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Regulators and policymakers often justify regulations that slow innovation or economic
growth on the grounds of protecting society, especially its poorest and most vulnerable
members. But despite these good intentions, regulation many times ends up hurting the
very people it seeks to help—the poor. Regulatory burdens are often regressive, dis-
proportionately borne by the members of society least able to do so. Increased levels
of regulation detract from the quality of their lives in at least four ways: sluggish wage
growth, diminished employment opportunities, higher consumer prices, and dispropor-

tionate burden on small businesses.

SLUGGISH WAGE GROWTH FOR
UNSKILLED WORKERS

Regulation leads to slower wage growth, a burden
borne disproportionately by low-wage workers. This
is because regulation shifts resources toward com-
pliance activities, leaving a smaller share of the firm’s
budget for workers’ wages.

DECREASED EMPLOYMENT
OPPORTUNITIES FOR THE POOR
Occupational licensing—one particular kind of reg-
ulation—such as that of childcare workers not only
raises prices for individuals purchasing childcare ser-
vices, but can also cost childcare workers hundreds
of dollars in fees and hundreds of hours in mandated
training. Licensing has an especially damaging impact
on poor entrepreneurs. Entry regulations impede the

ability of individuals to create new businesses (and the

new jobs that come with them).

 State regulation of child daycare can include pre-
scribing maximum child-staff ratios or requiring
a high school diploma for staff members, even
though these approaches are much less effective
at improving childcare than other approaches
such as teacher training. These regulations harm
low-income workers because they create legal
requirements, such as continuing education, that
increase the expense of qualifying to become a
childcare worker.

* The high costs associated with such regulation
often price low-income families out of the child-
care market, potentially limiting their employ-
ment opportunities.

HIGHER CONSUMER PRICES FOR LOW-
INCOME HOUSEHOLDS

Regulation also raises prices. The poor can thus find
that their wages are stagnant and that their paychecks
don’t go as far as they once did.



It is estimated that a 10 percent increase in regula-
tion is associated with a nearly 1 percent increase in
consumer prices. Such price increases affect nearly
everyone in society, but they have an especially neg-
ative effect on the poorest households, which tend
to spend a larger proportion of their income on those
goods and services that tend to be among the most
heavily regulated, such as basic necessities.

e The cost of electricity, which is highly regulat-
ed, makes up twice as much of the budgets of
low-income households as of high-income house-
holds. Consequently, low-income households feel
the regulatory price inflation much more than
other households.

* The Food and Drug Administration banned the use
of chlorofluorocarbons as propellants in medical
inhalers with the goal of improving environmental
quality. The price of asthma inhalers subsequently
tripled. This higher price disproportionately harms
lower-income Americans, who have the greatest
difficulty in absorbing the price change and who
may stop buying inhalers as a result.

HIGH COSTS FOR SMALL BUSINESSES
Regulations have disproportionately high costs for
small businesses because many of the costs of compli-
ance have economies of scale.

¢ Many regulations impose fixed costs on business-
es, and larger businesses can spread these costs
over a larger volume of output.

* Compliance with regulation can often require that
a business seek out legal advice, and larger busi-
nesses are more likely to have lawyers on staff
while smaller companies must resort to contract-
ing legal services.

* Increases in regulation are associated with a neg-
ative effect on the number of small businesses.
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To make matters worse, this association is not
proportional to regulatory growth—as the rate of
regulatory growth increases, the effect on small
businesses grows at an increasing rate.

Low-income areas tend to have smaller businesses
than other areas, so disproportionate costs for small
businesses are likely to hit low-income areas harder.
Small businesses provide an important mechanism for
economic mobility, particularly in poorer communities
where households have little access to capital. Higher
regulatory costs for small businesses reduce economic
opportunity for low-income households.
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