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STATEMENT OF ROBERT B. REICH
SECRETARY OF LABOR
BEFORE THE SENATE COMMITTEE ON LABOR AND HUMAN RESOURCES

DECEMBER 15, 1995

Madam Chairwoman and distinguished members of the Committee:
I thank you for the opportunity to appear before you today to
discuss an issue of great importance to millions of wofking
Americans--the need to restore the eroded buying power bf the
minimum wage.

As you know, the Administration has long supported an
increase in the Federal minimum wage, and indeed such an increase
is prominently included with the Administration’s current
proposal for a balanced Federal budget. This proposal would
raise the minimum from its current level of $4.25--a level set by
legislation passed in 1989--to $4.70 an hour beginning next July
and $5.15 an hour beginning in Juiy 1997. | ‘

Today I would like to explain why the Administration gives
such priority to this issue, even in the context of hiétorical
debates over the proper scale and purpose of gbvernment; why the
arguments freguently raised against restofing the purchasing
power of the minimum wage are unsound, or incoﬁplete ot, in some
cases, disingenuous; and why--even beyond the economic case for
making work pay--there is a compelling moral cése for ;ffirming
the value of work by ensuring that a full-time worker éan earn an

escape from poverty.
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Making work pay--for every willing worker--is among this
Administration’s most important goals. That goal remains to be
fulfilled. The economy has generated over seven and a half
million new jobs since President Clinton took 6ffice, a record of’
which I am enormously proud. Yet last Year, even as employment
grew, the stock market surged, earnings surged for the host
fortunate workers, and inflation was kept in check, America’s

real median weekly wage actually declined. This represents a

long-term trend of rising ineguality and stagnant middle-class
living standards that we have not yet reversed. Since i979, 97
percent of the increase in average income has gone to the top
one-fifth of households, while the other four-fifths have shared
the remaining 3 percent of the income gains. And the least
fortunate fraction of Americans have suffered real, significant,
sustained declines in their earning power and living sﬁandards.
There are many factors behind their worsening fortunes.
Part of the explanation lies in increased globalization; part
lies in technological change that has reduced the demand for less
skilled workers; part ligs in thg decline in union membership as
@ proportion of the workforce. But a significant reason why the
wages of less-skilled workers have eroded--and as shown in
several economic studies an explanation of 20 to 30 pefcent of
rising wage inequality--is the sharp decline of the minimum
wage, adjusted for inflation. A person who works fullftime--40

hours per week, 50 weeks per year --at the current $4.25 Federal
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minimum wage brings home only $8,500 for an entire yearfs work.
This is just not enough to support a family. The inflation-
adjusted value of the Federal minimum wage today is almost 30
percent lower than it was in 1979. The last increase in the
Federal minimum wage four years ago has almost completely been
repealed by inflation. Unless raised, the real value of fhe
minimum wage will nearly reach a forty-year low.

Millions of low-wage Americans are working long hours,
sometimes two shifts, at difficult, dirty, often dangerous jobs,
struggling against enormous barriers to earn a better life for
themselves and their families. They are janitors, maids, child
care workers, waiters, cashiers, garment workers, fast-fobd
cooks, assemblers, and gas station attendants, doing‘what needs
to be done to make our eccnomy function. These indispeﬁsable
workers are working harder than ever before and playing‘by the
rules, but are still barely making it financially. These are
people who, despite their best efforts, are sometimes déngerously
close to having to go on welfare. These are people who hope
their kids don'; get sick, that their rent or utility bills don't
go up, because they don’t have an inch of financial slack.

The most accurate measure of the gap between today’'s reality
and our hope--not just our hope, but our moral commitment--to
make work pay is this: over 11 percent of working families with
children live today below the poverty line, up:from around 7.5

percent as recently as the late 1970°s.
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‘ I report these facts with considerable disappointment. The
United States should be able to do a better job-of affirming the
value of work and rewarding those who take responsibiiity for
improving their fate. our agenda for making work pay is very far
from complete. Yet making reasonable progress on this agenda
should, it seems to me, summon bipartisan resolve. The'values at
stake are ones we all share.

One step towards embodying in policy our values about work--
not a sufficient step, to be sure, but certainly necessgry—-is
restoring the minimum wage as a bulwark against poverty, and
rendering it a liveable wage. If we are serious about getting
people off of welfare and into work, it is a necessary
precondition that work pay a livable wage.

. In February, President Clinton called for increasing the

| Federal minimum wage in two annual $.45 increments from the

current $4.25 an hour to $5.15 an hour, and he has reiterated
this call in his current budget proposai. When he called on
Congress to enact his proposal, the Pres1dent said that "if we
really honor work, anyone who takes respon51b111ty to work full
time should be able to Support a family and live in dignlty.“
If Congress acts to restore the minimum wage, it can help lift
the 1ives of nearly eleven million Americans who currently earn

between $4.25 and $5.14 an hour.
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Not everyone agrees with this assessment, to be sure. Much
effort has been devoted to dismissing the need for a liveable
wage, and I would be remiss if I did not address today some of
the arguments that have been raised in opposition to the
Administration’s proposal. Earlier this year there was a brief
campaign on the part of some to deny the rise in inequality and
the collapse in low-skilled workérs earning power, and hence to
undercut the main rationale for a minimum wage increase. But as
the evidence affirming the trend has continued to accumulate, and
as such voices as Federal Reserve Board Chairman Alan Greenspan--=
not normally known as a reckless egalitarian—-have expressed
concern about the growth in inequality, claims that there is no
low-wage problem to be solved have mostly faded away.

But while few any longer argue that there’s no gréplem, some
still claim that there is no solution. The farces behind growing
income inegquality, some say, are simply beyond America”s capacity
to defeat or deflect. Any attempt to escape tﬁe inevitable, by
this view, are doomed to do more harm than good. In pérticular,
there is a sizable industry grown up to advance the prdposition
that a higher minimum wage would actually be béd for working
people. |

It is freguently argued that the typical minimum-#age worker
is a teenager from a prosperous family working:part-time to buy a
petter stereo for his or her dorm room. If this vefe true, I

agree, the moral case for a minimum-wage increase would be
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considerably diminished. But this stereotype is illusory. only
one in ten minimum-wage workers is a teenage student from a
family with an above-average income. The typical worker who
would be affected by the President’s proposal brings home fully
half of his or her family's earnings. Over 40'percent ére'from
families in the bottom one-fifth of the earnings distribution.

A minimum-wage increase of ninety ceﬁts an hour--which translates
to a $1,800 raise for a full-time, year-round minimum wage
worker--is by no means a trivial sum for a low-income family
struggling to make ends meet. Sixty-two percent of workers paid
the minimum wage or less are women, many of whom cycle on and off
welfare primarily because of the precarious economic security of
minimum wage jobs. |

A second argument is that any increase in the minimun wage
would instantly render many workers unemployable, since employers
would be forced to pay them more than they are worth. At gome
level, to be sure, a higher minimum wage would lead to‘large-
scale job loss. But both theory and experience identify that
~point as far beyond the level the Administration is proposing.
Recall that the current minimum wage is substantially below its
historical level, and inflation continues to erode it. Not even
the Administration's proposal would restore the minimum wage at
its worth of two decades ago. |
More than a dozen independent studies have shown that

moderate minimum wage increases, of the scale the Administration
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has called for, have little or no impact on employment levels.
one of those studies was done by two Princeton professors: David
card, who was honored last year with the most prestigious
economics prize short of the Nobel, and Alan Krueger, who served -
for a year as the Labor Department’s chief economist. Their
study found that a moderate 1932 increase in New Jersey's minihum
Qage did not have a detectable impact on employment in the |
state‘s fast-food industry. Some of you may recall a study by
David Neumark of Michigan State University and William Wascher of
the Federal Reserve Board that purported to refute the Card-
Krueger study, and that was released with a great public-
relations campaign earlier this year. Neumark and Wascher's
original study relied on data supplied by an organization funded
by the fast food industry. When the analysts sought to
strengthen their case by gathering their own data and using it
instead of the industry-supplied evidence, they found the same
result as Card and Krueger: the minimum wage increase caused no
measurable job loss. (Interestingly, the industry is much
quieter about this revised study than it was about the previous
version.)

A third argument--sometimes made by thosé whdse concern for
minority workers is not ordinarily conspicuous--is that raising
the minimum wage hurts minorities. True enouéh, African-
Americans and Hispanics are more heavily represented in the

minimum wage workforce than they are in the workforce at large.
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How might they be hurt, rather than helped, by a minimum-wage
increase? 1In fact, minorities would be affected about the same
as any minimum-wage workers. Even based on the most extreme of
the responsible estimates of the impact on enployment 1évels, for
every minority worker who lost a job, a great many more would get
a raise, and the total earnings of the low-wage minority |
workforce would increase in a wide range of sectors.

Tn sum, the economic arguments against a moderate minimum—
wage increase are misleading, or feeble, or both. Earlier this
fall a distiﬁguished group of 101 economists--including three
Nobel prizewinners--released a statement endorsing a minimum—wage
increase of-the scale the Administration has proposed.l The group
declared that a 90-cent increase over two yearé 'fallslwithin the
range of alternatives where the overall effects on the labor
market,.affected workers, and the economy would be positive.”

If economic reasoning permits a minimum wage increase, moral
reasoning requires it. We cannot credibly pasé on to 6ur
children the American ethic of work and its reward while
witnessing the ongoing spectacle of millions of citizens laboring
without any prospect of a decent reward. The American public
instinctively grasps this truth. 1In poll after poll, huge |
majorities favor increasing the minimum wage, making if a
liveable wage. | |

And a long-standing bipartisan consensus has mirrored,
within Congress, this popular conviction that work should be

t
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rewarded. In 1989, large majorities of both pafties voted for a
minimum-wage increase of the same size as is now recommended by
the Administration. The House vote was 382 to 37 in favor, and
in the Senate the vote was 89 to 8 in favor--with those
supporting an increase including yourself, Madam Chairwoman.
Senator Dole said at the time, "This is not an issue whéré we
ought to be standing and holding up anybody's getting a 30 to 40
cents an hour pay increase, at the same time that we're talking
about capital gains. I never thought the Repuﬁlican Patty should
stand for squeezing every last nickel from the minimum Qage."
Now it is 1995. Senator Dole’s party is once again promoting a
capital gains tax, and the real value of the minimum wage'is
declining to below what it was in 1989, when majorities of both
parties recognized it was too low.

In light of this history, I am hopeful that today the deeply
shared sentiment for affirming the value of work will overcome
our current politically charged climate, and lead Congress to
embrace as its own the President’s proposal to restore the
minimum wage.

Among the American values that transcend partisanship is the
moral worth of work. .wOrk ennobles. Work gives meaniﬁg. Work
should be rewarded. Today’'s inflation-eroded minimum Wége

betrays that ethical imperative. It is within the power of

Congress to repair this neglect and affirm the value of work by
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making the minimum wage once again a liveable wage for hard-
working people. I ask you to lend your support to the
President's proposal for a responsible increase in the minimum
wage. | |

This concludes my prepared remarks. I would be glad to

respond to any questions.
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" Making Work Pay
~ The Case for Raising the Minimum Wage

Fact Sheet

Americans know a raise in the minimum wage is one way to help make work pay. A higher minimum
wage -- a floor to ensure workers that they’re getting a fair deal for their efforts -- provides a foothold
into the middle class for many hardworking Americans. And for those middle class Americans that
already rely on the minimum wage, an increase is essential to their standard of living.

The Problem: The Minimum Wage is Worth Less Than it Used to Be

The American economy created more jobs in 1994 than in any calendar year for a decade. The unem-
ployment rate is running at its lowest level in years, and the help wanted index is significantly higher
than it was just one year ago. However, census data for 1993 show that even in the current recovery
the poverty rate has risen, and since 1979 the average real hourly wage of male high school graduates
fell by 19%, and by 3% for women.

The Federal minimum wage is currently $4.25 per hour. Adjusted for inflation, the value of the
minimum wage has fallen by nearly 50 cents since 1991, and is now 27% lower than it was in 1979
(1995 dollars).

Raising the minimum wage is one way to make work pay. A recent study concluded that the decline in h
the real value of the minimum wage since 1979 accounts for 20% of the rise in the wage inequality for
men, and 30% for women (see DiNardo, Lemieux & Fortin). Further, 20% of those living on the
minimum wage the last time it was raised in 1991 were in poverty, and an additional 13% were near  —

poverty. _

Many Adults Rely on the Minimum Wage as a Living Wage

Contrary to popular opinion, the average worker affected by an increase in the minimum wage is not
just a teenager flipping hamburgers. The last time the US raised the minimum wage -- almost 4 years
ago -- that worker brought home 51 % of his or her family’s weekly earnings. The fact is, two-thirds
of minimum wage workers are adults.

In 1993, the president expanded the Earned Income Tax Credit (EITC), which raised income for 15
million households, helping many working families move above the poverty line. Yet to complete the
goal of insuring that full-time working families are out of poverty, we need to raise the minimum
. wage. The Congressional Budget Office (CBO) predicts that in 1996, the poverty line for a family of
4 will be $16,092. A family of 4 with one worker earning $4.25 an hour and working full-time year
round ($8,500) would receive a tax credit of $3,400 under the 1996 provisions of the EITC, will




collect food stamps worth $3,516, and will pay $650 in payroll taxes. This family would fall $1,300
short of the poverty line. On the other hand, for a family of 4 with one worker earning $10,300 (full-
time year round worker at $5.15 per hour), the EITC would provide the maximum tax credit ($3,560)
food stamps would provide $2,876, and they would pay $788 in payroll taxes. The increase in the
minimum wage -- along with EITC and food stamps -- would lift the family out of poverty.

b

According to the Bureau of Labor Statistics, 4.1 million workers paid by the hour earn at or below the
minimum wage. An increase in this living wage is a strong response to the stagnant incomes that
many of these workers face.

A Moderate Increase in the Minimum Wage Does Not Cost Jobs

The standard criticism of the minimum wage is that it raises employer costs and reduces employment
opportunities for teenagers and disadvantaged workers. However, several studies have found that the
last two increases in the minimum wage had an insignificant effect on employment. Furthermore, an
extension of the time-series studies that had previously been used to claim that raising the minimum
wage decreases employment no longer finds a significant impact.

In a recent review of the literature, Professor Richard Freeman of Harvard, a widely respected labor
economist, wrote: "At the level of the minimum wage in the late 1980s, moderate legislated increases
did not reduce employment and were, if anything, associated with higher employment in some lo-
cales.”

In discussing the minimum wage, Robert M. Solow, a Nobel laureate in economics at the Massachu-
setts Institute of Technology, recently told the New York Times, "The main thing about (minimum
wage) research is that the evidence of job loss is weak. And the fact that the evidence is weak suggests
that the impact on jobs is small."

Americans Want An Increase in the Minimum Wage

The American public supports increasing the minimum wage by a solid margin. A national poll
conducted in January 1995 for the Los Angeles Times found that 72% of Americans backed an in-
crease in the wage, confirming a December 1994 Wall Street Journal/NBC News survey that found
raising the minimum wage is favored by 75%. Nearly every survey finds overwhelming support for
raising the minimum wage.

Despite expected criticism in some corners, the minimum wage has traditionally had bipartisan sup-
port. In 1989, the minimum wage increase passed the House by a vote of 382 to 37 (with 135 Repub-
licans voting for the bill), and 89 to 8 in the Senate (with the support of 36 Republicans).

Currently, nine states and the District of Columbia have minimum wages that exceed the Federal
minimum wage (Alaska, Connecticut, Hawaii, lowa, New Jersey, Oregon, Rhode Island, Vermont and
Washington). Hawaii’s minimum wage is $5.25 an hour; New Jersey’s is $5.05.

U.S. Department of Labor 1/95



The Minimum Wage
Myth and Reality

The federal minimum wage now stands at $4.25 per hour. A person who works full time all year long
at that wage earns only $8500 in a year. The buying power of the minimum wage is already 27
percent lower than in 1979 -- and if left unchanged, will be at its lowest point in 40 years by 1996. To
restore that buying power and to make work pay, the President has challenged Congress to raise the
minimum wage.

But the debate has already been muddied by several myths that anti-minimum wage forces repeat at

every opportunity.

Myth: The only Americans working for the minimum wage are teenagers.

Reality: 63 percent of minimum-wage workers are adults age 20 or over. (Source: Bureau of
Labor Statistics)

Myth: Minimum wage workers don’t support families.

Reality: The last time the federal minimum wage was increased, the average minimum wage
worker brought home 51 percent of his or her family’s weekly earnings. (Source:
Analysis of Census Bureau’s Current Population Survey by Professors David Card and
Alan Krueger)

Myth: Raising the minimum wage hurts the poor by causing job loss.

Reality: Nearly 11 million working Americans would get a pay raise if the minimum wage is
increased to $5.15 per hour. As Nobel Prize-winning economist Robert Solow said,
"[T]he evidence of job loss is weak. And the fact that the evidence is weak suggests
that the impact on jobs is small."” (Source: New York Times, January 12, 1995)

Myth: The only study showing that raising the minimum wage does not cost jobs was a study
funded by the U.S. Labor Department.

Reality: One major study -- conducted in 1992 and financed by Princeton University and the

University of Wisconsin -- was published by two Princeton University economists. One
of those economists later joined the Labor Department. (Source: Washington Post,
January 11, 1995) Furthermore, a similar conclusion has been reached by at least ten -
other independent studies.




Myth:

Reality:

Myth:

Reality:

Raising the minimum wage will have a negligible impact on people’s lives.

A 90-cent per hour increase in the minimum wage means an additional $1,800 for a
minimum wage earner who works full-time, year round -- as much as the average family
spends on groceries in over 7 months. (Source: Bureau of Labor Statistics)

Increasing the minimum wage has always been a bitter, partisan issue that only Demo-
crats have supported.

In 1989, the last time the minimum wage was increased, the House of Representatives
vote in favor of the proposal was 382 to 37, and the Senate vote was 89 to 8. Indeed,
Senator Dole said at the time, "[T1his is not an issue where we ought to be standing and
holding up anybody’s getting a 30 to 40 cents an hour pay increase, at the same time
that we’re talking about capital gains. I never thought the Republican Party should stand
for squeezing every last nickel from the minimum wage." (Source: Congressional
Quarterly Almanac 1989)

U.S. Department of Labor 1/95



® Making Work Pay

Questions and Answers on Raising
the Minimum Wage

With unemployment at its lowest level in years, should we be tinkering with the minimum wage?
Won’t an increase in the minimum wage hinder the creation of new jobs?

The minimum wage is currently valued at 27% lower in real terms than it was in 1979.

A number of recent studies have found that a moderate rise in the minimum wage has little, if
any, effect on job creation starting at such a low level. In fact, "The impact of a minimum
wage rise on jobs is small," the New York Times quoted Nobel Laureate Robert Solow as
saying. The Times also reported that economists agree that a minimum wage rise will lift the
incomes of low wage workers.

Isn’t the minimum wage poorly targeted to people in poverty? The Democratic Leadership
Council reports that a number of minimum wage workers are in households with earnings
higher than the median worker. Wouldn’t a rise in the minimum wage just help middle class
teenagers?

Although some people who earn the minimum wage are teenagers, two-thirds are adults age 21
and older. The average minimum wage worker brings home about half of his or her family’s
earnings. Increasing the minimum wage will help these workers to make up for lost ground
due to inflation -- it will help make work pay. '

The minimum wage provides a foothold into the middle class. A family with two full-time
year round workers would earn $20,600 a year with a $5.15 minimum wage.

Wouldn’t a rise in the minimum wage hurt minorities and the disadvantaged due to job loss?

As the New York Times reported, most economists agree that raising the minimum wage
increases the incomes of low wage workers, which more than offsets any effect on jobs. Fur-
ther, studies of minimum wage increases fail to show disproportionate impacts for minority
youth.

Additionally, public support for a minimum wage increase is strong. A January 1995 Los
Angeles Times poll found that 72% of Americans back an increase, confirming a December
1994 Wall Street Journal/NBC News poll that found that 75% of adults favored a rise in the
minimum wage.




‘ How many workers are affected by a rise in the minimum wage?

More than 4.1 million workers paid by the hour had earnings at or below the minimum Wage of
$4.25 in 1994.

How can you contemplate a rise in the minimum wage with a new Congress intent on getting
government off the backs of business?

The minimum wage has historically enjoyed bipartisan support. Sens. Dole and Kassebaum,
Speaker Gingrich and Rep. Goodling voted for the last minimum wage increase to $4.25 an
hour in 1989.

Governors across the country are fighting against unfunded mandates. Isn’t the minimum wage
an unfunded mandate on businesses and states? -

The minimum wage is not a new unfunded mandate. In fact, given the erosion of the value of
the minimum wage over the last 15 years it is now much less of a mandate on businesses and
the public sector than it used to be.

. What do you say to all the businesses that say they will lose profit and possibly go bankrupt if
the minimum wage is raised? Aren’t you just antagonizing the business commumty by propos-
ing a minimum wage increase?

Inflation has eroded the minimum wage so much that it is currently at its second lowest level
since the 1950s. The economy has been very strong, but wages have not grown as much as
they need to for the middle class to keep up. _

The Clinton Administration has pursued economic policies to put aur fiscal house in order,
laying the foundation for the current economic expansion: But the problcm is that low-wage
and middle class workers have not shared fully in this recovery.

How can President Clinton claim to be a new kind of Democrat when his agenda mcludes in-
creasing the minimum wage? -

The President proposed to increase the minimum wage to make up for inflation during his
campaign and in Putting People First.

U.S. Department of Labor 1/95
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More Working Families are Poor

Percentage of Working Families in Poverty: 1975-1993
Percent in Poverty '
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Source: Bureau of the Census, Current Population Survey. A working family is defined as one with children where
someone in the household worked.
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‘Minimum Wage Work Does Not Lift
Families Out of Poverty

Annual Earnings at the Minimum Wage as a Percentage of the Poverty Line: 1959-1995

Percent of Poverty Line
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Note: Annual earnings for a family of four with one full-time, year-round minimum wage worker as a percentage of
the four-person poverty line. The four-person poverty line for 1994 and 1995 are from Congressional Budget Office

projections.



Who was Affected by the Last Minimum Wage Increase
Distribution by Family Earnings

Percent
43.2 449
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20
10
0
Bottom 20% Middle 60% Top 20%
Less than $275 per week From $276 10 $962 per week More than $963 per week

Source: Card and Krueger (1995)
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THE MAXIMUM MINIMUM

In the summer of 1992. New Jersey raised its minimum

little impact on employment at New Jersey restaurants . .
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wage from $4.25 an hour to $5.05 while Pennsylvania kept
Us minimum wage at $4.25. A study shows the increase had
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The Sages, Rethinking Wages

A New Study Challenges the Notion That Raising the Pay Floor Costs Jobs

groe of low-solled labor —then demand

By Steven Pearistenn

Tutmgeen Pras sl Wrase

remdent Chnton's consideration
of a hike m the mewmum wage
reiondies = old Washmgton de-
bate between Democratc pol>-
cans, who think & 2 good way to help the
poor, and econamists, who hold a near-re-
robs the economry of mcome and jobs.
Now comes new research by a group of
young economests that finds that the pol-
ticans may be right after all.
It is one of the bedrock princapies of
economic theory that any tme you rame
the pnce of something—m this case the

for ¢ wil all The theary does not predict
how much ¢ wd Gl bt venous studies,
reiving on tyoed empioyment data, have
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state’s mmimum wage. i economic theo-
ry was nght and a higher minmum wage
mﬂymnhedhbwermxﬂuymt.thcy
ressoned, then the New Jersey restay
rants should see a decline in fast-food em-
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on aeross the Delaware,

As the accompanying chart shows,
however, it didn't work out quite that
way—ithe average hamburger jomnt in Jer-
sey actually added employees while in

To pay for the increased cost, Card and
Krueger found, the New Jersey restau-
rants apparently turned in part to their

See WAGES, D3, Col ¢
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Study. Chal]enges fheory on Minimum Wage

WAGES, From D1
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menu. But contrary to economic theory, there was no ew
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eﬁ!s()netndibmalargtmmtisdntahmaﬂmemm
dammmmwagegommmwomm

middle-chss(amilis.KmeguandCardu'ytohnd(down
dtbaiudunhnevmth&chuhldiamm:aﬂyabana
dﬁrddwkersaﬂeaadm&mbandnldsatornw
the poverty ime.

Thereabocvidmoethatarisingnmimmnwagem-
mgaandoyusto‘u:deup.'droppmgbw-sld!ledem-
ployeesford\oaewithhighasldnscxmeenugymoﬂer
greater productivity. Texas A&M economist Finish Welch,
bmm,hmmatﬂnhamthenmhnmnwgewas
ramsed, employment growth lagged noticeably among the
young, Hispanics, high schoal dropouts—exactly the low-
aﬂsd'uiusthemimumwageis&lpposedtolnb.

Andnh'nmrmdm,NmrkMdmas’gmﬁcandy
hdu'mmwmmamnﬂbmtrwbhgpermt-
age of the ncn'shighsd)oolsmdmtsmdmpmnandjom
the bshor force.



What the Lowest-Paid Are Paid

The Federal minimum wage in nominal terms and in terms of
today’s money. Job categories covered by the mmimum have
vaned over the years; some states set higher minimums. Figures
are plotted monthly and are adjusted for inflation based on the
consumer pnce index (seasonally adjusted starting in 1972).
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‘ Minimum Wage and Jobs

Economists Are Finding a Smaller Threat
Of Dismissals After Legislated Pav Rises

By LOUIS UCHITELLE

The Chinton Administration. which
appears to be advocauing a higher
mimmum wage as one of its major
policy objectives 1s doing so at a
time when most economists find less
damage from raising
the minimum wage than
they once dwd.

Analyus A chief argument

against raising the mun-
mum wage among both econoOmMasts
and pohiticians s the fear of jod
lusses The threat i3 that employers
will dismiss thousands of workers on
the ground that thev tack the skills to
be worth more than the mimmum
wage which 1s $425 an hour But
nearlv all these estimates of job
losses have shrunk as research con-
tinues

“The main thing about this re-
search is that the evidence of job loss
is weak.” said Robert M. Solow. a
Nobel laureate 1n economics at the
Massachusetts Institute of Technol-

News

OogYy And the fact that the evidence
IS weak suggesis that the impact on
jobs 13 small -

That does not quiet the debate The
new Republican leaders in Congress
have vowed (0 reject any bill to raise
the muumum wage invoking the
prospect of )ab losses as the chief
reason Representative Dk Armey
of Texas House majonity leader.
s8id lam week that he not only op-
posed an increase n the minimum
wage but would 810 like 10 repeal
the law

Sull vVice Presdent Al Gore and
the House minority eader Richard
A. Gephardt of Missour:. in recent
Appearances have publii iy support-
ed a hgher minimum wage Pres:
dent Clinton mav endorse the move
this week or next He said yesterday
that he was awaiting a recommenda-
uon from his advisers.

“Lifting the mimimum wage 1s one
of several major imiiatives Jesigned

Conlinued 0on Page DIy

-
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10 lift the wages of all working Amer-
icans,"" a senior Administration offi-
cial said. He ranked 1ts importance
with the President’s recent tax cut
proposals for middle-income fam-
ilies.

For all the political controversy
surrounding the minimum wage,
economists who study the issue have
managed to agree on several key
findings. These agreements help to
explain why the mimmum wage de-
bate, as Mr. Gephardt put it, has
become ‘‘a metaphor for the differ-
ences between Democrats and Re-
publicans."”

Contrary to popular wisdom, for
example, economists have found
that only one-third of the roughly
four million minimum-wage earners
are teen-agers. The rest are adults
over 23, a significant number of
whom — some say as many as 45
percent — provide nearly half of
their families’ incomes. Raising the
minimum by 75 cents an hour, the
amount under discussion in the Ad-
ministration, would bring a gain in

living standards, but only for those -

who do not lose their jobs.

Economists have also found that
raising the minimum wage produces
a net gain in total income. That 1s,
the total income growth for mini-
mum-wage workers who keep their
jobs exceeds the income lost by
those who lose theirs.

The gains in income, for some
economists and politicians, can thus
outweigh the loss in jobs. ““If your
objective is to make work pay well
enough so that it takes fewer wage
earners in a family 10 keep the fam-
tly out of poverty, then raising the
minmum wage is a worthy goal”
said Henry J. Aaron, an economist at
the Brookings Institution.

That is a goal mentioned by Ad-
manistration officials. But for many
Republicans and for Finis Welch, a
labor economnist at Texas A & M Uni-
versity, saving jobs should be the
higher priority. "We are in effect
telling unskilled people that if they
are not worth the wages we set, they
cannot work,” said Mr. Weich, who
added that he believed most employ-
ers would do little to train low-skilled
workers so they could become more
valuable and eventually worth the

higher minimum wage, ___
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But Mr. Welch and other econo-
mists agree that a higher minimum
wage tends to lure people out of
idleness and into jobs by making
work more valuable than, say. the
alternative of government welfare
programs. As a result, the cost of

Jow-income workers shifts a bit to

business {rom the public sector.

Finally, there is agreement that a
higher mimimum wage has a ripple
eftect, pushing up wages for those
earming up to 50 cents above the old
mimmum. More than 5.5 million
workers, or nearly 5 percent of the
workforce, receive wages within 50
cents of the minimum, which rose to
$4.25 in 1991 {rom $3.80. That's one
reason, among several, that business
regularly opposes increases in the
minimum wage.

Yet e principal battle cry
against raising the mimmum wage
— job losses — is no longer as power-
ful an argument as it once was. A
decade ago. most studies concluded
that | percent or more of all min-
mum wage workers lost their jobs
for each 10 percent increase in the
mmmum wage. The most recent
studies put the job losses at less than
1 percent, or roughly 40,000 people if
Congress were 10 Increase the cur-
rent minimum by 75 cents, a jump of
nearly 18 percent.

Some studies go even further. Two
Princeton Universily economists,
David Card and Alan Krueger, con-
tend that there s httle evidence of
any job loss at all from increasing
the minimum wage. Mr. Krueger
recently became cluef economist at
the Labor Department, where he 18
an adviser 10 Robert B. Rexch, the

Secretary of Labor and a pnincipal

Estimates of job
losses from higher
minimum pay are
reduced.

advocate within the Clinton Admini
tration of lifting w "o
oféhe e Iaddgr. ages at the low end
Y contrast, Professor W.
Texas A & M insists that Lhee ltc::ldaif
tional view about job loss is still
correct. His new study, done with
(wo colleagues, Donald Deere of Tex-
as A&_M and Kevin M. Murphy of
the University of Chicago, was made
pubh_c last Sunday at the annual
Meeting of the American Economic
Association in Washington. It estj-
mated that each 10 percent rise in
the mimmum wage between 1989
and 1991 produced job losses of at
least | percent of all minimum wage
workers, or roughly 60,000 peopie if
the mimimum is raised by 7S cents.
Alone among the most recent stud-
ves, 3aid Charies Brown, a Universi-
2 of Michigan labor economist, *‘the
m:'k:h findings go back o an oider
. lnp.'::l lh:’l‘et:ere was a bigger job
aap the munimum wage

\ Presudent Clinton promised, dur-

ng the 1902 election campai
raise the minimum vlgep.é::l.l:
lantmacuonwhnlehepunuedn
hesith insurance dill. Now Admins-
(ration officials argue that raising
d!hp mnimum, which has lost a thirg
s purchasing power since 1979
::ud heip narrow the wage up
ween low- and muddle-income

Professor Solow of M.IL.T
When the mnimum wage mum
rors ted 30 much in purchasing pow-
er’ he sad “there are probably
m"w. ' peropie who would be.worth
Mgher wage and would not lose
their jobs
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A Proposal Worth Fighting For

. three eanarats neracinne dunaghis.State ~f,
! ne. Ohion Sadress, ¥ resident Clintan declaced.sha

he and the Republicans must work to *‘build the

middle class and shrink the underclass.’’ He said

too many Amernicans had been left behind by the
economy'’s recovery, and he offered several reme-
dies. One was new — raiging the mmmimum wage.
One was old — cutung taxes on the middle class.
The others consisted mainly of himp warnings to
Republicans not 10 pass irresponsuble welfare pro-
grams or constitutional amendments.

The minimum-wage proposal 13 worth fighting
for. It would fulfill the President’s campaign pledge
to make work pay — by which he meant that full-
tume workers should eamn enough to raise their
families out of poverty. Mr Clinton sad he would let
Coagress wnite a munuroum-wage bl and decide
how much the rate should be raised, a strategy
reaffirmed by his aides (oday. He needs w be more
asseruve and shoot for a $5-an-hour mmumum.

He reaffirmed an earter pledge to tnm taxes
on the middle class while warmning that he would
reject a tax cut that “‘explodes the deficit.* He was
less forthnght on other 1ssues. He opposed punitive
welfare reform, but did not threaten to vetoa GO P
attempt to strip welfare programs of the guarantee
that Congress would provide money (0 serve every
ehigible family. Mr. Cunton saxd he wouid fight a
balanced-budget amendment but. oddly. he did not
reject outnght an ides he knows 13 rancid

Some Administration officials have recom-
mended raising the minimum wage from $4.25 an
hour to $3. At that level, a fully employed parent of
two children would earn almost $10,500, and could
also qualify for a tax credit — in effect a cash rebate
— of up to $3,500 and food stamps worth about
$3.000. After subtracting payroll taxes, the family
would keep about $16,000 — enough to lift it out of
poverty.

The G.O.P. objects because higher wages, 1t
says, threaten to strip low-wage workers of their
jobs. The evidence 1s mixed, but most research
shows that employment effects are small, perhaps
trivial. Research also shows that most minimum-
wage workers are adults, not teen-agers. Nor can
Washington achieve the same end by boosting the
tax credit alone; the complexity of this credit
creates a strong disincentive to work at higher
wages.

Sadly, the Republicans seem wviscerally op-
posed to Mr. Clinton's proposal — even though his
small hike would leave minimum wages, after
accounting for inflation, well below levels that pre-
vailed in the 1970's.

- Though Mr. Clinton drew few sharp lines Tues-
day night, fudging on the balanced budget amend-
ment and on the G.O.P.’s welfare bills, he scored a
rhetorical hit on the minimum wage — pointing out
that his audience earned more 1n a month than
muumum-wage workers earn 1n a year.
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Raise minimum wage,

give workers a fair shake

Peopls wiling i 10 poor working stiffs
Mmr-n ’vmmmwm.dm
{0 supploment thelr Wages WRN e vage tiroes and it poce i

wellare.

Question: What do you call a family liv-
ing on the minimum wage?
minimum wage isn't enough for a amily to
live on.

At $4.25 an hour, the current mimmum
wage is $2.09 an bour less than what 3 fam-

It's 27 ceats less than what s
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And for most of the next four decades,
the minimum wage provided that floor to
carnings, as Congress raised it a dozen

$3.35 an bour, losing nearty haif of its pur-
chasing power.
The result a wider gulf between rich and,
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In Our Opinion

If needed at $4.25, he’s needed at $5

It may be hard for ivorytower econ-
omists and well-fed con olk to
imagine, but millions of people out
thers are actually rying to live on the
minimom wage.

More than 4.2 millfon — twothirds
of them adults over 25, most of them
women — 4re making $4.25 an hour
and taking home an annual $8.940, ac-
cording to the US. Labor Department's
Bureau of Labor Statisucs.

This means people can be working
full-dme and still live below the pov-
erty line. These, by the way. are the
jobs that welfare recipients are sup
posed to embrace with gratitude

It's reprebensible that about ? per-
ceot of the work forcs is trying to sud
ns on the lowest minimum wage, 12
real doliars. i1n 40 years.

Corporations hn.mi thetr congres
si0nal stooges have been w!
like goosed divas since Prma-
1on suggested the minimum wage go
up.

Senate Majority Leader Dick Armey.
R-Texas. has loudly proclaimed that he
will fight & nse 18 the DIBIMUW wage
“with every fiber of my being

" Hse claims that poor, m
t businesses — like -
would have to cut jobe if Congress 1n.
creased the mininum wage from $4.23
10 at leam $S.

But a recent study indicates that as
1DCTeAS 1D DMIDIMUE wage has Almost
no effect on employment

The study compared {ast-{ood restay-
rants \n New Jersey and Pennsyivasis
10 1992, when New Jersey raised 113

minimum wage to $3.05 while Pennsyl-

vania's stayed at $4.2S. L
The study showed that employment

sctually increased slightly in New Jer-

.;-t-lood prices went up a little on
the Jersey side, but 30 what? The in-
Crease wes tiny.

Economist Laura D'Andrea Tyson,
bead of the president's Council of Eco-
pomic Advisers. said in a meeting with
the Daily News editorial board this
week that an (ncrease in minimum

wages probably won't push up wages
in general, because the minimum
wage worksr is so far behind the rest
of the work force that a push upward
on the average is near-impossibie.

The bottom line: Employers will
scream and yell and hold their breath
until they turn blue, but they'll pay
the increased wage. If they needed
that worker at $4.25, they'll need him
or her at $S or even $£5.25.

Congress should move on the issue
pronto. @
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EDITORIALS

‘Making Work Pay

That old divisive issue between Republicans and
Democrats. the minimum wage. 18 about to surface
again. Battle lines are likely to be the samme —

Democrats for u\crenml the wage. Rmbhm

haumhnw«kvhenhtmwmtm
increase 1 the minzmum wage, set st $4.29 sn hour
since 1991, was “wnder active considerstion” ot the
Whute Houss. Aa incresse 10 $8.29 aa hour repont-
edly was being urged on Presdent Bl Clinton. Vice
President Al Gere jumped ia Sunday. ssying
"xhcn'ummm"hmm
mmynum wage becsuse it hes dipped behund
nudnhdmntbmtom

3 higher minimum would hurt the very low-wage
_workers that it is deugned to help. because employ-
ers would be forced to cut back on jobs. Many
econorrusts disagres. Mr. Armey said he would
rather let wages seek their own leve! and have the
government make up the difference to give such

workers a decent income.

In the current anti-welfare climate of Washing-
ton, that argument sounds particularly jarring. What
better way is thare to give people the sense of ifting
themselves up rather than depending on the govern-
ment than to provide a decent wage? What better
incentive could there be for peopie to want to work
than s wage that would give them a start toward the
American dream?

The minimum wage stagnated throughout the
Reagan years, stuck at $3.35 an hour while the cost
of living acceleratsd. Even with the higher minimum
approved during the Bush administration —

. with 2 subminimum wage for beginning workers

that few businesses actually used — families barely
kept up. With inflation. the wage of $3.35 in 1981
would have to have reached $5.51 last year to
mantan its buying power. Even 3 $5.25 wage
would not cioss the gap.

Some have srgued that the minimum wage should
Se indexsd to inflation, to rise sutoma )
Congress does not have to have periodic fights while
workers at the bottom of the salary ladder see their
incomes erode. Thet may be worth considering, but
what 18 moce important at this point would be to
reaffirm :he basic argument behind the minimum
wage People who are willing to wark deserve
adequate compensation so they can support them-
seives The new Republican majority, with its core
babe! - self-reliance, should easily agres.
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Lincoln Journal-Star

'EDITORIALS

Opimons of the Journal-Star

Minimum wage: Time
to move 1t up

THE last time Congress struggled with the
emotional issue of increamng the minimum
wage, newspapers were crammed with
claims from business leaders about an approach-
ing Armageddon of layoifs and unemployment
mayhem. The contention was that the service sec-
tor. in particular, would be forced to choose down-
sizing over a bigger payroll

When President Bush signed a il that dud the
deed — authorizing a boost from $3 33 per hour to
$3.00 in 1990 and $4.25 i 1991 — the news stonies
took on a new twist. The new conventional wisdom
in Nebraska was that just about everybody was al-
ready paying wages well above rrurumurn and that
layolfs would be mirumal

It is ime to increase the mimmum wage agan.
It is time to endure another round of propaganda
for the sake of munimzing employes exploitation
at the low end of wage scale. The most recent esti-
oate from the 0 s that ¢ 3 mullion people in
the United States still eara the federa! muumum of
less for an hour’s work.

-Sen. Edward Keanedy. D-Mass. ied the last
legislative fight for an \nersase and he introduced
# bill last week that would get the job done again
There may be some room {or ressonadle compro-
mise on Kennedy's numbers and on he Lmetadle
= three increases of 39 cents per hour that would
Jush the rate to §3 73 by mud-1997

: But it has been four years mnce the last increase
The level is falhng further and further belund the

intended benchmark of 50 percent of average
hourly earnings that was in place when the mini-
mum wage was established some 30 years ago.

That S0 percent standard was met through the
19603 and ‘808, but dropped off into the 40s in the
1970s. It was at 38 percent last year.

Critics of a minimum wage argue that it has
never kept families out of poverty, that it has no ef-
fect as a stimulus on the overall wage structure,
and that most of the people who earn it are not the
prumary wage earners in their families.

Supporters say there are too many factors in any
labor market to determine the employment effect
of increasing the minimum wage. They also claim
that failure to regularly adjust the minimum wage
creates a subsidy for employers because employ-
ees turn more Lo public-assistance programs and
to taxpayers to survive.

Beyond the claims and the arguments is the in-
disputable fact thal a minimum wage sets a muni-
mum standard for fairness in a paycheck. Beyond
dispute also is a current national unemployment
level of $ 4 percent — the lowest in four years and a
fair gauge of full employment — a state unemploy-
ment rate of 2.7 percent, and a Lincoln-Lancaster
County unemployment rate of 1.9 percent.

There is small risk of employment stagnation
when virtully everybody is already employed and
has various other employment options from which
10 choose. It is wages that have gone past risk into
the reality of stagnation
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Let Washington cooperate

in raising-minimum wage

It rewards work over welfare th strong. economy

HOUGH IT bas trod this road before,

oanly to make a U-turn, the Clinton_ad

. @ mingtration's pragmatic arguments for-

hiking the minimum wage are boisered this
ume by an inviting political climate.

That means the current internal discus-

suons about helping low-wage workers swp--

port their families might actually result un a
concrete White House proposal.

Amid all of the talk about attackiag\wel-
fare and giving people more incentive to
work, a3 realistic minimum wage stands owut
like a beacon that would attract more of the

f
5
]
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fare t!mr!!y ‘taking a bw-paymﬁ,ob

That's noC because welfare,| are b
-high. Rather. it’s because: Jobs pay 8
litle that by the time child care, transporta-
tion and other associated costs of working
are included — not to mention the likely
loss of heaith care — taiong-ajob can actu-
ally leave the new worket \\mh less money

" to support a family.

Wmmmﬂxm

Rasing the minimum wage is the most
obvious means of combating that fiscal disin-
centve 10 work. Republicass- interested
beipang peoplc help themseives. will bave a
hard ome. arguing otherwme. - st

In addition, this is an ideal thme in eew
nomic terms {0 raise the legal minimuer-
Just-released Labor Depertment figur
show a bealthy economy with uncmpbyme
at its lowest point in more " four yean.

With that level of bBusiness activity, the’
dogey-man threat of farced layoffs shaupf
the mumumum wage rise carries even less le-
pumacy than usual. And more maney in the
puxkets of workers means more money 1o
be spent at the very busipesses that seem so
worned about a higher minimum pay scale.

When inflation is taken into -account, to-
day's mmumum wage is more than 30 per-
cent below that of 1968. That’ means the
woriung poor have constantly lost ground. -

Ths 13 no way to reward or encourage
work. Nor is it any foundation on which to
buld a strong society. America should re-
dress such a corrosive inequity. By substan-
tially rasing the wage floor, Washington can
mgl:b this without spending an extra

' m the taxpayers.
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THE VOICE OF THE WEST

Boost Minimum Wage
To ‘Make Work Pay’

BOOST in the minimum wage,
urged by President Clmton in last
week’s State of the Union address,
makes a great deal more sense than the
middle-class tax cuts promoted by both the
admmistration and the Republican Con-
ges. And if a tax cut is enacted. 8 B
almost certan. it would be unconscionable
not to raise the minimum pay level of thoss

; wt::k st or be

 Small T
increases in 4,0y o per.
the rate have ?::: m
almost no cost the govern
impact on the ment virtually
availability ::'u:m litie c;':‘:-
oflowpaid B, 5o
Jjobs would Uit millicns

substitutes for reliable informaton among
many Republicans and buniness-association
lobbyists — is that every boost in the rate
results {n a loss of jobs, especially for teen-
age workers. That may once bhave beep the
case, but recent surveys from hughly re-

garded economists have demonstrated con-
vincingly that relatively small increases in
the rate have almost no impact on the avail-

abllity of low-paid jobs.

ymvcm'nhombd

f that aimost half of all workers earn-
the minimum wage or less are 25 or
. and many are supporting families.

o all. almost one of 10 California workers

these workers have watched the purchas
power of their pay be eaten away by
from the equivalent of $6.58 an

bour 4n 1993 dollary) to today's $4.25.
At 85 an hour, a full-time minimum-wage
worker would earn $10,000 3 year. Combin-
ed with the earned-income-tax credit and

Unfortunately, blicans such as
Bouse majortty leader Dick Armey promise
to fight the “with every fiber of
my bang,” and the tssue has all the makings
of a major partisan battle. If that is the case,
the pregident should not hesitate to take a
frm stand, accept no less than a 75-cent
{ncrease. and take the issue over the head of
Congress directly to the people, where he is
sure to get a sympathetic hearing.

Januxy 30 149




THE BOSTON GLOBE o FRIDAY, FEBRUARY 10, 1906

The dwindling minimum

~ President Clinton's proposal for raising the na-

tional minimum wage to $5.15 an hour from the
current $4.25 must be appraised {n the context of
inflation, which constantly erodss its buying pow-
er. Even at $5.15, the real valus of the minimum
wage would be less than the mintmum has been in
most years past and would remain far below the
level required to Lt a family out of poverty. The
modest increase deserves congressionsl support.

Congress and some presidents have complicat-
ed the political problem of adjusting the minimum
wage by postponing action for long intervals, mak-
ing the increase seem large on & percentage basis
even when it is not keeping up with {nflation. This
was the case during the Resgan administration.
when it remained at $3.35 sn hour from January
1981 to April 1990,

Adjusted for inflation, the minimum wage
reached its peak in 1969 at $8.75 and has been on
an uneven decline ever since. It stood at more than
half the average wage in the 1950s and 60s but 18

only 38 percent of the average today.

In New England, there are only 33,000 hourly
workers earning $4.25 an hour, according to fig-
ures provided by the federal Bureau of Labor Sta-
tistics. If the pay of all of those workers were in-
creased to $5.15, a total of $1,188,000 weekly would
be added to aggregate labor costs (including Social
Security taxes) for the entire region, scarcely a
drag on the economy or a measursbie influence on
inflation.

Increasing the minimum wage may exert mild
upward pressure on other wages, although other
factors are more important given the relatively
small proportion of people at or below the mini-
mum today. Similarly, it is reasonable to doubt
those who contend thst 2 higher minimum would
discourage employers fiom hiring low-wage em-
ployees, since many must already pay more to fill
vacancies, even in relatively low-skill jobs. The in- :
crease is overdue.
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Slightly less poor

Minimum-wage hike won't break, or make, anybody

F a worker in Silicon Valley earns

the minimum $4.28 an hour and

supports two kids, she's broke. And
if the minimum went to $6.15 an hour,
as President Clinton proposes, they're
sull in the poor house.

Wait & munute.

Aren't prices and wages %0 hig
around here that nobody makes
mintmum wage? Even the fast-food
joints on Stevens Creek Boulevard psy
more than five bucks an hour, don%t
they?

Meet Kimsa Ngo ($4.78) and Luisa
Diaz ($4.50). As told recently to Mercu-
ry News reporter Lavander.
their stories add up to & coavinang

them, maybe one-Quarter, work in Cali-
fornia. They're too numerous to over-
look, too deserving to neglect.

But let's be realistic. A minimum
wage hike as modest as the president's

'mrinﬂsdun.ttwo\udurdyruse'

the lowest to its 1970s level of
buying power. It has to be coupled with

of two earn-
ing $6 an hour can qualify for the
Earned Income Tax Credit — a cash
rebate of about $3,600 and food stamps
worth $3,000. That's enough to lift the
family out of Rverty.

While the Democrats in Congress
oversell the minimum wage hike as a
poverty buster, Republicans see all
sorts of economic gloom and doom. Re-
cent studies show that minimum-wage
hikes in 1990 and ‘91 didn't wipe out

Some evidence suggests it even
increased employment in industries,
Uke the fast- business, that can't
find enough workers. The wage hukes
made those jobs more attractive.

President Clinton's small hike isn’t a
job killer or a poverty buster. it's really
s reward for the working poor, an in-
centive to hang in there. And that
makes it worth ting for.
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A minimum obligation

he higher minimum wage that Presi-
dent Clinton touted in his State of the
Union address is nowheres to be found in the
Republican “Contract With America.” That

" makes passage by the GOP-controlled Con-

gress a long shot. But it shouldn't be. Rais-
ing the reward for work is a useful element
in a policy that shifts more poor families
from the welfare office to the werkplace.
The driving idea behind the welfare re-

zens: to assure that people who work hard
receive enough income to pull themselves
out of poverty.

Unrf:Imnnuly. t.l!:- minimum wage, one of
several policy tools for mesting that obligs-
tion, has been badly eroded by inflation
the last two d The mini

would have to be raised from the current
$4.25 w $5.25 per hour to restore its pur
chasing power to 1881 levels; it would have
to rise to $6 to return to the purchaning pow-
er of the late 1960s. A full-time job at the
minimum wage used to pull e family of three
close to the poverty line; today, 1t gets that
family only two-thirds of the way.
Opponents of raising the minimum wage
are aguin arguing that a higher wage would
cost jobs. Stock economic theory suggests

that a minimum wage increase would result
in job loss, with the number of jobs lost de-
termined by the size of the increase.

But recent empirical studies show that, in
practics, moderate minimum wage increases
have very little impact on jobs. In New Jer-
sey, which reised its minimum wage in 1992
to $5.05, Princston University economists
found no job loss even though nearby Penn-
sylvania retained a $4.25 minimum. If the
experience of the last national increase is a

ide, raising the national minimum to $5,
as advisers ingide the Clinton administra-
tion have suggested, is unlikely to damage
the job market.

Whnitwulddoilundtherightso-
cial signals for a nation that wants to
welfare. If dependency is to
personal responsibility is to
of the dole, work must pay
self-sufficiency. A $S mini-
ined with the higher
credit Congress approved
make it possible for almost
workers with children to sup-
ir families above the poverty line.
s why, if Congress is serious about a
reform that is more than punish-
ment for being poor, a higher minimum

belongs on the Republicans’ agenda,
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OUR OPINION

Wages
And Welfare

Raise Minimum as Work Incentive

s Congress preparss to tackle welfare reform. there
are two critical i1ssues that it must consider
which are outside of the welfare system itself.

Both relate to what is universally hailed as
the answer to welfare: wark.

The federal government plans on leaving many of the
systemic changes i:n welfare reform to the states, which is
fine. State governments should be able to tailor programs to
their expeniences.

Most states, however. including Pennsylvania, are con-
tempiating reform proposals that call for an end of benefits for
able-bodied recipients after a maximum of two years, coupled
with mandatory job training.

A LIVING WAGE

Therein lies one reason that the Congress must approve
an increase in the minimum wage as suggested Tuesday by
President Clinton in his Stats of the Union Address. Although
Clinton did not reveal a specific plan. it is widely believed
that the White House plans to ask for an increase in the
minimum wage from $4.25 to $§ an hour over the next two
years.

Such an increass has merit on its owa but it also is vital
in terms of the weifare dedbate. The existing minimum wage
simply 13 a disincentive for people to leave welfare. Raising
the minimum wage to a Jevel whare workers could approach
making a living while maintaining health-care benefits,
would be a strong incentive for weifare recipients to seek
work.

In Congress. many Republicans appose an increase
because. they say. it will prompt employers to reduce the
number of minimum wage jobs

That 1s standard economic dogma but there is a new body
of research which shows that minimum wage increases do not
necessarily reduce employment.

The most recant study compared fast-food restaurants in
Pennsylvania, where the federal $4.25 an hour wage is paid,
and New Jersey. whare the state has & $3.035 minimum wage. It
found employment leveis to be adout the same in the wake of
the New Jersey increase. although prices were slightly higher
at the reataurants there

PAMILIES AT STANE

Studies also have bund thet. tncreasingly. those who hold
minimum wage )obs are peop.e trying to raise families, rather
than tesn-agers.

Congress also must kesp 1n mind that the Federal Reserve
Board is maintaining an unofficial palicy which holds that
unemployment of sbout $ percent 13 necessary to control
inflation At the same time. there 15 2 movement in Congress
to revoke that part of the Federal Reserve charter that calls for
full employment

If monetary policy virtually guarantess a certain level of
unemployment. it should be incumbent upon Congress to craft
& welfare program to that circumstancs

_Welfare 13 not some isolated program [t is intertwined
with 1nnumerable other social issues Congress cannot
consider 1t 1n a vacuum.
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. EDITORIALS
Lifting minimum wage:
A good idea is doomed

OLITICS. not cconomics, will doom President Clinton's proposal to
P raise the federal minimum wage by 90 cents an hour over two years.
An increase is overdue, but that will not happen soon.

The Republican<contvolled Congress is in no mood to help Chnton tulili anc
of his 1992 campaign pledges. The president’s own Secrelary of Labor first
Noated the idea 18 moaths ago, but the White NMouse backed off to avoid
upselting business mterests alieady skittish about health-care reforin.

New Dot ats aidd old Republians scem unwilling to deal with the
propuosal o ts e ids

( o had 10 know the 1aise would get a lrosty receptwon, but he appears o
bave olfeedat solely to have the GOP knock it down. Republicans n tum are
not tegecting it out of ideological coaviction or consistency. When House
Speaker Newt Gingrich and Senate Majority Leades Bob Dole were in the
minority, they both voted for a 90-cent increase championed by Presadent
Bush. That raise took the minimum wage from $3.35 per hour tu the present
$4.25.

Six years later, gamesmanship abounds without regard to the financial
circumstances of the working poor that both parties peofess torepresent.

IF THE MINIMUM WAGE. can be likened 0 2 safety net, il has a big hole.
The current hously wage would have tobe $6.29 fos it (0 equal the buying
powes of the minimum wage in 1968.

Clinton's proposal would phase in over two years a wage of $5.15 per hous.
Iu some states, such as Washington and New Jersey, that would mean no
change initially, where the pay 1s $4.90 and $5.05 per bour. Eventually, the
(ederal rate would catch up (o the paychecks of 100,000 to 160,000 workers in
Washuington stale.

Something else eroded in the last six year's besudes the buymg power ol the
federal minimum wage: many economic myths faithfully dragged out to fight it

One hardy perennial is that increasing the minimumn wage eliminates low-
end job. Recent studies — especially heavily quoted and unchallenged two-
year-old Princeton University findings — found zero impactin the service
industry, where most minimuin-wage jobs are clustesed.

Pay raises in jobs that typically have high tumover actually attract more
peaple to seek them out. Businesses are finding that high turnover has its own
costs in emergency scheduling, intervic wing and hinng, custuincs
dissatis@ction, training and papeswork.

MYTH NUMBER TWO is that miumuin wage is a3 synonym for a
suburban high-school kid supporting a car. The Princeton study found that 44
percent of minimum wage eanwts come (rom familics with $15,000 - ycar
income, and tend 10 be women, minorities and people without high-school
dsplomas.

i Congress has some dificulty with raising the nunimum wage because ot
tampers with the free-masket system, or an old grudge agaist its New Deal
ociging, then two optivns exist.

Republicans and Demaocrats can fusther expand the Eamed Inconw Tax
Credit. This income supplement targets assistance (o the woi king poor with
small children. Benefits go to the high-schoo) dropout mom, i those mythical
teenagers. Clinton and Congress impioved the plan in 1993. Wall the
Republicans accept the modest consequences on the budget and the deficnt,
and canploy this device agaw? ’

The second option is hive up to the batte cry of welfaie reform, making
work pay. The difference in wages that raise hope, bolster dignity and help
keep a person off public assistance can be a few dimies an bow :
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INiMum wage

‘hike is overdue

enerations of Americans have
grown up with the assurance of a
federally mandated minimum

- wage — a simple promise that as
long as a person will work, he or she need
not live in abject poverty.

It’s a promise that has been eroding in re-
cent years, and President Clinton's
Proposal Friday to boost the minimum by 48
cents a year over the next two years to $5.15
an hour is overdue.

GOP leaders are opposed to the presi-
dent’s plan, and sadly they have the con-
gressional clout to kill it. That would be

IAn IR view f

wrong.

If it is given that there should be such a
thing as a minimum wage — and we realize
not everyone would agree — then that wage
should be high enough so that full-time
workers can raise their families out of pov-
erty.

Most research shows that the majority of
minimum-wage workers are adults, not
teen-agers, and that raising the wage in the
past has had only small effects on employ-

ment. It just isn't true to say that raising
the minimum will automatically destroy
jobs for minority tesn-agers.

Nor, on the_other hand, is 1t tair 1o Say a>
House Minority Leader Dick Gephardt, D-
Mo., said lagt week that ““To the Republi-
cans, lower wages and fewer benefits are
Just money in the bank for American bu-
siness ~ Dever mind that peopie are suffer-
ing while those profits soar.”

Many employers of minimum-wage em-
Ployees run small businesses on thin mar-
8105 and can be excused for worrying about
a higher minimum wage.

Again, howevar, the fact remains that if

we are to have a minimum wage at all, it
should be high enough to serve its purpose
— keeping the “‘working poor'’ out of oyt-
right poverty.

At present, the rea] value of the minimum
wage is at its lowest leve] in 40 years. Even
Clintoa's proposal is approved, the wage
still would be well below levels that pre-

i?filled in the 19708 after accounting &r
ation.

People can argue economic idealogy all
day long, but 5 person who puts in a fu}]
g:sy a;] wark should earn an honest wage for

toil.



THE WHITE HOUSE

WASHINGTON

August 28, 1995

MEMORANDUM TO THE PRESIDENT

FROM: GENE SPERLING

JON ORSZAG<3, .

SUBJECT: Minimum Wage and California

The Federal minimum wage was last raised to $4.25 per hour in April 1991. Since

then, inflation has eroded more than half of the value of the increase. And next year--if it is
not increased--the minimum wage will reach its lowest real level in four decades. The
Administration’s proposal to raise the minimum wage to $5.15 an hour--a 90 cent increase over
two years--would help restore its real purchasing power and directly affect some 11 million
hourly workers.

In 1989, Congress voted with strong bipartisan support to increase the minimum wage
from $3.35 to $4.25 per hour in two steps over two years. The Administration’s
proposal is for an identical 90 cent increase over two years.

In 1994, 64 percent of minimum wage workers were adults, age 20 and over. - And
about 60 percent of minimum wage workers were women.

The average minimum wage worker brings home half of his or her family’s weekly
earnings; and 39 percent of these workers are the sole breadwinner for their family.

A minimum wage increase of 90 cents would mean a $1,800 raise for a full-time, year-
round minimum-wage worker. This is not an insignificant sum for low-income
families. Indeed, it is as much as the average family spends on groceries in seven
months.

Over a dozen empirical studies--including a majority of those published in peer-
reviewed journals in the last five years--find that a moderate increase in the minimum
wage does not cost jobs. Several of these studies extend previous ones that had claimed
that raising the minimum wage decreases employment. For example, a study by Jacob
Klerman of the RAND Institute in California finds that when the conventional time-
series study is updated to include data through the 1980s, the minimum wage does not
have a statistically significant impact on teenage employment.



. A modest minimum wage increase may not hurt employment because it will encoﬁrage
more people to work; and because employers will be able to fill vacancies more quickly
and experience lower turnover.

CALIFORNIA:

. An increase in the minimum wage to $5.15 per hour would directly affect 1.2 million
hourly workers in California, nearly 16 percent of all hourly-paid workers in the state.

. There is currently a bill in the California Legislature to raise the state minimum wage
from $4.25 an hour to $5.00 in June 1996 and to $5.75 in June 1997. The Legislature
adjourns on September 15.

. California increased its state minimum wage from $3.35 to $4.25 per hour in July 1988,
three years before the Federal minimum increased to that level. David Card, an
economics professor at Princeton University, conducted a study of California
employment by comparing teenage, restaurant, and retail trade employment growth in
California to a group of comparison states. Card’s results showed, "Contrary to
conventional predictions, however, there was no decline in teenage employment, or any
relative loss of jobs in retail trade." A similar study of California by Lowell Taylor,
an economics professor at Carnegie Mellon, reached a contrary conclusion. However,
Card’s results hold up under varying assumptions, while Taylor’s do not.

. An article in the Los Angeles Times (April 18, 1995) quoted Andrew Kim, the owner
of a building maintenance company that pays some of its workers less than $5.15 per
hour, "Personally, I think [the minimum] should go up. I don’t think it is enough for
anyone to live off of."

. The San Francisco Chronicle led off its editorial on the minimum wage with, "Boost
the minimum wage to "Make Work Pay’" (January 30, 1995). The San Jose Mercury
News wrote of the Administration’s minimum wage proposal, "President Clinton’s small
hike isn’t a job killer or a poverty buster. It’s really a reward for the working poor, an
incentive to hang in there. And that makes it worth fighting for" (February 7, 1995).



REWARDING WORK: THE CASE FOR INCREASING THE MINIMUM WAGE

The President's proposal would increase the minimum wage from 34.25 to $5.15 over two years,
through two 45 cent increases. The last increase, passed by an overwhelming, bipartisan vote
in 1989, and implemented in 1990 and 1991, was also a 90 cent increase in two 45 cent stages.
For a full-time, year-round worker at the minimum wage, a 90 cent increase would raise yearly
income by $1,800 -- as much as the average family spends on groceries in over 7 months.

MAINTAINING THE HISTORIC VALUE OF WORK: If the minimum wage were to stay at its current
level of $4.25, it would fall to its lowest real level in 40 years. Indeed, the real value of the minimum
wage is now 27% lower than it was in 1979, and has fallen 45 cents in real value since its last increase
in April 1991. The first half of the President's 90 cent proposal simply restores the minimum wage to its
value at the time of the last increase.

RAISING THE MINIMUM WAGE PRIMARILY HELPS ADULT WORKERS -- MOST OF WHOM
RELY ON THEIR MINIMUM WAGE JOB TO SUPPORT THEIR HOUSEHOLDS: Nearly two-thirds
of minimum wage workers are adults (64%); over one-third of minimum wage workers (38%) are the sole
breadwinners in their families; and the average minimum wage worker brings home half of his or her
family's earnings. Thus, a rise in the minimum wage is a significant boost to the standard of living of
millions of households. '

REWARDS WORK OVER WELFARE: The minimum wage increase provides another crucial measure
to reward work and ensure that there is a strong incentive to choose work over welfare.

OVER 11 MILLION WORKERS WOULD BENEFIT FROM THE PRESIDENT'S PROPOSAL TO
INCREASE THE MINIMUM WAGE: An estimated 11 million workers, paid by the hour, earn between
$4.25 and $5.14. Research indicates that an increase in the minimum wage to $5.15 could have a "ripple”
effect on the couple million workers who earn within 50 cents of the new minimum wage.

EMPIRICAL EVIDENCE SHOWS THE PRESIDENT'S PROPOSAL CAN INCREASE WAGES
WITHOUT COSTING JOBS: Over a dozen empirical studies have found that moderate increases in the
minimum wage do not have significant effects on employment. These studies include state-specific
research that shows that large state increases in the minimum wage did not result in significant job
impacts. As Nobel Laureate Robert Solow stated: "[T]he evidence of job loss is weak. And the fact that
the evidence is weak suggests that the impact on jobs is small."

A 90 CENT INCREASE IN THE MINIMUM WAGE WILL LIFT A FAMILY OF FOUR OUT OF
POVERTY. The dramatic extension of the Earned Income Tax Credit helped lift hundreds of thousands
of working families out of poverty. Yet, by 1996, even the EITC is not enough to lift above the poverty
line a family of four making the minimum wage. With the 90-cent minimum wage increase, food stamps,
and the EITC, a family of four with a full-time, year round minimum wage worker would be lifted above
the poverty line.

THE LAST MINIMUM WAGE INCREASE -- ALSO 90 CENTS -- GARNERED STRONG
BIPARTISAN SUPPORT. In 1989, the minimum wage was passed by votes of 382 to 37 (135
Republicans) in the House, and 89 to 8 in the Senate (36 Republicans) and was supported by Senator Dole
and Representative Gingrich.



THE IMPACT OF A MINIMUM WAGE INCREASE ON SMALL BUSINESS

The President's proposal would increase the minimum wage from $4.25 to 85.15 over two
years, through two 45 cent increases. The last increase, passed by an overwhelming,
bipartisan vote in 1989, and implemented in 1990 and 1991, was also a 90 cent increase
in two 45 cent stages. The real value of the minimum wage is now 27% lower than it
was in 1979, and has fallen by 45 cents in real value since it last increased in April 1991.
The first stage of the President's proposal simply restores the minimum wage io its value
at the time of the last increase.

THE SMALLEST BUSINESSES -- SUCH AS MOM AND POP STORES -- DO NOT HAVE
TO ABIDE BY THE FEDERAL MINIMUM WAGE LAW. Businesses that do not have annual
sales in excess of $500,000 or employees that participate in interstate commerce are not covered
by the Federal minimum wage law. This means that many small businesses will not be affected
by an increase in the Federal minimum wage.

MOST SMALL BUSINESSES ALREADY PAY ABOVE THE MINIMUM WAGE, AND HALF
OF MINIMUM WAGE EARNERS WORK IN LARGE FIRMS. Ninety percent of workers in
small businesses earn more than the current minimum wage. Approximately half of minimum
wage earners work in firms with more than 100 employees. An increase in the minimum wage
will, therefore, have little effect on the majority of small businesses.

SMALL BUSINESSES THAT ARE AFFECTED BY A HIGHER MINIMUM WAGE WILL
FIND IT EASIER TO RECRUIT, RETAIN, TRAIN, AND MOTIVATE THEIR WORKERS.
Four dollars and twenty-five cents per hour is not much of an incentive for people to look for
a job. A 90-cent increase in the minimum wage will entice more workers to enter the labor
force, which will make it easier for businesses to fill job openings. Small businesses will not
have to spend weeks -- or even months -- trying to find workers. A rise in the minimum wage
will also help reduce job turnover, so businesses will be able to retain their workers. With less
turnover, small businesses will be more willing to train their workforce, increasing their
productivity and quality of work. Finally, workers will have a greater incentive to work harder
when their wages are increased.

MANY SMALL BUSINESSES HAVE FOUND MINIMUM WAGE INCREASES ARE
MANAGEABLE. When New Jersey increased the minimum wage in 1992, many business
leaders complained that it would cost profits and jobs. However, as one small businessman
recently commented on WNYC's On the Line: "I'm a small business owner here in Newark, New
Jersey and I did study business and I always thought that raising the minimum wage would affect
negatively a lot of people in the lower income levels [and small business owners]... As it tums
out it was no big deal... Before, I hired people at $4.25 and I didn't expect much and I didn't get
much from them. Now, at $5.00, I'm somewhat more careful and it certainly hasn't affected my
business that much."



MINIMUM WAGE FACTS FOR HOURLY-PAID WORKERS
BASED ON 1994 DATA:

MINIMUM WAGE WORKERS:

4.1 million hourly-paid workers earn the minimum wage or less.

2.1 million hourly-paid workers earn exactly the minimum wage.

64 percent of hourly-paid minimum-wage workers (paid at exactly $4.25) are adults age 20 or over.
58 percent of hourly-paid minimum-wage workers are women.

17 percent of hourly-paid minimum-wage workers are black.

35 percent of hourly-paid minimum-wage workers work 35 hours or more per week (excluding
workers with hours that vary).

38 percent of hourly-paid minimum-wage workers work between 20 and 34 hours per week
(excluding workers with hours that vary).

WORKERS DIRECTLY AFFECTED BY THE PRESIDENT'S PROPOSAL TO INCREASE THE

MINIMUM WAGE FROM $4.25 TO $5.15:

10.7 million hourly-paid workers would be directly affected by the President's proposal to increase
the minimum wage from $4.25 to $5.15. (That is, 10.7 million earn from $4.25 to $5.14.)

71 percent of those hourly-paid workers directly affected by the proposed increase of the minimum
wage are adults age 20 or over.

59 percent of those hourly-paid workers directly affected by the proposed increase of the minimum
wage are women.

16 percent of those hourly-paid workers directly affected by the proposed increase of the minimum
wage are black.

43 percent of those hourly-paid workers directly affected by the proposed increase of the minimum
wage work full-time.

Source: Bureau of Labor Statistics, 1994 Current Population Survey.



MINIMUM WAGE

ACTIONS TO DATE

On February 3, 1995, the President’s proposed an increase in the minimum wage from
$4.25 to $5.15 over two years, through two 45 cent increases. The last increase, passed by
an overwhelming, bipartisan vote in 1989, and implemented in 1990 and 1991, was also a
90 cent increase in two 45 cent stages.

BACKGROUND

Americans know a raise in the minimum wage is one way to help make work pay. A
higher minimum wage -- a floor to ensure workers that they're getting a fair deal for their efforts
-- provides a foothold into the middle class for many hardworking Americans. And for those
Americans who already rely on the minimum wage, an increase is essential to their standard of
living.

Minimum wage work just does not pay anymore. The real value of the minimum wage
is now 27 percent lower than it was in 1979, and by next year -- if it is not increased -- the
minimum wage will be at its lowest real level in four decades. Contrary to popular opinion, the
average worker affected by an increase in the minimum wage is not just a teenager flipping
hamburgers. The fact is that the average minimum wage worker brings home half of his or her
family's earnings, and that two-thirds of minimum wage workers are adults. Furthermore, an
increase in the minimum wage will help working families get by: for example, just a ninety cent
per hour increase in the minimum wage means an additional $1,800 for a minimum wage earner
who works full-time, year-round -- enough for the average family to pay for groceries for seven
months.

$4.25 an hour is not enough earnings to pay the bills, and $8,500 per year is not a decent,
livable income. At the same time as inflation has stolen much of the value of the minimum
wage, the condition of America's working poor has declined. The Bureau of Labor Statistics
estimates that the real average hourly wage of male high school graduates fell by 19 percent since
1979, and by 3 percent for female high school graduates. High school drop outs have fared even
worse. This trend of declining real wages for less-skilled Americans has continued for 15 years.

Most disturbing, less-skilled workers have done poorly in times of economic growth as
well as in times of economic downturns. The U.S. economy created more jobs in 1994 than in
any other year in the past decade, and the unemployment rate fell to a four year low while the
help wanted index climbed to a four year high. Yet the prosperity of this recovery, and of the
past 15 years, has not been shared by all our citizens.



INITIATIVE

President Clinton's proposal to increase the minimum wage 90 cents an hour over two
years can help lift the lives of the eleven million Americans who currently earn less than $5.15
an hour. For those workers putting in 40 hours a week, all year round, this minimum wage
increase provides $1,800, which is enough money for the average American family to buy
groceries for seven months.

In the 21* century, the most productive and powerful country in the world does not even
guarantee its people that if you work full-time, year round -- even with the Eamed Income Tax
Credit (EITC) -- that you can raise a family out of poverty. To that end, President Clinton made
a simple compact with America: if you work 40 hours a week, you will not have to bring up your
children in poverty.

In pursuit of this objective, the President expanded the EITC as a way for low and
moderate income families to make ends meet. But expanding the EITC is not enough. In order
to ensure that there is a strong incentive for work over welfare, there needs to be a multi-tiered
strategy. The EITC has fulfilled its part of this plan, now, the President has proposed an increase
in the minimum wage to make every hour of work pay more.

With a 90-cent minimum wage increase, food stamps, and the EITC, a family of four with
a full-time, year round minimum wage worker would be lifted above the poverty line. Simply,
a $5.15 minimum wage would provide every American the simple guarantee that they could raise
a family out of poverty, if they were willing to fulfill their side of the bargain: to work hard and

_play by the rules.

The critics claim, though, that an increase in the minimum wage will not guarantee a
brighter future for working Americans, but will cost jobs for exactly the people that the President
is trying to help. But their criticism is off-target. Over a dozen studies have found that increases
in the minimum wage have had an insignificant effect on employment. Several of these studies
even extended previous ones that had claimed that raising the minimum wage decreases
employment and these studies, when updated, no longer find a significant impact. This "new
view" is gaining support among economists: Professor Robert Solow, a Nobel laureate in
economics, commented: "When the minimum wage has deteriorated so much in purchasing
power, there are probably enough people who would be worth the higher wage and would not
lose their jobs." Solow also notes that, "[T]he evidence of job loss is weak. And the fact that
the evidence is weak suggests that the impact on jobs is small." And in a recent review of the
literature, Professor Richard Freeman of Harvard, a widely respected labor economist, wrote: "At
the level of the minimum wage in the late 1980's, moderate legislated increases did not reduce
employment and were, if anything, associated with higher employment in some locales."

If the minimum wage doesn't cost jobs, critics say, than it certainly doesn't help the
neediest workers. They propagate the myth that the typical minimum wage worker is a middle-
class high school student. The facts suggest otherwise. Only one in 14 workers earning between
$4.25 and $5.15 per hour is a teenaged student from a family with above-average earnings. Fully
47 percent of workers who would be affected by the President's proposal have family earnings



in the bottom 20 percent of all working families; families that earn less than $360 per week. The
average worker who would be affected by the President's proposal brings home half of his or her
family's earnings; 38 percent of those affected are the sole breadwinner in their family. An
increase in the minimum wage of 90 cents would mean a $1,800 raise for a full-time, year-round
minimum-wage worker. This is not an insignificant sum for low-income families struggling to
make ends meet on the minimum wage. Indeed, it is as much as the average family spends on
groceries in seven months.

Despite the criticism in some corners, the minimum wage has traditionally had bipartisan
support. In 1989, the minimum wage increase passed the House by a vote of 382 to 37 (with
135 Republicans voting for the bill), and 89 to 8 in the Senate (with support of 36 Republicans).

The current situation -- with the real minimum wage heading for its lowest real level in
40 years and with more and more workers finding that full-time work doesn't pay -- is
unacceptable. And a reasonable remedy is at hand.
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August 28, 1995

TO: John Orszag
FR: John Doyle
RE: Request for Information

I have to assume you finally got my written request for the source of a statement made
by President Clinton on June 11 regarding the minimum wage. I can’t imagine how my letter
got returned to me. You may want to check with your mail routing department.

In any case, here is my request ... again. I look forward to resolving this matter by either
getting the cite as requested or an acknowledgement that the information does not exist. 1 will
call you in a few days if I don’t hear back from you. I know how busy things can get over there.

Suite 1110, 607 14th Street, N.W. =Washington, D.C. 20005 =(202) 347-5178 =Fax: (202) 347-5250
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August 2, 1995

Mr. Joseph Stiglitz

Chairman, Council of Economic Advisers
Old Executive Office Building

17th Street and Pennsylvania Ave.
Washington, DC 20500

Dear Mr. Stiglitz:

Six weeks ago I called the Council of Economic Advisers requesting the source of a
statement made by President Clinton on June 11 regarding the minimum wage. Since my initial
request, I have spoken to CEA’s office of public liaison, CEA’s statistics department, CEA’s
chief of staff, CEA staffer Maya Federman and John Orszag from the Department of Labor.

I have yet to receive the information I requested or even an acknowledgement that someone is
trying to help.

I recently spoke to Mr. Orszag when he called me seeking information on an unrelated

matter (which I promptly gave to him), and he said that all requests for information had to be
made in writing. Hence this letter.

According to The Washington Post, President Clinton said, "There are other studies that
say [a minimum wage hike] doesn’t cost jobs, because for example people on welfare who are
out of the work force will think it is more worth their while to come in and compete for those
jobs and they’ll want to work more."” I would like to see a reference to that research.

I appreciate your attention in this matter and look forward to a reply. -

Sin relﬁ,
gg

Doyle

cc: John Orszag, Department of Labor

_Suite 1110, 607 14th Street, N.W. =Washington, D.C. 20005 =(202) 347-5178 =Fax: (202) 347-5250
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NORTHWESTERN UNIVERSITY
COLLEGE OF ARTS AND SCIENCES

Robert Eisner Department of Economics

William R. Kenan Professor Emeritus Evanston, Illinois 60208-2600

TEL: 708-491-5394 (office); 708-869-8557 (home)

FAX: 708-491-7001 (office); 708-869-8559 (home) e-mail:Eisner@casbah.acns.nwu.edu
April 2, 1995

Letters to the Editor
Wall Street Journal

By Fax: 1-212-416-2658
To the Editor:

Richard R. Berman argues (Journal, March 29) that the finding that "raising the price
of labor increases the demand for it ... [i]n the dry field of labor economics ... was akin to
declaring that Columbus was wrong and the world was flat after all.” Berman is wrong on his
history of economic thought and apparently ignorant of some of the subtleties of economic
theory. It is insistence that raising the minimum wage must reduce employment that corresponds
to the flat-earth view. Over half a century ago, the three-dimensional complication that argues
the contrary was pointed out. It runs like this.

As economists and business men all know, in making a decision, it is the marginal or
incremental costs and benefits that count. Now imagine a small firm paying $4 an hour to 10
employees. It has enough business to warrant hiring an additional employee if one could be
found. It indeed has a help-wanted sign in the window offering $4 an hour but it has no takers.
Why not then offer the $S an hour that would turn up a new job-seeker?

The difficulty quickly becomes obvious. The added profit to the firm from having one
more worker might well be $10, much more than the 35 the worker would be paid. But the firm
cannot pay a new worker $5 without raising the wage of its existing workers to $5. The cost of
this would be 10 times $1 or $10. Added to the $5 for the additional worker we find the total
marginal or incremental cost is $15, far more than the $10 of added return from having an
additional worker. The firm hence does not raise the wage and makes do with 10 workers.

Now suppose we introduce a minimum wage of $5 an hour or raise a minimum wage
from $4 to $5. The firm is forced by law to pay all of existing workers that $5. Hiring an
additional worker under these circumstances no longer means raising wages on the existing
workers. It will hence cost only an additional $5. This is less than the $10 of additional return
and the firm goes ahead and hires that additional worker. Thus, raising the minimum wage
increases employment.
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Of course, if there were additional workers available at that old $4 per hour the higher
minimum wage would raise incremental costs so that employment could go down. It could even
force some firms out of business. That is why the ultimate result, whether raising the minimum
wage increases or reduces employment, or leaves it about the same, is an empirical question.

But there is nothing theoretically implausible about a minimum wage or a higher
minimum wage--the current minimum is so low at $4.25 as hardly to matter-—increasing
employment. Knowledgeable economists were therefore not surprised by the results of the
careful studies by Princeton economists David Card, about to be awarded the American
Economic Association Clark medal to the outstanding economist under the age of 40, and Alan
Krueger, currently Chief Economist in the Department of Labor. Mr. Berman may find fault
with these studies. But their results are in fact consistent with the round-earth theory, that it
is not merely price and profits but that third dimension of incremental costs and benefits that
matter.

Robert Eisner is a past president of the American Economic Association and author of “7The
Misunderstood Economy: What Counts and How to Count I1."
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DEPARTMENT OF THE TREASURY
WASHINGTON, D.C.

SECRETARY OF THE TREASURY

February 21, 1995

The Honorable Connie Mack
Chairman, Joint Economic Committee
United sStateg Senate

Washington, D.C. 20510

Dear Mr. Chairman:

I want to express my strong support for the President's proposal
to raise the minimum wage.

The President's proposal to increase the minimum wage by ninety
cents an hour helps offset the inflation-induced deterioration in
the real value of the minimum wage. It would restore the minimum
wage to the real value that it had in 1983. Fully half of the
increase would do nothing more than reverse the inflation-induced
deterioration in the real value of the minimum wage since its
last increase in 1991.

Same are concerned that an increase in the minimum wage could
increase unemployment. But there is little statistical evidence
that moderate increases in the minimum wage have any noticeable
effect on unemployment. And, as Robert Solow has said, Ythe fact
that the evidence is weak suggests that the impact (of raising
the minimum wage) on jobs is small."

In fact, T believe that the President's proposal could well have
a positive effect on employment. One of the President's major
goals is to "make work pay"--to strengthen the attachment of all
Americans to the labor force and to the work ethic by boosting
the relative rewards of work. Raising the minimum wage would
increase the wages of between eleven and fourteen million
workers. ' :

It is worth remembering that one of the reasons for setting a
minimum wage in the first place was that working people at the
bottom of the economic ladder could not bargain effectively, and,
as a result, labor markets did not function effectively for then,
and thus a minimum wage was necessary.

@oui
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In addition, raising the minimum wage is an effective way to
offset some of the worrisome increase in income inequality that
threatens to make America less of a middle-class society. More
than three out of five of those who would be aided are adults.
More than one~third of minimum-wage workers are sole breadwinners
for their families. The average minimum-wage worker brings home
more than half of family earnings.

In sum, I believe that our proposed increase is strongly in the
public interest.

Sincerely,

b T €. (Lot

Robert E. Rubin

igluus
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INCREASING THE MINIMUM WAGE: LEGAL ISSUES FEB 1 1995

A bill to increase the statutory minimum wage (MW) may
engender a variety of proposals to amend the Fair Labor Standards
Act (FLSA) to deal with various concerns, particularly of
affected employers. An amendment increasing the MW may also fall
within the scope of the recently passed, but not yet enacted,
Unfunded Mandates Reform Act. This memorandum will spec1f1ca11y
address provisions related to the MW which may arise, as well as
some of the additional issues which others may wish to address if
the FLSA is amended.

hase- o Ric

When the MW was last increased in 1989, a phase-in period of
seven years was provided for Puerto-Rico. The phase-in was
differentiated, or "tiered," on the basis of average wages for
various industries, including the public sector, with the final
phase-in for the latter to take effect by April 1, 1996.
Presumably questions will arise as to whether an addltlonal
phase in period should be provided. Even if Puerto Rico is not
given special treatment, the existing language on Puerto Rico
will need to be c1ar1f1ed because of ambiguities which would
arise. For example, it could be read to mean that the full 90-
cent increase must be paid immediately, or there may be an
argument that no increase at all would apply.

Tip Credit

The 1989 Amendments also provided for an increase (from 40%
to 50% of the MW over a two-year period) in the credit which
employers may apply against the MW for moneys received as tips.
There may be pressure for an additional - *= +ha tip
credit.

" Training Wage

The 1989 Amendments provided for :
wage" for limited periods for persons 1
including multiple safeguards to prote
displacement of other workers. This p
April 1, 1993 and was not reenacted.
Department revealed very limited use ¢
employers, the major stated reason bei
workers at that wage (85% of the statu
reasons given included the difficulty
training costs.

N e ianas

The Administration is preparing a report To cuiiy.-_
March 15) which will include a proposal on whether/how to apply
the MW to the Commonwealth of the Northern Marianas (CNMI).
Currently the OT provisions of the FLSA apply, but not the MW. A
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bill has been introduced which would apply the industry committee
system currently used in American Samoa to phase in increases to
the full mainland MW.

Other Issues

In addition to proposals to address the above issues related
to an increase in the MW, other changes in the statute may be
proposed, such as the following:

o Increase the threshold for coverage of "enterprises" from
$500,000. The threshold was increased from $250,000 ($362,000
for retail enterprises) in the 1989 amendments.

o Restore the exemption for small retail businesses, which
was repealed in 1989 -- perhaps inadvertently. Formerly,
employees of retail businesses below the dollar volume threshold
for covered "enterprises" were exempt from both MW and overtime
(OT). 1In the alternative, there may be pressure to eliminate
coverage for individual employees engaged in commerce where they
are employed by an enterprise which does not meet the threshold.

o Eliminate the "salary basis" requirement necessary to
qualify for the executive, administrative and professional
employee exemption from the FLSA. Such employees must be paid a
guaranteed salary which may not be reduced on an hourly basis for
employee absences. Hourly deductions are now allowed, by
regulation, for employees of public agencies only.

o Authorize flexible workweek and/or compensatory time
plans in lieu of statutory overtime in specified circumstances.
Presently, all overtime worked in any workweek must be fully
compensated at time-and-one-half rates and compensatory time is
not allowed outside of the government sector.

o Exclude non-discretionary (i.e., contractual or
bargained-for) bonuses from the rate on which overtime pay is
based. Presently, only discretionary bonuses may be excluded.

o Provide for expanded use of "volunteers," particularly in
the public sector. Presently, volunteer work (with nominal
compensation) is authorized in the publlc sector, but not in the
same occupation in which the worker is employed. In the private
sector, volunteer work is permitted only for eleemosynary
institutions, only for persons not regularly employed by such
institutions, and no compensation of any kind is permitted.

o Clarify application of the FLSA to Indian tribes. The
courts of appeals are split regarding whether statutes such as
the FLSA apply to Indian tribes where the statute is silent on
Indians but generally applies to all employers. DOL has taken
the position that the FLSA does apply to Indian tribes.

2
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The General Accounting Office has also strongly recommended
the following:

o Stop the running of the statute of limitations for FLSA
violations once a complaint is filed until the completion of an
investigation and a finding by Wage-Hour.

o Provide for the imposition of civil money penalties for
record-keeping violations, for which there are presently no
statutory penalties.

de ndates

The proposed minimum wage increase would apply to State,
local and tribal governments as well as the private sector.
Because the legislation does not provide funding to these
governments, it could constitute an unfunded Federal
intergovernmental mandate under the Unfunded Mandate Reform Act,
legislation pending before a conference committee. If the
pending unfunded mandates legislation has taken effect,' it
could apply to subsequent Congressional consideration of the
minimum wage measure. If the minimum wage measure is calculated
by CBO to cost State and local governments $50,000,000 or more
annually to implement, it would be subject to a range of
procedural hurdles, including a point of order. The effect of
subjecting such a legislative measure to a point of order is to
authorize any member of the Body before which the bill is pending
to force a vote on the specific provision creating the unfunded
mandate. To overcome or waive the point of order and to enact
the mandate requires an affirmative majority vote in specific
support of the mandate, that is, to waive the point of order.

' The House- and Senate-passed versions of this legislation

establish different effective dates for this legislation:

October 1, 1995 and January 1, 1996 (or 90 days after
appropriations are made available to the Congressional Budget
Office for implementation of the Act) respectively. If the
minimum wage measure receives Congressional consideration after
enactment of unfunded mandates legislation, but before the
effective date of that legislation, the minimum wage measure is
not subject to the unfunded mandates law. However, this outcome
may cause some members to seek a delay in consideration of the
minimum wage measure until the unfunded mandates requirements
took effect. (It should be noted that if Congressional action on
the minimum wage measure is completed before the effective date
of unfunded mandates legislation, but either or both of the two-
stage wage increases take effect after the effective date of the
unfunded mandates legislation, the latter would have no effect on
implementation of these stages.)
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February 10, 1995

NOTE FOR: GERI PALAST
ALAN KRUGER
KRIS BALDERSTON
SETH HARRIS
VINCE TRIVELLI

FROM: BOB SHAPIRO

SUBJECT: Minimum Wage - Transmittal - OMB Mark-up

Attached is the suggested revision of the transmittal
message. OMB advises that most of the changes were suggested by
Gene Sperling and George Stephanopoulos.

OMB is circulating this version to the relevant OMB and
White House policy offices, with a deadline of 4:00 pm today.

Alan: My counterpart in OMB has asked us to focus on the
next-to-last sentence in the fourth paragraph ("Numerous
empirical studies indicate that an increase in the minimum wage
of the magnitude proposed would not reduce employment levels").
They want us to verify that there are such studies and want to be
confortable that we would have a list ready if asked. If not,
OMB is looking to us for a suggested revision of this sentence.

Please let me know asap if you have any problems with this
revision.

Attachment
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TO TUE (ONGRESS % THE \)D\TCD STATES

United Statas
washington, D.C.

I am pluiod to enclose for the consideration of Congress a draft bill catitled the
*Working Wage Increase Act of 1995.7

This draft bill would amend the Fait Labor Standards Act to increase the minimum
wage from the current rate of $4.25 an hour in two 45 cent steps—~t0 $4.70 an hour on July
4, 1995 and to $5.15 an hour after July 3, 1996. The pattorn of increass proposed is identical
to that of the last incresse, which passod Congress with broad bipastisan majoritics and was
signed by President Bush in 1989. The first increment simply rostores the minimum wage to
fts valuc immediately afier that chamge.

If the Congress does not act now, the minimum wage will fall to jts lowest real lovel
in 40 years. That would dishonor one of tho groat promises of Ameriean lifc—that everyonc
who warks hard can cam u living wage. More than 11 million workers would benefit under
ibds proposal, and a full-time, year-round worker would get a $1,800 raise~-thc cquivalent
of 7 months of groccrics for the aversge family.

We canpot truly reform the nation's welfaze system until we make work pay, and this
legislation would help achieve that yesult. It would offer a rase to families that are working
hard but suuggling w nake endﬁ(rieet. Most individuals caming the minimum wage are
adults, the average m-hia@m—wé.c%orkcr brought home eqm=half of his or her family's
camnirgs. Numerous cmpirical studics indicate that an increase in the minimum wage of the
itude proposed would not reduce cmployment levels. The logislation would ensure that
hose who work hard and play by the niles can live with the dignity they have earned.

T look forward to prompt and constructive Congressional consideration and passage of
this lcgisiation.

A VA : ¢ §
7/“% \ml /\WM % moeniy] Teve v
William 1. Clinron <(ALL CAPS)

Ry WA E HousSE
\;e\:ruar&_l \G4%
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BHouse of Representatives
Washington, DE 20315-6302

February 23, 1995

The Honorable Robert B. Reich
Secretary of Labor

'U.S. Department of Labor

Washington, DC 20210

Dear Mr. Secretary,

Thank you very much for your kind offer to debate yet another Democrat proposal to
increase the minimum wage.

I realize how important this issue is to your efforts to shore up the demoralized
Democrat base, but at the moment I am fully engaged in efforts to keep the promises
contained in the Contract with America. When that work is done, I would be pleased to
discuss with you other issues we may consider in the House, including changes in the
minimum wage law.

In the meantime, I trust that my position is quite clear: There is no economic theory
under which you can raise the price of something without getting less of it. I am convinced
that an increase in the minimum wage would cost American jobs. The best way to help the
working poor is through other means--such as easing the tremendous burden of a bloated
government on the economy. '

Sincerely,

al
DICK ARMEY
Member of Congress

PAINTED TN 3C 1. 31 Fa26A
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MEMORANDUM FOR ROB RODRIGUEZ
FROM: PETE GALVIN

SUBJECT: Unfunded Mandates and the Minimum'Wage

I have divided this question into two parts. This paper
addresses the question of whether a minimum wage increase would
be regarded as an unfunded mandate and, if so, what we need to do
to deal with that. An attachment explains how S.1, the pending
legislation on unfunded mandates, would impact the legislative
process for a minimum wage increase -- in the context of a more
general discussion of how S.1 would impact existing DOL programs
and regulations and new legislative and regulatory initiatives.

Is an increase an unfunded mandate and what do we do about that?

* The minimum wage requirements on state and local
governments are regarded by many of them as an unfunded
mandate, notwithstanding the issue of equity with the
private sector.

* In addition to the cost of the benefits, particular
concern has been expressed about how Wage and Hour
implements overtime obligations, even though the rules
for the public sector are more relaxed than those for
the private sector: e.g. the matter Steny Hoyer raised
with the Secretary about requiring that some
firefighters who used to perform certain services as
volunteers be paid for that work. The mayors have
complained that DOL is ignoring the requirements of
Executive Order to consult with them about rules and
regulations that impact them.

* If we propose a minimum wage increase that applies to
state and local governments, the Administration may well be
attacked for "not getting the message" about unfunded
mandates, despite the President’s stated support for
legislation in this area. In addition, the manner in which
the Department applies the law in the public sector could
become a quick target -- because raising the minimum also
raises the overtime rate.

* At the time of the announcement of any increase, we need
to announce our rationale for such a new unfunded mandate.
I’d suggest 3 points, and that we keep it simple:

* While we recognize this imposes new costs on state
and local governments, their lower wage employees have
the same problems with current minimum wage as
everybody else.



* There is no reason why government at all levels
should not take upon itself the same obligation to its
employees as we require for the private sector: and the
Congress led the way on this Jjust (last) week by
applying minimum wage to its own employees for the
first time in history.

* This Administration has ordered all agencies (by
Executive Order) to work especially closely with state
and local officials as we implement mandates, and we
certainly intend to do that in the application of all
employment standards.

* Three alternative approaches won’t work:

* We should not confine the increase to the private
sector -- it would be regarded as cynical, not to
mention alienate key allies.

“ * We cannot offer to have the Federal government pay
the state’s wage costs: apart from the money, it would
set a horrible precedent.

* While we could join the SEIU and some democrats who
maintain that employment standards that apply to the
public and private sector alike are not unfunded
mandates —— but this is not likely to be enough to
overcome the fact that the minimum wage has been
identified as an unfunded mandates by the mayors and
governors. Moreover the White House endorsement of the -
unfunded mandates legislation did not press for such a
definition exclusion.

Hope this is helpful.



Administration position:

Attachment

S.1, Unfunded Mandates

Schedule : Introduced 1/4. Joint Budget/Govermment Affairs
hearing held 1/5. Markup in both committees is 1/9. Dole
anxious to move on the Senate floor next week; several members
have already indicated intention to offer amendments. Parallel
House bill introduced 1/4 scheduled for markup by Government
Operations committee on 1/10, with floor action tentatively the
week of 1/23, but action might await Senate outcome.

Support : Kempthorne reports 56 Senate co-sponsors already. John
Glenn (ranking Govt. Affairs) and James Exon (ranking Budget) are
co-sponsors. Mayors, governors, et al have endorsed. Chamber of
Commerce and other business groups have endorsed.

is very similar to last year’s legislation, and we endorse it to
that extent; but a lot of new language has been added in past
week, and other provisions remain under development, and we can’t
express an opinion until we review them.

DOL comments: DOL has been asked by OMB for any comments on the
new bill by cob Friday 1/6. As of noon, it does not appear we
will have any, because bill appears to be close to last year’s in
areas about which we might have concern.

ILegislative context: Several members at 1/5 hearing noted this is

only the opening salvo in realignment of responsibilities. In
particular, governors and mayors were clearly told that if we’re
going to do a better job of only mandating what we pay for, they
need to understand Congress will be taking steps to limit their
ability to draw at Federal trough for nonmandate items ($120
billion a year excluding Medicaid): they have problems raising
revenues for their basic needs, but so do Feds.

Effect on DOL existing laws: The legislation does not repeal

existing public or private sector mandates. It will apply should
any expiring program be reauthorized (it is not clear if the
rules would apply to continuing to fund expired laws without a
reauthorization). It would not appear that DOL programs
requiring reauthorization involve mandates.

More significantly, S.1 provides for a high profile commission to
review existing mandates and report back to the Congress in 9
months proposals to terminate, suspend, or otherwise alter such
mandates. While S.1 thus keeps the issue alive, it does not
provide a mechanism to facilitate Congressional action on the
report; Sen. Gramm has indicated interest in an amendment that
would add a base closing up or down vote on the entire package.

Testimony by Sally Katzen, 1/5. The bill



Effect on new DOL legislative initiatives: At 1/5 hearing, Sen.

Kempthorne deferred on a direct inquiry from Sen. Levin as to how
the legislation might apply to a proposal to increase the minimum
wage; the SEIU testified that there was no question that the
legislation would apply, and that is the DOL staff opinion as
well. Sen. Kempthorne did, however, state that the bill would
apply to a change in the FMIA.

* Unfunded mandates on state and local governments are not
barred by S.1; but unless funding is provided (and the
proposed new mandate legislation provides that the agency
will not enforce the mandate should full funding not be
provided in some future year), a point of order must first
be overcome by a vote on any public sector mandate with a
net cost of over $50 million. Unfunded mandates on the
private sector don’t have that hurdle.

* S.1 provides that it takes only a simple majority to
overcome the point of order, and thus move a bill that
impodes an unfunded Federal mandate on the public sector.
Sen. Gramm is going to propose that a supermajority vote be
required. Sen. Kempthorne has committed to supporting the
simple majority.

* A mandate on the private sector or on the public sector is
subject to a point of order if the committee report does not
contain a required CBO analysis of the impacts of the
mandate.

* The analysis must look at the potential competitive
disadvantage to the private sector should the Federal
government fund the compliance costs of the public
sector, since private businesses are in competition
with state and local governments for a growing number
of basic services.

* The analytical work may well involve the use of an
advisory committee under CBO direction. CBO
traditionally contacts the key executive branch agency
for its input, but also consults with foundations and
other groups that produce estimates. If CBO advises it
cannot perform a good analysis (e.g. it won’t know the
costs until an agency issues regulations) this is
considered an acceptable report and the legislation can
move forward. :

* The analysis apparently does not need to be provided
if CBO estimates the net costs (costs minus benefits)
to be less than $50 million for public sector mandates,
and less than $200 million (Senate: $100 million House)
for the private sector.

Effect on existing DOL requlations: Same as on existing

legislation.



Effect on DOL regulatory initiatives: . As with last year’s bill,

the Executive Order requirements for advance consultation with
state and local governments would be enacted into law. There
appear to be two changes here from last year’s bill.

* Last year the bill set a threshold of $100 million above
which an analysis of impact of a regulatory mandate on the
public sector is required. The threshold was to be measured
by looking only at the public sector part of mandates.
Under S.1, the private sector part of any regulatory
mandates in determining whether the threshold is met. This
does NOT require an analysis on purely private sector
mandates: it just affects the trigger for analysis on public
. sector mandates.

* As last year, the analysis in such cases must look at
costs and benefits of mandate on the public sector; but this
year it must also assess the effect of the private sector
part of such a combined mandate. The impacts to be assessed
include those on the national economy (including
productivity, economic growth, full employment, creation of
productive jobs, and international competitiveness of US
goods and services).

* SOL’s preliminary staff view (noon, 1/6) is that these
changes are just clarifications of last year’s bill and do
not significantly alter our obligations under the Executive
Order. :
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Debate Magazine
FOR raising the minimum wage

Robert B. Reich®

The current minimum wage -- $4.25 per hour -- is not a liveable wage. A
person who works 40 hours per week, 50 weeks per year at this wage earns only
$8500 for an entire year's work. If we truly want to make work pay, it's time to
raise the minimum wage.

President Clinton's proposal to increase the minimum wage 90 cents an hour
over two years is an important way to lift the lives of the eleven million Americans
who currently earn less than $5.15 an hour.

These are the invisible workers of America -- working harder than they've ever
worked before and barely making it. Hoping they or their kids stay healthy, because
they can't afford to see a doctor. Hoping the rent doesn't g0 up again, because they
can't afford another place to live. Hoping that interest rates don't rise again, because
they're already behind on their car payments and their credit card payments, and
they can't sink deeper into debt.

These Americans do work that's often hard on muscles and joints, the work
that few relish but that needs to be done -- janitors, maids, child-care workers,
cashiers, busboys, fast-food cooks, fork-lift operators, assemblers, gas-station
attendants. These are the people who vacuum the boardrooms, file the papers, sew
the clothing, and answer the phones. They aren't on welfare, although sometimes
they come dangerously close. They don't need a capital gains tax cut, because they
have no capital. They simply work hard -- very, very hard -- and play by the rules.

Yet still too many risk falling behind. Today, the real value of the minimum
wage is 27 percent lower than it was in 1979. Since its last increase four years ago,
the value of the minimum wage has fallen 45 cents per hour. If it's not boosted this
year, it will be worth less than at any time in 40 years.

Unfortunately, the discussion about the minimum wage has often been
muddied by mistruths. And many of them have been propagated by Congressional
opponents of a liveable wage. Perhaps that shouldn't be surprising. After all, every

* This essay is adapted from "The Exclusive Revolution," a speech U.S. Secretary of Labor
Robert B. Reich delivered on February 16, 1995.



member of Congress made more money in the first three weeks on January than a
minimum wage worker will earn in all of 1995. So the members of Congress who
don't want to give these workers a raise are attempting a strategy of myth over math.
If their welfare plan was "Boys' Town," their minimum wage policy is "Pulp Fiction."

Here's an oft-repeated fiction: They say that the only Americans working for
the minimum wage are teenagers. Here's the fact: 63 percent of minimum wage
workers are adults over the age of 20, according to the nonpartisan Bureau of Labor
Statistics. And three out of five minimum wage workers are women -- who are also
shouldering most of the responsibility for cooking the meals, cleaning the house, and
shuttling the kids to day care.

Fiction: minimum wage workers don't support families. Fact: the last time the
federal minimum wage was increased, the average minimum wage worker brought
home 51 percent of his or her family's weelly earnings.

Fiction: raising the minimum wage is a job-killer. Fact: more than a dozen
independent studies have shown that moderate minimum wage increases have
almost no effect on employment. -

Fiction: raising the minimum wage hurts minorities. Fact: African-Americans
and Hispanics are more heavily represented in the minimum wage workforce than
they are in the workforce at large. Raising the minimum wage will actually benefit
these Americans.

Fiction: this is a partisan issue. Fact: Last time the minimum wage was
increased -- by 90 cents, just as the President is now proposing -- a majority of
Republicans voted yes, including Newt Gingrich and Bob Dole. Not every
Republican is an enemy of the minimum wage. Several have told me they'll support
an increase. We supported a 90 cent increase five years ago, they explain, why not
today? Harry Truman once said that Republicans do believe in the minimum wage.
As minimum as possible. This is their chance to disprove a Democratic legend.

Making work pay by raising the minimum wage is only one part of the
President's agenda for working families. Another part is equipping low-wage workers
with the tools to make it on their own. He wants a new GI Bill for American
workers. He'll streamline the tangle of more than 70 job training programs, and put
resources for learning directly into the hands of the people who need it most. If you
lose your job, or have low wages, you get up to $2620 a year, up to two years to get
the skills you need for a better job.

Many Republicans, though, want to cut funds for education and job training
to fund their budget-busting tax cuts. And who wins under their plan? Almost half
of their proposed $725 billion dollar tax cut will go to families earning more than
$100,000 per year. I'm not describing all Republicans, of course. A lot of sensible



Republicans aren't buying this deal. And corporate America shouldn't buy it either.
In my travels around the country, I've seen that the very best companies treat their
workers as assets to be developed rather than costs to be cut. They pay their
workers a liveable wage, give them a share in the firm's prosperity, train them for
better jobs in the company, arrange work hours so they can have a family life, and
protect their safety and their health.

President Clinton and his administration are standing up for ordinary
workers. We're fighting for the people who serve the food, watch the kids, empty
the bedpans, haul the trash, pick the crops, and sweep the halls. These women and
men ought to be honored and rewarded for doing the work that keeps America
going. And what better tribute than making work pay? It's time to raise the
minimum wage.

##H#
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The Myth and Math of the Minimum Wage
Robert B. Reich

The current minimum wage -- $4.25 per hour -- is not a liveable wage. A person who works
40 hours per week, 50 weeks per year at this wage earns only $8500 for an entire year's work. If
we truly want to make work pay, it's time to raise the minimum wage.

President Clinton's proposal to increase the minimum wage 90 cents an hour over two years
is an important way to lift the lives of the (INSERT NUMBER) people in (INSERT STATE) who
currently earn between $4.25 and $5.14 an hour.

These are the invisible workers of America, working harder than they've ever worked before
and barely making it. These Americans -- janitors, maids, child-care workers, cashiers, busboys,
fast-food cooks, assemblers, gas-station attendants -- do work that's often hard on muscles and
joints, the work that few relish but that needs to be done. These are the people who vacuum the
boardrooms, file the papers, sew the clothing, and answer the phones. They don't need a capital

‘ains tax cut, because they have no capital. They simply worl< hard -- very, very hard -- and play
>y the rules.

Yet still too many risk falling behind. Today, the real value of the minimum wage is almost
one-third lower than it was in 1979. Since its last increase four years ago, the value of the
minimum wage has fallen 45 cents per hour. Ifit's not boosted this year, it will be worth less than
at any time in 40 years.

How can we expect to get people off of welfare and into worlk if work doesn't pay a liveable
wage?

Unfortunately, the discussion about the minimum wage has often been muddied by
mistruths -- arguments that are more myth than math.

Here's one oft-repeated fiction: The only Americans working for the minimum wage are
teenagers. Here's the fact: 63 percent of minimum wage workers are adults over the age of 20,
according to the nonpartisan Bureau of Labor Statistics. And three out of five minimum wage
workers are women -- who are also shouldering most of the responsibility for cooking the meals,
cleaning the house, and shuttling the kids to day care.

Fiction: Minimum wage workers don't support families. Fact: The last time the federal
minimum wage was increased, the average minimum wage worker brought home 51 percent of his
or her family's weekly earnings.
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Fiction: Raising the minimum wage is a job-killer. Fact: More than a dozen academic
research studies have shown that moderate minimum wage increases have almost no effect on
employment.

Fiction: Raising the minimum wage hurts minorities. Fact: African-Americans and Hispanics
are more heavily represented in the minimum wage workforce than they are in the workforce at
large. Raising the minimum wage will actually benefit these Americans.

Fiction: This is a partisan issue. Fact: Last time the minimum wage was increased -- by 90
cents, just as the President is now proposing -- a majority of Republicans voted yes, including
now-Speaker of the House Newt Gingrich and now-Senate Majority Leader Bob Dole. Harry
Truman once said that Republicans do believe in the minimum wage -- as minimum as possible!
Here's another chance for them to disprove a Democratic legend.

Making work pay by raising the minimum wage is only one part of the President’s agenda
for working families. Another part is equipping low-wage workers with the tools to make it on
their own. He wants a new GI Bill for American workers. He'll streamline the tangle of more than
70 job training programs, and put resources for learning directly into the hands of the people who
need it most. If you lose your job, or have low wages, you get up to $2620 a year, up to two years
to get the skills you need for a better job.

We're standing up for ordinary workers. We're fighting for the people who serve the food,
.'vatch the kids, empty the bedpans, haul the trash, pick the crops, and sweep the halls. These
women and men ought to be honored and rewarded for doing the work that keeps America going.
And what better tribute than making work pay? It's time to raise the minimum wage.

#H#H#



Percent and Number of Workers Affected by the President's

‘ Proposal to Increase the Minimum Wage, By State
Percent from Number from
$4.25 to $5.14 $4.25 to $5.14
(in thousands)
Alabama 18.2% 296.3
Alaska 3.5% 7.6
Arizona 11.6% 164.1
Arkansas 18.2% 167.9
California 11.0% 1310.0
Colorado 11.5% 169.0
Connecticut _ 5.4% 79.1
Delaware 7.0% 22.9
District of Columbia 5.1% 115
Florida 12.8% 697.3
Georgia 13.3% 366.8
Hawaii 3.7% 18.0
Idaho 14.7% 61.6
Ilinois 10.9% 548.3
Indiana 13.1% 3234
Iowa 12.8% 165.0
Kansas 12.2% 132.4
Kentucky 17.8% 252.4
Louisiana 18.4% 2758
Maine 10.6% 53.5
Maryland 6.7% 150.9
Massachusetts 4.7% 122.3
ichigan 11.7% 4582
‘jinnesola 10.7% 217.1
Mississippi 21.6% 2127
Missouri 14.5% 3135
Montana 18.4% 55.7
Nebraska 14.2% 102.7
Nevada 10.7% 618
New Hampshire 7.6% 409
New Jersey 5.5% 180.7
New Mexico 15.8% 91.0
New York 8.0% 558.7
North Carolina 12.6% 374 4
North Dakota 19.3% 47.0
Ohio 11.8% 546.7
Oklahoma 16.2% 198.6
Oregon 8.9% 1103
Pennsylvania 10.4% ' 5216
Rhode Island 8.5% 35.7
South Carolina 16.0% 2393
South Dakota 17.3% 493
Tennessee 17.4% 358.5
Texas 16.0% 1164 4
Utah 14.5% 104.1
Vermont 6.8% 17.9
Virginia 9.3% 2653
Washington 7.5% 155.9
West Virginia 17.5% 109.9

Wisconsin 10.6% 240.1
‘ Wyoming 15.0% 285

30URCE: Economic Policy Institute analysis of 1993 Current Population Survey data.



Minimum Wage Studies Mentioned in Richard Berman's Washington Times
Op-E4

o Peter Brandon's study on the minimum wage and welfare duration.
This paper claims that raising the minimum wage makes it harder for
welfare recipients to make a transition to work. Brandon wrote the
paper as a fellow at the Poverty Institute at the University of
Wisconsin. The paper was funded by the Employment Policy
Institute. The paper has several flaws. The paper compares the
duration of welfare receipt in states that raised their minimum
wage and those that did not in the late 1980s. The paper also
estimates the probability of leaving AFDC for work. The paper does
not look at changes in welfare use before and after the increase in
the state's minimum wages. Instead, it just compares the average
durations and transition rates. There are many reasons why the
average duration and transition rates may vary across states, which
Brandon does not control for. Most importantly, states that raised
their minimum wages have much higher (about 50% higher )AFDC
benefits than those that did not raise their benefits. A careful
study would look before and after the increase in the state minimum
wages at the change in the duration of welfare receipt, or at the
change in the probability of exiting welfare. Another critique of
Brandon is that David Card and Alan Krueger find that a rise in the
minimum wage is associated with a reduction in the poverty rate
with state-level data. Brandon is tentatively scheduled to testify
at the JEC hearing on the minimum wage next week.

o Lowell Taylor and Tael Kim. Taylor is an assistant professor at
Carnegie Mellon, and Kim is a graduate student there. Taylor and
Kim reexamine the effect of the minimum wage on employment in
california, following up on David Card's earlier work on this
issue. They were also funded by the Employment Policy Institute.
Their paper claims to contradict Card's findings. Card compared
California to a set of control states before and after California
raised its state minimum wage to $4.25 in 1988. Card found
California's employment of teenagers and retail trade workers was
in line with that of the other states. Taylor and Kim don't
dispute this finding, but they argue California would have done
much better than the other states if it weren't for the minimum
wage hike. Their work looks at the pattern of employment growth in
California across industries and counties (e.g., did the low wage
industries grow more?). Their work can be criticized in a few
ways. First, card finds different results =-- Card's paper was
published in a refereed journal (Industrial and Labor Relations
Review), and he received no outside funding for his work. 8econd,
Taylor and Kim's data set lacks information on wage rates. As a
result, they use a proxy for wages (total payroll in the industry
or county divided by total number of employees). Their proxy for
wages introduces a statistical problem because any measurement
error in employment will automatically induce a positive
association between their derived wage and the change in
employment. Finally, in our book, Card and Krueger re-estimate
Taylor and Kim's cross-industry model using changes from 1988 to



1991 (they look from 1989 to 1991). Although this change in the
base year should not matter for their estimates, it does -- indeed,
looking over the 1988 to 1991 period we find that the base period
wage had no relationship with employment growth across industries
in california.

o Richard Burkhauser and Aldrich Finnegan. Burkhauser is a
professor at Syracuse University, and Finnegan is a professor at
vanderbilt. Their work was also sponsored by the Employment Policy
Institute. It purports to show that the minimum wage is mainly
received by middle class teenagers and spouses. The BLS and other
data you have on the characteristics of minimum wage workers should
help you to respond here -- e.g., nearly two-thirds of minimum wage
workers are adults, the average worker earning $4.25-5.14 brings
home about half of his or her family's weekly earnings, 47 percent
of those who earn between $4.25 and $5.15 live in families that are
in the bottom quintile of earnings for working families, etc.
Another thing to point out if pressed on the targeting of the
minimum wage is that the minimum wage is perfectly targeted to low-
wage workers. It is imperfectly targeted to low-income families
(for example, many low-income families don't work at all), but
m1n1mum-wage'workers are disproportionately in low-income families.
Larry Mishel is doing further work on the distributional effects of
the minimum that should be available early next week.

o Kevin Lang. Lang is a professor of economics at Boston
University. His paper was also sponsored by the Employment Policy
Institute. The paper relates the growth in food service employment
between 1988 and 1991 across states to the initial average level of
wages in the states. The logic is that the 1990-91 increases in
the minimum wage should have a larger impact on wages and
employment in the lower wage states. This is one of the more
curious papers that the EPI has funded because it concludes, "In
light of the literature discussed in the introduction and the
results presented above, this author can find little effect on
employment levels from changes in the minimum." However, Lang
stresses that the composition of employment may change even if the
level does not. For example, companies may hire more skilled
workers when the minimum goes up. Lang looks at the composition of
restaurant workers: the fraction adults, students, high school
grads., gender, full-time status, and marital status. Lang
concludes that the rise in the minimum wage caused restaurants to
substitute teenagers (who he argues are higher skilled) for adults.
He doesn't find significant evidence of a composition change along
any of the other characteristics. The EPI has interpreted Lang's
paper as evidence that raising the minimum wage will make it harder
for workers to move from welfare from work. (This is emerg1ng as
one of their themes.) The EPI's spin is clearly a stretch given
Lang's evidence. It is worth noting that Lang's paper does not
mention the word welfare once! Moreover, Lang's finding that
employment of young workers rises when the minimum wage rises is at
odds with the position the EPI takes.

o Don Deere, Kevin Murphy, and Finis Welch. This paper was not



mentioned in Berman's article, but it has gotten some attention
lately. The paper claims that the rise in the federal minimum had
a negative effect on employment for teenagers and high school
dropouts. Although the analysis looks sophisticated, it basically
compares employment before and after the federal minimum increased.
The main problem with the paper is that the rise in the minimum
wage coincided with the 1991 recession. Employment of low-paid
workers is always highly responsive to the business cycle. The
paper makes only a superficial attempt to adjust for the business
cycle. Moreover, the paper finds that 1low-skilled workers
employment did not rise in the late 1980s, despite the fall in the
real value of the minimum wage. Card's work across states
contradicts this paper -- the states that had highest wages and
were least affected by the rise in the minimum wage had the
greatest decline in employment for teenagers and drop outs.
Finally, the adverse employment effects the paper finds are small -
- the estimatesimply that about 99% of minimum wage workers would
retain their jobs and get a raise when the minimum goes up, while
1% would suffer some job loss. Their paper does not report who
funded this research.



Reply to Criticisms on New Jersey/Pennsylvania Minimum Wage sStudy

summary of NJ/PA S8tudy: In a widely cited study, Professors David
card and Alan Krueger of Princeton Unlver51ty examine the impact
of the 1992 increase in New Jersey's minimum wage (to $5.05 per
hour) on employment in the fast food industry. They perform two
types of comparlsons. First, they compare the change in
employment in New Jersey fast food restaurants to that in eastern
Pennsylvania (along the NJ border). Second, they look within New
Jersey, comparing restaurants that 1n1t1a11y paid $4.25 per hour
to those that paid $5.00 per hour or more. Both comparisons
indicate that employment did not decline at stores that were
compelled to raise their wages in response to the minimum wage
increase compared to those that were unaffected by the increase.
After profe551onal review by independent economists, this paper
was published in the American Economic Review, September 1994.

The Wall Street Journal reported on January 31, 1995 that a group
of lobbyists opposed to a minimum wage increase was organizing to
"poke holes" in this academic study.

Criticisms and Responses:

o Teenage employment in NJ fell by 22 percent between 1989 and
1993, and only by 9.6 percent in PA over the same time period.

-- Selected years were chosen for the comparison. The recession
of 1990-91 was much worse in NJ than in PA. Teenage employment
is always extremely responsive to the business cycle.

-- Most of the employment change noted above occurred prior to
the increase in NJ's minimum wage.

-- The NJ minimum wage increased in April 1992. If one looks at
employment growth between April and December of 1991 and the same
months of 1992, one finds that the employment -to-population ratio
of teenagers fell by 5.6% in PA, 8.9% in NY, and just 1.8% in NJ.

o The NJ/PA study did not wait long enough for employment effects
to occur.

—-— The NJ/PA study measured employment growth 8 to 9 months after
the increase in New Jersey's minimum wage. The fast food
industry has extremely high turnover, and most p051t1ons can be
eliminated quickly. Moreover, other studies of the minimum wage
have used monthly or quarterly data, so the NJ/PA study allows
more time for employers to react than much of the literature.

-- A Princeton student, hoping to overturn the study's results,
re-interviewed the same restaurants in the fall of 1994 -- 2.5
years after the minimum wage increased. The results continue to
show no adverse effect of the minimum wage on employment.



‘ o The fast food industry is an isolated industry.

-- The fast food industry is a major employer of minimum-wage
workers.

-- About one-quarter of all minimum-wage workers are employed by
a restaurant.

-- BLS data indicate that for all food and drinking places,
between April 1992 and December 1994, employment grew by 8.2% in
NJ, 5.8% in NY, and 4.5% in PA. Total employment grew by 3.8% in
NJ, 1.0% in NY, and 2.7% in PA.

o All serious economists agree that raising the minimum wage
hurts employment. Krueger is now Chief Economist at the
Department of Labor, so he is not very objective.

-- Many serious economists, including Nobel Prize winner Robert
Solow of MIT, believe that the evidence of job loss is weak for
moderate increases in the minimum wage.

-- Over a dozen economics articles have found that a minimum wage
increase has an insignificant effect on employment.

‘ -- Tim Ferguson noted in an op-ed in the Wall Street Journal that
some of Professor Krueger's research on other topics "has aided
conservative arguments." (WSJ, Jan. 24, 1995)

-- Gary Burtless of the Brookings Institute is quoted as saying
he finds the Card/Krueger research "convincing." (Christian
Science Monitor, Feb. 10, 1995)

-- The NJ/PA paper was written long before Professor Krueger took
a one-year leave from Princeton to serve as the Department of

Labor's Chief Economist. The paper was published in the American
Economic_Review, which is the most prestigious economics journal.

-— William Fisher, Executive Vice President of the National
Restaurant Association, wrote Professors Card and Krueger in
September 1993: "Let me begin by commending you for your approach
to the research. I believe this type of analysis is beneficial
in achieving an understanding of the effects of government
mandate wage increases and related policies which affect the cost
of labor."

-- Professor Ronald G. Ehrenberg of Cornell called Card and
Krueger's work "extraordinarily important," and said "it will
cause economists to question seriously the models they use and
‘ how they do empirical research."



o Employers would pay more on their own without a minimum wage
hike if paying more leads turnover to decline, productivity to
increase, and helps recruitment.

-- Many employers can afford to pay a moderately higher minimum
wage because some of the costs of paying a higher wage are offset
by improvements in productivity, a reduction in turnover, and an
increase in job applicants. Nevertheless, minimum-wage employers
may not find it in their own interests in terms of narrowly
defined profits to pay a higher wage without a minimum wage
increase.

-~ At a high-enough level, Card and Krueger expect that a minimum
wage increase would reduce employment, as predicted by the
textbook economic model. NJ's minimum wage increase of 80 cents
did not appear to reach that level.



. Past increases in the minimum wage are not associated with higher black unemployment. As
the following table makes clear, in today's dollars, the average value of the minimum wage in
the 1960s and 1970s was greater than in the 1980s and today. Indeed, the real average value fell
over 75 cents from the 1970s to the 1980s alone. Yet black male teenage unemployment was
lower in the 1970s than in the 1980s.

Real Value Black White Male
of the Male Teenage
Minimum Unemployment Unemployment
Wage Rate Rate

1970s Average $5.74 34 .8%* 14.7%

1980s Average $4.93 39.8% 16.9%

1990s Average $4.54 37.7% 16.8%

1994 $4.25 37.6% 16.3%

* = Data on the black male teenage unemployment rate are not available from prior to 1972. The
1970s average, thus, represents the average from 1972 to 1979.

SOURCE: Real value of minimum wage from Center on Budget and Policy Priorities and
unemployment rates from Bureau of Labor Statistics.



o As the following table makes clear, in today's dollars, the
average value of the minimum wage was over $5.50 in the 1960s and
1970s -- over 33 percent higher than it is today. VYet teenage
unemployment was lower in the 1960s and 1970s than in the 1980s
and today. Time series data do not support claims that the
teenage unemployment rate is related to the level of the minimum
wage.

Real Value Average
of the Teenage Unemployment
Minimum Wage Rate

1960s average . $5.65 14.4%

1970s average $5.74 ' 16.8%

1980s average $4.93 18.6%

1994 $4.25 17.7%

Source: Real value of minimum wage from Center on Budget and
Policy Priorities and teenage unemployment rate from Bureau of
Labor Statistics.



