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‘ THE WHITE HOUSE
WASHINGTON

January 19, 1997

TO: MICHAEL WARREN

FROM: MARK MAZUR UV

SUBJECT: COMMERCE REPORT ON PRICING OUTLOOK

You asked whether Gene Sperling should see the memo from Secretary Kantor on the
Commerce Working Group on the Pricing Outlook. I think it would be helpful for Gene to
review this information as the Secretary sends it over because it provides a shorthand
description of potential price level problems. While inflation is quiet now, this report could be
extremely useful if price pressures increase. Moreover, it might give advance warning for
upcoming price increases in specific industries.

It is not necessary for Gene to review the entire report. Rather, the front page plus a
summary should suffice. The summary should list in two columns those industries with
upward price pressure and those with stable or declining prices and include a sentence on labor
costs. For this month’s report, the summary would look like:

Industries with Upward Price Pressure Industries with Stable or Declining Prices

Steel Automobiles
Aluminum Aerospace
Zinc Medical devices and instruments
Petroleum products Semiconductors
(e.g., heating oil, gasoline) Computer equipment
Natural gas Textiles and apparel
Chemicals
Copper
Coal
Electricity

Labor Costs: Labor costs are beginning to increase for non-farm business as a whole, but
labor costs in manufacturing are still declining.
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§ THE SECRETARY OF COMMERCE

hr4
'% @ g Washington, D.C. 20230
" JAN T 997

MEMORANDUM FOR THE HONORABLE LAURA TYSON
ASSISTANT TO THE PRESIDENT
FOR ECONOMIC POL

FROM: Michael Kantor

SUBJECT: November Report of the Commerce Working Group
on the Industry-Level Pricing Outlook

At the November 15 meeting of the Commerce Working Group on the Pricing Outlook, industry -
experts reported that inflationary pressures remained minimal. Industries with stable to declining

prices include: autos, aerospace, medical devices and instrumentation, semiconductors, computer
equipment, textiles and apparel, chemicals, copper, coal, and electricity. These industries

account for nearly 60 percent of overall private industry output and continue to far outweigh

those experiencing upward price pressure.

Industry analysts expect steel, aluminum, and zinc prices to experience some upward pressure in
the near future. In addition, heating oil, natural gas, oil, and gasoline could experience at least
some temporary price pressure. Some raw materials used in fabrics for home furnishings are also
beginning to see some upward price movement as supplies tighten.

Unit labor costs (which adjust increases in compensation for productivity improvements) are

beginning to increase for non-farm business, as a whole, but those for the manufacturing sector
~ continue to decline.

Enclosure
cc: Jared Bernstein
Joseph Minarik

Alicia Munnell
Joseph Stiglitz



INDUSTRY-LEVEL PRICING OUTLOOK

November 1996

U.S. Department of Commerce

Economics and Statistics Administration
International Trade Administration
Washington, D.C. 20230

Contact: (202) 482-0096 or (202) 482-2056

At the November 15 meeting of the Commerce Working Group on the Pricing Outlook, industry
experts reported that inflationary pressures remained minimal (Tables 1 and 2).! Industries with
stable to declining prices include: autos, aerospace, medical devices and instrumentation,
semiconductors, computer equipment, textiles and apparel, chemicals, copper, coal, and
electricity. These industries account for nearly.60 percent of overall private industry output and

continue to far outweigh those experiencing upward price pressure (Figures 1 and 2, and Table
3).

Industry analysts expect steel, aluminum, and zinc prices to experience some upward pressure in
the near future. In addition, heating oil, natural gas, oil, and gasoline could experience at least
some temporary price pressure. Some raw materials used in fabrics for home furnishings are also
beginning to see some upward price movement as supplies tighten. .
Figures 3 and 4, incorporating data through the third quarter of 1996, show unit labor costs
(which adjust increases in compensation for productivity improvements) beginning to increase
for non-farm business, as a whole, but those for the manufacturing sector continue to decline.

INDUSTRIES

Autos

Industry experts expect little or no upward price pressures as strong competition continues
throughout the vehicle market. The weakening of the yen has given the Japanese increased
flexibility to maintain or reduce prices in the U.S. to maintain or even increase market share.
The only pressure for price increases will come from suppliers that are increasingly operating at




capacity. Even if suppliers increase prices, however, auto manufacturers probably will not be
able to pass these through to consumers.

Aerospace

Commerce experts noted a sharp rebound in sales and orders in the civilian transport market, but

competition from Airbus and continuing excess capacity should hold price increases down. The
military market is flat.

Medical devices and instrumentation

Industry experts foresee no price increases in the medical devices industry. The U.S. industry is
operating at below full capacity, with some consolidation of companies. Cost-consciousness
among primary and secondary consumers of medical products will continue to restrain prices.:

- Downward pressure on pricing for instrumentation should continue according to industry experts.
Heavy discounting reflects industry consolidation, declining demand, excess capacity, and
demand for products with fewer options and features.

Semiconductors

Industry analysts expect prices to continue to decline moderately through the end of the year.
Prices for dynamic random access memory chips (DRAMS) tumbled at the end of October and
early November, following a brief uptick due to demand by PC manufacturers gearing up for the
holiday buying season. Commerce experts do not anticipate a major shortage of DRAM:s or a
long-term price increase because of large investment in new capacity.

uter equipme

Industry experts report price declines of 20 to 26 percent in personal computers due to lower
component costs and fierce competition for market share from Japanese producers entering the
market for desktop personal computers. Prices for microprocessors have declined 20 percent
since April and DRAMs prices have been cut 50 percent since last year.

extiles and are

Costs for textile raw materials have been declining for the past few months. Recently, however,
supply is tightening for many types of fabric and prices have begun to firm up for some textile
mill products, especially fabrics used for home furnishings. Apparel manufacturers expect
continued consumer resistance and soft consumer demand to continue to restrain prices and
profit margins in 1997.



Chemicals

Industry analysts expect little pressure on chemical prices because of a strong dollar, a slowing
U.S. economy, weak export growth, and global competition. Prices of some chemical products
including industrial gases, plastic resins, and man-made fibers have risen recently and could rise
further because of raw material price increases already in the pipeline. Several basic industrial

organic chemicals appear to be weak and could decrease from current levels over the next few
months.

Ene!gy

Oil industry experts expect world oil prices to decline in the near term because of increased
production. However, in the very short-term, the next several months, prices could remain
relatively high and stable. Heating oil prices have increased recently, however, because early
cold weather curtailed normal inventory accumulations. After J anuary 1997, prices should begin
to decline. Natural gas prices are also up over last year due to low autumn inventories and early
winter weather. Assuming a normal winter, prices should begin to decline in February 1997.
Competition and deregulation should hold coal and electricity prices in check over the next year.
Industry experts expect gasoline prices to increase again over the winter as crude oil prices
remain high. There could be a repeat of last year’s gasoline price spike next spring if stocks are
low coming out of the winter.

Metals

Copper prices are rebounding following a plunge related to the Sumitomo trading scandal. Price
increases will be kept in check in the coming year, however, by an expected supply glut.
Increasing demand and high, but shrinking global inventories should boost aluminum prices.
Zinc supply shortages could decrease inventories to a level that will force prices up about 10
percent on average from 1996 to 1997. Future lead prices depend on global climate conditions; a
cold winter would result in higher prices for lead as demand for replacement batteries for
automobiles increases.

Large integrated steel mills are implementing price hikes for flat rolled steel beginning in the
fourth quarter 1996. This has spurred a surge in imports in recent months, especially from
Europe. In the coming year, the ability of U.S. mills to make price hikes stick hinges on
European economic recovery.

I. The consumer price index for all urban consumers (seasonally adjusted CPI-U) rose 0.3 percent in October 1996, the
same as in September. Food prices increased, specifically prices of dairy products and fresh fruits and vegetables. In
addition, energy prices also rose. In November, the producer price index for finished goods (seasonally adjusted PPI) rose
0.4 percent, following increases of 0.2 percent in September and 0.3 percent in August. The manufacturing PPI increased
0.5 percent in October, after minimal increases in September and August . The increase resulted from the rise in prices for -
transportation equipment, petroleum refining, and furniture and fixtures.



Table 1. Percent Changes in Consumer Price
Index (CPY) For All Urban Consumers
Changes from preceding month

(Seasonally adjusted)
Expenditure
category , Aug-96  Sep-96  Oct-96
ALL ITEMS 0.1 0.3 0.3
Food & beverages 0.3 0.5 0.6
Housing 0.2 0.2 0.3
Shelter 0.1 0.2 0.3
Apparel & upkeep -14 0.5 0.5
Transportation -0.2 0.5 “ 0.1
New vehicles 0.1 0.6 -0.2
Medical care 0.2 0.2 0.2
Entertainment 0.2 0.1 0.1
- Other goods & services 0.3 0.0 0.4
COMMODITIES & SERVICES
All items 0.1 0.3 0.3
Commodities -0.1 0.4 0.4
Durable goods 0.1 03 -0.1
Services 0.2 0.2 0.3

Source: Bureau of Labor Statistics.




Table 2. Percent Changes in the Producer Price Index
(PPI) For Selected Commodity Groups

Changes from preceding month

(Seasonally adjusted)
Expenditure
category Aug-96  Sep-96  Oct-96
FINISHED GOODS
Women's apparel 1/ -0.2 0.1 0.3
Men's & boys apparel -0.2 0.0 0.2
Gasoline 0.9 0.9 5.5
Newspaper circulation 03 -0.2 1.0
Household furniture 1/ 0.0 0.1 0.1
Household appliances 1/ 0.1 -0.1 -0.2
Passenger cars -0.2 1.2 -1.6
Capital equipment -0.1 0.3 -0.4
INTERMEDIATE GOODS
Synthetic fibers 1/ 0.0 0.3 -1.5
Industrial chemicals 1/ _ 0.5 0.4 -0.1
Plastic resins & materials 1/ 1.6 1.8 0.9
Plywood 1/ 2.0 5.7 -3.8
Woodpulp 1/ 23 -0.3 0.3
Paper 1/ -0.3 -1.2 -0.8
Paperboard 1/ -0.1 -0.1 -1.0
Materials & components
for construction 0.3 04 . -03
Softwood lumber 1/ 43 2.7 -5.1
Cement 0.2 0.4 0.3
Concrete products 0.0 0.4 0.1
Gypsum products 1/ 3.7 1.1 1.8
Steel mill products 1/ 0.6 0.3 -0.1
Primary nonferrous metals 1/ -9.9 -0.5 -1.6
Motor vehicle parts 1/ 0.0 0.0 0.1
Aircraft parts & aux. equip., nec. 1/ 0.0 0.1 0.1
CRUDE GOODS
Raw cotton 6.5 -2.9 1.2
Cattle hides 5.1 -3.6 12.1
Natural gas (to pipelines) 1/ -1.2 -6.4 -3.2
Crude petroleum 1/ 3.2 7.3 8.5
Logs, timber, etc. 1/ 1.6 0.8 1.7
Wastepaper 1/ 2.7 2.9 8.6
Iron & steel scrap 1/ 0.0 0.4 4.3
Copper base scrap 1/ -4.1 -1.3 0.1
Aluminum base scrap 0.6 1.7 -1.5
Construction sand, gravel,
& crushed stone 0.1 0.0 0.1

1/ Not seasonally adjusted.
Source: Bureau of Labor Statistics.




Table 3.
A Recent History of Inflation Pressure By Industry Sector

(1) () (3) 4) (5) (6)
Cum.
Percent of Percent of net
Date Sectors added pvt. industry Sectors dropped pvt. industry  total*
Dec 95 Sectors described below** 14.7
Jan 96 Hotels, lodging 0.9 _
Oil & gas extraction 1.2 16.8
Felb 96 Non-metallic minerals 0.1
Television and radio 0.7 17.6
Mar 96 Petroleum 0.5 18.1
Apr 96 Legal Services 1.5 19.6
May 96 Tobacco 04 - Printing - -14 -
Personal care serv. -0.4 18.2
Jun 96 Air transportation 0.9 Medical care serv. -6.7
Lumber 0.5 12.9
Jul 96 Oil & gas extraction -1.2 11.7
Aug 96 Non-metallic minerals0.1
Entertainment serv.- 1.3 10.3
Oct 96 Petroleum -0.5
Legal Services -1.5
Farm products -1.5 6.8

*For each month, previous cumulative net total plus sum of column (3) minus sum of column (5).

**As of December 1995, these sectors showed inflationary pressures (defined as price inflation above
3.5 percent at an annual rate over the previous six months): medical care services and i insurance,

~ education, printing, auto insurance, miscellaneous repair services, food and farm products, personal care
“services, and entertainment services.

tes:

The third and fifth columns of the table indicate the weight that each sector has in total private industry,
while the sixth column shows the cumulative total of such sectors in a given month. Total does not

include sectors for which data is unavailable: wholesale, retail, finance, and business and miscellaneous
services sectors.

Remaining on list, end of October 1996: education, food, television and radio, hotels and lodging, auto
insurance, air transportation, lumber, tobacco, and miscellaneous repair services.

Caution: Because small changes in inflationary pressure can cause large sectors to be added or
subtracted from the list in any given month, monthly movements in the sector total may overstate the
actual changes in monthly pressures.



Figure 1.
Percentage of Private Industry Output Experiencing Price Pr_essure

Over the Last 6 Months (Apr. '96 to Oct. '96)
Based on 1994 output share

Price pressure Data not available *
(inflation over 3.5%)

No price pressure

* Data unavailable for the wholesale, retail, fi , and business and misc. services sectors.

Data sources arc producer and consumer price indexes from the Bureau of Labor Statistics, plus

a few national income account price deflators and trade association price series. Sector weights are
determined by the gross product originating share of that sector in total private industry. GPO share
data is from the Bureau of Economic Analysis.

Figure 2.

Share of Private Industry Output Experiencing Price Pressure*
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Figure 3.
Compensation and Unit Labor Costs in Non-farm Business
4 quarter percent change '
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Source: Bureau of Labor Statistics.

Figure 4.
Compensation and Unit Labor Costs in Manufacturing

4 quarter percent change
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THE WHITE HOUSE

WASHINGTON

February 18, 1997

MEMORANDUM FOR GENE SPERLING
FROM: ELGIE HOLSTEINT ¥

RE: Children’s Environmental Health Executive Order

Attached are two copies of a the most recent draft of the children’s environmental health EO.
The first is a clean copy. The second, showing suggested edits from some agencies, will give
you a glimpse of some of the concerns that have been raised. Section 5 is key.

Agency Concerns

. Litigation Risks: Agencies are concerned that nothing in the EO give interested parties
a basis on which to sue an agency for being insufficiently protective of children in the
formulation of their rules. The EO explicitly addresses the issue, but agencies are still
wary.

. Damned If They Do -- Regulatory Burden: Agencies worry that by elevating
consideration of children’s health in their rulemakings they will be forced to demand
extensive new data from industry and to impose economically burdensome standards
that are disproportionate to the actual risks posed to children.

. Damned If They Don’t -- Image: If agencies choose not to adopt a standard fully
protective of children’s health, they fear they will be criticized by outside groups who
will complain that they are defying the President’s wishes and ignoring the needs of
children.

. Jurisdiction: Agencies, such as the CPSC, feel they already look after children’s health
in the course of their rulemakings and are nervous about the creation of a new,
unfamiliar set of requirements. They believe that such requirements could cause
conflicts with their current procedures/missions. Other agencies want to be exempted
entirely. For example, OSHA argues that since workplaces do not normally have
children present, they need not be covered by an EO on this subject.

Next Steps

Interagency discussions are continuing. Bruce Reed had suggested that this EO might be
appropriate for the upcoming WH conference on infant development. I anticipate making a
recommendation to you later this week regarding the need for an NEC principals meeting.
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- CEQ 003
FI--D I
PROTECTION OF CHILDREN

IN FEDERAL ENVIRONMENTAL, HEALTH, AND SAFETY ACTIONS

America’s children are this country’s future. Preparing our children for the 21st century is
among our most important nationa) priorities. To fulfill this task we must recognize that
America’s children face significant and unique threats from an array of hazards. A growing
body of scientific knowledge demonstrates that children are particularly at risk from

environmental hazards:

. Children’s neurological, immunological, digestive and other bbdily systems are still
developing, making them more susceptible to toxic pollutants and other environmental

hazards;

. Children eat more food, drink more fluids, and breathe more air in proportion to their
body weight than adults, and spend more time outside in play, so they may be more

exposed to toxic pollutants and other environmental hazards;

. Children are less able than adults to recognize and to protect themselves from exposure

to toxic pollutants and other environmental hazards;

. Children face potential exposures 1o toxic pollutants over their entire lifetime, with the

possibility of more significant health impacts; and

. Children may be at increased risk due to differences in exposure pathways (e.g.,

greater hand-to-mouth contact, more frequent ingestion of non-food items).

‘ Our experience tells us that children have different needs when we act to protect health and

DRAFT:2.5.pm.l 1
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safety:

. Children’s size and weight can affect how well they are protected by safety features;

. Children have activity patterns that are different from those of adults, which may
increase their exposure to health and safety risks; and

. Children are less able to protect themselves from risk, and are less responsive to

warning regimes.

While Federal agencies typically consider the effect of their work on children, existing
standards were derived in many instances principally from data on adults. We need to enhance
our understanding of how environmental, health, and safety risks to children differ from the
risks to adults. The array and complexity of environmental, health, and safety threats facing
children today, and potential inadequacy of existing standards established principally to protect

adults, pose a significant challenge to our ability to protect our children’s health and safety.

The Federal government is responding vigorously to this challenge, acting to address threats to
children’s environmental health in the new Food Quality Protection Act, accounting for
children in the development of new standards for passive restraints in cars, and taking
administrative action to protect children from tobacco use, lead, food-borne illness, and other

hazards. But we should do more.

The Federal government must establish 2 national policy to protect the health of American
children from environmental, health, and safety hazards, and apply its resources, including its
scientific research capabilities, in a coordinated and efficient manner to address these threats 10
children. A coordinated approach is necessary (0 avoid duplication, to ensure efficient
assignment of tasks among agencies, and to promote decisions based on full information about

the costs and benefits of particular agency actions.

DRAFT: 25.pm.l 2
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Only by tailoring governmental actions, including the setting of environmental, health, and
safety standards, to recognize and address the often greater impact that environmental
pollutants and other health and safety hazards have upon the health and well-being of our
children, can we ensure both more effective governance and more healthy and productive
futures for our children. The task before us is large -- developing the basic scientific
knowledge of how toxic chemicals and other environmental, health, and safety hazards may
differentially affect children may take years. But the need to act, and to act promptly, to

protect the future of our nation cannot be disregarded.

NOW, THEREFORE, to establish a coordinated federal strategy for the protection of
children from the risks environmental, health, and safety hazards, and by the authority vested
in me as President by the Constitution and laws of the United States of America, it is hereby

ordered as follows:

Section 1. Policy.

1-101. Each Federal agency shall make it a high priority to identify and assess
environmental, health, and safety risks that may disproportionately affect children.

1-102. Each Federal agency shall ensure that it considers, and that its policies,
programs, activities, and standards appropriately address, disproportionate risks to children
that result from environmental, health, or safety hazards, to the fullest exrent consistent with
the agency’s mission and applicable law.

Section 2. Definitions. The following definitions shall apply to this order.

2.201. Federal agency means any authority of the United States that is an agency

DRAFT: 2.5.pm.1 3
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under 44 U.S.C. 3502(1), other than those considered to be independent regulatory agencies as
defined in 44 U.S.C. 3502(10). Agencies not subject to this Executive order are encouraged
to participate in its implementation and to conform their programs and activities to its
provisions. For purposes of this order, military departments, as defined in 5 U.S.C. 102, are

covered under the auspices of the Department of Defense.

2-202. Covered regulatory action means any substantive regulatory action initiated

after the date of this Executive order that is likely to result in a rule that may:

(a) Have an annual effect on the economy of $100 million or more or adversely
affect in a material way the economy, a sector of the economy, productivity,
competition, jobs, the environment, public health or safety, or State, local, or
tribal governments or communities; and

(b) Concern an environmental, health, or safety hazard or risk that may

disproportionately affect children.
il ’s Heal

3-301. Within 60 days of the date of this order, there shall be established an
interagency working group IWG) on Children’s Health, which shall implement and promote

the purposes of this section.

3-302. The IWG shall be composed of representatives of Federal agencies and White
House offices with responsibility for the regulation of risks from environmental, health, or
safety hazards, or whose activities may substantially affect such hazards, or which conducts
scientific or medical research related to such risks or hazards. Member agencies shall include,
but are not limited to, the Consumer Product Safety Commission (CPSC); the Council on
Environmental Quality (CEQ); the Department of Agriculture (USDA); the Department of
Energy (DOE), Deparunent of Health and Human Services (HHS), including, the Centers for

DRAFT:25.pm.l 4
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Disease Control and Prevention (CDC), the Food and Drug Administration (FDA), and the

National Institutes of Health (NIH); the Department of Housing and Urban Development

(HUD); the Department of Justice (DOJ); the Department of Transportation; the Domestic

Policy Council (DPC); the Environmental Protection Agency (EPA); the Office of
Management and Budget (OMBY); and the Office of Science and Technology Policy (OSTP).

3.303. The TWG shall develop a coordinated Federal strategy for Children’s Health

and Safety, to include at least the following elements:

(@

®)

. (c)

@

(e)

()

Staternents of principles, general policy, and targeted annual priorities that will
guide the Federal approach to achieving the goals of this order.

A coordinated research agenda for the Federal government, including steps to
implement the plan for the consolidated research database developed pursuant to
section 4 of this order, and for a cross-cutting budget to accomplish this
research.

Recommendations for appropriate partnerships among Federal, State, and local
governments and the private, academic, and non-profit sectors.

Proposals to enhance public outreach and communication to assist families in
evaluating risks to infants and children and in making informed consumer
choices;

An identification of high-priority initiatives for the Federal government to
undertake in advancing protection of children’s health and safety.

A statement regarding the desirability of new legislation to fulfill or promote the

. purposes of this Executive Order.

3.304. The IWG shall annually prepare a report on research, data, or other

information that would enhance our ability to understand, analyze, and respond to

environmental, health, and safety risks to children. For purposes of this report, every Federal

agency shall identify and specifically describe for the IWG all data needs that have arisen in

DRAFT:2.5.pm.1 5
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the course of the agency’s programs and activities, including regulatory and enforcement
actions. The IWG shall incorporate agency subrmissions into its report and ensure that this
report is publicly available and widely disseminated. The White House Office of Science and
Technology Policy and the National Science and Technology Committee shail ensure that this

report is fully considered in establishing research priorities.

3-305. The IWG shall be composed of the Secretary or head of each of the member

agencies, or their designees at the Assistant Secretary level or its equivalent.

3-306. The Administrator of the Environmental Protection Agency shall serve as
interim chair of the IWG, with responsibility for arranging the first meeting. At the first
meeting, the IWG shall elect a permanent chair, who will serve for a period of one year.
Subsequent chairs shall be elected by the IWG to serve for one-year terms, with no one
member agency holding the chairmanship of the IWG for more than two consecutive one-year

periods.

3-307. The IWG shall exist for a period of four years. At least six months prior to the
expiration of that period, the member agencies shall assess the need for continuation of the

IWG or its functions, and make appropriate recommendations to the President.
Section 4, Research Coordination and Integration

4-401. Within six months of the date of this order, the White House Office of Science
and Technology Policy and the National Science and Technology Committee shall present to
the IWG a proposed plan for establishing, maintaining, and keeping current a consolidated
research data base that lists and describes all research conducted or funded by the Federal
government that is related to adverse health effects in children and infants resulting from
exposure to environmental, health, or safety hazards. This plan shall include

recommendations to ensure that the activities of the IWG and other requirements of this

DRAFT: 2.5.pm.1 6
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. Executive order are fully integrated with, and not duplicative of, other current or planned

initiatives with respect to children’s health and safety.

4-402. The proposed plan. shall promote the submission of information on academic

and other private research for inclusion in the data base.

4-403. The plan shall include provisions to ensure that the consolidated research data
base is available to the public, to the scientific and academic communities, and to all Federal

agencies.

Section 5. Agency environmental, health, or safety regulations.

5-501. For each covered regulatory action submitted to the Office of Information and

Regulatory Affairs (OIRA) for review, the agency shall provide to OIRA the following

information developed as part of the agency’s decisionmaking process (unless prohibited by
‘ law):

(a) An evaluation of the effects of the covered regulatory action on children:

(b) An assessment of potentially effective and reasonably feasible alternatives to the
covered regulatory action that have been identified by the agency or the public

and that may be more protective of children; and

() An explanation of why the covered regulatory action is preferable to the

identified potential alternative(s).

5-502. In emergency situations or when an agency is obligated by law to act more
quickly than normal review procedures allow, the agency shall comply with the provisions of

. this section to the extent practicable. For those regulatory actions that are governed by a

DRAFT:25.pm.1 7



02/08/97 THU 15:26 FAX 2024560733 CEQ

court-imposed or statutory deadline, the agency shall, the extent practicable, schedule
rulemaking proceedings so as to permiit sufficient time for completing the analysis required by
this section.

5-503. The analysis required by this section shall be made part of the administrarive

record for the covered regulatory action or otherwise made available to the public.

6-601. This order is intended only for internal management of the Executive Branch.
This order is not intended, and should not be construed to create any right, benefit, or trust
responsibility, substantive or procedural, enforceable at law or equity by a party against the
United States, its agencies, its officers, or its employees. This order shall not be construed to
create any right to judicial review involving the compliance or noncompliance with this order

by the United States, its agencies, its officers, or any other person.

6-602. Federal agencies should implement this order consistent with, and to the extent

permitted by, existing law.

6-603. This order shall be effective immediately and shall continue to be in effect until

| revoked.

The White House
1997
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—» First 2 poges ave Press release | cm which should net be intheED
" EDS Shouwd ot contamn exwomeobltg%.n Lage Hot arve subiect
{ XD CMvryewl oY furuve chmleh . Tre Prewnbtz Should CDnTQm
h\\] 'W\e« \e%q\ coons, Qn O brl dwsh#.cqhon Sorissul 3
B ORRELEASE g arder:

| \1 | '~ PROTECTION OF CHILDREN . .
S INFEDERAL ENVIRONMENTAL, HEALTH, AND SAFETY ACTION

AmeN ea s chlldren are “this country S future Preparing our chﬂdren for the let century is’
“among our most. unpomnt national priorities. To fulfill this task we must recognize that

P e,nwrom\% hcal‘H\ ¢ safet

"“)Arnenca s cllnldren face 51gmﬁcant and umque threats from an array of hezards. A growmg ns ks.

. body ot‘\ scrennﬁc knowledge demonstrates that chrldren are particularly at risk from
SUC :

— environmentel haza.rds_.
° Children’s neuroloéical immunological, digestive and other bddily systems are still

_-developing, making them more suscepnble 10 toxic ‘poliutants and other environmental

'bazards; o SN
\/

. e Children eat more food, drink more fluids, and breathe more air in proportion to their
' body weight than adults, and spend more time out51de in play, so they may be more

' - exposed t6 toxic pollutants’ and other envtror__lmental hazards; "

« _ Children are less at;lf'e than adults to recognize aritl."to_ protect themselves from exposure
- to toxic pollutants and other enyiromhental hazards; - \
‘s Children‘face potential exposures to toxic pollutarits-over their exitire lifetime, with the -~
o possrbrhty of more s1gmﬁcant health unpatts and : ' N\

e i C{d:en may be at mcreased rrsk due to drfferences in expomre pathways\\é,g

. . eater hand-to-mouth contact; more- frequent ingestion of non-food 1tems) )\:g
e q e ge oh\\ ren trave| as Pass ers -Pe_des+r\a,hs¢ c|c|\s “"Y chfJ
ﬁl ue 1o +rcmspor+q+uon re a:,udertls are o prmupo.l rée
T expenence tells us that chlldren have drfferent needs when we act to protect health and Zrmcﬁm

N
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. \Ghﬂdren s size and. wexght can affect how well they __groteeted by safety feamze/j

@oo03

warmng regimes. \, _ - - A
Move +o 37 low‘Hol' S

-h’ ns
—> While Federal agencres typlcally con51der the effect of thelr-wa;k on children, exnstmg

smndards weré derrved in many mstances prmc1pally from dafa on adults. We need to enhance
our understandmg of how. envuonmemal Qealth and sa?y nsks to chﬂdren dlffer from the
risks to adults The array and complexlty of‘environmefital, health, and safety threats facmg B
% chlldren today, @d\po\én\al ﬁsadec}u’\ey of ren \f"‘.d hétla sm 1ly wH‘H
‘ '\a\ ts| pose a significant challenge to our abrllty to protect our yhildren’s health and safety E:ﬁrw
S delek ]ﬂﬂm —WH qukgurrevﬂ' &rardardc

ware
- The Federal government is respondmg VIgorously to this challenge acnng to address threats t0

consnder.ns

-—)chlldren s environmental health in the new Food Quality Protection Act,
_ chlldren in the development of new st’andards for m m cars, and taking
—9adm1mstrauve action to.protect children from tobacco use, lead{( food«bome 111ness and .other
'hazards. But we should do more. - R ""’"%«
The Federal governme must establlsh a natlonal pohcy to protect the health o‘t\Amenean -
chlldren frorn envu'onmental health and safely hazards and apply 1ts resources \cludmg its .
-scientific resear capabxhues ina eoordmated and efﬁclent manner to address these eats to '
o .-elnldren A oordmated approaeh 1s necessary to ayoid duplication, to, ensure: efficient \{. - -
—% assrgnme of tasks among agencres, and 10 promqQte decrsxons based on full mformanon&xt
' ‘ the cos' S and beneﬁts of pamcular agency acuons B '
C DAAFT: s pmil - g
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| by tailoring govermnental acuons mcludmg the settmg of envuomnenral,,he’alth and
Ce , prhaﬂm

- —=sifety | ards, to.recognize and address the often greatorolmpaet thyn fronmental

' pbllutmits and aex health and safety hazards have upon the h&}lhf&nd well-being of our

" children, can we ens oth more effective governance : : 1d-fnore healthy and producnve

. —* futures for our children. @\ bafore \1s\erge ' ois{ng\heﬁg&@mﬁh\ ~
owlh(e oRhow toxic cldasals | om@ml\ngalm\pn&afen}\haz@s my

other ep
d{&ré\lﬂy a’ﬁ(ecl\QmP(en\uay\ake&E{Blut the need to act, and to act promptly, t0 v
rotect the future of our nation canpot be dxsreg\d " +hi s Sfatement may Rur :
F }] < agethes 1) ongomg, rzle,mk e

. A (,n order . -
to establxsh a coordmated federal\stralegy for the protecuon of
‘ r\svsjo b\.{

—> children from the }aéke Venvironmental, health, and safety hazards, and by the authority vested

“in me as Pre)dem by the Constitution and laws of the Umted States of Ame_nc_a, it is hereby
ordered as follows: | '

1-101. Each Federal agency shall’ make ita hxgh pnonty to 1dent1fy and assess

"N,
'~ .
N

environmental, health, and safety risks that may dlspropomonately affect children.

- 1 102 Each Federal agency shall ensure that'it considers, and Lhat its pohc1es N
— prograrns ‘activities, and standards appfepﬂetel-y-address disproportionate ‘risks to children
-——b that result from' envu'onmental health or safety hazards, to the fullest exten&consmtent with-

o -the ageney s mission and applicable law. , : ‘appre pri a+e
-‘.'poE 5“‘5‘5 ects > |- 103 Edich MdCPe""dw "5‘3‘*1"‘-4’0"‘/ enc w cl .
W +\\e \m?\e,mem*aﬁoh of -l-hts Exeu.mve Order o::?l Shoz.ljh:o "l"P\ ﬁhm pk\'e
t \-\-5 ?(oV\S\OV\S o Y
The followmg deﬁmtlons shall apply to thlS order.

) . T -201 Eedeg agen y means any authonty of the Umted States that 1s an agency

DRAFT 25pml P I T



02/18/97 TUE 12:50 FAX 2024560753

— CEQ @oos

DOE susest

. - under 44 U.S. C 3502(1) other than mwortsrdmw tndependent regulatory agenoleees

- torarieie S eeiiesiois % » 4

V\
_pm;unnﬁ- For purposes of this order, tmhtary depanments ‘as deﬁned in 5 U S C. 102, are ,Ms””‘-

. 2

— . ¢
z covered under-the-auspices Of the Department of Defense. ' .\ﬂ\r\\{\\w "

0’”2-102. Ind reaw.ator _ -M\o\/ mms any a.ae_ms“‘ I
Yncduded 44 U.S:C. 3802 Qo) - hamo oo il N {-dfa which: atndﬁee

 (e5TF) aTask Force

- ' laﬂd
. sa.feey-hazerds- or whose acttvmes may substanttally affect such hazards or wq@.-eead-ue&s
- . scientific-of medical research‘;emmhﬂsw ‘Member agencxes shall mclude

2- 2023 g_L;e;l_rggu_l.aLo_)'..QJQn rneans any substantwe regulatory actiorVimitiated OF proposed

lemaking 1S .
after the date of this Execuuve order thatis likely to repuli-in-a-rule-hal-may: v s o
( ovc?\prond? - W‘M o \aw € is
' ?\A\n\ \ SV\Q J

.(a) Have an annual effect on the economy of $100 million or more or adversely
affect in a material way the economy, a sector of the economy, productmty,

competition, jobs, the environment, public health or safety, or State, local, or -

tribal governments or communities; and

- - \sexpecled o
()  Concern an environmental, health, or safety hazard or risk tha\'may : e
dispro ortionately affect children. = . N I ayblof ot % '
prop ye . s aests 1"(’. -o?@“d )\ ot
L HS SUOST o 087 Qof O e 0 d010%
. ! T At
ection drep’ It \‘m\k/} _ proa ™ WY e aan ‘o?»“"o)
\“&hb “6 -
X

O
v ene A || o L 0~
v LD : &0»‘(()"\ 6\63 \0.*0( l 0
. ¢ 6 YQ@?« LaX O R Sl RAT-)\N
: 3 301. thhm 60 days of the date of thts order, there shall be established ar
this sech on

mgcucy'twrkmg'gmwe) and S
on Children's Healthy whtcﬁhall implement? and promote
the P.UIPOSes of this Secnon; - : o .

TE .

3. 302. The -IWG-shall be. cornposed of representattves of Federal agencies and White

e'\setn e *hc heq\-m saFej\[. well bei ncg oF\ A
3 yne - ] Ym

'_House ofﬁces with responStbthry for the

. _ '-but axe not lumted 10, the Consumer Product Safety. Comrmssxon (CPSC), the Counc1l onp -

. Envtromnental Quahty (CEQ) .the Department of Agrtculture (USDA) the Department of

B _ Energy (DOE) Department of Health and Human Serv1ces (HHS), tncludtng, thceemers-fet

S DRAFT zspml SR o 4:_-. Jue+ sk HH—SM“MW Aﬂahq

; remmove |isHng HHS OPeraimg
D’WS}O')S (NtH FD‘\ coe )
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CEQ 006
. : Wm@o Wammmm and t.he
L ; the Department of Housing and Urban Development '
(HUD) the Department of Iustu:e (DOJ), the Deparlment of Transportauon the Domestic - .
f . . ' . T
Policy Council (DPC); the Environmental Protéction Agency (EPA) &_Ofﬁce 0 the N w)&

'Management and Budget (OMB) ‘and the Office of Science and Technology Pohcy (OSTP) R%u(ﬂbf;) ,
' Ndhond\ Science "Foundochon (NSF), peP’r o(lEd.,DoD | o isSion

T .

3-303. The ﬁ% shall develop a coordmated Federal strategy for Cl'uldren s Health

~ and Safety 45 include at least the following elements: | e
+o imprement e policies and principles of +he Erew’rlve Order

morederaiied . /.cmd policies Corcernin _
Gic (a)  Statements ofprinciples WMHW

QQ . _
: E guide the Federal approach to achieving the goals of this order.

e u\_a’f"(\\ \-) v Ch p% ens mommenda\'\ons
¥ (5 PO kr A coordmated researc agenda for the Federal government, 1nclud1ng steps 10 _

o ' iraplement the plan for. ehe—consohda’tcd research database developed pursuant 1o. .
' ,\oe)“l\;;o&cﬂ - section 4 of this order, and for a(c_ross cutting budgei to accomplish thlS —> oM 6r il\w

- ‘?&(65 - d " research. poT o\:ued' S\ -P(\e\rﬁﬁrﬂ' ‘S'\’U\mwj-we 'oég;‘\%g;\
- @

Recommendations for appropriate parmcrshlps among Federal, State, and local
governments and the private, academic, and non-profit sectors. | _ '

(5 " " Proposals to enhance public outreach and commumcauon to assist families in -
evaluating risks to infants and children and.in rnakrng informed consumer

" choices; . . . . 'p»:\ \de"h;ﬂed \o\, Federa! agenc\es
@ ". An identification of hlgh—pnonty-;mmaues 0 be. E

) undenakehm advancmg protccnon of chlldren ] hcalrh and safety) ~

in duc\.\hg poenio MMI

.ngpeae&ef-dne&eem
e 1s\o¢h on Yaad- wWo
(ND shou\d e b\ef\“'d . o?gc.omp\\S\nQ'\'\r\\S 833«\

- 3-304 The IWG shal]. prepare a feport-on resca:ch data, or other ..
. ;- mformauon that would enhance our ability to understand analyze, and respond to..

e
envrromnental health and- safety risks to cthdren For purposes of this report, Qwery Federal
‘ ‘} shall rdcnufy and specrﬁcally descnbe for the IWG%H-data needs that have arisen in’
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. * the tcourse of the agency s rograms and activities, mcludmg regulato and enforcement
o l&g\'ut +0env-gror¥mp g tal, healdh, 8Sd{‘¢ﬂ risks 0h||3

'acuons The IWG shall. mcorporate agency. submissions into ltS report and ensure that this

report is pubhcly available and widely dlssemmated The White House Ofﬁce of Science and
Technology Policy. and the Nauonal Sclence and Technology Comrmttee shall ensure that this.

report is fully consrdered in esrabhshmg research pnonues

3- 305 The IWG shall be composed of the Secretary Or hend of each of the member
. agencxes or their de51gnees at the. A551stant Secretary level or its equivalent. -

| ol Hhu Seretary o-f
—b 3 306. The Admlmstraror of the Envrronmental Protectron Agenc;'/shall serve as G'VW‘, o
- Hca,HhGH wnah
1nter1rn chair of the IWG, with responsibility for arranging the first meeting. At the first sesvices
meetmg, the TWG shall elect a perthanent | chair, who will serve for a period of one year.
. .Subsequent chairs shall be. elected by the IWG to serve for one-year terms, with no one

| rnember agency holdmg the chalrmanshlp of the IWG for more than two consecutive one-year

penods 2-307) The white ‘T‘(OU\SQ Dm&’ﬂ C-PO\\C\{ COMU\ Wl“ -Fadh"'dtc,
/ decision maK\vx3 Wfin +he Adminishrahon on recovmniandaXions

§¥+he
3.30%. The IWG shall exist for a pernod of four years At least six ‘months prior to. rhe
_ expiration of that period, the member agencies shall assess the need for contmuanon of the "~

IWG or its functions, and make appropnate recommendations to the President.

+ 4-401. Within six months of the date of this order; the White House Office of Science- :
and Technology Polrcy and the National Science and T echnology Cormmttee shall present to-
. the IWG a proposed plan for establlshmg, mamtammg, and keepmg current a consohdated
' tesearch data base that hsts and descnbes all tesearch conducted or funded by the Federal - ¢
d e\e t
govemrnent that is related to adverse heaith effects in clnldren mﬁmesnltmg from -\hrd.\ hd-‘\\'
- I S exposure (o envuonmental health, of safety haZards “This plan shall inclpde .. - - - ways d “ '

Uil
recomrnendauons 10 ensure that rhe acnvmes of the IWG and ofher requuements of thls
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. Executwe order are fully mtegrated with, and not duplicative of, other current or planned'-
" initiatives with respect to chﬂdren s health and safety - '

© 4402. The proposed"plan. shall 'pro_tnot_e the subpission of information on academic
ta base. ' | '

and other private research for inclusion in the da

| 4403 “The plan shall include .provisions to ensure that the consohdated research data
' _ base is avarlable to the ubltc to the sciefitific and academic communities, and to all Federal

) 2
 privacy |55u.es
agenctes. | rfidesvhia iy

ection vi

5-501. For each covered regulatory _égtct‘on subrmtted to the Office of Information and

owing

- Regulatory Affatrs (OIRA) for review, the agency shall provrde to OIRA the foll
hibited by' '

‘ " 'information developed as part of the agency’s decisionmaking process (unless pro
law): - '

: | e,d—cn‘(' 'H\thc\ﬁ O\
—> (a) An evaluatton of the effests-ef-meegvered regulatory actior\t(on children;
(DoT) I $he Geion is expect diepropotionately affecs

t\ dren e 00eNncy Sinall a\so provide;

(®) An assessment of potentially effective and reasonably feasrble alternatives to ‘the

covered regulatory action that have been 1denttﬁed by the agency or the public

o oy rore efcedtively mitigate dispropertion te.
Fey-Be-Morcpromsstive ot fe iy

_> and that : : ol children; and et leets of a hot'Lchd ot’
: : o S - \nsKoV\ '

" (©) An cxplanatton of why the covered regulatory actton is preferable to the
1dcnt1ﬁed potenttal alternattve(s) ' n

5 502 In emergency srtuatxons or ‘when an agency is obligated by law to act. more

_ qutckly than normal review- procedures allow, ‘the agency shall com&lj" with the provrsrons of

‘ —3 thts sectton to the extent practlcable For those regulatory);'o tions that are governed by a
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\}
- court-lmposed or statutory deadline, the agency shall, the extent pracucable schedule '

rulemakmg proceedmgs SO as 10 perrmt sufﬁc1ent time for compleung the analysrs requrred by
~ this sectlon g . maybe mdu,ded oS ]nr+ofcmd+\£v reqw O%“‘YS'S'
: 5-503 The analysrs requu'ed by this section shall be made part of the admrmslratwe '
?,&,\\é record for the covered regulatory action or otherwrse made available to the ‘public. '

e isions.

6- 601 This order is intended only for mternal management of the Executive Branch.
.This order is not intended, and should not be construed to create any nght benefit, or trust
responsibility, substantive or procedural, enforceable at law or equity by a party agaxnst the
. United Srates its agencies, its officers, or its employees. This order shall not be construed t0
Create any right to Judrcral review involving the compllance or noncompliance with this order

: by the United States, its agencres, its officers, or any other person.

‘ 6-602. Federal agencies should 1mplemcnt this order consistent with, and to rhe extent

penmtted by, existing law.

=3 (-603 Executive Order No lataO(ao-FSep\cmbef.a,HgT\g revokec!

6 6019-;\ This order shall be effective unmedlately and shakconmue-&o-be—nreﬁec&unnl
sevoked,

" 'The White House
o ,1997
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THE WHITE HOUSE

WASHINGTON

February 18, 1997

MEMORANDUM FOR GENE SPERLING
FROM: ELGIE HOLSTEINZ ¥
RE: Particulate Matter/Ozone

Attached for your information is some additional background reading material on the PM/OZ
issue.
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Record Type: Record

To: See the distribution list at the bottom of this message

CC:
Subject: Chafee Suggests Compromise For Air Rules, Supports Commitmen

Chafee Suggests Compromise For Air Rules, Supports Commitment To Fine PM
Sen. John Chafee (R-Rl), chairman of the Senate Environment and Public
Works Committee, Feb. 12 threw his weight behind a proposed new air quality
standard to regulate fine particulates, but urged the Environmental Protection
Agency to delay setting the standard until more data is gathered. '

In what has been characterized as a * *compromise'’ on proposals to tighten
regulations on ozone and PM, Chafee said EPA and lawmakers should commit to
setting a new standard regulating particles 2.5 microns or less in diameter.
The proposal would set an annual standard of 156 micrograms per cubic meter
(lg/m3) and a 24-hour standard of 50 (Ig/m3).

Following a congressional hearing on the matter, Chafee told BNA that it
appears substantial benefits could be gained from regulating these particles,
although more time is needed to determine exactly where to set the standard.
Ozone, however, is a different matter, he said. Citing hospital data used

by EPA in its ozone proposal, Chafee noted that only 120 hospital admissions
in the New York area, out of more than 28,000, would be avoided each year
under EPA's proposal. He questioned whether the substantial costs of the
proposal would be justified by these results.

Browner Testifies

An aide to Chafee told BNA the proposed compromise included changing the
existing one-hour ozone standard to an eight-hour standard, and setting it at

a concentration level equivalent to the current standard. This level would be
about 0.09 parts per million. The current one-hour standard is set at 0.12
ppm, while EPA has proposed an 8-hour standard set at 0.08 ppm.

Members of the Environment and Public Works Committee grilled EPA
Administrator Carol M. Browner on the proposals for three hours during the
Feb. 12 oversight hearing. Among other things, they questioned Browner about
the science on which EPA relied for proposing the standards, potential costs

of the proposals, and why EPA has not conducted impact analyses required under
the Regulatory Flexibility Act, the Unfunded Mandates Act, and other statutes.
The hearing was the second in a series of oversight hearings on the

proposals in both chambers of Congress. During a Feb. 5 hearing, members of
the Environment and Public Works subcommittee on clean air looked into the
state of the science behind ozone and PM.

EPA proposed new standards for ozone and particulate matter Dec. 13.

Bears And Barbecues

Browner attempted to dispel arguments raised by opponents of the

standards that they will crimp the American lifestyle by requiring states to
take actions such as banning the use of outdoor barbecues, lawn mowers, and
fireworks on the Fourth of July. She said these arguments are baseless scare
tactics that are designed to steer debate away from the public health impacts
of the pollutants in question.



* It is not about backyard barbecues or lawn mowers,"" Browner said.

Rather, she added, the standards are about * " whether a child can go outside on
the Fourth of July'' to observe the fireworks.

Sen. Christopher S. (Kit} Bond (R-Mo) asked why EPA has not conducted
impact analyses required by the Small Business Regulatory Enforcement Fairness
Act and the Unfunded Mandates Act.

* *| believe you are ignoring the letter of the law,"* Bond said. He said

he does not accept EPA's argument that setting the standards does not impact
businesses and other small entities, but rather the implementation of measures
to meet the standards does. This, he said, is akin to a hunter shooting a bear
and declaring that the bullet alone killed the animal, with no influence by

the hunter's decision to aim the gun and pull the trigger. * *EPA is simply
wrong,'" he said.

Browner countered that EPA had in fact conducted an impact analysis of the
standards. Furthermore, she said, the analysis showed it is impossible to

tell, before the standards are implemented, what the cost impacts will be on
different sources. ' " The problem, quite frankly, now is we don't know which
bear . . . we have to analyze bear by bear,'’ she said.

Democrats Defend EPA

Democrats on the committee defended EPA's proposals for the most part.
Sen. Joseph Lieberman (D-Conn) said EPA simply is doing the job Congress
required it to do under the Clean Air Act by proposing standards based solely
on protecting public health. The only question for Congress, he said, is
whether EPA is fulfilling that responsibility " “in a reasonable manner."'

Sen. Max Baucus (D-Mont), ranking Democrat on the committee, urged the
rest of the panel to * “keep an open mind'' about EPA's proposals. They are not
final actions, he said, adding that Congress should attempt to answer
remaining questions before arriving at any judgment.

On the other hand, Sen. James Inhofe (R-Okla) urged Browner to take more
time to research the health impacts of ozone and PM-2.5 before proceeding with
a final rule. He also questioned whether EPA is rushing to judgment in

revising the standards as a result of a court-ordered deadline of July 19 for

the final rules (American Lung Association v. EPA, DC Ariz, No. 93-643,
2/4/97).

Browner said the deadline was the result of a schedule worked out with the
litigants over several years. " "In no way does our desire to abide by a

federal judge's order imply that we did not do the kind of detailed analysis
required by the Clean Air Act,"" she said.

OMB Review

The court-ordered deadline, however, has interfered with a full review of
EPA's proposals by the White House Office of Management and Budget, according
to Sally Katzen, administrator of OMB's Office of Information and Regulatory
Affairs.

Katzen, the only other witness to testify before the committee, said OMB
received the proposals Nov. 4 and had to release them before the Nov. 29
deadline set for their completion. She said the agency gave the proposals

* “top priority'' over other responsibilities.

* *We were able to identify a number of issues that require further work,

and while the court-ordered deadline precluded full discussion and resolution
of these issues with EPA, we have been advised by EPA that some of these
issues will be analyzed as part of the economic analyses that will be provided
to us as part of the package for our review of the final standards,'* Katzen
said.

Chafee asked Katzen whether OMB conducted an assessment of the feasibility



of the standards. She responded that OMB only reviews EPA's assessments, but
added it did look at cost/benefit analyses the agency conducted. These
analyses were based on using existing technologies, as EPA cannot foresee what
types of more effective technologies or contro! strategies might emerge in the
future, Katzen said.

She said these estimates are not very reliable. Moreover, she noted,
estimating costs before an implementation strategy is developed " “could be
potentially very misleading to the public."’

Senators Spar Over Impact

Chafee drew scathing remarks from a Democratic colleague for suggesting
that EPA proposals to tighten air quality standards for ozone and particulate
matter may undermine the public's support for the Clean Air Act.

Chafee said he feared the proposals may weigh too heavily on the public's
will to accept clean air regulations because of their stringency.

* | think it is appropriate to ask whether the proposed standards .

are the right measures or if they go too far--if they overload the Clean Air
Act,"' Chafee said. * " Surely, we can find a way to work together to address
the important public health concerns that the newest science indicates might
be caused by air pollution without providing fuel for another round of attacks
on our environmenta! laws,"* he told fellow members of the committee.

Sen. Joseph Lieberman {D-Conn), noting that he was " ~very disappointed"’
with Chafee's comments, said the Republican's observations are not believable.
' * A revolt [against the Clean Air Act] by the American people based on the
fact that we're trying to find a rational basis for protecting their health?"'

he asked. " "l don't seeit."

Chafee, however, pointed out that several states had repealed inspection

and maintenance programs for automobiles after receiving a substantial outcry
from the public. * *When we talk about revolt, there is a perfect example,'’' he
said. " "If you push this thing too far too fast, there are going to be steps
taken by the American public."’

-- By Alec Zacaroli

Agriculture
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Federal Court Grants 3-Week Extension To EPA For Completion Of Ozone, PM

A federal appeals court Feb. 10 gave the Environmental Protection Agency

an additionag?h/rgé week3 to release a final decision on whether to revise the

existing air quality 'standards for ozone and particulate matter

{ American Lung Association v. EPA, DC Ariz, No. 93-643, %/&9: <Jcite>).

Under the new schedule, EPA must release its final decisiong’by July 19.

The schedule also allows for an extension of the public comm yeriod for the

proposals by three weeks, setting a new deadline of March 12.

The court's action falls far short of EPA's hopes, however. The agency

sought a 60-day extension from the court Feb. 4 after facing pressure from

state governors and others to provide more time to comment on the proposals.
i Although we would have preferred more time, we will obviously comply

with the court's order and complete the public comment period for proposed

ozone and PM standards by March 12,"" EPA said in a Feb. 10 statement. ~ The

decision underscores the importance the court has placed on moving ahead in a

timely manner to ensure that public health is protected.’

EPA had been under a court-ordered deadline of July 1 to release a

decision on whether to revise the existing standards for ozone and

particulates. The agency has proposed changing the existing ozone rule from a

standard that sets a one-hour average concentration limit of 0.12 parts per

million to one that sets an 8-hour limit of 0.08 ppm. EPA also has proposed

setting a new standard regulating fine particles, or particles that are 2.5

microns or less in diameter.

Republican Warns EPA

Meanwhile, a House Republican warned EPA that its proposals will face

both vigorous congressional oversight and judicial review unless the agency

takes steps to comply with certain procedural requirements contained in

recently enacted legislation. '

Rep. David M. Mcintosh (R-Ind) said Feb. 10 that EPA * "appears to have

failed to comply'' with provisions of the Congressional Review Act and the

Unfunded Mandates Act, which among other things require agencies to assess the

economic impact of regulations on small businesses and state and local

governments. As a result, he said, EPA Administrator Carol M. Browner is * “on

a collision course with common sense and ultimately this Congress."

Mcintosh chairs the House Government Reform and Oversight Subcommittee on

National Economic Growth, Natural Resources, and Regulatory Affairs, which has

launched an inquiry into EPA's proposals. He made his comments during a

meeting on the ozone and PM proposals sponsored by the American Enterprise

Institute.

Mclntosh told BNA following the meeting that his subcommittee will hold

oversight hearings on whether EPA has met the procedural requirements of the

Unfunded Mandates Act and the Congressional Review Act, which he called




Lester Lave, an economics professor at Carnegie Mellon University,

criticized EPA's preliminary regulatory impact analyses on the rules for

tailing to consider their ecological benefits more thoroughly. * *~Mortality
drives everything,'' he said. Even accounting for ecological benefits,
however, Lave agreed with EPA's estimates that the costs of a revised ozone
standard will exceed its benefits, while the benefits of a new fine

particulate matter standard will far outweigh its costs.

-- By Alec Zacaroli

Economic Policy



* “right-to-know measures."" The latter law allows Congress to review and
possibly overturn major regulatory actions through fast-track legislation,
although that legislation still would be subject to a presidential veto.

In an earlier speech at the meeting, Browner reiterated EPA's stance that
economic impact questions raised under these and other laws governing the
regulatory process do not come into play in the setting of science-based
health standards. EPA is required by the Clean Air Act to consider
environmental and health impacts, not cost, when setting the standards, she
said.

* “But that doesn't mean that there is no role for the practicalities of
attaining these protections,'’ Browner said. * “There is such a role when it
comes to implementing the standards. In that case, it certainly is appropriate
to consider costs."

Clean Air Act Trumped?

Mclntosh characterized the argument that the Clean Air Act prevents EPA
from considering costs in setting health-based air quality standards as

* “disingenuous."' He noted that the laws he and other Republicans are urging
EPA to follow were passed subsequent to the Clean Air Act. * " A later statutory
provision will trump the earlier one,"" he said, adding, "~ “| am convinced the
law requires them to do these measures."'

There are a number of measures Congress can take to address concerns over
the economic impact of the ozone and PM proposals, Mcintosh said. For
instance, Congress could address the rules through the appropriations process,
or through riders on other legislation. The review provisions of the
Congressional Review Act are another vehicle opponents of the rules can use to
block them. :

These opponents, however, will have to forge a broad-based, well-funded
coalition if they want to see the rules addressed by Congress, Mclntosh said.
In addition, they must put forth ° “serious, constructive, free-market
alternatives'' to the rules, he said. Without brnad public support for
legislative answers to concerns about the ozone and PM standard-setting
process, Congress is not likely to act on the matter, he warned.

The courts, meanwhile, may provide a more favorable forum for opponents of
the rule, Mcintosh told BNA. He said congressional oversight of the
rule-making process is likely to reveal EPA’s failure to meet the requirements
of the Unfunded Mandates Act, the Congressional Review Act, and other
procedural requirements EPA must meet. EPA runs a serious risk of facing
challenges under the Administrative Procedure Act if it continues to " defy
the law,' he said. * *The agency should be aware of that,"' he said.

Other speakers at the event, meanwhile, also took the opportunity to

attack EPA's efforts to conduct regulatory impact analyses of its proposals.
Among other things, EPA's analysis of the benefits of setting a PM-2.5

rule do not account for the length of lives that would presumably be saved by
the regulation, said Robert W. Crandall, a senior fellow with the Brookings
Institution, a public policy and research group. For instance, he said, the
agency's valuation of $4.8 million for each premature death avoided by the
standard does not consider whether the person affected is elderly and ill or
young and healthy.

Further, he said, EPA needs’to engage in a ' “risk/ risk'' comparison,

under which it weighs the relative risk avoided through setting tighter
standards against the risk that can be avoided by spending money in other
areas, such as improving health care. MclIntosh noted that EPA's preliminary
cost estimate for the PM standard is $6 billion to $8 billion per year, and
triple the cancer research budget of the National Institutes of Health.
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Washington. DC 20515

Dear Chairman:

This is in response to your letter of December 16, 1996, regarding the Office of [nformauon
and Regulatory Affairs’ (OIRA) review of the Environmental Protection Agency’s (EPA)
recentlv proposed revisions of the National Ambient Air Quality Standards (NAAQS) for ozone
and particulate matter.

You asked for my response to four specific questions:

Question I: According to section 6(b)(2)(B) of the Executive Order, the Office of
Information and Regulatory Affairs (OIRA) is supposed to have up to 90 days to review™- -
“significant regulatory actions.” This period of time is generally believed to be necessary to
analvze complex draft regulations. Yet, it appears that OIRA had only about three weeks
to review these very important rules despite advance knowledge of a judicial deadline of
November 29, 1996 for Agency action.

a) Please explain why these draft proposed regulations were not submitted to
OIRA at a substantially earlier date in order to provide OIRA with a 90-day
review period as contemplated in the Executive Order.

Questions about the timing of EPA’s submission of the proposed rules 1o OIRA
can best be responded to by EPA.

b) Please explain what efforts you made to ensure the submission of these
proposed rules to OMB in time for a normal regulatory review as envisioned
in the Executive Order.

We originally expected EPA to submit the proposals in early September. As it
became apparent that submittal of the proposals would slip. [ made a number ot
requests to EPA to submit these proposals as soon as possible so as to prot 1ée
OMB and other Federal agencies with time to properly review them.

c) Given the short amount of time available to OIRA for review prior to the
judicial deadline, please explain the extent to which OIRA was kept informed
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by EPA prior to formal submission of the various draft rules for OMB
review, particularly with respect to (i) data, assumptions, models and
analytic methods which were to be the foundation of the regulatory analysis:
and (ii) the alternative standards under consideration.

A number of meetings were held over an extended period of time with EPA
explaining in general terms the methodology it was using in its analysis of these
two rules (e.g., data, assumptions, models, etc.). In addition, EPA and OIRA staff
hosted a number of interagency meetings with EPA staff briefing other Federal
agencies on the general issues surrounding EPA’s review of the ozone and
particulate matter NAAQS.

d) The presence of an inflexible judicial deadline appears to have substantiaily
curtailed OIRA’s review of these important rules. Please explain whether,
and to what extent, you believe that the judicial deadline adversely affected
OIRA’s ability to perform its regulatory review responsibilities under the
Executive Order.

During our discussions with EPA staff before the agency submitted the proposals,
we identified a number of issues that were not resolved in the draft proposals- ~i- -
submitted to OMB for review in early November. The abbreviated peniod ot
review required an intensified effort on our part and on the part of other agencies
and EPA, and several issues were not able to be fully analyzed prior to publication
of the proposals. We have been advised by EPA that these 1ssues will be anals zed
as a part of the Economic Analyses for the final rules.

Question 2: Section 1(b) of the Executive Order sets forth a number of analytic and

decision making principles that the Administration uses to guide regulatory decision
making. Please explain the extent to which, in your view, these proposed regulations
satisfied each of the principles set forth in this subsection of the Executive Order.

Executive Order No. 12866 establishes twelve general “Principles of Regulation™ that agencies
should follow. (See the attached list of principles trom the Executive Order.) A discussion i
these principles as they apply to these proposals follows. We note that EPA will be preparir:
final Economic Analyses in response to comments on the proposals from the public and from
other Federal agencies. These final Analyses will be available for Congress to refer to duriny s
review process after promulgation of the standards.

(71, 2, 12) EPA clearly identified the problem that it intends to address and the significance ot
this problem. Ozone and particulate matter air pollution is a problem of “market failure.”
Private markets fail to achieve optimal levels of pollution control because the benefits of
pollution control do not primarily accrue to those who must pay the costs to control pollution
This classic economic problem of “externalities™ is described clearly in the Economic Anals -
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This problem 1s not caused by existing regulations. EPA clearly detined and described the
proposed standards.

(#1.4.7) The Clean Air Act (CAA) requires EPA to review NAAQS every five vears to ensure
that they are protective of human health and the environment. As part of this process, EPA has
completed comprehensive assessments of the peer-reviewed scientific literature on the public
health and welfare (e.g., visibility and vegetation damage) effects of concern associated with
these pollutants. These assessments were reviewed by the Clean Air Scientific Advisorv
Commuttee (CASAC), an independent review panel established by statute, with an opportunitv
for public comment during the Committee's review. While CASAC was concerned about
scientific uncertainties that exist with regard to these effects and the lack of adequate research on
fine particles, it concluded that EPA’s assessments provide an adequate scientific basis for the
Administrator to make policy decisions regarding revisions to the existing standards.

(73.5.8. 11) NAAQS are set to protect public health with an adequate margin of safety and to
protect public welfare from the adverse etfects of the pollutants of concern. Under the law, EPA
is not allowed to consider costs and other economic factors in setting health-based NAAQS.
EPA and OMB are, of course, very concerned about the economic impacts of meeting any new
standards and agree that Congress and the public should be fully informed as to the estimated
costs and benefits that may result from their implementation. EPA’s Economic Analyses were- .
prepared under Executive Order No.12866 in order to inform the public about the expected
benefits and costs of these standards as well as to guide implementation efforts to attain these
standards in a cost-effective manner.

EPA has not proposed any specific compliance strategy or a specific set of control measures for
complying with the new standards at this time; instead, it has indicated that it intends to propose
an implementation strategy at a later date that incorporates recommendations from a
subcommittee of the Clean Air Act Advisory Commintee. The specific purpose of this
subcommittee is to advise EPA on ways to develop innovative, flexible, practical, and cost-
ctfective implementation standards to attain the proposed standard. Regarding distributional
impacts. EPA has tailored the proposed standards to provide additional protection for sensitive
subpopulations (e.g., outdoor exercising children. asthmatics, and the elderly). The analvses tor
these proposals did not address the distrnibutional and equity effects of the rule.

(=9) EPA states in the preambles to both rules that the proposed revisions to the standards “wiil
not in themselves impose any new expenditures on [state and local] governments™ and thus EP A
has not performed any analysis of effects on such governments. EPA recognizes that any
corresponding revisions to associated State Implementation Plan requirements and air quality

. surveillance requirements may require additional expenditures. EPA has advised us that these
etfects will be addressed at the time such revisions are proposed and consultations with State 4r.d
local governments will be conducted at that time.
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(=6, 10) EPA has found it difficult to assess fully the costs and benefits of the proposed rules.
Application of all known control measures would be insufficient to achieve compliance with the
current ozone NAAQS in four metropolitan areas, and in 50 counties for the current PM
NAAQS. The number of such “residual nonattainment areas” would increase significantly under
the proposed standards. The cost estimates EPA presents in its Economic Analyses represent this
“partial attainment” scenario based on currently identified measures with known costs that EPA
considers likely to be implemented. EPA believes that new, cost-effective measures for reducing
emissions of fine particles, NO,, and VOCs will be developed in the future and will ultimately )
allow the residual nonattainment areas to come into compliance, but it has not estimated the costs
of these as yet unknown measures. EPA also calculated benefits for the partial attainment
scenario and found monetized benefits to be greater than costs for the proposed PM standard and
less than costs for the proposed ozone standard.

There is also a potential overlap between control strategies to address ozone and particulates.
For this reason, EPA intends to combine the implementation of the two standards to allow for
etficient measures to reduce both particulates and ozone precursors simuitaneously. However.
EPA has not analyzed the extent to which the adoption of one of the two standards might reduce
the benefits and costs of the other standard.

Question 3: Section 6(a)(3)(C) of the Executive Order sets forth certain requirements for..
the analysis of costs and beaefits of “significant regulatory actions.” On January 11, 1996.
OMB published 2 guidance document entitled “Economic Analysis of Regulations Under
Executive Order 12866, to guide agencies’ fulfillment of these analytic requirements. This
document describes the elements that agencies should include and the economic methods
and practices that agencies should use in performing economic analyses under the
Executive Order. '

a) Please explain whether, and to what extent, EPA’s economic analysis meets or fails
to meet each of the significant technical requiremeants for economic analysis set forth
in OMB’s guidance document, entitled “Economic Analysis of Federal Regulations
Under Executive Order 12866.”

b) Please identify any and all technical errors in EPA’s economic analysis discovered
during OIRA'’s review which had, or may yet have, a material effect on the public’s
complete and clear understanding of the risks, costs, and benefits of these proposed

rules.

The “Economic Analysis of Federal Regulations Under Executive Order No. 12866 lists three
basic components of the prepublication “Best Practices™ analysis of Federal regulations: a
statement of need for the proposed action, an examination of alternative approaches, and an
analysis of benefits and costs. The document includes a number of general principles and
technical suggestions for each of these components: it is not intended to serve as a formulistc
checklist.



Statement of Need for the Proposed Action

The Best Practices document suggests two general topics that should be discussed: the market
failure. if any, that the regulation is designed to correct. and the appropriateness of solutions
other than tederal regulation, such as market mechanisms or state and local regulation. As
discussed in response to question 2 above, EPA provided a discussion of the market failure
which gives rise to the need for air quality standards. The CAA mandates Federal standards to
address this problem and sets specific health-based critenia for standard-setting.

Examination of Alternative Approaches

The Best Practices document lists several different tvpes of alternatives which should be
considered where appropriate. including performance onented standards, alternative levels of
stringency. alternative effective dates of compliance, and informational measures.

Air quality standards are by their very nature performance standards. The Economic Analyses
considered several different levels of stringency for both the ozone and PM proposals, but they
did not evaluate some of the other types of alternatives listed above. For example. the current
proposals do not include implementation schedules for attainment of the new standards; OMB
has been advised that this issue will be addressed at the implementation stage. Finally, in the. . .
ozone proposal, EPA discussed the communication of public health information as a complement
to the NAAQS, but did not consider or evaluate such an approach as an altematve to
progressively more stringent NAAQS.

Analysis of Benefits and Costs

The agency conducted extensive analyses of the costs and benefits of the proposed standards.
These included sophisticated modeling efforts based on inventories of known emissions sources
in which the agency attempted to identify, locality by locality, the most efficient set of control
measures to attain the standards, the costs of these measures, and the resulting air quality
improvements. These projected improvements then served as the basis for an assessment ot
potential health benefits, which were monetized by assigning dollar values to each health
outcome. While these analyses were consistent with the Best Practices document and produced
much useful information, there were several areas where additional work would have been
productive; EPA has advised us that these areas. noted below. will be addressed in the Ecoromic
Analyses accompanying the final rules. '

EPA's analyvtic baseline is compliance with the current NAAQS in 2007. For the ozone
NAAQS, EPA did nat disaggregate the cost of the control measures to meet the baseline. For the
particulate standard, the 2007 baseline control measures and the associated costs were not
presented. Finally, neither standard included adoption of the other in its baseline. which couid
result in an overstatement of benefits and costs of both rules.
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EPA evaluated several alternative standards of ditfering stringency in its analvsis ot both
NAAQS. [nits ozone analysis. however, EPA presented an analysis of two o'ptions that
“bracket” its proposed option. but not the proposed option itself. EPA prepared no quantitative
analysis of the projected costs and benetits of its proposed “SUMO06" secondary standard.

EPA frankly acknowledged that there is substantial scientific uncertainty in the risk analyses on
which the benefits estimates are based. However, the analyses did not fully reflect the rzinqes of
uncertainties associated with various assumptions and ad hoc adjustments in the models. I“n the
case of fine particles, for example. the uncertainty attributable to the lack of an 1dentified
biological mechanism for the health effects of concern and the possibility of a threshold
concentration below which there are no adverse effects were not reflected in the range of
estimated benefits. For analyses as complex as these. it is difficult to document fully all
assumptions. Nevertheless. there are several areas where additional clarification and sensiuvity
analyses would be helpful. For example, a large share of the estimated benefits are due to -- and
sensitive (o -- assumptions about improvements in air quality during off-peak periods. the
periods in which most cumulative low-level exposure occurs. For the ozone standard. the basis
of this “rollback™ assumption is not clear. nor has the agency performed a sensitivity analysis, as
it did for the particulate marter rollback assumptions. '

As suggested in the Best Practices document, the analyses discussed several categones of . ..
benefits that have not been quantified or monetized. These include prevention of various
respiratory symptoms; benefits to ecosystems, including plants and sensitive water bodies:
prevention of materials damage and visibility improvements. [n addition to monetized costs.
there were also costs that have not been monetized. These include the administrative costs 0
states and local governments to plan and implement air quality programs. Finally, the analvses
were presented in terms of annual benefits and costs. and neither costs nor benetits are

Jdiscounted.

Question 4: According to press accounts summariziag EPA’s recent announcements, the
proposed new standards will result in costs to society of approximately $6.5 to $8.5 billion
per vear and annual benefits to society of $120 billion. Others have suggested that these
figures may not be reliable. Based oa OIRA’s independent and objective analysis, please
provide OIRA’s best professional estimate of the expected costs and benefits of each of
these proposed regulations presuming that each is fully implemented as proposed.

OIRA has not prepared its own estimate of the likely benefits and costs of attaining these
proposals. We note, however, the following. As to costs, the estimate of approximately 5o > o
$8.5 billion per year is a combined estimate for both the ozone and particulate matter NAAQS
EPA estimated costs.of $0.6 billion to $2.5 billion per vear for the proposed ozone NAAQS ol
$6 billion per year for the proposed particulate matter NAAQS. Each of these estimates 15 iur
partial attainment. EPA did not estimate the costs of full anainment because it is NOt pOssiC.< !
estimate the costs of the as vet unknown measures that will be required to allow residual
nonattainment areas to come into compliance.



7

As 1o benefits, the estimate of the benetits to society of $120 billion per year is a combined
estimate for both the ozone and particulate manter NAAQS. EPA estimated benefits for partial
artainment of the ozone NAAQS of approximately $30 million per year, with a range from S10
million to $1.200 million per year, and it estimated benefits for partial attainment of the
particulate matter NAAQS of $60 billion to $120 billion per year.

As reported in the Economic Analyses for the proposals, there are a variety of ways in which
these estimates may overstate or understate the benefits and costs of these proposals, including
factoring in nonquantifiable costs and benefits, uncertainties, and efficiencies.

[ hope that this fully responds to the questions you have on our review of EPA’s ozone and
particulate matter NAAQS.

Sincerely,

AL i ~
J

Sally Katzen

Enclosure

cc: The Honorable John Dingell



Principles of Regulation
Executive Order No. 12866

r1) Each agency shall identify the problem that it intends 1o address (including, where
upplicable, the failures of private markets or public institutions that warrant new agency
action) as well as assess the significance of that problem.

(2) Each agency shall examine whether existing regulations (or other law) have creared
or contributed to, the problem that a new regulation is intended to correct and whether
those regulations (or other law) should be modified to achieve the intended goal of
regulation more effectively.

¢3) Each agency shall identify and assess available alternatives to direct regulation
including providing economic incentives to encourage the desired behavior, such as user
tees or marketable permits, or providing information upon which choices can be maae 5v
the public.

(4 In setting regulatory priorities. each agency shall consider, to the extent reasonable.
the degree and nature of the risks posed by various substances or activities within its
Jurisdiction.

(3) WWhen an agency determines that a regulation is the best available method of -~ " -
achieving the regulatory objective, it shall design its regulations in the most cost-¢jfec::ve
munner (0 achieve the regulatory objective. [n doing so. each agency shall consider
incentives for innovation, consistency, predictability, the costs of enforcement and
compliance (10 the government, regulated entities, and the public), flexibility, distribui::c
impacts. and equity. '

16, Euch ugency shall assess both the costs and the benefits of the intended regulatior:
and. recognizing that some costs and benefits are difficult to quantify, propose or ador: .
regulation only upon a reasoned determination that the benefits of the intended
regulution justify its costs.

(") Each agency shall base its decisions on the best reasonably obtainable scientitic.
technical, economic, and other information concerning the need for. and consequer.:
of. the intended regulation.

(8) Each agency shall identify and assess alternative forms of regulation and shail @ : .
extent feasible. specify performance objectives. rather than specifying the behavior or
manner of compliance that regulated entities must adopt.

(9) Wherever feasible, agencies shall seek views of appropriate State. local. und iri...
officials before imposing regulatory requirements that might significantly or unique.
uffect those governmental entities. Each agency shall assess the effects of Federal
regulations on State. local. dand tribal governments. including specifically the avar..~.



of resources to carry out those mandates, and seek to minimize those burdens thar
uniquely or significantly affect such governmenal entities. consistent with achieving
regulatory objectives. [n addition. as appropriate. agencies shall seek 10 harmoni=c
Federal regulatory actions with related State. local, and tribal regulatory and other
governmental functions.

(10) Each agency shall avoid regulations that are inconsistent, incompatible, or
duplicative with its other regulations or those of other Federal agencies.

(11) Each agency shall tailor its regulations to impose the least burden on socien.
including individuals, businesses of differing sizes, and other entities (including smail
communities and governmental entities), consistent with obtaining the regulatory
objectives, taking into account. among other things, and to the extent practicable. 1)
costs of cumulative regulations.

(12) Each agency shall draft its regulations to be simple and easy 1o undersiand. with the
goal of minimizing the potential for uncertainty and litigation arising from such
unceriainty.



THE CLEAN AIR ACT SETS OUT A MODEL SCIENTIFIC |
PROCESS FOR REVIEWING AIR QUALITY STANDARDS

The Scientific Review for the NAAQS Proposal is Among the Most Thorough and
Ambitious in EPA’s History

*

In reviewing the ozone and partlculate matter standards, EPA started Wlth a literature
search of over 3,000 studies for each.

Over a three-year process, the scientific process identified 185 human-health related
studies of ozone, including controlled human studies, epidemiological studies and
toxicological studies and 86 studies of links between particulate matter and human health,

.including epidemiological studies and toxicological studies

These studies overwhelmingly indicated that neither the current ozone nor particulate
matter standards adequately protect public health.

EPA Relies on Peer Reviewed Science and the Recommendation of Independent Scientists

The Clean Air Act requires the Administrator of EPA to review and determine whether air
quality standards are adequate to protect public health with an adequate margin of safety
at least every five years. -

In reviewing the standards, the Act requires EPA to rely on the advice of an independent

scientific review committee -- called the Clean Air Scientific Advisory Committee

(CASAC).

e

CASAC is made up of nationally' recognized experts in many disciplines -- physicians,
toxicologists, epidemiologists, atmospheric scientists -- from academia, mdustry and the

. states.

EPA prepares two major documents for CASAC’s consideration -- a criteria document
that reviews the state of the science and a staff paper that attempts to interpret the science.

The scientific review is extensively peer reviewed -- for a study to be considered for the
criteria document, it must first appear in a peer review journal. National scientific experts
peer review individual chapters of the criteria document before CASAC even considers
them.

CASAC peer reviews both the criteria document and the staff paper. Upon completion of
its review, CASAC advises the Administrator as to whether the criteria document
represents an adequate review of the available science and whether the staff paper
constitutes an adequate basis for regulatory decisions. - .



The Scientific Review is a Public Process

* . Drafts of the _cﬁteria document and the staff paper are made publicly available for review
prior to'the CASAC meetings where they are discussed.

. CASAC meeti}igs'are open to the public.

. EPA maintajns a publicly available docket of all CASAC and standard-related
_ proceedings. EPA also distributes this material through an extensive mailing list and over -
- the Internet. ' '
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- eview of National Ambient Air Quality
tandards for Ozone - '

AGENCY: U.S. Environmental Protection
Agency (USEPA). : : '
. ACTICN: Notice of review.

SUMMARY: This notice announces the
EPA's plans to review and rbvise the Air
Quality Criteria for Ozone and Other
Photochemical Oxidants {Criteria
Document) as rapidly as possible and to -
complete review of the national ambient
air quality standards (NAAQS) for ozone
(Oa) as'soon as possible thereafter. -

The Clean Air Act (Act) requires
periodic review and, if appropriate,
revision of the-NAAQS and of the air
-quelity criteria on which they are based.
Tie EPA completed its last formal -
review of the air quality criteria for O,
in 1989. Based on that review, the EPA
ennounced a final decision on'March 9,
1993 not to revise the existing O,
NAAQS. - '

Since early 1989, however, a -
substantiel number of new studies on
the health and environmental effects of
- Os have appeared in the peer-reviewed
literature. The EPA is moving as rapidly
as possibio to review them, consistent
- with assuring a sound, scientifically-
supoortable decision.

The review process includes: (1)
Reviewing ancf revising the Criteria
Decument; (2) reviewing the NAAQS
threugh development of a Staff Paper
tased on the revised Criteria Document;
(3) exterral review of Criteria Document
and Staff Paper-drafts by the Clean Air -
Scieatific Advisory Committee (CASAC)
of the EPA’s Science Advisory Board, an
independent panel of scientific experts,

. .and by the public; and (4) examining
implementation ramifications of
changes to the Oy NAAQS. The EPA
intends to adhere to strict schedules for
extarnal review of Criteria Document
and Staff Paper drafts consistent with a
full opportunity for thorough scientific
and public review, and to denyany

" requests for extensions of the public -
comment periods specified in this-
notice. '

During this NAAQS review, the EPA
intends to continue implementing
- programs designed to meet the current
standards and the requirements of the

Clean Air Act Amendments of 1990 to

ensure continued improvement in air

quality. The EPA is also examining

onticns for implementing alternative O,
- NAAQS to ensure a smooth transition if

J

~

a decision is made to revise the existing
NAAQS.. o :
FOR FURTHER INFORMATION CONTACT: Dr.
Karen Martin, Air Quality Management .
Division (MD-12), U.S. Environmenta)
Protection Agency, Research Triangle

" Park, N.C. 27711, telephone (919) 541-

5274. _
'SUPPLEMENTARYINFOHMANON:%
Background

Based on a Criteria Document issued
‘by the Department of Health, Education
and Welfare in 1970, the EPA
-promulgated the first NAAQS for
photochemical oxidants under section

109 of the Act (36 FR 8186) in 1971. The .

primary and secondary NAAQS were
both set at an hourly average of 0.08
parts per million (ppm) total
photochemical oxidants not to be -
exceeded more than 1 hour per year. "
In 1977, the EPA announced (42 FR
20493) the first review and updating of
the 1970 Criteria Document in -
accordance with section 109(d){1) of the
"Act. The EPA published a Criteria
-Document in 1978. Based on the revised
Criteria Document and taking into
account public comments on revisions
proposed to the primary and secondary
NAAQS in 1978 (43 FR 16962), the EPA
announced revisions to the 1971
standards in 1979 (44 FR 8202). The
primary standard was revised from 0.08
parts per million (ppm) to 0.12 ppm; the
secondary standard was set identical to
the primery standard; the chemical -
designation of the standards was
changed from photochemical oxidarits
to O3; and the form of the standards was

. Tevised from a deterministic form to a

* statistical form, which defines .
attainment of the standards as occurring
-when the’expected number of days per
calendar year with maximum hourly

_average concentrations greater than 0.12 -

‘Ppm is equal to or less than one.

In 1982 (47 FR 11561), the EPA
announced plans to revise the 1978
Criteria Document. In 1983, the EPA
announced {48 FR 38009) that review of
primary and secondary standards for O,
had been initiated. The EPA -
subsequently provided a number of
opportunities for public review and
comment on drafts of the Criteria
Document and associated Staff Paper
(Review of the National Ambient Air
Quality Standards for Ozone:
Assessment of Scientific and Technical
Information—Office of Air Quality
Planning end Stendards Staff Paper).
After reviewing the draft Criteria
Document in 1985 and 1986, the '
CASAC sent the Administrator a
“closure letter” outlining key issues and
recommendations and indicating that jt

" indicating

- level of 0;.

was satisfied with the final draft of the -
1986 Criteria Document. .

Following closure, a number of
scientific articles and abstracts were
published or accepted for publication
that appeared to be of sufficient
importance concerning potential health
and welfare effects of O to warrant
preparation of a supplement to the
Criteria Document (Supplement). The
CASAC, having already reviewed two
drafts of the Staff Paper in 1986 and
1987, concluded that sufficient new
information existed to recommend
incorporation of relevant new . :

- information into & Lhird draft of__ the Staff

Paper. - - o
he CASAC held a public meeting in~ -

~ 1988 to review a draft Supplement and
, - the third draft Staff Paper. Major issues o

included: The definition of adverse
‘health effects of Oj; the significance of

- health studies suggesting that exercising

- individuals exgzsed for 6 to 8 hours to

O; levels at or below 0.12 ppm may

- experience lung inflammation and

transient decreases in pulmonary
function; the possibility that chronic

- irreversible effects may result from long-

term exposures to elevated levels of O,;
and, the imlgortanoe of analyses :

at agricultural crop damage
may be better defined by a cumulative
seasonal average than by a 1-hour peak
In its “closure letter" of .
1989, the CASAC indicated that the
draft Supplement and draft Staff Paper-

. “provide an adequate scientific basis for

the EPA to retain or revise primary and
secondary standards for ozone." :
On October 22, 1991, the American
Lung Association and other plaintiffs’
filed suit under section 304 of the Act

- to compel the EPA to complete its

review of the criteria and standards for
Os under section 109(d)(1) of the Act:
{American Lung Association v=Reilly,
No. 91-cv—4114 (JRB) (E.D.N.Y.)]. The
U.S. District Court for the Eastern
District of New York subsequently
issued an order requiring the EPA to
sign a Federal Register notice
announcing its proposed decision on
whether to revise the standards for O,
by August 1, 1992 and to sign a Federal
Register notice announcing its final
‘decision by March 1, 1993. :
On August 10, 1992 (57 FR 35542),
the EPA published a propdsed decision

_under section 109(d)(1) that revisions to

the existing primary and secondary -
standards were not appropriate at that.
time..The notice explained in some

* detail (see’s7 FR 35546) that the

proposed decision would complete the
EPA’s review of information on health
and welfare effects of@; assembled over
a 7-year period and contained in the
1986 Criteria Document and the 1989
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Supplement. The notice made clear that
the A¢ministrator did not take into
account more recent studies on the
health and welfzre effects.of O, because
these studies had not been assessed in
the 1986-1989 Criteria Document/
Supplement, nor had they collectively
undergone the rigorous, integrative
review process (including CASAC

' review) required to incorporate them
into a new criteria docurment. The .-
proposed decision, therefore, was based
on an evaluation of key studies - -
published through early 1989 as
contained in the 198689 Criteria
Document/Supplement, the 1989 Staff
Paper assessment of the most relevant -
information in these documents, and the

+ advice and recommendations of the
CASAC as presented both in the

" .- discussion of these documents at public

meetings and in the CASAC's 1986 and
1989 “closure letters.” L
In view of the large number of recent :
scientific papers and ongoing research .
on the health and welfare effects of Os,
the August 10, 1992 notice also
annéinced the EPA’s intention to -
proceed as rapidly as possible with the
- next review of the air quality criteria
and standards for Os. On M 9,1993 -
{58 FR 13008) the EPA published its ..
final decision not to revise the current
NAAQS for O,. -
Because of the scientific and technical
complexity of such assessments, the
EPA had estimated that 2 to 3 years
would be necessary to rigorously assess
more than 1,000 new studies and
inco: yorate key information into a
‘revised criteria document, to evaluate
the significance of the.key information
for decision-making purposes, to  «.
develop staff recommendations for the
Administrator, and to provide
appropriate opportunities for CASAC-
review and public comment. Given the
‘potential importance of the new studies

and the EPA’s continuing concern about .

the health and welfare effects of 05, the
March 9, 1993 notice also indicated the
ministrator's intention to move the -

€w process ahead as quickly as

pCssible and, Tappropriate, tG propose -

revisiors of the Standards at the earliest

"p'éEéi’le_Té“_d_a_@. T P
Current Review Process/Schedule

- Following publication of the March g,

- 1993 decision, the Agency, in

- consultation with the CASAC and the
Science Advisory Board, undertook a
rigerous examination of the NAAQS
review process designed to identify all
measures that could be taken to
accelerate its review of the criteria and
standards for O, censistent with
assuring a sound and scientifically-
credible decision. As a result, the EPA

has adopted a number of measures
intended to accelerate the Oy NAAQS
review. These measures include: {1)
Conducting review and revision of the
Criteria Document and development of
the Staff Paper and essociated analyses
{e.g.. exposure analysis and health risk
assessments) in a more concurrent
fashion than in the previous NAAQS
reviews; (2) adhering to strict schedules
for external review of Criteria Document

‘and Staff Paper drafts consistent with a

full opportunity for thorough scientific
and public review; (3) establishing a -

highly-expedited Agency review process
with senior level management oversight —g.

and involvement throughout the
process, as well as early discussion of
possible options with other Federal

- agencies, including the Office of .
‘Mariagement and Budget; and (4)
.reducing the volume of information -

included in the revised Criteria
Document by focusing on the most . -
important new studies and setting a date
beyond which new studies will not be
included. : o
The EPA’s current O3 NAAQS review
schedule incorporates the measures .

~ cited above. The Agency's target date for
- completion of the Criteria Document

and Staff Paper is mid-1995, with
proposal of changes to the 0; NAAQS,
if appropriate, in mid-1996 and
promulgation in mid-1997. Table 1
outlines key milestone dates for this

accelerated schedule. o
As indicated in Table 1, there are a

number of opportunities for public

comment throughout the process. The

“EPA encourages involvement of -
- interested parties and is providing this

edvance notice to alert potential .
participants in the review that adhering
to the schedule will require some
departures from past practices.

TABLE 1
" Major milestones - Tentative dates ~
- CASAC Subcommit- December 1993,
tee Meeting on Ex- i ) ’
.posure Assessment
Methods. - : )
CASAC and Public February to May
Comment Period for | 19941
Criteria Document
{CO) (90 days). , .
CASAC Subcommit- March 1994,
tee Meeting on Risk
Assessment Meth-
ads.
_ CASAC Meeting on July 1994,
CD. o
Comment Period on September to Octo-
Staff Paper (SP) ber 1994,
(60 days).
CASAC Meeting on October 1994,
SP.

TABLE i—Contiriued

Major milestories Tentative dates -

Public Comment Pe- | Early 1995,
riod on Revised CD :
and SP (90 days).

CASAC Meeting on Mid-1995.

Revised CD and SP.
Agency Development,
of Regulatory Deci-
sion/Proposal Pack-

Mid-1995 to late
1995,

‘age Draft. ‘
Office of Mznagement | Early 1996,
-and Budget Review .
of Proposal Pack- -
age,. -, :
ication of Pro~ Mi 3 S
".-posal in Federal - jﬁ ~f:‘
Reglster.
Public Comment Pe- | Mid-1996. )
riod on Proposal- B
(90 days). B :
" CASAC Meeting to Late 1996.
Review Proposal. - | -
Regulatory Decisions | Early 1997. -

and Final Package

. Draft Completed. : :
" Office of Management Early 1997 to mid-
and Budget Review 1997.
of Promulgation - e
Package. - : . -
Publication of Promul- | Mid-1997.
gation Notice in Sr—

Federal Register.:

'For a notice of availability of extemal re-
view draft, see 59 FR 4278; January 31, 1924,

In particular, the EPA has often
granted requests for extensions of public
comment periods in previous reviews:;
in order to meet the accelerated
schedule for the O3 NAAQS review,
however, the EPA intends not to grant
such extensions during this review.

~-Accordingly. potential participants in
- the review should take note of the

- process outlined in this notice and be
-prepared to respond promptly when

opportunities to comment are offered. .- -
iven the scientific and technical
complexity of the issues likely to be -
involved in the O; review, the diversity -
of scientific opinion that has -
characterized previous reviews of the
criteria and standards for Qs, and the

‘need to ensure that its ultimate decision
- is soundly based, the EPA cannot, of

course, provide any absolute assurance
that it will meet all of the interim
milestone dates indicated in Table 1.
Completion of the necessary steps in a
timely manner is also predicated upon
the availability.of adequate resources

-during the review process. However, the

Administrator has emphasized a high
priority on meeting the accelerated
schedule outlined in this notice. .

. To that end. the review process is
well under way. Tiae EPA initiated
action to update the air quality criteria
for Qs in August 1992 (57 FR 38832). It
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held two peer-review workshops on

draft health effects chapters of a revised

‘this notice with the CASAC

. existing Oy NAAQS in accordance ‘with
. the Clean Air Act Amendments of 1990

Criteria Document (58 FR 35454) in July
1993. Additional workshops on draft air
quality and ecological effects chapters
(58 FR 48063) were held in September
1933. Since then, the EPA has discussed
the schedule and process outlined in -
(53 FR
59034). Tke EPA is also conducting
exposure &nd risk analyses. A
subcommittee of the CASAC met on
December 16, 1993 to review

_-methodologies (58 FR 63345). A further

subcommittee meeting on risk analysis
is planned ior sprjng-1994. :

Implementation

. Itis important to stress that while

. conductirg this review, ths EPA

remains committed to implemenﬁﬂg the-

(CAAA). During the review, the EPA
will continue to vrork with States to -

- implemert emission control strategies

required by the CAAA to'meet the -
existing O; NAAQGS. These efforts
include State and Federal actions to
reduce emissions of volatile organic
compounds and nitrogen oxides, which
act as precursors to O; formation in the
troposphere. The EPA will make every
effort to meaintain implementation
schedules consistent with requirements
of the CAAA to ensure continued
improvement in air quality. _

As part of the review, the EPA s’

. examining the ramifications of any

changes to the NAAQS on current

* implementation efforts. If appropriate,
. new impiementaticn rules and

guidelines. will be considered for

~ alternative NAAQS. The EPA also is
+ reviewing options to ensure a smooth

transition for implementation of any-
new O3 NAAQS in the event a decision
is made to revise the current O,
NAAQS. ’

List of Subjccts in 40 CFR Part 50

Envirorlméntal protection, Air
pollutioncontrol, Carbon monoxide,

Lead, Nitrogen dioxide, Ozone,

Particulate matter, Sulfur oxides.
Deted: January 27, 1994.

Carol M. Brovmer,

Administrotor.

[FR Doc.'94-2487 Filed 2-2-94; 8:45 am])

BILUNG CCOE 2260 50-p

FEDERAL COMMUNICATIONS
COMMISSION . :

47 CFR Parts 2 and 68

[CC Docket No. 93+268, RM-781S, RM-6147;

FCC 23-434]

Connection of Customer-Provided

. Terminal Equipment to the Telephone "

Network

AGENCY: Federal Communications .
Commission. - .
ACTION: .Proposed rules.

SUMMARY: This Notice of Proposed'
Rulemaking (NPRM) proposes to amend
rules which regulate the terms and

- conditions under which customer-

provided terminal equipment may be, ,
connected to the telephone network.
The proceeding was initiated by

- petitions for rulemaking filed by

Southwestern Bell Telephone Company
(SWB) and Ameritech Operating ™
Companies (Ameritech) who ask that™ -
regulations governing switched digital
services bo added.: The effect of the
proposed rules would be to promote

- rapid exploitation of switched digital -

techriology. We propose aiso to provide

 for a registration revocation procedure

‘which should greatly enhance our
ability to enforce applicable rules as

" well as the Telecommunications Trade

Act of 1988; and we take this
opportunity to propose clarifications to
other rules. ' :
DATES: Comments were to be submitted
-on or before Jenuary 13, 1994, and
replies by January 28, 1994; however,
‘those dates have been extended to
“February 10, 1994 for comments and
February 25, 1994 for replies. _
~ADDRESSES: Office of the Secretary,
Federal Communications Commission,
1918 M Street, NW., Washington, DC
20554, with copy to William H. von
Alven, FCC, Mail Stop 1600Bz2,
Washington, DC 20554.
FOR FURTHER INFORMATION CONTACT:
William H. von Alven, Domestic
Services Branch, Domestic Facilities
Division, Common Carrier Bureau, (202)
634~-1833.
SUPPLEMENTARY INFORMATION: This
summarizes the NPRM in CC Docket
-93-268, RM-7815, and RM-6147 (FCC
93-484) adopted October 22, 1993 and
released November 22, 1993, C
supplemented by an Errata, and Order

. Extending Comment Period released

January 12, 4994 (DA 94—46). Persons
aifected by part 68 practice and
procedure are urged to review the full
texts of both the NPRM and Errata, and
the supporting file, which are available
for inspection and copying during the

- channels and the 64

" to promote, on a nationwide and

weekday hours of 9 a.m. to 4:30 p.m.' in
the FCC Reference Center, room 239,
1919 M St., NW., Washington, DC.
Copies may be purchased from the
Commission's uplicating contractor,
ITS, Inc., 2109 M St., NW., suite 140,
Washington, DC 20037, (202) 857-3800.

Paperwork Reduction Act

Reporting and recoereeping
activities needed to comply with the

. proposed rules are usus) and customary.

Analysis of Preceeding
1. By this NPRM we
amending parts 2 and 68 of the ruies, 47
CFR parts 2 and 58. A purpose of part -
68 is to maintain uniform standards for
the protection of the'telephone network
from harms caused by the connection of

contemplate

‘terminal equipment and associated

wiring. This procesding was initiated by
two petitions for rulemaking; one filed .
by SWB (RM-7815) and the other by
Ameritech (RM-6147), . . -

2. SWB requests that part 68 be
amended to include the regulation of
terminal equipment connected to the
two-wire Basic Rate Access (BRA)
interface and to the Primary Rate Access
(PRA) interface provided by Integrated
Services Digital Network (ISDN}) access
technology. BRA consists of one or two
84 Kbps information channels with a 16
Kbps channel for dialing and network
access information. The 1.544 Mbps
PRA consists of 23 64 Kbps information
Kbps dialing and
netwerk access channel. ISDN isina
developmental phese, being deployed
these last few years in an experimental
mode. The Public Notice of SWB's
petition elicited comments from eight’
parties and reply comments from three,
There was overwhelming support for
including this service in part 68 in order
woridwide basis, rapid exploitation of
this technology with minimum
mandatory criteria for connection of
CPE (customer premises equipment).
Thus, we propose for comment

‘technical standards for including this

service in part 68 in supplement to the
existing standards for non-switched
leased-line digitai services which were

- added in'1985.

3. Commenting cn SWB's petition,
ATET recommends (a) that part 68 rules
covering PRA not be limited to the two-
wire ISDN BRA service but also
authorize terminal equipment
connected to the 4-wire ISDN PRA
(1.544 Mbps) interface pursuant to
performance and compatibiiity
standards adopted by ANSI (American
National Standards lns'mmﬁ: (b) that
amendments to part 68 provide
equipment specifications for both PRA



Plistory of Ozone NAAQS Review

! | o < Interagency . Promulgation
: ublic Meeting on
Peer-Review CASAC  (Ozome NAAQS 6/28/97 ———>~
'intl Ozone Meetings cn Interagency Meeting on RIA ANPR for
 Health Issues Ozone NAAQS PM NAAQS 11/29/96
: - Revie
Authors Draft Y " - CASAC Final Staﬁ
meetings on Criteria ' ' Meeting on Paper (SP)
Ozone Criteria CD;and SP o CASAC
Dogument (CQ) Document Meetihg on
? (D) SP
! to CASAC

1 L . Final /
i Interagency Interagency _ : Criteria’ |
Meeting on ‘Meetings on Interagency Document
-Ozone NAAQS | Ozone NAAQS Meeting on :
~ Review - RIA Methodology | 0zone NAAQS - Public Meetings | |
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‘ Review | _ ' to CASAC e RIA '

Blue Text: Peer-review process with Clean Air Scientific Advisory Committee (CASAC)
Red Text: Interagency Meetings '

Black Text: Science Meetings

Green Text: Public Meetings



History of PM NAAQS Review
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. Promulgation
CASAC '6/28/97 ——B
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 Effects - ortality . :

| ' Workshop CASAC CASAC  PMNAAQS |
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Reference EA':Z © on OMB M&eting
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Criteria Paper (SP) D { A\

: : Document - to CASAC AS AC ocumen S
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INAAQS Review (later  NAAQS Review Interagency A ¢ Effects  puplic Meetings

used for M NAAQS Review of PM' . s;issmen 3 ~ on Ozone and

Review)" S - CD n Sk | PM NAAQS

Blue Text: Peer-review process with Clean Air Scientific Advisory Committee (CASAC)
Red Text: Interagency Meetings

Black Text: Science Meetings

Green Text: Public Meetings
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New NAAQS Timeline

EPA promulgates
area designations

Phase | Ph !
: . . ase . .
il;?npalfmentatnon implementation 3:::: ;’::nmt date 5 gtttaxnrpent date
Proposal - designation (or - (geec?.smqn
: o . earlier) ron )
QS §e_ctnon 110 §!P due
Fm%l {implementation,
maintenance & .
\\ enforcement of NAAQS -
§ \ . attainment SiPs)
! \

\ ignations if

insufiteient :

data in Z'years o Attainment date 10

NAAQ Nonattainment . years from

| Final SiPs due (Section | designation {or

‘ 172) ' eartier)

‘ Fmal Int Phase | - N Phase il : : _ Secand attainment
'Implemeptatuon impiementation Implementation date extension
{Policy " Proposal Final aliowed

Blue Text: EPA Policy or Rulemaking
Green Text: Statutory Requirements
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Patricof & Co.
Ventures, Inc.

445 Park Avenue
New York, NY 10022
Tel 212-753-6300
Fax 212-319-6155

A member of
‘ Apax Partners

Fatricof & Co

W' J
January 21, 1997 \)"Y‘ s
o |

Hon. Erskine Bowles e
Chief of Staff (7
White House

Washington, DC 20500
Dear Erskine;

First of all, congratulations on your new post. I can see that you are a glutton for
punishment. But I also thought you were excellent and refreshingly direct on
“Meet the Press” on Sunday morning.

Second, I thought you might be interested in the attached. It is a paper I prepared
for the Center for Entrepreneurial Leadership, the major activity of the Kauffman
Foundation of Kansas City, endowed by Ewing Kauffman, the now deceased
founder of Marion Labs. The CEL Board is carrying out the entrepreneurial
legacy of Mr. Kauffman in the non-profit environment, and as indicated herein, the
BOD members asked me to set down my views of the policymaking process with
respect of entrepreneurial business at the federal level.

I know you will be swamped, but if you or your staff have a chance to give me a
reality check, I would appreciate it.

May I wish you every success in 1997,

Sincerely yours,

Patricia M. Cloherty
President

LONDON « MADRID e« MUNICH « NEW YORK « PALO ALTO o« PARIS ¢« PHILADELPHIA « ZURICH



ANATOMY OF FEDERAL
POLICY-MAKING RELATED TO
ENTREPRENEURIAL BUSINESS

October 3, 1996
Kansas City
C.E.L. Board Meeting

By Patricia M. Cloherty

I was asked by my colleagues on the Board of the Center for Entrepreneurial Leadership
to prepare a short briefing on how and through what organizations federal policies affecting

entrepreneurial businesses in the United States are made.

Herewith that synopsis. Please note that this is intended as a thought paper based on my
own and other colleagues’ observations and experiences over several years in the policy process.
It is not based on the sort of historical research and analysis one might do, given time, for example

for publication.

“Entrepreneurial business” refers herein to that subset of 3% or 4% or less of the total
universe of small companies in the country that seek rapid, sometimes explosive growth, based
most frequently on achieving technological or other innovations aimed at producing substantial
competitive advantage in an industry, often worldwide. It does not refer to the estimated 15
million small businesses, “the backbone of the economy”, that may grow at around the rate of the

economy generally and which tend to serve local or regional markets only.

“Federal policy-making” refers to the process at the federal level whereby the many



statutes and regulations that affect the formation and growth of entrepreneurial enterprises and
capital flows to them is shaped. It embraces the Executive and Legislative branches of

Government, plus policy appendages related thereto.

My basic contentions in this paper are the following:

1) There presently is no “port of call” -- institutional or personal -- in the Federal
Government empowered to establish or maintain a policy framework suitable for

entrepreneurial growth.

2) Such policy framework as does exist is scattered throughout Executive Agencies
and Congressional Committees and Sub-Committees whose primary missions and
authorities focus tangentially, if at all, on the entrepreneurial sector of the

economy.

3) Relevant policies and regulations thus end up being largely accidental, the
consequence generally of negative reactions of trade groups to policies launched to
address other, generally larger, issues and constituencies. It is the Law of

Unintended Consequences at work.

4) The Small Business Administration, often assumed because of its name to address

issues of the high-growth enterprise, in reality does not do so due to its particular



origins, statutory mandates, history, and political support. Nor, as a corollary, do
the Small Business Committees of the House and Senate. However, Federal
agencies presently tend to think of entrepreneurial business as being part of what

SBA has responsibility for.

To individuals involved in founding, growing and financing dynamic companies, this lack
in our policy-shaping apparatus seems anomalous, even stunning, especially in the midst of the
1996 general election in which both major candidates are touting economic growth. But in truth,
it isn’t strange. For one thing, the political constituency supporting entrepreneurial activities is
both tiny and impotent in the scheme of things. Second, since politics fundamentally is “the art of
who gets what, when, where and how,” larger established interests and their political
representatives are unwilling to cede ground to newcomers. (To this day, the Small Business
Innovation Research Program, begun experimentally in 1975, is bitterly resisted by many
academic researchers and public policymakers.) Finally, a central conundrum exists: how can the
American public arrange for timely consideration of policies affecting the fastest-growing and
most-rapidly changing segment of the economy within structures that ére (for lots of good

reasons) fundamentally slow-moving and bureaucratic?

Even the Standard Industrial Classifications (SIC Codes) used to describe and measure the
U.S. economy is always five to ten years out-of-date due to its publication cycle. Thus it fails to
capture emerging industries that are growing or may grow substantially more rapidly than the

economy generally. Where is the Internet code, for example?



For public policy purposes, the emerging growth companies have traditionally been
lumped into the category of “small business” and consequently also, into the programs of the
SBA. This is partly out of lack of knowledge on the part of both the public and of public
servants. Like all of us, they need a “pocket” to put things into, to organize their acts. But it is
also out of lack of interest in the growth sector by elected officials due to the nominal political
dividends it yields to its champions. “Small business”, with the 500-600,000 member National
Federation of Independent Business as its principal constituency, is simply more productive
politically than is “growth enterprise”, supported by such as the National Venture Capital
Association (300 members), BIO (membership in the hundreds), and the American Entrepreneurs

for Economic Growth (10,000 maximum).

In fairess, also, it should be noted that the political constituency comprised of venture
capitalists and actual or aspiring entrepreneurs is largely uninformed, and therefore inactive, on
issues affecting it. California’s ballot initiative, Proposition 211, relating to securities fraud
lawsuits, has momentarily galvanized this group into a level of political activity not seen since the

capital gains tax debates of 1978-79. But this is rare. The Venture Capital Journal commented in

October, 1996,

... Venture capitalists, not known for their political savvy or for leveraging
their industry as a potent political machine, are entering new territory these
days. Galvanized by a single issue -- a local one at that -- that has inspired
a real and profound fear, the venture industry has been driven to mobilize
itself... Proposition 211 is the ultimate price the venture industry could
pay for not being better informed of political and other special interest
issues.



Proposal: It may be timely for the C.E.L., pursuant to its educational mission, to launch a
serious study of the federal policy framework that gives rise to an entrepreneurial economy in the
U.S. As noted herein, such an effort would capitalize on emerging trends, both in the economy
and in political circles. The mere elucidation of such issues would represent original work and
could make a major contribution to citizens’ thinking about, and shaping, policies conducive to

economic growth.

To clarify today’s policy “players”, SBA’s historical role and political base of support are
described below. This is followed by a (contrasting) outline of the types of issues presently
important to growth companies, together with a roadmap of governmental responsibility for those
issues. Finally, I've recommended an action program that C.E.L. might consider to fill the

“knowledge gap” in the policy framework relating to entrepreneurial business.

Small Business and SBA

Small business came on the federal radarscope in the early forties when Congressman
Wright Patman used the war effort to push the Executive Branch under President Roosevelt, then
President Truman, to form the Smaller War Plants Corporation. Its main purpose was to assure
that the defense contracting efforts did not put small businesses out of business in the rush to
mobilize using contracts to Big Auto, Big Steel and other “Bigs”. A far lesser theme was
technological innovation, though then, to a greater extent than now, universities were viewed as

the true and probably only, producers of important intellectual property.



Congress set up Small Business Committees as Sub-Committees of the Banking
Committees in the House and Senate, but without legislative authority, i.e. they could hold

hearings and give speeches, but ‘il the late 60's, they could not legislate.

The tools of the SWPC were three: government contracts, loans and loan guarantees, and

materials supply. The first two have remained mainstays to this day.

The SWPC was abolished post-war and its authorities dispersed among other agencies ...
until the Korean War re-mobilization effort came along. Again under Congressional fire,
PresidentTruman established by Executive Order (not statute) the Small Defense Plants

Administration.

President Eisenhower made the Agency permanent in 1953 after an experimental period,
for political and other reasons. Politically, NFIB had organized small businesses (barber shops,
retailers, restaurants, gas stations, and others) in large numbers in a group whose conservative
views merged into those of the Republican Party at that time. Also, however, one of his advisers,
Wendell Barnes, an Oklahoman with Wall Street experience, was seeing the beginnings of a new
issues market and of a nascent venture capital business. He recommended that such an agency
might be a way of putting a mammoth federal bureaucracy in touch with changes in the economy,
which thinking eventually produced the Small Business Investment Company Act of 1958,

supported by a Federal Reserve Board report on the lack of long-term capital, mainly debt,

available to small enterprise.



Essentially each Administration since that of Eisenhower has tried either to abolish SBA
or to move its authorities to other Agencies represented on the Cabinet, usually to Commerce.
For most officials in the Executive Agencies, such as Defense and Commerce, small business is a
nuisance that requires that they set aside contracts, R&D funds and other resources from their

Agency budgets.

But Congress, whose Members fraternize with (and raise funds from) small
businesspeople, has been adamant in maintaining it. Though it is in the Executive Branch, the
Agency is really a creature of Congress, which, over time, has loaded various programs on the
Agency, from disaster relief loans to crop loans. Because the Agency has a power unique to it,
namely the ability to make loans directly to citizens, rather than going through States or

Municipalities, it has had political potency.

In fact, in 1978, as a measure of the inter-branch conflict over small business jurisdiction,
Congress created the post of Chief Counsel for Advocacy, reporting directly to it, while reporting

also to the Agency Administrator appointed by the President ... a formula for continued conflict.

The Kennedy Administration had no interest in small business, growth-oriented or
otherwise, so nothing happened. The Johnson Administration, however, joined the small business
issue with the Great Society program when in 1968, under the War Powers Act, the same tools of
sole-sourced contracts and loan guarantees were applied to re-building riot-torn Watts. President

Nixon subsequently based his Black Capitalism Program on the Agency’s ability to sole source



contracts and to make loans directly to companies.

Social issues came to play a big role in Agency affairs, based on programs for “socially
and economically disadvantaged” -- women, minorities, Indians, Aleuts, Eskimos, and Vietnam
veterans -- a constituency that was quite distinct from the Agency’s traditional small business

base.

Through all this, little was able to emerge having to do with the Agency’s attaining greater
policy authority in any area, much less on the growth company issues, since it was always beset
with claims from conflicting constituencies. As a further constituency matter, support groups of
small business people have always been glad to be termed “entrepreneurs”. The high growth

entrepreneurial managers, however, resist the “small businessperson” designation:.

Two programmatic accomplishments over this time have affected growth companies
positively -- the Small Business Investment Company (SBIC) program and the Small Business
Innovation Research (SBIR) program. The first provided a “starter kit” to many of today’s
venture capitalists at a time when private capital was difficult to raise, and also today, when
pension funds routinely don’t back “first funds”. The second program continues to provide seed
capital for high risk technological projects of venture-backed and other companies. Both
programs have had episodic political travails and related efforts, mainly from the Executive
Branch, to dismantle. The National Institutes of Health, in particular, has never accepted

unambiguously the “commercialization” goal embodied in the SBIR awards, and tends to lean



therefore toward academic research.

That’s the SBA story in a nutshell from my point of view. It serves the “smalls”, which as
one observer says, comprises “a spooky constituency that wakes up seldom, but when it does, and
usually negatively, Congress listens.” Certainly NFIB had a big hand in arresting the progress of
the Clinton health care program. That battle, at the time, distracted an otherwise knowledgeable
and able Administrator (who, for the first time, had a seat on the Council of Economic Advisors)

from focusing on growth companies.

As for the Executive Branch broadly, there have been three White House Conferences on
Small Business --- under Presidents Carter, Reagan and Clinton. The first ended up with a small
number of recommendations, some of which were implemented. The second deteriorated into a
dogfight about SBA’s existence. The report from the third, whose convenors tried to introduce
growth company policies as an agenda item, ultimately got “Christmas-treed” and diffused,
though some follow-up is ongoing. Basically, though, these conferences have served as
ventilators for views of interested parties that result in a re-allocation of resources of existing

programs, rather than as producers of fresh policy approaches.

Assorted non-SBA efforts to assist growth companies at the policy level have taken place
over the years. The White House occasionally appoints a “Technology Czar”, but generally in
connection with flirtations with an Industrial Policy, which generally raises ideological opposition

from the high growth constituency. In the 1970's, Treasury created the post of Deputy Assistant



Secretary for Capital Markets to manage equity capital availability issues. But the post was filled

once, then forgotten.

Finally, of course, the economy and the capital markets as relate to growth companies
have changed and gained critical mass in recent years. The ngwly formed coalition among BIO,
the NVCA, the AEEG, the Software Publishers Association, NASDAQ and The Council of
Growing Companies is a political reflection of this shift in reality. Their Entrepreneurs’ Agenda
for 1996-1997, could be the political basis for fresh initiatives as relevant issues are elucidated and

understood.

Conclusion: The issues that have faced or are facing growth companies are not ones in
which SBA is generally either involved or asked to opine, certainly not within any formal

delegations of authority among Executive agencies.

So what are the issues? And how might they be addressed?

Growth Company Issues / Authorities

A broad set of government policies, laws and regulations influence the growth of
entrepreneurial enterprise and risk capital flows to it. In a profound way, when taken altogether,
these policies, laws and regulations tend to express our view of ourselves as a nation, our

attitudes toward such things as risk-taking, social mobility, and willingness to absorb economic

newcomers among the already established interests. The “rags-to-riches” theme is embedded in
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our mythology. We admire the Bill Gates (Microsoft) and Fred Smiths (Federal Express) of the

world. We write books on their economic feats. They’re on TV ... and so forth.

As a consequence, our legal conventions tend generally to be enabling to entrepreneurship

and risk capital across a broad, if uncodified, spectrum.

These policies range from those affecting pension fund investing, to securities laws and

regulations, intellectual property rights, bankruptcy laws, tax matters, among others.

. Pension fund rules provide that a small fraction of these otherwise conservatively-

managed, large pools of savings can be put at venture risk.

. Securities laws and regulation provide for the kinds of disclosures that give confidence to

investors in buying shares of young companies in public markets.

. Tax laws provide for transparent treatment of venture capital partnerships so they’re not
taxed twice and provide, at present, a very narrow capital gains tax advantage for

investors in small companies.

. Intellectual property laws afford protection for knowledge-based ventures through the

patent and trademark systems and related court rulings.
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. Bankruptcy laws provide a second chance for failed entrepreneurs through Chapter 11

proceeding, a rarity in the world.

Various reports in recent years have attempted to lay the groundwork for a broader view
of the entrepreneurial policy issues and processes. Though nothing has come of these reports, the

fact of their even being done signals an emerging sea change from historical patterns.

The most interesting of these, in my view, is a General Accounting Office report dated
August 12, 1982, requested by Senator Lloyd Bentsen when he chaired the Joint Economic
Committee. Entitled “Government-Industry Cooperation Can Enhance the Venture Capital
Process”, the report concludes that,

.. Within the Government, many offices can potentially affect the venture
capital process through their actions. Actions that affect the process can
be the result of executive or congressional initiatives... Yet, no central
point of coordination exists for [such] Government actions...

The report cites a series of tax, pension fund and labor promulgations that caught the

venture industry by surprise, negatively.

A report published in 1986 is more typical of its genre, but also broke some new ground.
Pursuant to the formation in 1985 of a bipartisan National Commission on Jobs and Small
Business, a study team was formed, funded by the Charles Stewart Mott Foundation of Flint,
Michigan, to recommend policies that would result in the formation of ten million new jobs.

After 15 months of research and hearings from the various constituencies, the Commission came
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up with “soup-to-nuts” recommendations on small business that skirt most of the central issues
affecting the growth companies, in particular. According to at least one participant in the study,
its breadth plus its admittedly bipartisan, but still political, roots, defeated efforts to get beyond

the current institutional framework of policies and programs.

Finally, in the early 1990s, the White House Office of Science and Technology Policy staff
wrote a report entitled “A Profile of Small High Technology Business in the United States”. The
report is the first high-level analysis of how efficient the sector is in creating new jobs, new

technologies, and consequently, productivity gains.

While it was never published, the central thrust of the White House report today has
become widely known, i.e., that high growth, high tech companies are engines of economic
growth, due primarily to press coverage of the sector in the recent years of large corporate

downsizing. The policy underpinning of that growth, though, remains fuzzy and unarticulated.

As a “reality check” on what some of the detailed issues are, and on their scattered
jurisdictional responsibility, I looked at the NVCA’s issue list for the past few years. It is most
notable that virtually all of the issues pursued by NVCA arose as a result of legislation or
regulations that were proposed or passed to address matters having nothing to do with
entrepreneurial business. The sector simply got caught in “the wake of the ship.” It also is

notable that the policy swath cuts very broadly across government, with no one unit having any

central responsibility for growth companies.
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Herewith the issues and jurisdictions.

1) Tax Policy

Executive Branch
Treasury
Council of Economic Advisors

Legislative Branch
House Ways and Means

Senate Finance
(Tax generally operates at full committee level.)

Recent Issues:

. Capital gains tax rate.

. Section 1202. Targeted capital gains, passed in 1993.

. Section 212. Deductibility of investment expenses in computing the
AMT.

. Section 382. Loss of net operating losses on change of control.

. Anti abuse partnership tax regulations.

. Proposed tax on distributions in kind to partnerships at time of
distribution.

. Proposed tax on foreign investors in U.S. venture capital
partnerships.

. Proposed triggering of unrelated Business Taxable Income (UBTI)

on foreign venture investments.

. Investment Company Act Revisions

14



2) Securities Laws

Executive Branch
Securities and Exchange Commission
Financial Accounting Standards Board (Independent)

Legislative Branch
House Commerce Committee,

Subcommittee on Telecommunications and Finance
Senate Banking Committee,
Securities Subcommittee

Recent Issues:

. Accounting treatment of stock options
. “Free rider” regulations

. Regulation D revisions

. Securities litigation reform

. Investment Company Act Revisions

3) Pension Funds (ERISA)

Executive Branch
Department of Labor

Legislative Branch
House Economic and Educational Opportunities Committee,
Subcommittee on Employer and Employee Relations
Senate Labor and Human Resources Committee (full committee)
Recent Issues:

. Change in prudent man rule to permit pension funds to invest in
venture capital

. Definition of a “venture capital operating company”
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. Emergence of 401(k)s and their possible ability to invest in private
equity, i.e., defined benefit versus defined contribution plans

4) Health Care Policy

Executive Branch
Health and Human Services,
Food and Drug Administration,
National Institutes of Health

Legislative Branch
House Commerce Committee,

Subcommittees on Health and Environment

Senate Labor and Human Resources Committee (full committee)
Recent Issues:
. Health care reform in general
. Proposed price controls on breakthrough drugs
. FDA reform
. FDA user fees
. NIH conflict of interest regulations

. CRADA pricing clause

. FDA financial disclosure regulations

5) Intellectual Property

Executive Branch
Patent and Trademark Office
U.S. Trade Representative

16



Legislative Branch

House Judiciary Committee,
Subcommittee on Courts and Intellectual Property
Senate Judiciary _
Subcommittee on Anti-trust, Business Rights and
Competition

N.B. Treaty-related matters go to full Senate.

Recent Issues:

. Patent policy changes contained in the General Agreement on
Tariffs and Trade (GATT)

. Medical and biotechnology patent restrictions to assist doctors sued
for product liability

Admittedly somewhat mind-numbing, this list still only partially reflects the pertinent

policy matrix, from the capital provision side of the entrepreneurial equation only.

Conclusion and Recommendation

For a range of historical, political and economic reasons, there exists an important gap in
our general understanding of which policies contribute to a flourishing entrepreneurial economy.
That lack of understanding is matched by total lack of political institutional focus on the subject.
Further, as the U.S. economy has matured, and growth companies have taken center stage, we at
best have been lurching toward a clearer understanding of it, mainly through an accidental process
whereby laws and statutes are proposed that affect the sector negatively, thereby galvanizing it

episodically to defeat the challenge, to emerge scarred but somewhat wiser.
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The few study efforts in recent years meant to elaborate this policy framework have served
to signal direction, but they have not gotten far, due mainly to lack of political muscle behind
them. In the end, it’s self-fulfilling: they were all conceived and executed within a political
environment that requires support of existing constituencies to propel forward motion. But

constituencies don’t form around inchoate ideas. It’s a form of policy gridlock.

C.EL. is in a unique position to take the bull by the horns and launch an independent
effort to elucidate the policy underpinning of our entrepreneurial economy in the U.S. The very
identification of such a “policy toolbox” would constitute important and original work, apart from

any specific policy consequences the effort might have.

The study could take the form of a National Commission of finite life (X years) whose
purpose would be to answer systematically the question “What public policies give rise to an
entrepreneurial economy?” and to disseminate its finding appropriately. At a minimum, knowing
such policies, the Commission could develop an annual scorecard for the federal government
around the Mayor Koch-type question, “How’re we doin’?”. At a maximum, it could generate an
important work on a par with those of the likes of Schumpeter, Veblen or Weber, that captures
and explains a reality we know but never bothered to express, thus changing how people think

and act.
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