The Minimum Wage.

Worker Benefit or Political Illusion?

Will the minimum wage
cause Bahamians to lose
their jobs?

Yes. Because artificial increases in
the price that are not based on pro-

ductivity inevitably lead to a reduction
of the number of workers employed.

The reason for this is that the increas-

es are not related to the business
person’s estimate of how much they
can pay but rather to political judg-
ments on what should be. It is the
economic law of supply and demand
at work: raise the price of a com-
modity or service and demand goes
down; it substitutes market forces
with politics.

Some “for instances” are helpful in
understanding this.

e The Far Eastern Economic
Review (published by the Wall
Street Journal) reported: “In the
current downturn Filipinos didn't
lose their jobs in large numbers...
because...struggling employers
cut their wages...For example, in
early 1999, in the depths of the
Asian Crisis, Hong Kong's Legis-
lative Council cut the minimum
wage for domestic helpers by 5%
to HK$3,670 ($470) a month”.

¢ Singapore does not have a mini-
mum wage. Its strategy is eco-
nomic growth; and its projected
growth for the year — even in a
downturn - is 6%. That was our
rate during the economic boom
years. Singapore’s per capita
income is among the top five in
the world.

¢ Arecent National Bureau of
Economic Research study,
Minimum Wages and Youth
Employment in France and
the United States, finds that
the minimum wage has had very
large negative effects on the
group of French and American
youths whose low wages put
them most at risk. In the French

case...a 1% increase in the real
minimum wage decreases the
employment probability of a young
man currently employed at the
minimum wage by 2.5%.

Supporters claim that legislation is

a way to fight poverty. The follow-
ing questions are a good test of this
statement: If the minimum wage

of $150 is so good for low-income
people, why stop there? Why refrain
from an even greater generosity, an
even more livable wage, and an even
greater fight against poverty? Why not
raise the minimum wage to $500 or
even $1000 a week, so everyone can
be better off? Of course, the answer
is that such action is not desirable
because of the unintended conse-
quences of such actions.

Will the take-home pay
of the employed remain

unchanged?

In the short run, maybe. In the
longer run, no. The opportunity to
work beyond the standard work week
will be reduced because of the time
and a half premium required by law.
Overtime is expensive, especially

for small businesses or ones that
depend on a wage stipend plus com-
missions. This will mean less pay in
the end.

Wouldn’t the Institute
reject minimum wage
and shorter work week

laws in any situation?
Yes, these labour laws should
be rejected. First, we have grave
difficulties in the Bahamas with pro-
ductivity. We already earn a wage on
average higher than our average rate
of productivity. This means you get
less work out of us for more money
than an American worker, a Haitian
or a Singaporean. Second, minimum
wage is weak policy. It penalizes one
group to pay another group.

So what does
the Institute
recommend?

Crisis is opportunity! Instead of cut-

ting up the same pie to give a bigger

piece to one group and less to anoth-
er, make the pie bigger by creating
opportunities.

* Take steps now to capture all the
benefits available under the Free
Trade Area of the Americas.

e_Look for new short-term business
opportunities abroad. Change the
work permit rules and make the
Bahamas the easiest place to do
business once investor credibility
is established. Open up immigra-
tion to businesses in troubled
countries like South America,
India and Pakistan.

e=Focus tourism marketing on those
areas of the U.S. where defence
spending is concentrated. For
instance, $317 bllion in defence
spending is taking place in four
American cities. That's where the
jobs and vacation pay are.

* [Encourage direct flights from
those cities to the Bahamas.

The Bahamas should
explore these options and
develop a pro-growth
strategy.
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The FREE Lunch.

An Example

Action: Government mandates a shorter work week and
time-and-a-half for overtime.

Take-Home Apparent

Pay Change
January 1, 2002:
48 hours @ $10/hr $480.00
February 1, 2002:
44 hours @ $10/hr $440.00
4 hours @ $15.00 /hr 60.00
+$20 or
Total $500.00 +4.1%
January 31, 2003:
40 hours @ $10/hr $400.00
8 hours @ $15.00/hr 120.00
+$40 or
Total $520.00 +8.6%

Problem: The mandate raises the cost of doing business

Reaction: Employers adjust
Reduce work week to standard and thus both costs and take home pay.
Hire part-time employees to meet needs.
Lay off employees and hire independent contractors.
Marginal private enterprises go out of business.
Remaining private enterprises increase prices to maintain profit margins.
Government raises taxes to cover increased costs.
The apparent winners are:
1. The politician who creates the appearance that he did something for the worker/voter.
2. New government bureaucrats and labour lawyers.
3. Benefactors of the successful politician.
The losers are:
1. Workers with lower take home pay.
2. The newly unemployed.
3. Consumers with higher prices.
4. Taxpayers with higher taxes.
5. The country as a whole.
The moral of the story is:

There Is no such thlng
as a FREE lunch!

O OAwWN
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Auto Dealers
Bahamians shop for cars on week-days.
But an effect of the labour laws is that
sales personnel will get at least one
weekday off because of the limitation

of the work week and the new rules on
overtime. For the salesperson this means
a reduction not only in actual wages, but
loss of commission income.

Restaurants

Labour cost and menu prices are expected to
rise by 20%, and customers are expected to
drop as the sector becomes less competitive.
This will lead to a hiring freeze and existing
staff will work fewer hours in staggered shifts
centered around peak business hours. This
means fewer hours worked and less take-

home pay. Many, and perhaps most restaurant

staff, now earn (before the enactment of the

law) an average of $6-800 per week and are guar-

anteed full-time hours.

There will be less flexibility for staff to switch

Repair Shops
Mechanics that are paid on a commis-

sion basis on the work they produce will
be forced to work fewer hours per week,
thereby earning less money.

=

Text-book
analysis does not
explain all economic events.

At times we must look to
non-scientific information for clues
as to effects from economic policy.
Alan Greenspan is famous for having
said when he was an economic analyst
that his favourite economic indicator
was card-board boxes. The more boxes
shipped, the more certain he was of

positive economic activity. These stories

describe the impact in practical
terms revealing dimensions that
are not readily
apparent.

schedule with co-workers. For example, if some-

one wants to go to Miami, he/she can no longer
switch with a co-worker who has already worked 40
hours because the company cannot afford the premi-
um pay. This flexibility has been enjoyed for years.

’\/\

The Bahamas is the only country
that does not set categories for
minimum wages. For example, in
the U.S. there are separate mini-
mum levels for servers and others
working on gratuities and com-
missions.

Initial lay-offs of up to 20% are
anticipated along with increased
prices in order to meet govern-
ment wage controls and other
expanded benefits like redundan-
cies and sick leave.

Here are some of the
potential effects of
the new labour

AZgN laws

g

Stores
Retail buyers are not reimbursed on buying
trips on the basis of a standard work week.
Travel time, for instance, is not included
within a “standard work week”. The appli-
cation of the new laws to trainee buyers will
simply exclude them from such trips that
are a valuable form of on-the-job training.

Charities and Sport Groups
Businesses will survive by cost-cutting.
Money for sporting events and other chari-
table activities will be less available if there
is significant tightening. If business merely
raise prices, it may result in less business,
which leads to the same conclusion of less
money for sporting and other charitable
giving (including Junkanoo), and any and
all advertising for that matter.

Food Stores

Supermarkets are likely to reduce their
hours, and move all employees to hourly
wages. This will in effect, cut salaries. It
means talented and untalented workers
are treated the same and there is lim-
ited opportunity to negotiate between
employee and employer on the basis of
agreed targets for advancement.
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Despite pressing problems of law
and order and the failure of public
education the Prime Minister has
chosen labour market regulation
as his “legacy”. The proposed five
labour bills intend to

a) Import and impose entirely new
regulations on private enterprise and
b) Correct present legislative short-
comings.

This letter will deal with the
first category and specifically the
proposed minimum labour stan-
dards that the Prime Minister is
negotiating with the Coalition of
Private Business Organizations and
the trade unions.

The minimum standards that
are contained in the Minimum
Wiages Act and the Employment Act
represent a “National Labour Con-
tract”. It affects all labour contracts
and should be considered on its
political and economic merit. This
Letter analyzes three features.

The Minimum Wage.
One of the most durable politi-
cal gambits employed by “populist”
politicians everywhere is the mini-
mum wage. It is touted as a measure
to improve the lot of the most needy
worker. By Government decree a
voracious employer is forced to pay
a “fair” wage and “justice” is done.
In the United States, for example,
President Clinton and Senator
Kennedy regularly propose
increases in the minimum.
Yet the economic
reality is that the mini-
mum wage discriminates
against the disadvan-
taged. This reality is dis-
cussed in three articles:
“The Minimum Wage”,
“More on the Mini-
mum” and “The Good
News/Bad News of the
Minimum Wages Act”.
Recognizing the
unfair discrimination
implicit in its proposal,
the Minimum Wages
Act now excludes a wide
range of workers. But

What's Wrong with
the National Labour Contract

apparently the Government knows
of specific “unfair” employers and
“exploited” workers and it wants the
legislation and the Inspector Corps
to administer justice... just as is
done today with price controls and
the Price Police... another example
of economic meddling for political
gain.

The Forty Hour Week.
Today the standard workweek is 48
hours. The proposed bill will change
that to 44 hours immediately and
to 40 hours effective July 1, 2001.
This will raise the cost of labour
6% immediately and 15% by 2001
since it requires the premium pay
to accomplish what had previously
been done with straight time pay.
The economic boom that was
triggered by a positive program to
attract foreign investment has great-
ly benefited the working man... full
employment, rising wages, improved
on-the-job training, etc. The Prime
Minister and the FNM should take
credit for this. But... the Prime Min-
ister overlooks this dimension of his
success. He states that business has
benefited from the boom and “Now
is the time for the worker to get his
share of those benefits.” He intends
to transfer wealth from the well off
to less well off.

Such efforts to transfer wealth
by government edict universally
have produced adverse economic
consequences. They, in fact, trig-
ger a wide range of adjustments by
private enterprise that range from
bankruptcy for the marginal firm to
reduced profitability, investment and
employment for others.

Redundancy.

A redundancy occurs when an
employer dismisses an employee
because the employer ends, or
intends to end, the business for
which the employee was hired. The
Employment Act requires the pay-
ment of two weeks pay for each year
of employment up to 12 years or “a
maximum of twenty-six weeks.”

In his speech in Parliament on
July 5th the PM proudly announced
that this benefit was better than that
contained in the latest hotel workers
labour contract. A business survey
done by the Institute for Economic
Freedom showed that 62% of the
respondents provided only one-week
of redundancy pay for each year of
employment.

The Bill further states that the
redundancy owed “shall be a pre-
ferred debt in all cases involving
bankruptcy or liquidation”... it will
rank above the general creditors and

the shareholders. This is
likely to require
the

creation of a reserve... diminishing
the shareholders net worth and the
ability to secure financing in time of
trouble.

According to the PM the redun-
dancy provision will increase job
security. Ironically the record in
Western Europe is that such mea-
sures create labour market rigidities
that limit the ability of business to
adapt to market developments. They
reduce employment and growth. In
this regard read the “The Warning
Label”.

The 1999 International Mon-
etary Fund Consultation stated that
the Bahamas should be concerned
about labour market flexibility. In
Western Europe these rigidities
resulted from socialist programs
designed to correct the deficien-
cies of capitalism. They started in a
fertile environment of class conflict
in England and flowered under the
Labour Government after World
War Il. The English economist
John Maynard Keynes identified
labour market rigidities and inad-
equate spending as the causes of the
country's ills in the 1920s and 30s.
Labour market rigidities were left in
place while government spending,
and particularly deficit spending,
was pushed... eventually producing
inflation and currency devaluation.
This is what concerns the IMF since
it comes to the aid of countries in
crisis. This shapes its views on labour
market flexibility.

‘What's wrong with the Nation-
al Labour Contract? Well... it is evi-
dent from Mr Christies's opening
remarks that his legislative program
has its roots in the class conflict of
the last quarter century. It is chill-
ing to hear existing laws described
as “master/servant” legislation while
the proposed bills are “employer/
employee.” So... it is no wonder
that this legislative program is, in
fact, an echo of that implemented
in England 50 to 75 years ago and
found in reality to be deficient.
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The

Health and
Safety Act.

Necessity or a Costly
Alternative?

What is the reason for
this law?

It is not altogether clear. The Health and Safety

at Work Act of 2001 is intended to secure the

health and safety of workers in the workplace.

Such an objective seems to be as correct as

boiled fish for breakfast and peas and rice for

supper. However, this law was not accompanied

by a statement of need, an economic impact

statement, a statement on its “constitutionality”

or substantive public discussions. Furthermore,

there was a short-term lower cost alternative.

The Act does a number of things:

e |t empowers the minister of labour to issue
regulations for worker health and safety

e The minister can appoint inspectors to
ensure compliance who can issue improve-
ment and prohibition notices

e The minister must consult with a 10-mem-
ber, tri-partite, paid advisory council to issue
regulation

e Employers of 20 or more workers must have
a health & safety committee whose obliga-
tions and duties are not defined in the Act.

Will the Act achieve its
objectives?

Not likely. Because of the lack of full disclosure

and a wide public debate, these provisions can

only be evaluated as they stand and within the

context of certain realities.

1. The new bureaucracy will write and enforce
detailed standards on how business is
conducted either now or eventually; and...it

is likely to copy the laws of Western Europe
or the U.S. This is costly and complex and
comes at a time when the more advanced
countries of the world are beginning to
appreciate the full cost of these regulations.
Furthermore, it will diminish the competitive
position of the Bahamas at a critical time.
The Act fosters a needless growth of expen-
ditures at a time when the government has a
cash problem.

There is an overwhelming lack of managerial
and technical skills in the country. In addi-
tion, the government has great difficulty in
managing efficiently since politics dominates
all decisions.

Private business has a natural self-interest
in the health and safety of its employees.

A good example of the responsiveness of
business to the reality of the workplace is

in the area of on-the-job training. A recent
Bahamian business survey shows that on-
job-training expenditures have risen over 70%
during the past five years without govern-
ment intervention of any kind.

Such legislation creates corruption oppor-
tunities. In practice the proliferation of laws
and regulations results in an inevitable
growth in “rent taking” by public officials. In
countries like India, Italy and Venezuela, for
instance, the record is very clear...excessive
laws and regulations corrupt the governmen-
tal function and ultimately produce economic
stagnation and political instability.

The lower cost alternative.

At this stage in its economic development the
Bahamas would be better served by a major
reform of the justice system. Such reform must
include major investments in staff, facilities,
procedures and caseload management. In the
workplace such a reform programme would give
workers a genuine opportunity to sue for dam-
ages suffered as a result of any health and safety
deficiencies in the workplace.

One of the truly valuable contributions of
economists over the past 50 years has been
research on sustained economic growth. Virtually
all studies identify an efficient and impartial jus-
tice system...the rule of law...as one of the critical
elements that sustains economic growth.

In fact, an inefficient politicized judicial sys-
tem is a hallmark of a “third world banana repub-
lic". For its economic health it would have been
better for the Bahamas if the government had
made the strategic decision to focus resources
on developing a modern efficient impartial legal
system. This would naturally complement the
development of a world class law school and
secure the country’s position as a good place to
do business.

At least in the short run such a system
would obviate the need for a costly and intrusive
new government bureaucracy.
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Fax: 242 322 1361

The Nassau Institute is an independent, non-polit-
ical non-profit organization that promotes eco-
nomic growth, employment and entrepreneurial
activity. It believes this can best be achieved with
a free market economy and a society that embrac-
es the rule of law, the right of private property
and the values of family, learning, honesty and
hard work.

These beliefs lead to the following policy positions:

» For a balanced budget

 For the “rule of the law”

* For the privatization of the public corporations

» For a smaller government and lower taxes

 For an efficient justice system

 [or wages and prices to be market driven rather
government controlled

e Against a minimum wage

 Against price controls

The Institute is privately funded, with no connections
to any political party, though we are glad to advise
political leaders when asked. Research and advice
from the Institute is available to Bahamian compa-
nies and professional bodies on law, economic policy,

The Nassau

E-mail: info@nassauinstitute.org

Institute

Web site: www.nassauinstitute.org

the US and world economy and international financial
regulations.

However, the Institute is not limited to the Bahamas.
Our executive director has advised governments in
Central Asia and Africa on the development of West-
ern-style legal systems. He has advised governments
in the Caribbean on the OECD/FATF initiatives and
US Congressional and White House Advisory Staff on
issues of international law.

In 2002 the executive director intends to appoint a
blue ribbon committee of leading international scholars
to produce a landmark study on the economies of the
Caribbean — with special reference to the Bahamas. The
committee will include experts from over 25 nations,
and will be chaired by one of the most renowned econ-
omists of the 20th century. It will draw extensively on
local sources and the results will be available to all sec-
tors of the Bahamas in order to facilitate a broad con-
sensus on our development objectives and methods.
This approach contrasts with past practice where such
studies were commission by the government for gov-
ernment use only.

However to achieve these goals The Institute requires support from enlightened patrons. You can join

this effort by returning the completed coupon to:

The Nassau Institute

P.O. Box N 1688, Nassau, Bahamas

Dear Sirs:

| would like to support The Nassau Institute in 20_ _

Sincerely,
Full Name:

Address:

E-Mail:

Telephone:
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