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All views expressed here are my own and not necessarily 

those of anyone else associated with the Federal Reserve. 
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Minimum Wages are Back in the Public Eye 

 Proposals to increase federal minimum wage from $7.25 to 

$10.10 or even higher.  

 Absent action at the federal level, numerous states have taken 

steps to raise or are considering raising their own minimum 

wages. 

– As of July 2015, 29 states and D.C. have a minimum wage 

that is above the federal level, ranging from $7.50 to $10.50. 

– And some (like Missouri) have indexed the minimum wage to 

inflation. 

 Increasing efforts to raise minimum wages at the city level 

(including in St. Louis).  

– Nearly two dozen have done so, with minimum wages in 

some as high as $15.00 (SeaTac; San Francisco by 2018).  
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Current Minimum Wage Levels 
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Federal and Effective Minimum Wage 
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And They are Popular 

 

 

 

 Is this popularity justified?   

 In particular, what do minimum wages do? 
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Outline of Today’s Presentation 

 I’ll begin with a bit of historical perspective on the minimum 

wage 

 Then I want to address three basic questions: 

– Do minimum wages affect employment? 

– Do minimum wages help the poor? 

– What are the long-run effects of a higher minimum wage? 

 Finally, I’ll talk briefly about some of the current proposals.  

 Much of what I’ll say is based on joint research with David 

Neumark at UC-Irvine. 
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History of the U.S. Minimum Wage 

 Minimum wages first implemented at the state level in the 

United States in the early 1900s. 

– Supporters viewed them as a way to confront the 

proliferation of “sweatshops” and to raise standards of 

living for individuals with weak bargaining power.  

– Opponents argued that laws requiring that workers be paid a 

wage higher than warranted by their productivity would 

cause firms to reduce staffing levels. 

– These laws tended to cover only women and children and 

were weakly enforced. 
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History of the U.S. Minimum Wage 

 Federal minimum wage was established in 1938 as part of the 

Fair Labor Standards Act. 

– Was intended to combat high unemployment by raising 

household purchasing power and thus stimulating 

consumer spending.  

– Over time, the emphasis on macro effects dissipated and 

emphasis shifted back towards the potential benefits for 

low-wage workers and poor families. 

– Considerable debate among economists over whether it 

would do so, with opponents again emphasizing the effects 

of a higher wage floor on employment. 
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History of the U.S. Minimum Wage 

 Despite this discord among economists, Congress significantly 

expanded coverage of the minimum wage and its level during 

the 1960s and 1970s  

 Ongoing political debate led the Congress in 1977 to create the 

Minimum Wage Study Commission to “help it resolve the many 

controversial issues that have surrounded the federal minimum 

wage and overtime requirement since their origin in the Fair 

Labor Standards Act of 1938” 
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Does the Minimum Wage Affect Employment? 

 Standard competitive model of the labor market predicts that an 

increase in the minimum wage will reduce employment of low-

wage workers 

– Substitution effect:  A higher minimum wage will lead 

employers to use less of the now-more-expensive labor and 

more of other inputs. 

– Scale effect:  Higher costs pushes up prices of the products 

that firms produce with minimum wage labor, which will 

reduce the demand for those products. 

 However, there are other models of the labor market (e.g., 

monopsony) that don’t make such a prediction. 
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Does the Minimum Wage Affect Employment? 

 Report published in 1981: “the most exhaustive inquiry ever 

undertaken into the issues surrounding the (Fair Labor 

Standards) Act since its inception.”  

– “Time-series studies typically find that a 10 percent increase 

in the minimum wage reduces teenage employment by one 

to three percent.” 

• “Elasticity” of −0.1 to −0.3. 

– This range of estimates was at the time described as the 

“consensus view” of economists. 
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Limitations of Earlier Research 

 Goal in policy research is always to construct a 

“counterfactual” 

– We observe what happened when the minimum wage 

increased; we need to compare this to an estimate of what 

would have happened had the minimum wage not increased.  

– Difficult challenge in time-series data 

• Policy variation is federal only (level and coverage). 

• Changes are relatively infrequent and the effects are 

often difficult to distinguish from other aggregate 

changes. 
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The “New Minimum Wage Research” 

 Stemmed from proliferation of state minimum wages in late 
1980s as federal minimum wage stagnated. 

 The “consensus” broke down, in two senses:  

– More estimates pointing to no employment effects or 
positive effects 

– More disparity in economists’ (and policymakers’) summary 
views of the evidence  

 In 2008, David Neumark and I published a book that attempted 
to summarize what this large (and still growing literature) 
actually says. 
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Our Take on the Literature 

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

 By our reckoning, nearly two-thirds give a relatively consistent 
indication of negative employment effects of minimum wages. 

– We highlight 20 studies that we view as providing more credible 
evidence, and 16 (80 percent) of these point to negative 
employment effects. 

– When researchers focus on the least-skilled groups most likely 
to be adversely affected by minimum wages, the evidence of 
disemployment effects for these groups is particularly strong. 

• Points to labor-labor substitution within low-skill groups, so 
minimum wages may harm least-skilled workers more than 
is suggested by the net disemployment effects estimated in 
many studies. 

• Effects often occur with a lag. 
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Newer Evidence 

 Research that has been undertaken since our review has yet to 

settle the issue. 

– There are some studies that find no evidence of minimum 

wage effects on employment (e.g., Dube, Lester, and Reich, 

2010; Giuliano, 2013).  

– And there are others that find noticeable disemployment 

effects on low-skilled workers (e.g., Meer and West, 2015; 

Clemens and Wither, 2014).  
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Newer Evidence 

 A 2014 report by the Congressional Budget Office concludes 

the following: 

– Existing body of research suggests that an increase in the 

federal minimum wage to $10.10 per hour “would reduce 

total employment by about 500,000 workers.” 

– However, the standard error around that estimate is wide, 

with “about a two-thirds chance that  the effects would be in 

the range between a very slight reduction in employment 

and a reduction in employment of 1.0 million workers.”  
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So What Can We Say? 

 Clearly incorrect to assert either: 

– There is no research basis for concluding that there are 

disemployment effects of minimum wages for those with low 

skills. 

– The research literature fails to provide a relatively clear 

indication of such disemployment effects. 

 In our view, the preponderance of evidence continues to point 

to disemployment effects (Neumark and Wascher, 2014). 
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Do Minimum Wages Help the Poor? 

 Conclusion that the minimum wage reduces employment of 
less-skilled individuals does not imply that a higher minimum 
wage is bad policy. 

– There may be distributional effects that society views as 
beneficial. 

– If there are disemployment (or hours) effects, then the 
question becomes: 

• Who are the “winners” or “losers” from an increase in 
the minimum wage?  

 This is an important question because one of the stated goals 
of minimum wage policy is to help low-income families. 
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Characteristics of Minimum Wage Workers 

 

By age:     

Total 16+    100%  

     16-24    56.2% 

 16-19    28.8% 

      25+    43.8% 

---------------------------------------------------------- 

By sex: 

Men     41.1% 

Women    58.9% 
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Characteristics of Minimum Wage Workers 

 

By race and Hispanic origin:     

White     71.0%  

Black     20.5% 

Hispanic origin   19.8% 

---------------------------------------------------------- 

By full- and part-time status: 

Full-time workers   29.7% 

Part-time workers   70.1% 

   

    

 



  
21  

Characteristics of Minimum Wage Workers 
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Evidence from Research 

 Evidence mixed, but most studies find little effect of 

minimum wages on poverty (in either direction). 

– “the combined evidence is best summarized as 

indicating that an increase in the minimum wage 

largely results in a redistribution of income among 

low-income families, with some gaining as a result 

of the higher minimum wage and others losing as 

a result of diminished employment opportunities 

or reduced hours”  (Neumark and Wascher, 2008) 
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Longer-run Effects 

 Substitution of capital for low-wage labor takes time, 

so employment effects tend to be larger in the longer 

run -- e.g., customer self-order kiosks at fast-food 

restaurants (Sorkin, 2015). 

– Also evidence that some of this occurs through 

firm exit and entry (Aaronson et al., 2015)  

 Evidence suggest that higher minimum wages 

reduce human capital accumulation – lower 

educational attainment and lower on-the-job training. 

 Reducing entry-level job opportunities for youths 

may have longer-lasting effects on their future 

earnings. 
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Current Proposals 

 Raise federal minimum wage to $10.10 per hour.  

– CBO: expected loss of about 500,000 jobs and 

modest positive effect on the income of 

households below the poverty line. 

 Various proposals to raise state- or city-specific 

minimum wages to $15.00. 

– Would represent a much larger increase than 

historical experience, which makes effects more 

uncertain  

– Effects likely to be larger where market wage is 

lower (Puerto Rico’s experience with the federal 

minimum wage is a cautionary tale – ratio of 

federal minimum to their median wage is 0.77.) 
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The “bite” of the minimum wage 

 

 

Ratio of MW to median hourly wage 

(selected cities) 

Current If MW=$15 

United States 0.47 0.88 

San Francisco 0.48 0.59 

Washington DC 0.43 0.61 

Boston 0.38 0.63 

Seattle 0.49 0.67 

New York 0.40 0.69 

Chicago 0.55 0.82 

Los Angeles 0.49 0.82 

Kansas City 0.43 0.85 

St. Louis 0.44 0.87 

Las Vegas 0.52 0.94 

Miami 0.54 1.00 
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Summary 

 Minimum wages tend to reduce employment. 

 They are not well targeted towards the people they 

are intended to help and thus tend to have little effect 

on poverty. 

 In contrast, research suggests that the EITC—which 

targets poor families and encourages work—has 

more favorable distributional effects. 

 

 

 


