Employment
Policies
INSTITUTE

March 19, 2025

Illinois House of Representatives
Executive Committee

Room 118 Capitol Building
Springfield, IL

Dear Honorable Members of the Executive Committee:

The proposal to eliminate Illinois’ tip credit in House Bill 2982 has no track record of helping
tipped workers. In fact, everywhere tip credit elimination has been tried, it has failed workers.

The consequences of tip credit elimination have been studied over decades, and economists have
found the policy slashes jobs and scheduled hours, reduces tips and take-home pay for tipped
workers, and closes restaurants.

e A National Bureau of Economic Research study finds every $1 increase in the tipped

wage causes a 6.1% decrease in restaurant employment.!

e A Cornell University study finds as state tipped wages are forced up, tip percentages left
by customers fall.? States that do not allow tip credits have some of the lowest tipping
percentages in the country.?

e A U.S. Census Bureau study found a 5 to 6 percent increase in the tipped minimum wage
results in a proportional decrease in tip income.* The author concludes these results
“show that servers do not ultimately make more in total hourly wage.”

e A National Bureau of Economic Research study finds every $1 increase in the tipped
wage causes a 5.6% total earnings loss for tipped employees.’ The median tipped worker
in Illinois already earns $28 per hour — many earn much more.® Eliminating the current
system would drive their earnings down.

e A Harvard Business School study finds every $1 increase in the mandated wage for
tipped restaurant workers increases the probability of restaurant closures by 14 percent.’

Eliminating the tip credit according to H.B. 2982 means Illinois’ mandated base wage for tipped
workers will spike up by 66 percent in just a few years. That will leave operators, and
consequently their staff, forced to make the same hard decisions. That’s why 90% of tipped
workers nationwide — including those in Illinois — oppose changes to the current tip credit
system.®

The negative consequences are unfolding in Washington, D.C., which began eliminating its tip
credit almost two years ago:

e If restaurant operators can’t raise their prices enough to cover the increases, many
will be forced to turn to automatic service charges. Currently, more than 300 D.C.
restaurants have adopted service fees.’
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e If that doesn’t work, restaurants will be forced to downsize staff, which will limit the
amount of foot traffic they can reasonably accommodate.

o Federal data shows D.C. lost thousands of restaurant jobs in the year after
Initiative 82 began. This occurred during a period of employment growth in the
city’s other industries, and represents a 19 percentage point drop for restaurants
from the previous year before the law went into place.'®

o This estimate may even be on the low side: The local restaurant association
surveyed its membership and found 70% have either cut hours, laid off staff or
stopped hiring.!!

e The Employment Policies Institute surveyed local D.C. restaurants shortly after its
tip credit elimination policy went into effect, and found 77 percent would be forced
to close or move to Maryland or Virginia by 2027.!2 In fact, D.C. saw its highest number
of restaurant closures in 2024 since the pandemic — and the rate of closures to openings
has grown.!?

e Fewer hours and fewer customers mean fewer tips for hard-working servers and
bartenders.

o Newly-released payroll platform data shows in fact, states that have fully-
eliminated tip credits are in the bottom half of states nationally for their low
average tipping percentages.!* California, which eliminated its tip credit decades
ago, is the lowest in the nation, with an average tipping percentage that is 10
percent lower than the national average of 19.8%. That’s lower than all other
states that maintain a robust tip credit system.

The situation got so bad in D.C., servers and bartenders flooded a six-hour hearing before the
D.C. City Council held in January. Workers told City Council members that under the city’s tip
credit elimination law, their tips had gone down, earnings went down, and they had experienced
staffing cuts.!> As a server told the Council: “Since [tip credit elimination] has begun to be
implemented. ..I’m now making up to 50% less.” Many called for the law to be halted before the
city fully eliminates its tip credit for good.

Chicago followed D.C.’s example roughly a year later, and early data indicates negative impacts
on restaurant jobs: the latest federal data surveying 95% of employers through September 2024
found Chicago’s metropolitan area lost over 5,000 restaurant jobs in just three months
since the city’s tip credit elimination policy began to take effect in July 2024.1°
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e The Chicago-area job loss, which represents 3.3% of its full-service restaurant workforce,
is more than seven times greater than losses for full-service restaurants throughout
the rest of Illinois (which lost 0.45% of jobs in the same three-month period).!”

e Full-service restaurant job losses since tip credit elimination began have also
significantly outpaced any job losses for all industries in Chicago (0.52%
employment loss) during the same three-month period.'®

Chicago has also seen a rise in automatic service charges as restaurants are forced to adapt to
afford higher wage bills. Local diners have tracked over 150 restaurants in Chicago to date that
have added these fees.!

This is an economic disaster — for employees and operators — that doesn’t need to be exported to
the entire state of Illinois. I urge the committee to consider how moving forward with policies
that endanger the tip credit would bring job and earnings losses for Illinois’ tipped workers, and
how it could wreak havoc on the state’s dining scene.

Sincerely,
Rebekah Paxton

Research Director, Employment Policies Institute
paxton@epionline.org
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