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Introduction and executive summary

By a wide range of measures, the current federal minimum wage of $7.25 per hour is well below the historical peak
reached in 1968, with profound implications for the standard of living of workers at or near the minimum wage. The
most common reference point in the public debate is the real (inflation-adjusted) value of the minimum wage. If the
minimum wage had kept pace with price increases since 1968, by 2014 it would have stood at $9.54—about 32 percent

higher than its actual level.

Information on the purchasing power of the minimum wage over time, however, paints an incomplete picture. As
a benchmark for workers’ living standards, the inflation-adjusted value of the minimum wage falls short because it
assumes that minimum-wage workers should not expect their standard of living to improve relative to the standard
achieved by workers 50 years ago, despite a doubling in the average worker’s productivity over the same period.” More
importantly for purposes of this report, the real value of the minimum wage tells us little about what the economy can

realistically afford to pay low-wage workers at any given point in time.

This report reviews a much wider range of benchmarks in order to evaluate how high the federal minimum wage can
go and still fall within our historical experience. An extensive body of research since the early 1990s has investigated
the employment impacts of federal, state, and local minimum wages in a range that falls roughly between $6 and $10
per hour. That research suggests that minimum wages in this range have little or no negative effect on employment.”
Recent proposals to raise the federal minimum wage, such as the Harkin—Miller proposal to target $10.10 by 2016,

represent a continuation of the legislative advances of the last 20 years.

But recent local, state, and federal minimum-wage legislation and proposals have enacted or considered wage floors
above the $6-$10 range. Proposals such as these—which achieve higher targets by phasing-in minimum-wage increases
over a longer period of time—are required to ensure the minimum wage is as adequate a wage floor as it was in the
late 1960s. In effect, the real value of the minimum wage fell to such an extent in the 1980s (a period of relatively high
inflation) that proposals more aggressive than those of the last two decades are needed. This is the motivation for the
Raise the Wage Act, the proposal put forward by Sen. Patty Murray (D-Wash.) and Rep. Bobby Scott (D-Va.) to target
a $12.00 minimum wage in 2020.

This report’s basic approach is to take the wage distribution from 1968—the year the minimum wage reached its high-
water mark, and when the national unemployment rate was 3.6 percent4—as a guide to what the economy can afford
to pay the lowest-wage workers. We compare features of the 1968 wage distribution with the current U.S. wage distri-
bution and with our projections of the wage distribution in 2020. We focus our analysis on the proposal to gradually

increase the federal minimum wage to $12.00 per hour by 2020.
Key findings include:

B A federal minimum wage of $12.00 in 2020 would return the wage floor to about the same position in the overall

wage distribution that it had in 1968.

In 1968, the minimum wage stood at 52.1 percent of the median Wage.5 By 2014, this ratio had fallen to

37.1 percent.
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Raising the federal minimum wage to $12.00 by 2020, under the conservative assumption of no real wage

growth at the median, would leave the ratio at 54.1 percent, just above where it was in 1968.

If we assume just 0.5 percent annual real wage growth for the median worker between now and 2020, the

ratio would fall to 49.9 percent.

B A broadly similar story emerges when using the average hourly earnings of nonsupervisory production workers,

instead of the median wage, as a benchmark.

The federal minimum wage was equal to 53.0 percent of the average production worker wage in 1968. By
2014, this ratio had fallen to 35.2 percent.

Raising the federal minimum wage to $12.00 by 2020 would restore the ratio to 51.4 percent (under the

conservative assumption of no real wage growth for production workers), just below its 1968 value.

B The strong rise in average worker productivity and the increase in the age and educational attainment of low-wage
workers in the last five decades suggest that the 1968 benchmark may understate the economy’s capacity to support

a higher national wage floor in 2020.

B The compression of median wages across the U.S. states over the last five decades, especially the catching up of
lower-wage states, means that the federal minimum wage has less impact on low-wage states today than was the case

in 1968.

In what follows, we first present data on the federal minimum wage and the national wage distribution from 1968
through 2014, including projections through 2020. We place special emphasis on the ratio of the minimum wage to
the national median wage, which economists often refer to as the Kaitz index.® We then document the substantial com-

pression since 1968 in median wages across the U.S. states.

Benchmarking to the past

Table 1 compiles a range of benchmarks for the federal minimum wage in 1968, 2014, and 2020. The data for 1968
and 2014 refer to the federal minimum wage in place in those years. The data for 2020 refer to two possible minimum-
wage levels in that year. The first is a proposal introduced in 2013 by then-Sen. Tom Harkin and then-Rep. George
Miller to raise the minimum wage to $10.10 by 2016 and index its level thereafter to the consumer price index (CPI-
U).7 If the Harkin—Miller proposal had been implemented in 2014, the minimum wage would have reached $11.09 in
2020 (see row one).® The second proposal, and the main focus of our analysis here, would increase the federal mini-
mum to $12.00 by 2020.”

The benchmarks

We present two types of benchmarks. In this section, we describe the benchmarks in some detail; in the next section we

apply the available data to the benchmarks and review long-term trends.

The first set of benchmarks is based on underlying measures of workers” actual or potential standard of living. The first
of these standard-of-living benchmarks uses the Consumer Price Index (CPI) to compare the purchasing power of the
minimum wage over time. This measure captures the actual standard of living of a minimum-wage worker over time.

The second standard-of-living measure is the ratio of the minimum wage to the average output of goods and services
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TABLE 1

Federal minimum-wage benchmarks, 1968, 2014, and 2020

Federal minimum wage Federal minimum wage in 2020, under:
Harkin-Miller
In 1968 In 2014 $10.10 proposal $12.00 proposal
Nominal value $1.60 $7.25 $11.09 $12.00
Standard-of-living benchmarks
Real value (20145) (CPI-U-RS) $9.54 $7.25 $9.78 $10.58
Percent of 1968 value (based on CPI-U-RS) 100.0% 76.0% 102.5% 110.9%
As percent of net productivity (average output per 33.7% 13.3% 16.2% 17.5%
hour worked) in total economy
Wage distribution benchmarks
As a percent of national median wage 52.1% 37.1% 50.0% 54.1%
Asa percent ofthe average hourly earnings of 53.0% 3520 47.5% 51.4%
nonsupervisory production workers
Percent of workers at or below the federal na. 2% 18% 23%

minimum wage

Note: See data appendix for methodology.

Source: Authors’ analysis of Fair Labor Standards Act and amendments, Fair Minimum Wage Act of 2013, Raise the Wage Act of 2015,
Bureau of Labor Statistics Current Employment Statistics, Current Population Survey microdata, unpublished Total Economy Productiv-
ity data from Bureau of Labor Statistics Labor Productivity and Costs program, and projections from CBO (2015)

ECONOMIC POLICY INSTITUTE

per hour worked (hourly labor productivity). This benchmark addresses the potential standard of living of minimum-
wage workers, under the assumption that their wages keep pace with the growth in average labor productivity over time.
(This would happen, for example, if average wages were rising with labor productivity and wage inequality was either

constant or falling, as was the case between the end of World War II and the mid-1970s.)

Standard-of-living measures speak only indirectly to the economy’s capacity to support a given minimum-wage level.
The second set of benchmarks in Table 1, therefore, focuses on the overall wage distribution, which arguably is a more

relevant benchmark for any assessment of the economy’s ability to sustain a particular wage floor.

Our preferred measure is the ratio of the minimum wage to the median wage for full-time, full-year workers. Econo-
mists sometimes refer to this ratio as the Kaitz index. Dube (2014) offers three arguments for using the Kaitz index to
help set the minimum wage. First, the index provides “a guide for how binding a particular minimum wage increase is
likely to be, and what type of wage the labor market can bear. When this ratio is low...minimum wage policy is not
raising the wages of many workers.” When the ratio is high, “the minimum wage is dramatically compressing differ-
ences in wages.” Second, the Kaitz index is a convenient, concrete tool for comparing the minimum wage over time or
across localities, states, and even countries. Finally, by incorporating the median wage, Dube argues, the Kaitz index
also introduces an element of fairness into discussions of the minimum wage: “[N]o one expects that the minimum
wage should be set equal to the median wage, but fairness may become a factor when the minimum wage falls below,

say, one-fourth or one-fifth of the median wage.”
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We also present data on the ratio of the federal minimum wage to the average hourly earnings of production and non-
supervisory workers, who make up roughly the bottom 80 percent of the wage distribution. In practice, the average
production worker wage, which is based on a large national survey of establishments, is fairly close to the median wage
from the March Current Population Survey (CPS), providing some independent check on our preferred numbers based
on the median. The production worker series has the advantage of having been measured with more consistency over
time than has the March CPS wage series, where there is some discontinuity before and after the 1970s, due to changes

in both the geographic and earnings concepts.w

A final wage-distribution-related benchmark is the share of workers who earn at or below the federal minimum wage.
The ratio of the minimum wage to the median wage, while useful, does not, on its own, provide a complete description
of the wage distribution below the median. The percentile point where the minimum wage cuts in the overall wage

distribution gives additional information on the likely “bite” of an existing or proposed minimum-wage level.

What the benchmarks tell us

By every measure in Table 1, the federal minimum wage in 2014 was low relative to its 1968 level. Turning first to
the standard-of-living-related measures, in inflation-adjusted terms, the federal minimum wage in 2014 had only 76.0
percent of its 1968 purchasing power (row three). Relative to average productivity, the minimum wage was also much
lower in 2014 than it had been in 1968 (row four)."! In 1968, the minimum wage was equal to 33.7 percent of average
net hourly productivity.'” By 2014, the ratio had fallen to just 13.3 percent, suggesting that over the last five decades,

minimum-wage workers’ wages have trailed far behind growth in average productivity.”

With respect to the wage-distribution-related measures, the 2014 minimum wage was equal to only 37.1 percent of
the hourly median wage of full-time, full-year workers, well below the 52.1 percent level in 1968 (row five). A similar
pattern holds for the current minimum wage relative to the average hourly earnings of production and nonsupervisory
workers: In 2014 the minimum wage stood at 35.2 percent of the average production worker wage, down from 53.0
percent in 1968 (row six). There does not exist comparable data that would allow us to reliably measure the share of the
workforce earning at or below the minimum wage in 1968, but that share was almost certainly well above the 4 percent

of workers in that wage range in 2014 (row seven).

Recent efforts to increase the minimum wage, such as the Harkin—Miller proposal, have typically taken a relatively cau-
tious approach, proposing increases that leave any new wage floor well within the range of recent historical levels. Min-
imum wages in these ranges have been well-studied at the federal, state, and local levels, with an emerging consensus
(Doucouliagos and Stanley 2009; Schmitt 2013a; Belman and Wolfson 2014) that any negative effects on employment
are near zero or small relative both to the number of workers benefiting from the policy and the size of the wage gains
(Congressional Budget Office 2014).14 However, a proposal to increase the federal minimum wage to $12.00 would,

by most measures, take the minimum wage outside the range it has been within since the early 1990s.

The last two columns of Table 1 apply the same benchmarking exercise to the two proposals for raising the federal
minimum wage. The $10.10 proposal falls short of the 1968 standard by some measures, while the $12.00 proposal

roughly restores the minimum wage to the level reached in 1968.
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For simplicity, the calculations in the table assume that the 2020 wage distribution is identical, in inflation-adjusted
terms, to the 2014 wage distribution. This assumption affects our analysis in two ways. First, because we do not allow
for any real wage growth over the period, we likely overstate the “bite” of the minimum wage in 2020. If the inflation-
adjusted median wage grows between now and 2020, as is reasonably likely, then the ratio of the minimum wage to the
projected median will be lower than what we are projecting. Second, because we assume no change in wage inequality
between now and 2020, we effectively ignore any impact of the phase-in of the minimum-wage increases on the overall

wage distribution through 2020 (as well as any other factors that might affect inequality over the next five years).

The $10.10 proposal—which would produce a minimum wage of $11.09 per hour in 2020 (equal to $9.78 in 2014
dollars)—would roughly match the 1968 minimum wage in terms of purchasing power (102.5 percent of the 1968
value). That is a low bar, however, because it implies that low-wage workers would earn in 2020 only what their coun-
terparts earned more than 50 years earlier. A $10.10 target also falls short of the 1968 levels on all the other measures
in Table 1. The $10.10 proposal would put the 2020 minimum wage at only 16.2 percent of the average level of net
productivity in the same year. With respect to the wage-distribution indicators, the federal minimum wage would rise
to only 50.0 percent of the national median wage, compared with 52.1 percent in 1968, and to only 47.5 percent of

the average production worker wage, compared with 53.0 percent in 1968.

The $12.00 proposal would roughly restore the 1968 value of the minimum wage, according to most of our bench-
marks. A wage floor of $12.00 in 2020 would be 10.9 percent above the inflation-adjusted value of the 1968 minimum
wage, but would fall far short of what the minimum wage would have been if it had kept pace with productivity growth
since 1968. At $12.00 in 2020, the minimum wage would be equal to 17.5 percent of average net productivity per

hour, down from 33.7 percent in 1968.

The $12.00 proposal, however, would closely match the relevant wage-distribution benchmarks for 1968. At $12.00 in
2020, the federal minimum wage would be equal to 54.1 percent of the projected national median wage, slightly above
the 52.1 percent level in 1968. Our simulations for 2020 assume no real wage growth at the median. If, instead, the
median wage grows only 0.5 percent per year between 2014 and 2020, the $12.00 federal minimum would fall to 49.9
percent of the 2020 median wage. The relationship between the federal minimum wage and the average hourly earnings
of production workers, at 51.4 percent, is near (and slightly below) its 1968 level of 53.0 percent.””

Figure Al summarizes the relationship between the federal minimum and the national median wage from 1968
through 2014, using data from three different sources: for 1968 to the present, our analysis of the March CPS data for
full-time, full-year workers, and the OECD’s independent analysis of the March CPS data; and for 1979 to the present,
our analysis of the CPS Outgoing Rotation Group (ORG), which uses a completely different wage concept than the
March CPS. We have also projected the relationship between the minimum and the median through 2020, assuming

the implementation of the $12.00 proposal (and no real wage growth and no change in inequality through 2020).

For the years where the data overlap, the series track each other closely, which gives us some confidence about our use
of the March CPS data series back to 1968, when the CPS ORG data, which we generally prefer, are not available.'®
For our purposes, the key feature of Figure Al is that the two series that cover the full period from 1968 to 2014 and
include projections through 2020 both show that the $12.00 per hour proposal would bring the relationship between

the minimum wage and the median wage back to where it was in 1968.
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FIGURE A1

Federal minimum wage as a share of the national median
wage, 1968-2014 (actual) and 2015-2020 (projected)

60%
== March CPS
55 == OECD
954.1%

v 52.1% CPS ORG ’f
2 50 ¥
p L
S L
s L4
e 45 I
= f
S 4
240 lf
=
5 \f
(] N
s 35
45
vy

30

25

1970 1980 1990 2000 2010 2020

Note: Projections over 2015-2020 assume the minimum wage is gradually raised to $12.00 by 2020 as stipulated by the Raise the
Wage Act of 2015. See data appendix for methodology.

Source: Authors’ analysis of Current Population Survey (CPS) Annual Social and Economic Supplement microdata, CPS Outgoing
Rotation Group microdata, and OECD (2015)
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Figure A2 presents a similar analysis for the relationship between the federal minimum wage and the average hourly
earnings of production and nonsupervisory workers, our other benchmark wage. The ratio of the minimum wage to
the average production worker wage closely mirrors the pattern seen in Figure Al using the median hourly wage from
the March CPS. The ratio declines with ups and downs from the late 1960s through the mid-2000s before recovering
some of its lost value after the 2007-2009 increases. Our conservative projections of wage growth suggest that increas-
ing the federal minimum wage to $12.00 by 2020 would almost completely restore the relationship between the federal

minimum and the average production worker wage that prevailed in 1968.

The current federal minimum lies well below all the 1968 benchmarks, including those based on standard of living and
those based on the relationship to the broader wage distribution. The recent proposal to increase the minimum wage
to $10.10 by 2016 and index it to inflation thereafter would be a noticeable improvement, recovering the purchasing
power from five decades earlier, but leaving minimum-wage workers well below benchmarks based on productivity,
and slightly below benchmarks based on the overall wage distribution. The $12.00 proposal would raise the purchas-

ing power of the minimum wage modestly relative to 1968 (up about 11 percent) and roughly restore the relationship
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FIGURE A2

Federal minimum wage as a share of average hourly earnings
of production workers, 1968-2014 (actual) and 2015-2020
(projected)
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Note: Projections over 2015-2020 assume the minimum wage is gradually raised to $12.00 by 2020 as stipulated by the Raise the
Wage Act of 2015. See data appendix for methodology.

Source: Authors’ analysis of Fair Labor Standards Act and amendments and Bureau of Labor Statistics Current Employment Statistics
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between the minimum wage and the overall wage distribution in place in 1968. But, even at $12.00 in 2020, the mini-

mum wage would fail, by a large distance, to reconnect the minimum wage to average productivity growth since 1968.
g y g g gep y &

Size and speed of adjustment

Even if the economy can afford a minimum wage of $12.00, employers may need time to adjust to the higher wage
floor. Table 2 summarizes data on the size and speed of the 1967-1968 and 2007-2009 increases in the minimum
wage, together with corresponding projections for the $10.10 and $12.00 proposals. For each set of increases, the table
shows the nominal value of the minimum wage in each year leading up to the full increase; the nominal increase in
dollars and cents; the nominal increase in percent terms; and the inflation-adjusted increase in percent terms. Where
possible, the total increases are allocated across the phase-in periods, which range from two years in 1967-1968 to five

years in the case of the proposed $12.00 increase.

The total nominal and real increases implied in the $12.00 proposal are larger than the 1967-1968 and 2007-2009

increases (as well as the $10.10 proposal). But this is primarily because the yearly increases in the $12.00 proposal,
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TABLE 2

Size and speed of past and proposed minimum-wage increases
Year after increase
Before increase 1 2 3 4 5 Total
To $12.00
Nominal minimum wage $7.25 $8.00 $9.00 $10.00 $11.00 $12.00
Nominal dollar $0.75 $1.00 $1.00 $1.00 $1.00 $4.75
Nominal percent 10.3% 12.5% 11.1% 10.0% 9.1% 65.5%
Real percent 8.0% 10.0% 8.6% 7.5% 6.5% 47.6%
To $10.10 (Harkin-Miller)
Nominal minimum wage $7.25 $8.20 $9.15 $10.10
Nominal dollar $0.95 $0.95 $0.95 $2.85
Nominal percent 13.1% 11.6% 10.4% 39.3%
Real percent 11.3% 10.4% 8.0% 32.7%
2007-2009 increases
Nominal minimum wage $5.15 $5.85 $6.55 $7.25
Nominal dollar $0.70 $0.70 $0.70 $2.10
Nominal percent 13.6% 12.0% 10.7% 40.8%
Real percent 10.5% 7.8% 11.1% 32.3%
1967-1968 increases
Nominal minimum wage $1.25 $1.40 $1.60
Nominal dollar $0.15 $0.20 $0.35
Nominal percent 12.0% 14.3% 28.0%
Real percent 7.8% 9.4% 17.8%
Note: The increase to $10.10 calculation assumes the first increase took place in 2014; the increase to $12.00 assumes the first increase
takes place in 2016.
Source: Authors’ analysis of Fair Labor Standards Act and amendments, Fair Minimum Wage Act of 2013, and Raise the Wage Act of
2015
ECONOMIC POLICY INSTITUTE

which are in both real and nominal terms similar to the earlier increases, are sustained for five years instead of two
(1967-1968) or three (2007-2009) years. In short, the $12.00 proposal raises wages at a similar rate as past increases,

but does so for a longer period of time.

More room to maneuver: Productivity and education

The preceding discussion of benchmarks suggests that a $12.00 minimum wage in 2020 would raise minimum-wage
workers’ earnings modestly relative to 1968, while keeping the relationship between the minimum wage and the wage
distribution within the range in place in that year (when the national unemployment rate was below 4 percent). For
several reasons, however, these calculations likely understate the economy’s capacity to support raising the minimum
wage to $12.00.
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First, the average worker is about twice as productive today as in 1968. In general, across countries and over time within
the same country, we expect wages to move in line with average productivity. This is why barbers (whose productivity,
measured as haircuts per hour, has not changed much in a century) don’t earn in inflation-adjusted terms only what
their predecessors earned a century ago. This is also why workers at a microchip plant (whose productivity, measured as
calculations-per-second-adjusted chips per hour, which is millions of times higher now than it was even a few decades
ago) don’t make tens of thousands of dollars per hour. In the period from the end of World War II through the late
1970s, the wages of most workers in the U.S. economy did, in fact, closely track average productivity growth. Since the
end of the 1970s, however, most wages have not kept pace with average productivity."” If the national median wage
had, instead, kept pace with productivity since the end of the 1970s, then a constant ratio of the minimum wage to the

national median would have implied a substantially higher federal minimum.

Second, low-wage workers are much better educated and older (and therefore more likely to have more work experience)
today than their counterparts in the 1960s. In 1968, for example, among workers in the bottom fifth of the wage dis-
tribution, only 17 percent had some college education or more; by 2012, the share of the bottom fifth that had at least
some college education had risen to 46 percent."® To the extent that better-educated, more experienced workers typi-
cally earn more than less-educated, less-experienced workers, we would expect that low-wage workers would earn more,

not less, than what they earned in 1968.

More room to maneuver: Wage convergence at the state level

In this section we emphasize an additional reason to believe that we have more room to maneuver on the minimum
wage than we did in 1968: The wage distributions across the U.S. states are closer together now than they were five
decades ago. As a result, a federal minimum wage has a smaller “bite” today in low-wage states than was the case in
1968. This should help to allay concerns that a higher federal minimum wage would hurt employment in low-wage

states.

Apprehensions about raising the federal minimum wage are often motivated by the potential impact on low-wage states
in the South. Figure B displays the median hourly wage in the nine Census divisions, in 1968, 1979, 2007, and 2013.
Of particular interest are the three Southern divisions (South Atlantic, East South Central, and West South Central),
where state minimum-wage laws are rare and state median wages have historically been lower than in other parts of the
country. The data at the Census division level show a clear tendency toward compression between 1968 and 2013, with
the ratio of the division median wage in these three divisions moving from a range of 81-87 percent of the national
median wage in 1968 to a range of 93-99 percent of the national median in 2013. These data suggest that any given

level of the federal minimum wage today will have less relative impact on southern states than was the case in 1968.

Figure C shows a similar analysis at the more disaggregated level of 30 “state groups.” We use state groups rather than
all 50 states because the March CPS data used in the figure do not identify all states individually before 1977. In 1968,
the state with the lowest median wage was Tennessee, with a state median equal to 78.2 percent of the national median.
In the same year, California was the state with the highest median wage, equal to 118.2 percent of the national median.
By 2013, the gap between the top and bottom states had narrowed relative to 1968 (when excluding the high-wage out-
liers of Washington, D.C., and Connecticut), suggesting an important convergence in median wages across the states.

The state group with the lowest ratio of the state group median to the national median wage in 2013 was the group
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FIGURE B

Census division median wages as a share of the national
median wage, 1968, 1979, 2007, and 2013
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Note: See data appendix for methodology.

Source: Authors’ analysis of Current Population Survey Annual Social and Economic Supplement microdata, various years
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composed of Arkansas and Oklahoma, at 88.8 percent; the highest ratio was in Connecticut (at 133.9 percent), and
the second-highest was in Maryland (at 120.2 percent)."” As these numbers demonstrate, most of the compression took
place in the bottom half of the distribution, with the low-wage states moving closer to the national median (even as

some high-wage states pulled further away from the national median).”’

As Table 3 demonstrates, in 1968, three of the 30 state groups had a median more than 20 percent below the national
median, and seven of the 30 had medians between 10 and 20 percent below the national median. By 2013, no state
group was more than 20 percent below the national median, and only one state group (Oklahoma and Arkansas) was
more than 10 percent below the national median. In that same year, two-thirds of the state groups (21) were within 10
percent of the national median, up from 18 in 1968—and eight were more than 10 percent above the national median,

up from just two in 1968.

The convergence of the state median wages—primarily because state medians at the bottom have closed the gap with
the national median—implies that any given minimum-wage level will have less of a differential impact now on low-
wage states relative to high-wage states than would have been the case in 1968. To illustrate, Figure D graphs the ratio
of the federal minimum wage to the state-group median wages using March CPS data for 1968, 1979, and 2013, and

. . . 1
our projections for state-group medians in 2020.2
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FIGURE C

State-group median wages as a share of the national median
wage, 1968, 1979, 2007, and 2013
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Note: The CPS does not report separate data for all 50 states for 1968; data are organized into 30 state groups available consistently
from 1968 to the present. The District of Columbia is excluded from this figure. Darker points represent the middle 50 percent of the
distribution of state-group median wages (i.e., the 25th percentile to the 75th percentile). See data appendix for methodology.

Source: Authors’ analysis of Current Population Survey Annual Social and Economic Supplement microdata, various years
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Three features of the figure stand out. First, as implied by what we saw in Figures B and C, there has been substantial
(downward) convergence across states in the distributional implications of the federal minimum wage. The ratio of the
minimum wage to the state-group medians fell from a range of 44-66 percent (California versus Tennessee) in 1968 to
33—46 percent (Connecticut versus West Virginia) in 2013. Second, the range of the minimum-to-median ratio across
states fell substantially between 1968 and 1979 and again between 1979 and 2007. Third, our conservative projections
of state-group median wages through 2020 suggest that a $12.00 minimum wage in that year would return the dis-
tribution of the ratios of the federal minimum to state-group medians to roughly where it was in 1968. These same
projections show that an increase to $12.00 would still leave the dispersion of ratios of the federal minimum to state-
group medians below the 1968 level.”” This reinforces our conclusion that differences across states are less of a policy

concern now than in the 1960s.”>
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TABLE 3

Distribution of 30 state-group median wages relative to the national median wage, 1968, 1979, 2007, 2013

1968 1979 2007 2013

Standard deviation

All state groups 11.0 9.7 9.5 123

Excluding Washington, D.C. 11.2 9.8 9.1 10.7
State-group medians relative to national median

Number greater than 20% above 0 0 1 3

Number between 10-20% above 2 4 4 5

Number between 0-10% above 9 1M 1 7

Number between 1-10% below 9 9 10 14

Number between 10-20% below 7 5 4 1

Number greater than 20% below 3 1 0 0

Note: The Current Population Survey does not report separate data for all 50 states for 1968; data are organized into 30 state groups available consistently from
1968 to the present.

Source: Authors’ analysis of Current Population Survey Annual Social and Economic Supplement

ECONOMIC POLICY INSTITUTE

FIGURE D

Federal minimum wage as a share of state-group median
wages, 1968, 1979, 2013, and 2020 (projected)
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Note: The CPS does not report separate data for all 50 states for 1968; data are organized into 30 state groups available consistently
from 1968 to the present. Projections for 2020 assume a $12 minimum wage that year. Darker points represent the middle 50 percent
of the distribution of state-group median wages (i.e., the 25th percentile to the 75th percentile). See data appendix for methodology.

Source: Authors’ analysis of Current Population Survey Annual Social and Economic Supplement microdata, various years
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FIGURE E

Range of state minimum-to-median wage ratios, 1979-2014
and 2015-2020 (projected)
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Note: Projections over 2015-2020 assume that there is no growth in real median wages, and that the minimum wage is raised to
$12.00 in 2020 as stipulated in the Raise the Wage Act of 2015. See technical appendix for methodology.

Source: Authors’ analysis of Current Population Survey Outgoing Rotation Group microdata, 1979-2014

ECONOMIC POLICY INSTITUTE

So far, we have focused exclusively on the federal minimum wage. In order to see how the rise of state-level minimum
wages, particularly since the early 1990s, might affect our conclusions, Figure E summarizes the distribution of the
ratio of the binding state or federal minimum wage to the state median in each of the 50 states and the District of
Columbia from 1979 through 2020, using the CPS Outgoing Rotation Group (ORG) for 1979 to 2014 and our pro-
jections through 2020.%% Using this alternative data source, using the full set of states, and incorporating state minimum
wages that lie above the federal minimum wage do not affect our conclusions. The ratio of the applicable minimum
wage to state median wages fell fairly consistently between 1979 and the mid-2000s, before rising somewhat after the
2007-2009 federal minimum-wage increases. Raising the federal minimum wage to $12.00 by 2020 would, by this
measure, return the wage distribution to broadly where it was in 1979, presumably well below its 1968 level (if compa-

rable hourly wage data were available before 1979).

EPI BRIEFING PAPER #398 APRIL 30, 2015 PAGE 14



Conclusion

By every common benchmark, today’s federal minimum wage is far below its 1968 value. Raising the federal minimum
to $12.00 by 2020 would raise the purchasing power of the minimum wage modestly relative to where it was five
decades ago. It would also restore the relationship between the minimum wage and the wage of workers in the middle

(whether measured using the median wage or the average wage of production workers).

Several long-term developments in the U.S. economy suggest that returning to the level of the minimum wage reached
in 1968 should be an easier lift for the economy now than it was then (when the national unemployment rate was below
4 percent). The average worker is more than twice as productive today as in 1968. The average low-wage worker now is
also older and much better educated than was the case in 1968. And states in the South and elsewhere that paid much
lower-than-national wages in 1968 have caught up to the rest of the country. This means that setting a new national
minimum wage according to the 1968 ratio of the minimum wage to the median wage implies significantly less impact
on today’s lower-wage states. The convergence of wages across the states over the last five decades makes returning to

the 1968 norm in 2020 an achievable target well within our historical experience.

— We thank Ben Zipperer for many helpful comments and for sharing data. All errors are our own.
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Appendix: Data and methodology

Data sources

The wage data in this paper come from two sources: the Outgoing Rotation Group of the Current Population Survey
(CPS-ORG), and the Annual Social and Economic Supplement to the Current Population Survey (March CPS).

Researchers generally agree that the best source of hourly wage data is the Current Population Survey’s Outgoing Rota-
tion Group. The CPS is a nationally representative monthly survey conducted by the Census Bureau and the Bureau of
Labor Statistics that tracks a variety of labor force, employment, and unemployment measures. Participants in the sur-
vey are interviewed monthly for four months, not interviewed for eight months, and then interviewed again for a final
four months before they exit the survey. In the fourth and eighth months of survey participation, respondents are asked
about their hourly and weekly wages in the week preceding the interview. The respondents in this group constitute the
“outgoing rotation group.” Unfortunately, the ORG data, and the wage concept defined within the ORG questions,

has only existed since 1979—making wage analyses prior to that time more difficult.

In order to have a consistent data source and wage concept going back as far as 1968, we use data from the Annual
Social and Economic Supplement to the CPS, also known as the “March CPS,” due to the fact that the supplement’s
questions are asked in March of each year. Survey respondents are asked a series of questions on family and individual
income, sources of income, and work status in the preceding calendar year. We use the annual wage income reported

in the March data to calculate an hourly wage as follows:

B For all survey years, we restrict the sample to respondents who are 16 years old or older with positive wage income,
and who reported being employed and at work for at least 50 weeks in the preceding calendar year. We exclude

respondents who report being self-employed in unincorporated businesses.

B From survey year 1976 forward, respondents report the number of hours they usually worked in the weeks they
worked during the preceding calendar year. We restrict the sample to those reporting that they worked at least 35
hours per week, and calculate hourly wages as each respondent’s annual wage income divided by the weeks they

worked, divided by their usual hours for those weeks.

B For survey years prior to 1976, respondents were not asked the usual number of hours they worked during their
weeks of employment in the preceding year; rather, they were simply asked to indicate whether they were full time
or part time. However, from the basic monthly CPS questions—i.e., not the March supplemental questions—we
know the hours they worked in the week preceding the survey. Thus for these years, we restrict the sample to work-
ers reporting that they were full time in the preceding year and who worked at least 35 hours in the week preceding
the survey. Additionally, weeks worked in the preceding year are reported in bins, with the relevant bin having a
value of “50 to 52 weeks.” Consistent with the Unicon Research Corporation’s standard recoding of the CPS data,
these observations are assigned a discrete weeks value of 51.91 weeks. Hourly wages are then calculated as respon-
dents’ annual wage income divided by the weeks they worked in the preceding year, divided by the hours they

worked in the week before the survey.

We also present published data from the Bureau of Labor Statistics on the average hourly earnings of production and

nonsupervisory workers, as well as data on the ratio of the minimum wage to the median wage in the United States from

EPI BRIEFING PAPER #398 APRIL 30, 2015 PAGE 16



the Organisation for Economic Co-operation and Development (OECD). The OECD publishes independent analyses
of the ratio of countries’ minimum wages to median wages in their online statistical database (see OECD 2015). Both
of these published data series are presented for external verification of our CPS-based wage series and of the relationship

between the minimum wage and U.S. median (or average) wages over time.

Calculating medians

Throughout the paper, median wages are calculated from the CPS data using a technique to “smooth” hourly wages to

account for “wage clumps” in the distribution, as described in Mishel et al. (2012), Appendix B.

State medians in the March CPS
Prior to 1977, the March CPS data do not individually identify each state. For example, from 1968 to 1972, Maine,

Massachusetts, New Hampshire, Rhode Island, and Vermont are grouped as one unit. Therefore, to preserve compara-
bility from more recent periods to 1968, in Figure C and Figure D we present data on the medians for each state-group

as they were defined in 1968.

Productivity

Throughout the paper, productivity is measured as total economy output per hour, net of depreciation, calculated from
unpublished tables from the Bureau of Labor Statistics Labor Productivity and Costs program. We calculate the value
of the minimum wage as a percent of net labor productivity in three ways. In Table 1, we report the ratio of the min-
imum wage to net labor productivity as the ratio of the real federal minimum wage deflated by the CPI-U-RS, to net
output per hour deflated by the GDP deflator. In a related note in the text, we also report the same ratio using first the

CPI-U-RS to deflate both the numerator and the denominator and then the GDP to deflate both terms.

Projections to 2020

For all projections to 2020, we inflate the reported or calculated 2014 (or 2013, in the case of the March CPS data)
values out to 2020 using the Congressional Budget Office’s projections for the Consumer Price Index for all urban
consumers in CBO (2015). Except where explicitly stated, we assume no real wage growth at any point in the wage
distribution—i.e., no growth in nominal wage values beyond the CBO’s inflation projections and no change in wage
inequality over the period. Projections for productivity growth are also based upon CBO projections for potential labor
force productivity in CBO (2015), Table 2-2. The percent of workers at or below the federal minimum wage in 2020
under the Harkin—Miller $10.10 proposal and $12.00 proposal in Table 1 account for increases to state minimum

wages legislated as of January 1, 2015, and scheduled to occur by 2020, including increases due to inflation indexing.

Endnotes

1. We use the CPI-U-RS (chained to the CPI-X-11 before 1978), not the CPI-U, to calculate the real value of the minimum wage.
Using the CPI-U, the real value of the 1968 minimum wage in 2014 would have been $10.88.

2. Average, economy-wide productivity—the real value of goods and services produced in the average hour of work—has increased

109 percent since 1968; net productivity (gross productivity net of depreciation) has increased 93 percent.
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3. See, for example, Card and Krueger (1995), Doucouliagous and Stanley (2009), Schmitt (2013b), and Belman and Wolfson
(2014). For a different read of the evidence, see Neumark and Wascher (2008).

4. Council of Economic Advisers (2010), Table B-42.

5. Unless otherwise stated, our estimate of the median wage is for full-time, full-year workers, age 16 or older, who are not
self-employed in unincorporated businesses, as reported in the March Current Population Survey (CPS). See the technical

appendix for further details.
6. See Kaitz (1970), cited in Card and Krueger (1995).
7. For the complete text of the bill, see https://www.congress.gov/bill/113th-congress/senate-bill/460/text.

8. Here and elsewhere, we use the Congressional Budget Office’s (2015) projections for the CPI-U when making our own
projections for 2020.

9. The full increase would be phased in, with an increase of $0.75 followed by four annual increases of $1.00 each.

10. One reason for preferring the median to the average production worker wage as a benchmark for future minimum-wage
increases is that the median is unlikely to be affected by the minimum wage (Autor, Manning, and Smith 2010), while the

minimum wage mechanically has a direct, if likely small, impact on the average production worker wage.
g y y p gep g

11. We use net productivity (output of goods and services less depreciation per hour worked) in the total economy. The standard
gross productivity figure includes depreciation—production used to make up for capital goods that have outlived their useful

life—which is generally not available to increase consumption by workers.

12. For these calculations, we deflate the minimum wage by the CPI-U-RS and net productivity by the GDP deflator. Using the
CPI-U-RS or the GDP deflator to deflate both wages and output shows similar trends for 1968-2014 and in our simulations
through 2020.

13. Between the end of World War II and the early 1970s, the minimum wage kept pace with average productivity growth in the
U.S. economy. See Schmitt (2013b).

14. The CBO (2014, Table 1) estimated that the “likely range” of employment changes following an increase in the federal
minimum wage to $10.10 per hour would run from a “[v]ery slight decrease to -1.0 million workers,” while about 16.5 million

workers would have directly higher earnings.

15. As noted earlier, our simulations assume no impact of the phase-in of the minimum wage in 2016-2020 on the median hourly
wage or on the average hourly earnings of production and nonsupervisory workers in 2020. The phase-in is unlikely to have an
impact on the median wage (Autor, Manning, and Smith 2010), which will lie substantially above the minimum wage in 2020.
The phase-in, however, will have a mechanical impact on the calculation of the average hourly earnings of production and
nonsupervisory workers, since minimum-wage workers are part of this group. To the extent that the increase in the minimum
wage in 2016-2020 raises the average production worker wage in 2020 above our projection, the ratio of the minimum wage to

the average production worker wage in 2020 would be lower than what we project in Table 1.

16. We also note that the OECD and our series, both based on the March CPS, track each other closely. Several features of the
March CPS make using the survey to estimate an hourly wage in the 1960s challenging. Despite likely methodological
differences with the OECD, our series and theirs produce broadly similar results, with the OECD showing the 1968 minimum

wage higher relative to the median than our series. See the appendix for further detail.
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17. See Mishel et al. (2012). The gap between average productivity and compensation across the majority of the wage distribution
holds even using net productivity (which we use in the calculations in Table 1 and elsewhere), a common deflator for wages and

output, and other adjustments. See also Baker (2007).
18. Mishel (2014). See also, Schmitt and Jones (2012), for a similar analysis using 1979 as a base.
19. This excludes the outlier of Washington, D.C., which is also excluded from Figure C.

20. We exclude the District of Columbia, which is an even greater high-wage outlier than Connecticut. With this exclusion, the
standard deviation in 1968 was 11.2, falling to 10.7 in 2013; including the District of Columbia, the standard deviation rose
from 11.0 to 12.3.

21. As before, we assume no real wage growth and no change in the wage distribution between 2014 and 2020.

22. Under our standard assumptions, the standard deviation of the ratio of the federal minimum wage to the state-group median
wage in 2020 would be 5.3, compared with 6.4 in 1968.

23. The convergence of state median wages does not imply that overall wage inequality has decreased since 1968. In fact, overall
wage inequality has increased substantially over the period due to much greater wage inequality within each state—in part

reflecting the decline in the absolute and relative value of the minimum wage.

24. We thank Ben Zipperer for providing these data. Here we switch from the March CPS to the CPS ORG, in part to check our
analysis by using the entirely different hourly wage concept in the CPS ORG. The CPS ORG data are not available before 1979.
In order to get a clearer picture of state-specific minimum wages, we also analyze the data for all 50 states and the District of

Columbia, rather than the 30 state groups we have generally used so far.
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