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CQ MONITOR NEWS

LEADERS PUSH MINI-OMNIBUS IN AN EFFORT TO
MAKE UP LOST TIME

By Mary Dalrymple, CQ Staff Writer

July 26, 2000 - Anxious to clear more spending bills before the August recess, Republican
leaders worked feverishly Wednesday on a package of appropriations and tax cuts they said
was intended to win President Clinton's signature.

But as talks continued into the night, the pieces did not appear to be fitting together
easily. Disagreements remained over which tax cuts to include in the bundle.

Appropriators were told to keep working and to be ready in case GOP leaders decide to
send whatever can be agreed upon to the House floor on Thursday.

Senate Majority Leader Trent Lott, Miss., served notice that his chamber, now mired in a
partisan standoff, is unlikely to join in the rush.

"Anything can become a procedural problem, as you're seeing, in the Senate," he said. "It
looks to me like we probably aren't going to get it to the floor until the Senate comes back
from recess."

The effort to assemble a miniature version of an omnibus spending and tax measure was a
last-ditch effort by GOP leaders to make up lost time in the appropriations process before
the August recess and to avoid a massive year-end catchall measure that would require
painful concessions to the White House.

House Majority Whip Tom DeLay, Texas, called the work in progress a "very appealing
package" that would be difficult for Clinton to veto.

By combining spending bills and tax cuts only minimally objectionable to the
administration, Republicans also hoped to blunt Democratic criticism that the GOP majority
wants political combat on spending bills, not bills that can be signed into law.

Legislative Branch Vehicle

The package under construction on Wednesday would use the fiscal 2001 legislative
branch spending bill (HR 4516) as a vehicle to carry the Treasury-Postal spending measure
(HR 4871) and several tax cuts. Lott said GOP leaders had not spoken with White House
officials about the package, but that staff discussions were under way.

To bolster their claim that they were trying to write legislation acceptable to Clinton,
GOP appropriators increased the Treasury-Postal bill's discretionary spending by about $1
billion, adding money for the Internal Revenue Service and a "whole series of increases,"
said Senate Appropriations Committee Chairman Ted Stevens, R-Alaska. "We will meet the
objections of the White House." '

Appropriators also dropped controversial policy provisions and anything not immediately
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reconciled between the House and Senate versions of the Treasury-Postal measure,
including House-passed provisions that would block enforcement of bans against food and
medicine sales to Cuba.

They also dropped contentious provisions that would bar government agencies from
entering gun-purchasing contracts with manufacturers, including Smith & Wesson, which
agreed to safety improvements earlier this year.

House Treasury-Postal Appropriations Subcommittee Chairman Jim Kolbe, R-Ariz., said
four weeks of conference negotiations had been squeezed into a single day. "I think it is
physically possible for it to happen,” he said.

To further sweeten the deal for the president, Republicans decided to include a
Democratic legislative priority, a $1 per hour increase in the $5.15 federal minimum wage
over two years.

But Democrats' initial reaction to the package was cool.

"I don't know about Democrats; I won't support it," said Senate Minority Whip Harry
Reid, Nev., who said he would look closely at the tax cuts included in the package to make
the minimum wage increase more palatable to business.

Tax Cuts Part of Mix

Senate Majority Whip Don Nickles, Okla., said the package would differ from the
House-passed minimum wage and tax-cut bill (HR 3081), omitting that bill's estate tax
roll-back while retaining increased deductibility of business meals and entertainment costs.
House Chief Deputy Whip Roy Blunt, Mo., said the package also would expand tax
deductions for health care costs.

The negotiators decided to include a House-passed bill (HR 3916) repealing the 3 percent
fe_:deral tax on telephone services.

House and Senate Republicans re-mained split Wednesday on whether the package they
were crafting should include provisions of a pension and retirement account expansion bill
(HR 1102) recently passed by the House with bipartisan support. Lott said Senate Finance
Committee Chairman William V. Roth Jr., R-Del., preferred to put that legislation in the
second budget reconciliation tax-cut measure, which is scheduled for consideration in
September.

$6 Billion Fix

House members agreed to include in the mini-omnibus Senate-proposed language that
would reverse $6 billion in spending shifts from fiscal 2001 into fiscal 2000 that were
enacted as part of the military construction appropriations law (HR 4425 -- PL 106-246).

Stevens had to promise to undo the shifts to get the military construction conference
report through the Senate over the objections of Sens. Phil Gramm, R-Texas, and John
McCain, R-Ariz. Moving the spending back into the fiscal 2001 budget will force Congress
to increase its fiscal 2001 discretionary spending ceiling or impose politically difficult cuts.

As he left the Capitol on Wednesday, Speaker J. Dennis Hastert, Il1., said the deal had yet
to be sealed. "That's the amazing thing about politics -- sometimes you shift strategies," he
said.

Source: CQ Monitor News
Round-the-clock coverage of news from Capitol Hill.
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CQ MONITOR NEWS

MINI-OMNIBUS CRASHES INTO REPUBLICAN WALL
OF RESISTANCE

By Mary Dalrymple, CQ Staff Writer

July 27, 2000 - What might have been an impressive send off dissolved into confusion
Thursday when House Republicans balked at a spending and tax-cut package their leaders
had hastily assembled.

Appropriators and GOP leaders worked into the éarly morning hours to attach to the
fiscal 2001 legislative branch appropriations conference report (HR 4516) a Treasury-Postal
spending bill and a repeal of the 3 percent telephone tax (HR 3916).

But Republican leaders discovered what Jim Kolbe, R-Ariz., chairman of the
Appropriations Treasury-Postal Subcommittee, called a "vote problem" when farm-district
Republicans began to join House Democrats in opposition.

Rural lawmakers were unhappy with the discarding of House-passed language that would
lift prohibitions on food and medicine sales and travel to Cuba.

GOP leaders pulled the plug on the season's first omnibus spending and tax measure after
their handiwork barely survived two procedural votes. The House voted 213-212 to table a
resolution that would have sent the bill back to a conference committee, then adopted,
214-210, a rule for floor debate.

One of four Republicans who voted against the rule was Mark Sanford, R-S.C., who said
he objects to back room deals struck by either party. "I think this is a gut-check vote," he
said.

The frenzied effort and eventual failure left members on both sides of the aisle scratching
their heads. "I always thought it was highly unlikely we could succeed in doing this," Kolbe
said. "This was like a train going down the track, and they didn't stop it."

Chief Deputy Whip Roy Blunt, Mo., said the package lost steam when it became clear the
Senate would not consider it before September. A House GOP leadership aide said one
objective of the strategy was to put the spending bills in play in the Senate, where
Republicans could blame Democrats for obstructing the appropriations process.

"I just don't understand what they were trying to do today," said Appropriations
Committee ranking Democrat David R. Obey, Wis. Asked to explain why the strategy did
not work, Obey replied, "I assume it was the obvious idiocy of the package."

Pointing Toward Lott
By all accounts, the idea of assembling a mini-omnibus originated in the office of Senate

Majority Leader Trent Lott, Miss., as a last-ditch effort to complete two more spending bills
before the August recess and the Republican National Convention.
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The Treasury-Postal and legislative branch spending bills traditionally move in tandem,
and the legislative branch measure was the only spending bill not blocked by Senate
Democrats who are pressing for confirmation of President Clinton's judicial nominees.

The package included a $6 billion shift in payments from fiscal 2000 to fiscal 2001,
fulfilling a promise to conservative Republican senators and intended to free the conference
report on the defense appropriations bill (HR 4576). The Senate cleared that measure
Thursday.

Although the package attracted little interest from the White House, GOP negotiators
increased the Treasury-Postal measure's funding by $1.3 billion in response to
administration concerns that the Internal Revenue Service would not have enough money to
do its job.

Democrats maintained that the beefed-up measure remained $900 million below the
president's request and included $17 million in unrequested funding for lawmakers' pet
projects.

Late Wednesday night, the package lost its principal lure for Democratic support, a $1
increase in the federal minimum wage over two years. The negotiators could not quickly
agree on tax cuts to make the wage increase less objectionable to business.

A GOP aide reported that members of the House's Conservative Action Team (CATs)
refused to support a wage hike without more tax cuts than the negotiators were prepared to
provide.

In an effort to make the bill palatable to as many lawmakers as possible, the appropriators
also dropped anything on which the House and Senate were in sharp disagreement. But that
decision angered those who had won hard-fought battles for amendments.

The scrapping of the Cuba provisions was particularly disruptive, and Joe Moakley,
D-Mass., accused GOP leaders of a scheme to maintain trade and travel restrictions.

Majority Whip Tom DeLay, Texas, said supporters of the Cuba trade provisions could
make their case in conference negotiations on the agriculture spending bill (HR 4461).

Also left out was language from the House's Treasury-Postal bill that would block the
government from giving preferential treatment to gun manufacturers that agree to tougher
safety standards. Negotiators also dropped a provision that would ban a Labor Department
practice of withholding contracts from companies with blemishes on their tax, employment
and discrimination records.

House Republicans also failed to gather enough votes to pass the District of Columbia
spending bill (HR 4942), thus failing to reach their goal of passing all 13 fiscal 2001
appropriations measures before the recess.

Omen for the Fall

Despite the collapse of the first spending and tax package, the omnibus approach is likely
to be used again when the House and Senate return.

John Feehery, spokesman for Speaker J. Dennis Hastert I11., said the mini-omnibus could
be an omen of this fall's appropriations process.

"Our problem is that [Senate Minority Leader] Tom Daschle has said in public that he

wants an omnibus,” he said. "That means we have to be a little more creative in how we get
things done."

8/24/2000 3:43 PM
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Minimum Wage

House Version Senate Version

H.R. 3081/3846 H.R. 833/S.625

-Current minimum wage of $5.15 -Current minimum wage of $5.15
-Increases Federal Minimum Wage; -Increases Federal Minimum Wage;
.33/hr to $5.48 beginning April 1, .35/hr to $5.50 beginning March 1,
2000, .33/hr to $5.81 beginning 2000, .35/hr to $5.85 beginning
April 1, 2001, and .34/hr to $6.15 March 1, 2001, and .30/hr to $6.15
beginning April 1, 2002. beginning March 1, 2002.

-Suggests a minimum wage of $6.15 -Suggests a minimum wage of $6.15
over a three year period. over a three period.

-The amended version requires the

the $1.00/hr increase to be implemented
over two years rather than three.

-The President supports H.R. 3081

as passed with the Traficant amendment.

H.R. 3081, A Bill to provide tax benefits for small businesses, and to increase the
minimum wage, offered by Rep. Lazio, was introduced to the House on 10/24/1999. On
3/8/2000, the Rules Committee Resolution H. Res. 434 reported to the House the rule for
consideration of H.R. 3081 and the Shimkus bill H.R. 3846, A Bill to increase the minimum
wage. The committee ruled that in the engrossment of H.R. 3081, the text of H.R. 3846 shall be
added as new matter at the end of H.R.3081. On passage, H.R. 3081 passed by recorded vote:
257 - 169. .

The Shimkus bill H.R. 3846, was introduced to the House on 3/8/2 ). On 3/972\0'(W
after passage of H.R 3081, a motion to consider H.R. 3046 was agreed to by the-yeas-and neas:
274--141. H.AMDT.594 was offered by Rep. Traficant. The Amendment provided for
increasing the minimum wage by $1 over a 2-year period rather than three as was provided in the
bill. The Traficant amendment passed by recorded vote: 246-179. On passage, H.R. 3846
passed by a recorded vote: 282-143. The t R was appended to the end of H.R. 3081
as was agreed to by the rule in H.RES.43<. On 3/20/00, the bill was received in the Senate.

H.R. 833, the Bankruptcy Reform offered by Rep. Gekas on 2/24/1999, was
passed in the House by the Yeas and Nays: 313 - 108, on 5/5/1999. It was received in the Senate
on 5/6/1999. On 2/2/2000, The measure was laid before the Senate by unanimous consent. The
Senate struck everything after the Enacting Clause and substituted the language of Sen.
Grassley's bill S. 625, A bill to amend title 11, United States Code as amended. H.R. 833 passed
the Senate in lieu of S. 625 with an amendment by Yea-Nay Vote: 83 - 14.






EXECUTIVE SUMMARY

Raising the Minimum Wage by $1 to $6.15 an Hour Would Potentially Benefit More
than 10 Million American Workers—Most of Whom are Adult Workers. An analysis of
labor market data shows that in 1999, 10.1 million hourly paid workers made between $5.15
and $6.14 an hour, and thus would potentially benefit from a $1 increase in the minimum
wage. About 09 percent of these workers are adults (age 20 or over), about 60 percent are
women, about 45 percent worked full-time, and about 33 percent were parents with children
under 18 years old. In 1997, the earnings of average minimum wage workers accounted for
54 percent of their family’s total earnings.

Raising the Minimum Wage to $6.15 an Hour Would Restore the Real Value to What It
Was in 1982. Since it was first established in 1938, the minimum wage has been increased
19 times. Between January 1981 and March 1990, the minimum wage was fixed at $3.35 an
hour, while prices rose by nearly 50 percent. The proposal to raise the minimum wage by $1
over two years would restore the real value of the minimum wage to what it was in 1982.

Increasing the Minimum Wage Would Help Hard-Pressed Families Pay for Groceries,
Rent, and Other Necessities. Raising the minimum wage from $5.15 to $6.15 would raise
the annual earnings of a full-lime worker by about $2,000 a year. A study of spending by
low-income families found that they spend on average about $300 per month on groceries
and about $400 per month on rent. Thus, for a full-time worker, the minimum wage Increase

would translatc into enough money to pay for nearly 7 months of groceries or 5 months of
rent.

Recent Increases in the Minimum Wage Had No Discernable Negative Effect on
Employment. Since the minimum wage increase in 1996, the economy has created more
than 10 million jobs and the unemployment rate has fallen from 5.2 percent in September
1996 10 4.1 percent in February 2000, near its lowest level in thirty years. Labor market
trends for workers most affected by the minimum wage increase—including younger
workers, workers with lower educational levels, and minorities—also show no negative
impact of the minimum wage on employment. Numerous careful economic studies,
including ones by David Card and Alan Krueger, have shown that increasing the minimum
wage has no negative effect on employment. Recent research has even suggested that higher
wages can mncrease employment, because they increase employers’ ability to attract, retain,
and motivate workers. And they benefit workers by increasing the reward to work.

The Minimum Wage Plays a Key Role in Ensuring That All Workers Share in a
Growing Economy. In the last seven years, incomes have grown nearly as strongly at the
bottom as at the top of the income distribution, ending a decades long increase in incquality.
In contrast. i the previous two decades inequality widened, as poorer families saw their
incomes decline in real terms. Research has shown that the decline in the real value of the
minimum wage from 1979 to 1988 was responsible for approximately 24 percent of the
increase in wage inequality experienced by men and about 32 percent of the increase in wage
inequality for women.



* The Minimum Wage Has Helped Reduce the Welfare Caseload. By increasing the
reward to work, a higher minimum wage attracts new workers into the workforce. An
analysis by the Council of Economic Advisers showed that higher federal and state minimum

wages were responsible for 10 to 16 percent of the decline in welfare caseloads between
1996 and 1998.

* The Minimum Wage and the Earned Income Tax Credit Are Complementary. A
working parent with two children earning the minimum wage in 1993 made $10,563 with the
EITC (in 1998 inflation-adjusted dollars)—well below the poverty line. With the 1993
increase in the EITC and the 90 cent increase in the minimum wage in 1996 and 1997, a
comparably situated family in 1998 was above the poverty line—making $13,268—a 26
percent inflation-adjusted increase in its standard of living.



1. INTRODUCTION

The American economy is in the midst of the longest economic expansion in history. Since
January 1993, the economy has created nearly 21 million new jobs. The unemployment rate in
February 2000 was 4.1 percent, near its lowest level in three decades. The overall performance
- of the economy has only grown stronger over time. In the last four years, labor productivity has
grown at a 2.9 percent annual rate and GDP has grown at a 4.4 percent annual rate. At the same
time, the underlying core inflation rate in 1999 was 1.9 percent—the lowest rate since 1965.

In contrast to the previous twenty years, the strong economy of the last seven years has
contributed to shared growth across all income groups and substantial poverty reduction. As
indicated in Chart 1, incomes have grown nearly as strongly at the bottom as at the top of the
Chart 1: Growtn in Mean Real Family Income by Quintile income distribution, ending a decades long
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J Strong growth is necessary but not sufficient
Botom  Znoqunie  rdumie  maumie Topqume L0 produce sustained income gains and
qunntie poverty reduction. Also important are
911 Dmanren o Conerce Bureaol e o). policies that insure that all workers are
rewarded for their work. The Clinton Administration has consistently sought to make work pay
through a runge ot policies, including expanding the Earned Income Tax Credit in 1993,
reforming welfare in order to increase work incentives, and increasing investments in child care
for working parenis. And an additional key element was the 1996-97 increase in the minimum
wage. These policies interact in a beneficial way for low-income families. For instance, a
working parent with two children earning the minimum wage in 1993 made $10,563 with the
EITC (in 1998 inflation-adjusted dollars), well below the poverty threshold. With the 1993
increase in the EITC and the 90 cent increase in the minimum wage in 1996 and 1997, a
comparably situated family in 1998 was above the poverty level—making $13,268—a 26
percent inflation-adjusted increase in their standard of living.

-1 L

This report examines the role that the minimum wage plays in increasing the reward to work and
boosting incomes for workers at the bottom of the earnings distribution. The report also
examines the recent evidence about the effect of the minimum wage on employment.



2. BACKGROUND ON THE MINIMUM WAGE

A federal minimum wage of 25 cents was first established as a part of the Fair Labor Standards
Act of 1938 (FLSA). Since its inception, the federal minimum wage has been increased 19
times, and the FLSA has been amended numerous times to expand the workers covered by the
minimum wage provision. In recent years, about two thirds of wage and salary workers have
been covered by the FLSA minimum wage. (Workers who are exempt most often are in
executive, administrative, and professional occupations.)

The federal minimum wage reached its highest value in real terms in 1968, at $7.67 in 1999
dollars (see Chart 2). With five increases during the 1970s, the minimum wage held its value at
approximately $6.60. The last increase of the 1970s left the inflation-adjusted value at $6.66.
From January 1981 through March 1990, the minimum wage was unchanged, while at the same
time prices rose by nearly 50 percent. This eroded the real value of the minimum wage at the
end of the 1980s to $4.50. The dollar level of the minimum wage was increased from $3.35 to
$3.80in 1990 and to $4.25 in 1991. In real terms the value of the minimum wage was still well
below the 1968 pcak.

Even with the modest inflation of the 1990s, the minimum wage lost value, falling to $4.65 in
1995. By 1990, the minimum wage adjusted for inflation was approaching a 40-year low.
Inflation had largely wiped out the last increase in the minimum wage in 1990. In August 1990,
Congress passed and President Clinton signed into law a two-step increase, lifting the minimum
wage from $4.25 10 $5.15. The first step of that increase went into effect October 1, 1996 and the
second step on September 1, 1997. More recently, President Clinton proposed to increase the
minimum wage by $1 over two years, raising it to $6.15. If the full increase were implemented
in 2001, this would restore the real value of the minimum wage to its 1982 level, about 75
percent of the 1908 peak value.

Chart 2: Real Lewe! of the Minimum Wage
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3. THE 1996-97 MINIMUM WAGE INCREASE

The $0.90 increasc in the minimum wage in 1996 and 1997 is estimated to have benefited almost
10 million American workers.! This section examines the impact of this increase on
employment and the distribution of wages.

Effect on Emplovinent

Since the 1996-97 increase in the minimum wage, the American economy—and labor markets in
particular—have continued to perform very strongly. Between September 1996 and February
2000, 10.2 million jobs were created—an average of 248,000 per month, even stronger job
growth than in the previous 2 years. In retail trade, which has a large concentration of minimum
wage workers, there were 1.4 million new jobs. Over this same period the overall
unemployment rate fell from 5.2 percent to 4.1 percent.

In addition, welfare rolls have declined 44 percent since welfare reform was enacted in August
1996. . A report by the Council of Economic Advisers (1999) suggests that 10 to 16 percent of
the welfare caseload decline from 1996 to 1998 was attributable to the increases in federal and
state mimmum wages. Other important factors were changes in welfare policy and the decline in
unemployment.

The strong labor. market Oft.h.e last four Chart 3: Civilian Unemptoyment Rates by Education
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observations pertain for teenage workers in general, and for African American teens specifically
(Charts 5 and 6).’

These data provide evidence that the minimum wage increase did not have a major negative
effect on employment. Still, as suggestive as this evidence is, it does not provide rigorous
statistical tests that control for the myriad of factors that affect employment. Section 5 reviews
the evidence from recent economic studies.

Chart 5: Civilian Unemployment Rates, Ages 16-19 Chart 6: Employment to Population Ratios, Ages 16-19
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Lffect on Wages for Low-income Workers

Recent increases in the minimum wage in the U.S. have improved the distribution of wages at
the low end of the distribution. Fortin and Lemieux (1997) demonstrate the importance of the
minimum wage in boosting wages at the low end, and reducing wage inequality. They show that
the decline in the real value of the minimum wage from 1979 to 1988 was responsible for
approximately 24 percent of the increase in wage inequality experienced by men and about 32
percent of the increase in wage inequality for women. Card and Krueger (1995) conclude that
the 1990-91 minimum wage increase reversed about 30 percent of the increase in wage
inequality that occurred during the previous decade.

The effect of the recent minimum wage increase—in October 1996 and September 1997—on the
wage distribution is clearly evident in wage data. Statistics tabulated from the Current
Population Survey (CPS), show that in the first two quarters of 1996, when the federal minimum
wage was 54.25. ubout 10 percent of all hourly wage workers earned less than $5.00.° The
minimum wage increase (to $5.15) clearly increased wages in the low end of the distribution; by

the first two quarters of 1998, the fraction of workers earning less than $5.00 declined to 2
percent.

= One caretul statistical analysis {Neumark, 1999) shows that the 1996-97 minimum wage increases had no effect on
the general employment of 16-19 year olds.

* The analysis presented in this paper excludes salaried and other non-hourly workers. Research has shown,
however, that a relatively smaller number and share of salaried workers and others not paid by the hour have
earnings that. when translated into hourly rates, are at or below the minimum wage. BLS does not routinely
estimate hourly earnings for nonhourly workers because of data concerns that arise in producing these estimates.
See Haughen and Mellor (1990) for further information.



Chart 7 illustrates the effect of the 1996-97 minimum wage increases on the low end of the wage
distribution ($3.00 to $7.99) for just one demographic group of interest, women who maintain
o families and have at least one child present in
Chart 7: Wage Distribtion, §3.00 to §7.95, the household.* For 1996, the distribution of
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near the minimum wage. The comparable
distribution for 1998 indicates a shift that was
clearly due to the change in minimum wage
policy. In the first two quarters of 1996,
about 9 percent of these women earned less
than $5.00. By the first two quarters of 1998, this fraction declined to 2 percent.
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At the same time, an increasing share of workers earned wages above $6 and $7, suggesting that
the increase in the minimum wage had spillover benefits for workers above the minimum wage.
Such spillover effects have been documented more formally in research by Grossman (1983),
Katz and Krueger (1992), and Card and Krueger (1994).

4. RAISING THE MINIMUM WAGE TO $6.15: WHO IS DIRECTLY AFFECTED?

Ruising the minimum wage from $5.15 to $6.15 would raise the annual earnings of a full-time
worker by about $2,000 a year. A study of spending by low-income families found that they
spend on average about $300 per month on groceries and about $400 per month on rent. Thus,
for a full-time worker, the minimum wage increase would translate into enough money to pay for
nearly 7 months of” groceries or 5 months of rent. This section provides a detailed examination
of the workers that would benefit from a further increase in the minimum wage.

Characteristics of Minimum Wage Workers in 1999

Evidence about workers who currently earn the minimum wage is available from unpubiished
tabulations provided by the Bureau of Labor Statistics (BLS) based on data from the CPS. In
1999, 72.3 million workers were paid at hourly rates, representing about 61 percent of wage and
sulary workers. It is estimated that 3.3 million workers—4.6 percent of all workers who are paid
an hourly rate—eaurn a wage at or below the current $5.15 Federal minimum. Of these 3.3
million workers, ubout 1.1 million reported a wage at exactly $5.15, while the remainder, 2.2

* A family maintained by a woman is one in which the householder (person in whose name the housing unit is rented
or owned) 1s lemale. und no spouse is present. Here we examine such households when a child under 13 is present.
“The presence of woirkers with reported wages below the minimum wage does not necessarily indicate violations of
the Fair Labor Standards Act. There are several reasons why the reported wage for a worker may be below the
Federal minimum. First. certain workers are exempt from the minimum wage provisions of the law. including
workers for whom tips might serve to supplement the hourly wages received. Second. there may be a misreporting
or rounding m the survey responses. When the minimum wage is $5.15, for example. a large number of workers
report a wage of exacily $5.00.



million, earned a wage less than $5.15. A study by Bernstein and Schmitt (1998) indicated that
in 1997 the earnings of average minimum wage workers accounted for 54 percent of their
family’s total earnings.

Selected demographic and economic characteristics for these workers are presented in Table 1.
The statistics indicate that about 70 percent of workers earning $5.15 or less were age 20 or
older. 64 percent of these workers are women.

How Muany Workers would be Affected by an Increase in the Minimum Wage?

Using the CPS data described above, it is possible to examine the number and characteristics of
workers who would potentially receive a pay raise from a $1.00 increase in the federal minimum

wage. Table 2 presents the number of individuals who currently have an hourly wage between
$5.15 and $6.14. This table indicates that:

* There are approximately 10.1 million workers within this wage range—about 14 percent of
all workers paid an hourly rate.

* 09 percent of the affected workers are adults age 20 or older.
* About 60 percent of these workers are women.
* 10 percent are African American and 20 percent are Hispanic.

* 37 percent are the household head or a spouse who contributes to family income.

Other respected studies have looked at the question of who would potentially benefit from an

increase in the minimum wage, focusing on family and income characteristics. Some hi ghlights
from these studies are:

* Parents with children under 18 years old comprise almost 33 percent of those potentially
affected. (Bernstein, Hartmann, and Schmitt, 1999).

* Over 50 percent of the proposed gains would go to households with incomes less than
$25,000 per ycar. (Bernstein, Hartmann, and Schmitt, 1999).

* 45 percent of the gains go to families with incomes below 200 percent of the poverty level,

and an additional 19 percent to families with income below 300 percent of the poverty level.
(Burkhauser, 1999).

There are other workers who would also likely benefit from a $1.00 minimum wage Increase in
addition to those workers that report hourly wages between $5.15 and $6.14. As noted above, a
number of the over 900,000 workers who report a $5.00 per hour wage are also likely to be
workers currently at the minimum wage, but mis-reporting their earnings. There is also
evidence, as discussed earlier, that workers who earn wages Just above the new minimum can see
their pay risc as a result of the minimum wage increase. To help gauge the size of this group in
the event of a minimum wage increase 10 $6.15, Table 2 also presents the number of workers
with hourly wages between $6.15 and $7.14. In 1999 there were approximately 8.4 million such
workers. many of whom could indirectly benefit from a minimum wage 1ncrease.

Appendix A presents a breakdown of the number of workers that would benefit by state. While
the most populous states would have the greatest number of workers in these wage catcgories
(California, for example, has almost 1.5 million workers with wages between $5.15 and $6.14)
the evidence suggests that thousands of workers in every state would potentially benefit from a
$1.00 increase in the minimum wage.



Table 1. Employed Wage and Salary Workers Paid Hourly Rates with Earnings At or

Below Minimum Wage, 1999

Number of workers Percent distribution ! Percent
(in thousands) , of
| workers
; in
| demogra
Characteristic Total Paid Total Paid | phic
paid paid , ‘
$5.15 or $5.150r | group
hourly hourly |
rates less rates less ! who
' earn
- $5.150r
I less
Total, 16 years and over 72,3006 3,340 100.0 100.0 4.6
AGE |
16 to 19 years 6,600 1,006 9.1 301 ;152
20 and over 65,706 | 2,334 90.9 69.9 | 3.6
SEX |
Men, 16 years and over 36,073 1,214 499 363 | 34
Women, 10 years and over 36,233 2,126 50.1 63.7 ¢ 59
RACE AND HISPANIC ORIGIN !
White 58,999 | 2,698 81.6 80.8 + 4.6
African Americun 10,126 515 14.0 154 | 5.1
Hispanic 9,402 513 13.0 154 | 55
FULL- AND PART-TIME STATUS
Full-time workers 54,931 1,320 76.0 39.5 2.4
Part-time workers 17,227 2,010 23.8 00.2 11.7
FAMILY RELATIONSHIP
Husbands 17,609 242 24.4 7.2 1.4
Wives 16,996 622 23.5 18.6 3.7
Women who maintain families 5,395 288 7.5 8.6 53
Men who maintuin families 1,815 50 2.5 1.5 2.8
Other persons 30,491 2,082 42 62 28

Note: Data exclude the incorporated self-empioyed. Detail for the above race and Hispanic-origin groups will not
sum to totals because data for the "other races” group are not presented and Hispanics are included in both the white
and black populauon groups. Also note that the distinction between full- and part-time workers is based on hours
usually worked. These data will not sum to totals because full- or part-time status on the principal job is not
idenuifiable for a small number of multiple jobholders.
Source: U.S. Departn:ent of Labor (Bureau of Labor Statistics). unpublished tabulations from the Current Population

Survey. 1999 annual averages.




Table 2. Distribution of Wage and Salary Workers Paid Hourly Rates, 1999

Percent of
Number of ' workers in.
. Percent demographic
workers (in distribution group who fall
Characteristic thousands) .
in wage
category
$5.15- | $6.15- | $5.15- | $6.15- | $5.15- | $6.15 -
$6.14 | $7.14 | $6.14 | $7.14 $6.14 $7.14
Total, 16 years and over 10,093 | 8,370 100.0 100.0 14.0 11.6
AGE
16 to 19 vears 3,133 1,482 31.0 17.7 47.5 22.5
20 and over 6,960 | 0,888 69.0 82.3 10.6 10.5
SEX
Men, 16 years and over 4,076 | 3,405 40.4 40.7 11.3 9.4
Women, 10 years and over 6,018 4,965 | 59.6 59.3 16.6 13.7
RACE AND HISPANIC ORIGIN |
White 8,027 | 6,668 79.5 79.7 13.6 11.3
African American 1,602 1,336 15.9 16.0 15.8 13.2
Hispanic 1,989 1,447 19.7 17.3 21.2 15.4
FULL- AND PART-TIME STATUS
Full-time workers 4,563 5,301 45.2 63.3 8.3 9.7
Part-time workers 5,512 3,048 54.6 36.4 32.0 17.7
FAMILY RELATIONSHIP
Husbands 851 990 8.4 11.8 4.8 5.6
Wives 1,821 1,962 18.0 23.4 10.7 11.5
Women who maintain families 855 807 | 85 9.6 15.8 15.0
Men who maintain families 171 167 1.7 2.0 9.4 9.2
Other persons 6,396 | 4,445 63 53 84 58

Note: Data exclude the incorporated self-employed. Detail for the above race and Hispanic-origin groups will not
sum to totals because data for the "other races" group are not presented and Hispanics are included in both the white
and black population zroups. Also note that the distinction between full- and part-time workers is based on hours

usually worked. These data will not sum 1o totals because full- or pan-time status on the principal job is not

wenutiable for a smatl number of multiple jobholders.
Source: U.S. Department of Labor (Bureau of Labor Statistics), unpublished tabulations from the Current Population

Survey. 1999 annual uverages.




5. ECONOMIC RESEARCH ON THE EFFECT OF THE MINIMUM WAGE ON
EMPLOYMENT '

The impact of a moderate increase in the minimum wage on employment is a key question for
policymakers. Clearly, while an increase in the minimum wage benefits those workers who
receive it, some have raised concerns that these direct gains may be partially or fully offset if the
minimum wage increase leads to greater unemployment among lower income workers. Section
3 discussed some of the aggregate evidence from the 1996-97 experience. This section discusses

the economic theory and empirical evidence behind the effects of the minimum wage on
employment.

Recent Economic Theory on the Impact of the Minimum Wage on Employment

The traditional cconomic theory of supply and demand predicts that an increase in the minimum
wige above the market rate would increase the cost faced by employers, causing them to reduce
employment. Recent theoretical analyses, however, have challenged this conventional wisdom,
examining reasons why some employers may respond to a moderately higher minimum wage by
expanding employment. Specifically, higher wages can help firms attract better workers,
motivate them to work harder, and retain them for longer periods. (While firms always have the
option of increasing their pay rate, some managers leave wages unchanged because of reluctance
to increase average labor costs.) At least five papers—recently published in peer-reviewed
economics journals—rigorously study this logic.° These papers show that a moderate minimum
wage can have a positive effect on employment. In general, then, an increase in the minimum
wage has an ambiguous effect on employment. The only way to determine the effect in practice
is 1o look at the empirical evidence.

Recent Empirical Evidence on Employment Effects

In an important book, economists David Card and Alan Krueger (1995) provide a critical
analysis of previous research, and present their own extensive exploration of the wide variation
in minimum wages across states found in the late 1980s and early 1990s. Their work shows that
there were no negative employment effects even for teenagers, the group for whom any
disemployment eflects should be most apparent. Similarly, their detailed analysis fails 1o find
disemployment eflects of a minimum wage in the retail trade or in employment of fast food
restaurants. More recent studies confirm these results.

Employment in Fust Food Restaurants. To determine the impact of minimum wages on
employment. one would like to gather data from firms prior to a minimum wage increase and see
how firms adjust cmployment relative to other similar firms for which the minimum wage does
not increase. New work by Card and Krueger (forthcoming) comes closest to doing this. In
1992, New Jersey imposed a higher minimum wage, and yet the neighboring state of
Pennsylvamia did not. And then in 1990 an increase in the federal minimum wage affected
Pennsylvania but not New Jersey. These two episodes provide an experiment that can be used to
infer the effects o1'a minimum wage increase on employment. Card and Krueger use the BLS’s
employer-reported payroll files from 1991 through 1997 to evaluate employment growth of fast

" See Bhaskar and To (1999). Dickens, Machin, and Manning (1999). Lang and Kahn (1998). Manning ( 1995). and

Rebitzer and Taylor (1995). Addiuonal discussion of these models are tound in Chapter 11 of Card and Krueger
(1995).



food restaurants in New Jersey and nearby counties in Pennsylvania. They conclude that the
minimum wage changes had very little (and possibly slightly positive) effect on employment.’

The British Experience. Dickens, Machin, and Manning (1999) studied the British experience
with minimum wages. They found .. .strong evidence that [minimum wages] compressed the
distribution of earnings and no evidence that they have reduced employment.”

6. CONCLUSION

The evidence is convincing that moderate increases in the minimum wage have provided
meaningful additional earnings for many of America’s most hard-pressed working families with
no discernible negative employment effects. Increasing the minimum wage is one of the ways
that government can help ensure that everyone continues to share in the benefits of growth.
When the minimum wage was fixed from 1981 to 1990, the wages and incomes of poorer
workers fell in real terms. Thanks to the 1996-97 minimum wage Increase, today the minimum

wage is helping to ensure that a single parent with two children does not have to raise his or her
children in poverty.

The minimum wage is just one component of an overall strategy for insuring that all families
benefit from the nation’s economic growth. The President’s proposed expansion in the Earned
Income Tax Credit—to increase benefits for families with three or more children, reduce the
marriage penalty, and reduce the phaseout rate—would enhance the value of a higher minimum
wage, especially for families with more children and thus greater needs. At the same time, the
President is commiitted to continuing to make important investments in people. Since 1993, the
budget for education and training programs has nearly doubled and the President is proposing
record increases for a number of key education programs, including Head Start, in his FY 2001

budget. Together. these policies are an investment in continued strong and shared economic
growth.

" While some critics of Card and Krueger expressed concern about their data collection, the most recent research
uses BLS employment records and finds basically the same results.
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Appendix: Distribution of Wage and Salary Workers Paid Hourly Rates by State, 1999

Number (in thousands)

Percent of All Wage and Salary

$5.15t0 $6.14

36.15t0 $7.14

Total

Alabama
Alaska
Arizona
Arkansas
California
Colorado
Connecticut
Delaware

DC

Florida
Georgla
Hawaii

Idaho

[lhinois
Indiana

[owa

Kansas
Kentucky
Louisiana
Maine
Maryland
Massachusetts
Michigan
Minnesota
Mississippi
Missouri
Montana
Nebraska
Nevada

New Hampshire
New Jersey
New Mexico
New York
North Carolina
North Dakota
Ohio
Oklahoma
Oregon
Pennsylvaina
Rhode Island
South Carolina
South Dakota
Tennessee
Texas

Utah
\ermont
Virginia
Washingion
West Virgima
Wisconsin
Wyvoming

|
I
|

|

10,093
202
9
200
130
1,463
79
62
22
12
597
267
47
58
428
180
103
123
157
297
45
125
161
341
115
146
172
54
67
60
29
205
75
566
247
34
427
170
35
454
37
153
33
208
929
ol
21
218
180
106
157
25

8,370

146
13
157
101
1,023
92
70
21
12

223
29
356
126
184
338
25
116
29
216
653
84
20
207
158
60
177
19

Workers
$5.151t0 $6.14 $6.1510%7.14

13.9 11.6
18.1 13.1
55 7.6
15.2 11.9
209 16.2
17.4 12.1
7.3 8.4
7.5 8.6
10.8 . 10.0
10.0 10.7
15.5 1.8
13.1 12.3
15.0 94

15.6 12.3
13.2 10.8
98 114
11.2 99

15.6 12.3
14.2 14.7
259 10.7
11.8 10.4
9.5 10.5
9.6 9.7

11.3 10.3
8.0 §.4

227 11.5
11.9 11.8
21.5 12.7
13.2 13.6
11.2 11.3
8.2 8.5

10.6 9.8

18.0 9.1

14.8 10.3
12.4 11.2
18.3 15.9
12.7 10.6
19.6 14.5
3.7 197
13.8 10.3
13.4 v3

14.9 11.3
15.2 12.7
13.6 14.2
18.5 13.1

10.1 14.0
12.4 11.5
13.6 12.8
10.9 9.6

22.2 12.8
8.9 10.0
17.8 138

Note: Workers in the $5.13 to $6.14 category would be directly affected by a $1.00 increase in the minimum wage.

Those in the $0.15 10 37.14 category could be affected by spillovers.

Source: U.S. Department of Labor, Bureau of Labor Statistics, unpublished tabulations from the Current Population

Survey, 1999
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Percentage of workers paid hourly rates earning

between $5.15 and $6.14 per hour, by State
(U.S. percentage = 14.0 percent)

1999 annual averages

New England
East
,North Central
A I Middie
wis <% micH. N
"g\ ~T_NY.

3

F ¥ Mountain West
[ YWASH. _51 . | North Central
ll:- MONT. :.:-LN-D- |:.:. ,/ _.
ORE. A ,
:I:I:I
Y IDAHO %y S
e S oo
et el WO e
.l: .l: .l.l.l.:.l.l.l
nunel ] R

Pacific

HAWAII gﬂ;

West
South Central

South Atlantic

20.0% or over

15.0% - 19.9%

10.0% - 14.9%

[ )
FLA =)
.I
East ':'9':
South Central =
P

] 50%-9.9%

4.9% or below

Source: Bureau of Labor Statistics

“






