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Economic View

Revisiting a Minimum-Wage Axiom 

By EDUARDO PORTER

A GREAT deal of contemporary economics rests on the understanding that if you jack up the price — say, of a laptop, a vacation in France or a pedicure— demand for that good or service will surely fall. 

As Congress moves toward approval of the first increase in the federal minimum wage in a decade, some economists have warned that this axiom applies to minimum wage workers, too — that mandating an increase in pay is likely to reduce demand for the services of those at the bottom of the economic heap, throwing some of them out of work. 

But though economists still maintain that the axiom is true, it may not be entirely relevant in today’s economy. There are good reasons to believe that it would take a very large rise in the current minimum wage to exact a significant toll on jobs. Raising the floor on pay to $7.25 an hour from $5.15, as Congress is considering, is unlikely to do much damage. Still, American history offers many examples of how raising the wages of low-paid workers will provide a powerful incentive for employers to eliminate their jobs.

In the early 1960s, for instance, roughly 45,000 seasonal workers descended on California fields each year for the harvest of 2.2 million tons of processing tomatoes — the kind used in ketchup and canned foods. Most of these laborers were immigrants, arriving under the Bracero program, a government plan in effect since World War II to bring Mexicans to work in the fields. 

In December 1964, the government ended the program. Farm wages jumped and growers were provided with a compelling reason to replace workers with machines. Within five years, scientists and engineers at the University of California, Davis, had designed an oblong tomato that ripened uniformly, along with a mechanical harvester that could collect the tomatoes in a single pass through the field. According to Philip Martin, professor of agriculture and resource economics at the Davis campus, the number of workers hired for the harvest fell 90 percent. 

These days, 5,000 workers operate machines that harvest more than 12 million tons of processing tomatoes. This represents a great leap in productivity — but it also suggests the disruptive effects of a sudden rise in the wages of workers at the bottom of the income scale. 

Most economists believe that imposing a minimum wage will generally increase joblessness at the bottom. More than 45 percent of respondents in a 2000 survey of members of the American Economic Association said they “mainly agreed” that minimum wages increased unemployment among young and unskilled workers, and an additional 28 percent responded that they “agreed with provisos,” which were not spelled out.

Still, the consensus behind this bit of orthodoxy has weakened over time. Over the last few decades there have been several increases in federal and state minimum wages, with little impact on the level of employment. This has led economists in the last decade to reconsider the link between wages and jobs at the bottom. “The experience we have suggests that if there were a change in the range that is currently being talked about, it would be hard to detect any employment effects,” said Lawrence Katz of Harvard, one of a handful of economists whose work in the 1990s challenged the prevailing view that raising minimum wages reduced jobs.

Alan Krueger, an economist at Princeton whose work also challenged earlier analyses of the impact of minimum wages on jobs, noted that while studies in the 1960s and ’70s seemed to relate gains in the minimum wage to falling teenage employment, the link weakened when using more recent data. That’s because the minimum wage has fallen substantially in real terms, and not many workers earn so little money. Those who do are much more difficult to replace than the tomato pickers were in the ’60s.

Mr. Krueger pointed out that the conventional view assumed that it didn’t cost employers anything to replace a worker with somebody or something cheaper. In real life, by contrast, there is a cost to hiring; turnover is expensive. Unless the jump in the minimum wage were very large, employers would be unlikely to respond by letting workers go.

The number of workers earning the minimum wage has shriveled in the United States. In 2005, fewer than 2 million people earned no more than the federal minimum wage, down from 4.4 million as recently as 1998. These workers were concentrated overwhelmingly in local service industries, which are relatively insulated from competition with imports, and in occupations that are relatively difficult to mechanize. For instance, virtually no minimum-wage workers were left in manufacturing. In 2005, according to government figures, only 39,000 manufacturing workers were earning no more than the minimum wage, down from 299,000 in 1998. 

By contrast, in 2005, about 1.2 million workers in the leisure and hospitality industry were earning no more than the minimum wage: restaurant cooks, hotel maids and others, accounting for almost 64 percent of all minimum-wage workers in the country.

Unlike a manufacturer, a McDonald’s in the United States will not relocate to China when its labor costs rise. And until a machine is developed to adequately sauté the vegetables and toss the salad in America’s sit-down restaurants, it will be hard for employers to replace them, even if Congress agrees to increase their pay to $7.25 an hour from $5.15 over a couple of years. 

IN one study, Mr. Krueger and David Card of the University of California, Berkeley, found that in the eight months after New Jersey raised its minimum wage to $5.05 an hour from $4.25 in 1992, employment in fast-food restaurants grew slightly faster there than in Pennsylvania, where the minimum wage didn’t change.

If there is a consequence to an increase in the federal minimum wage, it will more likely be seen in prices. Mr. Krueger and Mr. Card found that prices in restaurants in their study rose about 4 percent faster in New Jersey than they did in Pennsylvania. 

But that’s unlikely to induce customers to stop eating fast food. If labor accounts for about 30 percent of total costs in fast-food chains, even assuming that everybody at the restaurant works for the minimum wage, an increase of 40 percent, before inflation, is likely to add less than 10 percent to the price of your burger over two years. 
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