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QUICK FACTS
The Minimum Wage - Proponents of the minimum

wage argue that it is needed
to guarantee a “living wage”
for workers. However,

these laws tend to increase
unemployment by inflating
labor costs, resulting in fewer
workers hired.

Politicians created the minimum wage in the wake of the Great
Depression, arguing that compensation below a certain level is
exploitative and inadequate to support a family. In 1938, the Fair Labor
Standards Act instituted a federal minimum wage at $0.25 per hour. Since
then, Congress has raised the minimum wage multiple times, adopting
the current $7.25 per hour rate in 2009." State governments may pass
legislation to raise the minimum wage even higher within their state, but
they are not allowed to set the rate below the federal level. Unfortunately,

this well-intentioned effort has had severe unintended consequences, + Youth and entry-level job
hurting the unemployed and the very same young and low-skilled seekers are hurt the most by
workers it is intended to help. minimum wage increases,
limiting opportunities for
The Minimum Wage and Labor Shortages people to gain experience in

In the absence of a minimum wage, employers and workers are able to the workforce,

freely negotiat? and come to mutual agreement on a contract — with NOTABLE ¢ QUOTABLE
employers paying a wage in return for the worker’s labor. In a free

market both parties must voluntarily agree to the terms of the contract, “[TThe consequences of

and the transaction will occur only if both believe the arrangement will minimum wage rates have
leave them better off. No worker would agree to work for less than what been almost wholly bad--to
they believe is acceptable compensation, and no business would agree to increase unemployment and
pay more for labor than what it is worth to their operation. to increase poverty.”

However, minimum wage laws dictate to employers and workers that -Milton Friedman

their agreed upon wage isn’t high enough, invalidating otherwise

mutually beneficial employment opportunities. Similarly, the minimum “By destroying entry-level jobs,
wage raises the cost of labor for businesses, leaving employers with a a higher minimum wage harms
difficult choice when their budgets are limited: stop hiring new workers, the lifetime earnings prospects
cut hours or benefits for current employees, or start laying off existing of low-skilled workers.”
employees all together. -Fmr. Rep. Jim Saxton (R-NJ)

This can have a devastating impact on the economy, and it hits those

who are currently unemployed and looking for a job particularly hard. Congressman Jim Saxton reported in

1996 that raising the minimum wage just $0.90 cost the American economy hundreds of thousands of jobs.> The
last minimum wage increase in July 2009 raised the inflation-adjusted minimum wage by 36 percent. A study by
University of Chicago economist Casey Mulligan estimated that this cost the economy 800,000 jobs, mostly jobs for
young and low-skilled workers.> Overall, studies find that with every 10 percent increase in the minimum wage, the
affected area experiences a 1 to 3 percent decline in employment.*

Forced Wages Depress Freedom and Upward Mobility

In addition to the increasing unemployment, the minimum wage also affects other aspects of the labor market. A
2004 University of Wisconsin study confirmed that firms not only chose to stop hiring new employees and cut
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back existing jobs, but also
cut employees” hours as a way
to save money.’ The study 28.0

also found that low-income '/V\-MM
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workers, those with wages - J” \¥
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closest to the minimum wage,
were hit the hardest. This

creates a catch-22: workers 16.0 - — Teens
have a hard time finding —Overall
entry-level positions because 12.0

they lack access to critical job A
experience that boosts their 8.0 N
appeal to employers, but the 4.0 dnen

minimum wage makes it more

expensive for employers to hire 0.0 —
these workers into jobs that NN SN NN SV U\ BN
provide the kind of critical ]Ob Source: Bureau of Labor Statistics
experience they need.

One of the most striking statistics associated with hikes in the minimum wage is the youth
unemployment rate. In the wake of higher minimum wages in the past few years, youth
unemployment skyrocketed above the national average. As of January 2012, the Bureau of
Labor Statistics reported an unemployment rate of 23.2 percent for 16-19 year-olds; nearly
triple the rate of unemployment for the general population.® Young Americans looking to
jumpstart their career lack opportunities when businesses cannot afford to pay mandated
higher wages.”

Conclusion

The history of minimum wage laws in the United States tells the story of a failed government
intervention into the economy. Minimum wage laws have the unintended consequence of
increasing unemployment and reducing opportunities for young and low-skilled job seekers.
Despite these discouraging outcomes, politicians have continued to press for a higher
minimum wage. For too long, this has hindered Americans in their quest for prosperity.
Instead of creating more labor market barriers, policymakers should let individuals and
businesses freely decide what wage levels are appropriate.
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