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THE IMPACT OF REGULATIONS ON
EMPLOYMENT

THURSDAY, MAY 16, 1996

HOUSE OF REPRESENTATIVES,
SUBCOMMITTEE ON NATIONAL EcoNOMIC GROWTH,
NATIONAL RESOURCES, AND REGULATORY AFFAIRS,
COMMITTEE ON GOVERNMENT REFORM AND OVERSIGHT,
Washington, DC.

The subcommittee met, pursuant to notice, at 10:10 a.m., in room
2154, Rayburn House Office Building, Hon. David M. McIntosh
(chairman of the subcommittee) presiding.

Present: Representatives McIntosh, Fox, Tate, Gutknecht,
Shadegg, Ehrlich, Peterson and Slaughter.

Sta Yresent: Mildred Webber, staff director; Karen Barnes, pro-
fessional staff member; David White, clerk; Bruce Gwinn, minority
senior policy analyst; and Liza Mientus, minority professional staff
member.

Mr. McINTOSH. Everyone wants a cleaner environment, a safer
workplace, and a healthier life. All Americans want Federal regula-
tions to help us attain those goals.

When we have regulatory programs in which 60 percent of the
money spent on the failed Superfund program each year goes to
lawyers and consultants instead of cleaning up hazardous waste,
the top six most frequent OSHA citations on business are for pa-
perwork violations, no true threats to workers’ safety, and FDA
delays in approving life-saving drugs and medical devices cost tens
of thousands of lives, the Federal regulatory system fails to achieve
a cleaner, safer, healthier America.

Instead, Americans are saddled with red tape that costs jobs,
lowers wages and destroys opportunities to achieve the American
dream for the most vulnerable members of society.

On Tuesday, this subcommittee held a hearing on the unin-
tended consequences of raising the minimum wage. We heard from
Don Baisch, who started working in a minimum wage job at Burg-
er King in Eureka, CA, 3 years ago. He said he took the job despite
the advice of social service workers who warned him that he could
make more money if he stayed on welfare. Well, today, Don is the
manager of that Burger King restaurant. He is a self-sufficient,
single father, raising his 2-year-old daughter.

Don’s boss, Melody Rane, who owns the Burger King, told us that
if the federally mandated minimum wage is increased, she won't be
able to offer the same job opportunity to others like Don Baisch.
In fact, she will have to lay off four full-time and eight part-time
workers in addition to raising her prices.

(¢Y)
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Also, at that hearing on Tuesday, Jim Militello, the owner of
Source Team, a company that places disabled Americans in entry-
level jobs, testified that raising the minimum wage will make it
much harder for people with disabilities to find jobs and part-time
work to help them become self-sufficient.

One of Jim’s clients, a fellow named Bernie Hellgeth, who was
partially paralyzed after a stroke, got a new start with the help of
Source Team. Other disabled people may not have that oppor-
tunity. Clearly, raising the minimum wage has a real human cost.

One of the things that I want to do is look at the costs of regula-
tions in creating job opportunities and increasing the pay for em-
ployees.

This subcommittee has traveled to 15 different cities and held
field hearings on the issues of regulations. And witnesses at nearly
every hearing have testified that if they didn’t have to absorb the
huge cost of complying with Federal Government red tape, they
would hire more workers or increase their pay.

Bruce Gohman, the president of a small construction company,
testifl'led at our hearing in St. Cloud, MN, that he employs only 47
people.

He deliberately keeps the number below 50, although he would
like to hire more, because he wants to avoid the additional regula-
tions which come with more employees. Other witnesses from our
field hearings are here today and will share their testimony.

We will also hear important testimony from expert economists
and policy analysts who have studied how the cost of big Govern-
ment depresses jobs, wages and overall national economic growth.

One of our witnesses today, Professor Lowell Gallaway from Ohio
University, has conducted a recent study for the Joint Economic
Committee which shows that limiting big Government spending is
critical to raising the average American worker’s wages.

In fact, it shows that if Federal spending levels were held con-
stant in their 1965 level and Federal taxes were adjusted accord-
ingly, the typical worker would have taken home enough additional
pay between 1973 and 1994 to buy a new home.

Regulations make it more expensive for businesses to hire work-
ers, particularly small businesses, which account for more than
half of the total employment in the United States.

As Mark Wilson, a labor policy analyst at the Heritage Founda-
tion, will show, the average cost of hiring an employee in private
industry is $17.10 per hour, 43 percent of which is due to Govern-
ment regulations, taxes and mandated benefits.

For a minimum wage worker, the cost is $4.76 per hour, 22 per-
cent of which is due to Government regulations, taxes and man-
dated benefits.

We must reduce the cost of big Government so that workers can
take home more pay. Getting rid of unnecessary regulations and
counter-productive regulations will leave small businesses with
more money to hire workers and pay workers higher wages.

We all want a cleaner environment, a safer workplace and a
healthier life without the burden of unnecessary red tape, which
costs us jobs and costs the American worker real increases in their
standard of living.
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But our regulatory system is broken. It fails to protect Ameri-
cans, and it imposes huge costs. I believe that we can both protect
public health and safety, create more jobs and increase wages for
American workers, but it will take real reform of our regulatory
system to accomplish that.

I want to thank the witnesses who are here today for sharing
your testimony. We will schedule an additional hearing in which
your testimony will be made available to Government officials re-
sponsible for these regulations, and we will seek to find out their
rationale for imposing these costs on the American people.

[The prepared statement of Hon. David M. McIntosh follows:]
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Everyone wants a cleaner environment, a safer workplace and a healthier life. All Americans want
federal regulations to help us attain those goals. When we have regulatory programs in which:

. Sixty percent of the money spent on the failed Superfund program each year goes to
lawyers and consultants instead of to clean up hazardous waste;

» The top six most frequent OSHA citations on business are for paperwork violations, not
true threats to workers’ safety;

. And FDA delays in approving life-saving drugs and medical devices cost tens of thousands

of lives;

the federal regulatory system fails to achieve a cleaner, safer, healthier America,

Instead, Americans are saddled with red tape that costs jobs, lowers wages, and destroys
opportunities to achieve the American dream for the most vulnerable members of society.

On Tuesday, this Subcommittee held a hearing on the unintended consequences of raising the
minimum wage. We heard from Don Baisch who started working in a minimum wage job at a

Burger King in Eureka, California, three years ago. He said he took the job despite the advice of
social service workers who warned him that he could make more money if he stayed on welfare.
Today he is the manager of that Burger King restaurant. He is a self-sufficient single father,
raising his two-year-old daughter.

Don’s boss, Melody Rane, who owns the Burger King, told us that if the federally mandated
minimum wage is increased, she won't be able to offer the same job opportunity to the next Don
Baisch. In fact, she will have to lay off four full-time and eight part-time workers in addition to
raising her prices.



Jim Militello, the owner of Source Team, a company that places disabled Americans in entry-level
jobs, testified that raising the minimum wage will make it much harder for people with disabilities
to find jobs and become self-sufficient. Bernie Hellgeth, who was partially paralyzed after a
stroke, got a new start with the help of Source Team. Other disabled people may not have that
opportunity.

Clearly, raising the minimum wage has a real human cost. There is a better way to raise wages
which also creates more jobs -- that is easing the burden of regulations on employers. As our
witnesses today will testify, regulations kil jobs.

This Subcommittee has traveled to 15 cities and held field hearings on the issue of
overburdensome regulations. Witnesses a1 nearly every hearing have testified that if they didn’t
have to absorb the huge cost of complying with government red tape, they would hire more
workers or pay higher wages. Bruce Gohman, the president of a small construction company,
testified at our hearing in St. Cloud, Minnesota that he employs only 47 people. He deliberately
keeps the number below 50, although he would like 1o hire more, because he wants to avoid the
additional regulations which come with more employees. Other witnesses from our field hearings
are here today to share their stories with us.

We will also hear important testimony from expert economists and policy analysts who have
studied how the cost of big government depresses job, wage, and overall national economic
growth. One of our witnesses today, Professor Lowell Gallaway from Ohio University, has
conducted a recent study for the Joint Economic Committee which shows that limiting big
government spending is critical to raising the average American worker’s wages. In fact, it shows
that if federal spending levels were held constant at their 1965 level and federal taxes were
adjusted accordingly, the typical worker would have taken home enough additional pay between
1973 and 1994 to buy a home.

Regulations make it more expensive for businesses to hire workers -- particularly small businesses
which account for more than half the total employment in the United States. As Mark Wilson,
labor policy analyst at the Heritage Foundation, will show, the average cost of hiring an employee
in private industry is $17.10 per hour, 43% of which is due to government regulations, taxes and
mandated benefits. For a minimum wage worker the cost is $4.76 per hour, 22% of which is due
to government regulations, taxes and mandated benefits. We must reduce the cost of big
government so that workers can take home more pay. Getting rid of unnecessary and
counterproductive regulations will leave small businesses with more money to hire more workers
and pay their workers higher wages.

We all want a cleaner environment, a safer workplace, and a healthier life -- without the burden of
red tape that costs jobs. But our regulatory system is broken. It fails to protect Americans and it
imposes huge costs. I believe that we can both protect public health and safety and create more
jobs and higher wages for American workers, but not without real reform that restores common
sense 10 government regulations. '
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Mr. McCINTOSH. Let me ask now if any of my colleagues have an
opening statement. I notice none of our colleagues from the minor-
ity are here, but Mr. Shadegg, do you have an opening statement?

Mr. SHADEGG. Mr. Chairman, I don’t at this time. Thank you.

Mr. McCINTOSH. Thank you. Mr. Tate, do you have an opening
statement?

Mr. TATE. Thank you, Mr. Chairman. I'd just like to add that I
just want to thank the chairman for coming out to Washington
State to have a field hearing where we had the opportunity to hear
from individuals that we’ll hear from in a few minutes.

I think it drove home the point that overregulation is strangling
the opportunities for working people to get family wage jobs, for
people to go out and start small businesses.

And I just commend your leadership even in the face of adversity
many times here in Congress where people are trying to fight us
every step of the way defending the status quo, defending the way
things have always been done.

I just want to commend the chairman for his efforts to lead the
charge to bring some common sense back to our regulatory process.

Mr. MCINTOSH. Thank you, Mr. Tate. I appreciate it. I appreciate
you helping to host that field hearing out in Washington State.

Mr. Ehrlich, do you have any opening statements or remarks
that you'd like to make today?

Mr. EHRLICH. I have nothing to add to Congressman Tate’s com-
ments. He certainly put it very well.

Mr. McINTOSH. Thank you very much. Mr. Gutknecht, do you
have any opening remarks?

Mr. GUTKNECHT. Mr. Chairman, I just want to say I'm sorry that
I didn’t make it to Washington. I do want to commend you for the
people that you have brought before this subcommittee, not only in
the field hearings but here in Washington.

We have forgotten for too many years, I think, in the Congress
that regulations have consequences and that there are costs to ev-
erything that this Congress does. And I think it’s good that we
bring in some of these folks to hear what is really happening out
thgre beyond the great beltway. So I look forward to the testimony
today.

Mr. MCINTOSH. Thank you very much, Mr. Gutknecht. And by
the way, Randy informed me, when we had the field hearing there,
that we had arrived in the real Washington.

Let me now call forward our first panel of witnesses.

They are Judi Moody, who is the owner of CEG Northwest; Gary
Bartlett, president of GW Bartlett & Co.; Dick Walton, owner of
Maroney’s Cleaners & Laundry; Tommy Alexander, owner of J.T.
Alexander & Son; and James Jackson, operator of four Amoco sta-
tions and president of Washington-Maryland Service Station Asso-
ciation. Thank you all for joining us.

[Witnesses sworn.]

Mr. McINTOsH. Thank you. Let the record show that each of the
witnesses answered in the affirmative. Please go ahead and take
a seat.

As our first witness in this panel today, I'm going to call Mr.
Gary Bartlett, who is president of G.W. Bartlett & Co., a small
manufacturing company that he started in his family’s garage and
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has now grown to more than 100 employees which sells products
around the world.

I had the good fortune of meeting Gary when I was first running
for Congress. He came to me and said, “I can compete in a world
marketplace and sell products in the automobile industry that com-
petes with Germany and the Japanese, but my biggest enemy is
Uncle Sam and all of the red tape and the regulations that they
impose upon me.”

Gary, I appreciate you coming forward. I also want to say a word
of thanks on behalf of the people of the Second District for your
hard work in the White House Small Business Conference where
you very well represented the interests of employees and employers
in tllxle Second District. Thank you, and please share your testimony
with us.

STATEMENTS OF GARY BARTLETT, G.W. BARTLETT CO.; JUDI
MOODY, OWNER, CEG NORTHWEST; RICHARD WALTON,
OWNER, MARONEY’S CLEANERS & LAUNDRY; JAMES JACK-
SON, WASHINGTON-MARYLAND SERVICE STATION ASSOCIA-
TION; AND TOMMY ALEXANDER, OWNER, J.T. ALEXANDER &
SON, INC.

Mr. BARTLETT. Well, thanks for those comments. With what I did
last summer for small business, the way I look at it, with the prob-
lems that I see in business, it was the very least that I could do.

Thank you for asking me to testify before the House Subcommit-
tee on National Economic Growth, National Resources, and Regu-
%atory Affairs about one of my experiences with Government regu-

ation.

I'm Gary Bartlett, president of G.W. Bartlett Co. of Muncie, IN.
I was asked by Congressman MecIntosh to testify about the impact
of regulations on my business and the resulting impact on employ-
ment.

This brief narrative describes only one instance of regulatory
cost. The overall cost of unnecessary regulation is difficult for me
to determine.

For example, two EEOC claims in 1 year cost nearly $100,000 to
defend, and we won both of them. 1995 was a relatively quiet year
with regards to regulation. 1996 and 1997, however, could prove to
be extremely costly.

The cost of unnecessary regulation is not just the direct cost for
attorneys, consulting firms, construction or fines. There is a human
cost as well.

The money that we have wasted could have been spent on mak-
ing our business expand. Expansion in my business equates to
more employees.

The following more defined regulatory costs could prevent us
from hhiring an additional 100 employees within the next 18
months.

A brief history of the business. I started G.W. Bartlett Co. in Oc-
tober 1975, while working for my dad and uncle at their tire store
on Broadway in Muncie, IN.

Before and after their normal working hours, my brother and I
rented space and equipment from them to perform necessary duties
for my newly formed company.
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We did mechanical work on foreign cars in those days, and my
dad and my Uncle Ed otherwise would have turned that business
down.

We moved the business to 1912 Granville Avenue in October
1976. Although our business started primarily to work on foreign
cars as mechanics, it has evolved over the years into a manufac-
turer of high-end interior trim components for use in the auto-
motive aftermarket and the original equipment automotive market.
We also manufacture leather golf accessories.

Our marketplace is about evenly split between Europe and
America at the present time. We have grown from two people in
1975 to about 100 people in America and 10 people in our office in
Kempston, England.

Of the Government-created regulatory problems that I've experi-
enced over the last 9 years, including frivolous EEOC claims, non-
existent OSHA infractions, problems with the Clean Air Act, prob-
lems with the Clean Water Act, compliance with the Americans
with Disabilities Act, problems with covert compliance and comply-
ing with the FMLA, an EPA problem that I have, has been seem-
ingly unsolvable.

In March 1986, I received a letter from the State Board of Health
asking me to report any underground storage tanks that were on
my property.

And Mr. Chairman, in the book of information I gave you, there
is a copy of that letter in that.

Being a good citizen and responsible business owner, I duly re-
ported a partially submerged 275-gallon crank case waste oil tank.

When we would change the oil on a car, we would pour the used
oil into a funnel inside of the building. The used oil would go from
the funnel through the wall via a 3-inch pipe into this partially
submerged 275-gallon galvanized tank.

In October 1989, a heavy rain caused the tank to float from its
position. As the tank was no longer being used, I made the second
mistake. I decided to have it removed by the book. And my letter
also is included.

At that time, in October 1989, I had no idea of the test proce-
dures and requirements necessary. Subsequent soil testing that
wask required showed hydrocarbon soil contamination around the
tank.

Over the years, there were times that the tank did overfill, but
we would recognize that and clean it up, as it was in a reasonably
visible space, and we didn’t want oil showing up around the tank.

I thought that a minor excavation would correct an otherwise in-
significant problem. After the monitored excavation monitored by
IDEM, or Indiana Department of Environmental Management, I
was instructed to fill in the hole by IDEM field representative Phil
Eley. I thought the problem was behind me.

By August 1991, I had not received a no further action required
letter and discovered that IDEM would not approve or disapprove
my actions to date—letter also included in that—and further, to my
dismay, Phil Eley and most of the others that I had worked with
no longer worked with IDEM.

In February 1992, I needed to expand part of our building over
the contamination site. The cleanup process began to repeat itself.
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I hired Ontario Environmental to do a Phase II environmental
audit to determine the exact location of the remaining contamina-
tion.

After numerous calls and letters to local, State and Federal offi-
cials, including President Bush, Kathy Prosser, Commissioner of
IDEM, did respond finally and sent cleanup project manager Mi-
chael Anderson to oversee our project.

We partially demolished the building in question and excavated
yet more soil. In May 1994, after rebuilding the partially demol-
ished old building and building over the contaminationsite, Ashlee
Insco, a low-level clerk at IDEM, misread an engineering report
and reclassified us from special waste to hazardous waste.

Even with test results to the contrary, Ashlee Insco refused to
back off. Mike Penning, from IDEM’s Hazardous Waste Compliance
Section, drove up to Muncie to inform me that IDEM was in the
process of filing criminal charges against me.

This time I had to hire another consulting firm, Hydrotech of An-
derson, IN, utilize the services of Kerimeda Environmental again
and Barnes and Thornburg for legal work to defend myself against
these charges.

Ashlee Insco still refused to back off, and if it wasn’t for Mike
Anderson’s intervention, I have no idea where it would have gone.

The results. The contaminated soil is still there. I received ap-
proval from Mike Anderson to spread it out, and now it has grass
growing from it.

There is no groundwater contamination. It is not migrating, and
there is no threat to humans, plants or animals. I would guess that
the contamination did not come from our waste oil tank but from
the 1950’s or 1960’s, when a print shop was in the facility.

It will cost me an additional $90,000 to $150,000 to complete a
useless cleanup. I've wasted to date $55,919.11. I've wasted hun-
dreds of unproductive hours. I've invested $400,000 of my own
money in the real estate.

We now need to sell this property to finance a new facility. We're
just simply running out of room. But unfortunately, banks won’t fi-
nance property with environmental problems, therefore virtually
eliminating any potential buyers.

If I can’t sell my building on Granville Avenue, eventually I'll ex-

and, because we'll be forced to do it, but the loss of $150,000 to
5200,000 will certainly slow down growth. If we move to a larger
facility, I would estimate that we’ll hire and train 100 new people
within 19 months. If I elect not to move, we won't hire anybody.

The biggest cost to me, though, is how I now view my own Gov-
ernment. After years of continual attacks, I've come to look at them
as the enemy.

Small business people like me have many major obstacles to con-
sistently overcome. They can include foreign competition, changing
market trends or hundreds of others, but the biggest impediment
to growth for me is my own Government. Thank you very much.

[The prepared statement of Mr. Bartlett follows:]
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G. W. Bartlett Co., Inc.

HOUSE SUBCOMMITTEE ON NATIONAL ECOROMIC GROWTH,
NATURAL RESOURCES AND REGULATORY AFFAIRS
THURSDAY, MAY 16, 1996
TESTIMONY OF
GARY W. BARTLETT
PRESIDENT OF G. W. BARTLETT COMPANY, INC.

Thank you for asking me to testify to the House Subcommittee on
National Economic Growth, Natural Resources and Regulatory Affairs
about one of my experiences with government regulation.

I am Gary Bartlett, President of G. W. Bartlett Co., Inc. of Muncie,
Indiana.

I was asked by Congressman McIntosh to testify about the impact of
regulations upon my business and the resulting impact on employment.
This brief narrative describes only one instance of regulatory cost.
The overall cost of unnecessary regulation is difficult to

determine. For example, two EEOC claims in one year cost nearly
$100,000.00 to defend and we won both of them 1995 was a relatively
quiet year with regards to regulation. 1996 and 1997, however, could
prove to be extremely costly. The cost of unnecessary regulation is
not just the direct cost for attorneys, consulting firms,
construction or fines. There is a human cost. The money that we
have wasted could have been spent on making our business expand.
Expansion in my business equates to more employees. The following
defined regulatory cost could prevent us from hiring an additional
100 employees within the next 18 months.

I started G. W. Bartlett Company in October 1975 while working for my
dad and uncle at their tire store on Broadway Avenue in Muncie.
Before and after their normal working hours my brother and I rented
space and equipment from them to perform the necessary duties for my
newly formed company. We did mechanical work on foreign cars that
dad and Uncle Ed otherwise would have turned down.

The new business moved to 1912 Granville in October of 1976.
Although the business started primarily to work on foreign cars, it
has evolved over the years into a manufacturer of high end interior
trim components for use in the automotive aftermarket and the
original equipment market. We also manufacture leather golf
accessories. Our market place is about evenly split between Europe
and America.

We have grown from two people in 1975 to about 100 here in America
and 10 in our office in Kempston, England.

1912 “eerch Granville Avenue 317.289-1586
Muncie Indiana 47303-2701 800-338-8034. US & Canada
Uneed Seates of America 317.289-1251: Facsimile
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G. W. Bartlets Co., Inc

Of the government created regulatory problems that I have experienced
over the last 9 years (not the 19 1/2 that I have been in business)
including frivolous EEOC claims, non-existent OSHA infractions,
problems with the clean air act, problems with the clean water act,
compliance with the ADA, problems with COBRA compliance, and
complying with the FMLA an EPA (or IDEM) problem that I have has been
unsolvable.

In March of 1986 1 received a letter from the State Board of Health
asking me to report any underground storage tanks that were on my
property (see first letter in IDEM letter section). Being a good
citizen and a responsible business owner, I duly reported a

partially submerged 275 gal. crankcase waste oil tank. When we would
change the oil in a car we would pour the used o0il in a big funnel
inside of the bullding. The used o0il would go from the funnel
through the wall via a 3 inch pipe into this partially submerged 275
gal. tank.

In October of 1989 a heavy rain caused the tank to “float" up from
its position. As the tank was no longer being used, I made the 2nd
mistake. I decided to have it removed by the book (see first letter,
G. W. Bartlett Co. to IDEM). At that time (October 6, 1989), I had
no idea of the test procedures and reguirements necessary.

Subsequent scil teating required showed hydrocarbon soil
contamination around the tank. Over the years there were times that
the tank overfilled and o1l did escape. These times were rare and
were caught and rectified quickly.

I thought that a minor excavation would correct an otherwise
insignificant problem. After the monitored excavation I was
instructed to fill the hole in by IDEM Field Representative, Phil
Eley. I thought that the problem was behind me.

By August, 1991 (approximately) I had not received a "No Further
Action Required” letter and discovered that IDEM would not approve or
disapprove my actions to date (see Anne Black letter of September 11,
1991) and further to my dismay Phil Eley and the others that I had
worked with were no longer with IDEM.

In February of 1892, I needed to expand part of our building over the
contamination site. The clean up process began to repeat itself. I
hired Ontario Environmental to do a "Phase II" Environmental audit to
determine the exact location of the remaining contamination. After
numerous calls and letters to local, state and federal officials
including President Bush, Kathy Prosser, Commissioner of IDEM did
respond and sent Clean Up Project Manager, Michael Anderson to
oversee our project.

1912 Norih Granville Avenue 317-289-1586
Mouncie, Indiana 47303-2701 800-338-8034. US & Canada
United Stazes of America 317-289-1251: Facsimile
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G. W. Bartlett Co., Inc

We partially demolished the building in question and excavated yet
more soil.

In May of 1994 after rebuilding the partially demolished old building
and building over the contamination site Ashlee Insco from IDEM
misread an engineering report and reclassified us from "Special
Waste" to "Hazardous Waste'. Even with test results to the contrary
she refused to back off. Mike Penning from IDEM’S Hazardous Waste
Compliance Section drove up to Muncie to inform me that IDEM was in
the process of filing criminal charges against me.

This time I had to hire another consulting firm, Hydrotech, of
Anderson, Indiana, utilize the services of Kerimeda Environmental
again and Barnes and Thornburg to defend myself against these
charges.

Ashlee Insco still refused to back off. And if not for Michael
Anderson”s intervention 1 don”t know where it would have gone.

The Results

The contaminated soil is still here. I received approval from Mike
Anderson to spread it out and it now has grass growing from it.
There is no ground water contamination. It is not migrating, and
there is no threat to humans, plants or animals. I would guess that
the contamination did not come from our waste oil tank, but from the
1950”"s and 60°s when a print shop was in the building. It will cost
me an additional $90,000.00 to $150,000.00 to complete a useless
clean up. 1 have wasted $55,919.11. I have wasted hundreds of
unproductive hours. 1 own this building. I have $400,000.00
invested in the real estate. I need to sell this property to help
finance a much needed new facility, but unfortunately banks won’'t
finance property with environmental problems, therefore, virtually
eliminating any potential buyers. If I cannot sell my building on
Granville Avenue, I will eventually expand anyway. The loss of
$150,000.00 - 200,000.00 will certainly slow down growth. If we move
to a larger facility, I would estimate that we would hire and train
100 new people within 18 months. 1If I elect not to move, we won't
hire.

The biggest cost to me, though, is how I now view my own government.
After years of continual attacks I have come to look at them as the
enemy. Small business people like me have many major obstacles to
constantly overcome. Those can include foreign competition, changing
market trends or hundreds of others. But, for me the largest
impediment to growth is the current adversarial posture of the
Federal Government.

1912 North Granville Averue 317.289-1586
Muncie, Indiana 47303-2701 800-338-8034: US & Cianada
Uniived States of America 317.289-1251° Facsimile
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Mr. McIN10SH. Thank you very much, Mr. Bartlett. Let me say
your entire book of materials here will be put into the record.

Let me at this point say that I have been called to a meeting
with some of the leadership on this minimum wage issue.

So I'm going to deputize one of our members, Gil Gutknecht of
Minnesota, to Chair the meeting, after consulting with our Vice
Chairman, Mr. Jon Fox, and Gil will continue to do that.

I was wanting to ask one quick question out of order, if I could
have unanimous consent. What would you estimate as the percent-
age of your payroll which you listed in 1994 as being about $1.7
million, as a percent of that, what would you estimate your annual
cost to comply with regulations were during that year?

Mr. BARTLETT. I have done some homework on that and had our
accounting department put numbers together on 1994, and 1994
was a relatively easy year for regulation for us.

But of $1.7 million in payroll, we spent $30,456 on various fees
relating to Government compliance and regulation. So as a percent,
in 1994, about 1.7 percent of payroll or $406 per employee, and
that was an easy year.

Mr. McINTOSH. That was for outside consultants and fees?

Mr. BARTLETT. Yes.

Mr. McInTosH. Of that payroll, how many people on your staff
spend time doing paperwork to comply with Federal regulations?

Mr. BARTLETT. I would think that nobody on the production floor
does, but everybody in our office outside of the sales department.
We probably have 10 people that work on it, certainly not every
day all day long, but every week there is a problem that comes up
that some 1 or more of the 10 people that run the office have to
deal with it.

Mr. McINTOSH. Out of a total employee force of 100?

Mr. BARTLETT. Right now we are about 85 employees.

Mr. McINTOSH. On the line?

Mr. BARTLETT. Total employees in our Muncie facility.

Mr. MCINTOSH. As of today?

Mr. BARTLETT. As of today.

Mr. McCINTOSH. So part of the time well over 10 percent of your
employees are spending their time complying with Federal regula-
tion?

Mr. BARTLETT. That is correct.

Mr. McINTOSH. If you have a chance, when you get back, if it's
possible to give a rough estimate of that $1.7 million, how much
of that goes to pay people who spend time complying with regula-
tions. That would be helpful to the committee, and we’ll add that
to the record.

Let me say thank you to all of our witnesses for coming today,
on my behalf. We've got a great subcommittee of chiefly freshman
and will take your testimony and use it to continue to fight to roll
back these unnecessary regulations. So at this point I'm going to
turn over the Chair to Mr. Gutknecht who will continue with the
hearings.

Mr. GUTKNECHT [presiding]. OK. I'm going to yield to my col-
league from the great State of Washington, Representative Randy
Tate, for the purposes of an introduction.
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Mr. TATE. Thank you, Mr. Chairman. I'm very pleased to intro-
duce Judi Moody to the subcommittee, and I want to thank Judi
for traveling all the way back here to the other Washington, 3,000
miles away from her home, to deliver important testimony that this
committee needs to hear.

Judi is a small business owner from Sumner, WA, which is a
small city in western Washington. Her and her husband have
owned a small manufacturing representative business for years.

We had a hearing out in Washington State, and during the open
mic period Judi had the opportunity to speak for a minute or two.

And T can tell you both the chairman and myself are very im-
pressed with what she had to say and thought it was important
that Judi come all the way back here to Washington, DC, to deliver
this message directly.

Judi has also been active in citizens’ efforts locally, whether it be
limiting the size and scope of State government to protecting profit
rights of individuals in Washington State.

Let me tell you why. She has seen close and firsthand how Gov-
ernment regulations have squashed her opportunities to create a
second small business, and she is going to tell us a little bit about
that today.

Judi represents countless Americans out there that are trying to
open small businesses but many times shy away or are just flat out
discouraged by the regulatory process and burden that’s thrust
upon them.

I think the committee is going to have their eyes opened today
by some real insightful testimony. I just appreciate Judi and her
husband taking the time to come all the way back here and time
away from their business and family.

Mrs. Moopy. Thank you very much, Congressman Tate and peo-
ple of the subcommittee. I'd like to introduce my husband, Tom,
who came all this way with me. Thank you very much.

My testimony is, I suppose, very typical of a lot of people that
are going through the same things we are in trying to form a small
business, although certainly not quite as compelling as the gen-
tleman on my right, who just boggles the mind on what he has
gone through in his business.

But I want to say that, like Randy Tate said, we have a small
manufacturer’s representative firm, we have for about 16 years. We
have no employees at this time. We have subcontracting sales-
people who get paid on commissions on the sales that they do.

Unfortunately, given the recent changes in the retail and whole-
sale marketplace in this country, we feel that our time is limited
in the business that we're currently in.

As manufacturers and retailers across the country, profits are
squeezed. They’re downsizing. I guess you could say we’re the clas-
sic middlemen who are most at risk of being phased out of the eco-
nomic spectrum.

Like the fabled Willy Loman in “Death of a Salesman,” my hus-
band, who is in his early 50’s, feels that he has nowhere in the cor-
porate structure to start over, and I doubt that I would, either, at
this stage of our career. So in that regard, being the entrepreneurs
that we have always been, we have recently begun seeking out new
business opportunities, and we hit on an idea which we thought



15

would be relatively simple, which would be opening up a small pa-
perbick recycling bookstore and maybe serving espresso, coffee and
snacks.

I don’t know if you people are aware, but the other Washington
is famous for coffee, and espresso stands dot every corner like slot
machines and gas stations in Las Vegas.

So therefore, we thought, well, that’s a natural profitmaker. So
we went to a food convention in our local area, checking out the
opportunities with espresso stands and different food items and
things like that that we could sell in this little business.

We were, kind of, having a good time and going around from
booth to booth sampling all the food, looking at the espresso ma-
chines, comparing costs and all this, and we finally came to a booth
by the State of Washington Regulatory Agency called the Labor
and Industries Department, whereby we learned that before we
even secured a location and opened the door we would be besieged
by book after book and form after form of regulations—everything
from needing to provide industrial insurance for employees, chemi-
cal hazards awareness forms, general educational, medical first aid
requirements, personal protective equipment requirements—all of
this for the possibility of hiring one, maybe two employees to sell
books and serve coffee.

It seemed that we would need a lawyer before we would even
open the door, and having come out of a business that was not real-
ly regulated—the only regulations we faced are with the IRS, prop-
er reporting of our tax forms—this is sort of mind-boggling, and
we're only just touching the surface on local regulations. And I re-
alize I am talking about State and local regulations here, but the
very thought of dealing with so many layers of overlapping bu-
reaucracy between local, Federal, State, county and city, who
knows what each city requires, let alone the county?

And we hadn’t even got to the health department yet, let alone
tax reporting for having one employee, maybe two employees.

At the current time, for instance, we have a Keogh plan that cov-
ers my husband and myself for our retirement, and we've put into
this plan for the last 15 years.

But I understand if we hire one employee we have to contribute
equally to that employee. Whether or not we make a profit as a
business or not, we must contribute to that employee’s self-employ-
ment retirement plan.

It’s just like between this, that and the other thing, and not to
mention environmental regulations that we have gone through in
our lives with the property rights struggles, as Congressman Tate
mentioned, we are being squeezed every which way but loose in our
personal lives, with our property. It’'s enough to make one cry
uncle. Needless to say, after we left that convention with our spir-
its deflated thinking how are we ever going to be able to comply
with these requirements and still make a profit, let alone stay in
business, it’s just mind-boggling.

I'd like to take a minute to talk about minimum wage, since this
seems to be the current issue on the table as well.

Assuming we’re able to tackle the regulatory hurdles and do
manage to open a small bookstore, now we're being told that we



16

must pay our employees at least 90 cents an hour more than we
first planned should this new law pass.

When planning our store concept, we anticipated letting our em-
ployees keep all the tips from the espresso stand to supplement
their minimum wage.

They would also more than likely be part-time workers going to
college or possibly young mothers needing extra income.

The minimum wage bill Congress is contemplating would place
undue hardships on people like us who have no way of knowing
whether we’ll be able to weather the economic storm sure to beset
any new business.

And I'd like to make an aside comment on minimum wage. I
haven’t heard anybody while addressing this issue talk about em-
ployees that are on tips and commissions, and I think that’s a very
valid point.

If you're on minimum wage and you have a tendency to make
good money on tips and commissions, you're probably going to
make a lot more money than a lot of people that are at higher sal-
ary.

I know some shoe salesmen at Nordstroms that have been re-
ported to make about $100,000 a year strictly on commissions. So
I think this whole minimum wage thing really, really needs looking
into in a more realistic light than I've seen so far.

Furthermore, I maintain that people like us will become the em-
ployers of the future. As more and more corporate people become
c?stﬁways of the downsizing trends, we’ll be here to pick up the
slack.

If 'm able to hire one or two employees, maybe more, if success-
ful and I eventually franchise my idea, my one or two employees
could become hundreds.

For the sake of these employees of the future and small business
people everywhere, 1 beg Congress to implement common sense
regulatory reform.

We need all the help we can get just to get started. Don’t make
it more difficult than it already is by heaping scads of overlapping
regulations on top of each other day in and day out.

I could cite numerous horror stories other business owners have
relayed, but time does not permit hearing them all.

In closing, I want to thank you for listening. I don’t know at this
point what new business, if any, we will be entering into in the fu-
ture.

I would like to think that the Government is here to assist me
in providing the best business I can be to the community.

However, when I hear that phrase, “I'm from the government,
and I'm here to help you,” I'm tempted to run for the hills. Hope-
fully, you can make it better. Thank you so much.

[The prepared statement of Mrs. Moody follows:]
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COMMITTEE ON GOVERNMENT REFORM AND OVERSIGHT

TESTIMONY OF JUDI MOODY
MAY 16, 1996

Greetings: Thank you very much for the opportunity to speak before you
today about my concerns on governmental regulation and its effect on small
business. My husband and I own a small manufacturers representative
business in Washington state. We have no einployees, but work with
contractual sales people who assist us in selling our products. Given recent
changes in the retail and wholesale market place, we feel that our time is
limited in the business we are currently in. As manufacturers and retailers’
profits are squeezed, we are the classic "middlemen" who are most at risk of
being phased out of the economiic spectrum. Like the fabled "Willy Loman"
in Death of a Salesman, my husband who is in his early 50's fecls (hat he has
nowhere in the corporate structure to go to start over.

In that regard, being the entrepreneurs we have always been, we have
recently begun seeking out new business opportunities. We hit upon an idea
which we thought would be relatively simple--opening a paperback recycling
book store and serving espresso coffee and snacks. Well, we went to a food
show at aur Jocal convention center and had a wonderful time sampling all the
goodies and researching opportunities. At last we came to the State of
Washington's Labor and Industries table, whereby we leamed that before we
even secured a location and opened the door, we would be besieged by book
afier book and form afier form of regulations—everything from needing to
provide industrial insurance for employees, chemical hazards awareness
forms, general educational, medical and first aid requirements, personal
protective equipment requirements, and so on--all of this for the possibility of
hiring one, maybe two employees to sell books and pour coffee! It seemed
that we would need a lawyer before we even opened the door.
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I 1ealize that T am am speaking about State regulations here. But the very
thought of dealing with so many layers of overlapping bureaucracy--State,
County (as in health departinent), city--who knows what each city requires?--
and finally federal - tax reporting, both quarterly and yearly, pension plans
(we have a Keogh plan now and must cover any new employee we may hire),
etc. is enough to make us cry UNCLE!!

Needless to say, we left that convention, spirits deflated, thinking how are we
ever going to be able to comply with all these requirements and still make a
profit, let alone stay in business? Now T'd like to take a moment to discuss
the minimuin wage issue that has been gatheiing so inuch steam tately.
Assuming we are able to tackle the regulatory hurdles and do manage to open
a small bookstore, now we are being told we must pay our employee/s at
least 90 cents an hour more than we first planned, should this new law pass.
When planning our store concepl, we anticipated letting our employee/s keep
all the tips from the espresso stand to supplement their minimum wage. They
would also more than likely be pait-time workers, going to college or
possibly young mothers needing extra income. The minimwn wage bill
Congress is contemplating would place undue hardships on people like us
who have no way of knowing whether we will be able (o weather the
economic storins sure to beset any new business.

Furthermore, I maintain that people like us will become the employers of the
future. As more and morc corporate people becume castaways of the
downsizing trends, we will be here to pick up the slack. 1f I'm able to lure
one or two employees, maybe more if successful, and I eventually franchise
my idea, my one or (wo employees could become hundreds. For the sake of
these employees of the future and small business people everywhere, I beg
Congress to implement common scnse regulatory reform. We need all the
help we can get just to get started. Don't make it morc difficult than it already
is by heaping scads of overlapping regulations on top of each other day in and
day out. T could cite numerous horror stories other business owners have
relayed, but time does not permit hearing them all.

2-
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In closing, T want to thank you for listening. I don't know at this point what
new business if any we will be entering into n the future. I would like to
think that the govenunent is here to assist me in providing the best business |
can be to the community. However, when T hear that phrase: "I'm from the
govenunent and 1'm here to help you, {'m tempted to run for the hills™!
Hopefully you can make it better!

Many thanks,

JUDI MOODY
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Mr. GUTKNECHT. Mrs. Moody, 'm not sure we can make it bet-
ter, but we'd at least like to not make it any worse, and that’s part
of what this committee is doing.

Our crack staff has prepared just for your benefit, you 11ﬂ::robably
already know this, but for the benefit of everyone else, these are
all the Federal regulations and forms that a new business has to
comply with.

So when you say those magic words, “We’re from the Federal
Government. We’re here to help you,” this is some of the help that
you get when you decide that you want to go out and start a new
business in the United States of America.

Mr. TATE. Mr. Chairman, has the committee staff weighed that?

Mr. GUTKNECHT. No, but we should. That’s a good point, Rep-
resentative Tate. Mrs. Moody, the bells and whistles that you
heard going on were to announce that we have a series of votes.

So most of us, we're going to have to go over to the House floor
and vote. Representative Tate, did you have any other questions or
comments you wanted to make at this time?

And then I think what I will do is we will recess the committee
until about 10 minutes after 11. It would be my hope that we will
have a 15-minute vote and a 5-minute vote and could be back here
to reconvene about 10 minutes after 11.

And all of us do want to hear all of the testimony you have, but
I think that’s what we’ll do. We’ll go into recess now. We'll get back
here as soon as we can.

It would be my hope to reconvene at 10 minutes after 11. Thank
you.

[Recess.]

Mr. GUTKNECHT. 1 call the meeting back to order. We apologize
for the inconvenience to the people here to testify and our guests.

I'm going to now yield to my colleague from Arizona, Mr.
Shadegg, for the purposes of an introduction.

Mr. SHADEGG. Thank you, Mr. Chairman. I reserved any opening
remarks, but let me make some now. The gentleman I want to in-
troduce is, kind of, the average American story, born and raised in
northern California, served in the military with the U.S. Coast
Guard, graduated from St. Mary’s College, spent a period of time
in his life working for several large corporations, including General
Electric, Honeywell and IT&T.

Now he and his wife, Charlotte, manage Maroney’s Cleaners in
Phoenix, AZ. But the story he is going to tell is a story which I
think often gets lost here.

There is, of course, the rhetoric which surrounds this city, this
rhetoric which we hear on the floor, the President talking about
people endangering the environment or people endangering the
safety of workers by what we have tried to do.

Yet I think those remarks seriously demean the real discussion
which needs to go on. No one, absolutely no one wants to promote
or advance dirty air or dirty water.

My State, Arizona, is a pristine State. It’s a State in the West
settled late in the history of this country with an environment
which we all care about preserving.

The natural resources laws which we have passed, the environ-
mental laws which we have passed are indeed well-intentioned.
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But as we have already heard from the two witnesses who have
spoken to date in this hearing, those well-intended laws often have
unintended consequences which do grave damage.

It struck me listening to the people who have already spoken
today, that we’ve lost our sense of history, that we formed this Na-
tion to escape an all-powerful king, a central monarch that exer-
cised all authority and that presumed to know what was good for
everyone.

We went forward as a Nation with the idea that the genius was
not that America could create the best bureaucracy in the world
but rather that individual initiative and freedom and allowing peo-
ple to make choices in their own lives and decentralizing power
would make America great.

It, kind of, shocks me we have now come back to where each of
the witnesses here before us has talked about the fact that we have
so created today such centralized power and authority. It's much
like the monarchy we tried to escape and that the Founding Fa-
thers were concerned about not recreating.

Dick Walton and his wife Charlotte, as I indicated, operate one
of the dry-cleaning establishments in Phoenix. It's one of the, I
think, medium-size to large dry-cleaning establishments in Phoe-
nix, and his story is a story of not a businessman who wants to
rape and plunder his employees or the environment or the health
and safety of the people of our community but rather someone who
simply wants to run a business and who is concerned that the reg-
ulatory mechanism we have created is literally out of control and
doing real damage.

I think you will appreciate his testimony. I seriously wish that
more Americans could hear it, because when we polarize the de-
bate, I think we do damage.

This is a story about well-intended laws gone awry and about the
inability of us as a Nation to cope with that and simply return to
balance without it being politicized and somebody saying, no, the
other side wants to destroy all of the protections which the regu-
latory structure is intended to create.

I appreciate very much Dick Walton traveling here from Phoenix,
AZ, to tell this story. Dick, thank you very much for coming. I
know this takes time out of your business out of what you got to
be doing to earn a living.

But we very much appreciate your coming forward, because in-
side the beltway, we don’t hear messages like this often enough.

Mr. WALTON. Well, I certainly appreciate your giving me the op-
portunity to come here. 'm honored to be here. Actually, I'm de-
lighted to be here. I think it’s a wonderful city.

I wish that my wife Charlotte could be here, too. Regrettably, she
has to stay behind and run the business. In the 24 hours since I've
been gone, the compressor has burnt up, the manager from the
plant that she is managing has found out his father has died, and
he will be gone tonight through the weekend and through Monday.

One of the key employees I hired to substitute for route relief
drivers has decided to quit. The essence of small businesses is that
they’re small. There just aren’t that many people there.

Before I get into my testimony, I want to say thank you to Chair-
man MclIntosh and to Congressman Shadegg for this opportunity.
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Like Congressman Shadegg said, my name is Richard Walton, al-
though I'm comfortable with Dick. I, along with Charlotte, operate
Maroney’s Cleaners and Laundry in Phoenix, AZ. Maroney’s is an
85-year-old family laundry business. Founded in 1911, Maroney's
became a business before Arizona became a State.

Today, Maroney’s operates out of two plants, both in Phoenix,
with its 10 fleet trucks, seven route drivers and drive-through loca-
tions. It provides service to Phoenix, Scottsdale, Mesa and Tempe.

Naturally, as a business, Maroney’s has to comply with a great
number of Federal, State and local regulations. Payroll generation
alone requires compliance with IRS, Arizona Department of Reve-
nue requirements.

We pay an outside service $120 a week for payroll, $9 a week for
tax service. An outside service is also employed to help with unem-
ployment claims and U.S. labor laws like sexual harassment. The
cost for this service is $2,652 a year.

Laws affecting hiring practices like EEOC rulings, Immigration
and Naturalization Department policies necessitate periodic re-
views and possible reprinting of employee applications, manuals
and other internal company documents.

The act of hiring new employees, verifying IDs, making copies
and filling out I-9 forms requires a half hour per new hire.
Maroney’s must now become expert at recognizing illegal aliens
and detecting counterfeit documents.

We now are the Border Patrol. We have to stop the hiring of ille-
gal immigrants. You know, my feeling on that is if the Government
doesn’t want us to hire them, don’t let them in the country.

OSHA reporting, filing First Report of Injury, Form 200, requires
approximately 2 hours per injury. OSHA requirements for a safe
workplace sometimes cost more than necessary because Maroney’s
doesn’t own any buildings.

Landlords reluctant to make costly repairs wait too long causing
a chain reaction of repairs. OSHA also requires us to buy gloves,
masks, eye wash stations.

State and local requirements have added costs for backflow pre-
vention devices, annual inspections fees, alarm subscriber permit
fees, alarm penalty fees.

The Clean Air Act as administered by the State has added re-
porting requirements and annual permit fees. And of course, thou-
sands of dollars are spent each year to send off hazardous waste.

1 brought some exhibits here today, one of which is how I comply
with the Clean Air Act. I nailed the regulations to my wall for each
of the stores along with the permits and other forms that I have
to fill out. It’s the only way I can follow the paper trail.

By far, however, the regulations that have hurt us the most are
the environmental ones. These well-intentioned laws have uninten-
tionally harmed innocent people, drained off personal savings, de-
nied companies like Maroney’s the future benefit of retained earn-
ings.

Maroney’s, like other innocent parties, is on the path to financial
ruin trying to defend itself against unjust liability provisions inher-
ent in Superfund.
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Like many of the Nation’s 30,000 dry-cleaners, Maroney’s is at
risk for the use of perchlorethlyne, the primary cleaning solvent
used by most dry-cleaners.

Whenever perch is discovered, dry-cleaners are blamed. I'd like
to explain now how some of these events unfold and stunt our eco-
nomic growth. Perhaps, too, we can explore how some of this Na-
tion’s glory is lost when we create and condone those unjust laws.

The Maroney’s story begins in 1989. As I told you, we have two
stores, one in central Phoenix and one in east Phoenix.

The east Phoenix store in 1989 came under inspection because of
discovery of perchlorethlyne in water wells in a 6 square mile area.

The site was tested October 4, 1989, by Earth Technology Corp.
for the Arizona Department of Environmental Quality as part of an
investigation of the east central area. The laws in Arizona that re-
semble Superfund are called WQARF, Water Quality Assurance
Revolving Fund. They have all of the heinous liability provisions
that Superfund has.

Our potential liability at that time was unknown. Because 100
jobs were at stake, I spent the better part of the day watching
those tests.

I knew that the employees inside that building were at risk. I
knew that building had been there 30-some years. I waited months
to find out what the conclusions were of those tests. I watched the
oscilloscope. It doesn't mean too much to me. Then, they made the
18-foot test.

I asked them if they had inspected other dry-cleaners that day,
and they said yes. I said, “Did you find anything?”’ “Yes, 3,000
parts per million.” And I said, “Well, do you use the same tube?
If you're going to sniff the air underground—” “Well, change the
tube,” they said.

They sent the probe down, and I watched the oscilloscope again.
They changed the tube, and they made the test again. I can still
hear the sound of the inspector’s voice ringing in my years. “You've
got mighty clean dirt down there, Mr. Walton.” And I said, “Why
is that?” He said, “Well, it’s reading 2.8 parts per million, and the
background air is three parts per million.”

That was half the test. The other test was a core sample, which
they would do under microscope. For some reason, I wasn’t allowed
in the mobile lab to see what those tests were, but I waited months
to find out what the conclusions were of those tests.

Essentially, the State came back and said in a roundabout way
that the parts per million averaged, like, about 15. I couldn’t quite
figure how they got that, since I'd seen the oscilloscope read 2.8.
But 15 appeared to be the threshold for further investigation, and
I didn’t hear anything more. Many of my competitors in that 6-
quarter-mile area have been under the gun for how many years
now, 7 years.

To some degree, I was relieved to think that the man that had
operated that site for 30-some years had maybe not fouled his nest.

But in 1992, my wife was notified—I always thought we owned
two businesses. She was notified about a site in west Phoenix that,
apparently, the Maroney’s Corp. had owned 23 years ago. And ap-
parently, our name on a deed was enough to involve us in a larger



24

contaminated site. This was a site of 25 square miles with 200 pos-
sible responsible parties.

The lawyer, Jim Barick was his name, was quite adamant that
Maroney’s certainly must have done something there. I don’t know
what, because the same manager that operated the site that I just
described the testing on also founded that business.

Maroney’s sold that business 17 years ago. They only operated it
for 6 years. To my understanding, it was a state-of-the-art busi-
ness.

My wife Charlotte and her father were in the equipment sales
business. They sold laundry and dry-cleaning machinery, and their
partner, who was an active partner—they were silent—was able to
buy the best equipment possible.

So I doubt very much that that site could have contributed to the
25-square-mile aquifer contamination. It’s very difficult for dry-
cleaners to contaminate because all of their solvent is contained
within steel tanks within machines. Even though the machine is
very similar to a home washer, unlike a home washer, you do not
pull a plug and drain solvent to the sewer. You recycle it through
a distillation process, and you reclaim it and you reuse it. Our in-
dustry, however, thinks that over time perhaps the disposal of
wastewater, which is a byproduct of the humidity that is in clothes
that comes out of the distillation process, that is separated in the
separator—perch, by the way, is quite heavier than water.

It’s 13%2 pounds per gallon, as opposed to 8 for water. So it sinks
to the bottom of water containers, and we have a device on the ma-
chine that’s very similar to a turkey grease and juice separator in
home cooking. One chemical is at one level, and the other is at an-
other level. So we separate the two very often.

Over the years, dry-cleaners have put that water down the
sewer. We've now learned that sewer systems leak, that sewer sys-
tems are not seamless tubes. They’re segmented sections of jointed
pieces, and they do, in fact, leak. And it’s believed that maybe over
time the trace amounts of solvent have accumulated in these joints
and leaked into underground aquifers.

The other possibility is that filters that were taken out of dry-
cleaning machines and thrown in dumpsters, and dumpsters may
have leaked. So some sites have gotten contamination that way.

The upshot of this is that you lose your constitutional rights in
this sort of engagement. EPA doesn’t have to take you to court and
doesn’t have to find you guilty.

The liability provisions of SERCLA and WQARF allow them to
assess you fines. We did the prudent thing. We hired an attorney.
Our only defense was that I don’t think we did anything wrong.

When I came back here in 1993 to lobby Congress, we had spent
$60,000 trying to say I don’t think we did anything wrong. Today,
we have spent over $200,000.

As you can well imagine, in a small company, $200,000 would go
a long way toward replacing equipment, paying additional wages.
It would buy us a building. It would replace our 10 fleet trucks,
which cost about $25,000 apiece today.

The man, Jim Barick, who was the opposing attorney in this
case, turns out to be the author of the Arizona WQARF legislation.
Jim Barick has since renounced his position on that and has joined
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with me and other victims to create legislation in Arizona that re-
peals some of these liability provisions.

I'd like to give you a sense of the feeling that we have going
through this. I know that all of these stories are important, and if
I just relay the facts to you, I don’t think you'd go away with an
understanding today of how grave these issues are.

My kids don’t want to go in business. My kids are afraid to in-
herit the business. My kids are afraid that we’ll die, and they’ll be
responsible for it.

1 want to say if future generations don’t want to become entre-
preneurs, where will the entrepreneurs of tomorrow come from,
and where will young people go to work? Government?

How many jobs can Government create? Do people have to go to
law school to go into business today? I don’t know what the end
to this problem is. It has some ugly facets to it.

I don’t know how you clean up a 25-square-mile contaminated
area. To me, it’s like Lake Michigan with a straw. First of all, you
can’t touch it. The solvents that we have would go to the bottom.

Second, there is over 200 possible responsible parties in that
area. There are some big players like Reynolds Metals, Van Waters
and Rogers brought in solvent by the train car load. There is cast-
ing firms, even the county.

There is also some other sad aspects. The $200,000 that we spent
on our attorney, of course, has just gone for attorneys fees. Nothing
has been cleaned up, and in most cases, nothing ever will be.

I don’t know how much it costs to clean up an area that big. $100
million? Who knows? But today our attorney is being approached
by the county, and they’re asking him to come to work for them.

To me, this seems like an unethical situation, and I feel for my
wife, who has suffered the brunt of this. Like I say, I don’t know
what the end is.

When I look out the front door of my central location, this is
what I see. It's an 1l-story building. Underneath the 11-story
building is five layers of underground parking. These people, ap-
parently, are suffering contamination from underground petroleum
storage tanks and have spent over $1 million trying to pump water.

Before I came here, 2 weeks ago they sent us a letter threatening
us with suit. Co-mingled with that petroleum are trace amounts of
perchlorethlyne.

So we are about to go under the knife again, and I don’t know
how much a small business can pay for a defense. Somehow, some
way we need some kind of regulatory relief that recognizes the peo-
ple’s right to survive.

I don’t think pollution is anything new. I think it has probably
been with us since prehistoric times. Surely, somebody brought
home an egg with poop on it, and it was thrown out of the cave.
Surely, somebody urinated too close to the water supply was
warned.

The point is I think that many rational people know what to do.
They clean up, and they go on. But with today’s Government, there
seems to be some desire to kill you.
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It’s not enough to somehow work out a solution that allows you
to survive. They somehow have to squash you. I guess why I'm
here is to try and defend the 100 jobs that have been in existence
for almost 85 years.

[The prepared statement of Mr. Walton follows:]
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¥ am honored to be here today and grateful for the attention given to my
testimony. [ want to thank Chairman McIntosh and Congressman Shadegg
for this opportunity.

My name is Richard Walton (I am comfortable with the name "Dick”).

I along with my wife Charlotte operate Maroney's Cleaners & Laundry in
Phoenix, Arizona.
- Regrettably she cannot be here today.

Maroney's is an 85 year old family laundry business. Founded in 1911,
Maroney's became a business before Arizona became a state.

Today, Maroney's operates out of two plants, both in Phoenix. With its 10
fleet trucks, 7 route drivers and convenient drive-thru locations it provides
service to the Phoenix area, Scottsdale, Mesa and Tempe.

Naturally as a business, Maroney’s has to comply with a great number of
Federal, State and local regulations.

Payroll generation alone requires compliance with LR.S. and Arizona
Department of Revenue requirements. We pay an outside service $120. per
week for this service ($9.00/wk for Tax Service)

Other Employee Costs are:

F.LC.A. @ 7.65% of Gross Wages

S.U.L. @ .51% of first $7,000 of each employee's wages.

F.UT.A. @ .80%

Workers Compensation Insurance - $2.82/5100 for each employee.

An outside service is also employed to help with unemployment claims and
U.S. Labor Laws like Sexual Harassment. The cost for this service is
$2,652/year.

Laws affecting hiring practices, like E.E.O.C. rulings, Immigration &
Naturalization Department policies necessitate periodic review and possible re-
printing of Employment Applications, Manuals and other internal company
documents.

The act of hiring new employees, verifying i.d.'s making copies and filling out



28

1-9 forms require 1/2 hour per new hire. Maroney's must now become expert
at recognizing illegal aliens and detecting counterfeit documents.

0O.S.H.A. Reporting - Filing First Report of lnjury/Form #200 requires
approximately 2 hrs. per injury.

O.S.H.A. requirements for a safe workplace sometimes cost more than
necessary because Maroney's doesn't own any buildings. Landlords, reluctant
to make costly repairs wait too long, causing a chain reaction of repairs.
0.S.H.A. also requires gloves, masks and eye wash stations.

State and Local requirements have added costs for Backflow Prevention
Devices, Annual Inspections fees, Alarm Subscriber Permit Fees and Alarm
Penalty Fees.

The Clean Air Act as administered by the State has added reporting
requirements and annual permit fees. And of course thousands of dollars are
spent each year to send off Hazardous Waste.

By far however the regulations that have hurt the most are the environmental
ones. These well intentioned laws have unintentionally harmed innocent
people, drained off personal savings, denied companies like Maroney's the
future benefit of retained earnings.

Maroney's like other innocent parties is on the path to financial ruin trying to
defend itself against unjust liability provisions inherent in Superfund,
C.E.R.C.L.A. and W.Q.A.RF.

Like many of the nations 30,000 dry cleaners Maroney's is at risk for the use
of perchlorethlyne, the primary cleaning solvent used by most dry cleaners.
Whenever perc is discovered dry cleaners are blamed.

I'd like to explain how some of these events unfold and stunt our economic
growth. Perhaps too, we can explore how some of this nations glory is lost
when we create and condone these unjust laws.

In conclusion 1 would pray for this committee's consideration for regulatory
reform.
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Mr. GUTKNECHT. We want to thank you for your testimony. If
you want to summarize, we do want to try and keep as close to the
5-minute rule as we can.

Mr. WALTON. I recognize that all these stories are important, and
in the 3 years I've been involved with this, there are just thousands
of cases like this.

I just wanted to give you a sense for the feeling of what it is to
go through this and for the uncertainty of the future and how it
affects our country. And I certainly appreciate the opportunity to
express those feelings.

Mr. GUTKNECHT. Well, Mr. Walton, I don't suspect this makes
you feel all that much better, but we have been having field hear-
ings and hearings here in Washington for now a year and a half,
and you are not alone.

You represent the views of an awful lot of small business people
who, as Ross Perot said, feel like the Government is coming at
them rather than coming from them.

I do want to acknowledge at this time the ranking member of
this subcommittee, a colleague of mine from Minnesota, Collin Pe-
terson. Congressman Peterson, do you have an opening statement?

Mr. PETERSON. Thank you, Mr. Chairman. I appreciate you all
having this hearing. I have got a dry-cleaners in my district that
has given me the same kind of stories and testimony. So I sym-
pathize with what you’re up against.

I really have been one of those on this side of the aisle that have
been trying to help to undo some of these regulations and bring
some sense to them. Unfortunately, we haven’t been able to get
much moving over in the Senate.

I apologize for being late today. The problem is that I had four
committee meetings going on at the same time this morning, three
of which are all out of this same committee, which seems to me we
could do a little better job of scheduling some of this stuff, I would
hope.

I'm going to have to go back to the hearing on the National
Cheese Exchange, which is going on in the Agriculture Committee.

I just want to note that it’s somewhat ironic that we're having
these coinciding hearings, one of which is trying to alleviate Gov-
ernment regulation, and this other one that I'm going to the major-
ity is trying to regulate something that most of us on the Demo-
cratic side think is working pretty well in the private sector.

So I think it’s somewhat ironic that we have another committee
going on where the Democrats are defending the free enterprise
system, and the Republicans are trying to regulate it and screw it
up.
I don’t know exactly what all that means, but we have a very
simple situation where the National Cheese Exchange, it operates
so efficiently and so simply that they’re in trouble.

It costs $600 a year to belong to this exchange. They sell carloads
of cheese. The buyer pays $50. The seller pays $50. They meet a
half an hour every Friday, and they’re trying to do away with it
and set up a Government system whereby we’ll spend millions of
dollars trying to get the Government to figure out what the price
of cheese is rather than this simple exchange in Green Bay, WI.
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So I have to go back over there and participate in that. Mr.
Gutknecht and Mr. MclIntosh, I would implore you to go over to
talk to your colleagues in the Agriculture Committee and get them
to rein in some of what they’re doing over there.

So I thank you for holding this hearing. I will continue to work
with you to try to eliminate some of these regulations and apolo-
gize for not being able to be with you the rest of the hearing.

Mr. GUTKNECHT. Thank you, Congressman Peterson, and I think
it demonstrates that the temptation to regulate is not a singularly
partisan issue. Some of our folks want to do that as well.

I also want to welcome Congresswoman Slaughter to the hearing.
Do you have an opening statement that you’d like to share?

Ms. SLAUGHTER. I don’t. Thank you, Mr. Chairman. You know
this committee is having two subcommittee hearings at the same
time. So I'm just going to try to bounce from one to the other the
best I can. Thank you.

Mr. GUTKNECHT. Thank you. I would now like to welcome Mr.
James Jackson, who operates four Amoco stations in the Washing-
ton, DC, and Maryland area. Welcome, Mr. Jackson.

Mr. JACKSON. Good afternoon, Mr. Chairman, and good afternoon
to the members of the committee also. My name is James Jackson,
and I'm president of the WMDA Service Station and Automotive
Repair Association and the owner of four Amoco stations in Wash-
ington, DC.

Our association represents 1,500 service station dealers and
automotive repair owners in Maryland, Delaware, and Washington,
DC. I am also my association’s delegate to the Service Station Deal-
ers of America.

To get right to the point, regulations directly affect decisions I
make in the area of employment. When I cannot pass the costs of
these regulations to the consumer, I look at my staff and see where
I can cut back on employee hours. And when the times are really
tough, I decide if I can afford an employee at all.

Another consideration, when dealing with regulations, is the
time I have to spend filling out forms and dealing with regulators
on the phone. Let’s look at the various industry fees that my serv-
ice station pays.

In addition to their costs, please keep in mind that the compli-
ance of these regulations take a lot of time, time I could spend
training employees or pitching in at the cash register or working
the pumps during the busy times, and yes, time I could use spend-
ing with my family.

Now, I know that we need regulations. We need them because
we have to have standards that businesses must meet so we can
have clear air and water.

I was delighted when my daughter took a job with Prince
George’s County, our neighboring county in Maryland, the County
Department of Environmental Regulatory Affairs, because I know
she would have to serve the public, and she enjoys doing that.

But we need to have smart regulations that work. Let me give
you an example of what I am talking about. In the District, there
are some people that inspect pumps, meters and underground stor-
age tanks.
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Instead of three groups of people, three agencies showing up at
different times, one group does it all. I know them, and I trust
them.

The DC government made sure that we could do that with one
person and eliminate having several different people come in doing
several different jobs, and that’s time I can also spend by doing
that, more time with my employees and training.

If this is a government of the people, it should do more things
like that. Now, let’s look at what I spend on regulations with em-
ployees in a year.

I have 18 full-time employees and about eight part-time, which
mostly work part-time weekends, work various different jobs, just
working weekends filling out for some extra income. Of course,
these numbers change from time to time, but it's a pretty good in-
dication of what an employee costs at my station.

I have it broken down that Workmen’s Comp costs about $1,000.
Unemployment insurance is about—this is per month. Unemploy-
ment insurance is about $450.

The UST nozzle and pump inspection is about $525, and tire fee
is about $800 a year. Water and sewage is up about $1,000. Tank
registration is about $4,000 per year.

That $4,000 is $1,000 per tank that we have to pay just to reg-
ister the tanks, that still has to be inspected by the Government
just only to sell gasoline. And on top of that, we have sales tax.
That comes to over $30,000 for a year in fees and inspections,
about $2,000 per employee per year. Taking into account the hours
worked by part-time employees, I spend about $2,000 per full-time
employee. Let’s look at what the dealer pays, the money that goes
out on our profit on a gallon of gasoline, regular unleaded gasoline.

We have a DC fuel tax which is 20 cents per gallon. We have the
Federal tax which is 18.3 per gallon. We got a credit card fee. The
credit card fee that I pay per month on any Government trans-
action that comes into my station is 3 cents per dollar to fuel a
Government vehicle or any noncompany credit card that’s used. I
have to pay a fee for using that credit card.

I have to pay increased rents, and the rent is increased due to
the Stage 2 updates. If I have to have new pumps put in or new
hoses and underground storage and that kind of stuff and it’s done
on my location, then my rent goes up accordingly and spread out
over 20 years to pay for that update, let alone the update that the
company wants on their investment. So each year I look for a rent
increase regardless whether I make any money or not.

OK. Out of that I still have to pay payroll. I have to pay my
rent—this is what I just spoke about—insurance and utilities.

As you can see, the dealers are not benefiting from the current
price increases. Our profit margins are lower than they have been
in some time.

And it is important to remember that while the oil companies
have to absorb these taxes and regulations, too, dealers are the
ones who face the consumer on a daily basis.

Therefore, the market will only allow us to make so much profit
on a gallon of gasoline. So please remember that with the fuel tax
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and other environmental regulations, with small businesses like
ours, it’s not long before the cost of doing business is so great that
we have to lay off people and, in some cases, we have to close our
doors permanently. Thank you for the opportunity to speak.

[The prepared statement of Mr. Jackson follows:]
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Subcommittee on National Economic Growth, Natural Resources and
Regulatory Affairs

EFFECT OF REGULATIONS ON EMPLOYMENT

Good afternoon Chairman McIntosh éend memzers of the Committee.
Yy name 1s James Jackson and I em President of the WMDA Service
Station and Rutomotive Repair Association and the owner of three
AMOTO stations in Washington, D.C. Cur 2ssocieation represents 1500
sezrvice station dealers and repair shop owners in Maryland,
Telaware and wWashington, D.C. I amalso my 2ssoclation’'s delegate
to the Service Station Dealers of America.

To get right to the point, regulations directly affect
decisions I make in the area of employment. When I cannot pass the
cost of these regulations on to the consumer, I look at my staff
and see if I can cut back on employee hours, or when times are
really tough, I must decide if I can afford them at all.

Another consgideration when dealing with regulations is the
time I have to spend filling out forms and dealing with regulators
on the phone. I have provided a list of the various industry fees
a typical Maryland service station pays. 1In addition to their

costs, please keep in mind that compliance for these regulations
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takes a lot of time. Time I could spend training employees, or
pitching in at the register or pumps during busy time. And ves,
time I could be spending with my family.

Now, I know we need regulations. We need them because we have
to have standards that businesses must meet so that we have clean
air and water. I was delighted when my daughter took a job with
the Prince George’s County Department of Environmental Resources
because I knew she would serve the public. But we need smart
regulations that work. Let me give you an example of what I am
talking about. In the District, the same folks inspect fuels, pump
meters, and underground storage tanks. Instead of three groups of
people from three agencies showing up at different times, one group
does it all. I know them and trust them. The D.C. government made
sure they could do not do one, but several jobs, just as I do with
my employees. The District and all other govermnments should do
thﬁs a lot more.

Now let’s look at what I spend on regulations for an employee
in a year. I have full time employees and

employees.* Of course these numbers change from time to
time, but this is a pretty good indication of what employees cost
at my stations.

WORKERS COMPENSATION

UNEMPLOYMENT INSURANCE

UST/PUMP METER/FUEL INSP.

TIRE FEE

ARENA FEE (FORMERLY PUBLIC SAFETY FEE)

USED OIL

1998 EPA UST UPGRADE

WATER/SEWAGE

OTHER LICENSES
SALES TAX
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Taking into account the hours worked by part time employees,

I spend per full time employee.

Now let’s look at where the dealers’ money goes for a gallon
of regular unleaded gas.

RACK PRICE (less tax)
TAX/REGULATIONS:

D.C. FUEL TAX 20.00
Federal Fuel Tax 18.3
Environmental Costs _
TOTAL

As you can see, dealers are not benefitting from the current
price increases. Our profit margins are lower than they have been
in some time. And it is important to remember that while the oil
companies have to absorb these taxes and regulations too, dealers
are the ones who face the consumer on a daily basis. Therefore,
the market will only allow us to make so much from a gallon of gas.

So please remember that whether its fuel taxes or other
environmental regulations, with small businesses like ours it’s not

long before the cost is so great that we have to lay people off.
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Mr. GUTXNECHT. Thank you, Mr. Jackson. Now we’re going to
turn to Mr. Alexander. Tom Alexander is the owner of T.J. Alexan-
der & Sons. Can you tell us a little bit about your story?

Mr. ALEXANDER. Yes, sir. Thank you, Mr. Chairman, and mem-
bers of the subcommittee. My name is Tom Alexander. It's J.T. Al-
exander & Sons, Inc. It's a small, independently owned petroleum
marketing company in Mooresville, NC.

We come from a very small rural community in Piedmont, NC.
We started the business, my dad did, in 1935. I joined him in 1961.
We have about 36 employees, from truck drivers to transport driv-
ers to members who work in convenience stores, to clerks who work
in the office.

In addition, our company serves about 150 fuel oil customers in
our area. However, we have two companies that we sell to that
serve some 900 customers in rural North Carolina.

A lot of these are farmers. A lot of them are senior citizens who
still live in rural America, who burn kerosene and fuel oil in their
heaters.

By the way, this past winter was extremely cold, even in North
Carollina, and we had to have a lot of supply available for these
people.

We're at about a 75-mile radius around our area that we serve.
The largest city is my home town of about 30,000 people. I'm here
today testifying not only on the behalf of my company but on behalf
of Petroleum Marketers Association of America, known as PMAA,
and the National Association of Texaco Wholesalers.

To put it simply, Government regulations are the bane of my ex-
istence as a small business person. In a recent survey done by
PMAA of over 800 marketers who responded, Government regula-
tions have been the biggest obstacle in our growth and success over
the past 10 years.

Excessive Government regulations cost jobs and raise consumer
prices. I know that as a small business person, in my business,
more and more I have to make decisions on whether or not I will
open or close an outlet based upon Government regulations. These
dfcisions mean fewer jobs and less compensation in the market-
place.

For instance, as my colleague to the right said, we pay over 41
cent per gallon in Federal and State taxes on each gallon of gaso-
line that’s sold.

This costs us about 5 cents a gallon just for regulations that we
have to pay on all the gasoline that we sell.

Many locations that we're very concerned about have closed in
the rural area of our State, basically, because they could not meet
the regulations of the underground storage tanks, when it costs
about %1:215,000 to up grade a tank and you're not selling the quan-
tity of gasoline to even break even over a 6-year period.

So we have a number of locations that have closed. This, in turn,
loses business in our area, and it causes unemployment.

Nowhere has the impact of governmental regulations been felt
greater than in recent developments of petroleum product market.

As a retailer of motor fuel, everyone wants to know why has gas-
oline and diesel fuel prices gone up so much. So to say the least,
we're the guys wearing the black hat.
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The wholesaler is looked at as the guy that causes this. We sell
to retailers. The retailers come to us and want to know, “Why are
you raising the price of gasoline?”

The price of gasoline is based upon a raise in price from the re-
finer and from the marketplace. There are many factors that have
contributed to the price increases, and they've been well detailed.

One very significant contributor of price increase that has re-
ceived very little attention, and that is the Government’s role.

In just the last 3 years, Congress has mandated the use of three
new fuels—one, diesel fuel that is dyed that goes into on-road,
oxygenated fuels and reformulated gasoline.

These are just a few of the major new fuels. In addition, there
are areas that require an RVP gasoline that has a low RVP rating.

Of course, then, there is California that has diesel and fuel and
gasoline that’s unique just to that State. Under normal cir-
cumstances, all these regulatory changes would have severely
taxed the petroleum storage and distribution infrastructure, but
these are not normal circumstances.

In addition, Federal regulations regarding above and below
ground storage tanks are being implemented in tandem with these
requirements for new fuels.

The effect of these regulations has discouraged the construction
of new storage facilities and simultaneously encouraged the closing
of others.

So at a time when additional storage capacity was needed to ac-
commodate additional fuels mandated by Government regulations,
other regulations were reducing the fuel storage available.

The historic brilliance of our country’s petroleum supply and dis-
tribution system has been its flexibility. If there was a problem in
one area, supply could be shifted.

But with these new fuels that have to be mandated by the Gov-
ernment, this flexibility no longer exists. The truth is that Govern-
ment regulations have contributed significantly to the erosion of
the petroleum marketing, storage and distribution infrastructure.

The margin for error is less than it has ever been before. It is
inevitable that the price of gasoline will attract a lot of political at-
tention.

When prices are low, everything is quiet as people accept the fact
that the market works. However, when prices rise, it somehow sig-
nals that the market no longer works.

Of all the suggestions for the Government action to reduce
prices, the only one to have any real affect would be the repeal of
the 4.3 cents a gallon Federal excise tax, but that, too, has got a
few problems.

As reported from the Ways and Means Committee, the tax repeal
would not provide a refund for retailers like myself for gasoline
that’s in the storage tanks on the effective date of the repeal.

But what’s even more inequitable is not providing a refund for
floor stocks tax is that when the tax is reimposed on January 1997,
these same retailers must pay a floor tax on the fuel in inventory
at the end of the year.

How is it that the IRS can process my floor tax stock refund but
can'’t figure a way out to tax me? I strongly urge that this problem
be rectified before enactment.
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Either we should get a refund and then pay the floor stock tax
and then the excise tax is reinstated, or we should get no refund
and pay no floor stock tax.

The only way to guarantee that tax repeal will be totally passed
through is to impose some form of Government price controls. The
Government imposed those controls in the 1970’s, and the prices
were much higher then than they are today.

Those who seek guarantees today would be the first to object if,
when these taxes are increased, there was a mandate to pass them
through.

One could look at what happened when the excise tax question
was originally imposed and wonder whether it was ever passed
through to customers. In 1993, the price fell 6 cents a gallon.

There is no way to tell whether the tax would go to the consumer
because gasoline prices may increase. The marketplace will control
exactly what happens.

So we don’t know, whether the tax is repealed, whether it goes
directly to the consumer or whether the price of gasoline in the
marketplace will go up and down.

In conclusion, Mr. Chairman, Government involvement is largely
to blame for the volatility of the petroleum markets today, but in
terms of addressing this volatility, the less Government does the
better we are.

As was stated, I also have three sons who are in my business.
It’s a very big concern of theirs about whether or not they should
stay in the petroleum marketing business.

We have over 112 storage tanks underground. We have to spend
a great deal of money every year. Somewhere in the neighborhood
of $100,000 per year over the last 10 years was spent to meet regu-
hations, to line tanks to bring it into regulations of the EPA man-

ates.

This comes up to around 4 to 5 cents per gallon of everything
that we sell. So we ask you to certainly think about and to help
us, as business people, that we might be able to survive in the mar-
ketplace and that we might be able to do a better job to create
more jobs for people so that we have them working for us and that
we might, in turn, be able to make a profit in our business. I thank
you very much.

[The prepared statement of Mr. Alexander follows:]



40

Testimony of Mr. J.T. Alexander, Jr.
J.T. Alexander & Son, Inc.
Mooresville, N.C.
on behalf of the
Petroleum Marketers Association of America (PMAA) and
the National Association of Texaco Wholesalers (NATW)
Before the Subcommittee on National Economic Growth, Natural Resources and Regulatory
Affairs
May 16, 1996

Thank you Mr. Chairman and members of the subcommittee. My name is Tommy (J.T.)
Alexander, Jr. I am the President of J.T. Alexander and Son, Inc., a small, independent family
owned petroleum distribution business in Mooresville, NC. My company has been in business
since 1935 and has 36 employees. In addition, my company serves over 150 customers and 28
locations and the business spans a radius of 75 miles in primarily rural areas. I am testifying today
on behalf of the Petroleum Marketers Association of America (PMAA) and the National
Association of Texaco Wholesalers (NATW),

PMAA is a federation of 41 state and regional trade groups representing some 10,000 small,
independent petroleum marketers. Collectively these 10,000 marketers sell half the gasoline, three
quarters of the home heating oil and 60% of the home heating oil consumed in the U.S. annually.

NATW is a national organization representing 500 branded Texaco wholesalers and convenience
store operators from 44 states. In addition, nearly 200 supplier associates, former Texaco
wholesalers, and marketers of other branded and unbranded petroleum products are NATW
members.

Mr. Chairman, to put it simply, government regulations are the bane of my existence as a small
business person. And, if a recent survey done by PMAA is any indication, I am not alone.
According to the 800 marketers who responded to that survey, government regulations have been
the biggest obstacle to their growth and success over the last 10 years. Sadly, these same marketers
predict that government regulations will remain their biggest obstacle over the next 10 years.

1 hope the efforts of this subcommittee will prevent that prophecy from coming true.

Excessive government regulations cost jobs and raise consumer prices. Intuitively, I know that as a
small business person and | bet it can be easily proven by an economist. Nowhere has the impact of
government regulations been felt greater than in the recent developments in the petroleum products
markets.

As a retailer of motor fuels, everyone wants to know why the price of gasoline and diesel fuel has
gone up so much. My customers want to know: the media wants to know; and the government
wants 10 know.
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There are many factors that have contributed to the price increases and they have been well
detailed. The one. very significant, contributor to the price increase that has received very little
attention has been the government’s role.

Over the past 10 years, Congress has enacted and EPA has enforced with great zeal, several
environmental laws which are contradictory in terms of the way they apply to the petroleum
industry. In just the last three years, Congress has mandated the use of three new fuels. On October
1, 1993, EPA required that all diesel fuel burned in on-highway vehicles be low-sulfur. In 1994,
oxygenated fuels were mandated for many parts of the country. On January 1, 1995, several areas
were required to have reformulated gasoline. To make these new fuels, refiners had to make great
investments in their plants in order to comply with the new laws.

These are just the major new requirements.In addition, there were other areas that also required
different types of fuel. Many areas required gasoline with a lower reid vapor pressure to meet
Clean Air Act requirements. Some states increased the amount of oxygenate added to the fuel over
and above that required by EPA; some states mandated which oxygenate had to be used to meet
this requirement.

Some states decided 1o “opt-in” to the reformulated gasoline program, which EPA regulations
allowed them 1o do. At the last minute, some of these same states decided to opt-out of the
program, which EPA also allowed them to do leaving the industry to hold the bag. And then of
course, there is California which has a diesel fuel and a gasoline that it is unique to that state.

Under normal circumstances, all of these regulatory changes would have severely taxed the
petroleum storage and distribution infra-structure. But, these were not normal circumstances. In
addition, federal regulations regarding both above and below ground storage tanks were being
implemented tn tandem with these requirements for new fuels. The effect of these regulations was
to discourage the construction of new storage facilities, while simultaneously encouraging the
closure of existing facilities.

Sc, at a time when additional storage capacity was needed to accommodate all the additional fuels
mandated by government regulations, other regulations were reducing the level of fuel storage
available. -

These are not the only contributions the government has made to our current situation. The historic
brilliance of our country’s petroleum supply and distribution system has been its flexibility. In
other words, if there was a problem in one area, supply could be shifted to another because
gasoline was essentially fungible. If there was a problem with domestic supply, suppliers could
acquire product on the world market and bring it to the U.S. This access to many sources of supply
offered a buffer to dramatic price increases. If the price started to rise in a market, fuel from
elsewhere would enter that market thus depressing the price.
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With all the “boutique fuels” now mandated by the government, such flexibility no longer exists.
This reduced flexibility brought on by government regulations has the effect of increasing price
volatility in the market. The truth is that government regulations have contributed significantly to
the erosion of the petroleum marketing storage and distribution infra-structure and the margin for
error is [ess than it has ever been before.

Mr. Chairman, gasoline prices are, without a doubt, the most visible of all retail prices. We put our
prices on huge signs in front of our stations and a mere glance allows the consumer to compare one
price with another.

Because of this visibility, it is no wonder that gasoline prices also attract a lot of political attention.
When prices are low, everything is quiet as people accept the fact that the market works. However,
when prices rise, it somehow signals that the market no longer works. There are calls for
investigations and the government feels compelled to act.

With regard to the current price hikes, we have the Justice Department spending taxpayer dollars
investigating whether there is collusion or price fixing going on in the pewroleum industry. This is
at a time when no reputable economist or even the Secretary of Encrey believes such illegal
activity is occurring.

We have the President of the United States ordering the sale of 12 million barrels of crude oil out
of the Strategic Petroleum Reserve (SPR) at a price approximately $7 per barrel less than what we
paid when we put the oil in the reserve. It is important to understand that 12 million barrels is less
than a day’s supply to the U.S.

We have the Congressional leadership recommending that the 4.3 cents per gallon excise tax
imposed on motor fuel on October 1, 1993 be wemporarily repealed. Of all the suggestions. this
would have the greatest impact on reducing the retail price of fuel, but it too is fraught with
problems.

As reported from the House Ways and Means Committee, the tax repeal would not provide a
refund to retailers like myself for gasoline that is in retail storage on the effective date of the repeal.
This is in spite of the fact that we paid a floor stocks tax when the tax was imposed in 1993. IRS
argues that it is too difficult for them to process refunds for all those retailers. The implications of
this is that retailers will attempt to recover the taxes already paid on their inventory, thus delaying
the point at which the consumer benefits from the repeal.

In many cases, particularly for smaller retailers, market forces may reduce the price well before
they are able to reduce their inventory. In such an instance, the retailer faces the Hobson's choice
of whether to reduce his price and remain competitive, thus not recovering the tax already paid: or
not reducing the price, recovering the tax, but losing customers to a competitor.
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But, what is more inequitable than not providing a refund for floor stocks tax is that when the tax is
re-imposed on January 1, 1997, these same retailers must pay a floor stocks tax on fuel in inventory
at the end of the year.

How is it that IRS can not process my floor stocks tax refund, but they can sure figure out a way to
tax me? | strongly urge that this problem be rectified before enactment. Either we should get a
refund and then pay a floor stocks tax when the excise tax is reinstated; or we should get no refund
and pay no floor stocks tax on January 1.

The floor stocks tax is not the only problem with the excise tax repeal. Some legislators want an
assurance that the repeal will be passed through to the consumer. With all due respect, it should be
a requirement that before anyone is allowed to serve in Congress that they must take, and pass, a
basic economics course. If so, we might not be faced with such suggestions.

The only way to guarantee that the tax repeal will be totally passed through is to impose some form
of government price controls. The government imposed such price controls in the 1970’s and if my
memory serves me correctly, both the real price and the price adjusted for inflation was far greater
then, than it is today.

Those who seek guarantees today would be the first to object if, when taxes are increased, there
was a mandate to pass them through. One could look at what happened when the excise tax in
guestion was originally imposed and wonder whether it was ever passed through to consumers. For
example, in July 1993, three months before the tax was imposed, the national average retail price
of fuel was $1.12 per gallon. By the end of September, that price dropped to $1.09. In early
October, after the tax had been imposed, the price rose back to $1.12, less than the 4.3 cents per
gallon assessment. By December, the price was back to $1.06 per gallon.

Taken as a six month time line, one could argue that the price of gasoline dropped 6 cents per
gallon over a six month period during which a 4.3 cent per gallon tax was added. Does this mean
the industry did not pass through the tax? Probably not. More than likely, it means that the price in
December, 1993 and today is 4.3 cents per gallon higher than it would have been had there been no
excise tax increase.

Similarly, if the tax is repealed the only thing one can safely predict is that whatever the price, it
will be 4.3 cents per gallon less than what it would be had the 1ax remained in place. Consider my
situation for a moment. When I get my invoice for a gasoline purchase, it is broken out by the price
of the product and the excise tax. Once the tax is repealed, the excise tax portion of my invoice will
show a reduction of 4.3 cents, but if the wholesale price of the fuel goes up six cents, it is unfair to
expect me to lower my retail price.

The truth is that after the excise tax is repealed, no one can predict what the retail price will be
because the tax is only one component of the price. The price could go down 8 cents per gallon; or
it could go up by that amount. No participant in the market is able to make any guarantees because
no one knows what the market will do. The one thing that is safe to say, however, is that whatever,
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the retail price, it will be 4.3 cents per gallon less than it would have been and the tax not been
repealed.

In conclusion, Mr. Chairman, government involvement is largely to blame for the volatility in the
petroleum markets today. But, in terms of addressing that volatility, the less the government does,
the better.

Thank you and I will be happy to answer any questions you may have.
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Mr. GUTKNECHT. Thank you, Mr. Alexander. Your comments con-
cerning this whole rush to do something about gasoline prices re-
minded me of something that we said the other day at one of the
hearings.

I really believe that markets are more powerful than mandates
anyway. We've had proof. You reminded me of the 1970’s what
happened when we had wage and price controls.

Frankly, what has happened in the Eastern Bloc, the Soviet
Union and the former Eastern Bloc where they tried to impose
Government mandates on their economy, it was a 70-year experi-
ment that failed.

We are going to try and stick to the 5-minute rule. I have a cou-
ple of questions, and then I'm going to yield to my colleague, Mr.
Shadegg.

First of all, Mrs. Moody, I think your comments or your testi-
mony was pretty powerful. Have we had this weighed yet? But I
can report that we now have a number.

There are 39 different rules, regulations and mandates that you
have to comply with, and that does not include the State and local
mandates.

So starting a business in the United States of America is much
more complicated today than it has ever been. I'm not sure how
much we can reduce that, but that’s one of the charges of this com-
mittee.

I would suspect that you think that there are an awful lot of peo-
ple in the same situation you are.

Mrs. MoobpY. I know there are. I talk to them all the time.

Mr. GUTKNECHT. You were talking about employing approxi-
mately how many people?

Mrs. MooDY. Well, if we open this new business, we were think-
ing of one or two employees to help us out in a small retail busi-
ness.

Right now we only have one salesman. It’s not a retail type of
a thing. It’s a wholesale thing. So we don’t have the regulatory ac-
countability.

But if we do open a retail business, it will be two at the most.
I'm just not sure it’s worth it. We've discussed it over and over
again since we went to that convention, and the more we think
about it, the more we’re leaning toward not doing it at all and stay-
ing with simply just home marketing based with something the two
of us can do and getting into something different, keeping on what
we’re doing now, but maybe branching off into something else we
can market from our house with just the two of us.

It’s not worth it. It’s not worth the headaches. It’s not worth the
financial risk. Why should we risk our capital, our time, our health
worrying about all of this and trying to create jobs and trying to
be good citizens? There is no payoff, and especially after listening
to these gentleman on a larger scale. Uncle. I'll cry uncle.

Mr. GUTKNECHT. It doesn’t get any better when you get bigger.
I think most of the members of this subcommittee, in the testimony
we've heard, understand that we are in grave danger of killing the
goose that lays the golden eggs. The free enterprise system was
built on the basic notion of people being willing to go out and take
a chance at it. Mr. Bartlett, at first I couldn’t remember where I'd
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seen you before, but I was in Muncie, IN, for the field hearing, and
you testified, I believe, then and talked a little bit.

Mr. BARTLETT. Yes. I remember you, though.

Mr. GUTKNECHT. And frankly, I don’t know if we’ve made things
a whole lot better since you testified. We've been wading away at
this thing.

Mr. BARTLETT. Well, Mr. Chairman, I have to say that I'm sin-
cerely worried about the future of small business in America, and
I have to say that I'm absolutely astonished to be here today and
see few people on the Republican side and nobedy on the Demo-
cratic side, the very people that gave us these ridiculous regula-
tions that we have to work with.

And if people like me and the other people that are at this table
continue to do things like this and we see no results, we see noth-
ing moving forward, nobody from the Democratic side, at what
point do we quit?

When do we not do things like this? When do you say nothing
is going to change. We’re going to have problems. We're going to
go bankrupt. Nobody listens. When do we just quit? Nobody on the
Democratic side is here. I'm astonished, and actually, 'm angry
about it.

Mr. GUTKNECHT. And I won’t even make any apologies. We do
have an awful lot of things going on but especially when people
come from far distances to come and share their stories.

But we thank you for coming, and we are waging this war, and
I must tell you it’s frustrating from our perspective as well.

For either of the gentleman, and especially from Mr. Jackson,
l))'ou have at least one or two stores here in the District of Colum-

ia?

Mr. JACKSON. Four.

Mr. GUTKNECHT. You have four stores in the District?

Mr. JACKSON. Yes.

Mr. GUTKNECHT. Do you have any minimum wage people?

Mr. JACKSON. Yes.

Mr. GUTKNECHT. Now, I'm also on the Washington, DC Oversight
Subcommittee. We learned the other day, when we were talking
about minimum wage, that the District actually has a minimum
wage that’s already $1 an hour higher than anywhere else in the
country.

Mr. JACKSON. Exactly. And Workmen’s Comp is also higher, and
unemployment insurance is also higher.

Mr. GUTKNECHT. Do you think that that has any impact on the
number of jobs that are available? Because we have a couple of
economists that testified the other day that there is a direct rela-
tionship between teenage unemployment and a higher minimum
wage.

It struck me that here in the District especially where we have
a particularly chronic problem with teenage unemployment that
that may be one of the contributing factors. Do you have an opinion
about that?

Mr. JACKSON. Yes, very much so. It’s very hard to pay a teenager
when you got to pay him the same as your regular help or some
adult person there, but the law mandates we got to pay these peo-
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ple $5.25 per hour, if theyre in school, doing summer work or
whatever. That’s the law.

So quite frankly, you try to stay away from it and try to do some
other programs to help with the teenagers during the summer,
work with some of the recreation departments and contribute some
things there.

It’s just unaffordable to hire a teenager at that price when you
got them working beside an adult that’s making the same thing.

Mr. GUTKNECHT. So in your opinion, it probably does contribute
to even worse——

Mr. JACKSON. Yes, it does. Yes.

Mr. GUTKNECHT. So you have more idle teenagers out on the
streets.

Mr. JACKSON. I think that’s why we have so many out on the
streets, because if you hire them, you got to pay them the $5.25.
There is no doubt about it.

And it’s startled me to find out that the Federal Government is
just paying $4.25. I mean, it’s really kind of rough.

Mr. GUTKNECHT. Well, Mr. Alexander, I appreciate your testi-
mony. Perhaps you want to comment on minimum wage?

Mr. ALEXANDER. Well, in operating convenience stores, if we pay
the minimum wage to—and I was just telling our colleagues a mo-
ment ago—] think if we really paid a minimum wage to conven-
ience store operators, I'm afraid we would have as much theft as
we would wages.

Most of your minimum wages or the minimum wage that we pay
is somewhere in the neighborhood of $8 an hour, and if you don’t
pay that going rate, McDonald’s or Burger King or your competitor
down the street will come along and hire your person.

M; GUTKNECHT. And you're talking about rural North Carolina,
now?

Mr. ALEXANDER. Yes, sir.

Mr. GUTKNECHT. Because we’ve heard that back in any district
in Minnesota the minimum wage virtually does not exist anymore
because you can’t get people.

Mr. ALEXANDER. You couldn't get the people to come to work for
you for $4 an hour.

Mr. GUTKNECHT. But there again, markets are more powerful.
The market is setting the price.

Mr. ALEXANDER. Yes, sir. And I think also, if we raise this mini-
mum wage, it’s going to have a ripple effect in that the person who
is making the $8 an hour is going to demand more wages, so that
we'’re going to be paying more wages. We're going to be able to hire
less people.

So it can have a backlash to us who are in business who are hir-
ing people to work. If you hired someone off the street for $5 an
hour, don’t you think the man who has been working for you for
6 months who is making $8, he's going to be looking for an increase
also.

Mr. GUTKNECHT. Absolutely. My time has expired. This Congress
and the Federal Government over the last 30 or 40 years has, sort
of, had this ongoing experiment in terms of regulations and man-
dates, and the results have not been all that good.



48

I do agree, and, in fact, one of the guiding principles or little
booklets that we hand out on this committee is “The Death of Com-
mon Sense,” and what we’ve really been trying to do is just get
back to common sense.

That’s, I guess, all in the eye of the beholder, but there is a real
concern, at least on the part of this Member and I think most of
the members of this subcommittee that we are in serious danger
of losing something that we have taken for granted for all of these
years here in this country, and that is that entrepreneurial spirit
to go out and take a chance and try to make something of it.

If we lose that, I don’t know how we get it back. I really don't.
So I appreciate all of you coming. My time has expired. I'm going
to yield to my colleague from the State of Arizona, Mr. Shadegg.

Mr. SHADEGG. Thank you, Mr. Chairman, and I would echo all
og your remarks. Let me just start by saying thank you to each one
of you.

It is important that you come forward and tell your stories. It
does help us create a record. Ms. Moody, your testimony about how
you just ultimately, in frustration, give up lays the case for what
is wrong here.

I think it very interesting that Mr. Walton mentioned that his
children aren’t really anxious to inherit his business. Indeed,
they’re worried that they may be forced to inherit it and become
liable even though they don’t even want that.

Mr. Alexander mentioned his children are worried about whether
or not they want to get into this business because of the risks.

I thought there was great irony in Mr. Walton saying, “Well, I
guess the prospect is that everybody will go to work for the govern-
ment,” and it turns out Mr. Jackson’s daughter has done just ex-
actly that.

I can’t resist making one more comment about this. Mr. Bartlett,
don’t quit now. The fact that no one is there on that side, that our
Democratic colleagues didn’t show today establishes only that this
war is really not being waged most importantly in Washington.

It's being waged across America. The election which is going to
occur in a few short months is going to be a battle over whether
we go back to this massive regulatory scheme or whether we go for-
ward, whether we say, “Wait a minute. It was well intended, and
we shouldn’t repeal it all,” but some of it has unintended con-
seque(rllces which are absurd. I want to talk about those in just a
second.

Don’t quit now. They don't listen to you here, but they will listen
to you at the ballot box, and if you can go home to Indiana, if Mr.
Walton can go home to Arizona, if Ms. Moody can go home to
Washington, Mr. Alexander to North Carolina, Mr. Jackson here in
the District and just tell this story over and over again about how
you're good citizens trying to make a living, trying to make the
American free enterprise system work for a good purpose, and the
system has been made unworkable.

I want to point out one last irony before I ask a question. Mr.
Walton and Mr. Bartlett, if I understand your testimony, it really
is that you operated businesses for many years.

In Mr. Walton’s case, I know he acquired a business that had
been operated many years before. We’re all here debating, “Well,
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we want to live up to these regulations. The regulations are bur-
densome, but we'll do our best. We'll live up to them. We’d really
like you to ease them up a little bit, but we're good citizens. We'll
live up to them.”

Nobody here has said, “I'm not going to obey the law,” and yet
the essence of Mr. Walton’s testimony and Mr. Bartlett’s testimony
is they lived up to every single regulation in existence at the time.

You operated the state-of-the-art dry-cleaners. Your predecessors
operated it, Mr. Walton, state-of-the-art, had no idea they were
doing anything wrong.

Mr. Bartlett started a small business. He operated those tanks
exactly the way they should, and now, in Mr. Bartlett’s case, I un-
derstand he faces criminal charges.

In Mr. Walton’s case, you face financial ruin not for disobeying
these massive regulations but for living up to them.

I guess I'd like your comments on that. Mr. Bartlett, I'd like to
hear you state again for the record that once you extracted all this
earth the grass is growing out of it fine, there is no damage.

Mr. Walton, I guess I'd like you to relate to us what the pros-
pects are in the future for how you deal with being held account-
able for cleaning up stuff that nobody can say you really did.

And then I know, Mr. Walton, you've expressed to me your feel-
ings about the minimum wage and what it will do to your employ-
ees, and I guess I'd like to hear that.

Mr. BARTLETT. Well, I think that the laws were well-intentioned.
I think that many of the people that work for EPA and IDEM are
well-intentioned people, but the laws seem, from my perspective, to
have a one size fits all mentality.

And one can’t have a one size fits all mentality because every lit-
tle business is different than the one before it. The laws seem to
be so fragmented and so complicated that a small businessman like
myself and many of the other people I know in this small business
community can never ever understand the absolute correct way
that you're supposed to do things.

You hire two consulting firms, you get two different answers. For
a quick example, we were notified by IDEM that we had to comply
with the Clean Air Act.

And I thought we don't have any particulate matter going out of
the building. There is nothing outside. Why would we have to com-
ply? So we hired an environmental consulting firm.

They said, “Yes, you do have to comply,” $1,500 to tell me that.
Didn’t believe it. We hired another consulting firm, and they said,
“Heavens, no. You don’t have to comply.” We submitted the letter
from the second consulting firm, so we didn’t have to comply.

And it was the same thing with the Clean Water Act, where we
were told we had to comply, and every time that it rained in Mun-
cie, IN, which would have been a lot this spring, we had to sample
the water on our parking lot both in front of the building and in
the back of the building.

And I thought why would you have to do that? Why do you have
to sample the water every time it rains? At a cost of probably $150
we hired an environmental consulting firm. We didn’t have to com-
ply, but yet we were told that we would.
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And I think that pretty much sums up what happens in these
regulatory matters not just with the EPA but in many of them,
frlag)mented rules, one size fits all mentality. And how can you com-
ply?

Mr. SHADEGG. Mr. Walton, they are now trying to draw you into
a lawsuit having to do with underground storage tanks across the
street?

Mr. WALTON. The particular intersection we’re at, has been sur-
rounded by seven gas stations and gas stations for 35 years. So
their primary problem is petroleum.

There is a trace amount of perchlorethlyne, and of course they
assume because it’s perc that it must be us. This is a brief list of
household products that contain perchlorethlyne—Spray and Wash,
Liquid Plumber, White Out, Shout, Resolve carpet cleaner, S&S
spot solvent spray, Napa brake cleaner, electric motor contact
brake cleaner, Radiator Specialty Company brake cleaner, Gunk
Home and Audio, K2R spot lifter, glass cleaner and wax remover,
B-33 engine degreaser spray, McKay all-purpose parts dips, jew-
elry cleaner, canned snow, paint thinner and rubber cement.

I can remember as a running man using B-33 engine cleaner
and Gunk to degrease my engine at a 25 cent car wash. Of course,
the significance of that is I was sending polluted chemicals down
the storm sewers of Phoenix.

Recently, in Recycling Review, an article came out that said the
average American household contributes 20 pounds of hazardous
household contaminants a year.

There are now approximately 3 million people in Maricopa Coun-
ty. Does that mean we’re getting 60 million pounds of household
hazardous chemicals down the drain every year?

If it does, I don’t see how you can hold businesses responsible
when you can’t distinguish whose chemical is it. If it was an engine
degreaser, it was used by some of these gas stations and garages
in the degreasing of engine parts and so on.

So first of all, it’s very hard to point the blame at any one person,
but that doesn’t stop the government, of course.

The hideous provisions of retroactive liability, joint liability and
strict liability are something I think that we all need to deeply un-
derstand.

If anyone here believes in retroactive liability, I think they
should try it on their kids at home. If your son won’t clean up his
room, you tell your daughter to clean it up.

If she says, “Well, why should I clean up that polluted mess?”
you tell her, “Well, 1 think there is a sock in there that belongs to
you.”

And if she’s smart, she says, “Well, I don’t think that belongs to
me. I think that belongs to my girlfriend.” You say, “Well, wait a
minute. I'm going to impose retroactive liability. Your mother and
I think you dropped a diaper in there when you were 18 months
old. Clean up the whole thing.”

Joint liability says that if one party doesn’t clean up something,
the other one is 100 percent responsible. To understand it, you
need to almost exaggerate the concept.

Can you imagine being on the beach in Alaska when the Exxon
Valdez dropped a million gallons of crude 0il? If somebody had
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come up to you and said, “Do you realize that your jeep is leaking
0il?” If you drop 5 quarts of refined oil and the Exxon Valdez drops
a million gallons of crude oil, if Exxon goes bankrupt, you're 100
percent responsible for the cleanup of the beach?

When you start to see how heinous these liability provisions are,
you realize that they just can’t work. To my mind, what we've got
going here is a prescription for a dysfunctiona! society.

Mr. SHADEGG. If you could, Mr. Walton, just briefly, your com-
ments on the minimum wage.

Mr. WALTON. First of all, the concept of minimum wage brought
to mind a small packet I received in the mail a little while back.

I think my mother is getting ready to die. She’s had two strokes,
and she’s in her 80’s. In the packet was some ribbons I had won
in fourth grade for track, a 47-year-old photograph of a 10-year-old
boy putting money in the bank.

I think the title of the article was something like, “What is he
saving for?” And it says, “10-year-old Richard Walton is passing
money to teller so-and-so. Many of Centerville’s independent Jour-
nal carriers are saving money for their future.”

The picture is significant to me not because it’s my first job, but
because it reminds me of my first job. I thought I was 7 years old
when I was selling papers.

My mother tells me I was actually 6. I do remember that I
couldn’t count change. I just held my hand out. It was during the
war years, and it must have been 1945. Maybe there weren’t a lot
of people around. We certainly wouldn’t let a 6-year-old sell papers
today.

But 50 years later, I understand the significance of that first job.
What I learned from that job was not just that you could get money
for work. What I learned was confidence. Handling those papers
day after day, you cannot help but gain some confidence about
that. Talk to any young mother that has raised a child and held
it in her arms for a year, if you ask her, “Would you be any more
confident raising the second child?”

“Oh, yes. It would be no problem. I've handled this kid for a
year.”

Talk to anybody that has worked with a hand tool for a year if
they would have confidence.

The benefit here of work is beyond money. Confidence as a 6-
year-old handling papers, first of all, made me realize that I was
responsible for something. If I lost the papers, I was responsible for
the money. Handling the papers made me aware of words and the
power of words.

My second job was a carrier. The third job was working for the
paper stuffing papers. Some of these jobs were wonderful, because
they had an incentive side to them.

If T didn’t get complaints on a route, I got a free pass to the
movie theater on Saturday. The 50 cents or so that I made stuffing
papers was enough to get me popcorn. I spent many wonderful
weekends in those movie theaters.

I'm reminded of a recent article, too, regarding work in the——

Mr. SHADEGG. We're going to run out of time. I need you just to
talk about what it’s doing today to your workforce.
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Mr. WALTON. All right. I think the point I want to make about
my business with respect to minimum wage is we have many hour-
ly people, and hourly people tend to gauge their worth based upon
their pay relative to minimum wage.

In other words, if we bring somebody in at $6.50 an hour, they
know they’re above the $4.25 minimum wage by a certain amount.
If you raise minimum wage, it lowers their self-esteem. What it
does is it triggers a chain reaction of requests for raises. They want
to be back where they were before.

What 1 was hoping to say here is that in this country we’re not
doing as much training as Europe is. I'd just like to read it, if I
could. It’s an article titled, “Holding onto your good people.”

American employers have not invested enough in the training and development
of their people. Employers in Europe and Asia invest 5 to 7 percent of payroll into
training, education and professional development.

In the United States, the average is 1 to 3 percent. This includes more than fun-
damental driver-salesman training. Wise employers today recognize a desire of the
majority of American employees to learn and grow.

These people don't necessarily want higher positions or more money. They want
to be better tomorrow than they were yesterday.

So there are benefits to work beyond just the wage. I've sat here
wondering why do we even have a minimum wage. What would
happen if we abolish minimum wage? Wouldn’t the marketplace set
the value of goods and services?

And with respect Lo larger issues like Superfund, I view mini-
mum wage and the discussion of it like discussing etiquette. It
doesn’t matter where you set it, if you're about to be hit by an as-
teroid.

For me, the heinous provisions of Superfund will wipe the com-
pany out. It won’t matter where you've set minimum wage. I hope
my comments have been beneficial.

Mr. SHADEGG. Thank you very much. Mr. Chairman, I see my
time has expired. Let me just conclude by saying your testimony
is a part of the discussion that’s going to go forward between now
and election day, as I said earlier, over all of these issues, over the
notion that Government knows better than people.

It’s that fundamental. It is whether Government knows better
than people how to run this Nation. I think you’ll have a clear
choice. I hope you will not, Mr. Bartlett, or any of you give up be-
tween now and then, at least. Thank you.

Mr. GUTKNECHT. Thank you, Congressman Shadegg. I would
echo that this isn’t so much a debate about right and left. It’s really
a debate about right and wrong.

And some of the things that are happening out there are just flat
wrong. I mean, to hold people retroactively liable for things which
they had nothing to do with, or, more importantly, that they did
20 years ago in good faith, I think in the view of at least myself
and a growing number of members of this body that that’s just
plain wrong.

I want to thank you all for coming. Your testimony has been ex-
cellent. I apologize for the turnout of Members, but all of your re-
marks will become part of the permanent record. If you have other
documents that you'd like to see inserted in the record, without ob-
Jjection I will make certain that they are put in the record.
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In fact, if you have other things when you get back home that
you realize that you should have given us, in terms of written docu-
mentation, if you will get them to us within the next week, I'll
make sure that they’re part of the record.

Again, thank you so much for coming forward to testify. I'm
going to call forward the next panel. If I could get you all to please
rise.

[Witnesses sworn.]

Mr. GUTKNECHT. The record will note that all witnesses an-
swered in the affirmative. We welcome you today before this sub-
committee.

First of all, Dr. Thomas Hopkins, who is the Gosnell Professor
g Economics at the Rochester Institute of Technology. Mr. Hop-

ns.

STATEMENTS OF THOMAS HOPKINS, GOSNELL PROFESSOR OF
ECONOMICS, ROCHESTER INSTITUTE OF TECHNOLOGY;
LOWELL GALLAWAY, DISTINGUISHED PROFESSOR OF ECO-
NOMICS, OHIO UNIVERSITY; AND MARK WILSON, REBECCA
LUKENS FELLOW IN LABOR POLICY, HERITAGE FOUNDA-
TION

Mr. HOPKINS. Mr. Chairman and members of the committee, I'm
pleased to have this opportunity to present my views on the regu-
latory issues this subcommittee is addressing.

My name is Tom Hopkins. I am appearing in my capacity as Pro-
fessor of Economics at the Rochester Institute of Technology.

With the Chair's permission, I'll summarize my written state-
ment and submit it for the record. Regulatory burden is large, ris-
ing and distributed unevenly across American businesses, handi-
capping many smaller businesses.

Compliance with regulation absorbs resources that would be
available for our purposes in the absence of regulation. This co-
erced shift of resources is not likely, in my view, to have a sizable
effect on total employment, but it almost surely does result in less
productive employment to the extent that regulations fail a benefit-
cost test.

Available evidence suggests that much regulation does not pass
such a test, and I think this creates a major public policy problem.

Indeed, half of all environment, health and safety regulations
adopted since 1990 fail a benefit-cost test, which means that they
mandate inefficient uses of resources.

Such findings would be of limited significance if regulatory com-
pliance costs in the aggregate were small, but they are not. But my
reckoning, some $670 billion annually is spent by those regulated
to comply with all Federal regulations. That is over and above any
costs paid by the Federal Government itself.

I define “regulation” broadly to include three groups of Federal
requirements. Environmental and risk reduction regulations are
mandates aimed as lessoning pollution, accidents and other societal
risks. Price and entry control regulations are restrictions on rates
and on who can do business. Paperwork regulations are mainly tax
compliance procedures. The cost of paperwork regulation is largely
the value of time that businesses and consumers must devote to
paperwork.
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Price and entry controls once dominated all regulatory burdens,
but deregulatory efforts of the Carter and Reagan administrations
shrank them considerably. Nonetheless, they still represent a third
of our total regulatory burden.

Each of my three groups of regulations now accounts for roughly
a third of total compliance costs, and that’s what my first figure
shows.

At the top is 1977 and now at the bottom, 1995, a substantial
change in the relative importance of the types of regulations that
we have.

Every American household in 1995 would have been billed nearly
$7,000 annually—we look now at figure 2—in addition to taxes, if
all Federal regulatory compliance costs were shared equally and
collected directly.

So the bottom segment on that figure is the tax burden, the top
segment on that figure is the regulatory burden per household.

In my view, since public debate primarily focuses on tax ques-
tions more so than on regulatory burden, we need to readdress that
level and that mix of our burdens, since the burden of Government
is just as real if it takes the form of taxes paid or time consumed
or required business spending.

While it is the American households that ultimately feel the ef-
fects of regulation, initially, much of the regulatory compliance
spending is done by businesses.

Ninety percent of all U.S. firms have fewer than 20 employees,
and only .3 percent have 500 or more. So a focus on small firms’
burdens has considerable relevance. The average small firm with
under 20 employees, and let’s look mainly at the very far to the
right segment, U.S. totals, the average small firm with under 20
employees appears to spend about $5,500 per worker to comply
with Federal regulations.

By contrast, large firms, with over 500 workers, spend a much
smaller $3,000 per employee complying with Federal regulations.

Aggregate regulatory compliance costs, and we go on to the next
slide now, were falling in real terms from 1977 to about 1988, but
they have been rising ever since.

When total costs are expressed relative to GDP, the next slide,
there also is a decline that shows up from 1977 to 1988. Then,
costs rise as a percent of GDP to 1992 and subsequently have been
stabilizing in the 9 percent range, a substantial segment of our
GDP required to comply with Federal regulation.

Tax related paperwork and pollution control now rank at our sin-
gle-most important components of regulatory burden. As merely
one example, the tax staff at my home town company, Eastman
Kodak, grew 65 percent larger over the past decade during a gen-
eral period of downsizing, and Kodak’s annual tax return doubled
in weight to 35 pounds.

Cost size alone is by no means an indicator of the reasonableness
of regulation, but it can serve to identify areas where close scrutiny
could have a substantial payoff.

Indeed, any regulatory requirement that provides benefits to so-
ciety in excess of its cost deserves support unless there is an alter-
native way to get these benefits more cheaply.
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Regrettably, regulators rarely use this criterion as the basis for
their decisions. Indeed, key sections of many of our statutes forbid
balancing benefits against costs.

Society loses when we hamstring our decisionmakers in that
fashion. Regulation has an important role to play in our economy,
but that role is not likely to be played well until burdens and bene-
ﬁts21 are better tracked and better balanced than has been the case
to date.

Thank you, Mr. Chairman, for this opportunity to be here.

[The prepared statement of Mr. Hopkins follows:]



56

Staternent of
Thomas D. Hopkins
Rochester Institute of Technology
Rochester, New York

Before the

Subcommittee on National Economic Growth, Natural Resources and
Regulatory Affairs, Committee on Governm=nt Reform and Oversight
Congress of the United States
House of Representatives

May 16, 1996

Mr. Chairman and Members of the Committee, I am pleased to have
this opportunity to present my views on the regulatory issues this
Subcommittee is addressing. My name is Thomas D. Hopkins, and I am
appearing in my capacity as the Arthur J. Gosnell Professor of Economics at
the Rochester Institute of Technology. My work in this area dates from my
service in the Executive Office of the President 1975-84, where my
responsibility was regulatory analysis.

Government regulation, however well-irtentioned and effectively
designed, necessarily imposes burdens on those who are regulated. Some of
these burdens are obvious, but many are not, due in part to indirect effects
that ripple through the economy. Identifying such burdens explicitly would
make government more accountable, but the government itself has made
little systematic effort to measure these hidden costs of its programs. Such
estimates of regulatory burden as do exist are large and rising, which makes
improved accountability for government intrusiveness into the private sector
a pressing concern. Of equal significance, regulatory compliance costs are
distributed unevenly across American businesses, handicapping many
smaller businesses.’

Compliance with regulation absorbs resources that would be available
for other purposes in the absence of regulation. This coerced shift of
resources is not likely, in my view, to have a sizable effect on total
employment, but it almost surely does result in less productive employment
to the extent that regulations fail a benefit-cost test. Available evidence
suggests that much regulation does not pass such a test, and I think this
creates a major public policy problem. Indeed, Robert Hahn concludes that

! For further detail, see Thomas D. Hopkins, "Profiles of Regulatory Costs--Reporl to the U.S.
Small Business Administration,” No. PB96-128038 (Springfield, V A: National Technical
Information Service, November, 1995); a revised version of this report will appear as a june
1996 policy study of the Center for the Study of American Business, Washington University in
St. Louis. The S.B.A. does not nccessarily concur with the views expressed here; sce Office of
Advocacy, U.S. Small Business Administration, "The Changing Burden of Regulation,
Paperwork, and Tax Compliance on Small Business: A Report to Congress.” October 1995.
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about half of all environment, health and safety regulations adopted since
1990 for which data are available fail a benefit-cost test, which means that they
mandate inefficient uses of resources.? Such findings would be of limited
significance if regulatory compliance costs in the aggregate were small--but
they are not.

By my reckoning, some $670 billion annually is spent by those
regulated to comply with all federal regulation.’ That is over and above any
costs paid by the federal government itself. I define regulation broadly to
include three major groups of federal requirements. Environmental and risk
reduction regulations are mandates aimed at lessening environmental and
other societal risks. Price and eniry control regulations are restrictions on
rates and on business entry. Paperwork regulations include tax compliance
procedures and paperwork requirements not having a direct social or
economic function; the cost of paperwork regulation is largely the value of
time that businesses and consumers must devote to paperwork.

Governmental controls on labor markets and on product prices and
availability once dominated all regulatory burdens, but deregulatory efforts of
the Carter and Reagan Administrations shrank them considerably.
Nonetheless, they still represent roughly a third of total regulatory burden in
the U.S. (and loom even larger in Western Europe). Each of my three groups
of regulations now accounts for roughly a third of total compliance costs,
quite a departure from the 1977 pattern (Figure 1).

The regulatory spending I report for price and entry controls (often
called “economic” regulation) includes both a wealth transfer component
(about two-thirds of the total) and a resource usage component (the
remaining one-third). The former can be termed a “pick-pocket” effect, while
the latter is a “featherbedding” effect. The pick-pocket effect is a transfer of
spending power that absorbs no physical resources—for example, consumers
pay higher prices to domestic producers as a result of textile import
restrictions. The featherbedding effect, by contrast, is 2 mandate forcing
producers to use more resources than they otherwise would in providing
their products or services (recall the empty backhauls that in the 1970s
plagued the trucking industry due to ICC regulation). While some contend
that the pick-pocket effect should not be counted as a cost of regulation, it is
sure to induce costly self-aggrandizing behavior by defenders of the regulation
in the form of lobbying and other “rent-seeking” activities. Thus I include it.

2 Robert W. Hahn, “Regulatory Reform: What Do the Government’s Numbers Tell Us?”
American Enterprise Institute Conference Paper, Washington, DC, January 17, 1996,

3 All of my estimates are stated in 1995 dollars. My work builds on the extensive scarches of
regulatory burden estimates completed for 1977 by R. Litan and W. Nordhaus (Reforming
Federal Regulation, Yale University Press, 1983) and for 1988 by R. Hahn and R. Hird (“The
Costs and Benefits of Regulation: Review and Synthesis,” Yale Journal on Regulation, Winter
1991). These searches yielded aggregate cost estimates for the two years, detailed by type of
regulation. Then as later and more adcquate pnrﬁcular studies emerged, I used them to buttress
and extend the earlier estimales.
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Every American household in 1995 would have been billed nearly
$7,000 annually, in addition to taxes, if all federa) regulatory compliance costs
were shared equally and collected directly (Figure 2). Most of the public debate
about the cost of government focuses on taxes and simply ignores this
regulatory burden altogether, even though federal taxes are not more than
twice the total compliance cost of regulation. The burden of government on
the private sector is just as real whether it takes the form of taxes paid, time
consumed, or required business spending.

While it is the American household that ultimately feels the effects of
regulation, initially much of the regulatory compliance spending is done by
businesses. Ninety percent of all U.S. firms have fewer than 20 employees,
and only 0.3 percent have 500 or more, so a focus on smaller firms’ burdens
has considerable relevance. Using plausible cost allocation assumptions, the
average small firm with under 20 employees appears to have spent some
$5,500 per employee to comply with federal regulations in 1992. By contrast,
firms with 500-plus employees spent on average a much smaller $3,000 per
employee. 1992 regulatory costs per employee appeared to be in the $4,000
range for trade and service sector firms with fewer than 20 employees; such
small firms faced about 85 percent higher costs per employee than did firms
employing 500 or more. Manufacturing firms employing 20-499 faced higher
per employee costs than either smaller or larger manufacturers, and
manufacturing firms of all sizes had higher cosis per employee than firms in
other sectors, ranging from $4,900 to $10,600. (See Figure 3.)

Aggregate regulatory compliance costs fell from 1977 to about 1988 and
have been rising ever since (Figure 4). When total costs are expressed relative
to GDP, a dedline also occurred from 1977 to 1983. Costs as a percentage of
GDP then increased through 1992 and subsequently stabilize in the nine
percent range (Figure 5). Tax-related paperwork and pollution control now
are our most costly individual components of regulatory burden. As merely
one example, the tax staff at my hometown com pany, Eastman Kodak, grew
65 percent larger over the past decade (during a general period of downsizing),
and Kodak’s annual tax return doubled in weig.t to 35 pounds.*

Cost size alone is by no means an indicator of the reasonableness of
regulation, but it can serve to identify areas where close scrutiny could have a
substantial payoff. Indeed any regulatory requirement that provides benefits
to society in excess of its costs deserves support, unless of course some
alternative approach could secure these benefits in less costly fashion.
Regrettably, regulators rarely use this criterion as the basis for their decisions.
Indeed, “key sections of many environmental statutes forbid balancing
benefits and costs.”* When benefit-cost reasoning does not undergird
decisionmaking, society loses out in two ways. Some regulatory programs fail

* Testimony of R. Dobreski before Subcommittee on Oversight, Committee on Ways and Means,
U.S. House of Representatives, Decernber 9, 1994.

* P. Portney, “The Contingent Valuation Debate: Why Economists Should Coare.” The Journal of
Economic Perspectives, Vol. 8, No. 4 (Fall 1994), p. 12.
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to deliver results efficiently, and others fail to deliver as much benefit as they
could for the costs incurred.

Actual regulatory burden probably exceeds my estimates, which mainly
track only direct compliance spending. For example, the Environmental
Protection Agency reports that "compliance cost estimates may understate
substantially the true long-term costs of pollution control,” a point with
which economists generally agree. Regulation lorces change, altering what
firms had adopted as the most profitable and productive means of doing
business. Compliance spending estimates do not capture the resulting
productivity decline, nor the adverse effects that any plant clos ngs may have
on consumers and workers. Moreover, regulation constrains irnovation and
growth, as evidenced by the behavior after basic deregulation of industries
such as transportation.

Regulation has an important role to play in our economy. That role is
unlikely to be well played from anyone’s perspective, however, until burdens
and benefits of regulation are better tracked and balanced than has been the
case to date. Perhaps I can clarify this point through a brief comment on the
White House regulatory review operation that kas been in place for well over
a decade and in which I once worked. Under Executive Order 12866
(“Regulatory Planning and Review”) and its several predecessors, the Office
of Management and Budget reviews each regulatory proposal likely to add
$100 million or more compliance costs, utilizing a mandated agency analysis
of benefits and costs. Strict adherence to these Executive Orders (in place since
at least 1981), had it been achieved, would mean that the government easily
should be able to assemble a systematic accounting of virtually all regulatory
costs imposed since 1981.

This has not been accomplished to date, in part because a very large
segment of regulatory costs is in practice beyond the reach of any Executive
Order. As a rough approximation, independent agencies are responsible for
most price and entry regulation, and most paperwork regulation is tax-
compliance related; neither traditionally has received close scrutiny in the
regulatory review process. The principal domain of OMB regulatory review
is environmental and other social regulation, or just a third of all regulatory
costs. Within this domain, agency cooperation with OMB review is tempered
by the fact that many regulatory statutes as now worded are hostile at best to
benefit-cost analysis. Iby no means intend to belittle the value of OMB
regulatory review, but merely to put it in a broader context and to note some
of the handicaps under which it operates.

Thank you for the oppertunity to participate in this hearing.

¢ EPA, “Environmental Investments: The Cost of a Clean Environment,” EPA-230-12-90-084,
Decemnber 1990, p. 1-3. Also see M. Cropper and W. Oates, “Environmental Economics: A
Survey,” Journal of Economic Literature (June 1992), p. 722.
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Figure 1

Percentage Distribution of Regulatory Costs
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Figure 3

Regulatory Costs Per Employee by Firm Size, 1992 (1995 Dollars, in Billions)
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Mr. GUTKNECHT. Thank you, Professor Hopkins. The bells again
that you heard, we're being called over to a vote. I'm going to try
and move along here. We may be able to rotate chairmen so each
of us can vote. I want to welcome Professor Gallaway now to the
podium.

Mr. GALLAWAY. Thank you. It’s a pleasure to be here. I will say
right at the start, my testimony will lack the poignancy of some of
the stories we heard from the previous panel, but that’s just the
curse of being an economist.

My name is Lowell Gallaway, Professor of Economics at Ohio
University in Athens, OH. I thank you for the opportunity to testify
this morning on the issues of employment and wages.

I say employment and wages because these phenomena are close-
ly linked with one another. In recent decades, they have been sub-
stantially affected by actions of the Federal Government, especially
Federal regulations and levels of Federal spending.

Unfortunately, the impacts have been f:;'gely negative. As evi-
dence of this, I am submitting as an exhibit a recent analysis of
the impact of levels of Federal spending on wage rates in the Unit-
ed States.

Co-authored with my Ohio University colleague Richard Vedder,
it was prepared for the Joint Economic Committee of Congress. Its
major conclusion is that excessive amounts of Federal spending
have depressed American wage rates by 13 percent. I ask that this
study be made a part of today’s hearing record.

The impact of Federal Government actions on wage rates is a
product of the inefficiencies that accompany them. These tend to
reduce the productivity of labor in the American economy.

What are the sources of these inefficiencies? Now, a partial list-
ing would include, one, a lack of economic incentives for efficiency
in the public sector.

Managers of Government activities seldom receive rewards for
initiating cost-reducing or output enhancing measures.

Government monopolies. For many governmental services, there
is a single provider that does not view pressure to cut costs to meet
competition from other providers of goods and services.

The lack of competition may explain why, by most measures, pro-
ductivity has not risen rapidly in the provision of, for example, edu-
cation and postal services.

Vested interest groups. As Government grows, efforts to use the
political process to redistribute income from the general tax-paying
public to specific individuals or groups intensifies.

Highway contractors promote infrastructure investment. Public
employees seek large salary increases. Businesses lobby for sub-
sir}llies, and still others favor public assistance of one form or an-
other.

A fourth source is Government regulation. In a world without
government, private entrepreneurs have incentives to raise produc-
tivity, to use fewer resources to produce a given want of output.
Government regulation, if it is meaningful, interferes with this ac-
tivity, leading to lower productivity. Last, the political process. In
the public sector, legislators in particular think primarily in terms
of the immediate future. They are attuned to the rhythm of elec-
toral cycles.
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In response to these cycles, they often will take actions that they
perceive to be in their interest from the standpoint of being re-
elected but which have adverse long-term effects on economic activ-
ity.

This is not to say that all Government activity is counter-produc-
tive. There are things that Government can do to enhance the func-
tioning of an economy such as providing for the common defense,
establishing a legal framework for resolving disputes, constructing
a basic infrastructure and supervising some minimal safety net.

These are the positive benefits of Government. However, there
are diminishing returns to Government activity, and as the Gov-
ernment enterprise continues to expand, the inefficiencies just de-
scribed become more and more important. Particularly worth not-
ing are the impacts of a wide variety of Government regulations on
the Government labor market.

As already indicated, the general effect of Government regulatory
activity is to increase the cost of producing goods and services.

These increases in cost have the same effect as imposing a tax
on the employment of labor. Such taxes produce a variety of labor
market adjustments.

In particular, they can lead to reductions in both the employment
and earnings of labor in the United States. As a general propo-
sition, every dollar of the implicit labor taxes produced by Govern-
ment regulation leads to an 85 cent reduction in wages paid to
workers.

In addition, there will be an impact on the level of employment.
Every 1 percent net increase in labor cost, the regulatory tax minus
the amount passed through to workers in the form of lower wages,
will produce a decline in employment of about eight-tenths of 1 per-
cent.

These are quite substantial impacts, given that some estimates,
and I had in mind in particular Professor Hopkins' estimates, of
the cost of Government regulations are in the neighborhood of 10
percent of GDP.

In the context of the current debate about raising the minimum
wage, these are important considerations. In a minimum wage set-
ting, any increase in labor cost cannot be passed on to workers in
the form of reduced compensation.

However, it can have a profound affect on employment. The gen-
eral evidence on this point is powerful. Every 1 percent increase in
the minimum wage leads to a reduction in employment of three
tenths of 1 percent in the affected areas.

These employment effects are primarily borne by the young and
minorities. Balanced against this is the increase in earnings for
those minimum wage workers who do not lose their jobs.

However, it would be quite possible to increase both the earnings
and levels of employment of minimum wage workers by the simple
device of reducing either the explicit or implicit taxes imposed on
the employment of low wage workers in America.

Reducing the regulatory burden presently imposed on the em-
ployers of minimum wage workers, primarily small businesses, by
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$1 an hour would lead to as much as an 85 cent an hour increase
in the wages of these workers while increasing the number of jobs
available to them. .

This would be a much wiser public policy than increasing the
present level of the Federal minimum wage. Thank you.

[The prepared statement of Mr. Gallaway follows:]
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Distinguished Proicssor of B
Ohio University
Athens, Ohio 45701

My name is Lowell Gallaway, Distinguished Professor of Economics at Ohio
University in Athens, Ohio. I thank you for the opportunity to testify this moming on
the issues of employment and wages I say employment and wages because these
phenomena are closely linked with one another. In recent decades, they have been
substantially affected by actions of the Federal government, especially Federal regulations
and levels of Federal spending. Unfortunately, the impacts have been largely negative.
As evidence of this, I am submitting as an exhibit a recent analysis of the impact of
levels of Federal spending on wage rates in the United States. Co-authored with my
Ohio University colleague, Richard Vedder, it was prepared for the Joint Economic
Commirtee of Congress. Its major conclusion is that excessive amounts of Federal
spending have depressed American wage rates by 13 percent. I ask that this study be
made a part of today’s hearing record.

The impact of Federal government actions on wage rates is a product of the

inefficiencies that accompany them. These tend to reduce the productivity of labor in the
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American economy. What are the sources of these inefficiencies? A partial listing of

them would include:

)

2

3)

A lack of economic incentives for efficiency in the public sector:
Managers of government activities seldom receive rewards for initiating
cost-reducing or output-enhancing measures. Indeed, in some cases,
increases in productivity may mean the manager in question has a smaller
budget and also must incur the wrath of fellow employees who suffer from
the changes which generated the increase in output per worker.
Government monopolies: For many governmental services, there is a
single provider that does not feel pressure to cut costs to meet competition
from other providers of goods and services. The lack of competition may
explain why, by most measures, productivity has not risen rapidly in the
provision of, for example, education and postal services.

Vested interest groups: As government grows, efforts to use the political
process to redistribute income from the general taxpaying public to
specific individuals or groups intensifies. 'Highway contractors promote
"infrastructure investment,” public employees seek large salary increases,
businesses lobby for subsidies, and still others favor public assistance of
one form or another. Mancur Olson calls these groups "distributional

coalitions” and argues persuasively that they impair economic growth.'

' Mancur Olson, The Rise and Decline of Nations (New Haven: Yale University

Press, 1982).
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“4) Government regulation: In a world without govemment, private
entrepreneurs have incentives to raise productivity - to use fewer resources
to produce a given quantity of output. Govermnment regulation, if it is
meaningful, interferes with this activity, leading to lower productivity.
While some regulation may be needed, it can become excessive and
generate more costs than benefits.

(5) The political process: In the public sector, legislators, in particular, think
primarily in terms of the immediate future. They are attuned to the
rhythm of electoral cycles. In response to these cycles, they often will
take actions that they perceive to be in their interest from the standpoint
of being re-elected, but which have adverse long-term effects on economic
activity.

This is not to say that all government activity is counter-productive. There are
things government can do to enhance the functioning of an economy, such as providing
for the common defense, establishing a legal framework for resolving disputes,
constructing a basic infrastructure, and supervising some minimal safety-net. These are
the positive benefits of govemment. However, there are diminishing returns to
government activity and, as the government enterprise continues to expand, the
inefficiencies just described become more and more important.

Particularly worth noting are the impacts of a wide variety of government
regulations on the American labor market As already noted, the general effect of

government regulatory activity is to increase the cost of producing goods and services.
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These increases in costs have the same effect as imposing a tax on the employment of
labor. Such taxes produce a variety of labor market adjustments. In particular, they can
lead to reductions in both the employment and earnings of labor in the United States.
As a generai proposition, every dollar of the implicit labor taxes produced by government
regulation leads to an 85 cent reduction in wages paid to workers. In addition, there will
be an impact on the Jevel of employment. Every one percent net increase in labor costs
(the regulatory "tax™ minus the amount passed through to workers in the form of lower
wages) will produce a decline in employment of about eight-tenths of one percent. These
are quite substanuial impacts given that some estimates of the costs of government
regulation are in the neighborhood of ten percent of GDP.

In the context of the current debate about raising the minimum wage, these are
important considerations. In a minimum wage setting, any increase in labor costs cannot
be passed on to workers in the form of reduced compensation. However, it can have a
profound affect on employment. The general evidence on this point is powerful. Every
one percent increase in the minimum wage leads to a reduction in employment of thre-
tenths of one percent in the affected areas. These employment effects are primarily born
by the young and minorities. Balanced against this is the increase in earnings for those
minimun: wage workers who do not lose their jobs. However, it would be quite possible
to increase both the earnings and levels of employment of minimum wage workers by the
simple device of reducing either the explicit or implicit taxes imposed on the employment
of low-wage workers in America. Reducing the regulatory burden presently imposed on

the empioyers of minimum wage workers, primarily small businesses, by a dollar an
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hour would lead to as much as an 85 cent an hour increase in the wages of these workers
while increasing the number of jobs available to them. This would be a much wiser

public policy than increasing the present level of the Federal minimum wage.
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THE IMPACT OF THE WELFARE STATE ON WORKERS
Executive Summary

This is the second study in a series | have commissioned on the impact of the welfare state on
various aspects of the American economy. The first study, The Impact of the Welfare State on the
American Economy. examined the drag on economic growth resulting from excessive levels of federal
spending. The second study. The Impact of the Welfare State on Workers, analyzes the relationship
between the size of the federal government and recent trends in income and compensation.

The first section of this study debunks the nayth advumdbyuborSeauaryRomedchthn
socks 10 blame the income stagnation under the Clinton Adrmmsmuon on a recovery in business profits.
This study refutes the notion that business profits cause i and i d:monsmts
that healthy business profits tend to generate compensation gains fw Ameri b This
of the study also shows that when appropriste inflaion measures are used, hourly wages and benefits
received by the typical worker increased about 26 percent between 1973 and 1994 after |djustmcnl for
inflation. This study demonstrates that there was a very clcse relationship productivity and
compensation growth dunng this period.

The socond section of the repon focuses on the relationship b ive federal spending,
productivity, and compensation. Among the conclusions of the study are the following:

. thn federal spending as a share of GDP exceeds a level of 17.4 percent, additional federal
g b literally productive, with negative effects on productivity and
wmpcnsauon growth

» At present levels of federal spending as a share of GDP, restraining federa! spending by one
dollar during the current vear would vield an increase of 26 cents in total wages and benefits.
Sustaining this budget restraint over a seven vear period would produce cumulative guns of
$1.68

»  Over ume. the drag of excessive federal spending on productivity and compensation growth are
striking. If federal spending had been held constant at its 1965 share of 17.6 percent of GDP,
and foderal taxes adjusted accordingly. the present value of the gains to the typical worker over
the period 1973-1994 would have amounted to $106,800, gh to purchase a median priced
new home

This study provides a public service by quantifying the sizable costs of excessive federal
spending to the average worker in the U.S. 1am pleased to make this study available Lo the Congress
and public, and hope it contributes to an informed debate about the counterproductive cffects of
excessive federal spending in America

Jim Saxton
Vice-Chairman
Joint Economic Committec
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THE IMPACT OF THE WELFARE STATE ON WORKERS

by
Lowel! Gallaway and Richard Vedder

PROLOGUE

This is the second in a series of studies designed to explore the question of whether the federal
government in the United States is too large. In the first study, the general issue of the effect of the size of the
federal govemment, measured as a percent of Gross Domestic Product (GDP), on the level of GDP is analyzed.
Our major finding in that study is that beyond a levet of federal spending amounting to 17.57 percent of GDP,
additional federal expendi have a negative impact. At current levels of spending and GDP, restraining
federal spending by a dollar will add 38 cents to GDP.

In this study, we pursue this question at a more disaggregated level, focusing on the impact of an
oversized government on the real compensation of workers in the United States. What we discover is a set of
relationships that is quite consistent with our carlier findings. Specifically, we find that restraining current
federal spending by one doliar will lead to a 26 cent increasc in the real compensation of workers. The details of
our analysis follow. The first section examines measurement issues and the relationship between productivity and
compensation growth. The sccond section statistically examines the effects of an excessive federal government on
wages and benefits

I. THE LABOR INCOME GROWTH PROBLEM

“[t was the best of times. it was the worst of times."
Charles Dickens,
A Tale of Two Cities

Charles Dickens did not have the American labor market in mind when he penned those famous words.
Howcver, with modcst rewording to rcad. "Was 1t the best of times or the worst of times," they rather accurately
describe the current controversy centering on the pattern of growth (or lack of growth) of the real economic
rewards to workers in the United States. Depending on how one defines the pay of workers, and which price
index is used to convent from nominal to real terms, almost any story can be told.” Figure 1 illustrates the
extreme versions of the possiblc scenarios that may be sketched. The solid line describes average weekly eamnings
for the private scctor of the economy deflated by the official consumer price index. The data are in index number
form, with 1973 sct equal to 100.” This data series shows an increase from 62.4 in 1947 to 100 in 1973 and,
then, a decline to 79.3 in 1994

On the other hand, the broken line in Figure | describes movements in worker compensation per hour
deflated by the Gross Domestic Product deflator for the non-financial corporate business sector of the American
economy. ht stood at 49.9 in 1948, rosc to 100 in 1973, and increased further to 137.7 in 1994, quite a different
picture than that provided by the weekly eamings series

' Karl Z izes this sy quite well in, "Coming this Year: Marx for Dumnmies,” Wall
Street Journal. January 25. 1996. p. a22

* 1973 is used as the basc year because it is a business cycle peak and many of the real wage series we will refer
10 also peak at that ime
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Best Case and Worst Case Scenarios
of Inflation Adjusted Income Growth

10 United States, 1948-1994
.-
130 Compensation per Hour, e
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Figure 1
The Wage Measurement Problem

‘Two factors account for the widely disparatc views of the world described graphically in Figure 1. First,
the average weekly eanungs senes does not take into account changes in the number of hours worked per week,
and second, it ignores the increasing umportance of fringe benefits as a part of the payment package available to
workers. Hours of work have been systematically declining throughout the post-World War Il era?

The negative impact of this decline on average weekly ings is ill d in Figure 2. Three series
are presented there, average weekly eamings, average hourly eamings (both for the private sector of the

v), and average workers comp ion per hour for the business sector of the American economy. All
are deflated by the official consumer price index (CPI-U). A comparison of the weekly and hourly eamings series
shows that, in 1947, the weekly index excoeded the hourly index by 9.1 percent. However, in 1994, the situation
was reversed. The hourly series was larger than the weekly by 6.8 percent. Thus weekly and annual eamings
averages understate wage growth because thesc measures are not adjusted for the decline in hours during the
period.

* Between 1973 and 1994, average weekly hours in the private sector of the economy fel from 36.9 10 34.7, a
decline of 6.0 percent. Sourcc. Deparument of Labor. Bureau of Labor Statistics, as reported in Economic Report
of the President, 1995 (Washington. DC: Govemment Printing Office, 1995), Table B45, and Economic
Indicators (Washington. DC: Government Printing Office, 1995), November 1995, p: 15.
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Three Measures of Inflation Adjusted Labor Income

United States, 1947-1994

{Deflated by CPiU)
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Figure 2

Even more important 1s the increasing impontance of fnnge benefits. In 1947, the compensation per hour
index was 19.7 percent less than the hourly earmungs series. By 1994, it was 28 1 percent greater. Moving from
a simple hourty earmings to an hourly compensanon analysis makes a tremendous difference. It changes the story
from one of major declincs tn economic rewards to emplovees since 1973 to one of modest increases

The Price Index Problem

Definitional distortions arc only one part of the problem of assessing the growth pattem in the real value
of the package of economic payments received by workers. The choice of a price index to convert nominal to real
values is crucial. To illustrate the importance of the price index issuc, the behavior over time of four such indices
is shown graphically in Figure 3. The four indices are:

* The price index issue has becn moving 1o the forefront in recent years. The Boskin Commission report
argues that the problem is even more acute than suggested here. However. we have confined our discussion to a
scries of currently pubhished official indices
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1. The official consumer price index (CPI-U),
2. A special price index senes disseminated by the Bureau of Labor Statistics known as the CPI-U-X1,
3. The pnce deflator for Gross Domestic Product, and

4. The price deflator for the corporate, non-financial, business sector of the economy.

A Comparison of Movements in Four Price Deflators
United States, 1948-1994

350 -
Non-Financial Corporate

300 GOP Deflator

! - CPIY
250 !

1‘ -— =CPI-X1
200 -

! < = *GDP Deflator

50 1973 = 100
i

0 - -
PEERIRRBERBRBECEERERRREEREZ

Figure 3

A few words are in order concerning the first two of these indices. The CPI-U-X1 was developed by the
Bureau of Labor Statistics in response to criticisms of the determination of the CPI-U. It is widely recognized
that the CPI-U developed a pronounced upward bias ¢irca 1980 duc to the manner in which it was treating
housing sector costs. The official Census Bureau position on the use of this index is as follows:*

* U. S. Department of Commerce. Bureau of the Census, Measuring the Effect of Benefits and Taxes on
Income and Poverty: 1979 to 1991, Current Population Reports. C I Series P-60, No. 182RD
(Washingion. DC: U. S. Government Printing Office. 1992). page H-1.
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The Bureau of Labor Statistics (BLSi developed an experimental Consumer Price
Index (CPI-U-X1} for researchers who wish ro make historical comparisons with the current
Consumer Price Index for All Urban Consumers (CPI-U) which uses the rental equivalence
approach 1o measuring shelter services. Prior 10 1983, the measurement of homeowner costs
included changes in the asset value of homes. ... This rental equivalence approach is a
methodology that isolates the shelter services component and. therefore, is a superior
measure . .

Therefore. BLS recommends the use of CPI-U-X1 1o those who need a CPI series that

treats h €Osts ¢ ly over fime.

Prior to the late 1970s, there 1s little Table §
problem with the price indices (see Panel A of
Figure 3). For the most part. they move in Selected Values, Various Indices of
unison. However. since than. there has been a Wage and Compensstion Psyments,
substantial divergence tn the four price indices United States, 1947-1994
we have described. By 1994, the CPI-U is
24.2 percent higher than the GDP deflator for Wageor
the corporate, non-financial, sector of the || Compensation Measure Price tades 194713 1o
economy (sec Panel B of Figure 3). Such Average
variation is capablc of producing greatly Woekly Esmings ey 624 100 ™3
disparate  pereeptions of what has been Average )
happening to the wagcs and compensation of Weekly Eamnings PRI e 10 83
workers in America. Wath three  different Average
wage and compensation mcasures and four Weekly Earnings GOP Defltor o 100 b
different price indices. there  are twelve Average GOP Deluer | oo 100 s
possible variants of wage and compensation Weekly Eamings Corp. Non-Fin : :
data  Values for thesc twelve wage and Average
compensation indices are shown in Table 1 for Hourly Earnings Rl 572 100 fatd
1947 (or, in some cascs. 1948). 1973, and Average i
1994 Howls Exsmings CPI-U-X1 359 100 2.9

A

Qur preferred sct of ndices 15 that ot E:,g.:.,., GDP Deflater 586 100 %1
which describes the behavior of compensation pa— OOF Deflarer
per hour for workers. It more nearly measures Hourly Eamings Corp. Non-Fin 62 100 106.5
the total per unit cost of labor to emplovers, as .
well as the total value of all money wages and c:":;:';m cPLU a9 | w0 | 1093
various fringe benefits received by each unit of p——
labor supplied in the market place. The four e How CPLU-X1 “s | 100 | ner
different versions of the real comp jon per P
hour data serics are shown in Figure 4 The “;”H:'"‘ GDP Defluor | 471 100 | 1242
differences arc dramauc.  Using the CPI-U, s - PR
the real compensation shows a value of 109.3 v Corn Nom-Fon 99 100 1327
(1973=100) 1n 1994 With the CPI-UX 1. it [fae L7 i
is 116.7; with the GDP deflator 124.2. and —
with the non-fi I corporate b

deflator 137.7
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Alternative Inflation Adjusted Real
Compensation Per Hour Data Series
United States, 1948-1884

= = - Rew Camowneton drletac

Notice that none
of these data series
substantiate the worst-casc
horror stories of sharply
declining real economic
reums to workers since

—Camp per v - CPHL

= =Campparty - CPRX1

brCam NF GOP Detcr t

.’ 1973. Choosing among
- then is a difficult task.
g Only one can be rejected
out of hand, that using the
CPI-U. Beyond that, a
case can be made for cach
of the other three,
depending on whether you
wish to focus solely on

Figure 4

consumer goods or on
some broader measure of
goods and  services

duced in the American

economy. Our solution to this problem is to use an average of the three data series d;nved by using the CPI-U-
X1 and the two price deflators. The resulting real compensation senes is shown in Figure 5. It shows a level of

compensation w 1994 of 126.0

The Compensation Growth
Issue

While the real
compensation serics shown in
Figures 4 and § all indicate an
increasc i the  hourly
compensation of workers since
1973, a companson of that
growth with what occurred
carlier 1n the post-World War 1l
era clearly indicates a dechine in
the rate of growth in more recent
years. Table 2 shows the annual
growth rate in real wages or
compensation for all twelve
vanants of the wage and

on series reported in

Preferred Inflation Adjusted
Compensation Per Hour Seriss
Unitad States, 1848-1994

1988 10 1 170 1078 1000 198 10
Figure 5

Tabic 1 plus that shown in Figure 5 for both the pre-1973 and post-1973 periods. In all twelve cases, the rate of
growth is much greater n the pre-1973 period. In fact. in the first seven variants, growth is substantial and
positive prior 1o 1973 and ncgative in the years following. It 1s only in the last six that growth is positive in both
of these periods. In the casc of the five vaniants of the real hourly compensation series, it more than doubles in the
years 1947-1973. After 1973 the best rate of growth shows more than a one-third increase and our preferred
measure increases by just a little more than one-fourth. This pronounced siowdown in the rate of growth in real
hourly compensation necds to be explaincd
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The Reich Hypothesis Table 2
. Secretary of Labor Robert Annual Growth Rates, Various Indices
Reich has offered an explananon of of Wage and Compensation Paymeats
this phenomenon. In a Department of United States, 1947-1973 and 19731994
Labor press release,” he states,
"There is something i Amual Rate | Answend Rate
Jhere IS some i :3; C— Pricelader | of Growth (%) | of Groweh (%)
nsing prof fits, rising pi ctvity omprasacies Messure 19471973 1973 194
:npm'g stock m:'ka,L ).)m wg;]:";_:m‘_ cPiU 7] 10
nowhere" The thrust of Reich's w .:“"F:;m , CPLUXI 19 27
claim is that increases in profits imply A:' . £
decreases in compensation. Weekly a..',.,,,,, GDP Deflator 17 05
) Average GDP Deflaror 16 00
The Reich hypothesis can be Weekly Earnings” Corp. Non-Fin
evaluated quitc simply.  Standard m:"‘;:: CPi-U 22 07
data sources provide information on Ay s
the share of the total value of output Heurly Estoings CPLUX) 22 23
that 1s accountod for by corporatc Aversge GDP Dellat 2 02
profits  Ome such source contains Hourly Esmings e -
data for thc non financial corporate Avaage GDP Deflator 20 03
business portion of the economy.” H:'”"E‘"'"" Corp Non i
From i, the sharc of the total value of i cprU 30 o4
output  attributablc  to  after-tax Caompensation
CPI-L-X1 kA 07
corporate profits can be calculated per Hour
We then uscd this data sencs in an Compensation GODP Defistor 29 10
attempt to explain vanations in the S per Howt Py
real compensanon per hour data - oot 28 18
seres  shown in Figure S - = ;:,pd CPI-L,
Specifically. we  explored  the ::’::':,"’" CPLU-X1. and 29 1
relationship  between  ycar-to-year CIF Deflaior
changes in the cotporatc  profits * Dats svailable beginning with 1948 Sowrce: Authors' Calculations
measure and year-to-year changes in

real hourly compensanion

The results ase reported in Table 3 for two different versions of the relationship and two different tme
penods. One version analvzes the linkage between changes in the corporate profits statistic and changes in
compensation i the same period. The other looks at the same relationship, but asks the question, "Do changes in
the corporate profit share this year affect the change in compensation between now and next year? The two time
periods used are 1948-1994 and 1973-1994.

® Department of Labor press release. statement by Secretary Robert Reich, June 22, 1995.

" Data are obtained from Economic Report of the President, 199§ (Washington. DC' Government Printing

Office). B-14.p. 291.and E ic Indi

s (Washung DC: Government Printing Office), November 1995,

p3
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Table 3

Regression Results, Analysis of Change in Real Compensation
Per Hour, United States, 1948-1994

Regression D-w
Independens Variable Thme Period Coefiictent +-Biotistic | Adpmted R’ Statisth
| Change in 194994 1997 1.29 00319 1.99
After-Tax Profit Share ) )
Change in
Aftar-Tax Profit Share 1973-94 252 009 2010 200
Change in Aftor-Tax Profit
Share (Lagged One Period) 1949-94 247 160 004 199
Change in After-Tex Profit
Share (Lagged One Period) 1973-94 328 212 01174 204

Note: All regr have Arima ad) =(0.2) Source: Authors' Calculstions

Tworad\crclea:ﬁndmgsm\ergeﬁ'omﬂlemfonmnoncamaemeable3 First, there is no evidence
of a signifi p between changes in the profit share of the value of output and changes in
rmleompensanonmthcsamc vear. '!'thzlchhypoduls is not confirmed. Second, and more important,
d\angsinﬂxcwrporalcproﬁlsharcﬂusywandchang&sinmlhourlyccrnpmsan'onnex!ymrmsanmrlm
related (in a statistical sensc)’ to one another. However, the direction of the relationship directly contradicts the
Reich hypothesis, being positive in naturc. lncrmsmmthccorporatc pmﬁlsharedusymrmassocmedmth
increases in real hourly comp ion next vear. | y. the hip is more statistically significant in
the post-1973 penod. It seems clear that the Reich hvpothes:s maksmuscﬁxlmnmb\mmwexplaumgﬂlc
slowing of the rase of growth in real hourly compensation since 1973. 1, along with its “class warfare” overtones,

should be rejected. Any insights into the reasons for the compensation siowdown must come from elsewhere

The Productivity Hypothesis

An alternative to Robert Reich's conjectures is to examine the behavior of the productivity of labor when
secking to explain vanations in real compensation through time. Historically, levels of labor compensation have
moved very closely with advances in the productivity of the labor input into the productive process.” Thus,
perhaps the slower growth in labor compensation in recent years is merely a product of a lack of growth in the
productivity of labor. A strong case can be made that this is so. The importance of productivity in this respect is
illustrated quite vividly by Figure 6. It shows the pattemn of behavior of average productivity per hour in the
business sector and our preferred rcal hourly compensation series since 1947. The correspondence between the
two is almost perfect

® For the enure period. the relationship is significant at about the ten percent level. However, for the years
1973-1994. i is signuficant at the five percent level.

® For a discussion of the relationship between real wages and productivity, see our Out of Work:
Unemployment and Goveroment in Twentieth Century America (New York and Oakland, Calif : Holmes and
Mcier and Independent Institute. 1993}, particularly Chapter 1.
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The graphic

c of M In N Ad) ¢ e\_ndmcc _shown in

Per Hour of Labor Input and Output Per Hour of Labor Input Figure 6 indicates that

the observed

120 retardation in  the

Compensation per hour - average of CPIU,
CPI-X1.and Corp. N-F GDP Deflator

® productivity growth?
%0 A reasonable
% hypothesis  is  that
18EiEiAFaREEESEENRARUEEL productivity growth s
Figure § influenced in  some

fashion by

gover | activities

II. THE SIZE OF GOVERNMENT AND PRODUCTIVITY GROWTH

The increased command of government over scarce resources may have lowered productivity in America
by shifting some resource atlocation decisions from the relanvely productive private sector to the less productive
public sector. Why. however. is the public sector less efficient. less capable of producing high levels of output per
worker? Six factors arc key to understanding the government's negative role in productivity growth: behavioral
incentives. monopoly. rent-seeking. regulation. benefit-cost asymmetry, and the shortsightedness effect

Incentives

In the market-driven private sector. managers have a strong incentive to raise outputs in relation to inputs
used to produce thosc outputs. Higher productivity means greater profits, as costs fall in relation to revenues.
Greater profits. in tumn. usually mean higher rewards to the managers and other employees considered responsible
for the enhancement of productivity. Greater rewards might come in form of higher prices on company stock
(particularly valuable when employees have stock options or are in a ESOP plan), profit sharing bonuses, or
simply higher salancs. Market prices convey information that make decision-making relatively easy, easing
resource allocation decisions. Ultimately, profits are generated by satisfying the needs of consumers. Profits
serve as a measure by which managers of businesses can be held accountable by their bosses, the stockholders

By contrast. in the public sector, managers seldom receive any rewards for enacting cost-reducing or
output-cnhancing measures. Indoed. in some cases, increases in productivity merely mean the manager in question
has a smaller budget. and also must incur the wrath of feliow employees who may suffer from the changes which
provided the advance in output per worker. The lack of profit signals makes it difficult to evaluate performance
and thus hold managers accountable
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All of this explains why corporatc downsizing by large, profitable companies such as IBM, ATT and
Eastman Kodak s commonplace as fims try to enhance efficiency and thus shareholder value G
downsizing, however, is far less common despite the fact that already the public sector is, on average, already less
productive than the private onc.

Monopoly

For most governmental services, there is a single provider. The g has a poly on the
provision of the service. Agovcmnmlbumucmcydomnmfeelpr&mwaﬂmmmmpwnmﬁun
competing providers of goods or services. In general, that is not the case typically with providers in the private
sector, who face compettion from one or more firms anxious 1o offer a better product at a lower price.
Competition prods fimns into efficiencies and into offering improved products. The lack of competition may
explain why, by most mcasures. productivity has not risen rapidly in the provision of, for example, education and
postal services

Rent-Seeking Behavior

As government grows. efforts to usce the political process to redistribute income from the general
taxpaving public to specific individuals or groups also intensifv Highway contractors promote "infrastructure
investment”, public emplovecs scck large salarv increases. businesses seck subsidies, still others favor public
assistance of one form or anothcr. When a group receives a paymemt without providing anything in retum, 1t
collects "economuc rent " By any . most of the in real federal government expenditures in the past
generation have gone for "vansfer pavments” - moncy being taken from the gencral taxpaying public and given to
favored groups

Mancur Olson calls these groups "distributional coalitons” and argues persuasively that they impair
economic growth.'® A host of studics have argucd that rent-seeking behavior negatively impacts on growth !/
The retum to productive activity by ordinary citizens is reduced by taxes used to cover transfer payments ' On
the other hand. the receipt of transfers is oflen conungent an v.he reclplem showing a lack of productivity.
Payments arc given for not working (uncmployment y pay , welfare). The availability of
alternative sources of income reduces incentives (o work, reducing aggregate output

'Y Mancur Olson. The Rise and Decline of Nations (New Haven: Yale University Press. 1982).

"' For example. see Richard Vedder and Lowell Gallaway. “Rent-Seeking, Distributional Coalitions, Taxes.
Relative Prices and Economic Growth.” Public Choice. vol 51. 1986, pp. 93-100.

'* For a recent study citing dozens of papers demonstrating the adverse effects of taxes on economic growth. see
Richard Veddecr. State and Local Tazes and Economic Growth: Lessons for Federal Tax Reform. Staff Study.
Joint Economic Commitice of Congress (Washington. DC: Joint E Ci i 1995).
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Regulation

In a world without government. profit-maximizing private entreprencurs have every moentive to raise
productivity - 1o reduce the use of inputs for any given quantity of output. Government regulation, if it is
meaningful, interferes with this process. Governmental constraints himit the ability of finns to use resources as
they like. If Machine A is used, government rules may specify how the equipment can be used. Labor laws
regulate compensation of employees (e.g. minimum wage laws, the Davis-Bacon Act), sometimes reducing
employment and thus output. In short, if it is correct that, other thungs held the same, cost-minimizing firms try to
maximize output per worker, any government rule that forces behavioral changes will, aimost by definition, lead
to lower productivity Thewstofregulanonmavwcllmdluﬂodaehund:edsofbllhmsofdollarsumuallyor
beyond ¥ Of course, some regulation may be needed, but this can b and gy more costs
than benefits

Concentrated Benefits/Disbursed Costs and Rationa! Ignorance

The quahty of public sector dectsion making is distorted by the fact that when benefits of government
action arc concentrated among a relatively small proportion of the populanon, but costs are widely disbursed
among all taxpavers, many projects arc undertaken that would not otherwise survive objective scrutiny. "Pork
barrel” projocts are typically public works schemes benefiting thousands of people but paid for by millions. The
beneficiaries sce significant benefits per recipient from the project, so campaign hard for its enactment. Non-
benefiting taxpavers who arc paying for most of the project typically find its cost very low, so they are not likely
to protest

A hypothetical example demonstrates the point. Suppose the people of a community talk their influential
congressman into slipping a new project into an appropriations bill. Let us say the project provides $200 million
in benefits to the one million persons of the communiry receiving the improvement - $200 per person or $800 for
a typical houschold of four. People in that community will clamor for the project, as the benefits are big enough to
provoke serious lobbying. Suppose the project cost the 260 million Amenican taxpayers $300 million - $1.15 a
person or less than five dollars for a famly of four. The costs arc so small that the typical taxpayer is not going to
expend time and resources fighting the marginatly harmful project. The average taxpayer is "rationally ignorant”
about the project. Yet the costs to socicty ($300 mullion) are greater than the benefits ($200 million), so the
nvestment is clearly onc with a negative retumn to society. Yet the asymmetncal lobbying on the project will
typically lead 10 it being undertaken. This principle 1s at work Literally hundreds, if not thousands, of times
annually 1 vanous tvpes of special interest legislation

The Shortsightedness Effect

Many investments that raisc productivity take several years to complete. The costs of the project come
quickly. but the benefits largely accrue many vears in the future. In the private sector, investments of this type are
undertaken since fims know that such investment is vital to maximizing the present value of future profit
streams. In the public sector, however, payoffs received even two or more years from now from expenditures
made today are politicaily irrelevant. since congressmen must face re-election within a very few years of the date

" Professor Vedder 1s completing a study for the Center for the Study of American Business at Washington
University in St. Louts that demonstrates this point using time-series data on productivity and regulatory effort (as
measured by spending on regulation). The tentative tide is Federal Regulation's Impact on the Productivity
Slowdown
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the decision is made to proceed wath the expenditure. There is a bias, then, to make decisions that have immediate
benefits and deferred costs, when in fact some of those decisions are socially undesirable, since the present value
of those future costs exceed the value of the benefits. The costs, however, are largely disguised from the voters,
while the benefits are obvious. Similarly, some worthwhile expenditures are not undertaken even where the
present value of benefits exceed costs simply because the benefits are in the future and the political value of those
benefits to existing congressmen are minimal.

Thus the political process promotes "shortsighted” decisions, and leads to such fiscal policy strategies as
large deficit financing (spend today and derve political benefits financed in the future by disguised taxation). The
shortsightedness effect 1s one factor in explaining the persistence of budget deficits. When new social programs
are begun, typically they are structured so first or second year costs are moderate, but "out year" expenditures
soar. Politicians than can claim "I helped get you new program A" and derive political benefits for programs that
may have, net, greater financial costs than benefits.

An Empirical Evaluation of Government's Impact on Productivity

The preceding argument has emphasized the negative side of government activities. However, not all
government actions are counterproductive. There are things that government can do that improve the functioning
of the economy. such as providing for national defensc, maintaining a systen of laws that assist in sewling
contractual disputes and provide for the safety of individuals and their property, providing a basic infi
and establishing a minumal safcty-net for its citzens. lnmesmctmmmucsmsc.dleposmveeﬂ'easof
government tend 1o reduce the costs of producing goods and services, thereby raising productivity and lowering
prices. What is critical in evaluating the impact of the Federal government on the average productivity of labor is
the net effect of its positive and negative contributions. When government is small, addrtions to it are more likely
to improve the nation's economic performance. However. as it becomes lasger and larger, it tends to stray off
more and more into programs that produce the kinds of inefficiencies previously described. What this indicates is
asy ic relationship between the size of the Federal go and the average productivity of labor. At
low levels of government spending and activity, the contmbutions to enh g levels of productivity are positive,
but at high levels. they are negative **

The availability of numencal data detailing levels of federal government expenditures, expressed as a
percent of GDP. and the average productivity of labor allow a statistical evaluation of the sugmed relauonslnp
berween the size of government and the productvity of labor. To do this, we esti da p of
the fomm

() PR =a + bG - ¢G + dT + ¢

where PR represents the annual average productivity of labor, T delineates the passage of time, G is federal
govemment spending as a percentage of Gross Domestic Product, and G” is the square of the variable G. The
vanable T is included to control for the long term growth n the average productivity of labor. The statistical
results are reported in Table 4. All of the independent variables are statistically significant at cormmonly accepted
levels. Also. the signs of the variables indicate that the hvpothesis that beyond some size growth in the magnitude
of government adversely affects the productivity of labor is confirmed. Interestingly, the value of G beyond

'* The relauonshup described herc is an extension of the Armey curve concepl explored in our earlier study for
the Joint Economic Commitice. The Impact of the Weifare State on the American Economy (Wastungton, DC:
December. 1995)
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which growth in government begins 1o exert its
negative effects is a Federal government share of
Gross National Product of 17.42 percent. almost
exactly the same value found in our carlier analysis
of the impact of government on real Gross
Domestic Product.’’

To firmly establish the quantitative linkage
between the size of the Federal govemnment and the

p ion of labor, a statistical of the
productivity p o relationship is  also
reported (sec Table 5).'°  As expected, on the basis

of Figure 6, the average productivity of labor and
real compensation are powerfully related This
indicates that the already observed effect of the size
of government on labor productivity is directly

101

Table 4

Regression Results, Analysis of Change
in Average Output Per Hour of Labor Input

United States, 1947-1994.
. Regression | o . .
Independent Variable Cocfficient t-Statistic
Federal Government
Expenditure as 418 4.16
Percent of GDP
Square of Federal
GovernmentExpenditure -0.12 418
as Percentof GDP
Time 1.62 42 81

transferablc to real P g that
growth in the size of thc Federal governmen
beyond the optimal level of 17.4 percent has
operated to reduce the level of real compensation
per worker in the American economy

Note: Other regression statisucs: Adjusted R* = 9942,
D-W = 1.47, Arima Adjustment = (0.2).
Source: Authors' Calculations

Further insight nto the magnitude of the unpact of the growth of government on wage levels in the

United States can be obtuned by asking the question. "What would have happened if the size of government had
— remained stable at some iower
Table 5 level, as opposed to the

Regression Results, Analysis of Relationship
Between Productivity and Real Compensation Per Hour

United States, 1948-1994

increase reflected in the actual
histonical record.  Making
such an assumption permits
lulating a  hypothetical
ity and real wage

Y

Independent Vanable

Regression Coefficient

Average Output Per

Hour of Labor Input 10068

t-Statistic Qes that then can be
compared with the actual. A
517.47 good point of departurc for

- this purpose is the year 1965,
Note: Other regression statistics: Adjusted R™ = 9993 Since real at which time federal
compensation would be zero if average product of labor were zero, the govenment spending stood at
regression equation is constrained 1o pass through the origin 176 pereemt  of Gross
Source: Authors' Calculations D ic Product, very close

to the optimal level of Federal
government  spending as a

'* See our The Impact of the Welfare State on the American Economy, Joint Economic Committee study

{Washington. DC: Joint Economic Commutiee. 1995).

'® This regression equation is constrained to run through the origin. The basis for this is the a priori
expectation that at a zero level of average productivity of labor. real compensation would be zero.



87

Page 14 Joint Economic Commitice

Table 6 share of Gross Domestic

Product that we have

Comparison of Actual and necessary dm ::

Hypothetical Real Compensation Per Hour made, the results shown in

R Table 6 (and displayed

United States, 1973-1994 graphically in Figure 7) arc

. obtained. Since our primary

Hypothetical Real Average Real interest is in explaining the

Year Compensation Per Hour | Compensation Per Hour retardation of the growth in

(1973=100) (1973=100) real  compensation  since

1973 100.0 1000 ;373 the ""f’ and

1974 102.0 100.0 series have been indexed on

1975 1040 100.1 1973 (=100). What we find

1976 106.1 103.6 is that holding the level of

1977 108 1 1053 federal govemment spending

at 17.6 percent of

1978 110.1 106.7 Gross Domestic . Product

1979 112.1 106.9 since 1973 would have

1980 141 107.4 produced a level of real

1981 116.2 107.0 T?npamu?in lms‘:‘n;
1982 118.2 109.0 m;’:u’;’_"“ higher

1983 1202 109.7

1984 122.2 110.] The picture of how

1985 1242 111.7 large government negatively

1986 1263 1154 influences l:: level u?:

1987 1283 116.3 e e o e

1988 1303 1172 clear  When svvaml

1989 1323 116.1 grows beyond the level that

1950 134.3 1178 optimal for the economy, it

1991 136.3 1194 introduces "ﬂ‘iﬁﬂ‘:-;“ ﬂ':‘f

1992 138.4 122.9 producing  goods . and

1993 1404 125.1 services and reduce the real

1994 1424 126.0 retums to labor.  The

Source: Authors' Calculations cumulative impact of these

inefficienci aver a

bstantial period of time is

immense. Using the actual

estimates of compensation per hour in the non-financial corporate business sector and the data describing the
average numbcr of hours worked per week in the private non-agricultural sector, we have estimated the present
value of the annual losses per worker (measured in 1994 dollars) of oversized govemment in the years since 1973
(through 1994). In 1994 alone. the total loss of compensation amounted to $4132, some $344 per month. Over
a longer period of ime, for someone who had worked the typical workweck and eamed the typical compensation
duning thosc vears. the present value of the cumulative cost of the excessive federal govemment totals $71,200.
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Companson of Actual Inflation Adj Ci Therc also

Per Hour of Labor Input with Hypotheticsl S.riu wou.ld_be gams from the

Assuming Federal g Equal to 17.6% of GDP reduction in federal taxes

o that almost certainly
would have followed in

the wake of holding
federal spendmg at 17.6
percent of GDP. Durnng
the period 1973-1994,
federal government
revenues averaged 18.7
percent of GDP. If the

10 e .

------- T revenue share would have

100 CPLX1.amd Carp. N-F QOP Deflewor __ fallen by 1.1 percentage
points (the difference

) b 19.7 and 176
1T 1978 1YY 19T A1 1563 1985 TWT 1988 1991 183 percent) in this interval,
Figure 7 the increasc m after-tax

would have
bemabouthalfﬂwgamatmbulablewﬂwproducuwtymcmsadmwmﬂdhavcu'lsuedaslhcrsuhof
g go 7 Increasing the $71,200 figure by fifty percent gives an estimate of $106,800,

cxactly ﬂwnwdxanpnccofahomcmmcUmwdSmm 1993." Roughly speaking, an oversized government in
the years 1973-1994 has cost the average worker the value of a typical home

The Future of Real Compensation

What is done 1s donc  The question that remains 1s, "What about the future” "What can be done to
rectify this situation in the years ahead” The obvious answer is to impose restraint on federal government

pending. Using the rel hips we have developed, it is possible to estimate the marginal effect of restraining
spending growth on levels of real compensation. Assuming 1994 levels of GDP and federal spending, restraining
spending by $100 billion would result in about a 1.5 p tage point reduction in federal ding as a percent

of GDP (from 22.0 to 20.5 percent). Usmgdwstausucalrsuhsmponemeabled dnsmddpmduceanos
pcrcmtmcmsembothprodumvn\andmpmsanmofmtkm ‘When that rate of increase is applied to the
business sector total n data 1 in the National Income and Productvity Accounts, a total
mﬁscmwnpensahmofSZﬁbdhmsuﬂnmmd Thus, $100 billion of federal spending restraint would
produce a $26 billion increase in total real compensation of workers, 26 cents per dollar of spending restraint.

Replicating an analysis reported in our earlier study of the impact of oversized government on GDP, we
estimate that a dollar of spending restraint this year that is maintained over the following six years will generate
$1.68 of additional total real compensation for workers

' The reduction from 1994 levels of federal spending to the 17.6 percent level would have increased the
average output per hour of labor by 2.1 percent

'® Statistical Abstract of the United States, 1994 (Washington, DC: Government Printing Office, 1995).
Table 1208. p. 732
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CONCLUSION
Several striking conclusions emerge from this study-

1. The worst-casc horror stories of declining real income payments to workers since 1973 are not true.
Wlmappmpna!clydcﬁmdmdd:ﬂawdwtakemmmdwmmpncclcwls there has been
increase, some 26 percent, in the real comp packagy ived by the typical

worker for an hour's labor.

2. Whike there has been growth in real compensation per hour since 1973, the rate of increase has
slowed perceptibly when compared with the pre-1973 post-World War II period.

3 Secretarv of Labor Robert Reich's “excessive profits” explanation for the retardation of real
compensation growth is contradicted by the available evidence.

4. The pattern of growth in real compensation over time almost exactly mirrors the behavior of the
average productivity of labor  Consequently, growth in both real compensation and labor
productivity slowed in the post-1973 era.

5. The average productivity of labor is significantly affected by the percentage federal expenditures are
of GDP. Beyond a federal govermment share of GDP of 17.4 percent, additiona! spending impacts
adversely on average output per hour of labor services employed. Of course, this translates into a
similar impact on the real hourly compensation of workers

6. If federal spending had been held constant at 1ts 1965 share of 17.6 percent of GDP, and federal
taxes adjusted accordingly. the present value of the gains to the typical worker over the period 1973-
1994 would have been $106,800, an amount sufficient to purchasc a typical home in the United
States

7. At present levels of federal spending and GDP, restraining federal spending by a dollar during the

current vear will yield an increase of 26 cents in total worker compensation. Sustaining that
restraint over a scven year period would produce cumulative gains of $1.68 in total compensation.

What thesc findings strongly indicate is that spending restraint at the federal level is critical to enhancing
the level of worker compensanon in the United States. Every dollar of such restramt eliminates 26 cents of the
deadweight burden imposed on workers by the inefficiencies created by a federal government that has become too
large.

The authors. Lowell Gallaway and Ruchard Vedder, are professors of economics at Ohio University in
Athens, Ohio
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Mr. GUTKNECHT. Thank you, Professor Gallaway. I'm going to
have to run over and vote. Congressman Shadegg went over early,
and he should be back in just a matter of minutes. So we will re-
cess, hopefully, no more than about 5 minutes and come back to
Mr. Wilson and then some questions. Thank you so much.

[Recess.]

Mr. SHADEGG [presiding]. Gentlemen, I want to apologize for that
brief interlude and call back to order the hearing of the Sub-
committee on National Economic Growth, Natural Resources, and
Regulatory Affairs. 1 appreciate your indulgence in our absence
during the vote.

And I believe, Mr. Wilson, we are to your testimony.

Mr. WILSON. Thank you. It’s my pleasure to be here. Thank you
for inviting me today. Let me say at the outset that the views I'm
expressing are my own and not necessarily those of the Heritage
Foundation.

With your permission, I'd like to submit for the record my pre-
pared statement and a paper that I recently co-authored with An-
gela Antonelli on how to raise the take-home pay of workers with-
out destroying jobs.

It details how Government, essentially, raises the cost of hiring
and maintaining workers on their payroll and reduces take-home

pay.

I'd, sort of, like to briefly summarize. Everybody is hungry. It has
been a long morning, and I'd like to just, sort of, briefly summarize
those points and then offer up a few recommendations.

The problem with stagnating wages is called, in part, but in-
creasing Federal taxes, mandates and regulations that have driven
a larger and larger wedge between the cost of labor to an employer
and what those workers take home.

The previous panel very clearly articulated the problems, and the
two gentleman here that preceded me clearly articulated the prob-
lems of regulations and how those increased the cost.

I'd like to talk about the direct cost, as opposed to regulations,
which is more of an indirect cost on labor and businesses.

The hourly wage that employers pay is not what workers take
home, nor is it the total cost of labor to businesses. To the hourly
cash wage rate that businesses pay to workers, employers must
also pay Social Security, Medicare taxes, Federal, State unemploy-
ment insurance taxes and Workers’ Compensation premiums.

From the wages and salaries employees receive in their pay-
checks, workers must pay additional Social Security and Medicare
taxes and Federal and State income taxes.

The difference between this cost to labor, cost of labor to employ-
ers—cash wages plus mandated taxes and benefits—and the take-
home pay of workers, which is cash wages minus payroll and in-
come taxes, is what I'll refer to as a tax wedge.

It has been growing, and it's liable to get larger if we don’t do
something about it. It’s important to point out, I think, that legally
mandated benefits, as Dr. Gallaway pointed out, such as unemploy-
ment insurance, Workers’ Compensation are not free to the worker,
as many employees assume.
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A range of studies indicates that, on average, about 88 to 85 per-
cent of the cost of employer-paid Government-mandated benefit
taxes are shifted to workers in the form of lower real wages.

In 1995, the Bureau of Labor Statistics reports that it costs all
private industry employers an average of $17.10 per hour to hire
and keep workers on their payrolls, and this doesn’t count the cost
of recruiting and training, initially training these workers.

After the cost of Government-mandated benefits and taxes and
optional benefits that employers pay are deducted, workers take
home an average of about $9.84 an hour, or 42 percent less than
the total expense of employing them.

Now, not all of this is Government-generated, loss to the em-
ployee. Nineteen percent is an optional fringe benefit that’s pro-
vided to employers that are paid on their behalf.

However, the average, the total tax wedge, the total cost of Gov-
ernment, direct Government taxes and mandated benefits to the
employee is $4 an hour, or 23 percent of their total compensation,
and that doesn’t even include the gas tax, the retail sales tax, and
the property tax that they have to turn around and pay out of their
after-tax take-home pay.

In 1995, it costs a typical employer at least $4.76 an hour to hire
a minimum wage worker because of these additional Social Secu-
rity, payroll taxes that I mentioned before.

That average minimum wage worker takes home of that $4.76
only $3.73. Even counting the earned income tax credit, the govern-
ment takes $1.03 away from a minimum wage worker per hour.

In addition, in recent years, there has been a significant increase
in the cost of mandated benefits and mandated benefits in general.

In 1994, the cost of Government-mandated benefits accounted for
8.9 percent of all employer payrolls, according to the U.S. Chamber
of Commerce in a survey of employee benefits that they do on an
annual basis, as an increase of 3.5 percent in 1951. It went to 6.3
percent in 1971. It now stands at 8.9 percent.

Government taxes and fees are taking an ever increasing bite out
of personal income. In 1994, Federal, State and local governments
took an average of $2,800 from every person, an increase of 150
percent since 1959,

If Congress proceeds with the proposed 90 cent increase in the
minimum wage, it will cost consumers and workers about $2.2 bil-
lion per year as the higher costs of entry level jobs are passed on
through higher prices and lower real wages.

The minimum wage, raising the minimum wage is not free.
There is a cost to it. It’s about $2.2 billion a year. And if you agree
with the former chief economist of the U.S. Department of Labor,
Alan Kruger, which I don’t necessarily agree with, that there is no
or there is only a negligible employment effect, then it has to come
from either two places, profits or higher prices.

Most of the minimum wage employers out there, employers that
hire the minimum wage workers are not the Fortune 500 compa-
nies with their million dollar CEOs. They’re the small businesses,
as our previous panel indicated.

They’re working very long hours, and their profit margins are not
very high. I suspect that they will be required to either lower em-
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ployment, which is, obviously, one adjustment, or raise prices, or
some combination of the two, which is the most likely case.

Going on further, the Medicare program is also on the brink of
insolvency. To put it on sound financial condition without reform-
ing or improving the way the program operates could mean adding
as much as 3.5 percentage points to the payroll tax right now.

So we’re looking on into the future. Mandated employer taxes
and benefits costs have increased and are likely to increase. Stag-
nating take-home pay is not caused by greedy employers.

Businesses do not, indeed cannot keep down the wages of their
employees. Employers as well as employees operate within a com-
petitive labor market in which wages broadly reflect the productiv-
ity of those workers less the cost of Government-imposed man-
dates, taxes and regulations associated with employing those work-
ers.

The more productive a worker is, the more that work will be
paid, but the larger the Government mandate and tax wedge be-
comes, the less cash workers take home.

I'd like to turn to some recommendations. Obviously, one of these
is to cut payroll taxes. They need to be cut across the board not
for just minimum wage workers, not for low income workers, for all
workers.

We need to cut the capital gains tax. Study after study has
shown that lowering capital gains will increase investment in fu-
ture productivity and raise the real wages of all workers in the
United States.

We need to enact significant regulatory reform. I think that’s
quite obvious, given the previous panel at this point in time, the
testimony of Dr. Hopkins and Dr. Gallaway.

Congress should strengthen White House oversight of the execu-
tive branch agencies. They need to establish a set of principles, in-
cluding cost-benefit analysis, to guide regulatory decisionmaking.

They need to establish a regulatory budget. They need to require
Federal agencies to review all existing regulations to get the junk
off the books that’s on there right now and to ensure that they
meet sound regulatory principles.

Last, I'd like to recommend that we need to improve the skills
of the work force, improving basic education through school choice,
strengthening core curriculum, enabling local educators to improve
discipline and set high expectations of their students.

Thank you, Mr. Chairman. I'd be happy to take any questions.

[The prepared statement of Mr. Wilson follows:]
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Mr. Chairman, Members of the Subcommittee, thank you for inviting me here today to comment
on the impact of government regulations, mandates, and taxes on the cost of hiting employees
and workers' take-home pay. Let me say at the outset that the views ] am expressing today are
my own and do not necessarily reflect those of The Heritage Foundation.

With your permission, I would like to submit for the record my prepared statement and paper that
1 recently co-authored with Angela Antonelli on how governmeant raises the cost of hiring
workers and reduces take-home pay, briefly summarize its two main points, and provide somne
recommendatiopns.

1. The problem of stagnating wages is caused in part by increasing federal taxes, mandates,
and regulations that have driven 2 larger and larger “wedge” between the cost of hiring
employees and workers’ take-home pay.

The hourly wage that employers pay is not what workers take home, nor the total cost of labor to
businesses. To the hourly cash wage rate businesses pay workers, employers must also pay social
security/medicare taxes, federal and state unemployment insurance taxes, and workers’
compensation taxes. From the wages and salaries employees receive in their paychecks, workers
must pay additional social security/medicare taxes, and federal and state income taxes. The
difference between this cost of labor to employers (cash wages plus mandated taxes and benefits)
and the take-home pay of workers (cash wages minus payroll and income taxes), is the tax
wedge.

Moreover, legally mandated benefits, such as unemployment insurance and workers®
compensation, are not "free" to the worker, as many employees assume. A range of studies
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indicates that, on average, the cost of 88 percent of all employer-paid government mandated benefit
taxes are shifted 10 workers in the form of lower real wages.

o In 1995, it cost all private industry employers an average $17.10 per 10 hire and keep workers
on their payrolls. After the cost of govemment mandated benefits, taxes, and optional benefits
are deducted, workers take home an sverage $9.84 per hour, 43 percent less than the total
expense of employing them. The total tax “wedge™ cost workers an average $4.00 per hour, or
23 pervent of their total compensation.

o In 1995, it cost a typical employer at least $4.76 per hour to hire a minimum wage worker.
After the cost of govemment mandated benefits and taxes ($1.03) are deducted, however, an
average minimum wage worker takes home only $3.73 per hour, or 22 percent less than the
total expense of employing them, and 12 percent less than their cash wage of $4.25.

In addition, in recent years there has been a significant increase in mandated benefits, and it
stands to get much worse. For example,

s Over the years, more and more mandates and higher and higher taxes have increased the cost
of hiring workers. In 1994, the cost of government mandated benefits accounted for 8.9 percent
of total employer payrolls, up from 6.3 percent in 1971 and 3.5 percent in 1951.

e Government taxes and fees are taking an ever-increasing bite out of personal income (Chart
2). Although, personal income per person increased 121 percent from 1959 to 1995,
government taxes and fees paid per person increased 155 percent over the same period. In
1994, federal state and loca! governments took an average $2,800 (in 1992 dollars) from
every man, woman, and child.

o If Congress proceeds with a proposed 90 cent increase in the minimum wage, for example, it
will cost consumers and workers about $2.2 billion per year as the cost of entry level jobs is
passed on through higher prices and lower real wages. It also will cause employers to create
over 200,000 fewer entry level jobs each year until 1999.

o The Medicare program is on the brink of insolvency. To put it on sound financial condition,
without reforming and improving the way the program operates, could mean as much as a
3.52 percent increase on top of the current 2.9 percent Medicare payroll tax. Workers earning
$45,000 per year would have to pay an additional payroll tax of $1,584 per year.

Stagnating take-home pay is not caused by greedy employers. Businesses do not -- indeed, cannot
-~ unfairly keep down the wages of their employees. Employers, as well as employees, operate
within a competitive labor market in which wage rates broadly reflect the productivity of workers --
less the costs of government-imposed mandates, taxes, and regulations associated with employing a
worker. The more productive a worker is, the more that worker will be paid. But the larger the
government mandate and tax wedge becomes the less cash workers take home.
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2. Taxes and mandated benefits are not the only government policies that drive a wedge
between the cost of hiring an employee and that employee’s take-home pay. Regulations also
increase the cost of employing workers.

For example, environment and workplace safety regulations impose costs that take the form of such
things as compliance expenditures for equipment purchases and training, time lost due to
paperwork requirements, and attorneys fees incurred in regulation-related litigation. For the
smallest businesses, the costs of tax compliance and payroll recordkeeping are the largest
components of their regulatory burden.

Regulation imposes the heaviest burden on small and medium sized businesses because they find it
harder to spread the high overhead costs of paperwork, attorney and accountant fees, and staff time
needed to negotiate the federal regulatory maze.

® For firms with fewer than 20 employees, the regulatory costs per employee is estimated to be
about $5,500. For the largest firms (those with more than 500 employees), the cost is about
$3,000 per employee. Unfortunately, Congress has responded to the disproportionate burden
on small business by exempting different sizes of companies from different regulatory statutes.
The effect of this approach has been to discourage companies near an established threshold
from hiring new employecs.

® The business regulatory burden also varies considerably by industry. For example, the average
cost of regulation per employee in the manufacturing industry is in the range of $5,000 to
$7,000, where regulatory costs are the highest, while it is in the range of $2,000 to $3,000 for
the service industry, where regulatory costs are the lowest. These average costs are equal to a
range of approximately $1.00 to $3.00 per hour per worker.

Although regulation imposes costs on businesses, ultimately they are passed on to individual
Americans often through lower wages. Moreover, mandated requirements, stich as family and
medical leave, directly affect an employer’s decisions about whether and when to hire a worker,
which worker to hire, how much cash to pay the worker, and how long o keep that worker. The rise
in mandated labor costs paid by employers is one of the most important forces leading companies
10 lay off workers, as well as the utilization of part-time, temporary, and contract labor.

Recent studies also suggest that in addition to the costs of compliance with regulation, there are
longer-run costs in the form of reduced productivity. When a business must devote resources to
implementing regulatory mandates, those resources are used in a less efficient manner because
firms are forced to use more costly, less productive, methods of production. Since productivity and
workers' pay and benefits rise together, govenment regulations are therefore directly responsible
for some part of the slowdown in wage growth and take home pay.
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RECOMMENDATIONS

Congress and the Administration should focus on policies that will increase wages and job
opportunities for Americans by improving labor productivity and reducing the cost of employing
workers. Specifically, Congress and the Administration should:

Cut payroll taxes. Taxes and government mandated benefits costs the average worker over 21
percent of their total compensation, 13.8 percent for minimum wage workers, Instead of
imposing more mandates, such as increasing the minimum wage, cutting payrol! taxes will
directly increase take home pay.

Cut the capital gains tax. The U.S. tax code punishes capital investment by taxing investment
income more than once. Twice by taxing corporate and individual income, and then a third time by
taxing capital gains. Lowering the capital gains tax will increase invesument in the U.S. and
provide an incentive for both American and foreign firms to put their capital to work here with
American workers. A capital gains tax cut also will make more venture capital available for
emerging technologies and for research and development that will improve future productivity.

Enact significant regulatory reform. The explosion of new regulations since 1988 has raised the
cost of Jabor and capital, created barriers to the formation of new companies and jobs, and raised
the cost of employing Americans. This higher cost of employment in turn means that in a
competitive economy, the retum to labor in the form of wages is reduced. The regulatory burden
needs to be rolled back, not only to allow wages to rise, but also to decrease the cost of hiring
workers. Congress should strengthen White House oversight of executive branch agencies;
establish in statute a set of principles, including cost-benefit analysis, to guide regulatory
decisionmaking; establish a regulatory budget; and require federal agencies 10 review existing
regulations to ensure that they meet sound regulatory principles.

Increase the skills of the workforce. What is needed is fundamental change aimed at improving
basic education through school choice, strengthening core curricula, and enabling local educators to
improve discipline and set high expectations. Congress also should consider tax-deferred or tax-free
education savings accounts similar to individual retirement accounts, or enabling states and
individuals to use lump sum unemployment insurance benefits for education and training.

Thank you, Mr. Chairman. I will be pleased 1o answer any questions you may have.
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Mr. SHADEGG. Thank you. Let me start briefly by asking Profes-
sor Gallaway, your study that you conducted with Professor Vedder
before the Joint Economic Committee last month, is that the study
that produced this?

Mr. GALLAWAY. Yeah. That’s one of the studies. It's a series of
studies that we've been doing exploring an idea advanced by the
House majority leader, the concept of an RV curve, implying that
there are optimal levels of Federal spending.

Mr. SHADEGG. Senator John Kyl, whose seat I took, is a great
proponent of a spending cap on Government spending that would
be written into the Constitution which would say that spending by
the Government couldn’t go above a certain level, tying it to Gross
Domestic Product.

My understanding of your testimony, at least what I've been able
to gather, is that were we to have done that America would be in
dramatically better shape, including workers at every wage scale.
Is that the essence of what you're telling us?

Mr. GALLAWAY. The data we’ve used have been average com-
pensation levels in general, not broken out by particular levels of
wages.

Mr. SHADEGG. Maybe you should explain what the implications
of the chart are.

Mr. GaLLaway. Well, what we found in the statistical analysis
was that when Federal Government spending gets much beyond
37 Y2 percent of GDP, it starts exerting a very substantial negative

rag.

Mr. SHADEGG. If I could just interrupt you right there, we’re well
above 17.6 at this point.

Mr. GALLAWAY. The 1994 level was 22 percent. I think we may
be down slightly below that now. We’re well above it now, and the
extent of the drags roughly lead to this.

At current levels of spending every time that Congress votes for
another dollar of spending it exerts a 38 cent negative effect on
GDP, 26 cents on tlge compensation of workers for every extra dol-
lar at this point.

Working with those numbers, we constructed, did some simula-
tions to show what the compensation of workers would be if we had
held Federal Government spending at 17.6 percent of GDP since
1973.

And by the time we get to the present we find that both produc-
tivity, the average productivity of workers, which is what drives
the wage rate, both of productivity of workers and wages would be
13 percent higher.

Mr. SHADEGG. Is it fair to say, then, that the anemic nature of
our economy at this point, growing at something around 2 percent,
can you conclude from what you've studied that we could be, in
fact, growing at a more dynamic rate if we could, in fact, check
Government spending, Federal Government spending?

Mr. GALLAWAY. I have no argument with that interpretation.

Mr. SHADEGG. Thank you very much. Professor Hopkins, you
brought forward some testimony with regard to cost-benefit analy-
sis and a study done by Robert Hahn which estimates that any rea-
sonable cost-benefit test applied to a great deal of environmental
regulation, that regulation would fail.
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Are you familiar with how Dr. Hahn came up with that esti-
mate?

Mr. HopPKINS. Yes. Dr. Hahn, essentially, reviewed the economic
analyses provided by the regulatory agencies themselves.

Even when you take the agencies own data on the benefits they
anticipate from particular regulatory decisions and the costs of
compliance that they anticipate, it still turns out that about half
of the new regulations over the past 5 or 6 years have flunked that
test. They're adopted even though they lessen economic efficiency.

Mr. WiLsoN. If I might, I'd like to point out that that really calls
for the need to have these types of studies that are done by the
agencies peer reviewed by others in the academic community before”
these regulations are allowed to be published as final.

Mr. SHADEGG. It amazes me that only inside the beltway sur-
rounding Washington, DC, is the notion of risk assessment or cost-
benefit analysis at all controversial.

Every single human being, every time they wake up in the morn-
ing and make a decision whether to put their foot out of the bed
and down on the floor, makes a cost-benefit risk assessment analy-
sis, and they do that as they go through every step of the day, in-
cluding getting in their car and driving to work and all of that.

As they bite into their Cheerios, they make a cost-benefit risk as-
sessment analysis, but that’s too controversial a notion for us to
apply to regulatory rulemaking. I'm amazed by it.

Mr. Wilson, I want to ask you, I think there is a common percep-
tion out there in America, trying to be sold to Americans and
maybe also being accepted to some degree that the fact that wages
seem to have stagnated while corporate profits are going up, at
least according to the books, quite dramatically is as a result of cor-
porate greed.

Do I understand you to say that it indeed is not corporate greed,
but it is rather this whole morass of a regulatory burden imposed
on the economy, or is that too much of a simplification?

Mr. WILSON. It’s in part caused by the Federal Government. It's
not all that's going on. Wages appear to be stagnating as corporate
profits are rising, but it’s not the total pay the workers receive.

You have to think in terms of compensation, benefits plus man-
dated taxes, total cost of labor. If one looks at profits and com-
pensation, they track fairly closely.

They don’t sit right on top of each other, but when profits rise,
compensation rises. When profits level off, compensation levels off.
If it declines, it declines. They track fairly well. There is a little bit
of a lag, but they do track fairly well.

Most Americans, when they get their pay stub, only see what
they pay. They're not aware of the cost, the hidden cost, of Govern-
ment with the regulatory burden as well as the direct payroll taxes
that are paid on behalf of them by their employers.

If an employer paid their workers in cash and then before that
worker left was required to pay $100 out of whatever the amount
is out for every State unemployment insurance, Federal unemploy-
ment insurance, Medicare, Medicaid and then take the rest home,
I can guarantee you that we would not have as large a Government
as we have today.
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And it's growing, unfortunately, at this point in time, and it will
continue to grow unless we can turn it around.

Mr. GALLAWAY. Congressman Shadegg, could I add something on
the corporate profit thing?

Mr. SHADEGG. Certainly.

Mr. GALLAWAY. In the same study in which that chart came, we
repccl)rted some statistical results which indicated just as Mr. Wilson
said.

With a one period lag, corporate profits, changes in corporate
profits and wage rates are positively related. When corporate prof-
. its go up this year, wage rates are going to go up next year and,
since incidentally, so is employment. So that the notion that wages
are stagnating because corporate profits are high is, to put it po-
litely, a canard concocted by the Secretary of Labor.

I would also point out that corporate profits, as a share of na-
tional income, were much higher in the 1960’s than they are today.
The long-term trend in corporate profits as a share of national in-
come has been downwards in the post-World War II period.

Mr. SHADEGG. I thank you very much for that information. I was
unaware of that, and I think most Americans are unaware of it.
They’re of this belief that they’re at record all-time highs.

With the indulgence of my colleague, let me just make one quick
comment. My belief is that if we can’t succeed in passing a law to
require that all employees be paid as though they were independ-
ent contractors and have to write checks back for each of these
Government services—which is one of the things I'd like to see us
do, and I believe we’d have a revolt over the size and scope of Gov-
ernment overnight—one of the ideas I thought we ought to do is
simply require that that be the law for every Member of Congress
and for all congressional employees.

If you just did it for that group, I think you would suddenly see
a change of attitude here. Let me ask, again with brief indulgence,
if you would each either comment on this or tell me how I might
ultimately get an answer.

I was at a breakfast this morning where we were discussing var-
ious policies of the U.S. Government and the issue of tax cuts and
the whole question of balancing the budget.

I made the point that I felt it was critical that we cut taxes and
get this economy growing at a pace faster than the 2 percent or so
than it’s growing right now.

I commented that it used to grow at a pace of about 4 to 5 per-
cent and that the Chilean economy is growing at 7 percent.

One of my colleagues said, “Well, the Chilean economy is growing
at 7 percent only because they have privatized Social Security.” I
doubt that. I suggest that they’re growing at a dramatically better
rate in part because they have privatized Social Security and prob-
ably also because they have not created the huge regulatory war
tax burden that we have beyond the privatization of their Social
Security system.

I wonder do any of you have any information on that topic or
would know where I would go to get an answer?

Mr. GALLAWAY. Do you want to go first, or shall I?

Mr. HOPKINS. Just a brief comment. I have not looked with any
care at the Chilean experience, but my impression is that they
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have substantially deregulated that economy and have substan-
tially less regulatory burden than most other Latin American coun-
tries, and that would help to contribute to their growth. So I sus-
pect you're right.

Mr. SHADEGG. Professor Gallaway.

Mr. GALLAWAY. I don’t have the specifics of Chile at hand, but
I've just been looking at, in general, international comparisons.

And the literature on that more and more is showing a very pow-
erful negative effect of the size of Government on economic growth.

For example, if you relate just the percentage that taxes are of
GDP in countries to a, sort of, longer term growth rate, you'll find
that relatively low tax countries will have relatively high growth
rates.

I guess the only thing that calls to mind is our acceptance of 2
percent, 2%2 percent growth as somehow being vigorous and dy-
namic,

It calls to mind the 1960 Presidential election campaign in which
Richard Nixon raised the issue of economic growth and made the
fatal mistake of producing the first offer in which he said, “I'll give
you 4 percent economic growth.” And John Kennedy came back and
said, “Four percent? Hell, I'll give you 5.”

It just says something about what the expectations were at that
time, and now we have people talking about how great, this is how
dynamic the economy is with this 22 percent growth, which is 30
percent below the long-term historic growth rate in the U.S. econ-
omy of 3.6 percent, which held up for 200 years.

Mr. SHADEGG. Thank you very much. Mr. Gutknecht.

Mr. GUTKNECHT. Thank you, Mr. Chairman. I want to thank all
the panelists. Personally, I've been a fan of all of you for quite
some time. Professor Hopkins, you are widely quoted on this com-
mittee, whether you know it or not. We thank you for all the work
that you have done relative to regulatory reform.

Earlier, Mr. Shadegg said that everywhere outside of the beltway
risk versus benefit analysis made perfect sense. I would have to
correct you. I have been to a couple of college campuses back in my
home State where I have been questioned rigorously about that
whole issue, whether or not that was good sense or not.

It leads me to offer this observation. A couple of the earlier peo-
ple who testified, and I think we frequently say, when we talk
about some of these regulations, that the people who originally
started down that path did so with the best of intentions.

And it’s interesting how people who now want regulatory reform
are willing to acknowledge that the people who got us into this mo-
rass in the first place so that in order to start a business today you
have to comply with 39 different sets of regulations and forms from
the Federal Government alone, we always say that they got us into
this situation with the best of intentions.

But the interesting thing to me is that now that we're trying to
do something to reform that, whether we’re talking about reform-
ing tort liability, whether we're talking about other regulatory re-
form, cost versus benefit analysis, the interesting thing is the other
side, the people who got us into this mess, always question our mo-
tives.
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I mean, if you listen to the debate on the House floor. If you lis-
ten to 1 minute special orders, if you listen to what happens on
Nightline and all of the news talk shows and so forth, our motive
is simply because we want to help our rich friends.

And frankly, one of the benefits, at least, of these hearings has
been to demonstrate that a lot of the people that we're really talk-
ing about, the ones who bear the brunt of this regulatory environ-
ment that has been created are not the big, fat rich business guys,
you know, the guys making seven figures living in big Manhattan
apartments.

We're really talking about people who work at the local dry-
cleaner shop and the people who manage the local Standard Oil
station and so forth.

One of the most frustrating things—I have two real frustrations
about this whole debate about regulatory reform. The first is that
no matter what we try to do our motives are questioned, and that’s
something there is nothing you can do about.

But the second thing is that our adversaries in this debate are
not bothered by the facts. They do not allow the facts to get in the
way of their particular point of view.

So you have been extremely helpful. I guess my question for all
of us, what can we do from our perspective, and this is from my
frustration, to do a better job of getting the facts out to the Amer-
ican people of what the real costs of regulation are?

I think as a society we bought into the notion even on the mini-
mum wage. Eighty percent of the American people think we ought
to raise the minimum wage even though 75 percent of them don’t
know what it is.

I think there is this notion that somehow by Government fiat we
canhgive everybody a pay raise and that there is no consequence
to that.

And the same is true with an awful lot of our regulations. The
American people seem to have bought into the notion that there is
not a consequence to all of these endless regulations.

It is so frustrating to me because we're constantly looking for
common sense. If you have any advice as to how we can do a better
job of getting the f};cts out to the American people.

I do believe, and I quote Jefferson often. I quoted him yesterday,
and I'll quote him again. He said, “Give the people the truth, and
the Republic will be saved.”

The problem we have is getting the truth to the American people,
because if they understood the tremendous cost of regulation, the
tremendous cost of taxes, the tremendous cost of just changing the
minimum wage 50 cents or $1 an hour, whatever it happens to be
this time, how can we do a better job of getting the American peo-
ple the truth?

Mr. WILSON. Let me go first on that. Well, first of all, I think it’s
important to get out of Washington to town hall meetings, to actu-
ally get out and communicate as much with the public as possible,
to communicate these ideas as much as possible.

Mr. GUTKNECHT. So you don’t think we can get it out through the
nightly news?

Mr. WiLsoN. No. This is too isolated, too insulated inside the
beltway here. The other thing is that I think we need to actually
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try to encourage local businessmen, small businessmen, those folks
that only have one or two establishments, four or five employees
and one establishment to write letters to the editor, to write sto-
ries, to try to do these kinds of things in the local newspapers to
try to get that message out.

The first panel here, essentially, that was here, these people told
very eloquent stories. If that could be communicated as effectively
in letters to the editors in some of the local newspapers, that
would, perhaps, help.

I think, to the extent that we can encourage employers to modify
their payroll forms voluntarily, of course—I'm not advocating any
sort of mandate here—so that employees are more clearly aware of
the taxes, the mandated benefits that they pay on top of the taxes
that the employee pays before they even take home that paycheck,
I think that that will help.

Mr. GALLAWAY. I think part of the problem is that big business
doesn’t mind this stuff. Look at Tom’s numbers. What were the reg-
ulatory costs per worker for a small business? Almost twice what
they were for a big business.

Big business people like this, their economies of scale, their law-
yers and so on, and it keeps little businesses from becoming big
businesses.

Now, asking me how can you get the truth out, I can’t get it out
to 19- and 20-year-old undergraduates, and I'm supposed to know
something about how to teach those people.

Mr. HoPkiNs. Congressman, I agree completely with your com-
ments and share your concerns and having nothing terribly pro-
found to offer but just one thought.

That is we've had on the books now for well over a decade Execu-
tive orders issued by administrations of both parties that there
must be a labeling of major new regulatory initiatives with costs
and benefits.

That Executive order is sometimes complied with more effectively
and thoroughly than others, but nonetheless, a track record or the
basis for a track record has existed.

And I think it would be helpful if the Congress were to ask the
administration to provide an annual story. Since they have been
collecting these analyses of costs and of benefits every year of every
major regulation since 1981, I think an annual accounting of what
are the costs that are being imposed this past year and how do
they stack up against the benefits.

That’s just an accountability question. That’s just providing facts.
That’s not saying we’re going to use this information as an absolute
go, no-go criterion for issuance of regulation.

I think there is a vast contribution that could be made by simply
publicizing information about the effects of these actions and then
later on worry about control mechanisms that will actually use
that.

You at least can’t be accused of trying to poison children in the
streets because of holding up regulations. All you’re asking for is
a clearer accounting in a consistent aggregate annual fashion of
these costs and benefits.

Mr. WILSON. Including the paperwork burdens.
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Mr. GALLAWAY. One other thing. I don’t know if it's particular
germane here, but. which I think might be useful is every regu-
latory act should have a sunset provision in it.

To just demonstrate the beauty of Sunset provisions, this country
was saved from disaster in 1946 by Sunsetted laws and regula-
tions, all the rules that we put in during World War II.

After the war, there was the great debate should we relax the
rules. Bob Taft wanted to ease up on them. Harry Truman wanted
to keep them where they were. Truman won the political debate,
and Taft’s forces weren’t able to override his veto of regulation eas-
ing legislation.

This was in late June 1946, and the President got up on July 1,
1946 and looked around and found that he didn’t have any regula-
tions because they had been sunsetted.

Mr. GUTKNECHT. I think you've offered some excellent advice. I
see my time has expired. The one thing that is showing in the ad-
vice of the town meetings, I have had 62 town meetings back in
my district, and frankly, they're very constructive for me, I think,
and for the constituents as well because we do hear from real peo-
ple about real problems. And generally speaking, the local press is
pretty much obliged to report those stories. I think it starts to
bring home the dimensions of the problem, and it localizes.

Mr. WILSON. Personalizes it as well.

Mr. GUTKNECHT. And personalizes, that’s right.

Mr. WILSON. These are people that everybody knows in the com-
munity.

Mr. GUTKNECHT. Well, the one thing that’s showing up in our
polling and in our town meetings and everywhere is there is an
American anxiety, and they don’t understand that there is this con-
sequence out there to higher taxes and more regulations and more
bureaucratic burdens.

But they do understand it. I mean, they don’t make the correla-
tion, they don’t make the connection yet, but they understand that
they’re working harder and keeping less.

In fact, somebody around here coined a phrase, “It’s the pay-
check, stupid.” And I hear this in some of my town hall meetings
and so forth.

Folks who work in factories and folks who work in offices and so
forth, they understand that it’s more difficult today for them to
take their kids to a baseball game.

It costs more for them to take their kids to the county fair, to
ride the rides and buy the bratwurst and everything. And again,
they don’t quite make the connection, but at the end of the week
they’re working harder, and they have less of what they've earned
to sgend on things that they used to be able to buy.

They want to go out and buy a new pickup truck, and they real-
ize that they’re paycheck went up 2%2 percent. Their taxes went up
3 percent, and the price of that pickup truck went up 6 percent.

They’ve got a youngster getting ready to go to college, and all of
a sudden they have real sticker shock and they realize how much
it costs to send a kid to college nowadays.

So there is a genuine American anxiety out there. They haven't
quite made the connection yet. Folks like you and folks like us I
think can help them at least get the facts.
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So my concluding admonition or request to you is that you will
continue to provide this subcommittee and this Congress and more
irl?lportantly this member with the facts, because facts are stubborn
things,

In this debate, as I said, it’s not so much right versus left. It is
right versus wrong, and frankly, we've been on the wrong track for
a long time as it relates to how we deal especially with small busi-
nesses.

We'’re doing our best to turn that around, but we’re finding that
Washington resists change even more than we thought. Thank you
so much for coming.

Mr. SHADEGG. Gentlemen, I just want to conclude by also thank-
ing you for coming. You are all admired on this committee at least
by members on our side of the row.

I think that when you mentioned how difficult it is to get this
point across even {o 18- and 19-year-old and 20-year-old students
in your classes, it is a mystery to me that there is so little under-
standing of economics and so little appreciation for what we are
doing to this country.

I commented earlier we formed this country to get away from an
all-powerful central government, a king, and now we’re right back
at that same situation.

I have faith in the American people. I think we are slowly get-
ting the message out. I do think this coming election will be a ref-
erendum on that.

And I appreciate the facts that you bring forth because my opin-
ion is my opinion. A minority member’s opinion is his opinion or
her opinion, but with the information you bring forward, we can,
hopefully, get the message out.

I do want to comment that we held up this rather large stack of
materials which are all the forms that have to be filed.

I don’t think it’s clear in the record, but I want to make it clear
in the record this stack, which is about three-quarters of an inch
thick, consists of the Federal forms that are required to be filed to
start a business in any State in the United States if you have just
one employee.

So you decide to form business. You're only going to have one
employee. You're going to live up to all of the State requirements
and regulations.

There are this stack of Federal forms to start that business, and
there are 39 separate Federal forms if you have one employee.

Is it any wonder that we have a country that has grown to have
a growth rate of 2 percent, and we think :Kat’s marvelous.

I thank you for coming and for your testimony, and with that,
I declare this meeting concluded.

[Whereupon, at 1:20 p.m., the subcommittee was adjourned.]
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