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WHEN A STATE IMPOSES LICENSING RULES ON
an occupation, workers cannot legally practice
that trade without fulfilling a set of requirements.
Missouri requires about a quarter of its workforce to
have a license or certification. Occupational licens-
ing is ostensibly intended to protect the public from
unsafe and low-quality service, but there is little
evidence this intention is realized. Rather, there is
a growing consensus among economists that these
rules serve to protect incumbent providers from
competition by creating barriers for new entrants
that lead to higher prices for consumers.
Occupational licensing across the US has
expanded dramatically over the last 50 years. In 1950,
5 percent of the workforce was licensed through state
laws,! and in 2000 that number approached 20 per-
cent. When federal licenses are also accounted for,
one estimate for 2006 is that 29 percent of the work-
force was licensed.? This growth in licensure arises
primarily from the growth in the number of occupa-
tions for which a license is required by the state, not
from people switching from jobs that do not require
occupational licenses to jobs that do.® While there is
a great deal of variation across states in the number
of occupations for which a license is required as well
as in the requirements to obtain a license, every state
has seen an increase in both. Missouri is no exception.

A SNAPSHOT OF MISSOURI’S OCCUPATIONAL
LICENSURE REGIME

The government of Missouri has developed extensive
licensing requirements. In 2015, the state licensed
21.3 percent of the workforce and certified another
5.4 percent.* The Missouri Division of Professional
Registration subjects 240 occupations to licensing.®

A 2012 study by the Institute for Justice (I1J)
examined occupational licensure laws for 102
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low- to moderate-income occupations and found that
Missouri requires a license for 31 of these occupa-
tions.® Though this number is relatively low, obtaining
any given license poses many substantial hurdles. In
assessing the burdens the state imposes—including
fees, exams, age requirements, grade requirements,
and training and experience requirements—the
report ranked Missouri’s licensing regime as more
burdensome than that of 16 other states. On average,
the Show-Me State requires 220 days of experience
and training, $100 in fees, and one exam for each
of those 31 occupations.” Athletic trainers, barbers,
gaming industry workers, animal breeders, manicur-
ists, and many others face steep fines for operating
in Missouri without a license.

Patterns in occupational licensing requirements
contradict the idea that licensure is primarily used to
protect public safety. Occupations that are less likely
to involve risk to the public are often more highly
controlled than riskier occupations. In Missouri, for
example, emergency medical technicians (EMTSs)
must complete 23 days of training and pass two
exams before being licensed to work on an ambulance
team. By contrast, preschool teachers undergo 79
times as much training before they reach their licen-
sure minimum of 1,825 days. Similarly, barbers and
cosmetologists must spend 350 days in school—a full
11 months more than EMTs.® Additional regulatory
mismatches are shown in table 1.

Missouri and California are the only two states
to license psychiatric aides.” In addition, Missouri
licenses other rarely-licensed occupations like sign
language interpreter, taxi driver, and pharmacy tech-
nician.’ The evidence suggests two things: First,
licensing requirements do not improve the quality of
the goods and services provided by licensed occupa-
tions (see the next section), and second, they exclude
potential service providers who find the hurdles too
costly to overcome. These hurdles limit competition
for the incumbents in these protected trades, pro-
ducing a doubly negative effect: First, occupational
licensing requirements keep able people from enter-
ing trades they could otherwise learn quickly and

Table 1. Occupational Training Mismatches in

Missouri

EDUCATION/
OCCUPATION EXPERIENCE EXAMS

(DAYS)

Emergency
medical technician 23 2
Skin _ca_re 175 )
specialist
Psychiatric aide 210 0
Barber 350 2
Pest_control 730 )
applicator
Athletic trainer 1,460 1
Preschool teacher 1,825 1

Source: Dick M. Carpenter Il et al., License to Work: A National Study of Burdens
from Occupational Licensing (Arlington, VA: Institute for Justice, April 24, 2012).

perform sufficiently well, limiting employment oppor-
tunities for people without advanced skills or degrees.
Second, protected industries can charge their cus-
tomers higher prices than competitive industries,
requiring low-income families to pay higher bills for
basic services. Low-income consumers lose in partic-
ular. In the absence of licensure, a barber, for exam-
ple, might offer discounted haircuts with fewer frills
to those who would otherwise not be able to afford
luxurious shops.

There is significant variation in licensing require-
ments for the same jobs across states. Boards can
require a minimum level of education or experience,
a steep processing fee, or a passing score on exam-
inations. In Missouri, 14 of the 31 licenses identified
by 1J require all three."!

Figure 1 compares the state’s fee and experience
requirements in these surveyed occupations to the
national average. Missouri’s licensing requirements
are considerably below the national average in three
areas: number of occupations licensed, fees, and days
lost to education and experience requirements.

Though for many professions Missouri has less
restrictive laws than its neighbors, there are some
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Patterns in occupational licensing requirements contradict the idea that licensure is

primarily used to protect public safety.

Figure 1. Number of Licensed Occupations,
Fees, Required Training and Experience

number of licensed average required days of
occupations (out of licensing fees training and
102 studied) experience

Source: Dick M. Carpenter Il et al., License to Work: A National Study of Burdens
from Occupational Licensing (Arlington, VA: Institute for Justice, April 24, 2012).

instances in which the reverse is true. For instance,
Missouri’s requirements for pest control applicators
are the fourth most restrictive in the country.!? To
begin work, Missouri pest control applicators must
accrue two years of experience, pay $50 in fees, and
pass two exams.'* Meanwhile, their counterparts in
nearby Kansas, Iowa, Arkansas, and Kentucky face no
minimum level of education or experience, allowing
them to get to work much sooner.**

Similarly, massage therapists in Missouri also
face steeper requirements than those in neighbor-
ing states. In both Oklahoma and Kansas, massage
therapists do not need a license at all.'® Manicurists
in Towa face a much lighter regulatory burden than
those in Missouri—a manicurist in Des Moines can

begin work after completing one exam and nine days
of training.'® The same job in St. Louis requires two
exams and 85 days in training."”

Industry domination of licensing boards is also
problematic. Table 2 provides a snapshot of Missouri
board composition. In Missouri, nearly 70 percent
of licensing boards are required by statute to have a
majority of members who are license holders.*®

When industry members create the standards for
entry into their profession, they have an incentive
to implement burdensome entry requirements and
to protect themselves from competition. In effect,
licensing makes entry into a profession more diffi-
cult without necessarily making the public safer.””
Instead of allowing monopolized boards, Missouri
should structure its boards to include a broad array
of experience, knowledge, and concern for the inter-
ests of the public. For example, they should include
consumer representatives and representatives of orga-
nizations dedicated to support job placement. They
should also include experts familiar with the eco-
nomic literature on licensure.

Fortunately, policy makers in Missouri are try-
ing to lower barriers in a variety of occupations. An
effort by Governor Greitens called “No MO Red Tape”
aims to gather feedback on how regulations affect
people.?° The initiative has collected thousands of
public comments, many of which recount frustration
with licensing requirements.?

Governor Eric Greitens recently signed an execu-
tive order suspending all new rulemaking and requir-
ing agencies to review existing regulations to ensure
they are “essential to the health, safety, or welfare
of Missouri residents.”? Nearby states have also
reformed their licensing practices. The Kentucky leg-
islature passed a bill in 2016 eliminating the licensing
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Table 2. Composition of Missouri Boards

STATUTORY COMPOSITION ACTUAL COMPOSITION
BOARD

INDUSTRY PERCENTAGE INDUSTRY INDUSTRY

MEMBERS UL 25 INDUSTRY MEMBERS TOTALMEMBERS |  pepcENTAGE
_I?rc:zrr:pc;f Occupational 3 6 50% 3 3 100%
Behavior Analyst o o
Advisory Board & 7 o & 5 el
Board of Cosmetqlogy 9 1 82% 7 8 88%
and Barber Examiners
Board of Nursing 7 9 78% 5 6 83%
a‘;z;‘;;; UEEIECHe 6 8 75% 4 5 80%

Source: Missouri Division of Professional Registration, accessed September 18, 2017.

requirement for hair braiders.?* In Nebraska, pending
legislation could reform licensing requirements for
estheticians, potato shippers, car salespeople, barbers,
and many other workers.?*

Though Missouri should be proud of its compar-
atively low licensing requirements, there is more to
be done to make low-income occupations accessible
to people who are most likely to be stymied by bar-
riers to entry.

THE ECONOMICS OF OCCUPATIONAL LICENSURE

Licensure and Quality

Licensure is justified by legislators and advocates
as necessary to protect the public from low-quality
services or potential health risks.? It is theoretically
possible that a well-designed quality screening sys-
tem will ensure that only high-quality professionals
join an occupation. However, limiting the supply of
professionals undermines competition. Less com-
petition means lower quality and higher prices. As
Morris M. Kleiner put it, licensure ensures that
“prices and wages will rise as a result of restricting
the number of practitioners, which should tend to
reduce quality received by consumers.”?° High prices
may even push consumers out of the market entirely,
inducing them to resort to far more risky do-it-your-
self behavior. For example, one study found that

more restrictive electrician licensing regimes are
associated with fewer electricians per capita and
that this, in turn, is associated with more accidental
electrocutions.?”

The true effect of licensure on quality is an
empirical question, since economic theory suggests
that licensure can have opposing effects on qual-
ity. Licensing requirements can increase quality by
restricting entry only to highly qualified profession-
als, or it can decrease quality by causing less competi-
tion, higher prices, and more do-it-yourself activities.
A number of studies have assessed the effect of licen-
sure on quality and the weight of evidence suggests
that the two effects roughly cancel each other out. As

Kleiner summarized in his review of the literature,

There is little to show that occupational licensure
has a major effect on the quality of services received
by consumers or on the demand for the services
other than through potential price effects.?

During the Obama Administration, the Department
of the Treasury, together with the Council of
Economic Advisors and the Department of Labor,
issued a report (henceforth referred to as the
Treasury Department Report) including a review of
the literature that concluded,
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With the caveats that the literature focuses on
specific examples and that quality is difficult to
measure, most research does not find that licens-
ing improves quality or public health and safety.?

Patrick McLaughlin, Jerry Ellig, and Dima Yazji
Shamoun recently surveyed 19 studies assessing the
effect of occupational licensure on quality.*° Figure 2
presents the results of their survey. As in the surveys
by Kleiner and the Treasury Department Report,
McLaughlin, Ellig, and Shamoun found that the
most common finding was neutral, mixed, or unclear.
Three studies found that occupational licensure pos-
itively affects quality while four found that it nega-
tively affects quality.

If occupational licensing were governed solely by
the logic of promoting public safety, the same types of
activities would be regulated in similar ways across
states. In reality, there is wide variation across states
in terms of occupations regulated and the stringency
of those regulations. For example, four states heavily
regulate interior designers, requiring them to have
on average nearly 2,200 days of education and expe-
rience to practice their trade. Interior designers are
able to offer their services in other states free from
regulation with no apparent risk to the public.®

Licensure is not the only or the most effective way
to ensure quality.?? Tort law and civil and criminal
laws against deceptive trade practices protect consum-
ers from fraud and negligence. Firms already scrupu-
lously guard their reputations and brands and seek the
approval of third-party evaluators such as the Better
Business Bureau and Angie’s List. The internet and
smartphone applications have made shopping compar-
isons easy for consumers and have balanced, to some
extent, information asymmetries typical of specialized
services.® If policymakers think private measures are
insufficient to protect consumers, there are a number
of public regulatory options that are more effective and
less likely to be counterproductive than licensing. For
example, the government can require that firms post
bonds or simply register their businesses with the state
so that consumers can be assured service providers
are not fly-by-night operations.3*

Figure 2. Studies Assessing the Effect
of Occupational Licensure on Quality

negative
effect
21%

positive effect

16% or neutral effect
63%

unclear, mixed,

Sources: Positive: Arlene Holen, The Economics of Dental Licensing
(Washington, DC: Public Research Institute, Center for Naval Analysis, 1978);
Samuel Claude Martin, “An Examination of the Economic Side Effects of the
State Licensing of Pharmacists” (doctoral dissertation, University of Tennessee,
1982); Roger Feldman and James W. Begun, “The Effects of Advertising: Lessons
from Optometry,” Journal of Human Resources 13 supplement (1978): 247-62.
Unclear, mixed, or neutral: Kathryn Healey, “The Effect of Licensure on Clinical
Laboratory Effectiveness” (doctoral dissertation, University of California, Los
Angeles, 1973); John J. Phelan, Regulation of the Television Repair Industry
in Louisiana and California: A Case Study, Federal Trade Commission, 1974;
John F. Cady, Restricted Advertising and Competition: The Case of Retail
Drugs (Washington, DC: American Enterprise Institute, 1976); Robert J.
Thornton and Andrew R. Weintraub, “Licensing in the Barbering Profession,”
Industrial and Labor Relations Review 32, no. 2 (1979): 242-49, Ronald Bond
et al., Effects of Restrictions of Advertising and Commercial Practice in the
Professions: The Case of Optometry, Federal Trade Commission, 1980, Chris
Paul, “Physician Licensure Legislation and the Quality of Medical Care,” Atlantic
Economic Journal 72, no. 4 (1984). 18-30, David S. Young, The Rule of Experts:
Occupational Licensing in America (Washington, DC: Cato Institute, 1987);
Morris M. Kleiner and Daniel L. Petree, “Unionizing and Licensing of Public
School Teachers: Impact on Wages and Educational Output,” in When Public
Sector Workers Unionize, ed. R. B. Freeman and C. Ichniowski (Chicago:
University of Chicago Press, 1988), 305-19; D. D. Goldhaber and D. J. Brewer,
“Does Teacher Certification Matter? High School Teacher Certification Status
and Student Achievement,” Educational Evaluation and Policy Analysis 22, no. 2
(2000):129-45; Morris M. Kleiner and Robert T. Kudrle, “Does Regulation Affect
Economic Outcomes? The Case of Dentistry,” Journal of Law and Economics
43, no. 2 (2000).: 547-82; David Blau, “Unintended Consequences of Child Care
Regulations,” Labour Economics 74, no. 3 (2007): 513-38; Joshua Angrist and
Jonathan Guryan, “Does Teacher Testing Raise Teacher Quality? Evidence from
State Certification Requirements,” Economics of Education Review 27, no. 5
(2008): 483-503. Negative: Timothy Muris and Fred McChesney, “Advertising,
Consumer Welfare, and the Quality of Legal Services: The Case of Legal Clinics”
(Working Paper 78-5, Law and Economics Center, University of Miami, Miami,
FL, 1978); Sidney Carroll and Robert Gaston, “Occupational Restrictions and
the Quality of Service Received: Some Evidence,” Southern Economic Journal
47, no. 4 (1981): 959-76, John E. Kwoka, “Advertising and the Price and Quality
of Optometric Services,” American Economic Review 74, no. 1 (1984): 211-16;
Mark C. Berger and Eugenia F. Toma, “Variation in State Education Policies and
Effects on Student Performance,” Journal of Policy Analysis and Management
13, no. 3(1994): 477.
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Licensure and Prices

Economic theory predicts that a restriction in supply
will result in higher prices. And, indeed, the empir-
ical research consistently finds this to be the case.
According to the Treasury Department Report,

The evidence on licensing’s effects on prices
is unequivocal: many studies find that more
restrictive licensing laws lead to higher prices
for consumers. In 9 of the 11 studies we reviewed
... significantly higher prices accompanied
stricter licensing.*®

Similarly, McLaughlin, Ellig, and Shamoun found
that licensure increased prices in all 19 of the stud-
ies they surveyed, ranging from optometry and law
to dentistry and cosmetology.3¢

The effects of these increased prices are not triv-
ial. For example, state nurse practitioner licensing
is estimated to increase the price of a well-child
checkup by 3 to 16 percent,?” dental hygienist and
dental assistant licensing is estimated to increase the
price of a dental visit by 7 to 11 percent,* and optom-
etry licensing is estimated to increase the price of
eye care by 5 to 13 percent.?* What’s more, none of
these studies found that licensing increased quality.

Licensure and Regulatory Privilege
Writing in the Harvard Journal of Law and Public
Policy, Paul Larkin Jr. notes a “curious and stubborn
fact: Private individuals rarely urge governments
to adopt licensing regimes, but private firms often
do.”*° This fact conforms with the economic theory
of regulation, which suggests that incumbent pro-
viders may use licensure to limit competition.* By
limiting supply and raising prices, these rules allow
incumbent providers to earn artificially high profits.
Indeed, the latest research suggests that licensure
raises the wages of licensees by about 14 percent.*?
Occupational licensing is a privilege granted by a
regulatory agency to incumbent providers.*

The social costs of this privilege are shouldered,
in part, by consumers who have to pay higher prices

than they would pay in more competitive markets.
But the social costs also include the wages not earned
by potential providers who are effectively excluded
from the market by these regulations. With both the
high prices for consumers and the forgone wages of
would-be competitors, society is likely to experience
a net loss from occupational licensing—what econo-
mists call deadweight loss. What’s more, incumbent
professionals are willing to expend scarce resources
convincing policymakers to contrive and maintain
these privileges, a socially wasteful endeavor known
as rent-seeking. Being few in number and established
in their fields, these license holders generally find
it easier to get politically organized than the large
number of consumers and would-be competitors who
are harmed by licensure.

The Disparate Impact of Licensure

Those who fail to obtain licenses pay a price in the
form of lost income. Research suggests that these
burdens often fall on particular communities. For
example, military spouses are more likely to be in
licensed professions and more likely to relocate from
one licensing regime to another.**

Licensure also presents a higher barrier to immi-
grants since many states require domestic work
experience. For ex-offenders, occupational licens-
ing is particularly burdensome as most states make it
impossible for those with a past conviction to obtain
an occupational license.

As shown in figure 3, McLaughlin, Ellig, and
Shamoun’s survey of the literature shows that licens-
ing was found to disparately affect ethnic minorities
in four of five studies.*®

REFORM

While occupational licensure is intended to protect
consumers from harm, there are many other less-
burdensome mechanisms to promote public safety.
For instance, liability law and civil and criminal
laws against fraud protect consumers.*® In addition,



MERCATUS ON POLICY

Figure 3. Studies Assessing the Effect
of Occupational Licensure on Minorities

mixed results
20%

disparate impact
on minorities
80%

Sources: Disparate impact: Stuart Dorsey, “The Occupational Licensing Queue,”
Journal of Human Resources 75, no. 3 (1980): 424-34, Maya Federman, David
Harrington, and Kathy Krynski, “The Impact of State Licensing Regulations
on Low-Skilled Immigrants: The Case of Vietnamese Manicurists,” American
Economic Review 96, no. 2 (2006): 237-41; Joshua Angrist and Jonathan
Guryan, “Does Teacher Testing Raise Teacher Quality? Evidence from State
Certification Requirements,” Economics of Education Review 27, no. 5 (2008):
483-503; David E. Harrington and Jaret Treber, Designed to Exclude (Arlington,
VA: Institute for Justice, February 2009). Mixed results: Marc Law and Mindy
Marks, “Effects of Occupational Licensing Laws on Minorities: Evidence from
the Progressive Era,” Journal of Law and Economics 52, no. 2 (2009): 351-66.

a host of private mechanisms ensure that market
providers are accountable.?” These include private
certifications, insurance, bond-posting, brand rep-
utation, customer review platforms like Yelp and
Google reviews, and the third-party validation of
organizations like Angie’s List, Consumer Reports,
and Underwriters Laboratories. Competition
itself may be the best alternative to licensure. As
the economist Alfred Kahn put it after decades
of extensive work as a regulator and researcher,
“Whenever competition is feasible, it is, for all its
imperfections, superior to regulation as a means of
serving the public interest.”®

Policymakers wishing to reduce the social costs
of their state’s occupational licensing could take the
following steps:

1) Pass legislation that sets an ambitious goal for
the elimination of licenses and the reduction
in licensing burdens.

2) Establish an independent commission
charged with examining the state’s licens-
ing laws. Its first task should be to identify
each license the state requires as well as the
burdens associated with each license (fees,
exams, required training, education, expe-
rience, and other limitations). The commis-
sion should be charged with evaluating all
licenses, should not be dominated by mem-
bers of the licensed professions, should
include consumer representatives and rep-
resentatives from organizations devoted to
assist job-seekers, and should include third-
party experts such as academics who have
no financial stake in licensure. Furthermore,
the commission should be guided by a set of
criteria for evaluating regulations, as listed
in table 3.

3) The commission should be charged with per-
forming a comprehensive review of all occu-
pations, with the goal of identifying licensure
requirements that can be eliminated or
reformed. The authorizing legislation should
commit elected officials to accepting the com-
mission’s recommendations in their entirety
or not at all.

The last provision is designed to overcome the pub-
lic choice problems that plague licensure reform. In
particular, whenever any individual license is eval-
uated, concentrated members of the industry are
typically able to organize in defense of the license,
while diffuse consumers and would-be competitors
are unable to organize in opposition. The institu-
tional structure that we recommend borrows ele-
ments from other reforms that have succeeded in
eliminating favoritism.*’ In particular, it allows
elected officials to cast conspicuous votes in the
public interest while giving them some degree of
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Table 3. Guiding Principles for Occupational Licensing Reform

Tastes, technology, and prices change. So analysts should not be beholden to past

BEGIN WITH A BLANK SLATE ) ) . .
practices and should approach their task as if they were starting anew.

Is there a systematic market failure that needs to be addressed? If not, occupational
DEFINE THE NATURE OF THE PROBLEM regulation is probably not the answer. Keep in mind that entrepreneurs have an
incentive to come up with their own solutions to market failures.

This should include the alternative of deregulation. It should also include reliance
IDENTIFY ALTERNATIVE SOLUTIONS TO on both private governance (competition, bond-posting, reputation feedback
OCCUPATIONAL REGULATION mechanisms, third-party evaluation, etc.) and public governance (deceptive trade
practice law, registration, certification, etc.).

These include higher consumer prices; inconveniences such as diminished access

to products and services; higher entrance fees, exam costs, education costs, etc.;
IDENTIFY THE POTENTIAL COSTS OF . ) - L . ) ’
REGULATION rent-seeking waste; productive inefficiencies that arise when firms and providers are
protected from competition; and dynamic losses that accrue over time as protected
firms and providers are less likely to adapt and innovate.

competitors.

What systematic market failure is the regulation intended to address? Remember
IDENTIFY THE POTENTIAL BENEFITS OF that the profits of incumbent firms and their employees are not legitimate benefits
REGULATION of regulation since these gains come at the expense of consumers and would-be

subjective.

Whenever possible, an objective measure of costs and benefits should be produced.
MEASURE COSTS AND BENEFITS When that is impossible, analysts should acknowledge that certain judgements are

“cover” from the special interests that will inevi-  10. Ibid. 86.

tably be harmed by the elimination of their regu- 1. Ibid., 86-87.

latory privilege. 2. Ibid. 86.
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