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Introduction

Thank you for the opportunity to appear before you today to discuss the economic research on living wage ordinances. My name is Liana Fox and I am an Economic Analyst at the Economic Policy Institute, located in Washington, DC. The Economic Policy Institute is a nonprofit, nonpartisan think tank which focuses its research on labor market policies that affect low and middle income workers. The mission of the Economic Policy Institute is to provide high-quality research and education in order to promote a prosperous, fair, and sustainable economy. I personally have been researching the impact of minimum wage and living wage laws for the past 3 ½ years.

Background and History of Living Wage Movement

Over the past decade, the United States has seen rapid growth in the use of a municipal ordinance known as a living wage ordinance. The first ordinance was established in 1994 by the Baltimore City Council. Since then, living wage ordinances have passed in 140 municipalities throughout the United States, including several in Maryland. These ordinances typically mandate a wage floor significantly above the state and federal minimum wage, with the goal to provide enough income for a full-time worker to support a family of three or four above the federal poverty line. In 2006, a full-time, year-round worker would have had to make $9.62 an hour to reach the federal poverty line of $20,000 for a family of four. Living wage ordinances typically apply to firms that either contract with the local government or receive financial assistance such as tax abatements or subsidies. A small but growing number of ordinances are covering private-sector employers with no direct financial ties to the city in addition to a number of ordinances covering college campuses.

Living wage ordinances have become increasing popular in recent years due to the reality that many Americans are working hard, but are unable to make ends meet. Living wage ordinances seek to reverse the trends of stagnating living standards for low-wage workers and rising wage inequality.

One of the major causes of these trends in recent years has been federal neglect of the minimum wage and other public policies, which have traditionally provided a safety net for low wage workers. Since 1938, the federal minimum wage has served as a basic wage floor for workers in this country. However, due to the longest stretch of federal inaction in history, the federal minimum wage is at its lowest real value in over 50 years (see Figure 1).

As shown in the attached figures, wage inequality has been sharply rising in recent decades (Figure 2). The federal minimum wage has historically been adjusted to keep pace with the wages of other workers. This reflects the principle that minimum wage workers should share in economic gains and not fall too far behind other workers. To act as a real wage floor, the minimum wage must be meaningful both in absolute and relative terms. During the 1950's and 1960's the minimum wage averaged 50% of the average wage for nonsupervisory workers. However, as shown in Figure 2, that share has declined to 31%, or less than a third of average hourly wages. This is the lowest share in the history of the data series which began in 1947. Research has shown that the fall in relative value has contributed to the growth in wage inequality since the late 1970's. It is important to note that this increase in inequality and decline in wage standards has occurred during a period of exceptional labor productivity. 

Facing these trends, citizens across the country have increasingly turned towards state and local governments to set wage floors and establish labor standards. Currently 29 states, including Maryland, have set their state minimum wage above the federal rate of $5.15. Additionally, over one-fifth of the U.S. population resides in a city or county with a living wage law.

Despite these trends, opponents of living wage ordinances argue that living wage ordinances will have negative effects both on municipal budgets and on low-wage workers themselves. It is argued that these ordinances will cause contractors to either substantially raise their bids, or refuse to submit a bid at all. Also, concerns have been raised that these ordinances would either help the “wrong people” (i.e. wealthy teenagers instead of low-wage adults) or cause employment opportunities to be diminished in an area.

Luckily for us, there is a substantial body of research evaluating living wage ordinances over the past decade. This research assuages many of fears mentioned earlier and shows that during the past 12 years, living wage ordinances have raised the living standards of low-wage workers without the predicted negative consequences. In my examination of the research, I will first focus on the effects on municipalities and then will discuss the effects on workers.

Overview of Research 

Impact on Municipal Budgets and Bidding Process 

For many firms, labor costs account for a significant portion of overall costs. If living wage ordinances force companies to raise wages for a sizable portion of their workforce, then the price of their services—and therefore contract costs paid by cities—might rise. Furthermore, if the costs are prohibitive, firms may become discouraged from bidding on municipal contracts altogether, undermining competition and spurring on further cost growth. While these are all possible outcomes, the weight of the evidence suggests that these undesirable outcomes have not occurred. In fact, a detailed survey of 20 cities found that the actual budgetary effect of living wage laws has been consistently overestimated by city administrators. Research has found that living wage laws lead to very modest overall cost increases which tended to be less than one-tenth of 1% of the overall budget. Overall contract costs actually fell in several cities after implementation, while individual contract costs varied widely depending on the type of services and bidding process. Two studies of the Baltimore living wage found that contract costs grew slower than inflation, meaning that the real cost of city contracts actually decreased following passage of the living wage. 

Overall, the evidence suggests that living wage ordinances do not put undue strain on municipal budgets. As the director of Boston's Living Wage Division said, “We have not seen increased costs to maintain city contracts. Vendors and the city have successfully absorbed the cost of the living wage ordinance. There has been no adverse financial impact on the city. The living wage ordinance has been good for Boston.”

Furthermore, multiple studies examining the bidding process have shown that it has either remained competitive or improved as a result of living wage ordinances. Contracts that were bid on an hourly cost estimate (or unit-cost basis) increased in cost, while many contracts that bid based on the overall cost did not increase and some decreased. Additionally, cost increases depend on the prior competitiveness of the bidding process. A study in Hartford, CT found a large increase in bidders on a security contract as a result of more security firms willing to bid. Previously firms had been unwilling to bid because the outcome of the contract was determined by labor costs. More firms were willing to bid on city contracts after the wage floor was established.

Impact on Workers

Proponents of living wage ordinances contend that these laws are effective mechanisms for improving the living standards of low-wage workers. Opponents contend that these laws are either poorly targeted or cause firms to reduce employment opportunities. Obviously the impact of these ordinances on the individuals it was designed to help is of the utmost concern for policymakers on both sides of the debate. Considerable research has been devoted to answering these two questions: 1) Who benefits from these increases? and; 2) What has the impact on employment been?

The first question is easy to answer. Recent studies in Los Angeles and Boston have shown that the workers affected were mostly adults and mostly working full time. In LA, 96% of workers who received raises were age 20 and older and 86% worked full-time. African Americans and women disproportionately benefited from living wage ordinances in LA, Boston and Baltimore. Additionally, these studies found that most living wage workers were in households struggling to meet a basic-needs budget. These findings are consistent with predictions on the demographics of workers affected.

The second question is one of the most frequently cited concerns about living wage ordinances: increased costs might lead firms to decrease employment opportunities for workers. This could take the form of reduced hours or fewer jobs through layoffs. Utilizing a wide variety of methodologies, the majority of living wage research has focused on this issue.

In Baltimore and Boston, there was no empirical evidence of diminished employment opportunities. Following the passage of the Boston living wage, little evidence was found to suggest a difference in employment levels between contractors who were forced to raise wages because of the law and those that did not have to raise wages. This study found that while over 1,000 workers received wage gains, there was no evidence of reduced employment or hours. In Los Angeles a survey of workers and firms found that less than 1% of workers receiving a raise faced a reduction in employment. In San Francisco, two studies found increases in employment among airport workers and home health care workers. These findings are consistent with other research across the country. Often the nature of the service provided requires the same employment levels (i.e. bus drivers).

This leads us to the question of why living wage ordinances have not had the predicted negative effects and how the increases in labor costs been absorbed in other municipalities.

Discussion of why these ordinances don't have negative effects

There are several potential benefits to a living wage ordinance which would help explain why these ordinances have only had a minor impact on municipal budgets and employment levels. One potential benefit would be that higher wage floors lead to decreased turnover and greater work effort among the affected workforce, as well as encouraging firms to adopt other means of boosting productivity. These measures could offset some of the increased labor costs experienced by employers. In fact, much of the research suggests that living wage laws have raised productivity and decreased turnover among affected firms. Multiple studies of Baltimore, Boston, Los Angeles, and San Francisco have shown that firms experience lower turnover following a living wage ordinance. Additionally, absenteeism has declined following implementation.

Conclusion

As others may testify here today, there is a moral imperative to establish a living wage. Paying workers a living wage is fundamentally a matter of human dignity and fairness. As a researcher it is my duty to examine policies to determine their impact. In the case of the living wage, the research is clear: Living wage ordinances provide real wage increases to low income workers with limited offsetting factors. 
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