
Your Government

Are minimum
wages good for
the economy?

Learn Your Government Regulations

Are minimum wages good for the economy?

A minimum wage is a limit on how little you can legally pay someone to
work. Most countries have a national minimum wage, and cities or regions
often set minimum wages higher than the national minimum.¹ Economists
have been fighting about minimum wages for over 100
says minimum wages pose a nasty trade off: wages go u
but other workers lose their jobs. The other side thinks
help all workers, with businesses footing the bill.

The argument against minimum wages is pretty straigh
wages makes employing workers more expensive, w
workers more valuable. Business faced with costlier workers could just
decide to make do without as many employees. Over longer periods of time,
business may even try to replace some workers with machines or move to
places without minimum wages (or lower minimum wages). In this view,
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CASE STUDY

Running the numbers

How would you study the effect
of a minimum wage? One of the
most famous studies on the
minimum wage looked at fast
food workers in two neighboring
counties in the United States.⁴ The
counties were pretty similar, but
one was in Pennsylvania and one
in New Jersey. When New Jersey
raised their minimum wage, the
researchers tracked hiring and
firing in both counties. The results
were surprising; in the New Jersey
county (with the higher minimum
wage) job actually grew 13%
faster than in the Pennsylvania
county! This study was published
in the early 1990s and much of
the following research has been
similar: try find places there the
only difference is the minimum
wage and see what happens.

economy, as there are fewer people working.

The other side starts by arguing that
businesses typically have a good deal
of power over how much they pay
their workers—especially low wages
workers who are often not protected by
unions and face steep competition for
jobs. This lets businesses pay workers
less than the value they bring to the
company (economists call this worker’s
marginal product of labor). When this is
the case, government’s can actually
increase the cost of workers (with a
minimum wage) without pushing labor
costs high enough that business will want
to stop hiring. Instead, the minimum
wage will cut into business’s profits.
Supporters of the minimum wage also
argue that minimum wages can have
positive ripple effects: more money in
workers’ pockets means more spending
and more economic activity overall.

For decades, both camps yelled they
were right, but it wasn’t until
relatively recently that anyone tried to
really run the numbers. As you might
imagine, both sides have managed to find
data that shows that they are right. But over the years the debate has tended
towards showing that job loss effects from minimum wage increases are
pretty small, although they can be disproportionately worse for young
people.³

It’s also good to remember that the debate isn’t simply for and against;
there are a lot of economists who like minimum wages but might think they
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Here’s what some of these ideas might be called
elsewhere:

Economic power Minimum wage Unemployment
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Your Government
…so how are all our groups and communities in
society linked to together? On some level or
another, we’re all governed by the same state,
whether we like it or not – via paying taxes, using
public services, or complying with regulation in our
businesses and purchases… so how do we come to a
consensus on what role the government should play
in the economy?
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All content © Economy / Creative Commons unless otherwise stated. Economy is a charity
registered in the UK No. 1166046. A sister charity of Rethinking Economics.
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