
Minimum wage policies have been used worldwide as a means to improve income distribution among lower-
paid workers. They provide a safety net for vulnerable individuals in society who may otherwise struggle
with poverty despite being employed. It also serves as an economic policy tool aiming at enhancing social
justice through equitable income distribution and stimulating consumption spending via increased earnings
for low-wage workers. Despite these noble intentions behind establishing minimum wages, its impact on
employment and overall economy remains controversial with varying viewpoints from economists globally.

Historical Perspective on Minimum Wage Increases

These increases have not always been consistent nor proportional with inflation rates or productivity growth
over time. For instance, if the U.S.'s federal minimum wage of $0.25 per hour in 1938 had kept pace with
inflation and productivity growth since then, it would be significantly higher than its current level at $7.25
per hour (as of July 2021). As such historical misalignments illustrate, increases in minimum wages often
raise contentious debates among policymakers concerning whether they truly benefit low-wage earners
without causing adverse effects on employment opportunities or overall economic health.

Advantages of Minimum Wage Increases: Economic Stimulus,
Reduction in Poverty Levels, and Encouraging Employee Retention

Higher wages encourage employee retention and reduce turnover costs for businesses. Workers are less likely
to leave their jobs when they earn more, leading to lower hiring and training expenses for employers. This
stability in employment has positive implications not only for individuals but also contributes towards a
stable workforce which is beneficial for overall business operations.

Disadvantages of Minimum Wage Increases: Potential Job Loss,
Increased Cost for Businesses, and Inflation Risk

Another negative aspect is the increased cost for businesses which can lead to inflation risks. Higher labor
costs can prompt firms to increase their prices for goods and services passed onto consumers. Consequently,
while workers might earn more from a higher minimum wage initially, any resulting inflation could erode
these income gains over time by increasing the cost of living. This creates a vicious cycle where the intention
of improving living standards through raising minimum wages could potentially end up making things worse
off economically in the long run.

Comparative Analysis: Effects of Minimum Wage Increases in

Pr
o-

Pa
pe

rs
.c

om

https://pro-papers.com/samples/economics/minimum-wage


Different Economies

Contrastingly, within emerging economies such as those of Southeast Asia, where informal employment is
widespread and enforcement of labor laws is often lax, raising the minimum wage can sometimes lead to an
opposite effect. Employers might seek to evade paying higher wages by hiring workers informally or
replacing them with automation. These examples illustrate that while increasing minimum wages can
potentially alleviate income inequality issues within a society, its efficacy largely depends on a country's
specific economic context and effective policy implementation.

Conclusion: Evaluating the Balance Between Pros and Cons of
Minimum Wage Increases

Thus, an effective minimum wage policy requires careful calibration according to each country's specific
economic context and labor market conditions. Policy-makers need to strike the right balance - setting a level
that ensures decent living standards for low-wage earners while avoiding undue burdens on businesses or
negative impacts on employment opportunities. This is not an easy task but it remains crucial in striving
towards inclusive economic growth and social justice.
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