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Small businesses and the minimum wage
• We examine MW effects on pay, employment & no. of establishments by 

employer size

• Conventional wisdom
--Independently-owned small restaurants & retail stores cannot afford to pay same 
wage as larger businesses

--So they are more affected by MWs than are larger businesses

• But growth of large restaurant chains & retail giants
--Which also pay low wages, because of greater monopsony power over workers 
(Wiltshire 2002)

--If MWs overcome this monopsony power, wage increases could be similar to those 
among small businesses

• Size-wage premium in low wage industries has been falling



Size-wage premium in low-wage industries

• Declining in restaurants, grocery stores and general merchandise 
stores

• But remain substantial



We conduct a causal analysis of MW effects
• In all restaurants, fast food, grocery stores & general merchandise 

stores– the largest lowest-wage 3-digit industries 

• And in all other low-wage industries; and among exposed groups:  
ages 14-18,  ages 19-21

• Data:  Quarterly Workforce Indicators – QWI, 1990 to 2017

• We examine full range of employee bin sizes 
<20, 20-49, 50-99, 100-249, 259-500, >500

• Method: Stacked event study



Preview of main results

• In restaurants, grocery and merchandise stores, other low wage 
industries & among 19-21s

--Generally similar effects on wages across size bins
--No significant employment effects in any size bin

• For 14-18s, modest employment decline in smaller businesses
--On a small base; teens account for <2 percent of all worker 
hours
--Estimate confounded by growth of state merit scholarship 
programs
--These cause teens to reduce their work hours (labor supply, not 
demand)



Main data and sample

• QWI: Quarterly earnings and employment data, 
--Available from 1990  on for every state

• Administrative data from 10. 7 million establishments
--Available for detailed industries
--And by worker age and education (but not both)

• Weekly earnings measure
--Small variation in weekly hours

• 390 qualifying MW events
--Controls for 171 additional small events



Descriptive statistics 2017, QWI



Method: stacked event study

• Conduct a standard event study of each individual event, then stack 

them to compute an “average” effect

• Not affected by D-in-D concerns regarding staggered, repeated and 

unequal treatments

• We check for pre-trends, test for effects among higher-paid workers 

(>2.5 MW) and conduct other robustness tests



Stacked event study specification

𝑦𝑠𝑞𝑒 = 

τ=−2

4

ατ 𝐼𝑠𝑞𝑒
τ Δ𝑚𝑤𝑠𝑞𝑒 + μ𝑠𝑒 + μ𝑞𝑒 +ω𝑠𝑞𝑒 + ϵ𝑠𝑞𝑒

• у = average weekly earnings in state s and  quarter q and duplicated 
for each event e

• τ = event time, α = treatment effect

• l indicates whether the event e happened in state s and quarter q

• μ𝑠𝑒 + μ𝑞𝑒 are the event-specific state and time fixed effects

• ω𝑠𝑞𝑒 control for the log difference in confounding events



Main results, restaurants (NAICS 722)



Main results, fast food restaurants (7222), 1990-2015



Restaurants, event study and pre-trend tests

Earnings Employment



Main results, grocery stores (NAICS 445)



Grocery  & general merchandise stores (445+522)



Full set of low-wage industries

• Restaurant, grocery store & general merch. stores account for about 36 
percent of all MW workers

• We look also at all 3 and 4 digit industries with wage < 2x 1990 federal MW 
($3.30) and >100K employees in 1990

• Sample = 31 low-wage industries

• Larger wage effects in low-wage industries, no wage effects in firms > 500 
employees, suggesting less monopsony power in these other industries

• No relationship between firm size and employment in these industries



Full set of low-wage industries, earnings

All Firms 0-19 20-49

50-249 250-499 500+



Full set of low-wage industries, employment

All Firms 0-19 20-49

50-249 250-499 500+



Robustness tests: County Business Patterns

• Annual administrative data, March 12 reference week only

• Size bins for 0-9 to >249 

• And number of establishments

• Same results as with QWI, and no effect on number of  
establishments



Robustness tests, restaurants CBP



Robustness tests, grocery stores CBP



Discussion of industry results

• Similar wage effects across all employer size bins

• Despite lower wages in small businesses
--In small business: wage increases reflect cost increases
--In larger businesses, MWs overcome monopsony power

• No employment effects in any bin size
--Consistent with cost pass-throughs to prices 
--And reduced monopsony power



Ages 19 to 21



Ages 14 to 18



Discussion of 19-21 and 14-18 results

• Wage effects similar across employer size bins, larger for 14 to 18s

• Employment effects
--19-21s no employment effect 

--versus 14-18s, small employment decline (among firms <250) 

• Do MWs encourage teens <18 to stay in school and work less?

--MWs reduce HS dropout rate among low SES but not high SES (Smith 2021)

• Since 1988 25 states have introduced college scholarship programs
--Merit-based (GPA) scholarships reduce teen labor supply

--Reduce teen LFPR by 3 to 6 percent (Frisvold & Pitt 2018)

• If supply effect, small decline in teen employment is a MW benefit, not a cost 



Conclusions

• Conventional wisdom needs updating 

--MW effect on wages are not higher in low-wage small businesses

--Little evidence of employment effects in any size bin

• Small employment decline among teens 

--May be a benefit, not a cost of MWs

• Summary:  minimum wages do not create disemployment among 
small businesses



Thank you!

• Comments highly appreciated!

• mreich@econ.berkeley.edu; jessewursten@kuleuven.be

• Full paper is available at:

• www.irle.berkeley.edu/cwed/minimumwages
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