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Overview

Not long ago, most U.S. economists agreed that a statutory minimum wage with any
“bite”—any meaningful effect on wages at the bottom of the labor market—would cause
job losses and lead to a reduction in aggregate employment opportunities for low-wage
workers. But as a result of path-breaking research by leading economists (first David
Card at the University of California-Berkeley and Alan Krueger at Princeton University,
and then by Arindrajit Dube at the University of Massachusetts-Ambherst and Michael
Reich at University of California-Berkeley and their associates, that has changed.' Today,
a vast majority of economists now understand that modest increases in the (currently
very low) federal minimum wage would have little or no effect on overall job opportuni-

ties for minimum wage workers.”

But what about the effects of a sizable increase of, say, more than double the current
federal $7.25-an-hour minimum wage? What would a wage floor of $15 an hour mean

for low-wage workers and U.S. economic growth?

This policy brief documents big differences in the national statutory minimum wage
floor across several other affluent countries compared to the United States. The analysis
shows how these differences translate into very large consequences for the incidence

of low pay and the buying power of low-wage workers—using a wide variety of data,
including workers’ starting pay and the famous “Big Mac” index of burger prices at
McDonald’s restaurants in these countries—and concludes by reporting evidence that
these substantial differences in approaches to low pay across the rich world show no cor-

respondence to standard indicators of employment performance.

In short: Neither employment nor unemployment rates reflect the vast gap between the
United States and other rich countries that have all but outlawed the payment of extremely

low wages by establishing legal wage floors far above the U.S. federal minimum wage.
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The minimum wage landscape in affluent nations

Rich countries have taken dramatically different paths on setting a lower boundary for
wages. Some, including Denmark and the Scandinavian countries, have relied on exten-
sions of collective bargaining agreements to set legal wage floors. This obviously is not
how the U.S. labor market operates, so the focus of this issue brief is on those nations

with statutory national minimum wages.

First, consider France. The French minimum wage climbed from about 35 percent of
the median wage for full-time workers in the 1960s to 61 percent in 2014. In contrast,
the U.S. minimum wage floor was around S0 percent of the median in the 1960s but
has since fluctuated between 35 percent by the late 1980s and 37 percent in 2014. Then
there is Australia, where the minimum wage also fell—from 65 percent in the early
1990s to 53 percent in 2014—Dbut only because the country’s median wage rose faster
than the statutory wage. Canada’s minimum-to-median wage rate followed about the
same trajectory as the United States from the 1960s to about 1990 and has since ranged
between 40 percent and 45 percent of the median wage, where it is today—well above
the United States. The United Kingdom introduced a statutory minimum wage only in
1999, and as the chart shows, its value has increased relative to the median from about
40 percent in 2000 (like Canada) to 47 percent in 2014 (slightly above Canada and far
above the United States). (See Figure 1.)

FIGURE 1

How the U.S. minimum wage ranks among its peers
The ratio of the minimum wage to the median wage for five affluent countries, 1960-2014
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Another way to compare the minimum wage across national borders is in terms of
purchasing power. The minimum wage in Australia and France buys a lot more than in
the United Kingdom and Canada, and substantially more than in the United States. In
Australia and France, the purchasing power of their minimum wage was equivalent to
$10.90 in 2015. The wage floors in the United Kingdom and Canada are much lower—
about $8.15 in 2015—but still considerably higher than the United States, where the
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federal minimum wage was $7.24 (below $7.25 because the figure uses 2014 constant
dollars and there was slight inflation between 2014 and 2015). (See Figure 2.)

FIGURE 2

How the U.S. minimum wage compares
The purchasing power of the national minimum wage for five affluent countries, 1960-2014*

$12

Australia
10 United States

8 -
Canada
6 l T
United Kingdom
France
2
1960 1970 1980 1990 2000 2010
*Measured in 2014 constant prices using US Dollar Purchasing Power Parities (OECD). E .t’ bl
Source: Organisation for Economic Cooperation and Development’s OECD.stat (data extracted May 2016) N ’ qul able
¥ Growth

But the take-home pay of minimum-wage workers depends on both taxes and the effects
on eligibility for benefits. A recent report on the minimum wage by the Organisation for

Economic Cooperation and Development put it this way:

Without effective co-ordination, minimum wage hikes may not result in significant
income gains for the targeted individuals, especially in countries where tax burdens on
low-wage earners are sizeable, or where means-tested out-of-work transfers provide a

comprehensive income safety net.’

The OECD’s estimates of the weekly working hours a minimum wage worker needs

to keep a family out of poverty varies enormously, from 50-to-59 hours in the United
States (depending on the type of family) to 31-to-38 hours in France, to just 7-to-19
hours in Australia. Given taxes and benefits, Canada and the Netherlands are more like
the United States, Ireland and the United Kingdom are more like Australia, and France
and Germany fall in the middle. A one-earner couple with two children in the United
States, for example, would require 59 hours of minimum wage work a week to keep that
family out of poverty compared to 53 hours in Canada, 41 hours in Germany, 38 hours

in France, 20 hours in the United Kingdom, and 19 hours in Australia. (See Figure 3.)
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FIGURE 3

Staying out of poverty at the minimum wage in the U.S. compared to its peers
Weekly working hours needed at the national statutory minimum wage to reach the relative poverty line
for two family types, 2013*
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We can also get a good idea of the relative purchasing power of the minimum wage in
different countries by comparing the starting wages at McDonald Restaurants, which is
closely associated with the national minimum wage in each country, and by calculating the
number of Big Mac burgers a minimum wage worker can buy for an hours work (at the
pre-tax wage). The starting pay for a crewmember in these fast-food restaurants is, indeed,
highly correlated with the nation’s minimum wage. In 2014, for example, starting pay at
the restaurant chain in Australia averaged $13.33 compared to the minimum wage $11.31.
This compared with $11.84 (and $11.64) in France, and just $8.22 (and $7.25) in the
United States. The takeaway is that, not surprisingly, starting pay for fast food workers is far
higher in countries that have a higher national minimum wage. (See Figure 4.)

FIGURE 4

Starting pay at McDonald’s reflects the national minimum wage across rich countries
The national statutory minimum wage and starting crewmember pay at McDonald'’s restaurants in
seven countries, 2014
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Not only is starting pay at McDonald’s extremely low in the United States compared
to other rich countries, but so too is the price of a Big Mac relatively high in this coun-
try compared to other affluent countries. The combination of low pay and high prices
means that the number of Big Macs a McDonald’s entry-level worker can buy is 3.8 in
Australia, 2.5 in France and only 1.7 in the United States. The pattern is the same for
workers’ ability to buy Big Macs at the national minimum wage: 3.3 in Australia, 2.4 in
France, and 1.5 in the United States. (See Figure S.)

FIGURE 5

A lower minimum wage means lower burger purchasing power for a McDonald's worker
The number of McDonald’s Big Macs that can be purchased at the starting hourly pay and at the statutory
minimum wage in seven countries
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The employment effects of the minimum wage in the United
States and other affluent countries

According to conventional thinking, there are big wage-employment tradeoffs associated
with a high minimum wage. As a result, while there may be some low-wage workers in
Australia and France who will benefit from higher wages, many will be “priced-out” of a
job. In this view, a higher minimum wage, together with higher rates of collective bargain-
ing (among other factors) explains cross-country differences not only in the incidence of

low pay, but in employment and unemployment rates for minimum wage workers.

If these so-called “labor market rigidities” price workers out of the labor market, then
reducing the low-wage share of employment (via a higher minimum wage) should
also reduce the low-education employment rate because young, less-educated workers

should have a harder time finding and keeping jobs.

Yet the data offer little support for this orthodox tradeoff view. Rather, OECD data show
that while there is a huge 14-percentage point gap in the low-wage share of employment
between France (11 percent) and the United States (25 percent), the employment rates
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for young, less-educated workers are only moderately higher in the United States (57.4
percent compared to 54.9 percent). Similarly, Australia’s incidence of low pay is more
than 10 percentage points below the U.S. level, but the low-education employment rate
is more than 4 points higher, illustrating the lack of any statistical relationship across
affluent countries between the incidence of low pay and the employment rate for less-

educated young adults. (See Figure 6.)

FIGURE 6

A tradeoff between decent pay and employment?
The incidence of low pay and employment rates for young, less-educated workers ages
25 to 34 for 17 countries
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But what about youth unemployment rates? There are two alternative unemployment
rates that enable comparisons across countries. One is unemployment measured as a
share of the labor force; the other is unemployment as a share of the working age popu-
lation. Comparing these two measures in the United States and France and in the United
States and Australia among young workers ages 15 to 24 shows no obvious correspon-

dence between either measure and the level or trajectory of the national minimum wage.

First let’s look at the United States and France. If the conventional wisdom were correct,
then United States-French youth unemployment rates should have sharply diverged. But
what we see instead is considerable convergence. From 1997 to 2007 the French unem-
ployment rate for 15-to-24 year olds fell dramatically, from 30 percent to 19.1 percent,
while the U.S. rate increased from 11.3 percent to 12.8 percent, and France continued

to close the unemployment gap between 2007 and 2010 (see Figure 7). This 1997-2007
convergence took place as the French minimum wage increased from 54 percent to 62
percent of the nation’s full-time median wage while U.S. federal minimum wage fell from
39 to 31 percent—exactly half the French ratio (see figures 1 and 2). Over the entire
1997-t0-2014 period, the conventional French unemployment rate improved by 6.8 per-
centage points and the U.S. rate worsened by 2.1 points.*
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FIGURE 7

How different are U.S. and French youth unemployment rates?
The unemployment rate as a share of the workforce and as a share of the population for young workers
ages 15 to 24, 1983-2014
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Figure 7 also compares France and the United States on a much better measure of youth
unemployment: the unemployment-to-population rate. This indicator shows that these
countries have tracked each other closely since 1983, with the rate in both countries
fluctuating between 6 and 10 percent. In short, neither unemployment measure shows

any evidence of the predicted divergence in French-U.S. employment performance.

FIGURE 8

How different are U.S. and Australian youth unemployment rates?
The unemployment rate as a share of the workforce and as a share of the population for young workers
ages 15 to 24, 1983-2014
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Comparing these two unemployment-rate measures for Australia and France also fails

to confirm the conventional tradeoff prediction. As in France, Australia has legislated
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a high minimum wage by international standards. (See Figures 1 and 2.) Yet, by both
indicators, youth unemployment fell sharply between the early 1990s and the global
2008-2010 economic crisis—to levels below the United States. (See Figure 8.)

Conclusion

Other affluent countries provide much higher and more universal support for working fami-
lies than the United States, in the form of health care, housing, education, and child subsidies.
This means the legal wage floor must carry a much higher burden for maintaining minimally

decent incomes for working families than in other rich countries.

Yet, as the data presented in this policy brief demonstrates, the United Stated is at the
extreme low-end among affluent countries on the level of the minimum wage, whether
measured in terms of buying power or relative to the median wage. (See Figures 1 and 2.)
As aresult, after taking into account taxes and benefits, it typically takes a minimum wage
worker six to seven times as many hours of work per week to keep a lone parent or two
child family out of poverty compared to the United Kingdom or Australia (50 hours versus
7 or 8 hours). (See Figure 3.)

This gigantic gap in the payoff to working at the minimum wage for U.S. workers can also be
illustrated by the much lower starting pay at McDonald’s franchises, and the far fewer Big
Macs a U.S. worker at McDonald’s can buy with an hour’s work than her counterparts in
other rich countries. (See Figures 4 and S.) At the same time, standard measures fail to show
the predicted worsening of youth employment performance between the U.S. and countries
that set a much higher legal wage floor, such as Australia and France. (See Figures 6,7,and 8.)

All of this international evidence strongly suggests that, properly designed and imple-
mented, much higher living standards are possible for working families in the United
States by setting the federal minimum wage far above the current level of $7.25 without

affecting overall employment opportunities for minimum-wage workers.

—David Howell is a professor of economics and public policy at The New School
in New York City. This note reflects and builds on the material that appears in
the Washington Center for Equitable Growth working paper, “What’s the Right
Minimum Wage? Reframing the Debate from ‘No Job Loss’ to a ‘Minimum Living
Wage,” co-authored with Kea Fiedler and Stephanie Luce. Special thanks to Kea
Fiedler for her work on the McDonald’s data.
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Appendix

TABLE 1

McDonald’s starting pay and national minimum wages in the U.S. and its peers
The average starting hourly wage and the minimum wage in select affluent countries and the average price
of a Big Mac and a Big Mac hour of work, 2014

Average/

. A Big Mac Hourly Big Mac
nglceh:afca Sta;t":)% Ig::wy per hour minimum per hour
g prlz’embe % of work wage* of work
In US$ In US$ Mac Wage/  In NCUs In US$ Min Wage/
In NCUs? o In NCUs PP Big Mac 2014 ppp Big Mac
Australia 5.10 3.47 19.60 13.33 3.84 16.62 11.31 3.26
Canada 5.64 4.59 10.68 8.68 1.89 10.40 8.46 1.84
France 3.90 4.76 9.70 11.84 249 9.53 11.64 244
Germany 3.67 4.73 8.85 11.40 241 8.50 10.95 2.32
Ireland 349 4.21 8.79 10.60 2.52 8.65 10.43 248
United Kingdom 2.89 4.13 6.36 9.10 2.20 6.36 9.10 2.20
United States 4.80 4.80 8.22 8.22 171 7.25 7.25 1.51
Sources and notes: 1-Price of Big Mac Burger in National Currency Units: “The Economist Big Mac Index 2016"; 2-Price of Big Mac Burger in
2014 purchasing power parity expressed in U.S. dollars: The Economist Big Mac Index 2016 and Purchasing Power Parities for GDP and related
indicators ($US PPP adjusted) from OECD.stat [data extracted January 2016); 3-Average/starting hourly pay of McDonald’s crew member: Data Equitable

mostly from Glassdoor.com; Australia, Canada (for Toronto), France, Germany, Ireland, United Kingdom [minimum wage], United States, data N ’
extracted January 2016; 4-Minimum Wages in 2014 (for Germany, minimum wage in 2015): OECD.stat [data extracted January 2016]. ‘i’ Growth

Endnotes

rise in the relative value of the French minimum wage would
have altered the pattern in the trend in the French youth
unemployment described in this paragraph, the lesson is
that there are countervailing policies that can make possible
a high minimum wage without employment effects.

1 Forexample, see David Card and Alan B. Krueger, “Minimum
Wages and Employment: A Case Study of the Fast-Food
Industry in New Jersey and Pennsylvania” (The American
Economic Review 84 (4), 1995: 772-793. See also Arindrajit
Dube, William T. Lester, and Michael Reich, “Minimum Wage
Effects Across State Borders: Estimates Using Contiguous

Counties” (Review of Economics and Statistics 92 (1), 2010:
945-964). For a recent meta-survey, see Hristos Doucouliagos
and T. D. Stanley, “Publication Selection Bias in Minimum-
Wage Research, a Meta-Regression Analysis,” (British Journal
of Industrial Relations 47 (2), 2009: 406-428).

John Schmitt, ‘Explaining the Small Employment Effects of
the Minimum Wage in the United States” (Industrial Rela-
tions 54 (4), 2015: 547-581.

Organisation for Economic Cooperation and Development,
“Minimum wages after the crisis: Making them pay,’ 2015 (p. 6).

Part of the explanation is that the French reduced “social
contributions” (employment taxes) for minimum wage
workers, reducing the labor costs of low-wage firms.
Although there is no evidence that | am aware of that the

The problem with the conventional unemployment rate

for youth is that, by defining it as the unemployed share of
the labor force (the unemployed plus the employed), which
means it is more sensitive to differences in employment

than in unemployment. This is important because unlike U.S.
students, most students in France do not work, so this is not
simply a reflection of the absence of job opportunities. The
same was true in the 1960s, when the French economy was at
near-full employment (see David Howell and Anna Okatenko,
“By what measure? A comparison of French and US labor
market performance with new indicators of employment
adequacy,’ (International Review of Applied Economics 24(3),
2010: 333-357). With lower employment, the same number
of unemployed will translate into a higher unemployment
rate. So unless enrolled students are excluded, a much better
measure for cross-country comparisons of youth unemploy-
ment is the unemployment-to-population rate.
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