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Regulations play a vital role in modern society, and with good design and management,
regulations deliver important public benefits. Poor design of individual regulations, however, can
lead to rules that create only costs and no public benefits. More importantly, poor regulatory
management of accumulated regulations stifles innovation and hinders economic growth. A
unique challenge for policymakers today is to find a way to trim unnecessary regulations while
preserving necessary public protections.

While there are many regulatory reforms that would improve the regulatory process overall, the
primary failure points are twofold: first, should we create a new regulation? And second, should
regulations that we have created be preserved, modified, or removed?

While I would be happy to discuss whether regulations should be created in the first place and
how that decision should be reached, my testimony today will focus primarily on the part of the
regulatory process that exerts the greater economic force: how the accumulated stock of
regulations is managed, if at all, and what that does to an economy.

Over past century, as the number of agencies created by Congress has grown, so has the stock of
federal regulations on the books. The quantity of regulatory restrictions in the Code of Federal
Regulations, or phrases within regulatory text that create obligations or prohibitions, such as the
word, “shall,” or the phrase, “may not,” has grown from about 400,000 in 1970 to over 1.1
million today.!

Regulatory accumulation refers to the steady and perhaps unintentional growth of regulations
over time. Without a systematic approach to reviewing and removing outdated or redundant
regulations, the steady buildup of government interventions eventually shows up in economic
outcomes ranging from business activities such as investment decisions, startup rates, and pro-
ductivity growth to household outcomes such as household income and consumer expenditure.
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1. The Growth Effects of Requlatory Accumulation

The downsides of regulatory accumulation are well documented. A study that I co-authored with
Bentley Coftey and Pietro Peretto, published in the Review of Economic Dynamics in 2020,
showed that regulatory accumulation slows economic growth by nearly one percentage point
annually.? Specifically, the study found that the buildup of more and more federal regulations
over time distorted business investment decisions, which, in the long run, are the drivers of
innovation and productivity growth. As a consequence, the buildup of federal regulations creates
a considerable drag on overall economic growth, amounting to an average reduction of 0.8
percentage point in the annual growth rate of the US GDP. This seemingly small annual
reduction has large implications. The slower economic growth caused by regulatory
accumulation resulted in an economy that was $4 trillion smaller in 2012 than it could have been
without such regulatory accumulation. That amount equaled about a quarter of the US economy
in 2012, and if it were a nation’s GDP, it would have been the fourth largest in the world at that
time.? This translates to a loss in real income of approximately $13,000 (in year 2012 dollars) for
every American.* A similar study estimated the effect to be even larger, finding that regulatory
accumulation slowed US economic growth by as much as 2 percentage points annually.®

This line of research is focused on the totality of regulations and their cumulative effect, rather
than the direct compliance and paperwork costs that are typically included in regulatory impact
analyses produced by regulatory agencies. This is not to dismiss those direct compliance and
paperwork costs—they often are large and noteworthy. For example, the FTC’s new Hart-Scott-
Rodino rules would have added 68 paperwork hours to the average HSR filing, according to the
FTC’s own estimate.® Because these filings require highly skilled and specialized law firms, that
burden can easily reach more than $50,000 in additional paperwork costs per filing.

But when we consider the opportunity cost of regulations—and how they distort business
investments and the innovation that comes from them—the total cost of regulations is
substantially greater than the sum of the projected compliance costs when each regulation is
analyzed on its own. Indeed, forgone innovation eventually makes compliance and paperwork
costs seem relatively trivial in comparison.

Not coincidentally, research shows that regulatory accumulation disproportionately burdens
small businesses—including the startups that are often the fountainheads of innovation—and that
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this burden grows at an increasing rate as regulation accumulates (i.e., the negative effect of each
new regulation grows larger as the stock of regulation grows larger).’

There are other reasons to be concerned about regulatory accumulation. Scholarship from the
fields of psychology, economics, and organizational science suggests that people are more likely
to make mistakes and are less motivated and able to comply when they are required to follow too
many rules simultaneously.® For example, one study found that the growth in regulation in the
nuclear power industry actually reduced safety.® New regulations distracted workers from their
most important duties. In such circumstances, it became harder for workers to focus on averting
the greatest risks, as an increasing share of their attention was diverted to recalling all the rules
they were supposed to follow.

2. Household Effects of Regulatory Accumulation

While regulation significantly affects business-related economic outcomes, regulation also has
direct impact on American households, especially households with lower incomes. By creating
barriers or hurdles that limit the ability of new individuals or companies to enter a market,
regulatory accumulation can raise prices, slow wage growth, and diminish economic
opportunities for low-income workers.

Regulation typically increases the production costs of goods, and these costs are passed on to the
consumer in the form of higher prices. A study published in 2017 combined data from the Bureau
of Labor Statistics, the Bureau of Economic Analysis, and the RegData database to study the
relationship between prices and consumer choices.? It found that a 10 percent increase in total
regulation leads to a nearly 1 percent increase in consumer prices. Furthermore, they found that
the effects of these price increases are regressive: The poorest income groups experience the
highest proportional increases in the prices they pay. This is consistent with spending patterns
broken down by income level. Low-income households tend to spend a greater portion of their
incomes on necessities such as utilities, food, and healthcare; unfortunately, these goods also
tend to be more regulated than other consumer and household goods.

It is perhaps not surprising, then, that regulatory accumulation also has a positive statistical
relationship with poverty rates; as regulation grows, poverty rates also tend to rise.'! Regulatory
accumulation can also contribute to income inequality as wage growth shifts from low-income
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workers to compliance-related workers such as managers, lawyers, and accountants.? Indeed, a
recent study in the European Journal of Political Economy found that a higher incidence of
federal regulations on a state’s economy causes greater income inequality.*®

3. The Economic Effects of Derequlation

Several subnational jurisdictions have reversed or at least slowed regulatory accumulation over
the past two decades. Considering the mounting evidence on the harms of regulatory
accumulation, some states have implemented regulatory reform initiatives designed to identify
and weed out red tape that had accumulated over the years. We can look to some of these
subnational reforms to learn about the economic effects of deregulation.

The trend was arguably inspired by the Canadian province, British Columbia, which in 2001
recognized a need to cut some of the regulatory red tape that had built up over years.* British
Columbia’s groundbreaking red-tape reduction initiative succeeded in reducing the quantity of
regulations on its books by about 40 percent within three years.'® A recent study on the topic
found that the red-tape reduction caused the province’s economic growth rate to increase by over
one percentage point, converting British Columbia from economic laggard to leader in just a few
years.'® And the new, higher growth rate was maintained for several years thereafter.

The states that have enacted successful regulatory reforms have primarily adopted two similar
approaches: targeted red-tape reductions and regulatory budgets. The former—a targeted
reduction—typically involves developing a quantitative measurement of accumulated regulation
and then setting an explicit target for reduction, such as 25 percent or 30 percent relative to the
initial baseline. The latter—regulatory budgeting—comes in a variety of forms, but it also
typically requires first coming up with a quantitative metric of total regulatory burden and then
tracking changes as new regulations are made or old regulations are modified or eliminated.

These approaches are effective, as the data in figure 1 show (using data from the State RegData
project).r” Those states that do not have a robust process in place for reviewing old regulations
(Status Quo States) tend to accumulate more and more regulations over time, whereas those
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states that have a proactive review process in place (Reform States) have reversed that process.
For this comparison, Reform States includes that have reduced regulatory restrictions by at least
five percent since the first year the state was included in State RegData and had made some sort
of policy announcement related to the red-tape reduction efforts. The states that qualified are, in
alphabetical order: Idaho, Kentucky, Missouri, Nebraska, Ohio, and Oklahoma.*® The remaining
states are grouped into the non-reform category, Status Quo States.

Figure 1: States without review process (Status Quo States) v. states with review process
(Reform States)
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The state of Idaho offers an instructive example of successful regulatory reform in the United
States. Idaho today is the least regulated state in the nation. However, when the State RegData
project began in 2016, Idaho did not hold that title. It required deliberate reform of the regulatory
process, which has been a hallmark of Idaho Governor Brad Little’s time in office. Over the past
several years, Idaho has implemented a bold regulatory reform agenda, resulting in a reduction of
its regulatory restriction count by more than 50 percent. With one of his first executive orders,
Governor Little implemented a one-in, two-out regulatory policy, requiring that for every new
regulatory restriction introduced, two must be eliminated. This approach eventually evolved into
a form of regulatory sunsetting called “zero-based regulation,” modeled after zero-based
budgeting. Under zero-based budgeting, all state agencies must review all their regulations once
every five years. If an agency wants to keep a rule on the books, the burden of proofis on the
agency to show that the regulation is necessary and that the least restrictive alternative has been
chosen.!® The results helped Idaho reduce its regulatory complexity and foster a more dynamic
business environment, especially for small- and medium-size enterprises. Not coincidentally,
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Idaho's economic growth outpaced national averages, and the state became a magnet for
investment and entrepreneurship. Likewise, the other states that have successfully cut red tape
have experienced a relatively higher growth rate when compared to the states that have not.
Because these are relatively recent changes, more careful study will still be necessary to
determine the degree to which deregulation caused this difference in growth rates across the two
groups of states.

4. Concluding Remarks

Deregulation offers the potential for a win-win: a more dynamic economy and relief for those
most burdened by the status quo. Regulatory accumulation has been a significant drag on U.S.
economic growth for decades, slowing business investment, impeding the formation of new
firms, and acting as a hidden tax on consumers and workers.

At the same time, the costs of heavy regulation are not borne equally — they fall hardest on small
businesses and low-income households, contributing to higher poverty and income inequality.
These findings make a compelling case that reforms to curtail excessive regulation are not just
about efficiency and growth, but also about economic opportunity.

The experiences of British Columbia, Idaho, and other reforming subnational jurisdictions
demonstrate that meaningful reduction in regulatory burdens is achievable. Clear goals,
measurement, and high-level commitment are critical. When done right, deregulation can
stimulate competition, lower consumer prices, and increase productivity and wages — all without
sacrificing important health, safety, and environmental protections. Indeed, a leaner regulatory
code can enhance focus on the truly important rules, as both regulators and regulated entities are
able to focus on what matters most, rather than drowning in paperwork.

In conclusion, regulatory accumulation represents a significant, albeit often invisible, headwind
of our own making. By recognizing it as such, and by pursuing deregulation and better
regulatory management, policymakers can remove impediments to growth and ensure that the
regulatory state serves the public without inadvertently holding it back. Several policy options
are on the table, from one-in, two-(or more) out regulatory budgets to sunset reviews, and the
evidence from subnational reforms offers a hopeful example that the tide of regulatory
accumulation can be turned. A more efficient, competitive economy with rising household
incomes and enhanced opportunities need not come at the expense of protections; rather, it can
be achieved by making regulation smarter, not just more plentiful. The economics of
deregulation makes a strong case that less can indeed be more.



