Small business doesn’t cause growth—they’re relatively inefficient and sap government resources.
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In our age of political polarization, the right, left and center agree on one thing: Big business is wicked, and small business is noble. President Donald Trump has declared: “We’re going to create an environment for small business like we haven’t had in many, many decades!” His enthusiasm echoes his predecessor, President Barack Obama, who claimed that “small businesses are the backbone of our economy and the cornerstones of America’s promise.” Indeed, politicians and pundits of every stripe argue that we can solve a host of problems, from creating jobs to boosting productivity to unleashing innovation, with hefty doses of the same miracle cure: aid to small business. But this alleged miracle cure is really snake oil. That is because, compared to large firms, small firms pay lower wages and provide fewer benefits, injure and lay off their workers more frequently, spend less to protect the environment, are less productive and less innovative, and create a smaller share of net new jobs. After World War II, as big firms emerged in industry after industry (hotels, banks, restaurants, retail), small firms began to cast themselves as victims and to ask public officials for relief. In 1953, Congress established the Small Business Administration to “aid, counsel, assist and protect, insofar as is possible, the interests of small business concerns.” But fairness was a relatively weak reed on which to build an elaborately discriminatory economic policy. What was needed was a positive rationale for giving preferential treatment to small businesses. Job creation became the new banner. Economist David Birch of the Massachusetts Institute of Technology claimed in the late 1970s—inaccurately, as it turned out—that small businesses were the jobs engine of the economy, which allowed advocates to argue that aid to small businesses was a driver of economic growth. This narrative was reinforced by the wave of startups in the tech sector in the 1980s and 1990s. By 2000, all new businesses, no matter how technologically primitive or undercapitalized, were being called startups. A new biotech company was a startup, but so was a new three-person lawn-mowing business. Only child-labor laws prevented lemonade stands from being classified as startups, too. As a result, firms with fewer than 11 employees are exempt from most workplace safety requirements. The Family and Medical Leave Act does not apply to small firms, and many civil rights laws contain exemptions for small firms. A firm with fewer than 20 employees can legally discriminate against workers on the basis of age; if it has fewer than 15 employees, it can discriminate against qualified individuals with disabilities. Only federal contractors with 50 or more workers are required to use affirmative action plans when hiring. The tax code also lavishes benefits on small firms. Profits from publicly traded companies (most of which are large) are typically taxed twice, once at the corporate level and again when shareholders accrue capital gains or dividends. By contrast, pass-through firms such as sole proprietorships, partnerships and LLCs—the lion’s share of which are small—are taxed only once, on the owners’ incomes. In addition, many tax incentives either apply only to small firms or are more generous for small firms, including (at least before recent tax-reform legislation) the ability to expense investments in new equipment, exemptions from imputed interest obligations, completed-contract rules, expensing of agricultural costs and a host of others. To give small businesses a leg up, federal agencies are required to buy goods and services from them even when their prices are higher. Federal agencies also provide a variety of special subsidies to small firms. Small firms get discounts when buying rights to use the radio spectrum and pay lower patent fees. And they get cut-rate financing, too. In 2016, the SBA supported loans to small businesses across the nation: $105 million for car dealers, $118 million for residential building construction, $312 million for liquor stores, $742 million for gas stations and $760 million for dentists. Advocates for small businesses often argue that such firms deserve special breaks because it is harder for them to bear the costs of complying with government regulation. After all, every firm must devote time and resources to filling out a given form, and big firms have the advantage of spreading those costs over a larger business. There’s some validity to this point. But most special favors for small businesses—lower tax rates, tax incentives, direct subsidies, cheap financing—have nothing to do with their difficulty in coping with regulation. And requiring small firms not to discriminate on the basis of age, gender, race or religion imposes no special regulatory burden. Some regulations do, in fact, create a competitive disadvantage for small firms. But why shouldn’t big firms enjoy lower costs from economies of scale in complying with regulations? If small businesses cannot handle the costs of regulation—or any other business cost for that matter—they must choose between growing to a more efficient size or losing market share. Government at every level can certainly do more to eliminate unnecessary regulations and to streamline those regulations that serve crucial public ends. But such reforms should benefit all businesses, regardless of size. Don’t all the breaks for small businesses at least help “the little guy”? No, in fact, they go mostly to the wealthy. In 2016, according to the nonpartisan Tax Policy Center, the top 1% of pass-through businesses earned 50.8% of the income for such firms. A mere 13.4% of all pass-through income went to the bottom 60%. A 2015 study by the Federal Reserve Bank of New York concluded, “More wealthy individuals are small-business owners than poor individuals. The subsidy on small-business ownership just transfers resources to the wealthy from the poor.” Beyond the injustice of it, small-business favoritism reverberates throughout the economy, slowing growth in two ways. First, subsidies and other size-based industrial policies slow productivity growth by enabling less efficient small firms to gain more market share than would otherwise be the case. Second, discriminatory policies provide an incentive for small firms to remain small. Why add five more workers when doing so would subject you to a host of new regulations and restrict your access to government handouts? Today, with the U.S. economy facing intense global economic competition and suffering from stagnant productivity and sluggish wage growth, we can no longer afford the luxury of tilting the economic playing field toward small business owners. To end the misallocation of resources caused by small-business cronyism, public policy should be guided by the principle of size neutrality. Policymakers should repeal virtually all special preferences for small business in the tax code and in government procurement policy and eliminate targeted subsidies, regulatory exemptions and exemptions from civil rights laws.
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