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US Tumbles, No Longer Number One in Global
Competitiveness Report

Daniel Mitchell
October 11, 2016

Most folks in Washington are still digesting the other night’s debate between Tweedledee and
Tweedledum. If that’s what you care about, you can see my Twitter commentary, though | was
so busy addressing specific issues that | failed to mention the most disturbing part of that event,
which was the total absence of any discussion about the importance of liberty, freedom, and the
Constitution.

But let’s set aside the distasteful world of politics and contemplate U.S. competitiveness.
Specifically, let’s examine America’s position in the latest edition of the World Economic
Forum’s Global Competitiveness Report. This Report is partly a measure of policy (sort of
like Economic Freedom of the World) and partly a measure of business efficiency and acumen.

The bad news is that we used to be ranked #1 and now we’re #3.

The good news is that being #3 is still pretty good, and it’s hard to
beatSwitzerland and Singapore because they have such good free-market policies. And that’s
where America falls short.

Indeed, if you look at the top-10 nations and the three major measurements, you’ll notice that the
United States ranks extremely high in “efficiency enhancers” and “innovation and sophistication
factors,” both of which have a lot to do with the private sector’s competitiveness. But we have a
mediocre (at least for developed nations) score for “basic requirements,” the area where
government policy plays a big role.
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Table 1: The Global Competitiveness Index 2016-2017

SUBINDEXES

OVERALL INDEX Basic requirements Efficiency enhancers Innovation and sophistication factors

Country/Econamy Rark R Scora Rank are Rank

Switzerland 1 5.81 2 6.29 3 62 1 580
Singapore 2 572 1 6.37 2 573 12 525
United States 3 570 5.43 1 585 2 563
Netherlands 4 5,57 B 612 9 538 6 552
Garmany 5 5.57 10 5H 7 5.40 3 561
Sweden 6 5.53 7 6.06 12 531 5 554
United Kingdom 7 549 2: 5.61 5 555 9 5.30
Japan 8 548 22 562 10 537 & 557
Hong Kong SAR 9 548 3 6.23 B 558 23 480
Finland 10 5.44 12 588 14 526 7 547

Moreover, if you look at the the biggest obstacles to economic activity in the United States, the
top 4 deal with bad government policy.

The tax treatment of companies is easily the main problem, as you might expect since we rank
#94 out of 100 nations in a study of business tax policy.

Most problematic factors for doing business

Tax rates 16.0
12.0
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Let’s now look at the indices where the United States scored especially low out of the 138
nations that were ranked.

America’s lowest scores were for exports (#130) and imports (#134), though I take issue with
the Report‘s methodology, which is based on trade flows as a share of GDP. The problem with
that approach is that the United States has a huge internal market, equal to about 22 percent of
the world’s economic output. That’s why our trade flows aren’t very large relative to GDP.
Being surrounded by two major oceans also probably has some dampening effect on cross-
border trade flows. Yes, America is guilty of some protectionism, but I think our ranking for
trade tariffs (#33) is the more appropriate and accurate measure of the degree to which there is a
problem.

America also got a very bad score (#128) for government debt, though at least we beat Italy

(#135), Greece (#137), and Japan (#138). In case you’re wondering, Hong Kong was #1, as you
might expect from a well-run jurisdiction with small government and a flat tax. Though, | must
say that it is rather disappointing that the Report doesn’t include rankings for the overall burden
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of government spending. After all, government debt is basically a symptom of an underlying
problem of a bloated public sector.

And there also was a very low score for the business cost of terrorism (#104), which is probably
an unavoidable consequence of being the world’s leading superpower (and therefore a target for
crazies). That being said, | imagine America’s score could be improved if we weren’t engaging
in needless intervention — and thus generating needless animosity — in places such as Syria and
Libya.

Here are two indices that deserve special attention. As you can see the United States gets a poor
score for wasteful spending and a terrible score for thepunitive taxation of profits.

1.08 Wastefulness of government spending 74 Sl e
6.05 Total tax rate % profits 92 439 T

With this information in mind, let’s now remind ourselves about last night’s debate. Did either
candidate propose to control spending and reduce pork-barrel programs? Nope.

Did either candidate put forth a realistic plan to lower the corporate tax rate? Hillary’s plan
certainly doesn’t qualify since she wants a bunch of class-warfare tax hikes. And while Trump’s
plan includes a lower corporate rate, it’s not a serious proposal since he is too timid to put forth a
plan to restrain government outlays.

And since neither candidate intends to address America’s looming fiscal crisis, it will probably
be just a matter of time before America drops in the rankings again.

Daniel J. Mitchell is a top expert on tax reform and supply-side tax policy at the Cato Institute.
Mitchell is a strong advocate of a flat tax and international tax competition.
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