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June 19, 2015  
 
Members of the Tacoma Minimum Wage Task Force, 
 
Traditionally, the intended purpose of raising the minimum wage has been to help low-wage workers earn 
more and alleviate poverty.  
 
While there is some debate as the effect of a higher minimum wage on employment, existing research 
strongly indicates that the minimum wage is woefully ineffective at reducing poverty.  
 
Though certainly some workers will be raised out of poverty following a minimum wage increase, others 
will lose their jobs or see their hours cut. Others will pay more for goods and services as prices rise. On 
net, the minimum wage appears to be a very poor poverty-reduction tool.  
 

1.      In a 2012 paper, Professor David Neumark of the University of California-Irvine provided a 
succinct summary of the relevant research, writing:  
 
Research for the United States on state minimum wage increases generally fails to find evidence 
that minimum wages help the poor, and sometimes even suggests that minimum wages increase 
the number of poor or low-income families… Thus, the existing research literature provides no 
solid evidence of beneficial distributional effects of minimum wages for poor or low-income 
families on the whole. As a result, there is no basis for concluding that minimum wages reduce 
the proportion of families living in poverty or near poverty. Minimum wages do not deliver 
beneficial distributional effects that might offset the negative employment effects they cause. 
 

2.      It is difficult to improve upon the overview of this issue provided in a peer-reviewed study 
published in 2010 by Joseph Sabia of American University and Richard Burkhauser of Cornell 
University, so I will simply provide excerpts for your consideration:   

 

While reducing poverty among the working poor is a laudable policy goal, the evidence suggests 
that minimum wage increases have thus far provided little more than symbolic support to this 
population (Card and Krueger 1995; Neumark and Wascher 2002; Gundersen and Ziliak 2004; 
Burkhauser and Sabia 2007; Leigh 2007; Sabia 2008). Several explanations have been offered 
for this finding. Card and Krueger (1995) emphasize that minimum wages fail to reduce poverty 
because many poor Americans do not work. Others have argued that even among the working 
poor, the relationship between earning a low hourly wage rate and living in poverty is weak and 
has become weaker over time (Stigler 1946; Burkhauser, Couch, and Glenn 1996; Burkhauser 
and Sabia 2007). Moreover, even among affected workers, there is strong evidence that increases 
in the minimum wage reduce the employment of low-skilled workers (Neumark and Wascher 
2008). While an increase in the minimum wage will lift out of poverty the families of some low-
skilled workers who remain employed, other low-skilled workers will lose their jobs or have their 
hours significantly cut, reducing their income and dropping their families into poverty (Neumark 
and Wascher 2002; Neumark, Schweitzer, and Wascher 2004, 2005; Sabia 2008). 

 
… We find no evidence that minimum wage increases between 2003 and 2007 lowered state 
poverty rates. Moreover, we find that the newly proposed federal minimum wage increase from 
$7.25 to $9.50 per hour, like the last increase from $5.15 to $7.25 per hour, is not well targeted 
to the working poor. 
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…We estimate that nearly 1.3 million jobs will be lost if the federal minimum wage is increased 
to $9.50 per hour, including 168,000 jobs currently held by the working poor… We conclude that 
further increases in the minimum wage will do little to reduce poverty... 
 
When calculating the effect of the minimum wage on poverty, many studies try to take into 
account the reduced employment of low-skilled workers. However, as Sabia and Burkhauser 
point out, even when operating under the “optimistic assumption” that a higher minimum wage 
does not harm employment, significant research has shown that, “…workers living in poor 
households received few of the benefits of past minimum wage increases because their hourly 
wages were already greater than the proposed state or federal minimum wages. Instead, most of 
the benefits went to second or third earners living in households well above the poverty line.”  
 
Stating the obvious, Sabia and Burkhauser note that, “One important critique of these simulations 
is that they overstate the benefits of minimum wages to the working poor because they ignore 
employment effects.”  
 
In other words, significant research has shown that even under a best-case scenario in which 
raising the minimum wage has no negative effect on employment, studies still show that it does 
little to help alleviate poverty.  
 

3.      Sabia and Burkhauser’s research has been confirmed by a very recent study, published in April, 
by Thomas MaCurdy of Stanford University (a copy of the study is attached). As a side note, I 
strongly recommend reading the introduction to his paper. It provides a relatively short and 
accessible outline of the debate over the minimum wage before getting into the technical details 
of his study.  

 
For the purposes of argument, MaCurdy’s study assumed that increasing the minimum wage 
would not reduce employment and that businesses would pay for the higher labor costs entirely 
through price increases. Again, for the purposes of argument, MaCurdy also assumes that the 
price increases will not decrease demand for goods and services. MaCurdy recognizes that neither 
of these assumptions is accurate, but makes them in order to examine the “distributional effects” 
of a higher minimum wage; put simply, how low-income vs. high-income households would be 
affected.  
 
Even under this incredibly favorable scenario, MaCurdy finds that the minimum wage is “an 
ineffectual antipoverty policy.” From his conclusion: 
 
Whereas fewer than one in four low-income families benefit from a minimum wage increase of 
the sort adopted in 1996, all low-income families pay for this increase through higher prices, 
rendering three in four low-income families as net losers. Meanwhile, many higher-income 
families are net winners…  
 
Because price increases hit low-income households the hardest and many low-income households 
do not benefit from a higher minimum wage, MaCurdy describes the minimum wage as “more 
regressive than a typical state sales tax,” concluding that:  
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Far more poor families suffer reductions in resources than those who gain, and as many rich 
families gain as poor families. These income transfer properties of the minimum wage reveal it to 
be an ineffectual antipoverty policy. 
 

4.      Even David Card and Alan Krueger (authors of the first study claiming the minimum wage didn’t 
reduce employment) have described the minimum wage as “blunt instrument” for increasing the 
income of the poor, and note that the effect of minimum wages on the overall poverty rate is 
“statistically undetectable.” Their primary explanation is that most individuals in poverty do not 
have jobs, and therefore will not benefit from a higher minimum wage.  
 

While it is easy to “see” the happy worker who gets a pay bump following a minimum wage hike, we 
must not forget about the essentially invisible poor family that has to pay more for food, or the entry-level 
employee who has his hours cut as employers respond to higher costs.   
 
Sources: 

•         David Neumark, “Should Missouri Raise its Minimum Wage?” Show-Me Institute, September 2012.  
•         Joseph Sabia and Richard Burkhauser, “Minimum Wages and Poverty: Will a $9.50 
•         Federal Minimum Wage Really Help the Working Poor?” Southern Economic Journal, 2010.  
•         Thomas MaCurdy, “How Effective Is the Minimum Wage at Supporting the Poor?” Journal of Political 

Economy, April 2015.  
•         David Card and Alan Krueger, “Myth and Measurement: The New Economics of the Minimum Wage,” 

Princeton University Press, 1995.  
 
 
Maxford Nelsen 
Labor Policy Analyst | Freedom Foundation 
MNelsen@myFreedomFoundation.com 
360.956.3482 | PO Box 552 Olympia, WA 98507 
 
(Attachment 1) 

 
 
 
June 22, 2015  
 

Members of the Tacoma Minimum Wage Task Force, 
 
Many advocates of raising the minimum wage point to Washington State as an example that a higher 
minimum wage is good for the economy. Since voters passed Initiative 688 in 1998, Washington has had 
the highest state-level minimum wage in the country. The initiative also required the minimum wage to 
increase annually to account for inflation.  
 
Yet, at the same time, unemployment and poverty typically lag the national average, while job growth 
often exceeds the national average. Surely, minimum wage supporters argue, this must mean that the high 
minimum wage has been good for Washington’s economy.  
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As you may have guessed, however, there are some big problems with this line of argument. For starters, 
correlation does not prove causation. In other words, just because two phenomenon are true at the same 
time (Washington has the highest state minimum wage and low unemployment) does not mean that one 
caused the other. It could quite possibly be true that Washington’s high minimum wage has harmed job 
growth for certain workers while the overall state economy remained exceptionally healthy.  
 
So has Washington’s high minimum wage helped the economy or not? Washington’s minimum wage law 
has been on the books for over 15 years now, which allows us to examine several trends over a long time 
period. The information below is compiled from the Bureau of Labor Statistics and the Census Bureau. 
Please reference the attached report for specific sources and data citations.   
 
1. Poverty 
 
While the intent of I-688 may have been to decrease poverty, it appears to have accomplished little. The 
chart below tracks the changes in how a Washington minimum wage workers’ full-time annual salary 
stacks up against the poverty threshold.  
 
 

 
 

Key Points: 
•         When I-688 was passed in 1998, full-time minimum wage workers earned 126 percent of the 

poverty threshold. A worker with any dependents fell below the poverty line. Single, full-time 
minimum wage workers supporting two children under 18 earned 82 percent of the poverty 
threshold.  

Information Compiled by the Office of Management & Budget Page 4 
 



Tacoma Minimum Wage Task Force Public Comment Report 
(Period from June 19, 2015 – June 25, 2015) 

 
•         Sixteen years later, in 2014, full-time minimum wage workers earned 157 percent of the poverty 

threshold and workers with two children earned 102 percent of the poverty line.  
 
Despite I-688’s dramatic increase in the minimum wage compared to the poverty threshold, and despite 
the fact that Washington had the nation’s highest minimum wage, the state poverty rate (the percentage of 
Washington residents living below the poverty threshold) changed little relative to the national poverty 
rate.  
 

 
 

Key Points: 
•         The state poverty rate has historically trailed the national rate, even prior to the passage of I-688 

in 1998.  
•         The only time that Washington’s poverty rate exceeded the national rate was in 2003, following 

four years of increases in the poverty rate that began the year I-688 took effect.  
•         The average state poverty rate for the 15 years preceding passage of I-688 (1984-1998) was 10.7 

percent. The average national poverty rate for the same period was 13.8 percent. The average 
state poverty rate for the 15 years following passage of I-688 (1999-2013) was 10.9 percent, a 
slight increase, while the national poverty rate for the same period was 13.1 percent, a slight 
decrease.  

 
All other things being equal, minimum wage supporters would expect the poverty rate to decrease when 
the minimum wage increases. Despite the fact that Washington’s minimum wage rose substantially in the 
years since 1998, there was no noticeable change in the state poverty rate.  
 
However, even this data is only correlative. There are two possible interpretations of the data: (1) The 
minimum wage increase was ineffective at decreasing poverty, or (2) it did reduce poverty beginning in 
1998 but other factors at the same time began to increase poverty, canceling out the anti-poverty effect of 
the higher minimum wage.   
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2. Employment 
 
Minimum wage advocates like to point out that the total number of restaurant jobs increased in 
Washington following passage of I-688 (restaurant jobs are often cited as typical minimum wage jobs). 
However, a closer look indicates that the growth rate for these jobs slowed dramatically, especially when 
compared to Washington population and overall jobs growth.  
 
 

 
 

Key Points: 
•         Washington’s share of total U.S. accommodation and food service industry jobs (mainly hotels 

and restaurants) exceeded Washington’s share of total U.S. nonfarm employment and total U.S. 
population every year from 1990 until implementation of I-688 in 1999.  

•         Since the passage of I-688, Washington’s share of total accommodation and food service jobs has 
substantially declined, even while the state’s share of the nation’s population and total jobs have 
steadily increased.  

•         When voters passed I-688 in 1998, Washington had 2.09 percent of the nation’s population, 2.08 
percent of the nation’s jobs and 2.10 percent of the nation’s accommodation and food service 
jobs. As of 2014, Washington’s share of the population had increased to 2.21 percent, its share of 
the nation’s jobs had increased to 2.21 percent, while its share of total U.S. accommodation and 
food services jobs had declined to 1.98 percent.  

•         While Washington’s share of the nation’s population increased by 5.7 percent since passage of I-
688 in 1998, and its share of total U.S. jobs increased by 6.3 percent, the state’s share of U.S. 
accommodation and food services jobs fell by 5.7 percent.  

 
Again, since the data is correlative, there are two possible interpretations: (1) Washington’s high 
minimum wage dramatically slowed job growth in low-wage sectors like hotels and restaurants, or (2) 
some other policy or economic change unique to Washington took effect at the same time the minimum 
wage was increased and caused the decline in jobs growth.   
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3. Unemployment 
 
While the sky has not fallen in on Washington’s robust economy since passage of I-688, job prospects for 
the least-skilled and least-educated workers have certainly declined. The chart below compares 
Washington’s teen unemployment rate to the national rate before and after passage of I-688.   
 

 
 

Key Points: 
•         For the 15 years preceding the implementation of I-688 (1984-1998), teen unemployment in 

Washington generally followed national trends, with Washington’s teen unemployment rate 
higher than the national rate in 10 out of 15 years. The worst year in the period for Washington 
teens occurred in 1986, when the state’s teen unemployment rate was 4.7 percentage points 
higher than the national rate.  

•         Washington’s teen unemployment rate has surpassed the national rate every year since the 
passage of I-688. At the peak of the recession in 2010, Washington’s teenage unemployment rate 
was 8.2 points higher than the unemployment rate for teens nationwide. 

 
This correlative data means either: (1) the increase in Washington’s minimum wage dramatically reduced 
job prospects for teens or (2) some other policy or economic change unique to Washington took place at 
the same time the minimum wage law was passed and is responsible for raising the unemployment rate 
for teens.  
 
Conclusion 
 
While the information presented above is purely correlative, it is worth noting how directly the observed 
changes in Washington’s economy after passage of I-688 align with the projections of minimum wage 
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skeptics. Just as significant is the lack of any indication that enacting the nation’s highest minimum wage 
produced the gains promised by labor activists in any measurable or lasting way.  
 
At the time, supporters of I-688 claimed that raising the minimum wage and indexing it to inflation would 
end poverty wage jobs and depoliticize the issue in the future. The very fact that Tacoma and the state are 
again embroiled in debates about whether to raise the minimum wage speaks to the ineffectiveness of 
prior efforts.  
 

Maxford Nelsen 
Labor Policy Analyst | Freedom Foundation 
MNelsen@myFreedomFoundation.com 
360.956.3482 | PO Box 552 Olympia, WA 98507 

(Attachment 2) 

 

June 22, 2015  
 

Gentlemen: 
 
Pertaining to the current wage increase proposal, I have some thoughts. If landlords would roll back rents 
to the 2007 levels minimum wage earners could afford incremental wage increases. If grocery stores 
would roll back grocery prices to 2007 levels, wage earners could afford to buy groceries for their 
families with incremental wage increases. If gasoline refiners would roll back gasoline prices to the 2007 
level, they would still be making record profits. That's just a few examples. When the cost of living was 
increasing 8% to 15% a year and the minimum wage was going up 2% to 3% a year, who cared about 
that? Wage earners are so far behind right now, employers will never get them caught up. Business 
owners have been reaping record profits for the last ten years. Now it's time to pay up. It still doesn't get 
minimum wage earners even. Sweden, Denmark and Norway make out just fine at $25 an hour. $15 an 
hour is a gift for employers, it should be more. Employers should consider themselves lucky. They will 
make out just fine.  
 
There's plenty of money in the budget for wage increases if there wasn't so much waste. I can tell by 
looking at your streets that you plain can't manage money. I come from Plano Texas. Infrastructure comes 
first in Plano. They manage to replace streets, sidewalks and curbs when needed. Most with federal 
grants. Does Tacoma mange their federal grants? After Infrastructure is taken care of, you can spend the 
rest on something else. It's not rocket science.  
 
Federally, taxpayers have paid billions in taxes to maintain bridges. Yet, there's no money for repairs. 
Where did all the money go? Nobody knows. What a mystery. It's clear that the government of Tacoma 
has lost control, can't manage money and should hire a money manager. 
 
Sincerely,  
 
Larry Bell 
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June 22, 2015 

Greetings: 
I hope the committee in its deliberations will reflect that the minimum wage proposals do not meet the criterion of a actual living wage. 
James H. Williams, PhD, MSW                          

Living Wage Calculation for Pierce County, Washington 
The living wage shown is the hourly rate that an individual must earn to support their family, if they are the sole provider and are working full-
time (2080 hours per year). All values are per adult in a family unless otherwise noted. The state minimum wage is the same for all individuals, 
regardless of how many dependents they may have. The poverty rate is typically quoted as gross annual income. We have converted it to an hourly 
wage for the sake of comparison.  
For further detail, please reference the technical documentation here.  

Hourly Wages 1 Adult 1 Adult 
1 Child 

1 Adult 
2 Children 

1 Adult 
3 Children 

2 Adults 
(One Working) 

2 Adults 
(One Working) 

1 Child 

2 Adults 
(One Working) 

2 Children 

2 Adults 
(One Working) 

3 Children 
2 Adults 2 Adults 

1 Child 
2 Adults 

2 Children 
2 Adults 

3 Children 

Living 
Wage $10.29  $22.68  $26.84  $34.61  $16.89  $20.71  $23.30  $27.13  $8.44  $12.47  $14.77  $17.71  

Poverty 
Wage $5.00  $7.00  $9.00  $11.00  $7.00  $9.00  $11.00  $13.00  $3.00  $4.00  $5.00  $6.00  

Minimum 
Wage $9.32  $9.32  $9.32  $9.32  $9.32  $9.32  $9.32  $9.32  $9.32  $9.32  $9.32  $9.32  
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Typical Expenses 
These figures show the individual expenses that went into the living wage estimate. Their values vary by family size, composition, and the current 
location.  

Annual Expenses 1 Adult 1 Adult 
1 Child 

1 Adult 
2 Children 

1 Adult 
3 Children 

2 Adults 
(One Working) 

2 Adults 
(One Working) 

1 Child 

2 Adults 
(One Working) 

2 Children 

2 Adults 
(One Working) 

3 Children 
2 Adults 2 Adults 

1 Child 
2 Adults 

2 Children 
2 Adults 

3 Children 

Food $3,607  $5,319  $8,002  $10,607  $6,612  $8,234  $10,627  $12,932  $6,612  $8,234  $10,627  $12,932  
Child Care $0  $7,875  $11,659  $15,443  $0  $0  $0  $0  $0  $7,875  $11,659  $15,443  
Medical $1,679  $5,761  $5,550  $5,614  $4,326  $5,550  $5,614  $5,581  $4,326  $5,550  $5,614  $5,581  
Housing $7,560  $11,988  $11,988  $17,664  $9,204  $11,988  $11,988  $17,664  $9,204  $11,988  $11,988  $17,664  
Transportation $4,054  $7,382  $8,509  $9,970  $7,382  $8,509  $9,970  $9,525  $7,382  $8,509  $9,970  $9,525  
Other $2,284  $3,971  $4,344  $5,250  $3,971  $4,344  $5,250  $4,905  $3,971  $4,344  $5,250  $4,905  
Required 
annual income 
after taxes 

$19,184  $42,297  $50,051  $64,549  $31,496  $38,624  $43,449  $50,608  $31,496  $46,499  $55,108  $66,051  

Annual taxes $2,210  $4,873  $5,766  $7,436  $3,628  $4,449  $5,005  $5,830  $3,628  $5,357  $6,348  $7,609  
Required 
annual income 
before taxes 

$21,393  $47,169  $55,817  $71,985  $35,124  $43,073  $48,454  $56,438  $35,124  $51,855  $61,456  $73,660  

Typical Annual Salaries 
These are the typical annual salaries for various professions in this location.  

Occupational Area Typical Annual Salary 
Management  $103,870  
Business & Financial Operations  $68,040  
Computer & Mathematical  $99,410  
Architecture & Engineering  $85,240  
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Occupational Area Typical Annual Salary 

Life, Physical, & Social Science  $63,320  
Community & Social Service  $42,660  
Legal  $75,440  
Education, Training, & Library  $47,270  
Arts, Design, Entertainment, Sports, & Media  $45,560  
Healthcare Practitioners & Technical  $72,920  
Healthcare Support  $31,940  
Protective Service  $46,060  
Food Preparation & Serving Related  $22,410  
Building & Grounds Cleaning & Maintenance  $27,060  
Personal Care & Service  $23,900  
Sales & Related  $29,100  
Office & Administrative Support  $36,200  
Farming, Fishing, & Forestry  $26,200  
Construction & Extraction  $51,270  
Installation, Maintenance, & Repair  $48,300  
Production  $36,730  
Transportation & Material Moving  $33,490  

 
© 2015 Dr. Amy K. Glasmeier and the Massachusetts Institute of Technology  
James H. Williams, PhD, MSW  
2501 N. Starr St.  
Tacoma, WA 98403  
(912) 604- 4356  
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June 23, 2015 

To the Members of the Tacoma Minimum Wage Task Force: 
 
Attached is a press release that the Northwest Grocery Association (NWGA) has sent to the Tacoma City 
Council and released to the media.  I hope that the enclosed poll results will be received as a valuable tool 
in your work to determine the components of a minimum wage proposal to be sent to Tacoma voters. 
 
As the representative of 15 grocery stores in your city providing jobs for over 1500 employees, NWGA 
hopes to provide you with a valuable perspective in positive ways to reach your goal of raising the 
minimum wage without hurting small and low margin businesses such as the grocery industry.  In our 
view, the common challenges before us are as follows: 
 

• How to improve the wages of employees of businesses that come to market with a low wage / no 
benefit strategy 

• How to reward employers who already pay above the minimum wage and provide employer paid 
benefits such as  health insurance and paid time off 

• How to mitigate cuts in benefits and flexibility as a means to meeting a higher mandated wage 
• Finding an appropriate minimum wage level within the boundaries of Tacoma's economic 

framework 
 
I believe you will find that the public supports our common goals as stated above and the poll provides a 
great framework in which to build a proposal that we all can implement. 
 
Thank you for your consideration of this material and you find our representative Holly Chisa 
(hollychisa@hpcadvocacy.com ) ready to assist you. 
 
Joe Gilliam 
President 
NW Grocery Association 
8565 SW Salish Lane, #100 
Wilsonville OR 97070 
503.685.6293 
503.685.6295 fax 
www.nwgrocery.org 
 

(Attachment 3) 
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June 24, 2015 

Minimum Task Force Members, 
  
I feel there should be an “entry level” minimum wage. We have employed high school and college 
students in the summer for almost 40 years. They bring enthusiasm but very little experience or work 
ethic. We try to instill some of those qualities in them so they can be more prepared for the working 
world. As with all businesses the value of your product or service is what is perceived by the consumer.  
  
Since I am a “consumer” of their labor in my pragmatic business perception of their entry level positon is 
they are of  little value to my company. If the cost of their labor is increased I will no longer bother to 
employ them. That means the normal $9.47 they would have gotten becomes $0.   
  
The second point I would like to make is that according to several sources the cost of living in Seattle is 
much higher than Tacoma. I will go on the low end of around 20% - 25% higher than in Tacoma. I would 
not mind Tacoma parallel Seattle’s minimum wage but with the cost of living difference taken into 
account. 
  
Jim Rich, CML, EL06 
Guardian Security 
5424 S Tacoma Way 
Tacoma WA  98409 
1-253-474-5855 
1-800-474-5855 
 

 

June 25, 2015 

I would like everyone to stop and think about what a big wage increase will do to us Seniors. We are on a 
fixed income and will not receive raises on our income. If this raise goes through it will our ability to do 
community service because our cost of living will take the cash we now spend to do the extra we now do. 
Everyone needs to understand employees earn more by being an asset to their employers not expect top 
dollar just to show up.  
 
If you have been watching KIRO News about what the Seattle increase has caused for employers that are 
now having employees asking for less hours so they can still receive subsidized housing, food stamps, 
health care, etc. 
 
I expect you all to look at the cost to all residents of Tacoma while making this very serious decision.  
 
Donna M. Buck 
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June 25, 2015 

 

South Tacoma Business District Association 
Brenda Valentine President 

PO Box 9445 - Tacoma WA 98490-0445 
Phone: 253-475-5676 

 
 
City of Tacoma  
Minimum Wage Task Force 
 
 
Dear Esteemed Committee Members,  
 
The Executive Board of the South Tacoma Business District Association has met and discussed the 
possible impact of the $15Now on member businesses. After much deliberation, we have decided that 
although not ideal, we would recommend the following alternative to the $15Now proposition as it is 
currently written:  
 

• Increase the minimum wage to $12 per hour, phased in over 2 years (this is a 25% increase from 
the current minimum wage)  

• Small businesses with less than 100 employees would be allowed the full two years to phase in 
the increase.  

• Restaurants whose employees receive tips would be “exempt”  
• Calculating medical/health benefits as well as paid sick days, vacation days and retirement 

programs into the equation 
• Exempting first-time hires, trainees and interns, youth and chronically unemployed people – the 

state minimum wage should apply to these types of employees 
• Remove collective bargaining units from the minimum wage ordinance 
• Exempt businesses that do not sell their products in Tacoma but export them out of the city 

 
We thank you for your time and consideration. We realize the commitment you made to take on this 
project was substantial and we applaud your efforts. Please let us know if we can be of any assistance.  
 
 
Brenda Valentine, President 
South Tacoma Business District Association 
253-272-3553 (Direct Line) 
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Tacoma Minimum Wage Task Force Public Comment Report 
(Period from June 19, 2015 – June 25, 2015) 

 
June 25, 2015 

 
Members of the Tacoma Minimum Wage Task Force, 
 
As a final note, I wanted to pass on a summary of a recent study that I came across this week.  
 
In November, economists Jeffrey Clemens and Michael Wither of the University of California-San Diego 
released a study which took a new approach to examining the effect of the minimum wage on 
employment.  
 
They used data sources that allowed them to track the earnings of individual low-skilled workers prior to 
and through the increase in the federal minimum wage from $5.15 to $7.25 between 2007 and 2009. 
Studies typically only examine industries or demographic groups that tend to have a higher concentration 
of low-skilled workers, rather than analyzing specific individuals.   
 
As the authors explain,  
 

Past work focuses primarily on the minimum wage’s effects on particular demographic groups, 
such as teenagers, and/or specific industries, like food service and retail. While minimum and 
sub-minimum wage workers are disproportionately represented among these groups, both are 
selected snapshots of the relevant population. Furthermore, it is primarily low skilled adults, 
rather than teenage dependents, who are the intended beneficiaries of anti-poverty efforts. 
Assessing the minimum wage from an anti-poverty perspective thus requires characterizing its 
effects on the broader population of low-skilled workers, which we are able to do. 

 
Among their many findings, Clemans and Wither conclude: 
 

·         “Increases in the minimum wage significantly reduced the employment of low-skilled workers. 
By the second year following the $7.25 minimum’s implementation, we estimate that targeted 
workers’ employment rates had fallen by 6 percentage points (8 percent).”  

·         “In addition to reducing employment, we find that binding minimum wage increases increased the 
likelihood that targeted individuals work without pay (by 2 percentage points or 12 percent). This 
novel effect is concentrated among individuals with at least some college education. We take this 
as suggestive that such workers’ entry level jobs are relatively readily posted as [unpaid] 
internships. For low-skilled, low-education workers, the entire change in the probability of having 
no earnings comes through unemployment.” 

·         “We estimate that binding minimum wage increases reduced the average monthly income of low-
skilled workers by $97 in the short-run and $153 in the medium-run.” 

·         “The effect of binding minimum wage increases on the incidence of poverty was statistically 
indistinguishable from 0.” 

·         “Binding minimum wage increases reduced the medium-run class mobility of low-skilled 
workers. Such workers became significantly less likely to rise to the lower middle class earnings 
threshold of $1500 per month. The reduction was particularly large for low-skilled workers with 
relatively little education… It appears that binding minimum wage increases blunted these 
workers’ prospects for medium-run economic mobility by reducing their short-run access to 
opportunities for accumulating experience and developing skills. This period’s minimum wage 
increases may thus have made the first rung on the earnings ladder more difficult for low-skilled 
workers to reach.” 
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Tacoma Minimum Wage Task Force Public Comment Report 
(Period from June 19, 2015 – June 25, 2015) 

 
·         “Our best estimate is that this period’s minimum wage increases resulted in a 0.7 percentage point 

decline in the national employment-to-population ratio for adults aged 16 to 64. This accounts for 
14 percent of the total decline in the employment-to population ratio over this time period.” 

 
I have attached copies of the previous briefings for your reference.  
 
Please feel free to contact me with any thoughts or questions you may have.  
 
Best,  
 
Maxford Nelsen 
Labor Policy Analyst | Freedom Foundation 
MNelsen@myFreedomFoundation.com 
360.956.3482 | PO Box 552 Olympia, WA 98507 

 
(Attachment 4) 
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How Effective Is the Minimum Wage

Attachment 1
at Supporting the Poor?
Thomas MaCurdy
Stanford University
This study investigates the antipoverty efficacy of minimum wage pol-
icies. Proponents of these policies contend that employment impacts

I. I
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© 2015
are negligible and suggest that consumers pay for higher labor costs
through imperceptible increases in goods prices. Adopting this empir-
ical scenario, the analysis demonstrates that an increase in the national
minimum wage produces a value-added tax effect on consumer prices
that is more regressive than a typical state sales tax and allocates ben-
efits as higher earnings nearly evenly across the income distribution.
These income-transfer outcomes sharply contradict portraying an in-
crease in the minimum wage as an antipoverty initiative.
ntroduction
The widespread popularity of raising the minimum wage draws heavily
on its appeal as an antipoverty policy, which relies on two beliefs: first,
raising theminimumwagewill increase the incomes of poor families, and
second, the minimum wage imposes little or no public or social costs.
Indeed, in 2006 a group of more than 650 economists signed a widely
distributed statement issued by the Economic Policy Institute express-
ing these sentiments in support of legislation calling for a 40 percent
increase in the federal minimum wage. This support along with broad
ects of the arguments and approach in this study have appeared in several non-peer-
ed reports and working papers written by me ðand different coauthorsÞ since the late
. These reports/papers greatly benefited from discussion, comments, and expert re-
h assistance from Frank McIntyre, Peggy O’Brien-Strain, and Selen Opcin. For this
ted paper and newly produced empirical results, I gratefully acknowledgemany useful
ibutions from Kevin Mumford.

l of Political Economy, 2015, vol. 123, no. 2]
by The University of Chicago. All rights reserved. 0022-3808/2015/12302-0006$10.00
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acceptance of these beliefs encouraged policy makers in Washington,
DC, to raise the minimum wage from $5.15 in 2007 to $7.25 in 2009.
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The policy debate over the minimumwage principally revolves around
its effectiveness as an antipoverty program. A popular image used by both
sides of the debate consists of families with breadwinners who earn low
wages to support their children. Policies that raise the wages of these
workers increase their earnings and contribute to their escaping poverty.
As a counterbalance to this impact, opponents of the minimum wage ar-
gue that wage regulation causes some low-wage workers to lose their jobs
and they will suffer income drops. The issue, then, becomes a trade-off:
some low-income breadwinners will gain and others will lose. Promoters
of the minimum wage retort that employment losses are quite small, and
consequently, the workers who gain far exceed those who lose.
In addition to potential adverse employment effects, opponents of

minimum wages further counter the belief that the minimum wage as-
sists poor families by documenting thatmanyminimumwage workers are
not breadwinners of low-income families. They are, instead, often teen-
agers, single heads of household with no children, or not even members
of low-income families. Promoters of theminimumwage admit that some
of these groups may also benefit from the wage increase, but since few
workers lose jobs, they contend that the minimum wage still benefits low-
income families with children.
The notion that the minimum wage can be increased with little or

no economic cost underlies many advocates’ assessments of the effec-
tiveness of the minimum wage in its antipoverty role. Most economists
agree that imposing wage controls on labor will not raise total income
in an economy; indeed, elementary economics dictates that such market
distortions lead to reduced total income, implying fewer overall benefits
than costs. If, however, one presumes that employment losses do not oc-
cur and total income does not fall, then the minimum wage debate be-
comes a disagreement over how it redistributes income. The efficacy of
a minimum wage hike as an antipoverty program depends on who ben-
efits from the increase in earnings and who pays for these higher earn-
ings. Whereas a number of studies have documented who benefits, who
pays is earnings far less obvious. But someone must pay for the higher
earnings received by the low-wage workers.
At the most simplistic level, the employer pays for the increase. How-

ever, businesses do not actually pay, for they are merely conduits for
transactions among individuals. Businesses have three possible responses
to the higher labor costs imposed by the minimum wage. First, they can
reduce employment or adjust other aspects of the employment rela-
tionship ðe.g., fewer fringe benefits or training opportunitiesÞ, in which
case some low-wage workers pay themselves through loss of their jobs
or by receiving fewer nonsalary benefits; second, firms can lose profits, in
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which case owners pay; and, third, employers can increase prices, wherein
consumers pay.
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Of these three sources, entertaining that low-wage workers bear any
cost of the minimum wage has been largely dismissed by proponents in
recent years on the basis of several ðalbeit much disputedÞ studies that
found little or no job loss following historical increases in federal and
state minimum wages. While the extra resources needed to cover higher
labor costs could theoretically come out of profits, several factors sug-
gest that this source is the least likely to bear costs. Capital and entre-
preneurship are highly mobile and will eventually leave any industry that
does not yield a return comparable to that earned elsewhere. This means
that capital and entrepreneurship, and hence profits, will not bear any
significant portion of a “tax” imposed on a particular factor of produc-
tion. Stated differently, employers in low-wage industries are typically in
highly competitive industries such as restaurants and retail stores, and
the only option for these low–profit margin industries becomes lowering
exposure to low-wage labor or raising prices. With jobs presumed to be
unaffected, this leaves higher prices as the most likely candidate for cov-
ering minimum wage costs. In fact, supporters of minimum and living
wage initiatives often admit that slight price increases pay for higher la-
bor costs following minimum wage hikes.
To evaluate, then, the redistributive effects of the minimum wage

adopting the view implicitly held by its advocates, this study examines
the antipoverty effectiveness of this policy presuming that firms raise
prices to cover the full amount of their higher labor costs induced by
the rise in wages. In particular, the analysis simulates the economy tak-
ing into account both who benefits and who pays for a minimum wage
increase assuming that its costs are all passed on solely in the form of
higher consumer prices. The families bearing the costs of these higher
prices are those consumers who purchase the goods and services pro-
duced with minimum wage labor. In actuality, most economists expect
that some of these consumers would respond to the higher prices by
purchasing less, but such behaviors directly contradict the assertion of
no employment effects since lower purchases mean that fewer workers
would be needed to satisfy demand. Consequently, to keep faith with the
view held by proponents, the simulations carried out in this study as-
sume that consumers do not alter their purchases of the products and
services produced by low-wage labor and they bear the full cost of the
minimum wage rise. This approach, then, maintains the assumption of
a steady level of employment, the “best-case” scenario asserted by mini-
mum wage proponents. Although highly stylized and probably unreal-
istic, the following analysis demonstrates that the minimum wage can
have unintended and unattractive distributional effects, even in the ab-
sence of the employment losses predicted by economic theory.
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To evaluate the distributional impacts of an increase in the minimum
wage, this study investigates the circumstances applicable in the 1990s
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when the federal minimum wage increased from $4.25 in 1996 to $5.15
in 1997.1 To identify families supported by low-wage workers and to mea-
sure the effects on their earnings and income, this analysis uses data
from waves 1–3 of the 1996 Survey of Income and Program Participation
ðSIPPÞ. To translate the higher earnings paid to low-wage workers into
the costs of the goods and services produced by them, this study relies on
national input-output tables constructed by the Minnesota Impact Anal-
ysis for Planning ðIMPLANÞ Group, matched to a time period compara-
ble with SIPP’s. To ascertain which families purchase the goods and ser-
vices produced by low-wage workers and how much more they pay when
prices rise topay forminimumwage increases, this studyusesdata fromthe
Consumer Expenditure Survey ðCESÞ, again matched to the same time
period as SIPP’s. The contribution of this study is not to estimate the dis-
tribution of benefits of the minimum wage, nor is it to estimate the effect
on prices; both of these impacts have already been examined in the liter-
ature. Instead, the goal of this paper is to put the benefit and cost sides
together to infer the net distributional impacts of the minimum wage on
different categories of families and to translate this impact into a format
readily accessible to economists and policy makers.
To provide an economic setting for evaluating the distributional mea-

sures presented here, this study develops a general equilibrium ðGEÞ
framework incorporating minimum wages. This model consists of a two-
sector economy with the two goods produced by three factors of pro-
duction: low-wage labor, high-wage labor, and capital. A particular spec-
ification of this GE model justifies the computations performed in the
analysis, and entertaining alterations in its behavioral elements permits
an assessment of how results might change with alternative economic as-
sumptions. The model proposed here goes well beyond what is currently
available in the literature, which essentially relies on a Heckscher-Ohlin
approach with fixed endowments ðsuppliesÞ of labor and capital inputs.
In contrast, the GE model formulated in this study admits flexible elas-
ticities for both input supplies and consumer demand, as well as a wide
range of other economic factors.
Seven sections make up the remainder of this paper. Section II reviews

the economics literature on the responses available to employers to pay
for the higher labor costs imposed by the minimum wage, and it relates
these survey findings to the simulation method used in this paper. Sec-
tion III overviews the methodology and data used to carry out the sim-
ulations of minimum wage impacts. Section IV characterizes who ben-

1 This increase was done in two steps: an increase from $4.25 to $4.75 on October 1,
1996, and then to $5.15 on September 1, 1997. Adjusting for inflation, the $5.15 minimum

wage in 1997 was worth about $7.00 in 2010.
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efits from an increase in the national minimum wage, and Section V
describes who pays for this increase. Section VI calculates the net dis-
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tributional effects of a rise in the minimum wage. Section VII discusses
limitations of the analytical approach used here within a coherent GE
model of the distributional impacts of the minimum wage. Finally, Sec-
tion VIII summarizes the findings.

II. Paying for the Minimum Wage
This section reviews the economics literature on how employers respond
to the higher labor costs imposed by the minimum wage and relates the
findings from this literature to the simulation method used in this paper.
The distributional effects of a minimum wage increase depend in part
on who pays the costs of the policy change. The literature has focused on
three possible responses ðnot mutually exclusiveÞ: first, employers could
respond by reducing the hours of work or the number of employees
ðworkers payÞ; second, firms could increase prices ðconsumers payÞ; and/
or third, businesses could not respond at all, which would leave them
with lower profits ðowners payÞ. The first three subsections below discuss
the economic reasoning and evidence for each of these responses, and
the last subsection specifies the assumptions maintained in the follow-
ing simulation analysis.

A. Reducing Employment
Economics research on the minimum wage has predominantly focused
on the issue of employment losses. This focus draws on a fundamental
tenet of economic theory: all else being equal, agents purchase less of a
good as its price rises. According to this theory, not only will employers
reduce their employment to mitigate costs associated with a minimum
wage hike, they will also tend to reduce output and/or increase the utili-
zation of other factors of production. For each potential employee, the
firm decides whether having additional hours will increase the firm’s
revenue sufficiently to justify that worker’s wage. For some firms, the
extra revenue generated by the least productive workers becomes in-
sufficient to justify their wages, so employment falls. In this scenario,
low-wage workers bear part of the cost of an increase in the minimum
wage through reduction in employment and hours of work ðalso possibly
through reductions in forms of compensation other than earningsÞ.2 The

2 In addition to reducing fringe benefits and training, minimum wage employers can
also presumably demand greater effort ði.e., higher productivityÞ from the minimum wage

workers who remain employed. Given the limited fringe benefits and training in these jobs,
increased effort may well present a more important margin of adjustment. Moreover,
higher wages may lower employment costs through reduced turnover. However, as in the
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vast majority of the debate over the minimum wage revolves aroundmea-
suring the rate at which a rise in the minimum wage affects employment.
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Prior to the 1990s, economists widely held the view thatminimumwage
increases primarily adversely affect the employment of young workers
under age 25. In their survey of 25 time-series studies of youth employ-
ment published between 1970 and 1981, Brown, Gilroy, and Kohen
ð1982Þ conclude that a 10 percent increase in the minimum wage can be
expected to reduce teenage employment by 1–3 percent according to
existing empirical evidence; in their review of a smaller number of cross-
section studies, the estimated decrease in teenage employment ranged
from zero to over 3 percent for a 10 percent increase in the minimum
wage. The accumulated research of this era generally maintains that
young adults beyond the teenage years experience notably smaller neg-
ative employment impacts than their teenage counterparts.
Research in the 1990s onward challenged this conventional wisdom

through a series of studies that exploited variation in state-specific min-
imum wages above the federal level as a primary source of data to mea-
sure the impacts of theminimumwage. This literature, comprising more
than 100 papers written over the past two decades, has become known
as the “new minimum wage research.” The most influential work in this
literature finds no negative employment effects, and some studies even
suggest that employment increases in reaction to minimum wage hikes.
Card and Krueger’s 1995 book Myth and Measurement compiles some of
the most prominent work in this area. Card and Krueger ð1994Þ examine
fast-food employment in New Jersey and Pennsylvania before and after
the 1992 increase in New Jersey’s minimum wage. With point estimates
suggesting a positive employment effect, Card and Krueger conclude,
“we believe that, on average, the employment effects of a minimum-wage
increase are close to zero” ð383Þ. Other studies discussed inMyth andMea-
surement, including Card ð1992a, 1992bÞ and Katz and Krueger ð1992Þ,
further support this conclusion. More recent studies by Card and Krue-
ger ð2000Þ, Zavodny ð2000Þ, Dube,Naidu, andReich ð2007Þ, Dube, Lester,
and Reich ð2010Þ, and Allegretto, Dube, and Reich ð2011Þ produce sim-
ilar findings. As economic rationales for explaining their empirical find-
ings, this line of research predominantly cites two characterizations of
labor markets: a monopsonistic labor market of the sort discussed by
Stigler ð1946Þ and bilateral search models with heterogeneous workers
of the sort proposed in Lang and Kahn ð1998Þ.
This challenge of the conventional wisdom about minimum wage im-

pacts has not gone unanswered in the literature. Several studies directly

case of greater effort, optimal selection of such counterbalancing factors is already avail-

able to employers through voluntarily raising wages, and thus, mandated minimum wages
can be expected to raise unit labor costs overall, which must be paid for by some sourceðsÞ.
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critique the approaches used to derive the “new” conclusions ðe.g., Deere,
Murphy, and Welch 1995; Kim and Taylor 1995; Welch 1995; Burkhauser,
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Couch, andWittenburg 2000; Neumark andWascher 2000Þ. Others stud-
ies confirm the consensus view of the 1980s and find negative employ-
ment effects primarily concentrated among younger workers ðe.g., Cur-
rie and Fallick 1996; Neumark 2001; Williams and Mills 2001; Neumark
and Wascher 2002; Neumark, Schweitzer, and Wascher 2004Þ.3 Further,
the surveys of Brown ð1999Þ and Neumark and Wascher ð2007Þ point
out that much of the empirical work in the “new” research actually esti-
mates small and negative employment responses to increases in mini-
mum wages.
Nevertheless, the widely held view today in the economics profession

maintains that relatively modest increases in the minimum wage exert
negligible impacts on employment. In particular, according to a survey
of senior faculty from the top research universities in the United States
conducted by the Initiative on Global Markets, only 40 percent ðconfi-
dence weightedÞ believe that raising the federal minimum wage would
make it noticeably harder for low-skilled workers to find employment.4

Advocates of the minimumwage often cite such consensus when arguing
that impacts on employment can be ignored.

B. Raising Prices
A cost of the minimum wage commonly acknowledged by its advocates
concerns its impacts on prices. The labor demand curve, which leads to
the basic conclusions about employment effects, assumes that product
prices are held constant. This is a reasonable assumption for firms that
compete with other firms that are not affected by the minimum wage in-
crease, such as overseas or high-tech firms that employ higher-wage work-
ers. However, many of the industries that employ minimum wage work-
ers do not compete in such markets. These include the types of service
industries that make up the largest share of low-wage employers: eating
and drinking establishments and retail trade. For these industries, an in-
crease in the minimum wage principally represents an industrywide in-
crease in costs. Therefore, prices for low-wage goods will rise. ðOutput
could also fall, depending on the price sensitivity of consumers, but this
reaction is often presumed not to occur to avoid the implications for re-

3 The book entitled Minimum Wages published in 2010 by Neumark and Wascher sum-

marizes the findings of these studies and many others.

4 More precisely, 40 percent agree that raising the minimum wage would adversely affect
the employment of low-wage workers, 38 percent disagreed, and 22 percent are uncertain.
Only 16 percent do not favor indexing the minimum wage to inflation as a desirable an-
tipoverty policy ðsee http://www.igmchicago.org/igm-economic-experts-panel/poll-results
?SurveyID5SV_br0IEq5a9E77NMVÞ.
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duction in employment.Þ In this price increase scenario, some of the bur-
den of the minimum wage increase falls on the consumers of low-wage
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products.
Although rigorous research on the subject is somewhat limited, a body

of work has developed examining the impact of a minimum wage on
prices. The basic theoretical predictions were first noted by Stigler ð1946Þ
and have been further described by Hamermesh ð1993Þ and Aaronson
and French ð2007Þ. Lemos ð2008Þ surveys the empirical literature in this
area and presents evidence supporting the claim that prices rise as a
result of minimum wage increases. Synthesizing the findings of nearly
30 studies, this survey assesses estimated price elasticities in response to
minimum wage increases equal up to 0.4 for food prices and up to 0.04
for overall prices.
One set of studies directly estimates price impacts ðe.g., Card and

Krueger 1995; Aaronson 2001; Lemos 2006; MacDonald and Aaronson
2006; Aaronson, French, and MacDonald 2008Þ. Aaronson ð2001Þ, for
example, explores the effects of increasing the minimum wage on restau-
rant prices using a competitive market model. From several data sources
on restaurant prices in the United States and Canada, Aaronson’s results
show that a 1 percent increase in theminimumwage leads to a statistically
significant increase of approximately 0.07 percent in restaurant prices
in both countries. Moreover, he finds that these price adjustments are
short-run phenomena concentrated in the quarters before and after the
enactment of the minimum wage increase. Card and Krueger ð1995, 54Þ
conclude that “prices rose 4% faster as a result of the minimum-wage
increase” based on a comparison of price growth in New Jersey and Penn-
sylvania after a minimum wage increase in New Jersey, although the im-
pacts on prices are imprecisely estimated in their cross-state compar-
isons. Still, Card and Krueger surmise that two different sources of data
ðcity-specific consumer price indexes and observations on hamburger
prices collected by the American Chamber of Commerce Research As-
sociationÞ indicate the same pattern of faster price increases in areas
more affected by minimum wage increases. In fact, they find that the re-
lationship between higher wages and these higher prices approximates
the labor share of product costs, a result consistent with the theory that
the majority of the costs are being passed on in higher prices.
Another set of studies indirectly estimate price impacts of minimum

wages using input-output models to trace wage increases on the inter-
industry flow of goods and services to simulate impacts on employment,
output, and prices in the aggregate economy and various market sec-
tors. Assuming a full pass-through effect, no substitution effects, no em-
ployment effects, and no spillover effects, Wolf and Nadiri ð1981Þ used
an input-output model and data from the Current Population Survey to
estimate the price effects attributable to the 1963, 1972, and 1979 min-
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imum wage increases. They estimate that a 10–25 percent minimum
wage increase raises prices by 0.3–0.4 percent. Under similar assump-
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tions, Lee and O’Roark ð1999Þ use an input-output model to estimate
price effects in the food and food service industries. They calculate that
a 50-cent minimum wage increase would raise consumer prices of food
and kindred products by approximately 0.3 percent. Moreover, the same
increase would raise prices by 0.9 percent in eating and drinking estab-
lishments, an industry with a higher concentration of minimum wage
workers and a larger share of labor costs. They also consider the poten-
tial impacts of wage spillovers that refer to increases in wages that occur
for those earning slightly more than the minimum wage. This spillover
leads to consumer prices increasing slightly more, but never by more
than 1.5 percent in eating and drinking establishments and by 0.4 per-
cent in food and kindred products.
Not all empirical studies find evidence of rising prices in response to a

minimum wage increase. Katz and Krueger ð1992Þ, Machin, Manning,
and Rahman ð2003Þ, and Draca, Machin, and Van Reenen ð2011Þ do not
obtain statistically significant impacts. But this evidence is not compel-
ling since the predicted impacts of minimum wages on prices are small
and price data are highly variable and influenced by many factors.
While the precise magnitude of the responsiveness of prices to mini-

mum wage hikes is not firmly established, the direction of the price re-
sponse seems clear. Most economists and policy makers accept the view
that higher minimum wages translate into higher prices for the goods
and services produced either directly or intermediately by low-wage
workers affected by these policies. At least some of the burden of the in-
creased wage bills faced by low-wage firms is passed on to the consumer
through higher prices.

C. Reducing Profits
Since the minimum wage forces employers to pay higher wages, many
policy makers and voters presume that minimum wages will be paid out
of employer profits. However, a variety of reasons lead one to suspect that
profits will not be a significant source for paying the costs of minimum
wages. Most economic theory does not suggest that profits are a likely
source of covering costs. Rebitzer andTaylor ð1995Þ, for example, show in
a simple employment matchingmodel with a large number of employers
that the introduction of a minimum wage does not reduce profits for
employers. Also, Card and Krueger ð1995Þ demonstrate that the intro-
duction of a minimum wage in an efficiency wagemodel does not reduce
profits for employers.
From a less formal perspective, low-wage employers are less likely than

other employers to have large profits. The firms that typically employ
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low-wage workers are in highly competitive industries. Internal Revenue
Service data from corporate income tax returns for major industries that
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employ low-wage workers ðe.g., food stores, eating and drinking estab-
lishments, retail trade and department storesÞ show that most of these
industries have lower net incomes than the average across all industries.
Low-wage workers are also more likely to work for small employers ðe.g.,
see Card and Krueger 1995Þ. Small employers face greater competition
in both the labor market and the product market, meaning that they are
unable to command monopoly power in the hiring of workers or in the
setting of product prices and therefore have lower profits.
Moreover, even among the most profitable firms, capital is likely to

bear little, if any, of the costs of a wage increase. This is especially true
for large, publicly traded firms. It is a general result in public finance that
taxes are borne by those who are least able to adjust. Capital stockmarkets
are extremely efficient, and the supply of capital is very price sensitive,
meaning that a small decrease in returns to capital will cause investors to
move their money into a firm with better returns. Firms therefore can-
not reduce the returns on their stock and still expect investment.
Unfortunately, little empirical research exists on this subject. Card

and Krueger ð1995Þ use an event study of stock prices of firms that em-
ploy many low-wage workers such as McDonald’s and Wal-Mart. How-
ever, stock prices follow investors’ expectations about future profitability,
so the connection between stock prices and the minimum wage is ten-
uous at best. Card and Krueger find little systematic relationship be-
tween excess returns and news aboutminimumwage changes. Using data
from the United Kingdom, Draca et al. ð2011Þ find some evidence sug-
gesting that the minimum wage reduces firm profits in the very short
run, but the long-run impacts are left unanswered.
In the case of small business employers, responses in entrepreneurial

resources and capital investments to increases in factor prices are likely
to occur over longer periods but would nonetheless mostly neutralize
impacts on profits. While entrepreneurs may not be able to shift rapidly
from an industry because of their specific skills and fixed costs, those on
the margin will do so over time. The opportunity cost of small business
entrepreneurs is to become highly paid employees. A reduction in their
“profits” ði.e., their earningsÞ will induce the least profitable of them
to move to their next-best alternatives through the closure of establish-
ments. Consequently, just like capital, entrepreneurial resources will
shift out of those industries with increased factor costs until equalization
of returns is reestablished across industries.
Thus, despite the popular belief that firms pay for minimum wage in-

creases through lower profits, there is little empirical evidence to date
supporting this hypothesis, and basic economics suggests compelling
reasons this would be a minor factor. In fact, the discussion of the GE
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model later in this paper outlines why economic theory could predict
that returns to capital ðand, thus, profitsÞ can be expected to rise in re-
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sponse to an increase in the minimum wage when employment losses
are assumed not to occur for the labor receiving this wage.

D. Assumptions on Paying for Minimum Wages in Assessing

Distributional Consequences
To depict the circumstances deemed most likely to apply by minimum
wage advocates, the analysis below assumes that no employment or profit
losses occur as a result of minimum wage increases. Although many econ-
omists remain convinced that increases in the minimum wage will de-
crease employment, the recent literature on this subject has convinced
most policy makers that such employment effects are very minimal. While
many in the public policy community intimate that minimum wage in-
creases are paid out of firm profits, no reliable evidence supports this
position and few minimum wage advocates in the United States cite this
position.5 This leaves price adjustments as the source for paying for min-
imum wage increases. If all the costs of the minimum wage are passed on
to consumers in the form of higher prices, then price increases should
reflect the wage increase multiplied by labor’s share of the total cost.
In order to have no job or profit loss, consumers must continue to pur-
chase the same amount of low-wage goods at the higher price. Thus, our
simulations make three related assumptions:

• consumers do not reduce consumption as prices rise,
• all increased labor costs are passed on in higher prices, and
• low-wage workers remain employed at the same number of hours
after the minimum wage rises.

Taken together, these three assumptions provide a setting for simulating
the expected effects of minimum wage increases in a relatively straight-

forward manner. One need not believe that all these assumptions hold
in reality, preferring instead to believe that firms pay for minimum wage
hikes through all possible sources. This simulation environment, however,
depicts a world with no job loss, which is the notion popularly maintained
by proponents of the minimum wage. The simulation findings provide a
basis for understanding the effectiveness of the minimum wage in redis-
tributing resources across the household income distribution.

5 If minimum wages do reduce profits, then their effects on the income distribution may
be more progressive than measured in this study, since stockholders tend to be more

wealthy Americans. However, how much more progressive is unclear since many Amer-
icans, even ones who are not particularly wealthy, own stock through private and public
retirement portfolios.
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III. Overview of Methodology and Data
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Although the above discussion primarily focuses on payment sources for
costs, one must also consider the benefit side of the picture to under-
stand the distributional effects of a minimum wage. The two sides of the
simulation analysis—benefits and costs—presented below require differ-
ent data sets. This section presents an overview of these data and the
methodology applied to measure the benefits and costs of an increase in
the minimum wage.

A. Description of Data
To calculate the benefits of a minimum wage increase, the analysis relies
on data from SIPP, a nationally representative survey of households con-
ducted by the US Census Bureau. To depict circumstances relevant to the
1996 increase in the federal minimum wage, the analysis uses data from
waves 1–3 of the 1996 SIPP; the dates covered by these survey waves place
them before the 1996 change in the minimum wage. The SIPP data pro-
vide information on households, families, and individuals over 15 years
of age, includingmonthly data on income and earnings by source, wages,
hours worked, demographic characteristics, family structure, and public-
assistance program participation. These data permit identification of low-
wage workers, their occupations and industries, their family income, and
sufficient information to determine income tax burdens under alterna-
tive income scenarios using the National Bureau of Economic Research
ðNBERÞ income tax simulator ðTAXSIMÞ program. The following analy-
sis uses SIPP to simulate both the before- and after-tax effects of a mini-
mum wage increase on the earnings and incomes of families with various
characteristics.
To translate the effects of price increases induced by a minimum wage

on families’ costs of consumption, the analysis relies on data from theCES
matched to the same time period as SIPP. The CES is a nationally repre-
sentative survey of households conducted by the US Bureau of Labor
Statistics that includes information on family expenditures on a compre-
hensive and detailed array of goods and services. It also incorporates a
number of income measures and demographic characteristics. Although
the income and demographic measures in the CES are not as detailed as
those in SIPP, both data sets identify comparable categories of families
characterized by their position in the income distribution, poverty level,
welfare status, and family structure.
To trace the higher earnings of workers affected by theminimumwage

to the prices of the products produced by these workers, the analysis uses
national input-output data constructed by the IMPLAN Group. These
IMPLAN input-output tables summarize databases on employment, value
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added, output, and product demand for 528 industrial sectors in all states
and counties in the United States.6
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B. Overview of Methodology
Figure 1 illustrates the steps thatmake up themethodology implemented
below to simulate the distributional consequences of increases in the
minimum wage. In the figure, data sets are listed in a bold font, and the
arrows indicate inputs into the next step.
Starting with SIPP data in this figure, the first step calculates the ef-

fect of the 1996 increase in the minimum wage on the earnings of af-
fected workers and on their family income, assuming no change in hours
worked. Section IV.A describes the precise formulation of these calcu-
lations. This information is then used for both the benefit and the cost
sides of the computations.
On the benefit side, these SIPP calculations measure howmuch the in-

come of each individual family in the survey changes as a result of the
wage increase. The second step computes the distribution of these ben-
efits across families categorized by their income quintiles, poverty levels,
extent of dependence on low-wage earnings, welfare recipient status, and
demographic characteristics. To translate benefits into after-tax values, the
third step applies the NBER TAXSIM calculator to each family’s circum-
stances todeterminehowmuchof these additional benefits ði.e., earningsÞ
are reduced through federal, state, and payroll taxes. This produces the
final after-tax benefits for each family. The last step on the benefit side
generates the distribution of after-tax benefits for the same family catego-
rizations used for the before-tax distributions. Section IV presents these
findings.
On the cost side, computations of the minimum wage increase are

far more challenging. Inferring the shares of costs borne by the different
categories of families requires two sets of calculations: ðiÞ measures of
how much prices rise by commodity in response to the minimum wage
increase and ðiiÞ the effects of these price increases on the consumption
costs by family given its expenditure composition across commodities.
Computing measures of price impacts requires two steps after the

first step described above making up the SIPP calculations measuring
howmuch the labor cost of each individual rises as a result of a minimum
wage increase. Using information in SIPP on each low-wage worker’s in-
dustry of employment, the second step computes the amounts that la-
bor costs rise in each industry. In addition to higher wage costs, employers
must also pay higher payroll taxes, primarily in the form of employers’

6 The IMPLAN data come from data collected by the Bureau of Economic Analysis, the
Bureau of Labor Statistics, and the Census Bureau, among other sources.
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contributions to Social Security. Both higher wages and taxes are in
cluded in the increased labor costs computed by industry. Then, the third

FIG. 1.—Data and methodology overview
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step translates these higher employment costs ði.e., direct costsÞ into price
increases for each final consumer good and service using the IMPLAN
input-output tables. This is simply an accounting exercise consistent with
the assumption that firms respond to higher labor costs by increasing
prices. Sections V.A and V.B present details on the calculation of final
price increases.
Computing measures of consumption costs involves two additional

steps building on the second and third steps implemented above in cal-
culating price impacts. The fourth step on the cost side uses data from
the CES to identify the composition and levels of consumption by dif-
ferent family types for each good and service and translates commodity
price increases into consumption cost increases for each family, assum-
ing no change in the family’s quantities consumed. The fifth and last
step categorizes families in the CES by income quintiles, consumption
quintile, poverty status, welfare participation, and other family charac-
teristics and computes the distributions of increased consumption costs
across these categories. Section V.C presents these findings.
Finally, to infer the net effects of an increase in minimum wages, Sec-

tion VI integrates the benefits and cost allocations across and within fam-
ily types to compute the overall distributions for each category of fami-
lies. The analysis also calculates the aggregate benefits and cost transfers
through a minimum wage increase. Increases in the minimum wage are
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known to have spillover effects on raising the wages of workers just above
the minimum wage, which is ignored in this analysis. While the following
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calculations do not measure these effects, computations done in supple-
mental work analogous to those implemented below produce distribu-
tional findings fully compatible with those presented in this paper.

IV. Who Benefits from Increases in the Minimum Wage?
This section first shows how to calculate the additional pretax and posttax
earnings for each family induced by an increase in the minimum wage
and then examines how these additional earnings are distributed across
families by a variety of characteristics with emphasis on particular types
of families that might be considered the most important targets of min-
imum wage policy. Finally, the section reviews previous research done on
the distribution of benefits.

A. Calculating Pretax and After-Tax Benefits of Families

with Low-Wage Workers
Family gross earnings and income are raised by the combined increase
in earnings of all family members; this change in family earnings is the
pretax benefit and is calculated as follows. For each worker in the family
identified as earning an hourly wage below the new legally specified
minimum wage level in 1996, the analysis assumes that his or her hourly
wage rises to the new minimum, that is, from as low as $4.25 ðthe old
minimumÞ to exactly $5.15 ðin 1996 dollarsÞ. The computations use the
new wage rate and annual number of hours worked to calculate the
implied increase in total earnings for each worker during the year as-
suming that there is no change in hours of work. For workers earning
less than the old minimum wage of $4.25, the analysis assumes that they
also receive a $0.90 wage increase, which does not bring them up to the
full $5.15 per hour. The computations assume no spillover benefits for
workers already earning more than the new minimum wage.
For the after-tax benefit, the analysis adjusts the increased income

for federal and state income taxes ðfully incorporating the net effects of
the Earned Income Tax Credit ½EITC�Þ and for payroll taxes using the
NBER TAXSIM program. These calculations account for the dependent
status of young workers as this plays an important role in determining
tax liability.7 These calculations also assume that all married couples are
joint taxpayers. Because of data limitations, all taxpayers are assumed to
7 In 1996, taxpayers could claim a dependent exemption if they had a dependent under
age 18 or had a dependent under age 23 who was a full-time student. The computations
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take the standard deduction rather than itemize their deductions, which
should have little impact on low-income taxpayers.
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B. Distribution of Benefits across Families by Income: Before and After Tax
Using the before- and after-tax benefits calculated for each family in
SIPP, one can compute the shares of benefits received by families sorted
by a variety of characteristics, including income quintiles, income as a
multiple of the poverty level, presence of children, headship and mar-
riage status, wage rate levels, and dependency on public assistance. Ta-
ble 1 presents the distributions of benefits across different partitions of
families.
To highlight the distribution of benefits across family income, panel A

of table 1 segments families into five income quintiles and reports the
average levels and distribution of benefits ði.e., higher earningsÞ across
these quintiles. For each quintile, column 5 shows the share of families
that include one or more minimum wage workers ði.e., those who ben-
efit from the minimum wage increaseÞ. The result is perhaps surpris-
ing for those unfamiliar with similar findings in the literature. The min-
imum wage population is almost equally distributed across the income
distribution. While 22.3 percent of all families have one or more mini-
mum wage workers, only slightly more ð22.6 percentÞ families in the
lowest quintile include low-wage workers and therefore benefit from the
minimum wage increase. This is nearly identical to the 22.7 percent of
families in the highest income quintile that have a worker who benefits
from aminimum wage increase. Thus, approximately one in five families
benefit, regardless of their income.
Themore relevant question of “Where do the dollars go?” is addressed

in columns 2–4 of table 1. If high-income households have low-wage
workers who typically work fewer hours than the low-wage workers at
the bottom of the distribution ðe.g., part-time teenagers as opposed
to family breadwinnersÞ, then one would expect the additional dollars
from the wage increase to flow disproportionately to the poorer families.
Column 2 presents the distribution of additional earnings due to the
minimum wage increase across the five quintiles. If the benefits were
identically distributed across all families, each quintile would receive
about 20 percent of the extra earnings and more than its share of the
additional earnings if it receives more than 20 percent. This is essentially
the story revealed in table 1: benefits are evenly divided across quintiles.

here assume that any child under age 18 who lived at home for some part of the sample
period and earned less than $20,000 ðin 1996 dollarsÞ was claimed as a dependent by the

parentðsÞ. Children under age 23 who reported being enrolled in college were also as-
sumed to be claimed as dependents by the parentðsÞ. The TAXSIM program fully accounts
for these factors in its calculations of income taxes and EITC.
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The 40 percent of families at the bottom of the income distribution
receive only 38.3 percent of the additional earnings from the minimum
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wage. Conversely, the top 40 percent of families receive 40.3 percent of
the extra earnings. The minimum wage increase distributes money to
families at all income levels with little preference given to any group.
Since the US tax system is progressive, the distribution of extra earn-

ings changes when calculating the shares of earnings after taxes, as re-
ported in column 3. The poorest families lose less of their extra earn-
ings to taxes: their share drops only 2.2 points from 19.9 percent to
17.7 percent. Those families in the highest income quintile fare worse:
their share drops 6 percentage points from 18.6 percent to 12.6 percent.
The distributional impact of the tax system is also apparent from com-
paring the average value of after-tax benefits for families that have a
minimum wage worker as reported in column 4 of table 1. Again, low-
income families benefit more than high-income families, though not by
as much as might have been expected. Through taxation, the govern-
ment captures about one-quarter of the total benefits from the mini-
mum wage increase.
These calculations ignore the potential loss of cash and in-kind wel-

fare benefits for families under and near the poverty level whose in-
come rises as a result of the minimum wage. The computation of after-
tax benefits performed in this analysis includes transfers from the EITC
program, but not from such income support programs as Temporary
Assistance to Needy Families ðTANFÞ, Aid to Families with Dependent
Children ðAFDCÞ, and food stamps. Accounting for these welfare trans-
fers would strictly worsen the distributional consequences of the mini-
mum wage conveyed by this study.

C. Benefits to Other Target Families
While ranking families by income does not take into account family size,
poverty levels do. Panel C of table 1 report the shares of minimum wage
benefits going to families with income and sizes measured against multi-
ples of the poverty threshold. As shown in the after-tax shares in table 1,
13.4 percent of benefits go to families below the poverty threshold. How-
ever, nearly 30 percent of the after-tax benefits go to families with incomes
that are more than three times the poverty threshold. Thus, the majority
of the additional earnings do not go to poor ðor near-poorÞ families.
Another primary target of the minimum wage consists of families de-

pendent on the earnings from a low-wage worker for a substantial part
of total family earnings. Panel D of table 1 lists results for four different
specifications of families with children that rely on the earnings of low-
wage employees: families for which more than 50 percent of their total
earnings comes from employment that pays ðiÞ no more than $5.15 per
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hour, ðiiÞ no more than $6.00 per hour, ðiiiÞ no more than $7.50 per
hour, and ðivÞ no more than $10.00 per hour. Not surprisingly, table 1
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shows that these target families receive larger after-tax benefits on av-
erage and receive a disproportionate share of minimum wage benefits.
For example, families in the third category receive 20 percent of all
minimum wage benefits, even though they make up only 7 percent of all
families. However, even when the low-wage threshold is expanded to
include wages as high as $10.00 per hour, only 22 percent of total after-
tax minimum wage benefits go to these target families.
Panel E of table 1 presents projected allocations for married and

single families, distinguishing those with children. In general, fami-
lies with children receive more benefits than those without. Families
with children below twice the poverty level receive only 15.5 percent of
the total after-tax minimum wage benefits. Table 1 also gives results for
families who received welfare at some time during the year. With welfare
interpreted as public cash aid and/or food stamps, welfare recipient fam-
ilies with children account for 9.5 percent of families, and they are pro-
jected to receive 13.8 percent of the after-tax additional earnings gener-
ated by a minimum wage increase.

D. Previous Research on the Distribution of Benefits
This assessment of the distribution of benefits mostly replicates early
work byGramlich ð1976Þ, Johnson andBrowning ð1983Þ, Burkhauser and
Finegan ð1989Þ, Horrigan and Mincy ð1993Þ, and Burkhauser and Sabia
ð2007Þ. These studies also document that many low-wage workers are
members of high-income families. This is especially true for teenagers
who are distributed throughout the entire family incomedistribution and
oftenfindemployment inminimumwage jobs.This literature consistently
shows that while the minimum wage has a small effect on earnings in-
equality, it has virtually no effect on income inequality.8 Johnson and
Browning ð1983Þ and Horrigan and Mincy ð1993Þ focus on the distribu-
tion of minimum wage benefits by family income quintile and show that
the additional minimum wage earnings are only mildly redistributive,
with somewhat larger benefits going to families in the second to lowest
income quintile. Burkhauser and Finegan ð1989Þ and Burkhauser et al.
ð2000Þ focus on the distribution of benefits by families’ incomemeasured
as multiples of the poverty threshold. They find that the distribution of

8 Several sets of results in table 1 are not elsewhere in the literature: most important,

benefits going to families who depend on low-wage employment for more than half of
total family earnings and to families who participate in a welfare program. The findings
for these groups, however, fit with the well-established conclusion of this literature: the
minimum wage represents a very blunt policy instrument for providing benefits to low-
income families.
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benefits is not significantly different from the population shares. Burk-
hauser and Finegan ð1989Þ, for example, find that only 18 percent of
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workers who benefit from aminimumwage increase had a family income
that was below the poverty threshold. Burkhauser et al. ð2000Þ find that
only 13 percent of affected workers were in poverty. Card and Krueger
ð1995Þ report similar results, as do Burkhauser and Sabia ð2007Þ, who
report benefit shares not only on the distribution of minimum wage
benefits by family income quintile but also for near-poor families defined
by poverty levels.

E. Summary: Distribution of Benefits
Minimum wage policy offers an inefficient mechanism for boosting the
incomes of families that policy makers typically think of as the intended
beneficiaries of minimum wage increases: poor families, those supported
primarily by low-wage work, and those on welfare. About 35 percent of the
total increase inafter-taxbenefits goes to familieswith income less than two
times the poverty threshold, a common definition of the working poor or
near-poor; nearly 13 percent goes to families principally supported by low-
wage workers defined as earning wages at or below 117 percent ð5 $6.00/
$5.15Þ of the new 1996minimumwage; and only about 14 percent goes to
families with children on welfare.
Unlike most public income support programs, increased earnings

from the minimum wage are taxable. Over 25 percent of the increased
earnings are collected back as income and payroll taxes, including the
net effect of EITC, which subsidizes low-earning families. Even after
taxes, 27.6 percent of increased earnings go to families in the top 40 per-
cent of the income distribution.

V. Who Pays for Increases in the Minimum Wage?
If employment and profits are unaffected, then the cost of the mini-
mum wage increase is covered through higher prices. As prices rise on
the goods and services produced by low-wage workers, all consumers of
these products are essentially subsidizing the low-wage workers. The fol-
lowing discussion shows that prices rise on a wide variety of goods, im-
posing across-the-board price increases that hit all consumers.
To assess the distributional impacts of these price increases, Section V.

A relies on national input-output tables to calculate how much individ-
ual product prices must rise to cover the new labor costs induced by the
minimum wage increase, and Section V.B summarizes the findings pro-
duced by this analysis. From the employer’s perspective, the increase in
labor costs will be greater than the increase in earnings since employers
will also have to pay higher payroll tax contributions. These price calcu-
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lations assume a national market with the new prices imposed on all
consumers. The analysis then translates these price increases into total
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consumption cost by family, and Section V.C describes the allocation of
these consumption costs across families broken down by their income
and demographic characteristics.

A. Attributing Labor Costs to Price Increases
The first step in determining who pays for the minimum wage hike
involves calculating the impact of the increased labor costs on the total
cost of final goods and services. The following analysis assumes that, if
the cost of labor increases in a particular industry, then the price of that
industry’s output will rise to increase consumer expenditures by the
same amount. There are two ways for the total cost of goods to increase
after a minimum wage increase. First, there is the direct effect on the
cost of labor for industries hiring low-wage workers. Second, there is the
indirect effect through intermediate goods. While a portion of an in-
dustry’s output is consumed by final users ðe.g., households and gov-
ernmentÞ, the rest of the output is allocated to intermediate use, where
the output of the original industry becomes an input for another. Thus,
even if an industry employs no minimum wage workers, the prices for
that industry’s output may rise because the industry uses goods or con-
tracts for services produced with minimum wage labor. This feedback
through intermediate uses continues ad infinitum, so the price shock
from the wage hike propagates throughout the economy.
The calculations begin by determining the industries that employ low-

wage workers. From the SIPP, one can identify all industries that em-
ployed workers at wages below the new minimum of $5.15. Considering
all low-wage workers in a given industry, one can infer the total increase
in industry labor costs resulting from the wage hike, including addi-
tional employer contributions for Social Security. Denote these increases
by the vector x0.
The next step is to translate these cost changes into price increases of

final goods. The input-output tables provide information to construct
the square matrix B, where the ði, jÞ element of this matrix represents the
share of commodity j produced by industry i. In this representation of
the economy, the vector y0 5 B 0x 0 specifies the initial increase in costs to
produce each commodity or commodity bundle,9 where elements of the
vector x0 measure the increases in labor costs for each industry attrib-
utable to the minimum wage hike. To account for the phenomenon that
many commodities are used as inputs in the production of other com-

9 Commodity bundles are given broad definitions such as food inside the home, food

outside the home, rent or home ownership costs, automobile expenditures, etc.
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modities, input-output tables specify a square matrix U, where the ði, jÞ
element of this matrix represents the proportion of commodity i’s out-
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put used by industry j. Given these specifications, the vector y1 5 ðI 1
B 0U 0ÞB 0x0 constitutes first-round carryover cost incorporating the price
increases of intermediate goods. After a sufficiently large number of
iterations, the long-run vector of costs arising from the initial increase
in labor expenses equals y` 5 ðI 2 B 0U 0Þ21B 0x 0. To allocate these in-
creased costs into the final uses of production, input-output frameworks
provide data to construct diagonal matrices Fk with diagonal elements fki
designating the fraction of commodity i’s total production that goes to
final use k, where k 5 1, . . . , 5 identifies one of the following five
categories of final use: households, gross investment, government, in-
ventories, and exports and imports.10 When results are combined, the
amount of increased costs passed on to final-use category k is Fky`. Fi-
nally, to close the system, one must allocate final-use costs for gross
investment and inventories to consumption goods in order not to lose
their higher costs in the computations of price increases. In the case of
gross investment, this computational analysis treats investment as a form
of intermediate goods and allocates their costs in proportion to each
industry’s use of capital as reported by the Bureau of Economic Analysis
1992 Capital Flow Table.11 The analysis treats residential investment as
a final consumption good. In the case of inventories, the analysis allo-
cates costs proportionally to the two domestic final users: households
and government.
Given these computations, the analysis is now parallel to the starting

point on the benefits side. The CES specifies the levels of goods and
services consumed by each family. To calculate price effects, one must
bundle these products into industries and commodities consistent with
the input-output tables. For example, the commodities grocery stores,
dairy product stores, retail bakeries, and food stores are mapped into
the goods expenditure category “food inside the home.” Given these
mappings, one can add up the price increases calculated above across
bundles to compute the increased expenditures required for a family
to maintain its original level of consumption after the price increases
implied by the minimum wage increase.
As with the benefit side, analyzing costs at the family level relates ex-

penditure increases to family characteristics. In particular, one can mea-
sure the additional consumption costs allocated to families according
to their income and consumption quintile, income relative to the poverty

10 The IMPLAN input-output tables have 10 final-use sectors, which this analysis ag-
gregates into the consumption groups considered in this paper.
11 The Bureau of Economic Analysis investment data by using industry are available
online at http://www.bea.gov/industry/capflow_data.htm. These 1992 data are closest to
year 1996, which is analyzed in this study.
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level, welfare status, marriage status, classification as female headship,
and the presence of children.
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B. Price Increases from Increased Labor Costs
While the computations below account for all goods and services, one
can better understand the cost of the minimum wage on prices by con-
sidering the effect on a subset of heavily affected industries. Table 2 lists
the 23 industries with the largest number of minimum wage workers.
These 23 most heavily affected industries account for 75 percent of all
minimum wage jobs. Column 1 presents the percentage of all work-
ers employed in the designated industry benefiting from the 1996 in-
crease of $0.90 in the federal minimum wage. Column 2 gives the per-

TABLE 2

Minimum Wage Jobs and Cost Increase by Industry

dustry

Percent All
Minimum
Wage Jobs

ð1Þ

Percent All
Minimum

Wage Hours
ð2Þ

Percent
Direct Costs

ð3Þ

Percent
Final Costs

ð4Þ
ating and drinking places 20.97 18.45 18.67 19.83
ther retail trade 6.36 5.60 5.02 5.20
rocery stores 6.31 5.24 4.49 4.58
lementary and secondary schools 4.07 4.20 5.00 5.50
ousehold miscellaneous
personal services 3.66 3.35 3.98 4.24
overnment 2.96 3.42 4.19 1.43
olleges and universities 2.89 2.29 2.63 2.87
iscellaneous entertainment
and recreation 2.86 2.26 2.15 2.42
epartment stores 2.69 2.31 1.78 1.97
onstruction 2.52 3.00 2.94 2.63
otels and motels 2.22 2.27 2.03 1.01
holesale goods 2.02 2.47 2.37 1.44
hild day care services 1.68 1.54 1.52 1.75
pparel and accessories 1.58 1.95 2.05 2.18
gricultural production crops 1.55 1.92 2.15 .81
otor vehicle dealers 1.51 2.03 1.99 2.39
ovies and videos 1.37 1.02 .93 .49
eal estate 1.27 1.67 1.96 4.82
ealth services 1.24 1.22 1.14 1.51
rucking and warehousing 1.23 1.96 2.23 .74
pparel and accessory stores 1.21 .89 .76 .88
ursing and personal care facilities 1.18 1.15 .86 1.17
eligious organizations 1.16 1.22 1.45 1.69

Note.—The 1996 SIPP data on all workers aged 15 and over are used in cols. 1 and 2 to
etermine the industry of workers who benefit from the $0.90 increase in the 1996 mini-
um wage, as described in the text. The IMPLAN input-output tables are used in com-
ination with the SIPP data in cols. 3 and 4 to calculate the direct and final costs as de-
ribed in the text.
In
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centage of all hours worked by employees benefiting from the minimum
wage increase. Column 3 reports the percentage of total direct labor cost
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increases by industry, and column 4 lists the percentage of total final costs
ðwhich includes the increased cost of intermediate goodsÞ.
For a number of consumption goods, the final cost increase is lower

ðin dollar value, not just percentageÞ than the direct increase in labor
costs. This can occur when the final users of the outputs live outside the
United States. In these instances, the United States exports some of the
costs of the wage increase. Alternatively, the costs may be redirected to
government expenditures ðwhich are not trackedÞ. Final costs can also
be larger than direct costs when the industry uses as inputs the output
from other industries employing low-wage workers. For example, a large
part of the construction industry involves building residential homes,
which then become an input to the real estate industry that sells the
homes; thus, much of the direct costs to the construction industry show
up in the real estate industry’s final costs.
Table 3 reports the share of the total national cost increase accounted

for by commodities grouped into broad consumption categories in col-
umn 1. Prices increased for a very long list of goods purchased by fam-
ilies. As expected, food outside the home accounts for the largest share
of additional costs since eating and drinking establishments make up
the industry most affected by the increased labor costs.
The magnitude of the final price increase depends on the size of

the labor cost increase relative to the industry’s overall costs of produc-
tion. For each good, dividing the additional costs by the total expen-
ditures yields a percentage cost increase. The discussion below refers to
these price increases as “implicit incremental tax rates” on household
consumption goods. Essentially, these tax rates identify the amount by
which consumer prices must increase to cover the total costs added by
the minimum wage hike.
Table 3 presents these incremental price increases by broad com-

modity bundles in column 2. These price increases may at first appear
relatively small; one of the largest rates is only 1.85 percent for food
outside the home. However, a 0.0185 tax rate increase is large when
compared to common state-level sales tax rates. The largest incremen-
tal price increases occur for education and social services, moving and
storage, miscellaneous personal services such as beauty and barber
shops, and food outside the home. It is worth noting that, although
these price increases appear small enough to justify the assumption that
consumption levels do not change, most families facing these higher
prices do not receive additional earnings, so the higher prices will re-
quire either a reduction in consumption in nonaffected goods or a re-
duction in savings.
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The price increases reported in table 3 are well within the range found
elsewhere in the literature. As reviewed briefly in Section II, the esti-

TABLE 3
Minimum Wage Jobs and Cost Increase by Industry

Commodity Bundle ðIndustryÞ

Share of Increased Cost
Accounted for by
Commodity ð%Þ

ð1Þ

Implicit Incremental
Tax Rate on
Commodity

ð2Þ
Food: outside home 21.04 .0185
Education and social services 11.06 .0280
Food: inside home 9.56 .0034
Other: general trade 9.06 .0005
Other: personal consumption 7.80 .0004
Health care and insurance 7.72 .0004
Household: personal services 6.21 .0200
Housing: rent 5.15 .0025
Entertainment and recreation 3.87 .0097
Household: clothing 3.44 .0035
Transportation: car 3.20 .0012
Household: utilities 2.57 .0018
Banking and financial services 2.41 .0029
Household: child care 1.85 .0100
Transportation: auto service 1.51 .0030
Housing: hotels .95 .0053
Household: furniture .79 .0027
Household: moving and storage .65 .0235
Household: laundry and cleanings .32 .0034
Transportation: air travel .32 .0016
Household: legal services .26 .0029
Household: computers and office
supplies .15 .0010

Household: landscape services .12 .0013
Household: appliance repair .02 .0012

Note.—The 1996 SIPP data and the IMPLAN input-output tables are used in combi-
nation to calculate the final cost by commodity, as described in the text.
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mated elasticities for responses in prices to increases in the minimum
wage fall between 0.04 and 0.4. The computations in this paper consider
a 21.2 percent increase in the minimum wage from $4.25 to $5.15. This
implies that price increases should be between 0.0085 and 0.085 on
average. As shown in column 2 of table 3, the implicit tax rates found
in this paper are, on average, in the lower part of this range.

C. Distribution of Costs across Families
The costs paid by each family for the 1996 increase in the minimum
wage are determined by applying the implicit tax rates in table 3 to the
data on individual consumption goods and services reported in the CES
for each family. As with the benefit side, one can further aggregate these
costs by family characteristics including income quintile, income relative
This content downloaded from 74.94.77.21 on Fri, 19 Jun 2015 15:12:41 PM
All use subject to JSTOR Terms and Conditions

http://www.jstor.org/page/info/about/policies/terms.jsp


to the poverty level, and family structure.12 Additionally, one can also
aggregate costs for families by consumption quintile.
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Table 4 reports thepercentageofminimumwagecosts borneby those in
the specified quintile or family type in column 2 and the average an-
nual cost in column 3. On average, families pay $136 ðin 2010 dollarsÞ
more per year for their purchases to pay for the 1996 increase in the min-
imum wage. The amount a particular family pays depends on its level of
consumer expenditures, which typically varies by income. These costs
range from $74 annually for families in the lowest category to $250 for
the richest families. Families in the highest income quintile pay 31.7 per-
cent of the costs of the minimum wage, whereas the poorest 20 per-
cent pay only 9.3 percent of the costs. Families living in poverty pay only
8.3 percent of the costs, compared to the 51 percent of costs paid by fam-
ilies with incomes greater than three times the poverty threshold.
Unsurprisingly, the costs of the minimum wage increase are more

correlated with consumption than with income. According to table 4,
families in the lowest consumption quintile bear only 5.3 percent of the
cost while those in the highest consumption quintile bear 37.6 percent,
though, as seen in column 4, the cost is a larger percentage of annual
expenditure for families in the lowest consumption quintile compared
to those in the highest consumption quintile. This indicates that fam-
ilies with lower levels of consumption disproportionately purchase the
goods produced with the larger shares of minimum wage labor.

D. Summary: Cost Incidence of Minimum Wage Is More Regressive

than Sales Tax
One of the realities of minimum wage policy is that families are unlikely
to associate these minor price increases directly with the wage increase.
Imagine, however, a value-added or sales tax that had the identical effect.
That is, instead of increasing wages, the government could impose a
value-added tax on specific products and distribute the proceeds from
the tax to supplement the earnings of low-wage workers. Of course, no
such tax is being considered, but it is useful to consider the price effects
in this context.
Given this “value-added tax” interpretation of the price increases, the

implicit tax rates reported in table 3 needed to pay for the 1996 hike in
the minimum wage for the most affected commodity groups fall in the
range 0.04–2.8 percent. The consequences of these differential tax rates
across commodities on the total cost of a family’s consumption depend

12 No doubt the broad industry categories applied in this analysis may mask some of the
regressivity in calculated price increases. Poor people shop at Wal-Mart and eat at McDon-

ald’s, while the rich are more likely to eat and shop in places where few or no workers earn
the minimum wage.
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on the degree to which the family purchases the commodities appor
tioned the higher rates. Column 4 of table 4 shows the combined impact

TABLE 4
Minimum Wage Costs Paid by Various Family Types

Consumer Group

Percent
All

Families
ð1Þ

Percent
Minimum
Wage
Costs
ð2Þ

Average
Annual
Cost per
Family ð$Þ

ð3Þ

Cost as
Percentage of
Annual Family
Expenditure

ð4Þ
A. Income quintile:

Lowest income quintile 20.0 9.3 74 .59
2nd income quintile 20.0 10.9 86 .50
Middle income quintile 20.0 14.4 114 .51
4th income quintile 20.0 19.5 154 .54
Highest income quintile 20.0 31.7 250 .58

B. Consumption quintile:
Lowest consumption quintile 20.0 5.3 42 .63
Mid-low consumption quintile 20.0 9.0 71 .56
Middle consumption quintile 20.0 13.3 105 .56
Mid-high consumption quintile 20.0 20.6 163 .57
Highest consumption quintile 20.0 37.6 297 .52

C. Consumption sectors:
All families ðdomesticÞ 100.0 85.9 136 .54
Federal, state, and local government . . . 7.6 . . . . . .
Foreign consumers . . . 6.7 . . . . . .

D. Poverty level:
Less than half the poverty threshold 6.3 3.4 85 .63
50%–100% of the poverty threshold 9.9 4.9 78 .54
1–2 times the poverty threshold 23.3 12.9 88 .51
2–3 times the poverty threshold 18.6 13.7 116 .51
More than 3 times the poverty
threshold 41.9 51.0 193 .56

E. Family type:
Married 52.3 55.7 169 .54
Married with children under 18 24.2 27.4 180 .54
Single 47.7 30.0 100 .56
Single with children under 18 8.5 5.9 111 .53
All families with children under 18 32.6 33.3 162 .54
Families below 2 times poverty with
children 12.9 8.2 101 .49

Families below poverty with children 5.3 2.8 84 .47
Welfare recipient families 9.8 4.4 71 .46
Welfare recipients with children 4.6 2.1 74 .46

Note.—This table relies on the Consumer Expenditure Survey to calculate family con
sumption of goods for which there was a minimum wage–induced price increase. Differ
ences between this table and table 1 with respect to the characterization of families are due
to differences between the CES and SIPP data. Column 3 reports average annual cost in
2010 dollars.
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of these implicit tax rates given the consumption patterns of families
grouped by various family characteristics. One sees from these results
that the poorest families typically pay the higher aggregated rates. Rates
decrease monotonically from 0.63 percent for families in the lowest
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consumption quintile to 0.52 percent in the highest. Rates are larger for
the lowest income quintile than for the highest and even larger than for
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the middle quintiles. The same pattern holds for families with income
measured compared to the poverty level. Welfare recipients are the only
lower-income group who incur lower implicit tax rates on consumption
than the average incurred for all families.
State sales taxes often specifically exclude goods that are considered

necessities, such as health care, housing, and food purchases. The aim of
excluding these goods is to lessen the regressivity of the sale tax since
low-income families purchase a disproportionately larger share of these
goods in their overall spending. Interpreted as a sales tax, the minimum
wage price increases do exactly the opposite. Prices tend to go up most
on those goods that make up a larger fraction of consumption for the
poor. So, although the rich pay more in terms of dollars, a “minimum
wage tax” is more regressive than a typical sales tax.

VI. Net Effects of Minimum Wage Increases
The policy question posed in the introduction rests on the effectiveness
of the minimum wage in targeting resources to poor families, where
effective targeting means that benefits accrue disproportionately to low-
income families and the costs fall disproportionately on high-income
families. The previous two sections separately examined the benefits and
the costs of the minimum wage for different categories of families, as-
suming that all costs are passed through as higher prices. Section VI.A
now brings these two sides together to explore the net effects across dif-
ferent groups of families to assess how well a minimum wage increase tar-
gets resources to the poor. Section VI.B summarizes the aggregate costs
and benefits for US workers, consumers, and taxpayers.

A. Net Distributional Effects by Family Characteristics
According to results from the previous sections, families paid $136 an-
nually, on average, in higher consumption costs to fund the 1996 in-
crease of $0.90 in the federal minimum wage and families received $114,
on average, annually in benefits through higher earnings. The cost is
larger than the benefit, on average, primarily because of taxation; the
cost to employers including payroll taxation exceeds the after-tax benefit
to consumers.
Although the data from SIPP and CES are not fully compatible, in-

tegrating information in tables 1 and 4 by matching the quintile esti-
mates for benefits and costs provides evidence of the net distributional
effects of the minimum wage increase. Two kinds of families make up
each income group: those with low-wage workers and those without.
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These two kinds of families provide the basis for understanding the ef-
fect of a minimum wage law on the income distribution since not all
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families benefit but all families pay higher prices. The average annual
cost listed in table 4 is the costs that all families pay as a result of the rise
in prices. The benefits listed in table 1 go only to families with a mini-
mum wage worker.
Table 5 integrates the findings of tables 1 and 4 to depict the circum-

stances of families within each income quintile and of the population
at large. Column 3 reports the net benefits to families with a minimum
wage worker, and column 4 presents the net benefits to families without
a minimum wage worker. Because families without a minimum wage
worker receive no benefits, column 4 comes directly from the average
annual cost given in column 3 of table 4. The final column of table 5
reports the net benefit for all families in the income quintile ða weighted
average of cols. 3 and 4, where cols. 1 and 2 are the weightsÞ.
Table 5 reveals a large amount of income redistribution between fam-

ilies within the bottom income quintile.13 While the 22.6 percent of fam-
ilies in the bottom income quintile with a minimum wage worker gain
$521 on average, the 77.5 percent of families without a minimum wage
worker lose $74 on average. Thus, the minimum wage increase is equiv-
alent to taking $74 from 3.4 poor families, for a total of $252, and then
giving this amount plus an additional $269 from nonpoor families to one
poor family with a minimum wage worker. Nearly half the total income
redistribution to families with minimum wage workers in the lowest in-
come quintile comes from other poor families. Looking at column 5, it
is clear that there is redistribution from wealthy families to poorer fam-
ilies, though there are large differences between families with and with-
out a minimum wage worker within each income quintile.14

As one moves up the income distribution, the costs begin to outweigh
the benefits, so that the average family in the highest income quintile
pays $154 more in costs than it receives in benefits. However, high-
income families with a minimum wage worker still averaged more in
additional earnings than they paid in higher prices. Averaging across all

13 The benefits and costs calculated throughout this analysis represent only a snapshot of
families in a year and fail to recognize that the presence of minimum wage workers in and

the income quintiles of families invariably shifts over time, potentially by large amounts.
Thus, when viewed in a life cycle context, a far greater portion of families will benefit by
having a member who is a minimum wage worker than is portrayed in table 5. At the same
time, the share of benefits going to these families over a longer horizon will be smaller than
depicted in the table. Similar circumstances could, of course, arise in consumption pat-
terns. An interesting research task would be to follow households over longer periods, but
this would require data beyond those used in this study.

14 No standard errors associated with either estimation error or data quality appear in
table 5 or in any other table. The computational approach implemented in this study
corresponds to familiar calibration methods applied throughout economics, and the
measured impacts presented here should be interpreted accordingly.
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families yields a negative net effect since 25.5 percent of benefits go to
taxes.

TABLE 5
Net Effects of the Minimum Wage Increase by Income Quintile

Share of Families

Average Net Benefit/Cost
for Families ð$Þ

Income Quintile

With a
Minimum

Wage Worker
ð1Þ

Without a
Minimum

Wage Worker
ð2Þ

With a
Minimum

Wage Worker
ð3Þ

Without a
Minimum

Wage Worker
ð4Þ

All
Familie

ð5Þ
Lowest income
quintile 22.4 77.5 521 274 60

2nd income
quintile 19.9 80.1 427 286 16

Middle income
quintile 22.5 77.5 412 2114 5

4th income
quintile 24.1 75.9 318 2154 240

Highest income
quintile 22.5 77.5 172 2250 2154

All families 22.3 77.7 370 2136 223

Note.—This table relies on SIPP and CES together with the IMPLAN input-output data
to perform the calculations. Columns 1 and 2 come directly from table 1. Columns 3–5
depend on both SIPP and CES data, but the income quintiles come from the CES data. Al
dollar values are inflation adjusted to 2010 dollars using the Consumer Price Index for Al
Urban Consumers.
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B. Aggregate Costs and Benefits
In considering the benefits and costs, the previous discussion primarily
concentrates on the individual effects for different types of families. How-
ever, it is helpful to know the total magnitude and distribution of the min-
imum wage increase among workers, taxpayers, and consumers. Nation-
wide, the above analysis predicts that the 1996 wage law resulted in higher
annual expenditures of $15 billion in 2010 dollars. The cost of this mini-
mum wage increase is nearly half the amount spent in 1996 by the fed-
eral government on the EITC program, on the AFDC/TANF program, or
on the food stamp program.
Panel A of table 6 summarizes the allocation of these total benefits

across different economic groups. From the national minimum wage in-
crease, low-wage workers receive $14 billion annually in higher gross earn-
ings but only $10 billion in higher after-tax income. The remainder goes
to income and payroll taxes.
Panel B of table 6 presents the cost side of the ledger, with costs split

among taxpayers and consumers, both inside and outside the United
States ðbecause of exportsÞ. US consumers pay nearly $13 billion an-
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nually through higher prices, and consumers outside the United States
and US taxpayers roughly equally split covering the $15 billion cost of the

ð1982Þ.

TABLE 6
Allocation of Projected Aggregate Benefits and Costs ð2010 $ MillionsÞ

Allocation Amount ð$Þ
A. Aggregate Benefits

All low-wage workers
and taxpayers

Total increase in earnings and tax payments 15,079

Minimum wage workers Increase in employees’ after-tax earnings 10,548
Increase in employees’ gross earnings 14,007

Taxpayers Total payroll and income tax gains from
increased low-wage earnings

4,531

B. Aggregate Costs

All consumers and
taxpayers

Total increase in expenditures on goods and
services produced by low-wage labor

15,079

US consumers Increase in spending on consumer goods 12,920
Consumers outside
United States

Increase in spending on consumer goods 1,016

US taxpayers Increase in federal, state, and local
government expenditures

1,143

Note.—The table uses the SIPP and the CES together with the IMPLAN input-outpu
data to perform the calculations. All dollar values are inflation adjusted to 2010 dollar
using the Consumer Price Index for All Urban Consumers.
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minimum wage increase. On net, the aggregate cost for domestic con-
sumers exceeds the increase in after-tax earnings by more than $2 bil-
lion. This net loss shows up in table 5 as the negative per-family net ben-
efit listed in the last row and column.

VII. Projecting Impacts of Economic Factors on Distributional Effects
The measurement approach implemented above constitutes a simple
accounting structure that ignores the potential counterbalancing im-
pacts of economic forces, which raises concerns about the validity of the
estimates since such behavioral factors will surely activate to prevent vi-
olation of budget constraints. Economic models in the empirical mini-
mum wage literature do not offer an adequate framework for assessing
how such behavioral elements might change the above distributional
findings because these models focus on labor markets alone in partial
equilibrium settings.15 To create a flexible framework for evaluating the
possible impacts of behavioral factors, the Appendix formulates a gen-

15 For a review of economic models in the minimum wage literature, see Brown et al.
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eral equilibrium model that incorporates the essential economic ele-
ments needed to understand the limitations of the empirical findings in
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this study.
GE models incorporating minimum wages can be found in the ex-

isting literature, but their features make them unsuitable for this anal-
ysis. A series of studies in the international trade literature, spawned by
Johnson ð1969Þ and Brecher ð1974, 1980Þ, construct GE models adapt-
ing the familiar Edgeworth-Bowley and Heckscher-Ohlin frameworks to
investigate the impacts of minimum wages. A critical drawback of these
frameworks relates to their dependence on fixed endowments of labor
and capital inputs, implying the absence of any input supply responses.
Moreover, these models mostly consider only a single type of labor and
household,16 and their key results primarily rest on assumptions about
international trade.
TheGEmodel developed in the Appendix consists of a two-commodity

economy with three factors of production: low-wage labor, high-wage la-
bor, and capital. The key feature is that only one of the commodities is
produced by low-wage labor. A “low-wage” commodity is produced by
all three factors of production, and a second “high-wage” good is pro-
duced without any low-wage labor. Three types of households make up
the economy: low-wage households, high-wage households, and non-
working households. High-wage households own capital, but the key re-
sults do not critically rely on this assumption. To complete compatibility
with the empirical framework used above, the model also includes both
foreign and government sectors, with both sectors consuming both
commodities along with all types of households. Taxes on labor income
fund government. Finally, a fixed-coefficient production function makes
up the production technology, which is consistent with the input-output
analysis utilized above.
The following discussion considers three formulations of this GE

model to interpret and qualify the empirical findings presented above.
The first specification fully justifies the calculations performed in the
above accounting exercise, making them entirely consistent with a par-
ticular variant of a market economy. The second specification allows
for flexible elasticities in the supplies of factor inputs in response to the
cost increases resulting from a rise in the minimum wage. The third for-
mulation briefly explores how relaxing the key behavioral assumptions
needed to produce no employment effects for minimum wage workers
could influence estimates of distributional impacts.

16 As an exception, Flug and Galor ð1986Þ introduce skilled and unskilled labor without
capital. This study still maintains the assumption of fixed labor supplies in the short run,

and it focuses on analyzing the long-run influence of a minimumwage on encouraging skill
acquisition through human capital accumulation.
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A. Economic Specification Supporting Simple Accounting Calculations
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To impose the popular belief of no employment effects induced by in-
creases in the minimum wage, the first formulation of the GE model in
the Appendix assumes that all consumer groups ði.e., low-wage house-
holds, high-wage households, nonworking households, foreign house-
holds, and governmentÞ have perfectly inelastic demands for the good
produced by low-wage labor. This specification further imposes the com-
monly held belief that high-wage workers are unresponsive to changes in
their after-tax wages.
This GE specification directly predicts the distributional numbers pre-

sented above. In response to an increase in the minimum wage ði.e.,
the wage of low-wage workersÞ, low-wage households increase their con-
sumption of high-wage goods to the same extent that other consumer
groups jointly reduce theirs. The degree of increase in consumption by
low-wage households depends on the magnitude of their hours worked
compared to the amounts they consume of low-wage goods, with increases
being larger the lower the share of low-wagegoods consumedbyminimum
wage households.
Tax revenues do indeed rise in this specification paid entirely by min-

imum wage workers through their higher earnings. Because of the per-
fect inelasticities assumed in the model, all households without low-wage
workers decrease their consumption of high-wage goods to cover the
higher taxes and after-tax earnings of low-wage workers. The input-output
framework applied above allocates government resources to the direct
purchase of goods ðe.g., supplies and services used by governmentÞ ac-
cording to historical purchase patterns and does not explicitly recognize
government income transfers. One can, however, conceptually entertain
having the government instead transfer added resources to various con-
sumer groups and have them undertake the consumption.17 Assuming
that policy makers have the sole goal of undoing the adverse distribu-
tional effects of a minimum wage increase, an interesting question be-
comes whether the government has sufficient incremental resources and
inclination to compensate the lowest-income groups for their losses.
To explore the viability of such income transfer policy options, table 6

predicts that the government receives $4.5 billion in additional tax rev-
enues and must spend $1.1 billion in higher costs on low-wage goods to
maintain its original demands. This leaves $3.4 billion to be spent on
high-wage goods or to be transferred to households. Consider having
the government transfer these net resources to those households with-
out minimum wage workers that reduced their consumption in response

17 To be fully consistent with computations performed in the previous analysis, con-
sumer groups would need to undertake purchases in the same composition as assumed for

government in the IMPLAN input-output model.

This content downloaded from 74.94.77.21 on Fri, 19 Jun 2015 15:12:41 PM
All use subject to JSTOR Terms and Conditions

http://www.jstor.org/page/info/about/policies/terms.jsp


to higher prices, with the lowest-income households receiving priority
in the transfers. To assess how far the government could conceptually
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make up the consumption losses of the lowest income groups, one can
calculate the net aggregate losses of each income quintile using the re-
sults in table 5 and the numbers of households in each category. Con-
verting the averages and shares reported in this table to group totals,18

households without a minimum wage worker in the lowest income quin-
tile suffered an aggregate net cost of $1.1 billion due to the price in-
creases induced by raising the minimum wage, the second-lowest quin-
tile without a minimum wage worker incurred $1.3 billion in aggregate
losses, and the middle quintile suffered $1.7 billion in aggregate losses.
Thus, through transfers, the government could conceptually cover the
losses of the lowest-income households without minimum wage workers
up to about the median income.
The idea of using the extra tax revenues implied by this specialized

specification of the GE model as a governmental transfer to mitigate the
adverse distributional consequences of a minimum wage increase has
not been considered elsewhere in the literature to my knowledge; nor
has it ever been a part of minimum wage legislation. Operationalizing
such a policy dictates that government would need to allocate a signif-
icant share of the incremental tax resources to transfers to the poorest
families without minimum wage workers; moreover, this allocation would
need to be cash transfers appropriate for compensating the relevant
disadvantaged families, such as Social Security for the elderly, unemploy-
ment insurance and welfare for the nonworking poor, and income sup-
port ðe.g., food stamps and EITCÞ for the working poor. The determina-
tion of these transfers would be exceedingly complex, and government
has not shown itself to be especially capable of earmarking sources of
tax revenues to spending priorities even when they are simple and di-
rectly mandated by law ðsuch as Social Security taxes for only pensions
and gas taxes for only highwaysÞ.

B. Incorporating Supply Responses in Factor Inputs
The Appendix next considers what happens in the GE model when the
elasticities of the supply of labor and capital are made flexible, allow-
ing for complete responses to changes in economic circumstances. The
model still assumes perfectly inelastic demands for the good produced by
low-wage labor for all consumer groups. This GE formulation implies that
high-wage workers increase their labor supply in response to the price
increases resulting from a rise in the minimum wage. They do so to mit-

18 The total number of households represented by the 1996 data used in the above

empirical analysis is 95.5 million, with about 19.1 million making up each quintile.
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igate fully reducing consumption of the high-wage good to pay for the
increase in prices of the minimum wage good. Consumption of the high-
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wage good decreases for high-wage households, but less than otherwise
would be the case if their labor supply were completely unresponsive to
changes in after-tax wage rates. Consequently, the amount of tax revenue
obtained by the government will rise further, leaving more room for the
government to potentially compensate low-income households for some
of their losses assuming this were deemed the priority of the transfer of
extra revenues.
Contrary to a popular notion that costs for increasing the minimum

wage come out of profits, the GE model indicates that profits will rise
in response to the increase if the model incorporates a positive sloping
supply function for capital inputs. In particular, the GE model shows that
the returns to capitalmust rise to provide for the expansion in production
of high-wage goods induced by the increase in the labor supply of high-
wage households. This increased capital cost leads to higher prices of
all goods, including those produced by minimum wage workers. This
lowers the amounts of the high-wage goods that can be consumed by all
households—recall that consumption of the low-wage good is constant—
which worsens the welfare of consumers. A household’s net position will
depend on its extent of capital ownership and its composition of consump-
tion of the capital-intensive goods. Presuming that low-income households
are likely to be minor owners of capital, they will be made worse off with a
flexible capital supply and more government transfers would be required
to compensate them for a minimum wage increase.

C. GE Specifications Implying Employment Effects for Unskilled Workers
Relaxing the perfectly inelastic restriction on the demand for goods pro-
duced by minimum wage labor can be expected to induce a decline in
the quantities of these goods in response to an increase in the minimum
wage, though the GE model formally implies ambiguous effects. The GE
model predicts that the consumption of low-wage goods declines for all
consumer groups without minimum wage workers;19 and for low-wage
households, consumption can conceptually go either way depending on
the relative elasticities of their preferences for hours of work versus the
good produced by these hours and their shares in the consumption and
production of this good. The overall outcome in the GE model depends
on the sizes of these net effects and the share of low-wage households in
the economy. Unless low-wage households entirely make up for the de-
clines in the demands by other groups, which is unlikely since only about

19 This ignores possible increases from households owning large amounts of capital,
which could experience increases if the price of capital rises sufficiently in response to a

heightened minimum wage.
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one in four households have a minimum wage worker, the consumption
of low-wage goods will decline overall according to the GE model. Cor-

effectiveness of the minimum wage 533

Attachment 1
respondingly, this decline in demand translates into a loss of employment
for minimum wage workers since the fixed-coefficient production tech-
nology dictates a proportional decrease in the hours worked by low-wage
households.
While such employment losses reduce the total benefits received by

low-wage households attributable to a minimum wage increase, the dis-
tributional impacts depend on how employment reductions occur across
these households. In particular, if job losses principally take place among
minimum wage workers from high-income families ðe.g., teenagers, sec-
ondary workersÞ, then the employment effects would enhance rather than
diminish the transfer of income from the rich to the poor. Somewhat
paradoxically, then, such employment losses would improve the antipov-
erty properties of minimum wage policy.
Alternatively, employment losses could function against low-income

families and worsen the redistribution effects even more than portrayed
above. Within the low-wage group, higher-skilled workers are more likely
to remain employed ðor to be drawn into the labor forceÞ while lower-
skilled workers would have a lower probability of employment. The issue
becomes whether higher-skilled workers reside in low- or high-income
families. If teenagers, students, and supplementary workers from the
higher-income families are the higher skilled,20 then employment losses
go disproportionately against low-income families and further would
hinder the redistribution effectiveness of the minimum wage depicted
above.
Another source of employment losses for minimum wage workers

would arise in the GE model if the fixed-coefficient production tech-
nology were abandoned and factor inputs could be substituted for one
another at some flexible rate. Even with perfectly inelastic demands for
goods produced by low-wage labor, a rise in the minimum wage would
induce substitution of other factors of production for low-wage labor,
resulting in reductions in employment. Similarly to the discussion above,
the distribution implications of such employment effects would depend
on who becomes unemployed among minimum wage families.
It is well beyond the scope of this study to attempt to weigh the dif-

ferent impacts described above in the GE settings allowing for employ-
ment effects to revise the measures of distributional impacts of the min-
imum wage. One would need to specify the elasticities of consumer
demands for all goods by all groups ðincluding foreignÞ, their labor sup-

20 This feature arises, e.g., in the search model developed by Lang and Kahn ð1998Þ. In
testing this model, they find evidence that minimum wage laws shift employment away

from adults in favor of teenagers and students. Adult breadwinners from lower-income
families may be the least skilled.
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ply elasticities, capital supply elasticities, allocations of income/resources
across types of households, production technologies and intensities of

534 journal of political economy

Attachment 1
labor and capital in the production of different goods, and even gov-
ernment behavior. The literature does not provide estimates for many of
these quantities in a context that would make them compatible with one
another to produce a coherent set of predictions.21

VIII. Summary of Findings
Advocates of higher minimum wages often cite helping poor families as
the primary motive for raising its value. They argue that families pri-
marily supported by low-wage earnings will receive a substantial portion
of the benefits and, moreover, that increasing minimum wages imposes
very little public or social cost. Supporters contend that employment
impacts experienced by low-wage workers are small, if any at all, and the
pass-through of labor costs to prices induces negligible changes.
Using data from SIPP and CES for the year 1996, the exercise described

in this paper simulates the distributional impacts of the rise in the fed-
eral minimumwage from $4.25 to $5.15 implemented in 1996–97; in 2010
dollars, this increase corresponds to a change from $5.91 to $7.00. Fol-
lowing the assumptions maintained by advocates, the simulation pre-
sumes ðiÞ that low-wage workers earned this higher wage with no change
in their employment or any reduction in other forms of compensation,
ðiiÞ that these higher labor costs were fully passed on to consumers through
higher prices, and ðiiiÞ that consumers simply paid the extra amount
for the goods produced by low-wage labor with no change in their quan-
tities purchased. The cost of this increase is about $15 billion, which was
nearly half the amount spent by the federal government on such anti-
poverty programs as the federal EITC, AFDC/TANF, or food stamp pro-
gram. The analysis assesses the extent to which various categories of fam-
ilies benefit from higher earnings and the amounts that these groups pay
more as consumers through higher prices. Combining these two sides
yields a picture of who gains and who pays for minimum wage increases,
including the net effects for families.
On the benefit distribution side, as other research has shown, the

picture portrayed by this analysis sharply contradicts the view held by
proponents of the minimum wage. Low-wage families are typically not
low-income families. The increased earnings received by the poorest fam-

21 The challenges would be even more formidable if one were to attempt to estimate
directly who actually benefited from and who actually paid for the 1996 increase in the

federal minimum wage in a GE setting. Not only would the data requirements be formi-
dable, one would need compatible estimates for all consumer groups linked to the types of
employers that they work for. Moreover, complications would arise in recognizing that
neither labor nor goods can be segregated simply into the low-wage and high-wage cate-
gories exploited in the GE framework developed in the Appendix.
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ilies are only marginally higher than those of the wealthiest. One in
four families in the top fifth of the income distribution has a low-wage
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worker, which is the same share as in the bottom fifth. Virtually as much
money goes to the highest-income families as to the lowest. While ad-
vocates compare the wage levels to the poverty threshold for a family
to make the case for raising the minimum wage, less than $1 in $5 of
the additional earnings goes to families with children that rely on low-
wage earnings as their primary source of income. Moreover, as a pretax
increase, 22 percent of the incremental earnings are taxed away as Social
Security contributions and state and federal income taxes. The message
of these findings is clear: raising wages wastefully targets the poor con-
trary to conventional wisdom.
Turning to who pays the costs of an increase in the federal minimum

wage through higher prices, the analysis reveals that the richest fifth
of families do pay a much larger share ðthree times moreÞ than those in
the poorest fifth. This outcome reflects the fact that the wealthier fam-
ilies simply consume much more. However, when viewed as a percent-
age of expenditures, the picture looks far less appealing. Expressed as a
percentage of families’ total nondurable consumption, the extra costs
from higher prices are slightly above 0.5 percent for families at large.
The picture worsens further when one considers costs as a percentage
of the types of consumption normally included in the calculation of
state sales taxes, which excludes a number of necessities such as food
and health care. More important, the minimum wage costs as a share of
“taxable” annual expenditures monotonically fall with families’ income.
In other words, the costs imposed by the minimum wage are paid in a
way that is more regressive than a sales tax.
On net, the minimum wage does redistribute income slightly in favor

of lower-income families, with higher-income families paying more in
increased prices than they benefit from the rise in their earnings. How-
ever, adverse impacts occur within income groups. Whereas fewer than
one in four low-income families benefit from a minimum wage increase
of the sort adopted in 1996, all low-income families pay for this increase
through higher prices, rendering three in four low-income families as
net losers. Meanwhile, many higher-income families are net winners.
Political support for the minimum wage largely depends on the ap-

parent clarity of who benefits and the inability to trace who pays for the
wage increase, irrespective of whether costs are paid through higher
prices, lower profits, or cutbacks in jobs or employee benefits. As shown
in this study, the benefits created by the minimum wage go to families
essentially evenly distributed across the income distribution; and, when
minimum wage increases are paid through higher prices, the induced
rise in consumption costs mimics the imposition of a value-added or
sales tax with a higher tax rate enacted on the goods and services pur-
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chased disproportionately by low-income families. Effectively, then, a
minimum wage increase emulates imposition of a “national consump-
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tion tax” that is more regressive than a typical state sales tax, with its
proceeds allocated to families unrelated to their income. Far more poor
families suffer reductions in resources than those who gain, and as many
rich families gain as poor families. These income transfer properties of
the minimum wage reveal it to be an ineffectual antipoverty policy.

Appendix
General Equilibrium Model Incorporating Minimum Wages

This appendix formulates a general equilibrium ðGEÞ model that motivates the
calculations presented in this study and that allows for assessing the impacts of
relaxing the stringent economic behavioral assumptions need to fully justify
these calculations. The following model includes two goods produced by three
factor inputs: low-wage labor, high-wage labor, and capital. Five groups consume
these goods: low-wage households, high-wage households, nonworking house-
holds, a foreign sector, and a government sector. A key feature of this model is
that only one of the goods uses low-wage labor as an input and production has a
fixed-coefficient technology, which enables development of a specification that
implies no employment effects in response to changes in the minimum wage.

Section A describes the production technology of the GE model, and Sec-
tion B characterizes the demand structure of its economy. Section C presents
the implications of raising the minimum wage assuming perfectly inelastic de-
mands for the low-wage good; this specification implies no employment effects
on minimum wage workers. Section D presents details of a specification of the
GE model that is consistent with the computations performed in this study.
Finally, Section E briefly explores how alternative behavioral elements in the GE
framework are likely to affect impacts of a minimum wage on equilibrium values
of goods and inputs and on distributional consequences.

A. Production Technology and Costs
This GE model consists of a two-sector economy: a “low-wage” and a “high-wage”
good. The low-wage good ðxÞ is produced by all three factors of production: low-
wage labor ð,Þ, high-wage labor ðhÞ, and capital ðkÞ. The high-wage good ðyÞ is
produced with high-wage labor ðhÞ and capital ðkÞ but without any low-wage labor
ð,Þ. Consistent with the input-output framework used in the paper’s empirical
calculations, the following fixed-coefficient production functions make up the
production technology:

x 5min ða‘‘; ahhx ; akkxÞ and y 5minðbhhy; bkkyÞ: ðA1Þ

The production function coefficients a‘, ah , ak , bh , and bk determine the inten-
sities of labor and capital inputs. The quantities hx and hy and kx and ky measure
the amounts of high-wage labor and capital serving as inputs in the production
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of the goods x and y; no subscript appears for the low-wage labor input , since
this factor is used only in the production of good x.
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A fixed-coefficient production technology is well known to imply the following
relationships linking factor inputs and outputs:

x 5 a‘‘5 ahhx 5 akkx ;

‘5
x
a‘

; hx 5
x
ah

; kx 5
x
ak

;
ðA2Þ

and

y 5 bhh y 5 bkk y;

hy 5
y
bh

; k y 5
y
bk

:
ðA3Þ

Defining k 5 kx 1 ky and h 5 hx 1 hy, the above relationships imply

k 5 kx 1 ky 5
ah

ak
hx 1

bh

bk

hy 5
bh

bk

h 1

�
ah

ak
2

bh

bk

�
hx ; ðA4Þ

which is exploited below in the derivation of comparative-static results.
The corresponding cost and price structure implied by this production tech-

nology takes the form

Cx 5 q‘1 hx 1 rkx 5
�

q

a‘

1
1
ah

1
r
ak

�
x 5 Pxx;

Cy 5 hy 1 rky 5

�
1
bh

1
r
bk

�
y 5 Pyy;

ðA5Þ

where q denotes the wage of , ðrelative to the wage of high-skilled, high-wage
laborÞ, r designates the input price of capital ðrelative to the wage of high-skilled
laborÞ, Px equals the price of good x, and Py equals the price of good y.

B. Household Sectors and Consumer Groups: Demands for Goods and Labor Supply
Three types of households make up the economy: “high-wage” households, “low-
wage” households, and “nonworking” households. In addition, product demands
are determined by a government and foreign sector.

1. High-Wage Households

High-wage households select their consumer demands for goods yh and xh and
their labor supply h by solving the following utility optimization problem:

maxUhðyh; h; xhÞ subject to h 2 th 1 ðrk 2 qÞ5 Pxxh 1 Pyyh ; ðA6Þ
the quantity th in the budget constraint represents the income tax levied on
hours of work h ; th 5 thðhÞ is a monotonically increasing convex function of h.
This GE formulation presumes that only high-wage households own capital,
which accounts for the term rk 2 q in their budget constraint. The quantity rk
measures the income received by these households, and q constitutes the cost of
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supplying capital; q 5 qðkÞ is a monotonically increasing convex function of k.
One can think of the function q as incorporating payments of taxes on capital
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income, but this generalization is ignored in the current construction of the GE
model to simplify the exposition.

To characterize preferences for high-wage households, designate their mar-
ginal rates of substitution ðMRSÞ between the high-wage good and hours of work
and between the low-wage good and hours of work as

Mhðyh; h; xhÞ5Mh 5 2
yUh

yyh

. yUh

yh
> 0;

Sh 5 2
yUh

yxh

. yUh

yh
> 0:

ðA7Þ

Quasi concavity of preferences in consumption yh and in leisure ði.e.,2hÞ implies

yMh

yyh
< 0 and

yMh

yh
< 0: ðA8Þ

Analogous preference assumptions would imply the same inequality properties
for Sh.

Equilibrium values of goods xh and yh and labor supply h must satisfy the first-
order conditions

Mhðyh; h; xhÞ5Mh

�
1
Py

½h 2 th 1 ðrk 2 qÞ2 Pxxh�; h; xh
�

5
Py

12 t 0
h

;

Sh 5
Px

12 t 0
h

;

ðA9Þ

where t 0
h
> 0 denotes the marginal tax rate on hours of work h. Equilibrium

values of capital inputs k satisfy

r 5 q 0 ;
yq
yk

> 0 and q 0 0 5
y2q
yk2

> 0; ðA10Þ

where the inequalities follow from the properties of the function q.

2. Low-Wage Households

Low-wage households select their consumer demands for goods y, and x, and
their labor supply , by solving the following utility optimization problem:

maxU‘ðy‘; ‘; x‘Þ subject to q‘2 t‘ 5 Pxx‘ 1 Pyy‘; ðA11Þ

the quantity t‘ in the budget constraint represents the income tax levied on
hours of work ,; t‘ 5 t‘ðq‘Þ is a monotonically increasing function of earning q‘.

One can define expressions for the MRS relationshipsM, and S, analogous to
ðA7Þ with properties ðA8Þ.
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Equilibrium values of goods x, and y, and labor supply , must satisfy
conditions
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M‘

�
1
Py

ðq‘2 t‘ 2 Pxx‘Þ; ‘; x‘
�
5

Py

ð12 t 0
‘Þq

;

S‘ 5
Px

ð12 t 0
‘Þq

;

ðA12Þ

where t 0
‘
> 0 denotes the marginal tax rate on hours of work ,.

3. Nonworking Households

Nonworking households select their consumer demands for goods xn and yn by
solving the following utility optimization problem:

maxUnðyn; xnÞ subject to tn 5 Pxxn 1 Pyyn ; ðA13Þ

tn represents transfers from the government. One can also readily introduce
capital returns as another source of income for these households without any
substantive change in the key results below, but again this is not done to simplify
the exposition.

One can define expressions for nonworking households’ MRS function Rn

between goods y and x with properties analogous to ðA7Þ.
Equilibrium values of goods yn and xn must satisfy conditions

Rn 5 Rn

�
1
Py

ðtn 2 PxxnÞ; xn
�
5

Py

Px
: ðA14Þ

4. Government and Foreign Sectors

The model includes both foreign and government sectors, with taxes on labor
income funding government. Goods demand for government must satisfy

t‘ 1 th 5 tn 1 Pxxg 1 Pyyg : ðA15Þ

A similar representation can be introduced for the foreign sector.

C. GE Specification with Perfectly Inelastic Demands for the Minimum Wage Good
The initial formulation of the GE model considered here assumes perfectly in-
elastic demands for good x for all categories of consumers, which implies in
equilibrium that all of the following quantities are fixed: xh, x,, xn, xg, x, ,, hx, and
kx. Under this assumption, the discussion below describes the impacts of raising
the minimum wage on the behavior of the five consumer groups.

1. Impacts of Minimum Wage Increase on High-Wage Households

A standard comparative-statics analysis provides the information necessary for
evaluating the effects of raising q on the values of high-wage households’ de-
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mand for yh and their supply of h and k. As the first step, total differentiation of
the right-hand-side MRS equilibrium condition in ðA9Þ with respect to q with xh
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held fixed yields

yMh

yyh

dyh
dq

1
yMh

yh
dh
dq

5 t 0 0
h

Py

ð12 t 0
hÞ2

dh
dq

1
1

12 t 0
h

q 0 0

bk

dk
dq

: ðA16Þ

As the second step, total differentiation of the budget constraint ðA6Þ with
respect to q with xh held fixed yields22

ð12 t 0
hÞ
dh
dq

1 q 0 0k
dk
dq

5
1
a‘

xh 1
q 0 0

ak

xh
dk
dq

1 Py
dyh
dq

1
q 0 0

bk

yh
dk
dq

: ðA17Þ

Total differentiation of ðA4Þ holding x ðand, therefore, hxÞ constant yields
dk=dq5 ðbh=bkÞðdh=dqÞ, which substituted into ðA17Þ produces

dyh
dq

5 2
1
Py

xh
a‘

1
1
Py

�
ð12 t 0

hÞ1 q 0 0 bh

bk

�
k 2

xh
ak

2
yh
bk

��
dh
dq

: ðA18Þ

The quantity k 2 yh=bk 2 xh=ak > 0 since all capital is not fully exhausted by
the consumption of high-wage households, and the entire quantity multiply-
ing dh=dq is therefore positive.

As the third and final step, substitution of relationship ðA18Þ into ðA16Þ yields
�
yMh

yyh
� 1
Py

�
ð12 t 0

hÞ1 q 0 0 bh

bk

�
k 2

yh
bk

2
xh
ak

��

1
yMh

yh
2

t 0 0
h Py

ð12 t 0
hÞ2

2
q 0 0bh

ð12 t 0
hÞb2

k

�
dh
dq

5
yMh

yyh
� xh
Pya‘

:

ðA19Þ

Since the expression in the right-hand brace of relationship ðA19Þmultiplying
dh=dq is negative and the right-hand side of this relationship is also negative, this
relationship implies

dh
dq

≥ 0 and
dk
dq

≥ 0; ðA20Þ

where the second inequality follows from differentiation of ðA4Þ and using the
first inequality. Consequently, with this specification of the GE model, a rise
in the minimum wage leads to an increase in the hours worked by high-wage
households.

2. Impacts of a Minimum Wage Increase on Low-Wage Households

A similar comparative-statics exercise provides the information needed to assess
the impacts of raising q on the values of low-wage households’ demand for y,.
ðRecall that their labor supply , remains constant.Þ This demand response is
determined by total differentiation of their budget constraint ðPyy‘ 5 q‘2 t‘ 2
Pxx‘Þ with x, and , held fixed, which yields

22 This result uses dPx=dq5 1=a‘ 1 q 0 0=ak � dk=dq and dPy=dq5 q 0 0=bk � dk=dq, which
follows Px 5 q=a‘ 1 1=ah 1 r=ak and Py 5 1=bh 1 r=bk from ðA5Þ and ðA10Þ.
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dy‘
dq

5
1
Py

�
ð12 t 0

‘Þ‘2
x‘
a‘

�
2

q 0 0

Py

bh

b

�
x‘
ak

1
y‘
b

�
dh
dq

: ðA21Þ
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k k

ðThis derivation relies on the differentiation relationships exploited in obtain-
ing ½A19�.Þ

3. Impacts of a Minimum Wage Increase on Nonworking Households

and Other Sectors

The implied effect of the consumption of nonworking households is essentially
a special case of the high-wage household without a labor supply response op-
tion and no capital ownership. Adapting ðA18Þ without an own labor supply re-
sponse creates the following relationship showing the effect of raising the min-
imum wage for nonworking households on their demand for the low-wage good:

dyn
dq

5
1
Py

�
dtn
dq

2
xn
a‘

�
2

q 0 0

Py

bh

bk

�
xn
ak

1
yn
bk

�
dh
dq

: ðA22Þ

A similar expression can be derived for the government and foreign sectors, but
to do so provides no insights beyond what already appears above.

D. GE Specification Consistent with Empirical Calculations in the Study
In addition to having no employment effects occur for low-wage workers in re-
sponse to changes in the minimum wage as accomplished above by assuming
perfectly inelastic demands for good x, the calculations performed in this study
also maintain the behavioral assumption that the labor supply of high-wage work-
ers is also perfectly inelastic. This no–employment impact characterization of the
economy mimics the critical notions advocated by many supporters of minimum
wage policies.

For high-wage households, if one introduces the commonly held belief that
the labor supply of the high-wage households is entirely unresponsive to their
wages, then ðA18Þ reduces to

dyh
dq

5 2
1
Py

xh
a‘

< 0: ðA23Þ

Comparison with ðA18Þ reveals that the decline in the demand for high-wage
goods by high-wage households is mitigated when these households have elastic
labor supplies and respond positively to compensate for the loss of resources
arising from higher prices for the low-wage good induced by increasing the
minimum wage.

For low-wage households, ðA21Þ simplifies to

dy‘
dq

5
1
Py

�
‘2

x‘
a‘

2 t 0
‘‘

�
: ðA24Þ

The quantity ‘2 x‘=a‘ > 0 since all of the low-wage good is not fully consumed by
low-wage households. Consequently, the consumption of the high-wage good by
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low-wage households increases unless the progressivity of taxation overcomes
this effect.
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Finally, for nonworking households, ðA22Þ reduces to

dyn
dq

5
1
Py

�
dtn
dq

2
xn
a‘

�
: ðA25Þ

Accordingly, consumption of the high-wage good by these households will de-
cline because the loss of resources attributable to higher prices for the low-wage
good induced a higher minimum wage, unless sufficient governmental transfers
make up for the difference. Note that all of these transfers come from minimum
wage households through their higher taxation on earning.

Relationships ðA18Þ, ðA19Þ, ðA21Þ, and ðA22Þ determine the effects of increas-
ing the minimum wage in a GE framework with the consumer demands for the
low-wage good assumed to be perfectly inelastic. With the labor supply response
of high-wage workers also deemed to be perfectly inelastic, these relationships
become ðA23Þ, ðA24Þ, and ðA25Þ. When combined with the analogous relation-
ships for the government and foreign sections, this specification of a GE model
is consistent with the accounting computations presented in this study.

E. Evaluating Minimum Wage Impacts under More Flexible Behavioral Assumptions
The above relationships provide insights into how business owners share in the
costs of increasing the minimum wage in this GE setting. If the supply of capital
inputs is perfectly elastic—which could arise when international markets set
rates of return and the foreign sector supplies incremental capital at a constant
rate—then q 0 0 5 0. In this case, all of the simplifications for the demands of low-
wage and nonworking households in SectionD apply without assuming that high-
wage households have unresponsive labor supply. The income earned by capital
is unaffected by the minimum wage.

Alternatively, if one relaxes this elasticity assumption and allows the supply of
capital to involve increasing costs ðas captured by q 5 qðkÞÞ, then raising the
minimumwage will increase the returns to capital ðand profitsÞ. When high-wage
households have responsive labor supply, a rise in the minimum wage induces an
increase in the hours worked by these households ðsee ½A20�Þ, and capital inputs
must rise to accommodate increased production of the high-wage good. Rela-
tionship ðA19Þ shows that dh=dq ðand dk=dqÞ declines as the marginal costs of
capital ðq 0 0 > 0Þ increase. The impact on the demand for yh is formally ambiguous
according to relationship ðA18Þ because of the contribution of capital returns to
the income of high-wage households. However, this is not the case for the de-
mands y, and yn, which unambiguously decline according to relationships ðA21Þ
and ðA22Þ as the marginal costs of capital q 0 0 increases.

Loss of employment will occur for low-wage labor when the production tech-
nology allows for flexible factor substitution among inputs, and this will be true
even with perfectly inelastic demands for goods produced by low-wage workers.
Without the fixed-coefficient production technology, a rise in theminimumwage
would induce substitution of other factors of production against low-wage labor
in the GE specification presented above.
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Relaxing the perfect inelasticity of the demands for low-wage goods invokes
operation of the MRS relationships Sh, S,, and Rn characterized by relationships
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ðA7Þ along with equilibrium conditions ðA9Þ for all consumer groups. Conven-
tional demand income and substitution effects apply. High-wage and nonwork-
ing households will substitute against the low-wage good in response to its higher
price, contributing to a decline in its aggregate demand. This effect also operates
for low-wage workers, but the increase in their wages more than compensates for
the rise in higher prices given the production technologies maintained in this
GE framework. The impact on their labor supply depends on the familiar forces
determining whether workers exhibit backward-bending labor supply. Given
these counterbalancing forces, the overall impact in this GE setting will depend
on the size of these net effects and the share of low-wage households in the econ-
omy. Because the fixed-coefficient production technology requires the hours of
work of low-wage workers and the goods produced by this labor to remain in fixed
proportions, an overall decline in the demand for low-wage goods would neces-
sarily translate into a loss of employment for minimum wage workers.
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In 1998, Washington voters 
approved Initiative 688, 
dramatically boosting the state 
minimum wage from $5.15 to $5.70 
on Jan. 1, 1999, and to $6.50 on Jan. 
1, 2000, and, for the first time in the 
U.S., indexing the minimum wage 
to inflation. 

Supporters of the initiative argued 
at the time its passage would “end 
poverty-wage work from the fields of 
eastern Washington to the garment-
assembly plants hidden behind 
Seattle’s skyline to the explosion of 
low-paying service-sector jobs that 
surround us.”1

In addition to combating poverty, 
automatically increasing the 
minimum wage each year to keep 
up with inflation was supposed to 
“depoliticize the issue”2 or, as the 
Washington State Labor Council put 
it, “take the politics out of this issue, 
and put the fairness back.”3

Sixteen years after I-688’s 
implementation, however, the 
minimum wage is as political as 
ever. Despite having the nation’s 
highest state minimum wage, labor 
activists are pressing for an even 

larger increase in the minimum 
wage to at least $15 an hour using 
much the same arguments that 
were used to pass I-688 in 1998: 
No working person should live in 
poverty, a higher minimum wage 
will stimulate the economy, and job 
growth will not be harmed.  

An analysis of I-688’s effect on 
Washington’s poverty rate, job 
growth and unemployment, 
however, indicates the minimum 
wage initiative has failed to 
measurably deliver on its promises. 

There is no doubt that I-688 
dramatically increased the state 
minimum wage. Before passage of 
I-688, a full-time minimum wage 
worker could live above the poverty 
line only if single. As of 2014, a full-
time minimum wage worker could 
support two children just above the 
poverty threshold.  

But despite the significant increase 
in the state minimum wage 
relative to the poverty threshold, 
Washington’s poverty rate has 
remained essentially unchanged. 
At the same time, while the state’s 
overall job market has performed 

well, job growth in low-wage 
industries like accommodation 
and food service has slowed 
substantially. 

The decrease in employment in 
these sectors does not necessarily 
indicate that workers are moving 
on to more profitable fields. 
While the state’s teen 
unemployment rate generally 
mirrored the national rate before 
the minimum wage initiative, 
Washington’s teen unemployment 
rate has signifanctly surpassed 
the national rate every year since 
I-688’s passage.  

Furthermore, despite claims that 
a higher minimum wage would 
boost the economy through 
additional consumer spending, 
all the economic evidence to date 
continues to indicate minimum 
wage hikes are a net drain on the 
economy. 

Given I-688’s poor track record, state 
and local voters and policymakers 
should seriously consider the 
potential consequences before 
enacting further, unprecedented 
increases in the minimum wage.
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– John Burbank, 
 “Increasing the Minimum Wage: Initiative 688,” 
 Economic Opportunity Institute, September 1998.4

“ The primary impetus to increase 
 the minimum wage is to enable 
 people who work full-time to 
 earn their way out of poverty.”

POVERTY

While the intent of I-688 may have been to decrease poverty, it appears to have accomplished 
little. The chart below tracks the changes in how a Washington minimum wage workers’ full-
time annual salary stacks up against the poverty threshold.
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When I-688 was passed in 1998, full-time minimum wage workers earned 126 percent of the 
poverty threshold. A worker with any dependents fell below the poverty line. Single, full-time 
minimum wage workers supporting two children under 18 earned 82 percent of the poverty 
threshold. 

Sixteen years later, in 2014, full-time minimum wage workers earned 157 percent of the poverty 
threshold and workers with two children earned 102 percent of the poverty line.
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POVERTY

Despite I-688’s dramatic increase in the minimum wage compared to the poverty threshold, 
and despite the fact that Washington had the nation’s highest minimum wage, the state poverty 
rate (the percentage of Washington residents living below the poverty threshold) changed little 
relative to the national poverty rate.
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The fact that Washington’s poverty rate lags behind the national average is sometimes referenced 
as evidence that the state’s high minimum wage has been good for the poor.5 However, the state 
poverty rate has historically trailed the national rate, even prior to the passage of I-688 in 1998. 

The only time that Washington’s poverty rate exceeded the national rate was in 2003, following 
four years of increases in the poverty rate that began the year I-688 took effect. 

The average state poverty rate for the 15 years preceding passage of I-688 (1984-1998) was 10.7 
percent. The average national poverty rate for the same period was 13.8 percent. The average 
state poverty rate for the 15 years following passage of I-688 (1999-2013) was 10.9 percent, a slight 
increase, while the national poverty rate for the same period was 13.1 percent, a slight decrease. 

Despite the fact that Washington’s minimum wage rose substantially in the years since 1998, 
there was no noticeable change in the state poverty rate. This is in line with recent research 
showing “the failure of minimum wage hikes as an antipoverty policy.”6
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Year
Poverty 
Line - 1 
Worker

Poverty 
Line - 1 
Worker 

w/2 
Children

WA 
Minimum 

Wage

Annual FT 
Minimum 

Wage Salary 
in WA

% of 
Poverty 
Line - 1 
Worker

% of 
Poverty 
Line - 1 
Worker 

w/2 
Children

WA 
Poverty 

Rate

US Poverty 
Rate

2014 $12,316 $19,073 $9.32 $19,385.60 157.4% 101.6% N/A N/A

2013 $12,119 $18,769 $9.19 $19,115.20 157.7% 101.8% 12.0% 14.5%
2012 $11,945 $18,498 $9.04 $18,803.20 157.4% 101.6% 11.6% 15.0%
2011 $11,702 $18,123 $8.67 $18,033.60 154.1% 99.5% 12.5% 15.0%
2010 $11,344 $17,568 $8.55 $17,784.00 156.8% 101.2% 11.6% 15.1%
2009 $11,161 $17,285 $8.55 $17,784.00 159.3% 102.9% 11.7% 14.3%
2008 $11,201 $17,346 $8.07 $16,785.60 149.9% 96.8% 10.4% 13.2%
2007 $10,787 $16,705 $7.93 $16,494.40 152.9% 98.7% 10.2% 12.5%
2006 $10,488 $16,242 $7.63 $15,870.40 151.3% 97.7% 8.0% 12.3%
2005 $10,160 $15,735 $7.35 $15,288.00 150.5% 97.2% 10.2% 12.6%
2004 $9,827 $15,219 $7.16 $14,892.80 151.5% 97.9% 11.4% 12.7%
2003 $9,573 $14,824 $7.01 $14,580.80 152.3% 98.4% 12.6% 12.5%
2002 $9,359 $14,494 $6.90 $14,352.00 153.3% 99.0% 11.0% 12.1%
2001 $9,214 $14,269 $6.72 $13,977.60 151.7% 98.0% 10.7% 11.7%
2000 $8,959 $13,874 $6.50 $13,520.00 150.9% 97.4% 10.1% 11.3%
1999 $8,667 $13,423 $5.70 $11,856.00 136.8% 88.3% 9.6% 11.8%

1998 $8,480 $13,133 $5.15 $10,712.00 126.3% 81.6% 8.9% 12.7%

1997 $8,350 $12,931 $5.15 $10,712.00 128.3% 82.8% 9.2% 13.30%
1996 $8,163 $12,641 $4.90 $10,192.00 124.9% 80.6% 11.9% 13.7%
1995 $7,929 $12,278 $4.90 $10,192.00 128.5% 83.0% 12.5% 13.8%
1994 $7,710 $11,940 $4.90 $10,192.00 132.2% 85.4% 11.7% 14.5%
1993 $7,518 $11,642 $4.25 $8,840.00 117.6% 75.9% 12.1% 15.1%
1992 $7,299 $11,304 $4.25 $8,840.00 121.1% 78.2% 11.2% 14.5%
1991 $7,086 $10,973 $4.25 $8,840.00 124.8% 80.6% 9.5% 14.2%
1990 $6,800 $10,530 $4.25 $8,840.00 130.0% 84.0% 8.9% 13.5%
1989 $6,451 $9,990 $3.85 $8,008.00 124.1% 80.2% 9.6% 12.8%
1988 $6,155 $9,531 $3.35 $6,968.00 113.2% 73.1% 8.7% 13.0%
1987 $5,909 $9,151 $3.35 $6,968.00 117.9% 76.1% 10.0% 13.5%
1986 $5,701 $8,829 $3.35 $6,968.00 122.2% 78.9% 12.9% 13.6%
1985 $5,593 $8,662 $3.35 $6,968.00 124.6% 80.4% 12.0% 14.0%
1984 $5,400 $8,363 $3.35 $6,968.00 129.0% 83.3% 11.3% 14.4%
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The annual, full-time minimum wage salary calculations are computed by multiplying the 
hourly minimum wage by 40 hours per week for 52 weeks per year.

U.S. poverty rate: 
U.S. Census Bureau, Current Population Survey Annual Social and Economic Supplements. 
http://www.census.gov/hhes/www/poverty/publications/pubs-cps.html 

Washington poverty rate: 
U.S. Census Bureau, Current Population Survey Annual Social and Economic 
Supplements, Historical Poverty Tables, Table 21, “Number of Poor and Poverty Rate, By State.” 
http://www.census.gov/hhes/www/poverty/data/historical/people.html  

Poverty threshold: 
U.S Census Bureau, Poverty thresholds by Size of Family and Number of Children. 
http://www.census.gov/hhes/www/poverty/data/threshld/ 

Washington minimum wage levels: 
Washington State Dept. of Labor and Industries, “History of Washington Minimum Wage.” 
http://www.lni.wa.gov/WorkplaceRights/Wages/Minimum/History/default.asp 

U.S. minimum wage levels: 
U.S. Dept. of Labor, Wage and Hour Division, “History of Federal Minimum Wage Rates 
Under the Fair Labor Standards Act, 1938 – 2009.”
http://www.dol.gov/whd/minwage/chart.htm

DATA NOTES

DATA SOURCES
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– John Burbank, 
 “Increasing the Minimum Wage: Initiative 688,” 
 Economic Opportunity Institute, September 1998. 7

“ Increasing the minimum wage 
 is an effective tool for raising 
 the earnings of low-wage workers 
 without lowering their employment 
 opportunities or harming the 
 overall economy.”

EMPLOYMENT
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As they do today, minimum wage advocates in 1998 contended that the government could raise 
the wage floor without negatively affecting job growth or employment. Washington’s generally 
robust population and job growth is often referenced as proof that having the nation’s highest 
minimum wage did not harm the state’s economy. The chart below indicates that Washington’s 
population growth has consistently exceeded the national growth rate.

Washington’s population growth rate has consistently exceeded the national rate since 1990, except 
in 2003 when both Washington’s population and the total U.S. population grew by .86 percent.
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EMPLOYMENT

Similarly, Washington’s overall job growth has generally outpaced national growth since 1991,
 as indicated by the chart below.

Growth in Washington’s total nonfarm employment exceeded the national rate in 15 of the 24 years 
since 1991. Washington’s strong overall labor market has led some observers to argue that the 
state’s high minimum wage has not negatively affected job growth.8
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Despite the increases in Washington’s population and overall employment, however, industries 
with a predominance of entry-level, low-wage jobs have not fared as well. The chart below 
compares Washington’s growth in accommodation and food service jobs (mainly hotel and 
restaurant jobs, as defined by NAICS sector 72)9 to the national rate.

Prior to the passage of I-688 in 1998, growth in Washington’s accommodation and food service 
employment generally tracked national trends. 

After the passage of I-688, job growth in Washington’s accommodation and food service sector 
slowed and, from 2001-2002, actually declined. The industry did experience strong growth from 
2004-2006, when the state’s population and overall jobs growth surged, but the state shed twice 
as many accommodation and food service jobs as the nation when the recession took hold from 
2008-2010. 

Despite the fact that Washington’s population increased faster than the national rate every year 
since 1991 and total nonfarm employment increased faster in Washington than the nation 15 out 
of the 24 years since 1991, growth in Washington’s accommodation and food service industry 
exceeded the national rate in only six of the 17 years since passage of I-688 in 1998.
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The increases in Washington’s population and total employment, coupled with the decline 
in accommodation and food services jobs, meant that Washington’s share of the nation’s 
accommodation and food service jobs has declined noticeably relative to its population 
and total jobs.

Washington’s share of total U.S. accommodation and food service industry jobs exceeded 
Washington’s share of total U.S. nonfarm employment and total U.S. population every year from 
1990 until implementation of I-688 in 1999. 

Since the passage of I-688, Washington’s share of total accommodation and food service jobs has 
substantially declined, even while the state’s share of the nation’s population and total jobs have 
steadily increased. 

When voters passed I-688 in 1998, Washington had 2.09 percent of the nation’s population, 2.08 
percent of the nation’s jobs and 2.10 percent of the nation’s accommodation and food service jobs. 
As of 2014, Washington’s share of the population had increased to 2.21 percent, its share of the 
nation’s jobs had increased to 2.21 percent, while its share of total U.S. accommodation and food 
services jobs had declined to 1.98 percent. 

While Washington’s share of the nation’s population increased by 5.7 percent since passage of 
I-688 in 1998, and its share of total U.S. jobs increased by 6.3 percent, the state’s share of U.S. 
accommodation and food services jobs fell by 5.7 percent.
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Year WA % of 
US Pop.

WA NF 
Jobs

% 
Change 

From 
Prior 
Year

US NF Jobs

% 
Change 

From 
Prior 
Year

WA % of 
US NF 
Jobs

WA AFS 
Jobs

% 
Change 

From 
Prior Year

US AFS 
Jobs

% 
Change 

From 
Prior 
Year

WA 
Share of 
US AFS 

Jobs

2014 2.21% 3076.5 2.78% 139023.3 1.93% 2.21% 250 3.80% 12606.2 3.10% 1.98%

2013 2.20% 2993.2 2.37% 136393.8 1.71% 2.19% 240.8 4.07% 12226.7 3.61% 1.97%

2012 2.20% 2924 1.69% 134098.3 1.71% 2.18% 231.4 2.68% 11800.3 3.22% 1.96%

2011 2.19% 2875.4 1.30% 131843.2 1.21% 2.18% 225.4 1.82% 11432.7 2.69% 1.97%

2010 2.18% 2838.7 -0.94% 130268.6 -0.73% 2.18% 221.4 -1.06% 11133.3 -0.23% 1.99%

2009 2.17% 2865.5 -4.34% 131220.4 -4.34% 2.18% 223.7 -5.20% 11158.5 -2.70% 2.00%

2008 2.16% 2995.6 0.89% 137169.3 -0.56% 2.18% 236 0.77% 11468.3 0.10% 2.06%

2007 2.15% 2969.3 2.58% 137934.8 1.12% 2.15% 234.2 3.45% 11456.7 2.47% 2.04%

2006 2.14% 2894.6 2.93% 136403.3 1.80% 2.12% 226.4 3.56% 11180.7 2.36% 2.02%

2005 2.12% 2812.1 2.63% 133996.4 1.72% 2.10% 218.6 3.54% 10922.6 2.61% 2.00%

2004 2.11% 2740.1 1.40% 131731.7 1.09% 2.08% 211.1 2.28% 10644.8 2.74% 1.98%

2003 2.10% 2702.1 0.30% 130314.7 -0.24% 2.07% 206.4 1.09% 10361 1.55% 1.99%

2002 2.10% 2694.2 -1.49% 130628 -1.10% 2.06% 204.2 -1.19% 10202.7 -0.06% 2.00%

2001 2.10% 2735.1 -0.40% 132079.5 0.04% 2.07% 206.6 0.18% 10208.4 1.34% 2.02%

2000 2.09% 2746 2.48% 132029.7 2.16% 2.08% 206.3 0.84% 10073.7 2.42% 2.05%

1999 2.09% 2679.6 2.22% 129240.1 2.45% 2.07% 204.5 1.76% 9835.5 2.59% 2.08%

1998 2.09% 2621.4 3.35% 126148.9 2.61% 2.08% 201 1.61% 9587.4 1.80% 2.10%

1997 2.08% 2536.5 4.34% 122941.9 2.60% 2.06% 197.8 2.80% 9418.2 1.79% 2.10%

1996 2.07% 2431 2.96% 119826.7 2.05% 2.03% 192.4 2.49% 9253 2.35% 2.08%

1995 2.06% 2361.2 1.94% 117416.4 2.65% 2.01% 187.8 2.66% 9040.6 3.64% 2.08%

1994 2.04% 2316.2 2.17% 114390.5 3.11% 2.02% 182.9 2.76% 8723.2 3.45% 2.10%

1993 2.03% 2267 1.78% 110937.1 1.97% 2.04% 178 3.46% 8432.2 2.80% 2.11%

1992 2.01% 2227.3 2.06% 108797.6 0.33% 2.05% 172 3.82% 8202.7 1.54% 2.10%

1991 1.99% 2182.3 1.63% 108435.5 -1.00% 2.01% 165.7 2.24% 8078.6 -0.92% 2.05%

1990 1.96% 2147.3 109530.4 1.96% 162.1 8153.9 1.99%
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In the chart on the previous page, NF = “Nonfarm” and AFS = “Accommodation and food 
services.” Total jobs numbers are listed in thousands. Nonfarm employment numbers and 
accommodation and food services numbers come from the Bureau of Labor Statistics’ Current 
Employment Statistics (CES). Above charts reflect the 12-month average employment for each year. 
State-level CES data is only available back to 1990.

Bureau of Labor Statistics, Current Employment Statistics (CES). Series ID numbers for the 
pertinent CES datasets are provided below: 

U.S. nonfarm employment: CES0000000001
Washington nonfarm employment: SMS53000000000000001
U.S. accommodation and food services employment: CES7072000001
Washington accommodation and food services employment: SMS53000007072000001

U.S. Census Bureau

DATA NOTES

DATA SOURCES

EMPLOYMENT
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– John Burbank, 
 “Employment and the 
 Minimum Wage,” 
 Economic Opportunity 
 Institute, October 1998.10

“ The opponents of Initiative 688 are like Chicken Little 
 crying the sky is falling. Whenever a minimum wage 
 increase is contemplated, they always warn of impending 
 job losses. But it never happens, and they never go back 
 and look at the data that shows that there are not 
	 statistically	significant	impacts	on	jobs	from	minimum	
 wage increases.”

UNEMPLOYMENT
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While the sky has not fallen in on Washington’s robust economy since passage of I-688, job 
prospects for the least-skilled and least-educated workers have certainly declined. The chart 
below compares Washington’s teen unemployment rate to the national rate before and after 
passage of I-688. 
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The decline in the number of entry-level jobs in 
industries like accommodation and food services 
that followed passage of I-688 corresponded with 
elevated unemployment for low-skilled workers like 
teens. 

For the 15 years preceding the implementation 
of I-688 (1984-1998), teen unemployment in 
Washington generally followed national trends, 
with Washington’s teen unemployment rate 
higher than the national rate in 10 out of 15 years. 
The worst year in the period for Washington 
teens occurred in 1986, when the state’s teen 
unemployment rate was 4.7 percentage points 
higher than the national rate. 

Washington’s teen unemployment rate has 
surpassed the national rate every year since the 
passage of I-688. At the peak of the recession in 
2010, Washington’s teenage unemployment rate 
was 8.2 points higher than the unemployment rate 
for teens nationwide.

KEY POINTS: 
WA AND U.S. TEEN UNEMPLOYMENT
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Year
 WA 16-19 

Unemployment 
Rate

US 16-19 
Unemployment 

Rate

2013 30.6% 22.9%

2012 28.6% 24.1%

2011 30.4% 24.4%

2010 34.1% 25.9%

2009 30.5% 24.3%

2008 25.7% 18.7%

2007 17.6% 15.7%

2006 18.0% 15.3%

2005 19.0% 16.5%

2004 21.9% 17.0%

2003 21.7% 17.4%

2002 20.7% 16.5%

2001 19.8% 14.7%

2000 18.6% 13.1%

1999 17.9% 13.9%

1998 16.0% 14.6%

1997 15.5% 16.0%

1996 17.2% 16.7%

1995 19.5% 17.3%

1994 15.9% 17.6%

1993 14.8% 19.1%

1992 15.3% 20.1%

1991 20.0% 18.7%

1990 12.8% 15.6%

1989 17.4% 15.0%

1988 16.6% 15.3%

1987 21.2% 16.9%

1986 23.1% 18.4%

1985 21.1% 18.6%

1984 20.7% 18.9%

Unemployment rates included in the charts
are 12-month averages.

DATA NOTES

DATA SOURCES

U.S. teen unemployment rate: 
Bureau of Labor Statistics, Current Employment 
Statistics, Series ID LNS14000012.

Washington teen unemployment rate: 
Obtained by request from the Bureau of Labor Statistics. 
Author	can	provide	a	copy	of	the	data	file	upon	request.
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– John Burbank, “Increasing the Minimum Wage: Rebuttal to NFIB/WRA Anti-minimum Wage Arguments,” 
 Economic Opportunity Institute, February 2001. 11

“ The greater the proportion of minimum wage workers in a local economy, the bigger and 
 more positive the economic impact of increasing the minimum wage becomes. Minimum 
 wage workers spend a higher proportion of their income on immediate consumption 
 than higher-income workers do. In fact, increasing the minimum wage may have a 
 disproportionately positive impact in rural low-income areas.”

THE MISSING STIMULUS
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Years after I-688’s passage, both 
national and state advocates of higher 
minimum wage laws have failed to 
provide any evidence that minimum 
wage hikes stimulate the economy or 
benefit local businesses. 

Minimum wage proponents will 
sometimes use demographic 
information to estimate the number 
of employees that would be affected 
by a proposed minimum wage.12 
Proponents then multiply the number 
of affected workers by the additional 
amount they would earn if all received 
a raise to the new minimum and 
everything else remained constant. 

This unrealistic analysis allows 
advocates to trumpet alleged 
increases in economic activity of 
millions or billions of dollars, but 
fails to account for the decreased 
employment and increased prices that 
typically accompany minimum wage 
increases. After all, the money to pay 
the employee raises has to come from 
somewhere; it is not “new” money. 

While certain low-skill employees 
will certainly be able to spend more 
money following a minimum wage 
hike, the evidence indicates that their 

higher spending power is more than 
offset by other factors. 

Advocates sometimes refer to a 
2011 study by researchers at the 
Chicago Federal Reserve that found, 
unsurprisingly, that households 
benefitting from a minimum wage 
increase spend more than they did 
previously. The authors specifically 
warn, however, that their study is 
“silent about the aggregate effects of 
a minimum wage hike.”13

In prior papers, the same researchers 
documented some of the negative 
consequences of a higher minimum 
wage, including decreased 
employment14 and higher prices.15 

When the researchers took only the 
negative employment effects of a 
higher minimum wage into account, 
they concluded in a 2013 study, 
“A minimum wage hike provides 
stimulus for a year or so, but serves as 
a drag on the economy beyond that.”16 

Some minimum wage advocates, like 
Rep. Laurie Jinkins (D-Tacoma), have 
cited17 a 2006 paper18 by Marshall 
Fisher of the Wharton School at the 
University of Pennsylvania that 

concluded strategic changes in 
payroll can boost monthly retail sales 
as proof that the minimum wage 
is an economic stimulus. However, 
the paper had to do with increasing 
efficiency on the store’s side and 
made no mention of the minimum 
wage or its effects on the wider 
economy. In response to an email 
inquiry, Professor Fisher confirmed 
that “those citing the paper (to 
support the minimum wage) are 
misinterpreting it.”  

On the other hand, a 2010 study 
by Joseph Sabia, now at San Diego 
State University, concluded, “Far 
from stimulating an economy, an 
increase in the minimum wage has 
no discernible impact on overall GDP 
and could actually hinder growth in 
certain low-wage sectors.”19

The one-sidedness of the debate 
on the issue has lead minimum-
wage expert David Neumark of 
the University of California-Irvine 
to conclude, “There is simply no 
evidence” that boosting the minimum 
wage stimulates the economy through 
consumer spending.20
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While I-688’s minimum wage increase was significant by historic standards, a $15 minimum 
wage in Washington state would far exceed the magnitude of any prior increase

VALUE OF WASHINGTON MINIMUM WAGE
$21.00

$18.00

$15.00

$12.00

$9.00

$6.00

$3.00

$0.00

20
14

 D
OL

LA
RS

NOMINAL WAGE REAL WAGE ( 2014 DOLLARS )

While some argue that the minimum wage has not kept up 
with inflation, this is not generally the case in Washington. 
Though below its 1968 peak, the purchasing power of 
Washington’s current minimum wage of $9.47 is well above 
its historic average value of $7.85 (2014 dollars). 

A $15 minimum wage would represent a $5.53 (58.4 
percent) increase above its current level. 

An increase of this magnitude has never been attempted 
in any measurable way. Though the city of SeaTac adopted 
a $15 minimum wage initiative in November of 2013, 
ongoing litigation and the narrow drafting of the initiative 
have prevented all but a handful of businesses from being 
subject to the requirement.21 Seattle’s $15 minimum wage 
ordinance will not be fully phased in until 2025, and the 
first increase in Seattle’s minimum wage, to $11 an hour, 
only recently occurred.22 

KEY POINTS
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$4.20

$10.88

$9.32

$15.00

The above chart projects a $15 minimum wage 
taking effect on Jan. 1, 2016. The chart also assumes 
the minimum wage will be indexed to inflation and 
increase an average of 3 percent per year.

Washington state minimum wage: 
Washington State Dept. of Labor and Industries, 
“History of Washington Minimum Wage.”

Inflation: 
U.S. Bureau of Labor Statistics, 
CPI	Inflation	Calculator.	
http://www.bls.gov/data/inflation_calculator.htm

DATA NOTES

DATA SOURCES
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While the information presented in this report is purely 
correlative, it is startling how directly the observed changes 
in Washington’s economy after passage of I-688 align with 
the projections of minimum wage skeptics. Just as significant 
is the lack of any indication that enacting the nation’s highest 
minimum wage produced the gains promised by labor 
activists in any measurable or lasting way. 

Despite the heated rhetoric about ending “poverty-wage 
jobs,” the state poverty rate failed to decline beyond its 
historic levels. At the same time Washington’s economy 
was performing strongly overall, job growth in low-wage 
industries slowed following the increased minimum wage 
and has yet to recover. Low-skilled workers like teens have 
consistently had a more difficult time finding work and getting 
a foothold in the job market. Economy-infusing spending 
increases from low-wage workers have not been measured or 
proven, while research continues to indicate that minimum 
wage increases do not lead to net economic growth. 

If nothing else, the fact that Washington yet again finds itself 
embroiled in a debate over an issue that was supposed to be 
“depoliticized” 16 years ago is a testament to the long-term 
ineffectiveness of I-688. As labor activists renew their drive to 
boost government wage floor regulations still further, 
I-688’s track record should give voters and policymakers 
reason to think twice.

CONCLUSION
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Members of the Tacoma Minimum Wage Task Force, 

 

I work on labor policy for the Freedom Foundation, a right-of-center policy think tank based in 

Olympia. I’ve been closely involved with the minimum wage debates in Washington for the last 

two years.  

 

Just so there isn’t any doubt, I take the position that, while often well-intentioned, raising the 

minimum wage does more harm than good.  

 

In my experience, there are many poor arguments out there on this issue. Statistics and research 

are often misinterpreted.  

 

To help provide you with some resources to consider, this is the first of several short updates 

discussing various aspects of this debate.  

 

Please do not take anything I say at face value, but weigh it against the other arguments out 

there. I welcome your feedback.  

 

Inflation: 

 

Supporters of raising the minimum wage often argue that it hasn’t kept up with inflation, or the 

cost of living. They frequently point to the purchasing power of the minimum wage in 1968, 

which was worth $10.88 in 2015 dollars. Washington State’s current minimum wage is $9.47. 

 

1. But the current state minimum wage is not out-of-line with historic trends. The selection 

of 1968 as the benchmark year is deliberate. The purchasing value of the minimum wage 

hit its all-time high in 1968. 

 

When the minimum wage was first created in 1938, it was worth $4.20 in today’s dollars, 

less than half of the current state minimum. From 1938 to 2015, the minimum wage 

prevailing in Washington (sometimes the federal minimum was higher, sometimes the 

state minimum was) averaged a purchasing power of $7.87 in today’s dollars.  

 

In other words, Washington’s current minimum wage of $9.47 is noticeably higher than 

the historic average value of the minimum wage of $7.87.  

 

2. Additionally, the state minimum wage law passed in 1998 provided for automatic yearly 

increases based on inflation, meaning that the current state minimum wage will continue 

to keep pace with cost of living increases.  

 

3. The creation of the Earned Income Tax Credit (EITC) in 1975 helped compensate for the 

decline in the purchasing power of the minimum wage that occurred during the 1980s and 

‘90s. The Congressional Research Service describes the EITC as, “a refundable tax credit 

available to eligible workers with relatively low earnings. Under current law there are 

two categories of EITC recipients: childless adults and families with children. Because 

the credit is refundable, an EITC recipient need not owe taxes to receive the benefits.” 
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Sources: 

 Washington State Dept. of Labor and Industries, “History of Washington Minimum 

Wage.” 

 U.S. Dept. of Labor, Wage and Hour Division, “History of Federal Minimum Wage 

Rates Under the Fair Labor Standards Act, 1938 – 2009.” 

 U.S. Dept. of Labor, Bureau of Labor Statistics, Inflation Calculator 

 Gene Falk, “The Earned Income Tax Credit (EITC): An Overview,” Congressional 

Research Service, October 2014.  
 

Attachment 4 - Maxford Nelson Comments

http://www.lni.wa.gov/WORKPLACERIGHTS/WAGES/MINIMUM/HISTORY/DEFAULT.ASP
http://www.lni.wa.gov/WORKPLACERIGHTS/WAGES/MINIMUM/HISTORY/DEFAULT.ASP
http://www.dol.gov/whd/minwage/chart.htm
http://www.dol.gov/whd/minwage/chart.htm
http://www.bls.gov/data/inflation_calculator.htm
https://www.fas.org/sgp/crs/misc/RL31768.pdf


Members of the Tacoma Minimum Wage Task Force, 

 

Today I’d like to briefly address whether the minimum wage has kept up with the productivity of 

the labor force.  

 

Some advocates of raising the minimum wage contend that it has failed to keep up with increases 

in workers’ productivity. Supporters argue that compensation largely tracked with productivity 

until 1968, when wage growth began to lag behind productivity increases. Consequently, they 

argue that workers are not being fairly compensated for their labor.  

 

The productivity-minimum wage contrast was first promulgated by the left-leaning Center for 

Economic and Policy Research (CEPR) in 2012, which compared increases in the productivity of 

the average worker to the increases in the purchasing power of the minimum wage. CEPR 

contended that, “If the minimum wage had continued to move with average productivity after 

1968, it would have reached $21.72 per hour in 2012.” 

 

Cast in this light, calls to boost the minimum wage to $10, $12 or even $15 an hour appear much 

more reasonable.  

 

However, there are serious problems with this comparison.  

 

1. There is serious debate about whether average wage growth has actually lagged behind 

average productivity increases. A detailed analysis of the issue by the right-leaning 

Heritage Foundation determined that, properly measured, the value of workers’ wages 

and benefits continue to growth with productivity. The Heritage report notes: 

 

“Harvard Professor Martin Feldstein, the former President of the National Bureau of 

Economic Research, concluded that the apparent divergence results from using the wrong 

data to measure pay and productivity. Using the correct data, he finds that pay and 

productivity have both grown together. Dean Baker, director of the left-leaning Center for 

Economic and Policy Research, and staff at the Federal Reserve Bank of St. Louis also 

come to that conclusion. Georgetown Professor Stephen Rose likewise finds that the 

apparent gap between pay and productivity collapses under scrutiny. He concludes that 

economic growth resulting from productivity growth continues to benefit working 

Americans.” 

 

2. Regardless, however, the productivity and compensation of average workers tells us 

nothing about the productivity of the average minimum wage worker. In order to begin to 

be relevant, the data would need to show that the productivity of minimum wage workers 

was increasing faster than their compensation. I have yet to see any evidence that this is 

the case, and some to the contrary.  

 

For example, while the Dept. of Labor’s Bureau of Labor Statistics (BLS) does not track 

minimum wage workers’ productivity, it recently released information about the 

productivity of restaurant employees. Because many restaurant employees’ hourly wages 
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(not counting tips) are fairly low, they are frequently featured prominently in minimum 

wage debates.  

 

According to the BLS, labor productivity for employees of “food services and drinking 

places” increased by an average of 0.6 percent per year from 1987 to 2013. Over the 

same period, pay for these workers increased by an average of 5.1 percent per year.  

 

Put simply, from 1987 to 2013, restaurant worker compensation increased more than 

eight times as fast as restaurant worker productivity.   

 

For these reasons, I find the argument that the minimum wage has failed to keep up with 

productivity to be unproven and unconvincing.   

 

Sources: 

 John Schmmitt, “The Minimum Wage is Too Damn Low,” Center for Economic and 

Policy Research, March 2012.  

 James Sherk, “Productivity and Compensation: Growing Together,” The Heritage 

Foundation, July 2013.  

 U.S. Dept. of Labor, Bureau of Labor Statistics, “Productivity and Costs by Industry: 

Mining, Wholesale Trade, Retail Trade, and Food Services and Drinking Places 

Industries, 2013,” August 2014.  
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Members of the Tacoma Minimum Wage Task Force, 

 

An increasingly common argument used by supporters of raising the minimum wage is that 

boosting entry-level workers’ income will prompt them to spend more, thus stimulating the 

economy and local businesses. President Obama, Governor Inslee, local millionaire Nick 

Hanauer and labor activists have all made variations of this argument.  

 

Unfortunately, the argument is logically unsound and empirically unsupported.  

 

1. Some minimum wage supporters simply take the number of workers earning less than a 

proposed minimum wage, multiply it by the wage increase per worker, and conclude that 

increasing the wage floor creates millions of dollars in new consumer spending in the 

economy. Left-leaning Puget Sound Sage has used this method to estimate that a $15 

minimum wage in Seattle would generate millions in new economic activity.  

 

However, such simplistic estimates are of little value since they fail to account for the 

other effects of a minimum-wage increase — reduced business spending, higher prices 

and decreased employment. 

 

As the Congressional Budget Office noted in a report last year, 

 

“The increased earnings for some workers would be accompanied by reductions in real 

(inflation-adjusted) income for the people who became jobless because of the minimum-

wage increase, for business owners, and for consumers facing higher prices.” 

 

The fundamental flaw in the argument is that it assumes the additional income received 

by entry-level workers is new money in the economy when, in reality, it has simply been 

redistributed from businesses that must raise prices or cut back on human labor (layoffs, 

reduced hiring, fewer hours for employees, more automation) in response.  

 

2. Furthermore, the evidence indicates that, overall, the economy is no better off in the end. 

a. Minimum wage expert Professor David Neumark of the University of California-

Irvine has noted that “there is simply no evidence” to support the claim that 

raising the minimum wage stimulates the economy.  

b. Professor Sylvia Allegretto of the University of California-Berkeley, whose 

research has often been used by minimum wage supporters, has admitted that her 

research does not show that the minimum wage stimulates the economy.  

c. In a 2010 paper published by the right-leaning Employment Policies Institute, Dr. 

Joseph Sabia of the U.S. Military Academy at West Point concluded that, “Far 

from stimulating an economy, an increase in the minimum wage has no 

discernible impact on overall GDP [Gross Domestic Product] and could actually 

hinder growth in certain low-wage sectors.” 

3. Minimum wage supporters frequently misinterpret studies to argue in favor of a positive 

economic stimulus from the minimum wage.  

a. A 2011 study by Daniel Aaronson, Sumit Agarwal and Eric French of the 

Chicago Federal Reserve found, unsurprisingly, that households benefiting from a 
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minimum wage increase spent more. However, they specifically warned that their 

study is “silent about the aggregate effects of a minimum wage hike.” 

 

The same research team has documented some of the negative consequences of a 

higher minimum wage. In a 2006 paper, Aaronson and French found that a 10 

percent increase in the minimum wage decreased employment in the restaurant 

industry by 1 to 3 percent.  

 

Furthermore, Aaronson and French concluded in a 2007 study that “restaurant 

prices unambiguously rise” following a minimum wage increase.  

 

Taking only the negative employment effects into account led the researchers to 

conclude in a 2013 paper, “A minimum wage hike provides stimulus for a year or 

so, but serves as a drag on the economy beyond that.” 

 

b. Minimum wage supporters in the state legislature have pointed to a 2006 paper by 

Marshall Fisher, Jayanth Krishna and Serguei Netessin of the University of 

Pennsylvania which found that, “increasing associate payroll by $1 at a given 

store is associated with a sales lift of anywhere from $4 to $28.”  

 

However, the paper had nothing to do with the minimum wage, but rather about 

how retail stores could structure their payroll and staffing to optimize sales.  

 

Responding to my email inquiry about the nature of his paper, Professor Fisher 

confirmed that “those citing the paper [in support of the minimum wage] are mis-

interpreting it.”  

 

The upshot: Both reason and existing economic evidence confirm that raising the minimum wage 

simply redistributes existing wealth in a manner that appears to have slightly negative effects on 

the overall economy. No new economic activity is generated and no new wealth is created. No 

net economic stimulus should be expected from raising the minimum wage.  

 

Sources: 

 Congressional Budget Office, “The Effects of a Minimum-Wage Increase on 

Employment and Family Income,” February 2014.  

 David Neumark, “Should Missouri Raise its Minimum Wage?” Show-Me Institute, 

September 2012.  

 Sylvia Allegretto, comments made during podcast interview, “Neumark, Allegretto 

Debate Minimum Wage Impact,” Bloomberg, February 2013.  

 Joseph Sabia, “Failed Stimulus: Minimum Wage Increases and Their Failure to Boost 

Gross Domestic Product,” Employment Policies Institute, December 2010.  

 Daniel Aaronson, Sumit Agarwal, and Eric French, “The Spending and Debt Responses 

to Minimum Wage Increases,” Federal Reserve Bank of Chicago, February 2011.  

 Daniel Aaronson and Eric French, “Product Market Evidence on the Employment Effects 

of the Minimum Wage,” Federal Reserve Bank of Chicago, April 2006.  
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 Daniel Aaronson, Eric French, and James MacDonald, “The Minimum Wage, Restaurant 

Prices, and Labor Market Structure,” Federal Reserve Bank of Chicago, August 2007.  

 Daniel Aaronson and Eric French, “How does a federal minimum wage hike affect 

aggregate household spending?” Federal Reserve Bank of Chicago, August 2013. 

 Marshall Fisher, Jayanth Krishna and Serguei Netessin, “Retail Store Execution: An 

Empirical Study,” The Wharton School, University of Pennsylvania, October 2006.  
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Members of the Tacoma Minimum Wage Task Force, 

 

The past three briefings have discussed important issues, but were peripheral to perhaps the 

biggest question surrounding the minimum wage: does raising the minimum wage harm 

employment?  

 

There is too much information on this question to cover every study that has been done on the 

topic. Instead, I will endeavor to provide an overview of the development of the debate in 

broader terms.  

 

Opponents of raising the minimum wage contend that increasing the cost of human labor will 

cause employers to purchase less of it, reasoning that the economic laws of supply and demand 

apply to labor just as they do to any other good or service. Employers can use less human labor 

by: laying off low-skilled workers; reducing the hours of entry-level employees; cutting 

employee benefits; replacing less-skilled workers with employees that have more education or 

experience; replacing human labor with automation; or limiting their future hiring and 

expansion.   

 

Supporters of raising the minimum wage contend that the evidence indicates that a higher 

minimum wage does not noticeably reduce employment opportunities. In many cases, they 

explain their research by contending that raising the minimum wage will produce an economic 

stimulus as low-wage workers spend more money, and that the resulting increase in jobs will 

outweigh any jobs lost because of the higher wage. Others argue that a higher minimum wage 

will increase workers’ productivity and be good for the business in the long run, or that 

businesses have enough profit to pay for the raises without making any other changes.  

 

Yesterday’s briefing dealt with the unfounded stimulus argument. The argument about higher 

productivity implies that “greedy” business owners don’t know what’s best for them and need to 

be forced to adopt more profitable business practices. While this may be true for a few 

businesses, it seems unlikely to be the case generally. As for profits, a few businesses that 

employ minimum workers (by no means all) likely make enough profit to mathematically afford 

an increase in the minimum wage without taking other mitigating steps. But that doesn’t mean 

that they will respond by simply throwing up their hands and eating the increase, especially if 

employees are unable to produce enough value to offset the increased cost of their employment.  

 

All of this leaves many minimum wage supporters without a clear theoretical explanation for 

why their studies indicate the minimum wage doesn’t kill jobs.  

 

Below is a brief overview of the history and research related to the effect of the minimum wage 

on jobs and employment:  

 

1. Up until 1994, the general economic consensus was that increasing the minimum wage 

would decrease employment of low-wage employees. In 1981, the economists on the 

Congressional Minimum Wage Study Commission concluded that “studies typically find 

that a 10 percent increase in the minimum wage reduces teenage employment by one to 

three percent.”  
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2. In 1994, Princeton economists David Card and Alan Krueger published a study which 

looked at fast food employment following a minimum wage increase in New Jersey. The 

original Card and Krueger study was based on phone interviews with employers, and 

concluded that New Jersey’s increased minimum wage resulted in a 17.6 percent increase 

in employment compared to neighboring Pennsylvania, which did not raise its minimum 

wage. However, two years later, economists David Neumark (University of California-

Irvine) and William Wascher (Federal Reserve) published a paper for the National 

Bureau of Economic Research debunking the Card and Kruger paper. When the Card-

Krueger study was repeated by Neumark and Wascher using actual payroll data for the 

same fast food restaurants, employment among the New Jersey restaurants actually 

declined by 4.6 percent relative to Pennsylvania. Card and Krueger repeated their study 

with different data in 2000 and concluded that the higher minimum wage did not boost 

employment in New Jersey after all. Nevertheless, the original Card-Krueger paper is still 

often cited as proof that the minimum wage does not harm employment.  

3. In 2007, Neumark and Wascher published a review of modern minimum wage studies. 

Two-thirds of the studies concluded that a higher minimum wage had negative 

employment effects, and 85 percent of the studies Neumark and Wascher considered to 

be the most credible pointed to negative employment effects.   

4. Since 2007, about a half dozen economists (including Michael Reich of the University of 

California-Berkeley, Ken Jacobs of UC Berkeley, Sylvia Allegretto of UC Berkley, Arin 

Dube of the University of Massachusetts-Amherst, and William Lester of the University 

of North Carolina) have published a series of studies using a new methodology and 

purport to find that moderate minimum wage increases have no discernable effect on 

employment. This new methodology relied on comparing employment in jurisdictions 

that had increased the minimum wage to employment in neighboring jurisdictions that 

did not.  

5. In 2012, David Neumark, Ian Salas and William Wascher published a paper evaluating 

the methodology of the new minimum wage research and concluding that, "…neither the 

conclusions of these studies nor the methods they use are supported by the data." 

Neumark, Salas and Wascher contend that comparing neighboring jurisdictions often 

results in an apples-to-oranges comparison. For instance, it wouldn’t make sense to 

compare King County (population of 2 million+, 3.3% unemployment) to neighboring 

Kittitas County (population of 42,000, 5.9% unemployment). The economies are too 

dissimilar, and the effects of a higher minimum wage in the city is likely to be obscured 

by its generally strong economy as the region’s urban center. It is more appropriate, they 

argue, to compare jurisdictions based on similarity rather than simply proximity.    

6. In 2014, the Congressional Budget Office reviewed the literature on the minimum wage, 

split the difference between the studies, and concluded that a federal minimum wage of 

$10.10 would eliminate about 500,000 and as many as 1 million jobs nationwide.  

7. It’s also important to bear in mind that there are many ways in which job opportunities 

for low-skilled individuals could decrease following a minimum wage hike that would 

not show up as decreased overall employment.  

a. For instance, in a 2013 study, Jonathan Meer of Texas A&M University and 

Jeremy West of the Massachusetts Institute of Technology argued that, “the 

minimum wage reduces net job growth, primarily through its effect on job 

creation by expanding establishments,” or, in other words, jobs never created.  
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b. Reductions in employee hours or benefits decrease workers’ pay without 

registering as jobs lost. For example, a 2012 paper by Dr. Aaron Yelowitz of the 

University of Kentucky examined San Francisco’s $10.24 minimum wage (as of 

2012) and concluded that every dollar increase in a city’s compensation floor 

causes a 26-hour reduction in the number of hours worked per year by younger 

employees. His paper also argued that every dollar increase in the minimum wage 

boosted unemployment for young workers by 4.5 percentage points and decreases 

their participation in the labor force by two percentage points.  

c. If employers hire more skilled/educated workers over less-skilled/educated 

workers, the total number of jobs may remain the same while still making it 

harder for the least-skilled individuals to find work. As David Neumark, Ian Salas 

and William Wascher explained in a 2012 paper, “The minimum wage can lead 

employers to substitute higher-skilled workers for lower-skilled workers without 

reducing net employment very much.”  

 

Overall, I think the evidence is pretty clear. As common sense would indicate, increasing the cost 

of labor will make it that much harder for the least-skilled, least-educated workers to find 

employment. After all, an employer is not likely to hire someone if they can’t produce enough 

value for the business to offset the cost of paying them. Effectively, the minimum wage 

criminalizes low-skill, entry-level jobs. While there is little disagreement that small increases in 

the minimum wage have moderate consequences, the larger the increase, the larger the 

consequences.  

 

Sources: 

 Charles Brown, Curtis Gilroy, Andrew Kohen, “The Effect of the Minimum Wage on 

Employment and Unemployment,” National Bureau of Economic Research, January 

1982.  

 David Card and Alan Krueger, “Minimum Wages and Employment: A Case Study of the 

Fast-Food Industry in New Jersey and Pennsylvania,” The American Economic Review, 

September 1994. 

 David Neumark and William Wascher, “The Effect of New Jersey’s Minimum Wage 

Increase on Fast Food Employment: A Re-Evaluation Using Payroll Records,” National 

Bureau of Economic Research, August 1995.  

 David Card and Alan Krueger, “Minimum Wages and Employment: A Case Study of the 

Fast-Food Industry in New Jersey and Pennsylvania: Reply,” The American Economic 

Review, December 2000.  

 David Neumark and William Wascher, “Minimum Wages and Employment,” 

Foundations and Trends in Economics, 2007.  

 David Neumark, Ian Salas and William Wascher, “Revisiting the Minimum Wage-

Employment Debate: Throwing Out the Baby with the Bathwater?” Employment Policies 

Institute, September 2012.  

 Congressional Budget Office, “The Effects of a Minimum-Wage Increase on 

Employment and Family Income,” February 2014.  

 Jonathan Meer and Jeremy West, “Effects of the Minimum Wage on Employment 

Dynamics,” National Bureau of Economic Research, December 2013.  
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 Jonathan Meet and Jeremy West, “The Minimum Wage and Employment Dynamics,” 

Private Enterprise Research Center, Texas A&M University, Policy Brief 1301. 

 Aaron Yelowitz, “The Labor Market Effects of Citywide Compensation Floors: Evidence 

from San Francisco and Other ‘Superstar’ Cities,” Employment Policies Institute, 

October 2012.  
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Members of the Tacoma Minimum Wage Task Force, 

 

Traditionally, the intended purpose of raising the minimum wage has been to help low-wage 

workers earn more and alleviate poverty.  

 

While there is some debate as the effect of a higher minimum wage on employment, existing 

research strongly indicates that the minimum wage is woefully ineffective at reducing poverty.  

 

Though certainly some workers will be raised out of poverty following a minimum wage 

increase, others will lose their jobs or see their hours cut. Others will pay more for goods and 

services as prices rise. On net, the minimum wage appears to be a very poor poverty-reduction 

tool.  

 

1. In a 2012 paper, Professor David Neumark of the University of California-Irvine 

provided a succinct summary of the relevant research, writing:  

 

Research for the United States on state minimum wage increases generally fails to find 

evidence that minimum wages help the poor, and sometimes even suggests that minimum 

wages increase the number of poor or low-income families… Thus, the existing research 

literature provides no solid evidence of beneficial distributional effects of minimum 

wages for poor or low-income families on the whole. As a result, there is no basis for 

concluding that minimum wages reduce the proportion of families living in poverty or 

near poverty. Minimum wages do not deliver beneficial distributional effects that might 

offset the negative employment effects they cause. 

 

2. It is difficult to improve upon the overview of this issue provided in a peer-reviewed 

study published in 2010 by Joseph Sabia of American University and Richard Burkhauser 

of Cornell University, so I will simply provide excerpts for your consideration:   

 

While reducing poverty among the working poor is a laudable policy goal, the evidence 

suggests that minimum wage increases have thus far provided little more than symbolic 

support to this population (Card and Krueger 1995; Neumark and Wascher 2002; 

Gundersen and Ziliak 2004; Burkhauser and Sabia 2007; Leigh 2007; Sabia 2008). 

Several explanations have been offered for this finding. Card and Krueger (1995) 

emphasize that minimum wages fail to reduce poverty because many poor Americans do 

not work. Others have argued that even among the working poor, the relationship 

between earning a low hourly wage rate and living in poverty is weak and has become 

weaker over time (Stigler 1946; Burkhauser, Couch, and Glenn 1996; Burkhauser and 

Sabia 2007). Moreover, even among affected workers, there is strong evidence that 

increases in the minimum wage reduce the employment of low-skilled workers (Neumark 

and Wascher 2008). While an increase in the minimum wage will lift out of poverty the 

families of some low-skilled workers who remain employed, other low-skilled workers 

will lose their jobs or have their hours significantly cut, reducing their income and 

dropping their families into poverty (Neumark and Wascher 2002; Neumark, Schweitzer, 

and Wascher 2004, 2005; Sabia 2008). 
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… We find no evidence that minimum wage increases between 2003 and 2007 lowered 

state poverty rates. Moreover, we find that the newly proposed federal minimum wage 

increase from $7.25 to $9.50 per hour, like the last increase from $5.15 to $7.25 per 

hour, is not well targeted to the working poor. 

 

…We estimate that nearly 1.3 million jobs will be lost if the federal minimum wage is 

increased to $9.50 per hour, including 168,000 jobs currently held by the working poor… 

We conclude that further increases in the minimum wage will do little to reduce poverty... 

 

When calculating the effect of the minimum wage on poverty, many studies try to take 

into account the reduced employment of low-skilled workers. However, as Sabia and 

Burkhauser point out, even when operating under the “optimistic assumption” that a 

higher minimum wage does not harm employment, significant research has shown that, 

“…workers living in poor households received few of the benefits of past minimum wage 

increases because their hourly wages were already greater than the proposed state or 

federal minimum wages. Instead, most of the benefits went to second or third earners 

living in households well above the poverty line.”  

 

Stating the obvious, Sabia and Burkhauser note that, “One important critique of these 

simulations is that they overstate the benefits of minimum wages to the working poor 

because they ignore employment effects.”  

 

In other words, significant research has shown that even under a best-case scenario in 

which raising the minimum wage has no negative effect on employment, studies still 

show that it does little to help alleviate poverty.  

 

3. Sabia and Burkhauser’s research has been confirmed by a very recent study, published in 

April, by Thomas MaCurdy of Stanford University (a copy of the study is attached). As a 

side note, I strongly recommend reading the introduction to his paper. It provides a 

relatively short and accessible outline of the debate over the minimum wage before 

getting into the technical details of his study.  

 

For the purposes of argument, MaCurdy’s study assumed that increasing the minimum 

wage would not reduce employment and that businesses would pay for the higher labor 

costs entirely through price increases. Again, for the purposes of argument, MaCurdy 

also assumes that the price increases will not decrease demand for goods and services. 

MaCurdy recognizes that neither of these assumptions is accurate, but makes them in 

order to examine the “distributional effects” of a higher minimum wage; put simply, how 

low-income vs. high-income households would be affected.  

 

Even under this incredibly favorable scenario, MaCurdy finds that the minimum wage is 

“an ineffectual antipoverty policy.” From his conclusion: 

 

Whereas fewer than one in four low-income families benefit from a minimum wage 

increase of the sort adopted in 1996, all low-income families pay for this increase 
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through higher prices, rendering three in four low-income families as net losers. 

Meanwhile, many higher-income families are net winners…  

 

Because price increases hit low-income households the hardest and many low-income 

households do not benefit from a higher minimum wage, MaCurdy describes the 

minimum wage as “more regressive than a typical state sales tax,” concluding that:  

 

Far more poor families suffer reductions in resources than those who gain, and as many 

rich families gain as poor families. These income transfer properties of the minimum 

wage reveal it to be an ineffectual antipoverty policy. 

 

4. Even David Card and Alan Krueger (authors of the first study claiming the minimum 

wage didn’t reduce employment) have described the minimum wage as “blunt 

instrument” for increasing the income of the poor, and note that the effect of minimum 

wages on the overall poverty rate is “statistically undetectable.” Their primary 

explanation is that most individuals in poverty do not have jobs, and therefore will not 

benefit from a higher minimum wage.  

 

While it is easy to “see” the happy worker who gets a pay bump following a minimum wage 

hike, we must not forget about the essentially invisible poor family that has to pay more for food, 

or the entry-level employee who has his hours cut as employers respond to higher costs.   

 

Sources: 

 David Neumark, “Should Missouri Raise its Minimum Wage?” Show-Me Institute, 

September 2012.  

 Joseph Sabia and Richard Burkhauser, “Minimum Wages and Poverty: Will a $9.50 

 Federal Minimum Wage Really Help the Working Poor?” Southern Economic Journal, 

2010.  

 Thomas MaCurdy, “How Effective Is the Minimum Wage at Supporting the Poor?” 

Journal of Political Economy, April 2015.  

 David Card and Alan Krueger, “Myth and Measurement: The New Economics of the 

Minimum Wage,” Princeton University Press, 1995.  
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Members of the Tacoma Minimum Wage Task Force, 

 

Many advocates of raising the minimum wage point to Washington State as an example that a 

higher minimum wage is good for the economy. Since voters passed Initiative 688 in 1998, 

Washington has had the highest state-level minimum wage in the country. The initiative also 

required the minimum wage to increase annually to account for inflation.  

 

Yet, at the same time, unemployment and poverty typically lag the national average, while job 

growth often exceeds the national average. Surely, minimum wage supporters argue, this must 

mean that the high minimum wage has been good for Washington’s economy.  

 

As you may have guessed, however, there are some big problems with this line of argument. For 

starters, correlation does not prove causation. In other words, just because two phenomenon are 

true at the same time (Washington has the highest state minimum wage and low unemployment) 

does not mean that one caused the other. It could quite possibly be true that Washington’s high 

minimum wage has harmed job growth for certain workers while the overall state economy 

remained exceptionally healthy.  

 

So has Washington’s high minimum wage helped the economy or not? Washington’s minimum 

wage law has been on the books for over 15 years now, which allows us to examine several 

trends over a long time period. The information below is taken from a Freedom Foundation 

report (attached) on the minimum wage. Please reference the report for sources and data 

citations.   

 

1. Poverty 

 

While the intent of I-688 may have been to decrease poverty, it appears to have accomplished 

little. The chart below tracks the changes in how a Washington minimum wage workers’ full-

time annual salary stacks up against the poverty threshold.  
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Key Points: 

 When I-688 was passed in 1998, full-time minimum wage workers earned 126 percent of 

the poverty threshold. A worker with any dependents fell below the poverty line. Single, 

full-time minimum wage workers supporting two children under 18 earned 82 percent of 

the poverty threshold.  

 Sixteen years later, in 2014, full-time minimum wage workers earned 157 percent of the 

poverty threshold and workers with two children earned 102 percent of the poverty line.  

 

Despite I-688’s dramatic increase in the minimum wage compared to the poverty threshold, and 

despite the fact that Washington had the nation’s highest minimum wage, the state poverty rate 

(the percentage of Washington residents living below the poverty threshold) changed little 

relative to the national poverty rate.  
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Key Points: 

 The state poverty rate has historically trailed the national rate, even prior to the passage 

of I-688 in 1998.  

 The only time that Washington’s poverty rate exceeded the national rate was in 2003, 

following four years of increases in the poverty rate that began the year I-688 took effect.  

 The average state poverty rate for the 15 years preceding passage of I-688 (1984-1998) 

was 10.7 percent. The average national poverty rate for the same period was 13.8 percent. 

The average state poverty rate for the 15 years following passage of I-688 (1999-2013) 

was 10.9 percent, a slight increase, while the national poverty rate for the same period 

was 13.1 percent, a slight decrease.  

 

All other things being equal, minimum wage supporters would expect the poverty rate to 

decrease when the minimum wage increases. Despite the fact that Washington’s minimum wage 

rose substantially in the years since 1998, there was no noticeable change in the state poverty 

rate.  

 

However, even this data is only correlative. There are two possible interpretations of the data: (1) 

The minimum wage increase was ineffective at decreasing poverty, or (2) it did reduce poverty 

beginning in 1998 but other factors at the same time began to increase poverty, canceling out the 

anti-poverty effect of the higher minimum wage.   

 

2. Employment 

 

Minimum wage advocates like to point out that the total number of restaurant jobs increased in 

Washington following passage of I-688 (restaurant jobs are often cited as typical minimum wage 

jobs). However, a closer look indicates that the growth rate for these jobs slowed dramatically, 

especially when compared to Washington population and overall jobs growth.  
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Key Points: 

 Washington’s share of total U.S. accommodation and food service industry jobs (mainly 

hotels and restaurants) exceeded Washington’s share of total U.S. nonfarm employment 

and total U.S. population every year from 1990 until implementation of I-688 in 1999.  

 Since the passage of I-688, Washington’s share of total accommodation and food service 

jobs has substantially declined, even while the state’s share of the nation’s population and 

total jobs have steadily increased.  

 When voters passed I-688 in 1998, Washington had 2.09 percent of the nation’s 

population, 2.08 percent of the nation’s jobs and 2.10 percent of the nation’s 

accommodation and food service jobs. As of 2014, Washington’s share of the population 

had increased to 2.21 percent, its share of the nation’s jobs had increased to 2.21 percent, 

while its share of total U.S. accommodation and food services jobs had declined to 1.98 

percent.  

 While Washington’s share of the nation’s population increased by 5.7 percent since 

passage of I-688 in 1998, and its share of total U.S. jobs increased by 6.3 percent, the 

state’s share of U.S. accommodation and food services jobs fell by 5.7 percent.  

 

Again, since the data is correlative, there are two possible interpretations: (1) Washington’s high 

minimum wage dramatically slowed job growth in low-wage sectors like hotels and restaurants, 

or (2) some other policy or economic change unique to Washington took effect at the same time 

the minimum wage was increased and caused the decline in jobs growth.   

 

3. Unemployment 
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While the sky has not fallen in on Washington’s robust economy since passage of I-688, job 

prospects for the least-skilled and least-educated workers have certainly declined. The chart 

below compares Washington’s teen unemployment rate to the national rate before and after 

passage of I-688.   

 

 
 

Key Points: 

 For the 15 years preceding the implementation of I-688 (1984-1998), teen unemployment 

in Washington generally followed national trends, with Washington’s teen 

unemployment rate higher than the national rate in 10 out of 15 years. The worst year in 

the period for Washington teens occurred in 1986, when the state’s teen unemployment 

rate was 4.7 percentage points higher than the national rate.  

 Washington’s teen unemployment rate has surpassed the national rate every year since 

the passage of I-688. At the peak of the recession in 2010, Washington’s teenage 

unemployment rate was 8.2 points higher than the unemployment rate for teens 

nationwide. 

 

This correlative data means either: (1) the increase in Washington’s minimum wage dramatically 

reduced job prospects for teens or (2) some other policy or economic change unique to 

Washington took place at the same time the minimum wage law was passed and is responsible 

for raising the unemployment rate for teens.  

 

Conclusion 

 

While the information presented above is purely correlative, it is impressive how directly the 

observed changes in Washington’s economy after passage of I-688 align with the projections of 

minimum wage skeptics. Just as significant is the lack of any indication that enacting the nation’s 
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highest minimum wage produced the gains promised by labor activists in any measurable or 

lasting way.  

 

At the time, supporters of I-688 claimed that raising the minimum wage and indexing it to 

inflation would end poverty wage jobs and depoliticize the issue in the future. The very fact that 

Tacoma and the state are again embroiled in debates about whether to again raise the minimum 

wage speaks to the ineffectiveness of prior efforts.  
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Members of the Tacoma Minimum Wage Task Force, 

 

As a final note, I wanted to pass on a summary of a recent study that I came across this week.  

 

In November, economists Jeffrey Clemens and Michael Wither of the University of California-

San Diego released a study which took a new approach to examining the effect of the minimum 

wage on employment.  

 

They used data sources that allowed them to track the earnings of individual low-skilled workers 

prior to and through the increase in the federal minimum wage from $5.15 to $7.25 between 

2007 and 2009. Studies typically only examine industries or demographic groups that tend to 

have a higher concentration of low-skilled workers, rather than analyzing specific individuals.   

 

As the authors explain,  

 

Past work focuses primarily on the minimum wage’s effects on particular demographic 

groups, such as teenagers, and/or specific industries, like food service and retail. While 

minimum and sub-minimum wage workers are disproportionately represented among 

these groups, both are selected snapshots of the relevant population. Furthermore, it is 

primarily low skilled adults, rather than teenage dependents, who are the intended 

beneficiaries of anti-poverty efforts. Assessing the minimum wage from an anti-poverty 

perspective thus requires characterizing its effects on the broader population of low-

skilled workers, which we are able to do. 

 

Among their many findings, Clemans and Wither conclude: 

 

 “Increases in the minimum wage significantly reduced the employment of low-skilled 

workers. By the second year following the $7.25 minimum’s implementation, we 

estimate that targeted workers’ employment rates had fallen by 6 percentage points (8 

percent).”  

 “In addition to reducing employment, we find that binding minimum wage increases 

increased the likelihood that targeted individuals work without pay (by 2 percentage 

points or 12 percent). This novel effect is concentrated among individuals with at least 

some college education. We take this as suggestive that such workers’ entry level jobs are 

relatively readily posted as [unpaid] internships. For low-skilled, low-education workers, 

the entire change in the probability of having no earnings comes through 

unemployment.” 

 “We estimate that binding minimum wage increases reduced the average monthly income 

of low-skilled workers by $97 in the short-run and $153 in the medium-run.” 

 “The effect of binding minimum wage increases on the incidence of poverty was 

statistically indistinguishable from 0.” 

 “Binding minimum wage increases reduced the medium-run class mobility of low-skilled 

workers. Such workers became significantly less likely to rise to the lower middle class 

earnings threshold of $1500 per month. The reduction was particularly large for low-

skilled workers with relatively little education… It appears that binding minimum wage 

increases blunted these workers’ prospects for medium-run economic mobility by 
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reducing their short-run access to opportunities for accumulating experience and 

developing skills. This period’s minimum wage increases may thus have made the first 

rung on the earnings ladder more difficult for low-skilled workers to reach.” 

 “Our best estimate is that this period’s minimum wage increases resulted in a 0.7 

percentage point decline in the national employment-to-population ratio for adults aged 

16 to 64. This accounts for 14 percent of the total decline in the employment-to 

population ratio over this time period.” 

 

I have attached copies of the previous briefings for your reference.  

 

Please feel free to contact me with any thoughts or questions you may have.  
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