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Would a Higher Minimum Wage
Meaningfully Affect Poverty
Levels Among Women? - A
Simulation Case from Georgia

In economic literature the effect of minimum wage on the labour market and its relevance as
an anti-poverty, equality-enhancing policy tool, is a matter of vigorous debate. The focus of
this policy brief is a hypothetical effect on poverty rates, particularly among women,
following an increase in the minimum wage in Georgia. A simulation exercise (Babych et al.,
2022) by the ISET-PI research team shows that, in Georgia, a potential increase in the
minimum wage is likely to result in an overall positive albeit small reduction in poverty rates
in general. At the same time, women are likely to gain more from such minimum wage policy
than men. The findings are consistent with the literature claiming that a minimum wage
increase alone may not result in meaningful poverty reduction. Any minimum wage increase
should thus be enhanced by other policies such as training programs increasing labor force
participation among women.



Many countries around the world have enacted
minimum wage According to the
International ~ Labour  Organization (ILO)
“Minimum wages can be one element of a policy
to overcome poverty and reduce inequality,
including those between men and women” (ILO,
2023). In economic literature, the minimum wage
debate has been particularly acute, with pros and
cons of the minimum wage increases, their effect
on the labor market, and their relevance as an anti-
poverty and equality-enhancing policy tool
fiercely contested in empirical studies and
simulation studies. In this policy brief we focus on
the effect of a minimum wage increase in Georgia
on poverty rates, and in particular poverty rates

laws.

among women.

Minimum Wage Effects

According to the European Commission (2020) a
number of benefits is associated with the
introduction of minimum wage. These benefits
include a reduction in in-work poverty, wage
inequality and the gender pay gap, among others.

International evidence, however, cautions against
considering an increase in minimum wage as the
silver bullet to end poverty. A 2019 report by the
International Labour Organization (ILO, 2019)
shows that the incidence of poverty among the
working poor is comparable to the incidence of
poverty among individuals outside of the labor
market. Therefore, even if an increase in minimum
wages would lift all working poor out of poverty,
a substantial number of poor would remain.

Moreover, minimum wage can have a potential
adverse effect on employment of the most
vulnerable by deterring firms from hiring low-
wage, low-skilled labor (Neumark, 2018). The
adverse employment effect will be stronger if
current wages correspond more closely to the real
productivity of labor. In such scenario companies
would lose by retaining low-productivity workers
and, likely respond to the increase in minimum
wage by laying off workers, resulting in the loss of
wages, rather than in their increase. On the other

hand, if salaries are lower than the real
productivity of the less productive workers,
companies might still be able to profit from
employing them and will not be forced to lay them
off, resulting in a wage increase for low-wage
workers.

Whether - and to what extent — the introduction of
a minimum wage reduces poverty and/or assists
low-income households then depends on how
many individuals are going to lose their jobs, how
many workers will maintain their jobs and receive
a higher wage, and where these winners and losers
are positioned along the distribution of family
incomes.

With regard to employment effects, the results are
not perfectly homogeneous. On the one hand, a
large body of evidence suggests that minimum
wages do lower the number of jobs accessible to
low-skill employees (Sabia, Burkhauser and
Hansen, 2012; Sotomayor, 2021; Neumark, 2018)
On the other hand, some scholars argue that once
the study design is changed to take into account
the non-random distribution of minimum wage
policies in different parts of the country in
question, the “disemployment effect” of minimum
wage policies (considering the example of United
States) largely disappear (Allegretto et al., 2013;
Dube et al., 2010).

With regards to poverty, a number of studies look
at minimum wage as an anti-poverty policy tool
for developing countries and consider its
reducing poverty and/or
inequality. For example, a study by Sotomayor
(2021) suggests that poverty and
inequality in Brazil decreased by 2.8 and 2.4
percent respectively within three months of a
minimum wage increase. Effects diminished with

effectiveness in

income

time, particularly for bottom-sensitive distribution
measures, a process that is consistent with
resulting job losses being more frequent among
poorer households. The fact that the subsequent
yearly increase in the minimum wage in Brazil
resulted in a renewed drop in poverty and
inequality shows that possible unemployment
costs might be outweighed by benefits in the form



of higher pay among working persons and -
potentially — by positive spillover effects such as
increased overall consumption.

Minimum Wage and Female
Poverty

As in the case of poverty in general, there is some
discrepancy in literature on whether minimum
wage increase would help reduce poverty among
women. Single mothers have been the focus of
research in this regard since they are typically the
most vulnerable low-wage workers, likely to be
hurt by the loss of employment following an
increase/ introduction of a minimum wage.
Burkhauser and Sabia (2007) argue that the
minimum wage increases in the U.S. (1988-2003)
did not have any effect on the overall poverty
rates, on the poverty rates among the working
poor, or on poverty among single mothers. They
argue that an increase in Earned Income Tax
Credit (EITC), which provides a wage subsidy to
workers depending on income level, tax filing
status, and the number of children, would have a
higher impact on poverty, in particular among
single mothers.

In the meantime, Neumark and Wascher (2011)
find that EITC and minimum wage reinforce each
other’s positive effect for single women with
children (boosting both employment and
earnings), but negatively affects childless single
women and minority men. Another study on the
U.S. (Sabia, 2008) looked at the effect of minimum
wage increases on the welfare of single mothers,
finding that most of them were unaffected as they
earned above-minimum wage. Single mothers
with low-education levels did not see an increase
in net incomes due to the negative effect on
employment and hours worked: for low-skilled
individuals, a 10 percent increase in minimum
wage resulted in an 8.8 percent decline in
employment and an 11.8 percent reduction in
hours worked.

Yet another study (DeFina, 2008) focus on child
poverty rates and show that minimum wage

increases have a positive (reducing) impact on
child poverty in female-headed families. The effect
is small but significant (a 10 percent increase in the
minimum wage decreases child poverty rates by
1.8 percentage points), controlling for other
factors.

Ultimately, the effect of minimum wage on
poverty female-headed
households is somewhat ambiguous. It depends
on the poverty threshold used, other policy
instruments (such as the EITC), existing incentives

among women or

to enter employment and how, in the specific
country of interest, labor laws may affect the
employer’s cost of hiring (e.g. for France, see
Laroque and Salanie, 2002).

The discussion is however relevant for countries
like Georgia, where the wage gap between men
and women is quite large, and where more women
than men tend to work in low-wage and
vulnerable jobs. While the overall poverty gap
between men and women in Georgia is
insignificant (mainly because poverty is measured
at the household level), the gap becomes apparent
when comparing female-headed households to
male-headed ones. The poverty rates in the former
case are nearly 2 percentage points higher in
Georgia (20 percent vs. 18.3 percent in 2021). The
poverty rates are the highest among households
with only adult women (39.3 percent for all-female
households vs. 20.1 percent overall in 2018).

A Simulation of a Minimum
Wage Raise in Georgia

The Georgian minimum wage legislation dates
back to 1999. The presidential decree N 351 from
June 4, 1999 states that the minimum (monthly)
wage that is to be set in Georgia is equal to 20 GEL
(with some specific exceptions in the public
sector). This is a non-binding threshold.
Therefore, one has to think carefully what
consequences might arise from raising the
minimum wage to a much higher level. In addition
to previously discussed aspects, one issue to keep
in mind is the different average wages across



different regions in Georgia. For example, a
national minimum wage increase might have
more of an impact in poorer regions, where both
wages and incomes are lower, while it may still be
non-binding in Tbilisi.

The ISET-PI research team (Babych et al., 2022) use
Georgian micro data from the Labor Force Survey
(LFS) and the Household Integrated Expenditure
Survey (HIES), to simulate the effect of instituting
a nation-wide on both
employment and poverty rates in different regions
of Georgia. One focus area of the study was to
analyze the effects of a minimum wage increase on
female poverty. As with any exercise using a
simulation approach, this study is subject to
limitations imposed by the assumptions used, e.g.
how much labor demand would respond to
changes in the minimum wage, etc. The study
considered two hypothetical thresholds of the

minimum  wage

minimum wage; 250 and 350 GEL respectively.

Figure 1. Share of private sector employees
earning below certain thresholds, by gender,
2021.

Share of Share of Share of Share of
male male female female
employees = employees employees employees
earning earning earning earning
below 250 below 350 below 250 below 350
GEL GEL GEL GEL
National 5.4% 11.9% 11.7% 24.6%
Thilisi 1.0% 4.6% 5.1% 11.9%
Other
. 6.8% 14.1% 17.7% 34.6%
Cities
Rural 8.6% 17.6% 16.5% 36.1%

Source: Authors’ calculations based on the Labor Force
Survey (Geostat, 2021).

The expected household income after the
minimum wage increase was calculated and then
compared to the poverty threshold (for each
household in a standard way, using the “adult
equivalence” scale). According  to this
methodology, any person who lives in a
household which falls below the poverty
threshold is considered to be poor. A “working
poor” household is defined as a household below

the poverty threshold where at least one adult is
working.

Figure 1 shows that there is a substantial share of
both men and women whose monthly wage
income falls below the hypothetical minimum
wage thresholds. In addition, women are more
than two times as likely to be earning below these
thresholds. However, the possible impact from an
increased minimum wage on female vs. male
poverty is not clear-cut. Since many women are
part of larger households which include adult
males, their possible income losses/gains may be
counterbalanced by income gains/losses of male
family members, leaving the overall effect on
household income ambiguous.

In addition, poverty rates are not likely to be much
affected by a minimum wage increase if most poor
households are “non-working poor” (where adult
family members are either unemployed or outside
of the labor force), a consideration particularly
relevant for Georgia. The share of poor individuals
who live in “working poor” households (with at
least one household member employed) is just 41
percent nationally (and 35 percent in rural areas),
meaning that close to 60 percent of poor
individuals nationwide (and 65 percent in rural
areas) are not likely to be directly affected by
minimum wage increases.

Female vs. Male Poverty:
Scenarios Following a
Minimum Wage Increase

As one can see in Figure 2, increased minimum
wages tend to reduce poverty, but the impact is
not larger than one percentage point. Not
surprisingly, females benefit more than males (0.3
and 0.8 percentage points vs. 0.2 and 0.9
percentage points poverty reduction for men and
women respectively, under different threshold
scenarios). The maximum positive impact on
poverty reduction is observed under a higher
minimum wage threshold.



Figure 2. Estimated impact on poverty rates,
based on the national subsistence minimum.
Poverty before a

minimum wage
increase

Poverty after a
minimum wage
increase

250 GEL minimum wage scenario:

National 22,1% 21,9%
Males 22,6% 22,5%
Females 21,5% 21,3%
Working 21,9% 21,7%
Males
Working 22,2% 21,9%
females
350 GEL minimum wage scenario:
National 22,0% 21,4%
Males 22,6% 22,0%
Females 21,5% 20,8%
Working 21,9% 21,3%
Males
Working 22,2% 21,4%
females

Source: Authors’ calculations based on the Household
Integrated Expenditure Survey (Geostat, 2021).

The impact of an increased minimum wage on the
expected median consumption of households
doesn’t exceed a few percentage points either, as
illustrated in Figure 3.

Figure 3. Median monthly consumption per
“equivalent adult”’ in the household under the
status quo and minimum wage scenarios,
2021.

Status 250 GEL 350 GEL Status
quo scenario scenario quo
Median Median Median Subs.lstence
min. at
consump. = consump. = consump. national
in GEL in GEL in GEL v, TG
National 331,5 337,6 340,3 212,0
Thilisi 350,4 354,4 356,2 212,0
Other 339,8 348,3 354,0 212,0
Cities
Rural 306,4 313,8 318,4 212,0
Urban 346,1 352,2 354,8 212,0

Source: Authors’ calculations based on the Household
Integrated Expenditure Survey (Geostat, 2021).

The impact is greatest in urban areas other than
Thilisi (between a 2.5 percent and a 4.2 percent
increase in median consumption relative to the
status quo). The lower impact in Thilisi is most
likely driven by relatively higher wages, while the
low impact in rural areas is likely driven by lower
participation in wage employment.

Conclusions

In the hypothetical case of Georgia, an impact of a
minimum wage increase on poverty rates is
expected to be limited, in line with the literature.
In our study this finding is mostly driven by the
fact that only a relatively small share of poor
individuals live in “working poor” households
(about 40 percent, nationally). The remaining 60
percent of poor individuals will be unaffected by
the reform.

The quantitative impact on female and male
poverty is estimated to be low, although the
female poverty rate reduction is somewhat larger
than among males.

It is important to note that the analysis doesn’t
consider possible differential impacts on different
groups of vulnerable families, such as families
with small children and single mothers with small
children. Some reasons to why groups of
households may or may not be affected by the
hypothetical minimum wage increase, based on
their employment status and other factors, have
been discussed above.

Another important point is that our exercise
should not be seen as an argument against an
increase of the minimum wage in Georgia.
Instead, it suggests that such a reform would not
have much of an impact if done in isolation.
Indeed, the existing literature on minimum wage
seems to be in consensus on the fact that minimum
wage policies would be more impactful if
supplemented by the following measures:

- Maintain and expand targeted social
assistance to groups that do not benefit or



that are losing jobs/incomes as a result of
the minimum wage changes

- Have job re-training programs in place to
help laid-off workers

- Have human capital investment programs
in place to increase workers” productivity,
in particular for low-productivity sectors

- Consider other support instruments
targeted toward the most affected groups
of the population such as single working
mothers etc.

These recommendations should be incorporated
in the policy making regarding minimum wages
in Georgia.
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