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REPORT: OCCUPATIONAL
LICENSING IS COSTLY TO
THE U.S. ECONOMY
JANUARY 23, 2019
By Kenneth Artz

For full report click here.

The Institute for Justice finds licensing barriers may
cost the national economy more than 1.8 million
jobs.

Occupational licensing imposes heavy costs on the state and
national economies, a recent study by the Institute for Justice (IJ)
reports.

Nationwide, 19 percent of all jobs require some form of occupational
licensing, the report estimates. In the 36 states with sufficient data to
allow state-level estimates, the study found the share of workers
licensed ranged from 14 percent in Georgia to 27 percent in
Nevada.

Licensing costs the U.S. economy $6.2 billion in lost output and
$183.9 billion in misallocated resources each year, the study found.
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At the state level, by the broader measure of misallocated
resources, annual losses range from $675 million in Rhode Island to
more than $22 billion in California.

By shutting out aspirants, licensing barriers may be costing the
national economy more than 1.8 million jobs, the report estimates.
The state-level job toll of licensing ranges from 6,952 in Rhode
Island to 195,917 in California, the report states.

Less Competition, Higher Prices

Lee McGrath, managing attorney of IJ’s Minnesota office and the
organization's senior legislative counsel, says the reduction of
competition causes higher prices and benefits the remaining
providers.

“For instance, if I am in a licensed occupation, I have a cartel
requiring you to only buy from me or people like me, and because I
have fewer competitors, those people who can’t jump over the
hurdles and can’t get an occupational license means I can raise my
prices,” McGrath said.

“The benefit of my competing with fewer competitors means you’re
paying more and I’m receiving more, to the tune of $6 billion a year,”
McGrath said.

The reported $184 billion in misallocated costs shows the overall
effect of licensing on the economy, says McGrath.

“This number captures the fact someone who doesn’t have a
license, or can’t get a license, has to do something suboptimal,” said
McGrath. “This can include military people and their spouses,
military people who transfer from one base to another for a short
period of time, people with a criminal record, or those who just don’t
have the resources or time to get the requisite education even
though they know how to do the profession or job.”

Little Evidence of Effectiveness

There is little to indicate occupational licensing boards are effective
at weeding out incompetence and consumer fraud, says McGrath.
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“Take, for example, Bernard Madoff, the greatest fraudster in
American history,” McGrath said. Madoff was registered as a broker
dealer with the Securities and Exchange Commission (SEC), the
federal regulator of brokers and financial transactions involving
securities. “The SEC did not bring him down,” McGrath said. “It was
the New York Attorney General, using banking laws that prohibit
unfair and deceptive trade practices.”

Reputation is the best consumer protection, says McGrath.

“In fact, consumers are better protected than ever before, with
iPhones and review websites, without the help of licensing boards,”
said McGrath.

Superiority of ‘Market Regulation’

There are many alternatives to occupational licensing, and the most
important one is what we might call “market regulation,” says Clark
Neily, vice president for criminal justice at the Cato Institute.

“For example, we’re seeing them in ridesharing services and
restaurants,” Neily said. “When you get a ride from Uber or Lyft,
their system for when you get a bad driver lets you try and contact
the company directly or give [the driver] a low rating.

“My experience is if you give an Uber or Lyft driver less than four
stars, you’ll get a call from someone at the company immediately to
see what the problem was,” said Neily. “The same thing is
happening with restaurants. You give them a bad review on Yelp,
and it’s very common for the restaurant to contact you to try and fix
the problem.”

Another important form of market regulation is private certifying
bodies, says Neily. The IJ report estimates 5.6 percent of U.S.
workers are certified in their occupation.  IJ says certification is not a
barrier to employment.

“There are a number of vocations where you can get certified by
certain individuals with a history and knowledge of the vocation,”
Neily said. “This information is valuable to the consumer because
they can see you have certain credentials which would lead them to
believe you are a qualified practitioner.”

Licensing Boards ‘Exclude Outsiders’

Neily, an attorney, says the public tends to put too much faith in the
efficacy of occupational licensing, as there is no evidence licensing
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of lawyers, for example, has reduced the number of incompetent or
unethical legal practitioners.

“They assume that once you put a regulatory board in charge,
theoretically to ensure quality within the vocation, then it must be so,
but the evidence is quite sparse,” Neily said. “Some regulatory
boards don’t seem interested or particularly efficacious when it
comes to ensuring high standards among practitioners.”

On the flip side, Neily says, occupational licensing has been
extremely successful at keeping out competition.

“I don’t think it’s been very effective at increasing quality, but it is
certainly effective at reducing competition and for enabling politically
connected insiders to exclude outsiders,” Neily said.

Kenneth Artz (kennethcharlesartz@gmx.com) writes from Dallas,
Texas.

Internet Info

Matthew Glans, “Research & Commentary: Occupational Licensing
Laws Hurt State Economies,” The Heartland Institute, December 19,
2018:

https://www.heartland.org/publications-
resources/publications/research--commentary-occupational-
licensing-laws-hurt-state-economies

Morris M. Kleiner and Evgeny S. Vorotnikov, "At What Co$t? State
and National Estimates of the Economic Costs of Occupational
Licensing," Institute for Justice, November 13, 2018:
https://www.heartland.org/publications-
resources/publications/atwhatcot

JANUARY 18, 2019

Wisconsin Attorney General: ‘Wedding Barns’ Subject to
State Liquor Laws
By Bonner R. Cohen

VIEW ALL NEWSRELATED NEWS & OPINION

https://www.heartland.org/publications-resources/publications/research--commentary-occupational-licensing-laws-hurt-state-economies
https://www.heartland.org/publications-resources/publications/research--commentary-occupational-licensing-laws-hurt-state-economies
https://www.heartland.org/publications-resources/publications/research--commentary-occupational-licensing-laws-hurt-state-economies
https://www.heartland.org/publications-resources/publications/atwhatcot
https://www.heartland.org/publications-resources/publications/atwhatcot
https://www.heartland.org/news-opinion/news/wisconsin-attorney-general-wedding-barns-subject-to-state-liquor-laws
https://www.heartland.org/news-opinion/news/wisconsin-attorney-general-wedding-barns-subject-to-state-liquor-laws
https://www.heartland.org/news-opinion/news/wisconsin-attorney-general-wedding-barns-subject-to-state-liquor-laws
https://www.heartland.org/news-opinion/news


News - Report: Occupational Licensing Is Costly to the U.S. Economy | Heartland Institute

https://www.heartland.org/news-opinion/news/report-occupational-licensing-is-costly-to-the-us-economy[1/25/2019 9:04:52 PM]

CONTACT US

3939 North Wilke Road
Arlington Heights, Illinois 60004

PHONE: 312/377-4000
FAX: 312/277-4122

   

HEARTLAND SITES

Reply to Our Critics

NIPCC: Climate Change Reconsidered

Free to Choose Medicine

The Parent Trigger

Emerging Issues Forum

Climate Change Awards

Climate Conferences

Left Exposed

American Exceptionalism

Support us in
PROMOTING FREEDOM

Your support of Heartland will allow us to continue
to educate others about our work.

Give to Heartland

JANUARY 2, 2019

Arkansas Lawmakers Consider Housecleaning for State
Rulebook
By Owen Macaulay

DECEMBER 11, 2018

New Mexico Governor Orders State Agencies to Reform
Occupational Licensing Requirements
By Kenneth Artz

Copyright 51039 Heartland Institute

  

https://www.heartland.org/news-opinion/news/arkansas-lawmakers-consider-housecleaning-for-state-rulebook
https://www.heartland.org/news-opinion/news/new-mexico-governor-orders-state-agencies-to-reform-occupational-licensing-requirements
https://www.heartland.org/
https://www.facebook.com/HeartlandInstitute
http://twitter.com/#!/heartlandinst
http://www.youtube.com/user/HeartlandTube
mailto:webmaster@heartland.org
https://www.heartland.org/about-us/reply-to-critics/index.html
http://climatechangereconsidered.org/
http://freetochoosemedicine.com/
http://theparenttrigger.com/
http://eif.heartland.org/
http://climatechangeawards.org/
http://climateconferences.heartland.org/
http://leftexposed.org/
http://american-exceptionalism.org/
https://www.heartland.org/donate/index.html
https://www.heartland.org/donate/index.html
https://www.heartland.org/news-opinion/news/arkansas-lawmakers-consider-housecleaning-for-state-rulebook
https://www.heartland.org/news-opinion/news/arkansas-lawmakers-consider-housecleaning-for-state-rulebook
https://www.heartland.org/news-opinion/news/new-mexico-governor-orders-state-agencies-to-reform-occupational-licensing-requirements
https://www.heartland.org/news-opinion/news/new-mexico-governor-orders-state-agencies-to-reform-occupational-licensing-requirements

	heartland.org
	News - Report: Occupational Licensing Is Costly to the U.S. Economy | Heartland Institute


