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an you name a multi-billion dollar expenditure 
of economic resources that American consumers 
voluntarily relinquish each year? Tips, of course. 

In the U.S. alone, 3 million servers and bartenders are 
economically dependent on the estimated $44 billion in 
annual tips they receive from their customers. Tips are 
expenses that U.S. consumers have the ability to avoid, 
yet frequently choose to undertake. What motivates this 
economically “irrational” behavior, and how do we decide 
the right amount to tip? Tipping has been shown as a cost-
effective way for restaurant owners to motivate servers 
to provide quality service, but can it survive a possible 
increase in the federal tipped minimum wage and the 
onset of tablets at the table?

To Tip or Not To Tip
Although there are records of our Founding Fathers 
giving tips to their slaves, the practice of tipping servers 
did not become common in the United States until the 
early 1900s. Tips are now common in over thirty service 
occupations. Among workers that commonly receive 
tips are doormen, bartenders, masseuses, golf caddies, 
hair stylists, parking attendants, sports instructors, taxi 
drivers, and perhaps most commonly, servers. 

Because tippers are free to pay whatever they want in 
exchange for services that have already been rendered, 
many economists view tipping as an “irrational” and 
“mysterious” behavior. By their logic, providing a tip is a 
deliberate and voluntary act of individual consumers that 
can only be explained by individual human motivation. 
Approximately 80 percent of U.S. consumers report that 
the desire to reward good service drives their own tipping 
behavior, and 70 percent report that a desire to help 
servers underlies their tipping. Other motives include the 
gain of social esteem, fulfilled obligation, and preferential 
future service. Restraining motivations are motivations 
that prevent people from tipping, such as the desire to 
keep tip money for other uses and the dislike of the status 
differences implied and created by tipping.

“Change” in the Weather
Whatever the underlying motivation, 99 percent of 
consumers do choose to tip their server for a meal at a 

full-service restaurant. But what factors affect the decision 
of just how much money to tip a server? In 1940, the 
standard tip size was only 10 percent. Today, the Emily 
Post Institute advises consumers to tip servers 20 percent 
of their bill, excluding tax, for very good service, 15 
percent for adequate service, and no less than 10 percent 
for poor service.

Certain factors, both in and out of the server’s control, 
can affect the size of the tip customers choose to leave. 
Nonverbal behaviors such as smiling, a light touch on the 
shoulder, or squatting at eye level with a customer have 
been shown to increase tip size. Servers can also expect 
higher tips when they introduce themselves by name 
and compliment a customer’s’ choice of menu items. A 
number of outside factors that also have a positive effect 
on tip size include pleasant weather, desirable background 
music, and the restaurant’s location in an urban area.

The Great Wages Debate 
The amount of the tip matters to tipped workers making 
the minimum tipped wage. Restaurant servers are almost 
three times as likely to fall under the federal poverty line. 
According to the Fair Labor Standards Act, the current 
tipped minimum wage is $2.13. Many people feel strongly 
about whether or not the U.S. government should raise 
the minimum wage, but what would a raise in the tipped 
minimum wage mean for the restaurant industry? 

Some experts view an increase in the tipped minimum 
wage as an extension of the competitive model. This 
means that an increase in the tipped minimum wage 
would reduce the employment of workers eligible for 
tip credit and can either decrease or increase aggregate 
earnings of the affected workers depending on the 
elasticity of labor demand. This assumption ignores 
possible employee responses to an increase in the tipped 
minimum wage, which include tip pooling and requiring 
additional non-tipped work. In a competitive restaurant 
industry where the employer is unable to mitigate the 
effects of a higher tipped minimum wage, an increase in 
the tipped minimum wage drives up the cost of tipped 
workers and should have the same effect as an increase 
in the minimum wage—fewer hours of employment, an 
increase in hourly earnings, but an ambiguous effect on 
aggregate earnings in the industry. 
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Concerns about tipping continue to be cited as a primary 
reason why the custom should be abolished and replaced 
with inclusive pricing or automatic service charges. An 
increase in the tipped minimum wage may enhance an 
employer’s willingness to pay the cost of monitoring 
servers. Additionally, because the tipping method allows 
for servers to be tipped virtually any amount, an increase 
in the tipped minimum wage in an attempt to increase 
servers’ income may actually achieve the opposite result.

Tablets at the Table
Some restaurant owners are taking a different approach to 
serving patrons—installing iPads to replace waiters. The 
onset of tabletop and P.O.S. iPad systems is completely 
changing the way consumers tip. Major restaurant chains 
that have already installed tabletop tablets include Chili’s, 
Applebee’s, and Buffalo Wild Wings. Unit-servers remain 
on hand to bus tables, refill drinks, and fulfill requests. 

Forty percent of consumers say they would pay the same 
tip in a tablet-equipped restaurant, but 45 percent say they 
would reduce their tip either a little (33 percent) or a lot 
(12 percent).  Twenty-six percent of younger consumers, 
however, would actually increase their tip if they paid by 
tabletop tablet. As the role of the server evolves, it remains 
unclear how the practice of tipping will respond.

P.O.S. iPad systems often automatically adjust preset 
tipping options on orders less than $10 to either $1, $2, 
or $3. Even if they choose the $1 tip because they are in a 
hurry and the barista is staring at them from the other side 
of the counter, consumers could find themselves paying an 
over 40 percent tip on a $2.38 cup of coffee!

The very concept of tipping is evolving beyond the service 
industry with the rise of startups like ChangeTip that allow 
Internet users to tip each other using Bitcoin. Users of 
ChangeTip can give tips to reward other users for great 
content, talents, performances, and more using social 
networking sites like Twitter and Facebook. According 
to ChangeTip CEO Nick Sullivan, the platform boasts 
over 100,000 users that have collectively tipped $ 2.5 
million. Could there be a time in the near future in which 
consumers are prompted with a “tip” button next to the 
“like” button on Facebook and Instagram?

At Your Service
Whether they do it to help others or to avoid feelings of 
guilt, American consumers surrender over $40 billion 
of wealth annually in the form of tips to various types of 
service workers. Next time you find yourself either armed 
with a pen and staring at the “gratuity” line or face-to-
face with an iPad requesting a 40 percent tip, remember 
that you are individually responsible, in part, for the 
continuation of this puzzling American custom. ◀


