
 

George Mason University 

College of Humanities and Social Sciences 

Department of Economics 

 

Fall 2014 

 

ECON 695– Regulation and the Market Process, 3 Credits 

Wednesday, 4:30-7:10 pm 

 

Primary Instructor:  Dr. Patrick A. McLaughlin 

      Senior Research Fellow, Mercatus Center at George Mason University 

      pmclaughlin@mercatus.gmu.edu 

 

In addition to the primary instructor, there will be multiple presentations by guest speakers with 

expertise in issues related to regulation. You may also be directed to Mercatus researchers or 

scholars in our academic network at other universities for advice on your research project.  

     

 

Office:    4091 Mercatus Center, 3434 Washington Blvd., 4
th

 Floor, Arlington 

Office phone:  703-993-9670 

 

Office hours: Whenever I’m in, or by appointment, or via e-mail.  I will almost always be in my 

office the afternoon class meets, and I am usually in my office every day from 8:30-5:30. 

 

Note on communication: Outside of the classroom, email is my preferred method of 

communication.  Furthermore, Mason uses only Mason email accounts to communicate with 

enrolled students.  Students must activate their Mason email account, use it to communicate with 

their department and other administrative units, and check it regularly for important university 

information including messages related to this class. 

 

Course Description 

 

This course will enable students to gain a deeper understanding of how the federal regulatory 

process works and how to analyze the effects of regulations from an economic perspective. This 

course emphasizes “learning by doing.” Most of the grade depends on two projects related to actual 

federal regulations. Thus, your grade depends on your ability to use economic concepts to do 

something, rather than your ability to memorize what has been presented. 

 

These projects are designed with two primary goals in mind: 

1. To impart greater knowledge about how the US regulatory system and specific regulations affect 

the economy. 

2. To give you a useful skill set, should you choose a career in the regulatory world.   

 

Project 1: Prospective Analysis 

For this project, you will choose a regulation, determine its intended impact, identify alternative 

approaches to accomplish the goal, and analyze how well the regulation accomplishes its intended 

goal (benefits) and the social costs of the options. You will also learn how to present your analysis to 

the federal agency that proposed the regulation in the form of a public interest comment.  
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Deliverables for Project 1 include: 

1. A critique and improvement plan for a federal agency’s regulatory analysis, and  

2. A public interest comment that presents your improvements to the agency and explains how they 

should affect the agency’s decision. 

 

Project 2: Retrospective Analysis 

For this project, you will select an existing regulation from the Code of Federal Regulations that is at 

least five years old.  You will perform a series of analyses on the regulation to determine whether the 

regulation: addresses a significant risk, addresses a current risk, is effective, is necessary to maintain 

the outcome desired, is duplicative, or interferes with other rules. 

 

Deliverables for Project 2 include: 

1. A report on the regulation’s merits.  The report will primarily comprise a diagnosis of the 

regulation’s intended objective and whether its design achieves it.  This report will explain the 

nature and prevalence of the risk addressed by the regulation, and include preliminary research 

on whether the regulation actually achieves its objective in a measurable way. It will also discuss 

whether the risk is significant and current, the rule is necessary to maintaining the outcome, 

whether it is duplicative, and whether it interferes with other rules. 

 

 

Required Materials 

 

Required Text: W. Kip Viscusi, Joseph E. Harrington, Jr., and John M. Vernon, Economics of 

Regulation and Antitrust, 4
th

 Ed. (MIT Press). Since this edition is now a few years old, used copies 

are available for around $40. 

 

See reading list in course schedule for additional articles and links. Journal articles should be readily 

available via GMU Library databases such as JSTOR, Lexis-Nexis Academic, or GMU’s electronic 

subscription to the specific journal.  If there is no online link available to an article, copies will be 

distributed in class. 

 

In addition to the readings everyone will read for certain class meetings, I may individually 

recommend additional background reading from the textbook and relevant literature based on the 

regulation you select to analyze.  

 

Evaluation and Grades 

 

Critique of a Regulatory Analysis (Project 1)        25% 

 

By week 3 (September 12), you will select a specific proposed US federal regulation and find what, 

if any, regulatory analysis from the agency accompanied the regulation. To ensure that the regulation 

has not yet been finalized, you should select a regulation proposed after June 2012. 

 

By 4:30 pm on October 17, you must turn in a written critique that includes the following elements: 

 

1. A summary of the regulation and highlights of the principal strengths and weaknesses of the 

agency’s analysis. 



3 

 

2. A response to each question in the list of evaluation questions supplied at the end of this 

syllabus. One paragraph for each question should be sufficient, but you can write more if 

necessary. 

3. A plan for improving the agency’s analysis.  What would you do differently?  What additional 

research would you do? What additional academic literature and evidence should the agency pay 

attention to? 

 

You should address these elements in list form; you do not need to write an integrated essay.  

 

Public Interest Comment (Project 1)        40% 

 

The public interest comment should be roughly 25 to 40 pages long. It will be graded based on 

quality of substance, not length. Provide brief background on the regulation, supply the additional 

analysis you said should be done in your critique (assignment 1), and explain how that analysis is 

relevant to the decisions the agency made on the regulation. Perhaps your analysis bolsters the 

agency’s approach, or perhaps it suggests the agency should have done something else. Your grade 

depends on the quality of your analysis and how convincingly you demonstrate with economic 

theory and empirical evidence that the agency should take the approach you favor.  

 

The public interest comment is due by 4:30 pm on December 12, one week after the final class. 

 

Retrospective Analysis Report (Project 2)       10% 

 

Class Participation          25% 

 

Active class participation is expected. The class participation grade is not a “fudge factor,” nor is it a 

reward simply for attendance. 

 

During the first half of the semester, your participation grade will depend largely on how well you 

contribute to the class by discussing your regulation. Each week (when indicated on the syllabus), 

you should be prepared to explain to the rest of the class how your regulations and its accompanying 

analysis dealt with that week’s topics. (For example, when we discuss outcomes, you should be able 

to explain what the regulations you’ve chosen did in regard to the “Outcome” questions for that 

week and suggest how this could be improved.) On some nights, we will have more of a readings-

group format.  I’ll ask a lot of questions that will allow you to assess and draw out the implications 

of assigned readings. The questions are in the syllabus so you can think about them as you’re 

reading. 

 

How to submit written assignments 

 

All written products in this course should be in 12 point Times New Roman type, double spaced. (So 

if you use Word 2007, you will have to change from that execrable 11 point sans serif font they put 

in as the default in 2007.) Submit them to me electronically (pmclaughlin@mercatus.gmu.edu) in 

Microsoft Word or some other program that can be converted to Word (ie, not PDF). If you adhere 

to these picky details, I can read your papers on screen with minimal difficulty.     

 

Note on research and grading standards 

 

mailto:pmclaughlin@mercatus.gmu.edu
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Because this is a professional development course, you can receive an A only by producing written 

products that would satisfy the standards of a professional workplace. That means no major gaps in 

reasoning.  Claims must be supported with specific facts (not just quotations from someone who 

makes an assertion or generalization).  Facts should be sourced to original sources of research (not 

periodicals or web sites, unless it is some idiosyncratic fact or data available only from those 

sources). It is especially important to go back to original sources when researching regulation, 

because sometimes you will find that agencies, government studies, or even scholars will 

misunderstand or mischaracterize the results of an original study, ignore or misinterpret data, or 

mention only part of the relevant results. Get the original! 

 

The Internet is a tool, not a crutch. Your research strategy should utilize EconLit, SSRN.com, 

NBER.com, and other relevant library databases, not just web search engines. The fact that Google 

Scholar claims to be comprehensive does not make it so. Also be sure to check the Government 

Accountability Office (www.gao.gov) to see if that institution has issued any reports relevant to your 

topic. Blogs should not be cited as if they were original sources, but good blogs can point you to 

useful original research and reports. Law review articles can be original sources for legal insights, 

but they are not usually original sources for facts or data (unless it’s the rare peer-reviewed, law and 

economics type journal). You will only know that your research is comprehensive when you have 

found recent (within the past few years) research on your topic, and none of the research you read 

cites anything major that you have not read.  

 

Citations should follow a consistent, recognized footnoting or referencing style. I recommend either 

the “Author, Date” referencing style used in most major economics journals, or the Legal Bluebook 

style used in law reviews (and used by most people who file comments with regulatory agencies). If 

you choose some other style, follow a specific style guide. The Chicago Manual of Style is a good 

guide to several different referencing styles. Expect me to ask you to show me the style guide you 

used if anything looks weird.  

 

For written assignments, everything counts toward the grade, including clarity, organization, correct 

grammar and punctuation, ease of reading, etc. Your writing does not have to be pretty or clever, but 

it does need to be correct, clear, functional, and structured. Every word and sentence should be in its 

particular place for a reason. All discussion of a particular topic should occur in the same place, not 

scattered throughout the paper. If you find yourself using phrases like “as referred to above” or “as 

will be discussed later,” you probably have an organization problem. Fix it before turning it in.  Read 

and practice Richard Lanham’s “paramedic method” for revising prose (Google “Richard Lanham 

paramedic method” and you will find several, concise summaries of the method). 

 

Be sure to check for typos, misspellings, correct word use (eg, make sure you know the difference 

between “affect” and “effect,” proper use of “its,” “it’s,” and “its,” etc.), subject-verb agreement, and 

correct use of pronouns (eg, a single person is not referred to as “they,” nor is a single organization, 

like a government agency, a “they”). Be aware of problems your computer’s spell-checker will not 

catch. 

 

 

Other Information the Department Wants Me to Include in the Syllabus 

 

The Department of Economics expects that all students abide by the following: 

 

http://www.gao.gov/
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Students are expected to exhibit professional behavior and dispositions.  See gse.gmu.edu for a 

listing of these dispositions. 

 

Students must follow the guidelines of the University Honor Code.  See 

http://www.gmu.edu/catalog/apolicies/#TOC_H12 for the full honor code. 

 

Students must agree to abide by the university policy for Responsible Use of Computing.  See 

http://mail.gmu.edu and click on Responsible Use of Computing at the bottom of the screen. 

 

Students with disabilities who seek accommodations in a course must be registered with the GMU 

Disability Resource Center (DRC) and inform the instructor, in writing, at the beginning of the 

semester.  See www.gmu.edu/student/drc or call 703-993-2474 to access the DRC. 

http://www.gmu.edu/catalog/apolicies/#TOC_H12
http://mail.gmu.edu/
http://www.gmu.edu/student/drc%20or%20call%20703-993-2474
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Course Schedule 

 

August 27  The Regulatory Process and Regulatory Analysis  

  

How the regulatory process works 

How to find information about current and proposed regulations 

How to perform a literature review 

 

 Viscusi et. al, Chapter 1; Chapter 2, pp. 13-45. 

 Susan E. Dudley and Jerry Brito, Regulation: A Primer, pp. 1 – 10, 35-56, 89-104. 

http://mercatus.org/sites/default/files/RegulatoryPrimer_DudleyBrito_0.pdf 

 Go over this presentation on how to do a lit review: 

http://eml.berkeley.edu/~webfac/eichengreen/e191_sp12/romem_econ191_2-7-12.pdf 

 Peruse www.regulations.gov , www.openregulations.org, and www.Reginfo.gov   

 Peruse OIRA’s web page: http://www.whitehouse.gov/omb/inforeg/. 

 

Note: This evening I plan to show you how to find information about regulations online. If you 

want to follow along, bring a laptop computer and get connected to the GMU Internet connection 

by the time class starts. 

 

September 3 Major Elements of Regulatory Analysis 

Role of analysis in the regulatory process – in theory and in practice 

 

 Office of Management and Budget, Executive Order 12,866, available at 

http://www.archives.gov/federal-register/executive-orders/pdf/12866.pdf. 

 Office of Management and Budget, Circular A-4, “Regulatory Analysis” (Sept. 17, 2003), 

available at http://www.whitehouse.gov/sites/default/files/omb/assets/omb/circulars/a004/a-

4.pdf. 

 Jerry Ellig and Patrick McLaughlin, “The Quality and Use of Regulatory Analysis in 2008,” 

http://mercatus.org/publication/quality-and-use-regulatory-analysis-2008. 

 Richard Williams, “Regulation Checklist: Common Pitfalls in Regulation,” Mercatus Center 

Working Paper (January 2010), 

http://mercatus.org/sites/default/files/publication/Common%20Pitfalls%20in%20Regulations

.pdf 

 Read the list of regulatory analysis questions at the end of this syllabus. 

 

 Project 1: Find at least three proposed regulations that might be good candidates for your work 

this semester. Find and skim the proposed regulation, any Regulatory Impact Analysis, Technical 

Support Documents, etc. Also find the regulatory agency’s most recent GPRA strategic plan and 

annual performance report, and skim these to see what goal(s) or measure(s) the regulation is 

related to.  

 Project 2: Find at least three existing regulations that are five years old or older that might 

be good candidates for retrospective review. Find and skim the regulation, any Regulatory 

Impact Analysis, Technical Support Documents, etc. Begin to consider the outcomes, if any, 

that the regulations attempt to achieve and how you might measure that. 

 Project 1 & 2: Be prepared to summarize your regulations in class and report on what 

analysis documents accompany them.  

 

http://mercatus.org/sites/default/files/RegulatoryPrimer_DudleyBrito_0.pdf
http://eml.berkeley.edu/~webfac/eichengreen/e191_sp12/romem_econ191_2-7-12.pdf
http://www.regulations.gov/
http://www.openregulations.org/
http://www.reginfo.gov/
http://www.whitehouse.gov/omb/inforeg/
http://www.archives.gov/federal-register/executive-orders/pdf/12866.pdf
http://www.whitehouse.gov/sites/default/files/omb/assets/omb/circulars/a004/a-4.pdf
http://www.whitehouse.gov/sites/default/files/omb/assets/omb/circulars/a004/a-4.pdf
http://mercatus.org/publication/quality-and-use-regulatory-analysis-2008
http://mercatus.org/sites/default/files/publication/Common%20Pitfalls%20in%20Regulations.pdf
http://mercatus.org/sites/default/files/publication/Common%20Pitfalls%20in%20Regulations.pdf
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September 10  Individual meetings -- Class does not meet as a group  

 

Project 1: This week, we will have individual meetings with the instructor to discuss and select your 

proposed regulation.  Prior to this meeting, you should select a favorite regulation and read all of the 

relevant materials in depth.  
 

 

September 17 Market Failure, Systemic Problems, and Alternative Solutions  

 

 Viscusi et. al., Ch. 4, pp. 79-97; Chs. 21 - 22. 

 Thomas W. Hazlett, “Duopolistic Competition in Cable Television: Implications for Public 

Policy,” Yale Journal on Regulation Vol. 7 (1990). 

 Ronald Coase, “The Problem of Social Cost,” Journal of Law and Economics Vol. 3 (1960). 

 Steven N.S. Cheung, “The Fable of the Bees,” Journal of Law and Economics Vol. 16 

(1973). 

 Beales, Craswell, and Salop, “The Efficient Regulation of Consumer Information,” Journal 

of Law & Economics 24:3 (1981). 

 Project 1: Be prepared to discuss how your regulation addresses the “Systemic Problem” 

and “Alternatives” questions in the list at the end of this syllabus. 

 

Discussion questions on market failure: 

 

Monopoly 

 

What are the key assumptions underlying the theory of perfect competition? 

Why does perfect competition produce allocative efficiency? 

What kinds of efficiencies does dynamic competition create? 

If dynamic competition is possible, does that mean dynamic markets can produce results that are 

better than those predicted by the theory of perfect competition? 

Under dynamic competition, a firm might gain market power by being innovative.  How can we 

assess the net result for economic efficiency? 

Does Hazlett’s analysis suggest that government regulation of entry is necessary to prevent the 

inefficiencies associated with excessive competition in a naturally monopolistic industry? 

Does Hazlett’s analysis suggest that government regulation of prices effectively prevents cable 

companies form exploiting their market power? 

Does Hazlett’s analysis suggest that duopoly in cable TV leads to an efficient allocation of resources 

that no regulation could improve upon?  

 

Externalities 

 

According to Coase, why are externalities inefficient? Are ALL externalities inefficient? 

According to Coase, what causes externalities? 

What insights does Coase offer that suggest market-based alternatives to regulation of externalities? 

When market-based alternatives are not possible, what implications does Coase’s analysis have for 

what regulators should do? 

In Cheung’s article, does the existence of contracts prove that resources are allocated efficiently? 

What principal facts does Cheung believe demonstrate that markets are allocating bees efficiently? 

 

Asymmetric information 
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What principle(s) do Beales, Craswell, and Salop offer for distinguishing between situations of 

imperfect information where regulation is advisable and situations where it is not advisable? 

Identify costs and benefits that need to be considered when crafting regulations that affect provision 

of information to consumers. 

 

September 24 Defining Regulatory Outcomes  
 

 Timothy J. Muris, “Rules Without Reason: The Case of the FTC,” Regulation, Vol.6 (Sept.-

Oct. 1982),  http://www.cato.org/pubs/regulation/regv6n5/v6n5-4.pdf. 

 Jerry Brito and Jerry Ellig, “Toward a More Perfect Union: Regulatory Analysis and 

Performance Management,” Florida State University Business Review 8:1 (Spring/Summer 

2009), pp. 1-54 

http://www.mercatus.org/uploadedFiles/Mercatus/Working_Papers/Toward%20a%20More%

20Perfect%20Union.pdf 

 Jerry Ellig and Houman Shadab, “Talking the Talk, or Walking the Walk? Outcome-Based 

Regulation of Transnational Investment.” NYU Journal of International Law and Politics 6 

(2009), pp. 265-340. 

https://mercatus.org/sites/default/files/publication/Talking_the_talk_article.pdf 

 Project 1 & 2: Be prepared to discuss how your regulation for each project addresses the 

“Outcomes” questions in the list at the end of this syllabus 

 

October 1  Mechanics of Benefit-Cost Analysis  

 

 Richard A. Williams and Kimberly M. Thompson, “Integrated Analysis: Combining Risk 

and Economic Assessments While Preserving the Separation of Powers,” Risk Analysis 24 

(2004), pp. 1613-1623. 

 Project 1: Be prepared to discuss how your regulation addresses the “Costs and Benefits” 

questions in the list at the end of this syllabus 

 

October 8   Risk, the Value of Risk Reduction, and Other Controversial Concepts  

 

 Viscusi et. al., Chs. 19, 20. 

 Richard Williams, “The Influence of Regulatory Economists in Federal Health and Safety 

Agencies,” Working Paper (July 2008), 

http://www.mercatus.org/uploadedFiles/Mercatus/Publications/8-

influence20080729_RSP_WP0815_Goveconomists-final.pdf 

 Tammy Tengs, John Graham, et. al., “Five Hundred Life-Saving Interventions and Their 

Cost-Effectiveness,” Risk Analysis 15:3 (1995), pp. 369-90. (To be distributed from GMU 

Interlibrary Loan.) 

 Lisa Heinzerling, “Five Hundred Life-Saving Interventions and Their Misuse in the Debate 

Over Regulatory Reform,” Risk: Health, Safety & Environment 13 (2002), pp. 151-175, 

available at http://www.law.georgetown.edu/faculty/Heinzerling/Articles/500_Life_Saving-

Risk_Hlth_Sfty_Env.pdf 

 Robert W. Hahn, “The Economic Analysis of Regulation: A Response to the Critics,” 

University of Chicago Law Review 71 (2004), pp. 1021-1054, available at http://aei-

brookings.org/admin/authorpdfs/redirect-safely.php?fname=../pdffiles/phpe0.pdf 

http://www.cato.org/pubs/regulation/regv6n5/v6n5-4.pdf
http://www.mercatus.org/uploadedFiles/Mercatus/Working_Papers/Toward%20a%20More%20Perfect%20Union.pdf
http://www.mercatus.org/uploadedFiles/Mercatus/Working_Papers/Toward%20a%20More%20Perfect%20Union.pdf
https://mercatus.org/sites/default/files/publication/Talking_the_talk_article.pdf
http://www.mercatus.org/uploadedFiles/Mercatus/Publications/8-influence20080729_RSP_WP0815_Goveconomists-final.pdf
http://www.mercatus.org/uploadedFiles/Mercatus/Publications/8-influence20080729_RSP_WP0815_Goveconomists-final.pdf
http://www.law.georgetown.edu/faculty/Heinzerling/Articles/500_Life_Saving-Risk_Hlth_Sfty_Env.pdf
http://www.law.georgetown.edu/faculty/Heinzerling/Articles/500_Life_Saving-Risk_Hlth_Sfty_Env.pdf
http://aei-brookings.org/admin/authorpdfs/redirect-safely.php?fname=../pdffiles/phpe0.pdf
http://aei-brookings.org/admin/authorpdfs/redirect-safely.php?fname=../pdffiles/phpe0.pdf
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 Be prepared to discuss how your regulation addresses the “Uncertainty” questions under 

“Outcomes,” “Systemic Problem,” and “Costs and Benefits” in the list at the end of this 

syllabus 

 

October 15 How to Write a Public Interest Comment (with Jerry Ellig) 

 

 No assigned reading.   

 Project 1: Regulatory analysis critiques should be submitted to me electronically by 4:30 

pm. 

 

We will discuss the basic structure and outline of a Public Interest Comment and present examples. 

 

October 22 Positive Theories of Regulation: Why Do We Get the Regulation We Get? 

(with Mario Villareal-Diaz) 

 

 Viscusi et. al., Chapter 2, pp. 48-51, and Chapter 10, pp. 375-98. 

 Dudley, pp. 7 – 11. 

 George Stigler, “The Theory of Economic Regulation,” Bell Journal of Economics & 

Management Science 2 (1971), 3-21. 

 Richard A. Posner, “Theories of Economic Regulation,” Bell Journal of Economics & 

Management Science 5 (1974), 155. 

 Gordon Tullock, “The Welfare Costs of Tariffs, Monopolies and Theft,” Western Economic 

Journal (1967), 224-232.  

 Bruce Yandle, “Bootleggers and Baptists in Retrospect,” Regulation, Vol. 22, No. 3, 1999, 

pp. 5-7. (To be distributed.) 

 “Bootleggers and Baptists: A Conversation with Bruce Yandle,” Reason TV, 

http://mercatus.org/video/bootleggers-and-baptists-conversation-bruce-yandle 

 

Discussion Questions 

 

In Stigler’s view, what causes economic regulation? 

Becker offers a different model (described adequately in the textbook).  How is Becker’s theory of 

regulation different from the Stigler theory? 

What pattern of facts would tell us which theory is more likely to be true (either in general or in a 

specific case)? 

Why does Tullock argue that the efficiency losses associated with inefficient policies are likely to be 

larger than the economic deadweight loss? 

Stigler, Becker, Posner, and Tullock all discuss economic regulation.  To what extent are their 

insights applicable to other forms of regulation, such as workplace safety or environmental 

regulation? 

How might one test Yandle’s “Bootleggers and Baptists” theory? 

 

The various economic theories of regulation are usually discussed as explanations of why we get 

regulation and why regulation takes the form it does.  But what insights in these articles would help 

you do a more accurate analysis of the costs and benefits of your regulation? (Make a list.) 

 

 

 

 

http://mercatus.org/video/bootleggers-and-baptists-conversation-bruce-yandle
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October 29 Retrospective Review 

 

 Viscusi et. al., pp. 355-64; 523-551; 589-640; 671-85. 

 Robert Crandall and Jerry Ellig, Economic Deregulation and Customer Choice, 

http://mercatus.org/sites/default/files/publication/MC_RSP_RP-Dregulation_970101.pdf. 

 Clifford Winston, “Economic Deregulation: Days of Reckoning for Microeconomists,” 

Journal of Economic Literature 31 (Sept. 1993), pp. 1263-89.  

 Clifford Winston, “US Industry Adjustment to Economic Deregulation.” Journal of 

Economic Perspectives (1998). https://www.usaee.org/chapters/documents/deregulation.pdf  

 Robert Crandall, “Extending Deregulation: Making the U.S. Economy More Efficient,” 

Brookings Institution (2007) 

http://www.brookings.edu/~/media/research/files/papers/2007/2/28useconomics%20crandall%20

opp08/pb_deregulation_crandall.pdf  

 Patrick A. McLaughlin and Richard Williams, “The Consequences of Regulatory Accumulation 

and a Proposed Solution.” http://mercatus.org/publication/consequences-regulatory-

accumulation-and-proposed-solution. (2014) 

 Randall Lutter, “Regulatory Policy: What Role for Retrospective Analysis and Review?” Journal 

of Benefit-Cost Analysis Vol. 4-1 (2013), pp. 17-38.  

 

 

November 5 Careers in government and regulation 

 

 Panel of guest speakers TBA. 

 

November 12 Economic Efficiency, Subjective Value, and Ethics (with Jerry Ellig) 

 

 Karen I. Vaughn, “Does It Matter that Costs are Subjective?” Southern Economic Journal 46 

(1980), pp. 702-15. 

 Melvin Reder, “Chicago Economics: Permanence and Change,” Journal of Economic 

Literature 20 (1982). 

 Israel Kirzner, "Entrepreneurial Discovery and the Competitive Market 

Process: An Austrian Approach," Journal of Economic Literature 35 (March 1997), pp. 60-

85. 

 Frank Ackerman and Lisa Heinzerling, “Pricing the Priceless: Cost-Benefit Analysis of 

Environmental Protection,” University of Pennsylvania Law Review 159 (2001-02), 

http://www.law.georgetown.edu/faculty/Heinzerling/Articles/Pricing_the_Priceless-

U_Pa_LR.pdf 

 John Graham, “Savings Lives Through Administrative Law and Economics,” University of 

Pennsylvania Law Review 157 (December 2008), 395-540. (Accessible through Lexis-Nexis 

Academic.) 

 

Project 1: First draft of Public Interest Comment due! (You may turn it in earlier if you want.) 

 

Discussion questions 

 

What do Vaughn’s insights imply about the accuracy of cost data used in cost-benefit analysis? 

Based on Reder’s article, what assumptions about equilibrium must one make to use observed cost 

data as a reliable guide to actual costs in the analysis? 

http://mercatus.org/sites/default/files/publication/MC_RSP_RP-Dregulation_970101.pdf
https://www.usaee.org/chapters/documents/deregulation.pdf
http://www.brookings.edu/~/media/research/files/papers/2007/2/28useconomics%20crandall%20opp08/pb_deregulation_crandall.pdf
http://www.brookings.edu/~/media/research/files/papers/2007/2/28useconomics%20crandall%20opp08/pb_deregulation_crandall.pdf
http://mercatus.org/publication/consequences-regulatory-accumulation-and-proposed-solution
http://mercatus.org/publication/consequences-regulatory-accumulation-and-proposed-solution
http://www.law.georgetown.edu/faculty/Heinzerling/Articles/Pricing_the_Priceless-U_Pa_LR.pdf
http://www.law.georgetown.edu/faculty/Heinzerling/Articles/Pricing_the_Priceless-U_Pa_LR.pdf
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What does Kirzner mean when he argues that the entrepreneurial discovery process is not 

“informationally efficient” in the neoclassical sense?  Does this mean market prices are not reliable 

guides to analysts attempting to estimate the value of resources in alternative uses? 

What insights for cost-benefit analysis can you glean from Kirzner’s discussion of welfare 

economics and socialist calculation (pp. 76-78)? 

Are Vaughn’s, Kirzner’s, and Reder’s arguments reasons we cannot reliably quantify costs, or are 

they caveats about uncertainties that should be kept in mind when quantifying costs? 

Why do Ackerman and Heinzerling object to monetization of benefits from regulation? 

Benefit-cost analysis commonly assumes that a dollar of cost or benefit counts equally regardless of 

who pays the cost or who receives the benefit (“constant marginal utility of income”). Does this 

assumption make the analysis value-free, or does the assumption import a theory of ethics into the 

economist’s definition of efficiency? 

Ackerman and Heinzerling distinguish between a well-informed individual’s decision to voluntarily 

assume risks in exchange for some other good thing (eg, the pleasure of skiing), and the decision that 

individual might make about risks imposed on other people in a collective choice context. Assuming 

the value of both kinds of preferences can somehow be measured, which type of preference is most 

appropriate to use in cost-benefit analysis if the goal is to advance economic efficiency? 

What do Ackerman and/or Heinzerling offer as an alternative to cost-benefit analysis?  Where would 

they “draw the line” between risks that government policy permits and risks that regulation must 

prevent or mitigate? 

Unlike many forms of regulation, monopoly regulation aims to confer monetary benefits on 

consumers by reducing prices to the “competitive” level. Thus, both the costs and the benefits 

involve goods and services that are traded in markets. Given this, to what extent are the foregoing 

critiques of cost-benefit analysis applicable to cost-benefit analysis of monopoly regulation? 

 

November 19  Class does not meet as a group  

 

Individual meetings with instructor to discuss your draft Public Interest Comment for Project 1 

and your retrospective analysis for Project 2. 

 

November 26 Thanksgiving recess; no Wednesday classes 

 

December 3 Guest lectures (TBA) 

 

December 10 Project 1: Public Interest Comments due 

   Project 2: Retrospective Analysis due 
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Regulatory Analysis Questions 

 

1. How well does the analysis identify the desired outcomes and demonstrate that the regulation will 

achieve them? 

 

How well does the analysis clearly identify ultimate outcomes that affect citizens’ quality of life? 

How well does the analysis identify how these outcomes are to be measured? 

Does the analysis provide a coherent and testable theory showing how the regulation will produce the 

desired outcomes? 

Does the analysis present credible empirical support for the theory? 

Does the analysis adequately assess uncertainty about the outcomes? 

 

2. How well does the analysis identify and demonstrate the existence of a market failure or other 

systemic problem the regulation is supposed to solve? 

 

Does the analysis identify a market failure or other systemic problem? 

Does the analysis outline a coherent and testable theory that explains why the problem (associated with 

the outcome above) is systemic rather than anecdotal? 

Does the analysis present credible empirical support for the theory? 

Does the analysis adequately assess uncertainty about the existence and size of the problem? 

 

3. How well does the analysis assess the effectiveness of alternative approaches? 

 

Does the analysis enumerate other alternatives to address the problem? 

Is the range of alternatives considered narrow or broad? 

Does the analysis evaluate how alternative approaches would affect the amount of the outcome achieved? 

Does the analysis adequately address the baseline—what the state of the world is likely to be in the 

absence of further federal action? 

 

4. How well does the analysis assess costs and benefits? 

 

Does the analysis identify and quantify incremental costs of all alternatives considered? 

Does the analysis identify all expenditures likely to arise as a result of the regulation? 

Does the analysis identify how the regulation would likely affect the prices of goods and services? 

Does the analysis examine costs that stem from changes in human behavior as consumers and producers 

respond to the regulation? 

Does the analysis adequately address uncertainty about costs? 

Does the analysis identify the approach that maximizes net benefits? 

Does the analysis identify the cost-effectiveness of each alternative considered? 

Does the analysis identify all parties who would bear costs and assess the incidence of costs? 

Does the analysis identify all parties who would receive benefits and assess the incidence of benefits? 

 

 


