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I 
scnndals o r  rhe rrceti r collnp~c of some m d u ~ g a r e  complcn~cnts, 11clt si~bstitutcs." ECONOMICS AM D POLITFCS There i 
major fjrlnr~cial firrr~s, The rnost rlisnitl~irig c ~ ~ ~ ~ c l u s r o n  that I slror~lcl nor  bc much academic debate I 

111 onr iridgli~erlt hu\vcvcr, Maccv docs dra\~.frc,m Xlncw'h lxwk i s  rhar rnost ofrhe a b u t  rllc cffccrs of rrlminiurn uage laws. I 

nor make a convlncirlg cmc: 11c concludes 
rltar irrsfdcr rradirlp and short  selling 
s t r c~ lphm coqxmrr pwrnancc, but thne 
wliisrle-blona~ig docr nor. From my per- 
specrivc, rllfs swms inconsiswnr ulth the  
d i f ic i~l ty  c ~ f  dcrcl-mining who 1s doing 
the insirfcr trading and shorr wU111g. and 
w l ~ y  JvInccy is  marc con\incing in con- 
clucling, "Whisrlc-blowing and i n ~ i d c r  

publcly chan~piolicd rntxsurcs that sup- 
posedly IinptRr ctxp~mte p.wnilllce acnl- 
dIy i\r?rk - u*hrrfirr 1n.ncocImr or design - 
to s n r n g l ~ n ~  rhc I ncl~mhnt r n a n a ~ m c n t  
~ i i d  cnrpomrc bard  at the expense of the 
shan.t~oldcrs. For i i ~ e  a i d  many readers of 
chis book, t I i ~  remaining quesriorl i s  

\r.hcthcr to wad it and \veep or ro m d  ~r nd 
rry ro do son~crhing a b u t  it. El 

- 

Early ccononiisrs wch nc John h r e s  Clark 
aqucd r l ~ t  tho cffccr ofmimimum Xtayes 

w,is m pl.oducc uni;mployner~t for some 

\(,orkcrs. Ikit rhcir were progressiws sucli 
as Sidncy IVcbb and John Co~nmons  who 
t h o ~ ~ g l i t  that workers were paid accord- 
ins  to their subsistence needs and that 
Ilighcr minimum wags wvuld cncouragr 
an Incrme in work efforc. Must ccontl- 

mists then and now belim~c that the first 
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n rhcir new book ~ M r r ~ r n ~ i t ~ ~ r  IY$l,yt~~ 

David Ncumark (University of Cali- 
In~inc)  and William Rhscl~cr 

rhc rcrnaindrr wcrc rcndererl i n e f f d w  by 
adj~~ssmcnrs  in cuntcmplarion OF l e p l  
cl~nllcnpcs. 

I r  was not l i r l t i l  1936, when Prcsidcnr 
Frxnklin Roosn~clt threatened to pack thc 
U.S. Supmr~w Court that had prcviclusly 
r ~ ~ l e d  agairlsr much of  his Nc\v ncal Iqis- 
lation. that the Court upheld thc Sratc nf 

labor n~arken as n ~ l l  as o h c r  rcsourcc 
nlnrkers and markers for final goods - 

(I.c.dcr;ll lieserve) oEer an cstcnsivc rcvlcw \ l~v l l in~ ton ' s  minimum law. Justicc book was a g d s r n d  for a d r w t r s  of high- 
and analysis of  the acadcniic lirrraniir 011 Oweri Roberts, who had prc- cr rninimun~ \vngcc Fl~rttrer , minimum \vases, including t l~c i r  olr7n viously sided lvith jusriccs research 1~ othcr ccor~ornists 
rcscalrh. Starnng wirls 3 histc~r): thcy set ~ v h o  held that  mini 131 t ~ n ~  dtmonqrratrd that Card and 

I out to ;instiler mrra l  iriiporratlt qliesssions rr732e 1a1vs were unco~isritu- Krucpcr '~ t ta t i s r ica1 tcch- 
that  dnvc the conrrcnz.w.;y ahour mini- riond, changed his vnte, an n i q ~ ~ c s  n ~ r c  seriously flawd. 

thar is, when t l ~ c  pricc ofsomcrhing rises. 
buyers biij. lrss of ir. Tlrris. C!~C only dcbar- 
xbIe issue is nbo~rt tlic iiingn~tude of the 
effects of  tlic niinirnuni nxgr. not the 
direction oFrhose rffccts. 

tFcrrtvucr, in 1997 w70 Princeton Uni- 
vcsity cconomisrs, David Card ,md /\Ian 
Krucyor, p~~blishcd hlythand Measurnlent: 

7fir .\krt~ Ecmon~ic.r of the Minhllum IT!$(#, 
c h ~ l l c n g ~ n ~  the standard f i n d i n ~ s  almur 
rhc cffccts ofminimurn magcs. They con- 

cluded that incrcxcs in thc rnjr~il i~um 
urnqe led to increases in cmplwmcrlt. Thc 

irliirn waFs, such ns what is thc crnploy- 
menr effecs oFrnini111~11n \vagcs and tvhat 
impact do rnininiim wa~cs haw on the 
distribiirion of tvngcs and income, human 

, capital forninria~i, profits, and prices OF 
final podr .  

I 

1 HISTORY in !nost developed narions. 

i ti~iniiiiuin \vagc llnns in some form linvc 
cslstcd fur morc than a century, srarring I : 

, with NPW Zealand in 1894 and Aust~nlin 

, in 1896. In the United Stares, MassncPiit- 
sctts enacted rhe first minimum NBgP la\v 
tn 1912. By 1323, 15 vtlicrstarcs, rhc Dis- 
rrlcr oFColumbia, and IJircrm Itico had 

When their study was repeat- 
cd tlsins correct statisrical 
tcchniqucs, chc results were 
oppositc to their findings, 
a igcs t ing  that higher mini- 
mum \rases led ro higher 
unemplo)menr. 

ht) ii.li;lt is the consensl~s of econo- 
liiists on chc rnininlum \\age? One u a ~  117 

cpisodc in Cour t  history 1 

rneasurc consensus 1s to rcvic\v \rhac 
i n t r d u r t o ~ y  and inremediare economics 
tcxtbcaks say von the sul~jrcr. Thcrc one ! 

finds broad agreement thac tlic mini- 

knorvn as the "s\~ircli i t 1  time 
rhar swed nine." 

Thr  1336 ruling paved 

nium a.ap causes ~ ~ n c n ~ p l n ~ m e n  r among 
low-skilled workers. I 

, 

minimum \vast laws nn their hooks. By minimum. Bur politicians' vicrv of rhc minimum 
1930. scvcn of tlic I7 minirnum wwgc laus Initially, ~n in in i i~m 1433~ coverage \rx zvqe is differcnr. In 1998. foUo~riiig the 

r l~c  for Con~rcss to enact ' 
rhe Fair I - ~ h r  Standards Act 
of 1938 (FLSA) emblishing - 
an initial fcdcral rninimunt wage of 2.7 

cent5 pcr hour, nirh an increase to 30 
ccn t s  rlic next )ex-, and 40 cerirs by 1945. 
Tlic fcdcral niininlurn w a g  has incrc~wd 
niany rimes since rhr11, and is slnrccl co 
bcccrnie $7.25 an hour on July 24. 2009. + 

Many states have enactcd srntc minimum 
mages thar are highcr than thc fcderal 

n r w  declared unconsriturionnl, five otll- not asisllidmpn-d ;ls it is today. During the inmasenfthc rnfnin-lum w y e  to $5.15 the 

/ crs tcTrc repralcd or [lot rt~forced, and early 1930s. only 20 percent OF rlle work- prcvious fall, h s i d c n t  Hill Clinton said 
I 
I force - a b o ~ t t  300.000 workers - were thc ino~xw \ti11 "mi= the living standards 

Walter E. Wllllams ts t he John M. Ol~n D!slingu~shed 
ProfPssor ,,, rco,,om,cs GeorRe Mason Unlvers,ty c w r c d  by tlic FLSrZ. Tcxly. abour  90 per- of 12 million hadunrking Americans." 
and an adjunct scholar oftheCato Institute. ccnr of t h t  1x01-kforce IS covwed. Scn. Edward Kennedy {D-Maw.) said "the 

62 REGULATION S U M M E R  20.09 



mini mi in^ wage \\.ns o t ~ c  of chc firsr - md arc Iikcl?, to so unnor1cr.d by r l ~ c  public, autliors for complcrcly iprloring another 
1s snll one of r l~c  best - anri-pov~rry pro- Also, tlic bcncfjciarier of zncrcafcs m r11c i rnp r ra r~ r  rcaxon why some people sup- 
pr.uns ur. l~avc." \Y.Y?liIc the niinimutn \vase nlinimurn w a y  arc visible - at least, those purr muurnurn wnpc la\t?i: rhc 1au.s Imver 
is ofrcn pusl~cd ;rs an anti-ymrrty trwl. \vho keep rhcir jobs arc visifilc. T l r c \ ~  arc thc  cost of prcfer~ncc indulynce. This 
thcre is no compelling widciicc rllnt thc likcly ro be moir nuincrow than the 10s- rail l ~ c  wet? in rlic F~>llowi-ins nvo srntr- 
n i in~~ i iun l  wapc on l>nl.i~rce hrlps pool. ers - those n~ho lose tlicisJobs or ~ 1 1 0  d o  nlents from the lr17s k m k  f i e  Blc~ck ITfark- 
L31iiiIic.;, though wmc pwr  Fmilics might nor bccrrrnc cmylovcd in t l ~ e  first placc, m ofSo~trh Afirca: 
br bcrtcr off ar thc. cspcnsc of orhcrs. The J, chink rlictc is another r c w n ,  nor dis- 

"'Thcrc is no job r~sprvntion lrfc 
minimum ~ r ~ ~ g c  as an anti-pmlcrt), roo1 C L I W ~  by the authos,  hrn'liy jrrll-intend- 

in the building indu~r ry ,  and in 
dws not qiilrc [~zss the ~lnell  rest bccansc. erl people, \rirli no  self-~nteresterl hiddcr~ rhc cll+cumsranccs I support  rhe 
wre it .so, pcmrty muld bc c r , d  finm rhc n ~ n d a ,  give supporr to higlit-r minimum 

rate for chc job Irninitirum wage\] 
p1ol.e s~mply by having coun trics QllACt tlages. Jt 15 their ms~nn. though inlplic~t. of as the second bcsr \!.air of 
nimirnurn \ v i ~ ~ t '  lmvt. 

Afres an estcnsive qlrrvcy of 
tllc tirtlrature, in addrtioil ro 
thcjr own rcscarch, Neutnark 
ant1 \~'aschrr makc several 
import.111t conclunona. 17irst. 
rhe p~pondcm.ulcc of fi,ide~ice 

Neumark and Wascher do a yeoman's job in 
writing the most comprehensive review, 

analysis, and discussion of minimum wages. 
- .  

protccring c u r  \ Y I I I ~ C  arti- 
sans."' 
II "A >?car Inter hc statcd: 
rliar he ~vould bc prepared 
to allo\v black artisan< inttl 
tlic ind~1stry l>rnvided chat 
mininitim nalrcs werc 

L' shows rl~ar incrcaws in t he  
raised frotn Rand 1.40 to a t  Ieirst 

nlili~niurn 1~3gt' IIJVC unemployn~en t how the world works. If ir is one's viston 
Rand 2,00 per liorir and if tlie ratc- 

cffecrs, yartici~larly fur lm-skrlled rwrkcrs. t h a t  crnployelx ~rquirc a ccrtairi number of 
for-the-job zvas ssticrly cnft)rcc$." 

Theysit~ycst rhac mmr snldiesmisllt miss workerr ro perform n given task, thcti IIC 
thc uncmplo!ment cffect bccaiise tlicy do ~ ~ p j l l  ar l \ t ~a re  ulci.u;lses in t1-l~ nliniinu~n f i e  quotation in rhe f i rs  htllet is fi-otn 
not give enough tvcigllt to whnt rnighr he 
con<~tI.rrcd thc second fundamental law 
c~fdcnlatid, rhat demand curves arc more 

el;lsric In thc long i.iin. Applied to the min- 
Imllrn urngc, rhls mcnns that ernploycrs 
will havc n grcnter response to ail fncl-e~w 
in labor price cWr rhc long run. 

In remil; of skills training and scliool- 
ins. the aulrhors cor~cli~dc that most cv- 
dcncr sugscsts that tlrc minimt~m wnyc 
1i;lreithrr no cFfcc~5 or 11~prive .effects. In 
rcrrns of rllc mliii;nrim w;rgc's effccts or1 
tlic prices of goods and senrlccs p r d ~ t c c d  
b!. Icnv-skillcd labor, it is unambigiously 
posirhc but ha? n o  nppreciabYc c f f ~ t  on 
inflatiori, primarily lwcausc thc output 
of ~ o p l c  tvho work a t  or ncar the tnini- 
mtinl consriri~tc a rclartvely s1rlall portion 
of thc 'U.S. economy. M o i ~ r n ~ r ,  rhough the 
authors did not sav it, inflation for rhc 

wngP becausc it sfmply mcaiis a 11lg11cr 
1 r . a ~  h i -  all ru~rkcrs and lmwr profits fnr 
rhc c11lpIq.cr. Ariorhcr pcrqon, \smith tIlc 
vision tiiar c m p l a ~ r s  can sulxtitt~rc capi- 
~ J E  for labor. m ~ I o y  pmducnw techniqucs 
that  uw less labor. or  ~ l o c a t c  to morhcs 
i~~r id icr ion or coltntr)., can sham the iden- 
t~cal concern for rhc lmv-skillpd, Ioiv-a-age 
worker btlt advocatc a p i n s t  Inmaws In 
tlie eninimum trzse bbcc;luw hc sccs it as 
making some workers lcss tvcll off 

HIDDEN AGENDAS Thc authors do 
d~scius the lidden agenda of some 111r rr i- 
mum tr-agc ad\ncatcs. Unions have long 
wppnrtcd chc rn in~inl~m \rage bcc;ulse ~t 

stlifts dcrnand coward higher-skilled 
ur~ioniwrl unrkers. TIiat is, For many activ- 

ities, high-skillcd labor can he a substf- 
ture for lmv-skillcd labor, lf one is able to 

Gcrt Reetge, the SKI-cranofSour11 Afiica's 
aparrlle~d-era, az~onwlly racist Building 
\Ibrkers Union. Thc second bt11I~r shows 
tlic "enlighrcncd" policy thar Rcetgc laccr 
cml~saced. tls quoted In rho 1361 honk 
n7p Indt~.mial T.lortr Rcrr in Sor~rh Afi-ic~. 
men~l>crs of South Africa's W a g  Board 
smred. "IK'hile definite exclusion of the 
N a n ~ s  from the mart renl~tt~cra tivc fields 
o f e t n p l c c n t  by la\\*lias not heen uyccl 
upon t ~ s ,  the samc result u~ould follow a 
certain i ~ s c  of the pmrr.; o f  thc \xTa$c 

Hoard 11ndr.r the VC7;lg Act of 1325, or  of 
othcrw.age-fixing lcyslatiot~. The merl~od 
mnuld be to fix a minimum saru for an 
occuparlon or craft so high that n o  Native 
unuld be likcly ro bc employd." 

While rao onc would awic that ractal 
discrimination is the primary tl~uric.atio~i 
for today's levcl of support For minimum 

[nost part is a nroncrnry phrr~oincnor~, usc Sovt'rrlnienc to price Ionb-skilled labor ivxges, tlic ~ ~ n e ~ ~ ~ p l r n l n e n t  patterns asso- 

Appearing near r t ~  end of rlzcir book. our of  the tnarkct, h~~her-rkil led labor ciated with miliunum wages do hnvc a 

Ncull~nrk and Wa5chcr have a cliaptrr bcnrfia. R ~ ~ s i ~ c s s ~ s  rr;m a1.w haw a hidden r a c d  compnnrnr. Thar is. black u~orkcr~.  
titled " T l ~ c  Political Eco~~nrnv of Mini- agenda rhat i'ould cotnpcl; tltcm to sup- efpccially youngcr workers, arc dispro- 
IT HI^ LVa~cs''  liar Rcrs to r l ~ e  hearr of port liighcr minimum \rages. The ~ ~ o r t h -  portionarc1 y reprcrentcd among thp 1o1r.- 

rhcv wc as the wason L>r consider- ern U.S. tcxtilc industry supported mini- sk~Tld,  less prcferrpd \\nrkcrs. Moremrr, 
able p l i r icd  s u p p n  For lnirurnlm ~mgc:cp, mum wages in r h e ~ r  arrempt co reduce the cffccrs of a policy o r  la\!, are indc- 
They s ;~y  rhat the public might have a comperirion frorrt lo\\.-wage sot~rhern  pendcnz of its stared intentions. 
nlorc positnrvic~~~of  rhc minimum ivap;c statcs. Anicrican tt~~mufacntwrs sought All in 311. Ncumnrk and Wxchcr lin~r: 
tlia~l iswwrm~tcd bv t h ~  C V ~ C ~ C ~ F C C  becnitw rninimum wages for Pucrto Rico as pro- done a yeonlan's job in writing the most  
the imlwct of the mit~itnt~rn \rage 011 thc tecticrn From cornpen tors w l ~ o  bcncfitted comprchcnsivc a n d  rhorot~gh rcvicu: 
national cconom~ is wlnrively small. For From Imv\vagcs there. analysis, and d~scussion of che l~~illilnurn 
that rmson, any ~lnernployment cffccts In this cllapcel; I nauld csiricizc the wipe that nne is 11kcly to come armrs. [3 
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