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Living wage advocates often claim that those who work in full-time jobs should not be condemned to poverty level wages.  Robert Pollin and Stephanie Luce, two visible advocates of the living wage, believe that “anyone in this country [the U.S.] who works for a living should not have to raise a family in poverty.”
  While such an assertion is popular amongst living wage supporters, the implementation of the living wage on a wide level in the United States has been an extremely difficult policy path to pursue, particularly in regards to raising wages in the private economy.  Numerous economists, politicians, business leaders, and political scientists throughout the U.S. have questioned implementation of a living wage, as well as any dramatic raises to the minimum wage, claiming that such initiatives place an unreasonable financial burden upon governments and private companies.  Many economists have argued that significant raises in workers’ wage levels - as mandated by government laws - inevitably lead to higher levels of unemployment.  As governments raise the minimum wage level, so the argument goes, corporations downsize their workforces by laying off workers, or fail to hire an equal number of new workers to match those who quit, so as to offset the extra cost of paying higher salaries mandated by a higher minimum wage.  These viewpoints have been expressed time and time again in discussions in the mainstream media over the minimum wage.  For example, Steve Chapman editorializes in The Chicago Tribune that “chances are good that economists have been right all along in expecting” that each 10% “add on” to the minimum wage “would destroy 1 to 2 percent of young people’s jobs,” so that “a $7.25 minimum wage could mean the loss of up to 1.6 million positions.”


While there is no shortage of opponents of the living wage, others have supported the living wage, as initiated by governments, in relation to public employment and city contracts), while also questioning its viability in application to private industries.  Such proponents include Benjamin Page and James Simmons, who make such a case in their book What Governments Can Do: Dealing with Poverty and Inequality.  Although there is significant opposition to a universal living wage (one applied to all workers, in both the public and private sector), a potentially powerful grassroots movement has arisen in cities such as Chicago, San Francisco, and Baltimore (among many other municipalities), where governments, government contractors, and private corporations are encouraged, and often required by law to pay higher wages and benefits than are currently mandated by the minimum wage.  In this essay, I argue that opposition to a living wage as applied to the private sector of the American economy (as seen in the arguments of Page and Simmons) poses a serious hurdle to the reduction of social inequality.  While economists have traditionally argued that increases in the minimum wage and passage of a living wage contribute to higher levels of unemployment, and as a result, cannot be effective in reducing poverty, the relationship between wages and poverty may not be so simple.  I explore the relationship between the living wage and poverty by focusing on one primary question: what is the expected effect of the implementation of the living wage on poverty levels in areas where the living wage enforcement has been the strongest?  A list of subsequent questions is also in order: can the living wage aid in reducing inequality?  Does the implementation of a living wage lead to a growth in unemployment levels, or does it have little to no effect, or even decrease unemployment?  If there is a growth in unemployment following instatement of the living wage, is it of a low enough order so that the higher wages effectively reduce general inequality, or offset the employment losses?  Such questions naturally follow any inquiry into the effects of the living wage on society, although the inquiries about unemployment will have to be addressed in another study.  While many scholars have tackled the issue of the relationship between the living wage and unemployment, this study is primarily concerned with the living wage’s effect, or lack thereof, on poverty.
  By analyzing Page and Simmons’ arguments against a universally applied living wage, this paper challenges the assumption that such a policy would fail in reducing inequality.  In fact, the application of a living wage to all employees, working in the public and private sectors alike, is vital if the goal of social policy is a significant reduction in extreme inequality for the American workforce.

What is the Living Wage?


Any discussion of the living wage should be preceded by a specific definition of what constitutes a living wage.  Aaron Yelowitz and Richard Toikka explain that living wage ordinances “often exceed the federal minimum wage by 150-200 percent.”
  A living wage has traditionally been higher than the minimum wage mandated by the federal government – although this trend could change, depending on the willingness of national political officials to embrace higher wages.  More specifically though, most living wage ordinances mandate a wage level that is between 39% and 103% higher than the current federal minimum wage of $5.15 an hour.  To put this in perspective, 94 of the 97 living wage ordinances passed between 1994 and 2002 ranged between $7.18 and $10.46 an hour, as opposed to the $5.15 an hour mandated in the federal minimum wage passed in 1997. 

The Ideal: Reducing Inequality

Page and Simmons perceive extreme inequality as a major problem for any democracy.  They believe that “government can act effectively…in ways that serve economic efficiency, contribute to economic growth, and preserve individual liberty, while at the same time reducing poverty and enhancing equality.”
  This represents a deviation from the “market” model that has gained greater traction in recent decades, in which advocates claim that it is not government’s responsibility to reduce inequality or provide for an increase in funding for social welfare programs.  Contrary to the market model, Page and Simmons believe there is much that the government can do to help the American poor.  “To allow market forces of supply and demand totally to determine wages would not be fair”; rather, government should work to “guarantee jobs at decent wages” so as to ensure that “millions of working people no longer fall below the poverty line.”
  The authors are idealistic when it comes to prospects of reducing extreme inequality.  This is perhaps best observed when they posit that, 

only if everyone who is able to work can find an appropriate job, and only if all jobs pay decent wages, can there be an enduring solution to problems of poverty and inequality that maximizes individual freedom and self-fulfillment, while contributing to the general prosperity.

Page and Simmons stop short of advocating radical societal and institutional change, however, in terms of their wealth and income redistribution proposals.
  They do not believe that capitalism, as a political, economic, or social institution should be abolished.  Instead, they argue for a more humane form of capitalism where a higher level of equality (or more accurately, a reduction in extreme inequality) is a major societal goal.  This reformist aspect becomes more important after one reviews their stance on the living wage campaign.
Solutions to Inequality: “What Government Can Do”


If Page and Simmons are not concerned with replacing capitalism with a socialist or other system, what are their proposals for reducing the inequalities produced within a market driven economy?  The authors advocate a large number of changes in government policy aimed at reforming and strengthening the social welfare state.  They argue in favor of direct government employment of low-skilled workers at a living wage level, a strengthening of the Earned Income Tax Credit, a modest increase in the minimum wage across the board (the exact level of which they do not specify), and encouragement of the growth of labor unions in social prestige, influence, and power, among numerous other initiatives.
  The most relevant proposal in relation to the living wage, then, is direct government employment and payment of higher wages to low skill workers.


Page and Simmons target “direct government employment” as the most effective way to promote a living wage (which has typically been put into effect at the city-wide ordinance level) primarily because they argue that government employment lacks the constraint seen in private markets which require the maximization of profit as the main organizational goal.
  Whereas corporations often conduct business at the expense of workers by cutting labor costs and downsizing their workforces, governments, Page and Simmons argue, are often more susceptible to public pressures to pay subsistence wages out of concern for a “public good,” rather than private profit.
Page and Simmons believe that “modest” increases in the minimum wage, among other “expansive fiscal and monetary policy,” can play a major role in not only reducing inequality, but also “stimulate[ing] the economy.”
  However, Page and Simmons’ primary focus on public employment, as seen in their hesitance in applying living wage ordinances to private businesses, makes their solution to wage inequality incomplete.  The failure to apply a living wage requirement to the private economy ensures that any attempt at reducing extreme social inequality is all the more difficult, if not impossible.
The Problem: Negating the Living Wage in the World of Business


Page and Simmons argue for an increase in worker wages; however, their argument lies between two poles in the wage debate.  The first pole, seen often in the business community and amongst many political leaders, maintains that raising wages (however small the raise) hurts economic growth and inevitably leads to higher levels of unemployment.  As many economists argue, a mandatory raise in the minimum wage ensures that private employers will lay off more workers in order to offset increased labor costs and expenses.  At the other pole of the wage debate are a growing number of living wage advocates, such as Stephanie Luce, a labor researcher at the University of Massachusetts, and Robert Pollin, a political economist also at the University of Massachusetts, who believe that the implementation of the living wage may help in reducing economic inequality, while also contributing to long-term sustainable economic growth.  They look specifically at the passage of a living wage ordinance in Baltimore, where they claim there is “no evidence that this has produced any significant changes in Baltimore’s overall economic performance.”
  Luce and Pollin’s argument for the living wage, however, is primarily deductive: “what has changed so drastically over the past thirty years that – despite the economy’s far greater productive capacity – the idea of a national living wage now strikes many as pie-in-the-sky?”
  As Luce and Pollin point out, the U.S. minimum wage as of 2006 is far lower in inflation-adjusted purchasing power than it was at the height of its value in the late 1960s.
  So, their argument goes: as the economy has grown in size and in productivity, surely it can afford to pay a living wage at least equivalent in purchasing power to the living wage which existed in the late 1960s and early 1970s.


Contrary to the "conventional wisdom" of many economists, Page and Simmons challenge the notion that “minimum wage requirements are likely to have a counterproductive effect”
 in terms of hindering growth and increasing unemployment.  They cite Economics studies, such as those done by Alan Krueger and David Card, which suggested that unemployment “did not appreciably rise” in states like California, Texas, and New Jersey where the minimum wage were “reasonably” raised.
  Page and Simmons also speak sympathetically of local living wage ordinances in cities like Los Angeles, Boston, Chicago, and Milwaukee
 in terms of their likelihood of reducing inequality and providing for more employment.  On the other hand, they are hesitant to go much further than many of the current public ordinances in terms of proposing a national living wage applying universally to government and private industry employees.  Their skepticism of a national living wage is based upon the suspicion that 

If they [wages] were set high enough to substantially redistribute incomes, there could be significantly negative effects on employment and economic growth.  Only within the modest range that have been tried in recent decades can we be sure that minimum wages make a positive contribution to the average income of poor Americans.

Page and Simmons seem to fear the extension of the living wage outside of government employment.  They argue that, “Since a city or other government body is not obliged to make a profit, its taxpayers are free to pay city employees as high wages as they want to pay.”
  But herein lies their misunderstanding of the basic breakdown of current living wage ordinances, most of which do not apply only to government employees.  As David Neumark, economist and author of How Living Wage Laws Affect Low-Wage Workers and Low-Income Families summarizes, “the most common feature [of living wage ordinances] is coverage of employers who are contractors or subcontractors with the city.”
  In this case, it is not primarily government workers, but employees of private corporations contracted by government whom are the ones most affected by the living wage.

A number of cities have recently challenged the narrow application of living wage ordinances, as they move to apply the living wage beyond just city contract workers to the entire city workforce, public and private.  Whether these cities, which will be discussed later in this work, have seen a discernable decrease in inequality following implementation of a living wage is a question that is up for debate.  Evidence of a correlation between the passage of a universal living wage and a decrease in inequality, however, would pose a major problem for Page and Simmons’ assumption that widely applied living wages cannot assist in reducing poverty.

Neglecting the 4/5ths Majority: A Recipe for Enduring Inequality


Plans for living wage initiatives applied only to municipal and government workers neglect the majority of American workers employed in the private economy.  That only 1/5th of American workers are concentrated in government and government contracting jobs prompts the question: how can one expect to reduce society-wide inequality when promoting living wages for only a tiny minority of the nation’s workers?  


The assumption that only small, incremental raises in the minimum wage, as have been pursued in recent decades, can reduce inequality is inconsistent with the recent growth in societal inequality amongst such minimum wage increases.  In reality, the national median wage for American workers has failed to match rising levels of economic efficiency and corporate profits in recent decades.  As author Kevin Phillips shows in his work, Wealth and Democracy: A Political History of the American Rich, corporate profits generally skyrocketed throughout the 1980s and 1990s, followed by modest growth in overall economic productivity.  Such growth, however, was accompanied stagnating hourly wages for private sector employees.
  Michael Parenti has also noted this trend in his work, Democracy for the Few, explaining: “Between 1973 and 1997, worker productivity increased by 20 percent, while real wages declined by 22.6 percent.”
   As it turns out, the supposedly “modest” increases in minimum wages as seen in the past - having failed to keep pace with growing profits and inflation - have actually contributed in large part to a growth in inequality in the United States.


The Economist's assumption that large increases in the minimum wage may lead to further unemployment and slowed economic growth is also up for dispute.  Tracking unemployment rates and minimum wage levels across a number of decades, Stephanie Luce and Robert Pollin suggest that there is no definitive correlation between the variables of unemployment and minimum wage increases.  Luce and Pollins’ plotting of minimum wage and unemployment rates together from 1960-1998 suggests that there may be no direct correlation between these two variables, as much of the data seems to contradict the dogmatic assumptions that minimum wages increase unemployment.  For example, when national unemployment was at its lowest in this 38 year period in 1970, the minimum wage was at its highest value, hovering at around $7.50 an hour in 1998-level inflation adjusted purchasing power.  At other times, such as during the late 1970s through the mid 1980s, unemployment levels significantly increased while minimum wage purchasing power fell substantially to less than $5 in 1998 level-inflation adjusted purchasing power.
  If anything, this data suggests that there is significant room to question the doctrine-of faith that wage increases inevitably harm the economy by increasing unemployment.  Luce and Pollin, in fact, suggest a number of other reasons for the lack of correlation between unemployment levels and the minimum wage.  The authors speculate that many variables may play a part in fluctuating wage levels and unemployment: “Other influences, such as investors, consumers, and the government demanding more goods and services could lead firms to hire more workers even if their wages are higher.”
  While their speculation is certainly not definitive “proof” that raising wage levels decreases unemployment and poverty, their claims do allow room to question the "axiom" that raising the minimum wage inevitably causes or contributes to a growth in unemployment, and hence cannot be effective in reducing poverty.


Opponents of the minimum wage would do well to consider elite opposition to higher wage levels, rather than higher wages themselves, as a prime threat to equality.  A narrow-minded fixation on increasing profits and economic growth, devoid of concerns of social responsibility for worker welfare, has clearly had a detrimental effect on the public good - at least if the "common good" is defined through “maximizing aggregate happiness” of the population.
  As Parenti argues, an increase in productivity, in and of itself, “as measured by GDP is no sure measure of society’s well being.”
  


After reviewing the data above, it is difficult to accept the commonly held assumption that the U.S. economy could afford a minimum wage between $7.50 and $8 an hour in 1998 level-inflation adjusted wages in the late 1960s and early 1970s, and not be able to afford that same level or higher today, at a time when the economy is much larger and more productive, and corporations are far more profitable than in the past.  Elite opposition, rather than economic infeasibility, is more likely the prime obstacle to decreasing societal inequality.  A normative framework which encourages business growth and increasing profits at the expense of social equality has been well established amongst many academics and business critics.  Charles Lindblom, for example, argues that, “neither logic nor empirical evidence shows the impossibility – even the improbability – of reconciling a real world market system with a greatly more egalitarian distribution of wealth and income.”
  It is imperative to look beyond “objective” economic rationales for the stifling of living wage initiatives.  As Lindblom suggests, “government can redistribute income and wealth and repeat the redistribution as frequently as wished.  Their disincliniation to do so requires a political explanation rather than reference to market forces.”


Although advocates of raising the minimum wage or instating a living wage often argue for such policies as a means of reducing inequality, inadequate attention has been focused on critically analyzing the effectiveness of such wage initiatives in fighting poverty.  Political leaders often speak of the importance of raising wages to help the working poor, but seldom address whether such raises will elevate families above local poverty thresholds.  In regards to the 2007 and 2008 minimum wage increases in California, Governor Arnold Schwarzenegger argued that "we should reward the efforts of California's hard working families by raising our minimum wage."
  Similarly, Illinois AFL-CIO President Margaret Blackshere endorsed a raise in the Illinois minimum, claiming that "It is indeed a moral issue.  How can we truly expect that anyone in the state of Illinois can survive and live a decent life on $13,520?"
  Such statements implicitly suggest that new minimum wage raises will do much to aid workers in climbing out of poverty.  A more close examination of such changes, however, is needed before one takes too optimistic an assessment.  Only by reviewing how universally applied living wages play out in real life social settings can we be certain that they are effective in fighting poverty.

While an increasing amount of research has materialized over the last ten years pertaining to the effects of living wage ordinances in a number of cities and counties, there has been little to no consensus amongst academics in terms of the effects of the living wage on the reduction of poverty.  Research groups like the Employment Policy Institute have published a number of reports which challenge the claim that living wages are a desirable means through which to reduce poverty, as seen in the works of scholars such as Aaron Yelowitz, Richard Toikka, Mark Turner, and Burt Barnow.  In their study, “Effective Tax Rates and the Living Wage,” Yelowitz and Toikka suggest that “a significant decrease in transfer income” from government to families earning higher wages may offset the wage increases accompanying passage of the living wage.
  Such public assistance includes benefits accrued through Aid to Families with Dependent Children, the Earned Income Tax Credit (EITC), Medicaid coverage, housing assistance, and food stamp assistance, among other areas.


Barnow and Turner criticize current living wage ordinances as too narrow in their application in terms of their potential for poverty reduction.  In their analysis, the authors use data from the Census Bureau’s 2002 Current Population Survey, specifically looking at working families within metropolitan areas where over 1 million people reside.  Barnow and Turner summarize from their findings that “less than one percent of the poorest working families in major cities without living wages are eligible for benefits under a narrowly targeted living wage.”
  Even in cities and counties where scholars have identified the living wage as strongly enforced,
 the problem of the limited application of the ordinance in terms of workers affected is still a major problem.  Barnow and Turner claim that “EITC is far more efficient in transferring money to poor families than living wage ordinances,” as over 90% of the country’s poorest families were eligible for EITC benefits.  Conversely, “broad based living wages would benefit just 39% of the poorest working families” in the United States in the sample they examine.  The fact that “only 26% of families who benefit from the narrowly defined living wage ordinances are poor” is a major problem in which living wage advocates must address if they are interested in promoting a living wage aimed at reducing poverty on a wide scale.


Aside from critical studies of the living wage, a number of studies contend that such ordinances not only have the potential to reduce poverty, but have actually done so in some instances.  Scholars within this research paradigm include David Neumark, Scott Adams, Stephanie Luce, and Robert Pollin, whom, despite criticizing some aspects of existing living wage ordinances, have also concluded that they can, and do play a role in decreasing poverty.  Luce and Pollin examine data from the Los Angeles living wage ordinance, and the predicted effects of that plan on individual level incomes.  The authors contrast the average minimum wage employee in Los Angeles, making $5.43 an hour in 1996, to an employee who would earn $7.25 an hour under the living wage ordinance.  Luce and Pollin make calculations for full time employees averaging 2,000 hours of work a year, accounting for the differences they pay in federal and state income taxes, FICA tax, State Disability Insurance paid at living wage and minimum wage levels.  They also calculate predicted losses in food stamp and EITC aid as a result of higher wages, concluding that, in total, employees covered by the living wage stand to gain an extra $1,145 a year in disposable income.
  


Neumark and Adams have reinforced the claim that the living wage can reduce poverty, although their analysis relies more on the extensive testing of Econometric time-series data in measuring the effects of such ordinances across the country.  Neumark’s 2002 study, How Living Wage Laws Affect Low-Wage Workers and Low-Income Families, provides important incites into the effects of wage increases on unemployment and poverty.   Using household income data published in the Census Bureau’s Current Population Survey and Annual Demographic Files, Neumark conducted a number of regression analyses which looked at wage levels, unemployment, and poverty levels from two years before the implementation of various living wage laws to one year after.  He concluded that a 50% increase in the minimum wage “would, over the course of a year, raise average wages for workers in the bottom tenth of the wage distribution by 3.5%.
  Neumark also found, however, that increases in the minimum wage to a living wage level were also associated with increased unemployment, as a 50% increase in wages would be accompanied by a 7% increase in the unemployment level for the bottom 10th (per)centile of workers examined.
  Despite this loss, Neumark found evidence of “tradeoffs between wages and employment,” as wages grew in response to living wage ordinances.
  This conclusion was reinforced in subsequent studies by Neumark and Adams.
  Negative employment effects may be compensated for by reduced poverty, as Neumark’s study found that a 10 percent increase in the minimum wage would reduce the probability of a family living in poverty by 0.0033 to 0.0039 percentage points, and that a 50% increase in wages would reduce poverty by 1.8 percentage points.


This essay contributes to the existing literature on the living wage by addressing the most important question concerning living wages and poverty, but typically the one that is least addressed: how effective are such ordinances in actually setting wages above the poverty line?  A number of limitations emerge, however, when attempting to answer this question.  In the case of Pollin and Luce, their estimates of city specific pre and post living wage income differentials do not account for many of the geographically specific parameters needed for estimating the effectiveness of living wage laws in exceeding local poverty thresholds.  Accounting for geographic factors – which lead to fluctuations in poverty thresholds – is necessary if one is to determine whether such laws are structurally designed to fight inequality or whether they fail to in the most basic task of setting income levels to exceed geographically poverty thresholds.  


The studies by Neumark and Adams are also limited in that they have traditionally focused on evaluating living wage ordinances with narrow applicability.  Neumark himself has noted “the apparent contradiction between broad anti-poverty goals and narrow coverage” of living wage laws, considering the professed goal of reducing inequality and poverty.
  Such narrow coverage inevitably makes measuring the effects of the living wage on poverty more difficult, as most studies of living wage effects rely on the Census Bureau's Current Population Survey and Annual Demographic Files for analyzing only “hypothetical families,” rather than actual families effected by living wage ordinances.   As Yelowitz and Toikka effectively summarize:

experimental and quasi-experimental evaluation designs [of living wage effects] have been difficult to execute because of a lack of relevant data.  Surveys have not been conducted of the impacted workers and similarly situated unaffected workers in comparison groups and administrative records to perform such comparisons do not exist.

In the absence of such data, researchers have typically resorted to looking at very broad surveys such as the CPS and ADF, rather than looking at the specific workers affected within select cities passing the living wage.

         Since Neumark’s earlier studies, a number of living wage ordinances have been passed which are far more expansive, in that they apply to the workforce of entire cities (including those employed by private corporations), rather than just to government service contractors.  These cases, San Francisco, CA and Santa Fe, NM being two of the most relevant, provide an excellent opportunity to assess the effectiveness of the living wage’s potential for reducing poverty on a large scale level.  In this study, I evaluate the San Francisco living wage – which was set at $8.50 an hour in 2004 (and later to $8.82 an hour in 2006) – in terms of the ordinances predicted effects on reducing poverty.
  As one of the most strongly and widely enforced living wages in the country, the study of this ordinance is vital in measuring the potential for government to effectively reduce economic inequality.

Research Focus

A city level analysis of the living wage is appropriate for a number of reasons.  For one, there are no cases today where a living wage has been applied on a state level; and the $5.15 federal minimum wage certainly does not qualify as a living wage either.  As a result, the most direct assessment of living wage effects should ideally take place where living wage ordinances have occurred – at the city level.  In addition, it may be easier to observe and account for variations in the application and effectiveness of living wage ordinances when looking at city-specific data, rather than at national data as provided by the CPS and ADF.  Measuring all cities implementing the living wage as if they were the same may lead to conclusions that fail to take into account local variations in implementation and enforcement.    This point is driven home in Luce’s work, Fighting for a Living Wage, which indicates that the city one reviews makes a significant difference in understanding the effectiveness of the living wage.  In a survey of 81 different living wage ordinances, Luce places living wage laws into four categories of enforcement: blocked, narrow, moderate, and expansive.  A strong polarization is seen within these categorizations, as 62% of the cities analyzed fall within either the “blocked” or “narrow” implementation, whereas only 39% fit within the “moderate” or “expansive” classifications.
  As a city which applied the living wage rule to its entire workforce, San Francisco clearly qualifies as falling within the “expansive” category of implementation – hence its study is imperative if one wants to understand the effects of a wide-ranging living wage on poverty.

In analyzing San Francisco’s living wage law, it is first necessary to determine how the city’s $8.50 raise differs from the previous mandated minimum wage of $6.75 an hour.  In drawing from Luce and Pollins’ 1998 study,
 it is helpful to calculate the yearly income for full time employees (working 2,000 hours a year, or 40 hours a week for 50 weeks) who are covered under the law, as well as to account for the change in individual gross yearly incomes (of those earning a living wage) as a result of changes in taxation and cuts in social welfare services.  Aside from Luce and Pollin’s criteria, however, it is also useful to consider other city-specific factors which influence how wages are broken down and how the poverty level is defined.  For one, a new poverty threshold must be developed and indexed to the city of San Francisco from the currently existing federal poverty threshold.  This is vital, since the federal poverty threshold is a general estimate applying to the entire United States,
 rather than to specific cities such as San Francisco where the cost of living is radically higher than the national average.  In other words, geographical factors count, considering that a dollar in San Francisco is not worth the same as a dollar in another city or town where the cost-of-living may be, and typically is, far lower.  


In adjusting the federal poverty threshold to fit San Francisco’s cost-of-living, I make use of Census Bureaus’ Cost of Living Index for 2004, the year the living wage was first passed.  The index generally estimates the San Francisco cost of living at 183.6% of the federal composite index, which is set at the 100% mark.
  This roughly translates into a 1.8 to 1 ratio when calculating poverty levels based on cost of living changes from the general federal standard to the city level.  In application, the federal poverty threshold for 2004 of $9,645 for an individual under 65 working full time
 translates into a $17,361 threshold in total yearly income for an individual living in the city of San Francisco.  Of course, poverty threshold changes depend upon the number of people within a family; similarly the likelihood that a family lives in poverty varies depending on the number of parents working full-time.


As a supplement to the city-specific poverty level data, it is also advantageous to provide estimates for the living wages’ effectiveness based on other contextual factors, such as the average family size, as well as the average number of families at each income level for those living in San Francisco.  Taking into account these demographic statistics may provide a better insight into which size families and households are most well served by the 2004 living wage increase.  Such demographic information is found in the 2003 American Community Survey – the average family size for the city of San Francisco in 2003 being 3.22 people.


Knowing the average family and household sizes for the city helps when making calculations for how the living wage would affect each family type.  Families falling within the 2-to-4 person range are the most relevant to analyze, considering the average family size at 3.22 people for San Francisco.
  Family categories to be examined include: 

1. Families with one parent and one child (2 person family)

2. Married couples with no children (2 person family)

3. Families with one parent and two children (3 person family)

4. Families with two parents and one child (3 person family)

5. Families with two parents and two children (4 person family)

In addition, single person households should also be calculated for, since San Francisco has a relatively high number of singer person households compared with the rest of the nation.

In his work, The Political Economy of the Living Wage, Oren Levin Waldman explains that, “the quest for living wages is really about the ability of grassroots organizations to mobilize political support behind a cause.”
  If the cause of social policy is the reduction of inequality, then it is vital to examine to what extent that cause has been served under existing living wage laws and ordinances.  While advocates of the living wage may hope that it is successful in reducing poverty for the working poor, the living wage's effectiveness in cities such as San Francisco can only be considered mixed, upon examination of the city’s low-income levels compared to the local poverty threshold.

After examining the design of the San Francisco living wage law, one can better see its limitations and strength in addressing the needs of low-income workers.  The $8.50 minimum set in 2004, while important in addressing the problem of inequality, is also insufficient in terms of reducing poverty.  On the one hand, it appears that the city’s living wage plays an important role in reducing extreme inequality and increasing the incomes of the working poor; on the other hand, by design, it does not appear to go nearly as far as it would need to in assisting large numbers of workers to earn wages which surpass the local poverty threshold.  The results below indicate the strengths of the San Francisco living wage, as well as its limitations concerning the overarching goal of poverty reduction.

Assessing Income Differentials


In calculating differentials for individuals earning the previous minimum wage of $6.75 and the 2004 San Francisco “living wage” of $8.50, one can see the significant difference in pre-and post-tax incomes.  The $1.75 increase from $6.75 to $8.50 represents a 26% overall increase in salary before taxes, for those who work 2,000 hours for the year (40 hours a week, for 50 weeks a year), considering that employees under the living wage are making an estimated $17,000 a year as opposed to those covered by the old minimum wage earning only $13,500 a year.  After taking into account changes in federal and state income taxes (the rates for which increase progressively as one earns more money), and changes in payments of the FICA and California State Disability Insurance taxes, a 21% net increase in post-tax income at the new living wage is still discernable, as a worker at the $8.50 rate will earn over $12,000, as opposed to under $10,000 for their work at the old pay rate.

	Income Level Differentials for San Francisco, 2003 & 2004



	
	At $6.75/hr, 2000 hrs/year (2003)
	At $8.50/hr, 2000 hrs/year

(2004)

	Total Pre-Tax Income
	$13,500
	$17,000

	Federal Income Tax
	- $2025
	- $2550

	State Income Tax
	- $331.47
	- $909.95

	FICA Tax
	- $1032.75
	- $1300.50

	SDI Tax
	- $159.30
	- $200.60

	EITC
	+ $0
	+ $0

	Food Stamps
	+ $0
	+ $0

	Gross Income After Taxes & Benefits
	= $9951.48
	= $12,038.95


         There are bound to be plenty of examples, however, where low-wage workers earn less or more than the $17,000 pre-tax income predicted above for 2004 (the same applies for the 2003 minimum wage estimate).  Part time workers clearly fall far short of the 2,000 hour projection, as do a number of “full-time” workers.  In areas like the food service industry, which is disproportionately affected by raises in the minimum wage, employees work in restaurants where high job turnover is quite common.  Fluctuations in workforce size inevitably mean that many workers will either put in over the 40-hour wage level per week during times when the number of employees at each restaurant is inadequately small, while they may be working much less than the full 40 hours at times when there is an over-abundance of employees.
  Taking this reality into account, nonetheless, does not discount the overarching theme that the living wage pay rate, before and after taxes, is significantly higher than that of the previous minimum wage.  This shows that the living wage clearly has the potential to play a major role in reducing extreme inequality, as its benefits are allocated, by design, disproportionately to the lowest paid in a city’s workforce.
           The wage projections above are also important in that they highlight the ways in which those earning a higher wage contribute more to the society through their increased pay.  An employee earning the $8.50 living wage working 2,000 hours a year would contribute over $1,400 more in taxes than the same employee earning the $6.75 base.  This may not seem like much for one individual, but aggregate contributions may amount to hundreds of millions, or even billions of dollars in extra revenue for the federal and state governments, and this is estimating the effects for only one city's worth of workers.

  In addition, one can reject the warnings of academics like Yelowitz, who claim that the Earned Income Tax Credit is a more effective means of supplementing the working poor’s incomes (at least in the case of full-time workers in cities like San Francisco), seeing as neither the workers earning the previous $6.75 an hour or those earning $8.50 an hour are even eligible for receiving the EITC or Food Stamps as a supplement to their incomes.
The Living Wage and Poverty Reduction


A pertinent question still remains though: what specifically is the predicted effect of the San Francisco living wage to be in terms of reducing poverty and inequality?  By estimating the pre-tax minimum and living wage incomes, and evaluating those according to the federal and local poverty thresholds, one can get a much better idea of the likely effects of the wage increase.  Calculations are made for a number of different households, ranging from one to five people in size.  The primary emphasis is on households and families comprised of between one and five people; the average household size in San Francisco was 2.23 people for 2005, and the average family size for the city was 3.20 people.  The household size of 2.23 people heavily reflects the disproportionately large number of single households in the city, considering the extremely high cost of living.


Understanding the difference between federal and local poverty thresholds is vital when evaluating living and minimum wage incomes.  In reviewing the eight different household categories below, one can see that workers earning the minimum wage in six of the eight household categories would not be classified as in poverty.

	Federal & Local Poverty Thresholds (2004)

&

2004 Living Wage Pre-Tax Incomes (Full Time Workers – 2000 hrs a year)

	Federal Poverty Threshold
	San Francisco (Indexed) Poverty Threshold
	Pre-tax Income at California Min. Wage ($6.75/hr)
	Pre-tax Income at San Francisco Living Wage ($8.50/hr)

	1 Person                                  Household
	$9,645

($4.83/hr)
	$17,708 ($8.85/hr)
	$13,500   A1

                       *

($6.75/hr)  
	$17,000   B1

($8.50/hr)

	2 Person Household

(2 adults)
	$12,649
	$23,224
	$27,000   A2  
	$34,000   

	2 Person Household

(1 adult, 1 child)
	$13,020
	$23,905
	$13,500   A3  *
	$17,000   B2

	3 Person Household (2 adults, 1 child)
	$15,205
	$27,916
	$27,000   A4  *
	$34,000   

	3 Person Household (1 adult, 2 children
	$15,219
	$27,942
	$13,500          *
	$17,000   B3

	4 Person Household (2 adults, 2 children)
	$19,157
	$35,172
	$27,000   A5  *
	$34,000   B4

	4 Person Household (1 adult, 3 children)
	$19,223
	$35,293
	$13,500          *
	$17,000   B5

	5 Person Household (2 adults, 3 children)
	$22,543
	$41,389
	$27,000   A6   *
	$34,000   B6


On the face of it, this seems to be good evidence that the previous minimum wage was effective in meeting the needs of low-income workers in terms of setting their wages above the federal poverty guidelines.  However, as already mentioned, the federal poverty threshold does not take into account local cost of living fluctuations, which are quite large.  When indexing the federal threshold to reflect San Francisco living conditions, one can see that low-income workers earning the minimum wage in seven of the eight household categories in the table would clearly fall under the local poverty threshold.


Of course, it is hardly surprising that the minimum wage is generally inadequate to pull low-income workers out of poverty in cities as expensive as San Francisco.  What is perhaps more surprising is that the "living wage" itself is inadequate in terms of setting wages to exceed the local poverty threshold.   In reviewing the pre-tax incomes of workers earning the living wage, one can see that, in six of the eight household categories in the table, low-income earners making the “living” wage would still fail to surpass the adjusted local poverty threshold.  This revelation is troubling for those who support the support the living wage as a means of reducing poverty, for obvious reasons.  While one can conclude that the living wage is instrumental in increasing low-income worker earnings (hence reducing extreme inequality), the wage’s effects are still mixed in the sense that they have not reached the tipping point where they can exceed the poverty levels shown above.

A review of San Francisco’s demographic characteristics for 2005 gives a more specific (although still somewhat general) picture of how these categories are relevant to real workers.  Although San Franciscan households are fairly small at an average of 2.23 people, households with children (defined as those individuals under 18 dependent upon a parent or guardian) still make up a substantial amount of the total population.  Six of the eight income earning households in the table above include children, and households with children in the city represent 51,482 of the 322,399 households, or about 16%.  This is important preliminary evidence that these calculations are relevant for any families with children earning at or near the minimum wage income.


Equally important are the number and percentage of single, as well as single parent households cited above.  While single parent households with children under 18 are estimated to make up 13,731 of the city’s over 300,000 households (or about 4.3%), single person households in general constitute the largest plurality, amounting to 135,391, or 42% of the total households.  These two “single” household categories (those with and without children) – together constituting almost half of San Franciscan households – are likely to make up a significant portion of low-income wage earners, considering their respective representation in the population as a whole.  That all of these “single” categories fail to exceed the local poverty threshold is yet another major hurdle that “living wage” advocates must face, if their goal is the reduction of the number of people living in poverty.


Finally, one can gain addition insight into the limitations of the living wage movement in San Francisco by examining the Census Bureau’s American Community Survey 2005 figures for the city, in order to see how many people have “fallen through the cracks” of the new wage law.  The “Income and Benefits” table below provides information on the number of households in San Francisco that were still earning below the living wage pre-tax income projection of $17,240 a year for those working 2,000 hours.  Since the Census Bureau only first began collecting city level data in 2005, it is not possible to observe any fluctuation in these income categories over the 2004 to 2005 period (over the first two years in which the living wage took effect).
  However, it is possible to examine low-income earning categories for 2005 (two years after the living wage went into effect), which provides at least some indication of the living wage’s limitations in poverty reduction.

	Income & Benefits for San Francisco

Households & Families (2005)

@ $8.62 Minimum Wage



	Total Households
	322,399 (100%)
	Total Families
	141,327 (100%)

	Less than $10,000
	33,345 (10.3%)
	Less than $10,000
	6,568 (4.6%)

	$10,000-$14,999
	19,306 (6.0%)
	$10,000-$14,999
	4,565 (3.2%)


In terms of household data, the table above shows that over 52,000, or at least 16.3% of all households were still earning under the $17,240 mandated through the 2005 living wage minimum.  In terms of family data, over 11,000, or at least 7.8% of families were also earning under the living wage minimum.
  Of course, a number of explanations may account for the fact that so many earn less than the legal wage mandate, particularly the persistence of unemployment, as well as company's reliance on part time workers who do not meet the 2,000 hour expectation.  The main conclusion drawn from this data, however, is important to keep in mind when evaluating raises in the minimum wage as a means of combating poverty: such measures are only designed to help those who are not represented amongst the poorest of the poor.  Those who are unemployed or homeless will not be affected by any sort of increase of wages – and this is vital to keep in mind in any discussion of what efforts governments can undertake to reduce poverty and inequality.

Wages & the Role of Path Dependency


Discussion of the structural limitations of the minimum and living wage is particularly germane in regards to debates within Political Science over “path dependency” and the social role of American governmental institutions.  Political scientists studying American political institutions have long highlighted the importance of path dependence in understanding “how institutions construct politics” so as to shape the decisions of citizens and political actors operating within the current political system.
   Paul Pierson and Theda Skocpol address path dependency in their references to “the dynamics of self-reinforcing or positive feedback processes in a political system…Once actors have ventured far down a particularly path, they are likely to find it very difficult to reverse course.”
  Minimum and living wage standards that condemn those working for low wages to poverty play a large role in constraining the choices of the working poor.  An extreme example of this path dependency can be seen in the case of San Francisco, when reviewing the poverty threshold and income table above, which suggests that the only way for a worker earning the minimum wage of $6.75 an hour not to be poor would be to live with another person, without having any children.  This essentially means that, structurally, the minimum wage for the city actually prohibited individuals earning the legal minimum from both having children and remaining out of poverty.  Such a constraint clearly stands in conflict with the idea, supported by living wage advocates, that an individual should not be forced to live in poverty if they are able to work for a living.

Further Obstacles to Measuring & Reducing Poverty


 While this paper has argued that the passage and strengthening of living wage ordinances should be a central objective for those interested in reducing inequality, major problems still remain in terms of how to go about accurately measuring poverty in the first place.  More precise techniques for taking into account local geographic variability are requisites for any serious study of the effects of poverty-reduction initiatives.  Currently, the Census Bureau and American Community Survey use only the federal poverty threshold, rather than locally adjusted poverty thresholds, when studying poverty in each metropolitan area and city.  The flaws in such a method become the most obvious when looking at cases like San Francisco, which is amongst the most expensive areas to live in the country.  However, the problem of poverty measurement also transcends expensive metropolitan areas and cities.  Any federal poverty threshold based upon an average for the entire country will likely be useful only in analyzing data at the national level (or closer to the national level); conversely, when the cost of living for an area is far higher or lower than the national average, one can expect the use of thresholds based upon a national average to reveal little to nothing meaningful about poverty within specific geographic locations.  In other words, there is little utility in pretending that a dollar in Little Rock is the equivalent of a dollar in San Francisco, and any analysis of local poverty levels that assumes there is no difference is bound to come up with warped figures with little practical use.


The setting of prevailing federal and state minimum wage rates may very well reflect a compromise within the political system, where political leaders representing different constituencies and areas with varying cost-of-livings agree upon a median wage residing in between extremes.  Further research is needed, however, in order to test such a hypothesis.  And while political compromise under a Federalist system (operating under the conflicting interests of competing single-member districts) may be an inevitable part of American politics, the use of a single standard for measuring major social problems like poverty is certainly not inevitable; efforts can, and need to be made to take into account the local contexts under which one is studies the effects of public policies such as minimum wage and living wage increases.  A failure to make such adjustments threatens any effort to understand how local conditions play a major part in our understanding of “national” problems such as poverty and inequality.

End Notes

� For one of the most prominent examples, see David Card and Alan Krueger’s study, Myth and Measurement: The New Economics of the Minimum Wage.


� Any empirical evaluation of the actual, rather than predicted effects of the San Francisco living wage on reducing poverty would need to undertake a time-series analysis of the employment and wage effects on city workers within the 2003 to 2004 period, immediately before and after it was passed.  Sadly the Census Bureau and Bureau of Labor Statistics have traditionally only collected data on metropolitan areas, rather than cities themselves. The Census Bureau did not begin collecting economic demographic information for cities themselves until 2005, one year after the implementation of the San Francisco living wage.


� In this sense, the national federal poverty thresholds are merely averages of poverty thresholds calculated from specific geographic areas (ie. states, counties, municipalities, etc.).


� While families with more than 4 people are not irrelevant in any study of the effects of living wages on families, the high cost-of-living in San Francisco generally serves as a strong deterrent to those who wish to have large size families.


� Those who work within the restaurant industry are well aware of the cyclical nature of employment; employers often higher more than the necessary amount of workers needed at each restaurant to fulfill day to day business operations, fully expecting a large number to quit due to the high turnover rate.  This inevitably leads to a wave-like pattern where employees may work less than the full 40 hours, or more, depending upon the number of workers on staff at any given time.


� It was estimated at the time of the passing of the San Francisco living wage that it would raise pay for approximately 54,000 workers.  While each employee working 2,000 hours a year would technically contribute an extra $1400 a year in tax revenue, 54,000 workers, each contributing an extra $1,400 would theoretically contribute an additional $7.56 billion in revenue a year in taxes.  While the 54,000 figure is extremely general and the exact extra contribution is unlikely to equal that amount, one can see that the living wage has at least the potential to add hundreds of millions, if not billions in extra revenue for the cities where it is passed.


� Aside from New York, the San Francisco bay area is one of the most expensive areas to live in the United States, considering the cost of living index ratio of 1.836 – 1 between the city and the federal cost of living ratings.  


� The Categories A1-A6 denote the six household categories where workers would not be considered poor earning the minimum wage, according to the federal poverty threshold.


� The * is used to denote the household categories where minimum wage earners would be considered poor, according to the adjusted local poverty threshold.    


� The categories B1-B6 denote the household categories where the “living” wage earners would be considered poor, according to the adjusted local poverty threshold.


� Traditionally, the Census Bureau and the American Community Survey have collected detailed statistics for the country as a whole, as well as for states, counties, consolidated metropolitan areas, and primary metropolitan statistical areas, but not for cities themselves – that is, until 2005.


� It is important to emphasize that these two categories do not entail all families or households earning under the living wage minimum.  The next category above the $10,000-14,999 range covers both people earning under the living wage and those earning over it, considering that its range is from $15,000-24,999, and the living wage cut off for 2,000 hours is $17,240, right in the middle of this income category.
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