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In recent years, it has become clear that the

high costs of federal regulations are not always
justified by public health or environmental ben-
- efits, and the public and private sectors are

devoting substantial resources toward reducing -

. speculative or insignificant risks. In response to
. these concerns; the U.S. Congress has actively -
- considered regulatory reform proposals which

would require federal agencies to analyze the
risks, costs and benefits of new environmental

regulations. At the same time, there has been -
- discussion of a devolutlon of power to-the g
states, because states agencies are more knowl- .
‘edgeable about regional and local environmen-

tal problems and thus better able to establlsh
budget and policy priorities. H

. Indeed, accordmg to an August 1996 survey we
‘conducted, regulatory reform has not’been con-
" fined to the federal level of government. -

Partially stimulated by the regulatory reform :
debate in thé 104th Congress, many governors

“and state legislatures are now expressing inter-
est in the reform of state environmental policies -
.~ based on the principles of risk analysis and risk

managément, We believe these efforts are inter-
esting and important, because they have the
potential to change the development and imple-

" ‘mentation of both state-specific regulatlon and

those federal regulations for which states are

given more authority.

By telephone, we surveyed officials in 35 state ., -

governments to determirie: (1) the extent of
reform activity since 1990; (2) any use of risk .

assessment, cost-benefit analysis, and compira- -
“tive risk assessment specifically;-and (3) the per-

ceived barriers to more widespread adoption of -

risk-based reforms at the state level. In this

issue of RISK IN PERSPECTIVE, we present
three state cases, our general findings, and rec-
ommendations for further state-level reforms.

) k- In 1995, Governor George I;ataki
signed Executive Order 20, formally establish-

ing the Governor’s Office of Regulatory Reform -

(GORR) and the. structure for how regulations -
are reviewed. The Director of the Office, along

_ with four other senior cabinet agdvisors, evaluate -

“both current and proposed rules using several
criteria, including whether the rule (1) will pro-
duce public henefits which outweigh the costs

for affected parties; (2) “is based on credible
risk assessments, using recognized standards, of

the degree and nature of the risks which may be
regulated, including a comiparison with the
everyday risks familiar to the pubhc,” (3)is
based on sound scientific and economic infor- -
mation;.and (4) favors market-oriented solu-

-tions over command-and-control approaches.
Interestmgly, under an existing state statute, '
state agencies were already required to consider
‘costs and benefits in the rulemaking process,
but the provision had been-often ignored. In -
‘order to help agencies comply with the new,

-enforceable cost-benefit requirement, GORR

~ created the “Cost-Benefit Handbook: A Guide

for Ncw York Stite’s Regulatory Agenc;es

; On December 1, 1995, legisla--
tion became effective requiring an economic
analysis for all proposed rules with “an aggre- -
gate financial impact on all persons affected of

at least $5 million in a 12-month periad.”, The
~ economic analysis must describe the affected

persons, estimate their compliance expenditures,
-and explain how the estimates were calculated. -
The analysis may be conducted by the relevant -

~ state agency and approved by the Office of
- State Budget and Management (OSBM), or the

analysis miay be done by the OSBM alone. The
Department of Environment, Health, and

- Natural Remurces (DEHNR) is oneof the agen— :

cies which chose to conduct its own analyses,
believing that no one else understands the conse-
quences of a rule-change as well as those who
administer the rule. Since the DEHNR staff
includes few economists, the agency developed
computer software to coach rulewriters through
‘an ‘economic analysis. - The software, through
tutorials, examples, and series- of structured
queries, translates the knowledge of program -
personnel into an. cconomlc framework o’f
:mpacts and costs..

On June 21, 1994 Govemor George
_jAllen 51gned two executive orders in an
attempt to reduce the burden of regulation on
Virginia citizens and businesses. Executive
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Order 13're‘qluires the Virginia Department of
Planmng and Budgcl: (DPB) to provide an eco-

. nomic impact statement for all proposed and
-existing rules. The role of DPB is unique in

this regard—Ph.D. economists at the DPB
conduct the economic analyses, and prornul—
gating agencies only prepare fiscal analyses
Executive Order 15 directs agencies to review
existing rules and regulations and recommend
to their respective cabinet secretaries which =
should be-amended or repealed. Under both

_executive orders, regulations are.evaluated to
.ensure they are essential to the public’s health,

safety, or welfare and that they are clear and

- readily understandable by regulated entities.
. Along with these executive orders, Governor -
. Allen also encouraged the state legislature to.

pass a law which would make economic

impact analysis-a sta'ru'tory requirement.
Legislation did pass in 1994, Then, in 1995,
the state legislature expanded the economic

impact statement to include an assessment of 2
the impacts on private property and localities.

' New-York, North Carolina, ai_"ld Virginia are
not the only states with regulatory reform ini-

tiatives,” Officials in 25 states reported that
there is currently a regulatory reform effort in
their state. Most defined regulatory reform as

either a. comprehenswe review of existing reg* .
ulations, the establishment of new criteria for -

the promulgation of regulations, or the
streamlining of the permit process. Other

officials discussed comparative risk assessment
projects, performance partnership agreements
- with the U.S. EPA, and the development of -
environmental management systems for indus-

try self-audits. Nineteen of the 25 state regu- -
latory reform efforts are executive branch ini-

‘tiatives, and about half of those were signed
* by governors in executive orders. Only a few -
. of the reform packages were legislative initia-

tives. However; officials in 19 states acknowl-

“edged that their state legislatures had consid-

ered regulatory reform bills in the lasr, two:

_years.

-Economic analysls seemed to be more preva-

lent in state environmental agencies than risk-

assessment. Officials in 25 states reported that -
their stafe agencies have used risk assessment
- in environmental regulatory decisions, but, of -
‘those, only seven states actually require the

use of risk assessment. In comparison, offi-
cials in 25 states said that state agencies are -
required to analyze the costs of new environ-
mental regulations. Of those, eleven states
require an actual cost-Benefit analysis, or a

- direct comparison of costs and benefits,

including Arizona, Kansas, Louisiana,

' Massachusetts, Michigan, Mississippi, New
‘Jersey, Pennsylvania, and Washington.

Interestingly, at least 27 states have executive.
orders or statutes which direct agencies to jus-

_tify regulations which are more stringent than

federa] standards, and scvcral require a cost-

benefit analysis to be mc]uded in the justifica-
tion. >

.Among the states with rogulatory reform :
' efforts as well as those- without, “lack of

resources” was perceived to be the most sig-

“nificant barrier to the adoption and/or imple-
mentation of cost-benefit and risk assessment -
requirements. State officials feel they lack the

funds, staff, and data to conduct extensive
analyses. - Officials also expressed concern
that policy makers do not fully understand

the uses and limitations-of risk assessment

and cost-benefit analysis, partu.ularly with

“regard to uncertainty. Due to significant data
* gaps, risk and cost estimates are often uncer-
tain and even subjective, and officials fear any
.~ estimate will be a target for criticism by both -

. policy makcrs and interest groups

. » “To conduct risk assessments and economic

_ analyses, state agencies need data and
trained staff to analyze that data.
-Governors and legislatures should ensure
that agencies have the necessary resources.
to meet new cost-benefit and risk criteria.

~ & Policy makers should also educate them-

selves about the potential uses and limita- .
tions of risk assessment and cost-benefit -

. ‘analysis. Spoc:ﬁcally, governors, legislators, -

" and agency heads should understand and

appreciate the uncertainty involved in risk; =
cost, and benefit estimates, and, for exam-
ple, feel comfortable receiving estimates as
ranges rather than as point estimates.

* Practitioners, such as.program personnel

" and rulewriters in state agencies, need bet-

ter rralmng in ]flSk assessment and €Cco- -

- nomic anaiysm State governments should .

~ partner with: state universities and with __
each other to provide written guidance and

~ training workshops on the mechamgs of
these tools. - :

» Academic institutions, research centers,

“consulting firms, andfor the federal’ govern-
ment should be involved in developing sim-
ple risk, comparative- -risk, and cost-benefit

" models whlch could be used by state agen-

cies with- minimum data, limited tramed
staff, and modest funds.

- Finally, policy makers, should consider how
" to.measure the performance of regulatory
reform efforts. Many states have created
néw, often more complex, processes for the
promulgation of regulations, but have not
determined how results will be measured
and what would constitute success or fail-
" ure.” Attention to such details could trang-
form the current reforim efforts into a longer
_term process of continuous review and
. innovation in state environmental policy.



