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Executive Summary
Beacon Economics has conducted a study of the poten al economic impacts associated with the passage on Measure
D on the City of San Jose. Measure D would raise the City of San Jose minimum wage from the statewide $8.00 per
hour to $10.00. This analysis looks at the poten al impacts to San Jose in terms of job losses, rising costs to businesses,
and the poten al for increased spending by minimum wage workers in the economy. Overall, Beacon Economics has
found that Measure D, if passed, will create a nega ve net economic beneﬁt to the City of San Jose. Speciﬁcally, we
ﬁnd that, depending on the sensi vity of employers to wage increases:
Total Economic Costs
The implementa on of Measure D will cause employers to reduce payrolls in the City of San Jose by between 900 and
3,100 jobs. Measure D will cost businesses located in San Jose between $69.8 million and $76.7 million in addi onal
wage costs each year. Employers will also incur addi onal payroll expenses associated with the wage increase that
ranges from between $17.9 million and $19.7 million per year. The total increase in employer costs will range between
$87.7 million and $96.3 million each year.
Total Economic Beneﬁts
Given that only 43.4% of San Jose workers also live in the city, Measure D will result in between $25.7 and $28.3 million
in addi onal spending within San Jose each year. This spending will generate secondary impacts that ripple throughout the rest of the economy totaling between$38.2 million and $42.0 million annually. As a result of the increased
economic ac vity associated with this spending, San Jose will gain between 302 and 332 jobs.
Net Economic Impact
There will be a net economic impact of between -$49.5 million and -$54.4 million in the City of San Jose as a result
of Measure D. The passage of Measure D could cost the City of San Jose between 569 jobs and 2,798 jobs depending
on how responsive local employers are to the increased minimum wage. The City of San Jose will also face signiﬁcant
costs, including an es mated $612,000 per year in enforcement costs which will require 4.5 full- me employees. In
addi on, there are looming unknown costs to businesses as Measure D allows for private enforcement through civil
ac ons, which opens the door to poten ally signiﬁcant li ga on expenses.
Net Economic Impact of Measure D on the City of San Jose
Category

Scenario A

Scenario B

Scenario C

Economic Output
Increased Employer Costs
Increased Economic Ac vity

-96,336,848
41,964,605

-94,898,824
41,338,199

-87,693,600
38,199,580

Net Economic Impact

-54,372,243

-53,560,625

-49,494,020

Employment
Increased Employer Costs
Increased Economic Ac vity

-900.0
331.5

-1,300.0
326.5

-3,100.0
301.7

Net Economic Impact

-568.5

-973.5

-2,798.3

Source: IMPLAN, Calcula ons/Es mates by Beacon Economics
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Overview
Beacon Economics has conducted a study on the eﬀects of the city-wide minimum wage that is being proposed as
Measure D in San Jose on the November 2012 ballot. Although state and federal minimum wages are commonplace,
local minimum wage laws are rela vely limited. As such, the minimum wage literature tends to skew toward the
analysis of laws enacted at that level. S ll, there have been some studies of local minimum wage laws recently, notably Santa Fe and San Francisco. While there is s ll some debate among academics over technical issues and overall
conclusions, a substan al por on of that literature shows that there are nega ve economic impacts associated with
localized minimum wage laws. These nega ve impacts can arise in the form of reduced employment, higher prices,
and reduced demand for goods and services within a city.
This study includes a summary and analysis of the exis ng minimum wage literature, including analyses of both naonal/state minimum wage laws as well as the more infrequent city-wide minimum wage policies in the country. This
study also a empts to measure the net economic impact to the San Jose economy of raising the minimum wage from
the statewide level of $8.00 per hour to $10.00 per hour.

Literature Review
While the literature on the eﬀect of the minimum wage on employment at the na onal level is quite extensive, analyses of city-wide minimum wage changes are far rarer. One of the reasons could be that city-wide minimum wages are
rela vely new compared to na on- or state-wide minimum wages. In addi on to reviewing the more groundbreaking
empirical work, this literature review looks into the most recent and reputable analyses of city-wide minimum wages.
More speciﬁcally, Yelowitz (2005) examined the eﬀect of the city-wide minimum wage increase in Santa Fe, Dube et
al. (2007) analyzed the eﬀect of the new policy in San Francisco, and Schmi et al. (2011) studied the eﬀect of the
city-wide minimum wage increase in both of the above men oned ci es, as well as Washington, D.C.
The debate con nues among economists regarding the eﬀect of increases in the minimum wage on employment and
prices—especially when looking at the eﬀect of localized minimum wages, such as that proposed as part of Measure
D in San Jose. However, the general consensus is that increases in minimum wage at the city level do have nega ve
consequences for the overall economic environment in terms of employment and/or prices at aﬀected ﬁrms. In fact,
in a review of the per nent literature, Neumark ﬁnds that roughly 85% of the studies do ﬁnd nega ve consequences
of minimum wage laws at the city level.
In addi on, some studies have found that in addi on to the nega ve eﬀects on overall employment, minimum wage
laws can result in a degree of labor subs tu on. For example, Fairris and Bujanda 2008¹ ﬁnd that "a living wage can
generate demand shi s toward higher-skilled workers, increasing their wages and employment." In other words, an
increase in the minimum wage reduced the wage premium earned by more skilled workers, which can cause businesses to subs tute more skilled labor for minimum wage workers—thereby oﬀse ng part of the wage increase and
mi ga ng some of the impact of increased wages on minimum wage workers.

¹Fairris, David, and Leon Fernandez Bujanda, “The Dissipa on of Minimum Wage Gains for Workers through Labor-Labor Subs tu on: Evidence from the Los Angeles Living Wage Ordinance,” Southern Economic Journal, 2008, Vol. 75, No. 2, pp. 473-96.
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The magnitude of the eﬀects vary, with some studies showing a small contrac on in employment a er a minimum
wage increase, and others ﬁnding larger employment eﬀects. A few select studies, such as that of Card and Krueger
(detailed below), ﬁnd that minimum wage increases might actually increase the employment base, while others ﬁnd
that the eﬀects are nega ve, but not sta s cally signiﬁcant. S ll, most of the argument revolves around how the
increase in minimum wages impact the economy and by how much, with a rela vely small con ngent claiming that
there is no no ceable eﬀect.
The Eﬀect of the Minimum Wage on Employment and Unemployment
Charles Brown, Cur s Gilroy, and Andrew Kohen - 1982
This study examines the previous results on minimum wage studies and the eﬀects of minimum wage increases on
employment. In addi on to reviewing the ﬁndings of other researchers, the authors also look into the causes of most
frequent disagreements between economists. The authors aggregate the eﬀect of a wage increase from various meseries studies and conclude that a 10% increase in the minimum wage is es mated to reduce teenage employment
by 1% to 3%. The results from cross-sec onal studies are harder to aggregate, and the authors claim the results are
comparable to me-series analyses, however, it is very plausible for the eﬀect to be smaller, anywhere between zero
and 0.75% (decrease in employment a er a 10% increase in minimum wages).
Most economists examine the eﬀects of minimum wage policies on teenagers and youth because they tend to be lowwage, entry-level employees. Brown, Gilroy, and Kohen ﬁnd that most empirical work has discovered a nega ve eﬀect
on employment for teenagers as a result of increases in the minimum wage. One drawback of the examined papers
is that while most coeﬃcients had a nega ve sign (nega ve rela onship between higher wages and employment), in
nearly half of the studies the coeﬃcients were not sta s cally signiﬁcant.
The authors argue that most of the disagreements among economists regarding the eﬀects of increases in the minimum wage arise from using diﬀerent samples, date range or the sample size being too small. For example, some
researchers analyze white teenagers, while others analyze non-whites, for whom the data are much more limited.
Other disagreements involve the use of cross-sec onal compared to me-series analyses. Time-series analyses leave
open the possibility of omi ed variable bias, in that some other factor than the minimum wage had an impact on
employment but had not been appropriately controlled for in empirical studies.
Minimum Wages and Employment: A Case Study of the Fast-Food Industry in New Jersey and Pennsylvania
David Card, and Alan B. Krueger - 1994
This is one of the ﬁrst (and probably best known) papers to challenge conven onal wisdom and economic theory on
the minimum wage: that an increase in minimum wages will force proﬁt-maximizing employers to reduce employment. The authors studied the eﬀect of the minimum wage increase in New Jersey (in 1992, the minimum wage went
from $4.25 to $5.05 per hour) and eastern Pennsylvania, where there was no change in the minimum wage, using a
diﬀerence-in-diﬀerences es mate. The authors studied 410 fast food restaurants in New Jersey and eastern Pennsylvania before and a er the increase in minimum wage. Variables of interest were wages, employment and prices in
New Jersey compared to those in Pennsylvania.
Card and Krueger found no evidence that the increase in the minimum wage in New Jersey reduced employment
at fast-food restaurants. In fact, the authors found that full- me equivalent employment grew faster at restaurants
that were aﬀected by the minimum wage. However, they did ﬁnd that prices at New Jersey’s fast food restaurants
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increased compared to Pennsylvania. The authors claim that this was diﬃcult to explain and may not imply that the
extra cost for the employers was simply passed down to the consumers.
Many economists cri cized Card and Krueger’s ﬁndings, mostly because they seemed to go against economic theory.
A paper by David Neumark and William Washer (2000)² claimed that Card and Krueger did not have accurate data.
Instead of relying on a survey of fast food restaurants, Neumark and Washer gathered data from selected restaurant
payroll records (ini al selec on was done by the Employment Policies Ins tute). They arrived at a completely diﬀerent
result, claiming the minimum wage increase in New Jersey led to a 3.9% to 4.0% decrease in employment, rela ve to
the eastern Pennsylvania control group.
In response to this cri cism, Card and Krueger gathered data from the Bureau of Labor Sta s cs’ ES-202 report, which
is employer-reported data. Using this data, Card and Krueger arrived at a very similar conclusion to their 1994 paper—an increase in New Jersey’s minimum wage had no eﬀect on employment (and possibly a slight posi ve relaonship). They also noted that the only sample that showed a decrease in employment was the one collected by the
Employment Policies Ins tute. Rerunning their model using Neumark and Washer’s sample (without the EPI data),
Card and Krueger also arrived at the same conclusion as in their ﬁrst paper.
A Reassessment of the New Economics of the Minimum Wage Literature with Monthly Data from the Current
Popula on Survey
Richard V. Burkhauser, Kenneth A. Couch, and David C. Wi enburg - 2000
As with most other literature regarding the impacts of an increase in the minimum wage, this paper does not look at
the city-speciﬁc minimum wage increases. However, the authors use data from another source to analyze the eﬀects
of increases in the federal minimum wage. Analyzing the Current Popula on Survey to es mate the eﬀects of federal
minimum wage increases from 1979 to 1997, they ﬁnd that there was a nega ve rela onship between employment
growth and increases in the federal minimum wage—a completely diﬀerent conclusion than the one reached by Card
and Krueger. They conclude that the eﬀect on employment associated with increases in the minimum wage was nega ve and sta s cally signiﬁcant, but very modest. The elas city of teenage employment with respect to the minimum
wage is es mated to be between -0.2 and -0.6—meaning that a 10% increase in the U.S. minimum wage would reduce
employment by between 2% and 6%.
Raising the Minimum Wage: Another Empty Promise to the Working Poor
Richard Burkhauser and Joseph Sabia - 2005
This paper is not necessarily a study on the economy-wide impacts of an increase in the minimum wage. Rather, the
authors examine the eﬀec veness of federal minimum wage increases on the wages of the working poor by looking
at various income distribu on sta s cs of single mothers, as well as poverty rates. While it is not an empirical study in
nature, it does tabulate a variety of data items regarding the number and percent of Americans living in poverty and
occupying a variety of income and wage groups. However, it does not a empt to calculate the impact of an increase
in the minimum wage on the overall economy.
The authors conclude that federal minimum wage increases do not have an eﬀect on single, working mothers. They
claim, however, that an eﬀec ve policy for improving the standard of living for the poor is the Earned Income Tax

²Neumark and Wascher (2000)
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Credit. This federal program allows the working poor to claim a $0.40 credit for each $1 earned, which increases the
eﬀec ve minimum wage more that the mandatory federal increase.
How Did the $8.50 Citywide Minimum Wage Aﬀect the Santa Fe Labor Market
Aaron S. Yelowitz - 2005
This paper examines the 2004 city-wide minimum wage increase in Santa Fe, New Mexico. The author used the same
methodology as most other papers—a diﬀerence-in-diﬀerences es mate (DIDE) of a variety of indicators before and
a er the implementa on of the increased minimum wage.
Unlike Card and Krueger, Yelowitz ﬁnds that the increase in the minimum wage had a nega ve eﬀect on employment.
More speciﬁcally, the eﬀect was most visible on less-educated workers. The author claims that the likelihood of unemployment increased 8.3 percentage points for less-educated workers as a result of the wage increase. However,
none of the coeﬃcients exhibited sta s cal signiﬁcance. On the other hand, the author ﬁnds sta s cally signiﬁcant
evidence that hours worked fell by 3.2 hours for less-educated workers, meaning that while employment may not have
been impacted in terms of total number of jobs, the amount of available hours went down. This result implies that
the employment eﬀect (elas city) of increased minimum wages in Santa Fe is -0.12—a 10% increase in the minimum
wage reduces employment by 1.2%.
Robert Pollin and Jeanne e Wicks-Lim³ of the University of Massachuse s-Amherst cri cized this paper, claiming
that Yelowitz used evidence that was misleading and incomplete, as well as misused available data. In fact, Pollin and
Wicks-Lim replicated Yelowitz’s study and found no nega ve eﬀects on employment associated with the increase in
minimum wages. Other economists such as David Neumark and William Washer⁴ see the paper as convincing, with a
rela vely strong methodology applied.
Minimum Wages and Employment: A Review of Evidence from the New Minimum Wage Research
David Neumark and William Wascher - 2006
This paper is fundamentally a con nua on of the work done by Brown et al. (1982). The authors analyze over a hundred empirical studies completed between 1992 and 2006 examining the eﬀect of minimum wages. They look into
all cri cal aspects of empirical work, including data, sampling methods, theory, methodology, and the signiﬁcance of
test results. They conclude that the variability of the elas ci es between studies is very large—some es mates are
well below -1, while others are above zero. However, according to their research, the conven onal economic theory
s ll holds true: an increase in the minimum wage has a nega ve eﬀect on employment. Nearly two-thirds of papers
provided evidence to support that theory. The authors also select papers with the most credible evidence (33 papers)
and ﬁnd that 85% of these also conﬁrm the nega ve rela onship. Finally, the authors claim that the most credible
evidence comes from using longer me-frame panel data studies.
The Economic Eﬀects of a Citywide Minimum Wage
Arindrajit Dube, Suresh Naidu, and Michael Reich - 2007
Like that of Yelowitz, this is one of the ﬁrst papers to examine the minimum wage increase within city borders. The
subject is San Francisco’s wage increase of 2003, when the minimum wage went from the California minimum of
$6.75 to a city-speciﬁc $8.50. The ordinance also included cost of living adjustments, which would increase the local
³Pollin and Wicks-Lim (2005)
⁴Neurmark and Washer (2006)
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minimum wage in line with inﬂa on as measured by the CPI. Essen ally, this is a con nua on of Card and Krueger’s
1994 study, however, it includes a more speciﬁc and larger data set, convenient regula on (some restaurants were
exempt in the early stages of the law, making them a be er control group), and research of many more outcomes,
such as: average hourly pay, distribu on of pay, total employment, part- me and full- me employment, menu prices,
employee tenure, health insurance coverage, the propor on of workers who receive ps, and employer compliance
with the law.
The authors conclude that the higher minimum wages in San Francisco increased pay signiﬁcantly at aﬀected restaurants without causing any eﬀect on the number of aﬀected restaurants opera ng or total employment. The es mated
elas ci es on employment range between 0.01 and 0.12, but they were not sta s cally signiﬁcant. S ll, the authors
ﬁnd evidence that prices, employment of full- me workers, and employee job tenure all increased signiﬁcantly at
fast-food restaurants, though the authors do not ﬁnd the same eﬀect at table-service restaurants. To the authors,
“signiﬁcantly” equates to a 6.2% increase in prices in San Francisco compared to East Bay. To arrive at a more accurate
cost increase, they use basic arithme c: 50% of workers were paid under $8.50 per hour, the minimum wage increase
was 26%, and fast-food restaurant labor costs account for 35% of total cost. Mul plying the three percentages, they
arrive at a 4.5% increase in total costs.
This study has been cri cized⁵ for a low response ra o to the survey instrument—only 38% responded in the second
wave. In addi on, it has been argued the feedback eﬀect tested was too short, as the authors only focused on the
eﬀect nine months a er the minimum wage change. Addi onally, some economists do not see a reason why large
restaurants (more than 30 employees) were excluded.
More importantly, this measure was diﬀerent from what is being proposed under Measure D as it included exempons for certain businesses, while the San Jose law would apply across the board. And, the control area used to test
the eﬀects was the East Bay economy. Given that the East Bay has a completely diﬀerent economic structure to San
Francisco, it is diﬃcult to a ribute eﬀect or non-eﬀects to a law when the test-case is not representa ve of what
performance would have looked like "but-for" the passage of the minimum wage law.
The Wage and Employment Impact of Minimum-Wage Laws in Three Ci es
John Schmi and David Rosnic - 2011
This empirical study examines the eﬀect of a city-speciﬁc minimum wage law in three U.S. ci es (San Francisco, Santa
Fe, and Washington, D.C.) on low-wage jobs in fast food restaurants, food service establishments, retailers, and other
businesses. The methodology employed is similar to that used by Card and Krueger when examining the eﬀect of New
Jersey’s 1992 minimum wage increase, using a DIDE.
The authors examine the employment and wage trends prior to and a er the policy change. In other words, the
study treats the increase in the minimum wage as a quasi-experiment, where the trends in place before and a er
the increase in minimum wages serve as a “treatment” group. They compare these trends to those of a nearby area
unaﬀected by the policy change—the “control” group. To analyze the employment trends, before and a er the policy
change, the authors use data from the unemployment insurance system, which covers 98% of all employees.
In this study, the authors ﬁnd evidence that the increase in the minimum wage in San Francisco (increase from $6.75
to $8.50—26%) and Santa Fe (increase from $5.15 to $8.50—65%) raised the earnings of the low-wage workers with⁵Neumark and Wascher (2006)
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out any nega ve eﬀects on employment. They also ﬁnd that the minimum wage increase in Washington, D.C., was too
small to raise the wages in the above-men oned establishments (the increase was $1 plus federal minimum wage,
which was $4.25 - 23.5%). In addi on, the authors conclude that the eﬀect was the same regardless of the size of the
business.

Methodology
Beacon Economics has conducted a study on the eﬀects of the city-wide minimum wage that is being proposed as
Measure D in San Jose on the November 2012 ballot. This study includes a summary and analysis of the exis ng
studies of the minimum wage literature, including analyses of both na onal/state minimum wage laws as well as the
more infrequent city-wide minimum wage policies across the country. This study also a empts to measure the net
economic impact to the San Jose economy of raising the minimum wage from the statewide level of $8.00 per hour
to $10.00 per hour.
The literature suggests there are a variety of ways that an increase in the minimum wage can impact a local economy,
and they fall within three broad areas. First, an increase in the minimum wage will increase the cost of doing business
for ﬁrms located within the city where the minimum wage is enacted. This can have the dual impact of raising total
payroll costs for businesses, which can ul mately reduce the amount of labor inputs demanded by those ﬁrms. In
other words, higher payroll costs can lead employers to cut back on staﬃng posi ons or hours, or some combina on
of both in response to an increase in the minimum wage. Second, businesses can choose to pass on some of the increased costs of the higher wages to consumers. Thus, to the extent that consumers are sensi ve to price changes,
the increase in prices could reduce ﬁnal demand for the goods and services produced by companies located within
the jurisdic on. This is especially true in a city-wide minimum wage context like San Jose, where consumers are in
rela vely close proximity to other ci es not subject to the increase and can subs tute their shopping, dining, and
other needs from a nearby area fairly easily. These represent nega ve economic impacts to the local economy in the
form of reduced employment and reduced demand for business output within the city.
There are other non-economic costs associated with local minimum wage laws, as well. These include costs to the public sector (taxpayers) in the form of administering and enforcing the new minimum wage, which will require staﬃng
and exper se on the part of San Jose oﬃcials. Other costs include the costs of li ga on associated with compliance
with the law.
However, there are also some posi ve implica ons to the increase in wages in the form of increased spending by
wage earners. A por on of the increased payroll costs are paid out to workers in San Jose, which results in increased
disposable income for minimum wage earners. To the extent that these workers also live in San Jose, some of those
wages will be spent back into the local economy, which will oﬀset some of the reduced output caused by rising prices.
This increase in demand stemming from increased local spending can also help generate addi onal jobs in the economy, which will oﬀset some of the reduced employment associated with rising business costs. The result of these
compe ng eﬀects represents the net economic impact to the San Jose economy as a result of raising the minimum
wage from the statewide $8.00 per hour to $10.00 per hour.
Thus, this analysis a empts to quan fy the net economic impact of Measure D on San Jose's economy. First, Beacon
has quan ﬁed the number of minimum-wage earners in San Jose using a variety of data sources. This informa on,
San Jose Minimum Wage
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along with the value of the wage increase per worker and addi onal employer payroll expenses, is used to calculate
the total cost of the wage increase to businesses. Next, es mates of the sensi vity of employers to wage increases
gathered from the exis ng literature are employed to es mate the reduc on in employment as a result of higher
wages. The increase in costs is linked to pass-through pricing by businesses, to capture the eﬀect of ﬁrms raising
prices to oﬀset the increase in payroll costs. The increase in prices is then used to determine the reduc on in total
output associated with reduced consumer demand. The result represents the increases in costs to San Jose ﬁrms that
can be expected as a result of the increased wages.
Next, Beacon Economics calculates the impact of increased wages on spending in the local economy. The increase
in wages paid out represents the increase in income that is expected as a result of the wage increase. Using this informa on along with data on commu ng pa erns, the number of San Jose workers who also live in the city is used
to calculate the propor on of the increased income that will be spent locally. Data from the Consumer Expenditure
(CE) survey is used to divide the total increase in spending among the various industries where workers in the $10.00
per hour income bracket spend their take-home pay. The increase in spending by industry is then run through the
IMPLAN modeling system to determine the secondary eﬀects of the increased spending on the San Jose economy.
For example, increased spending on retail goods by San Jose workers will increase demand for the inputs used in the
provisioning of retail goods, such that the suppliers of those inputs will need to increase employment and thus pay
addi onal income to their workers in order to meet the increased demand from consumers. This generates knock-on
eﬀects throughout the local economy in what is commonly referred to as economic impact analysis.
The diﬀerence between the increased cost of doing business and the increased economic output resul ng from increased spending represents the net economic impact of Measure D on the San Jose economy.

San Jose Minimum Wage Workers
The ﬁrst por on of the analysis involves determining the size of the popula on that will be impacted by Measure D.
While the number of minimum wage workers in the state is readily available, data at the MSA or city level is much
more limited. Thus, Beacon Economics used a variety of data sources in order to calculate the number of minimum
wage workers currently employed in San Jose.
The 2011 March Demographic Supplement to the Current Popula on Survey (CPS) provides detailed employment
and demographic informa on on all survey respondents, which totaled more than 200,000 individuals. This dataset
includes informa on on the class of worker (whether hourly or not) as well as the worker’s current hourly pay and
geographic informa on deno ng the state and MSA where the worker is located. Unfortunately, this dataset does not
include informa on on the city of residence or work, so es mates for the San Jose MSA are used as a proxy for the
City of San Jose.
According to this database, roughly 59,000 workers (or 6.5% of total employment) in the San Jose MSA earn an hourly
wage of $8.00 per hour. This is slightly less than the statewide average in 2011, when 8.1% of all employees earned
hourly wages of $8.00 per hour. It is important to point out that when using the federal minimum wage of $7.25
per hour, this dataset roughly corroborates the Bureau of Labor Sta s cs’ counts of minimum wage earners, which
validates the aggrega on methodology used in the case of an $8.00 per hour minimum wage.
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Table 1: Es mates of Minimum Wage Workers
San Jose MSA and California, 2011
Category

San Jose MSA
Number

Above $8/Hr.
At/Below $8/Hr.

574,476
59,237

Total Hourly

633,713

Hourly Workers
Salaried Workers

633,713
273,699

Total Employment

907,412

Share (%)

California
Number

Share (%)

7,635,785
1,124,892
9.3

8,760,677

12.8

8,760,677
5,061,791
6.5

13,822,468

8.1

Source: U.S. Census Bureau, Current Popula on Survey
It is worth no ng that in par cular industries, such as the restaurant industry, many of the wait staﬀ earn ps in addi on to their wages. As a result, p employees could stand to beneﬁt dispropor onately from the wage increase as
they will earn the addi onal wages plus their ps. Other, non- p earning staﬀ, will only receive the wage increase and
thus Measure D might not have as great of an impact on the lowest-wage earners it is intending to help the most.
To determine how the metro-wide data translates to the City of San Jose, Beacon Economics u lized the Census
Bureau's Longitudinal Employer-Household Dynamics (LEHD) database. This database shows employment from IRS
records of workers and payroll employment ﬁles from employers to es mate commu ng pa erns. However, this
database also shows us total employment counts at a variety of geographic levels, including MSAs and ci es. Thus,
these data were used to determine the propor on of total employment in the San Jose MSA that is employed within
the City of San Jose speciﬁcally. According to our analysis of the 2010 LEHD, there were approximately 805,000 primary
jobs located in the San Jose MSA. Of those, roughly 328,000 were located within the City of San Jose itself. Therefore,
we use this es mate of 40.69% of all MSA workers located within San Jose city limits as a measure of the City of San
Jose total minimum wage employment.
Speciﬁcally, with 40.69% of San Jose MSA employment located
Table 2: Employment in San Jose
within the city, Beacon Economics has es mated the total level
City and MSA, 2010
of payroll employment located within the city based upon MSAwide employment counts for 2012. As of July, 2012, there were
Loca on
Employment
nearly 903,000 workers in the San Jose MSA. Based upon the
City of San Jose
327,964
LEHD informa on, that equates to just over 367,000 payroll emSan Jose MSA
805,960
ployees located in the City of San Jose currently. Given that more
detailed informa on at the city level is not available, it is assumed
City Share (%)
40.69
that the distribu on of workers between minimum wage and
Source: U.S. Census Bureau, LEHD
other workers resembles that of the MSA overall. As such, we
have es mated that roughly 6.5% of all employees in the City of
San Jose currently earn the statewide minimum wage of $8.00 per hour. This equates to just under 24,000 workers
who would be impacted by the proposed increase to the San Jose minimum wage.
San Jose Minimum Wage
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One important component of our analysis is the fact that some industries will be more aﬀected by the proposed increase than others. Using the Census Bureau's American Community Survey, which contains detailed response data
from over 360,000 individuals na onwide, Beacon Economics has determined the propor on of workers in each sector
currently earning minimum wage in order to model the increased cost of doing business on a sector-by-sector basis.
According to this dataset, several sectors maintain a large con ngent of minimum wage employees. For example, more
than 25% of hotel and restaurant industry workers and nearly 25% of workers in the Natural Resource/Mining sector
currently earn the minimum wage. More than 13% of workers in the Other Services sector (which includes household
services) earn minimum wage, as well. Addi onally, the Retail Trade, Real Estate, and Administra ve Support sectors
all maintain greater than 10% of their total employment base.
Table 3: Es mates of Minimum Wage Workers by Industry
San Jose MSA and City of San Jose, 2012

Industry
Accommoda on/Food
NR/Mining
Other Services
Retail Trade
Real Estate
Admin Support
Arts/Entertainment
Health Care
Construc on
Government
Educa onal Services
Transport/Warehouse
Wholesale Trade
Informa on
Manufacturing
Finance/Insurance
Management/Professional
U li es
Total Nonfarm

San Jose MSA
Employment (000s)
68.1
0.2
24.8
82.2
13.1
52.8
11.9
81.2
33.6
86.8
43.8
10.4
36.4
52.4
160.0
19.1
124.2
1.7
902.7

City of San Jose
Employment (000s)
27.7
0.1
10.1
33.4
5.3
21.5
4.8
33.1
13.7
35.3
17.8
4.2
14.8
21.3
65.1
7.8
50.5
0.7
367.3

City of San Jose
Min. Wage Employment
(000s)
(%)
7.1
0.0
1.3
4.1
0.6
2.6
0.5
2.2
0.9
1.6
0.7
0.2
0.6
0.7
1.5
0.2
0.7
0.0
23.9

25.6
24.8
13.2
12.4
12.2
12.1
10.5
6.6
6.5
4.5
3.9
3.9
3.8
3.4
2.3
2.2
1.3
0.0
6.5

Source: California EDD, U.S. Census Bureau, and Beacon Economics
These sectors represent the industries that will be most impacted by Measure D as the aﬀected workers represent
above-average shares of their employment base. For example, of the 24,000 minimum wage workers in the City of
San Jose, more than 7,000 work in the city's hotels and restaurants. Another 4,000 minimum wage employees work
in Retail Trade, and more than 2,200 work in Health Care. Thus, an increase to the minimum wage will increase the
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cost of doing business more than in other sectors such as Management and Professional ﬁrms, where minimum wage
workers represent around 1% of all payroll employees.

Direct Employment Eﬀects
Armed with informa on on the size of the popula on that will be aﬀected by Measure D, Beacon Economics calculated the employment eﬀects and increased cost of doing business as a result of the increased minimum wage.
These calcula ons involved a variety of considera ons, including a ﬁrm’s responsiveness to increases in wage costs,
the implica ons for prices as a result of higher costs, and the sensi vity of consumers to increases in prices. Each of
these considera ons are cri cal for capturing the real eﬀect of the proposed wage increase, and ignoring any of these
factors can result in es mates that either overstate or understate the increased cost of doing business in San Jose.
For example, assuming that there is no employment eﬀect for the wage increase would mean that the en re wage
increase would be borne across all employees, whereas the cost of the wage increase would be mi gated to some
extent if ﬁrms opt to reduce staﬃng in order to oﬀset some of the increased wage costs.
In terms of employment eﬀects, the literature on minimum wage laws has shown mixed results, and there is s ll some
debate about the eﬀects of these policies on employment and pricing. However, on the whole, the literature suggests
that the employment eﬀects of increased minimum wages range from no eﬀect to a nega ve impact on employment.
As such, Beacon Economics has u lized a range of possible values for a ﬁrm's responsiveness to increased labor costs.
In the ﬁrst scenario (Scenario A), ﬁrms are expected to be totally unresponsive to increases in the minimum wage.
In other words, they will bear the cost of the wage increase without le ng go any workers. Although this represents
one end of the likely spectrum of outcomes, this provides us with an upper bound to the increased costs associated
with the minimum wage hike. It is consistent with a por on of the empirical literature that suggests that there is no
employment response to increases in the minimum wage (see Card and Krueger, or Dube, Naidu, and Reich). Scenario B u lizes a range of employment elas ci es, broken down by industry, to provide a more realis c es mate of
the responsiveness of ﬁrms to wage increases, recognizing that each industry will react diﬀerently based on the concentra on of minimum wage workers in its produc on process. Based upon work conducted by Po er in the Santa
Fe minimum wage case, these elas ci es ranged from -0.009 in Retail Trade to -0.16 in Construc on. Finally, Scenario C u lizes a much higher number for ﬁrms’ responsiveness, at -0.12 across all industries. This ﬁgure, based upon
Yelowitz's work on Santa Fe, and recommended by Neumark et. al., represents the lower bound of the increased cost
of doing business due to Measure D, as this is the scenario in which ﬁrms respond by le ng go of a larger number of
workers in order to oﬀset the increased wage bill.
It is important to point out that with the excep on of Construc on and Healthcare, industries in which minimum
wage workers represent less than 10% of total employment, the proposed minimum wage increase was treated as an
increase in the cost of doing business. Thus, ﬁrms are not expected to react by reducing minimum-wage employment,
as they have few minimum wage workers to cut.
It is also important to consider how much of the increased wages will be passed on to consumers. According Daniel
Aaronson in the Review of Economics in Sta s cs of February 2001, the price impacts of an increase in the minimum
wage is 0.72—in other words, a 10% increase in the wage costs results in a 7.2% increase in prices in the local economy.
For the purposes of this analysis, the 25% increase in the minimum wage (from $8.00 per hour to $10.00 per hour)
San Jose Minimum Wage
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has been modeled as a 10% increase in overall opera ng costs in the economy, which means that prices are expected
to increase by roughly 7% as a result. The empirical literature suggests that consumers are indeed responsive to price
increases, especially since they have the op on to commute to another nearby city to do their shopping and dining.
Speciﬁcally, Richard Blundell in the American Economic Review ﬁnds that a 10% increase in prices reduces demand
for goods in an economy by 7.2% for goods and 6.7% for services.
Therefore, not only will ﬁrms react to the increased wages by poten ally reducing the number of minimum wage
workers that they employ, but prices are also expected to go up such that end consumers actually reduce their spending in the city as well. This has implica ons for overall output in the city, which in turn aﬀects the required level of
employment. For example, assuming that produc vity can't change over the short-run, a reduc on in business output
will also reduce the level of employment over the short run.
Table 4: Job Losses by Industry in the City of San Jose Due to Increased Minimum Wage

Industry

Accommoda on/Food
NR/Mining
Other Services
Retail Trade
Real Estate
Admin Support
Arts/Entertainment
Health Care
Construc on
Government
Educa onal Services
Transport/Warehouse
Wholesale Trade
Informa on
Manufacturing
Finance/Insurance
Management/Professional
U li es
Total Nonfarm

Current
Min. Wage

Job Losses
Due to Increase

Employment (000s)

Scenario A

Scenario B

Scenario C

7.1
0.0
1.3
4.1
0.6
2.6
0.5
2.2
0.9
1.6
0.7
0.2
0.6
0.7
1.5
0.2
0.7
0.0

−0.3
0.0
−0.1
−0.2
0.0
−0.1
0.0
−0.1
0.0
0.0
0.0
0.0
0.0
0.0
0.0
0.0
0.0
0.0

−0.4
0.0
−0.1
−0.2
0.0
−0.2
0.0
−0.2
−0.2
0.0
0.0
0.0
0.0
0.0
0.0
0.0
0.0
0.0

−1.2
0.0
−0.2
−0.7
−0.1
−0.4
−0.1
−0.4
−0.1
0.0
0.0
0.0
0.0
0.0
0.0
0.0
0.0
0.0

23.9

−0.9

−1.3

−3.1

Source: Calcula ons/Es mates by Beacon Economics
Using this methodology, Beacon Economics has determined that the increase in minimum wage in San Jose from the
statewide level of $8.00 per hour to $10.00 per hour would result in job losses within the city, as ﬁrms both reduce
employment as a result of higher payroll costs and consumers reduce demand in response to higher costs that are
expected to be par ally passed on to consumers. These job losses range from 900 jobs in Scenario A, if employers do
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not respond to the wage increase by reducing employment (i.e. the job losses that stem purely from reduced demand
and cost pass-throughs), to as much as 3,100 jobs in Scenario C, if employment is highly sensi ve to increase wages.
As noted, several sectors will be more aﬀected by Measure D. For example, nearly two-thirds of the expected job losses
will come from the city's restaurants, hotel, and retail establishments. This is a func on of the fact that ﬁrms in these
sectors are rela vely sensi ve to increases in their wage costs, and that the share of minimum wage workers is great
enough that prices will increase—reducing demand for those goods and services in San Jose, which puts addi onal
downward pressure on employment in those sectors. Other sectors will see only negligible eﬀects on employment
because overall employment is low and the percentage of minimum wage workers who ﬁll those jobs is rela vely
small. For example, Manufacturing accounts for only 1,500 of the 23,000 minimum wage jobs in San Jose, and just
2.3% of total employment in that sector. Thus, the increase in wage will have virtually no impact on employment in
that sector.
Rela ve to the overall economy, which employs roughly 367,000 workers, these job losses are not huge in magnitude.
Even in Scenario C, which has the largest employer response to the increase wages, 3,100 lost jobs would represent a
0.85% decline in total employment in the region. Nevertheless, these 3,100 jobs are real jobs occupied by those workers at the bo om end of the income spectrum. As such, these nega ve implica ons for overall employment should
be carefully considered as one of the nega ve consequences of Measure D.

Increased Cost of Doing Business
As noted, in addi on to having nega ve impacts on overall employment in San Jose, Measure D will also signiﬁcantly
increase the cost of doing business in the city. Using the number of aﬀected workers, the proposed increase of $2.00
per hour to the minimum wage, and a 30-hour work week on average for hourly employees, Beacon Economics has
also calculated the increased cost to businesses that can be expected in response to Measure D.
Given that the level of job losses varies depending on our assump ons of how responsive ﬁrms will be in response to
the minimum wage increase, the addi onal wage costs are also presented according to the three scenarios described
herein. However, under any scenario, the increase in wages results in signiﬁcant addi onal payroll costs for the San
Jose economy. Speciﬁcally, Beacon Economics es mates that Measure D will increase wage costs for ﬁrms located in
the City of San Jose by between $70 million per year to $78 million per year. These are fairly sizable addi onal costs to
impose upon local employers—especially since these increased wage costs already take into account the reduc ons
in employment associated with higher wages and reduced demand by consumers for these products.
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Table 5: Increased Wage Costs in the City of San Jose
Due to Increased Minimum Wage
Increased Wages ($Mil.)

Industry

Scenario A

Scenario B

Scenario C

Accommoda on/Food
NR/Mining
Other Services
Retail Trade
Real Estate
Admin Support
Arts/Entertainment
Health Care
Construc on
Government
Educa onal Services
Transport/Warehouse
Wholesale Trade
Informa on
Manufacturing
Finance/Insurance
Management/Professional
U li es

21.1
0.0
3.9
12.2
1.8
7.7
1.5
6.5
2.7
5.0
2.2
0.6
1.9
2.2
4.7
0.6
2.2
0.0

20.9
0.0
3.8
12.1
1.8
7.6
1.5
6.3
2.2
5.0
2.2
0.6
1.9
2.2
4.7
0.6
2.2
0.0

18.6
0.0
3.4
10.7
1.6
6.8
1.3
5.8
2.3
5.0
2.2
0.6
1.9
2.2
4.7
0.6
2.2
0.0

Total Nonfarm

76.7

75.5

69.8

Source: Calcula ons/Es mates by Beacon Economics
Unsurprisingly, the sectors with the greatest number and share of minimum wage workers bear the brunt of these
wage increases. Speciﬁcally, between $18.6 million and $21.1 million in increased wages will be borne by the city's
restaurants and hotels. Another $10.7 and $12.2 million will be shouldered by the Retail Trade industry, as well. S ll,
most other sectors will be impacted by the increased minimum wage. Even in manufacturing, which has a rela vely
small con ngent of minimum wage workers will see its wage costs increase by almost $5 million per year.
In addi on to the added costs to the employer due to the wage increase, there are a variety of other expenses that
will increase for ﬁrms in San Jose as a result of Measure D. Chief among these are added payroll costs, such as contribu ons to FICA/Social Security, Medicare contribu ons, California State Disability, and Worker's Comp. Insurance.
According to payroll processor Paychex, these addi onal costs associated with increasing the per-hour wage of an
employee from $8.00 to a $10.00 will cost $2.00 per hour in addi onal wages plus an addi onal $0.51 per hour in
addi onal payroll expenses above and beyond the increase in wages.
Since these represent real costs that will be paid by the employer as a result of Measure D, Beacon Economics includes
these expenses as part of the increased cost of doing business. Again, we u lize our three scenarios of job losses in
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order to es mate these increased payroll costs, which are not insigniﬁcant. For example, the addi onal $0.51 per
employee per hour represents an addi onal 25.7% increase in expenses on top of the 25% increase in the minimum
wage, bringing the total cost of the increase to more than 31% per worker per hour.
Combining both the cost of the increased wages themselves as well as the increased payroll expense items noted
herein yields the total increase in direct costs to employers as a result of the implementa on of Measure D. Given our
es mates of total minimum wage employment under Scenarios A-C, Beacon Economics es mates that the increase in
payroll costs associated with the adop on of Measure D ranges from between $17.9 million to $19.7 million depending on how responsive ﬁrms are to the increased minimum wage. These costs are substan al and represent 20% of
the overall costs to employers as a result of Measure D.
Combining these increased payroll expense items with the cost of the wage increase itself shows that Measure D could
have a signiﬁcant impact on the cost of doing business within the City of San Jose. Under Scenario C, which embodies
the largest employer response to the minimum wage increase, the increase in total employer costs is the smallest
because employers oﬀset some of the increase in wages by reducing their workforce by the largest amount. Under
Scenario C, total employer costs increase by $87.7 million. This includes the $69.8 million in increased cost to the city's
employers in the form of addi onal wages as well as $17.9 million in addi onal payroll expenses associated with the
higher wages. In Scenario A, in which employers do not reduce employment in response to a minimum wage hike,
the costs will increase by even more. Beacon Economics es mates that total employer costs will increase by as much
as $96.3 million. Again, this ﬁgure includes the $76.7 million per year in addi onal wages as well as $19.7 million in
higher payroll costs.
Table 6: Total Increased Employer Costs in the City of San Jose
Due to Increased Minimum Wage
Increased Costs ($Mil.)

Category

Scenario A

Scenario B

Scenario C

Increased Wage Costs
Increased Payroll Costs

76.7
19.7

75.5
19.4

69.8
17.9

Total Increased Employer Costs

96.3

94.9

87.7

Source: Calcula ons/Es mates by Beacon Economics
Based upon these es mates, it is clear that Measure D will have a signiﬁcant impact on businesses opera ng in the
City of San Jose. Not only will the minimum wage increase raise wage costs for employers located within the city, but
it will raise payroll costs, as well. According to the 2007 Economic Census, San Jose was home to more than 15,000
businesses with more than $17 billion in annual payroll during 2007. As such, this increase in the minimum wage
would raise total payroll costs by 0.5% economy-wide. Although this increase is small rela ve to the overall size of the
economy, these represent real costs to ﬁrms located within the city. And, for hotels, restaurants, and retail establishments—sectors that will be dispropor onately aﬀected by the wage increase—the consequences of Measure D are
even more pronounced than the aggregate totals suggest.
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Increased Consumer Spending
Although Measure D will increase wages and payroll expenses for ﬁrms located within the City of San Jose, its eﬀects
will not be en rely nega ve. In addi on to the social issues that Measure D is a emp ng to address, the increased
minimum wage could increase overall consumer spending as these workers pour some of these increased earnings
back into the economy. As such, Beacon Economics has reduced the nega ve eﬀects associated with increased wages
and payroll costs by the increased direct and secondary spending that is likely to occur as a result of the adop on of
Measure D.
However, it is important to point out that not all of the increase take-home pay will be spent locally, as some of the
workers, par cularly in an economy like San Jose, commute into the city each day for work from other parts of the
Bay Area. Given that most spending from take-home pay occurs around the place of residence rather than the place
of work, San Jose will not beneﬁt from increased spending for workers who live in Santa Clara or Los Gatos, for example. Therefore, Beacon Economics dipped into the Census Bureau's LEHD database to determine the propor on of
San Jose workers who also live within the city. According to these data, roughly 142,000 of the 328,000 primary jobs
located in the City of San Jose were ﬁlled by residents of San Jose. This equates to roughly 43.4% of all workers in the
city. As such, only 43.4% of the increased wages are expected to be spent in the local economy.
As a result, the majority of the increase in take home pay
will be spent outside of the City of San Jose. Thus, the City
is not able to reap the full beneﬁts of the wage increase as
workers take their earnings home to spend in their place of
residence. Measure D will cost tax payers in the city (both
businesses and residents) in terms of tax dollars to fund enforcement and administra on, but a signiﬁcant por on of
the beneﬁts accrue to other areas. In some ways, Measure
D will actually mean that the City of San Jose is subsidizing
increased spending in neighboring communi es.
Combining the informa on on commute pa erns with the
es mates of the increased wages paid under Scenarios A-C,
Beacon Economics has determined the increase in spending that is likely to occur in San Jose as a result of Measure
D. For the purposes of this analysis, Beacon Economics has
assumed a combined rate of 15% of gross pay to represent
the taxes and savings that will come out of the increased
wages. This is likely a highly conserva ve es mate given
that these workers are in the lowest state and federal tax
brackets, but it does provide a lower bound to the increase
in consumer ac vity that is likely to occur as a result of Measure D.
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Table 7: San Jose Workers by Place of Residence
Place
of
Residence

Number
of
Jobs

Share
of
Total (%)

San Jose
Santa Clara
Sunnyvale
Fremont
Milpitas
San Francisco
Campbell
Cuper no
Morgan Hill
Mountain View
Other Loca ons

142,348
11,456
10,345
10,291
8,008
6,359
5,148
4,809
4,358
3,971
120,871

43.4
3.5
3.2
3.1
2.4
1.9
1.6
1.5
1.3
1.2
36.9

Total Primary Jobs

327,964

100.0

Source: U.S. Census Bureau, LEHD
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Based upon this analysis, Beacon Economics has determined that there will likely be a sizable increase in spending
as a result of the increased minimum wage, though it will not be large enough to oﬀset the increased cost of doing
business in San Jose. For example, Under Scenario A, where fewer minimum wage workers lose their jobs as a result of Measure D, the consequent increase in spending in San Jose totals $28.3 million. Under Scenario C, where a
larger por on of minimum wage workers lose their jobs as a result of Measure D, the consequent increase in spending
within San Jose is slightly smaller at $25.7 million per year. Thus, on its own, the increase in spending will not oﬀset
the nega ve eﬀects to the cost of doing business in San Jose posed by Measure D.
However, these direct spending increases are not the end of the story. As noted, direct spending in an economy
generates knock-on eﬀects throughout the rest of the economy. This type of analysis is commonly referred to as an
economic impact study, which operates under the basic assump on that any increase in spending has three eﬀects:
ﬁrst, there is a direct eﬀect on that industry itself, resul ng from the addi onal output of goods or services—buying a
car at a retail dealership, for example. Second, there is a chain of indirect eﬀects on all the industries whose outputs
are used by the industry under observa on. In this case, it would be the auto manufacturers. These are the impacts
generated by a business's supply chain. Third, there are induced eﬀects that arise when employment increases and
household spending pa erns are expanded. These impacts follow from the addi onal income that is earned in the
course of producing this output, both by employees in the target industry and in those supplying it.
In order to calculate these indirect and induced eﬀects, Beacon Economics has u lized the IMPLAN modeling system,
which is a commonly used tool for impact studies in economics. IMPLAN's Regional Economic Accounts and the Social
Accoun ng Matrices are used to construct region-level mul pliers that describe the response of the San Jose economy
to a change in demand or produc on as a result of spending by San Jose residents who received addi onal take home
pay as a result of Measure D. Each industry that produces goods or services generates demand for other goods and services, and this demand is mul plied through the San Jose economy un l it dissipates through "leakage" to economies
outside the city. IMPLAN models discern and calculate leakage from local, regional, and state economic areas based
on workforce conﬁgura on, the inputs required by speciﬁc types of businesses, and the availability of inputs in the
economic area. Consequently, economic impacts that accrue outside of the City of San Jose as a consequence of a
change in demand are not counted as impacts within this analysis.
Table 8: Impacts of Increased Spending in the City of San Jose
Due to Increased Minimum Wage
Category

Scenario A

Scenario B

Scenario C

Direct Eﬀect
Total Eﬀect
Jobs Eﬀect

28,279,164
41,964,605
331.5

27,857,042
41,338,199
326.5

25,741,986
38,199,580
301.7

Source: IMPLAN, Calcula ons/Es mates by Beacon Economics
U lizing IMPLAN's zip code aggrega on to approximate the City of San Jose, Beacon Economics has es mated the
total impact (both direct and indirect) of the increased spending in the San Jose economy as a result of Measure D.
These indirect and induced impacts are based upon the increase in spending in the local economy in Scenarios A-C net
of the es mated savings and taxes that will be paid (15%). This analysis shows that although there will be signiﬁcant
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knock-on eﬀects associated with the increased local spending, it is not enough to oﬀset the increased cost of doing
business in San Jose.
Speciﬁcally, under Scenario A, the $28.3 million in addi onal direct spending results in a total increase in output in San
Jose of nearly $42 million. Under Scenario C, the $25.7 million in direct spending yields a total increase to economic
output within the city of $38.2 million. It should be noted here that this spending will create addi onal jobs in the
economy, as well, which will help to oﬀset some of the job losses associated with rising employer costs. Nonetheless, the net impact to jobs remains nega ve. For example, in Scenario A, roughly 900 workers are expected to lose
their jobs as a result of the increase in employer costs, while just over 330 jobs will be created as a consequence
of increased local spending. This leaves the net employment eﬀect of Measure D on the San Jose economy at -570.
Similarly, in Scenario C, 3,100 workers are expected to be let go as a result of rising wages and payroll expenses, while
the increased consump on generates only 300 jobs—a net reduc on in employment of -2,800.

Net Impact of Measure D
Combining the nega ve impacts of the increased costs of doing business in the City of San Jose with the posi ve eﬀect
of increased spending in the local economy due to Measure D's adop on yields the net economic impact to the city
as a result of the increased minimum wage. As noted, the increased spending in the local economy is not enough to
oﬀset the increased cost of doing business in San Jose as a result of Measure D. In other words, Beacon Economics
es mates that Measure D will have a nega ve net economic impact on the San Jose economy if adopted under any
scenario of a ﬁrm's responsiveness to wage increases.
Table 9: Net Economic Impact of Measure D on the City of San Jose
Category

Scenario A

Scenario B

Scenario C

Economic Output
Increased Employer Costs
Increased Economic Ac vity

-96,336,848
41,964,605

-94,898,824
41,338,199

-87,693,600
38,199,580

Net Economic Impact

-54,372,243

-53,560,625

-49,494,020

Employment
Increased Employer Costs
Increased Economic Ac vity

-900.0
331.5

-1,300.0
326.5

-3,100.0
301.7

Net Economic Impact

-568.5

-973.5

-2,798.3

Source: IMPLAN, Calcula ons/Es mates by Beacon Economics
Speciﬁcally, in Scenario A, Measure D will cost employers $96.3 million in added costs (both wages and payroll expenses) and cost the city roughly 900 jobs. At the same me, spending by minimum wage workers is expected to
increase by roughly $28.3 million and generate a total of $42.0 million in output throughout the San Jose economy
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and generate 331.5 jobs. On net, this represents an overall loss to the San Jose Economy on the order of $54.4 million
and almost 570 jobs. Although smaller in magnitude, Scenario B produces a similar result. Scenario B shows that employer costs will increase by $94.9 million and cost the city 1,300 jobs, and the increase in spending generates $41.3 in
increased economic ac vity and 326.5 jobs—a net eﬀect of -$53.6 million and 974 jobs. Finally, Scenario C generates
$87.7 million in increased employer costs while genera ng just $38.2 million in increased economic ac vity owing to
increased spending by minimum wage earners. And, the jobs eﬀect in Scenario C is roughly -2,800—3,100 jobs lost as
a result of employer downsizing in response to the wage hike and 301.7 jobs gained as a result of increased spending
and economic ac vity.
Thus, irrespec ve of which end of the academic literature employed, whether ﬁrms are highly responsive to changes
in minimum wage or not at all, Measure D will result in a nega ve net impact on the San Jose economy due to the
adop on of Measure D. This law, while well inten oned, will cost the City of San Jose in terms of both economic
ac vity and jobs. These results are summarized in Table 9.

Other Considerations
Although this analysis covers the vast majority of the economic costs and beneﬁts associated with Measure D, there
are also other factors to consider. For example, the net eﬀects presented here do not include the costs to the city
of establishing, administering, and enforcing this new minimum wage law. In a le er prepared for the San Jose City
Council by City Clerk Denise Hawkins, it is es mated that the enforcement of Measure D will require 4.5 full- me
employees at the city, and cost at least $612,000 per year. Although that seems like a small amount rela ve to the
roughly $1.3 billion in opera ng expenditures in the City of San Jose during ﬁscal year 2010-11, that is a larger sum
than the $500,000 spent on emergency medical services that year. In that context, this represents an added cost to
the local government budget at a me when municipal ﬁscal health has not yet recovered.
In addi on to the costs of administra on and enforcement, there is also the cost of li ga on to consider. Although it
cannot be known with certainty the cost of li ga on ex ante, Measure D is certain to results in legal ba les. According
to the oﬃcial ballot language, Measure D "allows for private enforcement through civil ac ons." Thus, in addi on to
enforcement by the city itself, individual businesses could be subject to li ga on by any individual, which increases
the risk of li ga ng wage issues signiﬁcantly. As such, the results presented in this analysis represent a lower bound
to the nega ve impacts that the city can expect as a result of the adop on of Measure D. In addi on to a nega ve
net impact from rising business costs, the costs to the city of enforcement and administra on as well as the unknown
costs of li ga on would only increase the magnitude of the nega ve impact projected here.

Conclusions
Beacon Economics has conducted a study of the poten al economic impacts associated with the passage on Measure
D on the City of San Jose. Measure D would raise the City of San Jose minimum wage from the statewide $8.00 per
hour to $10.00. This analysis looks at the poten al impacts to San Jose in terms of job losses, rising costs to businesses,
and the poten al for increased spending by minimum wage workers in the economy.
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Overall, Beacon Economics has found that Measure D, if passed, will create a nega ve net economic beneﬁt to the
City of San Jose. Consumer spending is expected to rise as a result of paying minimum wage workers an addi onal
$2.00 per hour, however because a signiﬁcant por on of San Jose workers live outside the city itself, those spending impacts will not be high enough to oﬀset the increased cost to businesses. Speciﬁcally, we ﬁnd that, depending
on the sensi vity of employers to wage increases, the implementa on of Measure D will cause employers to reduce
payrolls in the City of San Jose by between 900 and 3,100 jobs. This is based upon Beacon Economics' review of the
most rigorous academic work in the ﬁeld as well as our own empirical analysis. However, some studies point to even
greater impacts, meaning that the es mates provided herein tend toward the conserva ve end.
In addi on, Measure D will cost businesses located in San Jose between $69.8 million and $76.7 million in addi onal
wage costs each year. Employers will also incur addi onal payroll expenses associated with the wage increase that
ranges from between $17.9 million and $19.7 million per year. In total, the increase in employer costs will range
between $87.7 million and $96.3 million each year.
Some of these increased costs are oﬀset by increased spending by workers in San Jose, who also live in the city.
However, given that only 43.4% of San Jose workers also live in the city, Measure D will result in between $25.7 and
$28.3 million in addi onal spending within San Jose each year. This spending will generate secondary impacts that
ripple throughout the rest of the economy totaling between$38.2 million and $42.0 million annually. As a result of
the increased economic ac vity associated with this spending, San Jose will gain between 302 and 332 jobs.
S ll, a er adjus ng the increased spending by the increased cost to employers, Beacon Economics concludes that
there will be a net economic impact of between -$49.5 million and -$54.4 million in the City of San Jose as a result
of Measure D. In addi on, the passage of Measure D could cost the City of San Jose between 569 jobs and 2,798
jobs depending on how responsive local employers are to the increased minimum wage. The City of San Jose will also
face signiﬁcant costs, including an es mated $612,000 per year in enforcement costs which will require 4.5 full- me
employees. In addi on, there are looming unknown costs to businesses as Measure D allows for private enforcement
through civil ac ons, which opens the door to poten ally signiﬁcant li ga on expenses.
That is not to say that there are not social and distribu onal eﬀects that policymakers and voters deem worth the cost,
however a recent study by Joseph Sabia and Richard Burkhauser⁶ ﬁnds that "When we allow for nega ve employment
eﬀects, we ﬁnd that the working poor face a dispropor onate share of the job losses. Our results suggest that raising
the federal minimum wage con nues to be an inadequate way to help the working poor." And, from an economic
standpoint, Measure D represents a nega ve net impact on the City of San Jose.

⁶Joseph Sabia and Richard Burkhauser, "Minimum Wages and Poverty: Will a $9.50 Federal Minimum Wage Really Help the Working Poor?"
Southern Economic Journal, 2010, 76(3), 592–623
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