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A growing number of groups across New Jersey have called for restoring minimum wage
protections for tipped workers — protections that the state has not had since 1969. The
overwhelming majority of other states and even some cities have minimum wages for tipped
workers. The experience of those states and cities has been that higher minimum wages for tipped
workers have boosted pay for this workforce, but have not harmed business growth or led to job
losses in industries such as restaurants that employ tipped workers. This short report provides
background on this issue and summarizes the evidence available from other states and cities.

Background

In today’s faltering economy, all of New Jersey’s low-income workers need a raise to keep up with
the skyrocketing cost of gas and food. But tipped workers are especially squeezed. Unlike the
overwhelming majority of other states, New Jersey has no minimum wage for tipped workers —
allowing them to be paid entirely in tips under state law. Most New Jersey workers are also covered
by the federal minimum wage, which does establish a minimum wage for tipped workers.

However, the federal minimum wage for tipped workers has been frozen at a meager $2.13 for over
17 years.! As a result, pay for tipped workers across the state — everyone from the waitress at the
local diner, to the parking garage attendant, to the car wash worker — has fallen farther and farther
behind the cost of living.

Making matters worse, there is growing evidence that customers who are themselves struggling are
cutting back on the tips that they leave as the economy worsens.” Tipped workers desperately need
a boost in the minimum wage — one of the only proven ways to raise low-income workers’ take-
home pay and fight poverty.’

New Jersey is dramatically out of step with the rest of the nation in not having any minimum wage
at all for tipped workers under its state minimum wage law. The overwhelming majority of states
have their own minimum wages for tipped workers. And since Washington froze the federal
minimum wage for tipped workers at $2.13, most states have raised the minimum wage for tipped
workers whenever they have raised the regular minimum wage. Moreover, even congressional
leaders are finally proposing to unfreeze the federal minimum wage for tipped workers and restore
it to its historic level of 60% of the full minimum wage. Unless New Jersey acts, it will remain
virtually alone in providing no protection for this growing, low-income work force.

Until 1969, New Jersey, like most states, had a minimum wage for tipped workers, mandated by a
New Jersey Department of Labor regulation. However, a New Jersey appellate court reviewed this



regulation in 1969 and found that the state’s minimum wage statute did not authorize it — effectively
repealing New Jersey’s minimum wage for tipped workers.! Because the legislature has failed to
amend the state law to restore tipped worker protections, New Jersey’s tipped workers have had no
state minimum wage ever since.

Experiences of Other States and Cities

The experiences of other states and cities that have higher minimum wages for tipped workers
dispel any concern that restoring New Jersey’s minimum wage protections for tipped workers
would harm New Jersey’s restaurant industry or other industries that employ these workers. The
experiences of other states and cities make clear that a higher minimum wage for tipped workers —
like a higher minimum wage in general — is simply not a major factor, one way or the other, in the
economic health of industries that employ tipped workers. Instead, growth in these industries is
influenced far more by broader trends in the economy — not by whether they must pay a little more
to their lowest-wage staff.

* Twenty-one states have for many years had minimum wages for tipped workers that are
higher than the federal level of $2.13. These include seven states — Alaska, California,
Minnesota, Montana, Nevada, Oregon, and Washington — that require all tipped workers to
be paid the full minimum wage. All of the evidence shows that this higher minimum wage
has not been a significant factor one way or the other on business growth in those states.

* For example, a 2006 study by the Fiscal Policy Institute examined job growth between 1998
and 2003 in the ten states and the District of Columbia that had minimum wages higher than
the federal level at that time — Alaska, California, Connecticut, Delaware, Hawaii,
Massachusetts, Oregon, Rhode Island, Vermont, and Washington.” The study compared job
growth in those states with the other 40 states that did not have higher minimum wages. All
ten of the high minimum wage states analyzed in the study also had tipped worker minimum
wages higher than the federal $2.13 level. In fact, four of them — Alaska, California,
Oregon, and Washington — even guarantee tipped workers the full minimum wage, and
another (Hawaii) allows them to be paid just 25 cents less than the full minimum wage. The
study found that jobs at small businesses in the ten high minimum wage states actually grew
faster than those in the 40 low minimum wage states. This highlights how job growth is
driven overwhelmingly by other factors in a state’s economy — not by how high or low the
state’s minimum wage is.

* In 2006, economist Paul Wolfson at Dartmouth’s Tuck Business School conducted a similar
study using federal Current Population Survey data focusing in particular on the restaurant
industry — one of the largest tipped industries. His study examined the 17 states and the
District of Columbia that had raised their minimum wages above the federal level as of
2005. Again, 16 of those 18 jurisdictions — California, Connecticut, Delaware, D.C.,
Florida, Hawaii, Illinois, Maine, Massachusetts, Minnesota, New Y ork, Oregon, Rhode
Island, Vermont, Washington, Wisconsin — had minimum wages for tipped workers higher
than the federal $2.13 level. The study found that raising the minimum wage in those states
had boosted pay in the restaurant industry in particular, and found no evidence that it had
adversely affected restaurant employment.®



* Perhaps the most direct evidence is provided by the experience of the restaurant industry in
San Francisco, which raised the minimum wage from $6.75 to $8.50 in 2004 and which
requires that tipped workers to be paid the full minimum wage. When that city’s minimum
wage law took effect, tipped workers received a raise of $1.75 per hour — a substantial
increase. A University of California study of the city’s restaurant industry found that it did
not result in increased restaurant closures, job loss, or even substantial price increases.’

* In fact, the University of California study found that the increase may have helped stabilize
the restaurant industry, since employee job tenure and employment of full-time employees
actually increased at fast food restaurants, and employment of tipped workers increased at
table-service restaurants.® Note also that when San Francisco implemented this minimum
wage increase, predictions that restaurants would substitute a service charge for tipping did
not materialize.

* Even the National Restaurant Association’s own analysis of industry trends projects that the
four leading states in restaurant job growth over the next decade will all be states that
mandate high minimum wages for tipped workers: Arizona ($3.90), Florida ($3.77),
Nevada ($6.85), and Alaska ($7.15).”

e All of this evidence underscores that the minimum wage in general — and the minimum
wage for tipped workers in particular — is simply not a major factor, one way or the other, in
the economic health of the restaurant industry and other low-wage industries. Instead,
growth in these industries is influenced far more by broader trends in the economy — not by
whether they must pay somewhat more to their low-wage staff.

New Jersey therefore need not fear that it will hurt its restaurant industry or its economy by finally
joining most of the rest of the states in restoring strong minimum wage protections for tipped
workers. While no employer welcomes a minimum wage increase, experiences nationally show
that higher minimum wages for tipped workers do not harm business growth or employment levels.

For more information on this issue, please contact Raj Nayak at (312) 399-9904 or
rnayak(@nelp.org.
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