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Introduction and Summary

The minimum wage has remained at $3.35 per hour since 1981.

During the intervening 6 years, the purchasing power of minimum

wage workers has diminished about one quarter as a result of

inflation. Relative to the average American worker, the minimum

wage workers' position has eroded for many years. They have not

shared in the modest, but nonetheless significant, growth of real

per capita income. As a result, today, the minimum wage stands

at 34 percent of average hourly wages in manufacturing as

compared to 53 percent in 1968 and an average near 45 percent in

the 1970's.

Considerations of equity would suggest that it is high time

to adjust the minimum wage into line with other wage rates.

Accordingly, proposals have been introduced in both Houses of

Congress to raise the minimum wage from $3.35 to $4.65 per hour



over a three year period. Objections have been raised that such

an upward adjustment would have adverse consequences. In

particular, it is claimed that raising the minimum wage would

increase inflation for the economy as a whole and cause

unemployment in the very low wage groups that an increase in wage

minimums is intended to benefit.

The issues regarding the minimum wage involve trade-offs and

therefore are empirical rather than absolute. The policy

question is: Is the potential effect of minimum wage adjustment

on inflation and unemployment large enough to outweigh its

potential benefits? In this paper we apply the comprehensive

simulation techniques of the Wharton econometric model to see how

much effect the proposed revision of the minimum wage from $3.35

per hour to $4.65 per hour over a three

the nation's inflation and unemployment

We have concluded:

year period would have on

rates.

__ Minimum wage workers have been disadvantaged in the past 6
years by a 21 percent decline in real hourly earnings and by
a continued reduction of their earnings relative to the rest
of the working population.

-- The proposed increase would raise the inflation rate by no
more than 0.2 percent annually over this period. In
subsequent years, when minimum wages will be indexed to
average hourly earnings, the effect of the minimum wage
adjustment depends on the rate of wage increase in the rest
of the economy; assuming wage increases of 5 to 6 percent in
the 1990's, indexing of the minimum wage would contribute
only 0.1 to 0.2 percent to the national inflation rate.

-- Over a three year period, raising the minimum wage would
increase the unemployment rate by less than 0.1 percent.
Indexing of the minimum wage thereafter is not likely to
have significant impact on unemployment.
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__ Current economic conditions particularly with respect to
likely shortages of youthful low skill workers in many
regions, suggest that market forces rather than the minimum
wage will determine wage rates. In many labor markets wages
are well above the minimum, thus reducing the impact of a
minimum wage adjustment. Demographic trends reducing the
supply of young workers are likely to mitigate any impact of
higher minimums on teenage employment.

Our calculations suggest that estimates of large job losses

and dire consequences to the economy as a result of raising the

minimum wage do not stand up to scrutiny. The costs of a minimum

wage increase to the economy as a whole will be small in the

aggregate and imperceptible to the individual. The gain will be

a return to the standard of wage equity which originally inspired

minimum wage legislation 50 years ago.

The Impact of Minimum Wages -- The Experience

Since its establishment, the minimum wage has been adjusted

upward at sporadic intervals to reflect changes in the average

manufacturing wage and in the price level (Table 1). During the

1950's and 1960's, the minimum wage was maintained close to 50

percent of hourly wages in manufacturing, but the minimum was

allowed to erode relative to manufacturing wages to 45 percent

during the 1970's and recently to 34 percent. A similar erosion

has occurred relative to average hourly wages in retail trade

where the minimum has declined from almost 77 percent of retail

trade wages in 1956 to the mid 60 percent range during the 1970's

and to approximately 56 percent currently.

Adjustments

periods of price

in the minimum have tended to come during

and wage increase that tend to overshadow the
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TABLE 1

MINIMUM WAGES AND WAGES IN MANUFACTURING

Date of
Change

Minimum
Wage

Average Hours Wage
Manuf. Retail

AND RETAIL TRADE

Minimum Wage
Percentage of

Manuf. Retail

lo/38 0.25 0.62
10/39 0.30 0.63
10/45 0.40 1.02
l/50 0.75 1.44
3156 1.00 1.95
9/61 1.15 2.32
9163 1.25 2.46
2167 1.40 2.82
2168 1.60 3.01
5174 2.00 4.42
l/75 2.10 4.83
l/76 2.30 5.22
l/78 2.65 6.17
l/79 2.90 6.70
l/80 3.10 7.27
l/81 3.35 7.99

0.48
0.70
0.98
1.30
1.56
1.68
2.01
2.16
3.14
3.36
3.57
4.20
4.53
4.88
5.25

40.3
47.6
39.2
52.1
51.3
49.6
,50.8
49.6
53.2
45.2
43.5
44.1
43.0
43.3
42.6
41.9

62.5
57.1
76.5
76.9
73.7
74.4
69.6
74.1
63.7
62.5
64.4
63.1
64.0
63.5
63.8

** l/82 3.35 8.49 5.48 39.5 61.1
l/83 3.35 8.83 5.74 37.9 58.4
l/84 3.35 9.19 5.85 36.4 57.3
l/85 3.35 9.53 5.94 35.2 56.4
l/86 3.35 9.73 6.02 34.4 55.6
l/87 3.35 *9.81 "6.02 34.2 55.6

*First Quarter 1987
**Minimum wage remained unchanged since l/81



separate impact of minimum wage increases in the data. Figures 1

to 3 show the percentage changes in the minimum wage and

E?orresponding percentage changes in major economic aggregates on

an annual basis since 1960. Figure 1 compares minimum wages, the

Manufacturing Wage Index and the Consumer Price Index. Movements

in the minimum wage are considerably more volatile than the other

indicators since the minimum wage is adjusted only sporadically.

In most cases the adjustment comes after prices and wages have

been increasing: notice particularly 1965-66 and 1972-73, 1976-

77, and 1979-80. There are only occasional signs of price and

wage increase contemporaneous with, or lagging, changes in the

minimum wage that might be caused by the minimum wage change.

Figure 2 shows minimum wage changes with changes in GNP and in

total employment. Figure 3 compares the movement of the minimum

wage to unemployment, of all workers and teenage workers.

Typically, minimum wage changes occur after upward cyclical

movements in GNP and employment and therefore the latter

variables tend to decline, cyclically, after the minimum wage

rises. This is apparent, for example, in the 1970 to 1975 period

and again between 1976 and 1980. There is no evidence that the

change in the minimum wage caused the reductions in growth of GNP

and employment. In fact, it is likely that the changes in GNP

and employment are part of a more widespread business cycle to

which the adjustment of the minimum wage was also a response.
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Turning now to analysis of the quarterly data, Appendix

Table 1 shows data comparable to that in Figures 1 to 3 for the

time periods immediately before and after the change in the

minimum wage. Thus, in the top line is shown the adjustment of

the minimum wage of September 1961. For two quarters preceding

the adjustment there is no change in the minimum wage, the change

occurs in quarter Q and is maintained, relative to the values of

the preceding year, through quarter Q+3. Similar data, in each

case comparisons with the corresponding quarter of the year

before, are shown for the other variables. It is striking that

there are few clear patterns in accord with the worst prior

expectations. Increases in the minimum wage are not associated

with consistent changes in unemployment. In some cases

unemployment rises and in others falls at the time of an increase

in the minimum wage. Consistent patterns are not apparent in the

other variables either.

The Impact of the Winimum Wage: A Theoretical View

Much research has been done on the micro and macro impacts

of the minimum wage and there is an extensive 1iterature.l In

this section we summarize how minimum wages fit into the

operation of the economy.

Minimum wage legislation is intended to avoid the

exploitation of workers who lack bargaining power, who might

receive wages far below the economy-wide equilibrium in the

absence of minimum wage legislation. Behind such legislation is
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a view of fragmented labor markets, where skilled workers and

others with mobility can find employment at a market equilibrium

wage or above and where those who lack knowledge or mobility are

compensated at far lower wage rates.

Minimum wages are not intended to change the market

equilibrium wage, in the manner of King Canute's attempt to hold

back the ocean. They are intended to benefit workers who have

not participated fully in the market equilibrium. (Illustrations

are shown on page 11.) Panel A shows a market equilibrium wage

theoretically determined by supply and demand. Obviously, a

minimum wage above the market equilibrium wage would leave a

labor market in disequilibrium with unemployment of A-B. But

most labor market theorists seriously doubt whether labor markets

reach a general equilibrium and, if they do, if all parts of the

labor force participate.

A more realistic picture of a labor market is shown in Panel

B. The market wage exceeds the equilibrium wage leaving some

unemployment (beyond the frictional level) C-D. The minimum wage

lies below both of the other wage rates and is paid to

disadvantaged workers who lack the mobility or knowledge to

achieve either the equilibrium or the effective market wage.

This is a picture of imperfect or segmented markets.

Panel C takes a cross section view, showing a frequency

distribution of individual wages. We begin with a log normal

distribution of wages around mean G. Imposing a minimum wage

means truncating the distribution's lower tail, so that no wages

1 0
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PANEL C

WAGE M’ M* x

are paid below Ml; the workers below that point are paid a higher

wage or are laid off. Clearly, the closer M is to X, for

example, M2, the greater the number of individuals affected, and

the greater the impact on G, and on prices. Of course, as

minimum wages rise some other wages will be adjusted upward as

well, but it is unlikely that all wages will be adjusted in the

same proportion or even by the same absolute amount as the

minimum wage all the way up the line. As we note below, cross

section and time series studies sunport the notion that the

effect of minimum wages on average wages and Prices varies

inversely with the distance between the minimum waqe and the

average wage.
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The Impact of Minimum Wage Adjustment -- Empirical Analysis

In this section we report on model simulations and examine

the effect of the minimum wage on other economic variables.

wage

Macro Model Simulations

The most complete way to analyze the impact of the minimum

is in the framework of a macroeconometric model. Such a

system takes into account the complex feedbacks and dynamics of a

real economy. Tables 2 and 3 summarize the Wharton model

simulation results.

Table 2 shows the impact of a minimum wage increase of 20

percent beginning in 1987 and continued during the simulation

period. A small negative impact on GNP is accompanied by an

effect averaging 0.04 percent on the unemployment rate; thus, the

forecast unemployment rate for 19'88 of 6.44 percent in the

baseline solution becomes 6.48 percent in the higher minimum wage

solution. (Impacts on teenage unemployment are not measured in

the model.) The impacts on wages and prices are more perceptible

but still small. A 20 percent higher minimum wage accounts for

0.7 to 0.9 percent on the wage rate and 0.2 to 0.5 percent on the

price level. These results are a little below those of

econometric analysis by the Minimum Wage Study Commission

(Sellekaerts 1981) which showed effects on wages ranging from 0.3

to 0.7 percent with a 10 percent increase in minimum wages. On

the other hand, the Minimum Wage Study Commission estimates that
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TABLE 2

MACRO MODEL SIMULATION EFFECTS OF MINIMUM WAGE CHANGE*

(Assumed Minimum Wage Change = 20% in 1987)

____________________~~~~~~~~~~~~~~~~~~~~-~~~--~~-~~~-~~~~~~~~~~~

Effect On 1987

GNP (real) -0.1

GNP deflator 0.2

Wage Rate 0.7

Unemployment . 03
(difference)

Export Deflator 0.1

*Wharton model simulations

1988 1989 1990 1991

(% deviations from baseline)

-0.1 -0.1 -0.2 - 0 . 2

0.4 0.4 0.4 0.5

0.8 0.9 0.9 0.9

. 03 .04 . 04 . 05

0.2 0.2 0.2 0.1

consumer prices would increase less than 0.3 percent. The export

price index increases only 0.1 to 0.2 percent so the impact on US

competitiveness is not significant.

A forecast simulation of the actually proposed minimum wage

increase scenario is shown on Table 3. We have assumed that the

minimum wage will be lifted from its current level of $3.35 per

hour to $3.85 beginning in January 1988, to $4.25 in January

1989, to $4.65 in January 1990. Thereafter, the minimum wage

will be indexed to maintain a ratio of 50% of average hourly non-

farm earnings of workers in private industry. These

modifications have been imposed on the forecast assumptions. No

other changes have been introduced.
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TABLE 3

MACRO MODEL SIMULATION EFFECTS OF MINIMUM WAGE CHANGE

PROPOSED CHANGES*

(Assumed $3.85 in 1988, $4.25 in 1989, $4.65 in 1990)

____________________~~~~~~~~~~~~~~~---~--~-~~~~~~~~~~~~~~~~~~~~~~

Effect On 1987

GNP (real) 0.0

GNP deflator 0.0

Wage Rate 0.0

Unemployment 0.0
(difference)

Export Deflator 0.0

*Wharton model simulations

1988 1989 1990 1991

(% deviations from baseline)

0.0 -0.1 -0.1 -0.2

0.1 0.4 0.6 0.8

0.5 0.9 1.4 1.7

. 02 . 03 . 05 .07

0.1 0.2 0.3 0.3

The impacts on the economy are predictably small. By 1991,

the real GNP will be 0.2 percent lower than in the absence of a

minimum wage increase, $4,146 billion (1982 dollars) as compared

to $4,155 billion. Inflation will be accelerated by only 0.2

percent per year, and, significantly, the export deflator will go

up by less than 0.1 percent annually. The unemployment rate

rises only very slightly, by less than 0.1 percent from the

baseline solution by 1991.

The model does not provide a breakdown of the impact on

the unemployment rate for teenage workers, but other calculations
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suggest that the impact on this worker category is likely to be

only a little bigger than on the unemployment rate in general.
There is evidence that youth unemployment is not all that

sensitive to the minimum wage both from the supply and the demand

sides. Youth unemployment has persisted at high levels in recent

years. Relative to the unemployment rate in general,

unemployment of young people (16-19) was worse in 1986 than in

1980 despite the decline in the real value of the minimum wage.

It is not clear that a further drop in the purchasing power of

the minimum wage would have a favorable impact on the employment

of young people. Some are simply not attracted to work at the

low wages being offered. Some have opportunities in the so-

called "informal sectorsIt which offer higher compensation.

Others are not sufficiently educated or trained to perform useful

work in an economy which has ever greater minimum requirements

for basic literacy and arithmetic skills. Structural

unemployment of this kind is best handled with education,

training and job placement services rather than with the minimum

wage.

Rearession Analysis

In order to further test the model simulation we used simple

regression analysis and obtained largely compatible results.

Simple regression analysis is a convenient way to summarize the

information in the data, but one should not directly attribute

16



causation to regression results (Granger (1969)). Predictably

the regression analysis yields somewhat mixed results.2

Statistically significant relationships between the minimum wage

and various econometric aggregates show up only in a few cases.

Summarizing this work in Appendix Table 2, we note that

there appears to be a small negative relationship between

increases in the minimum wage and GNP. In the short run the

effect is minimal. In the long run a one percent increase in the

minimum wage will reduce GNP by 0.1 percent. With respect to

employment the long run effect is -0.16. The effect on the

unemployment rate is non significant, but positive; a 1 percent

change in the minimum wage can be associated with a long run

change in the unemployment rate of 0.04 percent. The figures

only a little different for teenage unemployment, with a long

and 0.045 for males.3

are

run

effect of 0.07 for females

With regard to wages, in the short run the effect of a one

percent increase in the minimum wage on average hourly wages in

general is small, an increase of 0.029, but mounts to 0.4 in the

long run. Looking further we find that the impact on the price

level (CPI) is of approximately the same magnitude, 0.016 percent

in the short run and 0.4 percent in the long run. Separating out

the effects of increases in consumer prices reduces the long run

impact on wages to 0.17 percent.

The short run effect of increases in the minimum wage on

wages and prices is reasonable since only a small proportion of

all workers earn the minimum wage. But the long run impact,
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which suggests that a 1 percent increase in the minimum might

result in as much as 0.4 percent increase in wages appears

unrealistically high. A regression relating the change in the

minimum wage to change in consumer prices yields a long run

coefficient of 0.6 reflecting the fact that minimum wages have

often been adjusted upward in response to inflation. We conclude

that in the long run the minimum wage and other prices and wages

tend to move in the same direction according to changes in the

general economic environment, and that the long run coefficient

reflects this interrelationship rather than a causative linkage

from the minimum wage to the price level.

Moreover, we have suggested above that there is likely to be

an interaction between the macroeconomic impact of the minimum

wage and the distance of the minimum wage below the average

hourly wage, what we might term the minimum waoe aao. The larger

the gap, the fewer individuals directly affected by the increase

in the minimum wage and the less the impact on the average wage.

Moreover, the larger that gap, the less is likely to be the

impact of the ripple effect, as other wages are adjusted upward

in sympathy. A number of regressions have been done to test this

hypothesis. The most comprehensive of these equations explains

average hourly wages quite well:

%A Average Wage = .801 + .854 %A Average Wagetl+ .087 %XPI* - .046 Unempl.*

+ .016 %A Minimum Wage* - .074 (Average Wage - Minimum Wage)*

x2 = .978
*statistically significant
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We note that the effect of the gap between the average wage

and the minimum wage carries a negative sign and is significant,

indicating that the effect of the minimum waue diminishes the

sreater the aan. Including this wage gap in the regression

analysis gives us a short run response of the average wage to the

minimum wage of 0.016 and a long run response close to 0.1. This

is a more reasonable figure than we obtained previously.

Current Economic Conditions and Increases in Minimum Wages

It is important to evaluate the above results in the context

of the present situation of the United States economy. The

proposed increases in wage minimums will not occur in the

abstract, but rather in the specific context of the current

economy. Will the resulting effects come close to those

estimated econometrically?

Even the best of models are only simplified representations

of the economy and cannot always fully take account of the

special characteristics of the real world in a particular period

of time. In this connection the particularly relevant

characteristics of the current outlook may be summarized as

follows:

__ Real growth has been sluggish, approximately 2 l/z percent
annually for the last three years, and the economy is
projected by major forecasters to remain on a slow expansion
track. Capacity utilization is below 80 percent in
manufacturing industries. Inflationary pressures are much
lower today than in the late 70's and early 80's.

-- Wage pressures have abated, partly as a result of
unemployment and partly as a consequence of the waning power
of labor unions.

19



we The difference between average hourly wages and the minimum
wage, what we have termed the wage gap, is at a high.

_- The unemployment rate of 6.3 percent represents greatly
diverse regional and occupational labor markets. While
unemployment remains higher than desired in some areas, in
many parts of the country there are shortages of Labor,
particularly low wage unskilled labor. As a consequence, in
many labor markets, wages for unskilled labor are already
significantly above the legal minimum and rising. This
situation is likely to spread because of the demographic lag
at the lower end of the age distribution, a consequence of
the "baby bust" of the 1960's, and as a result of tightened
regulation of immigrant labor.

__ The depreciation of the US dollar has made US products more
competitive in international markets so that a small
increase in wages will not impede US competitiveness abroad.

On balance, such an economy may permit adjustments in the

minimum wage with somewhat less macroeconomic impact than in the

past. To a significant extent, minimum wage adjustment comes

after the fact, after upward adjustment in low skill wage

categories had already occurred because of labor market

pressures. On the other hand, industrial capacity utilization is

still low, and foreign competition, often from developing

economies, is still effective. This suggests that increases in

the minimum wage may not even have the modest impact on the

general wage level and on the price level they have had in the

past.

Our econometric estimates suggest that, at worst, adjustment

of the minimum wage to $4.65 per hour over three years and

indexing thereafter will have small effects on GNP and

employment, and only moderate effects up to 0.2 percent annually,

on inflation. These are tiny, largely imperceptible,

20



differences, and they will be overwhelmed by small changes in any

one of a number of more important variables (interest rates,

exchange fluctuations, trade and fiscal deficits, energy prices,

etc.) which are likely to affect the US economy over the next

three or four years. This is a small price to pay for the

benefits to equity of reestablishing the traditional relationship

between average wages and the minimum wage.

Notes :

1. This literature is surveyed most recently in Brown, Gilroy,
and Kohen (1982). Much theoretical and empirical work is
summarized in the Minimum Wage Study Commission (1981). Surveys
of empirical results are contained in Gramlich (1976),
Sellekaerts (1981) p. 4, Wolff and Nadiri (1981) p. 218, and in
Brown, Gilroy, and Kohen (1982) pp. 498-499 and 503-504.

2. A Koyck distributed lag formulation makes the dependent
variable a function of its own lagged value and of the minimum
wage. All relationships are in percent changes relative to the
corresponding quarter of the previous year.

3. But these new estimates are low relative to other
computations, Brown, Gilroy, and Kohen (1982).
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APPENDIX TABLE 1
Minimum Wage Changes and Economic Aggregates

MINIMUM
WAGE

9/61 6. 66 6. cm 15. 00 15. 00 15. 00 15. 00 Cl. 66
9/63 6. cm 6. cm 0.70 0 . 7 0 0 . 7 0 0 . 7 0 6.66
2/67 6. cm 6. cm 12. 00 1 2 . 0 0 12. 00 12. 00 1 4 . 2 3
2/60 1 2 . 0 0 1 2 . 0 0 1 4 . 2 9 1 4 . 2 9 1 4 . 2 9 1 4 . 2 9 0 . 0 0
5/74 0. 00 0.00 25. 00 25. C)C) 25.  00 3 1 . 2 5 5. 00
l/75 2 5 . 0 0 2 5 . 0 0 3 1 . 2 5 5 . 0 0 5. 06 5 . 0 0 9 . 5 2
l/76 5. 00 5. 00 9 . 5 2 9 . 5 2 9 .52 9 .52 0. 00
l/70 0. 00 0 . 0 0 1 5 . 2 2 1 5 . 2 2 1 5 . 2 2 1 5 . 2 2 9 . 4 3
l/79 1 5 . 2 2 1 5 . 2 2 9 . 4 3 9 . 4 3 9 . 4 3 9 . 4 3 6. 90
1 /BC) 9 . 4 3 9 . 4 3 6 . 9 0 6 . 9 0 6 . 9 0 6 . 9 0 8. 06
l/81 6 . 9 0 6 . 9 0 0.06 8 . 0 6 8. 06 0 . 0 6 0. 00

Q - 2 Q - l Q Q + l cl+2 Q+3 Q+4

% CHfANGE YEFlR FIG0

FIVERRGE 6 . 6 9 6 . 6 3 1 4 . 1 2 1 1 . 7 4 1 1 . 7 4 1 2 . 3 1 4 . 0 4

UNEMPLOYMENT,
ALL WORKERS STRRIGHT CHQNGE YEflR RGO

9/61 1 . 6 7 1 . 7 7 1 . 2 3 -0. 07
9/63 0 . 1 3 0 . 2 0 - 0 . 0 7 0.03
2/67 -0. 60 -0. 40 -0. 03 0. 00
2/60 0. 03 0 . 2 0 - 0 . 1 0 - 0 . 2 7
5/74 -0. 60 0. 20 0. 27 0. 83
l/75 0. 83 1 . 0 3 3 . 1 3 3 . 6 7
l/76 2 . 8 3 1 . 7 0 -0. 53 - 1 . 3 0
l/78 -0. 03 - 1 . 1 0 - 1 . 1 7 - 1 . 1 3
l/79 - 0 . 8 7 -0. 77 -0. 47 -(5.36
l/80 -0. 17 0 . 0 7 ( 3 . 4 3 1 . 6 3
l/81 1.80 1 . 4 3 1 . 1 3 0. 07

FIVERRGE 0. 30 0. 47 ( 5 . 3 5 0. 23

UNEMPLOYMENT,
TEEN FEMALE STRRIGHT CHFINGE YEFlR FIG0

9/61 2 . 3 0 2. 00 4 . 7 0 - 0 . 2 0 -0. 60 - 1 . 00 -3.50
9/63 0 . 7 0 2 . 9 0 3 . 0 0 2 . 4 0 - 0 . 6 0 - 0 . 1 0 - 1 . 0 0
2/67 -0. 70 - 1 . 4 0 - 1 . 1 0 - 2 . 2 0 -0. 10 1 . 4 0 0. 30
2/68 - 0 . 1 0 1 . 4 0 0 . 3 0 1 . 7 0 0 . 2 0 - 0 . 8 0 -0. 30
5/74 -0. 90 0. 10 0. 50 1.00 2.80 4 . 1 0 3 . 8 0
l/75 1 . 8 0 2 . 8 0 4 . 1 0 3 . 8 0 3 . 2 0 1 . 7 0 -0. 60
l/76 3 . 2 0 1 . 7 0 -0. 60 - 1 . 50 - 1 . 1 6 - 1 . 1 0 0. 30
l/76 - 1 . 0 0 - 1 . 3 0 - 1 .  4fj - 1 . 9 0 -0. 80 -0. 90 - 2 .  tjC1
l/79 -0. 80 -0. 90 - 2 . 0 0 -0. 30 -0. 50 0. 30 1 . 3 0
l/80 - 0 . 5 0 0 . 3 0 1 . 3 0 0 . 7 0 1 . 1 0 0. 00 1 . 20
l/81 1 . 1 0 0. 00 1.2’0 1 . 2 0 0. 90 3 . 8 0 3 . 1 0

- 1 . 1 7 - 1 . 4 7
- 0 . 3 0 -0. 53

0. 03 0. 2’0
-0 .27 -0. 5(j

1 . 8 3 3 . 1 3
2 . 0 3 1 . 7 0

-0. 73 -ct. 53
-0. 87 -0. 77
-0. 17 0. 07

1 . 8 0 1 . 4 3
-0. 27 0. 03

.-----------_--_.
u. 25 0. 32

- 1 . 2 0
-0. 50
-0. 10
-0. 33

3 . 6 7
- 0 . 5 3
-0. 23
- 0 . 4 7

0. 43
1 . 1 3
1 . 4 0

----_-
0. 30

_--_____----------__~-~~~~-~~~-~-~~~~~~~~~~~~-~----_---_________________
OVERaGE ct. 4 6 0. 6 9 0. 9 1 0 . 50 Cl. 4 1 0. 6 7 0. 2C)
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Q - 2 Q - l Q Q+l Q+2
UNEMPLOYMENT,
TEEN MALE STRRIGHT CHRNGE  YERR  FlGO

9/61 3 . 2 0 2.00 1 . 6 0 0.80 - 2 . 1 0
9163 1 . 50 3 . 6 0 3 . 1 0 1 . 7 0 - 0 . 7 0
2/67 - 2 . 5 0 - 1 . 5 0 - 0 . 4 0 Q.7Q 0.90
2/68 0. 90 1 . 3 0 0.40 - 1 . 1 0 - 1 . 1 0
s/74 - 0 . 9 0 0.10 0.40 1 . 9 0 2 . 8 0
l/75 1 . 9 0 2 . 8 0 4.00 3 . 8 0 3 . 1 0
l/76 3 . 1 0 1 . 7 0 - 0 . 5 0 - 1 . 5 0 - 1 . 1 0
l/78 -1 . 50 - 2 . 8 0 - 1 . 8 0 -2.50 - 2 .  00
l/79 - 2 . 0 0 0. eo - 0 . 1 0 0.30 0 . 5 0
l/80 0. 50 - 0 . 5 0 -0. 40 2 . 9 0 3.6Q
l/81 3 . 6 0 3 . 6 0 4 . 1 0 1 . 5 0 - 0 . 1 0

-___-___-_--________~~~~~~--~-~~----~~~~~~-~~--~------
FlVERFlGE 0. 71 0 . 9 5 0 . 9 5 0. 77 0 . 3 5

TOTAL
EMPLOYMENT % CHFlNGE  YEQR FIG0

9161
9163
2/67
2/68
s/74
l/75
l/76
l/78
l/79
l/80
l/81

- - - - - - - - - - -
FIVERaGE

- 1 . 5 9 - 1 . 3 2 0. 05 1 . 4 6 2 . 7 8 3 . 3 5
2 . 0 1 1 . 8 3 1.9Q 2 . 2 4 2 . 6 5 2 . 6 3
5 . 2 3 4 . 7 8 3 . 9 6 2’. 93 2 . 5 8 2 . 5 4
2 . 5 8 2 . 5 4 2.6Q 3 . 1 7 3 . 3 8 3 . 5 8
3 . 8 8 2 . 9 7 2 . 4 1 2 . 0 1 0. 45 - 1 . 7 3
2 . 0 1 0 . 4 5 - 1 . 7 3 - 2 . 4 9 - 1 . 9 7 - 0 . 6 1

- 1 . 9 7 -0. 61 2. 36 3 . 6 6 3 . 4 8 3 . 1 5
4 . 2 8 4 . 8 5 4 . 9 8 5 . 4 1 5. 10 5 . 0 1
5 . 1 0 5 . 0 1 4 . 8 9 3. 75 3 . 2 7 2 . 5 9
3 . 2 7 2 . 5 9 2 . 0 9 0 . 7 2 - 0 . 2 8 0. 13

-0. 28 0. 13 0. 13 1 . 00 1 . 6 9 0. 47

2 . 2 3 2 . 1 1 2 . 1 5 2 . 1 7 2 . 1 0 1 . 9 2 1 . 9 6

CONSUMER
PRICE INDEX % CHRNGE YERR  RGO

9161 1 .d“1
9/63 1 . 22
2/67 3 . 2 7
2/68 2 . 7 6
s/74 8 . 3 5
l/75 1 1 . 4 7
l/76 8 . 6 4
l/78 6 . 6 7
l/79 7 . 8 7
l/80 1 2 . 0 3
l/81 1 2 . 8 0

0. 87
1 . 0 3
3 . 5 7
2 . 9 1
9 . 9 3

1 2 . 1 4
7 . 3 5
6 . 6 3
8 . 8 9

1 2 . 7 7
1 2 . 6 1

- - - - - - - -
7 . 1 5

1 . 2 ’0 0. 71 0. 89 1 . 3 1
1 . 3 6 1 . 3 9 1 .5Q 1 . 4 6
2 . 9 5 2 . 5 8 2 . 7 6 2 . 9 1
3 . 6 8 4 . 1 3 4 . 3 8 4 . 6 7

10. 51 1 1 . 4 7 1 2 . 1 4 il. 13
1 1 . 1 3 9 . 6 3 8 . 6 4 7 . 3 5

6 . 3 9 6. 00 5. 50 5 . 0 9
6 . 4 7 6 . 9 5 7 . 8 7 8 . 8 9
9 . 8 2 1 0 . 9 7 12. 03 1 2 . 7 7

1 4 . 2 7 1 4 . 3 7 1 2 . 8 0 1 2 . 6 1
1 1 . 2 9 9 . 7 7 10. 76 9. 34
----------------------_____ ---_---__

7 . 1 9 7 . 0 9 7 . 2 1 7 . 0 5

.--,

Q+3 Q+4

- 2 . 6 0
- 1 . 5 0

1 . 3 0
- 1 . 7 0
4.00
1 . 7 0

- 1 . 0 0
0. eo

- 0 . 5 0
3 . 6 0
2.00

------___
0.50

- 2 . 8 0
- 2 .  00
0.40

- 0 . 6 0
3 . 8 0

- 0 . 5 0
- 0 . 8 0
- 0 . 1 0
- 0 . 4 0

4. 10
2 . 9 0

0 . 3 6

2 . 9 2
2 . 9 9
2 . 6 0
3 . 8 9
-2.49
2 . 3 6
2 . 8 8
4 . 8 9
2. 09
0. 13
.Q. 71

-------------------
WERRGE 6 . 9 6

1.19
1 . 0 8
3 . 6 8
4 . 8 1
9 . 6 3
6 . 3 9
5 . 8 1
9 . 8 2

1 4 . 2 7
1 1 . 2 9

7 . 3 2
.----__

6 . 8 4
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Q-2 Q-l Q Q+l Q+2 Q+3 Q+4
~;;;&;ATIONAL

% CHFINGE YEFIR FIG0

9161 -0.02 2.07
9/63 3.19 4.30
2/67 5.67 3.80 2.36
2168 3.13 3.20 3.81
5/74 3.43 0.49 0 .52
l/75 -0.69 -2.44 -3.01
l/76 -0. 16 2.13 6.12
l/78 6.12 4.81 4.30
l/79 4.69 6.26 5.34
l/80 2.06 0.62 1.62
l/81 -1.51 -0.07 0.86

-----------------------------------w--e
WJERFIGE 2 . 3 6 2 . 1 7 2 . 5 8

MANUFACTURING
WAGE INDEX % CHFlNGE YEFlR ClGO

2/67
2/68
5174
l/75
l/76
l/78
l/79
l/80
l/81

--------_
QVERRGE

4.37
5.15
6.36
8.49
7.95
7.39
0.31
8.01
9.14

~------a
7.24

4.60 4.69 4.71
5.22 5.69 6.15
6.58 7 =7 8.49
9.14 9:,"7 8.56
7.49 7.11 7.11
7.50 7.81 8.08
8.41 8.26 7.80
8.03 8.31 0.98
9.56 9.65 9.27

.----___-------__------------
7.40 7.61 7.69

5.15
6.27
9.14
7.95
7.28
8.31
8.01
9.14
9.13

.----------_
7.82

6. 09 6 . 3 8 6. 16 5 . 6 4
5 . 3 0 6 . 2 2 5 . 6 7 4 . 9 0
2 . 7 1 3 . 1 3 3.20 3 . 8 1
4 . 9 5 4 . 2 7 3 . 5 8 3 . 0 3

- 0 . 6 9 - 2 . 4 4 - 3 . 8 1 - 3 . 1 1
- 3 . 1 1 -0.16 2.13 6.12
5.52 4.19 3.70 3.27
5.89 4.69 6.26 5.34
2.02 2.06 0.62 1.62

-0.68 -1.51 -0.07 0.86
2.95 3.34 0. 62 -2.78

.--------_-_-----__ ---------------
2.81 2.74 2.56 2.68

5.22
6.63
9.37
7.49
7.30
8.41
8.03
9.56
8.32
.----_-__
7.82

5.69
6.46
8 '6
7:;11
7.60
8.26
0.31
9.65
7.76

------
7.71
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APPENDIX TABLE 2
SHORT TERM AND LONG TERM RELATIONSHIPS BETWEEN CHANGES

IN THE MINIMUM WAGE AND MACROECONOMIC INDICATORS
(regression results)

Effect of Change
in Minimum Wage On:

Short Run Long Run Statistical
Elasticity Elasticity Significance

GNP -0.014

Employment -0.016

Unemployment
(general)

Unemployment
(female 16-19)

Unemployment
(male 16-19)

CPI

Wage Rate
(general)

Wage Rate
(general)*

Wage Rate
(with wage gap)**

Effect of Change
In Price Level On:

Mimimum Wage 0.223 0.6 marginal

* with CPI held constant

0.006

0.024

0.010

0.016

0.029

0.024

0.016

-0.1

-0.16

0.04

0.07

0.045

0.4

0.4

0.17

0.1

no

marginal

no

no

no

marginal

Yes

yes

yes

** as in equation on p. 18. Wage gap effect is negative and
significant.
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