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s the movement for higher wages builds momentum from coast to coast,

Maine residents are calling for the state to join the almost twenty states

and more than forty cities and counties that have recently raised their mini-

mum wage." Residents will vote on a ballot initiative in the November 2016
election that, if successful, would gradually raise the state’s minimum wage from its
current level of $7.50 to $12 per hour by 2020. A $12 minimum wage in Maine by
2020 would raise wages for 181,000 residents.?

The ballot proposal would also gradually eliminate the subminimum wage for
tipped workers, currently set at 50 percent of the full minimum wage, or $3.75 per
hour.? Under current law, employers can pay tipped workers the lower tipped wage
as long as gratuities cover the difference between the regular minimum wage and
the subminimum tipped wage.* Tipped workers include waiters and waitresses, bar-
tenders, food delivery workers, and many others at the heart of important Maine
industries like tourism and hospitality. By eliminating the subminimum tipped wage,
the ballot initiative would directly address the economic insecurity and high rates of
sexual harassment that uniquely affect the nearly 24,000 tipped workers in Maine.®

This report analyzes the impact of maintaining a lower minimum wage for tipped
workers and draws from the experience of “One Fair Wage” states and cities that have
abolished the subminimum tipped wage. It finds that:

The outmoded subminimum tipped wage promotes poverty wages and un-
stable incomes for a tipped workforce that is 79 percent female in Maine.®
Contrary to industry claims that most tipped servers earn high incomes, the
Bureau of Labor Statistics (BLS) reported in its 2015 Occupational Employment
and Wage Estimates that the median wage for tipped waiters and waitresses
in Maine was just $9.06 per hour, including tips.” This median wage was just a
little higher than Maine’s minimum wage during the period captured in the BLS
data (the minimum wage in Maine has been set at $7.50 per hour since 2009).8



While a small number of tipped workers are employed at high-end
restaurants where they earn a significant amount in tips that translate
into higher incomes, high-earning servers are a small minority and not
representative of tipped workers in Maine.’

Eight percent of all workers in Maine live in poverty, but Maine's tipped
workers experience poverty at over twice that rate.'® Like tipped work-
ers across the country entitled only to a subminimum tipped wage,
they work for widely fluctuating incomes’" which leave them and their
families economically vulnerable.

People of color feel the impact of the tipped subminimum wage even
more sharply—a quarter of tipped workers of color in Maine live in
poverty, compared to 18 percent of white tipped workers."?

With a base wage of $3.75 per hour, Maine's tipped workers depend
almost entirely on tips for their income. This forces servers to tolerate
inappropriate behavior from customers in order to make a living and
also makes them vulnerable to objectification and harassment from co-
workers and management. In fact, women restaurant workers in states
with a subminimum tipped wage of $2.13 per hour are twice as likely
to experience sexual harassment as women in states that do not have
a subminimum tipped wage."

The nation’s top wage enforcement experts at the U.S. Department
of Labor report that the complex subminimum tipped wage system—
whereby employers are required to monitor employee wages and tips
so that they can make up the difference between an employee’s earn-
ings and the full minimum wage if tips fall short—is so complicated that
it is difficult to enforce and results in high rates of noncompliance by
employers.™

Recognition of the harms and pitfalls of a subminimum tipped wage
has sparked a growing movement to abolish it. Two federal bills to raise
the minimum wage would gradually eliminate the subminimum tipped
wage.'® Leaders who support eliminating the subminimum tipped wage
include President Barack Obama, ¢ Secretary of State Hillary Clinton,"”
Senator Bernie Sanders,'® and over two hundred members of Congress,
including Maine Congresswoman Chellie Pingree.™



Contrary to opponents’ predictions, raising the subminimum wage
while prohibiting a lower tipped subminimum wage has not led res-
taurants to abolish tipping and has not led diners to reduce tipping
levels. While a small number of high-end restaurants are experiment-
ing with eliminating tipping, overall tipping rates are the same, if not
higher, in the seven One Fair Wage states.?’ In fact, tipping rates in San
Francisco?' and Alaska,?? are among the highest in the country, despite
the fact that these jurisdictions do not have a subminimum tipped wage.

The restaurant industry is strong in the seven One Fair Wage states,
demonstrating that it is economically feasible to phase out the sub-
minimum tipped wage without harming restaurant jobs or sales.?* The
National Restaurant Association’s (NRA) data show relatively high rates
of restaurant industry employment and sales growth in states that do
not permit a subminimum tipped wage compared with states that
permit it.?*

Restaurant employment in the seven One Fair Wage states is projected
to grow in the next ten years by 10.7 percent, while Maine’s restaurant
employment rate is projected to grow 7.6 percent during that same pe-
riod.?> Restaurant sales during the next ten years are expected to grow
by an average of 6.1 percent for the seven One Fair Wage states, a rate
that exceeds both the national average sales growth rate of 5 percent
and Maine's projected sales growth rate of 3.7 percent for the same
period.?® At the local level, cities like San Francisco and Seattle, which
are implementing high minimum wages and which prohibit a submini-
mum tipped wage, are seeing their restaurant industries thrive.?’

A $12 minimum wage and the gradual elimination of the submini-
mum tipped wage in Maine can increase consumer demand without
significant inflationary effects. Economists at the University of Califor-
nia, Berkeley, estimate that increasing Maine’s minimum wage to $12
by 2020 would increase overall prices by less than 1 percent.?® At the
same time, extensive economic research shows that workers who see
their incomes increase as a result of a higher minimum wage are likely
to spend their additional earnings in their communities.?’ A higher mini-
mum wage, in combination with the elimination of the subminimum
tipped wage, could therefore boost sales for Maine restaurants and
encourage economic growth across industries.




BACKGROUND: THE SUBMINIMUM TIPPED WAGE
HAS NOT ALWAYS EXISTED-AND IT IS NOT UNIVERSAL TODAY

Tipping is a nineteenth-century practice imported from Europe and originally op-
posed in the United States as un-American and undemocratic.®® However, with
encouragement from business interests, tipping eventually proliferated in the after-
math of the Civil War, when the service industry, best exemplified by the Pullman Train
Company, adopted a strategy of hiring former slaves who were not paid a wage but
instead depended on customers to pay them in tips.*'

Until 1966, there was no federal subminimum wage for tipped workers.?? But with
the 1966 expansion of the federal Fair Labor Standards Act (FLSA) to cover hotel, mo-
tel, restaurant, and other leisure and hospitality employees who had previously been
excluded from the FLSA, the law was amended to allow employers to pay tipped
workers a subminimum wage set at 50 percent of the full minimum wage.?®* In 1980,
Congress raised the subminimum tipped wage to 60 percent of the full minimum
wage, but returned it to 50 percentin 1991.34

In 1996, bowing to pressure from the restaurant industry, the Republican-con-
trolled Congress froze the subminimum tipped wage at $2.13, decoupling it from the
full minimum wage for the first time since its adoption, and setting up two decades
of a frozen subminimum wage for tipped workers.*®

Notwithstanding federal law, seven states—California, Nevada, Oregon, Washing-
ton, Minnesota, Montana, and Alaska—do not permit a subminimum wage for tipped
workers.3¢ Tipped workers in those One Fair Wage states receive the full minimum
wage, and their tips function as a gratuity should—as additional income over and
above their wages.

THE TYPICAL TIPPED WORKER IN MAINE STRUGGLES
ON BARELY MORE THAN THE MINIMUM WAGE AND
FACES SIGNIFICANT ECONOMIC INSECURITY

The typical tipped worker in Maine earns just a little more than the state’s minimum
wage. As discussed in more detail below, while a small number of tipped workers are
employed at high-end restaurants where they earn significant amounts in tips that
result in higher incomes, they are a small minority and not representative of tipped
workers in the state. As a whole, tipped workers receive meager wages and experi-
ence poor working conditions. In fact, data show that seven of the twelve lowest-paid
occupations in Maine are tipped occupations (see Table 1).

Tipped restaurant workers account for 89 percent of the tipped workforce in
Maine,*” and servers and bartenders, alone, account for 60 percent of all Maine
tipped workers.*” According to 2015 BLS data, covering the period from November
2012 through May 2015 (adjusted to 2015 using the Employment Cost Index), the



= MEDIAN WAGES FOR

OCCUPATION MEDIAN HOURLY WAGE
THE 12 LOWEST-PAID
OCCUPATIONS IN MAINE Locker Room, Coatroom, and Dressing Room Attendants $8.60
2015 BLS Occupational
Employment Statistics®® Baggage Porters and Bellhops $8.81
TIPPED OCCUPATIONS IN BOLD Counter Attendants, Cafeteria, Food Concession, and Coffee Shop $8.82
Ushers, Lobby Attendants, and Ticket Takers $8.86
Manicurists and Pedicurists $8.91

Combined Food Preparation and Serving Workers, Including Fast Food $8.91

Amusement and Recreation Attendants

Bartenders

Hosts and Hostesses, Restaurant, Lounge, and Coffee Shop

Personal Care and Service Workers, All Other
Waiters and Waitresses

Motor Vehicle Operators, All Other

median wage for tipped restaurant servers in Maine—base wage plus tips—was just
$9.06 per hour.*® Maine's subminimum tipped wage during that period was frozen
ata meager $3.75, and the full minimum wage was set at $7.50 per hour.*' Thus, the
typical Maine server received enough tips to bring their hourly earnings up to just a
little more than the full minimum wage-—a far cry from the high income that the res-
taurant industry claims is representative of tipped servers in the state.*? Even Maine
restaurant servers earning at the seventy-fifth percentile in terms of hourly wages
earn only $11.59 per hour.® Those earning at the ninetieth percentile earn $17.19
per hour.*

Cost of living analysis shows that all workers throughout Maine, whether tipped
or non-tipped, need to earn at least $12 to afford the basics (see Appendix 1). Ac-
cording to data from the Economic Policy Institute, in 2014, a single worker with no
children working full-time in Rural Maine needed to earn at least $14.71 per hour to
make ends meet; a full-time single worker with one child required at least $22.75 per
hour to do the same.* Based on these cost of living estimates, even servers earning
at the ninetieth percentile in Maine are barely making ends meet. Bartenders fare
worse: their median hourly wage (including wages and tips) is just $8.94 per hour.%
In other words, the typical waiter, waitress, and bartender in Maine is barely getting
by, even after taking tips into account.

The inherently uneven and often unpredictable nature of tipped work is no doubt
a factor driving Maine tipped workers' low wages. While most of us expect to be paid
the same for every day or hour we work, this is often not the case for tipped workers.
Restaurant servers may make a substantial amount of money on Friday or Saturday
night but much less on other days. As one tipped worker explained, “nobody likes
to work Sunday morning or Monday—but somebody has to do it. When that’'s my

$8.93
$8.94
$8.96
$9.00
$9.06
$9.07



Bartenders and servers experience

POVERTY RATES IN MAINE

poverty at over twice the rate of the
overall workforce in Maine®'

19%

8%
BARTENDERS ALL
AND SERVERS WORKERS

time, | know I'm not going to make any money. Working Friday
night is like working five Sunday mornings.”*’ Bad weather, a
sluggish economy, the changing of the seasons, and a host of
other factors can also cause sudden drops in tipped income
and lead to economic insecurity.

It is no surprise then that in Maine, tipped workers face
poverty rates that are double those of the overall workforce,
and the poverty rate for servers and bartenders is even high-
er.® Servers and bartenders in Maine experience a poverty
rate of 19 percent while workers, generally, experience a pov-
erty rate of 8 percent (see Figure 1). Tipped workers in Maine
also rely on public assistance to make ends meet at high
rates. Seventeen percent of tipped workers in Maine use food
stamps, and 18 percent have insurance through Medicaid.*’ In
contrast, amongst Maine’s overall workforce, 11 percent rely
on food stamps and 9.2 percent rely on Medicaid.*® Public
assistance is essential for basic economic security, but is not
intended to serve as a wage subsidy for low-wage employers.

! MAINE’S TIPPED WORKERS ARE OVERWHELMINGLY ADULTS,
DISPROPORTIONATELY WOMEN, LIKELY TO HAVE AT LEAST
SOME HIGHER EDUCATION, AND MORE LIKELY TO LIVE
IN POVERTY THAN OTHER WORKERS

Demographically, tipped workers in Maine are older and more educated than com-

monly perceived, and they often support families on their tips:

In Maine, 59 percent of workers in predominantly tipped occupations are adults

age 25 or older.>

Seventy-nine percent of the tipped workforce in Maine is female.>®

Nearly 46 percent of workers in predominantly tipped occupations in Maine have

had some amount of higher education.>*

As noted above, servers and bartenders in Maine experience a poverty rate of

19 percent, compared with a rate of 8 percent for Maine workers, generally (see
Figure 1).In addition, 17 percent of tipped workers in Maine rely on food stamps,
and 18 percent have insurance through Medicaid.>®



ELIMINATING THE TIPPED MINIMUM WAGE
COULD SIGNIFICANTLY REDUCE SEXUAL HARASSMENT
FOR MAINE’S TIPPED RESTAURANT WORKERS

Because tipped workers largely rely on customers for their income, they must often
tolerate inappropriate behavior at work from customers, co-workers, and manage-
ment. In fact, while only 7 percent of women in the U.S. work in the restaurant industry,
more than a third (37 percent) of all sexual harassment claims to the Equal Employ-
ment Opportunity Commission (EEOC) come from the restaurant industry.

A 2014 survey of 688 restaurant workers by ROC United and Forward Together
showed that women working in customarily tipped occupations in states that have
eliminated the two-tiered wage system were less likely to experience sexual harass-
ment than women in states where they must depend on customers’ tips for the bulk
of their income.>” Women restaurant workers in states with a tipped subminimum
wage of $2.13—just slightly lower than Maine's tipped subminimum wage of $3.75—
are twice as likely to experience sexual harassment as women in states that do not
have a tipped subminimum wage.*® Women working in tipped restaurant occupa-
tions reported that the cultural expectations of their work in terms of appearance and
behavior were often more heavily sexualized when they depended on tips to meet
their base wage.* In states that allow subminimum wages for tipped workers, women
reported high rates of tolerating inappropriate comments and sexual behaviors while
at work to ensure a good tip and to simply keep their job.¢® Depending entirely or
almost entirely on tips for income ultimately pressures tipped workers to endure
inappropriate behavior.®!

Moreover, sexual harassment fueled by the subminimum tipped wage affects workers
of all genders. Men and transgender workers report that sexual harassment is widespread
in their restaurants.®? Forty-six percent of men reported that sexual harassment was an
uncomfortable aspect of work life, and 60 percent of transgender workers reported ex-
periencing “scary” or “unwanted” sexual behavior.®® Transgender survey respondents
were two-and-a-half times more likely to report harassing comments about their sexual

orientation or gender identity from customers than their cisgender coworkers.®*

A negative experience with sexual harassment in a restaurant workplace has lin-
gering effects that appear to amplify over time. The 2014 study also surveyed a subset
of 233 women who had previously worked in the restaurant industry, and it found that
over one third of those who had been tipped workers reported quitting their jobs as a
result of unwanted sexual advances.®® Overall, they were 1.6 times more likely to toler-
ate harassing behaviors in the workplace than women currently employed as tipped
workers, indicating that women who encounter sexual harassment in the restaurant
industry are more likely to tolerate sexual harassment in other environments.®¢ In
other words, the subminimum wage emboldens and normalizes inappropriate con-
duct, shaping perceptions of sexual harassment as acceptable workplace behavior
that tipped workers can carry to future workplaces.

Eliminating the tipped subminimum wage in Maine would likely reduce the inci-
dence of sexual harassment for tipped workers and potentially alter workplace norms
in a positive manner for all tipped workers in Maine and across the country.



WHEN ALI MOVED TO MAINE FROM CALIFORNIA-where servers are
paid the full minimum wage in addition to receiving tips—she wasn’t prepared for the
seasonal impact that comes with living on a subminimum tipped wage as a server. Ali
told us that her pay “was cut in half in the winter, but my rent didn't change and the cost
of heating goes up.... We don’t get snow days, so sometimes it feels like we put our
lives on the line to get to work and then [only] make $20-$25, and then get sent home
because it's too slow.”

According to Ali, seasonal variations are just one component of the precarious finan-

cial situation for servers in Maine. Because of the subminimum tipped wage, Ali's “entire

financial stability comes from people’s gratuity—which can be 0 percent. There are times

when people don't tip, which means | don’t make any money. There are times [when] | sit
for an hour and a half and wait a table so | can make money.” Since Ali makes only $3.75
an hour from her employer, the wages from her employer go almost entirely to taxes
which makes her dependent on the whims of customers to make ends meet.

To make matters worse, the subminimum wage for tipped workers facilitates
unwanted sexual behavior from customers at Ali's workplace. Ali told us, “I have expe-
rienced sexual harassment, | have been given [phone] numbers instead of tips, | have
been groped. | have been called ‘the help.’ | have been told the only reason | make tips

m

is because | ‘am slutty.”” Ali believes that eliminating the subminimum wage for tipped
workers would help protect her from harassment. She explained that “this referendum
would make me stand up for myself and for what | believe is right. | wouldn’t have to

deal with sexual harassment on a daily basis to live and survive.”

THE COMPLEX SUBMINIMUM TIPPED WAGE SYSTEM IS DIFFICULT
TO ENFORCE AND RESULTS IN WIDESPREAD NONCOMPLIANCE

Some of the nation’s top wage enforcement and policy experts, including the U.S.
Department of Labor, report that the complex subminimum tipped wage system—
where employers are supposed to monitor employee wage and tip levels and make
up the difference if tips fall short of bringing workers up to the full minimum wage—is
so complicated that it is difficult to enforce, resulting in high levels of noncompliance
by restaurant employers.

Employers in Maine are required to make up the difference if a worker’s base
wage of $3.75 per hour plus tips does not add up to the full minimum wage.®’ But
this complex system is both difficult to comply with and largely unenforceable for a
number of reasons:

1 It requires extensive tracking and accounting of tip flows, which is burdensome
and difficult for employers.®®



2 Employers are allowed to average tips over the course of the entire
work-week and required to “top up” only if an employee’s average
hourly earnings are less than the full minimum wage.*’

3 Tips are allowed to be pooled among various types of restaurant
employees, allowing a portion of the tips that a server receives to be
reallocated to other employees.”®

4 Tipped workers who have experienced tip-stealing or other forms of
wage theft are often reluctant to demand what they are owed out of
fear of reprisal. Tipped workers rely on their supervisors to schedule
them for shifts, and their earnings in tips often depend on which shifts
they work.”"

A 2014 report by the White House National Economic Council and the
U.S. Department of Labor confirms these challenges, stating that “[t]he rules
for tipped workers are complicated and can be confusing for employers and
employees alike.””? The report noted that “[o]ne of the most prevalent viola-
tions is the failure to keep track of employee tips and therefore the failure to
‘top up’ employees if their tips fall short of the full minimum wage.””® It found
that, when surveyed, “more than 1 in 10 workers in predominantly tipped
occupations report hourly wages below the full Federal minimum wage, in-
cluding tips” while “just 4 percent of all workers report hourly wages below
the minimum wage.”’* An in-depth story by The New York Times on the nail
salon industry in New York similarly found that even though nail salon work-
ers are considered tipped workers under state law, “interviews with scores
of workers revealed rates of pay so low that the so-called tip calculation is
virtually meaningless” and “[n]Jone reported receiving supplemental pay from
their bosses, as is legally required when their day’s tips fall short of the mini-
mum wage."”®

Compliance and enforcement challenges aside, under a subminimum
tipped wage system, customers are directly responsible for paying the ma-
jority of workers’ wages. For many servers in Maine who are paid just $3.75
an hour, zero-dollar paychecks are the norm since their employer-provided
wages go almost entirely towards taxes. Thus, rather than a gratuity for good
service, the existence of a subminimum tipped wage renders tips a customer-
funded wage replacement that lowers labor costs for employers in a few
select industries.




A GROWING MOVEMENT SEEKS TO ABOLISH THE OUTMODED
SUBMINIMUM TIPPED WAGE, AND NATIONAL LEADERS, INCLUDING
PRESIDENT OBAMA, SECRETARY CLINTON, SENATOR SANDERS, AND
MORE THAN TWO HUNDRED MEMBERS OF CONGRESS, SUPPORT IT

A growing list of national leaders are backing pro- All of these leaders have endorsed or co-
posals to gradually phase out the subminimum sponsored the federal Raise the Wage Act (H.R.
tipped wage. This list includes: 2150; S. 1150), which would gradually phase

President Barack Obama’é out the subminimum tipped wage and raise the

Vice President Joseph Biden”” federal minimum wage to $12 by 2020. A num-
P ber have also endorsed the Pay Workers a Living

Secretary of State Hillary Clinton’® Wage Act (H.R. 3164; S. 1832), which would grad-
Senator Bernie Sanders’? ually phase out the subminimum tipped wage
U.S. Secretary of Labor Tom Perez®° and raise the federal minimum to $15 by 2020.

175 members of the House, including Their support highlights the growing national

Maine Congresswoman Chellie Pingree®' consensus among progressive leaders that it is

33US.S o time to get rid of the unfair and outdated sub-
.S. Senators

minimum wage for tipped workers.

MICHAEL LANDGARTEN HAS OWNED AND OPERATED RESTAURANTS
for close to 30 years. After working as a computer programmer and a musician, Michael began
a career in the restaurant industry in 1986. Since then, he has been animated by his loyal cus-
tomers and a passion for quality food. Michael supports eliminating the subminimum tipped
wage because, in his experience, “underpaid workers lead to unhappy staff who are hard to
motivate, as well as to high turnover.” Moreover, Michael feels strongly that “if all restaurant
workers are shown the respect they deserve with a wage they can live on, the industry will
improve, as will the guest experience.”

Unfortunately, many restaurant workers in Maine don’t make living wages and tipped
restaurant workers struggle with an additional level of uncertainty, not knowing how much

they will take home week-to-week or even day-to-day. According to Michael, “the submini-

mum [tipped] wage creates insecurity and instability in the service workforce.” Since “those in
MICHAEL LANDGARTEN service are always feeling in danger of not making enough, they are subject to 1) the whims
Robert’s Maine Grill, of their guests (in the worst cases sometimes including harassment); 2) the ups and downs
Bob’s Clam Hut, of business; and 3) management decisions (for example, what section they are assigned).”
and Lil's Café Michael believes that restaurant owners can benefit from eliminating the subminimum
wage for tipped workers. Instead of subminimum tipped wages being "“a source of great
divisiveness between front and back of house,” raising the wage for all restaurant workers
to One Fair Wage offers the potential to “unify the whole staff behind a common purpose—
thrilling guests with great food and service.” For forward-thinking restaurateurs like Michael,
raising the minimum wage for tipped workers means that “the quality of the work will improve

dramatically” and result in a “better compensated and secure workforce.”



THE RESTAURANT INDUSTRY IS HEALTHY IN STATES
THAT HAVE NO SUBMINIMUM TIPPED WAGE

While lobbyists for the restaurant industry argue that eliminating the subminimum
tipped wage would hurt the restaurant industry and harm restaurant workers, the
facts belie those claims. A 2015 Cornell Hospitality Report looked at the impact of
minimum wage increases on restaurant employment and business growth levels over
twenty years across the United States. It found that raising the regular and submini-
mum tipped wage raises restaurant industry wages without “large or reliable effects
on full-service and limited-service restaurant employment.”® The restaurant industry’s
own analysis shows that the industry is healthy in the states that do not have a sub-
minimum tipped wage, and that sales in those states are projected to grow at an even
faster rate than in many of the states that have retained a subminimum tipped wage.

The NRA estimates that 2015 marked the sixteenth consecutive year in which
the restaurant industry’s job growth outpaced growth in the overall U.S. economy,8
and thatin 2016, restaurant job growth will outpace the overall economy again, add-
ing more than 300,000 jobs.?® In fact, jobs in the “eating-and-drinking place sector”
increased by 38 percent since 1999, while jobs in the overall economy increased by
only 10 percent during that period.? Restaurant sales are expected to reach $783
billion this year, according to the latest NRA Industry Forecast.?’

Many states experiencing strong restaurant job growth do not allow a sub-
minimum tipped wage and require employers to pay tipped workers some of the
country’s highest minimum wage rates. Restaurant employment in California—where
the minimum wage is now $10 per hour and will reach $15 by 2023,% and which
has no subminimum tipped wage—is projected to grow by 10.1 percent during the
2016-2026 period.?” In Oregon, which similarly has no subminimum tipped wage,
the minimum wage is currently $9.75 in most parts of the state” and will increase to
between $12.50 and $14.75 per hour over the next six years.”' Restaurant employ-
ment in Oregon is projected to grow by 13.2 percent between 2016 and 2026.7> And
in Washington State, where the minimum wage is $9.47% and voters will decide in
November whether to increase the minimum wage to $13.50 through a ballot initia-
tive,” restaurant employment growth during the same period is expected to grow
by 12.6 percent.”

In fact, restaurant employment in the seven states without a subminimum tipped
wage is expected to grow an average rate of 10.7 percent in the next ten years (see
Table 2). In contrast, restaurant employment in Maine is projected to grow 7.6 per-
cent during that period (see Table 2). When it comes to restaurant sales, projected
2016 sales for the seven One Fair Wage states average 6.1 percent (see Table 2), a
rate which exceeds both the projected national average of 5 percent” and Maine's
projected sales growth rate of 3.7 percent.” Table 2 summarizes the NRA's projected
employment and sales growth for the seven One Fair Wage states as well as Maine.

Historical data from 2001 to 2015 for the seven One Fair Wage states and Maine
also show that raising wages while prohibiting a subminimum wage for tipped work-
ers has had no adverse effect on those states’ vibrant restaurant scenes. Maine, on




il Comparing Maine's projected restaurant employment and sales growth with projected

employment and sales growth in states without a subminimum tipped wage

Seven States
with No Subminimum

CURRENT SUBMINIMUM NRA PROJECTED NRA PROJECTED
MINIMUM WAGE?®® TIPPED WAGE?%? JOB GROWTH, 2016-2026"%° SALES GROWTH, 2016""
Varying No 10.7% weighted average 6.1% weighted average

but all higher than

Tipped Wage Maine’s current $7.50

Alaska $9.75 No 6.9% 5.3%

Washington $9.47 No 12.6% 7.0%

Oregon $9.75 most areas No 13.2% 6.9%
$9.50 certain nonurban counties

California $10.00 No 10.1% 6.6%

Montana $8.05 No 11.1% 5.4%

Minnesota $9.50 No 8.3% 3.9%

Nevada $8.25 No 12.9% 7.3%

MAINE $7.50 Yes | $3.75 7.6% 3.7%

the other hand, which maintained both a low minimum wage and a low subminimum
tipped wage during this period (see Figure 2), lagged behind all seven One Fair
Wage states when it comes to restaurant employment growth (see Figure 3). It also
lagged behind four of the One Fair Wage states in the growth of restaurant establish-
ments (see Figure 4).

Restaurant industry spokespersons might argue that many of the states that have
eliminated the subminimum tipped wage are located on the West Coast or that some
of those states are significantly larger than or different from Maine. Together, however,
the seven states show that the restaurant industry has been able to grow in a variety of
jurisdictions that have adopted relatively high minimum wage rates and treat tipped
workers like all other workers entitled to the full minimum wage.

The size of the restaurant industry varies significantly among the seven states that
have eliminated the subminimum wage for tipped workers, and one cannot claim that
the seven One Fair Wage states all have significantly larger restaurant industries or
restaurant sales figures when compared with Maine. According to data from the NRA,
Alaska had 1,383 eating and drinking locations in 2015, and its restaurant industry is
projected to reach $1.6 billion in sales in 2016 (see Table 3). California, at the other
end of the spectrum, had 69,908 eating and drinking places in 2015, and its restau-
rant industry is expected to reach $79.1 billion in sales in 2016 (see Table 3). Notably,
both Alaska, at the lowest end of the employment spectrum, and California, at the
highest end, have higher projected restaurant sales per restaurant employee than
Maine (see Table 3). Restaurant and foodservice jobs account for between 9 percent
and 19 percent of all employment in the seven One Fair Wage states, and the rate in
Maine falls within that range (see Table 3).
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k] Comparing the size of the restaurant industry in the seven

One Fair Wage states with Maine's restaurant industry

Alaska
California
Minnesota
Montana
Nevada
Oregon
Washington

MAINE

NUMBER OF EATING PROJECTED SALES PROJECTED SALES RESTAURANT AND FOOD
AND DRINKING (2016)10¢ PER RESTAURANT SERVICE JOBS AS
LOCATIONS (2015)"% EMPLOYEE"” PERCENTAGE OF ALL

PRIVATE EMPLOYMENT (2015)%8

1,383 $1.6 billion $74,419 9%
69,908 $79.1 billion $59,788 1%
9,709 $9.5 billion $49,843 10%
2,639 $1.8 billion $46,875 12%
5,603 $6.9 billion $58,974 19%
9,626 $7.4 billion $51,353 12%
15,037 $13.1 billion $57,330 10%
3,112 $2.2 billion $50,691 11%

Ultimately, based on economic research like the 2015 Cornell study cited above,
as well as historical and projected restaurant industry data concerning the strength
of the restaurant industry in the seven One Fair Wage states and Maine, Maine's
restaurant workers, businesses, and the state itself stand to benefit from raising the
minimum wage to $12 per hour and eliminating the subminimum tipped wage.
Moreover, in Maine's case, a $12 minimum wage and gradual elimination of the sub-
minimum tipped wage will not only not cause widespread job losses or restaurant
closings, these changes have the potential to increase consumer demand for the
state’s restaurants.

Introducing a One Fair Wage of $12 per hour for tipped workers would mean
an eventual annual stimulus in additional earnings of up to $258 million, which is an
average of a low estimate of $168 million and a high estimate of $347 million. The
low estimate is based on the difference between the reported hourly earnings (base
wage plus tips) for tipped workers currently earning under $12 per hour, and the new
minimum wage of $12. The high estimate is based on the difference between the
base wage ($3.75) for all tipped workers and the new minimum wage of $12 per hour,
a stimulus that would benefit the local economy, including the restaurant industry.'%
The lower estimate includes a number of tipped workers who report earning less than
the state minimum wage of $7.50 per hour, a number that would decrease after adop-
tion of a One Fair Wage policy, since the current subminimum wage system results
in, as noted above, high rates of noncompliance with wage and hour regulations.

Economists at the University of California, Berkeley, also estimate that increasing
Maine's minimum wage to $12 by 2020 would increase overall prices by less than 1
percent (roughly 0.9 percent cumulatively over the next four years, or 0.22 percent



each year).""? That is far less than the Congressional Budget Office’s projection for
core inflation, which is expected to be approximately 2 percent per year in future
years.'" At the same time, extensive economic research shows that workers whose
incomes increase as a result of a higher minimum wage tend to spend their additional
earnings in their communities.’’ Restaurants in Maine are likely to see new or more
frequent customers if voters approve the $12 minimum wage ballot initiative and
experience the type of solid growth seen in the One Fair Wage states."

"Raising the wages of the lowest paid workers creates a wave of new consumers who previously weren't able

to spend money at local businesses. Working long hours at multiple jobs doesn’t leave much time for low-wage
workers to get out into their community and spend time with loved ones. Families struggling to make ends meet
can't afford the luxury of taking their children out for ice cream. Now that Seattle businesses are paying a living
wage | look forward to seeing new customers in my shops and welcoming new fans of our products.”

—MOLLY MOON NEITZEL, Owner, Molly Moon’s Homemade Ice Cream with seven locations throughout Seattle

and a member of the Main Street Alliance of Washington

THE RESTAURANT INDUSTRY IS THRIVING IN CITIES LIKE SEATTLE
AND SAN FRANCISCO THAT ARE RAISING THEIR MINIMUM WAGE
AND HAVE NO SUBMINIMUM WAGE FOR TIPPED WORKERS

The restaurant industry is thriving in cities like Seattle and San Francisco that are
phasing in a $15 minimum wage and do not permit employers to pay a subminimum
tipped wage. These cities are therefore demonstrating at the local level that a robust
minimum wage even higher than Maine's proposed $12 minimum, in combination
with no subminimum tipped wage, can be manageable for the restaurant industry
and does not hurt jobs.

“I'm a server at a restaurant in Seattle where we are experiencing a restaurant boom. I've worked in the restaurant
industry for more than seven years and believe that by increasing the minimum wage to $15, we can put more
money in the hands of workers that they can then spend at restaurants. My customers leave 15 to 20 percent in
tips on average, and | don't think that there's a correlation between my wages and how much | earn in tips.”
—NATE MIDGLEY, Seattle server, 7 years in the restaurant industry

SEATTLE

In April 2015, Seattle began implementation of its new wage floor, which will reach
$15 by 2021 for all employers.'™ Last fall, in a front-page story titled “"Apocalypse
Not: $15 and the Cuts that Never Came,” the Puget Sound Business Journal reported
on “[t]he minimum wage meltdown that never happened,” explaining that Seattle’s
restaurant industry has continued to expand and thrive as the $15 wage phases
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“I'm a businessperson from Seattle and was a part of the group that led the Fight for $15 there. In Seattle, the first
city to pass the fifteen dollar minimum wage, most people from outside thought that was some sort of departure
from rational economic policy. We already had the highest minimum wage in the country, and we have no tip
penalty in our city. So, if people were right that higher wages kill jobs, then we should have no restaurants in
Seattle. But that's the really odd thing, not only do we have some restaurants in Seattle, we have a lot of them.

In fact, we have more restaurants per capita in Seattle than even New York. According to a Bloomberg analysis,
Seattle has the second highest density of restaurants in the country—the only place that outperforms Seattle

is San Francisco. So, they say that higher wages kills jobs in the economy and it's just not true.”

—NICK HANAUER, Seattle-based entrepreneur

in."® More recent reports confirm that neither the city’'s economy nor the restau-
rant industry has suffered.”” In fact, a few months after Seattle began phasing in its
minimum wage, the region’s unemployment rate hit an eight-year low of 3.6 percent,
significantly lower than the state unemployment rate of 5.3 percent."'® Moreover,
since Seattle passed its trailblazing $15 minimum wage in 2014, the number of food
services and beverage industry business licenses issued in the city has increased by
9 percent (see Figure 5).

SAN FRANCISCO

Like Seattle, San Francisco does not permit a subminimum tipped wage, its minimum
wage is increasing to $15 by 2018, and its restaurant industry is booming. Accord-
ing to the Golden Gate Restaurant Association, “the metrics show that San Francisco
has still seen record restaurant growth,”'?° despite a rising minimum wage and other
factors affecting the restaurant industry. San Francisco’s experience with prior mini-
mum wage increases offers further proof that wage floor increases do not lead to
economic catastrophe. After a 2003 ordinance was adopted, which indexed the city's
minimum wage to inflation, thereby raising the wage floor each year, University of
California researchers analyzed the effects of this policy in a 2007 study. They gath-
ered employment and hours data from fast-food and full-service restaurants in San
Francisco, as well as from surrounding counties that were not covered by the higher



“l am currently working as a bar back in Seattle, and the restaurant industry seems strong to me. Higher wages
haven't changed the way customers tip. The only thing the higher minimum wage did was give you something
else to make small talk about with the regulars. People who used to tip still tip the same amount, in my
experience. | think tipping is simply part of our culture and nobody here is going to stop tipping because their
server makes a decent wage. No one sees better overall pay for low-wage workers as a bad thing.”

—TOBIAS COUGHLIN-BOGUE, bar back in Seattle, 10 years in the restaurant/hospitality industry

indexed minimum wage. They found that the higher wage had not led San Francisco
employers to reduce either their employment levels or employee hours worked.™’
A follow-up 2014 study examined the combined impact on San Francisco employ-
ers of the city’s minimum wage ordinance and of other city compensation mandates
that cumulatively raised employment costs 80 percent above the level of the federal
minimum wage. The study again found no adverse effect on employment levels or
hours, and it found that food service jobs—the sector most heavily affected—actually
grew about 17 percent faster in San Francisco than in surrounding counties during
that period.??

RESTAURANTS IN CITIES THAT ARE RAISING THE MINIMUM WAGE
AND HAVE NO SUBMINIMUM TIPPED WAGE ARE NOT RUSHING
TO ABOLISH TIPPING, AND TIPPING RATES HAVE NOT DROPPED
SIGNIFICANTLY UNDER SUCH POLICIES

Contrary to predictions by some in the restaurant industry, raising the minimum wage
and eliminating the subminimum tipped wage will not lead restaurants to abolish
tipping or lead diners to reduce tipping levels. While a small number of mostly high-
end restaurants today are experimenting with eliminating tipping,'?® the practice
continues to be the norm in states like California, Washington, Oregon, and Minne-
sota where workers receive the full minimum wage before tips.

In fact, Alaska, a state without a subminimum wage for tipped workers, holds the
record for the highest average tip rate among all fifty states.’?* In San Francisco, which,
as noted above, is increasing its minimum wage to $15 by 2018 and where employers
are also not permitted to pay tipped workers a subminimum base wage, the Golden
Gate Restaurant Association, the voice of the restaurant industry in the city, recently
noted that “[d]iners in San Francisco reported an average 19 [percent] tip rate.”'®

"Even though the minimum wage has been increasing in the past couple years, tipping and gratuities have not
been negatively affected. But we still have a long way to go to catch up to a living wage. As a server, | noticed
that customers continue to tip as customary. When we reach $15 an hour in CA, | expect customers to continue

tipping at the same levels.” ~-HUGO ALEMAN, Los Angeles server, 23 years in the restaurant industry



National data confirm that “raising the tipped wage significantly increases earn-
ings of workers in [Full-Service Restaurants].”'?¢ And an analysis of wages for tipped
workers found that “tipped workers in equal treatment states [with no subminimum
tipped wage] earn 14.2 percent more than tipped workers in low tipped minimum
states.”'?” Data for waiters and bartenders show that earnings are about 20 percent
higher in states where tipped workers must be paid the full minimum wage before
tips than in states that follow the federal $2.13 tipped minimum wage. '8

"My former company, Cover, monitors restaurant tipping practices closely as we operate a mobile payments
platform for the industry. When cities or states have proposed eliminating the lower tipped wage and/or raising
the minimum wage to $15, some have predicted that it would lead restaurants to abandon tipping or result in
significantly lower tipping rates—potentially lowering net pay for wait staff, at least at high end restaurants. But
the on-the-ground experiences in cities like San Francisco and Seattle have disproven those predictions. While
a small number of restaurants are experimenting with getting rid of tipping in cities across the country, the
number and frequency of restaurants dropping tipping is no higher in those cities that have the combination of
a high minimum wage and no lower tipped wage. Also, customers in those cities have not significantly reduced
their tips.” -MARK EGERMAN, Restaurant industry tipping expert; Co-Founder of the Cover restaurant mobile

payments platform; and a senior fellow at the Center for American Progress'?



CONCLUSION

The experiences of the seven One Fair Wage states, as well as cities with
no subminimum wage for tipped workers, show that both high minimum
wage rates and the elimination of a subminimum tipped wage are eco-
nomically manageable for restaurant employers and greatly improve the
earnings and wellbeing of tipped workers. The bulk of Maine’s tipped
workers struggle to get by on low wages. Unless a minimum wage increase
to $12 is combined with the gradual elimination of the unfair $3.75 sub-
minimum tipped wage, tipped workers—such as waiters and waitresses,
car wash workers, nail salon workers, and delivery workers—will continue
to face low wages, fluctuating pay checks, and widespread legal violations

that leave them economically vulnerable.



APPENDIX

Bangor Single Adult $14.35  $14.93  $1553  $16.16
With one Child $24.46 $25.45  $26.48 $27.55
Lewiston/Auburn Single Adult $13.18  $13.71 $14.27 $14.84
With one Child $23.11 $24.05  $25.02 $26.03
Portland Single Adult $15.31 $15.93  $16.57 $17.24
With one Child $26.08 $27.13  $28.23 $29.37
Rural Maine Single Adult $14.71 $15.30 $15.92 $16.56
With one Child $22.75 $23.67  $24.63 $25.62

NELP analysis of Economic Policy Institute’s Family Budget Calculator, which lists
family budgets in 2014 dollars. See www.epi.org/resources/budget/. NELP analysis

assumes a 2 percent rate of inflation and no median wage growth.
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