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THE ENVIRONMENT 

lations Act and impose a federal 
contract in interstate commerce 
that would avoid the state-by-state 
adjudication under fifty systems of 
law. I think we're at a time when 
we can't afford to have state-by- 
state contract regulation of inter- 
state commerce. 

those $80,000 to $100,000 salaries and 
couldn't get them, and who are now 
working for one of the new airlines 
at $15,000 to $30,000. 

It's very much like the situation 
in the auto industry. The auto 
workers' wages and fringe benefits 
increased much more rapidly than 
average manufacturing wages dur- 
ing the decade of the 1970s-be- 
cause for most of that period the 
auto industry was inadequately 
competitive. At whose expense? 

Well, one very large group of peo- 
ple who were exploited are the un- 
employed auto workers, who would 
have kept their jobs if wages had 
been lower. So it's particularly dis- 
tressing that as Japanese imports 
intervened to make the industry 
more effectively competitive and 
imposed some discipline on those 
wages, the Reagan administration 
stepped in and exerted pressure on 
the Japanese government to limit 
that healthy influence. 

ELIZABETH BAILEY: I would like to 
mention one other source of the air- 
line reregulation that's occurring. 
The key problem is that deregula- 
tion has been a success for the pub- 
lic, but definitely not for labor. For 
example, new airlines like People 
Express and New York Air are pay- 
ing jet pilots less than half of what 
the established airlines have to pay 
under their very generous contracts 
with labor. Airline labor enjoyed 
enormous rents under regulation, 
and those rents are being eroded in 
a deregulated environment. 

I think this helps explain the 
"Christmas tree" package being 
hung on the CAB sunset bill, espe- 
cially the introduction of a labor 
hiring-hall provision, where airlines 
have to give preference in hiring to 
personnel that other airlines have 
let go. It also helps explain what's 
happening at the ICC. Labor is mov- 
ing there to block deregulation, be- 
cause the rents to the drivers who 
are unionized are clearly enormous. 
So we shouldn't be too hard on the 
Reagan administration. Any admin- 
istration will respond to groups 
that display a great deal of dissatis- 
faction. The pressure was not so 
strong a few years ago when labor 
didn't fully realize how much de- 
regulation would reduce its rents. 

MARVIN KOSTERS: I think that's an 
important point, but there are dif- 
ferences in viewpoint about wheth- 
er that's a cost of deregulation or a 
benefit. [Laughter.] 

ALFRED KAHN: I'd like to add a 
word here, by way of underlining 
Betsy's and Marvin's observations. 
There is no doubt that certain labor 
groups profited greatly from regu- 
lation. But there were others who 
were injured by it, and who are 
benefiting now from deregulation. 
In that second group I would in- 
clude the long line of people who 
were applying for pilots' jobs at 

The Environment 

Robert W Crandall 

T HERE'S NOT MUCH to be said 
about the substance of Presi- 

dent Reagan's environmental policy 
because, frankly, very little of sub- 
stance occurred in the first twelve 
months. Instead, I can only com- 
ment on the tone which has been 
set and the apparent lack of direc- 
tion in major policy areas. Let me 
begin with a quote dated October 
12, 1981-a little old, perhaps, but 
still a useful measure of the im- 
pression being created by Reagan's 
Environmental Protection Agency 
(EPA). 

In the ten-year history of 
EPA, there have been periods of 
turmoil, but none rivals what is 
happening now under the reign 
of Anne Gorsuch. What was 
once a robust, dynamic entity 
has shriveled to a gray shadow 
of its former self, wracked by 
internal dissension, run by peo- 
ple with little expertise in en- 
vironmental issues, and dogged 
by a paranoia that has virtually 
brought it to a standstill. 

Now, that statement is not from 
the Environmental Defense Fund's 
house organ or from Ralph Nader. 
It's from Automotive News, a pro- 
business trade publication-part of 
Reagan's own constituency. 

And, in my judgment, the state- 
ment rather accurately portrays the 
confusion and paranoia that has de- 
veloped at EPA in the past year. The 

agency's new leadership can fairly 
argue that the policies it inherited 
were so confused and inefficient 
that more than one year (or one 
administration) will be needed to 
straighten them out. Nevertheless, 
that leadership can't duck blame for 
the likelihood that the agency is 
now in such a state of disarray that 
it will not be able to recover even 
in the next three years. It is also 
worth noting that EPA Administra- 
tor Gorsuch and Interior Secretary 
James Watt are doing wonders for 
the membership drives of organiza- 
tions like the Sierra Club. In fact, 
it appears to me that they are help- 
ing greatly to rearm the GOP's op- 
position for the next electoral battle. 

Instead of serving up fodder 
for the environmentalists, the Rea- 
gan EPA could have used its first 
year to great advantage. The politi- 
cal climate was favorable for 
launching major changes in environ- 
mental programs and even in fed- 
eral environmental statutes. By 
now, however, the administration's 
EPA appointees have so tarnished 
their credibility that I do not expect 
to see significant legislative changes 
any time soon-particularly with 
congressional elections coming up 
this fall. 

Had the administration been 
ready and willing in early 1981, it 
surely should have been able to 
launch a major assault on the more 
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THE ENVIRONMENT 

outrageous provisions of the Clean 
Air Act. With the act's reauthoriza- 
tion deadline coming up in Septem- 
ber, air pollution policy was clearly 
on the political agenda. Thus, a pro- 
posal to accelerate the shift away 
from a cumbersome Gosplan ap- 
proach and towards market incen- 
tives-a shift begun tentatively four 
years ago-would certainly have 
been welcome. There are people in 
California and on EPA's staff who 
would have been eager to help out. 
Just changing a few provisions of 
the Clean Air Act and nudging the 
bureaucracy at EPA would have 
been sufficient to save billions of 
dollars in control costs without sac- 
rificing clean air goals. 

That the administration did not 
even propose legislation to amend 
the Clean Air Act in its first year 
suggests a faint-hearted approach 
to environmental policy making. 
EPA spent months drafting legisla- 
tion, but a draft was leaked to the 
Congress and subsequently dis- 
owned by the White House. As a re- 
sult, the administration offered only 
eleven vague "principles"-and 
seemed to retire from the battle. 

The foggy, politically timorous 
"principles" are unlikely to provide 
any impetus to congressional efforts 
at Clean Air Act reform. Take the 
following areas: 

We have by now considerable 
evidence that the auto emissions 
standards should be rolled back 
somewhat-that we have gone too 
far in attempting to control photo- 
chemical smog and CO from auto- 
motive sources. Despite this evi- 
dence, the Reagan administration, 
after a few stumbles, simply an- 
nounced that it supports setting 
automobile standards at "more rea- 
sonable levels"-and, by refusing to 
provide details, gave Congress a per- 
fect excuse for inaction. 

Another obvious target for 
change is the requirement that elec- 
tric utilities install stack-gas scrub- 
bers on all new coal-fired boilers, no 
matter how small the sulfur content 
in the coal they burn. The adminis- 
tration has meekly suggested that 
"uniform emissions standards" re- 
place this inordinately expensive 
and counterproductive requirement. 

We know that the existing 
standards requiring uniform air- 

pollution control technology in new 
industrial facilities inhibit new in- 
vestment and prevent the introduc- 
tion of market incentive systems. 
But, incredibly enough, the admin- 
istration seems to want to keep un- 
iform technological standards. 

The administration's commit- 
ment to cost-benefit analysis should 
also have led it to propose changing 
the absolutist nature of the ambient 
air-quality standards in the Clean 
Air Act. At present, these standards 
must be set at a level that protects 
the health of the most sensitive 
groups in the population, apparent- 
ly without regard to cost or the de- 
gree of health impairment. Given 
the evidence that the dose-response 
relationship for most pollutants has 
no sharp threshold, this require- 
ment cannot be met by any stand- 
ard other than zero pollution. One 
cannot even imagine how a stand- 
ard like that could be implement- 
ed. Adopting some form of cost- 
benefit test would set our entire air- 
pollution program on a more ration- 
al course. But the administration 
supports the existing statutory pro- 
vision, apparently believing that de- 
ceptive standards-setting or a goal 
of zero pollution is better than ra- 
tional cost-benefit analysis. 

Moving on to more general mat- 
ters, a reform-minded EPA leader- 
ship would have immediately given 
increased attention to improving 
the agency's monitoring and en- 
forcement system. It seems ludi- 
crous to me that we regulate air and 
water pollution extensively without 
being able to tell whether the regu- 
lation is working. Moreover, not 
only is EPA's monitoring of indi- 
vidual sources and ambient levels of 
both air and water pollution pa- 
thetically weak, but its enforcement 
system allows political capricious- 
ness. 

The Reagan EPA should also 
have begun to devise a research pro- 
gram aimed at identifying the im- 
portant priorities for regulation. 
The agency cannot possibly carry 
out its bulging legislative mandate 
in full, and it cannot proceed ration- 
ally with a more realistic agenda 
without some priority-setting sys- 
tem. Unfortunately, EPA has never 
integrated its research with the de- 
sign of new regulations, and indeed 

has long displayed a cavalier atti- 
tude toward research. In the Carter 
administration, for example, EPA's 
research director presided over a 
questionable study on chromosomal 
damage at Love Canal and then de- 
flected criticism by asserting that 
the results were only intended to be 
used in a court proceeding. 

At present, EPA seems intent 
only on shifting some of its respon- 
sibilities to the states and attracting 
the President's attention by winning 
the budget-cutting sweepstakes. 
Clearly, the agency could operate on 
a lower budget if it shed some of the 
detailed regulatory responsibilities 
that various statutes have forced 
upon it and moved towards greater 
use of market incentives. But this 
does not appear to be the direction 
in which the Reagan EPA is headed. 

Congress has clearly forced the 
agency (and OMB) to continue its 
pork-barrel programs. Its ridicu- 
lously inefficient sewage-treatment 
grants to local municipalities to pay 
for gold-plated facilities whose costs 
far exceed their benefits continues 
on far too grand a scale. And the 
hazardous-wastes program, involv- 
ing the expenditure of "superfund" 
revenues collected from chemicals 
producers, is proceeding apace after 
an early attempt by the current EPA 
leadership to drag its feet. 

The recent interest in Adminis- 
trator Gorsuch's proposed budget 
and staff reductions has distracted 
attention from the real issues in en- 
vironmental control. Better moni- 
toring, improved research, and 
some modifications in environmen- 
tal statutes could provide both 
budget cuts and improved environ- 
mental policy, particularly if the 
cuts were taken in the wasteful 
pork-barrel programs described 
above. Instead, the agency appears 
directionless-buying time while 
sending out signals to business of a 
new cooperative attitude. 

There is enormous room for im- 
provement at EPA. Study after 
study documents the inefficiency of 
the current regulatory approach 
and its lack of enforceability. If the 
new federalism were accompanied 
by an attempt to simplify the tradi- 
tional air and water pollution pro- 
grams through the use of market 
incentives, while improving moni- 
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toring and enforcement techniques, 
the agency could contribute sub- 
stantially to both regulatory reform 
and regulatory "relief." Unfortun- 
ately, little attention seems to be 
devoted to market incentives after 
the push given to them during the 
Carter administration. Leadership 
in the new federalism for environ- 
mental policy will apparently have 
to come from states such as Cali- 
fornia and Maryland which seem 
intent on exploring the greater use 
of market incentives. 

Research on monitoring tech- 
niques, health effects, and other 
costs of pollution is more appropri- 
ately funded at the federal level, 
given the wide application of such 
research across the states. In this 
area, sad to say, there appears to be 
little or no movement. It would not 
be surprising if, in another ten 
years, we approached the setting of 
the smog standard by citing again 
an unreplicated study from the 
1950s as the basis for concern that 
smog aggravates respiratory diseas- 
es. Nor would it be surprising if ad- 
vocates for tighter or looser air- 
quality controls based their argu- 
ments on the results of monitoring 
just fifty-one sites across the coun- 
try. With this kind of information, 
sensible policy is at best the result 
of a lucky guess. 

The turmoil described by Auto- 
motive News is most apparent in 
EPA's personnel policy. Adminis- 
trator Gorsuch's two top aides have 
already resigned. The head of the 
agency's research division has not 
even been named, despite the new 
leadership's calls for more attention 

to research. And most of the ap- 
pointments made to date are indus- 
try people with little understanding 
of the issues. 

IN SHORT, there is little to report, 
but much to lament in the first year 
of the Reagan administration's en- 
vironmental policy. Though they 
may not admit it, the environmen- 
talists have much to cheer-they 
have a new and ever so vulnerable 
target to shoot at in 1982 and 1984. 

Discussion 

BRUCE YANDLE: As between the two 
extremes of going full steam ahead 
with reforming environmental reg- 
ulation or being dead in the water, 
I wonder if there might not be some 
relative benefits to the latter. For 
one thing, there are some scattered 
indications that a few states are do- 
ing rather innovative things. The 
state of Maryland, for example, is 
moving to a marketable permit pro- 
gram for air emissions and Wiscon- 
sin already has in operation a mar- 
ketable permit system for control- 
ling effluent discharges on the Fox 
River. Now, these may be the only 
two cases in existence, but they may 
mean that all is not lost in terms of 
getting of$ciency-enhancing pro- 
grams. 

Second, we may get some help 
from another quarter. The frost 
belt states have of course been sup- 
porting strict new-source standards 
for competitive reasons. But as in- 
dustry continues to move to the sun 
belt, an equilibrium will be reached, 

so that both regions will be similar- 
ly affected by the standards. In 
other words, all those old plants will 
be new plants. And the frost belt 
won't want higher new source 
standards then. 

Perhaps these two things to- 
gether offer some prospect for more 
efficient regulation? 

MR. CRANDALL: To respond to your 
second point, first, Bruce, I would 
ask if you've been in a passenger 
train or a steel mill recently. It's by 
no means clear to me that all of the 
nation's steel plants and railroad 
facilities will be new any time with- 
in the next few generations. I don't 
want to wait that long for the need- 
ed change. 

I agree, however, that our best 
chances for regulatory reform in 
certain environmental areas, par- 
ticularly in air pollution policy, 
come from the states. Probably, re- 
sponsibility for environmental reg- 
ulation belongs with the states any- 
way, and most of it ought to be re- 
turned there. Unfortunately, the ad- 
ministration is not really pushing 
that way. Its talk about a "new fed- 
eralism" really sounds more like a 
desire to ease enforcement than a 
call for decentralization. 

But let me stress that in order 
to implement some of the innova- 
tive procedures in transferable per- 
mits, we must first get rid of the 
new-source standards required by 
the Clean Air Act. California and 
Maryland are going to have difficul- 
ty getting around those require- 
ments. And certain frost belt states 
will insist on enforcing them. 
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FINANCIAL INSTITUTIONS 

GEORGE EADS: I agree with Bob that 
a great opportunity for proposing 
fundamental changes in some of the 
environmental statutes has been 
missed.... Before Anne Gorsuch it 
was a close argument between the 
environmentalists and the econo- 
mists as to whether to amend the 
Clean Air Act. The environmental- 
ists would argue that we economists 
might gut the act, and we would in- 
sist that we'd act responsibly. But 

now all they have to do is ask, "How 
will Gorsuch administer a Clean Air 
Act that gives her more flexibility?" 
-and that's the end of the argu- 
ment. Reformers can't get anybody 
to listen, even in the Republican- 
controlled Senate. So, I doubt 
there's any point now in trying to 
get the administration to change its 
position and propose amendments. 
I don't think they would be serious- 
ly considered on the Hill. 

Financial Institutions 

Kenneth Scott 

THE BANKING INDUSTRY would 
seem a promising field for de- 

regulation, if promise is indicated 
by the quantum of regulation that 
you can find in an industry. Com- 
mercial banks, savings and loan as- 
sociations, mutual savings banks, 
and the like must be among the 
most fully, indeed exhaustively, reg- 
ulated businesses in the land. 

There is product regulation re- 
stricting the kinds of services banks 
and bank-holding companies can 
offer. There's a lot of regulation 
of geographical markets - entry, 
branching, whether a firm can op- 
erate across state lines. There is the 
extensive and traditional area of 
safety regulation designed to pro- 
tect bank depositors, or perhaps it's 
the Federal Deposit Insurance Cor- 
poration (FDIC) or the Federal 
Savings and Loan Insurance Corpo- 
ration (FSLIC) that is being pro- 
tected. This includes portfolio reg- 
ulation, liquidity requirements, in- 
terest rate ceilings, capital ade- 
quacy requirements, and so on. 
Finally, over the last decade and a 
half, there's been a vast growth in 
consumer regulation, aimed at pro- 
tecting borrowers I suppose, con- 
sisting of rules on bank advertising 
and disclosure, truth-in-lending, and 
specification of the substantive 
terms of loan instruments in gen- 
eral and various mortgage instru- 
ments in particular. All of this has 
been added to long-standing usury 
regulation of lending rates. 

There have also been some 
stirrings of regulation that can be 
seen as an effort at credit alloca- 
tion favoring one group of borrow- 
ers over another. The Federal Re- 
serve Board engages in this from 
time to time when it urges member 
banks, which might want to get 
loans from the discount window, 
to avoid undue increases in business 
credit or speculative credit or some- 
thing else that's out of favor at the 
moment. Congress has gone further 
with its Community Reinvestment 
Act which, if it's understandable at 
all, has to be understood as an awk- 
ward first attempt to subsidize cer- 
tain groups of borrowers: inner-city 
borrowers, minority borrowers, or 
somebody. 

So with all of this regulation 
out there-and that's not all of it- 
what progress has been made? Well, 
a bit. The bank regulatory agencies, 
for example, have been engaged 
since 1977 in an effort to simplify 
some regulations and procedures, a 
project to which the Fed gave the 
literate but intimidating title of 
Project Augeas. 

It's a minor achievement. Every 
time you simplify, you make the 
newcomer's access to that body of 
regulatory material perhaps a little 
easier, but for everybody already in 
the business what you mainly do 
with the new wording is introduce 
new uncertainties. 

A more recent and more notable 
step is the Depository Institutions 

Deregulation and Monetary Control 
Act of 1980. Since this act added 
more regulation than it repealed, its 
title shows, I guess, that Congress 
does not apply a truth-in-labeling 
standard to itself. 

The deregulation consisted 
mainly in the provisions affecting 
interest rate ceilings on checking 
accounts and on time and savings 
accounts, sometimes and a bit in- 
accurately lumped together as Reg- 
ulation 0. The ceilings on time and 
savings accounts are supposed to 
be phased out over six years by the 
Depository Institutions Deregula- 
tion Committee, a new regulatory 
body composed of the heads of the 
banking agencies. So far this com- 
mittee has been moving in less than 
giant steps. After eighteen months 
of meetings, it decided in Septem- 
ber 1981 to raise the passbook inter- 
est rate ceilings by half a percent. 
At that pace, with market rates then 
around 16 percent and passbook 
rate ceilings fixed at a little over 5 

percent, it would have taken quite 
awhile to catch up. But even that 
was too fast for the S&Ls: the deci- 
sion was rescinded in November. 
At the committee's present pace, it 
won't finish the job in sixty years, 
let alone in the six required by the 
1980 act. 

On checking accounts, the lib- 
eralization was more decisive. The 
act largely repealed the ban on the 
payment of interest on checking ac- 
counts by authorizing nationwide 
NOW accounts beginning in 1981. A 
NOW account is a way of paving 
checking-account interest without 
admitting that that's what you're 
doing. 

The other deregulatory action 
was somewhat ambiguous. The act 
displaces state usury ceilings on 
mortgages and business loans- 
once again we've had to learn that 
when usury ceilings "bite," the ef- 
fect is not cheaper loans but no 
loans-but the act goes on to au- 
thorize the states to reinstate usury 
ceilings simply by voting to do so. 

As to the other areas of bank 
regulation, there has been talk, im- 
portantly at the Treasury, but very 
little definitive action. 

In the area of product restric- 
tions, for example, the Reagan ad- 
ministration is supporting a bill 
that would allow banks to under- 
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