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Value of The Federal Minimum Wage, 1938-2000

The table below shows the actual minimum wage (Nominal Dollars) and the relative value of the minimum
wage (2000 Dollars). The bolded rows represent years in which the Fair Labor Standards Act was amended

to raise the minimum wage.

Source:
Bureau of Labor Statistics

Value of the Minimum Wage

Real Real
Year Nominal Dollars 2000 Dollars .5/.51.5 .5/.51.5 .751.75 .75/.75
5.15 515 5.15 5.15
5.65 5.50 5.90 575
6.15 5.84 6.65 6.32
6.65 6.18 6.65 6.18

Note: projected using 2.5% annual inflation rate




minwage1228.xls, Min Wage, 12/28/2000

MINW Nominal |Nominal
Minimum  [Minimum Minimum Real with |Real with |Real with |[Nominal |with 3 with 2
Hourly Wage with  |Wage with no 38$.50 28%50 with no $.50 $.50
Wage $.50 raise  |$.50 raise increases |increases |increases |increases |increases |increases
Rate: yearly for yearly for two with with with with with with
Nonfarm |three years |years EITC maxium |maxium maxium [maxium [maxium |maxium
194601 Real with |Real with |Phase-in |EITC EITC EITC EITC EITC EITC
200011 Real with |3 $.50 2$.50 Rate Subsidy |Subsidy |Subsidy |Subsidy [Subsidy |Subsidy
DOL no change |increases |increases |2000 Green Book, page 809

1965 1.25 1.25 1.25 5.80

1966 1.25 1.25 1.25 5.63

1967 1.39 1.39 1.39 6.09

1968 1.58 1.58 1.58 6.70

1969 1.60 1.60 1.60 6.48

1970 1.60 1.60 1.60 6.18

1971 1.60 1.60 1.60 5.93

1972 1.60 1.60 1.60 5.75

1973 1.60 1.60 1.60 5.41

1974 1.87 1.87 1.87 5.73

1975 2.10 2.10 2.10 5.96 10.0% 6.56 2.31 2.31 2.31

1976 2.30 2.30 2.30 6.18 10.0% 6.79 2.583 2.53 2.53

1977 2.30 2.30 2.30 5.81 10.0% 6.39 2.53 2.53 2.53

1978 2.65 2.65 2.65 6.41 10.0% 7.05 2.915 2.915 2915

1979 2.90 2.90 2.90 6.42 10.0% 7.06 3.19 3.19 3.19

1980 3.10 3.10 3.10 6.17 10.0% 6.79 3.41 3.41 3.41

1981 3.35 3.35 3.35 6.10 10.0% 6.71 3.685 3.685 3.685

1982 3.35 3.35 3.35 5.76 10.0% 6.34 3.685 3.685 3.685

1983 3.35 3.35 3.35 5.53 10.0% 6.08 3.685 3.685 3.685

1984 3.35 3.35 3.35 5.32 10.0% 5.85 3.685 3.685 3.685

1985 3.35 3.35 3.35 5.14 14.0% 5.86 3.819 3.819 3.819

1986 3.35 3.35 3.35 5.05 14.0% 5.76 3.819 3.819 3.819

1987 3.35 3.35 3.35 4.89 14.0% 5.57 3.819 3.819 3.819

1988 3.35 3.35 3.35 4,71 14.0% 5.37 3.819 3.819 3.819

1989 3.35 3.35 3.35 4.52 14.0% 5.15 3.819 3.819 3.819

1990 3.69 3.69 3.69 4.74 14.0% 5.40 4.20375] 4.20375| 4.20375

1991 4.14 4.14 414 5.12 17.3% 6.01 4.853288| 4.853288| 4.853288

1992 4.25 4.25 4.25 513 18.4% 6.07 5.032 5.032 5.032

1993 4.25 4.25 4.25 5.00 19.5% 5.98 5.07875| 5.07875! 5.07875

1994 4.25 4.25 4.25 4.89 30.0% 6.36 5.525 5.525 5.525

1995 4.25 4.25 4.25 4.77 36.0% 6.49 5.78 5.78 5.78

1996 4.38 4.38 4.38 4.78 40.0% 6.70 6.125 6.125 6.125

1997 4.88 4.88 4.88 5.23 40.0% 7.32 6.836667| 6.836667| 6.836667

1998 5.15 5.15 5.15 5.43 40.0% 7.61 7.21 7.21 7.21
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MINW Nominal |Nominal
Minimum {Minimum Minimum Real with |Real with |Real with [Nominal |with 3 with 2
Hourly Wage with |Wage with no 3$.50 2$.50 with no $.50 $.50
Wage $.50 raise  |$.50 raise increases |increases |increases |increases |increases |increases
Rate: yearly for yearly for two with with with with with with
Nonfarm |three years |years EITC maxium |maxium |[maxium |maxium |maxium |maxium
194601 Real with |Real with |Phase-in |EITC EITC EITC EITC EITC EITC
200011 Real with |3 $.50 2$.50 Rate Subsidy |Subsidy |Subsidy |Subsidy |Subsidy |Subsidy
DOL no change increases increases 2000 Green Book, page 809
1999 5.15 5.15 5.15 5.32 40.0% 7.45 7.21 7.21 7.21
2000 5.15 5.15 5.15 5.15 5.15 5.15 40.0% 7.21 7.21 7.21 7.21 7.21 7.21
2001 5.15 5.65 5.65 5.02 5.51 5.51 40.0% 7.03 7.72 7.72 7.21 7.91 7.91
2002 5.15 6.15 6.15 4,90 5.85 5.85 40.0% 6.86 8.20 8.20 7.21 8.61 8.61
2003 5.15 6.65 6.15 4.78 6.18 5.71 40.0% 6.70 8.65 8.00 7.21 9.31 8.61
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earn above minimum wage
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» Job-related
homicides continue
to decline

» Summer youth
unemployment rate

lowest since 1969

» Majority of working
15- to 17-year olds
earn above minimum
wage

» On-the-job deaths
due to falls in 1999

» "Nature of job"
most frequent reason

for shift work

Of the working 15-, 16-, and 17-year olds in 1998, a majority earned in

excess of the minimum wage.
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Percentage of working 15-17 year olds by wage, 1998
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In 1998, median earnings of 15- to 17-year-olds combined were $5.57
per hour. Earnings increased with age: 15-year-olds earned a median of
$5.38 per hour, 16-year-olds earned $5.52, and 17-year-olds earned

$5.65 per hour.

Even among 15-year-olds, 59 percent of young workers earned more
than the 1998 minimum wage of $5.15. A quarter earned less than the
minimum wage, as some occupations—including many food service
jobs—are exempt from the minimum wage or may pay a training wage
for a specified period. The proportion of employed youths that earned
more than the minimum wage increased to 71 percent of 16-year olds
and to three-quarters of those aged 17.

Data on how much youth earn are a product of the Current Population
Survey program. Additional information is available from Chapter 4 of
the Report on the Youth Labor Force.

The Bureau of Labor Statistics is an agency within the U.S. Department of

Labor.

Other Publications:

MLR Online | News Releases | Issues in Labor Statistics | CWC Online |

Handbook of Methods

1/2/2001 12:49 PM



Wage Distribution of Hourly Workers, by Wage Rate and Age, 1999
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subsidy of $3880. This additional income—an increase of 40%—would be enough to lift that 3
person family just over the poverty line, and up to 28% of the median family income. (See chart
3.)

However, the EITC does not subsidize all minimum wage earners this much. In fact, only about
xXx% of minimum wage earners would receive this maximum subsidy. Households with one child
receive a 34% subsidy of wages to a maximum of $2,312 [1999 figure, look up 2000];
households with no children receive are only eligible for a 7.65% subsidy to a maximum of $347
[1999 again]. Because the EITC is a subsidy for earnings, people who work part-time have a
lower base and thus a smaller subsidy. Further, families that have two full-time minimum wage
workers would receive smaller subsidies, as the EITC subsidy is reduced as incomes rise above
$12,700 in household income. For these families, increases in the minimum wage will
significantly increase their income.
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A BILL

To amend the Fair Labor Standards Act of 1938 to increase
the Federal minimum wage.

SECTION 1. SHORT TITLE.

This Act may be cited as the "Fair Minimum Wage Act of
2001."

SECTION 2. MINIMUM WAGE INCREASE.

(a) WAGE - Paragraph (1) of section 6(a) of the Fair
Labor Standards Act of 1938 (29 U.S.C. 206(a)(l)) is
amended to read as follows:

"(1l) except as otherwise provided in this section,
not less than --
(A) S$5.65 an hour beginning on March 1,

2001; and

(B) $6.15 an hour beginning on January 1,
2002; and

(C) $6.65 an hour beginning on January 1,
2003."

{(b) YOUTH WAGE - Paragraph (1) of section 6(g) of the
Fair Labor Standards Act of 1938 (29 U.S.C. 206(g) (1))
is amended to read as follows:

“(1) In lieu of the rate prescribed by subsection
(a) (1), any employer may pay any employee of such
employer, during the first 90 consecutive calendar days
after such employee is initially employed by such
employer, a wage which is not less than 85 percent of
the wage prescribed in subsection (a) (1).”

(c) TIP CREDIT - Paragraph (1) of section 3(m) of the
Fair Labor Standards Act of 1938 (29 U.S.C. 203 (m) (1))
is amended to read as follows:

“{1) The cash wage paid such employee, which for
purposes of such determination shall not be less than
50 percent of the wage prescribed in section 6(a) (1) ;
and”

(d) EFFECTIVE DATE - The amendments made by this
section takes effect on March 1, 2001.

SECTION 3. APPLICABILITY OF THE MINIMUM WAGE TO THE
COMMONWEALTH OF THE NORTHERN MARIANA ISLANDS.



Pursuant to section 503 of the Covenant to Establish a
Commonwealth of the Northern Mariana Islands in
Political Union with the United States -

(a) Effective on March 1, 2001, the minimum wage
provisions of section 6 of the Fair Labor Standards Act
of 1938 (29 U.Ss.C. 206), as amended, shall apply to the
Commonwealth of the Northern Mariana Islands except:

(1) the minimum wage rate applicable to the
Commonwealth of the Northern Mariana Islands shall be
$3.35 per hour; and

(2) effective January 1, 2002 and every
January 1 thereafter, the minimum wage rate applicable
to the Commonwealth of the Northern Mariana Islands
shall be raised by thirty cents per hour or the amount
necessary to raise the applicable minimum wage rate to
the wage rate set forth in paragraph (1) of subsection
(a) of section 6 of the Fair Labor Standards Act (29
U.S.C. 206), whichever is less; and

(b) Once the minimum wage rate applicable to the
Commonwealth of the Northern Mariana Islands is equal
to the wage rate set forth in paragraph (1) of
subsection (a) of section 6 of the Fair Labor Standards
Act as amended
(29 U.S.C. 206), the minimum wage rate applicable to
the Commonwealth of the Northern Mariana Islands shall
thereafter be the wage rate set forth in such
paragraph.
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THE MINIMUM WAGE:
INCREASING THE REWARD FOR WORK

March 2000

A REPORT BY THE NATIONAL ECONOMIC COUNCIL

WITH THE ASSISTANCE OF THE COUNCIL OF ECONOMIC ADVISERS
AND THE CHIEF ECONOMIST, DEPARTMENT OF LABOR
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1. INTRODUCTION

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

In contrast to the 1980s expansion, the strong economy of the last seven years has contributed to
shared growth across all income groups and substantial poverty reduction. As indicated in Chart
1, incomes have grown nearly as strongly from the bottom to the top of the income distribution,
ending a decades long increase in inequality. The poverty rate has fallen to 12.7 percent, the
lowest level since 1979. The strong labor market has been beneficial to people across the
economic and demographic spectrum. In 1999, the unemployment rates for African Americans
and Hispanics fell to the lowest levels ever recorded.

Strong growth is necessary but not sufficient to produce sustained income gains and poverty
reduction. Also important are policies that insure that all workers are adequately rewarded for
their work. The Clinton Administration has consistently sought to make work pay through a
range of policies, including expanding the Earned Income Tax Credit in 1993 and reforming
welfare in order to increase work incentives. And an additional key element was the 1996-1997
increase in the minimum wage. These policies interact in beneficial way for low-income
families. For instance, a working parent with two children earning the minimum wage in 1993
made $10,559 with the EITC (in 1998 inflation-adjusted dollars), well below the poverty line.
With the 1993 increase in the EITC and the 90 cent increase in the minimum wage in 1996 and
1997, a comparably situated family in 1998 was above the poverty line—making $13,268—a 26
percent inflation-adjusted increase in their standard of living.

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

2. BACKGROUND ON THE MINIMUM WAGE

A federal minimum wage of 25 cents ($2.95 in 1999 dollars) was first established as a part of the
Fair Labor Standards Act of 1938 (FLSA). Since its inception, the federal minimum wage has
been increased 18 times, and the FLSA has been amended numerous times to expand the workers
covered by the minimum wage provision. In recent years, about two thirds of wage and salary
workers have been covered by the FLSA minimum wage. (Workers who are exempt most often
are in executive, administrative, and professional occupations.)

The federal minimum wage reached its highest value in real terms (in 1999 dollars) at $7.66 in
1968, during the economic expansion that ran from 1961 to 1969. With three increases during
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the 1970s, the minimum wage held its value at approximately $6.75. The last increase of the
1970s left the inflation-adjusted value at $6.77. From January 1981 through March 1990, the
minimum wage was unchanged, while at the same time prices rose by nearly 50 percent. This
eroded the real value of the minimum wage to $4.50. The nominal level of the minimum wage
was increased in nominal terms from $3.35 to $3.80 in 1990 and to $4.25 in 1991. In real terms
the value of the minimum wage was still well below the 1968 peak.

Even with the modest inflation of the 1990s, the minimum wage lost value, falling to $4.65 in
1995. By 1996, the minimum wage adjusted for inflation was approaching a 40-year low.
Inflation had largely wiped out the last increase in the minimum wage approved by Congress in
1989. In August 1996, Congress passed and President Clinton signed into law a two-step
increase, lifting the minimum wage from $4.25 to $5.15. The first step of that increase went into
effect October 1, 1996 and the second step to September 1, 1997. In his 2000 State of the Union
Address, President Clinton proposed to increase the minimum wage by $1 to $6.15. If the full
increase were effective in 2001, this would restore the real value of the minimum wage to its
1982 level (see Chart 2).

3. THE 1996-97 MINIMUM WAGE INCREASE

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

Effect on Employment

Since the 1996-97 increase in the minimum wage, the American economy—and labor markets in
particular—have continued to perform very strongly. Between September 1996 and February
2000, 10.2 million jobs were created—an average of 249,000 per month. In retail trade, which
has a large concentration of minimum wage workers, there were 1.4 million new jobs. The
overall unemployment rate has fallen from 5.2 percent to 4.1 percent.

In addition, welfare rolls have declined 44 percent since August 1996. A report by the Council
of Economic Advisers (1999) suggests that 10 to 16 percent of the welfare caseload decline from
1996 to 1998 was attributable to the increases in federal and state minimum wages.

The strong labor market of the last four years, however, is not definitive proof that the minimum
wage has no adverse effects on employment. Numerous other factors affect the job market, and
workers paid at or near the minimum wage are a relatively small fraction of the overall
workforce. A better test of the impact of minimum wage increases is the experience of workers
most likely to be affected by the increases. An examination of data for these workers also shows
no discernable negative effect of the last minimum wage increase. For example, adults with
lower levels of education generally have relatively low wages. As Chart 3 indicates, though,
quarterly unemployment rates have generally trended down for both high school graduates, and

! See Bernstein and Schmitt (1998).
2 Other important factors were changes in welfare policy and the decline in unemployment.
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those with less than a high school education. Chart 4 shows, similarly, that over the past five
years the employment to population ratio generally held steady or increased for both groups of
adults. No visible disruptions to these trends are apparent following either the 1996 or 1997
minimum wage increases. Comparable observations pertain for teenage workers in general, and
for African American teens specifically (Charts 5 and 6).”

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

Effect on Wages for Low-income Workers

There is little doubt that in the United States minimum wage policy has an important effect on
the low end of the wage distribution. Given that enforcement is strict and that there are relatively
few exceptions for low-wage workers, a minimum wage should certainly affect the wages
earned. Chart 7 presents evidence on the effect of the minimum wage on the distribution of
nominal wages for the last round of minimum wage increases, in October 1996 and September
1997, focusing on the lower end of the wage distribution ($3.00 to $7.99). The statistics are
tabulated from the Current Population Survey (CPS), a nation-wide survey of households that
allows the identification of hourly-paid workers and their hourly wage rate.* The upper panel
shows the wage distribution for the first two quarters of 1996, when the federal minimum wage
was $4.25. The lower panel shows the distribution for the first two quarters of 1998, at which
time the minimum wage was $5.15.

For 1996, the distribution of wages shows that a relatively small share of workers with hourly
wages earn between $3.00 and $3.99.° In contrast, a substantial fraction earned between $4.00
and $4.49. (The chart shows the distribution by 50-cent increments.) This jump, of course,
reflects the clustering of workers whose wages were at or near the minimum wage. The
comparable distribution for 1998 reflects the 1996 and 1997 changes that brought the minimum
wage up to $5.15. Thanks to the general increase in wages (average hourly wages increased by
about 8 percent from 1996 to 1998), a smaller fraction of workers earned wages in the $3.00-

? One careful statistical analysis (Neumark, 1999) shows that the 1996-97 minimum wage increases had no effect on
the general employment of 16-19 year olds. This is important because previous researchers have argued that any
dlsemployment effects of the minimum wage would appear most readily for this group.

“The analysis presented in this paper excludes salaried and other non-hourly workers. This implies that the actual
number of workers with earnings at or below the prevailing minimum wage is probably understated. Research has
shown, however, that a relatively smaller number and share of salaried workers and others not paid by the hour have
earnings that, when translated into hourly rates, are at or below the minimum wage. BLS does not routinely
estimate hourly earnings for nonhourly workers because of data concerns that arise in producing these estimates.
See Haughen and Mellor (1990) for further information.
> The presence of a sizable number of workers with reported wages below the minimum does not necessarily
indicate violations of the Fair Labor Standards Act. There are several reasons why the reported wage for a worker
may be below the Federal minimum. First, there are a number of exemptions to the minimum wage provisions of
the law. This includes workers for which tips and commissions might serve to supplement the hourly wages
received. Second, there may be a misreporting or rounding in the responses of survey responses. The relatively
large number of workers with reported wages below the minimum includes about 900,000 hourly-paid workers
reported as earning exactly $5.00 per hour.
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$7.99 range in 1998 than in 1996. The most notable change to the distribution, though, was the
very large drop in the fraction of workers earning less than $5.00. This shift was clearly due to
the change in minimum wage policy, which effectively moved up the lower tail of the wage
distribution. In the first two quarters of 1996, about 10 percent of all hourly wage workers
earned less than $5.00. By the first two quarters of 1998, this fraction declined to 2 percent.

Comparable results appear in an analysis for families that are maintained by women and have at
least one child present in the household.® In the first two quarters of 1996, about 9 percent of
these women earned less than $5.00. The corresponding fraction in the first two quarters of 1998
was 2 percent (see Chart 8).

The effect of the minimum wage is of course even more visible for workers age 16 to 19, since a
higher fraction of this group tends to be employed in low-wage jobs. In the 1996 data, 35
percent of these teenage employees earned less than $5.00 per hour, while in 1998 this
proportion fell to less than 6 percent (see Chart 9).

Research by Fortin and Lemieux (1997) underscores the importance of the minimum wage in
boosting wages at the low end, and reducing wage inequality. This research shows that the
decline in the real value of the minimum wage from 1979 through 1988 was responsible for 24
percent of the increase in wage inequality experienced by men and 32 percent of the increase in
wage inequality for women. Similarly, Card and Krueger (1995) conclude that the declining real
minimum wage led to a 20 to 30 percent of the increase in wage inequality during the 1980s.

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

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

Characteristics of Minimum Wage Workers in 1999

Evidence about workers who currently earn the minimum wage is available from tabulations
provided by the Bureau of Labor Statistics (BLS) based on data from the Current Population
Survey (CPS). In 1999, 72.3 million workers were paid at hourly rates, representing about 61
percent of wage and salary workers. It is estimated that 3.3 million workers—4.6 percent of all
workers who are paid an hourly rate—earn a wage at or below the current $5.15 Federal
minimum. Of these 3.3 million workers, about 1.1 million reported a wage at exactly $5.15,
while the remainder, 2.2 million, earned a wage less than $5.15. Selected demographic and
economic characteristics for these workers are presented in Table 1.

8 A family maintained by a woman is one in which the householder (person in whose name the housing unit is rented
or owned) is female, and no spouse is present. Here we examine such households when a child under 18 is present.
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A number of important facts about workers with wages at or below $5.15 are revealed in this
Table:

e In 1999 70 percent of minimum wage workers were age 20 or older. Further analysis shows
that 45 percent of minimum wage workers are over the age of 25. The average minimum
wage worker is younger than the typical hourly-paid worker.

e 64 percent of all minimum wage workers are women. About 6 percent of women are paid
hourly wages at or below the minimum wage, compared to about 3 Y2 percent of men.

e For whites, about 4%z percent of hourly paid workers earned $5.15 or less; for African
Americans the proportion was about 5 percent and for Hispanics it was about 5% percent.

* A substantial fraction—nearly 40 percent—of workers at or below the minimum wage report
working full time.

e Altogether, 36 percent of minimum wage workers are husbands, wives, women who maintain
families, or men who maintain families. (Individuals in the latter two categories are in
families—two or more related adults—where a spouse is not present.)

e Exactly 10 percent of all hourly paid workers are women who maintain families or men who
maintain families. But these men and women also comprise slightly more than 10 percent of
all minimum wage workers.

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

Using the CPS data described above, it is possible to examine the number and characteristics of
workers who would potentially receive a wage increase from a $1.00 increase in the federal
minimum wage. Table 2 presents the number of individuals who currently have an hourly wage
between $5.15 and $6.14. There are approximately 10.1 million workers within this wage
range—about 14 percent of all workers paid an hourly rate. About 60 percent of these workers
are women, 16 percent are African American, and 20 percent are Hispanic. Of the 10.1 million
workers in the $5.15-$6.14 range, 3.7 million are husbands, wives, women who maintain
families, or men who maintain families.

There are other workers who would also likely benefit from a $1.00 minimum wage increase. As
noted above, a number of the over 900,000 workers who report a $5.00 per hour wage are also
likely to be workers currently at the minimum wage, but mis-reporting their earnings. There is
also evidence that workers who earn wages just above the new minimum can experience a wage
increase because of the minimum wage increase. These spillover effects have been documented
in Grossman (1983), Katz and Krueger (1992), and Card and Krueger (1994). To help gauge the
size of this group in the event of a minimum wage increase to $6.15, Table 2 also presents the
number of workers with hourly wages between $6.15 and $7.14. In 1999 there were
approximately 8.4 million such workers.

Appendix A presents a breakdown of the number of workers that would benefit by state. While
the most populous states would have the greatest number of workers in these wage categories
(California, for example, has almost 1.5 million workers with wages between $5.15 and $6.14)
the evidence suggests that thousands of workers in every state would potentially benefit from a
$1.00 increase in the minimum wage.
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Other studies have looked at the question of who would potentially benefit from an increase in
the minimum wage, but focusing on family and income characteristics. In a similar breakdown
of wages using CPS data, Bernstein, Hartmann, and Schmitt (1999) suggest that a minimum
wage increase “is well targeted, providing significant benefits to poor and middle-income
households” (p.4). They find that parents with children under 18 years old comprise almost 33
percent of those potentially affected (those having wages between $5.15 and $6.15) by a $1.00
increase. Simlarily, they find that over 50 percent of the proposed gains would go to households
with less than $25,000. Burkhauser (1999) shows that 45 percent of the gains go to families with
incomes below 200 percent of the poverty level, and an additional 15 percent to families with
income below 300 percent of the poverty level.

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

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

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

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

Recent Empirical Evidence on Employment Effects

In an important book, economists David Card and Alan Krueger (1995) provide a critical
analysis of previous research, and present their own extensive exploration of the wide state

7 See Bhaskar and To (1999), Dickens, Machin, and Manning (1999), Lang and Kahn (1998), Manning (1995), and
Rebitzer and Taylor (1995). Additional discussion of these models are found in Chapter 11 of Card and Krueger
(1995).
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variation in minimum wages found in the late 1980’s and early 1990’s. Their work shows that
there were no negative employment effects even for teenagers, the group for whom any
disemployment effects would be most apparent. Subsequent studies confirm their results.

Employment in Fast Food Restaurants. To determine the impact of minimum wages on
employment, one would ideally like to gather data from firms prior to a minimum wage increase
and see how firms adjust employment relative to other similar firms for which the minimum
wage does not increase. New work by Card and Krueger (forthcoming) comes closest to doing
this. In 1992, New Jersey imposed a higher minimum wage, and yet the neighboring state of
Pennsylvania did not. And then in 1996 and 1997 an increase in the federal minimum wage
affected Pennsylvania but not New Jersey. Card and Krueger use Bureau of Labor Statistic’s
employer-reported payroll files from 1991 through 1997 to evaluate employment growth of fast
food restaurants in New Jersey and nearby counties in Pennsylvania. They conclude that the
minimum wage changes had very little (and possibly slightly positive) effect on employment.8

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

6. CONCLUDING REMARKS

The evidence is convincing. Moderate increases in the minimum wage provide meaningful
additional earnings for many of America’s most hard-pressed working families with no
substantial negative employment effects. Increasing the minimum wage is one of the ways that
government can help ensure that everyone continues to share in the benefits of growth. When
the minimum wage was fixed from 1981 to 1990, the wages and incomes of poorer workers fell
in real terms. Thanks to the 1996-97 minimum wage increase, today the minimum wage is
helping to ensure that a single parent with two children does not have to raise his or her children
in poverty.

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

¥ There is some concern that an earlier New Jersey study by Card and Krueger (1994) drew faulty inferences
because it used data derived from telephone surveys rather than payroll records. This more recent work uses
employment records that are free from the kinds of data quality concerns expressed by critics of this earlier work.
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Record Type: Record

To: Audrey Choi/CEA/EOP @EOP

cc: See the distribution list at the bottom of this message
Subject: House Republican health expense deduction

Audrey correctly pointed out in an e-mail this morning that the Hastert letter regarding a compromise
min.wage/tax package includes expanded tax deductions for health expenses. | initially thought it only
accelerated an increase in the deduction for the self-employed, but the letter’s attachment also indicates a
"health expense above-the-line deduction,” which would allow individuals who pay at least a 50%
employee share of their total premiums to deduct 100% of their health expenses without itemizing.
(Current law contains an itemized deduction, and only for expenses exceeding 7.5% of AGl.) The
above-the-line location of the deduction means the proposal would assist lower-income families, who are
less likely to itemize, a lot more than current law. But the fact that it is a deduction, and not a credit, still
means that for a given amount of expenses, higher-income households would benefit more, unless the
proposal includes a phase out at higher incomes (I don’t know if this is the case or not). And the fact that it
is not a refundable credit means that families who don't owe taxes (for example, lower-income families
with children who receive the EITC) would not benefit at all.

It will be very interesting for us to learn more about this proposal. I'll let you know if | find out anything
more. Len Burman indicated that he hasn’t seen other documents that further detail the proposals in this
letter, although he thinks that most of these features are just pieces of existing bills-- that this is just a
repackaging of old stuff. The JCT may have been asked to start scoring this particular package, but my
guess is that such numbers would be unofficial and not publicly available at this point. --Diane.

Message Copied To:

Martin N. Baily/CEA/EOP @ EOP
Robert Z. Lawrence/CEA/EOP @EOP
Kathryn L. Shaw/CEA/EOP @ EOP
William B. Boning/CEA/EOP @ EOP
Kathleen M. McGarry/CEA/JEOP @EOP
Jason S. Seligman/CEA/EOP @EOP
Kevin F. Erickson/CEA/EOP @ EOP
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09/28/2000 02:30:25 PM

Record Type: Record

To: CEA Labor

cc:
Subject: letter to Hastert on minimum wage

Letter to Hastert on Minimum Wage Increase

In a September 26 letter to House Speaker J. Dennis Hastert, R- |ll., several
congressional Democrats including House Minority Leader Richard A. Gephardt, D-Mo.,
and Senate Minority Leader Tom Daschle, D-S.D., asked Hastert to compromise on a
minimum wage increase.

Document Type: Congressional Tax Correspondence
Tax Analysts Document Number: Doc 2000-24947 (2 original pages)

Citations: (September 27, 2000)

September 26, 2000

The Honorable J. Dennis Hastert
Speaker of the House

U.S. House of Representatives
Washington, DC 20515

Dear Mr. Speaker,

[1] As long-standing advocates of an increase in the minimum wage, we applaud your recent offer
to support a $1 increase before we adjourn this session of Congress.

[2] We believe it is imperative that the more than 10 million workers who earn the minimum wage
receive an increase as soon as possible. Our country is enjoying an unprecedented period of
prosperity, and we are now in the longest period of economic growth in our nation’s history. But
for the millions of Americans struggling to get by on the minimum wage, we cannot act too soon.

[3] We are pleased that discussions have begun, but certain aspects of your proposal cause us
deep concern.

[4] First, it is not fair to raise the minimum wage, while at the same time taking away overtime
protections for millions of hard- working Americans. Your proposal would do just that. At a time
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when the productivity of the American work force is at an all-time high and workers are putting in
more hours than at any other time in recent history, we cannot support any proposal that deprives
American workers of their overtime and minimum wage protections.

[5] Second, it is time to strengthen the federal tip credit, not weaken it. We cannot support your
proposal to strip states of the power to raise their guaranteed base wage for tipped employees
above the current federal level. In fact, federal tip wages have not been increased since 1991. It is
time to raise the federal floor for tipped employees which is now frozen at $2.13 an hour.

[6] Third, it is time to insure that workers in the Commonwealth of the Northern Mariana Islands
are paid the full federal minimum wage. The Commonwealth has been a territory of the United
States since 1986, and has had plenty of time to bring its wage laws into compliance with federal
standards.

[7] Fourth, while there is bipartisan agreement on many of your tax proposals, we are concerned
that the overall size of the tax package is nearly four times greater than the one that accompanied
the 1996 minimum wage increase. We have grave policy concerns about the above-the-line health
deduction, and believe it could discourage employers from providing health coverage for their
workers. We support repeal of the 0.2% FUTA surtax, but only if it is coupled with unemployment
insurance reform. Overall, we believe the tax package should focus on assisting small businesses
which often employ minimum wage workers. We would also like a clearer understanding of how
this tax proposal fits in with your commitment to devote 90% of the surplus to paying down the
debt.

[8] Mr. Speaker, we sincerely appreciate your willingness to work together to accomplish this
important goal. We look forward to sitting down with you as soon as possible to discuss this
matter further.

Sincerely,

Richard Gephardt

David Bonior

William Clay

Charles Rangel

Tom Daschle

Edward Kennedy

Harry Reid

Daniel Patrick Moynihan

CONGRESS OF THE UNITED STATES
Washington, D.C.

cc: The Honorable Trent Lott

Code Section: Miscellaneous
Geographic Identifier: United States
Subject Area: Budgets

Individual income taxation
Legislative tax issues

index Terms: budget, federal
income tax, individuals

legislation, tax

minimum wage
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MEMORANDUM FOR SECRETARY SUMMERS

DEPUTY SECRETARY EIZENSTAT

FROM: DAVID W. WILCOX
ASSISTANT SECRETARY
FOR ECONOMIC POLICY
SUBJECT: Proposed Increase in Minimum Wage
SUMMARY:

Congressional Republicans have indicated that they are prepared to agree to an increase in the
minimum wage of $1.00 an hour over the next year, to $6.15. Given this, the Administration
needs to decide if it should ask for an even larger increase in the minimum wage. The legislative
vehicle for an increase is unclear, and any increase could include tax breaks and other provisions
the Administration finds objectionable.

BACKGROUND:

The minimum wage has been $5.15 an hour since 1997. Congressional Republicans have
indicated that they are willing to accept an increase of $1.00 an hour over the near year to
$6.15 (two $0.50 increases, in 2000 and 2001).

The Administration needs to decide if it should push for an additional increase, on top of
$1.00 over the next year. Possibilities include an additional increase in 2002 of $0.25 or
$0.50. Representative Gephardt and Senator Daschle support a larger increase in the
minimum wage.

To insure that the real value of the minimum wage does not fall, the Administration could
propose indexing it to inflation. However, if the goal is a higher real minimum wage, & .
indexing should not occur until right after an increaseAhat-gehabl g Thappripinete Loudd 4 The win wogt,

Two bills have been suggested as a vehicle for an increase in the minimum wage. The
Portman-Cardin bill would expand tax benefits for high-income workers contributing to tax-
deferred pension plans. This bill has strong bipartisan support, but the Administration has
expressed opposition to certain components of this bill. Another suggested vehicle is the
Labor/HHS appropriations bill.



e Republicans may want to attach tax cuts, particularly for small business, to any minimum
wage increase. They may also want to attach additional exemptions to the current overtime
provisions of the Fair Labor Standards Act. The Administration would have to carefully
consider such provisions. (Estate tax reduction/repeal has been discussed previously as a
component of a minimum wage increase, but Congress has already passed a separate estate
tax repeal bill.)

e ( The Administration has cited research by Alan Krueger, Larry Katz, and David Card to
support increases in the minimum wage in 1996 and 1997. Kathryn Shaw from CEA spoke
with all three about a possible increase in the minimum wage. Krueger is more concerned
about a $1.50 increase in the minimum wage over two years than a $1.00 increase over one;
he is concerned that the bigger increase, cpmbined with a possible future recession, could
have negative employment effects. He is m&writing an opinion piece arguing for
increasing the minimum wage by $1.00 over the next year, then indexing it to wages. Katz’s
instinct is that a $1.50 increase could lead to negative employment effects; Card, noting the

current tight labor market, argues any effect is likely to be small. )WW o s ,

' The current youth (younger than 20) subminimum of $4.25, payable for an employee’s first

90 days, would remain unchanged. Increasing the minimum wage, while leaving the

subminimum unchanged, could cause employers to substitute toward younger workers.

dl - However, studies (such as Katz and Krueger, 1992) have found that few employers use the
““J youth subminimum.

w -
g i

ard pesine CEA analysis of two $0.50 increases in the minimum wage in 2000 and 2001 shows an
( increase in the GDP price index of about 0.2 percentage point in both 2001 and 2002, with

e very small effects afterwards. The level of payroll employment would fall by 0.2 to 0.3
Cnd percent over 2002-2004, but would be down by only 0.01 percent in 2005, relative to
baseline.

(RN
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cation rates also rose with duration of unemployment. Those -

who had been unemployed for 27 weeks or more were 3 times
more likely to have applied for benefits than those unem-
ployed for only 1 or 2 weeks. Age also is related to the

application rate for benefits: men aged 16 to 19 years-seldom':

applied for benefits (3 percent), while nearly half (48 percent)
of those aged 25 and older did. Also, men were more likely
than women to apply for benefits (38 percent versus 28

percent). Vroman's analysis states that the difference prob-

ably relates to the greater -incidence of job losing among
unemployed men than among unemployed women. 13 (See
table 2.)

Only about a quarter of the experienced unemployed
reported receiving Ul benefits. Even among job losers aged
25 years and older (the group most likely to be eligible for
UI benefits), less than half received benefits.'* As expected,

reentrants and job leavers were among the least likely to have _.

received benefits. Interestingly, only about three-quarters of

all those who applied reported actually receiving benefits. -

Clearly, some of the unemployed who applied for benefits were

found to be mellglble or else t.hey had found a _]Ob before .

they received any benefits.

The main purpose of the 1989-90 survey was to ascertain
the major reasons that so many (66 percent) unemployed
individuals do not file for beneﬁts First, more than half (53

Unemployment insurance appllcaﬂon and’
recipiency rates by age, sex, and reasons for
and duration of unemployment, 1989-90 -

[in percent]

Characteristic Application Rate | Reciplency Rale
Total uNempIOYed ..........cccervweesee - 340 24.0
Reason for unemployment: )

JOD 108€rS ...t 53.0 : 39.0

Job leavers .. . 1.0 ) 6.0 ..

Reentrants 14.0 . © 200

Gender and age: : -

Men, 16 years and older ............. - 380 280 -
Men, 16 to 19 years .... 3.0 1.0
Men, 20 to 24 years ..... . 240 -7 140
Men, 25 years and older .......... 48.0 | 36.0.

Women, 16 years and older 28.0 200
Women, 16 to 19 years ... 8.0 3.0
Women, 20 to 24 years.... 170 .- Nno,
Women, 25 years and older ..... 36.0 26.0

Duration of unemploymen' :

1102 weeks .....icveeicevcecmeereenee 18.0 ; 5.0

310 4 weéks .... 29.0 16.0

510 10 weeks .. 38.0 32.0

11 10 26 weeks ... . 43.0 37.0

27 weeks Or More .........cveveeieees 53.0 42.0

Source: Wayne Vroman, The Decling in Unemployment Insurance Claims
Activity in the 1980s, Unemployment Insurance Oocasmnal Papers 91-2
(U.S. Department of Labor, January 1991).
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William B. Boning

12/29/2000 04:44:31 PM

Record Type: Record

To:

cC:

Martin N. Baily/CEA/EOP @ EOP
Kathryn L. Shaw/CEA/EOP @ EOP

Subject: CNMI minimum wage

Since | equivocated so badly when you asked what we thought the bottom line was, | have thought out a
more definitive answer. | think we should not mess with the minimum wage in the Mariana Islands.

Their covenant affiliating with the US says they have the ability to set their own minimum wage. It
seems wrong to override that covenant unilaterally.

Their minimum wage setting process involves a committee chaired by a union member. They have
the incentives to balance employment and income concerns.

Increasing the minimum wage will hurt their competitive position in the garment and tourism industries.
Raising wages will make a holiday in CNMI more expensive relative to the Asian alternatives (such as
Philippines or Guam--recognizing Guam has the same min. wage as the US--so the argument might
be weak) and | suspect that these are somewhat price sensitive. CNMI garment industry competes
against other foreign garment makers, and they earn more than those foreign workers (the GAO
report says that they send alot of their income back home).

The tourist trade is weak now, and if garment markets open more, then that will face extra competltlon
so it seems a bad time to force higher wages on them.

There is my two cents worth.
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Overview

The FLSA amendments in the Majority proposal are objectionable in whole because they offset
a modest increase in the minimum wage for the lowest paid workers by taking away minimum
wage and overtime pay protections for millions of other working Americans including, in some
instances, these same lowest paid workers. This proposal pits minimum wage workers against
other workers and themselves — and that’s just wrong.

Losing overtime pay could mean a significant pay cut for some workers. In the manufacturing
sector, production workers eamed an average of $92 a week in overtime pay in August 2000 —
14.4% of these workers’ average weekly eamings.

By making overtime less costly for employers, these proposals will accelerate the already
increasing problem of mandatory overtime. This is an attack on working families, leaving

workers with less pay and less time to spend with their families

Eliminating Bonuses from Overtime Pay

Current Law:

¢ Employers can compensate their employees in many ways, including several that do not
impact workers’ overtime pay. -

¢ Gifts, profit-sharing plans and discretionary bonuses (i.e., bonuses that are not promised
ahead of time as a quid pro quo) do not impact overtime:

-- a gift of cash or goods to some or all workers

-- a plan to share with all employees any profits realized by the company

-- a surprise bonus to workers who have exceeded a production or efﬁ01ency quota, or
performed well in other ways

e Current law also excludes from overtime calculétions other benefits such as bona fide
profit-sharing plans, thrift or savings plans, bona fide health and life insurance plans, and
stock option plans.

e However, bonuses that are announced ahead of time and are linked to a worker’s perform-
ance are, and always have been, treated as a form of regular pay — compensation for the
work you do — and must be reflected in overtime pay.

e Congress established overtime pay to protect workers by requiring they receive ‘extra
overtime pay to compensate them for the burden of working excessive hours. To -make sure
the overtime requirement is effective in serving that goal, the law requires that all forms of
compensation linked to hours worked, productivity, production or efficiency be reflected in
overtime pay -- overtime pay must be based on workers’ real pay. The law is designed to
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prevent employers from paying a low hourly wage, used to calculate overtime pay, and
giving the employee a significant portion of her pay as a “bonus,” which would then not be
reflected in any overtime pay.

e Congress weighed the relative merits of different kinds of bonuses and intentionally
designed an approach that excludes from overtime pay the kinds of bonuses that won’t
undermine workers’ right to overtime pay.

Proposed Change:

e The Majority proposal would amend the law so that pay in the form of incentive or per-
formance bonuses, gainsharing or commissions would not count in calculating overtime

pay.

Proponents’ Arguments:
/4 g

s Proponents claim that administrative burdens associated with these calculations under
current law discourage employers from offering incentive or performance bonuses to their
hourly workers, thereby denying these workers certain benefits enjoyed by other workers.
They assert that employers find it difficult to calculate retroactively additional overtime
payments due employees who receive commissions, incentives or performance bonuses for
work done in prior weeks that included overtime hours.

Reasons to Oppose:

Principles worth keeping — even in the “new economy:”

¢ The right to overtime pay in exchange for giving up personal, family time to work more
than 40 hours in a week is a core value of American society. That’s the deal we struck in
this country: Employers get the flexibility they need to have their workers put in as many
hours as the job demands, but after 40 hours a week, they have to pay a premium for their
workers’ time. That’s how we balance employers’ need for flexibility in work hours
against workers’ need — and right — to have time that is their own after working a hard 40
hour week.

e This change would severely undermine overtime pay as it has existed in this country since
1938 by providing a huge loophole to avoid paying time and one-half based on an
employee’s true earnings. Workers who work long hours to increase the profits of their
employers deserve to be paid for their hard work.

e Changes in workplace technology — e.g., switchboards to faxes to email — don’t mean
workers should be paid less when they work long hours.

e But if there are genuine changes in the forms of compensation or workplace benefits, we
will evaluate them and determine how to treat them under the law. That’s exactly what
the Administration did this year with employee stock options, which have only recently
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become available to rank and file workers. Usually, employers give stock options so their
employees have an opportunity to own a piece of the company, and to share in the
company’s future. That’s different from pay, and that’s why genuine stock options — not
pay in disguise — are now excluded from overtime calculations. The President worked with
Congress to change the law to reflect this new phenomenon.

The same work for less pay:

Pay structures could easily be manipulated, cutting workers’ pay. Excluding bonuses,
commissions and similar payments from the regular rate used to calculate overtime creates
a strong incentive to create pay systems with lower hourly wages, while shifting more of
the worker’s pay to “bonuses.” When the worker doesn’t put in overtime hours, her pay
could be the same. But if the worker does work overtime hours, her pay for those hours,
and her gross earnings, would be cut because overtime pay is based only on the new, lower
hourly wage that exclude bonuses.

Under this proposal, it would be legal for employers to cut hourly wages to the minimum
wage, and supplement this wage with bonuses, netting the employer huge savings in over-
time pay costs. This would give the employer a competitive edge, putting pressure on
competitors to follow suit.

Because overtime will cost less, there would be less of a disincentive for employers to have
workers put in overtime. Overtime pay is intended to impose a cost on employers who
make employees work long hours, to act as a “brake” against oppressively long workweeks.
This proposal severely undermines the disincentive effect of overtime pay — leaving
workers with less pay and less time with their families.

For smart employers, paying bonuses is not hard to do:

There 1s nothing new about cash bonuses for good work or workers. With a calculator and
information they already have — how many hours an employee worked, including overtime
hours, during the time covered by the bonus, and how much the employee had already been
paid before the bonus — employers have been offering these kinds of bonuses, and
complying with the overtime law, for decades.

There are many ways employers can reward employees who are entitled to overtime,
without affecting their overtime pay. An employer can:

> Offer employees a stock option plan;

> Announce a policy allowing employees to share in the company’s profits through a
profit sharing plan that ties the amount each worker receives to length of service or base
pay (so long as the individual worker’s share is not based on attendance, amount of
work, production rate, or efficiency);
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Give workers a surprise cash bonus at the end of an especially profitable quarter or
year;

Make a gift to its workers’ of the company’s product: a company that develops
computer software can decide to give some or all of its workers a free copy of their
latest product;

Give workers savin.gs bonds as a holiday gift; or

Mark the ten-year anniversary of a company’s founding by giving each employee a

check equal to 2% of his or her annual pay.

e In fact, the technology of the new economy makes it even easier for employers to give
bonuses and make any needed adjustments to overtime pay, because now you can write a
payroll program that does the calculations instantly.

Whom it will affect and how:

Approximately 74 million workers are currently entitled to overtime pay; while not all work
overtime hours, this change could potentially affect all of them.

Examples:

>

A\ 74

John, who today receives $6 an hour and a 5% commission on sales, is paid overtime
based on the entire earnings, not just the $6 an hour. This change would allow his
employer to exclude the commission from the calculation of overtime pay — reducing
the overtime pay rate, the employer’s overtime costs, and John’s take home pay.

Sue assembles telecommunications equipment and earns $14.00/hour. She receives
time and a half overtime after 40 hours a week, and gets an additional bonus of $100
for each week she exceeds her weekly production goal with the fewest defects. She
regularly works five 10-hour days (50 hours/week). Under current law, she is due $880
with proper overtime pay each week she earns a bonus. Under the proposed
amendment, she would lose ten dollars a week from her pay if the production bonus
were excluded from the overtime rate. Sue could lose up to $520 a year under this
proposal.

Sally makes $10 an hour today and is entitled to $15 an hour for each overtime hour she
works. But, under the proposed amendment, her employer, enticed by competitive
pressure and financial incentive, could cut her base pay down to the minimum wage and
convert her additional compensation to some form of incentive bonus. Let’s say her
pay is cut to $6 an hour and she is provided a weekly bonus of $160 to meet production
quotas. At first glance, it looks like Sally would have the same total pay, just in a
different form. But when she works overtime, she would only get $9 an hour (instead of
$15). In a 50-hour workweek, she would receive $490 in total pay ($240 straight time,
$90 for overtime, and a $160 production bonus). Without these changes in the law, she
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would have received $550 in total pay. Sally has just seen her pay cut $60 a week,
which translates to $3,120 a year if all else stayed the same.
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Exempting Inside Sales Workers

Current Law:

e The Fair Labor Standards Act specifically provides that the minimum wage and overtime
requirements do not apply to a worker employed as an “outside salesman,” someone who
spends at least 80% of their time doing “outside” - e.g., door-to-door or traveling — sales
work.

e “Outside sales” workers are typically outside the day-to-day control of their employers.
The law recognizes that monitoring or tracking the time of sales employees who travel
over 80% of the time presents a unique problem for employers.

Proposed Change:

o Under the Majority proposal, employers would not have to pay minimum wage or overtime
pay to certain “inside sales” employees — employees who do sales work while on the
employer’s premises — who make over $25,000 in combined salary and commissions. In
other words, a worker who earns that much could be forced to work unlimited hours of
overtime, with no additional pay of any kind - not just overtime pay — for their work.

Proponents’ Arguments:

¢ Proponents’ claim that they are merely equalizing the treatment of “inside” and *‘outside”
sales workers, to recognize that with changing technology workers who used to sell door-
to-door are now using the Internet and other forms of technology to make those same sales.

Reasons to Oppose:

A change in technology should not mean a cut in pay:

e The proponents’ argument ignores the reason for the “outside sales” exemption — the
employer’s inability to track the worker’s hours. That problem doesn’t exist for employees
who sell products from - or “inside” — the employer’s premises. It doesn’t matter that
“outside” sales people who used to sell their products door to door are now “inside” sales
people who use a phone, fax or computer. What has changed is that they are at a fixed
worksite. Employers are able to control and monitor how much time these employees
spend at work, and often go to great lengths to do so. Employers know when inside sales
employees work overtime — in fact, they may demand it — and they should give those
workers overtime pay.

o For purposes of the outside sales exemption, work performed for the employer from a fixed
work location has never been considered outside sales work. Sales work done from a
satellite office, from a home, or from any other fixed locatxon off the employer’s main
premises is not covered by the exemption.
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Working for less pay:

Denying minimum wage and overtime protections to “insides sales” employees who eamn
more than $25,000 is not justified; it is simply a way to cut employers’ labor costs, by
taking money out of workers’ paychecks and undermining their basic right to the minimum
wage and overtime pay for working more than 40 hours a week.

Complicating the law:

The Majority proposal takes away overtime protection from certain “inside sales” workers
who meet a complicated, subjective duties test. To distinguish an exempt employee from
one still covered by the overtime law, employers will have to assess whether the employee
has sufficient “specialized or technical knowledge” of products or services, “detailed
understanding” of customer needs, and ability to exercise “discretion in offering a variety of
products and services” to qualify for the exemption — and if they guess wrong, thcy ll I'lSk
owing back wages for unpaid overtime.

This vague standard will also be very difficult for the Department of Labor to adminis.ter
and enforce, which means it will be difficult to protect workers who shouldn’t qualify for
the exemptlon but whose employers deny them overtime pay.

Whom it will affect and how:

Approximately 2.5 million workers — almost 36% of all inside sales workers — could be
affected.

Any worker who calls existing customers or who receives incoming calls could lose his or
her minimum wage and overtime protections. (Telemarketers making “cold calls” would
probably not be affected by this change, nor would retail counter clerks.) The types of
workers potentially impacted vary widely, but examples of workers who could be affected
include:

> Sellers of mortgage banking or other financial services who simply wait for the
phone to ring;

> Sellers of Yellow Pages advertising who already have ongoing relatlonshlps with
customers and make sales calls to those customers; :

> Sellers of medical or scientific equipment or pharmaceuticals to doctors, dentists,
and dental and medical labs;

\%

Sellers in wholesale distribution of products sold to commercial resellers, i.e., the
entire “‘wholesale distribution industry,” such as food distributors, wholesale florists,
electrical and plumbing supply shops.
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e Example:

>
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A sales associate in a mortgage company receives calls from potential customers
seeking home mortgages and other loans. Today she is paid a $350 weekly salary and a
commission of $35 for each qualifying loan application processed. In a typical week,
she processes five applications while working five nine-hour days (45 hours/week) and
earns $554.17 with proper overtime pay. Under the proposed exemption, because her
base pay ($350 x 52 = $18,200) exceeds 1 and 1/2 times the minimum wage for 2080
hours and her commissions exceed 40 percent of base pay, she would be entitled to
receive only $525. She would suffer a $1,516.84 annual pay cut, if all else stayed the
same — and she could be forced to work overtime hours with no extra pay.

Sue makes “cold” sales calls “predominantly” to previous or existing customers, so she
could be exempt and denied overtime. In the next cubicle over, Thomas makes
identical “cold” sales calls “predominantly” to strangers and is treated as non-exempt.
In a busy week when both spend 45 hours at the office doing similar work, Thomas gets
overtime pay but Sue does not.
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Undermining State Tip Credit Laws

Current Law:

o [Federal law allows employers to pay to tipped employees cash wages in the amount of
$2.13/hour, and to credit tips earned by the employee toward the full federal minimum
wage owed. Iftips don’t bring an employee’s hourly wage to the full federal minimum, the
employer must make up the difference.

e The federal rule constitutes a floor. States are free to pass laws requiring employers to pay
a greater share, or all, of the full minimum wage. Seven States (Alaska, California,
Minnesota, Montana, Nevada, Oregon, and Washington) require employers to pay the full
minimum wage to tipped employees, with no tip credit allowed. Twenty-two other States
allow a tip credit, but smaller than is provided for in federal law.

Proposed Change:

e We have not seen the specifics of this proposal, but it appears that the Majority proposal
would “freeze” State laws that require employers to pay a higher cash wage than under
federal law. In the future, States would be preempted from increasing the amount of cash
wage employers must pay tipped employees, thus forcing States to allow employers to take
a credit based on tips equal to the amount by which the federal minimum wage is increased
above the “frozen” State law provision.

Proponents’ Arguments:

¢ Proponents state that this provision would merely allow all employers to use a tip credit,
without reducing the wages of tipped employees.

Reasons to Oppose:

e Workers who eamn tips have not seen an increase in their guaranteed wage — which is only
$2.13, less than one-half the minimum wage — since 1991.

e The Fair Labor Standards Act sets a floor, not a ceiling, on minimum wage and overtime
pay.

o States should have the right to pass laws, according to the needs and preferences of their
citizens, that provide employees with additional protections.

e This will reduce the wages of employees. They would, presumably, continue to receive the
same amount in tips, but would eventually receive less money in cash wages from the

employer.

Whom it will affect and how:
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Tipped employees are usually low paid workers, workers who have not received an increase
in their minimum cash wages for many, many years. (The cash wage employers must pay
tipped employees under federal law has increased only 12 cents over the past 20 years.)

-Approximately 1.4 million people work as waiters or waitresses, though all wait staff may

not be tipped employees. But this figure does not reflect all of the workers who could be
affected. There are other workers who may receive tips (for example, pizza and other
delivery workers, and valets).

10



Tip credit history

The tip credit provisions were modified by the 1977, 1989, and 1996 FLSA Amendments, as
reflected below:

Max. Tip Credit Cash Wage

Date Minimum Wage $ /1 % Paid by Employer

1/1/78 $2.65 $1.32 (50%) $1.33

1/1/79 - $2.90 $1.30 (45%) $1.60

1/1/80 $3.10 $1.24 (40%) $1.86

1/1/81 $3.35 $1.34 (40%) $2.01

1/1/90 $3.80 $1.71 (45%) $2.09

1/1/91 $4.25 $2.125 (50%) $2.12

10/1/96 $4.75 $2.62 (55%) $2.13 (frozen at $2.13)
9/1/97 $5.15 $3.02 (59%) - $2.13

e The “tip credit” concept was first added to the minimum wage law in 1966, when
employers were required to pay 50% of the minimum wage to employees who eamn tips,
but could credit tips earned by those employees towards the remaining 50% of the
minimum wage.

e Minimum wage increases in the late 1970’s included amendments to decrease the tip credit,
giving tipped workers a higher guaranteed wage. By January 1981, tipped workers were
entitled to a guaranteed cash wage of 60% of the minimum wage, while employers could
take a tip credit of 40%.

e But tipped employees have been losing ground ever since. While the minimum wage has
been going up, tipped employees’ guaranteed wage has been eroding.

e  When the minimum wage was finally increased in 1990-1991, after almost a decade of

stagnation, tipped employees were denied the full benefit of that increase by increasing the
tip credit back to 50%.

e The Congress finally agreed to increase the minimum wage again in 1996, but only at the
cost — again — of tipped employees, whose guaranteed minimum wage was frozen at 50% of
the old minimum wage: $2.13. Tipped employees would be locked out of future minimum
wage Increases. '

11
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MEMORANDUM FOR SECRETARY SUMMERS
DEPUTY SECRETARY EIZENSTAT

FROM: DAVID W. WILCOX
ASSISTANT SECRETARY
FOR ECONOMIC POLICY
SUBJECT: Proposed Increase in Minimum Wage
SUMMARY:

Congressional Republicans have indicated that they are prepared to agree to an increase in the
minimum wage of $1.00 an hour over the next year, to $6.15. Given this, the Administration
needs to decide if it should ask for an even larger increase in the minimum wage. The legislative
vehicle for an increase is unclear, and any increase could include tax breaks and other provisions
the Administration finds objectionable.

BACKGROUND:

e The minimum wage has been $5.15 an hour since 1997. Congressional Republicans have
indicated that they are willing to accept an increase of $1.00 an hour over the near year to
$6.15 (two $0.50 increases, in 2000 and 2001).

e The Administration needs to decide if it should push for an additional increase, on top of
$1.00 over the next year. Possibilities include an additional increase in 2002 of $0.25 or
$0.50. Representative Gephardt and Senator Daschle support a larger increase in the
minimum wage.

e To insure that the real value of the minimum wage does not fall, the Administration could
propose indexing it to inflation. However, if the goal is a higher real minimum wage,
indexing should not occur until right after an increase.

e Two bills have been suggested as a vehicle for an increase in the minimum wage. The
Portman-Cardin bill would expand tax benefits for high-income workers contributing to tax-
deferred pension plans. This bill has strong bipartisan support, but the Administration has
expressed opposition to certain components of this bill. Another suggested vehicle is the
Labor/HHS appropriations bill.
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William B. Boning

12/29/2000 04:11:01 PM

Record Type: Record

To:

cc:

Subject: CNMI minimum wage

Since | equivocated so badly when you asked what we thought the bottom line was, | have thought out a
more definitive answer. | think we should not mess with their minimum wage.

Their covenant affiliating with the US says they have the ability to set their own minimum wage. It
seems wrong to override that covenant unilaterally.

Their minimum wage setting process involves a committee chaired by a union member. They have
the incentives to balance employment and income concerns.

Increasing the minimum wage will hurt their competitive position in the garment and tourism industries.
Raising wages will make a holiday in CNMI more expensive relative to the Asian alternatives (such as
Philippines or Guam--recognizing Guam has the same min. wage as the US--so the argument might
be weak) and | suspect that these are somewhat price sensitive. CNMI garment industry competes
against other foreign garment makers, and they earn more than those foreign workers (the GAO
report says that they send alot of their income back home).

The argument that these employees are taken advantage of is weak, since they seem to have no
trouble recruiting guest workers. This is an attractive alternative to the opportunities that exist in their
native countries.

The tourist trade is weak now, and if garment markets open more, then that will face extra competition,
so it seems a bad time to force higher wages on them.

There is my two cents worth.
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1999
2000
2001
2002

Minimum Wage 1950 to 2000 yearly.xls, Min Wage, 12/28/2000, 10:47 AM
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CPI-U: All Items
SA, 1982-84=100

Month Quarter Year
1991 134.8 134.9 134.9 134.9
135.2 135.7 136.1 135.7
136.3 136.7 137.1 136.7

| 137.3 137.9 138.3 137.8 136.3
1992 | 138.4 138.7 139.2 138.8
139.5 139.8 140.2 139.8
140.6 140.9 141.2 140.9

| 141.8 142.2 142.4 142.1 140.4
1993 142.8 143.2 143.4 143.1
143.9 144.3 144.4 144 .2
144 .6 144.9 145.1 144 .9

145.7 146.0 146.4 146.0 144.6
1994 146.4 146.8 147.2 146.8
| ' 147.3 147.6 148.0 147.6
148.5 149.1 149.4 149.0

| 149.5 149.9 150.2 149.9 148.3
1995 150.6 151.0 151.3 151.0
| 151.9 152.2 152.5 152.2
152.7 153.0 153.2 153.0

153.7 153.8 154.1 153.9 152.5
1996 154.7 155.1 155.7 155.2
| 156.2 156.6 156.8 156.5
157.2 157.3 157.8 157.4

158.3 158.7 159.1 158.7 157.0
1997 159.4 159.8 160.0 159.7
160.1 160.1 160.4 160.2
160.6 160.8 161.3 160.9

161.6 161.7 161.8 161.7 160.6
1998 162.0 162.1 162.2 162.1
162.5 162.8 163.0 162.8
163.3 163.5 163.6 163.5

| 163.9 164.2 164.4 164.2 163.1
- 1999 164.7 164.8 165.1 164.9
R 166.2 166.2 166.2 166.2

166.7 167.2 167.8 167.2 ,

168.1 168.4 168.8 168.4 166.7
2000 | 169.2 170.1 171.3 170.2
' . 171.3 171.5 172.4 171.7
172.8 172.7 173.6 173.0

173.9 174 .2 Sl Sl .

PCU
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CPI-U: All Items
SA, 1982-84=100
% Change - Year to Year
" Month . | Quarter’ | - Year .

1991 . 5.64 5.31 4.90 5.28
S 4.81 5.03 4.69 4.84
4.36 3.80 3.39 3.85

2.85 3.06 2.98 2.96 4.22
1992 2.67 2.82 3.19 2.89
3.18 3.02 3.01 3.07
3.15 3.07 2.99 3.07

3.28 3.12 2.96 3.12 3.04
1993 - 3.18 3.24 3.02 3.15
3.15 3.22 3.00 3.12
2.84 2.84 2.76 2.82

2.75 2.67 2.81 2.74 2.96
1994 2.52 2.51 2.65 2.56
: 2.36 2.29 2.49 2.38
2.70 2.90 2.96 2.85

2.61 2.67 2.60 2.62 2.61
- 1995 2.87 2.86 2.79 2.84
' - 3.12 3.12 3.04 3.09
2.83 2.62 2.54 2.66

2.81 2.60 2.60 2.67 2.81
1996 2.72 2.72 2.91 2.78
- 2.83 2.89 2.82 2.85
2.95 2.81 3.00 2.92

2.99 3.19 3.24 3.14 2.92
1997 3.04 3.03 2.76 2.94
2.50 2.23 2.30 2.34
2.16 2.23 2.22 2.20

2.08 1.89 1.70 1.89 2.34
1998 1.63 1.44 1.37 1.48
: 1.50 1.69 1.62 1.60
1.68 1.68 1.43 1.60

_ 1.42 1.55 1.61 1.53 1.55
1999 1.67 1.67 1.79 1.71
' 2.28 2.09 1.96 2.11
2.08 2.26 2.57 2.30

2.56 2.56 2.68 2.60 2.18
2000 | 2.73 3.22 3.76 3.23
3.07 3.19 3.73 3.33
3.66 3.29 3.46 3.47

3.45 3.44 S - -
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House Speaker J. Dennis Hastert, R-IlL., in an August 28 letter to President Clinton suggested tha
Congress and the White House work to find '"common ground" to increase the minimum wage and
alleviate any "'burdens' the increase could place on small businesses.

Document Type: Congressional Tax Correspondence
Tax Analysts Document Number: Doc 2000-22450 (4 original pages)

Citations: (August 29, 2000)

August 28, 2000

The President
The White House
Washington D.C.

Dear Mr. President:

[1] I have enjoyed working with you on several issues where we have found common ground. We have
been quite successful this year in working together on repealing the Social Security Earnings Limit,
fighting the war on drugs in Columbia, opening new markets in our poorest communities in America, and
opening new markets oversees in China, Africa, and the Caribbean.

[2] I would like to propose that we work over the next month to find common ground on your desire to
increase the minimum wage by $1 and our desire to help alleviate the burdens on small businesses that
would shoulder the costs of such an increase.

[3] It is very clear that a vast majority of Congressional Democrats and Republicans would like to see a
balanced approach achieved before we adjourn. While the House and the Senate have passed legislation
that attempts to strike this balance, a variety of procedural hurdles have prevented us from getting that
legislation to your desk for signature.

[4] Our proposal is to increase the minimum wage by $1 in 50 cent increments that begin January 1st of
next year and the remaining 50 cents on January st of 2002. We are also offering to drop the death tax and
pension provisions in the bill that you regrettably find objectionable.

[5] The remaining provisions are designed to assist small business with the costs of this wage increase and
have a revenue impact of $24 billion over 5 years and roughly $76 billion over the next 10 years. We find
this to be a reasonable and balanced offer that deserves your consideration.

[6] I believe that we can work together to pass this legislation when we return in September with strong
bipartisan majorities in the House and Senate. I have spoken with Senate Majority Leader Trent Lott and I
believe he wants to achieve such a balanced approach as well. We would like your input and your
assistance in getting this legislation to your desk before we adjourn this year. We will certainly need your
help in removing the procedural roadblocks constructed to block such an effort. I look forward to working

lofS 8/30/2000 12:59 P}
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with you on this issue over the August recess.
Sincerely,

J. Dennis Hastert
Speaker of the House:

MINIMUM WAGE INCREASE AND MODERNIZING REGULATIONS

0 (HOUSE) INCREASE MINIMUM WAGE BY $1 OVER TWO YEARS --
Effective January 1, 2001, the minimum wage will increase by
$.50, and will increase another $.50 on January 1, 2002.

¢ o (HOUSE) INSIDE-SALES FLSA EXEMPTION -- The Fair Labor -
Standards Act of 1938 is outdated in its treatment of
differing factions of the sales force. For example, it treats
door-to-door sales employees (who are FLSA exempt) differently
than those that sell using the Internet and other modern
technology (who are not FLSA exempt). This provision changes
the law to recognize changes in sales occupations in the
workforce over the past 62 years so that inside and outside
sales employees are treated the same under the law (with the
exception of telemarketers). This will act to equalize their
compensation and overtime rules.

0° (HOUSE) FLSA CLARIFICATION FOR COMPUTER PROFESSIONALS -- This
provision would clarify and update the current exemption for
computer professionals. Many workers have been treated as
exempt professionals under the current law since 1990, when
the exemption for computer professionals was enacted with
bipartisan support. In the past 10 years, many new jobs which -
were not even contemplated have been created causing confusion
as to the classification of these workers. This provision
would clarify existing law, specifying the new duties that are
performed by workers who are "similarly skilled" to those in
the current exemption.

o (HOUSE) FSLA EXEMPTION FOR FUNERAL DIRECTORS -- This provision
would amend the Fair Labor Standards Act to exempt licensed

funeral directors and licensed embalmers from minimum wage and

overtime. This issue has been the subject of several court

cases and this provision would clarify the treatment of such

employees under the statute.

0, (SENATE) BONUS GAINSHARING -- Current law dictates that
employers have to recalculate an hourly employee’s overtime
pay if the employee receives certain types of commissions,
incentives or performance bonuses. This acts as a disincentive
for employers to provide these rewards because of the burdens
associated with recalculating the employees’ overtime pay. The
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provision included in the minimum wage package would allow
employers to reward hourly employees in the same manner as
professional employees, allowing all workers to share
financially when their efforts produce gains in productivity

or sales, fewer injuries or other important benefits to a
company.

O 0 (SENATE) TIP CREDIT -- The Fair Labor Standards Act provides
that tips received by tipped employees may be counted by the
employer as "wages" for the purposes of meeting the minimum
wage requirements. The employer may not pay less than $2.13 an
hour in cash wages. If an employee’s tips and the cash wage
paid by the employer of at least $2.13 per hour do not equal
the minimum wage, then the employer must increase the
employee’s cash wage to make up the difference. There are
varying requirements in state laws regarding the cash wage for
tipped employees. This provision would prospectively allow all
employers to utilize a tip credit without reducing the wages ?
of any tipped employees. The cash wage for tipped employees in | ¢
effect on the date of enactment would be preserved in each
state.

TAX ITEMS IN THE MINIMUM WAGE PACKAGE

0 (SENATE) WOTC -- Compromise to extend Work Opportunity Tax
Credit through 2004 to assist businesses in hiring

disadvantaged workers. [House included no provision. Senate

and Rangel substitute made permanent.]

o (HOUSE) REFORESTATION -- Provide tax relief for reforestation
expenses to create and maintain jobs [House bill increases

maximum reforestation expenses qualifying for amortization and
credit from 10k to 25k; removes cap on amortization cost in

2001 and 2003. Rangel substitute increases from 10k to 20k;
increases credit rate from 10% to 20%; and reduces

amortization from 84 months to 36 months].

o (SENATE/HOUSE) SECTION 179 -- Allow small businesses to
expense qualifying property costs up to $35,000 [House, Senate

and Rangel previously agreed to increase section 179 expensing
to 30k].

o (SENATE/HOUSE) MEALS/ENTERTAINMENT -- Speed up phase-in for
80% deduction of meals and entertainment expenses [Senate

increased meal/entertainment deduction to 80%. House increased

meals to 60%, and 80% for those subject to DOT hour

limitations. Rangel substitute increased meal/entertainment to

65% for business with sales below $5m.].

o (SENATE/HOUSE) INSTALLMENT METHOD -- Repeal installment method

3of 5 . 8/30/2000 12:59 PA
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accounting requirement.
yo
"0 (S NATE) FUTA SURTAX -- Repeal outdated .2% FUTA surtax
ough the net FUTA tax rate is .8%, the permanent tax rate
is only .6%. The .2% surtax was adopted in 1976 to repay loans
to the fund during ‘74 recession -- that debt was paid in ‘87,
but Congress extended it to offset costs of spending for
unrelated programs. FUTA trust fund has nearly $20 billion
surplus].

o (SENATE/HOUSE) HEALTH DEDUCTIBILITY 100% FOR SELF-EMPLOYED --
Accelerate and extend deductibility to those who choose not

participate in employer-subsidized health plans [House, Senate

and Rangel substitute all make 100% deductibility immediate].

N ATE) HEALTH EXPENSE ABOVE-THE-LINE DEDUCTION -- Phase-in
individuals to deduct 100% of health expenses without
itemizing [Individuals currently cannot deduct for health
expenses unless they itemize and that is only 7.5%. This would
free individuals of itemizing and allow them to deduct more
for health insurance expenses, but not if they are covered by
Medicare, government, and those whose plans are more than 50%
covered by employers.].

o (HOUSE) SPECIAL OCCUPATIONS TAXES -- Repeal excise taxes
imposed on producers and marketers of distilled spirits, wine,

and beer [Rep. John Lewis and Rep. Bob Matsui support bill by

Rep. Dave Camp to eliminate these onerous taxes.].

o (HOUSE) COMMERCIAL FISHERMAN INCOME AVERAGING -- Extend
income-averaging benefits for farmers to include commercial
fisherman.

ESTIMATED COST: $23 billion over 5 years. $76 billion over 10 years.

Code Section: Miscellaneous
Geographic Identifier: United States
Subject Area: Budgets

Individual income taxation
Legislative tax issues

Tax policy issues

Index Terms: legislation, tax

budget, federal

tax policy

minimum wage

income tax, individuals

Cross Reference:

Author: Hastert, Rep. J. Dennis
Institutional Author: House of Representatives
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Supplier Relationships
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pertatton—forTmTImediate and finished products, or offerthem—forsale-to-consumer—The—eff-

to-reduceTosts-and-increase flexjbility in their supply chains— In many industries these changes @

[in e

retail sector sharing point-of-sale data between a firm and its suppliers, a practice popularized by

Wal-Mart in the 1980§Eas become increasingly widespread, improving the efficiency of distri-

bution systems and lowering costs for consumera En the retail food sector, for example, over @

97% of grocery stores now collect point of sale data using scannergEfﬁcient Customer Re-
sponse (ECR) systems that share this point of sale data with suppliers to improve the efficiency
of the supply chain were introduced into fhe industry in 1992] Ehese ECR systems take into ac-
count customer demand in an individual store as well as the complete economics of the supply
chaira [(-)ne recent study showed that ECR adoption was associated with higher productivity.

Firms with that had gone far in their ECR adoption efforts had higher sales per labor hour, higher
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survey found that 63% of respondent firms used some form of variable pay for non-executivesj
[];etween 1987 and 1999, the use of profit- or gain-sharing at Fortune 1000 firms increased frorr@
26% to over 50%]9 Thcsmeenfrvcs—pcrfema-m.ﬁmcugneE irst, they provide employees the B8
motivation to improve firm performance, since the employees receive a monetary reward for@
better firm performanca Eecond, they provide a screening function, as higher skilled and more
motivated employees are more likely to be willing to work in firms where pay is based on per-
formanci:] Ene study of finishing lines in the steel industry found that lines with a set of sup-
porting innovative work organization and incentive practices raised productivity, measured by @
the amount of time the mill was producing, by about 7% above traditional practicesa

0 i T ) [S-tock option &

grants have been a part of executive compensation for yearg Emt grants for non-executive per-

sonnel constitute a relatively new phenomenon. While only 5.0% of all non-executive employees
in publicly held firms received stock options grants, the proportion rises to 26.8% for those
earning more than $75 0003 Moreover; theuseof-thiscompermsation-vehiele-appears-to-bedife
fustne-rapidhy. E 1998 Federal Reserve Board survey Ef 415 ﬁrm] found that 34 percent of the@

surveyed firms had some type of stock option plan}lz:klthough this is not a representative sample @
of firms, this proportion appears to agree with other studiesj3 [(Sf the 88.4 percent of firms that

reported the use of any type of variable pay, 17.7 percent indicated that they had introduced the

" lebow, etal p 11
" Freeman proposal citing Employment Policy foundation 1998, for 1987 data; EPF chart for 1999 data
* Ichniowski, Shaw and Pren, AER, Jun 1997, p 300
' BLS, 2000, “Pilot survey on the incidence of stock optins in private industry in 1999,” News, October 11, Table 2.
%2 Table 1 of Lebow, David, Louise Sheiner, Larry Slifman, Martha Starr-McCluer, 1999, “Recent Trends in Com-
pensanon Practices,” mimeo, Federal Reserve Board (July 15).
% Number cited by Rodgers (following Murphy and Hall) report 95% of 735 surveyed firms offer officers and man-
agers stock option plans, 10% offer hourly workers plans, thus bracketing the 34% figure.
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MEMORANDUM FOR SECRETARY SUMMERS
DEPUTY SECRETARY EIZENSTAT

FROM: DAVID W. WILCOX
ASSISTANT SECRETARY
FOR ECONOMIC POLICY
SUBJECT: Proposed Increase in Minimum Wage
SUMMARY:

Congressional Republicans have indicated that they are prepared to agree to an increase in the
minimum wage of $1.00 an hour over the next year, to $6.15. Given this, the Administration
needs to decide if it should ask for an even larger increase in the minimum wage. The legislative
vehicle for an increase is unclear, and any increase could include tax breaks and other provisions
the Administration finds objectionable.

BACKGROUND:

e The minimum wage has been $5.15 an hour since 1997. Congressional Republicans have
indicated that they are willing to accept an increase of $1.00 an hour over the near year to
$6.15 (two $0.50 increases, in 2000 and 2001).

e The Administration needs to decide if it should push for an additional increase, on top of
$1.00 over the next year. Possibilities include an additional increase in 2002 of $0.25 or
$0.50. Representative Gephardt and Senator Daschle support a larger increase in the
minimum wage.

e Toinsure that the real value of the minimum wage does not fall, the Administration could
propose indexing it to inflation. However, if the goal is a higher real minimum wage,
indexing should not occur until right after an increase.

o Two bills have been suggested as a vehicle for an increase in the minimum wage. The
Portman-Cardin bill would expand tax benefits for high-income workers contributing to tax-
deferred pension plans. This bill has strong bipartisan support, but the Administration has
expressed opposition to certain components of this bill. Another suggested vehicle is the
Labor/HHS appropriations bill.
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changed from a process of several operators who would “walk the line,” setting the controls for

every motor and pump, to a single operator who uses an automatic control system that synchro-

nizes and sets the equipment] E he rolling process now incorporates sensors that constantly in-

spect for deviations from the desired shape, allowing the operators to make corrections before
steel is wasted] @perators can control the speed and clearance of the rolls remotely using com-

puter controlled motors to correct any problems that are developing.]

&)

prove-performenee. B’Vhile other technological changes, such as larger furnaces and improve-
ments in casting practices, and the closing of older, inefficient plants have also contributed to@
improved productivitﬂ Eteelmaking today uses less than 4 man-hours to produce a ton, dowr@

from about 6 in 1990, with the best in the industry at under 1 man-hour per ton]

]

c«haage—t-hc Wy they dobusiness . The t_rnrﬂ(jng indncfry has_harnessed information-and-eommr

M%WWEWWWB.EO be efficient, trucking firms
must satisfy customers with prompt pickup and delivery of loads while simultaneously mini- @ /

mizing unused capacity (from both idle equipment and empty and incompletely loaded trips):l

[];y coordinating information from many shippers and consignees in a geographical area, firms \/
can reduce wasted movement by increasing the volume carried by each truck to and from a par- @
ticular location] E‘o track and dispatch trucks efficiently, firms use sophisticated locating tech-

nology, such as Global Positioning System satellites, real-time traffic, weather, and construction ' V

information, on-board computers, complex software and algorithms, and supporting hardware to

organize customers and loadg Ehe ability to effectively use information to manage trucking @ Vv
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Republicans may want to attach tax cuts, particularly for small business, to any minimum
wage increase. They may also want to attach additional exemptions to the current overtime
provisions of the Fair Labor Standards Act. The Administration would have to carefully
consider such provisions. (Estate tax reduction/repeal has been discussed previously as a
component of a minimum wage increase, but Congress has already passed a separate estate
tax repeal bill.)

The Administration has cited research by Alan Krueger, Larry Katz, and David Card to
support increases in the minimum wage in 1996 and 1997. Kathryn Shaw from CEA spoke
with all three about a possible increase in the minimum wage. Krueger is more concerned
about a $1.50 increase in the minimum wage over two years than a $1.00 increase over one;
he is concerned that the bigger increase, combined with a possible future recession, could
have negative employment effects. He is currently writing an opinion piece arguing for
increasing the minimum wage by $1.00 over the next year, then indexing it to wages. Katz's
instinct is that a $1.50 increase could lead to negative employment effects. Card, noting the
current tight labor market, argues any effect is likely to be small.

The current youth (younger than 20) subminimum of $4.25, payable for an employee’s first
90 days, would remain unchanged. Increasing the minimum wage, while leaving the
subminimum unchanged, could cause employers to substitute toward younger workers.
However, studies (such as Katz and Krueger, 1992) have found that few employers use the
youth subminimum.

CEA analysis of two $0.50 increases in the minimum wage in 2000 and 2001 shows an
increase in the GDP price index of about 0.2 percentage point in both 2001 and 2002, with
very small effects afterwards. The level of payroll employment would fall by 0.2 to 0.3
percent over 2002-2004, but would be down by only 0.01 percent in 2005, relative to
baseline.
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shipments not only contributes to trucking company efficiency, but also enables other innovative
processes such as EDL.”

9={In the mid-1990s, re-

=

@v

technology involves storing digital images of checks on a central computer, which are scanned ‘ V

tail banks introduced imaging technology to improve their efficiency in processing checks EThls

by software that captures the amounts on the images] EF he balancing of the checks with deposit (7]7]
L YR UIOE A RV S T A N A o) (Gl S X LYY Sfe el N

-y

slips is then performed automatlcall}-/] Entroducmg this technology freed people from performmg @‘/
the tasks of recording check amounts, lowered the transaction cost of moving checks, and al

. . . 7
lowed banks to reorganize workflow around a more extensive division of labor.j

Complementary Changes in Organizational Practices

we [
awthertty—+n-the hands of the average-employee. [ The growth of employee involvement processes @

> US Industry in 2000, Mowery, editor, pp138-143
7® Autor, Levy, and Murnane, “upstairs, downstairs” 2000, p8
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prices have been rising, and hence the value of stock options increasing] ‘The-cffectofemployee
I . - ot I TP tepent . I .
E)verall, significant changes in human-resource practices have been documented in sev- @

v J N
eral industries, including steel, automobile manufacturing, apparel, and customer call centersz;]

Changes in Firm Boundaries .

II ] . ] 1 ] 1 - - l .] l 1 - ] ! 1 E
hed-TIpOTTant efecTs O firmT bourndaries T rmany mustrtes. EF he firm’s “boundary” is simply @
the set of activities it perform;:] Eertical boundaries describe the firm’s relationships with its

suppliers and its customers:|“verticallyintegrated” firms manage their own-sapphy-tnesamdtrrve

istres-such-astelecommunications energy _and finaneial-services. —
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Table A-33. Distributlon of wage and safary vorkers peld hourly rates, by major occupation grou p, annual averages 1999

(Numbers In thousands)

L‘?“,;‘ Less s4.26 $5.16 | sses | $6.15 | s6.65 | ¢7.15
! Occupation hourly | hen | 84.25 to $475 | $5.00 | $5.15 to to to to or
N rates $4.25 $5.14 $5.64 io.N $6.64 $7.14 more
2
Total, ?6 yeare and over .............cveeieeren | 72,308 1,047 57 1,080 25 8921 3 1,146 8,206 5.742f 3,379 4,991} 651,649
MAnagor(al and profesalonal spedialty ., 10,078 26 [ 59 1 47 Z 37 150 271‘: 174 308| 9,047
xeGidve, admiisirminve, ard mwga‘ml 4,260 8 2 22 1 HF 17 7 108 771 143] 3,845
Protdsional speciatty .. weveerensesennns] 6,018 18 3 anl - 3 21 13 163 97 165| 5,202
1 o 3
Tothnlcal -gafes, ‘and Admlnlelrallu wppoﬂ 22,783 69 7 257 6 228} 361 1,042 1,699, 1,243 1,761 16,123
ctans-andjelated suppont .. ] 2,750 9 - 8 ~ 7t ] T | S 58 42 69| 2,520
/$afnqocupalbne 7,445 28 5 153 1 124~ 231 752| 1,228} 752|664}
Agmintsirative e euppon. fncdluding clericat .. 12,568 32 2 86 4 84f:7 1200 27y 618 448 809] 10,171
. f] i
%ﬁmﬁ; ,' 13.:312 agé, 22 5 ;2 14 433; 4{0 "27f 1.9% 994 1.427 5.942
~ Prlvate househol - 78} 1 1 / 17 4 15
Protective servics . e 1,574 2 1 18] - 1y 14 49 o0} 70 108} 1223
Service, oxoem pmato houuho!d and . 1
prolectiye . 11,440 821 23 416 14 345' 445 1,212 1,764 808 1,270 4,581
Preclslon production, aaﬂ, and repalr-., 9,761 10 2 30 3 23 14 74 190} 142 304] 9,007
Mecharilcs and répalters :. - 3,381 ] 1 9 1} 6 2 24 48| 43 82{ 3,148
Conslnuciion irades 3,600 10 1 3 1 1); 6 18 87 48 129 33308
Olherprecmon plodudﬂoh. craft, and H I .
(1.2 1 R werene] 2,620 2 1 8l - 8, 5 2’ 77 51 93| 2561
) § o s .
Opetators; fabricajors, and laborers... 14,682 45 12 189 3 154} 198 $65] 1,187 725  1,043| 10918
- Méchine operalors, assemblers, and : .
IOBPARAM ..t snmsr et b 6,577 15 ‘2 63 2 57 163 488 286 414 5,106
Transpon&lon and materia! rnovlnq :
occupetions ............ | 3567 14 8 24 1 27 88 164 99 197 2,950
Handlere, equ’pment croanen. helpers. N
and 18boTers .....vcveniciciierennn. e e 4,737 i6 4 106 >0 Vi5 328|536 340 431 2,863
Fatming, toreetry, and flShing .................. 1,364 8 o]  @| - 65| 99| 288] 101 o8, 815

>0 value (a0 emall o dlsplay.
<~ Dala not avalfable.

NOTE: Dsta exclude the incorporated sal employed. Delall for the above
race and Hispanlc-origin groupe will not sum lo totals because data tor the
“other reces™ group are not presented and Hispanice are {ncluded In both the
vite and black populailon groups. Also nole that the distinclion betveean full-

and part-lima vcorkers 18 based on hours usvally worked. These data vdll nat
eum to loials because fuil os part-lime stalus on the princlpal job Is nol
tdentitiable for a emall number of musipte jobholders.

SOURCE:

U.S. Depertment of Labor, Bureau of Labor Statistics,
vepublished tabudations from the Cuirent Population Survey; 1969.
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Real Minimum Wage Combined with the Real Maximum EITC Subsidy--Dotted lines indicate

Two $0.50 increases in the Nominal Minimum Wage
Constant 2000 dollars

10
8 | e
7~
Real minimum wage with
maximum EITC subsidy
Real minimum wage !
4 e e e e e e e e e e o e
Nominal minimum wage
2 F - .
O L 1 [ ] /] 1 1 ] L 1 1 ] 1 I 1 1 1 1 [l 1 Ll [l /] 1 ] 1 [ i [ 1 [ I i 1 l i
1965 1970 1975 1980 1985 1990 1995 2000

Note: Maximum EITC subsidy is that for a family with two or more eligible children. Real values are
computed using the CPI-U-RS, and assuming 2.5 percent inflation after November 2000..
Sources: Department of Labor (Bureau of Labor Statistics) and U.S. Congress (Joint Committee on

Tavatinn)



Table A-32. Distribution of wage and salary workers paid hourly rates, by
gelecled charactetistics, annual averages 1899

(Numbers In thousands)

! Total '
. paid | Less $426 | - 615 | $6.65 | $7.15
|f Charactetlstic houtly ihan 34.25 fo $4.75 lo or
§4.25 $5.14 $6.64 | $7.14 | more
rates
1
SEX AND AGE .
Tota), 16 Y0ars 3d OVEI wremwcssnimmsrsssereresses 72,308| 1,047 57| 1.080 25 3379 4901 51,849 “ v
16 toi24 years ..... 16,636 480 34 569 15 . 1,473 1,808 7,045
16to319 years ... 8.800 198 25 354 -727 755| 1.408
201024 years ... 10,038 262 10 215 746 1,061 5.633jI )
26 yoain and aves 56,670 567 22 520 11 1,006 23.185| 44,6064 ¢
25to A years ...... 48,070 507 19 386 ' 1,607 2,865y 30,978 39 g
25to0 34 yoars . 17,051 240 12 145 662 1,041 13,341
3510 44 years ..., 18172 176 3 137] 563 979| 14,906
4510 54 years ... 12,846 2] 3 104 882 845| 10,731
55 years and ove! 7600 80 4 134 298 §20| 5,627
55 to 64 years .... 5832 58 3 71 210|  354| 4695
65 yodrs and over .. 1,668 2 1 63 89 166 932
Men, 14 years and-ovet ........ 36073 208 28| 453 1288) 2118 27,825
16 (0 24 years ....... 8,556 138 16 257 707 808 4,083
16 to 19 years . 3,346 60 11 162 368 391 854
20t0 24 yeass ..... .| . 5210 78 4 95 339 s517) 3229
25 y@ats &N OVES ...cvviressercenisimssessmmsenses 21517 150 12 186 578 1,211 23,742
[
Woman, 16 years a0 OVer ...covurmsmsses 26,233 760 29 @37 2,003| 2,872 23824 ol 549,67,
16 to 24 years ... 8,080 322 19 312 766 0898 2,962
16t0 19 years . 3,254 139 14 192 859 364 554
2010 24 years .... .\ 4826 184 5 120 407 53|  24087) 4504
25 yoars and OVe! ...t 26,1538 "437 10 324 1,327 1,974| 20,6863 [
RACE AND HISPANIC ORIGIN
VYihte '
Total, 16 yeare and over 58,999 915 41 846 2,738 8.832| 42500
[0 | WO 29,806 232 22 348 1,080 1,707| 23,189
WOITIMN «oveeicersensatoninernnasnenessensanst 29,0838 683 19 .498 1,856 2,226 19,301
Black
Totd, 16 year aNd OVEI ...u.e.svwrmcrrsurersarines 10,126 g1~ 19 195 489 ga7| 6869 WO
MED ccecrmnieansaiins 4,632 42 4 80 183 921 3,453
MYOTTION v eccrerencrrseenssoviass s rsnssnsensaca st 5,494 49 9 115 336 526| 9.437 i
Hispanlc origin -
Total, 16 Y10 8NA OVEY coeevvvviiirenrernnnricre 9,402 87 3 185 591 gs6] 5691 1 G464 7.7 o
Men ... 5,480 87 3 86 279 471| 3640
AWOMON eonroceceereciensnsmrecsnees 3913 50] >0 99 311 385| 2,051

Sea fopinotes st end of table.
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Millions of workers

US Hourly Rate Workers by Wage Level, 1999

60

less than $5.15 $5.15 to $5.64 $5.65 to $6.14 $6.15 to $6.64 $6.65t0 $7.14 $7.15 and more
.l >*:Yl_ R(/ S a .
kf’“i T <\
A"
By

W



Value of The Federal Minimum Wage, 1938-2000

The table below shows the actual minimum wage (Nominal Dollars) and the relative value of the minimum
wage (2000 Dollars). The bolded rows represent years in which the Fair Labor Standards Act was amended
to raise the minimum wage.

Source:
Bureau of Labor Statistics

Value of the Minimum Wage

Real Real
Year Nominal Dollars 2000 Dollars .5/.5/.5 5/.5/.5 | .75/.75 [ .75/.75
1960 1 5.82

- 1961, e 115 6.63 . ..

1962 1.15 6.56
1963 1.25 7.04
1964 1.25 6.95

Real Real
1999 5.15 5.32 .5/.5/.5 .5/5/.,5 | .75/.75 | .75/.75
2000 5.15 5.15 5.15 5.15 5.15 5.15
2001 5.15 5.02 5.65 5.50 5.90 5.75
2002 5.15 4.89 6.15 5.84 6.65 6.32
2003 5.15 4.78 6.65 6.18 6.65 6.18

Note: projected using 2.5% annual inflation rate
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Table A-34. Dlstribution of wage and salary workers pald hourly rates, by malor Industry group, annual averages 1599 92
: o
{Numbaere {n thousands) <
: —3
) g =
Totel [y
. pald Loge $4.26 $5.16 | 9565 | 36.15 | ©8.65 | $7.15 —
industry nowtly than | $4.25 to $4.75 | $5.00 | $5.15 to to to to or RN
. $4.25 $5.14 $5.64 .6.14 $6.64 $7.14 more o
T rales g
. . . ]
Total, 18 years and over ...... : .| 72308 1,047 57| 1,090 25 9211 1,146] 3206 3,379f 4991 51,649 0T
Pilvaté sector .............. .| 63557 1010 58| 1,015 24 860] 1028 2,961 9,117 4.592] 44,44
Goodg producing . .| 19,165 38 8 133 4 116 129 291 558 949| 16,077
Agjleuitive ... 1,158 S 4 . 7 - 28 54 75 88 127 548.
Minlg ........ 322 1 - 2| - 2l - 2| »o 8 7 296
Conbiruction 4,687 1 1 30 ) 27 10 a8 81 226 4,144 :
Manufacturing .. 13,000 20 3 74 2 61 63 177 380 589 11,089 e
Durebls goodse .. 8,023 1 3 28 1 19 21 72 185 319| 7.097 £
Nondurekie goode 4,976 8 - 47 1 42 42 106 185 270| 3,992 : B
Service producing ........ 44,592 972 48 881 20 744 899| 2,670 2,569| 3,643| 26,367 y
Transp. and publle Uisiles . 4,122 10 f 18 { 22 49 a3 168 3,640 ,/
Whoieegte (rade ...... 2,396 sf - | . 21 >0 | . 15 53 d 93 175| 1.838 41,70 e
‘Retalltrdde i, 15,463| i 748) 2 30} AT AR o0 525). 1,032 - 2,468 1,387 1 4,507 - $.612 ¢ s Uy ;
Eating and drinking .. §,200 709 20 279 10 268 735( 419 7 B0B]  1,25% GO LS e Vs
Finance, Ins,, & real 3,001 12 2 - 8] s2| 128K 93 173 2,509 1]
SaRdedg N 19,410] /18817 - 14 A 420k - 683]- 1,630]5 1803 1610( 1870847 4 gy
Private households 467 59 3] ft 17 19 44 188 -
Other senvices ......... | 18922 17 12 7] 317 868 874| 1.486] 13,521
Business and tepalr ... 4,188 15 1 2 a8 117 179 348 3,079 3
Parsonal services .. 1,860 28 3 3 47 143 151 218 948 M .
Emertalinment and recr. . 1,310 23 s 1 5 151 108 127 624 B9
Protessional and related .. 11,547 61 2 148 454 438 769 0,862 0
" Forestry and lisheres ... 17y - - 1 { - 5 7
Government ....... 8,749 37 1 117 244 261 399 7,209
Federal .. 1,829 7 - 9 ‘14 26 44 1,889
State ... g 2124 0| - 50 78 83 110 1,642
Loca ..oicrreninmennnine wtarrsmsernnet 4,796 21 1 53 1 58 152 183 245 3,674
>0 value too smalil to display. . and pant-lme woikers l¢ baaed on hours uaually worked. Thesa data will ml
~ Dafa not avallable, qum (o tolals bacause full- or par-ime stalus on lhe principel ob s not
NOTE: Data exclude the Incorporated self employed. Datall for the ebove fderfiiable for a small numter of mulliple jobholders.
acs and Hispanloorgin groupe will nol sum o totale bacause data for the SOUACE: U.S. Deparment of Labor, Buteau of Labor Statietics,

“other races” group are nol preesnted and Hispanice are included In both the unpublighed tabulaitone from ihe Currerd Population Survey, 1999.
vihile and black populetion groups. Also nole (hat the distincilon betvreen full

90 'd
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Tabte A-22, Hourly sarnings of ompl&yed wage and salary workqra peld hourly rates by educational anali\men!, age,
sex, race, and Hispanic origin, 1889 annual averagss — Continued

To'el, 18 years and over, Total both sexes

l

Under Al
Sex, race, Hispanlc orghn, 31;':00 &22}00 P';‘S’ ¢ P'?nv : + Medlan Smozt‘(d Moan Standard
and educations! attainment $19.99 mote minimum | minknum elror emnor
wage wage
T ettt e e e s rra e 8,500 6,408 2,184 1,146 §9.53 $.06 | $11.16 $.02
Less than a Hgh schoo! dhfoma 502 194 797 548 6.68 .04 7.9% .03
Less lhan one year ot high ochool 126 40 151 124 717 08 8.17 .05
1.3 years of high schoot .. - 914 127 590 397 6.70 .08 7.77 .04
4 years of high school, no dlploma 61 27 56 27 7.46 29 8.66 .10
Hlgh schoo! gracuate or more ........ 7.998 6212 1,397 598 10.03 .03 11.67 | .03
High schoot graduates no college 3.259 1,849 853 340 9.65 .07 10.71 .03
8ome ocoltege, no degreo ........... 1,933 1,214 517 213 953 14 10.88 .04
A late degree . 1,197 806 108 28 11.88 A3 13.15 .07
Occupatlonal program .. 888 517 56 16 12.08 A7 13.32 .10
Academic program ... 509 389 52 12 11.54 36| H2.94 11
College graduates .. 1,609 2,443 119 V7 13.99 .18 16.57 11
Bachelor's degree . 1,931 1,788 100 12 13.23 27 15.68 A1
Masler's degres ... 233 530 17 4 16.99 .60 19.48 .32
Prof{esslonal degrese .. . 26 97 2 { 18.06 93 2205 1.07
Doctoral degree ..........ciinimnnioiereiiienn 17 77 - - 23.13 638 } 26.44 1.54
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Table A-22. Hourly earnings of employed viage an

Total, 16 years and over, Tolal both sexes

d salary vrorkers pald hourly rates by educational attainment, age,

sox, race, and Hispanle orlglﬁ. 1998 annual averages

1 .

o I b ol Bl Bl ol Dol o A AR o g e
and edJucallonal ditainment employed | $3.00 $3.49 $3.99 $4.49 $4.09 $5.49 $5.99 $6.9 $7.89 $8.99 $0.09 | $11.99 .| $14.99

: { ] .
Tolai .. "' eerssesrenenssissesennens | 72,306 726 175 53 176 ARk:] 3,828 3,228 8,382 7.888 7,558 5690 | 10,345 9,453
Less thera hgh schooldlpo 13,101 153 38 16 78 53 1,818 1,875 2,889 1,806 1,281 820 1,186 897
Less 1han one yeat of hl.gh‘ hoo! 3,178 16 7 4 11 12 337 318 650 465 882 224 339 235
1:3 years of high school .. S 8,775 128 26 13 80 34 1,975 973 2,002 1,175 764 516 718 550
4 years of high achool, no dhloma 1,148 9 3 - 5 6 106 84 236 165 125 80 129 112
High schoo! graduats or more . 59,205 573 139 37 100 67 2,010 1,863 5,473 6,082 6,075 4,870 9,159 8.555
High achool graduates no ooUoge 27819 255 66 17 43 20 1.086 1,032 2,953 - 3,244 3,146 2,496 4,545 3,988
Soma coilege, no degteo 16,472 - 222 53 13 40 28 702 594 1,801 1.903 1,608 1,382 2,508 2,270
Aesoclate degree .. 8,296 48 15 5 3 5 101 110 354 481 6§35 479 979 1.077
Qosupational plogum 3,472 24 7 3 1 2 53 55 {75 271 204 258 . 512 609
Acsderrlc program . 2824 24 8 2 2 3 48 54 178 219 241 221 467 468
College graduates ... 8,619 A8 -] 2 8 7 121 110 365 ¥agp 586 513 1,131 1,220
, Bathelgrs degree .. 6,964 39 5 2 8 7 103 838 321 3682 502 442 985 1,030
Mastar's degree .. 1,206 8 1 » 14 20 37 52 85 61 122 153
Prafess'onal degree 207 2 - - >0 3 3 4 7 10 8 16 28
Doctoral degree ...........-- 132 - - - - - - 3 7 | 9 1 8| . 9
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Final Forecast for FY2001 Mid-Session Review 051900 0425 PM
Forecast Comparison

MSRO0T1B.XLS
2000 2001 2002 2003 2004 2005 2006 2007 2008 2009 2010 2000-05 2000-10

Real GDP {Fisher Chain, % chg) Avg Avg
MSR (Yr/Yr) Apr-00 4.8 3.2 3.1 3.0 2.9 29 2.9 29 2.8 2.8 2.8 3.31 3.10
FY2001 Budget (Yr/Yr) Nov-99 3.3 2.7 25 25 2.8 3.0 2.9 2.8 27 2.6 2.6 2.81 2.77
CBO (Yr/Yr) Jan-00 3.3 3.1 2.8 2.6 2.6 2.7 2.7 27 2.7 2.9 2.9 2.85 2.82
Blue Chip (Yr/Yr) Jun-00/Mar-00 4.8 3.3 2.8 2.8 3.3 3.3 3.2 3.1 3.1 3.1 3.1 3.38 3.26
MSR (Q4/Q4) Apr-00 3.9 3.2 31 2.9 2.9 2.8 2.9 29 2.8 2.8 2.8 3.13 3.00
FY2001 Budget (Q4/Q4) Nov-99 2.9 2.6 2.5 25 3.0 3.0 2.9 2.8 2.6 2.6 2.6 2.74 2.72
CBO (Q4/Q4) Jan-00 2.9 3.0 2.7 2.6 2.6 2.7 27 2.7 2.8 2.9 2.9 2.75 2.77
Blue Chip (Q4/Q4) Jun-00 4.0 3.2

GDP Price Index (chain price index, % chq)

MSR (Yr/Yr) Apr-00 1.9 2.0 2.0 2.0 2.0 2.0 2.0 2.0 20 2.0 2.0 1.98 1.99
FY2001 Budget (Yr/Yr) Nov-99 1.6 2.0 2.0 2.0 2.0 2.0 2.0 2.0 2.0 2.0 2.0 1.95 1.98
CBO (Yr/Yr) Jan-00 1.6 1.6 1.7 1.7 1.7 1.7 1.7 1.7 1.7 1.7 1.7 1.67 1.68
Blue Chip (Yr/Yr) Jun-00/Mar-00 2.1 2.1 2.0 2.1 21 2.0 2.0 2.1 2.1 21 21 2.07 2.07
MSR (Q4/Q4) Apr-00 2.0 2.0 2.0 2.0 2.0 2.0 2.0 2.0 2.0 2.0 2.0 2.01 2.00
FY2001 Budget (Q4/Q4) Nov-99 1.9 2.0 2.0 2.0 2.0 2.0 2.0 2.0 2.0 2.0 2.0 1.99 2.00
CBO (Q4/Q4) Jan-00 1.7 1.6 1.7 1.7 1.7 1.7 1.7 1.7 1.7 1.7 1.7 1.68 1.69
Blue Chip (Q4/Q4) Jun-Q0 2.3 2.1

Nominal GDP % change .
MSR (Yr/Yr) Apr-00 6.8 53 5.2 5.0 5.0 4.9 4.9 5.0 4.9 4.9 4.9 5.36 5.15

FY2001 Budget (Yr/Yr) Nov-99 49 4.9 4.6 4.6 4.9 5.1 5.0 4.9 4.8 47 4.7 4.81 4.81
CBO (Yr/Yr) Jan-00 5.0 4.8 4.5 4.3 4.3 4.4 4.4 44 45 46 4.6 4.55 4.53
Blue Chip (Yr/Yr) Jun-00/Mar-00 7.0 . 5.4 4.9 4.9 5.4 5.3 5.3 52 5.2 52 5.2 5.48 5.36
MSR (Q4/Q4) Apr-00 6.0 5.3 5.1 4.9 5.0 4.9 5.0 5.0 4.9 4.9 4.8 5.19 5.06
FY2001 Budget (Q4/Q4) Nov-99 4.8 4.6 4.6 4.5 5.0 5.1 4.9 4.9 4.7 47 4.7 4.79 4.78
CBO (Q4/Q4) Jan-00 4.6 4.7 4.4 4.3 4.3 44 4.4 4.4 45 46 4.6 4.45 4.47

Blue Chip (Q4/Q4) Jun-00 6.4 5.4



06/19/00
2000 2001 2002 2003 2004 2005 2006 2007 2008 2009 2010 2000-05 2000-10

CPI-U, % change Avg Avg
MSR (Yr/Yr) Apr-00 3.3 2.6 2.6 2.6 2.6 2.6 2.6 2.6 2.6 2.6 2.6 2.70 2.65
FY2001 Budget (Yr/Yr) Nov-99 2.6 2.4 2.6 2.6 2.6 2.6 26 2.6 2.6 2.6 2.6 2.57 2.59
CBO (Yr/Yr) Jan-00 25 24 2.5 25 2.5 2.5 25 2.5 25 25 2.5 2.48 2.49
Blue Chip (Yr/Yr) Jun-00/Mar-00 3.1 2.6 2.6 2.6 2.5 24 2.4 25 2.5 2.5 2.5 2.63 2.56
MSR (Q4/Q4) Apr-00 32 25 2.6 2.6 2.6 2.6 2.6 2.6 2.6 2.6 2.6 2.68 2.64
FY2001 Budget (Q4/Q4) Nov-99 2.3 2.5 2.6 2.6 2.6 2.6 2.6 26 2.6 2.6 2.6 2.54 2.57
CBO (Q4/Q4) Jan-00 23 2.5 2.5 2.5 2.5 2.5 2.5 2.5 2.5 25 2.5 2.47 2.48
Blue Chip (Q4/Q4) Jun-00 3.1 2.6

Wedge (CP! - PGDP)

MSR (Yr/Yr) Apr-00 1.3 0.6 0.6 0.6 0.6 0.6 0.6 0.6 0.6 0.6 0.6 0.70 0.65
FY2001 Budget (Yr/Yr) Nov-99 1.0 0.4 05 0.6 0.6 0.6 0.6 0.6 0.6 0.6 0.6 0.61 0.60
CBO (Yr/Yr) Jan-00 0.9 0.8 0.8 0.8 0.8 038 0.8 0.8 0.8 0.8 0.8 0.82 0.81
Blue Chip (Yr/¥r) Jun-00/Mar-00 1.0 0.5 0.6 0.5 0.4 0.4 0.4 0.4 0.4 0.4 0.4 0.57 0.49
MSR (Q4/Q4) Apr-00 1.2 0.5 0.6 0.6 0.6 0.6 0.6 0.6 0.6 0.6 0.6 0.66 0.63
FY2001 Budget (Q4/Q4) Nov-99 0.4 0.5 0.6 0.6 0.6 0.6 0.6 0.6 0.6 0.6 0.6 0.54 0.56
CBO (Q4/Q4) Jan-00 0.6 0.9 08 0.8 0.8 0.8 08 0.8 0.8 0.8 0.8 0.78 0.79
Blue Chip (Q4/Q4) Jun-00 0.8 0.5

Unemployment Rate (%)

MSR Apr-00 4.1 4.1 43 4.5 4.7 4.8 5.0 5.1 5.1 5.1 51 4.43 4.74
FY2001 Budget Nov-99 42 4.5 50 5.2 5.2 5.2 52 5.2 5.2 52 5.2 4.87 5.02
CcBO Jan-00 4.1 4.2 4.4 4.7 4.8 5.0 5.0 5.1 5.2 5.2 5.2 4,53 4.81
Blue Chip Jun-00/Mar-00 4.0 4.1 45 4.7 4.7 4.7 46 47 4.7 47 47 4.45 4.55

90-day Treasury Bill interest Rate (%)

MSR Apr-00 5.8 6.3 5.9 5.8 5.8 58 5.8 5.8 5.8 5.8 58 5.90 5.85
FY2001 Budget Nov-99 5.2 5.2 5.2 52 52 5.2 5.2 5.2 5.2 52 5.2 5.19 5.19
cBO Jan-00 5.4 5.6 5.3 4.9 4.8 48 4.8 48 4.8 4.8 48 5.13 4.98
Blue Chip Jun-00/Mar-00 6.1 6.3 55 5.4 54 5.2 5.2 5.2 5.2 5.2 5.2 5.65 5.45

10-year Treasury Note Interest Rate (%)

MSR Apr-00 6.3 6.3 6.3 6.3 6.3 6.3 6.3 6.3 6.3 6.3 6.3 6.30 6.30
FY2001 Budget Nov-99 6.1 6.1 6.1 6.1 6.1 6.1 6.1 6.1 6.1 6.1 6.1 6.10 6.10
cBO Jan-00 6.3 6.4 6.1 5.8 5.7 5.7 5.7 5.7 5.7 57 57 6.00 5.86

Blue Chip Jun-00/Mar-00 6.4 6.4 6.2 6.1 6.1 5.9 6.0 59 59 5.9 5.9 6.18 6.06



06/19/00
2000 2001 2002 2003 2004 2005 2006 2007 2008 2009 2010 2000-05 2000-10

Corporate profit Share (w/IVA & CCAdj) Avg Avg
MSR Apr-00 9.4 87 8.7 8.5 8.3 8.2 8.2 8.1 7.9 7.8 7.6 8.64 8.32
FY2001 Budget Nov-99 9.2 8.8 8.5 8.2 8.3 8.3 8.2 8.1 8.0 7.8 7.6 8.56 8.29
CBO Jan-00 9.3 9.2 9.0 8.8 8.6 85 8.4 8.3 8.2 8.1 8.0 8.90 8.58
Blue Chip Jun-00/Mar-00 9.8 9.6 9.5 9.4 9.6 9.6 9.7 9.7 9.7 9.8 9.8 9.60 9.66

Book profits before tax

MSR Apr-00 8.9 8.2 8.2 8.1 7.9 7.9 7.8 7.7 7.5 7.4 7.2 8.21 7.89
FY2001 Budget Nov-99 8.7 8.2 7.8 7.4 7.3 7.3 7.3 7.2 7.1 7.0 6.9 7.78 7.46
cBO Jan-00 8.6 8.2 7.8 7.6 7.4 7.3 7.3 7.3 7.2 7.2 7.1 7.82 7.55

Wage & Salary Disbursement Share

MSR Apr-00 48.2 484 48.2 48.1 48.0 47.9 47.8 47.8 47.8 47.8 47.7 48.12 47.96
FY2001 Budget Nov-99 48.6 48.7 48.6 48.5 483 48.1 48.1 479 47.8 47.6 47.5 48.48 48.16
CcBO Jan-00 48.8 48.8 48.9 48.9 48.9 48.9 48.9 48.8 48.8 48.8 48.8 48.87 48.85

Non-Wage Personal Income

MSR Apr-00 225 21.9 21.3 21.0 20.6 20.3 20.0 19.8 19.5 19.3 19.0 21.25 20.46
FY2001 Budget Nov-99 22.3 22.0 21.6 21.2 20.9 20.6 20.3 20.1 19.8 19.7 19.5 21.42 20.72
CBO Jan-00 226 22.3 219 215 21.2 20.9 20.6 204 20.1 19.8 19.6 21.73 20.99

[axable Income Share

MSR Apr-00 79.4 78.5 77.8 77.2 76.5 76.0 75.7 75.2 74.8 74.4 73.9 77.57 76.31
FY2001 Budget Nov-99 79.6 78.8 78.0 77.2 76.5 76.0 75.6 75.2 747 743 73.8 77.69 76.34

CBO Jan-00 80.0 79.3 78.6 78.0 77.5 771 76.8 76.5 76.1 75.8 755 78.42 77.38
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Table A-32. Distribution of wage and salary workers pald hourly rates, by

selected charactetistics, annual avereges 1999

(Numbera [n thousands) — Continued

i T‘;‘;,‘ Less | 426 $665 | $7.15
% . Chasacteristc r: uy | than $4.25 to $4.75 | $5.00 to or
? [t $4.29 $5.14 §7.14 nore
a8
]
FULL- A‘ND PART-THAE STATUS AND SEX
Full-ﬂnﬁ workere
 Tolaly 16 yaara and over .....caccreisnvernns | 54,831 4g4 22 432 13 954 3,359| 44,120
AON v eeusrren .| 30582 168 12 202 5 18 1,535 25,847
R R~ X 22 325 10| - 230 8 193}; 1.524| 18273
Partime vrorkers ‘b
Total, 16 yeara and over 17227 60 34| &84 12 soaf{-; T 617} 7,420
Men....... 5410 119 15 249 8 207} 579 1,921
RO B LK1V 431 19 405 8 3561 1,044] 5508
FAMILY RELATIONSHIP g
Husbands ........ 17,609 74 8 69 1 1 79 180 317 73| 15588 <5 ‘
WVES ... 16,996 28 4 191 [ 165 198 522 775\ 1,187| 12,785 1511
@ Women who malre/n familles .. 6495 118 4 77 3 63 93| 261 57 450| 9,535 955
Men wWho Mmaltalr tamiSs .. ..vecreeeverenseres 1,815 8 | 24 1 2f 20 4 56 1] 1448 D
‘Other persone in famlies: il Bl
MR eeenes A 8,642 17 19 247 6 206 250 783 051 858 4,489
o Wommen ... 7.204 220 17 275 5 246} 289 838 635 770} 2921
{“Atothermen? ... | sa07 91 6 93 3l 7 e7 209 262 a771 6,811
AJotherwomen 1 i) 6,638 188 4 94| >0 78fi 122 800 328 466] 4,504
i g .

{ The maljority of these parsone are living alone or with a non-relallve.
>0 value 100 smalilo dleplay.

NOTE: Dala exclude the Incorporated self employed. Delall {or the above
raos and Hispanic-orgin groups Wi not aum to totals becavse data for the
“other races* group &re nat presentad and Hisparics are freluded In both the
white and black population groufie. Also nole that the distindlon between full-

end part-time wotkers ls based on houte usually veotkad, These data witl not
sum to totals because (@l of part-ime slalus on the princhat job b8 ot
idantlflable far a emall rumber of multipte jobholdecs.

SOURCE: U.S. Depariment of Labor, Bureau ot Labor Statfsiics,
unpiblished tabulaitons ltom the Current Population Survey, 1999. :
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Majority of working 15- to 17-year olds earn
above minimum wage

EDESK-BLOT
»Job- related
homicides continue
to decline

» Summer youth
unemployment rate
Iowesg since 1969

¥ Majority of working
15- to 17-year olds
earn above minimum
wage

» On-the-job deaths
due to falls in 1999

»"Nature of job"
most frequent reason

for shift work

Of the working 15-, 16-, and 17-year olds in 1998, a majority earned in
excess of the minimum wage.

Percentage of working 15-17 year olds by wage, 1998
100

H Below minimum wage O At minimum wage O Above minimum wage

80
71 7

60 4

Percent

40

20 A . 14
0

15 year-olds

16 year-olds

17 year-olds

[Chart data—TXT]

In 1998, median earnings of 15- to 17-year-olds combined were $5.57
per hour. Earnings increased with age: 15-year-olds earned a median of
$5.38 per hour, 16-year-olds earned $5.52, and 17-year-olds earned
$5.65 per hour.

Even among 15-year-olds, 59 percent of young workers earned more
than the 1998 minimum wage of $5.15. A quarter earned less than the
minimum wage, as some occupations—including many food service
jobs—are exempt from the minimum wage or may pay a training wage
for a specified period. The proportion of employed youths that earned
more than the minimum wage increased to 71 percent of 16-year olds
and to three-quarters of those aged 17.

Data on how much youth earn are a product of the Current Population
Survey program. Additional information is available from Chapter 4 of
the Report on the Youth Labor Force.

The Bureau of Labor Statistics is an agency within the U.S. Department of
Labor.

Other Publications:
MLR Online | News Releases | Issues in Labor Statistics | CWC Online |
Handbook of Methods

Additional "The Editor's Desk” information:
About T.E.D | T.E.D. Archives | Feedback | Publications Home Page

Additional BLS information:
BLS Homepage | What's New | Help | Contacts | Search

8/30/2000 10:52 AM
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and the delegation of decision-making to the shop floor, such as off-line problem-solving teams

or self-directed work teams, indicates how line employees are performing functions that used to

be retained as management prerogativa E survey of manufacturing establishments found that the

percent of establishments having at least one employee involvement practice (defined as quality'
circles, job rotation, teams or TQM) rose from 65% in 1992 to 85% in 1997, and the use of mul-
tiple practices rose from 37% to 71%37 [A:s employees take on more responsibility, and are in-
volved in more complex production processes, a premium is placed on skills and cognitive abil-
ity] Ef hus, firms are involved in more extensive screening of prospective employees and con—
tinuing education and training of employeeé] Bnother means of improving the employees’ un- @
derstanding of the process, and thus how to solve problems and improve productivity, is the im-

plementation of job rotation]

Educh of this shift in decision-making authority to production workers began in the@

1980;} prertQ_the surge ofinvestmentin+1. En the 1980s, the high performance of Japanese @

manufacturing, and the import threat to the US, caused many firms to experiment with or adopt

“Japanese-like” practices. ; 1 Ve become espect s @ /E]

Y EF here are numerous forms of these in-

centive pay schemes—from production-based pay, profit-sharing, or stock option plans—~that

are being implemented to improve the motivation of the employees. A 1998-1999 compensation

"7 Osterman, ILRR Jan 2000, ppl186-7

Page 36



Table 6. ECONOMIC ASSUMPTIONS !

(Calendar years; dollar amounts in billions)

Actual Projections

1999 2000 2001 2002 2003 2004 2005 2006 2007 2008 2009 2010

Gross Domestic Product (GDP):

Levels, dollar amounts in billionas: .
Current dollars ... 9,256 9,886 10,407 10,946 11,494 12,065 12,660 13,283 13,942 14,624 15,335 16,079

Real, chained (1996) dollars ..............c.cccccoecvveiennnnn, ... 8,848 9272 9573 9873 10,166 10,461 10,760 11,068 11,389 11,712 12,040 12,377

Chained price index (1996 = 100), annual average ........................ 1046 106.6 108.7 1108 113.0 1153 1176 1200 1224 1248 1273 1299
Percent change, fourth quarter over fourth quarter:

Current dollars ........ccocooovieiiiiiiiee e 6.3 6.0 53 51 49 5.0 49 5.0 5.0 4.9 49 48

Real, chained (1996) dollars 46 3.9 32 3.1 29 29 2.8 29 29 2.8 28 2.8

Chained price index (1996 = 100) ........c.ccocovvivvivineiienee e 16 2.0 20 20 2.0 20 20 2.0 2.0 2.0 20 2.0
Percent change, year over year:

Current dollars ..........oocoooiiiiiicee e 517 6.8 53 52 5.0 5.0 49 49 5.0 49 49 49

Real, chained (1998) dollars ..........c.ccccocvvviveeiec i 42 48 3.2 3.1 3.0 29 29 29 29 2.8 2.8 2.8

Chained price index (1996 = 100) ............cooooooieiiiiiiir e 14 1.9 20 20 2.0 2.0 2.0 2.0 2.0 20 20 20

Incomes, billions of current dollars:

Corporate profita before tax ............ccoceivivivieniecc e 848 880 858 903 932 957 995 1,036 1,068 1,096 1,128 1,160

Wages and salaries 4,472 4,761 5,034 5,277 5529 5791 6,060 6,353 6,663 6,990 7,326 7,669

Other taxable iNCOME?2 ................ccooeiiiierireiee e e 2,100 2,222 2,274 2337 2409 2485 2,569 2,662 2,756 2,852 2952 3,055

Consumer Price Index (all urban): 8
Level (1982-84 = 100), annual average ......................
Percent change, fourth quarter over fourth quarter ...
Percent change, FeAr over Year .............cccoocvimvceiiinieenerreneninseesienes 2.2 3.3 2.6

166.7 1721 1765 181.0 1857 1906 1955 2006 2058 2112 2167 2223
26 3.2 2.5 2.6 2.6 26 26 2.6 2.6 2.6 26 26
2.6 26 2.6 26 2.6 26 26 2.6

2.6
-

Unemployment rate, civilian, percent:
Fourth quarter level 4.1 4.1 42 44 4.6 48 4.9 5.1 5.1 5.1 5.1 5.
5

ANNUAL AVEIBRE .....ccoiiiiiiiiaiiniiietenresteeeasraee e erraaess e eseetessentesesans 4.2 4.1 4.1 4.3 4.5 4.7 4.8 5.0 5.1 5.1 5.1

Federal pay raises, January, percent:
MILIBAIY 4 Lot et et 36 48 37 37 32 32 32 NA NA NA NA NA

3.6 4.8 3.7 317 3.2 32 3.2 NA NA NA NA NA

Civillan® e
Interest rates, percent:

91-day Treasury billa® ..................ooimiiieiiec e 4.7 58 6.2 5.9 58 5.8 58 5.8 58 5.8 58 58

10-year TreQBUry NMOLLBE .............ccocvivveenriiieeesnnieereaeerieate e sreesreeeenne 5.6 6.3 6.3 6.3 6.3 6.3 613 6.3 6.3 6.3 6.3 6.3

1 Based on information available as of late April 2000.

2Rent, interest, dividend and proprietor’s components of personal income.

3Seasonally adjusted CPI for all urban consumers.

4 Percentages apply to basic pay only; adjustments for housing and subsistence allowances will be determiried by the Secretary of Defense.

8 Overall average increase, including locality pay adjustments.
8 Average rate (bank discount basis) on new issues within period.

Source: page 13 of Budget of the United States Government: Mid-Session Review, Fiscal Year 2000,
ffice of Management and Budget
Washington, DC 20503

Available on the Web at:
www.access.gpo.gov/usbudget/fy2001/pdf/msr.pdf
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The Effects of Minimum Wages Throughout the Wage Distribution
David Neumark, Mark Schweitzer, and William Wascher

NBER Working Paper No. 7519

February 2000

JEL No. J18, 13, J23, D31

ABSTRACT

This paper provides evidence on a wide set of margins along which labor markets can adjust in
response to increases in the minimum wage, including wages, hours, employment, and ultimately labor
income, representing the central margins of adjustment that impact the economic well-being of workers
potentially affected by minimum wage increases. The evidence indicates that workers initially earning near
the minimum wage are adversely affected by minimum wage increases, while, not surprisingly, higher-wage
workers are little affected. Although wages of low-wage workers increase , their hours and employment
decline, and the combined effect of these changes 1s a decline in earned income.

We also delve into the political economy of minimum wages, attempting to understand the vigorous
support of labor unions for minimum wage increases. Using the same empirical framework, we find that
relatively low-wage union members gain at the expense of the lowest-wage nonunion workers when

minimum wages Increase.

David Neumark Mark Schweitzer

Department of Economics Federal Reserve Bank of Cleveland
Michigan State University P.O. Box 6387

East Lansing, MI 48824 Cleveland, OH 44101

and NBER

neumarkd@pilot.msu.edu

William Wascher

Board of Governors of the Federal Reserve System
20th and Constitution Streets, NW
Washington, DC 20551
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Value of The Federal Minimum Wage, 1938-2000

The table belowis a representation of the minimum wage over the last 43 years in 1997 dollars
adjusted for inflation using the CPI-U

The shaded blocks on the chart below represent years in which the Fair Labor Standards Act was
amended to raise the minimum wage.

The table below shows the actual minimum wage (Nominal Dollars) and the relative value of the
minimum wage (1998 Doliars). The bolded rows represent years in which the Fair Labor Standards
Act was amended to raise the minimum wage.

Value of the Minimum Wage Value of the Average Hourly Minimum Projection 1 [ Minimum Projection 2
$1 $1 $1.50 $1.50
Average Hourly Average Increase, | increase, | Increase, |Increase,
Minimum Wage, Minimum Wage, 2000 | Wage, Nominal |Hourly Wage,| Nominal 2000 Hominal 2000
Year Nominal Dollars Dollars Dollars 2000 Dollars | Dollars Dollars Dollarg Dollars

1964 1.25 6.91 2.36 13.04]
1965 1.25 6.80 2.46 13.38
1966 +1.25-.- --6.61 2.56 - 13.53
1967 1.40 7.18 2.68 13.75
1968 1.60 7.88 2.85 14.03
1969 1.60 7.47| 3.04 14.19]
1970 1.60 7.06 3.23 14.26
1971 1.60 6.77 3.45 14.59
1972 1.60 6.56 3.70 15.16]
1973 1.60 6.17 3.94 15.20]
1974 200 0 e 6.95 4.24 14.73]
1975 2.10 6.69) 4.53 14.42
1976 2.30 6.92 4.86 14.63
1977 2.30 6.50] 525 14.84
1978 2.65: 6.96) 5.69 14.95
1979 2.90 6.84 6.16 14.53
1980 3.10 6.44 6.66 13.85
1981 3.35 6.31 7.25 13.66
1982 3.35 5.95 7.68 13.63
1983 3.35 5.76] 8.02 13.79
1984 3.35 5.52 8.32 13.72
1985 3.35 5.33 8.57 13.64]
1986 3.35 5.24 8.76 13.69|
1987 3.35 5.05] 8.98 13.54
9.28 13.44
.35 X 9.66) 13.34]
1990 3.80 4.98 10.01 13.12
1991 4.25 5.35 10.32 12.98)
1992 4.25 5.19 10.57 12.91
1993 4.25 5.04f 10.83 12.84]
1994 4.25 491 11.12 12.85
1995 4.78] 11.43 12.85
----- 1996 519 11.82 12.90
1997 5.50 12.28 13.11
1998 5.41 12.78 13.43,

1999 5.30 13.24 13.61 515 5.30 5.15 5.30]

2000 13.68 13.68 5.65 5.65 5.90 5.90)

2001 6.15 5.99 6.65 6.48]

2002 6.15 5.84) 6.65 6.32

Source:
Bureau of r Statisti
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The Effects of Minimum Wages on Teenage Employment and
Enrollment: Evidence from Matched CPS Surveys

DAVID NEUMARK
Michigan State University; National Bureau of Economic Research (NBER)
WILLIAM WASCHER
Board of Governors of the Federal Reserve System

April 1995
NBER Working Paper No, W5092

Abstract:

The recent debate over minimum wages raises two questions. First, should policy makers no
longer believe that minimum wages entail negative consequences for teenagers? Second, should
economists discard the competitive labor market model? Our evidence for teenagers, using
matched CPS surveys, suggests that the answer to both of these questions is no. We find that
although increases in minimum wages have small net effects on overall teen employment rates,
such increases raise the probability that more-skilled teenagers leave school and displace
lower-skilled workers from their jobs. These findings are consistent with the predictions of a
competitive labor market model that recognizes skill differences among workers. In addition, we
find that the displaced lower-skilled workers are more likely to end up non-enrolled and
non-employed. Thus, despite the small net dissmployment effects for teenagers as a group, there
are significant enrollment and employment shifts associated with minimum wage changes that
should be of concern to policy makers.

JEL Classification: J3,J1
Working Paper Sertes
Abstract has been viewed | times.

Go to Download Document Button to download paper from the SSRN Electronic Paper
Collection
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H.R.3174

Employment Security Financing Act of 1999 (Introduced in the House)

SEC. 101. REPEAL OF SURTAX.

Section 3301 of the Internal Revenue Code of 1986 is amended to read as follows:

‘SEC. 3301. RATE OF TAX.

‘There is hereby imposed on every employer (as defined in section 3306(a)) for each calendar year
an excise tax, with respect to having individuals in his employ, equal to--

‘(1) 6.2 percent in the case of calendar years 1988 through 1999; or
‘(2) 6.0 percent in the case of calendar year 2000 and each calendar year thereafter;

of the total wages (as defined in section 3306(b)) paid by him during the calendar year with respect
to employment (as defined in section 3306(c)).

SEC. 102. CONFORMING AMENDMENTS TO SECTION 3304(a).

(a) LIMITATION ON USE OF FUNDS- Paragraph (4) of section 3304(a) of the Internal Revenue
Code of 1986 is amended to read as follows:

‘(4) all money withdrawn from the unemployment compensation benefit account of the
unemployment fund of the State shall be used solely in the payment of unemployment
compensation, exclusive of expenses of administration, and for refunds of sums erroneously
paid into such fund and refunds paid in accordance with the provisions of section 3305(b);
except that--

‘(A) an amount equal to the amount of employee payments into the unemployment
compensation benefit account of a State may be used in the payment of cash benefits to
individuals with respect to their disability, exclusive of expenses of administration;

‘(B) the amounts specified by section 903(c)(2) of the Social Security Act may, subject
to the conditions prescribed in such section, be used for expenses incurred by the State
for administration of its unemployment compensation law and public employment
offices;
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