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The Honorable George Bush
President of the Senate
Room S-212

The Capitol

Washington, D.C. 20510

Dear Mr. President:

| am pleased to transmit to you, in accordance with Section 2(e)3
of the Fair Labor Standards Amendments of 1977 (Public Law 95-15),
the Final Report of the Minimum Wage Study Commission.

The Commission has devoted the last three years to examining
the social, political and economic ramifications of the minimum wage
and overtime requirements of the Fair Labor Standards Act of 1938.
We have conducted the most exhaustive inquiry ever undertaken into
the issues surrounding that Act since its inception. Our task included
the examination of existing literature, the conduct of innovative
research, and the development of original data. In our efforts, we
have sought to examine and balance the interests of business, labor,
consumers, agriculture, and the working men and women of our
country as a whole.

If adopted, we believe the recommendations set forth in our
report will strengthen our society and are in the best interest of our

nation.
Smcs§3, 3 E \S
LN~

/ James G. O'Hara
i \ Chairman
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Louis E. McConnell
Executive Director

Robert J. Miller, Esq.
General Counsel

President Ronald Reagan
The White House
Washington, D.C. 20500

Dear Mr. President:

| am pleased to transmit to you, in accordance with Section 2(e)3
of the Fair Labor Standards Amendments of 1977 (Public Law 95-15),
the Final Report of the Minimum Wage Study Commission.

The Commission has devoted the last three years to examining
the social, political and economic ramifications of the minimum wage
and overtime requirements of the Fair Labor Standards Act of 1938.
We have conducted the most exhaustive inquiry ever undertaken into
the issues surrounding that Act since its inception. Our task included
the examination of existing literature, the conduct of innovative
research, and the development of original data. In our efforts, we
have sought to examine and balance the interests of business, labor,
consumers, agriculture, and the working men and women of our
country as a whole.

If adopted, we believe the recommendations set forth in our
report will strengthen our society and are in the best interest of our

nation.
\
Sincerely,
As~G.

mes G. O'Hara
Chairman
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PREFACE

Congress created the Minimum
Wage Study Commission in 1977 (Public
Law 95-151) to help it resolve the many
controversial issues that have sur-
rounded the federal minimum wage and
overtime requirements since their origin
in the Fair Labor Standards Act of
1938. Business and labor interests
have debated for years whether increas-
ing the minimum wage or extending its
coverage helps or harms workers or the
economy without ever agreeing on defin-
itive conclusions. The legislative history
of the 1977 Fair Labor Standards Act
Amendments contains strongly worded
and deeply felt convictions on both
sides of the question. Yet both parties
to the debate over those amendments
agreed that they were voting on com-
plex and technical proposals that, as
one Member of Congress stated, "
simply have not been addressed in
depth by Congressional study commis-
sions or by any totally independent
study commission since the inception of
the law on minimum wage standards."¥

The Commission comprises eight
members nominated by four federal
agencies, the Departments of Agricul-
ture, Commerce, and Health, Education
and Welfare (now Health and Human
Services) and Labor. The eight members

*U.S. Congress, House. Congressman
Jim Guy Tucker, 95th Cong., 1st sess.,
Sept. 15, 1977, Congressional Record,
123, 9439.

Google
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selected a chairperson from among them
to preside over meetings during the
Commission's three-year life. The
chairperson in turn appointed an ex-
ecutive director to oversee operations.

Section 2(e)2 of the 1977 Amend-
ments directed the Commission to study
the "...social, political, and economic
ramifications of the minimum wage, over-
time, and other requirements of the
Fair Labor Standards Act of 1938," and
specified the following 12 topics or
"mandates” that were to be addressed:
A. The beneficial effects of the mini-
mum wage, including its effect in
ameliorating poverty among work-
ing citizens.

B. The inflationary impact (if any) of
increases in the minimum wage
prescribed by the Fair Labor
Standards Act.

C. The effect (if any) such increases
have on wages paid employees at a
rate in excess of the rate pre-
scribed by that Act.

D. The economic consequence (if any)

of authorizing an automatic increase
in the rate prescribed in that Act
on the basis of an increase in a
wage, price, or other index.

E. The employment and unemployment
effects (if any) of providing a
different minimum wage rate for
youth, and the employment and



unemployment effects (if any) on
handicapped and aged individuals of an
increase in such rate and of providing a
different minimum wage rate for such
individuals.

F. The effect (if any) of the full-time
student certification program on
employment and unemployment.

G. The employment and unemployment
effects (if any) of the minimum
wage.

H. The exemptions from the minimum
wage and overtime requirements of
that Act.

I. The relationship (if any) between
the federal minimum wage rates and
public assistance programs,
including the extent to which
employees at such rates are also
eligible to receive food stamps and
other public assistance.

J. The overall level of noncompliance
with the Act.

K. The demographic profile of minimum
wage workers.

L. The extent to which the exemp-

Google
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tions from the minimum wage and
overtime requirements of the Act
may apply to employees of con-
glomerates.

Because the 12 topics are inter-
related to some extent, the Commission
grouped them under six research areas
and assigned each area to a senior econ-
omist on the Commission staff. To fully
study each of the mandates, the staff
conducted extensive original research.
Under contract with the Commission,
prominent economists throughout the
country also analyzed aspects of these
mandates and supplied much additional
information that has been incorporated
into the Commission's final report.

Volume | of the final report con-
tains the Commission's policy recommen-
dations together with summaries of re-
search findings and conclusions for
each of the 12 mandates. Volumes II|
through VIl contain the research stud-
ies corresponding to each of the six
research areas: Volume Il -- Demo-
graphics, Volume Il -- Noncompliance,
Volume IV -- Exemptions, Volume V --
Employment and Unemployment, Volume
Vi Inflation, and Volume VII --
Income Distribution.
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Introduction

HISTORY OF THE FAIR LABOR STANDARDS ACT

The 1938 Fair Labor Standards Act
(FLSA) culminated a long, arduous
struggle for state and Federal protec-
tive legislation for workers stretching
back into the 19th century. The indus-
trial states enacted the first wage and
hour laws, but on the eve of the Great
Depression most had been declared un-
constitutional by the courts. Proponents
of minimum wage laws stressed society's
obligation to act through its elected
officials to insure an adequate standard
of living for all working citizens. Oppo-
sing interests based their countering
legal arguments on the right of employ-
ees to contract their services freely to
employers. Under the prevailing laissez
faire market philosophy, freedom of con-
tract between employers and their em-
ployees was considered one of the high-
est principles of a free society. The
evolutionary course of wage and hour

legislation -- the types of bills pro-
posed and the order in which they were
enacted -- reflects the gradual shift in

public opinion that took place as the
nation developed into the world's major
industrial power. Nineteenth century
free-market liberalism, the cornerstone
of an earlier agrarian and small-town
business ethic, gradually gave way to
20th century urban industrial liberal-
ism. The use of available state author-
ity to insure that the output of the de-
veloping industrial economy was equitab-
ly distributed to the workers who made
its success possible was more readily
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accepted under the new outlook.

The separation of powers between
state and Federal jurisdictions and be-
tween executive and judicial authority
served the country well in defining the
desired legal and political balance be-
tween preserving the right to free pri-
vate contracting on the one hand and
protecting employees and employers
from the economic consequences of cut-
throat competition on the other. The
states were the testing ground for new
legislation, and the frequent court
cases triggered by their wage and hour
laws provided ample room for experimen-
tation in redrafting those found uncon-
stitutional.

State work-hour limits were first
set in 1842 with the passage in Massa-
chusetts of a 10-hour maximum work-
day for children under 12. Such leg-
islation did not directly address the
freedom of contract issue since children
clearly were not in a position to exer-
cise that freedom. Yet the child labor
laws implicitly established the principle
that industrial work posed dangers
that the marketplace alone could not
control.

State legislation limiting the work-
day for women was the next stage in
the evolution of wage and hour laws.
Under the prevailing attitudes of the
day, the legal status of women was
similar to that of children; hence, pro-
tective labor legislation for working
women also did not confront the free-



dom of contract doctrine. Moreover,
it was effectively argued that the work-
day of women should be regulated to
insure their health and safety. Massa-
chusetts in 1879 once again was the
lead state in this effort. Although few
other states followed that example dur-
ing the next 30 years, the principle of
limiting women's working hours received
a major boost when the Supreme Court
in 1908 upheld the constitutionality of
an Oregon law setting hour standards
for women. That case, argued for
labor by Louis Brandeis, opened the
floodgates to new hour limitation laws.
Thirty-four states passed hour laws for
women in the next four years.

Hour laws for men also grew out
of a concern for maintaining the public
welfare but with a different rationale.
Louisiana passed the first laws for men
in 1886 to limit the hours of street rail-
way operators. Protecting the public
from dangerous mistakes of overtired
conductors was seen as more important
than retaining the right of private con-
tract. Similar legislation appeared in
other states in the first decade of the
20th century, and Congress in 1907,
exercising its powers over interstate
commerce, passed the first national
hour law limiting the workday of rail-
road operators.

With the political and philosophical
underpinnings laid by the hour laws,
labor and progressive reformers turned
their attention to minimum wage legisla-
tion. Massachusetts passed the first
state minimum wage law for women and
children in 1912, the same year that
Theodore Roosevelt included a minimum
wage plank in his platform as the
Independent Progressive candidate for
President.

The National Consumers League
under the pioneering leadership of
Florence Kelley prepared a model mini-
mum wage bill based on a 1909 British
law, which in turn grew out of an 1896
act in the Australian province of Vic-
toria. Following Massachusetts' example,
seven states passed the Consumers
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League model bill in 1913.

Progress in minimum wage legisla-
tion for women soon began to wane even
though 16 states, Puerto Rico, and the
District of Columbia had such laws on
the books by 1923. That year saw the
tide begin to turn in the other direction
when the Supreme Court declared the
District of Columbia's minimum wage law
unconstitutional as a denial of the right
to freedom of contract. With that as a
precedent, state supreme courts de-
clared five more minimum wage laws un-
constitutional. It was not until the
Depression that public opinion changed
sufficiently to regain the momentum lost
in the rash of adverse court rulings.

Under President Franklin Roose-
velt's New Deal leadership, Congress
overwhelmingly passed in 1933 the Na-
tional Industrial Recovery Act (NIRA)
granting the President authority to set
minimum wage and maximum hour stan-
dards for all workers, men as well as
women, in private industry. The legal
basis of the NIRA was the federal gov-
ernment's power to regulate interstate
commerce. Roosevelt argued that low
wages and cutthroat business competi-
tion acted as an internal national tariff
that reduced workers' purchasing pow-
er and held down output from the na-
tion's factories. "The aim of this whole
effort is to restore our rich domestic
market by raising its vast consuming
capacity," stated the President.

The Supreme Court, however, did
not accept that argument and declared
the NIRA unconstitutional in Schechter
Poultry Corp. v. the U.S. on the
grounds that determining labor stan-
dards was part of a purely local econo-
mic transaction. The Court went even
further in other rulings following that
case, effectively striking down New
York's minimum wage law for women by
refusing to hear an appeal of a state
supreme court decision rendering that
law unconstitutional.

Roosevelt tried again in his second
administration. The Fair Labor Stan-
dards bill, a modified version of the




labor provisions of the NIRA, was in-
troduced in 1937. Although the measure
easily passed the Senate, it became
bogged down in the House. Not until
Claude Pepper, running on a platform
supporting wage and hour legislation,
soundly defeated his anti-New Deal op-
ponent in the 1937 Florida senatorial pri-
mary did the House opposition begin to
disappear. Pepper's decisive victory in
a conservative Southern state convinced
Congress of the widespread public sup-
port for minimum wage legislation. The
House passed the bill on May 24, 1938;
Roosevelt signed it on June 25; and it
went into effect on October 24, 1938.

Sections 2(a) and (b) of the FLSA
spell out the Act's findings and declara-
tion of policy:

Sec. 2(a). The Congress hereby
finds that the existence, in indus-
tries engaged in commerce or in
the production of goods for com-
merce, of labor conditions detri-
mental to the maintenance of the
minimum standard of living neces-
sary for health, efficiency, and
general well-being of workers (1)
causes commerce and the channels
and instrumentalities of commerce
to be used to spread and perpet-
uate such labor conditions among
the workers of the several States;
(2) burdens commerce and the free
flow of goods in commerce; (3) con-
stitutes an unfair method of compe-
tition in commerce; (4) leads to la-
bor disputes burdening and ob-
structing commerce and the free
flow of goods in commerce; and (5)
interferes with the orderly and
fair marketing of goods in com-
merce. The Congress further finds
that the employment of persons in
domestic service in households
affects commerce.

(b). It is hereby declared to be
the policy of this Act, through the
exercise by Congress of its power
to regulate commerce among the
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several States and with foreign na-
tions, to correct and as rapidly as
practicable to eliminate the condi-
tions above referred to in such in-
dustries without substantially cur-
tailing employment or earning
power.

The original Act contained provi-
sions for minimum wage of 25¢ an hour,
premium overtime pay, child labor re-
strictions, and recordkeeping require-
ments for firms engaged in interstate
commerce. The law set up a Wage and
Hour Division in the Department of La-
bor to be directed by an administrator
appointed by the President. Committees
containing labor, management and public
members were established in each major
industry to set the level for the mini-
mum wage prior to the statutorily de-
fined 40¢ minimum required by 1945.

The Act also gradually reduced the
standard workweek, setting a 44-hour
limit to be reached by the end of the
following year, 42 hours after two years
and 40 hours after three. The law ex-
empted certain businesses for various
reasons, including those in agriculture,
most retail trade, and the air, water,
rail and motor transport industries.

Congress has amended the Act six
times since 1938. The main purposes of
the amendments have been to extend the
law's coverage to additional employees,
and to raise the level of the minimum
wage to reflect increases in the general
level of wages and the cost of living.
The first amendments, in 1949, raised
the minimum from 40¢ an hour to 75¢
for all workers and extended minimum
wage coverage to workers in the air
transport industry but slightly decreas-
ed the small number of subject workers
in retail trade. The 1949 amendments
also eliminated the industry committees
except in Puerto Rico and the Virgin
Islands. A specific section was added
granting the Administrator explicit
authorization to control the incidence
of exploitive industrial homework. An
amendment in 1955 increased the mini-



mum to $1.00 an hour with no changes
in coverage.

The 1961 amendments greatly ex-
panded the Act's scope in the retail
trade sector and increased the minimum
for previously covered workers to $1.15
an hour effective September 1961 and to
$1.25 an hour by September 1963. The
minimum for workers newly subject to
the Act was set at $1.00 an hour effec-
tive September 1961, $1.15 an hour by
September 1964, and $1.25 an hour in
September 1965. Retail and service es-
tablishments were allowed to employ
full-time students at wages no more
than 15 percent below the minimum with
proper certification from the Department
of Labor. The amendments extended
the coverage to employees of retail
trade enterprises with sales exceeding
$1 million annually although individual
establishments within those enterprises
were exempt if their annual sales fell
below $250,000. The 1961 amendments
extended coverage in the retail trade
industry from an estimated 250,000
workers to 2.2 million.

Congress further broadened cover-
age with amendments in 1966 by lower-
ing the enterprise sales volume test to
$500,000 effective February 1967, with a
further cut to $250,000 effective Febru-
ary 1969. The 1966 amendments also
extended coverage to public schools,
nursing homes, laundries, and the
entire construction industry. Farms
were subject for the first time if their
employment reached 500 or more man-
days of labor in the previous year's
peak quarter. The minimum wage went
to $1.00 an hour effective February
1967 for newly covered non-farm work-
ers, $1.15 in February 1968, $1.30 in
February 1969, $1.45 in February 1970,
and $1.60 in February 1971. Increases
for newly subject farm workers stopped
at $1.30. The 1966 amendments extend-
ed the full-time student certification
program to subject agricultural employ-
ers and to institutions of higher learn-
ing.

In 1974, Congress included under
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the Act all nonsupervisory employees of
Fderal, state, and local governments
and many domestic workers. The mini-
mum increased to $2.00 an hour in 1974,
$2.10 in 1975, and $2.30 in 1976 for all
except farm workers, whose minimum
initially rose to $1.60. Equality with
other workers was reached at $2.30 in
1977. ‘

Although the Supreme Court in
1966 upheld the constitutionality of
bringing state and municipal employees
within the scope of the wage and hour
standards of the Act, it reversed itself
in a landmark decision in 1976 (National
League of Cities et al. v. Usery), two
years after the Congress extended full
coverage to all state and local employ-
ees. The Court found that "the chal-
lenged amendments operate to directly
displace the states’ freedom to structure
integral operations in areas of tradition-
al governmental functions."

The latest FLSA amendments came
in 1977. Congress at that time eliminat-
ed the separate lower minimum for large
agricultural employers (although retain-
ing the overtime exemption) and set a
new uniform wage schedule for all sub-
ject workers. The minimum went to
$2.65 an hour in January 1978, $2.90 in
January 1979, $3.10 in January 1980,
and $3.35 in January 1981. Amend-
ments eased the provisions for estab-
lishments permitted to employ students
at the lower wage rate and allowed
special waivers for children 10 to 11
years old to work in agriculture. The
overtime exemption for employees in
hotels, motels, and restaurants was
eliminated. To allow for the effects of
inflation, the $250,000 dollar volume of
sales coverage test for retail trade and
service enterprises was increased in
stages to $362,500 after December 31,
1981.

The Fair Labor Standards Act
initially provided minimum wage cov-
erage for only one fourth of the private
sector workforce although its support-
ers had envisioned a law giving basic
protection to all wage workers. The




amendments added to the law through-
out the years gradually extended mini-
mum wage coverage and estimated ex-
emptions. Today, much of what its
supporters envisioned has been real-
ized. Almost 92 percent of the non-
supervisory farm and nonfarm wage
earners employed in mid-1979 were
effectively covered by the minimum wage
provisions of the Act.

The Act was also designed to in-
crease the number of available jobs by
requiring employers to pay a penalty
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overtime premium to subject employees
working in excess of 40 hours per
week. The premium provided an incen-
tive for employers to hire additional
workers and maintain an normal 40-hour
workweek rather than requiring employ-
ees to work overtime. Most employees
now subject to the minimum wage provi-
sions also are subject to the maximum
hour provisions.

The 1977 amendments also created
the Minimum Wage Study Commission,
whose final report follows.
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Chapter 1

A DEMOGRAPHIC PROFILE OF MINIMUM WAGE WORKERS

This chapter presents the Commis-
sion's most important findings from its
investigation of the demographic profile
of minimum wage workers required by
mandate K.! This summary describes
the personal characteristics of those
working at or below the minimum wage:
where they live, the occupations and in-
dustries in which they work, and how
their group characteristics are likely to
change over the next decade.

Data and Method

The primary data source for this
research effort was the Current Popu-
lation Survey (CPS), which consists of
monthly sample surveys of approximately
65,000 households.? The U.S. Bureau
of the Census conducts this survey for
the Bureau of Labor Statistics (BLS).
Besides providing current monthly na-
tional estimates of employment and un-
employment, the survey collects data on
usual weekly and hourly earnings of
the various population groups that make
up the labor force, and other useful
socio-economic data (Flaim 1977). There

This chapter is based on the complete
research report entitled, "A Demographic
Profile of Minimum Wage Workers" (Gilroy
1981) found in Volume II of this Report.

2For an expanded and technical descrip-

tion of the CPS see U.S. Department of
Commerce (1978). See also Gilroy (1981).
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are some limitations to these household
data, but they are the most comprehen-
sive and current source of demographic
information on earnings of the working-
age population.

While CPS data provide useful
insights into many of the demographic
attributes of minimum wage workers,
they do not supply information on the
characteristics of the firms employing
them. That information is most accur-
ately collected from the payroll rec-
ords of the firms themselves. For that
reason, an employer survey was conduc-
ted between 1978 and 1980 specifically
for the Minimum Wage Study Commission
and the Employment Standards Admini-
stration by BLS. Named the Wage
Distribution Survey (WDS), it gathered
detailed employment data for workers
in private non-farm establishments by
weekly hours of work and average
straight-time hourly earnings. The
survey also collected data on tip status,
coverage under the Fair Labor Stan-
dards Act, overtime pay and the extent
of collective bargaining agreements.

A third data set used in this
study is the National Longitudinal Sur-
veys (NLS), conducted by the U.S.
Bureau of the Census and the Center
for Human Resource Research of Ohio
State University. Basically, this set of
surveys provides much information on
the social and labor force behavior of
the same individuals over an extended
period of time. With this type of data



set, it is possible for the analyst to
observe the average time period an
individual in a given population sub-
group will have average hourly earnings
less than or equal to the minimum
wage.?

The fourth data series is from a
survey conducted for the Commission by
the University of Michigan's Institute
for Social Research (ISR). The survey
determined how employers changed
prices, employment, and output in re-
sponse to increases in the minimum
wage. Much of the data collected in the
survey concerned the characteristics of
minimum wage workers -- with unique
information on their training and pro-
ductivity -- and the establishments that
employed them.*

Using four different sets of data
provided an extra benefit because each
survey had some comparable data items
found in the others. This allowed cross-
checking of estimates among the four
surveys to examine their accuracy. For
most data items, estimates produced by
the different data sets were essentially
the same.

A precautionary note on method is
in order. The analyses rely solely on
the description of the characteristics of
the population of workers at or below
the minimum wage. As a result, no
causal relationships are "proved" or
even implied. No theories are tested;
the analysis attempts instead to lay pro-
per groundwork for further investigation
and hypotheses testing in the chapters
that follow, and the subsequent formula-
tion of minimum wage policy.

3For a discussion of the CPS, WDS, and
NLS sample designs and their short-
comings see Appendix A of Gilroy (1981).

*For more information on the ISR survey
see the chapter in this volume on the
inflationary effects of the minimum wage
and also Converse, et al. (1981) in
Volume VI of this Report.
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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 (Table 1-1). 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. Note-
worthy differences 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 compared
to workers in other age groups (Figure
1-1). Over 60 percent of 16 and 17
year-olds and one third of 18 and 19
year-olds worked at or below the mini-
mum wage. Although 40 percent of
workers over seventy and 29 percent of
those aged 65-69 also earned low wages,
those segments of the labor force were
relatively small. Figure 1-2 reveals
another important perspective: almost
70 percent of all minimum wage workers
were adults 20 years of age or over;
50 percent were 25 or over.

Considerable differences also exist
in the composition of this minimum wage
population by sex as women have histor-
ically been overrepresented at the low
end of the earnings scale. Approxi-
mately 18 percent of all working 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 of 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 min-
imum wage or less (Table 1-2). Given
that over 25 percent of all working
women were part-timers compared to 11
percent of all working men, some of the
preponderance of women in the low-wage
group may be related to their part-time
status. Nevertheless, even among full-



Table 1-1

Wage and Salary Employment of Persons At or Below the Minimum Wage
by Age and Sex, Second Quarter 1980

(Numbers in thousands)

Minimum Wage Workers?

AN Total Below Minimum At Minisum As X of AN

Employed Minimum
Age and Sex Workers! Nmrlhrcont Number|Percent Nuﬂ{ Percent| Wage Workers
Both Sexes
Total,
16 years & over 85,504 10,615 12.4 5,321 6.2 5,294 6.2 100.0
16-19 years 7,397 3,267 4.2 1,454 19.7 1,814 24.5 30.8
20-24 years 13,007 1,850 14.2 817 6.3 1,033 7.9 17.4
2564 years 63,047 4,822 7.7 2,619 4.2 2,202 3.5 45.4
65 years & over 2,053 677 38.0 432 21.0 245 12.0 6.4
Men
Total, 16 years
and over 47,657 3,895 8.2 1,937 4.1 1,958 4.1 36.7
16-19 years 3,936 1,508 38.2 609 15.5 897 22.8 14.2
20-24 years 6,901 788 11.4 330 4.8 458 6.6 7.4
25-64 years 35,668 1,287 3.6 804 2.3 483 1.4 12.1
65 years & over 1,152 315 27.4 195 16.9 120 10.4 3.0
Women
Total, 16 years
and over 37,847 6,721 17.7 3,384 8.9 3,336 8.8 63.3
16-19 years 3,461 1,762 50.9 845 24.4 917 26.5 16.6
20-24 years 6,106 1,062 17.4 487 8.0 578 9.4 10.0
25-64 years 27,379 3,535 12.9 1,815 6.6 1,719 6.3 33.3
65 years & over 901 362 40.2 237 26.3 125 13.9 3.4

Note:

Individual items may not add to totals because of rounding.

1Refers to wage and salary workers only and excludes self-employed and unpaid family

workers.

This figure differs from the 87.8 mfllfon officially reported employed wage

and salary workers in the Current Population Survey because it excludes those seif-
employed workers whose businesses were incorporated.

2The minimum wage was $3.10 per hour in 1980.

Those working at the minimum include

the interval $3.05-$3.15 to account for rounding problems which would otherwise ex-

clude workers who were reported as not earning exactly $3.10.
less than $3.05 are included in the "below minimum" group.

Source: Current Population Survey

time workers, a greater proportion of
women than men work at or below the
minimum.

Because length of workweek differs
substantially not only between men and
women but also among age groups, data
on hours of work should be analyzed
along with the number of employed per-
sons. Using an appropriate weighting
procedure, the hours of part-time work-
ers were combined to produce a smaller
number of full-time employees with the
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same total

ber"

full-time

Those workers earning

hours.® This smaller
of minimum wage workers (in a
equivalent

sense)

quite a different distribution of workers
at or below the minimum (Table 1-3).
Scanning these adjusted data, it is
clear that teenage workers as well as

*For the technical derivation of this
weighting procedure, see Gilroy (1981),
especially Appendix Table B-2.



Figure 1-1

Proportion of Employed Wage and Salary Workers At or Below
the Minimum Wage by Age, Second Quarter 1960

Figure 1-2

Distribution of Employed Wage and Salary Workers At or Below
the Minimum Wage by Age, Second Quarter 1980

Percent 70 Years and Over

65-69 Years
70 60-64 Years 16-19 Years
—62
60 50-59 Yea
50
40-49 Years
40 —40
33
30 29
20
14
10 ; 3 9 1 30-39 Years
Toda
16- 18- 20- 25- 30- 40- 50- 60- 65- 70 Age
17 19 26 29 39 49 59 64 69 and
over 25-29 Years

Table 1-2

Wage and Salary Employment of Persons At or Below the Minimum Wage
by Full-time and Part-time Status, Second Quarter 1980

(Numbers in thousands)

Minimum Wage Workers?
Full- and AN Total Below Minimum At Minimum As X of All
Part-time Employed Minimum
Status Workers! Nt-borlforcont Number|Percent | Number|Percent| Wage Workers
A1l Workers 85,504 10,615 12.4 5,321 6.2 5,294 6.2 100.0
Men
Full-time 42,419 2,099 5.0 1,141 2.7 958 2.3 19.8
Part-time 5,238 1,796 34.3 796 15.2 1,000 19.1 16.9
Women
Full-time 28,025 3,086 11.0 1,499 5.4 1,586 5.7 29.1
Part-time 9,822 3,635 37.0 1,885 19.2 1,750 17.8 34.2
Note: Individual items may not add to totals because of rounding.

1Sew Note 1, Table 1-1.
2See Note 2, Table 1-1.
Source:
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Table 1-3

Wage and Salary Employment and Full-time Equivalent Estimates of Persons
At or Below the Minimum Wage by Age and Sex, Second Quarter 1980}

(Numbers in thousands)

CPS-Reported Full-time
Age and Sex Estimates Equivalent Estimates
1) (2) 3) (4)
Number Percent Number Percent
Both Sexes
Total, 16 years
& over 10,615 100.0 9,112 100.0
16-19 years 3,267 30.8 2,101 23.1
20-24 years 1,850 17.4 1,710 18.8
25-64 years 4,822 45.4 4,776 52.4
65 years & over 677 6.4 526 5.8
Men
Total, 16 years
& over 3,895 36.7 3,677 40.4
16-19 years 1,505 14.2 1,018 11.2
20-24 years 788 7.4 784 8.6
25-64 years 1,287 12.1 1,608 17.6
65 years & over 315 3.0 268 2.9
Women
Total, 16 years
& over 6,721 63.3 5,435 59.6
16-19 years 1,762 16.6 1,083 11.9
20-24 years 1,062 10.0 925 10.2
25-64 years 3,535 33.3 3,168 34.8
65 years & over 362 3.4 258 2.8

Note:
1See Note 2, Table 1-1.
Source: Current Population Survey

older persons assume less importance
while prime age workers become more
important in this full-time equivalent
minimum wage population. Women repre-
sent a slightly smaller proportion of
this group (60 percent versus 63 per-
cent) while prime age men account for
a much greater proportion (18 percent
versus 12 percent).

Aside from the number of hours
worked per week, another important fac-
tor influencing the distribution of mini-
mum wage workers among different age
groups must be considered. Although
some working persons are officially clas-
sified as employed, their major activity
may be something other than work. This
is particularly prevalent among young
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Individual items may not add to totals because of rounding.

people attending school. Using CPS sam-
ple data on "major activity," it was esti-
mated that the major activity of 1.5 mil-
lion minimum wage workers aged 16-24
was going to school. This represented
30 percent of minimum wage workers in
this age group and roughly 14} percent
of all minimum wage workers. As expect-
ed, those whose major activity was
school attendance were at least three
times as likely to earn the minimum or
less as were their peers who were not
in school.®

*For more detailed information on wor-
kers' major activity, see Appendix Table
B-3 in Gilroy (1981).



Like women, blacks and other min-
orities are historically concentrated at
the lower end of the earnings distribu-
tion. In the second quarter of 1980, a
greater proportion of blacks was likely
to be working at or below the minimum
wage compared to other racial or ethnic
groups, despite the fact that whites ac-
counted for over three quarters of all
low-wage workers (Table 1-4). Nearly
one out of every five blacks worked for
the minimum wage or less. Hispanic wor-
kers, about half the size of the black
working population, also experienced a
disproportionate share of the minimum
wage burden.

Cross classification by sex, how-
ever, shows that differences between
men and women were more pronounced
than among racial and ethnic groups.
Women of all ages, regardless of race or
ethnic classification, were more likely to
be working at lower wages than their
male peers. For example, black women
in 1980 were 1.4 times as likely as white
women to earn the minimum or less (23
percent and 16.6 percent, respectively)
but were 1.7 times as likely as black
men (13.6 percent).

Examining workers by household
and marital status helps to clarify the
role of minimum wage workers within

Table 1-4

Wage and Salary Employment of Persons At or Below the Minimum Wage
by Race, Ethnicity, and Sex, Second Quarter 1980

(Numbers in thousands)

Minimum Wage Workers2

Race, AN Total Below Minimum At Minimum As X of All

Ethnicity, Employed Minimum

and Sex Workers! Nu-bor'Pcrcont Nu-b;[ Percent Nu-btq Percent| Wage Workers

Both Sexes

A1l Workers 83,535 10,293 12.3 5,178 6.2 5,116 6.1 100.0
white 69,015 7,825 11.3 4,050 5.9 3,776 5.5 76.0
Black 8,485 1,540 18.1 722 8.5 818 9.6 15.0
Spanish 4,529 718 15.8 293 6.5 425 9.4 7.0
Other 1,506 210 13.9 113 7.5 97 6.4 2.0

Men

A1l Workers 46,482 3,773 8.1 1,882 4.1 1,891 4.1 36.6
White 38,652 2,792 7.2 1,451 3.8 1,342 3.5 27.1
Black 4,361 593 13.6 273 6.3 320 7.3 5.8
Spanish 2,711 310 11.4 109 4.0 201 7.4 3.0
Other 758 78 10.3 49 6.5 29 3.8 0.8

Female

A1l Workers 37,053 6,520 17.6 3,296 8.9 3,225 8.7 63.3
White 30,363 5,033 16.6 2,599 8.6 2,435 8.0 48.9
Black 4,124 948 23.0 449 10.9 499 12.1 9.2
Spanish 1,818 408 22.4 184 10.1 224 12.3 4.0
Other 748 132 17.6 64 8.6 68 9.1 1.3

Note: Individual items may not add to totals because of rounding.

1See Note 1, Table 1-1. The totals are somewhat lower because some respondents
either refuse or do not know how to answer the race/ethnicity question.

25ee Note 2, Table 1-1.

Source: Current Population Survey
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the family unit (Tables 1-5 and 1-6).
These estimates show that over half
of all minimum wage workers were
either household heads or spouses of
heads. The remainder consisted of other
household members including non-rela-
tives. As expected, younger members
of households had a higher probability
of earning the minimum or less com-
pared to older members. Although male
and female household heads together
accounted for more than one fourth
of all minimum wage workers, women
who headed households were much
more likely to earn the minimum wage
or less than their male counterparts.

Most minimum wage workers (68
percent) resided in families headed
by married couples. Of these, 1.5 mil-
lion were the only earners in their
families, making up 14 percent of all
low-wage workers. Fifty-four percent
of all minimum wage workers, however,
were in families with two or more earn-
ers. This is not surprising since more
than half of the wage-earning families
in the United States had two or more
earners.

Regardless of household, family,
or marital status, women were much
more likely to be working at or below
the minimum wage than men. In fact,
there were three times as many women
who alone maintained (headed) fami-
lies.” As women earned on average con-
siderably less than men, it was not
surprising that they were 4.5 times
as likely to be earning the minimum
wage or less. In addition, there were
one million women who were the sole
earners in their families, accounting
for 10 percent of all minimum wage
workers and over 40 percent of all low-
wage single earners. Nor does differing
marital status relieve this dispropor-
tionate burden of the minimum wage
on women. Fourteen percent of married
women, compared to 4 percent of mar-

"This does not include married couple
families.
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ried men, were minimum wage workers.
In addition, widowed, divorced or sep-
arated women were severely burdened.
Twice as many of them as their male
counterparts were employed, but nearly
four times as many worked for the
minimum wage or less.

The 10.6 million minimum wage
workers belonged to 6.8 million families
(Table 1-7). These families represented
17 percent of the 40.3 million families in
the U.S. Almost 90 percent of all mini-
mum wage families had only one minimum
wage worker, although there may have
been other wage earners in those fami-
lies. In 55 percent of the minimum wage
families, the wife or a teenager was the
only minimum wage worker. In only 11.7
percent of the families was the husband
the solitary minimum wage worker. Most
families with more than one minimum
wage worker had at least one teenager
working at the minimum or below. Fami-
lies with both the husband and wife
earning the minimum or less accounted
for more than 15 percent of all families
with only two minimum wage workers.

Although 17 percent of all families
had minimum wage workers, that figure
can be misleading. Minimum wage work-
ers generally are not the primary earn-
ers in families with more than one
earner, and those families constitute
more than half of all U.S. families.
When the wages of the workers in those
families were weighted to reflect the
lower number of hours generally worked
by those at or below the minimum, the
number of such families with both hus-
band and wife earning an average wage
below the minimum became quite small.
For example, there were 1.4 million fam-
ilies where both the husband and wife
worked, with the wife earning the mini-
mum or less and the husband earning
more than the minimum. But when those
wages were weighted to reflect the gen-
erally fewer hours that the wives
worked, both the number and propor-
tion of families with average wages below
the minimum were reduced to only 42,000
and 3 percent, respectively (Table 1-8,



Table 1-5

Wage and Salary Emptoyment of Persons At or Below the Minimum Wage
by Marital Status, Household Status and Household Relationship,
Second Quarter 1980

(Numbers in thousands)

Minimum Wage Workers2

Marital Status,

Total

Below Minimum At Minimum As X of AN

Minimum

Nmrchrcont Number Percent | Number|Percent| Wage Workers

Household
Status & AN
Household Employed
Relationship Workers?
A1l Workers 85,504
Marital Status
Men
Single 12,229
Married, Spouse
present 31,618

Widowed, Divorced
or Separated 3,801
Women

Single 9,994
Married, Spouse
present 20,601

Widowed, Dfivorced
or Separated 7,251

Household Status
Head or Spouse

of Head 67,000
Other Household

Member:

Less than

18 Years 2,869

18-24 Years 10,355

Over 24 Years 5,249
Household Relationship
Men

Head, living

w/relatives 32,292
Head, 1iving

w/o relatives 5,317
Relative of Head 8,535
Nonrelative of

Head 1,504

Women

Head, living

w/relatives 4,423
Head, living

w/o relatives 4,847
Spouse of Head 20,141
Relative of Head 6,955
Nonrelative of

Head 1,480

10,615

2,422
1,158

315
2,699
2,822
1,199

5,566

1,764
2,549
734

1,180

377
2,194

145

629
639
2,743
2,395

314

12.

19.

27.
13.
16.

61.
24.
14.

N O W N ™

0O N+ N

LN N

4 5,321 6.2 5,294 6.2 100.0

1,065 8.7 1,357 - 1.1 22.8

683 2.2 475 1.5 10.9

189 5.0 126 3.3 3.0

1,366 13.7 1,333 13.3 25.4
1,407 6.8 1,415 6.9 26.6

S 611 8.4 588 8.1 11.3
.3 2,982 4.5 2,585 3.8 52.4

5 841 29.3 922 32.2 16.6
6 1,070 10.3 1,478 14.3 24.0
0 423 8.1 308 5.9 6.9
692 2.1 488 1.5 1.1

240 4.5 137 2.6 3.6

925 10.8 1,269 14.9 20.7

81 5.4 64 4.3 1.4

318 7.2 31 7.0 5.9

373 7.7 266 5.5 6.0

1,359 6.7 1,384 6.9 25.8
1,161 16.7 1,234 17.7 22.6

.2 172 11.6 142 9.6 3.0

Note: Individual items may not add to totals because of rounding.

1See Note 1, Table 1-1.
2See Note 2, Table 1-1.

Source: Current Population Survey
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Table 1-6

Wage and Salary Employment of Persons At or Below the Minimum Wage
by Type of Family, Second Quarter 1960

(Numbers in thousands)

Non-minimum

Minimum Wage Workers? Wage Workers
as Percent

AN As Percent of | of All

Employed A1l Minimum Non-minimum

Type of Family Workers! Number Percent | Wage Workers | Wage Workers
A1l Workers 85,351 10,607 12.4 100.0 100.0
In Family Households 72,734 9,212 12.7 86.8 85.0
In Married Couple Familfes 62,141 7,257 11.7 68.4 73.4
1 Earner 17,496 1,506 8.6 14.2 21.4
Husband 12,618 552 4.4 5.2 16.1
Wife 3,607 567 15.7 5.3 1.1
Children 16-19 512 244 47.7 2.3 .4
Other Family Members 759 143 18.8 1.3 .8
2 or More Earners 44,645 5,751 12.9 54.2 52.0
Husband & Wife 24,522 1,848 7.5 17.4 30.3
Husband & Children 16-19 2,297 608 26.5 5.7 2.3
Wife & Children 16-19 773 248 32.1 2.3 .7
A1 Other Family Members 17,053 3,048 17.9 28.7 18.7
In Families Maintained by Men 2,623 354 13.5 3.3 3.0
1 Earner 1,212 118 9.7 1.1 1.5
Householder 942 68 7.2 .6 1.2
Children 16-19 58 24 41.4 2 .0
Other Family Members 212 26 12.2 3 .2
2 or More Earners 1,412 235 16.6 2.2 1.6
Householder & Children 188 43 22.9 .4 .2

Householder & Other

Famfly Members 809 90 11.1 .8 1.0
A1) Other Family Members 415 102 24.6 1.0 .4
In Families Maintained by Women 7,969 1,602 20.1 15.1 8.5
1 Earner 4,205 728 17.3 6.9 4.7
Householder 3,206 451 14.1 4.3 3.6
Children 16-19 196 122 62.2 1.1 .1
Other Family Members 804 155 19.3 1.5 .9
2 or More Earners 3,764 874 23.2 8.2 3.9
Householder & Children 986 292 29.6 2.8 .9
Householder & Other Family 1,721 297 17.3 2.8 1.9
A1l Other Family Members 1,057 284 26.9 2.7 1.0
Not in Family Households 12,617 1,395 11.1 13.2 15.0
Living Alone 8,256 867 10.5 8.2 9.9
Men 4,039 297 7.4 2.8 5.0
Women 4,218 570 13.5 5.4 4.9
A1l Others 4,361 528 12.1 5.0 5.1

1See Note 1, Table 1-1.

2Refers to workers at or below the minimum wage combined. See also Note 2, Table 1-1.

Source: Current Population Survey
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Table 1-7

Number of Families with Wage and Salary Workers At or Below the Minimum Wage

by Number of Earners and Family Relati

hip, S d Quarter 1980

(Numbers in thousands)

Number of Families with
3 or More
Family Relationship of 1 Minimum 2 Minimum Miniaum
Minimum Wage Worker! Wage Worker | Wage Workers | Wage Workers Total?
All Families (number) 5,913 750 105 6,768
(percent) 87.4 11.1 1.5 100.0

Husband only 795 795
Wife only 2,010 2,010
Children, 16-19, only 1,733 157 4 1,894
Other family member only 1,375 73 9 1,457
Husband and wife 125 128
Husband and children 23 3 26
Husband and other family members 27 5 32
Wife and children 117 21 138
Wife and other family members 58 4 62
Children and others 170 31 201
Husband, wife and children 13 13
Husband, wife and other family members 5 5
Husband, children, and

other family members 2 2
Husband, wife, children, and

other family members 1 1
Wife, children, and other

family members 7 7

Note:
1See Note 2, Table 1-1.
25¢e Note 1, Table 1-1.

Source: Current Population Survey

columns 4 and 5).

There were far more families main-
tained by single women with minimum
wage workers, both in number and per-
cent, 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 deter-
mine the weighted average family wage,
families headed by women made up 35
percent of all families with workers earn-
ing the minimum or less, and those main-
tained by men, 4 percent. Twenty-four
percent of families maintained by women
contained minimum wage workers while

Google
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Individual items may not add to totals because of rounding.

only 15 percent of those maintained by
men contained minimum wage workers.
Relatively large proportions of min-
imum 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 minimum
(Table 1-9). 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

$The nation's official poverty level for
an urban family of four was $6,662.



Table 1-8

Number of Families with Wage and Salary Workers At or Below the Minimum Wage®
by Type of Family, Second Quarter 1980

(Numbers in thousands)

Number of Families

With Earner(s) at or Average Wages at 21'
M

Type of Family Total?
Number Percent Number ercent
All family households 40,293 6,768 16.8 2,190 5.4
Married couple families 33,256 5,235 15.8 1,316 4.0
1 earner 14,444 964 . 964 6.7
Husband 11,854 467 3.9 467 3.9
Wife 2,001 342 17.1 342 17.1
Children, 16-19 153 78 51.0 78 51.0
Other family members 437 77 17.6 77 17.6
2 or more earners 18,812 4,271 22.7 352 1.9
Husband & wife?® 12,766 1,776 13.9 211 1.7
M; WM 10,990 0 0 0 0
M, W<H 1,404 1,404 100.0 42 3.0
H<M; WO M 260 260 100.0 58 22.3
H<M; WeM 111 11 100.0 11 100.0
Husband, wife
& others® 3,075 1,326 43.1 49 1.6
Husband & children® 970 517 53.3 16 1.6
Wife & children® 133 59 44.4 8 6.0
A1l other
fanily members® 1,868 592 31.7 68 3.6
Families maintained by men 1,542 229 14.9 97 6.3
1 earner 968 69 7.1 69 7.1
Householder 793 43 5.4 43 5.4
Children, 16-19 22 13 59.1 13 59.1
Other family members 153 13 8.5 13 8.5
2 or more earners 574 160 27.9 28 4.9
Householder & children 94 43 45.7 6 6.4
Householder &
other members 367 70 19.1 16 4.4
A1l other
family members 113 47 41.6 6 5.3
Families maintained
by women 5,494 1,302 23.7 77 14.1
1 Earner 3,883 633 16.3 633 16.3
Householder 3,012 399 13.2 399 13.2
Children, 16-19 174 110 63.2 110 63.2
Other family members 698 124 17.8 124 17.8
2 or more earners 1,611 669 41.5 144 8.9
Householder & children 487 263 54.0 59 12.1
Householder &
other members 786 2313 29.6 50 6.4
A1l other family
members 337 173 51.3 35 10.4

Note: Individual items may not add to totals because of rounding.
1See Note 2, Table 1-1 and note 2, Table 1-6.
2A11 families with at least one wage and salary worker.

3Represents the number of families with one or more wage and salary worker earning
the minimum wage or less.

‘Represents the number of families in which the (weighted) average earnings of all
earners is the minimum wage or less. See Gilroy (1981) footnote 12.

SHusband and wife earners only. "H>M; W>M" denotes both the husband and wife earn
more than the minimum wage; etc.

SThree or more earners.
Source: Current Population Survey
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Table 1-9

Wage and Salary Employment of Persons At or Below the Minimum Wage

by Family Income, May 1978

(Numbers in thousands)

Minimum Wage Workers?

All Total Below Minimum At Minimum As X of All

Employed Minimum
Family Income Workers! Number|Percent Nudnrl Percent Nuﬂnrl?erﬂnt Wage Workers
A1l workers3 65,512 9,229 14.1 4,805 7.3 4,424 6.8 100.0
Less than $6,000 5,933 2,271 38.3 1,305 22.0 966 16.3 24.6
$6,000-$9,999 8,375 1,589 19.0 799 9.5 790 9.4 17.2
$10,000-$14,999 14,160 1,846 13.0 902 6.4 944 6.7 20.0
$15,000-$24,999 23,327 2,238 9.6 1,130 4.8 1,108 4.8 24.3
$25,000-$49,999 12,538 1,146 9.1 573 4.6 573 4.6 12.4
$50,000 and over 1,179 139 11.8 96 8.1 43 3.7 1.5

Note: Individual items may not add to totals because of rounding.
1Refers to wage and salary workers only.

2The minimum wage was $2.65 per hour in May 1978. Those working at the minimum include
the interval $2.60 - $2.69 to account for rounding problems which would otherwise ex-
clude workers who were reported as not earning exactly $2.65. Those workers earning
less than $2.60 are included in the "below minimum® group.

3Refers to annual income over the 12-month period prior to the (May) survey. This fig-
ure is somewhat less than the reported level of wage and salary employment because
about 1.4 million employed persons did not answer the question on family income.

Source: Current Population Survey

annually, but only 10 percent of work-
ers from those families earned the mini-
mum or less. Families with incomes be-
tween $25,000 and $50,000 still account-
ed for 12 percent of all minimum wage
workers.

Spouses, mostly wives, earning the
minimum wage or less made up a rela-
tively high percentage of minimum wage sof
workers in middle-income families and a /
relatively low percentage in both high-
and low-income families. For example, 6op
spouses made up only 8 percent of mini-
mum wage workers in families with less

Figure 1-3

Proportion of Employed Wage and Salary Workers At or Below
the Minimum Wage, by Family Income and Housshold Relationship,
March/May 1978

than $6,000 in annual income and 10 wof
percent of minimum wage workers in

families with more than $50,000 in an-

nual income, but they constituted over o}

40 percent of minimum wage workers in A’

'l
2<. Other Famtly Members

'~
———cmee——-.
-
~———-

families with $10,000 to $15,000 in an-
nual income (Figure 1-3).

\ . "
less $6,000 $10,000 $15,000 $25,000 $50,000
than to to

_Householc! heads, mostly husbands, S e s sahes  setee M
earning the minimum wage or less made
Source: Current Population Survey

up a relatively high percentage of mini-
mum wage workers in low-income families
and a relatively low percentage of mini-
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mum wage workers in high-income fami-
lies. In families earning less than $6,000
annually, 70 percent of the minimum
wage workers were heads of households,
only 22 percent of minimum wage work-
ers in families earning between $10,000
and $15,000 annually were heads of
households, and only 3 percent of mini-
mum wage workers in families with
$50,000 or more in annual income were
household heads.

Teenagers made up a greater per-

centage of minimum wage workers in
higher-income families. More than 50
percent of minimum wage workers in
families with incomes greater than

$15,000 were teenagers. Nearly 75 per-
cent of all minimum wage workers in
families with incomes greater than
$25,000 were teenagers (Figure 1-3.) In
addition, 70 percent of teenagers who
were minimum wage workers were found
in families with incomes 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

Table 1-10

well above the poverty line in 1978.
Only 11 percent of minimum wage work-
ers in that year were in families with
incomes below the poverty threshold,
and another 6 percent were in families
with incomes between one and one-and-
a-half times the poverty level (Table 1-
10). 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.

Occupational, Industrial, and Regional
Characteristics of Minimum Wage Workers
And Their FLSA Coverage

Workers in the service occupations
accounted for the greatest proportion of
minimum wage workers in the second
quarter of 1980 (Table 1-11). Although
private household workers composed
only 7 percent of this minimum wage
population, three out of every four
household workers earned the minimum
wage or less. Approximately 75 percent

Wage and Salary Employment of Persons At or Below the Minimum Wage
by Poverty Status, March/May, 1978*

(Numbers in thousands)

A1l Employed Workers2
At or Below the Minimum Wage3
As Percent o

Poverty Status Total Number Percent | Minimum Wage Workers

A1l Workers 17,108 2,257 13.2 100.0
Below Poverty 581 247 42.5 10.9
1.00-1.24 times

the poverty threshold 438 144 32.9 6.4
1.25-1.49 times

the poverty threshold 570 167 29.3 7.4
1.50 and over times the

poverty threshold 15,519 1,699 11.0 75.3

!1In order to take advantage of the richness of the informatfon on income and
poverty collected on households in the March supplement to the CPS, it is desir-
able to match the respondents in that survey with those who provided wage rate
information in the May supplement. For further detafil, see Gilroy (198l1).

25ee Note 1, Table 1-9.
3See Note 2, Table 1-9.

Source: Current Population Survey
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Table 1-11

Wage and Salary Employment of Persons At or Below the Minimum Wage
by Occupation and Industry, Second Quarter 1980

(Numbers in thousands)

Minimum Wage Workers?

AN Total Below Minimum At Minimum As X of All
Occupation & Esployed Minimua
Industry Workers! Nu-ber]Perccnt. Number|Percent Nu-borchrcont Wage Workers
A1l Workers. 85,504 10,615 12.4 5,321 6.2 5,294 6.2 100.0
Occupation
Professional &

Technical 13,830 483 3.5 296 2.1 187 1.4 4.6
Managers &

Administrators

(except Farm) 7,616 233 3.1 173 2.3 60 .8 2.2
Sales Workers 4,865 964 19.8 436 9.0 528 10.8 9.1
Clerical Workers 17,550 1,651 9.4 655 3.7 996 5.7 15.6
Craft & Kindred 11,157 340 3.1 163 1.5 177 1.6 3.2
Operatives (except

Transport) 9,915 936 9.4 312 3.2 624 6.3 8.8
Transport Equip.

Operatives 3,143 272 8.7 161 5.1 111 3.5 2.6
Nonfarm Laborers 4,284 798 18.6 324 7.6 474 11.1 7.5
Private Household 1,005 752 74.8 662 65.9 90 9.0 7.1
Other Service

Workers 11,135 3,712 33.3 1,798 16.2 1,914 17.2 35.0
Farmers & Farm

Managers 33 11 33.9 1 33.9 0 0 .1
Farm Laborers &

Foremen 971 460 47.4 328 33.8 132 13.6 4.3
Industry
Agriculture 1,032 461 44.7 337 32.7 124 12.0 4.3
Agricultural

Services 349 67 19.2 24 6.9 43 12.3 .6
Forestry &

Fisheries 93 8 8.6 3 3.2 5 5.4 .1
Mining 824 21 2.6 9 1.1 12 1.5 .2
Construction 4,571 203 4.4 102 2.2 101 2.2 1.9
Manufacturing -

Durables 12,556 325 2.6 135 1.1 190 1.5 3.1
Manufacturing -

Nondurables 8,333 638 7.7 195 2.3 443 5.3 6.0
Transport & Public

Utilities 6,029 263 4.4 148 2.5 115 1.9 2.5
Wholesale Trade 3,174 198 6.2 94 3.0 104 3.3 1.9
Retail Trade 13,485 3,835 28.4 1,743 12.9 2,092 15.5 36.1
Finance, Insurance

and Real Estate 5,148 353 6.9 202 3.9 151 2.9 3.3
Private Household

Services 1,156 827 71.5 718 62.1 109 9.4 7.8
Professional

Services 17,989 2,068 11.5 957 5.3 1,111 6.2 19.5
Other Services 5,422 1,078 19.9 514 9.5 564 10.4 10.2
Public

Administration 5,343 271 5.1 142 2.7 129 2.4 2.6
Note: Individual items may not add to totals because of rounding.

1See Note 1, Table 1-1.
25ee Note 2, Table 1-1.
Source:

Google
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of all private household employees were
adult women; most of the remainder
were teenagers. One third of other
service workers earned the minimum or
less; they represented more than one
third of all minimum wage workers.
Women also dominated in these occupa-
tions, which include food preparation
and health-related, personal, and clean-
ing services.

Approximately 47 percent of all
farm laborers earned inordinately low
wages, the majority below the minimum.
They represented, however, only 4.3
percent of all minimum wage workers.
Unlike other occupations with a high
incidence of low-wage labor, farm labor-
ers were composed of primarily male
workers. Many were students or youth
seeking temporary or seasonal employ-
ment only.

Roughly 20 percent of all sales
workers earned the minimum wage or
less, due largely to the low earnings of
sales clerks in retailing. Stock clerks,
file clerks, messengers, office helpers,
cashiers, and teachers' aides made up
the relatively large number of clerical
workers at or below the minimum wage.
Employees in clerical occupations com-
posed almost 16 percent of all minimum
wage workers.

Most of the other occupations, in-
cluding managerial, professional, and
technical, contained much lower propor-
tions of minimum wage workers compared
to all workers in the occupation and,
usually,» small percentages of all minimum
wage workers. Many of these occupa-
tional categories are highly aggregated
and caution should be used in inter-
preting these proportions.

Table 1-11 also shows employment
of minimum wage workers by industry.
Care must be taken in interpreting
these industry data as well. A person's
work decisions are not made on the
basis of industry classification but in
terms of occupation, which opens up
employment possibilities in any number
of different industries. To the extent
that certain occupations predominate in

Google
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some industries, the data are meaning-
ful. But generally an industry break-
down of minimum wage workers provides
a less useful distribution. An exception
to this is the high concentration of
minimum wage workers in retail trade
and services.

Using WDS data collected in May
1979, estimates were made of the number
of all workers and the number of work-
ers earning the minimum or less in es-
tablishments both subject and not sub-
ject to the FLSA (Table 1-12).°* Ap-
proximately 80 percent of the nonsuper-
visory workers at or below the minimum
wage were in establishments subject to
the provisions of the FLSA. Although
only 1.3 million persons worked for the
minimum wage or less in nonsubject
firms, they accounted for over 30 per-
cent of the 4.2 million nonsubject work-
ers. Only 10 percent of all subject em-
ployees worked for the minimum wage or
less. Nonsubject establishments con-
tained a greater proportion of workers
at minimum wage jobs across all indus-
tries than did subject establishments.
Eating and drinking places and services
accounted for the greatest number and
proportion of low-wage workers. Nearly
60 percent of all employees in eating
and drinking places were minimum wage
workers, and these 2.4 million employ-
ees made up more than one third of all
persons at or below the minimum.

It is important to distinguish be-
tween tipped and nontipped employees.
Special provisions in the FLSA permit
employers to pay a wage less than the
statutory minimum to employees who
regularly receive tips. As a result of
this lower wage, a greater proportion of
tipped relative to nontipped workers
held jobs paying the minimum wage or
less. This was true for workers in both
subject and nonsubject establishments.

*For more information on the Wage Dis-
tribution Survey, see Tables B-9 through
B-11 in Gilroy (1981), and U.S. Depart-
ment of Labor (1981).
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The same relationship between
tipped-nontipped and subject-nonsub-
ject employees held when the estimates
were presented by establishment status
according to collective bargaining agree-
ments. Workers in establishments where
all or a majority of employees were
covered by collective bargaining agree-
ments were much less likely to earn
the minimum wage or less than were
their counterparts in establishments
where none or a minority of employ-
ees were union-affiliated (Table 1-13).
In 1978, sixteen percent of nonunion
workers but only 2 percent of union
workers in subject firms were working
at or below the minimum wage; in
nonsubject firms, 40 percent of non-
union and 15 percent of union work-
ers were employed at or below the mini-
mum.!® Persons experiencing the double
jeopardy of working in a non-FLSA-
subject firm in which none or a minority
of employees were under a collective
bargaining agreement had a much great-
er likelihood of earning the minimum
wage or less.

The ISR survey revealed that the
typical employees working near the mini-
mum wage had a low-skill, non-seasonal
job that provided little opportunity for
advancement (Converse et al., 1981).
Nearly half of all minimum wage workers
were employed in jobs that required
formal training, usually lasting two
weeks. The average minimum wage work-
er could meet company productivity
standards in approximately 25 days
including training.

Turnover was greater among mini-
mum wage workers than among those
earning higher wages. On a monthly
basis, 13 percent of minimum wage wor-
kers left their jobs and 18 percent were
hired; overall, workers left their jobs
at a 6 percent monthly rate and were
hired at a rate of five percent. Minimum
wage job vacancies were slightly higher

1%Data for 1979 do not meet BLS statis-
tical standards of reliability.
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than vacancies in jobs paying above the
minimum. Minimum wage employees held
their jobs an average of 20 months.

A regional breakdown reveals that
the South had the highest concentration
of low-wage workers, nearly 40 percent
of all workers at or below the minimum.
That percentage accounted for approxi-
mately 15 percent of all employees in
the South (Table 1-14). The second
highest concentration was in the North
Central region, where 12.4 percent of
all employees, 27 percent of all low-wage
workers, worked at or below the mini-
mum wage. The lowest concentration of
these workers was found in the West,
where only 15 percent of all minimum
wage workers were located. These esti-
mates should be interpreted with care,
however, as average wages and the
costs of living vary substantially across
regions.

This same cautionary note applies
to the estimates of urban-rural concen-
tration (Table 1-15). Based on 1978
data, 70 percent of all low-wage work-
ers held jobs in metropolitan areas.
These employees represented only 12
percent of all urban workers. Rural
minimum-wage employees on the other
hand, composed approximately 16.3 per-
cent of all rural workers. Although the
vast majority of workers in both areas
were employed in subject establishments,
a larger proportion of nonsubject rela-
tive to subject workers held minimum
wage jobs.

The Minimum Wage Population Over Time -

Up to this point, all reported re-
search results have discussed the mini-
mum wage working population in terms
of the most recent period for which data
are available. Other estimates critical
for further research and minimum wage
policy formulation require tracing this
minimum wage population over several
years. By using data collected earlier,
estimates were generated for the 1973-80
time period (Gilroy 1981).

An examination of these estimates
shows that the proportion of employed
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Table 1-14

Wage and Salary Employment of Persons At or Below the Minimum Wage
by Region, Second Quarter 1980

(Numbers in thousands)

Minimsum Wage Workers2
Characteristic| All Total Below Minimum At Minimum As X of All
Employed Minimum
Workers! Number |Percent | Number |Percent Mrkcment Wage Workers
All Worksrs 85,504 10,615 12.4 5,321 6.2 5,294 6.2 100.0
Region
Northeast 19,446 2,044 10.5 1,031 5.3 1,013 5.2 19.3
North Central 22,888 2,837 12.4 1,567 6.9 1,270 5.6 26.7
South 26,949 4,146 15.4 1,955 7.3 2,191 8.1 39.1
West 16,221 1,588 9.8 768 4.7 820 5.1 15.0
Note: Individual items may not add to totals because of rounding.

1See Note 1, Table 1-1.
2See Note 2, Table 1-1.

Source: Current Population Survey

persons working at or below the mini-
mum wage, although fluctuating between
10 and 15 percent, often rose with in-
creases in the minimum wage and fell
during periods of no increase. One
possible explanation is that because
not all workers are subject to the FLSA
provisions, they would not necessarily
be paid the higher minimum wage when
it became effective. Another is that
some firms may delay implementing the
higher mandated wage. Most firms even-
tually do comply, however, and this,

together with the overall upward move-
ment of wages in general, will cause a
decrease in the proportion of minimum
wage workers.

This points out the importance of
keeping in mind movements in average
hourly earnings when examining the
effect of changes in the minimum wage
over a period of time on the behavior
of those working at or below the mini-
mum. For example, if a minimum wage
increase is matched by a rise in average
earnings, there should be no increase,

Table 1-18

Number and Proportion of Nonsupervisory Workers At or Below the Minimum Wage
by Metropolitan and Nonmetropolitan Areas, in Subject and Nonsubject
Private Nonfarm Establishments, May 1978

(Numbers in thousands)

Total Subject Nonsubject
Area Number | Percent Number | Percent Number | Percent
A1l Workers 7,138 13.0 5,531 10.9 1,609 38.6
Metropolitan 4,999 12.0- 4,085 10.5 926 33.6
Nonmetropolitan 2,160 16.3 1,468 12.4 683 48.4
Note: Individual items may not add to totals because of rounding.
Source: Wage Distribution Survey
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other things being equal, in the propor-
tion of minimum wage workers because
the entire wage distribution would
simply move upward. Indeed, a compari-
son of the data over the 1973-80 period
bears this out. In only three particular
years has the ratio of the minimum wage
to average hourly earnings changed
significantly. In each of these years the
proportion of minimum wage workers also
changed in the same direction (Figure
1-4). That is, if the minimum wage went
up more than average hourly earnings,
the ratio of the two would increase and
the proportion of minimum-wage workers
would also. If the minimum wage goes
up less than average hourly earnings,
the ratio of the two would decrease,
and the proportion of minimum wage
workers would go down too.

Similar fluctuations in the propor-
tions of minimum wage workers among
the various age, sex, racial, and ethnic

Figure 1-4

Proportion of Employed Wage and Salary Workers At or Below
the Minimum Wage: May 1973-1978, Second Quarter, 1979-1980

70*’ 16-17 Years

30

10}

0

T T e
1973 1974 1975 1976 1977 1978 1979 1980

Soyrce: Current Population Survey
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subgroups of the labor force occurred
in the 1973-80 period. The proportions
of youth, women, and minority minimum-
wage workers are higher and fluctuate
more than those of their older, male,
and white counterparts. Wider fluctua-
tions among youth, women, and racial
and ethnic minorities are due in part to
smaller sample sizes, but the variation
also shows the comparatively disadvan-
taged position of these workers in the
labor market.

A comparison of the number or
proportion of minimum wage workers at
different times must be interpreted
cautiously, however. Aside from changes
in the minimum wage, many other fac-
tors influence the future size and direc-
tion of the number of minimum wage
employees. The effects of those factors
are difficult to isolate. For example,
there were major changes in economic
conditions during this time, and the
composition of the labor force changed
dramatically as well. In addition, the
characteristics of the various demogra-
phic groups have changed. Young per-
sons in 1980 are undoubtedly different
from their counterparts in 1973 with
respect to education, experience, job
expectations, and minimum acceptable
wage.

Research on the duration of em-
ployment in minimum-wage jobs is best
conducted with data on the same indivi-
duals at different times. Workers can
thus be followed as they grow older,
revealing their movements in and out of
minimum wage jobs. This kind of data,
however, makes it harder to compare
minimum wage workers from one period
of time to another. In addition to the
problems noted earlier with the inter-
pretation of data over a period of time,
the number and proportion of employees
in each sample group paid the minimum
wage or less naturally decrease as the
workers get older. (Data used for this
part of the analysis are from the Na-
tional Longitudinal Surveys (NLS) which
are the oldest and most comprehensive
collections of this type of data on labor



market activity.)

Analysis of the estimates produced
by these data show a decrease in the
proportion of young men and women be-
tween 1966 and 1977 who were working
at or below the minimum wage. For
example, over 45 percent of men 16-19
years old were minimum wage workers
in 1966; by 1976, when this group was
between 26 and 29 years of age, less
than 10 percent of them were still earn-
ing the minimum or less (Figure 1-5).
As expected, the proportion of women
below the minimum remained greater
than that of men for both age groups
for all years. Also, both male and fe-
male teenagers were more likely than
those 20-24 years of age to be minimum
wage workers. Similarly, a greater pro-
portion of black youth worked at or be-
low the minimum compared to their white
counterparts. Again, the proportion of
women who were low-wage workers was
greater than that of men.

Figure 1-8

Proportion of Employed Wage and Salary Workers At or Below
the Minimum Wage, by Age and Sex, 1966-1977

\
\
\ Wamen, 16-19

1966 1967 1968 1969 1970 1971 1972 1973 1974 1975
Sowrce: Mational Longitudinal Surveys

1976 1977

The estimates presented in Figure
1-6 are also useful in examining employ-
ment duration at or below the minimum
wage. In 1967, for example, about 57
percent of those black men 16-24 years
old and out of school earning the mini-
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mum wage in 1966 had jobs that paid
wages at or below the minimum. By
1971, their proportion had dropped to
32 percent. The corresponding decrease
for white men was from 41 percent to 9
percent. Over the 1967-71 period, it
appears that blacks were more likely
than whites to remain in minimum wage
jobs. Indeed, proportionate to their
levels of employment, only 10 black men
for every 13 white men earning the
minimum in 1966 had a job that paid
more than the minimum by 1971. On the
other hand, black women were somewhat
better off than white women over the
1969-73 period. Four black women for
every 3 white women earning the mini-
mum wage in 1968 earned more than the
minimum by 1973.

Figure 1-6

Proportion of Employed Wage and Salary Workers 16-24 Years Old
and Out of School At or Below the Minimum Wage,
Who Were Minimum Wage Workers in 1966 (Men)
or 1968 (Women), 1967-1977

Percent MEN
60p
Black
0
white
20t
0 Toe7 1969 971 1973 1978 1977
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0
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Source: Mational Longitudinal Surveys



Projections of the Minimum Wage
Population

Determining what the number and
distribution of minimum wage workers
might be in five or ten years is fraught
with uncertainty. Nonetheless, estimates
may be made using labor supply projec-
tions that take account of the changing
composition of the labor force and BLS
unemployment forecasts together with
some assumptions about the age and sex
of minimum wage workers. Using the
BLS labor force projections (Flaim and
Fullerton 1978) under the intermediate
growth scenario with the aggregate
unemployment rate forecasts for 1985
(4.9 percent) and 1990 (4.5 percent),
hypothetical employment distributions by
age for those years were derived (Table
1-16).

The projections for 1985 and 1990
show an increase of about 2.5 million in
the number of workers at or below the
minimum wage but a decline to 11.5 per-
cent in their proportion of total wage

Table 1-16

and salary employment from 12.4 percent
in 1980. This is the result of offsetting
trends among demographic groups. The
decline in the number of youths aged
16-24, who have a relatively high pro-
pensity to be at or below the minimum,
offsets the increase in middle-age
groups, primarily women, who are less
likely to be earning the minimum wage.
Both male and female teenagers, who
accounted for 30 percent of all minimum
wage workers in 1980, are expected to
make up less than 25 percent by 1990.
The proportion of those 20-24 years old
is expected to drop from 17 percent to
14 percent, while the proportion of men
and women aged 25-64 will rise from 12
to 13 percent and 33 to 43 percent,
respectively.

Recommendation

The Commission felt that the con-
siderable amount of data it has amassed
on the characteristics of minimum wage
workers ought to be made available to

Wage and Salary Employment of Persons At or Below the Minimum Wage
by Age and Sex, Second Quarter 1980, and
Projections for 1985 and 1990

(Numbers in thousands)

1980 1985 1990
Age and Sex Number Percent Number Percent Number Percent
A1l Minimum
Wage Workers! 10,615 100.0 12,615 100.0 13,147 100.0
Percent of '
all employed 12.4 -- 11.7 —--- 11.5 --=
Men
16 Years & Over 3,895 36.7 4,118 32.6 4,042 30.7
16-19 Years 1,505 14.2 1,435 11.4 1,351 10.3
20-24 Years 788 7.4 675 5.4 580 4.4
25-64 Years 1,287 12.1 1,570 12.4 1,681 12.8
65 Years & Over 315 3.0 438 3.5 430 3.3
Women
16 Years & Over 6,721 63.3 8,497 67.4 9,105 69.3
16-19 Years 1,762 16.6 1,831 14.5 1,808 13.8
20-24 Years 1,062 10.0 1,277 10.1 1,168 8.9
25-64 Years 3,535 33.3 4,957 39.3 5,629 42.8
65 Years & Over 362 3.4 432 3.4 431 3.3

Note:

1See Note 2, Table 1-1.
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Individual items may not add to totals because of rounding.



the public. In this regard the Commis-
sion unanimously recommends that the
Department of Labor on a regular basis
provide tables and analyses on the basic
characteristics of minimum wage workers
including age, sex, race, family rela-
tionship, household income, and poverty
status. Particularly important is the
linking of statistics on employment
status and earnings of minimum wage
workers with their family income.
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Chapter 2

THE EMPLOYMENT AND UNEMPLOYMENT EFFECTS OF THE MINIMUM WAGE

Section 2 of the Fair Labor Stan-
dards Act states that the purpose of
the Act is to raise wages "without
substantially curtailing employment."
Whether the Act has led to a "substan-
tial” reduction in employment has been
a much-studied subject in the four
decades since the Act was first passed.
This chapter examines the evidence on
the effects of the minimum wage on
employment and unemployment (Mandate
G), the potential effects of a lower
minimum wage for young workers, and
the effect of the minimum wage on the
handicapped (Mandate E).!

The first section presents a brief
summary of the relationship between
minimum wages and employment from a
theoretical perspective. Evidence of the
effect of the minimum wage is then dis-
cussed, first for young workers (the
most often studied group) and then for
other groupings of workers. The follow-
ing section is devoted to a discussion of
proposals for a lower minimum wage for
young workers (a youth "differential”
or "subminimum"). The next section
discusses the effects of the minimum
wage on employment of handicapped
workers. Policy recommendations appear
in the last section.

1Staff and contractor research conducted
in these areas appears in Volume V of
this Report.
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The Minimum Wage and
Employment -- Theory

Academic discussions of the mini-
mum wage typically begin with the
implications of standard economic theory
for the 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 motiva-
tions. First, a simple theoretical frame-
work is useful in interpreting the evi-
dence. Often, different conclusions
about the effect of a minimum wage
are due to different ways of measuring
that effect. Understanding these dif-
ferences requires a theory of what
is being measured. Second, in some
cases theoretical 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 frequent complaint that the
theory predetermines the result of any
subsequent empirical investigation s
false.

The simplest theory of the employ-
ment effects of a minimum wage is that
as the wage is increased employers will
decide to employ fewer workers, or



employ the same number of 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 em-
ployer free to decide how many workers
are desirable at that wage. The theory
says nothing about the size of the
reduction in the number of workers or
the workweek, only that it will take
place.

Increasing the minimum
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.

wage

Even at this simple level, the
theory is wuseful for resolving some
contradictory assertions about the

minimum wage's effect. When one says
that the minimum wage will reduce em-

ployment, 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, em-
ployment 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
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been replaced had the minimum not been
increased.?

This insight has two implications.
First, the fact that employment often
rises following an increase in the mini-
mum does not disprove the theory. The
important issue is whether employment
rose less than it otherwise would have.
Second, an "other things being equal"
comparison requires that when deter-
mining the minimum wage's effect we
hold those other things constant, usu-
ally through statistical procedures.
Sometimes one can structure the com-
parison so that one has confidence that
little of importance besides the minimum
wage is being changed.

This simple theory, which applies
to a labor market that approaches per-
fect competition, has been criticized in
two ways. First, one can show that in
labor markets characterized by monop-
sony (a small number of employers
competing for workers in a given labor
market) a skillfully set minimum wage
may actually increase employment. I|f
the minimum wage is set above the level
that would occur in a competitive labor
market, further increases in the mini-
mum will tend to reduce employment. It
is questionable, however, whether there
are many monopsony labor markets
(Rosen 1981b).

A second line of criticism is the
argument that a minimum wage increase
will "shock" employers into organizing
production more efficiently. This might
allow the firm to continue employing the

2Interviews with employers suggest that
only 12 percent of the disemployment
accompanying the 1980 1increase 1in the
minimum wage took the form of discharges
(Converse et al. 1981). While employer-
estimated disemployment (a 2 percent re-
duction in total employment due to a 10
percent increase in the minimum wage in
1980) is higher than independent esti-
mates, the distribution of these losses
among discharges and reduced hiring may
be more accurate.



same number of workers as it would
have in the absence of or at a lower
level of the minimum wage. A more
recent version of this argument sug-
gests that a minimum wage would allow
employers to require greater levels of
effort from the workers they do hire,?
thus at least partially offsetting the
increase in the cost of employing low-
wage labor (Pettengill 1981). 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 disemployment effect of the minimum
wage increase.

Thus, while the simple theory
based on perfect competition suggests
that the minimum wage will reduce em-
ployment, the two criticisms say that
the minimum wage could increase em-
ployment, decrease it, or have no ef-
fect. Yet despite these differences, the
statistical procedures used by authors
whose introductory discussion is closely
tied to the standard model of the mini-
mum wage are often almost indistin-
guishable from those of researchers
openly critical of that model's assump-
tions.*

Nothing has been said thus far

3Fifteen percent of minimum wage workers
were employed in establishments that re-
ported increasing responsibilities of
minimum wage workers in response to the
1980 increase in the minimum wage. Nine-
ty percent of establishments which dis-
charged workers and 74 percent of es-
tablishments which reduced hours of work
in response to the 1980 increase report-
ed that these reductions were offset by
increases in work done by other workers
(Converse et al. 1981).

“Piore (1981) argues that acceptance of
the standard theory reduces the set of
other factors held constant. In many
ways, however, his dissatisfaction is
with data limitations which hamper re-
searchers of any theoretical orienta-
tion.
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about differences among  workers.
Workers come in a nearly infinite varie-
ty: 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 con-
clusion that an increased minimum wage
is expected to reduce employment, 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 re-
main in compliance-with the law. Those
who are more highly valued by employ-
ers may suffer no employment reduc-
tion; 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 em-
ployer may turn to a young worker with
a more extensive work history -- again,
even at a somewhat higher wage.

These observations are important
for interpreting estimates of the effects
of the minimum wage on the employment
of various groups of workers. One al-
most never has data on employment of a
group of workers so nearly identical
that all are directly affected by the
minimum wage. Rather, one has data on
groups of workers classified by age or
industry. Employment effects should
be most pronounced among groups
which have the heaviest concentration

*Elegant though difficult models of the
effect of minimum wages on a heterogen-
eous workforce are presented by Petten-
gill (1981), Heckman and Sedlacek (1981)
and Abowd and Killingsworth (1981).



of workers who would otherwise earn
less than the minimum wage. Moreover,
the employment of groups with a rela-
tively light concentration of such work-
ers might even be expected to rise in
response to a minimum wage. For ex-
ample, while a minimum wage might be
expected to reduce the employment of
low-wage adults, it could increase de-
mand for higher-wage adults enough
that employment of adults as a group
would be increased. More generally, the
effect of the minimum wage on the em-
ployment of any group is a mixture of
gains and losses. |If the balance of
gains and losses results in a "small" net
gain or loss, it may be difficult to esti-
mate this net effect with any precision.

Not all employment is subject to
the minimum wage requirements of the
FLSA. We can think of a "covered" sec-
tor subject to the minimum wage, in
which changes in the minimum wage
have a direct and predictable effect on
the lowest offered wage, and an "un-
covered" sector not subject to the mini-
mum wage, where wage levels are
determined by market forces as modified
by workplace "custom”" and in some
cases labor unions.

So long as wages in the uncovered
sector are reasonably flexible, the un-
covered sector is a potential source of
employment for those not employed in
the covered sector because of the mini-
mum wage (Welch 1976, Mincer 1976).
Those who cannot find work in the cov-
ered sector are free to look in the un-
covered sector, and their doing so will
tend to make the overall employment
loss less than the covered sector em-
ployment loss. Note, however, that this
flow from covered to uncovered sectors
presumes that uncovered-sector wages
are free to fall, so that uncovered-sec-
tor employers have an incentive to in-
crease their level of employment. It also
assumes that workers are willing to
work in the uncovered sector at a
below-minimum wage rather than remain
unemployed to search for the more
attractive, though scarce, jobs in the
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covered sector.® Thus, the existence of
an uncovered sector does not guarantee
that overall employment losses will be
minimal, but it does raise the possibility
that covered-sector employment reduc-
tions may be mitigated.

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 (Petten-
gill 1981). 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 eliminat-
ed. 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.

The movement of workers to the
uncovered sector may also involve im-
portant costs. Uncovered sector wages
must fall to accommodate the additional
workers, reducing benefits to low-wage
workers as a group. Moreover, most
economists would see displacement of
covered sector workers to the uncover-
ed sector as inefficient. Workers natu-
rally gravitate toward the employment
setting where they are most valuable;
moving from their preferred status in
the covered-sector to the uncovered
sector typically' means moving from a
higher-value to a lower-value use of
their time and talents (Mincer 1981a,
Rosen 1981b).

While most of the theoretical analy-
sis of the minimum wage has focused
on its relationship to employment, most
public attention focuses on its relation-
ship to unemployment. But a reduction

This assumption may be more plausible
than it seems, since workers have the
option of 1looking for covered-sector
jobs while working 1in the . uncovered
sector (Barth 1981).



in employment does not necessarily
mean an equal increase in unemploy-
ment. The reason is that the "unem-

ployed" are not simply "all those not
employed.” Rather, the unemployed are
those who are not employed but are
looking for work.” The labor force is
the sum of employment plus unemploy-
ment: all those either working or look-
ing for work.

In theory, changes in the minimum
wage can either increase or reduce the
labor force. Two opposing responses
are at work: a higher minimum wage in-
creases the reward for those who find
work but, assuming it lowers employ-
ment, reduces one's chances of finding
work at the higher wage. If the second
response dominates, the minimum wage
increase could make jobs scarce enough
to discourage people from looking for
work and reduce labor force participa-
tion. Hence, the reduction in employ-
ment may have little effect on unem-
ployment.

Effects on Employment
and Unemployment of Youth

The effects of the minimum wage
on employment and unemployment have
been studied most extensively for youth
and especially teenagers. At least two
dozen studies of the effects of the
minimum wage on teenage labor force
status have been conducted. The focus
on youth reflects concern about the
higher unemployment rate of teenagers
and the expectation that, as a low-wage
group, a relatively larger fraction of
youth would be directly affected by
minimum wage legislation.

Time-Series Studies. Most of these
studies used time-series data, i.e, they
examined teenage employment or unem-
ployment over a period of years to see
whether the level of teenage employment
. or unemployment changed with the mini-

"Those wishing to work but not looking
for a job are sometimes called "discour-
aged workers."

Google

35

mum wage.

The effect of the minimum wage on
teenage labor force status depends on
the level of other wages in the econ-
omy, as well as the degree to which
teenage employment was covered by min-
imum wage legislation. To take those
factors into account, most studies con-
structed an index of the relative level
and coverage of the minimum wage. For
each industry group, the relative mini-
mum wage was defined as the ratio of
the legal minimum to average hourly
earnings in the industry. The minimum
wage index was then defined as the
weighted sum of the relative minimum
wages in each industry, with the
weights dependent both on the extent
of coverage in the industry and the
fraction of total or teenage employment
accounted for by the industry.®

Combining the level and coverage
of the minimum wage into a single vari-
able has both advantages and disadvan-
tages. The primary disadvantage is that
it assumes that a 10 percent increase in
the minimum wage, e.g., from $3.00 to
$3.30 per hour, has the same effect on
teenage labor force status as a 10 per-
cent increase in coverage, e.g., from 70
to 77 percent of nonsupervisory em-
ployment.

In order to avoid this rather arbi-
trary assumption, one could treat the
relative level and coverage of the mini-
mum wage as separate variables and es-
timate the effects of each. Obtaining re-
liable estimates of the two effects sep-
arately has generally proven difficult,
given available data. An alternative a-
dopted by some studies was to consider
only the relative level of the minimum
wage and ignore coverage.

Teenage coverage has increased in
steps as coverage has been broadened
through successive amendments to the
FLSA. On the other hand, the relative

*Due to data limitations, this index is
based on private nonagricultural wages,
coverage, and employment.



level of the minimum wage shows little
trend; rather, there is a saw-toothed
pattern of increases when the minimum
is increased followed by gradual reduc-
tions as average wages rise relative to
the unchanging minimum. The minimum
wage index reflects a combination of
these two patterns (Table 2-1).
Time-series studies relate the
minimum wage (as reflected in the
minimum wage index, the relative level
of the minimum wage, or some other
"minimum wage variable") to one or
more measures of the labor force status
of youth. The most common measures of
labor force status are the percent of
the population employed, the labor force

participation rate (the percent of the
population in the labor force), and the
unemployment rate (the ratio of unem-
ployment to labor force).

As noted in the previous sec-
tion, it is important to control for
other factors that might affect youth
employment or unemployment when
assessing the impact of the minimum
wage. A good example is the state of
the overall economy. If the minimum
wage increased just as the economy
was entering a recession, a simple
correlation of youth labor force status
and the minimum wage that did not
control for overall business conditions
would show that minimum wage increases

Table 2-1
Selected Minimum Wage and Related Time Series

Year Yearly Average Minimum Wage! | Minimum Wage c«:veragc Relative
(Non-tipped Employees) Index? Ratio Minimum Wage*
1954 $0.75 .187 .425 .441
1955 0.75 .181 .427 .425
1956 .96 .215 .418 .516
1957 1.00 .209 . 405 .516
1958 1.00 .190 .376 .505
1959 1.00 .183 .379 . 482
1960 1.00 .181 .389 . 465
1961 1.05 .212 .433 .489
1962 1.15 .280 .538 .520
1963 1.18 .272 .532 .512
1964 1.25 .273 .523 .522
1965 1.25 .272 .519 .523
1966 1.25 . 268 .530 .506
1967 1.39 .350 .676 .517
1968 1.58 .378 .684 .553
1969 1.60 .395 .735 .537
1970 1.60 .386 .732 .527
1971 1.60 .376 .734 .512
1972 1.60 .357 .741 .482
1973 1.60 .343 .761 . 451
1974 1.87 .367 .760 .484
1975 2.10 .389 . 756 .515
1976 2.30 .416 .783 .531
1977 2.30 .412 .819 .502
1978 2.65 .443 .834 .532
1979 2.90 .445 .839 . 542

1The basic minimum wage was computed as an annual average of the monthly values

of the actual minimum wage.

2The minimum wage index is the weighted sum of the ratio of the minimum to the
average wage in each industry, with the weights reflecting the extent of FLSA
coverage and the share of teenage employment in each industry.

3The coverage ratfo is defined as the proportion of nonsupervisory workers in
each industry subject to the minimum wage, weighted by the share of teenage

employment.

“The relative minimum wage was calculated by dividing the minimum wage index by

the coverage ratio.
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led to lower employment and higher un-
employment. Conversely, if the minimum
wage were increased just as the econ-
omy began to recover from a reces-
sion, a simple comparison that did not
control for business conditions would
show that the minimum wage increased
employment and reduced unemployment.
These problems with simple comparisons
are widely recognized, and all studies
include some control for business condi-
tions.

Other factors generally held con-
stant are seasonal influences and a time
trend. Including a time trend reduces
the likelihood that the many factors af-
fecting youth employment that are not
reflected in the specific variables stud-
ied will bias estimates of the minimum
wage effects.® With a time trend in-
cluded as a control variable, one can
identify the combined effect of other
variables not specifically included but
which change gradually over a period of
time and not erroneously attribute their
effect to the minimum wage.

Still other factors were controlled
for in some studies but not in others.
These include some measure of the im-
portance of the military's demand for
youth, a measure of the extent of Fed-
eral employment and training programs,
and the relative share of youth in the
working-age population.

One controversial control variable
is the youth population share, the ratio
of the 16 to 19 year-old population to
the total population aged 16 and over.
Early studies on the effect of the mini-
mum wage on teenage employment ex-
cluded this variable because it was felt
teenage employment depends only on the
demand for teenage labor if the minimum
wage is higher than the market wage.

*More precisely, omitted factors will
not bias the estimated minimum wage
effects unless the departures of these
omitted factors from a simple trend are
correlated with deviations of the mini-
mum wage variable from its upward trend.
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The youth population share variable,
which measures the relative teenage
labor supply, would not be relevant.
More recent studies, however, have
included it because many teenage work-
ers make more than the minimum and
are not affected by increases in the
minimum wage or extensions of FLSA
coverage. Including the variable con-
trols for changes in the teenage labor
supply that are not caused by increases
in the minimum or its coverage, produc-
ing a more accurate measure of the min-
imum's effect on employment.

There has been an even greater
controversy over the proper way to
specify the determinants of youth unem-
ployment. Some authors have argued
that without a minimum wage, youth un-
employment would fall to some frictional
level, i.e., a level reflecting the brief
spells of unemployment from moving
from one job to another. Unemployment
above that frictional level is therefore
caused by the minimum wage and there
is no point in controlling for youth la-
bor supply through use of the youth
population share. A closer analysis
suggests that the minimum wage is only
one factor preventing the youth labor
market from achieving a balance of sup-
ply and demand and that it is incor-
rect to attribute all unemployment above
the frictional level to the minimum
wage.!®

The differences among the many
studies on this subject make it hard to
summarize them. Most focused on teen-
agers 16-19 years old, though a few al-
so considered young adults aged 20-24.
Many of the teenage studies analyzed
16-17 vyear-olds and 18-19 year-olds
separately, and separate estimates by
race and sex were also common. To
make it easier to compare the studies,
the estimated effects of the minimum

wage on various teenage subgroups
1%For a fuller discussion of these
issues, see Brown, Gilroy, and Kohen
(1981a).



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 de-
creases in the minimum wage on teenage
employment and unemployment. A 10
percent increase was assumed to have
the same effect as a 10 percent de-
crease, except in the opposite direc-
tion. 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 mini-
mum increased or decreased. For ex-
ample, the effects of a 15 percent mini-
mum increase were 1.5 times as large as
those of a 10 percent increase. The ef-
fects of major changes, however, such
as doubling the minimum wage or elimi-
nating it, could not be determined with
the methods used in the studies.

A review of teenage employment
and unemployment time-series studies
completed by 1979 (Brown, Gilroy, and
Kohen 1981a) found that a 10 percent
increase in the minimum wage would re-
duce teenage employment between 0.5
and 3.0 percent, with most studies find-
ing 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.

Estimated effects on the teenage
unemployment rate varied more widely,
with a range from essentially zero to an
increase of more than three percentage
points. More recent studies have consis-
tently estimated less than one percent-
age point. (A percentage point increase
in the teenage unemployment rate, from
16 to 17 percent for example, would
equal nearly 100,000 more workers un-
employed.)

The range of estimated effects in
the studies stems from different combi-
nations of time periods, control variables
and other subtler differences in the
models used and not from different
data sources since all studies relied on
the Current Population Survey.

It is difficult to explain the varia-
tion in estimates among the different
studies. The authors did not compare

Google

38

their findings with those of previous

studies in a way that would explain
different results. For example, they
included a longer, more up-to-date

series of observations and added or
deleted a control variable or two with
little or no attention devoted to the
importance of each innovation.

The only real exception to the fail-
ure to determine the effects of depar-
tures from earlier studies was the find-
ing that, at least for papers whose data
series ended in the late 1960s, larger
unemployment effects were found when
the teenage population share was omit-
ted from the analysis than when it was
included.

Commission staff attempted to
update the studies through the fourth
quarter of 1979 to explore the sensitiv-
ity of the estimates to differences in
the variables held constant in estimating
the minimum wage effects and to analyze

other more technical issues (Brown,
Gilroy, and Kohen 1981c, 1981d). In
general, the updated estimates were

quite consistently in the lower range of
estimates suggested in the earlier litera-
ture. The staff estimated that a 10
percent 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 percent range.

The staff unemployment effect
estimates also were at the low end of
the range found in the literature--in no
case did a 10 percent increase in the
minimum raise the teenage unemployment
rate by more than 0.1 percentage point
using the full 1954-1979 sample period.
The small unemployment effect appar-
ently results from a large number of
people who withdrew from the labor
force--stopped looking for work--as a
result of the jobs lost from the minimum
wage increase. The results for the full
sample period were roughly the same as
those from the 1954-1969 period, but
the 1970-1979 period showed a higher
effect on unemployment--a 0.5 to 0.75
percentage point increase. (The time



periods analyzed were chosen to coin-
cide with those used by the other
researchers and do not correspond to
business cycles.)

Changes in the set of control vari-
ables produced few dramatic differences
in the estimates, but other experiments
produced more interesting (if not al-
ways anticipated) results. Separating
minimum wage level and coverage effects
proved unsuccessful because the cover-
age effects could not be estimated with
adequate precision. The minimum wage
level, however, appeared to have a
greater effect on employment and unem-
ployment than did the extent of cover-
age, although precise differences be-
tween the two could not be determined.?

Most of the earlier studies assumed
that teenage employment and unemploy-
ment are affected only by current values
of the minimum wage, although some stu-
dies allowed for a lagged response. The
lagged response is the effect on employ-
ment and unemployment of past changes
in the minimum. None of these studies
reported how much difference the re-
sponse to past changes made in the es-
timated minimum wage effect, and most
of them were based on data that ran
only through the late 1960s. The staff's
updated data sample revealed little evi-
dence that allowing for responses to
past changes increased the estimated ef-
fect of the minimum wage on teenage
employment.

While nearly all of the previous
studies focused on the number of teen-
agers employed, a good case can be
made for looking at their hours of work
as well. When part-time workers were
converted to full-time equivalents, i.e.,

1For example, a 10 percent increase in
the level of the minimum would reduce
teenage employment by about 1.8 percent,
while a 10 percent increase in coverage
would lead to a 0.3 percent reduction.
Effects of either level of the minimum
or coverage on unemployment remained
negligible.
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two part-time workers equal one full-
time equivalent, the estimated effect on
full-time equivalent teenage employment
was increased 0.5 percent, for a total
of a 1.5 percent reduction from a 10
percent minimum wage increase. The
precision of these estimates is compro-
mised to some extent by the fact that
quarterly data on teenage employment
by full- and part-time status are only
available from 1963 on.

Under contract to the Commission,
Hamermesh (1981) extended the earlier
work in quite a different direction with
a more complex analysis of the demand
for labor than in previous studies. He
noted that previous work had focused
on the relationship between the minimum
wage and average hourly earnings and
neglected other components of labor
cost such as Social Security taxes,
pension contributions, and vacation
pay. Because these components had
increased substantially over the last 20
years, ignoring them could bias esti-
mates of the impact of the minimum
wage. He also argued that most of the
literature on the employment effects of
the minimum wage bore little relation-
ship to theoretical and empirical work
on the demand for labor. In Hamer-
mesh's view, a proper specification of
the demand for teenage labor should
include average wages of teenagers and
adults as well as the minimum wage.!?

12Hamermesh's minimum wage variable in-
corporated the ratio of the minimum wage
to the average teenage wage. He recog-
nized that an 1increase in the minimum
wage increases the average wage of teen-
agers and, to a lesser extent, the aver-
age wage of adults. In calculating his
minimum wage impacts, he took into ac-
count the effect of minimum wage in-
creases on the average wage of teenagers
but ignored the much smaller effect on
average adult wages. Incorporating the
effect on adult wages would lead to a
small reduction in the estimated mini-
mum wage impact on teen employment.



After correcting hourly earnings to
include the other components of labor
cost and including average employment
costs of teenagers and adults, Hamer-
mesh's results were quite consistent
with those discussed above. Regardless
of the choice of wage measures, the
choice of time periods, or the choice of
models, a 10 percent increase in the
minimum wage reduces teenage employ-
ment by about 1 percent. Despite the
agreement with other studies, however,
Hamermesh's estimates of the effects of
the minimum wage should be viewed
with caution since his estimates of the
effects of other factors are sometimes
implausible (Fleisher 1981).!3

Hamermesh also considered the
lagged response issue. He found that
allowing for a lagged response led to a
somewhat larger estimated effect of the
minimum wage. However, in obtaining
the lagged-response estimates, he as-
sumed that the impact of a minimum
wage increase begins when that increase
takes effect and that it has no impact
between the time the increase is legisla-
ted and the time it becomes effective.
(Allowing the effect of the increase to
depend on both its date of enactment
and its effective date would have been
very difficult.) As a result, he con-

13For example, a time trend was included
to control for the impact of techno-
logical change on firms' demand for
teenage labor. Assuming that wages and
firms' output are held constant, a tech-

nological improvement should enable
firms to produce the same amount of
goods with fewer workers. In other
words, an improvement in technology

should increase the productivity of each
worker and the firms should demand less
labor to produce a given amount of
output. Hamermesh's statistical estima-
tion of this impact suggests that im-
provements in technology would instead
increase firms' demand for teenage
labor, which is contrary to the theoret-
jcal prediction.
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cluded that the lagged response esti-
mates were not to be preferred to his
earlier estimates.!*

A judgment about the seriousness
of the estimated employment and unem-
ployment effects may well depend on
what teenagers do with the time not
spent working. There is some time-
series evidence that they respond by
staying in school longer than they
otherwise would (Mattila 1978 and 1979),
though there is also some contrary
evidence (Ragan 1977).

Little has been said thus far
regarding differences in the impact of
the minimum wage on different groups
of teenagers. Perhaps the most widely
discussed difference is between non-
white and white teenagers. Because
nonwhite teens have lower average wage
rates than white teenagers, one would
expect that the minimum wage would
have a greater effect on nonwhite
teens. But a review of the literature
suggests that there is little empirical
support for such a generalization; some
studies found that nonwhites were more
adversely affected, while others found
the reverse. Whether the estimated dif-
ferences could be due to chance alone
is almost never discussed. This is a
particularly important issue given the
relatively small number of nonwhite
teenagers in a typical Current Popula-
tion Survey sample, which means that
effects of the minimum wage on non-
white teenagers may not be estimated
with great precision (Welch 1976, pp.
121-122).

Analysis of the staff-updated
sample underlined these difficulties.
Estimated employment effects were

smaller for nonwhite than white teen-
agers, though the possibility that this
difference was due to chance alone
could not be rejected. Thus, while we
cannot say that the oft-asserted racial
differential is absent, it seems safe to

1%For an argument in support of the
lagged relationship, see Mincer (1981).



say that the persuasiveness of that
assertion rests on an a priori argu-
ment rather than on convincing em-

pirical evidence.!®* An analysis of
differential effects by sex found no
significant differences.

As noted in the introduction,
most of the time-series studies of

the effects of the minimum wage on
youth employment status have focused

on teenagers. However, the literature
does include a smaller number of
studies dealing with young adults

(those 20-24). These generally found
that the minimum wage reduced em-
ployment and raised unemployment al-
though less than among teenagers.
The number of available studies is
too small, and the diversity among
them too large, to support broader
generalizations.

Using data for the 1954-1979
period, the staff found smaller dis-
employment effects among young adults
than among teenagers. A 10 percent
increase in the minimum wage reduced
young adult employment approximately
0.25 percent, although this is not as
reliable an estimate as the one for
teenagers. Perhaps surprisingly, stat-
istically significant unemployment ef-
fects were detected--a 10 percent in-
crease in the minimum raising young
adult unemployment by about 0.2 per-
centage points.

In principle, one could also en-
vision studies of the effects of the
minimum wage over a period of time
on the employment of other youth
subgroups, such as inner-city youth
or Hispanic youth. However, concern
for these groups has only recently
led to collecting data on their employ-
ment status, and the time period for
which data are available is too short
to permit meaningful analysis.

Cross-Section Studies. Time series
studies rely on differences over a per-
iod of time to estimate minimum wage

18See also Osterman (1981).
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effects, i.e., how did youth employment
change when the minimum wage was
changed? An alternative approach is
to rely on cross-section data, making
comparisons between states or metro-
politan areas that differ in the import-
ance of the minimum wage.

A basic question that must be
confronted with the cross-section ap-
proach is how to identify differences in
the degree of importance of the minimum
wage when the same Federal minimum
wage law applies to all states. Statisti-
cally, if the "minimum wage variable"
does not vary, one cannot estimate the
minimum wage's effect. Two approaches
to this question have been tried in the
literature on youth.

Early studies, using 1960 census

data, investigated whether state mini-
mum wage laws, which do vary, low-
ered teenage employment. But that

approach was limited because the exten-
sion of federal minimum-wage coverage
to retail trade and services in the
1960s reduced the importance of state
laws. Later investigators tried to solve
the problem by studying average wages
in different areas. They assumed that
the effect of the federal minimum de-

pends on area wage levels -- high-wage
areas would be less affected and low-
wage areas more affected -- and on the

extent to which the areas' industries
are subject to the minimum wage laws.

Studies focusing on differences in
state laws generally determine the effect
of these laws on teenagers' average
wages and the effect of higher wages
on teenage employment. The latter is of
greater interest in studying the effect
of Federal minimum wage increases.®*

'®Knowing how much the presence of a
state minimum wage law increases average
teenage wages does not tell us how much
an increase in the federal minimum wage
will raise average wages. However, if we
are able to estimate this relationship
using other data, we can use this in-
crease in average wages and the response



These studies found that higher
wages in general reduced teenage em-
ployment. Variations among the studies
make a precise summary difficult, but a
10 percent increase in average wages
reduced white teenage employment by a
few percent, with some evidence of a
larger reduction for black teenagers.
Because a 10 percent increase in the
minimum wage would increase average
teenage wages by considerably less than
10 percent (less than half of all teen-
agers work at or below the minimum
wage), the implied employment effects
of a 10 percent increase in the minimum
wage found in these cross-section stud-
ies are roughly consistent with the
time-series results.

Cross-section studies of the effect
of the Federal minimum wage are a re-
cent addition to the literature. As in
the time-series studies, youth employ-
ment is assumed to depend on the mini-
mum wage, the demand for labor (as re-
flected in the area unemployment rate),
and other factors. A survey of these
papers (Brown, Gilroy, and Kohen
1981a) found a wide range of estimates,
from essentially no effect to a 5 or 6
percent reduction in teenage employment
in response to a 10 percent increase in
the minimum wage. There was some ten-
dency for studies that controlled more
thoroughly for other determinants of
teenage employment to produce smaller
reductions, but even this generalization
had its exception.

There are doubts about whether
these studies really provided estimates
of the effects of the minimum wage. Be-
cause most of the variation in the mini-
mum wage variable comes from variation
in wage levels across states or areas,

of employment to increasing average
wages to calculate the change in em-

ployment. This approach does, however,
ignore possible differences 1in the
responsiveness of minimum wage and

better paid teenagers'
their wage rates.

employment to
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one is never certain whether the estim-
ated effects are minimum wage effects
or state average wage effects.

A quite different cross-section
approach to the problem of estimating
employment effects was developed for
the Commission by Meyer and Wise
(1981). They observed that the minimum
wage can be expected to have three
effects on youth wages. First, some
who would otherwise earn less than the
minimum wage are brought up to the
minimum. Second, some of those who
would otherwise be below the minimum
are not employed because of the mini-
mum. A third effect (to which the au-
thors devote less attention) is that
wages of those who would otherwise be
at or above the minimum may be in-
creased.

A frequency distribution of wages
(a graph showing the number of work-
ers at each wage level) with a minimum
wage in effect shows a "peak" at the
minimum level and fewer workers below
that level than would be found in a
hypothetical frequency distribution of
wages in the absence of a minimum
wage. The reasons for this are that
with a minimum wage, the wages of
some workers formerly below that level
are brought up to the minimum --
causing the peak or high number at
that point, while those low-wage work-
ers who lose their jobs or are not hired
because of the minimum drop out of the
distribution. Therefore, by assuming a
hypothetical distribution without a mini-
mum, one can estimate these raising and
removing effects and, using the latter,
come up with an estimate of the disem-
ployment effects of the minimum wage.

The Meyer-Wise estimates, which
are based on this procedure, appear
considerably larger than the typical
estimate discussed so far, although
there are comparability problems that
may explain part of the difference.
Based on the distribution of wages of
hourly workers aged 16-24 who are not
in school, they estimate that a 10
percent increase in the minimum wage



would reduce employment of this group
by 2.2 percent. Given that their esti-
mate for 20-24 year-olds is 1.7 percent,
the implied estimate for teenagers is 3.6
percent. !’

The major problem in comparing
their estimates with those discussed
earlier is that Meyer and Wise studied
only out-of-school youth. But if the
minimum wage not only reduces the
number of non-students working full
time but also increases the number of
students working part time (as Mattila
1979 reports), then the job losses
among all youth would be less than
Meyer and Wise's estimate of job loss
among non-student youth.

Obviously the Meyer-Wise results
depend on the hypothetical shape as-
sumed for the wage distribution without
a minimum (Rosen 1981b).!* While their
assumptions in this regard are reason-
able, it is hard to be very confident
that they are correct.!® Thus, it is

17Based on Meyer and Wise (1981). The
impact on teenagers can be inferred from
the fact that the percentage change in
employment of 16-24 year-olds is a
population-weighted average of the
percentage changes for 16-19 and 20-24

year-olds. In 1978, 73.6 percent of
out-of-school youth age 16-24 were
20-24.

1%To be more precise, Meyer and Wise
assume that wages depend on a set of
observable variables and a random error
term. They must make some assumption
about the distribution of the error term
or, equivalently, about the distribution
of wages for workers with a given set of
observable variables.

1%Meyer and Wise's
among workers

assumption that,
with given observable
characteristics, wages are distributed
"lognormally" would probably be the
first choice of most researchers in the
area. However, that distribution "is
ordinarily chosen for its general simi-
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possible that their assumed shape for
the wage distribution without the mini-
mum wage is responsible for their lar-
ger estimates.

Other Employment Effects

Studies on general employment ef-
fects of the minimum wage did not fall
neatly into simple categories as did
those on youth employment. Few studies
directly address the effect of the mini-
mum 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 ex-
ample, there have been several analyses
of the effect of minimum wages on em-
ployment in low-wage manufacturing in-
dustries and on employment in indus-
tries as they become subject to minimum
wage standards for the first time.

Effects on Adult Employment. As
noted in the discussion of 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 of
workers who would have earned less
than the mandated wage in the absence
of minimum wage legislation. While teen-
agers and, to a lesser extent young
adults fit this description, adults gen-
erally do not.2° As a result, it is not
clear whether one should expect the
minimum wage to reduce adult employ-
ment, and, if it does, the amount may
be so small compared to total adult em-
ployment that it will not be detected

larity to observed distributions, rather
than any close correspondence in the low-
er tail of the distributions. (Indeed,
the message of Meyer and Wise's method
is that the lower tail observed distrib-
ution should not look like that of the
hypothetical, no-minimum distribution.)

2%Among those aged 25 and older in 1980,
only 8.4 percent were at or below the
minimum wage. See Chapter I, Table 1-1.



with precision.

Time-series studies on the subject
produce quite mixed results. Mincer
(1976) reported statistically significant
employment reductions among white
males over age 65 and white female
adults but not for other age, sex, and
race combinations. Gramlich (1976, pp.
438-443) found statistically insignificant
reductions for adult males and no
effects for adult females. Hamermesh's
(1981) results imply a small and statis-
tically insignificant increase in adult
employment because the minimum wage
raises the wages of competing teen-
agers. The only conclusion emerging
from these studies is that it is difficult
to estimate the effect of the minimum
wage on adult employment with any pre-
cision from time-series data.

A new cross-section study by
Linneman (1980) adopted a quite differ-
ent approach to estimating adult dis-
employment effects. Given data on
wages and other characteristics such as
age and education of workers in 1973,
he estimated the wage such workers
would have earned in 1974, had the
minimum wage not been increased. He
argued that those directly affected by
the minimum wage are those whose
predicted wages would have been less
than the new 1974 minimum and that
the negative employment effects should
be greatest for those whose predicted
wage was furthest below the minimum.
Linneman found that this was indeed
the case. While he did not estimate the
overall reduction in adult employment
due to the minimum wage increase, his
results permit the inference that it is
substantial.2! However, Linneman also
found that those with wages just above

21l inneman reported that, when wage
gains and employment reductions were
both taken into account, earnings of
those who would otherwise earn less than
the minimum-wage were reduced by the
minimum wage increase. This would imply
at least a 1 percent reduction in em-
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the minimum also suffered lower employ-
ment, while most theoretical predictions
would have yielded the opposite result.
This raises the possibility that his re-
sults reflect the fact that low-wage
workers are less likely to be employed
without convincingly implicating the
minimum wage as a cause of this prob-
lem.

Effects on Employment in Low-
Wage Industries. The observation that
the employment effects of the minimum
wage are most easily detected when a
relatively large fraction of the workers
studied are minimum wage workers sug-
gests that low-wage industries are a
reasonable place to study such impacts.

"Low-wage industry studies" cover a
great diversity of industries, methods,
and conclusions (Brown, Gilroy, and

Kohen, 1981b).

Two types of questions could be
asked of such studies. First, is there
evidence that the minimum wage has
reduced employment in such industries?
Second, how do the effects differ among
industries? One possibility is that,
because they have more low-wage work-
ers, some industries find their wage bill
raised more than others by a minimum
wage increase, although they may re-
duce employment to the same degree in
response to a given wage bill increase.
Alternatively, the responsiveness of
employment to wages may differ. In
general, the existing literature demon-
strates the difficulty of answering the
first question, so that little attention is
devoted to the second, subtler one.

The strongest evidence of employ-
ment reduction caused by the minimum
has been found in low-wage manufactur-
ing industries. One approach has been
to study such industries over a period
of time as the minimum wage is in-
creased and then is eroded by increases
in prices and other wages. Another is

ployment of minimum-wage adults in
response to a 1 percent increase in the
minimum.



to compare the change in employment in
establishments that initially paid a large
fraction of their workers below the new
minimum with the change in establish-
ments less directly affected by the in-
crease. Using this second approach, the
employment changes of the less-affected
establishments are used to estimate what
would have happened to employment at
those with a large proportion of low-
wage workers if the latter had not
been significantly affected by the
minimum wage. Both types of studies
find reductions in employment due to
increases in the minimum wage, but
there is conflicting evidence on changes
in the number of hours worked per
week.

Studies of the effect of the mini-
mum wage in agriculture also generally
report reduced employment. In general,
these studies were faced with more
severe limitations than those charac-
terizing the manufacturing studies. It
has been a relatively short time since
the introduction of minimum wage cover-
age to agriculture and there is a great-
er danger that the changes may be
caused by technological advances in
time-series studies or differences in
farm size in cross-sectional analyses
rather than minimum wage effects.

Studies of retail and service indus-
tries, which also became increasingly
covered by minimum wage requirements
in the 1960s, produce conflicting con-
clusions. The major weakness of these
studies is the difficulty in determining
whether reported negative effects are
due to chance alone or whether those
not finding negative effects suffer from
limitations of sample size or study de-
sign that obscure small effects. From
the published analyses and a reanalysis
of the published data tabulations, it is
difficult to reach any conclusions for
this group of industries with confi-
dence.

A different approach to studying
the effect of the minimum wage on
low-wage industries was taken by
Madden and Cooper (1981). Instead of
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focusing on the effects of the minimum
wage on the level of employment, they
asked whether the minimum wage af-
fected states’ share of output and
employment in wholesale and retail
trade. To the extent that firms' de-
cisions on where to locate are based on
labor costs, increases in the minimum
wage should make states with larger
concentrations of low-wage workers or a
larger fraction of workers subject to
minimum wage laws less attractive
locations. The authors noted, however,
that firms in wholesale and especially
retail trade are typically considered to
be relatively insensitive to such consid-
erations in deciding where to locate;
changes in population and income are
more important.

They report no consistent evidence
of the hypothesized effects of Federal or
state minimum wages in either wholesale
or retail trade. This conclusion holds
even when considering the possibility
that reactions to a given relative mini-
mum wage and degree of coverage differ
by region. The authors point out,
however, that the state-by-industry
data base they constructed back to 1958
had limitations that may have compro-
mised the correctness of their conclu-
sions.

Effects of a Lower Minimum Wage for
Youth

As concern about youth unemploy-
ment has grown, and as the effect of
the minimum wage on teenage employ-
ment has been more widely understood,
proposals to reduce the minimum wage
for younger workers have become more
common. In its simplest form, such a
"youth differential” or "subminimum"
wage for youth would reduce the lowest
wage employers could pay to workers
below a specified age who are subject to
the FLSA while remaining in compliance
with the law. The most common propos-
als allow employers to pay those who
have not yet reached their twentieth
birthday either 75 percent or 85 per-
cent of the basic minimum wage. How-



ever, most of the recent differential
proposals do not take this simple form;
they restrict employer use of such a
differential in various ways.

The first part of this section deals
with the effect of a "simple" youth
differential. The second discusses fea-
tures of the present law that now pro-
vide a lower minimum wage or similar
inducement to employers to hire youth
in certain categories. The third section
discusses the most common restrictions
included in proposed youth differential
legislation.

A Simple Differential for Teen-
agers. A differential minimum wage for
teenagers would reduce the wages em-
ployers pay to the lowest-paid teen-

agers. It would not directly affect the
wages of better-paid teenagers 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 "out-
put expansion" effect increases the use
of all workers and other inputs. Its
magnitude depends on minimum-wage
teenagers' share of production costs
and consumers' response to the lower
price charged by producers. A reason-
able estimate of the effect is that a 15
percent youth differential would in-
crease demand for all inputs by about
one tenth of one percent (Brown 1981).
The second effect of a youth differ-
ential is to encourage firms to sub-
stitute minimum-wage teenagers in place
of other production inputs such as
higher-wage teenagers, adults, or
equipment. The prospect of such sub-
stitution, particularly for minimum-wage
adults, is responsible for much of the
controversy surrounding the youth dif-
ferential.

The fundamental difficulty in
estimating the effects of such a dif-
ferential is that we have never had
one. Thus, any estimate must be based,
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with appropriate adjustment, on some
other related experience such as what
happens when the minimum wage is
changed for both teenagers and adults
or when the average wages of youth
rise or fall compared with those of
adults. Such adjustment sorely tests
our catalog of relevant facts from pre-
vious research and the ability of the
data to give new clues about the ap-
propriate adjustment.

Consider, for example, what can
be learned from historical evidence on
the effects of the minimum wage on
teenage and adult employment. Past
increases in the legal minimum and
inflation-caused reductions in the effec-

tive minimum between legislated in-
creases applied equally to unskilled
teenagers and adults. Thus, a youth

differential differs from a reduction in
the basic minimum wage in that it does
not reduce the wages of minimum-wage
adults. As a result, we would expect
that a youth differential would have
greater effects on teenage employment
than would a comparable reduction in
the basic minimum because the youth
differential improves the competitive
position of minimum-wage teenagers
vis-a-vis minimum-wage adults. For the
same reason, effects on adult employ-
ment are expected to be worse.2?? Thus,
if a 10 percent reduction in the general
minimum wage raises teenage employment
1 percent, a 10 percent youth differ-
ential would increase it by more than
1 percent. Unfortunately, this leaves
two important questions unanswered:
How much more than 1 percent would
teenage employment rise? How would

22Both of these statements assume, as
seems plausible, that the substitution
response is more important than the
output-expansion effect. Because it re-
duces the wages of low-wage adults as
well as teenagers, a general reduction
in the minimum wage would have a great-
er output expansion effect than a com-
parable youth differential.



adult employment be affected?

Hamermesh (1981) estimates that a
25 percent youth differential would in-
crease teenage employment by about 3
percent or 250,000 jobs. Although he
does not calculate adult employment
effects, his estimates imply that the
output expansion effects would create
enough new jobs to offset those lost by
adult workers replaced by teenagers.
Commission staff performed an alterna-
tive calculation based on Hamermesh's
work showing a larger teenage employ-
ment gain of 4 to 5 percent or 400 to
450 thousand jobs, at a cost of some 50
to 150 thousand adult jobs. Among the
alternative calculations of teenage and
adult employment effects from Hamer-
mesh's study, those assumptions pro-
ducing the smallest teenage employment
gains also produce the smallest adult
losses and those leading to the largest
teenage gains also lead to the largest
adult losses. Therefore, the implied
effects on the total employment of teen-
agers and adults lie in the relatively
narrow range of 250 to 350 thousand
jobs.

This discussion gives some indica-
tion of a reasonable range of expecta-
tions for teenage employment. For vari-
ous technical reasons, however, they
probably understate somewhat the adult
employment losses. 2?

23The change in adult employment is the
sum of the gain in adult employment due
to output expansion and the substitution
of teenagers for adults, holding output
constant. The rate at which teenagers
can be substituted for adults without
changing output depends on their rela-
tive productivities, which are measured
indirectly by their wages. Hamermesh
implicitly assumes that teenagers are
being substituted for "average" adults
rather than predominantly minimum-wage
adults. Since the average adult would be
more productive than the typical minimum
wage adult, the number of teenagers
needed to substitute for one adult is

Google

47

An alternative source of estimates
is the literature on substitutability of
different types of labor, especially
teenagers and adults. These studies
generally find "easy" substitution be-
tween teenagers and adults, suggesting
that the increase in teenage employment
and probably the reduction in adult
employment would be greater than
Hamermesh estimates. But it is difficult
to get reliable estimates from this litera-
ture, partly because some of the esti-
mates of the responsiveness of demand
for teenage labor to its price are im-
plausibly high, partly because the
studies generally define youth too
broadly as those less than 25 years of
age, and partly because of uncertain-
ties about the relative substitutability
of workers of different skill levels.2*

These uncertainties are compound-
ed when the possibility of changes in
other wages is considered. If a youth
differential encourages employers to
substitute minimum wage teenagers for
other workers, the growing number of
displaced workers unable to find em-
ployment would tend to Ilower their
wages or at least lead them to rise less

rapidly than they otherwise would.
Restraining the wages of better-paid
teenagers in this way would further

increase teenage employment and reduce

overstated by this assumption. The ratio
of teenage gains to adult losses re-
sulting from this substitution is there-
fore also likely to be overstated. See
Brown (1981).

2%The problem here is that, in aggre-
gating workers into youth and adult, the
studies implicitly assume that, for-
example, minimum wage adults and high-
er-wage adults are equally substitutable
with minimum wage teenagers. While it
seems likely that minimum wage adults
are much better substitutes for minimum
wage teenagers than are higher-paid
adults, there is no direct evidence on
this subject. See Brown (1981).



adult employment, while restraining the
wages of better-paid adults would have
opposite effects. The excess of minimum
wage adults could not, of course,
reduce their wages so long as the
minimum wage was effectively enforced.

Thus, despite the obvious impor-
tance of an accurate estimate of the ef-
fects of a youth differential, such an
estimate remains elusive. A reasonable
prediction might be that teenage em-
ployment would increase by 1.5 to 3
percent in response to a 15 percent dif-
ferential, and by 2.5 to 5 percent in
response to a 25 percent differential, 2%
but there is substantial uncertainty that
the true effect would be within that
range. Adult employment would probab-
ly be reduced. Such a reduction could
be significant compared to the teenage
employment gain, but it is very unlikely
that adult employment reductions would
be as large as teenage employment
gains.

In evaluating whether the tradeoff
of teenage for adult jobs is a desirable
one, it is important to know something
about who gains and who loses. Will the
additional teenage jobs go to disadvan-
taged inner-city youth or merely pro-
vide more regular employment for teen-
agers with no real employment problem?
How will the adult job losses be distrib-
uted? Unfortunately, available data do
not allow us to make a firm judgment on
this matter.

One might expect that the teenage

job gains from a youth differential
would go to those teenagers whose
value to a potential employer is just

below the current minimum wage. Judg-
ing from observed wage distributions,
this might suggest that minority youth
and youth from disadvantaged families
would benefit disproportionately since

25This assumes that sufficient numbers
of teenagers would work for these lower
wages, which seems likely, but would be
less certain if the differential were 25
percent (Brown 1981).
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they are more likely to receive low
wages. This would also lead us to ex-
pect, however, that black teenagers
would be disproportionately affected by
past increases in the minimum wage and,
as noted earlier, the evidence on this
score is not very strong. Moreover,
experience with the Targeted Jobs Tax
Credit (discussed below) makes Iless
plausible the conjecture that disadvan-
taged youth would benefit dispropor-
tionately from a youth differential.

The adult job losses would be
concentrated among those who are most
substitutable with low-wage teenagers.
This suggests that, in general, low-
wage adults would be more vulnerable
than high-wage adults. (The demograph-
ic characteristics of adults employed at
low wages are discussed in Chapter 1.)
Whether the demographic characteristics
of low-wage job losers would differ
significantly from those of currently
employed low-wage workers is uncer-
tain.

Even if the effect of a youth
differential on teenage employment were
known, its effect on teenage unemploy-
ment would still be uncertain. As noted
earlier, teenage employment increases
do not automatically translate into
one-for-one reductions in teenage
unemployment. Most studies report that
a lower minimum wage would increase
teenage employment and teenage labor
force participation, i.e., more would
begin looking for work. More teenagers
looking for work and not finding it
would limit the unemployment reduction
that an increase in employment would
otherwise bring about. I|f responses to
a youth differential are similar, the
employment increases which it allows
would not lead to comparable reductions
in teenage unemployment.

Current Youth Differentials and
Wage Subsidies. Often overlooked in
discussions of proposals for a youth
differential is the fact that a special
differential already exists for full-time
students (FTS) working part time and
summers. The Student Certification



Program allows employers to hire such
students at a wage at least 85 percent
of the basic minimum wage. First intro-
duced in 1961, the program has been
amended to reduce restrictions on using
the program. The most important re-
strictions at present are: (1) the pro-
gram applies only to employers in re-
tail, service, and higher education; (2)
the individuals are allowed to work only
20 hours per week when school is in
session and 40 hours at other times;
(3) the fraction of total hours worked
in an establishment by full-time stu-
dents is limited.

Commission contractors Freeman,
Gray, and lIchniowski (1981) attempted
to estimate the degree of substituta-
bility between FTS and other workers
among a sample of establishments that
were relatively heavy users of the FTS
program. They found some evidence
that FTS workers and others are read-
ily substitutable so that the program
increases demand for FTS workers
appreciably but their results varied
greatly depending on their treatment of
regional differences and the estimate of
the wages received by non-FTS work-
ers.

Besides this variation in the es-
timated effects of the FTS program, the
implications of their findings for the ef-
fects of a youth differential are clouded
by three facts. First, the restriction on
hours worked per week makes FTS
workers less substitutable for other
workers under the certification program
than these workers would be under an
unrestricted youth differential. Thus,
an employer might be willing to substi-
tute youth eligible for a differential for
other workers if they were able to work
"normal” hours, but would not be will-
ing to do so if special schedules for
differential-eligible workers had to be
accommodated as in the FTS program.
Second, there is no reason to believe
that FTS workers would be substituted
for non-FTS workers to the same de-
gree that teenagers would be for adult
workers. For example, it is quite pos-
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sible that much of the employment gain
of FTS workers comes from the substi-
tution of FTS teenagers for non-FTS
teenagers rather than substitution
between teenagers and adults. Third,
industries eligible for FTS may differ
from those not eligible in the extent to
which their demand for teenage labor
increases in response to lower teenage
wages (Rosen 1981a).

The existence of the Student Cer-
tification Program has one other implica-
tion for the effects of a youth differen-
tial on demand for labor. Because FTS
workers already qualify for a differen-
tial, there has doubtless been some
substitution of them for other workers,
both adults and nonstudent teenagers.
A youth differential would encourage
reverse substitution among teenagers,
by undoing the "advantage" that FTS
certification gives to students. That
would increase the employment of non-
student teenagers, who are on average
from less affluent families, at the ex-
pense of enrolled teenagers, who are on
average more affluent (Rosen 1981a).
Whether one regards this as an advan-
tage because non-enrolled teenagers are
generally needier or a disadvantage be-
cause enrolled teenagers may have less
money to continue their education is, of
course, a value judgment.

From the employer's viewpoint
(though not the worker's), a reduced
minimum wage is similar to a wage sub-
sidy because both lower the cost of
hiring certain types of workers. As
part of the Targeted Jobs Tax Credit
(TJTC) begun in 1979 and slated for
expiration unless extended by December
1981, employers hiring youth aged 18 to
24 who are members of economically dis-
advantaged families?® qualify for a

26An economically disadvantaged family
is one whose income in the preceding six
months was less than 70 percent of the
level needed to reach the Bureau of
Labor Statistics lower 1living standard.
In the latter part of 1980, this would



subsidy equal to one half of wages paid
(up to a maximum subsidy of $3,000) in
the first year of employment and half of
that in the following year. Thus, for a
full-time minimum-wage worker, the
first-year subsidy would be very nearly
half of wages paid, though a smaller
fraction of total labor costs.?2?

Ideally, one would determine how
many additional youth from disadvan-
taged families who would not otherwise
have been employed have been hired
under the TJTC program and to what
extent their gains came at the expense
of other groups. In particular, it would
be important to know the extent of
substitution of disadvantaged for non-
disadvantaged youth, since a youth
differential (unlike the TJTC) would
lower employers' cost of hiring all
teenagers and thus would not encourage
such substitution.

Unfortunately, relatively little is
known about the effects of the TJTC.
The program effectively began in March
1979. Not enough time has passed for
gathering the needed data, let alone
making the appropriate inferences from
such data.

One striking feature of the exper-
ience to date, however, is the limited
use that has been made of a rather
generous subsidy. Between March 1979
and July 1980 approximately 70,000
18-24 year-olds from economically disad-
vantaged families were hired out of an
estimated 2.8 million of potentially

mean a monthly income of about $735 for
a family of four.

27An individual working 40 hours in each
of 52 weeks at the federal minimum wage
of $3.35 per hour would have gross earn-
ings of $6,968, so the $3,000 subsidy
would cover 43 percent of those earn-
ings. The employer would, in addition,
have to make payments for payroll taxes
under Social Security and unemployment
insurance, so that less than 47 percent
of labor costs would be covered.
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eligible persons.?®* This limited parti-
cipation may be due to lack of infor-
mation about the program on the part
of both employers and potentially sub-
sidized workers, although one study
(O'Neill 1980) reported that 63 percent
of firms answering a mail questionnaire
said they knew about the program.2?®
Another potential problem is the reluc-
tance of employers to ask "too-personal”
questions about family circumstances
and the reluctance of workers to "ad-
vertise" their disadvantaged status to
potential employers (O'Neill 1980, Mer-
shon Center 1980, p. 35).3° Moreover,
subsidized disadvantaged youth may be
considerably less attractive to employers
in periods of considerable unemployment
than in tighter labor markets.

2%The 2.8 million figure is the number
of economically disadvantaged youth aged
18-24, some of whom are ineligible
because they are not looking for work or
were hired by their current employer
before the TJTC took effect.

290'Neill's sample was drawn from a
universe representing all firms with 50
or more employees and firms hiring less
than 50 employees with a net worth of
$500,000 or more. He notes that "the
major omission in coverage of the pri-
vate business sector is the approximate-
ly 2.5 million very small firms (employ-
ment between 1 and 9) who have very
1ittle in the way of fixed assets

In the aggregate, these very small
firms although accounting for about 80
percent of all firms, only employ about
17 percent of all workers in the private
business sector." If we assume that
O'Neill's results are representative of
the other 83 percent of employment, then
at least half of all employees work in
firms which knew about the credit.

3%Note, however, that either employer or
worker being knowledgeable about and
favorably disposed toward the credit may
lead to utilizing the credit.



One should not, however, place
too great an emphasis on the factors
that might be thought to artificially re-
duce program participation. The 70,000
hires mentioned above include "retroac-
tive certifications,”" workers certified as
being eligible after being hired and
including those hired without knowledge
of TJTC eligibility. One study of 25
TJTC sites (Mershon Center, 1980, p.
viii) found that 80 percent of the TJTC
certifications were retroactive. (This
percentage is based on all TJTC certifi-
cations including other "target groups"
besides disadvantaged youth.)

Interestingly, the "substitution"
issue -- whether TJTC workers would
be used to replace other workers -- has
not arisen with the same force it com-
mands in the youth differential debate.
Nothing directly prohibits such sub-
stitution, though limits on the extent of
TJTC credits per firm discourage
wholesale substitution. The only evi-
dence available on this score so far is
based on O'Neill's mail survey, which
reports both expanded employment and
the substitution of eligible for ineligible
workers.

Employer response under the
disadvantaged youth portion of the
TJTC might differ from the response to
an equally generous general youth dif-
ferential for several reasons. First,
the age range covered by the TJTC,
18-24, differs from the "teenage" range
typically contemplated by a youth dif-
ferential. It is not clear whether de-
mand for 18-24 year-olds ought to be
more or less responsive than demand
for teenagers to changes in employers’
cost. Second, even if employers’
demand for '"youth" was completely
insensitive to wage costs, substitution
within the youth group might be ex-
pected. TJTC encourages substitution
of subsidized for non-subsidized youth,
while a youth differential encourages
substitution of minimum-wage for high-

er-wage youth. Thus, one cannot
make a direct translation from the
employer responsiveness to TJTC to
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their responses to declining wages
under a youth differential. The record
of TJTC thus far, however, leads one
to doubt that demand for youth is as
responsive to their wage cost as the
labor-substitution literature would
suggest. The Mershon Center report
observes that businesses "do not
appear to be rushing of their own
volition to use TJTC."

In addition to raising questions
about the responsiveness of youth em-
ployment to lower employer costs, the
TJTC experience also suggests that
teenagers from disadvantaged families
may not be the primary beneficiaries of
teenage employment increases brought
about by a youth differential.3?

More Complicated Youth Differ-
entials. The discussion thus far has
assumed a youth differential of the
simplest, least restrictive variety --
employers being free to pay any teen-
ager a fixed fraction of the regular
adult minimum. Concern that a youth
differential would have undesirable
effects on adult employment or wages
has led to two proposed modifications on
the basic scheme: prohibiting firms from
displacing adults in order to take
advantage of the lower minimum wage
for youth and restricting the differ-
ential to an initial period, most fre-
quently six months, of employment with
the firm.

Prohibiting the substitution of
teenage for adult workers seems at
first glance to be a desirable way of
responding to a major objection to a
youth differential--that teenagers will
gain at the expense of adults. Defining
and detecting such substitution, how-
ever, is likely to be a good deal more
difficult in practice than it may seem.
The most obvious form of substitution
would be firing adult workers and
hiring teenagers on the day the dif-
ferential takes effect. This form of
substitution, however, is not likely to

310sterman (1981) makes a similar point.



be an important part of the teenage-
adult substitution one would otherwise
predict (Fisher 1981). The heart of the
problem is that the only meaningful
measure of substitution as discussed
above is to compare teenage and adult
employment to what it would have been
without the differential. However, what
is most easily observable is current
teenage and adult employment compared
with last year's.

To illustrate the potential prob-
lems, consider the following actions of
establishments paying their teenagers
the differential minimum wage.

(1) An establishment reduces its
workforce, eliminating adult and teenage
jobs in proportion to their previous em-
ployment levels. It can be argued that
if the employer would have discharged
more teenagers and fewer adults in the
absence of the differential, then substi-
tution has occurred. But we do not
know what "would have" happened, and
to all appearances the employer may not
have substituted.

(2) An establishment adds a new
wing, perhaps producing or selling a
related but somewhat different product,
and all of the new employees in the
wing are subminimum teenagers. Has
the establishment substituted youth for
adults? One would want to know how
the employer would have staffed the
new wing in the absence of the differ-
ential, but that is not known. It might
matter how different the new product
was, or whether the differences seemed
to point to using teenagers in any case,
but that is obviously not an easily re-
solved issue.

(3) As the children of the baby
boom pass through their teens, the
ratio of teenagers to adults in most
establishments will probably decline. If
an establishment maintains the 1981 ra-
tio, has it engaged in substitution?

(4) A new firm is started, or an
existing firm opens a new establish-
ment. Does the non-substitution rule
impose any restrictions on staffing of
the new place of business?
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The point of these examples is not
to show that regulations to curtail sub-
stitution could not be written or that
once written they would utterly fail.

The point is that regulations would
necessarily miss some genuine sub-
stitution and prohibit other changes

that are not really substitution as dis-
cussed above.

Simple regulations, e.g., those
keyed to last year's adult employment
level or adult/teenage employment ratio,
would be likely to lead to relatively
frequent "errors." For example, a con-
stant ratio rule--the employer may not
reduce the ratio of adults to total em-
ployment if taking advantage of the dif-
ferential--would miss the substitution
that might have occurred in case 1,
would prevent the employer from adopt-
ing the preferred staffing pattern in
case 2 and possibly discourage the new
wing altogether, would provide employ-
ers increasing opportunities for substi-
tution over time in case 3, and leave
new establishments unaffected by the
regulations in case 4. More complicated
rules might do better but at the cost of
requiring a good deal more employer
and compliance resources and discour-
aging some employers from taking even
legitimate advantage of the differen-
tial.

Users of the full-time student
certification (FTS) program are prohib-
ited from using subminimum wage teen-
agers to reduce the number of full-time
employment opportunities. Apparently,
there have been virtually no cases in
the 20 years of the program on this
issue. This is thought to be due in
large part to the importance of part-
time work for both teenagers and adults
in retail trade, so that substituting
them for full-time adults would be less
common than it otherwise would be.
Unless one believes the FTS restriction
to be self-enforcing, it is hard to be-
lieve that it has prevented employers
from whatever level of substitution they
might wish to do. Freeman, Gray, and
Ichniowski regard the regulation as a



dead letter.
One version of the restricted
youth differential permits wages 15

percent below the basic minimum for
those under age 20 in their first 6
months with an employer. This tenure-

dependent youth differential poses
several additional, rather difficult
issues.

The fraction of teenagers who

would qualify for such a differential is
substantial. In January 1978 over half
of all teenagers had been on their
current job for six months or less, 59.5
percent of those 16-17, and 52.5 per-
cent of those 18-19 (U.S. Bureau of
Labor Statistics 1980, p. A8). Summer
jobs are necessarily excluded by the
January survey month. Thus, at any
one time, roughly half of all teenagers
would be eligible for such a differen-
tial, and this fraction would increase in
the summer months. Of course, not all
these jobs are minimum wage jobs, so
that less than half of all teenagers
would be directly affected by such a
differential.

There has been almost no discus-

sion of the appropriate differential
during the "probationary" period. If
the goal of such a differential is to

allow teenagers to work their way up to
the minimum wage in, say, six months
so that relatively few of those hired
under its provisions would be dis-
charged as the regular minimum became
applicable, then the differential should
be set at a level equal to the regular
minimum less six months' normal wage
growth. But there is little evidence
that the typical teenager’'s value to the
employer grows by 25 percent, or even
15 percent, in the first six months on
the job. Hence, a large, e.g., 25
percent, six-month differential would
lead either to routine discharges after
six months of those hired at the full
differential or employer reluctance to
take advantage of such a differential in
the first place. The latter problem
would be intensified if discharging
workers without cause at the end of
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their differential was prohibited.??2

Compared with a general teenage
differential of the same percentage, a
tenure-dependent differential would be
likely to have quantitatively smaller
but qualitatively similar effects. This is
because the differential would apply to
only some minimum wage teenagers.
However, it is less likely that a short-
age of teenagers willing to work at the
differential would limit the effect of
such a differential.

If reducing quit rates among teen-
agers is seen as desirable, a differ-
ential applying to an initial period with
any employer would contribute to this
goal. At present, quitting a minimum
wage job imposes no wage loss because
the next job will also pay the minimum.
Under a 6-month differential, a quitter
would start the new job at the lower
rate, providing an incentive to stay
with one employer to qualify for the
"regular" minimum.

The Minimum Wage
of Handicapped Workers
From the standpoint of economic
theory, the effect of a legislated mini-
mum wage on the employment of handi-
capped (or disabled) persons may be
understood with the same analytic tools
as would be applied for any other popu-
lation subgroup such as teenagers or
nonwhites. In the simplest model of the
labor market, imposing or increasing a
legal wage floor creates an excess of
supply over demand for handicapped

and Employment

321t is sometimes argued that the mini-
mum wage forces employers to reduce the
training content of the jobs they offer
to low-wage workers, which suggests that
wage growth might be more rapid as a
result of the differential. Converse et
al. (1981) report that some employers
assert that they increased the training
and responsibility of low-wage workers
to offset the increase. For more general
evidence, see Lazear and Miller (1981),
Mincer (1981b), and Brown (1981).



labor, assuming that the floor is above
the wage that handicapped workers
would otherwise receive. This excess
supply is manifested in reduced em-
ployment (in terms of hours worked by
the handicapped who are employed,
number of handicapped persons employ-
ed, or both) and a higher rate of pay
for the employed. Whether the aggre-
gate earnings of the handicapped will
rise, remain the same, or fall depends
on whether the employment reduction is
proportionately less than, equal to, or
greater than the wage increase.

A more complex and realistic model
recognizes the existence of "covered"
and "noncovered" sectors of the labor
market and considers the movement of
handicapped labor between the sectors
as well as movement out of the labor
force entirely. Thus, in addition to the
employment response to wage changes in
the two sectors, the net employment
change among the handicapped also will
depend on the rate of withdrawal from
the labor force among job losers, their
propensity to search for work in the
covered sector while unemployed, and
the ease or difficulty of substituting
handicapped and nonhandicapped work-
ers. It is often plausibly (if casually)
theorized that this substitutability for
nonhandicapped workers is low, if not
negligible. In fact, it seems that an
intuitive understanding of this theory
of the labor market motivated the spe-
cial provisions in the Fair Labor Stan-
dards Act exempting certain employers
of handicapped persons from the re-
quirement to pay the statutory minimum
wage. That is, the rationale for author-
izing the payment of subminimum wages
to handicapped persons is stipulated in
the Act as being "in order to prevent
curtailment of opportunities for employ-
ment ...."33

In order to assess the effect of
the subminimum on the employment ex-

33Gection 14C of the Fair Labor Stan-
dards Act.
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periences of handicapped workers, sev-
eral projects were undertaken by the
Minimum Wage Study Commission. A
comprehensive survey of the research
literature and the data pertaining to the
labor market economics of disability was
performed. New analyses of existing
data were conducted and a new case
study was commissioned to examine the
special employment experiences of the
disabled in sheltered workshops. The
outcomes of these endeavors are sum-
marized below along with a synthesis
of the findings.3"

Under the best of conditions, quan-
titative forecasts of the employment ef-
fects of altering the statutory minimum
wage based on empirical research using
historical data are rife with uncertain-
ties and qualifications. When focusing
on handicapped workers, these problems
are infinitely compounded. A thorough
review of existing data sources and re-
search based upon these data regret-
tably reveals an inability to estimate the
historical impact of changes in the fed-
eral minimum wage on the employment of
the handicapped, thus making quantita-
tive forecasts impossible.

Fundamental to this inability is a
series of data gaps and differences in
research approach. First of all, despite
the existence of several major national
surveys during the past fifteen years,
there is no generally accepted, precise
estimate of the number or proportion of
individuals who are handicapped or dis-
abled. In part, this is due to differ-
ences in the definition and measurement
of disability. There is now a generally
accepted necessity to distinguish among
disability, pathological conditions, im-
pairments, and functional limitations.
There is not universal agreement, how-
ever, about which of these is most theo-
retically appropriate for defining "the
handicapped.” Moreover, the existence
of a particular disability may or may

3%For a more detailed presentation see
Kohen (1981).



not constitute a handicap for an indivi-
dual, depending on the characteristics
that determine how he or she performs
on the job. A cautious summary of
existing facts is that there are between
8.5 and 23 million disabled adults of
working age.

The second source of the inability
to estimate the historical effect of mini-
mum wages on handicapped employment

is the lack of time-series data on the
disability status of the U.S. labor
force. Thus, even with accurate or

consistent counts of the labor force and
employment status of the total popu-
lation over the post-war period, quan-
tifying the economic effect of the mini-
mum wage is not possible without cor-
responding information on handicapped
persons.

Notwithstanding these major prob-
lems, some reasonably consistent pro-
files of the labor market experiences of
disabled persons do emerge from review-
ing the research literature. Irrespective
of how disability is measured, the labor
supply of the handicapped is lower than
the labor supply of comparable non-
handicapped persons. That is, the con-
sensus of the research is that the rate
of labor force participation, the annual
weeks of work and the weekly hours of
work of the disabled are less than those
of the nondisabled, controlling for many
other factors such as age and education
that influence labor force participation.
There is also consistent evidence that
the effects of these other factors are
different for handicapped and non-
handicapped workers.?*% Much of the
research that has been done ignores the
potential effects of disability on unem-
ployment by focusing exclusively on
hours employed and neglects the hours
people are willing to work. And while
the evidence is extremely fragmentary,

3%There is much less consensus about
whether disability reduces labor force
participation, weeks of work, and weekly
hours of work to the same degree.
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it does seem to indicate that handi-
capped persons modify the number of
hours a year that they work more than
the nonhandicapped in response to a
given relative wage change.?*®

There are far fewer empirical stu-
dies on the demand for the labor of
disabled persons than on its supply.
The research evidence on comparative
unemployment rates and wages certainly
conforms with (but does not prove) a
priori assumptions that there is less de-
mand for the labor of the handicapped.
The staff analysis of some time-series
and longitudinal data on workers in
twelve selected age-sex-race groups is
also consistent with this. That s,
handicapped workers exhibited a greater
likelihood than nonhandicapped workers
of earning a wage that is at or below
the minimum wage. This analysis fur-
ther indicated that during periods in
the 1960s and 1970s when the nominal
minimum rose, the probability of being
a minimum wage worker rose more
among disabled workers than among
nondisabled workers, irrespective of
sex or race. Likewise, during periods
when the minimum wage was stable and
the wages of all workers were increas-
ing, the probability of handicapped
persons working at the minimum wage
declined less rapidly than that of non-
handicapped workers.

The principal factor underlying
the demand for handicapped labor,
namely productivity, was last the
subject of a national, comprehensive
study more than 3 decades ago. A
multitude of more recent case studies
of employer attitudes found widespread
prejudice that manifests itself in low-
er demand for the labor of handicapped
individuals. The importance of this
demand element is buttressed by

3¢This, is consistent with
more conventional findings that the
labor supplies of women and blacks
exhibit greater wage elasticity than do

those of men and whites.

of course,



one study that used research methods
similar to those in studies of labor
market discrimination according to race
and sex and concluded that discrimi-
nation against the disabled is as serious
as that against blacks but somewhat
less serious than that against women.

The admittedly fragmentary empir-
ical evidence on the supply of and de-
mand for the labor of handicapped per-
sons presents a picture of concentration
of handicapped workers in secondary
labor markets, those characterized by
firms employing low-skilled workers at
low wages. To the extent that one is
willing to speculate about how much
lower handicapped labor supply and
demand is compared to nonhandicapped
labor supply and demand, it may be
that imposing (or increasing) a legal
wage floor is relatively more detrimental
to employment of the disabled than of
the nondisabled. Furthermore, expand-
ing FLSA coverage would further reduce
the employment chances of the handi-
capped by decreasing the number of
alternative lower-wage jobs available
in the uncovered sector.

Unlike other groups of persons,
many handicapped individuals have a
special alternative source of employment
if they become disemployed or are
unable to secure work in the regular
labor market, namely, sheltered work-
shops. In 1980 more than 185,000 hand-
icapped persons were employed in this
manner, representing a more than
four-fold increase since 1968. Despite
the fact that nearly all disabled individ-
uals employed in sheltered workshops
are legally paid less than the statutory
minimum wage, the rate of pay of many
is directly linked to the minimum by a
specified percentage. Even the wages of
those employed in Work Activities Cen-
ters, where no minimum is specified,
are indirectly linked to the statutory
floor by the workshop's ostensible
obligation to pay "commensurate" wages.
That is, to the extent that the level of
prevailing wages is influenced by the
legal minimum, appropriately defined
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commensurate wages will also be
influenced.

Although there have been three

SO

major national studies of sheltered
workshops, there are several reasons
why it is still impossible to evaluate

rigorously the effect of changes in the
federal minimum wage on employment in
this sector. First, workshop employment
in theory would be affected only by an
increase in the minimum without corre-
sponding productivity increases. How-
ever, the studies collected no hard data
on productivity because the extremely
variegated and somewhat haphazard
practices of measuring physical produc-
tion of individual disabled workers are
not systematically documented by the
workshops. Second, during the past
twelve years, while the nominal minimum
has increased, there has been dramatic
growth in sheltered employment due to
the nationwide movement to deinstitu-
tionalize persons who are mentally re-
tarded or afflicted with mental or emo-
tional disorders. Thus, any negative
employment effects of the rising wage
floor cannot, with existing data, be
separated from the dramatic increase
in employment associated with deinsti-

tutionalization. Third, an added com-
plexity is the sheer growth of the
workshop labor force, which has been

accompanied by considerable change in
its composition toward a greater percen-
tage with severe and multiple handi-
caps, both of which probably reduce
average productivity.

Reanalysis of the published and
unpublished data from the three studies
does reveal the following relevant, but
not conclusive, findings. As is true in
the regular labor market, the average
wage within the several types of shel-
tered workshops rose as a percentage
of the minimum during the period 1968-
1973, when the nominal minimum was
stable. Also, as was observed among
handicapped workers in the regular
labor market, during periods of a rising
nominal minimum wage, average wages
in sheltered employment did not rise as



rapidly as the floor. Further, the
percent of disabled sheltered workers
earning less than the minimum rose
noticeably during the 1973-76 period,
when the federal minimum was rising.

An analysis of data on individual
wages in sheltered workshops provides
some evidence that disabled workers'
wages do rise, albeit at a diminishing
rate, with increased tenure in the
workshop. The direct or indirect role of
the statutory minimum in this relation-
ship cannot be ascertained. Addition-
ally, the analyses indicate that, on
average, the workshops are effective at
returning to the competitive labor mar-
ket those handicapped persons who
have achieved the productive and social
capacity to work there, although only
at the minimum wage. Finally, this
analysis provides scant evidence that
specific vocational skill training in the
workshop increases wages earned by
the disabled either in the shops or
after reentering mainstream employment.

A special case study of workshop
wages and employment was conducted
for the Commission.?’ In summarizing
the results of the study the following
should be noted: while the existence of
a federal minimum wage raises wages in
sheltered employment, this may in turn
reduce the hours worked by recipients
of cash income transfers (public assis-
tance) and the demand for workers in
production-oriented workshops. More
efficient equipment, better managerial
capacity and orientation, and use of
nondisabled employees all increase the
productivity and wages of impaired
workers. However, those shops with
high capital-to-labor ratios, i.e., with
more equipment and machinery per
worker, also tend to apply more re-
strictive admissions and hiring stan-
dards with regard to the severity of an
applicant’'s impairments. Nevertheless,

*7This paragraph is based on the find-
ings and recommendations 1in Berkowitz
(1981).
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the researchers believe that improved
productivity in the workshops emanat-
ing from greater capital, more skilled,
production-oriented management, and
more use of nondisabled workers would
increase both wages and employment
opportunities for the disabled. Finally,
the researchers acknowledge the dif-
ficulty of establishing precise and
measurable definitions of exploitation
but recognize that disabled employees
of sheltered workshops are relatively
more vulnerable because of their limited
ability to use the "protection" of alter-
native jobs offered by competitive
markets.

Recommendations

The record does not justify the
establishment of a youth differential.

Several considerations led us to
this recommendation. First, available
estimates suggest that a youth differen-
tial has a limited potential for reducing
the unemployment rate among teenagers
because teenage employment increases
probably would be modest and a differ-
ential is likely to attract additional
teenagers into the labor market. Also,
there is no evidence that areas with the
highest youth unemployment rates would
be the most likely beneficiaries of a
youth subminimum. Second, adult em-
ployment would be reduced by a youth
differential and, forced to choose be-
tween teenage and adult employment,
the latter seems a considerably higher
priority. Third, there is reason to
hope that teenage unemployment will
lessen in the not-too-distant future
as the large group of baby-boom teen-
agers passes into young adulthood.
Fourth, a youth differential would re-
present a departure from the principle
that there should be equal pay for
equal work, regardless of accidents
of birth such as race, sex, ethnic or
national origin, or age. If suggestions
were made that the very real employ-
ment problems of women or members of
minority groups should be "solved" by
paying them less for their labor, such a



proposal would be rejected out of hand
as fundamentally unjust. We can see no
difference in principle between such
proposals and those based on age.
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Chapter 3

THE IMPACT OF THE MINIMUM WAGE ON INFLATION

This chapter analyzes the potential
inflationary impact of increases in the
minimum wage (Mandate B) and the ef-
fect such increases might have on the
wages of employees making more than
the minimum (Mandate C).

The Commission’'s efforts to provide
accurate estimates of the direct and in-
direct effects on wage and price infla-
tion of minimum wage increases were in
five directions: (1) a staff study of all
economic interactions relevant to disen-
tangle the aggregate direct and indirect
impacts of minimum wage increases on
wage- and price-inflation; (2) an esti-
mate of the impact of minimum wage
changes on wages and prices in nine
Standard Industrial Classification (SIC)
categories; (3) a cross-section survey
of employers’' responses to minimum wage
increases; (4) a staff study contrasting
the wage-inflation effects in different
nonunion occupations and an analysis of
minimum wage effects on union wages;
and (5) studies of the differences in the
effects on wage and price inflation de-
pending on the economy's position in
the business cycle.

It is easier to understand how
changes in the minimum wage affect
wage and price inflation if the process
is viewed as taking place in six partly
overlapping stages. First, there is a
direct increase in the hourly earnings
of subject employees who were pre-
viously paid less than the new minimum.
Second, increases take place in the
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wages of workers who already were
making more than the new minimum
wage. This increase, commonly referred
to as the "wage-comparison" or "ripple"
effect may be caused by specific labor
contract clauses contingent on the mini-
mum wage or by employers' wage poli-
cies designed to maintain relative wage
levels. Third, as businesses are faced
with higher wages and therefore higher
labor costs, they attempt to raise their
product prices and require employees
to increase production in the short run.

Fourth, businesses revise the level
and the mix of low-skilled labor, high-
skilled labor, capital goods, and raw

materials used in their production pro-
cesses. This new combination, designed
to minimize costs and meet expected de-
mand, could involve an increase in the
use of machinery, a reduction in the
use of low-skilled labor, and a slight
increase in the use of high-skilled
labor. Because equipment is used more
intensively by fewer workers, output
per worker-hour (labor productivity)
increases. This increase in labor pro-
ductivity lessens the overall price rise
induced by the higher minimum. Fifth,
the new employment levels and worker
earnings resulting from the adjustments
to the higher minimum combine to
change national income and aggregate
demand. This new demand level prompts
firms to adjust production after a period
of time. Sixth, the inflation and unem-
ployment rates of the new levels of in-



come, output, costs, demand for goods,
and factor demand and supply, may in
time again raise average hourly earn-
ings. This is the "spillover" or "pass-
through" effect (Figure 3-1). Of course,
the overall inflation rate also will be af-
fected by the particular stage of the
business cycle that the economy is in
and on government fiscal and monetary
policies.

Besides the direct boost to the
earnings of minimum wage workers, a
higher minimum indirectly raises other
workers' wages through (1) the wage-
comparison effect, (2) the substitution
of higher-paid workers for those earning
the minimum and (3) the inflation and
inflationary-expectations effect. Any
higher unemployment resulting from the
minimum wage increase, of course, tends
to reduce overall wages. The higher
productivity exerts upward pressure on
wages and downward pressure on pric-
es. Because of these opposing effects of
higher productivity on wage and price
inflation and because labor costs account
for only one third of business' total unit
costs, the effects on price and wage in-
flation of a given minimum wage increase
are expected to be quite different.

Lessons from Previous Research

Earlier studies have estimated the
direct wage increases from a 10 percent
rise in the minimum would range from
0.1 percent to 0.4 percent, while the
total wage increases would range from
0.2 to 0.4 percent. Estimates of the to-
tal price increases ranged from 0.2 to
0.9 percent.?

Contrary to what one would ex-
pect, these results show higher esti-
mates of the price effects than the wage

To permit the comparison, the studies'
empirical findings were converted to im-
pact elasticities for a standard 10 per-
cent rise in the minimum wage. A com-
plete review of the studies and a table
contrasting the authors' results appears
in Sellekaerts (198la), Section I.
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effects and no appreciable difference
between the total effects and the direct
wage impacts--that is, no apparent
indirect effects. These puzzling findings
undoubtedly stem from the underlying
methodologies in those studies. The
studies generally focused on merely
one, or at best a few, of the several
steps in the transmission process out-
lined above, preventing the proper
measurement of ripple and other spill-
over effects. And where efforts were
made to study all steps, the impact of
the minimum wage was not traced in a
sufficiently accurate way to capture
both the wage and price interactions
and the productivity effect.?

The Direct, Indirect and
Total Wage and Price Effects?®

Only one of the studies for the
Commission failed to detect any inflation
from minimum wage increases. Pettengill
(1981) espoused the monetarist view that

2Even the estimates of the direct impact
of the minimum wage--ignoring all in-
direct effects--by means of economet-
ric wage determination relationships
can vary significantly according to
(1) the particular measure of hourly
earnings selected as the dependent vari-
able, (2) inclusion of explanatory var-
iables capturing the effect of changes
in old age, sickness, disability and
health insurance (OASDHI) and unemploy-
ment insurance (UI) contributions and
(3) the time period studied. As expec-
ted, selection of wage measures that
express net earnings, ceteris paribus,
leads to smaller estimates of the mini-
mum wage impact coefficient (Sellekaerts
1981a).

3The empirical findings of several stud-
ies analyzed in this section are drawn
from the authors' reports prepared for
their testimony before the Commission
and, therefore, may not always match
those of the papers contained in Volume
VI of this Report.



Figure 3-1
Transmission of Minimum Wage Effects on Wage/Price Inflation
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no inflationary wage ripples per se ema-
nate from minimum wage increases. The
only link he saw between the minimum
wage and inflation comes from the even-
tual expansionary monetary policy ini-
tiated in reaction to a rise in unemploy-
ment caused by the rise in the minimum.
But he provides no new empirical evi-
dence supporting this view and, there-
fore, it cannot form a solid basis for
policy recommendations.

A Commission staff study estimated
the total wage- and price-inflation effect
with the aid of a modified large quar-
terly econometric model of the U.S.
economy.* The study estimated the ef-
fect of a 10 percent increase in the
minimum in each of the years 1973
through 1979 and the effect of a one-
time 10 percent increase in the 1975
rate (Table 3-1). The staff also ana-
lyzed the effect of the actual increases
legislated in 1974 and 1977.

The staff study found that a sus-
tained 10 percent rise in the minimum

*The detailed description of the esti-
mated equations and the manner in which
the simulations were performed is pro-
vided in Sellekaerts (1981a and 1981b).
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wage from 1974 through the second
quarter of 1979 caused an average di-
rect wage rise of 0.3 percent, which
after three quarters rises to 0.7 per-
cent because of the wage-comparison
effect. The other indirect economic ef-
fects on productivity, price inflation
and unemployment averaged 0.05 per-
cent and boosted the total wage inflation
effect to 0.8 percent. The 10 percent
minimum wage hike increased wholesale
and consumer-price inflation somewhat
less than 0.3 percent. The small rise in
productivity is caused by business's at-
tempt to make employees work harder
following minimum wage increases and
by the fact that minimum-wage induced
employment reduction by definition
raises aggregate output per person-
hour.® Commission staff estimated the
productivity-induced aggregate wage
increase to be 0.03 percent.

Pettengill also quantified the long-
run productivity-induced effect of the
minimum wage on real wage rates caused
by employers' requiring low-wage em-
ployees to work harder. He suggests
that for every 1 percent increase in
the long-run real minimum wage, the
real average wage would rise 2 percent.
Since this is the effect on low-wage
workers and not on all workers, the
estimate is not strictly comparable with
the Commission staff's. Moreover, his
figure is based on a range of estimates
of the minimum's effect borrowed from
other studies and is derived under the
monetarist assumption mentioned pre-
viously that there is no long-run price
inflation effect from a given minimum
wage increase.

The University of Michigan's Insti-

*It was found that firms begin to adjust
the pattern of their demand for labor
(measured as hours worked) as soon as
the FLSA Amendments are announced and
that the average percentage impact of
these increases known to become effec-
tive in future years on the net output
per worker-hour is 0.9 percent.



Table 3-1

Minimum Wage Levels under Altsrnative Policy Scenarics®

Actual 10 Percent 10 Percent Single

Minimum Wage Sustained Sustained Period

As Legislated Increase Decrease Increase
Year ($ Per Hour) ($ Per Hour) ($ Per Hour) ($ Per Hour)
1974 2.00 2.20 1.80 2.20
1975 2.10 2.31 1.89 2.10
1976 2.30 2.53 2.07 2.30
1977 2.30 2.53 2.07 2.30
1978 2.65 2.92 2.39 2.65
1979 2.90 3.19 2.61 2.90

1The policy simulations were performed using different sub-periods as well as

the complete 1974:1-1979:2 span.

tute for Social Research (ISR) employer
survey (Converse et al. 1981, Table
7.1) provides a view of the importance
of the productivity effect. Nearly 90
percent of responding establishments
reported that the work done by employ-
ees discharged as a result of the 1980
minimum wage increase was being done
by the remaining workers; 74 percent
said the reductions in the hours of min-
imum wage workers caused by the 1980
increase were made up by extra hours
worked by remaining employees.

The Commission staff study found
one of the indirect effects of a 10 per-
cent rise in the minimum wage to be a
small increase of .05 percentage points
in the overall unemployment rate. But
since total personal income adjusted for
inflation did not change even though
unemployment rose, the distribution of
income was altered by the minimum wage
increase.

The estimated inflation effect was
found to differ considerably according
to the time period studied. From 1966
through 1972 the average contribution of
the minimum wage to wage inflation (in-
cluding the wage-comparison effect) was
found to be 1 percent rather than the
0.8 percent effect found in 1973 through
1979 for each 10 percent rise in the
minimum. This finding of a decreased
importance of the 'minimum wage in
the more recent business cycle runs
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counter to some expectations. But it is
explained by the coverage extensions in
the earlier period, which strengthened
the minimum wage effect and by the in-
creased contribution of other factors
such as world oil price increases to
U.S. wage and price inflation in the
later period. The greater inflation rate
from those other factors rendered the
effect of the minimum wage increase
relatively less important.

The study also found that the 1974
and 1977 minimum wage increases passed
by Congress boosted wage inflation 0.6
percent and producer- and consumer-
price inflation 0.2 percent on an aver-
age annual basis, from 1974 to the
second quarter of 1979.

These estimates from the Commis-
sion staff study must be interpreted
with several qualifiers. First, they per-
tain to total wage effects and there-
fore include the effect on the wages of
minimum wage workers and on the
wages of other workers. Second, the
aggregate estimates combine the effects
on unionized and nonunionized work-
ers.® Third, they include not only the

‘Estimates derived 1in the same study
support the hypothesis that the average
wage impact of the minimum is larger for
the non-unionized sector (1.8 percent)
than for the aggregate (0.7 percent).



effect of minimum wage legislation but
also that of increases in the wage rate
of minimum wage workers that would
have taken place anyway because of in-
flation. Unless the legislated increases
cause substantial gains in real minimum
wages during a given time, their effect
may not be much more than a change in
the timing of the increases. For that
reason, the study presents estimates of
the effects of minimum wage increases
rather than the effect of minimum wage
legislation. Fourth, the estimates com-
bine the effect of the minimum wage
increases and increases in coverage.

The minimum wage variable used
was fully adjusted for coverage weight-
ing the minimum wages of previously
covered and newly covered workers by
the number of workers in each of those
categories. This was done with monthly
data for each of the nine SIC industry
categories and the resulting nine mini-
mum wage variables were combined into
the average variable for each quarter.
It is necessary to estimate the combined
impact of minimum wage and coverage
because these two variables are gener-
ally changed in the same FLSA Amend-
ments, making it nearly impossible to
capture their separate effects. Fifth,
these are the estimated effects of a 10
percent sustained rise in the minimum
wage. The Commission staff's analysis
of the effect of a one-time increase
lasting only one calendar quarter found
that the inflation effects would be simi-
lar to those of the sustained increase in
in the first quarter but would dissipate
after eighteen months.

Furthermore, it is important to
stress that the inflation effects of the
sustained minimum wage increases were
non-linear. That means for example,
that the effect of a 20 percent increase
is more than twice that of a 10 percent
increase, and the effect of a 10 percent
reduction in the minimum would not be
the mirror image of a 10 percent in-
crease, but somewhat smaller--a nega-
tive 0.7 percent rather than the ex-
pected negative 0.8 percent.
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The study undertaken for the Min-
imum Wage Study Commission by Gross-
man and Boschen (1981) shows that at-
tempts to estimate the separate effect of
minimum wage levels and coverage are
futile. Not suprisingly, one of the two
variables was significant, while the
other was not. This is a familiar symp-
tom of the problem, which is known as
multicollinearity.

Overall, the total wage inflation
effect--direct and indirect--estimated
by Grossman and Boschen was 0.3 per-
cent for a given 10 percent rise in
the minimum wage.’” This coefficient
should not be interpreted as identical
to the Commission staff's 0.3 percent
direct wage-inflation effect. Their esti-
mate differs from the staff's in three
important ways. First, it refers to the
minimum wage only. When adjusted for
coverage, as in the Commission staff
study, the minimum wage will effectively

increase more, thus producing larger
wage-effect estimates.® Second, it in-
cludes the wage-comparison effect.

Third, it does not allow for the possibil-
ity of minimum wage spillover effects on
prices, unemployment, and productivity.
Therefore, Grossman and Boschen's 0.3
percent estimate understates the total
wage impact of minimum wage legisla-
tion.

The survey of employers conducted
for the Commission by ISR provides
little additional insight into the relative
sizes of the aggregate direct inflation
effects, the ripple effect, and other

"This coefficient was computed on the
basis of the estimated coefficients and
the autoregressive parameters of the
equation prescribed in Section 4 of
their paper.

*However, Grossman and Boschen's equa-
tion is plagued with multicollinearity,
and it is likely that their estimated
impact coefficient of the minimum wage
level encompassed the effect of coverage
changes.
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spillover effects resulting from the
1979 and 1980 increases in the mini-
mum wage. Table 3-2 presents the
fraction of establishments that in re-
sponse to the 1979 and 1980 increases
claimed to have (1) raised the prices
of their products, (2) raised the wages
of workers earning more than the mini-
mum and (3) introduced other changes.
Unfortunately, there is strong evi-
dence that the changes cited by these
employers were partly made in response
to economic factors other than the
minimum wage. Indeed, since the 1979
minimum wage increase of 9.4 percent
was higher than the 6.9 percent in-
crease in 1980 in both absolute and
relative terms and since the survey
took place soon after the 1980 increase,
the responses for 1980 should be smaller
than those for 1979. Instead, quite
the opposite is true.® Apparently,
business establishments partly attribu-
ted their reactions to general inflation-
ary pressures and the economic reces-
sion of 1980 to the minimum wage.
For that reason, the entries in Table
3-2 overstate the true percent of estab-
lishments making these responses to
the minimum wage increases. But even
those overstated responses show that
the vast majority (86 percent) of es-
tablishments reported no reaction to
the minimum wage increase. The low
number of price increases reported by
all of the establishments, 5.7 percent
in 1979 and 6.5 percent in 1980, also
appears unimportant. Those numbers
are not comparable with the aggregate
price effect estimated by the Commission
staff because the survey was conducted
fairly soon after a minimum wage in-
crease had taken place, and did not
allow for the full-time lag in price ad-
justments and because the 1980 in-

*The only exception to this pattern
is the price effect reported by estab-
lishments with employees below the
minimum wage (39.9 percent in 1979 and
36.1 percent in 1980).
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crease was small compared with other
unit cost increases due to inflation.

Minimum Wage Effects
by Union Status

There is little doubt that the
minimum wage will tend to have a
stronger effect on average hourly
earnings of nonunionized workers

than on the earnings of workers who
are unionized. In another study pre-
pared for the Commission, Farber
(1981) investigated whether a change
in the minimum wage affects collective
bargaining outcomes through its ef-
fect on a "reference wage" used as a
basis for formulating union wage de-
mands and whether the minimum wage
is more important when reference wages
are relatively close to the minimum
wage.

He found that increases in the
minimum do not have an appreciable
effect on negotiated wages, even when
the reference wage is only 10 percent
above the statutory minimum. In those
cases, a 10 percent increase in the
minimum would have raised union wages
less than 0.5 percent. The larger the
reference wage is compared to the mini-

mum, the less effect increases in the
minimum have.!®
The small relationship that was

found may be because the minimum wage
has a much greater influence on wages
in nonunionized industries. These repre-
sent the alternative wages available to
negotiating union members, and there-
fore govern the ultimate concessions
unions can make at the bargaining table.
Not suprisingly, union wage demands
were found to be affected mainly by
changes in the average hourly earnings
in the manufacturing sector rather than

1°This finding 1s consistent with that
of the ISR Survey of Employers where
virtually all establishments giving
differential pay increases report that
these 1increases were not mandated by
union contracts.



the minimum wage. !

Commission staff found that while
the effect of the minimum wage varied
among nonunion occupations, it gener-
ally greatly exceeded the average ef-
fects in industries that are unionized.
Using pooled data over several years
on average hourly earnings, unemploy-
ment rates, consumer prices and overall
productivities covering twelve occupa-
tions in seventeen metropolitan areas,
the staff estimated that the combined
direct and ripple effects of a 10 percent
rise in the minimum wage during the
1970s raised wages on the average 1.8
percent in the non-unionized sector.
That contrasts with a 0.7 percent aver-
age wage increase in the total non-
farm business sector, which includes
both unionized and non-unionized in-
dustries. The total 0.7 percent increase
is fairly consistent with the 0.5 percent
increase found in unionized sectors
and the 1.8 percent increase in non-
unionized sectors.

Industry Differences
in the Inflation Effects

Two studies prepared for the
Commission shed some light on the
inflationary effects of minimum wage
legislation on different industry types
and establishment sizes.!?

11The impact of the minimum wage on av-
erage hourly earnings in manufacturing
is non-zero and, therefore, the minimum
wage affects union wage demands indi-
rectly via manufacturing wages. His con-
clusion that the minimum wage does not
affect union wage demands may therefore
be too strong.

127t was hoped that a third study, pre-
pared by E. Wolff and I. Nadiri (1981)
would produce usable results detailed
by two-digit SIC 1industries. However,
two major effects of the minimum wage,
notably its effect on relative industry
wages and its effect on capital-labor
substitution were imposed a priori 1in
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Cox and Oaxaca studied the effect
of freezing the minimum wage at its
1974 levels, $2.00 for the basic adult
minimum and $1.60 for the highest farm
minimum wage, over the 1975-1978 per-
iod for each of the nine SIC industry
divisions.!?® The freeze is equivalent to
a 13.8 percent average annual decline in
the minimum from its actual rate of in-
crease. They used an econometric model
explaining four basic economic phenom-
ena in each industry--product demand,
product supply, conditional labor de-
mand and labor supply.

Although one would expect that a
freeze of the minimum wage at its 1974
levels would induce the greatest wage-
price reduction in those industries mak-
ing extensive use of low-wage labor,
i.e., retail trade, services, and agricul-
ture, this is not generally reflected in
the authors' empirical findings. For ex-
ample, the average effect of the freeze
in 1975-78 was found to be smaller for
the combined retail and wholesale trade
sector--a 0.9 percent price reduction
and a 3.6 percent average wage rate
decline--than for the mining sector,
where prices dropped 9.3 percent and
wages 13.4 percent. Part of this prob-
lem can be attributed to the fact that
the authors’' methodology did not incor-
porate coverage and noncompliance vari-
ations among industries. The effects for
manufacturing are even more puzzling,
with an overall increase in average
wages and a price increase beginning in
1978. It is clear that these results are
not yet useful for policy purposes.

The employer survey conducted for

the input-output framework used by the
authors. Therefore, their estimates can-
not be truly considered as new empirical
findings in this subject area.

13The nine categories are: agriculture;

mining; construction; manufacturing;
transportation, communications, and uti-
lities; trade; finance, insurance, and

real estate; services; and government.



Table 3-3

Proportion of Establishments Reporting Direct Price Effects
of the January 1980 Increase in the Minimum Wage

Price Increases | Price Increases Establishments
Which which Did Not That did not
Major SIC Group Total | Covered Costs Cover Costs Raise Prices
ANl Industries 100.0 20.8 12.4 66.2
2.7) (1.5) (3.3)
Retail Trade 100.0 18.7 14.9 66.4
(4.1) (2.5) (4.4)
Entin? and 100.0 28.8 31.5 39.7
Drinking Places (5.4) (5.5) (7.0)
Other Retail Trade 100.0 15.8 10.3 73.9
(5.1) (2.1) (5.1)
Manufacturing and 100.0 18.3 20.1 61.6
Wholesale Trade (5.5) (6.3) (8.1)
Services 100.0 27.4 5.1 67.5
(8.6) (1.7) (8.5)
Other 100.0 26.9 16.7 56.4
(12.1) (9.6) (13.3)
Note: Standard errors of the estimates are in parentheses.

the Commission by ISR also provides in-
formation on the range of the industry
differences in the inflation effect of
the minimum increases. The following re-
sults of that study must be viewed with
caution since the 1980 responses are
too high and the responses for different
industry types and sizes are only pro-
vided for that year. The survey found
that 73.9 percent of the retail trade
(excluding eating and drinking) estab-
lishments and 67.5 percent of service
establishments did not raise prices as a
result of the minimum wage increase,
even though these industries employ a
large fraction of minimum wage workers
(Table 3-3). This may result from the
combination of high noncompliance, abil-
ity to hire exempt workers and a high
degree of competition in those indus-
tries.!* Sixty percent of eating and

14Evidence of the high noncompliance is
presented 1in Sellekaerts and Welch
(1981).
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drinking establishments reported that
they did raise prices, but half of these
increases were too low to cover cost
increases.

Conclusions

The Commission found that the ef-
fect of a 10 percent sustained annual
rise in the minimum wage over its his-
torical 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 ef-
fect is small, considering that the actual
average annual rate of inflation during
the same period was 9 percent for wages
and 9.3 percent for consumer prices.

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



period.

The effect of minimum wage chang-
es on inflation was found to be non-
linear, that is, a 20 percent sustained
increase in the minimum wage over its
historical level had more than twice the
effect of a 10 percent rise during the
1974-1979 period.

The Commission also found that the
effect of a one-time temporary increase
in the minimum wage disappears after
a certain amount of time--taking one
and one-half years in one study.

A 10 percent sustained rise in the
minimum showed a total ripple effect on
wages of 0.4 percent and other econom-
ic spillover wage effects of 0.1 per-
cent during the time period studied.
Again, the ripple effect of a one-time
temporary minimum wage increase would
disappear after one and one-half years.
The other economic spillover effects
included a small increase of 0.05 per-
centage points in the total unemployment
rate, virtually no change in personal
income adjusted for inflation, and a
small 0.9 percent rise in overall output
per worker-hour.
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Chapter 4

THE ECONOMIC CONSEQUENCE OF MINIMUM WAGE INDEXATION

Mandate D required the Commission
to analyze the effects of indexation--an
automatic increase in the minimum wage
based on increases in some index of
wages, prices, or the cost of living.?

The key issue to be resolved in
indexation is the purpose of the mini-
mum wage--whether it is to maintain
purchasing power (set a real wage
floor), designate a specific dollar level
(set a nominal wage floor), keep the
wages of minimum wage workers at the
same position relative to other workers,
or some combination of these. Keeping
minimum wage workers' wages at the
same relative level with those of other
workers would require indexing on the
basis of some measure of wage advances
in the economy; maintaining a real
minimum wage floor requires indexing
with some measure of consumer prices.
But possible detrimental effects of any
form of indexation must be balanced
against its economic advantages.

The FLSA amendments setting the
minimum wage for several years in the
future have not consistently maintained
the minimum wage's purchasing power,
which has been seriously eroded by the
periodic double-digit inflation over the
last several years (Figures 4-1 - 4-4).
In the 1950s and 1960s, when inflation
averaged only 1.6 percent and 2.3

lFor an extended discussion of indexa-
tion, see Volume VI of this Report.
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percent, respectively, legislated mini-
mum wage increases caused marked
improvements in purchasing power. But
for three reasons those earlier improve-
ments do not compensate for the purch-
asing power lost due to the inflation
of the 1970s and 1980s. First, many
minimum wage earners began working
in the 1970s and experienced only the
decline in the minimum's purchasing
power. Second, low-income workers in
general and minimum wage workers in
particular save very little, and cannot
provide for the future erosion of the
purchasing power of their earnings.
Third, those earlier legislated increases
were not designed as a buffer for the
unexpectedly high inflation of the 1970s
and 1980s since Congress did not fore-
see the oil crisis and other economic
phenomena that boosted the underlying
inflation rate into double-digit figures
in those years.

Benefits and Costs of Minimum Wage
Indexation

Indexation's most important poten-
tial benefit is maintaining low-wage
workers' standard of living during
periods of unexpectedly high inflation.
Of course, if indexation increases
inflation, reduces employment, or has
some other harmful effect on the econ-
omy, the living standard of low-wage
workers could actually decline. The
only way to predict accurately what will
happen is to conduct an empirical
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analysis, i.e., to study the effect
on the economy of past minimum wage
increases using actual data. The re-
sults of the Commission's analysis are
discussed later in this chapter.

Indexation also may be a more
efficient way than public assistance
payments to maintain or increase the
incomes of the low-income population.
(See also Chapter 5.) It could provide
an incentive for marginal workers to
stay in the labor force rather than
relying on nonproductive public assis-
tance payments.

Changing the present system of

irregular, stepwise increases in the
minimum wage to more gradual and
predictable indexed increases could

promote economic stability. For example,
a gradual rise in an indexed minimum
wage from 1969 through 1974 would
have been much less inflationary than
the large abrupt increase passed by
Congress in 1974 to catch up with
the double-digit inflation caused in
part by the sharp rise in world oil
prices. But it is not true, as some
economists maintain, that indexation
always promotes general economic sta-
bility.?

Finally, indexation would allow
Congress to turn its attention to other
FLSA issues such as coverage and
exemptions, which may be neglected
under the pressure to increase the
minimum during periods of high infla-
tion.

On the cost side, many economists
fear that an indexed economy would
be synonymous with an inflationary
economy, that unemployment would go
up, employer noncompliance with mini-
mum wage laws would increase, the
balance of payments would worsen, the
incentive to work would be reduced,
and necessary legislative review would

2A more complete analysis of the views
expressed by these economists and their
framework of analysis is presented in
Sellekaerts (1981b).
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be eliminated. There is also the con-
cern that there may be no ideal wage
or price to serve as an index base.

Indexation could hardly be termed
the original cause of inflation, how-
ever, if wages or other indexed bene-
fits are only permitted to increase
after a specified amount of inflation
has occurred. On the other hand, it
is possible that the economy's under-
lying inflation rate would be higher
under indexation if business based
its price increases and labor its wage
demands on expected future indexed
minimum wages and anticipated higher
inflation.

Businesses that have trouble
passing higher costs on to customers
may not be able to absorb the increased
wage cost of indexation. That could
lead to loss of jobs and increased
noncompliance with the FLSA.? Any loss
of employment from indexation, how-
ever, would not necessarily negate the
beneficial effects.

Abolishing the minimum or keeping
it at a constant level would only be a
short-term aid for reducing price in-
flation and narrowing the trade deficit.
In the long run, the underlying struc-
tural causes of those problems must be
corrected by restoring productivity
growth, increasing the use of domestic
energy sources, and stepping up ex-
ports of American services, agricultural
products and capital-intensive finished
goods.
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