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To the Honorable Members
of the Committee

My name is Michael Rathbone, and I
am a policy researcher for the Show-
Me Institute, a nonproﬁt, nonpartisan
Missouri-based think tank that
supports free-market solutions for state
and local policy. The ideas presented
here are my own. This testimony

is intended to summarize research
regarding minimum-wage increases,
in particular the potential effects of
Ordinance #150217.

Minimum-wage laws are popular. In
2014, four states (Alaska, Nebraska,
South Dakota, and Arkansas) voted
to increase their states’ minimum
wage by large margins.! People in
favor of raising the minimum wage
argue that it will help poor and
low-income families. For example,
the late Senator Edward Kennedy
argued, “The minimum wage was
one of the first—and is still one of
the best—anti-poverty programs we

have.”? Ordinance #150217 stresses
the need for working persons to “earn
wages that ensure a decent and healthy
life.” It also states that “many who are
employed do not earn sufficient wages
to be self-sufficient.”

Most people, me included, want
higher wages for everybody. However,
mandating a higher minimum wage
as a way to improve the economic
conditions of poor families is suspect.

Outline of the Proposed
Ordinance

Ordinance #150217 contains the
following provisions:’

* Effective September 1, 2015: The

minimum wage will be increased
to ten dollars ($10) an hour.

* Beginning September 1, 2017:
The minimum wage shall increase
in increments of one dollar and
twenty-five cents ($1.25) a year
for four years. By September 1,
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2020, the minimum wage will be

fifteen dollars ($15) an hour.

* Employees that earn more than
thirty dollars ($30) per month in
tips/commissions shall be paid a
base wage of six dollars ($6) per
hour—sixty percent (60%) of the

minimum wage.

* Wage increases for tipped
employees will occur
simultaneously and
proportionally to the increases
in the minimum wage so that
the base wage of the tipped
employees remains 60 percent of
the minimum wage.

* Tips and commissions are to be
counted as part of employees’
wages. If tips and commissions
along with the base wage do not
equal the minimum wage, the
employer shall pay the employee
the difference.

Economic Effects of Raising
the Minimum Wage

One of the reasons that raising the
minimum wage might not improve
the conditions of poor families is
that a higher minimum wage could
discourage employers from using the
low-wage, low-skilled employees that
proponents of the minimum wage
are trying to help. A large body of
evidence confirms that minimum
wages reduce employment for these
workers.® In one analysis of proposed
federal minimum-wage increases, the
Congressional Budget Office (CBO)
estimated that an increase to the
federal minimum wage to $10.10 an
hour would reduce employment by

500,000 jobs.’

In simple economic analysis, there
are two main reasons why this occurs.
The first is that employers will start
using relatively less labor due to the
increase in its cost. Instead, they

will substitute other inputs, such as
capital, that may now have a lower
cost because of the increase in wages.
This will lead to some employers
reducing employment.® The second

is that since costs are higher due

to higher wages, the prices of the
products firms provide rises, reducing
the demand for each firm’s product
and leading to a reduction in the scale
of each firm’s operation.’

This ordinance eventually would
raise the minimum wage above the
$10.10 an hour examined in the
CBO study." If raising the minimum
wage to $10.10 an hour is enough to
cause significant job losses nationally,
raising it to $15 an hour potentially
could have serious negative effects

on employment in the area. This

is especially true for Kansas City,
since it shares a border with Kansas,
which not only has a minimum

wage of $7.25 an hour, but also has
many businesses that face income

tax rates much lower than those in
Missouri."" Kansas City businesses
that rely heavily on low-skilled labor
could find themselves at a competitive
disadvantage compared to businesses
on the other side of the border.

The second reason why raising the
minimum wage is suspect is that it
harms the earnings power of low-
skilled workers. Dr. Jeffrey Clemens
of the University of California,

San Diego and Michael Wither, a
graduate student at the University
of California, San Diego, estimated
the minimum wage’s impact on

employment and income growth for
low-skilled workers.'? They found
that increasing the minimum wage
reduced the chances of low-skilled
workers eventually reaching salaries
of $1,500 a month.'* Clemens and
Wither believe that this reduction in
mobility occurs because an increased
minimum wage reduces the number
of jobs available for poorer workers.
Numerous studies, including the
CBO, lend evidence to support that
finding."

Specifically, the authors state that:

It appears that binding minimum
wage increases blunted these
workers prospects for medium-run
economic mobility by reducing their
short-run access to opportunities
Jfor accumulating experience and
developing skills. This periods
minimum wage incredses may thus
have made the first rung on the
earnings ladder more difficult for

low-skilled workers to reach."

This observation makes sense given
that minimum-wage workers are

on the steep portion of the wage-
experience profile (i.e., small gains in
experience correspond to increases

in wages), and a lack of employment
will hold back these workers” wage
growth.'® In fact, according to one
study, the average minimum-wage
worker will experience a 20 percent
increase in wages if employed at the
same job after a full year."” Again, in
this instance, increasing the minimum
wage actually hurts those people
proponents aim to help.
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Finally, increasing the minimum
wage is not a very effective means of
helping low-income families. David
Neumark, in his 2012 policy study
for the Show-Me Institute examining
the economic effects of the minimum
wage, found that “there is no basis
for concluding that minimum wages
reduce the proportion of families
living in poverty or near poverty.”'®
The reason why the minimum wage
is not especially helpful at lifting
people out of poverty is because it
benefits low-income workers, not
low-income families. According

to Dr. Neumark’s calculations, only
12.7 percent of workers making
minimum wage or less are at or
below the poverty line. In fact,
nearly half (44.6 percent) of workers
making at or less than the minimum
wage were in households with
incomes three times the poverty line

or higher."”

This is the reason why even
proponents of the minimum wage
argue that it is a “blunt instrument”
for helping low-income families.”
Christina Romer, President Obama’s
former head of the Council of
Economic Advisors, agrees that
increasing the minimum wage is
not a very well targeted anti-poverty
proposal.”!

Summary

Raising the minimum wage sounds
like good policy. As evidenced by its
continued support at the ballot box,
many people find mandating raises
for low-income workers appealing.
However, from an economic
perspective, increasing the minimum
wage can hurt those whom it seeks to

help while having little to no effect

at helping poor families. People

from across the ideological spectrum
believe there are more effective means
to helping the working poor than
increasing the minimum wage.*

Michael Rathbone

is a policy researcher at the
Show-Me Institute.
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