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In a report issued last February, the Congressional 
Budget Office (CBO) estimated that raising the fed-
eral minimum wage from $7.25 to $10.10 an hour—a 
39 percent increase advocated by President Obama—
would reduce u.s. employment by hundreds of thou-
sands of jobs. Just a few weeks earlier, more than 600 
economists joined seven economics Nobel laureates in 

endorsing the proposal and claiming that it would have “little or 
no negative effect on employment.” Then, in march, a statement 
signed by more than 500 economists, including three Nobel 
laureates, asked the federal government to think twice before 
increasing the minimum wage. (Disclosure: I was among the 
signatories of that statement.) Which group of economists is 
correct, and why is there such a difference of opinion?

The CBO—a nonpartisan, credible research bureau of the u.s. 
Congress—offers a best-estimate that increasing the federal mini-
mum wage to $10.10 in three annual steps would, by the second 
half of 2016, deprive 500,000 workers of their jobs. The range of 
the estimate extends from a very light decrease in employment to 
one million workers out of work. Those workers would, of course, 
be made much poorer, but the tradeoff for their losses would be 
higher compensation for as many as 33 million other workers 
who would keep their jobs. The CBO estimates that similar, but 
smaller, effects would follow an increase of the minimum wage 
to $9 over two years.

The CBO report is quite prudent, incorporating all factors that 
could benefit employment and incomes. For example, it includes 
an increase of “a few tens of thousands of workers” (in the $10.10 
scenario) whose jobs would be created by a Keynesian boost of 
aggregate demand caused by the higher minimum wage. It recog-
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nizes that its estimates are full of uncertainties, as illustrated by its 
assessment of a one-third chance that the employment effect will 
be out of the forecasted range. Nonetheless, the CBO concludes 
that the proposed increases in the minimum wage would likely 
create unemployment.

THe WeigHT Of THe eviDence

This conclusion is not surprising. There is no good theoretical 
reason why a minimum wage, if it is binding on some employers, 
would have anything but a negative effect on employment. If the 
labor market is competitive (which it certainly is, especially at 
the bottom of the employment ladder), then any employer will 
let go—or not hire—an employee whose marginal productivity 
is lower than the minimum wage (plus payroll taxes and other 
employment costs) that the employer is obliged to pay.

A large number of empirical studies have confirmed that a min-
imum wage, if set above the equilibrium wage level, will destroy 
jobs. In their seminal 2008 book Minimum Wages, David Neumark 
and William Wascher present a review of empirical research on 
minimum wages in the united states. They conclude that there 
is plenty of evidence that “minimum wages reduce employment 
opportunities for less-skilled workers,” and they admit that their 
own research changed their prior views on the weight of evidence 
regarding the effects of minimum wages.

Anecdotal evidence that raising the minimum wage hurts 
employment is not hard to find. Last year, the left-wing magazine 
The Nation started an online petition demanding that Walmart 
boost its workers’ average hourly wage from $8.18 an hour to $12. 
Walmart countered that The Nation had only recently increased its 
intern stipends to the equivalent of the federal minimum wage 
of $7.25 (previously taking advantage of an exception that young 
people who are hired for less than 90 days need only be paid $4.25 
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2013 New York Times column, “would have overwhelmingly positive 
effects; it would have “little if any negative effect … on unemploy-
ment”; “modest increases … don’t necessarily reduce the number of 
jobs”; and “the main effect of a rise in minimum wages is a rise 
in the incomes of hard-working but low-paid Americans” (my 
emphasis). Those qualifiers seem to imply that even Krugman 
recognizes that some effects will be negative and that even a mod-
est increase (let alone a 39 percent increase) in the minimum 
wage may reduce the number of jobs, and perhaps that second-
ary effects would reduce the incomes of some hard-working but 
low-paid Americans.

Yet, Krugman concludes (speaking about republican leaders 
opposed to raising the minimum wage), that “[t]hey say that 
they’re concerned about the people who might lose their jobs, 
never mind the evidence that this won’t actually happen.” so “we 
should raise the minimum wage, now.” Why so much certainty 
in the policy prescription advanced by Krugman and economists 
of his obedience?

an hour). The magazine conceded, “We are not yet certain how 
this will work out long term, but for the fall we are anticipating 
hiring 10 interns rather than 12.”

Yet, some recent empirical research (summarized by John 
schmitt in a 2013 paper for the Center for economic and Policy 
research) finds little or no negative employment effect from 
increasing the minimum wage. In a forthcoming article, Neumark, 
J. m. Ian salas, and Wascher criticize the econometric methods 
used in that research. The academic debate seems to be turning 
into arcane econometric disagreements. The more arcane the 
debate, the less we should be swayed from standard economic 
theory, according to which the demand curve for labor (like all 
demand curves) has a negative slope. Perhaps the negative employ-
ment effect of minimum wages is smaller than was previously 
thought, but it is hard to deny that there is an effect.

even Paul Krugman is prudent in his evaluation of the evi-
dence, affixing some telling qualifiers to his bold policy recom-
mendations. An increase in the minimum wage, he wrote in a 
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HOW can ecOnOmiSTS Be WrOng?
Among the general public, opinion surveys show a massive sup-
port—around 75 percent—for increasing the minimum wage. This 
stance among people with no economic background is not sur-
prising. Only a small minority is hurt by minimum wages. Around 
5 percent of employed workers receive the current minimum wage 
or (given various legal exceptions) less. (The proportion would be 
a bit higher if we consider state laws; as of the beginning of this 
year, 21 states had a higher minimum wage than the federal wage.) 
The half-million workers that the CBO 
estimates would lose their jobs if the fed-
eral minimum wage were raised to $10.10 
an hour represent only one-third of 1 per-
cent of the employed work force. moreover, 
as generally is the case in politics, voters 
remain rationally ignorant of the issue 
and the relevant research.

On minimum wages (like on many 
other issues), economists take a different 
stance than the general public, although 
economists are not as free-market as many 
people assume. most surveys suggest that American economists 
are less favorably disposed to the minimum wage than the general 
public. They are split about half and half on its desirability, having 
perhaps become more supportive than they used to be.

To explain why so many economists support the minimum 
wage, Neumark and Wascher suggest that the average economist 
is simply not familiar with research in a field different from his 
primary specialization. There might be something to this expla-
nation, but one wonders why, before going public, economists 
would not bother to review the literature.

In late 2006, Daniel Klein and stewart Dompe surveyed a 
group of economists who had signed a public statement endors-
ing a minimum wage increase. They found that roughly two-
thirds of the respondents conceded that raising the minimum 
wage would have some disemployment effects (though most of 
them characterized the effects as “minor”). Among other ques-
tions, Klein and Dompe asked the respondents if they believed 
minimum wages to be coercive and thus contrary to liberty. About 
three-fourths did not believe so. Although coercion is a more com-
plex notion than many think, some write-in comments (which 
respondents were encouraged to add) seem remarkably naive—like, 
for example, these two from two different respondents:

■■“I do not subscribe to this definition of liberty. For me, it has 
more to do with free speech and freedom of association and 
other civil liberties.”

■■“[To me, the primary meaning of liberty is] Freedom of 
expression.”

In other words, those respondents seem to believe that liberty is 
only important if it involves a field of activity they personally value.

Is this naiveté or something else? That question leads us to 

another reason why some economists favor minimum wages: 
they may simply espouse values about distribution that are dif-
ferent from those of economists on the other side of the issue. 
economists promoting minimum wages may be willing to make a 
different tradeoff between winners and losers, between those who 
lose their jobs and those who stay employed at higher wages. From 
the Klein and Dompe survey, we can conclude that two-thirds of 
respondents were conscious of a tradeoff against the unemployed, 
and were willing to make it. They prefer that some people lose 

their jobs in order that others benefit from redistribution (mainly 
from business owners, according to many respondents). This sort 
of value-laden distributive judgment is the essence of politics. 

Another reason why many economists have abandoned their 
skepticism toward the minimum wage may simply be that they fol-
low their fans—that is, they feel obliged to satisfy their fans’ expecta-
tions. Like other intellectuals, economists are not only influenced 
by their political or academic bosses, they are also subject to what 
their admirers expect from them. This dynamic may have a stron-
ger effect on more famous economists for the simple reasons that 
they have more fans. Krugman’s views, for example, have become 
less scholarly as he’s become more popular and politically active.

All this does not bode well for the credibility of economics as 
a science. When acting as a policy adviser, the economist cannot 
avoid having skin in the game—contrary to the physicist, whose 
deep personal values are probably not challenged much by the 
fate of shrödinger’s cat, whether dead or alive or both. That most 
economists know little about welfare economics does not help 
them distinguish between positive analysis and value judgments.

a PrOBLem in WeLfare ecOnOmicS

However you interpret the data, a minimum wage increase will harm 
some people and benefit others. It is inconceivable that such a policy 
would benefit everyone and harm no one. That leaves us with the 
standard problem in welfare economics: how to evaluate a policy 
measure that is not a Pareto improvement. such an evaluation 
cannot be done without making extra-economic value judgments.

Imagine a situation where, before establishing a minimum 
wage, 5 percent of employed workers earned a wage lower than 
the proposed minimum. many of those low-wage people would 

Economists promoting minimum wages may be  
willing to make a different tradeoff between winners  
and losers, between those who lose their jobs and  
those who stay employed at higher wages.
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be poor, although virtually all who wanted a job could get one. 
A certain distribution of income (and utility) would thereby be 
generated. At the bottom of the distribution, poverty would be 
a consequence of everybody’s liberty to enter into employment 
contracts at mutually agreed upon wages.

under a minimum wage law or an increase in that wage, the 
distribution of income (and utility) is changed. some of the poor, 
as well as some of the non-poor, get higher wages. But it is very 
likely that others will lose their jobs and become poorer. Whether 
the new poor number one million, 500,000 or just one, the wel-
fare economics problem is the same. The distribution has been 
changed by coercive government regulation, “coercive” meaning 
that the new poor would not comply with the law if they, and their 
potential employers, were not forced to do so. At the bottom of 
the distribution, some poverty results from political diktats and 
bureaucratic enforcement or, in other terms, from the coercive 
power of some individuals over others.

Answering the liberty-coercion question in the Klein and 
Dompe survey, one economist commented: “Have you ever had to 
sit and listen to children crying for want of food?” That comment 
is the stuff of public relations dreams, but it also illustrates our 
welfare problem. Let’s pursue the story in those terms.

suppose that, in contemporary America, some children cry 
because they are hungry. They are probably few in number, but even 
if there is just one single hungry child, our welfare calculation must 
count him. (Note in passing how strange such a situation is when 
all levels of u.s. government devote 40 percent of their expenditures, 
or around 15 percent of gross national product, to social transfers 
and social programs. Perhaps the state is not that great after all.)

If the CBO’s estimates are correct, there probably will be fewer 
crying children after the minimum wage has been increased to 
$10.10 because the measure will have pulled 900,000 individuals 
above the official poverty level. Those individuals include chil-
dren in poor families, but they are not net crying children. some 
previously crying children will be fed, and stop crying; but other 
children, in families with one or more of the 500,000 new unem-
ployed, will lose their food and start crying or cry all the harder.

The plights of those two groups of children (and their parents) 
have very different sources. The ones crying before the increase 
in the minimum wage owed their impoverished condition to 
the impersonal result of everybody’s equal liberty. The plight of 
the new crying babes, after the minimum wage enactment or 
increase, will have been directly caused by the people holding 
political power.

some economists argue that there will be little or no dis-
employment effect because of efficiency gains—in other words, 
employers will make their employees work harder in order to 
justify the higher wages. The question is, why didn’t the employers 
achieve those gains before a new minimum wage was imposed? 
Perhaps those employers weren’t actively trying to maximize 
profits until the politicians changed the minimum wage—but that 
seems unlikely. The more likely reason is that it was not profitable 

for the employers to do so, perhaps because the low-productivity 
employees did not want to—or could not—work harder. If, after 
a minimum wage is imposed, employers find ways to work their 
employees harder instead of firing them, then you may have fewer 
crying babies, but you will also have some crying, exploited work-
ers. There is no such thing as a free lunch.

Feeding crying children, even if there is only a small number 
of them, is a worthy objective. But trying to achieve it through 
political coercion not only implies making tradeoffs among indi-
viduals, but it also increases the burden of regulation and damp-
ens economic growth and prosperity. econometric estimates by 
John Dawson and John seater suggest that if federal regulation 
had remained at its 1949 level, the average American would now 
earn more than three times his current income. even more gains 
would have been made in the absence of state and local regula-
tion. Admittedly, the minimum wage is just a small part of that 
flood of government intervention, but it does not help to stop it.

A policymaker and his economic adviser face two alternatives: 
Will they let some babies cry, and wait for mounting prosperity to 
feed them? Or will they feed some crying babies now with the food 
taken from other crying mouths? A related question is how many 
crying babies on one side justify taking food from the mouth of a 
baby on the other? (make sure your numbers are correct!) Those 
are the value judgments that economists ultimately have to make 
when they take a policy stance in the minimum wage debate.

I suggest that leaving the minimum wage alone—or better, 
abandoning it—is both more conducive to prosperity and more 
easily defensible from a moral viewpoint.
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