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The Minimum Wage Is Too

Damn Low
BY JOHN SCHMITT*

It is coming up on three years since the last increase in the federal
minimum wage — to $7.25 per hour — in July 2009. By all of the most
commonly used benchmarks — inflation, average wages, and productivity
— the minimum wage is now far below its historical level.

By all of these benchmarks, the value of the minimum wage peaked in
1968. If the minimum wage in that year had been indexed to the official
Consumer Price Index (CPI-U), the minimum wage in 2012 (using the
Congressional Budget Office’s estimates for inflation in 2012) would be
at $10.52. Even if we applied the current methodology (CPI-U-RS) for
calculating inflation — which generally shows a lower rate of inflation than
the older measure — to the whole period since 1968, the 2012 value of the
minimum wage would be $9.22. (See Figure 1.)

Using wages as a benchmark, in 1968 the federal minimum stood at 53
percent of the average production worker earnings. During much of the
1960s, the minimum wage was close to 50 percent of the same wage
benchmark. If the minimum wage were at 50 percent of the production
worker wage in 2012 (again, using CBO projections to produce a full-year
2012 estimate), the federal minimum would be $10.01 per hour.

A final benchmark for the minimum wage is productivity growth. Figure
2 below compares growth in average labor productivity with the real
value of the minimum wage between the late 1940s and the end of the
last decade. Between the end of World War II and 1968, the minimum
wage tracked average productivity growth fairly closely. Since 1968,
however, productivity growth has far outpaced the minimum wage. If the
minimum wage had continued to move with average productivity after
1968, it would have reached $21.72 per hour in 2012 — a rate well above
the average production worker wage. If minimum-wage workers received
only half of the productivity gains over the period, the federal minimum
would be $15.34. Even if the minimum wage only grew at one-fourth the
rate of productivity, in 2012 it would be set at $12.25.

*John Schmitt is a Senior Economist at the Center for Economic and Policy Research, in Washington, D.C.
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FIGURE 1
Minimum-wage Benchmarks for 2012, relative to 1968 High-water Mark
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Source: Author’s analysis of BLS, CBO data.

FIGURE 2
Real Value of the Minimum Wage versus Productivity
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Source: Author’s analysis of BLS data.
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Data Appendix

Federal minimum wage: Department of Labor, Wage and Hour Division, “History of Federal
Minimum Wage Rates Under the Fair Labor Standards Act, 1938 - 2009,”
http:/ /www.dol.gov/whd/minwage/chart.htm.

Consumer prices: CPI-U (All Urban Consumers), Bureau of Labor Statistics,
ftp://ftp.bls.gov/pub/special.requests/cpi/ cpiai.txt; and CPI-U-RS (Research Series Using Current
Methods), http:/ /www.bls.gov/cpi/cpiursail978_2010.pdf.

Average wage: average hourly earnings of production and nonsupervisory employees on private
nonfarm payrolls: Bureau of Labor Statistics, ftp://ftp.bls.gov/pub/suppl/empsit.ceseeb2.txt.

Productivity: Bureau of Labor Statistics, output per hour of all persons, nonfarm business sector,
http:/ /www.gpoaccess.gov/eop/2011/xls/ERP-2011-table49.xls.

Data for full-year 2012 consumer price index and productivity are based on Congressional Budget
Office (CBO) projections for 2012, from CBO, The Budget and Economic Ontlook: Fiscal Years 2012 to
2022, Tables 2-1 and 2-3, http://cbo.gov/sites/default/files/cbofiles /attachments /01-31-
2012_Outlook.pdf. Average wage for 2012 assumes 2011 nominal level tracks CBO inflation
projection for 2012.



