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Octobers, 1998

MEMORANDUM FOR GENE SPERLING

FROM: JONORSZAG ^

SUBJECT: Impact of Minimum Wage Increase on Small Business

The Jerome Levy Economics Institute conducted a survey of 568 small businesses and / 
asked three questions: (1) would an increase in the minimum wage alter your decision to hire / ^ 1/
former welfare recipients?; (2) did the 1996-1997 increase in the minimum wage affect your 
hiring or employment decisions?; and (3) if the minimum wage were raised raised to $6 per hour, 
would it affect your overall hiring or employment decisions? The results of the survey were as 
follows:

RESPONSE TO SURVEY QUESTIONS ON MINIMUM WAGE

(1) Would an increase in the 
minimum wage alter your decision 
to hire former welfare recipients?

(2) Did the 1996-1997 increase in 
the minimum wage affect your 
hiriUg or employment decisions?

(3) If the minimum wage were 
raised raised to $6 per hour, would it 
affect your overall hiring or 
employment decisions?

Yes

9.9%

6.2%

20.7%

No

84.8%

-7T
89.4%

75.6%

Don’t Know

5.3%

4.4%

3.7%

Amazingly, only 6.2 percent of small businesses felt that the 1996-1997 hike in the 
minimum wage had affected their overall hiring and employment practices. Of the 6.2 percent 
of employers who said their decisions were affected, 17.1 percent indicated that they hired fewer 
workers and 5.7 percent indicated that they laid off workers. That means that just 0.33 percent of 
all small businesses laid off workers due to the 1996-1997 minimum wage hike.

Although the percentage of businesses that expected that their decisions would be 
affected by an increase to a $6 minimum wage is quite higher (20.7 percent), few of them 
thought they would reduce employment. Of the 20.7 percent, 29.3 percent said they would hire 
fewer workers and 11.2 percent said they would lay workers off The remainder would reduce 
benefits, show smaller profits, or pass on the higher wage in terms of higher prices. If this 
survey is correct, fewer than 3 percent of all small businesses would fire workers if the minimum 
wage were raised to $6 per hour.
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hiring decisions at just 6.2% 

of the businesses. At most of 

the affected companies, own­
ers reduced new hires. Only 

0.33% laid anyone off.
Even a raise to $6, the 

survey indicated, would slow 

new hiring at just 20% of the 

companies. “It shows there's 

some room [for 

another increase], 

but there are also
prisingl,, small- llearly limits,"
business owners HM«10R.EmWl»lII!Klsl»s? says Oren Levin-

PAY CHECK

MYTH AND
THE MINIMUM WAGE
ON SEPT. 22, THE SENATE nixed 

a Democratic proposal to 

again raise the minimum 

wage, with Republicans howl­
ing that it would 

be bad for small 

business. But sur-
LITTLE IMPACT

89.4°^
don't seem to 

agree.
That, at least, 

is the finding of a 

new study from - 
the nonpartisan 

Jerome Levy Eco­
nomics Institute | 
at Bard College.
The authors surveyed 568 

commercially and geographi­
cally diverse small businesses 

and found that the most re­
cent minimum-wage hike, 

from $4.75 to $5.15 per hour 

in September, 1997, affected

Waldman, one of 

the study's au­
thors. Some ex­
perts say the sur­
vey avoids the 

pitfalls of other 

such studies by 

relying on em­
ployer responses 

and not focusing on teenagers 

or food service.
The minimum wage cur­

rently totals $10,712 annual­
ly—or $2,090 below the 

poverty line for a family of 

three. Edith Updike

6 BUSINESS WEEK / OCTOBER 12. 1998
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he Employment Policies Institute is a nonprofit research 

I organization dedicated to studying public policy issues 

I surrounding employment growth. In particular, EPI 
research focuses on issues that affect entry-level 

employment. Among other issues, EPI research has quantified 

the impact of new labor costs on job creation, explored the 

connection between entry-level employment and welfare 

reform, and analyzed the demographic distribution of 

mandated benefits. EPI sponsors nonpartisan research which 

is conducted by independent economists at major universities 

around the country.

David Maepherson is Professor of Economics and Research Director of the Pepper Institute on Aging and 
Public Policy at the Florida State University. His specialty is applied labor economics. His current research 
interests include pensions, discrimination, industry deregulation, labor unions, and the minimum wage.

He is the author of many articles in leading labor economics and industrial relations journals including 
the Journal of Labor Economics, Industrial and Labor Relations Review, and the Journal of Human 
Resources. He is also co-author of the annual Union Membership and Earnings Data Book: Compila­
tions from the Current Population Survey published by the Bureau of National Affairs. In addition, he 
is a co-author of the undergraduate labor economics text Contemporary Labor Economics as well as 
the forthcoming book Pensions and Productivity. He received his Ph.D. from Pennsylvania State 
University in 1987.



I EFFECTS OF THE 1998 CALIFORNIA MINIMUM WAGE INCREASE

Executive Summary
Based upon an analysis of Labor Department data, Dr. David Macpherson finds the 1998 California 

minimum wage hike from $5.15 to $5.75 per hour will cause more than 25,000 workers to lose job oppor­
tunities. As a consequence, California workers will lose approximately $230 million in annual income. At 
the same time, minimum wage employers will see their labor costs rise by $790 million per year in order to 
provide minimum wage workers an increase in average family income of only 2%.

On February 12, 1998, President Clinton proposed raising the federal minimum wage in two annual 50- 
cent increments, from $5.15 to $5.65 and then $6.15 per hour. In support of this proposal, the President 
and others claim that minimum wage increases of such magnitudes do not cost jobs, and that the benefits 
of these increases accrue primarily to poor adults trying to raise families. With this legislative proposal on 
the table, it is instructive to read Dr. Macpherson’s study of expected effects from California’s statewide 
increase in its minimum wage from $5.15 to $5.75, which is effective March 1, 1998.

Who will be affected?
Macpherson finds that fewer than one-fifth of the workers who will be affected by the minimum wage 

increase are the sole breadwinners in families with children. The annual family income of affected workers 
averages more than $30,000, and in some localities, e.g., San Francisco, exceeds $40,000. These income fig­
ures indicate that most minimum wage workers are members of families with multiple workers. Only one in 
five affected workers lives in a family with income of less than $10,000.

Of affected workers, many are very young; 20% are teens aged 16-19 and an additional 23% are young 
adults aged 20-24; 27% are living with a parent or parents. More than half of affected workers have never 
been married.

How will they be affected?
Of the 25,000 lost job opportunities resulting from the California increase, Hispanic workers will ac­

count for more than half. Almost half of the burden will be borne by workers with annual family incomes 
less than $20,000, as well as workers under age 25. One-third of the lost jobs will be in the retail sector, 
and almost another third will be in the service sector. Geographically, more than half of the lost jobs will 
be in the Los Angeles area.

Dr. Macpherson estimates that the $790 million in additional annual labor costs associated with the Cali­
fornia minimum wage increase will fall disproportionately on retail employers ($238 million) and service- 
sector employers ($225 million), and on employers in the Los Angeles area ($300 million).

Of the total income gains generated by the wage hike, only one dollar in five will go to workers living in 
families with incomes of less than $10,000. Hence, the wage hike appears to be an inefficient policy tool 
for raising low-income workers out of poverty. The average increase in family income of affected workers 
will be a very modest 2.3%.

PAGES



EFFECTS OF THE T998 CALIFORNIA MINIMUM WAGE INCREASE I

Conclusion
This study demonstrates that increases in the minimum wage entail real consequences and costs. Even a 

50-cent (or ten percent) increase can cause significant job loss and impose substantial costs on employers 
and job seekers. At the same time, such an increase does little to combat poverty, even among those that 
don’t lose their jobs.

Rebel A. Cole, Chief Economist 
Employment Policies Institute

PAGE 4



I EFFECTS OF THE 1998 CALIFORNIA MINIMUM WAGE INCREASE

1. Introduction
“Living wage” campaigns have emerged in nearly 

three dozen states and cities.' According to propo­
nents, a living wage is approximately one-half of the 
average local or state wage. In an attempt to in­
crease the wages of low-income workers so as to 
meet this goal, living wage supporters propose that 
states and municipalities mandate minimum wage 
rates greater than the federal minimum wage rate, 
which was $5.15 per hour as of September 1, 1997.

This study examines in a variety of dimensions 
the effects of one such law. In California, the mini­
mum wage will rise from $5.15 to $5.75 in March 
1998. The study reaches several conclusions regard­
ing this minimum wage increase. First, the workers 
affected by this increase tend to be much younger 
and less educated than the average California 
worker. Second, only one-fifth of the affected work­
ers are the sole earners for families supporting one 
or more children. Third, the impact on family in­
come will be modest—the average increase in the 
family income of these workers will be a very mod­
est 2.3%. Fourth, the minimum wage increase is 
projected to cause 25,816 workers to lose their 
jobs, with one-third of the job losses in the retail 
trade industry. These workers will lose $230 million 
in annual income. Fifth, the cost to employers will 
be substantial—estimated at $790 million per year in 
additional labor costs.

The study is organized as follows: The data em­
ployed to calculate some of the consequences of a 
higher minimum wage are described in section 2, 
and a statistical portrait of the workers affected by 
the minimum wage increase is provided in section 
3. The impact of the increase on the distribution 
of family income is discussed in section 4. An 
analysis of the employment effects of the minimum 
wage increase is presented in section 5, and an in­

vestigation of the cost to employers of the wage 
hike as well as the income loss to laid-off workers 
is reported in section 6. Lastly, section 7 provides a 
summary and conclusion.

2. The Data
To analyze the effects of the 1998 California 

minimum wage increase, data are drawn from the 
January 1995 through October 1997 Current Popu­
lation $urvey (CP$) Outgoing Rotation Group 
(ORG) files. The CP$ ORG has the important ad­
vantage of being a large and representative sample 
of the population.

The main sub-sample of the CP$ ORG data em­
ployed here includes wage and salary workers who 
are residents of California, 16 years of age or older, 
and whose hourly wage is between $5.15 and $5.75 
in March 1998 dollars.^ Observations missing data 
necessary to compute the hourly wage, family in­
come, or other relevant variables are deleted from the 
sample. The data appendix describes the calculation 
of the hourly wage variable and other data issues.

3. Who will be Affected 

by the Minimum Wage 

Increase?
A vivid statistical portrait of the workers affected 

by the minimum wage increase (i.e., earning $5.15- 
$5.75 in March 1998 dollars) emerges from Table 1, 
which presents for such workers the means of demo­
graphic variables as well as the population size of 
subgroups. For comparison purposes, means for all

PAGES



EFFECTS OF THE 1998 CALIFORNIA MINIMUM WAGE INCREASE

California workers and for all California residents 
who are 16 years of age and older are also included. 
The results reveal that a large fraction of workers 
affected by the higher minimum wage are young. In 
fact, 19.9% of affected workers are between 16 and 
19 years of age, and an

Workers Affected by California's 
1998 Minimum Wage Hike:

Years of Schooling

16 or More

Exactly 12 
25%

additional 23.3% are 
between 20 and 24 
years of age. Thus,
43.2% of affected 
workers are 24 or 
younger. This amounts 
to 569,633 of the af­
fected workers.

The affected work­
ers differ from the 
average California
resident on several other demographic characteris­
tics. The affected workers are substantially less edu­
cated than the average Californian as nearly 
one-half (628,279 workers) have not graduated 
from high school. Also, they are much more likely 
to be never-married (52.6%) and Hispanic (53.2%) 
than the population as a whole.

Workers impacted by the minimum wage increase 
are less likely to be

Workers Affected by California's 
1998 Minimum Wage Hike:

Family Status

supporting a family 
than the typical Cali­
fornia worker. For 
example, 26.8% of 
the workers 
(352,857) are living 
with their parent or 
parents, while only 
10.6% of all Califor­
nia workers are in 
this category. Also, 
they are much less 
likely to be a dual
earner in a married couple (22.4% versus 39.8%) 
than the typical California worker. Lastly, less than 
one-fifth are a single head or a single earner in a 
married couple supporting a family with children.

The family income of the affected worker is 
somewhat lower than the average California resi­
dent ($30,586 versus $46,509). However, less than 
21% of the minimum wage workers are in families 
with an income of less than $10,000. In fact, more

than 52% are in fami­
lies with an income of 
$20,000 or more, sug­
gesting that this in­
crease in the 
California minimum 
wage does a poor job 
of targeting families 
living in poverty.

All California Workers:
Years of Schooling

Less than 12 > 
17% /16 or More 

27%

Dual Earner

.. Living Alone or 
With Relatives 
54%SlnsleEier 

with Kids

Single Head/ 
Married No Kids

The affected work­
ers are less involved 
in the labor market 

than the average California worker. More than 
40% of the affected workers are employed part- 
time, while only 18% of all California employees 
work part-time. In addition, the affected work­
ers are employed 2 fewer weeks per year than 
the typical worker.

The location of the affected workers differs from 
the typical California resident and worker. The af­

fected workers are 
more likely to hve in 
the Los Angeles- 
Long Beach PMSA 
(34.8%) than the 
average California 
resident (28.9%).
On the other hand, 
they are much less 
likely to hve in the 
San Francisco 
CMSA (13.1%) than 
the average Cahfor- 
nia resident (21.2%).

As shown in Table 2, the family income of the 
affected workers varies substantially depending on 
the location in the state. Affected workers in the

All California Workers:
Family Status

■""I:.:.:::-

Uinng Alone or 
With RelaUves 
36%Dual Earner 

39%

Single 
with Kids 
20%

Single Head/ 
Married No Kids
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I EFFECTS OF THE 1998 CALIFORNIA MINIMUM WAGE INCREASE

Workers Affected by California's 
1998 Minimum Wage Hike:

Average Family Income by Locality

$50,936
JSO.OOO —^------------------------------------------------------------------------------------------------------------------- ----------------- ---—

$35,313-----------------------------------------

= m|1m|“tttttttWOakland San Francisco Sacramonto SanDlogo CALIFORNIA Los-Angeles- Baksreflald
Long Beach

San Francisco area have much higher family in­
comes than their counterparts in the Los Angeles 
area. For example, workers living in Oakland have a 
mean family income of $50,936 while the corre­
sponding figure for those living in Los Angeles- 
Long Beach is $26,221.

4. What will be the
Impact on the Distribution 

of Family Income?
Table 3 provides calculations of the annual income 

increases for workers affected by the minimum wage 
increase as well as the resulting impact on family in­
come. The top row shows the mean increase in an­
nual income is only $710. Since the average family 
income of the affected workers is $30,586 per year, 
the resulting increase in average family income will 
be a very modest 2.37o.’ The increase for this with 
the median family income was 3.2%.

When the results are broken out by family in­
come, they show the minimum wage increase is a 
blunt anti-poverty measure. The increase in family 
income will be $732 (or a 13.0% rise) for persons

in families with less than $10,000 of income. The 
next highest family income group ($10,000- 
$19,999) will receive a $783 income increase. The 
family income increase is greater for these workers 
because they work two more hours per week than 
those in the lowest income category.

Column 5 of Table 3 presents the percentage 
share of the total income gains resulting from the 
minimum wage increase that accrue to workers in 
various family income groupings. The gains are 
roughly proportional to the percentages of af-

Share of Gains From California's 
1998 Minimum Wage Hike:
Distribution by Family Income

ii- ....

$20,000 and up 
47%

fected workers in each grouping. For example, 
20.7% of the affected workers live in families with 
incomes of less than $10,000, a rough approxima­
tion of the poverty threshold for the typical family 
affected by the California minimum wage hike.'* 
The share of total income gains going to these 
workers is only 21.5%. In other words, almost 
four-fifths of the total income gains will go to 
workers in families living above the poverty level.

PAGE?



EFFECTS OF THE 1998 CALIFORNIA MINIMUM WAGE INCREASE I

5. How Many Workers 

will be Laid Off?
An important effect of the minimum wage in­

crease is that some workers will lose their jobs be­
cause firms will no longer be able to profitably 
employ them. To estimate the job loss, the follow­
ing procedure was used: First, the fractional wage 
gain due to the minimum wage increase is com­
puted for the each affected worker and then aver­
aged across the sample. Second, estimated 
fractional wage gain is used in the following for­
mula to calculate the employment loss:

(1) Employment = Fractional Wage * Affected Worker • Labor Demand
Loss Gain Employment Elasticity

This study uses an estimate of labor demand 
elasticity (-0.22) for minimum wage workers re­
ported by Neumark and Wascher (1997). An elas­
ticity of -0.22 implies that a 10% increase in 
wages results in a 2.2% decrease in employment of 
the affected group.^

Table 4 presents the results of these calcula­
tions for all of the affected workers as well as 
subgroups of workers. Overall, the analysis indi­
cates that 25,816 workers are projected to lose 
their jobs due to the minimum wage increase. 
The breakdowns by demographic groups and

25,816 Jobs Destroyed by California's 
1998 Minimum Wage Hike:

Distribution by Workers Family Income

Less than $10|P0

$30,000 and up
34%

$20,000-$29,999 
k 17%

25,816 Jobs Destroyed by California's 
1998 Minimum Wage Hike:
Distribution by Workers Age

16-19

25 and Up 
57%

location are not surprising: 49% have not fin­
ished high school; 43% are under age 25; 48% have 
a family income below $20,000 a year; and 54% are 
Hispanic. Slightly more than one-half of the job 
losses (13,567) will occur in the Los Angeles 
area and another 13.0% will occur in the San 
Francisco region.

The results by industry indicate that more 
than one-third of the job losses are projected to 
occur in the retail trade industry (8,900 jobs). 
This is not surprising since more than one-fifth 
of the workers in retail trade will be affected by 
this increase. Another 7,783 jobs, or 30% of the 
losses, are projected to occur for workers in the 
service industries.

PAGE 8



I EFFECTS OF THE 1998 CAUFORNIA MINIMUM WAGE INCREASE

25,816 Jobs Destroyed by California's 
1998 Minimum Wage Hike:

Distribution by Industry

Other ii:

Retail
35%

Sennces
30%

The findings by occupation show that about one- 
half of the losses are predicted to be for those in 
sales and service occupations. Another 28.5% will 
occur for those in blue-collar jobs.

6. What will be the Cost 

to Employers and the In­
come Loss to Laid-off 

Workers?
Another critical issue is the cost to employers 

from the minimum wage increase. These higher 
costs will be either passed on to consumers 
through higher prices or profits will be reduced 
for firms. Also, an important cost to workers is 
the loss in income due to the layoffs caused by 
the minimum wage increase.

These costs are calculated in the following man­
ner: First, the increase in labor cost that would oc­
cur if no workers are laid off is calculated. This 
figure is estimated by multiplying the annual in­

crease in wages due to the minimum wage increase 
times the number of affected workers. Second, the 
lost income to workers (and thus reduction in labor 
cost) due to the layoffs is estimated.^ This number 
is calculated by multiplying the number of workers 
who are projected to lose their jobs times their av­
erage wage before the minimum wage increase. 
Third, the net increase in labor cost to employers is 
calculated by taking the difference between the cost 
to employers if no layoffs occurred and the reduc­
tion in costs due to the layoffs of employees.

Table 5 presents the results of these calculations. 
The first row of the table indicates that if no lay­
offs occurred, then the cost of labor to employers 
would rise by $1.02 billion. The projected worker 
layoffs of 25,816 will cause $230 million of worker 
income to be lost. The net rise in the cost of labor 
to employers is estimated to be $790 million.

The results hy industry and location indicate 
these costs are clearly concentrated in certain in­
dustries and locations. In the retail trade industry, 
net labor costs will rise by $238 million and the in­
come of laid-off workers will be reduced by $70 
million. For the service industry, the net employer 
cost will rise by $225 million and the income loss 
to displaced workers will be $65 million. The net 
labor cost to employers in the Los Angeles-Long 
Beach area will rise by $300 million, while laid-off 
workers will suffer an income loss of $87 million. 
For the entire Los Angeles region, the employer 
costs will rise by more than $400 million and laid- 
off workers are projected to have a $125 million 
reduction in income.

7. Summary and Conclusions
This paper examines in a variety of dimensions 

the effects of the rise in the CaHfornia minimum 
wage from $5.15 to $5.75 starting in March 1998. 
The study reaches several conclusions regarding 
this minimum wage increase. First, the workers af-

PAGE9



EFFECTS OF THE 1998 CALIFORNIA MINIMUM WAGE INCREASE I

fected by this increase tend to be much younger 
and less educated than the average California 
worker. Nearly one-half of the impacted workers 
do not have a high school degree and more than 
two-fifths are under the age of 25. Second, only 
one-fifth of the affected workers are the sole earner 
for a family supporting one or more children.
Third, the impact on family income will be mini­
mal, raising the average family income of a mini­

mum wage worker by a very modest 2.3%. Fourth, 
the minimum wage increase is projected to cause 
25,816 workers to lose their jobs, with one-third of 
the job losses in the retail trade industry. This will 
cause an annual income loss to these workers of 
$230 million. Fifth, the cost to employers will be 
quite substantial. It will raise their labor costs by 
$790 million per year, with the costs concentrated 
in the retail and service industries.

Endnotes References
' The Minimum Wage Debate: Questions and Answers, 3rd 

Ed. (Washington, D.C. Employment Policies Institute, 
1997) 13-17.

^ Hourly wages are adjusted for changes in the minimum 
wage and inflation and other data issues. See the 
data appendix for a more detailed explanation.

^ These calculations are based on the assumption that all 
affected workers increase their wage to the new 
minimum wage of $5.75 per hour. Hence, we are not 
allowing for noncompliance or exemptions from the law.

'' The Earned Income Tax Credit (EITC) would bring a 
single worker supporting two children slightly above 
the poverty level for such a family.

^ The average elasticity reported by a survey of labor 
economists at leading universities is -0.21. See 
Fuchs, Krueger and Poterba (1997).

Workers may reduce this income loss if they are able to 
obtain employment in a Job not covered by the 
minimum wage.

Employment Policies Institute. The Minimum 
Wage Debate: Questions and Answers, 3rd Ed. 
Washington, D.C.; Employment Policies Insti­
tute, 1997.

Fuchs, Victor R., Alan B. Krueger, and James M.
Poterba. “Why Do Economists Disagree About Policy? 
The Roles of Beliefs About Parameters and Values.” 
NBER Working Paper No. 6151, August 1997.

Hirsch, Barry T, and David A. Macpherson. Union 
Membership and Earnings Data Book: Compilations 
from the Current Population Survey (1997 edition). 
Washington, D.C.: Bureau of National Affairs, 1997.

Neumark, David and William Wascher. “The New 
Jersey-Pennsylvania Minimum Wage Experiment:
A Re-Evaluation Using Payroll Records.” Econo­
metrics and Economic Theory Papers, Michigan 
State University, January 1998.
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I EFFECTS OF THE 1998 CALIFORNIA MINIMUM WAGE INCREASE

Data Appendix
Hourly Wage

This study uses data from the January 1995 
through October 1997 Current Population Survey 
(CPS) Outgoing Rotation Group (ORG) files. The 
main sub-sample of the CPS data employed here 
includes wage and salary workers who are residents 
of California, 16 years of age or older, and whose 
hourly wage is between $5.15 and $5.75 in March 
1998 dollars.

The hourly wage is constructed to account for 
problems caused by workers with variable hours, 
“top coded” or “capped” earnings, tips, commis­
sions and overtime, inflation, and changes in the 
minimum wage.

The first step is to assign a wage for workers 
who don’t have these difficulties. Non-top coded 
workers who are paid by the hour and don’t re­
ceive tips, commissions or overtime are assigned 
their reported hourly earnings. For all non-hourly 
workers, the hourly wage is constructed by divid­
ing usual weekly earnings (which includes tips, 
commissions and overtime pay) by usual hours 
worked per week.

The second step is to estimate usual weekly 
earnings for workers whose weekly earnings are 
top coded or capped at a maximum value. The 
CPS ORG files have a topcode of $1,923 per week 
or about $100,000 per year for year-round work­
ers. If the earnings of topcoded workers were not 
adjusted, average earnings would be understated. 
To estimate the mean earnings of topcoded work­
ers it is assumed that the upper tail of weekly 
earnings distribution follows a Pareto distribution. 
These estimated mean values for the CPS ORG 
files using this approach are presented in Hirsch 
and Macpherson (1997) by gender and year and 
are used in this study. The reported 1996 values

are assigned for 1997 observations (the values 
change little from year to year).

The third step is to estimate usual weekly hours for 
workers who indicate their weekly hours are variable. 
This is calculated by using the results of a regression 
model based on a sample of workers that have non­
missing data on usual hours worked. The model is 
estimated by gender and year and includes controls 
for hours worked in the prior week, full-time status, 
marital status, years of schooling, age, race and ethnic 
stams, broad occuparion, and broad occupation inter­
acted with full-time status. The parameters from this 
regression model are then used to estimate the usual 
hours for those whose weekly hours are variable.

The next step is to assign a wage for hourly work­
ers who receive tips, commissions, or overtime pay 
or are topcoded workers. In this case, their hourly 
wage is constructed by dividing usual weekly earn­
ings (adjusted for topcodes) by usual hours worked 
(or estimated usual hours if usual hours is missing).

The last step is to adjust the wages of workers 
for inflation and changes in the minimum wage. 
Wages of workers are adjusted for inflation to 
March 1998 using the CPI-U (a 3% percent annual 
inflation rate is assumed for the period between 
October 1997 and March 1998). For workers 
whose inflation-adjusted wage is less than $5.15 in 
September 1997 dollars, a wage of $5.15 in March 
1998 dollars is assigned. Workers whose wage at 
the time of the survey was less than the legal mini­
mum wage were deleted from the sample. The 
minimum wage for California workers was $4.25 
between January 1995 and October 1996; $4.75 be­
tween October 1996 and February 1997; $5.00 be­
tween March 1997 and August 1997; and $5.15 
between September 1997 and October 1997.
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EFFECTS OF THE 1998 CALIFORNIA MINIMUM WAGE INCREASE

Family Income
Family income is reported as categorical variable 

in the CPS ORG and includes all sources of money 
income received in the prior 12 months. The in­
come ranges are: less than $5,000; $5,000-87,499; 
$7,500-89,999; $10,000-812,499; $12,500-14,999; 
$15,000-817,499; $17,500-819,999; $20,000-824,999; 
825,000-829,999; 830,000-834,999; $35,000- 
$39,999; $40,000-849,999; $50,000-874,999; and 
$75,000 and up. To assign a dollar value to these 
categories, mean values of family income for per­
sons in each income range was calculated from a 
sample of California residents in the March 1995 
and 1996 CPS (which reports family income re­
ceived in the prior year as a continuous variable). 
Very similar results occurred when a national rather 
than a California based sample was employed to 
generate the mean income values. The 1995 values 
are used for the 1995 observations, and the 1996 
values for the 1996 and 1997 observations.

Annual Income
Though the CPS ORG provides measures of 

hourly earnings and hours worked, it does not indi­
cate the number of weeks worked per year. Thus, to

generate annual income estimates for workers af­
fected by the higher minimum wage, an alternative 
data source must be used and merged with the CPS 
ORG. Fortunately, the April 1993 CPS provides such 
a measure and the mean usual weeks worked was 
calculated for all California workers earning $5.15- 
$5.75 per hour in March 1998 dollars.

Location
The CPS ORG used 1983 Census metropolitan 

area identifiers for Januaryl995-May 1995 to pro­
vide substate location information. For the period 
of Junel995-August 1995, no metropolitan identifi­
ers were provided. Since September 1995, the CPS 
ORG has used the 1993 Census metropolitan area 
identifiers. The location identifiers were made as 
time consistent as possible and the resulting meas­
urement error is quite modest.

Since the months of June 1995-August 1995 con­
tained no location information, these months were 
deleted from the sample when the substate analysis 
was conducted and the sample weights were ad­
justed accordingly. As a result, the total employ­
ment counts slightly differ for the substate and 
state-level analysis.
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I EFFECTS OF THE 1998 CALIFORNIA MINIMUM WAGE INCREASE

Table 1: Distribution of Workers Affected by the 1998 California Minimum Wage Increase

Variable
Affected California Workers All California 

Percent Population Workers

California 
Residents 
Age 16+

Age:
16 to 19 
20 to 24 
25 to 29 
30 to 39 
40 to 64 
65 to 99

■ ■

Years of Schooling:
0to8 
9 to 11 
12
13 to 15 
16 or more

■pii

19.9%
23.3%
12.4%
20.2%
22.0%

2.3%

Race:
White 
Black 
Asian 
Other Race

22.8%
24.9%
25.0%
22.9%

4.4%

83.4%
4.7%
8.5%
3.4%

261,997 4.6% 7.4%
307,636 11.2% 9.2%
162,832 13.6% 10.3%
266,052 29.7% 23.3%
290,249 39.3% 35.5%

29,687 1.7% 14.3%
42.3

300,572 8.2% 10.7%
327,707 8.8% 13.3%
330,161 23.8% 24.6%
301,629 32.6% 28.9%

58,384 26.7% 22.6%

1,099,603
61,411

112,289
45,150

81.0%
6.4%

10.3%
2.2%

80.9%
6.6%

10.4%
2.2%

Ethnic Status:
Hispanic
Non-Hispanic

53.2%
46.8%

701,517
616,936

28.5%
71.5%

26.7%
73.3%

Gender:
Male 49.9% 657,742 54.6% 49.0%
Female 50.1% 660,711 45.4% 51.0%

Marital Status:
Married, Spouse Present 35.3% 464,989 54.5% 53.5%
Divorced, Separated, Widowed 12.2% 160,227 15.3% 18.6%
Never Married 52.6% 693,237 30.2% 27.9%

Family Status:
Single Individual 17.5% 230,678 21.5% NA
Single Head 11.5% 151,720 9.9% NA

Single Head with no children 2.3% 30,103 1.6% NA
Single Head with 1 child 3.4% 44,880 2.9% NA
Single Head with 2 children 2.5% 33,397 2.6% NA
Single Head with 3+ children 3.3% 43,340 2.7% NA

Single Earner in Married Couple 12.8% 169,088 14.7% NA
Single Earner with no children 2.8% 37,313 3.4% NA
Single Earner with 1 child 2.0% 26,191 2.1% NA
Single Earner with 2 children 2.4% 31,769 3.3% NA
Single Earner with 3+ children 5.6% 73,815 5.9% NA



EFFECTS OF THE 1998 CALIFORNIA MINIMUM WAGE INCREASE

Table 1, Continued

Variable
Affected California Workers All California 

Percent Population Workers

California 
Residents 
Age 16+

Dual Earner in Married Couple 
Dual Earner with no children 
Dual Earner with 1 child 
Dual Earner with 2 children 
Dual Earner with 3+ children 

Living with Parents 
Living with Other Relative

22.4% 295,901 39.8% NA
4.6% 61,263 10.4% NA
3.2% 41,986 6.3% NA
4.4% 58,637 8.8% NA

10.2% 134,015 14.3% NA
26.8% 352,897 10.6% NA

9.0% 118,169 3.5% NA

Family Income:
< $10,000 
$10,000-si 9,999 
$20,000-$29,999 
$30,000-$39,999 
$40,000-$49,999 
$50,000-$59,999 
$60,000-$74,999 
$75,000 or more

20.7% 269,598 6.8% 11.7%
27.5% 358,674 13.2% 16.5%
16.9% 220,586 14.1% 15.0%
11.0% 142,948 13.8% 12.9%

6.5% 84,242 11.0% 9.3%
5.9% 76,487 10.4% 8.7%
4.0% 52,446 10.4% 8.3%
7.6% 99,665 20.3% 17.6%

Location:
Non-Metro/Small Metro Areas 6.4% 84,677 5.3% 5.9%
Los Angeles CMSA

Los Angeles-Long Beach PMSA 34.8% 460,691 28.3% 28.9%
Riverside-San Bernardino PMSA 6.8% 90,589 7.6% 8.0%
Orange County PMSA 9.5% 125,578 9.5% 8.8%

San Francisco CMSA
Oakland PMSA 3.4% 44,453 7.2% 6.8%
San Francisco PMSA 4.1% 54,110 6.4% 5.9%
San Jose PMSA 3.8% 50,013 6.3% 5.6%
Other San Francisco PMSAs 1.8% 23,335 3.1% 2.9%

San Diego, MSA 8.2% 108,030 8.3% 8.2%
Sacramento, MSA 3.4% 45,450 5.2% 5.2%
Fresno, MSA 3.2% 41,857 2.7% 2.6%
Bakersfield, MSA 2.8% 37,355 1.8% 1.8%
Stockton, MSA 1.8% 23,874 1.4% 1.5%
Other MSAs 10.2% 135,124 6.9% 7.7%

Hours Per Week 32.4 38.5 NA
Full-time 58.8% 775,250 82.0% NA
Weeks Worked Per Year 47.7 50 NA

Population 1,318,453 12,511,029 23,837,428
Sample Size 3,566 33,747 65,605

Note: Data source is the January 1995-October 1997 CPS ORG. Affected workers are defined as those persons earning $5.15- 
$5.75 per hour in March 1998 dollars. All workers are defined as all wage and salary workers. Weeks worked based on a sample 
of workers derived from April 1993 CPS. All means are calculated using CPS sample weights.
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I EFFECTS OF THE 1998 CALIFORNIA MINIMUM WAGE INCREASE

Table 2: Family Income of Affected California Workers by Location
Non-Metro- Los Angeles- Riverside- Orange 

Family Income Small Metro Long Beach San Bernardino County Oakland
San

Francisco San Jose

< $10,000 16.3% 22.8% 15.9% 20.4% 10.5% 11.4% 18.4%
$10,000-$19,999 41.1% 29.9% 24.2% 24.3% 9.0% 21.7% 14.4%
$20,000-$29,999 13.6% 19.2% 22.0% 16.6% 16.1% 16.8% 10.7%
$30,000-$39,999 8.8% 10.5% 11.1% 9.7% 12.6% 14.7% 7.9%
$40,000-$49,999 10.3% 4.7% 3.8% 7.1% 9.6% 8.4% 15.2%
$50,000-$59,999 3.1% 4.8% 8.6% 8.2% 15.2% 7.5% 11.8%
$60,000-$74,999 2.5% 3.3% 5.6% 4.5% 7.6% 3.3% 6.2%
$75,000 or more 4.3% 4.8% 8.7% 9.2% 19.3% 16.2% 15.3%
Mean $ 26,257 $ 26,221 $ 33,812 $ 33,993 $ 50,936 $42,179 $ 44,345
Median $ 17,145 $ 17,253 $ 22,194 $22,194 $44,127 $31,954 $ 37,351

Other San Other
Family Income Francisco San Diego Sacramento Fresno Bakersfield Stockton MSAs

< $10,000 2.8% 17.8% 17.2% 37.3% 30.2% 12.0% 30.7%
$10,000-$19,999 16.7% 28.7% 19.1% 25.0% 30.1% 28.2% 32.4%
$20,000-$29,999 22.8% li.9% 13.7% 12.1% 22.4% 6.3% 15.0%
$30,000-$39,999 16.1% 11.8% 16.3% 2.5% 7.2% 20.1% 9.7%
$40,000-$49,999 13.9% 8.4% 9.5% 2.3% 3.9% 15.7% 3.7%
$50,000-$59,999 4.5% 5.8% 3.1% 6.1% 2.5% 9.4% 4.4%
$60,000-$74,999 10.3% 4.3% 8.2% 5.8% 2.3% 4.0% 1.6%

Table 3: Income Increases for California Workers Affected by Minimum Wage Increase
% in Class Annual % Increase % Share of

Before Income In Family Total Income
Group Increase Increase Income Increase

All 100 $ 710 2.3 100

Family Income:
< $10,000 20.7% $ 732 13.0% 21.5%
$10,000-$! 9,999 27.5% $ 783 5.6% 30.5%
$20,000-$29,999 16.9% $ 745 3.1% 17.9%
$30,000-$39,999 11.0% $ 671 1.9% 10.5%
$40,000-$49,999 6.5% $ 609 1.4% 5.6%
$50,000-$59,999 5.9% $ 577 1.1% 4.8%
$60,000-$74,999 4.0% $ 628 0.9% 3.6%
$75,000 or more 7.6% $ 525 0.4% 5.7%

Note: Data source is the January 1995-October 1997 CPS ORG. Affected workers are defined as those persons earning $5.15- 
$5.75 per hour in March 1998 dollars. All means are calculated using CPS sample weights.
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EFFECTS OF THE 1998 CALIFORNIA MINIMUM WAGE INCREASE I

Table 4: California Employment Levels and Job Losses by Sector

Employment

Group

Percent
All Affected Projected of all 

Workers Workers Job Loss Job Loss

All 12,511,029 1,318,453 25,816 100.0%

Age:
16-19
20-24
25-29
30-39
40-64
65-99

569,834
1,398,764
1,704,975
3,711,892
4,910,883

214,681

261,997
307,636
162,832
266,052
290,249
29,687

5,489
5,772
3,192
5,194
5,584

585

21.3%
22.4%
12.4%
20.1%
21.6%

2.3%

Family Income:
< $10,000 848,810 269,598 5,374 20.8%
$10,000-SI 9,999 1,641,208 358,674 7,114 27.6%
$20,000-$29,999 1,751,911 220,586 4,285 16.6%
$30,000-$39,999 1,710,538 142,948 2,719 10.5%
$40,000-$49,999 1,370,634 84,242 1,638 6.3%
$50,000-$59,999 1,288,496 76,487 1,357 5.3%
S60,000-$74,999 1,288,995 52,446 1,121 4.3%
$75,000 or more 2,525,573 99,665 1,936 7.5%

Gender:
Male 6,829,259 657,742 12,586 48.8%
Female 5,681,770 660,711 13,231 51.3%

Race:
White 10,134,758 1,099,603 21,527 83.4%
Black 804,936 61,411 1,258 4.9%
Asian 1,289,907 112,289 2,199 8.5%
Other Race 281,428 45,150 832 3.2%

Ethnic Status:
Hispanic 3,567,550 701,517 13,925 53.9%
Non Hispanic 8,943,479 616,936 11,891 46.1%

Years of Schooling:
0to8 1,025,014 300,572 5,923 22.9%
9to11 1,095,440 327,707 6,676 25.9%
12 2,972,718 330,161 6,468 25.1%
13 to 15 4,079,125 301,629 5,715 22.1%
16 or more 3,338,732 58,384 1,035 4.0%
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I EFFECTS OF THE 1998 CAFIFORNIA MINIMUM WAGE INCREASE

Table 4, Continued

Location:
Non-Metro/Small Metro Areas 
Los Angeles CMSA

Los Angeles-Long Beach PMSA 
Riverside-San Bernardino PMSA 
Orange County PMSA 

San Francisco CMSA 
Oakland PMSA 
San Francisco PMSA 
San Jose PMSA 
Other San Francisco PMSAs 

San Diego, MSA 
Sacramento, MSA 
Fresno, MSA 
Bakersfield, MSA 
Stockton, MSA 
Other MSAs

Industry:
Agriculture
Mining
Construction
Durable Manufacturing
Nondurable Manufacturing
Transportation, Communication and Utilities
Wholesale Trade
Retail Trade
Finance, Insurance and Real Estate 
Business and Repair Services 
Personal Services
Entertainment and Recreation Services 
Other Professional Services 
Public Administration

667,242 84,677 1,648 6.4%

3,546,083 460,691 9,243 35.8%
950,352 90,589 1,834 7.1%

1,188,629 125,578 2,490 9.6%

904,977 44,453 889 3.4%
800,163 54,110 1,097 4.2%
786,920 50,013 923 3.6%
389,449 23,335 437 1.7%

1,038,145 108,030 2,015 7.8%
647,125 45,450 840 3.3%
341,964 41,857 805 3.1%
226,055 37,355 719 2.8%
177,093 23,874 487 1.9%
865,556 135,124 2,490 9.6%

Occupation:
Executives, Administrators, and Managers
Professionals
Technicians
Sales Occupations
Administrative Support Occupations
Service Occupations
Farming, Forestry and Fishing Occupations 
Precision Production, Craft and Repair Occupations 
Machine Operators, Assemblers and Inspectors 
Transportation and Material Moving Occupations 
Flandlers, Equipment Cleaners, Laborers

386,707 108,547 2,031 7.9%
30,083 1,023 15 0.1%

571,434 31,770 572 2.2%
1,359,191 74,380 1,453 5.6%

792,055 136,116 2,797 10.8%
904,967 27,399 541 2.1%
557,905 39,762 752 2.9%

2,010,420 453,221 8,900 34.5%
784,757 27,890 527 2.0%
985,838 98,033 1,823 7.1%
487,350 101,660 2,057 8.0%
352,009 56,542 1,123 4.4%

2,691,069 141,939 2,780 10.8%
597,244 20,171 445 1.7%

1,753,810 38,525 673 2.6%
1,883,690 38,934 716 2.8%

433,006 8,809 137 0.5%
1,382,641 218,357 4,134 16.0%
1,972,404 101,387 1,987 7.7%
1,735,037 415,752 8,563 33.2%

401,443 118,950 2,240 8.7%
1,186,048 58,883 1,080 4.2%

788,911 188,061 3,848 14.9%
468,073 32,365 560 2.2%
505,966 98,430 1,877 7.3%
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EFFECTS OF THE 1998 CALIFORNIA MINIMUM WAGE INCREASE I

Table 5: Cost to Employers and Lost Income to CA Workers from Minimum Wage Increase

Rise in Labor Lost Net Rise
Cost if no Layoffs Income due in Cost of Labor

Group of Workers to Layoffs to Employers

All $ 1,020,136,109 $ 230,493,777 $ 789,642,332

Industry:
Agriculture $ 105,519,007 $ 23,938,958 $ 81,580,049
Mining $ 674,867 $ 124,118 $ 550,749
Construction $ 24,665,578 $ 5,455,685 $ 19,209,893
Durable Manufacturing $ 69,941,866 $ 15,595,138 $ 54,346,728
Nondurable Manufacturing $ 130,077,882 $ 29,079,178 $ 100,998,704
Transportation, Communication and Utilities $ 22,559,020 $ 5,167,893 $ 17,391,127
Wholesale Trade $ 32,454,498 $ 7,500,152 $ 24,954,346
Retail Trade $ 307,205,107 $ 69,613,312 $ 237,591,795
Finance, Insurance and Real Estate $ 19,799,742 $ 4,509,517 $ 15,290,225
Business and Repair Services $ 75,223,029 $ 16,930,574 $ 58,292,455
Personal Services $ 79,449,393 $ 17,847,090 $ 61,602,303
Entertainment and Recreation Services $ 36,005,517 $ 8,245,392 $ 27,760,125
Other Professional Services $ 99,466,254 $ 22,409,626 S 77,056,628
Public Administration $ 17,094,349 $ 3,831,033 $ 13,263,316

Location:
Non-Metro/Small Metro Areas $ 59,366,774 $ 13,523,605 $ 45,843,169
Los Angeles CMSA

Los Angeles-Long Beach PMSA $ 386,919,289 $ 86,840,368 $ 300,078,921
Riverside-San Bernardino PMSA $ 67,834,607 $ 15,514,025 $ 52,320,582
Orange County PMSA $ 100,065,919 $ 22,546,459 $ 77,519,460

San Francisco CMSA
Oakland PMSA $ 30,268,833 $ 6,861,895 $ 23,406,938
San Francisco PMSA $ 44,856,423 $ 10,167,592 $ 34,688,831
San Jose PMSA $ 34,553,042 $ 7,802,708 $ 26,750,334
Other San Francisco PMSAs $ 17,123,856 $ 3,878,187 $ 13,245,669

San Diego, MSA $ 73,943,059 $ 16,825,651 $ 57,117,408
Sacramento, MSA $ 30,230,054 $ 6,825,111 $ 23,404,943
Fresno, MSA $ 33,154,503 $ 7,540,074 $ 25,614,429
Bakersfield, MSA $ 31,290,442 $ 7,285,884 $ 24,004,558
Stockton, MSA $ 16,976,415 $ 3,766,725 $ 13,209,690
Other MSAs $ 95,166,563 $ 21,805,855 $ 73,360,708
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1960 Kennedy Campaign Ad:
Increase the Minimnm Wage

Cr
O'

In the 1960 presidential campaign against Richard Nixon, John F.
Kennedy ran an ad in which he called for an increase in the minimum
wage. In the ad, Kennedy sat in front of the camera and said:

“Mr. Nixon has said that a $1.25 minimum wage is
extreme. That’s $50 a week. What’s extreme about
that? I believe the next Congress and the President
should pass a minimum wage for a $1.25 an hour.
Americans must be paid enough to live.

rC-SPAN, “Road to the White House,” 4/28/96]
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1961: JACK KENNEDY VS. BOB DOLE ON THE

MINIMUM WAGE
In mi. President John F. Kennedy fought for an increase in the minmum wage from $1M to 
$1 25, Representative Bob Dole opposed it, and voted against it; the hill passed. In 1996, Bob 
Dole contimes to oppose increases in the minimum wage. Here is a chronology oj events 

leading up to the 1961 minimum wage increase.

1960:

2/1/61

2/7/61

3/23/61

Kennedy campaign ad calls for an increase in the Minimum Wage 
In the 1960 presidential campaign against Richard Nixon, JohnF. Kennedy ran an 
ad in which he called for an increase in the minimum wage. In the ad Kennedy 
said- "Mr. Nixon has said that a $J. 25 minimum wage i.s- extreme. That s S50 a 
week. What's extreme about that? 1 believe the next Congress and the President 
should pass a minimum wage for a $1,25 an hour. Americans must be paid 
enough to live. " [C-SPAN, “Road to the White House ” 4/28/96]

Special Message to the Congress: Program for Economic Recovery and 
Growth. President John F, Kennedy; .‘7 urge the Congress to raise the minimum 
wage immediately to $J. IS and to $J. 25 within two year,s. This will improve the
incomes, level of living, morale, and efficiency of many of our lawest-paid 
workers, and provide incentives for their more productive utilization ..
Together, these two principal changes in the Fair Labor Standards Act will go far 
to protect our lowest paid workers." [Piibiig Pflpers .of thP Presidents. JohiLL 
Kennedy! p- 49]

Kennedy transmits letter to Congress for Minimum Wage Bill. In Ws “Letter 
to the President of the Senate and to the Speaker of the House Transmi^ng 
Minimum Wage Bill," President Kennedy wrote: ' Our Nation caniU c^ord to 
tolerate the growth of an under-privileged and under-paid dc^s^ 
wages lead necessarily to suhstandard living conditions, hardship and distress. 
Since the last increa.se in the minimum wage both living costs andprod^livity 
have increased to such an extent that the proposed bill merely ^
adjustment to keep pace with these factor.'i. " [PuMlc PftperjS pf th? Presidents. 
Tr>hn F Kennedy. 1961. p 66 ]

ccclngsomebody, by mi. poid$I.2S. . 
difficull io mderelcmd haw owybody COM objeci io pc^og

im. P-216,]
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5/3/61

5/5/61

9/3/61

Ubor Standards Act to $1.25 an hour, reached m two steps over two years, and 
extended mini mum-wage coverage (at $1.25 an hour, reached after four years) and 
overtime coverage (with some exceptions) to about 3.624,000 additional workers, 
mainly in the retail trades. Agreed to 230-196 [C-Q Almanac, 1961. Vt. # 32, p 

572]
President Kennedy makes remarkds upon signing the Minimum Wage Bill. 
Upon signing the bill into law. Kennedy said. ‘7 ww>t to .
satisfaction in signing the bill to increase the nun,mum wage to$L25 an hour, 
and to extend the coverage to three million, six hundred thousand people today 
who are not covered by this most important piece of national legislation. . .

7 don't believe that there's any American who believes that any
should have to work in interstate commerce, m companies of substantial size, for

Papers of fhe Prasidenrs. John F Kennedy, 196], p. 353.]

Kennedv moka remarks the Day the Minimum Wage Took Effect 
*To*y L legal mimmum mgepr mllltom of American workers
^iTrecete higher minimum prciecUon ,Han hefare. and ..there mil he

protected for the first time.
"This advance in one of our great pieces of social legislation is one of the most 

passed 23 years ago.

Presidents. JohnlFJ^nnedY. P



March 18, 1998

MEMORANDUM FOR GENE SPERLING

FROM: JON ORSZAG

SUBJECT: Interaction of Minimum Wage and EITC

Jake Schlesinger is interested in talking to you about the interaction of the minimum 
wage and EITC. We are not precisely sure what he is looking for, but I thought that the 
following material would be helpful.

The attached box from the Economic Report of the President provides a good theoretical 
argument for why the EITC and the minimum wage work best together. You should know that 
Larry Katz is a very strong believer in this fact. As you know, simply providing further 
expansions of the EITC is probably not a viable option to help low-income workers. Further 
expansions of the EITC are not really possibly within our budgetary constraints. And expanding 
the credit would force us to raise the phase-out rate (unless we reduce the EITC’s targeting at 
low-income families). Economists would argue that higher phase-out rates could create 
disincentives to work for those earning between $12,000 to $29,000. Moreover, the EITC 
provides lump-sum benefits to recipients at the end of the year, not on a paycheck to paycheck 
basis — the way most low-income families need help.

The minimum wage, on its own, would not be an efficient way to raise the earnings of 
low-income families. In order to lift families out of poverty, it would have to be set very high - 
which economists agree would cause adverse effects on hiring. Therefore, a moderate minimum 
wage with a significant EITC provides low-income families the benefits they need to lift their 
families out of poverty while not creating disincentives to work.

I have attached the evidence of the EITC on child poverty and the studies that show the 
EITC provides the incentive for single mothers to enter the workforce.

Finally, I have attached a table that shows without our minimum wage proposal, a three- 
person family (with one full-time minimum wage worker) would not be lifted out of poverty in 
1999 or 2000. That is, a minimum wage increase is necessary to ensure that a single mother with 
two children can raise her kids out of poverty, if she works full-time.
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incentives and community efforts to move people off of welfare and 
into employment. This has contributed to the. largest, reduction in 
welfare rolls in history.

The same long-term changes in the wage structure that give greater 
rewards to education and skill also imply that some workers will find it 
difficult to raise themselves and their families out of poverty, even wdth 
a full-time job. To make work pay, all those who work must be guaran­
teed a minimum level of earnings. The Administration has made an 
expansion of the earned income tax credit (EITC), which raises the 
take-home pay of eligible low-income workers, a cornerstone of its 
strategy to promote work and reduce poverty (Box 1-1). This expansion 
has occ^irred alongside two increases in the minimum wage (the second

Credit, and the

Ihe"""".
efi



Expanded EITC For 15 Million Working Families. In 1993, President Clinton and the
Democrats provided tax cuts to 15 million hard-pressed working families. The average
family with two kids who received the EITC got a tax cut of $1,026.

o 4.3 Million People Lifted Out of Poverty By EITC -- Double The Number in
1993. In 1996, the EITC lifted 4.3 million people out of poverty - that’s 2.2 million
more people than were lifted out of poverty by the EITC in 1993.

o Half of Fall In Child Poverty Due to EITC. Using a measure of poverty that takes
into account both taxes and transfers, the child poverty rate has declined by 4.7
percent between 1993 and 1996. The Council of Economic Advisers has concluded
that about half of this decline is attributable to the recent expansion of the EITC.

EITC and Work. Recent evidence is pouring in showing that the EITC is helping to
increase labor supply.

o Meyer and Rosenbaum (1997) find that annual labor force participation of single
mothers has increased by nearly nine percentage points between 1984 and 1996 —
more than half of increase attributed to EITC expansions.

o Dicker!, Hauser, and Scholz (1995) found that the 1993 EITC expansion would
induce 516,000 families to move from welfare to work.

o Eissa and Liebman (1996) found that the EITC expansion of 1986 increased labor
force participation among single women by 2.8 percent from 73.0 percent in to 75.8
percent (for women with less than a high school education the increase was 6.1
percent, raising participation to 54 percent).
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TYear 1998, 1999 2000 • 1099 2000
Minimum Wage 5.15 5.65 6.15 5.15 5.15
FT.YR MW Worker 10300 11300 12300 10300 10300

Poverty Threshold (3 People) 13222 13526 13824 13824 13824
Poverty Threshold (4 People) 16643 17009 17383 17383 17383

Earned Income Tax Credit 3729 3804 3880 3804 3880
FICA 788 864 941 788 788
MW+EITC 13241 14240 15239 13316 13392

Poverty Gap (3 Person Family)«i» $19 1 $714 $1,415 ($508) ($432)
Poverty Gap (4 Person Family) ($3,402) 1 ($2,769) ($2,144) ($4,067) ($3,991) J



Earned Income Ta .redit Parameters
1997

Families with one child
Families with two or more children
Workers without children

Credit
Rate

34.0%
40.0%
7.65%

EJateau
Beginning

Point

Current Law

$6,500
$9,140
$4,340

End
Point

$11,930
$11,930
$5,430

Maximum
Credit

Phase-out
Rate

$2,210
$3,656

$332

15.98%
21.06%
7.65%

Income
Cut-off

$25,760
$29,290

$9,770

Department of the Treasury
Office of Tax Analysis

December 24.1996

Disqualified Income Amount; $2,250





SOME REPUBLICAN CLAIMS ABOUT
1996/97 MINIMUM WAGE INCREASE

Republican National Committee Chairman Haley Barbour, 2/3/95: "President 
Clinton's proposed minimum wage increase would cost over 500,000 jobs, and it would 
hurt the poor, the young, and the unskilled - the most vulnerable in our society.... It 
would cost at least 500,000 jobs, according to the Congressional Budget Office, and 
many authorities consider that estimate low."

Heritage Foundation, 5/17/95: "Increasing the minimum wage to $5.15 will result in 
around 400,000 lost entry-level job opportunities."

Heritage Foundation, 5/17/95: "If one considers both teenagers and young adults (ages 
16 to 24), raising the minimum wage to $5.15 would result in about 508,000 to 677,000 
jobs lost for this group of workers, according to a study by Neumark and Wascher."

Representative Jim Saxton, Vice Chairman of the Joint Economic Committee, 3/17/95:
"Based upon the finds of the [Minimum Wage Study Commission], we can anticipate that 
between 130,000 and 400,000 jobs will be lost if Mr. Clinton has his way."

Representative Richard Armey, 3/19/95: "In 1988, the Congressional Budget Office 
estimated that increasing the minimum wage 70 cents per hour could cost as many as 
500,000 jobs, with losses concentrated among low-skilled jobs that provide entry-level 
positions for millions of Americans."



What’s Happened to the Economy Since the President Signed 

The Minimum Wage Increase in August 1996

Overall Economic Numbers:
The unemployment rate has fallen from 5.2% to 4.6%.
The economy has created nearly 4.6 million new jobs.
The inflation rate has fallen from 2.9% to 1.6%. (From August 1995 to August 1996, the 
inflation rate was 2.9%; from Jan. 1996 to Jan. 1997, it was 1.6%.)

For Teenagers:
The teen unemployment rate has fallen from 16.9% to 14.7% - that’s a slightly bigger 
percentage drop than the overall unemployment rate.
Over 640,000 more teenagers are working now than in August 1996.
The share of teenagers employed has increased from 42.4% to 45.5%.

For African-Americans:
The African-American unemployment rate has fallen from 10.7% to 9.7%.
720,000 more African-Americans are working now than in August 1996.
The share of African Americans employed has increased from 57.6% to 59.2% — that’s as 
high as its been on record.

For African-American Teenagers:
The African-American teenage unemployment rate has fallen from 37.6% to 31.5%.
Over 65,000 more African-Americans teenagers are working now than in August 1996. 
The share of African Americans teenagers employed has increased from 24.7% to 27.1%.

Economic Evidence on 1996/1997 Minimum Wage Increase:

• Economic Policy Institute, 1997: “These early results suggest clearly that: the higher
minimum wage has substantially boosted the earnings of low-wage workers; the benefits of 
the minimum-wage increase went primarily to low-income working families; and 
employment opportunities for teenagers and young adults — groups that opponents of the 
minimum wage singled out as particularly vulnerable — were not adversely affected by the 
increase."

Economists David Card and Alan Krueger, 1/98: “We also use the ES-202 data to 
measure the effects of the 1996 increase in the federal minimum wage, which raised the 
minimum wage in Permsylvania but not in New Jersey. We find no indication of relative 
employment losses in Pennsylvania."



WHY IS THIS INCREASE MORE MODERATE
THAN THE LAST INCREASE?

In Percentage Terms, This Increase Is Actually Smaller Than The Last One. The
last minimum wage increase — from $4.25 to $5.15 — was a 21-percent raise. This 
proposal ~ raising the minimum wage from $5.15 to $6.15 ~ is a 19-percent increase.

Minimum Wage
1995 $4.25
1996 $4.75
1997 $5.15
‘95-’97 21% Increase

Minimum Wage
1998 $5.15
1999 $5.65
2000 $6.15
‘98-’00 19% Increase

In Real Terms, This Increase Is Smaller Than The Last One. The last minimum 
wage increase was a 15-percent real increase. This proposal is a 14-percent real terms.

Real Minimum Wage tin ‘97$1
1995 $4.48
1996 $4.86
1997 $5.15
‘‘95-91 15% Real Increase

Real Minimum Wage fin ‘97$1
1998 $5.04
1999 $5.41
2000 $5.76
‘98-’00 14%) Increase

With the Economy Stronger Today Than In 1996, It Is More Able To Absorb A 
Larger Increase In the Minimum Wage. The labor market is tighter right now than in 
1996 — employers are searching more desperately for workers — so the economy can 
more easily absorb a larger increase in the minimum wage without costing jobs. Today, 
the unemployment rate is 4.6 percent. In 1996, the unemployment rate was 5.4 percent. 
Over the past year, 3.4 million new jobs were created. In 1996, 2.5 million new ones 
were created.



REWARDING WORK BY RAISING THE MINIMUM WAGE
February 12, 1998

Today, President Clinton Is Proposing to Increase the Minimum Wage By $1 in Two Steps To Help 
Raise Living Standards for 12 Million American Workers. In 1992, President Clinton promised to 
increase the minimum wage to help more families working hard but falling behind. In 1996, President 
Clinton signed into law a minimum wage hike, raising it from $4.25 to $5.15. But, there are still millions 
of workers trying to raise a family and struggling to make ends meet. With our economy the strongest in 
a generation, now is the time to help these workers make ends meet by raising the minimum wage again. 
The President’s proposal would increase the minimum wage from $5.15 to $6.15 over two years, through 
a 50-cent increase on January 1, 1999 and a 50-cent increase on January 1, 2000. For someone who 
works full-time, this minimum wage increase will mean an additional $2,000 per year.

• A Higher Minimum Wage Will Help 12 Million Americans -- Mostly Adult Workers Trying To 
Support Their Families. According to data from the Bureau of Labor Statistics, 12 million hourly 
paid workers earn between $5.15 and $6.14 and would directly benefit from this pay raise. Three- 
quarters (74%) of the workers who would benefit are adults, age 20 or over, and three-fifths (60%) 
are women, many of whom are trying to raise the family on $5.15. About two-fifths of the workers 
who will benefit from the increase are the sole wage earner in their household, and the average 
minimum-wage worker brings home half of their family's earnings.

• Valuing Work: Restoring the Value of the Minimum Wage. President Clinton’s proposal to 
increase the minimum wage by $1 in two equal steps - combined with the previous 90-cent increase 
— simply restores the real value of the minimum wage to what it was when President Reagan took 
office in 1981. During President Reagan’s eight years in office, the real value of the minimum wage 
fell more than 25 percent. This increase ~ in percentage terms - is in line with previous ones that 
helped low-wage workers without adversely affecting the economy: both this proposal and the last 
one increase the minimum wage by about 20 percent.

• Helping Ensure Parents Can Raise Their Children Out of Poverty. In 1993, President Clinton 
expanded the Earned Income Tax Credit (EITC), helping to lift hundreds of thousands of working 
families out of poverty. Today, with the previous minimum wage increase and the expanded EITC, 
parents who work full-time do not have to bring up their children in poverty. This increase will help 
ensure that - as costs continue to increase - parents who work hard and play by the rules can bring 
up their children out of poverty.

• Evidence from Last Minimum Wage Increase Is Clear: 10 Million Workers Got A Raise and 
No Jobs Were Lost. The last minimum wage increase provided a pay raise to 10 million workers, 
and since the President signed the minimum wage increase into law in August 1996, the economy has 
created new jobs at an historically high pace of 250,000 per month; the inflation rate has declined 
from 2.9 percent to 1.7 percent; and the unemployment rate has fallen to 4.7 percent — its lowest 
level in 25 years. For teenagers, African-Americans, and women, unemployment is down and 
employment rates are up.

• This Is Consistent With Empirical Evidence That Shows Moderate Minimum Wage
Increases Do Not Cost Jobs. Two dozen empirical studies have found that moderate increases 
in the minimum wage do not have significant effects on employment. These studies include 
state-specific research in California, Texas, and New Jersey that show that state minimum wage 
increases did not result in any job loss.



Q: WON’T RAISING THE MINIMUM WAGE COST JOBS?

A: No, Raising the Minimum Wage Will Help Lift Living Standards for 12 Million
Workers and Will Not Cost Jobs. In August 1996, President Clinton raised the 
minimum wage by 90 cents, from $4.25 to $5.15. Since then, the economy has 
performed tremendously:

• More Jobs, Less Unemployment, And Inflation Is Down. Since the President
signed the minimum wage increase, the unemployment rate has fallen from 5.2%
to 4.6% - its lowest level in 25 years; the economy has created new jobs at an
historically fast pace of 253,000 per month - that’s nearly 4.6 million new jobs
since August 1996; and the inflation rate has declined from 2.9 percent to 1.6
percent.

• Teenage Unemployment Is Down. Since the President signed the minimum
wage increased, the teenage unemployment rate has fallen from 16.9% to 14.7%;
over 650,000 more teenagers are working now than in August 1996; and the share
of teenagers employed has increased from 42.4% to 45.5%.

• African-American Teenage Unemployment Is Down. Since August 1996, the
African-American teenage unemployment rate has fallen from 37.6% to 31.5%;
over 65,000 more African-Americans teenagers are working now than in August
1996; and the share of African Americans teenagers employed has increased from
24.7% to 27.1%.

Evidence Suggests that 1996 Minimum Wage Increase Did Not Cost Jobs. A study by 
two leading labor economists found “no indication of relative employment losses" 
because of the 1996 minimum-wage increase. And the Economic Policy Institute 
concluded that “[T]he higher minimum wage has substantially boosted the earnings of 
low-wage workers; the benefits of the minimum-wage increase went primarily to low- 
income working families; and employment opportunities for teenagers and young adults - 
- groups that opponents of the minimum wage singled out as particularly vulnerable — 
were not adversely affected by the increase."

• Empirical Evidence Shows Moderate Minimum Wage Increases Do Not Cost
Jobs. Two dozen empirical studies have found that moderate increases in the
minimum wage do not cost jobs. These studies include state-specific research in
California, Texas, and New Jersey that shows that state minimum wage increases
did not result in any job loss.

Q: WON’T RAISING THE MINIMUM WAGE CAUSE PRICES TO RISE?

A: There Is No Evidence To Suggest That Raising the Minimum Wage Causes
Inflation. In the year before the President signed the 1996 minimum wage increase, the 
inflation rate was 2.9 percent. Over the past year, it has been 1.6 percent. With inflation 
down since the last minimum wage increase, it is difficult to argue that raising it again 
with cause inflation to go up.



WHY ARE YOU PROPOSING TO RAISE THE MINIMUM WAGE SO SOON 
AFTER THE LAST INCREASE?

With the Economy Strong, Now Is A Good Time To Raise the Minimum Wage. The 
labor market is extremely tight right now ~ employers are searching desperately for workers - 
- so the economy can absorb an increase in the minimum wage without costing jobs.

We Are Restoring the Minimum Wage To Its Historic Value. Ronald Reagan was the first 
elected President not to sign a minimum wage increase into law. During his eight years in 
office, the real value of the minimum wage fell more than 25 percent. President Clinton’s 
proposal to increase the minimum wage by $1 in two equal steps - combined with the 
previous 90-cent increase — will restore the real value of the minimum wage to that when 
President Reagan took office.

We Are Helping To Parents Can Raise Their Children Out of Poverty At The Turn of 
the Century. In 1993, President Clinton expanded the Earned Income Tax Credit (EITC), 
helping to lift hundreds of thousands of working families out of poverty. Today, with the 
previous minimum wage increase and the expanded EITC, parents who work full-time can 
bring up their children out in poverty. However, at the turn of the century, this will no longer 
be true because costs will continue to increase while the minimum wage does not. Therefore, 
we need to raise the minimum wage to ensure that every parent who works hard and play by 
the rules can bring up their children out of poverty.

WHY ARE YOU PROPOSING A BIGGER INCREASE THIS TIME THAN YOU 
DID LAST TIME AROUND?

The Evidence From The Last Minimum Wage Increase Clearly Shows 10 Million 
People Got A Raise And Jobs Were Not Lost. Since the President signed the minimum 
wage increase, the unemployment rate has fallen from 5.2% to 4.6% — its lowest level in 25 
years; the economy has created more than 4.5 million new Jobs; and the inflation rate has 
declined.

With the Economy Stronger Today Than In 1996, It Is More Able To Absorb A 
Larger Increase In the Minimum Wage. The labor market is tighter right now than in 
1996 - employers are searching more desperately for workers - so the economy can 
more easily absorb a larger increase in the minimum wage without costing jobs.

In Percentage Terms, This Increase Is Actually Smaller Than The Last One. The
last minimum wage increase — from $4.25 to $5.15 — was a 21-percent raise. This 
proposal - raising the minimum wage from $5.15 to $6.15 - is a 19-percent increase.



ISN’T THIS PROPOSAL JUST A POLITICAL PLOY BY THE PRESIDENT TO 
GAIN SUPPORT OF LIBERAL DEMOCRATS?

President Clinton Has Always Supported Raising the Minimum Wage — from the 
Campaign in 1992 to the Present. For five years, President Clinton has fought for 
provisions that would raise the standard of living of hard-working families, including: 
raising the minimum wage, expanding the Earned Income Tax Credit, and providing 
health care coverage for working families. This minimum wage proposal continues the 
President’s previous commitments to help working families.

Q: WON’T RAISING THE MINIMUM WAGE HURT SMALL BUSINESSES?

A: No, There Is Little Evidence That the Last Minimum Wage Increase Hurt Small
Businesses. According to Dun & Bradstrett, we had a record number of new small 
businesses in last year — so the minimum wage hasn’t seemed to adversely affect small 
businesses. And as the Wall Street Journal (10/27/97) wrote: “In April 1996, David 
Rosenstein, a fast-food entrepreneur, staunchly opposed a proposed two-step rise to $5.15 
an hour as ‘a bad idea.’ The middle managers at his 13 Popeyes Chicken & Biscuits 
restaurants didn’t know how they would cope. How times have changed. Today, despite 
the now-higher minimum wage, Mr. Rosenstein’s restaurants are prospering. Operating 
profits are up 11% from last year...”

DIDN’T PRESIDENT CLINTON OPPOSE INCREASING THE MINIMUM 
WAGE IN 1993?

President Clinton has always supported the minimum wage - and he has NEVER 
opposed a minimum wage increase. President Clinton has always supported increasing 
the minimum wage - from the campaign in 1992 to the present.

In Putting People First, Bill Clinton and A1 Gore promised to “increase the 
minimum wage to keep pace with inflation.” In fact, as Governor of Arkansas, Bill 
Clinton supported two increases in the state minimum wage. And he changed state 
minimum wage law to cover more workers.
In February 1995, President Clinton proposed increasing the minimum wage by 90- 
cents over two years.
In Aug. 1996, President Clinton signed into law a 90-cent minimum wage increase. 
In Oct. 1996 and Sept. 1997, the President’s minimum wage increase took effect.
In January 1998, President Clinton proposed raising the minimum wage again.

BACKGROUND: There is a Time magazine quote from 1995 that alludes to President 
Clinton's opposition to the minimum wage in 1993. But. President Clinton didn't say any 
such thing. The statement Time refers to does not appear in any transcript, tape, or 
speech text.



WON’T RAISING THE MINIMUM WAGE HURT WELFARE-TO-WORK 
EFFORTS IN THE STATES?

No. An increase in the minimum wage will support the goals of welfare reform by 
ensuring that wages keep up with the cost of living and people leaving welfare for 
work can support their families and break the cycle of dependency.

This increase will not make it substantially more difficult for states to meet the 
welfare law’s work participation rates (30 percent in FY 1998, rising to 40 percent in 
2000 and 50 percent by 2002). While states that put welfare recipients in workfare 
programs will of course have to pay them the new minimum wage, such workfare 
programs are only a small part of most states’ welfare-to-work efforts. These efforts 
focus primarily on getting welfare recipients private sector jobs, and can also include 
work-related activities like job search, vocational education, and high school (for 
teenagers).

For states that do chose to create workfare programs, we have helped them pay the 
minimum wage by allowing them to count not only cash assistance, but also food 
stamps, toward the wage. The dramatic drop in welfare caseloads further ensures that 
states will have adequate funding to pay workfare participants the minimum wage, 
because under the welfare law, states receive fixed block grants regardless of welfare 
caseloads.



THE IMPACT OF A MINIMUM WAGE INCREASE ON SMALL BUSINESS

President Clinton’s Proposal Would Increase the Minimum Wage By $1 in Two Steps To 
Help Raise Living Standards for 12 Million American Workers. In 1992, President 
Clinton promised to increase the minimum wage to help more families working hard but 
falling behind. In 1996, President Clinton signed into law a minimum wage hike, raising it 
from $4.25 to $5.15. And, in 1997, we had a record number of new small businesses — so the 
minimum wage hasn’t seemed to adversely affect small businesses. Our economy is the 
strongest in a generation and small businesses prospering. The President’s proposal would 
increase the minimum wage from $5.15 to $6.15 over two years, through a 50-cent increase on 
January 1, 1999 and a 50-cent increase on January 1, 2000.

The Smallest Businesses — Such as Many Mom And Pop Stores — Do Not Have to 
Abide by The Federal Minimum Wage Law. Businesses that do not have annual sales in 
excess of $500,000 or employees that participate in interstate commerce are not covered by 
the Federal minimum wage law. This means that many small businesses will not be affected 
by an increase in the Federal minimum wage.

Most Small Businesses Already Pay Above The Minimum Wage, And Half of 
Minimum Wage Earners Work in Large Firms. Previous evidence suggests that ninety 
percent of workers in small businesses earn more than the current minimum wage, and about 
half of minimum wage earners work in firms with more than 100 employees. An increase in 
the minimum wage will, therefore, have little effect on the majority of small businesses.

Small Businesses That Are Affected by a Higher Minimum Wage Will Find it Easier to 
Recruit, Retain, Train, And Motivate Their Workers. Five dollars and fifteen cents per 
hour is not much of an incentive for people to look for a job. A $1 increase in the minimum 
wage will entice more workers to enter the labor force, which will make it easier for businesses 
to fill job openings. Small businesses will not have to spend weeks — or even months — trying 
to find workers. A rise in the minimum wage will also help reduce job turnover, so businesses 
will be able to retain their workers. With less turnover, small businesses will be more willing 
to train their workforce, increasing their productivity and quality of work. Finally, workers will 
have a greater incentive to work harder when their wages are increased.

Many Small Businesses Have Found Minimum Wage Increases Manageable:

As the Wall Street Journal (10/27/97) wrote: “In April 1996, David Rosenstein, a fast-food 
entrepreneur, staunchly opposed a proposed two-step rise to $5.15 an hour as ‘a bad idea.’ 
The middle managers at his 13 Popeyes Chicken & Biscuits restaurants didn’t know how 
they would cope. How times have changed. Today, despite the now-higher minimum wage, 
Mr. Rosenstein’s restaurants are prospering. Operating profits are up 11% from last year...”

When New Jersey increased the minimum wage in 1992, many business leaders complained 
that it would cost profits and jobs. However, as one small businessman commented 
afterward the increase on WNYC’s On the Line: “I’m a small business owner here in 
Newark, New Jersey and I did study business and I always thought that raising the minimum 
wage would affect negatively a lot of people in the lower income levels [and small business 
owners]... As it turns out it was no big deal... Before, I hired people at $4.25 and I didn’t 
expect much and I didn’t get much from them. Now, at $5.00, I’m somewhat more careful 
and it certainly hasn’t affected my business that much.”
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TALKING POINTS FOR MINIMUM WAGE EVENT:

• In 1992, President Clinton said that he wanted to make work pay to help ensure that parents who
work full-time can raise their children out of poverty. To this end - without a single Republican
vote — President Clinton expanded the Earned Income Tax Credit (EITC) in 1993, providing tax
relief to 15 million hard-pressed working families.

• In February 1995 — with the EITC and minimum wage no longer enough to lift a family of three
out of poverty - President Clinton proposed increasing the minimum wage so that a single mother
could raise two children out of poverty. With Senator Keimedy and Rep. Bonior’s hardwork, the
President signed that bill and raised the minimum wage for nearly 10 million workers in 1996.

• We must make work pay, and the evidence clearly shows that this two-pronged approach — an
expanded EITC and a higher minimum wage - is the best way to help America’s working families
get ahead.

o Last month, the Council of Economic Advisers reported that the child poverty rate declined
4.7 percentage points between 1993 and 1996. The Council found that more than half of this
decline (2.5 percentage pts.) was due to the expanded EITC. They also found that more than
the rest of the drop (3.0 percentage pts.) in child poverty was due to increased income for
these hard-pressed families. The minimum wage — along with the strong economy — is
certainly a main reason why the incomes of low-wage families are rising again.

• We should not be surprised by this result. There is a strong theoretical case to make that the most
efficient way to provide assistance to low-income families is to jointly use the EITC and the
minimum wage. Recent academic evidence shows that the EITC is very effective at helping to
bring single mothers into the workforce. The minimum wage complements and enhances the
EITC by providing an additional incentive - a higher wage - for single moms to choose work
over welfare. When used by itself to guarantee a subsistence level of income, the minimum wage
would have to be set very high - at least a third higher than it is today. On the other hand, using
the EITC alone would require a substantially larger credit than is provided today. The most
important partners in Washington are not Alan Greenspan and Andrea Mitchell — they are the
minimum wage and the Earned Income Tax Credit.

• If we don’t increase the minimum wage, we can no longer ensure that parents who work hard and
play by the rules can raise their family out of poverty. This year, a full-time minimum wage
worker will earn $10,300 - after-taxes (EITC minus payroll taxes), this worker would bring home
$13,240 - just above the poverty line for three-people. But, as costs rise, this will no longer be
true.

That is why President Clinton strongly supports the legislation Senator Kennedy and
Representative Bonior are submitting today to raise the minimum wage by $1 by the turn of the
century. With the economy strong and unemployment at its lowest level in a quarter century, there
is no better time to raise the minimum wage for 12 million low-wage workers. This proposal will
help ensure that - as costs continue to increase - we fulfill President Clinton’s goal of making
work pay and ensuring that parents who work full-time can bring up their children out of poverty.
We hope that this legislation receives the same bipartisan support that the last minimum wage
increase received. Sixty years ago, Franklin Roosevelt said that, except for Social Security, the
minimum wage and the Fair Labor Standards Act is the most “far-sighted program for the benefit
of workers ever adopted here or in any other country.” Let us keep it that way.



WHO BENEFITS FROM A MINIMUM WAGE INCREASE?

• According to data from the Bureau of Labor Statistics, there are 12 million 

hourly paid workers earning between $5.15 and $6.14 per hour.

• Nearly 8.9 million - 74 percent - of these workers are adults, age 20 or 

over.

• Nearly 7.3 million — 61 percent — of these workers are women.

• Just over 1.9 million — 16 percent — of these workers are African American, 
including 667,000 African-American men and 1.2 million African-American 

women.

Nearly 2.2 million ~ 18 percent — of these workers are Hispanic, including 

almost 1.1 million Hispanic men and 1.1 million Hispanic women.

Over 5.7 million - 48 percent - of these workers work more than 35 hours 

per week.



Did the Minimum-Wage Increase Boost Wages?
The economic impact of the $0.50 increase depends on the share of the workforce earning between $4.25 

and $4.74 an hour. If few workers were affected by the increase, the impact should be negligible. But if 
many workers were affected, the impact on wages, incomes, and perhaps employment should be significant.

Economists traditionally use the economic impact of minimum-wage increases on teens and young 

adults as an indication of the probable impact on low-wage workers of all ages.' This study follows that 
procedure by focusing on the employment and earnings of teenagers age 16-19 and young adults age 20- 
24. Since these workers are just beginning their working lives, a large share of them earn low wages.
This is not to say, however, that most minimum-wage workers are teenagers. While a disproportionate 

share of teenagers earn the minimum wage, most minimum-wage workers are adults. Prior to the in­
crease in October, for example, 66% of workers earning between $4.25 and $4.75 were age 20 or older.

The $0.50 increase in the minimum wage on October 1, 1996 had a substantial positive effect on the 

wages of teenagers and young adults. Table lA displays the wage distribution for teenage and young 

adult workers in the six months immediately before the increase; Table IB reports the same information 

for the six months immediately following the increase (see the data appendix for a full description of the 

wage information). The data in Table lA show that, just prior to the increase, 9.8% of teenagers earned ^ 
exactly $4.25 (the old value of the minimum wage) and another 10.2% earned between $4.26 and $4.74. 
The data in Table IB show that, after the increase, the share of teenage workers earning exactly $4.25 fell 
to 2.7%, and the share earning between $4.26 and $4.74 declined to 5.5%. Over the same two periods, 
the share of teenage workers earning exactly $4.75 (the new minimum wage) increased from 2.9% to 

11.5%. The data for young adults show similar, but smaller, changes. The share of young adults in the 

wage range ($4.25-$4.74) affected by the October 1 increase fell from 6.7% to 3.0%, while the share at 
the new minimum wage of $4.75 rose from 1.1% to 3.2%.^

The minimum wage had the biggest impact on the wages of black and Hispanic teenagers.'* Before 

the October 1 increase, 31.2% of black teens and 24.8% of Hispanic teens earned between $4.25 and 

$4.74. After the increase, the share of workers in this range fell to 14.3% for black teens and 5.2% for 
Hispanic teens. In the six months before the minimum-wage hike, only 3.9% of black teens earned 

$4.75, but over the six months after the increase, the share climbed to 11.9%. For Hispanic teens, the 

share earning $4.75 was 2.5% before October 1; it jumped to 14.8% after the increase.“
Some economists have argued that increases in the minimum wage will affect the wages of workers 

above the new $4.75 level because employers will raise wages of these better-paid workers in order to main­
tain relative pay differences within the firm (see, for example, Spriggs and Klein 1994). The wage data 

show some signs of these “spillover” effects, especially for black male and Hispanic female teenagers.
Table 1C reflects signs of such spillovers.^ For example, the share of black male teenagers earning exactly 

$4.75 grew 9.1 percentage points after the increase. At the same time, the share earning between $4.76 and 

$5.14 per hour — a range above the level required by law — increased 12.7 percentage points; even the 

share of those earning $5.15 or more rose 7.3 percentage points. Similarly, for Hispanic female teens, the 

share of workers earning $5.15 or more jumped 9.6 percentage points after the October 1 increase.
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A Reanalysis of the Effect of the New Jersey Minimum Wage Increase 

on the Fast-Food Industry with Representative Payroll Data

Abstract

This paper re-examines the effect of the 1992 New Jersey minimum wage increase 
on employment in the fast-food industry. We begin by analyzing employment trends 
using a comprehensive new data set derived from the Bureau of Labor Statistics's 
ES-202 data file. Both a longitudinal sample and a repeated-cross-section sample 
drawn from these data indicate very similar or slightly faster employment growth 
in New Jersey relative to eastern Pennsylvania after the rise in New Jersey's 
minimum wage, consistent with the main findings of our earlier survey. We also 
use the ES-202 data to measure the effects of the 1996 increase in the Federal 
minimum wage, which raised the minimum wage in Pennsylvania but not in New 
Jersey. Consistent with the earlier experiences, we find no indication of 
relative employment losses in Pennsylvania. In light of these findings, we go 
on to re-examine employment trends in the sample of fast-food restaurants 
assembled by the Employment Policies Institute (EPI) and David Neumark and 
William Wascher. The differences between this sample and both the BLS data and 
our earlier sample are attributable to a small set of restaurants owned by a 
single franchisee who provided the original Pennsylvania data for a 1995 EPI 
study. We also find that employment trends in the EPI/Neumark-Wascher sample are 
strikingly different for firms that reported their data on a weekly, biweekly or 
monthly basis, possibly because of seasonal factors. Controlling for the 
systematic effects of the reporting period, the combined EPI/Neumark-Wascher 
sample shows no difference in hours growth between New Jersey and Pennsylvania.
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Introduction

Replication and reanalysis are important endeavors in economics, especially when new 

findings run counter to conventional wisdom. In their comment on our 1994 American Economic 

Review article, Neumark and Wascher (1997) challenge our conclusion that the April 1992 

increase in the New Jersey minimum wage led to no loss of employment in the fast-food industry. 

Using data on a non-randomly selected set of restaurants initially collected for Richard Berman 

of the Employment Policies Institute (EPI) and later supplemented by their own data collection 

efforts, Neumark and Wascher (hereafter NW) conclude that"... the New Jersey minimum wage 

increase led to a relative decline in fast-food employment in New Jersey" compared to 

Pennsylvania.' They attribute the discrepancies between their findings and ours to problems in 

our fast-food restaurant data set. Specifically, they argue that our use of employment data derived 

from telephone surveys, rather than from payroll records, led us to draw faulty inferences about 

the effect of the New Jersey minimum wage.

In this paper we attempt to reconcile the contrasting findings by analyzing administrative 

employment data from a new representative sample of fast-food employers in New Jersey and 

Pennsylvania, and by re-analyzing NW’s data. Most importantly, we use the Bureau of Labor 

Statistics’s (BLS’s) ES-202 data file to examine employment growth of fast-food restaurants in 

a set of major chains in New Jersey and nearby counties of Pennsylvania.^ We draw two 

samples from the ES-202 files: a longitudinal sample that tracks establishments between 1992 and 

1993, and a series of repeated cross-sections from the end of 1991 through 1996. Because the

'In the March 1995 version of their paper, NW relied exclusively on 71 observations collected by EPI. 
Subsequent versions have also included information from their supplemental data collection.

^The ES-202 data are also known as the Business Establishment List. Persons employed by an eligible 
organization may apply to BLS for restricted access to ES-202 data for statistical research purposes.



BLS data are derived from Unemployment Insurance payroll records, the employment measures 

are free of the kinds of survey errors that may have affected our earlier results. In addition, 

because the ES-202 data include information for every covered employer, there is no reason to 

doubt the representativeness of the BLS sample.

A comparison of fast-food employment growth in New Jersey and Pennsylvania over the 

period of our original study confirms the main findings in our 1994 paper, and calls into question 

the representativeness of the sample assembled by Berman, Neumark, and Wascher. Most 

importantly, the BLS fast-food data indicate slightly faster employment growth in New Jersey 

than in the Pennsylvania border counties over the time period that we initially examined, although 

in most specifications the difference between New Jersey and Pennsylvania is small and 

statistically insignificant. We use the BLS data to examine longer-run effects of the New Jersey 

minimum wage increase, and to conduct a preliminary analysis of the effect of the 1996 increase 

in the Federal minimum wage, which was binding in Pennsylvania but not in New Jersey (where 

the state minimum wage was already above the new federal standard). Our analysis of this new 

policy intervention is consistent with the conclusion that modest changes in the minimum wage 

have little systematic effect on employment.

In light of these findings we go on to re-examine the Berman-Neumark-Wascher (BNW) 

sample and evaluate NW’s contention that the rise in the New Jersey minimum wage caused 

employment to fall in the state’s fast-food industry. Our re-analysis leads to three main 

conclusions. First, the pattern of employment growth in the BNW sample of fast-food restaurants 

across chains and geographic areas within New Jersey is quite consistent with our original survey 

data. The differences between the BNW sample and ours are attributable to differences in the 

sample of Pennsylvania restaurants in their data set, which unlike our original sample and the
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BLS data, show a rise in fast-food employment in the state. Second, the anomalous behavior of 

the BNW Pennsylvania sample is driven entirely by restaurants owned by one franchisee, who 

apparently provided the earliest data to EPI and comprised the entire EPI sample of Pennsylvania 

franchises. Third, the patterns of employment changes (or more precisely, scaled hours changes) 

across different restaurants in the BNW sample vary systematically with the period over which 

the data were reported. In particular, establishments that reported on a bi-weekly basis had faster 

growth than those that reported on a monthly or weekly basis. The reporting periods may matter 

because of different seasonal factors in the two waves of the BNW sample (e.g., holidays or 

weather) or because of imperfect scaling of hours. In any case, a disproportionately high fraction 

of Pennsylvania restaurants reported their data in bi-weekly intervals, leading to a relative 

overstatement of employment growth in that state. Once this peculiar feature of the sample is 

taken into account, the BNW data indicate virtually no difference in hours growth in New Jersey 

and eastern Pennsylvania.

Based on all the evidence now available, including the BLS sample, our earlier sample, 

and the BNW sample, we conclude that the increase in the New Jersey minimum wage in April 

1992 had little or no systematic effect on total fast-food employment in the state, although there 

may have been individual restaurants where employment rose or fell in response to the higher 

minimum wage.



I. Analysis of Comprehensive BLS Fast-Food Restaurant Sample

A. Description of BLS ES-202 Data

To examine the effect of the New Jersey minimum wage increase with representative 

payroll data, we applied to the BLS for permission to analyze their ES-202 data. The ES-202 

data consist of quarterly employment records reported by employers to their state Employment 

Security Agencies. The first question on the New Jersey tax form requests the "Number of 

covered workers employed during the pay period which includes the 12th day of each month."^ 

The BLS maintains these data as part of the Covered Employment and Wages Program. We 

analyze two types of samples from the ES-202 file: a longitudinal file and a series of repeated 

cross-sections.

The longitudinal sample consists of restaurants belonging to a set of the largest fast-food 

chains.'’ Restaurants in the sampled chains employed 13 percent of all employees in the eating 

and drinking industry in New Jersey and eastern Pennsylvania in 1992. There is considerable 

overlap between the restaurants in the BLS sample and in our original sample. Restaurants in 

the sampled ehains were identified by a name search in the name and unit description fields of 

the ES-202 file. This search was conducted on all establishments in the eating and drinking 

industry (SIC 5812) in New Jersey and eastern Pennsylvania in the first quarter of 1991, first 

quarter of 1994, and fourth quarter of 1996. The observations were inspected in these quarters 

to eliminate establishments that were not restaurants in the relevant chains, or to add restaurants

^The first question on the Pennsylvania form requests the "Total covered employees in pay period inch 12th of 
month." Employers are asked to report employment for each month of the quarter. A copy of these forms is 
available from the authors on request.

“'For confidentiality reasons, BLS has requested that we not reveal the identity or number of these chains. We 
can report, however, that there are fewer than 10 chains in the sample.



that were missed by the algorithm used in the computerized name search. If a restaurant in one 

of the fast-food chains was discovered that was not identified by the name search, the computer 

algorithm was amended to include that name.

The original Card-Krueger (CK) sample contained data on restaurants in 7 counties of 

Pennsylvania (Bucks, Chester, Lackawanna, Lehigh, Luzerne, Montgomery, and Northampton). 

Because this is a somewhat idiosyncratic group - with some counties located right on the New 

Jersey border and others off the border - we decided to expand the sample to include 7 

additional counties: Berks, Carbon, Delaware, Monroe, Philadelphia, Pike, and Wayne. In the 

results that follow, we present estimates for both our original 7 counties and for the larger set of 

14 counties.

Once restaurants in the relevant chains and counties were identified, we merged data on 

the restaurants for selected months between the first quarter of 1992 and the fourth quarter of 

1994.^ To mirror the CK sample, only establishments with nonzero employment in February or 

March of 1992 -- the months covered by Wave 1 of our survey — were included in the 

longitudinal analysis file.* The final data set contains 687 establishments. A total of 16 (2.3 

percent) of these establishments had zero or missing employment in November or December of 

1992, the months covered by Wave 2 of our survey. These establishments either closed or could 

not be tracked because their reporting information changed.

’The ES-202 file also contains total quarterly payroll data. These data are problematic for our purposes, 
however, because any salary drawn by the franchise owner should be included in this field for incorporated 
restaurants. Thus, if an increase in workers’ earnings is offset by a decline in the owner’s profit, the quarterly 
payroll data will not reflect the increase in workers’ wages.

^Additionally, to ensure that the sample consisted exclusively of restaurants (as opposed to, e.g., headquarters 
or monitoring posts), the authors restricted the sample to establishments with an average of 5 or more employees 
in February and March 1994, and average monthly payroll per employee below $3,000 in I992:Q1 and 1992:Q4. 
These restrictions eliminated 17 observations from the original sample of 704 observations.



A potential limitation of the BLS longitudinal sample for the present paper should be 

noted. The ES-202 data pertain to "reporting units" that may be single establishment units or 

multi-establishment units. The BLS encouraged employers to report their data at the county level 

or below in the early 1990s. Some employers were in the process of switching to a county-level 

reporting basis during our sample period. Consequently, some restaurants that remained open 

were difficult to track because they changed their reporting identifiers. Fortunately, most of the 

restaurants that were in this situation could be tracked by searching addresses and other 

characteristics of the stores. All of the restaurants that were not linked to subsequent months’ 

data were assumed closed and assigned zero employment for these months, even though some 

of these restaurants may not have closed. This is probably a more common occurrence for New 

Jersey than Pennsylvania: 0.4 percent of the Pennsylvania restaurants had zero or missing 

employment at the end of 1992, as compared to 3.4 percent of New Jersey restaurants. In our 

original survey, 1.3 percent of Pennsylvania restaurants and 2.7 percent of New Jersey restaurants 

were temporarily or permanently closed at the end of 1992.^

Also note that because firms are allowed to report on more than one unit in a county in 

the BLS data, some of the records reflect an aggregation of data for multiple establishments. We 

address both of these issues in the analysis below. Perhaps most importantly, these problems do 

not apply to the cross-sectional files that we also analyze.

To draw the repeated cross-section file, the same name search algorithm was applied each 

quarter between 1991 :Q4 and 1996:Q4.* This time period spans the months covered in our

’An interviewer visited all of the non-responding stores in both states to determine if they were closed in our 
original survey.

'Because of a relatively high frequency of imputations, we do not use data prior to 1991 :Q4.



original survey. Again, data were selected for the same chains in New Jersey and the 14 counties 

in eastern Pennsylvania. The cross-sectional estimates probably provide the cleanest estimates 

of the effect of the minimum wage increase because they incorporate the births as well as deaths 

of restaurants, and because possible problems caused by changes in reporting units over time are 

minimized.

B. Summary Statistics and Differences in Differences

Table 1 reports basic employment summary statistics for New Jersey and for the 

Pennsylvania counties, before and after the April 1992 increase in New Jersey’s minimum wage. 

Panel A is based on the BLS sample of fast-food restaurants. In the first row, the "before" period 

pertains to average employment in February and March of 1992, and the "after" pertains to 

average employment in November and December of 1992.’ The second row reports employment 

figures for February and November, which were the most common survey months in our survey. 

The third row uses data spanning a 12-month period, from March 1992 to March 1993. Finally, 

for comparison, Panel B of Table 1 reports the corresponding employment statistics calculated 

from the CK survey.”

Several conclusions are apparent from the means in Table 1. First, the BLS data indicate 

a slight rise in employment in New Jersey’s fast-food restaurants over the period we studied, and 

a slight decline in employment in Pennsylvania’s restaurants over the same period. Our telephone

'’in one case, employment was zero in March 1992, so the February figure was used.

'“For comparability with BLS data, we calculate total employment in our survey data by adding together the 
number of full-time, part-time and managerial workers. This approach differs from Card and Krueger (1994), which 
weights part-time workers by 0.5 to derive full-time equivalent employment.
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survey data indicate a net gain in New Jersey relative to Pennsylvania of 2.4 workers per 

restaurant, whereas the BLS data in row 2 indicate a smaller net gain of 1.1 workers between 

February and November of 1992. Second, between March 1992 and March 1993, the BLS data 

indicate that both New Jersey and Pennsylvania experienced a decline in average employment, 

with the decline being larger in Pennsylvania. Third, the average employment level in the BLS 

data is somewhat greater than the average level in our data, probably because some of the 

observations in the BLS data pertain to multiple establishments. Fourth, our data and the BLS 

data indicate that average restaurant size was initially larger in Pennsylvania than in New Jersey. 

By contrast, the BNW data set indicates that "full-time equivalent employment" was initially 

greater in New Jersey than in Pennsylvania (see Section III below). Finally, the BLS data 

indicate that the results for the 7 Pennsylvania counties that we used in our initial sample and the 

wider set of 14 counties are generally similar.

Neumark and Wascher (1997) and others have emphasized the fact that the dispersion in 

full-time employment changes in our data set is greater than the dispersion in changes in total 

hours worked in the BNW data. Interestingly, the BLS data display roughly the same standard 

deviation of employment changes as was found in our original sample. For New Jersey, for 

example, the standard deviation of the change in employment across reporting units between 

February and November of 1992 was 10.12 according to the BLS data, which slightly exceeds 

the standard deviation calculated from our survey data over approximately the same months. One 

problem with this comparison is that some of the BLS reporting units combine multi­

establishment restaurants that may have broken out over time, whereas our unit of observation 

was consistently the individual restaurant. To address this issue, we restricted the BLS sample



to reporting units that initially had fewer than 40 employees; reporting units this size are almost 

certainly individual restaurants. The standard deviation of employment changes for this truncated 

BLS sample is 9.0 for New Jersey and 6.8 for Pennsylvania; these figures compare to 8.0 and 

8.8, respectively, if we likewise truncate our survey data.

More generally, the criticism that our telephone survey was flawed because the 

employment data displayed a high degree of dispersion strikes us as off the mark for three other 

reasons. First, reporting errors in employment data collected from a telephone survey are not 

terribly surprising. Dispersion in our data is not out of line from that in other establishment-level 

employment surveys (e.g., Davis, Haltiwanger, and Schuh, 1996). Second, as long as 

measurement error in the dependent variable has the same mean in New Jersey and Pennsylvania, 

estimates based on our data will be unbiased. We know of no reason to suspect that the New 

Jersey and Pennsylvania managers who responded to our survey would misreport employment 

data in a systematically different way. Third, the standard deviation of full-time equivalent 

employment changes is potentially sensitive to the way data on hours, or on combinations of part- 

time and full-time employees, are scaled. NW convert weekly payroll hours into a measure of 

employment by dividing by 35, but a smaller divisor would lead to larger dispersion of 

employment in their data. The standard deviation of proportionate changes in employment is 

invariant to scaling, and is fairly similar in all three data sets: 0.35 in BNW’s data, 0.29 in the 

BLS data, and 0.39 in our original survey data.

C. Regression-Adjusted Models

Panels A and B of Table 2 present basic regression estimates using the BLS ES-202



sample of fast-food restaurants. The models presented in this table essentially parallel the main 

specifications in Card and Krueger (1994). The dependent variable in the first two columns is 

the change in the number of employees, and the dependent variable in the last two columns is 

the proportionate change in the number of employees." Columns 1 and 3 only include a 

dummy variable indicating whether the restaurant is located in New Jersey or eastern 

Pennsylvania. These estimates correspond to the difference-in-differences estimates that can be 

derived from row 1 of Table 1. In addition to the New Jersey dummy variable, the explanatory 

variables in the models in columns 2 and 4 are: a set of dummy variables indicating the chain 

the restaurant belongs to; and a dummy variable indicating whether the reporting unit was a sub­

unit of a multi-unit employer.'^

The regression results in Panel A of Table 2, which are based on the same geographic 

region surveyed in our earlier work, indicate small, positive coefficients on the New Jersey 

dummy variable." Each of the estimates is individually statistically insignificant, however. We 

interpret these estimates as indicating that New Jersey’s employment growth in the fast-food 

industry over this period was essentially the same as it was for the same set of restaurant chains 

in the seven Pennsylvania counties.

In Panel B, regression results are presented using the wider set of 14 Pennsylvania

"First and second period employment are measured as the average of February-March 1992 and November- 
December 1992, respectively. Following Card and Krueger (1994), the denominator of the proportionate change is 
the average between first and second period employment.

'^Observations that are not reported as sub-units of multi-unit establishments are either part of a multi-unit 
reporting firm or the only restaurant owned by a particular reporting unit.

'^Because, in principle, the BLS sample contains the population of fast food restaurants in the designated chains, 
an argument could be made that the OLS standard errors understate the precision of the estimates. Nonetheless, 
throughout the paper we rely on conventional tests of statistical significance.



counties as the comparison group. These results also indieate somewhat faster employment 

growth in New Jersey following the increase in the state’s minimum wage. Only in the 

proportionate change specifications without covariates, however, is the difference in growth rates 

between New Jersey and Pennsylvania restaurants close to being statistically significant.

For comparison. Panel C contains the corresponding estimates from our survey data. 

These estimates differ from our original paper because we now measure employment as the 

unweighted sum of full-time workers, part-time workers, and managerial workers. The estimates 

based on our data are qualitatively similar to those based on the BLS data, with positive 

coefficients on the New Jersey dummy variable. In addition, in both data sets the inclusion of 

additional explanatory variables does not add very much to the explanatory power of the model.

D. Specification Tests

The BLS data analyzed in Tables 1 and 2 suggest that the New Jersey minimum wage 

increase had either no effect, or a small positive effect, on fast-food industry employment in New 

Jersey vis-a-vis eastern Pennsylvania. To probe this finding further, in Table 3 we examine a 

variety of other specifications and samples. Panel A of the table presents results using our 

original 7 Pennsylvania counties, and Panel B uses the wider set of 14 counties. In all of the 

models, we include a full set of chain dummy variables and the sub-unit dummy variable. In 

addition, we report results for both the change in employment specification (column 1) and the 

proportionate employment growth specification (column 2).

For reference, the first row replicates the basic specification from Table 2. In row 2, we 

exclude from the sample stores that closed; recall that some of these stores may have been open



but we were unable to track them. In the preceding estimates, stores that could not be 

subsequently identified in the data base were assigned 0 employment. In the ES-202 data base, 

closed stores should be assigned an imputation code of 9. In row 3 we add back to the sample 

stores whose employment was not reported (or was reported as 0) if they had an imputation code 

of 9. In our opinion, the row 9 sample is probably the most appropriate for this analysis. The 

results in the table indicate that eliminating stores with missing or zero second-period 

employment, or including such stores if other information indicated the store was closed, tends 

to increase the coefficient on the New Jersey dummy variable.

Two of the observations in the sample had employment increases about twice the mean 

Wave 1 size; the next largest increase was less than the mean size.''* These large employment 

changes may have occurred because one franchisee acquired another outlet, or for other reasons. 

To probe the impact of these two outliers, they are dropped from the sample in row 4. The 

estimates are not very much affected by these observations.

In Card and Krueger (1994) we calculated the proportionate change in employment with 

the average employment over the two periods in the denominator. This specification was selected 

because we thought it would reduce the impact of measurement error in the employment data. 

We have continued that specification of the proportionate change equations so far in this paper. 

The specification in row 5, however, measures the proportionate change in employment with the 

first period employment in the denominator. With this specification. New Jersey’s employment 

growth is slightly lower than that in the 7 county Pennsylvania sample, although employment 

growth in New Jersey continues to be greater than in Pennsylvania when the 14 county sample

'■‘Large negative employment changes are more likely because of restaurant closings.



is used.

In row 6 we eliminate from the sample restaurants that are located in counties on the New 

Jersey shore. These counties may have different seasonal demand patterns than the rest of the 

sample. The results are not very different in this truncated sample, however. Another way to 

hold seasonal effects constant is to compare employment over the same months. In row 8 we 

measure employment changes from March 1992 to March 1993. This 12-month change has the 

added advantage of allowing employers more time to adjust employment. In levels, the faster 

employment growth in New Jersey is notably larger when 12-month changes 2ire used.

Finally, in row 8 we measure employment changes from February 1992 to November 

1992. As mentioned, these are the months when the preponderance of data in our survey were 

collected. It is probably not surprising that these results are quite similar to the base specification 

estimates, which use the average February-March 1992 and average November-December 1992 

employment data.

On the whole, we interpret the BLS longitudinal data as indicating that fast-food industry 

employment growth in New Jersey was about the same, or slightly stronger, than that in 

Pennsylvania following the increase in New Jersey’s minimum wage. It is nonetheless possible 

to define samples and specifications in which employment growth was slightly weaker in New 

Jersey than in Pennsylvania. This is what one would expect if the true difference in employment 

growth was very close to zero. We doubt, however, that a representative sample of fast-food 

restaurants would show robust evidence that employment growth was significantly weaker in New 

Jersey than in eastern Pennsylvania in the months we have studied.



II. Repeated Cross-Sections from the BLS ES-202 Data

As described above, we used the quarterly BLS ES-202 data to draw repeated cross- 

sectional data sets for the fast-food chains each month from the end of 1991 through 1996. With 

these data, we calculated total employment for New Jersey, for the 7 counties of Pennsylvania 

used in our original study, and for the broader set of 14 eastern-Pennsylvania counties each 

month. Figure 1 summarizes the time-series patterns of aggregate employment from these files. 

For each of the three geographic regions, the figure shows aggregate monthly employment in the 

fast-food industry relative to their respective February 1992 levels.

The figure reveals a pattern that is consistent with the longitudinal estimates. In 

particular, between February and November of 1992 - the main months our survey was 

conducted - fast-food employment grew by 3 percent in New Jersey, while it fell by 1 percent 

in the 7 Pennsylvania counties and fell by 3 percent in the 14 Pennsylvania counties. Although 

it is possible to find some pairs of months surrounding the minimum wage increase over which 

employment growth in Pennsylvania exceeded that in New Jersey, on a whole the figure provides 

little evidence that Pennsylvania’s employment growth exceeded New Jersey’s in the few years 

following the minimum wage increase.

A. The Effect of the 1996 Federal Minimum Wage Increase

On October 1, 1996 the federal minimum wage increased from $4.25 per hour to $4.75 

per hour. This increase was binding in Pennsylvania, but not in New Jersey because New 

Jersey’s $5.05 state minimum already exceeded the new federal minimum. Consequently, the 

same comparison can be conducted in reverse, with New Jersey now serving as a "control group"



for Pennsylvania’s experience. The results in Figure 1 clearly indicate greater employment 

growth in Pennsylvania than in New Jersey following the 1996 minimum wage increase. 

Between December 1995 and December 1996, for example, employment grew by 11 percent in 

the 14 Pennsylvania counties and 2 percent in New Jersey.It is possible that the superior 

growth in Pennsylvania reflects a delayed reaction to the 1992 increase in New Jersey’s minimum 

wage, but we doubt that employment adjustments would take so long in this high-turnover 

industry. We also doubt that Pennsylvania’s strong employment growth was caused by the 1996 

increase in the federal minimum wage, but there is certainly no evidence in these data to suggest 

that the hike in the federal minimum wage caused Pennsylvania restaurants to lower their 

employment relative to what it otherwise would have been in the absence of the minimum wage 

increase.

One caveat, however, is that these data might understate New Jersey’s employment growth 

because one chain in the sample discontinued reporting on 37 of its New Jersey establishments 

between the second and third quarter of 1996. These restaurants might have been closed, or they 

might have been spun off to another enterprise that is not among the fast-food chains in our 

sample. To gauge the importance of this phenomenon, we can perform the following 

hypothetical calculation. Suppose these 37 establishments had continued in the sample, with their 

employment equal to the average size of establishments in this chain as of 1996:Q1. In this 

counterfactual scenario. New Jersey’s employment would have grown by 6.9% between 

December 1995 and December 1996 — still well below Pennsylvania’s employment gro\vth rate. 

Thus, the BLS data provide little support for the view that the 1996 increase in the federal

'Mn the 7 county Pennsylvania sample employment grew by 16 percent.



minimum wage adversely impacted employment in fast-food restaurants in Pennsylvania vis-a-vis 

New Jersey, at least in this short period following the federal minimum wage increase.

III. A Reanalysis of the Berman-Neumark-Wascher Data Set

A. Genesis of the BhW sample

The conclusion we draw from the BLS data and from our original survey data is 

qualitatively different from the conclusion NW draw from the data they collected in conjunction 

with Berman and the EPI. This discrepancy led us to re-analyze the BNW sample, devoting 

particular attention to the possible non-representative nature of their data. We suspect that 

problems in the BNW sample arise because a scientific sampling method was not used in the EPI 

data collection effort, and because the data were collected three years after the minimum wage 

increase.

The BNW sample was assembled in several phases. First, Berman (1995) released a 

report based on 41 restaurants.'^ This report, which included analysis conducted by David 

Neumark, made no mention of the methods used to identify the restaurants in the sample. A 

companion paper by Neumark and Wascher (1995a) reported that the EPI sample contained 71 

restaurants and provided some information on the origins of the sample.Evidently, informal

''’The actual sample size was not reported. We estimate the sample size from Figures 1 and 2 of the report, 
which display data for a total of 41 restaurants. Berman also referred to these data in a Wall Street Journal op-ed 
on March 29, 1995.

”The description of the data set in the earliest Neumark and Wascher paper (1995a) states, "Contact was made 
with franchisees identified in the Chain Operator’s Guide": no mention was made of informal contacts. The most 
recent version of the paper (Neumark and Wascher 1997, Appendix A) states that ..."the original EPI sample was 
drawn partly from franchisees in the Chain Operator’s Guide ..., partly from restaurants owned by other franchisees 
... that were identified informally, and partly from parent corporations...." A letter explaining the origins of the 
sample from the Chief Economist of EPI dated October 21, 1995 made no mention of the Chain Operator’s Guide. 
Information in Neumark and Wascher (1997; Table 7) implies that at least half of the franchised restaurants in the



industry contacts were heavily relied on to select these 71 restaurants. We refer to this sample, 

augmented with information for one New Jersey store that closed during 1992, as the "original 

Berman sample." The sample contains data for 10 franchisees in the Burger King and Wendy’s 

chains, although all of the Pennsylvania restaurants belong to one Burger King franchisee who 

apparently supplied the earliest data to EPI.

Around the time that Berman launched the EPI study, the Wall Street Journal (January 

31, 1995, p. 1) reported:

"Lobbyists for small businesses, retailers and big companies huddled Friday at the 
Washington office of the National Restaurant Association to plot strategy against 
the Clinton effort to boost the $4.25-per-hour minimum wage. ... The group 
plans to poke holes in a study widely used by proponents to show employment 
rose in New Jersey fast-food restaurants when the minimum wage was raised 
there."

In this environment, concerns were raised about the representative character of the data assembled 

by Berman’s organization (e.g., Schmitt, 1995). In their August 1995 paper Neumark and 

Washer wrote that"... to avoid conflicts of interest we subsequently took over the data eolleetion 

effort from EPI, so that the remaining data came from the franchisees or corporations directly to 

us." During the period from March to August 1995 they added information for 18 additional 

restaurants owned by franchisees in the original Berman sample, along with information from 7 

additional franchisees and one chain. We refer to this sample of 154 restaurants as the Neumark- 

Wascher (NW) sample. Data for 9 other restaurants were apparently collected by EPI after NW 

took over data collection (see Neumark and Washer 1995b, footnote 9).'* We include these 9

Berman/EPI sample were identified through informal contacts.

"The most recent version of NW’s data set includes an indicator variable for restaurants collected by EPI. This 
variable shows a total of 81 restaurants in the EPI sample, representing the 72 restaurants in the original Berman 
sample and the 9 restaurants which were provided directly to EPI after March 1995.



restaurants in the pooled BNW sample, but exclude them from the original Berman subsample 

and from the NW subsample.

Although NW attempted to draw a complete sample of those restaurants not included in 

the original Berman sample, there are reasons to doubt the representative nature of their data. 

First, at least one-third of the franchise owners in the NW supplementary sample were previously 

contacted by EPI. Second, and probably more important, NW’s letter to franchisees stated that 

they were collecting data to "re-examine the New Jersey-Pennsylvania minimum wage study" and 

emphasized that they were working "in conjunction with ... a restaurant-supported lobbying" 

organization. This lead-in may have affected response patterns for restaurants with different 

employment trends in New Jersey and Pennsylvania, accounting for the low response rate in their 

survey.

For whatever reasons the combined BNW sample represents only a fraction of fast-food 

restaurants in New Jersey and eastern Pennsylvania belonging to the four chains in the sample. 

While we do not have a precise count of the total number of restaurants in the potential sample 

universe, we can obtain a lower bound estimate from the number of working telephone listings 

we found in January 1992 for our own fast-food sample. In New Jersey, where the geographic 

boundaries of the sample frame are unambiguous, we found 364 valid phone numbers whereas 

the BNW sample contains 163 restaurants. In eastern Pennsylvania, we found 109 working phone 

numbers in the 7 counties we surveyed, whereas the BNW sample contains 72 restaurants in as 

many as 19 counties.’’ These comparisons suggest that the BNW sample includes fewer than

'^BNW’s sample universe covers a broader region of eastern Pennsylvania than ours because BNW define their 
geographic area based on our three-digit zip codes. These zip codes cover 19 counties, although our sample universe 
only included restaurants in 7 counties.



one-half of the potential universe of restaurants. If the BNW sample were random this would 

not be a problem. As explained below, however, many features of the sample suggest otherwise. 

In particular, the Pennsylvania restaurants in the original Berman sample appear to be 

substantially different from other restaurants in the data set. To the extent that restaurants in the 

original Berman sample are non-representative, their presence biases results based on the 

combined BNW sample even if the NW subsample is representative.^® As it happens, any 

down-weighting of the original Berman restaurants in the pooled BNW sample substantially 

weakens the conclusion that employment fell in New Jersey relative to Pennsylvania.

B. Basic Results

Table 4 shows the basic patterns of fast-food employment in the pooled BNW sample and 

in various subsamples. The first three rows of the table report data on NW’s main employment 

measure, which is based on average payroll hours reported for each restaurant in February and 

November of 1992. Franchise owners reported their data to EPI and Neumark-Wascher in 

different time units - weekly, bi-weekly, or monthly - for up to three "payroll periods" before 

and after the rise in the minimum wage. NW converted the data (for the maximum number of 

payroll periods available for each franchisee) into average weekly payroll hours divided by 35. 

As shown in row 1 of Table 4, this measure of full-time employment for the pooled BNW sample 

shows that stores were initially smaller in Pennsylvania than New Jersey, and that during 1992

^“Neumark and Wascher note that there are potential concerns with the Berman sample and attempt to address 
these concerns by analyzing a subsample of restaurants that were listed in the Chain Operator’s Guide. This does 
not adequately address the issue, however, because even within the potential universe of restaurants in the Guide. 
some restaurants were brought into the BNW sample through informal contacts, while others are not included in the 
sample (possibly because of a lack of informal contacts).



stores in Pennsylvania expanded while stores in New Jersey contracted slightly. The "difference 

in differences" of employment growth is shown in the right-most column of the table, and 

indicates that relative employment fell by 0.85 full-time equivalents in New Jersey from the 

period just before the rise in the minimum wage to the period 6 months later.

In rows 2 and 3 we compare these relative trends for restaurants in the original Berman 

sample and in NW’s sample. The difference in relative employment growth in the pooled sample 

is driven by data from the original Berman sample, which shows positive employment growth 

in both states, but especially strong growth in Pennsylvania. We emphasize that all the 

Pennsylvania restaurants in the original Berman sample belong to a single Burger King 

franchisee. Thus, any conclusion about the growth of average payroll hours in the fast-food 

industry in New Jersey relative to Pennsylvania hinges on the representativeness of the data for 

this single franchisee.

The final row of Table 4 reports on relative trends in an alternative measure of 

employment available for a subset of restaurants in the pooled BNW sample - the total number 

of non-management employees. In contrast to the pattern for total payroll hours, non­

management employment rose faster in New Jersey than Pennsylvania."' Taken at face value, 

these findings suggest that the rise in the New Jersey minimum wage was associated with an 

increase in employment per se, and a small decline in hours per worker."^ Unfortunately,

■'Among the subset of stores that reported non-management employment, the difference-in-differences in average
payroll hours / 35 is -0.43, with a standard error of 0.55. Thus there is no strong difference between relative payroll 
hours trends in the pooled BNW sample and among the subset of restaurants that reported non-management 
employment.

^^To compare relative changes in hours and employees it is convenient to work with logarithms, so scaling is 
not an issue. For the sample of 55 observations that reported both numbers of employees and hours, the difference- 
in-differences of log payroll hours is -0.018; the difference-in-differences of log management employees is 0.066; 
and the difference-in-differences of log employees minus log hours is 0.084 (t-ratio = 2.28). Thus, the apparent



although one-half of restaurants in the original Berman sample supplied non-management 

employment data, only 10 percent of restaurants in the NW subsample reported it. Thus, the 

sample available for studying relative trends in employment versus hours is relatively small and 

heavily dependent on the original Berman sampling procedures.

C. Regression Adjusted Models

The simple comparisons of relative employment growth in Table 4 make no allowances 

for other sources of variation in employment growth. The effects of controlling for some of these 

alternative factors are illustrated in Table 5. Each colurrm of the table corresponds to a different 

regression model fit to the changes in employment observed for restaurants in the pooled BNW 

sample.

Column 1 presents a model with only a New Jersey dummy: the estimated coefficient 

corresponds to the simple difference-of-differences reported in row 1 of Table 4. Column 2 

reports a model with only an indicator for observations in the NW subsample. This variable is 

highly significant (t-ratio over 8) and negative, implying that restaurants in the NW subsample 

had systematically slower employment growth than those in the Berman sample. Column 3 

reports the effect of another "sampling" variable: the order number assigned by NW to the 

identity of the chain owner supplying the data. This number runs from 1 to 19, with franchisees 

in the original Berman sample assigned lower numbers. Again, the variable is highly significant 

(t-ratio over 5) suggesting that franchisees who were brought in to the sample earlier had 

systematically higher employment growth. The model in column 4 explores the effect of chain

opposite movement in hours and employees is statistically significant for this small sample.



and ownership controls. These are jointly significant and show considerable differences in 

average growth rates across chains, with slower grovvth among Roy Rogers and KFC restaurants 

than Wendy’s or Burger King outlets.

Finally, the model in column 5 includes indicators for whether the restaurant’s 

employment data were derived from bi-weekly or monthly data (with weekly data the omitted 

category). These variables are also highly significant, and suggest that the period over which the 

data were reported affects measured employment trends. Relative to restaurants that provided 

weekly data (25 percent of the sample), restaurants that provided bi-weekly data experienced 

faster hours growth between the two waves of the survey, while restaurants that provided monthly 

data had slower hours growth.

An important lesson from columns 1-5 of Table 5 is that a wide variety of factors affect 

measured employment growth in the BNW sample. Many of these factors are also highly 

correlated with the New Jersey dummy. For example, a disproportionately high fraction of New 

Jersey stores in the pooled sample were obtained by NW. Since the NW subsample has slower 

growth overall, this correlation might be expected to influence the estimate of relative 

employment trends in New Jersey. Additionally, the Pennsylvania sample contains none of the 

very slow-growing KFC outlets. Thus, it may be important to control for these other factors 

when attempting to measure the relative trend in New Jersey employment growth.

The models in columns 6-10 include the indicator for New Jersey outlets and various 

subsets of the other covariates. Notice that the addition of any subset of controls lowers the 

magnitude of the New Jersey coefficient by 20-90 percent, and also improves the precision of the 

estimated coefficient by 10-15 percent. None of the estimated New Jersey coefficients are



statistically significant at conventional levels once other controls are included in the model. 

Simply controlling for an intercept shift between restaurants in the NW subsample and the 

balance of the pooled data set reduces the size of the estimated New Jersey coefficient by over 

50 percent.

The addition of controls for the type of payroll data has a particularly strong impact on 

scaled hours. We are unsure of the reasons for the highly significant differences in measured 

growth rates between restaurants that reported different types of payroll data, although it is 

possible that they reflect differential seasonal factors or mis-scaling of hours.Even controlling 

for chain and ownership characteristics, the bi-weekly payroll indicator is highly significant 

(t=3.19). The appendix presents further estimation results and a figure illustrating the differences 

in Wave 1 hours. Wave 2 hours, and hours growth for restaurants that provided different types 

of payroll data in the BNW sample.^'* These results suggest that the differences by type of 

payroll data (particularly between restaurants that reported bi-weekly data and other restaurants) 

are generic, and not an artifact of specific functional form assumptions or outliers. As illustrated 

in Table 5, controlling for the type of payroll data has a large effect on the estimated New Jersey 

relative employment effect, because a much lower fraction of New Jersey restaurants supplied bi­

weekly data. Once these differences are taken into account, the employment growth differential 

between restaurants in New Jersey and Pennsylvania all but disappear, even in the pooled BNW 

sample.

'Tor example, if the payroll periods happen to coincide with holidays then there may be differential seasonal 
factors depending on whether the payroll period is a month, a two-week period, or a week.

^Mn the Appendix table we also report employment growth models for the subset of Burger King restaurants only. 
Among these restaurants the situation is similar: the bi-weekly payroll indicator is positive and highly significant 
(t=2.61); and controlling for types of payroll data the New Jersey effect is small and statistically insignificant.



D. Alternative Specifications and Samples

The results in Table 4 suggest that the measured effects of the New Jersey minimum wage 

differ between the original Berman sample of fast-food restaurants and the subsequent NW 

sample. Table 6 reports the estimated coefficient on the New Jersey dummy from a variety of 

alternative models fit to the pooled BNW sample, the NW subsample, and the original Berman 

sample. Each row of the table corresponds to a different model specification or alternative 

measure of the dependent variable; each column refers to one of the three possible samples. For 

example, the first row reports the estimated New Jersey effect from models that include no other 

controls: these correspond to the differences-in-differences reported in Table 4.

Row 2 of the table illustrates the influence of the data from the first franchisee who 

supplied the Pennsylvania observations in the original Berman sample. When the 26 restaurants 

owned by this franchisee are excluded, the estimated New Jersey effect in the pooled BNW 

sample becomes positive.'^ Without this owner’s data it is impossible to estimate the New 

Jersey effect in the original Berman sample. In the NW sample, however, the exclusion has a 

negligible effect.

Rows 3 and 4 of Table 6 show the estimated New Jersey coefficients from specifications 

that control for chain and company ownership, and these variables plus indicators for the type 

of payroll data supplied to BNW (bi-weekly, weekly or monthly). As noted, once controls for 

the payroll period are included the New Jersey effect falls to essentially zero in the pooled 

sample. In the original Berman sample, the New Jersey effect actually switches sign.

In most of their analysis NW utilize an employment measure based on hours data for

“Note that this franchisee supplied data on 23 restaurants (all in Pennsylvania) to the original Berman/EPI data 
collection effort, and on 3 additional restaurants (all in New Jersey) to NW’s later sample.



different numbers of payroll periods for different restaurants in their data. (Data are recorded for 

up to three payroll periods per restaurant in each wave). To check the sensitivity of the results 

to this choice, we constructed a measure using only the first payroll period for restaurants that 

reported more than one period. In principle one would expect this alternative measure to show 

the same patterns as the averaged data. As illustrated in Panel B (rows 5 and 6) of Table 6, the 

use of the alternative employment measure leads to results that are similar to the averaged data, 

but uniformly less supportive of NW’s conclusion of a negative employment effect in New 

Jersey. Even in the original Berman sample the use of the simpler hours measure leads to 

estimates that are well below conventional significance levels.

Finally, Panel C of Table 6 reports estimates from models that use the proportional change 

in average payroll hours at each restaurant - rather than the change in the level of average hours 

— as the dependent variable. The latter specifications are more appropriate if employment 

responses to external factors (such as a rise in the minimum wage) are roughly proportional to 

the scale of each restaurant. Inspection of these results suggests that the signs of the New Jersey 

effects are generally the same as in the corresponding models for the levels of employment, 

although the coefficients in the proportional change models are relatively less precise.

Our conclusion from the estimates in Table 6 is that most (but not all) of the alternatives 

show a negative relative employment trend in New Jersey, although the magnitudes of the 

estimated effects are generally much smaller than the naive difference-in-differences estimate 

from the pooled BNW sample. The estimated New Jersey effect is most negative in the original 

Berman sample, although even in this sample the estimated New Jersey effect reverses sign once 

controls are introduced for the payroll period of the data. In the NW sample or in the pooled



sample that excludes data for the Pennsylvania franchisee who supplied Berman’s data, the 

relative employment effects are small in magnitude and uniformly statistically insignificant (t- 

ratios of 0.7 or less). These patterns highlight the crucial role of the original Berman data in 

drawing inferences from the BNW sample. Without these informally-collected data (or more 

precisely, without the observations from the single franchisee who evidently was the first to 

supply his data) the BNW sample provides little indication that the rise in the New Jersey 

minimum wage lowered fast-food employment.

E. Consistency of the BNW Sample with the Card-Krueger Sample

While we have shown that the evidence of a decline in relative New Jersey employment 

from the BNW sample is not robust, it is nevertheless interesting to ask how the employment 

patterns in the two data sets compare. The public-use versions of both data sets include only the 

first three digits of the zip code of each restaurant, rather than full addresses. This limitation 

necessitates comparisons of employment trends by restaurant chain and "three-digit zip code area" 

cells.''

A useful summary of the degree of consistency between the two samples is provided by 

a bivariate regression of the average employment changes (by chain and zip code area) from one 

sample on the corresponding changes from the other. In particular, if the employment changes 

in the BNW sample are taken to be the "true" changes for the cells, then one would expect an 

intercept of 0 and a slope coefficient of 1 from a regression of the observed employment changes

^‘'The first three digits of the postal zip code do not correspond to any conventional geographic entity.



in our data on the changes for the same zip code area and chain in the BNW data.*’ This 

prediction has to be modified slightly if the employment changes in the BNW sample are "true" 

but scaled differently than in our survey. In particular, if the ratio of the mean employment 

level in our survey to the mean employment level in the BNW sample is k, then the expected 

slope coefficient is k.

Table 7 presents estimation results from regressing employment growth rates by chain and 

zip-code area from our fast-food sample on the corresponding data from the BNW sample. 

Although 98 chain-by-zip-code cells are available in our data set, only 48 cells are present in the 

pooled BNW sample. Column one shows results for these cells, while columns two and three 

present results separately for chain-by-zip-code areas in New Jersey and Pennsylvania. The data 

underlying the analysis are also plotted in Figure 2.

Inspection of Figure 2 and the regression results in Table 7 suggests that there is a 

reasonably high degree of consistency across the two data sets: the correlation coefficient is 0.47. 

The two largest negative outliers are in zip codes containing a high proportion of restaurants from 

EPFs initial Pennsylvania sample. In light of this finding, and the concerns raised in Table 6 

about the influence of the data from the franchisee who supplied these data, we show a parallel 

set of models in Panel B of Table 7 that excludes this owner’s data from the average changes in 

the BNW sample.

Looking first at the top panel of the table, the regression coefficient relating the

^’The situation is more complex if the BNW data are treated as a noisy measure of the truth, e.g., because of 
sampling or nonsampling errors. In particular, let represent the reliability of the observed employment changes 
(by zip-code and chain) in survey j (j=l,2). In this case, if the measurement errors in the two surveys are 
uncorrelated, the probability limit of the regression coefficient from a linear regression of the employment change 
in survey 1 on the change in survey 2 is (the reliability of the second survey), and the probability limit of the R- 
squared is Xj Aj (the product of the reliability ratios).



employment changes in the two data sets is 0.78. An F-test for the joint hypothesis that this 

coefficient is 1 and that the intercept of the regression is 0 has a prob-value of 0.47. 

Comparisons of the separate results for New Jersey and Pennsylvania suggest that within New 

Jersey the two data sets are in closer agreement. Across the relatively small number of 

Pennsylvania cells the samples are much less consistent, although we can only marginally reject 

the hypothesis of a zero intercept and unit slope. Because we used the same survey methods and 

interviewer to collect data from New Jersey and Pennsylvania, there is no reason to suspect 

different measurement error properties in the two states in our sample. A comparison of the 

results in the bottom panel of the table shows that the exclusion of data from the franchisee who 

provided EPI’s Pennsylvania sample improves the consistency of the two data sets, particularly 

in Pennsylvania. While not decisive, this comparison suggests that the key differences between 

the BNW sample and our sample are driven by the data from the single franchisee who supplied 

the earliest data in the Berman sample. Together with the other evidence in Tables 4-6, this 

finding leads us to question the representativeness of this franchisee’s data.

F. Patterns of Employment Changes Within New Jersey

The main inference we draw from Table 7 is that the employment changes in the BNW 

and Card-Krueger data sets are reasonably highly correlated, especially within New Jersey. 

Bigger discrepancies emerge between the relatively small subsamples of Pennsylvania restaurants. 

The consistency of the BNW and CK New Jersey samples is worth emphasizing, since in our 

original paper we found that comparisons of employment growth within New Jersey between 

restaurants that were initially paying higher and lower wages led to the same conclusion about



the effect of the minimum wage as comparisons between New Jersey and Pennsylvania. As a 

further check on this conclusion we merged the average "proportionate gap" between the new 

minimum wage and the Wave 1 starting wage for each of the chain-by-zip-code areas in New 

Jersey derived from our survey data with the average employment changes for the corresponding 

cells from the BNW sample.^* We then regressed the average changes in employment (AE) on 

the average gap measure (GAP) for the 37 overlapping cells. The estimated regression equation, 

with standard errors in parentheses, is:

AE =-2.00 + 17.98 GAP = .09.
(1.11) (9.75)

The coefficient on the GAP variable in BNW’s data is similar in magnitude to the estimate we 

obtained using the New Jersey micro data from our survey (13.1 with a standard error of 6.6). 

Furthermore, if we estimate the cell-level model with BNW’s employment data and add dummy 

variables indicating the restaurant chain, we obtain:

AE = 0.77 + 12.00 GAP + Chain Dummmies R' = .78.
(0.78) (5.76)

In this model, the coefficient on the GAP variable is slightly smaller than in the bivariate 

regression, but it has a higher t-ratio. The positive estimated coefficients on the GAP variable 

indicate that employment rose faster at New Jersey restaurants located in areas that were required 

to raise their entry wage the most when the minimum wage increased. Thus, the pattern of 

employment growth rates within BNW’s sample of New Jersey restaurants confirms our original 

finding that the rise in the minimum wage had no adverse effect on employment growth at

■*At the restaurant level this gap is defined as the difference between the new minimum wage and the restaurant’s 
starting wage in Wave 1 divided by the starting wage in Wave 1. (The gap is set to zero if the starting wage is above 
the new minimum wage).



lower-wage relative to higher-wage restaurants in the state.

rv. Conclusion

After analyzing BNW’s data, NW’s data, our original survey data, and most importantly, 

the BLS ES-202 fast-food establishment data, we reach the following conclusion: The increase 

in New Jersey's minimum wage probably had no effect on total employment in New Jersey's fast- 

food industry, and possibly had a small positive effect. We have previously written that, because 

of frictions in the labor market, a minimum wage increase can be expected to cause some firms 

to reduce employment and others to raise employment, with these two effects potentially 

cancelling out if the rise in the minimum wage is modest (Card and Krueger, 1995, esp. pp. 13- 

14). If this view is correct, then it would not be surprising to find some specifications and data 

definitions that yield a negative impact of the minimum wage on employment. But we doubt that 

a representative survey of fast-food restaurants in New Jersey and eastern Pennsylvania would 

show a significant adverse impact of the minimum wage on total employment.

The only data set that indicates a significant decline in employment in New Jersey relative 

to Pennsylvania is the small, non-random group of restaurants collected by Berman and the EPI. 

Results of this data set stand in contrast to our survey data, to the BBS’s payroll data, and to the 

supplemental data collected by Neumark and Wascher. The difference between the New Jersey- 

Permsylvania comparison in our original survey and BNW’s data cannot be reconciled by inherent 

differences between a telephone survey and administrative payroll records because the BLS 

ES-202 data are based on administrative payroll reeords. Instead, we suspect the common 

denominator is that representative surveys indicate statistically insignificant and small differences



in employment growth between New Jersey and eastern Pennsylvania, while the nonrepresentative 

data informally collected for Berman produce anomalous results.

An alternative interpretation of the full spectrum of results is that the New Jersey 

minimum wage increase did not reduce total employment, but it did reduce the average number 

of hours worked per employee. Neumark and Wascher (1997) reject this interpretation. 

Although we are less quick to rule out this possibility, we are agnostic about any conclusion 

concerning average hours worked per employee that relies so heavily on the informally-collected 

Berman/EPI sample, and the exclusion of controls for pay periods. Moreover, within New Jersey 

the BNW data indicate that hours grew more at restaurants in the lowest wage areas of the state, 

where the minimum wage increase was more likely to be a binding constraint. This finding runs 

counter to the view that total hours declined in response to the New Jersey minimum wage 

increase.
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Figure 1
Employment in NJ and PA Fast Food Restaurants, Oct. 1991 to Dec. 1996
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Figure 2: Graph of CK Data vs. BNW Data
at the 3-Digit Zip Code by Chain Level
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Notes: Shaded triangles indicate Berman/EPI Pennsylvania sample.
The line shown on the graph is the WLS regression fit using the
subsample collected by NW. Weights are the number of restaurants
in the cell based on CK data.
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Table 1: Descriptive Statistics for Fast-Food Restaurants Drawn from BLS ES-202 Data
and Card- Krueger Survey

Means with Standard Deviations in Parentheses:

New Jersey 7 Pennsylvania Counties 14 Pennsvlvania Counties
Before After Change Before After Change Before After Change

A. BLS ES-202 Data

Feb-Mar to 37.2 37.6 0.41 42.5 42.4 -0.12 44.8 44.3 -0.53
Nov-Dec 92 (19.9) (21.0) (9.82) (23.2) (23.5) (10.94) (53.7) (59.9) (12.32)

Feb-92 to 37.2 37.8 0.57 42.7 42.2 -0.54 44.9 44.4 -0.58
Nov-92 (19.9) (20.9) (10.12) (23.8) (23.2) (12.82) (53.6) (60.4) (13.83)

Mar-92 to 37.2 34.8 -2.48 42.3 37.5 -4.80 44.7 40.7 -4.0
Mar-93 (20.1) (20.0) (13.99) (22.8) (18.6) (22.74) (54.0) (54.5) (18.1)

B. Card-Kruecrer Survev Data

Feb-92 to 29.8 30.0 0.19 33.1 30.9 -2.23 NA NA NA
Nov-92 (12.5) (13.0) (9.82) (14.7) (10.6) (11.98)

Notes: Sample sizes for the first two rows are 437 for NJ, 127 for PA 7 counties. and 250 :for PA 14
counties; sample sizes for third row are 436, 127, and 250, respectively; sample sizes for the last
row are 309 for NJ and 75 for PA. The 7 PA counties used in the middle columns are the same
counties used in Card and Krueger (1994); these 7 counties are a subset of the 14 counties in the
last three columns (see text). The unit of observation for the BLS data is the "reporting unit,"
which in some cases includes multiple establishments. The unit of observation in the Card-Krueger
data is the individual restaurant.



Table 2: Basic Regression Results; BLS ES-202 Fast-Food Data and 
Card-Krueger Survey Data

Explanatory
Variables

Dependent Variable:
Chanae in Levels Proportionate Chanae

(1) (2) (3) (4)

Panel A: All of NJ and 7 Pennsvlvania Counties, BLS Data

NJ Indicator 0.536 0.225 0.007 0.009
(1.017) (1.029) (0.029) (0.029)

Chain Dummies No Yes No Yes
and Sub-unit
Dummy Var.

Reg. Std. Error 10.09 9.99 0.286 0.281

R-Squared 0.001 0.029 0.000 0.046

Panel B: All of NJ and 14 Pennsvlvania Counties, BLS; Data

NJ Indicator 0.946 0.272 0.045 0.032
(0.856) (0.859) (0.024) (0.024)

Chain Dummies No Yes No Yes
and Sub-unit
Dummy Var.

Reg. Std. Error 10.80 10.63 0.303 0.294

R-Squared 0.002 0.042 0.005 0.071

Panel C: Oriainal Card-Krueaer Survev Data

NJ Indicator 2.411 2.488 0.029 0.030
(1.323) (1.323) (0.050) (0.049)

Chain and Co. No Yes No Yes
Ownership Dummies

Reg. Std. Error 10.28 10.25 0.385 0.382

R-Squared 0.009 0.025 0.001 0.024

Notes: Each regression also includes a constant. Sample size is 
564 for panel A, 687 for panel B, and 384 for panel C. Sub-unit 
dummy variable equals one if the reporting unit is a sub-unit of 
a multi-unit employer. For comparability with the BLS data, 
employment in the CK sample is measured by the total number of 
full- and part-time employees. Standard errors in parentheses.



Table 3
Sensitivity of New Jersey Employment Growth Differential to Specification Changes;

BLS ES-202 Fast-Food Restaurant Sample

Specification and
Sample

Change in Levels 
(1)

Proportionate Change 
(2)

Sample
Size

Panel A: NJ and 7 PA Counties

1. Basic Specification 0.225 0.009 564
(1.029) (0.029)

2. Excluding Closed 0.909 0.031 549
Stores (0.950) (0.024)

3. Excluding Closed 0.640 0.022 553
Stores Unless (0.973) (0.025)
Imputation Code=9

4. Drop Large Outliers 0.251 0.009 563
(0.970) (0.028)

5. Proportionate Change with — -0.001 564
Initial Employment In Base (0.032)

6. Excluding New Jersey 0.032 0.008 480
Shore (1.092) (0.030)

7. March 1992 to March 1993 2.345 0.007 563
Employment Change (1.678) (0.035)

8. February 1992 to November 1.05 0.013 564
1992 Employment Change (1.10) (0.032)

- Continued -



Table 3: Continued

Specification and
Sample

Change in Levels 
(1)

Proportionate Change 
(2)

Sample
Size

Panel B: NJ and 14 PA Counties

1. Basic Specification 0.272 0.032 687
(1.029) (0.024)

2. Excluding Closed 0.639 0.055 671
Stores (0.776) (0.021)

3. Excluding Closed 0.338 0.044 675
Stores Unless (0.787) (0.021)
Imputation Code=9

4. Drop Large Outliers 0.72 0.032 685
(0.78) (0.023)

5. Proportionate Change with — 0.020 687
Initial Employment In Base (0.024)

6. Excluding New Jersey 0.069 0.030 603
Shore (0.924) (0.025)

7. March 1992 to March 1993 1.196 0.009 686
Employment Change (1.258) (0.027)

8. February 1992 to November 0.624 0.027 687
1992 Employment Change (0.927) (0.024)

Notes: The table reports the coefficient (with standard error in parentheses) for the New Jersey 
dummy variable from a regression of the change in employment (column 1) or proportionate 
change in employment (column 2) on a New Jersey dummy variable, chain dummy variables, a 
dummy variable indicating whether the restaurant is reported as a sub-unit of a multi­
establishment employer, and a constant.



Table 4: Descriptive Statistics for Levels and Changes in Employment by State, BNW Data

Means With Standard Deviations in Parentheses:

New Jersev Pennsvlvania

Difference in 
Differences 

NJ-PA
(std. error)Before After Change Before After Change

Total Pavroll Hours/35:

1. Pooled BNW Sample 17.5 17.5 -0.1 15.1 15.9 0.8 -0.85
(5.5) (5.9) (3.4) (4.0) (5.9) (3.5) (0.49)

2. NW Subsample 17.7 16.7 -1.0 13.4 12.4 -1.0 -0.05
(6.1) (6.3) (3.3) (3.8) (4.9) (3.5) (0.61)

3. Original Berman 17.1 19.3 2.1 16.9 20.4 3.4 -1.28
Subsample (3.5) (4.3) (2.7) (3.4) (4.3) (2.1) (0.63)

Non-Manaaement Emolovment

4. Pooled BNW Sample 24.8 28.4 3.6 29.0 31.3 2.2 1.39
(6.0) (6.8) (3.0) (5.5) (6.8) (4.7) (1.20)

Notes: See text for description of employment variables and samples. Sample sizes are as
follows. Row 1: New Jersey 163; Pennsylvania 72. Row 2: New Jersey 114; Pennsylvania
40. Row 3: New Jersey 49; Pennsylvania 23. Row 4: New Jersey 19; Pennsylvania 33.



Table 5: Estimated Regression Models for Change in Average Payroll Hours/35, BMW Data

Specification:

(1) (2) (3) (4) (5) (6) (7) (8) (9) (10)

New Jersey -0.85
(0.49) -- -- -- -- -0.36

(0.44)
-0.57
(0.47)

-0.66
(0.41)

-0.09
(0.42)

-0.10
(0.42)

NU Sample -- -3.49
(0.42) -- -- -- -3.44

(0.43) -- -- -- -0.43
(0.58)

Franchise Owner 
Number®' -- -- -0.25

(0.05) -- -- -- -0.24
(0.05) -- -- 0.04

(0.05)

Chain Dummies:
Roy Rogers " - -3.56

(0.81)
-3.14
(0.85)

-1.98
(0.89)

-1.80
(1.00)

Wendy's -0.85
(0.67)

-0.71
(0.67)

-1.35
(0.70)

-1.29
(0.71)

KFC
“ ■ ■ ■ ■ ■

-6.51
(0.90)

“ “ “ " ■ “ -6.30
(0.90)

-6.56
(0.89)

-6.53
(0.98)

Company-Owned

Pavroll Data Tvoe:

“ “ ■ - ■ ■
-0.89
(0.76)

■ ■ “ ■
-1.31
(0.81)

-0.72
(0.95)

-0.84
(0.97)

Bi-weekly -- 1.73
(0.52)

1.65
(0.52)

1.62
(0.53)

Monthly
■ ■ ■ " ■ ~ ■ “ -2.60

(0.48)
“ " “ ■ “ ■

-1.06
(0.89)

-0.97
(0.93)

R-squared 0.01 0.23 0.10 0.41 0.30 0.23 0.42 0.10 0.45 0.46

Standard Error 
of Regression

3.47 3.07 3.32 2.70 2.95 3.08 2.69 3.32 2.62 2.63

Notes: Standard errors in parentheses. Sample consists of 235 stores. Dependent variable in all models is the 
change in average weekly payroll hours divided by 35 between wave 1 and wave 2.

^^Number between 1 and 19 representing the identity of the franchise owner.



Table 6: Estimated Relative Employment Effects in New Jersey for 
Alternative Samples and Specifications, BNW Data

Pooled BNW 
Sample

Neumarlc-
Wascher
Sample

Original
Berman
Sample

A. Chancre in Averaae Pavroll Hours/35

1. No Controls -0.85 -0.05 -1.28
(0.49) (0.61) (0.63)

2. Exclude First Franchisee, 0.37 -0.11
No Controls (0.56) (0.62)

3. Controls for Chain and -0.66 -0.27 -0.95
Ownership (0.41) (0.53) (0.64)

4. Controls for Chain, Ownership -0.09 -0.22 0.58
and Payroll Period (0.42) (0.54) (0.72)

B. Chanae in Pavroll Hours/35 Usina First Pav Period per Restaurant

5. No Controls -0.55 0.18 -0.85
(0.50) (0.63) (0.67)

6. Controls for Chain, Ownership 0.07 -0.15 0.96
and Payroll Period (0.43) (0.52) (0.78)

C. Proportional Chancre in Averaae Pavroll Hour.s/3 5

7. No Controls -0.06 -0.00 -0.09
(0.05) (0.07) (0.07)

8. Controls for Chain and -0.05 -0.03 -0.04
Ownership (0.05) (0.07) (0.07)

9. Controls for Chain, Ownership -0.01 -0.03 -0.08
and Payroll Period (0.05) (0.07) (0.08)

Notes: Pooled sample has 235 observations; NW sample has 154 observations;
original Berman sample has 71 observations. In row 2, data for 26 
restaurants owned by one franchisee are excluded. In this row only, 
pooled BNW sample has 209 observations; and NW sample has 151 
observations. Dependent variable in panel A is the change in 
average payroll hours between the first and second waves, divided by 
35. Dependent variable in panel B is the change in payroll hours
for the first payroll period reported by each store between the first 
and second waves, divided by 35. Dependent variable in panel C is the 
change in average payroll hours between the first and second waves, 
divided by average payroll hours in the first and second waves.
Standard errors in parentheses.



Table 7: Comparisons of Employment Growth by Chain and Zip-code Area, Card- 
Krueger data versus Berman-Neumark-Wascher Data

NJ and PA NJ Only PA Only

A. Usina Combined BNW Sample
Intercept -0.32

(0.56)
0.41

(0.50)
-3.91
(1.77)

Change in Employment in BNW 
Sample

0.78
(0.22)

0.90
(0.19)

0.65
(0.68)

R-squared 0.22 0.38 0.09

Standard Error 8.97 7.35 10.76

P-value: intercept=0, 
slope=l

0.47 0.65 0.07

Number of Observations 
(Chain x zip-code Cells)

48 37 11

B. Usina Combined BNW Sample Excludina Data from One Franchisee
Intercept -0.26

(0.54)
0.36

(0.51)
-3.52
(1.67)

Change in Employment in BNW 
Sample

0.87
(0.21)

0.91
(0.20)

0.93
(0.73)

R-squared 0.28 0.39 0.17

Standard Error 8.56 7.40 10.27

P-value: intercept=0, 
slope=l

0.71 0.72 0.14

Number of Observations 
(Chain x Zip-code Cells)

46 36 10

Notes: Dependent variable in all models is the mean change in full-time 
employment for fast-food restaurants of a specific chain in 
in a specific 3-digit zip code area, taken from the Card-Krueger 
data set. Independent variable is the mean change in payroll hours 
divided by 35 for fast-food restaurants (in the same chain and 
zip code area) taken from the BNW data set. In panel B, 
restaurants in the BNW sample obtained from the franchisee who 
provided Berman's Pennsylvania data are deleted prior to 
forming average employment changes by chain and zip code area.
All models are fit by weighted least squares using as a weight
the number of observations in the chain-by-zip-code cell in the Card-
Krueger data set. Standard errors in parentheses.



Appendix Table 1: Effects of Payroll Period on Payroll Hours in Waves 1 and 2 and on Changes in Payroll Hours, BNU Data

Hours/35, Wave 1 Hours/35, Wave 2 Change in Hours/35
Burger King Franchisees 

Change in Hours/35

(1) (2) (3) (4) (5) (6) (7) (8) (9) (10) (11) (12)
Biweekly Payrol1
Data

-3.25
(0.94) -- -2.65

(0.98)
-1.57
(0.99) -- -1.00

(1.03)
1.68

(0.49) -- 1.65
(0.52)

1.11
(0.34) -- 1.03

0.40

Monthly Payroll
Data

-2.66
(1.68) -- -3.11

(1.68)
-3.74
(1.77) -- -4.17

(1.77)
-1.09
(0.88) -- -1.06

(0.89)
-0.91
(0.65) -- -0.89

(0.66)

New Jersey -- 2.11
(0.76)

1.67
(0.80) -- 1.44

(0.79)
1.58

(0.84) -- -0.66
(0.41)

-0.09
(0.42) -- -0.84

(0.37)
-0.17
(0.41)

R-Squared 0.11 0.09 0.12 0.24 0.23 0.25 0.45 0.42 0.45 0.15 0.04 0.15

Standard Error 4.98 5.02 4.94 5.24 5.25 5.21 2.61 2.69 2.62 1.59 1.67 1.60
P-value for Excluding 
Payroll TypeVariables®'

0.002 ■ 0.013 0.065
” ”

0.059 0.000
“ "

0.001 0.001 - - 0.001

Notes: Models in columns 1-9 are estimated on sample of 235 restaurants. Models in columns 10-12 are estimated on sample of 94
Burger King restaurants only. Models in columns 1-9 include controls for chain and company ownership. Standard errors in 
parentheses.

'Probability value of F-test for exclusion of two indicators for type of payroll data.
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Alan Krueger

March 18.1998 

Dear Professors:

After reading your recent Washington Post opnid (“Unemployment Chimera"), I find that the 
only thing more amazing than your continuiiig claim that minimuTn wage bikes increase entry- 
level employment is the sophlsliy you use to au|^it this clainL In March I99S, the 
Employment Policies Institute revealed yom American Economic Review article on the 1992 
New Jersey Minimum Wage Hike as a sham foisted upon the academic community. After EPI 
demonstrmed that the data you collected were ftaught with errors, your colleagues that 
study “a monument to poor survey mefiiodology." Now you have “re-analyzed" the New Jersey 
hike using “representativo" data, but your new findings are no more credible than the old ones.
So, once again, EPl Is alerting interested parties to the half-truths and deceptions you pass off as 
“research". This time we hope to get the message out in time to save the AER from further 
embarrassment I've outlined many of your Post oomments/assertions as well as EPPs response.

C-K: Richard Berman of the Employment Policies Institute (EP(}, for example, argued that our 
(1992 survey) data were Vor« than fiamd'  ̂because they were collected from a telephone 
survey of fast-food managers.

EPI: The Card-Krueger survey data have been criticized by virtually every knowledgeable 
reviewer because of the poorly-worded questions used by the interviewers and the incredibly 
inconsistent responses collect^, not because tiie data were collected ftom a telephone survey of 

ftist-food managers. Your colleague. Pcoftssor Fiitis Welch, confirms this assessment: "After 
reviewing the survey instrument and the analytical data file from the Card/Krueger survey, I 
agree with the EPI criticism. Tire numbers are incredible.* (Welch 1995).

C-K: Our most recent study revisits the New Jersey^Pennsytvemia comparison using employer- 
reported payroll records collected by the Bureau of Labor Statistics (BUS) through the 
Unemployment Insurance System Even critics acknowledge that this database Is the most 
comprehensive and accurate one availabh far studying employment trends.

EPI; Even if the database were the "most contprehmsive and accurate one available for studying 
employment trends,“ a statement tiiat critlca do not acknovdedge, the way Caid-Krueger (1998) «' o
uses this database leaves much to be desired. This database provides the number of employees 
and the number of hours worked. Card-Krueger (1998) analyzes only the number of employees, 

.̂+

QMN6 THI BEStnSuite 12UO- 1775 PBnnsylvonla Av«„ N.W.» V\*8hlngton, D.C. 2000e-4f>Q5« 202,463.7650* Fax; 202.463,7107“ www.eplonline.OTj
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ignoring the number of hours woiVed. Obviously, th* number of hours worked is a superior /
measure because the simple number of eoo3)loyoes gives equal weight to employment of part- |
time and full-time workers. In Catd-Kzue^ (1998). a firm that replaces two 40-hour per week
workers with fiuree 20-hour per week workers has its employment increase by 50 percent rather
than decline by 25 percent.

C-K: About one~ihird of the remurants V9€d by Newnark and Wascher were gcahered (and not
in a random manner) by the EPI, an enqsloyer-finided group opposed to the minimum wage.

EPI; EPI collected data for the areas imnmdiatBly acgaccnt to the New Jerscy-Pennsylvania
border, where the restaurant sales environment in the two states are most sircar. Neumark and
Wascher (1997) added data fiirthcr away ftom fiie border to make their sample more closely -----
match the Card-Krueger survey data. (Also, note that the 1992 Caid-Kruegcr survey collected
employment data from seven non-contiguous rural counties in Eastern Pennsylvania but
collected data from all of New Jersey, including Newark, Jersey City, and Trenton. Interestingly,
the survey excluded Philadelphia, even thou^ It is part of the same CMSA as Trenton. As
shown in Figure 1, former Massachusetts Oovemor Elbridge Qeny had nothing on Card and
Krueger’s creative sampling geography.)

C-K: Since 1982, nearly two-dozen studies have concluded that modest mimmum^wage
increases have no detectable effects on ettg>layment.

BPl; Professor Krueger provided us with this list of chadons (attached). Of die 26 "studies”
listed. elcVen axe pcer-foviewad Journal aitidea. Pour of these eleven were written by Card
and/or Krheger, and duee of these ifipeaied in a special issue at Industrial Labor Relations
Review oilganized and edited by Krueger. Also, three of the four examine the effects of
minimum! wage increasea in Texas, Califomia, and New Jersey rather than the federal minimum
wage. Tv|/o rely upon data collect^ by the aiOhoisdiemselves, and we have seen that survey
design is hot their strong point r

Tie most recent and definitive study qfthe employment efpxfu associated with federal
TTiifiimvirr wage increases vws the 1995 American Economic Review article by ProfessoiB Deere, L
Murphy, ind Welch. That article finds that the 1990-91 miniraum wage increases caused ^
significai t job loss among teenagers aged 15-T9 and among high school drop-outs aged 20-54.
The authors conclude "When the cost of employing low-wage laborers is increased, fewer low- 
wage WO] kers are employed."

C-K: We
hire and

believe our findings merefy r^tcl the law of supply: If employers pay more, they will
etain more workers.

EPI: Oo back to Econ 101. Apparently, you are oonfbsed about who sillies labor and who
demands labor. The "law of supply* states that there is a direct relationship between the price of
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a good W the amount ofiftaed for sale, o.g., at higher wages, mom workers will offer their 
services. It says nothing about dematMl fin worken. The law of demand, however, does. It says 
that, at higjher wages, employers will demilmd less labor. Of coarse, employers could hire more 
workers a? a higher minimum wage, but why would they need more workers at the higher ^ ^ ^ 
minimum iwagc? Raising the minimum wage reduces demand; it does not increase demand. 
Hence, eniployers will unifonnly reduce employnusnt in response to a minimum wage hike. In a 
situation 'Where an employer needs mote employees and can afford to pay higher wages, he 'svill 
offer a higher wage voluntarily. He doesn’t ne^ the government to tell him to do so.

I

C-K; When the minimum wage rises, low-wage emplaytrs are forced to raise wages. Some 
choose to fill vacancies, raising emplaymatt.

I

EPl; And'some are forced into bankruptcy. Your gtatement is a direct violation of the law of 
demand. It implies that, at higher prices for labor, en^loyers demand more labor. Moreover, if 

low-wage lemployers needed more workers afier a mandated increase in the minimum wage, why 
wouldn’t they voluntarily hire more workm prior to the minimum wage increase?

C*K: Some would argue that U‘s worth the risk of Job loss to increase the meager earnings of 
minimum-ivage workers.

EPI: This is a spacious argument because, according to BLS data, fewer than one in live 
minimnm-'wagc woricers lives In poverty. Research by Burkbauscr, Couch, and Glenn (} 996) 
shows that only 1 S% of the gains fixnn minimum wage increases go to fomilies living in poverty. 
Neumark and Wasoher (1997) demonstrate that fsevious minimum wage hikes actually 
increased rather than decreased foe number of fomilies living in poverty.

C-K: Of course, it is still too early to evaluate Julfy the effects of the last minimum wage 
increases."

EPI; It is still too early to evaluate folly foe eflbets of foe September 1,1997 federal minimum 
wage increase, but there are sufScient data to evaluate foe effints of foe October 1, 1996 federal 
miriimiiTn wage increase. Following foe 1996 innease, foe overall employment*to-population 
rate rose, but the teen employment teiaefeU. Using data fiom foe Bureau of Labor Statistics, EPI 
calculates that approximately 380,000 erdry-level job opportunities were destroyed by the 1996 
hike. This analysis is available for review at our wab site; www.epionline.OTg.

C-K: (James) Glassman refers to a study fy Chicles Brown of the University ofMichigan, 
which he sc^ys “bites 19 studies between 1970 and 1991 and concludes, 'a 10 percent increase in 
the minimum wage reduced teen employment by 1 to $ percent' "Never mind that Brown “s study 
was published in 1982 and espUcitfy fiivored the bottom of this range.

*‘A ,



I LL : nar lb-26 No.uu:z v

An Of ES LETTER
To Prqfiusors David Card and Alan Krktgtr
Ptg« 4 of 4

EPI: Had you paid more attentioa to eoonotdici than to politics, you would know that Brown
updated his 1982 study in a 1996 article appearing in a book published by the American
Enterprise Institute. It is this 1996 aitide, not die 1982 article, to '^ch Glasaman refers.

C-K; We have taken no position on the pending legislation to raise the minimum wage- Elected
officials can best decide 'Whether diese risks are worth taking.

EPI: Unfortunately, elected offioiala aze using your flawed research to make these decisions.
For example, Rep. David Bonlor (D*MI) in a January 14,1998 press release included the
following statement: “And In a saon-to^be released stiufy, noted economists David Card and
Alan Krueger found that tn the wake of the 1996 wage increase, fast-food etrgflayment in
Pennsylvania actually went up II percent." Why did CaidpKruegcf provide a noted Democratic
proponent of mioiniuni wage hikes with a ”soon-to-be-ielea$ed” study of the 1996 minimum
wage Increase if they are not taking sides on this issue?

During a February 1998 interview on Nadcmal Public Radio interview, you. Professor
Krueger, were asked about President Clinton*# proposal to raise the federal minimum wage to
$6.15 by January 1,2000. You tBplied, *1 gueaa l*d be less confident that another increaae in die
minimum wage, so quickly afier die previous one, would have no effect on employment. I
would think it’s probably more likely diat it could have an adverse effect."

David Card must be distrassad.

Employment Policies Institute

cc: Interested Parties



MflR.27.1998 5:25PM
MAR-26-Qe 12>30 FROM^c^O HHR/TAD ID I 2IB222E314Q

ULSLOONQReBS 
WASHINarON, DjC. 20615

M*rch 26, 1998

NO.169 P.2/11
PACE 2/11

JuneE.O'NeUI
Director

The Honoxable Janies M. Jeffords 
OiajiTOan
Committee on Labor and Hitman Resources 
United States Senate 
Washington, D.C. 20510

Dear Mi. Chainnan:

Thank you for your letter requesting infbimation on the private-sector and 
mtergovemmental mandates implications of S. 1S05, the Fair Mhumtioi Wage Act 
of 1998. This bill, as mtroduc^ by Senator Kennedy on Match 19, 1998, would 

incxease the &detal manimum wage rate in two annual $0.50 st^s to $6.15 per hour. 
CBO's mandate statements for the bill ate attached. The private-sector statement 
includes an analysis of the bill's potential impact on employment

The bill would impose both a private-sector and an intergovemmental 
mandate, as de£ned in Public Law 104-4, because it would require employers to pay 
a bi^Cr wage fate than they are required to pay under cuirent law. CBO
estimates that the mandate costs would exceed the SlOO million annual 'foreriiold 
established in the law for private-sector mandates and the $50 millioii threshold 
established in the law far intagoverzunental mandates in each year beginning in 
fiscal year 1999.

If you wi^ further details on these estunates, we will be pleased to provide 
them. The CBO staff contact for the private-sector estimates is Ralph Smifii, who 
can be reached at 226-2659. For State and local costs, die staff contact is Marc 
Nicole (225-3220).

Sincerely,

WE. O’Neill

Attachments

c; The Honorable Edward M. Kennedy 
Raidcing Minoiity Member

2022263U9 03-26-90 12:17PM P002 #34
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CONGRESSIONAt BUDGET OFHCE
TRIVATE-SBCTOR MANDATE STATEMENT

Maxell 26.1998

Fair Mil iiiii III

S. 1805
iWage Actof 1998

As introduced and referred to the Senate Camndttee on Labor and Human Resentrees
onUarchl9,im

SUMMARY

S. 1805 wouldameudllie Fair Labor Standards Act of1938 (FLSA)touu:ieaseih0injjumu^
wage Tate under the Act from $5.15 pw bourfo $5.65 per hour on January 1,1999, and to
$6.15 per hour on January 1,2000.

PRIVATE-SECTOR MANDATES CONTAINED IN BILL

S. 1805 contains a mandate on pnvate-sector employers covered by the FLSA. It would
reqoke those cii5)lcy cm to pay a hi^er nrinimuin wa^ rate than tbey ate required to pay
under cuxreiit law.

ESTIMATED DIRECT COST TO THE PRIVATE SECTOR

CBO's estimate of tiie dhect cost of the prsvate-sector mandate in S. 1805 is displayed in the
following table.

DIEiECT COST OF PRIVATB-SECTOR MANDATE

Provision
Fiscal Year (dollars in billions)

1999 2000 2001 2002 2003

Increase the toinimuffl wage rate 7.9 7.0

2022253149 Q3-2B-90 12U7PM PQ03 W34



MflR.27.1998 5:26PM
MAR-2B-BB 12.3Q PROM.CBO HHR/TAD IDi20222B3149

NO.169 P.4/11
PACE 4/11

BASIS OF THE ESTtMAXE

$. 1805 8peoi£68 that the minunoin wage is fx> iucvease fronn $5.15 to $5.65 per hour on 
Jamiaiy 1> 1999, and to $6.15 on Jatnuiy 2000. Oliifir sections oftiie FLSA providing 
different rales for coitam woifcers and entployets, including the provision pemutting 
eaployors to pay teenagers $A25 per hour during tiie first 90 consecutive days of 
employment, would not change.

To estiinaie the direct cost to private en^loyecs, infannatian was used on the number of 
wotiterB whose would he affected in January 1999 and subsequent montiis, the wage 
rates these workers would receive in the absence of tiia enactment of the proposal, and the 
number of bouxs fbr which they would be compensated.

The e^timato was made in two BtE^. CBO used date fimn the Current Population Survey 
(CPS) to estimate how mudi it would have cost employe to comply with the mandate had 
they been requited to do so in eady 1998. Second, these estimates were then used to project 
the costs to employers begimnug in January 1999, taking into account the expected decline 
in the number ofworkas in the relevant wage range. 'Hie remainder oflhis section discusses 
the way this estimate was oonstflicted and limitations of the data and methods.

The inethods used for tins estimate are sonilar to those used tiuiCBO's estimates of proposals 
made in 1996, tiie most recent yew in which bills to increase tiie federal minimuin wage rate 
were considered on the fioor of the Senate and the House. Unlike in 1996, CBO only has 
information about the number of woikets in the relevant range for a short time
peticKlsuteetitecnrtentntinimum wage rate became effective. In preparing the estimates in 
1996, CBO was able to use data fiom several years when tire minimam wage was at the 1hen> 
existing rate of $4.25 per hour. The current rate of $5.15 per hour was implemented in 
September 1997. As more information becomeB available, this estimate nti^it need to be 
revised.

Rstimatfts fiom thfl Cmr«nt Population Survey

Data on hourly wage rates contained in tiie Jamiaiy 1998 CPS provide CBO's estimate of the 
number of private-sector woriceas in tiiat month who were paid in tiie r^evant range. At that 
time, about 22. million workers in the private sector were paid exactiy $5.15 per hour and 
an additional 9-5 million woifeers were paid between $5,16 and $6.14 per hour. (About 1.5 
million additional workers reported being paid $5.00 per hour; as disenased below, it ia 
assumed that these workers were also ooveied by the $5.15 minimum wage and were

R~99?i 2Q2226314g 03-26-96 l2:nPM PQD4 #34
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misrepoxting ilieii wage rates.) Roughly one-quarter of tbe workei? m Hie relevant wage
lange were teenagers. Based on utfiamatioii Horn the Bureau of Labor Smtistics, it is
assumed that about 30 percent of 1lK>se teenagers were in their first 90 days of employment
with iheir current employer and therefine not covered by the increase in the tnintmiiTTi wage.^

CBO estimates Hiat if the woikeas in tiie private sector who had been paid between $5.00 and
$5.64 per hour in January 199S had been paid $5.65 instead (with no change in the number
of hours worked), theii employers woiild have paid them appnudmately $300 million in
additional wages in that month. If die worieexs who had been paid between $5.00 and $6.14
had been paid $6.15, iheir employers would h&ve tnctttxed an additional wage bill of about
$900 million in that month. Moreover, employers would have had to pay the employers'
share of the payroll taxes on these additional wages; these taxes are induded in CBO’s
estimate of die total direct cost of the mandate.

ion Period

The monthly cost to etiqiloyets of the proposed increases in the miniTimim wage would be
smaller in die future because the number of wenkas in the affected range will decline. For
example, during the eighlryear period staoctmg in 1981 when the m£aimum wage Temained
at $3.35 per hour, the number of wockecs paid exactly that rote declined £tom 42 million to
1.8 milliGn, as market forces and increases in state miniminn wage rates raised the level of
wagespaid. In 1996, CBO used data finm die Mandi 1992 and March 1995 CPS to estimate
diat the cost of complying widi a mmirrmm wage of $5.15 per hour would have fallen by
almost 40 percent over this threexyear period, or about one percent per month.

CBO assumes that the direct mandate cost would continue to decrease at this rate throughout
the projectiem period. Thus, the month^ cost of raising the mmimum wage to $5.65 in
January 1999 would be roo^y 87 percent of the cost estimated using the January 1998 data.
The estimated cost of raising the miniminn wage to $6.15 in January 2000 would be about
79 percent of the cost of doing so in January 1998.

Estimates for each fiscal year were then made by aggregating the months costs. The
estimate for fiscal year 1999 is the smallest because that period only includes an increased
minimum wage for nine mondis. The estimate for 2000 includes the cost of a $5.65
minimum wage for du:ee montiis and a $6.15 nniummn wage for nine months. The estimate
of the direct cost to the private sector is hipest fin 2001, when all twelve months would be
at $6.15 per hour.

‘ TIilc estinntte is derived fiwn inSsmBtioa eo job ntittie:, W provided by (he Bumu of Labor Swut>c$. based on
njppkfnental qnesdons Inoliided io ittc February Cuncni PopulMlOlt Su>^.
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Limitations

Estimates of the direct cost of tins mandate are uncertain fin: at least two reasons. Fimt, the 
main source of data - the Jairaaiy 1998 CPS -- is subject to sanq>tb5 enor and other 
problems when used for this puiposc. For example, CBO assumed that the woikas who 
wporfied b<ang paid $5.00 per hour afier the miTtttnnTri wage had risen to $5.15 were actually 
earning $5.15 became there is no evidence that con^liance with the Fair Labor Standards 
Act fell * The wage rales of other low-wage workeis - some of the workers who nqjorted 
being paid below $5.00 per hour and some of the workers not paid on an hourly basis ~ 
would ^0 be afBected by an inwease in the statutory minirnmn.^ Second, there is no solid 
basis for projecting the foture number of workers who would have wage rates in the i^cvant 
range, their precise wa^ rates, nor the number of hours they would work under current law. 
The annual decline estimated from the 1992-1995 period could turn out to be too rapid or 
too slow.

ESDIRECr EFFECTS OF AN INCREASE IN THE MINIMIIM WAGE

An increase in foe minimum wage rate from $5.15 to $6.15 would require employers to raise 
the wage rates paid to foe lowest-paid woriceis covered by foe FLSA by 19 percent, and 
would require cnq)loyers to raise foe wages of workers in foe range between the old and foe 
new statutory rates by smaller amounts. As under current law, employers could stiU pay 
teenage workers $4J15 per hour during their first 90 calendar days.

Econonrists have devoted considerable energy to the task of estimating how employers would 
respcmdto such a mandate. Alfoou^ most economists would agree that an inciease in the 
mininnun wage rate would cause firms to employ fower low-wage workers (or ep^loy them 
for fewer hours), there is considerable disagreem^t about foe of foe reduction.
It has proven difiticult to isolate foe effects of past in foe miniTnuTP wage. Moreover,
foe estimates from sufih analyses are hard to apply to foture changes.

Based on CBO's review of a number of foese studies, a plausible range of estimates for 
illustrating tl)e potential losses is that a 10 percent increase in foe nunimum wage would 
result in a 0.5 percent to 2 percent reduction in foe emplojrment level of teenagers and a

Stsirwtthfn the DqjaTrittA of L*lort Employiirnt Stmdaitfa Almiainraijcn. aw agency nsponiibie for eatmint di« 
PLSA, lopm DO iai!3«UB hi d» iuiiiIm- orcoiqplaintc tiM tine* th* mlnlnunn wagp tnoieued m S5.15.

bi JbiHiay l99Sitent wartlImcitt2lrilfion woilm whoitpwcd being said u bsurl)'wigontn oHih d»n 
wortoHS. such M mplojwe) in icna finnt «rtiosc: ^DiB VQliinio of mitt it l«tt dun $$00,000 are not«ovoEd 1^ 4ia ndnimuin 
wage, while pdiox, sdb nsnntim titipod woikm, art cevend but c«n bo paid n torn mge nte.
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smatler percentage teductioa for young adults (ages 20 to 24)/ These estiirnatBs w<yuld
produce m^loyment losses fin* an mctease in the minimum wage of the extent provided in
fins bill of roughly 100,000 to S00,000 jobs. The individuals whose employment
opportumties would be reduced are likely to include the least<skilled jobseekers who might
benefit most fiom the work; ejqjraience.

This range of employment impacts is the same as CBO ^fimated two years ago wh^
Congress was consideEmg a 21 percent (S0.90 per hour) increase in the minimum wagp.^ At
that time, die low end of die range seemed more realistic because the number of wod&exs in
die rdevant wage range and the size of the minimum wage lelative to the average wage were
relatiYely low. This time, however, those qiecial considerations do not apply because less
time has closed since the most recent increase in the tniniitmm wage. About 50 percent
more wodceis are in the afiheted wage range now than were in the relevant wage range when
the 1996 legidation was being consideted. Likewise, the minimum wage is currently about
41 percent of the average hourly earnings of production or nofisupeivisoty workers in the
private sector, compared with about 36 percent just before dje 1996 legislation was enacted.

But two additional difiGscnces from the situation tiiat existed in 1996 could reduce
employmoit impacts. First, the labor madfiet is exc^tionally ti^t, with the total
uuemplpyment rate at 4.6 percent and die teenage unmiployment rate at 14.7 percent
(February 199S). In 1996, die total unen^loyment cate was nearly one point higher and the
teenage unemployment rate was two points hi^ier. Second, the most recent mcreaae in the
minitnum wage amended the FLSA to pennit employe to pay teena^cs S4.25 per hour for
the first 90 days, and the current bill would not diange this provision. The literalure on
which the estimates reported above are based did not reflect such a diffisrential. I*resumably,
the difEhrential could result in fewer emplpyment losses for teenagers, more losses fiir adults,
and fiswer losses overall. Although recent data indicate that few employers are using the
option, its availability could cushion employment losses if labor markets weakened.

In addition to its effect on employment levels, an increase in the mimnium wage could have
many other ecancnnic impacts. For example, one consequence that has received considerable
attention is its potential effects on the earnings of low^^wage workers. CBO estimates that

See, tr ezainplA Alitm S, WcUbignD, 'Ellbcb of the Kfinimun) on tlw Biqploynietti Smus of Youdis; Ai» Upduo,''
Jpanaiiifl&niaiRaoareeffVol.xy^'Ho, 1 (Wl0l(rlWl)^pp.27-4fi,ChiilMBp>wa,^hiiiiMniWagcLvw Aretb^ 
OvetMeiiT‘Jnmml«fEmioinIePm:g)teiiva, VoL 2. Nil3 (Sanmxr 19^pp. I33-14S, Daviil Caid vid Aim B. Eiiiieeer, 
ifytk tad The Netr EeoMWia eftke MmArom (Princcun Piesi, 1995), and Manin H-
Kostm. editor. The^giciscfdttMiiioum Wage <m .Cqp/tQnnmrCAEI Fteii, 1996).

On Mmh 3S| 19K, cao pi^vfM Ml fftlimte of tlw eon to fho privaic sector of S, 4) 3, wliloh wquM taM inctosed the 
mlttinuim ««go rate in two wminl nepi, fiotn $4.25 per tow to St.lS per hour. Ttot bill did not inctude the youth 
difitocntimT nd ether ipocnl pioviaaos dHtweieeontillied lnthe1«ptUti0tl«MciBd Isiit that year,
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the direct effect of the proposed increase would be to increase the aggregate eamingB of 
wotes who would otherwise have received betweea $5„15 and $6.14 per hour by over $7 
billion in 2001. An indueet effect of the increase in the nuninmin wage might he thi^t 
employers would also voluntarily raise the wage rates of workets who were already 
paid just above the new rate in order to maintam differaitials (the "spillover efifect").

PREVIOUS CBO ESTIMATE

OnMatcli3> 1998^ CBO issued an estimate of S. 1573, which would nicreflsf the TninimuTn 
wage rate in three annual steps to $6.65 per hour and then would adjust the mmirnniri wage 
thereafter to reflect changes in the Consumer Price Index, The cunent estimate of the direct 
cost to the private sector is based on the same methodology.

ESTIMATE PREPARED BY: 

Ralph Smith (226-2659)

ESTIMATE APPROVED BY:

Joseph Autos
Assistant Director for Health and Human Resources
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CONGRESSIONAL BUDGET OFFICE
INTERGOVERNMENTAL MANDATES STATEMENT

March 25, 1998

S. 1805
Fair Minimum Wage Act of 1998

As introduced and reif&red to the Senate Committee on Labor and Human Resoutces
on Iddrch 19,1998

SUMMARY

S. 1805 would amendthe Fair Labor Standards Act of1938 (FLSA) to increase the mynTinTirv)
wa|e rate under the act from $5.15 to $5,65 per hour on January 1, 1999, and to $6.15 per
hour on January 1,2000.

INTERGOVERNMENTAL MANDATES CONTAINED IN BILL

S. 1805 contains an intergovemmental mandate as defined in the Un&uded Mandates
Reform Act (UMRA) because state, local, and tribal governments would be required to pay
a higher minimum wage to en^oyees than are required to pay under current law.

ESTIMATED DIRECT COSTS OF MANDATES TO STATE, LOCAL, AND TRIBAL
GOVERNMENTS

Is the Statutory Threshold (SSO mUlion in 1996, adjnsted annnftDy for inflation)
Exceeded?

Yes, beginning in federal fiscal year 1999.

Total Direct Costs of Mandates

2Q22253U9 03-2B-96 12:17PM PQD9 #34
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Year,ln
1999 2000 2001

Millions of I 
1. 2002

of Dollars
2003

Direct Costs 160 500 540 470 420

These amounts include the estimated increase in '(vagcs aiui payroll faxes that state, local, and 
tribal government employers would be required to pay to raise the wage rat«« of all 
employees who would otherwise have been paid between $5.15 and the proposed rate. 
According to the Bureau of die Census, total state, local, and tribal goveounent payroll 
exceeded $450 billion in 1995.

BASIS or ESTIMATE

Under S. 1805, the minimum wage would increase fiom $5.15 to $5.65 per hour on January 
1,1999, and to $645 on Januaiy 1,2000. The provision oftheFLSA permitting employers 
to pay teenagers $4.25 per hour during the first 90 consecutive days of employment, as well 
as other sections proyiding different rules for certain workers and eaqjloyets, would not 

change.

CBO estimated the number of workers whose wages would be affected in January 1999 and 
subsequent months, the wage rates these workers would receive in the absence of the 
enactment of the proposal, and the number of hours for which they would be compensated. 
CBO found that fewer than 10 percent of die affected workets were employed by state, local, 
or tribal governments.

The estimate was made in two st^s. First, CBO used data from the Current Population 
Survey (CPS) to estimate how much it would have cost employers to comply with the 
mandate had they been required to do so in early 199$. Second, these estimates were then 
used to project the costs to employers beginning in January 1999, taking into account the 
expected decline in the number of workers in the relevant wage range. Limitations of the 
data and methods are discussed in more detail in the private-sector mandate statement (hat 
accompanies this statement.

2022263Ue 03-26-00 12i17PM POlO
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APPROPRIATION OR OTHERFEDERAL FINANCIAL ASSISTANCE PROVIDED
IN BILL TO COVER MANDATE COSTS

None*

ESTIMATE PREPARED BY:

Marc Nicole (225-32Z0)

ESTIMATE APPROVED BY:

Paul N, Van dc Water
Assistant Director for Budget Analysis
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March 4, 1998

Memorandum

To:

From:

Re:

The Pre

Nancy Hemreic 
Kari Oudenhoven

Minimum wage increase

Abe Pollin sent you this editorial which was submitted to the Washington Post by his son, Robert 
Pollin, a professor of economics at the University of California Riverside.

He avidly supports your proposal to increase the minimum wage to $6.15. He writes in contrast 
to an article that was published by James Glassman. Glassman claims that increasing the 
minimum wage will actually result in a worse situation since the demand for employees and 
service will decrease. Pollin disagrees by citing that there are many other factors that affect job 
conditions, such as the unemployment fate and recession levels. With the current state of the 
economy, this increase is a modest step toward raising more families above the poverty line.

Additionally, increasing the wage leads to more committed workers with a lower turnover rate. 
He recalls Henry Ford doubling the average salary to almost $5 a day. He went for a 400 percent 
yearly turnover rate to an almost flawless turnover and absenteeism rate. Since 1968 the country 
has strongly regressed in its commitment to low-wage workers and their families, and it is time 
to raise the standards.



ABEPOLLIN
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A MINIMUM WAGE INCREASE WILL HELP WORKERS

By Robert Pollin 
Professor of Economics 

Uoivenity of C>lifonii«-Rivcriidc 
RKenlde. CA 92521-0427

(909) 787-5037 eit. 1579 (office); (909) 788-8106 (home)
(909) 787-5685 (f«i); PoUJfK^mail.ucr.edu (e-mail)

March J, 1998

Submitted to Washington Post opinion-editorial section, as a “Taking Exception " column.

[TEXT IS 966 WORDS]

If Congress increases the minimum wage from its current rate of $5 15 an hour to $6 15 over two 

years, as Presidem Ciimon has proposed, some 10 million low-w.age workeib aud their families -vill enjoy 

increases in their living standard. The increase is still not enough so that a full-time working person 

earning the minimum wage can support a family of three above the poverty line. But it will reduce 

hardships for millions of families which-despite overall economic growth-have experienced a 

generation of decline in both average as well as minimum wages. Indeed, the minimum wage today is a 

full 30 percent less than its 1968 peak level

But James Glassman argues in a recent column ("Don't Raise the Minimum Wage. 2/24/98) that 

increasing the minimum wage will actually hurt the very low-wage workers it intends to help, because it 

will make these workers less attractive to employers, and thus increase unemployment among them 

Glassman invokes a "law" of economics which states, as he puts it, "all else being equal, if you raise the 

pnee of something (for instance, labor), then the demand for it (for instance, by employers) will decline."

Guided by his understanding of this bw, Glassman dismisses the most important research on 

nunimum wages of the past generation, that of Profs. David Card of University of Califbmia-Berkeley 

and Alan Krueger of Princeton. Card and Krueger showed that when New Jersey raised hs state-wide 

minimum wage in 1992 jiy 19 percent over the national minimum wage, employment in New Jersey's 

fest-food restaurants along the border with Pennsylvania remained stable, even though the New Jersey 

restaurants faced stiff competition from the nearby Peimsylvania resuurants that could still pay their 

workers the lower national minimum wage. Glassman similarly dismisses a simple observation made by 

President Clinton, among others; that jobs opportunities have been improving, not worsening, since the
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Minimum Wage ap-ed submitted (a Washineton Past 
Prof. Robert Pollin 
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minimum wage began rising in October 1995 in nvo steps to its current S5 15, after having been stuck at 

S4 25 for five years.

How can we reconcile this evidence that raising the minimum wage does not appear to worsen 

employment conditions for low-wage workers with the law of economics invoked by Mr Glassman?

The key issue is the qualifying phrase in the law—"a// else being e^imr-which Glassman acknowledges 

but then ignores. This qualification tells us that the law holds-that raising minimum wages will mcrcasc 

unemployment-only when nothing else is changing when the minimum wage is raised. But it is far more 

plausible that many things are likely to be changing along with a minimum wage increase, some of which 

will have a significant impact on jobs

First of all, people tend to work harder after they arc given a raise, smcc they become more 

committed to keeping their job Absenteeism and turnover fall, and businesses are freed from spending 

lots of time and money in recruiting, hiring, traimng, and retaining workers.

Such considerations are not trivial Henry Ford recognized this m 1913, when he nearly doubled 

the wage he was offering produaion workers to a then unheard of $5 a day. Altruism was not his motive. 

Before offering that wage increase, the turnover rate at Ford Motors was roughly 400 percent. Over the 

course of a year, in other words, Ilemy Ford found himself hrruig four times the average number of 

workers he actually needed to staff production Rates of absenteeism were similarly high. By 

implementing the $5-a-day wage. Ford almost completely eliminated turnover and absenteeism.

I observed snmlar patterns in recent research with colleagues concerning the municipal “living 

wage” ordinance that was passed last March in Los Angeles. The LA ordinance requires finns working 

under contract with the city to pay their employees a minimum hourly wage of $7.25. We found that 

many firms were already-graying livmg wages to all their employees, and that these firms competed 

successfully with firms that paid minimum wages. According to owners and managers of the “living 

wage firms” that we interviewed, the key to their competitive success was that they operated a high
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morale/high productivity work cnvuooment. which included, as with Ford in 1913, almost no 

absenteeism or turnover.

Other factors will also affect job conditions when minimum wages nsc. The most important is 

that when the demand for products is high, businesses will normally push hard to meet that demand 

They will not lay-off workers or stop hiring, regardless of whether mmimum wages are rising. For 

example, because demand was expanding strongly last year when the mimimum wage rose to $5 15, this 

increase did not raise unemployment, but rather “turned into one of the non-events of 1997” accorxling to 

the Wall Street Journal.

By the same token, jobs will dry up when demand for products is falling, as happens in a 

recession, regardless of what recent changes have been m minimum wages. Because the number of jobs 

available dqwnds far more on overall demand in the economy than the minimum wage, there is, m fact, 

no stable statistical relationship over time between U.S. unemployment rates and changes in the minimum 

wage.

In 1968, the minimum wage provided a living standard 17 percent above the official poverty line 

for a three-person family, while the unemployment rate was near a post World War II low of 3.6 percent. 

The U.S. economy is now 50 percent more productive than it was in 1968 And yet, at the current $5 15 

minimum wage, a three-person funily with one minimum wage worker today lives 20 percent below the 

official poverty line. No economic law can explain this 30-year r^ression in this country’s commitment 

to low-wage workers and their families. In light of this history. President Clinton’s proposal for a $6.15 

minimtun wages can be dearly seen as only a modest step toward restoring a modicum of fairness in the 

economy.

Robert PoUin is Professor of Economics at University of Caltfomia-Rrversidc and co-author of The 
Living Wage: Building a Fair Economy (The New Press, forthcoming 8/98).
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It’s Not the Minimum Wage, It’s the MaximumXaxes
Growth in Taxes Outstrips Wage Growth In Clinton Years

Concerned over wfaat they perceive as less than adequate remuneration for America’s
workers, President Clinton and Senator Kennedy have announced their intention to further
increase the minimum wage, despite having raised it twice in the last two years. They are
tight to be concerned, Americans have been financially squeezed — especially throughout
the five years of President Clinton’s administration. However, it is not Wall Street’s
parsimony that is doing the squeezing, as liberals claim, but Washington’s voracious tax
appetite. In fact, if President Clinton and Senator Kennedy are really serious about finding
the culprit, they should start their investigation with a mirror.

According to a February 2 news release by the Department of Commerce’s Bureau of
Economic Analysis (BEA), wages and salaries rose 6.7 percent in 1997 — well ahead of the
1.7 percent growth in inflation. However, despite this robust growth, the BEA reports that it
was only about half the 11.4 percent growth in personal tax payments. Nor was 1997 an
anomaly, throughout the past five years — the entire Clinton term in office — wage growth
has been below the growA of personal tax payments according to BEA.

If the cynical politics were not so obvious, this Clinton-Kennedy election year ploy
would be laughable. However, it can serve one important purpose: To fairly place the blame
for why ^erican families have proportidhally less and less to save, spend, and invest. The
fact is, liberal policies are shifting more and more of wages to Washington and away from
America’s families.

Trying to Legislate Prosperity-

Senator Kennedy has announced bis intention in a 1/15/98 Dear Colleague letter for
“three annual increases of 50 cents in the minimum wage in each of the next three years —
to bring the level to $6.65 an hour on September 1 in the year 2000...."

President Clinton has joined in this misguided effort to legislate prosperity: “Because
these times are good, we can afford to take one simple, sensible step to help millions of
workers struggling to provide for their families: We should raise the minimum wage “
(Clinton Speech of the Union, 1/27/98). President CUnton announced February 12, that he
would seek to raise it by a dollar in two fifty-cent increases over the next two years.
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Of course, were it really possible to legislate prosperity, the Soviet Union would not 
only still be standing, but flourishing. In factjust the opposite has been true: Liberals like 
Clinton and Kennedy have been very successful at reducing prosperity legislatively.

Tax Growth Has Exceeded Wage Growth Under Clinton

The BEA data clearly show how successful taxes have been at outpacing wage and 
salary growth. The BEA tabulation of total wages and salaries paid to all employees (both 
government and private sector) ■— in other words, America’s paycheck — in 1997 was 
553.877 trillion, an increase of 6.7 percent from 1996. The BEA tabulation of total payments 
(taxes, user fees, etc.) to government at all levels (federal, state, and local) by individuals — 
in other words, America’s tax bill — in 1997 was 987.8 billion, an increase of 11.4 percent, 
In short, BEA’s data show that America’s tax bill rose fester than its paycheck. Americans 
are therefore making more, but taking home proportionally less of their paychecks,

Nor is this just a one-year trend. As the BEA data below show, this is a trend that 
has existed throughout the Clinton administration’s five-year tenure. Looking back over 
BEA’s data since 1959 (see Table and Graph on following pages):

• Since 1993, the growth in personal tax payments has outstripped that of wages and 
salaries.

• Prior to 1993, the faster growth of taxes than wages had not occurred since 1989, the 
first year of the Bush administration.

• Not since 1980-1981, had there been more than two consecutive years in which tax 
growth had exceeded wage growth.

• Only one other period 1965-1969 has equalled and only one other period (1976- 
1981) has exceeded this record of excessive tax growth,

• Only Carter (1977-1980) and Clinton can show tax growth exceeding that of wages 
and salaries in each year of his presidency.

• In fact only once in the four Democrat presidencies (Kennedy/Johnson: 1961-1968; 
Carter: 1977-1980; and Clinton: 1993-1997) since BEA began collecting data, has ’ 
tax growth not exceeded that of wages and salaries — 1964.

This record of excessive tax growth is not only confirmed by President Clinton’s 
latest budget it is expected to continue. Last year, federal tax revenue reached its highest 
level since World War II, as a percentage of G.D.P. — 19.8%, This level has been 
approached only twice since World War II: in 1969 resulting from the Vietnam War, and in 
1981 because of inflation arising from the Carter administration. Total federal revenues will 
reach 19.9% of G.D.P. this year,
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These are not just abstract figures, as Senate Majority Leader Trent Lott pointed out
in his response to the President’s State of the Union address, they have a real impact on
America’s families. The typical American family’s total tax burden (federal, state, local) is
38% — more than a third — of the family income. Taxes consume one^third of everything
America produces annually (32% of G.D.P. in the third quarter of 1997) and while
government income increased nearly 1,000% in the past 30 years, family incomes have risen
only half that much (492%).

And the trend is expected to continue. According to the Senate Budget Committee,
federal receipts will reach a post'World War II record of 20.1 percent of GDP next year if
President Clinton’s budget is enacted.

Are Liberals Trying to Hide Culpability?

It’s no wonder Americans feel financially squeezed. Washington’s tax growth lias
exceeded America’s wage growth for the last five years. So while they have earned more,
they have taken home proportionally less. While President Clinton and Senator Kennedy
have been unconcerned about raising taxes, they now profess concern about the family
financial squeeze their policies caused. Their solution? More federal interference to correct
the problem of earlier federal interference. In short, they seek to make Main Street pay
Pennsylvania Avenue’s bill.

This record of excessive tax growth raises the question as to why President Clinton
and Senator Kennedy are really trying to raise the minimum: Do they really want to raise
America’s prosperity or do they merely want to hide their culpability in lowering it through
excessive tax growth? If their goal is really to raise America’s take home pay they should
start by cutting the demagoguery and the taxes. To paraphrase Clinton’s 1992 campaign
slogan: It’s not the minimum wage, it’s the maximum taxes, stupid.
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Wage & Salary Growth and Personal Tax Growth: 1960-1997

[Personal taxes and wage & salary numbers are in billions of dollars]
Personal Taxes % Change Wage & Salary % Change Tax Growth Exceeds Wage Growth

1960 48.7 9.4 272.8 5.0 X
1961 50.3 3.3 280.5 2.8 X
1962 54.8 8.9 299.3 6.7 X
1963 58 5.8 314.8 5.2 X
1964 56 -3.4 337.7 7.3
1965 61.9 10.5 363.7 7.7 X
1966 71 14.7 400.3 10.1 X
1967 77.9 9.7 428.9 7.1 X
1968 92.1 18.2 471.9 10.0 X
1969 109.9 19.3 518.3 9.8 X
1970 109 -0.8 551.5 6.4
1971 108.7 -0.3 583.9 5.9
1972 132 21.4 638.7 9.4 X
1973 140.6 6.5 708.7 11.0
1974 159.1 13.2 772.6 9.0 X
197S 156.4 -1.7 814.6 5.4
1976 182.3 16.6 899.5 10.4 X
1977 210 15.2 993.9 10.5 X
1978 240.1 14.3 1120.8 12.8 X
1979 280.2 16.7 1255.9 12.1 X
1980 312.4 11.5 1377.7 9.7 X
1981 360.2 15.3 1517.6 10.2 X
1982 371.4 3.1 1593.9 5.0
1983 369.3 -0.6 1685.3 5.7
1984 395.5 7.1 1855.1 10.1
1985 437.7 10.7 1995,9 7.6 X
1986 459.9 5.1 2116.5 6.0
1987 514.2 11.8 2272.7 7.4 X
1988 532 3.5 2453.6 8.0
1989 594.9 11.8 2598.1 5.9 X
1990 624.8 5.0 2757.5 6.1
1991 624.8 0.0 2827.6 2.5
1992 650.5 4.1 2986.4 5.6
1993 690 6.1 308'9.6 3.5 X
1994 739.1 7.1 3240.7 4.9 X
1995 795.1 7.6 3429.5 5.8 X
1996 886.9 11.5 3632.5 5.9 X
1997 987.8 11.4 3877.2 6.7 X

^Source: Department of Conunerce's Bureau of Economic Analysis
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Memo to John Orzag 

From Jared Bernstein

Re: Family Composition and Min Wg Workers 

Date: March 16,1998 

Hi John,

These data come from the 1997 March CPS. We judge the March data to be superior to the basic 
monthly CPS (or the Earnings files) when it comes to examining family or household level 
income. We use the outgoing rotation group from the March file, since we judge these to be 
better data with which to calculate hourly wages. Since we are in March of 1997 (after the first 
but before the second step of the recent increase), we use $4.75-$5.15 as the affected range.

We find:

40% of all households (including one person units) have a sole breadwinner. Of course, 
the vast majority of these workers (96%) earn above the minimum wage;

excluding one person units, that percentage falls to 34%;

here’s a new statistic you might find useful; of the 2 million HHs in the affected range in 
March 97, half were headed by females; if we restrict the sample to female-headed HHs 
with kids, there are 900,000 HHs in the sweep of which 56% are female heads.
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' Effect of Minimum Wage Increase on Cost of Workfare Programs

Talking Points
• There is one additional concern that we should be mindful of, as we consider

what level of increase to propose in the minimum wage. As you know. 
Republicans made a concerted effort last year to roll back labor protections 
for those on workfare. Many Governors supported this effort, arguing they 
could not afford to pay the minimum wage for workfare jobs.

• A larger minimum wage increase will add to the pressure that Governors feel
on this issue.

• So far, we have beaten back the Republicans' efforts, and persuaded
Democratic Governors not to ally themselves with Republican Governors on
this issue. However, some Democratic Governors remain very concerned
about this issue. Their support of Republican proposals would give that
effort new momentum.

Background
• In May, the Labor Department ruled that most workfare programs are subject

to the Fair Labor Standards Act and other labor protections, including 
payment of the minimum wage.

• Governors have complained loudly that the DOL ruling severly hampers their
ability to establish work programs for welfare recipients. The law requires
states to put 50% of their welfare recipients to work by the year 2002, or
face penalties. Welfare benefits are not high enough in some states to
support payment of the minimum wage for 20 or 30 hours a week.

• DOL's ruling led the Republican leadership in Congress to seek to roll back
current law labor protections for workfare jobs. We were able to hold the
line and stop these efforts, but we can expect the issue to re-emerge this
year.

• Any minimum wage increase will increase the number of states whose
welfare benefits are not large enough to fund a minimum wage workfare job.
As the size of the minimum wage increase goes up, so do the number of
states with problems.

States Whose Welfare Benefits Can't Support a Minimum Wage Workfare Job
Minimum Wage Families of 2 Families of 3
Current Minimum Wage 8 states No states
Increase of 50 cents 
($5.65)

15 states 1 state
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Increase of $1 ($6.1 5) 21 states 2 states
Increase of $2 ($7.15) 36 states 9 states
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Thinking About the Minimum Wage

Congress and the Administration are wrangling over proposals to raise the minimum wage. The Clinton Administration 
enthusiastically endorses the idea. SenatorDole first maneuveredto preventthe issue from reaching thefloorofthe Senate 
before then attempting to link a vote on the minimum wage wKh efforts to reduce the federal tax on gasoline. Republican 
leaders in the House are opposed to a higher minimum wage. Nevertheless, a group of twenty Republicans has joined 
Democrats calling foran increase, and this might make a vote on it inevitable. Any politician would find it difficuitto oppose 
such a popularmeasure. Therefore, while not in ourbase forecast, an increase in the minimum wage appears increasingly 
likely. The Administration proposes an increase of 90 cents, orabout21%, from $4.25 to $5.15 per hour, half occurring 
this July and the rest next July. A Republican version would raise the minimum by $1, with half occurring 90 days after 
enactment and the rest one year later.

The real federal minimum wage is near an historic low. In the early 1960s, forexample, when the nominal minimum wage 
was about $1, H equaled roughly 40% of average hourly compensation. (See the accompanying figure.) By 1995, the 
nominal minimum climbed to $4.25 but, as a percent of hourly compensation, declined to Just 20%. Currently, the federal 
minimum is less than the minimum required in ten states. It was last raised during the Bush Administration by 90 cents, 
or 27%, from $3.35 to $4.25, half occurring in April of 1990, the rest one year later; a separate Iraining minimum" for 
teenagers also was introduced, but has been largely ignored. Since then, the real minimum wage has deciined backto its 
level Immediately preceding 1990's rise. In 1995, roughly 2 million hourly workers earned the currentminimum, and about 
8 million more earned from $4.26 upto the Administration's proposed minimumof $5.15.

Microeconomic employmerri effects. If demand curves slope downward and markets work as described In our elementary 
textbooks, then raising the minimumwageshould reduce the demandforlow-skilled labor. The only question is: how much? 
There is considerable empirical work on the issue, much of which does imply that raising the minimum wage reduces 
employment ofthe low-skilled. Forexample, in 1981, afterreviewingtheavailable evidence, the congressionally mandated 
Minimum Wage Study Commission concluded thatthe elasticity of teenage employment with respecttothe real minimum 
wage was between -0.1 and -0.3.

Ifthe elasticity ofdemand forteenagerlaboristypicaloflow-skilledworkers generally,thenwhatdothese elasticities imply 
today about the potential loss of employment among those affected by the Administration’s proposal? To see, we began 
with a detailed distribution by wage (with groupings every five cents) of workers paid hourly rates in 1995. (This unpublished 
table is part ofthe Current Population Survey and was supplied to us by the Bureau of LaborStatistics.) Then, we proceeded 
as follows. First, we assumed that no one working below the current minimum would be directly affected by the new, higher 
minimum; these are mostly workers in jobs not covered by the minimum wage. Second, we assumed that no one working 
above the new minimum would be directly affected either; i.e., there is no “ripple effect" through the structure of real wages 
above the new minimum. Xhjrd. we assumed that everyoneworking at hourly wages between the cuirentand new minimums 
would see theirwage rise to $5.15. This, forexample, is a 21 % increase forthose currently earning $4.25, but only a 3% 
increase forthose earning currently earning $5.00. Fourth, for each group, we calculated the potential loss in jobs as the 
product ofthe percent change inthatgroup'swage, anelasticity ofdemand, and the numberofwoikersinthatgroup.Fjfth, 
we summed to a total across all groups.

For an elasticity ofdemand of-0.2, the mid-point ofthe 
Commission's range, the projected loss in employment 
came to 189 thousand. This number is biased up to the 
extent that employees In the "sweep" between the old 
and new minimums work at jobs not covered by the 
minimum wage. Nevertheless, larger figures can be 
generated by assuming a ripple effect. In one experi­
ment, forexample, we assumed that all workers currently 
earning between $4.25 and $6.00 an hour would see 
theirwage rise by amounts ranging from 21 % (forthose 
currently at the minimum) through progressively smaller 
increases, until the ripple disappeared at wages above 
$6.00. Then, the projected loss in jobs rose to 330 
thousand. This figure is biased upfortwo reasons; (1) 
as before, not all workers in the sweep are covered by the

THE MINIMUM WAGE
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minimum wage; and (2) obviously, not all employers currently paying above $5.15 will find it necessary to raise theirwage. 
Still, using a consensus estimate fifteen years old, one might sensibly argue that the proposed hike in the minimum wage 
will directly cost somewhere between two hundred thousand and three hundred thousand jobs. A copy of the worksheet 
in which these calculations were performed is available from LHM&A.

More recent research has discovered impacts that, while generally adverse, seem smallerthan those summarized by the 
Commission and sometimes are not statistically distinguishable firomzero. Indeed, in one hotly debated study, Princeton 
Economists David Card and Alan Kmegerfoundthat, in New Jersey, employment at fast-food restaurants actuaHyrose after 
a hike in that state’s minimum wage. Their work provoked a strenuous professional attack that focused on econometric 
technique and methods used to collect, sample and pool data. We are skeptical of the findings, but two decades ago 
estimates of job iosses caused by increases in the minimum wage were so compeiiing that questions oftechnique were of 
secondary importance. Seen from afar, the professionai flap overthis work is, in Hself, evidence ofsome uncertainty about 
the effects of the minimum wage on employment.

Why might the effects on employment have become smaller overtime? One explanation might be that the real federal 
minimum wage has fallen enough that it no longerconstitutes a binding constraint on some employers who either already 
abidebytheir own state’shigherminimumorwhopayawageabove the federal minimumanyway.Anotherpossibility is 
that the increasing prevalence ofpart-time workers affords employers more flexibility to respond to a higherminimumwage 
by reducing hours without cutting payrolls. Itmightalsobethattheelasticityofdemandforlow-skilledlaboractuallyfalls 
as the real wage declines. Some have soughtto explain the results of Card & Kruegeras a logical outcome of a labor market 
thatisdynamicand in which infomnationis both imperfect and costly to acquire. Ongoing turnover means that employers 
must continually advertise to attract candidates and that new recruits, once hired, must be firsttrained and then retained. 
Potentiaiworkers not oniy must have incentive to seekemployment but, once hired and trained, mustdiscoverthat the job 
is what they expected and wanted. All of this might happen better at a higher wage. So, it is argued, an increase in the 
minimum wage could actually raise employment—although rts not clearwhy this wasn't true before.

All governmental efforts to redistribute income distort markets’ outcomes, imposing costs on some while conferring benefits 
onothers. At the microeconomiclevel,the benefits oftheminimumwageaccrueto those who keep theirjobswhae enjoying 
higherpay. The costs are bom primarily by those losing a job, many ofwhom are thereby denied a chance to grab the first 
wrung on a ladderto bettereconomicopportunities and a successful integration into mainstream America. Whether raising 
the minimum wage is desirable or not depends, in part, on how the benefits of the policy compare to its costs. Perhaps 
because the perceived costs have shrunkthrough time, the risks associated with a higherminimumwage seem increasingly 
acceptable to both political parties, particularly given today’s ciimate of fiscal restraint in which everyone is lookingofirjbudgef 
todemonstrate theirconcem forthe economically disadvantaged. This is probably why lastyear 101 prominent economists, 
including Nobel Laureates Ken Arrow, James Tobin and Larry Klein, wrote in support of the Administration’s proposal that 
“overall effects on the labor market, affected workers, and the economy would be positive.’

we believe that raising the minimum wage will increase modestly stmctural unemployment among the low-skilled. Given 
ourearliercalculations, and considering theslightweakening in professional conviction suggested in recent research, a 
figure Iike200thousandseemsdefensible to us, andthis is whatwe assumedformicroeconomicjoblosses in the simulation 
reported below. We cannot, however, say whetherthis is a betterorworse way to redistribute income than other possible 
policies intended to accomplish the same result.

Finally, keep in mind that forthe minimum wage to result in a reduction in employment, it must be binding on employers. 
So, if there is generalized inflation in nominal wages, then a single increase in the nominal minimum wage should not have 
significant lasting effects on employment because, after initially rising, thereal minimum eventually will fall to a non-binding 
level. Even a one-time increase in the reai minimum wage should not have a lasting effect on employment if there are 
generalized increases in realwages arising from technical advance. Through the intermediate term, however, an increase 
in the nominal minimum wage can cost jobs, and repeated increases that prevent the real minimum from falling to a non­
binding level can permanently reduce opportunities for employment.

Effectson NAIRU and the unemployment gap. If some low-skilled workers lose theirjobs as a result of a higher minimum 
wage, but nonetheless elect to remain in the laborforce, there occurs an increase in “structural’ unemploymentthat initially 
raises the Non-Accelerating Inflation Rate of Unemployment, or NAIRU. The actual unemployment also rises by the same



amount, so there is no immediate effect on the unempioymentgapand, at least on this score, no ramifications for monetary 
policy. However, if the Federal Reserve fails to recognize the increase in NAIRU and attempts to prevent the actual 
unemployment rate from rising, first wages and then prices might accelerate. If the unemployed workers became
discouraged and withdrew fromthelaborforce, both NAIRUand the actual unemployment ratefall back closetotheiroriginal
levels.

Long-run price effects. At the macro level, considerthe fundamental equation of exchange, MV= PQ, which states that 
the product of money (M) and its velocity (V) equals nominal output expressed as the product of price (P) and quantity (Q): 
If, as a first approximation, both the stock of money and its velocity are fixed, then, in the long-run, an increase in the real 
minimum wage that causes a reduction in employment (and hence output) must cause a corresponding rise in the aggregate 
price level. This effect has to be very small if the microeconomic loss of employment is only a few tenths of one percent 
ofthe total workforce and is concentrated among workers with relatively low productivity. However, as discussed next, the 
near-term impact on inflation is considerably larger.

The minimunt wage in WUMM and short-run inflation dynamics. The Washington University Macro Model does not have
alabormarketfbrlow-syiedwotkersandso cannothandle the purely microeconomic impact thatan increase in the minimum
wage might have on employment and real wages. Norhave we eversucceeded in isolating a robust empirical relationship 
between theteyel ofthe real minimum wage and the effective NAIRU implicit in the model’s Phillips Curve. If we believe 
these effects are important enough to considerseriously, they must be imposed on the model judgmentally.

Ourequation forwage inflation does, however, capture short-mn ■’shocks" emanating frornchanges in the federal minimum 
wage by including a term defined as the change in the real minimum wage scaled by the ratio ofthe nominal minimum wage 
to average hourly compensation; the scale factor adjusts in crude fashion fbrvariations in the percentage of employees 
working for pay at or nearthe minimum. The coefficient on this term 1 captures the effect on hourly compensation of pay 
hikes enjoyed by those earning between the old and new minimums and allows forthe possibility of a “ripple effect" through 
thenom/na/wage structure immediately above the new minimum. Statically, the equation suggests that the Administration’s 
proposal to raise the minimum wage in two equal increments of 45 cents would raise the growth rate in hourly compensation, 
measured 4th-quarter-to-4th-quarter, by about a quarter of a percentage point in 1996 and by a like amount in 1997. This 
is consistent with our own off-line assumptions about the impact of Administration’s proposal on the wages paid to hourly 
workers atthe low end ofthe current wage distribution. We think it also squares with what happened in 1990 and 1991, 
the last time the minimum wage was raised.

With a brief lag, the wage shock is passed through to the aggregate price level, so that there is no lasting impact on the 
structure of real wages. The extent ofthe pass-through to prices depends upon the cyclical state ofthe economy, but the 
effect generally isto reduce both the real money stockand real wealth, thereby producing a/nacrDecono/n/c contraction 
of aggregate demand and employment. The resulting rise in unemployment is temporary and, in any event, is conditioned 
by the assumed monetary response. It should not be confused with the microeconomic effects on employmentdiscussed 
above.

Aminimumwage scenario. To see howan increase in the minimumwage might effect the near-temi economic outlook, 
we constructed an alternative scenario incorporating the Administration’s proposal to raise the minimum by 45 cents in the 
second quarterof 1996 and by another45 cents in the second quarterof1997. Adjusting down the demand for hours, we 
built into the simulation an assumptionthatthe higherminimumwage results in a microeconomicloss ofabout200thousand 
jobs within half a year. By Itself, this adjustment produces an excessive estimate of lost income because the model treats 
the newly unemployed workers as if their productivity, and hence their earnings, were average ratherthan below. To offeet 
this bias, we simultaneously adjusted up hourly compensation to correct forthe differentially low pay earned by those most 
likely to face unemployment. V\fe also assumed that NAIRU increases by a corresponding amount, and that new structurally 
unemployed don’t become discouraged workers. The near-term price shock was not allowed to reduce real food or energy 
pricesorrealgovemmentspending. ThemonetaryresponsewasassumedtobegovemedbyourFederalReservereaction 
function. The results ofthe simulation are presented on the accompanying page of figures.

In the third quarters of both 1996 and 1997, when the minimumwage rises, growth in hourly compensation is boosted by 
over a percentage point at an annual rate; in the intervening quarters wage inflation also is higher—the result of a modest 
wage/price spiral consequent to the initial shocks. Overthe fourquarters of1996, wage inflation is about 0.3 percentage 
point higher, and over 1997, about 0.4 percentage point. The CPI also is boosted, by 0.2 percentage point over 1996 and 
by 0.3 percentage point over 1997. Only in 1998 does the inflationary effect begin to dissipate.
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The Fed leans against the higher inflation and, as a result, the funds rate is higherovermuch ofthe simulation by between 
20 and 30 basis points; the long-term interest also rises but, given the lags in ourterm-structure equation, by smaller 
amounts. At the end of1998, the civilian unemployment rate is up about 0.3 percentage point, about half ofwhich is the 
assumed structural increase in NAIRU. Growth in real GDP is reduced by one tenth over 1996, two tenths over 1997 and 
one tenth over 1998.



President Clinton Believes That If You Work Full-time,
You Should Not Have to Raise Your Children in Poverty

Today, single parents working full-time with two kids can raise their family out of poverty (see 
column 1 of attached table). In 1998, a full-time, year-round minimum wage now earns $10,300 
per year. The Earned Income Tax Credit increases this worker’s take-home pay by $3,729; and 
payroll taxes subtract $788. This means that this worker is left with $13,241 — $19 more than 
the estimated poverty threshold for 1998.

The reason this worker is able to lift a family of three out of poverty is because of the 1993 EITC 
expansion and the 1996 minimum wage increase. Columns 2 and 3 show this clearly. Without 
either, this family would be $3,169 below the poverty line (see column 3). With only the EITC 
expansion and no minimum wage increase, this family would be $1,972 below the poverty line. 
(See column 2) In other words, a full-time minimum wage worker is nearly $3,200 better off 
today than if President Clinton had not fought to expand the EITC and raise the minimum wage.

However, without another minimum-wage increase, this family of three will fall below the 
poverty line. While the EITC grows with the rate of inflation, the minimum wage does not. By 
2000, without a minimum-wage increase, this family would fall short of the poverty line by 
$432. (See columns 6 and 7)

The President’s minimum wage proposal will help ensure that — as costs continue to increase — 
we fulfill his goal of ensuring that parents who work full-time can bring up their children out of 
poverty. As Columns 4 and 5 show, the President’s proposal to increase the minimum wage will 
mean that a full-time minimum wage worker can raise two kids out of poverty.



® (D (f)
Current

w/o '96 Min. 
Wage Hike

w/o '96 Hike 
& Expanded EITC With Minimum Wage Increase Without Min. Wage Increase

1998 1998 1398 1999 2000 1999 2000
Minimum Wage 5.15 4.25 4.25 5.65 6.15 5.15 5.15
FT.YR MW Worker $10,300 $8,500 $8,500 $11,300 $12,300 $10,300 $10,300

Poverty Threshold (3 People) $13,222 $13,222 $13,222 $13,526 $13,824 $13,526 $13,824

Earned Income Tax Credit $3,729 $3,400 $2,203 $3,804 $3,880 $3,804 $3,880
Payroll Taxes $788 $650 $650 $864 $941 $788 $788
MW+EITC (minus payroll taxes) $13,241 $11,250 $10,053 $14,240 $15,239 $13,316 $13,392

Poverty Gap (3 Person Family) $19 ($1,972) ($3,169) $714 $1,415 ($210) ($432)

NOTE: Poverty thresholds and EITC amounts are estimates based on 1996 and 1997 levels, respectively.
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THE WHITE HOUSE
WASH INGTON

January 26,1998

MEMORANDUM FOR THE PRESIDENT

FROM: GENE SPERLING

SUBJECT: Minimum Wage

On August 20,1996, you signed the Small Business Job Protection Act, which raised the 
minimum wage in two steps from $4.25 to $5.15 (from $4.25 to $4.75 on October 1, 1996, and 
from $4.75 to $5.15 on September 1, 1997). With these recent increases, the current minimum 
wage is, in real terms, about where it was in the mid-1980s. Senator Kennedy has therefore 
proposed a significant further increase in the minimum wage. His proposal is to increase the 
minimum wage to $7.25 per hour by 2002, through 50-cent increases in 1998, 1999, and 2000, 
and then 30-cent increases in 2001 and 2002. This proposal would return the real minimum 
wage to approximately its level in the late 1970's by 2002.

The economics of the minimum wage involve difficult tradeoffs. On the one hand, as 
Senator Kennedy emphasizes, raising the minimum wage helps to increase earnings at the lower 
end of the income distribution - the part of the distribution that, until recently, suffered most 
from real income declines. Leading academics, such as Alan Krueger of Princeton, believe that 
the recent increases in the minimum wage have played a significant role in stemming the 
downward trend in wages for the lower skilled.

On the other hand, if the minimum wage were raised too much, it could cause 
disemployment among some of the most vulnerable participants in the labor market - from 
African American males to teenagers and former welfare recipients. The difficulty, then, is 
deciding at what point the potential disemployment effects become significant enough to 
outweigh the beneficial distributional effects.

If we decide to support an increase, there are two additional issues you will need to 
consider: one, when to make the increase effective; and two, how many stages to increase the 
minimum wage. On the former, we may want to propose to make any increase effective in 1999 
or 2000, not in 1998, to ensure that we give businesses a reasonable warning. On the latter 
issue, the Labor Department emphasizes that changing the minimum wage entails administrative 
and enforcement costs on the Department and on businesses. They would prefer fewer - but 
larger - step increases; in other words, they prefer one 30-cent increase to two 15-cent increases.



Options:

We have several options, as delineated below:

Option I. Adopt Kennedy Minimum Wage Proposal: Increase minimum wage to about 
$7.25 by 2002, through 50-cent increase in 1998, 1999, and 2000, and then 
indexing it to the rate of inflation thereafter (about 30-cent increases each year).

Pros:

Returns minimum wage to real level of late 1970's. 

Provides substantial wage increase to low-wage workers. 

Would unify liberal-wing of the Democratic party.

Cons:

Your entire economic team believes that this approach is too aggressive and are 
concerned that Senator Kennedy’s proposal could prove damaging to the employment 
prospects of low-skilled workers, as well as to the general macroeconomic performance 
of the economy.

Janet Yellen and Treasmy would prefer to have more time to analyze the effects of the 
most recent increases before enacting increases that go well beyond the bounds of the 
evidence already accumulated.

The increase in 1998 may be harshly criticized by business as not permitting enough 
advance warning. Moreover, important validators for your 1996/97 minimum wage 
increase — such as Alan Krueger, David Card of Berkeley, and Larry Katz of Harvard — 
would oppose this approach.

Some may argue that an increase this large could lead employers to pass the higher 
minimum wage onto customers in the form of higher prices.

Variation of Option I: One variation of this option would be to limit Kennedy’s proposal to the 
first two increases — the 50-cent increases in 1998 and 1999 — and then re-evaluate further 
increases based on the experience with those two increases. If we were to adopt this proposal, it 
is possible that Senator Kennedy would sign onto it. However, your economic team believes 
that even this option is too aggressive. Raising the minimum wage by $1 over the next two 
years could unnecessarily increase the risk of disemployment effects.



Option II. Adopt Position to Split the Difference and Maintain Real Value of Minimum 
Wage, Without Explicit Indexation Proposal: Increase minimum wage to 
$6.15 by 2002 (roughly halfway between the current level and Senator Kermedy’s 
2002 proposal, and slightly above the level that would maintain real value of 
minimum wage). The increases could take the form of a 25-cent increase in 
1999, 2000, 2001, and 2002. Alternatively, we could propose a 50-cent raise in 
1999 and another 50-cent raise in 2002.

Pros:

Your entire economic team supports a moderate increase in the minimum wage in the 
range of this Option. Secretary Rubin, Secretary Herman, Gene Sperling, Janet Yellen, 
and Secretary Shalala agree that this Option would help millions of low-wage workers, 
while not creating a significant risk to the economy or the labor market prospects of low- 
skilled workers.

Slightly improves real value of minimum wage over budget horizon. To keep the real 
value of the minimum wage at its current level, we would have to raise it to 
approximately $5.90 in 2002.

Fulfills 1992 campaign promise to have the minimum wage “keep pace with inflation.”

Cons;

• Democrats may complain that the increase is too small, and that this approach takes away
the issue in 2000. This proposal would not return the real value of the minimum wage to
its level of the 1970s. On the other hand, business may still complain that the increases
are too soon.

• The economy could reverse its impressive performance over the past several years, and
the increases in the outyears would then pose potential risks to low-skilled
unemployment.

Variation A of Option II: A Single 40-Cent Increase in 1999. Proposing to raise the minimum 
wage to $6.15 per hour by 2002 is equivalent to increasing it by 20 cents per year. One alternative 
would be to propose a single 40-cent increase in 1999. This would be consistent with reaching 
$6.15 per hour by 2002, but would provide flexibility for macroeconomic conditions and would 
allow Democrats to reopen the minimum wage issue in 2000. This variation is supported by your 
economic advisers.

Variation B of Option II: A Single 50-Cent Increase in 1999. John Podesta is concerned that a 
single 40-cent increase is not enough to attract Democrats, such as Senator Kennedy. He believes 
we would be “a year late and a dime short.” If you adopt a single increase, John argues that we 
should propose a 50-cent increase because it would be more likely to gain support from Democrats. 
However, your economic team believes that one 50-cent increase in 1999 would be large enough to 
risk potential disemployment effects.



Option III. More Aggressive Minimum Wage Increase: This option splits the difference 
between what your economic advisers are comfortable with and Senator 
Kennedy’s proposal. It would increase the minimum wage to $6.00 by 2000. 
The increases could take the form of a 35-cent increase in 1998 and two 25-cent 
increases in 1999 and 2000. Alternatively, we could propose a 45-cent raise in 
1999 and a 40-cent raise in 2000.

Pros:

Cons:

More likely to get support of liberal Democrats. And since it covers a different time 
frame than Kennedy’s proposal (2000 vs. 2002), may not be viewed as competing 
proposal.

Since this proposal would be more controversial, could create a more significant debate.

Provides simple message: we believe minimum wage should be $6 per hour by the turn 
of the century.

Since this proposed increase is slightly larger in real terms than going to $6.15 by 2002, 
your economic team would be concerned that there could be disemployment effects.

May lose support of moderate Democrats and Republicans, especially from Southern 
states. Moreover, important validators, such as Alan Krueger, Larry Katz, and David 
Card, would not support this large an increase.

Option IV. Wait and See: Do not endorse increase in minimum wage at this time. Argue 
that we support minimum wage, but too early to increase again because we need 
to learn from the facts of the recent hikes.

Pros:

Provides more time to study effects of most recent increases.

Could be presented as not taking a stance on Kennedy - thus could allow Kennedy to 
push for his relatively large increase without an Administration proposal to distract 
attention.

Allows issue to be raised during 2000 cycle if desired.

Cons:

Allows the minimum wage to deteriorate in real terms over time.

May be criticized by Democrats as not supporting an important objective.



Recommendations:

I discussed this issue at a meeting of the NEC principals on Thursday night. Your entire 
economic team could support a moderate increase in the minimum wage to maintain its real 
value. Therefore, your economic advisers recommend that you support an increase in the 
minimum wage to $6.15 by 2002.

You should know that your advisers considered explicitly indexing the minimum wage to 
the rate of inflation. However, we rejected this approach for a number of reasons: (1) it would 
be difficult for us to argue that we should index the minimum wage, when we were willing to 
veto the balanced budget over the indexation of capital gains; (2) if we indexed the minimum 
wage this year, many Democrats would argue that we locked it in at an historically low level; (3) 
the Labor Department would have difficultly administering annual minimum wage increases (as 
noted above); and (4) since the minimum wage would automatically rise each year, it would take 
away a good political issue for those who believe the minimum wage is an important tool to help 
low-income families.

Option I: Approve Kennedy proposal to raise minimum wage to $6.65 in 2000 
and then index it to inflation.

Option II: Approve increase to $6.15 by 2002. to maintain real value of 
minimum wage and split the difference with Kennedy’s proposal. 
(RECOMMENDED BY ECONOMIC TEAM)

Variation A of Option II: Approve 40-cent increase in 1999. maintaining real 
value of minimum wage, while allowing flexibility for macroeconomic conditions 
and the issue to be revisited in 2000. (RECOMMENDED BY ECONOMIC 
TEAM)

Variation B of Option II: Approve 50-cent increase in 1999. which would gain 
additional Democratic support, but would be outside the range that your 
economic team is comfortable with.

Option III: Approve more aggressive increase to $6.00 bv 2000. 

Option IV: Wait and see, do not take position at this point 

Discuss further
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February 18,1998
Penn, Schoen & Berland Associates

Minimum Wage

There is some reticence on the part of some House members on the minimum wage. 
While small business may oppose it (8 of 10 small business people vote Republican as 
it is) and this concern is a fair one, this concern does not resonate with the voters, 
where the minimum wage in these good times is still a consensus issue. This is a great 
vise against the Republicans, as in the congressional races that push Republicans to 
oppose it. this makes it a powerful issue for Democrats.

3 in 4 Support raising the minimum wage, with an argument that It will hurt small 
businesses and the economy only bring it down to a solid 67% support.

75/22% support/oppose raising the minimum wage.

56% strongly + 19% somewhat support 
11 % strongly + 11% somewhat oppose

Democrats: 94/6, Republicans: 53/43, Independents: 75/19

Opponents of raising the minimum wage have said that President Clinton’s proposal to 
raise the minimum wage will hurt small businesses and therefore hurt the economy. 
Knowing this, 67/29% support/oppose raising the minimum wage.

46% strongly + 21% somewhat support 
14% strongly + 15% somewhat oppose

Democrats: 80/47, Republicans: 45/50, Independents: 65/30
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EMBARGOED FOR RELEASE; 
12:01 a,m., Friday, May 29,1998

CONTACT: Ed Lazere, Michelle Bazie, 
Herbert Schaffner (202) 408-1080

NEW FINDINGS FROM OREGON SUGGEST MINIMUM WAGE INCREASES
CAN HELP WELFARE-TO-WORK EFFORTS

The earnings of Oregon welfare tecipienis who found jobs rose substantially 
when the state’s minimum wage increased in 1997 and again in 1998, according to a 
new study released by the Center on Budget and Policy Priorities.

Between late 1996 and early 1998, the Oregon minimum wage went from $4.75 
an hour to $6 an hour as a result of a successful ballot initiative. During that period, 
the analysis shows, the average wage of newly employed welfare recipients rose 76 
cents an hour — a nine percent increase after adjusting for inflation. The minimum 
wage increase appears to have helped not only welfare recipients who earn the 
minimum wage but also those earning slightly above the new minimum wage, reflecting 
a “ripple effect” that often accompanies minimum wage hikes.

The study shows that the recent wage increases are unique. They are much 
more significant than the wage growth nationally among a similar group of low-wage 
working women. And they contrast with declining real wages among Oregon welfare 
recipients in the years just prior to the increase.

Oregon’s minimum wage is now the highest in the nation. It also is close to the 
level proposed in federal legislation to raise the national minimum wage. As a result, 
the Oregon findings provide evidence useful for assessing the potential national impact 
of a federal minimum wage hike on parents leaving welfare and on other low-wage 
workers.

Wage Trends Turn Positive Immediateley After the Minimum Wage Increase

striking.
The wage data from Oregon’s welfare agency highlighted in the study are

• The average starting wage of Oregon parents leaving welfare fell five
percent, adjusting for inflation, during the three years prior to 1997,
when the state’s minimum wage remained at $4.75 an hour,

• This trend reversed itself immediately following the January 1997
increase to $5.50 an hour in the state’s minimum wage. Between the
last quarter of 1996 and the last quarter of 1997, the average starting
wage rose from $6.15 and hour to $6.65 an hour, or more than five
percent adjusting for inflation.
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Oregon Minimum Wage Findings 
Page 2
12:01 a.m. Friday, May 29,1998

• In the first quarter of 1998, after a further increase in the Oregon minimum 
wage to $6 an hour, welfare recipients who found work earned an average of 
$6.91 an hour.

“Debates over raising the minimum wage often focus on the issue of who will benefit ” 
said Ed Lazere, the author of the Center study. “These findings confirm that minimum wage 
increases can help low-income parents who are trying to support their families by working." 
The study notes that any minimum wage workers are in low-income families, that the large 
majority are adults, and that many are their family’s primary breadwinner.

The Oregon minimum wage increase has helped not only welfare recipients who earn 
the minimum wage but also those who fmd jobs paying slightly above the minimum wage. The 
report found that among welfare recipients obtaining full-time jobs, the proportion earning 
more than $6 an hour rose from roughly half in 1996 to two-thirds in 1997. The state’s 1997 
minimum wage stood at $S.50 an hour.

The Center’s study concludes from the Oregon experience that an increase in the 
federal minimum wage above $5.15 an hour would likely have positive effects across the 
nation on the wages of welfare recipients who move into jobs. Just as in Oregon, adults who 
leave welfare for work nationwide typically have very low earnings, often at the minimum 
wage or just slightly above it.

Other Factors Do Not Explain the R^ults

In assessing the wage data, the Center’s study concluded that other factors — 
particularly the state’s strong economic growth — could not explain the recent sharp rise in 
earnings among welfare recipients. For example, economic growth in Oregon was solid prior 
to the state’s minimum wage increase in 1997, while real wages for welfare recipients were 
falling.

The study also found that the five percent inflation~adjusted increase in earnings of 
Oregon welfare recipients in 1997, following the minimum wage increase, was much greater 
than wage growth nationally among low-wage women, which equaled one percent after 
adjusting for inflation. In the three years prior to 1997, the trend in wages among Oregon 
welfare recipients lagged behind the nationwide trend asmong low-wage women.

No Adverse Effect on Employment Evident

The study also attempted to discern whether the Oregon minimum wage increases had 
a negative effect on employment opportunities. While no systematic study of this issue has 
been conducted, the available measures examined in the Center’s report did not suggest
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Oregon Miiumuin Wage Findings 
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12:01 a.m. Friday, May 29,1998

evidence of significant job losses.

• Data from Oregon’s welfare agency indicate that the share of welfare recipients
finding work rose modestly in 1997 following the increase in the minimum
wage.

• Employment growth in retail trade, the industry most likely to be affected by a
minimum wage increase, was positive in 1997 and followed the same pattern as
overall employment growth in Oregon. Employment rose in 1997 both in retail
and overall, although at a somewhat slower rate than in 1996. Both figures
appear to reflect a modest slowdown in the state’s overall rate of economic
growth, not the increase in the minimum wage.

‘The strong U.S. economy has done little to lift the earnings of workers at the bottom
of the income scale, and wage inequalities remain at record-wide levels,” Lazere observed.
“The Oregon findings suggest that raising the federal minimum would help makw work pay for
parents seeking to leave welfare and support their families.”

The Center on Budget and Policy Priorities is a nonpartisan research organization and policy institute that conducts 
research and analysis on a range of government policies and programs, and specializes in issues related to fiscal 

policy, labor standards, social welfare and nutrition policy. It is supported primarily by foundation grants.
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CENTER ON BUDGET 

AND POLICY PRIORITIES
May 28,1998

NEW FINDINGS FROM OREGON SUGGEST MINIMUM WAGE INCREASES 
CAN BOOST WAGES FOR WELFARE RECIPIENTS MOVING TO WORK

By Ed Lazere

Introduction and Sumniary

Debates over raising the minimum wage often focus on the issue of who will 
benefit from lifting the wage floor. Some claim that increasing the minimxun wage 
does little for low-income families, because minimum wage earners frequently are 
teenagers or secondary workers in middle-class families. While the benefits of 
minimum wage increases are not targeted solely on low-income families, many of the 
workers whose earnings rise as a result of such increases are in low-income families. In 
addition, the large majority of minimum wage workers are adults, and many are the 
primary breadwinner in their family.

. New evidence from Oregon suggests that minimum wage increases can have a 
significant effect on parents who leave welfare for work. As a result of a successful 
state ballot initiative, the Oregon minimum wage rose from $4.75 an hour to $5.50 an 
hour in January 1997 and then to $6.00 an hour in January 1998.’ Data from Oregon's 
welfare agency show that the earnings of parents who moved from welfare to work 
were boosted as a result of these increases.

• The average starting wage of Oregon parents leaving welfare fell five 
percent, adjusting for inflation, during the three years prior to the January 
1997 increase in the state minimum wage.

• This trend reversed itself immediately after the increase. The average 
starting wage jumped from $6.15 an hour in the last quarter before the 
1997 minimum wage increase took effect to $6.43 an hour in the first 
quarter following the increase. By the fourth quarter of 1997, the average 
starting wage had reached $6.65 an hour, an increase of more than five 
percent^ adjusting for inflation, over the same quarter of the prior year.

’ The ballot initiative called for a three-step increase in the state's minimum wage. The third step will 
be an increase to S6-50 an hour in January 1999.

820 First Street, NE, Suite 510, Washington, DC 20002 
Tel: 202-408-1080 Fax; 202-408-1056 center®center.cbpp org http://www.cbpp.org HN0026
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These wage increases are unlikely to have occurred simply as a result of
the state's strong economy. Economic growth in Oregon was soUd prior
to the state's minimum wage increase in 1997, but real wages for welfare
recipients still declined during that period.

■ The average starting wage for welfare recipients rose again following the
second increase in the minimum wage. In the first quarter of 1998,
welfare recipients who found work earned an average of $6.91 an hour,
up subst^tially from the end of 1997. OveraU, the average wage for these
workers is now 76 cents an hour higher than before the state minimum
wage increase took effect

The minimum wage increase in Oregon boosted the earnings both of welfare
recipients who found jobs at the minimum wage and of many who found jobs paying
slightly above the minimum wage. For example, among welfare recipients who foimd
full-time jobs, the proportion earning more than $6 an hour rose from roughly half in
1996 to two-thirds in 1997.

This analysis also examines whether the increase in Oregon's minimum wage
had a negative overall effect on employment opportunities of welfare recipients. While
no systematic study of this issue has been conducted, the available evidence does not
suggest a negative change in employment opportunities. The share of welfare
recipients finding work rose modestly in 1997 following the increase in the minimum
wage. In addition, employment growth in retail trade, the industry most likely to be
affected by a minimum wage increase, was positive in 1997 and followed the same
pattern as overaU employment growth in Oregon. Both overall employment and retail
employment rose in 1997, although at a somewhat slower rate than in 1996. The change
in employment growth between 1996 and 1997 reflects a modest general slowdown in
the state's rate of economic growth, not the increase in the minimum wage. If the
minimum wage increase had reduced job growth significantly, it is likely that the trend
in retail trade employment would have been significantiy worse than the trend in
overall employment.

The Oregon findings have implications for the debate over raising the federal
miiumum wage. The Oregon mirumum wage hikes have raised the state's minimum
wage from a level equal to the federal minimum wage to a level somewhat above the
current federal minimum wage. (In late 1996, the federal minimum wage rose to $4.75
an hour, which made it equal to the 1996 Oregon minimum wage. The federal
minimum wage then rose to $5.15 an hour in September 1997, below the 1997 Oregon
minimum wage of $5.50 an hour at that time.)

In addition, academic studies and recent findings from state welfare-to-work
efforts indicate that adults who leave welfare for work typically have very low
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earnings, often at the minimum wage or just slightly above it. As a result of these low 
earnings, many families in which parents leave welfare for work continue to live in 
poverty. Thus, the Oregon experience suggests that an increase in the national 
minimum wage to a level modestly above $5.15 an hour would be likely to have 
positive effects nationwide on the wages of adults leaving welfare for work. For the 
same reasons, the Oregon findings also suggest that increases in state minimum wages 
could boost the eariungs of welfare recipients when they find work.

The Wages of Oregon Welfare Recipients Who Found Work Before and After the 
Slate’s Minimum Wage Increase

The Adult and Family Services Division of the Oregon Department of Human 
Resources is the agency responsible for the state's welfare to work programs. The 
agency regularly collects information on the earnings of welfare recipients who move 
into the labor force.^ The Oregon data show a distinct change in the wage trend among 
welfare recipients who found work in 1997, foUowing the increase in the state's 
minimum wage. Between 1993 and 1996 the state's minimum wage remained at $4.75 
an hour. During that period:

• The average hourly starting wage of welfare recipients who found jobs — 
including both part-time and full-time jobs — went from just under six 
dollars an hour in 1993 to just above that level in 1996.

• When adjusted for inflation, the average starting wage of welfare 
recipients who found work was five percent Imer in 1996 than the 
average in 1993. (See figure and table.)

These trends changed markedly immediately following the increase in Oregon's 
minimum wage on January 1,1997. The average wage of Oregon's welfare recipients 
moving to work began to rise noticeably after the first boost in the state's minimum 
wage, and again after the second boost.

The wage data reflect hourly wage information provided by welfare recipients to the welfare 
department. The large majority of recipients reporting wage information are participants in the state's 
welfare-to-work program. The remainder are recipients who find work outside of the state's JOBS program 
and report their wage information to caseworkers for benefit re-determination purposes. It is likely that the 
state data do not include all recipients who find work; for example, some recipients may choose to leave the 
welfare program when they find a job and thus would not need to report other wage information. 
Nevertheless, these data were collected in a consistent manner throughout the period covered in this report 
and thus are likely to accurately reflect changes over time. In addition, these data are used by the state as a 
performance measure for its welfare reform efforts.



05/28/98 11:26 CBPP 4 4562223 NO.519 P008/016

Average Starting Wages for Oregon Welfare Recipients
Who Found Work, 1993 to Early 1998
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• Between the last quarter of 1996 and the first quarter of 1997, the average
wage for this group rose 28 cents an hour. This was the largest quarter-to- 
quarter change in the entire period from 1993 through 1997.

• By the last quarter of 1997, the average wage stood at $6.65 an hour, or 50
cents higher than in the similar period of 1996. Adjusting for inflation,
this represented a one-year wage increase of 5.4 percent.

• The Oregon minimum wage rose to $6.00 an hour in January 1,1998.
Early data following this increase suggest that it also has had a significant
positive impact on the wages of welfare recipients who find work. The
average wage for newly employed welfare recipients reached $6.91 in the
first quarter of 1998.

The minimum wage increase appears to have affected a substantial proportion of
Oregon's welfare recipients who found work in 1997. In the last quarter of 1997, for
example, nearly one-third of the welfare redpiente who foimd work — induding half
of those who found part-time work — earned the state's new minimum wage of $5.50
an hour. This substantial dustering of wages at the new minimum wage level strongly
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suggests that many of these workers would have earned less than $5.50 without the 
increase in the state's wage floor.^

In addition to raising the 
earnings of minimiim wage 
workers directly, the Oregon 
minimum wage increase also 
appears to have raised the wages of 
workers with earnings modestly 
above the new minimum wage 
level. During Oregon's 1996 fiscal 
year (from July 1995 to June 1996), 
roughly half—48 percent — of the 
welfare recipients who found full­
time work earned more than six 
dollars an hour. By the last quarter 
of calendar year 1997, more ^an 

two-thirds — 68 percent — of 
welfare recipients who found full­
time work had earnings this high. 
Most of this increase occurred in the 
share of workers earning between 
six dollars and eight dollars an 
hour, or somewhat above the new 
minimum wage level of $5.50 an 
hour. Minimum wage increases 
typically have such a "ripple 
effect," which may reflect attempts 
by employers to maintain pay 
differences between minimum 
wage workers and those with 
slightly higher earnings when 
minimum wages rise.

Table I
Average Starting Wages for Oregon Welfare 

Recipients who Found Work, 1993 to Early 1998

Avera<r0 Sl-aHinv Wa<ro
Before Minimum In Nominal In 1997
Wage Hike* Dollars Dollars

1993 $5.89 $6.54
1994 5.95 6.44
1995 6.01 6.33
1996 6.08 6.22

4th Quarter, 1996 6.15 6.27

After 1997 Minimum
Wage Hike
Average 6.52 6.52

1st Quarter 6.43 6.47
2nd Quarter 6.47 6.48
3rd Quarter 6.55 6.54
4th Quarter 6.65 6.61

After 1998 Minimum
Wage Hike

1st Quarter 6.91 6.85

* Annual figures reflect averages of quarterly figures for 
the relevant year.

Source; Oregon Adult and Family Services Division, 
Department of Human Resources

® Data from Oregon’s Adult and Family Services division on the distribution of wages prior to the 
minimum wage increase are limited. They reflect only those welfare recipients who found full-time work, 
and the only figures on welfare recipients with earnings below the new minimum are for those earning less 
than $5.00 an hour. The available figures show that 17 percent of welfare recipients who found full-time 
work in the 1996 fiscal year earned less than $5.00 an hour. Since the vast majority of workers are covered 
by minimum wage laws, most of the workers earning less than five dollars an hour would have benefited 
from the state's minimum wage increase.
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The Oregon minimum wage increase thus affected both welfare recipients who
found work at the minimum wage and those who foimd jobs paying slighUy above the
minimum wage, which together represent a sizable share of Oregon welfare recipients
who move into jobs. As a result of the broad effect, the average increase in the wages
of all welfare recipients who moved into the workforce — 50 cents an hour from the
end of 1996 to the end of 1997 — equaled a substantial fraction of the 75 cent increase in
the state's hourly minimum wage.

It should be noted that the wage increases revealed by the Oregon data could
reflect in part the state's growing economy and its impact on wages. For three reasons,
however, the economy appears unlikely to be the primary cause. First, Oregon
experienced solid economic growth prior to the 1997 minimum wage hike. Per capita
income of Oregon residents rose seven percent between 1993 and 1996, adjusting for
inflation, This was greater than the five percent growth in inflation-adjusted per capita
income for the nation as a whole during this period. Yet despite this strong growth, the
starting wages of Oregon welfare recipients who found work/eZZ in inflation-adjusted
terms during this period.

Second, while the state's continued economic expansion could have resulted in a
growing shortage of available workers, which would have placed upward pressure on
wages, this does not appear to be the case. The state's unemployment rate fell from 7.3
percent in 1993 to 4.8 percent in 1995, but then rose to 5.9 percent in 1996. The rate then
remained steady at 5.8 percent in 1997. If the state were experiencing a significant
shortage of workers, it would be reflected in a declining imemployment rate in recent
years.

Third, the 1997 wage increases among Oregon welfare recipients stand out when
compared with wage data for the nation as a whole. While national-level data on the
wages of adults who move from welfare to work are not available, the Oregon findings
can be compared with the wage trend nationally for a similar group of low-wage
working women.^ The comparison shows that prior to the Oregon minimum wage
increase, the wage trend was worse among Oregon welfare recipients who found work
than among low-wage working women nationally. Following the 1997 state minimum
wage increase, however, wage growth for Oregon welfare recipients was greater than
among low-wage women nationwide.

The nationa] comparison group was selected to match as closely as possible the profile of Oregon 
welfare recipients who moved into work. The comparison group was limited to working women because 
most adult welfare redpiente are women. The low-wage level is the 20th percentile wage level among all 
female workers, as calculated by the Economic Policy Institute. Some 80 percent of women earned more 
than this level and 20 percent earned less. Between 1993 and 1996, the 20th percentile wage level among 
women was slightly more than $6 an hour, or roughly equal to the average wage of Oregon welfare 
recipients who moved into jobs in that period.
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Between 1993 and 1996, the average wage among welfare recipients in 
Oregon fell nearly five percent, adjusting for inflation, compared with a 
one percent decline in the real wages of the typical low-wage female 
worker nationally.

In 1997, the average hourly wage for Oregon welfare recipients moving 
into jobs rose 5.4 percent, also adjusting for inflation, while the typical 
low-wage female worker experienced a one percent increase in real 
wages.®

Assessing the Employment Effects

One of the major concerns raised about raising the minimum wage is that it can 
reduce employment prospects for low-skilled workers, under the assumption that some 
employers reduce the number of employees or the hours they work to offset the 
increase in wage costs per employee. In recent years, some have argued that the 
employment prospects of welfare recipients in particular would be adversely affected 
by an increase in the minimum wage. At the state level, some also argue that an 
increase in the state minimum wage would result in the migration of jobs to 
neighboring states.

While these concerns are important and must be considered, the weight of recent 
research findings on the minimum wage suggests that moderate increases from current 
minimum wage levels would not have adverse employment effects. No systematic 
studies of the employment impact of the Oregon miiumum wage increase have been 
conducted to date. Two available measures, however — the proportion of welfare 
recipients moving to work and employment growth in retail trade, the industry most 
affected by the minimum wage — do not suggest that the state's minimum wage 
increase had a significant adverse effect on employment opportunities.

Employment Trends Among Welfare Recipients

The Oregon Adult and Family Services Division reports that the share of welfare 
recipients who found work in 1997 — 7.3 percent in an average quarter — was slightly

The hourly wage for the typical low-wage female nationwide — i.e., the 20th percentile wage among 
women — equaled $6.13 an hour in 1993, $6.08 an hour in 1996, and $6.15 an hour in 1997, with ail figures 
measured in 1997 dollars. It is worth noting that the increase between 1996 and 1997 may in part reflect 
the increase in the federal minimum wage from $4.75 an hour to $5.15 an hour in September 1997, In other 
words, the wage growth at this level may have been less than one percent if the federal minimum wage 
had not been increased.
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higher than in 1996 before the state's minimum wage was increased. In 1996, an
average of 6.4 percent of welfare recipients found work in an average quarter. At the
same time, the number of welfare recipients who found jobs declined during this
period, from an average of 5,850 a quarter in 1996 to an average of 4,875 per quarter in
1997. Because the state's total welfare caseload fell by a greater magnitude during this
period, the percentage of all recipients who found work rose modestly.

These findings support an interpretation that job opportunities for Oregon
welfare recipients did not worsen in 1997. It is reasonable to expect that as the total
number of welfare recipients declines, the number finding jobs would also decline,
simply because the number of welfare recipients who potentially could find work
would be smaller. If job opportunities for welfare recipients had worsened
significantly, both the number and proportion of welfare recipients finding work
would likely drop, as more welfare recipients stayed on the rolls without a job.

At the same time, welfare caseloads may fall for a variety of reasons, including
welfare policy changes. If caseloads decline significantly among groups of families that
would not have been likely to find work had they remained on welfare, the number of
welfare recipients finding jobs would not necessarily drop significantly. This could
occur, for example, if changes in welfare programs made assistance less attractive or
more difficult to obtain or if some families chose to leave welfare or not to begin
receiving welfare to avoid using up time-limited assistance. (Such families may be able
to get support from friends or relatives.) It is important to note that welfare caseloads
have declined faster in Oregon in recent years than in almost every other state. While
the state's caseload decline is partly the result of a strong economy, it clearly reflects
policy changes as well.

Because welfare caseloads in Oregon have declined dramatically, and because
the characteristics of the state's welfare recipients may have changed significantly, it is
difficult to use the data on the proportion of welfare recipients finding work to assess
with certainty whether job opportimities for welfare recipients have changed
significantly. Nevertheless, the data do not indicate that finding a job became harder
for welfare recipients in 1997.

Retail Trade Employment

Retail hade is the indusby with the largest proportion of employees earning at
or near the rniiumum wage. It is likely that emplo)onent growth in retail trade would
be weaker than employment trends in other industries if an increase in the minimum
wage had led businesses to reduce the niunber of employees. This did not happen in
Oregon in 1997 following the increase in the state's minimum wage.

8
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Table n shows the growth rate in retail trade employment and in edl other 
industries in Oregon since 1995. There are two things to note about this table. First/ 
each year during this period/ retail trade employment rose at a slower pace than the 
rest of the labor force. Because employment in retail trade was growing more slowly 
than employment in other industries before the state's minimum wage was raised/ the 
lower growth rate of retaU employment in 1997 reflects a continuation of a trend and 
does not appear/ at first blush, to be related to the minimum wage increase.

Table II

1995 1996 1997

Total non-farm 4.1% 4.0% 3.4%
Retail Trade 3.4 3.1 2.8
Total less retail trade 4.2 4.2 3.5

Source: U.S. Bureau of Labor Statistics

Second/ the table shows that the 
overall growth rate in Oregon 
employment was lower in 1997 than in 
1996, a reflection that the state's strong 
economic growth had slowed somewhat.
The data also show that the slowdown in 
the rate of retail trade employment 
growth — from 3.1 percent in 1996 to 2.8 
percent in 1997 — was actually smaller 
than the decline in the growth rate for 
employment in all other industries — 
from 4.2 percent to 3.5 percent.* If the
minimum wage increase had adversely affected employment opportunities for low- 
wage workers, it is likely that the growth rate in retail trade employment would have 
fallen by a greater margin than the fall in the overall employment growth rate. Because 
the slowdown in job growth was more modest in retail trade than in other industries 
these data also suggest that the minimum wage increase was not a leading factor 
behind the modest slowdown in the state's economic growth rate in 1997.

The Oregon Employment Department did expect some reduced growth in retail 
trade employment as a result of the minimmn wage increase. After factoring in the 
impact of the state's 1997 minimum wage increase, the department estimated that there 
would be 282,200 retail jobs in Oregon in 1997. That is one percent lower than the 
departments estimate of 285,100 retail trade jobs in the absence of the minimum wage 
increase.^ Actual figures for 1997 — which show that Oregon had 284,400 retail jobs, or

* When the change is measured in percentage terms, the 1997 growth rate in retail trade employment 
was 10 percent lower than the 1996 growth rate. The 1997 employment growth rate for all other industries 
was 15 percent lower than the 1996 growth rate.

^ Oregon Employment Department, unpublished data, March 1997. The simulation also estimated that 
when the minimum wage increase enacted in 1996 was fuUy implemented, i.e, when the state's minimum 
wage reaches $6.50 an hour in 1999, retail employment will be about three percent lower than it would 
have been if the minimum wage had not been increased- The Simulation also estimated that the number of

(continued...)
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slightly more than the number projected for the year — support the Employment
Department's forecast of modest job losses following the minimum wage increase,®

Research on the Miziimuin Wage's Effect on Employment

These indicators from Oregon are consistent with recent academic research
showing that at the current level, moderate increases in the minimum wage would not
have adverse employment effects. This includes studies of inaeases in the federal
minimum wage in the early 1990s and in 1996, as well as increases at the state level.

Among the research on state minimum wages are studies of an increase in the
California minimum wage in 1988 and in the New Jersey minimum wage in 1992. The
New Jersey minimum wage was raised to $5.05 an hour in 1992. Adjusting for
inflation, that equals $5.90 in 1998 dollars, or roughly the same as the 1998 Oregon
minimum wage level. The study of the New Jersey minimum wage increase compared
employment growth in fast-food restaurants in the state with employment growth in
nearby eastern Pennsylvaiua, where the minimum wage was not raised. The study
found that employment h-ends were as favorable in New Jersey as in Pennsylvania.^ In
response to questions about this study's methods, the authors prepared a 1998 re- 
analpis using new data from the Bureau of Labor Statistics. The new research
confirms the initial findings.

Studies of recent increases in the federal minimum wage also have found no
adverse effect on employment nationally. A May 1998 study by the Economic Policy
Institute used four different tests to measure the employment effects of the 1996-97
increase in the federal minimum wage to $5.15 an hour. The tests typically showed
small changes in employment for most groups — in some cases positive and in other
cases negative — with virtually all of the changes being statistically insignificant. The
one test that showed fairly substantial and statistically significant employment effects
found that the minimum wage increase boosted the employment of low-wage workers.

’’ (...continued)
non-health service jobs will be about one percent lower in 1999 than it otherwise would have been as a
result of the minimum wage increases. Overall, the department estimated that there would be 12,600 fewer
jobs in the state in 1999 as a result of the minimum wage increase, a reduction of less than one percent.

* As part of its standard measurement of employment, the Oregon Employment Department will revise
all 1997 employment figures early in 1999. The revised figure for the number of retail trade jobs thus may
differ slightly from the figure noted in this report.

^ David Card and Alan Krueger, "Minimum Wages and Employment: a Case Study of the Fast Food
Industry in New Jersey and Permsylvania," American Economics Review, September 1984, and "A Reanalysis
of the Effect of the New Jersey Minimum Wage Increase on the Fast-Food Industry with Representative
Payroll Data," Princeton University, January 1998.
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The authors concluded that the tests "fail to find any systematic, significant job loss 
associated with the 1996-97 increases."'”

Implications for a Federal Minimum Wage

The Oregon findings have significant implications for the federal minimum 
wage debate. Just as in Oregon, parents who leave welfare for work throughout the 
nation tend to earn at or near the minimum wage. Nationwide, half of the single 
mothers who received welfare assistance for at least part of the year but also worked at 
least part of the year earned less than $5.15 an hour in 1996 — the most recent year for 
which data are available — while 63 percent earned less than $6.15 an hour. (The 
federal minimum wage, which stood at $4.25 an hour at the beginning of 1996 was 
raised to $4.75 an hour in October 1996 and to $5.15 an hour in September 1997. The 
leading proposal to raise the federal mirumum wage would lift the wage floor to $6.15 
an hour by 2000.)

In addition, the Oregon data are consistent with research showing that the recent 
increase in the federal minimum wage boosted the earnings of low-income families 
generally. A study by the Economic Policy Institute on the two-step increase in the 
iiunimum wage from $4.25 an hour in 1996 to $5.15 an hour in 1997 found that 
minimum-wage workers frequently reside in low-income working families and that 
low-income families benefited the most from the increase. The EPI study found that 
among working families with a working adult, those in the bottom fifth of the income 
distribution received five percent of total family income natioiially, but they received 35 
percent of the benefit from the minimum wage increase. The study also found that 58 
percent of the earrungs gains from the minimum wage increase went to the bottom two- 
fifths of families in terms of income. The EPI study also looked at the impact on wages 
for adults with less than a high school education and for teenagers; it found that there 
were substantial wage increases among these groups, particularly among minorities."

” lared Bernstein and John Schmitt, Making Work Pay: The Impact of the 1996-97 Minimum Wage increase. 
Economic Policy Institute, Washington, D.C., May 1998, page 1.

" Bernstein and Schmitt, op dt. The study shows, foe example, that 30 percent of working women aged 
20 to 54 with less than a high school degree earned $5.15 an hour or less in the six months prior to the first 
step of the recent federal mirumum wage increase in October 1996. CHiring the six months following the 
second step of the increase, to $5.15 an hour, the share of teens with earnings below this level dropped to 13 
percent. (According to EPI, some workers continued to earn below $5.15 despite the increase In the federal 
minimum wage because not all workers are covered by the minimum wage law, because some employers 
may not have been complying with the law, and because some workers may have inaccurately reported 
their earnings in the Census Bureau survey from which these data were drawn.)
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Together, these findings suggest that the recent increases in the federal
minimum wage are likely to have raised the incomes of a substantial share of the
parents who left welfare for work. It further suggests that additional increases in the
federal minimum wage would lift the earnings of these families even more, helping
families make a successful transition to work and remain off welfare.




