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Keeping the Poor Poor
The Dark Side of the Living Wage
by Carl F. Horowitz

Executive Summary
For nearly a decade, activists on the left have
been conducting a highly effective nationwide
campaign to mandate local minimum wages at
levels that presumably eliminate poverty for fulltime workers and their families. This “living
wage,” as it is known, is now the law in dozens of
jurisdictions, and dozens more are actively considering similar measures. Typically, a living wage is
set anywhere from 50 percent to 100 percent above
the current federal minimum wage of $5.15 an
hour and often higher if employers do not provide
health benefits. Thus far, there has been only modest resistance, even from local governments for
which the cost of doing business inevitably rises.
Most living wage ordinances apply to privatesector government contractors and, to a lesser
extent, recipients of business aid or local government employees, or both. Supporters insist that
the benefits are enormous and the costs minimal.

But that view is an illusion, a product of the insular world of local government contracting. If the
living wage were applied to all employees across
the United States—the goal of advocates of a living wage—it would greatly magnify the well-documented pitfalls of the minimum wage.
Decades of research have shown that the minimum wage harms the least-skilled workers from
poor families while heavily benefiting young
workers from middle-income households. Several
studies critical of the living wage come to similar
conclusions. The main beneficiaries of the living
wage are public-sector unionized employees
because of the reduced incentives for local governments to contract out work. Instead of exploiting grievances of the marginally employed against
“greedy” employers, advocates for the poor
should focus their energies on building the skills
of the poor.
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Carl F. Horowitz is a Washington, D.C.,–area consultant on labor, welfare reform, immigration, housing, and
other domestic policy issues. He was previously a housing and urban affairs policy analyst at the Heritage
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Introduction

Washington-based Employment Policies
Institute said that living wage laws would
result in employers looking for more-skilled
employees, thus crowding out the people
with the least skills—the very people whom
living wage laws are intended to benefit.1

The “age of the living wage” has arrived
with a vengeance. In less than a decade, a
well-organized coalition of community
groups, labor unions, political parties, think
tanks, and churches has coaxed dozens of
local governments across the United States
into forcing designated employers to pay
workers well above the current federal minimum wage of $5.15 an hour. Living wage
jurisdictions include major cities such as
New York, Los Angeles, Chicago, and
Baltimore plus a large number of smaller
cities and suburban counties. Local school
boards and institutions of higher learning
are participating as well. By the end of 2002
there were 103 living wage measures on the
books, enacted mostly by municipal and
county general governments, and another 74
campaigns actively under way.
Activists defend living wage laws as protecting vulnerable entry-level workers from poverty.
They also argue that such laws improve employee morale and productivity, which in turn
improves employers’ profits. Local governments, to the extent they pay contractors living
wages, deliver better services at lower cost.
Residents are more satisfied with the quality of
life, and the pathologies associated with poverty are reduced. Only exploitative employers and
their political supporters lose. Common sense
and human decency therefore require national
as well as local action in the face of right-wing
scare tactics. The federal minimum wage
should be made a “living” wage.
The reality is quite different. At best, living
wage laws bring about modest benefits at a
higher cost to businesses and taxpayers.
There should be little surprise in that. As an
elevated version of the minimum wage, the
living wage magnifies the former’s labor market distortions. If applied to all employers in
the United States, the living wage would
make it far more difficult for first-time job
seekers, especially those coming off welfare,
to find work. The economic case for the living wage is difficult to make. Indeed, some
three-fourths of economists surveyed by the

The Living Wage: Building
on the Minimum Wage
A living wage differs from a minimum
wage in several ways. First, a living wage is a
good deal higher than the current federal
minimum wage of $5.15 an hour and usually
even the (higher) state minimum levels.
Dozens of ordinances mandate that affected
employers offer health benefits or pay a higher wage in lieu of benefits. To take one example, Cincinnati passed a living wage ordinance in 2002 requiring affected businesses
to pay a living wage of $8.70 with health benefits or $10.20 without. New York City’s living wage, passed in 1996, mandates that forprofit contractors involved in security, cleaning, food, and temporary services pay
employees minimum rates set annually by
the city comptroller that may reach levels far
above the wage in Cincinnati.2
Second, living wage laws apply, and campaigns to enact them take place, at the local
rather than state or federal level. Cities, counties, school boards, and, lately, colleges and
universities have enacted living wage policies.
Efforts to secure equivalent laws at the state or
federal level have not been successful thus far.3
Third, living wage laws cover far fewer
employers than minimum wage rules.
Ordinances apply mainly to private-sector
government contractors, business recipients
of economic development assistance, and
local government employees. Only the ordinance enacted by the city of Santa Monica,
California, covers employers generally, and
even in that instance it operates within a
restricted geographic area. That is why living
wage laws, as of 2002, directly affected only
about 1 percent of workers in communities
that have such laws.4
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health and safety requirements on factories. Similarly . . . a hard day’s work
should provide an employee with the
necessities of life—food, shelter, health
care. 11

The living wage movement, like the minimum wage movement, has a long historical
pedigree of religiously charged moral
rhetoric. The term “living wage” first evolved
in the wake of the nationwide railroad strike
of 1877.5 The people who coined the term
believed employers could be coaxed into voluntarily paying people on the basis of a standard of need. Increasingly, social reformers,
often motivated by religious conviction, saw
a living wage as a necessary counterweight to
the abuses of industrialization. “[T]he first
American minimum wage campaigns took
on elements of a religious revival,” noted
economists (and living wage supporters) Sar
Levitan and Richard Belous in their book,
More Than Subsistence.6 Indeed, it was a
Catholic priest, Msgr. John Ryan, who in
1906 wrote the first book of consequence
advocating a living wage, A Living Wage: Its
Ethical and Economic Aspects.7
The current living wage campaign has its
origins in the efforts of a church-led group,
Baltimoreans United in Leadership
Development, in alliance with the American
Federation of State, County, and Municipal
Employees.8 In Los Angeles a rabbi, an
Episcopal bishop, and a Methodist bishop
cowrote in a Los Angeles Times guest editorial,
“We have a right and responsibility to see
that . . . employees are paid enough to support themselves and their families in basic
dignity.”9 In their book, The Living Wage:
Building a Fair Economy, advocates Robert
Pollin and Stephanie Luce quote
Deuteronomy 24:14 as an epigraph: “Thou
shalt not oppress a hired servant that is poor
and needy.”10 San Jose mayor Susan
Hammer, writing in support of a proposed
city living wage policy, noted several years ago
that such ordinances rest on a longstanding
moral claim:

The living wage thus far has been localized and limited to selected employers, but
supporters want to institute it nationally and
apply it to as many employers as possible.
Fully realized, today’s living wage would
become tomorrow’s minimum wage.

The Minimum Wage as a
Living Wage: A Critique
Displacement of Less-Skilled Workers
Congress established the first federal minimum wage in 1938, as part of the Fair Labor
Standards Act, and has raised it 19 times
since. More than 80 studies have demonstrated a link between an increase in the minimum wage and subsequent job loss, especially among teenagers and unskilled adults,
the workers with the least skills, experience,
and education.12 The more employers have to
pay such workers, the less likely they are to
employ them. Those workers may turn out to
be productive employees, but they present
risks to the employer so, given the minimum
price set by the state, the employer reduces
risk by hiring only more-qualified workers.
Hyundais are less reliable automobiles than
Hondas or Toytas. If the Hyundais could not
compete on the basis of a lower price, none
would be bought.
A review of the empirical research over the
past quarter century supports that thesis. In
1977 Congress created a Minimum Wage
Study Commission. Economists on the commission surveyed a broad range of studies
and estimated that a 10 percent increase in
the minimum wage decreased teen employment by about 1 to 3 percent.13 One skeptical
researcher not on the commission replicated
the earlier study’s methodology and found a
teen job loss of 0.6 percent.14

For nearly a century, the American people have insisted that in those cases
where the demands of the marketplace
and our fundamental values clash, it is
our values which must prevail. Thus,
we prohibit child labor, and we impose
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work experience prior to going on welfare.20
At least a third are functionally illiterate.21
Peter Brandon of the University of
Wisconsin’s Institute for Research on Poverty
concluded several years ago that raising the
minimum wage is not an effective way to
remove families from the welfare rolls.22 The
average length of time spent receiving welfare
benefits was 13.5 months in states that did
not raise their wage floor but 19.5 months, or
nearly 45 percent longer, in states that did
raise the minimum.

More recently, Donald Deere and Finis
Welch of Texas A&M and Kevin Murphy of
the University of Chicago concluded that the
federal minimum wage hike of 1990–91
(from $3.35 to $4.25 an hour) led to respective drops in male and female teen employment of roughly 6 percent and 9 percent.
They also found that employment among
male and female high school dropouts aged
20–54—the least-skilled adults—declined by
more than 2 percent and 3 percent, respectively.15 In a separate analysis of data from
1979–93 the three authors found “strong evidence that minimum wages reduce employment.”16 They expressed doubt that employers any more than workers were made better
off by a minimum wage hike.
In 1995 Michigan State University economist David Neumark estimated the impact
of the $5.15 minimum wage, then still in the
proposal stage. Using multistate data spanning nearly a decade and a half, Neumark
projected that youths aged 16–19 would suffer employment losses, while the moreskilled workers in that age cohort would
experience job gains. The proposed minimum wage would increase the incidence of
idleness (neither in school nor at work)
among persons aged 16–19 by about 2 percentage points. The wage increase would
raise idleness among minority youths by 7.3
percentage points. 17
North Carolina State University economist Walter Wessels found that higher minimum wages make work a less attractive
option for teenagers.18 Controlling for such
factors as the effects of the business cycle, per
capita income, and wage rates, Wessels found
that the minimum wage hikes of 1981,
1990–91, and 1996–97, taken as a whole,
caused significant declines in labor force participation by teenagers.
Adult welfare recipients in particular are
susceptible to the crowding-out problem.
Overwhelmingly, they are single mothers
with children and far more often than other
women had not completed high school at the
time of the birth of their first child.19 Some
two-fifths of all women on welfare have no

Counterproductive Anti-Poverty Policy
Advocates of the living wage argue that it
combats poverty, but the evidence does not
support that claim.
First, the problem for low-income
Americans is really insufficient hours rather
than insufficient wages. A Bureau of Labor
Statistics report revealed that in 2000 only
3.5 percent of all household heads who
worked full-time 27 weeks or more over the
course of the year fell below the poverty line.
By contrast, this figure was 10.2 percent for
household heads who worked less than 27
weeks.23 The BLS study also revealed that
only a few more than 20 percent of all household heads with below-poverty-line incomes
attributed their condition solely to low earnings. The remaining 80 percent cited unemployment, involuntary part-time employment, or one or both of those factors in combination with low earnings. In addition, the
Census Bureau reported that the median
income in 1999 for household heads working
full-time year-round (50 weeks or more) was
$55,619. By contrast, household heads working full-time 27 to 49 weeks had a median
income of only $38,868, and for those who
worked full-time 26 weeks or less the figure
was $26,001.24 An Employment Policies
Institute analysis of 1995 Census Current
Population Survey data concluded that only
44 percent of minimum wage employees
worked full time.25
Second, most of the intended beneficiaries
of a minimum wage hike do not come from
poor households. EPI’s analysis showed that
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ers. Michigan State’s Neumark and Federal
Reserve economist William Wascher concluded that an increase in the minimum wage
would reduce employment of low-skilled
teens, but raise it for higher-skilled teens.29

at most 13.3 percent of minimum wage
employees were the sole breadwinners of a
below-poverty-line family.26 And all such families (and many above them in income as well)
are eligible for the Earned Income Tax Credit.
The EITC, which began in the mid-1970s as a
pilot program, now adds well over $30 billion
a year to the take-home pay of low- and moderate-income families. The 1997 federal tax
reform legislation also created a $500 per
child tax credit, which Congress later raised to
$600 and most recently to $1,000 in 2003.
Finally, a low-wage family’s situation is not
likely to be permanent. Family heads who earn
the minimum wage are typically no older than
30 years of age. EPI research with Census data
revealed that only 2.8 percent of employees
older than 30 worked at or below the minimum wage. In fact, the average income of minimum wage employees of all ages increased 30
percent within one year of employment.27
Only 3 percent of the nation’s workers
make the minimum wage or less, a proportion that drops to only 1.5 percent of fulltime workers, according to Bureau of Labor
Statistics data. Some 85 percent of employees
whose wages would be increased by a minimum wage hike from $5.15 to $6.15 an hour
live with their parents or another relative, live
alone, or have a working spouse.28 About half
of those persons—42 percent—were in the
first category. Thus only 15 percent of minimum wage workers had to support a family,
whether as a single parent or as a single earner in a couple with children.
At the state level, too, an increase in the
minimum wage benefits mainly those not living in poverty. David Macpherson of Florida
State University looked at the effects of New
Jersey’s 1992 minimum wage hike from $4.25
to $5.05 an hour. He found that the majority
of persons who took minimum wage jobs
after the increase were young, single, or well
above the federal poverty threshold. The average family with at least one minimum wage
worker who benefited had an annual income
of nearly $40,000.
Finally, the negative employment effects
disproportionately hurt the least-skilled work-

Analyses of the Living Wage by
Economists
At least a half dozen published studies
summarized on the Association for
Community Organizations for Reform
Now’s website (www.acorn.org) have concluded that a living wage would have a favorable local impact.30 ACORN and other
activists can be counted on to refer to those
studies in public hearings. Local government
officials, understandably, are likely to be persuaded; so much research pointing to high
benefits and negligible costs could not be
wrong. Or could it?
Those studies demonstrate the viability of
the living wage only by removing it from the
context of the entire local workforce. That is,
the authors are not in a position to consider
what would happen if the living wage were
applied to the entire local workforce rather
than the limited world of government contracting.31 Existing living wage ordinances
affect roughly only 1 percent of all employers
in jurisdictions with such laws. What would
happen if all, or nearly all, employers were
covered?
Florida State University economist David
Macpherson has conducted three separate
studies for the Employment Policies Institute
(website: www.epionline.org), each concluding
that a living wage would produce serious negative consequences. Two of Macpherson’s
studies examined what would happen if
Florida and California, respectively, enacted a
statewide minimum wage at a “living” level. In
Florida’s case the wage would be raised to
$8.81 an hour, or $10.09 without benefits, levels corresponding to Miami–Dade County’s
law, enacted in 1999.32 He concluded that the
policy would reduce employment by 131,000
to 222,000 jobs statewide and force employers
to pay higher wage costs in the range of $4.9
billion to $8.8 billion. Such a state law would
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In 2001 the Santa Monica City Council
adopted a living wage ordinance that went further in coverage than any other law enacted
previously or since. The law designated a
“Coastal Zone”—a 1.5-square-mile commercial area—in which businesses and contractors
with more than $5 million in annual revenue
must pay a wage of at least $10.50 an hour
with benefits and $12.25 an hour otherwise.
Not long after, UCLA researchers Richard
Sander, E. Douglass Williams, and Joseph
Doherty conducted a study on the probable
impact of the ordinance. The authors projected net job losses of at least 1,140 to 1,210 jobs,
or about 14 percent of all workers covered by
the ordinance. One reason for that dramatic
impact is that the measure does not allow tip
income to be counted toward a worker’s wage;
tipped employees, mainly in restaurants,
would receive from 42 percent to 46 percent of
the transfers mandated by the new law.35 The
report offered this prognosis:

not be equitable, either, because many of the
projected wage gains would go to secondary
wage earners in above-poverty-level families
rather than low-income breadwinners. About
a third of the wage gains, in fact, would go to
families with incomes above $40,000. A more
effective and equitable policy, the author
argued, would be to offer employers targeted
tax credits for hiring the poor.
Macpherson’s analysis of the situation in
California yielded a similar set of results. If
the state raised its minimum wage to $10.29
an hour—the figure cited in a proposed initiative that never made it to the ballot—the
result, Macpherson concluded, would be a
loss of nearly 280,000 jobs statewide. The
youngest and least-educated workers would
be the most affected. California employers
would incur wage cost increases of more than
$12.5 billion a year.33 And about 30 percent
of the wage gains would go to employees in
families with incomes over $40,000. Finally,
less than a fourth of the affected workers
would be the sole earners in families supporting one or more children.
Macpherson also performed a study on
the probable impact of a living wage measure
passed by Santa Fe, New Mexico, in February
2002 that would apply to most city workers
and contractors.34 The ordinance would
phase in, from July 2003 to July 2007, a hike
in the local minimum wage from $5.15 per
hour to $10.50 per hour. The increase would
apply to for-profit employers with 10 or more
workers and nonprofit employers with more
than 25 workers. Of the 2,700 employees covered by the law, Macpherson expected 154, or
more than 5 percent, to lose their jobs.
Employers would incur labor cost increases
of $6.6 million. More than 20 percent of
wage increases would go to low-wage
employees in families with incomes of more
than $40,000 a year; fewer than a fourth of
beneficiaries would be sole supporters of
families with children. Of the workers losing
their jobs, some 54 percent would be in families with incomes under $25,000, 66 percent
would be Hispanic, and 53 percent would
lack a high school diploma.

[S]ome of the large retailers and restaurants covered by the Ordinance will see
their profits entirely wiped out by the
Ordinance, and several of these will cut
operations or close down altogether.
Overall, we think that the Ordinance will
damage, but will not destroy, the economic viability of the Coastal Zone.36
Ironically, the overwhelming share of the
beneficiaries would not be poor. Of the $49
million in annual direct and indirect wages
and benefits, plus administrative costs, the
amount actually received by low-income workers residing in Santa Monica would be less
than $400,000. The authors concluded, “We
estimate that for every dollar spent under the
Ordinance, about 7 cents will go to lowincome workers for a targeting ratio of roughly 100:7.”37
Michigan State University’s David Neumark has done the most significant research
to date on the impact of the living wage.38 He
analyzed data on more than 20 large- and
medium-sized cities across the nation in
which living wage laws have been enacted. His
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to hold low-income jobs, irrespective of family
income. The living wage, like the minimum
wage, they argued, may be going to families
who don’t really need it. The authors estimated that only 12 percent of all families affected
by a broad living wage are below the poverty
level, and 26 percent affected by a narrower
law are officially below it. By contrast, 44 percent of EITC-eligible families are below the
poverty level. Some 92 percent of the poorest
working families meet EITC eligibility requirements, as opposed to 1 percent and 39 percent, respectively, of the poorest families
affected by narrow and broad living wage laws.

econometric analyses controlled for as many
variables as possible to determine whether factors other than living wage laws could have
affected employment and wage levels among
low-wage workers.
He concluded that the living wage does
raise the wages of low-wage workers. If a living
wage is set at 50 percent above the minimum
wage, the average wage for workers in the bottom tenth of the wage distribution increases
by 3.5 percent. The living wage at that level
would lower the local poverty rate by 1.8 percentage points. But that, he cautioned, was
only part of the story. For living wage laws
also reduce employment among affected
workers. A living wage set at 50 percent above
the minimum wage would reduce the
employment rate for people in the bottom
tenth of predicted wage distribution by 7 percent, or 2.8 percentage points. “These disemployment effects,” he wrote, “counter the positive effect of living wage laws on the wages of
low-wage workers, pointing to the tradeoff
between wages and employment that economic theory would predict.”39 The primary
beneficiaries of living wage laws, he also concluded, are likely to be public employees’
unions. By reducing the incentives for cities to
contract out work, those ordinances increase
the bargaining power of the unions, indirectly leading to higher wages.

Skills Are the Basis of Labor
Market Value
The word “skill” implies knowledge of
how to do something competently. The more
complicated the tasks, the more the person
performing them can be said to be skilled. Yet
in the context of labor policy, a skill, more
broadly, is any attribute of an employee that
can lend value to the employer’s bottom line.
It includes not only the ability to handle
basic job procedures but also such character
traits as punctuality, openness to learning,
and an ability to cooperate with, and lend
assistance to, coworkers.
If a worker possesses unusual skills, and
demonstrates them at or even beyond expectations, an employer will make the extra
effort to retain that worker—and perhaps
even pay him more than the competition
would. By contrast, if a worker’s skills, or ability to apply them, are commonplace, the
employer will be less likely to raise his wages.
Character traits also affect a worker’s value to
an employer. Even the most technically adept
workers may find themselves out of jobs if
they display excessive absenteeism or are
repeatedly uncooperative.
The low-wage labor force is, by definition,
a labor force lacking some combination of
education, training, job experience, and social
skills. To raise wages and boost productivity,
public policy ought to focus on encouraging

The Earned Income Tax Credit
The main argument in the living wage
advocates’ arsenal is that one should not have
to remain poor while working full-time. But
ACORN and the others overlook the EITC.
In existence since 1978, the program enables
families to participate if their annual income
falls below a certain threshold, currently
about $32,000. Recent research by economists Mark Turner and Burt Barnow, respectively of Georgetown University and Johns
Hopkins University, has found that tax credits are far more effective than either broadly
or narrowly based living wage laws at lifting
the working poor out of poverty.40
Turner and Barnow distinguished between
low-income families and workers who happen
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Advocates of a living wage likewise overlook the role of education in boosting earnings, and not just for the “richest” Americans.
Full-time, year-round workers aged 25–64
earned the following annual amounts (in
1999 dollars) during the period 1997–99:
Persons lacking a high school diploma earned
on average only $23,400. Earnings for those
with high school diplomas rose to $30,400.
For those whose highest levels of educational
attainment were some college but no degree,
an associate’s degree, and a bachelor’s degree,
respectively, the figures were $36,800,
$38,200, and $52,200.43 Moreover, the longterm trend for well over two decades has indicated that educational level makes an increasing difference. The most educated persons,
concluded the Hudson Institute’s Workforce
2020 report, experienced the greatest gains in
annual real earnings during 1975–94, whereas the earnings of those who did not complete
their high school education declined slightly
over that period.44
Companies know the value of hiring educated workers. A University of Pennsylvania
study showed that a 10 percent increase in
the educational level of an employer’s workforce increased productivity by 8.6 percent; a
10 percent rise in hours worked and investment in capital equipment hiked productivity, respectively, by only 5.6 percent and 3.4
percent.45 Data from the Bureau of Labor
Statistics show that on average 28-year-old
workers who tested in the top quartile of
math skills on the National Assessment of
Educational Progress earned 37 percent
more than those in lower quartiles.46
Even some economists in the egalitarian
camp understand that. Lester Thurow, an
MIT economist on the board of the Economic Policy Institute, has written: “For individuals here are three words of advice: skills,
skills, skills. The economic prospects of those
without skills are bleak.”47 A Clinton-era
Commerce Department monograph also
cited the need for skills, adding that globalization, the end of the Cold War, and the
spread of emerging information technologies
could further jeopardize the prospects of

low-wage workers to gain skills. Creating and
raising a floor wage, divorced from such a
consideration, makes the least-skilled workers
more dispensable than ever. But that would
seem at odds with the primary purpose of the
living wage, which is to protect the most vulnerable individuals and families.
Supporters of the living wage know better
than to overtly dismiss the importance of
skills. But they note that boosting skills of
the poor is a meaningless gesture without
jobs actually being available. ACORN’s website puts it this way:
It’s certainly true that we need more
education and training. We need better
public schools, and real training programs connected to real jobs, and we
need to make sure that working people
can afford to send our children to college. But all the training in the world doesn’t
help if there are no jobs that pay decent
wages. It is worth noting that over the
last 20 years, the number of workers
with college degrees has nearly doubled, and the U.S. now has the highest
percentage of college graduates in the
world. The growing number of college
degrees hasn’t stopped the growing
income gap between the richest and
everyone else. Only raising wages can.
ACORN forgets that low-income people
in America are not likely to remain so over
the course of their lives. Only 5 percent of
U.S. households in the bottom fifth of the
income distribution in 1975, revealed W.
Michael Cox and Richard Alm in their book,
Myths of Rich & Poor, were still there in 1991.
Nearly 3 in 10 of those lowest-income households had moved up to the top fifth over that
period.41 In the early 1990s the median duration of poverty was 4.2 months; only a third
of the roughly 36 million Americans living in
poverty had been below the poverty line for
24 or more months.42 Advocates of a living
wage fail to grasp the reality that poverty is
more often than not a transition phase for
persons able and willing to work.
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unskilled workers.48 Robert Shapiro, director
of economic studies for the Progressive Policy
Institute and a key adviser to Bill Clinton’s
1992 presidential campaign, wrote: “[B]y not
building new knowledge and skills, many
working people see their economic capacities
slowly depreciate over the course of every year,
leaving them relatively less productive and
efficient—and less well-paid.”49

framing the issue as the poor vs. employers, proponents have convinced many local public officials that their campaign is an overdue and
unstoppable juggernaut for social justice. It is
time for local elected officials to resist a living
wage movement that is likely to harm America’s
poor in the name of protecting them.
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