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Ho Lok Sang's Statement on the Minimum Wage

Wages in afree market are determined by supply and demand. Other things being equal,
the greater the supply, the lower will bewages. Thisis so regardless of the productivity of
labour. That isto say, very productive labour will still see wages decline if supply increases
outpace demand. The presumption that low wages are aresult of low productivity is often
wrong.

Unfortunately, excessively low wages carry a socia cost that society will find it hard to bear.
If CSSA is subject to aminimum that will presumably maintain peopl€e’ sbasic living, but
wages are not, then there will be increasing pressures for peopleto fall into the social safety
net, which will become a burden on the taxpayer, and therefore economic efficiency.

In the United States in recent years there is amovement for “aliving wage”, which is
generally higher than the legal minimumwage. The living wage is usually born out of the
good will of employers, sometimes in negotiation with labour in certain sectors.  Theliving
wage idea was born from the idea that the federal legal minimum wage, or the state legal
minimum wage, is too low to maintain a decent living standard.

A problem with minimum wage is that employers may not be ableto afford it. Thisisa
valid concern, but the fact is: in most cases, employers can afford it, but simply takes
advantage of the low wages to make even greater profit or to afford a higher living.

The worry that the minimum wage may actually reduce employment is typically explained in
terms of the downward sloping labour demand curve. Anincrease in wage will lead to a
decline in the demand for labour. However, thisis based on the “other things being equal”
assumption.  Should the minimum wage be effective, a number of workers may be earning
more and thus spending more, and the demand for labour may actually rise. Moreover, if
this encourages people to opt out of CSSA, the tax burden may be released, and lower taxes
could induce more investment. Finally, if society becomes more stable, and investor
confidence is higher, or if workers enjoy a higher morale, the positive effects may well offset
any negative effect. Empirically, experience from the US and the UK has not substantiated
the case that a minimum wage will hurt employment.

There are some empirical studies that have been cited as “ proving the negative employment
effects of the minimum wage.” Actually, what such studiestypically show is the negative
coefficient for wage in alabour demand function. They ignore the fact that “other things
are changing” and may lead to other effects.



The legal minimum wage of course can be counterproductive. However, in principle there
exists an optimal legal minimum wage. It isup to policy makersto consider the marginal
benefit of raising the legal minimum wage from zero and compare it against the marginal
cost. Thelega minimum wage should be increased as long as marginal benefit exceeds
marginal cost.

Having said this, | should add that | think there are better alternatives than the legal minimum
wage. They include wage subsidies to boost workers earnings and what | call “basic jobs”
created and made available to anyone who wantsajob. Basic jobs pay awage that will
become a minimum wage because if employers pay less than this they may not be able to get
aworker. | have contended that basic jobs should replace CSSA for all able bodied
individuals. Thisisin line with the global awakening that “workfare” isfar more sensible
than “welfare.” Workersin basic jobs who do not work in aresponsible way can be
dismissed from basic jobs and must wait a number of weeks or months to get employed

again.
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