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Overtime Rule Change Threatens
Entrepreneurship
It has been said that the worst problems are the ones you don’t see coming, and
there is a signi�cant problem brewing in D.C. that too few people seem to be paying
attention to. At President’s Obama’s urging, the Department of Labor is amending ...
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It has been said that the worst problems are the ones you don’t see coming, and there
is a signi�cant problem brewing in D.C. that too few people seem to be paying
attention to. At President’s Obama’s urging, the Department of Labor is amending
regulations governing the “white collar” exemption from overtime pay. Just this
week, the Department of Labor submitted the new overtime rule to the White
House’s Of�ce of Management and Budget for a �nal review. 
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What do these changes to overtime mean?  Here’s a summary: under the current law,
if you make less than $23,660, you are eligible for overtime. Under the new
regulation, if you make less than $47,476, you will be entitled to overtime pay. This
means that all people who make $47,475 and less (including Joe Johnson from Hope,
Arkansas) are going to be entitled to overtime pay. Today, approximately 6 million
people get overtime. With the new law, 11 million people will likely get it — a
tremendous increase and burden particularly for smaller companies. 

This move will dramatically hurt entrepreneurs and the companies they run. It will
result in less innovation and less creativity by diminishing the number of people
entrepreneurial companies can hire and by reducing incentives to work hard. All
this, at a time when the U.S. needs more innovation than ever. 

The entrepreneurs who fuel our entire economy are busy making payroll rather than
reading the Federal Register, and too little attention is paid to protecting this class of
people whom we all rely on. 

Raising the minimum overtime-eligible salary to $47,476 (with increases each year)
will kill startups, and it will hurt young people who will not be able to be hired in
those start-ups. Obama de facto is classifying all people who make less than $47,476
as per-hour employees. It indirectly coaches a group of people that they should be
paid based on the time they put into their work rather than based on the value they
create in that business. This is old school – 19th century, child-labor law stuff that is
antiquated in the new economy.

This is particularly limiting and dangerous for young people because it takes away
the whole idea that an investment in work is an investment in yourself to get better
so that you can get out of that pay range. Early in your career, it is only right that the
value of what you’re learning on the job far exceeds the value of what you’re getting
paid. As I’ve advised my own sons, the main thing is to go get a job, even if the money
isn’t ideal. You’re there to learn, to grow your economic capital base, not to punch a
time card like my grandfather did when he came over from Ireland.

Employers understand this. Remember, it’s hard enough for kids fresh out of college
to get employed, because the truth is this: They don’t know a lot and they don’t add a
lot of value because they’re inexperienced. Employers are already proving that they’d
rather go with un�lled positions than to hire people who don’t yet have the skills
needed to perform the job on day one. This proposal provides even less incentive to
�ll jobs with under-quali�ed workers. What was originally designed as a way to
protect workers will, in reality, make it harder for them to �nd jobs in the �rst place. 

Hello. It looks like you’re using an ad blocker that may prevent our website from
working properly. To receive the best experience possible, please make sure any blockers
are switched off and refresh the page.

If you have any questions or need help you can email us

mailto:info@cpapracticeadvisor.com


Private companies will do what is logical- be less inclined to hire at the higher cost
or cut base salaries to account for required overtime pay. 

These changes will especially cripple startups, many of which are started before they
have anything meaningful to offer in terms of salary. Startups aren’t going to hire
people who will need to be paid overtime. They can’t pay $50,000 a year to their
ground-level employees, and they shouldn’t be forced to. Most people who join
startups understand this; they’re not going there to get paid a lot of cash. They’re
going there to learn, work hard and create and grow a business. They understand
they may get some company stock or options in addition to their salary, but many
times they are working at all hours of the day for 7 days a week because they seek a
larger future payoff and are gaining experience that can pay off for years to come.
There needs to at least be an exception to these requirements for startup companies.

Maybe a pizza-shop manager in D.C. or Manhattan needs to earn $47,476 to make
sure they’re not forced to work 60 or 80 hours a week, but how about a guy in Tulsa
or Bushy Fork?  The legislation makes no mention of incorporating geography,
despite the fact that the cost of living varies drastically across the country. 

This is simply the most ill-conceived legislation I have seen (possibly excepting the
ban of the Big Gulp in NYC). Is anyone listening?  I hope so. More burden for the job
creators — just what we need as the economy begins to slow down. 

 

 

Hamilton is the chairman and co-founder of Sageworks, a consultancy for privately held
companies.
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