
Pros and cons of raising the minimum wage 
Let's use Congressional Budget Office report to analyze different viewpoints 

February 24, 2014|Rex Huppke  The Chicago Tribune 

Like most Americans, I love nothing more than curling up in my favorite chair with a warm cup of coffee and a copy 

of the latest Congressional Budget Office report. 

That's just what I did when I got hold of the CBO's recent take on the hot topic du jour: the federal minimum wage. 

In case you haven't noticed from the loud and largely inaccurate yelling coming from both sides of the political aisle, 

the minimum wage has become something of a big issue. President Barack Obama identified raising the minimum 

wage as a key way to address the income gap in America, while many Republicans, as well as a number of business 

organizations, say it should remain untouched. 

When the CBO on Tuesday released its report, "The Effects of a Minimum-Wage Increase on Employment and 

Family Income," both sides found something delicious to chew on. 

For opponents of a wage increase, there was the estimate that boosting the minimum wage to $10.10 per hour could 

reduce total employment by about 500,000 jobs. IT'S A JOB KILLER! 

For proponents, the report estimates that 16.5 million low-wage workers could see an increase in their weekly 

earnings and 900,000 people could rise above the poverty line. IT WILL END INCOME INEQUALITY! 

Easy there, people on both sides. If this report says anything, it's that the pros and cons of raising the minimum 

wage are wildly difficult to predict and anything but certain. The CBO study is filled with caveats labeled 

"uncertainty in the estimates" and enough wiggle room to accommodate a pack of excited puppies. 

Accompanying the release of the CBO report was the decision by Gap Inc. to boost the minimum hourly rate it pays 

employees to $9 this year and then $10 next year. The company's announcement sidestepped the political 

back-and-forth and cast a wage increase as simply a business decision, one that will affect 65,000 Gap employees by 

2015. 

"It wasn't our intent to coincide with the national debate that's going on," said Jason Bittner, regional director for 

Banana Republic, a Gap brand. "It's the right thing to do for the employees. If you have a happy employee within 

your stores, ultimately you can create loyalty and happy customers who shop in your stores." 

I've preached before about the benefit of happy workers, and clearly Gap officials believe the money they invest in 

higher wages will pay off in increased sales and customer satisfaction. 

There's certainly nothing wrong with that. But what works for a clothing retailer might not work for a different 

company. 

Also last week, Wal-Mart found itself at the center of the wages buzz when it was reported that the company was 

looking at supporting an increase in the federal minimum wage. That turned out to be not exactly correct. 



Wal-Mart spokeswoman Brooke Buchanan said the company remains neutral on the idea of a minimum wage 

increase, but "obviously it's something that we look at closely, as any other company would." She said that more 

than 99 percent of company associates are paid above the current minimum wage, with an average hourly rate of 

$11.81 for full-time and part-time staff. 

The CBO report discusses how increased income for low-wage workers might translate into increased spending, and 

so it's reasonable to posit that a company like Wal-Mart could see a jump in sales if the minimum wage rose to 

$10.10 an hour. But Buchanan cautioned against such an assumption. 

"That is assuming that consumer behavior would be, 'If they have more money, they'll spend more money,'" she 

said. "That isn't always necessarily true. If we had a crystal ball, we could guess what consumer behavior would be in 

the future if something like (a minimum wage hike) goes through. But you just can't." 

Wal-Mart and the Gap provide two views on this issue, but imagine the diversity of opinions you'll find in the 

myriad companies, big and small, that employ minimum-wage workers. And the variables involved, as the CBO 

report points out, are almost mind-boggling, at least for a simple mind like mine. 

If you look at the CBO's estimates, it seems that a decision on raising the federal minimum wage could boil down to 

a moral quandary: Is it better to lift up 16.5 million people while leaving 500,000 unemployed, or would the country 

be better off making sure there are more jobs, even if it means lower wages? 

I don't know the answer to that. But I think the best thing to do is to use the CBO report as a jumping-off point to 

closely examine both sides of the argument. That still won't lead to a definitive solution, but it will at least allow for 

the formation of an informed, and fair, opinion. 

So, I'd like to spend the next few weeks discussing this issue, giving one week to those who support a minimum 

wage increase, one week to those who oppose it and a final week to review what we've learned. (I'll probably spend 

the fourth week curled up in the fetal position, praying I never hear the words "minimum wage" again.) 

Your input throughout this will be appreciated, and I hope I can shine a calm and pragmatic light on an issue that is 

too often overrun by partisan shouting. 

If I fail at that, feel free to shout at me all you want. 
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The argument for increasing minimum wage 
Continuing the conversation on base pay: Focusing on the benefits of a boost 

March 03, 2014|Rex Huppke  The Chicago Tribune 

Hi everybody, America's most-beloved workplace advice columnist here. As promised last week, this column will 
focus on the argument in favor of raising the federal minimum wage. Next week's column will focus on the 



opposing argument. So please don't send mean emails saying I'm a dirtbag for only telling one side of the story. 
My feelings are easily hurt. 
 
Perhaps the most common word you'll hear from people who support boosting the minimum wage is "fairness." The 

minimum wage, after all, stemmed from the Fair Labor Standards Act of 1938. 

"If we believe we should have a fair society, that in some sense the benefits of economic growth and technological 

progress should improve not just the living standards of business owners but of workers as well, then the minimum 

wage really should have grown more over time," said David Cooper, an economic analyst at the Economic Policy 

Institute. "We've chosen to let workers at the bottom fall farther and farther away from people in the middle." 

The federal minimum wage is currently $7.25 per hour and hasn't been raised since 2009. The proposed increase 

would bring it to $10.10 per hour. 

Because the minimum wage has never been tied to inflation, its value has eroded significantly, and many 

economists say that has contributed mightily to the growth in income inequality. 

Cooper said the minimum wage in 1968 was about $9.40 in today's dollars: "So that means that today, America's 

lowest paid workers are being paid about 23 percent less than they were 45 years ago." 

Proponents of an increase argue that the fair thing to do for American workers is to increase the minimum wage 

and, ideally, tie it to inflation, thus removing future increases from the realm of politics. 

The recent Congressional Budget Office report on the minimum wage estimates that an increase to $10.10 per hour 

would boost the weekly earnings of 16.5 million low-wage workers and bring 900,000 people above the poverty line. 

Clearly, that would be a good thing. 

Economist Michael Reich, director of the Institute for Research on Labor and Employment at the University of 

California at Berkeley, said the two goals of a minimum wage increase are to help people pay their bills and to create 

a more fair working environment. 

"The question is: Do those two goals create any economic harm?" he said. 

Opponents say raising the minimum wage will force employers to hire fewer people or pass the new costs on to 

consumers by raising prices on goods and services. Either way, they say, the positive impact of the increased wages 

will be either muted or negated. 

Reich's research — and research by many other economists — provides evidence to the contrary. 

Reich says the arguments of many opposed to a minimum wage increase are based on a "basic Econ 101 model" that 

doesn't accurately represent the nuanced realities of industries that employ minimum wage workers. 

He — along with fellow researchers Arindrajit Dube and T. William Lester — examined the effects of minimum wage 

increases across state borders, where one state has had a wage increase and the other had not. Their work was 

published in 2010 in the journal Review of Economics and Statistics and found that, in the restaurant and retail 

industries, boosting the minimum wage by 10 percent had effectively no impact on employment levels. 



In fact, the increase provided businesses with greater staffing stability, which saves money. 

These results mirrored those of another study from the early 1990s that looked at fast-food restaurant employment 

in Pennsylvania, where the minimum wage remained fixed, and New Jersey, where wages increased. Again, the 

wage increase resulted in no negative change in employment levels. 

But what about passing the increased labor costs on to consumers? 

Reich and Cooper both said research has shown such increases have small overall effects on employers' operating 

costs. 

For example, Reich said labor makes up about one-third of a restaurant's operating costs. And one-third of 

restaurant workers are paid at or close to the minimum wage. 

A 10 percent minimum wage increase paid to one-third of the company's workers translates to a 3 percent overall 

increase in the cost of labor. Since labor makes up a third of the companies' costs, the overall cost increase would be 

only about 1 percent. 

"It's a lot lower than people think," Reich said. 

And in retail, he said, labor is only 10 percent of the costs, so the impact is even lower. 

Cooper said: "I think a lot of these arguments are straw men arguments, and they're set up to basically say we 

shouldn't enact this policy, that by all reasonable measures would improve the living standards of millions of 

people, based on the theoretical possibility that it might make things harder for a relatively small number of 

people." 

Reich and Cooper are not alone in their opinions. 

Last year, the University of Chicago's Booth School of Business asked more than three dozen top economists 

whether raising the federal minimum wage to $9 per hour and indexing it to inflation would be a "desirable policy." 

The result: 47 percent said it would, 11 percent said it wouldn't and 35 percent were either uncertain or had no 

opinion. 

Only 34 percent thought an increase would make it "noticeably harder for low-skilled workers to find employment." 

That's all I have room for. Next week we'll examine the views of those who think a minimum wage hike is a bad idea. 
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The argument against raising minimum wage 
Other side of the story: What problems might be caused by increasing base pay 

March 10, 2014|Rex Huppke  The Chicago Tribune 



Remember, folks, last week's column focused on those who favor raising the federal minimum wage. This column 

looks at those opposed. Don't accuse me of being one-sided — I'm just keeping the two sides separated, so they 

don't get in a fight. 

If "fairness" is the buzzword for those seeking to increase the federal minimum wage, the opposition's preferred 

term is "blunt instrument." That describes how they view the minimum wage as a means of addressing poverty: It's 

like chipping away at a problem with a hammer when more precise tools are at hand. 

"The minimum wage is just a clumsy anti-poverty program," said Allen Sanderson, a senior lecturer in the 

University of Chicago's Department of Economics. "I'd rather go after skills and improve skills. I want people to 

have more command in the workplace, and I want them to have much more than $7.25 an hour. I just don't want 

McDonald's to be the place where they can make that." 

Sanderson and many other economists and public policy experts fear a number of unintended consequences if the 

minimum wage is raised from its current level to $10.10 per hour, as President Barack Obama has proposed. These 

include: 

•A loss of jobs, as predicted by a recent Congressional Budget Office report, which forecast that total U.S. 

employment could be reduced by 500,000 jobs. 

•An increase in consumer prices, driven by companies offsetting increased labor costs. 

•The possibility that a higher minimum wage would attract more experienced workers and keep them in lower-wage 

jobs longer, blocking young people or people with limited work experience from entry-level jobs. 

The job loss argument is supported by many different academic studies, though proponents of boosting the 

minimum wage offer up studies of their own showing negligible effects on employment. 

But a widely cited 2006 study by David Neumark, an economics professor at the University of California at Irvine, 

and William Wascher, deputy director of research and statistics at the Board of Governors of the Federal Reserve 

System, examined the literature on this issue and found "the weight of the evidence points to disemployment 

effects." 

It also found that "minimum wages may harm the least skilled workers more than is suggested by the net 

disemployment effects estimated in many studies." 

Jonathan Meer, an assistant professor of economics at Texas A&M, in a study released in December, looked at how 

an increase in the minimum wage affects future job creation. The results were not good. 

He found that the "minimum wage reduces net job growth, primarily through its effect on job creation" and that 

those effects "are most pronounced for younger workers and in industries with a higher proportion of low-wage 

workers." 



That's of considerable concern to people like Sanderson and Craig Garthwaite, an assistant professor of 

management and strategy at Northwestern University's Kellogg School of Management. 

"That's troubling, because I think it's important for people to get into the labor market," Garthwaite said. "Even if 

these aren't great jobs, they lead to better jobs as your skills improve. That's the idea. I don't think we should be 

doing anything to dissuade people from entering the job market right now." 

The core of the argument here is that the minimum wage is meant to be commensurate with the work skills, 

education and productivity — at that point in time — of people entering the workforce. The goal, then, is to get in at 

that wage, develop skills and quickly work your way out of minimum wage and up the pay scale. 

Sanderson said a minimum wage of $10.10 per hour might not only attract more qualified workers who would block 

out less-skilled candidates, it could lure young people out of high school and into jobs that — while low-paying — 

would be more appealing than ones at the current $7.25 per hour. 

"The biggest anti-poverty program we have in the U.S. is getting somebody a job," Sanderson said. "If you're a high 

school dropout, you may be a lovely human being, but you're virtually unemployable. How do we make sure that 

five or 10 years from now, that person has reason to become a bigger part of the economy?" 

The better approach, according to minimum wage hike opponents, is to put money into education and job 

preparedness plans, which they say have proven success records. And then improve targeted programs like the 

Earned Income Tax Credit — which subsidizes low-income working families — to directly help the working poor. 

"The minimum wage is poorly targeted, and a fair number of beneficiaries of an increase are not going to be people 

in poverty," Garthwaite said. "The minimum wage does go to people in poverty, but it also goes to a large number of 

people who are second or third earners in their family." 

According to the CBO report, raising the minimum wage would increase the earnings of low-wage workers by $31 

billion. But the report also said only 19 percent of that increase would go to "families with earnings below the 

poverty threshold, whereas 29 percent would accrue to families earning more than three times the poverty 

threshold." 

In an email, Sanderson wrote: "One would think you could drop money out of a helicopter and poor people would 

end up with more than 19% of it." 

And Garthwaite said: "Broadly, if we decide as a society that we want people to have a minimum level of income, 

which is perfectly reasonable, there are far more efficient means to do that than a raise in the federal minimum 

wage." 

That's all I have room for this week. Next week I'll analyze the two arguments and see if there's a way to make sense 

of it all. 
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In minimum wage debate, both sides make valid points 
After reviewing the pros and cons, perhaps a comprehensive approach is in order 

March 17, 2014|Rex Huppke   The Chicago Tribune 

After two weeks of detailing the arguments for and against raising the federal minimum wage — interviewing 

economists and policy experts, poring over a flood of emails from workers and business owners, reading scads of 

papers pro and con — I've reached an important conclusion: This issue is really complicated. 

I realize that doesn't sound important, but in the context of our current national debate over the minimum wage, it's 

actually quite fundamental. 

As I began this series of columns, my gut feeling was: RAISE IT! And if you look at the polling numbers, a sizable 

majority of Americans share that feeling. That's why Democrats, from President Barack Obama on down, are 

pushing hard on this issue — it appeals to people, and it sounds like the right thing to do. 

But setting emotions aside to look objectively at both sides of the argument takes some of the shine off the idea. 

Opponents of boosting the minimum wage focus mainly on the potentially detrimental side effects, like job 

reduction, and a rise in the cost of consumer goods and services. Some academic studies have confirmed those 

negative effects; others have shown they don't happen. 

You can easily battle to a draw on those issues. I think the truth is that it's wildly difficult to predict exactly how 

increasing the base wage from $7.25 per hour to $10.10 per hour would play out. Some markets might be able to 

absorb the change, while others might struggle. Some companies will be able to absorb the increased labor costs, 

while others with thin profit margins might cut their workforce or raise prices. 

But the point that opponents of a minimum wage increase make that strikes me as the most compelling is this: 

Raising the minimum wage is not a very effective means of addressing poverty. For starters, I had never considered 

the diversity of minimum wage earners — this swath of the workforce is made up of teenagers working first jobs, 

older workers supplementing their income and, yes, people who are truly struggling to make ends meet. 

It's that latter group that most needs the help, but by raising the minimum wage, you're not targeting those workers 

alone; you're targeting everyone who happens to get paid minimum wage. And you do so with some level of risk, as 

detailed in the Congressional Budget Office report that showed a wage increase could lead to the loss of 500,000 

jobs. (The report also found that higher wages could push 900,000 people above the poverty line, an 

unquestionably good outcome.) 

Jonathan Guryan, an economist at Northwestern University's Institute for Policy Research, is a neutral observer in 

this debate, seeing the reasonable arguments on each side. 

"The pro argument would be that it's potentially a policy to stem the increases in income inequality that we've seen 

in the U.S. in the past 30 to 40 years," he said. "The con to that is, if you're trying to reduce income inequality, this is 

a pretty blunt instrument to do it. It's not helping as many or as large a portion of the labor market as you probably 

would like. And it has some unintended consequences, potentially." 



Opponents of the increase say time and money would be better spent improving education and job training 

programs that will give people a better shot at getting out of minimum wage jobs and into better-paying careers. 

They also say they would combat poverty using programs like the Earned Income Tax Credit (EITC), a federal wage 

subsidy for low-income people that directly benefits those who most need help. 

I think the EITC and education are two pragmatic tools that are being overshadowed by our focus on the politically 

attractive minimum wage. (To be fair, a more generous EITC is part of Obama's new budget plan, and it's an issue 

both sides seem to agree on.) 

Guryan said: "If the goal is to reduce inequality or improve the well-being of people currently living in poverty, there 

are other policies that the evidence suggests would be much more cost-effective in the long run, like investing in 

education, improving funding for things like food stamps and expanding the EITC." 

So, does this mean I think it would be bad to raise the minimum wage? No. 

I hear experts opposed to raising the minimum wage talk about education and the EITC. But I don't see Republican 

lawmakers who oppose raising the minimum wage rallying too hard to promote those ideas — many of them just say 

"no" to a wage increase and leave it at that. 

On the flip side, Democratic lawmakers seem laser-focused on only the increase itself. 

The debate we're having right now is: "It's a minimum wage increase or nothing." That's too simplistic an approach 

for such a complex problem. 

If we claim to be concerned about the working poor in this country, then let's demand more of our lawmakers than 

empty "Raise the Wage!" or "Let the Market Decide!" slogans. 

I think our current federal minimum wage, which hasn't been raised since 2009, seems unreasonably low, but I also 

wonder if a nearly 40 percent increase isn't asking a bit much. If it's going to be raised, it should be tied to inflation 

so it exists as part of our economic philosophy and can't be used as a political cudgel. 

I realize this is impractical in an era of partisan politics, but what I'm in favor of is a comprehensive approach to 

making life better for American workers. And that will require both sides to compromise. 

If the minimum wage is raised, I'll be happy for the working people who benefit and hopeful that the outcomes will 

be as good as promised. But if all we do is raise the minimum wage, I'll worry we're missing a chance to lift people 

out of poverty for good, and that a few years from now, we'll be having this same conversation — again. 
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