Minimum Wage Increase is Bad Business for California

By: Catherine Gaughen, Executive Director

Businesses in California are being targeted once again. Effective January 1, 2007, the California State Legislature has increased the cost of doing business by raising the state minimum wage to $7.50 an hour instead of the current $6.75 - making it the highest in the nation and far exceeding the federal minimum wage of $5.15 per hour. The state has also approved a mandated second increase of 50-cents that will raise the minimum wage to $8 an hour starting January 1, 2008. 

This government mandated wage increase will have real world impacts – increasing both public and private employer wage costs by at least $3 billion annually. While an increase of seventy-five cents per hour may not sound like a lot of money, consider it in these small business terms: The mandated seventy-five cent per hour rise in 2007 will increase a small business with 20 workers base payroll costs by at least $31,200 per year. When the second tier of the mandated wage increase occurs on January 1, 2008, that same small company's base payroll costs will increase by at least $52,000 annually. 

Business costs such as workers' compensation, health care premiums and other employment related taxes also go up whenever payroll costs increase. Workers' compensation costs for employers of minimum wage workers are estimated to increase by an additional $120 million this year alone. At the end of the day, businesses do not have an unlimited amount of financial resources to tap into to cover these new wage increases. Ultimately, mandated wage increases will result in layoffs, downsizing, and overall higher unemployment rates, as businesses are not able to sustain the inflated wage structure. Of course, all of these rising costs are ultimately passed on to consumers – causing the overall cost of living to increase and in the end, leaving minimum wage workers right back where they started. 

California also currently has the nation's highest energy costs and unemployment insurance tax rates for businesses. This increase to the minimum wage is yet another cost driver hurting California’s economy just as the state is on the road to recovery. This increase in the minimum wage places another cost on California businesses of all sizes when they are still recovering from other burdensome laws and regulations that have made it difficult for them to survive. By increasing the minimum wage, the State Legislature is sending conflicting messages to California businesses that are relying on state leaders to find realistic solutions to high-energy costs, health care costs, the nation’s highest unemployment insurance tax rates and still-high workers compensation rates.

The Cerritos Regional Chamber of Commerce believes that removing barriers to productivity and wage growth is a better avenue to improving California's economy. Instead of working to make California less competitive by mandating that the state minimum wage rate be the highest in the nation, the focus should be on removing the barriers to productivity and wage growth that government has imposed on the private sector. Specifically, California should: 

·       Reduce costs associated with providing employee benefits

·       Increase opportunities for small business formation

·       Increase the skills of both the current and future workforce

·       Reduce regulatory red tape

·       Do no more harm by resisting any new effort to increase either employment costs 

        or business liability in California

To receive additional information on legislation affecting the business community, please attend the Chamber’s monthly Government Affairs Council meetings – held the first Wednesday of each month at 9:00 am at the Chamber office. Or contact the Chamber’s Executive Director, Catherine Gaughen, at 562/467-0800 or catherine@cerritos.org.

