Public Policy Institute o California

California Economic Policy

David Neumark, editor Volume 1, Number 3 = July 2005

A Decade of Living Wages

California Economic
Policy is a quarterly series
analyzing and discussing
policy issues affecting

the California economy.

What Have We Learned?

Scott Adams and David Neumark

SUMMARY In the past decade, local governments in California and nation-

wide have enacted living wage laws to try to counter the declin-

ing earnings of low-wage, low-skilled workers and low-income
families and to offset urban housing costs that have become increasingly out of reach for low-
income families. Living wages aim to raise the incomes of low-wage workers to reduce poverty
by mandating higher wages. Living wage laws impose wage floors that are typically consider-
ably above traditional federal and state minimum wages and that are often explicitly pegged
to the wage needed for a family to reach the federal poverty line. However, mandated wage
increases may also have adverse employment effects, leading employers to reduce employment
of less-skilled labor. Moreover, living wage ordinances cover only narrow subsets of workers,
because they are frequently imposed only on companies under contract with cities and some-
times also on companies receiving business assistance from cities. Looking back on a decade of
experience with living wage laws, this issue of California Economic Policy (CEP) presents new
analyses and synthesizes other research to provide a comprehensive picture of what we have
learned, to date, about the economic effects of living wage laws.

The major findings are that living wage laws, on average, boost the wages of the lowest-
wage workers but also reduce employment among the least skilled. However, the net effect of
living wages—stemming from wage increases, employment reductions, and how both are spread
across families—is to reduce poverty in the urban areas in which they have been enacted. These
conclusions hold more strongly for living wage laws that extend to employers receiving business
assistance from cities and for those that are accompanied by similar laws in nearby jurisdictions
that amplify the laws’ effects.

But the adverse effects of living wages fall more heavily on the least-skilled individuals, who
are the least likely to be employable after a mandated wage increase is enacted. Thus, even if
living wages deliver some benefits to low-income families, additional policies are needed to help
the most disadvantaged. This implies that although living wages offer some assistance to some
low-income families, they are not a panacea for the problem of low-wage work and poverty.
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Introduction

ocal governments in California and the rest
of the nation have enacted living wage laws,
with the goal of raising the earnings of low-
wage, low-skill workers and low-income families.
The first living wage law was enacted in Balti-
more in 1994, but living wages have now spread
to approximately 100 communities in the United
States.! Living wage laws are now on the books in
10 of the nation’s 20 largest cities, and of the popu-

California is at the
forefront of the living
wage movement, with
some of the nation’s
highest living wages
and with living wages
currently on the books
in 18 cities or counties,
including many of the
state’s largest cities.

lation living in cities larger than
100,000, about 40 percent are
in cities with living wage laws.?
California is at the forefront of
the living wage movement, with
some of the nation’s highest liv-
ing wages and with living wages
currently on the books in 18 cit-
ies or counties, including many
of the state’s largest cities (Los
Angeles, Oakland, San Jose, San
Francisco, and Sacramento).’
This issue of CEP looks back
on a decade of experience with

living wage laws to provide
as complete a picture as possible of what we have
learned, to date, about the economic effects of
living wage laws, focusing on their effects on the
wages and employment of low-skilled individuals
and on urban poverty.

Living Wage Laws

Information on living wage laws for larger cities is
provided in Table 1 for the period covered by our
analysis. Living wage laws have three central fea-
tures. First, they impose a wage floor that is higher
—and often much higher—than traditional fed-
eral and state minimum wages. For example, living
wage levels as of the end of 2002 were $8.17 in Los
Angeles, $8.72 in Oakland, $10.00 in San Francisco,
and $10.36 in San Jose, compared with a state min-
imum wage of $6.75 (and a federal minimum wage
of $5.15). Second, living wage levels are often explic-
itly pegged to the wage level needed for a family

of three or four (depending on the specific law)
with one full-time, year-round worker to reach the
federal poverty line. Third, coverage by living wage
ordinances is generally quite narrow. Frequently,
cities impose wage floors only on companies under
contract with the city (often including nonprof-
its). Estimates of the share of workers covered by
“contractor-only” living wage laws in cities with
living wage laws hover around 1 percent.* Other
cities impose the wage floor on companies receiv-
ing business assistance from the city, almost always
in addition to coverage of city contractors. These
“business assistance laws” cover firms receiving
financial assistance, tax abatements, grants, low-
interest loans, and many other forms of govern-
ment assistance from cities. Finally, a handful of
cities require that city employees or employees of
municipal leaseholders be paid a living wage.®

The central goal of living wages is to raise the
incomes of low-wage workers in order to reduce
poverty. The Economic Policy Institute, for exam-
ple, argues that “the living wage is a crucial tool in
the effort to end poverty.”® Thus, in our view, the
key research question with regard to living wages
is whether they help low-wage workers and low-
income families.

If living wages deliver benefits to low-wage
workers and low-income families, they do this
most directly by raising the wages of the employ-
ees of covered businesses. Living wages may at first
seem a natural way to fight poverty, but there are
two reasons why such mandates may not help to
achieve this goal, aside from the fact that they do
not cover many workers. First, economic theory
predicts that because a mandated wage increase
operates essentially as a tax on the use of low-
skilled labor, living wages will discourage the use
of such labor. Thus, whatever wage gains accrue
to workers who retain their jobs (and do not have
their hours reduced) may have to be offset against
potential job and income losses for other workers.

Second, living wages may ineffectively target
low-income families. Broadly speaking, low-wage
workers in the United States belong to two groups.
The first is very young workers who have not yet
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Table 1. Living Wage Laws

Initial Month Law Living Wage Requirement
City and State Was Effective as of December 2002 ($/hr) Coverage
Ann Arbor, Michigan April 2001 8.70 B,C
Baltimore, Maryland July 1995 8.20 C
Bellingham, Washington December 2002 10.00 C
Boston, Massachusetts October 1998 10.25 C
Burlington, Vermont December 2001 9.90 C.M
Chicago, lllinois August 1998 9.05 C
Cleveland, Ohio January 2001 9.20 B,C.M
Dayton, Ohio April 1998 7.00 M
Denver, Colorado March 2000 8.70 &
Detroit, Michigan December 1998 9.05 B,C
Duluth, Minnesota August 1997 6.50 B
Durham, North Carolina January 1998 8.45 C.M
Gainesville, Florida October 2001 8.56 M
Hartford, Connecticut October 1999 9.96 B,C
Jersey City, New Jersey July 1996 1.50 C
Los Angeles, California April 1997 8.17 B,C
Madison, Wisconsin April 1999 9.05 B,C,M
Milwaukee, Wisconsin December 1995 1.22 C
Minneapolis, Minnesota April 1997 9.05 B
New Haven, Connecticut May 1997 10.86 G
Oakland, California April 1998 8.72 B,C
Portland, Oregon July 1996 8.00 C
Rochester, New York January 2001 8.76 B,C,M
San Antonio, Texas August 1998 9.27 B
San Francisco, California September 2000 10.00 G
San Jose, California December 1998 10.36 B,C,M
Toledo, Ohio June 2000 9.96 B.C,M
Tucson, Arizona October 1999 8.57 ©
Notes: We list cities large enough to be identified in the Current Population Survey (CPS) data and included in our analysis, along
with the first complete month in which the law was effective. Because most cities adjust their wage requirements based on federal
poverty guidelines, inflation rates, or some other means, we list the wage requirement as of December 2002, the last month included
in our sample. Some cities impose a higher living wage if health insurance is not provided; the table reports the lower wage floor.
We also classify the coverage of laws by the following categories: B (firms receiving some form of business assistance from the city,
broadly defined), C (city contractors and subcontractors), and M (municipal employees). We exclude cities that passed a law but do
not currently enforce it for a variety of reasons (Buffalo, New York; Omaha, Nebraska; Pittsburgh, Pennsylvania; and St. Louis,
Missouri). Most of the information in this table is updated information from Neumark and Adams (2003a and 2003b), which con-
tain more detail about each city’s law.
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acquired many labor market skills but who are likely
to escape low-wage work as they acquire skills.

If the gains from

living wages accrue to
low-wage adults and the
employment losses fall
on low-wage, nonpoor
teenagers, living wages
are likely to reduce
poverty. But the reverse
outcome is also possible,
with adverse outcomes
for low-income families.

The second is low-skilled adults
who remain mired in low-wage
jobs and who—as adults—are
much more likely to be in poor
families.” If the gains from living
wages accrue to low-wage adults
and the employment losses fall
on low-wage, nonpoor teenagers,
living wages are likely to reduce
poverty. But the reverse outcome
is also possible, with adverse out-
comes for low-income families.
Thus, although economic theory
predicts employment losses and
hence implies that there are likely

to be both winners and losers
from mandated wage floors, whether living wages
have beneficial distributional effects is a purely
empirical question.

Wage and Employment Effects of
Living Wage Laws’
Data

ata on labor market outcomes and other

worker-related characteristics used to esti-

mate the effects of living wages are drawn
from the CPS. Details are provided in the data box.
Residents of all Metropolitan Statistical Areas
(MSAs), encompassing all large and medium-sized
cities in the United States, can be identified in the
CPS; for ease of exposition, we often refer to “cit-
ies” rather than MSAs.

Because the CPS is a household-based survey
with virtually no information on employers, it is
not possible to identify covered and uncovered
workers. Instead, all we know with certainty about
living wages is the city where a worker lives and the
type of law prevailing there. Questions regarding
the effects of living wages at the firm or establish-
ment level are best addressed using direct survey
data on covered employers and ideally a control

Data Description

The data come from the CPS monthly Out-
going Rotation Group (ORG) files extend-
ing from January 1996 through December
2002, and the CPS Annual Demographic Files
(ADFs) from 1996 through 2002, which elicit
information on the previous calendar year.
The CPS is the basic household labor market
survey used in the United States to measure
employment, unemployment, wages, and so
on. For details, see http://www.bls.gov/cps/
#overview. Because cities cannot be iden-
tified in the ORG files for a period in 1995,
and because most living wage laws came
into effect in 1996 or after, we restricted
the analysis to begin in 1996. The ORG files
are ideal for analyzing individual-level out-
comes—wages and employment—because
they have information on current wages and
provide a sample three times as large as the
ADFs. In contrast, the ADFs are suited to ana-
lyzing the effects of living wages on poverty
because their measures of income corre-
spond to those used in defining poor families
by including nonearned family income and
transfer payments and by measuring income
annually.

group of uncovered or unaffected employers.” But
the CPS data are very useful for addressing policy
questions regarding the effects of living wages
on low-wage workers and low-income families,
because they permit us to estimate the combined
effects of all of the direct and indirect influences
(both positive and negative) of living wages—and
it is these net effects that are likely to be of most
interest to policymakers. If CPS data that include
a relatively large number of workers and families
from many cities cannot detect an effect of living
wage laws (as is the case for cities with contractor-
only laws), then the most reasonable conclusion
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may be that the policy did not achieve its desired
goals (or alternatively did not generate the negative
effects predicted by opponents).

Wage Effects

We estimate the effects of living wage laws on
workers in various ranges of the wage distribution
in each MSA and month, with the expectation that
living wages will boost wages in the lower tail of
the wage distribution, at least if they achieve their
policy goal.!® To obtain reliable measurements, we
restricted our sample for each analysis to workers
in city-month cells with at least 25 observations
(although most have far more observations). This
restriction, coupled with the requirement that
MSAs be identified in the CPS, implies that we
exclude smaller cities with living wages. We know
from existing research that there are lags in estab-
lishing guidelines and enforcement mechanisms,
suggesting that the effects of living wage laws arise
with some delay.!" We therefore always allow for
the effects of living wages to take up to a year to
emerge, and in some of the results we report, we
present only the effects that are evident one year
after implementation of living wage laws or changes
in living wage levels. Finally, we often emphasize
differences between the effects of business assis-
tance and contractor-only living wage laws.

A central goal of research on the effects of liv-
ing wages (or any policy change) is to estimate the
causal effects of living wages, rather than simply
to document associations between living wages
and wages (and, later, employment and poverty)
that might arise for other reasons and lead to
misleading conclusions about the effects of liv-
ing wages. Specifically, we need to take account
of at least three alternative sources of a relation-
ship between living wages, on the one hand, and
wages, employment, and poverty, on the other.
First, high living wages tend to be passed in cit-
ies with higher state-level minimum wages, and we
want to isolate the effect of living wages. Second,
living wages may be implemented in cities where
wage levels in general are higher, in which case we

do not want to attribute the higher overall wage
or income levels to living wages. And third, living
wages have tended to be enacted when macro-
economic conditions were particularly good, raising
the possibility that the disemployment effects of
living wages are masked by the effects of aggre-
gate economic conditions, while wage increases
are exaggerated. In all of these cases, if we do not
account for these other factors, we might reach
misleading conclusions about the actual effects of
living wages. The potential confounding influences
of these other factors are accounted for in the statis-
tical model we use to obtain the estimated effects
of living wages."?

The evidence on the effects of living wage laws
on wages is reported in Figure 1. The top panel of

Figure 1. Percentage Change in Wages from a 50 Percent Increase in

the Living Wage

Wage Effects in the Bottom Decile of the Wage Distribution

\
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Il 6-month lag
[ 12-month lag

Percentage change

All living wages Business assistance
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Wage Effects in the 10th-50th Centiles of the Wage Distribution
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Source: Authors’ calculations from the CPS.

an hourly wage > $1 and < $100.

Contractor-only

Notes: Striped bars indicate that the effect is statistically significant at the 10 percent
level. Standard errors used to establish statistical significance are robust to nonindepen-
dence (and heteroscedasticity) within city cells, following the suggestions in Bertrand,
Duflo, and Mullainathan (2002). The sample is restricted to workers ages 16 to 70 with
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When we estimate
separate effects for
business assistance and
contractor-only living
wage laws, we find a
significant effect from
business assistance

A Decade of Living Wages

the figure reports the estimates for workers in the
bottom 10th of the wage distribution—where we
expect the effects of living wage laws to be con-
centrated. For purposes of comparison, the bottom
panel reports the estimates for workers between
the 10th and 50th centiles of the wage distribu-
tion—that is, above the bottom 10th but below the
median. Each panel shows results when we simply
lump all living wage laws together (the left set of
bars), and when we instead distinguish between
the effects of business assistance and contractor-
only living wage laws (the center and right sets of
bars). Within each set of bars, the contemporane-
ous effects that ensue immediately upon a change
in the living wage, and then the effects 6 and 12
months later, are reported. As noted above, we
focus mainly on the effects at 12 months.!® Finally,
to provide information on the
strength of the evidence, the bars
are striped if the estimated effect
is significant at the 10 percent
level; otherwise, the indicated ef-
fect is not statistically significant
at the 10 percent level. In gen-
eral, only estimates significant
at the 10 percent level should be
taken as reliable indicators of

laws (only). an effect." In all cases, the esti-
mates are presented in terms of
the percentage change in wages stemming from a
50 percent increase in the living wage—roughly in
line with the difference between a representative
living wage and the minimum wage.

Looking at all living wages together, in the
lowest range of the wage distribution reported in
the top panel—the bottom 10th of the wage distri-
bution in the city-month cell—we find no evidence
of effects of living wage laws generally until about
12 months after implementation. The estimated
effect at 12 months indicates that a 50 percent
increase in the living wage boosts wages by about
2 percent, but this estimate is not statistically signif-
icant. However, when we estimate separate effects
for business assistance and contractor-only living
wage laws, we find a significant effect from busi-

ness assistance laws (only). As shown in the second
set of bars in the top panel, the estimate implies
that a 50 percent increase in this type of living
wage increases wages by over 3 percent.

The second panel reports these estimates for a
higher range of the wage distribution, specifically,
the 10th through the 50th centile. Looking at the
general effect of living wage laws in this higher
range, all of the estimates are positive, although
most are not statistically significant and all of them
are small, providing little evidence of effects of liv-
ing wages higher up in the wage distribution. When
we focus on the effects of business assistance living
wage laws at higher ranges, the estimated effects
are a shade larger—although still much smaller
than for low-wage workers. Although the higher-
wage workers covered by the estimates in this panel
are much less likely to be directly affected by living
wage laws, it is possible that their wages are bid
up as employers substitute toward them and away
from the lowest-wage, lowest-skill workers who
are made more expensive when a living wage law is
enacted.”

In summary, the evidence points to lasting
positive effects of living wages on wages primarily
at the lower end of the wage distribution, where
we would expect any effects to be concentrated.'
Moreover, it is primarily the broader business assis-
tance living wage laws that generate these effects.
In addition, there is some suggestion of weaker
positive effects on wages higher up in the wage dis-
tribution, which may reflect shifts in demand (sub-
stitution) toward more-skilled workers generated
by the wage increases for less-skilled workers that
living wages mandate. But the principal effects on
wages are at the bottom of the wage distribution.

Employment Effects

We use the same basic empirical framework to
study employment. The key difference is that we
cannot classify nonworking individuals by their
position in the wage distribution, since they do not
have a wage. Instead, we impute wages for every-
one and group individuals by their position in the
distribution of imputed wages, or “skills.”!”
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The results are reported in Figure 2 in a for-
mat paralleling that of Figure 1. For living wages
generally, for those in the bottom 10th of the skill
distribution (displayed in the top panel), we find
a significant estimated disemployment effect 12
months after a living wage is enacted or increased,
paralleling the wage results. The estimated effect
implies that a 50 percent increase in the living wage
reduces employment by 6 percent. When we esti-
mate the separate effects of business assistance and
contractor-only living wage laws, both estimates
(again, after 12 months) are negative, but we find a
significant disemployment effect only for business
assistance living wage laws, and the difference in
the estimated effects is quite pronounced; the im-
plied effect of a 50 percent increase in the living
wage is an employment reduction exceeding 8 per-
cent for business assistance living wage laws, more
than double the estimate for contractor-only laws.
This evidence parallels the findings for wages, as
we might expect, because it is presumably the wage
effect that generates the disemployment effect.

Between the 10th and 50th centiles of the skill
(that is, imputed wage) distribution—as reported
in the bottom panel of Figure 2—all of the point
estimates of the effects of living wage laws are
positive. These positive estimates are consistent
with living wages leading employers to substitute
away from the least-skilled workers and toward
those who are higher skilled. However, none of these
estimated employment effects higher up in the skill
distribution is statistically significant.

Evidence from New Micro-Level
Studies of Wage and Employment
Effects of Living Wage Laws"

he evidence on wage and employment ef-
fects discussed thus far is based on CPS
data. There is also some recent, more geo-
graphically limited evidence from data on covered
employers (and sometimes uncovered or unaffected
employers). This evidence is reviewed briefly here,
focusing on estimates of wage and employment

effects to allow for comparison
with the evidence just discussed.

San Francisco Airport

Reich, Hall, and Jacobs (2003)
study the implementation begin-
ning in 1999 of the living wage 50 percent
law passed in San Francisco that
extended to workers at San Fran-
cisco International Airport (SFO). exceeding
Not surprisingly, the data col-

lected by the authors indicate

substantial effects on the pay of
low-wage workers. More contro-
versial is the authors’ claim that employment did
not fall. Their estimates indicate employment gains
of about 1,150 employees from 1998 through 2001—

... for those in the
bottom 10th of the skill
distribution. . . the
implied effect of a

increase in

the living wage is an
employment reduction

8 percent

for business assistance
living wage laws.

Figure 2. Percentage Change in Employment from a 50 Percent Increase
in the Living Wage

Employment Effects in the Bottom Decile of the Skill Distribution
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Source: Authors’ calculations from the CPS.
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Notes: See the notes to Figure 1. Striped bars indicate that the effect is statistically
significant at the 10 percent level. The sample is restricted to individuals ages 16-70.
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from about 7,350 to 8,500. However, an impor-
tant confounding factor was the opening of a new
international terminal at SFO during this period,
in the fall of 2000, which had been projected to
increase employment sharply. On the other hand,
air travel declined during 2001 because of the eco-
nomic recession, which exerted a negative effect on
employment.”” The authors suggest that because
these two effects work in opposite directions, they
can conclude from the employment gain that the
living wage at SFO did not reduce employment.
However, it seems plausible to us that the opening
of the new international terminal would have had
a far greater effect than the recession. Regardless,
given the confounding of the living wage imple-
mentation with the opening of a new terminal,
these data do not provide convincing evidence that
employment did not fall as a result of the living
wage at SFO.

Boston’s Living Wage
Brenner (2005) studies the effects of the living wage
in Boston on firms with contracts with the city. He
has data only on contractor firms and therefore com-
pares changes between firms indicating that they
raised wages to comply with the living wage law
(the treatment group) and those that did not (the
control group). The reported share of workers with
low wages declined sharply in the treatment firms
while scarcely changing in the control firms, point-
ing to strong wage effects of the living wage law.
Turning to employment, the data indicate
that employment grew in both groups of firms
but grew faster in the control group. That is,
employment declined in relative terms in the
affected firms.?° Based on the relative employment
decline of 9.9 percent, and the fact that over this
same period the percentage deviation between the
living wage and the minimum wage grew from 0
to 35 percent, Brenner’s estimates imply that a 50
percent increase in the living wage reduces employ-
ment by 14 percent.?! On the other hand, Brenner
also finds that in terms of full-time-equivalent
(FTE) employment, there is no significant differ-
ence between the changes for the treatment and

control groups. The apparent shift away from part-
time and toward full-time work would be expected
if there are fixed costs of employment on which
employers economize in response to higher wage
costs. So Brenner’s results are most consistent with
employment declines, but they also point to other
potentially beneficial offsets for some workers in
the form of increased hours of work.

Covered and Noncovered Employers in
Los Angeles

Fairris (2005) describes an analysis of two samples:
an original survey of establishments affected by the
Los Angeles living wage, and a second sample of
establishments collected for a quite different pur-
pose, used as a control group. The results indicate
that the wages of low-wage workers were increased
as a result of the living wage, consistent with all of
the prior results. The survey results indicate that 18
percent of covered establishments reported declines
in employment stemming from the living wage law,
and Fairris estimates an overall employment decline
in the contractor firms of 1.6 percent. Kiven an
approximate $1.70 increase in wages for low-wage,
affected workers caused by the living wage, Fairris
suggests that the estimates imply that a 50 percent
increase in the living wage would reduce employ-
ment by only 3 percent. This calculation, however,
should be based on the ratio of the percentage
employment decline for low-wage, affected work-
ers to their percentage wage increase. Assuming
that the employment decline is concentrated among
these workers, the employment effect would be
perhaps two to three times as large.??

Summary of Micro-Level Studies

The studies reviewed in this section try to examine
the consequences of living wage laws at the firm
level. This is not an easy matter. We simply do not
have much longitudinal data on firms in the United
States, and when this limitation is combined with
the small number of firms covered by living wage
laws, the task is even more daunting. Nonetheless,
we think two main conclusions can be drawn. First,
living wage laws do affect the wages of low-wage
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workers, delivering wage gains and to some extent
compressing the wage structure. Second, some of
the evidence points to employment declines result-
ing from living wage laws, and none contradicts
this (in our view). Thus, broadly speaking, these
microeconomic studies confirm our findings from

the CPS.%?

The Effects of Living Wage
Laws on Poverty and the Income
Distribution™

aving established that living wages in-

crease wages at the bottom of the wage

distribution but that these wage increases
come at the cost of some employment reductions,
we next turn to the effects of living wages on urban
poverty and more generally on the incomes of low-
income families.

Distributional Effects

The statistical model used to estimate the distri-
butional effects of living wages is very similar to
that used above to study wage and employment
effects.” The estimates are reported in Figure 3.
The different bars in this figure present results for
the likelihood not only that families are below the
official federal poverty threshold but that they
are below various fractions of this threshold, as
explained in more detail below. For the moment,
though, we focus just on the effects of living wages
on the likelihood that families are below the offi-
cial federal poverty threshold; these estimates are
given by the right-most bar in each of the three sets
of estimates in Figure 3, labeled “poverty thresh-
old.” In this case, the estimated magnitudes are the
changes in the percentage of families that are poor,
one year later, after a 50 percent increase in the
living wage.

Looking at living wage laws overall (“all liv-
ing wages”), the evidence points to a statistically
significant negative effect about one year after a liv-
ing wage is implemented, with the estimate imply-
ing that a 50 percent increase in the living wage

Figure 3. Change in Share Below Threshold from a 50 Percent Increase

in the Living Wage
Poverty and Below
0.5
0
-0.5
-1.0
-1.5
-2.0

Percentage change

-3.0
All living wages

Source: Authors’ calculations from the CPS.

significant at the 10 percent level.

[ 1/4 of poverty
threshold
I 1/2 of poverty
threshold
[ 3/4 of poverty
threshold

Il Poverty
threshold

Business assistance Contractor-only

Notes: See the notes to Figure 1. Striped bars indicate that the effect is statistically

reduces the poverty rate by about 1.7 percentage
points. The remaining estimates in Figure 3 break
out the separate effects of the two types of living
wage laws. In both cases, the evidence points to
reductions in poverty, but only the estimated effect
of business assistance living wage laws is statisti-
cally significant.?®

These effects of living wages in reducing pov-
erty may seem large, given that the positive wage
effect is smaller than the negative employment
effect. Of course, no one is claiming that living
wages can lift families from well
below the poverty line to well
above it. But living wages may
help nudge families over the pov-
erty line, and we have to recall
that these average wage effects
are likely manifested as much
larger gains concentrated on a

possibly quite small number of
workers and families. Thus, even
coupled with some employment reductions, liv-
ing wages can lift a detectable number of families
above the poverty line.

Evidence of this nature can be derived from
findings reported in Brenner’s (2005) study of the
Boston living wage. Brenner uses his data to esti-
mate that 1,000 workers experienced direct posi-
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. __________________________________________|
This evidence suggests
that living wages do not

necessarily benefit the
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tive wage effects stemming from the living wage.
Census figures indicate that there were 17,892 poor
families in Boston in 1999.%” The wage increase
associated with the living wage is quite sharp. As
an upper bound, if we assume that the 1,000 fami-
lies of these workers were lifted out of poverty, then
the poverty rate would have fallen by 0.51 percent-
age point, or 5.6 percent, implying that a 50 per-
cent increase in the living wage would have
reduced poverty by 0.73 per-
centage point, or 8 percent. Of
course, not all living wage work-
ers are in poor families, so this
is exaggerated. At the same
time, most poor families with

. most dlsadyantaged' full-time workers affected by
in fact, the evidence on the living wage should be lifted
disemployment effects above the poverty line—given

indicates that some that the living wage targets the

low-skilled workers are
hurt by living wage laws.
At the same time, it
suggests that some
low-wage workers and
low-skilled individuals—
just not the lowest wage
and lowest skilled—
may be helped.
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poverty threshold—unless they
have large families. And wages
above the living wage may also
increase. Regardless of the exact
magnitude, it is interesting that
this effect is the same order
of magnitude as the estimates
we obtain from the CPS data
(and may be somewhat smaller
because of Boston’s low poverty

rate and higher wages). This indi-
cates that if living wages target
poor families well, it does not take huge numbers
of affected workers to generate nontrivial changes
in poverty.

In addition, it is important to realize that pov-
erty reductions can arise from the effects of living
wage laws on those above the bottom 10th of the
wage or skill distribution. Recall that Figures 1 and
2 provided some evidence of positive wage effects,
and perhaps a hint of positive employment effects,
for workers between the 10th and 50th centiles.
Positive wage effects could stem from a number of
sources, including direct living wage effects, spill-
overs as employers preserve wage spreads between
workers affected by living wages and workers

earning slightly higher wages, or shifts in demand
toward more-skilled workers resulting in wage in-
creases for them. But higher employment coupled
with higher wages would result only from shifts in
demand toward higher-skilled labor. Indeed, one
criticism leveled at living wages is that they may
induce substitution toward more-skilled workers.
This evidence suggests that living wages do not
necessarily benefit the most disadvantaged; in fact,
the evidence on disemployment effects indicates
that some low-skilled workers are hurt by living
wage laws. At the same time, it suggests that some
low-wage workers and low-skilled individuals—
just not the lowest wage and lowest skilled—may
be helped.

Moreover, the distribution of wage and employ-
ment changes across families can occur in a variety
of ways. Although poor families are of course more
likely to have low-wage and low-skilled members,
many nonpoor families also have such members
(Burkhauser, Couch, and Wittenburg, 1996). And
many poor families have workers who earn rela-
tively low wages or have relatively low skills but
are not necessarily in the bottom 10th of the distri-
bution. Thus, policies that end up helping workers
who are in a higher part of the wage distribution
can reduce poverty. As partial evidence on this
issue, we combine information on imputed wages
(skills) and family income (from the March ORG
files and ADFs), reported in the top panel of Figure
4. The figure shows that poor families are much
more likely than nonpoor families to have an indi-
vidual in the bottom 10th of the skill distribution
(37% of poor families vs. 20% of nonpoor fami-
lies). However, poor families are also more likely
to have members in the 10th through 25th centile
range (36% vs. 25%) and the 25th through 50th
centile range (66% vs. 34%). This implies that pol-
icies that raise earnings of individuals in the latter
categories could reduce poverty.

Whether living wages lift a family out of
poverty also depends on how close the family is
to the poverty line. The second panel in Figure
4 presents evidence on this point, dividing poor
families by how far they are below the poverty
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threshold. What the figure reveals is that, not sur-
prisingly, the lowest-skilled individuals are most
heavily concentrated in families furthest below
the poverty threshold. For example, the lower
panel shows that only 29 percent of families within
$2,000 of the poverty threshold have individuals
in the bottom 10th of the skill distribution, versus
70 percent of families more than $10,000 below
the threshold.

These figures imply that the wage or employ-
ment effects of living wage laws among individu-
als in the 10th through 50th centile range of the
imputed wage distribution may have as much or
more to do with poverty than the effects of living
wages on those individuals below the 10th centile.
In particular, wage or employment gains among
the former may well reduce poverty, irrespective of
the wage gains and employment losses among the
least skilled. Thus, the antipoverty effects of liv-
ing wages need not be inconsistent with the appar-
ently negative effect of living wages on employment
of the lowest-skilled individuals if the antipoverty
effects are generated in part by gains among those
with higher skills.

Finally, it is possible that living wages gener-
ate either gains or losses for low-income families
yet do not result in movements across the poverty
threshold. If so, then our estimates of the effects
of living wages on the probability that a family is
poor could mask either positive or negative effects
of living wages on other low-income families. We
therefore move beyond a sole focus on the poverty
threshold and expand the number of thresholds
examined—ranging from one-quarter to three-
quarters of the poverty threshold. The results of
these analyses are also reported in Figure 3. The
other bars show the estimated effects on the pro-
portion of families below one-quarter, one-half, or
three-quarters of the poverty line. We generally find
no significant evidence that living wage laws either
decrease or increase the probability that families
are below one-quarter to one-half of the poverty
threshold. However, there is some evidence, par-
ticularly for business assistance living wage laws,
of reductions in the proportion of families with

incomes below three-quarters of
the poverty threshold.

Thus, the evidence points
to living wages. .dehvermg net delivering
benefits for families at or near
the poverty line, and at none of
the thresholds below the pov-

erty threshold do we find any

poverty lin

evidence of adverse effects. On the other hand,
the results could reasonably be read as suggesting
that living wages do not help families well below
the poverty line, which is not entirely surprising
because such families are less likely to have work-
ers or may have the lowest-wage workers who are
most likely to bear the disemployment effects of
living wages. It is also important to keep in mind
that the reductions in poverty that living wage
laws appear to bring about do not come without
a cost. Living wage laws, as with other forms of

Figure 4. Imputed Wages of Family Members, Family

and Distance from Poverty
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government redistribution of income, generally en-
tail some costs and inefficiencies, and it is always
important to ask whether there are more effective
ways to bring about the particular redistributions
of income that voters or policymakers are seeking.

The Effects of Different Types of
Living Wage Laws™

o this point, we have focused only on

the distinction between contractor-only

and business assistance living wage laws.
Laws that extend only to city contractors cover
very few workers, so perhaps not surprisingly we
are unable to detect effects of these narrow living
wage laws on the overall population of low-wage
or low-skilled individuals in a city. However, for
the broader living wage laws that apply also to
employers receiving business assistance from the
city, we do detect evidence that living wage laws
raise wages but lower employment of low-wage,
low-skilled individuals.

Aside from the greater breadth of business
assistance living wage laws, a few factors could
lead to stronger effects from these types of laws.
In the case of a contractor-only law, employers
are typically required to pay the
mandated wage only for work
done as part of the contract.
When contractors’ employees do
some other work in addition to
that on city contracts, employers
can mitigate the costs of com-
plying with living wage laws by
reallocating their high-skilled
workers who earn a wage near
or above the living wage to the
contract work and their low-
wage labor to the noncontract
work, or they can even reduce
wages on noncontract work. In
contrast, there may be fewer ave-
nues for mitigating the costs of

living wage laws for employers

covered under business assistance provisions. For
example, an establishment created with the help
of business assistance from a city would appear to
have no choice but to pay all employees no less than
the mandated living wage for all of their work. In
addition, although contractors can reduce the share
of their business with the city in response to a liv-
ing wage, business assistance recipients may have
less leeway because they may have accepted long-
term benefits, such as bond financing or tax relief,
in return for locating in the jurisdiction. However,
these possible differences between contractor-only
and business assistance living wage laws remain
conjecture.

An alternative explanation is that business
assistance living wage laws are not, in fact, fun-
damentally different or stronger in terms of the
underlying economics or the share of workers
affected. Rather, the broader business assistance
living wage laws may have arisen in cities where
a constellation of forces—possibly related to the
dynamics of living wage campaigns—has resulted
in stronger living wage laws generally or per-
haps stronger implementation and enforcement
because of both how the cities oversee the laws and
how much community and other groups remain
engaged. More generally, living wage laws differ in
a number of respects, such as the extent of cover-
age specified, the employers or workers exempted,
enforcement and implementation, provisions for
community hiring (which try to encourage hiring of
city residents), and whether living wage laws exist
in nearby jurisdictions (which might amplify their
effects). Thus, it may be variation in other features
of living wage laws that really drives whether the
law has stronger or weaker effects, but these other
features may happen to coincide with whether the
law covers business assistance recipients. Besides
this specific question, we are interested in the more
general question of how different features of liv-
ing wage laws influence the effects these laws have
on urban labor markets. However, it is difficult
to estimate the effects of living wage laws, taking
account of a variety of their features, because there
are relatively few observations on cities with differ-
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ent types of living wage laws from which to draw
reliable statistical conclusions.

Features of Living Wage Laws

Table 2 presents a summary of the key features
of living wage laws. The table lists cities with
contractor-only laws, those with contractor as
well as business assistance provisions, and a few
with business assistance provisions but without
contractor coverage. Aside from contractor and
assistance coverage, the table includes informa-
tion on the breadth of this coverage,? community
hiring provisions, and whether the living wage is
superseded by collective bargaining agreements®’
(in columns (1)—(3)). We also consider whether
the key distinguishing feature of living wage laws
is their enforcement and implementation. Column
(4) reports information from research by Luce
(2004) that categorizes enforcement/implemen-
tation efforts by city based on a survey of living
wage laws and city staff, as well as auxiliary infor-
mation.!

Finally, columns (5) and (6) of Table 2 record
whether the city living wage law is also in a county
with a living wage law, as well as whether there are
one or more nearby cities with living wage laws. In
both cases, the year in which a nearby living wage
was first implemented is noted. Both of these char-
acteristics of living wage laws are meant to capture
whether a city’s living wage law is likely to have
its effect amplified by the presence of nearby living
wage laws. For example, consider an employer who
has business with multiple cities. If only one of the
cities with which the employer has contracts is cov-
ered, then there will be more scope for mitigating
the effects of a living wage law. But if nearby cities
have living wage laws, more of the employer’s work
is likely to be covered by such laws and therefore
the employer would have less scope for reducing
wages on other work done by its employees, less
scope for shifting high-wage workers to the cov-
ered contract to avoid having to raise the wages of
low-wage workers, and also less scope for shifting
business away from the city that imposes the living
wage law.

The descriptions of living wage laws provided
in Table 2 are useful in seeing how contractor-
only and business assistance living wage laws dif-
fer along other dimensions that might explain the
apparent differences in the effects of these two
broad categories of laws. Table 2 suggests that,
on some dimensions, other features of contractor-
only and business assistance laws do not look very
different. For example, roughly equal shares are
in counties with their own living wage laws, and
the shares with provisions for supersession by col-
lective bargaining are similar. However, business
assistance laws are considerably more likely to be
in cities in which nearby cities also have living wage
laws and in cities with community hiring provisions.
With regard to enforcement/implementation, the
differences do not appear sharp, although more of
the contractor-only living wage laws are classified
as having narrow (or relatively weak) enforcement/
implementation.

We first present results that modify the meth-
ods used above to estimate the effects of business
assistance and contractor-only living wage laws but
instead estimate differences in the effects of living
wage laws depending on the presence or absence
in these laws of some of the features highlighted in
Table 2. This analysis simply tells us whether the
effects of living wage laws differ depending on the
presence or absence of the particular feature of the
law we study. These estimates are reported in Fig-
ure 5. In all cases, we display the estimated effects
one year after the enactment of (or change in) a liv-
ing wage (recall that the results above showed that
the effects of living wages tend to show up about
one year after implementation). Each pair of bars
corresponds to a separate model in which we draw
distinctions between living wage laws based on the
presence or absence of features of living wage laws,
paralleling exactly how we treated business assis-
tance living wage laws above.3?

For example, differences between cities whose
living wage laws are or are not accompanied by
county living wage laws are reported in the left-
most estimates; the wage effects are reported in
the upper panel and the employment effects in

PUBLIC POLICY INSTITUTE OF CALIFORNIA

13




California Economic Policy

A Decade of Living Wages

Table 2. Features of Living Wage Laws

Superseded
Contractor Community by Collective Enforcement/
Coverage Hiring Bargaining Implementation County Nearby Cities
(1) (2) (3) (4) (5) (6)
Contractor only
Baltimore Medium
Boston Yes Broad Yes (1999)
Burlington Yes NA
Chicago Narrow Yes (1998)
Denver Narrow
Durham Narrow
Jersey City Narrow Yes (1999)
Milwaukee Narrow Yes (1997)
New Haven Yes Yes Medium Yes (earliest 1999)
Portland Narrow Narrow Yes (1996)
San Francisco Broad Yes Broad Yes (many, earliest 1998)
Tucson Yes Broad Yes (2002)
Business assistance
plus contractor
Ann Arbor NA Yes (2001) Yes (many, earliest 1998)
Cleveland Yes Medium
Detroit Yes Narrow Yes (many, earliest 1999)
Hartford Narrow Yes (earliest 1997)
Los Angeles Broad Yes Broad Yes (1999) Yes (earliest 1996)
Madison Yes NA Yes (1999)
Oakland Broad Yes Medium Yes (many, earliest 1998)
Rochester NA
San Jose Yes Broad Yes (1995) Yes (many, earliest 1998)
Toledo NA
Business assistance
only
Duluth Yes Yes Narrow
Minneapolis Yes Medium Yes (1997)
San Antonio Yes Medium Yes (2001)
Notes: This table was compiled using information from http://www.epionline.org/livingwage/index.cfm, http://www.livingwageresearch.org/, and Luce
(2004). In column (1), the absence of an entry indicates that the contractor coverage was neither particularly narrow nor broad compared to other living
wage laws. In columns (2), (3), (5), and (6), we have included only “yes” entries; blank spaces indicate the absence of the particular feature of living wage
laws to which the column refers.
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the lower panel. The findings suggest a large and
significant wage effect in living wage cities with a
county law but not in living wage cities without
an accompanying county law. The employment
effect, on the other hand, is larger (and statisti-
cally significant) in the cities without a county liv-
ing wage law. These ambiguous findings do not
provide a clear-cut case that county living wage
laws either strengthen or weaken the effects of city
living wage laws.

Next, living wage laws are divided by whether
there are living wages in nearby cities. The results
suggest that this distinction is quite important.
Living wage laws coupled with those in nearby
cities boost wages, with a positive and statisti-
cally significant effect implying that a 50 percent
living wage increase boosts wages at the bottom
of the wage distribution by over 4 percent. Simi-
larly, the negative employment effect appears only
for living wage laws that are coupled with those
in nearby cities, with a 50 percent living wage
increase reducing employment of the least skilled by
over 11 percent. In contrast, the estimated effects
of living wage laws that are not accompanied by
laws in nearby cities are small and insignificant.*

The next two sets of estimates turn to whether
living wage laws have community hiring provisions
or provisions that they can be superseded by col-
lective bargaining. The evidence suggests that, in
both cases, living wage laws with these types of
provisions tend to have greater positive effects on
wages, although the differences are small. Corre-
spondingly, living wage laws with these provisions
have stronger negative net employment effects; in
this case the differences are marked.

The penultimate estimates in Figure 5 look at
living wage laws distinguished by breadth of cover-
age of contractors. All else the same, to the extent
that the contractor provisions of living wage laws
have an effect, we would expect the effect to be
greater when broader coverage is specified. The
estimates reflect this in the employment effects of
living wage laws but not in the wage effects. The
ambiguity between the wage and employment
results suggests that the evidence of greater nega-

Figure 5. Wage and Employment Effects of a 50 Percent Increase in the
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tive net employment effects of living wage laws
with broader contractor coverage should be viewed
cautiously.

Finally, the last estimates turn to Luce’s classifi-
cation of living wage laws in terms of enforcement/
implementation. Here, the estimated employment
effect is large and significant only for those living
wage lawswith broad enforcement, whichissensible.
With regard to the wage effects, the point estimates
are larger for living wage laws with broader enforce-
ment and implementation, although the difference
is small and not statistically significant. All in all,
though, this evidence is best interpreted as suggest-
ing that the living wage laws Luce classifies as hav-
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ing broader enforcement/implementation do have
sharper effects.

Do Other Features of Living Wage Laws
Explain the Stronger Effects of Business
Assistance Laws?

The next question is whether other provisions or
features of living wage laws can account for the
stronger effects of business assistance living wage
laws compared with contractor-only living wage
laws. We examine this by simultaneously allow-
ing the effects of living wage laws to differ based
on the business assistance/contractor-only distinc-
tion, as well as the presence or absence of each
feature of living wage laws considered in Figure
5. These estimates tell us whether allowing living
wage laws with some particular feature (such as
an accompanying county living
wage) results in a finding that
contractor-only and business
assistance living wage laws no
longer look so different, and
instead that the important dif-
ference is between those living
wage laws accompanied or not
accompanied by county living
wages. Such evidence would sug-
gest that the earlier evidence on
differences between contractor-
only and business assistance liv-
ing wage laws actually reflected
the fact that these two types of
laws were differentially accom-
panied by county living wages.
Of course, this is likely to
be the case only for provisions
or features of these laws that
differ across business assistance
and contractor-only laws, as
summarized in Table 2. More-
over, it is likely to be the case
for those provisions that appear
to be associated with stron-

ger (or weaker) effects of liv-

ing wage laws. With respect to Table 2, we noted
above that the differences appearing to stand out
are that business assistance laws are more preva-
lent in cities for which nearby cities also have
living wage laws and in cities with community
hiring provisions or with broader enforcement/
implementation. Interestingly, the estimates in Fig-
ure 5 suggested that the wage and employment
effects are sharper when living wages are accom-
panied by those in nearby cities or include com-
munity hiring provisions and to some extent also
when enforcement/implementation is more broad.
The results from this analysis are reported in
Figure 6. The first set of estimates indicates that
where county living wage laws exist along with
city living wage laws, the estimated wage effect of
business assistance laws becomes weaker and is
no longer statistically significant. But the negative
net employment effect of business assistance living
wage laws becomes stronger and remains statis-
tically significant. Given that county living wage
laws do not show up more frequently among cit-
ies with business assistance provisions, we find it
unlikely that county living wage ordinances drive
the stronger results for business assistance cities.
In the estimates considering supersession by
collective bargaining agreements, broad contractor
coverage, and broad enforcement/implementation
(the fourth through sixth sets of bars in Figure 6),
the estimates continue to indicate strong (if any-
thing, stronger) wage and employment effects of
business assistance living wage laws. Thus, these
differences among living wage laws do not account
for the stronger wage effects and negative employ-
ment effects of living wage laws that cover business
assistance recipients. The estimates examining liv-
ing wage laws with community hiring provisions
present a different picture. First, community hir-
ing provisions appear to account for the larger
employment effects of business assistance living
wage laws, as business assistance laws without
these provisions have essentially no detectable
employment effect. On the other hand, the wage
effect of business assistance laws is not explained
by this feature of living wage laws. Coupled with
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the expectation that community hiring provisions
should if anything lead to weaker disemployment
effects, we do not view this evidence as overturn-
ing in a decisive way the findings regarding busi-
ness assistance laws.

However, whether nearby cities have living
wage laws appears to account more successfully
for the stronger wage and employment effects of
business assistance laws. For both the wage and
the employment effects, the large point estimates
(positive for wages and negative for employment)
exist for living wage laws coupled with living wag-
es in nearby cities but not for business assistance
living wage laws in the absence of living wages in
nearby cities. These findings, combined with the
expectation that living wage laws are likely to have
stronger effects when they also exist in nearby
labor markets, suggest that geographic concen-
tration of living wage laws may in fact be more
significant than the distinction between business
assistance and contractor-only living wage laws.
On the other hand, none of the evidence reported
in this section supports the hypothesis that stron-
ger effects associated with broader enforcement or
implementation explain the stronger wage and em-
ployment effects of business assistance living wage
laws that we find.

Conclusions

n the past 10 years, living wage campaigns

moved from their first victory in enacting a

living wage in Baltimore to widespread success
resulting in around 100 living wage laws across
the United States, including 18 in California. This
article takes stock of the decade of experience with
living wage laws to assess their economic effects.
The emphasis is on the effects of living wages on
low-wage workers and low-income families, in
large part because the central goal of living wages
is to raise the incomes of low-wage workers to
reduce poverty.

The research leads to a few main conclusions:
e Living wage laws boost the wages of the lowest-

Figure 6. Wage and Employment Effects of a 50 Percent Increase in
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wage workers but at the cost of disemployment
effects for the least-skilled. These findings hold
more strongly for the broader living wage laws
that also cover employers receiving business
assistance from cities and perhaps even more so
for living wage laws accompanied by similar laws
in nearby cities.?

Living wage laws reduce poverty in the urban
areas in which they have been enacted. Again,
this holds more strongly for the broader living
wage laws that also cover employers getting busi-
ness assistance from cities. In addition, families
somewhat below the poverty line are also helped
by living wages.
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e The poverty reductions associated with living
wage laws need not stem from income gains for
individuals at the very bottom of the wage or
skill distribution but instead appear to stem in
part from gains for other workers whose wages
are nonetheless influenced by living wages. This
suggests that the beneficial distributional effects
of living wages are actually somewhat mixed—
reducing poverty but not necessarily by helping
the very lowest-wage, lowest-skilled individuals.

These conclusions are quite
important to local policymakers
in California (and elsewhere) fac-
ing decisions about implement-
ing or raising living wages. First,
mandating a higher wage floor
via a living wage will entail some
employment losses. Advocates
of living wages tend to deny that
these employment losses will
occur, whereas opponents argue
that because of the employment
losses, living wages are unam-
biguously a bad idea. But a more

individuals.

subtle perspective is needed.

Many government rules and
regulations are likely to cause some employment
losses somewhere; for example, restrictions on log-
ging hurt loggers, and inducements to reduce the
use of coal hurt coal-miners. As a society, though,
we have to decide whether the potential benefits
of these rules and regulations outweigh the costs.
Ideally, too, we should try to cushion the blow to
those who are adversely affected, which we do to
some extent through the social safety net, subsidies
for retraining and education, and so on.

With respect to living wages, a reasonable cri-
terion for thinking about the potential benefits that
should be weighed against the employment losses
is whether living wages help low-income families,
perhaps by reducing poverty. The answer to this
question is not as simple as might be suggested by
the evidence that living wages boost the wages of

low-wage workers, because low-wage workers are

not synonymous with low-income families; in par-
ticular, many are in nonpoor families. Nonetheless,
it does appear to be the case that living wage laws
have some beneficial effects in reducing poverty.

At the same time, the beneficial distributional
effects of living wage laws most likely do not arise
from gains for the lowest-wage workers and least-
skilled individuals, because they bear the brunt of
the employment losses. This does not necessarily
undermine the case for living wages on distribu-
tional grounds. It may simply be an uncomfort-
able fact that trying to help low-income families by
mandating higher wage floors tends to have nega-
tive consequences for the least-skilled workers,
because such wage floors may amount to a “tax”
on the employment of such workers. Instead,
what these results imply is that even if wage floors
deliver some benefits to low-income families—as
appears to be the case for living wages—additional
policies are needed to help the most disadvantaged,
such as a safety net to help those left without jobs,
or strategies to enhance skills and make them more
employable and employable at higher wages. And
finally, we need to think about policies that can
deliver beneficial distributional effects without the
adverse employment effects, which do, of course,
entail considerable private and social costs, many
of which are not taken into account in the evidence
on the distributional effects of living wages. Exist-
ing research suggests that variants of the earned
income tax credit fit this description, raising the in-
comes of low-income families and encouraging em-
ployment among the least skilled, while also more
effectively targeting low-income families rather
than low-wage workers.3¢

Other questions about the effects of living
wages also remain unanswered. In particular,
questions about the longer-run effects of living
wage laws on the economies of the cities where they
are passed have not been addressed. These effects
probably stem most directly from the costs that liv-
ing wage laws impose on businesses, which may in
turn affect property values, tax receipts, and so on.
Another remaining question is the very difficult
one of how living wages compare to other policies
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aimed at raising the incomes of low-wage work-
ers and low-income families. Finally, additional
questions will arise if cities drastically change their
coverage, expanding from narrow living wages to
broad minimum wages, as occurred recently in
San Francisco and Santa Fe, both of which imple-
mented citywide minimum wages of $8.50. Con-
clusions drawn regarding the effects of narrow
living wages do not carry over to the effects of
broader minimum wages; in particular, the distri-
butional effects may differ considerably. %*

Notes

! See www.epionline.org and www.livingwageresearch.
org/factsheets/adopted.asp.

2 See Brenner (2005).

3 San Diego passed a living wage ordinance in April 2005,
but it does not take effect until next year.

4See Table 1 in Neumark and Adams (2003a).

5 In addition, living wage laws often impose an even higher
wage if health insurance is not provided.

¢ See www.epinet.org.

7 See Burkhauser, Couch, and Wittenburg (1996) and Car-
rington and Fallick (2001).

8 This evidence on wage, employment, and poverty effects
is based on Adams and Neumark (2005a). More limited
earlier results using data from fewer years are reported in
Neumark (2002).

° For example, see Brenner (2005) and Fairris (2005), dis-
cussed later.

19 This prediction is not unambiguous. Living wages cover
a small share of workers, and it is possible that workers
who are displaced from the covered sector as employers re-
duce employment move into the uncovered sector, with the
outward labor supply shift reducing wages there. Howev-
er, any such effects are likely to be minor, for two reasons.
First, for relatively low-wage workers, the minimum wage
provides a wage floor. And second, the covered sector is
relatively small, and hence any labor supply shift to the
uncovered sector is unlikely to have much effect on wages
in the uncovered sector. Indeed, most of our estimates
point to either positive wage effects or no wage effects, but
there is occasionally evidence in the opposite direction. In
contrast, the prediction that employment should fall as a
result of the living wage is unambiguous, at least in the
standard economic model (Mincer, 1976).

1 See Sander and Lokey (1998).

12 Specifically, we use a regression model that controls for
both living wages and minimum wages, because in the
absence of a living wage, the minimum wage provides a
legally binding wage floor. The model also includes city
dummy variables to allow for differences in the levels of
wages (and other outcomes) across cities that might be
associated with living wages—such as high-wage cities
enacting higher living wages. And it includes year and
month dummy variables to net out changes in aggregate
economic conditions that might influence wages, employ-
ment, and income but also be correlated with living wages.
Thus, the model identifies the effects of living wages only
from changes in wages and other outcomes associated with
imposing or changing a living wage.
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13 These effects after 12 months better capture the effects
of living wage laws that persist.

4 Estimates that are not significant at the 10 percent level
may still be suggestive of an effect. Certainly an insignifi-
cant effect should not be equated with an effect equal to
zero. However, an insignificant effect means that we have
less confidence that the true effect is different from zero.
Literally, statistical significance at the 10 percent level
implies that there is a probability of 0.1 or less that the true
estimate equals zero, given the estimate we obtain.

15 This effect is referred to as “labor-labor substitution.”

16 Criticism of our estimation of the effects of living wages
on the lowest-wage workers has been raised quite force-
fully by Brenner, Wicks-Lim, and Pollin (2002). These
criticisms are rebutted in Adams and Neumark (2005a).

17 Note that this implies that the employment effects are
not estimated for the same sample as the wage effects.

18 A more complete discussion appears in Adams and Neu-
mark (2004). We do not discuss a small set of studies of
the effects of living wages on contract costs. These stud-
ies are unconvincing because they do not measure possible
changes in services provided under contracts and are uni-
formly missing a control group of similar cities without
living wage ordinances to control for other factors that
may have been changing contracting behavior over time.

Y The 9/11 attacks play no role here, because they occurred
after the measurement of the 2001 employment figure.

20 The survey also asked some direct questions about
whether staffing levels for city contracts changed, which
provided no indication of declines in staffing levels as a
result of the city’s living wage. But because the data only
establish slower employment growth at affected firms,
rather than employment declines, we would not necessar-
ily expect reductions in employment on city contracts.

2l Despite this evidence, Brenner ignores the changes
experienced by the control firms, incorrectly concluding that
the Boston living wage increased employment, despite the
relative employment decline in affected firms. Note that the
evidence of relative employment declines among affected
firms is precisely the type of evidence of employment
declines that we obtain from the CPS data, where instead
the counterfactual is what happened in the cities where liv-
ing wages were not passed. There is never an assumption
that employment would have remained unchanged absent
the living wage, because other factors besides living wages
may affect employment.

22 The firms in the living wage sample report an average of
39 percent of workers in four low-wage occupations that
Fairris lists. If low-wage workers were 39 percent of the
workforce, then the employment decline for these workers
stemming from a 50 percent increase in the living wage
would be 7.7 percent, two-and-one-half times as large as
what Fairris reports.

23 At the same time, note that some of the evidence of dis-
employment effects (for example, Brenner’s) comes from
living wage laws that cover contractors only, for which
the CPS data did not reveal either wage or employment
effects. This points to the potential power of the micro-
level evidence in testing for behavioral responses to liv-
ing wage laws, even when the city-level analysis does not
reveal net effects of the policy.

24 This section is also based on Adams and Neumark
(2005a).

25 One difference is that we use annual data on family
income from the ADFs. In addition, the statistical regres-
sion model is estimated for the full sample for most of our
analyses rather than for some subset of low-wage or low-
skilled workers.

26 The estimate for contractor-only living wage laws is
larger, but it is statistically insignificant. This does not
contradict the earlier findings that business assistance
living wage laws have stronger effects on wages and
employment, because the stronger positive wage effects
and negative employment effects of business assistance liv-
ing wage laws are likely to offset each other in influencing
poverty.

27 See the website of the U.S. Bureau of the Census (http://
factfinder.census.gov).

28 This section is based on Adams and Neumark (2005b).

2 For example, Portland’s living wage law applies only
to custodial, security, and parking attendants and is
therefore classified as “narrow,” whereas the laws in Los
Angeles and Oakland cover some leaseholders (and in the
case of Oakland, the port) and are therefore classified as
“broad.”

30 In other words, the living wage law does not apply to
workers covered by a collective bargaining agreement.

31 Luce classifies a city as having “broad” enforcement/
implementation when there is at least “one full-time per-
son assigned to oversee ordinance administration, who
can answer questions about the law and who can be held
accountable for problems” and the “staff actively monitors
the ordinance by reviewing payroll records and inspecting
worksites” (p. 96). In contrast, she classifies cities without
full-time staff, in which it is difficult to find someone to
answer questions, and where cities do the minimum to ful-
fill technical requirements, as having “narrow” enforce-
ment/implementation. She also classifies some intermedi-
ate cases as “medium.”

32 It would be ideal if we could estimate the effects of all
features of living wage laws simultaneously. However, data
limitations—in particular, the relatively small number of
cities with specific features of living wages laws—preclude
this. Attempts at this simultaneous estimation yielded very
imprecise estimates.
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33 The effects of living wage laws in nearby cities may be
more important than those in the county because cities
typically have a lot more contracts and provide a lot more
business assistance.

34 We state this conclusion cautiously because the cities that
have business assistance living wage laws and do not have
a living wage in a nearby city tend to be quite small (for
example, Madison and Toledo). Thus, identification of the
separate effects of business assistance provisions and liv-
ing wages in nearby cities comes from a relatively small
number of observations, and changes in the set of cities
included in the analysis can lead to results in which living
wages in nearby cities no longer matter, and the differ-
ences associated with business assistance living wage laws
(irrespective of living wages in nearby cities) reemerge.
Specifically, this occurs when we eliminate the three cit-
ies with laws that have business assistance provisions but
no contractor coverage (Minneapolis, Duluth, and San
Antonio).

35 In Adams and Neumark (forthcoming), we verify that
these results are also valid when we compare what hap-
pened in living wage cities to a narrower control group of
cities—in particular, cities in which living wage campaigns
went quite far but failed or were annulled after passage (for
example, by a court ruling). These cities are more compa-
rable to those in which living wages were enacted because,
for example, living wage campaigns arose in them and al-
most succeeded. Hence, evidence based on comparisons
with this narrower control group is particularly compel-
ling.

36 See, for example, Neumark and Wascher (2001) and
Eissa and Liebman (1996).
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