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This article is the third installment of “American Competitiveness 
– A National Assessment through the Eyes of Job Creators” – a 
ten-part series that explores how well America is positioned to 
excel in today’s tightly-contested global economy.  Our analysis 
of the nation’s economic readiness centers on the eight questions 
that job creators ask when determining where to locate, invest, 
grow, and hire in a world of expanding alternatives. In the 
previous article we analyzed the requirement for enterprises to 
access ample customers and vibrant markets. Today we address 
another important question on which job creators’ base 
decisions:  Will the costs of doing business be reasonable and 
competitive?

Enterprises either sink or swim based on their costs of doing 
business.  Not surprisingly, they gravitate to where outlays for 
taxes, regulatory compliance, and operational expenses are most 
reasonable and contribute to a strong, stable business 
environment. 

By all measures the United States is a comparatively high-cost 
location for business. To some degree these costs reflect our 
highly developed society and exceptional quality of life. The 
competitive drag they inflict is mitigated by the many advantages 
created by the size and the wealth of our market, the rule of law, 
and the safety of capital.  Still, in a price-sensitive global 
economy high costs are not part of a winning formula, particularly 
when other countries with high-growth markets are appealing to 

job creators with lower tax rates, simpler tax administration, 
navigable regulatory systems, and more modest operational costs 
than ours.1

Taxing U.S. Competitiveness

When comparing the cost structures of competing locales, job 
creators look especially at tax costs.2 In this influential category, 
the United States does not stack up well. We now possess the 
highest corporate income tax rates in the Organisation for 
Economic Cooperation and Development (OECD). From 2000 to 
2010, average national corporate tax rates worldwide dropped 
from 32.8 percent to 25.7 percent. The United States, however, 
has remained unchanged at 40 percent, when federal, state, and 
local taxes are taken into account.3 The World Bank, McKinsey 
Global Institute (MGI), World Economic Forum (WEF), and 
PricewaterhouseCoopers (PwC) each have reported on the 
chilling effect America’s tax system has on the U.S. business 
environment.4  

As the National Small Business Association notes, “The corporate 
tax rate is just one small piece of the equation—the overwhelming 
majority of small businesses are pass-through entities and 
therefore pay business taxes through their individual income tax. 
America’s small businesses need broad, comprehensive and fair 
tax reform.” That’s why, according to the NSBA, “Small business 
consistently ranks reducing the tax burden among their top 
issues.”5 
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Moreover, America remains one of only five major economies that 
continue to tax the overseas earnings of domestic earnings when 
the proceeds are brought back home.6 According to Cisco 
Systems CEO John Chambers and Oracle Software President 
Safra Cayz, “This means that U.S. companies can, without 
significant consequence, use their foreign earnings to invest in 
any country in the world—except here.”7 And, to a large extent 
that is exactly what is happening. 

Added to high taxes, the complexity of the internal revenue code 
and the enormous cost of tax compliance significantly damages 
the appeal of our business environment. The U.S. tax code is 
among the most complicated in the world—a 71,500-page 
behemoth, twice as large now as it was in 1984, and growing by 
nearly 3.28 percent per year.8 National Small Business 
Association notes, “Although the actual out-of-pocket cost is a 
huge issue, the sheer complexity of the tax code has been an 
ever-increasing thorn in the sides of small-businesses.”9 The cost 
of compliance exceeds a staggering $168 billion per year 
(approximately 15 percent of annual income tax receipts). These 
outlays, of course, are passed through to consumers here and 
abroad, and every dollar that business must spend navigating an 
outsized tax code is one less dollar available for payroll, R&D, and 
other productive investments. 

Ruling Out Common Sense

Besides our costly and complex tax code, job creators 
consistently view the severe inefficiencies of the U.S. regulatory 
system as a major competitive impediment. Like taxes, 
regulations are a vital part of providing for a well-functioning 
society; but when they are unnecessary, unduly burdensome, 
result in administrative delay, and costly paperwork they 
represent an enormous drag on economic growth and 
competitiveness. The European Commission summed up the 
formula succinctly in its campaign to reduce the excessive 
regulatory and administrative costs burdening the European 
Union: “Less Paperwork = More Jobs.”10

The World Economic Forum finds that 57 countries have less 
onerous regulatory systems than the United States. The OECD 
has found U.S. regulations to be among the most complex and 
costly of those in the developed economies, in many cases failing 
to produce the public benefits intended.11 MGI warns that 
precisely because of undue regulatory burden “the relative 
competitiveness of the U.S. business and regulatory environment 
is declining—at a time when many international jurisdictions are 
aggressively adjusting their regulatory environment and 
streamlining processes for working with business to attract new 
investment.”12 

The U.S. Small Business Administration reported that by 2008 the 
cost of regulations had reached more than $1.75 trillion per year, 
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or the equivalent of over $10,500 per employee for small business
—36 percent more than for large companies.13 Each year the 
federal government issues some 4,000 new regulations.14 The 
accretion of these rules issued by a multitude of federal agencies 
(sometimes pursuing conflicting missions), combined with the 
rules imposed by multiple layers of state and local jurisdictions, 
creates a complicated regulatory patchwork of administrative 
burden inhospitable to enterprise.15 

Despite the competitive damage the United States has no 
process for routinely reviewing regulations to determine which 
can be improved and which others should be eliminated. As the 
Brookings Institution observes in a Hamilton Project report, 
"[Regulations]... are rarely (if ever) evaluated or fine-tuned after 
they are issued ... A more effective regulatory system would 
continually evaluate regulation's impact and identify areas where 
reform would be beneficial."16 This includes not only the 
regulations themselves but the procedures for administering 
them.

In a fast-moving global economy, bureaucratic inertia and time-
wasting procedural delays, particularly in permitting, are daggers 
in the heart of enterprise. As a recent OECD report stated, “Red 
tape is costly, not just in time and money spent filling out forms 
but also in terms of reduced productivity and innovation in 
business.” To make a start on remedying this competitive 
shortcoming, says McKinsey, “the United States could 

significantly reduce the complexity of regulations and streamline 
the process of resolving disputes.”17

Valuing Costs

The third expense-related pillar of national competitiveness is the 
cost of operation, particularly universal costs for workforce, 
energy, health care, and liability. 

The United States is relatively a high wage country, owing in large 
part to the high productivity and the advanced development of 
the American economy. According to the Bureau of Labor 
Statistics (BLS), the United States ranks 14th in “hourly 
compensation costs in manufacturing.” Of the 34 countries 
evaluated by the BLS, the U.S. average wage exceeds that in 20 
nations—including the United Kingdom, Japan, Israel, Singapore, 
and Korea—but falls below that in 11 western European countries 
and Australia.18 

Our status as a relatively high wage country does not mean that 
the United States must accept a competitive backseat to 
countries with lower-priced labor, including in the manufacturing 
sector. American workers are far more productive than those in 
the emerging BRIC nations (Brazil, Russia, India, and China), even 
though the productivity in these countries is on the rise. 

America’s strength lies in making for the world the complex, high-
value products that require the skills of a highly capable 
workforce—capabilities not readily found offshore.  The Germans 
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provide a compelling model. Despite paying even higher average 
wages than the United States, Germany competes strongly by 
cultivating a skilled workforce that stakes its advantage on 
specializing in the manufacture of precision products. 

Despite advantageous trends in the upward movement of labor 
costs overseas, additional costs imposed by government on 
hiring and employment can significantly constrain America’s 
ability to increase employment. A study prepared by the 
International Monetary Fund on factors influencing job creation in 
Europe found that “Extensive employment protection appears to 
dampen job creation, as does a higher level of overall taxation. 
The finding that high dismissal costs are associated with weak 
job creation appears consistent with the idea that they also lead 
employers to substitute capital for labor.”19

An Unhealthy Situation

The most significant cost factor bearing on the American 
workforce and our national competitiveness is health care—an 
expense that is far higher here and continuing to rise at a much 
faster pace than abroad. Over the past four decades, U.S. 
spending on health care has grown 4.9 percent annually, nearly 
double the pace of yearly per capita GDP growth (2.1 percent). 
The implications of this imbalance for business competitiveness 
are fearsome, particularly as McKinsey points out, “the burden of 
insurance cost is borne by businesses” both large and small.20

A Kaiser Family Foundation report, noted that “U.S. health care 
spending per person rose 60 percent to $7,538 between 2000 
and 2008” (compared to the OECD average of $3,944), soaking 
up 16 percent of U.S. GDP and growing.21 In a 2010 survey of 
more than 500 U.S. chief financial officers and senior comptrollers 
about their cost concerns, the number one by far was the rising 
expense of employee benefits, including health care and 
pensions.22 The Business Roundtable put the cost disparity in 
stark competitive terms: “For every dollar we spend in the United 
States on health care, the G-5 countries spend just 47 cents.”23 

Like health care expenses, energy costs are a widely shared 
business expense that greatly influences our economic 
prospects. The importance of an affordable, reliable, and 
sustainable energy supply is hard to overstate for the economy at 
large, but particularly for key energy-intensive sectors such as 
manufacturing and agriculture. A 2006 report on energy prices 
prepared by the Department of Commerce, prior to the recent 
drop in natural gas costs, stated, “Many manufacturers in energy 
intensive industries say that rising energy costs are their biggest 
challenge. They base many decisions, including those about 
shutting down U.S. production and investing in other countries, 
on the cost of energy in the United States.”24 

Powerful Considerations

America’s energy picture compared to our competitors in both the 
transport and utility sector is a mixed bag and enormous 
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challenges loom. Today, we enjoy lower-cost energy than most in 
both the transportation and the utility sector. Thanks in large part 
to a renaissance in the natural gas industry, U.S. natural gas 
prices have declined nearly 70 percent from their highs only a few 
years ago, a decrease that promises to reinvigorate a broad 
swath of important energy production and energy-dependent 
sectors of our economy. 

Natural gas provides a case study in the significant interplay of 
energy innovation, supply, and price, and their far-reaching 
influence on U.S. economic competitiveness and job creation. 
Not long ago America had among the highest natural gas prices 
in the world driving companies off shore for cheaper supplies.25 

But recent innovations—in particular the dramatic improvements 
in hydraulic fracturing technology (fracking)—have enabled 
energy developers to access massive, previously unrecoverable 
natural gas. As the natural gas industry has revived (and demand 
has tempered owing to the recession), gas supply has soared and 
domestic prices have declined significantly, creating a new draw 
for energy-dependent companies to return to or establish 
themselves in the United States.26 

A far less positive aspect of the power picture is America’s 
continued energy inefficiency. The United States is among the 
least energy efficient nations on earth—a weakness that places 
unnecessary expense on the backs of enterprises, while diverting 

consumer dollars that could be spent more productively 
elsewhere in the economy.27 

While the United States is inefficient in energy use, we have been 
equally inefficient in developing our domestic energy supplies and 
maximizing their potential for job creation. Inefficiency, whether in 
the use or development of energy, strains supply, increases the 
price of our domestic and trade goods, and diverts consumer and 
business spending from more productive uses, as well as adding 
to costly environmental problems. 

Competitiveness Unsuitable

The U.S. tort system is a major competitive liability. In 2009 
America’s over-the-top tort system cost the nation more than 
$248 billion per year ($808 for every person in the country). As a 
percentage of national GDP, we spend more on tort costs than 
any other country. A survey of 200 major companies found that 
“The average outside litigation cost per respondent was nearly 
$115 million in 2008, up 79% from $66 million in 2000.”28 

Sensible tort reform—such as rational non-compensatory award 
limits, rules to end frivolous actions, alternative dispute resolution, 
and other logical steps to bring us more closely in line with 
international norms—has been an oft-repeated call for many 
years. Yet, for the most part, the issue remains a political football 
and one more unchecked agenda item on the “to do” list of 
American competitiveness. 



22

Uncertainty: A Costly Concern

For many enterprises, a major worry is not present circumstances 
but what might be coming next. Executives polled in an MGI 
survey “nearly unanimously expressed concern about policy, 
legislative and regulatory uncertainty” that will add to their costs 
and impede competitiveness.29

Rational investment and business planning require a picture as 
clear as possible about the government’s expectations of private 
enterprise, the rules of the road, and the cost of doing business. 
When tax rules, operating regulations, and other key policies are 
up in the air or constantly subject to change, job creators are far 
more reluctant to take risks and commit the resources necessary 
to spur our economy and put people to work—and far more likely 
to turn elsewhere. 

The Bottom Line

If America is to sustain prosperity in an opportune global 
economy the cost of doing business here must stack up strongly 
against other countries in attracting investment, enterprise, and 
job creation, particularly because we must sell into overseas 
markets that are growing exponentially but where the price 
competition is stiff. 

• That means a tax rates (federal, state, and local) that no longer 
top the field.  We must clean up the tax code to create a U.S. 
business climate that fosters economic growth, job creation, 

innovation, and competitiveness, including the adoption of a 
single corporate tax rate commensurate with rates of our chief 
competitors in the European Union and Asia, between 23 
percent and 29 percent, the implementation of a territorial tax 
system, and overall policies that promote investment, business 
expansion, employment, and economic growth.30   

• That means reasonable regulatory compliance costs and 
procedures. We must streamline the code of federal regulations 
to ensure that rules are smarter, simpler, and less onerous, 
including benchmarking the U.S. regulatory system and major 
regulations against those of key competitors.  We would do well 
to publicly report the findings of international comparisons and 
recommend reforms to promote cost-efficiency, identify 
international best practices, and improve U.S. competitiveness 
while meeting important regulatory goals. 

• That means managing our operational expenses—particularly 
for health care, energy, and liability. We must ensure these cost 
leaders are affordable and stable, and don’t put enterprises that 
locate in the United States at competitive disadvantage. 
Achieving this goal will require stiffer levels of domestic 
competition, public sector restraint in adding costs, and 
sensible policy that keeps the impact of governmental action on 
U.S. cost competitiveness firmly in mind when passing new 
laws, regulations, and policies.  
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Success on these fronts will lead to a stronger economy, higher 
employment, greater productivity, and a healthier treasury to meet 
the nation’s needs. Failure will result in business flight, fewer jobs, 
a smaller tax base, and a weaker country.  
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