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Preface

In his State of the Union Address in January 2014 President 
Obama called for an increase in the federal minimum wage 
from its current $7.25 an hour to $10.10 an hour. Only a year 
before, President Obama had called for the federal minimum 
wage to be increased to $9 an hour. Congress never acted on 
the first call, and, as of this writing, the Republicans in the Sen
ate blocked a vote on the current proposal. Calls for increases 
in the minimum wage are not new, and neither is opposition to 
it. But current calls come at a time when long-term unemploy
ment still persists, and there has been an increase in income 
inequality with those at the top getting richer and those at the 
bottom getting poorer. Over the years, as the minimum wage 
has failed to keep pace with inflation and its value has contin
ued to erode, the size of the middle class has only decreased. 
Beginning in September 2013, fast-food workers— the largest 
group of minimum wage workers— across the country went 
on a daylong strike for a $15 an hour minimum wage. They 
repeated this event a few months later. Then toward the end of 
2013 and into the beginning of 2014, several states across the 
country raised their minimum wages above the federal level, 
largely because of the failure of the federal government to act. 
And yet, with this burst of state legislative activity, a new trend 
was born: local governments began adopting their own. San 
Francisco raised its minimum wage to $10.55 an hour, which 
was the highest minimum wage in the country until recently
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XIV Preface

the state o f Vermont adopted a $15 an hour minimum wage. 
At the same time, there appears to be broad support for rais
ing the minimum wage in San Diego to $13.09 an hour over 
the next three years. Meanwhile, a measure was introduced in 
Switzerland to adopt a minimum wage of 22 Swiss Franc an 
hour, which is the equivalent of $22.88 an hour (in 2015 dol
lars), and which is also the highest minimum wage in all of 
Europe.

On one level, the momentum is clearly there to either adopt 
minimum wages or raise existing ones. But, as with any num
ber o f policy issues, the momentum has ebbed and flowed. 
The opposition to the minimum wage is no less now than it 
was when they were first adopted during the earlier part o f the 
twentieth century. Ironically, we know little more about the 
effects of the minimum wage than we did in the past. And yet, 
as any number o f policies in our policy toolbox have failed to 
assist the middle class, the ambiguity surrounding the mini
mum wage has perhaps translated into a greater willingness to 
at least experiment. At the same time, the protests for a $15 
an hour minimum by fast-food workers are reminiscent of the 
calls by Progressive reformers at the beginning o f the twenti
eth century for a minimum wage on the grounds that parasitic 
industries that were also sweatshops were paying beneath sub
sistence wages.

The minimum wage is a controversial topic in terms o f both 
economic theory and political battle lines. The standard text
book theory is clear: raising the minimum wage will lead to 
job loss. This flows from the assumption that a minimum wage 
prevents workers from accepting wages below the minimum. 
But the lower the wage demands o f workers, the more likely 
employers are to hire them. A minimum wage, then, creates 
a wage rigidity, thereby making workers less flexible in their 
demands. As a result, employers will hire fewer workers. More
over, forcing employers to pay higher wages will only raise their 
prices or eat into their profits, which in turn will force them 
to lay workers off and/or substitute technology for workers.
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Politically, battle lines have been drawn between free marke
teers arguing that minimum wages only reduce employment, 
efficiency, and personal freedom and those who argue that it 
needs to be increased because those who work should earn a 
wage that allows them to live in dignity and likewise support 
their families in dignity.

Theoretically, the minimum wage is a statement about 
how people behave in the market place, which similarly car
ries over to how they behave in the political arena as well. In 
the real world, however, we often find that individual and firm 
behavior do not always comport to theory. Additionally, what 
might appear to be rational behavior for firms at the micro 
level— minimizing costs, including labor costs— is not always 
rational at the macro level— that is, if all employers minimize 
their labor costs by paying as little as possible, then nobody 
will have the wherewithal to purchase goods and services. The 
English economist John Maynard Keynes popularized the idea 
of the Paradox of Thrift, which suggested that consumers have 
a propensity to save their money for a rainy day, which means 
that they will consume less. But if everybody does that, then 
there will be less consumption, thereby forcing an economic 
contraction, because it is consumption that ultimately drives 
the economy. The same lessons would appear to apply to the 
minimum wage. And yet, as simple as that may seem, the mini
mum wage has been anything but simple. Ironically, this can 
lead to the same unemployment that critics assert will happen 
if the minimum wage is raised.

This book is not an argument for or against the minimum 
wage. Rather, it is a reference book that seeks to present a 
balanced overview of the issue so that individuals can make 
informed decisions. All economics can do is say something 
about how people behave or will behave in response to certain 
stimuli. In that tradition, this volume seeks to do the same 
thing. This volume will look at the history o f the minimum 
wage, the concept and its development here in the United 
States and in other countries around the world. It will present
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the various controversies surrounding the minimum wage in 
both the economics literature and the political sphere. Readers 
will be exposed to key figures and institutions on both sides of 
the issue, and by the end they should understand that it is the 
complexity surrounding it that has made simple solutions to 
the issue elusive.
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1 Background and History

Introduction

A minimum wage is essentially a floor beneath which employ
ers may not pay below The current federal minimum wage 
of $7.25 an hour means that employers cannot hire workers 
for any amount below that wage. The reason why government 
would legislate such a wage is because workers, especially low- 
skilled workers, don’t have any monopoly power in the mar
ket place (Galbraith 1998). Because they are plentiful and, for 
all intents and purposes, interchangeable, their oversupply in 
the market place, according to laws of supply and demand, 
effectively drives down their wage rates. Employers have also 
possessed sufficient market power that would enable them to 
pay these workers as little as possible, even if it is not sufficient 
to support themselves. Therefore, a minimum wage effectively 
gives these workers a measure of market power they otherwise 
lack in the absence o f legislation.

A flywheel assembly line at the Ford Motor Company’s Highland Park, 
Michigan, plant in 1913. The use of a moving line reduced a car’s 
assembly time from 12 hours to 93 minutes. The world’s first automatic 
conveyor belt not only revolutionized the Industrial Age, but inspired 
Henry Ford to institute an unprecedented $5 per day minimum wage 
and an eight-hour day at a time when auto industry workers were making 
$2.34 for a nine-hour shift. Faster assemblage meant quicker availability, 
giving impetus to America’s car culture and an increasingly mobile 
society. Moreover, a $3 per day minimum enabled workers to move into 
the middle class and purchase goods like his cars. (Bettmann/Corbis)

3



4 The Minimum Wage

Reasons for a Minimum Wage

There are perhaps four basic reasons for a minimum wage. The 
first reason is that because workers are earning below subsistence 
level wages, a minimum wage might enable that person to sup
port himself or herself above the poverty line. Early arguments for 
a minimum wage during the late nineteenth and early twentieth 
centuries focused on the idea that workers should earn livable 
wages. These advocates specifically argued for minimum wages 
for women so that they could purchase necessary food and shel
ter. One such advocate was Emilie Hutchinson (1919), who ar
gued that a minimum wage for women was necessary so that they 
could live in dignity. But they also saw it as a first step toward the 
attainment of what was then considered a living wage. During the 
1870s, as the economy was undergoing its transformation toward 
a wage-labor economy, wage labor was often viewed as a mark of 
dependency and not a whole lot different from prostitution. By 
calling for a living wage, workers sought not only to give dignity 
to their work but also to achieve a measure of independence that 
could be distinguished from just another form of slavery.

Initially, labor leaders were opposed to a minimum wage for 
fear that it would undermine their efforts to organize workers 
and achieve better pay and working conditions through col
lective bargaining. The American working tradition was predi
cated on independent yeoman farmers— people who could be 
self-sufficient because they worked for themselves. Moreover, 
the idea o f working for oneself was part of the American repub
lican tradition that gave dignity to work. In the old order— the 
feudalistic world o f Europe that Americans separated them
selves from during the American Revolution— only the serfs 
worked. It wasn’t considered dignified for aristocrats to work, 
but the republican tradition in America was predicated on the 
assumption that it was dignified for everybody to work, regard
less o f socioeconomic class.

The Industrial Revolution, which shifted masses of workers 
into low-paying factory jobs paying below subsistence, very much
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undermined these republican assumptions. Organizing men 
into unions was intended to give male workers dignity in their 
jobs (Glickman 1997). Women, however, were barred from 
joining labor unions, so reformers pushed for minimum wages 
for women. At times, the living wage for women was couched 
as a family wage. This was based on the prevailing assumption 
of the time that womens primary place was in the home (Lehrer 
1987). Protective labor legislation played an important role in 
the process o f defining the position of working women in an 
industrial economy. Social reformers viewed protective labor 
legislation as but one means of limiting the initial exploitation 
and orientation o f women workers. At the same time, these laws 
also contributed to increasing productivity o f labor by making 
employers use labor more “effectively.” The language often used 
during this period in support for minimum wages for women 
was that of a “womens” wage, but it was intricately tied up 
with the concept o f a living wage that men would earn. It was 
the idea that a living wage was that men should earn enough 
to support their wives and families, and that if employers were 
forced to pay women a higher wage, they would then opt to 
hire their husbands so that the women could stay home with 
their children (Kessler-Harris 1988). Therefore, it was often 
argued that the cost o f womens low wages was not borne by 
women but by society as a whole. Many of those who argued 
for a minimum wage “often did so with a heartfelt preference 
for the idealized family wage and gendered welfare state” (Hart 
1994, p, 16).

Other minimum wage advocates argued for a minimum 
wage on the grounds that it would lead to greater efficiency and 
productivity. English economist Sidney Webb (1912) argued 
that people who are paid better are able to work harder because 
they have greater energy, due in large measure to their abil
ity to better sustain themselves. Moreover, the greater morale 
among employees deriving from higher wage rates also leads to 
greater loyalty to their employers. This was to be known as the 
“Webb effect” because a legal minimum wage would have the
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positive effect of increasing productivity. Webb also reasoned 
that employers would most appreciate the security a minimum 
wage would provide them against being undercut by dishonest 
or disloyal competition, and employees would be able to better 
maintain themselves, thus enabling them to be better workers. 
As a result of higher wages, productivity would increase natu
rally. Rather than eliminating competition for employment, 
it would transfer pressure from one element in the bargain 
(employers) to the other (employees). Moreover, the aggregate 
efficiency o f the nations industry would be promoted as the 
best available candidates are hired. A legal minimum wage, 
then, would positively increase the productivity o f the nations 
industry by ensuring that those who are left unemployed would 
be the least productive members of the workforce. Not only 
would employers be forced to look for the best workers so as 
to increase their overall productivity, but employees would also 
be forced to develop their skills so that they could be counted 
among the better class of workers.

In the United States, John Bates Clark (1913) was among 
the early economists to favor a legal minimum wage because, 
he argued, the absence o f one essentially triggered a process 
whereby employers chose from the ranks of the most necessitous 
men and women. Trade unions would, of course, go a long way 
toward removing this evil, but in the absence of unions, the law 
might remove it. Adding to this H. LaRue Brown (1913) noted 
that nothing would make for greater inefficiency than hunger, 
worry, and discontent. Employees able to maintain themselves 
would surely be better workers, and minimum wages, then, 
had to be seen as part of a great social advance.

Even in the business community, there were supporters of 
the minimum wage on the grounds that it would lead to greater 
productivity. On the pages of the American Economic Review, 
the leading journal of the economics profession, Edward Filene 
(1923) argued that one way of increasing efficiency was for 
employers to pay wages that would command higher-quality 
employees. A higher wage would be more cost-effective because 
employers would not have to spend as much time providing
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direction and correcting the errors o f those who were less well 
trained. Low wages simply resulted in employers having cheap 
standards, which only produced inefficient employees. These 
workers wouldn’t be productive because they wouldn’t earn 
enough to maintain themselves properly. Employers would 
not be able to get effective organization out o f those who were 
unintelligent, and they could not be intelligent if they did not 
have enough to live on properly. A legal minimum wage would 
then help employers as well as employees, by enabling them to 
compete on an even playing field with other employers, and 
preventing employers from paying employees insufficiently to 
be consumers o f their business. Moreover, employers would be 
more likely to take an interest in their employees by educating 
them to a level that would make them worth the wage. Ulti
mately, Filene reasoned that the state would assume the func
tion of providing education and training to future workers. 
To this extent, the minimum wage would serve to enhance 
public efficiency.

Advocates of a minimum wage didn’t simply appeal to the 
public’s sense of fairness for defining the public interest; they 
also relied on the burgeoning field of statistics to show that the 
absence of a minimum wage was harmful. They tried to show 
that substandard wages paid primarily to young girls were sim
ply inadequate. However, they didn’t only estimate how much 
money a girl needed to earn in order to maintain herself in body 
but in morals too. Charles Persons (1919), for instance, rea
soned that $7 per week represented the cost o f maintaining 
subsistence for an individual, even though the general consen
sus among experts by 1915 was that the wage needed for subsis
tence in an urban area was roughly $8 per week. But as many as 
75 percent of women were being paid below that level; indeed, 
50 percent were earning less than $6 per week (Baer 1978). 
The issue, however, was more than merely economic; there was 
a moral dimension as well. Emilie Hutchinson (1919) made 
the point that the low (absolute) level of women’s wages, which 
already were low relative to men’s, was o f particular concern 
because it affected a woman’s ability to live a “moral lifestyle.”
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“It decides the girls companionships, her amusements, her 
ability to gratify without danger her natural and reasonable 
tastes, her very capacity for resistance to temptation. Its physi
cal effects open the way to moral dangers” (p. 50).

The idea that the absence of a minimum wage led to moral 
debasement was not merely a rhetorical appeal. Women who 
could not support themselves were more likely to earn sub
sistence through prostitution, an activity not altogether illegal 
at the time (Glickman 1997). Therefore, the ability to dem
onstrate that regulation would protect the moral fabric of the 
community could conceivably be justified as emergency leg
islation, given that the legal standard for allowing the state to 
interfere with ones liberty of contract was the protection of the 
community’s “public health, welfare, and morals.”

The third reason for a minimum wage, which would gain 
attention during the depths of the Great Depression in the 
1930s, was that higher wages, especially at a point where wages 
were depressed, would afford workers greater purchasing power. 
This is generally referred to as the macroeconomic argument, 
which holds that insofar as a higher wage will offer low-wage 
workers more purchasing power, they in turn will be able to 
demand more goods and services. As they do this, business will 
produce more, and they in turn will hire more workers, which 
may have the inevitable result of naturally bidding up wages 
across the board.

It was this very type o f macroeconomic argument that 
informed policy in the initial years of the minimum wage pro
gram. Higher wages, it was reasoned, would result in less labor 
strife because there would be less reason for workers to engage 
in labor actions against their employers. Higher wages, then, 
would have a stabilizing effect, because workers would have 
more money to spend and the economy as a whole would pros
per. By creating a wage floor, there is a limit to how depressed 
wages become. By ensuring a minimum wage level, a minimum 
level of aggregate demand can also be assured. The minimum 
wage is then viewed as part and parcel of a movement to achieve
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a living wage so that the consumer base of the economy can 
not only be maintained but enlarged as well (Glickman 1997). 
But macroeconomic arguments also build on an institutional 
approach that assumes policy to be needed to ensure reasonably 
high wage rates. As wages are established by firms that possess 
market power, workers need institutions such as unions and 
statutory minimum wages to countervail the power of firms.

First Minimum W ages

The first country to pass a national minimum wage was New 
Zealand through its Industrial Conciliation and Arbitration 
Act of 1894. Two years later, Australia passed a form of mini
mum wage, although it wasn’t a universal law that applied to all 
workers. Rather in 1896, Victoria, Australia, amended the Fac
tories Act to create wage boards, which for years would become 
the model for European nations to enact national wage poli
cies. This law in particular set basic wages in six industries that 
were considered to pay low. Although first enacted as a four- 
year experiment, the wages board was renewed in 1900 and 
then made permanent in 1904, which then encompassed more 
than 150 industries. Also by 1902 wage boards had spread to 
New South Wales and Western Australia.

The first minimum wage law in the United States, however, 
was not adopted until 1912 in Massachusetts, and it applied 
only to women and children. A year later, eight states followed 
suit. Although the Fair Labor Standards Act (FLSA) of 1938 
would apply to men and women alike and fixed wages through 
legislative statute, the early laws applied only to women and 
were fixed either through wage boards or through commissions. 
The primary components of the first law, for instance, included 
a commission to administer the program and tripartite wage 
boards to make recommendations with regard to wage rates. 
Wage boards considered the subsistence needs o f women, par
ticularly in the sweated industries but also took into account 
the health o f the industries to which these laws would apply.
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In determining wage rates, these wage boards would typically 
weigh an employer s ability to pay higher wages against the 
needs o f women for subsistence wages (Nordlund 1997). Rec
ommendations were based on the principle o f maintaining an 
adequate cost of living, with general consideration given to the 
financial health of those industries and occupations involved. 
Enforcement was to be through “public opinion” as opposed to 
legal sanction. In other words, employers would be encouraged 
to pay higher wages by moral suasion. The public thinking ill 
of them— viewing them as parasites— would suffice to compel 
them to pay their workers a true livable wage. At the same time, 
there had to be reciprocal benefits to the employers, which, of 
course, implied greater productivity.

Wage boards, however, became the basis for effective mini
mum wages in Great Britain, which passed the Trade Boards 
Act in 1909. This law was intended to wipe out “sweating.” In 
sweating, manufacturers supplied materials to individuals who 
might work at home and small workshops, and then collected 
the finished goods. Workers were not paid wages per se but were 
paid by the pieces produced. The trade boards were actually 
intended to constitute the first steps toward either a universal 
minimum wage that would replace the wage boards or at least 
it was hoped that the trade board system would be expanded 
into most o f the economy (Waltman 2008, pp. 42-49).

The first federal minimum wage in the United States was 
enacted in 1918 specifically for the District o f Columbia, but 
it was to apply only to women under the model o f protective 
legislation for women. The model o f protective legislation for 
women followed the assumption that women needed special 
protection because of biological differences from men. Those 
differences meant that they were not entitled to the same lib
erty of contract as men were. Protective legislation for women 
rested on what were referred to as “essentialist” arguments, as 
they made reference to womens essentially different nature from 
men. But reformers drew on other arguments as well. They made 
the “pragmatic argument” that women were the lowest-paid
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workers and consequently they were in desperate circumstances. 
Because women weren’t unionized, a legislated minimum 
would thus be an appropriate response. Moreover, a minimum 
wage, reformers argued, would be in the public interest on the 
grounds that the public would benefit from the next generation 
being healthy and brought up well. Women, as the mothers of 
the next generation, were viewed as a social asset, and children 
being brought up by women who were weak, sick, or immoral 
would in fact be contrary to the public interest. Therefore, it 
would be a matter of the public interest to maintain the social 
practices o f the day that defined women as mothers, and to 
the extent that a minimum wage might serve to maintain this 
social convention, it too was to be deemed in the public inter
est (Figart, Mutari, and Power 2002).

The Supreme Court said as much when it upheld a maxi
mum hours law for women in the 1908 case o f Muller v. Oregon. 
Society had a compelling public interest in protecting a wom
ens maternal function, and thus her “liberty of contract” could 
be infringed upon. Biological differences essentially required 
protective legislation. And the various arguments by reform
ers, whether essentialist or public interest, were essentially 
building on this underlying theme. Women, in short, needed 
to be paid a higher wage because they were in a vulnerable 
position (pp. 74—79). In this vein reformers were simply offer
ing another variant of the efficiency argument. Still, the volun
tarism upon which liberty o f contract rested was considered a 
powerful argument during the time. Nobody was abandoning 
liberty o f contract in favor o f wage-setting institutions; only 
that some did not enjoy the same liberty of contract as oth
ers and, therefore, needed greater protection. In 1923, how
ever, the Supreme Court in Adkins v. Childrens Hospital (1923) 
reversed the Mueller decision and held that women were no 
longer entitled to special protection because the Nineteenth 
Amendment (giving them the right to vote) had eliminated 
the need for special protective legislation. Now that women 
too enjoyed the same liberty o f contract as men, the District of



12 The Minimum Wage

Columbia’s minimum wage was held to be an unconstitutional 
abridgement o f individual liberty of contract (Levin-Waldman 
2001, Chapter 3).

The precursor to the Fair Labor Standards Act, which would 
be passed in 1938, was actually the National Industrial Recov
ery Act (NIRA) and later the National Recovery Act (NRA), 
which contained codes that established minimum wages on an 
industry-by-industry basis. The NIRA, passed in early 1933, 
was designed to maintain price and market stability by adopt
ing industry codes that would safeguard against unfair com
petition. The codes contained provisions on wages, hours, 
working conditions, union membership, and collective bar
gaining. Essentially Congress delegated authority to the execu
tive branch, for a federal administrator to supervise the making 
of codes, which often was a collaborative venture with repre
sentatives from industry. And in many cases, the codes were 
written by trade associations. Section 3(a) of the act specifically 
authorized the president to approve codes o f “fair competition” 
after making certain prescribed findings (Kirkendall 1974). 
Section 7 dealt with issues of collective bargaining, maximum 
hours, and minimum wages. With this section it was established 
that as a matter of fair competition that (1) employees were to 
have the right to organize and bargain collectively with repre
sentatives of their choosing; (2) they were not to be coerced 
into joining a company union; and (3) their employers were 
to comply with maximum hours and minimum wages as they 
were approved and prescribed by the president (NIRA 1933). 
Once the president approved a code, it would have the force 
of law. Although maximum hours and minimum wages were 
to be prescribed, they were not uniform but would vary from 
industry to industry. The underlying purpose behind the NIRA 
was to prohibit those practices regarded as unfair by indus
try because they might have the effect of destroying the price 
structure without justification. The codes were also intended 
to prohibit the unfair practice of exploiting workers by cutting 
their wages and increasing their hours of labor.
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It didn’t take long, however, for this measure to be challenged 
in the courts. In Schechter Poultry Corp. v. United States (1934), 
the law was challenged on the grounds that the codes (1) vio
lated the separation of powers because Congress delegated its 
legislative authority to the president; (2) the codes weren’t in 
regulation of interstate commerce but intrastate commerce; 
and (3) the wage and hours provisions in Section 3 violated 
the Constitution’s Fifth Amendment’s due process clause. 
In the case of the code that applied to the poultry industry, 
the “Code of Fair Competition for the Live Poultry Industry 
of the Metropolitan Area in and about the City of New York,” 
approved by executive order, the code established maximum 
hours o f 40 hours a week and a minimum wage o f 50 cents 
an hour. Among the arguments made by the plaintiff, the 
A.L.A. Schechter Poultry Company, was that the minimum 
wage wasn’t restricted to women and children, as were mini
mum wage provisions of the past. Specifically, the NIRA threw 
overboard “old-fashioned” limitations and represented a sharp 
departure from the health and welfare standard that had been 
used in the past.

Speaking for the Court, Chief Justice Charles Evans Hughes 
made it clear that the code-making authority constituted an 
unconstitutional delegation o f legislative power, and for this 
reason alone the NIRA could not stand. From the point of 
view of wages and hours, those working in the poultry plants 
had no direct relationship to interstate commerce. And it was 
on this point that the Court appeared to raise the specter of 
a slippery slope. If the federal government could determine 
wages and hours of employees within a state because its com
merce might cross state boundary lines, what was to stop it 
from determining wages when there were no interstate com
merce issues involved?

Meanwhile, there were states willing to take the lead and 
pass their own minimum wages, even though it wasn’t clear the 
courts would maintain them. In New York State in 1933, the 
state legislature added Article 19 to the state’s labor law, which
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authorized the states labor commissioner to fix the wages of 
women. The act extended to all occupations in which women 
and children were gainfully employed, but did not include 
domestic help. The state of New York tried to claim that its 
law was different from the D .C. law struck down in the Adkins 
decision. In the case of Morehead Warden v. Tipaldo (1936), the 
Supreme Court took up the constitutionality of New Yorks 
minimum wage. New York attempted to argue that a state min
imum wage was a piece of emergency legislation for women 
and children (the emergency being the Great Depression) that 
had depressed wages. The Court, however, did not consider 
minimum wages in this instance to be a matter of emergency 
legislation. That is, the Court did not view the circumstances 
to be constitutive o f an emergency, where in the absence of 
this legislation, some severe economic consequences would 
result. Since the statute related only to wages of adult women 
and minors, as opposed to hours regulation that would affect 
employees safety, it could not be considered an emergency law. 
Also, men were just as susceptible to exploitation as women 
and the effect of this legislation would be to restrain women 
in their competition with men. Thus the Court affirmed the 
precedent in the Adkins case, and struck down the New York 
state minimum wage legislation.

A year later, however, the Supreme Court reversed itself in 
West Coast Hotel Co. u Parrish. This case involved a minimum 
wage statute in Washington State that had been on the books 
since 1913. Here the state o f Washington argued that mini
mum wages were necessary to preclude the possibility of wage 
disputes that would result in a disruption of normal business 
activity, hence presenting an inconvenience to all concerned. 
What was particularly interesting about this case was that the 
decision came within a month o f a plan by President Roosevelt 
to pack the Court. Frustrated with the Court s invalidation of 
early New Deal measures, Roosevelt introduced a bill to add 
a new justice to the Court for everyone who failed to retire 
upon attaining the age of 70 up to a maximum of 15 justices.
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Although the plan failed, the justices did understand that such 
a plan might not fail in the future and began to reassess some 
of their earlier positions. Now the Court asserted that liberty 
only implies the absence of arbitrary restraint— not immunity 
from “reasonable” regulation. Therefore, there was nothing in 
the minimum wage law that necessarily extended beyond the 
state s broad protective power. In fact, the Court made it clear, 
as it echoed Justice Oliver Wendell Holmes’s dissent in Adkins, 
that “this statute does not compel anybody to pay anything. 
It simply forbids employment at rates below those fixed as the 
minimum requirement of health and right living (West Coast 
Hotel 1936, pp. 396-397). This case was decided against the 
reality of the Great Depression where the problem was specifi
cally deflated prices and wages. As policy makers understood it, 
economic stability required measures intended to inflate both 
prices and wages (Nordlund 1997). Congress in 1935 passed 
the National Labor Relations Act, which was intended to bring 
about wage stability by encouraging collective bargaining as a 
way o f avoiding strife, but also by equalizing the power imbal
ance between labor and management. The Court in this case 
was also clear that workers unequal position in bargaining 
power and their helplessness as they are being denied a liv
ing wage not only threatens these workers health, but it also 
imposes a social cost on the community. Still, what is impor
tant in this case is that the path was now cleared, constitution
ally, for Congress to pass the nations first minimum wage law 
in its own right that would not be folded into a larger national 
recovery bill.

The Road to the Fair Labor Standards Act (FLSA)

The nations first federal minimum wage law was enacted in 
1938 in the Fair Labor Standards Act, but the road to this 
milestone was a difficult one. Considerable opposition came 
from Southern states, where wage rates were lower than in the 
North, and where antipathy to a federal law was a holdover to
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the carpetbagging days following the Civil War (Wright 1986). 
There were several reasons for why a federal minimum wage 
was needed and that the matter could not be left to the states. 
Aside from the argument that a national economy required a 
national standard, a major reason for a minimum wage was 
that it would spur economic development, particularly in the 
South, which, compared to the industrial North, was consid
ered backward. The South was especially considered to be ripe 
for economic development.

Southerners, however, opposed the minimum wage for 
several reasons. First and foremost, a national minimum 
wage was viewed as an intrusion on the Southern way o f life, 
which was traditionally agrarian, and also based on a sys
tem o f patronage. Second, as the South was new to indus
trial development, it was not ready to achieve national parity 
with the North. Third, it did not take into account the lower 
standards o f living and natural reasons for a lower standard 
of living. Fourth, it did not take into account freight dif
ferentials that actually put the South at a disadvantage. And 
fifth, it wouldn’t increase purchasing power; instead, it would 
increase unemployment through the closing o f firms that 
would not be able to pay their employees (Nordlund 1997, 
pp. 39-40).

Those in the North may have viewed the minimum wage as 
a basis for improving efficiency, but those in the South didn’t 
quite see the need to incur whatever costs would attend those 
efforts. It wasn’t just a question o f rehabilitating a region, but 
liberal politicians in the South especially wanted to uplift the 
region’s poorest people. In seeking to expand the activities of 
the national government, they sought to remove control of 
federal programs from local elites and concentrate that power 
in the hands of federal officials like themselves. From their 
perspective, the national government could become a major 
force in the South and ultimately overthrow the region’s tradi
tional political and economic arrangements. They were partly 
driven by a report titled Report on Economic Conditions o f the
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South (1938), which underscored how much the South lagged 
behind the rest o f the nation.

The bill that would become the nation s first minimum wage 
was introduced as the Connery-Black bill after its sponsors, 
Representative William Connery of Massachusetts and Senator 
Hugo Black of Alabama. The bill was reported out of the Senate 
Education and Labor committee and passed on its first vote in 
the Senate in July 1937. In the House, however, the bill was 
blocked by the Rules Committee, and there it sat until a com
promise could be reached, which would effectively increase the 
number of exemptions. In other words, the minimum wage 
that would be finally passed in 1938 was actually quite limited 
in terms of its coverage.

The first minimum wage went into effect in October 1938 
at a rate of 25 cents an hour. The original act provided that 
the statutory minimum would be raised to 30 cents an hour 
one year later. At the same time, it established a procedure for 
raising the minimum wage by stages to a level of 40 cents an 
hour within seven years, thereby obviating the need for legis
lative action for some time to come. Among the administra
tors responsibilities would be the appointment of an industry 
committee for each industry engaged in either commerce or 
goods production. Committees were to be composed of repre
sentatives from among employers, employees, and the general 
public, and they were to be responsible for making recommen
dations to the administrator for the highest possible minimum 
wage rate within an industry that would not adversely affect 
employment. At the same time, these recommendations were 
supposed to take into account the respective industry’s eco
nomic and competitive conditions. The act also provided for 
maximum hours and child labor. Instead of the Labor Board 
envisaged by the initial Connery-Black bill, the FLSA, as it was 
passed, simply established a framework for recommendations 
that would presumably be acted on by Congress at a later date.

The objective was to establish a minimum set o f standards 
that would ensure that producers in one region of the country
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would not have unfair competitive advantage over producers 
in another because they were either paying substandard wages 
or working their employees excessively long hours. There were, 
however, a number of exemptions from the law. For the most 
part, the only workers covered by the law were those engaged 
in goods production and interstate commerce. Excluded from 
coverage were those engaged in local retail sales, intrastate com
merce, transportation, and agriculture. Executive, administra
tive, and professional workers were also excluded, as it was 
assumed that (1) their wages were considerably more than the 
minimum and (2) the nature of their work was such that a 
time clock could not be imposed. Still, many of those whom 
we today associate with the lower, if not the lowest, end of 
the wage scale were simply not covered by the provisions of 
the FLSA. And those for whom the law did apply, they were 
more likely to be members of a trade union, in which case their 
wages would be higher than the statutory minimum anyway.

Within six months of its passage, Elmer Andrews, the wage 
and hours administrator, was proclaiming it a success insofar 
as it successfully became a permanent part o f the law of the 
land. At the same time, he was careful to note that its popu
larity perhaps derived from the modesty of the statute itself 
that better enabled business to adjust. Because of its limited 
scope, compliance was the rule, not the exception (Andrews 
1939). Studies, however, suggest that many, particularly in 
the South, simply evaded the law. There may well have been 
employment consequences that were simply ignored. Later 
studies, however, suggest that the law perhaps wasn’t quite as 
free of adverse effects. The hosiery and lumber industries, for 
instance, had among the highest levels of employment of any 
Southern industries covered by the act. Both these industries 
also paid low wages prior to the FLSAs implementation. Labor 
costs also comprised a high proportion of the total costs in 
both industries. The law clearly increased labor costs in those 
industries, and trend increases in employment began to reverse 
following implementation in 1938. According to a sample



Background and History

from the Bureau of Labor Statistics, Southern employment 
decreased 5.5 percent from 13,868 to 12,689. Meanwhile, 
employment in the North increased by 4.9 percent from 4,437 
to 4,657 over the same period. Employment effects probably 
would have been greater had it not been for the fact that many 
Southern firms continued to pay less than the minimum rate. 
Many individual firms simply chose to evade the law. In fact, 
a majority of firms avoided paying the minimum wage either 
by withdrawing from interstate commerce, which made them 
exempt, or by illegally paying below the minimum (Seltzer 
1997). Nevertheless, the law did create a major precedent for 
federal involvement in wage regulation, but the more impor
tant accomplishments were yet to come in the subsequent 
amendments.

Expansion of Minimum Wage in the United States

The initial law mandated that the minimum wage would in
crease from $.25 an hour in 1938 to $.40 an hour by 1945. 
Otherwise, each subsequent increase in the minimum wage was 
to require an act of Congress. The next congressional action 
was not to come until 1949, and was introduced in President 
Trumans State of the Union address. The goal was to bring 
the lowest paid workers up to a level that corresponded to the 
price and wage structure that evolved immediately after World 
War II (Nordlund 1997). This was to be done through amend
ments to the FLSA. Whatever was necessary as late as 1945 was 
no longer adequate in 1949. There were also several problems 
with the initial legislation that these amendments sought to ad
dress. First, there was no definition of working time for which 
an employer was obliged to account to his employees in mini
mum wage and overtime pay. Second, there wasn’t any for
mula or guidelines for calculating the “regular rate” on which 
an employee s weekly overtime pay would be based. Third, the 
initial law omitted any specific definition of many of the key 
terms used in coverage and exemption provisions. And finally,
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the law failed to include a direct prohibition on employment 
of “oppressive child labor” in those establishments subject to 
child-labor provisions.

Still, the 1949 amendments raised the minimum wage to 
75 cents an hour. Additionally, the administrator was to appoint 
a special industry committee to recommend either a minimum 
wage rate or a set of rates to be paid to those employees engaged 
in commerce or goods production for commerce in Puerto 
Rico and the Virgin Islands. The 1949 amendments also began 
the process of expanding coverage. Whereas all employees in 
retail sales were excluded from coverage, the FLSA was now 
amended to exclude only those employees in retail establish
ments in which more than 50 percent o f its annual sales vol
umes were in the states where they were located. Then again in 
1955, President Eisenhower in his State of the Union Address 
urged Congress to modify the FLSA again on the grounds 
that the economic growth during the preceding five years 
would support an expansion o f the minimum wage. Although 
opposition was as strong as it ever was, and for many o f the 
same reasons during the 1930s, the minimum wage was raised 
to $1 an hour. But the 1955 amendments also mandated a 
comprehensive evaluation program related to the FLSA, 
and it also established procedures to expedite a wage order 
program in the Virgin Islands and Puerto Rico (Nordlund 
1997, p. 88).

In 1961 the minimum wage was raised again to $1.25 an 
hour and coverage was expanded for an additional 7.6 mil
lion workers. In addition to increasing the minimum wage to 
$1.25 an hour, the 1961 amendments expanded the definition 
of covered industries. Retail and service establishments with 
gross sales in excess o f $1 million and who sold across state 
lines in excess o f $250,000 were now covered. Transportation 
workers in either urban or intraurban systems in which gross 
sales exceeded $1 million were to be covered by the minimum 
wage too. And so too were those who worked for gas stations, 
if gross sales exceeded $250,000. Despite these expansions,



Background and History

most retail and service workers— those whom today might 
be termed “low-skilled”— were still excluded from coverage 
{Statutes at Large 1961). The 1961 amendments did strengthen 
the back wage recovery process and required a variety of studies 
to determine the consequences of maintaining several exemp
tions to the law But it would be the amendments of 1966 
that would mark the biggest expansion o f the program since 
its initial passage in 1938.

The 1966 amendments would extend coverage to an esti
mated 9.1 million workers, o f whom more than half were 
estimated to be earning less. According to a majority report 
in Congress, the graduated increases were intended to rectify 
substandard living conditions “without substantially curtailing 
employment or earning power.” Moreover, the increases that 
were expected to increase the national wage bill by $800 mil
lion could be absorbed because the graduated increases were 
roughly equal to the productivity gains of prior years {Con
gressional Quarterly Almanac 1966, p. 825). The 1966 amend
ments would raise the minimum wage to $1.60 an hour over 
the next couple of years, where it would remain until increased 
again in 1974 to $2 an hour, $2.10 an hour in 1975, and $2.30 
an hour in 1976.

Over the course of these amendments, the American econ
omy had been growing, but by the 1970s the growth had 
slowed down. A turning point in the expansion of the mini
mum wage in the United States came in 1977. The major 
impetus for increasing the minimum wage had been high infla
tion that had significantly devalued the wage from its 1974 
level. Supporters were calling for an immediate 30 percent 
increase from the existing rate of $2.30 to $3. They also called 
for an automatic mechanism to be grounded into law that 
would keep the minimum wage at 60 percent of the average 
hourly manufacturing sector wage. The Carter administration, 
however, was only willing to propose an immediate increase 
to $2.50 an hour, with future minimum levels to be adjusted 
annually so that they would always remain equal to 50 percent
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of average manufacturing wages (Eccles 1977, p. 640). As with 
other bills, a compromise was reached that would increase the 
minimum wage through four steps to $3.10 an hour by 1981, 
but it would not be indexed to inflation. The amendments of 
1977 called for the minimum wage to increase to $3.35 an 
hour by 1981, and the minimum wage would not be raised 
again until 1989, thereby resulting in its serious stagnation.

Contraction of Minimum Wage in the United States

During the 1980s the political climate changed and became 
more conservative and market-oriented. As part o f the 1977 
amendments evaluation program, a Minimum Wage Study 
Commission (MWSC) was set up to review the minimum 
wage and assess its costs relative to its benefits. The M W SC 
report came out in 1981 and concluded that a 10 percent in
crease in the minimum wage would reduce teenage employ
ment by about 1 percent. Other estimates have placed the 
disemployment effect even higher. At the same time, the ef
fects were judged to be proportionately smaller among adults 
20 to 24 years old, and that adults on balance appeared to 
be better off under a wage floor. It was also during this time 
that the nature of the political debate over the minimum wage 
began to change. With the election o f Ronald Reagan to the 
presidency came a whole new outlook on the economy. For 
economists like Milton Friedman, the White House finally 
had an occupant who viewed government as the problem, 
rather than the solution to the nations economic and social 
problems. Summing up the goals o f economic policy, George 
Stigler argued that “the supreme goal o f the Western World is 
the development of the individual: the creation for the indi
vidual o f a maximum area o f personal freedom, and with this 
a corresponding area o f personal responsibility” (Stigler 1986, 
p. 93). As noble as policies intended to provide a safety net 
or reduce income inequalities might be (which would also in
clude the minimum wage), they were fundamentally at odds 
with the tenets of freedom.



Table 1.1 Percentage of Workers Earning at or Below Prevailing Federal 
Minimum Wage

Year Both Sexes Men Women

1979 13.4 7.7 20.2
1980 15.1 9.7 21.6
1981 15.1 9.6 21.3
1982 12.8 8.6 17.3
1983 12.2 8.4 16.4
1984 11.0 7.5 14.8
1985 9.9 6.9 13.2
1986 8.8 6.9 11.9
1987 7.9 5.4 10.5
1988 6.5 4.4 8.6
1989 5.1 3.5 6.7
1990 5.1 3.4 6.9*
1991 8.4 6.0 10.9*
1992 7.7 5.9 9.7
1993 6.7 5.1 8.4
1994 6.2 4.7 7.8
1995 5.3 3.9 6.8
1996 5.4 3.9 6.8
1997 6.7 5.1 8.3*
1998 6.2 4.7 7.7*
1999 4.6 3.4 5.9
2000 3.6 2.5 4.8
2001 3.0 2.0 3.9
2002 3.0 2.2 3.7
2003 2.9 2.0 3.8
2004 2.7 1.8 3.6
2005 2.5 1.7 3.3
2006 2.2 1.5 2.9
2007 2.3 1.4 3.1*
2008 3.0 1.9 3.9*
2009 4.9 3.9 5.9*
2010 6.0 4.5 7.3
2011 5.2 3.9 6.4
2012 4.7 3.4 6.0
2013 4.3 3.3 5.4

* Reflects changes in the minimum wage that took effect during those years. 
Source: Drawn from Table 10, U.S. Department of Labor, Bureau of Labor Statis
tics, “Characteristics of Minimum Wage Workers, 2013” Report 1048, BLS Re
ports (March 2014): www.bls.gov.
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Beginning in the 1980s several things actually happened. The 
number of minimum wage workers declined, poverty increased, 
and the value of the wage dropped considerably. Table 1.1 shows 
the declining percentage of those earning minimum wage.

Between 1979 and 2013 the number earning the mini
mum wage dropped by 67.9 percent for all minimum wage 
earners, 57.1 percent for men, and 73.3 percent for women. 
Despite these decreases, a greater percentage o f minimum 
wage workers have been women. It is interesting to note that 
in most years that the minimum wage increased, the number 
of minimum wage workers also increased, which would sug
gest that higher minimum wages serve to attract more workers 
into the labor market. But it should also be noted that these 
percentages only tell us about who is earning the statutory 
minimum wage. What might be more important is who is 
earning around the minimum wage, which would encompass 
a much larger segment o f the labor market. As this is but one 
of the controversies surrounding the definition o f the mini
mum wage population, more will be said about it in the next 
chapter. Still, the most important drop was in the value of 
the minimum wage, which fell below 40 percent. The mini
mum wage, which hovered around the poverty line through 
1979, began to decline sharply afterward. By 1989, it was only 
at 70.5 percent of the poverty line, and even following some 
increases during the 1990s, the minimum wage never reached 
above 80 percent o f the poverty line until the last few mini
mum wage increases during the 2000s. It is also important to 
note that earlier on in the history o f the minimum wage pro
gram, or at least since 1950, the minimum wage represented 
more than 50 percent of average hourly wages. But during the 
1980s its value fell precipitously so that by 2012 it represented 
less than 30 percent of average hourly wages. This can be seen 
in Table 1.2.

This all coincided with the emerging consensus following 
release of the MWSC s report. Opponents of the minimum wage 
now found data that they could use to their advantage. Because



Table 1.2 Comparison between Minimum and Average Annual

Year Minimum

Annual
Average

Wage

Minimum Wage as a 
Percentage of Annual 

Average Wage3

Minimum Wage 
as a Percentage 
of Poverty Line

1938b $.25 NA NA NA
1939b .30 NA NA NA
1940 .35 NA NA NA

1941 .35 NA NA NA
1942 .35 NA NA NA
1943 .35 NA NA NA
1944 .35 NA NA NA
1945 .40 NA NA NA
1946 .40 NA NA NA
1947 .40 $1.13 35.4 NA
1948 .40 NA NA NA
1949 .40 NA NA NA
1950b .75 1.33 56.4 NA

1951 .75 NA NA NA
1952 .75 NA NA NA
1953 .75 NA NA NA
1954 .75 NA NA NA
1955 .75 NA NA NA
1956b 1.00 1.80 55.6 NA
1957 1.00 NA NA NA
1958 1.00 NA NA NA
1959 1.00 NA NA 89.5
1960 1.00 NA NA 88.2
1961b 1.15 2.14 53.7 100.4
1962 1.15 NA NA 99.2
1963b 1.25 2.28 54.8 100.6
1964 1.25 2.36 53.0 105.1
1965 1.25 2.46 50.8 103.1
1966 1.25 2.56 48.8 100.5
1967b 1.40 2.68 52.2 109.4
1968b 1.60 2.85 56.1 105.0
1969 1.60 3.04 52.6 113.8
1970 1.60 3.23 49.6 107.4

1971 1.60 3.45 46.4 103.1
1972 1.60 3.70 43.2 99.7

(continued)



Table 1.2 (continued)

Year Minimum

Annual
Average

Wage

Minimum Wage as a 
Percentage of Annual 

Average Wage3

Minimum Wage 
as a Percentage 
of Poverty Line

1973 1.60 3.94 40.6 93.8
1974b 2.00 4.24 47.2 105.7
1975b 2.10 4.53 46.4 101.7
1976b 2.30 4.86 47.3 105.4
1977 2.30 5.25 43.8 99.1
1978b 2.65 5.69 46.6 106.0
1979b 2.90 6.16 47.1 104.3
1980b 3.10 6.66 46.5 98.2
1981b 3.35 7.25 46.2 96.1
1982 3.35 7.68 43.6 90.6
1983 3.35 8.02 41.8 87.8
1984 3.35 8.32 40.3 84.2
1985 3.35 8.57 39.1 81.3
1986 3.35 8.76 38.2 79.8
1987 3.35 8.98 37.3 76.9

1988 3.35 9.28 36.1 73.9
1989 3.35 9.66 34.7 70.5
1990b 3.80 10.01 38.0 75.9
1991b 4.25 10.32 41.2 81.4
1992 4.25 10.70 39.7 79.0
1993 4.25 10.96 38.8 76.7
1994 4.25 11.26 37.7 74.8

1995 4.25 11.60 36.6 72.7
1996b 4.70 11.81 39.8 78.9
1997b 5.15 12.17 42.3 83.7
1998 5.15 82.4
1999 5.15 80.6
2000 5.15 18.76 27.5 78.0
2001 5.15 19.27 26.7 75.8
2002 5.15 19.70 26.1 74.7
2003 5.15 20.33 25.3 73.0
2004 5.15 21.24 24.3 71.1
2005 5.15 21.89 23.5 68.8
2006 5.15 22.86 22.5 66.6
2007 5.85 23.95 24.4 73.6
2008 6.55 24.56 26.7 79.4
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Table 1.2 (continued)

Year Minimum

Annual
Average

Wage

Minimum Wage as a 
Percentage of Annual 

Average Wage3

Minimum Wage 
as a Percentage 
of Poverty Line

2009 7.25 24.77 29.3 88.2
2010 7.25 25.38 28.6 86.8
2011 7.25 26.06 27.8 84.2
2012 7.25 26.47 27.4 82.5
2013

a These percentages are author’s calculations based on the poverty rate for a 
family of three. The percentage for a single minimum wage earner would, of 
course, be higher and that for a family of four would always be lower. 
b Except for 1945, 1947, and 1996, the years selected are the years in which 
increases in the minimum wage took effect.
Source: U.S. Department of Labor, Employment Standards Administration; Bu
reau of Labor Statistics, “History of the Federal Minimum Wage Rates under the 
Fair Labor Standards Act—1938 through 1991,” Current Employment Statistics, 
Labstat Series Report, Series EEU00500006. U.S. Department of Commerce, Bu
reau of the Census, Historical Poverty Tables, Table 1, “Weighted Average Pov
erty Thresholds for Families of Specified Sized: 1959-1996,” http:/www.census 
.gov/hhes/poverty/histpov/hstpov1.html; U.S. Bureau of Census, Current Pop
ulation Survey, Annual Social and Economic Supplements, http://www.census 
.gov/hhes/www/poverty/histpov/; also OECD StatExtracts, http://stats.oecd.org/ 
lndex.aspx?DataSetCode=AV_AN_WAGE

the report noted that most minimum wage earners weren’t pri
mary wage earners, the image of the minimum wage as a lux
ury of teenagers was only reinforced. Meanwhile, economists 
championing the youth disemployment effect also found their 
voice, especially given the administrations support for it. A two- 
tiered wage system quickly became the political strategy for 
attacking the minimum wage. By allowing for a subminimum 
wage, it was reasoned that employers would opt for teenagers 
over their parents, which in time would only lead to the elimi
nation of the program.

If the minimum wage was primarily benefiting teenagers 
and not benefiting those working to support a family, what 
was the logic of the minimum wage at all? It was simply irrel
evant. At the same time, it was relevant because it did not bear
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on the poverty rate. First those who argued against increases in 
the minimum wage suggested that only teenagers would derive 
benefit from increases, with the implication that in a policy 
calculus in which one of the variables is poverty, this group 
simply wasn’t important. Or at least they weren’t important 
enough that countless numbers of businesses should incur ris
ing labor costs. Now the same group that wasn’t considered 
important before was becoming the reason for why the min
imum wage should not be increased. Raising the minimum 
wage now would hurt teenagers because they wouldn’t be able 
to find employment.

By 1989 the minimum wage had dropped to less than 
40 percent of average annual hourly earnings. But this episode 
actually began in 1987 when Senator Edward Kennedy o f Mas
sachusetts and Representative Augustus Hawkins o f California 
introduced legislation to increase the minimum wage to $4.65 
an hour by 1990. President Reagan had indicated that he 
might soften his opposition to the minimum wage hike if a 
provision for a youth subminimum wage was also included 
(Card and Krueger 1995, p. 318). Arguments against the min
imum centered on the more traditional academic arguments 
that the minimum wage had a disemployment effect on the 
teenage labor market. Because the administration was ideo
logically opposed to any type of government interference in 
the economy, it became all too easy to latch onto a group of 
studies that would buttress its position. Meanwhile, the case 
for the minimum wage became increasingly mired in poverty 
arguments: the minimum wage had to be increased because it 
would provide assistance to the working poor.

By the time the new Bush administration took office in 
1989, it was willing to lend its support to an increase because 
growth in the economy would allow for it, but it wanted a 
short-term subminimum, which would be referred to as a 
“training wage.” And yet, it was not prepared to fully support 
the Democratic proposal, H.R. 2, which would have raised 
the minimum wage from $3.35 to $4.55 in three stages and
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included a two-month training wage only for those who never 
held a job before. Rather, when both houses passed H.R. 2, 
President Bush, in an effort to demonstrate that he could not 
be pushed around, vetoed it. Nevertheless, a compromise bill 
was introduced, which in the end was signed into law, and 
raised the minimum wage from $3.35 to $4.25 in two stages 
and included a training wage equal to 85 percent o f the mini
mum for those aged 16 to 19.

The early part of the 1990s certainly held the prospect of 
being radically different from the preceding decade. With the 
election o f Bill Clinton as president in 1992, after 12 years of 
Republican reign in the White House, the prevailing politi
cal mood was one o f change. Clinton had campaigned on a 
platform of improving the economy and putting people first. 
The administration did not immediately address the minimum 
wage, but Labor Secretary Robert Reich was clear that rais
ing the wage was central to assisting those at the lower end of 
the wage scale. Meanwhile, during the first term of the admin
istration, the earned income tax credit (EITC), a refundable 
credit that would benefit the working poor, was successfully 
expanded. For those earning the minimum wage, which was 
then $4.25, the credit would effectively raise ones wage to $6. 
Still, the credit was not considered to be enough; the adminis
tration was also working on welfare reform, with the intent of 
moving people off the welfare rolls and into the labor market 
within two years. Therefore, in order for work to be considered 
a viable option for the typical welfare mother, even assuming 
the EITC, the minimum wage would need to be raised. By 
1994, however, the political climate had changed dramatically. 
Both houses of Congress had changed hands in the midterm 
elections and were now controlled by Republicans, who saw 
no reason to raise the minimum wage. The sentiment among 
many in the Republican Party was that workers not worth 
$4.25 an hour should be paid less (Reich 1997, p. 232). The 
public, however, did not share this viewpoint. Although the 
public firmly believed that welfare recipients should work, it



The Minimum Wage

also believed that those who worked should be paid a living 
wage. Now the issue was one o f simple fairness. Corporate 
executives were getting richer. Many in the middle class were 
experiencing the pains o f downsizing.

In 1996, Congress passed draconian cuts in welfare, which 
only dramatized the inequity o f maintaining the minimum 
wage where it was, for how could the nation now demand that 
people go to work at wages below subsistence? In the end Con
gress voted to amend the FLSA again in 1996, but only because 
the legislation included tax relief and other benefits to small 
business. The 1996 amendments to FLSA called for a 90-cent- 
an-hour increase to be phased in in two steps. The first phase- 
in was to take place during the fall o f 1996, with the second 
phase-in taking place a year later. As a result, the minimum 
wage was increased to $5.15 an hour in 1997.

During the 2000s the value o f the minimum wage declined 
again. The political composition o f Congress made it unlikely 
that the minimum wage would be increased during the early 
part o f the George W. Bush administration. It was during the 
midterm elections o f 2006, when the Democrats took control 
o f the House o f Representatives, that there was a new political 
momentum to raise the minimum wage from $5.15 an hour 
to its current rate o f $7.25. As part o f its effort to pass a swath 
o f legislation during the first 100 days o f the new Congress, a 
minimum wage increase was passed in January 2007 and would 
be increased in increments, first to $5.85 in 2007, then $6.55 
in 2008, and finally to $7.25 in 2009. But the value o f the 
minimum wage was still declining. In 2013, during his State 
o f the Union Address, President Obama called for a minimum 
wage increase to $9 an hour, but the Republican-controlled 
House o f Representatives refused to take action on the mea
sure. Then again in 2014 in his State o f the Union Address, 
President Obama called for an increase in the minimum wage 
to $10.10 an hour. Again, the Republican-controlled House of 
Representatives refused to take action and Republicans— even 
in the Democrat-controlled Senate— were able to block a vote
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on the minimum wage. Meanwhile, in an effort to set the tone, 
and perhaps circumvent Congress through Executive Orders, 
President Obama issued an executive order that would require 
all companies doing business with the federal government to 
pay their workers a minimum of $10.10 an hour or risk losing 
their federal contracts. But this measure was more symbolic 
than real, and its reach was still limited to those with federal 
contracts. It would not affect employers without federal con
tracts. To expand coverage to everybody else would still require 
an act of Congress.

Minimum W ages in Europe

The minimum wage in the United States is by statute. In Eu
ropean countries where there are minimum wages, they often 
function differently. In some countries there are statutes, and 
in others there are wage boards that set different rates for dif
ferent industries. In France, labor market institutions have 
been in stark contrast to the United States. France has been 
characterized by high minimum wages and strong employment 
protective legislation. Wage rates in France tend to be set in a 
more centralized fashion. In the aftermath of Wo rid War II, the 
first national legal minimum hourly wage was introduced— the 
Minimum Interbranch Guaranteed Wage (SMIG), which was 
also indexed to inflation. Conceived of as a “fair wage,” it was 
thought that it would balance the relationship between wage 
earner and employer in the face o f disequilibria that would 
tend to favor employers. This was later transformed in 1970 
into the SM IC— the interprofessional, indexed-linked growth 
minimum wage— and was automatically indexed to both infla
tion and particularly to real growth (Caroli and Gautie 2008). 
Although France has been characterized by higher rates o f un
employment, it also had much reduced incidence of low-wage 
work. Low-wage work in France is not necessarily the same as 
poverty. In the United States, however, it tends to be associ
ated with poverty. The minimum wage in France has played
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a key role in compressing the distribution of wages at the bot
tom. One of the key explanations for the small number o f low- 
wage workers in France is the existence of the minimum wage. 
Another consequence o f the high minimum wage has been a 
deficit in the number of low-skilled, potentially labor-intensive 
activities (Caroli, Gautie, and Askenazy 2008).

Denmark also presents an interesting contrast, as it tends to 
be characterized by what is referred to as the “Danish model,” 
which is composed o f agreements between employers and trade 
unions. These agreements are much more important as a regu
latory mechanism than legislation and government interven
tions. One o f the features of the Danish labor market is that the 
wage distribution in Denmark is much more compressed than 
in the United States. This means that there isn’t quite the same 
gap between the top and the bottom. Denmark has a thor
oughly organized labor market, and labor market issues have 
historically been settled in centralized negotiations between 
employers and employee representatives without government 
interference. As a consequence of the Danish model, Denmark 
does not have a minimum wage law as do other countries. 
Employers, however, did respond to union pressure at general 
wage bargaining in 1977 and agreed on minimum tariffs con
cerning all employees and members o f the Danish Employees 
Federation. For the trade unions, the introduction of a mini
mum tariff was seen as a victorious step in the ongoing struggle 
to raise the wages o f low-wage workers, concentrated among 
women and low-skilled men. The new wage policy was called 
the “solidarity wage policy.” And yet, despite unionism as the 
primary form of wage policy in Denmark, Danish workers 
still aren’t as well protected as they are in the rest of Europe. 
In some cases, they are as unprotected as they are in the United 
States (Westergaard-Nielson 2008).

The Netherlands, on the other hand, actually parallels the 
British model o f wage councils. The debate over low pay and 
employment dates back to the aftermath of World War II. For 
a majority of workers under the 1950 Worker Council Act,
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workers were entitled to representation in joint work councils 
in the firm, initially chaired by employees. Prior to 1980, low 
pay was an integral part of general wage formation. After the 
war until the early 1960s, all outcomes of collective wage nego
tiation had to be officially approved by government-appointed 
officials. In 1964, social partners— a variety of different actors 
in business, labor, and government— agreed between them on 
an economy-wide minimum wage. Consequently, low pay, 
which was identified as the minimum wage, came to be treated 
separately from wages in general following 1964. And yet, the 
evolution of both wages and social insurance changed dra
matically during and after the deep recession and the second 
oil crisis of 1980, thus beginning a period o f prolonged wage 
restraint and welfare reform. From the 1980s on, negotiated 
real wage growth was moderated (Salverda, van Klauveren, and 
van der Meer 2008).

Sweden too, influenced by the Rehn-Meidner model, has 
long had what might be described as an active labor policy. In 
the aftermath o f World War I, a strong emphasis was placed 
on work, and cash advances and support were discouraged. 
Unemployed workers were expected to either obtain a job on 
the open labor market through employment agencies or accept 
a poorly paid public works job. A continuing theme of labor 
market policy was that the labor market should come to work 
better. Labor market policy was a key issue of the Labor Move
ment s committee Program for the Post-War Period, published 
shortly before the end o f World War II. Although the three 
main components o f active labor policy were full employment, 
a fair income distribution and higher standard o f living, and 
higher efficiency and greater democracy in the economy, the 
later component of “solidaristic wage policy” is ultimately what 
became the most important from the vantage point of wage 
policy (Wadensjo 2001). On one level, solidaristic wage policy 
implied equal pay for equal work regardless of the profitabil
ity o f the companies, but on another the aim was to establish 
fair wage differentials rather than general wage equalization.
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As much as wage differences between earners were to be 
expected, it was also believed that those differences should 
reflect objective differences in the working environment, 
responsibility, experience, and education, not short-run profits 
or labor conditions. For Rehn and Meidner, solidaristic wage 
policy would encourage economic growth, mainly through 
structural change and alleviating inflationary wage-wage races. 
As Lennart Erixson (2001) explains: “By solidaristic wage 
policy, a pull mechanism is replaced by a push mechanism, 
or better, a rationing mechanism, in labour markets. Labor 
mobility is maintained by the threatened unemployment in 
unprofitable sectors but also by greater number of vacancies in 
profitable sectors” (p. 19).

In Britain where there is no official equivalent o f the U.S. 
poverty threshold, there is what is now called the living wage, 
which essentially functions as a minimum wage. Nevertheless, 
the aim of the living wage is similar to that of the United States: 
to increase the wages o f poorly paid workers. Living wages, 
then, are seen as part of a wider concern in the labor movement 
with tackling poverty (Grover 2005). Between 1979 and 1997, 
under a Conservative government, the United Kingdom expe
rienced rising levels o f income disparities and poverty, and also 
a growing percentage of low-paid workers. By 2005, an esti
mated 22.1 percent of workers in the United Kingdom were 
categorized as “low pay.” Low pay in the United Kingdom was 
also associated with female employment, part-time work, and 
low-skilled occupations. And compared to continental Europe, 
the United Kingdom never had a highly regulated labor mar
ket. A rapid increase in earnings inequality and a sharp increase 
in the number o f households during the 1980s and early 1990s 
led to a substantial increase in household poverty (Mason, 
Mayhew, and Osborne 2008). Historically, trade unions pro
vided significant protection for many workers at the low end 
o f the labor market. Union membership peaked at 53 percent 
in 1979, but that peak was followed by a sustained decline, 
precipitated initially by the severe recession at the end o f the
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1970s through the beginning of the 1980s. Union density now 
stands at 29 percent. In 1989 when density was 53 percent, 
about 78 percent of the workforce was covered by collective 
agreements. Now with 29 percent density, only 36 percent 
of the workforce is covered by collective agreements. In the 
vast majority o f firms, there is no negotiation or consultation 
regarding pay and working conditions, including unionized 
workplaces. In contrast to other Western European countries, 
there never was a single, all-encompassing system of industrial 
relations in the United Kingdom. Under the Thatcher govern
ment new laws were introduced, which not only reduced the 
scope of unions to act but also essentially created an environ
ment whereby employers were able to withdraw recognition of 
trade unions. Until 1999, the United Kingdom didn’t have a 
national minimum wage, but there were other forms of low- 
wage protection— through a broad system of wage councils 
(Mason, Mayhew, Osborne, and Stevens 2008).

In 1999, the British Parliament finally passed the National 
Minimum Wage (NMW), which effectively supplanted the 
Trade Boards Act of 1909 that would attempt to establish 
minimum wages on an industry/occupational basis. Now there 
would be a uniform minimum wage covering the entire coun
try. A key feature of this act was the establishment of the Low 
Pay Commission (LPC), which would be an independent body 
that would report on the state of the low-wage labor market 
and make periodic recommendations for wage increases. The 
LPC effectively removed the issue o f the minimum wage from 
the political will of Parliament. By creating the commission, 
the Parliament would be forced to publicly respond to the 
LPC, which also ensured that the minimum wage could not 
be kept off the political agenda at times the Parliament might 
be dominated by those who weren’t as friendly to the mini
mum wage. Not only did the NM W  raise wages, but it did so 
with no negative effects (Waltman 2008). It certainly raised 
the wages of the less well-off, although their income gains were 
modest, but the result was that more people in Britain had more
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discretionary income as a result. And because of wage com
pression engendered by the NMW, there was a slight reduction 
in income inequality. At the same time, studies of the NM W  
have repeatedly failed to turn up evidence o f disemployment 
effects. On the contrary, employment levels actually rose fol
lowing the introduction of the minimum wage. Moreover, 
objective observers even attributed recent increases in unem
ployment to increased supply factors rather than increases in 
the minimum wage.

In Australia, the concept of a living wage is actually an inte
gral element in a national system of wage determination. At 
the center of Australia’s unique wage-setting institutions are 
quasi-judicial tribunals that were established around the turn 
of the century to manage and resolve industrial disputes. The 
idea of a living wage was a founding concept in the Australian 
industrial arbitration system. The Australian Council of Trade 
Unions (ACTU) launched its living wage campaign in 1996 as 
a claim before the Australian Industrial Relations Commission 
to vary awards. With the living wage campaign, the ACTU 
was attempting to mount a counteroffensive against the newly 
elected government that was committed to breaking union 
power and deregulating the labor market. The living wage has, 
in short, been about preventing the collapse of hourly wage 
rates in an economy plagued by chronic unemployment and 
underemployment (Buchanan, Watson, and Meagher 2004).

And in New Zealand, the living wage has been about achiev
ing fair labor standards. In New Zealand’s labor market, wage 
determination occurred principally through centralized bar
gaining systems until the mid-1980s. “Fair wages” were ini
tially defined with reference to prevailing wage rates, but over 
time they became conflated with appropriate living standards. 
For nearly a century, the Industrial Conciliation and Arbitra
tion Act o f 1894 had established a basic framework for indus
trial relations. As part o f a 1925 statement of the Arbitration 
Council, the living wage was considered to be a minimum rate 
earned by a man that would be sufficient to maintain himself,
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his wife, and two dependent children. Until 1984, the labor 
market had been governed by the full-income concept— a social 
wage— that included all nonwage benefits paid by employers, 
as well as contributions from government revenue to wage 
earners or the entire population. But between 1984 and 1990, 
the Labour Party, which was always closely linked to the trade 
union movement, began a process of dismantling market regu
lations. In 1991, the national government enacted the Employ
ment Contracts Act (ECA), which didn’t even mention trade 
unions; rather, they were subsumed under bargaining agents, 
thereby weakening their ability to recruit and represent work
ers. Given this climate, the living wage in New Zealand, as 
is the case in Britain, has been about improving the national 
minimum wage, which always fluctuated widely in its ratio to 
average wages (Hyman 2004).

Germany, by contrast, has been one o f seven among the 
28 European Union countries not to have a national min
imum wage. Rather, it has relied on trade unions and busi
ness groups to fix wage rates. In this regard, it has followed 
the more corporatist model found in countries like Sweden. 
In corporatist arrangements, wages are usually set as part of 
agreements reached by big business, organized labor, and gov
ernment. Germany, however, is moving in the direction of a 
national minimum wage. In April 2014, German chancellor 
Angela Merkel approved the country’s first minimum wage of 
8.50 euros, the equivalent o f $11.75 an hour, to begin in 2015. 
The German parliament is set to take up the issue during the 
summer of 2014. Still, the wage will not cover minors, interns, 
trainees, or the long-term unemployed during their first six 
months at work. Also, those employers using temporary and 
seasonal workers will have six months to phase in the new law.

The Current Context

The minimum wage is currently still at $7.25 an hour and 
calls for its increase come amid two trends. The first is that the



The Minimum Wage

minimum wage has declined in value and represents a much 
lower proportion o f the federal poverty line than it once did. 
And the second is that income inequality, especially wage in
equality, has been increasing in the United States, particularly 
since the 1980s. President Obamas call for a $10.10 minimum 
wage has specifically been against the backdrop of rising in
equality. A minimum wage, in and o f itself, would not elimi
nate inequality, but it would certainly reduce the gap between 
the top and the bottom. But the call for an increase in the 
minimum wage also comes within the context of more states, 
and even localities, enacting new minimum wages. Vermont 
has the highest minimum wage law in the country at $15 an 
hour, and San Francisco and San Diego have raised their city
wide minimum wages. In New York, many localities are seek
ing permission from the state legislature to enact their own 
minimum wage according to the respective living standards of 
the community. More localities are beginning to see more local 
governments take the lead on the minimum wage. In New York 
State, several localities have petitioned the state legislature for 
permission to enact minimum wages that would be appropri
ate for their respective communities. New York City’s mayor, 
Bill de Blasio, similarly intends to seek Albany’s permission to 
create a citywide minimum wage for New York City.

Currently, 29 states have minimum wages that are higher than 
the federal minimum. Vermont recendy passed legislation to 
raise its minimum wage to $10.50 an hour by 2018. Washington 
State has a minimum wage of $9.32 an hour, but Seattle has 
the highest minimum wage of $15. San Francisco has had its 
own minimum wage for several years now. As of January 1, San 
Francisco has one of the highest minimum wages at $10.55 
an hour. Moreover, there is broad support in favor of raising it 
to $15 an hour, and labor activists are poised to put it on the 
ballot for voters to decide the issue. In San Diego, Mayor Todd 
Gloria proposed a ballot initiative that would raise the mini
mum wage to $13.09 over three years, with the argument that 
the entire local economy will benefit. That states and localities
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are taking the lead on this issue only highlights the reality of 
the federal minimum wage failing to keep pace with inflation.

Rising inequality has become a permanent phenomenon in 
the worlds industrial countries. Between 1947 and 1973, the 
incomes o f families in the bottom fifth of the income distribu
tion in the United States grew more rapidly than the income of 
families in any of the other countries. Meanwhile, the incomes 
of families in the top fifth of the distribution grew more slowly 
than the incomes of families in other quintiles. After 1973, 
however, that changed. Low-income families in the United 
States experienced a steady decline in real income from the 
late 1970s through the middle of the 1990s. And it was only 
because of economic growth that accelerated during the course 
of the 1990s that the decline in their incomes came to an end. 
Those countries with the greatest increases in income inequality 
also had the most decentralized labor markets, whereas those 
countries with centralized wage-setting institutions tended to 
have less income inequality (Pontusson 2005).

Peter Gottschalk (1997) suggests that income inequality 
increases when the growth o f income is greater among those 
at the top than among those at the bottom, even though bot
tom incomes have improved in absolute terms. While mean 
wages grew rapidly during the 1950s and 1960s, the disper
sion around the growing mean changed very little. But as 
mean wages grew slowly during the 1970s through the 1990s, 
inequality rapidly increased. So long as those at the bottom of 
the income distribution gained along with everyone else from 
secular growth in the mean, it was a foregone conclusion that 
poverty rates would be kept down. Indeed, income growth 
of those at the top was greater than the growth o f those at 
the bottom. Between 1976 and 2008, the percentage increase 
in income among the 10th percentile was 316.7 percent 
compared to 360.4 percent among the 50th percentile and 
431 percent among the 90 percentile. Among the bottom quin
tile, average incomes increased by 326.7 percent compared to 
480.2 percent among the top quintile.
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Between 1989 and 1999, the average family’s income 
increased by 3.9 percent. Meanwhile, the income o f those 
families in the top 5 percent increased by 11.6 percent. More 
unequal than income, however, has been wealth. In the United 
States in 1998, for example, the top 1 percent received 14 per
cent o f all income, but enjoyed 38.5 percent o f all net worth 
and 47.2 percent o f all net financial assets. The top 10 per
cent received about 40 percent o f all income, but held about 
83 percent o f all financial assets. During the mid-1990s, the 
United States had the highest poverty rate among the 16 devel
oped countries, while it also continued to have the highest per 
capita income in the world (Hodgson 2004, pp. 91-94). In 
the aggregate, the amount o f money in American households 
rose from $2.9 trillion in the mid-1970s to $4.8 trillion in the 
mid-1990s. And while average household income rose from 
$39,415 to $47,123 in constant dollars, the average incomes of 
the top 5 percent rose from $126,131 to $201,684. Although 
incomes o f those in the middle fifth ranged from $27,760 to 
$44,000 with an average income o f $35,486, this middle fifth 
had only 15.1 percent o f the total. The median pay for a full
time worker in the United States was $25,480, with 51.9 mil
lion men earning more at a median o f $28,964 and 39 million 
women earning less at a median o f $21,736 (Hacker 1998,
pp. 10-16).

Income inequality has been on the rise in recent decades. 
Those at the top o f the distribution have seen their incomes 
increase, while those at the bottom have seen their incomes 
decrease in real terms. This has effectively narrowed the middle 
class, whose wages have stagnated in aggregate terms since the 
1970s (Phillips 1990; Newman 1993; Hungerford 1993; Wolff 
1994; Danziger and Gottschalk 1995). Income inequality and 
poverty are both greater in the United States than in other 
industrialized nations (Smeeding, O ’Higgins, and Rainwater 
1990; Smeeding and Sullivan 1998). While inequality in the 
United States has been increasing for decades now, the sharp
est increase appears to have occurred during the early 1980s,
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and then again during the 1990s (Bernstein and Mishel 1997). 
But it was also during this period that the United States saw a 
decline in unionism and a deterioration in the minimum wage. 
Those declines weren’t nearly as great in other countries where 
income inequality has tended to be less, which is to say that 
inequality has been less in those countries with stronger mini
mum wages. Between 1963 and 1989, for instance, the wages 
of the least skilled, those in the bottom 10th percentile, fell by 
5 percent, while the wages for the most skilled, those in the 
90th percentile, increased by 40 percent (Juhn, Murphy, and 
Pierce 1993). The net result of this divergence was an enor
mous increase in wage inequality.

The standard model holds rising income inequality to be a 
function of structural economic transformation. Technologi
cal change has tended to be biased toward those with higher 
levels of education and skills. As the economy has evolved 
from industrial-based manufacturing to postindustrial service, 
there has been a growing mismatch between good paying jobs 
and the skills available to workers. According to this school 
of thought, the labor market is divided into a primary mar
ket where high premiums are placed on skilled workers, and a 
secondary market where unskilled workers are trapped in the 
lowest-wage service sector o f the economy. The growth in wage 
inequality between the primary and secondary labor markets 
has been caused by increasing skills differentials between the 
two (Katz and Krueger 1992; Katz and Murphy 1992).

Institutionalists, on the other hand, and a tradition from 
which the concept of active wage policy is derived, hold rising 
income inequality to be a function of deliberate policy choices 
biased toward the interests of business. Those choices included 
an assault on the institutions that long served to bolster the 
wages of those at the bottom of the distribution, as well as the 
working class: mainly the minimum wage and unions (Howell 
and Huebler 2001; Card and DiNardo 2002). During the late 
1970s, the United States began experiencing a sharp ideologi
cal shift toward a preference for competitive market outcomes
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and solutions, and this ideological shift did have direct effects 
on bargaining in the workplace (Moody 1988). Those coun
tries with the greatest increases in income inequality also had 
the most decentralized labor markets, whereas those countries 
with centralized wage-setting institutions tended to have less 
income inequality. The institutionalist school will argue that 
in the absence of institutions to prop up the wages of those at 
the bottom of the distribution, income inequality is bound to 
increase.

Understood in greater context, then, the current debate over 
the minimum wage is within the context of rising inequality, 
and rising inequality is understood to be in part due to pub
lic policy decisions that have resulted in the decline o f impor
tant labor market institutions, including the minimum wage 
(Volscho 2005). It isn’t just that there has been a widening of 
the gap between the top and the bottom, but that the very top 
has effectively pulled away from the rest of the country. Jour
nalist Hendrick Smith (2012) argues that policies favorable to 
business have resulted in Americas superrich accumulating tril
lions in new wealth while the poor have gotten poorer, and the 
middle class has all but disappeared. The result is essentially 
two Americas. At the same time the minimum wage was under 
political assault, there was a power shift in favor of pro-business 
policies. Had this shift not occurred, Smith believes that 
the typical American family would be earning an average of 
$12,000 more per year. Instead, the period beginning in the 
1980s became one of great wage stagnation.

Economist Joseph Stiglitz (2012) also argues that rising 
income inequality is the product of policy choices made. As 
much as market forces shape the degree o f inequality, those 
same forces are shaped by government policies. Inequality 
often means that those with vast resources are able to use their 
resources to influence public policy in ways that favor them, 
and often at the expense o f those lacking in resources. Those 
at the top typically use their power to shape the rules o f the 
game in their favor, and to extract from the public as much as
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they can for themselves. If individuals believe the economic 
and political system is unfair, the glue no longer works and 
societies do not function well. In short, Stiglitz would appear 
to be talking about maintaining institutions that ensure the 
economy functions both efficiently and fairly. Stiglitz would 
appear to be calling attention to the fact that the American 
political system is more responsive to those with money, and 
the more unequal the distribution becomes, it is only a fore
gone conclusion that policies pursued by elected officials will 
favor those at the higher end of the distribution (Bachrach and 
Botwinick 1992; Bartels 2008).

Another variant of this theme is the argument by Gordon 
Lafer (2002) that economic policy over the last couple of 
decades has been predicated on the assumption that more pol
icy efforts, because o f the dominance of the skills mismatch the
sis, need to be focused on efforts to retrain workers rather than 
actually creating jobs. The skills mismatch thesis has become 
a convenient explanation for falling wages and rising inequal
ity. By the logic of the skills mismatch theory, those lacking in 
skills are not in a position to command wages higher than the 
minimum wage. Moreover, they are not worth more than the 
minimum. At the same time, the skills mismatch theory can
not explain completely the reasons for low wages at the bottom 
and the stagnant wages in the middle. Rather, the decline in 
unionism appears to have played a greater role in determining 
wages o f most workers than less education.

Among the reasons for high middle-class wages, at least until 
the 1980s, was that more workers were members of unions. Union 
wages were generally 28.4 percent higher than those of unorga
nized workers. In traditional human capital theory, competitive 
markets guarantee that wages will be exacdy equal to the work
ers’ marginal productivity. But the union premium underscores 
this central flaw, which has only been obscured by mismatch 
theories. The union premium makes it clear that institutions are 
key in setting wage rates and determining worth. This would 
also imply that some employers— nonunionized employers— are
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enjoying substantially greater profits. And yet focusing policy on 
job training allows us to obscure the reality that institutions that 
deliberately propped up wages have been targeted because they 
cut into profits. But as union membership declined, so too did 
the value of the minimum wage. It is no accident that the longest 
period in which there were no minimum wage increases— 1981 
through 1989—was also one of significant declines in union 
membership. The minimum wage tended to be increased more 
frequently when there was a constituency behind it, and that 
constituency was organized labor. With the decline of unions, 
the minimum wage no longer had a constituency and was less 
likely to be increased (Levin-Waldman 2001).

Also arguing the deliberate policy hypothesis, Jacob Hacker 
and Paul Pierson (2010) argue that the shift in income from 
the bottom to the top has been a long-term trend that began 
around 1980, and not one that was obviously related to either 
the business cycle or the shifting partisan occupancy o f the 
White House. The top reaped massive gains while the economy 
stopped working for middle- and working-class Americans. 
More than an increasing gap between the top and the bottom, 
the very top has been pulling away from the rest of the country. 
Meanwhile, government has been doing much less to reduce 
inequality through taxes on the top and benefits for those at the 
bottom, in large measure because those at the top have been in 
a position to dictate policy. The rules of the game make a huge 
difference in people s lives. Government policy not only failed 
to push back against the rising tide at the top of finance, corpo
rate pay, and winner-take-all domains, but it also consistently 
promoted it. The absence of a government response to rising 
inequality can be regarded as a form of policy when it takes 
the form of “drift”— the deliberate failure to adapt policies to 
the shifting realities of a dynamic economy. One example of this 
is that intense opponents o f the minimum wage have worked 
tirelessly and effectively to prevent it from being increased to 
prior levels or to be pegged to inflation. But drift is the oppo
site o f how laws are actually made. They are a passive-aggressive
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form of politics and policymaking. Political scientist Larry Bar
tels (2008) notes that in the 2006 vote on the minimum wage, 
members o f the Senate tended to be less responsive to lower- 
income constituents than to higher-income constituents. To 
the extent that rising income inequality means that those at 
the top are able to dictate the rules of the game in their favor, it 
only means that the likelihood of support for minimum wage 
increases for those at the bottom is less.

Thomas Piketty (2014) in his celebrated book on the growth 
of income inequality also defines it as the very top pulling away 
from the rest. He argues that the history o f the distribution of 
wealth has always been deeply political and cannot be reduced 
to so-called neutral economic mechanisms. Rather, the history 
of inequality has been shaped by the way that economic, social, 
and political actors view what is just and what is not, and also 
the relative power of those actors and the collective choices that 
result. And yet, much of this has been obscured by what Pik
etty refers to as the economic discipline s “childish passion for 
mathematics” (p. 32). This obsession has only served to create 
the appearance of being scientific, without having to answer 
the far more complex questions posed by the real world in 
which we live. It is because this preoccupation has also created 
the appearance of neutrality that it could more easily embrace 
the skills-biased toward technical change hypothesis without 
stopping to consider the larger political and social context in 
which those forces were operating.

In comparing France to the United States, Piketty observes 
that the minimum wage in France did play a role in reducing 
wage inequality in the post-World War II years while wage 
inequality in the United States rose as the minimum wage was 
in decline. In France a national minimum wage was created in 
1950, but was seldom increased thereafter and only fell farther 
behind the average wage. But in 1970, the minimum wage was 
officially indexed to the mean wage. Moreover, governments 
from 1968 to 1983 felt obligated to increase the minimum wage 
significantly almost every year in a seething social and political
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climate. Between 1968 and 1983, the purchasing power of the 
minimum wage also increased by more than 130 percent, while 
the mean wage increased by only 50 percent. The result was a 
significant compression of wage inequality. In the United States, 
however, subclass of “supermanagers” emerged. Inequality had 
reached its lowest ebb between 1950 and 1980, whereby the 
top decile of the income distribution claimed 30-35 percent 
of the nations income. After 1980, however, income inequality 
exploded with top decile share o f the national income rising to 
between 45 and 50 percent in the 2000s. The causes of rising 
income inequality in the United States are largely due to the 
unprecedented increase in wage inequality, and especially the 
extremely high compensation of managers at the top of the dis
tribution. Although the skills mismatch argument is acknowl
edged to be the accepted theory for this rise, it does not offer 
a satisfactory explanation of the rise of the supermanager or of 
wage inequality in the United States after 1980. Within this 
context, the decline in the minimum wage, or at least its failure 
to keep up with inflation, is seen as a contributing factor to

Table 1.3 General Trends in Wage Inequality (Percentage)

90/10 90/50 50/10
Ratio of Top Quintile 
to Bottom Quintile

1982 20.0 2.2 8.9 15.6
1992 12.3 2.3 5.4 12.4
2002 8.5 2.4 3.5 13.1
2003 9.0 2.5 3.6 13.3
2004 8.5 2.4 3.6 13.0
2005 8.8 2.5 3.6 13.6
2006 8.9 2.4 3.7 12.9
2007* 8.5 2.4 3.5 12.3
2008* 8.7 2.4 3.6 12.2
2009* 8.8 2.4 3.5 11.3
2010 8.4 2.4 3.5 11.5
2011 8.3 2.4 3.4 11.3
2012 8.6 2.5 3.5 11.9
2013 8.3 2.5 3.3 12.5

* Years in which there were increases in the federal minimum wage.
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rising income inequality. O f course, nobody believes that rais
ing the minimum wage would by itself eliminate inequality. 
But it would reduce the gap between the top and the bottom 
because the percentage increase among those at the bottom has 
to be greater than the percentage increase among those at the 
bottom (Gottschalk 1997).

Table 1.3 shows several different measures of wage inequality 
for full-time workers working for wages. Overall wage inequal
ity appears to have declined between 1982 and 2013, but at 
least by the measure of the ratio between the top quintile and 
the bottom quintile it did increase between 1992 and 2002. By 
the other measures it decreased. Despite variations in the rates 
of inequality, there was a decline in wage inequality between 
2006 and 2009. One o f the reasons for the decrease despite 
the literature to the contrary is that the Current Population 
Survey, which is also census data, topcodes the income and 
wage variable. Therefore, it is not capturing super wages over 
$1 million, which might otherwise skew the ratio upward. 
Then, beginning in 2010 inequality, according to the quin
tile ratio measure, ticks up again. What is important about 
this period is that in 2007, the first phase o f a three-phase 
increase in the minimum wage took effect, with the last 
phase occurring in 2009. Between 2009 and 2013, inequal
ity increased because the mean income of the top quintile 
increased by 10.9 percent, while it decreased by 0.4 percent 
among the bottom quintile. But between 2006 and 2009, 
the mean income o f the bottom quintile increased by 28 per
cent, while it only increased by 11.9 percent among the top 
quintile.

Analysis

The minimum wage in the United States was born out of a chang
ing economic structure, mainly the Industrial Revolution, that 
resulted in masses of workers being forced into essentially low- 
paying jobs. Although it expanded considerably to cover more 
workers, and increasingly more industrial nations around the
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world have adopted minimum wages, it has also been a deeply 
divisive political issue, fraught with ideology. Politics have es
sentially stalled further growth of the program. Whereas calls for 
a minimum wage were against the backdrop of rising inequality 
in a new industrial economy paying barely subsistence wages, 
today calls for increases are also against rising inequality and 
stagnant middle-class wages whereby the top has simply pulled 
away from everybody else. What is important to bear in mind is 
that the minimum wage is but one policy in a larger policy tool
box aimed at bolstering working people s income and ultimately 
achieving prosperity. In short, the minimum wage speaks to a 
fundamental reality, which, as the next chapter will show, isn’t 
always that obvious— that institutions matter.
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2 Problems, Controversies, 
and Solutions

Introduction

The minimum wage has long been a controversial issue, largely 
because there may be unintended consequences. The standard 
model holds that raising the minimum wage will either result in 
lower employment or lead to higher productivity. Because it may 
lead to less employment, its costs are often assumed to outweigh 
the benefits. But what about other models? How do they affect 
our understanding of the consequences of minimum wage?

Those who support the minimum wage claim that it helps 
the working poor. But this too is a controversy because there is 
a question as to whether minimum wage earners are really poor. 
Many of the earlier studies noted that most minimum wage 
earners were primarily teenagers or secondary earners rather 
than primary earners. And yet, these principal controversies 
revolve around both the problem o f measurement and defini
tion. The first problem is just precisely what the size o f the 
minimum wage population is, and this very much hinges on 
definition. If we are looking at only those who earn the “statu
tory” minimum wage, then we are talking about only 2 percent 
of the labor force. Given that, critics might have a point that 
the costs may outweigh the benefits. But if we are talking about

Historian, educator, socialist, and author Sidney Webb was one of the 
most influential social reformers in Great Britain during the late 19th and 
early 20th centuries. Webb was the first to articulate an efficiency wage 
justification for the minimum wage. (Hulton Archive/Getty Images)
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who earns around the minimum wage, then we are defining 
the minimum wage in terms o f the “effective” minimum wage, 
whereby the statutory minimum is merely a reference point 
for the general low-wage labor market. If  this is the case, we 
are now talking about close to 20 percent of the labor market, 
in which case a sizable portion of the labor market will derive 
benefit from minimum wage increases.

Additionally, there is the problem from a policy standpoint 
of whether we should be focused on the micro-effects— how 
they affect the firm— as opposed to the larger macro-effects—  
how they affect the economy as a whole. Consider the fol
lowing dilemma: an increase in the minimum wage will lead 
employers to reduce their workforces, thereby leading to higher 
unemployment. Therefore, workers should be paid less so that 
more will be employed. But if all employers follow suit and pay 
their workers poorly, then the purchasing power of workers will 
be reduced, thereby resulting in reduced aggregate demand for 
goods and services. The same thing happens when prices con
tinue to rise but wages fail to rise along with them. As aggregate 
demand for goods and services fall, then the economy contracts, 
in which case more workers will lose their jobs. The macro- 
economic argument for the minimum wage holds that raising 
the minimum wage will benefit the economy because workers 
increased purchasing power will enable them to demand more 
goods and services, and this is what drives the economy.

Still, there is another controversy, which is just what the 
source of low wages is. Institutional economists hold that it in 
the absence of institutions like labor unions and the minimum 
wage to bolster wages, wages will be low— as little as employers 
can pay. There is an asymmetrical power relationship between 
employers and their workers. Market purists, however, main
tain that the source of low wages in an increasingly global 
economy is a mismatch between the skills possessed by workers 
and those demanded by employers. Rather than raising wages, 
more efforts should be placed on training and education. As 
we will see in this chapter, there are no easy solutions to any of
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these controversies, except that economic studies should sim
ply be used by policymakers to make decisions. This too speaks 
to a controversy in recent years: the politicization of econom
ics, of which the minimum wage has been a casualty.

Competing Minimum Wage Models

The major controversy in the minimum wage debate concerns 
which model is used to understand the issue. The claim that 
the minimum wage leads to lower employment is based on the 
competitive market model, sometimes referred to as the standard 
model. But data in recent years showing that the minimum 
wage actually leads to higher employment, specifically in the 
fast-food industry, is based on what is known as the monopsony 
model. A third model, known as the efficiency wage model, holds 
that increasing the minimum wage will lead to greater effi
ciency because productivity will rise. And yet, a fourth model, 
known as the macroeconomic model, holds that society pros
pers from a higher minimum wage in the long term because 
it enhances the purchasing power of workers, who are able to 
demand more goods and services. The existence of these dif
ferent models suggests that there is no right approach to take 
to the issue. But it also illustrates how different groups with 
different interests in the outcome of the debate can employ the 
model which best serves their respective interests.

Standard Model
The standard model holds the costs to society of raising wages 
to be greater than any benefits. Predicated on the assumption 
of perfectly competitive markets, market-clearing wages are 
achieved when the demand for labor is exactly equal to the sup
ply of labor. In such a market, there is no such thing as unem
ployment because wages either rise or fall until the demand 
for labor is exactly equal to the supply o f labor. At the wage 
at which demand equals supply, all those willing and able to 
work at that wage will be employed. If more people are willing
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to work, the wage will fall further, thereby inducing firms to 
hire more workers, with the result being that the supply of 
labor once again equals the demand. Conversely, when firms 
are unable to hire as many workers as they would like, the wage 
rises to induce additional people to enter the workforce until 
supply and demand are once again equal.

A wage floor, such as a mandated minimum wage, prevents 
the cost o f labor from dropping below that minimum. When 
the minimum wage is higher than the equilibrium wage, fewer 
workers will be hired than are willing to work, with the result 
being unemployment. In a competitive market, each worker 
receives the value o f his or her marginal revenue product, which 
is the amount of increase in the output that results from an 
increase in, say, a unit of labor. If adding an additional worker 
results in a rise in total revenues, the firms output will rise 
as a result. Firms typically use the marginal revenue product 
of labor as a criterion for determining how many more work
ers to hire because they are able to calculate how much more 
output can be expected based on how many units are added. 
Therefore, a minimum wage, if it is effective, will do one of 
two things: it will either result in the layoff o f those workers 
whose value is less than the minimum, or it will result in an 
increase in productivity among low-efficiency workers (Stigler 
1946; Ehrenberg 1997).

Consequently, the minimum wage ends up hurting low- 
wage workers— precisely those whom it was intended to help. 
As the cost o f labor is increased (due to a mandated minimum 
wage that is higher than the market-clearing wage), firms are 
willing to hire fewer workers and employment drops. Only if 
the demand for goods and services on the part of consumers 
is increased can it be expected that there will be an increased 
demand for labor that will effectively bid up wages. A mini
mum wage, then, benefits some— those who will be paid more 
money— at a cost to others— those who will either lose their 
jobs and/or not be able to find other jobs because employers 
do not believe their value to be worth the new minimum wage.
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A policy that artificially raises wages to help some at the expense 
of others is simply inefficient, because an economy forced to 
lay workers off as a function of artificially inflated wages isn’t 
utilizing its full labor capacity. Even if there is some outward 
appearance of benefit to be derived from an increase in the 
wage floor, there will invariably be a cost to be borne whether 
in the form of job loss, lost opportunity for jobs, lost benefits, 
or increased output per man hour— the demand for higher 
productivity.

One problem already with the model is that it is just that: 
a model that is a theoretical construct with characteristics 
that simply may not exist in the real world. In the real world, 
the minimum wage is likely to affect different people differ
ently (Brown, Gilroy, and Kohen 1982). More to the point, 
the model of perfect competition assumes the minimum wage 
to be irrelevant because the source o f low wages is not a func
tion of distorted market power, but the failings o f individu
als. They simply are not worth more than the low wages they 
have been receiving. Therefore, it is up to them to improve 
themselves, and a minimum wage cannot solve this problem. 
Rather, all that it can do is artificially inflate wages, thereby 
absolving low-wage workers of their responsibility for them
selves. As the locus of the model is on the individual, it tends to 
negate structural variables that may affect individual behavior. 
The competitive market model also assumes full employment. 
There is no such thing as unemployment because workers can 
always lower their wage demands until employers are willing to 
demand their labor services. A minimum wage prevents work
ers from lowering their wage demands below a certain point. 
Unemployment, then, is caused by wage rigidity.

The model simply assumes a good and efficient outcome to 
arise from individuals freely making choices and pursuing their 
interests. This emphasis on free choice and efficiency, however, 
may also mask the particular vision of society contained in the 
standard models normative conception o f the economy. In 
this vision, workers can always determine whether they will
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be employed by virtue of their willingness to be flexible when 
it comes to their wage demands. Figart, Mutari, and Power 
(2002) call this conception the wage as price—what one in an 
exchange relationship is going to pay for ones labor services. 
But there may be other ways of conceiving o f wages: mainly 
wages as living— the notion that the purpose o f wages is to 
provide an adequate level of support for workers— and wages 
as social practice, which emphasize the socially and historically 
specific process of wage setting. Worker flexibility may be effi
cient for the overall market place, but that does not mean that 
it is efficient for the needs of individual workers.

Still, the model fails to address the consequences of a world 
where wages could be allowed to drop to a level whereby 
demand would be equal to supply. It is also blind to power, and 
that low wages may be the result of a power imbalance between 
workers and employers. To a large extent, the standard model 
holds there to be no difference between labor and other goods 
and services. Both firms and individual workers in competitive 
markets are considered to be “wage takers,” and are therefore 
assumed to have no bargaining power. As we noted in Chap
ter 1, the origins o f the minimum wage lay in institutional 
economics, which, during the Progressive Era, categorically 
rejected this analysis. On the contrary, workers faced a marked 
inequality o f bargaining power and consequently suffered from 
the exploitive and otherwise unjust wages that were offered 
them (Kaufman 2005). Early institutional labor economists 
emphasized that the labor market imperfectly gave employers 
superior bargaining power relative to individual employees. 
Because of the inequality in bargaining power, there really was 
nothing to prevent the economic coercion of workers. Among 
the early Progressive thinkers, Robert Hale reformulated the 
problem of coercion to demonstrate that the sphere o f private 
“voluntary” market relations was indistinguishable from pub
lic power exercised in a direct fashion. Capitalists especially, 
through their state-conferred property rights, enjoyed coercive 
power through their ability to compel exchanges on terms that
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they would consent to. By virtue o f their ability to threaten 
to withhold their capital or the products of their capital from 
those who required them, they would be able to compel. The 
one who did not own property (i.e., the typical low-wage worker 
whose only option was to bargain with the property owner for a 
job in order to attain subsistence) was essentially being coerced. 
If background circumstances were such that individual choices 
were effectively circumscribed, then there was no question that 
coercion was ubiquitous and that workers, especially those that 
did not own property, really did not enjoy the same freedom as 
those with property, that is, employers. As far as Hale was con
cerned, absolute freedom wasn’t really possible, and that all one 
could really hope for at best was relative freedom (Fried 1998).

The competitive market model also assumes that both indi
viduals and firms are purchasing and selling on the basis of 
preferences. In other words, they are wants traders. Workers, 
however, often have no choice but to sell their labor services, 
which only makes them needs traders. But if the worker needs to 
sell his or her labor services, the assumptions of the model fall 
apart. A wants trader has the option of withdrawing from the 
market if the proposed exchange fails to meet his/her profit- 
maximizing criteria. The wants trader is, by definition, then, 
less dependent on the market due to his or her ability to with
draw at any time. The needs trader, however, does not enjoy the 
same luxury and may be forced to accept an exchange that is less 
than ideal, and which in some cases may be considered exploi
tive because it meets a basic need such as eating (Prasch 1995). 
The reality is that in most bargaining situations whereby the 
power balance is asymmetrical, workers are needs traders while 
employers are wants traders. Employers become needs traders 
only when the workers possess skills that employers absolutely 
have to have, which in turn can drive up wages. As most mini
mum wage earners are essentially needs traders without real 
bargaining power, they are in reality forced to accept whatever 
conditions are offered at the lowest wage rates because they 
don’t really have the ability to hold out for something better.
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Consequently, they don’t enjoy the same freedom as those with 
greater bargaining power.

By not taking into account the power imbalance between 
employers and workers, policy decisions made solely on the 
basis o f a theoretical model may be simply flawed. The great
est flaw, however, is the assumption that workers, through the 
wages that they demand, determine whether or not they will 
be employed. It isn’t the wage demands that workers make that 
determine whether they are employed; rather, it is the aggregate 
demand for goods and services (Minsky 1986, pp. 123-124). 
The English economist John Maynard Keynes (1964) explained 
that it was a fundamental assumption of classical theory that 
labor could always reduce its real wage by accepting a reduction 
in money wages. Workers could always ensure their continued 
employment by adjusting their wages downward to the point 
where employers would demand their labor. But there was no 
available means by which labor collectively could “bring the 
wage-goods equivalent of the general level o f money wages 
into conformity with the marginal disutility of the current 
volume o f employment.” As far as Keynes was concerned, a 
reduction in money wages would have no lasting tendency to 
increase employment other than by virtue of its consequences 
with regard to either the propensity to consume for the entire 
community or the schedule of marginal efficiency o f capital. 
A reduction in money wages would reduce prices somewhat, 
and would involve a redistribution of real income from wage 
earners to other factors. And this transfer from wage earners to 
other factors would in most likelihood diminish the propensity 
to consume, which in turn would only result in lower demand 
for goods and services, thereby resulting in an even greater con
traction of productive industry (pp. 14, 262). The point is that 
flexible wages would not assure full employment if effective 
demand was deficient (Weintraub 1978-1979).

The fundamental defect of wage deflation was that it would 
lead to reduced production and employment. Keynesian eco
nomics is predicated on the assumption that unemployment
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is the result of a deficiency in aggregate demand. Therefore, a 
general reduction in wages and prices is not likely to lead to 
a readjustment; it will only make things worse. Even if it is 
assumed that the demand for labor is inversely related to the 
real wage, an exogenous decline in the level of money wages 
cannot increase employment even if the price o f wage-goods 
declines proportionately. Moreover, if  wage-deflated wages 
lead to a redistribution o f income from wage earners to non
wage earners, it will also result in less spending. An episode of 
deflation could also result in a decrease of net financial wealth 
(Brown 1992). But there is also a limit to how much prices 
can be reduced following wage reductions. Employers still 
have fixed costs, and if they cannot reduce their prices to meet 
the new lower wages, the result will be a drop-off in demand 
because of reduced purchasing power. In a survey of business 
executives during the 1930s and 1940s, Richard Lester (1946), 
a later institutional economist, observed that business execu
tives tended to think that costs and profits were contingent on 
the rate of output, and not the other way around. As far as these 
executives were concerned, employment levels were not deter
mined by wages rates, but by the rate of output. This would, 
of course, suggest that no matter how low workers are willing 
to reduce their wage demands, if there is no demand for their 
firms goods and services, they simply will not be employed.

Monopsony Model
The second model is known as the monopsony model. In 
simple terms, a labor monopsony exists when there is only 
one purchaser o f labor services. In a labor monopsony, either 
one firm or one industry possesses sufficient monopoly power 
that it can effectively establish wage rates. This model assumes 
there to be something called market power and because 
of that power firms are in a position to pay low wages (Card 
and Krueger 1995). Because they are the only firms willing to 
employ minimum wage workers, these workers have no other
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choice but to accept those low wages they are offered. They 
don’t have the option o f offering their services anywhere else. 
Unlike the competitive market model, where minimum wage 
increases lead to lower employment, minimum wage increases 
in the monopsony market may actually result in employment 
gains. At a minimum, there will be no employment losses. 
This is because the market-clearing wage is often below that 
o f a perfectly competitive market. Because an increase in the 
minimum wage is still likely to be less than the market-clearing 
wage of a perfectly competitive market, the minimum wage in 
the monopsony is likely to result in greater employment and 
efficiency because it will still be less than the equilibrium wage 
in a perfectly competitive market (Houseman 1998).

The monopsony model, then, implies supply-side effects—  
that by increasing the minimum wage, the effect will be to pull 
people into the labor market, who for whatever reason may 
have shunned it prior to the increase. An increase in the mini
mum wage, then, should serve to empower low-skilled work
ers. This model, which has by and large been ignored, suggests 
that there are potential benefits from increases in the minimum 
wage that may counter most of the negative consequences. 
Essentially, individual behavior will be affected because higher 
wages will offer greater incentives to work. The higher the min
imum wage, the more likely it is to attract individuals into the 
labor market.

While the monopsony model does recognize a power 
dynamic, it also calls into question those assumptions of equal 
bargaining power between employers and employees in the 
market place that lay at the heart of the competitive market 
model. Given the unequal relationships between those who 
work and those who hire workers, institutional structures 
(such as wage floors and unions) are necessary for a more level 
playing field. In the absence o f all workers being unionized, 
the minimum wage offers a modicum of monopoly power to 
workers, especially in low-wage and low-skilled labor markets, 
that counterbalances the monopoly power of employers.
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Efficiency-Wage Model
The third model is the efficiency-wage model; it often finds 
expression in two basic forms, neither o f which is mutu
ally exclusive. The first expression necessarily flows from the 
assumptions contained in the standard model. In a competitive 
market, workers will produce more efficiently, and will take 
steps to avoid shirking if employers pay them higher wages. 
Because employees receive higher wages, they have a stronger 
incentive to hold onto their jobs because the costs associated 
with job loss are also now higher. Employers too derive ben
efit because the costs of higher wages are offset by the savings 
in monitoring costs (Shapiro and Stiglitz 1984; Weiss 1990). 
Therefore, raising the minimum wage might have the effect 
o f offering positive inducement to work. Moreover, employees 
will work harder and thus be more productive.

The second expression, often referred to as the “Webb” 
effect after Sidney Webb, argues that a wage floor can lead 
to greater efficiency because workers become more produc
tive. Although an increase in the minimum wage may well 
result in a wage exceeding the marginal product of the worker, 
the employer now has incentive to find ways to increase pro
ductivity either by getting his workers to produce more or by 
substituting technology for labor. The worker, too, has incen
tive to improve his or her skills so the value of his/her labor 
will justify the new wage (Webb 1912). Subsumed under this 
model is the notion that a minimum wage would also make 
workers more productive because it would better enable them 
to maintain themselves physically, which in turn would sus
tain them spiritually.

This model does not receive much attention today, but it 
was very influential during the early part of the twentieth cen
tury, and it figured prominently in the array o f state reform 
efforts that ultimately culminated in the Fair Labor Standards 
Act of 1938. And yet, despite the lack of attention, it none
theless assumes the supply and demand function contained in 
the competitive model, but essentially turns those assumptions



The Minimum Wage

flowing from it on their head. That is, those who are forced 
to pay higher wages would simply be forced to find ways to 
improve their productivity (Gordon 1995). More importantly, 
it calls attention to the fact that society, through a wage pol
icy, is essentially expressing a value preference. It also reflects 
the more institutionalist school in economics. Rather than 
assume that the economy operates by natural law, the econ
omy is as much a function o f institutions and power relations 
(Palley 1998).

On one level it represents a preference for minimum wages 
above some poverty threshold. But on another, it suggests a 
preference for a higher wage economy on the assumption that 
a higher wage floor will offer managers incentive to provide 
the type of on-the-job training that would make their workers 
more productive. Michael Piore and Charles Sabel (1984) have 
couched this choice as the difference between the low- and 
high-roads. The low road assumes a mass production indus
trial economy in which most functions can be performed by 
cheap and low-skilled workers. If labor is not cheap at home, 
work can easily be outsourced to those locations where labor 
costs are substantially lower. The high road, by contrast, entails 
developing an innovative information-based economy with a 
flexible and high-skilled labor force able to command higher 
wages. The skills, and ultimately productivity o f the labor 
force, are developed through education and training programs. 
Although a higher wage alone will not stand as the sole path 
toward a high-wage economy, it might provide a necessary stick 
for employers to invest in the necessary education and training 
for their workers to make them “worth” the new wages. Such 
arguments were quite persuasive during the early part of the 
century when many in industrial mass production were earn
ing anything but a “living wage.” The problem is that produc
tivity is difficult to measure, and, with the advent o f greater 
empiricism to the evaluation o f the minimum wage during the 
1970s and 1980s, it has become easier to focus on a particular 
segment of the labor market.
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The efficiency model also holds that there could be other costs 
savings from higher wages. Workers who are paid more are less 
likely to leave their employers for other jobs. This reduces turn
over, and employers are then able to save on recruitment and 
training costs. Turnover in low-wage jobs tends to be higher 
precisely because the wages are low. Employers often contend 
that because the turnover is so high it does not pay to invest 
in their workers. But following the logic of the Webb effect, a 
higher minimum wage would force employers to invest in their 
workers to make them more productive.

Another side o f the efficiency wage assumes costs savings 
to employers from higher wages. These employers now expe
rience lower turnover and therefore save on recruitment and 
training costs as a result (Howes 2002; Fairris 2003; Reich, 
Hall, and Jacobs, 2003). Edward Learner (1999), for instance, 
argues that most economists have been trained with a simple 
partial equilibrium model that associates minimum wages 
with unemployment. The problem with this is that the labor 
contract is assumed to be one-dimensional, in that it covers 
wages but overlooks working conditions. It also does not take 
into account varying degrees of effort on the part of workers. 
Instead, a competitive labor market offers a set o f wage effort 
contracts with higher daily wages that can offset the disutil
ity o f higher work effort. In other words, an efficiency wage is 
essentially a wage for greater effort. A minimum wage, then, 
does not necessarily cause unemployment; instead, it forces 
effort in the low-wage and low-effort contracts up enough to 
support the higher wage. This isn’t to say that there aren’t ben
efits to capital that could not hurt labor. An increase in the 
minimum wage in the low-wage market may cause a reduction 
of wages and an increase in effort in the high-wage, high-effort 
market not directly affected by the minimum wage. As a result 
of greater effort in both the high-wage and low-wage sectors, 
output levels rise in both. Gross domestic product is increased 
and income inequality is reduced, which may make the rep
resentative worker worse off. But by forcing effort levels to
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more closely conform, the minimum wage creates comparative 
advantage in the labor-intensive sector, which is the opposite 
of what might be expected. In exchange for the higher wage, 
employers are getting greater effort. The goal is not to equalize 
but to ultimately push up wages through productivity gains. 
If capital is then interpreted as human capital, and if workers 
themselves invest in their own education, the message of the 
model is that those who choose education are also choosing 
higher effort. In other words, if the labor contract is multi
dimensional, a minimum wage law that sets a floor for one 
aspect of the contract will most likely be met with adjustments 
to other aspects of the contract. And if effort is variable, then 
a minimum wage could generate enough extra work effort to 
compensate for the increased wage level, thus ensuring that 
everybody is happy.

Similarly, Drazen (1986) argues that a minimum wage can 
be Pareto-optimal, if we consider a labor market in which the 
quality o f labor is sensitive to the wage increases. To say it is 
Pareto-optimal is to say that it will make a group better off 
without making another group worse off. In his simple model, 
he assumes that entry into the labor market depends on maxi
mizing income. There are two markets: a primary one with 
higher wages and a secondary one with lower wages. Individu
als enter the primary labor market if their expected income is 
higher than the forgone (and lower) income in the alternative 
or secondary market. It is also assumed that a worker s produc
tivity in the primary market is an increasing function of his for
gone income. These two assumptions together imply a positive 
relation between an individuals acceptance wage and his or her 
productivity. Therefore, there is a role for minimum wage leg
islation because firms would prefer to pay higher wages if they 
knew that labor quality would improve to reflect the higher 
wage level. And they would also prefer to pay above market
clearing wages if they knew that other firms were behaving 
the same way. By fixing wages above the market-clearing level, 
government can achieve a preferred equilibrium, which private
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competitive behavior cannot. In other words, left to their own 
devices, employers will not pay higher wages to achieve greater 
efficiency, because in the uncertainty that others will do the 
same, they are forced to lower their wages in order to remain 
competitive. Employers, in other words, need a little push.

The macroeconomic model suggests that insofar as a higher 
wage will offer low-wage workers more purchasing power, they 
in turn will be able to demand more goods and services. As they 
do this, business will produce more, and they in turn will hire 
more workers, which may have the inevitable result of natu
rally bidding up wages across the board. In this view, the model 
calls into question some of the assumptions contained in the 
competitive model. The quantity of labor is not determined by 
the price of labor but by the aggregate demand for goods and 
services. Therefore, an increase in the minimum wage, though 
it may lead to some short-term adverse consequences, will lead 
to long-term benefits to the economy as a whole.

It was this very type o f macroeconomic argument that 
informed policy in the initial years of the minimum wage pro
gram. Higher wages, it was reasoned, would result in less labor 
strife because there would be less reason for workers to engage 
in labor actions against their employers. Higher wages, then, 
would have a stabilizing effect. Because workers would have 
more money to spend, the economy as a whole would prosper. 
By creating a wage floor, there is a limit to how depressed wages 
become. By ensuring a minimum wage level, a minimum level 
of aggregate demand can also be assured. The minimum wage 
is then viewed as part and parcel of a movement to achieve a 
living wage so that the consumer base of the economy can not 
only be maintained but also enlarged (Glickman 1997).

Unemployment Consequences

Data on the effects of the minimum wage are also controver
sial because the data have been ambiguous at best. The princi
pal focus of much of the empirical literature has been on the
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youth labor market. In 1981, the U.S. Minimum Wage Study 
Commission (MWSC) issued a report on the minimum wage. 
Although there was something in the report for different sides 
of the issue to take away, opponents of the minimum wage 
were able to focus exclusively on what the report had to say 
about the impact of the minimum wage on the teen labor mar
ket. The commission staff estimated that a 10 percent increase 
in the minimum wage would reduce teenage employment by 
about 1 percent. Other estimates have placed the disemploy
ment effect even higher (MWSC 1981, pp. 35-38). It has since 
been the prevailing wisdom that the minimum wage takes its 
greatest toll on the youth labor market, that a binding floor 
reduces employment for younger and less skilled workers. Fol
lowing this report, a consensus emerged among mainstream 
economists that a 10 percent increase in the minimum wage 
will result in a 1-3 percent reduction in teenage employment 
(Kosters and Welch 1972; Welch 1974, 1978; Meyer and Wise 
1983; Kosters 1996). At the same time, effects were judged to 
be proportionately smaller among adults aged 20-24 (Neumark 
and Wascher 1992), and that adults on balance appear to be 
better off under a wage floor. Although the MW SC too noted 
the smaller effects among adults, they have not been the focus 
of much of the research. Herein lies a problem, for there have 
not been many studies estimating just how many people might 
be attracted to the labor force were the minimum wage to be 
increased. That is, the issue is demand-side-oriented, not supply- 
side-oriented. In attempting to estimate how many fewer work
ers will be hired following a minimum wage increase, that is, 
their labor services being demanded, it misses how many more 
workers might be attracted into the labor market in search of 
higher wages, that is, their labor services being supplied. This is 
not a trivial point because lower employment predicted by the 
standard model is in part due to the supply-side effects arising 
from a higher wage.

Ironically, however, the MW SC report implies supply-side 
effects. By distinguishing between reduced employment and
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higher unemployment, the commission effectively acknowl
edged that a higher wage would effectively attract people into 
the labor market. Because workers actively looking for work 
constitute the formal definition o f unemployment, the official 
unemployment rate would increase due to an expanded mar
ket of job seekers. Most studies that suggest lower employment 
usually mean that fewer workers will be hired as a result o f 
higher wages and that in some cases there will be an increase 
in unemployment due to a potential layoff o f existing mini
mum wage workers. But to formally acknowledge that unem
ployment will rise because more workers may look for jobs at 
higher wage rates is to acknowledge that there are supply-side 
effects. And yet, this very technicality raises another problem 
when discussing potential unemployment due to the minimum 
wage. Lower employment and higher unemployment may not 
mean the same thing. Employment could be lower because of 
a disemployment effect— that employers responded by laying 
off workers. But employment could be lower because employ
ers are less likely to hire in the future. That is, there may not 
be as much low-wage job creation. Or employment could be 
lower because a higher minimum wage attracts into the labor 
market those who previously shunned work. With more peo
ple in the labor market now chasing the same number of jobs, 
employment is effectively lower than it was before. In other 
words, lower employment and unemployment are not neces
sarily the same.

Still, another variation of the model holds that it simply con
tributes to wage rigidity that affects not only short-term unem
ployment but long-term as well. Mark Partridge and Janice 
Partridge (1999) argue that the minimum wage is positively 
related to long-term unemployment rates. Because, accord
ing to the standard model, a minimum wage prevents work
ers from lowering their wage demands, employers will demand 
less labor. If low-skilled workers with a low value o f marginal 
product cannot take a job below the minimum wage, the prob
ability of them being offered a job at all will only diminish and
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the duration o f their unemployment will increase. And yet, this 
speaks more to the problem of not creating more jobs in the 
future.

Researchers in recent years have actually addressed the data 
issue by collecting new data with results that not surprisingly 
have called into question the efficacy o f the conventional wis
dom flowing from the more standard model. The principal 
challenge to the standard model has been from studies o f the 
fast-food industry conducted by Card and Krueger (1995, 
1998) and others (Katz and Krueger 1992). Specifically in 
studies of the fast-food industry in New Jersey with Pennsyl
vania serving as a control group, Card and Krueger found the 
minimum wage to have no disemployment effect at all. On 
the contrary, employment in New Jersey restaurants was actu
ally found to have increased. There was also no substitution 
effect, and even though the minimum wage increase did lead 
to price increases for meals, there was no evidence that prices 
rose faster in New Jersey stores that were most affected by the 
wage increase. Moreover, the minimum wage increase did not 
negatively affect the number of store openings. In a follow-up 
study several years later, Card and Krueger (1998) only con
firmed their earlier results.

These studies, however, have been controversial, and as such 
have raised a whole host of other research questions. Much of 
the criticism centers around the issue of measurement and the 
quality o f available data. The basic problem is that just because 
no adverse effects were observed, it doesn’t necessarily follow 
that there wouldn’t be were the minimum wage raised beyond 
a certain point (Kennan 1995). These increases may not have 
had the consequences predicted by the standard model because 
the minimum wage was still so far below a market-clearing 
wage (Freeman and Freeman 1991).

Perhaps more than anything else, these studies demonstrate 
that a major limitation of the standard model is that it only 
predicts unemployment in competitive labor markets. By 
their own admission (Card and Krueger 1995), the fast-food



Problems, Controversies, and Solutions 75

industry is a monopsony to the extent that it is the principal 
employer of minimum wage workers, and therefore, it is not 
representative o f most industries. Kevin Lang and Shulamit 
Kahn (1998) even go so far as to suggest that higher mini
mum wages, contrary to the effects claimed by those who argue 
the youth disemployment effects, actually shift employment 
toward youth and students, especially in the fast-food industry.

The controversies, however, do not end with these studies 
because employment may have increased because employ
ers engage in rescheduling. While wage increases will lower 
employment in the standard model, minimum wages in an 
alternative model can actually increase employment because 
the wage floor actually increases the relative costs of hours, 
in which case the employer has greater incentive to increase 
the mix o f jobs relative to hours. In other words, the num
ber of hours a worker works is determined by the hourly wage 
rate. Therefore, the minimum wage can increase employment 
(Palley 1998). Employment can increase because the number 
of hours per worker may actually decline while the number 
of workers working actually increases. As the hourly cost of 
workers increases, employers have greater incentive to reduce 
the workweek and hire more workers. This is simply another 
form of substitution. Thomas Michl (2000) found that wage 
increases led employers to hire more workers while simultane
ously reducing the workweek. Looking at Card and Kruegers 
data, he found that hours in New Jersey restaurants declined by 
around 6 percent or by about an hour and fifteen minutes per 
week. But in later work, economists Sylvia Allegretto, Arindrajit 
Dube, and Michael Reich (2011) observed that higher mini
mum wages may have led the workers themselves to reduce 
their hours. In other words, it was not clear whether reduced 
hours were the result of employers forcing employees to work 
less or workers opting to work less because now they were mak
ing more per hour.

Still, there have been other studies that only support the Card 
and Krueger studies o f no disemployment effects. In a survey
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of small business, Levin-Waldman (2000a) found that not only 
had a minimum wage increase in September 1997 to $5.15 
an hour, not affected most small businesses, but that at least 
79 percent still would not be affected were the minimum wage 
to have been increased again to $6 an hour. And in a follow-up 
study, it was observed that more than 86 percent o f small busi
ness would not be affected by an increase to $6 and that still 
64 percent of small businesses wouldn’t be affected by a further 
increase to $7.25 an hour (Levin-Waldman (2000b).

Adding to this, Dube and Reich along with Suresh Naidu 
(2007) looked at the effects o f a minimum wage law that 
was enacted by a public ballot measure for the city of San 
Francisco in 2003. While the federal minimum wage was still 
$5.15 an hour, San Franciscos was now $8.50, which was still 
26 percent higher than California’s minimum wage o f $6.70. 
Looking at primarily the restaurant industry because it was 
considered to be the primary employer of fast-food workers, 
they found that the benefits to the increases did outweigh the 
costs. The city wage floor did significantly raise the wages o f 
those at affected restaurants and compressed the wage distri
bution among restaurant workers, and increased the average 
wages of fast-food workers twice as much as those at sit-down 
restaurants. And yet, there was no increase in business closure 
or employment loss detected. To the extent that such findings 
undermine the standard model, they also add to the ambigu
ity surrounding the effects of the minimum wage. Moreover, 
they reinforce some of the evidence that suggests that we may 
know very little about the minimum wage or its actual effects. 
Still, that new studies show that the standard model may not 
be accurate doesn’t mean that the earlier studies that held there 
to be disemployment effects were wrong. Clearly, the findings 
from those studies are what researchers observed. The problem 
may have been the prism through which they were viewing 
the data.

In a subsequent study, Dube and Reich along with Sylvia 
Allegretto (2011), on the basis of data from 1990 to 2009,
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found no real evidence to support disemployment effects asso
ciated with minimum wage increases, although there may still 
have been an effect on hours. Firms did not necessarily decrease 
their demand for workers, but they may have decreased their 
demand for the number o f hours worked by teenagers. Or 
teenagers themselves opted to work less following minimum 
wage increases, thereby supplying fewer hours o f their labor 
services. All in all, their findings added to those of the previous 
study that minimum wage increases, again in the range that 
have been implemented in the United States, do not reduce 
employment among teens.

Much of the data currently support the notion that raising 
the minimum wage would help low-income families. Although 
the minimum wage would have an impact on both men and 
women, data suggest that more women earn the minimum 
wage than men, thereby making the issue a potential womens 
issue. For female-headed households, then, a minimum wage 
increase can be expected to provide a real benefit.

Problem of Data

Much of the controversy over the effects o f the minimum 
wage has to do with the quality of data that are actually avail
able. Most of the data are individual-level census data from 
the Current Population Survey (CPS). It is not firm-level data. 
Researchers are often looking at rates o f employment on the 
basis of individual responses to specific employment questions 
at various times— before and after minimum wage increases 
occurred. At best, we can establish a correlation between an 
increase and a change in employment. This does not prove, 
however, that a change in employment was specifically due to a 
minimum wage increase. In other words, the data cannot estab
lish a causal relationship. Moreover, because it is individual- 
level data, it does not tell us anything about firm behavior. We 
don’t really have any data that tell us how firms respond to min
imum wage increases. Dube, Lester, and Reich (2010) argue
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that a major problem with the data is that economists have 
been taking two different methodological approaches. Tradi
tional national-level studies use all cross-state variation in the 
minimum wage over time to estimate the effects. Meanwhile, 
case studies typically compare adjoining local areas with differ
ent minimum wages around the time of the policy change. In 
an attempt to control this, they specifically compared all con
tiguous county-pairs o f restaurants in the United States that 
are located on opposite sides o f a state border. For cross-state 
contiguous counties, they found strong earnings effects and no 
employment effects. When looking at local comparisons while 
also controlling for heterogeneity in employment growth, they 
found no detectable employment losses from the types of mini
mum wage increases that have been taking place over the years 
in the United States.

Michael Reich (2010) argues that much of the CPS data sug
gesting large negative effects due to minimum wage increases 
only show these large negative effects to be among teenagers. 
Although one typically looks at trends prior to minimum wage 
increases and then trends following minimum wage increases, 
one might still find a negative trend following an increase. 
And yet, it is still incorrect to attribute a post-minimum wage 
trend to minimum wage policy. The negative post—minimum 
trend could be due to other factors, especially when there is 
often a good six-month lag time between the enactment of an 
increase and the implementation of that increase. Placed in 
larger context, between 1955 and 1996, the minimum wage 
was increased 16 times, and these increases were also more likely 
to occur in times o f relatively strong employment growth. But 
these increases have also been occurring in the context o f more 
and more states raising their minimum wages above the federal 
level, beginning in the late 1980s. Moreover, these states with 
higher minimum wages are not limited to areas above-average 
living costs, or those that necessarily tend to be more liberal. 
But instead of taking the standard position that one possible 
reason for this may be that the minimum wage is still much
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lower than market-clearing wages, he suggests that it may be 
that higher wage floors can significantly reduce employers’ 
recruitment and retention costs. Low-wage employers typi
cally experience above-average turnover and job vacancy rates. 
Therefore, it is likely that job vacancy rates would fall if a 
higher wage served to make those jobs more attractive. While 
it may still reduce the desired level of employment, it might 
leave the actual level o f unemployment unchanged, which 
is to say that minimum wages do not kill jobs; they kill job 
vacancies. Put another way, minimum wage increases do not 
necessarily lead to disemployment because workers were fired; 
rather, they decrease the number of jobs created in the future 
for low-wage workers.

Even attempts to get around the inherent weaknesses o f 
time-series data have their limitations. Janet Currie and Bruce 
Fallick (1996), for instance, using individual-level data from 
the National Longitudinal Survey o f Youth (NLSY) examined 
disemployment effects of minimum wage increases in 1979 and 
1980. They also examined the effects o f the minimum wage 
on individual year-to-year changes. Their approach was specifi
cally to measure the effects by identifying a group of workers 
that would most likely be directly affected by the minimum 
wage and then compare their employment to the employ
ment of a group of workers who were least likely to be affected. 
Affected workers were found to be 3 percent less likely to be 
employed a year later. At the same time, no evidence was found 
that minimum wage increases affected the wages of those work
ers who remained employed a year later. Still, they were not 
able to establish that it was the increase in the minimum wage 
that was a direct cause of their not being employed a year later 
as opposed to other factors. In the end, all that can be made are 
inferences, and to the extent that it provides the basis for infer
ence, it serves to support the theoretical construct contained in 
the traditional textbook. On the contrary, all that can be made 
is a plausible inference based on statistical tests bound to show 
a high likelihood. And yet, based on changes in employment
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patterns following, say, a minimum wage increase, a further 
inference is made about the behavior of firms, which only rein
forces the reigning orthodoxy.

M easuring the Minimum Wage Population

Debate over the minimum wage has often revolved around 
youth disemployment effects versus anti-poverty benefits. 
Those who oppose the minimum wage tend to focus on the 
teen labor market, with the claim that most minimum wage 
workers are teenagers. And those supporting increases often 
focus on the benefits that will accrue to the working poor. 
To a certain extent, both sides really speak past one another. 
One o f the things missed, as we saw in Chapter 1 regard
ing the historical evolution of the minimum wage, is that 
the minimum wage was intended to be a labor-management 
issue. But the focus o f the current debate may also have much 
to do with how we are defining the population. The princi
pal focus on the teen labor market, at least in the past, may 
have been because most minimum wage earners tended to be 
younger. Earners of the minimum wage are for the most part 
teenagers or contributing members o f a household budget 
(Burkhauser and Finegan 1989; Brown 1996). Therefore, it 
was argued, that because they weren’t primary earners, the 
costs to society, in terms o f higher unemployment, were sim
ply not worth the costs.

The MW SC estimated that 68 percent of minimum wage 
earners were in families headed by married couples. O f these, 
1.5 million were the only earners in their families, thereby 
making up 14 percent of low-wage workers. Fifty-four percent 
of all minimum wage workers were in families with two or 
more earners. Still, the commission made it clear that mini
mum wage earners were not the primary earners in families 
with more than one earner (MWSC 1981, p. 13). Because only 
a small fraction o f the labor market actually earns the statu
tory minimum wage, the potential benefits are presumed to
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be so small that they could not possibly offset the more likely 
larger costs.

On these grounds, it is often concluded that raising the 
minimum wage would not greatly help the poor. On the con
trary, raising the minimum wage is more likely to hurt the poor 
because at a higher wage, employers are more likely to hire 
more skilled labor as a substitute for unskilled labor. Because 
low-skilled individuals are heavily overrepresented among the 
ranks of the poor, minimum wage increases will effectively 
result in employers discriminating against recipients (Finegold 
1998). These studies, however, might well miss the point. Even 
if most minimum wage earners are not the primary earners in 
their households, it does not follow that the income o f those 
earners isn’t necessary to the sustenance of the family unit.

A commonplace criticism o f the minimum wage is that 
because only a small fraction o f the labor market earns the min
imum wage, the issue is really insignificant. Most of the debate 
and the research that has been done focus on a limited subseg
ment (roughly 2 percent) of the labor market: those specifically 
earning the statutory minimum wage. And yet, the minimum 
wage really speaks to a broader segment of the labor market: 
low-wage workers who make up what could be referred to as the 
“effective” minimum wage population. But this can be under
stood only if we take a broader view of the minimum wage 
population. Levin-Waldman (2011) has argued that if we look 
at the issue from the vantage point o f wage contours, the mini
mum wage takes on a whole new dimension.

The classic model of the wage contour was developed by John 
Dunlop (1957) to explain how a firms internal wage structure 
might be as much affected by external forces as internal ones. 
Wage contours were to be defined as a group of workers with 
similar characteristics working in similar industries and earn
ing similar wages. And for each group there would be a group 
of rates surrounding a key rate, and these group rates would 
be affected by changes in the key rate. Within an industry, the 
key rate would essentially be defined as any rate serving as the
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reference point for that industry. Since key rates were specific 
to industries, they could also vary from industry to industry. 
But it also implies that there is nothing necessarily natural 
about wage rates. On the contrary, wage rates are determined 
more by institutions than the natural market place.

Data from the Integrated Public Micro-use Data Series 
(IPUMS) for 1940-2000 have shown that the effects of a mini
mum wage increase would generally be greater than commonly 
supposed because the population earning around the mini
mum wage was actually substantially larger than usually sup
posed (Levin-Waldman 2002; 2005a). Therefore, the effective 
minimum wage population would have to be defined as those 
earning around the minimum wage, that is, wage contours. 
Wage institutions like unions and minimum wage laws did 
make a difference, particularly in explaining wage differentials 
between different regions of the country. This would also imply 
that wage institutions like unions and the minimum wage also 
serve as key rates of change in particular wage contours, and 
that the focus on only those earning the statutory minimum 
is simply too narrow to make a determination regarding the 
utility of the minimum wage as a policy tool for both assist
ing low-wage workers and potentially narrowing the wage gap 
between the bottom and the top.

William Spriggs and Bruce Klein (1994) also observed that 
the minimum wage s greatest import is its function as a refer
ence point for wages around it. They found that despite changes 
in the statutory minimum wage, firms merely maintained 
their internal wage structures. Increases may have resulted in 
employment consequences in some cases, but the effects were 
not found to be significant. Rather, firms simply viewed the 
minimum wage as a reference point for what starting wages 
should be. Building on this construct, David Gordon (1996) 
later argued that a decline in the real value of the minimum 
wage also affected those earning in between the point where 
the statutory minimum wage used to be and the point where 
it is at the end of the dip. An increase in the minimum wage,
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then, might lead to an upward pressure on wages because 
employers would feel compelled to pay higher wages even to 
those not directly affected (pp. 214-215). The real importance 
of the minimum wage lies in its impact on wages from the 
statutory minimum to some point above. Moreover, one could 
not even begin to measure more accurately the size of the mini
mum wage population unless the minimum wage was looked 
at in real terms rather than statutory terms. This, of course, 
would imply that as the statutory minimum wage increases, 
so too does the starting wage, thereby shifting upward the 
general wage structure. Using a wage contour construct sim
ilar to Spriggs and Klein, Deborah Figart and June Lapidus 
(1995) estimated that an increase in the minimum wage from 
$4.35 in the mid-1990s to $4.75 would result in an increase 
of womens average wages from $9.79 to $10, although the 
effects for those earning less than the previous average would 
be larger.

Only recently, however, has this issue been looked at from a 
more empirical standpoint, particularly in the work of David 
Neumark, Mark Schweitzer, and William Wascher (2004). 
Despite their general conclusions that the minimum wage 
had negative effects for those throughout the wage distribu
tion, they did acknowledge that the minimum wage appeared 
to have so-called wage contour effects, particularly for those 
earning immediately above the minimum wage. Still, they con
cluded the effects of increases throughout the distribution to 
be negative because low-wage workers were bound to be hurt 
through a reduction in hours. And the fact remains: workers’ 
wages fall into wage ranges or contours, and that a shift in one 
is going to result in a shift in others. Looking at state minimum 
wages from 1960 to 2000, Thomas Volscho (2005) estimated 
that each $0.81 increase in the minimum wage would result 
in a 35.5 percent reduction in the Gini coefficient ceteris pari
bus (all other things being the same or unchanged). Moreover, 
state wages on average had the effect of reducing the degree 
of income concentration in the top quintile, thereby lending
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support to the “ripple effect,” or what we might otherwise refer 
to as wage contours.

Using data from the CPS to measure the effects of minimum 
wage increases in New York, New Jersey, and Connecticut 
between 2003 and 2006 with Pennsylvania as a control, Levin- 
Waldman (2009a) also found that when the minimum wage 
was increased, the median wages in the first three contours of 
the distribution also increased. For instance, following New 
Yorks minimum wage increase in 2006 from $6 to $6.75, the 
median wage of those in the first contour— an interval ranging 
from the statutory minimum to 25 percent above— rose from 
$7.05 to $7.21. But it also rose from $8.57 an hour to $9.61 
in the second, and from $10.33 an hour to $12.01 in the third. 
Similar effects were observed in New Jersey and Connecticut. 
In the rest of the United States and also Pennsylvania, where 
the minimum wage still remained at $5.15, the median wage 
continued to be $5.77, $7.21, and $9.21 an hour in the first 
three contours respectively. The effect of the minimum wage 
contours was for the median wages o f those earning up to 
91 percent above the statutory minimum to rise. This would 
suggest that to the extent that there are wage contour effects, 
they should be viewed positively, not negatively. It would also 
imply that the minimum wage really has larger macroeconomic 
welfare benefits. None o f this, of course, denies the inflation
ary impact that concerns Neumark et al. (2004). Rather, the 
benefits arising from wage contour effects do introduce a new 
metric into the discussion. It suggests that inflation— if for 
the purposes of bolstering the wage distribution— does have a 
social value.

Levin-Waldman (2011) extended the interstate analysis, which 
relied on three contours, to a national one relying on 10 con
tours and spanning a 46-year period from 1962 to 2008. Using 
data from the IPUMS CPS for 1962-2008, he then constructed 
10 contours, which range from the statutory minimum wage 
o f a given year to 25 percent above the statutory minimum. 
Successive contours pick up where the preceding contour left
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off and ranges to 25 percent above. The sum total is that those 
earning in the first 10 contours above the statutory minimum, 
which comprises roughly 70 percent o f the labor force, are 
earning up to 500-700 percent above the minimum wage in 
any given year. When attempting to measure how many people 
are earning the statutory minimum wage, the data produce no 
measure at all, as if nobody at all earns the statutory minimum 
wage. And yet, when a contour is constructed around the statu
tory minimum— the first contour— the data produce a signifi
cant measure.

Between 1962 and 2008, median wages in each contour 
increased in years when there was an increase in the federal 
minimum wage. In years when there was no increase, median 
wages remained unchanged for the most part. These trends 
alone would imply wage contour effects and that the reach of a 
minimum wage increase extend far beyond the limited submar
ket that actually earns the statutory minimum wage. Arguably 
there may be other factors to explain increases in median wages, 
especially in the upper contours, but those other factors don’t 
appear to be present in years when there was no increase in the 
minimum wages? The lack of increases in median wages during 
those years when there was no minimum wage increase, and 
the long periods when there was no minimum wage increase, 
suggest that wage stagnation may well be attributable to the 
absence of wage policy, or at least its latent nature. Moreover, 
consistent with the literature on the impact of centralized wage 
setting on wage and income inequality, the data here similarly 
reveal an impact through the effects of wage contours. And yet, 
to the extent that there may be middle-class welfare benefits 
associated with the minimum wage, we aren’t talking about a 
narrow segment o f the labor market as critics claim, but o f at 
least two-thirds. In other words, contrary to the conventional 
wisdom that the minimum wage benefits only a small segment 
of the labor market, or that its intended beneficiaries are poor, 
the minimum wage is really about the middle class. That idea 
may be controversial in and of itself, because it runs contrary
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to the conventional wisdom that those earning above the mini
mum don’t really benefit from increases and therefore it is of 
no use to them.

The notion of an effective minimum wage population was 
given support by a Congressional Budget Office report in early 
2014, which itself was controversial. This report suggested that 
a minimum wage increase to $10.10 an hour as proposed in 
President Obamas State of the Union address would lead to a 
total reduction in employment of 500,000 jobs by 2016 once 
fully implemented. Despite this, the economy was still going 
to be better off. Citing the conventional economic analysis, 
employment would be reduced because an increase would force 
employers to pass some of the increased costs onto consumers, 
which in turn would lead consumers to purchase fewer goods 
and services. As they would then produce fewer goods and ser
vices, they would hire fewer workers. Therefore, employment 
might be reduced through the “scale” effect. Or a minimum 
wage increase would raise the costs o f low-wage workers relative 
to other inputs, which would lead some employers to respond 
by reducing their use o f low-wage workers toward other inputs. 
In this case, employment would be reduced by the substitution 
effect. At the same time, the report suggested that the conven
tional analysis might not apply in certain circumstances. As an 
example, a firm hiring new workers finds that it has to increase 
the wages of existing workers doing the same work. An increase 
in the minimum wage thus means employers have to pay exist
ing workers more. Consequently, it lowers the additional cost 
of hiring a new worker, thereby leading to increased employ
ment. Still, the report was unclear about what it meant to talk 
about a reduction in total employment.

A disemployment effect occurs when employers respond to 
increases in the minimum wage by laying off existing workers. 
The report, however, never used the term disemployment effect, 
rather, it talked about a reduction in total employment, which 
is significant. This could occur in three different ways. The first 
is for employers to lay off workers. The second is for low-wage
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employers not to hire in the future, in which case total employ
ment is reduced. And the third, which the report does not 
really get into, is that a higher wage will attract back into the 
labor market those who may have shunned work because the 
prior minimum wage was considered to be too low. Now there 
are more people in the labor force, which means that employ
ment on the whole is lower. Even though the CBO report does 
not come out and say it, it is nonetheless alluding to a very 
important distinction, which is the difference between rising 
unemployment because of disemployment and lower total 
employment because fewer low-wage jobs will be created in the 
future. The CBO report seemed to be implying the latter.

Nevertheless, the CBO  went on to say that at least 16.5 
million Americans would see their incomes increase and that 
on the whole a minimum wage increase would be good for 
the economy, and that it would potentially lead to some eco
nomic growth. This would be because some o f the people earn
ing slightly above the new minimum wage o f $10.10 an hour 
would also receive pay increases. Moreover, a few higher-wage 
workers would owe their jobs to the increased demand for 
goods and services that would result from a minimum wage 
increase. Here the CBO was offering the standard macro
argument for increasing the minimum wage: more people earn
ing higher wages have greater purchasing power, which enables 
them to demand more goods and services. In time, this might 
lead to job creation. But the CBO suggested that there would 
be even larger macro benefits from its impact on the federal 
budget deficit. On one level, federal spending and taxes would 
be affected by increases in real income for some people and the 
reduction in real income for others. One group of workers with 
higher income would then pay more in taxes and receive less 
in various types of federal benefits than they otherwise would 
have. Another group of workers who become jobless because of 
increases or because higher prices reduce consumption would 
see a reduction in real income, meaning that they would pay 
less collectively in taxes and receive more in federal benefits.
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Here the CBO concluded that the net effect o f raising the min
imum wage would most likely be a small decrease in budget 
deficits for several years to come, but a small increase thereafter.

Without going into contours, the CBO was suggesting that 
there are clearly ripple effects for those wages around the mini
mum wage. The suggestion o f 16 million benefiting would be 
consistent with at least the first two to three contours of the dis
tribution. The explanation would appear to be simple enough. 
Those earning just above the old minimum wage would have 
to get pay raises as well as those earning the minimum because 
those earning the new minimum are now approaching the 
wages o f the next interval. The more people who received 
higher wages, the more demand for goods and services, which 
in turn would drive the economy. But there was something 
else about the CBO report, which is who earns the statutory 
minimum wage may not be as important as who earns around 
the minimum wage. The distinction between those earning 
the statutory minimum wage and those earning around it is a 
critical one because it is suggestive of why the minimum wage 
elicits the strong political opposition it often does. If  only a 
small fraction o f the labor market earns it as critics claim, then 
it should really be a nonissue politically. But if the minimum 
wage is really a reference point for the low-wage labor market, 
and the minimum wage could have implications for the overall 
wage distribution, then the issue is quite significant whereby 
many interests have a stake in the outcome.

Politicization of Data

The standard models predicted unemployment consequences 
have conveniently found a home in conservative political cir
cles. During the 1980s the nature of the political debate over 
the minimum wage began to change. With the election of 
Ronald Reagan to the presidency came a whole new outlook on 
the economy. For pure market theorists and defenders o f the 
standard model like Milton Friedman, the White House finally
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had an occupant who viewed government as the problem, 
rather than the solution to the nations economic and social 
problems. Summing up the goals of economic policy, George 
Stigler (1986), from the same Chicago school o f thought as 
Friedman, argued, “The supreme goal of the Western World 
is the development of the individual: the creation for the indi
vidual of a maximum area of personal freedom, and with this a 
corresponding area of personal responsibility” (p. 93). As noble 
as policies intended to provide a safety net or reduce income 
inequalities might be (which would also include the minimum 
wage), they were fundamentally at odds with the tenets of 
freedom. Consequently, the older institutionalist arguments 
emphasizing the role of government, to the extent they had 
been listened to at all during the 1970s, had lost their voice.

The Reagan administration made no secret of its views that 
too much interference in the economy was the principal rea
son the economy had been in a recession during the 1970s. 
Moreover, inflation was by and large a product o f workers 
demanding too much from their employers without returning 
sufficient productivity, which meant that labor unions were 
part of the problem because they prevented wage flexibility. 
Wage floors that also contributed to wage rigidity were also 
part o f the problem. Politicization o f the standard model, how
ever, was not difficult to do. The standard model has always 
had an anti-labor bias. Economist Thomas Paley (1998) sug
gests that the political dominance of business and the intel
lectual dominance of laissez-faire have meant that economic 
policy over the last few decades would consistently favor busi
ness at the expense o f labor. Competitive market theory is gen
erally anti-labor because labor market institutions like unions 
and the minimum wage that raise wages contribute only to 
unemployment. But it is also anti-labor because labor is treated 
as a commodity. Workers are simply inputs in the produc
tion process and, as such, have no personalities o f their own. 
Consequently, the standard models view o f the minimum 
wage nicely serves the interests of those who believe that all
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government interferences— whether in the form of regulation, 
public programs, and other interventions— greatly undermine 
free market ideology and free choice.

A good example o f this is Milton Friedmans (2002) argu
ment that political freedom means the absence o f coercion. 
By separating economic activity from political authority, the 
market has eliminated the source o f coercive power. Gov
ernments role is merely to do what the marketplace cannot: 
maintain, arbitrate, and enforce the rules o f the game. When 
government intervenes, it limits freedom. The excuse over the 
last few decades for governmental intervention has been what 
Friedman calls “full employment” and “economic growth.” 
But government intervention does not increase employ
ment; it results in greater unemployment, thereby justifying 
even more intervention, which in turn will only limit further 
individual freedom. For Friedman, the greatest achievement 
of capitalism isn’t the accumulation of property and wealth, 
but the opportunities it affords individuals to develop and 
improve themselves. If, as Friedman believes, the minimum 
wage, has the opposite effect of what was intended, poor peo
ple and/or otherwise low-skilled workers who are displaced 
from their jobs as a result will no longer be able to improve 
themselves. And in the name o f helping people who will be 
hurt the most, all that government will have achieved is prec
edent for further intervention and infringement of personal 
freedom and autonomy (Budd 2004). Moreover, the assault 
on autonomy is deemed to be more egregious because it was 
in essence inefficient.

The key point here is that the minimum wage in the stan
dard model by itself merely results in inefficiency. When the 
standard model is politicized, as it was during the Reagan years 
with the help o f economists like Friedman, the minimum 
wage results in an abridgement o f individual freedom, and it 
is freedom and liberty which is what the country is all about. 
To make a political appeal against the minimum wage on the 
grounds that it is inefficient most likely will not resonate with
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too many people. But to couch government intervention as 
an assault on personal freedom, as the Reagan administration 
did, ended up having great political appeal. And yet, when one 
side politicizes the argument, so too does the other. Freedom 
to contract, after all, necessarily assumes the individuality of 
each worker. The standard model, however, just reduced each 
worker to no more than interchangeable commodities lacking 
in personality. The other side o f the freedom argument is that 
low wages deprive workers of the freedom— their ability to 
make choices. It deprives them o f what economist and philoso
pher Amartya Sen (1999) calls their capabilities. By capabilities 
he means their capacity to reason for themselves, make rational 
choices, and act on their choices. Therefore, there are those on 
the political left who would argue that contrary to being an 
assault on personal freedom, the minimum wage is at root a 
political class struggle over capitalist wage relations because not 
everyone enjoys the same bargaining power (Kamolnick 1993). 
Now the issue isn’t a matter o f freedom, efficiency, but one of 
justice. A just society, in other words, does not exist when the 
market place in the name o f efficiency results in great dispari
ties in income with those at the bottom not being able to meet 
their basic subsistence needs. Rather, low-wage workers are in 
effect being exploited.

Source of Low W ages

When the minimum wage was first adopted during the early 
part of the twentieth century, it was considered to be a cor
rective to the low wages resulting from an economic transfor
mation that saw the replacement o f skilled work with mass 
production staffed by unskilled workers barely receiving subsis
tence wages. But it was also viewed as a measure to address the 
rising income inequality that also resulted from the industrial 
revolution. Today, we are still addressing issues of economic 
transformation. In the post-World War II years, the country, 
and indeed much o f the industrial world, underwent economic
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change whereby the base of the economy changed from manu
facturing to services. Manufacturing jobs (many of which were 
also unionized) that paid middle-class incomes have disap
peared and what has replaced them have been service-sector 
jobs in what has come to be characterized as a dual economy. 
At the top are high-paying jobs requiring great levels of skills 
and at the bottom are low-paying jobs, where workers have 
very little by way of education or marketable skills that could 
command higher wages. With the loss of the manufacturing 
base, the middle class has all but dropped out. This, in part, 
accounts for the rise in income inequality, particularly since the 
early 1980s. More importantly, however, it signifies the disap
pearance o f the middle class.

Still the debate over the minimum wage raises a fundamental 
problem for economic theory: just what are the sources of low 
wages? The standard model, it will be recalled, posits that indi
viduals earning low wages, especially around the minimum, are 
not worth more than the wages that they are receiving. This 
corresponds to the assumption that setting wages is a natu
ral process. The idea that a wage floor would be necessary to 
ensure that individuals earn a subsistence wage only turns these 
assumptions on their head. First of all, it underscores the fact 
that there really is nothing natural about wage-setting mecha
nisms in the marketplace. Second of all, and more importantly, 
it underscores that low wages may well be the product of a 
power imbalance between employers and workers. Still, the 
assumptions of the standard model may have some validity, 
especially in an increasingly global market place.

According to basic laws of supply and demand, an oversup
ply of low-skilled workers should have the effect of driving 
down wages, and if there are more low-skilled workers than 
available jobs, then their wage rates should be driven even 
lower. The reason that wages are so much higher at the top 
of the scale is that workers possess skills that are in short sup
ply, and if employers demand those skills enough, they will be 
willing to pay for them. In other words, a shortage o f highly
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skilled workers only drives up wages. This, however, has only 
led to perhaps what has increasingly become a highly con
troversial issue in recent years, which is whether increasing 
inequality is the result of what is known as the skills mismatch 
thesis— sometimes referred to as the skill-biased toward techni
cal change hypothesis— or whether it is the result of deliberate 
public policy choices, such as anti-union legislation and main
taining a low minimum wage.

The standard model holds rising income inequality to be a 
function of a structural economic transformation. Technologi
cal change has tended to be biased toward those with higher 
levels of education and skills. As the economy has evolved from 
industrial-based manufacturing to postindustrial service, there 
has been a growing mismatch between good paying jobs and the 
skills available to workers. According to this school o f thought, 
the labor market is divided into a primary market where high 
premiums are placed on skilled workers, and a secondary mar
ket with unskilled workers trapped in the lowest-wage service 
sector o f the economy. Increasing skills differentials between 
the two labor markets have only led to the growth in wage 
inequality (Katz and Krueger 1992; Katz and Murphy 1992). 
The main culprit is technological change biased toward those 
with higher levels of education and skills (Juhn, Murphy, and 
Pierce 1993).

In a competitive market where the new and technologically 
advanced is always replacing the old and obsolete, it is a fore
gone conclusion that the wages o f unskilled workers will be 
forced down while the wages o f the skilled workers are driven 
up, thereby increasing the gap between the two. Nevertheless, 
this view has formed the basis for what Frank Levy and Peter 
Temin (2010) refer to as the “Washington Consensus” that 
maintains skills-biased technical change to be the source of 
inequality, stagnating wages for the average worker, and poten
tially long-term unemployment. This consensus also maintains 
that the economy could grow through a set of microeconomic 
policies o f deregulation and privatization intended to achieve
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greater efficiency. Although the consensus has certainly affected 
wages and middle-class living standards, the emphasis on skills- 
biased technical change has also worked to shift responsibility 
for the plight of employees, and the policymakers who sup
ported them, from employees, to the workers themselves. And 
yet, as much as this might be true, it misses the role that policy 
plays either in exacerbating or in hindering the so-called natural 
process. By adopting this consensus, policymakers only ended 
up supporting a policy tract that would in fact exacerbate the 
growing income inequality.

If, however, we don’t accept that the source o f low wages 
are the skills-mismatch thesis, then the source may be a set o f 
policies that have effectively denied workers the type of voice 
necessary to drive up their wages. This is the view that poli
cies that have resulted in the decline o f labor market institu
tions are ultimately the source o f low wages. This is not to say 
that public policy mandates low wages, rather the absence of 
institutions to countervail globalizing forces that on their own 
drive down wages. As part o f the politicization of the issue, 
the focus has shifted from job creation, and wage rates, to job 
training. If  the issue is no longer low wages, but the absence 
of skills, the onus is on workers to develop the necessary skills 
so that they can command higher wages. Job training becomes 
an alternative not only to a policy approach of generating jobs 
but also to the minimum wage itself. As Gordon Lafer (2002) 
observes, economic policy over the last couple o f decades has 
been predicated on the assumption that more policy efforts, 
because of the dominance o f the skills mismatch thesis, need 
to be focused on efforts to retrain workers rather than actually 
creating jobs. The skills mismatch thesis has become a conve
nient explanation for falling wages and rising inequality. And 
yet, the decline in unionism would appear to have played a 
greater role in determining wages of most workers than less 
education. Rather, a close examination of the mismatch argu
ment appears to be driven by ideological conviction than 
empirical evidence. Mismatch theorists have asserted that the
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economy is undergoing a radical transformation in the way 
that the mundane tasks of factory workers, secretaries, and 
service workers are performed. But institutions that protected 
the wages o f production workers have been eliminated while 
professional earnings have remain protected by an elaborate 
system of immigration control, business, educational creden
tials, and legal mandates. That is, the earnings o f professionals 
have not been propped up by the rarity o f their skills, but 
by their ability to exert institutional barriers to competition. 
The biggest blow to those at the bottom o f the distribution 
has been the deterioration of unions. With this decline came 
a corresponding decline in wages because union wages were 
generally 28.4 percent higher than those of unorganized work
ers. What mismatch theories have effectively done is obscure 
the fact that it was the union premium that maintained higher 
wage rates for workers, not that workers receive wages equal 
to their marginal productivity according to traditional human 
capital theory. In other words, it is institutions that are key 
in setting wage rates and determining worth. This would also 
imply that some employers— non-unionized employers— are 
enjoying substantially greater profits. And yet focusing policy 
on job training allows us to obscure the reality that institu
tions that deliberately propped up wages have been targeted 
because they cut into profits.

Alternatives to Minimum Wage

If the basic idea behind a minimum wage is to boost income, 
not only o f the poor, but of the middle class as well, the obvi
ous question is: are there alternatives to the minimum wage? 
Remember that the minimum wage is specifically a wage floor 
that is legislated by either the U.S. Congress or state legisla
tures. In European countries it might be enacted through wage 
councils. Still, there may be other ways to guarantee those who 
work a minimum income. Three basic alternatives include 
the Earned Income Tax Credit (EITC), the idea o f Employer
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of Last Resort (ELR), and the concept o f a Universal Basic 
Income (UBI).

The EITC dates back to the 1970s and was in part a response 
to the failure o f the Nixon administration to get the Family 
Assistance Plan (FAP) passed in Congress. The idea behind 
FAP was to create a minimum income floor. Families would 
receive a supplement regardless o f whether there was a father 
present. Not only would it create a floor, but it would replace 
traditional public assistance cash transfer programs as well. It 
was to operate as a negative income tax. The favored FAP grant 
was $4,000. This meant that families with no income would 
essentially receive a guaranteed income from the government 
o f that amount. To preserve the work incentive, the benefit had 
to be low enough that people would find it necessary to work, 
but high enough that their basic needs would also be met. The 
issue that ultimately doomed the proposal was how much to set 
the negative tax at. A negative tax proposed at about 50 percent 
o f income meant that a family earning $4,000 would receive 
FAP money until they earned $8,000, and then no more. But 
if the negative tax was set at 25 percent, they would receive 
FAP money until they earned $16,000. This meant that those 
families with earnings o f less than $16,000 would be eligible 
for FAP money. Conservatives in Congress opposed it on the 
grounds that it would reduce the incentive to work, and liberals 
in Congress opposed it on the grounds that it was not generous 
enough. But when the EITC was introduced in 1975, it was 
supported by conservatives, who saw it as a way for poor people 
on public assistance to have incentive to work without having 
to rely on the minimum wage. In fact, this was preferable to the 
minimum wage because workers indeed had to work in order 
to qualify, and because the additional money would be com
ing from the government, there would be no danger o f adverse 
employment consequences.

The EITC is also a negative income tax that essentially sup
plements the low wages of those who work. Initially one had 
to have children in order to qualify for the credit. But in 2014,
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a family with one qualifying child would get a maximum credit 
of $3,305 while somebody with no qualifying children would 
get a credit of $496. If  one had two children, the credit would 
be $5,460, and with three children, it would be $6,143. A fam
ily gets the maximum credit if the earned income is between 
the minimum wage and some percentage above that. The effect 
of an EITC for, say, a single mother with three children earning 
the federal minimum wage is to have an income of $21,223, of 
which 28.9 percent is being paid by the government. As ones 
income moves up the scale, the EITC then begins to phase out. 
The same single mother with three children would be eligible 
for an EITC until her income reaches $46,997, and $52,427 
if she were married and filing jointly. Although conservatives 
tend to support the EITC because it rewards work, the idea is 
not without controversy. Prior to recent adjustments, it tended 
to penalize marriage, as the effect o f a joint income would 
effectively lower the value of an EITC. But the EITC may also 
encourage employers to continue paying low wages because if 
employers know that a portion of their employees’ wages are 
coming from the federal government, they have less incentive 
to raise wages on their own. Then workers may also have less 
incentive to work as hard for their employers as they could 
because their employers aren’t paying their full income. Argu
ably, the failure to guarantee workers a living wage only passes a 
social cost onto society. Because workers are earning low wages, 
they are in more need of publicly provided subsidies. The EITC 
is but one way of subsidizing the profits of low-wage employers 
at their employees’ expense.

Another approach is to simply create government jobs 
whereby the pay rate would effectively be the new minimum 
wage. Economist Randall Wray (2000) argues for government 
as employer of last resort to offer employment to those who 
are “ready, willing, and able” to work, but have not been able 
to find jobs. ELR would not replace traditional welfare, but 
would supplement private sector employment. ELR would not 
be workfare and would not replace existing social programs.
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It would not pay starvation wages, nor would it provide union- 
busting low-wage labor. It would, however, eliminate the 
need for a minimum wage, as the ELR wage would effectively 
become the effective minimum wage. It could also establish the 
base package o f benefits that private employers would have to 
supply. Although it could replace unemployment insurance, it 
could also just be added on to give workers who lost their jobs 
greater choices. The object here, through creating jobs for some 
of the unemployed, is to increase aggregate demand through 
the multiplier and thereby increase private sector employment. 
If it succeeds in doing this, it should also result in a reduction 
of the number of ELR jobs required. What it does not do is 
concede that increasing aggregate demand by increasing the 
living standards of those at the bottom must necessarily cause a 
demand-pull wage price spiral. Instead, with fixed prices, gov
ernment s ELR wage is perfectly stable and sets a benchmark 
price for labor. Wray suggests, however, that if ELR were to be 
implemented, it is not likely that it will be inflationary in the 
sense of generating continuing pressure on wages and prices. 
Because it obligates government to make the initial investment 
into creating these ELR jobs, it certainly falls within the tradi
tion of more expansive government programs. Again, instead 
of mandating a minimum wage that workers should be paid in 
the market place, we are creating an alternative program. But 
for the same reasons it is difficult to get Congress to act on the 
minimum wage and periodically raise it, it would be difficult 
to get them to authorize the type of public expenditure needed 
to get ELR going.

And the third approach is to simply have a guaranteed 
income or a universal basic income (UBI). On the surface, this 
might not appear to be different from a minimum wage, but 
it is actually intended to be more encompassing and, there
fore, becomes more controversial. A broader conception of 
the minimum wage than the statutory minimum that has 
been prevalent in the United States is that of a basic income. 
Philosopher and political economist Philippe van Parijs (1992)



Problems, Controversies, and Solutions 99

puts forth the notion of what he calls Basic Income Capital
ism, defined as a socioeconomic regime in which the means of 
production are for the most part privately owned, but where 
each citizen is entitled to substantial unconditional income 
over and above what s/he might earn through normal partici
pation in the labor market. A basic income as such is essentially 
a pathway toward the achievement of a just society, which Van 
Parijs understands to be a free society in which all members 
are as free as possible. He defines it more precisely as a society 
that meets the following three conditions: “(1) There is some 
well enforced structure o f rights (security condition). (1) This 
structure is such that each person owns herself (self-ownership 
condition). (3) This structure is such that each person has the 
greatest possible opportunity to do whatever she might want 
to do” (p. 467). To be truly free, one must possess the means 
to whatever one might want, and not just the “right” to do it. 
A basic income, then, especially if it is unconditional, and ide
ally if set at as high a level as possible, provides individuals with 
the means to be truly free. As Van Parijs (1995) explains, real 
freedom extends beyond formal freedom, which involves the 
ability to make choices among various goods that may be con
sumed. Rather, it involves the “real freedom to choose among 
the various lives one might wish to lead” (p. 33), or to be free 
of external controls. But without a basic minimum income, 
ones ability to take advantage of opportunity, that is, make 
choices, is indeed adversely affected. Real freedom, in other 
words, entails being able to effectively act on ones formal free
dom. To earn an income that enables one to take advantage of 
opportunity is to effectively enable one to be autonomous.

Philosopher Stuart White (2003) also talks about a basic 
minimum as a vehicle for achieving what he defines as justice 
as fair reciprocity. According to this conception of justice, a 
good society is one of mutual concern and respect— it is one 
in which individuals exhibit what he calls democratic mutual 
regard. A society governed by democratic mutual regard is one 
in which “individuals seek to justify their preferred political and
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economic institutions to others by appealing to shared basic 
interests, and to related principles that express a willingness 
to cooperate with their fellow citizens as equals” (pp. 25-26). 
Each citizen has a basic interest in having adequate opportu
nity to reflect and deliberate critically about those matters that 
are essential to eachs ethical agency. Therefore, the primary 
commitment o f justice as fair reciprocity is the upholding of 
basic liberties and securities. In a society built around the ethos 
of democratic mutual regard, citizens must accept and affirm 
each other as equals, and consequently design a common set of 
institutions that will govern their lives together in a fundamen
tal way. Justice as fair reciprocity, however, entails more than 
this give and take; it also involves a commitment to substantive 
economic reciprocity. That is, “if one willingly enjoys the fruits 
of ones fellow citizens labours, then, as a matter o f justice, one 
ought to provide some appropriate good in return” (p. 49). 
A society that derives benefit from the labor o f low-wage work
ers ought to guarantee low-wage workers a minimum wage, 
as that minimum would constitute an “appropriate good in 
return.” As individuals, we live in a cooperative enterprise 
known as the overall economy, and therefore we have a respon
sibility to ensure that all who participate, regardless of where 
one falls in the wage distribution, are in no way burdened by 
their participation. In other words, workers who do not earn 
wages sufficient to sustain themselves in dignity are indeed bur
dened. The concept of UBI, however, may not be viewed so 
much as an alternative to the minimum wage as an expansion 
of it. A minimum wage in the form of a wage floor merely adds 
to the employer s labor costs. It may well raise prices and, if set 
too high, lead to employment consequences. But a UBI carries 
a broader commitment. Neither author really addresses who 
pays for it. A UBI could, o f course, be guaranteed through 
government programs. At the same time, the concept may be 
viewed as creating a set of rights that workers neither currently 
enjoy nor are entitled to. On a philosophical level, there is cer
tain logic to it, but politically it is bound to run into the same
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types of problems that have always confronted the minimum 
wage in its minimal wage floor form.

Solutions?

Because American society is heterogeneous and politically plu
ralistic, it is not clear that an easy solution can be found to 
resolve the various controversies surrounding the minimum 
wage. For all those who support the minimum wage, there will 
always be those who oppose it. Still, there may be steps that 
could be taken. One approach is to re-conceptualize the issue. 
Noah Zatz (2009), for instance, raises the question of whether 
the minimum wage perhaps ought not to be considered a 
larger civil right. To a certain extent, the language of proce
dural democracy assumes that individuals as equals in standing 
before the law do enjoy certain basic civil rights. The impli
cation being that without respect for the basic civil rights of 
voting, free speech, due process, and the right to pursue ones 
interests based on ones human agency, democracy is nonex
istent, even if nominal elections are being held. Zatz asks the 
question of whether minimum wage law serves to protect the 
civil rights o f workers. In other words, is it necessary to have 
a wage floor to protect their civil rights, and, if so, would a 
minimum wage be a necessary and sufficient condition? Defin
ing the minimum wage as a civil rights issue might remedy an 
injury to workers’ civil rights. As the lowest-paid workers tend 
to hail from groups central to anti-discrimination projects, it 
would appear that their status as low-paid workers means that 
they are not being treated on an equal footing with others, and 
certainly not with those with more resources.

One approach to justifying the minimum wage that has 
been obscured by a focus on anti-poverty arguments is that 
it offers a corrective to defects in the wage bargain between 
employers and employees. As Zatz puts it: “In its most styl
ized form, the minimum wage remedies employer theft. If  an 
employer refuses to pay a worker the agreed-upon wage for
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work performed, the employer is a thief. The same is true if the 
employer forces the worker at gunpoint to agree to work for 
no wage at all or tricks her into the same. Furthermore, it can 
make no fundamental difference if what the employer steals 
is not the entire wage but only some fraction o f it” (p. 7). 
Nevertheless, what matters most about the minimum wage is 
that it is no defense to show that the employer simply paid the 
going rate in a complex competitive market. The “inequality 
of bargaining power” provides the moderate alternative to the 
labor theory o f value. What a minimum wage does is enact a 
presumption that when wages fall below a certain level, they 
are low for morally arbitrary reasons. Therefore, mandating 
a higher wage brings us closer to a world o f fairness. Or at 
a minimum, it may serve to place some on an equal footing 
with others, and in this vein it becomes a civil rights issue 
in a broader sense. James Galbraith (1998) too has couched 
the minimum wage in terms o f affording low-wage workers 
some monopoly power in the labor market, which, in the 
absence o f either union coverage or a minimum wage, they 
otherwise lack.

During the early part o f the twentieth century, when Sid
ney Webb (1912) argued that a minimum wage would increase 
efficiency, he, along with his wife Beatrice Webb, was also con
cerned about the social costs of paying low wages. Their case for 
the minimum wage was built on two main pillars: the doctrine 
of labors inequality o f bargaining power (IBP) and the social 
cost o f labor (SCL) doctrine. IBP holds that employers indi
vidually and/or collectively enjoy a power advantage in wage 
determination, even in what we would consider a competi
tive labor market. The party benefiting from extra-low wages 
in labor markets is employers. But employers are not the only 
beneficiaries. Consumers, and especially affluent consumers 
who have a disproportionate share of income, also benefit from 
low wage labor in the form o f lower prices. One social rationale 
for a legal minimum wage, as Bruce Kaufman (2009) points 
out, is that it offsets the workers weak bargaining power in the
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labor market. Therefore, IBP creates a social rationale on effi
ciency and fairness grounds for state abridgement of freedom 
of contract. Added to the SCL doctrine, the argument for a 
legal minimum becomes stronger and the traditional neoclas
sical opposition to it becomes weaker. Neoclassical economists 
typically treat social costs arising from production processes 
where product prices are low and output as high as negative 
externalities arising from an absence of property rights for, in 
this case, the workers.

The innovation of the Webbs and American institutional
ists was to apply the negative externality concept— missing 
property rights— to the employment relationship in order to 
develop a positive rationale for both legal minimum wages and 
collective bargaining. Their argument rests on the assump
tion that labor— human capital— as is the case with physical 
capital— requires some minimum ongoing expenditures for 
upkeep, repair, and depreciation. That is, if product prices were 
to cover the full costs of production, then firms must pay the 
workers a wage sufficient to cover individual and family sub
sistence costs, or provide in-kind compensation. But when the 
wage falls short o f subsistence level, the social costs exceed the 
private labor costs borne by the firm and its customers. “In 
this case, either someone else bears this expense, or, socially 
viewed, the nations stock of human capital starts to depreci
ate and wear out” (Kaufman 2009, p. 313). At a minimum 
each worker requires a minimum necessary level of healthcare 
to cover physical and mental wear and tear. A minimum wage, 
then, is seen as contributing to a solution o f the social cost 
problem, and with far greater efficiency and fairness than can 
competition and laissez-faire. The idea is to use the minimum 
wage in the labor market that approximates the social cost of 
labor. Although a minimum wage can in effect be viewed as 
a tax on firms, firms paying low wages are nonetheless mak
ing a profit without paying the full social costs. A minimum 
wage, then, serves to end the social subsidy to otherwise par
asitic firms. This would seem to suggest that the absence of
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a minimum wage, which effectively results in society bearing 
the social costs so that a few producers can derive benefit, is 
inherently antidemocratic. Society bears the costs for the bene
fit of a few. Establishing the floor, however, may not be enough.

Another solution, as alluded to by White, may be to redefine 
what society means by property rights. The concept o f wage 
labor is the idea that the worker sells his labor services to an 
employer for wages. But what if those services were defined in 
terms of property rights? This would imply that paying workers 
below a specified wage would be tantamount to theft. In recent 
years, states have been passing right-to-work laws, which bar 
closed union shops. These laws make union organizing more 
difficult, which in turn may have the effect o f suppressing 
workers’ wages.

And yet, right-to-work laws rest on a fundamental assump
tion that has long permeated American labor law. That is, 
employers have property rights while workers do not, hence 
the asymmetrical balance of power between workers and their 
employers. When Congress passed the National Labor Rela
tions Act (NLRA), which created the National Labor Relations 
Board (NLRB) in 1935, it was considered to be important 
because by requiring collective bargaining as a means to pre
vent labor strife and instability in labor markets, workers were 
effectively limiting the property rights of workers. Prior to pas
sage of the NLRA, employers could easily assert their property 
rights and claim that unions and strikes were an infringement 
of those rights.

That is why the concept of collective bargaining and the 
right to it granted by the NLRA were so important. It effec
tively upended that assumption. If  employers are required to 
recognize collective bargaining units and sit down and negoti
ate with their workers, workers are in effect being recognized 
as having a property right to their labor. To redefine work
ers labor in terms of property rights is to also say that collec
tive bargaining is not enough especially in an era when labor 
unions are in decline. In the absence of unions as an essential
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labor market institution, the minimum wage may take on even 
greater significance, as it is the only other major labor mar
ket institution left. Granting workers’ property rights in their 
labor would only strengthen the minimum wage. By assaulting 
labor the way that right-to-work laws do, they effectively deny 
workers property rights in their labor. It is true that if work
ers were viewed as people with legitimate property rights in 
their labor, the property rights of employers would effectively 
be diminished. Measures taken by management that reduced 
the value o f their workers’ property in labor would essentially 
be akin to a “taking” worthy o f some compensation. Still, it is 
highly unlikely that American labor law will go this far because 
it would rekindle many o f the class warfare arguments and 
human relations battles that existed when the minimum wage 
first surfaced at the beginning o f the twentieth century.

Politically, a step to take is to present the minimum wage as 
a middle-class issue. The issue should not be a partisan issue. 
Labor market institutions such as unions and the minimum 
wage do make a difference with regard to overall wage struc
ture and achieving a more equitable distribution. The mini
mum wage, for instance, as Levin-Waldman (2011) argues, is 
not only about helping the working poor to earn a wage above 
the poverty line; it is also about shoring up the middle class 
through wage contour effects. A minimum wage that increases 
aggregate demand for goods and services because it enables 
more workers to have greater purchasing power is one that pos
sibly expands the middle class because in the long term it will 
result in greater job creation (Levin-Waldman 2012). By pre
senting it as a middle-class issue, politicians would be able to 
remove it from the type of politics that have not only plagued 
the issue from the very beginning, but have effectively stunted 
its development as well.

Politics has famously been defined as who gets what, when, 
and how? Workers surely have an interest in getting higher wages 
while employers have an interest in limiting the wages that they 
are forced to pay. But this definition of politics concerns only
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the outcome of a political process. The process often requires 
restricting the size of the political universe affected by the issue. 
By marginalizing the issue and saying that it affects only a small 
segment o f the labor market as minimum wage critics have been 
able to do, the minimum wage has effectively been relegated to 
a “trivial” matter affecting only a few. To successfully counter 
their efforts, supporters need to expand the universe of those 
affected by the issue, which means presenting it as a middle- 
class issue. In this regard, the issue would follow the same tra
jectory as Social Security in the 1930s. Because it was sold as 
a middle-class entitlement— something all were entitled to 
because they worked for rather than a program only for elderly 
people who were also poor— it was able to garner more politi
cal support.

Another solution, which is less o f an alternative than 
another way of removing the issue from politics, is to index 
the minimum wage, whereby it would be tied to either the rate 
of inflation or productivity. As each increases, so too would 
the minimum wage, and it would do so automatically. Much 
of the opposition to the minimum wage stems from the fact 
that when Congress finally does get around to raising the 
minimum wage, the percentage increase may be viewed as so 
large that it represents a jolt. But if it were indexed, employ
ers would be better able to plan for the increase. As index
ation would mean an increase of only a percentage or two 
a year, they would know what to expect Although an argu
ment for productivity may serve as a good justification for 
raising the minimum wage with appeal to the broader labor 
market, there perhaps needs to be a mechanism by which the 
minimum wage can be adjusted automatically on a regular 
basis. It doesn’t solve the problem that the minimum wage at 
its current level isn’t livable. To achieve a livable wage would 
require a drastic measure by Congress. As a political argument, 
productivity a least gets us to think about the minimum wage 
in a more positive way, even though it doesn’t remove the fun
damental political nature of the problem. Achieving a broader



Problems, Controversies, and Solutions 107

wage would require bold steps by Congress. Incremental steps 
of the type that have traditionally been taken wouldn’t even 
bring the wage into lines with 50 percent o f average annual 
hourly wages, let alone a so-called living wage. And yet, each 
year that Congress does nothing, the gap between the existing 
minimum wage and the poverty line only becomes that much 
larger, for a higher percentage increase is required for each 
year that Congress does nothing about the minimum wage. 
Herein lies the political problem that has been driving many 
o f the economic consequences o f a declining minimum wage. 
The larger the increase in the minimum wage, the more of a 
shock it is bound to be to that sector of the economy that hires 
most minimum wage workers. A mechanism for increasing 
the minimum wage in small increments on an annual basis 
would offer greater stability.

Under the current minimum wage regime, Congress shies 
away from being bold and voting for a “living wage” increase 
because of the immediate shock that would attend to such a 
large increase. The natural consequence of this is that the value 
of the minimum wage erodes even further. By the time Con
gress musters the political will to take action, it is inadequate 
to address the erosion in value, let alone the true needs o f those 
working for the minimum wage. To have a minimum wage 
that enables individuals to support a family above the poverty 
line would require some mechanism for automatically adjust
ing the wage on an annual basis. Indexation would effectively 
take the politics out o f the minimum wage. Moreover, index
ation isn’t only about poverty and keeping low-wage workers 
out o f poverty, but about the maintenance o f a more equitable 
wage structure.

Past calls for indexation have focused either on some per
centage o f average annual hourly earnings or the consumer 
price index (CPI) as a basis for indexation. Calls in the past 
for tying the minimum wage to a percentage of average annual 
hourly earnings have often focused on a rate of around 50 per
cent o f the average annual hourly earnings in manufacturing.
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The virtue o f this approach is, of course, the historical prece
dent, because the minimum wage did hover around 50 percent 
of average annual hourly earnings for much of the history of 
the minimum wage program. Were the minimum wage to be 
set at that level based on the average for 2012 of $24.47, the 
minimum wage would be $12.23, as opposed to its current 
level of $7.25. Subsequently, whatever percentage the average 
annual wage increases by, the minimum wage increases by the 
same percentage.

The CPI is often favored because other programs, especially 
federal entitlements, are already tied to it. This has the obvious 
benefit of raising wages by whatever percentage increase there is 
in the CPI. The problem with the CPI, however, is that not only 
does it overstate the rate of inflation, it also does not accurately 
reflect market-caused price increases (Boskin et al. 1996). An 
index that increases wages at a rate greater than (or even differ
ent from) the actual inflation rate will exacerbate inflationary 
pressures. This then suggests the need to find some measure of 
productivity as the basis for an automatic adjustment mecha
nism. An argument can be made for a productivity-based index 
on both moral grounds and the standard model. According to 
the standard model, when productivity increases it is because of 
the marginal value each worker added to the enterprise. By the
ory, increases in productivity should justify increases in wages 
without any risk of inflation. Remember that George Stigler 
(1946) famously observed that a minimum wage that did not 
result in lower employment would result in greater efficiency 
because productivity would increase. There has perhaps been 
an expectation that as productivity increases the gains would 
be shared among workers in the form of higher wages. Since the 
end of the Great Recession in 2009, productivity has increased, 
but those gains have not been shared among the workers (Sum 
and McLaughlin 2010). Tying the minimum wage to produc
tivity, especially through its wage contour effects, would ensure 
that those productivity gains are shared among the workers. 
This approach assumes that as productivity increases, and to
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the extent those increases yield higher wages in general, they 
can also be the basis for increases in the statutory minimum 
wage. A minimum wage that rises with increases in productiv
ity would have its appeal both economically and politically.

Productivity, however, is difficult to measure. Elsewhere, 
I (1998) have argued that a productivity index could be cre
ated on the basis of the median wage of the lowest wage work
ers, who would in effect be regarded as low-skilled workers, 
many of whom work in retail sales, the low-wage service sector 
(cashiers, gas hands, etc.) and the fast-food industry. This focus 
doesn’t require dealing with the different gradations of skills; 
rather, it assumes there are two kinds of workers: skilled and 
unskilled. The median of the lowest skilled workers serves as 
a reference point and, for all practical purposes, becomes the 
putative minimum wage. Then on the basis of changes made to 
the median o f the lowest-wage sector, similar adjustments are 
made to the statutory minimum wage. Whatever percentage 
increase there was in the putative minimum wage would sim
ply be applied to the statutory minimum wage. For instance, 
according to data from the CPS, the median wage of full-time 
workers below the 50th percentile was $3.74 in 1982 and it 
was $12.02 in 2012. Over the course of three decades median 
wages rose 221.4 percent. Had that same percentage increase 
been applied to the statutory minimum wage (then $3.35), it 
would have been $10.77 in 2012, which is actually more than 
the minimum wage being proposed by President Obama. The 
point is that it would have risen through incremental steps 
rather than the divisive politics that tend to characterize the 
current minimum wage regime.

To the extent that the putative minimum wage rises along 
with productivity increases, the effect is for the private sec
tor to decide the rate o f increase in the statutory minimum 
wage rather than the government. This would effectively cre
ate a public-private partnership type of relationship whereby 
government implements a new wage rate based on what is 
happening in the private sector of the economy. The decision
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effectively becomes a grassroots decision on the basis of a con
sensus arrived at through the collectivity of private decisions.

Critics of indexation schemes often allege such measures 
to be inflationary. And yet, because the statutory minimum 
wage is so far below the putative minimum wage of the lowest- 
wage sector, it is hard to see how the minimum wage increasing 
at the same rates as the others could exert much inflationary 
pressure. On the contrary, annual increases in the minimum 
wage would actually reduce much o f the shock that many 
employers o f minimum wage workers must experience each 
time Congress actually does implement a new minimum wage. 
These increases would be considerably less that those typically 
legislated by Congress, which at times have been as high as 
25 percent.

Ultimately the whole question of indexation requires us 
to revisit the model of competitive markets. The assumption 
of the standard model is that rising wages will lead to lower 
employment, but it isn’t clear whether that is a function o f the 
increase per se or whether it is a function o f the size o f the 
increase. If the great concern of most minimum wage employ
ers is the wage rates of those earning around the minimum 
wage, gradual increases would not have as great an impact as 
larger increases. Indexation, then, might also lessen the shock 
for those regions of the country where wage rates generally are 
lower. Moreover, automatic indexation would remove the issue 
from politics and ensure that those at the low end of the wage 
scale can continue to earn a wage that keeps up. This might also 
serve to reduce the level of turnover in minimum wage jobs. In 
as much as this might reduce turnover, employers would have 
greater incentive to invest in on-the-job training, which in turn 
will only lead to greater productivity.

Analysis

Overall, the minimum wage has been a controversial issue, 
revolving around ideas o f measurement and definition. But
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at the end o f the day, how the issue is defined is a matter o f 
how different groups perceive the issue in relation to their 
respective interests. And yet, the minimum wage may at the 
core be about the type o f society we would like to be. I f  the 
issue is about disemployment effects and how the minimum 
wage reduces employment for low-skilled workers, we need 
to ask whether there is value to simply creating low-wage 
jobs that don’t enable people to support themselves. I f  the 
minimum wage is ultimately viewed as yet another form of 
redistribution— from managers to workers— then the question 
that has often been ignored has to be asked: are we as a society 
through low wages not redistributing from workers to employ
ers? Are we not passing social costs onto all o f society? Do we 
not all as taxpayers have to provide subsidies to low-wage work
ers who earn too little to subsist? And are those social costs not 
in effect subsidizing corporate profits?
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3 Perspectives

Introduction

The m in im u m  wage is an issue tha t elicits strong emotion on all 
sides o f  the political aisle. I t  is an  issue w ith  varied opinion w ith  
regard to where i t  fits  into the economy a n d  whether i t  should be 
included in  the policy toolbox. This chapter presents eight differ
en t perspectives on the m in im u m  wage, mostly fro m  economists, 
sociologists, th in k  tank policy analysts a n d  research directors, a n d  
a sm all business owner. W hat should become clear is tha t there 
is absolutely no correct way to approach the m in im u m  wage, in  
large measure because the m in im u m  wage affects different people 
differently. To the extent tha t this is true, i t  should be a given tha t 
whatever data is generated when studying the issue, along w ith  the 
different perspectives, they should simply be used as inform ation  
by policymakers, as p a r t o f  their cost-benefit calculations to make 
policy. In  other words, as is the case w ith  a ll policy, when i t  comes 
to the m in im u m  wage there is no right or wrong answer. Rather, 
every political com m unity has to decide fo r  itse lf w ha t policies i t  
wants to pursue a n d  use the relevant inform ation accordingly.

Molita Cunningham, right, and Ana Grant chant slogans supporting a 
$15 per hour minimum wage, as New Yorks wage board recommended 
for fast-food workers, at Government Center in downtown Miami on 
July 23, 2015. (AP Photo/Alan Diaz)
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The Early Institutionalists and the Positive 
Case for a Minimum Wage 
Bruce Kaufman

Richard Ely, lead founder of the American Economic Asso
ciation (AEA, 1886), writes in The Past and Present o f Political 
Economy (1884) that in America o f his day economic thinking 
followed the doctrines of the English classical economists and 
their policy conclusion that “government should abstain from 
all interference in industrial life. Laissez-faire. . . was the oft- 
repeated maxim” (p. 13). He also observes that the laissez-faire 
doctrine “acquired the reputation of orthodoxy, and to be a 
heretic in political economy became worse than to be an apos
tate in religion” (p. 10).

Elys first specialty area of study was labor, and he twice 
nearly lost his professors job for the apostasy of supporting 
labor unions, protective labor law, and social insurance. The 
economic theory he appealed to was not classical British eco
nomics but historical-social economics from Germany, devel
oped there by reform economists to give economic legitimacy 
to Bismarck’s pioneering program o f labor legislation. Ely and 
several other German-trained colleagues founded the AEA to 
promote a “new economics.” In the USA the new economics 
evolved into institutional economics after the turn of the cen
tury and in the labor area, its center was at the University of 
Wisconsin with Ely, his student John Commons, and several 
other well-known colleagues. A similar movement coalesced 
in Britain and, in the labor area, was centered on Sidney and 
Beatrice Webb. The Webbs founded the London School of 
Economics (LSE) as a center for historical-social economics. 
Both the Wisconsin and LSE streams o f labor studies later 
formed into the field industrial relations.

Ely says of the new economics (p. 64):

[T]his younger political economy no longer permits the
science to be used as a tool in the hands of the greedy and
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avaricious for keeping down and oppressing the laboring 
classes. It does not acknowledge laissez-faire as an excuse 
for doing nothing while a person starves, nor allow the all- 
sufficiency of competition as a plea for grinding the poor.

In 1905 Ely, Commons, and several other economists formed 
the American Association for Labor Legislation (AALL). One 
of the groups’ principal legislative objectives was enactment of 
state and federal minimum wage laws.

The Positive Case for a Legal Minimum
The labor institutionalists advanced four labor market justifica
tions for a minimum wage (MW). They were quite similar to 
the four rationales listed in the Fair Labor Standards Act (FLSA, 
1938), the nations first federal MW  law. Each justification is 
described in the following pages; for greater explanation and 
full citations to the literature, see Kaufman (2009, 2010, 2012).

The Worker’s Bargaining Disadvantage
Commons and Andrews (1936: 42) state, “Minimum wage leg
islation marks a new stage in the long line of attempts to equal
ize the power o f employer and employee in making the wage 
bargain.” Based on data from local labor markets and in-depth 
fieldwork, the institutionalists saw that wage rates for people 
in the bottom strata o f the labor market were shockingly low 
and far less than required for individual, let alone family, sub
sistence. They understood the idea behind the freedom of con
tract doctrine— that all sides gain from trade— but nonetheless 
believed the terms of trade in this case were so lop-sided, oner
ous, and negotiated under economic duress that the state had 
just cause to intervene. A minimum wage, therefore, helps level 
the playing field, protect the worker underdog, and prevent 
sweatshop pay. In addition, a minimum wage helps shift com
petition from labor cheapening to other more prosocial chan
nels, such as improved management efficiency and product 
quality.
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The worker s bargaining disadvantage arises from a number 
of complementary sources. One factor is that the worker needs 
the job more desperately than the firm needs the worker and, 
in addition, the worker cannot hold out as long because of 
limited job alternatives and scant financial resources. A second 
is that labor markets are typically overstocked with job seek
ers and their competition for work drives wages and condi
tions to a sweatshop level. A third is that labor markets suffer 
from a variety of imperfections and failures that give employers 
monopsony power over wages, some of which are inherent to 
the situation (e.g., only one or several firms in a local labor 
market) and others that are created by firms (e.g., wage col
lusion through local employer associations). A fourth is that 
labor markets are tipped by legal rules, such as employment-at- 
will, which come from employers exercise of power in the 
political market place.

Social Costs o f  Labor and a  Living Wage 
A second rationale developed by the institutionalists for an 
MW  is that it helps ensure market wages cover the social costs 
of labor and provide minimum sustainable income for work
ers and their families. Conventional microeconomics demon
strates that economic efficiency requires firms pay the full cost 
of the labor input or otherwise consumers and firms get a de 
facto subsidy. Social costs of labor include, for example, the 
expense of workplace injuries, maintaining workers and their 
families (the future workforce) during periods o f slack pro
duction, and investments in education, health, and housing. 
Firms, however, are often able to dodge these costs and shift 
them back to workers, their families, and the community, thus 
making the private cost of labor less than the social cost. Abil
ity to cost shift arises from a variety of factors: labor is rented 
and thus can be discharged when no longer needed (forcing 
maintenance costs onto workers or communities); market 
imperfections, such as worker immobility and poor job infor
mation, lead to market underpricing of workplace disamenities
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and hazards; and wages are pushed down below social cost by 
competition of the unemployed who are willing to work for 
wages that cover only day-to-day marginal cost. A rationale for 
an MW  law is to prevent this kind of cost shifting and social 
subsidy by making firms pay the full long-run unit cost of 
labor. O f course, when forced to pay a higher wage, some firms 
may cut back employment but this loss of jobs, though regret
table, is in the interest of social efficiency and welfare, just as is 
loss of jobs from forcing firms to pay the full cost of environ
mental damage.

A Barrier to Destructive Competition
Orthodox economic theory evaluates a minimum wage through 
the theory lens of a competitive labor market, represented by 
the well-known demand-supply (DS) diagram, and reaches a 
negative conclusion because the MW  distorts prices, reduces 
employment, and misallocates resources. The thrust of the 
institutional argument is that labor markets do not work this 
way in either theory or fact, such as for the bargaining disad
vantage and social cost reasons just described, and the MW  
verdict may therefore shift from negative to neutral or positive.

Another justification for an MW  is that flexible wage rates 
in labor markets do not automatically restore equilibrium as 
the DS model predicts, particularly in response to a negative 
demand shock, such as a stock market collapse or financial cri
sis. Rather, in a recession situation, once wage rates start to 
fall they lead to an economic implosion and deflationary race 
to the bottom. Wage cuts not only lower cost o f production 
for firms (a plus for job creation) but also reduce household 
income and consumption spending (a minus for job creation). 
A result is that the aggregate labor market cannot regain an 
equilibrium— let alone a full employment equilibrium— because 
wage cuts cause demand and supply curves to spiral down
ward much as a dog chasing its tail. This disequilibrium story 
is a central part of Keynes s economics but was earlier antici
pated by several labor institutionalists. A rationale for an MW,
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therefore, is that it creates a floor in labor markets and stops 
competition from turning into a destructive force that bank
rupts firms and families. The fact that the FLSA was enacted 
in 1938 owes much to the destructive competition experience 
of the preceding decade.

Rising Income Inequality and Underconsumption
Enactment of the FLSA in 1938 also got a big push from 
another macroeconomic MW  rationale developed by insti
tutional economists, particularly the Webbs and Hobson. 
They argue a free-market economy has a built-in tendency 
to generate rising income inequality. With economic growth, 
demand curves for labor shift to the right but the wage rate for 
middle-to-lower class people only modestly increases because 
their labor supply curve is highly elastic. Since this group of 
the workforce saves little and spends most o f its income on 
consumption, they are the principal force behind aggregate 
demand. Households at the top end of the income distribu
tion, on the other hand, have relatively inelastic labor sup
ply curves, and their wages substantially rise with economic 
growth. A significant share o f their income, in turn, goes into 
saving, which expands capital investment and the economy’s 
supply side.

The predicted secular trend, therefore, is growing maldis
tribution o f income and wealth with slowdown in aggregate 
demand and stimulus to aggregate supply. Manifestations of 
the demand-supply imbalance are that wages lag behind pro
ductivity growth, the ratio of executive pay to production 
workers pay climbs, and labor s income share falls and capitals 
share rises. The economy suffers from growing overproduc
tion/underconsumption and susceptibility to collapse, such as 
when financial asset bubbles burst. The policy rationale for an 
MW, and a rise in the MW  over time, is that it helps prop up 
the wage share o f national income and keeps wages growing in 
line with productivity growth, thus helping maintain shared 
prosperity and demand-supply balance. Looked at it from an
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institutional perspective, both the destructive competition and 
income inequality functions of an MW  maintain and expand 
the number of jobs, interpretable as a positive employment 
effect.
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Minimum W ages and Living W ages 
Stephanie Luce

The federal minimum wage was established in 1938 as part 
of the Fair Labor Standards Act. A few states had begun enact
ing their own state minimum wages as early as the Massachu
setts law in 1912, but there had been no consensus regarding a 
methodology or formula for setting the wage floor. The initial 
federal wage was set at 25 cents per hour, with no particu
lar rationale for the rate and no provision for adjustment with 
inflation.

The term and concept of a “living wage” had already been 
in existence for many decades before then. (Stabile [2009] 
shows that the concept can be traced as far back as Plato and 
Aristotle.) While definitions vary, theorists and philosophers 
wrote of the need for workers to earn a wage sufficient to cover 
their basic expenses and to reproduce themselves and the future 
labor force. For some this was a moral argument about fairness, 
such as with Pope Leo XIII who in 1891 wrote in the Rerum 
Novarum that employers had a responsibility to pay a fair wage 
that was at least a living wage. In other cases, the argument 
was based on economic principles and the notion that workers 
needed to be able to sustain their labor power. The ILO Con
stitution, adopted in 1919, calls for workers to be paid a living 
wage, and in 1948, the United Nations adopted the Universal 
Declaration of Human Rights, which embraced the concept of 
a living wage in Article 23, which states, “Everyone who works 
has the right to just and favourable remuneration ensuring for 
himself and his family an existence worthy o f human dignity, 
and supplemented, if necessary, by other means of social pro
tection” (United Nations, 1948).

At least four countries have adopted the principle o f a living 
wage in their national constitution: Mexico, India, Brazil, and 
Namibia (Anker 2011). Scholars and the ILO have been work
ing to develop a common methodology for establishing a liv
ing wage but to date, no consensus exists, and the relationship
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between a “living wage” and minimum wage varies greatly 
by country.

In the United States, the modern “living wage” movement 
emerged in 1994, when a group o f activists used the term to 
call on the city of Baltimore to find a way to raise wages for 
low-wage workers. At that time, the federal minimum wage 
was $4.25 per hour, and activists argued that workers should 
be paid at least the hourly wage necessary for a worker with a 
family o f four to meet the federal poverty line. The federal gov
ernment sets a poverty threshold every year, varying by family 
size and type, though not varying by geography. Most experts 
agree that the formula used for this is outdated and under
estimates the actual income required to subsist in most parts 
of the country. Still, even with the outdated formula, the pov
erty threshold rate, converted to an hourly figure, was much 
higher than the minimum wage.

In the United States, states are allowed to set their own mini
mum wage rates but only cities in “home rule states” are allowed 
to do so. Baltimore is not such a city, and so it was not able to set 
a citywide wage. Instead, activists were eventually able to get the 
city to pass a “living wage ordinance” that mandated the employ
ers receiving city contracts pay their workers a wage high enough 
to meet the federal poverty line. This idea spread throughout the 
country, and by the early 2000s, over 100 cities and counties 
had passed a version of a living wage ordinance. The ordinances 
varied in terms of which employers were covered, the wage lev
els, and other provisions, but most many set the higher wage 
for firms holding city service contracts, and some covered firms 
receiving economic development subsidies. Many ordinances 
included provisions for automatic indexing. Most also required 
employers to pay the base rate and provide health insurance, or 
to pay a higher wage without health insurance.

After awhile, activists were able to pass citywide living wage 
legislation in a handful of cities, and were successful in pressur
ing over 30 states to increase their state minimum wage, and, 
in some cases, to add in indexing.
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In 2012, after Occupy Wall Street and fast-food worker 
strikes helped raise a focus on inequality and low wages, activ
ists launched more expansive campaigns to set citywide wages 
in more cities, and at much higher rates. In 2012 through 
2014, 18 cities and counties passed municipal-wide minimum 
wages, ranging from $8.60 in Albuquerque, New Mexico, to 
$15 in Seattle and San Francisco. This activity has begun to 
narrow the gap between a minimum wage and a living wage.

Still, even with higher rates and indexing, the wages won are 
not high enough for a worker with a family to meet the basic 
costs of living. Table 3.1 shows an example of the wage levels 
in a few select cities.

Living Wage Research
Living wage opponents argue that such ordinances will result 
in job loss, higher costs for cities translated into higher taxes, 
and have a negative impact on firms decisions to stay or move 
to the city. Some also argue that the ordinances will result in 
labor-labor substitution, causing employers to hire more edu
cated or better-off workers to the detriment of disadvantaged 
workers.

To date, the majority o f living wage research shows that the 
opponents’ claims are unfounded. The research on living wage 
impact is not nearly as extensive as that found on minimum 
wage. Many living wage ordinances are small and cover few 
workers, and others have not been implemented or only weakly 
enforced, making it difficult to study their impact on firms and 
workers. However, a handful of studies by academics and city 
staff exist. These include employer and worker surveys, as well 
as contract evaluations and interviews with city staff in, at least, 
Baltimore, Boston, Cleveland, Detroit, Hartford, Los Angeles, 
New Haven, San Diego, and the San Francisco airports. They 
include prospective studies that attempt to estimate the impact 
of ordinances, and retrospective studies post enactment. I will 
focus only on retrospective studies here. [See studies by Brenner 
(2005); Brenner and Luce (2005); Elmore (2003); Fairris (2005);
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Fairris, Runstein, Briones, andGoodheart (2005); Howes (2002); 
Howes (2005); Niedt, Ruiters, Wise, and Schoenberger (1999); 
Reich, Hall, and Jacobs (2005); Reynolds and Vortkamp (2005); 
Sander and Lokey (1998); and Williams (2004). Chapman and 
Thomson (2006) provide an extensive review of living wage 
impact studies through 2006.]

The studies vary but for the most part find little to no evi
dence of job loss caused by living wage ordinances. Employers 
report that with the living wage they experienced lower turn
over and absenteeism. On the high end, annual turnover for 
baggage handlers fell from 95% to 19% at the San Francisco 
airport (Reich et. al. 2005). A study of Los Angeles estimates 
that lower turnover rates likely offset the higher living wage 
costs by approximately 16 percent (Fairris 2005). Most stud
ies found no impact on employment, or little impact— for 
example, the Los Angeles airport survey suggests that job loss 
affected 1 percent of covered workers (Fairris 2005). Further
more, a study of Boston employers found no evidence that 
employers replaced current workers with a new workforce 
(Brenner 2005).

Living wage impact studies also find that the wages primar
ily impact adult workers struggling to meet basic expenses. 
This suggests that the ordinances are well targeted to benefit 
the right workers.

A handful of studies evaluate the impact of ordinances on 
city budgets. For the most part, these have found that costs 
to the city are less than some predicted. For example, the San 
Diego City Managers office predicted that city’s ordinance 
would cost the city more than $3 million in the first year, 
but a later evaluation by city analysts showed the cost was 
$1.2 million (Hall 2007). Even living wage opponents Sander 
and Lokey (1998) found that 18 months after enactment 
o f the Los Angeles law, there was “no significant positive or 
negative effect on the city’s fiscal health or the local economy 
from the living wage ordinance.” Elmore (2003) interviewed 
city staff and found some positive impacts for cities with a living
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wage, such as an increase in competitive bidding, which in turn 
lowered average contract costs.

A few studies conclude that living wage ordinances do cause 
harm. For example, Neumark (2002) and Adams and Neumark 
(2005) find that while living wage ordinances appear to alle
viate poverty in cities, they result in modest job loss. These 
studies have been critiqued by Brenner, Wicks-Lim, and Pollin 
(2002) and Chapman and Thomson (2006). The critics point 
to several concerns, including the following: First, Neumark 
and Adams use the Current Population Survey (CPS) to esti
mate their results, but the CPS sample size is too small in most 
cities and unlikely capturing the workers and employers covered 
by the living wage ordinances. Second, Neumark and Adamss 
results show a particularly large impact from the provisions of 
the living wage laws that cover economic development assis
tance recipients. But research by Luce (2004) and others finds 
that few cities include this component, and even fewer have 
enforced it. Third, Neumark and Adams truncated their sam
ple, focusing on only low-wage workers, which may have led 
to sample selection bias. Overall the majority of studies to date 
find overall net positive outcomes from living wage ordinances.
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Minimum Wage: Good Intentions 
and Bad Results 
Antony Davies

Those rightly concerned with helping the working poor nat
urally turn to wage controls as a tool for boosting workers 
incomes. The claim that raising the minimum wage helps the 
working poor appears obviously true. In fact, the claim relies 
on four economic fallacies that, together, cause the minimum 
wage to hurt the very people it is intended to help.

First, minimum wage proponents get the causality of wages 
backward. A market price, of which a wage is one example, 
reflects the value o f the underlying good or service. A worker 
with a particular skill set, experience, education, and work 
ethic can provide value to an employer. The employer who 
hires the worker produces a product that the employer sells 
to consumers. The more consumers value the employers prod
uct, the more they will be willing to pay to obtain the product. 
The more consumers are willing to pay to obtain the product, 
the more the employer will be willing to pay to hire the work
ers who can produce the product. Increasing the minimum 
wage does not increase the value the consumer places on the 
product the worker produces. But it does increase the cost of 
employing the worker. The effect is to reduce the value of the 
minimum wage worker to the employer. A counterargument is 
that employers would like to pay their workers as little as pos
sible, and that a minimum wage ensures that the employer will
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not be allowed to pay virtually zero. Yet, the data refute this 
counterargument. If  the counterargument were true, then all 
employers would pay exactly the minimum wage, as there is no 
law requiring employers to pay more than the minimum. But 
this is not what we observe. In the United States, over 97% of 
workers earn more than the minimum wage (Bureau o f Labor 
Statistics, 2013a). In 2013, the median wage in the United 
States was $16.87 per hour, meaning that more than half of 
U.S. workers were earning more than twice the minimum wage 
(Bureau of Labor Statistics, 2013b).

Second, minimum wage proponents claim that many employ
ers can afford to pay the increased wage. Even if true, whether 
the employer is willing to pay an increased wage has less to do 
with what the employer can afford than it does with the value 
of the worker s labor and the difficulty of replacing the worker. 
Certainly major fast-food chains can afford to pay their workers 
more. But the managerial question is not whether the money 
exists to pay the workers more, but whether the money is best 
spent paying the workers more or paying for something else 
instead.

The recent trend o f replacing cashiers in supermarkets and 
fast-food restaurants with machinery is an example. At $5 per 
hour, cashiers were less expensive than automated checkout 
machines. As the minimum wage rose to $7.25 per hour, super
markets started to replace cashiers with machines. A counter
argument is that the reason supermarkets added automated 
checkout machines was simply to speed up processing. But, 
supermarkets could also have sped up processing by adding 
more cashiers. Whats noteworthy is that they chose to add 
machines. The increased minimum wage made the machines 
the lower-cost alternative. Similarly, as politicians push for a 
$10 per hour minimum wage, fast-food restaurants are experi
menting with touchscreen consoles that will replace workers 
who take food orders. When the employer could obtain labor 
for $7.25 per hour, the touchscreen consoles were not cost- 
effective. But when labor costs $10 per hour, the touchscreen
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consoles become the lower-cost alternative. The minimum wage 
workers lose their jobs not because the employer cant afford 
them but because, by comparison, the machines have become 
the better investment.

Throughout, the issue is not whether the employer can pay 
the increased price but whether the employer is better off pay
ing the increased price or paying for something else instead. 
Note that this choice is identical to the choice consumers face 
when deciding how to spend their money. Hybrid cars are 
more expensive than comparable gasoline-powered cars. The 
question a car buyer faces often isn’t whether he can afford 
the more expensive hybrid, but whether he would rather buy 
a less expensive gasoline-powered car and spend the saved 
money on something else. As the price of gas rises, the hybrid 
becomes the more attractive choice. As the minimum wage 
rises, machines become the more attractive choice.

Third, minimum wage proponents often treat workers as 
homogeneous. There is no single “market for labor.” There are 
many markets for labor. There is a market for unskilled labor, 
a market for skilled labor, a market-educated labor, a market for 
experienced labor, and markets for each type and combination 
of skill, education, and experience. But the minimum wage 
cuts across all these labor markets as if they were one. The result 
is that the minimum wage has quantitatively different effects 
in different labor markets. Increasing the minimum wage has 
little effect on employment in markets for experienced, skilled, 
and educated labor— high-productivity labor— because the 
wage rates in those markets are usually much higher than the 
minimum. But the minimum wage has a significant effect on 
employment in unskilled labor markets. Because higher pro
ductivity workers can do everything lower-productivity workers 
can do, plus more, competition for jobs across the two markets 
is not symmetric. If he had to, the engineer could compete 
with the janitor for the janitors job, but the janitor cannot 
compete with the engineer for the engineers job. The higher 
the minimum wage goes, the more costly workers become and
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so the less incentive employers have to hire workers. Because 
high-productivity workers can do everything low-productivity 
workers can do, plus more, the majority of the unemployment 
effects fall on the low-productivity workers.

The unemployment effects o f the minimum wage across dif
ferent labor markets are shown in Figure 3.1. The figure shows, 
for 1975 through 2012, unemployment among workers of var
ious educational backgrounds compared to the relative mini
mum wage (the minimum wage as a fraction o f the average 
hourly wage). Changes in the minimum wage appear to have 
no effect on unemployment among college-educated workers. 
An increased minimum wage is associated with a little more 
unemployment among high school-educated workers, much 
more unemployment among workers without high school 
diplomas, and more unemployment still among young work
ers without high school diplomas.

Fourth, minimum wage proponents often portray minimum 
wage jobs as dead ends. The argument is that low-productivity

Figure 3.1 Minimum wage (relative to the average hourly wage) as 
compared to the unemployment rates for workers with different levels of 
education (1975—2012; data for workers under 25 with no high school 
diploma, 1985—2012). (Davies, A., 2013. Unintended Consequences o f  
Raising the Minimum Wage, Mercatus Research.)
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workers cant acquire education and training because, at the 
minimum wage, they have to devote all their time to work
ing just to stay alive. If only they could earn more, they could 
afford to devote some time to acquiring valuable skills. But 
this argument ignores the fact the minimum wage job itself 
increases the value of the worker s labor. Simply by establish
ing a track record o f showing up for work and performing the 
job s tasks, the worker increases the value o f his labor. This is 
borne out in the data. O f workers who start out working for 
the minimum wage, almost 50% end up earning more than 
the minimum wage within one year. Within three years, 97% 
are earning more than the minimum wage (Carrington and 
Fallick, 2001). Certainly, there are some workers who are per
petually stuck in minimum wage jobs. But those workers are a 
very small minority. For almost all workers, the minimum wage 
job is a stepping-stone from which the worker gains experience 
that increases the value of his labor and the wage his labor com
mands in the market. Conversely, raising the minimum wage 
makes the worker more expensive and so discourages employ
ers from giving that first chance at a job to untried workers. In 
a very real sense, the minimum wage removes the first rungs 
in the income ladder the worker will spend his career climbing.

Yet, the minimum wage is not entirely bad. The minimum 
wage helps some workers. Because workers with more skills 
and experience are more valuable to employers, as the mini
mum wage rises, employers will tend to lay off less skilled and 
less experienced workers and use the cost savings to pay the 
increased wage to the more skilled and experienced workers. 
In the end, the minimum wage does not help workers at the 
expense o f employers but helps more productive workers at the 
expense of less productive workers.
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Policymakers Should Exercise Maximum 
Caution on the Minimum Wage 
Michael Saltsman

Economics may not be the oldest profession, but the mini
mum wage is surely one of the longest-studied topics in the 
discipline.

Researchers have been theorizing about the effects of mini
mum wage since before the federal minimum wage was even 
established in 1938 by the Fair Labor Standards Act. Today, the 
wage floor is as much a political flashpoint as it is an empirical
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one, with candidates for office using their support for raising it 
as a campaign platform.

Both proponents and opponents of a minimum wage increase 
share the same goal: reducing poverty. The question, then, is 
whether a higher minimum wage is the best means to achieve 
it. After decades of empirical research and much debate, the 
answer to that question is a resounding “no.”

Admittedly, it seems counterintuitive: Requiring a higher 
hourly wage for employees living in poverty should leave 
them better off than they were before. But this strategy runs 
into problems early on, starting with the employment status 
of impoverished Americans. According to data from the U.S. 
Census Bureau, nearly 60 percent of working-age adults in pov
erty aren’t working. That means a minimum wage o f $10.10 or 
even $15 wont benefit them— it just makes them more expen
sive for a prospective employer to hire.

Among those who would be affected by a minimum wage 
increase, the targeting isn’t much better. For example, consider 
the $10.10 federal minimum wage supported by President 
Obama: Data from the CPS shows that the average family 
income of a beneficiary is nearly $55,000 per year. That’s 
because less than 10 percent of beneficiaries are single parents 
supporting children. By contrast, 60 percent o f the affected 
employees are either dual-earners in a married couple, or they’re 
living at home with family or relatives.

It wasn’t always this way: In 1939, 85 percent of low-wage 
employees lived in a poor household. (In other words, there was 
a relatively direct relationship between earning a low wage and 
living in an impoverished household.) Over time, this relation
ship has changed dramatically, as more low-wage earners were 
second- or third-earners in households far above the poverty 
line. By 2003, economists Richard Burkhauser (Cornell Uni
versity) and Joseph Sabia (University of Georgia) found that 
just 17 percent of low-wage earners lived in poor households.

These facts— on who lives in poverty, who earns the mini
mum wage, and what kind of household they live in— help
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explain why past attempts to use a mandated wage increase 
to reduce poverty levels have fallen short. Economists from 
Cornell University and American University, writing in a study 
published in the Southern Economic Journal, found no associ
ated reduction in poverty in the 28 states that raised their mini
mum wages between 2003 and 2007.

If poor targeting were the only problem with a higher mini
mum wage, it might still be worth pursuing as one of many 
policy options to reduce poverty. But there are unintended 
consequences o f a minimum wage increase that policymakers 
also need to keep in mind— the loss o f entry-level jobs being 
the foremost among them.

The business argument is straightforward: I f  a labor- 
intensive business with small profit margins (e.g., a restaurant 
or grocery store) is presented with higher mandated wages 
costs, they have to find a way to offset it in order to maintain 
their relatively small profit per employee. Some businesses may 
be able to raise prices on their customers without too harmful 
a drop in sales.

But other employers, facing a price-sensitive customer base, 
aren’t so lucky. Instead of raising prices, they have to provide 
the same product or service, by investing in business model 
changes to where the customer serves themselves. (If you’ve ever 
checked out your own groceries at a supermarket or pumped 
your own gas, you’ve experienced this trend firsthand.)

Some advocates for a higher minimum wage deny that these 
impacts exist, or suggest that the benefits o f a wage mandate 
offset the costs. And indeed, the question of minimum wages 
and their impact on employment has been fiercely debated. 
But two separate neutral reviews of the economic literature—  
one from economists at the University o f California-Irvine and 
the Federal Reserve Board, another from the nonpartisan Con
gressional Budget Office (CBO)— conclude that a minimum 
wage increase does indeed reduce job opportunities. In the case 
of a $10.10 federal minimum wage, the C BO ’s mid-range esti
mate was that a half-million jobs would be eliminated.
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The job losses aren’t equally distributed— rather, they tend 
to affect younger, less-educated, and lower skilled job seekers. 
(The magnitude of the measured job loss varies based on the 
time and place, but one “consensus” range places the impact at 
a 1 to 4 percent drop in employment for affected youth follow
ing each 10 percent minimum wage increase.)

Research suggests that policymakers cant afford to dismiss 
these lost opportunities as acceptable collateral damage: Econ
omists at the University of Virginia and Middle Tennessee 
State University found that high school students who worked 
part time during their senior year had higher wages than their 
unemployed peers six to nine years after graduation.

These young people, along with other minimum wage earn
ers, aren’t waiting on the government to give them a raise. 
Economists from Miami and Trinity University found that 
two-thirds of minimum wage earners receive a raise within one 
to twelve months on the job. (A subsequent study from a sepa
rate team of economists confirmed these results.)

Yet neither these market-driven wages nor the immense short
comings of the U.S. minimum wage policy have stopped leg
islators from pursuing them. Better alternatives for poverty 
reduction are necessary— and indeed, they already exist. The 
earned income tax credit (EITC), for instance, is a refundable 
federal tax credit that boosts employees’ wage through the tax 
code rather than a mandate on employers. (Twenty-five states 
and Washington, DC, have their own supplement to the fed
eral credit.) Thanks to these credits, the minimum wage for a 
single parent with two children is already above $9 or even $10 
an hour depending on the state.

True, a campaign to expand a tax credit doesn’t work nearly 
as well at a campaign rally. But unlike a higher minimum wage, 
it will provide tangible benefits to those families that are truly 
in need of help, instead o f just sounding good.

Michael Saltsman is the research director at the Employment 
Policies Institute (EPI), where he manages the institute’s work on
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public policies that impact the entry-level job market. His writ
ing and research have appeared in the New York Times, Wall 
Street Journal, and Washington Post, among other publications, 
and hes been a guest on numerous national television and radio 
programs. Prior to his work at EPI, Saltsman worked as a field 
economist for the Bureau o f Labor Statistics. He has degrees in 
Economics and Political Science from the University o f Michigan.

A Strong National Wage Floor Is Essential to 
Protecting W orkers, Fighting Inequality, and 
Maintaining a Growing U.S. Economy 
David Cooper

In the debate preceding passage of the Fair Labor Standards Act, 
the law that established the federal minimum wage in 1938, 
President Roosevelt declared, “No business which depends 
for existence on paying less than living wages to its workers 
has any right to continue in this country.” It was a populist 
sentiment born out of the horrendous working conditions of 
that time: Americans, facing limited options in the wake of 
the Great Depression, toiled for long hours in factories and 
sweatshops for wages impossible to live on. Those dire condi
tions made clear the need to set standards that would protect 
workers against exploitation, including a minimum wage that 
set a strong national wage floor. That need has not diminished. 
If anything, years of neglect have shown that a rising wage floor 
is essential to improving living standards and maintaining the 
health o f the national economy.

The minimum wage is a labor standard in the same way 
that we have labor standards prohibiting child labor, setting 
the number of hours in a normal workweek, and establishing 
safe working conditions. It ensures that no matter an individ
ual s personal circumstances, the nature of the job, or the over
all macroeconomic conditions, someone willing and able to 
work must be paid at least a reasonable amount for each hour 
of labor. Society may debate what constitutes a “reasonable



146 The Minimum Wage

amount,” but clearly the creators of the law thought that the 
minimum wage should be high enough that someone working 
a regular job at that wage could live off his or her earnings. It 
is hard to believe that today s minimum wage would meet that 
standard; at $7.25 it is so low that someone working full time, 
year-round at the minimum wage falls below the federal pov
erty line if they have just one child.

This need to set a basic standard of pay comes from the funda
mental imbalance, in any employment situation, in bargaining 
power between the employer and employees. Periods of eco
nomic distress and high unemployment exacerbate that imbal
ance, leaving workers with little bargaining power to demand 
decent pay. Even under more stable economic conditions, this 
lack of bargaining power is acute in low-skill, low-wage indus
tries whose workers likely have fewer job options. Traditionally, 
unions counteracted some of this imbalance. But as collective 
bargaining has all but disappeared over the past half century, 
policies like the minimum wage have become all the more 
important— not only as a backstop for preventing exploitive 
working conditions but also as the only foreseeable means of 
making improvements in job quality and raising living standards.

Through regular increases, a rising minimum wage also helps 
ensure that the benefits of economic growth and technological 
progress are broadly shared. From the time of its inception until 
roughly the early 1970s, the minimum wage was increased at 
roughly the same rate as growth in overall labor productivity. In 
other words, as workers ability to generate goods and services 
for their employers increased, so did the minimum amount 
that society deemed should be paid to workers for each hour 
o f work. Yet beginning in the 1970s, increases to the mini
mum wage became smaller and less frequent, such that the real 
value o f the wage floor began to erode even as productivity 
continued to rise. Adjusting for inflation, the minimum wage 
at its high point in 1968 was equal to roughly $9.50 in 2014 
dollars.1 Thus, todays minimum wage workers, earning $7.25 
per hour, are paid 24 percent less than their counterparts over
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45 years ago— despite being older and having higher levels of 
education on average than workers at that time.

In fact, average labor productivity in the United States has 
more than doubled since the late 1960s. Had the minimum 
wage been raised in line with productivity since 1968, it would 
have been about $19 per hour in 2014. Some may argue that 
productivity for low-wage work has not gone up as much as 
average overall U.S. productivity. While that is true, it does not 
negate the underlying purpose of the minimum wage as a lever 
against rising inequality. For example, barbers today cannot 
cut significantly more hair than they could 100 years ago, yet 
most would likely agree that barbers today should be paid more 
than they did in the previous century. If we believe that the 
benefits of economic growth and technological progress should 
improve the living conditions o f all workers, then we need to 
have mechanisms to ensure rising wages for all.

The minimum wage is a critical piece of this effort. The 
failure to adequately raise the minimum wage since the 1970s 
has been a key contributor to the growth in wage and income 
inequality since that time. The gap between wages for work
ers at the 10th percentile (i.e., workers earning more than 
10 percent of all workers but less than 90 percent) and wages 
for workers at the median (those earning more than half o f all 
workers but less than half) grew by 25 percent between 1979 
and 2014. Research has shown that between one-half and two- 
thirds of that increase can be attributed entirely to the declin
ing value of the minimum wage (see Mishel 2013).

What this means is that we have let workers at the bottom 
fall further and further away from those at the middle. In 1968, 
the minimum wage was equal to 55 percent of the median 
wage. The minimum wage in 2014 was worth only 37 percent 
o f the median wage (Cooper, 2013). This is the furthest from 
the median that the federal minimum wage has ever been, and 
it puts the United States in the dubious place of having the 
third-lowest minimum-to-median ratio o f all modern devel
oped countries.
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This erosion in the wage floor has consequences for the 
broad middle class. First, the minimum wage is the foundation 
upon which the entire wage structure is built— if that founda
tion is left to erode, over time the entire structure is weakened. 
Indeed, government data show that hourly wages for the vast 
majority of American workers— the bottom 70 percent of wage 
earners— were essentially stagnant from 1979 to 2013, despite 
large improvements in labor productivity over that time (see 
Bivens et al., 2014). Policies beyond the minimum wage facili
tated this problem, but the lack of a rising wage floor certainly 
contributed to it. Second, business owners may generate extra 
profit by paying wages too low to live on, but often at the 
expense of taxpayers, as low-wage workers turn to public assis
tance to supplement their inadequate earnings. Roughly half 
of workers in the bottom-fifth of the wage distribution rely on 
some form of public assistance (see Cooper, 2014). We need 
strong safety-net programs to protect individuals and families 
from undue material hardship, but without a rising wage floor 
to ensure that businesses are paying decent wages, these pro
grams serve as taxpayer subsidies to profitable companies that 
can afford to pay more.

Finally, a growing body o f evidence suggests that coun
tries with higher levels o f inequality experience slower rates of 
growth. There is an intuitive sense to this: If a growing share 
of the population cannot afford to buy basic necessities, then 
consumer demand falls and overall growth slows down. In the 
United States, consumer spending accounts for about 70 per
cent o f the economy. For a growing and stable economy, we 
need a base of consumers with rising incomes who can pur
chase goods without relying on public aid or consumer credit. 
Regularly raising the wage floor helps keep this virtuous cycle 
in motion.

For all our growth and technological improvements since 
the 1960s, there is no reason that workers today should be paid 
less than workers a generation ago, but they are, and our coun
try suffers for it. As the United States once again faces levels
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of inequality not seen since the eve o f the Great Depression, 
policymakers need to remember the lessons learned from that 
era and restore the basic labor protections that ensured decent 
wages, enabled broadly shared prosperity, and created a thriv
ing middle class.
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Raising the Minimum Wage Would 
Help, Not Hurt, Our Economy 
David M adland

Raising the minimum wage would be good for our economy. 
A higher minimum wage not only increases workers incomes—  
which is sorely needed to boost demand and get the economy 
going— but also reduces turnover, cuts food stamps, and pushes 
businesses toward a high-human-capital model.

Despite these positive benefits, and the sad fact that the 
minimum wage is worth far less today than it was in the late 
1960s, opponents continue to trot out the same unfounded 
argument that the minimum wage reduces employment. The 
evidence, however, is clear: Raising the minimum wage does 
not have the harmful effects that critics claim. A significant 
body of academic research finds that raising the minimum wage 
does not result in job losses, even during periods of economic 
weakness.

Critics o f the minimum wage, however, often hold on to 
the claim that raising the minimum wage will lead to signifi
cant job losses and ultimately hurt the overall economy. The 
argument that raising the minimum wage will increase unem
ployment is somewhat far-fetched, since the minimum wage 
impacts a relatively small share of the overall workforce, which 
is itself concentrated in certain industries such as restaurants 
and demographic groups such as teenagers. Still, political 
opponents of the minimum wage often make such claims, so 
it is important to rebut them.
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To see how little effect the minimum wage has on overall 
employment levels, I reviewed more than two decades’ worth 
of minimum wage increases in U.S. states from 1987 through 
2012 and examined unemployment rates one year later. I found 
no evidence that the minimum wage impacts aggregate job 
creation. Indeed, the majority of states that raised the mini
mum wage actually saw a decrease in their unemployment rate 
over the next year and also saw their unemployment rate fare 
better than the national average.

Researchers at Goldman Sachs as well as the Center for Eco
nomic and Policy Research performed similar analysis o f state 
minimum wage increases and came to similar results: states 
that raised the minimum wage had faster employment growth 
compared to states that didn’t raise their minimum wage.

While these kinds of comparisons of what happens to unem
ployment and aggregate employment after a minimum wage 
increase are far too simplistic to prove the minimum wage is 
good for employment, they do indicate that claims of signifi
cant harm are wildly off the mark. They also suggest instead 
that one must dig deeper to look for the real causal effects of 
the minimum wage.

To understand the effects of the minimum wage, it is impor
tant to understand that there are wide regional variations in 
economic trends across states. These regional growth differ
entials are unrelated to minimum wage policy and are driven 
rather by deeper structural forces, including decades-long 
industrial restructuring processes and divergent population 
trends, to name a few— all of which may obscure the impact of 
minimum wage changes.

Fortunately, there are at least five different academic papers 
that utilize a research design that controls for precisely such 
regional trends. Specifically, these papers collectively find that 
an increase in the minimum wage has no significant effect on 
employment levels. These five academic studies also cover dif
ferent geographical areas and different time periods, and use 
a range o f methodologies— from small case studies to large
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econometric analysis— lending great credibility to their find
ings. In addition, they focus on highly impacted groups such 
as restaurant workers and/or teenagers, where minimum wage 
increases actually result in wage increases and where we might 
actually observe some impact. Furthermore, these academic 
studies are considered significant improvements over previ
ous studies because of the methodologies employed. Specifi
cally, these studies accurately control for confounding regional 
trends by either controlling for heterogeneous trends across 
Census or examining all U.S. counties along state borders that 
had different minimum wages. This research design combines 
the detailed analysis possible in case studies with the generaliz- 
ability o f a nationally representative sample. In short, a num
ber of the highest-quality academic studies find that raising the 
minimum wage had no effect on employment levels.

Certainly, there are some academic studies that find increases 
in the minimum wage reduce employment among certain 
groups, such as teenagers or restaurant employees. But, gener
ally academic studies find no or only minimal employment 
effects. Not surprisingly, over 600 economists— including 
eight Nobel Prize winners— recently signed a letter in sup
port o f an increase in the federal minimum wage, arguing: 
“In recent years there have been important developments in 
the academic literature on the effect o f increases in the mini
mum wage on employment, with the weight of evidence 
now showing that increases in the minimum wage have had 
little or no negative effect on the employment o f minimum 
wage workers, even during times of weakness in the labor 
market.”

The results of these studies should not be surprising because 
workers are far more complicated than the simplistic economic 
models that opponents rely on. Workers are not widgets. They 
are human beings. And human beings benefit from being paid 
more, while widgets do not. Unlike widgets, workers can spend 
their wages, work harder and chose to stay with an employer. 
That’s why the research indicates that raising the minimum
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wage boosts demand, increases worker effort, and reduces turn
over, which can counteract the higher wage costs.

Whats more, there may be another factor that comes into 
play, especially during hard times: economic power. Low-wage 
workers have very little o f it, particularly during periods of 
high unemployment.

When the economy is doing poorly, employers have less 
incentive to raise wages, while workers, especially those mak
ing near minimum wage, have little ability to demand a raise 
because there is a ready supply o f unemployed labor available 
to take their job. Even though these workers likely become 
more productive— labor productivity has generally increased 
over time, and productivity growth during the past two reces
sions was especially strong— they have less economic power to 
share the gains of their increased productivity. This suggests 
that especially during hard economic times, there is a critical 
role for government to raise the minimum wage to ensure that 
workers are being paid for their economic contributions.

In short, policymakers should feel confident that raising 
the minimum wage would not hurt employment. Instead, it 
would provide the kind of boost in consumer demand that our 
economy sorely needs.

David Madland is the Managing Director o f the Economic Policy 
team and the Director o f the American Worker Project at Ameri
can Progress. He has written extensively about the economy and 
American politics on a range o f topics, including the middle class, 
economic inequality, retirement policy, labor unions, and work
place standards such as the minimum wage. His recent book, Hol
lowed Out: Why the Economy Doesn’t Work without a Strong 
Middle Class, was published by the University o f California Press 
in July 2015 .

Madland has appeared frequently on television shows, includ
ing “PBS NewsHour” and CNNs “Crossfire”; has been cited in 
such publications as the New York Times, the Wall Street Jour
nal, the Washington Post, and The New Yorker; and has been
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Molly Moon’s  Minimum Wage Perspective 
Molly Moon Neitzel

When I first decided to open an ice-cream shop, I knew that 
one of my goals would be to pay my employees a living wage. 
So I wrote that decision into my business plan, along with 
other things that were important to me, like paying 100% of 
the health insurance premiums for my employees and making 
sure all my product and packaging was compostable. I had 
my share o f critics; there were plenty o f people who said I was 
crazy, and that I would never be able to make a profit this way.

Seven years later, my company has grown from one shop 
with seven employees in 2008 to six ice-cream shops, with just 
under 100 employees during our busiest months. What IVe 
learned is that taking care o f my employees and paying a liv
ing wage is absolutely the right thing to do, and it’s also good 
business strategy.

In 2013, a small grassroots campaign started in Seattle to 
increase the local minimum wage to $15 an hour. I joined the 
effort and worked with local leaders and other business owners 
to help make this happen. That year I also decided to pay all of 
my non-tipped employees at least $15 an hour. Our company
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is currently working to get all of our tipped employees to $15 
with increases over the next five years.

Other employees in our company make about $8 an hour 
in tips, on top of the $11 Seattle minimum wage as of April 1, 
2015. We are planning to get all of our employees to $15 an 
hour within five years, two years sooner than the law requires.

Along the path to a minimum wage increase in Seattle, it 
became clear to me that a consumer-driven economy can seri
ously benefit from an increase in low-wage earners pay. More 
money in low-wage workers’ pockets will result in more money 
spent in all businesses. Its estimated that 100,000 workers in 
Seattle are already benefiting from this increase, which also 
means they will have more money to go out to eat— and to 
buy ice cream. I predict this increase will ultimately result in 
more sales for my company. Workers all over Seattle will have 
more money to spend on things that may have been a rare treat 
for them previously.

Its also good for my own team. Offering living wages, and 
generous benefits like free healthcare, paid maternity leave, 
subsidized bus passes, and paid vacation time helps us recruit 
top talent, and makes for a more loyal workforce. After raising 
our back-of-house wages from $11 to $15 in 2013, we saw a 
significant change in the kind of candidate we can attract. We 
now hire kitchen employees with pastry degrees from top culi
nary schools, and the very competitive compensation gives us 
our pick of candidates. Companywide, our people stay with us 
much longer than industry average. Our turnover rate is around 
24%, while the industry standard in our area is closer to 64%. 
The savings on replacement and retraining are exciting, and the 
morale in our company is a palpable excitement to be here.

Having a healthy, robust group o f employees has a great 
impact on our community, and allows Molly Moon s to be 
an employer that does more than just write paychecks. We 
recently added maternity and paternity/family leave policies 
and now offer all employees who have worked at least 500 hours 
in the previous year 12 weeks of fully paid maternity leave.
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We also offer employees who meet this same threshold 12 weeks 
of 70% paid leave for paternity leave and all other FMLA- 
qualifying family leave.

Incorporating values into business strategy can also help 
your marketing plans. I know that, as a customer, I choose to 
spend money with businesses that share my values and I think 
my customers do, too. When we announced our new family 
leave policy via social media, the response was huge. The story 
reached 25,000 people on Facebook, Twitter, and Instagram, 
earning more than 800 likes with lots of comments supporting 
what we re doing and letting us know they are excited to con
tinue to support our business because of this.

And then there’s the fact that many people working full time 
on todays minimum wage aren’t able to support themselves. 
I believe that as a community, we have to be willing to make 
some changes so that everyone can have a chance to thrive.

But in order for this to work, it’s important for business 
owners to be aware of the additional costs and rewards that 
come with raising the minimum wage. I know this may cost 
me more in the short term, with significant increases in payroll. 
But the investment will yield significant rewards for my work
ers, community, and my business’s bottom line. Not to men
tion my customers— many of whom will also be getting raises, 
and celebrating with more trips to the ice-cream shop.

What we’re doing here in Seattle is seen as cutting edge, 
maybe even outside of the mainstream. But I believe the suc
cess of the business community here will help influence the 
hearts and minds o f the rest of the country and show other 
business owners that this is not only the right thing to do but 
is also great for business. The national minimum wage needs to 
be raised to give low-wage workers a much-needed boost, and 
a shot in the arm to our economy.

Molly Moon Neitzel is the owner and CEO o f Molly Moons 
Homemade Ice Cream. With six ice-cream shops and around 
100 employees during the companys busiest months, Molly Moons
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has experienced rapid growth since opening in 2008 . Neitzel sup- 
ports a living minimum wage and argues that, in the long run, 
paying higher wages can decrease costs for business owners and 
increase sales in a consumer-driven economy.

Minimum W ages and Economic Inequality 
Thomas Volscho

At a time o f very high inequality, many naturally look to the 
minimum wage as a potential mechanism for redistributing 
income. In recent years, the minimum wage rates o f the fed
eral and state governments have been supplemented by some 
cities and other localities who have attempted to pass more 
radical “living wage” ordinances. These laws stipulate a mini
mum compensation for labor performed. To the extent that a 
substantial share of the population derives income in exchange 
for labor, then a minimum wage has the potential to shape the 
distribution of wages and household income. Institutionalist 
economists have argued that higher minimum wage rates will 
produce a more equitable distribution o f income, while econo
mists working from the traditional textbook model have argued 
against the minimum wage for reducing income inequality.

Neoclassical and neoliberal economic theorists suggest min
imum wages will distort labor markets and possibly increase 
economic inequality. This stems from their assumption that 
workers are paid according to their marginal productivity cou
pled with the supply and demand for a specific skill set possessed 
by workers. The minimum wage instead sets a nonmarket price 
on labor, according to the neoclassical perspective (e.g., Stigler, 
1946). By artificially raising the price of labor, there should 
be a decrease in the demand for such labor. As George Stigler 
(1946) stated, “The higher the minimum wage, the greater 
will be the number of covered workers who are discharged” 
(p. 361). An increase in the share o f unemployed workers could 
increase inequality as the wage income o f the unemployed is 
cut and the wages o f currently employed workers are bid down
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due to an increase in the labor supply. Another possible con
sequence is that the imposition o f a minimum wage compels 
employers to substitute laborsaving technology in place of 
workers. Employers might also pass the increased wage cost 
to consumers, resulting in a decrease in demand and layoffs 
or cuts in workers hours. Stigler summarized the neoclassical 
position on how minimum wages may impact inequality: “The 
manipulation of individual prices is neither an efficient nor 
an equitable device for changing the distribution o f personal 
income” (1946, p. 362).

Institutionalist economists have long argued that minimum 
wages do not have the disemployment effects that neoclassical 
and neoliberal economists claim. This is an important precondi
tion for institutionalist claims that minimum wages can impact 
the distribution of income. If disemployment effects are non
existent or minimal (see, for example, Card and Krueger, 1995; 
Levin-Waldman, 2001; Belman and Wolfson, 2014), then 
higher and broadly applied minimum wage rates may reduce 
the level o f income concentration. There are various ways 
the minimum wage might alter the income distribution. The 
minimum wage may redistribute income by lowering profits 
and increasing the wage share o f income (Levitan and Belous, 
1979). The imposition of a wage floor may elevate the incomes 
of low-income families (Webb, 1912; Freeman 1996; Levin- 
Waldman, 2001). At the firm level, minimum wages may make 
low-paid jobs more valuable to workers and lead to a decline 
in the need for supervisory personnel (Webb, 1912; Calvo and 
Wellisz, 1979). During the Progressive Era, Webb (1912) also 
noted that higher minimum wages may allow better nutrition 
and health among workers, thereby increasing their produc
tivity on the job. Contrary to neoclassical notions that higher 
minimum wages compel employers to substitute technology 
in place o f wage labor, some institutionalists have argued 
that employers might supplement workers with better capital, 
thereby increasing productivity and increasing the value of out
put per hour (Lavoie, 1992). As the potential mechanisms may
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vary, empirical research suggests that higher minimum wages 
may compress inequality of wages and income.

A significant body of research has emerged that looks at how 
minimum wage rates impact income inequality. The inflation
ary deterioration of the statutory federal minimum wage in the 
1980s was estimated to explain 25 percent of the rise in male 
wage inequality and about a third of the increase in womens 
wage inequality between 1973 and 1988 (DiNardo, Fortin, and 
Lemieux, 1996). Lee (1999) found lower federal minimum wage 
rates relative to state mean and median wage rates could explain 
70 percent of the growth in earnings inequality between middle- 
and low-income women and men, and 25 percent of the growth 
in inequality between the 50th and 25th percentile of mens 
wages. Even stronger results, studying the period between 1972 
and 2003, were found by Lemieux (2006)— that changes in 
the minimum wage accounted for 80 percent of the change in 
inequality among male workers and 90 percent of the change 
in inequality among women workers. Weaker, yet substantial, 
evidence is reported in Autor, Manning, and Smith (2014). 
Volscho (2005) found that states with higher real minimum 
wages, net of a battery of economic and demographic control 
variables, had a lower Gini index of family income inequality 
using panel data on states over the period 1960 to 2000. The 
most significant evidence was found for a threshold effect in that 
the minimum wage had its strongest impact when set to values 
above $5.35 (in 2014 dollars). A careful review of existing evi
dence on a broad range of minimum wage effects on employ
ment, inequality, and poverty may be found in Belman and 
Wolfson (2014). It is important to recognize, as Levin-Waldman 
notes, “the nature of the research done so far has . . . effectively 
legitimated a particular set of power relations and constrained 
a range of policy choices” (2001, p. 164). Taken as a whole, most 
research suggests that increases in minimum wages may reduce 
the level of income inequality and federal minimum wage dete
rioration can account for a significant portion o f the growth 
in wage inequality observed since the 1970s.
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Note

1. Dollars adjusted using the Research Series o f the Con
sumer Price Index for Urban Consumers (CPI-U-RS).
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4 Profiles

Introduction

In this chapter I  present profiles o f different individuals and orga
nizations that have held prominent positions in the establishment 
and subsequent evolution o f the minimum wage debate, as well as 
those who have been vocal in subsequent debates over the minimum 
wage. Essentially, there are four main groups o f profiles. The first 
group consists o f the early Progressive thinkers who were prominent 
in formulating some o f the earliest and most serious arguments for 
the minimum wage, as well as some o f those who voiced their oppo
sition to it. Among the organizations profiled are the AFL-CIO, 
the American Federation o f Labor and the Congress o f Industrial 
Organizations. The AFL-CIO is an interesting case because it 

flippedfrom opposition to the minimum wage during the early part 
o f the twentieth century to being supportive during the post—World 
War II  years. Therefore, on one level, it fits into the first group 
o f Progressive thinkers, but on another level it fits into the group 
o f important institutions. The second group consists o f the legisla
tive group during the 1930s that secured passage o f the Fair Labor 
Standards Act (FLSA) in 1938. This group includes prominent 
figures like Franklin Delano Roosevelt, the 32nd president o f the 
United States, and the legislative leaders, William Connery in the 
House o f Representatives and Hugo Black in the U.S. Senate, who

Sen. Elizabeth Warren (D-Mass.) speaks about raising wages during the 
forum AFL-CIO National Summit at Gallaudet University in Washington 
on January 7, 2015. (AP Photo/Jose Luis Magana)
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introduced the Connery—Black Bill, which ultimately became the 
FLSA. The third group consists o f academic voices on both sides o f 
the minimum wage debate, most prominently from the 1970s until 
today. And the fourth group could be said to consist o f contempo
rary activist organizations and individuals who have been able to 
present their positions in language with somewhat populist appeal

The Progressives 

Louis Brandeis (1856-1941)
Louis Brandeis was a lawyer who would be appointed in 1916 as 
an associate justice of the U.S. Supreme Court, where he would 
serve until 1939. A graduate o f Harvard Law School, Brandeis 
was very much involved in progressive causes, most notably 
defending the workplace and labor laws. Because of his involve
ment in such causes, he was often dubbed the “People s Lawyer.” 
Brandeis is often viewed as a symbol of the little guys fight 
against big centralized firms that were dominating the nations 
economic life at the time. Brandeis, who lived through the great 
wave of mergers between 1897 and 1904, where 4,237 firms 
merged into 237 combinations, was convinced that big business 
only became big through illegitimate means. For Brandeis and 
his contemporaries, opposition to big business was based on 
their perception of its political implications— that centralization 
and the consolidation of economic power into the hands of only 
a few represented a threat not only to competition in the mar
ket place but political democracy as well (Lustig 1982). He was 
among the early Progressive reformers supporting workmans 
compensation, and was instrumental in the Supreme Court s 
ruling in 1908 that a minimum wage constituted a legitimate 
form of government regulation in order to protect the rights of 
women, specifically their maternal function.

Brandeis s contribution to the early minimum wage debate 
lies mosdy in his argument before the Supreme Court in Muller u 
Oregon in 1908 and his presentation of what has come to 
be known as the “Brandeis Brief.” The Muller case involved
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the state of Oregon’s passage of a statute limiting the working 
hours o f women to 10 hours a day. Previous attempts by states 
to limit the hours of men were held to be unconstitutional 
on the grounds that they violated their liberty of contract. At 
issue in this case was whether women working in excess of the 
limit might constitute a threat to the community’s health and 
welfare. If  there was a threat, it was not because of the nature 
of their work per se, but because of their socially and sexu
ally defined roles, specifically their roles as mothers. In Muller 
the Court acknowledged that there were differences that would 
justify regulation in this case— an infringement o f the wom
en’s liberty o f contract— whereas it had rejected it in the past. 
The Court actually asserted that protecting women’s maternal 
function and society’s future generations was a compelling 
public interest that the liberty of contract for women could be 
abridged. At the same time, the Court appeared to be establish
ing the precedent for a minimum wage on the grounds that it 
would be necessary to protect the most vulnerable groups in 
society from exploitation, which in this case were women.

Aside from the legal precedent that Muller created, it also 
introduced the concept of empiricism through the Brandeis 
Brief, which detailed extensively the working conditions of 
women in a variety of industries. It was perhaps the first 
time that the Court was presented with statistics or “proof” 
detailing the detrimental impact o f long hours on the lives of 
women. This was important because in the absence o f empiri
cal evidence all the Court had to rely on were theoretical pre
suppositions o f what types of arrangements were conducive to 
the public interest. In the Brandeis Brief, the Court was able 
to find a causal relationship between means and ends that 
could truly justify interference with individual liberty. For 
social reformers during the Progressive period, there now was 
a group that warranted special protection, namely, women in 
sweated industries. The Brandeis Brief, in short, created the 
basis for what were regarded as “essentialist arguments,” that 
protective labor legislation like maximum hours and ultimately
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minimum wages were in fact essential to protect women from 
exploitation (Figart, Mutari, and Power 2002).

John Bates Clark (1847-1938)
John Bates Clark was an American economist who very much 
was a proponent of the neoclassical school of economics and an 
opponent of institutionalists. A graduate of Amherst College in 
Massachusetts and the University of Heidelberg in Germany, he 
spent most of his career teaching political science at Columbia 
University in New York City. He was among those who were 
considered to be instrumental in the marginalist revolution—  
the idea that an additional unit of labor that adds to the marginal 
revenue of the firm is ultimately the basis for paying workers 
more. And yet, he supported a legal minimum wage for the 
same reasons that Webb did: it would lead to greater efficiency. 
He argued that the absence o f one essentially triggered a process 
whereby employers chose from the ranks of the most necessi
tous men and women. Trade unions would, of course, go a long 
way toward removing this evil, but in the absence of unions, 
the law might remove it. Clark (1913) took the position that 
even though the state wasn’t responsible for its citizens pov
erty, they nonetheless had a valid claim against the state simply 
by virtue of their need and helplessness. He understood that 
the basis for minimum wage laws was that poorly paid workers 
were regarded as victims of social arrangements beyond their 
control. Because there were social defects in the economic sys
tem that resulted in low pay, they had valid claims.

Still, Clark wasn’t suggesting that the core problem was the 
capitalist system. On the contrary, Clark was a strong propo
nent of capitalism. He fervently believed in the competitive 
market place. He believed that what a social class received 
was under natural law proportionate to what it contributed 
to the general output of industry. Arguably, this would imply 
that workers not making a contribution to the output are not 
entitled to higher wages. But it might also imply that a firm
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would really have no output without the effort of workers, and 
therefore, they were entitled to at a least a livable wage. Though 
he started out as a social reformer, he gradually shifted toward 
conservatism. He believed that each input contributed its mar
ginal product. This meant that under competitive conditions, 
each factor o f production is paid according to its “value added” 
to the total revenue of the product, or its marginal product. 
Clark called this theory of competitive distribution a “natural 
law” that was just. Under a competitive system, labor gets what 
it creates, capitalists get what their capital creates, and entrepre
neurs get what their coordinating function creates. Therefore, 
if workers become more productive and add greater value to the 
company’s long-term profitability, their wages will then tend to 
rise. Then if their wages rise in one industry, competition will 
only force other employers to raise their workers’ wages, with 
the result being that wages will then be equal to the marginal 
product of labor. Based on this marginal productivity theory, 
Clark justified American wage rates and criticized labor unions 
for attempting to raise wages above his otherwise natural law. 
At the same time, he also opposed the power of monopolies 
and big business that attempted to exploit workers by forcing 
wages below labor’s marginal product. As he saw it, a competi
tive environment in both labor and industry was thus essen
tial to legitimate wage and social justice. In fact, Clark wrote a 
book in 1914 titled Social Justice without Socialism. Although 
his justification of a legal minimum wage would appear to be 
a contradiction of his theory o f marginal productivity, it might 
also be viewed as a corrective to the lack of true competitive 
conditions in the market place that resulted in workers receiv
ing wages less than the value o f the marginal physical product 
of labor (Skousen 2009, pp. 234-237).

John R. Commons (1862-1945)
John R. Commons is considered to be among the most promi
nent Progressives, as one who essentially founded the school
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of institutional economics, out o f which progressive legisla
tion emerged. Born in Hollansburg, Ohio, in 1862, Commons 
graduated from Oberlin College and then earned a Ph.D. from 
Johns Hopkins University. A strong and passionate advocate 
for social justice, he was often considered to be too radical. 
After teaching at Oberlin and Indiana University, he secured an 
appointment to Syracuse University in 1895 but was dismissed 
from there in 1899 because he was considered to be too radi
cal. Following his dismissal from Syracuse, Commons wound 
up at the University o f Wisconsin at Madison, where he would 
spend the rest o f his career, having a profound influence on 
leading scholars to come out of there, as well as progressive 
legislation.

Commons took the view that modern economic theory 
needed to be understood in its social context; otherwise, it 
was mechanical. Therefore, there was to be no distinction 
between industrial life and social life (Miller 1998). In his 
classic Institutional Economics (1998), Commons sought to 
show how individuals, and their individuality for that matter, 
were shaped by institutions. Commons made it clear that we 
did not begin as isolated individuals, but that as individu
als we were the creatures o f the larger society. The basis for 
economic activity was the Transaction,” which he defined as 
the “means, under operation o f law and custom, of acquiring 
and alienating legal control o f economic quantities, including 
legal control of the labor and management which will after
wards produce and deliver commodities towards the ultimate 
consumers” (p. 45). What Commons understood was that 
custom played a role in economic transactions. This was an 
important point because it meant that transactions were not 
based on price alone, as postulated in the standard model, 
but that economic phenomena had to be understood within 
a larger social context.

Commons’s greatest influence was on labor unions. Reject
ing the neoclassical economics position that labor contracts 
are negotiated between employers and employees as equals,
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Commons developed the more institutional position that the 
two were really unequal with regard to bargaining position. 
On the contrary, there was a great deal o f power imbalance 
between workers and employers, and as a result, workers were 
often forced to accept whatever wages and working conditions 
they were offered. Otherwise, they would starve. Therefore, 
labor unions provided a corrective to this power imbalance 
because they effectively offered workers a measure o f bargain
ing power they otherwise lacked. The implications for the 
minimum wage, then, were enormous because Commons was 
suggesting that, contrary to the assumptions of the standard 
model that wage rates are a natural process set by the mar
ket place, institutions really matter. If  workers in unionized 
factories relied on the collective bargaining power o f unions 
to bolster wages of workers so that they could earn a respect
able wage, it then followed that workers in non-unionized 
industries— what economists would typically refer to as the 
“covered” sector as opposed to the uncovered sector— would 
similarly need an institution to bolster their wages, and that 
institution would be the minimum wage.

It had been the prevailing view at the time that a decline 
in prices and wages during recessions and depressions would 
lead to a restabilization o f the market. Commons took the 
view that a decline in prices and wages during recessions and 
depressions would only aggravate them by reducing purchas
ing power and in turn lead to bankruptcy. The answer lay in 
redistributing income from profits to wages through collective 
bargaining agreements. Collective bargaining would prevent 
both profiteering and underconsumption, thereby assisting in 
the maintenance of purchasing power and aggregate demand. 
Commons no doubt recognized that unions did indeed have 
defects that might hinder economic efficiency in various ways; 
he also maintained that in most cases their benefits to soci
ety outweighed their costs (Kaufman 2003). The same argu
ment would have to apply to the minimum wage. Although 
Commons hadn’t been directly involved in the minimum wage
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debate, his contributions to institutional economics provided 
a fundamental foundation upon which minimum wage legis
lation would rest. That foundation being that institutions are 
necessary in a market economy where there is unequal power 
to enable workers to obtain fair and livable wages. Moreover, 
by pushing up workers’ wages, they in turn will have purchas
ing power that will enable them to demand goods and services 
in the aggregate, and it is this aggregate demand for goods and 
services that ultimately drives the economy. Commons would 
go on to draft workers compensation legislation in Wisconsin, 
the first of its kind, and ultimately the model for what would 
develop into unemployment insurance, again resting on the 
assumption that institutions that maintain worker purchas
ing power are ultimately what maintain aggregate demand for 
goods and services.

Edward Filene (1860-1937)
Edward Filene was an American businessman and philanthro
pist best known for the Filene s Department store chain. Born 
in Salem, Massachusetts, in 1860, Filene was admitted to 
Harvard University, but didn’t attend when his father became 
seriously ill and he took over the family business— the depart
ment store started in Boston in 1881. But Filene also played a 
role in the passage of workman’s compensation and the mini
mum wage. In his own business, Filene sought to implement 
Frederick Winslow Taylor’s principles of scientific manage
ment and improve not only the efficiency of the business but 
also the overall quality o f his workers. While many in the busi
ness community were opposed to a minimum wage, Filene 
actively supported it. On the pages o f the American Economic 
RevietOy Filene wrote that one way o f increasing efficiency was 
for employers to pay wages that would command higher- 
quality employees. A higher wage would be more cost-effective 
because employers would not have to spend as much time 
providing direction and correcting the errors of those who
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were less well trained. Low wages simply resulted in employ
ers having cheap standards, which only produced inefficient 
employees. These workers wouldn’t be productive because 
they wouldn’t earn enough to maintain themselves properly. 
Employers would not be able to get effective organization out 
of those who were unintelligent, and they could not be intel
ligent if they did not have enough to live on properly. A legal 
minimum wage would then help employers as well as employ
ees, by enabling them to compete on an even playing field 
with other employers, and preventing employers from pay
ing employees insufficiently to be consumers o f their business. 
Moreover, employers would be more likely to take an interest 
in their employees by educating them to a level that would 
make them worth the wage. Ultimately, Filene reasoned that 
the state would assume the function o f providing education 
and training to future workers. To this extent, the minimum 
wage would serve to enhance public efficiency (Filene 1923). 
Filene would play a pivotal role in passing the nation’s first 
workman’s compensation law in 1911.

Samuel Gompers (1850-1924)
Samuel Gompers has gone down in history as a seminal figure 
in American labor history. Born in London in 1850, he was 
removed from school shortly after his 10th birthday and sent 
to work as an apprentice to a cigar maker to help his impov
erished family. In 1863, Gompers immigrated to the United 
States with his family and settled on the lower east side o f New 
York City. There for a brief time he assisted his father in manu
facturing cigars at home, and in his spare time he had formed a 
debate club with his friends. The club was to grow into a con
tact for upwardly mobile young men in New York City. When 
he was 14, he joined and became active in the Cigarmakers’ 
Local Union No. 15, which was the English-speaking union of 
cigar makers in New York City. In 1873, Gompers moved to 
the cigar maker David Hirsch &  Company, which was consid
ered to be a high-end establishment where only skilled workers
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worked. In 1875 Gompers was elected president of the Cigar- 
makers International Union Local 144, which almost collapsed 
in 1877. Skyrocketing unemployment and the large pool of 
desperate workers willing to work for subsistence wages only 
put pressure on gains in wages and the shortening o f hours that 
union shops had already achieved. Gompers along with a friend 
then used the Local 144 as a base to rebuild the Cigarmakers’ 
Union, introducing a high dues structure and implementing 
programs to pay out-of-work benefits, sick benefits, and death 
benefits for union members in good standing. Gompers told 
the workers they needed to organize because wage reductions 
were almost a daily occurrence, and that the capitalists were 
interested only in profits. He was elected second vice president 
of the Cigarmakers International Union in 1886, and first vice 
president in 1896.

In 1881 Gompers helped found the Federation of Organized 
Trades and Labor Unions as a coalition of like-minded unions. 
It was then reorganized in 1886 into the American Federation 
of Labor with Gompers as president, which for the exception 
of 1895, he would remain as president until his death in 1924. 
Because Gompers saw the future of labor lying in collective 
bargaining agreements, he was not actually in favor of the min
imum wage in its earliest days. Under Gomperss leadership 
the labor movement shied away from using legislation as a tool 
to improve wages and other working conditions, but rested on 
voluntarism. This reflected the classical laissez-faire tradition that 
working conditions and wages could best be obtained through 
firm-level negotiations with trade unions. Labor unions also 
chose a cautious approach to the establishment of a legal mini
mum because of the unions experience with the courts and 
the use of the conspiracy doctrine (Hattam 1993). Gomperss 
philosophy o f labor unions centered on economic ends for 
workers, such as higher wages, shorter hours, and safe working 
conditions so that they could enjoy an “American” standard of 
living— a decent home, decent food and clothing, and money 
enough to educate their children. For him, collective bargaining
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was the most direct way to achieve these improvements. His 
fear of legislating these improvements, like a minimum wage, 
was that it would undermine efforts to organize workers into 
unions. Among his famous quotes was: “We want a minimum 
wage established, but we want it established by the solidarity 
of the working men themselves through the economic forces of 
their trade unions, rather than by any legal enactment. . . . We 
must not, we cannot, depend upon legislative enactments to set 
wage standards. When once we encourage such a system, it is 
equivalent to admitting our incompetency for self-government 
and our inability to seek better conditions” (Thurber 2013).

Oliver Wendell Holmes (1841-1935)
Oliver Wendell Holmes was an associate justice o f the U.S. 
Supreme Court, appointed in 1902 by President Theodore 
Roosevelt after having served many years on the Massachu
setts Supreme Judicial Court. During his time on the Mas
sachusetts Supreme Judicial Court, Holmes rose to be chief 
justice and also held the position o f Weld Professor o f Law 
at the Harvard Law School, from which he also graduated. 
Holmes has often been considered to be a judicial restraint- 
ist, taking the position that courts and judges should defer to 
the will o f legislative bodies who represented the democratic 
will o f the people. In his view, the Supreme Court should not 
declare a law unconstitutional “unless it can be said that a 
rational and fair man necessarily would admit that the statute 
proposed would infringe fundamental principles as they have 
been understood by the traditions o f our people and our law” 
(Holmes quoted in Pohlman 1984, p. 81). He believed in def
erence to the sovereign, which held monopoly power for the 
existence o f a legal order. He also assumed that as a practical 
matter that law must be found in the dominant forces in soci
ety, which he believed were reflected in the legislature. There
fore, judges should generally defer to their wishes. So when 
it came to the early cases concerning the constitutionality of
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minimum wage legislation, Holmes often found himself to be 
in dissent as the majority o f the Court tended to hold both 
maximum hours and early minimum wage legislation to be an 
unconstitutional violation of individual liberty o f contract. In 
the famous Lochner v. New York decision in 1905 the Supreme 
Court held that the state o f New York could not interfere 
with bakers liberty o f contract by restricting their hours to 
10 hours a day and 60 a week because the Court could see 
nothing in what they did that constituted a threat to their 
health and well-being. In a rather caustic dissent, Holmes 
stated: “The 14th Amendment does not enact Mr. Herbert 
Spencer s Social Statics.” In other words, there was no basis for 
restricting legislative actions because it violated judges social 
Darwinistic notions o f society. He then went on to say that 
“I think that the word ‘liberty/ in the 14th Amendment, is 
perverted when it is held to prevent the natural outcome of a 
dominant opinion, unless it can be said that a rational and fair 
man necessarily would admit that the statute proposed would 
infringe fundamental principles as they have been understood 
by the traditions of our people and our law. It does not need 
research to show that no such sweeping condemnation can be 
passed upon the statute before us. A reasonable man might 
think it a proper measure on the score o f health. Men whom 
I certainly could not pronounce unreasonable would uphold 
it as a first instalment o f a general regulation o f the hours o f 
work” (U.S. 1905).

The clearest example of this was in Childrens Hospital v. 
Adkins decided in 1923. This case involved the constitutional
ity of the District of Columbias minimum wage for women. 
Here the Supreme Court rejected the earlier argument made 
in Muller and asserted that women no longer needed spe
cial legislative protection because things had changed. What 
changed? The Constitution was amended in 1920 to give 
women the right to vote. Therefore, there was no reason to 
offer special protection if it meant violating her liberty o f con
tract. Whatever biological differences that existed between
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men and women that the Court asserted that society had a 
compelling interest in protecting seemed to disappear on the 
basis of the Nineteenth Amendment. While acknowledging 
the ethical right o f every worker to a livable wage that was 
the purpose of a trade organization, in his dissent, Holmes 
raised the question of whether maximum hours was not also 
an interference with liberty if the minimum wage was. Were 
they not opposite sides o f the same coin? He could see no dif
ference in either the kind or the degree of interference with 
liberty. Moreover, he asserted, the law did not compel anyone 
to pay anything. Rather it only established a minimum floor. 
Later on in the 1937 case o f West Coast Hotel Co. V Parrish 
(1936), which involved a minimum wage statute in Washing
ton State that had been on the books since 1913, the Court 
reversed itself and held that minimum wages were necessary to 
preclude the possibility of wage disputes that would result in 
a disruption of normal business activity, thereby creating an 
inconvenience to all concerned. Here the Court used Holmes’s 
dissent in Adkins to form the core o f its argument in West Coast 
Hotel. As Holmes put it:

This statute does not compel anybody to pay anything. It 
simply forbids employment at rates below those fixed as 
the minimum requirement of health and right living. It is 
safe to assume that women will not be employed at even 
the lowest wages allowed unless they earn them, or unless 
the employer s business can sustain the burden. In short the 
law in its character and operation is like hundreds of 
so-called laws that have been upheld, (pp. 396-397)

Again, Holmes was merely making it clear that there was noth
ing in a minimum wage law that most rational people would 
not find to be reasonable forms o f regulation. His dissent in 
Adkins, which was now the core o f the majority opinion in 
Parrish, was essentially echoing the same reasonable man stan
dard that he set forth in Lochner. That is, if reasonable people,
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and by extension the community at large, as they act through 
their elected legislative bodies, believe that maximum hours 
and minimum wage legislation to be a reasonable interference 
with liberty o f contract because it promotes the larger public 
interest, then courts have no basis for invalidating such actions. 
This decision would be a milestone in the history o f the min
imum wage because it would be recognized from this point 
forth that the minimum wage was a legitimate governmental 
policy tool.

Richard A. Lester (1908-1997)
Richard Lester was a prominent labor economist who could 
in many respects be said to fall into the category of latter- 
day institutionalists. Born in Blasdell, New York, in 1908, he 
received his BA degree from Yale in 1929 and his PhD from 
Princeton in 1936. After briefly teaching at Princeton, he went 
on to the University of Washington and then Duke Univer
sity. During World War II, he served in the Labor Division 
of the War Production Board, the War Manpower Commis
sion in 1942, and then the Office of the War Secretary from 
1943 to 1944. In 1945 he returned to Princeton, where he 
would spend the rest of his professional career. He assisted in 
drafting the New Jersey Unemployment Compensation Act 
and would serve as chairman o f the New Jersey Employment 
Security Council from 1955 to 1965. In 1962 he published 
The Economics o f Unemployment Compensation. But his best- 
known work addressed the issue o f wage determination and the 
minimum wage. During the 1940s, he developed the “range 
theory o f wages,” which recognized that individuals in similar 
jobs were often paid differently. Using this theory, he was able 
to explain why the minimum wage often did not have the dire 
consequences predicted by the standard model.

In a survey o f business executives during the 1930s and 
1940s, Lester observed that business executives, unlike econo
mists, tend to think of costs and profits as dependent upon
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the rate o f output, not the other way around. For these execu
tives, employment levels were not determined by wage rates, 
but by rate o f output (Lester 1946). Institutionalists had been 
arguing that wage differentials were very much a product o f 
culture, power, and tradition (Lester 1947a). On the con
trary, in his studies o f North-South wage differentials during 
the 1930s and 1940s, Lester argued that in the absence o f 
unions, real wage differentials existed and persisted because 
o f employer policies and characteristics o f the labor market. 
Because labor organizations were nonexistent, employers, 
especially in the South, tended to dominate the labor market. 
For Lester, the spread o f unionism in 1932 resulted in a reduc
tion in wage differentials (Lester 1947b). It then followed that 
a uniform minimum wage across the country would have the 
same effect.

Sidney Webb (1859-1947)
Among the most prominent figures in the early minimum 
wage debate was Sidney Webb. Webb was a British social
ist and an early member o f the Fabian society, which was a 
British socialist organization whose purpose was to advance 
socialism through gradualist and reformist means. The Fabian 
society would lay the groundwork for the development o f the 
British Labor Party and also have influence on the policies 
o f those states emerging from decolonization o f the British 
Empire. Fie came to economics gradually. While holding a 
clerical job, he studied law in his spare time at the Birkbeck 
Literary and Scientific Institute at the University o f London. 
He also studied at King’s College London prior to being called 
to the bar in 1885. Webb would also be one o f the founders o f 
the London School o f Economics in 1895, where he served as 
professor o f public administration from 1912 until 1927. He, 
along with his wife Beatrice Webb, a fellow Fabian, would go 
on to found the New Statesman magazine in 1913. By 1929, 
he was Baron Passfield and would go on to become British
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colonial secretary in Ramsey M cDonalds labor government 
in 1929. His seminal book was the History o f Trade Unionism, 
but for the Fabian Society he wrote on poverty in London and 
the eight-hour day.

In the “The Economic Theory o f a Legal Minimum Wage,” 
published in the Journal o f Political Economy in 1912, Webb 
put forth the concept of an efficiency wage, which would 
also come to be known as the Webb effect. Webb argued that 
people who are paid better are able to work harder because 
they have greater energy, due in large measure to their abil
ity to better sustain themselves. Moreover, the greater morale 
among employees deriving from higher wage rates also leads 
to greater loyalty to their employers. Because a legal minimum 
wage would have the positive effect of increasing productivity, 
a wage floor would be beneficial to employees and employers 
alike. Employers would most appreciate the security a mini
mum wage would provide them against being undercut by dis
honest or disloyal competition, and employees would be able 
to better maintain themselves, thus enabling them to be bet
ter workers. As a result of higher wages, productivity would 
increase naturally. Rather than eliminating competition for 
employment, it would transfer pressure from one element in 
the bargain (employers) to the other (employees). Moreover, 
the aggregate efficiency of the nations industry would be pro
moted as the best available candidates are hired. A legal mini
mum wage, then, would positively increase the productivity of 
the nations industry by ensuring that those who are left unem
ployed would be the least productive members o f the work
force. Not only would employers be forced to look for the best 
workers so as to increase their overall productivity, employees 
also would be forced to develop their skills so that they could 
be counted among the better class of workers (Webb 1912).

Webb based his conclusions on his observations of the 
effects o f the minimum wage in Australia, where the first min
imum wage laws took effect during the 1890s. He based his 
conclusions on his observations in Australia following passage
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of the first minimum wage in the 1890s. Webb, along with his 
wife Beatrice, was also concerned with the social costs o f pay
ing low wages. Their case for a minimum wage was built on 
two main pillars: the doctrine of labor s inequality o f bargain
ing power (IBP) and the doctrine of social cost of labor (SCL). 
IBP holds that employers individually and/or collectively 
enjoy a power advantage in wage determination. Employers 
make up one group that benefits from extra-low wages in labor 
markets, but they aren’t the only beneficiaries. Consumers, 
and especially affluent consumers who have a disproportion
ate share o f income, also benefit from low-wage labor in the 
form o f low prices. Therefore, one social rationale for a mini
mum wage is to offset the weak bargaining position of labor 
in the market place. When the SCL doctrine is added to this, 
however, the argument for a minimum becomes even stron
ger because it illustrates the negative externalities arising from 
the payment of low wages, or what could be considered the 
absence o f a property right for workers in their jobs. What the 
Webbs and other American institutionalists did was to apply 
the negative externality concept, or missing property rights, 
to the employment relationship. Their argument rests on the 
assumption that labor, or human capital, is just like physical 
capital in that it requires a minimum ongoing expenditure 
for upkeep, repair, and depreciation. If product prices are to 
cover the full costs o f production, then firms must pay their 
workers a wage sufficient to cover the individual and family 
subsistence costs, or provide in-kind compensation. But when 
the wage falls short o f subsistence level, the social costs exceed 
the private labor costs borne by the firm and its customers. At 
a minimum, each worker requires a level o f healthcare suffi
cient to cover physical and mental wear and tear. A minimum 
wage, then, solves the problem of social costs, as it approxi
mates the social costs o f labor. With a minimum wage, then, 
there should be no need for social subsidy to otherwise para
sitic firms. Otherwise, the public is subsidizing the profits o f 
businesses at the expense o f workers by providing low-wage
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workers the social supports they need because their wages are 
too low (Kaufman 2009).

The Legislators

William Connery (1888-1937) 
and Hugo Black (1886-1971)
William Connery was a member of the House of Representa
tives representing Massachusetts from 1923 until his death in 
1937. A graduate of the College of the Holy Cross, his first 
profession was acting and then theater manager. In Congress, 
however, as Chair of the House Committee on Labor, he would 
cosponsor the Connery-Black Bill, which would ultimately 
become the FLSA. Hugo Black, then a member o f the Senate 
from Alabama, would be the other cosponsor in the Senate. 
Black represented Alabama in the Senate from 1927 until 
1937, and then served as associate justice on the U.S. Supreme 
Court from 1937 until his death in 1971, where he had a repu
tation as a strong defender of liberal policies and civil rights.

Hearings on the Connery-Black bill began during the sum
mer o f 1937 before a joint committee o f Congress. The bill con
tained essentially three objectives: First, to put an end to child 
labor and other oppressive labor practices. Second, to establish 
fair wage and hour standards that would take into account the 
concerns of respective industries. And third, to create a board 
that would be responsible for fixing fair minimum wages and 
reasonable workweeks for those industries where workers had 
been lacking in sufficient bargaining power. Initially conceived, 
the FLSA was not intended to create a uniform wage floor but 
to establish a system for fixing wages on an industry-by-industry 
basis. In this vein, it bore similarity to the NIRA. The bill 
would essentially require the Fair Labor Standards Board to 
determine the minimum wage and maximum hours for partic
ular occupations on the basis o f the board s findings that such 
occupations otherwise lacked effective facilities for collective 
bargaining.
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What was being proposed was considerably more cumber
some than a simple wage floor, and it no doubt arose out of 
a desire to placate the concerns of organized labor, that the 
enactment o f such legislation wouldn’t undermine their efforts 
to organize workers and achieve living wages through collective 
bargaining. But it also reflected a desire to be sensitive to the 
variation among industry due to the specifics o f a particular 
industry. It specifically sought to return value for the mandated 
minimum wage that would have to be paid, which had initially 
been an issue in the Adkins case. Among the reasons for why 
the Adkins court struck down the minimum wage was there 
was no expectation that women would return anything of com
mensurate value for the wages being paid. Later in Tipaldo, 
the state of New York tried to separate the state s new mini
mum wage law from the earlier one in the District o f Columbia 
by claiming a commensurate relationship between the states 
minimum wage and the value of services exchanged. It will be 
recalled that in trying to defend the minimum wage, the plain
tiffs in Tipaldo claimed that they were going to offer value for 
the minimum wage.

Franklin Delano Roosevelt (1882-1945)
Franklin Roosevelt was the 32nd president o f the United 
States, having served from 1933 until 1945, when he died in 
office shortly after being sworn into his fourth term. Though a 
cousin o f Republican Theodore Roosevelt, Franklin Roosevelt 
was a Democrat and had served as assistant secretary of the 
navy under President Woodrow Wilson, who defeated both 
Republican incumbent William Howard Taft and Progressive 
candidate Theodore Roosevelt seeking a third term in 1912. 
Prior to being elected president in 1932, Roosevelt would serve 
as governor o f New York, and be responsible for the enactment 
o f reform legislation. Two of his advisors, Frances Perkins and 
Harry Hopkins, would go on to serve in his cabinet as secretar
ies o f labor and commerce respectively. As president during the



182 The Minimum Wage

depths of the Great Depression, which began with the stock 
market crash of 1929, Roosevelt would offer what came to be 
known as the New Deal.

The New Deal was a package o f legislation intended to get the 
economy going through a variety of different stimuli. Because 
prices were depressed, they needed to be raised. In agriculture, 
farm prices could be raised by paying farmers to plant less. 
Because prices were low due to low demand, demand could 
be increased and prices raised by providing people with pur
chasing power. For workers, labor legislation, most notably the 
Wagner Labor Relations Act in 1935, and the minimum wage 
in 1938, would serve to bolster wages. For the elderly, Social 
Security would provide retirement income, thereby enabling 
them to purchase items. For the poor, new public assistance 
programs would enable them to purchase goods and services. 
And for the unemployed, public works programs would put 
them to work, thereby allowing them to demand goods and 
services through increased purchasing power.

The first federal minimum wage legislation, however, did not 
come from the FLSA. First the National Industrial Recovery 
Act (NIRA) and later the National Recovery Act (NRA) con
tained codes that established minimum wages on an industry- 
by-industry basis. Both these pieces of legislation were signed 
into law by Roosevelt. The NIRA, passed in early 1933, was 
designed to maintain price and market stability by adopting 
industry codes that would safeguard against unfair competi
tion. The codes contained provisions on wages, hours, work
ing conditions, union membership, and collective bargaining. 
Essentially Congress delegated authority to the executive 
branch, for a federal administrator to supervise the making of 
codes, which often was a collaborative venture with representa
tives from industry. And in many cases, the codes were writ
ten by trade associations. Section 3 (a) of the act specifically 
authorized the president to approve codes of “fair competition” 
after making certain prescribed findings (Kirkendall, 1974, 
pp. 41-42). Section 7 dealt with issues of collective bargaining,
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maximum hours, and minimum wages. With this section 
it was established that as a matter o f fair competition that 
(1) employees were to have the right to organize and bargain 
collectively with representatives of their choosing; (2) they were 
not to be coerced into joining a company union; and (3) their 
employers were to comply with maximum hours and minimum 
wages as they were approved and prescribed by the president 
{Statutes at Large 1933). Although maximum hours and mini
mum wages were to be prescribed, they were not uniform but 
would vary from industry to industry. The underlying purpose 
behind the NIRA was to prohibit those practices regarded as 
unfair by industry because they might have the effect of destroy
ing the price structure without justification. The codes were also 
intended to prohibit the unfair practice of exploiting workers 
by cutting their wages and increasing their hours of labor.

The NIRA was ruled unconstitutional in Schechter Poultry 
Corp vs United States on the grounds that the codes were a vio
lation of the Separation of Powers in that the Executive Branch 
was effectively writing legislation through them. With regard 
to the maximum hours and minimum wage components, the 
Court merely asserted that there was no real relationship to 
interstate commerce. By 1935, however, the National Labor 
Relations Act, or Wagner Act, o f 1935 was passed. Although 
the Wagner Act did no more than codify a series o f federal reg
ulations protecting the rights of workers to organize and bar
gain collectively, it was, for the time, a revolutionary piece of 
legislation. Opponents viewed it as a revolutionary break from 
Americas constitutional tradition, for it appeared to enlarge 
the powers o f the national state and intrude on purely private 
economic transactions. They also saw it as a conscious effort 
on the part o f the state to strengthen trade unionism because 
it implied a government endorsement of unionizing. But for 
Senator Joseph Wagner o f New York, the bills sponsor, trade 
unionism was essential to ensuring an equitable distribution of 
the rewards of the economy. And through unionism, income 
could be redistributed to workers, thereby maintaining their
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purchasing power and ensuring that this type of depression 
does not occur again (Dubofsky 1994). What the new law 
implied was that in the development of a capitalist system, 
generally biased in favor o f employers and other property 
owners, there was a need for labor market institutions that 
could give workers effective voice and in so doing maintain 
stability. By 1938, after the Supreme Court reversed its posi
tion in West Coast Hotel in 1937 and upheld the constitution
ality of the minimum wage at the state level, Congress passed, 
and Roosevelt signed into law, the Fair Labor Standards Act, 
thereby creating the nations first national minimum wage. It 
is perhaps worth noting that in the face of vitriolic criticism, 
Roosevelt called minimum wage critics “hopelessly reaction
ary.” In his State o f the Union Address in January 1938, Roo
sevelt actively promoted the minimum wage. He took note 
that “millions o f industrial workers receive pay so low that 
they have little buying power . . . hence suffer great human 
hardship.” These workers were “unable to buy adequate food 
and shelter, to maintain health or to buy their share o f manu
factured goods,” and this was effectively putting a drag on the 
nations economy. To counter some of the reactionary claims 
made by some that the minimum wage was a step in the direc
tion of bolshevism and communism, he dismissed this as 
absurd in a fireside chat where he stated that the American 
people should

not let any calamity-howling executive with an income of 
$1,000.00 a day, who has seen his employees over to the 
Government relief rolls in order to preserve his company’s 
undistributed reserves, tell you— using his stockholders 
money to pay the postage for his personal opinions— tell 
you that a wage of $11.00 a week is going to have a disas
trous effect on all American industry. Fortunately for busi
ness as a whole, and therefore for the Nation, that type of 
executive is a rarity with whom most business executives 
most heartily disagree.
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Roosevelt went onto remind the nation that if the nation 
wanted “resolutely to extend the frontiers of social progress, we 
m ust. . . ever bear in mind that our objective is to improve and 
not to impair the standard of living of those who are now under
nourished, poorly clad and ill-housed” (quoted in Woolner 2013).

The Academicians

The academic debate over the minimum wage has by and large 
been divided into two warring camps. The first group, faithful to 
the standard model that there are employment consequences, has 
sought to show that the minimum wage does indeed cause unem
ployment, particularly among teenagers. Two representatives from 
this camp are David Neumark and William Wascher. On the other 
side o f the debate has been David Card, especially in work he did 
with Alan Krueger on the fast-food industry, who has been dem
onstrating that the minimum wage has not had the dire effects 
predicted by the standard model. In more recent years, the work o f 
Card has been added onto by Arindrajit Dube and Michael Reich, 
who similarly have been demonstrating that the minimum wage 
has not had the dire effects predicted by the standard model.

Richard V. Burkhauser
Richard Burkhauser is the Sarah Blanding Professor o f Policy 
Analysis in the College o f Human Ecology at Cornell Uni
versity. He received his BA in economics from Saint Vin
cents College in 1967, his MA in economics from Rutgers 
University in 1969, and his PhD in economics from the Uni
versity o f Chicago in 1976. His research tends to focuses on 
how public policies affect the economic behavior and well
being o f vulnerable populations, such as low-income house
holds. So when it comes to the minimum wage, he is raising 
the question o f whether the minimum wage is necessarily 
the best approach for assisting the poor, or whether other 
types o f policies might not be better targeted. He certainly 
has been among those economists that have argued that the
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minimum wage as an anti-poverty measure is poorly targeted. 
In a paper with T. Aldrich Finnegan (1989), he maintained 
that most minimum wage workers simply were not poor. 
Because only a small fraction o f the labor market actually 
earned the statutory minimum wage, the potential benefits 
were presumed to be so small that they could not possibly 
offset the more likely larger costs to employment. Moreover, 
the benefits were presumed to be smaller still because most 
minimum wage earners were not the primary earners in their 
households. Rather, they were secondary earners and, by and 
large, teenagers. Therefore, because their incomes were not 
considered to be as consequential as the income o f primary 
earners, the potential benefits given the costs were considered 
to be even smaller still.

In a 2004 report for the Employment Policies Institute, 
he, along with Joseph Sabia, argued that an increase in the 
minimum wage to $7 an hour, as was then being proposed by 
then-senators John Kerry and Ted Kennedy, was a poor way 
to help the poor. The report claimed that only 15 percent o f 
an increase would go to families in poverty and that 60 per
cent o f the benefits would go to families earning more than 
twice the poverty line. They also found that the majority of 
beneficiaries are not the primary earners in their households. 
Only 12.6 percent o f beneficiaries were unmarried women 
with children, and that more than 82 percent were either not 
the highest earner in their households (secondary earners), 
single adults, or were married without children. Since the 
majority o f these people were not struggling to get by on low 
wages, an increase in the minimum wage was not only poorly 
targeted but also highly inefficient and not at all effective in 
combating poverty. Moreover, the effect o f a minimum wage 
increase would even be worse when considering the well- 
documented job loss that could be expected from such an 
increase.

In a later paper (2010) Burkhauser and Sabia on the basis 
of data from the Current Population Survey (CPS) found that
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state and federal minimum wages between 2003 and 2007 
had no effect on poverty. Using the March CPS for 2008, 
they estimated that those workers who would directly benefit 
from an increase in the minimum wage were already earn
ing between $7.25 and $9.49 an hour while the minimum 
wage was still $5.85 an hour. While 17.7 percent o f all work
ers earning between $5.70 and $9.49 an hour stood to benefit 
from an increase in the minimum wage, 80.3 percent of all 
workers were earning a wage o f $9.50 or more. They argued 
that the then proposal to raise the minimum wage to $9.50 
an hour would not be well targeted toward poor workers, and 
that it would be even less target-efficient than the last increase, 
which took effect in 2009. Therefore, they concluded that 
any further increases in the minimum wage would do little to 
reduce poverty and would be a poor substitute for the EITC as 
a mechanism for reducing poverty. On the contrary, because 
employment was considered to be an important anti-poverty 
mechanism and that wage subsidies can increase the working 
poors income, the EITC would indeed be a more effective 
means of assisting the poor than an increase in the federal 
minimum wage.

In a more recent paper for the Institute for the Study of 
Labor in Germany, Burkhauser (2014) reiterated his position 
that minimum wages are an ineffective mechanism for reducing 
poverty. Why is this so? Because most minimum wage workers 
who gain from an increase in the minimum wage simply are 
not poor. They do not live in poor or even near-poor families. 
Some workers who do live in poor families have wages above 
the proposed minimum wage. They just don’t work full time. 
The EITC is a more effective mechanism because it only raises the 
wage rates of those workers living in low-income families and 
the size of the credit is dependent on the number of children. 
He suggests that we could dramatically improve the lives o f 
low-income families if we were to use the real economic costs 
of increasing the minimum wage to finance an expansion of 
the EITC. Expanding the EITC would have a far less negative
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effect on the employment o f low-skilled workers and the posi
tive macroeconomic benefits would be even greater still because 
the working poor are more likely to consume. And because the 
EITC is paid through the tax code rather than the employer, 
the negative macroeconomic effects on employment would 
also be less.

Burkhauser has also become a favorite of the right that wants 
to dispute claims of rising income inequality. In an article in 
the National Tax Journal that he coauthored with Jeff Larri- 
more and Kosali Simon, he offers a “second opinion” on the 
extent to which the middle class has failed to benefit from eco
nomic growth of the last three business cycles between 1979 
and 2007. Rather, using cross-sectional data to capture the 
economic resources available to individuals at the same point 
in the income distribution over time, they find evidence that 
the decline o f the middle class is far less certain. Using CPS 
data, more than simply wage income, they consider tax credits 
and liabilities along with the ex-ante value o f in-kind benefits 
like health insurance benefits. They impute the ex-ante value 
o f employer contributions to health insurance as well as the 
value o f public health insurance from outside sources. They 
argue that taxes and transfers have a real impact on the well
being o f those paying taxes and receiving transfers. Therefore, 
by considering post-tax, post-transfer income, including the 
value of health insurance, we can gain a better understanding 
o f the effect of program change on people s economic resources. 
When using the most restrictive definition o f income— pre-tax, 
pre-transfer tax unit cash income— the resources o f the middle 
class have stagnated over the last three business cycles. But 
once the definition of income is broadened to include post-tax, 
post-transfer, size-adjusted cash income, middle-class Ameri
cans are then found to have made substantial gains and these 
increases are even larger when considering the ex-ante value of 
health insurance. In turn, this means that the gap between the 
top and the bottom is not nearly as great as some would have 
us believe.
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David Card (1956-)
David Card is a Canadian labor economist and Professor o f 
Economics at the University of California at Berkeley. He 
received his BA degree from Queens University in Canada in 
1978 and his PhD in economics from Princeton University in 
1983. In 1995 he received the John Bates Clark Medal, which 
is awarded to economists under the age of 40 who are judged 
to have made the most significant contribution to economic 
thought and knowledge. Prior to coming to the University 
of California, he was on the faculty of Princeton from 1983 
to 1996. From 1988 to 1992, he was co-editor of the Journal 
o f Labor Economics, and the co-editor o f Econometrica from 
1993 until 1997. Card came to prominence with his studies 
of the minimum wage in the fast-food industry that he coau
thored with his then Princeton colleague Alan Krueger, who 
would serve as chief economist in the Department o f Labor 
under President Clinton and then first as Assistant Secretary 
of the Treasury for Economic Policy and second as Chair
man o f the Council of Economic Advisors under President 
Obama. These studies were widely cited as being supportive 
of the minimum wage.

Their principal studies, which appeared revolutionary at the 
time, were o f the fast-food industry in both California and 
New Jersey. Until then, it had been the conventional wis
dom, in lines with the standard model, that increases in the 
minimum wage lead to decreases in unemployment. Employ
ers would either lay off workers or substitute technology for 
them, thereby creating a disemployment effect or they would 
not create new jobs in the future. In New Jersey, Card and 
Krueger (1995) found that when the state minimum wage 
was raised from $3.35 to $4.25 during July of 1988, and 
from $4.25 to $5.05 in 1992, there was no disemployment 
effect. With Pennsylvania serving as the control group for the 
New Jersey study, they also found there to be no substitution 
effect. Although the minimum wage increase did lead to price 
increases for meals, suggesting that the costs o f the increase
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were simply passed onto the consumer, there was no evidence 
that prices rose faster among stores in New Jersey that were 
most affected by the rise in the minimum wage. Moreover, the 
raise in the minimum wage didn’t negatively affect the number 
of store openings. In a follow-up study several years later, Card 
and Krueger only confirmed their earlier results (1998). These 
studies were important because they challenged the reigning 
orthodoxy and ultimately ushered in a new political economy 
of the minimum wage.

In more recent years, Cards work has focused on U.S. labor 
market comparisons to Canada on a variety o f labor market 
issues, most notably the minimum wage, the impact of the 
decline o f institutions on income inequality, and immigration. 
Card along with coauthor John DiNardo (2002) attributed the 
rise in overall wage inequality during the 1980s to trends in the 
minimum wage and declining unionization. Then in a study 
written with Thomas Lemieux and Craig Riddell (2008), Card 
noted that at least until the 1970s, it had been the dominant 
view that unions tended to increase wage inequality, but that 
it was increasingly becoming clear that it was declining union
ism that contributed to a steep increase in wage inequality in 
both the United States and the United Kingdom during the 
1980s. The fraction of workers covered by collective bargain
ing agreements in the United States, the United Kingdom, and 
even Canada had been relatively modest. Collective bargaining 
in these countries also tended to be conducted at the industry or 
sectoral level. Therefore, within narrowly defined groups, wage 
inequality was always lower for union workers than nonunion 
workers.

On the basis of longitudinal data, Freeman found there to 
be low-wage inequality in the union sector. He found that 
the dispersion tended to fall when workers left nonunion 
jobs for union jobs, and that it rose when they moved in the 
opposite direction. Card, Lemieux, and Riddell (2008) also 
found that in both Canada and the United States between 
1984 and 2001 there was low-wage inequality in the union
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sector. Male unionization rates declined 14 percentage points 
in Canada, whereas in the United States they declined by 
only 9 percentage points over the same time period. Union 
wage compression effects help explain a reasonable fraction of 
secular growth in male wage inequality and of cross-country 
differences in male wage inequality. But unlike the United 
States and the United Kingdom, overall inequality in Canada 
remained very stable. And yet, overall wage inequality would 
have declined had union wage impacts remained at their 1984 
levels. In other words, had there not been a decline in unions, 
inequality would have been less. Card et al. suggest that there 
may have been several developments to offset the pressure 
toward increased inequality associated with the decline in 
union strength, at least in Canada. The real minimum wage 
in Canada rose from the mid-1980s to the late 1900s, while 
in the United States it was approximately constant over the 
same period. Again, these findings are important because they 
undermine the standard model s assumption that wage setting 
is a natural process and reinforces the idea that institutional 
economists earlier made clear, which was that institutions did 
indeed matter.

Just as Card s work on the minimum wage has demonstrated 
that it does not have a detrimental impact on the labor market, 
his work on immigration has also shown that increased immi
gration would not pose a threat to the labor market. In a study 
with Ian Preston and Christian Dustmann (2012), Card asked 
the question of why there was strong public opposition to 
immigration across Europe. On the basis of data for 21 coun
tries from the European Social Survey (ESS), which included 
questions on the labor market, social impacts of immigration, 
and the desirability of increasing or reducing immigration 
inflows, they found that variation in individual attitudes toward 
immigration policy could be attributed more to compositional 
concerns than concerns over wages and taxes. In fact, immigra
tion appeared to have no real impact on wages and taxes. By 
compositional concerns, they meant how immigration would
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affect the composition of neighborhoods, schools, and work
places. They specifically found a 70 percent gap between the 
most- and least-educated respondents on the issue of whether 
immigration should be either increased or reduced was attrib
utable to intensity o f concerns over compositional amenities. 
Meanwhile, differences in economic concerns accounted for 
only 10-15 percent.

Arindrajit Dube
Arindrajit Dube is a labor economist based at the University 
o f Massachusetts at Amherst. He received his BA in econom
ics from Stanford University and his PhD in economics from 
the University of Chicago. Prior to joining the faculty at the 
University o f Massachusetts, he was a Research Economist at 
the Institute for Research on Labor and Employment at the 
University of California at Berkeley. Dube’s work on the mini
mum wage could be said to fall into the new political economy 
o f the minimum wage, and, along with Michael Reich and 
others, addresses the issue of heterogeneity that Wascher and 
Neumark are skeptical of. But within the scheme o f consid
ering trade-offs, Dubes work makes it clear that there aren’t 
the dire employment consequences predicted by the standard 
model, and that the benefits to society may actually outweigh 
the costs. His work certainly continues what Card and others 
started.

Along with Suresh Naidu and Michael Reich, Dube (2007) 
looked at the effects o f a minimum wage law that was enacted 
by a public ballot measure for the city of San Francisco in 2003. 
While the federal minimum wage was still $5.15 an hour, San 
Franciscos was now $8.50, which was still 26 percent higher 
than California’s minimum wage o f $6.70. Looking at pri
marily the restaurant industry because it was considered to be 
the primary employer o f fast-food workers, they found that 
the benefits to the increases did outweigh the costs. The city 
wage floor did significantly raise the wages of those at affected
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restaurants and compressed the wage distribution among res
taurant workers, and increased the average wages o f fast-food 
workers twice as much as those at sit-down restaurants. And 
yet, there was no increase in business closure or employment 
loss detected. To the extent that such findings undermine the 
traditional orthodoxy, they also add to the ambiguity sur
rounding the effects of the minimum wage. Moreover, they 
reinforce some o f the evidence that suggests that we may know 
very little about the minimum wage or its actual effects.

Then with Lester and Reich, Dube (2010) argues that a 
major problem with the data is that economists have been 
taking two different methodological approaches. Traditional 
national-level studies use all cross-state variation in the mini
mum wage over time to estimate the effects. Meanwhile, case 
studies typically compare adjoining local areas with different 
minimum wages around the time o f the policy change. They 
specifically compare all contiguous county pairs in the United 
States that are located on opposite sides o f a state border, in 
an attempt to generalize the case study approach by all local 
differences in minimum wages in the United States over a 
17-year period from 1990 to 2006. Because the restaurant 
industry is the most intensive users o f minimum wage work
ers, it is the prime focus, although other low-wage industries 
are considered too. In 2006, they employed 29.9 percent of all 
workers paid within 10 percent o f state or federal minimum 
wages, thus making them the single largest employer of mini
mum wage workers. Also the proportion of workers at or close 
to the minimum wage is similar among all restaurant work
ers. What they found was that employment effects vary sub
stantially among specifications. The estimated earnings effects 
were positive and significant for both limited-service and 
full-service restaurants, with the earnings effects being some
what greater among limited-service restaurants than among 
full-service restaurants. For cross-state contiguous counties, 
they found strong earnings effects and no employment effects. 
When looking at local comparisons while also controlling for
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heterogeneity in employment growth, they found no detect
able employment losses from the types of minimum wage 
increases that have been taking place over the years in the 
United States.

In a subsequent study, Dube, along with Reich and Sylvia 
Allegretto (2011), examined whether minimum wages really 
reduced teen employment. Using CPS data from 1990 to 
2009 they controlled for both heterogeneity and selectivity. 
Here their central argument concerns confounding effects 
of heterogeneity patterns in low-wage employment that are 
coupled with selectivity of states that have implemented mini
mum wage increases. There was little difference in employment 
effects between male and female teens. Rather, many minimum 
wage studies probably overstate their precision due to the use 
of conventional standard errors, which may also lead them to 
incorrectly reject a hypothesis of no employment effect. But 
minimum wage studies that have used local employment data 
generally don’t find disemployment effects. In this particular 
study, they focus their estimates on the effects of minimum wage 
increases on wages, employment, and hours of work for teen
agers. Their evidence does not support disemployment effects 
associated with minimum wage increases, although there may 
still be an effect on hours. Although firms may not decrease 
their demand for workers, they may nonetheless decrease their 
demand for the number of hours that are worked by teenagers. 
Or teenagers themselves may opt to work less following mini
mum wage increases, thereby supplying fewer hours of their 
labor services. All in all, their findings added to those of the 
previous study that minimum wage increases, again in the 
range that have been implemented in the United States, do not 
reduce employment among teens.

Dubes voice, however, has not only been that o f a serious 
scholar looking at the issue critically, but also o f an expert 
attempting to have an impact on the public debate. In March 
2013, for instance, Dube testified on whether the nature of 
the changing economy required indexation before the U.S.
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Senate Committee on Health, Education, Labor, and Pensions 
in support of the Harkin—Miller Bill to raise the minimum 
wage to $10.10 an hour. He made it clear that while top pay 
and corporate profitability grew rapidly, the minimum wage 
failed to keep pace with rising productivity. Meanwhile, the 
declining minimum wage had contributed to rising inequal
ity, and accounted for half the rise in inequality in the bottom 
half of the pay distribution, and this was even more so among 
women. Therefore, an increase in the minimum wage and its 
indexation thereafter would reduce the gap between those at 
the bottom and the rest o f the workforce. He noted that the 
high watermark of the minimum wage was in 1968 when the 
minimum wage was $10.60 an hour in 2013 dollars. The next 
highest peak was in 1978 when the minimum wage reached 
$9.37 an hour in 2013 dollars. Therefore, the Harkin-Miller 
Bill to raise the minimum wage, with full adjustment by 2016, 
would most likely restore the minimum wage to its 1978 value 
at $9.38. Still, it would be lower than its 1968 value. He then 
went on to show that a single parent with just one child earn
ing the minimum wage was below the poverty line, and that 
reality only served to widen the gap in inequality.

In November 2013, he published an op-ed piece in the New 
York Times in which he argued that raising the minimum wage 
was indeed something that the nation could do. He argued 
that it was a matter o f fairness in a country where the min
imum wage population was no longer composed mainly of 
teenagers, but was becoming older and perhaps more educated 
over time. In making this claim, he was taking aim at the stan
dard criticism o f the minimum wage that most minimum 
wage earners are teenagers and lacking in skills. The changing 
nature of the economy made it clear that we could no longer 
make this assumption. Not only had the minimum wage in 
the United States failed to keep pace with inflation because of 
legislative failures but also that relative to other O ECD  coun
tries, it was the third lowest. He noted, “The social benefits o f 
minimum wages from reduced inequality have to be weighed
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against possible costs. When it comes to minimum wages, the 
primary concern is about jobs. The worry comes from basic 
supply and demand: When labor is made more costly, employ
ers will hire less o f it.” Although it was a valid concern, the 
evidence from the type of minimum wage increases that have 
occurred in the United States had shown the impact on jobs 
to be small. He further argued that minimum wage increases 
have helped lift families out o f poverty— that a 10 percent 
increase in the minimum wage results in a 2 percent reduction 
in poverty. Moreover, it actually enhanced the efficacy o f the 
EITC that critics often tout as an alternative to the minimum 
wage. Finally, he made it clear that he supported the Harkin- 
Miller Bill that would raise the minimum wage to $10.10 
an hour and index it to inflation. Indexation was important, 
Dube argued, because it would replace politics with econom
ics as the adjustment mechanism, thereby making change pre
dictable (Dube 2013).

David Neumark (1959—) 
and William Wascher
David Neumark is a labor economist currently at the Uni
versity of California at Irvine. He received his BA from the 
University of Pennsylvania in 1982 and his PhD from Har
vard in 1987. After serving as an assistant professor at the Uni
versity o f Pennsylvania from 1989 until 1994, he became a 
professor at Michigan State University in 1994 and remained 
there until 2004. Since 2005, he has been at the University 
of California at Irvine. William Wascher is deputy director of 
the Program Direction Section, Research and Statistics o f the 
Board of Governors of the Federal Reserve System. He received 
his BA in economics and mathematics from the University of 
Delaware in 1978 and his PhD in economics from the Uni
versity o f Pennsylvania in 1983. He has been with the Federal 
Reserve Board since 1983. From 1989 to 1990, he was a Senior 
Staff Economist at the Council o f Economic Advisors in the



Profiles 197

Executive Office of the President and from 1998 to 1999 he 
was Visiting Economist at the Bank of International Settle
ments in Basel, Switzerland. Together Neumark and Wascher 
have written several studies, first showing the disemployment 
effects on the minimum wage, and then in response to Card 
and Krueger, who were actually refuting them.

In their earlier work, they studied the effects of state mini
mum wage laws using panel data. They found that a 10 per
cent increase in the minimum wage resulted in a 1-2 percent 
decrease in employment among teenagers, and a 1.5 to 2 per
cent decrease in employment among young adults. And yet, 
they also found that a subminimum wage in those states that 
enacted them tended to moderate them (Neumark and Wascher 
1992). In reporting these findings, they were only supporting 
the conventional findings that had initially been reported in 
the 1981 federal Minimum Wage Study Commission. In later 
work, Neumark and Wascher (2000), using administrative pay
roll records obtained from fast-food restaurants in both New 
Jersey (where there were increases) and Pennsylvania (where 
there were no increases) and (more of which will be said in 
the next profile), found that, contrary to Card and Kruegers 
findings that there were no disemployment effects, there were 
indeed effects. First they found that there was much less vari
ability in the payroll data over the period between Card s and 
Kruegers surveys than there was in their data. Secondly, they 
found that different data effectively led to opposite conclusions. 
Card s and Krueger s data had suggested that the New Jersey 
minimum wage increase of 18.8 percent actually led to an 11 
to 16.8 percent employment increase in New Jersey relative 
to Pennsylvania where there had been no increase. But simply 
replicating Card and Kruegers differences-in-differences esti
mate on the basis of payroll data, they found that employment 
really decreased by 3.9 to 4.0 percent in fast-food employment. 
Therefore, they argued that the payroll data was consistent with 
standard model predictions that increasing the minimum wage 
will indeed reduce the demand for low-wage workers.
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Despite their conclusions that there were adverse employ
ment consequences, not all their studies have necessarily been 
anti-minimum wage. In Chapter 2, I suggested that there are 
potential middle-class benefits to the minimum wage through 
wage contour effects. In a later study along with Mark Schweitzer 
(2004), they took a look at the issue. Although they acknowl
edged there to be wage contour effects, particularly for those 
earning immediately above the minimum wage, they still con
cluded the minimum wage to have negative effects for those 
throughout the distribution, because low-wage workers were 
bound to be hurt through a reduction in hours. In other words, 
even if they were earning more, employers would compensate 
by reducing their hours. In more recent work, they (2011) they 
estimated the effects o f the interaction between the minimum 
wage and the earned income tax credit (EITC) on labor market 
outcomes. They found that for single women with children, 
the EITC actually boosted employment and earnings. When 
the EITC was combined with an increase in the minimum 
wage, the positive effect on employment and earnings was only 
enhanced. And yet, they also found the effects to vary for other 
groups. For less skilled minority men and women without 
children, the EITC adversely affected their employment and 
earnings when the minimum wage was high. But for very poor 
families with children, higher minimum wages increased the 
positive effects of the EITC on their income. Still as to whether 
the combination of a high EITC and a high minimum wage 
was good policy, it was really a question o f whom policymakers 
were trying to help.

In sum, Neumark and Wascher s work could perhaps be 
summed up as stressing the trade-offs that need to be consid
ered in policy, especially the minimum wage. It is not a ques
tion of good or bad, but costs and benefits that need to weighed 
against each other. In the face of the political economy o f the 
minimum wage that has presented new evidence on the mini
mum wage, Neumark and Wascher along with J.M . Ian Salas 
(2014) recently revisited the issue. In Chapter 2, we noted that
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Reich and Dube (who will also be profiled later in the chapter) 
observed that the problem with much of the empirical work on 
the minimum wage is a failure to take into account spatial het
erogeneity, and that when taken into account minimum wages 
in the United States have not reduced employment. Here Neu- 
mark and Wascher sought to test the untested assumptions 
about the construction of better control groups. Using meth
ods that let the data identify the appropriate control groups, 
Neumark and Wascher still found evidence o f disemployment 
effects, particularly for teens. In other words, the minimum 
wage still posed a trade-off o f higher wages for some against 
some job losses for others.

Michael Reich (1945-)
Michael Reich is a labor economist at the University of Cali
fornia at Berkeley, where he is also director o f the Institute for 
Research on Labor and Employment, A graduate of Swarth- 
more College, he received his PhD in economics from Har
vard. In 1968 while still in graduate school, he helped found 
the Union for Radical Political Economics (URPE). Being of 
the Vietnam generation he became heavily involved in activist 
causes and movements and was a subscriber to the New Left 
movement. As one of the founders of URPE, he subscribed to 
the view that there needed to be an American version o f social
ism with public ownership of the means of production and a 
government-planned economy in order to meet the social needs 
of all, rather than the private profit needs o f a few. After teach
ing for a short time at Boston University, he joined the faculty 
at Berkeley in 1974 and became a full professor there in 1989. 
And for many years he taught courses in Marxist econom
ics, political economy, and the history o f economic thought. 
A strong supporter of progressive causes, it would come as no 
great surprise that he would be a supporter of the minimum 
wage. And yet, his support for the minimum wage, at least at 
the academic level, hasn’t necessarily assumed the form of a
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Marxist critique o f the capitalist system stressing the exploita
tion of low-wage workers. Rather, it has found voice in stud
ies with Dube and others demonstrating that the minimum 
wage does not have the predicted employment consequences 
of the standard model. On the contrary, when factoring het
erogeneity into the equation, the minimum wage can be said 
to have more positive benefits on the whole than costs. In this 
vein, Reich too falls into the new political economy o f the 
minimum wage.

In June 2013, Reich also testified before the U.S. Senate 
Committee on Health, Labor, and Pensions in favor o f a 
minimum wage increase, where he also defended his work on 
the minimum wage and labor market outcomes against other 
contradictory research. He was testifying on the history o f the 
minimum wage and noted that in the decades immediately 
following World War II, the wage floor brought the minimum 
wage up to a value o f $10.60 in 1978 in 2013 dollars, which 
was 46 percent higher than the current minimum wage of 
$7.25 an hour. He noted that in addition to reversing the 
downward spiral in wages brought on by the Great Depression, 
the federal minimum wage helped transform many low-wage 
industries. These effects were mostly evident in the South, 
which had been much poorer than the rest o f the nation and 
had been poorly integrated with the national economy. And 
yet following passage of the FLSA, a more prosperous South 
began to emerge with more employment growth and higher 
wages. Moreover, an equally dramatic upsurge in the Souths 
fortunes occurred following extensions o f the FLSA during 
the 1960s and the Civil Rights revolution. Through a review 
o f the minimum wage effects since 1938, Reich was confirm
ing President Roosevelt s view that the FLSA was both far- 
reaching and far-sighted— that it removed one o f the forces 
that deepened and prolonged the Great Depression. During 
the postwar years, minimum wage increases were important 
in creating a shared prosperity. If it was the case that mini
mum wage employment once provided young workers with
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work experience that would enable them to progress to bet
ter paying jobs, Reich was making it clear that the economy 
had sufficiently changed that minimum wage jobs could no 
longer be seen as stepping-stones into middle-class employ
ment. Moreover, middle-class workers were looking at mini
mum wage rates as reference points for their own levels o f 
economic security. Therefore, the new context alone makes a 
compelling case for increasing the minimum wage, which he 
fully supported.

Contemporary Activist Organizations 
and Individuals

The nature o f the American political system is such that the mini
mum wage would most likely never be increased were there not 
organizations and/or individuals lobbying for their increase. 
Because o f the diversity o f opinion on any public policy issues, as 
well as power differentials between groups, it has become a tru
ism in American politics that all policy issues need a constituency 
behind them, and for the minimum wage that constituency has 
primarily been organized labor, as well as other community and 
public interest organizations. At the same time, there have been 
writers, mainly journalists, who have called attention to the issue 
in the popular press.

AFL-CIO
The American Federation of Labor and the Congress of Indus
trial Organizations is essentially a confederation of the nations 
labor unions. It is a national trade union center. Initially sep
arate organizations, the two merged in 1955 to become the 
AFL-CIO. From 1955 until 2005, the AFL-CIO represented 
nearly all unionized workers in the United States. In 2005, 
several o f the large unions split away from the AFL-CIO to 
form the Change to Win federation (CtW). The CtW, a coali
tion o f American labor unions, was formed as an alternative to 
the AFL-CIO. The split represented a debate over how best to
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spend union funds. One group, amid declining union member
ship, thought that increasingly more money and effort should 
be directed toward organizing more nonunion membership, 
while the other group thought that more money and effort 
should be directed toward legislative activity on matters of con
cern to working people, regardless of whether they were union 
members or not. The coalition was founded on two basic prin
ciples: First, that working people, including union members, 
cannot consistently win in the legislative arena without uniting 
or organizing millions more workers into unions. And second, 
every worker in America has the right to a union that has the 
focus, strategy, and resources to organize their workers in their 
respective industries and win. Then in 2009, several o f the 
CtW  unions sought to re-affiliate with the AFL-CIO. Today, 
the largest member of the AFL-CIO is AFSCME, the Ameri
can Federation of State, County and Municipal Employees, 
which boasts a national membership o f 1.6 million workers.

Although the AFL-CIO has been a major constituency 
behind increases in the minimum wage since passage of the 
FLSA, it was not always supportive. In fact, in the early years, 
the AFL, in particular, opposed the minimum wage because 
it feared that protective legislation would undermine efforts 
to organize men and achieve contracts through collective bar
gaining. The AFL initially opposed all legislation that might 
improve working conditions out o f a fear that it would under
mine the impulse to organize. Under Gompers s leadership the 
labor movement shied away from using legislation as a tool to 
improve wages and other working conditions, but rested on 
voluntarism, which reflected the classical laissez-faire tradi
tion that working conditions and wages could best be obtained 
through firm-level negotiations with trade unions (Hattam 
1993). Over time, however, the AFL-CIO came to support 
protective legislation for women, mainly because women were 
barred from joining unions.

Organized labor, however, was not of a single voice. There were 
indeed differences between the AFL and CIO (Burns 1956).
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The AFL had traditionally sought to obtain either shorter 
hours or better pay through collective bargaining. The CIO, 
formed from newly emerging industrial unions, was consid
erably more militant and often ready and willing to use the 
strike as a weapon (Bernstein 1969). Despite the boost that 
unions got from the Wagner Act, the AFL still clung to a more 
voluntary approach, whereas the CIO opted for greater mili
tancy. Whereas the AFL was willing to give Connery-Black 
its unqualified support, the CIO had its reservations. For the 
AFL, support stemmed from its longtime crusade for a liv
ing wage and its belief that the measure represented a step in 
that direction. For the CIO, however, reservations stemmed 
from the fact that the measure involved more than a simple 
wage floor.

The issue dividing them was the extent, if any, to which 
this bill might interfere with unions traditional functions of 
organizing and negotiation over wages and other conditions 
of employment. AFL president William Green was convinced 
that it did not deal with the “fixing o f general minimum wage 
standards,” because if it did, as he testified, it “would be strenu
ously opposed by the American Federation of Labor as contrary 
to our conceptions of democracy, and as violating the cardinal 
principles of self-government in private industry prevailing in 
this country” (U.S. Congress 1937, p. 219). John L. Lewis, 
president of the CIO and the United Mine Workers, however, 
felt that there was one area where it did, which was easily cor
rected with the elimination of section 5. Overall, he was will
ing to pledge his support for it on the grounds that it would 
increase mass purchasing power, an essential ingredient in eco
nomic recovery, and ultimately further the aims of industrial 
democracy. But at the same time, he proposed amending it so 
that in the end it would amount to no more than a wage floor.

Under section 5 o f the bill, a two-tiered minimum wage 
would be created. The first tier was to create the floor o f 
40 cents an hour and the second would allow the Labor Stan
dards Board to establish a range from 40 cents an hour to 60 cents
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an hour to a maximum yearly earnings of $1,200. The second 
tier was to apply to those industries where it was determined 
that there were insufficient collective bargaining opportunities. 
It was on this point that the bill was considered to be blurring 
the line between establishing a simple wage floor, which Lewis 
believed would go a long way toward establishing industrial 
democracy, and bargaining on behalf of workers who otherwise 
lacked that monopoly power. This was the point where the bill 
had the potential to undermine the efforts of the unions. And 
from Lewis’s point o f view, the elimination of section 5 would 
go a long way toward making it more democratic.

Despite disagreements between the AFL and CIO prior to 
passage o f the FLSA, the merged organization was fully on 
board with its support for extensions o f coverage and increases 
to the minimum wage. Unions in particular began to play the 
important role of a constituency and source of information. 
No sooner were the amendments passed to the FSLA in 1955, 
than was the AFL-CIO pressing for a higher wage. In May 
of 1956, AFL-CIO president George Meany appeared before 
the Senate Labor subcommittee asking for Congress to increase 
the minimum wage for what he termed the “forgotten Amer
ica.” Acknowledging that these people were unorganized and 
lacked other labor protections, Meany emphasized the need to 
broaden coverage and to so amend the FLSA that more work
ers would be protected (AFL-CIO News 1956). Then in 1961 
when it was being debated to extend coverage more and raise 
the minimum wage to $1.25, the AFL-CIO was again calling 
for both. But it wasn’t just a matter o f being supportive, the 
AFL-CIO actually formed a Joint Minimum Wage Commit
tee, made up of 22 unions, to spearhead efforts to improve 
the wage hour law (AFL-CIO News 1960). In legislative ran
kling over amendments to the FLSA in 1961, the AFL-CIO 
was actually unwilling to sacrifice expanded coverage for a 
higher minimum wage. This had actually been an issue divid
ing the House of Representatives from the Senate. The AFL- 
C IO ’s Joint Minimum Wage Committee viewed the House
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Committee s action as a “substantial breakthrough” (AFL-CIO 
News 1960). When the full House voted, it passed a bill raising 
the minimum wage to $1.25 but with a limited expansion of 
coverage, while the Senate sought to expand coverage even fur
ther. In the end, though, it was the issue o f coverage that ulti
mately brought the bill to defeat. The House bill would have 
added only an additional 500,000 to 700,000 to the 23.7 mil
lion workers already covered, while the Senate bill would have 
covered an additional 4 million workers. The chair o f the con
ference committee and sponsor o f the Senate bill, then-senator 
John Kennedy, indicated a willingness to yield on some issues 
so long as the House yielded. But a major factor in the impasses 
that ultimately resulted in the bills death in committee was the 
AFL-CIO s refusal to sacrifice increased coverage for a higher 
hourly wage (Congressional Quarterly Almanac 1960). Still, the 
AFL-CIO, through its Department of Legislation, continued 
to provide invaluable information on the effects o f the mini
mum wage and the benefits to workers.

Economic Policy Institute
The Economic Policy Institute (EPI) is a progressive think tank 
that at times may get confused with the Employment Policies 
Institute because it shares the same initials. If the Employment 
Policies Institute exists to demonstrate the ill effects of raising 
the minimum wage, the EPI is there to show in detailed terms 
the state of Americas economy, especially for middle-class 
and low-wage workers. To a certain extent, the EPI has been a 
friend o f organized labor, and has been very supportive o f the 
same causes. Founded in 1986 as a nonpartisan think tank, it 
was created to include the needs of low-income and middle- 
income workers in economic policy decisions. The EPI believes 
that every person deserves a good job with fair pay, affordable 
healthcare, and retirement security. It is therefore the mission 
of EPI to conduct research and analysis on the state of work
ing America, make policy proposals, and attempt to affect the
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policy debate in favor of those policies that will benefit low- 
and middle-income workers.

As a think tank it conducts a wide range of research on a 
variety of issues. Among its most important research projects is 
its encyclopedic State o f Working America, published 12 times 
since 1988. This work gives a detailed account of the nations 
labor market, by age group, educational attainment, occupa
tion, and industry. With regard to the minimum wage, EPI puts 
out studies that (1) make it clear that there aren’t the employ
ment consequences claimed by the standard model, and cer
tainly not claimed by the Employment Policies Institute, and 
(2) the minimum wage population is not nearly as narrow as 
that claimed by those who typically oppose the minimum wage. 
Their studies make it clear that most minimum wage workers 
are really adults with children, not teenagers who are merely 
secondary earners. They also make it clear that the benefits of 
minimum wage increases to the economy would outweigh the 
costs, and that millions o f American workers, especially those 
at the lower rungs of the economic ladder, would benefit from 
increases in the minimum wage. As a think tank, however, it 
sees its role as larger than simply providing information that 
can be used by policymakers and progressive activists alike. It 
often jumps into the political fray. In January 2014, it released 
a letter to both President Obama and Republican Speaker 
of the House, John Boehner, signed by over 600 economists 
(including this author), calling for an increase in the minimum 
wage to $10.10 an hour. The letter made it clear that at least 
five years had passed since the federal minimum wage was last 
increased and that its value eroded significantly. More to the 
point, the letter asserted that close to 17 million workers would 
benefit directly from an increase in the minimum wage and 
that an additional 11 million workers earning just above the 
minimum would also see wage increases through “spillover” 
effects as employers would then have to adjust their internal 
wage ladders. The vast majority o f workers who would benefit 
would be adults in working families, and disproportionately
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women who work a minimum of 20 hours a week and are 
dependent on these earnings to make ends meet. Whereas the 
standard model would counter that an economy with high 
unemployment is the wrong time to increase wages, the EPI let
ter asserted the opposite. In an economy with persistently high 
unemployment, an increase in the minimum wage was neces
sary to counter the already downward pressure on wages from 
the recession. Moreover, a minimum wage increase would have 
a stimulative effect on the economy because low-wage workers 
would spend their additional earnings in the economy, thereby 
increasing aggregate demand for goods and services, which in 
turn would have a positive effect on the job front. This letter 
was signed by economists from around the country including, 
several Nobel laureates in economics, and also including many 
economists who are strict adherents to the standard model.

The EPIs concern about wages, however, isn’t restricted 
only to low-wage workers but also all middle-income workers 
who have seen their wages eroded. Aside from the fact that 
declining wages for low-wage middle-income workers suggest 
the decline o f the American dream and perhaps the disappear
ance of the middle class, it also has been a contributing factor 
to the rise o f wage inequality. In many o f the EPIs studies 
on the minimum wage, it has made clear that an increase in 
the minimum wage and its subsequent indexation would rep
resent an important step in narrowing the gap in inequality. 
That is, the increase in the ratio between the top 20th and the 
bottom 20th percentiles o f the income distribution would be 
narrowed.

Barbara Ehrenreich (1941-)
Barbara Ehrenreich is an author and journalist who is known 
for doing in-depth work on a variety o f different social 
causes. As a political activist, she considers herself a “myth 
buster by trade.” A graduate o f Reed College in 1963 with 
a degree in chemistry, she went on to earn a PhD in cellular
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immunology from Rockefeller University in 1968. Electing 
not to pursue a career in science, Ehrenreich first worked 
with the Bureau o f the Budget in New York City and with 
the Health Policy Advisory Board. Later she took a position 
as an assistant professor at the State University o f New York 
at Old Westbury. In 1972, Ehrenreich began co-teaching a 
course on women and health with feminist journalist and 
academic Deirdre English. Through the rest o f the 1970s, 
Ehrenreich worked mostly in health-related research, advo
cacy, and activism, including co-writing, with English, sev
eral feminist books and pamphlets on the history and politics 
of womens health. During this period she began speaking 
frequently at conferences staged by womens health centers 
and womens groups, by universities, and by the U.S. govern
ment. She also spoke regularly about socialist feminism and 
about feminism in general. Throughout her career, she also 
worked as a freelance writer and is perhaps best known for 
works o f nonfiction and social commentary. The work that 
she is perhaps best known for, and most relevant to the mini
mum wage debate, is Nickeled and Dimed: On (Not) Getting 
By in America, published in 2001.

In Nickeled and Dimed, Ehrenreich writes from the perspec
tive of an undercover journalist who is trying to understand 
the impact of the 1996 welfare reforms on the working poor, 
many o f which we would associate with minimum wage work. 
But it isn’t a book filled with interviews with low-wage work
ers; rather, it is a personal journey into the lives of low-wage 
workers who work in a variety o f different jobs. During the 
course of a year she decides to live the life of a low-wage worker 
and works in different settings across the country. She begins 
her journey by taking a job in Florida serving tables not far 
from Key West, Florida, where she actually lives. Shunning her 
home, she sought housing on the basis of what she would be 
able to afford on a low-wage workers pay, which turned out 
to not be very much. From there she moves onto Portland, 
Maine, where she works for a maid service scrubbing a nursing
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home and a residential facility. There she discovers that the cost 
of an efficiency apartment is too expensive given her low wages, 
so she is forced to live in a low-end motel. From there she goes 
on to Minnesota, where she works at Wal-Mart. Aside from 
having to go to a chiropractors office for a drug test, and sit 
through a session where she is to internalize the philosophy 
of Sam Walton and the Wal-Mart culture, she is also made to 
endure a session on the evils of labor unions and why they are 
particularly harmful to low-wage workers. She details one of 
the sessions:

Once, long ago, unions had a place in American society 
but they “no longer have much to offer workers,” which is 
why people are leaving them “by the droves.” Wal-Mart is 
booming; unions are declining: judge for yourself. But we 
are warned that “unions have been targeting Wal-Mart for 
years.” Why? For the dues money of course. Think of what 
you would lose with a union: first your dues money, which 
could be $20 a month “and sometimes much more.” Sec
ond, you would lose “your voice” because the union would 
insist on doing your talking for you. Finally, you might 
lose even your wages and benefits because they would all 
be “at risk on the bargaining table.” You have to wonder—  
and I imagine some of my teenage fellow orientees may be 
doing so— why such friends as these union organizers, 
such outright extortionists, are allowed to roam free in the 
land. (pp. 144-145)

She investigates the challenges faced by low-wage workers, 
making it clear that these workers really cannot get by on the 
low wages they earn, many of which are slightly higher than 
the statutory minimum wages. For many low-wage workers, 
they are forced to live in hotels because they cannot afford the 
security deposits, first months fees and last months fees. The 
daily cost o f hotels is certainly more than they would have to 
spend were they able to obtain apartments. Because they are
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living in hotels, they are then forced to purchase food that is 
more expensive and less healthy than they otherwise would if 
they had access to refrigeration.

Among the myths that she attacks is that low-wage work is 
necessarily unskilled work, which in many’s mind-set might 
also be the same as easy work. On the contrary, Ehrenreich 
finds manual labor to be taxing, uninteresting, and degrading. 
She claimed that the work, like hamburger flipping, required 
stamina, focus, quick thinking, and fast learning. She argues 
that constant and repeated movement creates a risk of repeti
tive stress injury, but these workers don’t have the luxury of 
taking off sick days because they are in pain. Rather, they often 
have to work through their pain just to hold a job in a mar
ket with constant turnover. Many low-wage workers are forced 
to fill their days with degrading and uninteresting tasks such 
as mopping and cleaning toilet bowls. At the same time, she 
calls attention to managers who served mainly to interfere with 
worker productivity, in order to force employees to undertake 
pointless tasks, and to make the entire low-wage work experi
ence even more miserable. Her larger point, however, is that 
these low-wage workers are not the teenagers that the standard 
model claims are hurt by minimum wage increases. Rather, 
they are adults who in many cases are trying to provide for 
themselves and their children, and that they are truly being 
harmed by low wages. In some cases, when she needed a break 
from the difficulty of a low-wage existence, she would return 
to her comfortable suburban life style. As this is an undercover 
investigation, she concedes that she had that luxury, which 
most minimum wage workers did not. Rather, this is their life 
from which there is no escape, and even small adjustments to 
the minimum wage, as much it may help, aren’t really going 
to end their misery. In many respects, her work that repre
sents the best traditions o f ethnographic studies to be found 
in anthropology points out the utter irrelevance of most o f the 
social science literature on low-wage workers generally and the 
minimum wage labor market particularly. While policymakers
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seek to buttress their arguments both for and against minimum 
wage increases with the latest studies, Ehrenreich is effectively 
giving voice to those who have all but been ignored.

Employment Policies Institute
The Employment Policies Institute was founded in 1991 as 
a nonprofit research organization dedicated to the study of 
public policy issues surrounding employment growth. This 
institute claims that its primary focus is on issues affecting 
entry-level employment. When it comes to the minimum 
wage, the Employment Policies Institute has been at the fore
front in opposing increases on the grounds that minimum 
wage increases harm employment prospects specifically for 
low-skilled workers. While the Employment Policies Institute 
claims to sponsor nonpartisan research that is conducted by 
university economists around the country, it has often been 
alleged that this institute in particular is a front for the fast- 
food industry, with findings that show how much the mini
mum wage will hurt fast-food workers. In fact, much of its 
research and other projects are associated with the minimum 
wage, particularly in those states with plans to increase their 
minimum wages above the federal minimum wage. It is, in 
short, a bad idea.

As they have in the past, the Employment Policies Insti
tute has weighed in on President Obamas call for a $10.10 
minimum wage. Citing work by Neumark and Wascher, they 
argue that a hike in the minimum wage will reduce employ
ment for low-skilled workers while having little or no effect 
on poverty rates. In fact, they claim on the basis o f new data 
from researchers at Miami University and Trinity University 
that up to 1 million jobs would be lost and these findings 
are consistent with the findings of the Congressional Bud
get Office in 2014. They also cite others’ research that the 
minimum wage is particularly detrimental to the interests 
of unskilled workers. In a study they sponsored, by William
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Even at Miami University and David Macpherson at Trinity 
University, the message was that the minimum wage harms 
black male unskilled workers more than it does white male 
unskilled workers. Employment for white males between the 
ages o f 16 and 24 decreased by 2.5 percent, while employment 
for black males in this age group decreased by 6.5 percent. The 
report also notes that in the 21 states fully affected by the fed
eral minimum wage increases in 2007, 2008, and 2009, the 
employment consequences were staggering for black males. 
While 13,200 black males lost their jobs due to the recession 
directly, 18,500 black males lost their jobs as a direct result 
of the federal minimum wage mandate. From this institutes 
standpoint, the debate on the employment consequences o f 
minimum wage increases has been settled conclusively, and 
the research proves that the burden is shouldered dispropor
tionately by young black men.

Naquasia LeGrand (1992-)
Naquasia LeGrand is simply a young low-wage worker who 
would stand to benefit from an increase in the minimum wage 
from its current rate o f $7.25 an hour to $10.10. She works at 
a Kentucky Fried Chicken in Brooklyn, New York. She shares a 
two-bedroom apartment with her grandmother in the Canarsie 
section o f Brooklyn. As presented in the Huffington Post, she 
was frying chicken, sweeping floors, and serving customers for 
7.25 an hour when she was recruited by union organizers to 
join a campaign for higher pay. Her grandmother was initially 
opposed to her joining a union for fear that she would lose 
her job. After participating in five strikes backed by Service 
Employees International Union and the local N T  Communi
ties for Change Group, she became the face of a growing move
ment. Over the next 15 months, she had become one of the 
most visible faces of the movement staging strikes around the 
country for a $15 minimum in fast-food restaurants. Among 
her accomplishments was that she had the opportunity to pro
mote her cause on “The Colbert Report,” and to join in on a
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strategy session with congressional Democrats. She even got to 
meet President Obama at the White House. She then began 
organizing daylong fast-food strikes in New York City, and 
eventually in more than 100 cities. While she spends a good 
deal o f her time as an activist, she still works about 15 hours a 
week at a KFC (Matthews 2014).

In an interview with the International Business Times, she 
was asked how she responded to critics who accuse unions of 
creating moles and unrest among a small number of unsatisfied 
workers, to which she responded:

So, yeah, they say Im  pretty much a clone, like they’re 
cloning me. This is what I say to that: No. Because at any 
given time, I could have said, “Forget this campaign; I don’t 
want to do this.” It wasn’t up to the union. What they gave 
us workers was a foot to get in the door. We didn’t know 
how to get a foot in the door. The union gave us the light 
to see what was really going on behind the counter. Single 
moms and single fathers are struggling while these compa
nies make money, and we’re not really paying attention as 
workers because we’re too busy working and not thinking 
about these things.

And these things that are coming to light are true. And 
that’s why these companies are mad and calling us moles. 
They don’t want us to know the truth. They want us to be 
stuck in the dark, living in poverty. That’s not right. What 
I say is I’m standing up as a hard worker who appreci
ates her job, who is grateful for my job, but who is also 
standing up for me and other workers who believe that 
we deserve better pay and the right to unionize without 
retaliation. (Young 2014)

National Association of Manufacturers
The National Association of Manufacturers (NAM) is the largest 
manufacturing association in the United States and represents 
both small and large manufacturers in every industrial sector in
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all 50 states. It claims to be the voice of manufacturers and the 
leading advocate for a policy agenda that helps manufacturers 
compete in the global economy and create jobs across the coun
try. It also claims to be on the frontlines of policy battles rang
ing from immigration reform and labor relations to energy and 
the environment, trade policy, and taxes. It has also historically 
been opposed to any and all types o f regulations, claiming that 
they harm economic efficiency and infringe individual liberty. 
And when it comes to the minimum wage, NAM has always 
been a prominent voice in the business community opposing 
increases. It was certainly a voice early on, fiercely opposing any 
type of governmental regulation. In hearings over the initial 
Connery-Black Bill, a representative from the National Asso
ciation o f Manufacturers referred to it as a step in the direc
tion o f bolshevism and fascism. Even in more recent hearings 
and debates over minimum wage increases, those opposed to 
increases still cite that claim in the direction o f bolshevism that 
was originally made in 1938.

By the 1960s, however, NAM was no longer offering the 
fascism argument against the minimum wage; rather, it was 
expressing its concern for low-skilled workers, that what was 
important was for low-skilled workers to get education and 
training so that they would be able to produce services of a 
greater value. As far as wage setting was concerned, the gov
ernment had no business to get itself involved. NAM now 
accepted that the minimum wage was the law of the land 
but was questioning the wisdom for further increases in the 
minimum wage, claiming that it would create a hardship to 
those employing unskilled and inexperienced workers. When 
questioned in Senate hearings over amendments to the FLSA 
during the 1960s, one senator pointed out that workers in 
the market place, especially low-skilled workers, tended to be 
exploited in the absence of governmental regulations, includ
ing minimum wages, and that the federal government had a 
moral obligation to say to employers in this country that they 
either employ with a minimum wage o f health and decency
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or become employees yourself. To this, the NAM representa
tive made it clear that he believed that the government had no 
such obligation.

Although most minimum wage workers are not in manufac
turing, the NAM still opposes increases in the minimum wage, 
and it is still considered to be a powerful player in the larger 
corporate lobby. In 2014 when the Senate took up the measure 
to raise the minimum wage to $10.10 an hour, NAM came out 
against even allowing the measure to proceed to an up or down 
vote. While the language of the opposition to the minimum 
wage may have changed since the 1930s, its opposition still 
remains strong.

National Employment Law Project
The National Employment Law Project (NELP) is an organi
zation that assumes that all workers have rights, and certainly 
should have a fair share in the national economy. The organiza
tion was formed, in part, in response to declining opportunities 
for American workers over the last three decades. On its web
site it states that its core mission is to ensure that work serves 
as both a ladder to economic opportunity and an anchor of 
security for working families. Too many low-wage jobs, instead 
of good ones, have been created due to globalization, domestic 
policy choices, and lax enforcement o f workers rights. More
over, this has increased inequality to levels that only imperil the 
middle class. Therefore, the NELP seeks to restore the prom
ise o f opportunity in the twenty-first century by entering into 
partnerships with national, state, and local groups. The NELP 
seeks to promote policies and programs that create good jobs, 
strengthen upward mobility, enforce worker rights, and assist 
unemployed workers through improved benefits and services. 
In this vein, the NELP has certainly been a voice for low-wage 
workers and has become a key constituency for increases in the 
minimum wage. For the NELP, livable wages aren’t only a mat
ter of fairness and justice but also of workers rights. Workers
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are entitled to earn livable wages— wages that enable them to 
support themselves and their families in dignity because that is 
the essence o f a fundamental human right.

NELP is a national organization providing a variety of ser
vices to low-wage workers and their communities. It provides 
in-depth legal and policy analysis for the purpose o f improv
ing working conditions and bolstering economic security. It 
also conducts empirical research on low-wage labor markets 
and documents key trends in the economy for the purpose of 
establishing a foundation for effective policy solutions. It offers 
expert legal and technical assistance in order to assist advocates 
in their fight against legal restrictions. It provides strategic lead
ership in coalitions and brings together diverse constituencies 
behind a common goal. It seeks to educate the public on the 
plight o f working families. And, finally, it seeks to build com
munity capacity by disseminating policy and research reports, 
conferences, and the training o f students.

The NELP has been involved in a variety of efforts to raise 
the minimum wage. It has made clear that it has a long history 
of supporting grassroots campaigns to raise state minimum 
wages. In efforts to raise state minimum wages, they work with 
community groups across the country, coalitions o f commu
nity organizations, worker centers, advocacy groups, and labor 
unions to raise statewide minimum wages. They do this either 
through legislative campaigns or by putting the issue to voters 
on statewide ballot initiatives. Not only have they attempted 
to design policies that raise minimum wages, but which also 
provide worker protections to workers in low-wage industries. 
The NELP, for instance, supported successful ballot initiatives 
in 2004 and 2006 that raised minimum wages and also created 
automatic adjustment mechanisms for the minimum wage in 
Arizona, Colorado, Florida, Michigan, Missouri, Montana, 
Nevada, and Ohio. At the federal level, the NELP has sought to 
restore the value of the minimum wage to its historic purchas
ing power, which had been achieved in 1968, and believes that 
such a wage would be at least $10 an hour in todays dollars.
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It has also sought to get minimum wage increases for tipped 
workers and to get annual cost-of-living increases for the mini
mum wage legislated into law so as to arrest its erosion in value.

U.S. Chamber of Commerce
The U.S. Chamber of Commerce (the Chamber) is perhaps the 
worlds largest business organization representing the interests 
of more than 3 million businesses o f all types, sizes, and sectors. 
Its stated overarching mission is to strengthen the competitive
ness of the U.S. economy. Therefore, a fundamental activity of 
the Chamber is the development and implementation of policy 
on major issues affecting business. Historically the Chamber 
has not been supportive o f increases in the minimum wage. 
The Chamber believes that a minimum wage, especially one 
that bites, will cause job loss. If given a choice for the purposes 
of boosting low-wage pay between an increase in the minimum 
wage and the earned income tax credit, the Chamber appears 
to opt for the latter. Although the Chamber officially went on 
record opposing an increase in the minimum wage as proposed 
by President Obama, surprisingly the Womens Chamber of 
Commerce, most o f whose 500,000 members are small busi
ness owners, came out in favor o f the increase.

Still, the Chamber has a record o f working toward efforts that 
undermine minimum wage increases. In 2014, for example, 
the Chamber signed onto a lawsuit filed by the International 
Franchise Association against Seattle, Washingtons, minimum 
wage law. Specifically, they were challenging what they consid
ered to be a discriminatory provision of the law. Under the law, 
small businesses with more than 500 employees are granted 
up to seven years to implement the $15 an hour minimum, 
while franchised food chains, categorized as large employers, 
are given only three to four years to implement the law. In its 
amicus brief, the Chamber asserts: “By saddling franchises with 
increased labor costs that non-franchised small businesses are 
not required to bear, the Ordinance will make it difficult— if not
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impracticable— for franchisees to compete. Not only does it 
impose the largest minimum-wage increase in the history of 
the United States, but it does so by targeting franchisees for 
disparate treatment because o f their affiliation with out-of-state 
franchisors and fellow franchisees” (Ashtari 2014).
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5 Data and Documents

Introduction

In this chapter I present data and documents on the minimum 
wage, which, if nothing else, demonstrate the unsettled nature 
of the minimum wage as a policy issue. Data at best can be 
used to buttress a political argument on either side o f the polit
ical debate. At the same time, it is easily manipulated. Each 
side uses the data that best make its case and whatever data that 
are used are always subject to interpretation. Which is to say 
that there is no such thing as dispositive data. Data are often 
presented as objective fact because they are based on what is 
observed, but because they are always subject to interpretation; 
it is subjective.

Data

As we mentioned in Chapter 2, much of the controversy sur
rounding the minimum wage has to do with measurement 
and definition. Data from the Bureau of Labor Statistics, for 
instance, in 2012 show that 3.6 million hourly paid workers in 
the United States had wages at or below the federal minimum 
wage of $7.25 an hour. This meant that they accounted for 
4.7 percent of hourly paid workers. On the face of it, that does 
not appear to be an insignificant number. But when considered

A restaurant worker washes dishes. Many food industry jobs in the United 
States do not provide workers with a livable wage. (Pastoor/Dreamstime.com)
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in the context of 86 million full-time workers in the private sec
tor, that percentage is now reduced to 4.2 percent. Now within 
the context of the Census Bureaus report of 103,087,000 full
time workers, including those in the public sector, the percent
age is now 3.5 percent. The entire labor force in 2012, which 
would also include part-time workers, was about 154,966,000 
(based on the average over 12 months), which now means the 
hourly paid workers paid at the minimum wage or below was 
only 2.3 percent, consistent with the claims of opponents that 
the size of the minimum wage labor market is inconsequential. 
But as the next set of tables suggest, it may not be.

Consider the following chart that shows the percentage of 
hourly paid workers earning at or below the prevailing mini
mum wage to the percentage of total wage and salary workers 
between 1979 and 2013.

As Series 1 suggests, the percentage of total wage and salary 
workers does not change that much over the 34-year period. It 
fluctuates a bit, beginning at 59.1 percent in 1979 and winding 
up at 58.8 percent in 2013. Series 2, however, tells a different

70

0 ------------------- -------------------- -------------------- -------------------- -------------------- ------------------- T  ~  ~ ---------- --------------------
1975 19S0 1985 1990 1995 2000 2005 2010 2019

— S*rias1 —• - S * r i « 2

Year

Figure 5.1 Percentage of wage workers and percentage of minimum 
wage workers (BLS Reports, “Characteristics of Minimum Wage Workers, 
2013,” Report 1048, March 2014. Data points taken from Table 10. Wage 
and salary workers paid hourly rates at or below the prevailing federal 
minimum wage by gender, 1979—2013 annual averages, p. 13).
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story. The percentage of minimum wage hourly workers with 
slight fluctuation falls from 13.4 percent in 1979 to 4.3 percent 
in 2013. Interestingly enough, this percentage does rise slightly 
following increases in the federal minimum wage, which might 
suggest a couple of different things. It could be increasing fol
lowing an increase because the new rate has attracted workers 
into the labor market, which suggests that higher minimum 
wages do have supply-side effects insofar as workers, particu
larly low-wage workers, are willing to supply their labor ser
vices following an increase. It could also be increasing because 
it is now a bit closer to the 50 percent of average annual hourly 
earnings mark, in which case more are encompassed in those 
averages. At the same time, the chart could be interpreted to 
mean that as a percentage of workers earning the minimum 
wage relative to total wage and salary workers, without taking 
into account whether they are full time or part time, has been 
declining. And to the extent that it has it may appear that the 
minimum wage in todays labor market is really inconsequen
tial. That fewer workers are dependent on the minimum wage 
is seen as a positive thing.

In Table 5.1 we can see the minimum wage from 1938 until 
the present in both actual and 2015 inflation-adjusted dollars. 
Then in Table 5.2 we can see the minimum wage in 2012 by 
age and gender.

Table 5.1 Minimum Wage in Actual and 2015 Adjusted Dollars, 1938-2015

Year Actual Minimum Wage
Inflation-Adjusted Minimum 

Wage (2015 dollars)

1938 $0.25 $4.14
1939 $0.30 $5.04
1940 $0.35 $5.84
1941 $0.35 $5.56
1942 $0.35 $5.02
1943 $0.35 $4.73
1944 $0.35 $4.65

(continued)



Table 5.1 (continued)

Year Actual Minimum Wage
Inflation-Adjusted Minimum 

Wage (2015 dollars)

1945 $0.40 $5.19

1946 $0.40 $4.79
1947 $0.40 $4.19
1948 $0.40 $3.88
1949 $0.40 $3.93
1950 $0.75 $7.27
1951 $0.75 $6.74
1952 $0.75 $6.61
1953 $0.75 $6.56
1954 $0.75 $6.52
1955 $0.75 $6.54
1956 $1.00 $8.59
1957 $1.00 $8.32
1958 $1.00 $8.09
1959 $1.00 $8.03
1960 $1.00 $7.90
1961 $1.15 $8.99
1962 $1.15 $8.90
1963 $1.25 $9.55
1964 $1.25 $9.42
1965 $1.25 $9.27
1966 $1.25 $9.02
1967 $1.40 $9.80
1968 $1.60 $10.75
1969 $1.60 $10.19
1970 $1.60 $9.64
1971 $1.60 $9.23
1972 $1.60 $8.95
1973 $1.60 $8.42
1974 $2.00 $9.48
1975 $2.10 $9.12
1976 $2.30 $9.45
1977 $2.30 $8.87
1978 $2.65 $9.50
1979 $2.90 $9.34
1980 $3.10 $8.79
1981 $3.35 $8.61
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Table 5.1 (<continued)

Year Actual Minimum Wage
Inflation-Adjusted Minimum 

Wage (2015 dollars)

1982 $3.35 $8.11

1983 $3.35 $7.86
1984 $3.35 $7.54
1985 $3.35 $7.28
1986 $3.35 $7.14
1987 $3.35 $6.89
1988 $3.35 $6.62
1989 $3.35 $6.31
1990 $3.80 $6.79
1991 $4.25 $7.29
1992 $4.25 $7.08
1993 $4.25 $6.87
1994 $4.25 $6.70
1995 $4.25 $6.52
1996 $4.60 $7.00
1997 $5.15 $7.50
1998 $5.15 $7.38
1999 $5.15 $7.22
2000 $5.15 $6.99
2001 $5.15 $6.80
2002 $5.15 $6.69
2003 $5.15 $6.54
2004 $5.15 $6.37
2005 $5.15 $6.16
2006 $5.15 $5.97
2007 $5.85 $6.59
2008 $6.55 $7.11
2009 $7.25 $7.90
2010 $7.25 $7.77
2011 $7.25 $7.53
2012 $7.25 $7.38
2013 $7.25 $7.27
2014 $7.25 $7.16
2015 $7.25 $7.25

Source: Author’s calculations using the Department of Labor Calculator: http:// 
www.bls.gov/data/inflation_calculator.htm.
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Table 5.2 Minimum Wage Workers by Age and Gender for 2012

Age Both Sexes Men Women

Total, 16 years and over 4.7 3.4 6.0
16 to 19 years 21.1 19.0 23.0
20 to 24 years 8.7 5.5 11.9
25 to 34 years 4.2 2.8 5.8
35 to 44 years 2.7 1.7 3.7
45 to 54 years 2.4 1.6 3.2
55 to 64 years 1.8 1.4 2.2
65 years and over 2.9 2.6 3.1

Source: Bureau of Labor Statistics, The Economic Daily, March 25, 2013.

On the basis o f the first table we can see that when the mini
mum wage is adjusted for inflation it actually has lost value, 
especially after it reached its peak in 1968. Even following leg
islated increases, it appears never to recoup its former value. 
On the basis of this table, the largest age group o f minimum 
wage earners would appear to be teenagers, again strengthen
ing the argument of minimum wage critics that if there are 
disemployment effects owing to the minimum wage, it will 
be felt disproportionately by the youth labor market. But it 
also becomes clear from this chart that more minimum wage 
earners are women. Critics o f the minimum wage will claim 
that higher percentages o f women in the labor market speak 
to the fact that most minimum wage earners are not primary 
earners, but secondary earners, implying that their earnings are 
not essential to household or family income. Supporters of the 
minimum wage will most likely counter with the claim that if 
they are secondary earners, their income may well be essential 
to the family budget, and if they are not married, it speaks to 
the growing feminization of poverty.

As the second chart shows, between 1981 and 2012, the 
minimum wage as a percentage of the average annual hourly 
wage fell quite a bit in Series 1, and the minimum wage as
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Figure 5.2 Minimum Wage as percentage of average annual hourly 
wage and minimum wage as percentage of poverty line (BLS Reports, 
“Characteristics of Minimum Wage Workers, 2013,” Report 1048, 
March 2014. Data points taken from Table 10. Wage and salary workers 
paid hourly rates at or below the prevailing federal minimum wage by 
gender, 1979—2013 annual averages, p. 13).

a percentage o f the federal poverty line also fell substantially. 
Again, as a percentage of the poverty line, it does appear to 
increase following minimum wage increases, but then it 
decreases following periods where the minimum wage has not 
been increased, thereby signifying its diminishing value and 
that it may be insufficient to support a family.

If the definition of the minimum wage is changed from 
those earning the statutory minimum wage to those earning 
around the minimum wage, or what we might refer to as the 
“effective” minimum wage population, we can see that the pro
portion in the effective minimum wage labor market is quite 
sizeable. Table 5.3 shows labor force figures from the Inte
grated Public Use Microdata Series Current Population Survey 
from 1982 to 2013. In this table, the effective minimum wage 
labor market is defined as those earning between the statu
tory minimum wage and 50 percent of average annual hourly 
earnings.
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This data is based on full-time workers and shows that the 
effective minimum wage population is considerably larger than 
the statutory minimum wage population, as shown in Table 5.1. 
To return to the issue of interpretation, we initially saw how 
the percentage of minimum wage workers as a percentage of 
hourly paid workers went from 4.7 percent to 2.3 percent of 
minimum wage workers as a percentage of the labor force. 
What Table 5.2 shows is that the effective minimum wage 
population actually grew from 3.3 percent of the labor market 
in 1982 to 16.4 percent in 2013, an increase o f 397 percent.

Much of the criticism o f minimum wage increases centers 
around the claim that only a very small segment o f the labor 
market earns the minimum wage— that 2.3 percent figure dis
cussed earlier— and that of this small segment most are either 
teenagers or other secondary earners. Therefore, it is main
tained, the benefits o f an increase in the minimum wage will 
be so small that it hardly justifies the cost in terms of lower 
employment. But as Table 5.2 makes clear, when the minimum 
wage labor market is redefined as the “effective” minimum 
wage labor market, that segment is not that small or incon
sequential. Moreover, as the demographics in Table 5.4 show, 
most of these workers are not necessarily teenagers or second
ary earners.

During this 31-year period, there was among the effective 
minimum wage labor market a 49.5 percent decrease in the 18- 
to 24-year-old cohort, a 20.7 percent increase in the 35-44 age 
cohort and 40.1 percent increase in the 45-54 age cohort. 
In other words, effective minimum wage earners were older 
in 2013 than they were in 1982. In 1982, the vast majority 
of effective minimum wage earners (75 percent) had not even 
completed a high school education. By 2013 only 16.7 per
cent o f the effective minimum wage population had less than a 
high school education, a decrease of 77.7 percent. Meanwhile, 
the percentage of effective minimum wage earners with a high 
school diploma increased 303.7 percent from 2.7 in 1982 per
cent to 37.9 percent in 2013. On the surface, these changes
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alone may tell us quite a bit about the changing nature of 
the U.S. economy. That only 3.3 percent o f the labor mar
ket in 1982 were effective minimum wage earners and of that 
3.3 percent the vast majority had not completed high school 
suggest that the effective minimum wage labor market— what 
can be referred to as the low-wage labor market— was com
posed of predominantly low-skilled workers.

These data tables are only part of the story involved in 
redefining the minimum wage debate. When the issue is con
ceived of in terms of wage contours, then a whole new picture 
emerges. Consider Table 5.5, which is based on data from the 
IPUMS CPS from 1962 to 2008.

Between 1962 and 2008, median wages in each contour 
increased in years when there was an increase in the federal 
minimum wage. In years when there was no increase, median 
wages remained unchanged for the most part. These trends 
alone would imply wage contour effects and that the reach 
of a minimum wage increase extends far beyond the limited 
submarket that actually earns the statutory minimum wage. 
Arguably there may be other factors to explain increases in 
median wages, especially in the upper contours, but why 
don’t those other factors appear to be present in years when 
there was no increase in the minimum wages? That there were 
no increases in median wages during those years when there 
was no minimum wage increase and there were long periods 
when there was no minimum wage increase suggest that wage 
stagnation may well be attributable to the stagnation o f the 
minimum wage. And yet, to the extent that there may be 
middle-class welfare benefits associated with wage policy, we 
aren’t talking about a narrow segment o f the labor market as 
critics claim, but of at least two-thirds of the labor market as 
shown in Table 5.6.

As Table 5.6 shows, a substantial percentage of the labor 
market during this 46-year period earns through the 10 con
tours. Beginning in 1964, more than 57 percent of the labor 
market earns through the 10 contours, and in 2008 more than
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70 percent earn through the 10 contours. Although there is 
fluctuation, the share o f workers earning at the bottom— the 
first two contours— is around 13 percent, which isn’t an insig
nificant share of the labor market. Were the third contour to 
be included in what might be referred to as the low-wage labor 
market, then at least 20 percent of the labor market is composed 
of low-wage workers. This certainly accords with estimates that 
by any reasonable definition one quarter o f the American labor 
market is low-wage. In 2005, the incidence o f low-wage work 
was 25 percent in the United States; 22.1 percent in the United 
Kingdom; 20.8 percent in Germany; 18.2 percent in the Neth
erlands; 12.7 percent in France; and 8.5 percent in Denmark.1 
To the extent that the median wages in all 10 contours are ris
ing following increases in the statutory minimum wage, over 
the 46-year period 62.8 percent of the labor market is seeing 
an increase in their wages. Between the 1960s and the 2000s, 
the percentage of the labor force earning through these 10 con
tours increased by 32.1 percent. There might be two ways to 
interpret this. One is that wages, in absolute terms, did creep 
up, as evidenced by the shrinkage in the first two contours and 
the increase in the eighth through tenth contours. The other 
is that more people earning in the top two contours may be a 
function of fewer people earning above those contours, which 
might be indicative o f stagnant wages.

Another question that arises is just how the minimum wage 
in the United States compares to minimum wages around the 
world. Table 5.7 shows these comparisons.

It would appear that at least in terms of industrialized 
nations that the minimum wage in the United States is low 
relative to the other industrialized nations. In recent years, 
however, the federal minimum wage in the United States has 
also been low relative to many states that make up the United 
States. Because the federal minimum wage has been losing 
value, many states have taken the lead and either adopted their 
own minimum wages or increased existing ones to levels above 
the federal minimum. Additionally, many of these states have
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Table 5.7 Minimum Wages around the World (2013 dollars)

Country
PPP* Exchange
Rate ($ per hour)

USD Exchange 
Rate ($ per hour)

Australia 10.5 15.6

Belgium 10.1 11.9
Canada 7.8 9.9
Chile 2.9 2.3
Czech Republic 3.3 2.5
Estonia 2.8 2.4

France 10.7 12.5
Greece 4.5 4.3
Hungary 3.9 2.5
Ireland 9.0 11.5
Israel 5.3 6.4
Japan 6.7 7.7
Korea 5.3 4.4
Luxembourg 10.8 14.3
Mexico 0.8 0.6
Netherlands 9.5 11.2
New Zealand 8.7 11.2
Poland 4.8 2.9
Portugal 4.0 3.7
Slovak Republic 3.3 2.5
Slovenia 6.7 6.0
Spain 4.8 4.9
Turkey 4.4 3.0
United Kingdom 8.0 9.7
USA 7.3 7.3

* “Purchasing Power Parity” : price from an economy-wide perspective.
Source: Real Minimum Wages. OECD StatExtracts. Organization for Economic 
Co-operation and Development. Available online at https://stats.oecd.org/lndex 
.aspx?DataSetCode=RMW.

adopted mechanisms for automatic adjustment o f their mini
mum wages. Table 5.8 shows what is happening in the states.

As o f this writing 29 states have minimum wages that are 
higher than the federal minimum wage, and 16 of them have 
in place some type o f mechanism for automatic adjustment of 
their minimum wages.



Table 5.8 State Minimum Wages as of January 1, 2015

State Minimum Wage ($)

Federal (FLSA) 7.25
Alabama None

Alaska 7.75
Arizona 7.90
Arkansas 6.25
California 9.00
Colorado 8.00

Connecticut 8.70
Delaware 7.75
Florida 7.93
Georgia 5.15
Hawaii 7.25
Idaho 7.25
Illinois 8.25
Indiana 7.25
Iowa 7.25
Kansas 7.25
Kentucky 7.25
Louisiana None
Maine 7.50
Maryland 7.25
Massachusetts 8.00
Michigan 8.15
Minnesota 6.50-8.00
Mississippi None
Missouri 7.50
Montana 7.90
Nebraska 7.25
Nevada 7.25-8.25
New Hampshire 7.25
New Jersey 8.25
New Mexico 7.50
New York 8.00
North Carolina 7.25
North Dakota 7.25
Ohio 7.25-7.95
Oklahoma 2.00-7.25
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Table 5.8 (continued)

State Minimum Wage ($)

Oregon 9.10
Pennsylvania 7.25
Rhode Island 8.00
South Carolina None
South Dakota 7.25
Tennessee None
Texas 7.25
Utah 7.25
Vermont 8.73
Virginia 7.25
Washington 9.32
West Virginia 7.25
Wisconsin 7.25
Wyoming 5.15
District of Columbia 9.50

Guam 7.25
Puerto Rico 5.08-7.25
U.S. Virgin Islands 4.30-7.25

Source: Minimum Wage Laws in the States-January 1, 
2015. U.S. Department of Labor, Wage and Hour Division. 
http://www.dol.gov/whd/minwage/america.htm.

Documents

In this section, we look at excerpts from key documents.

1914 Chicago Debate League 
on the Minimum Wage

In January 1914 a debate took place in Chicago over the idea o f 
the minimum wage. It was between members from the Univer
sity o f Chicago and the University o f Michigan and Northwestern 
University. While there were six debaters between the three schools> 
they were divided into two sides: affirmative v. negative. The 
question being debated was: “Resolved, That the States Should 
Establish a Schedule o f Minimum Wages for Unskilled Labor,
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Constitutionally Conceded.” The reason for stating “constitu
tionally conceded” was that in 1914 it was not firmly established 
that a minimum wage was not an unconstitutional violation o f 
an individual's liberty o f contract. Therefore, assuming its consti
tutionality wasn't in question, the issue was whether the minimum 
wage made good policy from an economic and social point o f view. 
The following are excerpts from that debate:

Arguing the first affirmative was Harry Rosenberg.
When conditions such as these exist, there must be some

thing wrong with our wage system. They are not due to lack of 
productivity on the part of the American people. The United 
States is not poverty-stricken. . . .

We of the affirmative believe that unskilled labor is earning 
and producing enough to maintain itself in a state of physical 
efficiency, but that it is being deprived o f a fair return upon 
the product which it contributes. The wage that a labor group 
receives is determined by the relative bargaining strength of the 
employer and employee. Under present competitive conditions 
the bargaining strength o f the employer is greater than that of 
the worker because (1) the employer has better knowledge of 
labor and market conditions than has the inexperienced and 
often times foreign worker; (2) the employer has greater reserve 
power than has the worker. If the employer does not make a 
contract with the worker at once, it means at most a question of 
a days profits. But if the worker does not make a contract with 
the employer, it may be a question of livelihood with him. A 
man with an empty stomach and starving wife and children, is 
surely in an inferior bargaining condition to the rich and secure 
employer. (3) There is under-cutting by the workers. Driven by 
the stress o f necessity, one worker will take a job at less than 
will another. As a result o f these causes, the wage that the labor 
group finally receives is determined not by its worth but by the 
bargaining strength o f the weakest member of the group.

That bargaining strength and not worth determines the 
wage that the group receives is evidenced by those cases where 
unskilled labor has been able to raise its wages. . . .
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If the unskilled worker were able to organize, the need for 
the minimum wage would not be so imperative. But unskilled 
labor cannot organize. Here and there have appeared isolated 
cases o f organization, but in the main it cannot organize. . . . 
Arguing the first negative was Willard Atkins.

The strength of radical legislation lies in its appeal to the 
emotions, and its dangers, we may add, lies in this same fact. It 
finds its support in the heart and not in the mind; in sympathy, 
not in cool thought. . . .

As negative speakers we challenge the minimum wage on 
three grounds which we believe are fundamental:

1. On account of its inherent nature the law could not be 
enforced.

2. Even if it could be enforced it would not help the labor
ing man but would add to his poverty and degradation.

3. There is an effective means o f raising wages without resort
ing to the minimum wage. . . .

Necessity holds the whip hand, and, driven by the cries of your 
family, if you cannot get work at the legal rate you will take it 
at less. Out o f work and out of food you will not refuse to work 
for $2 a day just to enable those who have jobs getting $2.50 to 
maintain their standard. . . .

The second party to the labor contract is the employer, and 
we now ask, will he find it in his interest to observe the law? 
The affirmative tell us that he is at present engaged in reduc
ing wages to the lowest level. Thus we see by the force o f their 
own argument that the employer will oppose the law. Mani
festly, in the absence o f any further argument to the effect that 
the minimum wage will breed men o f a different character, 
there can be but one conclusion; the businessman will oppose 
the law. . . .

It simply means that law-abiding Mr. Smith must get 
around the minimum in order to compete on equal terms with 
law-evading Jones. Prof. Tufts has said: “Under competitive



250  The Minimum Wage

conditions the standard of business honesty is inevitably 
reduced to the minimum.” Again the honorable Tom Johnson 
of Cleveland, the advocate of the three-cent fare and as worthy 
a defender of the poor as the gentlemen of the affirmative, has 
said in this connection: “If you cannot pass a law and legislate 
people into being good, it is your duty not to pass a law and 
create an artificial stimulus for the doing o f evil.” The passage 
of a minimum wage bill simply means that every law-abiding 
employer will be placed under a powerful artificial stimulus to 
get around the law in order to compete on equal terms with 
his law-evading rival. What chance has the minimum wage of 
enforcement under these circumstances? What possibilities for 
under-cutting and secret bargaining present themselves! What 
chance of enforcement can be promised when it is contrary to 
the interests of the laboring man and the employer at one and 
the same time? . . .

The cost o f living is largely psychological. The luxury of yes
terday are the necessities of today. As human beings we always 
want more and more. It is in our nature. Then let us give labor 
a minimum wage of $15, which may be enough to live on this 
year; but next year $20 is necessary; and the third year 25 is the 
indispensable minimum.

Thus we see that the minimum wage, altho a worthy phil
anthropic aim advocated by people who are moved by none 
but the best impulses, is bound to fail, because it cannot be 
enforced, and because it offers nothing for the condition of 
nine million workers seeking seven million jobs. . . .
Arguing the second affirmative was Arnold Barr.

First, let me explain what we mean by the minimum wage 
which we support. The question calls for the adoption by the 
states of schedules o f minimum wages for unskilled labor. This 
means a law which prohibits any employer from paying, or 
any laborer from accepting a wage less than the minimum 
fixed by the law. The word “schedule” shows that this does not 
mean a wage uniform for all the states, nor for all the workers 
within the single state, but that the wage may vary as necessary
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to apply it to different localities and different conditions of 
employment. The question does not state how high or low the 
minimum shall be, nor upon what basis it shall be determined. 
The minimum which we advocate, then, is the wage which will 
buy enough food clothing, fuel, and shelter to keep the laborer 
and the average family in health and physical efficiency. We 
stand for the wage which will supply the physical requirements 
of this generation of workers and of the coming one. So the 
proposition to which the arguments must be directed may now 
be stated: “Resolved, that the States should prohibit by law the 
payment to any unskilled laborer of a wage less than that neces
sary to maintain him in physical efficiency.” This statement of 
the proposition should make it clearly understood at the outset 
that this is not an attempt to revolutionize our wage system 
nor to attack the competitive, individualistic order o f society. 
Obviously this proposition does not deal with general wages 
at all. We are concerned with only the lowest strata o f wages, 
leaving competition just as at present, entirely free for all above 
that, but saying that the unskilled laborer shall not be forced 
by competition below this line which the state has drawn. . . .

The first point in reply is that in many cases the increase in 
wage will not cause a rise in prices at all, but will come directly 
out of the profits o f the employer. Take the large number of 
monopolies, which employ millions of unskilled laborers. They 
have already fixed prices as high as the public will stand and 
cannot raise them any higher without losing business. . . .

In the second place, under competition, there are many 
employers who are making fortunes by forcing upon their 
laborers a wage even less than that which their competitors 
pay. . . .

Now the third reason why prices will not rise, is that in many 
cases the minimum wage law will positively reduce the cost 
o f production. It might at first seem that employers would be 
so anxious for profits that they would already be producing as 
cheaply as possible, but a little reflection allows that this is not 
always the fact. We can all remember cases where an employer
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has established his business on a firm foundation, and has then 
rested on his oars for a while, allowing things to go along in the 
accustomed groove. Now there is a sudden rise in one item of 
the labor cost which will jolt him out o f inaction. . . .

Two spurs will always make a horse go faster than one. The 
minimum wage law would be a powerful stimulus to careless 
employers to apply all their ingenuity to the processes of the 
industry, eliminating waste and increasing efficiency. The great 
possibilities of this tendency are well shown by the achieve
ments of the new scientific management. . . .

The minimum wage will be a stimulus to this higher effi
ciency. This is our third reason why it will not increase the cost 
o f living, but will give the laborer the real increase in wages.

Fourth, prices will not necessarily be raised, since the 
employer will find in many cases that he is able to pay 
the higher wage because of the increased productivity of the 
very laborer to whom he must pay it. For we advocate, as you 
remember, raising wages only for those who are now getting 
not enough to maintain themselves in physical efficiency, and 
in unskilled labor this physical element is a large factor in pro
ductivity. A well-fed man will pick up a larger shovelful of coal; 
will walk faster behind his wheelbarrow; will use fewer because 
stronger blows to drive each spike or rivet; will keep pace with 
a machine at a higher speed, than can a man under-nourished 
and unhealthy. . . .

. . . Industry as a whole cannot exist permanently if it denies 
to its workers the necessities of life. Such an industry is para
sitic and undesirable.

Therefore, the minimum wage is socially as well as economi
cally sound, when it increases and re-apportions the product 
o f our industry to secure to every laborer, who does his share 
in the production, the opportunity to support himself and his 
family in bodily efficiency and health. . . .

Arguing the second negative was Leon Powers.
The notion of the affirmative, that all we need to do to raise 

people from poverty to affluence is to pass a law, is a common
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form of fallacy. There was a time when people thought that 
they could eliminate poverty merely by having more money. 
They passed a law providing for an increase in the quantity of 
paper money. They passed a law providing for an increase in 
the quantity of paper money. But they found they could not 
create any new wealth out o f a printing press. . . .

Having seen that, aside from the question of enforcement, 
a minimum wage law is powerless to produce good results, 
it shall now be my purpose to show that even if it could be 
enforced, it would have positively harmful results.

The first and most obvious result o f the enforcement of 
such a law will be to increase the number of unemployed. No 
employer will continue to employ a worker when it becomes 
unprofitable to do so. When a minimum wage law is passed, 
and it is made unlawful to pay a worker less than a certain wage, 
what is going to happen? Simply that those who are unable to 
earn the minimum wage will have to go out of employment. 
Take a concrete case: Here is a worker, who is able to earn 
$1 a day for his employer, and he receives that wage. Now a 
minimum wage of $1.50 is established. What is going to be 
the result? That worker will be discharged, for no employer will 
continue to employ at $1.50 a worker who can earn only one 
dollar.

But, you say, the employer may increase the price o f the prod
uct, and thus recoup the additional amount he will need to pay 
out of wages. Suppose he does increase the price. An increase 
in the price of an article will mean a falling off in demand for 
that article. Then, since there will be not so much of the article 
consumed at this higher price, fewer men will be required to 
produce it, which in turn will mean unemployment. . . .

The second harmful result of the attempted enforcement of 
the minimum wage is that it will demoralize the efficiency of 
the workers themselves. There is a popular notion, all too com
mon these days, that the world owes every man a living. This 
view is peculiarly prevalent among unskilled workers. Let the 
state place its stamp of approval on this vicious doctrine, and
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let wages be determined not by efficiency but by the needs of 
the worker; let the state say, your wage is going to be deter
mined by what it costs you to live, not by what you earn; and 
the result will inevitably be disastrous. Give legal sanction to 
the doctrine that the world owes every man a living and it will 
not be in human nature to strive as hard as before. Inefficiency 
is as sure to result under such a socialistic scheme as efficiency 
does under a competitive and individualistic system o f society 
where every man must depend on his own resources. The prog
ress of the race has been based on struggle. Self-reliance, indus
try, and perseverance are the qualities which make for progress. 
In supporting a minimum wage that removes the pressure on 
individuals; that divorces wages from efficiency, that attempts 
to guarantee a living wage regardless o f earning power, the gen
tlemen have assumed a burden impossible to carry. . . . 
Arguing the third affirmative was Benjamin Bills.

Our concluding proposition is that the minimum 
wage measure is sound. Sound, because, while not insur
ing the workmen one penny more than they earn, it does 
insure them such fair share of what they do earn as will give 
them a fit living, a share which today their weak bargaining 
position denies them. . . .

The minimum wage measure is sound socially and sound 
economically. The public in the end pays the cost of supporting 
its workmen prematurely to be worn out by the conditions of 
living enforced by the low wage and thrown on the scrap heap, 
the public then supporting them in its tubercular camps, its 
hospital wards, its charitable institutions— fifty-two percent of 
them there as a result o f the low-wage; or by requiring industry 
to pay their workmen a wage sufficient for the workmen to 
support themselves in their present homes.

Arguing the third negative was Ralph Swanson.
. . . We contend that the cause for low wages is due to the fact 

that there is an over-supply o f labor. Let us refresh our minds con
cerning one of the fundamental laws of economics— the law of 
supply and demand. The law of supply and demand determines
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the cost of production, and determines the cost o f raw material, 
determines the cost of production, and determines the sell
ing price of an article. That same law determines the wages of 
labor. . . .

If, on the other hand, the supply of labor is great and 
the demand for that labor is relatively small, then we 
will naturally find low wages, because the competition 
among the laborers to secure the available jobs will force 
wages down.

Our first proposition then is that the law of supply and 
demand determines the wages of the laborer. The gentlemen of 
the affirmative tell us that wages are low. Granted, for the sake 
of argument, that wages are low, we would naturally expect to 
find as the cause for low wages the fact that there is an over
supply o f labor. And our second proposition is that there is an 
over-supply of labor. . . .

Our next proposition is that this over-supply of laborers pro
duces low wages. How does it produce low wages? In the first 
place, it results in unemployment. As my first colleague has 
pointed out, though a man may be getting a high daily wage, 
but is working only half the time, that high daily wage will 
result in a low weekly wage . . . the reason for the low weekly 
wage lies in the fact that over-supply of labor results in low 
wages, because it results in low wages, because it results in 
unemployment. . . .

Speaking again for the first affirmative was Harry Rosenberg.
We o f the affirmative have based our case upon these funda

mental propositions: (1) That the minimum wage is justifiable 
because, wages are low, and these wages result in deplorable con
ditions; (2) the low wages are not due to a lack o f worth on the 
part o f unskilled labor, but to lack of bargaining strength, which 
is due to three reasons: (a) inferior knowledge of labor and market 
conditions on the part of the worker, (b) lack o f reserve power, 
(c) undercutting; (3) that the minimum wage will better 
the conditions of the unskilled, because it means not merely 
a nominal increase in wages, but a real increase as well;
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(4) the minimum wage is practicable; (5) it is economically and 
socially sound. Now the gentlemen have admitted the first and 
last of these propositions, namely that wages are low and condi
tions are deplorable, and that the minimum wage is economi
cally and socially sound. . . .

The gentlemen tell us that our plan will not improve the 
conditions of the workers because unemployment will result. 
If they mean unemployment for the women and the children, 
who ought to be home and in school, we want that kind of 
unemployment. . . .

Speaking again for the second affirmative was Arnold Barr.
. . . The minimum wage law, on the other hand, merely takes 

one part of the wage field out o f the operation o f these causes, 
and removes it entirely from the bargaining struggle. Where 
the rights of the state begin, namely at the point of physical 
efficiency, there let freedom o f competition stop. . . .

Speaking again for the third negative was Ralph Swanson.
The affirmative tell us that poor bargaining power is the 

cause for low wages, and that poor bargaining power is due 
to three causes— first, poor waiting power on the part of the 
laborer; second inferior knowledge of labor conditions by the 
laborers; and third, under-cutting by the laborers themselves. 
We admit that poor bargaining power produces low wages, but 
what is the cause for poor bargaining power? In other words, 
are not the causes for low bargaining power the causes given by 
the gentlemen o f the affirmative? We contend that poor bar
gaining power is due to an oversupply o f labor. The affirmative 
have admitted that if we limit the oversupply and thus bring 
about an equilibrium between supply and demand, undercut
ting will be eliminated. But they still contend that the other 
two causes will operate to produce low wages. Let us see. If  we 
bring about an equilibrium between supply and demand, we 
will give to every laborer a job. Instead of having nine million 
men seeking seven million jobs, we will have seven million men 
for seven million jobs. In other words, all the laborers will be 
working. . . .
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Source: The Minimum Wage: A Debate. The Constructive and 
Rebuttal Speeches o f the Representatives o f the University o f Chi' 
cago. January 17, 1914. Published by Delta Sigma Rho, Uni
versity of Chicago Chapter, 1914.

Report on Economic Conditions 
o f the South (1937)

In 1937 the National Emergency Council submitted a report to 
the President o f the United States where it was made clear that 

federal intervention would be needed to address what the president 
believed to be the nations number one problem, which was the 
underdevelopment and poverty o f the South relative to the North. 
What follows are excerpts from that report:

The Souths industrial wages, like its farm income, are the 
lowest in the United States. In 1937 common labor in 
20 important industries got 16 cents an hour less than laborers 
in other sections received for the same kind of work. Moreover, 
less than 10 percent of the textile workers are paid more than 
52.5 cents an hour, while in the rest of the Nation 25 percent 
rise above that level. A recent survey of the South disclosed that 
the average annual wage in industry was only $865 while in the 
remaining States it averaged $1219. . .  .

The insecurity o f work in southern agriculture, its changes in 
method, and its changes in location, make the labor problem 
of the South not simply an industrial labor problem. Neither 
the farm population nor the industrial workers can be treated 
separately, because both groups, as a whole, receive too little 
income to enable their members to accumulate the property 
that tends to keep people stable. Industrial labor in the South 
is to a great extent unskilled and therefore, subject to the com
petition of recurring migrations from the farm— people who 
have lost in the gamble of one-crop share farming. On the other 
hand, the industrial workers, with low wages and long hours, 
are constantly tempted to return to the farm for another try. . . .
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. . . This backbone of southern industry ranks nationally as 
one of the low-wage manufacturing industries. In the South it 
pays even lower wages than elsewhere. According to 1937 fig
ures, the pay for the most skilled work in this industry is about 
12 cents an hour less in the South than the pay for the same 
work elsewhere. . . .

The average differential in rates for new labor between the 
South and the rest o f the country in 20 of the country’s impor
tant industries in 1937 amounted to 16 cents an hour. . . .

Wage differentials are reflected in lower living standards. Dif
ferences in costs o f living between the southern cities and cities 
in the Nation as a whole are not great enough to justify the dif
ferentials in wages that exist. In 1935 a study of costs o f living 
showed that a minimum emergency standard required a family 
income of $75.27 a month as an average for all cities surveyed. 
The average of costs in southern cities showed that $71.94 a 
month would furnish the minimum emergency standard. This 
would indicate a difference of less than 5 percent in living 
costs. Industrial earnings for workers are often 30 to 50 percent 
below national averages.

Low wages and poverty are in great measure self- 
perpetuating. Labor organization has made slow and difficult 
progress among low-paid workers, and they have had little col
lective bargaining power or organized influence on social legis
lation. Tax resources have been low because of low incomes in 
the communities, and they have been inadequate to provide for 
the type of education modern industry requires. Malnutrition 
has had its influence on the efficiency o f workers. Low living 
standards have forced other members of workers families to 
seek employment to make ends meet. These additions to the 
labor market tend further to depress wages.

Low wages have helped industry little in the South. Not 
only have they curtailed the purchasing power on which local 
industry is dependent, but they have made possible the occa
sional survival o f inefficient concerns. The standard o f wages 
fixed by such plants and by agriculture has lowered the levels
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of unskilled and semiskilled workers, even in modern and 
well trained and working under modern conditions, are thor
oughly efficient producers, there is not enough such employ
ment to bring the wage levels into line with the skill o f the 
workers.

Source: National Emergency Council, Report on Economic 
Conditions o f the South (Washington, D.C.: Government Print
ing Office, 1938).

Franklin Roosevelt’s Defense o f the FLSA (1938)

In his State o f the Union Address in 1938, President Franklin 
Roosevelt defended the idea o f wage legislation to help the dis
advantaged and to assist in economic recovery by affording more 
people greater purchasing power

We have not only seen minimum-wage and maximum-hour 
provisions prove their worth economically and socially under 
Government auspices in 1933, 1934, and 1935, but the people 
of this country, by an overwhelming vote, are in favor of having 
Congress— this Congress— put a floor below which industrial 
wages shall not fall, and a ceiling beyond which the hours of 
industrial labor shall not rise.

Here again let us analyze the opposition. A part o f it is sin
cere in believing that an effort to raise the purchasing power 
of lowest paid industrial workers is not the business o f the 
Federal Government. Others give “lip service” to the general 
objective, but do not like any specific measure that is pro
posed. In both cases it is worth our while to wonder whether 
some o f these opponents are not at the heart opposed to any 
program for raising the wages o f the underpaid or reducing 
the hours o f the overworked.

Another group opposes legislation of this type on the ground 
that cheap labor will help their locality to acquire industries 
and outside capital. . . .
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Another group opposes legislation of this type on the ground 
that cheap labor will help their locality to acquire industries 
and outside capital, or to retain industries which today are sur
viving only because of existing low wages and long hours. It 
has been my thought that, especially during the past 5 years, 
this nation has grown away from local or sectional selfishness 
and toward patriotism and unity. I am disappointed by some 
recent actions and by some recent utterances which sound like 
the philosophy o f half a century ago.

There are many communities in the United States where 
the average family income is pitifully low. It is in those com
munities that we find the poorest educational facilities and the 
worst conditions o f health. Why? It is not because they are 
satisfied to live as they do. It is because those communities have 
the lowest ability to pay taxes; and therefore inadequate func
tioning of local government. . . .

No reasonable person seeks a complete uniformity in wages 
in every part of the United States; nor does any reasonable 
person seek an immediate and drastic change from the lowest 
to the highest pay. We are seeking, o f course, only legislation 
to end starvation wages and intolerable hours; more desirable 
wages are and should continue to be the product of collective 
bargaining. . . .

Wage and hour legislation, therefore, is a problem which 
is definitely before the Congress for action. It is an essen
tial part of economic recovery. It has the support of an over
whelming majority of our people in every walk of life. 
They have expressed themselves through the ballot box.

Again I revert to the increase o f national purchasing power 
as an underlying necessity o f the day. If  you increase that 
purchasing power for the farmers and for the industrial 
workers— especially those in both groups who have the least 
o f it today—you will therefore increase the purchasing power 
o f those professions which serve these groups, and therefore 
those o f those professions who serve all groups. I have tried to 
make clear to you, and through you to the people of the United
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States, that this is an urgency which must be met by complete 
and not by partial action. . . .

For economic and social reasons, our principal interest for 
the near future lies along two lines: First, the immediate desir
ability o f increasing the wages of the lowest paid groups in all 
industry, and second, in thinking more in terms o f the worker s 
total pay for a period o f a whole year rather than in terms of his 
remuneration by the hour or the day.

Source: Franklin D. Roosevelt, “Annual Message to Congress,” 
January 3, 1938. Online by Gerhard Peters and John T. Woolley, 
The American Presidency Project. http://www.presidency.ucsb 
. edu / w si ?pid= 15517.

Report o f the National Advisory 
Commission on Civil Disorders (1968)

This report, known as the Kerner Commission report after the 
commissions chair, Governor Otto Kerner o f Illinois, was released 
in April 1968. In July 1967, President Lyndon Baines Johnson 
formed an 11-member National Advisory Commission on Civil 
Disorders to explain the rioting that had plagued many o f Ameri
ca’s cities each summer since 1964. The report specifically addresses 
issues o f poverty, the low wages o f blacks relative to whites, and 
other social conditions that need to be addressed in order to prevent 
the upheaval that had been plaguing America’s cities. Depending 
on one’s viewpoint, the Kerner Commission report can be viewed 
as representing a major next step in the broader Civil Rights move
ment. For many others, it was the opening salvo in the expansion 
o f public assistance programs that would come to characterize the 
Johnson administration’s War on Poverty and Great Society pro
grams. Although the report does not say anything specifically about 
the minimum wage or even a need for one, the implications are 
clear enough: many o f the social and economic problems plaguing 
these communities stem from severe poverty and that many sim
ply do not earn enough to live above poverty. To some extent, the
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descriptions o f conditions mirrors some o f the arguments made ear
lier in the Chicago Debate League by those arguing the affirmative.

Social and economic conditions in the riot cities constituted a 
clear pattern of severe disadvantage for Negroes compared with 
whites, whether the Negroes lived in the area where the riot 
took place or outside it. Negroes had completed fewer years of 
education and fewer had attended high school. Negroes were 
twice as likely to be unemployed and three times as likely to be 
in unskilled and service jobs. Negroes averaged 70 percent of 
the income earned by whites and were more than twice as likely 
to be living in poverty. Although housing cost Negroes rela
tively more, they had worse housing-three times as likely to be 
overcrowded and substandard. When compared to white sub
urbs, the relative disadvantage is even more pronounced. . . .

White racism is essentially responsible for the explosive mix
ture which has been accumulating in our cities since the end of 
World War II. Among the ingredients of this mixture are:

• Pervasive discrimination in employment, education and 
housing, which have resulted in the continuing exclusion 
of great numbers of Negroes from the benefits of economic 
progress.

• Black in-migration and white exodus, which have pro
duced the massive and growing concentrations of impover
ished Negroes in our major cities, creating a growing crisis 
of deteriorating facilities and services and unmet needs.

• The black ghettos where segregation and poverty converge 
on the young to destroy opportunity and enforce failure. 
Crime, drug addiction, dependency on welfare, and bitter
ness and resentment against society in general and white 
society in particular are the result. . . .

Employment is a key problem. It not only controls the 
present for the Negro American but, in a most profound way, 
it is creating the future as well. Yet, despite continuing eco
nomic growth and declining national unemployment rates, the
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unemployment rate for Negroes in 1967 was more than double 
that for whites.

Equally important is the undesirable nature o f many jobs 
open to Negroes and other minorities. Negro me are more than 
three times as likely to be in low paying, unskilled or service 
jobs. This concentration o f male Negro employment at the 
lowest end of the occupational scale is the single most impor
tant cause o f poverty among Negroes. . . .

Employment problems have drastic social impact in the 
ghetto. Men who are chronically unemployed or employed in 
the lowest status jobs are often unable or unwilling to remain 
with their families. The handicap imposed on children grow
ing up without fathers in an atmosphere of poverty and depri
vation is increased as mothers are forced to work to provide 
support. . . .

• The Maturing Economy: When the European immigrants 
arrived, they gained an economic foothold by providing 
the unskilled labor needed for industry. Unlike the immi
grant, the Negro migrant found little opportunity in the 
city. The economy, by then matured, had little use for the 
unskilled labor he had to offer.

• The Disability of Race: the structure of discrimination has 
stringently narrowed opportunities for the Negro and re
stricted his prospects. European immigrants suffered from 
discrimination, but never so pervasively. . . .

Today, whites tend to exaggerate how well and quickly they 
escaped from poverty. The fact is that immigrants who came 
from rural backgrounds, as many Negroes do, are only now, 
after three generations, finally beginning to move into the mid
dle class.

By contrast, Negroes began concentrating in the city less 
than two generations ago, and under much less favorable con
ditions. Although some Negroes have escaped poverty, few 
have been able to escape the urban ghetto. . . .
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The Commission recommends that the federal government:

• Undertake joint efforts with cities and states to consolidate 
existing manpower programs to avoid fragmentation and 
duplication.

• Take immediate action to create 2,000,000 new jobs over 
the next three years— one million in the public sector and 
one million in the private sector-to-absorb the hard-core 
unemployed and materially reduce the level of underem
ployment for all workers, black and white. We propose 
250,000 public sector and 300,000 private sector jobs in 
the first year.

• Provide on-the-job training by both public and private em
ployers with reimbursement to private employers for the 
extra costs of training the hard-core unemployed, by con
tract or by tax credits.

• Provide tax and other incentives to investment in rural as 
well as urban poverty areas in order to offer to the rural 
poor an alternative to migration to urban centers.

• Take new and vigorous action to remove artificial bar
riers to employment and promotion, including not 
only racial discrimination, but in certain cases, arrest 
records or lack of a high school diploma. Strengthen 
those agencies such as the Equal Employment Oppor
tunity Commission charged with eliminating discrimi
natory practices, and provide full support for Title VI 
of the 1964 Civil Rights Act allowing federal grant-in- 
aid funds to be withheld from activities which discriminate 
on grounds o f color or race. . . .

The Commission recommends that the federal govern
ment, acting with state and local governments where necessary,
reform the existing welfare system to:

Establish uniform national standards of assistance at least 
as high as the annual “poverty level” of income, now set by



Data and Documents 265

the Social Security Administration at $3,335 per year for 
an urban family o f four.

• Require that all states receiving federal welfare contribu
tions participate in the Aid to Families with Dependent 
Children Unemployed Parents program (AFSC-UP) 
that permits assistance to families with both father and 
mother in the home, thus aiding the family while it is still 
intact.

• Bear a substantially greater portion of all welfare costs-at- 
least 90 percent of total payments.

• Increase incentives for seeking employment and job train
ing, but remove restrictions recently enacted by the Con
gress that would compel mothers o f young children to 
work.

• Provide more adequate social services through neighbor
hood centers and family-planning programs.

• Remove the freeze placed by the 1967 welfare amendments 
on the percentage of children in a state that can be covered 
by federal assistance.

• Eliminate residence requirements.

Source: United States, Kerner Commission, Report o f the N a
tional Advisory Commission on Civil Disorders (Washington,
D.C.: U.S. Government Printing Office, 1968).

Excerpts from the 1981 Minimum 
Wage Study Commission

In 1981 the Federal Minimum Wage Study Commission compris
ing leading economists in government and the academy released 
a detailed study o f the effects o f the minimum wage. While critics 
were quick to seize upon the findings that the effects o f a minimum 
wage increase would be harmful, there was much in the report 
to buttress the arguments o f those who supported increases in the
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minimum wage. What follows are excerpts specifically from the 
first volume o f the report:

Minimum Wage Workers: Their Personal 
and Household Characteristics

In the second quarter of 1980, 10.6 million wage and salary 
workers had jobs paying the minimum wage ($3.10 per hour) 
or less. These workers accounted for 12.4 percent of total wage 
and salary employment, with half of the 10.6 million earning 
wages less than the mandated minimum. Noteworthy differ
ences occur among the various subgroups of this minimum 
wage population.

Examination by age groups reveals that teenage and elderly 
workers were much more likely to earn a wage less than or 
equal to the minimum wage compared to workers in other age 
groups. Over 60 percent of 16 and 17 year-olds and one third 
of 18 and 19 year-olds worked at or below the minimum wage. 
Although 40 percent of workers were seventy and 29 percent 
of those aged 65-69 also earned low wages, those segments of 
the labor force were relatively small. . . . Almost 70 percent of 
all minimum wage workers were adults 20 years o f age or over; 
50 percent were 25 or over.

Considerable differences also exist in the composi
tion o f this minimum wage population by sex as women 
have historically been overrepresented at the low end of 
the earnings scale. Approximately 18 percent o f all work
ing women earned $3.10 an hour or less compared to 
8 percent of all working men. These 6.7 million women 
accounted for nearly two thirds o f the minimum wage popula
tion. Other factors should, however, be considered before hasty 
conclusions are reached. The data show that part-time workers 
were much more likely than full-time workers to be earning 
the minimum wage or less. Given that over 25 percent o f all 
working women were part-timers compared to 11 percent of
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all working men, some of the preponderance o f women in the 
low-wage group may be related to their part-time status. Nev
ertheless, even among full-time workers, a greater proportion 
of women than men work at or below the minimum wage. . . .

There were far more families maintained by single women 
with minimum wage workers, both in number and percent, 
than those headed by single men. The 1.3 million female-headed 
families accounted for 19 percent of all families with workers at 
or below the minimum; the 229,000 families headed by single 
men made up 3 percent. When the wages are adjusted by hours 
worked to determine the weighted average family wage, fami
lies headed by women made up 35 percent of all families with 
workers earning the minimum or less, and those maintained by 
men, 4 percent. Twenty-four percent of families maintained by 
women contained minimum wage workers while only 15 per
cent of those maintained by men contained minimum wage 
workers.

Relatively large proportions of minimum wage workers 
were found in all classes below $50,000 in annual income, 
although a greater proportion of workers from low-income 
than from high-income families worked at or below the mini
mum. In 1978, over 40 percent of all minimum wage workers 
came from families with annual incomes under $10,000. One 
fourth of all minimum wage workers were from families with 
incomes between $15,000 and $25,000 annually, but only 10 
percent o f workers from those families earned the minimum or 
less. Families with incomes between $25,000 and $50,000 still 
accounted for 12 percent of all minimum wage workers.

Spouses, mostly wives, earning the minimum wage or less 
made up a relatively high percentage of minimum wage work
ers in middle-income families and a relatively low percentage 
in both high- and low-income families. For example, spouses 
made up only 8 percent of minimum wage workers in fami
lies with less than $6,000 in annual income and 10 percent of 
minimum wage workers in families with more than $50,000 
in annual income, but they constituted over 40 percent of
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minimum wage workers in families with $10,000 to $15,000 
in annual income.

Household heads, mostly husbands, earning the minimum 
wage or less made up a relatively high percentage of minimum 
wage workers in low-income families and a relatively low- 
percentage of minimum wage workers in high-income families. 
In families earning less than $6,000 annually, 70 percent of 
the minimum wage workers were heads of households, only 
22 percent o f minimum wage workers in families earning 
between $10,000 and $15,000 annually were heads of house
holds, and only 3 percent of minimum wage workers in families 
with $50,000 or more in annual income were household heads.

Teenagers made up a greater percentage o f minimum wage 
workers in higher-income families. More than 50 percent o f 
minimum wage workers in families with incomes greater than 
$15,000 were teenagers. Nearly 75 percent of all minimum 
wage workers in families with incomes greater than $25,000 
were teenagers. In addition, 70 percent of teenagers who were 
minimum wage workers were found in families with income 
greater than $15,000; 37 percent were in families with incomes 
greater than $25,000.

Three fourths of all minimum wage workers were in families 
with incomes well above the poverty line in 1978. Only 11 
percent of minimum wage workers in that year were in families 
with incomes below the poverty threshold, and another 6 per
cent were in families with incomes between one and one-and- 
a-half times the poverty level. The official poverty level varies 
depending on the size of the family unit, age and sex of the 
family head and whether the family head is employed in the 
farm or nonfarm sector. The 1978 poverty level ranged from 
$2,650 to $11,038, depending on these factors.

The Minimum Wage and Employment—Theory

Academic discussions of the minimum wage typically begin 
with the implications of standard economic theory for the
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effects of minimum wages on employment. Usually, the goal 
is to present the “predictions” of the theory, which can later be 
tested against the data.

Our presentation of the theory is guided by rather different 
motivations. First, a simple theoretical framework is useful in 
interpreting the evidence. Often, different conclusions about 
the effect of a minimum wage are due to different ways o f mea
suring that effect. Understanding these differences requires a 
theory o f what is being measured. Second, in some cases the
oretical models have advanced faster than the available data. 
While existing empirical studies offer at best a weak test of such 
models, the theory provides an informed speculation that may 
be the best available guide in the absence of satisfactory data. 
A third reason for at least a brief discussion of the theory is to 
show that the theory predetermines the result of any subse
quent empirical investigation is false.

The simplest theory of the employment effects of a mini
mum wage is that as the wage is increased employers will 
decide to employ fewer workers, or employ the same number 
o f workers fewer hours per week. This “theory” follows from 
the fact that minimum wage laws determine the lowest wage 
an employer can pay but leave the employer free to decide how 
many workers are desirable at that wage. The theory says noth
ing about the size of the reduction in the number of workers or 
the workweek, only that it will take place.

Increasing the minimum wage reduces the employment of 
low-wage workers for two reasons. First, it encourages firms 
to use more of other inputs such as machinery or more skilled 
workers in place of the now more expensive workers. A worker
replacing machine which was not worth buying if the hourly 
wage was $3.00 might become worthwhile if that wage were 
set at $4.00. Second, increasing the price of labor will increase 
the cost of the product and lead firms to raise their prices. As 
these prices rise, fewer units would be purchased, fewer would 
be produced, and fewer workers would be needed to produce 
them.
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Even at this simple level, the theory is useful for resolving 
some contradictory assertions about the minimum wage s effect. 
When one says that the minimum wage will reduce employ
ment, the basis for comparison is the level of employment that 
would otherwise occur if everything else except the level of the 
minimum wage were the same. Thus the theory does not imply 
that, if the minimum wage is increased, employment will be 
lower this year than last. Rather, it predicts that, with a higher 
minimum wage, employment will be lower than it otherwise 
might be. It is not necessary that the reduced employment take 
the form of layoffs or discharges, though these dominate public 
attention in the period following a minimum wage increase. 
Reduced employment can be achieved simply by not hiring 
workers who would have been hired or not replacing those who 
leave voluntarily but would have been replaced had the mini
mum not been increased.

This insight has two implications. First, the fact that 
employment often rises following an increase in the minimum 
does not disprove the theory. The important issue is whether 
employment rose less than it otherwise would have. . . .

This simple theory, which applies to a labor market that 
approaches perfect competition, has been criticized in two 
ways. First, one can show that in labor markets characterized 
by monopsony (a small number of employers competing for 
workers in a given labor market) a skillfully set minimum wage 
may actually increase employment. If the minimum wage is 
set above the level that would occur in a competitive labor 
market, further increases in the minimum will tend to reduce 
employment. . . .

A second line of criticism is the argument that a minimum 
wage increase will “shock” employers into organizing produc
tion more efficiently. This might allow the firm to continue 
employing the same number of workers as it would have in the 
absence of or at a lower level o f the minimum wage. A more 
recent version o f this argument suggests that a minimum wage 
would allow employers to require greater levels of effort from
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the workers they do hire, thus at least partially offsetting the 
increase in the cost o f employing low-wage labor. But even if 
one grants the possibility of this taking place, it is not obvious 
that it would happen often enough to offset the full disemploy
ment effect of the minimum wage increase.

Thus, while the simple theory based on perfect competi
tion suggests that the minimum wage will reduce employ
ment, the two criticisms say that the minimum wage could 
increase employment, decrease it, or have no effect. Yet despite 
these differences, the statistical procedures used by authors 
whose introductory discussion is closely tied to the standard 
model of the minimum wage are often almost indistinguish
able from those of researchers openly critical o f that model s 
assumptions.

Nothing has been said thus far about differences among 
workers. Workers come in nearly infinite variety: some old, 
others young, some skilled, some with very few skills, and so 
on. Realizing that these differences are often very important to 
employers does not change the fundamental conclusion that 
an increased minimum wage is expected to reduce employ
ment, but it leads to a much more complicated and interesting 
picture of the employment response. Presumably, those whose 
employment is most threatened by an increase in the minimum 
wage are those who would otherwise earn less than the new 
minimum— those whose wages must be increased if the 
employer is to remain in compliance with the law. Those who 
are more highly valued by employers may suffer no employment 
reduction; indeed, demand for their services may be increased 
by the minimum wage. If  the price an employer must pay for 
a fresh-out-of school teenager with no work record and hence 
little evidence of reliability is increased, the employer may 
decide instead to hire an older worker, even though that older 
worker commands a wage somewhat above the new minimum. 
Alternatively, the employer may turn to a young worker with 
a more extensive work history— again, even at a somewhat 
higher wage.
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These observations are important for interpreting estimates 
of the effects o f the minimum wage on the employment of vari
ous groups of workers. One almost never has data on employ
ment of a group o f workers so nearly identical that all are 
directly affected by the minimum wage. Rather, one has data 
on groups classified by age or industry. Employment effects 
should be most pronounced among groups which have the 
heaviest concentration of workers who would otherwise earn 
less than the minimum wage. Moreover, the employment of 
groups with a relatively light concentration o f such workers 
might be expected to rise in response to a minimum wage. . . .

The employment reductions from a minimum wage may 
be partially offset by employees working harder to justify their 
higher wages and the availability of jobs in the uncovered sector. 
But critics of the minimum wage would argue that such offsets 
may themselves entail considerable cost. If employees have to 
work harder for the higher wage, they may be less satisfied than 
with the lower-effort, lower wage job that the minimum wage 
has eliminated. Supporters of the minimum probably would 
reply that at least for young workers, making them work harder 
than they would prefer may be desirable in the long run. . . .

Effects in Employment and 
Unemployment o f Youth

The effects of the minimum wage in employment and unem
ployment have been studied most extensively for youth 
and especially teenagers. At least two dozen studies o f the 
effects of the minimum wage on teenage labor force sta
tus have been conducted. The focus on youth reflects 
concern about the higher unemployment rate o f teenag
ers and the expectation that, as a low-wage group, a rela
tively larger fraction o f youth would be directly affected by 
minimum wage legislation. . . .

The differences among the many studies on this subject 
make it hard to summarize them. Most focused on teenagers
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16-19 years old, though a few also considered young adults 
aged 20-24. Many o f the teenage studies analyzed 16-17 year- 
olds and 18-19 year-olds separately, and separate estimates 
by race and sex were also common. To make it easier to com
pare the studies, the estimated effects of the minimum wage 
on various teenage subgroups were expressed by Commission 
staff in the same way. The most convenient way to do that was 
to determine the effects of arbitrary 10 percent increases or 
decreases in the minimum wage on teenage employment and 
unemployment. A 10 percent increase was assumed to have 
the same effect as a 10 percent decrease, except in the opposite 
direction. Up to a point, larger changes in the minimum had 
linear effects, that is, employment and unemployment went 
up or down to the same degree as the minimum increased or 
decreased. For example, the effects of a 15 percent minimum 
increase were 1.5 times as large as those of a 10 percent increase. 
The effects of major changes, however, such as doubling the 
minimum wage or eliminating it, could not be determined 
with the methods used in the studies.

A review o f teenage employment and unemploy-ment 
time-series studies completed by 1979 found that a 10 percent 
increase in the minimum wage would reduce teenage employ
ment between 0.5 and 3.0 percent, with most studies finding
1.0 to 2.5 percent reductions. The latter translates into a loss of
80.000 to 200,000 jobs from a base of 8 million. . . .

Commission staff attempted to update the studies through
the fourth quarter o f 1979 to explore the sensitivity o f the 
estimates to differences in the variables held constant in 
estimating the minimum wage effects and to analyze other 
more technical issues. In general, the updated estimates were 
quite consistently in the lower range o f estimates suggested 
in the earlier literature. The staff estimated that a 10 per
cent increase in the minimum wage would reduce teenage 
employment about 1 percent. Other staff estimates with 
alternative models were quite regularly in the 0.5 to 1.5 per
cent range. . . .
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Other Employment Effects

Studies on general employment effects o f the minimum wage 
did not fall neatly into simple categories as did those o f youth 
employment. Few studies directly address the effect o f the 
minimum wage on adult employment or even estimate adult 
employment effects for comparison with youth estimates. 
Most focus on industrial groupings rather than demographic 
categories. For example, there have been several analyses o f 
the effect of minimum wages on employment in low-wage 
manufacturing industries and on employment in industries 
as they become subject to minimum wage standards for the 
first time.

Effects on Adult Employment. As noted in the discus
sion o f the theory of the minimum wage, one expects to be 
able to detect effects of the minimum wage most readily if the 
group studied contains a relatively large fraction o f workers 
who would have earned less than the mandated wage in the 
absence of minimum wage legislation. While teenagers and, to 
a lesser extent young adults fit this description, adults generally 
do not. As a result, it is not clear whether one should expect 
the minimum wage to reduce adult employment and, if it does, 
the amount may be small compared to total adult employment 
that it will not be detected with precision. . . .

A Simple Differential for Teenagers. A differential mini
mum wage for teenagers would reduce the wages employers 
pay to the lowest-paid teenagers. It would not directly affect 
the wages of better-paid teenager or adults, or the price of other 
inputs such as machinery.

A lower wage for minimum-wage teenagers will have two 
effects. First, production costs will be lower, and firms will 
have an incentive to reduce prices so that they can produce 
and sell more of their products. This “output expansion” 
effect increases the use o f all workers and other inputs. Its 
magnitude depends on minimum-wage teenagers share of 
production costs and consumers response to the lower price
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charged by producers. A reasonable estimate o f the effect is 
that a 15 percent youth differential would increase demand 
for all inputs by about one tenth o f one percent. The second 
effect o f a youth differential is to encourage firms to substitute 
minimum-wage teenagers in place o f other production inputs 
such as higher-wage teenagers, adults, or equipment. The 
prospect o f such substitution, particularly for minimum-wage 
adults, is reasonable for much of the controversy surrounding 
the youth differential. . . .

Industry Differences and the Inflation Effects

The Commission found that the effect o f a 10 percent sus
tained annual rise in the minimum wage over its historical level 
from 1974 to the second quarter of 1979 would have increased 
wages 0.8 percent and consumer prices somewhat less than 
0.3 percent. This effect is small, considering that the actual 
average annual rate o f inflation during the same period was 
9 percent if  wages and 9.3 percent if consumer prices.

The actual 1974 and 1977 FLSA-amended minimum 
wage increases raised wages 0.6 percent and consumer 
prices 0.2 percent from 1974 through the second quar
ter of 1979. Without these increases, the average annual 
rate o f inflation would have been 8.4 percent in wages and 
9.1 percent in consumer prices during that period. . . .

Poverty Status

One purpose of the FLSA and its amendments is to main
tain a real wage floor to insure a reasonable standard of living 
in the face o f inflation. Because of the present system of set
ting increases in the nominal minimum wage several years in 
advance, it is not surprising to see the minimum eroded when 
inflation is rampant. The minimum wage was $2.65 in 1978, 
but in 1968 dollars it was worth only $1.42, actually below the 
1968 minimum of $1.60. . . .
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Source: Report o f the Minimum Wage Study Commission (Wash
ington, D.C.: The Commission, 1981).

President Barack Obamays Remarks 
Advocating for a  Minimum Wage

President Obama advocated for a higher minimum wage on sev
eral occasions, first in his State o f the Union Address in 2013, 
again in his State o f the Union Address in 2014, and then again 
in 2015.

From 2013 State o f the Union Address

We know our economy is stronger when we reward an hon
est days work with honest wages. But today, a full-time worker 
making the minimum wage earns $14,500 a year. Even with the 
tax relief we’ve put in place, a family with two kids that earns the 
minimum wage still lives below the poverty line. That’s wrong. 
That’s why, since the last time this Congress raised the minimum 
wage, nineteen states have chosen to bump theirs even higher.

Tonight, let’s declare that in the wealthiest nation on Earth, 
no one who works full time should have to live in poverty, and 
raise the federal minimum wage to $9.00 an hour. This single 
step would raise the incomes o f millions of working families. It 
could mean the difference between groceries or the food bank; 
rent or eviction; scraping by or finally getting ahead. For busi
nesses across the country, it would mean customers with more 
money in their pockets. In fact, working folks shouldn’t have 
to wait year after year for the minimum wage to go up while 
CEO pay has never been higher. So here’s an idea that Gov
ernor Romney and I actually agreed on last year: let’s tie the 
minimum wage to the cost o f living, so that it finally becomes 
a wage you can live on.

Source: Barack Obama, State o f the Union. February 12, 2013. 
Washington, D.C.: The White House.
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From 2014 State o f the Union Address

. . . Today, the federal minimum wage is worth about twenty 
percent less than it was when Ronald Reagan first stood here. 
Tom Harkin and George Miller have a bill to fix that by lifting 
the minimum wage to $10.10. This will help families. It will 
also give businesses customers with more money to spend. It 
doesn’t involve any new bureaucratic program. So join the rest 
of the country. Say yes. Give America a raise.

Source: Barack Obama, State o f the Union. January 28, 2014. 
Washington, D.C.: The White House.

From 2015 State o f the Union Address

Today, thanks to a growing economy, the recovery is touch
ing more and more lives. Wages are finally starting to rise again. 
We know that more small business owners plan to raise their 
employees pay than at any time since 2007. But here’s the 
thing. Those o f us here tonight, we need to set our sights higher 
than just making sure government doesn’t screw things up; that 
government doesn’t halt the progress we’re making. We need to 
do more than just do no harm. Tonight, together, let’s do more 
to restore the link between hard work and growing opportunity 
for every American. . . .

O f course, nothing helps families make ends meet like 
higher wages. That’s why this Congress still needs to pass a law 
that makes sure a woman is paid the same as a man for doing 
the same work. It’s 2015. It’s time. We still need to make sure 
employees get the overtime they’ve earned. And to everyone in 
this Congress who still refuses to raise the minimum wage, I 
say this: If you truly believe you could work full-time and sup
port a family on less than $15,000 a year, try it. If not, vote to 
give millions of the hardest-working people in America a raise.

Now these ideas won’t make everybody rich, won’t relieve 
every hardship. That’s not the job of government. To give
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working families a fair shot, we still need more employers to see 
beyond next quarters earnings and recognize that investing in 
their workforce is in their company’s long-term interest. We still 
need laws that strengthen rather than weaken unions, and give 
American workers a voice.

But you know, things like childcare and sick leave and equal 
pay, things like lower mortgage premiums and a higher mini
mum wage— these ideas will make a meaningful difference in 
the lives of millions of families. That’s a fact. And that’s what all 
of us, Republicans and Democrats alike, were sent here to do.

Source: Barack Obama, State o f the Union. January 20, 2015. 
Washington, D.C.: The White House.

Excerpts from the 2014 Congressional Budget 
Office Report on the Minimum Wage

In 2014, the Congressional Budget Office released “The Effects o f 
a Minimum Wage Increase on Employment and Family Income. ” 
The following are excerpts from the report.

Once fully implemented in the second half of 2016, the 
$10.10 option would reduce total employment by about
500.000 workers, or 0.3 percent. CBO projects. As with any 
such estimates, however, the actual losses could be smaller or 
larger; in C BO ’s assessment, there is about a two-thirds chance 
that the effect would be in the range between a very slight 
reduction in employment and a reduction in employment of
1.0 million workers.

Many more low-wage workers would see an increase in their 
earnings. O f those workers who will earn up to $10.10 under 
current law, most— about 16.5 million, according to C BO ’s 
estimates— would have higher earnings during an average week 
in the second half of 2016 if the $10.10 option was imple
mented. Some o f the people earning slightly more than $10.10 
would also have higher earnings under that option, for reasons
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discussed below. Further, a few higher-wage workers would owe 
their jobs and increased earnings to the heightened demand for 
goods and services that would result from the minimum wage 
increase. . . .

In addition to affecting employment and family income, 
increasing the federal minimum wage would affect the fed
eral budget directly by increasing the wages that the federal 
government paid to a small number of hourly employees and 
indirectly by boosting the prices o f some goods and services 
purchased by the government. . . .

Federal spending and taxes would also be indirectly affected 
by the increases in real income for some people and the reduc
tion in real income for others. As a group, workers with 
increased earnings would pay more in taxes and receive less in 
federal benefits of certain types than they would have other
wise. However, people who become jobless because of the min
imum wage increase, business owners, and consumers facing 
higher prices would see a reduction in real income and would 
collectively pay less in taxes and receive more in federal ben
efits than they would have otherwise. CBO concludes that the 
net effect on the federal budget of raising the minimum wage 
would probably be a small increase in budget deficits thereafter. 
It is unclear whether the effect for the coming decade as a 
whole would be a small increase or a small decrease in budget 
deficits. . . .

In general, increases in the minimum wage probably reduce 
employment for some low-wage workers. At the same time, 
however, they increase family income for many more low-wage 
workers. . . .

According to conventional economic analysis, increasing 
the minimum wage reduces employment in two ways. First, 
higher wages increase the cost to employers of producing goods 
and services. The employers pass some of those increased costs 
onto consumers in the form of higher prices, and those higher 
prices, in turn, lead the consumers to purchase fewer of the 
goods and services. The employers consequently produce fewer
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goods and services, so they hire fewer workers. This is known as 
scale effect, and it reduces employment among both low-wage 
workers and higher-wage workers.

Second, a minimum-wage increase raises the cost of low- 
wage workers relative to other inputs that employers use to 
produce goods and services, such as machines, technology, 
and more productive higher-wage workers. Some employers 
respond by reducing their use o f low-wage workers and shift
ing toward those other inputs. That is known as a substitution 
effect, and it reduces employment among low-wage workers 
but increases it among higher-wage workers.

However, conventional economic analysis might not apply in 
certain circumstances. For example, when a firm is hiring more 
workers and needs to boost pay for existing workers doing the 
same work— to match what it needs to pay to recruit the new 
workers— hiring a new worker costs the company not only that 
new worker s wages but also the additional wages paid to retain 
other workers. Under those circumstances, which arise more 
often when finding a new job is time consuming and costly for 
workers, increasing the minimum wage means that businesses 
have to pay the existing workers more, whether or not a new 
employee was hired; as a result, it lowers the additional cost 
of hiring a new employee, leading to increased employment. 
There is a wide range o f views among economists about the 
merits of the conventional analysis and o f this alternative. . . .

An increase in the minimum wage also affects the employ
ment of low-wage workers in the short term through changes 
in the economywide demand for goods and services. A higher 
minimum wage shifts income from higher-wage consumers 
and business owners to low-wage workers. Because those low- 
wage workers tend to spend a larger fraction o f their earnings, 
some firms see increased demand for their goods and services, 
boosting the employment of low-wage workers and higher- 
wage workers alike. That effect is larger when the economy is 
weaker, and it is larger in regions of the country where the 
economy is weaker. . . .
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The large majority would have higher wages and family 
income, but a much smaller group would be jobless and have 
much lower family income. Once the other changes in income 
would be below six times the poverty threshold under current 
law would see a small increase in income, on net, and families 
whose income would be higher under current law would see 
reductions in income, on net. In addition, in either case, higher- 
wage workers would see a small increase in the number of jobs.

Increases in the minimum wage would raise the wages not only 
for many workers who would otherwise have earned less than the 
new minimum but also for some workers who would otherwise 
have earned slightly more than the new minimum, as discussed 
above. CBO s analysis focused on workers who are projected to 
earn less than $11.50 per hour in 2016 under current law (who, 
in this report, are generally referred to as low-wage workers). Peo
ple with certain characteristics are more likely to be in that group 
and are therefore more likely to be affected by increases in the 
minimum wage like those that CBO examined. . .  .

According to CBO s central estimate, implementing the 
$10.10 option would reduce employment by roughly 500,000 
workers in the second half o f 2016, relative to what would hap
pen under current law. That decrease would be the net result 
of two effects: a slightly larger decrease in jobs for low-wage 
workers (because of their higher cost) and an increase of a few 
tens o f thousands of jobs for other workers (because o f greater 
demand for goods and services). By CBO s estimate about 1 Vi 
percent of the 33 million workers who otherwise would have 
earned less than $11.50 per hour would be jobless— either less 
than $11.50 per hour would be jobless— either because they 
lost a job or because they could not find a job— as a result of 
the increase in the minimum wage. . . .

Source: Congressional Budget Office, “The Effects o f a Mini- 
mum Wage Increase on Employment and Family Income. ” Pub. 
No. 4856 (Washington, D.C.: Congressional Budget Office, 
2014).
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1. Solow, Robert. 2008. “Introduction: The United 
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6 Resources for 
Further Research

Introduction

The m in im u m  wage has been a topic o f  discussion a n d  intense 
economic a n d  political debate fo r  more than a hundred years now. 
Economically, the debate has hinged on whether the benefits o f  
m in im u m  wage increases outweigh the costs. As we have seen, this 
has not a t a ll been clear-cut. Aside fro m  the question o f  employ
m ent effects a n d  welfare effects fo r  low-wage workers as well as the 
middle class overall, there is also the question o f  how the issue o f  
the m in im u m  wage impinges on the question o f  income inequality. 
Politically, the m in im u m  wage is a m atter o f  whose interests are a f
fected  by increases in  the m in im u m  wage. This chapter provides an  
annotated bibliography o f  a sample o f  the books, reports, articles, 
an d  Internet sources tha t deal w ith  the topic o f  the m in im um  wage.

Books

Appelbaum, Eileen, Annette Bernhardt, and Richard J. 
Murname, eds. 2003. Low-Wage America: H ow  Employers Are 
Reshaping Opportunity in  the Workplace. New York: Russell 
Sage Foundation.

This is a collection o f essays addressing the nature of the 
low-wage labor market in the growing global economy.

Shayna Flores, 18, serves up an employment application in front of 
Wahoo Fish Taco restaurant in Honolulu on March 18, 2006. Flores, 
a full-time employee at the restaurant, is paid above the minimum wage. 
(AP Photo/Marco Garcia)
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Essays range from the inability of low-wage workers to 
sufficiently support themselves to dwindling opportuni
ties for those lacking in skills who have an education no 
higher than a high school diploma. It also addresses itself 
to how employers make choices with regard to hiring in 
the new global economy, in which there is less regulation 
but more advanced information technology. Collectively 
it is a study of how there are fewer opportunities available 
for low-wage and low-skilled workers, and how the larger 
global economy has effectively reshaped the landscape of 
the American labor market.

Bartels, Larry M. 2008. Unequal Democracy: The Political Econ
omy o f the New Gilded Age. Princeton, NJ: Princeton University 
Press.

This book is about how increasing inequality is a func
tion not only of economic forces but also of the politi
cal choices that have also been made in a political system 
dominated increasingly by partisan ideology and the 
interests of the wealthy. The author discusses several key 
policy shifts that have contributed to rising inequality, 
including the massive Bush tax cuts in 2001 and 2003 
and the erosion o f the minimum wage. On the minimum 
wage, he shows how the minimum wage was allowed to 
stagnate and erode in value because members o f Congress 
tended to be more responsive to the needs and interests 
of affluent voters than non-affluent ones. He specifically 
looks at the last minimum wage increase that was enacted 
in 2007 and how members of Congress voted on it. When 
put into broad historical perspective, the last minimum 
wage increase does not appear to have advanced the eco
nomic status of the working poor. He estimated that 
even after the full increase would go into effect during 
the summer o f 2009, the real value o f the minimum 
wage would still be less than it was 50 years earlier. For
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him, the rise and fall of the minimum wage over the last 
70 years is one of the most remarkable aspects of the polit
ical economy of inequality. Partisan politics played a key 
role as the real value of the minimum wage rose signifi
cantly under the Democrats and fell significantly under 
the Republicans. When looking at the voting patterns on 
the minimum wage, senators were found to have attached 
no weight at all to the views o f constituents in the bot
tom of the income distribution, and the views of those in 
the middle class were only slightly more influential. But 
senators were most responsive to the opinions o f affluent 
constituents. Republicans were about twice as responsive 
as Democrats to the views of affluent constituents, and 
Democrats and Republicans were about equally respon
sive to the views o f middle-income constituents. But 
there was no evidence of any responsiveness to the views 
of constituents in the bottom third of the distribution.

Belman, Dale and Paul J. Wolfson. 2014. What Does the M ini' 
mum Wage Do? Kalamazoo, MI: Upjohn Institute for Employ
ment Research.

This book is intended to be an all-encompassing study of 
the effects of the minimum wage. The authors undertake 
a meta-analysis of more than 200 scholarly publications, 
mostly since 2000, on the effects of the minimum wage. 
Based on this meta-analysis, they conclude that moderate 
increases in the minimum wage, which have been charac
teristic of the United States, have had the intended effect 
of the minimum wage s original supporters: increasing the 
earnings of those at the bottom of the income distribu
tion and reducing wage inequality. But they also find that 
negative effects on employment have been too small to be 
detectable in the meta-analysis, and that these effects are 
so modest that they could not have had meaningful pub
lic policy consequences in the dynamically changing labor
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market. Although evidence of positive spillover effects on 
the wages o f those earning slightly more than the new 
minimum wage is mixed, it does generally support their 
existence, especially for women. Moreover, the minimum 
wage ought to be seen as one set of policy tools aimed at 
improving the standard of living of the less well-off, and 
that moderate increases in the minimum wage would likely 
assist low-income individuals and families with acceptable 
costs to the nation.

Card, David, and Alan B. Krueger. 1995. Myth and Measure
ment: The New Economics o f the Minimum Wage. Princeton, NJ: 
Princeton University Press.

This book has become somewhat o f a classic in the mini
mum wage literature, especially in what can be regarded 
as the new political economy o f the minimum wage. 
Based on a variety o f data, the authors demonstrate that 
minimum wage increases don’t always have the adverse 
employment consequences predicted by the standard 
model. Several chapters cover studies they conducted 
earlier on the effects o f minimum wage increases in the 
fast-food industry, first in California and then in New 
Jersey. Other chapters, however, look at some o f the inter
national evidence on the minimum wage, and how the 
minimum wage affects family earnings and poverty. But 
they also address the question o f how much employers and 
other shareholders lose from increases in the minimum 
wage. Although their evidence finds no adverse employ
ment effects from increases in the minimum wage, they 
do acknowledge the concept of a tipping point— a point 
above which we might see adverse effects. Ultimately the 
book concludes with a technical discussion of measure
ment and just what is being measured and how it is being 
measured. Often the findings of correlation in the data 
hinge on just where a researcher sets the statistical parameters 
for ensuring that their findings have statistical significance.
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But this ultimately affects the findings, which in the end 
is really a matter of interpretation.

Congressional Budget Office. 2014. “The Effects o f a Mini
mum Wage Increase on Employment and Family Income.” 
Congress of the United States. (February). Downloaded from 
http: / / www. cbo .gov/ publication/4499 5.

This is an official report of the Congressional Budget 
Office discussing the effects o f a minimum wage increase 
on employment and family income. The report addresses 
itself to what the effect of a minimum wage increase would 
be at two levels: first, an increase to $9 an hour and, sec
ond, an increase to $10.10 an hour, both o f which were 
proposed by President Obama in two separate State of 
the Union addresses. While the report notes that at both 
levels overall employment might be less, although less at 
the lower level, it still concludes that on balance, when 
fully implemented, the benefits to an increase outweigh 
the costs. Millions of low-wage workers will see their 
incomes rise, and this will enable them to spend more in 
the economy, which will have macroeconomic benefits to 
the overall economy in the long term. This is in addition 
to that it will be a tremendous boom to those who are 
currently in poverty. Even on the question o f employment 
consequences, it is not clear from the report whether they 
will be due to the substitution o f technology or laying off 
workers or simply not creating more jobs for low-wage 
workers in the future. Although the report concludes that 
on the whole an increase in the minimum wage is ben
eficial to both low-wage workers and the larger economy, 
there is to some extent something for everybody in this 
report. Both proponents and critics are able to take away 
something from this report that buttresses their respec
tive positions. In this regard it is a report that presents 
well-rounded discussions o f the costs and benefits so that 
policymakers can ultimately make informed decisions.
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Cunningham, Wendy V. 2007. Minimum Wages and Social Policy: 
Lessons from Developing Countries. Washington: The World Bank. 

This book specifically addresses itself to the viability o f 
the minimum wage as a policy tool for decreasing poverty 
and redressing social inequities in developing countries. 
For the author the minimum wage is a matter of social 
justice and that in certain developing countries, though 
not all, the minimum wage can be an effective tool for 
reducing poverty and unequal household income in 
developing countries. She looks at data from Latin Amer
ica and the Caribbean, and the impact of the minimum 
wage on income, employment, poverty, income distribu
tion, and government budgets in those economies with 
both large informal sectors and predominantly unskilled 
workers. At the same time, the effects of the minimum 
wage are very much contingent on the level at which it 
is sent. A minimum wage set low will lead to an increase 
in income benefits for low-income workers with little job 
loss. But a minimum wage set high will actually increase 
the income benefits of workers who are better off, with 
losses among low-wage workers, which can substantially 
increase poverty.

Ehrenreich, Barbara. 2001. Nickel and Dimed: On (Not) Get- 
ting By in America. New York: Owl Books.

This book is the author s account of her experiences living 
as a low-wage worker, and the challenges and humilia
tions she was confronted with. The book very much puts 
a human face on people who are forced to subsist on 
minimum wages and would be affected by increases, who 
otherwise would remain nameless in the data.

Flinn, Chester J. 2010. The Minimum Wage and Labor Market 
Outcomes. Cambridge, MA: M IT Press.

This book is a very technical discussion o f how the mini
mum wage affects the labor market. The author argues that
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when it comes to assessing the minimum wage, what is 
needed is a behavioral framework for guiding empirical 
work and interpreting results. He specifically develops 
a job search and wage bargaining model that is capable 
of generating labor market outcomes that are consistent 
with observed wage and unemployment duration distri
butions, and which can also account for changes in the 
unemployment rate following minimum wage increases.

Glickman, Lawrence B. 1997. A Living Wage: American Work- 
ers and the Making o f Consumer Society. Ithaca, NY; London: 
Cornell University Press.

This book provides a broad historical overview of how the 
early American labor movement sought to create dignity 
in work for primarily industrial workers by fighting for 
livable wages. What began with unions also continued 
with early efforts to enact minimum wages, even though 
unions were not initially supportive o f the minimum wage. 
Among the key arguments made for a living wage was 
that aside from the greater dignity it would afford work
ers, it would also enable them to be consumers, which in 
turn would drive the economy. A consumer society in fact 
required that workers be paid livable wages.

Kessler-Harris, Alice. 1988. A Womans Wage: Historical Mean' 
ings and Social Consequences. Lexington: University Press o f 
Kentucky.

This book argues that the early minimum wage laws were 
steeped in a world view that maintained that women 
needed special protection, and that paying them more 
livable wages would enable them to better protect their 
morals, and that this protection was in the larger interests 
of society. The author also maintains that paying a women 
a minimum wage was also about paying a livable family 
wage. The idea was that if employers had to pay women 
a minimum wage, employers would prefer to pay their
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husbands more, in which case the women would then be 
able to stay at home and care for their children. It was in 
this regard that a minimum wage intended to be a living 
wage would in fact become a family wage.

Kosters, Marvin H. ed. 1996. The Effects o f the Minimum Wage 
on Employment. Washington: AEI Press.

This book is a compilation of essays by different authors 
about the effects o f the minimum wage on employment. 
Based on the assumptions in the standard model, the 
overall consensus among the books contributors is that 
minimum wage increases lead to lower employment.

Lehrer. Susan. 1987. Origins o f Protective Labor Legislation for 
Women, 1905—1925. Albany: State University of New York 
Press.

This book provides an historical overview of how early 
minimum wage laws were really efforts to enact protective 
legislation specifically for women. Such legislation was 
sought because it was viewed as being essential to protect
ing their morals. At a time when prostitution was still 
legal, a higher wage for women might preclude the need 
to resort to that, or so it was thought. But because women 
were denied liberty o f contract, they needed special leg
islation to protect them from exploitation. At the same 
time, social reformers did not see such protection as being 
antithetical to the idea that a women’s place primarily was 
at home. If  a higher wage for women would result in firms 
choosing to pay higher wages to their husbands so that 
they could stay at home with the children, then that too 
was considered to be a social good.

Levin-Waldman, Oren M. 2001. The Case o f the Minimum 
Wage: Competing Policy Models. Albany: State University of 
New York Press.

This book traces the historical evolution of the minimum 
wage and discusses how models are used by different inter
ests to achieve their particular aims. The author argues
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that the minimum wage was initially conceived o f as a 
broader labor market issue intended to achieve greater 
productivity and labor market stability. As a policy issue, 
however, the minimum wage has always required, as do 
all policy issues, a political constituency to support it, and 
that constituency was always organized labor. When orga
nized labor supported the minimum wage, it tended to 
be increased. But as organized labor declined in member
ship, there was no longer a constituency to support it and 
the result was a long period of minimum wage stagnation. 
As organized labor declined as a political force, the nature 
of the debate metamorphosed into a narrowly focused 
and highly technical discussion concerned with specific 
effects due to specific increases in the minimum wage, 
such as relieving either poverty or the so-called adverse 
effects o f youth unemployment. The result has been for 
the minimum wage to become an intensely political issue.

Levin-Waldman, Oren M. 2011. Wage Policy, Income Distribu
tion, and Democratic Theory. London; New York: Routledge. 

This book addresses the larger philosophical question of 
whether the idea of a wage policy, whether in the form of 
a minimum wage, living wage, or stronger labor unions, 
is in keeping with democratic theory. After juxtaposing 
the policy literature with that on democratic theory, the 
book concludes that a policy that enables individuals 
to be self-sufficient and autonomous— to develop their 
capabilities— so that they can more ably participate in 
democratic society is very much in keeping with demo
cratic theory. This book also introduces the concept o f 
wage contours and shows on the basis o f 46 years o f 
data from the Current Population Survey that there are 
indeed middle-class benefits from the minimum wage. 
In years when the statutory minimum wage increased, 
median wages throughout the distribution affecting up to 
70 percent of the labor force also increased. In years when 
the statutory minimum wage remained the same, median
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wages remained flat. The book then concludes that wage 
policy is ultimately about shoring up the middle class.

McCarty, Nolan, Keith T. Poole, and Howard Rosenthal 2008. 
Polarized America: The Dance o f Ideology and Unequal Riches. 
Cambridge, MA: M IT Press.

This is a book about the increasing political polarization of 
America and how along with that polarization have come 
some fundamental social and economic changes, most 
notably the rise in income inequality. The authors argue 
that economic inequality can feed directly into political 
polarization in that those at the top of the income distri
bution are able to devote more time and resources into 
supporting a political party strongly opposed to redistri
bution, whereas those at the bottom would respond in 
the opposite way. When it comes to the minimum wage, 
they note that intense opponents of the minimum wage 
have worked tirelessly and effectively to prevent it from 
being increased to prior levels or to be pegged to infla
tion. Minimum wage laws have always engendered liberal 
support and conservative opposition. Historically, mini
mum wage increases and expansive coverage generated a 
fair amount of bipartisan support. As polarization rose 
in the 1970s, bipartisanship disappeared. As a conse
quence o f increasing Republican opposition in a period 
of polarization, there has been a dramatic decline in the 
real value of the minimum wage. Moreover, as polariza
tion increased through the last quarter of the twentieth 
century, the direction o f public policy overall has been less 
in the direction of redistribution.

Nordlund, Willis J. 1997. The Questfor a LivingWage: The His
tory o f the Federal Minimum Wage. Westport, CT: Greenwood 
Press.

This book provides an in-depth history of the minimum 
wage program in the United States and how the minimum
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wage was really part of a larger quest to achieve a living 
wage, as defined as being sufficient to support oneself and 
ones family.

Piketty, Thomas. 2014. Capital in the Twenty'First Century.
Cambridge; London: Belknap/Harvard University Press.

This book is not directly about the minimum wage but 
is a discussion about the growth of income inequality in 
20 different countries, including the United States. The 
author analyzes different data sets ranging as far back as 
the eighteenth century in an effort to uncover key eco
nomic and social patterns. He argues that the main driver 
of inequality, which is that the rate o f return on capital 
exceeds the rate of economic growth, now threatens to 
stir discontent and undermine democratic values. But 
when he discusses the minimum wage in both the United 
States and France, he notes that France enacted a national 
minimum in an effort to reduce wage inequality, and that 
when the minimum wage more or less kept up through 
the 1960s into the 1970s, income inequality tended to be 
less. Although income inequality has its roots in several 
different sources, the stagnation of the minimum wage 
in the United States has been a contributing factor to 
the widening gap between the top and the bottom of the 
distribution.

Spriggs, William E., and Bruce E. Klein. 1994. Raising the
Floor: The Effects o f the Minimum Wage on Low-Wage Workers.
Washington: Economic Policy Institute.

This book looks at the impact of increasing the minimum 
wage on low-wage workers, not just those who receive 
minimum wage increases, but those low-wage workers 
earning above them. The authors observed that the mini
mum wage s greatest import is its function as a reference 
point for wages around it. Here they were applying the 
concept of wage contours first developed by John Dunlop
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in the 1950s. They found that despite changes in the 
statutory minimum wage, firms merely maintained their 
internal wage structures. Increases may have resulted in 
employment consequences in some cases, but the effects 
were not found to be significant. Rather, firms simply 
viewed the minimum wage as a reference point for what 
starting wages should be.

Waltman, Jerold L. 2008. Minimum Wage Policy in Great Brit'
ain and the United States. New York: Algora Publishing.

This book traces the history o f minimum wage legisla
tion in the United States and Britain. The author looks 
at the operation of current minimum wage legislation, as 
well as the politics surrounding the minimum wage in 
both the United States and Britain. The key question is 
where we are now and how we arrived here. In Britain, 
he chronicles those events that led to the enactment and 
subsequent evolution of the National Minimum Wage. 
In the United States, he discusses what could be described 
as the stagnant federal minimum wage, and the efforts of 
various states and localities to pick up the slack.

Waltman, Jerold. 2000. The Politics o f the Minimum Wage.
Urbana and Chicago: University o f Illinois Press.

This book traces the history o f the minimum wage in 
terms o f the politics o f the minimum wage. The author 
seeks to expose the various contradictions inherent to the 
program. Among those contradictions is that despite the 
various economic models suggesting adverse economic 
effects, the minimum wage enjoys broad-based politi
cal support. Therefore, as an alternative to the economic 
arguments that tend to dominate discussions o f the mini
mum wage, the author argues that the discussion needs to 
be recast in terms of the political economy of citizenship. 
With this perspective, the focus would then be on the 
communal value of work, the needs of citizens to have 
a stake in the community, and the effects of economic 
inequality on the bonds of common citizenship.
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Welch, Finis. 1978. Minimum Wages: Issues and Evidence. 
Washington: American Enterprise Institute for Public Policy 
Research.

This is one o f the earlier books on the minimum that 
explores all the issues associated with the minimum wage 
within the context o f the standard model on the mini
mum wage. Within that framework of analysis, the author 
shows that the effects o f minimum wage increases are 
harmful to low-wage workers because they lead to lower 
employment.

White, Stuart. 2003. The Civic Minimum: On the Rights and 
Obligations o f Economic Citizenship. Oxford; New York: Oxford 
University Press.

This book makes a broader philosophical argument about 
the moral obligation of society to make sure that every
body who works earns an income sufficient to support 
oneself and ones family. But the authors idea of a mini
mum income far exceeds what we customarily associate 
with the minimum wage in the United States or even 
more generous countries for that matter. This is less an 
economic argument and more of a philosophical and 
moral argument. Individuals need a certain guaranteed 
income to function as autonomous citizens, and society is 
obligated to ensure that minimum is met if it is to indeed 
be considered a just society.

Articles

Allegretto, Sylvia, Arindrajit Dube, and Michael Reich. 2011. 
“Do Minimum Wages Really Reduce Teen Employment? 
Accounting for Heterogeneity and Selectivity in State Panel 
Data.” Industrial Relations. 50, 2 (April): 205-240.

This article argues that when controlling for heterogeneity 
and selectivity in state panel data, the minimum wage does 
not appear to have the adverse employment consequences 
predicted by the standard model. The authors conclude
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that there is no reason to believe that an increase in the 
minimum wage leads to reductions in teen employment.

Brown, Charles, Curtis Gilroy, and Andrew Kohen. 1982. “The 
Effect of the Minimum Wage on Employment and Unemploy
ment.*'Journal o f Economic Literature. 20 (June): 487-528.

This article surveys the literature on the minimum wage 
up to the time it was published. The authors certainly take 
note of the teen disemployment effect, but they also note 
that the effects o f the minimum wage are by no means 
uniform. The minimum wage affects different groups dif
ferently, and whatever effects have been observed among 
teenagers, those effects have been much less among adults.

Burkhauser, Richard V. 2014. “Why Minimum Wage Increases 
Are a Poor Way to Help the Working Poor.” IZA Policy Paper 
No. 86. (June). Downloaded from http://ftp.iza.org/pp86.pdf. 

This article argues that the minimum wage actually 
hurts the poor more than it helps them. The author argues 
that the minimum wage is really an ineffective means of 
assisting the poor because most of those who earn the 
minimum wage are not poor. Most minimum wage earn
ers are not full time. A more effective means o f helping 
the poor would be to boost their earnings through the 
earned income tax credit (EITC).

Card, David, Thomas Lemieux, and W. Craig Riddell. 2008. 
“Unions and Wage Inequality” in James T. Bennett and Bruce E. 
Kaufman, eds. What Do Unions Do?: A Twenty-Year Perspective. 
New Brunswick, NJ: Transaction Publishers.

This article looks at the impact of declining institutions 
on wage inequality in the United States, the United King
dom, and Canada. The authors find that declining union
ism contributed to a steep increase in wage inequality in 
both the United States and the United Kingdom during 
the 1980s. Moreover, wage inequality would have declined 
had union wage impacts remained at their 1984 levels.
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In other words, had there not been a decline in unions, 
inequality would have been less. In Canada, however, the 
rise in the real minimum wage may have actually offset 
the pressure toward increased inequality associated with 
the decline in union strength during the 1980s and late 
1990s, while in the United States it was approximately 
constant over the same period.

Currie, Janet, and Bruce C. Fallick. 1996. “The Minimum Wage 
and the Employment of Youth.” Journal o f Human Resources. 
31 ,2 : 404-428.

This article looks at data from the National Longitudinal 
Survey of Youth (NLSY) to see what the impacts of mini
mum wage increases were in 1979 and 1980. The authors 
specifically sought to measure the effects by identifying 
a group of workers that would most likely be directly 
affected by the minimum wage and then compare their 
employment to the employment o f a group o f work
ers who were least likely to be affected. They found that 
affected workers were found to be 3 percent less likely to be 
employed a year later. At the same time, no evidence was 
found that minimum wage increases affected the wages of 
those workers who remained employed a year later.

DiNardo, John, and Thomas Lemieux. 1997. “Diverging Male 
Wage Inequality in the United States and Canada, 1981-1988: 
Do Institutions Explain the Difference?” Industrial and Labor 
Relations Review. 50, 4 (July): 629-650.

This article examines the impact o f labor market insti
tutions like unions and the minimum wage on wage 
inequality in both the United States and Canada. The 
authors find that in Canada where labor market institu
tions have been stronger wage inequality among men has 
been less compared to the United States, where labor mar
ket institutions have been weaker. Stronger institutions, 
then, could be expected to reduce wage inequality.
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Drazen, Allan. 1986. “Optimal Minimum Wage Legislation.” 
The Economic Journal 96 (September): 774-784.

This article argues that a minimum wage can be Pareto- 
optimal, if we consider a labor market in which the qual
ity of labor is sensitive to the wage increases. There are two 
markets: a primary one with higher wages and a second
ary one with lower wages. Individuals enter the primary 
labor market if their expected income is higher than the 
forgone (and lower) income in the alternative or second
ary market. It is also assumed that a workers productiv
ity in the primary market is an increasing function of his 
forgone income. These two assumptions together imply a 
positive relation between an individuals acceptance wage 
and his or her productivity. Therefore, there is a role for 
minimum wage legislation because firms would prefer to 
pay higher wages if they knew that labor quality would 
improve to reflect the higher wage level. And they would 
also prefer to pay above market-clearing wages if they 
knew that other firms were behaving the same way. By 
fixing wages above the market-clearing level, government 
can achieve a preferred equilibrium, which private com
petitive behavior cannot. In other words, left to their own 
devices, employers will not pay higher wages to achieve 
greater efficiency, because in the uncertainty that others 
will do the same, they are forced to lower their wages in 
order to remain competitive.

Dube, Arindrajit T., Suresh Naidu, and Michael Reich. 2007.
“The Economic Effects of a Citywide Minimum Wage.” Indus
trial and Labor Relations Review. 60, 4 (July): 522-523.

This article examines the effects of a minimum wage law 
that was enacted by a public ballot measure for the city of 
San Francisco in 2003. Looking at primarily the restaurant 
industry the authors find that the benefits outweigh the 
costs. Although the city wage floor did significantly raise 
the wages of those at affected restaurants and compressed
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the wage distribution among restaurant workers, as well 
as increased the average wages of fast-food workers twice 
as much as those at sit-down restaurants, there was no 
increase in business closure or employment loss detected.

Dunlop, John T. 1957. “The Task of Contemporary Wage The
ory.” In George W  Taylor and Frank C. Pierson, ed., New Con
cepts in Wage Determination. New York: McGraw-Hill Book Co. 

This article introduces the concept of the wage contour 
to explain how a firms internal wage structure might be 
as much affected by external forces as internal ones. Wage 
contours were to be defined as a group of workers with 
similar characteristics working in similar industries and 
earning similar wages. And for each group there would be 
a group o f rates surrounding a key rate, and these group 
rates would be affected by changes in the key rate. Within 
an industry, the key rate would essentially be defined as 
any rate serving as the reference point for that industry. 
Since key rates were specific to industries, they could also 
vary from industry to industry. The implication for the 
minimum wage was that it too could serve as the key rate 
for the larger low-wage labor market.

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

This article explores the relationship between changing 
labor market institutions like labor unions and minimum 
wages and increasing wage inequality. The authors show 
that there is a relationship between the decline o f these 
institutions and the rise in wage inequality.

Hayes, Michael T. 2007. “Policy Characteristics, Patterns of Poli
tics, and the Minimum Wage: toward a Typology of Redistribu
tive Policies.” The Policy Studies Journal 35, 3 (August): 465^180. 

This article seeks to situate minimum wage politics within 
the context of Theodore Lowi s famous definition of three
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types of politics: regulatory, redistributive, and distribu
tive. The author argues that the minimum wage exhib
its features of both regulatory and redistributive policies. 
Redistributive policies tend to be intensely conflictual 
with opposition guaranteed precisely because losers from 
these policies are clearly identified. Here the author defines 
the minimum wage as essentially redistributive because it 
concentrates the costs on business, and, as a consequence, 
intense opposition is generated from business groups. 
As an example, when the Republican-controlled Congress 
passed the 1996 minimum wage increase, it did so only 
because it contained tax breaks for business. These tax 
breaks, which offset costs to business, effectively resulted 
in the minimum wage not really redistributing income 
from employers to low-wage workers, but from all taxpay
ers to low-wage workers.

Learner, Edward E. 1999. “Effort, Wages, and the Interna
tional Division of Labor” Journal o f Political Economy. 107, 6,
1: 1127-1162.

This article argues that a minimum wage does not nec
essarily cause unemployment; instead, it forces effort in 
low-wage and low-effort contracts up enough to support 
the higher wage. In exchange for higher wages, employ
ers are getting greater effort. The goal is not to equalize, 
but to ultimately push up wages through productivity 
gains. If  capital is then interpreted as human capital, and 
if workers themselves invest in their own education, the 
message of the model is that those who choose education 
are also choosing higher effort. Meanwhile, if employers 
invest in their workers human capital, they too are choos
ing higher effort. In other words, if the labor contract is 
multidimensional, a minimum wage law that sets a floor 
for one aspect of the contract will most likely be met with 
adjustments to other aspects o f the contract. And if effort 
is variable, then a minimum wage could generate enough
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extra work effort to compensate for the increased wage 
level, thus ensuring that everybody is happy.

Lee, David S. 1997. “Wage Inequality in the United States dur
ing the 1980s: Rising or Falling Minimum Wage.” Quarterly 
Journal o f Economics. 114, 3: 997-1023.

This article is one o f a series of articles that demonstrates 
that during the 1980s as the minimum wage stagnated 
wage inequality increased.

Lemieux, Thomas. 1998. “Estimating the Effects o f Unions 
on Wage Inequality in a Panel Data Model with Comparative 
Advantage and Nonrandom Selection.” Journal o f Labor Eco
nomics. 16, 2: 261-291.

This article estimates the effect o f unions on wage inequal
ity. The author argues that the decline in unions has been 
a contributing factor to the rise in wage inequality.

Levin-Waldman, Oren M, 2004. “Policy Orthodoxies, the 
Minimum Wage, and the Challenge o f Social Science” Journal 
o f Economic Issues. 38, 1 (March): 139-154.

This article raises the question of what happens when new 
empirical findings grounded in social science methodol
ogy challenges supposedly scientific models also grounded 
in the same social sciences. The author argues that the 
result is to create sufficient ambiguity so as to allow for 
policy experimentation. Since the data on the effects of 
the minimum wage are ambiguous at best, policymak
ers are free to experiment with policies generally and the 
minimum wage particularly that could serve the public 
interest.

Levin-Waldman, Oren M. 2012. “Wage Policy as an Essen
tial Ingredient in Job Creation.” Challenge 55, 6 (November- 
December): 26-52.

This article argues that to the extent that a wage policy, 
whether it is in the form of stronger unions or a minimum
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wage, boosts wages of the middle class through wage con
tour effects, it can serve as a foundation for job creation. 
By boosting wages throughout the distribution, workers 
attain greater purchasing power, which in turn enables 
them to demand more goods and services in the aggre
gate. It is aggregate demand for goods and services that 
drive the economy, and as such a wage policy can serve 
as a foundation for job creation, especially when used in 
tandem with monetary and fiscal policy.

Levin-Waldman, Oren M. 2014. “The Conservative Case for 
the Minimum Wage.” Challenge 57, 1 (January-February):
19- 40.

This article argues that not only does the minimum 
wage have a broader influence over other wages but also 
that arguments in favor of the minimum wage could be 
grounded in conservative political ideology. Conservatives 
should favor higher minimum wages to the extent that it 
enables more people to be self-sufficient and less reliant 
on public assistance. As more people support themselves 
and become more autonomous, government might also 
have a basis for reducing expenditures for public social 
provision precisely because higher wages mean that there 
will be less of a need for them.

Levin-Waldman, Oren M. 2014. “Who Earns Minimum Wage 
in New York?” Regional Labor Review 16 (Spring/Summer):
2 0- 30.

This article presents a demographic profile of the mini
mum wage labor market in the New York City metro area 
relative to New York State and the rest of the United States 
using data from the March Supplement of the 2012 Cur
rent Population Survey. In this article the author specifi
cally looks at the “effective minimum” wage population, 
which is defined as those earning between the statutory 
minimum wage and 50 percent of average annual hourly 
earnings. What this study demonstrates is that contrary 
to the claims of minimum wage critics, the effective
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minimum wage labor market is not primarily teenagers. 
Moreover, some o f the industry and occupational compo
sition o f effective minimum wage earners in the New York 
City metro area differs from the rest of the nation in ways 
that one would not necessarily expect. For example, there 
are more effective minimum wage earners in production 
occupations and fewer in sales and related occupations in 
the New York metro area than in both the United States 
as a whole and New York State. Still, those with less than 
a 12th-grade education and working in food prepara
tion and serving related occupations are most likely to be 
effective minimum wage earners. While the author argues 
that improving inner city schools and access to GED 
and other type training programs would certainly help 
move low-wage workers into the middle class, a strong 
argument can be made that they can be brought into the 
middle class by raising the minimum wage because it will 
enable them to demand more goods and services in the 
aggregate.

Levin-Waldman, Oren M. 2015. “Why the Minimum Wage 
Orthodoxy Reigns Supreme.” Challenge 58,1 (January-February): 
29-50.

This article explores the reasons for why despite all the 
empirical evidence demonstrating that increases in the 
minimum wage will not lead to adverse employment effect; 
the minimum wage orthodoxy contained in the standard 
model still holds sway. The author argues that the mini
mum wage orthodoxy reigns supreme not because of its 
economic merits but because of how the issue ultimately 
affects different interests.

Neumark, David, J.M . Ian Salas, and William Wascher. 2014. 
“Revisiting the Minimum Wage— Employment Debate: Throw
ing Out the Baby with the Bathwater?” Industrial and Labor 
Relations Review. 67 (Supplement): 608-648.

In response to those economists arguing that much of 
the problem with data on the minimum wage concerns
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measurement and taking into account heterogeneity, this 
article tests the untested assumptions about the construc
tion of better control groups. The authors argue even 
when using methods that let the data identify the appro
priate control groups, there is still evidence of disemploy
ment effects, particularly for teens. In other words, the 
minimum wage still posed a trade-off of higher wages for 
some against some job losses for others.

Neumark, David, Mark Schweitzer, and William Wascher. 
2004. “Minimum Wage Effects throughout the Distribution.” 
The Journal o f Human Resources. 39, 2: 425-450.

This article actually explores the issue of wage contours 
and the impact o f minimum wage increases on those 
not earning the minimum wage, but in ranges above the 
minimum wage. Although the authors acknowledge there 
to be wage contour effects, particularly for those earning 
immediately above the minimum wage, they nonethe
less conclude the minimum wage to have negative effects 
for those throughout the distribution, because low-wage 
workers were bound to be hurt through a reduction in 
hours. Employers will compensate for higher wages by 
reducing their workers hours.

Partridge, Mark D., and Janice S. Partridge. 1999. “Do Mini
mum Wage Hikes Raise U.S. Long Term Unemployment? Evi
dence Using State Minimum Wage Rates.” Regional Studies 33, 
8 (1999): 713-726.

This article looks at the relationship between the mini
mum wage and long-term unemployment. The authors 
argue that the minimum wage is positively related to 
long-term unemployment rates. This is because, accord
ing to the standard model, a minimum wage prevents 
workers from lowering their wage demands and employ
ers will demand less labor. If low-skilled workers with 
a low value of marginal product cannot take a job below
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the minimum wage, the probability of them being offered 
a job at all will only diminish and the duration of their 
unemployment will increase.

Reich, Michael. 2010. “Minimum Wages in the United States: 
Politics, Economics, and Econometrics.” In Clair Brown, Barry 
Eichengreen, and Michael Reich, eds. Labor in the Era o f Glo
balization. Cambridge and New York: Cambridge University 
Press.

This article looks at the minimum wage in the United States 
within the context of less than perfect data. The author 
argues that the problem with much of the data suggesting 
large negative effects due to minimum wage increases only 
show these large negative effects to be among teenagers. 
Moreover, there is a tendency to look at trends both prior 
to an increase and following one. But it is incorrect to 
attribute a post-minimum wage trend to minimum wage 
policy, because the negative post-minimum trend could 
be due to other factors, especially when there is often 
a good six-month lag time between the enactment of an 
increase and the implementation o f that increase. There
fore, when the minimum wage is placed in its larger con
text, between 1955 and 1996 when the minimum wage 
was increased 16 times, these increases were also more 
likely to occur in times of relatively strong employment 
growth. At the same time, these increases have also been 
occurring in the context of more and more states rais
ing their minimum wages above the federal level, begin
ning in the late 1980s. The author argues that rather than 
assume, as the standard model does, that a reason for not 
observing employment effects is due to a minimum wage 
below a market-clearing wage, it may be that higher wage 
floors can significantly reduce employers’ recruitment and 
retention costs. Low-wage employers typically experience 
above-average turnover and job vacancy rates. Contrary 
to the argument that minimum wages kill jobs, they kill
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vacancies, which is to say that minimum wage increases 
do not necessarily lead to disemployment because workers 
were fired; rather, they decrease the number o f jobs cre
ated in the future for low-wage workers.

Sabia, Joseph J., and Richard V. Burkhauser. 2010. “Minimum 
Wages and Poverty: Will a $9.50 Federal Minimum Wage 
Really Help the Working Poor?” Southern Economic Journal 
76, 3: 592-623.

This article argues on the basis of data from the Current 
Population Survey (CPS) that federal and state minimum 
wages increases between 2003 and 2007 had no effect on 
poverty. They estimated that those workers who would 
directly benefit from an increase in the minimum wage 
were already earning between $7.25 and $9.49 an hour 
while the minimum wage was still $5.85 an hour. While 
17.7 percent of all workers earning between $5.70 and 
$9.49 an hour stood to benefit from an increase in the 
minimum wage, 80.3 percent of all workers were earning 
a wage of $9.50 or more. Therefore, the proposal in 2010 
to raise the minimum wage to $9.50 an hour would not 
have been well targeted toward poor workers, and that it 
would been even less target-efficient than the increase that 
took effect in 2009.

Shapiro, Carl, and Joseph Stiglitz. 1984. “Equilibrium Unem
ployment as a Worker Discipline Device.” American Economic 
Review. 74, 3 (June): 433-444.

This article argues the efficiency wage effects o f the mini
mum wage from the perspective of the standard model, 
or what is commonly referred to as the neoclassical 
model. Workers paid a higher wage will become more 
productive and, hence, more efficient. The higher wage 
is regarded as an anti-shirking wage because employees 
understand that by shirking they may lose their jobs, 
which in turn will force them into a lower-paying wage
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market. Consequently, higher-paid workers seek to avoid 
shirking. Meanwhile, the employer realizes some cost sav
ings because they are able to reduce their monitoring of 
employees, who are now working harder to maintain their 
better paying jobs.

Stigler, George. 1946. “The Economics o f Minimum Wage 
Legislation.” American Economic Review. 36 (June): 358-365. 

This article has become a staple, if not a classic, of the 
minimum wage literature. It lays out the standard model s 
prediction of what can be expected to occur when there are 
increases in the minimum wage. The author argues that 
the minimum wage will result in one of two things: either 
workers will lose their jobs or productivity will increase.

Volscho, Thomas W. Jr. 2005 “Minimum Wages and Income 
Inequality in the American States, 1960-2000.” Research in 
Social Stratification and Mobility. 23: 347-373.

This article looks at those states where there is a mini
mum wage and the extent to which state minimum wages 
reduce income inequality. The author finds that in those 
states where minimum wages have been higher than the 
federal minimum wage, income inequality in those states 
has been lower. Looking at state minimum wages from 
1960 to 2000, he estimates that each $0.81 increase 
in the minimum wage results in a 35.5 percent reduction 
in the Gini coefficient.

Webb, Sidney. 1912. “The Economic Theory of a Legal Mini
mum Wage.” The Journal o f Political Economy. 20, 10 (Decem
ber): 973-998.

This article makes an efficiency argument for the mini
mum wage, which has come to be known among hetero
dox economists as the “Webb” effect. The author argues 
that workers who are paid higher wages are better able to 
maintain themselves, and hence they will be able to work
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more effectively and efficiently. Because they are paid bet
ter, their morale improves and they feel better about their 
jobs, and because they feel better about their jobs, they 
put more effort into their work. As a result, their produc
tivity increases and so too does overall efficiency.

Zatz, Noah D. 2009. “The Minimum Wage as a Civil Rights 
Protection: An Alternative to Antipoverty Arguments?” The Uni
versity o f Chicago Legal Forum. Downloaded from: http://www 
.lexisnexis.eom/ex-proxy.brooklyn.cuny.edu:2048/Inacui2api/ 
delivery/PrintDoc.

This article explores a civil rights argument as an alterna
tive to the anti-poverty arguments typically made by sup
porters o f the minimum wage. The author suggests that 
for employers to pay below a certain threshold is akin to 
stealing from their workers and depriving them of their 
civil rights. The argument rests on the assumption that 
workers labor constitutes, or it should, a property right in 
the same way that traditional forms of capital constitute 
property rights.

Internet

AFL-CIO > Home > Issues > Jobs and Economy > Wages and 
Income > Minimum Wage. http://www.aflcio.org/Issues/Jobs- 
and-Economy/Wages-and-Income/Minimum-Wage.

This is information from the AFL-CIO s website on the 
minimum wage. It begins with a short history o f the pro
gram, and a chart showing the real value o f the minimum 
wage between 1968 and 2012 in 2012 dollars. It also 
notes the current legislation introduced by Senator Tom 
Harkin o f Iowa and Rep. George Miller of California to 
raise the minimum wage to $10.10 an hour and provides 
information on how many Americans support increases in 
the minimum wage and how much additional consumer 
spending will be generated as a result o f increasing it. It 
then lists links to several resources on the minimum wage.
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Babones, Salvatore. 2012. “The Minimum Wage Is Stuck at 
$7.25: It Should Be $21.16— or Higher.” Inequality.org; “A Proj
ect of the Institute for Policy Studies.” http://inequality.org/mini 
mum-wage/. (July 24).

The author notes that the minimum wage reached its his
toric high in 1968 when it was raised from $1.40 an hour 
to $1.60 an hour. Adjusted for inflation, that would have 
come up $10.55 an hour in 2012 dollars. But had the 
minimum wage been benchmarked with personal income 
growth, and had it kept pace with personal income 
growth, the minimum wage in 2012 would have actu
ally been $21.16 an hour. Or, as the author puts it, had 
the U.S. income distribution and standard of decency 
remained exactly at its 1968 level, the minimum wage 
in 2012 would have been $21.16 in 2012 dollars. But 
for the author, a minimum wage of $21.16 an hour still 
would not represent progress; that would require an even 
higher minimum wage. It isn’t that a minimum wage that 
high isn’t economically and socially realistic: rather, it is 
politically inconceivable. Society, the author concludes, 
simply does not want a minimum wage that high, and 
that is the only reason we cannot have it.

DePillis, Lydia. 2015. “What If Walmart Raised Its Mini
mum Wage to $70,000 a Year?” The Washington Post. http:// 
www.washingtonpost.com/blogs/wonkblog/wp/2015/04/22/ 
thought-experiment-what-if-walmart-raised-its-minimum- 
wage-to-70000-a-year/ (April 22).

This is an interesting article about the CEO of a small 
Seattle-based company called Gravity Payments who 
decided to boost the annual salary o f his 120 employees 
to $70,000, which would be paid for by reducing his 
$1 million compensation to the same $70,000. At the 
same time, he directed that most of the firm’s profits go 
back into the staff. He chose the $70,000 figure on the 
grounds that it is the level at which money is presumed
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to buy the most happiness, while at the same time mak
ing for a productive workforce. The CEO also wanted to 
demonstrate what is possible if workers can actually share 
the gains o f their labor. Still the author acknowledges that 
while this may be feasible in some small companies, it 
may not be feasible in companies with larger workforces. 
In the case ofWalmart, it might leave the company unable 
to cover all of its expenses. And yet, the larger point is that 
there is still room to maneuver. In other words, Walmart 
could make all of its workers full time and pay them a 
minimum wage o f $15 an hour, costing the company 
$5.2 billion a year and still be left with a hefty profit.

Economic Policy Institute. 2014. “Over 600 Economists Sign 
Letter in Support of $10.10 Minimum Wage: Economist 
Statement on the Federal Minimum Wage.” http://www.epi 
.org/minimum-wage-statement/ (January 14).

This is a petition that was signed by more than 600 econ
omists, including those who subscribe to the standard 
model o f the minimum wage and several Nobel laureates, 
which was sent to President Obama and congressional 
leaders from both political parties calling for an increase 
in the minimum wage to $10.10 an hour. The letter notes 
that close to 17 million workers would directly benefit 
from the increase and that an additional 11 million work
ers earning above the new minimum would also derive 
benefit. It calls attention to new research findings suggest
ing no, or little, adverse employment effects, and suggests 
that a higher wage could even have stimulative effects for 
the economy as a whole.

Garcia, Eric. 2015. “Who Are the Minimum-Wage Workers 
o f America?” National Journal. http://www.nationaljournal 
.com/economy/who-are-the-minimum-wage-workers-of- 
america-20150428 (April 28).

This article presents a profile of just who are the work
ers earning the minimum wage today. Many o f them are
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young men and women and are likely to be employed in 
certain sectors o f the economy. These workers also tend 
to have lower levels o f educational attainment, many 
of whom have less than a high school education. This 
article also notes that according to the Bureau of Labor 
Statistics many of the states with the highest percent
age o f workers earning the minimum hourly wage rate 
resided in the American South, including Arkansas, 
Louisiana, Mississippi, and Tennessee. The article appears 
to suggest that where people live may be a determinant 
of earning the federal minimum wage. On one level, 
the article may be seen as attempting to put a human 
face on low-wage America. But on another level, it is 
suggestive that determinants o f who earns the mini
mum wage may in the end be more about politics than 
economics.

Institute for Cultural Communicators. 2015. “Minimum Wage 
and Poverty: Guide to Research Resources.” http://iccinc.org/ 
files/tour20 l4/PF_ResourcesPreview.2014july21 .pdf.

This is a resource guide that was compiled by Ka-Neng Au, 
a reference librarian at Rutgers University. It provides 
students and others a guide to understanding the ICC  
Resolution on the minimum wage: “Resolved that rais
ing minimum wage rates reduces poverty in the United 
States.” The resources are primarily links to agencies like 
the Department o f Labor Wages and Hours Division, 
the M IT calculator on the living wage, and various stud
ies that support the resolution.

International Labor Organization— Information Resources—  
Research Guides— Minimum Wages, http://www.ilo.org/inform/ 
online-information-resources/research-guides/minimum-wages/ 
lang— en/index.htm.

This site presents information from the International 
Labor Organization on the minimum wage worldwide. 
It also contains links to ILO publications— studies and 
reports— on the minimum wage.
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Kearney, Melissa, and Benjamin H. Harris. 2014. “The ‘Ripple 
Effects of a Minimum Wage Increase on American Workers.” 
The Hamilton Project, http://www.hamiltonproject.org/papers/ 
the_ripple_effect_of_the_minimum_wage_on_american_ 
workers/.

This article put out by the Hamilton Project of the Brook
ings Institution argues that the benefits of the minimum 
wage are much broader than those low-wage workers 
whose pay will be raised to the level of a new minimum 
wage. In talking about ripple effects, the authors appear 
to be making reference to wage contour effects. Because 
those earning above the new minimum wage will also get 
pay increases, and so too will those earning above them 
and so on, the minimum wage can provide a stimulus to 
the economy that extends beyond those low-wage workers 
paid at or below the current minimum wage. In this arti
cle the authors find that up to 35 million workers would 
receive a wage increase, which accounts for 29.4 percent 
of the workforce. Their conclusion is that the nature of 
the current minimum wage focuses too narrowly on those 
workers earning exactly the minimum wage, and in so 
doing overlooks a much larger number of low-wage work
ers who would also get wage increases through the ripple 
effects.

Massachusetts Institute of Technology. Poverty in American 
Living Calculator, http://livingwage.mit.edu/.

This site provides a living wage calculator to estimate the 
cost of living in a given community or region. The calcula
tor lists typical expenses, the living wage and typical wages 
for a selected region. What the calculator makes clear is 
that while the minimum wage establishes a minimum 
earnings threshold under which society will not allow 
families to fall below, it has nonetheless failed to approxi
mate families basic expenses in 2013. The result is that 
many families are forced to seek either public assistance
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or multiple jobs in order to pay for food, clothing, shelter, 
and medical care for themselves and their families.

Meer, Jonathan, and Jeremy West. 2015. “Effects of the Mini
mum Wage on Employment Dynamics.” http://econweb.tamu 
.edu/jmeer/Meer_West_Minimum_Wage.pdf. (January).

This article argues that although the evidence isn’t there 
that an increase in the minimum wage will lead to an 
immediate and dramatic decrease in employment, it will 
nonetheless impact employment over time. The authors 
argue that the principal consequence will be a slowdown 
in economic growth, which will lead to lower employment 
over time because fewer jobs will be created. The authors 
use three separate panels of administrative employment 
and find that the rate of job growth is reduced over sev
eral years. Moreover, the effects are more pronounced 
for younger workers and those in industries employing a 
higher proportion of low-wage workers. This article could 
be viewed as significant because it is qualifying what it 
means to talk about reduced employment by distinguish
ing between the disemployment effect— those who are 
laid off following an increase— and lower employment 
because fewer jobs are created.

National Conference of State Legislatures. 2015. “State Mini
mum Wages/2015 Minimum Wages by State.” http://www 
.ncsl.org/research/labor-and-employment/state-minimum- 
wage-chart.aspx (February 24).

This is a source of information for those who want to know 
what the minimum wage is in various states. It provides a 
table with each states minimum wage as o f February 24, 
2015, which in some cases is none, future enacted increases, 
and indexed automatic annual adjustments. For those states 
that adopted indexation mechanisms, it indicates whether 
they came about through legislation, ballot initiative, or 
constitutional amendment. It also provides links to a 
minimum wage legislation database for 2014 and 2015.
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National Womens Law Center. 2015. Home > Our Issues > 
Employment > Women and the Minimum Wage, State by State. 
http://www.nwlc.org/resource/women-and-minimum-wage- 
state-state (January 5).

This site provides a state-by-state analysis of women who 
are earning the minimum wage. Two-thirds of minimum 
wage workers nationwide are women and at least half of 
minimum wage workers in each state are women. Although 
29 states and the District of Columbia have minimum 
wages higher than the federal minimum wage of $7.25 an 
hour, in every state the minimum wage leaves a full-time 
workers with two children below the official federal pov
erty line. This site has a link to aggregate data nationwide.

Neumark, David. 2014. “Who Really Gets the Minimum 
Wage.” The Wall Street Journal http://www.wsj.com/articles/ 
who-really-gets-the-minimum-wage-1404683348. (July 6). 

This is an op-ed piece that argues that the minimum wage 
is not really targeted well. The author argues that were the 
minimum wage to be raised to as $10.10 an hour as pro
posed by President Obama, only 18 percent of the ben
efits would go to poor families, while 29 percent would 
go to families whose incomes are three times the poverty 
level. Still, the author acknowledges that while most o f the 
evidence points to job losses, it does not point to wide
spread declines in employment. Rather, consistent with 
the Congressional Budget Office report o f 2014, many 
more low-wage workers will get a raise than lose their 
jobs. Nevertheless, the argument is about low-wage work
ers, not low-income families. On the contrary, the mini
mum wage is ineffective in helping poor families because 
such a small share of the benefit actually flows to them. 
For the author, low-wage workers and low-income fami
lies are not the same thing. Rather, many higher-income 
families have low-wage workers, and some poor families 
have some workers who earn higher wages but cannot get
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enough hours. And then there are poor families with no 
workers, in which case the minimum wage is of no use 
to them. Although a higher minimum wage can reduce 
poverty if the wage gains in poor families outweigh job 
losses caused by the increase, most evidence suggests that 
minimum wage increases don’t reduce poverty. Therefore, 
a better alternative for reducing poverty would be the 
earned income tax credit.

Pew Research Center. 2014. “Most See Inequality Growing, 
But Partisans Differ over Solutions.” (January 23). http://www 
.people-press.org/20l4/01/23/most-see-inequality-growing- 
but-partisans-differ-over-solutions/.

This is a short piece that summarizes Americans’ attitudes 
toward rising income inequality and whether the wealthy 
should be taxed more as a means o f addressing the issue. 
Sixty-five percent of Americans (out of a survey of 1,504 
adults) believe that the gap between the rich and poor has 
widened, and 54 percent believe that the wealthy should 
be taxed more to expand aid to the poor. Meanwhile, 
73 percent o f the public favored raising the federal mini
mum wage to $10.10 an hour. Still there was consider
able partisan division on these issues, with 65 percent of 
Republicans opposing minimum wage increases. Although 
just a survey of public opinion on the issue, it is impor
tant because it highlights a divide between policymakers 
who often reflect the interests of the business community 
buttressed by the standard model on the minimum wage 
and the public that often tends to favor increases in the 
minimum wage.

Raise the Minimum Wage.com. http://www.raisetheminimum 
wage.org/.

This site is a project of the National Employment Law 
Project. It is intended as a resource for those interested in 
knowing more about the minimum wage, and especially



318 The Minimum Wage

public officials at the local level interested in enacting one. 
Among the available resources are fact sheets, minimum 
wages in “your community,” minimum wage laws and 
proposals in major U.S. cities, research, polling, questions 
and answers, reasons for why the minimum wage should 
be raised, other minimum wage partners, and testimony. 
It also contains a blog, a media center, and information 
about campaigns in progress for minimum wages, whether 
it be increases or new legislation. Among the first pieces 
of information provided is a statistic showing that 75 per
cent of Americans support an increase in the minimum 
wage to $12.50 an hour.

Time for a Raise. 2013. http://www.timeforaraise.org/benefits- 
of-raising-the-minimum-wage/.

This appears to be the website o f an advocacy group sup
porting higher minimum wages. It provides interesting 
figures on the state o f the minimum wage and who earns 
it. In 2011, for example, 3.8 million people were paid 
at or below the minimum wage, and had the minimum 
wage been raised to $8.50 an hour then, about $9.5 bil
lion in additional spending would have been injected into 
the economy. And were the minimum wage raised to $10 
an hour, which would still be below its 1968 value, an 
additional $60 billion in additional spending would have 
been injected into the economy. This website makes clear 
that more than a matter of assisting the poor, raising the 
minimum wage is about stimulating the economy and 
providing benefits to small businesses that were hit hard
est during the Great Recession.

U.S. Department of Labor. Wage and Hours Division. 2014. 
“Final Rule: Executive Order 13658, Establishing a Minimum 
Wage for Contractors.” (February 12). http://www.dol.gov/ 
whd/flsa/eol3658/index.htm.

This is the Executive Order that President Obama issued 
in February 2014 directing that all businesses that contract
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with the federal government to perform various services 
pay their workers a minimum wage of $10.10 an hour as 
a condition o f those contracts. Because the minimum 
wage requires an act o f the U.S. Congress, this order 
applied only to contractors and as such was limited in 
scope. The president could issue the order under Execu
tive Branchs contract authority. Still, these contractors 
would only have to pay the ordered minimum wage to 
those employees working on the government contracts.

U.S. Department of Labor. Summary of the Major Laws of 
the Department o f Labor, http://www.dol.gov/opa/aboutdol/ 
lawsprog.htm.

This site from the U.S. Labor Department provides infor
mation on all the major pieces of labor legislation affect
ing the workers and their workplaces. On the very first 
page of the site is a link to the Wages &  Hours Division, 
which administers the Fair Labor Standards Act (FLSA) 
with a link to that as well. On the FLSA link, one can find 
information about the law, who is covered, the history of 
the law, its 75th-anniversary celebration, employee rights, 
as well as FLSA posters, bulletins, and presentations in 
several different languages.

Wihbey, John. 2014. “Effects of Raising the Minimum Wage: 
Research and Key Lessons.” Journalist s Resource, Harvard Ken
nedy School, Shorenstein Center on Media, Politics and Public 
Policy. (February 20). http://journalistsresource.org/studies/ 
economics/jobs/the-effects-of-raising-the-minimum-wage#. 

This short article presents an overview of issues and les
sons from the minimum wage. It contains links to key 
reports put out by government agencies like the Con
gressional Budget Office and studies done by various 
economists. It also contains links to organizations like the 
Center for American Progress that supports minimum 
wage increases and the National Bureau for Employment 
Research that still hews to the standard model. This piece
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is intended mainly as a resource guide for journalists seek
ing to navigate this issue, but can certainly be used as a 
point of departure for anybody interested in studying the 
issues.

Wilson, Mark. 2012. “The Negative Effects of Minimum Wage 
Laws.” Cato Institute/Downsizing the Federal Government, 
http: / / www. downsizinggovernment. org/labor/negative-effects- 
minimum-wage-laws (September).

This article is more of a position paper put out by the 
Cato Institute, a libertarian think tank devoted to free 
unfettered markets that allow for individuals to pursue 
their liberties unfettered by government interference of 
any kind. At the outset, the author makes it clear that 
minimum wages stifle job opportunities for low-skilled 
workers, youth, and minorities. Because there is no such 
thing as a free lunch, employers will compensate for higher 
wages by reducing hours, reducing hiring, reducing ben
efits, or simply raising their prices. The author reviews 
the history of the minimum wage, the various economic 
models, statistics on who is paid the minimum wage, and 
the effects of the minimum wage on employment. The 
author concludes that low wages are usually paid to entry- 
level workers who do not earn these wages for extended 
periods o f time. The author cites studies that claim that 
nearly two-thirds o f minimum wage workers move above 
that wage within a year. Therefore a minimum wage is not 
needed. Moreover, in tough economic times when work
ers will produce less value than the wage that employers 
are forced to pay, employers simply will not hire workers 
whose value is less than the new minimum wage. Policy
makers, then, should pursue policies that generate faster 
growth to benefit all workers rather than those, like the 
minimum wage, that create winners and losers.
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7 Chronology

Introduction

The m in im u m  wage has been in  existence in  one fo rm  or another 
since the late 1800s. I t  has long been, a n d  continues to be, a 
controversial issue. This chapter presents a b r ie f chronology o f  the 
some o f  the milestones in  the history a n d  evolution o f  the m in i
m um  wage. A lthough coverage has greatly expanded, the m in i
m um  wage in  the U nited States remains little more than a wage 

floor. In  several other developed countries, i t  has become more 
encompassing.

1894 New Zealand passes the first national minimum wage 
through its Industrial Conciliation and Arbitration Act. It was 
the worlds first system of a compulsory arbitration. It gave 
legal recognition to unions and allowed for them to take labor 
disputes to the conciliation board, which was made up o f both 
employers and workers. An unsatisfactory decision on either 
side could then be appealed to the Arbitration Court, which 
was made up of one Supreme Court judge and two assessors. 
Employers associations elected one assessor, while unions 
elected the other. This law became the foundation for deter
mining minimum wage rates and settling labor disputes.

Democratic presidential candidate Sen. Bernie Sanders (I-Vt.) speaks 
during a rally on Capitol Hill in Washington, D.C., on July 22, 2015. 
Sanders pushed to raise the minimum wage to $ 15 an hour. (AP Photo/ 
Andrew Harnik)
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1896 Victoria, Australia, amends its Factories Act to create wage 
boards. This was actually the last of a series of nineteenth-century 
legislation intended to establish minimum standards for wages 
and working conditions, particularly in the Melbourne dis
trict. It gave legitimacy to state intervention in the workplace 
in order to reconcile the conflicting rights o f labor and capital. 
It also sought to limit the employment opportunities of women, 
children, and Chinese immigrants.
1905 The U.S. Supreme Court decides Lochner v. New York, 
which affirmed the “liberty of contract” doctrine. This doc
trine would overshadow all attempts to pass legislation regulat
ing hours and wages in the United States until the late 1930s. 
In Lochner, the Supreme Court held that a New York State stat
ute limiting a bakers hours to 10 hours a day and 60 hours a 
week violated a bakers liberty of contract— the right to work 
more hours if desired. The Court rejected the application of 
an earlier case, Holden v. Hardy, that a worker s hours could be 
regulated in order to protect the workers health and welfare. 
In Lochner the Court maintained that there was nothing in what 
a baker did that presented a health risk. The precedent from 
this case was critical because if a state was effectively prohibited 
from imposing a maximum hours law because it violated work
ers liberty of contract, it would effectively be prohibited from 
imposing a minimum wage floor for the same reason.

1908 The U.S. Supreme Court upholds Mueller v. Oregon, 
which qualified the liberty of contract doctrine coming from 
Lochner v. New York. In this case the Court said that the state of 
Oregon could limit the hours of women working in laundries to 
10 hours a day and 60 hours a week because their liberty of con
tract needed to be protected. Women needed special protection 
because they had the essential function of caring for the next 
generation as mothers. Therefore, to limit their liberty of con
tract was deemed to be in the larger public interest and was cov
ered by the state police power of protecting health welfare and 
morals. This case was important because it established the prin
ciple of protective labor legislation for women and effectively
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suggested that states would be free to now establish maximum 
hours and minimum wage legislation, at least for women.
1909 Great Britain passes the Trades Boards Act, which 
became the basis for minimum wages in Britain. The law was 
intended to wipe out sweating where workers paid by manu
facturers were not paid wages but for the pieces they produced. 
The idea was to create the first steps toward a universal mini
mum wage in Britain.
1912 Massachusetts passes the first minimum wage in the 
United States. The law covered only women and children and 
allowed for a commission to determine where the wage would 
actually be set. Although it called for weak penalties for viola
tors, the commonwealths 1912 report of the Commission on 
Minimum Wage Boards still made it clear that whenever wages 
“are less than the cost of living and the reasonable provision 
for maintaining the worker in health, the industry employing 
her is in receipt of the working energy o f a human being at less 
than its cost, and to that extent is parasitic.” As weak as the law 
was, it introduced the concept of parasitic industries and, in 
the spirit of incrementalism, created the foundations for what 
would ultimately evolve into a more encompassing wage floor. 
At the same time, it appeared to be navigating the difficult ter
rain between Lochner and Mueller.

1912 Sidney Webb publishes “The Economic Theory of a 
Legal Minimum Wage” in the Journal o f Political Economy. 
Speaking from the school o f institutional economics, Webb 
argued that a higher minimum wage would enable workers 
to better maintain themselves. They would feel better about 
their work and consequently their productivity would increase, 
which in turn would add to the efficiency of their employers. 
Webb was making an efficiency argument for the minimum 
wage, which has come to be known as the Webb effect. He also 
argued that a higher minimum wage would create an incen
tive for employers who did not consider their employees to 
be worth a higher wage to invest in their training so that their 
productivity would increase to justify a higher wage.
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1918 The U.S. Congress enacts the first federal minimum 
wage law specifically for the District of Columbia, which was 
to apply only to women under the model of protective legisla
tion for women. While reformers made the essentialist argu
ments for it coming out o f Mueller, they in this case offered 
some pragmatic ones as well. They noted that women were 
among the lowest-paid workers and were thus in desperate 
circumstances. Moreover, because women weren’t unionized, 
a legislated minimum was therefore necessary.

1923 The U.S. Supreme Court decides Adkins v Childrens 
Hospital, which said that the 1918 federal minimum wage law 
for the District o f Columbia was unconstitutional because 
women were no longer entitled to protective legislation that 
would interfere with their liberty of contract. The Court said 
that they no longer needed special protection because the con
stitutional amendment of 1920 that granted them the right 
to vote effectively eliminated the biological difference between 
men and women asserted by the Court in Mueller. Now they 
enjoyed the same liberty o f contract as men, and it would be 
more difficult to pass laws mandating minimum wages.

1933 Congress passes the National Industrial Recovery Act 
(NIRA). The legislation was designed to maintain price and 
market stability by adopting industry codes to safeguard against 
unfair competition. The codes contained provisions on hours, 
wages, unions, and collective bargaining. By establishing codes 
for minimum wage rates for specific industries, which would 
also vary from industry to industry, the legislation was creating 
a precedent for general minimum wage legislation. Moreover, 
it was making a statement about the importance of a mini
mum wage floor for the general health of the economy on the 
assumption that aggregate demand for goods and services can
not be maintained if workers don’t have wages sufficient to 
maintain purchasing power.

1936 The Supreme Court decides Morehouse Warden v. 
Tipaldo. This was an important case because it demonstrated that 
as late as 1936, the influence o f Lochnerwzs still quite strong.
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At issue was a 1933 law in New York State that authorized the 
state s labor commissioner to fix wages for women. New York 
State attempted to argue that given the depths of the Great 
Depression, a state minimum wage constituted emergency leg
islation that would override the prevailing liberty of contract 
doctrine. The Court, however, did not view a minimum wage 
to be a matter o f emergency legislation and therefore held the 
measure to be an unconstitutional abridgement o f a womens 
liberty of contract. Moreover, the Court maintained that men 
were just as susceptible to exploitation.

1937 The National Emergency Council submits a report to 
President Franklin Roosevelt titled Report on Economic Condi
tions o f the South. This report detailed how the economy of the 
South lagged behind the economy o f the North in a wide vari
ety of measures, most notably education, industry, and wage 
structure. The findings of this report helped bolster the argu
ment that a uniform minimum wage would not only reduce 
industrial strife by giving workers more bargaining power and 
enable them to demand more goods and services because of 
greater purchasing power, but it would also be a key ingredient 
in the economic development o f the South.

1937 The U.S. Supreme Court decides West Coast Hotel Co. v. 
Parrish. This case involved the constitutionality of a Wash
ington State minimum wage law that had been on the books 
since 1913. In this case the state of Washington argued that a 
minimum wage was necessary to preclude possible wage dis
putes that could disrupt normal business activity, which in turn 
could inconvenience all concerned. Coming a month after 
the Supreme Courts failed court-packing plan, the Supreme 
Court now overturned its prior decisions and upheld the con
stitutionality o f the Washington state statute. Now the Court 
made it clear that the law did not really compel an employer to 
pay anything; rather, it merely created a minimum floor. The 
Court was now prepared to recognize that a minimum wage 
could be a matter o f emergency legislation, especially during 
a depression. Moreover, the Court appeared to recognize that
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the standard for state regulation o f public health and welfare 
now went beyond those matters that merely caused physical 
harm; they now included economic harm. This case was critical 
because the path was now clear for government, whether at the 
federal or state level, to pass a minimum wage law on the basis 
of a compelling public interest.
1938 In his State of the Union Address President Franklin 
Roosevelt defends the idea of wage legislation. He argues that 
it will assist the disadvantaged and assist in the economic recov
ery of the nation by affording more people purchasing power. 
When the purchasing power o f those groups who are disad
vantaged are increased, so too is the purchasing power o f those 
in professions that serve them. Roosevelt argued that it was a 
measure of benefit to the economy as a whole because all sec
tors o f the economy were interrelated.
1938 Congress passes the Fair Labor Standards Act (FLSA), 
which established the nations first federal minimum wage. 
Although coverage was very limited, it did establish a national 
minimum wage o f $0.25 an hour to increase to $0.40 an hour 
by 1945. The legislation established an hours and wages divi
sion, whose administrator would be responsible for the appoint
ment of an industry committee for each industry engaged in 
either commerce or goods production. The committees were 
to include representatives from employers, employees, and the 
general public, and were to make recommendations for the 
highest possible minimum wage in each industry that would 
not adversely affect employment. These committees were also 
supposed to be cognizant of each industry’s respective eco
nomic and competitive conditions.
1949 In his State of the Union Address President Harry S. 
Truman calls for an increase in the minimum wage— the first 
since its last increase in 1945, which was the last in a schedule 
created in the initial FLSA of 1938. He argued that the minimum 
wage was central to his broader social agenda o f attempting to 
bring the lowest paid workers up to a level that corresponded
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to the price and wage structure that had evolved immediately 
following World War II. As a result of these amendments to the 
FLSA, the minimum wage was raised to $0.75 an hour. These 
amendments also began a process of expanding coverage. All 
employees in retail sales were previously excluded from cover
age. Now only those employees in retail establishments with 
more than 50 percent of their annual sales volume in the states 
in which they were located were excluded.
1961 Congress raises the minimum wage to $1.25 an hour 
and expands coverage to include an additional 7.6 million 
workers. These amendments were important because o f the 
expanded definition o f covered industries. Covered industries 
now included retail and service establishments with gross sales 
in excess of $1 million and who sold across state lines in excess 
of $250,000. The minimum wage now covered transportation 
workers in either urban or intraurban systems in which gross 
sales also exceeded $1 million. Gas station workers were also 
included if gross sales exceeded $250,000. Still, the law contin
ued to exclude many workers who otherwise would be classi
fied as “low-skilled” workers.
1966 Congress amends the FLSA again to cover an estimated 
9.1 million workers. These amendments, along with the pre
ceding amendments in 1961, are considered to be among the 
most important because of the expansion o f coverage. These 
amendments raised the minimum wage to $1.60 an hour, 
where it would remain until amended again in 1974.

1981 President Ronald Reagan fires the PATCO air traffic 
controllers who went out on strike, which for federal employ
ees was illegal. This action sent shock waves through the labor 
community because employers in the private sector came away 
with the message that if government can fire striking work
ers, they can too. This event is often seen as the beginning of 
an assault on organized labor. With this assault, membership 
in unions declined and a key constituency for increases in the 
minimum wage also declined. It was no coincidence that the
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greatest decline in the value of the minimum wage occurred at 
the same time that organized labor saw its greatest decline in 
membership. Reagan, who was no friend o f organized labor, 
also opposed increases in the minimum wage, although he did 
support subminimums for teenagers. Many saw the Reagan 
years as an assault on labor generally. The next increase in the 
minimum wage would not occur until his successor George 
H. W. Bush was in office in 1989.
1981 The federal Minimum Wage Study Commission 
(MWSC) releases its report. The report concluded that a 10 per
cent increase in the minimum wage would lead to a 1-3 percent 
reduction in employment among teenagers. The report also con
cluded that the effects would be proportionately smaller for 
adults 20-24, and that on balance adults would be better 
off under a wage floor. Although the report did have some
thing for everybody on all sides of the minimum wage debate, 
the report formed the basis for a new consensus that mini
mum wage increases specifically lowered employment for 
teenagers. For opponents o f the minimum wage, this provided 
good ammunition. But it also fueled calls for a subminimum 
wage for teenagers. It may not be completely related to the 
report, but 1981 saw the inauguration o f Ronald Reagan who 
opposed both unions and the minimum wage on the grounds 
that both were an assault to liberty, and the individuals lib
erty to negotiate their own working conditions, including pay, 
free from the fetters o f government control. The year 1981, 
then, would mark the beginning o f the longest stagnation of 
the minimum wage, which would also coincide with the great
est declines in union membership. The minimum wage, which 
had been raised to $3.35 an hour as the last phase of the 1977 
amendments, would not be raised again until 1989.
1993 Congress significantly expands the earned income tax 
credit (EITC) as part of the Omnibus Budget and Reconcili
ation Act of 1993. Republicans and conservatives in Congress 
still opposed raising the minimum wage on the grounds that 
it would result in lower employment and hurt the poor. At a
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time when there were wide-ranging debates over reforming the 
nation s welfare system, the EITC was seen as a way to assist the 
working poor, reward work, and not lead to lower employment 
among the poor, who were also disproportionately unskilled 
workers. For single parents with two children earning a min
imum wage of then $4.25 an hour, the maximum credit of 
$3370 when fully phased in by 1996 meant that these workers 
would effectively be getting a 40 percent boost in their income. 
The EITC functions like a negative income tax, which means 
that workers whose wages are too low to pay federal taxes get 
a check from the federal government. For conservatives who 
always argued the moral hazard o f welfare assistance, the EITC 
was a measure that rewarded work, and would effectively offer 
an incentive to those who previously shunned work to enter 
the labor market, even if it was only the low-wage labor mar
ket. And for opponents o f the minimum wage, this was viewed 
as a better way to assist the poor because it would not result 
in disemployment effects among the poor. At the same time, 
it was not clear that the EITC would not also be encourag
ing employers to pay low wages because they now understood 
that their workers wages would be subsidized by government. 
Moreover, there was the additional question of what incen
tive would workers have to put their greatest effort in for their 
employers when 40 percent of their incomes was coming from 
the government instead o f their employers.

1994 Baltimore enacts the nations first living wage ordi
nance. Under this ordinance all companies that had contracts 
with the city to perform public services were required to pay 
a minimum hourly wage of $6.10 an hour at a time when the 
federal minimum wage still stood at $4.25 an hour. More than 
130 municipalities have since passed similar ordinances, many 
of which also include provisions for benefits too. With this 
measure began what has come to be known as the living wage 
movement, which has been in response to two things. The first 
was the tendency of municipal governments to reduce costs by 
contracting out municipal services that were once performed by
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better paid unionized municipal workers to private contractors 
who weren’t paying much more, if at all, than the minimum 
wage. And the second was that the federal minimum wage had 
failed to keep pace with inflation, and that it was insufficient 
to support a family. Although these ordinances were limited 
in their coverage, the living wage movement did call attention 
to the plight of low-wage workers. While it never materialized 
in the early years, the hope was that these citywide ordinances 
would lead to more encompassing citywide minimum wage 
laws. In more recent years with various municipalities enact
ing their own citywide minimum wages, the linkage appears to 
have been established.
1996 Congress finally amends the FLSA for the first time 
since 1989. The minimum wage was to be raised in two phases, 
from $4.25 to $5.15 an hour by 1997. This increase came amid 
considerable controversy. The Republican-controlled Congress 
was opposed for the same reasons they traditionally opposed it: 
it would lower employment and hurt small businesses. Congres
sional Democrats and President Bill Clinton favored it because 
they believed that those who work and play by the rules of the 
game should earn livable wages. The timing of the change was 
particularly important because it coincided with a major over
haul of the nations welfare system. With the Personal Respon
sibility and Work Opportunity Reconciliation Act (PRWORA) 
of 1996, Congress ended welfare as an entitlement and made 
the receipt of temporary assistance contingent on participation 
in welfare to work programs. States would run their own pro
grams, but assistance would now be time-limited, with financial 
inducements to move as many of their welfare caseloads into 
the labor market, as well as find ways to reduce out of wedlock 
births. There was certainly a sentiment among some that if for
mer welfare recipients were going to be forced to transition into 
the labor market, then as a matter of fairness they needed to 
earn wages that would better enable them to stay there.

1996 The Australian Council of Trade Unions launches 
their living wage campaign as a claim before the Australian
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Industrial Relations Commission. It was intended to mount 
a counteroffensive against the newly elected government that 
was committed to breaking union power and deregulating 
markets. It was about preventing the collapse of hourly wage 
rates in an economy plagued by chronic unemployment and 
underemployment.

1999 The British Parliament passes the National Minimum 
Wage (NMW), which effectively replaces the Trade Boards Act 
of 1909. This law created a uniform minimum wage covering 
the entire country. This act also created the Low Pay Com
mission (LPC), which was to act independently o f Parliament 
and make periodic recommendations on the minimum wage. 
The purpose of the LPC was to remove the minimum wage in 
Britain from politics. By having an independent body make 
recommendations, Parliament would then be forced to pub
licly respond.

2007 Congress in its first 100 days of a newly elected Demo
cratic Party majority in both chambers amends the FLSA to 
increase the minimum wage in three phases, from $5.10 an 
hour in 2007 to its current rate o f $7.25 by 2009. This had 
been the first increase in the minimum wage since 1996, when 
a Republican-controlled Congress increased it only because the 
legislation also included a grab bag o f goodies to business inter
ests, especially small businesses.

2013 President Barack Obama calls for an increase in the 
federal minimum wage from $7.25 an hour, where it had 
been since 2009, to $9 an hour. He argued that in the worlds 
wealthiest nation no one working full time should have to live 
in poverty. He argued that at a time when CEO pay was at its 
highest, it was definitely time to do something for the least 
advantaged members of society. But he also made it clear that it 
would be beneficial to businesses too. They would benefit from 
more customers with more money in their pockets to spend.

2013 On Labor Day fast-food workers take to the streets in 
a daylong strike for a $15 an hour minimum wage. This would
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be the first such strike among several periodic strikes for the 
$ 15 an hour minimum. Although it did not result in an increase 
in the minimum wage, it did call attention to the plight of low- 
wage workers, and could conceivably be the foundation for a 
nationwide social movement for a national minimum wage of 
at least $15.
2014 German chancellor Angela Merkel approves the coun
try’s first minimum wage of 8.50 Euros, which is the equivalent 
$11.75 an hour, to begin in 2015.
2014 President Obama proposes a minimum wage increase 
to $ 10.10 an hour in his State of the Union Address. This was in 
support of the Harkin—Miller bill to raise the minimum wage 
to $10.10. It is also against the backdrop of rising inequality.
2014 In February President Barack Obama issues Executive 
Order 13658 directing private contractors who are doing busi
ness with the federal government to pay their workers a mini
mum wage o f $10.10 an hour. This minimum wage is limited 
in its coverage to only federal contractors, and does not apply 
to businesses across the board.
2014 Bill de Blasio is elected mayor of New York City on 
a progressive platform of addressing rising income inequality. 
Among his proposals was a citywide minimum wage to match 
other cities in the country that were already raising their wages. 
To some extent, his election did focus attention on these issues 
and the steps that local governments might take to address 
them.

2014 The Congressional Budget Office (CBO) issues a report 
on the minimum wage that states that an increase in the mini
mum wage to $10.10 an hour as proposed by President Obama 
could lead to 500,000 fewer jobs once fully implemented. Still, 
the report concludes that an increase in the minimum wage 
will be beneficial to the economy because more than 16 million 
workers will get raises and their increased purchasing power 
will fuel economic growth because greater purchasing power 
will lead to increased aggregate demand for goods and services.
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2014 The Seattle, Washington, City Council passes a $15 
an hour minimum wage and the mayor signed it. The law was 
expected to be phased in over seven years, beginning in April 
2015. The seven-year phase-in applies to smaller businesses—  
those employing fewer than 500 workers. Larger employers—  
those employing over 500 workers— are expected to reach a 
minimum of $15 an hour in three years.

2014 The City of San Francisco is the second city in the 
United States to raise its minimum wage to $15 an hour.
2015 As of this writing at least 29 states and many localities 
have minimum wages that are higher than the federal mini
mum wage o f $7.25 an hour. O f those states that have higher 
minimum wages, 16 have a mechanism for automatic adjust
ment of their wages so that they don’t lose value due to a failure 
to increase the minimum wage. The increased number of states 
with higher minimum wages reflects the new reality that the 
federal minimum wage has failed to keep pace with inflation 
and its value has declined considerably. But it also speaks to 
states stepping into a void by the states that the federal govern
ment created by allowing the federal minimum wage to decline 
in value.

2015 The Los Angeles City Council votes to increase its 
minimum wage from $9 an hour to $15 an hour by 2020. 
The vote came amid workers across the country striking for a 
$15 an hour minimum, and in a city where almost 50 percent 
of the city’s workforce earns less than $15 an hour.

2015 The City Council in Portland, Oregon, votes to raise its 
minimum wage to $ 15 an hour for city workers and contractors.
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Decile This refers to each of 10 equal groups that the popu
lation can be divided into. If, for example, we are using this 
term to describe the wage distribution, it would be divided 
into 10 equal parts, with each part comprising 10 percent of 
the wage distribution. If  we were then talking about the top 
decile of the distribution, we would be talking about the top 
10 percent.
Deliberate Policy Hypothesis This holds the rise in income 
inequality to be due to policy choices that were made. Rising 
income inequality is not due just to natural market forces, but 
to policy decisions that were deliberately made, or, in some 
cases, the failure to respond at all.
Disemployment Effect When workers have lost their jobs 
directly as a result of an increase in the minimum wage.
“Effective Minimum Wage” This refers to a larger segment 
o f the labor market that does not earn the statutory minimum 
wage— the official minimum wage— but earn wages around 
that statutory minimum. It represents the larger low-wage 
labor market.

Efficiency Wage When the efficiency o f the firm increases 
due to an increase in wages. A minimum wage as an efficiency 
wage means that an increase in the minimum wage will result
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in greater efficiency because the higher wage leads workers to 
be more productive.
Employer of Last Resort (ELR) This is the idea that govern
ment should create jobs programs and serve as the employer of 
last resort to those unable to find employment in the private 
marketplace. The wages paid in these programs would become 
the effective minimum wage.

Essentialist Arguments These were arguments made by Pro
gressive reformers in favor of minimum wages specifically for 
women. The minimum wage, they argued, was essential for the 
protection of their health and welfare because they were carry
ing the next generation.
Gini Coefficient Also known as the Gini index or ratio, this 
is a measure o f statistical dispersion intended to represent the 
income distribution o f a nations residents. It is commonly 
used as a measure of inequality. The Gini coefficient is a num
ber between 0 and 1, with 0 corresponding to perfect equal
ity and 1 corresponding with perfect inequality. Countries 
with coefficients further away from 0 are said to have greater 
income inequality than those countries whose coefficients are 
closer to 0.

Human Capital Theory This theory holds that competi
tive markets guarantee that wages will be exactly equal to the 
workers’ marginal productivity. In other words, wages are 
determined by the value that workers return to their employ
ers. Employers, then, increase that value by investing in the 
human capital of their workers through training programs that 
will result in productivity. A minimum wage could also lead 
to employers making such investments in order to justify the 
higher wages.

Institutionalists These are economists from the school of 
institutional economics that hold the standard model or com
petitive model to simply be a rationalization of a set o f power 
relations. They categorically reject the notion that so-called 
market forces are natural. Rather, the power imbalance between
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labor and management requires the existence of labor market 
institutions that can effectively give them voice. These institu
tions have traditionally been unions and the minimum wage.
Liberty of Contract This was a doctrine used by the Supreme 
Court to strike down efforts by states and then the federal gov
ernment to pass maximum hours legislation and then minimum 
wages. The Court held that such legislation violated workers 
liberty of contract— their ability to negotiate for themselves the 
terms o f their employment.
Living Wage During the early part of the twentieth cen
tury when Progressive reformers were pushing for minimum 
wages for women, a living wage spoke to a minimum thresh
old that they would need for subsistence. Since 1994, the 
concept refers to local ordinances requiring contractors pro
viding municipal services to municipalities to pay a specified 
minimum wage.

Macroeconomic Model This model holds that the economy 
benefits from a higher minimum wage in the long term because 
higher wages mean that workers have greater purchasing power, 
which in turn means that they can demand more goods and 
services in the aggregate.
Marginal Revenue Product The amount of increase in out
put that results from, say, an increase in a unit o f labor. If add
ing an additional worker results in a rise in total revenues, the 
firm s output will rise as a result. This is the criterion often used 
by firms to determine how many workers to hire. But it is also 
the criterion used to determine when to raise workers wages.
Monopsony Model When one firm or one industry pos
sesses sufficient monopoly power that it can effectively estab
lish wage rates. In a labor market where one principal industry, 
for example, fast foods, is the sole purchaser o f low-wage and 
low-skilled workers services, an increase in the minimum wage 
will not lead to lower employment. On the contrary, it might 
lead to higher employment because the higher wage effectively 
attracts workers.
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OECD This stands for the Organization for Economic Co
operation and Development. Countries that are members of 
the O ECD  are generally developed countries. The term has 
become shorthand for more developed industrial nations of the 
First World rather than developing nations o f the Third World. 
Pareto-Optimal/Optimality A measure is said to be Pareto- 
optimal if in the process of making one group better off it 
does not make another group worse off. To be Pareto-optimal 
a public policy would have to be considered a win-win for 
everybody.
Rescheduling This is an alternative to the standard model 
that holds an increase in minimum wages will lower employ
ment. With rescheduling employment may rise following an 
increase in the minimum wage because employers may sched
ule their workers, albeit at higher wages, for fewer hours. The 
number of hours worked is determined by the hourly rate. 
Employment can increase because the number o f hours per 
worker may actually decline while the number o f workers 
working actually increases.
Scale Effect One o f the possible consequences of an increase 
in the minimum wage. Because an increase in the minimum 
wage raises costs leading to price increases, consumers then 
respond by purchasing less. Because demand has decreased, 
firms then produce fewer goods and services, which then results 
in lower employment. Employment is thus reduced through 
this scale effect.
Skills Mismatch Thesis This holds rising income inequality 
to be due to a mismatch between the skills required by employ
ers and those offered by workers. As the base of the economy 
has changed with new jobs either requiring workers with great 
skills or those requiring none at all, those who possess skills 
will command higher wages, while those who do not will be 
low-wage workers.
Standard Model This model reflects the neoclassical syn
thesis in economics that in pure competitive markets, there is
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no such thing as unemployment because workers can always 
lower their wage demands until the point where employers 
will demand their labor services. A wage floor in the form of a 
minimum wage, then, prevents workers from selling their labor 
services at rates below that rate, with the result being that there 
will be lower employment.

Substitution Effect When an employer in response to an 
increase in the minimum wage substitutes more technology 
for workers to improve efficiency. If the cost to the employer of 
higher wages exceeds the cost of technology, the firm may con
clude that it is more cost-effective to make this substitution.

Supply-Side Effects of Minimum Wage When an increase 
in the minimum wage effectively increases the supply of work
ers in the labor market because the higher wage serves to attract 
them into the market.

Universal Basic Income (UBI) This is the idea that every
body should be entitled to a basic minimum income where the 
idea and level extend well beyond what we typically associate 
with minimum wages.

Wage Contour A group o f workers with similar character
istics working in similar industries and earning similar wages. 
For each group there is a group o f rates surrounding a key rate, 
and these group rates are affected by changes in the key rate. 
Within an industry, the key rate is essentially defined as any 
rate serving as the reference point for that industry. By this 
theory, a minimum wage could serve as the key rate, or refer
ence point, for the larger low-wage labor market.

Wage Floor A floor beneath which wages may not fall below. 
In the form of a minimum wage, it prevents the cost o f labor 
from dropping below that minimum.

“Washington Consensus” This holds that skill-biased tech
nical change is the source of inequality, stagnating wages for 
the average worker, and potentially long-term unemployment. 
This consensus also maintains that the economy could grow
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through a set of microeconomic policies o f deregulation and 
privatization intended to achieve greater efficiency.
Webb Effect The Webb effect is when greater efficiency results 
from higher wages because those higher wages led to workers 
increasing their productivity. Sidney Webb hypothesized that a 
legal minimum wage would lead to greater efficiency. This has 
come to be known as the Webb effect.
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