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The Office of Management and Budget has asked for comments on developing a
set of recommendations to the President for a new Executive Order on Federal
Regulatory Review. 74 Fed. Reg. 8819 (February 26, 2009). The comment period was
extended to March 31, 2009. 74 Fed. Reg. 11,383 (March 17, 2009). The comments are
to address how to improve the process and principles governing regulation.

In particular, the President has said that the recommendation should address the
following issues:

e the relationship between OIRA and the agencies;

e disclosure and transparency;

e encouraging public participation in agency regulatory processes;

e the role of cost-benefit analysis;

e the role of distributional considerations, fairness, and concern for the interests
of future generations;

e methods of ensuring that regulatory review does not produce undue delay;
o the role of the behavioral sciences in formulating regulatory policy; and
o the best tools for achieving public goals through the regulatory process.
Id.; 74 Fed. Reg. 5977 (February 3, 2009).
These are the comments of the Utility Water Act Group (UWAG).! UWAG has

asked economic consultant William Desvousges of W.H. Desvousges & Associates, Inc.

' UWAG is a voluntary, ad hoc, non-profit, unincorporated group of 208 individual energy companies and
three national trade associations of energy companies: the Edison Electric Institute, the National Rural
Electric Cooperative Association, and the American Public Power Association. The individual energy
companies operate power plants and other facilities that generate, transmit, and distribute electricity to
residential, commercial, industrial, and institutional customers. The Edison Electric Institute is the
association of U.S. shareholder-owned energy companies, international affiliates, and industry associates.
The National Rural Electric Cooperative Association is the association of nonprofit energy cooperatives
supplying central station service through generation, transmission, and distribution of electricity to rural
areas of the United States, The American Public Power Association is the national trade association that
represents publicly owned (municipal and state) energy utilities in 49 states representing 16 percent of the



to address three of the listed issues, namely the role of cost-benefit analysis; the role of
distributional considerations, fairness, and the interests of future generations; and the role
of the behavioral sciences. His comments are in the attached report, W. Desvousges,
Response to Request for Comments on Regulatory Review Alternatives: The Value of
Cost-Benefit Analysis (March 31, 2009).

As the attached report says, cost-benefit analysis has been widely recognized as a
“useful” (Adler and Posner) or even an “indispensable” (Organization for Economic Co-
operation and Development) tool. It is not perfect, and it does not eliminate the need for
judgment, but it does provide a “model of rationality” (Pearce et al.). Dr. Desvousges
points out that it would be better to concentrate on improving cost-benefit analysis than to
abandon it for some alternative decision structure, especially since no superior method of
decisionmaking has been discovered.

Dr. Desvousges goes on to observe that cost-benefit analysis is based on a sound
theoretical foundation in economics and seeks to identify factors that increase or decrease
human well-being. And increasing human well-being is unquestionably an important
object of government regulation, particularly when “well-being” is taken to include
intangibles like justice. Cost-benefit analysis provides a way of identifying the gainers
and losers from a proposed regulation and, in the process, provides transparency. Even if
one disagrees with the numbers attached to benefits and costs in the analysis, having the
benefits and costs spelled out and the distribution impacts identified reveals the thought

process behind the regulatory evaluation.

market. UWAG’s purpose is to participate on behalf of its members in EPA’s rulemakings under the CWA
and in litigation arising from those rulemakings.



Dr. Desvousges also points out that cost-benefit analysis is a flexible tool that can
be (and has been) applied to a wide range of subjects from environmental regulations
(UWAG’s main concern) to transportation and highway safety, early childhood
education, and programs to help parolees re-enter society.

Dr. Desvousges compares cost-benefit analysis to prominent alternatives, namely
cost-effectiveness analysis and multi-criteria decision analysis, and shows that only cost-
benefit analysis can determine what level of regulation would have the greatest net
improvement in well-being.

The attached report discusses the issue of comparing costs and benefits that occur
in the present to those that are realized only in the future. The report cautions against
confusing the discounting of variables used in the analysis from “discounting” real lives
or health or the environment. The report notes that, while people’s willingness to pay for
benefits depends on their ability to pay and can make cost-benefit analysis sensitive to the
existing distribution of income, this can be managed in various ways, such as giving
higher weights to peoplc with lower incomes. Again, the sensitivity to the distribution of
income is not so much a reason to abandon cost-benefit analysis as a factor to be
addressed in the analysis itself.

Dr. Desvousges closes his analysis with a discussion of “nonuse” values and of
measuring the value of marginal changes in common resources, and he addresses
methodological issues in using survey methods to measure how people evaluate
environmental resources. He concludes that the behavioral sciences can provide
important insights for cost-benefit analysis; for example, research shows that providing

information, properly designed, can improve people’s decisionmaking about risk. Thus,



providing information to the public can complement regulatory risk management
programs.

In short, the attached report, which we commend to OMB’s attention, shows that
cost-benefit analysis is an important tool and ought to be used in reviewing federal
regulations as much as possible. Cost-benefit analysis does not by itself provide answers
to difficult risk-management questions, but it can help regulators make those decisions
with greater rationality and greater transparency.

Donna B. Hill

Chair, Effluent Guidelines Committee
Utility Water Act Group

Russell J. Fumari,
Chair, Water Quality Committee
Utility Water Act Group

Attachment: William H. Desvousges, Response to Request for Comments on
Regulatory Review Altematives: The Value of Cost-Benefit Analysis
(March 31, 2009)
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