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Foreword

America’s cities have traditionally pursued new development by
providing a variety of economic incentives or subsidies to developers,
investors, and landowners. Proponents of these subsidies argue that jobs
and taxes stemming from the new growth more than compensate for the
subsidy. However, in recent years, some city officials (influenced by
labor and community organizations) have moved beyond the subject of
job growth and have expressed concern about the adequacy of wages for
those already employed.

The challenges facing a working-poor family in urban America are
well documented, including housing availability and costs, health care,
child care, and transportation. Thus, the concern in many cases has
begun to focus on the quality of life among those at the lower end of the
income distribution rather than on creating more jobs. National and
state minimum wage laws are often viewed as too modest in their
compensation, and thus various voices have called for a “living wage”
that reflects the reality of living and working in today’s urban centers.

In this study, Professor David Neumark, a visiting fellow at PPIC in
2001, takes a close look at living wage ordinances across the United
States, assessing their effects on wage and employment levels of the urban
poor and on urban poverty. Nationwide, some 40 cities and a number of
other jurisdictions have passed living wage ordinances. These ordinances
mandate that certain businesses, generally those under contract with the
city, pay employees a wage high enough to lift their families out of
poverty. Indeed, among the cities studied, Neumark finds that living
wages have a substantial effect on the wages of workers at the bottom of
the scale—and the broader the scope of coverage, the more likely lower-
wage workers will be positively affected.

However, as we might expect, he finds a tradeoff between wages and
employment. Although living wage laws raise the wages of the urban
poor who hold jobs, they also appear to reduce employment levels at the
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low end of the wage distribution. Once again, targeting subsidy
programs is the toughest part of program design. The good news is that
Neumark finds that despite individual worker differences, living wages
reduce the likelihood that families live in poverty.

One surprising element in this analysis is that Neumark finds sizable
wage gains among unionized municipal workers in cities that implement
living wage ordinances covering city contractors. He suggests that living
wage laws may reduce the incentives for cities to contract out work that
would otherwise be done by municipal employees, thus increasing the
bargaining power of municipal unions and leading to higher wages.
Certainly this would help explain why labor unions—especially those
representing municipal workers—are particularly active in the movement
to pass living wage ordinances.

It should be noted that although this study finds that living wages
may provide some assistance to the urban poor, it does not compare the
effectiveness of living wages to other poverty-reduction policies, such as
the earned income tax credit, and Neumark observes that policymakers
should weigh such alternatives when considering whether to implement a
living wage ordinance.

It should also be noted that the summary of this report is written for
a lay audience and read alone is sufficient to understand the study’s
major findings. The body of the report (in particular Chapters 5
through 8) is more technical and is designed to provide the policy
specialist and researcher with a detailed description of the methodology
and analysis involved in the study. Together they provide an incisive,
first-time empirical assessment of the mechanisms and effects of living
wage ordinances.

David W. Lyon
President and CEO
Public Policy Institute of California



Summary

Since December 1994, many cities in the United States have passed
living wage ordinances. These ordinances typically mandate that
businesses under contract with the city, or in some cases receiving
assistance from the city (such as subsidies, grants, or tax abatements),
must pay their workers a wage sufficient to support a family financially.
Baltimore was the first city to pass such legislation, and nearly 40 cities
and a number of other jurisdictions have followed suit. Although living
wage laws have become popular nationally, California has to some extent
been at the forefront of the living wage movement. Four major
California cities (Los Angeles, Oakland, San Francisco, and San Jose)
have living wage laws on the books, as do six smaller cities (Berkeley,
Hayward, Pasadena, San Fernando, Santa Cruz, and West Hollywood).
In addition, campaigns to pass living wages are ongoing in other
California cities.

The living wage laws in these California cities help to highlight the
prominent features of living wage laws nationwide. First, all living wage
ordinances feature a minimum wage floor that is higher—and often
much higher—than the traditional minimum wages set by state and
federal legislation. For example, the current minimum wage in
California is $5.75, but living wages range from a low of $7.25 in
Pasadena and San Fernando, to $7.69 in Los Angeles, to $9.00 in San
Francisco, and to a high of $11.00 in Santa Cruz. Second, living wage
laws frequently link the wage floor to a poverty threshold, for example,
requiring a wage that would raise a family of four with one full-time
worker to the poverty level. Third, coverage by living wage ordinances is
far from universal. The most common coverage—and also the most
narrow—is restricted to companies under contract with the city. Some
living wage laws also impose the wage on companies receiving business
assistance from the city. The least common coverage is that imposed by
cities on themselves to cover city employees. Regardless, this narrower



coverage contrasts with minimum wage laws, which cover nearly all
workers. Thus, living wage laws impose high wage floors, have an
antipoverty objective that is often reflected in the choice of the wage
floor, and often apply to what may constitute a relatively narrow group
of workers.

To date, there has been no systematic analysis of the actual effects of
living wages on the expected beneficiaries—low-wage workers and lower-
income families. Given the fact that a large number of cities have passed
living wage laws recently and that campaigns for such laws are under way
in many other cities, this is an opportune time to analyze the effects of
these laws.

The goal of this monograph is to present such an analysis. Although
living wage laws have been adopted in many California cities, the
empirical research in this monograph relies on information from living
wage laws across the United States, although some attention is given to
whether these results also apply to California specifically. The
monograph begins by providing some necessary background, in
particular (1) describing the evolution of living wage laws in the United
States, (2) discussing what economic theory predicts about the effects of
living wage laws, and (3) reviewing what we know about the effects of
living wage laws from past research on living wages and minimum wages.

The monograph then turns to new research that addresses a broad-
ranging set of questions intended to make a significant start on
developing a fuller understanding of living wages. In particular, it aims
to provide evidence relevant to (1) understanding how living wage laws
work and how policy analysts can study their effects, (2) assessing
whether living wages achieve their primary policy goal, and (3)
understanding the incentives of actors in the economic and political
arena to push for living wage laws, and in so doing, asking whether
workers other than the intended beneficiaries gain from living wages.
Specifically, the following questions are addressed:

* Do living wage laws actually raise wages for at least some low-
wage workers? Are living wage laws sufficiently broad and
enforced strongly enough to have effects that can be detected in
the data available to policy analysts?
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* Do living wage laws achieve their stated policy objective of
improving economic outcomes for low-wage workers and low-
income families? Are wage gains for low-wage workers offset by
reductions in employment or in hours worked? Do living wage
laws reduce urban poverty?

*  Given the stated antipoverty goal of living wage campaigns, why
do the laws frequently narrowly restrict coverage to city
contractors, rather than imposing wage floors for broad groups
of workers? Could one contributing factor be that living wage
laws when applied to city contractors reduce the incentives of
city governments to privatize, hence strengthening the hand of
municipal unions and bringing wage gains to unionized
municipal workers, so that there is a potentially powerful
constituency for living wage laws that may fall short of the
breadth needed to have an effect on poverty?

The goal of the empirical research is to reveal the causal effects of
living wage laws. But these (and other) laws are not adopted in a
vacuum. Thus, the research strategy must try to sort out causal effects
from relationships between outcomes and living wages that arise because
of where and when living wage laws are adopted. For example, if living
wage laws are adopted where labor markets for low-skill individuals are
strong, or where state-level policies encourage work among low-skill
individuals, the effects of living wage laws may appear to be more
beneficial than they in fact are. As a consequence, the empirical analysis
of living wage laws employs a variety of strategies meant to assess whether
there are alternative explanations for the relationships found between
living wages, on the one hand, and wages, employment, and poverty, on
the other. For example, the basic strategy relies on comparing changes in
outcomes in cities that did and did not pass living wage laws, to avoid the
possibility that living wage laws were adopted in cities in which low-skill
individuals on average fare better (or worse). And embellishments of this
strategy allow for living wage and non-living wage cities to have different
underlying trends in outcomes for low-skill workers, inferring a causal
effect only from a break in the trend. Based on the full set of empirical
analyses, the following principal findings emerge.
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First, there are sizable positive effects of living wage ordinances on
the wages of low-wage workers in the cities in which these ordinances are
enacted. In particular, the estimates indicate that a 50 percent increase
in the living wage (over the minimum wage) would, over the course of a
year, raise average wages for workers in the bottom tenth of the wage
distribution by 3.5 percent. As an example, for workers otherwise
earning the minimum wage in California of $5.75 (in 2000), this
represents an average raise of 20 cents per hour. This may appear to be a
small increase, but it is an average wage increase experienced by low-wage
workers, whereas the actual effect would most likely be a much larger
increase concentrated on fewer workers.

In fact, this average increase is larger than would be expected based
on the limited coverage of city contractors by the most common type of
living wage law. The larger wage effects are generated in cities in which
coverage of living wage laws is more broad—specifically, in cities that
also impose living wages on employers receiving business assistance from
the city—and in these cities the effects of living wage laws are about 50
percent larger than the effects cited above. Thus, existing analyses of the
likely effects of living wage laws based on narrow coverage and ignoring
business assistance provisions may be quite misleading, and it may be
appropriate to think of at least some living wage ordinances—in
particular those with business assistance provisions—as operating
considerably more broadly than wage floors imposed on city contractors.

Second, although living wage laws raise the wages of low-wage
workers, they also appear to reduce employment among the affected
workers. In particular, the estimates indicate that a 50 percent increase
in the living wage would reduce the employment rate for workers in the
bottom tenth of the skill distribution (or equivalently, of the predicted
wage distribution) by 7 percent, or 2.8 percentage points. Paralleling the
results for wages, the evidence of disemployment effects is stronger for
broader business assistance living wage laws. These disemployment
effects offset to some extent the positive effects of living wage laws on the
wages of low-wage workers, pointing to the tradeoff between wages and
employment that economic theory would predict. However, the
evidence of disemployment effects is statistically weaker.
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Third, although economic theory offers some guidance as to
expected tradeoffs between employment and higher mandated wage
floors, it makes no predictions regarding the effects of living wage laws
on family incomes or poverty. The effects ultimately depend on the
family incomes of workers who experience wage gains and those whose
employment is reduced. The evidence indicates, however, that the
broader business assistance living wage ordinances—which raise wages
but at the cost of some disemployment—may moderately reduce urban
poverty. The best estimates imply that a 50 percent increase in the living
wage would reduce the poverty rate by 1.8 percentage points. Such
estimates are not inconsistent with the apparently small wage effects
noted above. No one is claiming that living wages lift a family from well
below the poverty line to well above it. But living wages may help nudge
it over the poverty line. A 20 cent increase in hourly wages translates
into $400 of income over the course of the year for a full-time worker.
And this is an average effect; the more likely scenario is larger gains
concentrated on fewer workers and families. Thus, even coupled with
some employment reductions, it is possible that living wages lift a
detectable number of families above the poverty line.

Fourth, the evidence points to sizable wage gains for unionized
municipal workers when narrow living wage laws covering city
contractors are implemented. This evidence is consistent with living
wage laws reducing the incentives for cities to contract out work that
would otherwise be done by municipal employees, which in turn would
be expected to increase the bargaining power of municipal unions and
lead to higher wages. As further indirect evidence, labor unions—
especially those representing municipal workers—are very active in the
movement to pass living wage laws. These findings suggest that a partial
explanation of the frequently narrow coverage of living wage laws is that
such narrow laws—even if they fail to deliver benefits to low-wage
workers or low-income families—benefit unionized municipal workers.

Opverall, the combined evidence suggests that the cup is either half
full or half empty, depending on one’s point of view. Policymakers—
whatever their own view of the merits of living wage laws—ought to be
encouraged by the finding that living wage laws have their most “direct”
intended consequence—raising the wages of low-wage workers.



Economists who put stock in standard economic theory may take some
comfort in the finding that wage increases engineered by living wage
laws—whatever their other benefits—do lead to some of the predicted
tradeoffs in the form of lower employment. Advocates of living wages
should be heartened by the results indicating that living wage laws may
reduce urban poverty. And finally, those who are skeptical regarding
some of the motivations behind unions’ support for living wages may
find their skepticism reinforced by the evidence that unionized municipal
workers reap gains from living wages.

Note, however, that none of these conclusions are necessarily in
conflict. Living wage laws can in principle engender some employment
losses but, coupled with wage increases and depending on the magnitude
and incidence of each of these effects, can also help the poor. And
higher-wage unionized municipal workers can gain at the same time that
low-income families gain.

A cautious reading of the evidence, then, suggests that, on net, living
wages may provide some assistance to the urban poor. This may dispel
fears that living wage laws have the unintended effect of increasing urban
poverty, but it does not necessarily imply that living wages constitute the
best means of helping the urban poor. Policymakers contemplating
implementing living wage laws, and policy analysts assessing living wage
laws, should give due consideration to comparisons among alternative
methods of reducing poverty, such as the Earned Income Tax Credit.

Finally, it is important to emphasize that information on the effects
of living wages on low-wage workers and low-income families is only one
input—although a crucial one—in providing an overall assessment of
living wage policies. Aside from these effects, policymakers should be
interested in a number of issues, including the effects of living wages on
municipal budgets; on the extent to which higher labor costs are
absorbed by contractors or passed through to cities; on taxes, property
values, and local economic development; on the provision of city services,
stemming from budgetary considerations or the effect of living wages on
productivity; on compliance and enforcement; on equity effects
(including their effect on women and minorities); and on overall
economic welfare. Thus, in and of itself, the evidence presented in this



monograph does not lead to a concrete policy recommendation regarding
living wages.

However, by finding some evidence that living wages do have a
positive effect on wages at the bottom end of the wage distribution and
also may lead to modest poverty reductions (despite some employment
loss), the monograph suggests that at least some of the claims of living
wage advocates are borne out in the data. This suggests that other
potential costs and benefits of living wages should be explored to arrive at
an overall assessment of the policy, recognizing that the evaluation may
well differ depending on the local economy and the specific law
considered. Only with a full accounting of the costs and benefits will
policymakers, employer organizations, labor unions, and voters be in a
position to make informed judgments regarding the merits of this
increasingly popular policy innovation.
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1. Introduction

Since December 1994, many cities in the United States have passed
living wage ordinances. These ordinances typically mandate that businesses
under contract with the city, or in some cases receiving assistance from the
city, must pay their workers a wage sufficient to support a family
financially. Baltimore was the first city to pass such legislation, and nearly
40 cities and a number of other jurisdictions have followed suit. Given the
increasing popularity of this policy innovation, an empirical investigation
of the effects of living wages is in order, so that we may objectively evaluate
the claims of beneficial effects presented by advocates of these ordinances
and the claims of adverse effects issued by their opponents.

Descriptions of Living Wage Laws

Although living wage laws have become popular nationally,
California has to some extent been at the forefront of their passage. Table
1.1 provides information on living wage laws in large California cities,
and Table 1.2 provides information on smaller California cities. Table
1.3 details all remaining city-level living wage laws in the United States.
These tables highlight three central features of living wage laws.

First, the feature common to all living wage ordinances is a wage
requirement that is higher—and often much higher—than the traditional
minimum wages set by state and federal legislation. As shown in Tables
1.1 and 1.2, these wage requirements currently range from $7 or $8 (Los
Angeles, Pasadena, and West Hollywood) to near $10 or more (San Jose,
Berkeley, and Santa Cruz). These rates are considerably higher than the
current minimum wage in California of $5.75. In addition, the required
wage is sometimes higher if health insurance is not provided.!

n the empirical analysis reported in this monograph, the lower wage with health
insurance (if there is one) is used, but the qualitative conclusions were not sensitive to
using the alternative higher wage.
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Table 1.2

Living Wage Laws, Smaller California Cities

City Wage Provisions Coverage Specified in Legislation
Berkeley June 2000 ($9.75) Companies conducting business
with the city and lessees
Hayward April 1999 ($8.00 with health City employees; contractors and
benefits, $9.25 without; adjusted  subcontractors > $25,000—
annually on April 1 for cost of maintenance, custodial, landscaping,
living in Bay Area) laundry, temporary, pest, security,
and social services
Pasadena September 1998 ($7.25 with Contractors > $25,000; city
health benefits, $8.50 without) employees
Santa Cruz ~ October 2000 ($11.00 with City employees and contractors
health benefits, $12.00 without)
San April 2000 ($7.25 with health Contractors > $25,000
Fernando benefits, $8.50 without)
West October 1997 (initially, $7.25 Service contractors > $25,000 and
Hollywood ~ with health benefits, $8.50 entering into a contract of at least

without; adjusted annually as
the City Employees Retirement
System benefits are adjusted)

three months

NOTE: This table includes only cities for which the data yield a sufficient
number of observations to obtain reliable estimates.

Table 1.4 compares the levels of living wages with minimum wages

and the wages of relatively low-wage workers, highlighting the wide gaps
in most cities between legislated living wages and minimum wages and
sometimes also between living wages and wages at the low end of the
labor market. All the living wages except Buffalo’s exceeded the federal
minimum wage ($5.15) by at least 30 percent in 2000, and the median
living wage ($8.19) was 59 percent higher. In Hartford and San Jose,
living wages exceeded the federal minimum by at least 82 percent and
exceeded the higher state minimum wages effective in these cities by
more than 52 percent. Looking above the minimum wage, the living
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Table 1.4

Living Wages, Minimum Wages, and 10th Centiles of Wage Distribution
in Selected U.S. Cities, 2000

Living Wage ~ Minimum Wage  10th Centile

All living wage cities, overall — — 6.67
Baltimore 7.90 5.15 6.92
Boston 8.53 6.00 8.00
Buffalo 6.22 5.15 6.00
Chicago 7.60 5.15 6.73
Dayton 7.00 5.15 6.25
Denver 8.20 5.15 7.50
Detroit 8.53 5.15 7.00
Durham 7.55 5.15 7.50
Hartford 9.38 6.15 7.75
Jersey City 7.50 5.15 6.25
Los Angeles 7.69 5.75 5.75
Milwaukee 6.80 5.15 7.25
Minneapolis 8.53 5.15 8.00
Oakland 8.35 5.75 8.00
Omaha 8.19 5.15 7.00
Portland 8.00 6.50 7.00
St. Louis 8.84 5.15 6.50
San Antonio 9.27 5.15 6.00
San Francisco 9.00 5.75 7.50
San Jose 9.92 5.75 8.00
Tucson 8.00 5.15 6.00

NOTES: Tenth centile estimates are weighted and computed over all months
0f2000. The latest living wages and minimum wages in 2000 are shown, using the
lower living wage (with health insurance). This table includes only cities for which
the data yield a sufficient number of observations to obtain reliable estimates.

wage exceeded the 10th centile in nearly every city, although the 10th
centile wage was within $1 of the living wage in over half of them.?

2Although city employees are generally not covered by living wages, it is possible to
compare their wages with living wages for the few cities where they are covered and where
there are sufficient numbers of observations. In particular, we can compare living wages
with wages for state and local government workers—some of whom are covered by living
wage laws—in Durham, Dayton, and San Jose. Here, it seems sensible to do the
comparison only with non-living wage cities because the wages of more low-wage state
and local government workers in cities with living wages are likely to be directly affected.
Among these cities, the government worker at the 10th centile earned an hourly wage of
$8.00 in the South, $8.08 in the Midwest, and $8.65 in the West. Thus, for two of the
three cities (Dayton and San Jose), the living wage exceeds the comparison wage at the
10th centile for state and local government workers.



A second feature of living wage laws is that the wage requirements
are typically linked to definitions of family poverty. Many ordinances
explicitly peg the living wage to the level needed for a family to reach the
federal poverty line (e.g., San Jose, Milwaukee, and St. Paul). Thus,
when the federal government defines new poverty levels each year, the
living wages in these cities increase. Other localities set an initial wage
that is increased annually to take into account increases in the cost of
living (e.g., Los Angeles and Oakland). Although these latter ordinances
may not explicitly state the basis for setting the initial wage, poverty is
undoubtedly an underlying factor.

Third, coverage by living wage ordinances is far from universal.
Some cities impose wage floors only on companies under contract with
the city (generally including nonprofits) (e.g., West Hollywood,
Milwaukee, and Boston); this is the most common specification of
coverage. Others also impose the wage on companies receiving business
assistance from the city (e.g., Los Angeles and Oakland); in almost every
case, this is in addition to coverage of city contractors. A few cities also
impose the requirement on themselves and pay city employees a living
wage (e.g., San Jose and Pasadena). Of the 36 city living wage laws listed
in Tables 1.1 through 1.3, which provide a current comprehensive list,?
31 cover contractors, 14 cover employers receiving some form of business
assistance, and 10 cover city employees.# Thus, contractor coverage is by
far the most common feature, and coverage of city employees is the least
common.

The living wage laws covering employers receiving business
assistance, which figure prominently in some of the ensuing analysis, are
sometimes vague and somewhat heterogeneous. For some cities, the
provision is relatively general. For example, the ordinance in
Minneapolis refers to employers receiving economic development
assistance, whereas in Los Angeles and Oakland the ordinances refer to
financial assistance generally, which could presumably entail grants, tax

3The Employment Policies Institute maintains a comprehensive listing of current
living wage laws and ongoing living wage campaigns on its web page (www.epionline.
org).

4Among the larger cities on which this monograph focuses, living wage laws
covering city employees are even more rare.



abatements, etc.> For others, more specific criteria are provided. For
example, San Antonio’s living wage law covers businesses receiving tax
breaks, and Hartford’s covers commercial development projects receiving
more than $100,000 in city subsidies or financing.

It is very difficult to estimate how many workers are covered and
hence are potentially directly affected by living wage laws. For a few
cities, researchers have made estimates of the number of workers likely to
be directly affected by living wage laws, according to both coverage and
whether the worker’s wage was below the proposed living wage. Those
making these estimates have used a variety of sources and methods,
including direct information on city contracts, “back-of-the-envelope”
calculations, and surveys of employers. Some of these estimates are
summarized in the last columns of Tables 1.1 and 1.3. The numbers of
affected workers listed are taken directly from the cited reports. To geta
better idea of the “bite” of these laws, those tables also report the share of
the workforce in the lower quartile of the wage distribution in each city
represented by the number of covered workers. Using the lowest quartile
is appropriate because among the cities with a living wage effective in a
particular month, the living wage was below the 25th percentile in 82
percent of cases. For the most part, these estimated shares are very low—
in the 1 percent range. However, these estimates focus on the coverage
of employees of city contractors, not on the potentially broader coverage
that also extends to employers receiving business assistance from the city.
They also generally ignore “spillover” effects on other low-wage workers
not directly covered by the laws, but who might nonetheless see wage
increases, and higher-wage workers whose wages might increase in
response to a living wage. In that sense, then, these estimates probably
should be viewed as lower bounds for the numbers and shares of affected
workers.

5Although these general provisions do not always spell out what is meant by
“financial assistance,” some city ordinances provide detailed rules and regulations. For
example, Oakland’s rules and regulations specify that this includes (but is not limited to)
grants, rent subsidies, bond financing, loans below market rates, financial planning, tax
increment financing, land writedowns, provision of on-site improvements, tax credits and
rebates, loan guarantees, and sale of city property for less than fair market value.



These features of living wage laws may counter two common
perceptions regarding these laws. First, living wages typically do not
cover city employees. Second, although existing coverage estimates are
very low, this may be because they tend to ignore coverage of employers
receiving business assistance—coverage that is specified in a number of
living wage laws.

Of course, living wage laws (like any laws) require enforcement and
penalties if they are to have an effect. Some city laws are relatively vague
concerning enforcement but some are quite explicit. Table 1.5 provides
details about living wage laws in major California cities. Oakland’s law is
most explicit regarding enforcement procedures, including a description
of an office of contract compliance to review payroll reports, fringe
benefits, time cards, etc.® It is common in California cities and other
cities to allow employees to initiate complaints, while barring retaliation
by employers. Most laws specify that violators can be barred from future
city contracts for some period of time, and many also specify financial
penalties. Finally, it is common to allow recourse to the courts.
However, as yet no hard data exist on enforcement activity, such as
violations reported and penalties imposed.

Research Goals and Questions

To date, there has been no systematic empirical evaluation of the
actual effects of living wages on the expected beneficiaries—low-wage
workers and their families. Because an increasing number of cities have
passed living wage laws recently and campaigns for such legislation are
under way in many other cities, it is critical to analyze the effects of these
laws on low-wage workers and poor families.

The goal of this monograph is to present such an evaluation.
Relatively few California cities have adopted living wage laws. Thus,
empirical research must rely on information from living wage laws in
other states as well, although some attention is given to whether these
results also apply to California specifically. The monograph addresses
three broad-ranging sets of questions, which are intended to provide

6Sander and Lokey (1998) describe compliance and enforcement efforts in Los
Angeles.

10



*224o[dwa yoes 10§ UONMINSII 2FEM

‘e[ ya1a 2ouepIrodoe ul pred Jou sa4o1dws yoea 10§ yeam Yo 10§ 0S¢ Jo A0 9y 01 ojqeded suyy e Jo uonisodwr {[[nj ur pred ore uonMINsAI
pue sonjeuad [Iun 20ULISISSE [EIDUEUT JO $19ENU05 A110 211Ny 10§ [qidipaut 1odojdwa oy urwaap A0 oy £q pasingsip unowre 3y Jo J[e 10
Aue yoeq Aed 104o1dwa oy e 1udWLIINDAT QUSWL0IZE 9OURISISSE [RIOUERUT 10 10BTIUOD Y} JO UOIBUTWLIA) 10 UOISUSdSNS SpnjouT saTpatay]
(€1 uvonem3ay) JuswdIOJUY

“panqryoid st 1o4ojdwrs o1 £q UOTIBI[EIDT IUISUOD S TOI0OM [AIM AJUO PafeaAdl AAnuapt Yaim Ao 9y 01 suonejoia 1odar Aewr soafojdwyg
(71 uvonem3ay) ssaoo1d yurejdwos safojdwy

"JOBIIUOD 3} TOPUN Pamo uonesuadwod PIOYYIIM 01 OTI0U & SUINSST 9I1JJO ) UT I[NSAT [[1m ddueridwosuou
PaNUNUOS ‘UOTIEIYTIOU I2)JE (SPIED SWIT) PUE ‘SIUDWIAILIS 1Joudq a3utyj s110dar [jo1ded maraar [[im aouerduwos 15e11100 Jo 2D1FO
(11 uonem3ay]) uonednsaaur pue JuLIITUOL

"Te24 ouo 10§ S19ENU0D 21Ny Ut Funedonred 1o uo Julppiq woiy uolsnxa 10 ym 12d (¢¢ Jo Liyeuad e ur Imsar Aewr sduerdWooUON
(01 uonem3ay) souerdwoouou 10§ SANTBUDJ
PUTPEO
'$997 s AouT01® {s11joUaq Tedrpaw Led 01 a1n[rey 10§ ‘one[oTA Jo potrad Y3 10§ SIJIUAQ INOYITM
pue yum a3em parmbar oy ur soussayp o safem wnwrurw Led 01 an[rey 105 ‘vonejoia jo porrad oy 10§ Aed sorq papreme oq Ae]N

“1mo7) 1ouadng 10 1mMo7) [eddrunpy ur uonode Suriq Lew vonejora Jurwrepd 2a4oduy
(S-£€-0T UOND3G) IUdWDIOJUT
sopaSuy so

$aNID) BIUIOJITE)) Jole]y uswadiojuy a3ex Surary

ST oI9EL

11



‘uonerfelal Jo 108 Aue 10J JoI[o1 10 JuswWIaEISUIDT pUue Aed 3oeq MEMJQOm JHDOU HOM‘—DQSW ur uonode w:muﬂ ued wDQ%ﬁJ&ED PaI2A0)

*SIBA 92171 10J SIOBITUOD 2IMINJ WOIJ 1030eNUOD & Teq 2a4o[dwa ue Isurede uonerelar

uT 1019BTIU0D Y Aq UIEI UONIE AUE 10] JOI[2T IOYI0 PUE JUIWIEISUIAT 3298 11ed UT 10 S]OYM UT 1DBITUOD S 2IBUTWID) I0IDEIITOD

311 01 anp syunowre Surede JJo STyl 395 01 1YFH o) pue Isa10ul snid ‘vonesuadwos [enioe pue me[ oy £q parmbar spas] uonesuadwod
WNWIUTW Y3 UIIMIDQ DUIIYIP 913 01 [enba yunowre ue 103081100 913 931eyd UEd LO>Usde oy ‘A[dwod 01 s[rej 1010e1IU0d A J]

"me[ £q PIMO[[E 1UNXD Y} 01 ‘[ENUIPYUOD
Amuapr s 224ojdwa oy deay] [im AouaSe o (5014106 2anENSIUTWPY Jo JudunIeda ayp 01 uoneola Aue 110dar Lew aakojdwd parsrod y
(9°dT 1 UONnOIG) IUIWIDIOJUI PUE UONENSIUTWPY

03SIDURI] UBG
*9DUEISISSE [BIDURUTJ 210N 10§ 9[qISrjout 1ua1dioal o3 waap 10
$10BIIU0D 11D 21MINJ WOI} 1010BNUO0D Y3 Teq (A11D o) £q Pasingsip swns Aue 30ULISISSE [EIDUBUIJ JO 358D Y UT PUE 51500 JATENSIUTWPE S A110
oy ‘syuswifed parmboar o Jo vonejora ur prediopun syunowe Aue Led 01 19fojdwa oy axmbar 9oenUD oY1 MeUTWILA T0 puadsns Lew L1170
(" Al uonoag) 1udwadiojuy

asof ueg

(ponunuod) ¢'Y Jqe,

12



evidence relevant to (1) understanding how living wage laws work and
how policy analysts can study their effects, (2) assessing whether living
wages achieve their primary policy goal, and (3) understanding the
incentives of actors in the economic and political arena to push for living

wage laws. These questions are as follows:

* Do living wage laws have any “teeth,” raising wages for at least
some low-wage workers? Are living wage laws sufficiently broad
and enforced strongly enough to have effects that can be
detected in the data available to policy analysts?

* Do living wage laws achieve their stated policy objective of
improving economic outcomes for low-wage workers and low-
income families? Are wage gains for low-wage workers offset by
reductions in employment or in hours worked? Do living wage
laws reduce urban poverty?

*  Given the stated antipoverty goal of living wage campaigns, why
do the laws frequently narrowly restrict coverage to city
contractors, rather than imposing wage floors for broad groups
of workers? Is one of the contributing factors that living wage
laws applied to city contractors reduce the incentives of city
governments to privatize, hence strengthening the hand of
municipal unions and bringing wage gains to unionized
municipal workers, so that there is a potentially powerful
constituency for living wage laws that may fall short of the
breadth needed to have an effect on poverty?

Overview of This Report

Chapters 2 through 4 lay the groundwork for evaluating living wage
effects. Chapter 2 discusses the effects of living wage laws predicted by
standard economic models and by some of the unique features of living
wage laws. Chapter 3 presents findings from research on minimum
wages that may be informative about the effects of living wages and
provides a roadmap for how to evaluate the effects of living wages.
Chapter 4 summarizes and critiques existing research on living wages and
clarifies the contributions of this monograph.
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The next four chapters present the original research used to evaluate
living wages. Chapter 5 estimates the effects of living wage laws on the
wages of workers who are supposed to be the beneficiaries of these laws
and discusses many of the research issues involved in evaluating living
wage ordinances. Chapter 6 examines the employment effects of living
wages, and Chapter 7 focuses primarily on whether living wages reduce
urban poverty. Chapter 8 addresses some of the factors that shape living
wage laws, in particular asking whether the frequent restrictions of
coverage to city contractors can be explained at least in part as attempts
by municipal unions to insulate their workers against competition from
private contractors. Finally, Chapter 9 summarizes the monograph,
considers the implications of the findings, and discusses questions that
remain to be answered in future research on living wage laws.

14



2. Theoretical Predictions of the
Effects of Living Wages

Although city living wage ordinances have received little attention
from academic researchers, the effects of standard federal or state
minimum wages have been studied extensively, both theoretically and
empirically. However, there are important reasons why the effects of
living wage ordinances may be quite different from those of minimum
wages. As a result, original research on living wage ordinances is needed
to draw reliable conclusions. The existing work on standard minimum
wages provides a useful road map for analyzing the consequences of
living wage ordinances. This chapter reviews what economic theory tells
us about the potential effects of minimum wage floors, with some
discussion of the unique features of living wage laws.

Predicted Effects of Living Wages for Low-Wage
Workers

Living wage ordinances are binding for some covered employers,
forcing them to raise wages of some workers. However, identifying these
employers and the number of workers likely to be bound by the
minimum wage requirement, and also the extent to which their current
wages fall short of the required wage, is likely to prove a difficult task.!
Nonetheless, proceeding from the point of view that at least some
employers will face higher costs for some workers, standard economic
analysis makes some predictions regarding the effects of these ordinances.

Employers in both the for-profit and nonprofit sectors are assumed
to minimize the costs of production, which depend in perhaps complex
ways on the relative prices of the different inputs used to produce their

IFor an ambitious effort in the context of a proposed living wage ordinance in San
Francisco, see Alunan et al. (1999).
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particular good or service, as well as the production technology.
Although relatively little is known about the specific constraints and
choices facing an employer, economic theory predicts that a government-
mandated increase in the price of one input—in this case low-skilled
labor—Ieads to two sets of effects. The first occurs as employers
substitute away from the now more expensive input and toward other
inputs. For example, depending on the good or service under
consideration, employers may hire fewer low-skilled workers (or, more
precisely, use fewer low-skilled labor hours) and employ more high-
skilled labor. Alternatively, they may mechanize some tasks previously
performed by low-skilled labor, substituting toward capital. Even if it is
not possible to predict precisely the way employers will substitute, they
will certainly use less low-skilled labor.

The second set of effects occurs because this substitution away from
low-skilled labor and toward other inputs raises the costs of production,
resulting in higher prices to customers and less overall output (or smaller
scale). This follows from the assumption that employers are minimizing
costs in the first place, which implies that imposition of a minimum
wage requirement can only result in higher cost. When costs rise,
though, the price charged for the good or service will rise. In a private
market, this will reduce demand for the product and, hence, lower the
use of all of its variable inputs. These scale effects differ from
substitution effects in that they entail an overall scaling back of the
employer’s outputs and inputs, whereas substitution effects concern
changing the mix of inputs. However, both eftects reduce the
employment of low-skilled labor.? Nonetheless, at least four unique
features are likely to weaken the effects of living wages relative to the
effects of standard minimum wages.

First, cities purchase goods and services from contractors and
possibly also from grantees. Thus, the quantity of goods or services
demanded may not fall with price increases (or the demand curve may
not slope downward), or at least not appreciably over some range, either
because the city is able to raise taxes to cover higher costs (thus largely

2In contrast, substitution and scale effects may have opposite effects on the use of

other inputs such as high-skilled labor.
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allowing contractors to pass through the increased labor costs), or
because some services have to be purchased in quantities that may be
largely insensitive to price (such as snow plowing). However, some
factors work to counter this moderation of disemployment effects. A city
government surely has some limits on its ability to raise taxes. In
addition, living wage ordinances may raise wages for work other than
that done in fulfillment of city contracts. For example, city contractors
or recipients of assistance may pay higher wages to workers who are
producing goods and services sold on the private market as well—
perhaps the same workers who do some covered work and some
uncovered work, or different workers working for the same employer.3
The responses to wage increases for work done in the private sector are
more likely to be subject to downward-sloping demand.

Second, because living wage laws specify wage levels that must be
paid without reference to the skill levels of workers, to comply,
employers who do some work covered by these laws and some work that
is not covered may reallocate their higher-skilled and higher-wage labor
to the former and their lower-skilled and lower-wage labor to the latter.
This may still entail some inefficiencies but could moderate any cost-
increasing effects.

Third, even under broad definitions of coverage by living wage
ordinances, only a fraction of the workforce is likely to be covered, in
contrast to the near-universal coverage of minimum wage laws. The
effects of a wage floor with a covered and an uncovered sector have been
modeled by Mincer (1976). In such a situation, some of the labor
disemployed in the covered sector is likely to shift into the uncovered
sector. This has two consequences. First, because wages in that sector

3The pass-through of higher mandated wages for low-wage workers to high-wage
workers in the same firm is labeled “ripple effects” in the minimum wage literature.
Alunan et al. (1999) distinguish between “vertical” ripple effects, which may arise when
employers raise the wages of those initially above the living wage to preserve wage
differentials between workers, and “horizontal” ripple effects, which may arise when
employers raise the wages of workers who may not be covered by a living wage law (e.g.,
they do not work on city contracts) to preserve parity with other workers at the firm who
are covered. Generally speaking, employees of covered firms who do not work on
contracts are not explicitly covered by living wage laws, although Detroit’s law extends to
all workers at covered work sites.
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can adjust downward in response to the outward supply shift, wages may
fall for all low-skilled workers in that sector.# Second, this results in
lower costs of production, leading to lower output prices and higher
employment and output. However, employment will not expand
enough in the uncovered sector to offset fully the employment decline in
the covered sector.>

Mincer’s model was developed to analyze minimum wages, but two
potentially important differences exist between minimum wage laws and
living wage ordinances. First, as a purely quantitative matter, even under
broad definitions of coverage by living wage ordinances, the uncovered
sector is likely to be large. As a consequence, it seems relatively unlikely
that there would be a substantial lowering of low-skilled workers” wages
in the uncovered private sector, although this may occur in a subset of
industries or occupations in which workers disemployed from the
covered sector happen to be highly concentrated. Second, one
substantive difference from the traditional model is that the sector of the
economy not covered by the living wage ordinance nonetheless is covered
by the minimum wage. This introduces a wage floor in the uncovered
sector, which may restrict the ability of wages to fall. If this wage floor
becomes binding, it will restrict the extent to which employment can
expand in the uncovered sector, exacerbating the overall disemployment
effects of the ordinance and moderating any wage declines. The
predicted effects of living wages on low-wage workers in the covered
and uncovered sectors, and the predicted net effects, are summarized in

Table 2.1.

4An exception is when workers leave the uncovered sector to “queue” for covered-
sector jobs in sufficient numbers (Mincer, 1976). However, this requires—among other
conditions—that work in the uncovered sector deters search for higher-paying jobs in the
covered sector.

SFormally, this results because when the supply of labor shifts out in the uncovered
sector, the decline in wages leads some workers to choose nonemployment (or reduced
hours). Whether these displaced workers are unemployed depends on whether they
continue to seek work, as the definition of unemployment includes both being available
for work and looking for work. Because the decision to look for work may depend on a
variety of factors, analyses of minimum wages—and the analysis of the living wage
ordinances in this monograph—focus on employment versus nonemployment, rather
than unemployment.
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Table 2.1

Predicted Effects of Living Wages on Wages and Employment of Low-Wage
Workers in the Covered Sector, the Uncovered Sector, and Overall

Covered  Uncovered  Predicted Reason for Predicted
Workers Workers Net Effect Net Effect
Wages effect  Positive Negative Positive ~ Minimum wage floor

constrains wage declines in
uncovered sector

Employment  Negative Positive Negative ~ Wage decline in uncovered
effect sector leads to lower labor
force participation

Fourth, the scale effect ultimately stems from cost increases caused
by the substitution induced by the living wage. The conclusion that
costs must increase is based on the assumption that employers minimize
costs in the first place. However, it is conceivable that government
contracting is done in an uncompetitive environment in which pressures
to minimize costs are mitigated, in which case employers may find ways
to offset the increased labor costs for low-wage labor by reducing costs in
other dimensions. This idea has its origins in the X-inefficiency theory
of Leibenstein (1978).6

There are many reasons, therefore, to expect disemployment effects
from living wage laws to be moderated—in particular relative to effects
of a general wage floor imposed on the private sector. Nonetheless,
economic theory predicts that these disemployment effects will occur.
And one final factor that may lead to stronger disemployment effects is
the significantly higher wage floor typically imposed by living wage laws.
Opverall, then, the effects of living wage laws on employers are likely to
entail reduced employment of low-skilled labor, as well as lower output,
higher output prices, and ambiguous changes in the use of other
inputs—although increased use of at least some of these other inputs is
more likely if scale effects are dominated by substitution effects.

6For evidence on efficiency in the private and public sectors, see, for example,
Bhattacharyya and Parker (1994), Hollas and Stansell (1994), and Kuo-Ping and Kao
(1992).

19



Thus, among the low-skilled workers who are the intended
beneficiaries of living wage ordinances, there are likely to be winners and
losers. The biggest winners are those whose wages are forced up and who
retain their jobs (and hours) with covered employers. The biggest losers
are those who lose their jobs with covered employers and end up working
at lower-wage jobs in the uncovered sector or perhaps nonemployed.
There are some additional possible winners and losers. First, as low-
skilled workers disemployed from the covered sector shift to the
uncovered sector, wages there may be bid down somewhat. Second,
high-skilled workers could gain or lose, depending on the relative
strength of substitution and scale effects. Finally, there may be wage
increases for higher-skilled workers attributable to the ripple effects
described above, if employers raise the wages of workers above the
mandated wage floor to maintain relative wage differentials, although
such wage increases can also occur as a response to increased demand for

higher-skilled workers (Gramlich, 1976; Grossman, 1983).

Other Effects of Living Wage Laws

The responses considered thus far are “first-round” effects focusing
on the labor market. However, there may be “second-round” effects as
employers react to living wage laws. Although these second-round effects
are not the focus of this monograph, they raise potentially important
caution flags for policymakers and suggest questions for future research;
they thus bear some discussion.

Unlike an increase in the national (or a state) minimum wage, which
covers nearly all employers and leaves them essentially no choice but to
pay the higher wage, employers affected by living wage ordinances may
in some cases find it more profitable to terminate contracts, grants,
abatements, etc., with the city. This is more likely to occur, of course,
when the costs imposed by the minimum wage requirement are too great
to pass through to cities. In particular, firms are more likely to take this
step the greater their reliance on low-skilled labor, all else the same.

These “second-round” responses have some potentially negative
implications. First, firms most likely to “select out” of city business are
those employing the highest shares of low-wage workers—precisely the
workers whom these ordinances are intended to help in the first place.
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Second, as some firms terminate their city contracts, fewer firms are left
to bid on city contracts, which may—if the number of remaining firms
becomes sufficiently small—lead to less competitive bidding and
therefore higher prices for city services. On the other hand, the decision
of some employers to select out of city contracts and grants may increase
private-sector competition and lower prices there. Finally, living wage
laws may have an additional adverse consequence if some of the affected
recipients of business assistance that subsequently withdraw or reduce
services are nonprofit organizations catering to needy individuals and
families.

Living Wages and Low-Income Families

This chapter has thus far discussed in some detail how living wage
laws may affect low-wage workers. However, as noted in Chapter 1, the
goal of living wages is not necessarily to help low-wage workers but rather
to help low-income families. The distinction is important because low-
wage workers are far from synonymous with low-income families.
Although there are few poor or low-income families with high-wage
workers, there are many high-income families with low-wage workers
(such as teenagers). This point has been made quite forcefully in the
minimum wage literature. For example, considering the 1990 increase in
the federal minimum wage, Burkhauser et al. (1996) estimated that
although one-third of workers likely to be affected by this increase were
in poor or near-poor families (defined as those with family incomes up to
1.5 times the poverty line based on their family’s size), roughly another
one-third were in families with incomes exceeding three times the
poverty line.”

Thus, when the wage paid to low-wage workers is forced up by law,
the consequences for low-income families depend on where the
“winners” and “losers” among low-wage workers are in the family income
distribution. For example, if the job loss from a living wage is
concentrated among low-wage workers in relatively affluent families
(most likely teenagers), whereas the wage gains are concentrated among

70’Brien-Strain and MaCurdy (2000) show that the same argument applies to the
distributional effects of minimum wages in California.
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low-wage single-parent heads of household, it is considerably more likely
that a living wage would help poor or low-income families. The opposite
scenario is also possible, with the job loss concentrated among low-wage
workers in low-income families, in which case poor families could be
hurt by living wage laws.

This potentially poor “targeting” of living wage laws is also reflected
in the way these laws are written. As documented in Chapter 1, living
wage ordinances are not flexible regarding family size, even though
poverty levels vary dramatically depending on the number of children
and adults in a household. As an example, consider a city that sets its
wage floor to the federal poverty threshold for a family of four with two
children, which was $16,530 in 1998. This implies an hourly wage of
$8.27 for a typical worker who logs 2,000 hours in a year. The poverty
level for a single adult, however, is only $8,480. The ordinances do not
allow employers to pay single adults a lower wage.® Similarly, the
ordinances do not take account of the income of other family members,
who could conceivably be earning high incomes. As a simple example, if
two adults are working for a covered contractor or grantee, both would
receive the living wage, placing their incomes well above the poverty
level.

Ultimately, assessing the effects of living wage laws on low-income
families is a purely empirical question. Economic theory predicts that
some low-wage workers will gain and others will lose, but it is
uninformative about the incidence of these gains and losses with respect
to family income.

80f course, a higher minimum wage for workers from needier families would not be
desirable, as this would reduce the relative demand for these workers. This point
emphasizes the potential advantages of income-support policies based on family income
(rather than individual income or wages), such as the Earned Income Tax Credit (EITC)
(see, e.g., Neumark and Wascher, 2001).
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3. Lessons from Research on
Minimum Wages

Living wage laws differ from minimum wage laws for numerous
reasons—including higher wage floors, more narrow coverage, and
application to the public sector. Nonetheless, there is an extensive
literature on minimum wages, which, by providing a legally mandated
wage floor, have an obvious parallel to living wages. Consequently, this
chapter briefly reviews the available evidence on the effects of minimum
wages to learn more about their potential effects on low-wage workers
and on low-income and poor families. Clearly, though, living wage laws
require independent empirical evaluation.

The Employment Effects of Minimum Wages

Labor economists have written many papers testing the prediction
that minimum wages reduce the employment of low-skilled workers.
Earlier studies used aggregate time-series data for the United States to
estimate the effects of changes in the national minimum wage.! The
consensus from these first-generation studies was that the elasticity of
employment of low-skilled (young) workers with respect to minimum
wages was most likely between —0.1 and —0.2 (Brown et al., 1982); that
is, for every 10 percent increase in the minimum wage, employment of
these low-skilled individuals falls by 1 to 2 percent.

More recent studies have used panel data covering multiple states
over a period of years to study the effects of changes in minimum wages
at the state level. This approach permits researchers to abstract from
aggregate economic changes that may be correlated with minimum
wages. Such correlation can make it difficult to untangle the effects of
minimum wages in aggregate time-series data (e.g., Neumark and

1Brown et al. (1983) is a good example of such a study.
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Wascher, 1992; Card and Krueger, 1994). Evidence from these second-
generation studies has spurred considerable controversy regarding
whether or not minimum wages reduce the employment of low-skilled
workers, with some labor economists arguing that the new evidence
shows that the predictions of the standard model are wrong and that
minimum wages fail to reduce and may even increase employment (Card
and Krueger, 1995).

On the other hand, much recent evidence using similar sorts of data
tends to confirm the prediction that minimum wages reduce the
employment of low-skilled workers. The estimated effects often parallel
the earlier time-series evidence indicating that the elasticity of
employment of low-skilled workers with respect to the minimum wage is
in the —0.1 to —0.2 range, with estimates for teenagers—who have often
been the focus of minimum wage research—closer to —0.1 (Burkhauser
et al., 2000; Neumark and Wascher, 1996, 2000; Zavodny, 2000). As
further evidence, a leading economics journal recently published a survey
including economists’ views of the best estimates of minimum wage
effects. Results of this survey, which was conducted in 1996—after most
of the recent research on minimum wages was well-known to
economists—indicated that the median “best estimate” of the minimum
wage elasticity for teenagers was —0.1, whereas the mean estimate was
—0.21 (Fuchs et al., 1998). Thus, although there may be some outlying
perspectives, economists’ views of the effects of the minimum wage are
centered in the range of the earlier estimates and many of the more
recent estimates of the disemployment effects of minimum wages.

Minimum Wages and Low-Wage Workers

In asking whether minimum wages raise the incomes of low-wage
workers, it is often assumed that an elasticity as small as —0.1 or —0.2
implies only minor disemployment effects and hence is sound public
policy. However, the argument that “small” estimated minimum wage
effects imply that minimum wages raise the incomes of low-wage workers
is flawed. One problem with using a —0.1 or —0.2 elasticity to make this
argument is that such estimates are taken from studies of the
employment effects of minimum wages for entire age groups and are not
equivalent to—as some have asserted—the elasticity of demand for
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minimum wage workers. An estimate of the effect of a minimum wage
increase on total employment in any particular age group is really the
effect on the low-wage individuals in the group for whom the new
minimum wage raises wages, averaged over all workers in this age
category. Because high-wage workers are, for the most part, unaffected
by changes in the minimum wage, the aggregate elasticity will likely
understate the employment effect on the affected workers.?

In addition, the conventional elasticity uses the legislated minimum
wage increase as the denominator, whereas the wage increases received by
workers below the new minimum are typically smaller, since many of
these workers earn wages above the old minimum initially. Reducing the
denominator in the elasticity also increases its absolute magnitude.
Finally, the focus on employment effects ignores the effects on hours
worked, which could be more widespread than disemployment effects
but equally damaging to earnings.

One consideration acting in the opposite direction, however, is that
there may be wage increases for workers a bit above the minimum wage,
as discussed above. Such effects are potentially quite important in
assessing the consequences of minimum wages for low-wage workers (and
low-income families) in the United States. Because of the relatively low
level of the minimum wage historically in this country, many workers
earning above the minimum would nonetheless be considered low-wage
workers, and a sizable proportion of them are in poor and near-poor
families.

Recent research has considered the effects of minimum wages on
employment, hours worked, wages, and ultimately the labor income of
workers at different points in the wage distribution (Neumark et al.,
1999). This research indicates that workers initially earning near the
minimum wage are, on net, adversely affected by minimum wage
increases, but, not surprisingly, higher-wage workers are little affected.
Although the wages of low-wage workers increase, their hours of work
and employment decline, and the combined effect of these changes is a
decline in earned income.

2Sce Neumark and Wascher (forthcoming) for a thorough discussion of this point.
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Minimum Wages and Low-Income Families

As noted in Chapter 2, although there are few poor or low-income
families with high-wage workers, there are many high-income families
with low-wage workers (Burkhauser et al., 1996). Theoretical economic
analysis offers no predictions as to whether minimum wages will benefit
poor or low-income families; this is purely an empirical question. Recent
research indicates that past experience with minimum wage increases in
the United States is at odds with the claim that raising the minimum will
help lift families out of poverty. Rather, raising the minimum wage does
not reduce the proportion of families living in poverty and, if anything,
increases it, thus raising the poverty rate (Golan et al., 2001; Neumark et

al., 1998).3

Summary

In summary, the evidence indicates that increases in wage floors
acting through the minimum wage fail to accomplish their principal
policy goal of raising the incomes of low-wage workers or of poor or low-
income families. This raises a caution flag for those who claim that living
wage ordinances are likely to help reduce urban poverty. However, as
pointed out repeatedly, these results for minimum wages do not
necessarily generalize to living wage ordinances, which differ from
standard minimum wage increases in potentially important ways. Aside
from possible differences in their effects on employment and wages, their
effects on the distribution of family incomes can also differ, depending
on who gains and who loses from living wages and the family’s overall
income. The effects of living wages could be quite different from those
of minimum wages, in particular if relatively more of the winners from
living wages are workers in low-income families.

3In addition, O’Brien-Strain and MaCurdy (2000), using data from California,
suggest that higher prices stemming from minimum wage increases fall more heavily on
low-income families.
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4. Existing Research on Living

Wages

Living wages are a recent phenomenon. As a consequence, little
empirical research has been conducted on their effects.! Most important,
no one has attempted a systematic empirical evaluation of the actual
effects of living wage laws on low-wage workers and their families.

Labor Market Effects

The best-known work on living wages is Pollin and Luce (1998,
hereafter PL), which is based on their evaluation of the Los Angeles living
wage proposal. Their primary purpose was to advocate living wages as a
viable poverty-fighting tool. This work is a useful starting point for
research on the subject, because it is cited often and because calculations
similar to those they used have been employed by others evaluating living
wage proposals in other cities.

Two central arguments of PL’s work are (1) that living wage
ordinances will deliver a higher standard of living for low-income
families, and (2) that such legislation will reduce government subsidy
payments to working families. To support these two claims, they present
a calculation for a typical Los Angeles family of four with a single wage
earner who experiences a wage gain equal to the change from the
California minimum wage to the Los Angeles living wage. In their
calculation, the family’s disposable income increases by $2,500 per year,
and as a result of their higher income, the value of the food stamps and
Medicaid that they receive declines and their EITC becomes smaller.

11 addition, most of the existing research—rather than being entirely objective and
disinterested—has been by conducted by researchers or organizations that advocate a
particular position with regard to living wages and has not been published in peer-
reviewed academic publications.

27



Additionally, they argue that these benefits will occur with relatively
small added labor costs to firms.?

There are several problems with this work from the perspective of
analyzing the effectiveness of living wage policies. First, the authors’
calculations are based on a typical Los Angeles family, but they admit
that only 42 percent of those earning a wage at or below the Los Angeles
living wage are the single wage earners in a family. Moreover, the
average family size for these workers is 2.1, indicating that on average
workers are not supporting a family of four on living wages. Thus, PL’s
estimates of disposable income gains cannot be read as expected effects of
living wages on families of four with a single worker earning a low wage.
These same facts imply that their estimates of reductions in government
benefits to workers affected by the living wage are not representative, as
these benefits are conditional on the number of dependents and on the
incomes of other workers in the family.

Second, the calculations are hypothetical, based on ex ante
calculations rather than on data from before and after the passage of
living wage ordinances. Since the work grew out of an evaluation of a
living wage proposal for Los Angeles, there was, of course, no way to
measure the observed effects, so this is not a criticism of their approach
per se. However, policy recommendations in the absence of such before

2To measure the added labor costs per firm, PL begin with a list of contractor firms
classified by industry. They then use Current Population Survey (CPS) Outgoing
Rotation Group (ORG) files to determine the percentage of workers in an industry that
would be affected by a living wage (i.., those earning below the Los Angeles living wage)
and employer data to estimate the average number of employees per firm in the same
industries. Merging this information allows them to calculate a per-firm average number
of workers who would be affected by a living wage increase, and, thus, the increase in
labor costs per covered firm. Of course, the distribution of costs across firms may be
quite uneven, so that some firms (e.g., contractors with a low-wage workforce) would
likely experience large cost increases.

In addition, PL use interviews with three Los Angeles employers that paid employees
relatively high wages before the living wage ordinance was passed to show that paying a
high wage to workers may be beneficial to firms. Specifically, the interviews suggest that
worker turnover and absenteeism is lower because the firms’ workers are happier receiving
higher wages than their counterparts at other firms. This evidence is purely anecdotal,
however. These firms are likely already paying their workers higher wages because such a
strategy earns them higher profits, and thus their experience does not necessarily predict
what would happen to other firms if external legislation mandated raising wages.
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and after evidence are unwarranted or at least very risky. Furthermore,
given the accumulating experience of cities with living wage laws, there is
no longer any reason to rely on such ex ante evaluations for assessing
their effects.

Most important, PL do not attempt to estimate whether living wages
lead to employment or hours reductions, nor do they assume any such
effects. It is no surprise that a calculation based on raising the wages of
low-wage workers while assuming no reduction in employment or hours
worked will look beneficial to low-wage workers. But if either decline as
a result of a living wage increase, some families could suffer income
declines. PL cite only Card and Krueger’s (1994) work specifically in
concluding that living wages have no employment effects. They also
state that “Numerous other studies, examining the detailed changes in
specific labor markets throughout the country due to an increase in the
minimum wage, have produced results similar to those in Card and
Krueger’s analysis of New Jersey and Pennsylvania” (p. 41). However,
given that much recent evidence contradicts Card and Krueger’s findings
(most directly Neumark and Wascher, 2000), the possibility cannot be
dismissed that workers will face reduced employment or work hours as a
result of living wage ordinances. For all of these reasons, PL’s work
cannot be viewed as reliable empirical evidence on the effects of living
wages on low-income families.

Despite the fact that PL’s approach and calculations cannot serve as a
basis for reliably evaluating the effects of living wages, their calculations
have been used to evaluate ordinances in New Orleans, Miami-Dade
County, and Detroit, among other cities. Not surprisingly, since these
evaluations are based on the same assumptions used by PL, they reach
similar conclusions. For example, Reynolds (1999) argues that the costs
to employers operating under a city contract in Detroit would increase
by 5 percent to 9 percent of the cost of the contract. For those receiving
financial assistance as part of the Empowerment Zones program or the
Industrial Facilities Tax Exemption, the added costs would be under
1 percent of the firm’s annual budget. Reynolds asserts that, although
the costs are small, a financial benefit would accrue to about 2,300
Detroit workers who would each see annual income gains for their

29



families of between $1,300 and $4,400. Reynolds claims that the
benefits outweigh the costs, although the basis for this claim is unclear.

There have been attempts to predict the loss of jobs that will result
from living wages. For instance, two studies use existing estimates from
the minimum wage literature and apply them to living wages. Tolley et
al. (1999) report that over 1,300 jobs will be lost in Chicago from the
city’s living wage ordinance.? Recall the point made above, though, that
empirical estimates from minimum wage studies may not carry over to
living wages. The Employment Policies Institute (1999) estimates that if
all of California adopted a statewide living wage, more than 600,000 jobs
and $8.3 billion in income would be lost. These calculations assume that
every firm in California would be subject to a living wage law despite the
fact that no such laws exist (or are even in the planning stages), nor do
any current city and county ordinances cover all workers.

In addition to the specific shortcomings of each study mentioned
thus far, the unifying problem (already discussed with reference to PL’s
work) is that they fail to study what has actually happened in localities
where living wages have been adopted and are based in large part on
conjectures. Two exceptions are a study of the Los Angeles living wage
by Sander and Lokey (1998) and a study of the effects of the Detroit
living wage law on nonprofits (Reynolds, 2000). Although both provide
valuable information, they are essentially case studies, precluding
generalizations and missing a control group with which to compare
experiences to try to gauge the independent effects of living wage laws.

Contracting

Two studies look at living wage effects after adoption of legislation,
focusing on the contracting side. They consider the experiences of
Baltimore, the first city to adopt a living wage. Weisbrot and Sforza-
Roderick (1996), who review the costs of and bidding for city contracts
through an analysis of 23 matched pairs of pre-living wage and post-

3They also estimate that the cost to the city will be near $20 million per year,
including enforcement costs of $4.2 million. The latter figure comes from the Office of
Management and Budget. Some figures reported by Los Angeles and Baltimore suggest
enforcement costs well under $1 million (Reynolds, 1999), whereas Sander and Lokey
(1998) estimate enforcement costs in Los Angeles of about $1 million annually.
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living wage contracts in Baltimore, conclude that the real cost of city
contracts actually declined as a result of living wage ordinances, thus
apparently debunking a central argument of living wage opponents.4
There was also a small decline in the number of bids per contract, but
this was not statistically significant. The estimated costs of monitoring
and enforcement were small as well. Niedt et al. (1999) conducted a
second study of the effects of the Baltimore living wage ordinance and
arrived at similar conclusions to those of Weisbrot and Sforza-Roderick
(1996) in regard to cost increases for cities and the number of bids per
contract.> A critique of this study by the Employment Policies Institute
(1998) questions these results. Among the many problems cited, it is
claimed that one of the 23 contracts matched by Weisbrot and Sforza-
Roderick was just an extension of a pre-existing contract and not subject
to the living wage law. Additionally, many contracts considered as post-
living wage contracts actually started before the law went into effect.
Finally, bid information was overstated. The institute’s study claims that
correcting all of these errors reverses the findings of the study.

Although the effect of living wages on contracting costs is important,
these studies are quite limited. In particular, because they focus on one
city, there is no “control sample” of cities in which living wages did not
increase with which to compare the changes in contracting costs for
Baltimore. Coupled with the ambiguities regarding the results of
Baltimore’s living wage, the effect of living wage laws on contracting
costs remains an open question.

Living Wage Reports for California
A number of reports have been written for California cities when
these cities were contemplating raising their living wages. These studies

4Although the authors provide no evidence regarding the effects on the wages of
workers or the incomes of families, they do state that employment levels did not change
as a result of the living wage ordinance. They base the claim solely on interviews with 31
firms conducted shortly after the passage of the legislation.

5They also suggest that there has been a financial gain for a few workers, but they do
not quantify this gain or apply any estimation technique to arrive at this conclusion.
They argue that, according to interviews with workers, there has been no reduction in
employment. Once again, however, no attempt is made to estimate a direct effect of the
living wage on low-wage workers or low-income families.
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include Alunan et al. (1999) and Reich et al. (1999) for San Francisco;
Reich and Hall (1999) for the Airport and Port of San Francisco;
Williams and Sander (1997) for Los Angeles; Williams (1998) for San
Jose; and Zabin et al. (1999) for the Port of Oakland. Finally, Sander et
al. (2000) and Pollin and Brenner (2000) have written reports regarding
the living wage in Santa Monica, which is due to be implemented in
2002. The Santa Monica proposal, however, is part minimum wage and
part living wage, applying to private sector employers (of a certain size in
prime business zones) irrespective of whether they have contracts with or
business assistance from the city.

These studies all suffer from the limitations of most of the other
studies described above in that they attempt to estimate how cities might
be affected but look only at data before the implementation of living
wages, rather than looking at data before and after to assess the actual
effects. Of course, as noted above, in the case of a city contemplating
implementing a living wage, this is all that can be done. Thus, this is not
intended as a criticism of these studies on methodological grounds.
Rather, it is meant simply to point out the main contribution of the
research in this monograph, which is to assess evidence on the actual
effects of living wages.

Despite their limitations, the existing reports for California cities are
of some interest. Their most interesting feature is their attempts to
determine who might be affected by living wage laws covering city
contractors, using a variety of approaches including independent surveys.
Some of the resulting estimates were reported in Table 1.1. In contrast,
the information in the data analyzed in this monograph does not permit
the identification of covered workers. On the other hand, living wage
effects may well spill over to uncovered workers, and—as indicated
below—sometimes more workers are covered by business assistance
provisions of living wage laws. Thus, in a policy analysis asking how
low-wage workers or low-income families are affected, it is
inappropriate—even in the case of contractor-only laws—to focus only
on those who are covered by dint of employment with city contractors.
Nonetheless, insofar as cities contemplating living wage increases are
interested in trying to assess the likely immediate cost effects on
contractors (assuming no other cost-reducing responses), these reports
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may prove to be helpful. A thorough evaluation of their methods for
estimating covered contractor employment and their resulting findings is
beyond the scope of this monograph.

Summary

This review suggests a need for considerably more analysis of the
effects of living wage ordinances on workers and families, focusing on the
actual experiences of cities where living wages have been enacted.
Proponents of the living wage make strong claims that poverty will be
reduced, and opponents make strong claims that some low-wage workers
will lose their jobs, possibly increasing poverty. Empirical evidence is
required to resolve these questions. This monograph is intended to make
a substantive contribution in this direction, and the next four chapters
present the main empirical evidence.
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with the point estimate somewhat smaller than that obtained using the
10th centile cutoff, which is not surprising if the effect on lowest-wage
workers is greatest.

Assessing the Magnitudes

Returning to Table 5.3, the estimated wage effect for low-wage
workers, indicating an elasticity of 0.07 in the lowest decile, is arguably
surprisingly large. Since a maximum wage elasticity of 1.0 would be
expected for affected workers, the largest effects that should be expected
are approximately equal to the proportion of workers who are likely to be
affected by the living wage. Using the estimates of this proportion for
contractor living wage laws that were reported in Tables 1.1 and 1.3,
even assuming that all of the affected workers are in the lowest decile of
the wage distribution, the proportion would generally not get very close
to 5 percent of the workforce.

To see this, take the coverage estimate to be about 2.5 percent (the
approximate 1 percent figure in Tables 1.1 and 1.3, multiplied by
25/10).%5 Next, assume that this 2.5 percent of the workforce gets a raise
equal to the living wage increase, which is an exaggeration because this
assumes that all of the affected workers were previously at the minimum
wage (in the case of a new living wage), rather than above the minimum
wage but below the living wage. Under these assumptions, the estimated
effect would be only 2.5 (or an elasticity of 0.025), which is less than
one-half the size of the estimated effect in the 12-month lag specification
in the first column of Table 5.3. Note, also, that an effect of this size
would be about equal to the estimated standard error of the
corresponding regression coefficient, making it unlikely that an effect on

wages from living wage laws that cover and affect only contractors could
be detected.2¢

25To do this calculation, the percentages reported in those tables need to be
multiplied by 25/10, since the percentages of affected workers in those tables are based on
the assumption that all affected workers are in the lowest quartile, not the lowest decile.

26Recall the point raised above that even these low estimates may slightly overstate
coverage because living wages are assigned at the level of the metropolitan area rather than

the city.

57



These considerations raise two distinct possibilities that require
empirical investigation. First, the baseline estimates may be badly biased,
reflecting some influence other than living wages and hence yielding
implausibly large estimated effects. Second, the basis for evaluating the
plausibility of the estimated living wage effects may be flawed. These
issues are discussed below.

Are the Estimates Driven by Covered Workers?

The first approach to the question of whether the estimates truly
reflect living wage effects rather than some spurious influence is to
estimate separate wage effects for workers more likely and less likely to be
covered by living wage ordinances. However, a fundamental difficulty in
studying living wage laws using standard household-based datasets is that
the researcher does not know which workers are covered by living wage
laws. Nonetheless, it is of interest to attempt to identify workers
relatively more or less likely to be covered by these laws and to then ask
whether wage effects differ between these two groups.

To do this, the limited information available on workers and on the
scope of city ordinances is used to try to classify workers as “potentially
covered” (or in the “covered sector”). First, attention is limited to the
lower quartile of the wage distribution in each city to focus on those
more likely to be bound by the living wage law if they are covered. Next,
the available information on industries covered by living wage laws is
used to estimate the percentage of these workers potentially covered. If
the law refers to specific workers (e.g., custodial, security, and parking
attendants in Portland, or city employees in a few cities), the same
classification is used in the CPS. When the living wage law refers
generally to contractors, the workers used are those in construction and
in the following service industries: transportation (excluding U.S. Postal
workers); communications, utilities, and sanitary services; custodial;
protective service; parking; and certain professional and social services.
This selection is based on the study of Baltimore’s living wage law by
Niedt et al. (1999), which looked at the types of workers and firms under

city contracts. If the law refers more narrowly to service contractors (e.g.,
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San Francisco), construction workers are excluded. Finally, for workers
in cities where businesses receiving financial assistance from the city are
covered, virtually any nongovernment worker can potentially work for a
company that is subject to the legislation. Therefore, all private sector
workers in the lowest quartile are characterized as being potentially
covered—surely an excessive estimate of actual coverage.

The resulting percentages, based on the CPS data averaged over the
1996-2000 period, are reported in the second column of Table 5.4.
Clearly, the estimated percentages should be interpreted as identifying
the percentage of workers potentially covered, and hence as providing
upper bounds on the percentages of workers actually covered or affected.
These upper bounds most likely overstate actual coverage substantially,
but the classification may still provide a useful (although noisy) contrast
with uncovered workers. By way of contrast, the last columns of Tables
1.1 and 1.3, repeated in the third column of Table 5.4, report estimates
of the share of affected workers in the lowest quartile of the wage
distribution from reports that have been carried out for some of these
cities. As would be expected, given that the latter estimates are intended
to measure actual rather than potential coverage, the figures in the third
column of Table 5.4 are much lower. This is especially true in the cities
with business assistance living wage laws, in part because the city-specific
reports generally do not attempt to estimate the percentage of workers
affected by business assistance provisions of living wage laws. As will
become clear below, the issue of how many workers are covered, or are
affected in other ways by living wage laws, is rather central to interpreting
the empirical findings. This discussion emphasizes the need to develop
data sources that allow researchers to measure labor market outcomes, on
the one hand, and to identify workers covered by living wage laws, on the
other.

To estimate separate effects of living wages on the wages of potentially
covered and uncovered workers, interactions between dummy variables
indicating each of these groups of workers (Cov and Uncov) with the
living wage variable are added to the specification, to estimate
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