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studying public policy issues surrounding employ-
ment growth. In particular, EPI research focuses on
issues that affect entry-level employment. Among
other issues, EPI research has quantified the impact
of new labor costs on job creation, explored the
connection between entry-level employment and
welfare reform, and analyzed the demographic dis-
tribution of mandated benefits. EPI sponsors non-
partisan research that is conducted by independent
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Introduction

Indexing the minimum wage is a rising trend
at the state and local levels. Whether through
a ballot initiative, as in Washington and
Oregon, or state legislature, as was the case in
Alaska, efforts have increased in the recent
years to tie minimum wage increases to spe-
cific economic indicators such as the
Consumer Price Index (CPI).

Washington, Oregon, and Alaska all have
minimum wages exceeding the federal stan-
dard that also increase annually based on
changes in the CPI. In the 2001 legislative ses-
sion, 24 other states considered increasing
their minimum wages, and 15 of these con-
sidered linking those increases to indexing,.

The arguments in favor of indexing are
deceptively simple. Advocates argue index-
ing helps low-wage workers keep up with
inflation and gives “certainty” to employ-
ers about wage increases. And besides, raising
the minimum wage every year keeps a divisive
issue off the legislative calendar.

But mandated wage increases are

occurrence to an annual event, albeit in an incre-
mental fashion. Indexing is little more than an
effort to institutionalize on auto-pilot a cycle of
rising labor costs leading to reduced job growth,
annual harm to job opportunities for the least
skilled, and constant inflationary pressure, all
without any measurable reduction in poverty.2

1. Targeting the Wrong People

Few people will deny that the stated goal of
increasing the minimum wage is to get more
money to families who are supported only by
a minimum wage earner. However, even a
casual examination of recent minimum wage
proposals shows that minimum wages fail to
target the families they are intended to help.
For instance, as seen in Figure 1, of every
100 workers affected by the $6.65 minimum
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proven to be vastly inefficient.
Moreover, there is a general consen-
sus that forced wage hikes lead entry-
level employers to eliminate jobs or
reduce work hours. Even if jobs are
not cut, employers respond to higher
labor costs by shifting their hiring focus to bet-
ter skilled employees or more capital-intensive
production, leaving the least skilled out of the
labor market.!
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wage recently proposed in Congress, only 14
are single parents supporting children with
just that low-wage job. The other 86 benefici-
aries—who by definition are the actual “target”
of the policy—are either teenagers living with
their parents, single adults, married adults
without children or one of multiple workers
in a family with children.3

Indexing the minimum wage does not
address the poorly targeted nature of the pro-
gram itself. The overwhelming majority of
“new dollars” created by annual wage hikes
will still be delivered to people who are nei-
ther living in poverty nor supporting children.

2. Failing to Reduce Poverty

The 2001 study Does the Minimum Wage
Reduce Poverty? conducted by Drs. Richard K.
Vedder and Lowell E. Gallaway of Ohio
University shows conclusively, “that minimum
wage laws cannot be justified as a poverty-
reducing device.” Their research shows that
no matter which groups are examined, how
one defines poverty or where in the country
you look, minimum wages have had no nega-
tive effect on poverty.

This study examines all poor households,
and reveals that poverty exists primarily
among nonworkers. In fact, for every full-time
poor worker, there are seven who either do
not work or only work part time. These peo-
ple are helped out of poverty through first get-
ting employed, improving their skills and then
having increased job opportunities.’

3. Ignoring “Natural” Wage Growth

At the heart of the case for indexing is the
notion that the bulk of minimum wage work-
ers remain at the minimum wage and experi-
ence increasing financial strains brought on
solely by annual inflationary pressures. In real-
ity, it is difficult to find employees who stay at
the minimum wage year after year. Those who
do often have serious skill deficiencies or
other problems that will not be solved with an
indexed minimum wage.

The fact is that wages for most minimum
wage workers rise quickly without any interven-
tion from the government. These wage increas-
es come as workers increase their skill and expe-
rience levels, switch jobs, take on more respon-
sibility, or improve their educational credentials.
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Percentage of Hourly Workers Earning the Minimum Wage
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SOURCE: Unpublished tabulations from the Current Population Survey (CPS), Bureau of Labor Statistics.

Research from Dr. William E. Even from
Miami University of Ohio and Dr. David
Macpherson from Florida State University
shows in Figure 2 that between 1977 and 1997,
on average 65% of minimum wage employees
made more than that wage the following year,
with typical wage growth exceeding 10%.6 Even
the most ardent proponents of indexing have
not suggested raising wages by 10% per year, yet
this is exactly what most minimum wage work-
ers accomplish on their own.

4. Declining Numbers of
Minimum Wage Employees
A corollary to the natural wage growth

described above is the well-documented decline
in the share of the population that is even

affected by the minimum wage. Bureau of
Labor Statistics (BLS) data show that the num-
ber of workers at the minimum wage has been
declining steadily over the past decade as seen
in Figure 3. In 1992, 4.7% of the workforce was
at the minimum wage, while in 2001 just 0.9%
of workers earned the minimum wage.”

Between 1980, when 9.1% of the workforce
was earning the minimum wage, and 2001,
there was an 86% decline in the number of
employees working at the minimum wage — a
drop of over 4 million workers. During the
same time span the workforce added over 21
million more hourly workers.8

This decline can be attributed largely to the
wage hikes earned by entry-level workers. It
also points out the fallacy behind the argu-
ment that indexing is necessary if the govern-
ment is to “help” minimum wage workers.
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5. Overstating the
Effects of Inflation

Foremost among the faulty arguments cited by
indexing proponents is the one referencing
the effects of inflation on the real value of the
minimum wage.

A representative of the Oregon Center for
Public Policy (a left-leaning advocate of index-
ing) said, “Each year families working at or
close to the minimum wage find it harder to
make ends meet because prices go up.
Indexing the minimum wage to inflation stops
the erosion of its value.”

Accepting this statement at face value means
ignoring the substantial wage growth that mini-
mum wage workers experience each year. The
population of minimum wage employees is a
constantly-changing mix of labor market
entrants. As noted above, to suggest that folks
who are earning the minimum wage today are
the same people who earned this wage last year
or the year before is demonstrably false.

But the pitfalls of the inflation argument go
beyond the composition of the minimum wage
workforce. Even if one accepts constant infla-
tionary pressures on minimum wage workers,
the fact remains that the CPI is a crude tool for
indexing because it has been shown to overstate
inflation. Even some proponents of minimum
wage increases have denounced linking auto-
matic wage increases to the CPI as it does not
accurately reflect market-caused price increas-
es. 10,11

If the CPI overstates inflation as research
has shown, then indexed minimum wages
based on the CPI would actually cause infla-
tion, creating the need for greater and greater
minimum wage increases every year.

6.Productivity of Low-Skill
Workers Fails to Justify Indexing

A study by Oren M. Levin-Waldman (1998) pro-
poses to instead link the minimum wage to pro-
ductivity increases which the BLS has measured
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as increasing by an average of 2.7% annually
since 1949.12 Alternatively, this paper suggests
adjusting the minimum wages by tying them to
the median wages for low-skilled jobs, so mini-
mum wages do not increase too far out of line
with wages of the least skilled. Under this sce-
nario, the median wage of the lowestwage
workers is used as a proxy for the productivity
of the least skilled workers.

However, this approach also has serious pit-
falls. If one examines the Bureau of Labor
Statistics measures of productivity in the eating
and drinking industry (one of the largest
employers of entry-level workers), it is clear
from Figure 4 that since 1977 the eating and
drinking industry has seen only a negligible
increase in productivity.’3 In fact, when Dr.
Levin-Waldman uses the median wages of low-
wage employees as a proxy for productivity
linked to the $3.35 minimum wage of 1983, the
estimated minimum wage index was only $0.06
different in 1997 than the current $5.15 mini-
mum wage. !4

This is hardly a sound basis for arguing the
need for indexing. On the contrary, from this
analysis, it would seem that suggestions of the
“declining value of the minimum wage” are
simply untrue.

7. Siphoning Off Wage Increases

Supporters of indexing also rarely mention
the lost benefits and additional taxes families
incur following mandated wage increases.

In 2002, families supported by a single min-
imum wage employee with two children could
receive $4,140 in refundable Earned Income
Tax Credit benefits, about $3,500 annually
($300 monthly) in food stamp benefits, thou-
sands of dollars in Section 8 benefits if they
qualify, and free or low-cost health insurance
for their children in every state.

Any family taking advantage of all these pro-
grams and subsequently “benefiting” from a
mandated increase in the minimum wage

would lose between 50% and 100% of every
extra dollar they earn (up to about $15.00 per
hour).’s This is because eligibility for these
well-targeted assistance programs falls rapidly
as wages rise. In the end, the overall income
available to poor families does not rise at all,
or rises just marginally, after an indexed wage

hike takes effect.

8. Risks of Economic Uncertainty

In times of economic uncertainty, policymak-
ers are motivated by a desire to enhance job
creation and improve the business environ-
ment. Thus, minimum wage hikes rarely pass
in the midst of a recession. Indexing the min-
imum wage would change that. Indexing puts
minimum wage hikes on automatic pilot, forc-
ing labor costs to rise even during times when
no rational public servant would force this
kind of mandate, such as periods of high
unemployment or otherwise slow economic
growth.

Historically, business cycles rise and fall
over time. This has become evident (again) in
recent years. With an unpredictable economic
environment, it is important to remember that
the labor market needs a certain amount of
flexibility to deal with changing demands.

9. Better Targeted Programs
Save Money and Provide
More Assistance

For the small number of individuals who are
supporting children on a minimum wage
income, there already exist a number of tight-
ly-focused programs that are far better suited
to delivering income to those in need. These
programs can either be better promoted,
expanded or combined to provide even more
assistance to poor families.

Since 1968 several programs have been cre-
ated or expanded that are vastly more effi-
cient than the minimum wage at getting
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money to the poorest and most needy fami-
lies. However, proponents of wage mandates
wrongly criticize these programs as reasons
for wage increases. Robert Pollin, often called
the father of the living wage movement, said
in the December 2002 Journal of Economic
Issues, “[T]he need for such programs to sup-
port families which include full-time workers
only emphasizes further the low level to which
the national minimum wage has fallen.”16

What Mr. Pollin fails to acknowledge is that
these programs are not a symptom of the
national minimum wage, but well-targeted
policies superior to the minimum wage,
specifically designed to target poor families
with children. The programs that exist are far
more efficient and cost effective than the gen-
eral wage mandates he proposes.

Parents who cannot provide for their children
with their earnings now have access to inkind
programs such as food stamps, Section 8 or
public housing, Medicaid and state Children’s
Health Insurance Programs (sCHIP), as well as
cash-benefit programs like Temporary Aid for

Needy Families (TANF) and the refundable
Earned Income Tax Credit (EITC). Funds from
each of these programs are targeted solely to
low-income families with children, unlike mini-
mum wage increases where a substantial por-
tion of the benefit goes to middle and upper
class families or teenagers.

Restricting one’s focus to the inflation-
adjusted value of the minimum wage fails to
take account of the EITC which has expand-
ed greatly over the past 25 years. Expansions
of the EITC increase hourly income for a sin-
gle full-time minimum wage worker by over
$2.00 per hour as seen in Figure 5. This
$4,000 is delivered directly to families with
children, rather than wasted on individuals
and families outside of those most in need.

Unfortunately, advocates of indexing would
prefer that policymakers consider their pro-
posal in a vacuum, ignoring the reality that
poor families have a wide variety of resources
available to supplement their incomes until
their skill levels rise to a point where they can
command higher wages.
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Conclusion In the balance between government, families

and employers, creating an environment where
There are several key questions legislators  pusiness is challenged annually through an
should ask when considering indexing wage untargeted and unfunded mandate cannot have

mandates: positive effects for any party. Because it offers
few benefits, is foolishly targeted to those indi-

* Who are we trying to help by indexing viduals who are not in need, and substantially
wages? increases risks for low-skill workers, indexing

must be viewed for what it is: a politically-moti-
vated tool with no place in a balanced approach

* Is wage indexing an efficient way o .
to assisting the working poor.

to deliver assistance to the target
population?

* Is the CPI the proper tool for index-

ing wages, or could using the CPI
cause more inflation or exacerbate
unemployment?

* How will employers react to automat-

ic increases in the wages they pay?
Will they welcome the “certainty”
offered by indexation? Or will
employers seek out more efficient and
productive employees, cut back on
jobs and hours or switch to more cap-
ital intensive production?
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