) 

Another area in which Governor Reagan and I differ is energy. 

We are making progress in reducing our dependence on imported 

oil. Since 1977 we have reduced our average daily import of 

oil from 8.5 million barrels to 7 million barrels and under the 

Comprehensive Energy Program, which we now have in place, we 

will reduce that amount even more over the next decade --

reducing by 50% the amount of oil we imported in 1977. I need 

not tell you what this means for our country. It will remove 

'1"•. , .'. "J ,• 
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the threat of oil embargoes and other forms of political 

coercion which some OPEC nations might be tempted to try. 

I can.think of nothing more important, not only for our country, 

but also for Israel. 

' 

I do not want to do all the speaking, I want to hear from you. 

But there is a final word or two I want to say about our 

policies in the Middle East. 

I know that questions have arisen about the policy this 

Administration will follow if I am re-elected. No doubt you 

are being asked this question in your own communities. I want 

you to tell your friends that there will be no change in my 

Administration's commitment to the security and well-being of 

Israel. This is not a matter of political expediency but of 

my own conviction both as Presid�nt and as a person, that 

the interests we share in common with Israel form the basis for 

a firm link between our two countries that will not be broken. 
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We may disagree with the government of Israel from time to 

time. This is to be expected. It has happened many times over 

32 years of Israel's existence. We have disagreements with 

other allies, but it doesn't affect the basic relationship 

between our countries. The same thing is true concerning Israel. 

Under my Administration we have provided approximately one� 

half of the aid -- both military and economic -- that Israel 

has received in the last 32 years. As I stated in my acceptance 

speech, we have never threatened to slow down or stop this aid, 

and as long as I am President we never shall. Nor will we impose 

a peace on Israel as George Ball and some others have suggested. 

Our role is that of a full partner with Eygpt and Israel in a 

common search for peace. We have not dictated terms to Israel 

and we never shall. This would be an affront both to Israel's 

democratic process and to my personal belief of what is right 

and proper in relations between friendly governments. 
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A last point which I hope you will carry with you to your 

friends • .  �hen I was elected President this country was f�cing 

an Arab.boycott which sought to -tell American businesses where 

they could do business and with whom. My predecessor and two of 

the leading members of his Cabinet, Simon and Kissinger, blocked 

efforts to pass effective legislation to combat the Arab boycott. 

When I became President, we worked with the Congress and with 

American Jewish leaders -- and some outside businessmen as well --

to put on the books effective legislation. Many people in the 

business community and even some politicians said we should not 

do it -- that it would affect our relations with Saudi Arabia 

and other Arab nations. I did not buy this then and I do not 

subscribe to it now. I shall always do what is right and proper 

in the interest of our country and in the interest of justice 

and I shall let the political consequences take care of themselves. 
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August 26, 1980 �U�ctro®t®tftc Co�y M�tte 

for Pretl@ftfstaon PMfP0@®0 
MEMORANDUM FOR: Eugene Eidenberg 

FROM: 

Secretary to the Cabinet and 
Assistant to the President for 
Intergovernmental Affairs 

Abbe D. Lowell� 
Special Assistant to 
the Attorney General 

SUBJECT: Cuban/Haitian Situation: Law Enforcement Policy 

This memorandum responds to your request for information 
concerning the law enforcement policy in effect and being 
applied to those returning from Cuba with illegal aliens. Our 
general policy is to take all possible punitive actions against 
those persons involved in illegally importing undocumented per­
sons from Cuba. 

Pursuant to this policy, the following actions are taken 
with regard to every arriving vessel: 

(1) Fines of $1,000 per alien are being assessed against 
the operators of every vessel. Except where the civil 
fines have been paid voluntarily, lawsuits are being 
filed to compel payment. Several hundred cases have 
now been referred to the United States Attorney's 
office, and another 700 to 900 cases will be referred 
in the next few weeks; 

(2) Fines that are assessed are being secured by seizure 
of the vessel by the United States Customs Service. 
Due to the court order in effect, such seizures are 
"constructive" and allow owners to keep possession 
of their vessels in exchange for an affidavit stating 
that they will not make a return trip and agree to 
other restrictions; 

(3) In all cases in which we can establish that the owner 
of a vessel consented to the use of the vessel to im­
port undocumented persons, the vessel is seized by 
the Immigration and Naturalization Service for the 
purpose of forfeiture. These are actual seizures and 
involve our taking custody of the vessels; 
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(4) The boat captain, members of the crew, the owner 
(if he is aboard) and anyone else implicated in the 

illegal importation of aliens are arrested and 
charged with a criminal offense. These are actual 
arrests and are made on the spot. The United States 
Attorney's office will prosecute these cases. To date, 
there have been more than 70 indictments involving·some 
300 people returned by the federal grand jury hearing 
these cases; 

(5) The Coast Guard is intercepting and inspecting every 
south bound vessel it can. In those cases in which 
there is specific, adequate evidence of an intention 
to import undocumented aliens, arrests are being made. 

In adpition to these actions taken in individual cases, the 
FBI and I&NS have been directed to make vigorous efforts to as­
certain whether the flotilla activity is the result of criminal 
conspiracies among the Cuban-American community in southern 
Florida. 

Finally, to strengthen and accelerate Justice Department 
enforcement activities, we recently added more than twenty 
I&NS investigators and lawyers to the Miami office and created 
a special Cuban boat unit, consisting of nearly a dozen attorneys, 
within the United States Attorney's office. 
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ADMINISTRATIVELY CONFIDENTIAL 

THE WHITE HOUSE 

WASHINGTON 

August 26, 1980 

MEMORANDUM FOR THE PRESIDENT 

FROM: LLOYD CUTLER 

�tsctrost�tlc Ccpy M51�e 

fow PraserostSon Pll.iiVBiJO�®$ 

SUBJECT: ECONOMIC PROGRAM AND SPEECH 

I am disappointed that neither the August 22 draft 
of the Economic Program nor the August 25 draft of 
the speech refers to any new initiative on minimizing 
the cost of health and safety regulation or the sig­
nificant effect of such costs as a drain on available 
investment funds and on the productivity and competive­
ness of U. S. industry. 

The perception of regulatory costs as a drain on 
industrial productivity and efficiency is very strong 
in the press (see the attached New York Times editorial), 
in the communities where obsolescent plants are being 
shut down rather than rebuilt to meet health and safety 
requirements, and above all in the business and financial 
communities. This perception reflects a real problem 
even though business sources tend to exaggerate the 
numbers -- on which Robert Crandall of the Brookings 
Institution has published some impressive data. (See 
attachments) 

You have taken some major steps to balance our regula­
tory goals against other national goals and to assert 
your own balancing authority over the single-mission 
agencies, such as EPA and OSHA, within the Executive 
Branch. Charlie Schultze and RARG have done excellent 
work in reviewing new health and safety regulations and 
in making the single-mission agencies conscious of the 
need to consider other goals. But there have been a 
number of recent occasions on which Stu Eizenstat has 
thrown up his hands in despair over the singlemindedness 
of these agencies (EPA on denying to the steel industry 
the same "bubble" (facility-wide) formula it granted 
to the rubber industry, its reluctance to relax standards 
even when the result is a plant shutdown, and NHTSA's 
unwillingness to accept a reasonable deferment of the 
costly and unpopular air bag.) 



.. 

, .. 

.• 

. ' 

.. 

; 

·'' 

. , 

,, 
., 

. ' � { ; . 

�- • 1 • 

:, : 

l·'- ,·: 

-.'- . ( 

1 ,' 

.There are a number of initiatives you might take in 
. t'�er· new Economic Program: ��a:. in· your speech: 

. �\:�:��<·.<���-� < 
. '> .'.'' 6 At a minimum.:·th� : ne�·

-
Indust;ial Revitaliza.,.. 

tion Board .should :be :spec·i :fically, .. �harged, :·.·.' 

0 

0 

0 

in additibn: t'o .its.othe'r .tasks',··.with recom­
mending w�y ·

s·. 'in\ which': :the: : costs of . heaith and 
safety· regulati,on·. cim be. ·bat anced against our 
Other eCOnorriic :goal'S I, ' SUCh aS revitalizatiOn 
of tar.ge't industries.;. 'channeling of available 
investment: funds· into· p:t'oductive rather ·than 
non-productive cqrnpli.ance equipment, main­
taining the effi.ciency of our industries and 
their, ability to compete with those of other 
nations, and c,ontaining inflation. 

You could propose negotiating international 
health and safety standards for steel, mining, 
energy and' other internat:!-onally competitive 
industries, so that the external costs of 
meeting health and safety goals could b� fairly 
shared arid competitive disadvantage avoided. 

As proposed in my memoranda of March 13 and 
April 30 :•;to the EPG, you could announce 
that you and your·staff will personally review, 
be-fore final adoption, all new regul·ations 
that impose additional compliance costs on 
an industry exceeding $100 million . 

You could reconsider allowing faster deprec­
-i:ati6nn-wr�te-offs or larger refundable invest­
ment.· �redi ts for capital investments certified 
to:_J:>e)iecessary to comply with a health or 

.sa:fe't:t .standard (�., smokestack precipitators, 
utility�oil backout ·investments, air bags and 

.c).tfie.�::pa'ssive restraints, coke oven doors, etc.) 
. ·:. 

. . . .  
II' , • 

o Yoh�tould consider "sunsetting� the fuel 
ecpnomy.' r.�_g'ulations which appear to have been 
ove:r;take;n:'.by market· forces and may no longer 
be n�cessary. 
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o You could announce your determination to 
press forward with the regulatory reform 
legislation you urged earlier this year, 
as to which your own staff is now diffident, 
to say the least. While the Bumpers �nd 
Levitas amendments pose some problems, they 
are problems that, in my judgment, could 
readily be resolved if we are determined to 
achieve passage of the bulk of our proposals. 

I will be glad to work with Gordon Stewart on suggested 
language for the speech to give some recognition of the 
need to minimize the cost of regulation, including at 
least the first of the above suggestions, which I assume 
is non-controversial. 

, ______ _.... 
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If 'Reindustrialization' Means Anything 
Any day now, President Carter will unveil his pro­

gram to reindustrialize America. Reindustrialization 
remains the political buzz word of the season. Its mean­
ing is vague; it has to do with the debilitated state of 
American industry and the need for changes in Govern­
ment policy to revive it. But no one has come to grips 
with the specifics. That alone will make the promised 
Carter message worth the closest attention;·· . 

We have been, and remain, dubio\lS. Reviving 
American industry is obviously attractive. But dealing 
intelligently with so complex a matter would be diffi­
cult at any time; is it possible at all in an election year? 
True reindustrialization is apt to be much more painful 
than its proponents are willing to admit. For its aim 
cannot be the simple political one of protecting trou-

. bled industries like autos and steel. The economy can­
not be renewed by clinging to the past, to dying indus­
tries, crippled companies or existing jobs. · 

If reindustr,alization_is to mean anything, it must 
mean building up the muscle of American induStry, ex­
posing it to competition foreign and domestic, while 
having the wisdom and coUr-age to let the losers die and 
to help the winners with sensible tax incentives and 
regulation. · · 

The problems besettiilg the economy preceded the 
current recession and will doubtless outlastit. Produc­
tivity, which used to grow at a heady pace·year after 
year, has stopped growing at all and American indus­
try no longer seems able to outsell the competition. Our 
share of industrial exports has dwindled. Increasingly, 
foreign producers are invading our domestic market. 

Against th� winds, an election,year "relndustri­
alization" plan sounds like a mere.whistle. Still, it is 

. conceivable that a program could do grea� ·good, if 
. . .:• .. . 

- ... · �'· · -----;;;.•< �;.._;:.:.,;.:- :_:-•. - .. 

founded on political courage and persistence. Inevita­
bly, the President's language will be stirring, the 
claims hyperbolic, the details numbing. Behind all 
that, there are at least three minimum criteria for a 
se ·_ous program. 

0 Does the program propose a rea.listic way to ra­
tionalize regulation? Industry now is often caught in an 
impossible cross-fire between agencies with different 
goals. The Government should at least try to set its own 
priorities when there are conflicts between, say, 
energy and environment. 

0 Does the program include tax incentives for re­
search, development and innovation? For a variety of 
reasons, such investment has been anemic in recent 
years - and so has the rate of technological change, 
one of the key engines of economic growth. Such incen­
tives are particuarly important for smaller companies, 
historically the key source of new industrial ideas.· 

0 Is the President willing to commit himself to 
competition? It is not easy for any Government to 
abandon its willingness .to protect industry against for­
eign competition. But to prop up inefficient domestic 
companies is not reindustrialization; itis supine poli­
tics. There needs to be a new and serious Federal com­
mitmentto assist workers who lose to foreign competi­
tion. Inqustry, however, must be exposed to the full 
winds of competition. This requires phasing out the tar­
iffs and import controls which make a few unions 
happy_ but protect inefficient producers, drag _down 
productivity and generate inflation. ·· · . . 

Even if these criteria are met,· they are only the 
beginning of a sound reindustrialization plan, not the 
end. But they mdicate the difficwtles .. The tougher the 
politics, the better the economics: · 
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The Conflicting Goals of Regulations Affecting the Automobile --
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.. The private automobile h as been the object of increasing public 

policy concern. In the face of rising energy prices, environmental 

problems, a heightened concern for health and safety, continuing congestion 

in urban centers, and th e burden of maintaining and rebuilding the highway 

s ystem, there are a myriad of government policies which directly or indirectly 

affect the design and the use of the automobile. Corporate average fuel 

·economy standards ( CAFE) have been imposed. A wide array of safety standards 

have been promulgated. Emissions control has become more stringent over the 

past decade. Increases in gasoline taxes are now being proposed to reduce 

imported oil consumption. The adequacy of current user taxes to support 

the highway system and appropriately reflect the external diseconomies of 

operating vehicles (particularly in congested areas) is a matter of con-

tinuing policy discussion. 

Given the complex interrelationship of public policies directed towards 

fuel economy, highway safety, highway construction, pollution control, and 

control of urban congestion, there is an urgent need for d eveloping 

a framework to analyze the tradeoffs among polic y objectives and the 

appropriate mix of policy tools. Since many of these objectives 

.... 

• 6 

conflict with eacn other, it is crucial that policymaker s understand both 

the direct and indirect implications of their choices. For instance, 
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Conclusion 

The various calculations are summarized in Table 3. The five 

regulations analyzed are presented, along with the estimated increase 

in the price per vehicle, the estimated direct effect of each 

regulation, and the resulting cost per fatality equivalent averted, if 

relevant. The secondary effects are then shown in terms of the 

additional weight resulting from each regulation, the cdditional fuel 

used, and the estimated fuel cost per fatality saved (assuming $1.50 

per gallon). The dollar increase� in price are taken from NHTSA ann 

are disputed by the auto manufacturers and others. In any case, 

passive seat belts appear to be a �argcin relative to safety 

regulations to date; air bags are within the estimated cost per 

fatality averted of current safety regulations. The secondary effects 

of these regulations are large relati�e to the primary effects. The 

additional fuel costs associated with the safety features are large, 

especially for the current set of safety features. Although a 

secondary impact of fuel economy regulations is an estimated increase 

in fataliti�s, society would have to be willing to pay $2.55 million 

per fatality in order to forego the fuel economy standards. Finally, 

the fuel economy penalties of emissions control are 54.55 gallons per 

car per year or $81.82; this amount is greater than the annual increcse 

in price for the equipment and its maintenance; thus, it is the fuel 

costs that dominate the estimated cost of emissions contrul. 

The table illustrates the conflicts. among saf2ty, emissions, and 

fuel economy regulations of the automobile; it also illustrates the 

importance of estimating the secondary impacts of each regulation. In 

t,, •' 
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TARLE 3. Stunmar:' of Primary anJ Sccond;�T)' Tmp:1cts of fkg11l.1 t ion 

Prim:-�rv inB2.:_1Ct 
--------------------

____________ S_e_c_on_r_i:l_n' jmp.A_a_c_
t ____________ _ 

Regulation Cost /car 

OJrrcnt safety features 

Passive scat belts 

Air bags 

rue 1 economy 

rmissions control 

Pri m;tl)' �ClC j ;Jl i mn:tct ' . 

:<i3, ono equ i v:tl cnt 
] j ves 

1 s, 2 32 

21 b i llion �nl1ons 
saved 

f,os t/ f:t tal i ty 

('qJt i v:tl en t 

�227,000 

2 .-z.�, non 

tlO:<i,OOO 

00% reclucti on 1 n m, ! IC: 

7S<:J reduction tn 1\Dx 

*Tor figure js fuel penalty due to increased Height anrl bo ttom fig11rc 

efficient combustion. 

Fxtra Height Fxtr<l [uc 1 

2 ()() pot cHis · 2.�7 hil. 

n 0.1 � 

(1() n.R0 

-1 snn -21. 10 

* 

so 0. 74 

5.26 

15 fuc 1 penalty clue to less 

Th'O chmgerous injuries is cquivlllcnt to :1 f:tbli l")' in ronstntct i nr. cquiv;tlcnt fat:1litics. Tncrcasrcl 

vehicle cost is'".translated into annual cos t hy ch:trL:inr. 25 percent p<:'r year fnr princip.1l ;mel i ntcrcst. 

rnst/ fatality 

cquiv31cnt 

$134,000 

19 ,000 

65,000 

2,550,000 
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particular, the fuel economy standard highlights the interdependence 

between fuel economy and NHTSA's new safety standards; the fuel costs 

of emissions control are large enough so that consideration must be 

given to delaying any additional tightening and perhaps even retracting 

to 1978 standards. 

These estimates show that, judging by the dollar cost per 

premature death averted, passive belts are about equivalent to current 

standards and air bags are more expensive per premature death averted 

than previcus NHTSA regulations. However, both figures seem high 

compared with the usual decisions that people make regarding how much 

they are willing to pay to lower risk. In particular, if society were 

so concerned with traffic deaths that it were willing to pay $150,000 

per premature death averted, a host of other activities would have 

first priority, from improving grade crossings to attempting to keep 

drunl: or incompetent drivers off the road (N"HTSH, 1977). 

Abating emissions is a more difficult goal to evaluate. It is 

clear that the costs are large, unnecessarily large compared to a 

strategy of stringent emissions control in areas with pollution 

problems and lenient control for other areas. But .the fundamental 

question is the value even in polluted areas. There can be no douht 

about the whiskey colored haze created by automohile emissions, and the 

associated poor visibility and eye irritation. However, there are 

serious doubts that significant health effects are associated with 

levels of photochemical smog currently prevailing in everi; the most 

polluted cities (e.g., NAS, 1974, Lave and Seskin, 1977). Several 

studies have found little or no health effects at current levels. Even 
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if there are health effects, these appear to be small compared to those 

for suspended particulates and sulfur oxides, which come primarily from 

stationary sources. However, the point is that the social decision 

concerning curtailing auto emissions can be made on the basis of the 

direct c osts of the emissions control equipment, without worrying about 

the decline in fuel consumption due to combustion design and additional 

weight. 

Safety features are perhaps the most difficult features. Most 

features, from energy absorbing steering columns to seat belts, are for 

the benefit of the occupant. If that individual does not value the 

features and rebels against buying and using them, little can or should 

be done. There is some evidence that purchasers have become 

safety-conscious, and automobile makers sufficiently worried about 

product liability, that many of the s�fety features would not disappear 

even if NHTSA no longer required them. But seat belts are ineffecti�e 

because they are not used. The U.S. has resisted mandatory seat belt 

laws; instead all the emphasis has gone to "passive" devices that 

protect the occupants in spite of themselves. Similarly, little or 

nothing has been done about the driving habits of individuals. The 

greatest safety improvement has come froQ lowering speed limits to 55 

miles per hour. A much greater improvement would come from eliminating 

drivers who were drunk or otherwise incompetent to drive.. We have also 

resisted stringent diunk driving laws and are not too fussy about 

giving out licenses to people who are a hazard on the road. Driving 

seems to be regarded as a right; as long as that is true, it is 

difficult to overcome the major problem. 
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One proposal by economists is to force each individual to face 

the full social cost of his driving behavior. For example, everyone 

could face both the requirement for insurance and experience rating. 

Thus, each driver would have to pay in premia over his lifetime, the 

full cost of all damage he had caused plus the usual administrative 

fee. People caught driving drunk or those having accidents would find 

it difficult and expensive to secure insurance. Someone who was 

accident prone would find it prohibitively expensive to drive. 

The�e are many difficulties with using price as the mechanis� to 

allocate goods and services. If the current income distribution is not 

that desired by society, then using price can place an "unfair" burden 

on various groups. I put the above forth as serious proposals to 

consider, not as solutions that can be expected to get universal 

support. They should open a debate about these regulations that would 

clarify goals and rsolve conflicts among regulations. 

I' 
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Regulation and Productivity Grow th 

Robert W. Crandall 
The Brookings Institution 

In recent years, it has become increasingly fashionable 

to attribute a myriad of our economic and social difficulties 

to e xcessive government regulation. If we are tu believe the 

rhetoric, government regulation is partly or largely to blame 

for soaring inflation, lagging growth in GNP, declining pro-

ductivity growth, the decline in the value of the dollar, and 

even general reductions in the animal spirits of entrepreneurs. 

While many of these claims may eventually be shown to have 

some validity, the evidence linking regulation to these various 

national economic maladies is presently very weak. 

The reaction against regulation which has developed in 

the past few years reflects the confluence of two different 

forces: (i) a growing concern that "economic" (rate-setting, 

entry-restricting) regulation overly restricts competition and 

protects regulated firms from new technologies and new competi-

tors; and (ii) the view that newer "social" (health-safety-en-

vironmental) regulation directs too many resources to con-

trolling various hazards, excessively reducing privately traded 

goods and services. These newer forms of regulation are gen-

erally the inspiration for the charge that business is overre-

gulated and thus unable to_discharge its function of aggressively 

exploiting new technologies and bringing new proaucts t6.the 
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market as it on ce did. The result is declining productivity, 

a stagnant economy, and perpetual inflation. 

It is not very difficult to see how this connection bet-

ween stagflation and regulation has developed. Prior to the 

1970's , the economy managed to grow at a rather satisfactory 

rate without bouts of major peacetime inflation. While we are 

discovering that productivity growth may have been declining 

throughout the post World War II period,
1 

it did not begin its 

catastrophic decline until 1973. 2 Inflation surged i n  1974 after 

the relaxation of price controls only to decline briefly, but 

then to surge ahead to double digit levels by 1979. Given 

that the Occupational Health and Safety Administration, the 

Environmental Protection Agency, the National Highway Traffic 

Safetv Administration, the �onsumer Product Safety Commissio�, and 

the National Environmental Policy Act had the ir origins bet-

ween 1969 and 1972 it is not surprising th at many observers 

see a link between pervasive regulation and stafglation. But 

this case has not been substantiated by thorough empirical 

work, and much of it may in fact not with stand careful scru-

t iny. 

Even at a superficial level, it is difficult to place the 

blame for lagging productivity growth and inflation upon regu­

lation. The 1970's were not tranquil years in other respects. 

The corrnodities boom of 1973 preceded the oil embargo and the 

subsequent surge in world oil prices. Price controls were in 

_; 
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place for almost three years, and during part of this period 

macroeconomic policy was excessively stimulatory. Labor 

force participation rose at an unexpected rate. 

P�d the economy shifted gears from a fairly major war to vir­

tual peacetime production. The confluence of these forces 

could be expected to have seriously disruptive effects upon the 

economy, and it would be naive to associate our ills solely 

with one of tha�. 

In this paper, I can only review the evidence linki ng 

productivity growth and a few of the more extensive forms of 

regulation -- environmental and worker-safety programs. I 

shall argue that whatever the effects of these policies upon 

recent productivity growth, there is a danger that the future 

effects may be more pronounced. This conclusion flows from 

the form which these policies tak� -- a form dictated by po­

lit ical force s. Unfortunately, it will be very difficult to 

measure these future impacts upon capital formation ��d pro­

ductivity growth, and by the time we are able to detect them 

it may be very difficult to alter course. 



I. The New Social Regulation 

The nu.TTiber of regula tory programs which affect input 

choices and production decisions in American business is 

·staggering. A partial listing of the most important of 

these programs (and the agencies responsible for them) 

would have to include:
3 

Water pollution (EPA) 

Air pollution (EPA) 

Toxic substances (EPA) 

Hazardous wastes (EPA) 

Noise (EPA and FAA) 

Radiation (EPA and NRC) 

Employee safety mining (MSHA) 

Employee safety nonmining (OSHA) 

Employee health nonmining (OSHA) 

Land use and surface mining (BLM) 

Food and drug safety (FDA and USDA) 

Consumer product safety (CPSC) 

Automobile safety (NHTSA) 

4. 

This is only a partial list, and it fails to account for the 

my riad of programs within each category. For instance, toxic 

4 
substances may be regulated by EPA u nder FIFRA, RCRA, 0r TSCA. 

In each instance, the criteria imposed by legislation are 

different, and firms must respond accordingly. 
· -

In virtually all of these regulatory programs, a stan-

dard-setting process is utilized to cont rol the undesired 

. , .. . , ., �- -'"" •.-.- .. . _ .. ··--�- -�-:::-----���-r:---�-... -, .. ,.: ... �·-···.-::....-.--_.-_ .............. _ . .. JO<-. ..  - ._- ,._ ... ,..-�."";'"-· - --�--p-.•,•· 
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externality. These take the form of "performance standards" --

requiring, for instance, that regulated entities discharge no 

more than x parts per million into the air, water, workplace, 

9r final product -- or engineering standards -- requiring the 

installation of specific control equipment or the use of speci-

fie production techniques. While economists have often been 

critical of t he standards-setting approach to regulation be­

cause of its inefficiency,
5 

it is likely to continue to be the 

predomin a�t mechanism for instituting the newer social regula-

tion. An important reason for this is that it suggests to the 

public that the particular problem is b e ing addressed to the 

maximum extent f�asible. 

An unfortunate part of the standards-setting process is 

the tendency to saddle new facilities, products, or firms with 

tighter standards than those faci�g existing entities or pro-

ducts. This practice exists for a number of reasons. First, 

there is a popular view that new facilities or products can be 

designed more economically to limit the generation of undesired 

externalities than controls upon facilities or products already in 

existence. Retrofitting old facilities or redesigning exist-

ing products is more difficult than designing them de �· 

Second, this practice conforms with a notion of "forcing techno-

logy". Setting ambitious goals for future products or plants 

will unleash engineers and scientists to create technological 

solutions heretofore thought impossible. Third, it is often 
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steadfastly refused to require States to pursue re­
trofitting policies for older vehicles. 

o Alth ough enforcement of standards for conventional 
water pollutants from existing industrial sources 
has been incomplete, tighter "best available control 
technology" standards for new sources have been en­
forced by EPA. 

o In order to protect less developed regions of the 
country from enviror.rnental degradation (and more 
developed regions from loss of economic activity), 
Congress has required EPA to set tighter air pollu­
tion standards in the less populated regions of 
the country. 

o In regulating chemicals under the Toxic Substances 
Control Act, EPA requires premarket notification 
and testing of new chemicals, but it lacks the re­
sources to provide similarly thorough analyses of all 
chemicals already on the market. 

o In determining the efficacy and safety of non-pre­
scription drugs, FDA is moving much more slowly on 
older drugs which are already on the market than on 
new introductions. 

o Congress has required EPA to mandate flue-gas de­
sulfurization systems on all new power plants using 
coal, regardless 6f the coal's sulfur content. This 
was required to prevent midwestern utilities from 
substitut ing low-sulfur coal from new western sur­
face mines !fOr higher-sulfur coal from older Appala­
cian mines. 

0 

0 

0 

The National Highway Traffic Safety Administration's 
safety standards for automobiles apply only to new 
automobiles, not used vehicles. 

. 

HUD has proposed a rule requiring developers to sub­
mit "urban-impact statements" demonstrating that new 
shopping malls will not damage older shopping dis­
tricts in downtown locations when federal funds are 
involved. 

The Department of Energy has proposed strict new 
energy-conservation building codes for new buildings, 
but it not proposing the retrofitting of olper build-
ings. 

.' 

This list is not intended to be exhaustive, but it 
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provides some evidence of the new-source bias in environmen-

tal, health, safety, and energy regulation. Similar lists 

could be compiled for traditional entry-restricting, rate-

_setting regulation. The CAB, ICC, and FCC have required 

licenses to be obtained for new facilities, and each has 

found itself confronted with the pressure from existing re-

gulated carrjers to resist these applications. Large freight 

cars, larger commuter airline planes, and satellite business 

systems have been delayed as regulatory procedures are ex -

tended by intervening competitors o r  other interested par-

ties. 

Given the central role of technological progress in pro-

ducing improvements in productivity, these regulatory biases 

against new products and facilities must have some effect 

upon productivity growth. This is particularly true if one 

accepts the view that much of technology is embodied in new 

assets and cannot be adapted easily to older assets. In 

some cases,· this regulatory bias is damaging even if re-

trofitting ii possible. "New sources" of pollution are gen-

erally defined to include older facilities which are tempo-

rarily closed for renovation. Thus, one would expect environ-

mental poli cy to be reducing the rate of technological dif-

fusion in basic pollution-intensive industries. To the ex-

tent that other regulatory policies (some of which are enu-

merated above) share this bias, productivity g�owth will be 
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further reduced. 

Note that the above argument concerning the relationship 

between regulation and productivit y is quite different from 

t hat generally addressed by students of productivity growth 

such as Denison, Kendrick, or Norsworthy. Productivity growth 

is reduced in their empirical analyses by a d iversion of pro­

ductive resources away from the production of private goods 

and services towards mandated health, safety, or environmental 

facilitie�. These resources are used to produce less noise, 

more safety, or less pollution . New facilities are foregone 

o nly because resources are diverted to these compliance re­

quirements. I am arguing that investments are foregone not 

simply because resources are invested in complying with regu­

lations but because the regulations themselves d iscourage 

what w ould otherwise be productive investments. Savings are 

thereby d iverted to less productive investments in other sec­

tors of the econ omy and productivity growth declines. 



II. Regulation and Productivity Growth­
The Crude Evidence 

10. 

A useful point of departure for a survey of the effects 

of regulation on productivity growth is a sectoral break-

down of productivity trends since World War II. If regula-

tion were responsible for much of the recent decline in pro-

ductivity, one would expect to observe sharper declines in 

mining, utilities, and manufacturing than in, say, trade or 

services. In fact, Table 1 drawn from Norsworthy, et.al., 

displays some rather puzzling trends. 

The rate of growth of lal::or produ::tivity in the private business 

sector has clearly been declining since World War II; more-

over, the rate of decline na� been accelerating. Productivity 

growth in manufacturing is declining at a more moderate rate 

than the average for the e:::onomy v.:hile productivity in mining 

and construction has been actually falling at a precipitous 

rate. It is interesting, however, that two traditionally 

regulated sectors -- communications and finance -- have evi-

denced rising trends while the labor-intensive sectors, such 
' 

. 

as trade, services, and construction, have suffered declines 

in productivity growth. Since none of the latter three sectors 

has been heavily impacted by environmental, health, and safety 

regulations, it is clear that the new forms of regulation can 

hardly be the sole culprits in our postwar producti¥ity slide. 



Table 1. Trends in Labor Productivity 
by Major Sector (1948-1978) 

11. 

Average Annual Rate of Growth of Out?ut 
per Manhour 

1948-65 1965-73 

Private Business 3.2 2 • 3 

Sectors with rising productivity trends: 

Comrnunicatio::1 

Finance, Insurance, 
and Real �state 

5.5 

1.0 

4. 8 

-0.3 

Sectors with modestly declining productivity trends: 

Agriculture 5.5 5.3 

Hanufacturing 3.1 2.4 

Sectors with shaq�ly declinins Eroductivity trends: 

I-1ining 4.2 2. 0 

Trade 2 . 7 3. 0 

Utilities 6 . 2 4.0 

Construction 2.9 -2.2 

Services 1.5 1.9 

Transport ation 3.3 2.9 

Source: Norsworthy, et.al. 

1973-78 

1.1 

7.1 

1.4 

2.9 

1.7 

-4. 0 

0. 4 

0.1 

-1.8 

0.5 

o. 9 
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The only clear indictment of regulation as the source 

of productivity declines which emerges from Table 1 is in 

the mining sector. The decline in labor productivity in 

�ining occurred precisely in the year in which much more 

stringent mine-safety legislation was enacted, 1969 } For 

�hstance, in the previous ten years, productivity in coal 

mining was growing at 5.8 percent per year. Thereafter, it 

declined at a rate of 3.2 percent per year.� While other forces 

may have been at work, it is difficult to avoid the conclusion 

that a heightened concern for worker safety had much to do 

with this stunning reversal. 

The sharp decline in utilities suggests, however, that 

two other major influences may be at work -- the sharp rise 

in energy prices in 1973-74 and the deep recession of 1974-75. 

In fact, the timing of an absolute decline in utilities• 

labor productivity in 1974 and 1975 provides further evi­

dence of the importance of these forces. 

Why has manufacturing held up so well? If we look in 

detail at manufacturing, we see that there are major differ­

en ces in productivity growth trends across industries. More­

over, as Table 2 ihows, the industries which evidence the 

sh arpest deceleration in productivity growth are those which 

account for most of the pollution-control and worker-safety 

outlays. 



Industry SIC 
Code 

Grain Milling 204 
Pulp Mills 261 --
Paper Mills 262 

j Paperboard Mills 263 
Bldg. Paper Mills 266 
Inorganic Chern. 281 

3 Plastics Hat. 282 
Indus.· Org. Chem. 286 
Mise. Chemicals 289 
Petroleum Refining 291 
Hydraulic Cement 324 
Steel 331 
Copper, Lead, Zinc 3331,2. :_} 
Aluminum 3334 

Total, Above Industries 

Total, All Manufacturing 

Total, All Mfg. Less 
above industries 

Mining 

Electric and Gas 
Utilities 

Total, Above Industries .. 

All Industries 

* 1 63 9 1970 
** - 1963-1973 

Table 2. Pollution & Worker-Safety Capital Outlays and 
Productivity Growth-Selected Industries 

(1959-77) 

Pollution Control Employee Health Valu e- Average Increase in Output 
Capital Expendit ures atld Safety Added Employee Hours 
1973-77 (million$) Capital Expendi- 1976 (% per year) 

tures 1973-77 (million$) 
BEA Census (million$) 1959-70 1970-77 1959-73 

.• ' .  

6083 3.9
* ** -- 158 -- 3.9 3.3 

393 

) 
975 -) 

2328 1124 276 4878 

B
4:2 3.3 4.5 

640 3128 
17 240 

689 6165 3.4 2.5 4.0 

3058 
531 ? 854 

6648 3.7 8.1 5.5 
1434 11348 5.6 3.2 6.4 

169 ) 3119 0.7 3.9 1.5 

5069 2041 1053 11410 5.0 3.7 5.6 -- 318 -- 1461 3.8 2.5 4.1 
1791 1987

*** 358 17274 1.3 1.9 2.5 

2369 
652 

436 
1051 1.5 3.5 2.5 

317 1466 2.6 0.6 2.5 

14615 10470 2977 75.245 3.5 3.4 4.2 
(47.0%) (65%) (21. 9%) (14. 7%) 

20106 16108 7000 lsJ-114 71 2.6 2.8 2.9 
(64.6%) (100%) (51. 4%) (100%) 

5491 5638 lt023 36,216 2.4 2.7 2.7 
(17. 7%) (35%) (29. 5%) (85.3%) 

. -
414 -- 563 3.9 -3.4 2.9 

( 1.3%) (4 .1%) 
8987 - 887 :>.9 2.) .),j 

(28.9%) (6.5%) 

24016 -- 4427 -- -- --
(77 .2%) (32.5%) 
.31105 -- 13617 2.3 1.7 2.4 
(100%) (100%) 

13. 

per 

1973-77 

5.3 

1.5 

-0.2 
4.9 

-1.4 
3.6 
0.7 
0.4 

-1.4 
1.4 

-0.4 

0.8 

1.8 

2.0 

-5.9 

l.,J 

--
u.� 

*** -Excludes spending by SIC 3331 and 3333 in 1977. 
Source: See fns. 8-11. Productivity Data 

for SIC 28 are unpublished BLS Data. 
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Expenditures for either pollution control or worker 

safety includ e capital outlays and current operating expense. 

Unfortunately, there are no cross-sectional data on the 

operating costs of mandated occupational safety and health 

measures. McGraw Hill publishes roughly 2-digit industry 
9 

breakdo��s of capital outlays on worker health and safety. 

Similarly, BEA has published estimates of capital spending 

for pollution control by major industry categories since 

1973,
10 

anri the Censu? publishes detailed manufacturing-industry 

data on both capital outlays and operating expenditures for 

11 . 1 
11 

. d h . . po u t�on con tro . To prov� e roug comparab�l � ty, I have repro-

du�ed in Table 2 only the capital outlays for 1973-77 for pollut ion 

control and worker safety in the most affected industries. 

A very small number of manufacturing industries, compris-

ing about one-seventh of total manufacturing value- added, 

account for nearly two-thirds of pollution capital spending 

in manufacturing and nearly half of all such expenditures by 

private industry. These same manufacturing industries mainly 

paper, c hemical�, refining, and primary metals -- also account 

for almost one-half of manufacturing capital outlays for worker 

safety. Have these outlays affected productivity growth, as 

measured by the rate of increase in privately-traded output per 

employee hour? 

As Table 2 demonstrates, the rate of productivity growth 

in the regulation-impacted manufacturing industries has slowed 
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considerably since 1970 and drastically since 1973. While 

the average manufacturing industry showed a slight increase in 

produ ctivity between the 1�5�-70 and 1970-77 periods, the aver-

age rate of growth slowed somewhat for the r egulation-im-

pacted industries. But the difference betwe en 1959-73 and 

1973-77 is more dramatic. Averag e  manufacturing pro­

ductivity growth declined by almost 40 percent betwe en 

these two periods -- from 2.9 percent per year to 1.8 per-

cent. Protiuctivity ·growth in the heavily regulated indus-

tries fell from a level of nearly 50 percent above the manu­

facturing average 1n 1959-73 ·to less than 1 percent per year in 

1973-77. Some high productivity growth industries became nega-

tive growth industries in the years after 1973. The implication 

i s  clear -- regulation a p pears to be a ssociated with sharp declines in pro­

ductivity gro�th certain manufacturing industries, electric utilities, and mining. 

But is it the causal agent? And, if so how does this causa-

tion operate? We turn to these issu es after pausing to examine 

the quality of the availabl e  data. 
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III. Th e Problem 6f Measurement 

At present, our sole measure of the stringency of regula-

tion is the estimate of compliance costs available through 

Census, BEA, or McGraw Hill. Companies report compli ance costs 

for pollution control or worker s af ety, but it is f ar from 

clear that these estimates are very accura te or unbiased. Given 

the form of regul ation, a st andards-setting process in which 

Adrninis tra tors are encouraged or instructed to be "reasonable", 

there is iikely to be an upward bias to reported compliance 

costs. 

Equ ally important is the diff iculty in sep arating com-

pliance costs from other costs of doing business. If pollu-

tion control simply me ans installing a device to c apture a 

residual from the production process which is then buried 

saf ely or disposed of by some other f irm, the measurement of 

the costs of compliance might be straightforward. But f ew 

pollution or worker-saf ety problems lend themselves to so 

neat a solution . Dif ferent materials might be used so as to 

reduce the extern alities problem. If utilities switch to 

low-sulfur coal, how are compliance costs to be me asured? 

The utilities will observe a bidding up of low-sulfur coal 

prices and a decline in higher-sulfur coal prices. How can 

they know what prices would have been in the absence of regu-

., 

lation? 
.. 
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Another problem derives from the fact that the residuals 

captured are often fairly valuable. Hydrocarbons or sulfur 

captured through the t reatment of exhaust gases obviously 

have value, but it is not clear that the sales of these pro-

ducts or the internal use of them is netted out of compliance 

costs . 

. �y new investment in a cleaner production faci-

lity will produce some efficiency gains. Building a new steel 

mill which, captures more of the energy byproducts and exhaust 

gases will reduce pollution. But the added investment in 

pipes and related equip�ent will also reduce the energy re-

quired to make a ton of steel. How much of the exhaust gas 

s ystem should be credited to pollution control and how much to 

improved efficiency? 

Finally, there are major problems of double counting 

across regula tory programs. Anything which reduces the dis-

charge of hazardous substances into the environment is also 

likely to reduce the risk to workers. Are these expenditures 

reported both to BEA as "pollution" capital expenditures and 

to McGraw-Hill as worker-safety investments? 'For example, 

the refurbishing or reconstruction of a coke oven battery will 

clearly reduce the discharge of hazardous particulate emissions. 

But the investment in lower emissions also reduces. the risk to 

workers and is likely to help satisfy OSHA's standard. How 

can we be sure that the share of the investment in "productive" 



equipment is separated from "pollution-control" investment 

and "worker-safety" investment? 
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To test for the possibility of bias in reported esti­

mates of capital spending for regulation is simply not possi­

ble. How do we know what is actually spent in pursuit of 

regulatory compliance? If we had a more rational regulatory 

scheme, we would at least have benchmarks against which to 

assess reported control costs. For instance, if pollution 

were rationed by price or if discharge rights were tradeable, 

we would have some basis for estimating the incremental costs 

of control. Or if EPA or OSP� employed civil penalties scaled 

to the degree to which a firm was generating harmful exter­

nalities, we would have a similar measure. Unfortunately, 

given the enormous array of administratively-determined stan­

dards and the apparent difficulty in enforcing them, one can­

not deduce anything from existing regulatory procedure about 

costs. Nor do EPA and OSHA have an accurate inventory of dan­

gerous externalities generated before controls were employed; 

hen�e, even if we knew the incremental cost of control, we 

cannot know how much total control each source has employed. 

It is therefore impossible to make some assumptions about the 

shape of the incremental cost of control function and to 

integrate it to obtain a measure of total costs. 

In another paper, I have made a mild attempt a� esti­

mating potential bias in reported pollution-capital spending 



19. 

data.12 The Business Roundtable13 �ployed Arthur Anderson to 

carry out a very detailed analysis of regulatory costs for 

48 major firms. These data may still be subject to an up-

ward bias, but at least the framework for collecting and 

tabulating them was developed in advance with the assis�ance 

of outside experts. Moreover, the approach should be con­

sistent across all firms -- a consistency which may be lack­

ing in other series. Extrapolating from these 48 firms to 

all industry is obviously hazardous given that the Roundtable 

firms comprised only 2 to 59 percent of investment outlays 

and 9 to 30 percent of sales in their two-digit industries. 

Nevertheless, an extrapolation based upon sales results in a 

1 4  percent lower total estimate of pollution-control invest­

ment for the industries covered in 1977. Using the share of 

total investment accounted for by the reporting firms generates 

an even lower estimate of pollution capital spending, almost 

20 percent below the BEA estimate for 1977. (See Table 3). 

In short, there is reason to believe that we do not have 

very good estimates of the size of these outlays and that the 

reported investment may be biased upw ard. Were this the only 

problem in measuring the effects of rEgulation some thorough 

cost accounting reviews by government statistical authorities 

might improve the accuracy of the numbers. Unfortunately, 

there are other problems. 
.. 



Industry 

( 1) 

26 

28 

29+13 

33 

35 

3b 

37* 

38** 
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Table 3. Comparison of Business Roundtable and BEA Estimates 

of Increme:Jtul Capital Outlays for Pollution Control. 

Industry Shares of 
Reporting Firms: 

Sales !:Jvestment 

( 2) ( 3 ) 

• 09 .16 

. 21 • 4 2 

. 14 . 18 

. 0 �  .13 

.13 . 32 

.24 .21 

.30 • 59 

. 14 . 24 

. 0 :> . 02 

(milli ons of $) 

Estimated Environ ­

mental Cai-)ital Out­
lays for Re�orting 
Firms 

( 4) 

81 

565 

182 

222 

40 

40 

726 

20 

81 

---- ------ --- ---··-----

Estimated Indus­
try Totals Using 
f or Divisor 
Sales Inv estment 

BEl\ 
Estimates 

(5)= 
(4) (2) 

4 74 

1418 

685 

1300 

16 2 

88 

167 

75 

853 

(6)= (7) 

(4) (3) 

267 468 

709 701 

533 1167 

9 00 92 7 

66 104 

100 111 

85 163 

44 

2134 2300 

TOTAL (Exc1u<1ing SIC 38) 5].47 4794 5941 

. - --------------- ------

* Ex c l ud es motor vehicle program costs. 

** BEA data cover wider industry definition. 

.. 

Source: BEl\ and The Busine ss Houndtable, Cost of Governmen't:a1 Regulation 

Study, 197Y. 
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IV. Reduction of Productivity Growth Through the Diversion of 
Capital 

It is clear that the manufacturing industries most heavily 

impacted by regulation have suffered the steepest declines in 

productivity growth. Simi�ar conclusions hold for t he mining 

and utilities sectors. But how could regulation cause this 

effect? The most straightforward explanation -- that adopted 

by Denison and Norsworthy, et.al. -- is that resources devoted 

to regulatory compliance are resources which cannot be utilized 

to produce privately-traded goods and services. Denison mea-

sures the total factor costs of such compliance while Nors-

worthy, et.al., simply remove pollution-control capital out-

lays from the capital stock to estimate the potential effect 

upon productivity. The latter approach is generally found in 

popular discussions: capital devoted to regulatory c ompliance 

can onl�' come at the expense of "productive" investment (assum-

ing the saving rate is held constant). Therefore, capital 

deepening is slowed and the embodiment of new technology in 

plant and equipment is retarded with obviously deleterious 

effects upon productivity. 

The standard explanation of the effects of diverting 

capital from productive investments to regulatory compliance 

is obviously correct as far as it goes. The only possible 

counter-explanation strains credulity for it suggests that 
'\. 

businessmen are goaded into more efficient production techniques 



by all-knowing regulators. According to this argument, the 

pollution control in a pulp mill may be a free lunch since 

the EPA mandated standards reveal to engineers in the paper 

industry a new method of making pulp of w hich they had bee� 
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ignorant. This new technology so strongly dominates the old 

that it allow s the management to retrofit old facilities, 

install pollution control devices, and produce paper at unit 

costs which are as low as or lower than preregulatory costs. 

As I h ave suggested earlier, however, the simple mea-

surement of resources diverted to regulatory controls may not 

suffice in estimating the social costs of regulation. But it 

is likely during the formative years of environmental, health, 

and safety policy that actual outlays on compliance are likely tc 

be the most important sources of lost output due to regulation. Can 

this deduction be borne out by the evidence? If regulation 

leads to a diversion of capital resources from productive in­

vestments and if these industries evidence sharply declining 

rates of productivity growth, one might expect capital forma-

tion (net of pollution capital) to have slowed su bstantially 

in the 1970's in these heavily impacted industries. In fact, 

as Table 4 demonstrates, this did not occur in the manu-

facturing industries identified in Table 2 during the 1973-76
14 

period during which producti vity growth declined most rapidly. 

using BLS methodology for calculating the gross capital 

stock, I removed pollution control investments from:� the gross and net 

capital stock data for the heavily-impacted industries in our 
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Table 4. Capital Formation in Pollution-Control 
Impacted Industries (1959-76) 
(Exc1ud�ng Po11ut�on-Contro1 Capita1--1973-76) 

Industry SIC 1959-70 1970-76 1959-73 1973-76 

(Annual Grow th Rate in Gross Capital Stock) 

Grain Milling 2 04 3.3 4.2 3.4 4. 5 
Pulp Mills 261 -1.3 -1.6 -1. 6 -0.4 
P aper Mills 262 6.5 0.4 5.4 -0.3 
Paperboard Mills 263 5. 8 5.6 5.2 7.8 
.. t:Hag. Ppr.&Bd. II 266 2.8 2.8 2.6 3.5 
Inorganic Chern .. 281 3.2 1. 3 2 .6 2 .0 
Plastic Material 282 7.2 4.6 6.6 5.0 
Ind. Organic Ch. 286 6.1 5.0 5.5 6.6 
Misc. Chemicals 289 3.8 4.0 3.6 5.0 
Petr. Refining . 291 1.1 5.0 1.6 6.6 
Hydraulic Cement 324 -0.2 1.2 -0.1 1.8 
S teel 331 3.3 -0.3 2.4 0.2 
Copper 3331 9.2 3.2 9.1 -2.4 
Zinc 3333 -1.2 -0.7 -1.5 1.5 
Aluminum 3334 3.0 -0.8 2.5 -2.4 

Total of Above 4 .0 2.4 3.5 3.2 

All Manufacturing 3.6 3.3 3.5 3. 7 
(Including Pollution 

Cbntrol capital) 

(Annual Growth Rate in Net Capital Stock) 

Grain Milling 204 3.1 4.3 3.3 4.7 
Pulp Mills 261 -3.0 -0.3 -2.7 1.1 
Paper Mills 262 6.4 -1.1 5. 0 -2.0 
Paperboard Mil'ls 263 5.6 5.6 5.0 8.6 
Bldg. Ppr.&Bd. "·�66 2. 7 2.7 -2.6 3.4 
Inorganic Chern. 281 2 .8 1.1 2.2 2.0 
Plastic Material 282 7.2 4.0 6.4 4.5 
Ind. Organic Ch. 286 6.2 4.7 5.5 6.8 
Mise Chemicals 289 3.8 4.0 3 .6 5.1 
Petr. Refining 291 1.9 5.3 2.3 6.9 
Hydraulic Cement 324 -1.9 2 .6 -1.1 3.3 

Steel 3 31 3.5 -1.3 2.3 -0.6 
Copper 3331 9.7 1.2 9.3 -5.9 

Zinc 3333 -1.9 -0.2 -2.0 '• 2.1 
Aluminum 3 334 1.9 -1.4 2.1 - 3 .7 

Totai OI Above 4.0 2.0 �-� 3.0 

All Manufac tur �ng 3.7 3.1 3.5 3.5 

(Including Pollution 
Cbn trol capital) 

Source: BLS 
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sample. Unfortunately, data do not exist for y ears prior to 

1973; h�£ce, the capital-stock growth estimates for y ears 

pr ior to 1973 include pollution-control capital. While it 

would have been nice to eliminate worker-safety outlays as 

well, the data are not disaggregated sufficiently to permit 

such a c alculation. 

The pattern of capital-stock growth exhibited by the 

pollution-control impacted industries is surprising to say the 

least. As Table 3 shows, these industries showed very little 

decline in 1973-76 compared to their 1959-73 rates. Since BLS 

does not report manufacturing capital stock series without 

pollution-control capital, the 3.7 and 3.5 percent growth rates 

for all manufacturing for 1973-76 must be adjusted downward. Given 

the share of investment going to pollution control in 1974-76, 

this downward adjustment is about 0.8 percentage points. 

Hence, in 1973-76, the average manufacturing industry showed 

lower c apital-stock growth than those investing heavily in 

pollution control even after netting out all pollution-control 

capital! 

A few cavea-ts to the above analysis are i_n order before 

moving to other topics. First, the average rate of gr owth 

of the capital stock for all manufacturing shows little de­

celeration in the 1970's and none since 1973. This is in 

sharp contrast to the results of Norsworthy, et.al • .  The rea-

� 

son is that Norsworthy, et.al. 's capital stock data·;are trans-

log weighted e stimates of the capital· stock for 1973-78. I -

have used simpler BLS estimation methoas for a shorter period, 

1973-76. 
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Denison argues that one should use a weighted average of 

the gross and net measures, heavily weighted towards the gross 

stock. This is not the place to attempt to resolve such a 

difference of opinion over methodology but I favor Denison's 

approach because of the difficulties in interpreting depre-

ciation rates. 

Secono, any attempt to draw conclusions concerning 1973-76 

must be viewed as hazardous at best. Given the sharp cornrnodi-

ties boom in 1973, the oil-price rise in 1974, and the deep 

recession in 1975, it would be difficult to make much of three 

years' data on capital growth. How, for example, are we to 

treat the excessive investment by some steel companies in raw-

materials processing occasioned by the 1973-74 boom? Given 

the forced closure of aluminum smelting capacity because of 

energy shortages, what is the meaning of capital stock in 

this industry? Might L�e continued growth in capital stock 

and declining productivity not simply be the reflection of a 

recession following so closely on the heels of a commodity 

boom? 

� 
.. 



V. P. Eevie•:: of the Published Estimates of the Effects 
of Regulatory Expenditures 

26. 

Most of the recent research on the effects of regulation 

�pon produc tivity have centered on environmental policy. 

Denison's study1� 
is an exception, but his recent updating of 

his 1978 studyl 6 involves only pollution-control spending. 

Norsworthy, et.a1.17 have examined only-the effects of pollu-

tion-capital outlays upon productivity by major sector. 

Finally, I: have attempted to measure the impact of pollution 

control spending -- capital and operating costs on pro-

ductivity in two recent papers. 

Denison's study of the effects of regulation upon the 

recent growth in productivity is clearly the most exhaustive 

and painstaking of the empirical analyses. He attempts to 

measure the incremental costs of pollution-control and worker 

safety (a s well as protection against crime) for the private 

business sector. Excluded from his analysis, therefore, are 

environmental outlays by government (such as municipal sew-

age expenditures) and by households (on their automobiles, 

for instance). He provides a clear explanation of how in-

creases in the value of resources devoted to these pursuits 

reduce the rate of increase in productivity. Since these 

expenditures were rising rapidly in the mid-1970's, their 

reduction of potential productivity growth peaked in 1975 
.. 
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at 0.35 percentage points. Between 1975 and 1978, Denison finds 

that the environmental component of these costs was reducing 

productivity growth by only 0.08 percentage points per year, 

d_own sharply from 0.22 points in 1975, because environmental 

control outlays were rising less rapidly after 1975 than before. 

Norsworthy, et.al., measure the impact of environmental 

policy on productivity growth solely through its diversion 

of capital inputs. In the 1973-78 period, pollution control 

reduced th� growth of capital imputs in productive acti vity 

from 2.31 to 2.05 percent for the entire private business 

sector and from 2.16 to 1.47 percent per annum in the manu-

facturing sector. The net effect of this reduction in capital 

input w as to lower labor productivity growth by 0.1 percent 

per y ear in the private business sector and 0.2 p ercent per 

year in manufacturing. 

The Denison and Norsworthy, et.al., approaches to mea-

suring the effects of regulation upon productivity growth 

have been criticized by Smith and Koppl � and by Christiansen, 

19 Gollop, and Haveman. They con tend that such approaches fail to 

take into account the effects of regulation upbn optimal fac-

tor proportions. Moreover, Christiansen, et. al., argue 

that Denison's approach provides an upward bound to the effect 

on productivity because (in addition to factor-cho�ce changes) regu-

lation may draw from underemployed resources or it may result 
\ 

.. 

in a higher marginal productivi�y of resources which remain 

in the private sector for nonreg.ulatory goals. While these effects 
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would se�� t o  be small if not negligible, the criticism of 

ignoring c hanges in factor proportions appears well taken. 

Note, however, that changes in factor proportions may actually 

lead to an underestimate of compliance costs. Bidding up the 

price of low-sulfu r coal or substituting electric furnaces 

for blast furnaces and oxygen furnaces in steel produc tion 

may generate improve..11ents in regula tory compliance without 

measured outlais on pollution-control. 

There, is a more important reason why Denison and Nors-

worthy, et. al., may underestimate the effects of regulatory 

policy upon produc tivity growth. Recall the argument in Sec-

tion I, above. Regulatory policy is strongly biased against 

new sources of the undesirable externality for a large number 

of reasons. This bias translates into regulatory discourage-

ment of investment in new facilities and particularly in grow-

ing areas of the country. The loss in output from foregone 

opportunities may well become more important than the oppor-

tunity c ost of resources required to meet regulatory stan-

dards. In the extreme case, one could imagine, for example, 

that EPA would simply refuse to license any new utility plants 

or manufac turing facilities but fail to enforce standards on 

existing facilities. Air and water quality might improve even 

though "compliance costs" were zero! But opportunities to in-

stall highly efficient new alWTlinWTl pot lines or fl1;1idized bed 
; 

combustion facilities would be foregone. Prod�ctivity growth 
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would be stunted by this repressive policy, industry could be 

insulated from new thrusts of entry, and the Administrator of 

EPA would boast that the "cost" of regulation had been reduced 

to zero. Thus, Christiansen, et. al., are incorrect when 

they argue that Denison's estiDate of the effects of regula­

tory policies is likely to l:;e the uwer-limit estirrate 

of the a ctual effects of regul-tion on productivity growth. 

In Denison's recent book, Accounting for Slower Economic 

Growth,
20 

:he argues that much of the decline in productivity 

growth is due to a reduction in the contribution of advances 

in knowledge. This effect is reflected in a decline in the 

size of the "residual" -- which remains after accounting for 

changes in input quantity and quality -- from 1.4 percent per 

y ear in 194 8-73 to -0.8 in 1973-76. According to Denison, 

very little of this decline in the residual could have occurred 

because of the slowdov."n in capital formation after 1973. vlhile 

some of the improvement in knowledge cannot be utilized until 

it becomes embedded in new capital facilities, Denison argues 

that the new investments embodying the greatest improvements 

will be those most li kely to be funded when capital market con­

ditions are unfavorable. As capital formation slows, the pro­

jects embodying t he smallest advances in knowledge will be 

those postponed or cancelled. 

Denison's argument is sound for those situatiQns in which 

investment projects are rationed by a market. But when 
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regulators intervene to prevent new facilities from being built, 

there is no guarantee that they w ill act so benignly. D is-

couraging new petrochemical facilities in the Southwest or 

forbidding ne� power plants in the West may result in substan-

tial reductions in the embodiment of new knowledge in the capital 

stock. Certainly, EPA's new source performance standards which 

d iscourage st�elmakers from adopting the newest technology in 

existing plants must have such an effect. 

There; are no other conclusive studies of the effects of 

regulation, per se, U?Cn productivity growth. There is, how-

e ver, a l ively d ebate concerning the impact of a reduced rate 

of capital formation u pon productivity growth and, in turn, 

the causes of the reduction in capital formation itself. 

21 
Cl ark argues that reduced capital formation caused nearly all 

of the deceleration in productivity in 1965-73, but appears to 

agree with Denison that other factors must have been responii-

ble in 1973-76. Similarly, Norsworthy, et. al., fin1 that re­

duced capital formation may have been a major culprit in 1965-

73, but not in 1973-78. On the other hand, Hudson and Jorgen-

22 
son argue that increased energy prices reduced capital forma-

tion in the 1972-76 period, inducing a substitution of labor 

for capital cum energy. Labor productivity was reduced by 2.6 

percent between 1972 and 1976 from this energy�induced effect 

upon the capital-labor ratio, per their analysis. Denison, of 

course, argues that reduction in the growth of capital inputs 
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accounted for a very small percentage of the reduction in pro­

ductivity gro�th. 

It is neither possible nor n ecessary to resolve differen ces 

of opin i on concern ing the effect capital-stock growth upon the 

recent productivity slide in this paper. It is sufficient to 

poi nt out that the s ize of the effect is uncerta i n ,  that the 

connection between regulation an d reduced capital formation is 

far from con clusively demon strated, but that capital devoted 

to controlli ng various externalities must reduce potential out­

put of traded goods and services. Recent speculati on con cern­

ing the effect of regulation on uncertai nty, lead times for new 

projects, or the length of ti me to complete the projects may 

well turn out to be correct. 
23

At present, however, regulati on 

remains in di cted in the literature, not convi cted. 
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VI. Some Limited Cross-Sectional Evidence 

If outlays on pollution control or worker safety are responsible 

for slowing productivity growth, we should be able to detect such effects 

in a cross-sectional analysis of industries which face different compliance 

requirements. Ideally, we would like to have a large sample of industries 

from which to draw observations and a considerable period of time over which 

to observe the effects of regulation. Unfortunately, we have neither. 

The intersection of the set of manufacturing industries for which published 

productivity data are available and the set of industries for which capital-

stock data exist is only 18. Another 11 industries are available if one 

wishes to use unpublished productivity series, but the output data on which 

these latter series are based are unreliable. Moreover, capital-stock data 

are available from BLS only through 1976 although with some effort these 

data could be extended forward to 1977 or 1978. Unfortunately, that effort 

was beyond the scope of this paper. 
24 I n  previous work, I have attempted crudely to measure the effect of 

pollution control costs on productivity growth by estimating the effects 

of changes in capital-labor ratios, energy intensity, and industry output 

upon the deviation of productivity from its long-tetm industry trend. The 

results of this analysis were, at best, inconclusive. 

In this section, I attempt to estimate a more conventional form of 

a productivity growth equation, employing data from the 18- and 29-industry 

samples alluded to above.25In (1), "the growth in labor productivity, measured 

as the percentage change in output per manhour between 197j and 1976, is 

related to weighted changes in the growth of capital, labor, and regulation 

inputs. Specifically, the equation takes the form: 
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where the lo�er-case letters with dot superscripts represent percentage 

changes during the 1973-76 period, q is output, 1 is labor input, k is 

capital input, and r is regulatory cost 

To estimate (1), I use BLS estimates of the industry's gross capital 

stock (K ) or net capital stock (K ) , excluding pollution-control capital. g n 

For the labor input, I use total manhours as reported in the Annual Suryey of 

Manufactures. For the regulatory input, I use the operating cos ts of 

pollution control facilities (POL) , as reported by the Census Bureau. 

Finally, capital's share of value added is obtainted from the 1976 Annual 

Survey of Manufactures. An additional variable for worker-safety capital 

outlays was included, but the results were in conclusive due the absence 

of sufficiently disaggregated data in the McGraw-Hill survey. 

The results of estimating (1) are reported in Table 5. As expectP-d, 

the precision of the estimates is greater for the 18-industry sample 

than for the 29-industries. The coefficients of the weighted labor input 

and capital stock variables are of the expected (opposite) signs, and they 

are statistically significant in the 18-industry regression when gross capital 

stock is employed. Moreover, the percentage change in pol�ution-control 

costs reduces productivity growth as expected. Given an average value of wk 

of approximately 0.5 in the 18-industry sample, the results suggest that 

a doubling of pollution-control costs reduce productivity growth by 7 percent-

age points. 

•; - .• � · ,,· • •;: •,V• •:� • • •• • ",-.·.-.�-� .. --•-- . ··--•.•-· • ·-·- • ·• · • • • • • • , 



Sample Size 

18 

29 

18 

29 

34 

Table 5 

Regression Estimates for Percentage Change in ProductivitY, 
1973-76, Selected ��nufacturing Industries 

(t-statistics in parenthese?) 

Wghtd.Percentage Change, 1973-76, in: 
Constant Gross Cap. Net Cap. Ernp.Hrs. Pol. Costs 

0.800 

3.065 

1.574 

2.906 

K K L POL 
n 

0.6286 -0.9199 -0.1399 
(2 .51) (2. 02) (2.01) 

0.3008 -0.6785 -0.0838 
(1. 5 0) (1.74) (1.61) 

0.4615 -o. 8755 -o. 1219 
(1.90) (1. 77) (1. 64) 

0.2779 -o. 7724 -0.080 7 
( 1. 33) (1. 75) (1. 54) 

' 
.. 

0.351 

0.180 

0.251 

0.166 
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Neither the �orker-safety capital outlay gro�th variable nor an 

energy-utilization gro�th variable added to the explanatory po�er of 

equation (1). ��en a variable representing the deviation of industry output 

in 1976 from its long-term (1960-73) trend �as introduced, ho�ever, it reduced 

the precision of th estimates of the other variables, particularly the 

pollution-cost variable. This occurs because of an inverse correlation 

bet�een industry growth in the sample and pollution-cost growth. In short, 

it appears that rising pollution-control costs increase unit costs and output 

prices, thereby reducing demand for the industryts product. Of course, to 

"explain" flagging productivity growth by a variable which captures slower 

output gro�th is a bit circular; hence, the result is not reported. 

VII. Concluding Comments. 

It is clear that �e have not yet begun to explore the effects of the 

new "social" regulation upon economic performance. The casual evidence that 

worker-safety and pollution-control programs reduce pioductivity growth is 

abundant, but it is more difficult to demonstrate this effect �ith precision 

once one delves into disaggregated data. In part, this may be due to poor 

data and too sh9rt an historical period over which to search for the effect. 

In addition, if regulation operates by discouraging new projects or products, 

there is no very good indicator of the severity of regulation across industries. 

It is very difficult to measure opportunities foregone. 

There are continuing criticisms from the proponents of stricter regulation 

that analyses of the cost of regulation or of it effect upon productivity 

ignore the benefits of regulation. If all output were counted, they contend, 

productivity might actually be shown to be increasing. Unfortunately, the 

evidence on the "benefits" of environmental and worker-safety regulation 
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is even more s carce than data on the cost$ or privately-traded output 

effects. There is no conclusive evidence, other than the mine-safety 

example alluded to above, that the standard environmental programs and 

OSHA policies have cleaned up the air or water or improved worker safety. 

The full effects upon output of our recently-conceived regulatory policies 

are therefore unknown. The danger exists, however, that by the time we 

understand these effects we will have so discouraged investment in new 

facilities in basic industries that revival of these sectors will be difficult. 

Ow�ers of tired old (overvalued ) assets will be as potent a force against 

r egulatory change as taxi medall ion owners in New York or small ref ineries 

have pr oven to be in other regulatory arenas. 

., .. 
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Footnote!= 

1. See Kors-wortby, et.Rl. (1979) 

2. See Denison (1979) for a detailed analyEiE of this decline. 

3. For tbe noncognoscenti: 

EPA = Env ironrr e nta l Protection Agency 
FA A  = Fed eral Aviation !d�inistration 
NBC = Nuclear Regulatory Co��ission 
MSHA = �iine Safety and Health !drr. in i stration 
OSHA = Occupational Safety and Health Administration 
FLA = Food and Drug !d�inistrat ion 
BU; = Bureau of Land Management (Departrr.ent of the Interio .r) 
CSDA = Depa rtmen� of Agriculture 
CPSC = Consumer Prod uc t Safety Co1r.rr. 1 ssi on 
NHTSA = Na ti onal Highway Traffic Sefety Ad�inistration 

4. Fede r al Insecticide, Fugicide, and Hodenti cide Act of 1972, 
R esource Conser�ation and Recovery Act of 1976, and Toxic Substance� 
Control Act of 1976. 

5. The tilass ic state�ent is in Weitzman and in Spence and Weitzman. 

6. S ee Cr an dall{l979) for so�e evidence . 

{. Federal Coal !:1ne Health and Safety Act of 1969. 

8. U.S. Depa rtm ent of Labor, ·Bureau of Labor S t a tistic s , Productivi1 
lnne::re� for S e l ected In d of t r iesJ 1979 Ed i t ion , Bulletin 2054. 

9. A.nnunl �;cGraw Hill Survey -- Inve�tr.:ent in Ernnl ove e  S;1fety and 
llenlth. 

10. U.S. Depart�ent of Co�rr.erce, Bureau of Economic Analysis, 
Capital Exnencitures for Po l l !Jt i on AbCiterr:ent. (Pu blished annually 
in the �urvey of C urrent Business.) 

11. U.S. Dep artment of Commerc�, Bureau �f the Census, Pollution 
Abateu:ent Cost and Expenditures, annual is sue s. 

12. See Crandall 0979) 

13. B us i ne ss lioundtable, Co�t of G overnrren t Reg>Ilation Study, 1979. 

1�. Capi t al-stock da t a by industry are available only through 1976. 

15. Denison (1978) 

16 • De n 1 so o (1 97 9a ) 

17. Norsworthy, et.al., (1979) 

18. Smith and Kopp (1950) 
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19. Christians� Gollop, and Bave�an (1980) 

20. Denison (1979) 

21. Clark ( 1979) 

22. Budsoo and J or ge n son (1978) 

23. See ��alkiel 0979) and Quarles 0979) 

24. See Cranda l l 0979) 

25. The industries in the IS-industry sample are: (�IC) 203,205, 

2421, 2434 and 2436, 251,2611 &2621 &2631 &2661,2851,291,3011, 

314,322,3241,325,331,332,3334,341,371. The 29-iodustry sa�ple 

incl udes the above plus 204,264,265,281,2S21,286,287,3331,249,289, 

and 329. These industries ioclode most or those in Table 2, which 

in turn are the most pollution-control impacted industries. 
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THE WHITE HOUSE 

WASHINGTON 

March 13, 1980 

MEMORANDUM FOR THE ANTI-INFLATION PROGRAM GROUP 

FROM: LLOYD N. CUTLER rfY;c 
SUBJECT: LIMITING THE COSTS OF FUTURE REGULATION 

CWPS and the Regulatory Analysis Review Group (RARG) 
are doing a quiet and generally effective job of 
pointing out the costs of various health and safety 
regulations to the initiating executive branch agencies. 
As a result of their work, the estimated compliance 
costs are being held significantly below what they 
otherwise would have been., G-uA t'C·._:_\ GV\.2 t::>\-J:.....C ct.l•crvt. L..�(.� c... .. v?'� ·�'- r<:.;.,Q_G re�, 

·K� � .......... . � :. L 

This work is not very visible. Meanwhile the cumulative 
� - ------- . """'" 

impact of compliance costs on inflation and productivity, 
and the resulting diversion from more productive forms 
of investment, becomes more apparent everyday. 

In the regulation portion of the anti-inflation package, 
we might want to consider announcing a requirement that 
all new executive branch regulations imposing additional 
compliance costs exceeding 100 million dollars, or some 
other figure, are subject to the President's approval 
before they are issued. 

While many such regulations would have to be approved 
because of statutory requirements and time deadlines, 
this step would show that the President is just a s  
concerned about a 100 million dollar increase in 
industry regulatory compliance cost as he is in a 
100 million dollar increase in the federal budget, 
and that all- such increases will require his personal 
approval. 

· 

An announcement along these lines would go a long way 
to persuade the business and financial communities that 
we are serious about curbing this cause as well as the 
other causes of rising inflation. 
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More than a year ago the President asserted his 
authority over how executive branch agencies exercise 
their statutory discretion in issuing regulations. 
In my opinion, his legal power to take the above step 
could not be successfully challenged. 
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THE WHITE HOUSE 

WASHINGTON 

June 30, 1980 

PillMORANDUM FOR THE EPG 

FROM: LLOYD CUTLER 

SUBJECT: REDUCING THE COST OF REGULATION. 

In the President's March 14 budget speech, he referred to 
the need to hold down the cost of regulation in order to 
improve industrial productivity. 

Since that time, we have not announced any specific measures 
to achieve this goal. We have not drawn attention to any 
specific proposed regulations that have been substantially 
modified on final issuance so as to reduce the cost of com­
pliance. 

At the same time, we are not propo�;ing any irnrilediate .ac.tion to 
improve industrial productivity by tax incentives for invest­
ment, for the valid reason that such a program requires careful 
targeting that cannot be soundly done in an election year. 

As a result, we appear to be doing nothing now about industrial 
productivity. There are some things we could do now by way 
of reducing the cost of regulation: 

1. We could bring about and announce some specific 
revisions or deferments in outstanding regulations 
that impose very heavy near-term costs -- such as 
the NOX requirements, the diesel particulate 
requirement, the airbag regulation, the OZONE 
regulation and the deadlines for state environ­
mental plans. All of these regulations are issued 
by Executive Branch agencies subject to full policy 
control by the President. 

2. We could announce a one- or two-year moratorium 
on any new Executive Branch regulation estimated 
to impose compliance costs of more than some target 
number -- e.g., $100 million -- on specified 
industries unless the order is expressly approved 
by the President. 

For three and a half_ years we have been talking about reducing 
the cost of regulation and improving the productivity of industry. 
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RARG has undoubtedly succeeded in keeping costs below where 
they might have been, but we would all agree that they are 

still far too high, especially at this low point in the 
business and investment cycle. I am afraid we are giving 
the impression that so far as government action to improve 
productivity is concerned, it is a Lewis Carroll case of 
11jarn tomorrow and jam yesterday, but never jam today ... 

Distribution: 

William Miller 
Charles Schultze 
James Mcintyre 
Alfred Kahn 

Ex Officio: 

Vice President Mondale 
Stu Eizenstat 
Henry Owen 
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THE WHITE HOUSE 

WASHINGTON 

\E9®ctrout�tU� Cc'y M�de 

�Oif Pf?$§!1;liV1l'1t�«'jQ'l �Uti'f!!O��i'l> 

SIG NING OF WOMEN'S EQUALITY DAY PROCLAMATION 
Tuesday, August 26 

1:30 p.m. (20 minutes) 
Rose Garden 

From: Sarah Weddingtonj . UJ, 

1: > o ft11 

I. PURPOSE 

To declare August 26th Women's Equality Day and to reaffirm the 
commitment of the Administration to securing equal rights for women. 

II. BACKGROUND , PARTICIPANTS AND PRESS PLAN 

A. Background 

Women's Equality Day is August 26th, the anniversary of the 
adoption of the 19th Amendment to the Constitution guaranteeing 
women the right to vote. 

These six vintage banners, circa 1913-18 were lent to the White 
House courtesy of Ms. Elizabeth Chittick of the National Woman's 
Party and the Division of Political History at the Smithsonian 
Institution. These banners are colorful reminders of the many 
parades and pickets of yesteryear in Washington, DC, some in 
front of the White House. They were often confiscated by the 
police or torn to shreds by jeering bystanders. 

Following your signing of the proclamation and your remarks, 
there will be a reception and then a briefing on women's issues 
for the guests. (An agenda for the briefing is attached.) 

B. Participants 

You will be addressing a group that includes presid�nts of 
national women's organizations (including those with whom you've 
met on a regular basis during the past year), women members of 
Congress, women Presidential appointees, members of the President's 
Advisory Committee on Women, members of the DNC Women's Caucus 
and politically active women. 

C. Press Plan 

There will be Open Press Coverage. 

TAL KING POINTS 

:. A. ·Salutations 

You should recognize the following Congresswomen: 

Cardiss Collins 
Geraldine Ferraro 
Patricia Schroeder 

· ./:Refer to prepared text. 



Introduction: 

2:45 - 3:30 p.m. 

3:30 - 3:45 p.m. 

3:45 - 4:00 p.m. 

4:00 - 4:15 p.m. 

4:15 - 4:30 p.m. 

4:30 - 4:45 p.m 

4:45 - 5:00 p.m. 

WOMEN'S EQUALITY DAY BRIEFING 
AUGUST 26, 1980 

AGENDA 

Sarah Weddington, Assistant to the President 

World Conference of the United Nations 
Decade for Women Report 

Domestic Violence Legislation 

Equal Rights Amendment Update 

Women in the Military 

SBA: Women's Business Enterprise Program 

Child Health Assurance Program Legislation 

60th Anniversary of the Women's Bureau, 
US Department of Labor 
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WOMEN'S EQUALITY DAY, 1980 

BY THE PRESIDENT OF THE UNITED STATES OF AMERICA 

A PROCLAMATION 

America struck a blow for justice on August 26, 1920, 

when the 19th Amendment, granting women the right to vote, 

became law. On this 60th anniversary, American women and 

men recall how far we have come on the road toward equal 

opportunity for all Americans and reaffirm our commitment 

to full equality for women. We celebrate today the achieve-

ments of the past, but even more we celebrate our dream 

for a future in which all Americans share equally in the 

rights and responsibilities of this land. 

Social and political change is never easy, as we know 

:--::.--_.;.--=�by·· t:O:e "'"sacrifices of the early Suffragists. Courageous 

and hig�-principled, these women wrote, �arched and argued 

for their cause through long years of delay and disappoint­

ment, but they never accepted defeat. Only a few weeks 

before her death at 86, Susan B. Anthony addressed a corivention 

on the theme, "Failure-is impossible!" They knew the rightness 

of their cause, and found'the will and courage to create 

a climate of change. We can best honor their memory today 

by continuing their crusade. 

In the intervening years women have faithfully carried 

out responsibilities at all levels of government, in every 

area of employment and education, and in the nurturing of 

families and children. -Yet many of the rights ·that should 

accompany those responsibilities are missing. Despite our 

hard-won progress, the rights of women vary from state to 

state. The Equal Rights Amendment to the Con�titution, 

which would set a clear national standard outlawing discrimina-

tion against women, is still an unfulfilled promise. Thanks 
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to the efforts of millions of women and men, 35 states 

have ratified the Equal Rights Amendment. We have until 

June, 1982, to complete the ratification process in three 

more states and make the principle of equality a Constitutional 

guarantee. 

Today, I reaffirm my own commitment to make the Equal 

Rights Amendment part of our Constitution. I urge all 

Americans to rekindle the spirit of early Suffragists, to 

use their energies, their wisdom and their compassion to 

achieve full equality for women. To advance the cause of 

women's rights is to advance the cause of human rights. 

NOW, THEREFORE, I, JIMMY CARTER, President of the 

United States of America, do hereby proclaim August 26, 1980 

as Women's Equality Day. 

IN WITNESS WHEREOF, I have hereunto set my hand this 

day of August, in the year of our 

Lord nineteen hundred and eighty, and of the Independence 

of the United States of America the two hundred and fifth. 
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