FOIA Number: 2016-0531-F

- FOIA
MARKER

This is not a textual record. This is used as an
administrative marker by the William J. Clinton
Presidential Library Staff.

Collection/Record Group: Clinton Presidential Records
Subgroup/Office of Origin:  National Economic Council

Series/Staff Member: Gene Sperling

Subseries:

OA/ID Number:
FolderID:

Folder Title:
[22. Minimum Wage Report March 2000]

Section:

7

Position:

2




T - e i
tﬂufwuj Std over A’r

| (J/,WWS& SL"""H\I )

"[/j Adfas



THE WHITE HOUSE ID# 421363
CORRESPONDENCE TRACKING WORKSHEET PAGE 1

DATE RECEIVED: 06/28/2000
NAME OF CORRESPONDENT: THE HONORABLE ED TOWNS

SUBJECT: URGES THE PRESIDENT TO INSIST THAT THE FINAL MINIMUM WAGE CONFERENCE
AGREEMENT INCLUDE BOTH A PERMANENT EXTENSION OF WOTC AND THE W-T-W TAX
CREDITS AS WELL AS A PROVISION WHICH WOULD LIFT THE AGE CEILING FOR THOSE ON
FOOD STAMPS OR WHO RESIDE IN AN EZ/EC

ACTION DISPOSITION

ROUTE TO: ACTION DATE TYPE c COMPLETED
OFFICE/AGENCY ' (STAFF NAME) CODE YY/MM/DD RESP D YY/MM/DD
LEGISLATIVE AFFAIRS  CHARLES "CHUCK" ORG 2000/06/28

BRAIN
ACTION COMMENTS

NEC Gm,%;w\\h} 1 I

ACTION COMMENTS:

ACTION COMMENTS:

ACTION COMMENTS:

COMMENTS BATCH #421363 C¢”. 5m&u;ule;"""9‘w NEC") OMEB Laj

ADDITIONAL CORRESPONDENTS: 36 MEDIA: LETTER INDIVIDUAL CODES:

REPORT CODES: USER CODES:
ACTION CODES: DISPOSITION CODES: OUTGOING CORRESPONDENCE:
A - APPROPRIATE ACTION A - ANSWERED TYPE RESP = INITIALS OF SIGNER
C - COMMENT/RECOMMENDETION B - NON-SEPC-REFERRAL CODE= A
D - DRAFT RESPONSE C - COMPLETED COMPLETED = DATE OF OUTGOING
F - FURNISH FACT SHEET S - SUSPENDED

| - INFO COPY/NO ACT NECCESSARY
R - DIRECT REPLY W/ COPY
S - FOR SIGNATURE

REFER QUESTIONS AND ROUTING UPDATES TO RECORDS MANAGEMENT (ROOM 72, OEOB) EXT-62590
KEEP THIS WORKSHEET ATTACHED TO THE ORIGINAL INCOMING LETTER AT ALL TIMES AND SEND COMPLETED RECORD TO
RECORDS MANAGEMENT.



Congress of the nited States

TMaghington, BE 20515
June 20, 2000

AU TR
*421363*

Dear Mr. President:

We want to urge the Administration to work actively to assure that Minimum Wage

‘legislation include not only a dollar increase in the wage over two years, but also meaningful

provisions to expand work opportunities for those who, despite the nation’ s prolonged economic
prosperity, still face significant barriers to finding employment.

In their current form, both the House and Senate minimum wage bills include millions of
dollars in business tax breaks that have virtually nothing to do with expanding job opportunities
for individuals in communities that have been little touched by the strong economy. These
communities continue to experience unemployment rates at least two to three times higher than
the national average. While the Senate bill includes a hiring incentive--a permanent extension of -
both the Work Opportunity Tax Credit and the Welfare-to-Work Tax Credit--the House measure
does not.

~Since WOTC' s inception in October of 1996, nearly'900,000 individuals have found
jobs through employers who have used hiring tax incentives to finance their company’s welfare-
to-work effort. Hiring tax incentives help to pay for the establishment of outreach, screening,
training, transportation, and mentoring programs which are all designed to increase both welfare
hiring and retention in the work place. It turns out that because of the eligibility criteria used for
these programs, about 80% of those hired are women. But many men need help too, especially
those with children on welfare. Their employment deficiencies are comparable to those of the
women who are getting hired, and many are in food stamp families, but they are not currently
eligible for any hiring tax incentive.

We believe the best way to address this unmet need would be to modify WOTC .
eligibility criteria by eliminating the current 24-year old age limit on the food stamp category
and for those who reside in EZ/ECs. This approach recognizes that more than 90% of those in
food stamp households have incomes below the poverty line, and that non-working males in such
households face virtually the same barriers to finding work as those individuals who come from
welfare households. This proposal was included in the Democrat alternative to the House
Republican tax cuts included in the minimum wage legislation. We also believe that both tax
credit programs should be extended permanently, as the Senate proposes.

We have a real opportunity to build on the infrastructure that has developed over the past
3 2 years to help those on welfare transition to work. If we can agree that there is a need to
expand economic opportunities for seniors on Social Security by eliminating the earnings test,
surely the Administration and Congress can see the need to expand job opportunities to more
people facing real barriers to employment. : :
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Page Two
Honorable William Jefferson Clinton
June 20, 2000

Therefore, we urge you to insist that the final minimum wage conference agreement
include both a permanent extension of WOTC and the W-t-W tax credits as well as a provision
which would lift the age ceiling for those on food stamps or who reside in an EZ/EC.

CC: Chairman of Ways and Means
Cordially,
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Honorable William Jefferson Clinton

June 20, 2000

¥lember of Congress - Member of Congress

r/ ~  am .
iember of Congress

wtrartind—Cld LM

Member of Congress Member of Congress Member of Congrégs
Fondos Lo il Dt o
Member of Congress Member (ﬁéongress ember of Congp’Ss

G ko

Member of Congfess Member of Congress

Member of Congress



Page Four

Honorable William Jefferson Clinton

June 20, 2000

er of Congi/esf

Member of Congress

Member of Congress

Member of Congress

2L

Member of Congress



THE MINIMUM WAGE:
INCREASING THE REWARD FOR WORK

March 2000

A REPORT BY THE NATIONAL ECcoNOMIC COUNCIL
| ~ WITH THE ASSISTANCE OF THE COUNCIL OF ECONOMIC ADVISERS .
- AND THE OFFICE OF THE CHIEF ECONOMIST, U.S: DEPARTMENT OF LABOR -~ = [




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-time worker by about $2,000 a year. A study of spending by
low-1ncome 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.

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 1o 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 increase 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.
[n contrast. in 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 {rom 1979 to 1988 was responsible for approximately 24 percent of the
increase in waye inequality experienced by men and about 32 percent of the increasc 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 199%.

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 sitnated family in 1998 was above the poverty line—making $13,268—a 26
percent inflation-adjusted increase in its standard of living.

1



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 hus 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.

[n 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: Growth in Mean Real Family income by Quintile income distribution, ending a decades long
3 e «- o= . increase in inequality. The poverty rate has
99398 1 fallen to 12.7 percent, the lowest level since '

2 197393 1979. The strong labor market has been
\ beneficial to people across the economic and
. demographic spectrum. In 1999, the
: unemployment rates for African Americans
and Hispanics fell to the lowest levels ever
0, .. — .

recorded.
= . _ | Stronggrowthis necessary but not sufficient

Botom  2ndquniie Srdquntie  4tauinle Topaunie L0 produce sustained income gains and

quintie poverty reduction. Also important are

Foeee Dt of Gonrmce (Bueotie Cemet policies that insure that all workers are

rewarded for their work. The Clinton Administration has consistently sought to make work pay
through a range ol 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 parents. 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 eamning 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 20
percent nflation-adjusted increase in their standard of living.

Average annual percent change

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 mimimum wage on employment.



2. BACKGROUND ON THE MINIMUM WAGE

A tederal minimum wage of 25 cents was first established as a part of the Fair Labor Standards
Actof 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 $0.60. 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

3.80 in 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 1996.
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
minmmum 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, abow 75
percent of the 1908 peak value.

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

The $0.90 increase 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.

Lffect 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. weltare 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 nunimum wages. Other important factors were changes in welfare policy and the decline in
unemployment.

The strong labor market of the last four

. .. Chart 3: Civilian Unemployment Rates by Education
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observations pertain for teenage workers in general, and for African American teens specifically
- Ri
(Charts 5 and 0).”

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 Civlian Unemployment Rates, Ages 16-19 Chart 6: Employment to Population Ratios, Ages 16-19
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Effect 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 Survev (CPS), show that in the first two quarters of 1996, when the federal minimum
wage was $4.25. 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 ot 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
carnings that. when wanslated 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
families and have at least one child present in

: istributi . . 4 et ;
Chart 7: Wage Distribution, $3.00 to §7.99, the household.” For 1996, the distribution of
Women who Maintain Families with Children .
12 : - iags —— - wages shows that a relatively small share of
N ' workers with hourly wages earn between

$3.00 and $3.99.° In contrast, a substantial
fraction earned between $4.00 and $4.49.
(The chart shows the distribution by 50-cent
_ increments.) This jump, of course, reflects the
' clustering of workers whose wages were at or
; : near the minimum wage. The comparable
? | ' distribution for 1998 indicates a shift that was
0 cm . — _ | J clearly due to the change in minimum wage
2 L s s o 90, 1% 1% 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 mimimum 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-tuime worker, the minimum wage increase would translate into enough money to pay for
nearly 7 months ol groceries or S months of rent. This section provides a detailed examination
of the workers that would benefit from a further increase in the minimum wage.

Characteristics o) Minimum Wage Workers in 1999

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

* A family muintained by a woman is one in which the householder (person in whose name the housing unit is rented
or owned) i1s lemale, and no spouse is present. Here we examine such households when a chiid under 13 1s present.
*The presence of workers with reported wages below the minimum wage does not necessarily indicate violations of
the Far Labor Standards Act. There are several reasons why the reported wage for a worker may be below the
Federal minnmum. Fust. certain workers are exempt from the minimum wage provisions of the law, including
workers for whom ups mught serve 10 supplement the hourly wages received. Second, there may be a misreporting
or rounding 1w the survey responses. When the nunimum wage 1s $5.15, for example, a large number of workers
report a wage ot exactly $5.00.



million, eamned 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 Many Workers would be Affected by an Increase in the Minimum Wage?

Using the CPS daia 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.
e About 60 percent of these workers are women.
e 10 percent are African American and 20 percent are Hispanic.

e 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 highlights
from these studies are:

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

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

e 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 ubove, a
number of the over 900,000 workers who report a $5.00 per hour wage are also likely 1o 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 to $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 increase.

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 categories
(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

Nul.nber of workers Percent distribution I Percent
(in thousands) i of
[ workers
: in
T Total 1 demogra
Characteristic otal Paid ota Paid = phic
paid i paid i
$5.15 01 $5.150r | group
hourly hourly |
rates less rates less | who
. earn
- $5.15 or
L less
Total, 106 years and over 72,300 3,340 100.0 100.0 : 4.6
AGE |
1010 19 years 6,600 1,000 9.1 30.1 | 15.2
20 and over 65,706 2,334 90.9 69.9 i 3.6
SEX :
Men, 16 years and over 36,073 1,214 499 36.3 34
Women, 16 years and over 36,233 2,120 50.1 63.7 ¢ 59
RACE AND HISPANIC ORIGIN |
White 58,999 2,098 81.6 80.8 | 4.6
African American 10,126 515 14.0 15.4 i 5.1
Hispanic 9,402 513 13.0 154 5.5
FULL- AND PART-TIME STATUS
Full-time workers 54,931 1,320 76.0 395 2.4
Part-time workers 17,227 2,010 238 60.2 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 5.3
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-employed. Detail for the above race and Hispanic-origin groups will not
sum 1o totals because data for the "other races” group are not presented and Hispanics are included in both the white
and black population 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 pari-time status on the principal job is not
identifiable for a smati number of multipie jobholders.
Source: U.S. Departnient 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- ] %36.15- | $5.15- | $6.15- | $5.15- | $6.15 -
$6.14 $7.14 $6.14 $7.14 $6.14 $7.14
Total, 10 years and over 10,093 | 8,370 100.0 100.0 14.0 11.6
AGE
16 to 19 years 3,133 1,482 31.0 17.7 47.5 22.5
20 and over 6,960 6,888 69.0 82.3 10.6 10.5
SEX
Men, 16 years and over 4,076 3,405 40.4 40.7 11.3 94
Womnten, 106 years and over 6,018 4,965 59.6 593 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 21.2 154
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 muintain families 855 807 8.5 9.6 15.8 15.0
Men who maintain families 171 167 1.7 2.0 94 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 uroups. 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 1s not
identifiable tor a small number of muliiple jobholders.
Source: U.S. Departmient 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. Clcarly, while an increase in the minimum wage benefits those workers who
receive it, some huave 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 Wuge on Employment

The traditional economic theory of supply and demand predicts that an increase in the minimum
wage 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 employvment. 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
i1s 1o look at the empirical evidence.

Recent Empirical Evidence on Employment Effects

[n an important book, economists David Card and Alan Krueger (1995) provide a critical
anulysis 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 cifects should be most apparent. Similarly, their detailed analysis fails to find
disemployment eflects of a minimum wage in the retail trade or in employment of fast food
restaurants. More recent studies confirm these results.

Emplovment in Fast Food Restaurants. To determine the impact of minimum wages on
employment, one would like to gather data from firms prior 1o a minimum wage increase and see
how firms adjust ymployment 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
Pennsylvania did not. And then in 1996 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 ol o 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). Additional discussion of these models are found 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 1s 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 reai 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 committed 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 employvment records and {inds basically the same results.

10



REFERENCES

Bemstein, Jared, Heidi Hartmann, and John Schmitt. 1999. *“The Minimum Wage Increase: A
Working Woman's Issue.” Economic Policy Institute Issue Brief 133, Washington, D.C.

Bemstem, Jared and John Schmitt. 1998. Making Work Payv: The Impact of the 1996-97
Minimum Wuage [ncrease. Economic Policy Institute, Washington, D.C.

Bhaskar, V. and Ted To. 1999. “Minimum Wages for Ronald McDonald Monopsonies: A
Theory of Monopsonistic Competition.” The Economic Journal 109 (April): 190-203.

Burkhauser, Richard V. and Sarah G. Blanding. 1999. “A Review of Recent Evidence on the
Effect of the Minimum Wage on the Working Poor,” (paper presented at the Low Pay
Commission’s International Minimum Wage Symposium, London, England).

Card. David and Alan Krueger. 1994. “Minimum Wages and Employment: A Case Study of the
Fast Food Indusiry in New Jersey and Pennsylvania.” dmerican Economic Review, 84: 772-793.

1995, Mvih and Measuremen:. Princeton: Princeton University Press.

. 1999. A Reanalysis of the Effect of the New Jersey Minimum Wage Increase on the
Fast-Food Industry with Representative Payroll Data.” Forthcoming, American Economic
Review:.

Council of Economic Advisers. 1999. “The Effects of Welfare Policy and the Economic

Expansion on Welfare Caseloads: An Update.” Executive Office of the President of the United
States.

Dickens, Richard, Stephen Machin, Alan Manning. 1999. “The Effects of Minimum Wages on
Employment: Theory and Evidence from Britain.” Journal of Labor Economics 17(1): 1-22.

Fortin. Nicole and Thomas Lemieux. 1997. “Institutional Changes and Rising Wage Inequality:
Is There a Linkage?” Journal of Economic Perspectives 11(2): 75-96.

Grossman, J.B. 1983. “The Impact of the Minimum Wage on Other Wages.” Journal of Human
Resources 18: 359-378.

Haugen, Steven E. and Earl F. Mellor. “Estimating the Number of Minimum Wage Workers.”
Monthly Labor Review January 1990.

Katz, Lawrence and Alan Krueger. 1992. “The Effects of the Minimum Wage on the Fast Food
Industry.” Industrial and Labor Relations Review 46: 6-12.

Lang. Kevin and Shulamit Kahn. 1998. “The Effect of the Minimum-Wage Laws on the
Distribution of Emiployment: Theory and Evidence.” Journal of Public Economics 69: 67-82.

Manning. A. 1995. "How Do We Know Real Wages Are Too High?” Quarterly Journal of
Economics 110(4): 1111-25.

11



Neumark, David. 1999. “The Employment Effects of Recent Minimum Wage Increases:
Evidence from a Pre-Specified Research Design.” National Bureau of Economic Reseuarch
Working Paper 7171, June.

Rebitzer. James and Lowell Taylor. 1995. “The Consequences of Minimum Wage Laws: Some
New Theoretical Ideas.” Journal of Public Economics 56(2): 245-55.

12



Appendix: Distribution of Wage and Salary Workers Paid Hourly Rates by State, 1999

Number (in thousands)

Percent of All Wage and Salary

Workers
$5.15t0 $6.14 $6.15t057.14 $5.15t0 $6.14 $6.1510%7.14
Total 10.093 8,370 12.9 11.6
Alabama 202 146 18.1 13.1
Alaska 9 13 5.5 7.6
Arizona 200 157 15.2 11.9
Arkansas 130 101 20.9 10.2
Calitornia 1,463 1,023 17.4 12.1
Colorado 79 92 7.3 84
Connecticut 62 70 7.5 8.6
Delaware 22 21 10.8 10.0
DC 12 12 10.0 10.7
Florida 597 530 15.5 128
Georgia 267 248 13.1 12.3
Hawaii 47 29 15.0 9.4
Idaho S8 45 15.6 123
Ilinots 428 354 13.2 10.8
Indiana 180 209 9.8 114
lowa 103 91 11.2 99
Kuansas 123 96 15.6 123
Kentucky 157 161 14.2 14.7
Louistana 297 123 25.9 10.7
Mame 45 39 11.8 10.4
Maryland 125 137 9.5 10.5
Massachusetis 101 162 9.6 9.7
Michigan 341 312 11.3 10.3
Minnesota 115 121 8.0 §4
Mississippi 146 74 227 11.5
Missourt 172 169 11.9 11.8
Montana 54 32 21.5 127
Ncebraska 67 08 13.2 13.6
Nevada 60 60 11.2 11.3
New Hampshire 29 31 8.2 8.5
New Jersey 205 187 10.6 9.8
New Mexico 75 39 18.0 9.1
New York 560 395 14.8 10.3
North Carolina 247 223 12.4 11.2
' North Dakota 34 29 18.3 15.9
Ohio 427 356 12.7 10.6
Oklahoma 170 126 19.6 14.5
Oregon 35 184 ' 3.7 1.7
Pennsylvama 454 338 . 13.8 10.3
Rhode Island 37 25 \ 13.4 9.3
South Carolina 153 116 ) 14.9 11.3
South Dakota 33 29 15.2 13.7
Tennessee 208 210 13.06 14.2
Texas 929 653 18.5 13.1
Liah 0l 84 10.1 14.0
Vermont 21 20 12.4 11.5
Virginia 218 207 13.6 12.8
Washington 180 158 10.9 9.6
West Virgina 106 60 222 12.8
Wisconsin 157 177 8.9 10.0
Wvoming 25 19 17.8 13.8

Note: Workers in the 33,15 to $6.14 category would be directly affected by a $1.00 increase in the mininum wage.

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

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

Survey. 1999




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
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