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What Does an Hour of Regulatory
Compliance Cost?
SAM BATKINS | JUNE 18, 2012

U.S. businesses spend billions of hours each year in an effort to comply with the reams of
regulations issued by government. The “billions” figure is not guesswork: federal regulatory
agencies are required to produce a good faith estimate of the amount of time a newly issued
regulation will require us to spend doing paperwork in order to comply with the law. The
Office of Information and Regulatory Affairs (OIRA) calculates that the federal government
currently imposes more than 10.3 billion hours of paperwork compliance annually. To put
that number in perspective, New York could build more than 1,400 Empire State Buildings
in the equivalent amount of time.

 

Calculating the monetized cost for those hours of paperwork is a bit dicey, however. OIRA
estimates that the associated cost of compliance for those 10.3 billion hours comes to $77.2
billion, which means that the government believes an individual’s time is worth $7.45 per
hour. That is less than the minimum wage in Washington, D.C.

 

This raises the question of how exactly the federal government quantifies its paperwork
burden on businesses. The answer usually depends on the particular agency involved and
whether it wants to monetize paperwork costs or conveniently ignore them. Typically,
agencies would rather skip the exercise altogether if possible or, failing that, find the lowest
wage rate it can justify and use that to low-ball the true compliance cost.

 

One place an agency could find data on the cost of a compliance hour would be in the
Bureau of Labor Statistics’ (BLS) Occupational Employment Statistics. It specifies a wage
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rate for a general compliance officer (who can “examine, evaluate, and investigate eligibility
for or conformity with laws and regulations”) of $30.66 an hour. If this rate were applied to
the nation’s cumulative compliance burden, the associated costs of doing the required
paperwork necessary to comply with federal regulations would tally $317.4 billion, more
than four times the cost that OIRA lists. However, a cursory examination reveals few
agencies bother to use this $30.66 figure.

 

Dodd-Frank burdens vary | The most egregious contributor to the unrelenting rise in the
number of hours spent complying with federal paperwork has been the mountain of new
regulations resulting from the 2010 Dodd-Frank legislation. While various financial
regulatory agencies are far from done generating all the regulations that the law requires,
the total time needed to comply with the regulations already issued eclipses 50 million
hours, much of which the government has not bothered to monetize.

 

One of these agencies, the Consumer Financial Protection Bureau, is guilty of one of the
more egregious failures to estimate a regulatory compliance cost: it omitted important data
from its remittance transfer rule (Regulation E). This rule imposes a compliance burden that
the agency estimates will take private businesses more than 7.6 million hours to satisfy. If
we value each hour spent complying with paperwork at the hourly wage of a compliance
officer, the total compliance cost for this one regulation alone is roughly $225 million.
However, if we use the median hourly wage rate for Dodd-Frank compliance (roughly $100),
compliance costs climb to $760 million.

 

Given the breadth of Dodd-Frank regulations and the plethora of regulatory agencies issuing
them, it is no real surprise that there is no set hourly wage used for estimating the law’s
compliance costs. For instance, the Federal Reserve has listed an hourly rate as low as
$42.95 for some of its regulations, while the Commodity Futures Trading Commission
routinely uses $100 per hour. The Securities and Exchange Commission once estimated a
compliance hour to be worth as much as $400, while acknowledging that regulating large
financial institutions likely means that the employees in charge of ensuring compliance may
be paid somewhat over the mean hourly wage rate. Most of the other agencies continue to
low-ball hourly wages whenever possible.
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ACA estimates | Just as with the implementation of the Dodd-Frank legislation, the cost
estimates for the time spent complying with regulations issued under the Affordable Care
Act (ACA) also vary, but agencies have been far more transparent at monetizing hourly rates
for compliance personnel. For example, the Centers for Medicare and Medicaid Services
(CMS) routinely cite BLS data to monetize paperwork impacts. In one rule implementing
sections of the ACA, the CMS estimated hourly compliance would cost $59.27, “the mean
hourly rate for computer and information systems managers based on the 2010 [BLS].”

 

However, in a recent rule designed to prevent Medicare and Medicaid fraud (“Changes in
Provider and Supplier Enrollment”), the CMS demonstrated the arbitrary nature of some
hourly estimates, projecting an hourly rate for compliance at just $14.51, two-thirds of the
average U.S. hourly wage of $21.74. The CMS did note that a “medical technician”
complying with the regulation receives a higher wage, which the agency estimated at
$17.27 per hour. If the administration had used this hourly estimate, the rule’s cost would
have increased by $5.7 million over the $30.3 million CMS listed in paperwork costs.

 

An hourly wage? | Federal agencies either underreport or simply fail to monetize
paperwork requirements on a regular basis. This is just one tactic agencies can use to tip
the scales of benefit-cost analyses of proposed regulations. Most businesses would likely
report that their time is worth more than the $7.45 hourly wage that OIRA lists, especially
since many cannot legally pay an employee that little. The federal government certainly
pays better than that.

 

In a May 1, 2012 Wall Street Journal op-ed, OIRA administrator Cass Sunstein wrote that
the Obama administration’s Executive Order 13,609 on regulatory reform would be “a new
model for eliminating red tape and promoting trade and job creation. Let’s get to work.”
With 10.3 billion hours of compliance and countless agencies that omit relevant cost data,
Administrator Sunstein has plenty of work on his plate.

 

This article originally appeared in Cato’s Regulation.  Click here to read the full article.
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