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Cumulative Impact of Regulation
and Employment
SAM BATKINS, BEN GITIS | NOVEMBER 19, 2013

INTRODUCTION
When agencies impose three significant regulations on an industry, the affected industry
employment declines by up to 20 percent, according to American Action Forum (AAF)
research. The impact of regulation on employment resulted in mixed conclusions in the past,
but AAF examined 32 industries and multiple regulatory agencies to determine the
cumulative impact of multiple regulations on jobs.

Previous studies mostly focused on either a narrow area of regulation – typically
environmental or workplace safety – or a limited number of industries – usually
manufacturing or the fossil fuel industry. AAF sought to examine the cumulative impact of
multiple regulations on different industries promulgated by several agencies.

METHODOLOGY
The authors studied recent “economically significant” and “major” regulations implemented
between 2006 and 2010 that imposed unfunded mandates on the private sector and where
the agency was required to examine the impact on small businesses. This research does not
assume all regulations are created equal, especially with respect to their possible impact on
employment. By examining “economically significant” major rules that also place significant
burdens on small businesses, we presume these rules to have the largest industry-specific
impact.

From this universe of significant regulations that also affected small businesses, we
examined each affected industry, as listed in the regulatory text. This yielded 32 industries,
affected by eight different regulations. Many industries were impacted by multiple

http://www.reginfo.gov/public/jsp/Utilities/faq.jsp
http://www.gao.gov/legal/congressact/cra_faq.html#3
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regulations, some by up to three rules within a four-year span.

The following table identifies the eight regulations studied that affected some of the 32
industries. All regulations are major, economically significant, impose unfunded private-
sector mandates, and affect small businesses.

Regulation Annual Cost (in millions)* Paperwork Hours

2012-2016 CAFE Standards $8,858 39,940

Electronic Hospital Transactions $1,600  

Control of Emissions from SI Engines $475 135,076

Lead Paint Repair and Renovation $443 1,382,000

Lead Amendment Recordkeeping $342  

Revisions to HIPAA Code Sets $297  

Renewable Fuels Program $121 1,485,008

Control of HAPs from Mobile Sources $69 28,000

*2012 DOLLARS

Although each regulation conceded that it would have an impact on small businesses, not
every rule would have a “significant economic impact on a substantial number of small
entities (SISNOSE),” the standard under the Regulatory Flexibility Act. There is no
quantified standard for SISNOSE, but it generally represents a regulatory tax on revenue or
an increase in prices of one to three percent on hundreds of small businesses. However,
many of these rules would impose significant per-establishment costs.

For example, the Health Insurance Portability and Accountability Act (HIPAA) revisions
would impose more than $1 million in costs per hospital. Controlling emissions from spark
ignition (SI) engines costs small manufacturers 3 percent of revenue, in other words,
regulatory taxes. By comparison, the effects of the SI regulation are actually greater than
the destructive 2.3 percent medical device tax, which is part of the Affordable Care Act. 

The following is a list of the affected industries and the number of regulations imposed
during the studied period. Combined, the industries account for 17.5 percent of total
private-sector employment.

http://www.federalregister.gov/a/2010-8159/p-1937
http://www.federalregister.gov/a/E9-740/p-318
http://www.federalregister.gov/a/E8-21093/p-1295
http://www.federalregister.gov/a/E8-8141/p-630
http://www.federalregister.gov/a/2010-10100/p-93
https://www.federalregister.gov/articles/2009/01/16/E9-743/hipaa-administrative-simplification-modifications-to-medical-data-code-set-standards-to-adopt#t-7
https://www.federalregister.gov/articles/2010/03/26/2010-3851/regulation-of-fuels-and-fuel-additives-changes-to-renewable-fuel-standard-program#p-2112
http://www.federalregister.gov/a/E7-2667/p-1017
http://americanactionforum.aaf.rededge.com/uploads/files/research/The_Economic_Impact_of_the_Medical_Device_Excise_Tax.pdf
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Administration of Insurance Funds: 1 Automobile Manufacturing: 2

Automotive Exhaust Repair: 3 Automotive Repair: 2

Boat Building: 1 Building Construction: 2

Building Inspection Services: 2 Chemical Wholesalers: 1

Child Daycare Services: 2 Dentist Offices: 2

Doctor's Offices: 2 Engine Equipment Manufacturing: 1

Engineering Services: 2 Ethyl Alcohol Manufacturing: 1

Farm Equipment Manufacturing: 1 Home Health Care Services: 1

Lawn Equipment Manufacturing: 1 Light Truck Manufacturing: 1

Medical Hospitals: 2 Medical Insurance Carriers: 2

Medical Laboratories: 1 Motor and Generator Manufacturing: 3

Organic Chemical Manufacturing: 1 Other Automotive Repair: 3

Other Plastics Manufacturing: 2 Petroleum Bulk Stations: 1

Petroleum Refineries: 2 Petroleum Wholesalers: 2

Pharmacies and Drug Stores: 1 Real Estate: 2

Remediation Services: 1 Speciality Trade Contractors: 2

To statistically examine the cumulative effect of several regulations, this analysis estimates
the decrease in industry employment resulting from multiple significant regulations. AAF
employed industry-level data from the Bureau of Labor Statistics’ Current Employment
Statistics and used average annual employment of the 32 industries listed above for each
year from 2002 to 2012. Using these data, AAF performed a fixed effects regression to
estimate the effect of an industry receiving one, two, or three new regulations within that
period on the log of employment. To account for macroeconomic forces during the period,
such as the loss in employment due to the Great Recession, AAF controlled for year. In
addition, to account for changes in prices over that time, AAF controlled for industry
chained CPI.
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FINDINGS

New Regulations and Industry Employment†

Number of New Regulations Employment

One -4.06%*

Two -6.85%*

Three -19.63%**

*Not statistically significant.
**Significant at the 10% level
†Regression adjusted coefficients using log of unemployment,
fixed, effects, controlling for chained CPI, and year.

The results highlight that multiple new regulations cumulatively decrease industry
employment. The above table illustrates that three new regulations reduce industry
employment by about 20 percent, that is, relative to an industry without any significant
regulatory restrictions. This figure is statistically significant at the 10 percent level. To put
that in perspective, average industry employment in 2012 was 591,977. If in the following
years, the average industry faced three new regulations, these results suggest it would lose
116,205 jobs. After complying with more than $12 billion in new annual regulatory burdens
during a five-year period, it is not too surprising that some of the affected industries shed
jobs.

Although the results in the table reveal that the effect of one and two new regulations are
statistically insignificant, it is important to note that the coefficients are negative and have
magnitudes that follow the expected pattern: two new regulations reduce an industry’s
employment more than one new regulation. In particular, two new regulations could reduce
an industry’s employment by almost 7 percent and one new regulation could reduce it by
about 4 percent.

As noted, industries with three significant regulations suffered the most profound job losses.
The following graph charts employment in Motor and Generator Manufacturing from 2002
to 2012. The shaded areas represent the years in which agencies implemented significant
regulations that would also affect small businesses. 
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It is important to note that not all industries suffered declines in employment from 2002 to
2012, and some did not reduce jobs after the implementation of significant regulations. For
example, the health care industry was largely immune from the Great Recession and two
significant regulations. Total employment in doctor’s offices grew from 1.9 million to 2.3
million during the studied period and did not decline after two significant regulations.
Medical insurance carrier employment grew from 339,754 in 2002 to 343,944 in 2012, but
did suffer job losses after two significant health care regulations.

RECENT REGULATORY IMPACTS
There have been countless hearings in Congress on the impact of regulation on
employment. Most of the focus has been on EPA and this scrutiny is not unfounded. During
the last five years, the administration has published 25 “major” regulations (impact of $100
million or more). Two regulations, Mercury Air Toxics Standards (MATS) and the Cross-
State Air Pollution Rule (CSAPR), have had arguably the largest anecdotal impact on
employment. Although CSAPR is pending before the Supreme Court, the combined impact
of the two regulations has contributed to approximately 15,000 job losses, according to
industry announcements.

The following map displays power plant closings across the U.S. that cited recent EPA
regulations as a reason for retirement.

Many individual plants faced up to $550 million in regulatory compliance costs and
historically low natural gas prices. As the results demonstrate, the fuel switching to natural
gas, combined with higher regulatory costs, has slowly closed coal and oil-fired plants
across the nation. Not surprisingly, employment in fossil-fuel power plants has declined in
recent years, from, 137,072 in 2009 to just 98,630 in 2012, a 28 percent decline. This drop
in employment was even more pronounced in Kentucky, which lost 33 percent of its fossil
fuel generation during that period, and West Virginia, which lost 28 percent.

The Affordable Care Act (ACA) has also been a culprit in reduced hours due to new
regulations. According to previous AAF research, the ACA has already imposed $32.1 billion
in regulatory burdens and more than 126 million paperwork burden hours. These burden
hours will obviously have an impact on labor and productivity. For perspective, it would take
more than 63,400 employees working 2,000 hours a year to complete the annual ACA
paperwork.

https://www.americanactionforum.org/regulation-review/regulation-review-air-toxics-final
https://www.americanactionforum.org/insights/epas-transport-rule-arrives-with-heavy-costs
https://www.americanactionforum.org/insights/epas-transport-rule-arrives-with-heavy-costs
https://www.americanactionforum.org/infographics/retired-power-plants-under-epa-rules
http://www.expressnews.com/news/environment/article/Power-plants-are-targeted-4831205.php
https://www.americanactionforum.org/week-in-regulation/shutdown-virtually-wiped-out-new-regulations
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A recent project by Investor’s Business Daily tracks employers reducing employment
because of the ACA. To date, they found 331 employers cutting hours or jobs. For the
quantified figures that do exist, Investor’s Business Daily found that close to 19,000 jobs
would have their hours cut, which translates into at least 100 lost full-time equivalent (FTE)
jobs. However, this is only based on partial data; a full account of this sample translates into
357 lost FTEs.

The ACA and recent EPA regulations have clearly had an impact on employment, but
researchers will not know the extent until the administration fully implements the ACA, and
until EPA finishes its greenhouse gas regulations.  

CONCLUSION
Although past studies examining the impact of regulation on employment have produced
mixed results, few analyzed the cumulative effect of multiple costly regulations by different
agencies on 32 separate industries. The fight over a single regulation often invites questions
about employment effects, but it is rare that one rule causes massive disruptions in industry
employment. A 20 percent drop in regulated industry employment is significant, however,
and policymakers should always take into account existing regulatory burdens when
promulgating new rules. This research demonstrates that the cumulative effect of regulation
is significant.

http://news.investors.com/politics-obamacare/100913-669013-obamacare-employer-mandate-a-list-of-cuts-to-work-hours-jobs.htm

