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Cost Nearly 86,000 Jobs

ONE IN FOUR TIPPED WORKERS COULD LOSE THEIR JOBS
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Dr.William Even, Professor Emeritus, Farmer School of Business, Miami University

Dr. David Macpherson, EM. Stevens Professor of Economics, Trinity University

Lawmakers in Harrisburg are proposing drastic changes to the state minimum wage. One such proposal, HB 1500, would
raise the regular minimum wage up to $15.00 per hour, while also raising the tipped minimum wage to §9.00 per hour, a
more-than 200 percent increase. A large majority of economic research and American labor economists agree this proposal

would have significant negative consequences for employment, particularly for tipped restaurant employees.

Using methodology developed by the nonpartisan Congressional Budget Office, a $15 minimum wage and tipped wage increase

is estimated to have the following negative impacts on employment:

*  Pennsylvania can expect to lose over 85,779 jobs.

THE IMPACT STATEWIDE:

Sixty-four percent of job losses will be among

women, and 70% will be lost among 16-24 year olds. A 107% Minimum Wage Increase

*  The restaurant and bar industry will account and 218% Tipped Wage Increase

for roughly half of all job losses. 85,779 Jobs Lost

* Tipped employees will account for 31,923 of all 13% of Total Restaurant Industry
jobs lost. This means by 2026, roughly 1 in 4 Jobs Lost
tipped employees in Pennsylvania will lose their jobs. 94% of Total Tipped Jobs Lost
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View a full methodology at EPIOnline.org.
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Written by Dr. William Even and Dr. David Macpherson

This study uses methodology similar to that employed by the Congressional Budget Office (CBO) in their 2019
analysis of the consequences of an increase in the federal minimum wage to examine the impact of proposed
legislation that would increase the hourly minimum wage to $15.00.01 We investigate the impact of proposed

legislation that would increase Pennsylvania’s hourly minimum wage to $15.00, and increase the tipped minimum
wage to §9.00, by 2026.

The data and methodology used to estimate the number of people affected and the job loss are described below.
While it was not possible to obtain all of the specific assumptions and methods used by the CBO, the methods and
assumptions used here are constructed to match the CBO as closely as possible given the details in their report. We
update the original CBO methodology by using the most recent CBO forecasts of future economic conditions that

were released in February 2023.1

The data are from the Outgoing Rotation Groups (ORGs) from the Current Population Surveys (CPS) between May
2021 and April 2023. This provides 24 months of data and makes use of the most recent available release of the CPS
available at the time of this writing. Unlike the CBO’s 2019 study which used one year of data, we use two years

of CPS data to improve the sample sizes for providing estimates of the employment effects at the state level and for
various subgroups (e.g. by industry, age, or race). To combine the two years of data, we adjust the earnings weights in

2021 through 2023 to reflect CBO estimates of employment growth over that period of time.

In determining who is affected by a change in the minimum or tipped minimum wage, we must first estimate what
their wage levels and then forecast what their wages would be in the absence of the new law. For non-tipped workers
reporting they are paid by the hour, we use the reported hourly wage. For workers who do not report an hourly wage
and for tipped workers, we estimate their hourly wage by dividing their reported usual weekly earnings (including tips,
overtime and commission) by their usual weekly hours.ll Like the CBO, we adjust reported usual hours to correct for
outliers in the data and to adjust for reporting error in usual hours prior to estimating wages using weekly earnings.™)
We also follow the CBO process for trimming usual weekly hours to reflect reporting error inherent in the CPS.M For
tipped workers, we estimate their cash wage (i.e. their wage before tips) as their reported hourly wage.! In order to
comply with minimum wage laws, tipped workers must be paid a cash wage that is at or above the tipped minimum

wage and an hourly wage (including tips) that exceeds the minimum wage.

We merge the data on hourly earnings to data on the minimum wage and the tipped minimum wage for the 2021-2023
sample period state and month.t! For each worker in the data, we compare their current hourly wage to the worker’s
applicable minimum in the relevant month. Following the CBO methodology, if an untipped worker hourly wage is
more than $.25 below the state’s minimum wage minus $0.25, we assume the person is not covered by the Fair Labor

Standards Act (FLSA).M For tipped workers, we compare their hourly wage rate to the state’s tipped minimum wage



Employment
Policies
INSTITUTE

Technical Appendix

and consider them not covered by FLSA if their hourly wage is more than $.25 below the state’s tipped minimum wage.
¥ Like the CBO, we assume all workers who are judged to be not covered by the FLSA are not affected by changes in the

federal minimum wage law.

To forecast the impact of a minimum wage law that becomes fully effective in 2026, we assume that employment will
increase at 0.616% per year between 2023 and 2026 based on February 2023 CBO forecasts.® Also, we assume that
nominal wages would grow by 3.666% per year based on CBO projections of growth in the Employment Cost Index
between 2023 and 2026.%1 If a worker covered by the FLSA has a wage (or tipped wage for tipped workers) in 2026 that is

below the state-specific minimum wage forecast for 2026, we boost the estimate to match the level required by state law.

To estimate the number of workers affected by a minimum wage in 2026, we perform separate calculations for tipped
and non-tipped workers. For non-tipped workers, we estimate the number of people with a predicted wage in 2026 lying
between the forecast of the state-specific minimum wage for 2026 and the proposed 2026 minimum of $15.00. For tipped
workers, we estimate the number of people whose cash wage (1.e., the hourly wage paid by the employer, excluding tips) is
between the state’s forecasted tipped minimum and the proposed tipped minimum wage in 2026. We also check whether
a tipped worker’s full wage (including tips) is between the state’s minimum wage and the proposed minimum wage. A

tipped worker is defined as affected if either condition holds.

After estimating which workers are affected by the proposed minimum or tipped minimum wage, we estimate the
increase in the hourly cost to the employer. For non-tipped workers, the increase in the cost is the difference between the
proposed $15.00 minimum wage and the wage we predict for the worker in 2026. For tipped workers affected by the
new law, the increase in cost is estimated as the greater of (1) the increase in the cash wage due to a change in the tipped

minimum wage; and (2) the increase in the full wage (including tips) required by the increase in the minimum wage.

The estimated job loss uses elasticities identical to those used by the CBO for their analysis of a $15 federal minimum
wage. For the $15.00 minimum wage, we assume the elasticity for affected teenagers (workers aged 16-19) 1s -0.829, and
for affected adults, the elasticity is -0.269.4 The estimated job loss is calculated by summing across all affected workers
the product of the relevant elasticity, the percentage increase in the hourly cost to employers resulting from the proposed

change, and the worker’s earnings weights adjusted to reflect employment in 2026.

The forecast is that in 2026 wage and salary employment would be 5.74 million. If Pennsylvania’s minimum wage were
increased to $15.00 and the tipped minimum wage were increased to §9.00 per hour, we estimate 630,378 workers would
be affected and 85,779 would lose jobs. Separate tables are provided showing the forecast of the 2028 minimum by state in
the absence of changes in federal law; how the number affected and job loss associated with the new minimum wage laws

varies by state, industry, worker age, sex, race, and industry, and whether the worker is a tipped or non-tipped worker.
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[i] Congressional Budget Office. “The Effects on Employment and Family Income of Increasing the Federal Minimum Wage.” July 2019.
[ii] See Congressional Budget Office, “The Budget and Economic Outlook: 2023 to 2033.” The economic forecasts released in February 2023 are
available at www.cbo.gov/publication/58848.

[1ii] If a worker reports variable hours, we use a regression to estimate hours worked and divide weekly earnings by the prediction of their weekly
hours. The regression includes controls for female and year interacted with hours worked last week, full-time status, education (5 categories), age, age
squared, age cubed, age quartic, and race/ethnic status (3 categories). In addition, the model controls for female, year, and full-time status interacted

with one-digit broad occupation.

[iv] Using the regression estimates of usual hours worked (see prior footnote for details), we estimate the standard error of the regression residual. All

observations on hours are trimmed so that in the trimmed data no one’s regression error exceeds 1.96 standard errors.
[v] See Harley Frazis and Jay C. Stewart, “Is the Workweek Really Overestimated?” Monthly Labor Review (June 2014), http://go.usa.gov/xWPZW

[vi] For tipped workers without a reported hourly wage, we use a regression to estimate their hourly wage. The regression controls for occupation,

gender, age, and age squared and the sample is restricted to tipped workers.
[vii] Like the CBO, our analysis does not adjust for city-specific minimum wage laws.

[viii] For example, if a state’s minimum wage is $7.25, non-tipped workers earning less than $7.00 per hour are considered not covered by FLSA, and
if a state’s tipped minimum wage is $2.13, tipped workers earning a cash wage less than $1.88 per hour (excluding tips) are considered not covered.
These adjustments are designed to address the possibility that respondents round answers when reporting hourly earnings. The CBO methodology
compared tipped worker’s wage to $2.00 to account for rounding which is quite sensible given the federal tipped minimum of $2.13. However, many
states have tipped minimums different than $2.13 and we found evidence of heaping at the nearest quarter (e.g. if the tipped minimum is $5.67 there
is heaping at $5.50). Hence, we allow a person’s hourly wage to be up to $.25 below the state’s tipped minimum and still consider the worker covered

by the law.

[ix] Following the CBO, we define tipped workers as anyone who reports one of the following occupations: massage therapists; bartenders; waiters
and waitresses;, hosts and hostesses, restaurant, lounge, and coffee shop; barbers; hairdressers, hairstylists, and cosmetologists; miscellaneous
personal appearance workers; personal care and service workers, all other; taxi drivers and chauffeurs; and Food preparation and serving related
workers, all other including dining room and cafeteria attendants and bartender helpers in the other amusement, gambling, and recreation

industries or traveler accommodation industry or restaurants and other food services industries.

[x] The CBO report allowed for employment and earnings growth rates that varied by age, sex, education and race. We were unable to obtain the

assumed growth rates used by CBO and chose to use the same growth rates across sub-groups of the population.

[xi] The assumed earnings and employment growth are based on CBO forecasts released in February 2023. Congressional Budget Office, “The
Budget and Economic Outlook: 2023 to 2033.” Available at www.cbo.gov/publication/58848.

[xii] The CBO derives the long-run minimum wage elasticities by multiplying the CBO estimate of the short-run elasticities (-0.1475 for adults

and -0.4550 for teens) times 1.5 (-0.2213 for adults and -0.6825 for teens). These long-run elasticities are then scaled upward to account for larger
increases in the minimum wage and to account for the fact that the federal minimum wage would be indexed to inflation. The elasticities are scaled
slightly downward to account for three -year adjustment period. For details, see https://www.cbo.gov/system/files/2019-11/55681-cbo-code-for-

employment-elasticities.zip.



