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Have Regulatory 
Burdens Slowed the 
Growth of Real GDP?

The slow rate of economic growth and job creation 
during the past several years has puzzled many 
analysts. Among the many conjectures offered to 
explain these developments, some say greater regula
tory burdens have both 
raised the cost of hiring 
of new workers and 
^educed profit margins. 
i true, increased regula

tion would discourage a 
general increase in out
put and thereby retard 
job creation as well.
Moreover, even if they 
have no effect on total 
output, employment- 
related regulations will 
encourage firms to seek 
production processes 
that substitute capital for 
workers.

Some broad evidence 
to support this hypothe
sis can be found in a recent review of studies that 
attempt to quantify the costs of regulatory 
compliance.1 Based on complete data for 1977 and 
1988 and partial data for other years, the author of this 
survey synthesizes the available evidence into high and 
low estimates of regulatory costs. The chart below

shows (in 1988 dollars) the movements of these esti
mated costs and real GDP over three sub-periods 
relative to their 1977 levels (1977=100). The first 
interval (1977— 1982) shows real output growth aver
aging 1.3 percent a year while real regulatory costs fell 
at an average annual rate of between 1.7 percent and 
2.4 percent. During the period 1982— 1988 (with the 
exception of 1987), regulatory costs continued to fall 
while growth in real GDP accelerated sharply.

Since 1988, however, the trend of real regulatory 
costs has been reversed, rising between 2.3 percent and

2.7 percent each year. 
Average growth in real 
GDP during the same 
period has slowed to a 
rate near 1 percent. 
Although the 1992 
estimates are based on 
incomplete data, their 
high and low cost values 
(in 1988 dollars) now 
range between $533 bil
lion and $413 billion. 
Moreover, because these 
estimates do not include 
the 1990 amendments to 
the Clean Air A ct, 
which experts project 
will add $25 billion a 
year to the costs of regu

latory compliance for the years 1992 and beyond, the 
chart underestimates the recent rise in regulatory costs 
under either scenario.

— Michael T. Belongia
V See Hopkins, Thomas D. Cost of Regulation (Rochester 
Institute of Technology, 1991).
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