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Our attempt to explore the issue of poverty starts with the recognition
that poverty has been the typical state for most human beings through-
out human history. It is only in the past 200 years or so that more than
a tiny fraction of human beings have been able to live long lives of
material and physical comfort. In some sense, the intellectual puzzle
of human economic history is not explaining the causes of poverty, but
the causes of the much more exceptional wealth of the modern era. Put
differently, how did humans ever escape a world where nature-given
resources cannot possibly enable more than a small number of people
to survive at a subsistence level? What are the causes of what economic
historian Deirdre McCloskey calls “the Great Enrichment?”!

Even as the Great Enrichment has raised living standards in the West-
ern world and lifted billions out of severe poverty across the globe in
the past few decades, poverty still exists in multiple forms worldwide.
In the West, there are still too many people who have not been able
to share fully in the cornucopia of the Great Enrichment. Nonwhite
households are more likely to be persistently below the Western pov-
erty line, even as others move up and down the income ladder. In the
rest of the world, especially in Africa, too many households, and whole

countries, have not been able to escape to anything close to Western
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levels of material comfort, even where they aspire to that goal and are
willing to work for it. In the West, we see household-level poverty in
the midst of societies that have great riches, while elsewhere we see
both household- and country-level poverty in the midst of increasing
worldwide plenty.

The task of this chapter is to offer some insight about these two out-
comes. If the Great Enrichment has done so much for the West and is
starting to do the same elsewhere, why has it not spread to all in the
West, and why have so many elsewhere in the world not shared in its
benefits? The answer we will propose is that the freedom to trade in
the marketplace and the ethical approval of such activity, both of which
were crucial to the Great Enrichment, have been restricted through gov-
ernment regulations in ways that perpetuate poverty. In the Western
world, these regulations affect entry-level labor markets and the entre-
preneurship associated with new small businesses, thereby making it
more difficult for lower-skilled workers to rise out of poverty. In many
other parts of the world, the regulatory state is more encompassing,
making it very difficult for most citizens, and not just the poor within
those countries, to start new businesses and to operate in an envi-
ronment of generalized freedom to trade. In both parts of the world,
these regulations restrict what has been termed the “permissionless
innovation” necessary to reap the benefits of the discovery process of
competitive markets. The more often that people need permission from
government regulators to try out new ideas or to tweak earlier inno-
vations, the more difficult it is to create the wealth that raises living
standards and pushes back against poverty.

The next section explores in greater detail the question of how the
West grew rich and why that Great Enrichment has not fully spread
elsewhere. Understanding who benefits from regulation is crucial to
providing that answer. The two following sections provide examples
from the US and Senegal of the way restricting trade and requiring
permission to innovate has perpetuated the pockets of poverty in the
West and the more widespread poverty in other parts of the world.?
The potential for bringing the benefits of the Great Enrichment to all

the world is real, if only we can identify the regulations that prevent
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economic growth and upward mobility and then remove them and
allow markets and competition to spread the Great Enrichment globally.

Trade and the Great Enrichment

The facts of the Great Enrichment are well known and largely uncon-
troversial. In the 19th century, a significant and growing portion of
humanity began to escape the grinding poverty that had character-
ized human history up to that point. Although in earlier times a small
portion of the privileged, such as royalty, had lived comparably well,
even the quality of their lives paled in comparison to what the Great
Enrichment would bring. One of the great accomplishments of the past
200 years has been the rise in the living standards of more and more
ordinary people. It may well be true that the rich today live incredi-
bly well, but the average westerner lives far better than the kings and
queens of old—even the average African outdoes them. One need only
consider that approximately 80 percent of adult sub-Saharan Africans
own either a basic cell phone or a smartphone.?

More generally, we can follow McCloskey’s calculation that the aver-
age human now consumes 8.5 times more than the average human 200
years ago and lives twice as long (after making it to age 16), and that
the earth is able to support 7 billion people as opposed to 1 billion.*
If we do the multiplication (8.5 x 2 x 7), the result is that humanity is
119 times better off, in terms of total consumption by the total number
of human life-years, than 200 years ago. There are now more people
living longer lives with more ability to consume, and by a factor of 119.5

We have seen the effects of this enrichment in the United States and
globally. Of course a comparison between 2019 and 100 or 200 years
prior would clearly show those gains in wealth, but one number is
worth considering: the percentage of income spent on food, clothing,
and shelter has fallen over the past 100 years, from about 75 percent to
35 percent.® The value of labor has climbed and market competition
has kept prices affordable, with the result that members of the average
US household today have a great deal more discretionary income than
their grandparents and great-grandparents did. Even if we look at the
past 50 years, we can see that the percentage of US households that
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possess basic appliances such as washing machines, dishwashers, and
dryers, as well as goods such as TVs, air conditioning, and microwaves,
has increased, in some cases substantially (see table 1). In addition,
average (and poor) US households have goods that didn’t even exist
50 years ago, such as smartphones, personal computers, and other elec-
tronics, not to mention access to new lifesaving drugs and other medical
treatments. Economist Michael Cox and economic journalist Richard
Alm provide a useful nice list of items available at the end of the 20th
century that did not exist a generation earlier.” This standard of living
should be, but is not always, available to all Americans, and finding
ways enable more people to enjoy that standard is the problem that
needs to be addressed.
Table 1. Percentage of Households
with Various Consumer Items, 1971-2005

% of poor households hoaljs(:thfllds
Item 1984 1994 2003 2005 1971 2005
Washing machine 58.2 71.7 67.0 68.7 71.3 84.0
Clothes dryer 35.6 50.2 58.5 61.2 44.5 81.2
Dishwasher 13.6 19.6 33.9 36.7 18.8 64.0
Refrigerator 95.8 97.9 98.2 98.5 83.3 99.3
Freezer 29.2 28.6 25.4 25.1 322 36.6
Stove 95.2 97.7 97.1 97.0 87.0 98.8
Microwave 12.5 60.0 88.7 91.2 1.0 96.4
Color TV 70.3 925 96.8 97.4 43.3 98.9
VCR 3.4 59.7 75.4 83.6 0.0 922
Personal computer 29 74 36.0 424 0.0 67.1
Telephone 71.0 76.7 87.3 79.8 93.0 90.6
Air conditioner 42.5 49.6 777 78.8 31.8 85.7
Cellular telephone — — 347 483 0.0 71.3
At least one car 64.1 718 72.8* — 79.5 —

* This number is for 2001.

Source: US Census Bureau, “Extended Measures of Well-being: Living Conditions in the
United States, 2005,” 2005, https:/ / www.census.gov/ data/tables /2005 /demo/ well-be-
ing/2005-tables.html.
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Figure 1. Changes in Global Poverty, 1990-2013
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Source: http:/ /ourworldindata.org/ extreme-poverty, using data from World Bank,
“PovcalNet: An Online Analysis Tool for Global Poverty Monitoring,” http:/ /iresearch.

worldbank.org/PovcalNet/. Accessed September 17, 2020.

Globally, one of the unheralded stories of the past few decades has
been the enormous decline in extreme poverty. We have seen the rise
of global consumption as more and more people across the world have
begun to approach Western standards of living. Less obvious has been
the decline of extreme poverty. The World Bank reports that the per-
centage of people living in extreme poverty, defined as less than $1.90
per day, fell to 10 percent in 2015, which is a historic low. The total
number of people living on less than $1.90 day fell to 736 million. This
represents an enormous decline over the past few decades, as more
than 1 billion people moved out of extreme poverty between 1980 and
2015.. The World Bank estimated that the number for 2018 would be
8.6 percent of the world’s population below the extreme poverty line.®

Despite these accomplishments, it remains the case that parts of the
world have not had as much success as others. Sub-Saharan Africa, for
example, is expected to have more than 10 percent of their population
below the extreme poverty line for at least another decade.

To understand these data on the Great Enrichment, and why pov-
erty persists in the midst of plenty, we need to understand the causes
of the explosion in wealth of the past 200 years.’ The key factors were
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the freedom to trade in markets and an ethical system that accepted, if
not approved of, the innovation that markets produced and the prof-
its that they generated.

More specifically, we might break the “freedom to trade in mar-
kets” into two pieces: the first is “permissionless innovation” and the
second is “trade-tested betterment.” What happened in the early 19th
century is that it became possible for more people to try out new ideas
without having to obtain a license or other permission from govern-
ments. Rather than being seen as a threat to the established traditions,
innovations became tolerated and encouraged as the risks of failure less-
ened thanks to more stability in agricultural output. The problem then
became determining which innovations were truly beneficial and which
were not. What McCloskey calls “trade-tested betterment” is the pro-
cess by which the profit and loss generated through market exchange
provides the test for whether particular innovations are sources of social
improvement. Profits tell us that value has been created and that we
are better off, while losses tell us that value has been destroyed and
that we need to try something different."

Trade-tested betterment through the guide of profit and loss requires
anumber of other institutions. Having new ideas and inventions is not
enough. The right institutions are necessary to turn inventions into
innovations that improve people’s standard of living. First and fore-
most, there must be private property rights, and those rights must be
clearly defined and effectively and fairly enforced. The wealth-creat-
ing processes of innovation and testing by profit and loss require that
people know that their property is theirs and will remain theirs into the
indefinite future. This means that it is protected from the predation of
both other private actors and governments. State actions ranging from
the uncompensated use of eminent domain to full nationalization (or
the threat thereof) will discourage property owners from being will-
ing to take the risks associated with innovation. So will regulations
that impose excessive and unnecessary costs on potential producers.

Along with private property, these processes require the rule of law.
The law must be clear and public and those who write and enforce the
law must be subject to it as well. The rule of law also enables actors



Regulation and Economic Opportunity: Blueprints for Reform

to form reliable expectations about the future and know that they will
be treated fairly.

The last institutional requirement is sound money. All of the market
transactions that drive economic progress take place in terms of money,
and if money’s value is constantly fluctuating because of inflation or
deflation, market exchange and the calculation of profit and loss are
much more difficult. In such situations we will get less innovation and
weaker market tests, leading to less wealth creation. The parts of the
world that respect private property, adopt the rule of law, and have sound
money have historically experienced the most widespread enrichment.

Alongside these institutional requirements, the Great Enrichment also
requires that people have an ethical system that encourages the openness,
innovation, and profit-seeking that is associated with market exchange.
In McCloskey’s terms, our “habits of the lip” are at least as important
as the institutional structures in which we operate. A society that has
these institutions but also expresses strong disapproval of innovation
or profit-making would have a hard time generating enrichment. In her
work, McCloskey argues that changes in how entrepreneurial activity
was perceived, along with an increasing tolerance for people striking out
on their own and seeking their fortune rather than staying with family
and community, were crucial to the Great Enrichment."! How people
talked about trade, markets, and profits shifted in important ways, and
the behavior associated with those institutions was increasingly seen as
virtuous. That shift provided a necessary complement to the institutional
requirements noted above. Together they produced the Great Enrichment.

To the degree that these institutional and ethical requirements are
in place today in various countries around the world, those countries
have continued to prosper. There is nothing in the story of the Great
Enrichment that suggests that any group of people, be it an ethnic
group or an entire nation, cannot share in its bounty. Adopting the right
institutions and ethical perspective is what is needed, and this path is
available to all humanity.

If we know what reduces poverty, why does it persist in pockets in
the West and more broadly elsewhere in the world? Why haven’t the

right institutions been adopted more consistently worldwide? There
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are a variety of answers to that question, but the overarching explana-
tion is that the benefits of good institutions are widely dispersed across
the population and are often subtle and slow to develop. This makes
it hard for people to appreciate them, especially when regulation and
intervention into markets has benefits for well-organized groups that
can be part of creating them. The benefits from intervention and regu-
lation are concentrated in the hands of a small number of people who
therefore have an incentive to argue for regulation, while the costs in
terms of lost overall growth are spread thinly across the whole popu-
lation, and are often hidden and long-run, giving the larger population
little incentive to oppose the regulation.

For example, when a group of producers argues for a regulation that
will prevent others from entering their line of work, they stand to ben-
efit significantly from it, while the costs in terms of higher prices, lower
quality, and less innovation are spread across a much larger number
of people and the per capita cost is quite small. Those with political
power, or with the resources to access political power, will frequently
have exactly this sort of incentive to favor regulation and the weaken-
ing of wealth-creating institutions, unless there are political safeguards
in place to prevent them from doing so."?

In some cases this dynamic takes the form of what is known as the

“bootleggers and Baptists” problem." Those who gain materially from

regulation or from weak institutions often find themselves getting sup-
port from others who have a strong ideological or moral belief that a
regulation is needed. For example, suppose a big-box store wants to
open across the street from a shopping mall. The owners of the mall,
and the owners of the stores that occupy it, might have many financial
reasons to oppose the new big-box store. They stand to benefit from
a regulation that would prevent such a store from opening. They are
the “bootleggers” who benefit from preventing market exchange. They
might find common cause with environmentalists who, while they have
no financial interest in stopping the big-box store, have a strong com-
mitment to making sure the new store does no environmental harm.
They are the “Baptists” whose moral or ideological beliefs are satisfied
by stopping the new store.
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A good number of regulations give rise to this kind of alliance of
strange bedfellows, making it more likely that they will pass, even if
they are harmful in terms of overall economic well-being. The chal-
lenge for those seeking to generate consistent enrichment is finding
ways to develop and preserve the wealth-enhancing institutions in the
face of the incentives that well-organized interest groups have to lobby
for regulatory interventions that benefit themselves at the expense of
others or weaken wealth-enhancing institutions. Poverty exists where
that challenge has not been overcome.

The Regressive Effects of Regulation in the United States
Most people assume that the purpose of regulating economic activ-
ity is to protect the most vulnerable people against the predation of
those with economic power who often take advantage of what econ-
omists call “market failures.” We imagine that the primary effects of
regulation are to restrain the activities of those who prevent consum-
ers and smaller producers from surviving the competitive process. In
that imagining, we forget that it’s not possible to regulate just one side
of an exchange. All regulation, of necessity, limits the choices of both
buyers and sellers. For example, if we pass a law that says employers
cannot pay their workers less than $15 per hour, we are also passing
a law that says workers cannot accept a job for less than $15 per hour,
even if they might very much wish to do so. The same is true of reg-
ulations on producers, such as zoning laws. They do indeed limit the
choices about where sellers can locate, but they also limit the options
available to buyers in the areas sellers are prohibited from operating.
Combining this point with the discussion in the previous section about
the way some sellers can use regulation to raise the costs of their rivals
and profit without improving the price or quality of their product, we
cannot assume that regulation will always benefit the little guy.
Economist Diana Thomas describes a different pathway for the regres-
sive effects of regulation.' If we view regulation as an attempt to manage
perceived risks, we see that regulations often focus on low-probabil-
ity risks that the relatively wealthy are unable, or simply do not wish,
to manage themselves. If we imagine households both spending their



Steven Horwitz and Magatte Wade

own funds and lobbying for public expenditures to reduce risks, the
costs of regulations that focus on low-probability risk will fall dispro-
portionately on lower-income households. Thomas argues that these
costs displace private household spending that might have served to
mitigate higher-probability risks than those being regulated.

Thomas uses the example of mandating rear-view cameras in cars.
Such regulations raise the cost of cars, including used ones, and
they save very few lives. To the extent that these sorts of regulations
reduce the disposable income of poorer households, they crowd out
the expenditures such households would make to mitigate much
higher-probability risks (e.g., spending on medical care). Wealthier
households supporting such regulations are far less likely to be sub-
ject to that crowding-out effect. Thomas concludes, “Regulation has a
regressive effect: It redistributes wealth from lower-income households
to higher-income households by forcing lower-income households to
subsidize the risk mitigation preferences of the wealthy and pay for
risk reductions they would not otherwise choose.”*> Whether through
the effects of limiting choice for consumers and rivals by lobbying for
regulations, or through exploiting differences in the cost of risk miti-
gation, regulation benefits those with more resources more often than
it does those with fewer.

Regulations designed to end poverty, for example, often end up
promoting more poverty than they relieve. One example of this phe-
nomenon is minimum-wage laws. From the employer’s perspective,
minimum-wage laws are minimum-productivity laws. If I have to pay
you $15 per hour, I'm only going to hire you if you produce at least $15
per hour of value for my firm. If your skills are such that you cannot
produce that much, you will not be hired. Minimum-wage laws thereby
cut off the bottom rungs of the economic ladder by making it impossi-
ble for lower-skilled workers to enter the labor market. As a result, not
only do those lower-skilled workers not have the opportunity to earn an
income to relieve their current poverty, they cannot obtain basic job skills,
as well as good references, that would increase their productivity and
enable them to climb the ladder out of poverty. Moving out of poverty

in a sustainable way requires employment, and the empirical evidence,
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while not unanimous, generally shows that minimum-wage laws cause
some degree of unemployment among those who need jobs the most.

Unsurprisingly, when negative effects on employment and income
are found, they tend to be concentrated among younger workers and
those with weaker educations and less human capital in general.'®
Historically, minimum-wage laws have often been supported by high-
er-productivity workers playing the role of bootleggers (partnered with
the “Baptists” arguing for the supposed injustice of market wages) who
correctly see such laws as shutting out lower-wage competition from
the market. If it is illegal to hire someone willing to work for $10 per
hour, I will be that much more likely to hire higher-productivity work-
ers who can justify the $15 per hour I must pay them. The history of
minimum-wage laws shows the ways in which wealthier, higher-wage
workers supported such laws as a way to foreclose lower-wage compe-
tition, especially competition being offered by immigrants and people
of color.” Minimum-wage laws thereby perpetuate poverty among the
lower-skilled, lower-wage groups.

Other regulations can affect wages in ways that disproportionately
harm the least well-off. Economists James Bailey, Diana Thomas, and
Joseph Anderson argue that regulation redistributes wealth from the
poor to the rich by creating more high-paying job opportunities at the
expense of lower-paying ones." Specifically, they investigate whether
an increased regulatory burden causes firms to have to bear more com-
pliance costs by hiring more employees who are better compensated,
such as lawyers and accountants. If it does, the effect may involve
firms reallocating labor resources from lower-paying production jobs
to higher-paying compliance-related jobs, thereby harming lower-wage
workers relative to higher-wage ones. Bailey, Thomas, and Anderson
find “some evidence that the costs associated with regulation lead to
slower wage growth and that the burden is borne disproportionately
by lower-wage workers.”*® Even if lower-wage workers are not made
absolutely worse off by increased regulation, their relative position is
worsened, making the effects regressive.

Though inflation is not a regulation, strictly speaking, maintain-
ing sound money is one of the keys to fostering widespread increases
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in wealth that improve the well-being of the least well-off. Inflation
also has regressive effects. Inflation imposes “coping costs” (which
are economically identical to the “compliance costs” of regulation)
that necessitate new expenditures by firms in high-inflation environ-
ments.” The costs of coping with inflation include a relative shift away
from workers involved in direct production to those hired to cope with
the effects of inflation. As with the compliance costs of regulation, this
will mean hiring more accountants, financial experts, and lawyers rel-
ative to production workers. Because those jobs are higher-paying, we
would expect to see the same regressive effects on real wages during
inflation as we see from an increase in the regulatory burden on firms.

In addition their effects on wages directly, regulations can affect the
quantity of labor, and in so doing create more poverty by limiting job
opportunities. Occupational licensure laws provide one good example
of such poverty-inducing regulations.” Occupational licensure laws are
found at the state and municipal level and set the conditions required
to obtain licenses to perform a variety of different jobs. Getting a license
frequently involves costly and time-consuming preparation for exams.
These costs serve as barriers to entry that limit competition in the indus-
try being licensed, resulting in higher profits for incumbents and lost
job opportunities for potential competitors. Occupational licensure
laws provide another excellent example of the bootleggers-and-Bap-
tists phenomenon mentioned earlier, given the coincidence of the
economic interests of the incumbents and the moral concern of those
who believe such regulation is needed to protect the safety of consum-
ers. The “public safety” argument for licensure is less than persuasive
when licenses are required for jobs such as interior design, which pose
no safety threat to the public.

Licensing clearly increases the wages of incumbents, or those fortu-
nate enough to obtain a license in the face of these barriers.”? However,
these gains have to be set against the costs borne by those trying to get
alicense and the costs of less employment or pay for those who choose
lower-paying alternatives after being discouraged by the costs of the
licensing process. Even those who get licenses and higher pay may

see some or all of their gains absorbed by dues or fees to the licensing
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boards required to maintain their protected status. But most import-
ant for our argument is the fact that incumbents and those most likely
to obtain licenses are likely to have higher incomes than those they
are attempting to exclude. If the potential workers excluded by licens-
ing are poorer than those who benefit from it, occupational licensing
is regressive and helps to perpetuate existing poverty.

The Institute for Justice looked at 102 low- and moderate-income occu-
pations that require licenses. The researchers found that all 50 US states
and the District of Columbia require licenses for at least some of these
occupations. The number of occupations licensed in each jurisdiction
ranges from 24 to 71 of the 102 studied.” The licensed worker catego-
ries included florists, interior designers, auctioneers, manicurists, and
preschool teachers. Some occupations are licensed in certain states but
not in others.? The licensed incumbents also tend to control the licens-
ing boards, and there is evidence they can adjust fee amounts and the
difficulty of tests to raise or lower the barrier to lower-income appli-
cants. On average, the licensing process required “$209 in fees, one exam
and about nine months of education and training,” but that average is
highly variable across states.” For those with lower incomes, particularly
new entrants to the labor market, these requirements are burdensome.?

Part of the burden concerns the fact that about half of the licensed
occupations pertain to businesses that can be run easily and cheaply
from one’s home or a low-rent storefront. Licensing blocks the path
to business creation, ownership, and expansion, which is often a path
out of poverty. Finally, those who practice in these licensed lower-in-
come occupations are more likely to be nonwhite and less-educated
than the general population, and they have an annual average income
37 percent lower than the average for the US population as a whole.”
Occupational licensing has a clear tendency to harm the relatively poor
more than the relatively well-off, and thereby make it more difficult
to escape poverty.

Another effect of both minimum-wage laws and occupational licen-
sure is that they increase the prices of various goods and services. In
general, lower-income households are less able to absorb such price

increases than higher-income households, because the added costs are
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larger as a percentage of their household budgets. The result is that
poor households find their budgets stretched, making it more diffi-
cult for them to save or to become licensed themselves, which further
traps them in poverty. For example, consider cities in which regula-
tors have banned ride-sharing services such as Uber or Lyft. Besides
restricting employment opportunities for the poor, this policy raises
the price of transportation services by reducing competition from low-
er-priced providers.” By decreasing the amount of transportation that
consumers can afford and requiring them to pay more for what they
use, this policy contributes to the perpetuation of poverty in the midst
of plenty in the US.

Occupational licensing laws frequently affect professions that can
easily be the source of small business start-ups. For example, incredi-
bly strict cosmetology licensing laws make it very difficult for people,
especially women of modest means, to go into business for them-
selves providing those services. Licensing day-care providers both
increases the costs of day care, which particularly burdens lower-in-
come households, and makes it harder for prospective providers, who
are themselves often relatively poor, to start a day-care business.?”

In addition to licensing laws, a variety of business regulations raise
the cost of starting small businesses, which makes upward mobility
more difficult in the US and other advanced economies. These regula-
tions include zoning and other restrictions on home-based businesses,
as well as limits on mobile businesses such as food carts and street ven-
dors. Although the effects in advanced economies are real, they pale
in comparison to the problems created by similar but more draconian
laws in poorer countries.

Despite what might be the good intentions behind them, zoning laws,
like occupational licensure laws, suffer from a bootleggers-and-Baptists
problem, because they are often a tool used by the politically influential
to block market access by lower-cost competition. In Chicago, for exam-
ple, starting a new business requires a $250 license that must be renewed
every two years, and violating this law will cost at least that amount
per day. Renovating a home to accommodate a business requires com-

pleting a variety of forms, as well as an application process controlled
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by the Department of Planning and Development.*® Even something
as small as changing a sign can require dozens of hours and forms.
Chicago regulations limit home-based businesses to no more than one
employee who does not live in the home, and such businesses cannot
manufacture or assemble products unless they sell them directly to
retail customers who come to the home.* It is not clear what the Bap-
tist argument is here, but the bootleggers are obvious.

Street vending and operating food trucks offer an excellent way for
lower-income people to start the climb out of poverty, because they
require relatively little start-up capital and make use of preexisting
skills. Unfortunately, municipal regulations frequently make work-
ing in this way harder than necessary. Chicago requires a “peddler’s
license” and puts severe limitations on the places street vendors can
operate. Food trucks cannot prepare food “on the street” without a spe-
cific, additional license and are subject to a large number of restrictions,
including a requirement that they operate at least 200 feet away from a
physical restaurant.” That regulation is a classic bootleggers-and-Bap-
tists story: the owners of the brick-and-mortar restaurants play the role
of bootleggers by lobbying for the restriction (among other restrictions),
while Chicago aldermen play the Baptists by claiming that such rules
are necessary to promote “entrepreneurship” in the restaurant industry.
Unlike other provisions of Chicago regulations, which might plausibly
be related to food safety or traffic issues, this rule is clearly designed
to protect industry incumbents from the real entrepreneurial threat of
food trucks.®

Many Chicago food trucks end up operating “in the shadow of the
law,” and more than a third of them have reported harassment from
law enforcement while almost half have complained that legal uncer-
tainty is one of the biggest impediments to their business.* The vast
majority of food truck operators in Chicago are nonwhite and many
of them report that that they got started with a food truck because of
poor employment options in the city, or because of their age or health.*®
Food trucks offer a way out of poverty, and regulations and police
harassment that raise the costs of entering or continuing in that busi-

ness perpetuate poverty.
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Street vendors in Philadelphia and other cities face similar restric-
tions.* New York City has a citywide limit on the number of food
vending permits it issues, and it can take months and multiple forms
to get a permit. Some of these forms are only available in English, rais-
ing the costs of getting started as a vendor for low-income immigrants.%
The result of these regulations is a black market for the various per-
mits, with prices ranging from $10,000 to $20,000 for a permit lasting
two years. Such costs will be prohibitive for many low-income house-
holds, which in turn will extend their time in poverty.*

Finally, the general business permit approval process can be highly
burdensome, and it varies significantly across cities. A recent US Cham-
ber of Commerce study found that Chicago not only averaged 32 days
to approve a permit for a professional services business, it charged
$900 for doing so.” The state of Illinois then charged an additional
$500, plus an annual fee of $250, to let a business organize as a lim-
ited liability company. The Chicago examples are above the national
average, but almost every major city imposes some sort of significant
permit-related burden on new businesses. Because all the regulations
discussed in this section have regressive effects, it is not surprising that
economists Dustin Chambers, Patrick McLaughlin, and Laura Stan-
ley found that, at the state level, a 10 percent increase in the “effective
federal regulatory burden . . . is associated with an approximate 2.5%
increase in the poverty rate.”*

If we are serious about addressing poverty in the US, one way to
start is to remove all the barriers discussed in this section and allow
people of modest means to seek out the jobs they want at wages they
are satisfied with, allow them to enter various occupations without
the regulatory barriers associated with licensing, and make it easier
for them to start small businesses, whether out of their home, a food
truck, or a street vendor’s cart. For example, certification provides an
effective and much-lower-cost alternative to licensing. The municipal
regulatory process has too often been captured by wealthy, politically
influential incumbents who see lower-income households wanting to
work or start new businesses as competition to be eliminated rather than

as people whose aspirations for upward mobility should be encouraged.
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Reducing the burdens placed on those who want to work would help
address the poverty amid plenty that characterizes parts of the US and

other places in the Western world.

Regulation and Poverty in Senegal

Drawing on one of the authors” experience as an entrepreneur in both
the US and Senegal, we can explore the effects of regulation in Africa
with a case study of the challenges facing entrepreneurs in Senegal. Sen-
egal is a former French colony that gained independence from France
in 1960. The newly independent nation largely inherited French colo-
nial law. Senegal’s first two presidents, who governed the country
from 1960 to 2000, were socialists. Thus the Senegalese legal system is
inherited from a state-centric civil law nation in Europe, modified by
40 years of socialism and its associated cronyism and rent-seeking. It
is very far from an optimal legal system for business and generating
economic growth.

In fact, most African nations place near the bottom of the World
Bank’s Ease of Doing Business rankings as well as the Fraser Institute’s
Economic Freedom of the World rankings.*! Senegal ranks 124th out
of 162 countries on the Economic Freedom of the World Index (on the
basis of 2017 data), placing it in the least economically free quartile. On
regulation, Senegal ranks 147th out of 162, putting it among the most
regulated economies in the world, with only about 10 percent of coun-
tries scoring worse. It ranks 114th on the measure for Legal System
and Property Rights, which puts it in the lower end of the third quar-
tile.*? Senegal is also among the world’s poorer countries. In regard to
GDP per capita, Senegal ranks 149th out of 185 countries on the basis
of 2018 data from the World Bank.* Given Senegal’s lack of economic
freedom, particularly its high regulatory burden, weak property rights,
and ineffective legal system, as well as an ethical legacy from colonial-
ism and socialism that is not friendly to markets and trade, Senegal’s
poverty is not a surprise.

Table 2 compares the US and Senegal on the Economic Freedom of
the World rankings by specific category. Although the two countries

are not that far apart in terms of the size of government, where they
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diverge is on the issues central to our argument: legal systems and prop-
erty rights, as well as regulation. The combination of a high regulatory
burden and a lack of rule of law and lack of protection for property
and contracts is particularly problematic for economic growth in gen-

eral and poverty relief specifically.

Table 2. Economic Freedom of the
World Rankings—US and Senegal, 2017

Senegal |124 6.17 7.02 4.28 722 6.70 5.63

Note: Rank is out of 162 countries. All scores are out of 10.

Source: Dataon US and Senegal at the Fraser Institute’s Economic Freedom database, https:/ /
www.fraserinstitute.org/economic-freedom / map?geozone=world&page=map&-
year=2017&countries=SEN# country-info (accessed August 27, 2020), which uses data
from James Gwartney et al., Economic Freedom of the World: 2019 Annual Report (Vancou-
ver, BC: Fraser Institute, 2019).

A closer look at the regulatory burden on entrepreneurs helps to
explain the link between Senegal’s economic freedom ranks and its
poor economic performance In the US, entrepreneurs can set up a lim-
ited liability company in minutes online, and also quickly open a bank
account. Prospective entrepreneurs have hundreds of choices in bank-
ing with diverse service packages all competing for their business. In
the US, entrepreneurs can easily have ingredients, packaging, manu-
facturing equipment, shipping materials, and so forth shipped to them
quickly, in many cases overnight. Orders can be made online and paid
for with a credit card, and firms have thousands of choices of vendors
all competing to serve them. US entrepreneurs can more or less hire and
fire as they please, and—while taxes normally require an accountant—
compliance with tax law is not overly burdensome for a small business.

In Senegal, by contrast, it can take a year to open a new business if
one follows the official, formal procedures. Opening a business requires
entrepreneurs to work with several bureaucratic offices. As part of the
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process, a notary public must be paid a fee of $200, which is about a
one-fifth of a year’s income for the average Senegalese.* Often bureau-
crats do not show up to meetings, or show up late. Once they arrive,
they often are not sure whether they are using the right procedure.
They might lose paperwork, or they might stall in an attempt to get a
small bribe to move forward. All these impediments are significant reg-
ulatory barriers and transaction costs that prevent entrepreneurs with
good ideas from putting those ideas into practice in ways that could
benefit the Senegalese public.

If they can get their business approved, entrepreneurs have very lim-
ited banking options because banking in Senegal is a state-managed
oligopoly. The few players provide customers with few options and
high fees. There are substantial minimum deposits needed to open a
business account—again, often in excess of a year’s salary for the aver-
age Senegalese person.” Once the funds are in the bank, transfers are
expensive and time consuming. In contrast to the US, in Senegal bank
personnel are more like government bureaucrats than service provid-
ers competing for customers.

After the long process of getting the needed approvals and bank
accounts, when entrepreneurs want to begin operations, they find that
almost nothing is available in Senegal. Take a simple cardboard box. In
the US, one finds an endless array of cardboard box options and multi-
ple firms that provide them. In Senegal, there are exactly two vendors
and they offer only custom sizes, with a minimum quantity of 1,000
boxes per size, which is often much more than is needed. (As of Janu-
ary 2021, the larger vendor forced the smaller vendor out of business.
There is now just one.) The result is wasted capital investment in sup-
plies that will not be needed for far into the future. Because the costs
of opening a new small business are so high, even a for-profit entity
supplying something like boxes in a competitive market is typically
accustomed to working with a relatively small number of large corpo-
rate customers rather than with small entrepreneurs.

These obstacles to creating legal businesses have created a massive

“missing middle” problem in Senegal and across Africa. The “missing

middle” refers to the fact that there are plenty of “microentrepreneurs”
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(i.e., poor people struggling to buy and sell out of necessity but with
little or no real business structure because they remain in the black or
gray market), and there are larger multinational corporations that have
the resources to jump through the hoops of African bureaucracies. What
is missing are entrepreneurial small businesses that have the protec-
tion of the law because they operate in a legal market.

The microentrepreneurs either cannot afford to create a legal business
or prefer not to because they do not want the tax and regulatory hassles
associated with doing so. As a consequence, they largely remain invis-
ible, as black-market businesses must be. They have no legal rights to
anything, they cannot obtain a bank account, they have no insurance,
and they cannot guarantee their products through public certifications
of quality—thus they do not typically develop into substantial busi-
nesses. This is one reason why cardboard boxes are not readily available
in Senegal: there is not an adequate small business market to support
them.* Because there are so few entrepreneurs, there is no ecosystem
of professional small business service providers to support fast, effi-
cient business operations.

The Dutch Good Growth Fund, an impact fund seeking to address
the missing middle issue in West Africa, commissioned several studies
in 2018. The researchers confirmed that most informal entrepreneurs
perceive the process of going formal as too costly (in time and money)
and too complex to make it worthwhile. In part, this is because one of
the ways in which small business can get access to the formal credit
system does not exist in West Africa. In the words of one researcher,

“There are barely any players that can offer external funding (that is not
collateralized debt) in the range of 10,000-1 million Euros.”* Without
the ability to get loans of that size, it does not pay to try to make use
of the formal credit system.

At the other end, the multinational corporations have dedicated
teams of lawyers and accountants to help them navigate the formal
credit processes. This parallels the US situation, because multinational
firms in Africa face substantial compliance costs. There is no reason
to think that a displacement of lower-wage jobs does not take place

in Africa as in the US, with the same regressive consequences. The
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multinational firms also have enough influence that politicians will
grant them special exemptions unavailable to small entrepreneurs in
order to attract their business. Because the multinational companies
can rely on their own internal support services, they never have to deal
with the absence of firms and institutions that Western businesses take
for granted. Small businesses, by contrast, must find a way to deal with
the fact that there are no networks of FedEx locations, no Office Depots,
and no overnight delivery of millions of products.

In Senegal, all these things are personal rather than routinized
through formal institutions. When economic activity is based on who
one knows, the transaction costs of getting things done rise substan-
tially. The ability of multinational firms to avoid those costs by doing
things internally gives them a huge advantage over small businesses.
The way in which regulations prevent new small businesses from open-
ing, combined with the lack of a structure to support small businesses,
contributes to the impoverishment of the Senegalese through both
higher prices and fewer opportunities to earn an income.

Labor market regulations also impose large costs on entrepreneurs.
When one hires an employee in Senegal, one is essentially married to
the employee for life. By law, the government requires that entrepre-
neurs obtain approval before they lay off an employee. This situation
encourages businesses not to hire people in the first place and to become
more capital-intensive, reducing employment opportunities for those
who need jobs the most. These employment rules make it hard for small
businesses to adjust to inevitable fluctuations in demand by varying
their labor force.* In practice, most Senegalese companies hire people
as independent contractors to avoid the costs associated with these rules.
However, doing so means that entrepreneurs cannot provide a real bene-
fits package to their employees. Not only do these labor regulations mean
fewer jobs, they also mean fewer benefits for those who do get work.

Paying business taxes in Senegal is an impossible, Kafkaesque task.
The complexities of Senegalese value-added tax law are such that even
government officials do not understand how rules of the tax apply,
which might explain why Senegal is ranked near last on the Ease of

Doing Business index on taxation. The ambiguity of the law opens up
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the possibility of selective enforcement and the use of regulation as a
political weapon, further raising the costs of starting and maintain-
ing small businesses. Similar ambiguities and selective enforcement
affect everything from property rights to building permits, creating
an environment of uncertainty that discourages entrepreneurship and
the wealth and jobs it brings. The environment of uncertainty also
encourages those with resources and access to political power to seek
out regulations that benefit them or harm their (potential) competition,
diverting resources from the positive-sum game of trade to the nega-
tive-sum game of transfers. Table 3 summarizes Senegal’s ranks on all
the elements of the World Bank’s overall Ease of Doing Business index.

Those businesses that do manage to get started in Senegal and deal
with all these problems will also face tariffs as high as 35 percent on a
large variety of imports, as well as a value-added tax of an additional
18 percent, making the full tax burden potentially over 50 percent.”
Some entrepreneurs may be able to get specific exemptions by spend-
ing enough time jumping through the right bureaucratic hoops, but
doing so is only worthwhile for a small number of businesses selling
relatively high-end consumer goods for the US market. Most small
businesses either smuggle goods into the country or use inferior local
substitutes—or they never come into existence at all.

Note the devastating impact of the regulations, tariffs, taxes, uncer-
tain property rights, and permit systems described in this section:
collectively they have almost completely killed off the ecosystem of
legal, entrepreneurial small and medium-sized businesses that are
essential to employment and broad-based growth and prosperity. This
is why almost all business in Senegal is either informal or captured by
large corporations, and why Senegal suffers from the missing middle.
It is also why youth unemployment is such that “more than 70% of the
youth in the Republic of the Congo, the Democratic Republic of the
Congo, Ethiopia, Ghana, Malawi, Mali, Rwanda, Senegal and Uganda
are either self-employed or contributing to family work.”* It is also
why so many young Senegalese leave for Europe in small fishing boats,
accepting a very real risk of dying at sea. The costs of regulation are

not just about material well-being.
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Table 3. Rank for Senegal in World
Bank Ease of Doing Business Index, 2019

Category Rank out .of 188
countries
Starting a business 60
Dealing with construction permits 131
Getting electricity 119
Registering property 116
Getting credit 67
Protecting minority investors 114
Ease of paying taxes 166
Trading across borders 142
Enforcing contracts 132
Resolving insolvency 96
Overall rank 123

Note: Rank is out of 188 countries.

Source: World Bank, “Ease of Doing Business Rankings,” Doing Business 2019, accessed
September 17, 2020, https:/ / www.doingbusiness.org/en/ rankings.

An Agenda for Reform

As policymakers and researchers think through how to reform the

regulatory state to reduce its regressive effects, there are important dif-
ferences between the challenges facing the US and those facing Senegal

and other places where the Great Enrichment has yet to spread. But

one common reform that could help in both places is requiring that all

new regulatory proposals include an analysis of their effects on low-
er-wage workers and the poor more generally. The stated rationale for

many regulations is such that those who analyze their effects have little

reason to ask questions about their effects across income levels. Analy-
ses should cover the effects on employment and new business creation

as well as prices of outputs, because all of those can affect poverty.
Requiring that analysts ask the question about distributional effects is

no guarantee that analyses will be performed well or that their results

will influence political decision makers, but it would at least recognize
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that regulations can often prevent upward mobility (in the US) or the
development of a middle class in general (in Senegal and elsewhere).

A second general proposal for reform starts by recognizing that many
regulations are intended to protect larger incumbent firms against com-
petition from smaller firms, or those considering entering the industry.
Our discussion of the bootleggers-and-Baptists phenomenon indicates
that we need to watch for the “bootleggers” who are proposing reg-
ulations that use the arguments of the “Baptists” as cover for their
own financial self-interest. Requiring statements of financial interest by
those proposing or supporting new regulations (much as is expected
of researchers who take positions on policy issues) would be helpful,
as would soliciting the views of smaller competitors in the regulated
industry or of small entrepreneurs in other industries who have faced
similar regulatory barriers. These are difficult problems to overcome
because of the concentrated benefits and dispersed costs of regulation,
but calling attention to them would be a start.

A third general reform that all could benefit from, particularly those in
the poorer parts of the world, is to ensure that the regulation that does
exist remains clear and predictable and is enforced consistently. As we
saw in the case of Senegal, a lack of clarity and weak enforcement of
the rule of law exacerbate the ways in which regulation contributes to
poverty. Barriers to the creation and continued operation of businesses
are problematic enough on their own, but they are worse when entre-
preneurs are unsure about the nature of the rules and their enforcement.

In Senegal, the necessary changes will be more difficult given the
more deeply entrenched institutional problems. One strategy for
reform should be to find ways to enable the existing informal econ-
omy to become part of the formal economy. There is clearly no lack
of entrepreneurial spirit in Senegal’s informal economy. Rather, those
entrepreneurs are prevented from having the maximum positive effect
on economic growth and upward mobility by the regulatory barri-
ers that raise the costs of entering the formal economy, and thereby
favor the larger multinational companies that can pay those costs.*
The foundation for a reduction in poverty is there, both through more

employment opportunities and greater output leading to lower prices,
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but it is being suffocated by the regulatory state and the lack of clear,
consistent, and equitably enforced rules.

The problems in the US are much more specific, because particular
regulations, rather than the deep institutional structure, are the rela-
tively larger problem. Poverty reduction through regulatory reform
will require a close look at regulations such as occupational licensure,
zoning, business licenses, and others that raise the cost of starting a
business, or staying in business, without a clear, corresponding social
benefit. The benefits to incumbents of raising rivals’ costs are private
gains reflecting a negative-sum and regressive transfer. Absent a clear
social benefit to such regulations, they need to be repealed so that the
least well-off can reap the full benefits of competition. The evidence
is clear that a vigorous and competitive market economy, framed by
well-defined and enforced property rights, the rule of law, and sound
money, has enabled much of humanity to emerge from poverty. The
reforms listed above would enhance that vigor and competitiveness

in any place that adopts them.

Conclusion
A close look at the effects of economic regulation in the US and Sen-
egal indicates the ways in which it perpetuates poverty among both
least well-off in the West and the global poor. If we want to encour-
age upward mobility in the West and significantly reduce poverty in
places like Senegal, we need to free the skills and energy of entrepre-
neurs from the burden of excessive regulation. For places like the United
States, this means taking seriously the regressive effects of a whole vari-
ety of regulations that inevitably serve the interests of incumbent firms
with access to political power rather than actually protecting consum-
ers, workers, or entrepreneurs. Much of the regulatory structure is, in
practice, a redistribution from the poor and powerless to the wealth-
ier and more powerful.

In places like Senegal, the scale of change will have to be greater, and
it will require a serious commitment to the more fundamental liberal
institutions: the rule of law, contracts, and property rights. It will also

require a recognition that markets, exchange, and liberal institutions
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more broadly have their own African roots and are the path to prosper-
ity, not a harmful legacy of Western colonialism and imperialism. The
West grew rich by giving people the freedom and moral approval to
author their own life projects, in which entrepreneurial ventures and
choices of employment are often central, by ending arbitrary political
interference and regressive regulations. That recipe still works today as
a way to extend the wealth currently enjoyed by so many in the West
to the poor in the West and across the globe.
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