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The Inefficiency Inherent In The Idea Of Minimum Wage.


In 1938, Congress passed the Fair Labor Standards Act (FLSA), this act enacted the first federal minimum wage, for some jobs it guaranteed time and a half for overtime, and prohibited “oppressive child labor”. The first minimum wage was set in 1938 at $0.25 per hour; beginning this June 2009, the federal minimum wage will be set at $7.25 per hour. These are both listed in nominal wages, money as it was considered in its current time.  The FLSA was 
introduced as part of President Franklin Roosevelt’s New Deal to help the country to survive the Great Depression. The FLSA has been amended over twenty times since its inception, and the minimum wage has become more of a humanitarian effort fuelled by liberal benevolence. (D.O.L.)
Every year hundreds of thousands of young adults who have enrolled in a collegiate institution have, for one reason or another, delved into the world of economics. Most of these younglings franticly try to figure out how economics affects them, to get a grasp for what their professor is looking for. To a many of these students, a topic that hits home is the idea of a minimum wage, mainly because a large portion of them are earning minimum wage at the jobs that are helping them pay their way through college.
In the early stages of these elementary economics classes, the majority of the students have not really developed the “Economic” way of thinking, meaning EFFICIENCY. Economic efficiency means using limited resources to maximize the production of goods and services. A vast portion of the masses believe that the minimum wage laws are improving society. It is this altruistic way of thinking that is hindering the pursuit of economic efficiency. Though, the minimum wage may be ethically sound, it is definitely not economically efficient. The pursuit of economic efficiency is what will let our economy, or any other economy for that matter, progress further and further toward an ideal economic and even civil society. These students who think that the minimum wage is good for society as a whole are wrong for a few different reasons. The first of these reasons is the implementation of such a policy seriously inhibits the willingness of low income individuals to better them. Second the attempts to help those in need in this way are a futile effort. Thirdly basic economic ideology recognizes that labor is a commodity and a commodity has an equilibrium price and quantity. And lastly instituting a minimum wage gives business incentive to outsource their labor force.

Why have these students enrolled in college? 
For most people there is a pretty obvious answer to this question. Typically people go to college or any type of institution of higher learning to earn a better situation in their life. These people are obviously willing to give up a lot now to obtain even more later. They realize that if they give up things like the money they could have earned by working, the money they spend on their education, and the time that it takes to complete their desired education; they can earn something with a higher value later, after they complete their degree. These people gain little from the existence of a minimum wage. Now there are people who are complacent earning the minimum wage these are the people who are holding society back. Because there is a minimum wage which is higher in some industries than the equilibrium wage in those industries, their employees who do not want to put the effort into bettering themselves do not have to, to live comfortably. If the wage in that industry was allowed to follow the market to equilibrium, many of those who were previously complacent will be willing to further their education and become a more productive part of society. Prices of the goods and services in that industry will drop and more people will be willing to purchase those goods and services, fueling that industry and increasing gross domestic product.

The efforts of those who feel that it is necessary to bring impoverished people to a state of financial stability through government intervention such as minimum wage policies are quite futile. Most of the working poor are already making more than minimum wage. Less than one percent of those in the workforce are earning the minimum wage. (Will) More than sixty six percent of those who earn the minimum wage are single which brings them to an earnings status above that of the poverty level. The majority of those whom are single and earn minimum wage are teenagers whom have very limited financial responsibilities. (Miller 76) 
The minimum wage is futile because it encourages “under the table” forms of employment. One of the major beneficiaries to paying employees under the table, other than the company, is illegal immigrants. The employment of illegal immigrants is counter productive to what the minimum wage policies have been created for, by taking jobs away from those citizens of our country.
There is a lack of incentive for welfare recipients to work at all let alone for minimum wage. Welfare is a system that those who are in need gets help either through monetary transfer payments or “in-kind transfer payments”, in-kind transfers are direct transfers of goods and services rather than cash
, The money for these payments comes from tax revenues paid by its citizens that are employed. There is a maximum amount of income you can make per person living in a house hold that a person can make and still be eligible for welfare. Some of these recipients may be near this level and if they get a job that pays too much their welfare benefits may be taken away. Therefore it may be unlikely for them to want to work when the result will decrease their benefits.
Labor like any other good or service is a commodity. A commodity has a demand and a supply. Demand is willingness and an ability to purchase a good. Demand is typically represented by a downward sloping line due to the fact that as the price decreases the quantity demanded increases. Supply is an upward sloping line; this is because as the price increases firms are willing to supply a higher quantity. The point where these two lines meet is what is called an equilibrium point this is where the quantity demanded is equal to the quantity supplied.
Minimum wage laws effectively put what is called a price floor on the market for labor. Price floors on minimum wage compels employers to hire less workers and it draws more people to enter a labor market, thus creating a shortage of jobs and increasing unemployment. Though minimum wage increases receive support from the public, economists generally use market research to test and confirm this theory.
Outsourcing is another plague bestowed upon society due to there being a price floor above the market price for wages in an industry. Outsourcing is the procuring of goods and services from an outside supplier or manufacturer to cut costs. Outsourcing can occur from one state to another or even one nation to another. It is detrimental to the society in which the jobs are outsourced from for a number of reasons, first of which is the loss of jobs. The loss of these jobs dramatically increases the unemployment rate. An example of this has occurred in the American automobile industry. Similar to a minimum wage the American automobile industry is influenced by labor unions, labor unions can effectively institute a price floor for wages above the market value. Unions are run by and for workers in an industry who band together to negotiate with the company that they are employed with about working conditions and pay wages. When a company feels that it is not in their best interest to continue dealing with these unions, they search for an alternative. A popular alternative for the American auto companies is to outsource some of their minor manufacturing jobs to places such as Mexico. 
Just like outsourcing from one country to another, with different minimum wage rates between states, companies have incentive to outsource from a state with ha higher minimum wage to one with one considerably less. For example companies in Washington may be inclined to outsource some of its production capacity to another state. Washington’s minimum wage is the highest in the country, well over the federal rate by $1.30 per hour. It might be in their best interest to send their interests to a state like Wyoming where the state rate is below the federal rate. (Wiki)
The lay person, who never attended a single economics class, may never fully understand how detrimental the idea and institution of a minimum wage on a society can be. I hope that the realizations that there is a loss of incentive to better ones self, there is great futility in the policy, labor is a tradable commodity, and that outsourcing can be result of this ideal.
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