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Minimun Wage: Study: Commission and the
Consensus View:™ ()

* Despite discord ameng economists, Congress significantly
expanded coverage of the minimum wage and its level during
the 1960s and 1970s

Ongoing politicall debate led the Congress in 1977 to create the
Minimum Wage Study Commission to “ help it reselve the many.
controversial issues that have surrounded the federal minimum
wage and evertime requirement since their origin in the Fair
Labor Standards Act of 1938"

Repornt published in 1981: “the mest exhaustive Inquiry ever
undertaken inte the issues surrounding the (Fair Labor
Standards) Act since Its Inception”




Minimum Wage: Study: Commission and the -
Consensus View:™ (1)

* [Lengthy summany of evidence later published as review: in Journal of
Econemic Literature

— “Time-series studies typically find that a 10 percent increase in
the minimum wage reduces teenage employment by one to three
percent”

« “Elasticity” off =0.1 to =0.3

— This range of estimates frequently described as the “consensus
view” of economists




we Limitations off Earlier Research (1)

o Difficult to tease out reliable effects from time-series data

— Goal in policy research Is always to construct a *
counterfactual’

o \We ebserve what happened when the minimum; wage
Increased; we need to compare this to estimate off what

woeuld have happened had the minimum wage not
Increased

— Withi time-series data, only way to construct counterfactual
IS with statisticall model that predicts how eutcomes would
have evolved absent the change in the minimum

— Difficult challenge in time-series data

o Policy variation Is federal enly (level and coverage),
changes are relatively infrequent and difficult te
distinguish from other aggregate changes




hwe Limitations off Earlier Research (1)

* Aggregate series available to econemists were limited mainly te
age (and other demographic) groups

— Led to natural fecus on teens and yeung adults (16-19, 16-
24), among whem minimum wage workers constitute a
dispreportionately large share

o Employment effects for teens and young adults can be
guite unrelated to policy goals, which concern income
distribution

Even teens and young adults are by no means
exclusively at or near the minimum wage, so elasticities
estimated fior them likely understate effiects en minimum
wage Workers
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e New Minimum \Wage Research”

* Eirst wave stemmed from proliferation; of state minimun Wages
in late 1980s as federal minimuim Wwage stagnated

— |Largely a response to first limitation of earlier research

— Withi different states raising their minimum at different times,
possible te construct better counterfactuals

s Compare changes In outcomes, In same period, for
states raising and not raising minimum wage

Many studies stuck to analysis of teens and young adults
(e.g., our 1992 paper, Burkhauser et al. [aumerous|)

Others used similar strategy, but fecused on low-wage
Industries rather than low-wage demographic groeups
(Card/Krueger most famousiy)

Both sets of studies use same “experimental” design




Minimum Wage: Effects onl thiose
Most Directly Affected

o Some of the later research turned atiention te second
limitation ofi earlier research, trying to fecus on
employment effects for the lowest-wage workers o
least-skilled mdividuals

— Critically important fer addressing frequent claim
that there are disemployment effiects of mininum
wages, but they are small (se lew-wage werkers
likely gain)




Goal off Recent Review! Is to Take Stock of
What We Have Learned

* NMWR represents large “expansion” In types of data used,
statistical experiments, Industries, countries, etc.

— Not surprising, then, that estimates reported in research
literature became maoere disparate

— Probably accurate te say that “censensus” broke down, In
two senses

« More estimates, some from seemingly solid studies,
peinted te no empleyment effects or positive effiects

o More disparity in economists’ (and policymakers®)
summary views of the evidence
— QOutside of the policy debate, led to re-examination of
thinking about lew-wage labor markets through
framework ofi the coampetitive model

* Review reflects our efforts to try te come te grips withr what this
large (and still growing literature) actually: says




Exanmples oif Views at ©dds with Earlier
Consensus

Bazen (2000): “ (t)he latest studies of the experience ofi the USA
and the UK in general find no evidence of negative effects on
youth employment”

Elinn (2006): “these recent studies have been parnticularly useful
In indicating that the “texthook” competitive medel of the lalbor
market ... may have serious deficiencies in accounting for
minimum wage effects on laber market outcomes”

Lemos (2004): “there IS no consensus on the direction and size
of the effiect on empleyment”

Groups supporting minimum wage Increases have made
strenger claims

— Chapman, in Ecenemic Policy Institute report, asserts that
there is no valid, research-based rationale for believing that
state minimum wages cause measurable job losses”

Literature presented differently by advecacy groups on the
other side (such as Employment Policies Institute




Outline of Review

Eirst wave of NMWR' (ILRR symposium in 1992) andl subseguent
exchanges on Issues raised

Subsequent research for U.S.

— State-level panel data analyses of teens, young adults, etc.
— Industry-specific “case studies”

— Time-series studies

— Studies focused on lowest-wage/least-skilled

* |nternational evidence for developed and developing countries




Summary: or Results

* Few of the studies inl BGK’s survey were eutside of the censensus
range of = 0.1 te = 0.3 (for elasticity of teenage employment with
fespect to the minimum; wage)

But even limiting the sample ofi studies reviewed to those fecused
on the effiects of the minimum wage of teenagers in the United
States, the range of estimates extends from below =1 te above
Zero

— And with ether studies included, range Is larger

So do we simply not know: the answer? Is there little reason to
pelieve that minimum wages reduce empleyment of teens or other
low-skilled individuals?




IHow: Do We Sumimarize a Large: Lierature?

* One option is fermal meta-analysis that to a large extent presents
averages across existing studies or estimates

— Sometimes coupled withr attempt to assess Influence of study.
characteristics, or to assess hias in published/reported results

* \We opted Instead for more traditional “narrative” review.

— Attempts to provide a sense of the quality ofi the research and
tries to highlight and synthesize the findings that we regard as
more credible

« Many different types of employment effiects estimated in the
literature, and considerable variation In approaches and (in
our view) in quality, which makes “lumping together”
unattractive

Narrative review Introeduces more subjectivity, S we
present our arguments and assessments of the evidence,
and invite readers te form their own opinions based on them
(alse elicited views ofi nearly alll of the researchers whose
work we cite)




BUt Let's Count AnyWways ...

* We survey about 100 studies, and provide lengthy tables
summarizing results, main criticisms (if any), and highlighting
what we view as the most credible studies

* By our reckoning, nearnly two-thirds give a relatively consistent
(altheughi by no means always statistically significant) Indication
of negative employment effects of minimum wWages

— |nidoing this calculation, we sometimes focus on results for the
least-skilled

— EFewer than 10 give a relatively consistent indication of positive
employment effects

— We highlight 33 studies that we view as providing more credible
evidence, and 28 (85 percent) of these point ter negative
employment effects

» Correspondingly, our narrative review suggests that many
of the studies that find zero or positive effects suffer from
various shoertcomings (altheugh there are exceptions)

* Moreover, the evidence tends to point te disemployment effects of
minimuim wages for many other countries




Main Conclusions firom General Literature
Extending Earlier Research (U.S. Results)

Longer panel studies that incorporate both state and time
variation in minimum wages tend, on the whole, te find negative
and statistically significant employment effiects from minimum
wage increases (Neumark and Wascher, 1994; Abowd, 2000h)

Newer time-series literature tends to find negative effects of
minimum wages on employment (Bazen and Marimeutou, 2002;
Willrams and Mills, 2001), altheugh we regard this literature as
iIncreasingly irrelevant for twe reasons

— As state minimum wages proliferate, federal minimum wage
pecomes a worse measure of binding wage floor

— Muchiof the policy action, and policy debate, Is about state
minimum wage Increases, wWhichi could have diffierent effiects
pecause ofi different responses te more localized minimum
Wages




Why Disceunt the Contran. EVidence?

* Most studies repoerting zero or positive effects are either (1)
short panel data studies (Card, 1992a and 1992b) or (2) case
studies of a specific change in the minimum wage in a
particular state or Industry (Card and Krueger, 1994)

— Short-run effects likely fail te capture fulllemployment
effiects ofi minimum wage
o Baker et all. (1999) shew that disemployment effects arise
more slowly (at “loewer frequencies”), and that studies
fiocusing on short-term effects miss these longer-run
Impacts

Why? Adjustment of labor input smaller in short-run
when other inputs fixed; takes time to change technoelogy
Or organization to econoemize on low-skill labor

— Aside fromi concerns about data used in CK’s fast-fiood
study, a generic preblem with studies of narrow Industries Is

that they are uninformative

o« Competitive model does not predict disemployment
effiect ofi minimum wage In narrew: iIndustry.

o SO Slgn ofi effect Is net Informative about either theory: o
poelicy iImpact




Strenger Evidence oiff Adverse Effects on the
Least-Skillea

* When researchers focus on the least-skilled groups most likely
to be adversely affected by minimum wages, relatively
overwhelming evidence ofi disemployment effiects for these
groeups (Currie andl Fallick, 1996; Neumark et al., 2004 [hours])

— Estimates sometimes much larger (Abowd, 1999 [France]
and 2000a; Yuen, 2003 [Canadal)

— Points to labor-laboer substitution within low-skill greups, so
minimum wages may harm least-skilled workers more than
IS suggested by the net disemployment effects estimated in
many studies




Implications off Ouir Eindings: (1)

» Clearly Incorrect te assert either:

— There Is no research basis for cencluding that there are
disemployment effects of minimum wages for those with lew
skills

— The research literature fails to previde a relatively: clear
Indication of such disemployment effiects

* |pnstead, the rather vast preponderance ofi evidence points to
disemployment effects




Implications: off Ourr Eindings (i)

* We view the literature—when read broadly and critically—as
largely selidifying the conventional view that minimum Wages
reduce employment of the least-skilled workers, and as giving
little Indication that the campetitive model provides an

Inaccurate approximation to the workings of low-wage labor
markets

— There are studies to the contrary, and noet all are flawed; but
we don’'t see these as everturning the much larger and

generally more compelling evidence of disempleyment
effects




Implications: of Oui Eindings: (1)

Unless one wants to maintain, in the face of the
evidence, that the literature suggests no
disemployment effects or even positive effects, then
the debate has to be abeut other poetential benefits of
minimum wages that offiset the adverse empleyment

efifects

I this' review helps tormove the debate in this
direction—even Iff we don't convince everyone about
the overall conclusion—we woeuld be guite satisfied

— Have we helped to shifit the policy debate te focus
on this question? Maybe.

* “The minimum wage increase will invarianly
hurt some of its intended beneficiaries ... [But]
the benefits will eften outwelgh the costs, even

fior narrewly-affected workers”
=Jiared Bemsiens ==l




Distrbutienal Effiects off Minimum Wages

o Why do we have a minimun wage?
— Ralse Incomes ofi peer or near-poor families

— “Jhe minimum; wage was one of the first—ana: is still
one of the best—anti-poverty programs we have.”
— Senater Edward Kenneay,

— Minimum wages will “raise the living standards of 12
million Americans.”
— Presjdent Clinten




Key Policy Question

* Empleyment effects vs. distributional effects

— [ there are no adverse empleyment effiects, difficult
10 believe that minimum wWages den't have beneficial
distributional effects

— |ff there are disemployment effiects, then the
guestion becomes whether there is a tradeofi
petween jobs and equity, and Is the tradeofi
acceptable?

* Two compoenents to distributional guestion
— Effiects off minimum wages on low-wage Workers
— Efifects on lew-income families




Do Small™ Minimum Wage Empleyment Effects
Imply: Low-\Wage Woerkers Must Be IHelpea?

* “Back-of-the-envelope” calculation inveked to argue
that minimun wages must help low-income workers

— With elasticity of =0.2 andl 10% Increase in
minimum
o 2% lose thelr [oh
o 9806 get 10% ralse

o Average Inceme ofi lew-wage workers up by (.98
x 10) — (.02 x 100) = 7.8%




it Empleyment Effiects Larger for Affiectead
Workers, Low-Wage Workers Could Fare \Worse

80% above 20% at A
miRimum miRimum VELEYE

\Wages Ne change Up 10% Up 2%
Employment Ne change Dewn 10% Dewn 2%

Earnings NG change NG change Noe change

Incorrect calculation 2% employment decline
10% Wage Increase

==0.2

Correct calculation,  10% employment decline
10%Wage Increase




IHow: Do Minimum Wages Affect Workers At or
Nearrthe Minimum?

Estimated response to 10% increase in minimum wage

B Wages

Hours
Employment
Earnings

At To 1.1 X 1.5-2x
minimum minimum minimum
wage




What About Low-Income Families?

* | ow-wage workers and low-income families
not synonymous

* | ow-Wage workers over-represented in poeor
and lew-Inceme families, but many are in
higher-income families




Many: Cow-\WageWorkers
Are In Non-Poor Eamilies

Workers Affected by Proposed Minimum
Wage Increase to $7.25, 2003 Data




Implications o Distrbutional Effects of
Mininatim Wages

* Clearly minimum wages do not target poor families
very well

* More impoertant point, theugh, is that minimum
Wages create both winners and losers, and the
central guestion is wWhere these groups tend to be
located in the Inceme distribution




IHow: Do We' Estimate Minimum Wage
Effiects onl Income: Distrikputien 2

* Parallels other analyses, but with iamily as unit of
ebservation

s Strategy.

— Jrace out entire Income (to needs) distribution by,
State and year

— Compare changes in income distribution In states
falsing minimum wage te changes in ether states




Higher MimimumWage Increases, Numier
ofi Cow-lnceme / Poor Eamilies; (llustration)

Year 1 income distribution (white)

%
families

%
families

T

Income / Needs

A

Income / Needs

Minimum
wage increase

No minimum
wage increase




Higher Mimimum\Wage: Increases, Numier
ofi Cow-Inceme / Poor Eamilies (estimates)

0-1 1-1.5
(poor) (near-poor)

Elas. = .41




Wy Might Miniinatim \Wages
ncrease Poverty?

o Likely explanation
— Winners: teens from affluent families

— [Lesers: adult heads ofi peor and lew-Inceme
heuseholds

— More evidence needed on this guestion, but may.
pe reasenable to expect that minimum wage adult
neads are the most marginal woerkers

s Related results

— [Lew-Wage werkers in low-income households hurt
the most (preliminary results)

— Leng-term mininmum wage Workers
AUt the most

o Teens are not long-term minimum Wage Workers




Other Research Fails to Find Beneficial
Distributional Effects, or Worse

Card and Krueger's hook

— |nsignificant effect off minimun Wage on poverty rate in 1989-
1991 period, althoughi estimates in direction of poverty.
reduction

e Stronger evidence for effects on poverty among Workers,
but that excludes disemployment effects

o Burkhauser and Sabia (2007) update evidence, with
similar insignificant effects, in their case even for Workers

Sabia (2006) finds no evidence of effect on poverty among
employed single mothers

Gunderson and Ziliak (2004) report mixed evidence, but
generally insignificant evidence of an effiect, especially after tax

Wu et al. (2006) — probably the best study — finds adverse
distributional effects of minimum wages, and beneficial
distributional effiects of most other policies thought te
redistribute iInceme toward low-income families

The news Is that there aren’t beneficial distributional effects




Sumimany. off Empircal Eindings

Minimum wages reduce employment of less-skilled workers, as
theory predicts

Aggregate disemployment effects moderate for low-skill groups,
but minimum wage werkers, on net, hurt by minimum wages

Minimum Wages Increase poverty or at a minimum don’t reduce it
— lLosses to some low-wage workers
— “Unfortunate” distribution of effiects across families

— Minimum wages are much maore like redistribution ameng low-
Income families than redistribution towards them

Qualifications
— Evidence needs to be revisited in post-welfare reform era

— Are certain types ofi iamilies helped? Apparently not
heuseholds headed by single females

— Distributional effiects may well dififer internationally.




RPolicy, Implications

Minimum wages likely always entail disemployment effects that
have te be welghed against other pessible benefits

In the United States, minimum wage increases do not help the
POOr Or reduce poverty, and may make things worse

Other wage flooers (suchi as living wages) affect different
workers, and have more beneficial different distributional
effiects

Better to use policies like EITC
Raises income by encouraging Work

o Contrasts with minimum wage, which taxes hiring of
less-skilled workers

Effectively targets poor and low-income families

Beneficial empleyment and distributional effects suppoerted
by both theory, and evidence for the United States

Even ITf minimum wages have better distributional effects in
other countries, likely that EITC Is more effective




