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France	and	Australia	offer	a	good	examples	of	national	commitment	to	a	Minimum	
Living	Wage.	In	the	case	of	France,	the	minimum	wage	was	established	and	designed	
to	promote	social	inclusion	through	employment.	As	Caroli	and	Gautie	(2008,	p.	18)	
explain,	the	French	minimum	wage	reflects	“a	political	and	social	consensus	
according	to	which	a	decent	wage	should	be	defined	not	only	in	absolute	but	also	in	
relative	terms	and	thus	low	wages	should	benefit	from	growth	and	be	indexed	to	the	
average	wage	increase.”	Likewise,	according	to	the	Workplace	Relations	Act	of	1996,	
the	goal	of	the	Australian	minimum	wage	is	to	ensure	a	“fair”	wage,	judged	
according	to	living	standards	“generally	prevailing	in	the	Australian	community”	
(Healy	2011,	p.	633).	 

According	to	the	conventional	wisdom,	France	has	paid	a	heavy	price	for	this	
commitment	to	eradicating	extreme	low	pay,	in	the	form	of	a	long-run	worsening	of	
employment	outcomes	for	young,	less-educated	workers,	especially	relative	to	
countries	with	a	commitment	to	flexible,	less	regulated	labor	markets	such	as	the	
United	States.	But	the	data	suggest	otherwise.	To	recap,	while	both	countries	had	a	
Kaitz	index	of	around	45	percent	to	47	percent	in	the	late	1970s,	by	the	mid-2000s,	
the	French	ratio	had	risen	above	60	percent	and	the	U.S.	ratio	had	fallen	to	31	
percent.	The	U.S.-France	gap	was	equally	massive	in	real	purchasing	values:	as	the	
U.S.	minimum	wage	fell	from	around	$9.50	to	$7.25,	the	French	minimum	wage	rose	
from	$7.00	to	$11.00	(in	2014	dollars	-	Figure	6a).	Has	the	opening	of	a	25	
percentage	point	gap	in	the	Kaitz	index	for	France	and	the	United	States—one	that	is	
reinforced	by	a	buying	power	gap	that	has	reached	$3.75—led	to	a	divergence	in	
employment	and	unemployment	rates	for	the	most	vulnerable	workers	in	these	two	
countries?		
	
Figure	7a	shows	that	the	conventionally	defined	unemployment	rate	for	young	
workers	(ages	15	to	24)	was	much	higher	in	France	than	in	the	United	States	in	the	
mid-1980s	and	mid-1990s	(the	height	of	the	European	recession).	However,	this	
gap	narrowed	dramatically	in	the	2000s,	and	especially	during	the	2008-10	financial	
crisis,	while	the	relative	values	of	the	French	and	U.S.	minimum	wages	continued	to	
sharply	diverge.	With	the	exception	of	2011	to	2013	(in	part	a	reflection	of	the	
commitment	to	European	economic	austerity	policies)	there	is	no	evidence	of	a	
secular	widening	gap,	as	would	be	expected	if	the	Kaitz	index	was	a	good	predictor	
of	employment	performance	for	the	most	vulnerable	workers.		
	
	
	
Figure	7:	Alternative	Unemployment	Rates	(U/LF	and	U/POP)	for	Ages	15-24,	1983-
2014*	
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				a.	The	US	and	France	
	

	
	
						b.	The	US	and	Australia	
	

	
*U/LF	is	the	standard	unemployment	rate	and	is	the	ratio	of	the	unemployed	to	the	labor	force	for	
15-24	year	olds;	U/POP	is	the	ratio	of	the	unemployed	to	the	population	for	these	ages.	Source:	
OECD.stat	(data	extracted	January	2016).	
	
	
Figure	7a	also	shows	that	the	orthodox	prediction	of	diverging	U.S.	and	French	
employment	performance	fares	even	worse	if	a	better	measure	of	youth	
unemployment	is	used.		The	conventional	measure	is	defined	as	the	unemployed	
share	of	the	labor	force	(the	unemployed	plus	the	employed).	But	unlike	U.S.	
students,	most	students	in	France	do	not	work,	and	this	is	not	simply	a	reflection	of	
the	absence	of	job	opportunities.	The	same	was	true	in	the	1960s,	when	the	French	
economy	was	at	near-full	employment	(Howell	and	Okatenko,	2010).	With	lower	
employment,	the	same	number	of	unemployed	will	translate	into	a	higher	
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unemployment	rate,	by	construction.	A	much	better	measure	of	unemployment	for	
young	people	is	the	unemployment-to-population	rate,	which	is	shown	for	French	
and	American	15	to	24	year	olds	at	the	bottom	of	Figure	7.	These	French	and	U.S.	
unemployment	rates	have	tracked	each	other	closely	since	the	1980s,	both	
fluctuating	between	6	percent	to	10	percent.	There	is	clearly	no	evidence	of	the	
predicted	divergence	in	French-U.S.	employment	performance.	
	
Figure	7b	presents	the	same	unemployment	data	for	15-24	year	olds	in	the	United	
States	and	compares	them	to	Australia.	Like	France,	Figures	5,	6a	and	6b	show	high,	
and	in	the	case	of	Figures	6a	and	6b,	strongly	rising	inflation	adjusted	values	of	the	
Australian	minimum	wage.	This	should	have	led	to	higher	and	diverging	
unemployment	rates	for	Australia	relative	to	the	United	States.	But	Figure	7b	offers	
no	support	for	this	conventional	prediction:	The	Australian	conventional	
unemployment	rate	(U/LF)	fell	sharply	between	the	early	1990s	and	the	global	
2008	economic	crisis,	to	levels	below	the	United	States.	A	similar	pattern	can	be	
seen	using	unemployment-to-population	rates.	The	most	recent	data	show	nearly	
identical	youth	unemployment	rates	on	both	metrics	(despite	the	effects	of	a	
collapse	in	commodity	prices	on	the	Australian	economy	since	2012).		
	
	
Figure	8:	The	Incidence	of	Low	Pay	and	2015	Employment	Rates	for	Young	(25-34)	Less-
Educated	Workers	for	17	Countries	

	
Sources:	OECD	“Low	Pay	Incidence”	data	extracted	from	OECD.Stat,	June	1,	2016,	and	are	for	2013	
except	the	Netherlands	(2006),	France	(2005),	and	Norway	(2009),	which	are	from	Schmitt (2012);	
the	low	education	employment	rate	is	for	25-34	year	olds	with	less	than	upper	secondary	schooling,		
(EO-OECD	2015,	table	E).	
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Another	perspective	on	French,	Australian	and	U.S.	employment	performance	is	
provided	by	Figure	8,	which	shows	a	scatterplot	of	the	low-wage	share	of	
employment	against	the	low-education	employment	rate.	A	higher	minimum	wage,	
together	with	higher	rates	of	collective	bargaining	(among	other	factors)	explain	
cross-country	differences	in	the	incidence	of	low	pay.	If	these	“labor	market	
rigidities”	price	workers	out	of	the	labor	market,	then	reducing	the	low-wage	share	
should	also	reduce	the	low	education	employment	rate,	as	young	less	educated	
workers	have	a	harder	time	finding	and	keeping	jobs.			
	
But	Figure	8	shows	no	cross-country	relationship	between	the	incidence	of	low	pay	
and	the	low-education	employment	rate.	Indeed,	while	there	is	a	14	percentage	
point	gap	in	the	low-wage	share	of	employment	between	France	(11	percent)	and	
the	United	States	(25	percent),	the	employment	rates	for	young	less	educated	
workers	is	nearly	the	same.	Similarly,	Australia’s	incidence	of	low	pay	is	9	
percentage	points	below	the	U.S.	level,	but	with	low-education	employment	rates	
about	7	points	higher.	We	have	also	highlighted	Denmark,	which	shows	the	
strongest	challenge	to	the	orthodox	prediction—a	low-wage	share	of	employment	of	
just	8	percent,	17	points	below	the	25	percent	rate	of	the	United	States,	but	
Denmark	still	shows	a	superior	low-education	employment	rate	for	young	workers.		
	
Relying	on	a	broader	measure	of	how	the	French	and	U.S.	economies	perform	for	
young	workers,	Figure	9	compares	the	NEET	rate	(Not	in	Employment,	Education	
or	Training)	for	20-to-24	year	olds.	If	young	people	not	attending	school	are	“priced	
out”	of	the	labor	market	by	a	high	minimum	wage	then	we	should	expect	a	very	high	
and	rising	NEET	rate	for	France	compared	to	the	United	States.	Figure	8	shows	that	
France	has	only	slightly	higher	NEET	rates	than	the	United	States,	and	the	gap	has	
closed	significantly	since	2000,	from	3.2	points	in	2000	(17.6	percent	for	France	and	
14.4	percent	for	the	United	States)	to	just	0.6	points	(19.4	percent	compared	to	18.8	
percent).	While	the	French	NEET	rate	increased	by	1.8	points	over	these	13	years,	
the	U.S.	rate	increased	by	4.4	points.	Again,	based	on	the	levels	and	change	in	the	
relative	value	of	the	minimum	wage,	from	a	conventional	textbook	perspective	we	
should	be	seeing	divergence,	not	convergence.			
	
In	sum,	this	cross-country	evidence	offers	no	support	for	the	conventional	view	that	
a	high	relative	value	of	the	legal	wage	floor	(the	Kaitz	index)	offers	a	good	guide	to	
the	ability	of	an	economy	to	“afford”	a	much	higher	wage	floor	(whether	set	buy	a	
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statutory	minimum	wage	or	by	collective	bargaining).	If	the	Kaitz	ratio	turns	out	to	
be	a	good	benchmark,	it	would	have	to	be	in	the	region	well	above	60	percent.39	
	
	
	
Figure	9:	The	Share	of	French	and	American	20-24	Year	Olds	Not	Employed,	Enrolled	
in	School,	or	in	Training	(the	“NEET	Rate”),	2000	and	2013	

	 	
Source:	OECD	(2015),	Table	3.4.	
	
	
c) The	Sector-Level	Kaitz	Index:	A	Better	NJL	Metric?	

	
While	the	median	wage	for	a	geographic	area	seems	a	poor	guide	to	setting	an	NJL	
wage	floor,	a	better	job	might	be	done	by	using	the	median	wage	for	a	narrowly	
defined	low-wage	sector	(such	as	retail	trade	or	food	services),	because	the	
conditions	facing	employers	that	matter	for	the	wage-employment	relationship	may	
be	fairly	similar.	The	experience	of	the	United	Kingdom	speaks	directly	to	the	
question	of	how	high	the	Kaitz	ratio	can	be	in	the	low-wage	sectors	where	most	
minimum	wage	workers	are	employed.		
	
Table	1	shows	that	the	country’s	National	Minimum	Wage	(NMW)-to-median	ratio	
in	all	low-paying	sectors	increased	from	67.5	percent	in	1999	to	80.2	percent	in	
2015	(second	to	last	row).	For	specific	sectors,	over	these	16	years	the	NMW-to-
median	ratio	rose	from	81.9	percent	to	92.5	percent	in	cleaning,	from	78.6	percent	
to	88.1	percent	in	hospitality,	and	from	69.5	percent	to	79.5	percent	in	retail.	This	

																																																								
39	It	should	be	noted	that	we	are	referring	to	the	OECD’s	Kaitz	ratios,	which	are	measured	by	the	full-
time	median,	 a	more	 stringent	 standard	 than	 the	 targets	proposed	by	 the	UK	government	 and	 the	
UK’s	Resolution	Foundation	for	a	wage	floor	that	is	60	percent	of	the	overall	median.	
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very	substantial	wage	compression	occurred	without	evidence	of	negative	
employment	effects	(Low	Pay	Commission,	2014,	p.	12).	
	
This	evidence	indicates	that	the	NJL	Kaitz	ratio	for	low-paying	sectors	in	the	United	
Kingdom	is	above	80	percent,	the	2015	value.	How	much	above?	Had	the	Low	Wage	
Commission	adopted	the	backward-looking	“uncharted	waters”	NJL	criterion,	
evidence	would	have	been	required	to	confirm	that	each	of	these	increases	since	
1999	would	not	trigger	job	loss.	In	the	absence	of	such	evidence,	we	would	not	
know	that	these	increases	in	the	NMW-to-median	ratio	of	10-to-15	percentage	
points	could	take	place	without	any	job	loss,	much	less	large-scale	job	loss	(as	was	
predicted	in	the	1990s)—and	many	U.K.	workers	would	be	much	worse	off	as	a	
consequence.40		
	
	
Table	1:	The	UK’s	Kaitz	Ratio	for	Low-Wage	Sectors,	1999-2013	
Sector		 1999		 2008		 2012		 2013		 2014		 2015		 Highest	bite		

Cleaning		 81.9		 90.1		 93.5		 92.5		 92.7		 92.5		 93.5		 2012		
Hospitality		 78.6		 85.3		 86.9		 88.1		 87.7		 87.7		 88.1		 2013		
Hairdressing		 83.5		 80.4		 85.8		 84.4		 85.1		 86.7		 86.7		 2015		
Childcare		 -		 69.6		 82.8		 84.2		 83.7		 84.8		 84.8		 2015		
Retail		 69.5		 76.7		 79.5		 78.1		 79.4		 79.1		 79.5		 2012		
Social	care		 60.8		 72.2		 76.8		 78.4		 78.7		 79.5		 79.5		 2015		
Agriculture		 67.5		 71.7		 75.1		 71.8		 72.1		 73.2		 75.1		 2012		
Textiles		 62.1		 69.9		 71.7		 71.0		 71.0		 73.0		 73.0		 2015		
Leisure		 59.3		 66.8		 69.5		 70.8		 71.1		 72.1		 72.1		 2015		
Employment	
agencies		

-		 67.7		 68.0		 68.1		 71.5		 70.4		 71.5		 2014		

Food	processing		 55.6		 65.2		 70.4		 68.4		 70.0		 72.2		 72.2		 2015		

Low-paying	sectors		 67.5		 75.5		 79.4		 78.9		 79.6		 80.2		 80.2		 2015		

Non	low-paying	
sectors		

42.2		 45.6		 46.0		 45.9		 46.2		 47.0		 47.0		 2015		

All		 47.1		 51.2		 52.8		 52.5		 53.2		 54.1		 54.1		 2015		

																																																								
40	According	to	the	UK’s	Low	Pay	Commission	(2014),	it	is	possible	that	there	may	still	be	room	for	
higher	increases	in	the	low-pay	sector	Kaitz	ratios	without	risk	of	job	loss	if	the	national	minimum	
wage	is	increased	gradually.	“The	bite	(Kaitz	ratio)	is	at	or	near	its	highest	ever	level	in	these	sectors.	
Against	that	background	our	view	is	that	in	these	conditions	an	increase	in	the	NMW	such	as	to	cause	
a	large	rise	in	the	bite	would	run	a	high	risk	of	adverse	employment	effects.	That	risk	would	be	more	
acute	if	an	increase	were	to	take	place	very	quickly:	the	evidence	from	past	increases	in	the	NMW	is	
that	time	to	adjust	business	practice	in	order	to	manage	additional	wage	costs	has	been	important	in	
enabling	employers	to	cope.	We	continue	to	receive	advice	from	employers	that	a	very	big	rise	that	
takes	place	in	one	go	would	be	the	hardest	for	them	to	absorb”	(Low	Pay	Commission	2014,	pp.	31-
2).		
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Source:	Low	Pay	Commission	(2016).		
	
	
The	Resolution	Foundation	estimates	that	the	increase	in	the	bite	from	the	NMW	in	
2014	to	the	National	Living	Wage	(NLW)	in	2020	would	be	from	83	percent	to	98	
percent	in	the	retail	trade	sector,	from	93	percent	to	110	percent	in	
accommodations	and	food	services,	and	from	85	percent	to	101	percent	in	cleaning	
services.41	The	increase	in	the	wage	bill	of	these	three	sectors	is	estimated	to	be	2	
percent,	3.4	percent,	and	3	percent	respectively.	Even	in	these	labor-intensive	
sectors	(because	the	wage	bill	is	only	a	part	of	total	operating	costs)	only	a	fraction	
of	this	2-to-3.4	percent	wage	increase	range	needs	to	be	accommodated,	and	as	both	
the	Low	Pay	Commission	and	the	Resolution	Foundation	have	indicated,	U.K.	
employers	have	shown	that	they	can	respond	not	necessarily	or	only	by	cutting	
hours	and	jobs,	but	also	via	price	increases,	reduced	turnover	costs,	higher	
productivity,	and	lower	profits	(D’Arcy	and	Corlett	2015,	Table	1).	
	
In	sum,	the	expected	change	in	the	wage	bill	after	likely	adjustments	to	cope	with	a	
mandatory	increase	in	the	wage	floor	is	a	much	better	guide	to	expected	job	loss	
than	the	relative	median	wage.	But	if	the	Kaitz	index	is	to	be	used	as	the	guide,	it	is	
probably	best	calculated	at	the	sector	level	in	appropriate	localities.	The	U.K.	
evidence	suggests	that	very	high	sector-level	Kaitz	ratios	are	consistent	with	little	or	
no	job	loss.		
	
6.	The	Federal	Wage	Floor:	A	Minimum	Living	Wage	
	

Every	worker	should	be	ensured	a	minimum	wage	which	will	
enable	him	or	her	to	maintain	a	becoming	standard	of	life	for	
himself	and	his	family.	Apart	altogether	from	considerations	of	
humanity	it	is	on	the	highest	interest	to	the	State	that	children	
should	be	brought	up	under	conditions	that	will	make	them	fit	and	
efficient	citizens.		
	British	Prime	Minister	Lloyd	George,	191942	

	
	

																																																								
41	The	estimated	ratios	of	the	NLW	to	the	sector	median	can	be	over	100	percent	because	the	
Foundation	did	not	estimate	the	future	median;	the	objective	was	only	to	show	the	change	from	the	
NMW	bite	in	2014	to	what	it	would	be	in	2016	and	2020	under	the	NLW	without	changing	the	
median.	But	clearly	the	NLW	would	continue	the	convergence	of	the	of	the	Kaitz	ratio	towards	1	in	
very	low-wage	sectors.	
42	Quoted	by	Waldman	(The	Incidence	of	Low	Pay	and	2015	Employment	Rates	for	Young	
(25-34)	Less-Educated	Workers	for	17	Countries	2004,	p.	196).	
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The	concern	over	job	loss	has	always	played	a	central	role	in	the	minimum	wage	
debate,	but	until	recently	the	underlying	motivation	was	that	expressed	in	1919	by	
Lloyd	George	(above)	and	in	the	opening	sentences	of	the	1938	Fair	Labor	
Standards	Act	as	noted	above.		And	in	the	older	rhetoric,	patrician	national	political	
leaders	could	speak	of	the	“national	evil”	of	the	payment	of	poverty-level	wages	
(Churchill)	and	that	firms	that	did	so	had	“no	right	to	continue	in	this	country”	
(Roosevelt).43	It	is	notable	that	this	earlier	framing	took	place	in	a	period	with	
virtually	no	social	safety	net	and	no	job	protection	in	extremely	competitive	labor	
markets.	Any	mandated	wage	floor	could	be	expected	to	result	in	job	loss	in	U.S.	and	
U.K	economies	that	were	struggling	with	a	surplus	pool	of	labor	that	that	produced	
what	the	U.S.	economist	John	Bates	Clark	called	“hunger	discipline.”	This	early	20th	
century	debate	was	framed	in	terms	of	a	living	wage.	
	
By	contrast,	in	today’s	debate,	in	a	context	of	much	lower	unemployment	and	
substantially	greater	social	protection	(however	inadequate),	the	discourse	is	
dominated	by	what	the	statistical	evidence	says	about	the	effects	of	increases	in	the	
statutory	wage	floor	on	job	loss.	With	the	best	evidence	now	showing	no	discernible	
employment	effects,	many	of	the	strongest	advocates	for	substantial	hikes	in	the	U.S.	
federal	minimum	wage	have	made	the	case	on	No	Job	Loss	(NJL)	grounds.	Indeed,	
the	argument	is	that	not	only	will	workers	not	lose	jobs,	but	there	will	be	little	or	no	
harm	done	to	anyone—a	perfect	example	of	the	economist’s	(near)	Pareto-
improvement:	many	gain	a	lot	and	no	one	loses.	Setting	aside	the	merits	of	this	view,	
what	is	striking	about	this	framing	is	that	the	ultimate	progressive	goal	(a	living	
wage)	and	the	strong	Rooseveltian	rhetoric	in	support	of	it	has	all	but	disappeared.	
This	leaves	the	case	for	minimum	wage	that	can	meaningfully	improve	the	living	
standards	of	working	families	subject	to	the	vagaries	of	the	statistical	analysis	over	
the	risk	that	some	poverty-wage	high-turnover	jobs	will	disappear,	with	no	place	in	
the	policy	debate	for	the	ethical	and	efficiency	payoffs	that	used	to	be	front	and	
center.	
	
In	this	section,	we	suggest	that	ethical	and	efficiency	considerations	should	be	
reintroduced	to	the	debate.	The	progressive	case	for	a	substantial	increase	in	the	
minimum	wage	should	be	reoriented	from	a	“no-harm”	(NJL)	framing	to	a	benefit-
based	one	that	explicitly	calls	for	a	Minimum	Living	Wage	on	broadly	defined	net-
benefit	grounds,	which	include	not	just	the	net	monetary	benefits	of	a	higher	wage	
for	the	standard	of	living	of	working	families,	but	also	the	many	positive	spillover	
effects	of	a	“high-road”	employment	model.	Decent	pay	helps	working	families	avoid	
dependence	on	public	spending	that	is	stigmatizing	and	politically	divisive,	and	

																																																								
43	See	the	title	page	for	the	full	quotes.	
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would	help	end	the	current	practice	of	subsidizing	low-wage,	“race-to-the-bottom”	
employment	models	that	have	increasingly	characterized	the	human	resource	
practices	of	for-profit,	non-profit,	and	government	employers	alike.	Although	we	do	
not	attempt	to	identify	a	particular	MLW	level	or	the	date	at	which	it	should	be	fully	
phased	in,	we	offer	some	evidence	of	the	kind	that	might	be	used	to	do	so.		
	
a)		The	Problem:	A	Low-Wage	Social	Model	
	
The	responsibility	that	a	the	statutory	wage	floor	must	bear	to	bring	the	income	of	
working	families	to	levels	sufficient	to	provide	a	decent	standard	of	living	depends	
on	the	larger	institutional	context.	This	includes	the	nature	of	social	protection	
policy	(e.g.,	targeted	tax	benefits	like	the	Earned	Income	Tax	Credit,	and	child,	
housing,	education,	and	health	benefits),	the	extent	and	effectiveness	of	collective	
bargaining,	and	the	security	and	bargaining	power	that	comes	with	the	strength	of	
labor	market	institutions	such	as	employment	protection	laws	and	unemployment	
benefits	(Grimshaw	et	al.	2016;	Marchal	and	Marx	2015).	In	addition,	corporate	
governance	and	wage-setting	norms	in	the	private	sector	can	play	a	big	role	in	the	
setting	of	wages	for	less-skilled	workers.	On	all	of	these	institutional	dimensions,	
U.S.	workers	face	the	skimpiest	social	safety	net	and	the	most	competitive	and	
precarious	job	market.	To	date,	the	federal	minimum	wage	has	been	set	to	align	with	
this	“low-road”	labor	market	model,	with	a	real	and	relative	wage	floor	that	is	the	
lowest	in	the	affluent	world	(see	Section	2).		
	
The	failure	of	the	U.S.	labor	market—and	the	federal	minimum	wage—to	set	a	
decent	lower	boundary	for	hourly	pay	can	be	seen	in	the	data,	which	shows	steadily	
worsening	performance	since	1979,	particularly	for	young	workers.	Defining	“lousy	
jobs”	as	those	in	which	workers	were	paid	less	than	2/3	of	the	median	wage	for	full-
time	workers	ages	18	to	64	($12.50	in	2014)	or	were	working	involuntarily	part-
time,	the	incidence	of	lousy	jobs	for	young	workers	ages	18	to	34	without	a	college	
degree	has	increased	astronomically	since	1979.	For	females,	the	lousy-job	rate	for	
this	group	increased	from	53.1	percent	in	1979	to	70.1	percent	in	2014;	for	similar	
young	men,	the	increase	was	even	larger:	from	28	percent	in	1979	to	57.1	percent	in	
2014.	This	compares	to	lousy-job	rates	for	young	men	without	a	college	degree	of	
44.9	percent	in	the	United	Kingdom	and	just	18.1	percent	for	France	(2012).		
Compared	to	the	U.S.	young	female	rate	of	70.1	percent,	the	young	U.K.	and	French	
female	rate	were	59.9	percent	and	29.2	percent.44			
		
	
																																																								
44	Author’s	calculations	(Howell’s	Equitable	Growth	Decent	Jobs	Project).	Canada’s	lousy-job	rate	for	
these	workers	was	almost	as	bad:	68.6	percent	for	females	and	47.5	percent	for	males.	
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b)		From	‘No	Job	Loss’	to	a	‘Total	Earnings’	and	Minimum	Living	Wage	Standard	
	

We	suggest	that	the	primary	consideration	for	setting	the	federal	wage	floor	is	the	
standard	of	living	that	can	be	attained	from	paid	employment.	We	do	not	propose	a	
specific	detailed	plan	for	setting	the	federal	wage	floor,	much	less	a	particular	
Minimum	Living	Wage	(MLW).	But	we	do	argue	that	the	primary	consideration	in	
the	setting	of	the	MLW	is	a	socially	acceptable	target	hourly	wage	on	standard	of	
living	grounds,	and	that	employment	effects	ought	to	be	an	important	but	secondary	
consideration.		
	
In	asking	“Can	the	minimum	wage	be	‘too	high?”,	the	dominant	minimum	wage	
researchers	of	the	last	generation,	David	Card	and	Alan	Krueger,	imply	a	
conventional	No-Job-Loss	(NJL)	criterion.	
	

Ultimately,	however,	a	minimum	wage	that	is	set	too	high	would	be	
expected	to	cause	employment	declines,	even	when	firms	have	market	
power	and	set	wages	monopsonistically.	Our	view	is	that	the	political	
process	usually	prevents	the	minimum	wage	from	exceeding	the	point	
where	it	adversely	affects	total	employment,	but	it	is	important	for	
research	to	establish	where	such	effects	would	occur…	Even	if	the	
minimum	wage	does	exceed	this	level,	however,	it	will	still	increase	
total	earnings	for	low-wage	workers	if	the	elasticity	of	demand	is	less	
than	one	in	absolute	value	(Card	and	Krueger	2015,	p.	xx).	
	

“Too	high”	is	defined	in	this	passage	as	a	level	that	causes	employment	declines—a	
level	above	what	we	have	called	the	NJL	threshold.	But	they	also	appear	to	envision	
another	yardstick,	a	narrowly	defined	measure	of	net	benefits:	the	change	in	total	
earnings	for	low-wage	workers.	This	would	go	far	beyond	the	strict	NJL	criterion,	in	
which	the	wage	floor	should	be	set	to	preclude	the	risk	of	any	job	loss	taking	place	
anywhere.	Since	it	is	well-known	that	the	elasticity	of	labor	demand	is	far	below	
one—Manning	(2016)	has	argued	that	it	may	be	essentially	zero	even	for	U.S.	
teenagers—there	would	be	a	great	deal	of	room	under	this	‘total	earnings’	standard	
for	wage	floors	to	be	set	well	above	the	NJL	threshold.		
	
The	case	for	this	more	ambitious	wage	floor	target	would	be	even	stronger	if	we	
heeded	the	recommendations	made	by	John	Bates	Clark	in	2013	and	closely	
monitored	employment	effects	in	near-real-time,	with	“emergency	relief”	legislated	
along	with	the	minimum	wage	increases	to	support	workers	who	were	harmed.			
	

Emergency	relief	needs	to	accompany	the	minimum-wage	law,	and	
effective	measures	for	it	must	be	ready	to	act	the	moment	the	law	is	
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passed.	It	will	not	do	to	discharge	the	workers	and	then	debate	the	
question	as	to	how	best	to	give	them	work.	Moreover,	such	
employment	as	we	furnish	should	be	such	as	self-respecting	persons	
may	properly	accept	(quoted	by	Prasch,	2000,	pp.	257-8).	

	
Adopting	the	“total	earnings”	criterion,	the	MLW	should	be	set	with	the	goal	of	
eliminating	extreme	low	pay,	as	Belgium,	France,	and	the	Scandinavian	countries	
(through	collective	bargaining)	have	already	accomplished,	and	if	this	should	lead	to	
some	job	loss,	there	is	no	question	that	the	net	benefits	(even	if	measured	only	in	
terms	of	earnings	effects)	would	vastly	outweigh	the	costs	of	generous	“emergency	
relief.”	Instead	of	invoking	the	narrow	Pareto	Criterion	of	no	harm	to	anyone,	this	
would	mean	the	adoption	of	what	economists	refer	to	as	the	Compensation	
Criterion,	in	which	net	benefits	can	be	used	to	fully	compensate	those	harmed	by	a	
policy.		
	
The	Low	Pay	Commission	in	the	United	Kingdom	offers	a	model	of	an	institutional	
setup	that	could	operationalize	an	MLW,	one	that	is	inextricably	linked	to	a	
compensation	scheme	that	effectively	ensures	full	employment.45	This	commission	
would	be	responsible	for	(1)	deciding	the	appropriate	MLW;	(2)	regular	monitoring	
and	adjustments	of	these	mandates	based	on	evidence	of	the	effects	on	both	living	
standards	and	employment;	and	(3)	planning	effective	responses	to	any	job	losses	
that	cannot	be	avoided.46		
	
c)The	MLW:	How	Little	is	Too	Little?	
	
Although	only	a	handful	of	countries	had	established	minimum	wages	at	the	time	of	
the	Treaty	of	Versailles	(1919),	the	treaty	called	for	“the	payment	to	the	employed	of	
a	wage	adequate	to	maintain	a	reasonable	standard	of	life	as	this	is	understood	in	
their	time	and	country”	(Anker	2011,	p.	16).	Similarly,	the	opening	sentences	of	the	
Fair	Labor	Standards	Act	of	1938	make	clear	that	the	principal	motivation	for	
legislating	a	minimum	wage	was	to	eradicate	those	“labor	conditions	detrimental	to	
the	maintenance	of	the	minimum	standard	of	living	necessary	for	health,	efficiency,	
and	general	well-being	of	workers.”	The	minimum	wage	was	also	included	in	the	
general	principles	of	the	International	Labour	Organization	(ILO);	a	resolution	
adopted	in	1945	recommended	“the	establishment	of	appropriate	minimum	wage	
standards,	adequate	for	satisfying	reasonable	human	needs”	in	order	to	“assist	the	
progressive	raising	of	the	standard	of	living	of	all	workers”	(ILO	2014,	p.	3).	
																																																								
45	As	the	Resolution	Foundation	(2014)	has	pointed	out,	the	Low	Pay	Commission	should	have	been	
called	the	“Minimum	Wage	Commission”	because	it’s	charge	was	not	to	reduce	the	incidence	of	low	
pay.		
46	As	the	American	economist	John	Bates	Clark	wrote	over	a	century	ago	in	1913	(Prasch	2000).	
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There	is	no	consensus—nationally	or	internationally—about	how	to	define	a	
specific	and	realistic	living	wage.	Most	approaches	agree	that	at	a	minimum,	the	
living	wage	should	be	high	enough	to	allow	a	worker	with	a	family	to	cover	the	basic	
subsistence	costs	of	shelter,	food,	transportation,	clothing,	and	utilities.	Items	such	
as	health	care	and	education	are	free	in	some	countries	and	not	in	others,	so	that	
impacts	the	necessary	wage.	The	ILO’s	Richard	Anker	(2011)	has	developed	a	
methodology	for	determining	a	living	wage	in	an	international	context.	
	
Perhaps	the	living	wage	calculations	from	abroad	that	are	most	directly	relevant	for	
thinking	about	an	appropriate	MLW	for	the	United	States	comes	from	the	Living	
Wage	Foundation	in	the	United	Kingdom,	which	relies	on	research	from	the	Centre	
for	Research	in	Social	Policy	(CRISP)	at	Loughborough	University.		Their	living-wage	
estimates	are	intended	to	“show	how	much	households	need	in	a	weekly	budget	and	
how	much	they	need	to	earn	in	order	to	achieve	this	disposable	income”	for	a	
variety	of	household	types.47	The	Foundation puts	the	2016	living	wage	at	£8.25	
outside	London	and	£9.4	in	London.48	These	figures	would	translate	into	a	2016	U.S.	
living	wage	of	between	$11.77	and	$13.41.49	
	
In	the	United	States,	there	are	several	methodologies	commonly	used	to	estimate	a	
basic-needs	budget	for	workers	with	different	family	types	(e.g.	single	adult,	single	
adult	with	one	child,	two	adults	with	two	children).50	Most	find	that	the	wage	
needed	to	pay	the	basic	costs	of	living—housing,	food,	transportation,	utilities,	taxes,	
health	care,	savings,	clothing,	and	personal	items—requires	a	full-time	job	at	a	wage	
that	is,	as	Figure	10	suggests,	at	nearly	$14	per	hour	for	a	single	person,	and	at	least	
$22	for	a	single	adult	with	one	child	in	low	cost-of-living	areas.	For	example,	among	
the	nine	cities	shown	in	the	figure,	Minneapolis	has	the	lowest	basic-needs	budget	
for	a	single	person	($13.62)	and	Houston	has	the	lowest	for	a	single	adult	with	one	
dependent	child	($22.67).	This	compares	to	the	proposed	2020	federal	minimum	

																																																								
47	http://www.lboro.ac.uk/research/crsp/mis/whatismis/	
48	For	the	Living	Wage	Foundation,	see	http://www.livingwage.org.uk/;	For	CRISP,	see	
http://www.lboro.ac.uk/research/crsp/	
49	These	are	rough	estimates,	calculated	by	using	the	OECD’s	Purchasing	Power	Parity	(PPP)	
multiplier	(1.426)	for	2014	to	the	Living	Wage	Foundation’s	estimate	of	the	London	and	outside	
London	2016	living	wage.	The	1.426	factor	was	calculated	by	taking	the	ratio	of	the	U.K.	PPP	adjusted	
2014	national	minimum	wage	from	the	OECD	($9)	to	the	United	Kingdom’s	2014	national	minimum	
wage	in	pounds.		
50	This	includes	the	Economic	Policy	Institute’s	Family	Budget	Calculator,	the	Self-Sufficiency	
Standard	developed	by	Diana	Pearce,	and	the	MIT	Living	Wage	Calculator	developed	by	Amy	
Glasmeier.	All	of	these	provide	estimates	of	the	income	needed	to	cover	basic	living	costs,	by	family	
size	and	type	as	well	as	city	and	state.	Also	see	Fredericksen	(2015).		
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wage	of	$12,	which	is	the	equivalent	of	$10.92	in	2016	(based	on	CBO	inflation	
projections),	and	the	proposed	$15	in	2021—about	$13.34	in	today’s	dollars.	
	
Figure	10:	The	Full-Time	Hourly	Wage	Required	for	Basic-Needs	Budget	by	Family	
Type	for	Selected	Cities	for	2016	(with	lines	showing	proposed	2020	and	2021	
minimum	wages	in	2016	dollars)	

Source:	Tung	et	al.	(2015),	table	3.1;	derived	from	EPI’s	Family	Budget	Calculator).		
		
Figure	11:	The	Full-Time	Hourly	Wage	Necessary	to	Rent	a	Modest	2-Bedroom	
Apartment:	ten	selected	states,	statewide	average	and	the	nonmetropolitan	average	
in	2015	(with	lines	showing	proposed	2020	and	2021	minimum	wages	in	2016	
dollars)	

	
Source:	National	Low	Income	Housing	Coalition	(NLIHC	2015).	NLIHC	calculates	these	estimates	
based	on	HUD’s	published	Fair	Market	Rent	and	assumes	that	housing	costs	are	30	percent	of	
income.		
	
A	second	source	for	benchmarking	the	Minimum	Living	Wage	is	the	evidence	from	
the	National	Low	Income	Housing	Coalition.	To	rent	a	modest,	two-bedroom	
apartment,	the	average	wage	required	for	a	full-time	worker	(40	hours	and	52	
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weeks)	was	$19.35	per	hour,	or	$15.50	for	a	one-bedroom	unit	(assuming	rents	are	
30	percent	of	household	income).		

As	Figure	11	shows,	even	for	rural	Alabama,	the	rent	required	for	a	minimally	
decent	two-bedroom	apartment	in	non-metropolitan	Alabama	is	estimated	to	
require	a	$12.18	hourly	wage	for	a	full-time	worker,	which	is	about	$1.20	more	than	
the	proposed	$12	wage	for	2020	would	provide	($10.90	in	2016).	The	average	rural	
Alabama	worker	could	afford	this	apartment	with	a	wage	equivalent	to	today’s	value	
of	the	proposed	2021	$15	wage,	but	with	only	$1	left	over	per	hour	($13.34	vs	
$12.18).	However,	even	the	$15	proposal	($13.34	today)	would	be	too	little	to	cover	
the	rental	of	a	modest	two-bedroom	apartment	in	the	five	most	expensive	cities	in	
Alabama,	which	would	require	a	full-time	hourly	wage	ranging	from	$15.15	to	
$15.63	(NLIHC	2015,	p.	16).	These	cost-of-living	estimates	suggest	that	a	2020	wage	
floor	of	$12	would	not	come	close	to	satisfying	a	reasonable	MLW	standard—even	
for	rural	Alabama.	Indeed,	they	suggest	that	the	MLW	would	need	to	be	at	least	$14	
in	2016	dollars,	and	perhaps	in	the	range	of	$16.00	to	$17.00	by	2021.		

Additional	evidence	on	basic-needs	budgets	can	be	found	in	the	“Making	Work	Pay”	
reports	by	the	National	Center	for	Children	in	Poverty	(NCCP),	which	provide	
estimates	of	the	income	families	require	for	basic	needs	in	cities	of	selected	states.	
This	is	a	particularly	valuable	source	for	what	is	needed	from	a	wage	after	taking	
into	account	the	availability	of	city,	county,	state,	and	federal	means-tested	social	
support.	For	example,	the	most	recent	findings	for	Montana	(for	2010)	suggest:			
	

Across	the	seven	localities	examined	in	Montana,	families	need	incomes	
of	over	twice	the	federal	poverty	level	to	cover	their	basic	expenses	of	
housing,	food,	transportation,	health	insurance,	child	care,	and	other	
necessities….	(the	figure)	shows	that	a	single	parent	with	two	children,	
one	preschool-aged	and	one	school-aged,	needs	an	annual	income	
ranging	from	$39,000	in	Havre	to	$46,000	in	Kalispell	to	cover	these	
expenses.	This	is	equivalent	to	a	wage	of	$19	to	$22	per	hour—two	to	
three	times	the	value	of	the	minimum	hourly	wage	of	$7.35	and	one	and	a	
half	times	the	value	of	Montana’s	median	wage	of	$13.65	(Chau	2011,	p.		
4).		

	
The	NCCP’s	study	of	Iowa	(for	2008)	produced	similar	results.	In	both	Iowa	and	
Montana,	the	combination	of	local,	state	and	federal	“work-support”	programs	can	
potentially	make	up	for	most,	or	even	all,	of	the	gap	between	these	basic	expenses	
and	net	earnings	if	the	“take-up	rate”	is	100	percent	in	areas	with	the	most	
comprehensive	set	of	supportive	services.	But	eligibility	for	these	public	subsidies	
varies	over	time	and	by	jurisdiction,	and	requires	substantial	time	and	energy	to	
know	what	is	available,	to	show	eligibility,	and	to	apply	and	collect.	As	a	result,	
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according	to	NCCP,“	many	families	do	not	access	all	of	the	programs	for	which	they	
are	eligible.”51		
	

d) Net	Impacts	for	Workers	
	
If	the	minimum	wage	is	raised,	workers	may	lose	eligibility	for	some	programs,	such	
as	the	Earned	Income	Tax	Credit	(EITC),	the	Supplemental	Nutrition	Assistance	
Program	(SNAP),	or	food	stamps,52	childcare	and	housing	assistance,	and	medical	
care.	At	the	same	time,	policy	can	be	used	to	offset	higher	labor	costs	for	employers	
(such	as	tax	policy	or	subsidies).	In	order	to	determine	the	“right”	federal	minimum	
wage,	it	is	critical	to	take	into	account	the	net	outcomes	for	both	workers	and	
employers.		
	
This	point	is	highlighted	when	comparing	minimum	wages	in	the	international	
arena.	According	to	OECD	estimates,	the	average	net	U.S.	minimum	wage	was	just	
$6.26	in	2013,	about	$1.00	less	than	the	gross	$7.25	wage.53	This	compares	to	a	net	
wage	of	$7.06	for	the	United	Kingdom,	$7.18	for	Canada,	$8.24	for	France,	and	$9.54	
for	Australia	(OECD	2015a).	The	OECD	estimates	that	the	net	gain—the	share	of	the	
minimum	wage	increase	that	a	worker	takes	home	after	taxes	and	benefit	
reductions—to	a	U.S.	minimum	wage	worker	was	barely	over	40	percent	(40	cents	
for	each	dollar	increase	in	the	minimum	wage)	in	2013,	which	was	more	than	in	
Australia	(32	percent)	but	slightly	less	than	France	(45	percent)	and	far	less	than	
Canada	(over	60	percent)	and	the	Netherlands	(over	80	percent)	(OECD	2015b).		
	
Good	illustrations	of	the	potential	for	these	offsetting	effects	can	be	found	in	the	
NCCP’s	“Making	Work	Pay”	reports	for	Iowa	and	Montana	(discussed	above).	Both	
show	a	substantial	“cliff	effect”	where	working	family	incomes	actually	fall	as	the	
worker’s	hourly	pay	increases.	In	the	case	of	Iowa,	as	Figure	12	shows,	income	
would	drop	for	a	family	of	three	(a	single	parent	and	two	children,	ages	2	and	6)	in	
Des	Moines	by	nearly	$8,000	due	to	the	loss	of	food	stamps	and	a	childcare	subsidy	

																																																								
51	According	to	the	Chau’s	NCCP	Montana	report	(2011,	p.	6),	“A	recent	paper	from	the	Urban	
Institute	shows	that	nationally	one	in	five	eligible	children	do	not	participate	in	Medicaid	or	
Children’s	Health	Insurance	Programs	(CHIP),	nearly	four	in	10	eligible	working	households	with	
children	do	not	receive	SNAP,	and	seven	in	10	families	eligible	for	child	care	subsidies	are	not	
served.5	These	findings	echo	those	of	a	previous	study,	which	found	that	only	five	percent	of	low-
income	working	families	received	a	broad	work	support	package	of	public	health	insurance,	SNAP	
and	a	child	care	subsidy.”	
52	Supplemental	Nutritional	Assistance	Program.	
53	The	OECD	estimates	the	taxes	that	workers	must	pay,	including	mandatory	contributions	to	
retirement	pensions,	income	taxes,	unemployment	insurance,	and	other	social	programs.	The	net	
minimum	wage	is	the	estimated	take-home	pay	for	a	full-time	minimum	wage	worker.	Wages	are	
adjusted	using	Purchasing	Power	Parities	for	private	consumption	(OECD	2015a).		
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as	the	worker’s	pay	increased	from	$10.50	to	$12	(2008)	(Fass	et	al.	2008,	figure	1).	
A	similar	family	in	Billings,	Montana	would	have	seen	a	drop	of	about	$7,000	in	
2010	from	a	wage	increase	from	$13	to	$13.50	due	to	the	loss	of	the	childcare	
subsidy.	In	addition,	an	increase	in	pay	from	$15	to	$18	would	increase	annual	
income	by	just	$1,000	because	of	the	loss	of	food	stamps)and	other	benefits	(Chau	
2011,	figure	4).	These	examples	highlight	the	need	for	a	careful	assessment	of	the	
correct	minimum	wage	based	on	locality,	and	available	policies.	It	also	shows	how	it	
is	crucial	that	the	minimum	wage	be	understood	as	part	of	a	package	of	policies	in	
addition	to	the	wage.	
	
The	NCCP	report	profiles	potential	impacts	for	hypothetical	families,	but	we	also	
have	some	research	on	the	actual	impact	of	increased	wages	on	benefit	eligibility	
and	net	overall	earnings	from	research	on	municipal	living	wage	ordinances.		
Researchers	conducted	interviews	with	workers	covered	by	the	living	wage	
ordinance	to	compare	their	before-and-after	income,	including	reliance	on	social	
programs.		
	
Figure	12:	Net	Family	Resources	as	Earnings	Increase:	Des	Moines,	IA		
(Single	Parent	with	two	Children,	Ages	2	and	6)		

	
Source:	National	Center	for	Children	in	Poverty	(2008).	
	
	
For	example,	Fairris	et	al.	(2005)	studied	the	impact	of	the	Los	Angeles	living	wage	
ordinance,	which	required	firms	covered	by	the	ordinance	to	raise	wages	from	a	
minimum	of	$4.25	to	$7.25	per	hour	(plus	health	insurance)	in	1996.54	They	found	
that	after	the	living	wage	was	implemented	in	Los	Angeles,	a	majority	of	workers	

																																																								
54	The	living	wage	is	adjusted	each	year	with	the	cost	of	living.	By	2015	the	L.A.	living	wage	rate	was	
$11.17	plus	health	benefits	(http://www.lawa.org/welcome_LAWA.aspx?id=596).	
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reported	less	income	from	social	programs	but	a	net	increase	in	annual	income	
(Fairris	et	al.	2005).	The	gains	were	greatest	for	single	or	married	workers	without	
children,	as	they	were	eligible	for	fewer	programs	to	begin	with.	Single	parents	with	
children	were,	on	average,	the	most	dependent	on	government	programs,	and	
therefore	experienced	the	biggest	drop	in	eligibility.	Still,	workers	interviewed	
reported	a	net	gain	in	income.	The	net	gain	was	not	enough	to	lift	many	workers	out	
of	poverty,	given	that	the	living	wage	rate	was	set	just	at	the	federal	poverty	line,	
which	suggests	the	need	for	a	higher	wage	level.	
	
To	ensure	that	minimum-wage	workers	get	the	most	of	any	increase,	appropriate	
adjustments	to	the	benefit	schedules	of	programs	such	as	the	EITC	and	SNAP	should	
be	central	to	the	debate	over	the	appropriate	level	of	the	federal	minimum	wage.55	
	
7.	Conclusion	
	
The	United	States	is	just	emerging	from	a	global	financial	crisis	that	had	devastating	
consequences	for	many	U.S.	workers,	most	visibly	in	joblessness	and	the	collapse	of	
housing	values.	Some	seven	years	after	the	trough,	the	employment	rate	is	only	
slowly	recovering,	but	the	conventional	unemployment	rate	is	now	around	5	
percent,	half	what	it	was	in	2009-10.	As	the	employment	crisis	recedes,	what	
remains	is	the	much	longer	term	crisis	in	low	pay,	one	that	shows	a	steady	
worsening	since	the	late	1970s.	According	to	the	Bureau	of	Labor	Statistics,	there	
are	more	than	35	million	people	who	are	“working	poor.”	The	share	of	working	poor	
went	from	5.1	percent	of	the	labor	force	in	2007	to	7.2	percent	in	2010,	and	has	
changed	little	since	then,	despite	the	tepid	economic	recovery.	Families	with	
children	under	18	years	old	were	three	times	more	likely	to	be	among	the	working	
poor.	These	rates	of	working	poverty	are	the	highest	they	have	been	since	the	
1980s,	when	the	BLS	starting	collecting	data	(BLS	2015).56		
	
The	problem	of	in-work	poverty	will	not	be	solved	by	small-scale	tinkering	with	our	
current	labor	market	policies	and	institutions.	Workers	require	a	massive	infusion	
of	bargaining	power.	In	the	absence	of	effective	collective	bargaining	on	a	northern	
European	scale,	the	intervention	that	can	be	most	effective	in	the	near	term	is	a	
substantial	hike	in	the	national	wage	floor,	one	that	requires	employers—for-profit,	
non-profit	and	government	alike—to	pay	a	decent	living	wage.		
	

																																																								
55	On	how	to	best	combine	these	policies,	see,	for	example,	Wicks-Lim	and	Pollin	(2012).	
56	The	working	poor	are	defined	as	defined	as	people	who	spent	at	least	27	weeks	in	the	labor	force	
but	whose	household	incomes	still	fell	below	the	federal	poverty	level.	Given	the	inadequacy	of	the	
federal	poverty	line	measures,	the	actual	rate	of	working	poor	is	likely	much	higher.	
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While	the	living	wage	movement	has	made	giant	strides	in	cities	and	states	across	
the	country,	the	federal	minimum	wage	remains	at	just	$7.25,	a	level	far	below	that	
of	most	other	affluent	countries	with	statutory	wage	floors,	in	both	real	(buying	
power)	and	relative	(to	the	median	wage)	terms.	Yet,	even	among	many	advocates	
for	a	higher	federal	minimum	wage,	the	goals	seem	barely	adequate,	with	targets	of	
$10.10,	$12,	or	even	$15	that	are	not	to	be	fully	phased	in	until	2020-23,	depending	
on	the	proposal.	After	all,	Australia	and	France	effectively	outlawed	low	pay,	defined	
by	wages	that	are	less	than	two-thirds	of	the	median	full-time	wage.	But	crucially,	
these	other	affluent	countries	also	provide	a	much	higher	“social	wage”	than	the	
United	States	in	the	form	of	universal	(not	means-tested)	support	for	health,	
education,	and	especially	child	support.		In	the	current	context,	the	legal	wage	floor	
must	carry	a	much	higher	burden	for	maintaining	minimally	decent	family	incomes	
in	the	United	States	than	in	other	affluent	countries.	
	
At	the	same	time,	it	is	unrealistic	to	expect	a	national	statutory	minimum	wage	to	
carry	this	entire	burden.	One	approach	would	be	to	complement	a	Minimum	Living	
Wage	(MLW),	set	perhaps	with	reference	to	a	basic-needs	budget	for	a	single	adult	
worker,	complemented	by	a	federal	universal	taxable	child-cash-benefit	program	
along	the	lines	modeled	by	Garfinkel	et	al.	(2016).	This	would	be	similar	to	
allowance	systems	already	in	place	in	countries	including	Canada,	the	United	
Kingdom,	and	France.	Garfinkel	et	al.	show	that	unconditional	cash	allowances	like	
these	can	be	more	effective	at	reducing	poverty	than	other	kinds	of	policies	such	as	
a	child	tax	credit.	As	the	prominent	U.K.	economist	Anthony	Atkinson	has	argued,	“A	
Child	Benefit	that	is	substantial	but	taxable,	combined	with	a	progressive	(income)	
rate	structure…	is	an	effective	way	of	ensuring	that	all	families	receive	some	
recognition	of	their	family	responsibilities	but	that	more	is	given	per	child	to	those	
on	lower	incomes”	(Atkinson,	2015,	p.	2014).		
	
Still,	the	root	of	the	problem	of	in-work	poverty	is	inadequate	pay,	and	that	is	where	
the	main	solution	must	be	found.	As	the	University	of	Chicago	economist	Paul	H.	
Douglas	(1925,	p.	16)	wrote	in	remarkably	strong	language	for	an	academic	journal:		
	

It	is	the	most	cruel	form	of	unconscious	hypocrisy	for	businessmen	to	
pay	insufficient	wages	to	those	of	their	employees	who	are	fathers	of	
families	and	then	by	contributing	to	child	welfare	agencies	to	feel	that	
they	have	discharged	their	duty…	employers	and	social	workers	alike	
need	to	beware	of	thinking	that	social	work,	for	all	its	valuable	
contributions,	is	an	adequate	substitute	for	a	decent	wage.	
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Part	of	the	explanation	for	our	persistent	failure	to	establish	a	minimally	decent	
wage	floor	at	the	federal	level	has	been	the	way	the	discourse	has	been	framed—
even	by	many	of	the	strongest	advocates	for	substantially	higher	minimum	wage.	
The	rhetoric	has	been	dominated	by	economics	101	thinking,	in	which	increases	in	
the	minimum	wage	are	constrained	by	the	economist’s	Pareto	Criterion	of	“no	harm	
to	anyone.”	It’s	manifestation	in	the	current	American	minimum	wage	debate	is	
what	we	have	called	the	No-Job-Loss	(NJL)	criterion.	This	rhetoric	is	the	mirror-
opposite	of	the	moral	outrage	voiced	in	by	intellectual	and	political	leaders	of	earlier	
generations,	from	leading	economists	such	as	Adam	Smith	and	Paul	Douglas,	to	the	
patrician	politicians	Winston	Churchill	and	Franklin	Roosevelt.		
	
As	Tony	Atkinson	has	argued,	to	effectively	combat	poverty	and	inequality,	we	often	
need	a	change	in	the	discourse.	Concerning	the	debate	over	the	minimum	wage,	the	
criterion	for	setting	the	appropriate	level	of	the	national	legal	wage	floor	should	not	
be	driven	by	statistical	contests	over	what	particular	wage	threshold	poses	“little	or	
no	risk	of	job	loss,”	but	rather	by	what	wage	will	ensure	a	minimally	decent	
standard	of	living	from	full-time	work,	and	what	policies	can	complement	a	
Minimum	Living	Wage	that	will	ensure	that	any	costs	of	job	loss	are	adequately	
compensated.	
	
If	we	really	care	about	maximizing	employment	opportunities	then	we	would	put	a	
much	higher	priority	on	full-employment	fiscal	and	monetary	macroeconomic	
policy,	minor	variations	of	which	had	massively	greater	employment	effects	than	
even	the	highest	statutory	wage	floors	that	have	been	proposed.	But	it	is	also	well	
within	our	capabilities	to	counter	any	job	loss	that	can	be	linked	to	the	adoption	of	
what	J.	B.	Clark	in	1913	called	“emergency	relief”	such	as	extended	unemployment	
benefits,	education	and	training	subsidies,	and	public	jobs	programs.	A	Minimum	
Living	Wage	combined	with	meaningful	child-cash	allowances	would	put	the	United	
States	back	among	other	affluent	nations	by	promoting	work	incentives	while	all	but	
eliminating	both	in-work	poverty	and	child	poverty.	It	would	put	the	country	into	
waters	that	most	other	affluent	nations	have	charted	and	are	already	navigating.	
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Appendix:	A	Kaitz	Index	Thought	Experiment	
	
Arin	Dube	(2014)	has	proposed	that	the	criterion	for	setting	the	statutory	minimum	
wage	should	be	the	Kaitz	index—the	ratio	of	the	minimum	to	the	average	or	median	
wage—and	further	proposes	that	the	“natural”	and	“appropriate”	Kaitz	ratio	should	
be	50	percent.	This	would	raise	the	minimum	wage	everywhere	in	the	United	States,	
but	based	on	his	assessment	of	the	evidence,	employment	effects	would	“likely	(be)	
too	small	to	be	meaningfully	different	from	zero”	(p.	8).	This	is	a	good	example	of	
the	application	of	the	backward-looking	No-Job-Loss	(NJL)	criterion:	the	minimum	
wage	should	be	set	at	the	highest	wage	that	evidence	shows	will	pose	little	or	no	
risk	of	job	loss.	As	he	puts	it,		
	

…	a	comparison	of	the	minimum	wage	to	the	median	offers	a	guide	
for	how	binding	a	particular	minimum	wage	increase	is	likely	to	be,	
and	what	type	of	wage	the	labor	market	can	bear.	When	this	ratio	is	
low—say	around	0.2—minimum	wage	policy	is	not	raising	the	wages	
of	many	workers.	In	contrast,	a	high	ratio—say	around	.08—
indicates	a	highly	interventionist	policy	where	the	minimum	wage	is	
dramatically	compressing	differences	in	wages	for	nearly	half	the	
workforce….	No	one	expects	that	the	minimum	wage	should	be	set	
equal	to	the	median	wage….	(p.	2).		

	
That	conclusion	may	be	a	fair	depiction	of	the	mainstream	U.S.	minimum	wage	
discourse,	but	many	countries	have	chosen	policies	that	severely	compress	the	
bottom	of	the	wage	distribution	and	have	done	so	explicitly	on	ethical	criteria	of	
what	is	a	minimally	decent	income	from	work.	The	10-50	(or	50-10)	ratio	is	a	
standard	measure	of	inequality	at	the	bottom	of	the	wage	distribution.	The	most	
recent	data	(2013-15)	show	that	the	ratio	of	gross	earnings	of	the	10th	percentile	
worker	to	the	median	worker	was	45.5	percent	for	the	United	States	(not	much	
above	the	U.S.	Kaitz	ratio	of	37	percent).	This	compares	to	55.5	percent	and	57.5	
percent	for	the	United	Kingdom	and	Australia,	respectively,	just	over	68	percent	for	
Denmark	and	Finland,	and	72	percent	for	Belgium	and	Sweden.	A	highly	
compressed	low-end	wage	distribution	is	clearly	compatible	with	a	high-
employment	labor	market	in	the	affluent	world.		
	
The	fundamental	problem	with	the	Kaitz	index	as	a	guide	to	the	risk	of	job	loss	is	
that	the	level	and	change	of	a	location’s	median	wage—the	denominator	of	the	
ratio—may	have	little	or	nothing	to	do	with	the	dynamics	of	wage	and	employment	
setting	at	the	level	of	the	firm.	Dube’s	proposal	focuses	on	two	levels	at	which	the	
Kaitz	can	be	operative,	states	and	metropolitan	areas.	If	the	Kaitz	index	defined	for	
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geographic	jurisdictions	is	at	all	useful	as	a	guide	to	the	likelihood	of	consequential	
job	loss,	it	should	perform	best	at	the	local	level.		
	
The	following	thought-experiment	(with	fairly	realistic	numbers)	shows	that	the	
Kaitz	ratio	will	be	wildly	different	for	the	same	workers	employed	in	the	same	fast	
food	franchises	depending	on	the	jurisdiction	for	which	the	Kaitz	ratio	is	calculated,	
ranging	from	the	two	extremes	(.8	and	.2)	in	the	Dube	passage	quoted	above.		
	
We	begin	with	an	extremely	local	labor	market:	let’s	call	it	a	big	rest	stop	on	the	New	
York	Thruway	that	is	the	dominant	employer	in	the	area,	which	is	rural.	Let’s	say	
there	are	300	employed	workers,	ranging	from	managers	to	entry-level	cashiers,	
cleaners,	and	maintenance	staff.	Assume	that	the	New	York	state	minimum	wage	has	
recently	risen	to	$9,	pushing	up	the	wages	of	many	of	the	workers	and	severely	
compressing	the	bottom	half	of	the	wage	distribution.	As	a	consequence,	half	(150)	
are	now	paid	less	than	$11,	so	the	median	wage	in	this	labor	market	is	$11,	and	the	
Kaitz	index	is	82	percent	($9/$11).		
	
Since	this	rest	stop	is	located	in	upstate	New	York	(above	the	northern	New	York	
City	suburbs)	which	is	scheduled	for	a	slower	phase-in	of	a	higher	wage	floor	
(perhaps	to	$15),	this	is	another	relevant	jurisdiction	for	which	the	Kaitz	index	can	
be	calculated.	If	the	relevant	labor	market	is	this	upstate	region	and	the	median	
wage	is	$18,	then	the	Kaitz	index	will	be	50	percent	($9/$18).	But	if	the	entire	state	
is	the	relevant	jurisdiction	and	the	median	is	$27,	the	operative	Kaitz	ratio	is	33	
percent	($9/$27).		
	
This	example	illustrates	how	differences	in	median	wages	across	different	political	
jurisdictions	can	cause	the	$9	state-wide	wage	floor	to	generate	Kaitz	index	values	
ranging	from	33	to	82	percent,	depending	on	whether	the	reference	median	wage	is	
defined	at	the	level	of	the	rest	stop,	upstate	New	York,	or	the	entire	state.	But	for	
each	Kaitz	value,	the	workers	are	the	same,	the	likelihood	that	the	worker	quits	
(turnover)	is	the	same,	the	ability	to	pay	for	past	and	future	minimum	wage	
increases	by	reducing	pay	raises	for	the	top	earning	150	workers	is	the	same,	and	
the	ability	to	pass	along	labor	cost	increases	in	prices	or	reduced	profits	is	the	same.	
What	makes	the	50	percent	Kaitz	ratio	the	right	one?		
	
What	would	the	Kaitz	index	calculated	for	each	of	these	jurisdictions	tell	us	about	
the	likely	employment	effects	of	another	minimum	wage	hike,	say	to	$10	(as	the	
phase-in	to	the	$15	wage	begins)?	If	this	increase	in	the	state	wage	floor	pushed	the	
median	wage	at	the	rest	stop	to	$12	but	had	no	effect	on	the	upstate	or	state-wide	
medians	(to	keep	the	example	simple),	then	the	changes	in	the	Kaitz	ratios	would	
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be:	from	82	percent	($9/$11)	to	83	percent	($10/$12)	for	the	rest	stop	labor	
market;	from	50	percent	($9/$18)	to	56	percent	($10/$18)	for	the	upstate	labor	
market;	and	33	percent	($9/$27)to	44	percent	($10/$27)	for	the	state-wide	labor	
market.	Which	of	these	changes	should	be	used	as	the	best	guide	to	“what	type	of	
wage	the	labor	market	can	bear”?		
	
Turning	this	thought	experiment	around,	we	can	ask	about	the	implications	for	the	
“natural”	wage	floor	for	each	jurisdiction,	should	a	50-percent	rule	be	used	to	set	the	
minimum	wage	after	the	statutory	wage	floor	is	increased	from	$9	to	$10.	If	the	
labor	market	was	held	to	be	the	local	area—overwhelmingly	dominated	by	the	300	
worker	rest	stop—then	the	the	appropriate	wage	would	be	just	$6	(50	percent	of	
$12).	If	many	upstate	New	York	State	legislators	are	right	that	the	upstate	area	is	the	
most	appropriate	labor	market	for	the	purposes	of	determining	minimum	wage	
effects,	then	the	50	percent	Kaitz	rule	would	generate	a	wage	floor	of	$9	(50	percent	
of	$18).	But	if	those	who	argue	that	the	minimum	wage	should	be	set	for	the	entire	
state,	the	proper	wage	floor	would	be	$13.50	(50	percent	of	$27).	Does	a	formula	
that	generates	outcomes	that	range	from	$6	to	$13.50	offer	a	useful	guide	to	setting	
the	appropriate	minimum	wage	for	our	New	York	Thruway	rest	stop	workers	and	
their	employers?		
	
	




