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Executive Summary
The United States has had a federal minimum wage since 1938. One of the goals of the
minimum wage is to raise living standards of low-income workers. However, this study
concludes that raising the minimum wage acts as a barrier preventing some workers
from earning any wage at all.

Previous research has reached mixed results on the impact of increases in the minimum
wage. This research paper uses techniques from regional economics to investigate the
impact of the minimum wage on location quotients for the leisure and hospitality industry.
Using regression analysis for 2014 to 2015, I conclude that raising the minimum wage
negatively influences employment in the leisure and hospitality industry.
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Introduction
The minimum wage is often a controversial topic in the news. There is no popular
consensus on how the minimum wage affects employment. Some research on the
minimum wage contends that it helps the lowest income earners, the population that is
working at the minimum wage, by giving them a “living wage” and that it has very small if
any effect on employment. However, among economists, a majority criticize the
minimum wage and say it reduces employment. This makes the lowest income earners
worse off. There is substantial debate in the minimum-wage literature, though, and even
the people who agree that the minimum wage reduces employment give different
explanations for why it does so.

At first glance, one might conclude that raising the minimum wage directly reduces
employment. However, some economists find that raising the minimum wage does not
seem to reduce employment directly, but reduces employment growth. This study uses
techniques from regional economics on data provided by the Bureau of Labor Statistics
to investigate the impact of the minimum wage on the location quotients for the leisure
and hospitality industry.

3

First, note that in 2014 in the United States 2.992 million workers age sixteen or older
earned at or below the federal minimum wage. The total number employed in December
2014 was 146.305 million. This means that workers who earned at or below the federal
minimum wage were 2.05 percent of all workers.1 In the same year, 9.617 million people,
or 6.2 percent of the labor force, were unemployed. The number of unemployed was
three times higher than the number of minimum-wage workers. It is also important to
note that only 9 percent of individuals age sixteen or older living below the poverty line
worked full time and year round, and that 65 percent of them did not work during the
year (Sherk 2013).

1

Data obtained from the Bureau of Labor Statistics. Many people compare minimum-wage
workers with the number workers paid hourly rates, instead of the total number of employed, that
percentage being 3.9 percent in 2014. However, I do not think this comparison is accurate for the
point I want to make.
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Economics of the minimum wage
In terms of supply and demand, the economics of the minimum wage are relatively
straightforward. In figure 1, the y-axis represents the wage rate, and the x-axis
represents the quantity of people working or hours worked. The supply curve represents
the number of workers willing to work at the relevant wage rate (it reflects the law of
supply: in this case, the higher the wage, the more the number of people who want the
job). The demand curve represents the number of workers demanded by the companies
at the relevant wage (it reflects the law of demand: in this case, the lower the wage, the
more positions on offer).

The point where the two curves cross is the market-wage equilibrium. Setting the
minimum wage rate below the market wage rate will result in no changes because the
market will tend to raise the rate to the equilibrium point by correcting shortages or
surpluses. However, when the minimum wage is set above the market wage, more
people will look for jobs and fewer jobs will be offered. This will mean a deadweight loss,
represented by areas A and B.

Figure 1: Economics of the minimum wage
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An Implication of the Economics of the Minimum wage
Setting the minimum wage rate above the market wage rate could have two effects: (1)
Job creation will decline as employers who normally hire more people for seasonal work
stop hiring, employers decline to refill open positions, and so on. (2) Some minimumwage workers will be laid off. If one takes into account new people who are now
interested in the minimum-wage jobs, the problem of the lowest wage earners is
compounded. Workers who were working at the previous minimum wage must compete
with individuals who were already earning a higher wage. This leads to the conclusion
that the minimum wage takes jobs from the worst-off workers and gives them to other
low-wage earners who were at a slight advantage.

Who Earns the Minimum Wage?
To see whether the minimum wage is effective, it is important to identify who earns the
minimum wage. Half of minimum-wage earners are between the ages of sixteen and
twenty-four, and 79 percent of this half are part-time high school or college students, or
entry-level workers, not the primary breadwinners for their household. Their average
family income is $65,900; accordingly, most of these workers have middle-class families.
Only 22 percent of the teenagers and young adults who earn the minimum wage live at
or below the poverty line, while 68 percent enjoy family incomes of over 150 percent of
the poverty line, which is $33,500 for a family of four.
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The other half of minimum-wage earners, those twenty-five and older, have an average
family income of about $42,500, three quarters of them live above the poverty line, and
more than half work part-time jobs. There is a common belief that raising the minimum
wage will help low-income single parents. However, just 4 percent of minimum-wage
workers are single parents working full time, compared to 5.6 percent of all US workers
(Sherk 2013).2
Table 1: Who earns the minimum wage?

2

In this section of the paper, “minimum-wage earners” refers to people who work at or below the
federal minimum wage.
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Between the ages of 16 and

Minimum-wage workers

Total

Total

100.0%

50.5%

49.5%

Part-time

67.0%

79.0%

54.0%

Average family income

$53,113 $65,900

$42,500

23%

22%

24%

65%

68%

62%

Less than high school

28.0%

34.0%

22.0%

High school graduate

30.0%

23.0%

37.0%

Some college

34.0%

40.0%

29.0%

Bachelor’s degree

6.0%

3.0%

10.0%

At or below the poverty
line
Above 150% of the
poverty line

24

25 or older

Educational attainment
(includes part-time
workers)

Literature review
Studies Suggesting a Positive Impact from Raising the Minimum Wage

Some of the claims made about raising the minimum wage in Nebraska prior to the vote
on the November 2014 ballot question included the following (Ballotpedia 2014):
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• It benefits employees because raising the minimum wage by 10 percent would
reduce poverty3 by 2.4 percent.
• It benefits employers because raising the minimum wage reduces employee
turnover and increases employee productivity.
• It benefits the state economy because an increase in the minimum wage implies
an increase in minimum-wage workers’ spending.

According to Prasch (1995), not only does an increase in the minimum wage enable
people to “earn a living,” which is a basic component of human dignity, but also, through
“its impact on the distribution of income, [the minimum wage] has a positive impact on
the level of effective demand,” which can promote economic growth. Prasch bases his
theory on the idea that the minimum wage will transfer purchasing power from profits to
those who earn low wages; consequently, when income is more evenly distributed, total
spending increases, mainly because the working poor tend to spend a higher
percentage of their wage. This increase in total spending would increase total demand
for goods, business volume, and business revenue. The increase in business volume
would lead to an increase in business investment, which would lead to higher
productivity, more jobs, and further economic growth.
Boadway and Cuff (2001) argue that “the minimum wage severs the incentive constraint
that requires the working population to be no worse off than those not working.” Also,
they assert that the minimum wage allows the government to increase redistribution from
the employed to the unemployed, enhancing social welfare, and that it is possible that
unemployment falls with the imposition of the minimum wage.
Arindrajit Dube (2010) compares low-wage restaurant jobs in contiguous counties across
state lines and concludes that minimum-wage increases have strong earnings effects,
but no employment effects. He also argues that he uses a better method to measure
minimum-wage effects than other economists.

3

In 2014, a minimum-wage worker (earning $7.25 per hour) earned $15,080 a year, which is

below the federal poverty line of $15,930 per year for families of two.
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According to a recent study by the Center for Economic and Policy Research, states with
a higher minimum wage have higher job growth (Wolcott 2014). However, the states with
higher minimum wages were also the states with higher unemployment rates (Thomas
2014). It is easy to understand that states with higher unemployment rates can have
higher job-growth rates. Moreover, Wolcott’s (2014) data depend heavily on the start and
end dates for the period examined. The data come from December 2013 to June 2014;
however, if they started when the minimum wage started, in January 2014, they would
reveal lower job growth (Boudreaux 2014).
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Studies Suggesting a Negative Impact of Raising the Minimum Wage

Although the majority of minimum-wage advocates and activists believe increases in the
minimum wage have a positive effect on employment, they are not correct. After a
thorough review of the economics literature, economists David Neumark and William
Wascher (2006) find no evidence that minimum-wage laws increase employment.
Furthermore, the evidence seems to be indisputable that increases in the minimum
wage disemploy the laborers with the least valuable skills.

After conducting more extensive research, David Neumark and William Wascher
published a book on the subject in 2015. Their four major conclusions of vital importance
to the policy debate are as follows:

“Minimum wages reduce employment opportunities for less-skilled workers,
especially those who are most directly affected by the minimum wage.…

“Although minimum wages compress the wage distribution, because of employment
and hours declines among those wages are most affected by minimum wage
increases, a higher minimum wage tends to reduce rather than increase the earning
of the lowest-skilled individuals.…

“Minimum wages do not, on net, reduce poverty or otherwise help low income
families, but primarily redistribute income among low families and may increase
poverty.…

“Minimum wages appear to have adverse longer-run effects on wages and earnings,
in part because they hinder the acquisition of human capital” (Neumark and Wascher
2015)
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One often-overlooked point is that businesses can relocate to places with lower costs of
living (Thomas 2014). Therefore, raising the minimum wage eliminates the cost
advantage that states like Nebraska would otherwise have over states with a higher cost
of living. This affects decision-making by companies seeking favorable locations for
business investment.

Stephen Fuller, Parker Bedsole, and Scott Nystrom (2014) find that raising the minimum
wage in Maryland would “increase the price of consumer goods; reduce employment
and personal income; weaken the state’s competitive position relative to adjacent states
having lower labor costs; slow the growth of gross state product; and slow population
growth and weaken real estate values.”

Jeremy West and Jonathan Meer marshal evidence that raising the minimum wage does
not reduce employment directly but reduces future job growth. Using three data sets,
different models to analyze the data, and a methodology that confirms the robustness of
their results, West and Meer (2013) find that the minimum wage reduces job creation
over several years. They estimate that a 10 percent permanent increase in the minimum
wage reduces employment growth by about 0.7 percent after three years.

Joseph Sabia (2014) finds that minimum-wage increases do not significantly increase
the income-to-needs ratio of those living in poor families, and reaches the same results
for near-poor families. He also concludes that “minimum wage fails on almost every
policy objective its proponents’ wish to achieve and hurts many of the vulnerable lowskilled individuals whom advocates wish to help” (Sabia 2014).
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Most non-economists in favor of raising the minimum wage believe they are helping the
workers who need the most assistance. This position does not take into account
unintended negative consequences the policy could have. Advocates simply claim it will
make lower wage earners receive higher wages and that it is therefore a good idea.
However, most economic research on minimum-wage laws indicates that the laws harm
the population their proponents intend to help: minimum-wage earners.

Location Quotient
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A location quotient is a ratio that makes it possible to compare a specific industry in a
specific area with a base area and a base industry. In this case, the base area is the
United States; the base industry is total nonfarm employment; the specific areas are the
fifty US states; and the specific industry is leisure and hospitality (L&H).

Location-quotient calculations in this paper are straightforward: I divide US L&H
employment by US total nonfarm employment, which results in the percentage of
workers in the United States who work in the L&H industry out of the total number of
workers. In 2014 this was 10.33 percent. Then, I do the same for each of the fifty states.
Finally, I divide the percentage obtained for each state by the national percentage,
resulting in the location quotient. The equation to determine Nebraska’s (NE) location
quotient looks like this:

Equation 1: Location quotient
Location quotient = (NE L&H / NE Total) / (US L&H / US Total)

If the LQ in a certain state is smaller than 1.0, the percentage of workers working in the
L&H industry is smaller than nationally, and if it is above 1.0, the percentage is higher
than nationally.

Why is this important for the minimum-wage discussion? Leisure and hospitality is a lowwage industry, which means most workers earn at or near the minimum wage. Below, I
test whether the minimum wage has some influence on L&H location quotients. If it has
negative influence, then a higher minimum wage reduces the size of a state’s leisure
and hospitality industry compared to the national leisure and hospitality industry.

Figure 2: Location quotient by state, in November 2015. Red states have the smallest
location quotients and green states the highest, with yellow states in the middle.
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Methodology
This paper uses a regression to estimate the influence of the minimum wage on the L&H
location quotients. The independent variable is the L&H location quotient, and the
dependent variables include a ratio of the minimum wage to the average market wage of
the L&H industry, which provides a better understanding of the impact of the minimum
wage on the job market than the minimum wage because it shows how much the
minimum wage impacts the market wage. Other dependent variables include regional
dummy variables to take regional tendencies into account; the average winter
temperature by state; and population density.4

4

All data, besides the weather, concern 2015 and come from BLS.gov.
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Figure 4: Ratio by state of minimum wage to market wage, in November 2015. Red
states have the highest ratio, yellow a medium-sized ratio, and green the smallest
ratio.

Results
Regression results indicate that the minimum-wage to average-market-wage ratio is
statistically significant, and an increase of 1 percent results in a decrease of 0.014 in the
state location quotient. Thus, the bigger the ratio, the smaller the employment in the
leisure and hospitality industry in relation to other industries in that state.

There are only two major ways for the ratio to increase: (1) the market wages for these
low-wage occupations decline, which would probably only happen in a recession; or (2)
the minimum wage of a specific state increases. Therefore, an increase in the minimum
wage harms the leisure and hospitality industry; it reduces the number of people
employed in leisure and hospitality compared to other industries.
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Table 2: Regression results
Regression statistics
Multiple R

0.6062

R-squared

0.3675

Adjusted

R-

squared

0.2793

Standard error

0.2246

Observations

50

ANOVA
df

SS

MS

F

Significance F

Regression

6

1.2601

0.2100

4.1647

0.0022

Residual

43

2.1684

0.0504

Total

49

3.4284

Coefficients

Standard

P-value

Lower 95%

t stat

error
Intercept

Upper
95%

1.5134

0.4579

3.3050

0.0019

0.5900

2.4369

-1.3963

0.6779

-2.0596

0.0455

-2.7634

-0.0291

Minimum wage to
average market
wage
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Average winter
temperaturea

0.0081

0.0036

2.2183

0.0319

0.0007

0.0154

West

0.1925

0.0998

1.9288

0.0604

-0.0088

0.3937

Midwest

0.0156

0.1095

0.1423

0.8875

-0.2053

0.2365

Northeast

0.0118

0.1439

0.0821

0.9349

-0.2784

0.3020

-0.0001

0.0002

-0.6203

0.5383

-0.0006

0.0003

Population
density

a

Indicates that the coefficient is statistically significant at the 95% level of confidence.

Conclusion
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This study, using statistical models, finds that an increase in the minimum wage reduces
leisure and hospitality industry employment. Therefore, not all minimum-wage workers
benefit with an increase in the minimum wage: some receive a higher hourly rate, but
many go without any hourly rate at all.5 Furthermore, the minimum-wage workers are not
the only ones impacted by a minimum-wage increase. Unemployed people, who are
three times more numerous than the people who earn at or below the federal minimum
wage, are also impacted. Because some minimum-wage workers lose their jobs, more
people look for employment, which reduces the chances of finding a job. Also, people
are attracted by the new minimum wage and start looking for work, which reduces even
more the chances of the unemployed who were already looking for work.

Another important conclusion is that increasing the minimum wage is a very inefficient
way of helping those it intends to help. Many believe that raising the minimum wage is
necessary to help people who live in poverty and who have a family to care for.
However, only 23 percent of the workers who earn at or below the minimum wage are
living below the poverty line. This means that a minimum-wage increase ends up raising
wages of workers who live well above poverty more than wages of workers who live at or
below poverty. To sum up, an increase in the minimum wage might benefit some of the
minimum-wage workers who keep their jobs, but it hurts the ones who lose their jobs.

5

The variable I use to determine the impact of the minimum wage is a ratio of the minimum wage
to the market wage of the leisure and hospitality industry. This is better suited to calculate the
impact of a minimum-wage increase because if the minimum wage is put below what the lowest
earners are getting paid, it will have no impact at all. Thus, in this study, an increase in the
minimum wage refers to an increase in the minimum wage above the lowest market wage.
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