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RESEARCH AND INNOVATIONS 
REGULATORY IMPEDIMI 
AND REFORM ALTERNATl̂  

Ala* I. Mteaeloite 
AM^ttam Dbrctorfar Gevtnmtmi RefiilariM 

ABfran An^sis Dhislem 
US. Cewral Aecotuahig Cffice 

I want to preface my conunenta by saying 
that the views expreaaed here are my own and 
not neceasarlly the viewa of tha General 
Accounting Office. 

Goverrunent regulation dates at the 
federal level from the creation of the Interauta 
Commerce Commission almost one hundred yeara 
ego. However, it hes only been in recent 
years that regulation haa attracted broad 
public intereat and concern. One reason is 
the increased scope of federal regulation. 
Originally, regulation was primarily directed at 
the economic practices and conditions of public 
utiltiUes. However, recently there has been a 
great increase in the number ot regulatory 
agencies and thetr activities. Since 1970 a 
number of regulatory agencies have been 
establlsned, inctuding: the Envtronmental 
Protection Agency and the Occupational Safety 
and Health Administration in 1970, the 
Consumer Products Safety Commission in 1972, 
and the Federal Energy Administration in 1974, 
which has since been absorbed by the new 
Department of Energy. Unlike most of the 
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older regulatory bodies, these agencies 
promulgate regulations which directly and 
visibly affect many individual citizens. 
Examples' are the recent controversies over the 
eutomobile seatbelt- ignition interlock and the 
effect of pollution contrd and safety equipment 
on gaaoline consumption. 

A second reason for public concern over 
regulation is a growing recognition of its 
associated burden. Public discussion of the 
costs of. regulation has occurred in 
govemment. In broadcast media, and in 
articles in newspapers and popular magazines. 
Very large dollar estimates of the annual costs 
of regulation to individual families and the 
country as a .whole have been suggested. 

One type of cost is associated with 
regulation's impact on R&D and innovation. 
Regulation imposes costs when it reduces or 
redirects research and development, dampens 
entrepreneurial creativity, and retards the 
rate iMT ihnovation. While there are examples 
of regulatory induced innovation in industries 
subject to economic regulation and in activities 
subject to health, safety, and environmental 
regulation, the overall impact has been less 
than desirable. 

J would like to discuss this aftemoon the 
following aspects of the problem: 

1. How regulation indirectiy retards 
industrial R&D and innovation; 

2. Characteristics of regulatory reform 
thai lead to a positive Impact on R&D and 
Innovation; and. 

3. Several examples of regulatory reform 
altema'ivcs that embody these characteristics 
and will promote R&D and innovation if 
adopted. 

HOW Regulation Adversely Affects Industrial 
R&D and Innovation 

Regulation can retard R&D and innovation 
through its influence on the level and type of 
Investment, by its impact on the viability of 
small firms, and by redirecting entrepreneurial 
creativity. 

Research undertaken by private sector 
firms is conceptualized by economists as 
Ihveslnent. The decision to invest In any 
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Undertaking is conditioned on the expectation 
that the Investment will be profitable. Put 
another way, the expected future revenue 
generated by an investment should, if 
discounted to the present, exceed the 
discounted costs associated with the 
Investment. 

Tha analysis of research as Investment 
tuggeats two different ways in which the 
level of research Is affected by govemment 
regulation. The first concerns the impact of 
regulation on investment generally. A 
business environment conducive to investment 
generally will also be conducive to rcsearch. 
Therefore, if, as some claim, regulation 
adversely affects all invcstmant, then R&D will 
also decline. 

Second, regulation can also affect the 
decision whether to invest in research 
opposed to some other asset. The decisior 
invest In research is influenced by a : 
range of factors that determine the valui 
the research project to the finn. Th<.Jc 
include the cost of the research, the 
probability of a successful outcome, the 
potential for commercialization, the coste of 
CommerciatiKation, expected revenues, the rate 
Hi interest, and the timing of all events. Any 
government regulation that raises the cost to 
Uie firm of research, development, or 
commercialization of an underteking, reduces 
the probability of successful commercialization 
bf potential discoveries, pushes the anticipated 
revenues that will be earned on a new product 
tarther into the future, or shlfte the fldw of 
coste toward the present, will reduce the 
ettractiveness of the initial research and may 
lead to a decision to invest in another more 
profiteble asset. 

Regulation can have such effecte by 
Increasing uncertelnty, adding delay, teking 
eway the supra-normal profite of a successful 
discovery, and increasing coste. Any 
research effort involves uncertainty as td 
Whether there will be.a successful outcome. 
Regulation can Increase a proiect's overall 
Uncertelnty by adding, for example, the 
requirement that the end product and ite 
production process must be acceptable to a 
number of separate environmentel, health, and 
safety regulators. A successful research 
discovery cannot be commercialized without the 
approval of these regulators, and there is no 
guarantee that the approval will be 
forthcoming, 

Even if approval itself is not expected to 
be a prohlem, the process increases the length 
of time beiween initiation of research and the 
introduction of any new product resulting from 
the research. Thts delay pushes market 
introduclion farther into the future adding to 
the uncertainly as to whal market conditions 
wilt be when a new product is introduced. 

Regulatory dclny can also roducc research 
by reducing the value of the expected revenue 
from a successful discovery. If marketing of a 
product ts pushed farther Into lhe future, the 
present discounted value of its expected future 
revenue is less at the lime the decision to 
fund the rcsearch project must be made. The 
added delay may tip the scales against a 

research project by making ite nel present 
value lower relative to other investment 
opportunities. 

The potential for earning substential 
profits is a key motivating incentive behind 
any risky undertaking whether it be research 
or purchasing a lottery ticket. To the extent 
that regulation reduces the profitebility of a 
successful innovation—by either rate of return 
regulation or other means, such as the forced 
licensing of patents or the restricting of 
markete»the rewards of innovation are 
reduced and the level of research will decline. 

Finally, regulation can increase the coste 
of a project In many ways, such as the direct 
coste of getting a product approved and the 
added Investment necessary for plant and 
equipment to be In compliance with health, 
safety, and environmentel regulations. Any 
regulation that raises the cost of any step of 
the process from research to commercialization 
will make the whole project and, hence, the 
research less attractive. 

. The importence of considering research 
within the context of all the steps between 
laboratery and commercialization should not be 
underestimated. Research expenditures are 
often only 10 percent of the tetel investment 
coste of a new proiect. A promising proiect 
may not be pursued if the 90 percent of the 
investment costs required for commercialJza-
tion, such as plant and equipment, are made 
too expensive by regulation. 

An entirely different way in which 
regulation reduces research and reterds 
Innovation • is a consequence of regulation's 
impact on small firms. There Is some 
disagreement as to the role of small firms in 
the research and development process. Some 
believe that small firms are disproportionately 
importent sources of research. Others claim 
they fill a special niche by commercializing new 
developmente not undertaken by large firms. 
Whatever the role, most would agree that 
smaller firms are importent to the rate of R&D 
and innovation. 

Some regulation creates economies of 
scale. That is, large firms are able to meet 
regulatory requiremente at a lower cost per 
unit of output than smaller firms. Larger 
firms have an added ability to put smaller 
ccHnpetitors out of business as a result of 
these regulatory induced scale economics. The 
decline in the viability of small firms due to 
regulation means that the contribution of 
smaller firms to the rale of innovation is tost. 

The viability of smaller, research-
intensive firms is also highly sensitive lo the 
availability of risk capital. Thc^r firms 
typically have no internally grneraled funds 
during their early years and must rely on 
outside capital to function. II has been 
claimed, for example, ihal the coste of SEC 
compliance and the restrictions placed by the 
Employee RetircmenI Income Security Acl on 
lhe uses to which pension funds may be pul, 
have reduced lhe* funding necessary to susUin 
small research-intensive firms. 

Rcsearch and innovation can also be 
reduced by regulations which stipulate the 
ways In which the regulations must be complied 

34 



wtth. Such regulntions arc called design 
standards, Complianci* with such regulalions 
is not an end in itself. It is a means of 
effecting a public policy goal. However, 
compliance wilh design standards, as well as 
efforts te minimize the cosis of compliance 
through legal challenges and other means, 
redirects entrepreneurial creativity and 
resources away from developing npw and better 
ways of achieving the public policy objective. 
Consequentiy, such regulatory imperatives 
usually offer less of an incentive to engage fn 
research on the problem. Purlhcrmorc, these 
design standards are static. Their basic 
inflexibility is increased because ihey take a 
long time te establish and an equally long time 
te remove from the code of federal regulations. 
Tor example, last year OSHA announced that it 
was removing more than 1.100 regulations lhat 
were deemed as of no value in promotin 
worker heallh and safety. To date, noi one c 
these regulations has been removed from lh 
books. The world is dynamic and 
technologies, producis, materials ^ and 
processes arc constentty changing. Stetic 
design standards retard the process of change 
rather than harness ll to further the policy 
goals of the regulation. 

Finally, regulation can also slow 
Innovation without necessarily lowering the 
rate of rcsearch. All research does not 
contribute equally to the rate of innovation. 
Some have claimed that there has been a shift 
away from long-term, pioneering research Into 
less risky, marginal improvemente to known 
products and processes and inte defensive 
research designed to minimize regulatory 
liability, among olher things. 

Characlpristics of Regulatory Reform That Will 
Lead to a Positive Impact on R&D 
and innovation 

The preceding discussion of the ways in 
which regulation reUrds.R&D and innovation 
can be turned about te yield a set of desirable 
regulatery reform attributes, from the 
perspective of enhanced R&D and innovation. 
Thiŝ  list has been expanded by including olher 
attributes derived from economic common 
sense. Regulatory reform alternatives lhat 
embody these characteristics would promote 
R&D and innovation, or al least reduce the 
negative impact of regulation on lhe.sc 
variabh-s. Not surprisingly, we find on the 
list, the following: 

1. R?duce unct'Ftftinty. Allrrnalivc.s 
lhat lower "the rurrrnl' TtveT of rcgulaiiori-
rcletcd unceitr«inty would promote in\erttmcnt, 
in gcncriil, and R&D, in pariicuL^r. 

2. Reduce delay. Altcrnnlivcs ihnt 
shorten rule-matmg proceedings and approval 
processes would increase the presenl value of 
expected future revenue from .successful 
research projects and lead lo increased 
research. 

3. Increase flexibilily, AlVernalives that 
embody maxlmum~riexil)il i ly wilh respect lo the 
ways in which regulatory compliance can be 
effected promote research designed ic develop 
new and belter ways of cor.'ipliance. 

Regulations that tie firms lo a fixed technology 
should be kept ic a minimum. 

4. lJse_ rcalinlic ilmc frames. Alicrna-
tivcs that provide longer intervals between the 
setting of a i cgulaiion and its effective date 
offer time lo research and develop new ways of 
compliance. 

5. Reduce regulatory scale economies. 
Alternativei that reduce economies "ol scale 
introduced by regulation will strengthen the 
relative viability of small firms and retein their 
contribution te R&D and innovation. 

6. Do not expropriate the supra-normal 
prpnts generated by successful innovations In 
regulated industries; the return to research 
will be higher and so will the level of 
rcsearch. 

7. Use market algiials whenever 
possible, bo not Interfere with the incentives 
to R&C offered by chmging market conditions. 

6. Consider the justifications for 
regulation. Sonie regulation Ii adopted 
because the private marketplace does not and 
cannot function adequately. In other words, 
ther'e is a market failure. Examples are 
natural monopoly, externalities, and Inadequate 
information. Such regulation Is instituted te 
correct the failure and reduce the 
accompanying undesirable effecte. Other 
regulation, however, is adopted to achieve 
social and political goals. For example, 
regulation has been used to alter the income 
distribution, strenthen natiorui security, 
protect those deemed worthy of special 
protection, and provide service to small 
communities.. Regulation used for such 
purposes ia conceptually very different from 
regulatory activities designed to correct market 
failure. It Is only one of the tools the 
govemment employs to accomplish policy 
wjectives. For example, as on alternative to 
such regulation, the govemment can change 
the tex laws, alter govemment spending, 
directiy provide subsidies or services, or 
conscript personnel or equipment. Each 
alternative means may successfully achieve the 
desired policy objective, but the mechanisms 
themselves might differ with respect to 
administrative ease, popularity, cost to the 
govemment or the public, and the extent of 
unintended consequences, such as r«luced 
R&D and Innovation. Regulation that does not 
correct a market failure may perhaps be 
replaced with other policy instruments that will 
effeci the desired policy objective without 
regulation's adverse impact on R&D and 
innovation. 

9.- When no regulatory reform ts 
feasible, consiHcr steps that "w-nf oTTset 
regulation's adverse impact on R&D and 
innovation. There is some regulation lhat is 
sufficientiy important and well structured, that 
even though it Imposes substantial costs, 
including a reduction in R&D and innovation, 
it \yill not be altered. Such regulation poses a 
fundamental problem involving a trade-off 
between different •policy ubjectives--in this 
case the regulatory objectives, on the one 
hand, and the goal of promoting R&D and 
innovation on the olher. In such 
drcumstences. steps to advance R&D and 
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Innovation will not come from regulatory 
reform. Assistence can only ctsme from the 
recognition that the regulation in question 
adversely effecte R&D and innovation, and 
some offsetting or compensating steps are 
justified. They might teke the form of special 
tex considerations, eased access to capitel 
markete, or direct government loans or 
funding designed to increase the level of R&D. 

Regulatory Reform Alternatives and the 
Promotion of R&D and Innovation 

AB steted previously, there has developed 
amsiderable interest in and support for 
regulatory refonn, both procedural reform and 
substentive reform. This interest Is due in no 
small part to the burden of regulation, 
including reduced R&D and innovation. 
However, reform proposals are advancied to 
address a full range of regulatory problems 
and while some will yield positive resulte with 
respect to enhanced R&D and Innovation, 
othera will not. Any reform proposals should 
be evaluated op the basis or expected totel 
Impact on coste, benefite, and their 
distribution, and no alternative should be 
accepted or rejected exclusively on the basis 
of ite impact on R&D and innovation. In some 
cases, tiie "best" altenutive will not lead to 
more researrh or increased innovation. 

I would like to mention several regulatory 
reform alternatives which embody 
characteristics discussed above that will 
promote R&D and innovation. The mention of 
any particular reform proposal does not cnteil 
an endorsement because that, of course, would 
be predicated on an analysis of the estimated 
full impact of the reform proposal. The 
proposals fall Into the categories of complete or 
partial deregulation, alternative regulatory 
mechanisms, and procedural reforms. 

Complete or Partial Deregulation 

Complete deregulatiori or partial 
deregulation Is the logical refonn alternative 
when the original justification for regulation no 
longer exlste. If there Is nO market failure or 
enduring social or poUtical objective, then 
there is a considerably reduced case for 
perpetuating the regulation. Deregulation 
would restore the available market Incentives 
to R&D and innovation. For example, wc 
currentiy regulate the well-head price of 
domestic crude oil and natural gas at a level 
below that which would prevail othenvise. One 
consequence of lower energy prices is that wc 
consume too much energy, or so we are told 
by the government. To remedy the problem, 
the fuel efficiency of new automobiles is now 
regulated, and regulation of the energy 
efficiency of new houses and appliances is 
probably not far off. The deregulation of 
petroleum and gas prices would be followed by 
higher energy prices, which wxtuld be the 
market signal to spur research in alternative 
energy sources and more efficient ways of 
using energy. Higher eneroy prices would 
create the demand for .such products and 
would probably eliminate the need for 

regulation to increa.se energy efficiency, killing 
two birds wilh one stone. 

Alternative Regulatory Mechanisms 

Several alternatives exist which would 
change the way regulation is practiced and in 
the process stimulate R&D and innovation. 
These include: taxes and fees, perfonnance 
stendards, and tiered regulation. 

Taxes and Fees. Some stendards can be 
efficiently replaced by using texes and fees to 
change the relative prices faced by consumers 
and firms. This altemative can have the 
advantege of both yielding efficient outeomes 
and minimizing enforcement activities. The 
behavior of decision makers is altered by 
changing the relative prices thet they face. 
The socially desirable alternative is made 
relatively cheaper, and the Socially undesirable 
activity is made more expensive. Desired 
goals are achieved as individuals adjust their 
expenditure pattems to the new prices and 
attempt to maximize their welfare at any given 
level of expenditures. More of the socially 
desirable activity Is underteken because it is 
cheaper, end less of the undesirable activity is 
undertaken because It Is more expensive. 
Furthermore, research end innovation are 
stimulated, because firms now have an 
incentive to find new ways cf eliminating the 
undesirable practices. 

For example, Kneese and Schultze (1975) 
have recommended the use of a pollution tax In 
place of current mandatory stendards for many 
environmentel problems. Ear^ Arm would have 
the choice ot paying for ' pollution or 
abating It. ' The correct pdlutlun tex la the 
one that would lead firms to volunterily 
produce the desired level of envirorunentel 
quality. Tluse firms for whom pollution 
.abatement was less expensive than the 
pollution ' tax would reduce their pollution. 
Ihoie firms for whom p(rflutlon abatement was 
very expensive would pay the tex and pollute. 
In thie process, the desired level of overaU 
environmental quality would be reached fn a 
more efficient way than with standards. Over 
time, coste will decline even more because 
firms have the incentive to develop new, lower 
cost compliance methods. The practical aspect 
of such a problem is not that complicated. 
Some sanitetion districte charge Industrial 
users for bolh the volume and content of their 
effluent, which are randomly sampled to 
determine content, and the results are used to 
compute each firm's sewage charges. 

Performance Stendards. Performance 
stendir?s specify desired oulcmncs, rather 
than some intermediate process, and leave the 
firm free to choose how to achieve the 
required performance goals. Such stendards 
encourage innovation and the development of 
new less expensive ways of meeting rcgulatory 
goals. 

For example, the Code of Hammurabi, 
some four thousand years old, included a very 
simple building code which specified structural* 
performance rather than specific design 
requiremente, it decreed that the builder of a 
house which collapsed killing ite occupante 
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would be put to dea Eh. Builders were free to 
Innovate, but at the same time not to be 
irresponsible. 

Tiered Regulations. These would set 
different regulations for different size firms. 
The objective would be to reduce regulation's 
disproportionately heavy burden on small 
firms. Alternatives may vary from eliminating 
the paperwork burden for small firms to 
reducing or eliminating substantive compliance 
requiremenls. Smaller firms would be subject 
to a reduced regulatory burden and would be 
financially more viable. The contribution of 
smaller firms to Innovation would be 
preserved. 

The SEC currentiy haa tiered regulations 
vdth respect to filing requiremente. Small 
research-Intensive firms would he further 
aided by Increasing the dollar limite the SEC 
sets for offerings exempt from its filing 
requiremente. Eased access to risk capital 
would help to develop these firms' 
cmtrlbutions. 

Some adverse effecte of regulation on R&D 
end innovation can be ameliorated with 
procedural reforms, that is, changes in the 
way regulations are promulgated. This 
alternative has some potential for improving 
the environment for Innovation, but 
considerably less than substentive reform. 

These reforms might include: 
1. Soliciting more Input tban at present 

from ail biterested parties; 
2. Reducing the potential for court 

challenges; 
3. Providing exemptions from general 

regulations for limited or trial applications; 

4. Formali;!inQ decision-ma king processes 
and specifying the elements ol the decision 
function; 

5. Providing sufficient lead time for 
compliance to encourage innovation; 

6. Promoting regulatory mediation; and 
7. >!olding regulations constent over 

some time period which approximates the 
planning horizon of the firm. Obviously, in 
cases of imminent hazard this could not be 
susUined. However, in other cases, it gives 
the firm the certelnty that the regulatory 
ground rules will not keep changing. 

Conclusion 

1 would like to conclude with the obvious, 
and this refers specifically to legislation 
Involving substentive regutatory reform. Tha 
legislative process required to achieve 
fundaroentel regulatory relorm is political. All 
interestad parties attempt to make their 
intereste known, and legislation Is passed 
when 1 sufficiently large coalition forme behind 
sane specific proposal. Typically, the 
proposal will include something for each 
member of the supporting coalition. The 
scientific community, in general, and* R&D 
managers, In particular, must make their 
concems known to legislators if regulatory 
reform Is to include elements that promote R&D 
and innovation to the greatest extent possible. 

Hopefully some of the suggeatlona 
contained in this paper will lead to additional 
thoughte on the ways in which regulatorv 
reform legislation or procedural reform wifl 
advance this goal. 
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Second Session 
Discussion 

CHARLES V. KIOD, George Washington 
University: In your tebulation of cost as 
being rusonable and excessive and so on, 
what were your criteria of excessive, and how 
do you go about sorting these things out? 

JULIUS C. JOHNSON, Dow Chemical 
Company; Well, It is subjective, to be sure, 
and the criteria are deteiled In the appendix Of 
the congressional testimony. 1 can't give you 
all the details now, but if you want to see 
them, we can get tiiem into your hands. We 
tried, in our own biased way, to lean on the 
atda of conservatism because it is very easy to 
"cry the blues," as you know. 

LILLIAN REGELSON, U.S. Environmental 
Protection Agency: Did you say that the only 
regulation, uip to now, of chemical Innovation 
has been by FDA? 

JOHNSON: No, 1 predicted two years ago 
that these would be coming and 1 think they 
are. 

REGELSON: Yes, I understend they are, 
but pesticides have been regulated for a long, 
time, and yet, people don't telk about it the 
aame way they do about drugs, and I 
wimdered why. 

JOHNSON: Well, pesticides are not the 
innovative process and have not been 
regulated in the same way aa the Innovative 
process in drugs has. Primarily, the clinical 
aspect of drugs Is very closely regulated, and 
that's part of the innovative process of R&D. 
tn pesticides, you don't have the risks to man 
In running the field teste. Therefore, they 
have not yet backed up into that step of 
innovation nor have they backed up into the 
lab, although there will be good laboratory 
practices Implemented. Jn other words, you 
can invent and get the product ready to go lo 
the market as a pesticide without going 
Ihrough man. If you have all the other animal 
date to support ft, but you can't with a drug. 
Ihc FDA understendably stepped into that 
gap. 

RICHARD E. QUINN. RCA Uboratortes: 
Allan, in your telk the oniy disappointing 
thing you said was that, "These views are my 
own and not necessarily those of the 
government." 1 wonder If you could predict 
or guess how many of the things which you 
described today In regulatory refonn. 
deregulation, and all the reat of the 
alternatives will be coming about In the 
foreseeable future, let's say in five yeers? 

ALLAN I . MCNDELOWITZ. tJ.S. Oeneral 
Accounting Office: I think you "Bave to look 
at the big picture. In the current Congrets, 
there have been over one hundred bills 
introduced on the question of regulatory 
reform. In the preceding Congress, there 
wars also over one hundred or one hundred 
fifty bills introduced dealing with the problem. 
Some of these bills apply to specific, regulated 
industries such as bills to reform the 
regulation of the airlines, the railroads, and 
the trucking Industry. Other l}iUs attack the 
problem across the boerd by trying to 
introduce an action-forcing revtew mechanism 
into the process, and Into this category fall 
the sunset proposals. There are broad-oased 
blUs, such as Senator Muskle's S-2. which 
apply sunset to programs across the whole 
govermnent. And, there are bills that deal 
specifically wtth regulation, such as S-600. the 
Percy-Byrd bill which would sunset regulatory 
agencies. 

In addition, there are efforte to directly 
address, the coste of regulation, such as a bill, 
recentiy Introduced by SenatM* Benson, which. 
If passed, would require an across-the-board 
reduction of- the regulatory compliance coste of 
5 percent a year for five yeers. That Is, it is 
targeted to effect a 2S percent reduction in 
com Îance coste. So there are a tremendous 
nuRU>er of bills In the hopper. There is a lot 
of Interest and support. I think there has 
been some progress, and I think there will be 
more progress because the prcdilem Is not 
going away. 

I also think the direction of some of the 
reform is moving along the Unes I outtined 
here. For example, the Environmental 
Protectton Agency Is currently considering: the 
creation of air righto, essentially a market for 
poilutkm. Achieving success is a question of 
sustaining poUtical pressure. It Is a question 
of building the supporting coalitions. 

One of the reasons why regulatory reform 
has been so difficult to achieve is that 
everyone Is for regulatory reform only when it 
Is discussed in the abstract. I remember 
going lo a conference held a couple of yeai>s 
ago in Washington called, "The National 

' Conference on Regulatory Reform." J'he kick-
off consisted of a debate between Ralph Nader 
and Milton Friedman, and they literally stood 
up there and told each other how absolutely 
correct the other was. Ralph Nader told 
Professor Friedman how correcl he was, and 
Professor Friedman told Ralph Nader how 
correct be was. Everyone engaged in a 
lovefeat as long as regulatory reform vras 
telked about In generalities. But, as soon ae 
it gate down to specifics, the coaUticm 
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supporting rcgulatory reform disappears. The 
coalition disappears, I thinlt, because 
regulatory aciivity involves substaniial 
redistribution of income; you can't change the 
regulatory ball yame without laking something 
away from soir. une and giving something to 
someone else. 

I think recognition of this gives us some 
insight as to hew to develop regulatory reform 
proposals, along lines outlined here, that are 
politically viable. Namely, you have to come 
up with proposals lhat essentially compensata 
in some way those who are going to be hurt. 
I think the airline bill ts typical of this. The 
two parties who stood to lose from deregulation 
of the airlines were, first, some small 
communities which claimed ihcy would lose 
service If airline regulations were abandoned 
and, secondly, employees of airlines who had 
seniority. Since the beginning of airline 
regulation In the 1930s, not a single trunk line 
fn American aviation has ever gone bankrupt. 
Failing firms have always been merged inlo 
healthy firms and no employees have evei lost 
Job seniority. No investors ha%'e ever lost out 
totelly, either. Well, one of the possibilities 
that appears on the horizon is that individual 
airlines In a deregulated environment will be 
allowed to go bankrupt like other companies 
(including W. T. Grant). The labor unions 
with their seniority systems are concerned 
about this possibility because employees In 
Arms that went bankrupt would lose their 
seniority. 

So in order to get legislation passed, the 
blU now conteins provisions for everyone. 
Consumers will be better off because the price 
of air fare is coming down wilh deregulation. 
There is a guarantee in ths bill providing for 
subsidized service to »nall conununities so that 
they are sure service will be provided in the 
coming decade. It is a provision that coste 
relatively very littie in terms of potential 
dollar expenditures by government. There Is 
a labor protection provision in the bill. That 
is typical of how y6u have to go about 
builds J coalitions and support for regulatory 
reform if you want to implement these types of 
things. 

MARTIN J . COOPER. National Science 
Foundation: Allan, you discussed the use of 
restrictive standards, the so-called design 
sUndards. and their inhibiting influence on 
innovation. This is an area where p&D can 
have considerable influence. The allcmative. 
of course, is performance specificaiion. Do 
you see any evidence that the federal 
governmenl, in its regutatory actions, is 
moving toward greater use of performance 
stendards in the areas of procurement and 
regulatory requirements? There's been talk of 
it, but the question Is, is anybody doing 
anything about it? 

MENDELOWITZ: I can't speak to the 
question of procurement. I know very Uttle 
about procurement alchough I could venture a 
guess that after the GSA scandd, they might 

a wiUing to innovate. 

In the area of reguhiion there are a good 
number of performance standards. The 
regulation of autoiiiobilc pollutants is an 
intermediate performance stendard, and, 
because il 's a performance stendard, we see a 
half dozen ways of meeting that standard. We 
have catelytic converters which most companies 
use, but in addition we have other 
alternatives: Chrysler has a microprocessor 
which controls the air mixture; Honda has a 
stratified charge engine; the Wankle engine Is 
StiU on ths market; and use of the dimetl 
engine is growing rapidly. So we do heve 
performance stendards. I think there is a 
growing recognition of their potential. 

1 must say, tiiough, that I'm under the 
iiiq>ression that not all industry and business 
decision makers like performance staiwlards. 
If you are given a design standard, and you 
know that you and atl of your competitors have 
to comply with it, you are all on the some 
plateau. With performcnce stenderds, there Is 
the potential for someone gaining a competitive 
edge by innovating to meet the reguMtiMW. 
fn under the impressioi some people in the 
private sector don't Uke this added bit of 
competition. They don't want to have to 
vrorry ebout how to meet the standard. They 
tvant to be told what It is and they'U meet It, 
and then they will know they are en an even 
par ivith aU their campetiton. 

So thts Is a question «rhich should also be 
addressed to the mi vate sector. How many 
people out there are realty Interested In 
performance standards? Tbey are great from 
my persp^ve. From the perspective of the 
Arm's manager or president who has to be 
ctmcerned about his firm's share of market 
profitabnity, competitive position, etc., tbey 
may not always be that great. 

GERALD GRAZE, Research Foundation ot 
qty University New York: Dr. Mendelowlti, 
on tEe wRcde, I dSTT think that the 
universities are hurt too badly by regulation, 
but one big problem Is the lack of anitormlty 
or standardization among so many different 
govemment agendes. Within any one agency 
you may have a large numb«> of progranis. 
When GAO sneezes, the agendes usually 
respond. Very frequently when the 
Investigations Diviston does a study of 
equipment inventory, or the Uke, it Is fcrftowed 
six months later by increased regulation. How 
ebout having GAO investigate the Jack oi 
stendardization and uniformity among the 
agencies, or among the different programs, 
and perhaps needle OMB to teke some stronger 
action on this score? 1 think this wruld have 
an important effeci in reducing the burden of 
paper work and regulatory work generally for 
the universities. 

MENDELOWITZ: 1 shaU be happy to pass 
those suggestions along. The cuifUct tjjat you 
allude to Is a two-part problem. One Involves 
tjie lack of coordination in requeste for 
information which come from the govenunent to 
the private sector. I rememtwr uut year whUe 
giving a talk at the Brookings Institute during 
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a government-industry seminar, a gentleman 
from a large corporation stood up and said, 
"You know we have to file Industry data with 
three different agencies. We have to file with 
the Department of Commerce, the Federal 
Trade Commission, and wilh the Securities and 
Exchange Commlaslon." He went on lo say 
that all three request similar date, bul they 
request it according to different industry 
definitions and at different levels of 
aggregation. "So." he said, "We have to start 
from scratch every time we supply date. We 
can't even aggregate up from the lowest level 
of aggregation to the highest level of 
aggregation for date desired because of 
different definitions." And he said, "How 
come?" 

So, I looked into it. it turned out that 
the Department of Cranmerce's requests for 
Information had to be approved by the Office 
of Management and Budget. The Federal 
Trade Commisslon*s request for Information and 
their forms must be approved by the General 
Accounting Office. And, the Socuritiea and 
Exchange Conunission, because tt believea the 
operative law does not apply to It, doesn't file 
ite forms with anyone. The GAO is on record 
as recommending that the entire approval 
process be consoUdated Into one centralized 
operetion and turned over to OMB; this also 
would apply to the Securities and Exchange 
Commission. So, we are doing something 
there. 

The second type of problem, I think, 
deals with a much more fundamentel problem of 
overlep and conflict in regulation. You know 
aU the stories. The OSHA inspector goes Into 
an animal slaughter house and looks at the tile 
floors which are nice and shiny and slippery 
and says, "Listen, you can't have these floors 
because every time there is blood on the floor 
your workers In the slaughter house arc going 
to sUp, fall, and hurt themselves. It's too 
dangerous. You have to have some kind of 
rough floor." So .the slaughter house was 
equipped with a rough floor. Then the Animal 
Plant Heatth Inspectiim Service inspector came 
In and said, "You can't have this rough floor. 
lt*8 not sanitary. It ts Impossible to sanitize 
It. You have to have a smooth, shiny floor." 
This problem really Is not the fault of the 
bureaucrate. This Is a fundamental Irade-off 
problem between different policy objectivcs*-on 
the one hand, the objective of pure, safe, and 
clean food and, on the other hand, the safety 
of workers. Unfortunately, in this area, there 
Is not much that can be done at any level 
other than Congress, when It comes to policy 
conflict and overlap. 

GRAZE: I would suggest that though the 
examples you give are valid for certain 
Industrial situations and certein university 
sltuattons, a real examination would show 
much, much unnecessary variation among lhe 
agencies, particularly In the mechanical aspects 
and even also In policy questions. I think it 
warranto some GAO time and effort. 

MEND1;L0WITZ: 1 WiH be happy to pass 
It along to the appropriate, responsible 
authorities. 

WILLIAM P. RANEY, National Aeronautics 
and Space Administration: 1 fiiu my sell left 
somewhat confused by the following situation. 
There is a materialistic view that says, "If the 
price is right, industry and other commercial 
enterprises will obviously follow right along 
with the price forcing function." So a very 
major part of our regulation Is to make people 
do certein things which they would not do If 
they stuck only with the materialistic push of 
having the right price. You are warping the 
system away frenn the free search for profit. 
] therefore find it a littie confusing among the 
several options for deregulation to find two or 
three categories which essentially said, "Well, 
we'll diddle the price. And if we diddle the 
price by texes, fees or selective relief from 
coste in the regulation business, than 
obviously good ti'.ings will happen." I've 
never been able to understend why people 
thought that right things were going to 
happen just because the price was rignt, when 
the whole basis for regulation Is that the right 
things aren't happening Just becauae the price 
is right; 

MENDELaviTZ: I'm happy you asked the 
question. I think that the confusion Is tie'd to 
the extent to which private costs and sodetel 
costs do or do not coincide. When a firm uses 
the environment as a garbage dump, it uses 
up a resource, the environment, and it 
imposes coste on other people. For Instence, 
tf I live In a community where there are a lot 
of firms with nonscrubbcd smoke stocks, 
burning high sulphur coal or whatever, t may 
find myself washing my dothing more often 
because they get dirty trcon the airborne dirt. 
I may find myself painting my house more 
often. I may alTto find my health Impaired. 
The cost to the firm of production is less than 
the cost to society of production becausa 
society hem the cost of the envlnmmentel 
degradation. The firm does not. When you 
bave a divergence between private cost to the 
firm and the real resource cost Imposed on 
society by the production process, you can 
improve the situation by raising production 
coste to the firm to reflect the environmentel 
damage. This is a situation where the price 
system does not give the right slgnais because 
there Is this divergence between private and 
sodetel coste. This situation is what is known 
as a market failure. The intervention that is 
recommended In the case of environmental 
damage is to require firms to pay for iheir 
pollution so that private costs and socictel 
costs coincide. Firms will then have a natural 
Incentive to lower their pollution. In areas 
where private costs and societal costs coincide, 
you would nol wani to tinker with prices 
because firms should be making the right 
decisions to begin with. 

COOPER: Chuck, you made an eloquent 
plea for more rational consideration of 
research, particularly on university campuses. 
The new Department of Health, EducatlW) and 
Welfare NIH guideUnes for genetic engineering, 
so-called DNA roseerch, has pushed the 
responsibility for oversight onto the research 



periormer. At this point in time, it means an 
added problem on college campuses. Would 
you care to corunent on this approach and. in 
particular, on the adequacy of the universities 
to assume this burden? 

KIDD: Among the obUgations of 
universities. I think that more effective self-
regulation is high on the list. The capacity lo 
act competently on these matters of social 
interest is the price universities will have lo 
pay if they are going to avoid detailed 
goveriunentel regulattcm. Therefore, the 
return to the campuses of responsihihty for 
recombinant DNA, etc., I regard as 
fundamentally good. It poses a challenge to 
the universilies which I imagine ihey will be 
able to meat as they met other rhallengos of 
this kind. I tmagina there wlU ue a sort of 
normal curve on this thing. The great bulk of 
the universities will do a competent job. A 
few on the upper tell will be superb, and you 
will probably have some well-publicized 
failures. Biologiste aren't as aware as M.D.'s 
sometimes of the trickiness of biological 
exporimente. We've had examples fn the past 
in California and elsewhere where pecple have 
been a little careless. But I think 11 Is a Job 
of real education, and universities must 
recognize the significance of the problem and 
deal with it themselves. I think on 
recombinant DNA we rr.i. laged to avoid a really 
serious error In nation.> policy, and that was 
to legislate the content of safety stendards and 
in effect begin down the path of control of 
research by tbe federal government. But the 
price, I think, Is competence in the 
universities. 

HJLS y. WESSELL. Alfred P. Sloan 
Foundation: You made reference "Tn your 
remarks to the need for review of government-
university relationships and aoms passing 
reference to a commission. I want to make 
sure that the audience is aware of the fact 
tliat there is such a commission in existence, 
sponsored by the Sloan Foundation, under the 
chairmanship of Louis Cabot of the Cabot 
Corporation in Boston. Carl Kayscn is the 
fuU-time staff director of the conunission. It 
consists of about twenty-five individuals of 
considerable steture, the great majority of 
which, I might add, are not from the academic 
community although the academic community is 
well represented. The commission has been in 
exislence for about a year. It will havc 
another year or year and a half to go. We 
have appropriated $2.5 million for the work of 
the commission as evidence of the earnestness 
of our concern for the problem. 

The commission's goal will be lo produce a 
series of public policy recommendo tiuns having 
to do with what the conunission believes to be 
improv«m.'nte of the government-university 
relation.<fhip. I mention the existence of this 
commission not to suggest that all of you from 
the universities need only sit on your hands. 
and wait for its recommendations. On the 
contrary, I mention It in the hope that those 
of you with a concervi, nlth suggestions to 
make, with problems to describe and 

communicate to the commission, wiU do so. It 
has offices in Cambridge. I'm sure the 
commission and the sUff would be anxious to 
have information from you. and may even 
invite you to appear at ite meetings or at least 
at steff meetings to communicate further with 
the commission. 

KIDD: Thank you. 1 should have 
mentioned the Sloan CiHnmission which is 
indeed very important. They have already 
produced excellent, usable resulte. The 
article in Science, which 1 mentioned, was the 
consequence 'of one Sloan financed self-
examination in universities. There were 
twenty-one others. They constitute, in my 
ludgment, the best assessment, thus far, of 
the effect of regulation on spedffc 
universities. 1 egrea also that this Is a 
process that will probably teke years. We 
have something with tremendous bureaucratic 
Inertia to reverse, and I would imagine It hill 
teke a number of initiatives from different 
directions to bring about a situation that I 
would consider more normal and productive. 

KENTON W. ZARHT, Planning Consultent: 
The universities are themselves a regulatory 
agency in the sense that they govem the 
stendards for the Ph.D.'s whom they send to 
the government agencies and to Congress to 
interpret and analyze and make recommen­
dations about what ought to be done. My 
question Is, "Are the universities themselves 
giving thought to this problem of the incressed 
numbers rf 'experte* they are sending out to 
solve the problems of our government?" 

KIDD: I don't know whether it ts 
adequate or not, but certainly the irark of the 
schools, of business, the schools of public 
affairs, and the departmente of economies and 
political sdence Is produdng numbers and 
quality. I -have a prejudice on that. I think 
the young people are better trained now than 
they have ever been, but that is an arguable 
point. 

DONALD L. BAEOER, Hooker Chemical 
Corporatton: The Dow Chemical Company, as 
has been mentioned, has made a real attempt 
to quantify the cost of regulation and (he 
amount of unnecessary regulation. 1 
personally think this is a very good way to 
go. If the coste of regulation are really 
mounting in the university, it seems to me it 
would be worthwhile for the universities as a 
group to try to get together to quantify them, 
so that the taxpayers can begin to know what 
the real costs of regulation arc In the 
education of. our college trained people. 

I would encourage all of my colleagues In 
the industry to do the same thing lhat Dow 
did. And, I hope there fs a ground swell in 
industry to really begin to generate what the 
coste are. I can tel) you right now, for 
example, that just the investment capitel In 
our own corporation tor meeting regulatory 
requiremente is running aboul 8 percent per 
year. That has to be one of the majw 
contributors to Inflation.. 
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KIDD: Eight percent of what? Of your 
sales? 

BAEDER: No, 8 percent of our capitel 
which runs maybe one third of the sales per 

Jrear. But it must be a major factor tn 
nflation of prices within the industry because 
these costs have to be passed back in the 
competitive system that we are in. But, I 
have 0 feeling that it is difficult for the public 
to understend the trade-offs that are involved 
here unless they know what the real roste are. 

KIDD: Yea, I think you are right, I 
may have been wrong tn saying that that can't 
be done or shouldn't be done. Universities 
should probably do more of this, even If only 
on a minimum basis, to indicate the true cost 
which is steggering. 

MENDELOWITZ: I'd Uke to speak on that 
point. 1 got sterted working on regulations 
three years ago by critically evaluating the 
$130 bUlion estimate rf the cost of regulation, 
and I do want to Introduce a note of caution 
here. One is that It ia very difficult to 
estimate tha cost of regulation, and there are 
no dollar figures that are really good 
measures. Some coste are quantifiable— 
admlntstrativa and compUance coste—but a big 
chunk rf tha real coste are not. 

Secondly, the methodology for estimating 
the coste varies. I have passing familiarity 
with the method used by Dow, for Instence, 
and I would consider a major par: of the 
proems thet they use in coming up with their 
figures to be inappropriT<̂ te. On th:it basis. I 
would disagree as to ĉ e usefulness of the 
numbers they came up wtth. 

When you telk atwut regulatory coste 
adding to inflation, there Is something you 
have to bear In mUtd, and that's that while 
regulation In the aggregate may not be 
effident (it may l>e a costiy my of getting 
where you are going.), you do get some 
things in exchange for a nig chunk rf the 
regulations. I don't want anyone to Interpret 
this 05 a defense rf any particular regulation 
or regulatory activity. I'm telklng in terms of 
die aggregate. And, one "eason why it 
appears to increase the rate ot inflation is that 
It is the result of a stotistical artifice. The 
national income and product accounte and the 
cmsumer price index are not exact depletions 
of what's out there. They are estimates and 
there are defects in them. One of the defects 
is that the benefite of regulation and the costs 
of not regulating don't show up. So you don't 
really get the fuU impact of regulation by 
saying. "Thl» is what regulation coats and this 
Is what il dtd to inflation," without tekfng into 
account the t>enefite assodated wilh regulation 
when there are benefite. 

• ANT>10NY P. SIMKUS, U.S. Arm^ 
liescarch Office: I would like lo~talk aEout 
Piiblic L̂ w 9S-224. AU the services are trylrtg 
to find a slmpUfled type of contract with 
respect to universities. One of the big things 
in that legislation Is the requirement 
concerning grante and contracte that you 

declare yourself, whether you are acquisition 
or assisiance on some of these grante. 1 think 
we are going to shift away from the grante 
into a very simplified contract, perhaps by 
next year. It follows the Navy's basic 
ordering agreement concept, and alt three 
services, I think, are going to agree under 
DOD on a concept lhat will make it easier for 
tiie universities. Another thing we are doing 
is placing some of .̂ il - responsibility of 
management with the universities and letting 
you provide that service for your campuses. 

CHARLES G. DARRELL, Naval Ocean R&P 
Activity: rd like to comment on lhat from the 
Ravy point of view. EarUer this morning we 
conunented on mission-oriented research as 
opposed to fundamentel or basic research. 
Tne mission-oriented research serves the 
taxpayers* purpose in that we go to Congress 
to Justify that research, but It is mission 
research. We are probably better off with a 
contract than we are with a grant because 
then wa get what we paid for. The Navy 
spends e lot of effort on stefflng the Offics of 
Naval Research with respected members of tha 
scientific community so that we do do that. 

BAEDER: I would Uke to carry the 
dialogue a Uttie further on this cost-benefit. 
I agreo that it is very difficult to make these 
kinds of analyses. But, it you have some 
quecilons about the approach that Dow is 
teking, I would urge you to put them In 
writing because I'm sure that Dow and the rsst 
of the industry is interested tn developing a 
credltoble way rf measuring this. 

By the same token, I think It Is very 
essential that we begin to quantify benefite. 1 
think tt ts dangerous to say ttiere are benaffts 
wtthout being pushed to try et least to 
quantify them, because I think we are dealing 
In most cases with compromises that have to bf 
based on some judgment rf cost-benefit to our 
people. 

NORMAN WAKS, The Ml'TRE Corporations : 
I'm sure the methoi3olbgicaI problems ita ^ 
largely common to Industries and untversltiQf. 
In addJtion to measuring these things In tef^W 
of the cost and the benefite, I think we shoirld 
be lAeasuring and comparing the cosl to whom 
and benefils lo whom and see if those two 
relate to each other. 1 know the Department 
of Commerce in their study Is beginning to 
accept that notion but do not, according to ' 
correspondence with tne. knmv how to 
Implement It. The real trick, after you have : 
measured rost and benefite, Is to try lo bripg 
together s«nc sublectlve way of finding dtu i 
who goto the benefite and who bears th^ r 
cost—tiiose may be entirely different thtngfs. 
Ilie greatest benefit may be great because you , 
don't have to pay for it. 

MENDELOWITZ: I'm not familiar In detaU i 
with the Dow study but there are severilt 
aspecU about the methodology that 1 questidn. 
One Is that they included, as a cost rf 
regulation, aU coste associated wiOt regutatkih 
irrespective rf whether the firm would liilvi r 
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voluntarily undertaken any cxpondilures in 
that area without the regulation. There are 
arcas-'health, safely, environment, clc.--
whcre industry voluntarily sp̂ -nt funds to 
pursue objectives Itilfr specified in legiilation. 
1 ihink it is inappropriate lo tump lotjo.ihcr alt 
expcnditurea associated with i o(]ul-^lion. 1 
think the appropriate coRt would be the 
incrementel cost associated with regulation, 
that is, the difference between what the 
industry would have spent wilhoul the 
regulation, and what they do spend because of 
the regulation. 

The Business Round Table is currently 
undertaking a study of the co.si of regulation, 
which is being supttrvised by Arthur Anderson 
& Co, They have some thirty-five or forty 
firms associaled wilh the Business Round Table 
which are teking part in an effort to quantify 
in a single year the cost of regujaiory 
compliance In some areas in those firms. They 
worked out a methodology whereby they allow 
only the difference between what the ilrm 
would have spent and what they did spend. 

Secondly, the Dow mcthodolugy allowed no 
proviston for subtracting from regulatory costs 
any cost reductions associated with regulation. 
And we do have some, for example, in the 
case of PVC, production costs decreased 
because less of the product involved 
evaporated into the air due to steps token to 
proiect the workers. 

Another area I questioned was the 
appropriateness of Including in the current 
cost of regulation, aU the capitel expenditures 
made in the year of the study. If I 
understand it , there is no depreciation in the 
Dow methodology, ^̂ 'hatevê  was spent by the 
firm for capital acquisitions, for the year in 
which the study was made, is Included as the 
capital cost of regulation. If it turned out 
that i l was a year in which there was an 
abnormal amount of capitel purchases, 
pursuant to regulation, the capitel cost of 
regulation would be oversteted. If it Is a year 
in which there Is an inordinately small amount 
of -capiul accumulation associated with 
regulation, then the capitel cost would be 
understated. 

Finally, any firm engaged in business 
direcUy lied to selling products to other firms, 
necessary to satisfy their regulatory 
requirements, should subtract from the firm's 
cost of regulation any supra-normal profits 
from these regulation-related activities. 

JOHNSON; I tiiink you wiU recall that J 
complained mostly about the excess and not 
about the base, which we considered an 
approprialc part of sodal costs. On the first 
point you made, until the entire industry is 
involved, you can't single out a company and 
criticize them for including it because all 
others who have not incurred the same cost 
have a free ride for that particular point. 
Once it is an industry problem, then maybe 
your point is valid. 

On the sulQtraction of benefite yielding 
therefrom, at this stege, 1 don't Ihink we 
subtracted benefite in Ihis equation. Maybe 
later on tn the refinements of this we should 

do so. Dut, 1 Ihink, at least the approach is 
a .start, and Iho incorporation of this 
methadology by Arthur Anderson is a 
refinement. 1 think we can improve this lo a 
point where, relatively, i l will have some 
meaning. We don't make a big claim for the 
precision of the oriqinal study. - But I don't 
agrce on your ftrsl point, as long as Industry 
acte volunlartly. 

KIDD: I Ihink anyone working in this 
field knows how tricky and difficult these 
estimates are, and J think Dow Is to be 
applauded for making a pioneering effort. I'm 
also sure you will run into trouble with the 
concept of methodology, but that Is something 
which can be profitefaly worked on. 

MENDELOWITZ: Yes. I would like to 
second thai. 1 didn't mean to denigrate it as 
an effort. I think it is desirable, and I'm the 
last one to complain about efforts to Quantify 
the costs and benefits of regulatton. AU I was 
trying to do was to introduce a note of caution 
which said, "This is onty a stert so don't teke 
the number and run with i t . " 

RANEY: Chariie Darrell telked about the 
Defense Department Initiatives to deregulate 
basic research that is done in universities. 
Jordan Baruch said something about the 
Mansfield Amendment, which missteted the 
force of that regulation. He said. In effect, 
that all work done by the Defense Department 
had to have a direct relationship to a mUitery 
function. That, in fact, was essentially the 
language of the original Mansfield Amendment 
which lasted approximately one year, at which 
time it was replaced with other language In the 
biU and still stends. Other language in the 
bill says that all research supported has to 
have a potential relationship to a mllttery 
Interest. 

But Jordan's version, which was the 
original one. still stends in the minds of many 
in the Defense Department and in much of the 
academic coinmunity as the operable 
requirement. There are various side rffecte of 
this particulai- "regulation" which are reaUy no 
longer appropriate, but they still exist. 
There Is a general feeling in the academic 
community, fron their mistaken reading of 
what the appropriate regulation Is, lhat the 
Defense Department cannot be interested in 
things that do nol have a direct and easily 
traceable connection to a militery operation. 
This, tn the minds of most people who thought 
about lhe problem, constitutes a real cosl to 
the proper performance and good relationship 
between the university research community and 
the Defense Department, because half of the 
younger members of the acad^c community 
seem to be turned off and scared away and 
assume that the Defense Department isn't 
Interested. That. I think, was never 
contemplated by the people who put out the 
original regulation. If you want to caU it that, 
but it Is a very real problem. 

As I said, the original perception stiU 
persiste in much of the Defense Department as 
well. WhoC has happened in the Intervening 
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years is ihat a considerable bureaucracy and 
set of bureaucratic procedures have been built 
up in order to be able to demonstrate 
compliance with thai sort of guidance. During 
the past couple of years, there have been al 
least two advisory bodies which have advised 
the Defense Department that that is counter­
productive because it's been too tightly 
managed. The result fs that there are serious 
attempte going on in the Defense Deparlment 
to deregulate and to try to get away from 
point-by-poinl compliance with a regulation 
that is no longer in force. It's hard to walk 
the cat back particularly when lhat particular 
regulation was not someming that was alien to 
the general Way of doing business in Defense 
Department acquisition. 

1 think there are a lot of ways to try to 
work around either tho real requirement of the 
perception of tha requirement, and scane of 
those are going on. The procurement business 
Is an example. The new procurement law 
gives people in the Defense Department a 
choice of saying they are doing acquisition, 
v^Ich is not really appropriate for- basic 
research, or that they have an assistence 
program, which is not really appropriate for 
basic research sponsored by the Defense 
Department, because the goal. Indeed, is not 
assistence to the academic process. Given a 
choice of two things which are not quite 
appropriate, the questicm Is, "How do you 
thread your way through these inappropriate 
choices?" We ore trying to put loghether a 
common contract Instrument which is flexible 
enough so that It doesn't have the undesirable 
characteristics rf a straight militery 
procurement but also doesn't have the 
inapproprtate appearance of being an 
asslstence program. And I think if other 
people reaUy want to try to work with the 
system and yet find a way in and around 
several options, no one of which is really quite 
right, it can be done. 

Now, to try to deregulate the conduct of 
the Defense Department's research program 

really tekes people of considerable quality, 
who can keep iheir eye on what the 
fundamental job is rather than whet the latest 
set of written guides, which are never very 
complete, may say. To do lhat properly coste 
a lot of money because they have to be high 
quoUty people and Ihey have to be paid weU. 

I guess my point in bringing thts up is 
simply to point out that to do a proper Job in 
regulation, in working around and through 
regulations that aro inappropriaic, is going to 
coat sane money. There ia no way around it 
and you have to make up your mind that It is 
going to cost money, but tho cost. hopefuUy. 
will be well worth It because if you fall to do 
that, the coste are even greater. Trying to 
quantify those coste is almost hopeless. But it 
gete me back to the earlier remarks that the 
universities are being made to bear all these 
coste, and It really is Inappropriate. 1 tend 
to agree, but In order to carry that argument 
forward and to make it look like nure than Just 
a complaint, because all of a sudden new coste 
are being added, there has to be some way to 
think through the business of what would be 
the social costs If the universities. In fact, 
were not doing the things they have been told 
to do. That ignores Ihe business rf whether 
they are appropriate or too complex. To make 
a clean argument atxiut where the coste to 
sodety should be allocated, again we get back 
to tiie business of, "What are the social 
cMte?" Sodety is paying anyway because of 
too many people on welfare, too many missed 
oĵ KUtunities to be competitive In the 
international environment, etc. And society Is 
going to have to pay something to avoid those 
larger coste or to get over paying them. 
Should they be dumped on the Congress? 
Should they be dumped on the universities as 
they, are now? It seems to me that one has to 
explore a Uttle more broadly where the coste 
should be assigned tn society before we make a 
ccmplete argument about whether it is 
appropriate to have them show up in 
university budgete. 
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