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Ca October 24, Mr, Harrv Havens (Director, JZfice of P ; i¥sis)
testifiod before the Subcown ttee on the Znvironmwent, B Was
based cpen cur staff paper "A conpairisen of Thrz- Estimate of
the Propeosed Toxic Substances Control act' (0PN~735-5). ! to TIsulve
the apparent ditferencrs herween our tectivony o the tie
Marufacturing Chemists Aszociaticn (JICA), vou avked us, S,
November 7, 1973, to study some of Che iss furtn
original testioonv deaslt w -

Nt e

~J4

Lol
-

and

BEST DOuuMcivi AVAILABLE

Toeser Paramn/ A



-1

where the industry studies miade se2zinglv valiid ohiltz. I our suh-wequent

3
discussicns, representati-es of tna MCA expressec their oconcern that the
*

TSCA weuld require testingz costs substantially sreater in scope than what
i3 envisioned by che EPA, In pacticular, they cicted the f1nad’ags that
thorough toxicity testi:rg of a chemical substanca cculd feral as much as
5800,000, as cozparad to the range of $200,200 ro $400,070 assumed in the

ZPA report.

At this poirt, we are unable to add co cur earlier analysis of this
issue, which centinues to be the area of greatest uncertaliaty in

estimates. We understand that the Subcommittee has cbtained other exper
testimony which has shed more light on this question. [n addition, we have
suggested that the Subcommitice consider incleding in the propesed legisla-
tion more specific requirements for later evaluation of the testing require-~
rments and economic impacts of the Act as a whole, so that modifications of
the legislation can be considered on the basis ol more substantial
information than is now avyilable,.
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would tend to reduce the rate of return on investaent in ch arnd
rms would
spend .35, not nore, on R & D, (A3 we notad in our sturl paper, firms
might spend more cn R & D meant to reduce or partially avoid testing or
restrictions. They might invest in tvesearch on more eificient testing
techniques and on developing products that would not require much testing.
But this type of spending, i1f successiul, would pav for itself in
reduced costs of testing and resctrictions. Therefore, iz would be
double-counting to count it as a cosc.)

It must be said, however, that economic theory is not clear on .precisely
what determines a firm‘s R & D spending. I a firm is wo.lvated by effcrts
to maintain the same rate of new product introduction, then it wour.d have to
increase its R & D spending. Although such behavior would 12¢ be in accord

1
with the goal of maximizing profits, we cannot prove that firms would not
act in this xanner. There is a large body of economic literatura on the
goals c¢f the firm, in which sales maximization and attempting to achieve a
target rate of return are analyzed, but very little has been fouud to indi-
cate that firms actually do behave in these wavs.

b. Such cosrts, 1f thav cceour, ave unot ceosts of the TSCA,

The costs of testing and of restricrions are esgimated in another sertio
of the MCA study. In porclicular, am attempt 2s made £o estimatae the leosses
to the industrv that would cccuvr when a product (which was coarly to develop)
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greater market share
to couatl 1n as a <o

to the firm,

C. t Lelieve that the 1teurnioly estimated
cnanzes 1o RO& D sconacinx that niznt result from the ToCA.
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chan cPi envisions.,  Ther~ is, of course, oI

! 5 L
ancertainty on this point. These briel stocements, towévery, 3re 1ar
o 2xiti

Our second criticism on thls point is that logic of the incentive to
maintain .nnovaticn is not related to the questions or the responses. The
rirms were simply asked for the percentages by which rescaren costs,
number of products launched, and overall sales volume would change. Thev

were not asked naow much more they would have te spend in order to maintain
the saze ra f irnovaticn. Yet, on page 88, the study describes the
findings as "Extra R & D Expenditures Neaded to Maintain Current Levels of

Innovation Besides Costs of TSCA Comp]iﬂn:e" and "Maintenance of Present
Budget For Imnovation: @ Decreasc in Nuwber of New Products Lauached
Without EA_‘u Exgendituras.” It i¢ not explained how these results could
nave been shiained from the velactively simple questions asked,

o products
tnovatison

produets, etc.,
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study (pavc P3Y, thers was 1 Lhle tange o6 resbaises. Lo
discussivns, an MCA ropresentative said chat sece of the [irnms

that cthey would Q:ESE their R % D spenaing, We beileve that with this
typ2 of dara the reseaichers should have estimated the iadusory
percentage change in R & D expencitures and grovided cenZidenzta

for that estizmate. We conjecture that with this wide rane oY responses
rrom such 3 £mall sample of firms the confi imi

idence limits wouid be

apart. That is, no great credibility could 2

In fact, neither the sample wean nor the sa
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reported, In {act, the 30 percent seems Lo be the highest i
effects, rather than an averase. The 30 nercent rigure is therefore,
substantially larger than whetever the average ii

igure anizht be, and it doves

not represeat any xind of typ'czl industry behavior. The 15 percent fijure,
whi n yields the $300 million cost, does not seem to be justificd either;
it is meant to apply to . lower level of testing. But, again, it does not

appear to represcerd an estimate Of average industry LeSﬂLase

In summary, we maintain the positicu we took in cvr stafif s
S600 million fisrure should not be ccunted as a cost,” YNor shoul
$300 mi.lion fijure be _ounted,

3. M2thods of Data Collecticn for the MCA Report
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it, 5>r any cother complex econemetric model, is used Ior a speciiic purpose,
The results depend upcen what imformaticn 15 led iatn the nodel.

In general, we agree that the TSCA wculd increase cos=s of production
in the chemical industry and chat most of these costs would be passea on
to the consumer. Because chexicals are used as inputs te other manuractur=-
ing processes, the impact is likely ton spread through the =concuv. We

question the magritude of the effacts estimated in the MCA studv.,

Before we discuss the specifics, it should be pointed out that we
believe that the MCA's "broad model" gives economic impacts that are
at least twice as high as they should be. The reason is that the "mainte—
nance ol innovatien' costs, which we beLlevo should not be counted, azcount
for zbout halt of the costs in that model. All of the economic impacts are

roughly propurtionzl to the megnitudes of the original costs es-imates. TFor
example, if the highest ccst estimate made by the Environmentael Protection

sency {(8141.5 m.lllon) were used as the basis for the economic impact
modeling work, the cconcmic impacts w.uld be zhout one-ninth of :he magni-
tude of the MCA figures.
\

Eifect <n Prices
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In the MCA "Sread wodel,”™ it is zssumed that iadustry costz would be
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in tne orice 5f chenacal s le it cne
aczemis the MCA tost e t 1a we helieve to
be tzore accurate, Jould 2ive oreporticnately :smaller price Incroases.  The
impact on the Consumer Price Index, trpich measures the price of all consumer
sools, 1s estiaa one-half of »ne percenctcze point.  This Ziguve seems
much oo large; d t if fr aE intl
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GNP ocom2s “rom the efiects an imports and exporss,

Increased prices Zor ochemical exports woulild reduce tne cemand for
exports, and this tends to reduce GMP2, Again, we asr:re that some eifuct
of thig kind couari be expected, but we belleve that the YCA reovort greatly
overstatas the magnitude of this effect.
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are ccncerned, testing costs will have 2 y bevn incurvod; they are
fired coscs, not .arizhle coats. In .rd to meet comperition in foreiga
zarkets, thev may well absorb mess of the costs cuie to the TSCA.

C r prices 2f chemicals
¢ presented in the renoro.
N

arorias orf chemical e2yport.
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atnealn Tnat the MUA renovr, L osoever

C 1
T Industry ol (he propoed TSCA, T ouT Judvinent, a Major sourgs »f
1t

overestimation Is Lhe ‘maintenance of iznnovation' sost.

Our scarf study listad several other points upon which we disagreeds
with the approach taken by the MCA - vt and the EPA study os well., To
put these scilnts in the 2 ive, however, it stould b2 empna-

i t
sized that the nai ng cnst iz o cerermire the extent

n
of testing required.
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