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"THE MINIMUM WAGE FOR FAMILIES ACT"

B4,24/96

LEGISLATIVE DESCRIPTION AND SUMMARY

This proposal will fundamentally redesign the EITC, and rename it
the "Working Families Support Credit*.

RATIONALR

It has become difficult in recent years to support z family on a
minimum-wage salary. There is agreement among both Republicans

and Democrats that we need to provide assistance to the "working
poor", but there is significant disagreement on the best way to

accomplish this goal.

The administration has proposed an increase in the minimum wage
as the solution to this problem. While such an incr:ase would
provide some relief toc the working poor, it would alsc have much
more far reaching effects, including placing large e:onomic
constraints on the private sector, a loss of entry-1:vel
positions, and an inflationary ripple effect on wages. A minimum
wage increase would also affect thoge persons who ar juably are
not in need of this assistance, such as teenagers wo 'king during
their summer vacation.

Our proposal would accomplish the goal of providing .issistance to
those who are truly in need -- working families -- wiile at the
same time avoiding the additional problems associate!l with a
minimum wage increase.

BA ROUND

The Earned Income Tax Credit (EITC), which was creat¢d in 1974,
provides a refundable tax credit to lower-income wor) ing families
with children and currently to some adult childless sorkers. The

EITC has expanded greatly since its creation as a result of both
Congreeeional and Presidential initiatives, includin¢ efforts by
the Reagan, Bush and Clinton administrations.
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Under current law, there are an estimated 18.2 million tax units
eligible for EITC. 12.7 million of these tax units are families
with children, of whom roughly 5.3 million have one child and 7.4
million have two or more children. The remaining 5.5 million
eligible tax units are childless workers ages 25 through 64.

BROPOSAL

This EITC reform proposal, which builds upon the reforms in the
Republican Balanced Budget Act of 1935, will redesign and reform
the current EITC program in an effort to return the program to
its original purpose of serving low-income working families. The
proposal will address the following:

* Convert large annual "lump sum" EITC payments into
equal monthly payments so as to more practically
supplement family income

* Deny credit to undocumented workers
* Eliminate credit for childless adults
* Increase the support credit for parents

* Rename Earned Income Tax Credit the "Working Faimilies
Support Credit*

With the savings generated from these reforms, we wi.l
significantly increase the amount of credit recipien':s of the
Working Families Support Credit would receive.

If you believe that those people who are in need of ‘1age
assistance are America’s working families, as opposeil to
teenagers employer during their Summer vacation, pleiise join us
in support of The Minimum Wage Increase for Families Act,

If you would like to cosponsor this legislation or i’ You have
additional questions, Please contact chuck Seyfarch r1ith
Representative Hutchinson at 5-4301.
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Robert J. Samuelson

Minimum Wage: Stale Symbolism

The debate over the minimum wage is an
exercise in stale symbolism, The proposed in-
crease—from the $4.25 an bour to $5.15—
would nat do mach tn haln ha mane fo —i-t.
even hurt them. As such, the minimum wage is
less about socia! policy than politics. Roughly
three-quarters of Americans think raising it is
the decent thing 10 do. So opponents are easily
stigmatized as cruel. In an election year, this is a
sunple way for Democrats (who generally favor
it) to embasrass Republicans (who don't).

If you daubt that, ponder some facta gathered
by New York Times reporter David Rosenbaum.
With computers, Rosenbaum had the official
presidential papers—including presideotial
speeches, statemeats and press conferences—
searched to find the mumber of times Clintoo
advocaled a higher minimum wage in 1993 and
1994, when Democrals conuolled Congress.
The answer: zero, In 1995 and 1996, with
Republicans controlling Congress, Clinton
plugged a higher minimum 47 times (through
March 11).

Public sympathy for a higher minimum rests
on two fajse beliefs. The first is that there's »
permanent gvoup of workers always stuck at the
minisnum. [t follows, then, that i the minimum
isn't rajsed, their buying power oconstantly
erodes (o inflation. By this theory, we should find
some fmed, irreducible share of warkers (say, 5
percent) at the minimum.

Well, we don't. Even at the bottom of the
wage scale, inflation and competition for workers
gradually naise pay rates. Between 1981 and
carly 1990, the minimumn wage ¢emained at
$3.35. What happened? in 1981 there were 7.8
million workers at the mmimum, or nearly 8
percent of 100 million workers. By 1989, only
3.2 million workers received the minimum, about
3 percent of the 117 million workers. Uf the
minimum had stayed at $3.35, almost o one
would receive it now. In 1995 3.7 million work-
ers were at the $4.25 minimum, 3 percent of the
125 million workers.

The secand myth is that many minimum-wage
workers are family heads. [n one press release,
the Labor Department says that 40 percent of
minimum-wage workers “are the sole bread win-

ners of their family,” The implication is that their
low wages constitule an inportant sourve of
poverty and bardship for children. Not so.

Ty suswsy N3 BUAICHENt, the Laber Depart-
ment counts single people living by themselves
a9 family heads—a definition that, though defen-
sible, defies common sense. In 1995 cnly 28
percent of minimum-wage workers were mar-
ried. Many were not in poverty, because the
(amily had two earners. Oihera didn't have chi»
dren, Obviously, some single parents carned the
minimum wage. One study puts their number at
about 3 percent of minimum-wage workers.

One famuiliar argument for a higher minimum
is that a full-time worker at the minimum should
have enough income to escape poverty. For
singles, this is no problem. Somecae working 40
hours a week at $4.25 an hour eams $8,840 a

_year, which is above the paverty line of $7,900

for singles. But the Labor Department complains
that a full-time worker with three dependents
can’t reach the poverty line of $15,600.

This may be, but the Labor Department's
example is hardly typical. Consider:

w» Changes in the minimum don’t affect most
poor adults, because about 60 percent don't have
jobs, and only about 10 percent have year-round,
a Amoug minimwn-wage workers in 1995, about
three-quarters didn’t work 40 hours a weed.
Most (55 percent) were part-timers, working
fess than 35 hours a week. (The share of
part-timers was identical among those earning
between $4.25 and $5.15 an hour.)

® Most minimum-wage workers aren’t poor. In
1990, just before the last increase, about three-
quarters came (rom families with incomes above
the poverty hine, estimates economist Richard
Burkhauser of Syracuse University. About two-
thirds had incomes at least 50 percent higher
than the poverty line.

Most minimum-wage work consists of pan-
time, non-career jobs in fast food, retailing or
even telemarkeling. These jobs are filled heavily
by young, single, often middle-class workers. In
1995 two-thirds of them were under 30; only 20
percent were over 40. Even the benefits of a

higher. minimum for the poor are exaggerated,
Take the Labor Department's family of four.

With food atamne and ¢ha Toe -2 1.

Credit, this family’s income ($14,766) is now
only S5 percent below the poverty line. The
higher minimum wage would, after changes in
food stamps and the EITC, raise the family's
income 2 percent above the poverty line—as-
suming the worker still had a job.

There’s the catch, Higher wages, il artificially
induced, may price some unskilled workers out
of the market. True, some economic research
questions whether modest increases in the mini-
mum cause job loss. Bul this research has been
harshly criticized, and most economists believe
that every 10 percent rise in the minimum could
erase between one percemt and 2 percent of
effected jobs. By this math, a $5.15 minimum
might jeopardize between 100,000 and 200,000
jobs among younger workers, estimates econo-
mist David Neumark of Michigan State Univer-
sily.

All exact estimates are suspect. Economists
can't predict the precise eflects of small changes
in government policies. Because wages are rising
anyway, 3 legislated increase may mainly affect
the timing of future changes, At most, the poot
might benefit slightly; at worst, they might
suffer slightly. The real deception is that some-
thing important is being dofe when al) that is
oocurting is 3 game of political one-upsmanship,

The danger is that people will believe the
deception. They will think that government can
nise incomes by fiat, whea most people advance
through their own elforts and shills. If people
accept the illusion, they will want bigger (and
more damaging) increases in the minimum. Even
economists who support the present proposal
agree that increases to, say, $6 or $7 would cost
jobs for the low-skilled. Because a low-paying job
is often the best way to a high-paying job, that
would be a huge step backward.

No matter. Our leaders are more comfortable
with replaying ancient (and irrelevant) debates
than facing presemt problems. These rituals are
more than dishonest. They are a sign of political
decadence.
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Supporting the Efforts of Low Wage Working Americans

Raising the Minimum Wage Is Not the Anrwer
March 1996

It is an election year, and the parties are once again arguing over the minimum wage.
Democrats are right that government has a critical role to play in hel ping people work their
way out of poverty, in ralsing living standards, and in reducing trv quality. Increasing the
minimum wage, however, is the wrong strategy to promote these zoals.

In 1989, the Progressive Policy Institute (PP) demonstrated tha raising the minimum
wage could be counterproductive, raising prices for poor people while helping mainly
middJe class families. Instead, PPI and the Democratic Leadership Council (DLC) argued
thaqCongress should reform the Earned Income Tax Credit (EITC, to ensure that people
whg work full-time, year-round would be able to support their fam lies above the poverty
line{ In 1990, and again in 1993, Congress expanded the EITC along the lines proposed by
PP, and Congress should reject calls to retreat from this commitm nt.

At the same time, there are ways to expand opportunities for low wage workers o
work thelr way up the income scale. The key is to cut the deficit while investing in broader
prosperity. Congress should repeal up to $75 billion a year in '\ nproductive industry
spendirg and tax subsidies; the lion's share of these resources st ould be channeled to
defidit reduction. The remainder could be dedicated to public investr wents to expand access
to higher education, through the National Service program ani the school-to-work
Initiadve, and to skills enhancement through vouchers for retrainin g. '

These approaches offer sound, market-based assistance for lov' income workers. By
contrast, raising the minimum wage would be, at best, a blunt inst ument.

® The vast majority of minimum wage workers are in families that (!0 not need public wage
supports because their incomes are well above the poverty level. Vost minimum wage
workers are not the sole support of low income families, but secondary workers in
moderate or middle income families, or primary workers in families with other
significant sources of income. Seventy percent of minimum wage workers are in
families well above the poverty level, and nearly 40 percen are in families with
incomes in the top half of the income distribution.

» More than 75 percent of all poor Americans are ineligible for the minimum wage, and so
would not benefit from an increase. They don't qualify because tt ey (1) don't work (the
elderly poor as well as the welfare poor), (2) earn more than  n increased minimum
wage (but work only part-time or part of the year), (3) work for themselves, or (4)

Juedne 2 work in jobs not covered by the minimum wage law.
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> The costs of an increase in the minimum wage would be borne dit proportionately by lower
income families. In the short run, a higher minimum wage 12ises costs and prices,
transferring resources from consumers to minimum wage w.irkers. There are some
workers in low income families who would benefit sign ficantly, but the vast
majority of poor families would have to pay higher prices. T1 erefore, increasing the
minimum wage would produce a regressive transfer, makii g most poor people a
little worse off in order to jmprove the lives, at least for a im, of a group of people
which is predominately non-poor. o

» A higher minimum wage does not protect jobs. Some have irgued that a higher
minimum wage could protect jobs, because the higher wage would give firms an
incentive to figure out how to use their minimum wage work :rs more productively.

In effect, these analysts argue that higher wages yield hightr productivity, rather
than the reverse. There is no reliable empirical evidence to s ipport this view.

> In the end, raising the minimum wage would be self-defeating. Firn s initially respond to
an increase in the minimum wage in the same way they respind to any increase in
fixed costs affecting all competing firms: They will incorporite the cost in higher
prices. This will tend to reduce jobs over a longer term, as higher prices reduce
demand for the industry's goods and services. Raising the mj1 imum wage will also
mean that no firms will hire additional workers whose vilue to the firm falls
between the old minimum wage and the new one. So in 17any cases, a hizher
minimum wage can reduce job creation for low skilled people.

support other ways of helping low income workers.[The EITC—long « upported by PPl and
expanded by President Clinton in 1993—is a much better way of tarj eting benefits to low
income working Americans. JFor more information on the EITC, see Work and Poverty: A
Progressive View of the Minimum Wage and the Earned Income Tax Credi (June 1989), and An
American Working Wage: Ending Poverty in Working Families (February 990), both by Robert
J. Shapiro. We also support the use of vouchers for job training t¢ replace the current
system of more than 150 federal training programs—and other changes to empower
workers—rather than burden business with additional rules and reg ilations.

For these reasons, the Democratic Leadership Cﬁ:cﬂ and Progre isive Policy Institute

The EITC program is not perfect, but many recent criticisms of it a e either exaggerated
or plainly incorrect. In their quest to attain a balanced budget, m any Republicans in
Congress have recently been very critical of the EITC program and targeted it for
significant reductions. This has occurred even though the program was started by President
Ford and received its largest expansion under President Reagan. For : nore information on
why recent criticisms are off the mark, see GOP Cuts in the EITC: Raising Taxes on the
Working Poor Qune 19, 1995) by M. Jeff Hamond and Lyn A. Hogan.

To order any of these publications, please contact our Publications Dep. rtment at 1-800-546
0027 (in the Washington, DC metro area call, 202-544-6172), or visit our Web site at
http:/ /www.dicppi.org/. -

9.
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"THE MINIMUM WAGE FOR FAMILIES ACT"

LEGISLATIVE DESCRIPTION AND SUMMARY

This proposal will fundamentally redesign the EITC, and rename it
the "Working Families Support Credit*.

RATIONALR

It has become difficult in recent years to support & family on a
minimum-wage salary. There is agreement among both Republicans

and Democrats that we need to provide assistance to the "working
poor", but there is significant disagreement on the best way to

accomplish this goal.

The administration has proposed an increase in the minimum wage
as the solution to this problem. While such an incr:ase would
provide some relief to the working poor, it would al 3o have much
more far reaching effects, including placing large e :onomic
constraints on the private sector, a loss of entry-1:vel
positions, and an inflationary ripple effect on wages. A minimum
wage increase would also affect those persons who ar juably are
not in need of this assistance, such as teenagers wo king during
their summer vacation.

Our proposal would accomplish the goal of providing ..ssistance to
those who are truly in need -- working families -- wiile at the
same time avoiding the additional problems associate!! with a
minimum wage increase.

BA ROUND

The Earned Income Tax Credit (EITC), which was creat¢d in 1974,
provides a refundable tax credit to lower-income wor) ing families
with children and currently to some adult childless s orkers. The

EITC has expanded greatly since its creation as a retult of both
Congressional and Presidencial initiacives, includin¢ efforts by

the Reagan, Bush and Clinton administrations.
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Under current law, there are an estimated 18.2 million tax units
eligible for EITC. 12.7 million of these tax units are families
with children, of whom roughly 5.3 million have one child and 7.4
million have two or more children. The remaining 5.5 million
eligible tax units are childless workers ages 25 through 64.

BROPOSAL

This EITC reform proposal, which builds upon the refsrms in the
Republican Balanced Budget Act of 1935, will redesign and reform
the current EITC program in an effort to return the program to
its original purpose of serving low-income working families. The
proposal will address the following: '

t Convert large annual "lump sum* EITC payments into
equal monthly payments so as to more practically
supplement family income

* Deny credit to undocumented workers
* Eliminate credit for childless adults
* Increase the support credit for parents

* Rename Earned Income Tax Credit the "Working Families
Support Credit”

with the savings generated from these reforms, we wi.l
significantly increase the amount of credit recipien:s of the
Working Families Support Credit would receive.

If you believe that those pecple who are in need of ‘1age
assistance are America’s working families, as opposeil to
teenagers employer during their summer vacation, pleiise join us
in support of The Minimum Wage Increase for Families Act.

If you would like to cosponsor this legislation or i:' you have
additional questions, please contact Chuck Seyfarch rith
Representative Hutchinson at $-4301.
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Robert J. Samuelson

Minimum Wage: Stale Symbolism

The dedate over the minimum wage is an
exercise in stale symbolism. The proposed in-
crease—from the $4.25 an houwr to $5.15—
would not dn much n hafn tha e 10 _:;::
even hurt them. As such, the minimum wage s
less about socia! policy than politics. Roughly
three-quarters of Americans think raising it is
the decent thing to do. So opponents are easily
stigmatized as cruel. In an election year, this is 2
sunple way for Democrats (who generally favor
it) to embasrass Republicans (who don't).

If you doubt that, ponder some facts gathered
by New York Times veporter David Rosenbaura.
With computers, Rosenbaum had the official
presidential papers—including presidential
speeches, statemeats and press conferences—
searched to find the mumber of times Clinton
advocated a higher minimum wage in 1993 and
1994, when Democrals controlled Congress.
The answer: zero. In 1995 and 1996, with
Republicans controlling Congress, Clinton
plugged a higher minimum 47 times (through
March 11).

Public sympathy for a higher minimum rests
on two false beliefs. The first is that there's a
permanent group of warkers ajways stuch at the
minimum. [t follows, then, that i the minimum
isn't raised, their buying power oconstantly
erodes 1o inflation. By this theory, we should find
some (ixed, irteducible share of warkers (say, 5
percent) at the minimum.

Wel), we don’t. Even al the bottom of the
wage scale, inflation and competition for workers
gradually raise pay rates. Between 1981 and
early 1990, the minimum wage cemained at
$3.35. What happened? In 198) there were 7.8
million workers at the mmimum, or nearly 8
percent of 100 million workers. By 1989, only
3.2 million workers received the minimum, about
3 percent of the 117 million workers. If the
minimum had stayed at $3.35, almost no one
would receive it now. In 1995 3.7 million work-
ers were at the $4.25 minimum, 3 percent of the
125 mullion workers.

The second myth is that many mininium-wage
workers are family heads. [n one press release,
the Labor Department says that 40 percent of
minimum-wage workers “are the sole bread win-

ners of their family,” The implication is that their
low wages constitule an important eource of
poverty and hardship for children. Not so.

v suswsy n3 BalCmENt, the Laber Depart-
ment counts single people living by themselves
as family heads—a definitioa that, though defen-
sible, defies common sense. In 1995 only 28
percent of minimum-wage workers were mar-
ried. Many were not in poverty, because the
(amily had two earners. Qihers dida't bave chi»
dren. Obviously, some single parents earned the
minimum wage. One study puts their number at
about 3 percent of minimum-wage workers.

One farviliar argument for a higher minimum
is that a full-time worker at the minimum should
have enough income to escape poverty. For
singles, this is no problem. Someone working 40
hours a week at $4.25 an hour eams $8,840 a

_year, which is above the poverty line of $7,900

for singles. But the Labor Department complains
that a full-time worker with three dependents
can't reach the poverty line of $15,600.

This may be, but the Labor Department's
example i9 hardly typical. Consider:
®» Changes in the minimum don't affect most
poor adults, because about 60 perceat don't have
jobs, and only about 10 percent have year-round,
full-time jobe.

a Among minimum-wage workers in 1995, about
three-quarters didn't work 40 hours a week.
Most (55 percent) were part-limers, working
fess than 35 hours a week. (The share of
part-timers was identical among those earning
between $4.25 and $5.15 an hour,)

® Most minimum-wage workers aren’t poor. In
1990, just before the (ast increase, about three-
quarters came {rom families with incomes sbove
the poverty line, estimates economist Richard
Burkhauser of Syracuse University. About two-
thirds had incomes at least 50 percent higher
than the poverty line.

Most minimum-wage work consists of pani-
time, non-career jobs in fast food, retailing or
even telemarkeling. These jobs are filled heavily
by young, single, often middle-class workers. In
1995 two-thirds of them were under 30; only 20
percent were over 40. Even the benefits of a

higher. minimum- for the poor are exaggerated.
Take the Labor Department’s family of fous.
With fond atamne and thn B.—odt f--- - =
Credit, this family’s income ($14,766) is now
only 5 percent below the poverty line. The
higher minimum wage would, after changes in
food stamps and the EITC, raise the family's
income 2 percent above the poverty line—as-
suming the worker still had a job.

There’s the catch, Higher wages, if artificially
induced, may price some unshilled workers out
of the market. True, some economic research
questions whether modest increases in the mini-
mum cause job Joss. But this research has been
barshly criticized, and most economists believe
that every 10 percent rise in the minimum could
erase between one percent and 2 percent of
effected jobs. By this math, a $5.15 minimum
might jeopardize between 100,000 and 200,000
jobs among younger workers, estimates econo-
mist David Neumark of Michigan State Univer-
sity.

All exact estirnates are suspect. Economists
can't predict the precise effects of small changes
in government poticies. Because wages are nising
anyway, 3 Jegislated increase may mainly affect
the timing of future changes, At rnost, the poor
might benefit slightly; at worst, they might
suffer slightly. The real deception is that some-
thing important is being dose when all that is
oocwrring is 2 game of political one-upsmanship.

The danger is that people will believe the
deception. They will think that government can
niise incomes by fial, whea most people advance
through their own efforts and skills. If people
accept the illusion, they will want bigger (and
more damaging) increases in the minimum. Even

‘economists who support the present proposal

agree that increases to, say, $6 or $7 would cost
jobs for the low-skilled. Because a low-paying job
is often the best way to a high-paying job, that
would be a huge step backward.

No matter. Our leaders are more comfortable
with seplaying ancient (and irrelevant) debates
than facing present problems. These rituals are
more than dishonest. They are a sign of political
decadence.
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Supporting the Efforts of Low Wage Working Americans

Raising the Minimum Wage Is Not the An iwer
March 1996

It is an election year, and the parties are once again arguing over the minimum wage.
Democrats are right that government has a eritical role to play in hel ping people work their
way out of poverty, in ralsing living standards, and in reducing in( quality. Increasing the
minimum wage, however, is the wrong strategy to promote these joals.

In 1989, the Progressive Policy Institute (PPI) demonstrated tha raising the minimum
wage could be counterproductive, raising prices for poor people while helping mainly
middle class families. Instead, PPI and the Democratic Leadership Council (DLC) argued
tha{Congress should reform the Earned Income Tax Credit (EITC. to ensure that people
whq work full-time, year-round would be able to support their fam les above the poverty
lin? In 1990, and again in 1993, Congress expanded the EITC along the lines proposed by
PP, and Congress should reject calls to retreat from this commitm :nt.

At the same time, there are ways to expand opportunities for low wage workers to
work their way up the income scale. The key is to cut the deficit whi le investing in broader
prosperity. Congress should repeal up to $75 billion a year in  nproductive industry
spendirg and tax subsidies; the lion's share of these resources st ould be channeled to
deficit reduction. The remainder could be dedicated to public investr 1ents to expand access
to higher education, through the National Service program ani the school-to-work
initiative, and to skills enhancement through vouchers for retrainin g :

These approaches offer sound, market-based assistance for lov' income workers, By
contrast, raising the minimum wage would be, at best, a blunt jnst ument.

> The vast majority of minimum wage workers are in families that ilo not need public wage
supports because their incomes are well above the poverty level. Viost minimum wage
workers are not the sole support of low income families, but secondary workers in
moderate or middle income families, or primary workers in families with other
significant sources of income. Seventy percent of minimum wage workers are in
families well above the poverty level, and nearly 40 percen are in families with
incomes in the fop half of the income distribution.

» More than 75 percent of all poor Americans are ineligible for the minimum wage, and so
would not benefit from an increase. They don't qQualify because tt ey (1) don't work (the
elderly poor as well as the welfare poor), (2) earn more than ¢ n increased minimum
wage (but work only part-time or part of the year), (3) work for themselves, or (4)

e dme M€ work in jobs not covered by the minimum wage law.
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> The costs of an increase in the minimum wage would be borne dic proportionately by lower

income families. In the short run, a higher minimum wage 1aises costs and prices,
transferring resources from consumers to minimum wage workers. There are some
workers in low income families who would benefit sign ficantly, but the vast
majority of poor familles would have to pay higher prices. T1 erefore, increasing the
minimum wage would produce a regressive transfer, maki; g most poor people a
little worse off in order to jmprove the lives, at least for a im %, of a group of people
which is predominately non-poor. o

> A higher minimum wage does not protect jobs. Some have wgued that a higher
minimum wage could protect jobs, because the higher wage would give firms an
incentive to figure out how to use their minimum wage work 'rs more productively.

In effect, these analysts argue that higher wages yield highcr productivity, rather
than the reverse. There is no reliable empirical evidence to s ipport this view.

> In the end, raising the minimum wage would be self-defeating. Firn s initially respond to

an increase in the minimum wage in the same way they respiind to any increase in
fixed costs affecting all competing firms: They will incorpor ite the cost in higher
prices. This will tend to reduce jobs over a longer term, as higher prices reduce
demand for the industry's goods and services. Raising the mji imum wage will also
mean that no firms will hire additional workers whose ¥ lue to the firm falls
between the old minimum wage and the new one. So in 1nany cases, a higher
minimum wage can reduce job creation for low skilled people.

support other ways of helping low income workers.[The EITC—long : upported by PP] and
expanded by President Clinton in 1993—is a much better way of tary eting benefits to low
income working Americans. JFor more information on the EITC, see Work and Poverty: A
Progressive View of the Minitnum Wage and the Earned Income Tax Credi (June 1989), and An
American Working Wage: Ending Poverly in Working Families (February 990), both by Robert
J. Shapiro. We also support the use of vouchers for job training t¢ replace the current
system of more than 150 federal training programs—and other ¢hanges to empower
workers—rather than burden business with additional rules and reg ilations.

For these reasons, the Democratic Leadership Cﬁcﬂ and Progre isive Policy Institute

The EITC program is not perfect, but many recent criticisms of it a e either exaggerated
or plainly incorrect. In their quest to attain a balanced budget, m any Republicans in
Congress have recently been very critical of the EITC program and targeted it for
significant reductions. This has occurred even though the program was started by President
Ford and received its largest expansion under President Reagan. For : nore information on
why recent criticisms are off the mark, see GOP Cuts in the EITC: Raising Taxes on the
Working Poor Qune 19, 1995) by M. Jeff Hamond and Lyn A. Hogan.

To order any of these publications, please contact our Publications Dep. rtment at 1-800-546-
0027 (in the Washington, DC metro area call, 202-544-6172), or visit our Web site at
http:/ /www.dicppi.org/.

-9.
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"THE MINIMUM WAGE FOR FAMILIES ACT"

LEGISLATIVE DESCRIPTION AND SUMMARY

This proposal will fundamentally redesign the EITC, and rename it
the "Working Families Support Credit".

RATIONALR

It has become difficult in recent years to support ¢ family on a
minimum-wage salary. There is agreement among both Republicans

and Democrats that we need to provide assistance to the "working
poor", but there is significant disagreement on the best way to

accomplish this goal.

The adminigtration has proposed an increase in the minimum wage
as the solution to this problem. While such an incr2ase would
provide some relief to the working poor, it would also have much
more far reaching effects, including placing large e:enomic
constraints on the private sector, a loss of entry-1l:vel
positions, and an inflationary ripple effect on wages3. A minimum
wage increase would also affect those persons who ar juably are
not in need of this assistance, such as teenagers woking during
their summer vacation. '

Our proposal would accomplish the goal of providing .1ssistance to
those who are truly in neegd -- working families -- wiile at the
same time avoiding the additional problems associate! with a
minimum wage increase.

BA ROUND

The Earned Income Tax Credit (EITC), which was creat¢d in 1574,
provides a refundable tax credit to lower-income wor) ing families
with children and currently to some adult childless vorkers. The

EITC has expanded greatly since its creation as a result of both
Congraeseional and Presidencial initlacives, includin¢ efforts by

the Reagan, Bush and Clinton administrations.
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RECIPIENTS

Under current law, there are an estimated 18.2 milljon tax units
eligible for EITC. 12.7 million of these tax units are families
with children, of whom roughly 5.3 million have one child and 7.4
million have two or more children. The remaining 5.5 million
eligible tax units are childless workers ages 25 through 64.

PROPOSAL

This EITC reform proposal, which builds upon the refosrms in the
Republican Balanced Budget Act of 1995, will redesign and reform
the current EITC program in an effort to return the srogram to
its original purpose of serving low-income working families. The
proposal will address the following: '

* Convert large annual "lump sum" EITC payments into
equal monthly payments so as to more practicailly
. supplement family income

* Deny credit to undocumented workers
* Eliminate credit for childless adults
* Increase the support credit for parents

* Rename Earned Income Tax Credit the "Working Families
Support Credit”

With the savings generated from these reforms, we wi.l
significantly increase the amount of credit recipien:s of the
Working Families Support Credit would receive.

If you believe that those people who are in need of ‘lage
assistance are America’s working families, as opposeil to
teenagers employer during their summer vacation, pleise join us
in support of The Minimum Wage Increase for Families Act.

If you would like to cosponsor this legislation or i’ you have
additional questions, please contact Chuck Seyfarth siith
Repregentative Hutchinson at 5-4301.
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Robert J. Samuelson

Minimum Wage: Stale Symbolism

The dedate over the minimum wage is an
exercise in stale symbolism, The proposed in-
crease—from the $4.25 an hour to $5.15—
wauld not dn mach ta haln dhe mane To —i-te
even hurt them. As such, the minmum wage is
Jess about socia! pelicy than politics. Roughly
threequarters of Americans think vaising it is
the decent thing to do. So opponents are easily
stigmatized as cruel. In an election year, this is a
simple way for Democrats (who generally favor
it) to embarrass Republicans (who don’t).

If you doubt that, ponder some facis gathered
by New York Times reporter David Rosenbauro.
With compulers, Rosenbaum had the official
presidential papers—including presidential
speeches, statemeats and press conferences—
searched to find the mumber of tomes Clintoo
advocaled a higher minimum wage in 1993 and
1994, when Democrals controlled Congress,
The answer: zero. In 1995 and 1996, with
Republicans controlling Congress, Clinton
plugged a higher minimum 47 times (through
March 11).

Public sympathy for a higher minimum rests
on two false beliefs. The first is thal there’s a
permanent group of workers always stuch at the
minimum. [t follows, then, that i the minimum
isn't raised, their buying power oconstantly
erodes 1o inflation. By this theory, we should find
some (ixed, irreducible share of warkers (say, 5
percent) al the minimum.

Wel), we don’t. Even at the bottom of the
wage scale, inflation and competition for workers
gradually naise pay rates, Between 1981 and
early 1990, the minimurm wage remained at
$3.35. What happened? In 1981 there were 7.8
million workers at the mmimum, or nearly 8
percent of 100 million workers., By 1989, only
3.2 million workers received the minimum, about
3 percent of the 117 million workers. U the
minimum had stayed at $3.35, almost no one
would receive it now. In 1995 3.7 million work-
ers were at the $3.25 minimum, 3 percent of the
125 miflion workers.

The secand myth is that many minimum-wage
workers are family heads. [n one press release,
the Labor Department says that 40 percent of
minimum-wage workers “are the sole bread win-

ners of their family,” The implication is that their
low wages constitule an important souroe of
poverty and hardship for children. Not so.

v ;\»uu'y ny suwement, the Labor Vepart-
ment counts single people living by themselves
as family heads—a definition that, though defen-
sitle, defies common sense. In 1995 only 28
percent of minimum-wage workers were mar-
ried. Many were not in poverty, because the
(amily had two earners. Gihera didn’t bave chi)-
dren. Obviously, some single pasrents earned the
minimum wage. One study puts their number at
about 3 percent of minimum-wage workers.

One familiar argument for a higher minimum
is that a full-time worker at the minimum should
have enough income to escape poverty. For
singles, this is no problem. Someone working 40
hours a week at $4.25 an hour earns $8,840 a
year, which is above the poverty line of $7,900

‘for singles. But the Labor Department complains

that a full-time worker with three dependents
can't 1each the poverty line of $15,600.

This may be, but the Labor Department’s
example is hardly typical. Consider:

» Changes in the minimum don’t affect most
poor aduits, because about 60 perceat don’t have
jobs, and only about 10 percent have year-round,
a Among minmum-wage workers in 1995, about
ers didn’t work 40 hours a week.
Moat (55 percent) were part-timers, working
fess than 35 hours a week. (The share of
part-timers was identical among those earning
between $4.25 and $5.15 an hour.)
® Most minimum-wage workers aren’t poor. In
1990, just before the tast increase, about three-
quarters came f{rom families with incomes above
the poverty lkine, estimates economist Richard
Burkhauser of Syracuse University. About two-
thirds had incomes at feast 50 percent higher
than the poverty line.

Most minimum-wage work consists of pan-
\ime, non-career jobs in fast food, retailing or
even telemarkeling. These jobs are filled heavily
by young, single, often middle-class workers. In
1995 two-thirds of them were under 30; only 20
percent were over 40. Even the benefits of a

higher. mmimum for the poor are exaggerated.
Take the Labor Department’s family of four,

With fnoft atamne and tha Cocm.a 7. -

Credit, this family’s income ($14,766) is now
only 5 percent below the poverty line. The
higher minimum wage would, after changes in
food stamps and the EITC, raise the family's
income 2 percent above the poverty line—as-
suming the worker still had a job.

There’s the catch. Higher wages, if antificially
induced, may price some unshilled workers out
of the market. True, some economic research
questions whether modest increases ia the mini-
mum cause job Joss. But this research has been
harshly criticized, and most economists believe
that every 10 percent rise ia the minimum could
erase between one percent and 2 percent of
effecled jobs. By this math, a $5.15 minimum
might jeopardize between 100,000 and 200,000
jobs among younger workers, estimates econo-
mist David Neumark of Michigan State Univer-
sity.

All exact estimates are suspect. Economists
can't predict the precise effects of small changes
in government policies. Because wages are rising
anyway, a legislated increase may mainly affect
the timing of future changes, At most, the poor
might benefit slightly; at worst, they might
suffer skightly. The real deception is that some-
thing important is being dose when al) that is
oocurring is 2 game of political one-upsmanship.

The danger is that people will believe the
deception. They will think that government can
raise incomes by fiat, whea most people advance
through their own efforts and shills. If people
accept the llusion, they will want bigger (and
more damaging) increases in the minimum. Even

‘economists who support the present proposal

agree that increases to, say, $6 or $7 would cost
jobs for the low-skilled. Because a low-paying job
is often the best way to a high-paying job, that
would be a huge step backward.

No matter. Our leaders are more comfortable
with replaying ancien\ (and irrelevant) debates
than facing presemt problems. These rituals are
more than dishonest. They are a sign of political
decadence.
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Supporting the Efforts of Low Wage Working Americans

Raising the Minimum Wage Is Not the An wer
March 1996

It Is an election year, and the parties are once again arguing over the minimum wage.
Demacrats are right that government has a critical role to play in hel ping people work their
way out of poverty, in ralsing living standards, and in reducing ini quality. Increasing the
minimum wage, however, is the wrong strategy to promote these joals.

In 1989, the Progressive Policy Institute (PPI) demonstrated tha raising the minimum
wage could be counterproductive, raising prices for poor people while helping mainly
middle class families. Instead, PPI and the Democratic Leadership Council (DLC) argued
thagCongress should reform the Earned Income Tax Credit (EITC; to ensure that people
whg work full-time, year-round would be able to support their fam lies above the poverty
lin_? In 1990, and again in 1993, Congress expanded the EITC along the lines proposed by
PPI, and Congress should reject calls to retreat from this commitm mt.

At the same time, there are ways to expand opportunities for low wage workers to
work their way up the income scale. The key is to cut the deficit while investing in broader
prosperity. Congress should repeal up to $75 billion a year in « nproductive industry
spending and tax subsidies; the lion's share of these resources st ould be channeled to
deficit reduction. The remainder could be dedicated to public investr 1ents to expand access
to higher education, through the National Service program ani the school-to-work
initiative, and to skills enhancement through vouchers for retraining. '

These approaches offer sound, market-based assistance for lov' income workers. By
contrast, raising the minimum wage would be, at best, a blunt inst ument.

> The vast majority of minimum wage workers are in families that :lo not need public wage
supports because their incomes are well above the poverty level. Miost minimum wage
workers are not the sole support of low income families, but secondary workers in
moderate or middle income families, or primary workers in families with other
significant sources of income. Seventy percent of minimum wage workers are in
families well above the poverty level, and nearly 40 percen are in families with
incomes in the fop half of the income distribution.

» More than 75 percent of all poor Americans are ineligible for the minimum wage, and so
would not benefit from an increase. They don't qualify because th ey (1) don't work (the

- elderly poor as well as the welfare poor), (2) eam more than 2 n increased minimum
wage (but work only part-time or part of the year), (3) work for themselves, or (4)

yne e M work in jobs not covered by the minimum wage law.
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> The costs of an increase in the minimum wage would be borne dis propoﬁionatcly by lower

income families. In the short run, a higher minimum wage 12ises costs and prices,
transferring resources from consumers to minimum wage w irkers. There are some
workers in low income families who would benefit sign ficantly, but the vast
majority of poor families would have to pay higher prices. T erefore, increasing the
minimum wage would produce a regressive transfer, maki; g most poor people a
little worse off in order to jmprove the lives, at least for a tim?, of a group of people
which is predominately non-poor. '

> A higher minimum wage does not protect jobs. Some have irgued that a higher
minimum wage could protect jobs, because the higher wage would give firms an
incentive to figure out how to use their minimum wage work :rs more productively.
In effect, these analysts argue that higher wages yield higher productivity, rather
than the reverse. There is no reliable empirical evidence to s ipport this view.

» In the end, raising the minimum wage would be self-defeating. Firn s initially respond to

an increase in the minimum wage in the same way they respind to any increase in
fixed costs affecting all competing firms: They will incorpor ite the cost in higher
prices. This will tend to reduce jobs over a longer term, as higher prices reduce
demand for the industry's goods and services. Raising the mj1 imum wage will also
mean that no firms will hire additional workers whose V: lue to the firm falls
between the old minimum wage and the new one. So in 1nany cases, a hizher
minimum wage can reduce job creation for low skilled people.

For these reasons, the Democratic Leadership Coyncil and Progre isive Policy Institute
support other ways of helping low income woﬂ:ers-&e EITC—long : upported by PPl and
expanded by President Clinton in 1993—is a much better way of targ eting benefits to low
income working Americans. JFor more information on the EITC, see Work and Poverty: A
Progressive View of the Minifium Wage and the Earned Income Tax Credi (June 1989), and An
American Working Wage: Ending Poverty in Working Families (February 990), both by Robert
J. Shapiro. We also support the use of vouchers for job training t¢ replace the current
system of more than 150 federal training programs—and other <langes to empower
workers—rather than burden business with additional rules and reg 1lations.

The EITC program is not perfect, but many recent criticisms of it a e either exaggerated
or plainly incorrect. In their quest to attain a balanced budget, many Republicans in
Congress have recently been very critical of the EITC program and targeted it for
significant reductions. This has occurred even though the program was started by President
Ford and received its largest expansion under Presijdent Reagan. For : nore information on
why recent criticisms are off the mark, see GOP Culs in the EITC: Raising Taxes on the
Working Poor (June 19, 1995) by M. Jef Hamond and Lyn A. Hogan.

To order any of these publications, please contact our Publications Dep rtment at 1-800-546-
0027 (in the Washington, DC metro area call, 202-544-6172), or visit our Web site at
http:/ /www.dIcppi.org/.
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"THE MINIMUM WAGE FOR FAMILIES ACT"

LEGISLATIVE DESCRIPTION AND SUMMARY

This proposal will fundamentally redesign the EITC, and rename it
the "Working Families Support Credit”.

RATIONALE

It has become difficult in recent years to support & family on a
minimum-wage salary. There is agreement among both Republicans

and Democrats that we need to provide assistance to the “"working
poor", but there is significant disagreement on the best way to

accomplish this goal.

The administration has proposed an increase in the minimum wage
as the solution to this problem. While such an incr:ase would
provide some relief to the working poor, it would also have much
more far reaching effects, including placing large e:onomic
constraints on the private sector, a loss of entry-1a:vel
positicns, and an inflationary ripple effect on wage:. A minimum
wage increase would also affect those persons who ar juably are
not in need of this assistance, such as teenagers wo king during
their summer vacation. '

Our proposal would accomplish the goal of providing .issistance to
those who are truly in need -- working families -- wiile at the
same time avoiding the additional problems associate:l with a
minimum wage increase.

BA ROUND

The Earned Income Tax Credit (EITC), which was creat¢d in 1974,
provides a refundable tax credit te lower-income wor) ing families
with children and currently to some adult childless vorkers. The

EITC has expanded greatly since its creation as a restult of both
Congreseiconal and Presidencial initlacives, includin¢ efforts by

the Reagan, Bush and Clinton administrations.
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RECIPIENTS

Under current law, there are an estimated 18.2 million tax units
eligible for EITC. 12.7 million of these tax units are families
with children, of whom roughly 5.3 million have one child and 7.4
million have two or more children. The remaining 5.5 million
eligible tax units are childless workers ages 25 thiough 64.

PROPOSAL

This EITC reform proposal, which builds upen the refsrms in the
Republican Balanced Budget Act of 1995, will redesign and reform
the current EITC program in an effort to return the drogram to
its original purpose of serving low-income working families. The
proposal will address the following:

* Convert large annual "lump sum" EITC payments into
equal monthly payments so as to more practically
supplement family income

* Deny credit to undocumented workers
* Eliminate credit for childless adults
* Increase the support credit for parents

* Rename Earned Income Tax Credit the "Working Faimilies
Support Credit"”

With the savings generated from these reforms, we wi.l
significantly increase the amount of credit recipien:s of the
Working Families Support Credit would receive.

If you believe that those people who are in need of ‘1age
assistance are America’s working families, as opposeil to
teenagers employer during their summer vacation, plei.se join us
in support of The Minimum Wage Increase for Families Act.

If you would like to cosponsor this legislation or i:’ you have
additional questions, please contact Chuck Seyfarcth viith
Representative Hutchinson at 5$-4301.
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Robert J. Samuelson

Minimum Wage: Stale Symbolism

The dedate over the minimum wage is an
exercise in stale symbolism. The proposed in-
crease—from the $4.25 an hour to 35.15—

would not dn much tn hofn tha nane 0 —ire

-

even hurt them. As such, the minimum wage is
Jess about social policy than politics. Roughly
three-quarters of Americans think raising it is
the decent thing to do. So opponents are easily
stigmatized as cruel. In an election year, thisis 2
sumple way for Democrata (who generally favos
it) to embarrass Republicans (who don't).

If you daubt that, ponder some facis gathered
by New York Times veporter David Rosenbaura.
With computers, Rosenbaum had the official
presidential papers—including presidential
speeches, statemeats and press conferences—
searched to find the number of times Clintoo
advocaled a higher minimum wage n 1993 and
1994, when Democrals controlled Congvess.
The answer: zero, In 1995 and 1996, with
Republicans controlling Congress, Clinton
plugged a higher minimum 47 times (through
March 11).

Public sympathy for a higher minimum rests
on two false beliefs. The first is that there’s a
permanent group of workers always stuch at the
miniroum. [t follows, then, that § the minimum
isp't raised, their buying power constanty
erodes 10 inflation. By thia Lheory, we should find
some (ixed, irreducible share of warkers (say, 5
percent) at the minimum.

Web, we don't. Even at the bottom of the
wage scale, inflation and competition [oe workers
gradually raise pay rates. Between 1981 and
early 1990, the minimwn wage temained at
$3.35. What happened? In 1981 thete were 7.8
milion workers at the mmimum, or nearly 8
percent of 100 million workers. By 1989, only
3.2 million workers received the minimum, about
3 percent of the 117 miltion workers. If the
minimum had stayed at $3.35, almost no one
would receive it now. In 1995 3.7 million work-
ers were at the $4.25 minimum, 3 perceot of the
125 million workers.

The secand myth is thal many minimum-wage
workers are family heads. [n one press selease,
the Labor Department says that 40 percent of
minimum-wage workers “are the sole bread win-

pers of their family.” The implication is that their
low wages constitule an important souroe of
poverty and hardship for children, Not so.

Tv jeswsy na suement, the Labor Depart-
ment counts single people living by themselves
as family heads—a definition that, though defen-
sible, defies common sepse. ln 1995 only 28
percent of minimum-wage workers were mar-
ried. Many were not in poverty, because the
(amily had two earners. Qthers didn't have chil
dren. Obviously, some single parents eamed the
minimum wage. One study puts their number at
about 3 percent of minimum-wage workers.

One {aruiliar argument for a higher minimum
is that a ful)-time worker at the minimum should
have enough income to escape poverty. For
singles, this is no problem. Someone working 40
hours a week at $4.25 an hour eams $8,840 a
year, which is above the poverty line of $7,900
for singles. But the Labor Department complains
that a ful-time worker with three dependents
can't reach the poverty line of $15,600.

This may be, but the Laber Department’s
example is hardly typical. Consider:

» Changes in the minimum don’t affect most
poor adults, because about 60 perceat don't have
jobs, and only about 10 peroent have year-round,
a Among minimum-wage workers in 1995, about
three-quarters didn’t work 40 hours a week.
Most (55 percent) were part-imers, working
fess than 35 hours a week. (The share of
part-timers was identical among those earning
between $4.25 and $5.15 an hour.)

@ Most minimum-wage workers aren’t poor. In
1990, just before the (ast increase, about three-
quarters came {rom families with incomes above
the poverty line, estimates economist Richard
Burkhauser of Syracuse University. About two-
thirds had incomes at least 50 percent higher
than the poverty lme.

Most minimum-wage work consists of pan-
time, non-career jobs in fast food, retailing or
even telemarketing. These jobs are filed heavily
by young, single, often middle-class workers. In
1995 two-thirds of them were under 30; only 20
percent were over 40. Even the benefits of 2

higher. minimum for the poor are exaggerated.
Take the Labor Department’s family of four.
With food atamne and tha Boee-2 T-o-0 T
Credit, this family’s income ($14,766) is now
only S percent below the poverty line. The
higher minimum wage would, after changes in
food stamps and the EITC, raise the family's
income 2 percent above the poverty line—as-
suming the worker still had a job.

There’s the catch, Higher wages, if sntificially
induced, may price some unskilled workers out
of the market. True, some economic research
questions whether modest increases in the mini-
mim cause job Joss. But this research has been
harshly criticized, and most econormists believe
that every 10 percent rise in the minimum could
erase between one percent and 2 percemt of
affected jobs. By this math, a $5.15 minimum
might jeopardize betweea 100,000 and 200,000
jobs among younger workers, estimates econo-
mist David Neumark of Michigan State Univer-
sity.

Al exact estimates are suspect. Economists
can't predict the precise effects of small changes
in goverument poticies. Because wages are rising
anyway, a legislated increase may mainly affect
the timing of future changes, At most, the poat
might benefit slightly; at worst, they might
auffer skightly. The real deception is that some-
thing important is being dode when all that is
occurring is 2 game of political one-upsmanship.

The danger i3 that people will believe the
deception. They will think that governmeat can
raise incomes by fiat, whea most people advance
through their own efforts and ekills. If people
accept the illusion, they will want bigger (and
more damaging) increases in the minimum. Even
economists who support the present proposal
agree that increases to, say, $6 or $7 would cost
jobs for the low-skilled. Because a low-paying job
is often the best way to a high-paying job, that
would be a huge step backward.

No matter. Our leaders are more comfortable
with replaying ancient (and irrelevant) debates
than facing present problerus. These rituals are
more than dishonest. They are a sign of political
decadence.
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Supporting the Efforts of Low Wage Workiag Americans

Raising the Minimum Wage Is Not the Anwer
March 1996

It is an election year, and the parties are once again arguing over the minimum wags.
Democrats are right that government has a critical role to play in hel ping people work their
way out of poverty, in ralsing living standards, and in reducing in quality. Increasing the
minimum wage, however, is the wrong strategy to promote these joals.

In 1989, the Progressive Policy Institute (PP) demonstrated tha raising the minimum
wage could be counterproductive, raising prices for poor people while helping mainly
middJe class families. Instead, PPI and the Democratic Leadership Council (DLC) argued
thaQCongress should reform the Earned Income Tax Credit (EITC, to ensure that people
whg work full-time, year-round would be able to support their fam lies above the poverty
Un:_? In 1990, and again in 1993, Congress expanded the EITC along the lines proposed by
PPI, and Congress should reject calls to retreat from this commitm 'nt.

At the same time, there are ways to expand opportunities for low wage workers to
work their way up the income scale. The key is to cut the deficlt while investing in broader
prosperity. Congress should repeal up to $75 billion a year in 1 nproductive industry
spendirg and tax subsidies; the lion's share of these resources st ould be channeled to
deficit reduction. The remainder could be dedicated to public investr ients to expand access
to higher education, through the National Service program ani the school-to-work
initiative, and to skills enhancement through vouchers for retrainin g. :

These approaches offer sound, market-based assistance for lov' income workers. By
contrast, raising the minimum wage would be, at best, a blunt inst ument.

> The vast majority of minimum wage workers are in families that !0 not need public wage
supports because their incomes are well above the poverty level. Most minimum wage
workers are not the sole support of low income families, but secondary workers in
moderate or middle income families, or primary workers in families with other
significant sources of income. Seventy percent of minimum wage workers are in
families well above the poverty level, and nearly 40 percen are in families with
incomes in the fop half of the income distribution.

> More than 75 percent of all poor Americans are ineligible for the minimum wage, and so
would not benefil from an increase. They don't qualify because tt ey (1) don't work (the
elderly poor as well as the welfare poor), (2) earn more than z n increased minimum
wage (but work only part-time or part of the year), (3) work for themselves, or (4)

Vve s SE work in jobs not covered by the minimum wage law.
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> The costs of an increase in the minimum wage would be borne di proportionately by lower
income families. In the short run, a higher minimum wage 1aises costs and prices,
transferring resources from consumers to minimum wage w irkers. There are some
workers in low income families who would benefit sign ficantly, but the vast
majority of poor families would have to pay higher prices. T erefore, increasing the
minimum wage would produce a regressive transfer, maki; g most poor people a
little worse off in order to jmprove the lives, at least for a im», of a group of people
which is predominately non-poor. ‘

> A higher minimum wage does not protect jobs. Some have irgued that a higher
minimum wage could protect jobs, because the higher wage would give firms an
incentive to figure out how to use their minimum wage work :rs more productively.
In effect, these analysts argue that higher wages yleld highcr productivity, rather
than the reverse. There is no reliable empirical evidence to s ipport this view.

> In the end, raising the minimum wage would be self-defeating. Fimn s initially respond to

an increase in the minimum wage in the same way they respind to any increase in
fixed costs affecting all competing firms: They will incorpor ite the cost in higher
prices. This will tend to reduce jobs over a longer term, as higher prices reduce
demand for the industry's goods and services. Raising the mj1 imum wage will also
mean that no firms will hire additional workers whose V: Iue to the firm falls
between the old minimum wage and the new one. So In 1nany cases, a higher
minimum wage can reduce job creation for low skilled people.

For these reasons, the Democratic Leadership Coyncil and Progre isive Policy Institute
support other ways of helping low income workers.ﬁe EITC—long 1 upported by PPl and
expanded by President Clinton in 1993—is a much Petter way of tary eting benefits to low
income working Amerlcanstor more information on the EITC, see Work and Poverty: A
Progressive View of the Minimum Wage and the Earned Income Tax Credi (June 1989), and An
American Working Wage: Ending Poverty in Working Families (February 990), both by Robert
J. Shapiro. We also support the use of vouchers for job training t¢ replace the current
system of more than 150 federal training programs—and other ¢hanges to empower
workers—rather than burden business with additional rules and reg 1lations.

The EITC program is not perfect, but many recent criticisms of it a ‘e either exaggerated
or plainly incorrect. In their quest to attain a balanced budget, r any Republicans in
Congress have recently been very critical of the EITC program and targeted it for
significant reductions. This has occurred even though the program was started by President
Ford and received its largest expansion under President Reagan. For : nore information on
why recent criticisms are off the mark, see GOP Cuts in the EITC: Raising Taxes on the
Working Poor June 19, 1995) by M. Jeff Hamond and Lyn A. Hogan.

To order any of these publications, please contact our Publications Dep. rtment at 1-800-546- |
0027 (in the Washington, DC metro area call, 202-544-6172), or visit our Web site at
http:/ /www .dlcppi.org/. - :

-2.
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"THE MINIMUM WAGE FOR FAMILIES ACT"

LEGISLATIVE DESCRIPTION AND SUMMARY

This proposal will fundamentally redesign the EITC, and rename it
the "Working Families Support Credit".

RATIONALE

It has become difficult in recent years to support & family on a
minimum-wage salary. There is agreement among both Republicans

and Democrats that we need to provide assistance to the "working
poor", but there is significant disagreement on the best way to

accomplish this goal.

The administration has proposed an increage in the minimum wage
as the solution to this problem. While such an incr:=ase would
provide some relief to the working poor, it would also have much
more far reaching effects, including placing large e :onomic
constraints on the private sector, a loss of entry-1:avel
positions, and an inflationary ripple effect on wages. A minimum
wage increase would also affect those persons who ar juably are
not in need of this assistance, such as teenagers wo king during
their summer vacation.

Our propogal would accomplish the goal of providing .1ssistance to
those who are truly in need -- working families -- wiile at the
same time avoiding the additional problems associate:l with a
minimum wage increase.

BA ROUND

The Earned Income Tax Credit (EITC), which was creat¢d in 1974,
provides a refundable tax credit to lower-income wor) ing families
with children and currently to some adult childless vorkers. The

EITC has expanded greatly since its Creation as a restult of both
Congreseional and Presidential initiacives, includin¢ efforts by

the Reagan, Bush and Clinton administrations.
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RECIPIENTS

Under current law, there are an estimated 18.2 million tax units
eligible for EITC. 12.7 million of these tax units are families
with children, of whom roughly 5.3 million have one child and 7.4
million have two or more children. The remaining 5.5 million
eligible tax units are childless workers ages 25 thiough 64.

PROP

This EITC reform proposal, which builds upon the refsrms in the
Republican Balanced Budget Act of 1955, will redesign and reform
the current EITC program in an effort to return the program to
its original purpose of serving low-income working families. The
proposal will address the following:

* Convert large annual "lump sum" EITC payments into

equal monthly payments so as to more practically
supplement family income

* Deny credit to undocumented workers
* Eliminate credit for childless adults
* Increase the support credit for parents

* Rename Earned Income Tax Credit the "Working Families
Support Credit"”

With the savings generated from these reforms, we wi.l
significantly increase the amount of credit recipien:s of the
Working Families Support Credit would receive.

If you believe that those people who are in need of r1age
assistance are America’s working families, as opposeil to
teenagers employer during their summer vacation, pleiise join us
in support of The Minimum Wage Increase for Families Act.

If you would like to cosponsor this legislation or i:' you have
additiocnal questions, please contact Chuck Seyfarcth vith
Representative Hutchinson at 5-4301.
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Robert J. Samuelson

Minimum Wage: Stale Symbolism

The dedate over the minimum wage is an
exercise in stale symbolism. The proposed in-
crease—from the $4.25 an hour to $5.15—
wald nnt dn mach th hala dha naae Ts —i-be
even hurt them. As such, the minimum wage is
less about socia! policy than politics. Roughly
threequarters of Americans think raising it is
the decent thing to do. So opponents are easily
stigmatized as cruel. In an election years, this is a
sunple way for Democrats (who generally favor
it) to embasrass Republicans (who don't).

If you doubt that, ponder some facts gathered
by New York Times veporter David Rosenbaur.
With computers, Rosenbaum had the officia)
presidential papers—iacluding presidential
speeches, statemeats and press conferences—
searched to find the mumber of times Clinton
advocaled a higher minimum wage in 1993 and
1994, when Democrals controlled Congress,
The answer: zero. In 1995 and 1996, with
Republicans controlling Congress, Clinton
plugged a higher minimum 47 times (through
March 11).

Public sympathy for a higher minimum rests
on two false beliefs. The first is that there’s a
permanent group of workers always stuch at the
minimum. [t follows, then, that i the minimum
isn't raised, their buying power oonstantly
erodes (o inflation. By this Iheory. we should find
some fixed, irreducible share of workers (say, S5
peroent) at the minimwm.

Wel), we don’t. Even atl the bottom of the
wage scale, inflation and competition for worhm
gradually raise pay rates. Between 1981 and
carly 1990, the minimum wage remained at
$2.35. What happened? In 1981 there were 7.8
million workers at the mimimum, or nearly 8
percent of 100 million workers. By 1989, only
3.2 million workers received the minimum, about
3 percent of the 117 million workers. U the
minimum had stayed at $3.35, almost no one

would receive it now. In 1995 3.7 million work-

ers were at the $3.25 minimum, 3 percent of the
125 miflion workers.

The secand myth is thal many minimum-wage
workers are family heads. In one press release,
the Labor Departmen! says that 40 percent of
minimum-wage workers “are the sole bread win-

ners of their family.” The implication is that their
low wages constitule an important eource of
poverty and hardship for children. Not so.

X" ‘uc\uy ny swaweneny, the Labor m
ment counts single people living by themselves
ay family heads—a definition that, though defen-
sible, defies common eense. In 1995 only 28
pement of minimum-wage workers were mar-

ried. Many were not in poverty, because the
lalm'lyliadtwoumeu Others didn't bave chik
dren. Obwvicusly, some single parents earned the
minimum wage. One study puts their number at
about 3 percent of minimum-wage workers.

One fariliar argument for a higher minimum
is that a full-time worker at the minimum should
have enough income to escape poverty. For
singles, this is no problem. Someone working 40
hours a week at $4.25 an hour eams $8,840 a
year, which is above the poverty line of $7,900

‘for singles. But the Labor Department complains

that a hull-time worker with three dependeonts
can't reach the poverty line of $15,600.

This may be, but the Labar Department’s
example is hardly typical. Consider:

» Changes in the minimum don’t affect most
poor aduits, because about 60 perceat don't have
jobs, and only about 10 percent have year-round,
a Among minimum-wage workers in 1995, about
ers didn't work 40 hours a week.
Moet (55 percent) were part-limers, working
less than 35 hours a week. (The share of
part-timers was identical among those earning
between $4.25 and $5.15 an hour,)
@ Most minimum-wage workers aren’t poor. In
1990, just before the last increase, about three-
quarters came {rom families with incomes above
the poverty line, estimates economist Richard
Burkhauser of Syracuse University. About two-
thirds had incomes at least 50 percent higher
than the poverty lme.

Most minimum-wage work consists of pan-
time, non-career jobs in fast food, retailing or
even telemarkeling. These jobs are filled heavily
by young, single, often middle-class workers. In
1995 two-thirds of them were under 30; only 20
percent were over 40. Even the benefits of a

hnghex mmimum for the poor are exaggerated.
Take the Labor Department’'s family of !ou:

With 'nm" atamne and tha Doam- P _.
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Credit, this family’s income (814.766) is now
only § peroent below the poverty line. The
higher minimum wage would, after changes in
food stamps and the EITC, raise the family’s
income 2 percent above the poverty line—as-
suming the worker still had a job.

. There’s the catch. Higher wages, if antificially
induced, may price some unshilled workers out
of the market. True, some economic research
questions whether modest increases in the mini-
mum cause job loss. Bul this research has been
harshly criticized, and most economists believe
that every 10 percent rise in the minimum could
erase between one percent and 2 percent of
effected jobs. By this math, a $5.1S minimum
might jeopardize between 100,000 and 200,000
jobs among younger workers, estimates econo-
mist David Neumark of Michigan State Univer-
sity.

Al exact estimates are suspect. Economists
can’t predict the precise eflects of small changes
in government policies. Because wages are rising
anyway, 3 Jegislated increase may mainly affect
the timing of future changes. At most, the poor
might benefit shightly; at worst, they might
suffer slightly. The real deception is that some-
thing important is being dose when al) that is
oocurring is a game of political one-upsmanship.

The danges is that people will believe the
deception. They will think thal government can
nise incomes by fiat, whea most people advance
through their own elforts and skills. If people
accept the illusion, they will want bigger (and

_more damaging) increases in the minimum. Even

economists who support the present proposal
agree that increaseas to, say, $6 or $7 would cost
jobs for the low-skilled. Because a Jow-paying job
is often the best way to a high-paying job, that
would be a huge step backward.

No matter. Our leaders are more comfortable
with replaying ancient (and irrelevant) debates
than facing present problems. These rituals are
more than dishonest. They are a sign of palitical
decadence.
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Supporting the Efforts of Low Wage Working Americans

Raising the Minimum Wage Is Not the Anrwer
March 1996

It is an election year, and the parties are once again arguing over the minimum wage.
Demacrats are right that government has a critical role to play in hel ping people work their
way out of poverty, in ralsing llving standards, and in reducing in quality. Increasing the
minimum wage, however, is the wrong strategy to promote these joals.

In 1989, the Progressive Policy Institute (PPI) demonstrated tha raising the minimum
wage could be counterproductive, raising prices for poor people while helping mainly
middJe class families. Instead, PPI and the Democratic Leadership Council (DLC) argued
thaqCongress should reform the Earned Income Tax Credit (EITC; to ensure that people
whg work full-time, year-round would be able to support their fam lies above the poverty
line/ In 1990, and again in 1993, Congress expanded the EITC along the lines proposed by
PPI, and Congress should reject calls to retreat from this commitm :nt.

At the same time, there are ways to expand opportunities for low wage workers to
work thelr way up the income scale. The key is to cut the deficit while investing in broader
prosperity. Congress should repeal up to $75 billion a year in \ nproductive industry
spendirg and tax subsidies; the lion's share of these resources st ould be channeled to
deficit reduction. The remainder could be dedicated to public investr 1ents to expand access
to higher education, through the National Service program ani the school-to-work
initiatve, and to skills enhancement through vouchers for retraining. '

These approaches offer sound, market-based assistance for lov' income workers. By
contrast, raising the minimum wage would be, at best, a blunt inst ument.

> The vast majority of minimum wage workers are in families that (lo not need public wage
supports because their incomes are well above the poverty level. Viost minimum wage
workers are not the sole support of low income families, but secondary workers in
moderate or middle income families, or primary workers in families with other
significant sources of income. Seventy percent of minimum wage workers are in
families well above the poverty level, and nearly 40 percen are in families with
incomes in the fop half of the income distribution.

- More than 75 percent of all poor Americans are ineligible for the minimum wage, and so
would not benefit from an increase. They don't qualify because tt ey (1) don't work (the
- elderly poor as well as the welfare poor), (2) earn more than z n increased minimum
wage (but work only part-time or part of the year), (3) work for themselves, or (4)
yacinm N work in jobs not covered by the minimum wage law.
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> The costs of an increase in the minimum wage would be borne dis proportionately by lower
income families. In the short run, a higher minimum wage 1alses costs and prices,
transferring resources from consumers to minimum wage wirkers. There are some
workers in low income families who would benefit sign ficantly, but the vast
majority of poor families would have to pay higher prices. T1 erefore, increasing the
minimum wage would produce a regressive transfer, maki; g most poor people a
little worse off in order to jmprove the lves, at least for a im, of a group of people
which is predominately non-poor. o

> A higher minimum wage does not protect jobs. Some have irgued that a higher
minimum wage could protect jobs, because the higher wage would give firms an
incentive to figure out how to use their minimum wage work 1rs more productively.

In effect, these analysts argue that higher wages yield highcr productivity, rather
than the reverse. There is no reliable empirical evidence to s ipport this view.

> In the end, raising the minimum wage would be self-defealing. Fimn s initially respond to

an increase in the minimum wage in the same way they respind to any increase in
fixed costs affecting all competing firms: They will incorpor ite the cost in higher
prices. This will tend to reduce jobs over a longer term, as higher prices reduce
demand for the industry's goods and services. Raising the mj1 imum wage will also
mean that no firms will hire additional workers whose V: lue to the firm falls
between the old minimum wage and the new one. So In 17any cases, a hizher
minimum wage can reduce job creation for low skilled people.

support other ways of helping low income workers.[The EITC—long 1 upported by PP! and
expanded by President Clinton in 1993—is a much better way of tar eting benefits to low
income working Americans. [For more information on the EITC, see Work and Poverty: A
Progressive View of the Minimum Wage and the Earned Income Tax Credi (June 1989), and An
American Working Wage: Ending Poverty in Working Families (February 990), both by Robert
J. Shapiro. We also support the use of vouchers for job training tc replace the current
system of more than 150 federal training programs—and other ¢langes to empower
workers—rather than burden business with additional rules and reg ilations.

For these reasons, the Democratic Leadership Cﬁcﬂ and Progre isive Policy Institute

The EITC program is not perfect, but many recent criticisms of it a e either exaggerated
or plainly incorrect. In their quest to attain a balanced budget, r any Republicans in
Congress have recently been very critical of the EITC program and targeted it for
significant reductions. This has occurred even though the program was started by President
Ford and received its largest expansion under President Reagan. For : nore information on
why recent criticisms are off the mark, see GOP Cuts in the EITC: Raising Taxes on the
Working Poor (June 19, 1995) by M. Jeff Hamond and Lyn A. Hogan.

To order any of these publications, please contact our Publications Dep. rtment at 1-800-546- |
0027 (in the Washington, DC metro area call, 202-544-6172), or visit our Web site at
http:/ /www .dicppi.org/. :
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"THE MINIMUM WAGE FOR FAMILIES ACT"

LEGISLATIVE DESCRIPTION AND SUMMARY

This proposal will fundamentally redesign the EITC, and rename it
the "Working Families Support Credit”.

RATIONALR

It has become difficult in recent years to support & family on a
minimum-wage salary. There is agreement among both Republicans

and Democrats that we need to provide assistance to the "working
poor", but there is significant disagreement on the best way to

accomplish this goal.

The adminigtration has proposed an increase in the minimum wage
as the solution to this problem. While such an incr:zase would
provide some relief to the working poor, it would also have much
more far reaching effects, including placing large e :onomic
constraints on the private sector, a loss of entry-1:avel
positions, and an inflationary ripple effect on wage3:. A minimum
wage increase would also affect those persons who ar juably are
not in need of this assistance, such as teenagers wo king during
their summer vacation.

Our proposal would accomplish the goal of providing ssistance to
those who are truly in need -- working families -- wiile at the
same time avoiding the additional problems associate:l with a
minimum wage increase.

BA ROUND

The Earned Income Tax Credit (EITC), which was creat¢d in 1974,
provides a refundable tax credit teo lower-income wor) ing families
with children and currently to some adult childless vorkers. The

EITC has expanded greatly since its creation as a result of both
Congressional and Presidencial initiacives, includin¢ efforts by

the Reagan, Bush and Clinton administrations.
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RECIPIENTS

Under current law, there are an estimated 18.2 million tax units
eligible for EITC. 12.7 million of these tax units are families
with children, of whom roughly 5.3 million have one child and 7.4
million have two or more children. The remaining 5.5 million
eligible tax units are childless workers ages 25 through 64.

'EBQEQELL

This EITC reform proposal, which builds upon the reforms in the
Republican Balanced Budget Act of 1995, will redesign and reform
the current EITC program in an effort to return the program to
its original purpose of serving low-income working families. The
proposal will address the following: '

¢t Convert large annual "lump sum* EITC payments into
equal monthly payments so as to more practically
supplement family income

* Deny credit to undocumented workers
* Eliminate credit for childless adults
* Increase the support credit for parents

* Rename Earned Income Tax €redit the "Working Families
Support Credit*

With the savings generated from these reforms, we wi.l
significantly increase the amount of credit recipien:s of the
Working Families Support Credit would receive.

If you believe that those people who are in need of r1age
assistance are America’s working families, as opposeil to
teenagers employer during their summer vacation, pleiise join us
in support of The Minimum Wage Increase for Families Act.

If you would like to cosponsor this legislation or i:' you have
additional questions, please contact Chuck Seyfarch vith
Representative Hutchinson at $-4301.



B4,24/96

13:43

There Are 153,900 Stories

NO.6eS5 Pev4

i Wisconsin’s Restaurents.

Here’s a Great One.

Wisconsin”
»
oY &
Success Stories
Chern Dohse
Cousins Submarines
herr Eadise s ene ol the meere thuan B4l poople
who work m Wisianisun's usLanants,
A~ o eenager, BA TR RTY POV | BYLINTINA UK PINTEN
Sulunarines s
Atentey did Cliern Hwnght i svantd auke of a pue
tempunny b,
Bt € frenn ponarsd she st s ansond dofleye, wnd then
" TETI TN
ays, TDut Ladeded stk st oan wath

Ad Catagre Rk watby ¢ beene

st theey gt Iief inles 3 mvase gy nent ey,

KT PN
atvit g Cant-apye drand h tes tiney s s ofhegee
depire

When i manages e own € onans nestsiront, €l
wuorkedwith g ot ) ¢ 4 1 bid~ proap
ke die T L L1 ln-.hn,; e, et~
veebnbec i them

om
HINK PARTY SUBS

unlml,'__ Hure'~snon we fuyh vous IRy

Chere Doba s ory soeaiiadord LTy BNy Wy~
Bt pronv vpieab i dmerb a7« Restrants Inad,
Marre iy e 1i oof nanagers anid o ey m
ehitry vl hunely P~

Wisconsin’s Restaurants.

Good Jobs. Great People. Extraordinary Opport anity.

L 2

This message is proudly brought 10 you by the Wisconsin Restaurant Association
1o celebrate the success siories in America’s foodservice industry.



ND.B33 Fddo

p4,24/96

13:43

Robert J. Samuelson

Minimum Wage: Stale Symbolism

The dedbate over the minimum wage is an
exercise in stale symbolism. The proposed in-
crease—from the $4.25 an hour to $5.15—

would not dn manch ta hain tha rane 0 —imte

even hurt them. As such, the minimum wage is
less about socia! policy than politics. Roughly
three-quarters of Americans think raising it is
the decent thing to do. So opponents are easily
stigmatized as cruel. In an election year, this is a
simple way for Democrats (who generally favor
it) to embarrass Republicans (who don’t).

If you doubt that, ponder some facls gathered
by New York Times reporter David Rosenbauro.
With computers, Rosenbaurn had the official
presidential papers—including presidential
speeches, statemeats and press conferences—
searched to find the number of times Clintoo
advocaled a higher minimum wage in 1993 and
1994, when Democrals controlled Congress.
The answer: zero, In 1995 and 1996, with
Republicans controlling Congress, Clinton
plugged a higher minimum 47 times (through
March 11).

Public sympathy for a higher minimum rests
on two false beliefs. The first is that there's a
permanent group of workera always stuch at the
minimum. [t follows, then, that § the minimum
isa't raised, their buying power constantly
eroden to inflation. By this theory, we should find
some fixed, irreducible share of warkers (say, 5
percent) at the minimum.

Wel), we don't. Even at the bottom of the
wage scale, inflation and competilion for workers
gradually raise pay rates. Between 1981 and
carly 1990, the minimum wage cemained at
$3.35. What happened? In 1981 there were 7.8
million workers at the miimum, or nearly 8
percent of 100 million workers. By 1989, only
3.2 million workers received the minimum, about

~ 3 pérceftt 01 e 11/ tnunon worseaa T e
miumum haa stayed at $3.35, almost no one
would receive it now. In 1995 3.7 million work-
ers were al the $4.25 minimum, 3 percent of the
125 million workers.

The second myth is thal many mninum-wage
workers are family heads. [n one press release,
the Labor Department says that 40 percent of
minimum-wage workers “are the sole bread win-

pers of their family.” The imptication is that their
low wages constitule an important eource of
paverty and hardship for children. Not so.

Tv guowsy NS Bulenmlent, the Labor Depart-
ment counts single people living by themselves
as family heads—a definition that, though defen-
sible, defies common sense. In 1995 only 28
percent of minimum-wage workers were mar-
ried. Many were not in poverty, because the
tamily had two earners. Qthers didn't have chil-
dren. Obviously, some single parents earnred the
minimum wage. One study puts their number at
about 3 percent of minimum-wage workers.

One farailiar argument for a higher minimum
is that 2 ful)-time worker at the minimum should
have enough income to escape poverty. For
singles, this is no problem. Somecne working 40
hours a week at $4.25 an hour eams $8,840 a
_year, which is above the poverty line of $7,900
for singles. But the Labor Department complains
that a full-lime worker with three dependents
can’t reach the poverty line of $15,600.

This may be, but the Labor Department's
example is hardly typical. Consider:

w Changea in the minimum don’t affect most
poor adults, because about 60 perceot don’t have
jobs, and only about 10 percent have year-round,
a Among minimum-wage workers in 1995, about
ers didn't work 40 hours a weel.
Moet (55 percent) were part-timers, working
fess than 35 hours a week. (The share of
part-timers was identical among those earning
between $4.25 and $5.15 aa hour.)
@ Most minimum-wage workers aren’t poor. In
1990, just before the (ast increase, about three-
quarters came from families with incomes above
:‘he ..j’f""" !;n’: estimates economist Richard
~r 8 e Beharen - o - WUH—V_':E—ISI( : Al o
thirds had incomes!_least_5n n!,m?.?,“ s(...l.:',o:
than the poverty line.

Most minimum-wage work consists of part-
time, non-career jobs in fast food, retailing or
even telemarketing. These jobs are filled heavily
by young, single, often middle-class workers. In
1995 two-thirds of them were under 30; only 20
percent were over 40. Even the benefits of a

higher. minimum for the poor are exaggerated.
Take the Labor Department’s family of four,
With food atamno and tha Bow-2 7o T
Credit, this family’'s income ($14,766) is now
only 5 percent below the poverty line. The
-higher minimum wage would, after changes in
food stamps and the EITC, raise the family's
income 2 percent above the poverty line—as-
suming the worker still had a job.

There's the catch. Higher wages, if sntificially
induced, may price some unskilled workers out
of the market. True, some economic research
questions whelher modest increases in the mini-
mum cause job Joss. But this research has been
harshly criticized, and most economists believe
that every 10 percent rise i the minimum could
erase between one percemt and 2 percent of
affecled jobs. By this math, a $5.15 minimum
might jeopardize between 100,000 and 200,000
jobs among younger workers, estimates econo-
rist David Neumark of Michigan State Univer-
sity.

All exact estimates are suspect. Economists
can't predict the precise effects of small changes
in goverament policies. Because wages are nising
anyway, 2 legislated increase may mainly affect
the timing of future changes, At most, the poor
might benefit slightly; at worst, they might
suffer clightly. The real deception is that some-
thing important is being dose when all that is
occurring is 2 game of political one-upsimanship.

The danges is that people will believe the
deception. They wil) think that government can
raise incomes by fiat, whea most people advance
through their own efforts and skills. If people
accept the illusion, they will want bigger (and
more damaging) increases in the minimum. Even
economists who support the present nrannc-l

agree that increases to, say, $6 or $7 would cospb
is often the best way to a high-paying job, that
would be a huge step backward.

No matter. Qur leaders are more comfortable
with replaying anciemt (and irrelevant) debates
than facing presemt problems. These rituals are
more than dishonest. They are a sign of political
decadence.
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Supporting the Efforts of Low Wage Workiag Americans

Raising the Minimum Wage Is Not the Aniwer
March 1996

It is an election year, and the parties are once again arguing over the minimum wage.
Democrats are right that government has a critical role to play in hel ping people work their
way out of poverty, in ralsing living standards, and in reducing in« quality. Increasing the
minimum wage, however, is the wrong strategy to promote these joals.

In 1989, the Progressive Policy Institute (PPI) demonstrated tha raising the minimum
wage could be counterproductive, raising prices for poor people while helping mainly
middle class families. Instead, PPI and the Democratic Leadership Zouncil (DLC) argued
thagCongress should reform the Earned Income Tax Credit (EITC; to ensure that people
whg, work full-time, year-round would be able to support their fam lies above the poverty
linef In 1990, and again in 1993, Congress expanded the EITC along the lines proposed by
PP, and Congress should reject calls to retreat from this commitm :nt.

At the same time, there are ways to expand opportunities for low wage workers to
work their way up the income saale. The key is to cut the deficit whi le investing in broader
prosperity. Congress should repeal up to $75 billion a year in \ nproductive industry
spendirg and tax subsidies; the lion's share of these resources st ould be channeled to
deficit reduction. The remainder could be dedicated to public investr wents to expand access
to higher education, through the National Service program ani the school-to-work
iniiative, and to skills enhancement through vouchers for retrainin g. '

These approaches offer sound, market-based assistance for lov' income workers. By
contrast, raising the minimum wage would be, at best, a blunt inst ument.

> The vast majority of minimum wage workers are in families that ilo not need public wage
supports because their incomes are well above the poverty level. Most minimum wage
workers are not the sole support of low income families, but secondary workers in
moderate or middle income families, or primary workers in families with other
significant sources of income. Seventy percent of minimum wage workers are in
families well above the poverty level, and nearly 40 percen are in families with
incomes in the fop half of the income distribution.

» More than 75 percent of all poor Americans are ineligible for the minimum wage, and so
would not benefit from an increase. They don't qualify because t} ey (1) don't work (the
- elderly poor as well as the welfare poor), (2) earn more than ¢ n increased minimum
wage (but work only part-time or part of the year), (3) work for themselves, or (4)
[xedmer M€ work in jobs not covered by the minimum wage law.
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> The costs of an increase in the minimum wage would be borne di propoﬂlonatcly by lower

income families. In the short run, a higher minimum wage 1aises costs and prices,
transferring resources from consumers to minimum wage wrkers. There are some
workers In low income families who would benefit sign ficantly, but the vast
majority of poor families would have to pay higher prices. T1 erefore, increasing the
minimum wage would produce a regressive transfer, maki; 8§ most poor people a
little worse off in order to jmprove the lives, at least for a m t, of a group of people
which is predominately non-poor. o

® A higher minimum wage does not protect jobs. Some have rgued that a higher
~minimum wage could protect jobs, because the higher wage would give firms an
incentive to figure out how to use their minimum wage work 'rs more productively.

In effect, these analysts argue that higher wages yield high r productivity, rather
than the reverse. There is no reliable empirical evidence to s ipport this view.

» In the end, raising the minimum wage would be self-defeating. Fim s initially respond to
an increase in the minimum wage in the same way they respind to any increase in
fixed costs affecting all competing firms: They will incorpor ite the cost in higher
prices. This will tend to reduce jobs over a longer term, as higher prices reduce
demand for the industry's goods and services. Raising the mi1 imum wage will also
mean that no firms will hire additional workers whose V: lue to the firm falls
between the old minimum wage and the new one. $So in 11any cases, a hizher
minimum wage can reduce job creation for low skilled people.

support other ways of helping low income workers.[The EITC—long : upported by PPI and
expanded by President Clinton in 1993—is a much better way of taryeting benefits to low
income working Americans_JFor more information on the EITC, see Work and Poverty: A
Progressive View of the Minimum Wage and the Earned Income Tax Credi (June 1989), and An
American Working Wage: Ending Poverly in Working Families (February 990), both by Robert
J. Shapiro. We also support the use of vouchers for job training t¢ replace the current
system of more than 150 federal training programs—and other ¢hanges to empower
workers—rather than burden business with additional rules and reg ilations.

For these reasons, the Democratic Leadership Cﬁﬂ and Progre :sive Policy Institute

The EITC program is not perfect, but many recent criticisms of it a  either exaggerated
or plainly incorrect. In their quest to attain a balanced budget, n any Republicans in
Congress have recently been very critical of the EITC program and targeted it for
significant reductions. This has occurred even though the program was started by President
Ford and received its largest expansion under Presjdent Reagan. For : nore information on
why recent criticisms are off the mark, see GOP Cuts in the EITC: Raising Taxes on the
Working Poor June 19, 1995) by M. Jeff Hamond and Lyn A. Hogan.

To order any of these publications, please contact our Publications Dep. irtment at 1-800-546-
0027 (in the Washington, DC metro area call, 202-544-6172), or viiit our Web site at
http:/ /www .dlcppi.org/. :
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"THE MINIMUM WAGE FOR FAMILIES ACT"

LEGISLATIVE DESCRIPTION AND SUMMARY

This proposal will fundamentally redesign the EITC, and rename it
the "Working Families Support Credit”.

RATIONALE

It has become difficult in recent years to support & family on a
minimum-wage salary. There is agreement among both Republicans
and Democrats that we need to provide assistance to the "working
poor", but there is significant disagreement on the best way toe
accomplish this goal.

The administration has proposed an increase in the minimum wage
as the solution to this problem. While such an incr:ase would
provide some relief to the working poor, it would al3’o have much
more far reaching effects, including placing large e:xonomic
constraints on the private sector, a loss of entry-1:vel
positions, and an inflationary ripple effect on wages. A minimum
wage increase would also affect those persons who ar juably are
not in need of this assistance, such as teenagers wo ‘king during
their summer vacation.

Our proposal would accomplish the goal of providing .issistance to
those who are truly in need -- working families -- wiile at the
same time avoiding the additional problems associate:! with a
minimum wage increase.

BA ROUND

The Earned Income Tax Credit (EITC), which was creat(d in 1974,
provides a refundable tax credit to lower-income wor)ing families
with children and currently to some adult childless vorkers. The

EITC has expanded greatly since its creation as a result of both
Congraesseional and Presidential initiacives, includin¢ efforts by

the Reagan, Bush and Clinton administrations.
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RECIPIENTS

Under current law, there are an estimated 18.2 million tax units
eligible for EITC. 12.7 million of these tax units are families
with children, of whom roughly 5.3 million have one child and 7.4
million have two or more children. The remaining 5.5 million
eligible tax units are childless workers ages 25 through 64.

PROPOSAL

This EITC reform proposal, which builds upon the refsrms in the
Republican Balanced Budget Act of 1995, will redesign and reform
the current EITC program in an effort to return the program to
its original purpose of serving low-income working families. The
proposal will address the following:

* Convert large annual "lump sum" EITC payments into
equal monthly payments so as to more practically
supplement family income

* Deny credit to undocumented workers
* Eliminate credit for childless adults
* Increase the support credit for parents

* Rename Earned Income Tax Credit the "Working Families
Support Credit”

With the savings generated from these reforms, we wi .l
significantly increase the amount of credit recipien:s of the
Working Families Support Credit would receive.

If you believe that those peocple who are in need of ‘rage
assistance are America’s working families, as oppeseil to
teenagers employer during their summer vacation, pleise join us
in support of The Minimum Wage Increase for Families Act.

If you would like to cosponsor this legislation or i:' you have
additional questions, please contact Chuck Seyfarch with
Representative Hutchinson at $-4301.




B4/24/96 13:43 _ ND.695 PBB4

ere Are 153,900 Stories
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Wisconsin’s Restaurants.

Good Jobs. Great People. Extraordinary Opport unity.
| 2

This message is provdly brought 10 you by the Wisconsin Restaurant Assaciation
1o celebrate the success stories in America’s foodservice indusiry.
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Robert J. Samuelson

Minimum Wage: Stale Symbolism

The dedate over the minimum wage is an
exercise in stale symbolism. The proposed in-
crease—from the $4.25 an housr to $5.15—

would not dn much tn haln tha mane T —tta

even hurt them. As such, the minimum wage is
less about socia! pelicy than politics. Roughly
three-quarters of Americans think raising it is
the decent thing to do. So opponents are easily
stigmatized as cruel. In an election year, this is a
simple way for Democrats (who generally faver
it) to embarrass Republicans (who don't).

If you doubt that, ponder some facts gathered
by New Yerk Times reporter David Rosenbaura.
With computers, Rosenbaum had the official
presidential papers—including presidential
speeches, slatemeats and press conferences—
searched to find the mumber of times Clintoo
advocaled a higher minimum wage in 1993 and
1994, when Democrals controlled Congress.
The answer; zero. In 1995 and 1996, with
Republicans controlling Congress, Clinton
plugged a higher minimum 47 times (through
March 11).

Public sympathy for a higher minimum rests
on two false beliefs. The first is that there’s a
permanent group of workers always stuch at the
minimum. [t follows, then, that i the minimum
isn't raised, their buying power constantly
erodes ta inflation. By this theory, we should find
some fixed, irmeducible share of workers (say, 5
peroent) al the minimum.

Wel), we don’t. Even at the bottom of the
wage scale, inflation and competition for workers
gradually raise pay rates. Between 1981 and
early 1990, the minimum wage remained at
$3.35. What happened? In 1981 there were 7.8
million workers at the mmimum, or nearly 8
percent of 100 million workers. By 1989, only
3.2 million workers received the minimum, about
3 percent of the 117 million workers. If the
minimum had stayed at $3.35, almost no one
would receive it now. In 1995 3.7 million work-
ers were at the $3.25 minimum, 3 percent of the
125 million workers.

The secand myth is that many mininitm-wage
workers are family heads. [n one press release,
the Labor Department says that 40 perceat of
minimum-wage workers “are the sole bread win-

ners of their family.” The imptication ia that their
low wages constitule an important souroe of
poverty and hardship for children. Not so.

Tv seowuy m3 Buatement, the Laber Depart-
ment counts single people living by themselves
ay family heads—a definition that, though defen-
sidle, defies common eense. In 1995 only 26
percent of minimum-wage workers were mar-
ried. Many were not in poverty, because the
(amily had two earners. Others didn’t have chi)-
dren. Obviously, some single parents earned the
minimum wage. One study puts their number at
about 3 percent of minimum-wage workers.

One faruiliar argument for a higher minimum
is that a ful)-time worker at the minimum should
have enough income to escape poverty. For
singles, this is no problem. Someone working 40
hours a week at $4.25 an hour eams $8,840 a

_year, which is above the poverty line of $7,900

for singles. But the Labor Department complains
that a full-time worker with three dependents
can’t reach the poverty line of $15,600.

This may be, but the Labor Department’s
example is hardly typical. Consider:

» Changes in the minimum don’t affect most
poor adults, because about 60 perceat don’t have
jobs, and only about 10 percent have year-round,
@ Among minimum-wage workers in 1995, about
ers didn't work 40 hours a week.
Moat (55 percent) were part-timers, working
fess than 35 hours a week. (The share of
part-timers was identical among those earning
between $4.25 and $5.15 an hour.)
® Most minimum-wage workers aren’t poor. In
1990, just before the last increase, about three-
quarters came from families with incomes above
the poverty line, estimates economist Richard
Burkhauser of Syracuse University, About two-
thirds had incomes at least 50 percent higher
than the poverty lne.

Most minimum-wage work consists of pan-
time, non-career jobs in fast food, retailing or
even telemarketing. These jobs are filled heavily
by young, single, often middle-class workers. In
1995 two-thirds of them were under 30; only 20
percent were over 40. Even the benefits of o

higher. mmimum for the poor are exaggerated.
Take the Labor Department’s family of fg_m.

With oo atamne and thn Toemod I -

Credit, this family’s income ($14,766) is now
only § percemt below the poverty line. The
higher mininum wage would, after changes in
food stamps and the EITC, raise the family's
income 2 percent above the poverty line—as-
suming the worker still had a job.

There's the catch. Higher wages, if pntificially
induced, may price some unshilled workers out
of the market. True, some economic yesearch
questions whether modest increases in the mini-
mum cause job Joss. But this research has been
harshly criticized, and most economists believe
that every 10 percent rise ia the minirsum could
erase between one percent and 2 percent of
affected jobs. By this math, a $5.15 minimum
might jeopardize between 100,000 and 200,000
jobs among younger workers, estimates econo-
mist David Neumark of Michigan State Univer-
sity.

All exact estimates are suspect. Economists
can’t predict the precise effects of small changes
in goverament policies. Because wages are rising
anyway, 2 legislated increase may mainly affect
the timing of future changes. At most, the poor
might benefit slightly; at worst, they might
suffer slightly. The real deception is that some-
thing important is being dose when al! that is
oocurring is 2 game of political one-upsmanship.

The dangesr is that people will believe the
deception. They will think that government can
naise incomes by fiat, whea most people advance
through their own efforts and shills. If people
accept the illusion, they will want bigger (and
more damaging) increases in the minimum. Even
economists who support the present proposal
agree that increases to, say, $6 or $7 would cost
jobs for the low-skilled. Because a low-paying job
is often the best way to a high-paying job, that
would be a huge step backward.

No matter. Our leaders are more comfortable
with replaying ancient (and irrelevant) debates
than facing present problems. These rituals are
more than dishonest. They are a sign of pelitical
decadence.
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Supporting the Efforts of Low Wage Workiag Americans

Raising the Minimum Wage Is Not the Anwer
March 1956

It is an electon year, and the parties are once again arguing over the minimum wage.
Democrats are right that government has a critical role to play in hel ping people work their
way out of poverty, in raising llving standards, and in reducing in( quality. Increasing the
minimum wage, however, is the wrong strategy to promote these joals.

In 1989, the Progressive Policy Institute (PP]) demonstrated tha ' raising the minimum
wage could be counterproductive, raising prices for poor people while helping mainly
middle class families. Instead, PPl and the Democratic Leadership Council (DLC) argued
thagCongress should reform the Earned Income Tax Credit (EITC; to ensure that people
whg, work full-time, year-round would be able to support their fam lies above the poverty
line/ In 1990, and again in 1993, Congress expanded the EITC along the lines proposed by
PPI, and Congress should reject calls to retreat from this commitm 'nt.

At the same time, there are ways to expand opportunities for low wage workers to
work their way up the income saale. The key is to cut the deficit while investing in broader
prosperity. Congress should repeal up to $75 billion a year in \ nproductive industry
spendirng and tax subsidies; the lion's share of these resources st ould be channeled to
deficit reduction. The remainder could be dedicated to public investt \ents to expand access
to higher education, through the National Service program ani the school-to-work
iniiative, and to skills enhancement through vouchers for retrainin g. '

These approaches offer sound, market-based assistance for lov' income workers. By
contrast, raising the minimum wage would be, at best, a blunt inst ument.

> The vast majority of minimum wage workers are in families that ilo not need public wage
supports because their incomes are well above the poverty level. Most minimum wage
workers are not the sole support of low income families, but secondary workers in
moderate or middle income families, or primary workers in families with other
significant sources of income. Seventy percent of minimum wage workers are in
families well above the poverty level, and nearly 40 percen are in families with
incomes in the fop half of the income distribution.

» More than 75 percent of all poor Americans are ineligible for the minimum wage, and so
would not benefit from an increase. They don't qualify because tt ey (1) don't work (the
elderly poor as well as the welfare poor), (2) eam more than z n increased minimum
wage (but work only part-time or part of the year), (3) work for themselves, or (4)

ec e N work in jobs not covered by the minimum wage law.
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> The costs of an increase in the minimum wage would be borne dis mpariionalcly by lower

income families. In the short run, a higher minimum wage |aises costs and prices,
transferring resources from consumers to minimum wage w rkers. There are some
workers In low income familles who would benefit sign ficantly, but the vast
majority of poor families would have to pay higher prices. T) erefore, increasing the
minimum wage would produce a regressive transfer, maki g most poor people a
little worse off in order to jmprove the lives, at least for a im», of 2 group of people
which is predominately non-poor. ‘

> A higher minimum wage does not protect jobs. Some have rgued that a higher
~minimum wage could profect jobs, because the higher wage would give firms an
incentive to figure out how to use their minimum wage work rs more productively.
In effect, these analysts argue that higher wages yleld highir productivity, rather
than the reverse. There is no reliable empirical evidence to s ipport this view.

> In the end, raising the minimum wage would be self-defea ling. Firn s initially respond to
an increase in the minimum wage in the same way they respond to any increase in
fixed costs affecting all competing firms: They will incorpor ite the cost in higher
prices. This will tend to reduce jobs over a longer term, as higher prices reduce
demand for the industry's goods and services. Raising the mj1 imum wage will also
mean that no firms will hire additional workers whose v:lue to the firm falls
between the old minimum wage and the new one. So In 11any cases, a hizher
minimum wage can reduce job creation for low skilled people.

support other ways of helping low income workers.[The EITC—long « upported by PPl and
expanded by President Clinton in 1993—is a much Better way of tary eting benefits to low
income working Americans. JFor more information on the EITC, see Work and Poverty: A
Progressive View of the Minifaum Wage and the Earned Income Tax Credi (June 1989), and An
American Working Wage: Ending Poverly in Working Families (February 990), both by Robert
J. Shapiro. We also support the use of vouchers for job training t¢ replace the current
system of more than 150 federal training programs—and other ¢hanges to empower
workers—rather than burden business with additional rules and reg 1lations.

For these reasons, the Democratic Leadership Cﬁﬂ and Progre isive Policy Institute

The EITC program is not perfect, but many recent criticisms of it a ‘e either exaggerated
or plainly incorrect. In their quest to attain a balanced budget, nany Republicans in
Congress have recently been very critical of the EITC program and targeted it for
significant reductions. This has occurred even though the program was started by President
Ford and received its largest expansion under President Reagan. For : nore information on
why recent criticisms are off the mark, see GOP Cuts in the EITC: Raising Taxes on the
Working Poor June 19, 1995) by M. Jeff Hamond and Lyn A. Hogan.

To order any of these publications, please contact our Publications Dep. rtment at 1-800-546-
0027 (in the Washington, DC metro area call, 202-544-6172), or viiit our Web site at
http:/ /www.dlcppi.org/. -
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nTHE MINIMUM WAGE FOR FAMILIES ACT"

LEGISLATIVE DESCRIPTION AND SUMMARY

This proposal will fundamentally redesign the EITC, and rename it
the "Working Families Support Credit".

RATIONALE

It has become difficult in recent Yyears to support ¢ family on a
minimum-wage salary. There is agreement among both Republicans

and Democrats that we need to provide assistance to the "working
poor", but there is significant disagreewment on the best way to

accomplish this goal.

The administration has proposed an increase in the minimum wage
as the solution to this problem. While such an incr:ase would
provide some relief to the working poor, it would also have much
more far reaching effects, including placing large e sonomic
constraints on the private sector, a loss of entry-l:vel
positions, and an inflationary ripple effect on wages. A minimum
wage increase would also affect those persons who ar juably are
not in need of this assistance, such as teenagers wo ’king during
their summer vacation.

Our proposal would accomplish the goal of providing .ssistance to
rhose who are truly in need -- working families -- wiile at the
same time avoiding the additional problems associate!l with a
minimum wage increase.

BA ROUND

The Earned Income Tax Credit (EITC), which was creattd in 1974,
provides a refundable tax credit to lower-income wor) ing families
with children and currently to some adult childless sorkers. The

EITC has expanded greatly since its creation as a result of both
Congreseional and Presidencial jnitiacives, includin¢ efforts by

the Reagan, Bush and Clinton administrations.
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RECIPIENTS

Under current law, there are an estimated 18.2 million tax units
eligible for EITC. 12.7 million of these tax units are families
with children, of whom roughly 5.3 million have one child and 7.4
million have two or more children. The remaining 5.5 million
eligible tax units are childless workers ages 25 thiough 64.

BROPOSAL

This EITC reform proposal, which builds upon the refsrms in the
Republican Balanced Budget Act of 19395, will redesign and reform
the current EITC program in an effort Lo return the program to
its original purpose of serving low-income working families. The
proposal will address the following:

t Convert large annual "lump sum" EITC payments into
equal monthly payments so as to more practically
supplement family income

* Deny credit to undocumented workers
* Eliminate credit for childless adults
* Increase the support credit for parents

* Rename Earned Income Tax Credit the "Working Families
Support Credit"”

With the savings generated from these reforms, we wi.l
significantly increase the amount of credit recipien:s of the
Working Families Support Credit would receive,

If you believe that those people who are in need of r1age
assistance are America’s working families, as opposel to
teenagers employer during their summer vacation, pleiise join us
in support of The Minimum Wage Increase for Families Act.

If you would like to coaponsor this legislation or i: you have
additional questions, Please contact Chuck Seyfarth 1iith
Representative Hutchinson at 5-4301.
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Robert J. Samuelson

Minimum Wage: Stale Symbolism

The dedate over the minimum wage is an
exercise in stale symbolism. The proposed in-
crease—from the $4.25 an hour to $5.15—
waoild not dn mach th hatn tha cnne 1 —it-
even hurt them. As such, the ainimum wage i3
less about social policy than politics. Roughly
threequarters of Americans think raising it is
the decent thing to do. So opponents are easily
stigmatized as cruel. In an election year, this is a
sunple way for Democrats (who generally favor
it) to embarrass Republicans (who don't).

If you doubt that, ponder some facts gathered
by New York Times reporter David Rosenbaum.
With computers, Rasenboum had the official
presidential papers—including presidential
speeches, statemeats and press conferences—
searched to find the number of times Clinton
advocaled a higher minimum wage in 1993 and
1994, when Democrals controlled Congress.
The answer: zero, In 1995 and 1996, with
Republicans controlling Congress, Clinton
plugged a higher minimum 47 times (through
March 11).

Public sympathy for a higher minimum sests
on two faise beliefs. The first is that there's a
permanent group of workera ajways stuchk at the
mininum. [t follows, then, that d the miaimum
is0't raised, their i power oconstantly
erodes Lo inflation. By this theory, we should find
some (ixed, irveducible share of warkers (say, 5
percent) at the minimum.

Well, we don't. Even al the bottom of the
wage scale, inflation and competition for workers
gradually raise pay rates. Between 1981 and
carly 1990, the minimum wage cemained at
$3.35. What happened? In 1981 there were 78
million workers at the minimum, or nearly 8
percent of 100 million workers. By 1989, only
3.2 million workers received the minimum, about
3 percent of the 117 million workers. U the
minimum had stayed at $3.35, almost no one
would receive it now. In 1995 3.7 million work-
ers were at the $4.25 minimum, 3 percent of the
125 million workers.

The secand myth is that many minimum-wage
workers are family heads. [n one press release,
the Labor Department says that 40 percent of
minimum-wage workers “are the sole bread win-

ners of their family.” The implication is that their
low wages constitute an tmportant souroce of
poverty and hardship for children. Not so.

Tv gusuiy n3 sdlement, ¢ Labor Depart-
ment counts single people living by themselves
as family heads—a definition that, though defen-
sible, defies common sense. In 1995 only 28
percent of minimum-wage workers were mar-
ried. Many were not in poverty, because the
(amily had two earners. Others didn't bave chi>
dren. Obviously, some single parents earned the
minimum wage. One study puts their number at
about 3 percent of minimum-wage workers.

One faroiliar argument for a higher minimum
is that a ful)-time worker at the miRimum should
have enough income to escape poverty. For
singles, this is no problem. Someoane working 40
hours a week at $4.25 an hour eams $6,840 a

_year, which is above the poverty line of $7,900

for singles. But the Laboy Department complains
that a fulk-lime worker with three dependents
can’t reach the poverty line of $15,600.

This may be, but the Laber Department’s
examuple is hardly typical. Consider:

w Changes in the minimum don't affect most
poor adults, because about 60 perceat don't have
jobs, and only about 10 percent have year-round,
& Among minimum-wage workers in 1995, about
ers didn't work 40 hows a week,
Moat (55 percent) were part-timers, working
!esaﬂun&Shoqmaweelt.(Theshauo!
part-timers wap identical among those earning
between $4.25 and $5.15 an hour.)
® Most minimum-wage workers aren’ poor. In
1990, just before the tast increase, about three-
Quarters came (rom families with incomes above
the poverty line, estimates economist Richard
Burkhauser of Syracuse University. About two-
thirds had incomes at least 50 percent higher
than the poverty line.

Most minimum-wage work comsists of pant-
time, non-career jobs in fast food, retailing or
even telemarketing. These jobs are filled heavily
by young, single, often middle-class workers. In
1995 two-thirds of them were under 30; only 20
percent were over 40. Even the benefits of »

higher. minimum for the poor are exaggerated,
Take the Labor Department's family of fous,
With fond atamne and tha B2 Il e
Credit, this family’s income (814,766) is now
only 5 percent below the poverty line. The
higher minimum wage would, after changes ig
food stamps and the EITC, raise the family’s
income 2 percent above the poverty line—as-
suming the worker still had a job.

There’s the catch, Higher wages, if antificially
induced, may price some unskilled workers out
of the market, Tme,somcecmnicnseanh
questions whetlier modest increases in the snini-

harshly criticized, and most eoconomists believe
that every 10 percent rise in the minimum could
erase between one percemt and 2 percent of
effected jobs, By this math, a $5.15 minimam
might jeopardize betweeq 100,000 and 200,000
jobs among younger workers, estimates econo-
mist David Neumark of Michigan State Univer-
sity.

Al exact estimates ase suspect. Economists
gm't predict the precise effects of small changes

the timing of future changes, At most, the poor
might benefit slightly; at worst, they might
suffer eightly. The real deception is that some-
thing important is being dode when al) that is
oocurring is a game of political one-upsmanship.

'lbedznse:isthatmlewillbelimlhe
deception. They will think that government can
raise incomes by fiat, whea most people advance
through their own efforts and shills. If people
accept the illusion, they will want bigger (and
more damaging) increases In the minimum. Even
economists who support the present proposal
agree that increases to, say, $6 or $7 would cost
fobs for the low-skilled. Because a low-paying job
is often the best way to 2 high-paying job, that
would be a buge step backward.

No matter. Our leaders are more comfortable
with replaying ancient (and irrelevant) debates
than [acing present problers, These rituals are
more than dishonest. They are a sign of political
decadence.
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Supporting the Efforts of Low Wage Working Americans

Raising the Minimum Wage Is Not the An rwer
March 1996

It Is an election year, and the parties are once again arguing over the minimum wags.
Demacrats are right that government has a critical role to play in hel ping people work their
way out of poverty, in ralsing living standards, and in reducing in« quality. Increasing the
minimum wage, however, is the wrong strategy to promote these joals.

In 1989, the Progressive Policy Institute (PPI) demonstrated tha raising the minimum
wage could be counterproductive, raising prices for poor people while helping mainly
middle class families. Instead, PPI and the Democratic Leadership Council (DLC) argued
thagCongress should reform the Earned Income Tax Credit (EITC. to ensure that people
whg work full-time, year-round would be able to support their fam lies above the poverty
line{ In 1990, and again in 1993, Congress expanded the EITC along the lines proposed by
PP, and Congress should reject calls to retreat from this commitm :nt.

At the same time, there are ways to expand opportunities for low wage workzss to
work their way up the income scale. The key is to cut the deficit while investing in brozder
prosperity. Congress should repeal up to $75 billion a year in 1 nproductive industry
spendirg and tax subsidies; the lion's share of these resources st ould be channeled to
defidt reduction. The remainder could be dedicated to public investr ents to expand access
to higher education, through the National Service program and the school-to-work
Initiative, and to skills enhancement through vouchers for retrainin g :

These approaches offer sound, market-based assistance for lov' income workers. By
contrast, raising the minimum wage would be, at best, a blunt inst ument.

> The vast majority of minimum wage workers are in families that lo not need public wage
supports because their incomes are well above the poverty level. Viost minimum wage
workers are not the sole support of low income families, but secondary workers in
moderate or middle income families, or primary workers in families with other
significant sources of income. Seventy percent of minimum wage workers are in
families well above the poverty level, and nearly 40 percen are in families with
incomes in the fop half of the income distribution.

 More than 75 percent of all poor Americans are ineligible for the minimum wage, and so
would not benefil from an increase. They don't qualify because ¢ ey (1) don't work (the
elderly poor as well as the welfare poor), (2) eam more than z n increased minimum
wage (but work only part-time or part of the year), (3) work for themselves, or (4)

Uene N6 work in jobs not covered by the minimum wage law.
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> The costs of an increase in the minimum wage would be borne dis proportionately by lower
income families. In the short run, a higher minimum wage |aises costs and prices,
transferring resources from consumers to minimum wage w irkers. There are some
workers In low income families who would benefit sign ficantly, but the vast
majority of poor families would have to pay higher prices. T erefore, increasing the
minimum wage would produce a regressive transfer, maki; g most poor people a
little worse off in order to jmprove the lives, at least for a im . of 2 group of people
which is predominately non-poor. '

> A higher minimum wage does not protect jobs. Some have wrgued that a higher
minimum wage could protect jobs, because the higher wage would give firms an
incentive to figure out how to use their minimum wage work :rs more productively.

In effect, these analysts argue that higher wages yleld highcr productivity, rather
than the reverse. There is no reliable empirical evidence to s ipport this view.

> In the end, raising the minimum wage would be self-defealing. Firn s initially respond to

an increase in the minimum wage in the same way they respiind to any increase in
fixed costs affecting all competing firms: They will incorpor ite the cost in higher
prices. This will tend to reduce jobs over a longer term, as higher prices reduce
demand for the industry's goods and services. Raising the mj1 imum wage will also
mean that no firms will hire additional workers whose v: lue to the firm falls
between the old minimum wage and the new one. So in 1nany cases, a higher
minimum wage can reduce job creation for low skilled people.

support other ways of helping low income workers.[The EITC—long : upported by PP] and
expanded by President Clinton in 1993—is a much better way of tary eting benefits to low
income working Americans. JFor more information on the EITC, see Work and Poverty: A
Progressive View of the Minimum Wage and the Earned Income Tax Credi (June 1989), and An
American Working Wage: Ending Poverty in Working Families (February 990), both by Robert
J. Shapiro. We also support the use of vouchers for job training t¢ replace the current
system of more than 150 federal training programs—and other <langes to empower
workers—rather than burden business with additional rules and reg ilations.

For these reasans, the Democratic Leadership CEi’dI and Progre :sive Policy Institute

The EITC program is not perfect, but many recent criticisms of it a e either exaggerated
or plainly incorrect. In their quest to attain a balanced budget, many Republicans in
Congress have recently been very critical of the EITC program and targeted it for
significant reductions. This has occurred even though the program was started by President
Ford and received its largest expansion under President Reagan. For : nore information on
why recent criticisms are off the mark, see GOP Culs in the EITC: Raising Taxes on the
Working Poor Qune 19, 1995) by M. Jeff Hamond and Lyn A. Hogan.

To order any of these publications, please contact our Publications Dep. irtment at 1-800-546-
0027 (in the Washington, DC metro area call, 202-544-6172), or visit our Web site at
http:/ /www.dIcppi.org/.

2.
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"THE MINIMUM WAGE FOR FAMILIES ACT"

LEGISLATIVE DESCRIPTION AND SUMMARY

This proposal will fundamentally redesign the EITC, and rename it
the "Working Families Support Credit".

RATIONALR

It has become difficult in recent years to support ¢ family on a
minimum-wage salary. There is agreement among both Republicans

and Democrats that we need to provide assistance to the "working
poor", but there is significant disagreement on the best way to

accomplish this goal.

The administration has proposed an increase in the minimum wage
as the solution to this problem. While such an incr:2ase would
provide some relief to the working poor, it would alsc have much
more far reaching effects, including placing large e :onomic
constraints on the private sector, a loss of entry-1avel
positions, and an inflationary ripple effect on wages. A minimum
wage increase would also affect those persons who ar juably are
not in need of cthis assistance, such as teenagers wo 'king during
their summer vacation.

Our proposal would accomplish the goal of providing ssistance to
those who are truly in need -- working families -- wiile at the
same time avoiding the additional problems associate!l with a
minimum wage increase.

BA ROUND

The Earned Income Tax Credit (EITC), which was creat(d in 1974,
provides a refundable tax credit to lower-income wor) ing families
with children and currently to some adult childless \orkers. The

EITC has expanded greatly since its Creation as a retult of both
Congressional and Presidencial initiacives, includin¢ efforts by

the Reagan, Bush and Clinton administrations.
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RECIPIENTI

Under current law, there are an estimated 18.2 million tax units
eligible for EITC. 12.7 million of these tax units are families
with children, of whom roughly 5.3 million have one child and 7.4
million have two or more children. The remaining 5.5 million
eligible tax units are childless workers ages 25 through 64.

BROPOSAL

This EITC reform proposal, which builds upon the reforms in the
Republican Balanced Budget Act of 1935, will redesign and reform
the current EITC program in an effort to return the program to
its original purpose of serving low-income working families. The
proposal will address the following: '

* Convert large annual "lump sum* EITC payments into
equal monthly payments so as to more practically
supplement family income

* Deny credit to undocumented workers

* Eliminate credit for childless adults
* Increase the support credit for parents

* Rename Earned Income Tax Credit the "Working Fimilies
Support Credit”

With the savings generated from these reforms, we wi.l
significantly increase the amount of credit recipien:s of the
Working Families Support Credit would receive.

If you believe that those people who are in need of ‘'iage
assistance are America’s working families, as opposel to
teenagers employer during their summer vacation, pleiise join us
in support of The Minimum Wage Increase for Families Act.

If you would like to cosponsor this legislation or i’ you have
additiocnal questions, please contact Chuck Seyfarch iith
Representative Hutchinson at 5-4301.
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Robert J. Samuelson

Minimum Wage: Stale Symbolism

The dedate over the minimum wage is an
exercise in stale eymbolism. The proposed in-
crease—from the $4.25 an hour to $5.15—

world nat dn mach ta haln tha nase T —i-te

even hurt them. As such, the minimum wage is
less about social policy than pelitics. Roughly
three-quarters of Americans think raising it is
the decent thing to do. So opponents are easily
stigmatized as cruel. In an election year, this is a
simple way for Democrats (who generally favor
it) to embarrass Republicans (who don’t).

It you doubt that, ponder some facis gathered
by New York Times reporter David Rosenbauro.
With computers, Rosenbaum had the official
presidential papers—including presidential
speeches, statemeats and press conferences—
searched to find the rumber of times Clintoo
advocated a higher minimum wage in 1993 and
1994, when Democrals controlled Congress.
The answer: zero, In 1995 and 1996, with
Republicans controlling Congress, Clinton
plugged 3 higher minimum 47 times (through
March 11).

Public sympathy for a higher minimum sests
on two fajse beliefs. The first is that there’s a
permanent group of workers always stuch at the
minisnum. [t follows, then, that d the minimum
isn't raised, their buying power oconstanty
erodes o inflation. By this theory, we should find
some fixed, irreducible share of workers (say, 5
percent) at the minimum.

Wel), we don't. Even at the bottom of the
wage scale, inflation and competition for workers
gradually raise pay rates, Between 1981 and
early 1990, the minimum wage remained at
$3.35. What happened? In 1981 there were 7.8
million workers at the mmimum, or neasly 8
percent of 100 million workers. By 1989, only
3.2 million workers received the minimum, about
3 percent of the 117 million workers. Uf the
minimum had stayed at $3.35, almost no one
would receive it now. In 1995 3.7 million work-
ers were at the $4.25 minimum, 3 percent of the
125 million workers.

The second myth is thal many mininium-wage
workers are family heads. In one press release,
the Labor Department says that 40 percent of
minimun-wage workers “are the sole bread win-

pers of their family.” The implication is that their
low wages constitule sn important eouroe of
poverty and hardship for children, Nat so.

Tv juousy m3 BUALCMENt, the Labor Depart-
ment counts single people living by themselves
as family heads—a definition that, though defen-
sible, defies common sense. In 1995 only 28
percent of minimum-wage workers were mar-
ried. Many were not in poverty, because the
(amily had two earners. Others didn’t bave chil-
dren. Obviously, some single parents earned the
minimum wage. One study puts their number at
about 3 percent of minimum-wage workers.

One faroiliar argument for a higher minimum
is that a full-time worker at the minimum should
have enough income to escape poverty. For
singles, this is no problem. Someone working 40
hours a week at $4.25 an hour eams $8,840 a
year, which is above the poverty line of $7,900

‘for singles. But the Labor Department complains

that a full-time worker with three dependents
can’t reach the poverty line of $15,600.

This may be, but the Lsbar Department’s
example i9 hardly typical. Consider:

» Changea in the minimum don’t affect most
poor adults, because about 60 perceat don’t have
jobs, and only about 10 percent have year-round,
@ Among minimum-wage workers in 1995, about
three-quarters didn't work 40 hours a week.
Mosat (55 percent) were part-timers, working
fess Uian 35 hours a week. (The share of
part-timers was identical among those earning
between $4.25 and $5.15 an hout.)

@ Most minimum-wage workers aren’t poor. In
1990, just before the (ast increase, about three-
quarters came from families with incomes above
the poverty line, estimates economist Richard
Burkhauser of Syracuse University. About two-
thirds had incomes at least 50 percent higher
than the poverty line.

Most minimum-wage work consists of pan-
\ime, non-career jobs in fast food, retailing or
even telemarkeling. These jobs are filled heavily
by young, single, often middle-class workers. In
1995 two-thisds of them were under 30; only 20
percent were over 40. Even the benefits of o

higher. minimum for the poor are exaggerated,
Take the Labor Department’s family of fous,
With food atamae and tha Com-2 T--- " T
Credit, this family’s income ($14,766) is now
only 5 percent below the poverty line. The
higher minimum wage would, after changes in
food stamps and the EITC, raise the family'a
income 2 pergent above the poverty line—as-
suming the worker still had a job.

There’s the catch. Higher wages, if srtificially
induced, may price some unskilled workers out
of the market. Troe, some economic research
questions whether modest increases in the mini-
mum cause job loes. But this research has been
harshly criticized, and most economists believe
that every 10 percent rise in the miniraum could
erase between one percent and 2 percemt of
affected jobs. By this math, a $5.15 minimum
might jeopardize between 100,000 and 200,000
jobs among younger workers, estimates econo-
mist David Neumark of Michigan State Univer-
sity.

All exact estimates are suspect. Economists
can't predict the precise effects of small changes
in government policies. Because wages are nsing
anyway, 3 legislated increase may mainly affect
the timing of future changes. At most, the poor
might benefit slightly; at worst, they might
suffer stightly. The real deception is that some-
thing important is being done when al) that is
occurring is a game of political one-upsmanship.

The danges is that people will believe the
deceplion. They will think that government can
niise incomes by fiat, whea most people advance
through their own efforts and slills. If people
accept the illusion, they will want bigger (and

‘more damaging) increases in the minimum. Even

economists who support the present proposal
agree that increases to, say, $6 or 37 would cost
jobs for the low-skilled. Because a low-paying job
is often the best way to a high-paying job, that
would be a huge step backward.

No matter, Our leaders are more comfortable
with replaying ancient (and irrelevant) debates
than facing presemt problems. These rituals are
more than dishonest. They are a sign of political
decadence. ‘ :
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Supporting the Efforts of Low Wage Working Americans

Raising the Minimum Wage Is Not the An rwer
March 1996

Tt Is an election year, and the parties are once again arguing over the minimum wage.

Democrats are right that government has a critical role to play in hel ping people work their
way out of poverty, in raising living standards, and in reducing in quality. Increasing the
minimum wage, however, is the wrong strategy to promote these joals.

In 1989, the Progressive Policy Institute (PPI) demonstrated tha raising the minimum
wage could be counterproductive, raising prices for poor people while helping mainly
middle class families. Instead, PPl and the Democratic Leadership Council (DLC) argued
thaqCongress should reform the Earned Income Tax Credit (EITC; to ensure that people
whg, work full-time, year-round would be able to support their fam lies above the poverty
linef In 1990, and again in 1993, Congress expanded the EITC along the lines proposed by
PPI, and Congress should reject calls to retreat from this commitm :nt.

At the same time, there are ways to expand opportunities for low wage workers to
work their way up the income scale. The key is to cut the deficit whi le investing in broader
prosperity. Congress should repeal up to $75 billion a year in + nproductive industry
spendirg and tax subsidies; the lion's share of these resources stould be channeled to
deficit reduction. The remainder could be dedicated to public investr rents to expand access
to higher education, through the National Service program ani the school-to-work
iniiative, and to skills enhancement through vouchers for retrainin g. '

These approaches offer sound, market-based assistance for lov' income workers. By
contrast, raising the minimum wage would be, at best, a blunt inst ument.

> The vast majority of minimum wage workers are in families that \lo not need public wage
supports because their incomes are well above the poverty level. Vost minimum wage
workers are not the sole support of low income families, but secondary workers in
moderate or middle income families, or primary workers in families with other
significant sources of income. Seventy percent of minimum wage workers are in
families well above the poverty level, and nearly 40 percen are in families with
incomes in the fop half of the income distribution.

» More than 75 percent of all poor Americans are ineligible for the minimum wage, and so
would not benefil from an increase. They don't qualify because t ey (1) don't work (the

- elderly poor as well as the welfare poor), (2) earn more than 2 n increased minimum
wage (but work only part-time or part of the year), (3) work for themselves, or (4)

e s SE work in jobs not covered by the minimum wage law.
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» The costs of an increase in the minimum wage would be borne dis propaﬁionntcly by lower

income families. In the short run, a higher minimum wage 12ises costs and prices,
transferring resources from consumers to minimum wage w.irkers. There are some
workers in low income families who would benefit sign ficantly, but the vast
algritv_ of npor families would have ta pav highar welee- = - - - 7
Tminimum wage would produce a regre;si;e t:amf:r r‘::k‘l; ';'m? lncreasinglthe
little worse off in order to jmprove the lives, at lgast for a im», P People 2

which is predominately non-poor. of a group of people

> A.h'igher minimum wage does not protect jobs. Some have
minimum wage could protect jobs, because the higher wag
incentive to figure out how to use their minimum wage work

In effect, these analysts argue that higher wages viel
than the reverse. There is no reliable egmpiricalgevi):iizn‘:ehtigl:

irgued that a higher
would give firms an
'rs more productively.

r productivity, rather
ipport this view.

> In the end, raising the minimum wage would be self-defeating. Firn s initially respond to
an increase in the minimum wage in the same way they respnd to any increase in
fixed costs affecting all competing firms: They will incorpor ite the cost in higher
prices. This will tend to reduce jobs over a longer term, as higher prices reduce
demand for the industry's goods and services. Raising the mji imum wage will also
mean that no firms will hire additional workers whose v:lue to the firm falls
between the old minimum wage and the new one. So in 1nany cases, a higher
minimum wage can reduce job creation for low skilled people.

For these reasons, the Democratic Leadership Coyncil and Progre :sive Policy Institute
support other ways of helping low income workers.Eﬁe EITC—long « upported by PPI and
expanded by President Clinton in 1993—is a much better way of tary eting benefits to low
income working Americans. JFor more information on the EITC, see Work and Poverty: A
Progressive View of the Minimum Wage and the Earned Income Tax Credi (June 1989), and An
American Working Wage: Ending Poverly in Working Families (February 990), both by Robert
J. Shapiro. We also support the use of vouchers for job training tc replace the current
system of more than 150 federal training programs—and other canges to empower
workers—rather than burden business with additional rules and reg ilations.

The EITC program is not perfect, but many recent criticisms of it a ‘e either exaggerated
or plainly incorrect. In their quest to attain a balanced budget, nany Republicans in
Congress have recently been very critical of the EITC program and targeted it for
significant reductions. This has occurred even though the program was started by President
Ford and received its largest expansion under President Reagan. For : nore information on
why recent criticisms are off the mark, see GOP Culs in the EITC: Raising Taxes on the
Working Poor (June 19, 1995) by M. Jeff Hamond and Lyn A. Hogan.

To order any of these publications, please contact our Publications Dep. rtment at 1-800-546-
0027 (in the Washington, DC metro area call, 202-544-6172), or viiit our Web site at
http:/ /www.dlcppi.org/. -
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"THE MINIMUM WAGE FOR FAMILIES ACT"

B4/24/56

LEGISLATIVE DESCRIPTION AND SUMMARY

This proposal will fundamentally redesign the EITC, and rename it
the "Working Families Support Credit". :

RATIONALR

It has become difficult in recent years to support : family on a
minimum-wage salary. There is agreement among both Republicans

and Democrats that we need to provide assistance to the "working
poor", but there is significant disagreement on the bsest way to

accomplish this goal.

The administration has propesed an increase in the minimum wage
as the solution to this problem. While such an incr2ase would
‘provide some relief to the working poor, it would al so have much
more far reaching effects, including placing large e:onomic
constraints on the private Bector, a loss of entry-1:vel
positions, and an inflationary ripple effect on wages. A minimum
wage increase would also affect those persons who ar juably are
not in need of this assistance, such as teenagers wo king during
their summer vacation.

Our proposal would accomplish the goal of providing .issistance to
those who are truly in need -- working families -- wiile at the
same time avoiding the additional problems associated with a
minimum wage increase.

BA ROUND

The Earned Income Tax Credit (EITC), which was creat¢d in 1974,
provides a refundable tax credit to lower-income wor) ing families
with children and currently to some adult childless vorkers. The

EITC has expanded greatly since its creation as a result of both
Congressicnal and Presidencial initiacives, includin¢ efforts by

the Reagan, Bush and Clinton administrations.
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Under current law, there are an estimated 18.2 million tax units
eligible for EITC. 12.7 million of these tax units are families
with children, of whom roughly 5.3 million have one child and 7.4
million have two or more children. The remaining 5.5 million
eligible tax units are childless workers ages 25 through 64.

BROPOSAL

This EITC reform proposal, which builds upon the refsrms in the
Republican Balanced Budget Act of 1995, will redegign and reform
the current EITC program in an effort to return the orogram to
its original purpose of serving low-income working families. The
pProposal will address the following:

* Convert large annual "lump sum" EITC payments into
equal monthly payments so as to more practically
supplement family income

* Deny credit to undocumented workers
* Eliminate credit for childless adults
* Increase the support credit for parents

* Rename Earned Income Tax Credit the "Working Families
Support Credit*

With the savings generated from these reforms, we wi.l
significantly increase the amount of credit recipien:s of the
Working Families Support Credit would receive.

If you believe that those people who are in need of 'iage
assistance are America’s working families, as opposeil to
teenagers employer during their summer vacation, pleiise join us
in support of The Minimum Wage Increage for Families Act.

If you would like to cosponsor this legislation or i:' you have
additional questions, Please contact Chuck Seyfarth tiith
Representative Hutchinson at 5-4301.
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Robert J. Samuelson

Minimum Wage: Stale Symbolism

The debate over the minimum wage is an
exercise in stale symbolism. The proposed in-
crease—from the $4.25 an hour to $5.15—
woruld not dn marh tn hola tha nane T —: -‘
even hurt them. As such, the minmum wage is
less about social policy than politics. Roughly
three-quarters of Americans think raising it is
the decent thing to do. So opponents are easily
stigmatized as cruel. In an election year, thisis a
simple way for Democrats (who generally {avor
it) to embarrass Republicans (who don't).

If you doubt that, ponder some facis gathered
by New York Times reporter David Rosenbaur.
With computers, Rosenbaum had the official
presidential papers—including presidential
speeches, staterneats and press conferences—
searched to find the mumber of times Clinton
advocaled a higher minimum wage in 1993 and
1994, when Democrals controlled Congress.
The answer: zero, In 1995 and 1996, with
Republicans controlling Congress, Clinton
plugged a higher minimum 47 times (through
March 11).

Public sympathy for a higher minimum rests
on two false beliefs. The first is that there's »
permanent group of workers always stuck at the
minisnum. [ follows, then, that  the minimum
is0't raised, their buying power constantly
erodes {0 inﬂalion. By thia theory, we should find
some foed, irreducible share of warkers (say, 5
peroent) al the minimum.

WeD, we don’t. Even at the bottom of the
wage scale, inflation and competition for workers
graduzlly raise pay rates. Between 1981 and
carly 1990, the minimum wage ¢emained at
$3.35. What happened? In 1981 there were 7.8
million workers at the mmimum, or pearly 8
percent of 100 million workers. By 1989, only
3.2 million workers received the minimum, about
3 percent of the 117 million workers. If the
minimum had stayed at $3.35, almost no one
would receive it now. In 1995 3.7 million work-
ers were at the $4.25 minimum, 3 percent of the
125 million workers.

The second myth is thal many minimum-wage
workers are family heads. In one press release,
the Labor Department says that 40 percent of
minimum-wage workers “are the sole bread win-

vers of their family.” The implication is that their
low wages constitule an important eouroe of
poverty and bardship for children. Not so.

sw geswuy n3 BUALCITENL, the Labor Depart-
ment counts single people living by themselves
as family heads—a definition that, though defen-
sible, defies common sepse. In 1995 only 28
peroent of minimum-wage workers were mar-
ried. Many were not in poverty, because the
(amily had two earners. Others didn't have chi)-
dren. Obviously, some single parents eamed the
minimum wage. One study puts their number at
about 3 percent of minimum-wage workers.

One faruiliar argument for a higher minimum
is that a full-time worker at the minimum should
have enough income to escape poverty. For
singles, this is no problem. Someone warking 40
hours a week at $4.25 an hour eams $8,840 a
year, which is above the poverty line of $7,900
for singles. But the Labor Department complains
that a full-time worker with thsee dependents
can't reach the poverty line of $15,600.

This may be, but the Laber Department’s
example is hardly typical. Consider:

» Changes in the minimum don't affect most
poor adults, because about 60 perceat don't have
jobs, and only about 10 percent have year-round,
a Amoung minimum-wage workers in 1995, about
ers didn't work 40 hours a week.
Moat (55 percent) were part-timers, working
less than 35 hours a week. (The share of
part-timere was identical among those earning
between $4.25 and $5.15 an hour,)
@ Most minimum-wage workers azen’t poor. In
1990, just before the last i increase, about three-
quarters came {rom families with incomes above
the poverty line, estimates economist Richard
Burkhauser of Syracuse University. About two-
thirds had incomes at least 50 percent higher
than the poverty line.

Most minimum-wage work consists of part-
time, non-career jobs in fast food, retailing or
even telemarkeling. These jobs are filled heavily
by young, single, often middle-class workers. In
1995 two-thirds of them were under 30; only 20
percent were over 40. Even the benefits of a

lughel minimum for the poor are exaggerated.
Take the Labor Department’'s family of !ou

With lnnri atamno and tha l.‘-_.-J [ PO
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Credit, this family’'s income ($14.766) is now
only § percent below the poverty line. The
higher minimum wage would, after changes in
food stamps and the EITC, raise the family's
income 2 percent above the poverty line—as-
suming the worler still had a job.

There’s the catch, Higher wages, if artificially
induced, may price some unshilled workers out
of the market. True, some economic research
questions whether modest increases in the mini-
mum cause job Joss. But this research has been
barshly crilicized, and most economists believe
that every 10 percent rise in the miniraum could
erase between one percent and 2 percent of
affected jobs. By this math, a $5.15 minimum
might jeopardize betweea 100,000 and 200,000
jobs among younger workers, estimates econo-
mist David Neumark of Michigan State Unjiver-
sity.

Al exact estimates are suspect. Economists
can’t predict the precise effects of small changes
in government poticies. Because wages are rising
anyway, 3 legislated increase may mainly affect
the timing of future changes. At most, the poor
might benefit slightly; at worst, they might
suffer slightly. The real deception is that some-
thing important is being dote when all that is
oocurring is 2 game of political one-upsmanship.

The danges is that people will believe the
deception. They will think that government can
raise incomes by fiat, whea most people advance
through their own efforts and shills. If people
accepuhetl!us:on.lhcyw\!lmt bigger (and

‘more damaging) increases in the minimum. Even

economists who support the present proposal
agree that increases to, say, $6 or $7 would cost
jobs for the low-skilled. Because a low-payiog job
is often the best way to a high-paying job, that
would be a huge step backward.

No matter. Our leaders are more comfortable
with seplaying ancient (and irrelevant) debates
than facing present problermns. These rituals are
more than dishonest. They are a sign of political
decadence.
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Supporting the Efforts of Low Wage Working Americans

Raising the Minimum Wage Is Not the Anwer
March 1956

It is an election year, and the parties are once again arguing over the minimum wage.
Democrats are right that government has a critical role to play in hel ping people work their
way out of poverty, in ralsing living standards, and in reducing in quality. Increasing the
minimum wage, however, is the wrong strategy to promote these soals.

In 1989, the Progressive Policy Institute (PPI) demonstrated tha raising the minimum
wage could be counterproductive, raising prices for poor people while helping mainly
middle class families. Instead, PPI and the Democratic Leadership Zouncil (DLC) argued
thagCongress should reform the Earned Income Tax Credit (EITC; to ensure that people
whg work full-time, year-round would be able to support their fam lies above the poverty
linef In 1990, and again in 1993, Congress expanded the EITC along the lines proposed by
PPI, and Congress should reject calls to retreat from this commitm :nt.

At the same time, there are ways to expand opportunities for low wage workers to
work thelr way up the income scale. The key is to cut the deficit while investing in broader
prosperity. Congress should repeal up to $75 billion a year in '\ nproductive industry
spendirg and tax subsidies; the lion's share of these resources st ould be channeled to
deficit reduction. The remainder could be dedicated to public investr rents to expand access
to higher education, through the National Service program ani the school-to-work
iniiadve, and to skills enhancement through vouchers for retrainin g. '

These approaches offer sound, market-based assistance for lov' income workers. By
contrast, raising the minimum wage would be, at best, a blunt inst ument.

> The vast rjority of minimum wage workers are in families that (lo not need public wage
supports because their incomes are well above the poverty level. Viost minimum wage
workers are not the sole support of low income families, but secondary workers in
moderate or middle income families, or primary workers in families with other
significant sources of income. Seventy percent of minimum wage workers are in
families well above the poverty level, and nearly 40 percen are in families with
incomes in the top half of the income distribution.

» More than 75 percent of all poor Americans are ineligible for the minimum wage, and so
would nol benefil from an increase. They don't qualify because tt ey (1) don't work (the
elderly poor as well as the welfare poor), (2) earn more than 2 n increased minimum
wage (but work only part-time or part of the year), (3) work for themselves, or (4)

Jucdmer ~E  work in jobs not covered by the minimum wage law.
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» The costs of an increase in the minimum wage would be borne dis proportionately by lower
income families. In the short run, a higher minimum wage 1aises costs and prices,
transferring resources from consumers to minimum wage w.irkers. There are some
workers in low income families who would beneft sign ficantly, but the vast
majority of poor families would have to pay higher prices. Tl erefore, increasing the
minimum wage would produce a regressive transfer, maki g most poor people a
little worse off in order to jmprove the lives, at least for a tim t, of a group of people
which is predominately non-poor. o

» A higher minimum wage does not protect jobs. Some have irgued that a higher
minimum wage could protect jobs, because the higher wage would give firms an
incentive to figure out how to use their minimum wage work :rs more productively.

In effect, these analysts argue that higher wages yleld higher productivity, rather
than the reverse. There is no reliable empirical evidence to s ipport this view.

> In the end, raising the minimum wage would be self-defeating. Firn s initially respond to

an increase in the minimum wage in the same way they respind to any increase in
fixed costs affecting all competing firms: They will incorpor ite the cost in higher
prices. This will tend to reduce jobs over a longer term, as higher prices reduce
demand for the industry's goods and services. Raising the mji imum wage will also
mean that no firms will hire additional workers whose V: lue to the firm falls
between the old minimum wage and the new one. So in 1nany cases, a higher
minimum wage can reduce job creation for low skilled people.

support other ways of helping low income workers./The EITC—long : upported by PPl and
expanded by President Clinton in 1993—is a much better way of tary eting benefits to low
income working Americanstot more information on the EITC, see Work and Poverty: A
Progressive View of the Minifium Wage and the Earned Income Tax Credi (June 1989), and An
American Working Wage: Ending Poverly in Working Families (February 990), both by Robert
J. Shapiro. We also support the use of vouchers for job training t¢ replace the current
system of more than 150 federal training programs—and other ¢hanges to empower
workers—rather than burden business with additional rules and reg ilations.

For these reasans, the Democratic Leadership Cﬁd’ and Progre :sive Policy Institute

The EITC program is not perfect, but many recent criticisms of it g e either exaggerated
or plainly incorrect. In their quest to attain a balanced budget, many Republicans in
Congress have recently been very critical of the EITC program and targeted it for
significant reductions. This has occurred even though the program was started by President
Ford and received its largest expansion under President Reagan. For : nore information on
why recent criticisms are off the mark, see GOP Cuis in the EITC: Raising Taxes on the
Working Poor (June 19, 1995) by M. Jeff Hamond and Lyn A. Hogan.

To order any of these publications, please contact our Publications Dep. rtment at 1-800-546-
0027 (in the Washington, DC metro area call, 202-544-6172), or viiit our Web site at
http:/ /www.dlcppi.org/. o
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"THE MINIMUM WAGE FOR FAMILIES ACT"

84,24/96

LEGISLATIVE DESCRIPTION AND SUMMARY

This proposal will fundamentally redesign the EITC, and rename it
the "Working Families Support Credit*.

RATIONALR

It has become difficult in recent years to support ¢ family on a
minimum-wage salary. There is agreement among both Republicans

and Democrats that we need to provide assistance to the "working
poor", but there is significant disagreement on the sest way to

accomplish this goal.

The administration has proposed an increase in the minimum wage
as the solution to this problem. While such an incr:ase would
provide some relief to the working poor, it would alsoc have much
more far reaching effects, including placing large e:cnomic
constraints on the private sector, a loss of entry-1:vel
positions, and an inflationary ripple effect on wages. A minimum
wage increase would also affect those persons who arjuably are
not in need of this assistance, such as teenagers wo-king during
their summer vacation.

Our proposal would accomplish the goal of providing .ssistance to
those who are truly in need -- working families -- while at the
same time avoiding the additional problems associatel with a
minimum wage increase.

BACKGROUND

The Earned Income Tax Credit (EITC), which was creat¢d in 1974,
provides a refundable tax credit te lower-income wor) ing families
with children and currently to some adult childless vorkers. The

EITC has expanded greatly since its creation as a result of both
Congreesiconal and Presidential initiacives, includin¢ efforts by

the Reagan, Bush and Clinton administrations.
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Under current law, there are an estimated 18.2 million tax units
eligible for EITC. 12.7 million of these tax units are families
with children, of whom roughly 5.3 million have one child and 7.4
million have two or more children. The remaining 5.5 million
eligible tax units are childless workers ages 25 thiough 64.

BROPOSAL

This EITC reform proposal, which builds upon the refsrms in the
Republican Balanced Budget Act of 1995, will redesign and reform
the current EITC program in an effort to return the program to
its original purpose of serving low-income working families. The
proposal will address the following:

* Convert large annual "lump sum* EITC payments into
equal monthly payments so as to more practically
supplement family income

* Deny credit to undocumented workers
* Eliminate credit for childless adults
* Increase the support credit for parents

* Rename Earned Income Tax Credit the "Working Families
Support Credit”

With the savings generated from these reforms, we wi.l
significantly increase the amount of credit recipien:s of the
Working Families Support Credit would receive. '

If you believe that those people who are in need of r1age
assistance are America’s working families, as opposeil to
teenagers employer during their summer vacation, pleise join us
in support of The Minimum Wage Increase for Families Act.

If you would like to cosponsor this legislation or i:’ you have
additional questions, please contact Chuck Seyfarcth viith
Representative Hutchinson at 5-4301.
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Minimum Wage: Stale Symbolism |

The dedate over the minimum wage is an
exercise in stale symbolism, The proposed in-
crease—from the $4.25 an hour to $5.15—
would ot dn maoch tn haln dha nane To —i-t
even hurt them. As such, the minmmum wage is
Jess about socia! policy than politics. Roughly
three-quarters of Americans think vaising it is
the decent thing to do. So opponents are easily
stigmatized as cruel. In an election year, this is a
simple way for Demacrats (who generally favor
it) to embarrass Republicans (who don’t).

If you doubt that, pondec some facis gathered
by New York Times reporter David Rosenbaura.
With computers, Rosenbaum had the official
presidential papers—including presidential
speeches, statements and press conferences—
searched to find the number of times Clinton
advocated a higher minimum wage in 1993 and
1994, when Democrals conuolled Congress.
The answer: zero. In 1995 and 1996, with
Republicans controlling Congress, Clinton
plugged a higher minimum 47 times (through
March 11).

Public sympathy for a higher minimum rests
on two false beliefs. The first is that there’'s a
permanent group of workers always stuck at the
minimum. [V follows, then, that d the minimum
isn't raised, their buying power oonstantly
erodes to inflation. By this theory, we should find
some (xed, irreducible share of warkers (say, 5
percent) at the minimum.

Wel, we don't. Even at the bottom of the
wage scale, inflation and competition for workers
gradually raise pay rates. Between 1981 and
carly 1990, the minimum wage remnained at

$3.35. What happened? In 1981 there were 7.8

million workers at the mmimum, or nearly 8
percent of 100 million workers. By 1989, only
3.2 million workers received the minimum, about
3 percent of the 117 million workers. Ul the
minimum had stayed at $3.35, almost no one
would receive it now. In 1995 3.7 million work-
ers were at the $3.25 minimum, 3 percent of the
125 million workers.

The second myth is that many minimum-wage
workers are family heads. In one press release,
the Labor Department says that 40 percent of
minimum-wage workers “are the sole bread win-

pers of their family.® The implicalion is that their
low wages constitule an important eource of
poverty and hardship for children. Not so.

v gecusy ny suatement, e Labor Vepart-
ment counts single people living by themselves
as family heads—a definition that, though defen-
sible, defies common sense. In 1995 only 28
percent of minimum-wage workers were mar-
ried. Many were not in poverty, because the
(amily had two earners. Others didn’t have chi)-
dren. Obviously, some single parents eamned the
minimum wage. One study puts their number at
about 3 percent of minimum-wage workers.

One faroiliar argument for a higher minimum
is that a full-time worker at the minimum should
have enough income to escape poverty. For
singles, this is no problem. Someone working 40
hours a week at $4.25 an hour eams $8,840 a

_year, which is above the poverty line of $7,900

for singles. But the Labor Department complains
that a full-time worker with three dependents
can't reach the poverty line of $15,600.

This may be, but the Labor Department’s
example is hardly typical. Consider:
®» Changes in the minimum don't affect most
poor aduits, because about 60 perceot don’t have
jobs, and only about 10 percent have year-round,
@ Amoug minimum-wage workers in 1995, about

ers didn't work 40 hours a week.
Moat (55 percent) were part-timers, working
fess than 35 hours a week. (The share of
part-timers was identical among those eaming
between $4.25 and $5.15 an hout,)
® Most minimum-wage worhers aren’t poor. In
1990, just before the last increase, aboul three-
quarters came f{rom families with incomes above
the poverty line, estimates economist Richard
Burkhauser of Syracuse University. About two-
thirds had incomes at least 50 percent higher
than the poverty lne.

Mosat minimum-wage work consists of pant-
time, noncareer jobs in fast food, retailing or
even telemarkeling. These jobs are filled heavily
by young, single, often middle-class workers. in
1995 two-thirds of them were under 30; only 20
percent were over 40. Even the benefits of

higher. mmimum for the poor are exaggerated.
Take the Labor Department’s family of fous.

With fond atamna and tha Boee-d 0 -

Credit, this family’s income ($14,766) is now
only S percent below the poverty line. The
higher minimum wage would, after changes in
food stamps and the EITC, raise the family's
inoome 2 percent above the poverty line—as-
suming the worker still had a job.

There's the catch. Higher wages, if artificially
induced, may price some unshilled workers out
of the market. True, some economic research
questions whether modest increases in the mini-
mum cause job Joss. But this research has been
harshly criticized, and most economists believe
that every 10 percent rise in the minimum could
erase between one percemt and 2 percent of
affected jobs. By this math, a $5.15 minimum
might jeopardize between 100,000 and 200,000
jobs among younger workers, estimates econo-
mist David Neumark of Michigan State Unjver-
sity.

All exact estimates are suspect. Economists
can't predict the precise effects of small changes
in goverument policies. Because wages are nising
anyway, 2 legislated increase may mainly affect
the timing of future changes, At most, the poor
might benefit slightly; at worst, they might
suffer slightly. The real deception is that some-
thing important is being dote when al} that is
oocurring is a game of political one-upsmanship.

The danges is that people will believe the
deception. They will think thatl government can
raise incomes by fiat, wheo most people advance
through their own efforts and shills. If people
accept the illusion, they will want bigger (and
more damaging) increases in the minimum. Even
economists who support the present proposal
agree that increases to, say, $6 or $7 would cost
jobs for the low-skilled. Because 2 low-paying job
is often the best way to a high-paying job, that
would be a huge step backward.

No matter. Our leaders are more comfortable
with replaying ancient (and irrelevant) debates
than facing present problerns. These rituals are
more than dishonest, They are a sign of political
decadence.
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Supporting the Efforts of Low Wage Working Americans

Raising the Minimum Wage Is Not the Anrwer
March 1956

It is an election year, and the parties are once again arguing over the minimum wage.
Democrats are right that government has a critical role to play in hel ping people work theie
way out of poverty, in ralsing living standards, and in reducing in quality. Increasing the
minimum wage, however, is the wrong strategy to promote these joals.

In 1989, the Progressive Policy Institute (PPI) demonstrated tha raising the minimum
wage could be counterproductive, raising prices for poor people while helping mainly
middje class families. Instead, PPl and the Democratic Leadership Zouncil (DLC) argued
thagCongress should reform the Earned Income Tax Credit (EITC; to ensure that people
whg work full-time, year-round would be able to support their fam lies above the poverty
Un? In 1990, and again in 1993, Congress expanded the EITC along the lines proposed by
PPI, and Congress should reject calls to retreat from this commitm :nt.

At the same time, there are ways to expand opportunities for low wage workers to
work their way up the income scale. The key is to cut the deficit while investing in broader
prosperity. Congress should repeal up to $75 billion a year in 1 nproductive industry
spendirg and tax subsidies; the lion's share of these resources st ould be channeled to
deficit reduction. The remainder could be dedicated to public investr 1ents to expand access
to higher education, through the National Service program ani the school-to-work
Initiadve, and to skills enhancement through vouchers for retrainin g. '

These approaches offer sound, market-based assistance for lov' income workers. By
contrast, raising the minimum wage would be, at best, 2 blunt inst ument. '

® The vast majority of minimum wage workers are in families that (lo not need public wage
supports because their incomes are well above the poverty level. Most minimum wage
workers are not the sole support of low income families, but secondary workers in
moderate or middle income families, or primary workers in families with other
significant sources of income. Seventy percent of minimum wage workers are in
families well above the poverty level, and nearly 40 percen are in families with
incomes in the fop half of the income distribution.

> More than 75 percent of all poor Americans are ineligible for the minimum wage, and so
would not benefil from an increase. They don't qualify because t} ey (1) don't work (the
elderly poor as well as the welfare poor), (2) earn more than : n increased minimum
wage (but work only part-time or part of the year), (3) work for themselves, or (4)

Jucdre M work in jobs not covered by the minimum wage law.
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> The costs of an increase in the minimum wage would be borne di proporiionalcly by lower

income families. In the short run, a higher minimum wage Iaises costs and prices,
transferring resources from consumers to minimum wage w.irkers. There are some
workers in low income familles who would benefit sign ficantly, but the vast
majority of poor families would have to pay higher prices. T1 erefore, increasing the
minimum wage would produce a regressive transfer, maki g most poor people a
little worse off in order to jmprove the lives, at least for a im Y, of a group of people
which is predominately non-poor. '

® A higher minimum wage does not protect jobs. Some have wrgued that a higher
minimum wage could profect jobs, because the higher wage would give firms an
incentive to figure out how to use their minimum wage work :rs more productively.

In effect, these analysts argue that higher wages yleld high(r productivity, rather
than the reverse. There is no reliable empirical evidence to s ipport this view.

® In the end, raising the minimum wage would be self-defeating. Firn s initially respond to

an increase in the minimum wage in the same way they respiind to any increase in
fixed costs affecting all competing firms: They will incorpor ite the cost in higher
prices. This will tend to reduce jobs over a longer term, as higher prices reduce
demand for the industry's goods and services. Raising the mj1 imum wage will also
mean that no firms will hire additional workers whose V: lue to the firm falis
between the old minimum wage and the new one. So in 1hany cases, a hizher
minimum wage can reduce job creation for low skilled people.

support other ways of helping low income workers.[The EITC—long : upported by PP and
expanded by President Clinton in 1993—is a much better way of tarj eting benefits to low
income working Americans. [For more information on the EITC, see Work and Poverty: A
Progressive View of the Minimum Wage and the Earned Income Tax Credi (June 1989), and An
American Working Wage: Ending Poverly in Working Families (February 990), both by Robert
J. Shapiro. We also support the use of vouchers for job training t¢ replace the current
system of more than 150 federal training programs—and other clanges to empower
workers—rather than burden business with additional rules and reg ilations.

For these reasons, the Democratic Leadership Cﬁcﬂ and Progre isive Policy Institute

The EITC program is not perfect, but many recent criticisms of it a either exaggerated
or plainly incorrect. In their quest to attain a balanced budget, m any Republicans in
Congress have recently been very critical of the EITC program and targeted it for
significant reductions. This has occurred even though the program was started by President
Ford and received its largest expansion under President Reagan. For : nore information on
why recent criticisms are off the mark, see GOP Cuts in the EITC: Raising Taxes on the
Working Poor Qune 19, 1995) by M. Jeff Hamond and Lyn A. Hogan.

To order any of these publications, please contact our Publications Dep. rtment at 1-800-54¢6-
0027 (in the Washington, DC metro area call, 202-544-6172), or visit our Web site at
http:/ /www.dlcppi.org/. '
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