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Minimum Wage Policy Landscape

• The federal minimum wage has 
rarely been less economically 
relevant.
• Stuck at $7.25 since July 2009.

• But state and local minimum 
wage policy is in some ways 
more economically significant 
than ever.
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Source Data: https://www.dol.gov/agencies/whd/minimum-wage/state
Image Source: https://en.wikipedia.org/wiki/List_of_U.S._states_by_minimum_wage



Minimum Wage Policy Landscape

• In recent years there has been substantial activity at the sub-state level.
• Nearly 70 localities have their own minimum wage laws.

• There has also been renewed interest sector-specific minimum wages:
• New York has a minimum wage for App-based delivery workers.
• New York has enacted fast food and hospitality sector-wide minimum wages.

• California enacted a $20 fast food minimum wage in September 2023 
(implemented in April 2024).

• Los Angeles City Council instructed its Chief Legislative Analysis to study a 
$32.35 minimum wage for work on residential construction of developments 
“with ten or more residential units and under 85 feet in height.”

• San Diego’s hospitality sector minimum wage will rise to $25 by July 1, 2030.
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https://cityclerk.lacity.org/onlinedocs/2025/25-1138_misc_09-30-25.pdf


How Should We Think About the Minimum Wage?

• The minimum wage’s goal is to enhance the living standards of low-wage 
workers. 

• This is a fundamentally redistributive goal, so we need to understand what 
households realize the benefits and who bears the cost.

• Public debate over minimum wages focuses primarily on the question of 
whether it destroys jobs. 
• But there’s much more to the question of who bears the cost, and whether it is an 

effective policy instrument, than this. 
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How Should We Think About the Minimum Wage?

• Who benefits from a minimum wage increase?
• Low-wage workers

• Who might bear the cost of a minimum wage increase?
• Owners of firms? (Reduced profits)

• Consumers of the goods produced by firms that employ minimum wage workers? 
(price pass-through)

• Workers themselves? (offsets through reductions in fringe benefits or changes in 
other job attributes)

• Workers who cease to be employed? (the employment effects that capture 
attention in public debate)
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How Well Targeted Is the Minimum Wage?

• To what extent does targeting low-wage workers target needy households?
• Recent evidence from the NBER version of Burkhauser, Nichols, and Sabia 

(Forthcoming, RESTAT)
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• When we redistribute through the tax code we can target much more effectively.
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Who Bears the Cost? (Firm Owners?)

• The best-case scenario for the minimum wage is that it is paid for 
entirely by firm owners.
• In what sense is this the best case? Firm owners are the highest-income 

stakeholders who might bear the cost.

• How plausible is this best case?
• The minimum wage is “paid for” through lower profits if firms fail to react.
• This is unlikely because firms respond to incentives: “when we shoot at a duck, 

we expect the duck will move.” –Former Senator Russell Long.

• Evidence suggests that small and less productive food service and retail firms go 
out of business after minimum wage increases, so owners of these firms bear 
some of the cost (Dustmann et al, QJE 2022; Rao and Risch, QJE 2026). 
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Who Bears the Cost? (Firm Owners?)

• Implications of cost falling on firm owners:
• The hardest hit firms tend to be small firms and firms in Leisure and Hospitality.

• Owners of low wage firms are reasonably well off, but are not typically among the 
richest (Drucker, Mazarov, and Neumark, 2019).

• This is less progressive than paying for a wage subsidy with a tax on high earners.
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Firms with high fraction
minimum wage workers

Firms with low fraction
minimum wage workers



Summary So Far

• So far, we have not allowed for any responsiveness of firms to the 
incentives they face.

• Even absent firm responses, the targeting properties of the minimum 
wage are quite a bit worse than redistributing through the tax code:
• The owners of firms that disproportionately employ minimum wage workers 

tend more towards upper-middle-income than rich.

• The minimum wage workers themselves are surprisingly spread across the 
earnings distribution because they are often the second or third highest 
earner in their households.
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Price Increases From the $20 Fast Food Minimum Wage

• A more plausible outcome is that firms raise prices in response to the 
minimum wage, which passes the cost to their consumers.

• There is widespread agreement that minimum wage increases lead to 
price increases. (“Price Pass Through”)

• Evidence from the California Fast Food minimum wage and 
elsewhere.
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Price Increases From the $20 Fast Food Minimum Wage

• Metro-Area Consumer Price Indices allow us to compare “Food Away From 
Home” Prices in 4 California metros relative to 17 large metros elsewhere
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• CA prices move on a similar trend and then diverge after AB 1228 passes.

• The average differential rise is 3%. 

San Diego!



Price Increases From the $20 Fast Food Minimum Wage

• Was California hit by other forces that led more broadly to increases in 
prices? 
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• No evidence from the broader basket of goods that excludes food and 
energy.



Price Increases From the $20 Fast Food Minimum Wage
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• Even the more narrowly relevant “Food at Home” series moves in 
parallel. 



Additional Evidence on Price Increases

• Evidence from California and a broader range of settings is consistent
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Who Bears the Cost? (Consumers?)

• Implication: It’s like a transfer financed  by a sales tax skewed against 
goods and services produced by low-wage workers (MaCurdy, JPE 2015).
• This is more regressive than using income taxes to finance a wage subsidy.
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The burden is spread
proportionately across 
the income distribution
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Can Firms Shift Minimum Wage Costs Back to Workers?

• Category 1: Reductions in Fringe Benefits
• Straightforward logic: Compensation includes fringe benefits as well as wages. 

When regulation increases wage costs, firms might pull back on benefits.
• There is evidence in the opposite direction (benefit mandates reduce wage costs).

• But evidence that minimum wage increases results in lower benefits suggests modest effects.

• Category 2: Productive Disamenities
• Definition: Things that make a job less pleasant (reduce worker welfare) but that 

enhance hourly output.
• Examples: Pace of work; employer-driven schedule changes (call-ups and shift cuts)

• Recent evidence on these margins is strong
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Evidence on Reductions in Fringe Benefits

• Several recent papers suggest that health 
insurance benefits become less generous 
(loss of coverage and higher deductibles).

• May offset around 10 percent of the cost 
of the wage increases.
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Evidence on Scheduling

• Scheduling is one of the more intuitive 
margins of adjustment once you think 
about it.
• Hourly output rises if workers are sent 

home when not needed and called up 
when needed.

• But that reduction in flexibility may 
increase workers’ childcare costs or 
disrupt their social lives.

• Data on employer-driven schedule 
adjustments is hard to come by, but 
there is a job market paper on this 
topic this year from Hannah Farkas. 
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Evidence on the Pace of Work

• A pair of recent papers (Ku, JOLE 
2022; Coviello et al, JPE 2022) have 
found that minimum wage workers 
produce more by exerting greater 
effort following minimum wage 
increases.

• Working more productively is good, 
but exerting more effort is costly.
• The cost of greater effort erodes 

some of the welfare gain from the 
increase in wages.
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An Implication of More Intensive Effort 

• A recent paper finds that 
minimum wage increases come 
with increases in workplace 
injury rates.

• Effects are largest for injuries  
related to cumulative physical 
strain, pointing to a tangible cost 
of the increase in work intensity. 

• The authors estimate that “the 
increase in injury risk offsets 19% 
of the welfare improvement… of 
higher wages”
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Non-Employment Margins Taken in Total
• So far, we have focused on non-employment margins along which costs can be 

distributed:
• Reduced firm profits; price pass-through to consumers; workers themselves. 

• Research on these margins has started to blossom.
• In any given setting each margin may on average be small, but the overall 

implications appear substantial.
• 10+% health benefit offset, other benefits, 19% welfare offset from injuries, other effort 

costs, lost schedule control….
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Evidence on the Minimum Wage’s Employment Effects

• Evidence is mixed, 
and even summaries 
of the literature are 
contentious.
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Evidence from my own research

• My own research finds the 
minimum wage increases 
DO reduce employment 
when they are very 
strongly binding…
• Like during the Great 

Recession,
• Or when increase exceeded 

several dollars during the 
2010s expansion

• but NOT when increases 
are moderately binding
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Some Have Found Null Effects across a Range of Settings

• There is strong evidence 
that the typical, small 
historical minimum 
wage increase in the 
United States have 
small-to-no effect on 
employment.

• These authors contend 
further that high as well 
as moderate minimum 
wages have no effect on 
employment.
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Others Have Found Large Effects of Large Increases

• Other evidence supports the view that 
large increases tend to have large 
effects on employment and hours.
• Evidence from Seattle’s large 

minimum wage increase. 

• Evidence from the evolution of 
Germany’s minimum wage
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Some Research Finds Strong Substitution Patterns

• Even in settings where overall 
effects on employment are 
small or zero, evidence points 
to substitution away from the 
least skilled workers.
• Evidence from job vacancy 

postings during the 2010s 
(Clemens, Kahn, and Meer, 
JOLE 2021)

• Evidence from a randomized 
experiment in a large online 
labor market (Horton, AER 
2025)
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Small Firms Struggle Following Minimum Wage Increases 

• Even when having small-to-no 
effect on employment, the 
evidence suggests that small 
firms struggle and that workers 
are reallocated to large 
corporations.
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Employment Effects of the $20 Fast Food Minimum Wage

• My reading of the data on California’s $20 fast food minimum wage: 
• Limited-Service Restaurant employment in California fell by roughly 3 percent 

relative to Limited-Service Restaurant employment elsewhere around the U.S.
• Data come from the comprehensive Quarterly Census of Earnings and Wages.
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Detrending and Seasonally Adjusting Has Little Impact
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Did Other Industries Show Signs of a Struggling Economy?
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• California’s non-minimum-wage intensive industries exhibit a large decline in 
early 2023, but do not move in ways that suggest exposure to California-specific 
shocks that would bias the fast-food analysis.



Disagreement Over CA’s $20 Fast Food Minimum

• A working paper released earlier this month arrives at a very different 
conclusion.
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• This paper argues that the control group needs to be reweighted to 
better match California’s trend in the lead-up to AB-1228’s enactment



Is there an argument for reweighting the control group?

• Is this justified?
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• This new paper’s control group is “a weighted combination of Idaho 
(61%), Utah (22%), Pennsylvania (7%), Texas (7%), and Georgia (4%).”

• Readers can decide for themselves how best to read the evidence.



Returning to the Big Picture.

• Employment and price effects are linked in two ways.

• Price increases impact product demand.

• Scope for price increases can mediate the size of employment 
declines.
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Employment and Price Effects Are Linked in Two Ways.

• This is almost exactly the relative magnitude 
of the effects my research has estimated for 
the $20 fast food minimum wage’s impacts on 
prices and employment. 
• It is difficult to rationalize how a wage increase 

could lead prices to go up substantially without 
demand for labor going down.
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• First, demand for goods and services slopes down. When a cost shock leads prices 
to rise, industries scale back.

• Existing evidence on the restaurant sector implies that a 4% increase in prices 
tends to lead demand to fall by around 3%.



Employment and Price Effects Are Linked in Two Ways.

• Second, whether firms have scope for increasing their prices at all can 
mediate the magnitude of employment effects.

• Two high quality papers have shown recently that large minimum 
wage increases have larger effects on employment in industries 
where firms compete globally than in industries where they complete 
locally (Harasztosi and Lindner, AER 2019; Link, JPUBEC 2024).
• Haircuts and restaurants vs. manufactured goods and tourism.

• This raises a point of concern as we consider the implications of the 
$25 minimum wage scheduled for San Diego’s hotel sector, which 
competes with tourist destinations around the world.
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Conclusion

• The minimum wage is a fascinating topic to study.

• Even if costs are borne entirely by firm owners or consumers, it 
redistributes far less effectively than using the tax code to target wage 
subsidies, as with the Earned Income Tax Credit.

• Substantial costs are likely pushed back onto the workers themselves 
through changes in benefits, work intensity, and job loss.

• We should be nervous about the prospects for high minimum wages 
in sectors like San Diego’s hotel sector that compete on global 
markets.

5/15/2026 Clemens: Minimum Wages, Prices, and Employment 41


	Slide 1: Minimum Wages, Prices, and Employment: Evidence from California and Beyond 
	Slide 2: Minimum Wage Policy Landscape
	Slide 3: Minimum Wage Policy Landscape
	Slide 4: How Should We Think About the Minimum Wage?
	Slide 5: How Should We Think About the Minimum Wage?
	Slide 6: How Should We Think About the Minimum Wage?
	Slide 7: How Well Targeted Is the Minimum Wage?
	Slide 8: How Should We Think About the Minimum Wage?
	Slide 9: Who Bears the Cost? (Firm Owners?)
	Slide 10: Who Bears the Cost? (Firm Owners?)
	Slide 11: Summary So Far
	Slide 12: How Should We Think About the Minimum Wage?
	Slide 13: Price Increases From the $20 Fast Food Minimum Wage
	Slide 14: Price Increases From the $20 Fast Food Minimum Wage
	Slide 15: Price Increases From the $20 Fast Food Minimum Wage
	Slide 16: Price Increases From the $20 Fast Food Minimum Wage
	Slide 17: Additional Evidence on Price Increases
	Slide 18: Who Bears the Cost? (Consumers?)
	Slide 19: How Should We Think About the Minimum Wage?
	Slide 20: Can Firms Shift Minimum Wage Costs Back to Workers?
	Slide 21: Evidence on Reductions in Fringe Benefits
	Slide 22: Evidence on Scheduling
	Slide 23: Evidence on the Pace of Work
	Slide 24: An Implication of More Intensive Effort 
	Slide 25: Non-Employment Margins Taken in Total
	Slide 26: How Should We Think About the Minimum Wage?
	Slide 27: Evidence on the Minimum Wage’s Employment Effects
	Slide 28: Evidence from my own research
	Slide 29: Some Have Found Null Effects across a Range of Settings
	Slide 30: Others Have Found Large Effects of Large Increases
	Slide 31: Some Research Finds Strong Substitution Patterns
	Slide 32: Small Firms Struggle Following Minimum Wage Increases 
	Slide 33: Employment Effects of the $20 Fast Food Minimum Wage
	Slide 34: Detrending and Seasonally Adjusting Has Little Impact
	Slide 35: Did Other Industries Show Signs of a Struggling Economy?
	Slide 36: Disagreement Over CA’s $20 Fast Food Minimum
	Slide 37: Is there an argument for reweighting the control group?
	Slide 38: Returning to the Big Picture.
	Slide 39: Employment and Price Effects Are Linked in Two Ways.
	Slide 40: Employment and Price Effects Are Linked in Two Ways.
	Slide 41: Conclusion

