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YOUTH OPPORTUNITY WAGE ACT OF 1981

TUESDAY, MARCH 24, 1981

U.S. SENATE,
SUBCOMMITTEE ON LABOR,

COMMITTEE ON LABOR AND HUMAN RESOURCES,
Washington, D.C.

The subcommittee met, pursuant to notice, at 9:35 a.m., in room
4232, Dirksen Senate Office Building, Senator Don Nickles (chair-
man of the subcommittee) presiding.

Present: Senators Nickles, Hatch, Stafford, Quayle, Hawkins, Ken-
nedy, Randolph, Williams, and Riegle.

Staff present: Richard C. Lawson and Charles T. Carroll, major-
ity co-counsels; and Charlene M. Abshire, executive assistant.

OPENING STATEMENT OF SENATOR NICKLES

Senator NICKLES. Good morning. Today and tomorrow, this sub-
committee will explore what has become a national burden of
unparalleled magnitudeyouth unemployment. Even as this hear-
ing begins, more than 1.6 million of this country's teenagers are
unemployed. Of particular significance, 35 percent of all minority
youth do not have a job, and this jobless rate continues its alarm-
ing rise every year. Here is a work force waiting to partake in the
fruits of its labor, and yet it is stifled in a country that calls itself
the land of opportunity.

It is time for innovation and institutional changes which will
allow an unrestrained free enterprise system to increase employ-
ment opportunities for youth. Youth employment is not just a
means to supplement family income or to earn extra spending
money. The absence of early work experience may lead to an
unsuccessful work future. That first job teaches individuals employ-
ment search techniques, work habits, provides self-respect and con-
fidence, and provides the opportunity to make mistakes at times
when mistakes are not likely to be as costly as they would be when
a worker has dependents counting on him for support.

The absence of the opportunity is also likely to contribute to
many kinds of anti-social behavior Many economists noted for
their studies on youth unemployment agree that teenagers who
cannot find jobs are being turned off to the system, often shifting
their attention to less desirable pursuits. There is evidence that
juvenile delinquency varies directly with the level of youth unem-
ployment.

No one in this room would deny that youth unemployment is aserir . economic problem that must be solved. Granted, there
volutions, but Government attempts to stop or even

e unemployment have failed miserably. Govern-
Iii
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Dental efforts to reduce joblessness through 'igorous monetary and
firkcal policies have produced devastating results for youth Less
jobs are provided for youth and more jobs are provided for experi-
eneed bureaucrats.

What we should be concerned about is opportunity and produc-
tivity. Yet, many employers refuse to hire teenagers because they
do not believe that the unskilled job seekers are worth the mini-
mum wage. Temple University economist, Dr. Walter E. Williams,
who has devoted years to the study of youth unemployment says
the minimum wage law discriminates against the employment of
those Americans whose output is less than the minimum wage.
Stanford University economist, Dr. Thomas Sole, who testified
before this committee 4 years ago, notes that in the late 1940's and
early 1950's, black youngsters 16 to 17 years old had consistently
lower unemployment rates than whites in the same age bracket.
No one will claim that there was less employer discrimination then
than now. He says that the difference was that the minimum wage
had not yet begun the rapid rise of spreading coverage, which has
been the dominant pattern *ice.

In a Washington Star editorial criticizing minimum prevailing
wages, Dr. Williams is quoted:

Society writ continue to-vfew jhe difficulty-that minorities have-in fully entering
the mainstream of American society as group incompetence, and the most racist
elements of society will have their prophecies realized Hardly anyone acknowledges
that many, if not most of the problems encountered are due neither to the group
nor to individual incompetence, but to the excesses of Government influence by
politically powerful interest groups

It is obvious that because of increasing employment costs, many
service jobs have been replaced by mechanization or eliminated
altogether. Michigan State University economist, Daniel Hammer-
mesh, in a report for the Minimum Wage Study Commission, con-
cluded that by creating an opportunity wage of 75 percent of the
current minimum wage, it would produce at least 380,000 jobs for
teenagers.

New York Mayor Edward Koch and Los Angeles Mayor Thomas
Bradley have already volunteered their cities to be used for pilot
programs for an opportunity wage.

Today, we will be considering and reviewing three proposals:
Senate bill 348, as proposed by Senator Hatch; Senate bill 430, as
introduced by Senator Percy; and Senate bill 658, my proposal.

Senator Hatch's bill would apply to youth under 20 years of age
and would provide a youth differential of 75 percent of the current
minimum wage. Senator Percy's bill would establish a youth differ-
ential for individuals under the age of 20 at 85 percent of the
current minimum wage. My bill would exempt persons under the
age of 18 from the minimum wage.

[The texts of S. :348, S. 430, and S. 658 follow]
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97TH CONGRESS
1ST SESSION

3

S. 348
To authonze a youth minimum wage differential under the Fair Labor Standards

Act of 1938, and for other purposes

IN THE SENATE OF THE UNITED STATES

JANUARY 30 (legislative day, JANUARY 5), 1981
Mr NICKLES (for Mr HATCH) introduced the following bill; which was read

twice and referred to the Committee on Labor and Humaa Resources

A BILL
To authorize a youth minimum wage differential under the Fair

Labor Standards Act of 1938, and for other purposes.

1 Be it enacted by the Senate and House of Representa-

2 tines of the United States of America in Congress assembled,

3 That this Act may he cited as the "Youth Opportunity Wage

4 Act of 1981".

5 YOUTH OPPORTUNITY WAGE

6 SEC. 2. (a) Section 14(b) of the Fair Labor Standards

7 Act of 1938 (29 U.S.C. 214(b)) is amended to read as

8 follows:

10'.
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2

1 "(b)(1) To encourage youth employment an employer

2 may employ any youth who has not attained 20 years of age

3 for a period of 180 days, without prior or special certification

4 by the Secretary of Labor, at a wage rate not less than 75

5 per centum of the otherwise applicable wage rate in effect

6 under section 6 (or in the case of employment in Puerto Rico

7 or the Virgin Islands not described in section 5(e) at a wage

8 rate not less than 75 per centum of the otherwise applicable

9 wage in effect under section 6(c)) in compliance with applies-

10 ble child labor laws. This paragraph shall not apply to any

11 youth employee who has been employed by the same employ-

12 er for a period of at least 6 months or is currently employed

13 by an employer at a rate of at least the minimum wage in

14 effect on the day prior to the date of enactment of the Youth

15 Opportunity Wage Act of 1979.

16 "(2)(A) To encourage youth employment, an employer

17 or institution of higher education may employ any full-time

18 student (regardless of age but in compliance with applicable

19 child labor laws) at a wage rate not less than 75 per centum

20 of the otherwise applicable wage rate in effect under section

21 6 (or in the case of employment in Puerto Rico or the Virgin

22 Islands not described in section 5(c), at a wage rate not less

23 than 85 per cent= of the wage rate in effect under section

24 6(c)).

11
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3

1 "(B) Any full-time student se employed under this para-

2 graph by an employer other than an institution of higher

3 education shall prior to such employment present to the

4 employer a letter from the institution at which the student is

5 enrolled certifying that such student is a full time student

6 enrolled at that institution.

7 "(C) Any full-time student employed pursuant to this

8 paragraph shall be employed on a part-time basis and not in

9 excess of 20 hours in any workweek, except during vacation

10 periods.

11 "(3) While no prior certification shall lic required by the

12 Secretary for purposes of paragraphs (1) and (2), the Set,re-

13 tart' is authorized under this Act to insure that the provisions

14 of paragraphs (1) and 12) uf this subsection are not violated.

15 Whenever the Secretary discovers that an employee is em-

16 ploying youth at a wage rate lower than the wage rate allow-

17 able under this subsection or at a wage rate lower than the

18 applicable wage rate under section 6 after the period of time

19 specified by this subsection, or is engaged in a pattern and

20 practice of-

21 "(A) substituting younger workers employed at

22 less than the minimum wage for older workers em-

23 plowed at or above the minimum wage, or

24 "(B) terminating the employment of youth em-
4)-a ployees and employing other youth employees in order

12
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4

1 to gain continual advantage of the youth opportunity

2 wage,

3 the employer shall be deemed to have violated section 6 of

4 this Act. The liability of such an employer under this para-

5 graph shall include-

6 "(i) unpaid wages and overtime compensation de-

7 termined on the basis of otherwise applicable minimum

8 wage and overtime rates pursuant to sections 6 and 7

9 of this Act, and

10 "(ii) a fine to be determined by the Secretary not

1. exceed $2,500 for the first offense by an employer

12 and not to exceed $10,000 for any subsequent offense

13 by the same employer.

14 "(4) To minimize paperwork for, and to encourage,

15 small businesses to employ students under special certificates

16 issued under paragraphs (1) and (2), the Secretary shall, by

17 regulation or order, prescribe a simplified application form to

18 be used by employers in applying for such a certificate for the

19 employment of not more than 6 full-time students. Such an

20 application shall require only-

21 "6) a listing of the name, address, and business of

22 the applicant employer,

23 "(ii) a listing of the date the applicant began busi-

24 ness, and

I3
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1 "(iii) the certification that the employment of such

2 full-time students will not reduce the full-time employ-

3 ment opportunities of persons other than persons em-

4 ployed under special certificates.".

5 (b) Section 13(a)(7) (29 U.S.C. 312(a)(7)) is amended to

6 read as follows:

7 "(7) any employee to the extent that such em-

8 ployee is exempted by regulations, order, or certificate

9 of the Secretary under section 14, or in accordance

10 with the provisions of section 14(b); or.".

14



97TH CONGRESS
1ST SESSION S. 430

To authorize a youth minimum wage differential under the Fair Labor StandardQ
Act of 1938, and for other purposes.

IN THE SENATE OF THE UNITED STATES

FEBRUARY 5 (legislative day, JANUARY 5), 1981

Mr PERCY (for himself, Mr. THURMOND, Mr ABDNOR, Mr. PRESSLER, Mr
Symms, Mr. HUMPHREY, and Mr. TOWER) introduced the following bill;
which was read twice and referred to the Committee on Labor and Human
Resources

A BILL
To authorize a youth minimum wage differential under the Fair

Labor Standards Act of 1938, and for other purposes.

I Be it enacted by the Senate and House of Representa-

2 lives of the United States of America in Congress assembled,

3 That this Act may be cued as the "Youth Employment Op-

4 portunity Act of 1981".

5 YOUTH EMPLOYMENT OPPORTUNITY ACT

6 SEC. 2. (a) Section 14(b) of the Fair Labor Standards

7 Act of 1938 (29 U.S.C. 214(b)) is amended to read as

8 follows:

/5
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2

1 "(b)(1) To encourage youth employment an employer

2 may employ any youth who has not attained twenty years of

3 age, for a period of one hundred and eighty days, without

4 prior or special certification by the Secretary of Labor, at a

5 wage rate not less than 85 per centum of the otherwise appli-

6 cable wage rate in effect under section 6 (or in the case of

7 employment in Puerto Rico or the Virgin Islands not de-

8 scribed in section 5(e) at a wage rate not less than 85 per

9 centum of the othemim_, ..pplicable wage in effect under see-

10 tion 6(c)) in compliance with applicable child labor laws. This

11 paragraph shall not apply to any youth employee who has

12 been employed by the same employer for a period of at least

13 six months or is currently em2loyed by an employer at a rate

14 of at least the minimum wage in effect on the day prior to the

15 date of enactment of the Youth Employment Opportunity Act

16 of 1981.

17 "(2) While no prior certification shall be required by the

18 Secretary for purposes of paragraph (1), the Secretary is au-

19 thorized under this Act to insure that the provisions of para-

20 graph (1) of this subsection are not violated. Whenever the

21 Secretary discovers that an employer is employing youth at a

22 wage rate lower than the wage rate allowable under this

23 subsection or at a wage rate lower than the applicable wage

24 rate under section 6 after the period of time specified by this

25 subsection, or is engaged in a pattern and practice of

I G



10

3

1 "(A) substituting younger workers employed at

2 less than the minimum wage for older workers em-

3 ployed at or above the minimum wage, or

4 "(B) terminating the employment of youth em-

5 ployees and employing other youth employees in order

6 to gain continual advantage of the wage provided for

7 under this subsection,

8 the employer shall be deemed to have violated section 6 of

9 this Act. The liability of such an employer under this para-

10 rraph shall include-

11 "(i) unpaid wages and overtime compensation de-

12 termined on the basis of otherwise applicable minimum

13 wage and overtime rates pursuant to sections 6 and 7

14 of this Act, and

15 "(ii) a fine to be determined by tl'e Secretary not

16 to exceed $2,500 for the first offense by an employer

17 and not to exceed $10,000 for any subsequent offense

18 by the same employer.".

19 ()) Section 13(a)(7) (29 U.S.C. 312(a)(7)) is amended to

20 read as follows:

21 "(7) any employee to the extent that such em-

22 ployee is exempted by regulations, order, or certificate

23 of the Secretary under section 14, or in accordance

24 with the provisions of section 14(b); or".

17



11

4

1 SEC. 3. (a) The amendments made by this Act are re-

2 pealed, effective three years after the date of enactment of

3 this Act.

4 (b) The Secretary of Labor shall prepare and submit a

5 biannual report to the Congress on the effect of the amend-

6 ments made by this Act. Such report shall include-

7 (1) the number of persons employed at the wages

8 prescribed under the amendments made by this Act;

9 (2) the number of employers employing persons at

10 wages prescribed under the amendments made by t5is

11 Act;

12 (3) the general rate of unemployment of persons

13 under twenty years of age;
414 (4) the effect of the amendments made by this Act

15 upon employment of adults and persons under twenty

16 years of age; and

17 (5) such other information as the Secretary of
18 Labor determines appropriate.

18
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S. 658
To amend the Fair Labor Standards Act of 1938 to exempt employees who are

under eighteen years of age from the provisions of section 6 of that Act, and
for other purposes.

IN THE SENATE OF THE UNITED STATES

MARCH 10 (legislative day, FEBRUARY 16) 1981

Mr NICKLES introduced the following bill; which was read twice and referred to
the Committee on Labor and Human Resources

A BILL
To amend the Fair Labor Standards Act of 1938 to exempt

employees who are under eighteen years of age from the
provisions of section 6 of that Act, and for other purposes.

1 Be it enacted by the Senate and House of Representa-

2 tives of the United States of America in Congress assembled,

3 That this Act may be cited as the "Youth Opportunity Wage

4 Act".

5 SEC. 2. Section 13 of the Fair Labor Standards Act of

6 1938 is amended by adding at the end thereof the following

7 new subsection:

19
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2

1 "(k)(1) The previsions of section 6 shall not apply to any

2 employee who has not attained eighteen years of age.

3 "(2) Nothing in this subsection shall be construed to

4 exempt any employee described in paragraph (1) of this sub-
e-

5 section from the provisitri of section 7, relating to overtime

6 compensation, or section 12, relating to child labor, if such

7 sections would otherwise apply to the employee.".

8 SEC. 3. (a) Section 14(b) of the Fair Labor Standards

9 Act of 1938 is repealed.

10 (b) Section 14 of such Act is amended by redesignating

11 subsections (e).and (d) of such Act as subsections (b) and (c),

12 respectively.
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Senator NICKLES. Today, I think we are very fortunate to have
many distinguished guests who will give their expertise and testi-
mony on behalf and in opposition to these proposals. I wish to
emphasize and reemphasize that today, we are here in support of
America's young people, trying to open the door of economic oppor-
tunity and livelihood for them and for their future. I think the
action that we take and that the Congress takes can keep today's
unemployed youth from becoming tomorrow's dejected adults.

Senator Hatch, did you have an opening statement?
Senator RANDOLPH. Mr Chairman, could I interrupt?
Senator Moues. Yes.
Senator RANDOLPH. I hesitate to do this because I am not one to

ask to speak out of order. An appointment was made for the
minority leader and myself with a group of 25 service station
dealers from West Virginia. They must return to the State soon.
The appointment is set for 10 o'clock this morning in the Capitol.

My statement will be brief. If I could make it now, it would be
very helpful to my scheduling problem.

Senator HATCH. By all means, go ahead.
Senator Moues. Please go ahead, Senator.
Senator RANDOLPH. I thank you, Mr. Chairman.
In 1938, the Congress enacted the Fair Labor Standards Act. In

that act, a minimum wage of 25 cents an hour was established for
all workers in interstate commerce. I supported and helped develop
the original measure as a member of the Labor Subcommittee in
the House of Representatives.

The policy of that act was to establish a floor under all wages; to
support the work ethic; and to promote the welfare of American
workers. What we did was sound then, and I think it is sound
today. The minimum wage was 43.4 percent of the average manu-
facturing wage in 1938. Today, the recently effective $3.35 per hour
minimum wage equals 43 percent of that standard, down from 55.6
percent in 1968. An American worker, Mr. Chairman and my
colleagues, currently receiving the minimum wage for 40 hours per
week, 52 weeks per year, would earn $6,432, approximately $1,400
below the official Federal poverty income for a family of four.
Clearly, the minimum wage is a basefor best, a low basefor
wages.

Today, we are going to receive testimony on several proposals to
establish a subminimum wage for teenagers. I and a majority of
Senators voted against a similar proposal during consideration of
the most recent amendments to increase the minimum wage in
1977.

At that time, many Senators felt that a subminimum wage
would be a serious erosion of the principle of equal pay for equal
work set forth in the same act, and, consequently a severe setback
in the battle for equal employment opportunity for all Americans.

The youth unemployment rate is a serious problem facing Ameri-
can society. We are seeking to address it in our youth employment
programs and through expanding the economy to create more jobs.
A separate subminimum wage for youth would penalize a class of
Americans, teenagers, by paying them lower wages than many are
receiving today, but give them a financial edge in competingI say
competingwith the adult work force for the 11 million minimum
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wage jobs currently in the work force. The logic behind such aproposal is, in my mind, and I have considered it very carefully, atbest dubious, and the extension of this logic to other classes experi-encing higher unemployment levels, I think, is likewise ill advised.I appreciate very much the opportunity to make this statementand I hope to be able to return to the hearings.
Senator NICKLES. Senator Randolph, we appreciate your state-ment, especially in light of your expertise and experience. I believeyou are probably the only Member of Congress who worked on thatbill in 1938, and so we do welcome your advice and participation inthese hearings.
Senator RANDOLPH. Thank you, Mr. Chairman.
Senator NICKLES. Senator Hatch?
Senator HATCH. Thank you, Mr. Chairman.
Mr. Chairman, I am pleased to attend the hearings this morningon the Youth Opportunity Wage Act. I believe this legislationrepresents one solution to the disgraceful national problem ofyouth unemployment, and I want to commend the Senator fromOklahoma for his leadership in arranging these hearings to prop-erly consider the problem and the solutions.
In 1980, we had a youth unemployment rate of almost 18 per-cent, and of almost 36 percent for young blacks and minorities. Mr.Chairman, I find this situation reprehensible. Clearly, we are all toblame for not recognizing earlier that the minimum wage is inlarge part responsible for diminishing youth employment opportu-nities. The minimum wage restricts the availability of jobs forthose teenagers who have not developed marketable skills or whohave not obtained the necessary experience such that their workproduces goods or services worth $3.35 an hour to the employer.We should ask ourselves just how these young people are to getthe training and the experience they desire and which they need tohave in order to be successful in life if we deny them the flexibilityto negotiate a beginning wage with a potential employer.The minimum wage ties the hands of both the employer and theyoung jobseeker. We have removed the bottom rungs from theladder of employment by making it economically unfeasible for anemployer to hire anyone without the skills, experience, or maturityto immediately earn the minimum wage in terms of an individual'sproductivity. How do young people get jobs without experience, andhow do they get experience without jobs? Economic evidence bearsthis out.

Michigan State University economist, Daniel Hammermesh,noted, in a study of October 1980, that in the nonfarm sector, anincrease of 10 percent in the minimum wage leads to a 1.2-percentdrop in teenage employment. It is obvious that the minimum wageis pricing young people out of the job market. Even with all otherfactors being equal, a teenager, simply by virtue of his or her age,cannot compete with the age advantage held by adults.It has been alleged that a youth opportunity wage would displaceolder adult workers from employment. Mr. Chairman, we can con-sider this argument only so long as we believe that there are afinite number of jobs in America. For displacement to be a signifi-cant, negative ramification of a youth opportunity wage, the situa-tion would have to exist whereby for every person who obtained
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employment, another lost it. This argument reflects unsubstanti-
ated pessimism, as well as misunaerstanding of the way our econo-
my responds to incentives.

Given the positive correlation between the increases in the mini-
mum wage and decreases in teenage unemployment, there is no
reason to believe that if employers were given the incentive to hire
and train young people, they would not take advantage of the
opportunity to improve their customer services or their production
capability.

After 8 years, we should also be realistic about the accomplish-
ments of the Comprehensive Employment and Training Act
(CETA). As well intentioned as these programs are, they have not
succeeded in solving the problem of youth unemployment. While
these programs undergo a thorough evaluation of their effective-
ness as well as a determination of possible ways of improving the
delivery of education and training to disadvantaged young people,
let us not continue to ignore other viable elements of a solution to
the problem of youth unemployment.

Mr. Chairman, it is disheartening to me to see young people
become discouraged and cynical of our free enterprise system when
they are unable to find jobs. It is disturbing that in lieu of mean-
ingful employment, young people will occupy their time in an
unproductive or possibly even criminai activities. These teenagers
may become the hard-core unemployed of the future unless we are
willing to do something about it. Their plight can be characterized
as a new form of slavery. We cannot afford to sacrifice the talents
and ambition of our young people in this way.

The youth opportunity wage will provide greater opportunities
and incentives for employment and training, as well as the chance
for young people to start up the ladder to economic self-sufficiency
and personal self-esteem.

One last thing: The people who criticize this concept very seldom
have any alternative suggestions other than more Federal Govern-
ment programs. They have no suggestions, to stimulate jobs in the
private sector that would really be meaningful opportunities for
young people to get the training, the skills, and the experience to
be able to produce in our society.

I have talked with a lot of people who have been critical of a
youth opportunity wage. They do not have any alternatives other
than more Government work, more Government spending, more
Government regulation of business. Frankly, a lot of them have to
admit that they do not know whether it will work or whether it
will not. I think it deserves a chance; I think our kids deserve a
chance; I think we ought to give them that chance.

Thank you, Mr. Chairman.
Senator NICKLES. Thank you, Senator Hatch.
Senator Williams, do you have a statement?
Senator WILLIAMS. Yes. Thank you, Mr. Chairman.
We have three youth subminimum bills before us, as I under-

stand it. These hearings are essential to examine the important
issue raised by these bills, and I commend you for your action in
convening these hearing.

I am glad that Senator Randolph gave us some background; he
was here in 1938 with the passage of the Fair Labor Standards Act.

0
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As we all know, that marked the culmination of a decade-longcampaign to establish certain minimum standards on the operationof our economy. An important part of that campaign was the effortto eliminate the industrial exploitation of our children and youth.Thus, the act establishes a basic minimum wage consistent with aminimum standard of living for all workers, not just adults.In enacting the Fair Labor Standards Act, the Congress declaredthat the policy of our country was to protect the "maintenance of
the minimum standard of living necessary for health, efficiency,and general well-being of workers." AF. such, the act stands as abasic affirmation of the dignity of our working men, women, andchildren.

Proposals to establish a youth subminimum wage run counter tothe basic thrust of the Fair Labor Standards Act. These proposalswould establish a subclass of workers who are not deserving of thedignity or protection accorded to all other classes of workers in oursociety. These proposals would signal a retreat from our efforts toestablish a minimum standard of living for all workers.
The subminimum proposals before our subcommittee have beenadvanced as a solution to our youth unemployment situation. I, forone, reject the notion that the legitimacy of a subminimum wageshould be determined on the basis of the unemployment situationof any particular class of workers, whether they are youth, theelderly, women, or minorities.
To establish a subminimum wage for youth would set a danger-ous precedent for the discriminatory treatment of other classes ofworkers in our society. Indeed, to establish a subminimum wage foryouth would have the predictable consequence of aggravating theunemployment situation of other adult workers. Aggravating theunemployment situation of adult workers in this way would be, inmy judgment, one of the strongest reasons to reject this idea. Thiswould be directly contrary to the sound, long-established principlesthat employer:, should not be permitted to compete against eachother by paying substandard wages.
I have long been concerned about the youth unemployment prob-lem; we all have. Those of us who are closest to it, with major cityareas in our States, feel this deep concern. However, I do not feelthat this problem is properly viewed as a function of the minimumwage. In my view, the solution to the youth unemployment prob-lem does not lie in paying youth a lower wage, but in providingmore caective, more meaningful youth employment and trainingprograms.
It is my hope that as these hearings proceed, we will have anadequate opportunity to thoroughly examine the nature of theyouth unemployment problem and the proposals before us for asubminimum wage.
Finally, Mr. Chairman, I believe that it is timely and appropriatethat this committee conduct hearings to examine the adequacy ofthe current level of the minimum wage. The high rates of inflationover recent years have so eroded the purchasing power of our 11million minimum wage workers that today's minimum wage inreal dollars is nearly 9 percent below the 1967 minimum wage. Theadequacy of the minimum wage is nothing less than a question ofsurvival for these workers and for their families.
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I believe it is timely to structure additional increases in the
minimum wage that would be adequate to compensate for increases
in the cost of living. Therefore, it is my hope that our committee
will conduct more extensive hearings over the adequacy of the
current minimum wage, perhaps in conjunction with hearings over
the findings of the Minimum Wage Study Commission.

Than& you, Mr. Chairman.
Senator NICKLES. Thank you, Senator Williams.
Senator Stafford, did you have any comments?
Senator STAFFORD. Thank you very much, Mr. Chairman. I agree

these are very important hearings and that the unemploy-
. ant among our youth is a very difficult problem for us as a
nation. I look forward to getting some help and guidance from the
witnesses today in trying to meet this problem, and I shall with-
hold further statement and wait for our witnesses' statements.

Senator NICKLES. Very good.
Senator Kennedy?
Senator Kennedy. Thank you.
The supporters of the youth subminimum wage must meet, I

believe, a heavy burden of proof during the next 2 days of hearings
if they are to convince this committee that their proposal has
merit.

In the first place, we will not hear from such groups as the
Urban League, the Leadership Conference on Civil Rights or the
Women's Legal Defense Fund, which represent those Americans
who will be most dramatically affected by a youth subminimum.

Business organizations which have ardently supported the youth
differential in the past are curiously absent from these proceed-
ings.

The results of a number of studies which will have a direct
bearing on our consideration of this legislation are not yet availa-
ble. The first detailed evaluation of the targeted jobs tax credit
program, which provides a larger subsidy to employers who hire
young workers than any of the bills before us, will not be available
until June.

The report of the Minimum Wage Study Commission, which is
evaluating a dozen important minimum wage issues, including the
youth subminimum and an exemption which permits employers to
pay 85 percent of the minimum wage to full-time students, is not
due until May.

It would certainly be inappropriate to report legislation until
these studies are before us and we have had an opportunity to
thoroughly examine their findings.

I note, Mr. Chairman, that in just briefly reviewing the Secre-
tary's statement itself, he points out that the administration wants
to have an opportunity to examine these studies; he points that out
on page 4 of his testimony, drawing the conclusion that the youth
differential issue is currently being specifically addressed by the
Minimum Wage Study Commission, which was created in 1977.
"The Commission has contracted for a number of studies in this
area and will report its findings to the Congress in May." They will
want to carefully review the Commission's studies in this area.

Even on page 2, the administration has not been willing to take
a position on the various proposals that are before us at the pres-



19

ent time. "However," says the Secretary, "I do not believe that wepresently have sufficient information to allow us to endorse aspecific legislative proposal."
So, I would gather that the administration, as well as many of ushere who have expressed ourselves, have a continuing concernabout this problem. But they are not prepared to state a position interms of preference on the various pieces of legislation which arebefore this committee. They are referring us to a number ofstudies.
Many of us on this committee were here at the time when thetargeted tax incentive program was accepted on the floor of theCongress. It was viewed then as an experimental program. And wewere here when we were urging the studies to be done, the resultsof which we will have in June.
So, I want to make my continuing commitment and concern aboutyouth employment very clear. But it does seem to me that we oughtto be hearing the results of these commissions which have beenestablished and are charged to report to the Congress before we areprepared to move on this particular issue.
I am sure that one of the issues that are going to concernthemselves with is the question of who is losing ground with youthunemployment. The information which is provided by the LaborDepartment now shows that for youths between 16 and 24 in thepast years, the employment level for white youths has risen quitesignificantly, while among minorities, it has declined ratherdramatically.
I think it is going to be interesting to find out what a youthsubminimum is going to do with regard to those float lines, whichare rather dramatic over the period of the last 10 years. Is theregoing to be something magic about a subminimum wage that isgoing to reverse this particular line, or is it going to accelerate andaccentuate the lines that heretofore have reflected what youthemployment has been?
So, I am sure we would want to get into that, as well as theenforcement mechanisms under the differential. I think the admin-istration is rightfully pointing out that they do not want to see aloss of the head ; of households or the adult workers. They indicat-ed that they want to make sure that that is not going to be thecase. We are going to be interested in that kind of regulatorysystem, they propose how much governmental interference is in-volved and how much governmental bureaucracy is going to bebuilt into that system, particularly when we read in some of ourNation's newspapers about the resurgence of sweatshops. We seethem on television; they are obviously known to the public and tothe news. We see the expansion and explosion of sweatshops goingon at the present time.

So, what kind of assurance can we have that those who are goingto be involved in the development of this program will not replaceolder workers that are charged to put bread on the table for theirfamilies and that these older workers will not be placed with otherworkers where there is not the whole range of benefits whichwould otherwise be available to them?
Finally, I just want to indicate that I agree with Senator Wil-liams that in any review of the minimum wageand I have been
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on this committee for about 19 years and we have had several
hearings on the minimum wage over a period of that timewe
would have to examine the appropriateness of a recommendation
to increase the minimum wage to keep pace with the inflation that
we are facing in this country.

We are talking about people in this country that are in many
instances living below the poverty line. What we are seeing now is
a reduction of those kinds of Federal programs that were available
to a whole range of individuals who moved out of poverty, moved
into a minimum wage, and gradually began to move up in terms of
employment and in terms of compensation and career possibilities.
Support services for those individuals are being struck down rather
dramatically.

It is going to be interesting to see now what kinds of incentives
are going to be there for individuals to really get off welfare rolls.
We have been wrestling with that issue over a long period of time.
We have seen the minimum wage established, and yet we have
seen the gradual phasing out of other support programs. Those
programs, which have been labeled as benefits to those that are not
really needy, are being either reduced or eliminated at the present
time.

I think we are going to see the real possibility of fewer incentives
for people to go out into the work force than exist at the present
time. but as Senator Williams has pointed out, with a minimum
wage of $3.35, it would have to be raised to at least $3.75 if we were
to keep the same purchasing power for the worker that was pro-
vided with the minimum wage of 1967. So, this is something that I
know we will have to review as well.

Mr. Chairman, there is one final point I wanted to make. This
morning, we are going to hear some testimony that there has been
no evidence that a subminimum would increase overall employ-
ment. We will hear today that even when employers have been
offered a 100-percent wage subsidy to hire young people, only 18
percent have agreed to do so, and that a 50-percent subsidy pro-
duced a positive response from only 5 percent of the employers
contacted.

These studies have been conducted under existing test programs
held in different cities of this country where the full wage of that
traineebecause they wore coming from the background of drop-
ping out of school and lacking in some of the other essential
skillsthey were being given those kinds of essential skills and
were given some kind of training, and their full salary was paid for
for 1 year. The placement level was 18 percent, and even when it
was 50 percent, only 5 percent of the employers participated. The
subminimum is a much smaller incentive.

So, I think we are entitled to hear from those studies as to
exactly what we are getting ourselves in for in terms of employ-
ment possibilities. I reject any suggestion that by raising these
questions, we lack any interest or deep concern about trying to
offer some employment opportunities to the young people.

My own view is that we are either going to have to move the jobs
to where the young people are and provide them with the basic and
fundamental skills as well as the training skills, or move the kids
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to where the jobs are. But we will find out more about that duringthe course of these hearings.
I thank tha Chair.
Senator NICKLES. Thank you, Senator Kennedy.
Senator Hawkins?
Senator HAWKINS. Mr. Chairman, as recent hearings before theSubcommittee on Employment and Productivity demonstrated, thiscommittee is committed to finding a solution to the growing prob-lem of teenage unemployment. The overall problem of unemploy-ment has caused much suffering, but the plight of our teenageunemployed is particularly severe. If we do not assist them now indeveloping the necessary skills, experience, and discipline to enterthe work force, they will continue to unwillingly burden our societyas it tries to recover its economic strength.The minimum wage provisions of the Fair Labor Standards Actwere designed, in part, to protect young workers. But I believe evenSenator Randolph would agree that events and ech.ditions havechanged since its enactment in 1938. The same provisions whichonce protected teenage workers now freeze them out of the jobmarket. The minimum wage has risen to $3.35 an hour and hasbeen expanded to include retail and service tradestraditionally,one of the largest employers bf the young worker and a tremen-dously large employer in the State of Florida.

Although the Fair Labor Standards Act has been amended fre-quently since its enactment, it has never allowed a subminimumwage for all youth in all trades. The rising minimum wage hasforced employers to leave jobs unfilled jobs that could be per-formed by unski. led youth. But because of an unrealistically highminimum wage, many youths are not hired because employers feelthey are not worth paying the minimum wage.
The teenage worker with no experience or industrial discipline isrightly perceived to be less productive and therefore less profitableto employers. Studies have shown that teenage unemployment hasrisen in tandem with the minimum wage. I understand that thegeneral rule of thumb is that for each 10 percent increase in theminimum wage, there will be an accompanying 1 percent decreasein employment among teenagers.
The minimum wage provisions of the Fair Labor Standards Act-ire a classic example of legislation that has not kept pace withsocial, cultural, and economic changes in the United States.The Federal Government enacted minimum wage pi uvisions toprotect the young worker, but because the legislation has not beenamended to keep pace with changes in the workplace, the provi-sions of this act work to the teenager's disadvantage. Any time weplace restraints on the free market system, we must carefullymonitor those restraints to insure that they are not counterproduc-tive.

This committee should carefully consider legislation providingfor a youth differential. Congress has considered many differentmethods of dealing with youth unemployment, but I believe thatthe easing of Federal restraints on the free market system willhave the most beneficial effect of all by providing jobs and jobtraining in the private sector.
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I look forward to studying the facts that will be provided and
developed by this committee, and commend Senator Nickles, Sena-
tor Hatch, and Senator Perry for offering this legislation for us to
consider. I would like to offer Liberty City in Miami, Fla., for a
pilot program, if indeed you need an area to conduct an experiment
for those that feel that we must study this problem to death. I
would like to see a pilot program enacted as soon as possible and
suggest that Liberty City in Miami, Fla., be its ground.

Thank you so much.
Senator Mem, Es. Thank you, Senator Hawkins
Ladies and gentlemen, today we have testimony from 12 or 13

people. Our first guest is Secretary Ray Donovan, Secretary of the
Department of Labor.

You are accompanied by whom?

STATEMENT OF RAYMOND J. DONOVAN, SECRETARY OF
LABOR, ACCOMPANIED BY CRAIG HERRINGTON, DEPUTY AS-
SISTANT SECRETARY, EMPLOYMENT STANDARDS ADMINIS-
TRATION; AND DAVID A. WILLIAMS, ASSISTANT TO THE
DEPUTY UNDER SECRETARY FOR LEGISLATION

Secretary DONOVAN. The gentleman on my far right is Mr Wil-
liams, and Mr. Berrington is directly next to me.

Senator NICKLES. Mr. Berrington s title is Deputy Assistant Sec-
retary for Employment Standards?

Secretary DONOVAN. That is correct, Senator.
Senator NICKLES. And Mr. Williams?
Secretary DONOVAN. He is with Governmental Relations under

Don Shasteen.
Senator NICKLES. Very good.
Mr. Donovan, do you have a brief statement? I would advise all

of our guests that we have requested that everybody presenting
testimony to the committee hold their remarks to 10 minutes. We
will enter all prepared statements into the record. So, if you could
summarize your statements, that would certainly be appreciated by
members of the committee.

Likewise, members of the committee, if we could hold our re-
marks or questions to 5 or 10 minutes, that would facilitate the
number of witnesses that we have today.

Mr. Secretary?
Secretary DONOVAN. Mr. Chairman and members of the subcom-

mittee, thank you for this opportunity to appear before you today.
Your subcommittee is considering a very important issuethe fail-
ure of the American economy to provide jobs for so many of our
young people who are ready and willing to work. This failure
causes great social and economic burdens in our society. This
burden falls most heavily on the poor who live in our large urban
centers.

Minority youngsters are affected in greatly disproportionate
numbers, often during a critical period of their lives when the
experience of extended unemployment can have a long-term impact
on their attitude toward work and society This failure is an
American tragedy that must be remedied.

As I responded to Senators Denton and Quayle in answer to their
questions during my confirmation hearings, I would support a sub-
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minimum wage for youth if it were shown that it would help tosolve this grave problem. Since my confirmation as Secretary ofLabor, I have become increasingly concerned about the extremelyhigh levels of youth unemployment.
I support the concept of a youth subminimum wage. However, Ido not believe that we presently have sufficient information toallow us to endorse a specific legislative proposal. We need todevelop an approach as part of a broad-based youth employmentstrategy which is most beneficial to youth and, at the same time,deals effectively with such issues as adult displacement, enforce-ment, and job creation. We anticipate that the current studies willbe helpful in providing us with this needed information.
Let me highlight for the subcommittee the magnitude and thenature of the teenage unemployment problem. The people we aretalking about, Mr. Chairman, are young men and women in theirlate teens who are recent high school grade ,ter, high school drop-outs, and disadvantaged in-school youth who need part-time orsummer employment. They have limited education and little, ifany, work experience.

Their unemployment rate has remained at an extremely highlevel for many years. In 1980, the unemployment rate for teenagers16 to 19 years old was 17.7 percent. For white teenagers, it was 15.5percent. For black and other minority teenagers, it was an astound-ing 35.8 percent. During the 1970's, the overall teenage unemploy-ment rate ranged from 14.5 to 19.9 percent, while the rate for blackand other minority youths ranged from 29 to 38 percent. Thesefigures present the stark reality of the unemployment problems ofour youth.
Based on the picture presented by these figures, it is obvious thatthe programs which were established in the past two decades toput youth to work have not solved the problem. We need to lookfor new approaches. First and foremost will be the enactment ofthe President's comprehensive program for economic recovery. Inaddition, as this subcommittee knows, I have committed the effortsof the Labor Department to help find answers to the youth unemployment problem. Finally, legislation has been introduced by anumber of Members of Congress and is now pending before thecommittee on Labor and Human Resources on this subject.I know that your subcommittee is considering the adoption of aspecial minimum wage as a means of putting teenagers to work.However, as I have previously indicated, there are a number ofconsiderations that must be carefully examined before the adminis-tration can endorse a specific legislative approach.

We need to consider: one, the effect of various youth differentialson the jobs of adult wage earners; two, the most effective means ofenforcement to preclude adult displacement and youth turnover;three, maximizing the acA itional employment opprtunities availa-ble for inner city youth; . our, the effect of various proposals onpoor families who partially or completely rely on the wages ofteenagers; five, the extent to which business and industry will beinduced to create additional jobs; six, the experience of other indus-trialized countries that have special wages for youth.
The question of increasing employment opportunities has led to anumber of studies relating to the impact of the minimum wage on
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employment. Most studies that have been conducted in recent
years address the effects of an increase in the minimum wage on
employment generally and youth employment in particular.

The youth differential issue is currently being studied and spe-
cifically addressed by the Minimum Wage Study Commission,
which was created by the Congress in the 1977 amendments to the
Fair Labor Standards Act. The Commission has contracted for a
number of studies in this area and will report its findings to the
Congress in May. I will want to carefully review the Commission's
studies in this area.

As you are aware, the present Fair Labor Standards Act provides
for lower minimum wages for certain students and, in most cases,
only in certain industries. The employment of certain vocational
education student learners is permitted at 75 percent of the mini-
mum wage. In fiscal year 1980, approximately 4,500 such students
were employed under certificates issued by the Department.

The employment of full-time students is permitted at 85 percent
of the minimum wage in retail, service, agriculture, or institutions
of higher education under certificates issued by the Department.
Approximately 29,500 certificates were issued to employers in fiscal
year 1980 under which an estimated 495,000 full-time students
were employed at special minimum wages. Approximately 6,000 of
the certificates were issued to restaurants, including fast food es-
tablishments, and about 5,000 to retail variety and department
stores.

As I have indicated above, I am greatly concerned about the
disastrous levels of youth unemployment in our society. What is
needed is a broad-based youth employment strategy that will result
in employers across the country in all industries and businesses
employing young workers who are starting their employment ca-
reers.

This concludes my remarks. Mr. Chairman. Thank you for
asking me to appear today. I will be happy to answer any of your
questions and so will my staff.

Senator NICKI,ES. Thank you, Mr. Donovan. I have a couple of
questions, and I would compliment you and the administration on
your efforts to rebound our economy because I think that is cer-
tainly the area where we are going to find more jobs created for all
people, regardless of their age. I think the admiaistration and
yourself have taken some dramatic and very much needed steps in
the right direction to accomplish that goal.

Do you think, Mr. Secretary, that there are a lot of people,
specifically teenagers in the age bracket of 16 and 17 who are
presently mandated to be covered by minimum wage lawthat are
being priced out of that job of the $3.35 that is required today?

Secretary DONOVAN. I believe that is so, yes
Senator NICKLES. Someone made a study and they said 380,000,

but does the Department have any estimate of how many jobs we
might create if we exempted, say, that particular group from the
minimum wage'

Secretary DONOVAN In the 16 to 17 age group')
Senator Nicict,Es Yes.
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Secretary DONOVAN. I do not know whether we have it thatrefined. That Study Commission whose report is due in May, hasaddressed that; we do not have the numbers.
Senator NICKLES. This study commission that is corning up, do weknow how much that is costing the taxpayers?
Secretary DONOVAN. I do not.
Senator McKim. You have not had time; that is not a fairquestion. I also quoted another study commission; it was Hammer-mesh, done in 1974. I was wondering if we had paralysis by analy-sis by commissions from our government in trying to decide.The crucial point is a fact that you mentioned in your testimony,that we have so many young people who are presently unemployedthat are being priced out of the marketplace and are trying to getjobs.
You mentioned also in your statement that there were x numberof people who had applied and received certificates from the De-partment of Labor concerning student employment, which wouldallow them to have the student differential of 75 or 85 percent ofthe minimum wage. That seems to be a very cumbersome proce-dure to save 25 cents and maybe employ more people. It seems verybureaucratic.
Is that opinion shared by the DOL?
Secretary DONOVAN. It is cumbersome, and that is one of ourconcerns in addressing the problem that your subcommittee isholding hearings on. We certainly do not want to have to put anaddition on the Frances Perkins Building to house the people nec-essary to regulate this.
Senator NICKLES. Mr. Secretary, we have three legislative propos-als before us today. One would exempt persons under 18 and otherswould give a percentage reduction for persons under 20. These arejust three; I think all the members of the committee are certainlyopen to any alternative that we can propose that might open somedoors to young people.
Do you possibly have any other alternatives in the back of yourmind that might help unemployed young people?Secretary DONOVAN. Well, you pointed it out, Senator. The youthunemployment rate follows in direct proportion to unemploymentin general. If we do not solve the economic ills of this countryIam convinced that subminimum wages, although there is someevidence that it will help, is certainly not a cure-all for this, and Ido not think you believe that either.

I just continue to stress that the basic economic package is thetrue answer. In our subcouncils at the Cabinet in the economicarea, we have discussed several proposals. When we talked in myopening staterent of a more comprehensive approach to thisandSenator Kennedy touched on itwe are talking about the enter-prise zones, bringing industry to the hard-core unemployed.As an example, Mayor Koch in his conversations with the Presi-dentand Senator Hawkins has indicated Liberty CityofferedNew York. There are cultural problems and there are structuralproblems there. Even with a subminimum in Harlem, I am notsure all the jobs are there to begin with. So, it is a very complicat-ed and tragic issue and it must be addressed, as we indicated, in amore broad, more comprehensive approach, including possibly our
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block grants under the youth programs that presently exist under
CETA.

Senator NICKLES. Thank you. I have no further questions.
Senator Williams?
Senator WILLIAMS. Thank you, Mr. Chairman.
It appeL ,.s to me that we will be back here with you before we

make any decisions in this subcommittee on a subminimum provi-
sion for youth, in view of your strong statement that the studies
must be considered, and they are due in May, and then there will
have to be an opportunity to review those studies after that. So, I
will be rather brief with my questioning at Un-; time, Mr. Secre-
tary.

Even though you accept the concept of a subminimum wage for
youth, I applaud your sound and thoughtful approach here today.
As 1 understand it you believe that there must be careful consider-
ation by us before we make a decision. Is that accurate?

Secretary DONOVAN. Yes, because there is a feeling that unless
we do something in a more comprehensive way, we will build up
feelings of hope among people who have no hope. Certainly, we feel
these studies, since they have been commissioned, cou.1 throw
some light on what is a tough situation. I do not think there is
anyone here who would disagree that it is.

I think there are many here who disagree that our economic
package offers the only true hope, and I am here to stress that.
IR.', yes, Senator Williams, we need more time to study it.

Senator WILLIAMS. All right. And you certainly have fully ex-
plored the various effects of a subminimum that should be consid-
ered with your six points on page 4 of your statement. I would like
to highlight just one; in point 5 you say, "the extent to which
business and industry will be induced to create additional jobs."

I think it was very dramatic, as Senator Kennedy pointed out,
that even with a full subsidy to wages, there was a very limited
business response. Now, in this area of the subminimum for youth,
what businesses would be interested?

We will have testimony later today that convenience stores are
interested in the subminimum for youth. Some parts of shopping
center activity and grocery stores, I suppose, will be interested. I
think there will be some testimony that service areas, hotels and
motels, will be interested.

Now, everybody is particularly concerned about the exceptionally
high level of unemployment among teenagers who ar city-living
minority youth. I just want to look at this briefly from a situation
that you and I know so well. In one of our major cities, Newark,
there is terribly high unemployment of young people.

When you look at those promising areas of business that a wage
submininium would have appeal to, those business areas do not
exist in any degree in Newark. We know where the convenience
stores are; they are 1,4 ay out there in the suburbs. So far as hotels
and motels are concerned--there is no hotel remaining in Newark.

Secretary DONOVAN. That is correct.
Senator WILLIAMS. In our context, they are out Morristown way

or Paramus way; you know that. I just want to impress the fact
that if we put that subminimum in for that target group that we
are most concerned aboutteenagers and minorities in cities, this
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would be a meaningless gesture toward these unemployment prob-lems.
Of course, I do not accept the principle of a subminimum wage,but if we enact a subminimum wage, these groups of high unem-ployment are not going to be reached at all, or to any significantdegree. Again, we come back to Senator Kennedy's description ofthe demonstration projects, where business did not even take thefull subsidy for youth employment. These are the problems that wewill have to consider.

But do you agree with me that it is a tough problem, if you aregoing to use this kind of incentive to business, to reach the onesthat we are most concerned
aboutcity-dwe'ling minority youth?Secretary DONOVAN. I do agree, and that is why the comprehen-sive approach has to be taken if we are going to make a meaning-ful move in that area.

Senator WILLIAMS. On the other point that Senator Kennedy andI raised of just what inflation has done to the minimum wage itselfand how it has lagged behind the inflation rate considerably, thereis a bill here that would eliminate the minimum wage altogetherfor persons under age 18. What is your response to that kind of anapproach on minimum wage?
Secretary DONOVAN. To eliminate it totally?Senator WILLIAMS. Yes.
Secretary DONOVAN. I am against it.
Senator WILLIAMS. What is your opinion of making today's mini-mum wage more reflective of the worker's needs in terms of anadequate minimum wage for just a basic standard of living?Secretary DONOVAN. If it were not for inflation, the increases inthe minimum wage could be defended. I think inflation has erodedit, like it has eroded your income -11-4:1 mine, and there is the sourceof the probleminflation. Again, I go back to the President's pro-gram, and it is designed to do just that. If we do not, this type oftestimony and these types of questions will just continue.Senator WILLIAMS. Thank you very much, Mr. Secretary.Senator NICKLES. Thank you, Senator Williams.Senator Hatch?

Senator HATCH. Mr. Secretary, economists, manpower specialists,and makers of public policy are frequently criticized for reinvent-ing the wheel, so to speak. As we move into the 1980's, I think youwould agree with me that we would like to avoid that ,sort of anapproach.
Secretary DONOVAN. Yes.
Senator HATCH. For half a century now, since the Great Depres-sion of the 1930's, there has been an intermittent concern withinthe public sector with providing work opportunities for youngpeople. One would assume that through these 50 years, the Depart-ment of Labor has developed a considerable expertise in this areaon these questions: what causes youth unemployment; what, ifanything, can or ought to be done about it; whether or not it isreally a problem, and if so, for whom; what programs have beentried; which ones have been successful and which ones have not,and why

Hopefully, policymakers in the Department have a sense of histo-ry and draw individually and collectively from past successes and

.2-1*7 n -.,1 --
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failures when formulating current policy options. As you know, Mr.

Secretary, there is an historical office within the Department of
Labor. I understand that you are a new Secretary of Labor, so it is
unlikely that you would know about all of these aspects of the
Department of Labor at this point and you will have to get into
them.

But if you do know, how are the services of that office, of Dr.

Jonathan Grossman and his staff, utilized in the development of

policy?
Secretary DONOVAN. As far as the historical causes for youth

unemployment?
Senator HATCH. Yes.
Secretary DONOVAN. Craig, can you address that?
Mr. BERRINGTON. Well, Dr. Grossman's primary responsibility, as

I understand it, is to be a chronicler of the Labor Department's
history, and his book has been widely read by people interested in
labor history and in labor issues in the Department as well as out.

Senator HATCH. Right. Over the years, as the Department has
developed new programs and abandoned others, has there been any
systematic effort at an historical evaluation of each of these efforts,
and what is the current Department policy in this area?

Mr. BERRINGTON. There is continuing evaluation of various em-
ployment and training programs. A thorough one is being under-
taken right now, with the effort to move the CETA program into
emphasis in private sector employment and training.

Senator HATCH. There are all kinds of studies and all kinds of
work in this area, is that right?

Mr. BERRINGTON. There are substantial studies over the years,
sir.

Senator HATCH. For 50 years, the Federal Government has spent
considerable sums and countless staff hours for a variety of youth
employment programs, from the New Deal era Civilian Conserva-
tion Corps through the kaleidoscope of programs in the 1960's and

1970's.
Now, I think it would be useful for the committee broadlyat

least for this Committee on Labor and Human Resources and to
the several subcommitteesto have a careful analytical inventory
of these programs.

Could the Department provide an inventory or a summary or an
analysis, or all three, of the youth employment efforts of the Feder-
al Government since the commencement of the Roosevelt adminis-

tration?
Secretary DONOVAN. Yes, I presume we can.
Senator HATCH. What I have in mind is rather specific: a series

of brief paperswe do not want volumes of workwhich would
include, among other things, the following: One, an historical
sketch of the origins of the particular program, why it was institut-
ed, the views of the Congress and the Department. how it evolved,

and how it was finally terminated; two, a policy analysis of the
program, its strengths, its weaknesses, how successful or unsuccess-
ful it may have been, and I would think that an analysis of the
programs that failed may be equally as important as the analysis

of programs which haze succeeded; No. 3, an economical, statistical
review of each program, how many people were involved both in a
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managerial or supervisory capacity and as program participants;was the program cost effective and, as nearly as one can determine,what was the economic employment impact of the program.Now, I assume, Mr. Secretary, that the Department does notoperate in an historical vacuum and that the data analysis towhich I have been referring would be readily available to currentpolicymakers And in providing information to the Congress, theprimary effort required would be one by us of synthesis, and by theDepartment in helping us.
I would suspect that the historical office at the Department, forexample, could do this rather easily. Would you agree with that?Mr. BERRINGTON. I believe we have that kind of information andthe longitudinal studies at least going back 20 years. I am not sure,going back to the Roosevelt era, that there are similarly sophisti-cated studies that would be available
Senator HATCH. Well, even over the last 20 years, that would bevery helpful, because I noticed that in a recent study by Dr. WalterWilliams, entitled "Government-Sanctioned Restraints ThatReduce Economic Opportunities for Minorities"and Mr. Williamsis an expert on this, being not only an economist, but a minorityperson himselfI note that back in 1954, just 27 years ago, theratio of black males, 16 and 17 years old, to white was almost 1 to1. In 1955, it was 1 to 1. In ages 18 to 19, it was 1.1 to 1; in otherwords, there were more blacks employed than whites at that time,according to this study. In 1955, it was 1 to 1.

In 1976, there were 0.57 to every 100, as I understand it, blacksto whites. In other words, we have almost cut black employment inhalf. So, I would say that the 20-year period would be very helpfulto us in this regard, if these statistics are correct
Senator WILLIAMS. Would the Senator yield?
Senator HATCH. Yes.
Senator WILLIAMS. You know, some 50-year-old history is beingrelived this year; this is the 50th anniversary of the Civilian Con-servation Corps, the CCC. I think you mentioned that as part of thehistory of the response to the need of youth for employment oppor-tunities.
I know that these are happening all over the country; I havebeen invited to a couple of them. Not that I was a member of theCCC, but I have always felt that this was one of our most effectiveprograms, and it was really the first national response. The Secre-tary will remember John Grogan, mayor of Hoboken.

Secretary DONOVAN That is right, yes.
Senator WILLIAMS He used to give me testimony everytime I methim about the meaning of CCC to him and his life; it made him, hesaid. I hear that wherever I go; you meet these people who weresuccessful graduates of this program.
Senator HATCH. Are you suggesting that we have the CivilianConse "vation Corps now?
Senator WILLIAMS. Let us listen to them. At our next hearing,whenever it comes, May or June, when we are considering thislegislation further, Mr Chairman, let us have a couple of gradu-ates of the CCC in here. They would provide us with good history,living history of a successful approach to youth employment.
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Senator HATCH. Thank you, Senator Williams, that is a good
suggestion.

There have been reports by national commissions, blue ribbon
panels, and various assorted task forces. The Department has
funded an impressive array of scholarly studies in the manpower
field and has worked closely with manpower and employment
training institutes associated with universities and State and local
government units.

There have been extended statistical projects which have been
largely publicly funded. These various projects have not been inex-
pensive.

Maybe I could ask your aide, Mr. Secretary, what has become of
50 years of scholarly and professional research dealing with youth
and adult employment and unemployment? Is there not a vast
array of knowledge materials, statistics and scholarly papers of all
kinds of commissions, and so forth, on this problem that needs to
be solved?

Secretary DONOVAN. I am sure there are, Senator, but the demo-
graphics have changed, with movement from farms into cities and
the structurally unemployed in the inner cities. I am sure it would
throw some light on the situation, but the further back we go on
some of those studies, I would presume, the less education we
would get from them.

Senator HATCH. Well, Mr. Secretary, in 1970 the Bureau of Labor
Statistics released a collection of essays entitled "Youth Unemploy-
ment and Minimum Wages"; that is bulletin number 1657. Both
before that time and since, there have been many contract studies
performed for the Department specifically on the subject of mini-
mum wages and their impact.

Now, in preparing the inventory that you have just indicated you
will be happy to provide this committee on this very important
problem, would you have your staff take special note of such mini-
mum wage-related studies, including that bulletin and all of these
other commissions, and so forth?

Secretary DONOVAN. Yes, we will.
Senator HATCH. All right. We would like an inventory of youth

employment and unemployment-related studies conducted by or for
the Department since the commencement of the New Deal. Could
we have that provided to the committee? I think you will find, Mr.
Secretary, that it is a rather long list.

Secretary DoNovAN. Yes, we will, Senator.
Senator HA'"CH. Thank you. Would you include in that inventory

a brief summary of not more than a pagewe do not want to
overburden youof the focus, content, and general conclusions of
each of these studies, together with an indication of by whom the
study was made? Can you do that for us?

Secretary DONOVAN. Yes.
Senator HATCH. Normally, an executive summary is provided of

each contract study, so this ought to be more a question of compila-
tion than of original analysis.

New, one rationale for a subminimum wage or a youth differen-
tial is that it will allow employers to take a chance on less skilled
and less disciplined workers to be compensated in part for the
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employee's lack of skill, lack of discipline, presumed lower produc-tivity, absenteeism, et cetera.
Now, what percentage of the work force currently is inatie up ofminimum wage workers? Does anybody have that at hand?Mr. BERRINGTON. I do not have that data with me; we canprovide that.
Senator HATCH. You will provide that for us?
Mr. BERRINGTON. Yes. Of the nonsupervisory employees subjectto the subminimum wage, 5,555,000 are paid $3.35 an hour or less.Senator HATCH. What percentage of the work force currently ismade up of workers not yet 19 years of age?
Mr. BERRINGTON. Approximately 8.4 million wage and salaryworkers under 20 years of age, constituting 9.4 percent of all wageand salary workers. This includes the 1.9 million 14-19-year-oldswho are in the labor force but are unemployed.
Senator HATCH. Keep in mind that we are talking about mini-mum wage workers and minimum wage work, and we are notcomparing the unskilled entry level worker with the technician orskilled craftsman.
I would like you to compare the worker who is under 19 with theminimum wage worker who is over 19. Could we have those fig-ures?
Mr. BERRINGTON. Yes, we can do that.
Senator HATCH. I think that would be important. I would likeyou to contrast, to the extent you can with the materials you haveand the studies that have been done, their work attitudes, theirability to perform minimum wage work, and other ways under-19minimum wage workers differ from ever-19 minimum wage work-ers. According to some of the studies I see, there are some veryinteresting differences. Would you do that for us?
Mr. BERRINGTON. We can. However, the judgmental aspects ofthat question are more difficult for us to provide than the puredata.
[The following was supplied for the record:)
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Chapter 2:
The Nature

of the Problem

High unemployment among the nation's youth has bet aretauvely permanent feature of the labor market. Over the past decade(1968-1978), unemployment rates for persons 16 to 24 years of agehave averaged 12 percent, triple the 4 percent average for olderworkers, aged 25-54 (see Figure 2-1). Among youth who arc member sof minority groups, unemployment rates have been still higher,averaging 22 percent among nonwhites and 17 percent amongHispanics (data for the latter group cover the last five years mil)). litaddnon, the nonwhite unemployment rate has shown a strongupward trend over the decade, with the result that there has nem awidening gap between the unemployment rates of nonwhite andwhite youth.
Although unemployment has been high among young labor forteparticipants, the proportion of the youth population whit h is em-ployed has been gradually rising. However, this upward movementhas been due to the increasing propensity of white youth to seek andfind work; the proportion of the nonwhite population which isemployed has fallen sharply.
flits In ief review of the data suggests that there are three questionswhit h need to be answered:

(I) Why is youth unemployment higher than adult unemploy-ment?
(2) Why are minority youth unemployment laws so muchhigher, and their employment rates so much lower, thanthose of other youth?
(3) Why have gaps between the experiences of minority andother youth widened over tune?
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This chapter examines what is known about youth labor markets
and, in the process, attempts to shed some light on these thr-
questions. The first section describes the dimensions of the problet

in greater detail. The second section ex nines its causes.

A. The Dimensions of the Problem

1. Indicators of Success and Failure

Many have argued that unemployment rates understate the extent of

youth's labor market problems because these statistics do not reflect

the substantial proportion of youth who have become discouraged

and dropped out of the labor force entirely.1 Others have argued ',hat

the conventional employment and unemployment statistics exag-

gerate their problems.2 They point out that by lad uding many youth
whose primary activity is attending school and who are only inter-

ested in part-time work, the conventional statistics are misleading.'
Furthermore, many young people are unemployed because they are

in the process of exploring tt.e market as they move from school to

work or from one job to anoth..er before settling down into a more

permanent position.4 It is often observed that much yo.ith
unemployment is relatively short term and thus may not create
substantial economic hardship. On the other hand, recent studies
suggest that a rather high proportion of all youth unemployment is
due to a relatively small number of young people who experience

lengthy spells of unemployment.5

Persons who are not actively seeking work because they believe they cannot get a job

because no jobs are available or because they teel some personal (actor would pi eclude

their finding work are considered "discouraged workers," rather than unemployed. In

1978. 250.000 of the 850.00 discouraged workers estimated in the Current Population
Survey were between the ages of 16and 24.1f they had been counted as unemployed, the

youth unemployment rate would have been Increased from 12 2 percent to 13.1 percent.

'For example, see Michael Wachter, "The Dimensions and Complexities of the

Youth Unemployment Problem," in Youth Employment and Public Policy edited by

Bernard Anderson and Isabel Sawhill (New York. Prentice-Hall, 1980).
sin 1978, 68 percent of the labor force participants ages 16-17 were voluntarily

employed part -time (less than 35 hours per week) or reeking part-time work, 29 percent

of the participants ages 18-19 were part-tune, and i 3 pen nt of the partu ipants ages 2(1-

24 wer^ part-time. Within each age group, the unemployment rates of the part-time

and full-time labor force were similar
4In 1978,71 percent of ,heunemplo ed teenagers were new entrants or remnants into

the labor force; 10 percent had quit their last job, and 19 percent had lost their last job

Among unemployed adults, only 35 percent were (re)entrants; 15 percent had quit; and

49 percent had lust their last job
'For example, it was est muted that in 1974,54 percent of the weeks of unemployment

among out-of-school young men were experienced by youth unemployed for more
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Figure 2.1
Labor Force Participation Rates (LFPR); Employment to PopulationRates (EIP); and Unemployment Rates (U) for Older Adults andYoung Adults, Total, White, Nonwhite, and Hispanic, 1968.1978
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Each of these criticisms of the statistics has some merit.' Clearly,
some unemployment is endemic to the school-to-work transition,but
is unlikely to be of serious consequence. On the other hand, some
unemployed youth do become discouraged and leave the labor force
and some have real difficulty finding work and remain unemployed
for long periods of time. Thus, on an individual level, some young
people make the transition to the stable work patterns of adulthood
quite successfully, while others encounter problems Moreover, these
problems may impede success in later years. These longer-term
consequences are discussed in Chapter 3.

It is useful to attempt to identify those groups for whom the
transition years are problematic. The evidence presented below
suggests that women, minorities, high school dropouts and youth
from low-income families are among the groups that are most likely
to have problems with the transition from school to work. We
compare their experiences to those of all young men in the post high
school years. Of course, this is a very aggregate comparison. Within
each subgroup thew are individuals whose experiences ina Ix
considered successful, and others for whom the transition NV.11 S arec
unsuccessful. Moreover, some youth may face MUltlpit' (11(11( ll I ties as

they enter the labor market
When evaluating the labor market problems of these groups, we go

beyond a simple inspection of unemployment rates. We also
considered the extent and stability of employment as well as young
people's involvement in competing activities, such as schooling and
the military. Youth, more than adults, are likely to be engaged in one
of these activities, and focusing on labor force experiences alone
would be misleading. Moreover, these experiences outside of the

than six months. This group constituted only 8 percent of the labor force of the age
group. (Kim Clark and Lawrence Summers, "The Dynamics of Youth ('nemploy
meat." paper presented to the National Bureau of Economic Research Conferem e on
Youth Unemployment, Airlie, Virginia, May 1979.)

An additional possible problem with the statistics relates to the ...ay in which the
data are collected, In the Current Population Survey, the parents (typically the mother)
are asked about the child's labor force actitities. the child is not asked directly A
comparison of results from the CPS with those from the National Longitudinal
Surveys (in which youth report their own activities) indicates that the extent to whit h
young men are working and young women are looking for work, may he untleresit-
mall d in the CPS See Michael Borus et al , "Counting Youth A Comparison of Youth
Labor Force Statistics in the Current Population Surrey and the National Longitudi-
nal Surveys," in U S Department of Labor. Conference Report on Youth l'nentplov-
rnent Its Meanirernent and Meaning (Washington. I) C U S. Department of Labor,
1978). also Richard Freeman and lames Medoff, "Why Does the Youth 1.,thor Force
Atio,or Diller . \c loss 'Nom ks: !Lip(' pits( to«) to ih( Ndoonal litio,lo ol I «mown
Research Conference on Youth Unemployment, Aube, Virginia, May 1979
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'alum market may be impoi (ant because of the,' influent e t i i thefuture course of young people's lives. For example, thei is es Rim( ethat additional years of schooling contribute to, while teenage
pregnancy impedes, success in later years.

Finally, we examine the labor market experiences of y ouch both at apouts in time and over time. This is important Stier vimng peoplediffer not only in their initial positions in the Libm mac krt. but alsoin the paths they begin to follow as they gam expel wine. At thebeginning of their careers, variations between groups may appeinlargely in the form of unemployment rates and whet measmes of
employment stability; fewer differences may be tond nr the wagesthey earn in their entry-level jobs. However, over time valiatios
along all of these tabor mar ket dimensions may met ge, some ma%
move quickly into the more stable, higher-paying jobs associatedwith adult work roles while others may have difficulty lot ming sia Itwork. For these risrns, we also examine sull measures of litho)market success as earnings growth and occupa ial upgiading.
2. The Labor Market Experiences of Youth: Mainstream Patterns
The years between ages 16 and 24 are often termed the "nansitionperiod." Schooling is replaced with job search and lull-timeemploy men t; parents cease to be a primary source of income as "cms it
households" begin to be formed. And, within the labor Ian«. voting
people move from their first entry-level jobs to mote pet minim(
positions tshuir will be held lot several years, 01 possibl% a Income

For mbst youth, this transition period is successful. By age 22-21, Si
percent of all young people have graduated from ingli mho/timid ofthse, 20 pert it base winpirted t allege. 1 his hurt gioupol out gr.Mot (I youth, by ha nig spent added s. ass on ethic anon. ha,
lot lilt d a solid bast fin the st,n i of adult life.

Among those who do not attend college, virtually all young men
ale employed some part of then first year alto le-as aig llool as till
as some part of the ensuing years (Tables 2.1 thimigh 2-3). Mine
important tot them is the Increasing stabil ty of that employ
Between the ages of I8 and I9, they average about 40 weeks of trot k putyear and their unemployment rate is ahoy? that of dur nannn as awhole I ((mew-, by age 22-24, they are averaging aillliPti hill -sc ii
einpiOVIllnt (46 weeks) and their unemployment late is helot' that ofthe nation.'

911 tr 10641 1978 the unemployment talc for 18-19 teat old matte 11101 ...(1t, sitgladtbites ss as 8 8 lien ent, tot 22.21 ye,at olds, it was 5 6 iwt«.ttt ,St six smut 11116 the
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Table 2-1
Experiences of Male and Female Youth

Experience Ind lulsr

Men Women

16-17 18-19 22.24 18-17 18-19 22-24

Unemployed as a Percent of

All Educational Categories

the labor Force, 1978a 190 123 67 17.2 14 7 8 0

Employed as Percent of the Civilian,
Norunstitutional Population, 1978a 399 624 837 37 3 515 65.9

Employed, Enrolled or in the Military
as Percent of the Population. 1978a 936 90.0 903 93.1 77 2 70 8

Percent of Those Aged X in 1977
Who Had Completed High School' 44 691 844 70 76.6 842

Percent of the Civilian, Noninstitutional
Population Enrolled in College' 35 2 19.2 36 2 13 2

floncellege Yeuth

Average Weeks Worked Per Year of 25-26 25.26

Those 16-17 in 1966 (1968 for Women)
and As They AO d 28.6 396 456 218 283 381

Hourly Rate of Pay (in 1978 Constant
Dollars) of Those Who Were 16-17 in
1966 (1966 for Women) and As
They Age° 287 433 6.31 209 3U4 384

Percent Increase in Average Hoyrly
Rate of Pay from 18-19 to 25-26" 459 26 4

a SOURCE. Current Population Survey. October 1976
b SOURCE National Longitudinal Surveys. unpublished data (all NIS unpublished data shown in this chapter were

provided with the assistance of Tura Eisele under a NCEP research contract to Stanley Stephenson)

SOURCE Current Population Survey Series P-20 No. 333, February 1979

d base Is all those who worked one or more weeks dung that year

In these first years after leaving high school, some upward
movement in occupational status begins. Most young men start their
careers by working as unskilled laborers or operatives, or by entering
the military. But by their early twenties, many have already moved

national unemployment rate was 6.7 percent. See U.S. Department of Labor. Bureau of
Labor Statistics, "Students, Graduates and Dropouts in the Labor Market, 1978,"
Special Report No. 215 (Washington, D.C.: U.S. Department of Labor, forthcoming).
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Table 2-2
Experiences of Minority Youth by Sex

Experience indlcaler

MEN WOMEN

Whites Blacks Hispanics Whites tacks Hispanics

le- 18-
17 10

22-
24

10- le-
17 10

22-
24

16- 18- 22-
17 19 24

16- 18-
17 19

22-
24

16- 18-

17 19

22-
24

16- 18- 22-
17 19 24

All Educational Categories

Average Annual Unemployment 169 108 76 400 308 200 272 138 93 171 124 83 41 7 36 5 213 303 166 131 C4
CO

Rate, 1978$
0-101 20-241 6-1111 20-241

Employed as a Percentage of the Civilian, 43 9 66 2 85 5 16 3 40 6 71 4 46 1 81.6 41 6 55 5 67 9 13 7 28 5 52 1 347 508
Noninstitutional Population, 1978b

Employed. Enrolled, or in the Military
as a Percent of the Populationb

93 8 91 7 919 92 1 79 2 79 0 N/A N/A N/A 935 796 724 908 625 600 N/A N/A N/A

Percent of Those Aged X in 1977 Who 44 728 850 3 7 43 8 77 5 30 458 714 72 786 861 58 644 719 48 549 524
Had Completed High Schoold

Percent of Civilian Noninshtutional 375 189 181 178 225 136 368 130 311 119 52 57
Population Enrolled in Collegeb

46



Table 2-2, continued
Experiences of Minority Youth by Sex

Experience Indicator

MEN
WOMEN

in.0

Whites Blacks Hispanics Whites Blacks HIspanics

16-
17

18
19

22-
24

16-
17

18
19

22-
24

15- 18 22-
17 19 24

16- 18
17 19

22-
24

16-

17
18
19

22-
24

16- 18 22
17 19 24

.....

Average Weeks Worked Per Year of Those
16-17 m 1966 (1968 for Women)
and As They Agec a

Hourly Rate of Pay (1978 Constant Della Is)
Of Those Who Were 16 to 17 in 1966 (1968
for Women) and As They Agee

Percent Increase In Average Hourly
Rate of Pay From 18-19 to 25-26C

Noncollege Youth

299

297

419

460

51 8

25-26
470

25-26
698

253

257

343

373

28 2

25-26
428

25-26
479

N/A N/A N/A

NIA NIA NIA

NIA

239 300

207 304

31 9

25-26
373

25-26
401

181

211

24 8

306

159

25-26
39 4

25-26
354

NIA N/A NIA

NIA NIA NIA

N/A

a
SOURCE U S Bureau of Labor Statistics Employment and Earnings Vol 26 No 1 January 1979b
SOURCE Current Population Survey, October 1978

C
SOURCE cauURu National Longitudinal Surveys, unpublished data

d
SOURCE U S Bureau of Census School EnrollmentSocial and Economic Characteristics of Students, Series P-20 No 333 February 1979a
ease Is an those who worked one or more weeks

f
SOURCE Monthly Labor Review December 1978

N/A Not available

L _ ....
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Table 2-3
Experiences of High School Dropouts and Graduates by Sex

MEN WO EN

Nigh School
Graduate

No College

Nongraduits
Not Enrolled

Nigh Schaal
Graduate

No College

Nongraduats
Not Enrolled

Experience Indicator 15- 18- 22- 18- 18- 22- 16- 18- 22- 16- 18- 22-
17 19 24 17 19 24 17 19 24 17 19 24

Unemployed as a Percent of the Labor Force, 1978a N/A 88 56 34 5 17 0 12 4 132 139 70 324 234 197

Employed as a Percent of the Civilian,
Neranslitutional Population 19782 74 0 85 9 914 45 4 731 796 745 689 723 342 384 368

Average Weeks Worked Per Year of Those 16-17 in 1966 25.25 25.15 25.25
(1968 for Women) and As They Age b 419 392 469 343 404 4328 229 303 409 186 224 298

Hourly Rate of Pay (in 1978 Dollars) of Those Who Were 25.28 25-25 25.25 25.25
16-17 in 1966 (1968 for Women) and As They Ageb 2 87 4 45 684 287 409 521 207 316 407 209 265 319

Percent Increase in Average Hourly Rate of Pay from 18-19
to 25 -26b 536 27 3 28 7 198

a SOURCE Corr:. P u aeon Survey Ottotor 1978

SOI;Rt c She '1 L ,'; 1.nal SUI'VelS Jipdbhs^Pd Ja/a

C Base 1,. A 4 1 one Of more weeks du, ^9 me /ear
N/A Ir3

At.
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into professional or managerial occupations or into the skilled
crafts.'

Finally, as a result of both the progression of occupational status
and the gains which accrue from work experience, the real (inflation-
adjusted) earnings of young men who do not go on to college rise by
about 46 percent in their first seven years after leaving school.

3. The Labor Mr-ket Experiences of Youth: Other Patterns

Women
The problems that women encounter during the transition years
begin appearing in the statistics at around age 18. (See Tables 2-12-
3.) Before that age, they are just as likely as men to be enrolled in
school or employed. Also, women are much more likely than men to
be high school graduates by the age of 18 or 19 althougn men catch up
to them in educational attainment at a later age.

Within the labor force, women have somewhat more difficulty
finding work than men. Both at ages 18-19 as well as at ages 22-24 the
proportion of unemployed women is greater than that of men within
each race (or ethnic) group and among high school graduates and
nongraduates alike.

But the greatest problem women experience is with the wages they
earn. In particular, noncollege women begin their work career
receiving hourly wages that are about 75 percent that of men and over
time this wage gap grows; when they are 25-26 these women are
earning only 61 percent as much as men.

Part of the wage differential may reflect woe ien's lative lack of
experience. After leaving high school women work fewer weeks per
year than men. Further, the proportion of women who are employed
declines over the transition years due mainly to their increasing
family responsibilities. But another part of the wage differential is
due to the differing occupational distributions of men and women.
Women begin their work careers in a different set of occupations than
men and as they age, men experience greater occupational upgrading
than women.9

'About 50 percent of the noncollegt young men begin their work careers as
operatives and unskilled laborers, but a little over 15 percent are already employed as
craftsmen. By their mid - twenties, the proportion working as operatives and unskilled
labor has declined, to 42 percent. the proportion working as craftsmen has doubled,
and 7 percent are in professional and managerial jobs. (National Longitudinal Surveys
unpublished data which exclude college youth )

'In contrast to the occupational distribution of men at age 18.19over 80 percent of all
noncollege women are in clerical. service or operative occupations. By their mid-

46
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Minorities
The labor market problems of today's youth are panic ul.uly seven'
among members of minority groups. The problems the expel len«.
are evident in all of the labor market indicators shown in "I able 2-2

At age 16-17 comparable proportions of white and M111011(V stuith
are either employed, enrolled or in the military. However , .tt ages 1 14-24, minority young people are less likely to he involved in one in mine
of these activities. In particular, the schooling measures indii ate that
proportionately more whites than blacks or Hispanics complete high
school and enroll in college, with Hispanics being the least likely to
graduate from high school,

Once in the labor force, minority youth have a serious nioblem
finding jobs. The unemployment rate of black males is at least Iwo
and one half times larger than that of white males of the same age.
The unemployment rate for Hispanic males is also significantl
higher than that of white males, but is less Ohm that of tlteu ht it
counterparts. Among women too, the unemployment sate for
Hispanics is much larger than for whites, but less than that of bla(ks.
For both sexes, differences in the employment to population r altos by
race or ethnicity tell the same story as the unemployment tales.

Among the noncollege youth who do work, at each age him 10
average fewer weeks of employment per year than whites. l'hey also
earn lower wages at every age (although the disparity is not vets
significant among teenage women) and the growth in earnings
between the ages of 18-19 and 25-26 is twice as large for whites as it is
for blacks.t'

While minority youth today clearly have a disadvantaged nosi t.on
relative to whites, along some dimensions the situation is howl than
it was a decade ago. First, the wage gap between blacks and %% lines is

twenties, women have experienced little upgrading: while 8 percent are in pitiless,: nal
and managerial ranks, at age 25 or 2G. 80 percent are still employed as mjs rattses.clerical or service workers. (National Longitudinal

Surveys unpublished data %nullexclude college youth.)
10Econoineutc research which adjusts (or other differences between the two gimpshas found an insignificant difference to the hourly wages of 18.19 sear-old lam k and

while men At the same time, all annual earnings differential exists. tt Ili, hug: Ili
greater employment instability of black men. Among 20-2-1 veal-old men Ian i,. vt I it
found to earn significantly wss than whites on both an hoilili acid ail Atwood lusts
Richard Fireman, "Economic Detel umlauts of Geographic and 11,411%1111m1 1 111,,,t",,
in the Lalxir Market Position of Young Persons.- paper pieselitetl to Iht Nation II
Bureau of Economic Research Conferenceon Youth llnemplosim nt Ali lit \ it g iota
May 1979

he wawa, him k smith incise a small( wage nu lease osei st ih.
labor market appears to he due not only m their less frequent, but also ittilii it slower
movement out of low-wage, lowskill robs For example. at age 18-19 about 20 pelt

S2-1S7 0 -M1- -4

;J (,l
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much reduced, at least among those at the beginning of their careers.
As important, there has been a significant increase in the proportion
of blacks who are completing high school as well as attending
college."

High School Dropouts
Along most of the dimensions reported in Table 2-3, school dropouts
fare worse in the labor market than graduates. At every age (and for
both sexes) nongraduates have unemployment rates from two to three
times those of graduates. Also, dropouts arc much less likely to be
employed than are graduates, although the differences between
graduates and dropouts in average weeks worked per year are not as
large as the unemployment rate differential.

Among those who work, the wages of graduates and dropouts differ
little at age 18-19; for example, male dropouts earn 90 percent as
much as male graduates. However, the percentage increase in hourly
rates of pay is considerably larger for high school graduates than
dropouts. By the end of the transition years, there is a substantial
wage gap between the two educational groups.

Youth from Low Income Families
Finally, Table 2-4 provides lata on noncollege youth who come from
economically-disadvantaged families.12 These figures indicate that

of white men, but 90 percent of black men, are working as unskilled laborers. By the
time youth are in their early twenties, this figure has already been halved for whites. but
among blacks little change has occurred. It takes black men until their mid-twenties for
significant upgrading to appear By that age. the proportion of black men employed as
unskilled laborers has fallen to 20 percent, the proportion found among whites at age
18 (National Longitudinal Surveys unpublished data which exclude college youth.)

"In 1967.56 percent of black 18-24 year olds completed high s hixil 411(123 permit of
them attended college. A decade later, in 1977, two-thirds of them went on to college
While the proportion of whites who complete high school is greater than that of blacks.
among those who do graduate, equal proportions subsequently enroll in college. File
increasing enrollment rates of black youth seem to be one of the reasons for their
declining employment to population ratios (see Figure2.1), since black youth tend not
to attend school and work simultaneously If black youth were not attending school at
their current levels. their employment-to-population rates would be considerably
higher than they are at present, although still below those of whites See Paul
Osterman. "The Employment Problems of Black Youth: A Review of Evidence and
Some Policy Suggestions," paper prepared for the National Commission for Employ-
ment Poll( y, July 1979

'rile relative paucity of information on this group is due to the fart that official
(Current Population Surveys) data on income are collected for households and not, as
Is important here, for parents of youth Since over 90 percent of the 16-17 year olds live
with their parents. for this age group household income is a reasonable proxy for
parental economic status However. the proportion of youth living with their patents
declines substantially with age, making household income a less reliable family-
background indicator for the older age groups The data from the National
Longitudinal Surveys in 1 able 2-5 use parents' income
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Table 2-4
Experiences of Noncollege Youth From Economically Disadvantaged and Nondisadvantaged r amines by Sex

MEN WOMEN

All
Nondlsadvantaged

Family

Oludvantagsd

Family All
Mondlaadvanbuld

Family

Oludvanlaged

Family

Experience Indicator 16- 18- 25- 15 18- 2 5 - 16- 18- 25- 16- 18- 25- 16- 18- 2 5 - 16- 18- 25-
17 19 25 17 19 28 17 19 26 17 19 28 17 19 21 17 19 28

Unemployment Rate. 224 N/A N/A 185 N/A N/A 355 N/A N/A 256 N/A N/A 178 N/A N/A 299 N/A N/A
March 1978a

Employed as a Percentage of the Civilian, 356 N/A N/A 400 N/A N/A 245 N/A N/A 304 N/A N/A 354 N/A N/A 189 N/A N/A
Noninstautional Population, March 1978a

Average Weeks Worked Per Year of Those
16-17 in 1966 (1968 for Women)

cand As They Agee
286 396 456 297 418 467 266 364 446 218 283 381 248 313 381 177 243 384

Hourly Rate of Pay (in 1978 Dollars)
of Those Who Were 16.17 in 1966 (1968
for Women) and As They Age b

286 433 631 295 492 713 255 352 479 209 304 384 2 13 316 407 1 91 291 3.50

Percent Increase in Average Hourly 459 451 359 264 287 203
Rate of Pay 'ram 18 19 to 25-26C

a Suk.c. c ,, en; P ) ',i011 Survey Ma '7 '178 the income cutott used to define a tamny s economic stags is la, percent qt the as Lower Living Standard
b SOus, c Na.,cnal Loin Surveys unpubioned data The income cutoff Lis d to define a family s economic stat.o approco-..es the 8:5 Lower LivIng Stanaaro fora family of tot.r
c Ba,e 3 In tr, , ,v ,.., , No,.c.: Jr e seek or more during that year
N A % 3I 1
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even at age 16 to 17, there are substantial differences in the employ-
ment experiences of low-income, and higher-income, youth. For both
men and women, the unemployment rate of the disadvantaged is
almost twice that of their more advantaged counterparts and low-
income youth are also less likely to be employed in these early years.

As important, these young people begin their work lives earning
less than nonpoor youth and they fall further behind as they age.
Among men, in particular, coming from an economically-disadvan-
taged family seems to be associated with even greater wage problems
than leaving school early.

4. Summary

The fact that women, minorities, high school dropouts, and youth
from low-income families have various labor market handicaps
should be no surprise. It must also be remembered that these are
overlapping categories and that youth who belong to more than one
of these groups experience particularly serious problems.

If there is any one indicator which might be used to judge the
relative seriousness of the problem for various groups of young men,
it might be annual earnings at age 25-26. This indicator tells us who
concludes the transition years reasonably successfully and who
concludes these years with a deficit, either because of low rates of pay
or unstable employment. Table 2-5 shows that, among the various
subgroups of men, blacks and those from low-income families have
the lowest hourly rates of pay, with high school dropouts not faring
much better. Blacks have the lowest annual earnings because they
work fewer weeks per year.

Estimated annual earnings is a less satisfactory indicator for young
women, since they may voluntarily withdraw from the labor force or
work fewer hours because of family responsibilities. For them, hourly
rates of pay are better measures for assessing their transition years'
experience. These data (in Table 2-5) show that even the most
advantaged subgroup of women, white females, averages an hourly
rate of pay below that of the most disadvantaged male subgroups
(blacks and those from low-income families).
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Table 2-5
Estimated Annual Earnings at Age 25-26 of Noncollege

Male and Female Youth From Different Subgroups

Group Hourly ma
at Pay

Average Weeks
Worked a

Estimated Annual
EarnIngsb

All Men. aged 25-26

White

Black

Hispanic

$ 6 31

698

479

N/A

45 6

47 0

428

N/A

S11 509

13,122

8 200

N/A
High School Dropouts 5 21 43 2 9 002

From a Low-Income Family 4 79 44 6 8 545

Ad Women, aged 25-26 384 38 1 5,852

White
4 01 37 3 5,983

Black 3 54 394 5,579

Hispanic N/A N/A N/A

High School Dropouts 319 29 8 3.802

From a Low-Income Family 350 38 4 5,376

a Base is all those who worked at all during that year
b

Estimated annual earnings , hourly rate of pay4 40 x average weeks worked per year The assumption that allsubgroups work 40 Nun a week IS made for calculation
Clearly, this is not the case and this assumption

overlooks addition,' differences between these subgroups All figures are staled in terms of constant (19181dollars
N/A Nol available
SOUPCE National Longitudir at Surveys of Young Men and Women, unpublished data The data for young men artfrom the 107E L'rvt y and for women from the 1977 survey

B. The Causes of the Problem

1. Overview

-nits wction pun ides a Capsule review of the lea'sons %%11% some %owl]
are especially likely to have ptoblettis in the ]shot mai k( i H I Ile
particular focus is On Lifietirlifloymetat although, w hoe t yuble. he

15Aii ember Colaniission briefing impel by Carol Iiisciinis fl17r4, !no% Id( . anextensm. .niter of the literature on ibe t ansec of youth initinplin nil tit '-nilim 'lin ni
papers and interim reports to the (:ominicsion by I'lliall And( pain Ronald I Int film litRaritan ill VIIIAll. Rf111(li Nlane and tbilstoplivi 11'incliip, Paid r t..ti limn] andMedlar I 1Var Inter weir also pain 111.114 use( ill I he Ander NO11. 1.'1111).111 NN All( I
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other labor market problems described in the preceding section are
also considered. As noted at the beginning of this chapter, in
discussing unemployment there are three basic patterns that need to
be accounted for: first, there is the high rate of youth joblessness
relative to that of older workers, second, among youth, one must
consider the higher rate of joblessness experienced by minorities;
finally, there is the question of why the gap between black and white
youth joblessness appears to have widened in recent years.

To anticipate the polity analysis that begins in Chapter 4, the
factors likely to lead to unemployment are organized into three
categories: (I) those that are associated with a lack of jobs, (2) those
that affect the employability of youth, and (3) those that involve
problems in matching young `nb-seekers with existing job vacancies.
At the outset, it -hould be p. out that these problems interact,
complicating the analysis an the development of appropriate
policies.

2. Lack of Jobs

Introduction
A lack of jobs for youth may be due to (1) inadequate total demand,
(2) discrimination, or (3) various structural imbalances, such as a
decrease in the kinds of jobs typically open to youth relauye to the size
of the youth labor force Each of these factors may co.i n ibute to youth
joblessness, low wages, or both. One can envision employers ranking
job candidates in order of attractiveness. The total number of jobs
determines how far down III the queue they go. Of course, how youth
come to be disproportionately at the end of the queue involves then
own characteristics," as well as employer behavior One way that a
young person could make himself or herself more attractive to
potential employers is to offer to work for lower wages. However,
legal and social floors on wage rates, as well as youth's own
preferences, limit the use of lower wages as a market clearing device.°

Inadequate Total Demand
In one sense, an insufficient number of jobs can always be given as a
(dine of youth unemployment: as long as job opportunities can be

papers were prepared as background for the Commission and American Assembly
cospoasored Assembly on Youth Employment, in August 1979. They will be published
in Youth Cmployment and Public Policy edited by Bernard Anderson and Isabel
Sawhill

" "these characteristics will be discussed in the section that follows
''The role of minimum wage legislation is addressed in Chapter 5.
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expanded, youth employment will nu tease and )(null unemplmment will decline. For exami,le. during the four-%eal pmodfollowing the last recession (197511.197910, when the aggregate
unemployment rate denied by 3.2 percentage points, that of
teenagers fell by 4.2 points. Hy role of macrommonne poll( As .1
means of increasing youth employment and reducing south
unemployment 15 examined in Chapter 5. The e idel( c re% iew eel
there clearly demonstrates that youth employment, and espe.41,1111
black youth employment, is highly sensitive to -Tregate eronoinie
conditions (the business cycle)," lilts suggests mat when jobs are
available, youth are there to take them."

Discrimination
,Although it is difficult to measure, discrimination is soil an
important source of labor market problems for innun lots gen, rail\ ,
and especially for those who are young. Dist r ninnation agalust
women tends to take the form of Occupational segregauon and low
earnings: their unemployment rates are not 'midi highei than those'
of young men.

Clearly ntu discrimination can occur below young (r(TII ( we(
the work lore e." Out concern here. bowel, er, Is Is uh the,' r\pc111.111cs
in the LINN market, where discrimination ran isnli ut less
employment, lower earnings, of both, for equally quahhed 1111110111svenni].

Since the early sixties racial earning, ddleremrals among moth
hate narrowed signifuantls At the same tune, lito%r %(t 111
rwernpH)rnent law differential has risen Ilse reasons tot they
opposing trends are not well undo stood. One possible eNplant ion is
that equal oppot hint leg,151,111011 has resulted m
wage discrimination and emplm mem disermunation " I hat is

6Se(. terna11, (Mal, (979). James I (.1( ken and Robert Flanagan '1 rs
mem poll( se Re% re% Icsuc,- (Washington, I) (: Cowl( 11 (if p column(
1979). War lner In Anderson and Sal...11111(1980), SmItli ,11 "Rri ilid Iii
nylovment nl 1)eniogr.t, Gimps." Brookings l'apers (to [(mown( , ;so.
(197)), Paul ()%terumn (July 1979) See also Stanley Friedlander, I ttemplo\,,, ttt mthe l'rban Core An Analysis of Thirty Cities with t(ewmoto,14,10,01, (70,ork Praeger, 1972)
"Also we the discussion later Ill this (11.11)1C1 under 4111' heading II illiniorrWolk
"For .44) duals 5(5 of tile black cam-annual I'Xpellril(C III (1115(011110 Itohli

Af !nor: tN Frduratron and ( acre I lie Ameriran System in (irn((( tItH,,,,
(New lark Aradern( Press. 1978)

'9,tee ui partir tilar 111r (11%115%1011 III Robert. J on the su,11,11 I iluRacial I 'nempluyment 1)111(nual Amervan twumplu ,ickm rip
Proceedings, Vol 66, No 2 (Mal, 1976)
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equal opportunity legislation or social pressures force employers to
provide equal pay, then discrimination may increasingly take the
form of not hiring minorities instead of paying them less. While it is
unlikely that employers are more prejudiced than in the past, it is
possible that they have substituted one form of discrimination for
another, thus accounting for some of the widening disparities in the
employment prospects of minority and other youth.

There is evidence that discrimination is an important explanation
for the current disparities. Research has found that holding constant
those factors known to influence the employment prospects of all
groups (such 35 geographic location and previous experience),
minority youth are more likely to experience unemployment than
whites. For example, one study of young men (16-21) in low-income
areas found that almost 50 percent of the black/white unemployment
rate differential was attributable to race.2° Further, approximately 90
percent of the differential between Spanish-speaking and white
young adults appeared to be due to ethnicity.2' The presumption is
that these differentials are due to discrimination, although there may
also be some unmeasured differences in productivity not easily
captured in the analyses.

A substantial proportion of unemployment rate differentials has
been attributed to age. 22 However, to some extent (especially air Ong
men), age is a proxy for the number of years of labor force experience.
That is, the older the person, the longer the time he or she has had to
learn about how the labor market operates and to gain on-the-job
training. Thus, it is almost impossible to specify what portion of
youth/adult unemployment differentials is due to age per se (age
discrimination) and what part is due to the effects of previous
experience (legitimate differences in productivity).

"Duane E. Leigh and V. Lane Rawlins. "Racial Differentials in Male Unemploy-
ment Rates. Evidence from LowIncome Urban Areas," Review of Economics and
Statistics, Vol. 56, No. 2 (May 1974) Osterman had similar findings 55 percent of the
difference in the average annual weeks of unemployment between blacks and whites
could not be explained by differences in their personal characteristics See Paul
Ostermm, "Racial Differentials in Male Youth Unemployment,- in U.S Department
of Labor, Conference Report on Youth Unemployment: Its Measurement and
Meaning (Washington. D C. U.S Department of Labor. 1978) Sec also. Robert
Flanagan. "Discrimination Theory, Labor Turnover. and Racial Unemployment
Differentials." Journal of Human Resources, Vol. 13, No 2 (Spring 1978).

71Leigh and Rawlins. This evidence should be taken as indicative only since the
sample sue for Spanish-speaking youth is small

"Lei gh and Rawlins compared theeffect of being 16-21 versus 22-34 years old among
whites. blacks and Spanish-speaking men Their findings indicate that controlling for
other factors, 43 percent of the age differential in unemployment rates among whites is
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The major problem with the research to date is that vs lute
employers apparently do differentiate among workers on the hams of
age, race (ethnicity), and sex, ire know little about the process tiN
which this differentiation takes place. The information which does
exist strongly suggests that there are wide variations tit lining
standards and that subjective evaluations of job appht ants inas lx clw
rule." These hiring procedures may effectively exclude minorities
and women from certain job. even in the absence of «msciocis
prejudice on the part of employers. A sufficient condition tot
exclusion exists when employers do no more than exercise then

'natural preferences for those with similar backgrounds, salues and
lifestyles and use recruiting networks consistent with these
preferences. In addition, there is the possibility of statistical
discrimination. That is, employers may base their hiring clot isions
less on the background and qualifications of the individual. and menu
on the presumed characteristics of the group to which he or she
belongs." Prohlems stemming from this form of discrimination mils
be compounded by occupational stereotyping. Employers may view
only some ;obs as "appropriate" work for women, men. %%hues.
blacks, Hispanics, or young people in general. If vacancies exist for
other positions, employers may not consider h iring a person from the
"wrong" demographic group."

Structural Imbalances
Another set of explanations for high youth unemployment, and the
widening differential between black and white youth in pal tic ulai,
focuses on a growing imbalance between the types and locations of
available employment on the one hand and the qualifications and
locations of youth on the other.

One hypothesis is that joblessness among black youth is related to
associated with age; among blacks. 46 percent; and among Spanish-speaking persons,55 percent

IsDaniel Diamond and Hrach Bedrosian, Industry Hiring Requirements and the
Employment of Disadvantaged Groups (New York. New York University, S( hool of
Commerce, 1970). E Lynton et al., Employers' news on Hiring and 7-rattling (New
York Labor Market Information Network, 1978); Oswald Hall and Ric hard (-alum,
The Study of Albertown. Occasional Paper 1 (Toronto Ontario Eimioniii t aunt il,
1977).

I4For example, if youth in general are viewed as having high turnover rate%, I hell an
individual young person may not be hired for a rob which requires a great deal of on
the-job training. See E, Anderson in Anderson and Sawhill (1980) for a iris( mcion of
this problem for black youth,

"It should be noted that we also know little about the occupational desires of mum;
people and the extent to which they place restrictions on the occupations this will
accept.
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the fat t that they ale dispioportionately located in central c 'ties where
few entry-level jobs are available. Fhe empu 'cal evidence suggests,
however. that residential location is not a major facto' in explaining
either the relatively high rate of joblessness among black youth or the
detenoration in their relative position. It has been estimated that if
the black population had been relocated to match the residential
distribution of whites, the black teenage unemployment rate would
only have been reduced by about 5 percentage points in 1978 (from
40 5 to 35.1 percent)." In addition, there is no evidence that the
subui banuation of employment oppoi tunnies between 1960 and
1970 had any significant impact on black youth employment. 1 his
may be due to the simultaneous movement of jobs and white youth to
the suburbs, which gave minority youth in the city an oppoi tunny to
capture a larger share of the t, mauling pool of jobs 27

On the other hand, the labor market problems of black young men
do appear to be related to the changing industrial structure of the
economy." Young men of both races are dispiopoi nonately
concern' a ted cei tam industi ies and thew Indust' les have
experienced either no gross th or only sluggish growth the past
decade As the relai lye number of youth jobs has declined, young men
have not moved into other sec s of the economy. Instead, it appears
that white youth have been capturing an increasing share of a rather
stagnant pool of Jobs.

One important change affecting black youth more than white
youth has been the decline in agricultural employment. In 1960, 15
percent of all black teenagers were employed in this sector but only 6
percent of white teenagers. By 1970, the proportion of this age group
engaged in agriculture had declined to about 4 percent for both racial
groups.

it has been argued that the rapid growth in the size of the
youth cohort, and in the number of older women and undocumented
workers in the labor force has worsened the employment prosper is of
young people. An increase in the size of the youth cohort might
leasonably be expected to influence labor market opportunities
Wages may be depressed, making alternative activities, such as
schooling, relatively more attractive. Also, to the extent that

r"Employment and Training Report of the Prestdrnt, /978, p 73.
2"see Paul Osterman. -Black and 'White Youth Employment A Cross Sertional

Analysis. (Roston Regional Institute for Employment Polio, June 1979)
"See Osterman (June 1979). Robe!' Mare and Christopher 'Winship. "(.hanges in

Rice Differentials in Labor Force Status.- paiwr prepared for the National
Commission (or 1. mpioy ment Polity. De( enitx.r 1979
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employers do not view youth and adults as substitutable at Mt
prevailing wage St ales. the shale of youth who ate (mph is ids ill bm
adversely affected Recent lesealch has indicated that the population
bulge of the youth c ohm 1 has had a negative impact on the peimiimige
of youth employed while simultaneously increasing the pet( culages
unemployed in school and engaged in other non-urn Let at lit tiles

Whether older women workers and undocumented wol Let s .111rt
the labor market for youth depends largely upon the decoct. tm is 1th
these gimps are substitutable for young people. amid thus in
competition with them rheie is little direct evidence on this issue
Recent work has indicated that in the manufacturing set kn, tilde,
white women (25 sears or older) do appear to be substitutes bit %midi
(1.1-21 yea' olds) and that unless there is a decline in the cost of hn mg
young people. some displacement will occ ur." flow( y't t, we do not
know which youth older women are replacing.5' Also. the degree (m1
substitutability anumg these vanous groups in stators otnl than
Inanta. hiring has vet to be estimated."

fhe possilnliti of competition between undocumented is ( n kri s
and youth can only he inferred. Studles on the china( tel Isnc s of these
workers have dealt almost mutely with those from NrIexu o (little is
known about the non-Mexican gi (nips). These studies suggest that
undocumented workers ale in their late twenties. plcdominanth
male. i)oorly educated (the great majority with less than six it
s(hoolmg), often fannwokets from rural aleas, and mint nincalls
motivated. In the 1 S. they are generally employed in lois mg
low-skill jobs." A:I of this would suggest that undo( 11111(111(1i
wotLets may be displacing youth, pat tic ularly young men. I Iowe%t i.
the sue of the elle( t is not known, largely because their ale no tellable
estimates on the number and location of undocumented tvt Lei

29See r511( had (Vaditer and (.1imingsoo Kim, 1 one Set les (31.111w)% in 1 omit
Joblessness." paper piesented at the Nattonal Bureau of Economic Reseal( lion 1 moll
lin(indloyment. Antic. 'irginia. :slay 1979

"I)aniel 11.1:11 otnesh and lames Gram. On Employers subsiiue tt oikets of
I)ifferou Ages. Races and Sexes, and IVItat Does nits Imply fill I at), Volt/ ;
paper prepared for She National (cumin...tun) for Employ meal l't 411 5.0( totter 1979

fi Eli% existence of (Kt tipahonal segtgation by sex suggests that (41(1(1 %srnnen sue
111051 likely in displace younger W001(11

'7Researttu turreuils under% ay for the NCE.P by Daniel 1 Linn tonsil and 1.1t
Grant should shed some I igli«m Sus issue I hen final nix,' is expo ted at h ot 19)01

Cornelius. "Illegal :sligtation to the United SIMI', Rut ill Ft, Si,u. 11
Findings. IN)jus !mph/alums and R(.51..11 I 11 Priorities' (Callibt not n.
Institute of I et tin/dogs. 1977), hut e
(Washington. 1) (. (A11go...4(mA Rescauh 'Net sit (. 1977)

"INS repot ts ludo au that the mann Its of undo( timented is °I lois my to tit ',tooth
west 1 losseset it must IN' noted that INS data ate not lipid St nt.int of du total
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3. The Employability of Youth

Introduction
While there is uncertainty about the relative importance of various
factors that affect employability, there is general agreement that
together they can seriously reduce the likelihood that youth will be
successful in the labor market. The factors considered here include:
lack of education as measured by years of schooling or basic com-
petencies, lack of work experience or training, and "poor" attitudes.

Educational Competencies
The literature on the determinants of earnings strongly supports the
commonsense observation that people with more education receive
higher pay. Controlling for other factors, college graduates fare better
than nongraduates, and high school graduates fare better than those
without a high school diploma. The reasons for :he relationship
between education and earnings are still in dispute. One possibility is
that education enhances productivity and that higher earnings reflect
this greater productivity. Another possibility is that education simply
signals other characteristics about people. For example, it may be that
intellectual ability and motivation are responsible for a youth both
completing high school and earning high wages.ss

The nature of the relationship between education and unemploy-
nien r. is even less well understood. The literature on the determinan ts
of unemployment ir.,ong noncollege youth has not produced
consistent findings. As indicated at the beginning of this chapter,
high school dropouts tend to have much higher rates of unemploy-
ment than graduates; but after adjusting for other differences between
the two groups, the relationship is less clearcut. While some research
has indicated that a diploma raises the probability of obtaining a job,
other studies have found it has no effect and still other studies have
found that a high school diploma assists young white men but not
members of other demographic groups.36

undocumented population. Increasing numbers of altens from other nations than
Mexico are also entering different parts of the U S particularly the northeast and
midwest. Thus, in addition to the southwest. large concentrations of undocumented
workers apparently can he found in New York City, Maine, Detroit. and in the San
Francisco Bay area. Recently, there has been a relatively rapid expansion of this group
in other major urban areas from California to the Connecticut-New Jersey area as well
Flits expansion reportedly is centered in manufacturing and in the service fields,
particularly hotels and restaurants.

" I his issue is taken up again in Chapter 6. in which educinion plow-din experiem es
related to youth employ ithilits me rey iewed

"Resedn hers who found that a high school diploma loyseis the probability of
unemployment Are Jerome Johnston and Jerald Binh:min. the Transition from I figh
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In any case, it is difficult to argue that a la( k of st hoolilig is
responsible for the deterioration in the employment pros! it.«s ofminority youth since their educational attainment has been lising
rapidly. Between 1970 and 1977 the proportion of the population,aged 25 to 29, with a high school degree increased from 66 to 87
percent among whites and from 38 to 74 percent among blacks lt is,of course, possible that achievement among minority yntnit (asdistinct from attainment) lags behind that of whites and that thisdifferential is partially the cause of their current emplos inertproblems. Still, there is no evidence that differences in achievementlevels have widened over the decade and thus explain the worsening
employment situation of minority young people.37

Work Experience
A.nong noncollege youth, being employed while in school isassociated with a lower probability of unemployment during theperiod shortly following school attendance." Several explanationsfor this have been proposed. Through employment while in si Iiool.
young people may acquire useful skills or learn about the "world ofwork"how to behave and how to dress for a Job interview. I'lle
may also gain references which reduce a potential employer's hiringrisks, or establish a network of Job contacts which is useful when full
time, full-year employment is desired. Finally, it has been suggestedthat young people who work during their school years may simply bea more ambitious and highly motivated group and that their later
employability reflects these particular personal characteristics ratherthan their previous employment. Recent research indicates that the
School to Work. The Work Attitudes and Early Occupational Experiences of I oungMen (Ann Arbor. University of Michigan Institute for Social Research, 1973) SOW Ofthe research which found no effect on unemployment of a high school diplomamt ludcs Leigh and Rawlins; Herbert Parnes and Andrew Kober). "Libor MarketI. xperiem e on Non-College Youth A Longitudinal Analysis." in f win School toWork Improving the Transition (Washington, 0 C' NCMP, 1976); and StanleyStephenson. 1 he Fransition from School to Work with Job Sean Ii implications." inU S Department of Labor, Conference Report on Youth Unemployment ItsMeasurement and Meaning, (Washington, D.C. U S Department of Labor. 1978)Results which (littered by demographic group were obtained by. fo; example. PaulAndrisam. York Attitudes and Labor Markel Experience, (New York. Praeger Press,1978)

"James P Smith and Finis R Welch, "Black -White Male Wage Ratios 196) -70,"Arneru an f ronornic Review, Vol 67. No 3 (June 1977) See also the discusslini inChapter 1)

"Johnsiini and Bar hman, I. 'leen Appelbaum and Ross Koppel, I hi' Impai I ofWalk Attitudes Formed Pilot io Labor Market miry on ihe pti1( t'SS of Faris I .ileaMarket Attainment, in Andii5.1111 ( PO) Stan Ill Stephenson I he Shim KinEmployment Conserriii es of Work k xperieme While in Schixd. paiwi piepao d forthe National (a oninissum lor I- i 111/101 Mem Policy (December 1979)
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explanation may be even more straightforward than the above
hypotheses would suggest. Namely, youth who are employed part-
tune during the school year typically move into full-time positions
with the same employer after they leave schocl."

Within the already- experienced labor force of young men, years of
job tenure are auportant in reducing the likelihood of unemploy-
ment w hen the national unemployment rate is rising and layoffs are
in( un ing throughout the economy.4° Indeed, the lac k of senior ity
among young people is oue of the reasons for the cyclical sensitivity
01 their unemployment during economic downturns. Howes er, (len
when the national unemployment rate is low and few layoffs are
occurring, it appears that job tenure does not reduce the likelihood of
a layoff among young black men.4' One reason is that black youth are
concentrated in occupations and industries which even in "good
times" provide unstable job opportunities. In fact, a considerable
part of youth labor market problems arises because the jobs youth
(and especially minority youth) hold are disproportionately low skill.
Sin h jobs require little investment On the form of recruitment in
training costs) on the part of employers, and employees feel free to
quit, knowing that another "dead-end" job will be easy to find. Thus,
work experience may be no protection against unemploy inent if it
does not involve on-the-job training.

Attitudes
mployers, whether or not they are looking for workers with special
skills, do want then employees to have certain attitudes and work
habits. Such characteristics as a neat appearance, a respectful
demeanor, an Interest in the type of work a him is doing, and a
general alertness arc found to be unportant in the hiring decisions of
employers.42 As reasons for not hiring youth, employers frequently
cite imm...urity, instability and high turnover." Of course, it may be
that a s lc mus circle occurs. youth are confined to low-paid, dead-end

viSle1) ho5on11)(1ctulx.t 1979) 1 Iii Imiglertt) elk( Is ( )(1)»liwor k vdille in i(11(x)1,lie
(1)4 itssrd in (.11,tptcr 3 Sin %es s of firms (hr mill( ate dim experirm ir, pant( illarls, in ihe
Sallie of .1 related ()sr upaiion, IS a preferred r haracicrinn among job appluallIS See
I)alin mil and Beilrosi,in

"johli Glass», "Dimensions of l'otith Lneinplostnent.- in I.' 'I Dcpartaneni of
I.,,Ix,r (,arerr rhreilwIds, Vol VI (1V.1%11111g1011, I) (. 1' % 1)cpartmcnt of Labor )
Ow 'man ( 1978)

"I holdgdo (Sli ms; 1978' ,

'1 ,1)1»» I I .11 P.IIII ()%11'1111,111 1 ot1111 1..11»,1 Markt I Snumirc,' No 2h (liosion
iio%lon I no( 1%11% I)( 1).110111.111 of 1 ((moon( S. No%( inhcr 1(178)

oln.nnowl and Ily(lioshin, I S Itnicao of I .111o1 11,111SIRS, ) (milt Uriemithqmoit
and ,Ilowntim 11 ago.. liullelitt 107 (1V.ishingiott, I) (. I' % (.mcitilticlil Fuming
()111«, 1970)
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jobs on the grounds that they are too insponsible and unthable cutskilled ones. When they ate then absent, of quit in disgust, the( ni be iscomplete; they have woven then unreliability.
Al ternatnely, it may he that employer pm.ptum, of south

behavior are latgely accurate and that the kinds of jobs youth luddreflect their own pi (Arlen( es. Fot the 111()St pat t, unbutdened hsfamily responsibilities, young people may choose a Idesty he thatmaxonires leisure time, working primarily because they Irti11111
Income lot specific purposes, because they ate urged to do so In t lu
parents or bec ause they value the social interaction. A( col ding 14) flitsview, youth pass through a "moratorium period" which twin alb,subsides as they mature."

While It is c 'car that employers view young applicants stilt somesuspicion, there is little direct evidence on youth attitudes. 1 hatwhu h exists suggests that the view of youth as uncommitted .111dunreliable workers is overstated. Controlling for the occ upations uiwhich people are employed, there are virtually no diffelem es by .1ge
to absenteeism nor in views on what makes a job attuu Ilse I inInstance, both yowl' adults "desue to do meaningful things."want intellectual stimulation." and "a chance fingrowth "4; At the same tune, those who operate youth pi ogiams uithe held «insistently wpm that young people are more moniated 14%the wages or stipends they receive than by any othet as:wit 01 this nemployment

Willingness to Accept a Job
One of the icasons suggested for unemployment among youth is then
unveil I tngness to accept employment at thegoing wage. According totins view sonic proportion of youth unemployment is "volumats"
because available jobs are ejected

The willingness to accept a job offer depends hat gels' upon Ow
attractiveness of the offer (e.g., wages, working conditions ;Ind
prospec is for the future) compared to actual or petcened Amin('
oppol tunnies. An individual's estimate of the worth of tits cu hetalternative uses of time is called the "reservation wage

"Paul Osterman. "1 he Strut use of the 1 abot Nlarket for lining Mt Bus', aiBosun' t 1)epat intent of k I 01101111( 5, undated)
"Poi unfit sit the lescart h in this tura sec And' 'sant (14781, Sue Its its manhietnitlm,tnent and (Aleut- Edit( anon Reasonable 1,41 tations, Pithitt l'Itt26, No 1 (Wintei 1,178), atilt Palm ta Mittel and Swum. Du (null Hi illsiik'aut tit %%min', in I' s ?department of I Jinn, Stil;piemeritarl

Cfirdelerffe nelliphlymetti lit Alentl(teltlelli and ,Iloming (1% ,1,11111,!),.,,t, t S it.ittint tit tot I alx)I 1978)
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unemployment may occur if their reservation wages are higher than
the wages they can actually command in the labor market.

Empirical evidence on the reservation wages of young people is
sketchy at best. One kind of evidence which supports the contention
that unwillingness to accept a job is not a major source of youth
unemployment is that youth typically take the first job they are
offered. One study found that 78 percent of successful young job
seekers took the first job offered."' Another study found that 90
percent of both black and white male job seekers took the first job
offered and tl at the reservation wage of youth adjusts downward the
longer they search for work." These studies, however, are based on
limited samples and their general validity has not been established.

On the other hand, there is some evidence that young people's
reservation wages, as manifested by their occupational aspirations,
may be too high. One study found that 59 percent of young white
males and 52 percent of young black males aspire to professional or
technical careers, while only 15 percent of all employed males work in

these fields."
There is also limited evidence to support differences in attitudes

between minority and white youth toward the acceptance of
lowpaying menial jobs. One study reports that the wage expectations
of blacks aged 16-19 were 15 cents per hour higher than whites of the
same age and more than 30 cents higher than what theN 'led at their
last job." As one author described the situation. "But for the inner
city black youth with high aspirations and real doubts about his

prospects in the labor market [low-wage] jobs are very easily viewed as

'deadend,' offering the spector of a permanent position at the bottom
of the social order.""

Reservation wages may be high too because of the existence of
alternative sources of income. Employment in the subeconomyfor
instance, fencing stolen merchandise, hustling, pimping or

"Osterman (November 1978), see also Hy Ian Lewis et at Improving Employment
Opportunities for Female Black Teenagers in New York City (Washington. 1) C S

Department n( Labor, Employment and [raining Administration. 1977)
4/St.mlev Stepliensim. "1 he Economic s of 1 midi lcib Sean h Behav lirineu. of

Economics and Statistics, %al LVIII, No. I (February 1979)
"John Grasso and John Shea, Vocational Education and rraming Impatt nn

1 outh (tkrkele,, flie Carnegie Council on Policy Studies in Higher Fducatum. 1979).
see also Andrew Silk, Is It Me or the SN%tetn) I he Ain his Avner of 1'owh
Lnemplciymeni." Internal Repeat, Edna NIc Connell (;lark Foundation ( November
1978)

"Paul 1) Flaim and Paul M Rsscavage, "Lowering Youth Unemplos mem How
M1tuch and At What Cosi)" in S Department of Labor, ( on fere WY art 1.(tittis

t'rloriploriterit Us Measurement and Meaning (1978)
"F. Anderson in Anderson and Sawhill (1980)
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trafficking in drugsis one such source. It has been suggested that
the subeconomy is a major source of income for young men ill in ban
centers."

Welfare and other income maintenance payments arc a sewild
source of income that may reduce the willingness of youth to i% in k.
While relatively few teenagers receive unemployment benetits,s2
teenagers may be affected by the transfer payments available to oil lei
family members. The evidence on this issue is mixed. One study
found that increases in nonearned income reduce work iglu' t among
20 to 24 year old men and women by only small amounts." In
contrast, a study of the Seattle and Deliver income maintenain e
experiments found significant reductions in work Mott among
youth who do not head families and these reductions were 'elated to
the receipt of income transfers."

4. Labor Market Transitions

One reason that youth have higher unemployment rates than adults
is simply because theyare more likely to be new entrants to the labor
force and to move frequently among employers before settling down
into a more permanent career. In 1977, for example, about 70 percent
of unemployed teenagers but only about 40 percent of unemplo)ed
adults, had recently (re)entered the labor force. Also in that year about
one-third of 16-24 year old men, in contrast to about one-quarter of
older men (25-44), worked for more than one employer. Still, a spell of
unemployment need not accompany labor force (re)entry or job
changing. A person out of the labor force may hear of a job and
become employed without ever having actively sought work. In
addition, there is evidence (cited below) that many workers move into
the labor force and between employers without becoming unem-
ployed.

A major part of the black/white differential in unemployment can
be traced to the difficulty that minority youth have in making suc-

"Paul Rullo( k, Acptroison 113 Opportuntiy,"Carrert" m the Inner (.111; (Attu At bin
Instutue of Labor and Indusul.d Relations, 1972).

57111 die Ma) 1976(aurcui Populauou Sur%ey, Only 10 pcoeutof intetoplin mem mo-
o( -s( ho)l wale leetiagrs were irpoord to be re( ming U113C113131111 131(.111 131,113.111( eIilefos

"Stanley NLISINA .113(1 In 333 (.arlinkel. I- cilmatmg the l.ahor Suppl% 1 th,I% of
Ith ome-Matntename iitterhatives (New fork Academic Press, 1977) 1 his stud% was
based on the 19h7 Soors of hollowtt ()pporlifolo and die 1972 Paw 1 Sloth 411
Iii( /1111" I)} 11.11131( S

"RH hard W West. Ilse Welk of the Seattle anti 1)enver /morose ,Ilatrohramr
xperimenic nn the I ahor Supply of Emmg Nonheadi, pap im.toll (1 lou thr l S
Deparolunf of Ilealill, 1. dor alum atul %Velfale (June 1978)
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cessiul transitions, either into the labor force or aetween employers.
Black youth are less likely to find a job without active search; that is,
they are less likely to move directly from being out of the labor force to
being employed. Also, while black youth are no more likely to quit a
job than whites, they are more likely to quit into unemployment.
Finally, once unemployed, young blacks spend a longer time than
young whites searching for work."

Whether a young person becomes unemployed, or remains
unemployed, depends in part upon the amount and quality of the
labor market information that he or she has at hand. Clearly, even if
youth have no employability problems, they must know where and
how to look for work. There is good evidence that minority youth and
persons from low-income families tend to use job search mechanisms
that differ from their white/nonpoor counterparts. They rely more on
formal mechanisms, such as want-ads and public employment
services; by contrast, white youth and persons with higher incomes
use "informal methods," such as contacting employers directly or
asking friends and relatives about available opportunities.% At the
same time, surveys of persons and of firms indicate that the most
effective means of looking for work is by direct application to the
employer or by contacting friends or relatives.57 Of course, simply
altering the job search methods used by minority and low-income
youth will not necessarily be sufficient to reduce their unemploy-
ment. Certainly the use of friends or relatives, for example, is only as
effective as the knowledge of the labor market that those friends and
relatives have.

Some portion of the unemployment differential between age
groups, and within the youth population between the races may also
be attributable to young people's lack of occupational information.

"See Osterman (1978), Ronald Ehrenberg. "The Demographic Structure of
Unemployment Rates and Labor Market Transition Probabilities," paper prepared (or
the NCEP (February 1979), John Antos and Wesley Mellow, The Youth Labor Market
A Dynamic Overview (Washington, D C: U.S. Department of Labor, 1978); Kim Clark
and Lawrence Summers, The Demographic Composition of Cyclical Variations in
Employment (Washington, D C. U.S Department of Labor, Office of the Assistant
Secretary of Policy. Evaluation and Research, 1979)

"For example, in the National Longitudinal Surveys, 16 percent of black young men
but 10 percent of whites use a public employment agency, and 40 percent of the whites,
but 22 percent of the blacks contacted employers directly (U S. Department of Labor,
Career Thresholds, Vol 1 [Washington, D C.. U.S Department of Labor)). See also,
Leigh and Rawlins, Bullock. Osterman (November 1978)

"See Harvey Hilaski, "How Poverty Area Residents Look for Work," Monthly
Labor Review, Vol. 94. No. S (March 1971), National Chamber Forecast and Survey
Center. "A Survey of Federal Employment and Training Programs, (Washington,
D.C. U S Chamber of Commerce. 1978)
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Employers indicate that they prefer to hire people ulio lime some
basic knowledge and interest in the type of work for whit li (bey are
applying. Employers also indicate that young people base miscon-
ceptions about alternative occupations." National survess of %ouch
report similar findings: young people have little undeistanding of
various occupations, the job tasks embodied in them and then
educational requirements. The problem is particularly smelt. milt mg
black youth.59

But the extent to which a lack of occupational information is
responsible for unemployment problems among youth has not been
determined. Researchers have not found that better occupational
information reduces the likelihood of unemployment and theme is
only sketchy evidence that it reduces the duration of the job search
per

5. Conclusions

At the outset of this chapter three questions were posed regarding
unemployment among young people. Why is their unemploviimit
rate higha than that of adults? Among youth, why does the minority
population experience greater problems than the white population
and finally, why have the racial differentials in employment and
unemployment been worsening over the past decade? The csnlnte
on these issues indicates that there are no simple answers to these
questions.

Whether one wishes to stress preparation for work while in scluxil
or access to jobs later on, it is clear that not all youth are likely to
experience difficulties. Many young people make the transition to
adult roles quite successfully; a substantial proportion of %omit
unemployment reflects their movement from school to work as well
as their natural tendency to move from job to job. But some south
unemployment is also the result of the failure of the economy to
expand sufficiently to absorb all new entrants into the labor force To

"Set., for example, Lytton et al
lq.)n an occupational information test that was administered, 44 percent of the white

male high school graduates received a high score, but only 12 percent of the bias k men
received such a score Among female high school graduates. comparable figures for
white and blacks were 45 and 22 percent, respectively; U S Department of 1 Abor,
( (peer 1 /sreshobis, Vol I. S Department of L atxtt. Years for lion 1,.I II
(Washington. DCUS Department of Labor, 1971) See also Phyllis Wallace.
Unemployment Among Black Teenage Females an Urban Poverty Neighborhoods
(Washington, DC US Department of Labor, Manpower Administiation lane
1972)

S Department of I-ibor, Career Thresholds, Vol III (Washington. 1)1, S
Department of Labor), Parties and kohen
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the -xtcnt that existing jobs arc reserved for their Incur bents on the
basis of senioi ity, the problem of absorbing new entrants is inten-
sified

The rut tent expel tenet. and lin:tor-teal it ends loaned lot minot ity
youth are no ally understood. 0 ,er the past several decades there has
been a confluence of events that seems to have affected their litho'
market position. nisi, part of the widen:ng employment gap between
back and whuc youth is chic to the inc icasing ntunbN of lilac k youth
who are enrolled in school. In addition, Mete have been shifts in the
industrial structure of the economy that have clinunated jobs in
which minority youth wet e disprol>ortionately employed. This trend
has Lcen exacerbated by an increasing supply of white youth (and
possibly older women and undocumented workers) from whom
employers could also choose their new workers. Concomitant
increases in legal and social minimum wages, along with fear of
being found in violation of antidiscrimination laws, may also have
made cmploytrs increasingly reluctant to hire black youth. Finally,
the aspliations and expectations of black youth may have been
increasing at a more rapid pace than their qualifications.

As with these long-term trends, there appears to be no one cause of
the employment difficulties of today's minority youth. Relative to
their whit,. counterparts, these young people have educational
deficits They also do not have access to the inforinal contacts which
help people secure good jobs. Finally, problems of discrimination
continue. Subjective evaluations play an important role in hiring
decisions and it appears that similarly qualified minority and white
youth are not treated in a similar fashion.

fi,9
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Senator HATCH. I have a lot of other questions for the Depart-
n ,..,-,t, and we certainly appreciate you, Mr. Secretary, taking time
from your busy schedule to be here. We appreciate the cooperation
that you hive given to this committee in the past and we know
that you will be very helpful in the future.

You 1-.ave indicated that you feel that you ought to wait until the
Co-.-.-_.aission makes its report. Can you tell me about what percent-
age of the workers in this Nation are unionized?

Secretary DONOVAN. Somewhere between 24 and 26 percent-
well, he is saying it is as low as 20 percent. The latest Bureau of
Labor Statistics figures on union membership was 22,698,000 in
1978. That was 24 percent of total employment at that time.

Senator HATCH. As low as 20 percent. Some people pointed out
that the Commission itself may be somewhat overweighted towards
that particular point of view, so I hope you will take that into
consideration as well.

Secretary DONOVAN. We will take that into consideration.
Senator HATCH. The Chairman of the Commission himself has

never varied from that point of view, as I understand it, and at
least three others of the seven-member Commission have that par-
ticular point of view. So, I world like you to take that into consid-
eration along with everything else that we are asking here today.

Is it possible, Mr. Secretary, to perhaps have a report back to the
committee within a relatively short riod of time, so that we can
proceed with further hearings on this matter and continue to see
what we can do to resolve this serious problem of youth unemploy-
ment, and especially black and minority youth unemployment?

Secretary DONOVAN. We will do it as quickly as possible. We
recognize the seriousness of it.

Senator HATCH. Could you give me some indication of the time
frame? Could you do it within 6 weeks?

Secretary DONOVAN. I do not know the size of the workload to
fulfill your request, frankly.

Senator HATCH. What is your estimate of it?
Mr. BERRINGTON. If the question refers to the Labor Department

activities as opposed to the Minimum Wage Study Commission, I
suspect that the compilations that you requested can be done
within that period of time, and we can certainly make a good start
on the more analytical pieces that you have requested.

Senator HATCH. Well, that would be beyond the time when the
Commission should have its report back. Why do we not make it 2
months, or thereabouts, and give you some extra time?

Also, what I would hope is that we could have a report back to
the committee of the findings and conclusions of your Department
and yourself, say, within the next 2 months. Would that be possi-
ble?

Secretary DONOVAN. Yes; that is adequate, I believe.
Senator HATCH. If you need any more time, we will be happy to

certainly work with you on that.
I have a number of other questions, but my time is up. Thank

you.
Senator NICKLES. Thank you, Senator Hatch.
Senator Kennedy?
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Senator KENNEDY Would you include in that report the number
of man-hours or woman-hours it took to do the report and also its
cost to the Labor Department.

Senator HATCH. I am sure that will be minimum, compared to
what it has been in the past for others.

Senator KENNEDY. We have heard a lot about Government pa-
ralysis by analysis and I think we ought to find out, in terms of the
request, what it is going to cost the Labor Department to do that
and over what period of time.

Senator HATCH. Would the Senator yield for a question?
Senator KENNEDY. Well-
Senator HATCH. Just for one little, tiny comment?
[Laughter.]
Senator KENNEDY I will yield.
Senator HATCH I tend to agree with Senator Kennedy. We have

too many commissions and too many studies, and they cost the
taxpayers an awful lot of money. Most of them have occurred over
the last 50 years. Frankly, we have just blown so much dough
around here tying to figure a solution to a problem that is really
relatively easy to figure out, and that is that our youth are getting
killed in this country because we will not look for new ideas. That
is the problem.

Senator KENNEDY When you are doing the review, perhaps you
will take a look, Mr. Secretary, at Senator Williams' bill that
addressed the problem of youth employment last year. It was en-
dorsed by the Republican Policy Committee in the House of Repre-
sentatives. I think there were only 50 votes against it in the whole
House of Representatives; it had strong bipartisan support there,
and strong bipartisan support on this committee, as well.

But given the time frame that we were faced with here in this
committeeand I was not here during much of that period of
timethat there was a decision made that we were not going to
consider it until we had an opportunity to consider the submini-
mum. That was the position of a small group -f individuals on this
committee and in the Senate.

But what was adopted in this committee recognized, I think, one
of the very important points which you have underlined and which
I would agree with, and that is the complexity and the difficulty of
this particular issue and that there are no easy, quick answers.

H. L. Mencken said that for every complicated problem, there is
a simple. easy answer and it is wrong. I think you correctly stated
here this morning that before you were prepared to embrace any of
these concepts, you recognized the difficulty and the complexity of
these issues and you were going to make sure that you get the best
existing analyses, as well as the reports that are already onstream.

In reading through this report, we see that after hours and hours
of hearings on the problems, we are discovering many reasons for
youth unemployment.

But just ilLthe introduction and the need for legislation:
What lies beneath the statistics is a matter of even more critical concernthe

stark reality that many unemployed youths lack the proficiency and basic skills in
reading and writing and computing They are also unprepared in attitude, habits
and training to enter the work place Employer after employer cited the lack of
adequate training for a boo, insufficient instruction in the basic skills, and the
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absence of a responstbk. attitude as major reasons for a aluthlul persons failure in
a job setting

Then it continues to try to address those issues
It seems to me that it would be worthwhile, for your own under-

standing, and perhaps for all of us on this committee, to review
and look back at what was recommended in the Youth Act of 1980,
which I think would have moved us much further along toward
trying to deal with some of these flow lines and trend lines which
are measured on a chart, but are also measured in enormous
human tragedy and loss and despondency and crime and other
factors.

So, I, as Senator Williams, would be interested in some of the
particulars that you have raised here with regard to enforcement
and how you would ever expect to establish that kind of a mecha-
nism. Also, what it is going to take to assume that there would not
be the displacement of the okler, more skilled worker, by substitut-
ing a younger worker for a head of a household who is attempting
to provide for the members of his family.

You have indicated that you were not interested in building
another wing to the Labor Department there with additional bu-
reaucracy for this enforcement.

But I do not know what thoughts or what ideas you have about
how you plan to structure that kind of a program. Do you want to
comment or would you prefer to wait until you have a more specif-
ic recommendation?

Secretary DONOVAN Well, when we talk about the enterprise
zones, I think that is a hopeful concept. It is something we are
giving attention to, bringing the jobs to the people. I think that is a
block grant approach to some specific training for specific jobs,
where they exist.

Senator KENNEDY. Have you had an opportunity to visit some of
the training center sites at all?

Secretary DONOVAN. I have not as yet, no.
Senator KENNEDY. I would hope perhaps that you might.
Secretary DONOVAN. If I could ever get off the Hill, I would.
[Laughter ]
Senator KENNEDY. Touche. Well, since we are going to have a

period in which this issue will be addressed, I would hope you
would have an opportunity to visit those sites.

The Ambling County Skill Center in my own State of Massachu-
setts actually received a Labor Department award for both the
placement and the maintenance of jobs for school dropouts and the
types of profiles that are measured in this chart that I showed
earlier They are combining with the industries, with the schools,
church groups, and community organizations, and working in a
training atmosphere t.,,-, give individuals both some of the basic and
essential skills and training skills.

I am impressed that some of the members of this committee
Senator Quayle and othershave indicated that even in their con-
cern with budget restraint, they do feel that the training aspects of
the CETA program should be given attention, priority and support.

I would hope that at least some time before you come back, you
would have a chance or an opportunity to do this We have several
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excellent ones in my own State and I am sure there are others, but
I would certainly hope that you would have that opportunity.

There is a recent study by the National Center for Jobs and
Justice that estimates that 2.3 million workers are being illegally
paid less than the full minimum wage at this time because of the
Department of Labor's failure to enforce the current law.

I am wondering if you are familiar with that statistic and that
problem, and what the Department is doing about it.

Secretary DONOVAN. We do not know where they got that statis-
tic. If it is true, enforcement should be much stronger, but I do not
know where they got it and neither does Craig

Senator KENNEDY. Well, I referred earlier to the Times story
about the working conditions in the garment industry, where thou-
sands of undocumented workers are employed in sweatshop condi-
tions and paid rates substantially below the minimum wage.

Is this a problem or is it not a problem?
Secretary DONOVAN Craig?
Mr. BERRINGTON It has been a problem, quite clearly.
Senator KENNEDY. It has been or is?
Mr. BERRINGTON. It is a problem, and the Department has oper-

ated special target enforcement programs in the garment district
in New York and we would intend to do that as the need arises.

Senator KENNEDY. Well, can you give us a little bit more infor-
mation? I mean, what have you found? How many investigations
have you made; what is the status of the investigations? What is
the magnitude of the problem?

Mr. BERRINGTON. We can provide specific data for the record,
surely. But in general terms, what we have found is that a large
number of these workshops do not even keep good enough records
for us to make a judgment as to whether the minimum wage has or
has not been provided.

However, we have brought legal action against dozens of them,
which we believe is beginning to have an impact, though in no way
will it resolve the entire problem in that garment district or others.

Senator KENNEDY. Well, it is my understanding, and it certainly
would be indicated in the reports, that these sweatshops are operat-
ing openly in the garment district. They are continually doing that,
and I am just trying to find out what the Department is going to do
about it

Secretary DONOVAN. Well, if they are operating openly, they
certainly should be addressed and closed down Craig indicates that
there is a special task force; I am not aware of it as yet. But if it
needs beefing up, we certainly will do that

The word "sweatshop" sometimes leaves a lot to be interpreted.
If. by that, you mean they are being paid under the minimum,
certainly they are breaking the law and they should be prosecuted.

Senator KENNEDY. Well, I am trying to get some sense of the
urgency felt by the Department itself and how they feel about this
problem. These allegations and charges indicate that they are oper-
ating openly' that they virtually are equal to the kind of sweat-
shops that existed in many parts of the country 20, 30, 40 or 50
years ago. You know, there are hazardous conditions and dangers
with regard to fires; very significant exploitation of child labor law
regulations and other violations of the law.
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We have seen it on television; we have read about it in the
newspaper. We have had estimates by at least one study, and I will
make that available, Mr Secretary, that there are more than 2.5
million workers now being paid less thar the full minimum wage,
in clear violation of the law. That exists today, and I am just trying
to find out about your sense of indignity about this.

Secretary DoNovAN. I am very indignant, but this did not all
start in the last 5 weeks, i trust, since we came here.

[Laughter.]
Senator KENNEDY. That is right, and so I am interested in wheth-

er ou are doing something about it.
retary DONOVAN. We have and we will, and if it means

strengthening it, we will, sir.
Senator KENNEDY. The fact of the budget cuts in terms of your

own Department, how will that reflect the effort to respond to
enforcement?

Secretary DONOVAN Are you talking about reduction in force?
Senator KENNEDY Yes.
Secretary DONOVAN. It is, in my view, frankly, a very minor

reduction in force. We have 23,0e0 employees and there is a reduc-
tion of about 1,200 across the board and across the country. It
should have no effect, and I am convinced that there is a need for
more productivity and efficiency in this Department and it can
more than make up for that reduction in force.

Senator NICKLES. Senator Kennedy-
Senator KENNEDY. My time is up. Just a last comment on this

subject, if I could.
I would like to ask, when you do come back here, that you give

us a report on at least the nature of this particular violation of the
law and what the Department is doing about it.

[The information referred to follows:]

COMPREHENSIVE INVESTIGATIONS BY THE WAGE AND HOUR DIVISION OF THE U S
DEPARTMENT OF LABOR

The Wage and Hour Division of the US Department of Labor has conducted
comprehensive investigations of the often publicized sweatshop conditions which
PXI he New York City garment manufacturing Industry The Wage and Hour
Diy :s responsible for the enforcement of minimum wage and overtime stand-
ards. child labor regulations, and related recordkeeping requirements of the Fair
Labor Standards Act as these standards are applied to the garment industry in New
York City As a means of detecting violations of these standard, a Chinatown strike
force was established which targeted the garment industry for the focus of a
concentrated enforcement effort

The Chinatown strike force was initiated in February 1979 and resulted in over
100 invef,tigations Of these. 12S disclosed ..Iolations of the FLSA Eighty-five sepa-
rate civil injunctive actions %ere filed in US District Court Two civil contempt
actions were also tiled against Chinatown firms previously found in violation of the
Act alleging failure to come into compliance Violations of the minimum wage.
overtime. child labor, and recordkeeping red roments were found The widespread
recordkeeping violations made It difficult to detecmine the amount of back wages
due employees Even so, 57+2.000 was found due 207 employees Compounding the
problems encountered as a result of recordkeeping violations, the Chinese workers
in the affected firms µre reluctant to speak with investigators They feared em-
ploye, reprisals, expec.ally the loss of their job

Other concentrates, enforcement efforts have been utilized in areas of the country
and in industries w rich are known to be in frequent violations of the labor laws
The garment Indust % a, the target of strike force operations in northern New
Jersey, Brooklyn. the Bronx, and Los Angeles The Los Angeles strike force effort
began in March 19s0 Aire than 60 investigations were conducted with monetary
findings of $(;:,;..,111111 dia. nearly 1,100 employees Employers initially agreed to pay
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nearly $100,000 in back wages with the rest being sought through litigaLam by the
Department Suits were filed against five firms seeking to permanentl% enjoin them
from future %ailations of the FLSA

Other strike force efforts have been undertaken in Houston, Dallas Fort Worth
Miami, Eastern Massachusetts and along the East coast incolmg such industries as
restaurants, manufacturing, construction, hotels and motels, and agriculture A
Farm Labor Contractor Registration Act strike force was Wired effectively as an
enforcement tool along the East coast resulting in more than $1 million in recom-
mended civil money penalties and back wages found due A concentrated enforce-
ment effort has recently been concluded in Miami with $1 $ million in underpay-
ments and 41 2 million in agreements to pay Another effort is currently underway
in the garment district of New York City This will serve as a follow -up to our
original involvement in that industry during fiscal year 1979 and early 1IN)

Concentration of enforcement activity by the Wage and Hour Di, ision is specific
geographic areas involving targeted industries has proen to be cost effective and
extremely productive Although the garment industry has received considerable
publicity, other industries hate also been found to have widespread violations of the
ELSA Over Sf; > million has been found by strike force teams in the two years that
this enforcement tool has been used Well over million has been returned to
employees with additional restitution forthcoming as a result cf litigation activity

the Department

Senator NICKLES Thank you, Senator Kennedy.
Senator Quayle"
Senator QUAYLE:. Thank you, Mr Chairman First of all, I want

to commend you for holding these hearings and searching for alter-
natives to the youth employment problem that we have in this
country.

Mr Secretary, reading your statement and listening to your
answers to the questions, I understand that you are definitely not
going to take an:' kind of a position until after this Minimum
Wage Study Commission r?port comes out in May as far as a youth
differential Is that correct?

Secretary DONOVAN. Yes, except to say, as I said in my testimo-
ny, Senator Quayle-

Senator QUAYLE Conceptually, you favor it
Secretary DONOVAN. We support the concept of the subminimum

wage But on specific legislation, that is correct; we need more time
to study it

Senator QUAYLE, Assuming that there is no damaging informa-
tion by the Minimum Wage Study Commission or it does not shed
any more controversial light than what we have right today, do
you anticipate shortly thereafter the administration coming for-
ward and 'Aipporting the subminimum wage?

Secretary DONOVAN Rather than looking at the negatives, we
are really looking at what we can positively suggest to you as a
comprehensive answer to the problem If the problem still exists
and the negatives are what we understand them to be now, yes, I
would say we would

Senator QUAYLE Well, you do not think that there is going to be
any tremendous turnaround in youth unemployment in the next
couple of months"

Secretary DoNovAN Oh, no
Senator QUAYLE I mean, it is still going to be a very negative

issue and there are going to be a lot of young people that are going
to be out of work in May You know, you say that conceptually you
favor this, you want to wait for this Information But it looks like
we are on the road to your formal recommendation of a youth
differential Would that be a correct statement')
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Secretary DONOVAN. That is a correct statement, yes.
Senator QUAYLE. OK. Will the administration be proposing any

increase in the minimum wage itself?
Secretary DONOVAN. It has not been addressed.
Senator QUAYLE. Do you think it will be addressed?
Secretary DONOVAN. I have no way of knowing; I really do not.

The general consensus would be no, but it has not been formally
addressed.

Senator QUAYLE The general consensus is that it will not be
addressed and there will be no recommendation to increase the
minimum wage coming forward, right?

Secretary DONOVAN. That is my general feeling.
Senator QUAYLE. That is your general feeling. I have read in the

newspapersand I have not talked to any people directly about
itbut some of the business groups are sort of backing off from the
youth differential now, saying that if we would go forward with a
youth differential, we would get into the whole minimum wage
battle and whether we are going to increase that or not. Some
advocate the possibility that you are really going to establish a
subminimum wage for everyone in due time, including youth, by
doing nothing.

What is your response to that? Is that an accurate assessment of
what is going on?

Secretary DoNovAN. Well, my response is that the newspapersindicated that the chamber of commerce is getting cold feet; I think
that is the express 3n. I do not think either the Congress or we can
afford the luxury of cold feet. It is a tremendous tragedy out therethat has to be addressed. I am not allowing that to influence my
objective thinking on the subject.

Senator QUAYLE. On a youth differential, will that also include a
raising of the minimum wage, or are we going to keep it the same?

Secretary DONOVAN. That apparently is the fear, that they seem
to be linked. I do not look on it with any linkage.

Senator QUAYLE. So, you are looking at it from the point of view
of establishing an 85 percent or 90 percent subminimum wage from
the effective minimum wage right now. You do not anticipate
raising the minimum wage and then saying that the subminimum
wage would be basically what we have today. Is that correct?

Secretary DONOVAN. That is accurate, yes.
Senator QUAYLE. That is accurate.
You favor the concept of the youth differential. What about the

concept of wage subsidies to employers for hiring and trainingthese youth?
Secretary DONOVAN. Something similar to the targeted taxcredit?
Senator QUAYLE. No; something similar to the incentive program

where subsidies are paid to employers, which is different from thetax credit. The tax credit is another concept that we do use, but
this is a direct cash payment to employers.

Secretary DONOVAN. Well. wf.Pn we talk about looking at it
comprehensively, I guess that is something that will be discussed.
Philosophically, I do not know that that would work. It dtierves
analysis; it is part of the overall program that we are trying to
study between now and May. The block grants for the youth pro-
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gramsthat is one possible use, but I am not convinced it is a
meaningful step

Senator QUAYLE What about the tax credit?
Secretary DONOVAN. I like the idea It entices the private sector

to do hiring, but evidently the bureaucracy and the redtape is
suchat least that is what the businessmen who have come to my
office saythat it has made it unattractive to them. Let us face it;
they are talking about some very difficult situations Some of these
youth are difficult to hire, and they make a value judgment, I
presume, without any social conscience about it, and say that it
just is not worth it

Senator QUAYLE In all these studies that have been going on,
has there been any comment or advocacy of putting in a pilot
program that would work sort of along the lines in the summer, in
certain areas, maybe on a demonstration basis, to allow the hiring
of summer youth on a subminimum wage? Has there been any
discussion of that idea?

Secretary DONOVAN. There has been discussion of some pilot
programs in cities like New York and Los Angeles. I am sure of
this The tragedy is so broad that I am not persuaded that there is
even time to do these studies What we will learn from the stud-
ieswhat may be found in New York may not be easily transferra-
ble to Houston As Senator Hatch has indicated, we have re-invent-
ed the wheel in some areas Studies may be a cop-out is really what
I am saying, and not facing the true issue.

Senator HATCH. I am really glad to hear you say that, Mr.
Secretary. I think that is exactly what it has been for the last 50
years

Senator QUAYLE Mr Secretary. twice in your statement you
talked about a broad-based youth employment strategy Could you
amplify on that?

Secretary DONOVAN. Yes. I have in mind the Kemp-Garcia, or
the free enterprise zone approach I know it has deficiencies and
there has not been enough debate on it and maybe enough imagi-
nation put to it. But taking these hard-core unemployed areas in
our major cities, we should address the possibility of bringing the
jobs to the location, and that is what this free enterprise zone
thrust is all about I see that as a positive step, with all of the
implications with regard to making hiring of the hard-core unem-
piuyed youth much more attractive to the business community
such a.; tax credits or unemployment compensation reductions and
social security reductions. I ill; 'k, the broad-based youth employ-
ment strategy is a far broader, more meaningful approach, with
subminimum as part of the package, possibly.

Senator QUAYLE And that is basically the thrust of this broad-
based youth employment strategy that you are developing?

Secretary DONOVAN Plus an analysis of the block grant ap-
proach and the youth education programs, and getting a clearer
focus or definition on where to spend those moneys to help solve
the problem.

Senator QUAYLE Let me try to add a little bit, if I can, to this,
and I hope you can pursue it, and that is my concernand it was
expressed by Senator Kennedy and Senator Hatch alsoabout the
training asdect of our young people
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Now, we have the Job Corps, but the way the administration's
proposal is and with these block grants that we are now getting
into, there is virtually nothing left for youth training. Something is
going to have to be done to get into training.

1 favor the e"terprise zone concept; believe me, I favor it. But if
these people are not trained to get a job and do not have the ability
to be trained, it is not going to do any good to create these enter-
prise zones because those people are not going to be equipped to go
out there and fill the vacuum of employment in the private sector.

I hope that in your broad-based youth employment strategyand
I repeat that because you had it twice in your statementyou
really focus on training You know, we put this budget together in
31/2 weeks, and there are going to be mistakes and everybody is
going to make mistakes I really think that so far, there has been a
mistake made on not emphasizing youth training.

The Job Corps is good and we are going to continue that, but
that is only part of it I hope that in your broad strategy, training
is emphasized because I think it is very, very important.

Secretary DONOVAN. In all of my testimony on the Hill here on
the CETA program, that was the very area we emphasized, train-
ing and private sector jobs.

Senator QUAYLE Well, I want to continue that and I just wanted
to bring that out in this broad-based strategy for youth unemploy-
ment that we are talking about. We are seeking alternatives, but
training is really the key to the whole thing and I am glad that
you agree, and I look forward to working with you on coming up
with training programs that are going to help our young people.

Secretary DONOVAN Thank you.
Senator NICKLES. Thank you, Senator Quayle.
Senator Riegle?
Senator RIEGLE Thank you, Mr. Chairman. I must say that as I

was listening to the Secretary, I am sure he would like to get out
into the field and do things His trip today before the committee is
somewhat more enjoyable than the last time he was here, at least
when he was here during the confirmation process.

Secretary DONOVAN. It is in the same room too, is it not?
Senator RIEGLE. Yes, it is.
I think that your testimony today highlights the fact that we are

really not ready yet to have a serious discussion on this issue in a
focused way I do not mean by that any disrespect for the schedul-
ing on the part of the chairman, and I want to wish him well as
chairman of this subcommittee It is an important responsibility
and I look forward to working with you in the months ahead.

But I think that as the testimony today already has indicated,
you are not ready, really, to come to grips with this issue yet. You
need more time, I think we are going to need a lot more time to
really pin down what is involved here Let me just raise a few
questions with you Some of this. you may have covered earlier: if
not, I want to go through it quickly

Do you know approximately the number of people today who are
working at the minimum wage level who would be adults?

Secretary DoNovAN Yes; we testified to that number
Craig'

»1,,I J
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Mr BERRINGTON I said we would provide it for the record; I do
not have it with me In the private nonfarm sector (excluding
domestics) over three-fifths of the subject workers earning the
minimum wage are 20 years of age and older This amounts to
about 3 million workers.

Senator RIEGLE. Well, I would like an approximation. You know,
there is a difference between 10 percent and 90 percent. What is
your best guess')

Mr. BERRINGTON. Of the percentage of the adult work force that
is working?

Senator RIEGLE No; the percentage of people who are working at
the minimum wage who are adults Do you think it is more than 50
percent?

Mr. BERRINGTON. No; it is not.
Senator RIEGLE You are sure of that? I have seen data that

indicates, for example, that the number of people working at the
minimum wage todayperhaps as many as 70 percent might be
adults

Mr. BERRINGTON. I misunderstood that question
Secretary DONOVAN Yes
Mr BERRINGTON. I think that is probably right.
Senator RIEGLE. You think that is right?
Mr. BERRINGTON. I do not have the number and I do not want to

give a wrong number
Senator RIEGLE. I understand, but if we are going to have any

kind of a discussion at all today, I think we have to know whether
that is in the range of what the likely accurate number is. Your
first response was to the effect that you thought that probably was
accurate, something in that range of 70 percent. It certainly is
more than 50 percent, is it not?

Mr. BERRINGTON. Yes.
Senator RIEGLE. OK. I think that is a very good starting point

because if more than 50 percent of the people in the country who
are working at the minimum wage level are adults, then one of the
first questions we have to ask is the displacement question.

Obviously, if there were a serious effort made to create a new,
lower minimum wage for young peoplefor teenagers, presum-
ablythen the fact that over half of the work force presently
working at the minimum wage are adults means that many of
them, I think, would be apt to lose their jobs. I would think that
businesses hiring people at the minimum wage, if they could hire
somebody else at a lower figure, would be inclined to do so. It
creates an incentive for them to move that way I can see a
number of these adults who are working at the minimum wage
being laid off. Is that not a likely circumstance? Would there not
be at least some displacement of that kind?

Secretary DONOVAN Yes, I think there would be some displace-
ment. There is no hard study on the numbers, and that is part of
the analysis we are going to try to make.

Senator RIEGLE. I might just make a suggestion to you. I know
that a lot of our unemployment among teenagers in terms of very
large numbers is in major metropolitan areas. It would be true, for
example, in New York; it would be true in Detroit; it would be true
in some of the other major cities around the country.
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1 would guess that in those areas where you have a large part of
your problemnamely, young people who would like to work and
who are unable to find workthat would be a good place to target
in on in terms of the number of adults who are working at the
minimum wage, so that we could really get a handle on the dis-
placement factor

I would hope that the administratio,, would not propose going
forward with a plan that was going to displace adult workers who
are working at the minimum wage. I think that would be foolhardy
in the extreme, and I would hope that that would not be the
intention of the administration.

Secretary DONOVAN. Even if it were a very low number and the
net gain would be far greater?

Senator RIEGLE. Well, I would be very troubled about any pro-
gram that displaced adults working at the minimum wage. Where
do they go? What scrap heap do they end up on? Do they go on
welfare, or what?

Secretary DONOVAN If the debate surrounded the premise that if
one was displaced and the debate went no further, we could stop
here because we recognize that it will.

Senator RIEGLE. We are not talking about one person being dis-
placedthat is why I asked the percentage in the first place. We
know that over half the people working at the minimum wage are
adults, and it looks like it is a figure closer to 70 percent So, the
displacement risk is very high and very substantial, and I think
you know that. We ought to start by facing that, so that we do not
kid ourselves about what is at risk if we take this step

But let me ask you this: have you looked at the question of what
the minimum wage provides in the way of income for a 40-hour
week? Are you familiar with those numbers?

Secretary DONOVAN. Yes; Craig is
Senator RIEGLE. Pardon?
Mr. BERRINGTON. The minimum wage over a 40-hour week?
Senator RIEGLE. Yes.
Mr. BERRINGTON It is a simple mathematical computation.
Senator RIEGLE. Well, let us just do the math.
Mr BERRINGTON. It is $134
Senator RIEGLE That is right; it is $134 a week, and that is a

gross salary Now, let us take a look at what would be the logical
deductions from that You would certainly have social security
taxes that would come off the $134 a week. Do you have any idea of
what those would be?

Mr BERRINGTON I do not have any idea, Senator.
Senator RIEGLE. Well, let us just acknowledge that there would

be a deduction, then, for social security taxes. Presumably, depend-
ing upon where you are, there would be State and local taxes in
addition to that I do not know if there might be any deductions for
other purposes, but just starting with those that we know about,
that whittles the $13,4 a week down by some significant amount.

Now, let us take one of the major population centers in the
country where we know we have literally hundreds of thousands of
unemployed youths Let us take New York City

If you take a look at somebody who is working ,40 hours a week
to earn this gross wage of $1:34, you have transportation costs
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getting to and from work. I do no; know what the subway fare is,
say, in New York City today, but 1 know it is a significant figure
and it is apparently going to rise You have clothing; you obviously
have a different pattern of clothing needs if you are working and
have to go to work each day for a 40-hour week than if you are not.

You have some amount of money that is required for food, and
food is not cheap in New York City. Housing, which is a major cost
item in any budget and would be for somebody living, say, in New
York or in Detroit or in Los Angeles, also has to be looked at.

Then you have utility bills. I know people in Michigan right now
whose utility bills are running more than $134 a week, and I am
talking about people who are not living in sumptuous situations; a
lot of them in older housing units that are poorly insulated, and so
forth. In the dead of winter when the temperatures are coldest,
they are actually running utility bills that would eat up the entire
minimum wage on a gross basis, let alone a net basis

Then there are medical costs If anybody happens to get sick or
has a toothache, or what have you, obviously they must do some-
thing about it.

Now, this is just thinking in terms of one person who is responsi-
ble only for supporting himself A lot of people, including a lot of
young people, are responsible for people other than just them-
selves Many are married; many have families; many have older
parents that they are supporting

I am just wondering as a practical matterand I address this as
well to the sponsors of this legislationif you take the $13,1 and
you start whittling it down by the deductions that come off the top
and what it takes to sustain yourself today in a place like New
York or any other major metropolitan area, I am just wondering if
that really constitutes a living wage, whether it is a wage that
somebody can really function on It is certainly below what the
poverty level, in terms of the indices we use to measure the
amount of money it takes in today's inflated economy to try to
survive.

If we are going to reduce the current minimum wagewhich I
think already stretches the ability of a person to function in our
higher-cost metropolitan areas where most of this problem is where
would you go" How low do we take it

What is a dollar figure that we might even think about plausibly
if' we are not going to think about this figure, which, to me, seems
like pretty much a bare minimum'? Where do we go from there?

Secretary DONOVAN It is a lot more, you know, than nothing;
that is the answer to it

Senator RIEGLE But you cannot live on nothing.
Secretary DONOVAN No, and that is what they are attempting to

do right now; that is the issue, Senator You paint a logical picture
When you see these raw numbers, no one is living high on the hog,
but those people who are unemployed have nothing.

Senator RIEGLE. Well, this goes back to the first point Let us say
we drop the minimum wage from $3 35 to $2 7.5, or whatever
number somebody wants to pick, and you reduce still further, then,
the total amount of earnings, especially after social security and
other taxes

S1
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Take into account that an adult may he forced to give their job
up at $3.35 an hour because it now makes more sense for the
business person to go ahead and lay that person off and to hire theyouth at $2 75 an hourI mean, how do we came out ahead in that
situation? I do not see how we come out ahead there.

It seems to me we come out behind two ways. I just wonder how
we reconcile it.

Secretary DONOVAN. This is not scientific, but I personally know
a lot of youth who would work at $2.75 an hour gladly

Senator RIEGLE But what about the adult who has to surrendertheir job to the youththe adult that was scraping by at $3 35 an
hour?

Secretary DONOVAN. Craig reminds me we are making assump-
tions of large displacement. No one makes that assumption. There
are displacements; you hear numbers as low as 15 or 20 percent. I
am not ignoring the fact that that is a grave situation for that
older, displaced worker.

We are addressing here people who are in a tragic situation and
who are earning nothing. When you go through the mathematics
as you did, we are not suggesting that this is even a living wage,
but it is a beginning; it is getting work habits; it is getting some
money in their pockets. That is all

Senator RIEGLE. Let me suggest an alternative route to you that
I think could work and where we could hopefully avoid the dis-
placement factor and still accomplish your objective and my objec-
tive of getting moce young people to work, and providing the
training. I recognize this is not an easy task, especially in major
metropolitan areas In fact, in many cases it is tough to get the
businesses to locate there to provide the jobs. So, it is not just a
matter of tinkering with wage scales or tax incentives, or what
have you; it is partly a question of how many jobs might there be
in any case, or are the jobs in the area where the young people are
living or are they in some other place.

I would think that if you want to try to provide an incentive to
induce a business person to hire an unskilled or an untrained
young person and give them job experience and training, maybe
what we ought to be doing that within the tax code itself, with the
Government providing some portion of the minimum wage bymeans of a special tax incentive or a tax credit or a tax training
credit that would enable that company to meet the minimum wage,
which I think is needed to hold body and limb together in our
society today Enable that business, with the help of marginal tax
assistance from the Government, to create a job opportunity and ajob training situation, and offer youths job experience with the
notion that as they become trained and experienced and regular intheir work habits. after whatever period of time-3 months, 4
months, 6 months--they would then be productive enough to beable to hold their own at a minimum wage level that the Govern-
ment did not have to be part of helping to provide.

It seems to me that that might be a more constructive way Itseems to me that if' you tear apart the wage structure you aregoing to run into major displacement problems. It is inescapable; if
70 percent of the people now at the minimum wage are adults, ithas to tell you something I know what it tells me. it tells me that
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there is not going to be much room at that level for anybody else
because the adults are taking the lion's share of those jobs

I think that unless you create a special incentive of the kind that
I have just mentioned, I do not think we can really get at this
problem

Senator NICKLES. Senator, we are under the 10-minute rule, and
we are now at about 12 or 14 minutes

Senator RIEGLE I did not ealize that If I can just make one
other comment, then I will yield

Senator NICKLES. Sure
Senator RIEGLE I appreciate the courtesy of the committee.
I think, we have to look at the tax side of the administra-

tion's economic recovery package. I think you are going to have to
have some kind of a refundability provision in the areas of the
country like the Northeast and the Midwest, and some of the
sectors in the country like autos and steel, where the tax incentives
do not really help them because they are in loss positions, and,
therefore, the accelerated depreciation does not really reach the
problem.

I think that if you can find a way to inject more economic
strength in the areas that re in trouble in the Northeast and the
Midwest, you will automatically create a richer job environment.
Hopefully, some of those adults at the minimum wage level can
start moving up the ladder and create a spot for more youth to
move in

I would urge you to take a look at that. As the fighter "or labor
issues and job opportunities in the executive branch, I would hope
you would be able to weigh in on the tax side too, so that could be
fine-tuned to help you solve this problemyou and ourselves to-
gether to solve this problem

Secretary DoNevAN. That is being addressed now, and I applaud
your attitude Without the growth and without the economic pack-
age, we are really not going to make a meaningful dent in this
problem, Senator

Senator NICKI.ES Thank you, Senator
Senator Hawkins?
Senator HAWKINS I am going to yield 30 seconds of my time.
Senator QUAYLE. Thank you, Senator. I just want to make a

factual point on this displacement argument. We now have the tax
credit up to 50 percent for the first $6,000, and there is no data
that shows that this is going to displace adults. We already have
that and there is no evidence that has conic forward to show that
there is going to be a lot of adults displaced by that.

I would say that perhaps it may be the same for the youth
differential. and 1 would just like to add that that is a fact. No one
has come forth to show that.

I thank the Senator for yielding.
Secretary DONOVAN In addition, it seems that there are many

jobs out there that would open up that would help minimize the
displacement feature

Senator QUAYLE But there is no evidence right now to show that
this tax credit, which goes to youth4 only, would displace adults.

Senator RIEGLE Mr. Chairman. would you also yield-
Senator NICKLES Senator Hawkins has the time
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Senator 13 F.GLE Would you yield Just for a factual point on this"
I would be happy to yield to you at a future point

Senator HAWKINS. Put that in your book, Senator
Senator RIEGLE: Pardon?
[Laughter]]
Senator HAWKINS. OK.
Senator RIEGLE. It is my underst nding that there are about 10

million people who work at the minimum wage today. If you had a
20 percent displacement factor, and nobody quite knows what it
might be, that would be two million workers. We are talking, even
with small percentages, about very large numbers of people

I thank the Senator for yielding, and I will give her twice the
amount of time-

Senator NICKLES Senator Hawkins?
Senator HATCH Senator Hawkins, would you yield 30 seconds to

me? I will remember it too; I will put it down in the book over
here.

[Laughter.)
Senator HAWKINS. I will come back at 1 and have it all to myself.
[Laughter]]
Senator HATCH. If you would, I would appreciate it
If they were so concerned about displacementand there is no

empirical evidence of itthen why did we escalate the minimum
wage and lose 90,000 jobs just in the last change" Now, this is a
question that very seldom is asked

I am going to submit some questions to you, Mr. Secretary,
rather than ask any more But I was interested in your comment
that some businesses are Lacking off on the youth differential. My
personal feeling is that some of those businesses, to borrow aphrase from some of my friends in the House, may be a little bit
timid I might add that for some of them, there may be a real
justification for putting chicken between those buns in the process

I think that after all these years of fighting for this, for anybody
to back off thinking that there is not going to be a fight on
whether it should be escalated again and we lose another 90,000
youth jobsthat is pretty nearsighted

Secretary DONOVAN. I would agree.
Senator NfextAls. Senator Hawkins"
Senator HAWKINS Secretary Donovan, recently I read where you

have been quoted as saying that considering the amount of money
being spent on CETA youth programs, you feel the results have
been very disappointing I understand that you favor retailoring
the CETA youth programs to encourage jobs for youth in private
industry

I also believe that more emphasis should be placed on hiring
workers in the private sector. Do you not agree that the legislation
we are considering today will be the most direct method of encour-
aging employment of youth in the prkate sector?

Secretary DONOVAN I am not certain, Senator. I certainly feelthat it is a step forward, but it is only one tool, as I see it
Senator HAWKINS Are just poor youths considered for the CETA

program?
Secretar:. DONOVAN Pardon me' I did not hear you

S'4



7S

Senator HANKINS Are just youths that are considered poor eligi-
ble for the CETA program')

Secretary DoNovAN No
Senator HAWKINS. There is no income limit for the parents of

the young people that are in the CETA program''
Secretary DoNovAN Well, there are several programs; some de-

signed for minority youth, and others much broader in their con-
cept than that

Senator IlAwKiNs I read an article the other day in the Wall
Street Journal about a CETA program that intrigued me, in which
they trrined youths to be clerks in retail establishments by taking
video tapes of them and showing them at the end of the day Even
in that type of an atmosphere, the retention rate was so small of
those that actually stayed in the program and actually went to
work that the more I read the article, the more I thought that
actual experience probably would be more beneficial, because as
long as they were in the CETA program, they knew they could
come back tomorrow.

Indeed, if that had been an actual job and the employer had been
taking the video tapes and showing them and encouraging themI
recall the first job I had as a clerk in a store The manager would
come by and tell me to stand up straight and not to lean on the
counter You know. we did not have the closed circuit TV and all
the toys they have today to teach you how to sell.

The reason I stood up tall and did what the manager said was
because I needed that job I needed to be employed the next day.
But if you are in a program and you know you are going to get
your check no matter what, you may not be inclined to listen and
to learn

It just occurred to me that by encouraging employment in the
private sector and b:, lowering the minimum wage so that we do
have this youth differential, they could actually be employed and
not be considered as an experiment or in training, so to speak.

Are you familiar with the article that was in the Wall Street
Journal.'

Secretary Do NovAN No. I am not. but I think you put your
finger on one of the major problems in some of the CETA pro-
grams I agree with you I remember my first job too; I think it was
35 cents an hour then But I was very proud. and it gives you a
feeling ofpeople do not like to hear itthe work ethic I think to
that degree. a subminunum would be beneficial

Senator HAWKINS Most of the young people I talk to in my State
feel that something is better than nothing.

Secretary DoNovAN I agree; tha is what I said to Senator
Riegle

Senator HA ,;KINS. Yes. Therefore, I am still really encouraged
that we hake some people that are willing to look at this and not
have closed minds in that it was a law that was passed in 193S.

But I am concerned that I keep hearing over and over again the
statement that for eery individual that we hire, somebody has to
be laid off, I have heard that today with displacement Is that
really true" Arc there a finite number of jobs in this country')

Secretary DoNOVAN I think there is not a finite number, no. But
under these circumstances. if this action were taken tomorrow.
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would there be displacement') Yes, but I agree with you, it is a very
negative and defensive way to look at it If we have growth, the
opportunities hopefully will be tremendous

There are jobs out there waiting to be filled The minimum wage,
there is no question in my mind, tends to keep those jobs off' the
market because people do not like to hear it, but in a free enter-
prise system, employers put a value on worth And a teenager's
worth in this system that we operate under apparently is not
worth the minimum wage, or else they would have been hired. I
think that is reap~ what we are addressing

Senator HAwkiNs Thank you, Mr Donovan
I am going to yield the rest of my time, Mr Chairman
Senator NICKLES Thank you, Senator
Mr Secretary, we will give Senator Hatch just a brief' moment
Senator HATCH. Mr Secretary, I think you have testified under

difficult circumstances as a brand new Secretary coming here, and
I think you nave done a very good job There is some additional
information, however, that I would like the people in your Depart-
ment to look over.

Like I say, I think this problem has been studied to death and I
think it is time to make some aggressive choices and maybe start
pushing a new idea on behalf of these young kids in our society
everybody just seems to write off in the interest of appeasing
special interest groups.

I have confidence that you will look at this carefully and if we
can come up with a better method, we will change that second; if'
we can come up with a better method to get our kids to work and
to solve this cancer cf teenage unemployment, especially among
our black youth, we will endorse it immediately and we will come
up with a bill that will implement it So, I challenge everybody in
this country to help us come up with a better way.

Some additional information that your people should look at are
studies done by Walter Williams at Temple University, Daniel
Hammermesh at Michigan State, .Jacob Mincer writing in the
Journal of Political Economy, James Ragan writing for the Review
of Economics and Statistics Of course, there have been many
others who have been both pro and con on this issue, but what it
comes down to is making a choice. and hopefully a choice that will
help these kids

Now, Mr Chairman, I would like to also commend to the Secre-
tary and his staff. and ask that it be placed in the record at this
point, an article in U S News & World Report dated Match 10,
1951, entitled, "Who Is Helped or Hurt if Youths Are Paid Less9" I
think it is a pretty unbiased article and basically states the issues
in this matter. and maybe it would help anybody who reads this
record

Senator Nicki.Es Thank you, Senator !latch
IThe article referred to follow. j
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Labor

liVho's Helped, Hurt If
Youths Are Paid Less
If teen-agers were paid less
than the minimum wage,
what would be the impact')
That's the question Congress
is about to debate
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fast food restaurants are a major employer of teen agers At some companies, youth
job rolls have been reduced because of steady Inc, in the federal Inonnnurn wage
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Senator Nuaius Thank you. Secretary Donovan. we appreciate
your assistance and your cooperation this morning

Secretary DeNovAN Thank you, Mr Chairman.
Senator NicKLEs Our next guests will be Waldo Macey-. who

represents the National Association o' Retail Grocers, and F L
Stephens. who represents the National Association of Convenience
Stores

For the balance of our meeting. we have four panels set up It is
necessary that we be out of this room by 2 o'clock, therefore we are
going to have to move the hearings along in a very quick and
orderly manner We would appreciate our witnesses, if possible. to
only summarize and possibly make comments concerning any of
the three pieces of legislation. and which one you think would be
beneficial to you. yourself, the industry or the country

Who is Mr Macey.'

STATEMENT OF' WALDO 1,. MACEY. CHAIRMAN, N1ACEY'S, INC.,
MURRAY, UTAH, .1ND ICE CHAIRMAN, NATIONAL .1SSOCI-
ATION RET 111 GROCERS OF' rnE UNITED STATES:
,1ND F. L. STEPHENS, PRESIDENT, TOWN & COUNTRY FOOD
STORES. INC,. S1\ 1NCELO. TEX., REPRESENTING THE NA-
TI() %I. %ssocivrioN OF' CONN ENIENCE STORES .1ND THE
TEX 1S RET111, GROCERS ASSOC! 1TION. A PANEL
Mr MituEv Right here
Senator NicKi.Ks You are from Murray. Utah''
Mr MA( 101 That is correct
Senator NicKi.Ks You are chairman of Macey's''
Mr MACEY That is correct
Senator NicKi.Es And What is Macey's')
Mr MACEY A ,upermarket corporation
Senator Mil(' ES If you wintld proceed in a timely manner, we

would appreciate it
Mr MmKv Thank you very much. Senator. and I sincerely

appreciate being here with you today
I am vice chairman of the National Association of Retail Grocers

of the United State,. commonly referred to as NARGUS. and the
owner of Macey's. Inc in Murray. Utah

NARGUS is a national. nonprofit trade association representing
local operators of food retail stores. including convenience stores,
grocery stores. box stores. warehouse stores, and supermarkets
NARGUS members serve the inner city, urban, suburban, and
rural communities NARGUS has approximately 10,00 members
in all of the States of the Union

Recently. NARGUS undertook a survey of retail grocers to evalu-
ate the impact of the minimum wage: I believe we presented that
report The results of this survey to a great extent reflect the
impact of the Federal minimum wage on consumers, employees,
and retail grocer:.

The retail grocery industry has traditionally been a Ivrge em-
ployer of teenvgers for customer services which involve bagging.
collection of bottles in bottle returns, carrying out groceries to the
cars, et cetera A, the minimum wage increased It; percent in the
last I years, retail grocers have had to judge whether to retain
such employment opportunities Despite a willingness and a desire
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by retail grocers to train and employ teenagers. the economic reali-
ties have decreased teenage employment opportunities in food re-
tailing Over 70 percent of the retail grocers responding have de-
creased the number of teenage employment opportunities

The restrictions on employing full-time students at 85 percent of
the minimum wage require special certification Any retail grocery
employer, including single units and multistores, may employ no
mt. - than six full-time students at 85 percent of the minimum
wage without prior Department of Labor authorization. To employmore than six full-time students, applications must be submitted
for each store and employment may not commence until the ap-
proval of the Department of Labor has been received.

A limit of 10 percent of the total monthly hours of all employees
is imposed for employers seeking to employ more than six full-time
students. I am going to cut out part of this testimony, so I may just
have to break a little

Senator NICKLES Senator Hatch and I have both read your testi-
mony; I will let you know that So, we are with you

Mr MACEY I will get to what I think is really important, Sena-tor
The result is that the paperwork and regulatory restrictions

eliminate the incentive for retail grocers
Unemployment for teenagers between Di and 19 years of age was

19 percent in February of this year. For the black and minority
people. the rate was :1 percent unemployment. Senate bill 348
would permit the employment of teenagers below the age of 20 at
75 percent of the minimum hourly wage for t; months Full-time
students could be employed at 75 percent

Senator NICKLES Mr Macey. could I interrupt and ask you aquestion at this point?
Mr MACEY Yes, sir
Senator NICKLES You mentioned in your survey of over 70 per-

cent of retail grocers that they have reduced the number of teen-
agers working in their stores If we had enactment of the differen-
tial proposed by Senator Hatch of a 25 percent reduction and
possibly cut the paperwork that is involved, do you think that the
grocers around the country would begin hiring more teenagers, orif we exempted people at the age of Di and 17 from the minimum
wage, would we see a resurgence of, grocery sackers across thecoun tr:,?

Mr MACEY I think so There are many factors that go into this
situation The economics of doing business todayit is more thanjust the labor problem There is the utility and the energy expense;it is he supply cost and the rental factors. There are so manythings which are making it very, very difficult, extremely difficult,
to come up with a profit So, we are taking a critical look at every
aspect of our business

Labor is probably the one area that is not completely a fixed
cost So, yes, I think that when that cost factor would he improved,
it would help; I am sure it would

Senator Nrcxr,Es Good
Mr MacEv There are some stores that have changed their oper-ations and have involved the consumer in part of the service work

that young people %ere formerly employed in We are not carrying



out the groceries; we are not bagging in many instances 1 think
there would be an incentive there for young people to be employed

Senator NICKLES Do you think the minimum wage is one of the
reasons why many grocery stores do not bag groceries anymore')

Mr MACEY. Well, they just simply cannot afford the labor cost It
is over 50 percent of our operational costs now, and so we are
looking, we are doing time and motion studies The kinds of equip-
ment we buyeverything that goes into the operation, we are
analyzing and taking a critical look at it Where we cut, we cut;
unfortunately, the young people are the ones that are being hurt.

Senator NICKLES Mr. F. L Stephens from San Angelo, Tex,. do
you have a brief statement? Then I think Senator Hatch has some
questions.

Senator HATCH. I wonder, Mr Chairman, if I might ask Mr
Macey just a couple of questions, he is from my State of Utah. I
have to go to the chairmen's meeting and I will be a little bit late,
but I would like to ask a couple of questions, if it would be all right
with you, Mr Stephens. I wish I could stay and listen to the rest of
the testimony here today, but I will read it and hopefully it will
clarify some of the issues and questions that I have.

As I understand it, Mr. Macey, in your operation you do hire
unskilled workers')

Mr MACEY. I did not hear you, Senator
Senator HATCH In your operation, you do hire unskilled workers
Mr MACEY. That is correct
Senator HATCH And I presume that most grocery stores do, is

that correct')
Mr. MACEY That is correct
Senator HATCH Basically. who instructs these unskilled workers

or gives them training, once they come into these jobs? How do you
do that')

Mr. MACEY. Many stores have programs set up for full-scale
training programs Many grocers cannot afford to have programs
within the store other than on-the-job training. It is a process of
working under a department head or a subdepartment head.

We have three store managers of our four stores that started as
bottle boys and, over the years, have grown in the industry. That
gives lie to this thing about a lot of people being displaced We are
not concerned with replacing people; we need a stable work force
and we need to keep these people But we need to make room for
these younger people coming in

Senator HATCH. But you are saying that in your rather small
operation. you have taken young men and women at the lowest
order of pay and then have brought them up into managerial
levels, anc! I presume you have replaced them as they have moved
up with others

Mr MACEY Senator, very few of them stay very long at the
minimum wage

Senator HATutt In other words, you hire them at the minimum
wage, but then they make more than the minimum wage.'

Mr MACEY That IA correct
Senator HATCH So, the goal behind the youth differential is not

just to replace people continually, but to gradually train people and
get them to mow upward in management. or to be able to expand
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your business, from one grocery store to four in your case, and at
the same time employ other people and train them. Is that correct?

Mr MACEY That is correct. Senator, it costs a lot of money to
train people. You bring a young lady on to train as a checker; she
handles a great deal of money. She works under extreme condi-
tions of pressure. As she gains the working skill and the job knowl-
edge, she becomes worth more money to us.

But we do suffer, in the training program, a loss of money. It
takes time to train people. We need to bring these people in at a
lower level and work them into the upper skills.

Senator HATCH Do you feel that with your business, if you had
the youth differential, you would be able to expand your business
and that it would grow and you would be able to employ even more
people?

Mr. MACEY Certainly
Senator HATCH Well, I appreciate your coming back and testify-

ing here today.
[The prepared statement of Mr Macey follows)

I) 7
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STATEMENT

ON

S. 348

BY

WALDO L. MACEY, VICE CHAIRMAN

NATIONAL ASSOCIATION OF RETAIL GROCERS OF THE UNITED STATES

BEFORE THE

LABOR SUBCOMMITTEE OF THE

SENATE COMMITTEE ON LABOR AND HUMAN RESOURCES

MARCH 24, 1981

Mr. Chairman and Committee members, I an Waldo Macey, Vice Chairman

of the National Association of Retail Grocers of the United States

(NARGUS) and the owner of Macey's, Inc. in Murray, Utah. NARGUS is a

national nonprofit trade association representing local operators of

retail food stores, including convenience stores, grocery stores, box

stores, warehouse stores, and supermarkets. NARGUS members serve inner

city, urban, suburban, and rural communities. NARGUS has approximately

40,000 members in all states of the Union.

Since retailers were first covered as enterprises under the Fair

Labor Standards Act in 1961, grocers represented by HARMS have had a

close and continuing interest in the impact of this law.

Comments today .ocus on S. 348 to increase employment of indivi-

duals below age 20.
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Recently, NARGUS undertook a survey of retail grocers to evaluate

the impact of the minimum wage. The report has been submitted to the

Minimum Wage Study Commission and is attached for your reference. The

results of the survey to a great extent reflect the impact of the fed-

eral minimum wage on consumers, employees, and retail grocers.

Five hundred and fifty retail grocery
enterprises operating 2555

food stores responded to the survey. The retail grocers responding em-

ploy over 60,000 employees, approximately
52 percent are part-time and

48 percent are full-time.

The retail grocery industry has traditionally been a large employer

of teenagers for customer services involving bagging and carrying out

groceries. As the minimum wage increased 46 percent in the last four

years retail grocers have had to judge whether to retain such employment

opportunities. Despite a willingness and desire by retail grocers to

train and employ teenagers, the economic
realities have decreased teen-

age employment opportunities in food retailing. Over seventy percent

of the retail grocers responding have decreased the number of teenage

employment opportunities.

Retail grocers are given as an option to paying the minimum hourly

wage or decreasing teenage employment
opportunities a limited, inade-

quate, regulatory nightmare for employing full-time students at 85

percent of the minimum hourly wage. There are approximately 179,000

grocery stores in the United States. According to the U. S. Department

of Labor estimates only 3,700 food stores use the full-time student

certificates. Approximately 125 of the retail grocers responding to the

NARGUS survey use the full-tilie student certificate.

(4(
a 't
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The restrictions on employing full-time students at 85 percent of

the minimum wage require special certification. Any retail grocery

employer, including single units and multi-stores, may employ no more

than six full-time students at 85 percent of minimum wage without prior

Department of Labor authorization. To employ more than six full-time

students, applications must be submitted for each store and employment

may not commence until approval from the Department of Laboz has been

received.

A limit of 10 percent of the total monthly hours of all employees

is imposed for employers seeking to employ more than six full-time

students, unless a higher percentage monthly allowance can be estab-

lished by historical information. It is difficult for an establishment

to have high enough monthly hours for employees to use the 10 percent

limitation. For example, it would take 16,000 hours or approximately

100 full-time employees to allow employment of 10 full-time students for

40 hours per week during vacation periods.

The result is that the paperwork and regulatory restrictions elim-

inate the incentive for retail grocers to even apply to employ full -time

students. Retail grocers have curtailed employment opportunities for

youth.

Unemployment for teenagers between 16 through 19 years of age was

19 percent in February 1981, or 1,762,000 teenagers. For black and

other minority teenagers the unemployment rate was 35 percent, or 335,000.

The continuing high youth unemployment rates require Congress' attention

and action.
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If employment opportunities for teenagers are to be expanded the

Congress must act to eliminate the paperwork and redtape. S. 348 is a

positive step tow' - reducing the loss of jobs for teenagers in the

retail food indut f. S. 348 would permit the employment of teenagers

below the age of 20 at 75 percent of the minimum hourly wage for six

months. Full-time students could be employed at 75 percent of the

minimum hourly wage for no more than 20 hours in any workweek, except

during vacation periods.

NARGUS strongly believes the paperwork and redtape Fe elim-

inated in employing full-time students. Any application to the Depart-

ment of Labor continues the unnecessary paperwork. NARGUS recommends

improving S. 3' by eliminating the special certification for full-time

students. Compliance and enforcement can be accomplished in the same

manner as other aspects of the Fair Labor Standards Act.

The rules of having a letter from the educational institution, res-

tricting employment to no more than 20 hours per week (except during

vacation periods), and paying no less than 75 percent of the minimum

hourly wage for full-time students can be enforced through normal De-

partment of Labor inspection procedures. The pay records, hours of

employment, and other information are already required. Thy certifica-

tion application merely impedes employers making use of the program.

Concern should focus on creating
employment opportunities for youth and

not maintaining federal regulatory bureaucracy.

Numerous arguments have been raised against creating a youth oppor-

tunity wage for teenagers. I would like to address those arguments

today.
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First, that a youth differential will result in employers firing

older workers and hiring teenagers. As the NARGUS report indicates in-

creases in the minimum wage have decreabad employment opportunities in

food retailing that have traditionally been available to teenagers. In

effact, the teenage job market in food retailing is shrinking or being

elimin.ted. A youth opportunity wage will reverse this trend. As a

retail grocer I'm not going to hire a teenager at low wage to replace a

higher paid employee. The key to economic survival in the retail food

indiatry is productivity. It makes no sense to fire a productive em-

ployee in a position of responsibility and hire an employee with little

or no experience. Besides, if the argument held true, employers today

would be firing employees earning above the minimum wage by the thousands

and replacing them with individuals at the minimum wage level. No study

of the federal minimum wage that I am aware of has ever raised the

subject as a critical practice. Certainly, the Congress has not been

overcome with cries to take action.

From an employee relations point of view an employer who engaged in

such a practice would jeopardize employee morale and certainly gain an

unfavorable reputation in the minds of prospective employees.

The basis of the youth opportunity wage is to provide entry level

jobs for teenagers. As experience is gained those individuals ought to

have the same opportunity for advancement on merit as other employees.

Hiring teenagers to replace experienced managers, clerks, stockers, and

other employees in retail food stores does not make economic sense.

However, providing a youth opportunity wage offers an incentive to

retail grocers to maintain and expand youth employment opportunities.

(4
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Another argument against the youth opportunity wage is that em-

ployers will fire teenagers and replace them with new teenagers at the

youth opportunity wage level. As mentioned earlier, training of store

personnel is an investment by the employer in the employee for the

betterment of the business. It takes time and money to train new employees.

Little, if any, savings would result from continually replacing employees.

One of the best assets a retail grocer can have is a stable reliable

workforce.

S. 348 would subject an employer to severe penalties for engaging

in a pattern or practice of substituting youth workers earning the youth

opportunity wage for older workers earning at least the minimum wage, or

terminating youth employees and employing other youth employees in order

to gain continual advantage of the youth opportunity wage. Employers

would not only be subject to backpay penalties, but to fines up to

$2,500 for the first offense and up to $10,000 for subsequent offenses.

The penalties provided are a strong deterrent to employer abuse of the

youth opportunity wage.

CONCLUSION

The youth opportunity wage offers employers an incentive to main-

tain and develop employment for youth. Continuing and persistent high

unemployment of America's youth denies a vital public sector work exper-

ience. The advancement of our nation's productivity requires a commit-

ment to providing teenagers the responsibilities and benefits of employ-

ment. NARGUS supports the youth opportunity wage and will work toward

accomplishing the goal of expanding teenage employment. On behalf of

NARGUS, I wish to thank the committee for this opportunity to testify in

support of the youth opportunity wage.

9
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Federal Minimum Wage:
Impact on Consumers, Employers and Retail Grocers

A Report by
The NATIONAL ASSOCIATION of RETAIL

GROCERS of the UNITED STATES

JANUARY 1981
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PROLOGUE

This report conducted by the National Association of Retail Grocers of the
United States (NARGUS) is based on a survey of NARGUS retail grocer
members in the Fall of 1980. NARGUS conducted the survey in response to
requests for public comment by the Minimum Wage Study Commission on the
effects of the Fair Labor Standards Act of 1938. In addition, a $4 00 an hour
federal minimum was advocated in the fall of 1980. This report contains
wntten comments of retail grocers as well as analysis of responses to
questions.

NARGUS wishes to extend appreciation to the mail grocers from all
over the United States who took the time from busy retail grocery business
schedules to participate. Without the participation of interested retail grocers
this report would not be possible.

NARGUS is a national nonprofit trade association representing owners
and operators of local retail grocery stores NARGUS members operate a
wide variety of stores, including convenience stores, grocery stores, box
stores, warehouse stores, and supermarkets. Service is provided by NARGUS
members in the inner city, urban. suburban, and rural areas NARGUS and its
35 affiliated state and local associations represent approximately 40.000 r "tail
grocers in the United States.

FAIR LABOR STANDARDS ACT OF 1938

The federal minimum wage law has been in effect for over four decades. Prior
to 1961 employee coverage was based on job relatedness to interstate
commerce. In 1961 retail enterprises with annual sales of $1 million or more
had all employees covered under the federal minimum wage law By 1969 and
through July I, 1978 the retail enterprise coverage test was lowered to
$250,000 Today the annual sales figure is $325,000. Because food retailing
is a high volume and turnover business even a single convenience store
enterprise may not be exempt today. The result is retail grocers are directly
impacted by the federal minimum wage law

SURVEY RESPONDENTS

Five hundred and fifty retail grocers operating approximately 2555 food stores
responded to the NARGUS inquiry. Sixty one percent have one store,
eighty-eight percent have five stores or less and ninety percent have ten or less
stores

Employment of the 530 retail grocers covers over 60,000 employees.
Approximately fifty-two percent of the employees are pan-time and forty-
eight percent are full-time

EFFECT OF FEDERAL MINIMUM WAGE

The NARGUS survey requested retail grocers' reactions to federal minimum
wage increases for 1980 from $2 90 to $3 10 an hour. for 1981 from $3 10 to
$3.35 an hour. and for proposed $4.00 an hour minimum wage. The
responses indicate retail grocers attempt to adjust to the federal law and the
impact on employment. prices, and store operations
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-A standard of living cannot be legislated by government nor negotiated by
union contract. An increase in rate per hour without an increase in
production forces the employer to find some way to offset the increase
whether it is through mechanization, different hiring policies and organiza-
tional structures, passing the increased expense along to the customer, or a
combination of these things. While the purpose of increasing the minimum
wage, I suppose, is to help the wage earner cope with inflation, it is, in
actuality, a major cause of it."

Texas Retail Grocer

"Our labor cost has increased from the last several years. I am comparing a

percent to sales. Each time the minimum wage is increased, it has a rippling
effect throughout all departments. As an increased cost in doing business,
this has to be passed on to the consumer. If the minimum wage gets too high
or any higher, we will discontinue some of the services such as courtesy
boys, thereby reducing our labor cost, and thereby eliminating employment
for teenagers."

Wisconsin Retail Grocer

WHAT IS THE EFFECT ON CONSUMER PRICES?

In 1980, eighty-four percent of the retail grocers increased prices because of
the federal minimum wage increase from $2.90 to $3.10 an hour. For 1981,
seventy-one percent are projecting price increases as a result of the federal
minimum wage increase to $3.35 an hour. Seventy-one percent would also
increase consumer prices in the event of an increase to $4.00 an hour. When
asked what the average price increase would be if the federal minimum wage
was raised to $4.00, a mean average 5 percent pnce increase was indicated by
approximately sixty percent of the retail grocers. Over one-half of the retail
grocers estimating a price increase answered between one to three percent.

For consumers, it is important to note that of the retail grocers not
predicting a price increase, a significant number would make a later
determination based on competitive conditions. Competition in a particular
market could force retail grocers to absorb some increased labor costs. In such
instances, the result is lower margins for retail grocers' operations. Retail
grocers would evaluate other alternatives such as labor reductions, reduced
services, or possibly business cessation.

"There is no such thing as a free lunch: somebody, usually the consumer,
pays for it all."

Pennsylvania Retail Grocer

-These increases in minimum wage are passed on though the entire retail
system, and are a large log on the growing inflationary fire,"

Illinois Retail Grocer

"We will raise prices when wages go to $3 35 per hour Maybe 3 to 5%?

"If minimum wage reaches $4.00 per hour in 1981, I would expect prices to
raise 109 more or less. The percentage no doubt will change when we get
into this thing."

West Virginia Retail Grocer

101
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"We made our biggest adjustment in 1978 in reducing work force and using
more part-time help because of the Increase in minimum We have our
forces down to a minimum now, we will have to raise prices

Comte( (Ina Retail Grocer

"When minimum wage is increased, pnces are raised, the consumer pays
for the increase, the consumer is also an employee.

Teras Retail Grocer

"Since our margin of profit after expenses is so low .50% to 1% due to very
aggressive competition, every time we are forced to raise our minimum
wage base we suffer an even lower net profit We are becining very
frustrated."

Idaho Retail Grocer

"The minimum wage increase is really putting the hurt on. Because of
competition we are unable to do much in the way of increasing prices So we
will have to cut hours and may lay some employees off

Minnesota Retail Grocer

"With labor costs already 2's of our cost_oLdoing_busine.ss an increa,se of NA
in our lowest wage scale would increase our cost of doing business at least
25% in spite of any effort to rzduce hours."

Iowa Retail a-ocer

"In our 6 stores we use approximately 4050 manhours per week, an increase
of 25 cents due in 1981 will cost our company approximately $53,000 this
coming year. This increase must be passed on to the consumer by higher
grocery prices, if we are to stay in business."

Indiana Retail Grocer

"The retailer is caught in a three way squeeze: I. In an era of the shrinking
value of the dollar the public, in order to make ends meet, reduces its
consumption of goods and services The consumer finds that a product or
service that was a necessity last month can be done without this month. He
also becomes much more price conscious . .

"The retailer cannot simply raise the price of his goods in order to
aver his rising expenses. In fact, in a tight money, price conscious market

he finds that his profit margin is shrinking. He is zlso faced with tying up
more and more of his capital in order to stay in stock. He must pay income
taxes on inflation. He is faced with a higher and higher payroll whether or
not there is an increase in production."

Texas Retail Grocer

WHAT IS EFFECT ON EMPLOYMENT?

In 1980, approximately seventy-five percent of the retail grocers indicated
they reduced the number of hours employees worked because of the federal
minimum wage increase to $3.10 an hour. Close to eighty percent plan to
reduce the number of hours employees work in 1981 due to the increase to
$3.35 an hour. Ninety percent would reduce the number of employee hours
worked if the federal minimum wage was increased to $4.00.

U2,
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"In the last 15 months, we have eliminated over 400 man hours per
week at both of our stores. Labor productivity has become our number one
priority. I expect to eliminate more hours next year, even if I have to reduce
services to do it."

Tennessee Retail Grocer

"I have a super market in the inner city, where there is a large percentage cf
teenagers, which I need to employ. But because of the increase of high
minimum wage, I was forced to lay off 3 kids and cut back on full time
hours."

Connecticut Retail Grocer

"It is sad to see the number of young capable people who have been priced
out of the job market. The ripple effect on the other employees of higher
wages and seniority is costly to consumers as well as the employees'
available working hours."

Utah Retail Grocer

"Students have always been a major part of our retail grocery business. Each
--time minimumwage goes up we hire fewer students . . . However, I miss

not being able to influence young people toward work attitudes that are life
lasting and healthy for students."

Nebraska Retail Grocer

"If minimum goes to $3.70 or $4.00 we will eliminate all teenage (school)
help!! We have already reduced the teenage force because of minimum
wages in effect.

"Service to customers will suffer as a result and will take away a tool
we have to help compete with chain stores."

Oregon Retail Grocer

"An increased minimum wage has the effect of reducing the employment of
young workers, and less qualified workers. These jobs simply are removed
from the scene.

Indiana Retail Grocer

"We have 50 to 60 jobs for teenagers but if the minimum wage gets any
higher we will probably make changes in our operation."

Colorado Retail Grocer

"The trend towards part-time employees is both a result and a consequ:-..nce of
the minimum wage increase. As more and more people are forced to seek
part-time work as a result of inflation caused by the minimum wage
increases, more employers are adding part-timers instead of full-timers
because the wage rate is less and fringe benefits are much less."

Georgia Retail Grocer

"We used to have about Ili full time people (now 10) until minimum wage
started to take effect. The minimum wage increase has also cost some
marginal part-time workers their job."

Iowa Retail Grocer
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Overtime hours in 1980 were reduced by 81 percent of the retail grocers
anti 83 percent expect to do so in 1981. Ninety percent would reduce overtime
hours if the federal minimum wage increased to $4.00 an hour. A number of
the retail grocers not expecting to reduce overtime hours indicated policies
had already been Implemented to allow no overtime or control overtime
hours.

Almost sixty percent of the retail grocers indicated staff was reduced in
1980 and expect to do so again in 198 I. Eighty percent would reduce staffing
if the federal minimum wage was raised to $4.00.

Over seventy percent of the retail grocers have decreased the number of
teenage employment opportunities. Almost seventy percent state minimum
wage increases result in use of more part-time employees.

"In January 1980 'when minimum wage went to $3.10/hr. I had to cut my
man hours by 20 hours and in the fall I cut the hours again by 22 hours. If the
minimum wage goes $3.35 I will be cutting my man hours again probably
by about 20 hours per week."

Vermont Retail Grocer

**We will not have overtime situations because of the high cost of labor."
California Retail Grocer

"2 yrs. ago we had 16 bag boys; I yr. ago we had 12 bag boys; then 9 mos.
ago we had 8 bag boys. All because of minimum wage rates we will go to 6
next year."

Louisiana Retail Grocer

"The majority of minimum wage earners we have are bag boys. We will
monitor their hours closely. We have always had good service at the
checkouts with our baggers. If it goes to $4.00 an hour the customers might
not get the good service they had for the last 20 years."

Michigan Retail Grocer

"The minimum wage increase decreases the opportunities for young people to
get part-time jobs. We used to have Bag Boys & Carryout Boys but we had
to cut them out when the cost became prohibitive,

Pennsylvania Retail Grocer

"Pay scales invariably have to go up on everyone we definitely have to
make it up by reducing the total number of employees and It also becomes
necessary to raise prices in some way.

New Hampshire Retail Grocer

"Thank you for the opportunity to respond concerning the minimum wage
increase. I am continually amazed at our government's lack of business
acumen! I honestly believe that our legislators think that all businesses have
the same options available to them as the government; that is. to print money
to pay off debts or simply raise prices to cover increased costs. When
Washington decides to increase the minimum wage, I can't just tell all my

-.-..,tomegs I'm raising the price of milk and bread and they will just
their social security checks a little further. Neither can I print
is ?roll My only option is to reduce man hours.

1 U
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ARE FULL TIME STUDENT CERTIFICATES USABLE':

Under the present federal minimum wage law a retail grocer enterprise, which
may consist of more than one store, may employ only 6 full-time students at
no less than 85 percent of the regular minimum wage without prior
authorization from the U.S. Department of Labor. However, an application
must be submitted to the Department of Labor no later than the start of student
employment. If more than six full-time students are desired for employment at
no less than 85 percent of the regular minimum wage rate, ne retail grocer
enterprise must adhere to complex, strict federal regulations.

Only 23 percent of the retail grocers made use of and employed students
under the fulltime student certificates in 1980. The major restriction is the
federal regulatory burden.

"I do not like to use teenagers at 85% of nunim,im wage because of the
regulations involved . ."

Arkansas Retail Grocer

"I attempted to get a certificate to work teenagers at submini mum wage. I had
the wage and hour people investigate me because you can only work a
percentage of your hourly people at this rate We need a special rate for
teenagers."

Idaho Retail Grocer

"Too many requirements for working teenagers Would use more if not for all
the extra paperwork required by gov't

Florida Retail Grocer

"I believe that a special provision should be made for teens 14/16 one wage;
16/18 a higher wage; 18 over minimum hourly wage."

New York Retail Grocer

IS THERE A RIPPLE EFFECT TO MINIMUM WAGE INCREASES?

Eighty-seven percent of the retail grocers find it necessary to increase higher
paid employees when employees' minimum wage is increased. This is
commonly referred to as the "Ripple Effect."

"The minimum wage has a very grave effect on our higher paid people. We
must raise them as much or more than the increase in minimum wage and
has forced us to raise prices every time

Wisconsin Retail Grocer

"When paying minimum wage to inexperienced help, I find it necessary to
increase pay of my regular workers. This is where the big expense comes in.
It pyramids."

Connecticut Retail Grocer

Our problem with increasing minimum wage is the fact that we are pressured
into increasing higher paid employees' wage. They think we 'owe' them a
cost of living raise equivalent to minimum wage hike then they want to
talk about a raise."

1u;
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"The increase in higher paid employees is the most costly part They insist on
same percentage minimum goes up, plus cost of living based on CPI, then
merit and seniority raises."

New Hampshire Retail Grocer

"I believe the minimum wage is the most inflationary issue we have. If we
increase the $3 people we have to increase the $4 people. So it goes right on
up the ladder 5- 6- 7- 8 -9 -10 and up."

Texas Retail Grocer

WHAT IS EFFECT ON RETAIL GROCER i OPERATIONS?

Retail grocers appeal ,nost reluctant to make any changes in operating hours,
mainly due to competitive considerations. Only eighteen percent reduced
operating hours in 1980. Twenty percent of the retail grocers would expect to
reduce operating hours in 1981 and forty-three percent would consider it if the
federal minimum wage was increased to $4.00 an hour.

Approximately sixty percent of the retail grocers have or are considering
adding equipment to help cope with minimum wage increases. Alternatives
include-electronic cash registers, scanning cash registers, and other me-
chanical equipment which would increase productivity and efficiency.

Finally, some retail grocers indicated that future minimum wage in-
creases may jeopardize their business viability.

"We have installed new electronic registers."
Michigan Retail Grocer

"If the minimum wage keeps going up it will force more unemployment and
will force more supermarkets out of business that are doing less than $2
million per year."

Florida Retail Grocer

"The other alternative to maintain level prices would be to eliminate that
service which is provided by the employees covered by the minimum wage.
In our industry this means eliminating carryout service."

Montana Retail Grocer
FINDINGS AND CONCLUSIONS

The federal minimum wage is having an inflationary impact on the prices
consumes; pay in retail food stores, adversely affecting employment oppor-
tunities in retail food stores, especially for teenagers, and squeezing viable
local retail grocer operations.

Consumer Prices

Consumer prices in retail food stores were increased in 1980, according to
eighty-four percent of the retail grocers responding, due to federal minimum
wage increases. The federal minimum wage was a factor in the 1980 food
price increases of approximately ten percent. Seventy-one percent of the retail
grocers will factor the required minimum wage increases into food prices for
1981. The ripple effect of having to increase higher paid employees' wages
adds to the pressure on food prices. The direct effect according to sixty
percent of the retail grocers would be a 5 percent increase in retail grocery
store prices if the federal minimum wage was raised to $4.00 an hour.

lUG
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Employment

On the employment side, retail grocers have been curtailing man-hours to
cope with recent federal minimum wage increases. Approximately eighty
percent expect to reduce the number of hours employees work in 1981.
Almost sixty percent have been reducing staff Over seventy percent of the
retail grocers have decreased teenage employment opportunties

The federal minimum wa.Lte increases are creating an employment
dilemma in the retail grocery industry. Legislators increase the federal
minimum wage to improve minimum wage employees' standard of living.
However, in low profit margin industnes like food retailing, local retail
grocers are squeezed by the higher operating costs. In order to remain
competitive retail grocers react by trimming man hours, conuolling or
eiiminanng overtime, and reducing staff. The result is some employees have
experienced reduced work time and loss of employment opportunities.
Beneficiaries of those losing full-time employment appear to be women and
others seeking to supplement family income during these inflationary times.

The retail grocery industry has traditionally been a large employer of
teenagers for such customer services as bagging and carrying out grocenes.
M the minimum wage increases, 46 percent in the last four years, retail
grocers are forced to judge whether the employment opportunities are
economically justified Over seventy percent have reduced these teenage job
opportunities. Despite a willingness and desire by retail grocers to train and
employ teenagers, the economic realities have made such ventures too
expensive

The present full-time student certificates, permitting employers to
employ full-time students at no less than 85 percent of the regular minimum
wage rate, offers no relief to the problem. Less than one in four of the retail
grocers responding uses the program because of the federal paperwork and
regulations. Retail grocers must complete U.S. Department of Labor applica-
tions. Legal and other expert advice is likely required to determine whether a
retail enterprise may employ more than six full-time students.

Employers desiring to employ more than six may apply for full-time
student certificates for no more than ten percent of total hours of all employees
during any month. The difficulty is that the bagging and carrying service is
not likely to be a strict 10 percent ratio in retail grocery stores. The retail
grocer must track the hours to be sure full -time student employment does not
exceed ten percent If it does, the full-time student must be paid at least the
federal minimum hourly wage. The result is the retail grocer is in the awkward
position of having to pay the same employee two different wage rates. In
addition, the same problem occurs because full-time students may not be
employed during a school week for more than 20 hours at no less than 85
percent of the regular minimum wage rate.

If the retail grocer enterprise desires to employ more than six full-time
students and over 10 percent of the total monthly hours, the retail grocer must
have past records to make application, in some cases dating back to before
1974

1 u 7
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Efforts must be .indertaken administratively and/or legislatively to
improve the employment opportunities for teenagers A national policy that
economically continues to close the employment door to teenagers will create
a generation without work experience At some point an individual must learn
the responsibilities and benefits of employment, such as punctuality, perfor-
mance according to management directions, courtesy, and dependability.
Benefits not only include remuneration, but experience, improved image of
self-worth, and the desire to advance Delaying the opportunities for teenage
individuals to become a productive segment of society poses a substantial
disadvantage for adult employment opportunities

Retail Grocery Store Operations

Fewer retail grocers, only 18 percent. have reduced operating hours because
of federal minimum wage increases Maintaining operating hours is a

necessary competitive tool essential to retail grocers maintaining sales and
their competitive position in the marketplace Primarily, emphasis appears to
focus on adjusting employment and prices in response to federal minimum
wage increases

Local retail grocers historically have featured service as a competitive
tool against large national retail food chains. Personalized customer service
h -is included bagging, carrying out, and loading groceries In response to
increased federal minimum wages, retail grocers reviewed and some-
times eliminated this customer service Elimination of bagging and carry out
service may impact on the local retail grocers' competitive edge.

Retail grocers are al- evaluat;ng more efficient equipment to offset
escalating labor costs wah increased productivity. Approximately sixty
percent of the retail grocers have or will invest in sucl. equipment For
example, electronic cash registers or scanning cash registers are frequently
mentioned

Finally, the most drastic impact on retail grocers is the significant
number expressing concern that future federal minimum wage increases could
force them out of business. Retail grocers caught in a squeeze of intense price
compt.iition and rising federal minimum wages suffer unusually thin profit
margins. One retail grocer stated he could get a better return on his investment
by selling out and investing in treasury certificates The result is increased
pressure placed on small and medium sized business to survise in this time of
highly unstable inflationary economic conditions
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Senator NICKLES. Mr. Stephens, do you have a statement?
Mr. STEPHENS. Yes. I will condense my remarks to what I consid-

er to be the salient points, if I may. First, let me say that I am
representing the National Association of Convenience Stores with a
membership of over 35,000 stores, and the 2,000-member Texas
Retail Grocers Association, of which I am currently president-elect.

I address my comments that are written from four points of
view. I would like to skip over two of those to the ones that I feel
are really important issues here.

Senator NICKLES. Thank you.
Mr. STEPHENS. The economy is the first one. The second one that

I would really like to dwell upon is teenage employmentthat
subject in general.

The largest segment of unemployed is in the youth age category.
Why is this? It is simply because in general, the younger employee
is less skilled and less disciplined and therefore less likely to make
a positive contribution to the job. Why, then, would an employer
hire such a person when one with a higher skill level and perhaps
a greater incentive to hold a job can be hired at the same wage?
Generally, he will not.

If the teenage wage differential were put into effect, it is certain
that many more young people would be given the opportunity to
WL.-- ''Tlg more teenagers to work would create a domino effect
on other aspects of our society. It would occupy a part of their time
in a positive fashion. Social studies indicate that much of our
Nation's crime is the direct result of young people having nothing
to do in their spare time.

It would give them the opportunity to learn a skill and, with
that, the pride of good job performance. It would make potentially
better employees of these young people when they reach adulthood
because of that youth experience. I daresay that most of us that
are over 40 had plenty of teenage work experience and I, for one,
feel it was a valuable one for me.

It would teach them the work ethic, the very backbone of this
Nation's foundation. It would teach them that they are paid what
they are worth according to their productivity, as opposed to being
given a wage because it is the law of the land.

It would teach them a sense of responsibility, of learning to
crawl before they can walk and having to perform and produce in
order to earn a better wage.

My third point was service, and I will skip over that to the
fourth and final point: records, regulations and paperwork. An-
other of President Reagan's primary goals is to reduce the impact
of Government-required paperwork and regulations on business
and consumers alike. I assure you that the grocery industry is
unanimously in support of that rosition. Do not give the economy a
break with reduced wage requirements for teens and then take it
away with paperwork and other requirements and regulations that
would make it not worth the trouble. Some of these bills call for a
maximum of six teenagers to be employed at a subminimum wage
by any one employer.

Our member companies range in size from one store having less
than six total employees to 6,500 stores employing thousands, and
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we are all sizes in between. So, do not give and then take away by
using arbitrary quotas.

Senator NICKLES. A couple of comments. Are all convenience
stores mandated to be covered by the minimum wage?

Mr. STEPHENS. I believe that is correct. There are some exemp-
tions that are so low that they really do not apply. So, for practical
purposes, they are all covered.

Senator NICKLES. You made a statement that I would like to ask
you about. It says:

Rather than granting a subminimum wage for a 6-month period, eliminate the
time tests If there are no wage requirements for those IS years old and under, I can
guarantee a major Increase in teenage employment and a lessening of the upward
pressure caused by wages on prices

You said you can guarantee an increase in employment. As you
probably know, I introduced a bill to exempt persons under the age
of 18 from the minimum wage.

Do you see a substantial increase in the number of jobs, or
opening the doors on a number of jobs for people in that age
category if we did not have the minimum wage requirements?

Mr. STEPHENS. Yes, I do, Senator. I prepared these comments
prior to my knowledge of your bill having been filed, and I was
especially gratified when I found what the content ofyour bill was,
because that is exactly what I am speaking about.

I realize that the term "guarantee" is rather strong. Yet, I say
that from my own point of view and from talking to many, many
colleagues in the grocery industry who say simply that they have
quit hiring teenagers because when they can hire an adult for the
same wage, they are not going to hire the teenager. Yet, as a result
of not hiring the teenager, they have eliminated many of the jobs
that a teenager could do and do very wellthe bottle function, the
cleanup, and this sort of thing.

Senator NICKLES. You mentioned the bottle function. Do you
think a lot of those jobs have disappeared? Do you think the bag
boy jobs, the filling station jobs, and the window washing jobsand
I used to do some of those myselfhave disappeared because of the
minimum wage?

Mr. STEPHENS. I very definitely do. I think that is one of the
primary causes of the self-service society that we find ourselves in
now.

Senator NICKLES. I will ask this question to both of you. Do you
see in your own companies or other companies in your industries
that any one person working for a wage at or above the minimum
would be displaced by a 16- or 17-year-old who would work for
$2.75?

Do you see, across the country, people being laid off and replaced
with people making $2.15?

Mr. MACEY. Not in our industry; I do not feel that that would be
the case.

Senator NICKLES. Do you think, basically, it would be a net
increase in jobs? That is what we are talking about. We are not
talking about moving people out of jobs; we are talking about
opening up doors on jobs that basically have been priced out of the
marketplace.
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Mr. STEPHENS. That is my feeling. I do not feel that there would
be any displacement at all in our industry. We do not really need
minimum wage employees in our business. As Waldo made the
comment a little earlier, we work them into a job level and as their
skills improve rather rapidly because of the relatively low skill
level required, they are moved forward in pay scale and in job
position.

Senator NICKLES. Making wages greater than the minimum
wage?

Mr. STEPHENS. Yes. So, if we had the opportunity to employ
teenagers at below the minimum wage level, we would not he
laying off our better, proven employees by any means.

Senator NICKLES. OK. One further question, Mr. Stephens. You
mentioned the bureaucratic mangling of the student application
that has to be filed. Do many people in your industry use that
because of the problem that ensues?

Mr. STEPHENS. No. As a matter of fact, it is sort of like a plum
being given and then taken away. I do not know of many folks in
our industrywe do not, for example, use that particular opportu-
nity.

Senator NICKLES. Because of the--
Mr. STEPHENS. Because of the paperwork.
Senator NICKLES. And the need to file for an application?
Mr. STEPHENS. Many times, these students and these younger

people are short-term employees to begin with, and their term of
employment may be over before the paperwork could be processed.

Senator NICKLES. I wish to thank both of you. Both of you have
traveled a considerable distance and, for that, we appreciate your
testimony. Your testimony and the testimony of other individuals
will be entered into the record.

As you can tell, there is a considerable amount of interest in this
subject on the Hill. I might explain further that there are other
meetings on the Hill. We have a fairly important bill before the
Congress that we will be considering this afternoon. Also, we will
have two sessions by both minority and majority parties to discuss
those bills. That is the reason for the absence of the members.

Mr. MACEY. Senator, if thl new administration can get the econo-
my of this country going and I can afford to build a new store, I
can hire another 65 or 70 people. That is the other end of the
thing.

Senator NICKLES. Good comment. Thank you very much.
[The prepared statement of Mr. Stephens follows:]
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My name is F.L. Stephens, President of Tbwn & Country Food Stores, Inc.,

a 67 unit Convenience Store Company headquartered in San Angelo, Texas. I am here

representing not only my own company, but also the National Association of

Convenience Stores (NAGS) with membership of over 35,000 convenience stores, and

the 2,000 member Texas Retail Grocers Association (TRGA) of which I am President-

Elect.

I would like to address my comments to a broader concept of sub-minimum wage

for teen-agers than that proposed in S.348. My remarks will deal with the subject

from four points of view:

1. The Economy- Everyone from President Reagan down has identified the economy

in general, and inflation in particular as our nation's nutter one problem. With

the cost of labor amounting to more than 50% of our industry's cost of doing business,

it must be recognized that the level of wages paid has a direct and dramatic impact

on the price of food. As recently as January 1, 1981, with the minimum wage increasing

to 53.» per hour, overall labor costs increased as did the price of our merchandise

accordingly. While the concept of raising minimum wage earners salaries is good

in theory, the resulting increase in the price cf goods and services leaves the

recently- raised minimum wage earner where he was before the upward spiral occured.

The concept of a sub-minimum wage for teenagers is imminently reasonable

in that any step that is taken to hold down the costs of doing business will impact

prices similarly. The competitive nature of the grocery industry is such that

general industry cost reductions will be passed along to the consumer in order

for each merchant to stay competitive with the other.

Rather than passing a bill reducing the wage for teen "gers to 75% of the

minimum wage, I would propose to eliminate all regulations governing youth
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wages. Rather than granting a sub-minimum we for a six-month period, eliminate

the time test. If there were no we requirements for those 18 years old and

under, I can guarantee both a major increase in teen age employment and a lessening

of the upward pressure caused by wages on prices.

. 2. Teen-Age Employment- The largest segment of unemployed is in the youth age

category. Why is this? It is simply because in general, the younger employee is

less skilled and less disciplined, and therefore less likely to make a positive

contribution to the Job. Why then, would an employer hire such a person when one

with a higher skill level and perhaps a greater incentive to hold a job can be hired

at the same wage? Generally, he will not.

If the teen-age we differential were put into effect it is certain that many

more young people would be given the opportunity to work. Putting more teen-agers

to work would create a domino-effect on other aspects of our society.

a. It would occupy a part of their time in a positive fashion. Social

studies indicate that much of our nations'crime is the direct result of young

people having nothing to do in their spare time.

b. It would give them the opportunity to learn a skill, and with that the

pride of a good job-performance. It would make potentially better employees of these

your people when they reach adulthood because of that youth experience. I dare

say that most of us that are over 40 had plenty of teen-age work experience, and I for

one feel It was a valuable experience for me.

c. It would teach them the work ethic, the very backbone of this nations'

foundation. It would teach them that they are paid what they are worth according

to their productivity, as opposed to being given a wage because it is the law of

the land.

d. It would teach them a sense of responsibility, of learning to crawl

before they can walk, and having to perform and produce in order to earn a better

wage.

3. "Service"- The degree of assistance offered shoppers today is far less than

it was Just a few }ears ago This is true in the grocery industry as well as in

82-187 0-81---8 111
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most labor-intensive businesses. "Service" will continue to shrink as wages continue

to climb.

So many jobs can be performed by teen-agers: Jobs that do not require a high

skill level. But increasingly, those jobs are being phased out, and the customer

in addition to paying higher prices is also having to do more of the work.

Just in the grocery industry itself, baggers, bottle handlers, stockers, clean-

up crews and other jobs could be done with unskilled teen labor, if the cost of hiring

then weren't prohibitive. As it is, those jobs are gradually phased out, and either

the adult work force does it, raising the cost to the consumer. automation handles

it, or customers do more themselves.

4. Records/Regulations/Paperwork- Another of President Reagan's primary goals

is to reduce the impact of government required paperwork and regulations on business

and consumers alike. I assure you the grocery industry is unanimously in 'Support

of that position. Don't give the economy a break with reduced wage requirements

for teens, then take it away with paperwork, and other requirements and regulations

that would make it not worth the trouble. 5.348 calls for a maximum of six teen

agers to be employed at a sub-minimum wage by any one employer.

Our member companies range in size from one store having less than six total

employees, to sixty-five hundred stores emplzying thousands, and we are all sizes in

between. So don't give, and then take away by using arbitrary quotas.

In closing, I feel that my company is fairly representative of the industry.

At one time, when we were exempt from provisions of the Fair Labor Standards Act we

employed many teen-agers, 16-17 years old. Cn the aerage, we employed ore in that

age category per store. As it is now, we hire very few if any that are under eighteen.

While current law permits hiring students Lnder certain conditions at 85% of the

minimum wage, we do not do this at all. The savings that is realized is just not

worth the trouble of the red-tape that is required.

this sub-committee and the Congress could t.!se a large step toward restoring

the Free Enterprise System by passing a meaningful, unencumbered youth ,:age

differential bill.

1 1 5
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Senator NICKLES. For our next panel, we have Michael Tiner, the
assistant director of governmental affairs for the United Food and
Commercial Workers International Union; Jacob Sheinkman, who
is secretary-treasurer of the Amalgamated Clothing and Textile
Workers Union; and John Sweeney, who is president of the Service
Workers International Union.

Who is Mr. Tiner?
Mr. TINER. Here.
Senator NICKLES. Mr. Sheinkman?
Mr. SHEINKMAN. I am Mr. Sheinkman.
Senator NICKLES. And Mr. Sweeney?
Mr. SWEENEY. Yes.

STATEMENT OF MICHAEL TINER. ASSISTANT DIRECTOR. GOV-
ERNMENT AFFAIRS. UNITED FOOD AND CHEMICAL WORKERS
INTERNATIONAL UNION; JACOB SHEINKMAN. SECRETARY-
TREASURER. AMALGAMATED CLOTHING AND TEXTILE
WORKERS UNION. ACCOMPANIED BY ELIZABETH SMITH,
LEGISLATIVE REPRESENTATIVE, AMALGAMATED CLOTHING
AND TEXTILE WORKERS UNION; AND JOHN SWEENEY.
PRESIDENT. SERVICE EMPLOYEES INTERNATIONAL UNION.
ACCOMPANIED BY RICHARD MURPHY, LEGISLATIVE REPRE-
SENTATIVE, SERVICE EMPLOYEES INTERNATIONAL UNION, A
PANEL

Senator /Vim...) 4. Mr. Sweeney, where are you from?
Mr. SWEENEY. Service Employees International Union.
Senator NICKLES. Where is that located?
Mr. SWEENEY. Here in Washington.
Senator NICKLES. In Washington, D.C.
And Mr. Sheinkman?
Mr. SHEINKMAN. I am with the Amalgamated Clothing and Tex-

tile Workers Union located in New York City.
Senator NICKLES. In New York City. We appreciate your pres-

ence today.
And Mr. Tiner, you are from--
Mr. TINER. Well, the International is located in Washington. I

am originally from Oklahoma.
Senator NICKLES. Well, welcome; great. You are now located in

Washington, D.C.?
Mr. TINER. Yes.
Senator NICKLES. Gentlemen, I have read your statements with

interest. If all of you would make some brief comments, I will ask
you questions individually or as a group at the conclusion of your
statements. I hope we can make them very brief because I hate to
have other individuals who have traveled a long distance not have
a chance to appear before the committee.

Mr. Tiner, would you care to go first? That is the order I have.
Mr. TINER. OK. The three bills before us today seek to lower the

wage established by the Fair Labor Standards Act over 53 years
ago. The UFCW is opposed to all three. We share the committee's
concern about the economic well-being of America's young workers.
However, our concern does not manifest itself in a low-wage solu-
tion.
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Senator NICKLES. Could you pull your microphone up just a tad,
please?

Mr. TINER. Ostensibly, the major reason for enacting a youth
subminimum is to relieve the problem of teenage unemployment.
The UFCW rejects the notion that the way to increase employment
is to decrease wages. It is our opinion that the answer to the
question of increased employment can best be found in a strong
and healthy economy, not by discriminating in a wage structure.

Our concern is not specifically that there will be a lot of substitu-
tion of older workers by teenage subminimum workers. We have
concern that any substitution will occur. The only real result,
besides forcing teenage unemployment into a different age bracket,
will be to create a pool of highly exploitable young workers.

Although S. 348 seeks to allay our concern by prohibiting the
substitution of adult minimum wage workers by subminimum teen-
agers and restricts that to the first 180 days of employment, it also
deletes any certification process for subminimum workers. By
eliminating the certification process, it is unlikely that the substi-
tution of workers would be discovered at all unless you had some
new form of reporting by the government.

We would point out that there currently exists a youth differen-
tialthe student certification program. It has certain restrictions
and these restrictions are designed specifically to insure that there
is no substitution for older workers. In addition to restricting the
number of hours that individuals are allowed to work, it also
restricts the total number of students that are allowed to work in a
covered establishment.

The provision of S. 348 that provides for the payment of the
youth differential for 180 days ignores not only the nature of
minimum wage jobs, but the nature of teenage employment as
well. According to Labor Department statistics, at any given
moment, less than 50 percent of the employed teenagers are in
their jobs longer than the 180-day probation period. This virtually
guarantees that half of the current teenage jobs will never pay
more than 75 percent of the minimum wage.

We urge this committee to turn its attention to legislation in-
creasing the minimum wage. Approving the proposed cuts in the
very programs that are designed to help the working poor while
failing an opportunity to increase minimum wage earners' ability
to work for a wage that insures the maintenance of a minimum
standard of living, we believe is unconscionable, Senator.

Senator NICKLES. Thank you, Mr. Tiner.
[The prepared statement of Mr. Tiner follows:]
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STATEMENT OF MICHAEL TINER

ASSISTANT DIRECTOR OF GOVERNMENT AFFAIRS

UNITED FOOD & COMMERCIAL WORKERS INTERNATIONAL UNION

BEFORE THE

SUBCOMMITTEE ON LABOR

OF THE

SENATE LABOR AND HUMAN RESOURCES COMMITTEE

MARCH 24, 1981

My name is Michael Tiner. I am the Assistant Director of

Government Affairs for the United Food & Commercial Workers

International Union (AFL-CIO).

The UFCW is the result of the recent merger of the Amalgamated

Meat Cutters and Butcher Workmen (AFL-CIO) and the Retail Clerks

International Union (AFL-CIO). The UFCW has some 1.3 million

members organized in 700 local unions throughout the United States

and Canada.

The UFCW and its local unions have contracts with tens of thou-

sands of employers throughout the food processing, retail sales, leatft

er, health, commercial, shoe manufacturing, fur and other industries.

In any study of the Fair Labor Standards Act, it is helpful

to review the reasons for the passage of the original Fair Labor

Standards Act:

Sec. 2. (a) The Congress hereby finds
that the existence, in industries engaged in
commerce or in the production of goods for
commerce, of labor conditions detrimental to
the maintenance of the minimum standard of
living necessary for health, efficiency, and
general well-being of workers (1) causes

1 1 a
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commerce and the channels and instrumentalities
of commerce to be used to spread and perpetuate
such labor conditions among the workers of the
several States; (2) burdens commerce and the
free flow of goods in commerce; (3) constitutes
an unfair method of competition in commerce;
(4) leads to labor disputes burdening and ob-
structing commerce and the free flow of goods
in commerce; and (5) interferes with the orderly
and fair marketing of goods in commerce.

The reasons for the enactment of the original Fair Labor

Standards Act remain as valid today as they were 53 years ago.

Even a cursory reading of the Fair Labor Standards Act will reveal

that Congressional intent was to establish a "minimum" standard or

a wage floor.

S. 348, 430 and 658 seek to lower that wage floor for an

entire class of workers. All three bills, in varying degrees,

attempt to establish a sub-minimum wage for teenagers.

The UFCW is opposed to the establishment of a sub-minimum wage.

It should be noted that, though our opposition to the youth differ-

ential is longstanding, it is not motivated by any selfish interest.

The vast majority of our members are unaffected by changes in the

minimum wage. While the UFCW is opposed to the various proposals

for a youth sub-minimum wage, we share the Committee's concern about

the economic well-being of America's young workers. However, our

concern does not manifest itself in a low-wage solution.

Ostensibly, the major reason for enacting a youth sub-minimum

is to relieve the problem of high teenage unemployment. The UFCW

rejects the notion that the way to increase employment is to decrease

wages. It is our considered opinion that the answer to the question of

increased employment can best be found in a strong and healthy

economy --not discrimination in the wage structure.

&
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We find it interesting to note that those industries who

clamor loudest of a youth sub-minimum as a solution for high

unemployment are also those who are most likely to benefit from

its enactment.

Both proponents and opponents have economic studies to bolster

their respective positions. Virtually all studies agree that there

will be some replacement of adult workers by teenage sub-minimum

workers. The disagreement is over how much substitution will occur.

Our concern is not how much substitution will occur but that

any substitution occurs. The only real result besides forcing teen-

age unemployment into a different age bracket will be to create,

among younger workers, a pool of highly exploitable low wage workers.

Though our position is not without economic justification, we

are philosophically opposed to wage discrimination in any form.

No worker, young or old, should be required to exchange their labor

for a wage less than the minimum wage.

Although B. 348 seeks to allay our concern by prohibiting the

substitution of adult minimum wage workers by sub-minimum teenagers

and restricting the differential wage to the first 180 days of

employment, it also deletes any certification process for sub-

minimum workers. By eliminating the certification prccess, it is un-

likely that substitution of workers would be discovered, absent some

new and fair'y complicated form of government reporting.

We would point out that there currently exists a program for a

youth differential. The Student Certification Program, subject to

certain restrictions, allows employers to hire students at a re-

duced wage.
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These restrictions in the Student Certification Program were

specifically designed to insure that there would be no substitution

for older workers. In addition to restricting the number of hours

individuals are allowed to work, the program restricts the percentage

o' total hours that student participants may work in a covered

establishment.

S. 348 reduces the full-time students' sub-minimum wage

established by the Student Certification Program from 83 percent

to 75 percent. A youth differential gives a teenage worker an

advantage over a minimum wage worker. Full-time students who are

participating in the Student Certification Program will have what-

ever advantage they previously enjoyed removed by S. 348.

The provision of S. 348 that provides for the payment of the

youth differential for 180 days ignores not only the nature of

minimum wage jobs but the nature of teenage employment as well.

According to Labor Department statistics, at any given moment,

less than 50 percent of the employed teenagers are in their jobs

longer than the 180 day probation period. This means that more

than one-half (i) of current teenage jobs would virtually never

pay more than 75 percent of the minimum wage. Minimum wage jobs

typically require very little expertise or training and frequently

have high rates of turnover.

As we stated earlier, we share the Committee's concern for

America's young workers. The UFCW believes that these workers,

as well as all workers, can best be helped by creating more jobs

--not by reducing the minimum wage and pitting one class of worker

against another.

In closing, we urge this Committee to turn its attention

to legislation increasing the federal minimum wage. Approving

the proposed cuts in the very programs designed to help the

working poor, while failing an opportunity to increase minimum

wage earners' ability to work for a wage that insures the

maintenance of a minimum standard of living, is, we believe,

unconscionable.
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Senator NICKLES. Mr. Sheinkman?
Mr. SHEINKMAN. Senator, appearing with me today is Elizabeth

Smith, our lcgislative representative who has an office here in
Washington representing our union.

I am the Secretary-Treasurer of the Amalgamated Clothing and
Textile Workers, representing some 450,000 members in almost all
of the States, engaged primarily in men's, boys', and children's
apparel industries, as well as textile, retail, and service industries
as well.

It is our position that the youth subminimum wage will not help
create any new jobs for our Nation's young people. In the indus-
tries I know best, the only effect it can have on the labor market,
as far as we are concerned, is to transfer jobs from older workers toyounger members.

Rather than go into detail, there are a couple of points in my
testimony I would like to stress. We consider the cut wage rate for
teenagers a cut wage for full-time students of any age who work
part-time to create jobs for youth. The question we have is, how is
this going to come about?

The reasoning was laid out by the remarks of Senator Hatch thathe made in the Senate, which you introduced in the record on his
behalf in January, and I would like to take some of the basic points
he raised and show that the premises under which he is operating
are wrong and that the bills that are now under consideration by
this committee, at least as of this time, do not meet the problems of
youth who are unemployed today.

False premise No 1 is that youth unemployment goes up whenthe minimum wage goes up. The minimum wage went up this
January. The teenage unemployment rate was lower than it was
last July. Other examples abound, I am sure.

As far as we are concerned, while you may have a higher rate of
youth unemployment, it reflects the economic conditions in which
this country finds itself. If there are more people working, there
are more youth working. If there are less people working, there are
less youth working. When the unemployment rate was somewherein the range of 4.9 percent, you had a lower number of youth
unemployed, and when it is 7.3 percent, you have a higher rate of
youth unem cloyed.

i.s far as premise No. 2 is concernedand there was reference toMcDonald's and long linesit has nothing to do with the high cost
of employing teenagers. We have a McDonald's near my office andthe time you have long lines is when you have people out on alunch hour. I do not see how they could pack any more youth in
there to handle the long lines during that particular time. Where
would they put the cut-rate employees, on the roof? If they needed
more people, why did they not hire them in the first place?As far as we are concerned, these fast food chains are not losing
any money now, and there is no need to make them richer byhiring youth at a subminimum wage.

False premise number three: youth and older workers compete
for different types of jobs. Not in the industries I am acquainted
with, and I have been working and involved in these industries for
almost 30 years. May union represents retail clerks in general mer-chandise and men s clothing stores. Walk into any department
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store and see who is selling the goods. Side by side, you have young
people and older people working in the same kind of work, particu-
larly when you are dealing with small-ticket items where the em-
ployees are not involved on commission.

Take a textile mill and take the picture "Norma Rae," which
depicted the story of the J. P. Stevens Co. In that picture, you saw
mother and daughter working side by side in the mill. If you go
into any apparel shop and you watch the sewing machines or the
pressing machines, you will see young and old people doing the
same kind of work and earning the same amount of rates and the
same amount of pay.

False premise number four: extending cut rates beyond the re-
tailing and service industries will create new jobs for youth. Retail-
ing and service industries were the largest employers of 16 and 19-
year -olds in 1970, and they certainly are today. In 1970, 38 percent
of teenage workers were employed in retail establishments, and 25
percent were employed in service establishments, in which, inci-
dentally, schools and colleges are classified. They were the largest
employers because their work schedules accommodate the employ-
ment of part-time workers and because the skills required can be
picked up in a matter of days. Cut rates will not create part-time
jobs in industries that are not prepared to utilize part-time work-
ers. These are seasonal in nature, as you know. In many cases, the
Christmas season, the Easter season, and Mother's and Father's
Day are the times that part-time casual workers are hired.

The rate has nothing to do with whether they are hired or not; it
depends on the amount of traffic, based on my experience, that
goes into the store. As far as I am concerned, it will not create any
full-time jobs, particularly for those youth that are full-time in the
labor market, and I am not talking about students who need part-
time employment.

Senator NICKLES. Thank you, Mr. Sheinkman.
[The prepared statement of Mr. Sheinkman follows:]
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STATEMENT OF Jacob Sheirilumark
Secretary-Treasurer

OF THE AMALGAMATED CLOTHING
AND TEXTILE WORKERS UNION

I am appearing here today on behalf of the 455,000 members of

the Amalgamated Clothing and Textile Workers Union. Our members work

primarily in the men's, boys', and children's apparel industries, in

the textile industries, and the nonrubber footwear industries, as well

as in the laundry and cleaning industries and in retail trade. They

live in almost every state of the nation and in Puerto Rico, as well as

in Canada.

The Amalgamated Clothing and Textile Workers Union has had a deep

and long-standing interest in federal minimum wage legislation. A pre-

decessor union of ours, the Amalgamated Clothing Workers of America,

first advocated a federal wage floor as a major instrument of economic

reco-ery and stability in the depths of the great depression of the 1930's,

and played a leading role in the enactment of the Fair Labor Standards Act

of 1938. We have been equally active in the periodic efforts to improve

the Act t, meet current needs, as a matter of positive economic and social

policy.

A youth subminimum wage, such as that proposed in S. 348, will not

help to create any new jobs for our nation's young people. In the indus-

tries I know the best, the only effect it can have on the labor market is

to transfer jobs from older workers to younger workers.
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This bill does not address itself to the problem of providing jobs

for teenagers seeking work. Instead, its only promise is to aggravate

the difficulties of adult low-wage earners in securing and retaining jobs.

The federal minimum wage is the "safety net" that sustains the living

standards of low-wage earners. A youth subminimum could rend it, perhaps

beyond repair.

Senate bill 348 does not really target in on the problems of teen-

age unemployment. Let me review for you some of the facts on the teenage

labor force.

Teenage Americans, aged 16-19, are nearly 10 percent of our civil-

ian labor force and have been for some years. Thus, in 1970, they accounted

for 8.9 percent of the labor force; in January of this year, they represented

8.0 percent of the total. Historically, their unemployment rate has been

nearly three times the rate for all workers. In 1970, when the overall un-

employment rate was 4.9 percent, the teenage rate was 15.3 percent. This

February, the seasonally adjusted rate for all workers was 7.3 percent;

that for teenagers was 19.3 percent.

The business cycle has been as important a determinant of the unem-

ployment rate for teenagers as it has been for workers of all ages. During

periods of economic expansion, the rate of teenage unemployment has con-

tracted; in periods of economic decline, it has risen.

The size of the teenage labor force expands abruptly in the summer

and declines Just as abruptly when school reopens. Last July, for example,

the teenage labor force numbered 11.6 million -- against 8.4 million this

last January. Yet the unemployment rate for teenagers was lower last July

than it was this January.
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Teenage job needs change with the season. In the summer, most

want full-time work and fit into the standard work schedules of American

industry. When schools are in session, most want part-time work, and

they flock to jobs in retailing and finance and service industries whose

work schedules not only accommodate, but welcoMe part -time employees.

Within this group, is a hard core of nonwhite youth that cannot find

jobs. The unemployment rate for black youth has been above 35 percent

in every year of the last six. Today, in the ur'-an ghettos, black unemployed

youth outnumber those at work. The unemployment rates for youth of Hispanic

origin and other minority groups are also substantially higher than for

teenage whites.

Those are some of the facts on teenage employment. Now how would

this "Youth Opportunity Wage Act of 1981" address those facts?

Basically, S. 348 is cut-rate wage bill for cut-rate employers.

It would permit employers to pay young people, under the age of 20, at 75

percent of the statutory minimum (currently $3.35) for 180 workdays. That

would mean an hourly rate as low as $2.52, or 83e lower than the statutory

rate.

In addition, the provisions of the Act that now apply to full-time stu-

dents, regardless of age, who are employed in retail and service establish-

ments are amended. first, the student rate is cut from 85 percent to 75

percent of the statutory minimum - chopping it 33e. Secondly, the

section no longer applies just to retailing and services -- but is extended

to any employer, specifically including institutions of higher education.

The limitation on the number of students any employer may employ (namely

:ix), and the number of hours they may work in a week (namely 20), are
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retained. In place of having to provide the specifics on :he student/

nonstudent structure of the employer's workforce, however, the employer

is asked only to assure that part-time student workers will not be used

to displace full-time workers.

How is a cut-rate wage for teenagers and a cut-rate wage for full-

time students of any age who work part-time going to create jobs for

youth? The reasoning is laid out in the remarks of Senator Hatch that

accompanied the introduction of the bill. I was surprised by the number

of false premises that pervade those remarks.

False premise number 1: That youth unemployment goes up when the

Minimum wage goes up. The minimum wage went up this January -- but the

teenage unemployment-rate was lower than it was last July. Other examples

abound I am sure. Youth unemployment goes up when the economy goes down --

and goes down when the economy is robust and expanding. That's the correct

correlation.

False premise number 2: The long lines L. McDonald's are due to

the high cost of employing teenagers. Well, in the McDonald's near my

office, the lines get a little long at the peak of the lunch hour -- but

every station that the service counter accommodates, every one of those

fancy terminals they have, is manned. Where would they put new cut-rate

employees? And, why would they hire them in the firs: place? These fast

food chains aren't losing any money now -- there's no need to make them

richer.

False premise number 3: Youth and older workers compete for dif-

ferent types of jobs. Not in the industries I know best. My

union represents retail clerks in general merchandise and men's clothing

127
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stores. Walk into any department store -- into any department selling

"modest-ticket" items that's not on commission -- and that's most of them;

you'll find grandmothers working cheek by jowl with teenagers. Take a

textile mill. Did you see the movie Norma Rae? - she worked alongside her

mother -- and that was typical, not fictional.
Look at any bank of sewing

machine operators in a garment plant -- youth and age sit there together

like Shuffle-Shoon and Amber-Locks.

You pass this bill and you'll see less of that in the industries

I know. These are businesses in which nickels and dimes are fought over --

and this bill proposes an 83f differential.

False oremiseAmmber 4: That extending cut-rates beyond the

retailing and service industries
will create new jobs for youth. Retailing

and service industries were the largest employers of 16-19 year-olds in

1970, and probably still are. In 1970, 38 percent of teenage workers

were employed in retail establishments,
and 25 percent were employed in

service establishments -- in which,
incidentally, schools and colleges are

classified. They were the largest employers because their work schedules

accommodate the employment of part-time workers, and because the skills

required can be picked up in a matter of days. Cut-rates won't create

part-time jobs in industries that
are not prepared to utilize' part-time

workers.

Nor will it create new full-time jobs. Certainly It won't in the

manufacturing industries I know best. I am talking about the industries

that have been -- and still are -- an important source of unskilled, entry

level full-time jobs. Without exception they are low wage industries -

male appare', textiles, shoes. Many of the firms are in industry branches

I

Bureau of the Census, U.S. Department of Commerce, Censu. of Population,

1970.
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for which learner rates have been established. At one time, many firms

sough and obtained learner certificates. That is no longer the case.

Mind you, the employers in these industries are still interested in

cutting their labor costs. But a learner certircate can be issued only

when "an adequate supply of experienced workers is not available."

Layoffs and plant closings have decimated the labor force in these indus-

tries. Unemployed experienced workers are available for work in all too

many localities. There is no way that a subminimum can create jobs in

industries that are laying off workers, where the work force is shrinking.

In other labor markets, jobs go unfilled even when the employer pays above

the statutory minimum.

False premise Number 5: That the paperwork involved in obtaining

student permits and learner certificates is a bar to youth employment,

particularly for small firms. The average size of a garment shop is about

50 workers. Size of plant was no bar to the applications for learner

certificates when the apparel business was good. Nor was it a bar to the

certification of 500,000 students for employment in retail and service

establishments under the present law.

Without that "paperwork," important safeguards addressed to main-

taining the ratio of students to nonstudents in an establishment are wiped

out. Displacement of experienced workers, full or part-time, won't occur

overnight, but it will occur.

Paperwork is at least one aide to catching the cheaters. Investi-

gation is another. In the apparel industries and others, there are mar-

ginal, fly-by-night, nonunion firms that hire off-the-books, that seek out

illegal immigrants to exploit, that violate the minimum wage and overtime
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provisions of the Act. Rooting out, exposing. and prosecuting these employers

requires a far larger budget than is usually allocated to the Wage and Hour

Division. And, even with an enforcement mechanism, how sad the results

are. In 1980, some 28,645 firms were cited for violation of the Act --

that total included a number of apparel firms although I do not have an

exact count. Of the total cited, 87 percent areed to pay up. But only

72 percent of the workers were actually compensated and only 57 percent

got the full amount owed.

The premises that are the supporting rationale for S.348 are largely

false. It is economic decline, not an inc-ease in the minimum wage, that

sends th youth unemployment rate soaring. It won't create new jobs. It

won't create full-time jobs in manufacturing industries that are laying off

workers. It won't create part-time jobs in industries that are not prepared

to utilize part-time workers. It will set in motion an elaborate game of

musical chairs in which teenagers get the seats while young adults with

families, and older adults with mortgages as well as families, are edged

Out.

It won't work. It hasn't worked in Canada where a system of statutory

youth differential rates is in effect nationwide and, in some provinces,

dates back to 1919. In 1970, the U.S. Bureau of Labor Statistics prepared

a report on the Canadian experience. Their conclusion is especially rele-

vant because of the many similarities between the culture and economy of

Canada and the United States. BLS talked to a lot of people in Canada, but

"No one in Canada from whom information was obtained in this study thought

that the youth rate system was vital in counteracting youth unemployment.."1

1

Bureau of Labor Statistics, U.S. Department of Labor, Youth Employment and
Minimum Wages, Bulletin 1657, 1970.
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It won't help the segments of the teenage labor force that need

help the most. It won't break down the racial and ethnic barriers that

now impede the hiring of minority youth. It won't move ghetto youth one

whit closer to job openings posted in the suburbs.

This is not a "Youth Opportunity Wage Act." This is an "Employer

Opportunity Wage Act," a thinly veiled attempt to drive down the wages of

unskilled workers and undo the work of more than 40 years.

Youth unemployment is certainly one of our nation's most devastating

economic ills. They need jobs and opportunities to develop good working

habits and skills. A cut-rate youth wage is no silution to putting our

youth to work. It can not propel us into the economic expansion that would

put Americans of all ages back to work. Our nation's young people deserve

better of us.
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Senator NICKLES. Mr. Sweeney, do you have a brief comment?
Mr. SWEENEY. Yes, Senator. I will try to be brief. I am happy to

have the opportunity to appear before the Senate committee today.
With me is our legislative representative, Dick Murphy.

On behalf of the more than 650,000 members of the Service
Employees International Union, I thank you for the opportunity to
talk a little bit about the subminimum wage SEIU is perhaps
uniquely qualified to speak on the subject of the minimum wage.
We represent workers in the service industrieshealth, buildings,
offices, and public employees. Workers in these occupations com-
prise nearly 60 percent of all workers working at or below the
minimum wage below. For years, we have fought to bring service
workers' wages above the minimum to give our members and their
families a decent standard of living.

For SE1U, the minimum wage is not some abstract number, but
a vital floor for economic survival. The proposals you are consider-
ing todaythe so-called youth opportunity minimum wagedistort
the fundamental purpose and rationale of the minimum wage. The
minimum wage has never been judged, and never should be judged,
in terms of prevailing levels of unemployment, whether for youth,
the elderly, minorities, or any other group suffering from high
rates of unemployment.

If all our members could testify today, a chorus of voices, includ-
ing teenagers, would plainly and clearly tell you that the submini-
mum proposals are for the benefit of the minimum wage employers
who will reap windfall profits. For workers, the subminimum will
pit sons and daughters against fathers and mothers, with no win-
ners.

From long experience of negotiating with minimum wage em-
ployers, I can assure you that the proposed differential will result
in rapid replacement and displacement of adult workers by teen-
age, 6-month, subminimum workers. In labor-intensive industries
like the service industry where the profit per sales dollar is gener-
ally low, employers fight for every penny they can squeeze out of
wages and turn into profits. No regulatory apparatus would stem
this tide.

The proposed erosion of the minimum wage will also push mil-
lions of families into poverty and add to the despair of the working
poor, who may well be so discouraged that they turn to welfare,
finally admitting that working does not pay.

A few statistics will help illustrate how vulnerable the current
minimum wage work force is to threats of subminimum wages.
Attached to my statement, I have submitted some tables to you
which cover some of the questions that we heard earlier from some
of the other Senators on the committee.

Of the nearly 11 million workers at or below the minimum wage,
almost 50 percent had total family incomes of less than $12,000 per
year. More than one-third were the sole supporters of their families
or living alone. We are not talking about workers picking up some
spare change at a second job, or with a second family wage earners.
Minimum wage earners depend on their wages for survival.

Congress has already eroded the ability of low-income families to
survive by failure to increase the minimum wage along with the
cost of living. Today's minimum wage, in real dollars, is almost 9

1 ) )Ili Aw
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percent below the 1967 minimum wage. Worse still, full-time mini-
mum wage earners today earn $1,400 below the official Federal
poverty income for a family of four.

Clearly, any teenager willing to work for the proposed submini-
mum would have to have outside support systems to survive.

Senator NICKLES. Mr. Sweeney, I have some questions I want to
ask you and the other gentlemen.

Mr. SWEENEY. Sure.
Senator NICKLES. Your remarks will be in the record totally and

completely.
Mr. Sweeney, I will start with you. I was reading one of your

statements last night and it hit me on the nose because it affected
me. It says, "The other major justification for a subminimum is
that it would start teenagers on the road to stable career employ-
ment. That is equally absurd. Minimum wage jobs in industries are
also low-skill, dead-end jobs in industries."

I would only comment that I had worked for the minimum wage
probably 10 or 11 years ago, and maybe my career has gone to a
low-skill, dead-end job in industry that I am employed in today.

Mr. SWEENEY. No, Senator; you are the exception.
Senator NICKLES. Thank you.
I will ask this question to Mr. Sheinkman. You mentioned in

your statement that you felt there was no correlation between
increases in the minimum wage and increases in unemployment.

Mr. SHEINKMAN. That is correct. Not necessarily; that is correct.
Senator NICKLES. I think all of you at various times had indicat-

ed that we should increase the minimum wage. Do you think we
would have higher employment or lower employment if we had a
$10 minimum wage?

Mr. SHEINKMAN. It depends on how the wage is set. You are
talking about a minimum. In light of a $10 average wage, you are
talking about a wag. that is higher than the average in most
American manufacturing industries. That would not be realistic in
terms of a minimum wage.

A minimum is considered as a minimum floor, as far as we are
concerned, to provide people with at least some minimum standard
on which they can live. As Senator Riegle pointed out, if you take a
look at what it brings, particularly to a person supporting a family,
that person has a very hard time, particularly when you consider
some of the proposals to cut back on food stamps and to cut back
on other welfare programs. I do not see how a person can survive.

Senator NICKLES. The reason I asked that question is that if we
are using the philosophy that the minimum wage is supposed to
accommodate all of society's needshousing, utilities, health, and
so onI think we would have to come up with a minimum wage of
much, much higher proportions than we are talking about.

Mr. SHEINKMAN. We are not talking about an adequate wage,
Senator. We are talking about a minimum wage. If you are talking
about an adequate wage, obviously $3.35 or $3.75, which is what it
should be indexed to, is not sufficient. We are not advocating an
adequate wage; we are advocating a minimum wage.

Senator NICKLES. Mr. Tiner, your statement basically said that if
we had this differential or if we exempted 16- and 17-year-olds from
the minimum wage, there would be no--

1 ")...0 *1LI
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Mr. TINER. Those jobs for 16- and 17-year-old kids would be
gained at the expense of older workers, Senator.

Senator NICKLES. You see no increase in jobs?
Mr. TINER. The number of jobs is finite, Senator.
Senator NICKLES. If we exempted Hi- and 17-year-olds from the

minimum wage, you do not believe that there would be
Mr. TINER. We believe that there would be a lot of 16- and 17-

year -olds employed, Senator, but they are going to be employed at
the expense of older workers. You are not going to get new jobs;
you are going to get old jobs.

Senator NICKLES. Do you think there would be no increase in jobs
whatsoever? You do not think there are some jobs that economical-
ly are not quite worth $3.35 that would be worth $2.50?

Mr. TINER. Senator, you are saying they are not quite worth
$3.35. Yet, one of the bills says that after 180 days, they are worth
$3.35. Is it a job that does not require any training that makes it
worth the minimum wage? It is a minimum wage job, Senator. You
are not creating a job; you are creating a wage.

Senator NICKLES. You think there would be no increase in the
wage.

Senator Kennedy, welcome back to the hearings; we are glad to
have you back with us. Do you have any questions?

Senator KENNEDY. Thank you.
Senator NICKLES. We are trying to go on about a 5- or 10-minute

rule to move along.
Senator KENNEDY. Five or ten?
Senator NICKLES. Yes.
Senator KENNEDY. Well, I want to welcome our distinguished

representatives here, and I will certainly look forward to reading
through their testimony. As I understand it, they have made the
case that there has been no demonstrable evidence to show that
there would be an expansion of employment for the teenagers by
establishing a subminimum.

I do not think we have had any hard evidence; we have had some
theories, but we certainly have not had any strong indications or
any solid evidence that that would be the case. I understand that
the panel has made the case that the pieces of legislation that we
are considering today have virtually no enforcement mechanism.
When we do not find even at the present time an adequate enforce-
ment by the Department of Labor on some of the existing pieces of
legislation, and we find that there are going to be even additional
cut-backs on those personnel, I think we can wonder what kind of
assuredness we could give to the older worker that is providing for
his or her family. I think that these are certainly questions that
remain in my mind.

The subject of this hearing is youth employment, and I think it is
important that we not forget the rather constructive and, I think,
important and useful and, in many instances, successful programs
that are in effect today that are working in trying to deal with
youth unemployment.

Although I certainly respect those that fec. ..aat this certainly is
a constructive approach, the fact remains, even as the Secretary of
Labor pointed out, that we do not want to raise false hopes. If we
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pass a subminimum wage, we expect the problem of youth unem-
ployment to be responded to.

Now, at an earlier time, I had a chart here which showed that
over the period fromit goes back from the mid-1950's up until
1979, actually, and it shows the gradual increase in employment
among the white 16- to 24-year-olds; there has been a gradual
climb.

During that period of time, how many increases in the minimum
wage did we have? I think we had four.

Mr. SHEINKMAN. Since when? We have the figures here.
Senator KENNEDY. Well, I suppose 1960 to 1980.
Mr. SHEINKMAN. Well, if you go from 1961, you had an increase

to $1.15 in 1961; $1.25 in 1963; $1.40 in 1967; $1.60 in 1968; $2 in
1974; $2.10 in 1973; $2.30 in 1976; and then the recent legislation
beginning in 1978.

Senator KENNEDY. Well, I would ask, Mr. Chairman, that this
chart be made a part of the record. I will just put on the chart the
times when the minimum wage has been increased. At least for
some of the individuals, it had no effect.

I would just be interested in hearing from the panel how you
believe, if you reduce the subminimal, it is going to benefit the
other groups in our society, and whether there is any indication
that it would benefit the blacks, Hispanics, and others.

Mr. SHEINKMAN. Let me give you one example, if I can, Senator.
In the city of New York, we have lost in the last 20 years 200,000
apparel manufacturing jobs. Last year, we lost 40,000 manufactur-
ing jobs in the city of New York. So, you have unemployed experi-
enced older workers and younger workers.

If you put in a youth subminimum, I do not see how you are
going to end up providing employment for those people who are on
the rolls. I had a person with me who testified before the Interna-
tional Trade Commission. He lost his job; he was a leather cutter.
He worked in the trade 30 years and he is 50 years of age. He
asked the ITC, "What ant I supposed to do, become a doctor at this
stage of my life? I cannot get another job. I have one kind of skill."
At 50, that worker is washed up on the heap, and that is the basic
issue.

Sure, you may end up providing more jobs for young people, but
what are you trading off in the process? Right now, in our indus-
tries we have a lot of unemployment beyond 7.3 percent in apparel
manufacturing alone; plants are closing. We have communities
with skilled workers, able and willing to work.

In the city of Buffalo just a couple of months ago, you had 1,000
people line up for 200 jobs at a motel. Those were older people,
people with families. So, if you put the youth in there, what hap-
pens to those other people?

The basic issue is to get more jobs into the economy, not to trade
off one group for another. We think it is deplorable if older people
do not have jobs or younger people do not have jobs, whether they
are white, black, or whatever is their ethnic background. That, to
us, is the simple issue.

Senator KENNEDY. Well, I think that answers my question.
[Laughter and applause.]
Senator NICKLES. Gentlemen, thank you.
[The prepared statement of Mr. Sweeney follows:]
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Statements by the Service Employees International Union

Youth Opportunity Minimum Wage

Senate Committee on Labor and Human Resources

March 24, 1981

Submitted by John Sweeney, International President

On behalf of the more than 650,000 members of

the Service Employees international Union (SEIU), I thank

you for the opportunity to testify here today on proposals

for a youth subminimum wage.

SEIU is perhaps uniquely qualified to speak

on the subject of the minimum wage. We represent workers

in the services industries -- health, buildings, offices,

and government employees. Workers in these occupations

comprise nearly 60 percent of all workers working at or

below the minimum wage today. For years we have fought

to bring service workers wages above the minimum to give

our members and their fairAlies a decent standard of

living.

For SEIU the minimum wage is not some abstract

number but a vital floor for economic survival. Our

members also point to the minimum wage as evidence of the

nation's commitment that any one willing to work long

1 1) cUV
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and hard hours should be able to take care of their

without turning to welfare or ch city to supplement their

income.

The proposals you are considering today -- the

so-dolled "Youth Opportunity Minimum Wage" -- distort

the fundamental purpose and rationale of the minimum wage.

The minimum wage has never been judged and never should be

judged in terms of prevailing levels of unemployment --

whether for youth, the elderly, minorities, or any otter

group suffering from high rates of unemployment The

minimum is a floor under all wages. The minimum wage is

the major support of the work ethic and welfare of American

workers. We know from painful experience that starvation

wages undermi,ie work values and cause people to lose

faith in a country as productive and rich in resources aJ

the United States. The Depression of the 1930's should

have at least taught us the lesson that falling wages are

as bad for the entire economy and fabric of society as

they are for wage workers.

If all our members could testify today, a chorus

of voices -- including teenagers -- would plainly and

clearly tell you that the subminimum proposals are for

the benefit of the minimum wage employers who will reap

wind-fall profits. For workers, the subminimum will pit

sons and daughters against fathers and mothers, with no

winners.

137
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Prom long experience of negotiating with minimum

wage employers, I can assure you that the proposed differential

will result in rapid replacement and displacement of

adult workers by teenage "six month" subminimum workers.

In labor iLtensive industries like the service industry,

where the profit per sales dollar is generally low, employers

fight for every penny tLey can squeeze out of wages and

turn into profits. No regulatory apparatus would stem

this tide.

The proposed erosion of ti-e minimum wage will also

push millions of families into poverty, and add to the despair

of the working poor who may well be so discouraged that

they turn to welfare, finally admitting that working

doesn't pay.

A few statistics help illustrate how vulnerable

the current minimum wage workforce is to threats of

subminimum wages. My comments are summarized in the tables

attached to our written statement submitted :!or the record.

Of the nearly 11 million workers at or below the minimum

wage, almost 50 percent had total family incomes (counting

all family earners) of less than $12,000 per year. More

than one third were the sole supporters of their families

or living alone. We are not talking about workers picking

up some spare change at a second job, or with a second

family wage sarner. Minimum wage earners depend on thalir

wages for survival.
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Congress has already eroded the ability of low

income families to survive by failure to increase the

minimum wage along with the cost of living. Today's

minimum wage in real dollars is almost 9 percent below

the 1967 minimum wage. Worse still, full-time minimum

wage earners today earn $1,400 dollars below the official

federal poverty income for a family of four.

Clearly, any teenager willing to work for the

proposed subminimum would have to have outside support

systems to survive. That means the proposals will tend

to give jobs to those teenagers whose families can support

them. Teenagers from low income families will simply be

unable to afford to work for subminimum wages.

In short, Congress has not been generous with

its minimum wage. By any standard the current wage is

too low.

I realize that the proponents of a subminimum

teenage wrge carefully avoid any reference to the plight

of current minimum wage workers or vital role the minimum

wage plays in shoring up the work ethic and protecting the

welfare of working families. Advocates also avoid mentioning

the huge surge in profits expected by teenager employers

such as fast-food chains. Incidentally, as the table

I have submitted for the record shows these employers have

had big profit increases in the past five years.
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Instead, proponents argue that teenagers are less

productive workers and must have a period of training before

they "deserve' the minimum wage. Any janitor or fast-food

worker will tell you this is absurd -- and an insult to

American youth. For the most part skills for minimum

wage jobs are learned quickly and age is irrelevant. A

sixteen year old can just as easily push a broom or flip

a hamburger as a fifty year old with 30 years of experience.

The justification for the 180-day limit on sub-

minimum wages apparently derives from this mythic.11 "training"

period concept. Far from encouraging employers to train

teenagers, the 180-day provision will er-rrage constant

and rapid turnover. In fact, the most imm .late impact

will be to replace the 44 percent of all teenagers currently

working for the minimum wage (or below) with subminimum

teenagers.

The other major justification for a subminimum --

that it will start teenagers on the road to stable career

employment -- is equally absurd. Minimum wage jobs and

industries are also low skill, dead-end jobs and industries.

For years we have worked, unfortunately with

little success, to create job ladders and apprenticeship

programs for our low wage workers -- young and adult alike.

The mobility simply isn't there. In some industries, like

fast-food and building services, there is nowhere to move

to -- few job slots exist above the entry level. In other
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industries, such as health care, all mobility comes from

returning to school and years of formal education and

liconsure. Subminimum wages won't change this -- teenagers

will merely take the jobs of their parents and stay there.

In closing, I want to emphasize that SEIU is

opposed to a youth subminimum wage because it is bad for

teenagers and adult workers alike. We agree that the

current levels of youth unemployment are deplorable. The

source of the problem, however, is not the minimum wage.

And the solution is clearly not to replace adult workers

with teeragers.

Instead, we urge you to work for job creation

programs, including on-the-job training and skills-

upgrading programs and vocational and college education

assistance for all workers. The teenage unemployment rate

reflects a general slowdown in the economy and shift to

more capital intensive production. The solution lies with

a national policy and commitment to full-employment. Sub-

minimum wage proposals go in the opposite direction -- they

erode workers' standard of living and legally justify ex-

ploitation of our most vulnerable workers.

We urge you to reject the youth subminimum and

turn your attention to genuine strategies to promote jobs

and decant wages for teenagers and all workers alike.

Subminimum wages are nothing more than thinly disguised

attempts to raise profits, not to help teenagers.

Thank you for your attention.

1 11
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TABLE 1: MINIMUM WAGE WORKERS
CHARACTERISTICS

1980
(Numbers in Thousands)

Minimum Wage
Workers
Total

t Of
All Workers

t of Minimum
Wage Workers

TOTAL 10,615 12.41 100.01

Ag!
--16-19 Years
20-64 Years

3,267
6,672

44.2 30.8
62.8

65+ years 677 38.0 6.4

Number of Earners
Only Wage Earner
in Family 3,747 10.5 35.0

2 or More Wage
Earners 6,860 13.8 65.0

Industry
Agricultre 528 38.2 5.0
Manufacturing 963 4.6 9.0
Trade 4,033 24.2 38.0
Services 4,597 13.1 43.3
Other 495 4.3 4.7

Occupation
6,115 20.0 57.6services

Sales 964 19.8 9.1
Laborers 798 18.6 7.5
Other 2,738 5.9 25.8

SOURCE: Current Population Survey as Reported by the Minimum Wage
Study Commission
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TABLE 2: MINIMUM WAGE WORKERS
LIVE IN LOW INCOME FAY--..IES

1978
(Numbers in Thousands)

Family Income
Minimum
Wage
Total

% of %
All

Workers

of Minimum
Wage

Workers

TOTAL 9,568 14.3 100.0

Under $6,000 2,270 38.3 23.7

6,000-11,999 2,370 17.1 24.8

12,000-19,999 2,376 11.1 24.8

20,000 and Over 2,212 9.1 23.1

SOURCE: Current Population Survey as Reported by the
Minimum Wage Study Commission

1 1 3



137

TABLE 3; LABOR INTENSIVE FAST FOOD CHAINS Mk= HIGH PROFITS
- WILL GET WINDFALL GAINS WITH YOUTH SUBMINIMUM

Net Income (Profits) - In Thousands of Dollars

Year
Ending:

McDonald's
Corporation

12/31

Wendy's
Interns-

tional, Inc.
12/31

E-Mart
Corporation

1/30

Pillsbury
Company*

5/31

Eardee's
Food

Systems, Inc.
10/31

1980 $220,893 $30,096 $357,999 $104,700 $15,181

1979 188,608 23,096 343,706 83,471 11,030

1978 162,669 24,487 297,818 72,513 7,915

1977 136,696 14,062 266,574 NA 6,053

1976 109,180 6,610 200,832 NA 3,788

Percent
Increase (79-80)

1976-1980 102.3% 355.3% 78.3% 25.4% 300.8%

*owns Burger King

SOURCE: Moody's OTC and Industrial Manuals
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Senator NICKLES. For our next panel, we have Mr. C. H. Fields,
who is assistant director of the national affairs division of the
American Farm Bureau, and Robert Bradford, who is executive
vice president of the National Restaurant Association.

Mr. Fields?
Mr. FIELDS. Yes.
Senator NICKLES. And Mr. Bradford?
Mr. BRADFORD. Yes.
Senator Moms. And who is accompanying whom?
Mr. BRADFORD. We have with us Mr. and Mrs. Lynn Hunter from

the Clam Hut in Highlands, N.J., and Arthur Castraberti of Prince
Italian Foods in Sa,-1-us, Mass.; they are both restaurant operators.

Senator NICKLES. The Hunters from New Jersey?
Mr. HUNTER. Yes, sir.
Senator NICKLES. And your name again?
Mr. CASTRABERTI. Castraberti.
Senator NICKLES. And where are you from?
MT. CASTRABERTI. Massachusetts.
Senator NICKLES. Well, welcome. Mr. Fields, if you would start

out, I have read your statement and I apprec.ate many of the
comments that you have made. If you would give us just a couple
of comments, I woule like to get into some questions.

STATEMENT OF C. H. FIELDS, ASSISTANT DIRECTOR, NATION-
AL AFFAIRS DIVISION, AMERICAN FARM BUREAU FEDER-
ATION; AND ROBERT E. BRADFORD, EXECUTIVE VICE PRESI-
DENT, NATIONAL RESTAURANT ASSOCIATION, ACCOMPANIED
BY MR. AND MRS. LYNN HUNTER, HIGHLANDS, NJ., AND
ARTHUR CASTRABERTI, SAUGUS, MASS., A PANEL
Mr. FIELDS. I will make this very short, Senator.
Senator NICKLES. Thank you.
Mr. FIELDS. I am about as hungry as you are and we are in favor

of consumption of agricultural products, so I will take this up real
quickly.

We support the enactment of legislation to exempt teenagers
from the Federal-

Senator NICKLES. Could you move the microphone? Swing over
and use the other microphone; it would be helpful. Thank you.

Mr. FIELDS. Senator, on behalf of the 3 million members of the
Farm Bureau across the country, we support the enactment of
legislation to exempt teenagers from the Federal minimum wage
requirement, as provided in the bill you introduced, S. 658.

We believe, as Senator Percy said when he introduced his bill,
that we have tried all other approachesmake-work jobs and all
kinds of training programs. We think the time now has come to try
this approach to see if it, in fact, will produce the results that we
all are looking for.

Since the Congress is in session almost continuously, if it does
not work, you certainly can change it in the future. So, while the
debate goes on, we would like to see you go ahead and move
forward and try this and see what happens. I do not think we will
ever really know from the studies of the economists. I think what
we ought to do is try it and see the actual results.

-1 1;--1. .,
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By the way, there has been a lot said here today about the
seriousness of the problem in the central cities and, of course, that
is true. However, a recent report published by the Economics and
Statistics Service of the Department of Agriculture points out that
youth employment problems, often portrayed, as I saia, al being
city related, are just as pronounced in the nonmetropolitan or
rural areas. In fact, the percentage of unemployment among teen-
agers is almost exactly the same in the rural areas or the nonmet-
ropolitan areas as it is in the cities. So, it is not just an inner city
problem. The USDA report shows that there is a total of 880,000
unemployed teenagers in the nonmetropolitan areas of the country.
I think that is one point I want to make.

Senator NICKLES. Was that 880,000?
Mr. FIELDS. Right.
Senator NICKLES. And our statistics, I think, showed 1.6 million

unemployed teenagers altogether. So, about half are in the rural
areas?

Mr. FIELDS. Yes. I think that has been overlooked. We have
assumed that this is a central city problem. Of course, it is very
serious there, but it also is a problem in the nonmetropolitan, rural
areas of the country.

Now, we believe that farmers and ranchers would respond to a
change in the Federal minimum wage and would employ more
local young people, particularly in the fruit and vegetable business
where a significant percentage of the agricultural employers must
comply with the Federal minimum wage.

As you probably know, about half of the agricultural employers
in the country now are exempt due to the small farm exemption in
the act. But about half of them now are under the minimum wage,
and this is concentrated particularly in the fruit and vegetable end
of agriculture.

It also should be pointed out that a large percentage of the
workers seasonally employed in agriculture are paid on a piece
rate incentive basis and earn more than the minimum wage.
Young workers are paid the same piece rates, but if they are
inenerienced, they often do not earn the required minimum and
the employer must make up the difference. As soon as these young
workers get some experience, most of them have no problem earn-
ing the minimum wage and much more than the minimum wage.

Now, I think you know, coming from the State you come from,
Senator, that those of us fortunate enough to grow up on farms or
ranches do not have to be sold on the merits of learning the work
ethic. We believe that young people should have an opportunity to
learn from gainful employment and that the artificial barriers
placed in the way of those who want and need to work, earn, and
develop skills should be removed.

I will make one other point. I have attached to this statement
some language, if you are looking at the overall youth unemploy-
ment problem. We have been trying to solve this problem, particu-
larly in Oregon, Washington, and Maine, of having some short-
term employment for these kids that are 11 and 12 years old to
pick berries. Congress tried to solve that problem a few years ago,
but it has gotten bogged down in the courts and in interpretations.

A2-1147 0-141
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I have attached some language here to try to solve that problem
while we are looking at this overall subminimum youth problem.

Senator NICKLES. Thank you very much.
[The prepared statement of Mr. Fields follows:]
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STATEMENT OF THE AMERICAN FARM BUREEAU FEDERATION
TO THE LABOR SUBCOMMITTEE OF THE SENATE COMMITTEE
ON LABOR AND HUMAN RESOURCES ON YOUTH UNEMPLOYMENT

AND THE FEDERAL MINIMUM WAGE

Presented by C. H. Fields, Assistant Director
National Affairs Division

March 24, 1981

Farm Bureau is the nation's largest general farm organization,
representing more than three million member families in 48 states and
Puerto Rico. More than 500,000 of those members are farm employers of
nonfamily workers.

Last January the voting delegates of the member State Farm
Bureaus adopted the following policy statement on the federal minimum
wage:

The federal minimum wage, as presently constituted,
has become counterproductive and is not in the best
interest of most workers, employers or the public in
general. It acts to discriminate against young people, the
disadvantaged and handicapped, and minority workers. We
oppose further extension of the minimum wage law for agri-
culture. We call for the further recognition of piece-rate
incentives as a factor in farm wage payments. We call upon
the Congress to amend the present Fair Labor Standards Act
(FLSA) to exempt minors from the minimum wage law or provide
for a youth differential."

We support the enactment of legislation to exempt teenagers from
the federal minimum wage requirement as provided in S. 658. Such an
exemption for young people is already provided in a number of state
minimum wage laws. if total exemption cannot be achieved, then we
favor amendment to the Fair Labor Standards Act to provide for the
employment of persons under 18 years of age at 75 percent of the
required minimum wage, as provided in S. 348. We believe tne differen-
tial needs to be at least 25 percent to induce employers to put more
teenagers to work.

As Senator Percy said on February 5 in introducing S. 430, we
have tried all sorts of training programs, make-work programs, special
summer jobs for young people; and we still have youth unemployment of
15 to 18 percent, and double that for minorities.

We believe that it is time to let the market system work in the
labor market and for the government to get out of setting market prices
for labor. This is surely consistent with the President's program of
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regulatory reform. The fact of the matter is that present minimum wage
rates are only about half the hourly rates which must be paid by em-
ployers. When other benefits and training costs are included, the mi-
nimum wage is closer to $5.00 or more per hour and very few teenagers
are productive at such a rate.

While the debate goes on among some economists, political
scientists, social workers and labor unions as to whether the sub-
minimum wage or youth exemption would reduce unemployment among young
people or reduce job opportunities for adults, the time has come to
give this proposal a tryout, and to see how the private employers in
this country will respond.

In our view, the best way to give the concept a tryout is to
totally exempt those under 18 years of age. While we do not object to
the three-year sunset provision in S. 430, we do not think such a pro-
vision is required. The Congress is in session almost continuously
and can act at any time to restore a partial or full minimum wage for
young people if it finds that the exemption or subminimum wage is
producing negative results.

The protective provisions of S. 348 would appear to be sufficient
to guard against abuse by some employers. We believe that the disci-
pline of the market, the press and the numerous laws and regulations
already in place are more than enough to assure fair treatment to em-
ployees. We would emphasize that young people should be eligible to
take jobs at the subminimum rate or a free-market rate without prior
certification by the Secretary of Agriculture, and that the employment
of full-time students should proceed with a minimum of red tape, par-
ticularly at a time when fiscal reform requires a reduction in student
loan and scholarship programs.

A report published last month by the Economics and Statistics
Service of the Department of Agriculture points out that youth
employment problems, often portrayed as purely big city-related, are
just as pronounced in nonmetropolitan or rural areas, with some
880,000 unemployed young people currently residing in nonmetropolitan
areas.

Most of the young people of this country are willing and eager to
gain work experience in the private sector. For too long it has been
the policy of government to discourage young people from experiencing
gainful employment. It is time to change that policy to one of
encouraging employers to employ young people and encouraging young
people to seek and obtain valuable work experience.

America's farmers and ranchers, and some segments of the marketing
and distribution system in agriculture, have long been major employers
of young people. A significant portion of the nonmigrant seasonal

13
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hired farm workforce in agriculture already consists of students and
other young people; but when these people come to the farms and
ranches with no experience and little knowledge of the work and skills
required, many farmers hesitate to employ them at the required federalminimum wage. In many instances, they calculate that the cost of such
employment is too high compared to the income to be earned from a par-ticular crop, opting to purchase additional

mechanized equipment,to change to types of production
requiring less hand labor, or to seek

the services of crew leaders in recruiting migrant crews.

We believe that farmers and ranchers would respond to a change inthe federal minimum wage and would employ more local young people,
particularly in the fruit and vegetable business, where a significant
Percentage of agricultural employers must comply with the federal
minimum because they do not qualify for the 500 man-day exemption.
We have no proof that such a result will ensue, and do not believe it
is possible for anyone to offer such proof; but it is certainly wortha good tryout. The bulk of seasonal workers in agriculture is
employed by the producers of fruits and vegetables and nursery crops.

It should be pointed out that a large percentage of tne workers
seasonally employed in agriculture are paid on a piece-rate incentive
basis, and earn more than the minimum wage. Young workers are paid
the same piece rates; but if they are inexperienced, they often do notearn the required minimum and the employer must make up the difference.As soon as these young workers get

some experience, most of them have
no problem earning more than the minimum required by federal or statelaw.

Those of us fortunate enough to grow up on farms or ranches do
not have to be sold on the merits of learning the work ethic. Webelieve young people should have an opportunity to learn from gainful
employment and the artificial barriers placed in the way of those who
want and need to work, earn, and develop skills should be removed.

We also ask that the Fair Labor
Standards Act be amended to makeit possible for some short-season

employers in agriculture, such asberry producers in Oregon and Washington and potato producers in Maine,to employ young people 10 and 11 years old for limited periods of timeduring nonschool periods. The Congress has tried to provide for suchemployment in the past (Section 13(c)(4)(A)), but the statutory
restrictions, particularly with regard to offering absolute proof thatsuch young people will not be harmed by the use of the agricultural
chemicals, have resulted in so many court cases -- financed mostly by
groups funded by the federal government--and

have so tied the hands ofthe Secretary that such young people cannot now be legally employed.
We are attaching to this statement

proposed amendatory language to theAct to reverse the burden of proof and to provide that the Secretaryshall issue waivers for such employment unless he has scientific proofthat the young people would suffer harm from the chemicals in
question.

We appreciate the opportunity to present our views.
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Amend Section 13(c) (4) (A) as follows:

"(4)(A) An employers or group of employers may apply to the Secretary

for 3 iat',.r JE application of section 12 to the r2mployilAnt for

not more than eight weeks in any calendar year of individuals who are

less than twelve years of age, but not less thatn ten years of age, as

hand harvest laborers in an agricultural operation which has been, and

is customarily and generally recognized as being, paid a piece rate

basis in the region in which such individuals would be employed. THE

SECRETARY SHALL GRANT SUCH A WAIVER UNLESS HE FINDS, BASED ON

PUBLISHED SCIENTIFIC EWA, CLEAR EVIDENCE THAT THE RESIDUES RESULTING

FROM THE LEVEL AND TYPE OF PESTICIDES AND OTHER CHEMICALS USED IN

ACCORDANCE WITH LABEL DIRECTIONS, INCLUDING REENTRY STANDARDS,

ESTABLISHED BY IHE ENVIRONMENTAL PROTECTION AGENCY WOULD HAVE AN

ADVERSE EFFECT ON THE HEAL' ^R WELL-BEING OF THE INDIVIDUALS TO WHOM

THE WAIVER WC,..,D APPLY; ar ss he finds, based on information sub

mitted by the applicant that--

"(1) the crop to be harvested is NOT one with a particularly

short harvesting season and the application of section 12 would NOT

calse severe economic disruption in the industry of the employer or

group of employers applying for the waiver;

"(i1) the employment of the individuals to whom the waiver would

apply would be deleterious to their health or well-being;

"(iii) individuals age twelve and above are available for such

employment; and

"(iv) tae industry of such employer or group of employers has NOT

%raditionally and substantially employed individuals under twelve

years of age without displacing substantial job opportunities for

individuals over sixteen years of age.
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Senator NICKLES. Mr. Bradford.
Mr. BRADFORD. Thank you very much, Senator.
I represent the National Restaurant Association, with some

10,000 member firms with 100,000 individual eating places. The
NRA supports all efforts to expand youth employment in the pri-
vate sector, and we believe that the youth opportunity bills offered
by you, Chairman Nickles, and by Chairman Hatch and by Senator
Percy do offer some hope in this area.

The food service industry is the Nation's largest employer of
teenagers. There are 1.5 million teens who work in the food service
industry; that is 16 percent of all the teenagers who are employed
in this country. But minimum wage inc- ases, and particularly the
46-percent increase over the last 4 years, .eve reduced job opportu-
nities for teenagers.

A recent study done by Chase Econometrics shows that for every
10-percent increase in the Federal minimum wage, 112,000 40-hour-
equivalent jobs are lost in the food-service industry. So, the 46-
percent increase over the last 4 years, using the Chase figures,
means the loss of about half a million jobs. When you take into
account that the average job in the food-service industry is part
timethat is, about 26 hours a week as opposed to a 40-hour
weekyou may be able to extrapolate that and say there is a loss
somewhere of three-quarters of a million jobs.

Young workers who have little or no job experience and are,
therefore, less productive, suffer most heavily when employers are
forced to curb their labor costs.

Mr. Chairman, we do not think that the youth differential would
eliminate all of the negative employment effects of the recent
minimum wage increases. Yet, we believe it has the potential to
expand youth employment and to allow more youth to obtain a
necessary first-work experience. This is because the service indus-
tries have plenty of entry-level jobs, many of which have been
eliminated or greatly reduced because of minimum wage increases.
Those jobs, performed perhaps by the business owners themselves,
some of whom are here at the table with me, or by the customers
in the form of self-service, could be revived under a youth differen-
tial.

Now, critics claim that employers would be substituting youth;
we have heard that argument made quite a few times this morn-
ing, substituting youth for older workers, and that they would fire
more experi, iced teenaged workers merely to replace them with
other youth eligible for the minimum. People who say that have
never owned a restaurant; that is just not the way you do business.
Few operators could run their businesses if they took capable,
trained people and let them go to have a temporary, 6-month
benefit of a youth differential.

On the subject of substitution, when you walk into a restaurant
instead of getting curb service, when you make your salad, when
you carry your own tray to the table, and when you clean off your
own table, you are, in fact, substituting for an employee. That is
because sometimes it does not make good business sense to hire
that person.

Another form of substitution is capital. One of our food compa-
nies that is spending $18,000 per establishment to put in a bever-
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age-dispensing machine in order to reduce by one the number of
employees on each shift. Now, if you multiply that by thousands of
establishments, you can see what happens.

But what happens to the small business person who cannot
afford this type of expenditure? The polls we have taken show that
the last time the minimum wage went up, 71 percent of our mem-
bers reduced the hours worked; 48 percent reduced the number of
employees, and 30 percent reduced teenagers.

Finally, I would say that no one knows exactly how many jobs
would be created by the youth opportunity wage because business
ability to create jobs is affected by a lot of thingsinflation, inter-
est rates, and so on. But 10 States do use some form of youth
differential now, and studies are showingand we have submitted
some for the recordthat teenagers are willing to accept jobs
paying less than the minimum wage in order to have that first
opportunity to work.

Earlier this morning, they were talking about a subclass. We
think the real subclass are those who have no jobs, no opportunity
and no hope. We would hope that this committee and this Congress
would give these people an opportunity and give them hope. Let us
try it.

Senator NICKLES. I appreciate your comments.
Are all restaurants covered by the minimum wage? When we

think of restaurants, the dollar figure is
Mr CASTRABERTI. State laws govern the minimum wage in each

State.
Senator NICKLES Does that cover most restaurants?
Mr. CASTRABERTI. It does, yes.
Mr. BRADFORD. Sometimes, they are covered by both. The Federal

minimum covers all retail and service establishments which have
annual gross sales exceeding $325,000, But the Federal Fair Labor
Standards Act does not preempt provisions of State law which are
more stringent than Federal law. And establishments with sales
under the $325,000 threshold are covered by State minimum-wage
laws, so virtually all foodservice establishments are covered by
some form of minimum wage statute.

Senator NICKLES. Mr. Hunter, if we were able to exempt the 16-
and 17-year-olds from the minimum wage, would you be bringing
those people in and displacing people that have worked for you for
some period of time?

Mr HUNTER. Right now, I have 19 people working for me out of
a work force of 90 that are under 18. They are part-time workers;
they are going to high school. They are in a training program.
They are quite limited in what they can do because of labor laws
and Alcoholic Beverage Commission laws. They cannot work on the
floor as a busboy because they cannot pick up an empty liquor
glass. But they are working in the kitchen and they are working at
the hostess desk

Our restaurant was founded on youth employment; my wife
started it at IS and she had all her friends work with her. We are
very big on youth employment; it is necessary. Our chief cook
started at 18. We need it. I am very afraid that it is being phased
out. We are putting in labor-saving devices and we are using more
experienced people, working two people instead of three. I could
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use three high school kids or college boys or college girls before,
and now I am going and taking two people and working them
harder and I am doing away with actual jobs

Senator NICKLES. If we mLde the change, would you find a way of
replacing some of your olds r employees with younger employees?

Mrs. HUNTER. Somebody asked me that and I said that was
dumb; that is just stupid. As far as business practices are con-
cerned, how can we do that? We are in business to stay in business.
Granted, we want to make a profit. We are not making that great
a profit; I think we are down to around 3 percent profit.

But would we eliminate somebody we have trained? It is stupid. I
mean, we want to be good at what we do; we want to serve people.
We are not going to fire somebody just because a teenager is
coming in and working cheaper. We are going to start training that
person.

Of our teenagers that we employ right nowI think it is about
20 percent of our work forceat least, I would say, 40 percent of
them are above the minimum wage, and they reached it after 2months. So, it is a non-business concept to say we are going to
eliminate a more experienced worker just because we can bring in
cheaper labc'r.

Senator Nick Les. Suppose we did exempt 16- and 17-year-olds. If
you hired one of those persons and they acquired some skillsI am
going to say they worked a summer for you when they were a
sophomore in high school and then they came back the next
summer and worked for you, or possibly during the year on Christ-
mas break, or whenever they worked part timewould that more
enhance their possibilities in getting a job with you or with some-
body else when they turned 19 years old?

Mr. HUNTER. Certainly. We have so much room for advancement.
We very seldom hire outside personnel, so to speak. If a waitress
with ten years' experience comes in, there is no place for her
because girls are coming off the desk or out of the kitchen or off
the dishwasher and they are going into better-paying jobsbusing,
waiting, cooking. In our system, they are going up.

There is natural attrition because these are part-time jobs during
school or 17- and 18-year-old jobs, or they are first-year-out-of-high-
school jobs, where they earn enough money in the summer to buy a
car so they can get to another job.

Senator NICKLES. Do you see a lot of them, by getting into the
system, actually step up the economic ladder.'

Mr. HUNTER. Yes, most certainly.
Senator NICKLES. Let me ask Mr. Fields a question or two. You

mentioned that about one-half of the farms were exempt and one-
half were covered. What is the distinction?

Mr. FIELDS. In the present Act, Senator, as you know, there is a
300-man-day standard. That means that if you employ an equiva-
lent of no more than six people, you are not under the Act.

By the way, I would like to throw in, if I have a chance right
nowI am sorry that Senator Williams is not here, because I
would hope that the Congress of the United States would be as
progressive as his State and have a total teenage exemption. Sena-
tor Williams' home State of New Jersey is the most urban State inthe Nation; it has always had a teenage exemption There is no

1`i
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minimum wage in New Jersey for teenagers. So, I just wish that
the Congress would be as progressive as Senator Williams' State.

Senator NICKLES. Well, I hope people realize this. Part of the
reason I came up with the 16- and 17-year-olds was that current
labor laws prohibit people from getting into many, many types of
jobs until they are age 18 Therefore, the economic value of a
person in that stage is oftentimes, if not the majority of times, less
than a person at a higher age.

Mr. nuns. Right
Senator NICKLES. Mr. Fields, let me ask you one other question.

You, as well as Mr. Bradford and everyone on both sides of this
issue, regardless of their philosophies, commented that we have a
serious problem. We have tried to solve this problem of youth
unemployment by throwing money at training programs. This has
not worked. The fact is that we have a great deal of unemploy-
ment.

If we are able to enact part of the changes regarding submini-
mum wages, we are asking the marketplace to respond. Let us try
the marketplace; let us not have government automatically price
too high the market capabilities and actually discriminate against
anyone who might have talents that would be worth less than the
so-called minimum wage.

Mr FIELDS. By the way, another point that I made in the state-
ment has not been brought out here this morning. The payment of
the minimum wage is not the total cost of employing those people;
that needs to be brought out. The total cost of employing, even at
the minimum wage, is closer to $5 an hour when you figure all the
other costs involved with the employment.

Senator NICKLES. Do you mean matching social security taxes
and other benefits?

Mr FIELDS. Right.
Mr. BRADFORD. Senator, if I could say one other thing, too, I

think that we have spent a lot of time this morning talking about
statistics. We are really talking about young men and women who
deserve the opportunity to learn the work ethic and to get that
first job and to get that opportunity. We are all anxious to create
as many of these jobs as we possibly can. We think that we are
talking about creating jobs; we are not talking abwit displacing
people. We are talking about new people who can come to work
who are not working now, and that, to us, is a much better way to
go at it, through the private system than through the public efforts
that have not done very much so far in the past, in spite of all the
money that has been spent.

Senator NICKLES. Very good. Thank you, Mr. Bradford, Mr.
Fields, and the Hunters We appreciate your statements; thank
you. We appreciate you coming a distance, helping us and sharing
with us your experiences

Mr. BRADFORD. Senator, I would like to submit the statement and
some attachments for the record

Senator NICKLFC That will be ordered.
Mr. BRADFORD. Thank you
[The prepared statement with attachments of Mr. Bradford fol-

lows I
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STATEMENT OF ROBERT E. BRADFORD
EXECUTIVE VICE PRESIDENT, NATIONAL RESTAURANT ASSOCUTION
BEFORE HEARINGS ON YOUTH EMPLOYMENT AND THE MINIMUM WAGE
SENATE LABOR AND HUMAN RESOURCES SUBCOMMITTEE ON LABOR

MARCH 24, 1981

Mr. Chairman and members of the Subcommittee, I am Robert E. Bradford,

Executive Vice President of the National Restaurant Association. Our industry is

the nation's largest employer of teenagers. One-and-a-half million of our eight

million employees are teenagers; sixteen percent of all yo"t' employed in the

United States have jobs in foodservice. Therefore, we have a continuing concern

about youth employment, and are proud of our contributions in this area. I am

particularly pleased at the opportunity I have today to express our support for the

concept of expanding youth employment and to outline our reasons for this support.

Minimum Wage Increases Reduce Job Opportunities

Economists constantly recite the fact that minimum wage increases result in

loss of jobs. Nowhere is this more evident than in our industry. Foodservice was

first brought under Fair Labor Standards Act coverage in 1967. From 1977 to 1981,

the minimum wage has increased 46 percent. Part of the justification for such a

huge increase was the perceived need to keep the minimum moving upward at the same

pace as inflation.

1 'J
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A fine goal, but what proponents of those large increases chose to ignore wax

the fact that the increases added to the business operator's inflationary burden.

Faced with rising labor costs, what did business people do?

The first option was to raise pices to cover increased costs.

In foodservice, prices do go up when the minimum wage goes up. A Data Resources,

Inc. study found that, for each four percent increase in the minimum wage,

restaurant menu prices increase one percent. So it is clear that the prices we

charge the consumer are forced upward by minimum wage increases.

But it is also clear that price increases cover only a small portion of the

foodservice operator's increased costs.

We have a very decentralized, competitive industry. We Also compete with food

served at home. These factors force a foodservice operator to minimize price

increases as much as possible. If the operator fails to do so, competitors will

take advantage, or you the customer will eat out less often. So the operator must

look to curb labor costs when minimum wage goes up; he or she cannot merely pass

those increases on to the customer.

Foodservice is a labor intensive industry, and the capacity of our operators to

reduce cost by subeitating capital for labor is very limited. Of course, where

substitution can be Bona, it be done, to the detriment of the people

replaced. One example - a representative of a major chain told me that his company

will redesign its beverage dispensers at the cost of $18,000 per establishment to

reduce by one the number of employees needed on each shift. Multi,ly the cost in

dollars and Jobs by several hundreds or thousands of establishments and one thing

15-7
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becomes clear - increases in the minimum wage make it more and more economical for

employers to spend large sums of money to replace people. And that is true even in

an industry like foodservice, which cannot be "automated" to any great extent.

Naturally, not every foodservice operator can invest $18,000 in a soft drink

machine. So other ways are found to reduce labor 003t3. Last year, we asked the

readers of our Washington Report how they accommodated the 1980 increases. Here is

what they told us:

- 71 percent of these foodservice operators reduced the

number of employee hours worked

_ 48 percent reduced staff

- 21 percent reduced operating hours and

- 28 percent added labor-saving equipment

- nearly 30 peTent of these employers decreased the number

of teenagers employed in their establishments in response

to the minimum wage increase

A poll in 1979 produced similar results.

A recent study from Chase Econometrics indicates that a ten percent increase in

the minimum wage rate costs the equivalent of approximately 112,000 forty-hour

full-time jobs in the foodservice industry. Applying these figures over the period

since 1977, which saw a 46 percent minimum wage increase, the Chase study would

indicate that we have lost nearly half a million full-time job equivalents. When

you consider that most of our employment openings are part time (the average

foodservice employee works 26 hours per week), these figures translate to a loss of

perhaps three-quarters of a million actual jobs which would otherwise have existed.
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Much of the damage done by the increases of the past four years is reflected in

the chronically high youth unemployment figures, as well as in the large numbers of

youth outside the labor force. Young workers, who have little or no job

experience, and are therefore less productive and less valuable to the employer,

suffer most heavily when employers are forced to curb labor costs.

Youth Differential: What Can It Do?

The youth differential would not erase all the negative employment effects of

recent minimum wage increases. It could not guarantee every teenager a job, yet we

believe it has the potential to expand youth employment and allow more youth to

build the work experience and background they win need to advance in their adult

careers.

Senator Hatch's bill, S. 348, would permit an employer to pay 75 percent of the

minimum wage to employees under the age of 20 for a six-month period. Stiff

financial penalties are provided for employers engaging in a pattern or practice of

substituting younger workers for older ones employed at or above the minimum, or

terminating younger employees in order to take continual advantage of the

differential.

Senator Percy's bill, S. 430, is similar in most respects, but provides an 85

percent differential and an automatic repeal of the differential after three years.

Senator Nickles' bill, S. 658, would exempt employees under the age of 18 from

the minimum wage provisions of the Fair Labor Standards Act.
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But where will the jobs come from? In ours and other service indust^ies, there

are plenty of jobs to be done, many that are no longer done because the minimum

wage has made their cost prohibitive. Service station attendants, grocery store

bag boys, soda fountain workers, carhops, all manner of errand - runners and clerks

have been greatly reduced in number or eliminated entirely because of the higher

minimum wage. In some cases, the duties of those jobs have been taken over by

business managers or owners; a small business owner will take on these tasks when

he or she can no longer afford to hire someone else to do them.

Much of the work formerly done by employees is now done by customers themselves

- pumping gas, carrying groceries, preparing and serving salads, as examples.

Since we have grown accustomed to the self-service salad bar, gas station or retail

store, we tend to forget that they represent the loss of jobs once performed by

other people. in most cases, the employees in question were young, building their

work experience and skills. These are the types of jobs that have been reduced or

eliminated by the incrt.sed labor costs involved in the minimum wage, and some of

these jobs could be revived under a youth differential.

In any industry like ours, which is built on serving customers, maintaining a

higher level of service will make a business healthier and more competitive. If

our operators could stretch their labor coat budget to encompass mere employees,

they would do so because they know that more staff means more service, and more

service means better business.
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Substitution

The only real argument advanced against the youth differential is substitution

- employers would supposedly fire adults and replace them with teenagers, or fire

teenagers after six months to replace them with other teenagers. S. 348 and S. 430

address these concels more than adequately in their penalty provisions. But even

if no legal pena.ties existed, few foodservice operators could run their businesses

in this way.

First, the types of Jobs about which we have been talking are primarily

entry-level Jobs, the types traditionally held by younger workers and the types

having less appeal to older workers with more experience who can command better

Jobs and better pay. Our industry would see its job expansion in those Job

categories already occupied almost entirely by young people.

Secondly, we are looking toward the creation of new positions, toward the

expansion of total employment, not merely filling existing positions. We are

looking toward job opportunities that have not existed before for anyone, teens or

adults.

Third, the retention of capable, experienced employees is a high priority of

any businesa. In foodservice, we are acutely aware of the high r of employee

turnover. This makes it foolish and costly for us to systematically discharge any

group of employees, whether adults or youth, only to take advantage of the youth

differential. Foodservice operators who constructed this type of "revolving door"

Li
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employment situation would find their training costs (measured in both money and

time) multiplying while their trained employees moved on to work for their

competitors.

The goal of youth differential is to make more young people into productive

citizens able to advance to Jobs that pay more than the minimum, either by assuming

management positions in foodeervice, or moving on to career opportunities in other

industries, or even gaining experience necessary to
start businesses of their own.

The youth differential, as we see it, would not work to create any permanent

underclass, or to tie people to low-sisilled, low-paying jobs for the rest of their

lifetimes. Indeed, by depriving younger workers of the necessary work experience,

accelerating minimum wage increases have had the effect of sentencing them to less

productive, lees remunerative jobs as they grow older. We believe that much of the

criticism leveled at the youth differential 13 unjustified when viewed in the light

of the demonstrable negative effects of the minimum wage without a youth

differential.

How Many Jobs?

How many jobs would be created by a 75 percent or 85 percent youth

differential? Frankly, we do not know. So many factors affect business ability to

create jobs - taxes, interest rates, the general state of the economy - that any

accurate prediction 13 impossible. Some have advocated an "experimental" youth

differential program, yet any youth differential plan 13 experimental, since 30

little is known about the extent of Its potential job creation effects.

Economists seem to agree, however, that minimum
wage increases cause a loss of

jobs, and that this lose i3 concentrated in entry-level, or lesser-skilled

employment. These economists also indicate that a youth differential would

increase teenage employment.
Ten states currently use some form of youth

differential or exemption. And a recent study from the Center for Human Resource

Research at Ohio State University shows that teenagers are willing to accept jobs

paying lees than minimum wage in order to have the opportunity to work. We believe

this evidence justifies the creation ur a youth differential wage under the Fair

Labor Standards Act, even though precise results cannot be measured at this time.

82-187 0$1--11
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EMPLOYMENT AND LABOR FORCE EFFECTS OF MINIMUM WAGE LEGISLATION

Primary Findings

- Increases in the minimum wage result in reduced
employment opportunities and discourage broad segments
of the population who perceive an increase as a
reduction in the likelihood of finding employment.

- Those most affected include teenagers, especially
minority teens, and other low wage, low skill groups.

1. The Effects of Minimum Wages on thp of rhng.a
in Aggregate Employment, Marvin Rosters and Finis Welch,
Rand Corporation.

Minimum wage legislation has had the effect of decreasing the
share of normal employment and increasing vulnerability of
cyclical changes in employment for the group most "marginal"
to the work force....teenagers, especially nonwhite teens.

2. Effects of Minimum Wages on the Level end Age Composition of
Youth Employment, Finis Welch and James Cunningham.

'For each increment of 1 percent in the costs of hiring those
aged 18 to 19 years, the employment of 18 to 19 year olds
falls 1.3 percent, employment of those 16 to 17 falls 2.4
percent and for persons aged 14 to 15 the drop is 4 percent.'

3. The Effects of Cohort Size and Minimum Wages on Youth Em
Nabeel a am, A ne uester an zin s We c .

lo ent,

Increased minimum wages reduce the employment of both white
and nonwhite teens. Estimates indicate that if the minimum
wage were $1.00 lower in 1978, 250 to 440 thousand more jobs
for white teens and 49 to 56 thousand more jobs for nonwhite
teens would have been available.

4. Unemployment Effects of Minimum Wages, Jacob Mincer, Columbia
University.

Results suggest that the employment effects of the Federal
minimum serve to reduce employment of low skill groups.
Disaggregating according to race, age and sex, he finds that
nonwhite, younger workers are most adversely affected by
increases in the minimum wage.

5. Mincer-Hashimoto Study.

Employment reductions are associated with a reduction in size
of the labor force. Thus, potential workers are evidently
more likely to drop out of labor force than to queue for
remaining jobs.
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e. Impact of Minirnur wages on Other Wages. Employment and Family
Incomes, Edwara M. Oramlich, University of Michigan.

Gramli: 's strongest find.ngs concern the income redistribution
effects of minimum wage; 'sowever, he found significant adverse
impacts to minimum wage increases among full time workers.

7. Minimcm Wage LegislatIon and the Youth Labor Market, James
pagan, Jr., Washington University.

Had the 1966 amendments not been implemented, model indicates
that youth employment would have been 320,000 persons higher
in 1972 than it actually was and the aggregate youth
unemployment rate would have been 3.8 percentage points lower.

8. The Effect of Legal Minimum Wage on the Pay and Employment
of Teenage Students and Nonstudents, James F. Ragan, Jr.

A higher minimum wage leads to a job loss among teenagers,
especially nonwhite males and males not in school.

9. The Effect of Statutory Minimum Wage Increases on Teenage
Employment, Yale frozen, University of Chicago.

Ratio o: teenage unemployment to overall unemployment
increased from 2.5 in 1960 to 3.6 in 1968 during which time
the minimum wage was increased from $1.00 to $1.60 and its
coverage broadened considerably.

10. Federal Minimum Wage State By State Impact Analysis, Dr.
Jack Carlson, Chamber of Commerce of the United States

Details on a state-by-state basis job loss, labor cost
increase and consumer price increase effects of two 1977
minimum wage bills.

11. The 1978 Joint Economic Report of the President, published
March 15, 1978.

while designed to provide minimum income to low income
workers, it (minimum wage) tends to decrease their prospects
for employment.

12. An Faluation of Quebec's Minimum Wage Effect on Production,
Employment, Prices and Th: Distribution of Income, Pierre
Fortin, Laval University.

A 10 percent increase in the minimum wage increases unemployment
substantially overall, but especially among those 14 to 24
years old and women over 25. Quebec's high mini,lum wage
wiped out from 25,000 to 42,000 job opportunities in 1977-78.

13. The Impact cf Minimum Wages on Teenage Schooling and on
Part-Time/Full Time Employment of Youths, J. Peter Mattila,
Iowa State University.

Minimum wages have shifted youths away from full time work.
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14. Some Aspects of the Social Pathological Behavioral Effects
of Unemployment Among Young People, Llad Phillips, University
of California.

Preponderance of evidence indicates the minimum wage impacts
heavily on young males, displacing them from jobs, raising
unemployment and driving them from the labor force. Eviience
also indicates that unemployed or discouraged young males see).
illegitimate alternatives to employment.

15. The Effect of Minimum Wages on Teenage Unemployment Rates,
thomas Gale Moore, Journal of Political Economy.
Constructed econometric model which suggests proposal to
increase minimum wage to $1.80 in 1970 and $2.00 in 1971
would have increased nonwhite teenage unemployment by
4.6 percent in 1971, 11.3 percent in 1972, 14.5 percent in
1973 and 15.6 percent in 1974.

16. Teenage Unemployment and Real Federal Minimum Wages, Douglas
K. Adle, Journal of Political Economy.

Increases in Federal minimum wage cause unemployment among
teenagers.

17. Update of Mincer Estimate, of the Effects of Minimum Wages
on Employment, Ron Krum, University of Chicago, April 1977.

Loss of employment due to an '- "rease in the minimum wage
from its present level (1977) , 60 percent of the average
manufacturing wage results in a loss in employment of almost
2.5 million fobs. Teenagers, nonwhites and younger working
adults are most harmed.

18. Unemployment Policies to Reduce Inflation, Michael L. Wachter
Univeristy of Pennsylvania.

Minimum wage law reduces the demand for low wage workers in
covered sector.

19. The problem of Teenage Unemployment, Alan A. Fisher, University
of California.

The minimum wage has been an important factor in increasing
teenage unemployment.

20. Walter E. Williams, Temple University.

This year's (1980) 7 percent increase in the minimum wage will
cause unemployment among low skilled black teenagers to rise
from 35 to 40 percent.

21 Employment Effects of Minimum Wage Rates, John M. Peterson
and Charles T. Stewart, Jr.

-Higher minimum wage rates have slowed employment growth in
low wage industries in the South relative to employment growth
in the same industries in the rest of the nation.

1 kJ t)
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22. Minimum -Wa2L_Regulation in Retail TraJe, Belton M. Fleisher,
1981.

Minimum wage legislation during the 1960's resulted in a loss
of one-third to one-half million full time job opporturities
in retail trade. Teens were most adversely affected.

sfm
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The Impact of the Minimum Wage
on the Restaurant Industry

A study by Data Resources, Inc.

Introducifon
The National Restaurant Association has contracted with Data Resources. Incorporated of Lexington,

Massachusetts to analyze the effects of minimum wags legislation on the restaurant industry In particular,
DRI has examined the effects on employment, unemployment, wages, hours worked and price changes in
the Industry that are attributable to minimum wage legislation It has also examined the impact on business
performance. as evidenced by trends in failures of restaurants The final section of the study deals with the
extent to which the minimum wage serves to redistribute income to restaurant workers in low income
households

Data Resources. Inc . a prominent econometric, forecasting and consulting firm, is headed by Or Otto
ECkstem, a member of the Council of Economic Advisors under President Johnson Economic studies done
by DRI are widely used by private Industry as well as the Federal and state governments Among its clients
are the Congressional Budget Office, the Federal Reserve Board, the Congressional Research Service and
the U S Department of Commerce

The summary which follows consists mainly of excerpts from the DRI Study Readers are encouraged
to study the DM report in order to gain a fuller understanding of the reasoning behind the conclusions and
the context in which they are presented A statistical appendix is available for those wishing to examine
the underlying quantitative analysis

Although the report refers to the "restaurant industry for purposes of readability, the base data for
wages. employment and hoi-rs worked relate to the Census category of "eating and drinking places The
discussion of restaurant and menu prices refers to the Bureau of Labor Statistics index of "food away from
home

Summary Findings of DRI Study
General Conclusion

The Impacts of continued minimum wage increases on employment, average weekly hours, prices,
wage Inflation in labor markets and business performance In the restaurant Industry are all clearly negative.
These findings are in aLcordence with the expectations of economic theory and previous research

Previous Studies
Previous employment studies have reached the uniform conclusion that increases in the minimum wage

have reduced the number of lobs available in industries subject to the minimum wage and discouraged
broad segments of the poplation from seeking employment These workers perceive an increase in the
minimum wage as a reduction in the likelihood of finding employment

Washington Mice
International Square - Suite 850
18501( Street N W
Washington 0 C 20006
1202) 296 0350
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An earlier Study by Gremlin for Brookings Institution found that a very low corrslation existed between
low wage earners and low Income families About 55 percent of any increase in the aggregate wage bill
accompanying an increase in the minimum wage gees to individuals in families above the median level of
income Gram lich reached the strong conclusion that minimum wages provide a greater subsidy to those
above poverty level! than those below

Employment and Unemployment Effects
The following findings are for the restaurant industry as a whole Individual firms may differ substantially

from industry averages
A 4 percent increase In the minimum wage produces slightly more than a 1 percent decrease In

restaurant employment, after other influences on industry growth has. been discounted.
Similarly. the probability of a typical worker finding a lob in the industry IS reduced as the minium

wage goes up
The effects of the minimum wage on restaurant industry jobs are conclusively negative. The

foodservioe Industry Is the largest single employer of teenagers In our nation MOMS'S kith, minimum
wage eliminate job opportunities for teenagers and systemically exacerbate the long- standing problem
of non-white teenage unemployment.
The unemployment effecrs shown below are for all workers and not specifically for those employed in

the restaurant industry
Non-white teenagers suffer a double blow from unemployment induced by the minimum wage Job

opportunities are reduced and increasing numbers seek employment A strong inference is that the
minimum wage systematically effects non-white teenagers disadvantageously relative to white teenag-
ere

Analysis of the relation between unemployment among non-white teens and the minimum wage
Shows that a 5 percent increase in the ratio of minimum to average manufacturing wages produces a
one percent increase in the unemployment rate

Wage and Price Effects

The study clearly indicates the adverse Impact of minimum wags Changes on the hours worked by the
average restaurant employee. This result takes account of changes in average hours associated with changes
in worker productivity and real output

An increase in the minimum wage does not pass directly to low-wage workers since employers will
typically economize on the use of labor by reducing the hours worked as well as the number of employees
In the restaurant industry a 7 percent increase in the minimum wage will produce a 1 percent decline in
average weekly hours

A 4 percent Increase In the minimum wage will produce a 1 percent increase in the average price for a
meal away from horns.

Business Failure Effects

Business failure Is closely related to changes in gross Industry revenues and changes In the minimumwage.
A 5 percent increase in the minimum wage increases typical restaurant labor costs 3 percent This

finding takes into account the estimated changes in hours, employment and prices with respect to changes
in the minimum wage Historically operatorS have been able to pass on roughly hall of the labor cost
increase to consumers in the form of higher menu prices The remain ng portion has been absorbed in
reduced operating margins This reduction in operating margins undoubtedly contributes to the number of
business failures in the industry

Income Redistribution Effects
Additional income from minimum wage increases in the restaurant industry frequently goes to middle

and upper income househotds This is because large numbers of teenagers and wives employed by the
restaurant industry are supplementing other sources of household income

Analysis of Bureau of Labor Statistics employment survey data indicates that the Impact of minimum
wage legislation In redistribution of Income to the economically needy Is quite small Roughly 60 percent
of foodserelce workers come from families whose household Income Is above 212,500, and they typically
contribute 20 percent to total household income.

This study supports the conclusion that minimum wage legislation works to the disadvantage of non-
white, teenage workers and their families without providing substantial compensating benefits.
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L INTRODUCTION

This report provides documentation for DRIss preliminary investigation of mimimum
wage legislation and its impact upon the restaurant industry. The objectives of
the study are twofold. The primary motivation is to reveal existing relationships
among various causally related indicators of restaurant activity and the minimum
wage. As such, the results are historical and merely suggestive for future impacts.
Thy second objective is to suggest possible avenues for the preparation of econometric
models suitable for extensive policy simulation analyses. The results presented
below represent DRI's best estimates utilizing publicly available data and a wide
variety of econometric models. The major points outlined below present an investigation
of those restaurant specific impacts generated by minimum wage legislation.
Wherever possible, additional analyses utilizing information not currently available
to DRI will be suggested. Where appropriate, qualification of conclusions will
be related to data or statistical inadequacy.

The remainder of this report is divided into five major sections, each section relates
minimum wage legislation and its timing to a particular aspect of the food service
industry or its labor market. The first section provides a summary of the relevant
literature on the minimum wage and its potential impacts. References to major
research studies are provided for the preparation of more extensive briefing papers.
The second section deals exclusively with the employment and unemployment
effects of minimum wage legislation. Traditional estimates of labor demand and
supply bring little evidence to bear upon the restaurant specific labor market.
The material presented in this section represents a significant first step toward
deciphering the aggregate wage-employment dynamics of the restaurant industry.

The third section explores wage, hour, and price changes in the restaurant industry
attributable to minimum wage legislation. Separate studies of these individual
phenomena oftentimes produce inconsistent results. The combination of disaggregated
data (restaurant industry figures) and a uniform perspective provide a picture
consistent with economic theory. Closely following the analysis of wages and
prices I an analysis of the impact of minimum wage changes upon business performance
in the restaurant industry. By analyzing trends and cycles in business failure,
a basic understanding of the influence of legislative timing upon industry performance
is obtained.

The final section deals with cross-sectional evidence on the relationships between
worker incomes, wages, hours, and demographic characteristics. Utilization of
data on workers affiliated with the food service industry provides the basis for
sound inference about the distributive impacts of the minimum wage. Comparison
of these results with those found for the aggregate labor force yields an estimate
of the extent to which minimum wage provisions redistribute income toward restaurant
workers in low income families.

IL PREVIOUS STUDIES

Reviews of the Fair Labor Standards Act and subsequent amendments have focused
upon the macroeconomic impacts of the legislation upon aggregate labor markets.
While correctly emphasizing unemployment, labor force participation, and wage
inflation effects, these studies have focused exclusively upon Quarterly movements
in broad aggregates. Results outlined below illustrate that the more detailed,
disaggregated perspective obtained from monthly data occasionally changes the
conclusions obtained in earlier studies.
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Information on the history, legislative and economic, is available from a number
of studies, most notably Goldfarb (I). An excellent historical treatment of the
legislative history of the Fair Labor Standards Act can be found in the Monthly
Labor Review. The original intent of the Act did not encompass the broad coverage
of the current minimum wage provisions. The authors of the legislation also presumed
that all workers covered by the law would actually receive the minimum wage.
To the extent that noncompliance exists, the magnitudes found in the current
study actually understate the true impact. This particular aspect of the Fair
Labor Standards Act conditions ail statistical estimates in the literature. With
the data currently available, no conclusion about the relative compliance of the
restaurant industry to all industry is possible. A particular study which impacts
all empirical work in an unic 'own fashion is a study of noncompliance with minimum
wage standards performed by Ashenfelter and Smith (2) and updated by Gramlich
(3). The uniform conclusion in both studies is that widespread non-compliance
exists and varies across major industry groups. Both studies indicate that noncompliance
appears to be decreasing over time. The general issue of noncompliance is not
addressed in this study for two reasons. First, substantial questions about the
methods used to calculate noncompliance exist. Second, there appears to be no
compelling rationale, given those methods, for expecting noncompliance to be
a greater or lesser problem in the restaurant industry. Even if measures existed,
the subsequent adjustment of our results would not be a clear cut task.

Ashenfelter and Smith, in a study for the Department of Labor utilize the Current
Population Survey. Statistics from this monthly -irvey indicated that the distributions
of earnings differed between fully and partially covered indsutries. They conclude
that, nationwide compliance is somewhere between 65 and 75 percent in covered
employment. Gramlich's update and extension of this study found that compliance
varied across major industrial groups and between partial and fully covered industries.
Estimates of compliance from two years of data indicate a range between 40
and 65 percent. One interesting corollary to his study was the finding that coverage
or compliance appeared to be constant across all demographic segments of the
labor force. This conclusion is important for the work that follows insofar as
systematic differences in the compliance or coverage of various groups in the
labor force would bias the employment and unemployment impacts across those
groups. Gramlich also found that the variations in compliance were only loosely
related to whether the industry was covered by legislation.

Labor market effects of minimum wage changes can be categorized in terms of
wage inflation, unemployment, and labor force participation impacts. Unemployment
presents the most difficult controversy. Numerous studies support an adverse
i- pact on unemployment as minimum wages increase. However, a large number
c7 studies find no consistent relationship between changes in minimum wages
and unemployment rates. The final balance of the opposing views swings toward
adversity as the investigation focuses upon particular age or racial groups, e.g.,
Moore (4) and Mincer (5). Regardless, point estimates of impacts have varied
considerably and provide no rational basis for numerical forecasts of aggregate
unemployment.

Employment, or labor force partk4.-..'ion studies have reached the uniform conclusion
that increases in the minimum stage have reduced the number of Jobs available
in covered industries and discouraged broad segments of the population who perceive
an increase as a reduction in the likelihood of finding employment. Welch (6),
Kelly (7), Mincer (8), and Gramlich (3) all found significant adverse impacts to
minimum wage increases, both in full-time and part-time employment. Welch
found a negative impact upon the ratio of teenage to adult employment when
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Minimum wages, adult unemployment, and economic growth were included as explanatory
variables. The results did not change when armed forces, school, and federal jobs
participation were included as conditioning variables. Mincer found negative effects
upon employment and labor force participation rates when adult unemployment,
time (as a proxy for productivity), and armed forces employment were used as
conditioning variables in eonjunetior with minimum wages. Gramlich found employment
effects when real industry growth, real minimum wages, time, minimum wage coverage,
and labor supply considerations were used as explanatory variables.

Essentially, a rise in the minimum wage influences the overall price level and the
level of prices within an industry in several stages. The first Impact is the direct
one on the wage rate for those who were earning less than the minimum. A second,
rather immediate impact is an emulative effect on the wages of those just above
the minimum and those whose contracts or bargains incorporate the minimum in
the wage scale. The actual size of thEs emulative effect is quite controversial.
Third, if the wage increase is passed through to the consumer, behavior in accord
with most studies of the inflationary process, then there will be a feedback effect
of higher prices on the wage demands of other workers. Finally, additional pressures
on the price level may attend any stimulative fiscal or monetary measures taken
to restore jobs to those displaced by increases in the minimum wage. One very
important corollary to this descriptive process is that the direct effects of a minimum
wage increase as the level of the minimum wage approaches the middle of the
aggregate or industry wage distribution.

The final subject of discussion is that of income distribution. Having information
about the impact of minimum wage legislation on low-wage workers provides a
partial estimate of the benefits and costs associated with this program. An important
addition is an inspection of the impact on low-income families. Aggregate studies
performed by Gramlich are the only studies, to date, which investigate the relationship
between low-wage earners and low-income families, with the dramatic postwar
increases in labor force participation by teenagers and women. The presence of
multiple earner families has altered the relationship between these two groups.

Gramlich's first finding was thit a very low correlation existed between low-wage
workers and low-income families. By investigating three major grou2s, teenagers,
adult males, and adult females, Gramlich finds that the spill-over effects of minimum
wage changes on the income positions of individuals above the median level of income
constitute approximately 55 percent of any change in the aggregate wage bill.

Thus, the redistributive impact, incorporating the effect of the minimum wage
bill and the fact that the arbitrarily defined poverty level is well below the median,
of the mimimum wage appears to be quite modest. Moreover, the fraction which
does accrue to low-income individuals overstates the benefits by ignoring the disemployment
or unemployment effects of a minimum wage increase. Gramlich's strong conclusion
is that minimum wages provide a greater subsidy to those above poverty levels
than those below.
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HI. METHODOLOGY AND DATA

The methodology employed for this study is that used in traditional economic hypothesis
testing. Utilizing causal relationships suggested by economic theory, data on relevant
variables are analyzed to determine whether or not the reasoning suggested by
theory is supported by the available evidence. The application of this methodology
produces results which are conditioned by the statistical techniques employed,
the underlying explanatory power of economic reasoning, and the quality of the
data investigated.

The hypotheses examined are detailed in the sections that follow. The study is
directed toward an examination of the major impacts of the minimum wage suggested
in previous major studies of the legislation. Ancillary issues which figure prominently
in current policy discussion are addressed when feasible. It is important to recognize
that two different data types are available for investigation and the analytical
methods appropriate for the analysis of each type differ.

This first set of data is information available in time series form. Measures of
prices, wages, employment, and sales are examples of data gathered and analyzed
as time series. The second data is cross-sectional, or point-in-time, in nature.
Information on family incomes, hours, race, and age of restaurant workers in a
given sample are examples of cross-sectional data. The basic techniques for investigating
time series and cross-sectional data are multiple regression and contingency table
analysis, respectively.

The use of multiple regression analysis is a procedure used to quanitfy the relationship
among a set of variables. Here, the impact of many explanatory variables (called
independent variables) upon the variable of ultimate interest (the so-called dependent
variable) can be modeled simultaneously. The regression, or slope, coefficients
measure the marginal, or incremental, impact of each independent variable upon
the dependent variable - holding all other variables fixed. The regression constant
captures the combined average impact of the independent variables. The STANDARD
ERROR is a measure of the precision with which the regression coefficienliiFd
c7iiitilit are estimated. The T-STATISTIC utilizes this estimated precision to
test, in a rigorous statistical reihton, whether the incremental impact of each independent
variable is significantly different from zero. The R-BAR SQUARED of an equation
indicates the percentage of the variation in the dependent variable which can be
explained by all of the independent variables, in concert. The DURBIN-WATSON
STATISTIC is a number that summarizes the behavior of the unexplained component
13r fRileTendent variable. The standard rule of thumb for determining the importance
of a particular explanatory variable is that its T-STATISTIC should be larger than
1.7 in absolute value. Traditional regression res7TIT17owever, are only as reliable
as the form of the explanatory variables. Procedures such as seasonal adjustment
or correcting a variable for price inflation can alter the results in a qualitative,
as well as a quantitative, fashion. This problem is known as specificaiton error.
It is common to virtually all models of economic phenomena and arises from imperfect
knowledge or from weak assumptions. More often than not, these problems arise
from the inability of economic theory to fully explain a particular economic problem.
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Contingency table analysis utilizes the basic elements of probability theory and
the large sample size usually associated with cross-sectional data to draw inference
about the Independence of interrelatedness of econcnic variables. By grouping
data into groups with common economic or demographic characteristics one can
look at variables of interest and determine whether or not available data link economic
phenomena to demographic or socio-economic status. The summary statistic available
from the analysis of contingency tables, termed a CHI-SQUARE test, indicates
whether or not the data support the belief that the samp e comes from a larger
population where the characteristics used for classification are genuinely independent.

By tabulating, or calculating, the values of variables such as hours, wages, and
household income for individual observations In a cross-sectional data set, the trained
analyst can associate extreme values with particular groups. It is important to
realize that contingency table analysis does not provide the reason for the relationship.
Answers to these questions require additional theoretical and statistical analysis.

The data used in this study, with a single exception, comes from various publicly
available government sources. Price, wage, hours, and employment figures were
taken from Bureau of Labor statistics publications. Figures on restaurant sales
were obtained from retail sales data published by the Department of Commerce.
Business failures data was calculated and made available to this study by Dun and
Bradstreet. All time series data were seasonally adjusted using the Bureau of Census
X-I1 method prior to statistical analysis.

Cross-sectional data was obtained from the Bureau ofCensus' Current Population
Survey Annual Demographic File (CPSADF). This annual survey of some 130,000
individuals is the source of data used for various census projections and analyses.
Relevant hypotheses were analyzed using 1970,1973, and 1976 summary tapes from
the CPSADF. Results were presented from the 1976 survey. At publication, the
1976 survey was the most recent available for analysis and presentation.

IV. EMPLOYMENT AND UNEMPLOYMENT EFFECTS

The general economic question posed by the minimum wage is whether the benefits
of higher wages exceed the costs inherent in

L Changing the mix of capital and labor employed in covered industries.

2. Reducing the employment prospects of workers employed in covered
industries.

3. Altering the mix of services or firms in a particular covered industry.

The first issue cannot be addressed with publicly available data. Comprehensive
surveys of management response to changes in minimum wage provisions are needed
to analyze the extent to which restaurant operators change the nature of the food
service preparation end delivery.
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The third Issue also requires additional work following a broad-based survey. Without
actual time-paths of individual restaurant or chain performance at each distribution
point inferences about the changing structure of the restaurant industry will be
basically unreliable. One exception to this dismal conclusion is that reasonable
estimates of the relationship between increases in wage costs and business failure
can be prepared for the aggregated restaurant industry.

The next two sections will address the second issue, i.e., the full range of wage,
hour, and employment prospects for laborers in the restaurant industry and those
who typically seek employment there. A fundamental premise of the statistical
work that follows is that the impact of minimum wage legislation is most evident
when viewed in the context of a particular industry. The restaurant industry provides
en excellent starting point for a disaggregated analysis of minimum wage legislation.

Three primary areas of statistical study generally classified under the rubric of
employment-related impacts are

L Labor force participation,

2. employment, and

3. unemployment.

No single concept adequately captures the impact of minimum wage legislation.
Economic and practical reasoning dictate that the effects on the third category
are residual, or byproduct, of minimum wage impacts on the decision to look
for job and the likelihood of obtaining employment.

Employment in the restaurant industry could be expected to depend upon the productivity
and costs of labor and non-labor inputs and real industry growth. Leaving aside
the subtle analysis of the flow of workers between jobs in the covered and uncovered
sectors, restaurants can be expected to employ labor up to the point where the
incremental contribution to service or output is just balanced by the incremental
cost of another hours labor. Previous analysis has typically provided a very loose
relationship between employment, or labor demand and the minimum wage. A
probable cause is the overly aggregative view of the lab°. market. Looking at
overall employment includes trade and/or craft union, as well as white collar employment.
Including these sectors of the labor market when judging the impact of minimum
wage legislation renders the economic rationale for a potential impact meaningless.
Variations in employment in the restaurant industry, when conditioned upon real
industry growth and time (as a proxy for productivity and associated capital inputs)
are negatively related to the real (CPI-deflated) minimum wage.

The best statistical result implies that the elasticity of employment with respect
to the level of the deflated minimum wage is roughly .28. Another way to view
this figure is that a 4 percent increase in the minimum wage produces a little more
than a I percent decrease in restaurant employment. This result is all the stronger,
given that real growth effects were removed from changes in industry employment.
The magnitude of this impact was roughly half that of real growth when the timing
of growth and wage changes were ignored. When the timing as well as the magnitude
of these changes is included in the defiiition of variables, the two major explanatory
factors are of roughly equal importance. The implied changes in employment response
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to lagged changes In real output, time, and real minimum wages indicate that
the elasticity of restaurant industry employment with respect to real output and
minimum wages are equal (approximately .30) but opposite in sign. The maximum
Impact of real output changes occurs in the current month, while the greatest
impact from minimum wages occurs five months after a change. The results of
this analysis are robust to traditional auto correlation corrections. Together the
explanatory variables explain over 99% of the variation in restaurant employment.
Detailed presentation of the statistical results will be submitted in a technical
appendix.

Labor force participation by individuals determines the base from which unemployment
rates are calculated for a given level of employment. If 'he number of individuals
seeking Jobs increases, then the unemployment rate, defined as those seeking,
but unable to obtain employment, must rise. Just as cost-of-living escalators
depend typically upon the level of a single number, the Consumer Price Index,
a large number of federal, state, and local expenditures and rants depend upon
the level of unemployment among certain demographic groups. Hence, labor force
participation and its impact upon unemployment rates can have a crucial effect
on large number of budget items.

Labor force participation is influenced by three economic facts: the first is the
probability of finding employment, the second is the likely financial reward once
employment is obtained, and the third is the net cost of remaining out of the labor
force. With the increase in the number of industries covered by the minimum
wage (or union scale wages based upon some mark-up of the minimum) changes
in the likely financial reward will follow changes In the minimum wage. However,
insofar as minimum wage increase has e ?loyment effects, the probability of

-finding aJob-variesinvesely with the level of the minimum wage. The Mal element,
the net cost of non - participation varies directly with eligibility and benefits associated
with various transfer payment systems. For certain groups, e.g., teenagers, the
number of individuals eligible for unemployment compensation was very small.

Traditional participation studies have sought to determine the effect of minimum
wage changes upon job search and rates of participation. An excellent example
cited above is the study by Mincer. Virtually all studies in the past have utilized
quarterly labor force figures. The use of monthly data provides an important
new result. When conditioned upon time and adult male unemployment (as proxies
for increases in benefit payments available to non-participants and the likelihood
of obtaining employment) the participation of white teenagers was inversely proportioned
to the ratio of minimum to average manufacturing wages. The wage ratio was
used to calculate the economic reward of job location. Conceptually, the relevant
attractiveness of the reward is the wage of the likely Job deflated by the return
of the average Job. Thus, participants who see a fall in the ratio of the minimum
wage to the average manuacutring wage realize that the real return or reward
of employment has fallen. The fact that white teenagers leave the labor force
as the economic reward rises indicates that the job location effect is stronger
than the economic reward effect. That is, this group perceives a net decrease
in its labor market position when the minimum wage increases. The direct result
is that the effect of the minimum wage on unemployment in this group is the
sum of a negative employment impact and a positive participation impact. Statistical
investigation of the relationship between unemployment and labor market variables,
which included the minimum wage, support this result. The relationship between
unemployment and the minimum wage is ambiguous.

S2-IS7 OS1--12
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However, among non-white teenagers en interesting result appears. Whereas
a 14 percent increase in the wage ratio reduces white teenager participation by
1 percent, a simple 5 percent increase in the wage ratio leads to a I percent increase
In non-white teenage participatir-. Clearly, non-white teenagers view the econTrc
reward component as a stronger ,nfluence than the job location probability. This
result is very robust; remaining when lags in timing and response, changes in
population growths, and elimination of trend components in the variables are made.
Thus, for reasons of economic need or differential non-participation costs, non-
white teenagers suffer double blow from unemployment induced by the minimum
wage.

Job opportunities are reduced and increasing numbers enter the labor force. A
strong inference is that the min-Rum wage systematically effects non-white teenagers
disadvantageously relative to white teenagers.

This result is reinforced by an analysis of the relation between unemployment
among non-white teens and the minimum wage. Here, a virtually identical result
is obtained. A five percent increase in the ratio of minimum to average wages
produces a one percent inc.Tear^ in the unemployment rate. This result and that
of the unemployment of mini im wages on whites are noteworthy in another
context as well. In both ease the behavior of unemployment with respect to
the minimum wage was correctly predicted using analyses of the employment
and participation _fleets. Those who have tended to dismiss statistical arguments
and evidence on the adverse character of the minimum wage have found traditional
comfort in the poor relationship between unemployment and the minimum wage.
However, this study indicates quite clearly that, by looking at the determinants
of unemployment, there exists clear evidence, not only of the adverse im;ect,
but also of the reasons for seemingly ambivalent results.

On balance, the employment related effects of the minimum wage in the restaurant
industry are conclusively negative. Insofar as the food service industry provides
the bulk of teenage employment opporturities, increases in the minimum wage
eliminate opportunity and systematically exacerbate the long-standing problem
of non-white teenage unemployment.

7. WAGE AND PRICE EFFECTS

For workers who retain their employment status, increases in the minimum wage
will produce wage-related effects on their compensation. Workers currently paid
the minimum wage will receive I direct increase in their wage and workers near
the minimum will receive more as employers endeavor to maintain relevant pay
differentials. This second effect, termed emulation in the literature, also works
to increase the wages of other union and non-union workers whose wager are related
or ties in any way to the minimum wage. This set of wage-related impacts has
direct consequences for wage and price inflation.

1 ' )
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One caveat is important. In the treatment that follows the term inflation refers
to the process of continual increases in the general level of wages and prices. In
this respect, a once and for all increase in the price of a product or the wage of
particular group of latorers is not inflation Inflation is a dynamic process which
requires changes in many prices and wages k. eriod after period. However even though
a particular price or wage increase is not inflation, that same change can be inflationary
if it 1) is part of a broader increase in prices or wages, 2) alters the expectations
of consumers, workers, or business about the level of future prices and wages, or
3) has feedback effects on the prices or wages in related commodities or employment.
Thus, minimum wage increases can be inflationary if I) they occur at a time of generally
rising wages, 2) they are passed through to consumers in a period of rising prices,
or 3) they have signif' :ant emulation or feedback effects on the wages of other workers.

Estimates of the impact of minimum wage changes on aggregate wage inflation obtained
from quarterly data are adequately summarized in Gramlich's study. Updating his
work does not alter the relative impacts of various explanatory factors significantly.
However, two relevant questions remain. Does the impact of the minimum wage
relative to other factors change if we restrict our attention to wage inflation in the
restaurant industry? Does the use of monthly data on major economic variables alter
previous conclusions? The first question is clearly germane to our discussion and
should offer evidence on the thesis that data disaggregation clarifies the nature of
legislative impacts. The second question directs attention to the timing as well as
the magnitude of minimum wage Impacts. Just as the trained scientist uses more
powerful microscopes to study sub-visual phenomena, so too should the policy analyst
investigate the timing of economic phenomena using more frequently gathered data.
For example, if the entire change in total employment associated with an increase
in wages occurred within a particular quarter, by studying quarterly data, we would
have nc ability to infer whether the change occurred uniformly or unevenly across
the three months. The use of monthly data to study industry-specific minimum wage
impacts is an explicit recognition that most changes in compensation, employment,
and prices occur quite rapidly.

The other major determinant of total employee compensation is the number of hours
worked. Leaving aside questions of productivity for the time being, changes in the
unit cost of labor can and do cause two changes in the production process. In the
long rul, labor saving capital 1r operating arrangements are employed. The example
of the self-serve restaurant and growth in the salad bar concept serve to illustrate
long run changes in capital or operating policy designed to economize on labor. Moreover,
in the short run, firms fazed with labor cost increases economize on its employment
by altering the mix or responsibilities of full vs. part-time employees, reducing set-
up or knock-down time, or increasing average worker productivity by slowing new
hiring or increasing the tasks assigned to each employee.

Statistically, we would expect that average weekly hours of restaurant employees
should vary with the volume of real output, the level of the minimum wage, and the
level of worker productivity. Without a measure of monthly productivity, a time
trend was used to proxy trends in worker productivity.

I I
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The results clearly indicate the negative trend in worker productivity and the adverse
impact of minimum wage changes on the hours of restaurant employees. Using a
distributed lag specification to infer timing as well as magnitude, real output changes
in the current and previous quarter appear to have the greatest impact. Over a six
month horizon, a 14 percent change in real output will induce a 1 percent change in
average weekly hours. Over a three month horizon, the same 1 percent change in
average weekly hours is occasioned by a 5 percent change in real output. This fact
is in accordance with traditional reasoning that labor Is a variable factor whose employment
can be used in the short run to bridge between changes in the levels of other factors
of production.

The impact of changes in the CPI-deflated minimum wage has similarly dramatic
implications for average weekly hours. The major adjustment appears to occur by
the third month following the change in the wage. Peak periods of adjustment occuri.
in the concurrent month and five months following the change. This lest period appears
to be a reflection of the typical January timing of increases and employment decisions
made during senool vacation periods. The magnitude of monthly adjustments indicates
that a 7 percent change in the minimum wage will produce a I percent change (in
the opposite direction) in average weekly hours. The statistical evidence clearly
indicates that employers economize on the use of labor through varying the degree
as well as the level of employment. Thus, an increase in minimum wages does not
pass directly to low-wage workers. By altering the structure of hours, restaurants
can and do avoid a portion of cost increases mandated in minimum wage legislation.

The remaining portion of the cost increase can be either absorbed into profit margins
or passed through to restaurant patrons. In theory, changes in unit labor costs, average
weekly hours, or the number of laborers can all lead to cost increases or decreases
when the minimum wage changes. By including variations in hours and employment
in the explanation of food service prices, we avoid the criticism that compensating
changes in labor use fully offset the impact of minimum wage changes on the price
index for food away from home. Indeed, the statistical results indicate that all variables
significantly impact the price index. The peak impact usually occurs between two
and three months following a change in minimum wages. Roughly speaking, a 4 percent
increase in minimum wages will produce a I percent change in the price index for
food away from home. This impact, which takes changes in the degree and level
of employment, is roughly twice as large as the impact of changes in the number
of persons employed lad seven times as large as that of changes in average weekly
hours.

On balance, the limpet of minimum wage legislation on price-wage conditions is
clearly adverse. In an environment where an increasing fraction of consumer meals
are being taken in an away from home context, the inflationary impact of a minimum
wage increase is enhanced by the "quasi-necessity" of restaurant meals. The influence
upon consumer discretionary income and expectations about inflation provides one
vehicle for the translation of minimum wage increases into a full-fledged cause of
inflation. The second, the direct and emulative impacts upon wage Inflation, is also
crucial in an environment of labor market tightness, or generalized wage inflation.
In the short run, restauranteurs can economize on the use of labor, but in the long
run, as consumers shift preferences toward meals away from home, more expensive
capital or service improvements are dictated in this increasingly competitive market.
Increases in prices which follow have predictable consequences upon small-scale,
Independent operations. As firms fail, the iarket concentrates and the pressures
of competitive markets upon inflation are we .coed further.

I S A
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VI. THE MINIMUM WAGE AND BUSINESS FAILURE

Tx unifying theme of the evidence presented thus far is that large changes in the
level of the minimum wage produce significant displacements in the restaurant industry
and in the labor markets which traditionally supply restaurant workers. Impacts In
the operating profitability of restaurant facilities are difficult to establish given
the paucity of data available in the time series form. Some information on the fraction
of business costs attributable to employee compensation is available from independent
surveys. lose of this data to form models of individual site profitability overlooks
the obvious heterogeneity in operating environments across industry categories.
Until more reliable data on the performance of individual units is obtained, more
systematic investigation of the direct impacts of the minimum wage is precluded.

If the investigaiton of financial implications of the minimum wage is temporarily
infeasible, all is not lost. Information about a particularly interesting subset of operating
restaurants, namely those that file for bankruptcy is available. Any number of potential
hypotheses about the impact of minimum wage legislation upon business failure might
be investigated. One of particular saliency is that the minimum wage could provide
the proverbial straw to the camel's back in times of ordinary duress. Ordinarily,
business failure will occur for either of two reasons. First, insufficient revenue dollar
volume to cover accounts payable for the forseeable future usually prompts bankruptcy
or foreclosure. Second, short term increases in operating costs create cash needs
which exceed existing credit limits. Long term decisions to enter or leave the industry
will depend upon an expected long run profit margin. We will disregard these business
decisions as they are typically influenced by a multitude of qualitative and quantitative
influences.

To test this hypothesis a regression of business failures upon the volume of sales,
time, and the level of the minimum wage was performed. To account for the ability
of operations to postpone final filing, each variable was treated in distributed lag
form. As intuition would suggest, business failure is closely related to changes in
gross industry revenues and changes in the minimum wage. Revenues produce their
greatest impact in the current month and in the month five months prior to failure.
Minimum wage changes produce. their strongest effect between five and six months
prior to failure. The minimum wage appears to have twice the impact of revenues
in the explanation of bus' less failure. This result supports the theory that increases
in costs are the typical cause of business bankruptcy decisions. Declines in revenues
can be funded through rt run borrowing, unless they are prolonged, but large increases
in costs predicate a mare extreme response.

There are, *,owever, qualifications to this conclusion. The first is that the statistical
results are less clear cut than might be desirable. The likely reason is that the revenue
and cost effects should hate different magnitude and timing. A statistical relationship
which combines the two is ;;kely to capture an average effect which is less directly
related to minimum wsge changes. The second major limitation related to the fact
that business failures have occurred in predominantly smaller, or regional, operations.
The use of gross industry revenues measures this important composition factor inadequately.
Unfortunately, the extension of this analysis to specific industry segments is nut
possible with current data limitations. Further investigation of cost magnitudes Is
limited by a s;,itilar lack of data. There are, however, rough conclusions which can
be assembled from available data.

1 S '
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As regards ope sting costs, the chief short run variable costs to the restaurant industry
are labor and food materials. Hedging positions on food purchases can smooth the
size of this cost variance. Additionally, rising food costs are typically a part of an
overall inflationary environment and operators are more able to pass on these costs
without compensating customer count changes. Labor costs occasioned by economi:
growth do not present problems, but those which arise with mioimum wage changes
can. Even with compensation in average employee hours, the impact of short run
wage changes can be profound. Using the estimated elasticities of hours, employment,
and prices with respect to changes in the minimum wage, straightforward calculation
yields the result that a 1 percent increase in the minimum wage increases typical
labor costs .58 percent. Given the .23 percent increase in prices attending the same
minimum wage change, and assuming that Increases in prices do not result in lower
customer ccunts, the net impact 33.35 percent increase in labor costs over and above
those which are covered by short run price increases. The obvious impact upon operating
margins undoubtedly contributes to business failure.

An analysis of the simultaneous impact of revenue changes and cost changes upon
business failure is in accordance with economic expectations. The impact, in percentage
terms, of cost increases is roughly twice that of revenue decreases. The timing of
the two effects differs as well. Cost Increases occasioned by minimum wage legislation
tend to occur immediately (in the current quarter) or after a four or five month lag.
This lag typically arises from the leg between legislative implementation and the
following summer's employment season. Revenue shortfalls, however appear to have
their greatest impact distributed evenly over a six-month interval.

This result is very provocative. One potential research opportunity is an analysis
of profitability across major types of restaurants. The results above indicate that
fairly substantial swings in business viability can be expected depending upon

1) the amount of labor typically employed

2) the ability to compensate for wage increases by altering hors nr raising
prices

3) the financial reserves of the firm or chain in question.

Just es the evidence on employment effects suggested a systematic dc . ,,ous impact,
upon non-white teenager the results presented above suggest that in.nimum wage
legislation is less Karin ii to the large, financially powerful restaurant chain with
a low service compone t in its typical establishment. From the standpoint of industrial
organization, the min ium wage works adversely in the promotion of competition
and free enterprise.

VII. EVIDENCE FROM CROSS-SE(' ''ONAL SURVEYS

The major remaining question from the standpoint of minimum wage impacts is the
distribution of benefits to individual workers or demographic groups typically employed
by the restaurant industry. Time series information indicates that increases in the
minimum wage have clear employment, hours, and business failure impacts. Time-
series information alone, however, cannot provide the data needed to infer whether



177

-13-

the benefits of higher wages reach those Individuals who are most in need. Here,
the use of broad cross-sectional data from the Current Population Survey is appropriate.
The Survey is an annual update performed by the Bureau of Census to monitor
economic and demographic shifts in the nation's population. Coincidentally, the
Survey also contains a wide range of data on labor force behavior, typical work
environment, and the incomes of all family members.

A single previous study of the entire survey by Gram lich revealed that roughly
65 percent of all additional wages resulting from a minimum wage increase accrue
to households earning more than the median income for all families. This surprisingly
strong result indicates that those least able not only bear the costs of increased
unemployment, but also derive less than their share of benefits. Gramlich concluded
that the total redistributive impact of minimum wages was inconsequential at
an aggregate level.

Of particular impact in the present case is the question whether or not the restaurant
industry's employees benefit in a redistributive sense from minimum wage legislation
Short of promulgations affecting the mix of new employees, the redistributive
Impacts of minimum wage legislation will depend upon the current composition
of the restaurant workforce. The relevant questions for consideration are:

I) Who are full-time, and who are part-time workers? What can we
say about the income of their household, their contribution to total
income, and the number of hours they typically work?

2) Similarly, what can be said about these variables among workers
of different ages in the industry?

3) What can be said about workers from different classes of household
income?

4) What can be said about the relationship of the worker in question
to his/her family? Is the person a head, spouse or child?

5) What can be said about the racial composition of restaurant employees
and their ec nomic position! Do sufficient benefits accrue to minority
groups, whO ear the employment burden, to justify minimum wage
legislation?

Other questions about Vie dynamic effects of minimum wage legislation such
as what disemployed,vErkers do in terms of labor force participation require a
largescale time series analysis of many years of data from the Survey. Within
the constraints of tirfie and cost, several years of the Survey were compared for
qualitative agreement or differences. The final results of each analysis revealed
little difference over time in the questions presented above. This increases the
evidentiary values of the material that follows. The supporting statistics for these
arguments are presented from the 1976 Current Population Survey.
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In terms of full and part-time employment for full year workers, the restaurani industry
employs roughly two full-time workers for each part-time worker. Among part year
workers, roughly three out of five workers are employed on a part-time basis. Across
all employment categories, workers under the age of 18 are predominantly part-time
and typically account for less than 10% of trtal household income. Workers between
18 and 21 are typically employed part-time, but their earnings are roughly one-fifth
of total household income. Those 22 and over are typically full-time employees
and earn roughly two-fifths of their household income in the restaurant industry.
Among all age groups, 40 percent are over 29 and 60 percent are over the age of
21.

Looking across income, rather than age groups, full-time employees are evenly distributed
across four major classes. Part-time employees are heavily concentrated among
the upper income class. Lower income individuals tend to be employed on a full-time
basis evenly distributed between full year and seasonal employment. Roughly 60
percent of the workers in the industry come from families where household income
is above 612,500. In these families, the income of restaurant employed workers accounted
for roughly 20 percent of total household income. Among the wealthy, this figure
was 16.4 percent. On the other hand, among low income families, approximately
60 percent of household income is attributable to the earnings of the restaurant worker.
Twenty-two percent of the restaurant industry's employees fall in this low income
category.

In terms of hours, across age groups, there appears to be little variation in the number
of hours worked by full-year or seasonal part-time employees. There does appear
to be a significant difference in the number of hours worked in full time positions
by full-year or seasonal employees. This could be an indication that full-time seasonal
employment is one area where hours reduction is used to offset the impact of minimum
wage increases. Similarly, a profile of hours in part-time employment varies directly
with age, the youngest typically working the fewest number of hours, either full year
or seasonal. A similar trend is found among full-time employees. This suggests that
the hours of younger workers are probsbly a source of cost-reducing hours curtailment.

Again, across income classes, hours tend to be significantly higher in all income segments
fur full year as opposed to seasonal workers. Simultaneously, the number of hours
worked in any particular employment category decreases as household income rises.
Whether or not the causal relations between income, hours worked, and the likelihood
that a worker will have hours curtailed can be determined, a strong case can be madeifthat no single eterminant is likely to characterize an employee whose average work
week might be curtailed. Without supplemental data on actual wages earned by these
workers, the; csults presented above suggest, but do not prove that

I) Seasonal workers bear the burden of the hours curtailment which accompanies
a minimum wage increase

2) Young workers are more likely, in any particular category, to bear an
employment adjustment burden

3) Restaurant workers typically come from families with higher household
incomes. Thus, any adjustment in employment or wages received will
be borne by these families.
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A second major issue is the racial composition of the restaurant workforce. Approximately
II percent of the workforce is white, 8 percent is black, and the remaining 4 percent
other non-white individuals. Several interesting facts stand out from a comparison
of white and black hours, Incomes, and earnings contributions across income classes
and work categories.

I) In lower income categories, whites acme slightly pester average hours.
However, in upper income categories, black workers have greater hours.
In all groups but the lowest income group, black worker's restaurant
incomes are a higher fraction of household income than their white
counterparts.

2) White workers have higher average hours in each employment segment,
with the exception of the part-time, seasonal group.

3) White workers are predominantly upper income (60 percent), while black
workers are typically lower income (70 percent).

4) White workers are evenly distributed between full-year and seasonal
employment, black workers are primarily full-year employees. Part-
time, full year black employees earn a significantly larger fraction
of household income than their white counterparts.

5) Black workers in any employment category have lower average household
incomes. However, across income groups, their average household income
is comparable to that of whites.

Black teenagers' earnings seem to be systematically larger fractions of total household
income (among 16-17 year olds, roughly twice as much). Other points of interc.,t are
presented below

I) Black teenagers have shorter hours in all employment classes other
than part-time, full year.

2) Black, 18-21 year olds typically work shorter hours in all income classes,
with the exception of the uppermost income group.

3) Workers f m the same group tend to come from lower income groups
than-their hate counterparts, work longer hours, and contribute larger
fractions to household income.

The tentative concluSion is that lower income, black teenagers

1) receive a small fraction of the current industry wage bill,

2) work longer hours in jobs of a part-time or seasonal nature,

3) contribute a larger fraction to total family income, and

4) come from families at the lower end of the economic continuum.

I S , )
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Consequently, the benefits of a minimum wage increase are likely to accrue to workers
who are not in this category. In light of the labor force participation effects outlined
above, serious questions about the positive redistributive impact of the minimum
wage are raised.

The last area for investigation Is the relation of the worker to the head of household.
If all workers are children rather than household heads, the positive redistributive
Impact associated with minimum wage increases is reduced. In fact, over one-third
(34 percent) of all workers are children in their household, 24 percent are working
wives, U percent are unrelated individuals living in multi-unit household, and 22
percent are household heads. As expected, heads are typically full-time, full year
employees and chilren are part-time employees. Interestingly working wives fall
into the two extremes of job status full-time, full year and part-time, seasonal.

In terms of income, household heads are typically low income, wives are middle to
upper income, and children are upper income household members. Household heads
contribute 56 percent of the average household's income, wives contribute 22 percent,
and children produce roughly 10 percent of household income. Unrelated individuals
contribute almost three-quarters of their household's income, a figure inflated by
the number of individuals in the lowest income class.

On the whole, restaurant workers who are household heads tend to work longer hours
and contribute more to household income than other groups of family workers. The
large number of children employed by the indsutry and the number of workers who
are wives reduce the redistributive impact of wage support programs. Multiple earner
households, a sociological phenomenon of the 1970's, decrease the incremental impact
of minimum wage legislation even further.

VIII. SUMMARY

The sheer volume of statistical information summarized in this study would preclude
the trained analyst from expecting a reasonably uniform set of conclusions. Within
the limits of economic and business reasoning and the traditional practice of econometrics,
however, several conclusions are suggested by this work

I) the Intnimum wage clearly impacts the restaurant industry in accordance
with lhe expectations of economic theory and previous research.

2) in rirticular, impacts on employment, average weekly hours, prices,
age inflation in the relevant labor market, and business performance
all indicate a clear negative Impact to continued minimum wage increases.

3) Recults suggested by previous aggregate studies are confirmed when
data are disaggregated both by industry and data frequency.

4) Cross-sectional evidence reinforces the conclusions of earlier studies.
The redistributive impact of minimum wage legislation to the economically
needy is quite small.

5) Conclusions from cross-sectional study, when considered in conjunction
with time series evidence on the labor market impacts of minimum
wage increases, support the conclusion that minimum wage legislation
systematically costs non-white, teenager workers and their families
without providing substantial compensating benefits.

1 c ..i.1
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IMPACT OF CHANGES IN MINIMUM
WAGE RATES ON AWAY FROM HOME FOOD COST,

WAGES AND EMPLOYMENT IN RESTAURANT INDUSTRY

by

Chase Econometrics

Results:

The results Indicate that a 10% increase in real wage rates re-

duces the number of forty man-hour equivalents per unit by 9.8%. In

1980, the Industry averaged 10.05 forty hour man equivalents per

restaurant. Therefore, this 10% Increase reduces the number of man

hour equivalents by .98 per restaurant.

There are 309 thousand restaurants in the United States, there-

fore, a 10% Increase in real wages would reduce the number of forty

man hour equivalents in the industry by 303 thousand. However, not

all increases in wage rates within the industry can be attributed to

increases in minimum wages. This analysis indicates that wage rates

are influenced both by overall inflation, as measured by the consumer

price index, and by increases in the minimum wage rate. A 10% change

in the minimum wages, holding the consumer price index constant, In-

creases wage rates within the industry by 3.6%. Thus, a 3.6% increase

in wage rates, assuming constant inflation, would reduce employment

in the industry by 112 thousand forty man-hour equivalents.

WIWWWwoMw
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Therefore, a 10% increase in minimum wage rate reduces forty

Man-hour equivalents in the restaurant industry by 112 thousand.

In summary, this analysis appears to be much more consistent with

the changes which have occurred in the restaurant industry over the

last decade. The following major shortcomings of previous econometric

research have been overcome:

1.) The inability of previous research to incorporate

into the analysis the impact of changes in both the

number of hours worked and ai ber of employees.

2.) It minimizes the impact of fast-food restaurant unit

expansions in the past decade by developing the

analysis on a forty hour man equivalent per restaurant

basis.

The impact of minimum wage rate on away from home food inflation

is still equal to previous research in that a 4% increase in mimanut

wage increases food inflation by approximately 1%.

'Pt

1
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NRA survey shows minimum
wage's effects on restaurants

According to a recently completed NRA study, increases in
the federal minimum wage this year caused nine out of 10
restaurant operators to increase menu prices, seven out of 10
operators to cut back on employee hours and five out of 10
operators to reduce the number of employees in their estab-
lishment

The study, undertaken by the NRA's Research Department,
is based on 504 responses to a minimum wage questionnaire
that appeared in the June 11, 1980 Washington Report On
January 1 of this year, the federal minimum wage went from
52 90 an hour to S3 10 an hour, an increase of 6 9 percent. At
the same time, the maximum allowable tip credit was lowered
from 45 percent to 40 percent. The questionnaire asked NRA
members what effect these changes had on their operations
during the year.

Asked what they did to accommodate the minimum wage
increase, 88 percent of those responding said they increased
menu prices, 71 percent said they reduced the number of
employee hours and 48 percent said they reduced the number
of employees. (See Chart I on page 3 for a more detailed
analysis.)

Asked what effect the minimum wage had on their profits
this year, nearly three-quarters (74 percent) of the operators

(See EFFECTS, page 3)

"4 ti 0 --$1 -- I i VI i
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Effects of minimum wage
on restaurants surveyed
(Continued from page 1)

who responded said they experienced profit declines which
they feel are attributable to the minimum wage increase

Eighty-six percent of the operators participating In the sur-

Marl I
In order to accommodate the 1980 minimum wage increase,

what action did you take?
187S IMO

Reduced number of employee hours 72% 71%

Reduced operating hours 22% 2t%

Added self service salad bars 14% 14%

Hired students at 85% minimum wage 16% 14%

Increased menu prices 92% ISO%

Added tabor saving equipment 28% 28%

Reduced staff 46% 48%

vey said they employ teen-agers in thi it establishment Asked
rf they changed the number they employ as a result of the
minimum wage increase, 29 percent said they reduced the
number of teen-agers they employ, five percent said they
increased the number and 62 percent said the minimum wage

Chad II
As a result of the minimum wage increase, have you

Changed the number of teen-agers you employ?
1V9 1180

Increased 5% 5%

Decreased 32% 29%

No change 57% 62%

No answer 6% 4%

increase had not caused them to change the number of teen-
agers they employ (See Chart II I

Eighty-four percent of the operators who answered the 1980
questionnaire agreed that it was necessary to increase payroll

(See MINIMUM, page 71

Chad III
Has the reduction in the maximum allowable tip credit

Caused you to 11178 1880

Reduce hours worked for tipped
employees 30% 35%

Reduce the number of tipped
employees 17% 22%

Reduce operating hours 13% 14%

Add self service Naiad bars, etc I 9% 10%

Hire students at 85% of the minimum
wage 6% 7%

Increase menu prices 55% 56%

Add labor saving equipment 15% 15%

1.9(i

Impact of minirr Jrn wage increases on
the foodservice industry

1900 Minimum
116.4 Wage Increase

1979 Minimum
Wage Increase

Percent 01 Percent of
foodsenme foodsersffe
industry industry
operators that operators that
raised menu reduced the
paces hecaus, number of
of the minimum employee hours
wage increase worked

because of the
minimum wage
increase

Percent of
loodsennce
Industry
operators that
reduced the
staff because of
the minimum
wage increase

Impact of reductions in tip credit
allowance on the foodservice industry

Raised menu
prices

Reduced the Reduced the
number of number of
employee hours tipped
worked employees
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Minimum wage survey results
(Continued from page 3)

levels for employees other than those covered by the mini-
mum wage as a result of the increase. The 1979 survey showed
that 86 percent of the operators found it necessary to increase
payroll levels other than the minimum wage.

Sixty-seven percent of those responding to the survey said
they have tipped employees for whom they are taking a credit.
Asked how the reduction in the maximum allowable tip credit
affected their operation, 56 percent said they increased menu
prices, 35 percent said they reduced the number of ;sours
worked for tipped employees and 22 percent said they re-
duced the number of tipped employees. (See Chart III.)
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Longitudinal Study of Young Americans

The following expands upon r the more interesting
points in the summary of Pathways to the Future: A longitudinal
Study of Young Americans* by Michael. E. Dacus, Joan E. Crowley,
Russell A. Ramberger, Richard Santos and David Shapiro of the
Center for Human Resource Research, Ohio State University.

Chapter 11 concerns willingness of students to work. When
asked whether they would take each of seven full time jobs at
three alternative wage rates, black,youths were found to be
significantly more willing to accept private employment at each
wage level than were whites. For Hispanics results were mixed.

The three wage levels used were $2.50, $3.50 and $5.00.
Among the seven full time jobs two were in the foodservice
industry: washing dishes and working at a hamburger place.

The attached table shows that 30.0 percent of students 14-21
years of age said they would work at a hamburger place for $2.50
an hour. Thus, over 6.5 million teenagers attending school are
willing to work at a hamburger place for less than the minimum
wage. Among the 5 private industry jobs cited working at a
hamburger place ranked second to working at a supermarket
checkout counter for those willing to work at $2.50. Washing
dishes at $2.50 was not as well received although 21.0 percent or
4.4 million* stated they would take a dish washing job at $2.50.

Willingness to accept subminimum wages was inversely related
to age. Among 14 to 15 year olds, 63.9 percen't said they would
work in a hamburger place for $2.50, however, the proportion
dropped to 11.1 percent for those 20 to 22.

Proportion of students willing to work at $2.50 per hour by age.

Washing Dishes

14-15 16-17 18-19 20-22
0 42.1 24.2 12.9 8.6

Work at Hamburger Place

14-15 16-17 18-19 20-22
9 63.9 38.0 16.2 11.1

Wash Ington Me*
31, t ,5t S1 H
wmr:gtfx, D C 2000,
2(12 63661(x1

1v
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Willingness to Work by Employment Status for those 16 to 21.

The proportion of employed youths willing to accept jobs at
$2.50 was substantially lower than for those unemployed or out of
the labor force.

Proportion of youths willing to work at $2.50 per hour by
Employment Status.

Washing Dishes

Employed Unemployed Out of Labor Force
9.0% 28.4% 22.0%

Work at Hamburger P:Ice

Employed Unemployed Out of Labor Force
14.6% 35.9% 30.3%

Willingness to Work by Education Status

The percent of youths enrolled in college and of high school
graduates not in school willing to accept jobs at $2.50 was lover
than for high school students and dropouts.

Among youths enrolled in high school, three jobs were very
popular at $2.50: working at a checkout counter in a supermarket
(49 percent), working away from home at a national forest or park
(48 percent) and working at a hamburger place (48 percent).

Mean Wage Rates

Service worker
All workers

$3.16 (most foodservice included here)
$3.47

'It appears likely that employment experience gained as a
student facilitates subsequent success in the labor market. To
the extent that this is indeed the case, the large racial gap in
employment rates of young students implies that minority youths
(as well as those from low income backgrounds) will be at a
serious disadvantage by the time they finish school. Programs
that would enable these youths to more easily gain valuable work
experience could ... play a key role in reducing racial
differences in labor market success.'

There is some confusion about the figures computed for youths
willing to work at $2.50. At one place in the preliminary
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report the data refer to thow. enrolled in school *hilt
another paragraph shows the universe to be all youth 14 to
22. Estimates given here are based on those enrolled in
school. In the event that the percentages actually refer to
all youths, those willing to work in a hamburger place for
$2.50 actually number sore than 10 million and those willing
to work as dishwashers total 6.9 million.

cc: P. Pinto

3/ ,,c,=>
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Persons enrolled in school were asked if they would accept
full -lime jobs if offered in the summer.

Washing Dishes

Milling to work at:

Male Female Black Hispanic, White Total
$2.50 21.2% 20.9% 33.8% 24.4% 18.6% 21.0%$3.50 but not $2.50 1).1% 20.8% 23.3% 22.0% 19.2% 19.9%$5.00 but not $3.50 21.4% 20.7% 19.3% 18.3% 21.7% 21.2%Not at $5.00 38.3% 37.4% 23.6% 35.3% 40.5% 37.9%
Working in Factort

Male Female Black Hispanic White Total
$2.50 17.7% 22.2% 32.4% 22.7% 17.6% 19.9%$3.50 but not $2.50 24.7% 25.4% 31.5% 30.0% 23.5% 25.0%$5.00 but not $3.50 24.0% 23.8% :9.2% 20.3% 25.0% 23.9%Not at $5.00 33.6% 28.6% 16.4% 26.7% 33.9% 31.1%

Work as Cleaning Person

Male Female Black Hispanic White Total

$2.50 20.0% 19.7% 28.5% 20.7% 18.3% 19.8%$3.50 but not $2.50 17.8% 18.6% 22.3% 20.6% 17.3% 18.2%$5.00 but not $3.50 22.6% 21.9% 21.2% 18.8% 22.7% 22.3%Not at $5.00 39.6% 39.9% 28.0% 40.0% 41.7% 39.7%

Checkout Counter at Supermarket

Male Female Black Hispanic White Total

$2.50 37.9% 29.0% 45.2% 36.4% 31.2% 33.4%$3.50 but not $2.50 30.4% 22.1% 28.5% 29.8% 25.6% 26.3%$5.00 but not $3.50 15.9% 18.4% 14.1% 15.3% 17.9% 17.2%Not at $5.00 15.8% 30.5% 12.2% 18.5% 25.4% 23.1%

Work at Hamburger place

Male Female Black Hispanic White Total

$2.50 32.7% 29.0% 44.3% 32.6% 28.4% 30.8%$3.50 but not $2.50 22.0% 19.9% 25.3% 25.1% 19.9% 21.0%$5.00 but not $3.50 15.4% 16.4% 13.2% 12.6% 16.5% 15.9%Not at $5.00 30.0% 34.7% 17.2% 21.78 35.2% 32.3%
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Cleaning up Neighborhoods

Male Female Black Hispanic White Total

$2.50 20.7% 24.3% 22.8% 18.3% 22.8% 22.5%
$3.50 but not $2.50 18.3% 19.3% 21.1% 18.5% 18.4% 18.8%
$5.00 but not $3.50 20.4% 21.8% 22.7% 20.9% 20.8% 21.1%
Not at $5.00 40.6% 34.6% 33.5% 42.3% 37.9 37.6%

Away in Park or National Forest

Male Female Black Hispanic White Total

$2.50 35.4% 40.4% 29.8% 29.6% 39., 37.9%
$3.50 but not $2.50 17.3% 18.4% 19.0% 16.7% 17.8% 17.9%
$5.00 but not $3.50 16.3% 20.3% 20.9% 18.3% 17.9% 18.3%
Not at $5.00 31.0% 20.9% 30.3% 35.4% 24.5% 26.0%
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f'A
ESTAU NT jib`
ASSOC ION

The Honorable Don NiJkles
United States Senate
Washington, D.C. 20510

Dear Senator:

April 1, 194

Pk r '431

Thank you again for ihviting the National Restaurant
Association to appear before the Senate Labor Subcommittee
on the youth opportunity proposals.

In the course of the hearing, you asked me for figures
on minimum wage coverage in the restaurant industry. I

attacn herewith the most current figures available. While
these figures show that only 36% of eating and drinking
places are covered by the federal minimum wage, those covered
establishments employ 73% of all eating and drinking place
workers.

If you need other information, please let me know. Thank
you again for your courtesy.

REB:ab

Enclosure

cc: Susan Mills

WWW.1111. OWN*
311 FN2 SUW, NW
WW1WON. oC 2.,001
MNIMB-6100

Sincerely,

1,4k. 5
fi

/
61

Robert E. Bradfo
Executive Vice Plesident
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mINIvUM WAGE COVERAGE STATUS OF EATING

AND DRINKING PLACES

New data from a 1978 Bureau of Labor Statistics Wage Distri-
bution Survey describe the number of establishments and employees
in FLSA covered and noncovered eating and drinking places. The
data ar, summarized as follows:

- -- 286,000 eating and drinking places are enumerated of
which 103,000 or 3b percent are covered by the Federal
minimum wage.

--- 113,000 units have tipped employees of which 50,000 or
44 percent are covered.

--- 262,000 establishments have nontipped employees, 38 per-
cent or 100,020 of which are covered,

- -- While only 36 percent of eating and drinking places are
covered by the Federal minimum wage, 2,833,000 or 73 per-
cent cf all eating and drinking place employees work it
covered units.

- -- Tipned eatinc and drinking place employees number 1,050,000
of wnich 769,000 or 72 percent work in covered establish-
ments.

- -- The figures confirm the dominance of eating and drinking
Places among all industries where tipped employees are
concerned. 50,000 covered eating and drinking places
have timed employees while only 16,000 service establish-
ments have tipped employees.

A look at March 1970 figures from "Cash Wages and the Value
of Tips of Tipped Employees in Eating and Drinking Places and Hotels
and Motels", a Labor Department study, lends perspective to the
coverage question. These figures indicate that coverage in our
industry is expanding dramatically.

- -- As of March 1Q70, 20,370 eating and drinking places were
covered by the Federal minimum. In only eight years, the
number of covered establishments increased by 5 times to
103,000 in 1978.

- -- The number of eating and drinking place employees covered
by the Federal minimum more than tripled from 869,201 to
2,833,000 in 1978.
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Table D,stribution of Pc-qt.! and Scri,ce Tilms and 1,3,Iets
by rLsA Coverage Stilus, 1976

Sector

Retail Trade
(excbide eat-
ing and
drinking
places)

Eating
and

drinking

places

Tipped

Non

Tipped

Services

Tipped

Non

Tipped

Source. U S

Establishm"nts liorPer,

!total f Covered I Nen Coered 1---loi-ii--1-10%ered_i_ hoc (.ward
thou,

(rou percent in parenthesis)

803 441 3(2

(100) (55) (45)

286 103 164

(100) (36) (64)

thou,

(rn., percent in parenthesis)

7427 1019

(10u) (88) (12)

38,1 28+3 10:F

(100) (73) (27)

113 50 63 1b99 759 2'11

(100) (44) (56) (100) (72) (28)

2t2 101 1(2 2411 2074

(100) (36) (62) (IQ,;) (74) (2o)

1244 .706 537 9467 2111

(100) (87) (43) (100) (82) (16)

46 IC 3n 341 2).; 119

(100) (35) (65) (1001 (69) (31)

1225 704 521 11., 1', 24 ':

(100) (58) (42) (100 (1`,'

Department of Libor, I3LS, Wag(' Uls(rika)on Sur,1
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Senator NICKLES. Our fourth and final panel will be Dr. Oster-
man, who is professor of economics at Boston University. We also
have Robert Gallione, who is from the legislative committee of the
National Association of Student Employment Administrators;
Frank Viggiano, who is executive director of the U.S. Student
Association; and William Grinker, who is president of the Manpow-
er Demonstration Research Corp.

Are you Mr. Grinker?
Mr. OSTERMAN. I am Osterman.
Senator NICKLES. You are Osterman.
Is Mr. Grinker here?
[No response.]
Senator NICKLES. Would you do me the kind favor of identifying

yourselves one more time?
Mr. VIGGIANO. Frank Viggiano.
Senator NICKLES. Are you the U.S. Student Association?
Mr. VIGGIANO. U.S. Student Association.
Senator NICKLES. OK.
Mr. PITTMAN. Curtis Pittman; I am with the National Third

World Student Coalition.
Senator NICKLES. The national what?
Mr. PITTMAN. Third World Student Coalition; it is an affiliate of

the U.S. Student Association.
Sen ."KLES. And your name again?
Mr. PITTMAN. Curtis Pittman.
Senator NICKLES. OK.
Mr. GALLIONE. Robert Gallione; I am chairman of the legislative

committee of the National Association of Student Employment Ad-
ministrators.

Mr. OSTERMAN. Paul Osterman; I am professor of economics at
Boston University.

Senator NICKLES. Paul, if you would start, I have not read your
statement. I have read the balance of the statements. But if you
would proceed and if all of us could move very quickly, I am
supposed to be at a 12:30 meeting.

STATEMENT OF PAUL OSTERMAN, PROFESSOR OF ECONOMICS,
BOSTON UNIVERSITY; ROBERT GALLIONE. CHAIRMAN, LEGIS-
LATIVE COMMITTEE, NATIONAL ASSOCIATION OF STUDENT
EMPLOYMENT ADMINISTRATORS; AND FRANK X. VIGGIANO,
EXECUTIVE DIRECTOR. U.S. STUDENT ASSOCIATION, ACCOM-
PANIED BY CURTIS L. PITTMAN, DIRECTOR, NATIONAL
THIRD WORLD STUDENT COALITION, A PANEL
Dr. OSTERMAN. Thank you, Senator. I will summarize my state-

ment quite briefly. I want to make simply six or seven points.
First, I want to make the point that most youth unemployment

that we observe today and that we h-ve historically observed is not
the consequence of the minimum wage. Most youth unemployment
results rather from both the unstable behavior of youth themselves
as well as the reluctance of firms to make considerable investments
in training to hire such an unstable group.

As you have heard, the unemployment rates and the employ-
ment rates of white teenagers have not worsened over the postwar
period. All of the change in the unemployment rate and employ-

4
c., - ..

o
.
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ment situation of youth has occurred with respec', to minority
youth. No responsible labor economist, to my knowledge, has ever
alleged that most of the decline in black teenage employment is
due to the minimum wage. The true causes are discrimination,
poor schooling, and competition from adult women and white
youth.

For example, one of the authors earlier cited by Senator Hatch,
an author who is basically hostile to the minimum wage and sup-
ports a differential, argued that had the 1966 amendments not
p sed, the black teenage unemployment rate would be 30 percent
instead of 33 percent. While not trivial, that hardly goes to the
heart of the employment problem facing black teenagers.

Second, I want to argue that any additional employment created
by the subminimum wage for youth will not reduce the unemploy-
ment rate for teenagers The reason additional employment will
not reduce the unemployment rate is because more teenagers will
flow into the labor market as more jobs become available. In par-
ticular, many teenagers will drop out of school. There is an unam-
biguous relationship between the number of jobs available for
youth and school dropout rates. And a subminimum wage would, in
my judgment, definitely increase high school dropout rates.

Third, I want to make the point that displacement is a signifi-
cant issue First, as you have heard, 70 percent of all minimum
wage workers are adults. Of that group, 70 percent are adult
women. No Federal agency could effectively monitor or prevent
displacement, first because displacement will occur largely not via
firing of adults who are already employed, but rather by reducing
the rate at which they are hired; second, because much of the
effect will occur in small businesses which are simply outside the
reach of any Federal agency.

Displacement is significant. As you would hear were Mr. Grinker
here, in a controlled experiment when firms were offered a 100 -
percent wage subsidy for youth only 18 percent of the firms accept-
ed; that is to say, the number of new jobs which a subminimum
would create is relatively small.

On the other hand, the employment effectthat is to say, the
number of jobs going to youth themselvesis larger. The difference
is the displacement effect, and that effect is substantial.

Fourth, I want to make the point that firms which are sensitive
to the minimum wage and might hire additional youth as a result
of it are not firms which offer training, long-range career opportu-
nities, or substantial opportunities for growth. They tend to be,
instead, low-wage, dead-end employers.

Now, I am not critical of low-wage, dead-end employers; I think
low-wage, dead-end employers such as fast food operations have a
role to play in the economy. But it is important to understand that
these are not career jobs.

We have heard from several employers that they would like to
hire youth at a subminimum wage and rapidly promote them up.
Were they to do so, however, and really make those into career
jobs, the small differential involved in the subminimum would
hardly be a deciding edge.

Senator NICKLES. We need to scoot on.
Dr. OSTERMAN. Two more points.
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Senator NICKLES. I will ask you a question and give you a chance
to finish your point. Let me move on, though.

[The prepared statement of Dr. Osterman follows:]



March 24, 1981

Summary of Testimony by
Professor Paul Osterman

(1). The minimum wage is not responsible for high youth unemployment rates.

High youth unemployment is built into the labor market by

the unstable behavior of youth, the reluctance of firms which provide

steady employment to hire them, and the school to work transition.

Despite increases in the minimum wage the unemployment rates of white

youth, corrected for the business cycle, have remained stable in the

postwar period. The crucial problem is the unemployment rates of

minority youth. No responsible economist has suggested that these

astronomical rates are caused by the minimum wage. The explanation

lies in growing job competition from groups such as adult women, illegal

aliens, and white youth; the poor quality of inner city schools; and

racial discrimination.

(2). While it is true that a redu -ion in the minimum wage for youth would

create some new employment opportunities for youth that effect is

small. A 25% reduction in the minimum wage would at most increase the

number of job slots available to youth by 2.5%. Even this estimate is

subject to considerable uncertainty.

* Professor Osterman teaches at Boston University, is the author of
Cettinx Start,d The Youth Labor Market, 'Cambridge: MIT Press)
1980, and has consulted for the National Commission an Employment
Policy, The Minimum Wage Study Commission, the Vice President's
Task Force on Youth Employment, and the Department cf Labor.
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(3). These new jobs would not appreciably reduce youth unemployment rates.

This is because more youth would enter the labor market in response

to the new jobs. Most seriously, school dropout rates would certainly

rise since there is a widely accepted and uraTbiguous relationship

between youth job availability and school leaving.

(4). Most of the additional jobs for youth created by the dual minimum

wage would not be net additions to the number of jobs in the economy.

Rather, the lower price of youth labor would induce firms to layoff

(or diminsh hiring) adult workers and replace them with youth. The

group most vulnerable would be adult vcmen; roughly 70% of all

minimum wage earners are adults (the remaining 30% are youth) and of

the adults 70: are wemen. No monitoring scheme can prevent the sub-

stitution of youth for .Jlts, both because much of the effect would

come via reduced hiringrather than outright firing--of adults and

because much of it Gill occur in stall businesses t.nich no federal

agency can effectively monitor.

(5). The rew jobs which youth will get 1.ould not pro'ide valuable job

experience or training. They are low e.age dc.n2 and employment with

little training or advancement opportunities. Youth are better off

staying in school or returnin to it.

2
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(6). A lower minimum wage is a blunt policy instrument. Whatever new

jobs are created are more likely to go to the best connected upper

income youth than to those most in need.

(7). Federal policy designed to alleviate youth employment is better

directed to improving and expanding CLTA youth programs, upgrading

the quality of inner city schools, and encouraging private sector

employers to hire minority youth. The policies would go to the

source of the problem and would be efficiently targetted.

S2-147 - 14
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Senator NICKLES. Robert Gallione from the National Association
of Student Employment Administrators.

Mr. GALLIONE. That is correct.
Senator NICKLES. Is that a nationwide group of administrators

that employ students?
Mr. GALLIONE. Administrators that have responsibility for em-

ployment programs, whether it be placement, cooperative educa-
tion, or work-study.

I think it might be appropriate to convey to you a short story
before I begin my testimony. When I was a young boy, I wanted to
buy a bicycle and I approached my dad and he said, "You ought to
get a job." So, I did get a job; I got a job as a paperboy. My work
from that job generated more than the minimum wage.

Well, now I am in a situation where my son has approached me
and he wants a bicycle. Well, he started a job this summer as a
paperboy and he worked out the amount of money he makes per
hour the other day, and I did this with him. It comes to $3.50 an
hour. Well, last night I spoke with him and I said, "You know, I
am going to Washington tomorrow and we are hearing testimony
on the issue of minimum wage. Do you know that your average
wage is above the minimum wage?" I said, "How would you feel, if
all of a sudden, your wage was reduced from that to $2.50 an hour
or $2.85 an hour?" He said he did not think that would be appro-
priate; he went beyond that.

I think this point is very important. I said, "What happens if
older people are working side by side with youth workers and they
are automatically paid 15 to 25 percent less than what the other
person is making?" He said, "I do not think they would want to do
the same amount of work."

The point of my telling this story is that I think this minimum
wage developed a negative work attitude at a time when maybe we
should be addressing the youth unemployment problem by develop-
ing a positive work attitude and positive work experiences.

Well, I have submitted testimony; I guess, for the benefit of the
committee, it will be included in the minutes. Really, I just want to
touch on a few points.

Of major concern to our association is the potential impact that
this legislation would have in reducing the earning potential of
students who do have a responsibility of bringing a certain amount
of self-help into their financial aid situation at the college.

I did use the example of a possibility of a typical student who is
paid $2.51 an hour under S. 348 having a reduction of $350 in his
summer earnings if he were to be paid at the minimum rate under
that bill. I think this, combined with the fact that tuitions are
going to be increasing anywhere from 8 to 10 percent next year
this, combined with the fact that financial aid programs are going
to be somewhat reduced, is just too much for some students to
absorb. And I think we might find that a good number of these
students might not be exercising the option of going to school.

It is the feeling of our organization that any student that wants
to attend school and wants to help himself should be given that
opportunity.

What I would like to conclude with saying is that the issue of
displacement is of concern to me personally. I think that if one job

0 .41 1
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for a minority group member, a woman, or an older person is lost
as a result of this legislation, it is one job too many.

Finally, I would like to say that one of the bills here provides for
the student being required to go to his school and having a certifi-
cate filled out that he is a full-time student and that he is an
eligible youth worker. Then he takes this to the employer and then
he employer signs off on it.

I think what you are doing is creating another layer of bureauc-
racy that the student who is beginning work for the first time will
have to experience. It just is not a good situation.

[The prepared statement of Mr. Gallione follows]



NATIONAL ASSOCIATION OF STUDENT EMPLOYMENT ADMINISTRATORS

TESTIMONY SUBMITTED TO THE

SENATE COMMITTEE ON LABOR AND HUMAN RESOURCES

SUBCOMMITTEE ON LABOR

THANK YOU FOR GIVING US THE OPPORTUNITY TO TESTIFY THIS

MORNING.

THE NATIONAL ASSOCIATION OF STUDENT EMPLOYMENT ADMINISTRA-

TORs BELIEVES THAT FULL-TIME STUDENTS SHOULD NOT BE SUBJECT TO

A SUB-MINIMUM WAGE FOR ANY PERIOD OF TIME. WITH THE PROPOSED

CUTS IN THE VARIOUS COLLEGE FINANCIAL AID PROGRAMS, IT APPEARS

PARTICULARLY INAPPROPRIATE TO ENACT LEGISLATION WHICH WILL RE-

DUCE THE EARNING POTENTIAL OF STUDENTS BY 25 PERCENT.

MUCH HAS BEEN SAID ABOUT TUITION INCREASES AT COLLEGES AND

UNIVERSITIES. AN ARTICLE IN THE NEW YOU DIMES OF FEBRUARY 19TH

IS JUST ONE EXAMPLE. TUITION INCREASES OF $800 TO $1200 ARE

EXPECTED THROUGHOUT THE NATION, AND SELF-HELP THRESHOLDS OF

STUDENTS WILL BE INCREASED. THIS SELF-HELP CONSISTS OF OUTSIDE

EMPLOYMENT, WORK-STUDY, LOANS AND CONTRIBUTIONS FROM SAVINGS.

AT SOME PRIVATE INSTITUTIONS, STUDENTS CAN HAVE A SELF-HELP

REQUIREMENT IN EXCESS OF $3,500. HOW CAN WE EXPECT STUDENTS

TO NOW CONTRIBUTE MORE TOWARD EDUCATIONAL COSTS WHEN THEIR

HOURLY SALARY WILL BE REDUCED?

AT PRESENT, THERE ARE NO PLANS TO INCREASE THE MINIMUM

WAGE, AND THIS REDUCES EARNING POTENTIAL WHEN ONE CONSIDERS

INFLATION RATES AND INCREASES IN COLLEGE TUITIONS, THE MINIMUM

WAGE WHICH WENT INTO EFFECT AT $.25 PER HOUR IN 1938 WAS RAISED

rOR THE 17TH TIME ON JANUARY 1, 1981, TO $3.35 PER HOUR. BUT,
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AFTER ADJUSTMENTS FOR INFLATION, IT HAS ONLY DOUBLED IN VALUE,

AND TODAY'S MINIMUM WAGE IS WORTH NO MORE THAN 1963 MINIMUM

OF $1.25 PER HOUR.

THE PROPOSEL SUB-MINIMUM WAGE OF $2.51 WOULD MEAN A REDUC-

TION OF $353 IN SUMMER EARNINGS FOR A TYPICAL COLLEGE STUDENT.

STUDENTS CURRENTLY ARE BESET WITH FINANCIAL OBSTACLES AND THE

ALREADY DECREASED VALUE OF A STATIONARY MINIMUM WAGE IN THE FACE

OF INFLATION. IS IT WISE TO FURTHER EXACERBATE THIS SITUATION

BY REQUIRING MORE HOURS OF WORK FOR LESS PAY?

OUR CENTRAL MISSION IN THIS TESTIMONY IS TO REQUEST THAT

THIS COMMITTEE SERIOUSLY CONSIDER WHETHER ADDITIONAL EMPLOYMENT

OPPORTUNITIES WILL BE CREATED BY LOWERING THE MINIMUM WAGE FOR

TEENAGERS AND FULL-TIME STUDENTS, DOES THIS COMMITTEE HAVE

STRONG EVIDENCE AND DATA THAT THIS LEGISLATION WILL ACCOMPLISH

THE INTENDED RESULTS?

THE NATIONAL ASSOCIATION OF STUDENT EMPLOYMENT ADMINISTRA-

TOSS HAS RECENTLY CONDUCTED A TELEPHONE SURVEY IN FIVE MAJOR

METROPOLITAN AREAS OF THE COUNTRY. CONTACTS WERE MADE WITH

RETAIL DEPARTMENT STORES, HOTELS, BANKS, LIBRARIES, AND FAST-

FOOD RESTAURANTS. THE RESULTS INDICATED THAT A SUo-MINIMUM WAGE

WOULD CREATE FEW ADDITIONAL JOBS. THERE IS SOME LIKELIHOOD,

HOWEVER, THAT THIS LEGISLATION MIGHT ACTUALLY INCREASE PROFITS

FOR BUSINESS AND CAUSE A LOSS OF INCOME FOR STUDENTS.

IT IS OUR FEELING A YOUTH WAGE DIFFERENTIAL IS DISCRIMINA-

TORY AND IS A BAD PRECEDENT TO SET FOR OTHER SEGMENTS OF THE

LABOR FORCE. THERE IS THE POTENTIAL THIS LEGISLATION MAY CAUSE

THE DISPLACEMENT IF OTHER YOUTH EMPLOYEES, MINORITY GROUPS AND

WOMEN. WAGL RATES SHOULD BE BASED ON THE JOB RESPONSIBILITIES
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AND NOT ON THE CHARACTERISTICS OF THE PEOPLE WHO FILL THEM. AS

YOUNG PEOPLE ENTER THE WORK FORCc, THEY SHOULD NOT BE GIVEN THE

FEELING OF "SECOND CLASS" WORKER STATUS.

WE RECOGNIZE EVERYONE HAS BEEN ASKED TO ASSIST THE CURRENT

ADMINISTRATION IN DEALING WITH THE PROBLEMS OF INFLATION. AS

WE WORK TOWARD THIS GOAL, PLEASE BEAR IN MIND THAT TEENAGERS AND

STUDENTS ARE THE VICTIMS, AND NOT THE CAUSE, OF INFLATION.

THIS ISSUE IS ONE OF GREAT IMPORTANCE TO OUR ASSOCIATION.

THANK YOU FOR YOUR TIME, MR. CHAIRMAN, AND FOR GIVING US THIS

OPPORTUNITY TO EXPRESS OUR VIEWS.

I)
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St tator NICKLES. Thank you very much.
Frank?
Mr. VIGGIANO. Thank you, Mr. Chairman.
We would like to thank you for this opportunity to allow our

organization to address the subcommittee. USSA is a result of a
merger of the U.S. National Student Association and the National
Student Lobby, and in the past both of our parent organizations
have strongly opposed any type of subminimum wage legislation
for students or youth.

Recently, USSA was instrumental in persuading Congress to in-
clude section 443(b)(1XD) in the Higher Education Reauthorization
Act of 1980, which prohibited the payment of subminimum wages
to students on the college work-study program. We believe that this
small investment in the students of our country has allowed many
thousands of people to continue their schooling while avoiding
borrowing from Federal loan programs. Paying students a decent
wage is a strong incentive for them to pay a larger percentage of
their educational expenses while they are still students.

We believe that to single out full-time students in particular,
who, in the past, were subject to subminimum wages, would be a
mistake. Representative James O'Hara from Michigan, in a state-
ment to the Subcommittee on Labor Standards on Thursday, April
1, 1976, stated,

In my judgment and based on all the evidence available, subminimum wage levels
are not the best way to approach the problem of youth employment Moreover, I am
convinced that such a subminimum wage policy is clearly contrary to the spirit, if
not the letter, of other laws concerning equal pay for equal or comparable work

Senate bill 348 is of particular concern to USSA. With college
tuitions rising an average of 11 to 14 percent and the effort to limit
student aid programs and loan programs, students will be faced
with the possibility of either not returning to school or reducing
their status to part-time students.

The bill's --equirement that full-time students "present to the
employer a letter from the institution in which the college student
is enrolled" seems to be a bureaucratic nightmare for colleges,
could encourage students to hide their full-time status, or even
reduce their status to part-time to avoid being paid a lesser wage.

Although this bill will not affect the college work-study program
directly, we believe it will be a step in the opposite directior that
Congress made in passing at least a minimum wage for students on
this program.

Both bills would also allow the payment of a subminimum wage
for a period of 180 days which, in our opinion, would discriminate
against many young people who, because of academic schedules,
work only seasonally or sporadically during the year.

Another problem is that many full-time students are not in the
18- to 22-year age bracket as in the past. The median age for
college students now is inching its way through the mid-20's. The
fastest growing sector of students is now women over 35, many of
whom have dependents and can ill afford to have a large cut in
pay. Many of these people are heads of households and would be
forced to drastically reduce their course loads.

In previous years, the use of a full-time student subminimum
wage has met with little success. Much of the increased employ-
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ment following enactment of a full-time student subminimum wage
was the result of the expansion of the college work-study program
on campus, not as much the result of the effects of the student
subminimum wage policy.

Senator NICKLES. Could I interrupt and ask both of the last
persons, Frank and Robert, a question. Both of you have been
addressing primarily S. 348, which talks about the 25- or 15-percent
reduction. What is your thinking on the exemption for 16- and 17-
year -olds?

Mr. VIGGIANO. Mr. Chairman, Mr. Pittman will be addressing
the' 'n his part of the statement, but I think generally--

ator NICKLES. Well, your 5 minutes are up and we need to go.
Dc, you favor the exemption or are you opposed to that, also?

Mr. VIGGIANO. We are opposed to that, also.
Senator NICKLES. You are opposed to that, also. Are you opposed

to it as much as you are opposed to the other bill?
Mr. VIGGIANO. Equally.
Senator NICKLES. Equally opposed.
Mr. GALLIONE. Yes, I have to agree. I think that would be coun-

terproductive too. What we have here is that students are really
the victims of inflation, not the cause of it.

Senator NICKLES. Let me ask you another question. Do you think
that 16- and 17-year-olds can provide services equal to those of the
19- and 20-year-olds?

Mr. GALLIONE. Again, from personal experience, at 16 years old I
was a busboy at a country club, and I carried all those trays out to
all those waitresses. My work was paid at $1.60 an hour. Believe
me, I earned that $1.60 an hour, plus some.

Senator NICKLES. I worked for $1.60 an hour too, so that rings a
bell. I can also remember when I was going through school, and
consequently, I am very, very concerned about school and students
and their ability to make ends meet. Your son is to be commended
for making the minimum wage delivering papers; he is throwing
quite a few papers.

But I also am concerned about a lot of people being priced out of
the market. We talk about people that are in the market, and then
we talk about people that do not even have the door open to them.

Mr. GALLIONE. Sir, could I comment on that? I do not think
anybody should be hired for a job if they are not earning the wage,
and that is the problem that is occurring here. You are creating a
second-class worker status; "because you are 16 years old, we
should be paying you less than $3.35 an hour." I think that is the
wrong way to approach this, and I think that if a student is
working side by side with another person who is making the mini-
mum wage and might be head of a household, they should be
expected to contribute the same way in that job. Salary should be
based on responsibilities, not on the characteristics of the people
who fill them.

Senator NICKLES. It should be based on economic value and pro-
ductivity.

I will give you one other chance, as I told you I would, but be
very quick.

Dr. OSTERMAN. Thank you, Senator. I just want to make two
brief points. First, the minimum wage is a blunt instrument with

l 1 4 .......
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which to help youth because to the extent that new jobs are cre-
ated, they are most likely to go to the best connected, best educat-
ed, largely upper income youth.

Second, the CETA training programs which I have observed
and I have engaged in careful evaluations of youth programs
have, among other things, provided home care for the elderly,
housing rehabilitation, day care, teachers' aides, rehabilitation of
parks, and a variety of other useful community services. I do think
that those programs represent the best direction for youth policies.

Senator NICKLES. OK, I appreciate it.
Mr. Pittman, do you have just a brief comment? If you have a

statement, we will allow that to be entered into the record.
Mr. PrrrmAN. All right. I do not want to take up much of your

time. I will not read the statement, but for the record we would
like to let you know that our coalition, the Third World Student
Coalition, is also against all three subminimum wage bills.

Senator NICKLES. They are opposed to all three?
Mr. PrrrmAN. Opposed, yes. Also, I am a student; I go to South-

ern University in Baton Rouge, La. As far as the majority of the
students are concerned, with the tuition increases and the possibil-
ity of this $750 self-help thing coming up in the summertime, we do
not feel that we will be making the $750 during the summer in
order to get our federal EOG grant awards in the fall. That is one
reason why we are against the subminimum wage.

Also, from a black perspective, when we go to work, we will be
fighting or arguing against our fathers, who happen to be the
household heads in our families. To pit us against our fathersI
think that is going to cause some kind of trouble here in the
family.

Senator NICKLES. Well, gentlemen, we appreciate your interest
and your testimony and your input in this regard. This is the only
statement I did not read last night, but we do appreciate it.

[The joint prepared statement of Mr. Viggiano and Mr. Pittman
follows:]

()
'c 4 ,..5
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Mr. Chairman, members of the Sub-Committee, I would like to

thank you for this opportunity to address the Sub-Committee

on this impoitAnt subject. My name is Frank Viggiano and I am

Executive Director of the United States Student Association,

which represents approximately 3.5 million students through

their duly elected student governments and state student associa-

tions. Accompanying me is Curtis Pittman, Director of the National

Third World Student Coalition, a National affiliate of the U.S.

Student Association.

U.S.S.A is the result of the merger of the U. S. National Student

Association and the National Student Lobby in 1978. Previously

both of our parent organizations have strongly opposed any type of

"sub-minimum" wage for either students or youth. Recently USSA

was instrumental in persuading Congress to include Sec. 443(b) (1)(D)

in the Higher Education Reauthorization Act of 1980 which nrohibited

the payment of sub-minimum wages to students on the College Work

Study Program. We believe that this small investment in the student,

of this country will allow many thousands of people to continue

their schooling while avoiding borrowing from federal loan programs.

Paying students a decent wage is a strong incentive for them to

pay a larger percentage of their educational expenses while they

are still students.

We believe that to single out full time students, who in the past
were subject to sub-minimum wages, would be a mistake. Representative

James G. O'Hara (D,MI), in a statement to the Sub- Committee on Labor

standards, ho se Education and Labor Committee, on Thursday, April 1, 1976

stated:



214

Page 2

..in my judgemen. and based on all of the evidence
available, sub-minimum wage levels are not the best
way to approach the problem of youth unemployment...
Moreover, I am convinced that such sub-minimum wage
policies are clearly contrary to the spirit - -
if not letter -- of other laws concerning equal pay
for equal or comparable work."

Senate Bill 348 is of particular concern to USSA. With college

tuition rising by an average of 11 to 14% this year, and the
effort to limit student aid and loan programs, students will be

faced with the possibility of either not returning to school or
reducing their status to that of a part-time student. The bill's
requirement that full time students..."present to the employer a
letter from the institution at which the student is enrolled.,."
seems to be a bureaucratic nightmare for colleges, could encourage
students to hide their full-time status or even reduce their status
to part-time to avoid being paid a lesser wage. Although this bill
will not affect the College Work Study Program directly, we believe
it would be a step in the opposite direction that Congress made
In passing at least a minimum wage for students on this program.

Both bills would also allow the payment of this sub-minimum wage
for a period of 180 days which in our opinion, would discriminate
against many young people who, because of academic schedules,

work only seasonally or sporadically during the year.

Another problem is that many full-time students are not in the
18 22 year old age bracket as in the past. The median age of
college students now is inching its way through the mid-twenties.

The fastest growing sector of students is now women over 35, many
of whom have dependents, and who can ill afford to have a large
cut in pay. Many of these people are heads of households and would
be forced to drastically reduce their course loads.

90 f
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In previous years, the use of a full-time student sub-minimum

wage has met with little success. Much of the increased employment

following the enactment of a full time student sub - minimum wage

was the result of the expansion of the College Work Study Program
on campus, and not as much the result of the effects of the student
sub-minimum wage policy.

As a student in Pennsylvania, I attended an independent college.

Being the eldest of eleven children, my parents could not afford to
contribute much to my education. I was fortunate to .,et a job

that paid significantly above the minimum'wage and was able to
pay all my educational and living expenses. I di not need to apply
for any grants or loans and felt I made a contributicn to society
through the taxes I paid.

I would now like to turn the rest of our time over to Curtis Pittman.

Mr. Chairman, Members of the Sub-Committee, my name Is Curtis
Pittman, and I am Director of the National Third World Student
Coalition, an affiliate of the U. S. Student Association.

I

represent minority students who attend institutions of higher educa-
tion.

Today, the United States is the only industrial nation that does
not apply its minimum wage legislation to all low wage employees.
While it is true that Congress has expanded coverage to include
more workers, there are still many who ale paid below minimum
wage. For example, students at independent colleges can be paid
a sub-minimum wage if their college obtains an exemption from the
Department of Labor.

g ) rl )
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I am particularly concerned with the potential effect Senai.e

Bill 658 would have on youth. The free market approach of this bill

would subject young people under 18 years of age to drastic

fluctuations in wages and would limit young peoples' right to a

decent wage for their work. These proposals, S.348 and S.430, also

raise important concL.rns about the direct competition between young

and older workers. Many older workers who are already being paid

povelly level wages, risk being displaced by younger workers. Many

of these displaced workers will be Black, Hispanic, and members of

other minority groups who in many cases will be heads of households.

The displacement of these individuals could force many older workers

on to public assistance rolls.

Another basic problem, in my opinion, is that these proposals are purely

discrimination based on age. If young people are paid 75 or 851 of

the minimum wage, they will more than likely do 75 or 851 of a job.

The morale factor is very important for young people. It they know

they are getting paid less for the same work, they will more than

likely take less pride in themselves and in their work. A more positive

solution might be to offer tax incentives to small businesses who

employ young people and/or students. This would result in more

payroll taxes paid to the government, more real wages for the youth

and/or students, and a reward to empluyers who hi "e these young

people.

The concept of a youth and/or student sub-minimum wage at first glance,

may seem to be a good strategy to inc.ease the employment of young

people. However, it is necessary to consider what it would mean in the

long run. Would it mean that any group with a history of high

unemployment rates be given a separate minimum wage to encourage

employers to hire them? What about the causes of their high unemploy-

ment rates, such as discrimination 9 Should these figures be dealt

with by accommodating those who wish to discriminate and allow further

discrimination in pay levels? Could it he argued by lowering all wages,

so employment or employment levels would not increase but simply be

f),)
4-- I.,
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maintained? For example, now that Chrysler workers have taken a pay

cut, should Ford and G.M. workers also take a pay cut?

In many central cities unemployment rates for minority youth are

between 40 and 50t. If a sub-minimum wage is enacted, many

prospective young workers might simply stop looking for work.

The rising- costs of transportation, for example, could make it
too costly to work. The young workers will give up looking for

work and will no longer be counted in the unemployment statistics.

This will cause an artificial drop in the unemployment rate for

these young people. Youth and minorities are already the "last

hire and first fired", but to pit these two needy groups against

each other for. meager resources would be a disservice to society.

A person currently being paid minimum wage makes about $6,600. If they

are the head of a household family of four, they would need to

make over $7,400 to be above the poverty level.

The Fair Labor Standards Act was originally proposed in order to

eliminate wage discrimination so that working people could earn

a decent living while avoiding group discrimination. Imposition

of a sub-minimum wage on youth, especially those young people for

whom employment IS an economic reality in order to continue education,

or merely survive, would deny a right that has already been affirmed.

A youth differential would defeat the purpose of the Fair Labor

Standards Act, and would encourage end perpetuate the conditions

which the act was intended to alleviate.

A-



218

Senator IslickLEs. For the public's information, tomorrow we will
have a second day of testimony from a variety of people of diverse
backgrounds and diverse opinions on this controversial issue.

Thank you very much.
[Whereupon, at 1 p.m., the subcommittee was adjourned, to re-

convene at 9:30 a.m., Wednesday, March 25, 1981.]



YOUTH OPPORTUNITY WAGE ACT OF 1981

WEDNESDAY, MARCH 25, 1981

U.S. SENATE,
SUBCOMMITTEE ON LABOR,

COMMITTEE ON LABOR AND HUMAN RESOURCES,
Washington, D.C.

The subcommittee met, pursuant to notice, at 9:37 a.m., in room4232, Dirksen Senate Office Building, Senator Don Nickles (chair-man of the subcommittee) presiding.
Present: Senators Nickles, Hatch, Williams, Quayle, Kennedy,and Riegle.
Staff present: Richard C. Lawson and Charles T. Carroll, major-

ity counsels; and Charlene M. Abshire, executive assistant.
Senator NICKLES. Good morning. Today, we will begin our secondday of testimony on various proposals which would alter the mini-

mum wage primarily for the benefit of young employed workers.
Yesterday, we received testimony from a variety of people fromboth sides of the argument who discussed the pros and cons of theyouth differential, and also of exempting young people from theminimum wage. Those persons in favor spoke particularly of the
increased job opportunities which would open up for young peoplewho are presently priced out of the job market because of theminimum wage.

Those in opposition said that the high cost of living and the needfor a base to provide a minimum standard of living were importantpoints to consider. They also mentioned strong concern that exist-ing persons in the job markets would find that their jobs would bedisplaced by the younger workers. Some even suggested raising theminimum wage. I believe that if we do consider raising the mini-mum wage, equal consideration and argument can and should bemade for totally eliminating the minimum wage altogether.
Some have indicated a desire to give various proposals further

study and analysis. I personally believe that this subject has re-ceived an abundance of bureaucratic analysis, all of which has
contributed very little to solving the unemployment problem wehave with today's youth.

I believe that time is important not so much for this committee,not so much for the administration, not so much for the various
companies that might be involved, but it is important for the youngpeople. It is important for the young people who cannot find a job,for the 1.6 million youngsters who are finding the doors of opportu-
nity suddenly closed, and closed because of an arbitrary minimum
wage figure placed on them by the Federal Government.We had a lot of testimony yesterday from various people con-cerning their philosophy of the economy. Yesterday, I read an

(219)
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article, and I will summarize two paragraphs from Henry Hazlitt.When he was discussing the minimum wage, he said, for example,that when laws are passed, no one will be paid less than $134,which is the present minimum wage for a 40-hour week. The firstthing that happens is that no one worth less than $134 a week tothe employer will be employed:
You cannot make a man worth a given amount by making it illegal for anyone tooffer him a^rthing less You merely deprive him of the right to earn the amountwhich his abilities and situation would permit him to earn, while you deprive thecommunity of even the moderate services that he is capable of rendering In brief,for a low wage, you substitute unemployment

DR HENRY iiAZLITT
Comments have been made about a recent lack of business sup-port for this proposal by the chamber of commerce and others. Wehave a letter from the Chamber of Commerce that states theirproposal for this issue, and I will put it into the record.
Senator Kennedy raised a question concerning a report entitled,"The Real Subminimum Wage Program" by the National Centerfor Jobs and Justice. The report claims that 2.5 million workers arebeing underpaid principally in the fast-food industry. Several re-sponses have been received by this committee refuting this report,three of which will be entered into the record at this point.[The information referred to follows:)
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CHAMBER OF COMMERCE
OF THE

UNITED STATES OF AMERICA

March 23, 1981

The Honorable Don `sickles, Chairman
Labor Subcommittee

Labor 6 Human Resources Committee
United States Senate
Washington, D.C. 20515

Dear Mr. Chairman:

:615 H STI[EFT '
A,HISC,TO% D C 20002

202 659"'10

This is to give briefly the U.S. Chamber's views
concerning negative impacts of the minimum wage on employ-
ment and the youth differential issue.

The U.S. Chamber of Commerce is the world's
largest business federation, comprised of more than 112,000
members. Our members are vitally concerned about both the
level and applicability of the minimum wage rate. and in
particular the impact of substantial rate increases on
inflation and unemployment.

We are in the process of preparing a comprehensive
analysis on all aspects of the minimum wage less, an analysis
which we believe will establish clearly its disemployment/
unemployment effects, as well as its inflationary impacts.
We hope to have the opportunity to testify as to our conclu-
sions before the Labor Subcommittee later this year, after
release of the Carter Administration's Minimum Wage Study
Commission Report. That Report, unfortunately, is almost
certain to reflect the pro-union (therefore pro-minimum wage)
domination of the Commission's membership.

The minimum wage has increased more than 46Z since 1977.
We remain firmly convinced that each jump in the rate over this
period has contributed substantially to unemployment. By cost-
ing jobs, any of which would have provided first-time work
opportunities to ready and willing applicants, the minimum wage
has denied many persons -- particularly young people -- the
opportunity to start a productive worklife. For this reason,
we respectfully urge the Subcommittee to reject any attempts to
increase the minimum wage rate.
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At the same time, the Chamber supports amendments
to the minimum wage law that would address directly the
youth unemployment problem. The current teenage unemploy-
ment level in this country is a disgrace. Last month,
nearly one out of every five young people looking for work
could not find a job; among minority teenagers, the unem-
ployed rate was 35.4E. We, therefore, support the approach
presented by Senator Hatch's youth differential proposal
(S.348), Senator Percy's bill (S.430), and your own (S.656).
Each of these bills offers positive solutions to reduce the
youth unemployment crisis, and we support passage of this
type of legislation.

In addition, we support expansion of the existing
"student certification" program as another effective means
of putting productive young people to work. The program is
currently restricted to the retail industry and limited to
six students per establishment. The Department of Labor's
burdensome reporting requirements also discourage use of
this Congressionally endorsed initiative. Elimination of
these restrictions would open up job opportunities, espe-
cially among small businesses not necessarily engaged in
retailing.

In conclusion, the U.S. Chamber looks forward to
testifying later this year on all facets of the minimum
wage and its debilitating effects on a productive economy.
We respectfully request that this letter be made a part of
the record of the current hearings.

Cordi y,

Hilton Davis

cc: Members of the Labor Subcommittee
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March 20, 1981

The Honorable Don Nickles
United States Senate
123 Russell Senate Office Building
Washington, D. C. 20510

Dear Senator Nickles:

Organizations such as the United Labor Union, ACORN
and the National Center for Jobs and Justice have pre-
sented a list of grievances to the Department of Labor
in several cities, claiming violations of labor laws by
Burger King Corporation and other fast food retailers.
The activity has recently occurred in Detroit, Philadel-
phia, Boston, Phoenix, Columbus, Atlanta, New Orleans
and other cities.

These groups are claiming violations in the following
areas:

T. UNIFORM MAINTENANCE:

Allegations: The groups allege that the fast
food industry has not complied with regulations
which call for compensation of minimum wage employees
for uniform maintenance. These groups are saying
that employees may be entitled to back wages.

Legal Requirements: Minimum wage employees are
entitled to receive compensation for cleaning and
maintaining their uniforms. The compensation should
equal one hour's pay per week. Historically, the
Department of Labor has found it acceptable for
restaurants to provide free meals in place of a cash
payment.

Whether employees have the right to choose the
form of uniform maintenance compensation is presently
the subject of litigation.

BURGER KING CORPORATION 7360 NORTH NENDALL DRIVE MIAMI FLORIDA 33156/TELEPHONE (3051589.7011
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The Honorable Don Nickles
March 20, 1981
Page Two

Company Policy: Burger King provides some
form of compensation for uniform maintenance for
all employees throughout the system in compliance
with the law. In the vast majority of company
units, employees receive a free meal, rather than
cash. The value of the meals far exceeds the $3.35
per week requirement for uniform maintenance. The
meal consists of a sandwich, fry product and a
drink.

In franchise units, the forms of compensation
vary. Some provide a laundry service, some pay
cash, while others provide a free meal. In a re-
cent national survey, over 80 percent of Burger King
employees expressed satisfaction with our current
policy. Many look on the meal as a "fringe benefit."
The laundry service is unpopular because employees
like to wear their own uniforms.

II. MINIMUM WAGE:

Allegations: These groups contend that fast
food employees are being paid less than the minimum
wage.

Legal Requirements: The Department of Labor
requires that all minimum wage employees be paid
$3.35 per hour, effective January 1, 1981.

Company Policy: All Burger King crew members
in all company-owned restaurants are paid the min-
imum wage or more. Over 33 percent of Burger King
Corporation's hourly employees are paid more than
the minimum wage. Employees in franchise units
receive at least the minimum wage except for a
limited number of full-time students who participate
in the FLSA Student Certification Program.

In addition to paying the minimum wage, Burger
King provides a first job experience for many people.
It gives them a chance to develop discipline, skills
and an opportunity to advance.

III. YOUTH DIFFERENTIAL:

Allegations: These groups allege that it is un-
fair for students to be paid less than the minimum
wage for working in a fast food restaurant. They
label it exploitation.
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Legal Requirements: Employees participating
in the "Student Certification Program" are paid at
85 percent of the minimum wage -- $2.85 per hour,
as provided by law.

Company Policy: The "Student Certification
Program" is not used by Burger King Corporation
company restaurants. Some franchisees do hire stu-
dents at a special rate through the school with
parent's permission. There is a limit to the
number of participants in any one restaurant.

Burger King Corporation is not currently"
supporting legislation to provide lower minimum
wage rates for youth. Burger King is concerned
about the subject of youth unemployment and welcomes
the hearings planned by the Senate Labor and Human
Resources Committee to explore this subject.

IV. OFF-THE-CLOCK WORK:

Allegations: These groups claim that fast food
workers put in time at the job and are not paid for
it. They claim this practice is wide-spread and is
a violation of the law.

Legal Requirements: Workers must be paid for
the hours they work.

Company Policy: Burger King monitors all res-
taurants carefully and advocates strict enforcement.
Workers are paid wages for the hours they work. The
company has a very firm stand on this issue. Mana-
gers in company restaurants have been terminated for
violating this law. All employees must punch their
own time cards.

RLP/ajb

Sincerely,

"
'')/)

(.1 t
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FOOD SERVICE AND LODGING INSTITUTE

M rit lf
tun

1419 PiNNSYIVANIA 49.4 NW WA:;14,NC.1C/N 21.%)06 2n? ) 7,060

March 23, 1981

Honorable Don Nickles
U.S. Senate
Washington D.C. 20510

Dear Senator Nickles:

A report by tne National Center for Jobs anc Justice
on Subminimum Wages, published on February 26, 1981
by the Bureau of National Affairs was in our opinion
grossly misleading. I am enclosing our comment of
the report for your information and use. The BNA
report indicated that the Center's study was
presented to Senator Edward M. Kennedy for use at
the Hearings on Youth Subminimum Wage Issue
scheduled to begin March 24th.

Sincerely,

14'ft4/

Thomas W. Power
General Counsel

TWP:lr
Enclosure
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COMT.TAT ON REPORT BY
NATIONAL CT NTDR 10t; ,TOMS A-3 JUSTICE

ON SU13-MlN1MUm WAGES

1. Authors Michael Galla,,her and Richard Kazis claim in a recent

report that 2.b million of 57.6 milliou working Americans

"fully subject" to the FLSA are being illegally paid 'less than

the full min AdAl wage. They represent their estimate as an
1/

" educated By compALison, the just - released non-compliance

study of the Minimur Wage Study Commission estimates 677,271

(1.20) workers were underpaid in violation of the minimum wage
2/

regeiremunts out of 56.4 million"fully subjeceemployees. The

educated guesses of authors Gallagher
. Id Nazis apparently miss

tkv. mark by noarly 400%.

Voye Study Commission reports that its 677,271

estimate must oe considered as an upward bound of minimum wage

violations because the dlta upon which thy' estimate is based

alleg,d by Labor Department investic7ators
3/

whict, eriployers dispute.

2. '"he _*,allagher-K,-,zis"cducat,d guc,s" 1,;nores 'Ix fact that wage_

as (Zrfirod under VIZ% inclir,c, tips, ,1,0:,1s, and lodaing for
4/

sevcr11 mill :on (-010-eLF. The .4inimum Wa,je Y-ody Corr-1,,:sion

rcrylr'
(n,_.arl,' 80') of all a(..7rced upon and

mef,lv vIc,["1. r_tall service Industry along

Lv crcdit,, for ancl5/

(1, onk o' meals, lejc:
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an I ., I 11y t_lps.ey ;o-culle,1 II ho

3. The (1,111.,Jher-1,1'lt.113ca tee: 3.1,21-.5" 1 baLII-I n th
that all ,o31 v101 IL ions, in ,030011-- n

6,
to an'.' fai lostarch. r. 't' i i r13., `c, xar..)13,

as to who ther all tl,,p.-3.1 en ploy..es report I _er, I . r1-1,4s to

thou_ employers or Ir. °me ta pir1J.D.,:. 3 CI, y .I-1,11ro 1 to do.

IS- II cur 'e n.;

in,....1t1,;a11,-.:-,s as to how.; navy ,1,1 1,1,",t

eat an-1 thell co'-t; whether ernplcyes' ..._re

rupted or not; shello,..r certain erploy,e, ,-1 13,e-tip 3o1

fol 1..p ,.2ro it properly t 0.i,
actually erfor-, Lofor, 03 If tor 1h, c1.,c1-3.:, in or it

for welk. To chin 'cts r. Si' al I such ;

not ,cumi.ltance fru,: .213 .1t3no employers in aenttic
To ssylest that the f ,' of the Later nt to collect
all such CIL, outs d elalas t because the , ,1.1 0 I 1..),.

is Thep:le531y Li ole I clown" I p1110 di,

4. The Su of WI-I, ,pro3.101.111,1nt 1511 0 is ,,,sn-

tial wan pi 01155103 115, 3 13 hc 53 siiI'ii5'_ r.

are Lot Illy In ,t, St tle'

app I ed cottlt t a t-,) t ti' 15

ba'1", 1 5, 11,11 15 -01

Cent o 1 tot Ii , .1,1, hew.. 'l15,5' t 1st

rat ' tro,,' ,i it,. 3, ,

the III 5 , is . , et ! . 1, 13 5,1 j wit ' 1
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statutory provisions' of the FLS:N. Section 14 (b) (1)(D) (iii) (111)

The 30,948 student certificates issued in 1979 meraly establish

the maximum number of employee work hours on unit basis which

may be paid the student rate. The suggestion of Gallaher and

Kazis that an estimated 512,000 student works are actually
9/

employed at the student rate is totally unsuLstaatiated.

Gallagher and Kazis totally ignore the fact teat employment of

fulltime students to the maximum extent permi,sal,le under an

establishment certificate rarely, if ever, occurs. In the first

place, students may' only work up to 20 hours a week while school

is in session and up to 40 hours a week during vacations.

Because of conflicts with school schedules, fulltime students

are frequently unavailable during the hours neeaed by employers.

In February, the unemployment rate for 16-19 year-olds :/as 19.3%;

for minority youth, it was 35.4%. To any reasonable person,

these figures alone are convincing evidance that the relative

economic worth(to say nothing of the relative economic needs)

of 16-19 year-olds generally is less than that of adults. Obv,-

ously, society should expect that the training and work experience

of teenagers generally is lass than that of adults and this lack

of initial training and experience results in their lower

productivity. Mirimum wages predicated in par, on tie m,nimum

needs of an adult 1,readwinner for a family of tour places millions

of ttena.-jers with more limited needs and abilities at a hopelesoly

compciitive disadvantage in th, marrer. Trio Gallagher- Faris

Report 1,nores these reali...1 ,a. "-aeated es." t.
the numru of yonti, pall Lull-,1 r,to, ,ILtiv different t:111

0 9
4

INE111111MMr_olI
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would be an ab,,Ird asstrtion that because there are several

million foil -tine students, all of thorn are paid snbltanimum

wages.

POOTNOTI,E:

1/ Pept,r1 by ,-tional Gent r for Joos aid Just:ce on :,,,hmtnimu,,,
Wa9L-., Mic, . 1 0:,11,yn,,ar ,nd Pl.hard razis, of
National A':ert,, DLP 2/26/81.

2/ Sec Norl'e-Alaacc: Intecr Atod P- tort
11 Empic,wee ViolotIon,
1430 q..« cL.,( gun, n c.
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The Honorable Don Nickles
United States Senate
Washington, D.C. 20510

Dear Senator Nickles:

March 23, 1981

This letter is in response to a request from Subcommittee
staff for our commentu on a study recently released by the
National Center for Jobs and Justice. The study purports to
snow "epidemic" non-compliance on the part of business with
minimum wage and overtime provisions of the Fair Labor Standards
Act, and singles out the foodservice industry for particular
criticism.

The study claims that two-and-one-half million minimum wage
workers are cheated out of one-quarter of a billion dollars
annually. Yet the only figures that one finds substantiated are1979 Department of Labor figures which eltimate non-compliance
closer to one-third that number of workers and dollars. Theinflated figures are based on the study's assertion that morecompliance officers would uncover more violations, and only
undecstaffing at DOL prevents this from happening.

We have two points here. First, we feel that DOL non-compliance
figures actually overestimate non-compliance. This is so because
many employers who have a legitimate difference of opinion with
DOL cannot afford to litigate their differences with DOL in a courtof law. Many foodservice operators have complained to us that
DOL had cited them unfairly, but that it was economically impossible
for them to challenge the Department in court. These employers
"paid the fine" even though they felt DOL was wrong and that their
position might be vindicated by the courts. DOL's non-compliance
figures nevertheless include penalties paid and numbers of workersemployed by these business people who have a good-faith dispute
about tneir alleged non-compliance.

Secondly, DOL enforcement efforts are frequently misdirected.
1r our industry, we find that compliance officers devote excessive
efforts to determining the appropriate pay for managers, executive
chefs and small numbers of other well-compensated individuals,
instead of concentrating on violations affecting minimum wage workers.If, as the Center study maintains, Wagc and Four compliance officers
are overworked, it seems to us that their time might be better spenton basic compliance activities

rather than on arguing the statusof executive employees.
tvadoingien 011w.
311 frst Street N W
Wwinington 0 C 20001
(2021 636-6103
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The study has much to say about several fast-food chains,
and provides a primer on how to violate some major prohibitions
under the FLSA, but fails to show any significant pattern of
violations. The study's small examples do not, in our opinion,
justify a finding that the non-compliance problem is three times
larger than even DOL estimates.

Finally, the study assumes that employers are taking unfair
advantage of the current full-time student differential, yet the
study offers no proof of this, other than repeating the implied
assertion that most minimum wage workers are illegally underpaid.

In short, we feel that the Center study does not present an
accurate picture of the foodservice industry or FLSA compliance
within the industry.

SinFerely,

LIAl/

obert P lmer
Associate Counsel

RP/dm
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Senator NICKLES. I think this is a very, very important issue. Ithink it is important for the young, unemployed worker to have anopportunity to be able to work for themselves, to be able to enterthe job market and to learn what it is like to work for a living, andto be able to learn those skills necessary to become worthy andproduce on a minimum wage.
Today, we will also receive testimony from a variety of people onboth sides of the issue. We are honored today to have SenatorsChuck Percy and Jim Abdnor, who will lead off our testimony.Later, we will have testimony from representatives of the NationalFederation of Independent Business, from the president of theAFL-CIO, from various economists, from various minority groups,and from various small business groups.I think the testimony that we have today will be very, veryhelpful to this subcommittee, to the Labor Committee, and to theSenate for making our decisions and judgments in what Congresscan do to alleviate this very, very serious problem.

Senator Hatch, did you have a comment?
Senator HATCH. Thank you, Mr. Chairman.
We are happy to welcome our colleagues to the committee thismorning. What we are concerned with here are jobs for youngpeople. I think the biggest cancer in America is the 36 percentunemployment rate of young minorities who really do not have achance and who are locked in the ghettoes, in what I call the newform of slavery, for the rest of their lives unless we come up withsome way of giving them some opportunities.We have had very few suggestions in this area. Most of us havefought and wrestled with this problem for a long time. There aretwo sides to this issue, but the fact is that it is time for us to quitwrestling with it and 4o something for the young people of thiscountry. I believe that unless we try it, we will never know, really,what will happen. We will not know whether a youth differentialwill work or not work, except that many, many top people in thisfield feel that this is a way to resolve these conflicts and get thesepeople employed.

As a matter of fact, we have spent a lot of time over the lastnumber of years concerning intellectual abstractions concerningyouth unempioyment, and theoretica! models or ideological beliefs.I think we ought to start making somc decisions and do somethingfor our young people for a change. The youth opportunity wage isone approach that may have a great deal of benefit for our youngpeople.
So, I am particularly happy that our new chairman of the Laborsubcommittee has taken this opportunity to hold these hearings.These are the first 2 days of hearings; there may be otners. TheSecretary of Labor I'm sure, will testify again. I think we can learnmuch today from these excellent witnesses who will be testifyingon both sides of this issue.
Mr. Chairman, I want to congratulate you for taking this timetoday to conduct these hearings. Let me just also add that I thinkit is very shortsighted of anybody in the business community,especially those who have fought all these years for a youth differ-ential, to now be afraid that if they bring up the youth di.ferential,they are going to fare an automatic debate on an increase in the
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minimum wage. In fact, they seem terrified about that, and with
just cause, because every time the minimum wage goes up, we lose
thousands and thousands of youth jobs and opportunities. That has
been true in the past and I think it is time to start looking at the
future and doing something to alleviate that problem.

I also think that it is not the time to be timid on the part of
business people. I suspect that we are going to fight that battle
regardless of what happens on these particular legislative propos-
als. So, I think that what we ought to ask is: Is it right for our
young people, is it right for our society, for the business community
and for labor, to have a youth differential that gives these young
kids a chance to get a jt,,,-, and have the self-esteem that comes from
working?

I, for one, think it is about time we did something in this area
rather than just provide more lipservice and continue to sit back
and sigh about the difficulties that the young people have. So, I am
very happy to have these hearings and will look forward to partici-
pating in them as much as I can and, of course, reading the
testimony where I cannot participate. We will do the best we can
in this committee to mark up some bill that will help our young
people to get jobs.

Senator NICKLES. Thank you, Senator Hatch; we appreciate your
leadership in this problem.

Senator Percy, we welcome you this morning. We appreciate
your efforts in this field to alleviate a very, very serious problem.
We know of your time constraints and the fact that you have a
committee that is ready to begin that you need to chair, so we
welcome you and we welcome your remarks.

STATEMENT OF HON. CHARLES H. PERCY. A U.S. SENATOR
FROM THE STATE OF ILLINOIS

Senator PERCY. Thank you very much, Chairman Nickles and
Chairman Hatch I am pleased to be here both as a legislator and
as a past employer, with some 25 years in industt after starting
out at a subminimum wage at a tender age and spending a quarter
of a century with one company that was the employer of about
10,000perhaps more now.

I have thought a great deal about this problem. I met with the
board of directors of the AFL-CIO in Illinois 3 or 4 years ago about
this issue. I have tried to work very closely with them, and I
presented the problem then. What do we do about youth unemploy-
ment in East St. Louis and on the west and south sides of Chicago?
It is reaching the astronomical proportions mentioned by Senator
Hatch, where about half of the minority youth are roaming the
streets, idle, unwanted, unneeded, unable to find a job. What do
they do with their time?

Well, we know what they do with their time. We are not just
dealing with labor problems today; we are dealing with a problem
that is a pervasive cancer in American societycrime on the
streets. We are dealing with young people who, because of their
idleness, because of their feeling that they are not a part of society
and our economic systembecause they cannot get a job, they get
into street crime. They mug people. They get on dope. That begins
a whole process wherein they have a daily demand for $100, $150,

4) ,
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for drugs and they have to get it someplace other than by working,
since they don't have jobs. Then they go more and more deeply into
a life of crime.

So, what we are dealing with here is a very difficult problem. I
presented it to our State AFL-CIO and said: If there is any ap-
proach preferable to a youth wage and other than massive spend-
ing come to me with it. If there is anything else to try, we will try
it. We have tried training programs and we know what their cost
isthousands of dollars to train a person for a job that may not
exist in the private sector.

This is the first time I have testified on a youth minimum
though Chairman Hatch and I have discussed it many times and
he knows how strongly I feel about it. I am at the stage where I
think we must bite the bullet now and do something about it, try
it, and I hope we can do it with the cooperation of business and
labor. It is their problem just as much as it is our problem; in fact,
it is even more their problem. We are 1° removed from it; it is
their direct problem. What can we do to resolve this problem? We
have to start now in a dramatic way.

1 do not think that this is an overly dramatic way that -.ye are
proposing, but it is a departure from the past and it does require
new law. I am enthusiastic about the opportunities we have today
to be able to propose constructive alternative solutions to the many
difficult problems facing our country today and have the reason-
able assurance that they will be fully considered. After years of
well-intentioned and well-funded Federal programs, many of these
problems have simply not gone away at all. They have gotten
larger, and the time has arrived to consider new alternatives.

If I can be partisan for just a moment, I have come away from
the meetings with Senate committee chairmen on Tuesdays at
noon with Howard Baker and with my other Republican col-
leagues, with a great deal of pride in the sense of responsibility,
that I believe we are bringing to our new position as the majority.
It is in that spirit that I come before you today to discuss what I
hope will be creative solutions to the nagging problem of youth
unemployment.

I agree with President Reagan's program to diminish the vale of
government in the economy and I feel that such an approach can
be especially successful in the area of unemployment. I cannot help
but recall when President Reagan met the mayors, for the first
time as President, he told them he got his first job, as I did mine,
when there was no minimum wage. He just went to the market-
place, got busy, and worked on a construction crew. I stated in the
basement of Bell & Howell, myself. In those days we could go out
and get a job that wouid match our skill with what the market was
willing to pay. Now, we have restrictions.

I have supported the minimum wage, so long as it does no; push
wages up to an unacceptable and uneconomic point. We have
worked together with organized labor to put this safety net under-
neath, and to try to keep someone who works for a living earning
more than someone on welfare. This is one of the purpose:: of it.

When you have Mayor Koch in New York and Mayor Bradley in
Los Angeles saying, "I want to experiment in my city with a youth
differential on wages." ar^ we going to say to these two mayors

M2-1S7
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faced with the day-by-day problem of lots of young people out of
the mainstream of the economy, "No, you cannot do it because we
down here in Washington are going to say that you are going to
pay $3.35 or else to every last young man and woman that wants to
have a job?"

Are we going to dictate from Washington to two distinguished
mayors who want to try an experiment in their cities? Are we
going to say, "No, you cannot do it?"

Come to Chicago; we have the problem. I should think Mayor
Byrne would welcome some chance to help young people. Certainly,
with the safeguards built into the legislation that I have proposed
and that Chairman Hatch has proposed, there is no big risk. The
safeguards are there so that you cannot displace another person.

If would be a subsidy of only 50 cents, in lieu of thousands of
dollars of CETA money, 50 cents an hour to train a person on the
job, for a job that exists, without displacing an older person be-
cause of it In many, many areas, additional young people will be
hired, and will get some solid training as well.

Based on my own quarter of a century as a business executive, I
believe that the most permanent and productive jobs in the econo-
my are created by the private sector and not by government.
Therefore, my six cosponsors and I felt that as a complement to
existing Federal employment and training programs, whose fund-
ing will undoubtedly be reduced in a very substantial way over the
next few years, we would propose, on an experimental basis, a
special wage for young peopl

Some research sources, as outlined in articles over the last year
published by the Congressional Office of the Budget, the National
Commission for Employment Policy, and the Department of Labor,
suggest strongly that the minimum wage level does, in fact, have
an adverse effect on youth employment.

Advocates of the opposing position, of course, cite their own
sources, which say it has no such negative effect. I, for one, would
like to find out who is really right in this ongoing argument that
we are having. There is only one way to do it; try out a system, try
out a procedure, and give an honest chance to those of us who
believe that this may work.

Since there is so much conflicting information on the precise
effects of a youth minimum wage on the employment of both young
people and adults, my cosponsors and I believe that a 3-year experi-
mental period, as contained in S. 430, would give us in Congress,
the Department of Labor, and organizations in the private sector, a
sufficient data base and some practical experience by which to
judge the usefulness of a youth wage.

In my prepared testimony, I focused on the sunset aspects of S.
430, And, Mr. Chairman. I ask unanimous consent that the full
text of my statement be incorporated in the record, and I would
just like to spend the remaining moment or two on one aspect of it.

I believe that most of us read the article in the February 12
Washington Post by Herbert Denton, in which he wrote about the
interest expressed by such prominent Democratic mayors as Koch
of New York and Bradley of Los Angeles. Speaking on my own
behalf, I would heartily endorse the idea of some kind of pilot
project for a youth wage to be based perhaps in the ten or dozen



237

cities with the highest youth unemployment rates, if such a con-
cept, instead of going immediately to permanent legislation, would
dissipate some of the opposition

In all my industrial experience, I never put a product on the
market nationally until I tried it out in some test area. A pilot run
of a product, a pilot run of an idea is the way to go. You can
minimize the damage; you minimize the benefit, obviously. You
lose some time, but you move ahead later with greater assurance.

I would be willing to modify my own proposal and work with the
members of thfis committee to determine whether or not a 2-year
sunset or an 18-month period of duration could bring us closer to a
means by which we could discover once and for all that the idea
works or the idea does not work. We will not know until we try.
We can sit here and debate for years on end and we can take
opposing sides, but who can reallyand I ask Lane Kirkland as a
friendwho can really say "you are tinkering too much," or "you
are going to damage relationships between older and younger
people at work?"

If you .ry it out in a couple of areas where the mayors of those
cities want to try it outif Mayor Byrne does not want to try it out
in Chicago, maybe we can go to East St. Louis to find a mayor who
will support it. But let us get local, State, and Federal authorities
working together to solve the problem. A pilot run may be the best
way to do it.

A pilot project directed at solving our chronic youth unemploy-
ment problem strikes me as being considerably more worthy than
many pilot projects of the past that were authorized with much
less thought and debate than we have devoted to this one.

Our colleague in the House, Congressman Jack Kemp, is prepar-
ing to reintroduce revised legislation to build on the urban enter-
prise zone concept that he pioneered and shared with all of us last
year. When that legislation reaches the Senate, perhaps we could
consider authorizing a youth minimum wage for businesses in the
designated enterprise zones.

Mr. Chairman, I put myself and my staff completely at your
disposal, and the same offer is made to Chairman Hatch, to help
draft the most practical proposal. I want to commend both of you
for your outstanding leadership on this issue.

The staggering youth unemployment problem which we face is
costing billions of dollars, and it has already cost billions of dollars
in Federal funds to try to solve it, and we have not even made a
dent on the problem. CETA youth programs cost anywhere from
$5,300 to $13,383 per participant per year. A reduction of 30 cents
in the minimum wage for young people for a period of 6 months on
a 40-hour-a-week basis would cost MO, and the number of jobs at
the end of the line is very great indeed. That difference alone is
enough to justify an experiment with a youth minimum wage.

Idle teenagers in every city of this country are turning to drugs
and increasing street crime because they are so desperate. It seems
senseless to me to allow this to continue simply because key Mem-
bers of Congress, particularly in the House, and some interest
groups are locked into inflexible positions.

We have before us several proposals made in good faith that
reasonable people believe can work if given a try. We can learn
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from the mistakes of the past by not rushing into permanent
legislation right away. But let us do something; let us not have the
opportunity slip away for doing something constructive for unem-
ployed teenagers in this country who want to work but who cannot
find jobs. Let us fashion a proposal that the responsible new major-
ity can sell, be proud of, and make work.

Mr. Chairman, I would be happy to answer any questions,
though I believe my distinguished colleague here could probably
answer them, as my hearing is just about to start.

Senator NICKLES. Well, Senator Percy, I realize your time con-
straint. I very much appreciate your remarks. I think you came
from a viewpoint that has not been represented to date and spoken
very, very well, and we certainly appreciate your input. Thank you.

Senator HATCH. Senator Percy, I certainly appreciate your input
and your leadership in this area. I know you had the opportunity
as a young man to start off in the same way you are suggesting
that we give others the opportunity today. You built a very success-
ful business career and wound up the president of a major corpora-
tion at 29 years of age, I think. I just wonder how many of today's
young kids could do the same if we just gave them the chance to
get started up the ladder.

I appreciate your leadership in this area. We are happy to have
you working with us on it, and we also respect your position for
business and labor through the years here in the Congress and
your good relationship with people on all sides of these issues.

Senator PERCY. I will, Mr. Chairman, again contact my friends in
organized labor, and also the U.S. Chamber and NAM, of which I
was a member for years, to see why they have gotten cold feet on
this. Maybe organized labor ought to look at it; if business is
against it or getting cold feet, maybe there is something in it that
labor did not see.

Senator HATCH. Maybe that is true.
Senator PERCY. But I do not see how any of them can argue with

an experiment, particularly when the local officials say, "Give me
this authority to do this." Now, is Washington going to sit here and
say, "No, we are not going to let you run your own affairs and
solve your own problems, we are going to solve them for you?" We
have not come up with a single solution to those problems and
those statistics that stare us in the face.

Senator HATCH. Well, let me add one other thing with regard to
the chamber. I have not had any personal discussion with them as
a group, but I had a personal chat with one of their board members
who was just livid over the recent accounts of the chamber's posi-
tion. Most of the chamber people, including Dick Lesher, have been
very supportive of this concept. I think it has only been a couple of
rather loud-mouthed, lower-level employees who have gotten them-
selves into this bind.

With regard to the NAM, I would be shocked if they are not
going to come behind this concept. What I am more worried about
are some of the fast food industries that seem to have gotten very
cold feet because they are facing some pressures that perhaps they
have never had to face before. I said yesterday that it is easy for
me to understand why some of them have put chicken between
those two buns, and I think it is time for them to stand up, just
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like it was easy for them to stand up when this did not have a
chance.

Senator PERCY. Thank you. t am delighted that Senator Williams
is here, my practically next-door neighbor. I will come by and lobby
you on this issue and give you my whole speech again, at a time
and place of your choosing, and your cup of coffee in your home.

Senator WILLIAMS. All right.
Senator PERCY. But I want to point out that the problem has

been a problem very much on your mind for a long, long time.
What I am proposing simply is an experiment that I think we can
try to work out the details on, and I would hope we would have
your enthusiastic backing because it is going to take bipartisan
support for this, and your leadership as well.

Senator WILLIAMS. I regret that I did not hear your statement,
Senator Percy. I certainly will read it and will look forward to our
persona; chat.

There is just one question that I might raise, if I might, Mr.
Chairman. You suggest that we adjust a youth subminimum as an
experiment, but we do have two approaches to a subminimum for
youth that are now in effect, the student provision and a tax credit
provision. Neither of them has been utilized as extensively as they
might be by the business communityperhaps the student provision
more than the tax credit provision.

So, if business is interested in this, why do they not avail them-
selves of what is already available to them, particularly the tax
credit idea?

Senator PERCY. Well, I will not repeat what I said before. I will
meet personally with you. I merely pointed out that when you have
two great mayors, Mayor Koch and Mayor Bradley of Los Angeles
and New York, that want to try this, why would we prevent them
from doing it? Let us try it regionally in 10 or 12 cities; take one in
New Jersey, any one of your choice, and I will take a couple in
Illinois, and let us see if we cannot make this work. Give the
employer and organized labor a chance to monitor it carefully, but
try it out and see whether the idea is worth anything. It is about
tine we put it to a test. Thank you very much.

Senator NICKLES. Senator Percy, thank you.
[The prepared statement of Senator Percy follows:]

' ) I
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THE HONORABLE CHARLES H. PUSCY

SENATE SUBCOMMITTEE ON LABOR MARCH 25, 1981

Chairman Nickles, I very much appreciate the

opportunity to be here this morning and to discuss with you

and the members of the Labcr Subcommittee some possible

solutions to the pressing problem of youth unemployment.

I am enthusiastic about the opportunities we have

today to he able to propose co. 'ructive alternative solutions

to the many difficult problem:. ng our country today

and lave the reasonable assurance that they will be fully

considered. After years of well intentioned and well funded

federal programs, many of these problems have not gone away

and the time has arrived to consider new alternatives.

If I may wax partisan for a moment, Mr. Chaimo, I have

come away from meetings with Senate Committee Chairmeh and my

other Republican colleagues with a great deal oI pm,: in the

seise of responsibility I believe we are bringing -,r new

position as the majority. And it is in that spill' that I come

before you today to discuss that I hope will be
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creative solution, to the nagging prob,cm of youth unemployment

last November, the citizens of this country demanded

sweeping action to cut government spending, lower inflation ind

stimulate the economy. the President has given us a hard-hitting

plan to achieve those goals and to diminish the role of

government in the economy. 1 wholeheartedly support him In

this effort. Clearly then, our responsibility 1, to put aside

the mind-set of dependence on government and ',egiri to

devise solutions to our continuing economic and social problems

that will harness the creativity and imagination of the

private sector. I feel that such an approach can be especially

successful in the area of unemployment. Based on my twenty-

five years as a business executive,
I believe that the most

permanent and productive jobs in this economy are created by

the private sector, not by the government. Ibis same

philosophy is embodied in each of the three hills the Subcommittee

is considering today.

On Februari 6, on behalf of my co-sponsors, Senators

THURMOND, ABDNOR, 0RTSSLIR, S'MMS, HUMPHRI1 AND IOWI R, I

introduced S. 430, the Youth Implovment Oppoitunity Act of

1981. Our legislation would establish a minimum wage for

young persons 16-19 years of age At 85t of the adult minimum

wage. this would provide for a youth wage rate of $2.85 per

hour under present circumstances. Based on the premise that

a young person should he paid a lower wage during his or her

"training" period, the youth minimum wage would apply to the

firs, sit months of employment of an individual in that age

bracket by a single employer.

0 A
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It is our feeling that, without creating a new

federal program, without creating a new federal bureaucracy,

without creating new and substantial federal outlays, we

can, through such legislation, find a way of overcoming some

of the reluctance businesses express about hiring inexperienced

young people at the current minimum wage of 53.35, which

became effective on the first of this year.

In an issue paper published by the Congressional

Budget Office in 1980 entitled, "Iouth Fmployment and Education:

Possible Federal Approaches," the following is stated:

"Istimates of the effects of minimum wages on
youth employment vary, but many researchers
believe that each 10 percent rise in the minimum
wage relative to the average hourly wage reduces
youth employment by something between one and
four percent. If the one percent estimate is valid,
then lowering the minimum wage for all persons in
1981 from 53.35 to $2.85 could increase employment
among youth aged 16-19 by perhaps 60,000 Jobs.
fqtablishing a subminimum wage only for youth
-fight bring about even greater increases for them,
ilthough these great:r increases might be offset
b rising Joblessness among older workers."

ro address the reservation expressed in the last

line of the excerpt from the CR0 report, our legislation

provides penalties for the abuse of the youth wage, that is,

if it is used for the purpose of displacing older workers

or other Young people. It further provides for a twice yearly

report to Congress b the ',ecretaly of Labor on the effect

of the Youth wage on the employment rates of both young people

and adults.

finally, Mr. Chairman -- and we are coming to the

unique feature of this bill on which I would like to focus
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today -- we recognize the fact that Congress has seldom in

the past come up with perfect answers to our national problems.

We are suffering today economi:ally because so many "solutions"

enacted by Congress have turned out to be problems in themselves.

We do not wish to have those mistakes repeated. Therefore,

our bill has a "sunset" provision. eater a period of

three years, the youth minimum wage would have to be

specifically renewed by Congress or else it would expire.

Since there is so much conflicting
information on the

p -n:Ise effects of a youth mie_mum wage on employment of

both young people and adults, we believe a three-Year

experimental period would give the Congress, the Department

of Labor, and those interested research organizations in

the private sector, a sufficient data base and some practical

experience by which to judge the usefulness of this tool

in the fight against youth unemployment.

I have supported the youth employment and training

programs under CETA in the past and I believe their continuation

in some lorm is essential to the employability of young

people with the most serous employment handicaps. But logic

dictates that we encourage the use of the best employment

and training source we have -- thousands of husinesses across

this nation to handle at least a part of the youth unemployment

problem. To create the (0,000 Jobs mentioned earlier, through

CETA,would cost between $500 million and 3800 million. By

enactment of a youth wage, we can provide some incentive for

the hirirg of young people in marginal categories - who could be

hired if only the minimum wage were not as high as it is. A youth

wage would be a natural complement to rA and a much needed

I ,
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effort to address the very critical problem we are facing.

The distinguished Chairman of the full committee,

Senator Hatch, has introduced legislation to authorize a

75% "youth opportunity wage," and Chairman Nickles of this

subcommittee has a bill to exempt 16- and 17- year olds from

the minimum wage law. I commend both Senators for their strong

leadership in this area and believe we can work together

to fashion a legislative package that has a reasonable chance

of passage in this Congress.

We have a staggering youth unemployment problem.

The February rate for ages 16-19 was 19.1:. The rate

among black youth nationwide was 15.4%. The rate among inner

city minority south in some areas of my own state such as

East St Louis runs well over 50%. We have some indication

that an increasing minimum wage level affects the employability

of youth.

Mr. Chairman, neither you nor 1 would be sitting here

io this room today if we did not believe that politics is

the art of the possible and that honest and genuine compromise

is the key to legislative success.

\ little over three years ago, the proposal for an

85% wage for the first six months of employment, with

adequate penAties and ziteguards came very close to passing.

It was defeated by five votes in the Senate and by only one

vote in the House. In the intervening years, both the House

and the Senate hdl.e changed philosophically, and the leadership
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of the Senate has changed completely. We have a better

chance than ever before to enact some kind of youth wage

proposal. But there is, nonetheless,
considerable opposition

to contend with on this Committee, in the House Committee

and among organized labor and some other groups.

In my testimony earlier,
I emphasized the "sunset"

provision of S. 430 and the experimental
nature of my i,vin

bill. I would like to spend a few minutes on that aspect

of the bill and how we might build on it to get a package

through the Congress.

I believe most of us read the article in the February

12 Washington Post by Herbert Denton in which he wrote about

the interest expressed bN, such
prominent Democratic Mayors

as Edward Koch of New York and Thomas Bradley of Los Angeles

in a youth minimum wage pilot project in their cities.

Speaking on my own behalt, I would heartily endorse the idea

of some kind of pilot protect for a youth wage -- to be

based perhaps in the ten c' dozen cities with the highest

youth unemploiment rates -- if such a concept, instead of

going immediately to permanent legislation, would dissipate

some of the opposition. I would be willing to modify my own

proposal to a two Year or 18-month period of duration if by

doing so, I could bring us any closer to a means by which we

could dIsko%,er om.e and for all that the idea works or doesn't
work. lie won't know until we tn.. Heaven knows how many

pilot project, we've authorized In the fourteen years I've

been in the ',entice. A proiv,l dire,_ted at solving oh, chronic

youth un.2mplmment problem strikes me as being
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more worthy than many pilot projects of the past that were

authorized with much le.s thought and debate than we've detoted

to this one.

Our colleague in the House, (ongiessman lack Kemp,

is preparing to reintroduce reused legislation to build on the

"urban enterprise Zone" concept he pioneered and shared with

all of us last year When that legislation reaches the Senate,

perhaps we could consider authorizing a vouth minimum wage

for businesses in tho designated "enterprise Zones."

Mr. Chairman, I put ritselt and my staff completely

at your disposal, and the same offer is made to Chairman Hatch,

to help draft the most practicable proposal.

federal spending programs have not soiled the outh

unemployment problem. Idle teenager, in every cit,, in this

country are turning to drugs and increasing street crime because

thet are so desperate. It seems senseless to me to allow this

to continue simple because ket memhers of Congress -- particularly

in the House and interest groups arc locked Into inflexible

positions. ve hate o.-e us several proposals made in good faith

that reasonable people believe can work, if given a try. We

can learn from the mistakes ct the past by not rushing Into

permanent legislation right away. But let's do something_ Let

us not see the opportunitt slip awat for doing something

constructive for unemploted teenacers in this country who want

to work but can't rind jobs. Let is fashion A proposal that

the responsible new majority can "sell," he proud and make

work.

I) p

G. t.;,
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Senator NICKI.ES. Senator Abdnor, do you have some remarks?
STATEMENT OF HON. JAMES ABDNOR, A U.S. SENATOR FROM

THE STATE OF SOUTH DAKOTA
Senator ABDNOR. Thank you, Chairman Nickles. I have a verybrief statement. I too have to go to a committee meeting, but Icosponsored this legislation with Senator Percy and so I appreciatethis opportunity to come before you and Senator Williams andSenator Hatch.
I want to commend you for wrestling with this very seriousproblem that exists throughout the United States, not only in thebig cities, as Senator Percy spoke of, but throughout the Nation inthe rural areas and Midwest as well. So, I think it is good that youhave made this a subject of serious discussion, and hopefully somesolutions can be found. Certainly, it is worth trying to do some-thing with.
I just wanted to thank Senator Percy for the opportunity to join

him this morning in support of S. 430. He did a very capable job ofdetailing the goals and objectives of his bill, and I just want you toknow that I certainly lend my support to his proposed legislation,
and that is why I have cosponsored it.

This youth minimum wage bill will help alleviate one of ourmost distressing national problemsthe tragic rate of teenage un-employment. Wherever we go, it seems it exists. It is a problemthat cuts across all areas of the country and all levels of oursociety, and unites us in a continuing chain of despair as we seethe energies of our youth squandered in crime, increased drug andalcohol abuse, and breeds a growing cynicism about our way of life.I believe that this problem can be solved. Having been in Con -gres 8 years before coming to the U.S. Senate, I have seen amultitude of make-work programs that have provided little in theway of permanent job opportunities, but consumed large amountsof tax money. We now have an opportunity to change this sadlegacy.
I only have to look at my own State of South Dakota's unemploy-

ment figures to see what the national trend is. Our teenage unem-ployment rate is over twice as high as unemployment figures for
the State as a whole. Our minority youth rates are an intolerablefour times the average rate.

Now, I call on all my colleagues in Congress to join with us infashioning legislation that will put the youth of our Nation to workso they can have an opportunity to enter the work force and buildtheir job skills as they build their self-confidence. Surely, it is nottoo much to ask that we provide them with the opportunity to becontributing members of our society. We cannot afford to squander
the resources of our most important national treasureour youth.Believe me, I think there is no one who disagrees that the most
important asset this country has today is our young people. For themost part, we can be extremely proud of them. All we have to do isgive them an opportunity to find jobs, to work, and to contribute tothe economy, and I think many of our problems will be solved.

Mr. Chairman, I certainly thank you for this opportunity toappear Eere.

1.
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Senator NICKLES Senator Abdnor, I appreciate your support and
your efforts and your interest in this area, not just this year, but
for your past activities as a Congressman. We have had a lot of
testimony citing the problem of big cities, but you are pointing out
the fact that this exists as a nationwide problem It certainly exists
in your State as well as our State, and in all states. There are
unemployed youth everywhere that we are trying to help open the
door of opportunity for

Senator ABDNOR. Absolutely.
Senator NICKLES. Thank you
Senator ABDNOR. Thank you.
Senator WILLIAMS. Thank you very much.
Senator ABDNOR. Thank you, Senator.
Senator NICKLES. Senator Williams, do you have an opening

statement?
Senator WILLIAMS. If I might, Mr. Chairman, just say that it

seems to me that if one thing is clear from the hearings yesterday,
it is that the subminimum wage is hardly the panacea to our youth
unemployment problem that it is widely portrayed to be.

On the contrary, serious questions have been raised about the
effects of the subminimum wage and, indeed, whether a submini-
mum wage would have any ameliorating effect on our youth unem-
ployment problem.

The Secretary of Labor and others have raised serious questions
about the subminimum wage, including the effect of the submini-
mum wage on displacing adult wage earners and heads of house-
holds, the ability of a subminimum wage to provide meaningful
employment opportunities in our inner cities, the effect of submini-
mum wages on poverty level families who rely on the wages of
teenagers for their very survival, and whether a subminimum wage
would induce business and industry to create any additional jobs,
and also the effect of a subminimum wage on the ability of teen-
agers to earn sufficient Income to provide for their college educa-
tions.

Another point that has been emphasized is the very real possibil-
ity that a subminimum wage would have a negative impact on the
commitmert of young workers to the work ethic on which our
market system so heavily depends.

In my view, a simplistic, blunderbuss approach of a subminimum
wage to our youth unemployment problem clearly deserves more
careful and thorough examination than we will be able to provide
in these 2 short days of hearings The blind commitment of the
administration to the concept of this subminimum wage, coupled as
it is with recommendations for devastating cutbacks in our employ-
ment training, public jobs, youth employment programs, and basic
education grants, creates an unparalleled peril to the youth of our
country.

These issues underscore the need for more thorough hearings
about the effects of the subminimum wage, and indeed on the need
to provide additional increases in the minimum wage to accommo-
date for increases in the cost of living.

The message seems to me to be very clear that the subminimum
wage proposals, coupled with the proposals for cutbacks in so many
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of our other youth employment and training programs, are jeopar-
dizing the hopes of our youth for their future.

Senator NICKLES Thank you, Senator Williams.
Our first guests today will be Michael Roush, who is legislative

representative for the National Federation of Independent Busi-
ness; John Burkhart, who is the owner of Burkhart's in Murfrees-
boro, Tenn.; and Fred Thorn, who is the owner cc C. J. Personnel
Consultants, Virginia Beach, Va.

Would you all please identify yourselves?
Mr. ROUSH. Mike Roush
Senator NICKLES. Mike, thank you.
Mr. BURKHART. John Burkhart.
Senator NICKLES. John.
Mr. THORN. Fred Thorn.
Senator NICKLES. Thank you, Fred
Mike, if you would begin; in view of the fact that we have many,

many other witnesses today and we have other commitments, in-
cluding an active day on the floor of the Senate today and tomor-
row as we begin the budget resolutions, we would prefer you to
keep your testimony brief. I believe we have received everyone's
remarks and we have analyzed them.

If you would briefly summarize your thoughts, especially as to
the different comments made by Senators or other people on the
pluses and minuses of this legislation and how you see it affecting
your industry, your ousiness, and the young people you are in-
volved with. I think this would be more instrumental to us, and italso would allow us to ask a few more questions of you; it should
come to the heart of the problem.

We will ask all of our witnesses to confine their testimony to 5
minutes

Go ahead, Mike.

STATEMENT OF MICHAEL 0. ROUSH. LEGISLATIVE REPRE-
SENTATIVE, NATIONAL FEDERATION OF INDEPENDENT BUSI-
NESS; FRED THORN. OWNER. C. J. PERSONNEL CONSULT-
ANTS, INC., VIRGINIA BEACH, VA.; AND JOHN BURKHART,
OWNER. BURKHART'S, MURFREESBORO, TENN., A PANEL
Mr. ROUSH. Mr. Chairman and Senator Williams, my name isMike Roush, from the National Federation of Independent Busi-

ness. I am here this morning representing 539,000 small business
owner-members. On behalf of all of them, I would like to thank you
for this opportunity to testify on youth employment and possible
changes to the Fair Labor Standards Act.

Mr. Chairman, if I might, I would like to submit, as you have
requested, my full statement for the record. Also, if I could, I would
like to submit an essay that was done for NFIB by Dr. Walter
Williams on the subject of minimum wage for the record.

Also, I would like to submit, if I could, the results of six pollings
that NFIB has conducted of our full membership on various aspects
of the minimum wage. Finally, I would like to submit an extensive
employment report that we had done for us on small businesses,
which I think wou.d help the committee in its deliberations on the
subject, for the record.

Senator NICKLES. They will be entered into the record.
Mr. RousH. Thank you.
(The following material was received for the record')

).%
41JI,)
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The Minimum Wage and
Minority Employment Opportunities

The Real Prapact of Government-Mandated Programs

By Walter E. Williams

One of the most pressing domestic point issues that
Limit ont, Nmentan sociers is h iw do we help the les,
tortunalc become independt nt enterprising, and up
wardlt mobile No one know, the complete answer to
this question as esidenced to the tailure of ninth legit
'anon, billions of dollars and much to II rights litigation,
to produce a solution On the other hand, it o clear
that we do not help the le,, tortunale pcbon ht Jesuits
ing his hest alternatives, no matter hint unattrat use
that alternatise mat stem to more affluent oh,ersers
Vchile such a statement mas appear trivial, the thought
is often ignored in polio discussion and lormularion
Many assume that lust because a polio. intends to help
the disadvantaged it will in fact hate the intended Weil
filet rite polio whit h increases the opportunities mail
able to disadsantaged people doe, nor ,piing automatic
alit from good intentions this will he one 01 the under
lying theme, in our discussion

Policies Thal Reduce F:cononuc Opportunities
For less-preferred Persons'

In general there are two tondition, operating sonils
or in tomhmation that gist rise to the proluhiltis of rr
it iced opporionitiN for Ic rrtitrictl pu'plc (lit con
Milton is that t here he result:ions on "Minor,. c %thane,.
such as goternmentall, mandated prices 11.. second
which is a savant at the tiro is that there N Rom Rd
rights to pet u nor, intim.

Wimmum 14 age I awn

1-tdcral and State minimum watt law, represent got
connttitallt mandated pnccs that are iniendtil to pro
du, a pattern of elm, that ditto from those produced
in tree market, 1 his kind of tintrsention tit the I ihin
market had as its origin the lair I also standard, \st of
1918 %huh prosided for d mimnturn wag, ot 2( stilt-

Vial' t I ,,a I, tas t, ,

d ta, rt 51,

per hour which has been periodically increase' until
52 6I1 per hour was attuned in Januart 1978 I he cur-
rent legislation requires that th, minimum wage he
perioditallx int teased until 51 III per hour is achiesed
in 1981 (Wender, of minimum wage laws claim that it
prohibits low wages and exploitation tit long hours
Defenders also argue that bs presenting low wages,
the minimum wage law I unttion, as an anti-poserts
weapon

1 he moral issue, surrounding the minimum wage law
tontrosero, are elusise and drflicult to esaluate in ant
scientific was Hosseser, we can stientilitalls studs
causes and effects of the minimum wage law Reaching
agreement in this arena mat make the task of wising
the moral and polnital arguments easier

In practice legislated minima specifs a legal hourlt
wage that is higher than that which would hate occurred
with free market tortes The ell, I the minimum
wage law that interests us most -om two im-
portant !mutations on the powersr n Congress Its V, hilt

is clear that ( owe, has the power to legislate wage
increases unfortunately C ongrets does not hate the
rower to legislate corresponding increase, in worker
jirsoriei to iri.a f2i Vt hilt C ongrest can legislate the price
at which a labor transaction mas occur, it cannot require
that that transaction ...math he made

To the extent that the minimum wage law requires
that same workers he paid a wage which exteeds then
products its, emploser, will predictable make adjust
men!, in then use of labor' Suth an adtustment will

this uat a do um data, ,gulartanattl 11, ,iii, Fort, Itaud
,att is hie ta. na li ,ltd, r11 dm, 1101

thne .111 n. ant rela, ,bruing a on hit op.,'
,tai Nor doe, a h... 0,,,Ju.htl. vattriter he, arm i lanther produ,

had, f, at, h ,, %alb the nunanium nage lax

%nit a tio. t1.11I11,1.1 h, Jut, hu.anct, ,dent ,,, do not hit. under
and wh,,ht Iitt t hi and titte r Jd,,a timen1,, I hr

1,, ,aat,,, ta,
MI tl

Iota a, tn ad FSi twed rcaII, an elnplat,,,,
,III ,,, It Ill ohj losr Inc IA..

1,11, 'Iv lt II 1,,,x.r Eta, thehrl put t ,Its,
h at ,n at , lit nt tit 1111111111, he

V., I tit, ' an,r,a trt1 tit,,, e rem sht,
rrh ht rid 1,1ht 1111t11, lie *1Iirit nor 51.1 at, 9111,
ht ,, , andl.terrna
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produce gains for some workers at the expense ol other
workers Those workers who keep their jobs and receive
higher wages cleans gain rhe losers are those workers
who are moo disadvantaged in terms ol marketable
skills, these workers will lose their jobs and others will
not be hired in the tirst place

This cited of the minimum wage law is readily seen
if we put ourselves in the place of a businessman and
ask If a wage of S2 65 must be paid no matter who
hired w hat kind of worker does it pas the term to hire"
rhe answer, in terms of economic efficiencs is for the
firm to hire those workers whose productisity is at least
SI 65 per hour If such woe kers are available it does not
pay the firm to hire workers whose value of output is
only S2 00 per hour Even if an employer were willing to
train such a low skilled worker, the tact that the worker
must be paid an amount higher than the value of his
output, plus t raining costs, makes on- the -lob training an
unattractive economic proposition

The distributional impact of legislated minima, that
is. who bears the economic burden of the law, is of con-
siderable interest As suggested, the workers who hear
the heaviest burden of the m nimum wage law are those
who are most marginal in terms 01 their skills These
are worker, who employers perceise as being less pro-
duct's: or more costly to hire In the L S labor market
there are at least two well identified segments of the labor
force who share this characteristic to a greater extent
than do other segments The first group consists of
youths in general Thes are relatively low ,killed be-
cause of their age, immatunts and lack of work experi-
ence The second group, which contains members of the
first group, are some racial minorities such as blacks
and Hispanics who as a result of racial discrimination
and other socioeconomic factors are disproportionately
represented among low skilled workers These workers
are not only made unemployable by the minimum wage
law, but opportunities to upgrade their skills through
on tfic )oh training are severely lumted by law

It is no accident that it is precisely these segments of
the labor force who are disproportionately represented
among unemployment statistics Youth unemployment.
even during relatively prosperous times, is tr.( to three
times that of the adult labor force BlutA youth unem
ployment ranges from foe to seven times that of the
adult population lr some major metropolitan areas it
is reported that black youth unemployment is 70 percent

%,tUalIN the ininirrium ,pinptipAtion wh n.A.1 he peal 4 .0,1,;r piderAhn higher Ii we indude Pingo bench, w.h a, niedi.al
And A..ident ppurAn.e So.tal ',mit. ....Arlonpa. and the like

peeple app., work kill. tp, working iiP,PiPMatwhi.h p acne thing as paring hi 'eArn InePerleri.ed dim",VOTI, a' *Apr...1,P an a linIshiwy of In411,0Cd
trained ironi. and ',iv t liar low .111,1 .iiiith. Poin
poor lamb,. are dented in oppintonii. o g.11,1 Pm 0 whin
happen. when d high nunimurn wage forbid. l... .killed worker.
par Pp paining in, he Jinni of N,14 I 100.ar ..age leen igiip
Pp the tn.. par? Are one ttid Atiotst ipwork ion

82-167 O -81- 17

as is the case in Oakland. ( alitornia
While most people are familiat with the current sta-

tistics on black youth unemployment (45 percent) rela-
me to w hue south unemployment (14 percent). not
many are awt.re that this is a recent development For
example, in 1948 black youth unemployment did not
differ significantly from that of white youths For that
sear, blacks, age 16-17, had an unemployment rate which
was less than whites of comparable age-9 4 percent un-
employed compared to 10 2 percent for whites In the
same period and into the early sixties, black youths had
a higher labor force participation rate than did white
youths

Faced with these statistical, facts, one naturally asks
why have labor market opportunities deteriorated so
Precipitously for black youths? Could it be that Amer
isan society was less rectally discrimatory then as com-
pared to now' It would be very difficult to sustain such
an argument in the affirmative Neither could one sus-
tain the argument that earlier blacks, as a group, had
higher skill les els than their contemporary counterparts
The weight of evidence produced by aradermc research

is that high unemployment for some population groups
is directly related to changes in the level and extent of
coverage of the minimum wage law Nearly all econ-
omists who have studied the effects of the minimum
wage law conclude that the most adserse unemployment
effects are borne by young workers. particularly young
minority workers These observations prompted Nobel
Laureate Milton Friedman, who has also studied the
minimum wage law, to Lail it the most anti-Negro law
on the books

Racial Discrimination

The racial impact of the minimum wage law would
exist in the absence of racial preferences on the part of
employers However, if employers have racial prefer-
ences, the minimum wage law serves to reinforct racial
discrimination To understand how this happens, one
only has to accept the Law of Demand whish postu-
lates the low, is the cost of an object of desire the
greater is its rate of sonsumption,and vise versa

For example, suppose there are two groups of workers
who are equally productive but differ in some other re-
spelt Type X workers are willing to work for 52 00
per hour and type Y are willing to work for 12 65 The
Cost to the eMpiOiStf of discriminating against type X
workers is 65 cents per hour per employee If, however,
there were a law requiring all employees to be paid a
minimum wage of S2 65 per hour. the cost to theem-
plover of discriminating against type X workers becomes
zero' According to the Law of Demand, given a taste

nla,4 rmrth. ,rifle, mart Juills, when the minimum
wage toned with higher wage iriAnnement empliper, are more
iiiiileope in hiring they fair( worker qua:111,4110n. fittaipe act rela

pool ,1,001111p higher its qua:01.am.. will el.lude black
.01111. it, greaier mom than white pinith,

Ire hnhhngr +phi Ion a partial liming of minimum wage iitudie.
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MEMBERSHIP RESPONSE TO MINIMUM WAGE _SSUES

MANDATE QUESTION

391 Are you for or aginst an increase in
the Federal Minimum Wage"

393 Are you for or against youth exemption
from the minimum wage 1/... for 16-19
year old workers'

405 Do your favor or oppose exempting
from the minimum wage all businesses
with less than $750,000 in annual
gross sales?

406 Do you favor or oppose paying workers
in public jobs programs the minimum
wage?

413 Do you favor or oppose a rollback of
the scheduled minimum wage step in-
creases to 5.5 percent for each step
increase'

427 Do you favor or oppose deferring

indefinitely the minimum wag, in-
creases schedules to go into eflurt
in January 1981?

432 Do you favor or oppose creating a
lower minimum wage for teenagers all4
students?

FAVOR OPPOSE

62 932

772 212

63% 34%

66% 302

832 122

75Z 212

802 182
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Mr Rousts Mr Chairman, I will be very brief
The materials that I and others have submitted for the record

overwhelmingly support the idea that the minimum wage require-
ments should be loosened, particularly for young people Economic
theory and empirical evidence both conclusively show that the
minimum wage creates a class of unemployables But rather than
repeat the lessons of Economics 101 or the results of numerous
empirical studies, I will just state the situation in one sentence

No prudent individual willingly pays more for something than it
is worth. Another way of' saying the same thing, given today's
harsh economic environment, is that you do not buy what you
cannot afford. Unfortunately, it is the services of unskilled, inexpe-
rienced teenagers that small business are increasingly unable to
afford because of the minimum wage Unskilled, inexperienced
teenagers typically do not yield in productivity the legislated cost
to the employer of hiring them

The minimum wage is an injustice to consumers and employers,
but particularly to teenagers An overall teenage unemployment
rate of 18 percent is nothing short of disastrous, and a minority
teenage unemployment figure of around 40 percent is verging on
criminal No humane, concerned person should oppose any propos-
al that has the least chance of turning these faceless unemploy-
ment statistics into real-life, productive, working-citizens

Chairman, the National Federation of Independent Business,
representing, as I said, the majority opinion of .539,000 small busi-
nesses, including 1I3,000 in the retail and food service industries,
55,000 in gerferal construction, and 60,000 in manufacturing, would
like to recommend the enactment of some form of a youth opportu-
nity wage, preferably the simplest, most easy to understand and
implement proposal possible, particularly the one you have intro-
duced 5n S 658

In addition, since small businesses are where teenagers and
other marginal workers most often turn for a jobfor example, in
1977 more than two out of three teenagers worked for small busi-
nesses and 5f; percent of' all employees worked for small business-
eswe would like to recommend for your consideration a broaden-
ing of the existing small business exemption from the minimum
wage law to bring it more in line with the pre-I906 form; that is,
we would like to see it expanded so that all businesses with less
than $2 million in gross sales are completely exempt from the
minimum wage law The current exemption, as you may know, is
for !CAI and service industries with less than $325,000 in gross
sales But prior to 1906, the level was hl million, and we would like
to see it brought closer into line and adjusted for inflation to that
number

Even on a trial basis, either or noth of these ideas ought to be
tried in the name of compassion, if not in the name of economics.

That is basically it. Mr Chairman I would be happy to answer
any questions at the appropriate time.

Senator NICKLES. Thank you Are your guests owners of' small
businesses'

Mr Rousts Yes I will go to Mr Thorn first, if it is OK with you
Senator Nu'KLES Mw, I ask them questions?
Mr Roust' Certainly
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Senator NICKLES. Mr. Thorn, I will ask you a question How
many people does your business employ'

Mr. THORN. We have a total of four.
Senator NICKLES Four?
Mr. THORN. It is a small employment placement business.
Senator NICKLES. Do you pay minimum wage?
Mr. THORN. No, sir.
Senator NICKLES. Do you pay more than the minimum wage?
Mr. THORN. Yes.
Senator NICKLES. If we enacted any or all of the laws we are

talking about. do you think this would enhance the likelihood that
you would employ more people?

Mr. THORN. No. I have no personal ax to grind on whether the
minimum wage goes up or down other than how it would impact
employment or wages as a whole. My primary experience with the
minimum wage is through my contact with employers for whom we
work, and I can report what my perceptions would be of what their
actions would be in working through us. We do not place people in
minimum wage, simply because people in minimum wage are
either low skill or no skill or no experience, and no employer is
going to pay a fee for us to find him a low-skill worker.

As a result, that low-skill worker really has nobody going to bat
for him or trying to find him a job. Now, I submit that the public
employment service is charged with that responsibility. They have
so many responsibilities spread across the board that they are not
able to focus their full attention on the low skilled. It is a lot easier
to place a com_puter programer than it is to place a 10th grade
dropout with no experience.

Senator NICKLES. Mr. Burkhart, would you tell us a little about
your business and what this would do or not do to your business?

Mr. BURKHART. Well, in the past, I have always hired employees
through the distributive education programs in our local communi-
ty. Since the last two increases in the minimum wage, I have had
to cut back on the number of young people I employ. I now hire
adults on a part-time basis, as I can get the maturity for the same
price.

These increases have also caused us to cut back on the total
number of employees and, of course, we regret this very much. The
pleasures of working with young people and teaching them and
seeing them develop and move on to colleges and universities and
become young adults in our society are missed by us.

I think we need some assistance in the area of a subminimum
wage.

Senator NICKLES. Who needs assistance more? Do the young
people need it more or the businesses? A lot ct people are saying
this will only benefit "XYZ" company, but I have not heard many
"XYZ" companies comit,g forward and saying, "Hey, this is going
to be a great benefit to us."

I see the real economic benefit going to the person that cannot
find the door to economic opportunity.

Mr. BURKHART. Well, as I said, we use young people through the
nigh school programs. Since the wages have been raised, I have
terminated four employees.

Senator NICKLES. Young or old?

i)14
4.. L; i
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Mr. BURKHART. Young employees. I also, as I said, use the older
people now because I have to pay the minimum wage. As Senator
Williams mentioned a while ago, I have a permit so that I can
work six full-time students at 85 percent of the minimum. I do
have a permit, and I use that permit for some of them now.

Senator NICKLES. Have you found that permit to be bureaucratic,
or a nuisance?

Mr. BURKHART. Well, there is paperwork involved; you know,
timesheets have to be kept to make sure you do not work more
than six per day.

Senator NICKLES. Is that a hassle; is it worth the difference? I am
an employer too and I do not- -

Mr. BURKHART. Most of mine make minimum wage, with the
exception of the 6 on the permit. So, I basically have 14 making the
minimum wage, and then 6 that are not.

Senator NICKLES. Mr. Roush, you work for the NFIB, is that
correct?

Mr. ROUSH. Yes, sir.
Senator NICKLES. You represent thousands of small businesses of

small sizes. Do these businesses have under 100 employees?
Mr. Roust'. Our average member has 11 employees.
Senator NICKLES. Do you have a very strong belief that if we

were to adopt the bill which I have proposed, which would exempt
persons under the age of 18 from the minimum wage, you would
see an increase in the number of jobs or a displacement of people
who are presently in the system?

Mr. Rousa_ From our own internal information, I am convinced
that we are talking about new jobs. In 1977, this employment
report that I have submitted for the record investigated new
hireswho they were and how much it cost an employer to hire
themand how many applicants he had for any given job at any
given wage level.

For the unskilled manual and sales categories, where typically
teenagers are employed, and typically temporarily, there were
almost four applicants for every job at that time. This summer, we
are going to be doing a followup study, which hopefully will bring
into sharper contrast the fact that we are talking about new jobs.

In addition to that kind of systematic research, we have anecdot-
al information, letters we receive from our members, and these
pollings that we do just on "pro" and "con." These six issues that
we polled are over a period of 4 or 5 years, and they are always 90
percent in favor of reducing the minimum wage. They always
generate letters, of course, when we poll them, and all of that
evidence is that it would create new jobs, particularly for young
people.

If I might, Senator, the program that Senator Williams indicated
is not being usedthe student certificate programthe figures
that I have do not tell me that it is not being used; they beg to be
further investigated For Instance, in 1977, in just the retail and
service industries alone, 19,000 of those certificates were issued. In
the last fiscal yearagain, just in the retail and service indus-
tries-30,000 of those certificates were Issued. So, it is not clear to
me that the program is not being used.

)
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Senator NICKLES. I personally have serious reservations about
looking into that program and seeing all the redtape that is in-
volved; I can see a lot of employers taking a peek at it and saying,
"No, it is not worth the hassle.'

I might ask you another question. You indicated something that
very closely paralleled a point I made in my opening remarks.
Basically, I think, many peopleI do not want to paraphrase and I
will let you restate your wordsmany 16- and 17-year-olds, with
their limited skills and limited experience, et cetera, are not worth
$3.35 an hour or $134 a week, and therefore that is the economic
consideration.

Let us say they are worth $100 a week, or $2.50 an hour, and in
a very marginal business, maybe that can be determined. A lot of
small businesses may not be able to pay the difference between
$100 and $134, not to mention the added cost of matching social
security, etectera.

Do you think that difference is the real limitation and is closing
the door of employment? It is economic reality that 16- and 17-
year -olds who are prohibited, by the act we are discussing, from
working in industrial jobs, et cetera, do not have those skills and
perhaps should not be in the same "base, protective minimum
wage" level as adults?

Mr. ROUSH. Yes, sir. Although it has been characterized in the
past by people opposing change in the minimum wage as somehow
lacking compassion or lacking in humaneness to talk about people
not being worth $3.35 an hour, the question is not whether the
people are worth $3.35 an hour; it is whether their skills are worth
$3.35 an hour.

All of the evidence we have from small business owners, who
hire most of the teenagersshow that their feeling is that they do
not get back in productivity the $3.35 that it costs them. It is as
simple as that. It is hard for me to understand, frankly, somebody
who cannot understand that.

Senator NICKLES. Senator Williams, do you have any questions?
Senator WILLIAMS. Yes, thank you.
I nc.' . in your statement that in response to your polling, 21

percent were registered in opposition to the subminimum wage.
Mr. ROUSH. Yes, sir.
Senator WILLIAMS. Did you follow up to get any reasons why

they opposed the idea of a subminimum wage?
Mr. ROUSH. Not in a systematic way In this report that we did

on employ.ncnt. there was some investigation of that nature. It
seems to indicate primarilyand I am speculating, franklythat
people who were opposed to it were people who do not deal with
minimum wage workers, and there are those high-tech firms in the
small business community that do not ha're dealings with these
kinds of people; they have no need for this type of employee. That
is the only thing I can speculate. Then there are, of course, people
who, just for philosophical or moral reasons, or whatever reasons,
oppose it, and I wohld assume that they compose part of that 21
percent.

Senator WILLIAMS On the student certification program for the
subminimum, I do riot believe I said that it is not being used. I
wanted to suggest that its acceptance has been negligible in terms

.)L,
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of the opportunities that are offered which suggests to me that it
does not impress itself as that degree of critical need that propo-
nents of the subminimum s'iggest.

We have always thoughtand as a matter of fact, I have thought
this since 1972 when the thought became indelibly impressed on
my mindthat there are certain areas of industry that were par-
ticularly eager to have an opportunity to employ people at less
than the legal minimum wage. The fast food industry has over the
years since 1972, strongly indicated that their kind of operation
lent itself, in their terms, ideally to employment opportunities at a
subminimum for youth.

I was surprised when I learned that the fast food industry as an
industry and their major participants in the industry indicated
that that is not the case this year

Mr. ROUSH. Mr. Chairman, that is one of the reasons I cited that
figure of 143,000 of our members that are in the retail and food
service industries. Our contention is that despite what some of
those industry representatives say, we probably represent more of
those kind of businesses than they do, and our members would like
to see a subminimum wage.

Senator WILLIAMS. There is just one other point, and this will be
dealt with, I think, by Mr. Kirkland later on. A true bonanza of tax
credit now exists for the employment of certain categories of
people, including youth from the disadvantaged, low-income fami-
lies, and it is rarely utilized.

It just impresses me that you can theorize a great result from
the subminimum wage in terms of new employment opportunities.
But we have to look at whether these opportunities will in fact,
follow. There are so many unemployed now from all strata of
society that I am wondering whether we would get any significant
employment oportunities out of a youth subminimum.

Mr. ROUSH. The job tax credit you are speaking ofwe polled our
members on that before it was considered, and they substantially
rejected the idea before it was implemented. They were telling us
that they, in fact, would not use it, and I think that history has
borne that out.

Perhaps Mr BurkhartI do not know if he is even aware of it as
a small businessman. But if he is aware of it, I doubt that he uses
it.

Mr BuRKHART. I am aware of it, but I do not use it.
Senator NICKLES. Senator Kennedy or Senator Quayle, do you

have any questions?
Senator QUAYLE I just have one question that maybe has already

been gone over.
Do you have any dataand maybe you have it in your statement

and I have not had time to read iton this displacement issue?
There seems to be an argument that you hear time and time again
that if a subminimum wage is adopted, there is going to be dis-
placement; that they are going to hire young people in place of
adults

Do you have any information that you can share with the com-
mittee on that particular issue?

Mr. ROUSH. At this time, internally generated information on
our own research, we do not have. By the end of the summer, we

CQ I
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expect to have some because we have commissioned an employ-
ment study; it will take that long to complete.

The only information we have is anecdotal information from
members like Mr. Burkhart, who tells us that he wili not be firing
experienced workers to hire inexperienced, subminimum workers.That is the only kind of evidence we have right nowanecdotal
information.

Senator QUAYLE. Do you have any information as to the tax
credit or the wage subsidy that we have in place now; that there
has been any displacement and that there has been a bias toward
youth and away from adults?

Mr. ROUSH. We have no information on the tax credit.
Senator QUAYLE. You do not have any information?
Mr. ROUSH. I do not think many of our members use it at all.
Senator QUAYLE. Thank you, Mr. Chairman.
Senator NICKLES. Thank you, gentlemen. We appreciate your

interest and your testimony on behalf of the subminimum. I amgoing to call that the youth opportunity wage, not the submini-
mum.

Mr. ROUSH. Thank you, Mr. Chairman.
[The prepared statements of Mr. Roush and Mr. Burkhart

follow:1

19 .
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STATEMENT OF

MICHAEL 0. ROUSH

LEulbLAlIVL REPRESENIATIVL
NATIONAL FEDERATION OF INDEPENDEM BUSINESS

before Senate Committee on Labor and Human Lesources,
hubcarimiccee on Labor

Subject Youth opportunity wage

Date larch 25, 19d1

Mr. uhairman. I an Nicnael Roash, Legislative
bepresentative for

tne Federation of Inuependent business (NFIb). I dal

pleased to have this opportunity
to testily concer^inb youth

employment and possible changes in cne Fir Labor Standards Acc.

Accorapanyin4 we today are cnree heathers of the NFIB. They will

te3lily concerning their o,,n nasiLesses and ho.. cnanges in the Fair

Labor Standards Act would at-reit tncm.

NF lb 'rage Position

Onali Ous:nesses are particularly
victirized uy tne current

hostile economic ensiror&ent.
The': are unable to absorb the

na,erous costs that result from inflation and nigh interest races.

Consequentif, an inordiratelf lar4e number
are faliing and

relativeli sew people are able to start new DUSIneSStS.
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Assume 61,e inefease results in an extra cost to an
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labor of vri.u, 0.0u1 s.1/ ln,y nave shown that certain

classes of worKer, have a greater ueuanu elasticity than others.

Teenage workers, ior instance, are a ,itehly ela,tic labor

commoolty. Adult worker,,, on the ,Aner hand, w, a nave had years to
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demand elasticity. Chts "eons youth are trio likely to be
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This would presurt a s,,r,uu, problem to labor. Small businesses

create the great majority of new jobs. Fortner, small businesses

employ well over halt the people woo in this country. In the

retail trade alone, in IY77, about 56 to 57 percent of all employees

acre e,ployed by tires with less than 5u employees. It is not

Likely [flat it scat! businesses disappear tror the commercial

comubnIty, remaining large fires will hat,e the inclination or

capability to hire the excess labor.

It is operative that policy makers be cognizant of tne special

economic realities of small businesses. otnerwlse, legislation will

only exacerbate el nearly intoleranic situation. Accordingly, .FIB

sports a subwtantiai broadening of the small business exemption to

the tai' Labor Utandaros Act, and sane tort- of youtn upporturity

wa,e.

Prior to the fat: ,...bur Stanacrbs rcicnomencs of 1;66, the annual

bollar volume test for entcrbr,se coverage, founu in the Act's

definitior, ut enterprise, as $1,0cc,ube. locay, alter inflation, a

comparaule annaai uallar cAu c test would hate to be about

id,c' ,,uk.. ho'weccr, since the I ,E,(_ and 1Y,7 !,enumehts, because of

le,l,lative tht_ annual dollar vole:, test ranges between

and $aou,,et. In is Is inadequate.

In orer to create a ,sore nespitubit e,_onoolc enviromfent for

S;,,11 bu,ine,,e, and ceenacers in toe labor c,unmet, the definition

ci enterprise soaulu be a,cn,c, Co .Lluce any fir- teat nab an

annual gross ,ales ,_11,,7,e 01 les,, than $L,_,,l_,0 This would
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greatly simplify the as.t ano ex,mpt a larger number at small

businesses, althuugn not as many as were exe,-pc
prior to the lsbb

amendments. In audition to eosin e,onoi.IL. pressLrP on small
business, this exemption would create a greater demand for labor,
partIct_ldriy cur young people.

'iwfb also supports the creation of a youth submInimurt wage.
Ibis woulu dhow employers to uoy voutn

employees less than adult
employees. The purpose of sucn a wage structure is to ease
SpeCiliCally tne unemployment

problem of youth. The theory is that
the job market for youth

would ,..ruw and employers ,oalo hire mote
people.

Economists who have studied
the issue tend to agree that . 10

percent Increase in the minlm.ur, wa,e rate cause, a 1 to 3 percent
decrease in employment among teenagers.,, lnis happens because an
increasing, minimu-, wage

evenLuJI.Jy excecuc the value of voutn
lauur. consequently, it is Lost ef',ctivt for an employer to not
nire young workers or to eliminate thus,- Juts that t,,ptcally have a

procurtlytty Yield of less than a,inimu, sage.

Dame.' y. ha%tier.vsh,
a .,i,hidn 'state Lniyersity

economist,
bound tndt. a ;5 percent

suo.inimum *wage ,.daulo significantly reduce
youth unelploy.ent. ii.rtner, thi, could it acco,p11,ned wild
rel3t1V,Ay little en,rOuLnricnt on the adult job ,,,arheL. Such a wage
structure, he ,:hnLem.1,. soul.

create Ini,+4,0 J0',. for teenagers at a

cost of 41,00o joh, to addits. ibis is a ratio of S. nee jobs for
teenager, at a ,0,.: )1 1 JOL, for a- mutt,

S2-187 0 St --V
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Would Such a cost be outweighed by the benefits of providing

Jobs for 381,00U teenagers' These 381,000 new jobs would have

reduced teenage unemployment in the summer of 1980 by over 18

percent. This is a signitIcant gain on a steadily increasing

teenage unemploymert rate. Tee age unemployment has its own

consequences, a lower GNP and a growing crime rate are examples.

A youth subminimum wage would have benefits for small business

as well as . r youth liner. Employers could once again employ

teenagers to oo jobs that are not highly productive and were

eliminated because of a high minimum wage. Examples of these types

01 Jobs are hage,ing grocercies, cleaning windshields at service

stations, helping customers at a store, etc. This would make small

business, particularly retail and service firms, more appealing to

customers becau .e of the inr rased services they could provide. The

ultimate result is that small businesses are better able to compete

with large businesses.

NFIn opposes indexing the minimum wage because indexing removes

the issue of rising labor costs from public attention. lye Congress

snould be conscious of every increase of the minimum wage. Tor, only

way this can be insared is to require Congress to take an

affirmative, express action to raise the minimum.

Pecause the stated intent or he minimum wage is to increase the

purchasing power of low wage earners and to redistribute income, it

is not appropriate for the issue to be uenied the full attention of

the legislature. Indexing toe wage rate would have that effect.

irp-,.
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The diiect econjmic effects of indexation have already been

alluded to. Whenever minimum wages go up and exceed the

productivity level of some workers, those workers will become

disemployed. Furtner, price instability is encouraged because of

Lost increases to businesses. Index, ion, theretore, contributes to

unemployment and inflation for the sake of convenience to Congress.

Conclusion

In conclusion, I would like to point out that a number of

resuresentatives of he husincs cciamunity have recently expressed

indifference towarc cnis issue, or come out against the proposal.

The liFIB represents ever halt willion small businesses. Our

membership has been polled on the ISSUe and they were overwhelmingly

in favor of the idea (77 for, Glk against). Big business may not

support the idea, but small business dces. Further, the serious

youth unemployment proClem ulust be ameliorated. m loutn Opportunity

Wage and a broader small business exciption ,oulu :le of great help

in chi:, revird.

Thank you.

() .,4 0. ,)
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STATEMENT OF

Mr. John burkhart
Aurfreesboro, Tennessee

Before- Senate Committee on Labor and Human Resources,
Subcommittee on Labor

Date. March 25, 1961

Mr. Chairman and Memaers of the Labor Committee

My name is John Burkhart, and I operate a young men's and young

ladies' clothing store in Nurfreescoro, Tennessee. In the past I

have always employea yoang persons in my store until the last two

increases in the minimum wage. I have worked through the

Distributive Eaucation Programs in the local high schools of our

community.

Since the last two increases in the minimum wage, I have had to

cut back on the number of young people 1 employ. I now hire acults

on a part-time basis as I can get the maturity for the same price.

These Increases have also cauaea us to cut back on our total number

of employees, and I regret this very much.

The pleasures of working with and teaching young persons ano

then seeing thew develop and move on to colleges and universities

and become a young adult in our society is missea oy us.

Because of this, I respectfully request that the Committee

consider lowering the minimum wdge for stuaents ana teenagers.

Il)",,
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I would also like to address the gross sales requirement

concerning minimua, wage. In 196,,t, the gross sales requirement,

before the minimi.1 wage was required, was $1,000,000. Since that

time, this dollar level hes been lowered. Due to inflation, I feel

the requirement actually shoulu have been raised rather than

lowered. I, therefore, sugr,est that the requirement before a

mercnant must pay minitrum wage be increaseu to $2,000,000 to assist

the independent businesses in tneir fight against inflation. I wish

to point out tnat I believe the independent businesses of America

are the uackbone of the nation. Their owners live ano work in the

comn,unities and put more tl:e anti effort into the community than

most other groups.

In the past few years, ban.ruptcies have taken their toll on tne

ihoepenc,ert businessman. uurtn.; titles of high initation, this

will in,red,e, an tne independent budineccman needs all the help

this Loma-ittte can give to maintain his buciness. By helping

the small an inaepenuent businessman, you will also be taking a

giant step tO*.ard redu,:tn_ the teer.aze unemployment rate.

Your con,iaeration ,A" ,ry suggestions regarding tne minimum wage

and the gross sues requirement before rinimum wage will be greatly

appreciated.
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Senator NICKLES Our next guest is Mr Lane Kirkland, who ispresident of the American Federation of Labor and Congress ofIndustrial Organizations.
Mr. Kirkland, might I ask you to introduce the people who arewith you

STATEMENT OF LANE KIRKLAND, PRESIDENT, AFL-C10, AC-
COMPANIED BY RAY DENNISON, LEGISLATIVE DIRECTOR,
AFL-CIO, AND RUDY OSWALD, DIRECTOR OF RESEARCH,AFL-C10

Mr KIRKLAND. Thank you, Mr. Chairman. I am Lane Kirkland,president of the AFL-CIO I have with me Ray Dennison, thelegislative director of the AFL-CIO, and Rudy Oswald, director ofresearch.
Senator NICKLES Welcome, gentlemen, and we welcome yourcomments and input on this particular legislation We would liketo also ask you some questions.
Mr. KIRKLAND Thank you, Mr. Chairman. You have my fullstatement. In the interests of time, I will abbreviate it.
Senator NICKLES. Thank you.
Mr. KIRKLAND. Mr Chairman, I appreciate this opportunity topresent the views of the AFL-CIO on amending the Fair LaborStandards Act to provide for a youth minimum wage differential. Inote that the bill titles all purport to offer youth opportunity. I donot believe that most teenagers would view a subminimum wage asan opportunity wage, nor do I believe that teenagers currentlyemployed at or above the minimum wage, or adult workers whoare paid relatively low wages, would accept the creation of a newclass of workers who will displace them at 75 percent or 85 percentof the minimum wage

The AFL-CIO is opposed to a subminimum wage for a number ofreasons. We believe that the minimum wage represents a floorunder wages that no worker, whether young or old, black or white.should be asked to work for less than the wage floor.
We are concerned with the high level of teenage unemployment.but we are equally concerned with the fact that there were 7.8million unemployed in February 1981 and that 6 million of themwere 20 years of age or older. We recognize that the economy isgenerating too few jobs for the old as well as the young. The

answer to this problem is the creation of more jobs, not a stmer-lowwage pool of exploitable young workers for the same businessesthat are being granted tax breaks.
Those who seek a lower wage floor for teenagers must accept thefact that a two-tier minimum wage would create higher unemploy-ment among older workers. They are opting for equalizing therates of unemployment in the various groups rather than eliminat-ing the cause of unemployment. They are fostering discriminationon the basis of age. encouraging school dropout, and creating ten-sions in the workplace
There is so much talk today about what the public wants andexpects from the new administration that you may be interested inthe findings in a recent Gallup poll of February 1981 dealing withthe subminimum wage issue Among the key findings in this pollwas that the views of those respondents who were familiar with

I
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the proposals for a youth subminimum were almost equally divided
for and against the proposal

however, opposition to such a wage was greatest among those
groups which would be directly affected by the subminimum;
namely, teenagers and younger adults, blacks, and those with less
formal education For example. of those expressing views on the
subrninimum wage, almost 60 percent of the youths aged 18 to 2,1
;he lowest age grouping shown in the surveywere opposed, and
about 70 percent of the blacks were opposed.

Senator NICKLES Mr Kirkland, might I interrupt. I think you
were out of the room when I stated this, but we asked or requested
all of our guests try and hold their remarks to about 5 minutes. I
think we all have some questions that we would like to ask you.
We will submit your entire statement into the record. I think other
members have also read your statement

Mr. KIRKLAND. I am perfectly happy to stop it at any point, sir. If
you want to proceed to questions now, It suits me.

Senator NICKLES. Well, I would welcome that and I think other
members would too. I will begin

Do you represent any members that are presently paid the mini-
mum wage?

Mr KIRKLAND. Yes, sir
Senator NICKLES. What percentage of your organization receives

minimum wage?
Mr, KIRKLAND. A small percentage, sir.
Senator NICKLES. Senator Percy gave a very strong argument for

the possibility of a trial area. He mentioned a couple of cities of
possibly expanding that into, particularly in the many areas across
the country that have very high youth unemployment.

You mentioned that you are opposed to the existing proposals.
Would you be opposed to the trial in select areas?

Mr. KIRKLAND The trial of a subminimum wage in selected
areas?

Senator NICKLES Let us say exempting young people from the
minimum wage, or a differential of 75 or 85 percent of the mini-
mum wage for areas like Chicago, New York, and Los Angeles.

Mr KIRKLAND. Yes, sir.
Senator NICKLES You would be opposed to that?
Mr. KIRKLAND. Yes, sir. I am opposed to it for the reasons that

we state; I see no reason to be for it on a partial basis
Senator NICKLES Would it have any negative impact to your

organization?
Mr KIRKLAND My organization? It would have a negative

impact to the objects, aims, and principles of my organization,
which is to try and elevate the conditions of life for working people
in this country

Senator NICKLES We are talking about working people, and I
share your concern I will totally agree with your statement that
the answer to the problem is the creation of more jobs. Some of us
are trying to come from an area to create more jobs.

It seems as if the $3 35 figure has priced many jobs out of
existence We heard testimony from small business groups where
they determined it is no longer feasible to have the grocery boy
sacking groceries or mirriebody wiping your windshield when you



fill up your car, that is the small, incidental type jobs that many of
us had as our first jobs when we were growing up I worked for a
subminimum wage or less than a minimum wage for a period of
time But a lot of those jobs have now disappeared, as the Fair
Labor Standards Act has been expanded and broadened.

I think I share your concern that we want to create more jobs. it
is just how we go about doing it I see that young people do not
reao have a representative. Labor is not representing them; busi-
ness is not really coming forward Some business groups have, but
a lot of business groups have not because they do not pay mini-
mum wage; it does not affect them.

The young people who are unemployed are the ones that do not
seem to have a representative. What we are doing right now is not
working As Senator Percy testified, and I agree with him whole-
heartedly, some of the ideas Congress has suggested, whether they
be incentives, the Government picking up the difference or the
educational programs. are not working

Do you have any alternative ideas which we could use to get
more of our young people back to work?

Mr KIRKLAND. Sir, we believe that the problem is a function of
the general state of the economy. We do not believe and we do not
share what you suggest, that the minimum wage has caused any
increase in unemployment; we believe the contrary. We believe
that the appropriate response to youth unemployment and adult
unemployment is to pursue measures that would expand the econo-
my and create job opportunities.

We have put forward from time to time, in a variety of forums,
programs to pursue to achieve that objective I do not believe, sir,
that the proposals that are at issue before this subcommittee will
create any jobs.

Senator NI'KLES. One additional question. I read your testimony
where you mentioned your concern about the unemployed teenager
displacing someone who has been in the job market. Do you think
that many teenagers, for example 16- or 17-year-olds with little job
experience, would replace any of the members of your organization
from a job'' Do you think we are really going to be knocking people
out ofjobs with 16- or 17-year-olds?

Mr KIRKLAND Well, sir. I am not expressing a concern solely for
members of our organization We are expressing a concern as an
organization that is concerned with the general interests of work-
ing people in this country, and we are asserting that view We are
convinced that there would be a displacement effect. on grounds of
simple commonsense. on grounds of interests on the part of em-
ployers, and on sonie suggested material from studies.

Senator Nicxl.Ks Thank you
Mr KIRKLAND. Now, there is a commission in place that is

supposed to be examining that aspect of the problem, as well as
others I have a paper by an analyst from the Congressional Re-
search Service dealing with the targeted jobs tax credit program

Senator Ntext.Es. And I appreciate your-
Mr. KIRKLAND Although the evidence is not in completely and

the studies are not complete. the evidence suggests that windfalls
and substitutions in the program may Ix substantial

0
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Senator NICKLES I might ask you one other question. because in
your statement you did refer to the study of the program You are
talking about the study which will be released in June, 1S1

Mr KIRKLAND Yes. sir
Senator NICKI,ES It mentioned every indication that youth unem-

ployment has not been reduced by the tax credit nor could unem-
ployment be reduced by a subnummum wage Did you participate
in that study?

Mr KIRKLAND Did I participate in it?
Senator NICKLES Yes
Mr. KIRKLAND. No, sir
Senator NICKLES I was just wondering. The study has yet to be

released but we hear rumors about it I did not know if you were
involved in it.

Senator Williams
Senator WILLIAMS Thank you, Mr Chairman
Mr Kirkland, thank you for your full statement; it would have

been nice to hear you state it personally, but we will read it I read
it late last night. and I think I will go back and read it again

Mr. KIRKLAND I do not think It will contain any surprises to
you, sir

Senator WILLIAMS No, but there is a lot of information that is
necessary for all of us, and maybe in our questioning, some of those
aspects of your statement will appear.

Certainly, we hear a great deal from those who propose a sub-
minimum for youth that it is their feeling that this will be a
motivation for the creation of new jobs I just wonder whether, in
cur economic history, there has ever been a time when lowering
wages has stimulated the economy and brought new opportunities

Mr KIRKLAND Well, if that theory were true, sir, in the depths
of the Depression when there was no minimum wage we should
have had no unemployment. (Laughter.1

There was no minimum wage until the midthirties, so why did
we have all this unemployment if unemployment responds to re-
ductions in wage? In fact, sir, it has always been my understand -

ing--I may be primitive on economic theory, and I admit itbut I
believe that economic theory. no matter which side of the fence one
may be on. is based on real values in real terms, and not on money
terms.

In fact, the real value of the minimum wage is going down
Theoretically, if there were a direct cause and effect rule involved,
unemployment should be going down with it, but it is not I do not
believe that cutting wages in any way increases employment oppor-
tunities. whether you call it a subminimum wage or any other
wage reduction scheme

Senator WILLIAMS We have responded to the need to create
youth and disadvantaged employment opportunities through a vari-
ety of existing programs We have' done it with the student certifi-
cate program; we have done it with a tax credit for targeted
groups. including young, poor kids, and we have done it with
employment and training programs You dealt with that in your
statement

Mr KtRKIAND Yeti
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Senator Wu IJAms What is the broad conclusion in tei ins of
impact and effect of those programs. tax and otherwise. that are
now in place. directed at the disadvantaged young people who are
unemployed'

Mr KIRKLAND In rn view, sir, and in my experience I am
convinced that the programs that worked are those that were
based upon training for job opportunities, where those opportuni-
ties exist, together with placement and outreach We have been
engaged in the development and operation of a considerable
number of those programs

We did have, until currently or in the near future, as one of the
activities sponsored by the AFL-CIO a human resources develop-
ment institute which was organized and put in place and super-
vises a considerable number of job training programs and job place-
ment programs directed specifically at youth. particularly disad-
vantaged youth In our xiew. they have been quite successful They
are closely linked to the ultimate aim of placement of people who
have had many disadantages in their backgrounds. educational or
otherwise, overcome through the training programs and because
they are being helped in the area of placement That, sir, together
with a broad economic program or broad program seeking the
expansion of job opportunities at large in this country. as well as
meeting the country's essential needs. is the path to resolv'ng this
problem

Senator WiwAms Thank you One of the efforts that has proen
just what you say is the Job Corps program

Mr KIRKLAND That is correct, sir.
Senator Wit.taAms One of its strongest ad'.ocates will be the next

person to question you, Senator Hatch
Senator LIA-rett I am glad we agree on that [Laughter I
Mr. Kirkland. although you and I do differ on this particular

issue of the youth opportunity wage, I think there is at least one
point upon which you and I agree, and that is the value of real-life
experience as opposed to intellectual abstraction, theoretical
models or ideological beliefs hteially. 1 know that you and your
colleagues in the American labor movement are eminently practi-
cal men and women, and I respect that

Unlike the bureaucrats in Washington. I dunk that your mem-
bers are severely affected by inflation, by a sluggish economic
actRity in this country, and the severe depressions that occur in
some geographical or ,Tononuc areas I also know that een in the
labor movement, you are experimenting with cutting wages, which
is almost forced wage cutting as a result of, in many respects.
unfair international competition of foreign government-subsidized
material. equipment. and manufactured items coming into this
country You and I are not too far apart in those areas

I think ou ha to agree. too. that our young people are suffer-
ing. today. unprecedented unemployment. especially the minority
kids in this country The thing I am worried about is that Are have
had a lot of Federal oath job plow:tins. and I think that the
statistic's show in most cases that they ha% e not worked as well as
we would like them to work

I happen to support. as my dear friend Irma New Jersey indium-
ed. the Job Corps proLzram because I think it is one of the few
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programs that gives these structurally-unemployed kids an oppor-
tunity to learn skills that they would never otherwise have the
opportunity to learn. We fought, to maintain that program intact,
even though we probably have over-funded it, because they cannot
spend all the money they have now due to a lack of cooperation in
some areas of the 1.rusiness community

But the President once stated
The country needs. and unless I mistake its temper. the country demands bold,

persistent experimentation It is commonsense to take a method and try It It it
fails, admit it frankly and try another But, above all, try something

Mr. Kirkland, as you know, that statement was made by Frank-
lin Delano Roosevelt during the depths of the Depression.

I have basically two questions. One is, is it not time to try some
of these new ideas and see how they work? To see if a youth
differential really displaces older workers, if it really causes a
disruption in the work place, and if it really does not expand
businesses to create more jobs? Is it not worth a try?

The second question, which is related is, if you cannot tolerate
this type of an approachand you have indicated that you cannot,
and I respect your viewpointthen what approach would you have
other than more and more Federal Government jobs, or is that the
only approach you can come up with?

Mr. KIRKLAND. Well, on your first question, Senator Hatch, I am
all for experimentation where reason tells me that there might be
an opportunity of progress flowing from it. My reason convinces me
that the experimentation in this direction will be destructive and
negative, and that leads me to our position of opposition to it. I
think that is based on some life experience as well as history and
the results of specific programs that have had that net effect of
making available to employers very cheap labor. In other words, if
I think something is a plague, I certainly do not want to experi-
ment with it

On the question of alternatives, I think we have put forward
alternatives. In the first place, I think that the specific, concrete,
targeted approach is preferable to experimentation with theoretical
abstractions of this kind; by that, I mean job training programs
connected with job placement programs in avenues that have a
future. not in marginal or transitory employment.

In turn, the extent in the future to which training opens up for
young people depends heavily upon the state of the economy and
whether or not our basic industrial base of this country is expand-
ing or declining. Unfortunately, currently it is declining; I think
that holds the seeds of future disaster.

We have put forward programs that would, in our view, warrant
a strong commitment in the direction of the industrial revival of
this country in the private sector. We have also advocated a good
number of measures that are aimed at reviving and restoring the
economic and social infrastructure of this country in terms of
urban services and facilities. We continue to believe that that i.5
the path we ought to follow.

I believe that we have today, for example, a tremendous shortfall
in the housing field in terms of housing constructiona great area
for providing expanding opportunities for young people, if we had a
healthy construction industry. But we are building just over 1
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million houses and we need 2 million houses a year to stay even.
And the major element or force in our society that is destroying
the housing industry and that area of opportunity for young
people, and one that opens the door to good pay and personal
enrichment, reward and satisfaction, is exorbitant interest rates.

If I were to name one problem that ought to be overcome that
would open the doors and expand jobs and open the doors the
opportunity, it would be policies directed to turn around these
exorbitant interest rates that have, I think, contributed more to
economic stagnation of the young and adults than any other single
factor.

Senator HATCH. All I can say is that we differ on the matter I
could ask a lot more questions, but maybe I can submit some in
writing to you.

The thing that haunts me is the young black boy who came to
me; he was, I think, 16 years of age. He just begged me and he said,
"Senator"he caught me in the hall and he just said, "Give me a
job." He said, "I do not care what you pay me or whether you pay
me at all; just give me a job and train me and then I will make the
minimum wage or better." He said, "My problem is that I cannot
even get a job."

Mr. KIRKLAND. I agree with that, sir. The people in this country
want to work; the people who are unemployed want to work and
they want jobs. It is commonplace nowadays to see stories and
pictures of some company offering 10 or 15 jobs and 5,000 people
lining up for those jobs The jobs are not there

Senator HATCH. Let me just say this: I want to compliment the
AFL-CIO, the UAW, and other unions that are cooperating with
the Job Corps program and providing training within that pro-
gram As you know, we have a model program in Utah, where we
have a large number of enrolled young people and an excellent
placement record of young people into responsible jobs, with all the
self-esteem that comes from working.

We have noted with a great deal of interest and appreck,tion the
efforts that the union movement has put forward to train young
people.

Mr. KIRKLAND We are deeply concerned, sir, about what the
future holds in that area. We have our people working in our
human resources development institute operating on a month-to-
month basis.

Senator HATCH. We appreciate that.
Mr KIRKLAND. We have to tell them that we cannot expect that

they are going to be able to function very much longer.
Senator HATCH. I might mention one other thing with regard to

youth employment. It bothers me that recent economic surveys
have shown that a 10-percent increase in the minimum wage re-
sults in a 1.2-percent decrease in youth employment. I think there
are union leaders who will admit that increases in the minimum
wage result in more youth unemployment. It is something that
concerns this committee a great deal, and I suppose it should
concern us all

Senator NicKLEs Thank you, Senator Hatch.
Senator Kennedy
Senator KENNEDY. Thank you very much, Mr. Chairman.



I do want to join my colleagues in welcoming Lane Kirkland to
our committee to address this issue I think it is important to
realize, as Mr Kirkland points out, that the question about how to
deal with the problems of youth unemployment is not really a new
one I have heard Mr Kirkland speak about this on a number of
occasions, and the AFL-CIO has taken positions on this in support
of programs which have been developed by t'iis committee over a
period of years

I think all of us are concerned, obviously, that we have not made
all the progress we would like to make in dealing wall what is an
extraordinarily complicated and difficult Issue

I think It is also important to recognize, as Secretary Donovan
mentioned yesterday. that there really is no easy, simple answer to
it There are those that have suggested or thought that if we
eliminated all the training programs to provide skills to young
people and the supplemental educational opportunities to young
people, and then provided a subminimum, we had solved the prob-
lem There are those that think that because we have not answered
all of the problems in terms of youth unemployment in the past
with the 'programs that have been developed, we ought to just
move on out into this area.

Of course, I am interested in that theory because sometimes,
those that make suggestions or recommendations have been those
that have been complaining- about social experimentation over the
period of the past

Here, we have seen, at least within the administration, dramatic
reductions in the support programs fur providing both training and
skills to young people and in the supplemental education program
There has been resistance, by some of our colleagues hereSenator
Quayle and othersin accepting a total abandonment of that kind
of an approach

We heard from Secretary Donovan Yesterday and I had urged
him to go out and visit some of the training programsthose
programs that have been working closely with some of your affili-
ates and have been working with the private sector, and have
resulted in job creation and the possibility of career development in
employment Those are, I think. more hopeful avenues toward
meeting this problem

I think all of us are obviously impressed, in looking at any chart
over the period of the last to years, that we see there is quite a
disparity in the different categories of youth unemployment Cer-
trim groups have been able to make some meaningful progress in
terms of finding jobs. In spite of the fact that the minimum wage
has been going up Even so. as you pointed out. the minimum wage
has still riot kept pace with the rate of inflation

Se, I think It is interesting that vve have seen the creation of
some 1:; million ;ob.- since 17:1. even though the minimum wage
has been increasing There have been very significant increases but
we also know that we are still facing some very significant prob-
lems with unemplc,ment in a numhet of different industries and
some serious structural unemployment problems which demand
the kind of economic: teitalization that vim commented on briefly
tod,o, and hive spokt n on at enter length at othpi times



What I M, Id be interested in hearing is whether you have taken
a look, or whether your associates have taken a look at the submin-
imum wage in other countries and what impact that has had A
number of other countries have developed a subminimum ('an you
tell us what the impact has been in terms of unemployment among
those young people, and generally what the impact has been on the
employment situation'

Mr KIRKLAND Senator, I cannot claim to be an expert on the
details of circu, .tances in other countries I know in a general
way that then_ ^e in European and other countries variations on
minimum wage rws that, in sonic cases, involve subminimums, as,
in fact, in this country we do have laws that involve subminimums
now

Senator KENNEDY Before leaving that point, would you talk
about the present student exemptions') Do you have any reaction to
what have been the implications of that program')

Mr KIRKLAND Well, I Just have a curbstone opinion, Senator,
that the primary effect of it has been to cut the wag., of the
students, with no perceptible effect on employment- opportunities

In terms of other countries, I get exposed to this question or
imoked in it, and have been more and more lately because it has
become a central issue in virtually every meeting with ourselves
and our colleagues in Europe and in other parts of the world It
has been dis,.ussed at great length in the Trade Union Advisory
Committee to the OECD

The problem of youth unemployment is one that we share with
practically every industrial nation, leaving aside the developing
nations where unemployment is at such enormous levels that it is
rather pointless to differentiate England. France, Germanythey
are plagued with the problem of substantial youth unemployment
It is getting worse, and there is no belief and no indication what-
ever that experimentation or the use of subminirnum wages has
had any effect on that whatever

Senator' KENNEDY I think It would be instructive for us to know
more about the experience in some of these other industrial coun-
tries. because of the scarce 'Min-manor) we have in general on this
issue

Mr KIRKI AND i behee there has been some OECD work done
on this

Senator KKNNKDN It is any understanding- that most of these
industrial societies that have the subnummum still follow a very
similar kind of pattern to what we have seen in the United States,
and that unemployment in terms of youth is basicallv double what

in terms of the employment level for others
Mr KIRKLAND That is correct
Senator KENNEL)), There are particular problems facing special

groups in the society as well, and that has heed true in most of the
industrial countries of Europe. and I believe is equally; true in
('anad.r

IA.t are ask you this It Om. legislation moes along, would it be
NOW sense, in ter ms of equity or Justice, that this committee ought
to consider that we are irtually behind the times in terms of the
nummum wage and that we 1, Mild have to see an increase in the
In 1 II UM wage''



282

Would it be your sense and feeling that there should be upward
adjustments on the minimum wage if it was the decision of the
committee to move ahead on the subminimum, particularly with the
reductions in other support programs which are targeted to try to
help and assist individuals who are, in fact, getting a very mini-
mum subsistence even with the minimum wage?

Mr. KIRKLAND. That is correct, Senator. I will make a couple of
points and then I would refer to the concluding section of the
statement that I submitted to the committee.

We are convinced that these proposals for a subminimum wage,
in effect, represent an attack upon the minimum wage, per se, on
one particular front. Every argument that is made for the submini-
mum wage can apply with equal force to the minimum wage. We
do not believe that those arguments have any validity.

We are convinced that there is, in a humane society, a wage
level below which one defines exploitation to exist and the abuse of
people by other people in positions of superior power. We believe
that it is in the interests of our society as a whole to safeguard
against that. That implies that the minimum or that basic level
ought to be maintained; the real value of it ought to be main-
tained.

We have just had the last increase resulting from the legislation
of a few years back. We argued at the time that that legislation
was being considered for indexing so that it could continue to
maintain the same value in real terms, prospectively.

The fact is that the minimum wage today, day by day, is being
eroded and is being cut by inflation. I would just like to, if I may,
read again the points I make at the end of our statement.

We ask that you examine the real value or purchasing power of
the present minimum of $3.35 an hour. In 1967, the minimum wage
was $1.40 an hour. The current mininum wage, in 1967 dollars, was
worth only %1.27 in January of 1981.

We suggest that Congress note that continued inflation has seri-
ously eroded the minimum wage and that Congress should direct
its attention to increasing the minimum wage and indexing it in
the future to insure that the 5 million minimum-wage workers
would not become dependent upon supplemental Government sup-
port such as food stamps and welfare.

It is our view that the minimum wage must bear a relationship
to wages generally if it is to be a meaningful wage floor.

Senator KENNEDY. Thank you; my time is up.
Senator NICKLES. Thank you, Senator Kennedy.
Senator Quayle. We might advise the members that we are oper-

ating under a 10-minute rule.
Senator QUAYLE. Thank you, Mr. Chairman.
Being a new member of the Labor and Human Resources Com-

mittee, Mr. Kirkland, it is my pleasure to welcome you for the first
time. I have not had the opportunity to get too acquainted with
you, but I hope to in the future because though there may be times
when we disagree, I think we both, and all of us on this committee,
share a concern for the issues that are before us. The issue today
happens to be youth. As Senator Kennedy pointed out, there are
some other areas of importance besides the youth minimum wage
or the youth opnortunity wage, or whatever you want to call it, and

2S Li
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youth training. This is not before this committee, but it is before
another committee and it will be before the ful, committee.

I would just like to say that whatever side of the issue one comesdown on on this subminimum wage, at least from my perspective,
anybody who suggests that this, by itself, is a panacea to solving
the youth unemployment problem is simply mistaken; that there isa lot more to the problem of youth unemployment than the youth
opportunity and the subminimum wage.

I happen to be personally intrigued by the concept. There is veryminimal data available to us on whether this thing works or does
not work. I think Chairman Hatch was quoting FDR, which is now
a favorite pasttime of all of us Republicans.

Senator KENNEDY. Well, it got a lot of them elected. [Laughter.]
Senator QUAYLE. It certainly got one of them elected, which isvery important.
Senator KENNEDY. We have not heard much of him since.

[Laughter ]
Senator QUAYLE. Are you talking about FDR? I am trying to

bring him back here today; that is what I want to talk about.
[Laughter.]

He just said, quoting FDR and Ronald Reagan, that we are justtrying to do something. Whatever we try to do in this approach, we
are trying to do something, and although we may disagree fromtime to time, we certainly should not get away from the ultimate
goal, and that is to help out the youth and the disadvantaged inthis country.

I would like to get back to your concluding statement that youresponded to Senator Kennedy with, where you said:
We suggest that the Congress note that the continued inflation has seriously

eroded the minimum wage and that Congress should direct its attention to increas-ing the minimum wage and indexing it.

Will something be coming forward from the AFL-CIO in aformal recommendation on how far we should increase the mini-
mum wage next year, since this is the last year for increases? Ithink the Congress, 3 years ago, passed a 3-year package that does
expire. You were quite adamant in your statement on page 6 thatin 1967, the minimum wage was $1.40 an hour and the current
minimum wage, in 1967 dollars, was worth only $1.27 in January
of 1981.

Will something be forthcoming from the AFL-CIO?
Mr. KIRKLAND. I believe that we can find it within our capacity,

sir, to offer some reasonable suggestions. [Laughter.]
Senator QUAYLE. Well, these reasonable suggestionswill this bein an offensive or a defensive nature? By offensive, I mean that

you would take it separately from the youth differential and saythat the Congress ought to move forward on this. Or will it be
more in a defensive posture, as Senator Kennedy somewhat sug-gested, that if the subminimum wage begins to advance, then there
may be a thing called linkage?

We link everything today, whether it is foreign policy, domestic
policy, or what not. There may be a linkage that, "Yes, we may goalong," or at least the compromise would be that we would end upwith a youth differential as long as the minimum wage was in-creased and indexed.

142-in o-RI --Is
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Mr. KIRKLAND. Sir, I would not trade a subminimum wage for a
I igher minimum wage, if that is your question. Our position that
we will take on this will be wholly consistent with our position on
the minimum wage over the years, and we will endeavor to main-
tain the real value of it, consistent with cr.ir position. We will
continue to oppose any devices to cut the minimum wage for major
sectors of our population, and we are prepared to address it on its
merits.

Senator QUAYLE. I believe that former Secretary Marshall indi-
cated that the increase in minimum wage does cause a loss of jobs.
Is that true? Do you agree with th:n. assessment or not?

Mr. KIRKLAND. I do not agree with any such assessment, and I do
not think that that can be established.

Senator QUAYLE. In other words, you do not think that increas-
ing the minimum wage would have any impact on the number of
jobs available in this country?

Mr. KIRKLAND. I think I indicated before that I believe that even
the most extreme adherent of marginal productivity economic
theory would agree that it works only in real terms. Monetary
equivalents are irrelevant; you have to look at the real effect in
relation to the level of prices, et cetera.

In real terms, the minimum wage has declined; it has not in-
creased. And if that pure marginal productivity theory were to
work, in fact, in real life, that should have led to an increase in
employment, and it has not. An increase in the minimum wage
designed to maintain the real historical level, which we have not
even achieved by the increases of recent years, will not even theo-
retically lead to an increase in unemployment, even if you adhere
to a classical theory that I do not believe matches real life.

Another point: Even the advocates, so far as I understand them,
of a subminimum wage concede that they are talking about jobs for
youth in marginal, dead-end, usually transitory employment. I
doubt if that offers much real hope for young people in this coun-
try or much real opportunity, in the full sense of that word, to
young people in this country, particularly at a time when this
move is being paralleled by a move to destroy and do away with
programs which do raise the level of performance, capacity, train-
ing, and skills of young people, and which do place them in con-
crete jobs and do give them an opportunity for progress and growth
in their future lives.

Senator QUAYLE. In other words, the bottom line is that you do
not accept that argument at all?

Mr. KIRKLAND. I believe that is a fair conclusion, sir. [Laughter.]
Senator QUAYLE. Let me switch to one of the strongest argu-

ments against the youth differential, and that is job substitution. I
think you stated in here, did you not, or I read somewhere that you
thought that 70 percent of the people on minimum wage were
adults?

Mr. KIRKLAND. Yes, sir.
Senator QUAYLE. As a matter of fact, in your opening paragraph

you say that we would be creating a new class of workers who will
displace them, meaning, I presume, the adults.

The data is really vague and not conclusive; there really is not
any data that shows that this would happen. I mean, we have the
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wage subsidy that we have tried on a temporary basis, with theyouth incentive and entitlement programs. We have the Targeted
Jobs Tax Credit program that allows up to $6,000 for the first year,
which is a much greater incentive than 85 percent of the minimum
wage would be. Yet, there is no evidence that shows that there hasbeen any displacement.

If there was displacement, you would think that with these pro-
grams going on, the youth unemployment in this country would be
going down. The reverse has happened; unemployment with youth
has gotten worse.

So, can we conclude that there is going to be this displacement
that we keep hearing about time and time again everytime some-
one mentions the words "youth differential?"

Mr. KIRKLAND. Well, sir, when all else fails, I would tend to rely
on commonsense, and commonsense tells me it would have that
effect. You are quite correct in that in terms of the profound work
of economists based upon empirical research, the results are rather
sketchy. But we do have this study which I think sums up the
situation at present in terms of hard data; it is by John Fisk of the
Economics Division of the Congressional Research Service. It is a
study that was published last November, entitled "The Economic
Rationale for the Targeted Jobs Tax Credit." I would just read you
a paragraph from that:

urrently, no hard evidence is available on the effectiveness of the TJTC in
reducing structural unemployment A Department of Labor evaluation, which willbe available in June 1951, may be the first good, detailed, empirical study on theeffects of the TJTC Although no detailed evaluations of the TJTC have beencompleted, there is some limited evidence on the effectiveness of the program This
evidence suggests that windfalls and substitution in the program may :le substan-tial If this evidence is accurate, modifications in the TJTCs targeted mechanismmay be able to reduce the windfall Nevertheless, because of the difficulties inidentifying the structurally unemployed, reduction in windfalls will not be easilyachieved

I think that is the status of it.
Senator QUAYLE. In that statement, a reasonable man of com-

monsense would say that perhaps there is a displacement factorfrom that.
Mr. KIRKLAND. Yes, sir.
Senator QUAYLE. But, then, does that not just fly in the face ofthe fact that the unemployment situation for youth has gotten

worse in the last couple of years, even with TJTC? I mean, it hasnot gotten better, has it? If they were making all these displace-
ments, would not the unemployment situation with the youth getbetter?

Mr. KIRKLAND. I think the recent figuresand my Director of
Research can probably respond to that more fully than Iindicate
that in recent months, the growth of unemployment has been in
sectors other than youth; that is, the greatest increases in unem-
ployment.

Obviously, when we are in a period of economic stagnation or
declineand I think we have been for some yearswhen there is
high unemployment or growing unemployment generally, thoseelements of the work Nye that are just beginning to go into the
work force are going to suffer from the impact more than those
who have tenure, have seniority, and have experience and skills
with which to survive in this struggle of a declining market.
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think it is inevitable that that would exist in this kind of an
economic environment.

We continue to believe that the best approach to it is to better
equip young people with the capacity, skills and talents that they
will need throughout their lives to compete in the job market. I
believe the subminimum will have precisely the revel se effect,
particularly, sir, at a time when we are in the process of disman-
tling the programs that do provide genuine opportunities and en-
hance the capacities of young people.

Senator NICKLES. Thank you. Gpnator.
Senator QUAYLE. I just have two questions that would necessitate

a yes or no, if I could.
Do you support the Targeted Jobs Tax Credit program?
Mr. KIRKLAND. No. We accepted it, sir. I do not think we were

wildly enthusiastic about it.
Senator QUAYLE. You have accepted it, but you do not endorse it?
Mr. KIRKLAND. NO, sir.
Senator QUAYLE. What about the wage subsidy program?
Mr. KIRKLAND. The same would be true.
Senator QUAYLE. The same.
Senator NICKLES. Thank you, Senator Quayle.
Senator Riegle.
Senator RIEGLE. Thank you, Mr. Chairman.
Let me welcome our friends at the table. I happen to serve on

four subcommittees, all of which are meeting at this very time, and
on two of which I am the ranking Democratone downstairs on
Alcoholism and Drug Abuse, where we are fighting to hold those
programs together, and also over in the Commerce Committee on
Science, Space, and Technology. So, I am trying to be several places
at once here.

The best data I have seen indicates that about 70 percent of the
people who are today working at the minimum wage are adults. So,
the obviJus question n my mind is that if we create a special
subminimum wage, something lower than $3.35 an hour for young
people, it follows, I think, that many of the businesses that are
caught with high interest rates and slack economy are going to lay
off the adult workers at the minimum wage level and hire in their
place younger workers at a lower wage level. They are almost
forced to do that by the economic circumstances.

So, I think the chance for major displacement is real, especially
in the kinds of economic conditions that we find ourselves in.

If you look in New York or Detroit or Chicago or Los Angeles or
Miami, or other major urban centers, where we have literally
millions of our unemployed young people, what is needed to fit that
situation may be quite different from what would be effective, in
other regions of the country. Circumstances are different.

To really get at this problem of unemployed youth, which is a
dangerous and incredibly hurtful and wasteful situation, we have
to look at it where it exists and what the realities are in those
circumstances.

Now. I would submit that if you take the minimum wage for a
40-hour week, which is $134 a week, from which comes social
security taxes, Federal taxes, State taxes, and local taxes, your net
salary is probably something closer to $100 a week.

4 ) (1 )
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If you are in New York City or some other major city, you have
transportation costs getting to and from work. You have clothing
costs; you cannot go to work stark naked; you have to have clothes.
You have food costs, housing costs, and utility bills I know people
in Michigan right now who are paying $100 a week just for utilities
in the dead of winter. And then there is medical and dental care

If you are a family, if you have responsibility to support others
in your family, to try to function today on that kind of take-home
pay is really not very practical in some of the major areas of the
country where the unemployment situation is the worst. Now, that
is just a hard fact.

We ought not to kid ourselves, whether we are Republicans or
Democrats, or well ofi or not so well off; we ought not to fool
ourselves about what is possible, in dollars and cents terms, in
today's economic situation. Inflation is out of control, and it obvi-
ously hurts people on the lowest rung of the aonomic ladder more
than it hurts anybody else.

And to just come along and say, "Look, $3.35 an hour is too
much and we are going to shave that down to some other figure,
like $2.75 or $2.50---1 do not know what somebody may have in
mindbut to imagine that that can be a living wage on a 40-hour a
week basis in our society today in areas such as I have mentioned,
really stretches beyond the limits of what is feasible and what is
practical

Just add the numbers up; you can add them up in any of the
major metropolitan areas of the country that you want to look at.
That is missing from this debate. I say this in a friendly way to my
colleagues on the other side of the aisleit is one thing to have a
theory that may seem attractive if you are not in power and you do
not actually have to put the thing in effect and make it work.

The problem comes if, suddenly, you have power and you have to
fit the theory to the realities and you find that it does not fit. Ithink that is what we see here. I think what we are already
learning is that when you start to bear in on the real economic
impact of the minimum wage, you find out today that the mini-
mum wage in high-cost areas, particularly in the north where the
winters are long and cold and the utility costs are high, is not a
living -.age; it is not a living wage.

%ell, there are people who do not want to see that part of it;
they would rather push that to the side and talk about other
things.

We have some desperately serous problems, I think, in reaching
and helping our young people come forward. One of the reasons we
have so many unemployed yDuth in the United States is we are not
spending enough on education, especially in urban ghettos where,
if you cannot get the basic educational skills coming through
school or cannot even remain in school because of economic cir-
cumstances, you are not going to be prepared for the kind of
society that we have today.

So, there are other aspects of this problem that also have to be
addressed. But one of the hard and painful facts of life is that if
you look at the Reagan budget, in those areas help iv being with-
drawn systematically, program by program by program by pro-
gram.

1)(i
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So. this problem, if this budget is taken exactly as it is, is going
to get worse in terms of the unemployed youth in this country A
lot of people do not know that yet because we are still in the press
agency aspect of the debate on this program. But the hard facts of
life are that we are going to have more unemployed youth in this
country if this budget is adopted exactly as it has been put for-
ward. That is an inescapable reality. The sooner people figure
that out and decide if that is what they want or not, the sooner we
can get down to a serious debate on the hard, cold facts of life that
are bearing in on people

I would welcome your comments on that line of reasoning or any
thoughts you would want to add to that.

Mr. KIRKLAND. Well, of course, I subscribe to everything that you
say, Senator Riegle. As far as the budget is concerned, the program
calls for the elimination of about half a million CETA jobs. A
rather high proportion of those jobs are currently occupied by
young people, and they will be thrown on the street.

If this committee were really concerned and assembled to consid-
er the real role of the minimum wage in our society and our
economy and the real problems that people face, we would be
meeting here to argue about how high it should be raised this year
and in the corning years, not about which group in that category of
people who are suffering ought to have their wages cut.

Senator RIEGLE Well, it seems to me that if we want to promote
workand I do and I know you do, and I think most Americans
across the country want to promote workif we want to promote
work, then I think we have to be prepared to see that the wages
that are paid constitute a living wage. You cannot promote people
getting lilt° the work system if what you earn as a minimum is not
sufficient to enable you to function in today's society.

I have not heard anybody yet come forward and show on a
budgeted basis, in a Chicago, in a New York City, in a Los Angeles,
in a Miami, how you provide for the basic elements of life at the
minimum wage, let alone a subminimum wage.

I think we are off on a side road here, and I just hope we can
wake up soon so that we can get back to the basic task of getting
the country fully employed

My time is up here.
Senator NICKI.ES Thank you, Senator Riegle; we appreciate your

comments.
Mr. Kirkland, Mr Dennison, Mr. Oswald, we appreciate your

interest and your testimony in this matter. Your testimony will be
entered into the record and we appreciate your endurance for the
long session of questions You have provided a very interesting
viewpoint and we thank you for that.

Mr KIRKLAND. Thank you, Mr Chairman.
Senator NICKI.ES. Thank you We look forward to working with

you in the days and years to come too.
[The prepared statement of Mr Kirkland follows:1

1)(1-4, ti
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STATEMENT OF LANE KIRKLAND, PRESIDENT, AMERICAN
FEDERATION OF LABOR AND CONGRESS OF INDUSTRIAL ORGANIZATIONS,

BEFORE THE LABOR SUBCOMMITTEE OF THE SENATE
COMMITTEE ON LABOR AND HUMAN RESOURCES ON LEGISLATION TO

ESTABLISH A SUB-VINIMUM WAGF

March 25, 1981

Mr. Chairman, I appreciate this opportunity to present the

views of the AFL-CIO on amending the Fair Labor Standards Act to

provide for a youth minimum wage differential. I note that the

bill titles all purport to offer "Youth Opportunity." I do not

believe that most teenagers would view a subminimum wage as an

"opportunity" wage. Nor do I hel-eve that teenagers currently

employed at or above the minimum wage, or adult workers, who are

paid relatively low wages, would accept the creation of a new

class of workers rho will displace them at 75% or 85t of the

minimum wage.

The AFL-CIO is opposed to a subminimum wage for a numb2r

of reasons. We believe that the minimum wage represents a floor

under wages and that no worker, whether young or old, black c/

white, should be asked to work for less than the wage floor.

ole are concerned with the high level of teenag, unemployment.

But we are equally concerned with the fact that there were

million unemployed in February 1961 and that 6 million of then

were 20 years of age or older. We recognize that the econory

generating too few Jobs for the old as well as the young.

The answer to this problem is the creation of more jobs, not

a 'super low wage" pcol of exploitable young workers for the

vi)
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same businesses that are being granted tax breaks.

Those who seek a lower wage floor for teenagers must accept

the fact that a two-tier minimum wage would create higher

unemployment among older workers. They are opting for

equalizing the rates of unemployment in the various groups

rather than eliminating the cause of high unemployment. They

are fostering discrimination on the basis of age, encouraging

school drop-out and creating tensions in the work place.

There is so much talk today about what tl,e public wants

and expects from the new Administration that you may be interested

in the findings in a recent Gallup Poll (February 1981) dealing

with the subminimun wage issue. Among the key findings in this

poll was that the views of those respondents who were familiar

with the proposal for a youth subminimum were almost equally

divided for and against the proposal. However opposition to such

a wage was greatest among those groups which would be directly

affected by the subminimum -- namely, teenagers and younger

adults. blacks and those wit} less formal education. For example,

of those expressing views on the subminimum wage, almost 60 percent

of the youths aged 18 to 24 (the lowest age grouping shown in the

survey) were opposed and about 70 percent of the blacks were

opposed.

So, if you view this bill as creating opportunities for

youths, particularly black youths, it should be of some concern

that these groups are opposed to the bill and that they do not

view low wages as affording them acceptable "opportunities"

for employment.

f)() rk,, I
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Furthermore, I am ::onvinced that a poll limited to "minimum-

wage" workers or to teenagers would show even stronger opposition

to the creation of a youth subminimum. Currently adults account

for 7G percent of all minimum wage workers, while teenagers

account for 30 percent of those currently paid the minimum wage.

The subminimum wage would mean displacements in the older group

and a choice between a cut in pay or displacement in the employed

teenage group.

Mr. Chairman, a subminimum wage for youth 1: not a new issue.

We opposed it in 1971 and in 1977. We were convinced then and

we are even more convinced today that a subminimum wage would

legislate discrimination in employment on the basis of age and

would not solve our unemployment problems.

The push for a subminimum in the 7C's reflected recognition

that there was an explosion in the youth population in that decade

and that many more jobs would be required. For example, there

were 7.2 million teenagers aged 16-19 in 1970. By 1977, the

number had increased 26 percent to 9.3 million. Government pro-

jections indicate a 7 percent decline in 1985 and an additional

3 percent drop in 1990. If the Congress didn't look favorably

at a subminimum when the baby boom was reaching its peak, now

that the teenage labor supply is shrinking, there is even less

reason for consideration of such a proposal.

The issue of youth employment, Mr. Chairman, is a major

consideration in our work force. It is not the isolated "mom and

pop" establishment that we discuss here today, instead it is the

fast food and retail industries that employ more workers than

does the entire U.S. steel industry.
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Mr. Chairman, the Fair Labor Standards Act currently provides

for payment of less than the minimum wage for seven categories

including full-time students, handicapped workers, and student

learners. The Department of Labor has issued 42,000 certificates

authoming the employment of almost 700,000 workers at less than

the minimum wage, as of September 1960. Full-time students

account for about 500,000 of the 700,000 workers authorized to

be employed at less than the minimum wage. Half of the full-time

students are employed in retail stores and restaurants.

The AFL-CIO worked with the Congress in the 60's and 70's

in relaxing the requirements for employment of full-time students.

A review of the status of full-time students under the Fair Labor

Standards Act appears in the Appendix to this statement.

In addition, employers can claim tax credits for certain

employees. Under the Targeted Jobs Tax Credit Program (TJTC),

there are seven categories of employees for whom employers can

claim tax credits when they file their income tax returns. Youths

in work-study programs and economically disadvantaged youth make

up the majority of the population eligible for TJTC. The credit

in the first year amounts to 50 percent of the first $6,000

of the emplcyee's wages or a subsidy to the employer of $1.50

an hour. In the second year, the credit is 25 percent of the

first $6,000.

According to the Congressional Research Service of the Library

of Congress which has been studyirg the effectiveness of the program,

the evidence suggests that windfalls and job substitutions in the

program have been substantial. In June 1981, the Department of

Labor is scheduled to release an empirical study on the effectiveness

1)
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of the program ir reducing structural unemployment. There is

every indication that youth unemployment has not been reduced

by the TJTC and that it won't he helped by a subminimum wage

of $2.50 or $2.85.

Mr. Chairman, in the course of the debate of the 1977

Amendments to the Fair Labor Standards Act, the Congress decided

that various questions raised in co4nection with this legislation

required an objective otr,side analysis and created the Minimum

Wage Study Commission. The Commission was mandated to study

12 issues involving the Fair Labor Standards Act. One of these

involved determining the employment and unemployment effects

(if any) of providing a different minimum wage rate for youth.

The Commission is scheduled to complete its work in April

of -Ci, year and to issue a final report in May. The Commission

has already heard a number of academics (who under the ground

rules are not cited prior to the issuance of the report) ceLcribe

their findings with respe , to the minimum wage and unemployment

at meetings open to the general public. Although the studies

vary greatly in approach, all address the issue of substituting

teenagers for older workers. These studies show that a subminimum

wage would generate few if any additional jobs and that displace-

ment of presently employers workers will occur. This confirms

earlier studies by Professor Alan A. Fisher in 1975 and

Professor Edward M. Gramlich who testified before the Congress

In 1977. Professor Gramlich actually stated that he preferred

not to go on record as to who should get the jobs -- adult men

and women or teenagers.
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Mr. Chairman, it is our view that a teenage subminimum would

not have the positive effects on teenage employment which concerned

proponents envisage. Instead it would create new tensions in

the work force. Teenagers would resent being paid less for doing

the same work as older workers. Older workers would consider the

creation of a new class of subminimum wage workers as Job-threatening

and unfair competition.

Furthermore, we cannot see how the provision in this bill for

a 180 day limitation on the payment of E. subminimum wage could be

monitored. Instead we foresee a revolving door where teenagers

work at a lower minimum until they arc' displaced by a new-younger

group of workers. We see no way in which the Secretary of Labor

can "discover" violations of this provision which requires no

cc "ion for teenage employment and little likelihood that

penalties fo,-. violations would be imposed.

Mr. Chairman, we urge that you not legislate job discrimina-

tion on the basis of age -- or any otter personal characteristic.

Work must be paid for as work and not on the basis of who is

performing the work.

We ask that you examine the real value or purchasing power

of the present minimum of $3.35 an hour. In ..967, the minimum

wage was $1.40 an hour. The current minimum wage in 1967 dollars,

was worth only $1.27 in January 1981.

We suggest that Congress note that continued inflation has

sertously eroded the minimum wage and the Congress should direct

its attention to increasing the minimum wage and indexing it in

the future to ensure that the 5 million minimum wage workers

would not become dependent upon supplemental government support,

I),
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such as food stamps and welfare. It is our view that the

minimum wage must bear a relationship to wages generally if it

is to be a meaningful wage floor. (Attached are the statements

on the Fair Labor Standards Act and the Teen-Wage Fiction

issued by the Executive Council of the AFL-CIO in February 1981.)

3
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APPENDIX

Legislative History of Full-Time Students Under the Fair Labor Standards Act

From 1938 to 1961 there WAS no special provision in the Fair Labor

Standards Act relating to the employment of full -time students at subminimum

rates. (Not,: Mere were and there continue to be special provisions for

employing learners, apprentices, student learners and student workers at

subminimum rates.)

The 1961 Amendments to the Act revised Section 14 of the Act to permit

the employment of students at 85 percent of the minimum wage in retail and

service establishments. The purpose of this provison was described in

House Report No. 75 (87th Congress, 1st Session, March 13, 1961) as follows:

"To provide employment opportunities for students who desire
to work part-time outside of their school hours without
displacement of adult workers."

In general, the maximum number of hours that could be paid for at subminimum

rates was limited by past practice in employing students. An upper limit of

10 percent of all hours was established. An upper age limit of 18 was also

established by the Labor Department regulations.

The 1966 Amendments to the Act revised Section 14 with respect to full-

time student employment in the retail and service industries and added a

provision authorizing the employment of students in agriculture at sub-

minimum rates.

The regulations for the hiring of students were relaxed so as to permit

the issuance of student certificates to "students regardless of age (but

in compliance with child labor laws)."

The 10 percent limitation on full-time student hours at subminimum

vsges was eliminated after the 1966 amendments. As a result, there are

certificates, issued by the Department of Labor, which authorize the

employment of full-time students at subminimum rates for as many as 50 percent

of all hours worked in some restaurants. In variety stores, authorizations
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of 35 percent student hours are not uncommon.

The 1974 Amendments expanded the full-student certification program to

include institutions of higher education. In addition, a special exemption

was authorized for elementary and secondary education in-douse, work-study

programs. The procedures for obtaining certificates authorizing the

employment of students at 85 percent of the minimum were streamlined:

- - Institutions of higher education need not obtain certificates prior to

the employment of students unless they are found to violate the law or

the Secretary's regulations.

- - Retail or service estiblishments or agricultural employers may employ

four or fewer students without complying with the precertification procedure.

- - The provisions of prior law the number of hours for which

a retail or service establishment or agricultural employer might employ

students at a subminimum wage to the proportion of student hours to the

total hours that existed in such employer's establishment prior to 1961 or

1966 are changed to offer the employer three options:

The employer may employ students at a subminimum wage rate for
hours not to exceed (a) the oroportion of student hours to total
hours of employment in the preceding year, (b) the maximum proportion
to which the establishment was ever entitled under prior law, or (c)
a proportion equal to 1/10 of the establishment's total hours of
employment, whichever is greater.

t
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Statement by the AFL-CIO Executive Council

on

Fair Labor Standards At

February 16 , 1981

Sal Harbour, Fla.

Continued Inflation has wiped out the purchasing power provided minimum

wage workers by the 1977 amendments to the Fair Labor Standards Act.

The current minimum wage of $3.35 an hour, which went into effect on

January 1, 1981, as the fourth and final step of the 1977 increases, was out-

dated by inflation before it reached the workers' paychecks. A minimum wage

of $3.72 an hour would have been required in December 1980 in order to yield

the same purchasing power as the $1.40 an hour minimum wage had in 1967.

loday's minimum wage is continuing to fall in purchasing power and

threatens its five million recipients with becoming more dependent upon sup-

plemental government support, such as food st-mps and welfare assistance.

The historic role of the federal minimum wage has been to set a floor under

the level of wages an employer must pay so that he is not subsidized by tax

supported federal aid and community programs.

If Congress had accepted the 1977 proposals tc index the minimum wage

to average hourly earnings in manufacturing, minimum wage workers would be

keeping pace with all other workers. The 1967 minimum wage of $1.40 an hour

equaled 50 percent of gross average hourly earnings in manufacturing, the

$3.35 minimum wage only equals about 43 percent of that standard. The erosion

of the buying power of the minimum wage makes a strong case for indexing it

for the future.

A two-tier minimum wage or a subminimum wage for youth would encourage

employers to fire older minimum wage workers with family obligations in order
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Fair Labor Standards Act -2-

to hire younger workers at less pay. Minimum wage workers desperately need

increased buying power to support themselves and their families; not a

revolving door to the unemployment line.

While the teenage unemployment rate is disastrously high and demands

effective programs to provide jobs for younger workers, we adamantly reject

the contention that those jobs must come at thv expense of older workers.

Four of every five unemployed workers are not teenagers, yet older workers

would be shoved to the end of the line of Jobseekers so that employers could

pay a lower wage to teenagers.

Seventy percent of the workers who are paid the minimum wage are adults,

and two - thirds o, them are women, many of whom are heads of households. Clearly,

their Jobs would be jeopardized by a subminimum wage for teenagers.

The creation of age discrimination within the minimum vase structure

could lead to further erosion of the wage floor based on race or sex with the

specious Justification that their higher unemployment rates require discrimina-

tory wages. The federal government must not promote wage dis-rimination on any

grounds, for any purpose.

Therefore, the AFL-CIC will:

1. Urge Congress to index the minimum wage.

2. Oppose any attempts to legislate a two-tier wage structure that

discriminates on the basis of age or any other factor.

3. Seek adequate funding for aggressive enforcement of wage and hour

lava.

82 181 0-81----20 3 ,)
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Fact Sheet for the AFL-CIO Executive Council

on

Teen-wage Fiction

Althoubh inflation has already seriously
undermined the purchasing power

of minimum wage workers, conservatives
are urging the adoption of a two-tier

wage floor that would reduce the present
minimum paid to workers under 20 years

old by 25 percent: from $3.35 to $2.50 per hour.

Advocates also claim a subminimum
wage would enable employers to "train"

younger workers. Row iuch training is required to turn a hamburger? The mini-

mum wage is for untrained, unskilled workers;
95 percent of American workers

earn more than the minimum wage.

The true goal of the advocates of
a subminimum wage is lower wages, not

reduction in unemployment. Nor are the true beneficiaries
so-called Mc's and

Pop stores. McDonelds, for example, is now a larger employer than U.S. Steel.

Employers already get substantial
tax breaks for hiring certain youths,

including the economically disadvantaged and those in work-study programs.

Under the Targeted Jobs Tax Credit
program, the employer's tax credit amounts

to half of the first $6,000 of the employee's wages in the first year and 25

percent in the second year.

Such programs have created few, if any, new jobs. A study by Ohio

State University shows that at least 30 percent of the certifications issued

under TJTC programs have been retroactive,
claimed for vor4ers already on the

payroll. Thus, fey new lobs were created.
And the Congressloral Fesearcn

Service reported widespread substitutions of youths for already-employed

older workers.

Further, the lay already provides
opportunities for students and others

at special wage rate-, 1,1'er special protected conditiors.
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Teen Wake Fiction

Present law permits payment of less than the minimum wage to no fewer

than seven categories of workers, including students, handicapped workers and

student learners. Of the 700,000 workers certified for employment at less than

the minimum wage, 500,003 are students, half of them employes in retail stores

and restaurants.

Advocates of a youth sibrinin,,m wage frequently point to the high unem-

ployment rate among minority youth as justificatiol for providing a lower minimum

wage. While the AFL-CIO has long ur,,ed youth employment programs targeted Lc

the need= of minority youth we re,:ect as superficial tne claim that a subminimum

wage would significantly reduce their unemployment rate.

A subminimum wage would not solve the problems of discriminatior in employ-

ment that olviously contribute to the 36.1 percent unemployment rate among blaok

youth, more thah double the rate for wnite teenagers. Liscrinination can never

be sOlv^ei through mart discrimination- Further, minorit; youth lack the acces-

to transportation to job opportunities in the subhros anotner ma,or factor

zn their higher unemployment rate ignored oy the backers of a submininum wage.

The real probiem facing black teenagers is a lack of jobs In inner cities --

not wage levels.

A two-tier proposal would authorize across-tne-board llscrytination against

all workers under 2C, family oreadwi.mers as well as students.

While a youth subminimuh would have negligible effects in terms of ,lob

creation, It would bring about widespread job displacement.

Employers eager to hire teenage workers at bargain baserie.t wage rates

would be no less eager to replace -nem with others when taey reached the magi,

age of 20 that would entitle them to a 25 percent increase to tne minimum wage.

Although economists disagree about the extent of job displacement that

would take place, they are unanimou_ In the vieu t'lat tv..;nAger.3 ehi.loyed

'30)1... lj
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Teen Wage Fiction -3-

Of those earning the minimum, a full 70 percent are adults, many are heads

of families and two-thirds of the adults are women.

Among those now unemployed, only a fifth are uncle- 20. Eight out of ten

are older, experienced o.orker_.

A two-tier wage would .et them in competit.on with founger,"cheaper"

workers and would f-rther reauce V.e chancto of these oller worker:: for finding

and kee,,ing a ot that ce disastrous as a social

?eying less :em a dece"t wage would do nothing to strengthen the economy.

Decreased earnirgs m_er. decreased parcnasing power, which trarslates into less

demand .n the marketplace, ih.er prodactioh and fewer jots.

For the teenagers themseaves, the injustice wr being rain ..eos Than their

older fellow workers doing the same jobs would be a source of resentment, to say

nothing of the discouragihg Isrospect of again bel:g dnemlilived at age 2:.

f.r all American worrs ind ill cl:.:ens, toe most dangercaS a...,,ect of

the two-tier minimum wage aches. Is :not -t rests on an irjustire tnat can dna./

breed more injustice.

If a subminimun wag, _an be iro:,cs,d on one group of .orkeri, why not on

others? If it is the solut.on for workers from 16 through 1j, why not for those from

20 to 24? That, after ail, is the fastest- growing segnen' of the copulat.on,

while teenagers are ravidl_ ieciinirg as a proportion of the popu-atisn.

If wage ddscrimst.atir-n can to _aced on age, Thy n:: on race? Blacks

have much higher unemplcime-t ttan whites wty sculan't t'ley are Vie "beneil""

of worming for lower waL s to do the saie .ob?

The nationa, experience teachei us that discriminati.n of a..l kind, .or

any reason, is incompatible with democracy ano fatal to the idea of social and

economic Justice. Work must be paid for as work, regardless of age, race or

leit Of the worker.

'o , iv ^.1 -^t
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Senator NICKLES. Our next panelmay have some interesting
points which may provide a counter aspect to this. Senator Riegle,
you might be interested in one because he is from Chicago.

We have Dr. June O'Neill, who is director of the Program of
Policy Research on Women and Families, from the Urban Institute.
We have Dr. Hashimoto, who is associate professor of economics,
University of Washington, in Seattle, Wash., and we have Renault
Robinson, who is a commissioner of the Chicago Housing Authori-
ty.

We welcome you, and I would like to inform you and the other
people that are scheduled to testify before the committee that due
to the length and the number of Senators that appeared for our
last panel, all of whom chose to use their 10 minutes, we have put
ourselves in somewhat of a time constraint due to the fact that we
are obligated to be out of this room by no later than 1 o'clock.

I would state to all witnesses that their prepared statements will
be read by myself and by other members who are very interested
in this subject. We would appreciate your brief summary and sy n-
opsis of what you have heard today, yesterday, what you think the
net effects may be positive or negative, of the proposed legislation,
and who it might help or hurt.

Dr. O'Neill, would you please begin?

STATEMENT OF JUNE O'NEILL, DIRECTOR, PROGRAM OF
POLICY RESEARCH ON WOMEN AND FAMILIES, THE URBAN
INSTITUTE, WASHINGTON, D.C.; MASANORI HASHIMOTO, AS-
SOCIATE PROFESSOR OF ECONOMICS AND PUBLIC AFFAIRS,
UNIVERSITY OF WASHINGTON, SEATTLE, WASH.; AND RE-
NAULT A. ROBINSON, COMMISSIONER, CHICAGO HOUSING
AUTHORITY, CHICAGO, ILL, A PANEL

Dr. O'NEILL. Mr. Chairman and members of the committee, I an
pleased to be here today. I will briefly review the findings of
economics concerning the labor market effects of the minimum
wage and then turn to the implications for a youth differential.

First, the question of whether exploitation of workers would
occur without a minimum wage: By exploitation, I mean a situa-
tion where workers are paid a wage that is less than their margin-
al contribution to a firm s revenue. But a firm could get away with
such behavior only if workers were for some reason unable to go to
another firm or if firms banded together in a collusive agreement
to hold down wages.

The isolated, one-company town of the past might have met
these conditions, but today we live in a large and mobile economy.
Close to one-fifth of all employed workers had been in their jobs for
less than 6 months in 1979. Workers maintain a healthy quit rate
and rates of geographic migration are high. Thousands of firms
compete with each other for workers. Under these circumstances, I
do not believe that exploitation of workers could be widespread.

This does not mean that without a minimum wage, no worker
would earn a wage below the current minimum. A decree establish-
ing $3.35 an hour as the legal minimum does not alter the fact that
some workers are just not capable of providing work worth $3.35
an hour. As a result of this fact, employers will react to the
minimum by reducing their employment of workers whose produc-

.)
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tivity does not command the minimum standard. No matter how
kind-hearted the employer, market conditions will make it almost
inevitable that the firm follows this course of action.

As a result of a hike in the minimum, firms will change the way
they produce the product by substituting physical capital for labor
or more highly skilled labor far less-skilled labor in order to mini-
mize the increase in costs. And if their product can be easily
substituted by consumers, such as laundering at home for laundry
done commercially, so that even small changes in price result in
large declines in consumer purchases, their businesses will ulti-
mately decline and resources will shift into the production of goods
and services using skilled labor and capital that are not affected by
the minimum wage.

The minimum wage cannot play Robin Hood, taking income from
greedy capitalists and giving both higher pay and jobs to the low-
skilled worker. The market does not allow that to happen.

The implications of this analysis are clear. As a result of an
increase in the minimum wage, the employment of workers with
low skills will be less than would otherwise have been the case.
How much less will depend on the level of the minimum wage
relative to what the wage would have been in the absence of the
minimum, and also on the potential substitution of other inputs for
low-skill labor.

A large number of econometric studies have tried to measure the
effect of the minimum wage on youth employment. The focus has
been on youth because as a result of less experience and maturity,
they are lower productivity workers and therefore more likely to
be significantly affected by a minimum wage. They are the largest
single group affected by the minimum wage.

These studies have investigated the net effect of changes in the
level and coverage of the minimum wage on quarterly changes in
teenage employment over the past 20 to 30 year They have held
constant the possibly confounding effects of .:her factors that
affect employment, such as business cycle fluctuations, school en-
rollment, and the age composition of the population.

Out of 12 major statistical studies done over the past decade by
different economists using different techniques, all found a nega-
tive effect of the minimum wage on the employment of youth 16 to
19 years old. A table summarizing these results is attached to my
prepared statement.

Most commonly, the magnitude of the effect was such that a 10-
percent increase in the minimum wage resulted in a 1- to 3-percent
reduction in teenage employment. In terms of numerical increases,
the studies suggest that a 10-percent reduction in the national
minimum wage would increase the employment of teenagers by
between 100,004) and 220,000.

The studies also find that the minimum wage tends to increase
the measured youth unemployment rate, but the effect is weaker
because it is more complex. The reduction in employment generat-
ed by the minimum wage need not be translated one for one into
an increase in unemployment if youth become discouraged as a
result of the tighter employment situation and withdraw from the
labor force. Indeed. a large proportion of disemployed teenagers do
remain outside the labor force, and it is this pattern that explains
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why he positive effect of the minimum wage on the measured
teenage unemployment rate is not as strong as the negative effecton employment.

The willingness of teenagers out of the labor force to accept workat wages below the minimum wage has been indicated in surveys.The results of one survey suggest that close to 1 million youth nowout of the labor force would be willing to work at 85 percent of theminimum; 600,000, at 75 percent of the minimum.
Several proposals have been made which would leave the nation-al minimum wage in place but would lower it or eliminate it forteenagers. By extension of the analysis of the effect of the mini-mum wage on teenage unemployment, I believe it is pretty clearthat a youth differential would, in fact, expand the employment ofteenagers.
Senator NICKLES. Dr. O'Neill, could I interrupt you at that time?Could I go ahead and go to the rest of our panelists? We are on a 5-minute limitation and if we do not moveI am going to come backand ask you a question that I think you are going to be interestedin.
Dr. O'NEILL. Fine; thank you.
[The prepared statement of Dr. O'Neill follows:]

3 1 II_ .c.,
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STATEMENT OF JUNE O'NEILL ON WE
EFFECT OF THE MINIMUM WAGE ON YOUTH EMFLOYMENT

BEFORE THE LABOR SUBCOMMITTEE OF THE
SENATE COMMITTEE ON LABOR AND HUMAN RESOURCES

March 25, 1981

Mr. Chairman and members of the committee, my name is June O'Neill. 1 am

n economist and the Director of the Program of Policy Research on Women and

.amilies at The Urban Institute in Washington, D.C. I am appearing today,

however, in an individual capacity and the views that I am expressing are

solely my own and are not necessarily the views of The Urban Institute or its

sponsors.

One of the striking revelations of my student days in economics was the

idea that the minimum wage -- which I had always accepted as an institution

that sewed workers from exploitation -- was, in fact, likely to be harmful to

workers, particularly low-skilled workers. Unlike many issues -- the causes of

inflation or the effect of a tax cut, to name two -- the diaemployment effect

of the minimum wage is an issue about which economists are in substantial

agreement. Moreover, economists have produced a large literature of empirical

research on the subject, with results pointing in the same direction.

Today I will briefly review the findings of economics concerning the labor

market effects of the minimum wage and then turn to the implications for a

youth differential. First, there is the question whether exploitation of

workers at the low end of the wage distribution would occur without a minimum

wage. Exploitation can be said to exist when workers are paid a wage which is

less than their marginal contribution to a firm's revenue. But a firm could

indulge in such behavior only if workers were for some reason unable to go to

another firm or if all firms banded together in a collusive agreement to hold

down wages. Perhaps in the past an isolated one-company town might have met
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these conditions for exploitation. But today we live in a large and mobile

economy. Close to one-fifth of all employed workers had been in their jobs for

less than six months in 1979, according to a survey of job tenure taken by the

Department of Labor's Bureau of Labor Statistics. Workers maintain a healthy

quit rate (about two of every one hundred
employees in manufacturing quit each

month) and rates of geographic migration are high. Thousands of firms compete

with each other for workers. Under these circumstances, exploitation of

workers could not be widespread.

This does not mean that without a minimum wage no worker would earn a wage

below the current minimum. A decree establishing $3.25 an hour as the legal

SWAIM (with some exceptions) does not alter the fact that some workers are

just not capable of providing work worth $3.25 an hour. And as s result of

this fact, employers will react to the minimum by reducing their employment of

workers whose productivity does not command the $3.25 standard. No matter how

kindhearted or generous the employer, market conditions will make it almost

inevitable that the firm follows this course of action. Only in the rare case

where a firm could pass on all the higher costs of employment to the price of

the product and suffer no decline in demand for its product (an inelastic

demand) would firms pay the minimum and employ the same number of workers as at

the pro-minimum level. The more likely scenario is that firms will change the

way they produce a product by substituting physical
capital for labor, or more

skilled labor for less skilled labor to minimize the increase in costs. And

if their product has ready substitutes
(such as laundering at home for laundry

done commercially) so that even small changes in price result in large declines

in consumer purchases, their business will ultimately decline and resources

will shift into the production of goods
and services using skilled labor and

capital that are not affected by the minimum wage. The minimum wage cannot

t
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play Robin Rood, taking income from the greedy capitalist and giving both pay

and jobs to the lowskilled worker. The market will not allow it.

The implications of this analysis are clear. As a result of an increase

in the minimum wage, the employment of workers with low skills will be lees

than would otherwise have been the case. The extent of the effect would depend

on the level of the minimum wage relative to worker productivity and the poten-

tial substitution of other inputs for low-skill labor.

A large number of careful econometric studies have attempted to measure

the effect of the minimum wage on employment, usually youth employment. The

focus has been on youth because as a result of less experience and maturity

they are lower productivity workers and, therefore, more likely to be signifi-

cantly affected by a minimum wage. Specifically, the studies have investigated

the net effect of changes in the level and coverage of the minimum wage on

quarterly changes in teenage employment over the past 20 to 30 years (holding

constant the possibly confounding effects of other factors such as business

cycle fluctuations, school enrollment and age composition of the population).

Out of 12 major statistical studies done over the past decade by different

economists using different techniques, all found a negative effect of the

minimum wage on the employment of youth 16 to 19 years old. Most commonly,

the magnitude of the effect was such that a ten percent increase in the minimum

wage resulted in a one percent to three percent reduction in teenage employment

(Table 1). In terms of numerical increases, the studies indicate that a ten

percent reduction in the national minimum wage would increase the employment

of teenagers by between 100,000 and 220,000.

The studies also find that the minimum wage tends to increase youth

unemployment, but the effect is weaker and more complex. The reduction in

employment generated by the minimum wage need not be translated one for one

f)
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into an increa'e in unemployment if youth become discouraged as a result of

the tighter employment situation and withdraw from the labor force. Evidence

suggests that indeed a large proportion of disemployed teenagers do remain

outside the labor force and it is this pattern that explains why the positive

effect of the minimum wage on teenage unemployment is not as strong as the

negative effect on employment.

Another effect of the minimum wage for youth that has been noted relates

to on-the-job training. Without a minimum wage, it has been argued (and

some evidence has been accumulated in support) that more firms would be willing

to train teenagers since they would then be able to share the ^tpense of their

investment with the teenager by paying a lower wage. in this way training

opportunities for youth would be expanded.

Although young people might be the group whose employment prospects would

be most improved by elimination of the minimum wage, they are not the only

group who might benefit. About nine percent of adults 20 years and over now

earn wages at or below the minimum wage, compared to 44 percent of 16 to 19

year olds. But the non-youth population is considerably larger than the youth

population. As a result, persons 20 years and older comprise about 70 percent

of the wage group at or below the minimum. This group includes some workers

who recive a large percentage of their income from tips and are, therefore,

more properly classified as above the minimum. Some adult workers in this

group may also be in transitory jobs -- such as students in the 20 to 24 year

old group and homemakers and others just entering the labor force. But some of

the adult population are low-skill individuals with more permanent labor market

handicaps. Although measures of the employment effects of the minimum wage are

not available for this group, it is likely that their opportunities for employ-

ment would also be expanded in the absence of the minimum wage.
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Effects of a Youth Differential

Several proposals have been made which would leave the national minimum

wage in place but would lower it or eliminate it for teenagers. By extension

of the analysis of the effect of the minimum wage on teenage employment, I

believe it is pretty clear that a youth differential would expand the employ-

ment of teenagers. In fact, the major concern about a youth differential is

that it could go too far, creating large numbers of job opportunities for low

productivity teenagers while reducing the employment opportunities of other

low-skill workers who are not teenagers and would not, therefore, qualify for

the exemption. Unfortunately, there is no evidence available on which to base

an estimate of the magnitude of this additional boost to teenage employment or

the possible disemployment of adults that could be generated by a youth differ-

ential. We simply do not know what the economic and technological possibilities

are for substituting teenagers for non-teenage workers. Based on estimates of

the substitutability between inputs derived from other types of situations,

some economists have speculated that the gains to teenagers would outweigh the

loss to adults by a large margin. But these are still speculations, not hard

evidence.

Some proposals have attempted to put restrictions on a youth differential

in order to prevent the substitution of youth for adults. Most substitution,

however, would not likely occur through the overt firing of adults and hiring

of teenagers. Rather it would take the form of choosing teenagers over adults

for new hires or, even more indirectly, would emerge as those firms and indus-

tries which utilize teenage labor expanded relative to others. In any event,

prohibitions against substitution would be extremely difficult to enforce.

One boundary to the possible employment effects of a youth differential

for the elimination of the national minimum wage) that should be considered
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is the potential supply of
teenagers who are willing to work at a wage below

the minimum. Surveys asking teenagers about their willingness to work at

subminimum wages indicate that close to one million youth now out of the labor

force would be willing to work at 85 percent of the minimum; 600,000 at 75

percent of the minimum. What people say and what they would do are, of course,

quite different matters.
Nonetheless, at even half these numbers, lack of

supply response should not be a significant factor.
These numbers do indicate,

however, that there would be a limit to how low a subminimum
wage would fall

even without any lower limit specified. The numbers willing to work at 75

percent are considerably lower than that at 85 percent and one would expect

further drop-off at lower levels.

In sus, a youth differential
would be a benefit to

teenagers, considerably

expanding their opportunities
for jobs and possibly on-the-job

training as

well. 'Unlike the straight
elimination of the minimum wage, however, a youth

differential could adversely
affect the employment of

low-productivity adults.

The possible size of this
adverse effect is not known. But it is a cost to be

weighed against the clear gains to youth.
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Key to Table 1

Oisaggregation
A = age
R = race

S = sex

Dependent variables
E = teenage employment
U = teenage unemployment
L = teenage labor force
P = teenage population
A = adult population

Functional forms
LIN = linear
LOG = double logarithmic

Lag structure

X-I = minimum wage lagged one period
AL = almon log

Minimum wage variable

Ml = youth coverage x minimum wage/average nourly wage
M2 = total coverage x minimum wage/average hourly wage
M3 = minimum wage/average hourly wage
M4 = minimum wage/price index
C = coverage as a separate variable

Business cycle

Cl = total unemployment rate
C2 = adult unemployment rate
C3 = primage-age male unemployment rate
C4 = total employment
CS = real output or output index

Youth population share

P1 = teenage population/total (or adult) population
P2 = youth (16-24) population/total population

Armed forces
AF = armed forces/population (teenagers)

A2 2 separate equation for armed forces employment

School enrollment
SI = enrollment/population (teenagers)
S2 = separate equation for enrolled, not enrolled

Training and Employment Programs

X1 = dummy variables for years with substantial enrollments
X2 = enrollment in specific programs/population

Time
T = linear time trend
TT = time and time squared

J1-
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Senator NICKLES. Dr. Hashimoto.
Dr. HAsHImoTo. Hashimoto, yes.
Senator NICKLES. Thank you. You came from Seattle, Wash.; you

traveled a fair distance and we appreciate your assistance. I have
read Dr. O'Neill's testimony. I have not read yours yet, but I will.

Dr. HAsatmcrro. OK, fine. What I would like to do is briefly.
' summarize the highlights of that report.

I would like to start by reminding ourselves that the primary
purpose of the minimum wage law is to reduce poverty. However,
the law is an ineffective instrument for such a purpose. Its main
deficiency is that it applies across the board to all low-wage work-
ers, regardless of family size, family income, and the reasons for
low wage.

For example, according to one study, fully 40 percent of low-wage
teenagers were in families with income above $15,000 in 1973,
which was way above the median family income in that year. A
sound antipoverty policy would embody a mechanism to identify
the really needy and the source of their poverty, and would try to
remedy these difficulties. The minimum wage law achieves none of
these goals.

Given that the law is not an effective antipoverty device, what
has it accomplished for young workers? Here, the accumulated
evidence points to the conclusion that the law, on balance, has
harmed the employment opportunities for young and other low-
wage workers.

Since the adverse effects on employment and labor participation
have been amply documented in the literature, let me go on to the
more recent findings now.

Beyond the employment and unemployment effects, the mini-
mum wage impairs the young worker's employment and earning
capacity in subtle but important ways. The compensation that a
worker receives usually includes a variety of fringe benefits in
addition to wages. Perhaps the most important fringe benefit that
the young workers receive is the opportunity that jobs offer to
acquire new skills and knowledge and to improve on the old. Such
opportunity, usually referred to as on-the-job training, is essential
to enhancing the future productivity and the earning capacity for
young workers.

Although jobs undoubtedly differ in both the quantity and qual-
ity of training they offer, learning processes, both through formal
training programs and informal learning-by-experience processes,
are believed to be the basic characteristics of practically all work-
ing activities.

The minimum wage law reduces the amount of training and
thereby impairs the growth of young workers' earning capacities in
two ways. First, to the extent that the minimum wage leads to
reduced employment and to increased unemployment, it deprives
affected workers of opportunities to acquire skills on the job. This
is an obvious implication of employment and unemployment effects
associated with the minimum wage.

Second, minimum wage law may retard the growth of future
earnings capacity by causing a reduction in the quality and quanti-
ty of on-the-job training offered to those who remain employed.

M2-1,(7 0-S1--21
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Faced with an increased wage mandated by the law, employers
counter by cutting back on various benefits, including flexibility in
hours of work, work environment, job safety. and on-the-job train-
ing In other words. a teenage worker is not necessarily better off if
he gets a job paying a minimum wage higher than he would get in
the absence of the law. With his current employment opportunities
limited to jobs in which training has been reduced. he may find
himself lv orse off in the long run

Although economists have long been concerned with this possibil-
ity, definitive evidence justifying this concern has become available
only recently. The studies by Jacob Mincer and Linda Leighton.
and by myself. concur that the minimum wage lowers the job
experience-induced growth in earnings.

How can we tell if a worker's increased current wage is more
than enough to compensate for the reduced on-the-job training and
experience resulting in reduced future earnings? According to my
study using the National Logitudinal Survey data, even though an
increased minimum wage may raise the current wage for some
workers, such a benefit is far smaller in magnitude than the loss of
future earnings caused by diminished training.

For example. according to my study, the 1967 amendments to the
minimum wage law, which expanded the coverage substantially, as
well as raised the minimum wage rate, resulted in reductions in
the value of training for white young males aged 14 to 24 yews in
1966 by some 26 to 31 percent The full wage of these workers
that is, the sum of their current wage and the value of training
they receivedwas reduced by 14 to 17 percent Both reductions
were reflected in their reduced earning power in 1969.

Although the results of my investigations were inconclusive
about the effects on black youth. Mincer and Leighton reported
detecting some adverse effects. though they were statistically insig-
nificant.

Policy alternatives: the most direct way to remove the barriers to
training created by the minimum wage legislation is to exempt
workers from the coverage. Such an exemption would apply at
least to teenagers, if not to all youth up to 24 years of age.

There have been many discussions of youth differentials or sub-
minimums, sometimes called teenage differentials, as a means of
reducing the undesirable unemployment effects on youths. Youth
exemption would go further than a mere differential in eliminating
adverse minimum wage effects both on training and employment.
It would also eliminate the necessity to engage in endless debate as
to what the appropriate differential ought to be. Any differential
chosen would be arbitrary anyway

Senator NICKI.ES Doctor, I am going to ask you a question in a
moment that should be interesting.

Renault. would you like to make a statement? If you would just
pull the microphone up close.

Mr. ROBINSON OK
Senator NICKLES You do not need to read your statement, we

will submit it, if you have a statement
Mr. ROBINSON This is a summary
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Senator NICKLES. I am very interested in your experience in
Chicago, and what you think we could do or not do to help put
more of those kids to work.

Mr. ROBINSON. OK.
The problems of unemployed youth are on a collision course with

employed adults
Senator NICKLES. Would you identify yourself first, so everyone

will know who you are?
Mr. ROBINSON. My name is Renault Robinson; I am a commis-

sioner of the Chicago Housing Authority. I take this opportunity to
thank you for allowing me to testify. My remarks will be brief and
this is a summary.

Senator NICKLES. Thank you.
Mr. RosmsoN. The problems of unemployed youth are on a

collision course with employed adults. The unemployment dilemma
is this: Who will get the jobs, youth or adults? Do we force early
retirement to accommodate the youth? Do we give preference to
the adult because of dependability that causes him to be considered
more reliable, or do we approach the problem to accommodate both
needs?

There is a direct correlation between crime and youth unemploy-
ment, especially youth with limited education. The disproportion-
ate number of unemployed black youth is a glaring reality that
cannot be ignored in any solution to the problem of unemployment.

Our communities are busting at the seams with 15-, 16-, 17-, and
18-year-old youth who have never been employed or who have
never experienced a job in any way. What should be done? An
employer asks, "Should I hire a young hipster when I can hire a
serious, mature adult who faces desperately the responsibilities of
keeping his family in place?"

Youth unemployment has infiltrated the very fabric of our soci-
ety and it has alienated our youth, encouraging them to participate
in crime and other unhealthy methods of making money that they
need.

Minority youth have, in the past, been creative in responding to
problems of finding jobs. Makeshift jobs were a part of growing up
for most minorities. Meaningful sources of youth employment were
transporting groceries for senior citizens, selling newspapers, baby-
sitting, bagging groceries, shining shoes, collecting rags, newspa-
pers and old iron for small fees. In later years, Government pro-
vided job training under the CETA program. The successes and
failures of CETA speak for themselves.

Youth need jobs to make them feel good about themselves.
Menial jobs are not enticing to most young people, for they view
their first job as a potential for permanent employment. The im-
poverished youth of this society are forced to make realistic com-
mitments to employment opportunities for life

A young man who is a member of a family of nine children on
public aid cannot afford to sustain himself in school, and thus
drops out to seek employment. Upon securing menial employment
which affords him the opportunity to contribute to the household,
he becomes dependent on the menial empioyment to sustain him
self through this critical stage of life.

3') INo 1
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Youth employment has to be meaningful training for it to be
cost-saving for both business and taxpayers. Only quality training
will propel young workers into the world with healthy attitudes
about work and contributing to society.

Subminimum wages in relationship to minimum wages is a less
important item than that of menial busy work versus occuptional
and career development work.

In summary, I recommend that the levels of employment be
developed and that the minimum wage have a built-in compensa-
tion that prepares the youth for development skills relative to the
total operation of the employer. For example, a department store
hires youth A for a subminimum wage. Four days a week, the
youth sweeps the floor and one day a week, he is exposed to higher
levels of employmentfor example, stock inventory clerk, person-
nel management, purchasing, et ceterawith an additional re-
quirement that he or she satisfies a prearranged academic require-
ment that provides school credit or some variation thereof.

Youth B is hired by a hotei as a bellhop or a maintenance
person. Youth B works 3 days at regular duties of bellhop; the
other 2 days, Youth B receives on-the-job training for overall oper-
ations of the hotel, such as desk clerk, switchboard operator, sales
management, et cetera.

Self-confidence as well as self-identification has a very significant
influence on youth development and vision. Government as well as
private industry has a binding obligation to provide today's youth,
tomorrow's leaders, with the necessary faith and hope that Ameri-
ca's political, economic, educational, and social systems are worth-
while investments for all Americans and should be participated in
by our youth.

Senator NICKLES. Thank you. Commissioner, let me ask you a
question. As a commissimer of the housing authority, do you think
that if we made a change, for example, exempting young people
from the minimum or imposing a youth differential of 75 or 85
percent, we would be helping or hurting the unemployed youth in
Chicago?

Mr. ROBINSON. Without a doubt, you would be helping them.
Teenagers cannot get a job at the minimum wage; employers will
not hire them. There are no ifs, ands, or buts about that. These
teenagers are out on the street committing crimes. At least 90
percent of the unemployed youth in public housing in the city of
Chicago cannot get a job in any way, shape, or form. I think that if
they were exempted, they would have an opportunity to get a job
and to earn a living, which would allow them to either further
their education or contribute in some way to their own well-being
and that of their families.

These teenagers are not going to displace adults in jobsno way.
Senator NICKLES. I appreciate it. If we were able to come up with

a pilot program, or in some way or another were able to exempt
some people in Chicago, especially those people that are living in
these housing projects and have never had a job. Let us say they
began working for $2.25 or $2.50, or whatever wage an employer
came up with. Do you think they would be bound into that wage
for the rest of their lives, or do you think they would work them-
selves up to higher levels through training, et cetera?

II f )
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Mr. ROBINSON I think they would work themselves up. I worked
myself through school with a paper route when I wns in grade
school and working in a shoe shop when I was in high school, and
then taking a job in a cafeteria when I was in college I was
making less than what other people were making, but it was
enough to help me make my way. I do not think that people would
be bound or locked in if they had the opportunity to work.

Senator NICKLES. You are bringing a perspective that has not
been brought to these hearings before. I indicated earlier today
that we have had people representing, organized labor and business
stating yes, they are for it, or no, they are not. But you are a little
closer to the people we are trying to help.

If we were able to go into that housing district, the one that
Mayor Byrne is moving into, with an unemployment rate of 90
percent and none of them ever having had a job would 16-, 17-, and
18-year-old kids like to have the opportunity to work?

Mr. ROBINSON. There is absolutely no doubt in my mind that
they would love to have the opportunity. Right now, in one of our
housing developments, we have had 10 murders in 9 weeks, all
teenagers, all under the age of 21, all involved in gang activities.
These kids need a job; they need an opportunity to better them-
selves. I think we have to realize that and give them that opportu-
nity

Senator NICKLES. And present law prohibits you from paying
them less than $3.35?

Mr. ROBINSON. That is right, and therefore you will not get hired,
even for janitorial jobs. We use over 1,300 janitors in the Chicago
Housing Authority; we cannot hire these kids for that. We hire
them under CETA, but CETA is being abolished. These kids will
not get a job.

You have to realize that teenagers and adults have different
types of responsibilities. If adults are offered a job at $2 an hour,
they may refuse because they can get some form of aid. A teenager
has nowhere to turn; he has to be able to provide for himself, or he
has to steal or do something else.

I think it is important that we realize that we are talking about
very poor people who have nowhere else to turn. We must give
them an opportunity to work; we must at least afford them the
chance to pull themselves out of the gutter. If we keep this artifi-
cially high barrier in place, we are creating our own worst enemy.

Senator NICKLES. I appreciate your comments and also your sin-
cerity. It is very evident that you are very, very sincere in what
you say, and I appreciate that.

Mr. ROBINSON. Thank you.
Senator NICKLES. Dr. Hashimotodid I lose the pronunciation?
Dr. HASHIMOTO. Hashimoto.
Senator NICKLES. You probably have done more study in this

area than any of the witnesses that we have had to date. I especial-
ly wish that some of my colleagues could be here, because some of
us, including myself, have cited some of the stud;,s that have been
made.

I do not know if you heard my opening statement, but it basical-
ly said that this problem has had an abundance of study, all of
which has contributed very little to putting people back to work.

3 9 .b. u
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You have authored a study on this subject, is that correct?
Dr. HASHIMOTO. Yes A monograph is due to appear in print

sometime this spring from the American Enterprise Institute.
Senator NICKLES Would you please do me the personal favor of

forwarding a copy to me and possibly a few other copies for the
members of this committee?

Dr. HASHIMOTO. I would be happy to.
Senator NICKLES. We are very, very interested in it.
I listened closely to your testimony. I have not read your state-

ment, but I will. Your statement mentioned several things that I
am very interested in, and there is one point I want to address.

The No. 1 objection that came from some of the organized labor
groups and from some of the members of this committee es.itern-
ing a youth differential or the exemption was the fear of displace-
ment.

I know you touched on it in your opening remarks, but would
you briefly give us your opinion? Are we talking about adding newjobs or are we talking about young people taking somebody else's
job?

Dr. HASHIMOTO. Well, I am sure that in the immediate run, there
will be some displacement. To the extent that older workers are
substitutable for some jobs by younger workers, that is to be ex-
pected. But the way to deal with that is to exempt older workers
too from minimum wages; not to prevent young workers from
getting a job, but to eliminate the minimum wage altogether. That
would be my answer.

The second observation I would make is that one of the reasons
why organized labor is against this is, in part, because of the
possible displacement of jobs away from union workers to teen-
agers. There is no doubt in my mind that there will be some
displacement, but I think such effects are secondary in importance.
The cure is not to strengthen the minimum wage law, but to
reduce it.

Senator NICKLES. Your statement basically hinges on the fact of
competition. Do you mean that by bringing more people into thejob market, we would have more competition?

Dr. HASHIMOTO. Well, if you exempt young workers, they are
going to be a cheaper source of labor than some of the older
workers who may be covered by minimum wages, although their
skill levels may be comparable to those young workers. So, the
employer may hire young workers; that is only rational.

Senator NICKLES. Let us say we have eliminated the minimum
wage. Do you think the net result, over a 2-year period, would be
some displacement and a greater opening of new doors so that
people would be able to get into the system?

Dr. HASHIMOTO. Yes. I must say, though, that I am talking out of
a theory. Very few studies have been done on this question and I
cannot give you the precise numbers of employment displacement
effects that might be forthcoming in the short run. But I am surethere will be some, but I think that is not a major problem in the
long run. I think the way to do it is to replace the minimum wagewith a sound antipoverty policy, or some other alternative policy,
some of which I briefly discussed in my report.

III ,
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Senator NICKLES. Senator Kennedy mentioned that many per-
sons, including myself, have been somewhat opposed to much "ex-
perimentation." We could say that the Government is going to pick
up the cost, for instance, the tax credits for the differential, et
cetera.

But it seems like there is one experiment we have not tried, or
we have not tried in a long time, that being free enterprise. I think
that is basically what you are saying

Dr. HASHIMOTO. Yes, but I think it is true at the same time that
we do need some antipoverty policy. The minimum wage is totally
ineffective in achieving that goal.

Senator NICKLES. Do you think the minimum wage, going all the
way back to when it was enacted in the thirties, has done more
damage or good to the economy, to employment, to productivity,
and to the people it is trying to help?

Dr. HASHIMOTO. Well, judging from the empirical evidence that I
am aware of, the Federal minimum wage law enacted in 1938 has
done more harm than good.

Senator NICKLES. You went all the way back to 1938. Do you
think it would also be true for the eighties? Do you think it is
doing more damage than good today?

Dr. HASHIMOTO. I believe so.
Senator NICKLES. You believe so?
Dr. HASHIMOTO. Especially for young workers.
Senator NICKLES. Especially for young people?
Dr. HASHIMOTO. Yes.
Senator NICKLES. Why?
Dr. HASHIMOTO. Because a larger proportion of young people are

affected by minimum-wage laws than the proportion of older work-
ers.

Senator NICKLES. When you say they are affected by the mini-
mum-wage law, do you mean- -

Dr. HASHIMOTO. Their wages would be lower than the minimum
wage would be in the absence of the law, but they would be able to
get employment and training

Senator NICKLES. OK.
Dr. O'Neill, let me ask you a couple questions. You made a very

interesting comment. Let us say we exempted 16- and 17-year-olds
from the minimum wage. Do you think they would be more exploit-
ed? Many have mentioned that everybody should be making at
least $3.35 an hour.

Do you think they would be more exploited by making $2.50 an
hour, or by having a minimum wage of $3.35 an hour and not
having a job? You touched on that subject.

Dr. O'NEILL. Well, I think that if the minimum wage were ex-
trnded to my babysitter and I had to pay her $3.35 an hour, she
would feel that she was being exploited because I would not hire
her anymore

If you took away the minimum altogether for teenagers, it. ishard to say what the lowest wage would be that teenagers would
accept. One clue comes from the responses of teenagers in the
survey that I mentioned.

Teenagers out of the labor force were asked, "If somebody offered
you a wage at such a percentage below the minimum, would you
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take it," and a substantial number indicated they would work at
to 25 percent below the minimum. They would not fed explo:Led.
they would more likely feel lucky to get the opportunity.

Senator NICKLES. I think you brought up an interesting poi t it
has been a few weeks since I read this, but I think you are ol. _-

ed, if you pay your babysitter over WO a year, to pay the mini-
mum wage. I think that if that were the case, we would find many
babysitters not being able to find a job So, how far would the
ramifications of this go?

You had another point that you wanted to make when I inter-
rupted you. I did not want to interupt, but I wanted to hold to our
5-minute rule. Do you have a further comment that you wanted to
make?

Dr. O'NEILL. About the displacement issueI think it is specula-
tive at this point. No one really knows how much displacement of
nonteenagers there would be. It is, however, _ consideration to he
weighed against the gains to teenagers.

I would also like to point out that displacement would not likely
occur in a confrontational situation where an adult. long-term em-
ployee is fired and replaced with a teenager. Teenage's are not
easily substituted for experienced workers. The form that displace-
ment would more likely take is that firms would choose teenagers
for new hires in unskilled jobs in preference to others with similar
skills who do not qualify for the minimum wage exemption-
groups such as nonteenage students or other newcomers to the
labor force. In the long run, more indirect substitution might arise
as the firms and industries with technologies that could make use
of teenage employment grow relative to industries which are more
dependent on highly skilled labor.

I agree with Dr. Hashimoto that the rejoinder to the issue of
possible displacement of nonteenagers is to exempt more groups
from the minimum wagein addition to teenagersor to freeze or
eliminate the minimum wage altogether.

Senator Nicim--s. Would you agree with the statement that we
should either expand the exemptions from the minimum wage or do
away with the minimum wage altogether?

Dr. O'NEILL. If the minimum wage is politically impossible to
eliminate, I would look at the youth differential as a second best
solution. The youth differential would be a good step because it
does take care of the one group that is most heavily affected and
who suffers the greatest disernployment from the minimum wage.

Senator NICKLES. In your opinion, which would be better, the
youth differential or the exemption?

Di. O'NEILL. By "youth differential," I was also referring to the
youth exemption. Between the two I think the elimination of the
minimum wage for teenagers would be the simplest approach.

Senator NICKLES. Ladies and gentlemen, we wish to thank you
for your testimony. I look forward, Dr. Hashimoto, to getting your
book. I will read it with interest, and I think others will too.

Commissioner, we appreciate your testimony. We have had 2
days, and you brought in a new light. Dr. O'Neill, your comments
were also very, very interesting and we appreciate your input.

Thank you very, very much.
Mr. ROBINSON. Thank you
(The prepared statement of Dr Hashimoto follows:1

ti,,..,.., ;_4
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TESTIMONY FOR SENATE LABOR SUBCOMMITTEE OF THE U.S. SENATE

LABOR AND HUMAN RESOURCES COMMITTEE, Washington, D.C., by Masanori

Hashimoto (Associate Professor of Economics and Public Affairs,

University of Washington, Seattle), March 25, 981.

Against a history of judicial hostility, the federal minimum

wage law was finally enacted in October 1938. Since then the minimum

wage provisions have been amended six times, most recently in 1977,

raising the level of the nominal minimum wage th each amendment,

and with dramatic expansions of the coverage taking place in 1961,

l467, and 1974. Beginning January 1 of this year, the minimum wage

rate was set at $3.35 per hour with an available estimate indicatiug

that as much as 84 percent of all nonsupervisory employees in private,

non-agricultural work are covered by this law.

In addition to the federal minimum wage, most stases have their

own minimum wage laws. State laws are much more complet than the

federal law in specifying coverage, variable differentials and other

provisions. With a few exceptions such as Alaska, California, Wash-

ington D.C., and New York, state minimum wages have been typically

below the federal rate. The trend has been for the state rates to

converge on the federal rate and for the coverage of state laws,

traditionally restricted to women and minors, to expand. As a re-

sult, many state laws are becoming redundant.
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Compliance with the federal minimum wage law is known to be

less than perfect.1 One reliable estimate suggests that the rate of

compliance was about 70 percent in 1973. While the Reagan Administration

appears to be less than sympathetic to the law, the likely future prospect

is for the coverage to continue expanding and for the rate of compliance

to be raised. The prospect for ever increasing coverage and compliance

rates adds urgency to the need to assess the law's economic and social

impacts. The present Federal Minimum Wage Study Commission is expected

sometime this year $o report on these impacts with recommendations on

proposed changes in the law.

The primary concern of this statement is how the minimum wage af-

fects the labor market experience of young workers. In the absence of the

law, many young workers would earn less than the minimum wage. As a

result, minimum wage effects are likely to be felt by a large proportion

of these workers.

The primary purpose of the law is to reduce poverty.

The law, however, is an ineffective instrument for

such a purpose. Its main deficiency is that it applies across the

board to all low-wage workers regardless of family size, family

income, and the reasons for low wage. For example, fully 40 percent

of low-wage teenagers were in families with income above $15,000 in

1973.2 A sound anti-poverty policy would embody a mechanism to identify

the really needy and the source of their poverty, and would try to

remedy these difficulties. The minimum wage law achieves none of

these goals.
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Given that the law is not an effective anti poverty device, what

has it accomplished for young workers? Here, the accumulated evidence

points to the conclusion that the law on balance has harmed the employ-

ment opportunities for young and other low-wage workers. I shall briefly

discuss the main findings pertaining to young workers. For more detailed

discussions, the reader is referred to my Minimum Wage and On-the-Job

Training, which will be published this spring by the American Enterprise

Institute for Public Policy Research. 3

Employment and Unemployment Effects

Most of the studies undertaken by economists have aimed at

assessing minimum u-ge impacts on employment and unemployment rates.

The t'-eory of minimum wage effects on employment at employment is

a straightforward application of elementary demand-supply analysis. An

effective minimum wage law, by definition, raises the wage rate in the

covered sector above what it would be in th absence of the law. Since

labor becomes more costly than before, employers reduce the quantity of

labor services they purchase, resulting in disemployment effects. The

consequent reduction in the employment demand leads to unemployment in

the covered sector. The minimum wage also attracts workers to the

covered sector to look for employment at the increased wage, thereby

adding to the unemployment effect. Of course, a pre.ise analysis must

take into account the fact that the reduced probability of finding a

job in the :overed sector will mitigate the effect of the increased

wage on the incentive to look for employment there.

i) )
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One might expect unemployment to disappear eventually as those

workers not finding employment in the covered sector move to non-covered

sectors or to nonlabor-force activities. However, in a dynamic economy

in which inflowsandoutflows of workers are pervasive in labor markets,

unemployment effects tend to persist as long as the minimum wage remains

ef:ective. Since these effects are greater the higher the minimum wage

is relative to the wages that would prevail in the absence of the law,

they are likely to be felt most by low- skilled workers.

Past studies by and large confirm the pred_ction that minimum

wages reduce employment opportunities and raise unemployment rates

4
particularly for teenagers, minorities and other low-skilled workers.

Typically, researchers have found that both the coverage and the basic

minimum wage result in large unemployment effects for teenagers.

However minimum wage impacts tend to diminish as teenagers reach

the twenty to twenty-four year age bracket. By the time youths reach

that age bracket, their wage is likely to have increasti above the

minimum wage.

The minimum wage also has significantly reduced the availability

of full-time jobs for teenagers. Evidently, teenage workers tend to

be sorted into part-time jobs, which typically pay lower wages than

full-time jobs. Increased part-time jobs may reflect increased school

enrollments as a result of minimum wages. Part-time work is an

important source of financing education for many youths. It may also

signify a reduction in on-the-job training (OJT) for youths, for part-

time jobs are likely to offer less training than full-time jobs.

Adverse minimum wage effects are observed also on the labor-force

participation rate--the proportion of a specific population that is
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either employed or unemployed. Researchers have documented the

effects running from increased minimum wages to reduced employment

opportunities and eventually to reduced labor-force participation. 5

These effects were observed to be more pronounced amocg labor groups

with low wages. Evidently, many marginal workers eventually drop

out of the labor force altogether rather than waiting in the un-

employment queue to find a job paying the minimum wage.

There are important minimum wage effects on the stability of

employment as well. Marginal workers tend to suffer the most from

frequent job turnover over the course of economic fluctuations.

This phenomenon reflects employers' attempts to adjust labor costs

to changing economic conditions without having to incur the high

fixed costs that are involved in altering the employment of physical

capital and skilled workers. When labor demand rises, employers

first expand labor inputs by increasing the over-time work of the

existing work force and by expanding the employment of low-wage

workers before adding to the skilled work force. When demand drops,

they decrease labor inputs by first letting go of the low-wage

workers as well as by reducing over-time. Employers could adjust

labor costs in response to changing demand by cutting wage rates.

Such a strategy would help reduce their total reliance on employment

as an adjustment mode. For marginal workers, however, downward wage

adjustments may be limited by the minimum vag:... An effective minimum

wage represents a floor below which the emplGyerc cannot cur wages.

As a result, firms are forced to use employment reduction as an

adjustment mode.

3 ")"
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One study found that between 1954 and 1968, a typical teenage

worker was more than four times as likely as a typical adult worker

to lose a job during a downturn in economic activity During these

years the minimum wage hikes seem to have reduced the cyclical

employment variability of white adult males by about one-third,

but to have more than doubled teenage employment variability.

The preceding brief discussion suggests that the minimum wage

law reduces employment opportunities for young workers, increases

their unemployment rates as well as their labor-force withdrawals, and

reduces their employment stability over the inevitable fluctuations

in the level of economic activity. The results of past studies

indicate, therefore, that the minimum wage legislation is inconsistent

with the policy of enhancing job opportunities for young workers.

One may quibble with the precise magnitudes of the effects, or may

c.mplain about the inconclusiveness of some of the findings. It would

b, very difficult, however, to offer enough counter evidence to dismantle

th.:. general consensus pointed to by the existing evidence.

Effects on On-The-Job Training

Beyond the employment and unemployment effects, minimum wage

impairs young workers' employment and earnings capability in subtle

but important ways. The compensation that a worker receive usually

includes a variety of fringe benefits in addition to wages. Perhaps

the most important fringe benefit for young workers is the opportunity

that jobs offer to acquire new skills and knowledge and to improve on

the old. Such opportunity, usually referred to as on-the-job training,

is essential to enhancing the future productivities and the earning
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capacity of young workers. Although jobs undoubtedly differ in both

the quantity and quality of training they
offer, learning processes,

both through forral training programs and informal learning-by-experience

processes, are believed to be the bavic characteristics of practically

all working activities.

The minimum wage law reduces the amount of training and thereby

impairs the growth of young workers' earning capacities in two ways.

First, to the extent that the minimum wage leads to reduced employment

and to increased unemployment, it deprives affected workers of oppor-

tunities to acquire skills on the job. This is an obvious implication

of employment and unemployment effects associated with the minimum wage.

Second, minimum wage law may retard the growth of future earnings

capacity by causing a reduction in the quality and quantity of on-the-job

training offered to those who remain employed.

Faced with an increased wage mandated by the law, employers

counter by cutting back on various benefits including flexibility in

hours of work, work environment, job safety, and on-the-job training.

In other words, a teenage worker is not necessarily better off if he

gets a job paying the minimum wage higher than he would get in the ab-

sence of the law. With his current erployment opportunities limited to jobs

in which training has been reduced, he may find himself worse off in

the long-run. Although many economists have long been concerned with

the adverse OJT effects, definitive evidence justifying this concern

has become available only recently. The studies by Jacob Mincer and

Linda Leighton, and by myself, concur that the minimum wage lowers

the job-experience induced growth in earnings. 7

k kJ1 '7) t)
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How can we tell if a worker's increased current wage is more

than enough to compensate for the reduced on-the-job training and

the reduced future earnings? According to my study using the National

Longitudinal Survey data, even though an increased minimum wage may

raise the current wage for some workers, such a benefit is far smaller

in magnitude than the loss of future earnings caused by diminished

training. For example, the 1967 Amendments to the minimum wage law,

which expanded the coverage substantially, fib well as raised the minimum

wage rate, resulted in reductions in the value of training for white

young males, aged 14 to 24 years in 1966, by some 26 to 31 percent.

The full wage of these individuals--the sum of their current wage and

the value of training--was reduced by 14 to 17 percent. Both reductions

were reflected in their reduced earning power in 1969. Although the

results of my own investigation were inconclusive about the effect on

black youths, Mincer and Leighton reported detecting some adverse

effects, though they were statistically insignificant. In general, no

firm conclusion emerges due, in part, to the low quality of the data

for blacks. The findings for whites are as solid as one could hope for

in econometric research. L7 and large, the evidence points to the

conclusion that the minimum wage legislation forces younb workers to

bargain away much of their future earnings for a small increase in

current wage to the detriment of their future economic well-being.

Policy Alternatives

The most direct way to remove the barriers to OJT created by

the minimum wage legislation is to exempt young workers from the coverage.

, 4"
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Such an exemption would apply at least to teenagers, if not to all

youths up to twenty-four years of age. There have been many discus-tons

of youth differentials, sometimes called teenag2 differentials, as a

means of reducing the undesirable unemployment effects on youths.

Youth exemption would go further than a mere lifferential in eliminating

adverse minimum wage effects buth on OJT and employment. It would also

eliminate the necessity to engage in endless debate as to what the

appropriate differential ought to be. Any differential chosen would

be arbitrary, anyway.

Exempting youths from minimum wag coverage may raise the spectre

of youth poverty. But such a conclusion presumes, in the first place,

that the minimum wage legislation is an effective anti-poverty device.

I have already argued that it is not. Surely, the accumulating evidence

about its harmful effects on training, as well as on employment opportu-

nities, renders the case for the minimum wage as an anti-poverty device

the weakest when applied to young workers. If youth poverty is the

issue, what is needed is a sound income maintenance program, which would

transfer income to poor youths efficiently. One such program is a

negative income tax.
8
A negative income tax can be implemented with a

minimum of administrative machinery, and its parameters can be chosen

to refl.:et family size, composition, et cetera, in order to determine

the level of need for income transfer. Ideally, the entire minimum cage

law would be replaced by a more effective anti-poverty policy, such as

the negative income tax.

In view of the vested interest groups that the current welfare

programs have spawned, ht.:.:2er, the economy wide implementation of a

82-1147 0-81-- 22
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negative income tax program, or any other alternative policy, may

take time. Its implementation for youths alone, together with the

youth exemption from the minimum wage law, would be a good start.

Youth exemption, coupled with a negative income tax program, would

eliminate the undesirable side effects of the minimum wage discussed

testimonywhile at the same time reducirg poverty among young

workers.

It is quite possible, however, that the resistance to youth

exemption, or even to youth differentials, would turn out to be

politically insuimountable.9 If the minimum wage legislation must

remain on the books, some form of subsidy to encourage the formation

of skills is called for. One alternative proposal discussed in the

literature is a youth employment scholarship, to be paid to young workers

as a supplement to their wage income'0 The major attraction of this

program is that, unlike a subsidy or a tax credit given to the employer,

it relies on the individual youth to choose the job that gives him the

most valuable combination of training and current wage. Thus, it allows

individual differences in interests, time preferences and abilities

their full play in determining the choice of training and current wage.

To promote an efficient use of such a subsidy in the formation

of human capital, the subsidy should be made applicable either to

training on the job or training at school. For example, an eligible

youth may receive a voucher entitling him to a certain amount of

training, and he may use it either at work or at a vocational school,

a community college or even at a four-year college. Either the

employer or the school selected by the youth will then redeem the

or)e),
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voucher for cash. Since schools Ere already subsidized and on-the-job

training is not, the voucher would not be made transferable between the

two modes on a dollar by dollar basis. Instead, an appropriate rate of

transfer would have to be established to reflect the already existing

imbalance in the subsidy. The point is simply that by making the

voucher applicable to either source of training, the subsidy program

would avoid distorting resource allocation between OJT and schooling.

It would help to promote competition among employers and among schools,

as well as between employers and schooling, in offering quality training

services.

There may be many other reasonable policy alternatives. It is

not my intention here to present a complete catalogue of them, nor do

I wish to prescribe a particular policy instrument. Details of each

policy surely would require much more attention than the discussion

here has offered before one could rank them by their attractiveness.

We look forward, in this year's legislative debate, to serious and

informed policy discussions to address particularly the harmful minimum

wage effects on young workers and the ccncrete policy alternatives.

3 4 L,1
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FOOTNOTES

1. Both non-compliance and non-coverage evidently are nontrivial,

especially among very low-wage workers. Gramlich reports that

in 1975 the minimum wage law raised the wage of only about half

of all low-wage workers. See Edward M. Gramlich, "Impact of

Minimum Wages on Other Wages, Employment, and Family Incomes,"

Brookings Papers on Economic Activity 2 (1976), pp. 409-461.

Ashenfelter and Smith estimate that for the United States as

a whole the compliance rate is about 69 percent in 1973. See

Orley Ashenfelter and Robert Smith, "Compliance with the Minimum

Wage Law," Journal of Political Economy, Vol. 87, No. 2 (April

1979), pp. 333-350.

2. See Gramlich, "Impact of Minimum Wages."

3. Minimum Wage and On-The-Job Training, American Enterprise Insti-

tute, forthcoming 1981.

4. See Finis Welch, Minimum Wages: Issues and Evidence (Washington,

D.C.: American Enterprise Institute for Public Policy Research,

1978), Chapter 1. See also, Thomas Gale Moore, "The Effects of

Minimum Wages on Teenage Unemployment Rates," Journal of Political

Economy, Vol. 79 !July/August 1971), pp. 897-902. For some

interesting discussions of the policy relevance of some of the

past studies, see Robert Goldfarb, "The Policy Content of Quan-

titative Minimum Wage Research," Industrial Relations Research

Associations Proceedings, 1974, pp. 261-268. Recently, Brown,
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Senator NICKLES. Our next panel will include William Lucy, who
is president of the Coalition of Black Trade Unionists, and secre-
tary-treasurer of AFSCME; Sol Chaikin, who is president of the
International Ladies' Garment Workers Union; and Althea Sim-
mons, who is Director of the Washington Bureau of the NAACP

I am going to have to ask everybody to identify themselves,
because I was reading and not looking. They are going to run us
out of here whether we are finished or not, and that would not be
fair to you or our other panelists. We are going to have to go very,
very quickly.

Everybody has been kind enough to provide us with statements,
and I do want you to know that I can P' least speak for this
Senator and say that I will thoroughly revie Jour statements and
read them with interest, because we are interested in your input
and we do solicit your side of the pros and cons of this particular
piece of legislation or this concept and theory.

William Lucy, if you would begin? Do you have a gentleman with
you?

STATEMENT OF WILLIAM LUCY, PRESIDENT. COALITION OF
BLACK TRADE UNIONISTS, AND SECRETARY-TREASURER,
AMERICAN FEDERATION OF STATE, COUNTY AND MUNICIPAL
EMPLOYEES, ACCOMPANIED BY HORACE SHEFFIELD AND
CHARLES HAYES; SOL CHAIKIN, PRESIDENT, INTERNATIONAL
LADIES' GARMENT WORKERS UNION; AND ALTHEA T. L. SIM-
MONS, DIRECTOR, WASHINGTON BUREAU, NATIONAL. ASSOCI-
ATION FOR THE ADVANCEMENT OF COLORED PEOPLE, A
PANEL

Mr Lucy. Yes I was not aware that this would be a panel
concept, Mr Chairman. I had asked Mr Horace Sheffield from
Detroit to come in and participate.

Senator NICKLES Horace Sheffield from Detroit.
Mr LUCY. And Mr. Charles Hayes from Chicago
Senator NICKLES Mr. Hayes')
Mr. HAYES. Yes
Mr LUCY. We were not aware that the panel structure would be

used, so we will certainly try to adhere to the Chairman's rules and
admonitions.

Senator NICKLES. Thank you
Mr Hayes, wh e are you from?
Mr. HAYES. Chicago.
Senator NICKLF:S. And, Mr. Sheffield, you are from New York'
Mr. SHEFFIELD- I am from Detroit, United Auto Workers
Senator NICKI.ES Detroit?
Mr. SHEFFIELD Detroit, Mich.
Senator NICKLES OK. Go ahead for minutes, if you would
Mr LUCY Let me say, Mr. Cfiairman, first of all that we are

very pleased that we are being allowed to share our views with the
committee

I would like to begin by saying that the coalition believes that
what we really should be discussing here is an increase in the
minimum wage as opposed to a youth subminnnum Despite period-
ic increases in the minimum wage, in recent years its real value
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has been rapidly eroded by inflation. I believe President Kirkland
shared those views with you just a bit ago.

Congress established the minimum wage to set an income floor
beneath which no one, male or female, black or white, young or
old, should have to work. This income floor is absolutely necessary
in low-wage sectors of the economy. Take the retail trade, tor
example. Individual store owners can only afford to pay moderately
reasonable wages if they know that their competitors or competi-
tion must do the same. The minimum wage, in our opinion, is
essential to insure that pay rates for store clerks, secretaries, and
other similar workers are not driven down below a subsistence
level. The protection of the minimum wage is especially important
to minority workers who hold a large share of these jobs.

Some statistics over the last 12 to 15 years have indicated that
some 70 percent of new jobs created have been in these service
sectors, and I suspect that initiating a subminimum will simply
compound the problem and establish a new type of worker within
our economy. I think a subminimum youth wage would be a step
backwards and could open the doo" wider for further wage discrim-
ination against women and minorities.

We have been told that one of the main goals of a youth submini-
mum is to lower the unemployment rate for teenagers, especially
those who are black. Certainly, this is a noble goal and the ques-
tion becomes whether or not we actually have statistics to indicate
that this action would support that.

I would take the opposite view. In fact, in terms of youth and
teenage unemployment, all told, except in times of war or conflict,
never has the rate been below 9 percent, and that is golf; back
into the early years-

Senator NICKLES. Is that minority or all youth?
Mr. LUCY. All youth, and I suspect that the relationship between

minority youth unemployment, maintaining the same ratio to all
teenagersthat would be true for those times, and that particular
period was the year 1951 during the Korean conflict.

It is our view that a 15-percent wage differential for youth is
simply not large enough to convince the average employer to
expand his or her work force. We believe that a shopowner who
has enough employees to mind the store is not likely to add an-
other employee simply because he can get one for $2 85 an hour. or
whatever the subminimum level would be.

We believe that a subminimum for all youth would encourage
employers to t eplace particularly student employees, whom they
are now taking advantage of in terms of the part-time rate for full-
time students. I believe that this, coupled with the current admin-
istration proposal to either reduce or eliminate the student loan
program, would make life difficult for thousands of young people
who are using employment as a means of supplementing their
student loan situation To simply have employers replace part-time
subminimum wageworkers with full-time subminimum
wageworkers would work a hardship on this particular group.

Economists admit that they do not have much good evidence on
the employment effects of a subminimum, but most of their studies
show that a youth subminimum would cause almost no change in
the rate of youth unemployment One of the more recent studies

,)
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prepared for the Minimum Wage Study Commission found that a
subminimum would push the teenage jobless rate down by only
one-tenth of 1 percent. That, I suspect, squared off against the loss
of purchasing power from low wages, might even cause a slight rise
in unemployment.

Minority teenagers cannot afford, in our opinion, to take a 15-
percent pay cut in a wage that is already below the poverty level.
Many of them are female heads of households struggling to support
their children.

If we look at the overall program of the administration, which I
suspect will result, certainly, in some reductions in child care or
day care programs, and if this is also coupled with a system that
reduces the basic income of large numbers of female workers, it is
a question of whether or not they will be either forced to use a
greater portion of their income to support child care and day care,
or they would simply be at such a wage level that they would
simply go off of the job rolls and onto the public assistance rolls.
We think that that is certainly not in the interests of the country
as a whole.

The primary beneficiaries of this pay reduction would be the
major employers of teenagers who, in our opinion, would reap some
rather large windfall profits. A recent Dean, Witter, Reynolds
report estimates that a subminimum would boost particularly
McDonald's Corp. profits by 31 cents per share in the first year and
70 cents per share in 3 years. These higher profits would come
directly out of the pockets of some of the Nation's lowest paid
workers.

While business is pulling in higher profits, the biggest losers
under a subminimum wage would probably be female and minority
adults who now hold minimum wage jobs. Almost one- -

Senator NICKLES. I have a question. Can I stop you right there
because I want to ask you something on that and our time is
moving?

I have been informed that we are going to have to clear this
room by 1 for another committee, and there is another panel. I
really want to come back to you with the questions, if I can.

[The prepared statement of Mr. Lucy follows:)

,)
4) 1 _.;
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TESTIMONY B-1

MR. WILLIAM LUCY, PRESIDENT
COALITION OF BLACK TRADE UNI3NISTS

Yr Chairman, members of the Committee, my name is

Lucy I am Secretary-Treasurer of the Arerican Federation of

State, Counts and municipal 'mployees rAFSCME) and President of

tpe Coalition of Black Trade rnionists (C',17.7) It is in this latter

role that I am testifying today, although the views I will present

also reflect those of AFserF rTr" consists of representatives of

67 national and international unions in this country r:e appreciate

the opportunity to explain why many blacks, and black trade union-

ists in particular, strongly oppose a subminimum wage for young

people

I would lit --e to begin by saying that we really should be con-

sidetirg signi4icant increases in the minimum wage for all workers

instead of a yolth subminimum wage It is a tragedy that in our

wealthy society millions of Americans w^c now work full-time ac the

minimum wage still find themselves living in poverty :'any families

in this situation must ?von -'erend on AFDC to sutolement their in-

co,,e

Desolte perodic Increases in the minimum wage, in recent years

its real alue has been rapidly eroded by inflation In terms of

1967 'ollars the mini-um waae 7111 fall from 1 4? in 19-1 to about

23 t,is ear A worker ,'o earns :he -111 1-1u-, -,age has an annual

income D-Ir 7..orccnt pf pc-fertf le'el

a fa-,11, f,ur tr. 1131 ":"--:5 Is 'own from ',A percent 15 the

7overty 1-
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7e would like to remind you that Congress established the

minimum gage to set an income floor oeneath which no one -- male

or female, blae< or white, young or old -- should have to work

This protection is cruci,,Ily important for men and women who are

unskilled and without union representation to give them the ability

to bargain on equal terms with their employers

This income floor is absolutely necessary in low-wage sectors

of the economy. Take retail trade for example. Individual store

owners can only afford to pay -o4eratel decent wages if they know

that all tneir competitors must -10 t:e same The minimum wage is

essential to ensure that pay-rates for store clerks, secretaries

and other similar worers are not driven below subsist,nce levels

The protection of the minimum wage Ls espec.ally important ro

minority workers who hold a large s"are of t',ese

In addition to ora,i!ing an income floor, the minimum wage helps

to maintain t"e 2rirci?le 7- equal oay for equal or for American's

low-wage employees vomen, and minorities all agree on the

Importance of this principle it ^as hcen the cornerstone of labor's

fi:ht iginst liscrim_natior or t'-e 2ob A suominimum youth wage

would be a major stet oac:ards and could well open the door to

further wage discrimination against women and minorities

Ye have neen told _%-at orc of the main goals of a youth sun-

minimum 15 to t-e dnemplov-aer: rate =or teenagers -- especially

those ..,ho are blacl, "DW is 9ure.7 a wort-7 ob;ectIve on which

we cnn all a'aree "c ora ''131.7'1'.:2 the fact _rat tnis country

has a major youth .ne7nlov-ent pr''- cm Twent-t'ree nercent of the

7 3 7111.on necnlo nemnloed last onth ',Jere teenagers nacK

3 j
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teenage unemployment, at a staggering 35 4 percent, remained 'tell

above the white teenage unemployment rate of 17.4 percent The

question is whether a subminimum wage will really help the nation

reduce youth joblessness and, if so, at whose expense.

A 15 percent or 25 percent wage differential for youth is

very unlikely to convince the average employer to significantly

expand his or her workforce A shopowner who has enough employees

to mind the store is not likely to add another worker just because

he can get a young person for 52.35 an hour The few employers

who care about such a small difference in wages are already taking

advantage of the current subminimum wage for part-time workers who

are also full-time students A subminimum for all ',.-uth would

encourage these employers to replace their student employees with a

smaller number of full-time young workers This would cut employ-

ment and make it harder for many young people to help put themselves

through school

At best, the economic evidence on the employment effects of a

subminimum is mixed cost studies show that a youth subminimum

Gould cause almost ao e'ange in the rate of youth unemployment. One

of the more recent studies prepared for the ninimum 'Iage Study

Commission found that a subminimum would push the teenage jobless

rate down byonlyone-tenth of one percent. The loss of purchasing

power from lower wages might even cause a slight tise in unemployment.

Minority teenagers cannot afford to taL,e a 15 or 25 percent pay

cut in a wage that a,ready is below ooverty level, even for only

3
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six months Many of them are female heads of households

struggling to support their children. The pay of many others is

often an essential supplement to their parents' poverty-level

income.

The primary beneficiaries of this pay reduction would be the

major employers of teenagers who would reap large windfall profits.

Dean tatter Reynolds estimates that a subminimum would boost

McDonalds Corporation's profits by 31 cents per share in the first

year and by 70 cents within three years. These higher profits

would come out of the pockets of some of the nation's lowest-paid

workers.

'Mile business is pulling in higher profits, the biggest losers

under a subminimum wage would probably be female and minority adults

who now hold minimum-wage jobs Almost one-fourth of minimum wage

workers are members of minority groups, nearly two-thirds are women.

A youth subminimum would hand employers a powerlul financial incentive

to layoff these workers and :lire cheaper young people in their place.

Adult women are likely to suffer particularly severe displacement,

for studies show that teenagers and adult women are in fairly direct

competition for the same minimum-wage positions. Because of the

double-discrimination against black women, they are sure to be among

the main victims of a youth subminimum wage.

Proposed prohibitions against displacment are unlikely to be

enforced Displacement of adults is prohibited under the current

full-time student subminimum wage. Yet only twice in the past 20

years have cases been brought to enforce this provision of the law

3,;
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The Coalition of 31ack Trade Unionists strongly urges you

to reject the idea that new jobs for youth should come at the

expense of reduced employment of the neediest group of adult workers.

'le urge you Instead to consider the real causes of teenage unemploy-

ment which are ignored by the advocates of the youth subminimum

C3TU believes that population changes will take care of part

of the youth unemployment problem During the 1960s and 1970s the

huge "baby boom' generation passed through its teens, swelling the

youth labor force and boosting youth unemployment now, however,

the number of young job-seekers is falling. Since we can expect

to see a decline in teen joblessness over the next decade, it would

be unwise to institute an unproven and potentially very harmful

experiment

A ywiti subminimum Ignores the impact of the general economy

on the unemployment of young people Youth unemployment is much more

reaponsive than adult unemployment to changes in the economy During

an economic uoswing, employers 'nire ',undreds of 'housands of teen-

agers who previously could not find work This fact shows that -

when demand is high and the jobs exists - employers believe that

young people are worth hiring at the minimum wage A vigorous

national economic program to achieve full employment would oe a far

more effective approach to the teenage unemployment proolen than

the uncertain approae- of a youth sbminimun wage

11c', teenagers face unique carrier3 to finding emplcient

Federal policies must a-!dress t"ese problems
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Over the past 25 years, joblessness has risen several times

more rapidly among olae, youth than among white youth While

white tee-aoe inemnloyment increase' five points (frcm 10 3 to

15 5 percent) between 1955 and 19RO, the black youth joblessness

jumped 23 points (from 15 f to 35 5 percent) During this period,

increases .n the minimum wage rate and coverage affected "Joth

blacks arc' whites Therefore, we have to look elsewhere for an

explanation of why the unemployment situation for black youth has

deteriorated so badly

?art of the explanation is racial discrimination, which con-

tinues to fester in toe job market despite decades of good federal

intentions Another imoortant factor nas been the shift of employ-

ment gro-,tP out of older cities to the suburbs and t'e Sin 3elt

This soift has left man'/ _lack teenagers stranded in central cities

«her _:ere ire f,_-er an: fe-er :ohs and fewer education and training

opportunities It t-ese suotal considerations and structural

ee:roic t-inges, ,_n r. not to the minimum wage, that -7e mi.st look for

an e-cplination increase in blae, mouth linemp'ovment

reel

That ia wr, we or', so d.stressed at the 7resident's proposals to

t the Cl7A 7.t1e :" Youth r:mplJvent and training programs and to

eliminate all public service jobs These programs are targeted

specifi,:ally at th,. proolems of the disadvantaged The President's

'n !isld-antage-i young Dec-)le out of

-3tro- toe soecial focus on ,oung people
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contained in Title IV, which has received bi-partisan support in

Congress and has proven to be so successful

CBTU believes that it would be cruel and cynical to force

disadvantaged young people into competition with their parents and

friends for the reduced funds available under the CvTA training

programs. We be,..eve it is cruel and cynical to layoff over 100,000

and, at the sane time, express concern about youth unemployment

The problem of youth joblessness can only be addressed by an

economic program to achieve full employment combined with education,

training and employment programs that enable disadvantaged young

people to participate In the labor market on a more equal footing.

It should not be addressed by a minimum wage policy that at most will

simply redistribute poverty wages without anv significant increase

in job opportunities

Thank you for gtvtng us the opportunity to present our views
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Senator NICKLES. Mr. Chaikin, would you please go ahead just
briefly, and then I have a question or two for you, too.

Mr. CHAIKIN. Yes, certainly. I thank you, Senator, for the oppor-
tunity to speak with you this morning, and I will take just a few
moments since I have offered to the committee the full and com-
plete statement which we would have wanted to make.

Senator NICKLES. We thank you for that.
Mr. CHAIKIN. My name is Sol C. Chaikin and I am president of

the International Ladies' Garment Workers Union, with a member-
ship of 340,000 workers on the mainland and in Puerto Rico. I am
here to present the views of my union on the proposed youth
subminimum amendments to the Fair Labor Standards Act. Since I
have only a few moments in which to give these views, as I indicat-
ed, I would like to have included in the record the longer statement
that we have prepared.

Senator NICKLES. We will.
Mr. CHAIKIN. These proposals we are discussing are called by

titles like "The Youth Opportunity Wage Act" or "The Youth
Employment Opportunity Act," the suggestion being that these
bills will benefit the young. If the bills were really named after
whom they will benefit, they would be called the "McDonald's
Windfall Gift Amendments." [Laughter.]

Mr. CHAIKIN [continuing]. The arithmetic on these proposals is
astounding. The McDonald's near the ILGWU headquarters is open
18 hours a day, 363 days a year. There are approximately 12
teenagers who work there at any given time and would lose, as a
result of a 75-percent youth subminimum, 84 cents an hour each.
In total wages, that single McDonald's would be saving $10.88 an
hour, $181 a day, and $65,862 a year.

The firm of Dean Witter, as my friend Bill Lucy has indicated,
estimates that if that subminimum is passed, the stock would earn
not less than 31 cents a share in the first year and much more as
the years go forward.

Now, let us suppose that we pass a youth subminimum that
would inhibit McDonald's or anyone else from hiring teenagers and
fire 20-year-old people, and let us further suppose that the submini-
mum is limited to 6 months. In such entry-level, marginal jobs,
there will be a natural turnover that runs at least 30 percent per
annum.

The company would profit. Who would suffer? All of the youth
below 20 years of age, some of whom may already have 2 or 3 years
of experience doing what they are doing, and who, for a period of 6
months, will be denied the traditional minimum; also, all of the
people above 20 who are currently looking for work.

If two people apply for the same job and one of them is a
teenager, the employer has a strong incentive to take on the
youngster, which of course is just what these bills are intended to
do. Perhaps the 1,610 million teenagers who are out of work will
breathe a sigh of relief as they move to the front of the unemploy-
ment line, even if they have to sacrifice a decent, or more accurate-
ly, half decent hourly wage to do so. What the more than 6 million
adult men and women who are currently employedmany of them

g2-187 0-81-- 28
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heads of households with families to supportwill do if one of
these proposals passes is another question.

Then there are all of the people who change jobs during the
year. They too will face problems brought on by these bills when
they have to compete against subminimum teenagers. I am speak-
ing now about millions of people. In women's outerwear, the new-
hire rate in 1979 was over 36 percent; in men's work clothing, the
rate was 66 percent.

In the end, it is the country that will suffer. Not a single new job
will have been created. We will have made it profitable for compa-
nies to hire those under 20 and to deny hiring those above 20. So,
we will have redistributed unemployment.

In sum, this is a plan to redistribute unemployment and to
redistribute income from workers who formerly got a minimum
wage to corporations that will increase their profits. This is a
perfect example of perverted priorities.

It is sometimes argued that there are certain jobs in this country
that would spring into being in response to a youth subminimum.
We doubt that there are any such jobs. As a rule, a company has a
job opening to produce a product or render a service in response to
a market demand. It then fills the job opening and is rarely de-
terred because of an 85-cent differential over 6 months.

But if there is some rare sort of job that will come into being if a
youth subminimum were enacted, because it was in some sector of
our economy that cannot afford to pay the minimum, then the 6-
month limitation and the prohibition on firing and replacing at the
end of 6 months would totally invalidate the argument that some
subminimum sector of the economy would produce new jobs.

Senator NICKLES. Thank you.
Mr. CHAIKIN. At the end of 6 months, such an exotic sector

would have to go out of business.
[The prepared statement of Mr. Chaikin follows:]

I.1 .
) ,... e )
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TESTIMONY OF SOL C. CHAIKIN, PRESIDENT
INTERNATIONAL LADIES' GARMENT WORKERS' UNION

BEFORE THE LABOR SUBCOMMITTEE
OF THE SENATE COMMITTEE ON LABOR AND HUMAN RESOURCES,

MARCH 25, 1981

My name is Sol C. Chaikin and I am President of the International Ladies'

Garment Workers' Union with a membership of 340,000 on the mainland and Puerto

Rico. I am here to present the views of my Union on the proposed youth sub-

minimum amendments to the Fair Labor Standards Act. Since I have only 5 minutes

in which to give these views, I would like to include for the record a longer

statement on the youth subminimum.

These proposals we are discussing are called by titles like the "Youth

Opportunity Wage Act" or the "Youth Employment Opportunity Act," the suggestion

being that those bills will benefit the young. If the bins were really named

after whom they will benefit, they would be called the "McDonald's Windfall

Gift Amendments.'

The arithmetic on these proposals is astounding. The McDonald's near the

ILGWU headquarters is open 18 hours a day, 363 days a year. The approximately

12 teenagers who work there at any given time would lose, .s a result of a 75

percent youth grubminimum, 84 cents an hour each. In total wages, that single

McDonald's would be saving $10.08 an hour, $181.44 a day, $65,862.72 a year.

Multiply that by the 5000 McDonald's across the country and you discover that

the McDonald's Corporation stands to gain roughly $329 million. McDonald's

shareholders get a break, too. The firm of Dean Witter estimates that if a

youth subminimum is passed, the value of McDonald's stock will jump 310 a

share.



Now let us suppose that we pass a youth subminimus t'iat would inhibit

K^Donald's or anyone else from hiring teenagers to fire 20-year-old young

people and let us further suppose that the eubminimum is limiteh to six

months. In such entry-level marginal jobs, there will be a natural turnover

that runs at least about 30 percent per annum. Applying the same calculations

we did before, the company's cain would be reduced to about $80 million a year- -

still a tidy sum.

The company would profit. Who would suffer? All the youth below 20 years

of age, some of whom may already have two or three years of experience doing

what they are doing, who for a period of six months will be denied the tradi-

tional minimum.

Also, all of the people above 20 who are currently looking for work. If

two people apply fol the same job and one of them is a teenager, the eseloyer

has a strong incentive to take on the youngster--which, of course, is just

what these bills are intended to do. Perhaps the 1,610,000 teenagers who are

out of work will breathe a sigh of relief as they move to the front of the

unemployment line, even if they have to sacrifice a decent or, more accurately,

half decent) hourly wage to do so. what the more than six million adult men

and women who are currently unemployed--many of them heads of households with

families to support--will do if one of these proposals passes is another

question.

Then there are all of the people who change jobs during the year. They,

too, will face problems brought on by these bills when they have to compete

against subminimum teenagers. I am speaking now about mi'lions of people:
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in wlcon's outerwear, the new hire rate in 1979 was over 36 percent: in

men's work cl-thing, the rate was 66 percent.

Ir the end, it is the country that will suffer. Not a single new job

will have been created. We will have made it profitable for companies to

hire those under 20 and to deny hiring those above 20. So we will have re-

distributed unemployment.

In sum, this is a plan to redistribute unemployment and to redistribute

income from workers who formerly got a minimum wage to corporations that will

increase their profits. This is a perfect example of perverted priorities.

It is sometimes argued that there are certain jobs in this country that

would spring into being in response to a youth subminimum. We doubt that

there are any such jobs. As a rule, a company has a job opening to produce a

product or render a service in respo.'se to a market demand. It then fills

the job opening and is rarely deterred because of an SSC differential over

six months.

But, if there is some rare sort of job that might cone into being if a

youth subminimum were enacted, because it was in some sector of our economy

that can't afford to pay the minimum, then the six-month !imitation and the

prohibition on firing and replacing at the end of six months would totally

invalidate the argument that some subminimum sector of tho economy would

produce new jobs. At the end of six months, such an exotic sector would have

to go out of business.
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But what about the "inexperienced" youth who does not earn his or her

keep at first but who, after six months. will. There ay be such cases;

but they have nothing to do with age.

A sixty-five-year-old man, on retirement, may wish to pick ur a few

pennies doing some unskilled work, like running messages. He is "inexperienced"

despite age.

On the other hand, there are 18-year-old youngsters who can show three or

four years of experience running a short order stand. They are "experienced"

despite age.

Laws are Presently in force to allow a subminimum for people in a learner

category. But to do it on an age basis is to institutionalize discrimination

against the young--at their expense, at the expense of anyone who loses the

opportunity for a lob, at the expense of the country- -for the benefit of

corporations with high turnover rates of employment.

The effect of these bills is not to strengthen the economy of our country

but to weaken the humaneness of our society. They are an opening salvo, a

foot in the door, the first step in process that will eientually undermine

the entire minimum wage law. Today it is teenagers who need special exemptions.

Who will it be tomorrow? The 20-24 year olds? Blacks? iispanics? Women?

Senior citizens? I can see a day when the protections of the law would be

secondary, the exemptions primary, when we would find ourselves marching

steadily backwards to the 19th century.

I oppose these measures because they are unsound. I oppose them because

they are unworkable. I also oppose them because the prospect they open up
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for the working people of this country is unspeakable.

(Attached is a written statement expressing the views of the ILGWU on

the general subject of the youth subminimum.)

I 'I
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TESTIMONY OF SOL C. CHAIKIN, PRESIDENT,
INTERNATIONAL LADIES' GARMENT WORKERS' UNION

BEFORE THE LABOR SUBCOMMITTEE
OF THE SENATE COMMITTEE ON LABOR AND HUMAN RESOURCES

MARCH 25, 1981

My name is Sol C. Chaikin and I am President of the International Ladies'

Garment Workers' Union. I wish to present the views of my union on the subject

of a youth subminimum.

As we see it, there are two fundamental issues in cbspute in any discussion

of a youth subminimum.

1. It is said that the minimum wage causes teenage unemployment. On this

we disagree.

2. It is further said that the way to cope with that unemployment is

through a youth subminimum. Again, we disagree.

To begin with the matter of youth unemployment, lot me state at the outset

that we in the ILGWU are as appalled by the disastrously high teenage unemploy-

ment rates as anyone in the country. How could we not but unemployment of any

amount and within any subgroup of the population is a threat to all working

people in the U.S. It is constant drag on wages. indeed, we could probably

take but a few steps down the hall and run into an economist who would say that

high unemployment is our most powerful weapon against inflation because it

forces workcra to temper their wage demands. Unions face no greater enemy

than unemployment, and we are ready to support any measure that would genuinely

serve to create more jobs. If we seriously believed that a youth subminimum

would contribute to lowering unemployment among the young without--and this i
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an important proviso -- harming others in
the process, we would be one hundred

percent behind it. But rather than solving the youth unemployment problem,

we believe a youth submininum would merely
shift the problem onto others.

It is a device not for curing unemployment
but for redistributing it.

Arthur Burns, forier Chairman of the Federal Reserve, has written: "the

unemployment of teenagers and women depends on a variety of factors--certainly

on business conditions as well as on minimum wage.... It appears whether we

consider the unemployment rates of teenagers, or that of women that its primary

determinants are, first, the general state of the economy as indicated by the

unemployment rate of adult males, second, the ratio of the minimum wage to the

average in manufacturing."

If, following Burns, we take these two factors as the most significant, we

see immediately that a youth subminimum will
do nothing to help teenagers find

jobs. The general state of the economy
is bad, and the tatio of the minimum

wage to the average in manufacturing has declined
dramatically since the late

'60s. In 1968, the minimum wage was 53.2 percent of the average manufacturing

wage: in 1979, it was only 43.4 percent. At the same tine, teenage unemployment

has climbed. In 1968, the teenage unemployment
rate was 12.7 percent; by 1979,

teen unemployment was up to 16.1 percent. Where, then, :s the reason to insti-

tute a youth subminimum7

These figures give us no cause to blame the high rate of 3oblessness among

ado' -'ts on the minimum wage. Far from rising when the minimum wage is strong,

youth unemployment has increased when the impact of the wage became weak.

C ',hr
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Or consider the enormous differences between white youth unemployment

and black youth unemployment. While the figure for whites during the '70s

has never reached 20 percent and has usually been several percentage points

lower, the figure for black teenagers has been above 30 lercent, and in some

disastrous instances above 40 percent. If the minimum wage were a major cause

of unemployment among the young, we would certainly expect the two groups to

be much closer together.

Similarly, since 1948, there have been two times when the teenage un-

employment rate reached new plateaus. In 1954 it rose from 7.6 percent to

12.6 percent and never declined to single digits again. And in 1970 it

climbed from 12.2 percent to 15.2 percent, signaling the start of a dismal

decade for the young when the unemployment rate never fell below 14 percent.

Yet in neither of those years was the minimum wage law changed. In 1954 four

years had passed since the minimum wage was last increased and the next increase

was a year and a half away. The 1970 jump in unemployment came two years after

the last minimum wage hike.

There are many more such examples that could be cited here. However, I

would ask you to step back for a moment and look not at the statistics but at

the political landscape of this issue. It is argued that a youth subminimum

would help the working young, especially the children of disadvantaged minority

and economic groups. Yet what do the leaders and representatives of those

3roups say? Do the spokesmen of workers support a youth subminimum? No.
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Do the voices of the poor support a youth subminimum? No. Is

Vernon Jordan speaking out of turn when,
in his capacity as head of the Urban

League, he stands foursquare behind mirimum
wage protectizns because he feels

blacks are helped, not hurt? No. I think it is worth pausing over this peculiar

fact: the youth subminimum is offered as a means of helping the disadvantaged,

yet the very people who speak for those
disadvantaged, who have devoted their

lives to assisting the disadvantaged, who
have the fullest understanding of the

needy and the greatest commitment to their advancement, are deeply opposed to

the proposal. On the other hand, those most ardently
in favor of the subminimum --

I speak of certain economists, corporations
and business organizations--can hardly

be said to be the staunchest representatives
of the unemployed young. ',heir ded-

ications lie elsewhere.

To pursue their cause, the proponents of
a youth subminimum are forced to

ignore the most in-depth study ever undertaken
by an agency of the U.S. govern-

ment on the subject of teenage unemployment,
the Department of Labor's 1970

investigation under then Secretary of Labor George Shultz. That study was in-

itiated at the request of President Richard M. Nixon, who was himself a supp-

orter of a youth subminimum, so that it cannot be accused of bias against the

idea. What did this task force of economists, statisticians and Department

professionals discover? Several things:

It found that the minimum wage had no clear effect on youth unemployment.

Indeed, in one instance it reported that a 25 percent irmreaSO in the minimum



358

wage would decrease the unemploymeli, rate. Shifts in business conditions,

the task force said, were the most important factor causing adolescent un-

employment. Here are some of the conclusions:

"In general, the most important factor explaining changes In teenage

employment and unemployment has been general business conditions as measured

by the adult unemployment rate. The role of other variables {such as the

minimum wage or the increased numbers of teenagers in the work force} remain

clouded by the interrelationships among them."

"If the minimum wage increases did indeed create unemployment among

youth, the effect was not a pronounced one. Even when the analysis was

focused on those subgroups of young men who might, on a priori grounds, be

expected to be most vulnerable to the impact of the minioum wage, only a

small number of such subgroups showed any evidence of adversity."

"On the basis of State experience, lower minimum wage rates for youth

than for adults do not resolve the paradox of high youth unemployment in an

inflationary economy characterized by high wages and tight labor markets."

"A demonstrable relationship exists between minimum wages and youth

unemployment rates if other variables are excluded from ':he analysis, but

when other variables such as population and school enrollment changes are taken

into account, the effect of changes in the minimum wage upon teenage unemploy-

ment becomes obscure."

When the findings of the Labor Department task force are added to 30

years of government experience in surveying the impact of the minimum wage

and the repeated and consistent statements of Secretaries of Labor, both

DemoTratic and Republican, who have been charged with the responsibility of



359

overseeing the law, the case against the youth subminimum becomes irrefutable.

Allow me to recall for you some of this longstanding, bipartisan and over-

whelming testimony in support of the Fair Labor Standards Act.

I begin with 1950, the year after the FLSA was first improved and the

minimum wage raised to $0.75 from the Depression-level figure of $0.40.

Reporting on the effects of the increase, the Secretary of Labor under Truman

stated: "Though causing significant payroll increases, the 75-cent rate had

only very manor determinable effects on employment and other non-wage variables

in the five low-wage manufacturing industries surveyed."

The minimum wage went up again in 1956, and that year total employment

increased by 1.6 million. The Eisenhower Department of Labor surveyed seven

low -wage areas to determine the effects of the wage rise, and reported: "Few

employers in subject industries indicated that they found it necessary to dis-

charge workers in adjusting to the higher federal minimum."

In 1961, the minimum wage went up again, and coveracre was extended. Once

more, employment increased, and once more a Secretary of Labor, this time under

John F. Kennedy. reported no significant unemployment effect: "The 1961 mini-

mum wage increase had no discernible effect on the nation-wide level of employ-

ment in the industries affected. On an overall basis employment has risen in

thee* industries since the 1961 amendments tack effect."

Five years later, Lyndon Johnson's Secretary of Labnr surveyed the effects

of changes in the law and concluded: "The record is that following tho Gziginal

establishment of the 40 cent hourly rate in 1938, after it was set at 25 cents
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in 1938, 30 cents in 1939, 40 cents in 1944, to $1 in 1956, employment in the

United States always went up." What is more, he found that employment "usually

went up more in the lower paid occupations most directly affected by the sta-

tutory requirement than in other occupations." The conclasion was unequivocal:

"There is clearly no evidence in the 28 years of experience of unemployment

resulting from statutory minimum wage rate increases."

The substance of the Secretary of Labor reports changed not one whit after

Richard M. Nixon became president. In 1970, when George Shultz was head of the

Labor Department, he reported: "Employment rose in all major non-agricultural

industry divisions in the 12-month period between September 1968 and September

1969. In the retail, services and state and local government sectors--where

the Minimum wage had its greatest impact in 1969, since only newly covered

workers were slated for federal minimum wage increases -- employment rose sub-

stantially."

The Department of Labor's in-depth examination of youth unemployment was

published at this time and was reflected in the 1971 report of a new Secretary

of Labor: "A comprehensive study of the relationship between youth unemployment

and minimum wages...provides information useful in evaluating the teenage un-

employment problem. A significant finding was that it was difficult to prove

any direct relationship between minimum wages and employment effects on young

workers."

The 1971 report also commented on recent conditions: "Although the economic

indicators just noted increased at a fairly rapid rate in the year in which the

federal minimum wage for the newly covered group was raised 15 cents, it is
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significant that employment in retail trade and services- -the industries where

the newly covered group is largely concentrated and hence most likely to mani-

fest some impact from the wage increase--fared better than industries unaffected

by the statutory escalation in the minimum wage." The Secretary concluded:

"In tiew of overall economic trends, it is doubtful whether changes in the

minimum had any substantial impact on wage, price or employment trends. Of

much greater significance, however, is the fact that the 15-cent boost did

help 2 million workers recover some of the purchasing power eroded by the

steady upward movement of prices which had started even before the enactment

of the 1966 amendments."

19727 The same story. "On balance, the wage increases granted to 1.6

million workers to meet the $1.60 minimum wage standard had no discernible

adverse effect on overall wage or price trends."

The year 1974, which SAW major changes in the minimum wage law, was com-

plicated by the onset of deep recession. Nonetheless, Gerald Ford's Secretary

of Labor reported in 1975 that "the higher teenage unemployment rate from 1970

through 1974 was associated more with a higher level of overall unemployment

in the economy than with a widening gap between teenage and overall unemployment."

As for the sectors affected by the FLSA, "the low-wage manufacturing Industries

registered large April to June increases in hourly earnings and average weekly

hours In 1974 {when the new minimum became effective} and modest increases in

employment relative to prior years." Moreover, "since the South is the region

in which the impact of the Federal minimum wage Is generally the largest, it is

t
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frequently the focal point of research on minimum wage effects. Relative to

other regions, however, the South showed no unusual change in total nonagri-

cultural employment during the spring of 1974, when the new Federal minimum

became effective."

Finally, Jimmy Carter' Secretary of Labor has followed the tradition of

those before him--and in 1979 summed up the status of tht minimum wage: "Over

these past 40 years, the concept as well as the fact of a Federal minimum wage

has frequently generated much controversy, both in a political and economic

sense. I believe the minimum wage represents a legitimate responsibility of

the government in addressing the needs of largely unaffiliated workers who are

not in a position to bargain for themselves. Minimum wage issues, however, are

again moving to the forefront in relation to the inflationary pressures our

economy is experiencing. This is indicated by suggestions that the minimum

wage increases provided by the 1977 amendments should be delayed or that a

special subminimum wage rate for youth should be instituted. The $3.10 mini-

mum effective January 1, 1980, is an increase of only 6.q percent over the

present $2.90 minimum, and the $3.35 minimum, effective one year later, is an

increase of 8.1 percent over the $3.10 minimum. This Adninistration has decided

that workers earning less than $4.00 an hour should not be asked to shoulder an

unfair burden of the fight against inflation, and has provided an exemption for

such workers in the anti-inflation program. I am also opposed to a youth sub-

minimum because, rather than alleviating the overall level of unemployment, it

,would result in the substitution of adult unemployment including working mothers,
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female heads of households, and unskilled minority workers for youth unemploy-

ment. The way to improve the capabilities of our young wsrkera is to provide

proper training for better paying jobs "

I ask you now Should we disregard all of this testimony? Should we

decide that the minimum wage causes unemployment even whet the hard empirical

evidence is all to the contrary? Should we institute a proposal that has the

potential to undermine the livelihoods of millions of people wholly dependent

on the present minimum wage? I want to talk specifically about the possible

damage to those people, but before I do, I think it is important to examine

one more study on the youth subminimum, one that may have had an undue influence

on this discussion. I refer to a study entitled "Youth and Minority Unemploy-

ment" by Professor Walter E. Williams that was done for the Republican members

of the Joint Economic Committee in 1977.

Williams is a strong proponent of a youth subminimum. In his study, he

attempted to trace the impact of the mlYmum wage on teenage unemployment by a

deceptively simple method: he examined the ratio of teenage to adult unemploy-

ment from 1948 to 1976 and concluded that "with increases in the Federal mini-

mum wage the teenage unemployment rate relative to adult unemployment usually

rises, i. e., the ratio increased (with the exception of 1956, 1968 and 1973).

In each year, except 1956, 1968 and 1973, adult unemployment declined relative

to that of teenagers following an increase in the Federal minimum." Thus, he

concludes that minimum wage increases place disproportionate burdens on the

young. This seems to contradict the consistent findings of the Department of

Labor.

N2 -187 -- 24
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Yet if we look closely, we see that Williams is measuring not the effect

of the minimum wage on teenage
or general unemployment, but on something quite

different, the relationsnip between teen and adult unemployment. By this measure,

even if teen and adult unemploymt
both fall following a minimum wage rise so

that both groups benefit but adult
unemployment falls faster, the relationship

between teen and adult unemployment will get worse. surely, it is wrong to

suggest the -ndition of teenage workers is worsening when their unemployment

rate may be falling.

In fact. there is a relationship between
the minimum wage and teen unemploy-

ment, and it can be discovered by looking
directly at the impact of one on the

,they. From 1948 to 1980, there have been 12
improvements in the minimum wage.

If one compares she teenage unemployment
rate fcr the 12-month period following

each of these increases with t' same rate for the prior year, the results con-

flict wholly with et:, views of the proponents of a subminimum: in seven out of

12 corecarisons, teenage unemployment
declined following increases in the mini-

mum. Three of the five years in which teen unemployment rose-10'1 and

1980--were years when general business conditions were poor. In 1963 and 1967.*

the remaining years when teenage unemployment
increased, the economy grew at a

lesser rate than in either previous year. These findings substantiate the con -

clusiors of the Nixon/Shultz task force
which found overall business conditions

to De the primary cause of youth unemployment.

I said ac the start that tnere
were two issues raised LI' the subminimum
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proposal- -the first was tht impact of the minimum wage on employment, the

second was whether a subminimum will solve the problem of high youth unemploy-

ment. I declared earlier that a subminimum was not the way to deal loth teen-

age joblessness, but dc not be misled: T have no doubt that if we concentrated

our efforts on nothing but jobs for the yo.ing, we could solve the problem

overnight. We could eliminate the minimum wage for everyone under 20 and raise

the minimum wage for everyone else to $10 an hour. 1 can guarantee you that no

young person would the have trouble finding a job because employers would be

eager to substitute them for higher priced adult workers. For the same reason,

I have no doubt that in the short run at least more teenagers will find work

than are currently employed if a youth subminimum is instituted. The key

question, however, is how many adults will be displaced to make room for the

lower-wage teens. Ray Marshall, for one, has stated that "there is no evidence

that adults are either more or less productive than young people, and, if

employers can hire younger persons at lower wages than older persons would have

to be paid, they would do so. The self-defeating result: of such actions are

obvious."

Not surprisingly, the proponents of a subminimum shl away from addressing

this problem. They may be quite adept at explaining what is good about their

proposal, but they are much less articulate when it comes to describing what

is bad about it. They can construct all kinds of theoretical models to show

how many teenagers are supposedly thrown out of work by the minimum wage, but

where are the models showing how many adults would be thrown out of work by a

yt )ti
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subminimum wage' At most, an acknowledgement that there would be substitution

is hinted at.

Thus, Edward Gramlich an influential suppor:er of a subminimum has said:

"It seems eminently feasible to introdece (a subminimuml gradually, monitoring

the internal substitution and stopping when and if adult displacement becomes

too great." (I wonder what he means by "too great.")

Anc Walter Williams has stated: "All things being equal, if a company has

to pay the minimum wage for a job, it will prefer an adult with job experience

to a teenager without experience. A subminimum wage would even the scales

somewhat."

As a spokesman for working people, as a lifelong trade unionist, and as

an American citizen concerned about the welfare of my cotntry, I utterly reject

this kind of approach. To think of trading adult unemployment off against teen

unemployment is to think no longer of people, of flesh-and-blood human beings,

but merely of numbers. By no means can adults be so simply equated with ado-

lescents. How many adults forced out of work by a youth subminimum are heads

of families? F174 many are the sole breadwinners in then households? How many

would be forced on welfare? How many of the teenagers who would get the jcbs

are from families in need? How many from middle-class families? How many are

white and how many are black? No one knows the answers to these questions, but

we do know one thing for certain: the potential damage 'rom a subminimum to

adult workers now employed at low wages is enormous. Knowing this, I cannot

eit by without expressing my opposition to any subminimwa proposal.

At the present time, about five million workers in the United States

earn the minimum wage. Many, many millions more are covered by the minimum

wage law, but approximately five million of those who aro ccvered actually
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work at the minimum, and depend upon the law. Since most of these people do

not belong to unions, the law is the only protection they have.

Other low-wage workers are only slightly above the minimum. Altogether,

one-fourth of the labor force, over 25 million people are at or near the mini-

mum wage level. Only 30 percent of these are teenagers; the rest are adul;:s--

20 percent men, 50 percent women. About one-quarter, seven and a half million,

are had of households. These are the people who are threatened by a youth

subminimum. These are the people I am speaking for.

But I am speaking for the teenagers, too, those who would have to take

an immediate drop in pay at a time when inflation is raging and everyone else's

wages are going up. Many of them--once again, no one knows how many--make

criticially important contributions to their families' incomes. They, and their

families, will simply have to suffer the drop and find ways to make do with less

out of what is already too little.

Others will have a choice available to them: they can decide to stay at

their jobs, doing the same work but earning less money, cr they can choose to

take their chances "on the street." According to the Nev. York Times, an average

mugger can make $200 a night, tax free, in what might be called a relatively

low-risk job. That kind of choice is much more a possibility to a teenager

than to an adult, but is a cost that _Ilould be calculated when we try to assess

the damage from a youth subminimum. More jobs might be available to teenagers

at lower pay. Now many of them would decide there were better opportunities

,lsewhere?
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One of the main problems we have with teenagers from% low-income families

is how to lure them into the workforce and steady employment and away from the

temptations they Lee around them every day. A subminimum moves us in the

opposite direction, discouraging some teenagers from the start, setting up a

revolving door for others who will be hired at the lower wage and fired when

they reach twenty. They will be given jobs that have been segregated off as

dead-end, no-advancement slots, work that is assigned with the full expectation

that when the worker reaches the retirement age of 20, someone else will be

coming along to fill the place.

Lower wages are no solution to teenage unemployment But, fortunately,

alternatives do exist, alternatives that do not require us to make a choice

between jobs for teenagers and jobs for adults. The key as so many studies

tell us, is to accelerate the general level of business activity, in particular

the small business sector where so many teenagers and other low-income people

find work. One step is to bring down interest rates for small business. In

addition, low-interest loan guarantees targeted to small business would help

the job-creating sector of the economy to grow. And if those guarantees were

targeted to inner cities, they would be especially worthwhile.

But no less important is the need for government-funded ti.loing pro-

grams gear-d to the special needs of younger workers. nes, ,-arams should

include basic academic skills such as reading and arithm'l
, but should

emphasize vocational education. Such training would increase the producti-

vity of young workers, making them more attractive to employers. Training
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should be targeted to industries with growing employment reeds.

Moreover, the cost of such training and low - interest loan guarantees

would be more than offset by the effects of such programs. The expansion in

the small business sector, which would be made possible, would increase tax

revenues at the Federal, state and local levels. The elimination of the in-

centive to lay off adult workers would save the expenditure for unemployment

and welfare benefits that experienced adult workers are entitled to. Train-

ing would provide teenagers with skills which would allow them to be employed

more steadily and at better wages. This, in turn, would increase their con-

tributions as taxpayers.

The net result of this approach would be to strengthen the small business

sector whii, providing young workers with career skills and a better opportunity

for wellpaid, steady employment. A youth subminimum, on the other hand, would

lead teenagers to learn only those skills associated with subminimum jobs.

After three and a half years of sweeping floors at submimmum pay, a teenager

would be sent out into the world with no reason for hope and no expectation for

betterment. Surely we can do better than that.
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Senator NICKLES Thank you very much.
Our next guest is Althea Simmons, and your home is in Wash-

ington"'
Ms SIMMONS I am the chief lobbyist for the NAACP
Senator NICKLES Very good We appreciate your testimony,

thank you very much
Ms. SIMMONS Thank you so much, Mr. Chairman, for allowing

us to testify. I am Althea T. L. Simmons, the director of the
Washington Bureau of the NAACP

I appear here today on behalf of the more than half million
members in our 1,800 local communities, and some 600 youth and
college chapters across the country, where we have more than
500,000 members.

The economic report of the President for 1980 showed that the
black unemployment rate was 11 3 percent, compared to 5.1 per-
cent for the Nation. with black youth unemployment at 36.1 per-
cent. The median income for black families, which had risen to 62
percent of that of whites in 1975, decreased to 57 percent in 1979,
and the gap is widening.

If the 1979 black unemployment rate were reduced to the 5.1
percent rate experienced by whites, 677,000 jobs for blacks would
have been added. Blacks, as a proportion of their own population,
are more likely to be working at or below the minimum wage,
despite the fact that three-quarters of all low-wage workers are
white. Nearly one out of every five blacks work for $3.10 per hour
or less.

Black teenagers have fallen behind their white counterparts in
private employment A 16- to 17-year-old male in 1954 had the
same probability of being employed as a white youth of the same
age However. that has deteriorated in 1979 to only 45 percent

Mr. Chairman, a subminimum wage would provide black youth
an opportunity to be further discriminated against. The NAACP
does not believe that youth, the target of the wage differential,
employed at a subminimum wage will receive the kind of skill and/
or training to prepare them for upward mobility or permanent job
opportunity. The bulk of such jobs will be in industries where
minimal training is offered and minimal skill is required.

The subminimum wage would have a disparate impact on black
youth Black youth right now suffer from racial discrimination in
the work force. They would have a reduced chance of being hired
inasmuch as business and industry is moving to the suburbs. That
would be compounded by the fact that the lowered wage would
result in decreased purchasing power and a lower standard of
living, which runs counter to the legislative intent of the Fair
Labor Standards Act, which calls for a wage consistent with a
minimum standard of living for all workers.

One out of five blacks work at the minimum wage, and many
black teenagers who find employment must use their earnings to
help supplement the basic family income of low-wage-earning par-
ents The post-war teenage boom has glutted the market, and this
is exacerbated by the fact that many youths are dropouts or push-
outs from the school system The price of a quart of milk, a loaf of
bread, or a pair of olue jeans is the same whether the purchaser is
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unemployed, a teenager, a low-wage-earning adult, or a part ofmiddle management
Mr Chairman, we believe that there is no evidence that blacks

and other minority youth would be the beneficiaries of a wagedifferential, since there is rampant discrimination on the basis ofrace in hiring patterns even in the fast food industry in thiscountry
! :le group with the most to gain, we believe, is the employer who

could make high profits as a result of cheap labor. We submit that
the enthusiasm to enact subminimum wage legislation is a forerun-ner of attempts in the future, I believe, to do away with theminimum wage.

Blacks know what it is like to be exploited, to be unhired, and tobe denied opportunity You have heard persons testify with refer-ence to what the minimum wage is worth today. For those personswho believe that black teenagers work for pin money or pocketchange, we suggest as a demonstration that they just "walk a milein the shoes" of the have-nots who must make every penny countin order to survive
(The prepared statement of Ms Simmons follows:1
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As tnes ',raring', On, an ,,rt so, hid, r Aer:. ins who are or

mar,enalls emplaved are .e4_01, inirc the thi.1!. neqoal economic ,/stf,

to oor G.mntry ,,cc lose t f tilt grf r.pan,. ,tween the acera,..e 1,, ,,re of

Wier,. Ina uite,

lien rr tenet, rt of thy Prc nt t black ureryloc-n, nt rate

to he (1 3 percent om,,arcd to 5.1 percent for t,t nation, with black south

1,nemploment at If) prceat 3,1,,s. The median inrr,, for black f imil les, which i-ad

[hen to n2 pelt ent toil of wales m Sri deer,' ci to J/ percent an 1979

and the Kap is wirienthg nt.mPr ot black in poverty In 1979 was

30.7 2, t,ent - ver 1.5 r fl, age n, 41 percent n' blank

Americans have in, one, .,rider 510,100 as compared wart, 18 percent of W'Ite families

trowth is a neet ir. ',lit ton for the et well-bein,, of blacrs in

that tilt tt enr.-1- ',sort "reee_nt if sinks dew nd, on :incline econon)c act ratty

wilt, provides non )..b The latest e. ilable It Ist Chit ',lack

empl r than to, it p n 1s of expin.ic,n and d,, lines

mor, Van r.httr in p. not'', rt -eeeleen Eor crimple, an

the n 1; : le e, nt it l Int i by I p,_Cce It while whit.' c-nlay-

ntnn, id I , ye re e or t,,s, re e_ IV, .inr111,, the e pan Inn

e, i, eer, h, I ein te r1. 4t cenle, r I)
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!ABLE 1 1C0l101,11C 690;41H AND 1MPI OYMENT

(percent change from the preceding year)

'f d ( V
(197?

55 6 /0
56 ? 14
57 1.81

58 -0 21

59 6.02

Fr

Blaci

3.11

3 06
129

-2 98
3.15

-nt

%:nite

3 48
2.56
0.33
-1.46

2.46
60 2 28 4 51 1.46

61 ? 51 -1.37 0.11
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63 3 95 1.94 1.55
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64 5.95 3.04 2.48
67 2.72 1.73 2.06
65 4.36 1.97 2.09
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/0 -0 32 P.73 0.96
71 2.99 -0.50 0.76
72 5.74 2.68 3.33
73 5.46 5.83 3.02
/4 -1.39 2.03 1.78

15 -1.27 -2.64 -1.18
16 5.88 4.34 3.05
/7 5.30 3.68 3.48

/8 4.38 7.39 3.84
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'.ource Er-onoric P. port of the President, 1981. Burr au of
labor Statistics, Departant of labor.

Pr,ored by the Economic Analysis Unit, NAACP
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.reef 41, an avLrage diferen,e ,d 1 ' p, re,nt in the black miemplo)runt rate

bitween tae p,ale, and trooylis of the 1,,,inehs eye le about 350,000 lobs for

blacks liable 2). 0, pate, this genera' heeulir increase in economic growth, there

rtcains ,navoliabIL fluctlitions due to periods of particularly fast growth and

periods of slow growth or of an aettlil decline in output These business cycles

F. in utli s hi.e to h. red, to hippl., the metssities of life

for th -e un,, ire not rl 1 to p , V I i t sr t e 1 VC d c tt, una Dial, e and I n-

uramplovvent

In 1+69, it the cod of th, longcGt period of tchnomic growth, Mick unemplo,-

'11, 0. we, reduce,' to h 4 percent whic tvls higher than the 6 1 percent unemplo,-

'nit rite uhltes during the peroviL,s recestIon of 1958. If the 1979 black

nnet,p1,,,,,,nt rate were redh:ed to the 5 1% rate e/chrienced by whites, 677,000

1,b, f,r blacks would ha.e been added These statistics serve to emphasizr

another point - that even when high lesels of economic growth arc attained. 1,th-

Clonal efforts mast be made so that blacks can fully participate in the benefits

of teach south.

Black; as a pr-port ion of their own population are more likely to he working

at or 01,y tl, minimum wage despite the fact 'Alt three-quarters of all low wave

woreer, are white. Nearly 1 out of every 5 blacks wore, for $3.10 an hour or

filark have fall,n henind their white ,ounterparts in

A 16 to 17 soar-old male In 1954 had the same probabilits

I whit. ,o,th of the me hoarser, that probabilit

ha, .t, 1111 d,t.rfolted to ,1 peihent in 1979 another way,

whit, lb to ', oar old males 'ave beLn able t in,reist their employment from

40,4 their ige In 1954 to 16 1 recent it iii" while blacks'



Table 2: Unemployment and Poverty

1953 ! 1954 1956 I 1958 1969 1970 ' 1973 1975 1 1979

peak trough peak ! trough I peak I

1

trough peak trough' peak

Tpta' ;lack and outer

..^e-:.'myrent rate

1

1

4.5
' 9 9 8.3 12.6 ! 6.4 8.2 8.9 13.9

Ty,d 'te unemploy-
me't ate 2 7 50 3.6

1 7 2.0 2.3 1 2 1

4 5 4 3 7.8

11.3

51

2.1 1.8 2.1 1,8 2.2

3' o'ac.s in poverty NA NA NA NA 32.2 33.5 31 4 31,3 30.9

p, Ates in poverty NA NA NA NA 9.5 ' 9.9 i 8.4 9.7 8,9

Pat) NA NA j NA NA 3.4 3 4 3.7 3 2 3.5

unemployrent rates are from Economic Report of tre Pres,Pent, 1980.
Poverty Information is from The Social anc Economic Status of the Black Popu-

lation, Bureau of tne Census, 1979. and r'cords of the Department of Census.

prepared by the Economic Analysis Unit. NAACP. 1)/19 /pn
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A black ti,n,1,,r', ,p1,em,at prose,ts 1, ondouhttd1,, a contribution

tA. [Or '1(1 the d,c 1 iui,' ibor tore e irt ii 'pat 11 rates (which are t'sprissed

as a fraction of those seeking work) for black teenagers while the participation

rates Ior white tconi,9rs is growing Ths whit, 16 to 1, year old unemployment

rat, has incrc ised, ho.over, [hit may not be as had as it seems at first blush,

,tea's, i hart or t1 it tucra, ,[1271., ir,w1 tip bealthy process o' attra,t1t4

-nor, 1. it, vootbs into tr, ,Irett as shown by th,ir .rowing part), 'nation rate

(in the 9thcr hand, the stick unemployment rate Is warse than it appears because

1c is in the fi, e of declinine participation and for that reason under-

states tilt eatkrit of unumplo.,mtnt

1- to 14 year old teenagers have a similar experience. Their employment

pro,,est,, (black) have d.indled since 1954, whet 8".1 more black than white 18

to 19 sear .Id youths er, working, until the,, are only 62 percent of a white

, viii, ,han:e, of mplovmenr

Mr. Chairman, It is the NAACP's position that the economic improvement of

blacks depend on expanding economic activity which provides more jobs at decent

vases The problems of the poor and near poor (many of whom are black) is that

the costs they incur are certain and immediate and are directed at benefits

de,i,n,1 to ofistt th, unemployment being generated by a policy of intentional

high , mployment while the benefit, a, crue in the future as a result of doubtful

soppl ,Ide economic assumptions that pew 10,S will he produced from productive

investments

1 ".' %%ACP does not oLlit_ve that south, the ostensible target of the wage

chit, tinrral, e-ploced at i quhminimal wt.,e sill rereive the kind of skill and/or

traininc which will prepare them for upward mobility in the workforce. The

bulk of str,h 1,/hs 111 o in indu9trits where minimal training is offered and

minimal skill is ro_rIntrd

,
1$ ."),.
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Sago woo 1,1 hire a di .1, irate ',pat t on black youth Black
youth, ti id, auf t, ruy Pram ratit discrimin it ion in the workf,,rct, would
pro', 011 y have a reduted Ian, e of hi trig Sired inasmuch as blisitit ss and industry
is mo,ing to tilt suburb, This would be_ coripot.ndtd by the fact that the Iowa red

wage wool,' re,alt in de, teased purthasing power and a substantially livered
ktanT li .n rn.n, ,o liter the is .1,1 nut tntint ,. tint 1-11r I ibor
tit,n1ir 1, ,,t I , for a -1111,1111 ins consi,tent with I min vauri st Ind
or I lyind ' r'.

orit t t blacks 1.r1, at t11_ mini ''n 0I,t ,1.11 Ilan} beat,. tt,w1'f
it list their itnints to '0.01,1,1t it the East,: famili

111,- iarnina par, nt (I', post t. Ir t,nn av 1 ,;111ttMl4 the

marl, I up t i- is esacer bittd Lett teat 1,111% Vt1t1tils iii' dropout or push-
outs tr etl k.st,r) la, prlaa Of a 'Oar( a' mill, a loot bred, or

;air tans is t Alsettter thv ,eirtn,astr is uncmy«1«,,I, a tenav,er,
a ha. ts111,. 111'1_ or 1 part 1.1 coddle i,ent

A I ale, trtrnt or study at utilization patterns of the youth different ial
revealed ti, It !or of the Firms receiving exemption tert icatts failed to
use 111 ,,f L',2^ "1-a t w, r. either full staffed, could not find youth to
work at t s or wore dis.at d with the youth tmployed and termina-
te,]

n it ,, mot ner ta tar to ta. nsld, Is I is that there is no .1.iden_e
to Ieil « II OA_ tip it 11.1( r and 'tine! m.norit. ouch would hi the benef Lariek

1 sitn-.Ti _ since tlert i r t I' I kunat ion on Lb, b,in is of race

in Itr In. atter ..: 1110111 s. , tilt 111,101 T tprrtnt I iw The group wit', tiny

most to vain ,i- ,00th .lif ter nti it is th. emplt.er who could make high prof its

,aor , `dr tbnr^o in and member, of the sub-
.,111 tt,t t ;it r It, ii t,' t ,1hminr.ena wage I trt ISIalt tun is a fore-

runner ,, t. ,pt to its' 101,11, o do Iii, ti,.' min 191,ri wage.
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Mr. Chairman, I am sure that the persons who have testified before me have

made the point, that I will underscore here, that by January, 1981, the minimum

wage was worth $1.27 an hour even though it had gone up $ .25 on January 1 to

$3.35. Economists say that a $3.75 minimum wage was needed as of January, 1981

to have the same purchasing power as the February, 1967 s1.40 minimum wage.

The current minimum wage rate of 53.35 is 782 of the $4.27 hourly equivalent

of the January 1981 poverty line. In affluent America, we can ill afford to

advocate wage discrimination against the future leaders of our country.

For those who believe that teenagers work for "pin money" or pocket change,

we suggest that they, as a acmonstratioa, "walk a mile in the shoes" of the

have-nots who must make eery penny count to survive.

Mr. Chairman, the NAACP is convinced that the employment focus for 1981

must be on implementation of the Humphrey- Hawkins Full Employment and Balanced

Growth Act rather than on wage discrimination. A youth differential presumes

that the Vaium ot an s mark contsibuts.on ace-dea.emamed by hiaiher

age alone. We reject that presumption.

The NAACP at its 70th Annual National Convention in 1978 adopted the

following resolution:

"MINIMUM WAGE AND FAIR LABOR STANDARDS ACT

WHEREAS, there are several concerted efforts presently underway to
create and establish a subminimal wage for your; and,

WHEREAS, the NIACP decries any attempts at the creation of a subminimum
wage for youth and vigorously reaffirms its position in support of the
Fair Labor Standards Act;

BE IT RESOLVED THAT we call upon the National Office and all of its units
to use its resources to ensure that any attempts to create a sdbminima- wage
for youth are fruitless."

CONCLUSION

The NAACP submits that the enactment of a youth wage differential will

erode the already minimal standard of living f.r black Americans; will exploit

teenagers in the workplace; will not create jobs; will Increase employer profits
at the expense of the young worker; will not benefit to a great extent black

and other minority Americans who are the highest unemployed in the youth work

force; will displace adult workers and will be a first step in undermining the
minimum wage.

/dish to thank the Committee for allowing us an opportunity to present
our views.
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Senator NICKI.F:S. Thank you
Ms. SIMMONS. We are convinced that the employment focus for

1981 must be on implementation of the Humphrey-Hawkins Full
Employment and Balanced Growth Act rather than on' wage dis-
crimination, because a youth differential presumes that the value
of an individual's work contribution is determined by his or her
age alone, and that is a presumption, Mr Chairman, that we
reject.

Senator NICKLES. Let me ask some very quick questions If we
run too long, we are not going to have time for our next panel, and
that would not be fair.

Mr. Chaikin, let me ask you a question first You made the
statement that in your opinion, if we exempted teenagers from the
minimum wage, we would not create a single job.

Mr. CHAIKIN. That is right. For 41 years since I left school, I
have been in the industrial environment of the United States. I
lived in Massachusetts for many years. and in New York City, and
in Texas; I worked in Louisiana and Arkansas. I have never met
one employer who hired a worker when there was no work for that
worker. I have never met an employer who hired people just to sit
around and look pretty.

Ifa worker is hire&whether that worker be a teenager or not,
$3.33, with today's standard and cost cTilivingi, s-TitTle- enough
There would just be job substitution. Now, in cur factories around
the countryand they are located in 38 States and moreours is a
highly competitive industry, the manufacture of apparel and cloth-
ing, and it is a highly labor-intensive industry where-

Senator NICKI.ES. Do they pay the minimum wage in your indus-
try?

Mr CHAIKIN. They pay more than the minimum wage.
Senator NICKLES. Is anybody paid minimum wage''
Mr. CHAIKIN Oh, yes; new entrants into the factory are paid

minimum wage.
Senator NICKLES. What percentage?
Mr CHAIKIN. New workers can be, in the course of a year, with

the turnover that we have, as much as 20 to 30 percent of the
complement of a factory. The minimum wage is paid for the first
month and then they start going up the scale.

Senator NICKLES. OK, you answered my question. You said that
you did not think that one single job would be created.

Mr. CHAIKIN. Not one single job in the industrial or commer-
cial-

Senator NICKLES. I am not just talking about that I am talking
about a lot of people that are employed, period, and trying *o get
them into the employment cycle. We have had some testimony
from people who have lived in the suburbs and who have radically
high unemployment, and they say that a lot of individuals are
being priced out of the job market.

You have answered my question. Let me move on to our other
two guests real quickly. I want to read something that I ran into
last night. I share your concerns about the unemployed black
people and I share your concerns about the unemployed young
people who cannot get a job

S2-1147 0-A1
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My bill would exempt persons w ho are II; or I It is not so much
what they will be making at it; or 17 that it. Important to me It is
the f, ct that they will be getting inoh, ed in the system, where
they will obtain some skills and where they can make minimum
wage when they are 11, and more than minimum , age IA hen they
are 20 or 30 or 40, and actually climbing up that economic ladder
That is my belief

Let me read something to you that comes from a person that
think has a considerable amount of respect nationwide I have to
scoot, but this is really pertinent to what we are all trying to do
He says that in fact, minimum wages hell low-income people, and
the source of this is Milton Friedman. ti aughter.)

The minimum wage requires emplmets to distrinunate agamst person oith low
skills The high rate of unemplo.ment among teenagers. espeoall, black teenagers,
is both a scandal and a seiious source of ,octal unrest. largel, as a result , f
minimum wage laws

He even goes a bit fur ther and says,
We regard the minimum c. age law as one of the no, t it rot the mo-t ant k

laws on the statute hooks It penalues thorn by pie%entinL, them from offetin,
work for low jobs as a mean-, for inducing emplora.rs u. giNe then, on- the -,,h
training

I hear where you are corning from I know what it costs to live I
usedio work for less than the minimum wage and I want to help
those people. Mr Lucy, you, Althea, and Sol are all trying to help.

I think it is very, very important that we get people involved
into the system so that they can pull themselves up I think that
work is the key

Excuse me for rambling, I am not here to make speeches I am
here to hear your testimony, and I apologize. Althea. I did not have
your testimony last night and did not get to read it I will read it
indepth: you had some very interesting statistics.

I want you to know, too, that we are open and do want to receive
your input

Mr LUCY Let me just make one point about Mr Friedman, and
I would suspect that most economists who study Mr. Friedman
would say the same thing But it sort of turns a blind eye to the
fact that black teenage employment really stems from the kind of
systemic discrimination that has been forced upon not only black
teenagers, but black adults over the years

Ms. SimmoNs. That is right
Mr LUCY. Let me also ake the point that it was through

governmental action that the i num wage was instituted in the
first place.

Senator NICKLES That is correct
Mr LUCY, It was not because of corporate concern or business

concern that they initiated this as a means of assisting workers in
terms of their seeking a higher standard of' living

I agree with Sol that you are not going to create any jobs by
virtue of the subminimum People will simply fill sonic jobs that
need to be filled right now You will not increase anyone's percep-
tion of their own basic worth by allowing them the opportunity to
work for a subminimum wage or a subpoverty level wage.

Senator NICKI.ES. I would argue with that, and I am looking at
my own personal experience. I used to work for 2 cents an hour

3S '
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Mr Lucy. Well, so did a lot of other people.
Senator NICKLES. That totals $10 a week, and I was proud be-

cause nobody else my age worked and made that $10.
Mr Lucy That was when $10 was worth $9 50.
Senator NICKLES. Yes, just about.
Mr. CHAIKIN. Let me just make one comment.
Senator NICKLES. Quickly, please.
Mr. CHAIKIN. Let me suggest that I worked for 15 cents an hour

while I went to school, and I would have been happy to work for 10
if I could have gotten the job. That is considerably less than the
$10 for which you worked. But that was before there was a Federal
national minimum wage. and that was when there was a free
market. That was when there was no mutuality between an em-
ployee who had a job and the thousands of people who are looking
for work.

Second, I just would like to say this. There is no reason and no
rationale for this amendment. Today, under the law, there is a
legal subminimum. Today, in our industry, when employers want
to train workers, they have an opportunity to apply for that ex-
emption. They get a learner's certificate and they train the work-
ers for the amount of time that would be necessarybelow 6

_montladiawhich -to train- them and occasionally up to -6- months
Second, all teenagers who are at school have an opportunity to

work, also, for a subminimum, which is 85 percent of the legal
wage. And there is no such thing as being drowned in redtape in
order to get it, because those of our employers who want to expand
their employment and who would like to get new workers in do
apply and do get it from the Labor Department. They are certifi-
cated and they work legally for a limited period of time.

Senator NICKLES. Sol and Althea, Senator Williams has a ques-
tion that he would like for you to answer, and your answers will be
entered into the record.

Again, I apologize to a'l of you and I look forward to working
with you. I apologize for the rush; thank you very much

[The following material was subsequently received for the
record.]
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1. There is a lot of debate about whether the minimum wage lau
creates or reduces unemployment. What is your view'

Despite repeated predictions to the contrary, minimum sage rates

have not caused a demonstrable curtailment in employment in the more

than forty years since the Fair Labor Standards Act was enacted. Un-

employment, like employment, reflects what is happening in the economy.

It declines when the economy is moving up and rises when the economy

moves in a downward direction. This simple truism holds for teenage as

well as adult unemployment.

In my testimony before this Sub - Committee, I developed this view

at considerable length. I cited in detail the conclusions of a lengthy

analytical study made by the Bureau of Labor Statistics at the request

of the Secretary of Labor during the I.ixoriAdmillistration Lalso ---

presented statistical data on levels of teenage unemployment coincident

with improvements in minimum wages. I would like to refer once again,

in summary, to two of these citations.

The Bureau of Labor Statistics study concluded that "the most

important factor explaining changes in teenage employment and unemployment

has been general business conditions as measured by the adult unemployment

rate." (U.S. Department of Labor, Bureau of Labor Statistics, Louth Un-

employment and Minimum Wages, 1970, p. 45.) This conclusion is exactly

how I opened my comments on this question.

Sec d, since 1950 there have been 12 improvements and two changes in

coverage in minimum wages. When data for the 12 month period following such

increases are compared with the 12 with prior to the increase, we find that
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unemployment do,l.ned t i Jut of t,,e 12 cises 1,1lowing

rise in the is iisum, Of the use re,-wining in5tanc, .shcre teenage

unemployment rose, tnree 1971, 19-5 and 19g0 - were .ear, of ,ioor

c,rdit-c,ns. In tha two nit:laming 19e3 and 19;7, 'lie

economy :s gr_w more ilawly thin IL mar .ear.

A ;pecial, lower rat2 for te:naders ray Ii id to in ,n;t.al increase

in teenage employment But at what cost' Obviousl:, -t the cc,t of

Increa,ing adult anap:oyment. It would 'lerely -iute une-iployment.

Jobs for teenagers and for adult, will be treat~,, only in .11 cxp-nding

economy, not by displacing worsei of one age group with those oc another

age group.

In our con:umer-oriented ezonoray we must sce;, inerea (

Decreasing personal income and creating new area:, of anemploym- t as.,

be of initial assistance to employers, but in short order, beeati,:e

of declining purchasing power, they will begin to amass con_iideraile

inventories Lecause of the inability of would-be purchasers to bus or

be forced to cut production.

Our country grew o,,er the years into a nation with the highest

living standard in the world not by cutting wages and creating un_mjloy-

ment, but by paying higher wages than elsewhere. Low incur is and in-

en-a:Lid unemployment ma% temporaitl increase profit but they v:nut

provide tne basis for rebirth or our economy.

3 9
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2. Can you explain just why an increase in the m,nimall ua,le would
create jobs'

ills question opens up a broad area about which such can he ,aid,

1 -ill try to be brief.

As I stated in my response to the previous question, oar nation

created the highest living standard in the world because we paid -

at least until recently - the highest wages in the world. I am not

saying trot our wage levels have always been sufficient to meet the

reed, of our people, but the) were higher than elseAhere. We developed

over the years a consumer-oriented society aimed at realizing the great

?flertc'n dream of higher living standards for all of our people. Out

entire eccraomN., from basic industries to mass co.sumption industries,

gea-r,2-d to prodding ir,duct, that would en hie cimrlroopla to

liv, hotter.

ln.:1(ases 1,1 the minimum wage would increase the purchasing power

of our people aad create additional jobs. The proposal to create a

youtn ,uh-minimum would create unemployment among older worl.ers and

umpct,tion for sub-minimum wages, resulting in a general deterioration

of purcha_iag power. Oh yes, there might be Increases in profits, but

these wood oa.y ne temporary and a more severe downturn in the economy

would ,,.sao as feqrl p,op12 will be able to purchase tie products

Tra;%- and ttc we

.rauo, ho, been ',I,awd for Infltiol We have hren

told tndt rr-_, IT t%, of Itor I' 'ne core Cl the u,d

labo 's r 11"1,:t_ .7, h._ 1 . 1 . e.s =1-a.rt- ate,'



386

this is. Now, along comes The hall Street Journal to inform us that

while "the rising expense of labor is a well-publicized story...

remarkably little attention has been paid to the even swifter climb

in recent years of the cost of capital." (April 8, 1981, p. SW. In

1980, we are told, at 10.75 the "capital-cost rise was the steepest

on record,' surpassing the national labor-cost rise of 85. Such costs,

we are further informed, reflect "such diverse factors as bank-loan

rates, the cost of raising money in securities markets, and plant-and-

equipment price levels."

Yet, there are no outcries against these non-wage related contribu-

tions to our virulent inflation on the same level as those aimed at

labor's efforts to secure wage increases considerably below the inflation

rate, Instead, -we- are -confronted with plop:7,521S for a youth sisb--Tairrintim,

which can only lower living standards, and replace older workers with

"cheaper" young workers.

There is also a social factor related to the need for higher minimums.

We cannot and we will not be able to deal effectively with social unrest

in our cities by increasing the frustration of the young unemployed

through creation for them of positions from which they may be replaced

by other sub-minimum workers once they develop skills and seek "advance-

ment."
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3. What measures would you propose for dealing with the pi,7,.blem of

youth unemployment?

the key to increased jobs is a general rise in the level of

business activity, particularly in the small business sector where

wages are low and where many teenagers now find employment. Special

low-interest rates should he provided to small business to encourage

job creation.

There is also a crying need for social and economic, if not for

humane, reasons to rebuild our inner cities which we have over the past

few decades permitted to fall into decay. There are cast opportunities

for jobs in this massii.e, but necessary, taNk. We would, in the process,

begin to tackle some of the fundamental problems afflicting our society,

-pry -lem-that-a-reInteftsifying-rrs-young people finti-jebsino-retrnd-nfore

difficult to obtain.

To create jobs for young people, government-funded training programs

are needed, programs which emphasize development of skills, and which

are targeted to meet specific manufacturing and construction industry

needs. Analysis would show that the cost of such training would be mote

than offset by its benefits - not only to the specific young people

involved, but to society as a whole.
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4. Are there members of your Union making the minimum wage', If not,
why are you concerned about these bills''

New entrants into garment shops under contract to the ILGWU

can receive the statutory minimum during their initial trial period.

As they progress in skill level, their earnings increase commensurately.

Wage levels for experienced workers in the unionized sector of the

garment industry are quite a bit above the Federal Minimum, although

still less than the industrial average.

In the non-Union sector of our industry, however, the statutory

minimum often constitutes the effective maximum. This concerns us for

two reasons. First, our Union's responsibilities include not only

representing the best interests of our members, but an abiding concern

forurrorgar-ize-d-workers as well. Moreover, we are legitimately con-

cerned with the burden which low-wage, non-Union competition places on

the garment industry.

The non-Union sector, like the garment industry as a whole, employs

adult women overwhelmingly - many of whom are heads of households.

Often they are members of minorities. As I have alluded to previously,

the youth sub-minimum would provide a compelling incentive for employers

to lay-off these adults in favor of teenage workers. Nor is this an

unrealistic assertion. Operation of a sewing machine is a skill which

most persons, including teenagers, can acquire in relatively short

order. The wholesale replacement of adult non-Union workers by teen-

agers would further disadvantage those who have the least. Moreover,

when a teenager becomes eligible for the full statutory minimum, the

employer would again have the compelling incentive to hire a replacement

earning the s,ib-minimum.

I.. ..,.3
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The revolving-door employment practices which would surely

follow enactment of the sub-minimum would be contrary to a meaningful

solution to youth unemployment. Moreover, literally hundreds of

thousands of adult non-Union garment workers would be denied even

the meager opportunity tc make a tough but honest living.

3 a
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S. You have said that you don't like the trend of these bills. Could
we explore that further? What is your picture of what the U.S.
would be like without a minimum wage law'

The minimum wage law is a significant weapon in the war on poverty.

It helps to reduce misery and deprivation and enables workers and their

dependents to purchase more necessities of life that they lack at present.

For all the reasons I have given in my testimony and in respo:ise to other

questions, the minimum wage law provides a base on which to build a

better life. I am not saying that the present minim..e wage levels are

sufficient. I am saying that without a minimum wage law a deep void

would be created in our society and the American dream of a better life

for all of our people would he severely jeopardized.

'3,- :itest burden in a U.S. without a minimum wage law would fall

on the poor and on the minorities, the blacks and Hispanics. These

are precisely the people who are least able to cope with further dep-

rivation. Where would this intensified deprivation stop' In effect,

we would be accentuating the growing chasm between the poor and the

rich. We would he redistributing income - and purchasing po..er from

the poor and the minoritie; to the wealthy and the cornor,',ons In

relatively short order, we would create in our on cola tr., the kind of

dual economy that characterizes the most backward countries of the world.

'i 0. -r
it i
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6. the labor movement %a, in large part inspired by sweatshop
conditions and exploitation of younger workers in the garment

industry. Do these sorts of conditions still exit and will
enactment of sub-minimum wage lu%s wor,en this problem"

Sweatshop conditions still exist in the garment industry and

ha'e in fact, intensified in recent years. Lnactment of sub-minimum

wage laws would legitimize the sweatshop problem. the conditions

prevailing in sweatshops have been exacerbated by unscrupulous non-union

employers who hire both undocumented workers and legal workers at wage

levels below those provided in the Fair labor Standards Act Gocernment

regulatory agencies have not been given sufficient staff to investigate

violations and to take appropriate action. Exploitation of undocumented

aliens is additionally caused by the fear these workers have of exposure

and the constant threat that employers hold over them that they will

be reported to the immigration authorities if they complain to the

union or to ginernment agencies about their illegal treatment. We have

advocated amnesty for undocumented workers now in this country in an

effort to stop the sweatshop piactice.
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7. At the hearing, a passage from Milton Friedman's book, Free to
Choose, was quoted. In it Mr. Friedman argues that the minimum
wage is a bar to employment and a burden to the unemployed.
Would you give your judgment as to the validity of this claim'

In our experience and in the experiences of thousands of companies

and millions of workers, no employer ever hires workers when there is

no work for them to do. Lmployers hire workers only when there are

additional orders to fill and a reasonable opportunity to make a profit.

If Milton Friedman's argument were accepted, the already massive burden

on workers leo:lying minimum wages or wages below the legal minimum

would be intensified. It is naive to infer that the low-paid worker

and the employer are on even ground in striking an equitable bargain

without specific protection to the worker. That's why we have unions

in this country, and that's why the Congress passed the Fair labor

Standards Act in 1938. It is also naive, as Friedman has suggested

elsewhere, to suggest that equality in the wage bargain exists because

the employer has the right to withdraw his job offer and th,) worker

the right to withhold his labor. Friedman's views may be acceptable

to theore,ical economists, but they don't reflect the real world.

3n '),,,,
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Senator NICKLES. Incidentally, we will keep the record open for 2
weeks for McDonald's to respond, or whoever else wants to re-
spond.

Our last panel will be representatives of the Retail Bakers of
America, and also the Society of American Florists.

Michael Ahern, where are you from?
Mr. AHERN. Akron, Ohio.
Senator NICKLES. Welcome.
Representing the Retail Bakers of America, we have James

Sloop.
Mr. PANARO. I am Gerard Panaro, general counsel of the associ-

ation, and I have Jim Sloop, who is third vice president, on my
right, and Harold Suggs, who is with Busken's Bakery, on my left.

Senator NICKLES. Busken's Bakery in Cincinnati?
Mr. SUGGS. Yes, sir.
Senator NICKLES. We welcome you, and we realize that you trav-

eled and we appreciate your interest. I apologize for the lateness of
the day. We had two witnesses that took a considerably much
longer period of time than wPc expected. I had hoped that we
would not have such good attendance from our committee members
and we could have moved a little quicker.

I have read your testimony and I think you pointed out some
very good things. Are you going to be the spokesman?

Mr. PANARO. Senator, I will start off, if I may, and let me just
highlight for about a minute or 2 some of the elements of our
testimony. Is that acceptable?

Senator NICKLES. Please.

STATEMENT OF GERARD P. PANARO, GENERAL COUNSEL,
RETAIL BAKERS OF AMERICA: JAMES R. SLOOP. OWNER,
THE SWEET SHOPPE RETAIL BAKERY, HIGH POINT. N.C.,
AND THIRD VICE PRESIDENT. RETAIL BAKERS OF AMERICA:
HAROLD SUGGS, DISTRIBUTION MANAGER. BUSKEN'S
BAKERY, CINCINNATI. OHIO; AND MICHAEL W. AHERN,
MEMBER. GOVERNMENT AFFAIRS COMMITTEE. SOCIETY OF
AMERICAN FLORISTS. A PANEL
Mr. PANARO. We took a survey of our entire membership of 2,500

members to determine what the impact of rises in Lhe minimum
wage on their businesses were. Seventy-seven percent of the re-
spondents said that they had not used section 14(b) of the Fair
Labor Standards Act to hire full-time students at 85 vercent of the
minimum wage. The reason most frequently given for not using
14N was that 85 percent of the minimum was still too much
money to pay for such employees.

Other respondents cited these additional effects that increases in
the minimum wage had on their operations: They lost customers,
and therefore sales income; they did not replace employees who
left, nor did they hire additional employees that they might have
otherwise. Some bakers even laid employees off.

Four bakers who replied to our survey said they had to close one
or more of their outlets, or went out of business altogether as a
result of the minimum wage increase. An equal number said that
capital which would have been reinvested into the business went
into paying higher wages.

'2 ti )
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In addition to creating more employment opportunities for young
people if 1-1(130 is amended, our members believe that a change in
existing law would result in benefits such as the following. Reduced
workloads and pressure on existing employees; increased produc-
tion; expansion of the business; more time to train new people;
slowing down of price increases; allowing employers to give employ-
ees larger bonuses and offer more services to their customers;
make it easier for unskilled persons with below-average productiv-
ity capabilities to find work; put less pressure on employers to
replace live employees with automated equipment; and allow better
wages to be paid to skilled employees and permit the bakery to
recruit and retain more competent adult personnel in key positions
in the bakery.

That summarizes my testimony. I would like to turn it over now
to Mr. Sloop, who is a retail bakery owner in High Point, N.C.

[The prepared statement of Mr. Panaro follows:]
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Good morning. My name is Gerard Panaro and I am General Counsel
to the Retail Bakers of America. With me are Jim Sloop, RBA Third
Vice President and a Retail Baker and Harold Suggs, Distribution
Manager at Busken's Bakery in Cincinnati. I appreciate this opportunity
to summarize for you the results of a survey we took of our membership
on the subminimum wage.

The survey, which consisted of five questions, was mailed to 2,250
retail bakers. We received 384 responses, which was 17% of the total
number mailed.

Seventy-seven per cent of the respondents said that they had not
used Section 14(b) of the Fair Labor Standards Act to hire full time
students at 85% of the minimum wage. The reason most frequently given
for not using Section 14(b) was that 85% of the minimum was still too
much money to pay for such employees.

Forty-five percent of the respondents said that when the minimum
wage increased from $2.30 per hour to $2.05 per hour on January 01, 1978,
they raised prices, reduced the size and variety of the products they
sold and cut back their hours of operation. Only one per cent said
they simply passed along the increased costs to their customers.

Other respondents cited these additional effects the minimum wage
had on their operations:

1. They lost customers and therefore sales income;

2. They did not replace employees who left, nor did they hire
additional employees that they might nave otherwise. Some
bakers even laid employees off.

Four bakes who replied to our survey said tney had to close one
Or more of their outlets or went out of business altogether as a result
of the minimum wage increase. An equal number said that capital which would
have been re-invested in the business went into paying higher wages.

The reason retail bakeries are so sensitive to every change in
the minimum wage law is that they are labor intensive. Half of
the bakers in our survey said that their labor costs alone were between
30 and 40 per cent of their total operating costs, and an additional
25% of the bakeries reported labor costs equal to more than 40% of total
expenses.

Were existing law amended to permit the employment of all persons
under 20 years old or younger - not just full time students -- at 75%
of the minimum wage, certainly not every retail bakery in the country
would rush out to hire people in this category. But 42% of the bakers
in our survey said that they would hire more teenagers if they could
pay them a lower subminimum wage.
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In addition to creating more employment opportunities for
young people, our members believe that a change in the existing law
would result in benefits such as the following:

1. Reduced work loads and pressure on existing employees;
2. Increased production;
3. Expansion of the business;
4. More time to train new people;
5. Slowing down of price increases;
6. Allow employers to give employees larger bonuses and

offer more services to their customers;
7. Make it easier for unskilled persons with below-average

productivity capabilities to find work;
8. Put less pressure on employers to replace live employees

with automated equipment;
9. Allow better wages to be paid to skilled employees and

permit the bakery to recruit and retain more competent
adult personnel in key positions in the bakery.

The results of this survey lead us to bclive that amendment
of Section 14(b) of the Fair Labor Standards Act to provide a lower
subminimum wage for broader class of young people will benefit those
who will then find more employment opportunities available and the
general public, at least as much as it will help small businesses.
And I thank the Committee for allowing us to share our position with
you.

4 .
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Senator NICKLES. Welcome, Mr. Sloop. How many people do you
employ?

Mr. SWOP. We employ about 40 people.
Senator NICKLES. Do you have one bakery?
Mr. SLOOP. We have one production plant and we also have five

sales stores.
Senator NICKLES. Thank you. Where is your home?
Mr. SWOP. High Point, N.C.
Senator NICKLES. Welcome. Please proceed.
Mr. SLOOP. Thank you very much.
I will abbreviate my prepared statement. We favor the employ-

ment of teenagers at 75 percent of the minimum wage. This would
not displace people. In our business, we value the experience, the
knowledge, loyalty, honesty, and dependability of our employees
who have been with us for a long time. We would never think of
firing them to hire some teenager at a lower wage rate.

Such a practice would have a devastating effect on employee
morale and would probably cost us as much in unemployment
compensation as we save on payroll.

There is no such thing as menial or dead-end jobs in a retail
bakery. There is a good future for anyone with the interest and
ambition to pursue it. At this particular time, we have an employ-
ee who is a high school senior that is working for us. He comes in
on Saturdays to scrub floors and clean cabinets and restrooms. Just
recently, we asked him to come with us full time after g aduation.
I told him I would teach him to become a baker. If he accepts our
offer. he can either stay with us, take a job elsewhere, or even start
his own business, and we tell our employees this. He started out
with us at 85 percent of the minimum wage, and this is one of the
examples we have that opportunity does exist in the retail bakery
industry, even for persons coming in at the very bottom.

Mr. Chairman, I think to the extent that Congress loosens the
stranglehold that current law has on employers and young people
alike, it will encourage us to create more jobs and hire young
people to fill them. It will also benefit the public generally by
allowing us to provide them more service, more product, longer
store hours, and less frequent price increases.

We thank you, Mr. Chairman, for the opportunity to speak to
you. We certainly want to emphasize again that we think that the
subminimum wage would help the teenager to find employment,
and we reject the notion that they would be replaced by other
teenagers just to keep that subminimum. We also reject the notion
that older people would be displaced. It just is not realistic.

[The prepared statement of Mr. Sloop follows:)
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Good morning, Mr. Chairman. I am Jim Sloop, Owner of
the Sweet Shoppe in High Point, North Carolina. I am also Third
Vice President of the Retail Bakers of America. RBA is the
national association of the country's 32,000 retail bakeries.

I appreciate this opportunity tJ testify today in support -f
legislation to amend Section 14(b) of the Fair Laboi Standards act.
We favor the employment of teenagers at 75% of the minimum wage.
We also believe there is merit in allowing older trainee-employees
to work at the same rate for up to six months.

In the retail baking industry, this will not result in sig-
nificant dismissal of older and higher paid employees. It will not
lead to constant replacement of young employees. It will not relegate
teenagers to menial dead and jobs.

In our business, we value the experience, knowledge, loyalty,
honesty and dependability of our employees who have been with us
a long time. We would never think of firing them to hire some teen-
ager at a lower wage. Such a practice would have a devastating effect
on employee morp.le. It would probably cost us as much in emploYment
compensation as we would save on payroll. Also, there are certain
jobs and working hours in our bakery for which teenagers are simply
unavailable. On the other hand, there are certain times---evenings
for example---when older employees with families do not want to work.
Allowing teenagers to fill these nours would not displace those other
employees.

There is no such thing as a "dead end" or menial job in a retail
bakery. There is a good future for anyone with the interest and
ambition to pursue it.

My own bakery and employees prove this. We have one employee,
for example, who is now a full-fledged baker. I am grooming him to
become a production manager. He started with us seven years ago,
hired as a teenager at the subminimum wage to sweep floors and do
maintenance work. After he had been with us awhile, I offered to
send him to the Dunwoodie School of Baking in Minneapolis. I offered
to pay his tuition and other expenses, which would have amounted to
three thousand dollars.

We have another employee who is now a high school senior. He
comes in on Saturdays to scrub floors and clean cabinets and the rest
rooms. Just recently I asked him to come work for us full time after
graduation. I told him I would teach him how to become a baker. If
he accepts our offer, he can either stay with us, take a job elsewhere,
or even start his own business. He too started out with us at 85% of
the minimum wage. And these are but two examples from one bakery of
the opportunities that exist in the retail baking industry, even for
persons coming in At the very bottom.
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There are three major problems with the current subminimum wage:

One, 85% of the minimum is still too much to pay for the small
retlil bakers who constitute the vast majority of the industry.
Retail baking is labor intensive due to the handcraft methods of our
operations. Current law provides little incentive to take a chance
on someone with no proven work habits. This is because a great deal
of time must be invested to train that person up to the point at which
his wages are justified by his productivity. 75% is no big improve-
ment, but it is a step in the right direction. So is the removal of
the limit on the number of teenagers who may be hired.

Two, it is unfair to restrict the subminimum wage provision to
full time students only. There are other young people equally
desirous and deserving of the same privilege. Other limitations on
hours students may work and work they may not do also reduce the
utility to vould-be employers.

And three, many retail bakers still find tne paperwork too tedious
and intimidating to be worth their while. This is in spite of the
1977 amendment which was supposed to simplify the certification
application form.

To the extent that Congress loosens the strangle-hold current
law has on employers and young people alike, it will encourage us to
create more jobs and hire young people to fill them. It will also
benefit the public generally by allowing us to provide them more
service, more product, longer store hours and less frequent price
Increases.

For these reasons, the Retail Bakers of America supports amend-
ment of Section 140:3) and thanks the Committee for this opportunity
to explain that support.

r-
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Senator NICKLES. Thank you very much.
Mr Suggs.
Mr SUG(IS. Mr Chairman, I am happy to appear before the

Labor Subcommittee today as a witness on behalf of the RBA.
Some people say that if employers are allowed to pay teenagers a

wage less than full minimum, then teenagers will end up in dead-
end jobs that have no future for them. From my experience and
the experience of other people, I know personally that this is not
true.

I was hired by Busken's Bakery to wash pots and pans at the age
of 18. T was hired for $1 an hour for 18 hours a week. I would have
tak job for even less because I really needed to work. I am still
the. out as of right now, I am not washing pots and pans. I am
distribution manager for the entire operation and in charge of a
$300,000 per year purchasing budget. I assure you I am earning
many times more than $18 a week.

We distribute to 9 retail outlets and to 30 wholesale accounts.
These include hotels, offices, restaurants, and supermarkets. We
also deliver items such as wedding cakes to individual customers.
Our delivery radius is about 30 miles. We deliver $3.5 million
worth of bakery foods a year.

When I graduated from high school, I took out an ad in the
paper which said, as I recall, "High school graduate seeking job of
any kind." Joe Busken, Jr. called me and invited me for an inter-
view.

I started working for Busken's Bakery in 1956, in August of that
year. In April of the following year, I was hired as a truck driver
for Busken's Bakery. I assumed my present position as distribution
manager in 1974. Today, I am 42 years old and have been married
for 22 years I have four children and a daughter attending the
University of Cincinnati studying to be a respiratory therapist.

Although I am certainly very thankful for my accomplishments,
I am well aware that I am not unique or that it is not unusual. I
know quite a number of people for whom getting a job in the first
place was far more important than the work itself or the starting
pay. These people knew that it was only the beginning and that
they could make something of their lives if they were just given a
chance.

That is why the job was the most important thing; it gave them
their chance and it gave them their opportunity. That is why I
agreed to come here today to tell you a little bit about myself, and
thank you for inviting me here.

[The prepared statement of Mr. Suggs follows:]
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Good morning, Mr. Chairman. My name is Harold Suggs. I am
-istribution Manager for Busken's Bakery in Cincinnati, Ohio. I

am happy to appear before the Labor Subcommittee today as a witness
on behalf of RBA.

Some people say that if employers are allowed to pay teenagers
a wage less than the full minimum,then teenagers will end up in dead-
fld jobs that have no future to them. From my experience, and the
experience of many people I knew personally, that simply is not true.

I was hired by Busken's Bakery to wash pots and pans at one dollar
an hour for 48 hours a week. That was twenty-five years ago, when I
was 18 years old and Just out of high school. I am still there, but
I am not washing pots and pans. I am Distribution Manager for the
entire operation and in charge of a 300,000 dollar per year purchasing
budget. And I assure you I am earning many times 48 dollars per v.eck.

As Distribution Manager, I am responsible for packing and de-
livering all the bakery foods that are shipped from our central phInt.
am also in charge of hiring drivers, setting up the delivery scledule

And the drivers' schedules, and seeing that the vehicles are properly
maintained. We have four trucks, one van and twc station wagens. There
are four people working under me.

We distribute to our nine retail outlets and to thirty wholesale
accounts. These include hotels, offices, restaurants and supermareets.
We also deliver special items, such as wedding cakee, to individual
customers. Our delivery radius is approeimately 30 miles. .4e deelver
three and a half million dollars worth of bakery foods per year.

In addition to seeing that the things we make jet to where taey're
40ing, I also oversee the purchase of all store oacxagaing and manu-
:acturing supplies. These Include bags, boxes, foil pens, cap ens,
twine, and similar inventory. Me purchasing budget is over three
hundred thousand dollars a year.

I was born in Russellville, Alabama In 19_8 ana mcved to Cincinnati
when I was 15. When I graduated from high echoo:, tote out an ac
In the lewspaper which said,as I recall, "High school Graduate Seking
Jeb Of any Kind." Coe 3usken called me up end irvited me in for an
Interview.

I ntarted wl-h theeeen's in 1556, the feliowing year, : started
leaving me of thc Company's d -,very trucks. One of the drivers had
left Ind Joe Suse,n called me into n13 office and asked how I felt
snout deeverg a truck. I asked him, do you think I can? And he
-nsweeee. ef I 2ien't I would act have asked ycu. I told hem I didn't
knew hcw to drive a standard shift, and he told me to just go out and
try. That WE.3 Monday. A few lays lat2e, Mr. Bus'-en asked how I was
progressing and I told him I didn't think I was ready to take the truck
out by tyeelf yen. He said, well, you better get ready zecause on Friday,
you're makerg the trip on your own. Sy Friday, I was ready to go.
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I assumed my present position as Distribution Manager in 1974. Today,
I am 42 vears ole and have been married for twenty-three years. I

have four childrer, two stns and two daughters. One of my daughters
is a student at the University of Cincinnati and is learning to be
a respiration therapist.

I hay, had job offer from other companies, but I have decided
to remain whe:n I am, with tr_ people who gave me th2 first of many
opportunities to have a very successful career.

And although I am certain!' very proud of my own accomplishments,
I am well aware taat I am nct unique or inusual. I know quite a
number of people for whoa getting a job in the first place was far
more laviortint than the 4cr, _t,elf or t.le starting pay. These ,Doople
knew that it was only th bcginning and hat they could make some-
thing of their lives, if giien the chance. That is why the job was
the MC_ important thong it ;Ive tnem thel- chance, it gave them
tnelr Qppertun,ti.

And tni2t is why I eIre2d to come here today and tell you a little
about myse_i. Thank yoi, irviting me here :his morning.
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Senator NICKLES. Thank you very much. Mr. Suggs. I welcome
you particularly because you have been able to shed some light
that other witnesses to date have not. I think you are to be com-
mended.

Mr. Ahern, do you have a couple of comments you would like to
make?

Mr. AHERN. Yes, I do, Mr Chairman. Thank you for allowing me
to be here. My name is Mike Ahern. It says "Michael W.," and I
only get that when my mom is mad at me

I am here testifying on behalf of the Society of American Florists
and I would like to give you a little information about that; some of
it is in the testimony here. We are an association of very small
businesses; retail, wholesale, growers, suppliersanything to do
with the floral industry in cut flowers, plants, flowering plants,
bedding plants, or anything to do with flowers.

The reason that is important is that there are 26,000 producers
of cut flowers and plants in the country. Only 2,600 of them do
more than $100,000 gross a year. There are 29,000 retail florists in
the country, roughly; these are all estimates. The average total
retail sales per store was about $100,000, and that is an estimate. It
was $85,000 a couple of years ago. The florist industry has not been
very strong, so that the gross volume is not increasing rapidly.

I think we can shed a little light. I am a retail florist; I am a
third generation of our family in Akron and the fourth generation
in the flower industry. We have been doing it for a long time. The
first job I had was out behind the greenhouse shoveling manure
into a shredder. I do not know that there is a whole lot further
down than that.

Senator 1\11cRLEs. Did you get paid?
Mr. AHERN. Yes, I think I got 50 cents an hour at that point, but

it was a number of years ago. But I also got something out of that,
and it is something that I want my kids to have and something I
would like every kid to have. I had a job. When I was 10 years old,
I got a job working for a landscaper I do not even remember how
much I got; it does not really matter. I have always worked and I
have always had the opportunity of doing something for myself.

We have participated in distributive education programs in our
city. In the last 2 years, we have had to stop doing that for two
reasons. One is that it involves the minimum wage, but on a
slightly different tact. The minimum wage was too much; I was
willing to pay it anyhow. But what happens with the thing is that
it sheds itself through the entire organization that we have.

Everybody in our employand we have two storesknows when
somebody is productive and they know when somebody is not pro-
ductive. They know when they are earning their money and when
they cannot possibly be earning their money, and that reflects
itself through the entire organization.

When we have a young man inand we have had young men
and womenand they are making the minimum wage and they
are not earning it, which I do not think any unskilled, untrained
person possibly can in an entry-level job as a teenager, it reflects
all the way through and other employees say, "Well, fine; if they
are making this wage and you are willing to pay that, how come
you are not paying me more?"

4 1 )
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So, it ends up reflecting itself throughout the organization and Ihave to either not to do itwell, basically, what happens is that Ijust do not do it.
We have hired teenagers to do things around the store that

currently are not being done. Now, we would kind of like to have
them done, but we can get along without them. In my area, we arein the center city. We have a number of people come in, and I have
had probably, in the last 2 or 3 weeks, half a dozen black children
come in and say to me, "Give me a job at any rate," which I cannot
do.

I would like to give them a job, and they would be working
primarily with me. We are a very small organization. So, what arethey going to do? They are going to work with me; we are going todo the maintenance work. They are going to lean. how to use ahammer and repair some of the things, and do a lot of the mainte-
nance jobs. But they are going to get a lot oi supervision from
somebody and learn how to work.

Very seldom do they stay with us for 6 months. In 6 months,
they have learned how to work. They now have a job; they know
they have to show up on time and they know they have to workwhen they are there. They have learned enough that they go getanother job and they usually get a job that is more than I canafford to pay them. But they are now out in the work force. It maybe the first opportunity they have ever had, and maybe a lot of thepeople in their families have not had a lot of opportunity.

I would like to give it to them, but I cannot under the circum-stances we have now.
Senator NICKLES. Let me just ask you a question, and I will askthe rest of you questions too.
You are not mandated to be under the minimum wage lawpresently, are you?
Mr. AHERN. Yes, we are; we are, in volume. There is also aquestion now as to whether not, by interstate commerce, we are,because almost every flower shop has at least one wire service,which means we are transmitting orders back and forth acrossState lines. Whether or not that technicality makes us subject tothe laws has not been decided. But, in effect, we are.
Now, we have been, as a matter of course, in the city, anyhow. If

there is no law that specifically says that there is a subminimum
wage for teenagers, from the standpoint of the society around uswe cannot use it.

I am probably one of the larger retail florists, and we are quitesmall. I am her': most of them cannot be here. They are not going
to go through a process of certification; they are not going to applyto Pay department anywhere to get a permit to hire people at less
than the minimum .age. If it is not possible for them to do justsimply because the law says we cannot do it, they will not do it.
They just do not have the (..7ertise and are not going to take the
time to go through the redtape and the paperwork.

Senator NICKLES. I can understand that. I can see under the
interstate commerce clause where you could he subject to this. I
guess the prevalent thought is that if the minimum wage is $1.60or if it is $3.35, that is what it is; even though a p..1 ticular firm
may be exempt, it is possibly crowding a few people out.



How many people do you have working for you'
Mr AHERN We have 25 employees in 2 stores
Senator NICKLES Let us say we had an exemption for teenagers

under the minimum wage. Would you hire more kids to train
tiem, as you said?

Mr AHERN. We would very likely hire two of them, one at each
store We had distributive education kids before that we have
discontinued Even at $250 an hour, as to whether we would get a
$2.50-an hour benefit out of them, to be honest I really do not care.
They have to cork in order to get some money and they have to
work in order to earn their money It is not fair to them for me to
bring them in and have them just sit there, because they have not
learned what they are supposed to learn

But I can afford enough to keep a couple of kids on, and maybe
they are going to rotate That is great; that means they went out
and got a job someplace else for more money and have accom-
plished what I am after.

[The prepared statement of Mr. Ahern follows]

4
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Mr. Chairman, my name is Michael W. Ahern. 1 cm a third-

generation retail florist from Akron, Ohio and I am testifying

today on L half of the Society of American Florists (SAF)

where I se ve currently as a member of SAF's Government Affairs

Committee. I am also a Past member of the SAF Retailers Council.

SAF is the national trade association reprtsenting all

segments of the floral industry -- growers, wholesalers, and

retailers of fresh flowers, green plants, bedding Plants, florist's

greens, and all other floral Products -- an industry truly

representative of small business. Through membership and

affiliation SAF represents over 90 percent of the commercial

floriculture industry. Floral Products are nrown for the

American consumer, for use in improving the home and office

environments, for sentimental expressions of love, sympathy, or

congratulations, and numerous other reasons. Flowers and Plants

replace the concrete and plastic barriers around us and briny

the beauty of the outdoors inside.

I am particularly Pleased to be able to testify in suPPort

of the concept of a Youth minimum wage embodied in the

legislation you are currently considering -- Senate bills 348,

430, and 658, to amend the Fair Labor Standards Act of 1938.

In January, 1980, the floral Industry was privilened to

send a representative as a delegate to the White House

Conference on Small Business here in Washinnton. As I am sure

You are already aware, the result of that Conference was a

list of fifteen high priority recommendations to help identify

the many special Problems facing small business and to design
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an agenda to address them in a constructive way. I an pleased to

report that at least one of those fifteen recommendations has

been translated into legislation and enacted in law. But

another of the fifteen high priority recommendations which warrants

Your most immediate and thorough consideration concerns

establishing a sub-minimum wage for teenage employees.

it is particularly appropriate that the floral industry

endorse the concept of a Youth minimum wage since all senments

of our industry that is, growers, wholesalers, and retailers --

traditionally have drawn
an important portion of their labor

from the teenage segment of the labor force.

Whether it be the grower who hires the young employee fcr
work in the greenhouse or fields, or the wholesaler who hires
teenagers for loading dock work or pickups and deliveries,
or the retailer who can use the Young worker for driving the
delivery van or a myriad of other duties, the floral industry

could put a significant Part of this basically unskilled,
untested, and chronically

unemployed segment of America's

labor force to work in a productive ,loy, without replacing
any existing enoloyee.

But there is one Problem.
Along with the cost of

merchandise, labor costs remain the number one operating

expense in all segments of the floral industry. The current
minimum wage actually discourages those of us in the floral

industry from hiring teenaged workers by compelling us to

NW more than the unskilled and untrained employee is worth.

-2-
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The nature of our industry demands a ready supply of Part-time

or temorarY employees in Preparation for and during the Peak

business seasons of the year. Many of these neoPle could be

unskilled students or unemployed teenagers, but it is

impossible to pay these workers the minimum wane without

raising the Prices of our Products -- and that is inflationary.

How much higher can Prices 90 before great numbers of

consumers stop buying flowers and plants?

Consequently, floral industry employers can't afford to

hire the Young PeoPle they need. As a result the young

PeoPle don't get the Jobs and the income they need. This

is happening today -- at a time when we all bemoan our lagging

Productivity rate. I can tell You, members of the Committee,

the floral industry's Productivity would increase if we could

afford to hire the young PeoPle we need to do the Job! And

without a doubt, if we could pay these young workers less

than the current minimum wage, we could afford to keen them

emPloYed longer. In our industry there is always something to

be done.

Young PeoPle today have a pretty difficult time getting

started in the Job market, particularly those without higher

education. BA after they get a Job and have had it for a few

years theY Progress, they become productive members of the

American labor force. It is in their best Interest to net

work experience even at a differential wage JuSt to net

the experience. Many of the youth labor force are not married

and they may live at home; they may have less Personal

-3-



413

expenditures and they can afford to go through an apprenticeship

Period, if you will, just as many of us did in our learninc'

Years. It would be progress to give them the opportunity.

But under the current minimum wage system, the economics of

the situation won't allow us to give them the opportunity.

And I think everyone recognizes that untrained, unskilled

Young PeoPle constitute a serious social as well as economic

Problem. The unemployment rate of these new entries into the

nation's workforce continues to increase at an alarming rate.

If a significant number of them are not employed by the

floral industry, it is because our highly comnetitive,

labor-intensive industry cannot afford them at today's minimum

wage rate.

In conclusion, I urge the Committee to act favorably

on a youth minimum wage. If the Congress will act on this

issue and make it economically Possible to emoloY Young workers,

we can Put many of these young, potentially Productive People

to work. At a time when we are all working to turn our

country around and get on the rood to economic recovery,

anything less will only aggravate an already serious Problem.

Thank YOU, Mr, Chairman. I would be happy to try to onswer any

Questions the members of the Committee PM have,

-4-
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Senator NICKLES Mr. Sloop, you mentioned that you would favor
the 75-percent youth differential. Does that appeal to you more
than, say, the exemption for teenagers? I was just wondering, since
we have a couple of different proposals, which one appeals to you
the most.

Mr. SLOOP. Well, I would like to have the 75-percent differential
for any age group of people that are going into the job market, but
particularly teenagers. Our experience has been that we can bring
these people in, and frequently they do advance.

We have one young man that we are grooming now for produc-
tion manager who came with us as a teenager; he worked for the
subminimum wage.

I would like to say also, Senator, that the subminimum wage will
create some jobs. It is not always a certainty as to how many
people a business needs. In the retail business, when I get ready to
determine how many people I am going to need on a given Satur-
day for people in our sales store, I do not really know.

If I can employ these people at a lesser rate to begin with, then
we are more apt to take a chance on having more people there and
maybe extending our hours. Also, I would like to say that very
infrequently do these people remain at this subminimum wage. At
this particular time, we have several teenagers working for us and
none of them are making less than the minimum wage because
they have been advanced because of the productivity that they
have in the job.

Senator NICKLES. You mentioned something else very positive, I
think. As a businessman, you felt like it would be ludicrous or
stupid or uneconomical to displace or replace existing personnel
and bring in somebody cheaper because of the problems it would
cause you through unemployment and through possible labor tur-
moil. You would have other employees that would be upset if that
would happen, and you would possibly have unionization if you
were on a bigger scale, and so on.

I think that is a point you made which is very well taken. I think
most employers would have more sense than to do something that
silly.

Mr. SLOOP. That is very true.
Senator NICKLES. Mr. Panaro.
Mr. PANARO. In response to your question about what bill we

would support, probably our favorite would be the one that you
have introduced, particularly if we could get the age limit lifted to
19 rather than 1S, because in the retail baking industry we have
another problem with the Wage and Hour Division's Harzardous
Occupational Order No. 11, which prohibits people 16 and 17 from
working around power-driven bakery equipment. So, that is a limi-
tation.

Then, after that, we would prefer Senator Hatch's. Senator
Percy's would be our last choice.

Senator NICKLES. I see. Well, part of the reason for the 18 is
because, as you know, the act does prohibit individuals 16 and 17
from working in an abundance of jobs, many of which are question-
able as far as their potential hazard. I worked in a place; I guess,
legally, I was illegal to work there, you know, for years.

4 "
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You mentioned that the student thing has not been much of a
help primarily because of the redtape, as Mike mentioned. Do you
think we should abolish that part of it, regardless of what we do? It
is a dubious distinction or value, in my opinion. I would agree w'th
Mike that a lot of people, when it comes to filling out another
form, are not going to want to send one in.

Mr. PANARO. Well, the first thing that ought to be abolished is
the limitation on six students. Now, under the 1977 amendments,
that application or certification form was supposed to have been
simplified to require nothing but name and address and time in
business. Apparently, that simplified form has not filtered down,
because many of our people report filling out the longer form. So,
the form should definitely be simplified.

Senator NICKLES. One final thing. Mr. Suggs, you made a state-
ment that I think I will remember and that has not been stated.
You said, "Give us a chance." During the last few days, I have said
"opportunity," but you were saying, "Give us a chance." Regardless
of what the price was, that was not your primary concern; it was
getting involved in the marketplace and giving that person a
chance to pull himself up, as you and others have done.

I was also impressed by the fact that you said your daughter is
going to a university.

Mr. SUGGS. Yes.
Senator NICKLES. So, not only did it raise you up, but you have

started a whole chain of events that will enhance the economic
livelihood of many people. I really think you are to be commended
for it and I loved the phraseology that you used as far as "let us
give some of these young people a chance."

A lot of the argument that we have been debating back and forth
has been about whom this will benefit. Is it going to benefit
McDonald's or is it going to benefit the young people? My purpose
in being interested in promoting this legislation does not have
anything to do with "XYZ" company; it has something to do with
trying to give people a chance. So, I appreciate that.

Mr. PANARO. And I think the fact that McDonald's is not here
and we are says something, too.

Senator NICKLES. Well, listen, we appreciate ,,,our input in this
area. As you can tell, there is a very divided philosophy on this
particular issue; it is very controversial. But at least for the unem-
ployed teenagers, it is an issue where it is time to make a change.

I appreciate your input very, very much. Thank you.
Ladies and gentlemen, the record will be kept open until April

10, and if any persons wish to submit additional information, we
will be happy to receive it.

At this point I order printed all statements of those who could
not attend and other pertinent material submitted, for the record.

[The material referred to follows:]

ci 0
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MAUDINE R. COOPER
VICE PRESIDENT

NATIONAL URBAN LEAGUE, INC.
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Subcommittee on Labor

Senate Committee on Labor and Human Resources

on

Subminimum Wage Proposals

Dirksen Senate Office Building
Room 4232

March 24 6 25

The Office of the Vice President for Washington Operations of the National

Urban League takes this opportunity to submit for the record testimony on

current subminimum wage proposals. The National Urban League is a non-

profit community service organization. Through our network of 116 affili-

ates in 34 states nationw'de we seek equal opportunities for the poor and

minorities in all sectors of our society. Because of this commitment to

the disadvantage, we welcome this opportunity
to forward comments on an

issue so relevant to the future of our constituents.

The National Urban League has opposed an expanded youth differential since

it was first discussed seriously in the 91st Congress. Although subminimum

wage legislation has been introduced in each Congress since 1971, none of

it has oecome law -- for reasons we believe are still relevant and sound.
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The present proposals (S.348, 5.340 and 5.658) embody the youth differential

concept based on one major assumption: the cause of high youth unemployment

is the minimum wage. The bill permits a subminimum wage rate for all youth

16-19 years for a specified period, eg. six months. Proponents allege that

employers will hire more youth if a lower wage rate is applicable and that

more youth will indeed accept these lower paying jobs.

Inherent in this argument is the idea that coverage of young workers by

mimimum wage standards is universal and widespread. The fact is that the

Fair Labor Stnadards Act of 1938 (FLSA) and its amendments legally exempt

a large portion of young workers from coverage. FLSA permits a youth

differential for "student learners," "student workers" and "full-time

students." The Act also exempts retail and service establishments with

annual sales under $325,000.

The small business exemption is particularly significant when given the

fact that small business in the major source of new job development. A

recent MIT study (1979) on Neighborhood and Regional Change concluded that

100% of all net new jobs are created by small businesses.

According to US Labor Department data, there are aoout 3.9 million workers

today who are legally exempted from:he minimum wage -- and they are over-

whelmingly young people. About 2 million are non-farm workers; 600,000

are domestic workers; 575,000 are farm workers and 800,000 are handicapped

or trainees. Among the non-farm workers, 512,000 are youth working in high

4
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schools and colleges; 279,000 are workers in other institutions, such as

hospitals and 231,000 are youth working in retail and service establishme

During FY 1979, the Labor Department
authorized a total of 35,517 exemption

certificates that permitted a maximum hiring of 517,303 persons at sub-

minimum wages. The bulk of these exemptions
applied to the hiring of full-

time students. Since a total of 8 million
young people, 16-19 years old

were employed in 1979, it is evident that, even if the authorized certi-

ficates were fully utilized, that only a small percentags. of teenagers were

employed as a result of the exemption certificates.

An in-depth Labor Department study of utilization patterns of the sub-

minimum wage differential revealed
that the majority of the firms that re-

ceived exemption certificates failed to use most of the manhours that they

were authorized. This study found that over half (56%) of the 4,615 firms

that received certificates to hire full-time students at the subminimum

wage in 1970 either used less than half (34%) of their authorization or did

not use the exemption certificates at all (21%). Only 13 percent of the

firms used 90 percent or more of the manhours they were permitted. Three-

fifths (581) of the 36 million manhours that were authorized were not used

at all.

A majority of these firms (52%)
explained that they wore fully staffed and

found that they could not accommodate as many young people as they originally

expected. About one-fifth indicated they could not fill their quotas because

el
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they could not find young people who were willing to work at these wages

or that they were not satisfied with the youth they hired and had to let

them go. Another one-fifth of the firms said that record-keeping and

certificate restrictions hindered them from hiring more youth.

Given the fact that there is already a substantial youth differential that

is underutilized by employers, there is no evidence that these same employers

will create new positions on the basis of an expanded differential.

Another issue that must be raised in considering these proposals is dis-

placement. Adult workers who are being paid subminimum wages 'ire dis-

proportionately black. An indepth study of the characteristics of workers

paid in violition of the federal minimum wage conducted by the Workplace

Standards Administration of the US Department of Labor during 1969-70

revealed that white subminimum wage workers were more likely to be young

people anu secondary wage earners, while black subminimum wage workers

were more likely to he adults ..nd primary wage earners. About two-fifths

(37%) of white subminimum wage earners in covered establishments were 19

years and under, compared to only one-fifth (180) of black subminimum wage

earners were 39 years old. Moreover, almost three-fifths (56%) of black

subminimum wage workers were primary earners, compared to only one-third

(35%) of white subminimum wage earners.

Findings strongly suggest that black adult primary earners would have the

most to lose from an expanded youth differential. Since such a differ-

ential would legalize the payment of subminimum wages to most young people

4 f)
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black adults who are currently being illegally paid subminimum wages would

be the group most likely to be displaced first by young people or, at the

very lease, continue to be paid illegal subminimum wages. Clearly, many

adults who are primary earners of families would opt to continue to receive

subminimum wages rather than have no job at all. On the other hand, since

the subminimum wage workers among whites are disproportionately youthful

secondary earners, an expanded youth differential would tend to more likely

displace other secondary youth workers among whites.

We should also be cognizant of the fact that the majority of unemployed

youths -- blacks and other minorities -- are concentrated in inner city

areas. These are presumably the youths targeted by the present subminimum

wage proposals. Yet the fact is that the most of the jobs are no longer in

central cities, but have relocated in suburban areas well outside distressed

areas. It is logical to assume then that the youth who would most benefit

from newly created positions would be those to whom the jobs are most acces-

sible, i.e. white suburban youth.

Thus, a broadened youth subminimum wage is likely to have differential

consequences among low-wage blacks and whites. It would most likely result

(a) first, in the displacement of adults, particularly blacks, who are

currently being paid subminimum wages in violation of federal minimum wage

guidelines; (b) second, in the displacement of somewhat higher-paid
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subminimum wage workers in establishments not covered by minimum wage and,

(c) third, in the retention of adult primary earners who are willing to

be paid subminimum wages in violation of the minimum wav, provisions rather

than have no jobs at all.

fhe three bills in question (S.348, S.340 and 5.658) all contain provisions

stating that substitution of youth workers for older milkers would constitute

a violation of the act. The crucial question is, of cou,se, how will these

provisions be enforced' How practical is it to assume that displaced

workers can prove that they were terminated because of the enactment of a

youth differential? How easy is it for experienced Ph.D.'s to prove they

were denied tenure in favor of less experienced lower-salaried researchers'

The National Urban League does not support a youth differential. The

basis of such proposals, we believe, is unstable and unsound. There is

no evidence that a new subminimum youth differertial should be enacted

when

(1) legal subminimum differential for young unskilled workers

has been in existence since 1938;

(2) the overwhelming majority of firms have not even used the

existing differential to hire more youths, and

(3) if the existing differential were expanded, white, and not

black Youth would be the rain beneficiaries
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Honorable Dan Nickles
United States Senate
Washington, D.C. 20510

Dear Senator Nickles:

4187 Blenheim Rd.
Louisville, Ky. 40207
April 6, 1981

APR 1 0 1981

'''" 20510
The Senate 14Sbor and Human Resources

Committee has informed me that testimony re the 1

proposed changes in the minimum wage floor, including
your own bill, can be submitted up and thru April
10. I would like to submit the attached statement
for Dr. Mount and myself and ask, that each one of
us be mailed a copy of the printedhearings when they
are available.

I appreciate your willingness to serve in
high office and would hope to have further inter-
action with you on issues in the future.

Enc. (2)

)

With allgood wishes, I remain

ti

Sinter

:144410eperson
Commit ee n blic Issues
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IDENTITY PAPER

ASSOCIATION FOR SOCIAL ECONMCS

The Association for Social Economics was founded in 19h1 and began
publishing the REVIEW OF SOCIAL ECONOM! in 19h2. The Association (ASE) is
a voluntary group of professional persons engaged in economics and allied
fields who are concerned with questions, within the proper purview of eco-
nomies, of human dignity, social responsibilities, libert', freedom of
choice, justice, order, equity, eecurity, power and values. It, therefore,
welcomes as members all persons, irrespective of political philosophy or
religious persuasion, who share ASE's conviction that the insights from
economics and allied sciences are intrinsically connected with the well-
being of all persons and all groups in a free society. ASE's doors are
equally open to all who espouse its intellectual values of honesty in
research, reasonableness in discussion, and emphasis on the primacy of
the human person. All members also share a common concern for the ethi-
cal and social implications of their findings and recommendations.

The Association's aims include:
1) fostering research and understanding in the area of

social economy;

2) promoting the exchange of ideas and insights among
its members across disciplinary lines;

)) stimulating constructive dialogue with other profes-
sional persons in academia, business, labor and govern-
ment.

In pursuit of these aims, ASE espouses no ideology, takes no advo-
cacy positions nor serves as a tool for any special interests. From its
beginning, this Association has fostered analysis of current socio-econo-
mic issues in both their theoretical and practical dimensions. As an
additional service, ASE is committed to assisting its members in making
their professional expertise and views available in public and private
forums where social priorities and public policies are discussed and
evaluated.

As the latest expression of this commitment, the Association for
Social Economise has established the Committee on Public Issues to aid
its members in contributing their insights and expertise to the process
-of eval'iatijg and formulating policy recommendations and legislative
implementations of current socio- economic issues. In this role, however,
the Association does not endorse the member's views sr ideology. But it
does assert that the member, using this Committee and thus identifying
himself or herself as an ASE member, espouses th(1 prevtously-cited values
and concerns..

COMMITTEE ON PUBLIC ISSUES
!lenry C. Mayer, Chairman
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STATLMENE ON INTRODUCED BILLS TO CHANGL MINIMUM ,AGE FLOOR FOR
TEEN AGERS BY HENRY C. MAUR, CHAIRPERSON, COAMITTIE ON PUBLIC
ISSUES, ASSOCIATION FOR SOCIAL ICONOMICS AND ERIC MOUNT, PROILSSOR
OF RELIGION, CHAIRPIRSON or DIVISION OF SOCIAL STUDIES, CENIRL
COLLEGE. DANVILLE, KENTUCKY.i,,

We appreciate the opportunity to comment un the three bills

which are now before the Committee. We share the members' concern

about the large numbers of unemployed youths. One of us (Mayer)

served on the Employment Committee of a Kentucky Task Force on

Welfare Reform; the other (Mount) is an ethicist whose course in

social ethics deals in part with poverty, unemployment and the

welfare system. We also share the conviction expressed by Senator

Charles Percy that something must be done about this unemployment.

In fact, we feel that something must involve more than the search

for legislative remedies since, in fact, some of the social effects

of unemployment affect the quality of life not only for these

unemployed youths but for the rest of us as well. We would like

to see the members of this Committee as well as the new Adminis-

tration exercise the unique opportunities they have for moral

leadership.

Senator Percy seeks to assure us that these legislative

proposals are made in good faith. We can assure him that we have

no desire to inpugn the integrity of any of the senators who have

advanced these bills. We wonder, however, about the advisability

of offering young people less in a society where both the

larger society and the peer group exert .trong pressure to

want and consume more than can be reasonably secured through the

present minimum wage floor. The anti-social behavior which often

accompanies unemployment may be in part an outcome of a perception

about the fairness of pay scales in many low paying yobs.
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It seems to us that Senator Nickles has aptly distinguished between

teen-aged workers or seekers of work who are 16 and 17 years of age and those

who are 18 and 19. It is also important to note the difference between youths

who live at home and those youths who may be the principal breadwinners in new

families. It would be highly questionable to give incentive to employers

to substitute lower-paid non breadwinners for breadwinners on their payrolls

or to encourage the assumption that youth employees are not breadwinners.

We feel that there are too many proposals being made to weaken the

quality of lives of the working poor which are neither socially useful nor

morally sound. Since the prevailing tone of almost all consumer advertising

over mass instruments of communication consistently pressures people to want to

like
live/upper middle class persons, it seems especially harsh for this Administration

to insist that the primary sacrifices to control inflation have to be made by

the middle class poor. The presentlegislative proposals are but another instance

of such sacrifice, and we feel that if enacte6, they should provide that the

extra profits accruing, if such there be, should be so allocated that the

workers would share in them.

If that is not done, e call on this Committee to develop some other

alternatives than the bills whose merits we have briefly assessed.

-30-
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Mr. Chairman, my name is William Grinker, and I am President of the

Manpower Demonstration Research Corporation (MDRC), a nonprofit corpo-

ration established .to oversee and test new social policy initiatives on

a demonstration basis. One of those is the Youth Incentive Entitlement

Pilot Projects (YIEPP), established by Congress as part of the Youth

Employment and Demonstration Projects Act of 1977. My remarks today will

be directed primarily towards the possible use of a youth differential,

or "subminimum" wage, in treating problems of youth employment based on

some of our experience with YIEPP. As part of the systematic study of

that demonstration, research was carried out on the role and responsive-

ness cf private business in providing work experiences for disadvantaged

teenagers. Especially relevant are some of the findings on the partici-

pation rates of private employers who were allowed to employ youths a:

different subsidy levels.

The YIEPP demonstration seeks to test whether the offer of year-

round minimum-wage work experience to economically disadvantaged 16-19

year olds -- in return for the youth's agreement to remain in hign

school, or return to school If a drop-out -- contributes to high school

completion and to improved education, employment and earnings in the

future. Youths were eligible for participation if family income was

below the ,overty line, or if the family received welfare. In the 17

communities where the demonstration operated, from March 1978 through

August 1980, all eligible youtns who wished to participate were to be

assured work, part-time during the school year and full-time in the

summer. They were required to adhere to standards of performance and

attendance in school and at Phoir worksites in order to continue parti-

-1-
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cipating. At the conclusion of the demonstration, the sites were given

the option of continuing operations at a reduced level through August of

1981 to hold the structure and positive features of YIEPP in place, and

all chose to do so.

The CETA prime sponsors which operated the program were authorized

to solicit work sponsorship agreements from public and nonprofit agen-

cies, and, for the first time in a large-scale youth employment program,

from for-profit businesses in their communities. The legislation allowed

a subsidy of up to 100 percent of the youths' wages in the private

sector, and all prime sponsors but one elected to offer that. The

legislation specified that work experience positions created were to be

meaningful and not "make-work," and were not to displace employment

opportunities for other workers. To make participation more attractive,

the prime sponsors managed the youths' payrolls, so that individual work

sponsors did not have the paperwork burden of payrolling youths or

figuring out fringe benefit rates.

Over the course of the demonstration, nearly 76,000 youths enrolled

and were assigned to jobs. This represented a 50 percent participation

rate of those eligible to join during the first year of the program.

Participants were primarily minority. Blacks and Hispanics were three

times more likely to participate than whites; they comprised almost 80

percent of all youths who enrolled. This would seem to indicate that

these teenagers had a strong desire to work when jobs were available.

Early findings, based on surveys in four YIEPP communities and four

matched comparison areas which did not have a demonstration program,

paint to the program's strong, positive impact on both educational and

-2-
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employment outcomes. The demonstration encouraged youths to return to

school and to stay there. Compared with youths at the comparison sites,

YIEPP led to a 63 percent increase in the return-to-school rate of

drop-outs, and a 15 percent decrease in the drop-out rate for youths

already enrolled in school.

The subsidized work experience positions also created a substantial

employment effect. The employment rate of 16-19 year old white youths at

the demonstration sites in spring 1979 wus 53 percent compared with 44

percent at the comparison sites. More orama:ically, the employment rate

for black ycl.ths was more than twice as high in the demonstration sites,

54 percent compared with 24 percent at the comparison sites. Similar

percentage increases occurred for Hispanic youths. Thus, the program

raised the employment rate for minority and poor white youths to the

nationwide employment level of all white youths in the same period, and

to twice the national employment rate for minority youths. The program,

in other words, targeted toward a heavily disadvantaged youth popula-

tion, appears to have had a very significant effect on the group of

unemployed teenagers who suffer the worst in the labor market.

Over the demonstration period, participating youths worked 80

percent of their job hours with public and nonprofit agency work spon-

sors, and 20 percent with private businesses. A comparative study of the

quality of the work experience found that the great majority of worksites

(87 percent) were of adequate or better quality, and that only 13 percent

were of inadequate quality. There were very few differences in quality

between private sector worksites and those in the public and nonprofit

sector.

-3-
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While private companies accounted for only onefifth of the youths'

job hours, they represented over onehalf of all the work sponsors re

cruited for the demonstration, comprising some 6,000 firms. The differ

ences in proportions resulted primarily from the fact that the average

business sponsored only one or two youths at a time, while public and

nonprofit sponsors more typically employed two to five enrollees. Most

of the private sector work sponsors were neighborhood small businesses,

with nearly two-thirds employing fewer than ten fulltime regular em

ployees. Some 47 percent of all participating businesses were retail

shops, another 29 percent were service establishments, and 10 percent

were manufacturers. Host of the youths assigned to private businesses

worked as clerks (34 percent), food service workers (14 percent), in

building maintenance and repair (12 percent) or in sales jobs (10 per

cent).

As I have mentioned, all prime sponsors save one opted to offer

private employers the maximum subsidy authorized by the demonstration

legislation, a full 100 percent subsidy of the youths' hourly minimum

wage. This decision reflected widespread apprehension among demonstra

tion prime sponsors that, at lower subsidy levels, it would be extremely

timeconsuming, and costly in staff resources, to recruit a pool of

private sector works sponsors. Since this full subsidy was substantially

greater than the more typical 50 percent subsidy used in onthejob

training programs, and since the question of business responsiveness at

different subsidy levels is of wide policy interest, a special wage

subsidy variation experiment was launched at two program sites during the

last months of the demonstration.

4
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The experiment was established at the Baltimore and Detroit sites in

early 1980, at a time when these sites had an authorization to open up

the program to disadvantaged youths
in new neighborhoods, outside the

original target areas. In Detroit, job developers listed all private

employers until over 1,000 had been identified. These employers were

then randomly allocated into two groups: one to be approached by job

developers with the same full 100 percent wage subsidy offer that pre-

vailed during the entire demonstration, and the other to be offered a 75

percent subsidy. In Baltimore, employers on one side of a major dividing

street were offered the full subsidy; those on the other side were

offered a 50 percent subsidy.

To reiterate, in terms of wage costs that employers would face in

reaching a decision, these three groups of employers at 100, 75, and 50

percent subsidy, were asked to contemplate direct wage costs of zero, 25

percent of the minimum wage, or 50 percent of the minimum wage, with

youths to be paid the difference from demonstration funds. Thus, the

experiment did not test the effects on participation of lower subsidy

levels, which would have had the effect of reducing the employers' costs

by only 15 or 25 percent of the
minimum wage, as has been proposed in the

youth differential legislation.

Ve then melt.:;.1 what proportion of employers who were offered each

of the subsidy levels agreed to sponsor youths. The findings are fairly

striking. Controlling for differences between firms in the two communi-

ties, and between firms in each of the subsidy groups, the participation

rates of businesses at the different subsidy levels were as follows:

-5-



432

Wage Subsidy Level Site Participation Rate

1002 Baltimore E. 18%

Detroit

752 Detroit 10%

50% Baltimore 5%

Before discussing the implications of these participation rates in

relation to the poss,ble level of employer demand for minority and poor

youths under a minimum wage d fferential, I should offer some cautions

about simple generalizations, since the circumstances of the experiment

differed in several ways from the job development situation in the larger

demonstration. Some o' these circt 'es probably tend to reduce the

participation rates, compared with the full demonstration, and others

prooably would increase those estimates.

On the one hand, the period of job development in the experiment was

only five months, compared to two-and-a-halr years of activity with

businesses in the rest of the demonstration. Also, any employers who had

already sponsored YIEPP participants were excludcd, although these were

relatively few, since experimental job development was pri'arily in new

target areas. Third, the experiment was launched in early 1980, when the

economy was in a downturn, especially in Detroit. r,11 these factors

may have somewhat depressed participa,-ion rates during the experiment.

On the other hand, the estimates are for businesses that agreed to

articipate, since the employers were interviewed before most had actual-

ly started to employ youths. Some of them would probably not have

become actual sponsors. Also, despite close monitoring, there is some

indication that Baltimore and Letroit job developers excluded some

businesses from their lists, either because they were inappropriate work

-6-
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for teenagers (bars and liquor stores, for instance), or because pas,i

experience had shown some kinds of employers to be harder to recruit than

others (such as large manufacturers). These exclusions may have ccntri-

buted to an inflation of the participation rates over the possible

take-up rates of all private employers in the target arera. On balance,

however, it is probably the case that the experimerr's findir.vs were

pressed in the direction of reducing the participation rates, so that the

findings represent a lower bound of probable employer participation over

a longer term.

With these caveats in mind, I would suggest that the findings poin'

to a relatively modest employer demand for poor, primarily minority 16-19

year olds, even at very high levels of subsidy and low employer costs.

First, the 18 percent take-up rate by employers who were offered full-

wage subsidy and minimal paperwork seems to indicate that non-monetary

considerations are a first priority when it comes to an employer decidini,

whether to hire youths. Our findings show that the great majority of

firms that declined to sponsor demonstration enrollees reported that the

simply did not hae enough work to keep the youths busy, that the work

demanded higher skills than these youths could offer, or that the work

was too dangerous. Furthermore, some of these employers would probably

have displaced other workers by taking on a subsidized enrollee, and some

of those displaced might have been other disadvantaged youths, not

enrolled in the program. We are still not prepared to speak with cer-

tainty on the actual levels of displacement. A study to be completed in

June will examine the subject further, but work to date indicates that

he be,ter the quality of the job, the more likely it is that someone
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else will be displaced from that job.

A second major finding is that, at high levels of subsidy, 50 per-

cent and above, employers appear quite sensitive to the level of wage

cost they face. While the experiment did not test lower subsidy levels,

the relationships between participation rates at the higher subsidies

make it reasonable to speculate that participation rates at a 25 percent

subsidy (an employer wage cost equivalent to the 75 percent youth differ-

ential) might have been on the order of 2-3 percent.

Now, if one makes the simple extrapolation that as many as 2

percent of all private employers nationwide might agree to a 25 percent

subsidy level, it appears that on the order of 50,000 to 60,000 disadvan-

taged youths might be offered a job. This could be even higher, since

demonstration work sponsors could only hire youths on a part-time basis

during the school year, and the take-up rates for employers hiring youths

full-time might be somewhat higher. (However, 16-19 year old youths not

in school, are primarily school drop-outs, and they might not be an-

sidered as "attractive" to hire as youths who are in school or drop-outs

who have returned to school.)

Several other considerations would constrain this rough estimate and

lower the universe of available jobs. First, employer participation in

the demonstration resulted from active job development at the local

level, where CETA prime sponsors or local business-related organizations

(such as the National Alliance for Business or The Chamber of Commerce)

recruited employers and referred youths for their consideration. Under

the cond,tions of a youth differential minimum wage, this active labor

exchange would not be in place. Second, most of the private businessec
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nationwide are not accessible to dis,dvantaged minority youths in central

cities and rural areas. Quite likPly, considerably less than half the

establishments are really feasible as employment possibilities for these

youths. Third, as I have mentioned, there would be some degree of

displacement and substitution involved, reducing the net gains to disad-

vantaged youths. Fourth, employers in the YIEPP demonstration had l4ttle

paperwork to contend with, which would not be the case for youths hired

dire-tly on employers' payrolls at the subminimum wage.

1

These constraints are all in the context of a job creation program

targeted to disadvantaged teenagers. A youth differential minimum wage,

of course, would apply to all teenagers. Since this would put poor

youths in competition for jobs with better-off youths (including high

school graduates), employer demand for them would undoubtedly be further

diminished.

While our findings do not address these larger considerations, it

would appear reasonable to postulate that all these factors combined

would cut by half or more the number of jobs that might arise from an

employer participation rate of 2-3 percent under a 25 percent wage

subsidy. This would indicate only a modest employment increase for

these youths -- central city and rural minority teenagers -- who are the

ones with the lowest employment rates.

Our findings of low participation rates in the face of wage costs of

$1.65 or less, and the extrapolation to higher employer costs which I

have just advanced, tend to complement the very preliminary findings

which have emerged from the Targeted Jobs Tax Credit. These early

estimates also indicate fairly minimal employer response to a tax credit

-9-
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for hiring economically disadvantaged youths.

Mr. Chairman, my testimony has clearly not addressed several of the

broader benefits which have been put forth on behalf of a youth differen-

tial minimum wage, including possible effects on wage inflation, or the

overall increases in youth employment that might result from bringing

youth wage levels closer to what employers might regard as the value of

teenage labor. Nor do our findings address the difficult problem of

predicting what proportion of low-wage adults might be displaced by

subminimum-wage youths. The very uncertainty of so many aspects of this

policy approach would seem to call for a large-scale test of its impacts

before it became an ongoing part of our labor standards. From the

vantage point of the youths most in need of employment, however, our

findings clearly imply that the net number of new jobs that would flow to

these youths under a differential minimum wage that is not targeted to

needy youths is likely to be very modest. From a policy perspective

t!,en, whatever other benefits a subminimumrwage may hold, it should not

be viewed as a panacea for a severe problem: the lack of employment

opportunities for minority yorths. That problem is I believe, amenable

to solution, but only by much more direct targeting on the specific needs

of that group.
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On behalf of the Labor Relations Committee of
the New York County Lawyers' Association, we enclose
two Mcopies of a report in opposition to the proposed
subminimum wage.

As is reflected in the report, the Committee
is opposed to any proposed subminimum wage. We believe
the proposed submintmum wage would not serve to increase
employment arori,st teenage minorities, lacks any significant
stat,rtical support, and offends a long history of enlightened
legislation ,,hich guarantees some modicum of a living wage
to those at the losest end of the economic scale.
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Proponents of a sub-minimum wage for teenagers

(ages 17-19) claim that it will ease the disproportionate

unemployment suffered by non-white teenagers. It will not.

It will almost certainly cost older workers the relatively

higher paying jobs that they now have. More importantly,

it will likely hurt non-white older workers more. It cannot

guarantee that the jobs lost by older workers, white or black,

will be filled by non-white teenagers; indeed, our experience

tells us that white teenagers will get the Sobs. Finally, and

for this reason alone the proposed subminimum wage should be

rejected, it contravenes fifty years of judicial decisions and

state and federal legislative deliberation.

That is the virtually unanimous view of the members

of the Labor Relations Committee of the New York County Lawyers

Association, 'a Committee comprised of experienced labor lawyers

who represent both management and labor. The Committee recog-

nizes that this proposal would have nationwide effect. Since

the Alsociation is based in Manhattan, its ccmmittee members

are primarily concerned with the proposal's effect on urban

teenagers.

It is the committee's considered view that the

proposal that a subminimum wage for teenagers will improve the

disproportionate unemployment suffered by non-white teenagers

is contradicted by labor statistics, common economic sense,

and a 50 year history of judicial discussion and enlightened

legislation including the Fair Labor Standards Act (the "FLSA").

This report was prepared by a subcommittee, and wa,, approved
in :.ubctance at a meeting of the full committee held on February 24,
1911.
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Labor statistics demonstrate that, although there is

now a minimum wage for teenagers, disproportionately fewer

non-whites are employed.

Common economic sense tells us that even if teenagers

join the workforce, there is no way to assure that they be

non-white.

Judicial discussion and legislative enactments

have argued for more than fifty years against arbitrary

labor standards unfairly applied to children, white or black,

who are unable by their age and concomitant lack of skill to

bargain as economic equals to fulfill the needs that they have.

Thus has this Committee concluded it is opposed to

a subminimum wage. A summary of the Committee's findings,

namely (1) the history of state and federal legislation, (2)

statistics underscoring the nature and extent of non-white

teenage unemployment, and (3) the effect of the proposed sub-

minimum wage, follow:

I. Brief History of the Minimum Wage Movement
in State and Federal Legislation

The response to the low wages paid in our factories

was a movement for a minimum wage. The movement was directed

primarily at children and women because the Supreme Court had

invalidated statutes regulating the working hours for males.

Lochner v. New York, 798 U.S. 45 (1905) but not those for

women, Muller v. Oregon, 208 U.S. 412 (1908), and because it
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was believed that, while unions opposed a minimum wage for

male adults, they would not oppose one for those too young

or unskilled to join.

By 1923, almost a third of the states enacted minimum

wage laws for children or women or both but the Suprema Court

in Adkins v. Children's Hospital, 261 U.S. 525 (1923) virtu,lly

stopped this trend by holding that a minimum wage offended due

process because any wage fixed by law ignored the value of the

services rendered.

Chief Justice Taft expressed the view in his dissent

that would ultimately be adopted more than ten years later:

"Legislatures in limiting freedom of
contract between employee and employer by
a minimum wage proceed on the assumption
that employees, in the class receiving
least pay, are not up on a full level of
equality of c __ce with their employer and
in their necessitous circumstances are
prone to accept pretty much anything that
is offered. They are peculiarly subject to
the overreaching of the harsh and greedy
employer. The evils of the sweating system
and of the long hours and low wages which are
characteristic of it are well known." 261
U.S. at 562.

In 1916, Congress enacted Legislation under its

commerce and taxing power that prohibited interstate commerce

of anything extracted from mines or factories that was the

result of child labor. But the Supreme Court held in Hammer

v. Dagenhart, 247 U.S. 251, (1918) that the child labor law was

"repugnant" to the Constitution and transcended Congress'

authority over commerce because the minumum wage was a "purely

-3-
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local matter to which the federal authority does not extend".

A State Statute setting a minimum wage was finally

upheld by the U.S. Supreme Court in West Coast Hotel v. Parrish,

300 U.S. 379 (1937); the Court overruled its earlier decision in

Adkins v. Children's Hospital, supra, characterizing it as "...

a departure from the true application of the principles governing

the regulation by the state of the relation ca._ e:Iployer and em-

ployed". 300 U.S. at 397. Chief Justice Hughes declared:

"The exploitation of a class of workers
who are in an unequal position with respect to
bargaining power and are thus relatively de-
fenseless against the denial of a living wage
is not only detrimental to their health and
wellbeing, but casts a direct burden for their
support upon the community. What these workers
lose in wages the taxpayers are called upon
to pay. The bare cost of living must be met."

Justice Hughes continued,

"The community is not bound to pro-
vide what is in effect a subsidy for un-
conscionable employers. The community may
direct its law-making power to correct the
abuse which springs from their (tha employer-')
selfish disregard of the public interest."
300 U.S. at 399.

On May 24, 1937, about two months later, President

Roosevelt asked Congress to enact a wage and hour law under the

commerce clause. A Fair Labor Standards Bill was offered in each

house and about one year later, the Fair Labor Standards Act

("FLSA") became law.

United States v. Darby, 312 U.S. 100 (1941), upheld

the constitutionality of the FLSA and overruled Hammer v. Dagenhart,

supra, dismissing its prior decision as a "departure from the
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principles which have prevailed in the interpretation of the

commerce clause both before and since the decision and that

such vitality, as a precedent, as it then had has long since

been exhausted," 312 U.S. at 176-117. United States v. Darby,

supra, approved the motive and purpose of the FLSA "to make

effective the congressional conception of public policy that

Interstate commerce should not be made the instrument of com-

petition in the distribution of goods produced under substandard

labor conditions, which competition is injurious to the commerce

and to the states from and to which the commerce flows (emphasis

supplied)". 312 U.S. at 115.

The FLSA was amended several times, each time to

increase the minimum wage and to extend its coverage to more

workers.

Before 1966, the FLSA did not cover most poor wage

earners (see table 1).

TABLE 1

FLSA COVERAGE AS COMPARED
WITH POVERTY EARNINGS*

Coverage of Industries
Under FLSA

% Range of family heads with
annual incomes under $3,000
(poverty earnings)

Full 5-10%

Partial 8-14%

None 33-49%

* See House Report No. 1366, 89th Congress, 2d Sess. (1966);
see also Senate Committee Report No. 145, 87th Cong., 1st
Session.
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The 1966 Amendments therefore sought to raise

earnings above the poverty level by escalated standards.

The 1966 amendment sought to protect more workers.

The volume of business constituting "interstate commerce" was

lowered. Some state employees, those who worked for a political

subdivision of a state, those who worked in a hospital, or educa-

tional institution, or a railway, or carrier, or in agriculture,

were added. By 1966 the ELSA covered about 37 million workers.

The 1966 amendments drastically changed the character

of the FLSA. The FLSA no longer was a set of standards to

protect workers, it was.a weapon to war on poverty.

II. Non -white

Non-white teenage unemployment is manifest in the pro-

portions that non-white teenagers fail to participate in the labor

force and, to the extent that they do participate, in the

proportions that they suffer unemployment.

A. The Labor Force

In 1978, about 64% of the population 16 years; old and

older participated in the labor force. That is a 5% increase since
1948. The rate of participation of men declined by 10 percentage

pc,nts since 1948 and the rate for women increased by more than

16 percentage points over that same period (see table 2).

-6-
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TABLE 2

COMPARISON OF FEMALE-MALE PARTICIPATION

Year Female (% Participation) Male (% Participation)

1948 32.7% 87.0%

1978 50.0% 77.9%

But non-white youth participated less, much less, than white

youth in the labor force (see table 3).

TABLE 3

COMPARISON OF WHITE (W) AND
NON-WHITE (N) MALE PARTICIPATION

Ages 16 - 17 Ages 18 - 19
W N W N

1948 51.2 59.8 76.2 77.8

1978 55.3 33.2 75.3 59.5

You would expect the relatively low income of the average black

family to encourage more, not less, participation by blacks.

Some argue black participation is less, not more, because blacks

give up the search for work and "drop out" of the labor force

because of the discrimination they encounter.

B. Unemployment

Of the non-white youth in the work force, more are

unemployed. As you well know, the labor force includes the un-

employed as well as the employed. In the early 50s and late 60s

the unemployed were less than 48 of the labor force. By 1978,

-7-
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unemployment swelled to 6%. But 6% is about one-third teenage

unemployment (16-19 years), at 16.% in 1978. And it is about

one-sixth non-whit._ teenage unemployment, at a whopping 36.3% in

1978. This deplorable condition did not come to pass in a single

year, 1978; through the 1970s, unemployment rates for black

teenagers have worsened and at a disproportionately faster rate

for non-white teenagers as compared with their white counterparts

(see table 4).

TABLE 4

EMPLOYMENT INDICATORS FOR TEENAGERS
(AGES 16 to 19) BY RACE, SELECTEI

YEARS, 1970 to 1979

1970 1973 1975 1977 1978 1979
Measure
Unemployment
Rate

Non-white 29.1 30.2 36.9 38.3 36.3 33.5
White 13.5 12.6 17.9 15.4 13.9 13.9

Employment-Popu-
lation Rate

Non-white 28.9 28.0 24.6 23.7 26.5 27.1
White 44.5 49.0 46.6 50.2 52.5 52.7

Labor Force Parti-
cipation Rate

Nen-white 40.5 40.2 39.0 38.3 41.6 40.8
White 51.5 56.0 56.7 59.4 61.0 61.2

Economists instruct us that we can expect youth unemp.oyment to

decline during business expansions. In the recovery from the

1974-197J recession, white teenage unemployment did decline but

non-white teenage unemployment did not decline.

-8-
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C. The Effect of the
Subminimum Wage

There has been support for a subminimum wage for teen-

agers _n the labor force. It is argued that this subminimum

will decrease the unemploymer.L of non-white teenagers. Economist

Milton Friedman, among others, argues that the current legal wage

floor creates unemployment because the unemployed workers' value

to employers is less than the minimum set by Congress. It is

assumed that employers pay workers according to their marginal

value product. According to this theory, when wages are raised

by a new legal minimum, then teenage youth are laid off and

therefore unable to find work elsewhere because their marginal

product is less than the minivuln wage.

There is every reason to believe that the marginal

value product of these teenagers is g ater than the wage now

paid, but even if it were not, employers should nevertheless

bear the cost of a "decent" wage for the reasons Chief Justices

Taft and Hughes said.

Some retail and fast food stores strongly favor a

subminimum because they would like to substitute incumbent older

workers that are unskilled with teenage workers whom they could

pay a subminimum.

While proponents of the subminimum wage clam a

subminimum will work miracles, there is no reason to believe

it will ,lake any difference in teenage unemployment. There can
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be no guarantee that the teenager who is substituted will be

non-white and why should a subminimum wage change what is true

today, without a subminimum, namely that white teenagers are

hired while non-white teenagers are not.

This Committee is particularly concerned about what

this proposal means for our cities. If the substituted

teenager is non-white, there is every likelihood that he is sub-

stituting for a formerly higher paid non-white older worker.

The implications of this substitution are obvious. Businesses

would enjoy a net profit gain because they would pay their

teenage employ,is less. The lower income group, that the sub-

minimum is purportedly created to help, would lose the income

that the higher paid mother or father earned because she or

he wou d be substituted by a son, perhaps in the same family,

who would be paid subminimum wages.

The proposed subminimum wage is particularly repre-

hensible when one realizes that even the current minimum wage

of $3.35 has less purchasing power than the minimum wage of

$1.40 had in 1967.

IIL Conclusion

It is for the reasons plainly stated above

that this Committee does strenuously oppose an subminimum

wage.

Respectfully Submitted,

Lawrence Monat, Chairman
John P. Flannery, II
Joan Stern Kiok

Subco-tnirtee on Prcmosed
Subminimum Wage

-10-
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STATEMENT OF
LABORERS' INTERNATIONAL UNION OF

NORTH AMERICA, AFL-CIO

Refore the Senate Committee on
Labor and Human Resources

April 7, 1981

* * *

My name is Robert E. Powell and I am First Vice President

of the Laborers' International Union. Today I am appearing on

behalf of General President Angelo Fosco and the Laborers' Inter-

national Union which represents
some 600,000 workers across the

nation employed in construction and other industries. On behalf

of these 600,000 men and women -- 40 percent of whom are minority

and 15 percent of whom are Hispanic -- I urge you in the strongest

possible terms to reject the
so-called "youth subminimum wage"

proposal.

The current proposal would allow employers to pay youths

between the ages of 16 and 19 seventy-five percent of the carrent

minimum wage of $3.35. Contrary to the self-serving rhetoric --

and I emphasize the words "self-serving" and "rhetoric" -- the

youth subminimum wage would decrease employment opportunities

among minorities and those in the inner city; it would inject a

new form of discrimination into the employment scene; it would

create an age, race and sex ghetto for low wage, low skill workers;
it would throw many workers now working onto the welfare rolls

and, finally, it would allow employers to gouge a few pennies more

4
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from low wage workers who can least afford it.

As everyone knows all too well, the youth subminimum wage

was devised And is bel_ng pushed by employers and various business

associations such as the Chamber of Commerce. Indeed, the

proposal in some circles is referred to as the "M-Donald's Wage".

Their reasons for urging this proposal are simple and stem di-

rectly from their awn self interest -- that is, it will allow

employers to increase profits by lowering wages, But those

business groups who Are aet?na out of their own self-serving

economic interests in pursuing a youth subminimum wage have

formulated a public relations ,-Ampaign to justify the proposal

which rloaks its true ourposes. -hey have loudly proclaimed that

their only interest is increasing job opportunities for minority

youth and providing the black inner-city teenager with job train-

ing so that he or she may grow into a productive, fully employed,

adult worker. I am sure many well-meaning people who are com-

mitted to aiding minority youth have sincerely bought this line.

I am not attackino tneir motives. Rut I an not convinced that

the Chamber of Commerce and the wnole hest of other employers who

are pursuing this proposal ire doing so out of a desire to assist

and better minority youth. I believe that thev are doing so to

benefit themselves economically at the expense of workers whether

they be minorite, youth, adult, male or fomale.

It is abundantly el it who will benefit from this proposal --

the business :ommunity, An'' at whose expense will these benefits
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be reaped? They will be reaped At the expens, of the many needy

workers who will lose their jobs. And it will not create new

jobs for teenagers, minority or otherwise, but rather will

result in their obtaining jobs at the expense of their older

brothers, their older sisters, and their older parents, partic-

ularly the working mother. It will be the 10.6 million workers

now employed at or below the minimum wage who will suffer the

most. And who are these 10 million workers? They are already

the workers with the least skills; they are minority workers;

they are inner-city dwellers; they are female. In fact, two-

thirds of the workers paid the minimum wage are female, many of

whom are heads-of-households with children to support on one in-

come. And seventy percent of the nation's minimum wage workers

are adults who have family responsibilities. I would challenge

any member of this Committee or any one of the businessmen who

are pushing a subminimum wage to support themselves, much less

a family, on $536 a month -- which is what a minimum wage worker

employed 40 hours a week will earn.

It is these workers -- the working mother, the female heads-

of-households, the unskilled minority adult worker -- who will

lose their jobs to teenagers if this proposal is enacted. Em-

ployers_ -- have every incentive to substitute subminimum wage

youth workers for these 10 million workers who are now employed

at the minimum wage level. And what will happen to these adults

who lose their minimum wage jobs? They e.o not have higher skills

or skill flexibility which would allow them the mobility to shift
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either up or over into other jobs. Moreover, there just are not

enough job opportunities in the inner cities and poverty areas

where many of these low wage workers are found to allow them to

find new jobs. The fact is that they will be forced onto the

unemployment line and the welfare rolls. I fail utterly to see

how workers of any category will benefit, but I see clearly how

many employers will benefit from a subminimum wage.

And not only will the subminimum wage have a devastating

effect upon the low-wage adult worker, there is absolutely no

evidence that it will increase the employment rates for minority

youth or provide them with the type of on-the-job training that

will increase their skill levels as adult workers. The fact is

that the lack of jobs for minority and inner-city youth are caused

not by the minimum wage but by other general economic and business

factors. The blame should be laid at the feet of unusually high

Interest rates, recurring recession, declining consumer purchasing

power and the eroding economic and tax base of the cities. It is

these factors not the minimum wage -- which operate as con-

straints on an employer's ability to expand operations, create

more lobs and hire more workers. Indeed, during the Nixon Admin-

istration the Department of Labor established a commission to

study the relationship of the minimum wage to youth employment.

The 1970 commission found that the minimum wage did not create

youth unemployment and concluded that "the most Important factor

explaining changes in teenage employment and unemployment has been
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general business conditions."

Not only is it a myth that the
subminimum wage will increase

the number of jobs for youths, it is also a myth that these jobs

serve as valuable training ground for young workers. They simply
do not. While no one begrudges the experience gained on the

first lob a person has, there is no substitute for development

of meaningful skills through a competent training program. The

simple fact is that low wage jobs
in service industries and the

like are not the substitute for long term employment with skills

training and career development.

Finally, the most damaging consequence of the youth subminimum

wage is that it will have the effect -- both in principle and in

practice -- of turning the clock back on the substantial progress

which has been made in this country toward eliminating physical,

racial and sexual traits as employment factors. The trade union

movement has been built on the proposit1on of the same rate of

pay for the same job. There was a time, within our memories, when

a black worker performed the same job alongside a white worker and

was paid a lesser wage just because he was black. We are still

in an economic world where female workers are denied access to

certain lobs because they are "mens' jobs". There was a time

when hiring, assignments, promotions and wages were all dependent

on the age, the national origin or the religion of the worker.

Pinning employment prospects to any of these factors is today

Illegal even though we know full well that the reality does not
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alwayS live up to the law. Aug it is a mark of our advancement

toward social and economic equality that this nation is trying to

eliminate these discriminatory employment barriers. It is a mark

of a just society. The proposal to create a Youth subminlmum

wage is a step backward and is a step away from equal treatment

and fairness. A subminimum wi.e will create a low wage ghetto

for teenagers, most of whom are minority and most of whom are inner-

city dwellers. No matter how much the sponsors may protest to the

contrary, this subminimum wage proposal will become a badge of

inferior social and economic status for its recipients. Wage rates

must be based on jobs, not on age; not on race: not on sex; not on

national origin. The same justification which is being advanced

to pay subminimum wages to youth to cure their high unemployment

rate will next be advanced to justify a subminimum wage for women

and for adult black workers, all of whom suffer a greater unemploy-

ment rate than other members of society.

This proposal is unjust and flies in the face of the social

progress of the last few decades. Moreover, it is bad economics.

The Laborers' International Union urges you for all these reasons

to reject any proposal to create a subminimum wage for young

workers.

Thank you.
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American Hotel & Motel Association
1,01 LANE ,T A eN .N* `L ik -
;JO, 2.LI Ad

APR

ALBERT L fAcDERIAOTT JAMES E GAFFIGAN
Washowton Representatove April 1, 1981

The Honorable Donald L. Nickles
Chairman
Senate Subcommittee on Labor
4230 Dirksen Senate Office Building
Washington, DC 20510

Dear Mr. Chairman:

Ammtant

LAWRENCE T GRAHAM
Amnstant

The American Hotel & Motel Association is a federation
of hotel and motel associations located in the fifty states,
the District of Columbia, Puerto Rico and the Virgin Islands,
having a membership in excess of 7,500 hotels and motels
accounting for over one million rentable rooms. Inclusive in
our membership are all of the major hotel and motel chains.

The hotel and motel industry is an employer of over
one million employees. We are, of course, in favor of a
healthy and profitable industry but, at the same time, we are
in favor of providing as many job opportunities as we can. We
are in favor of the youth differential because we believe that,
on balance, it creates jobs and job opportunities, :t reduces
inflation, it allows our industry to enhance our services to
our customers and it encourages younyer employees to learn,
train and work in our industry.

We support the youth differential - whatever specific
form it takes - whether it be S. 348, S. 430 or S. 658. A
youth differential would allow a hotel or motel, particularly
a smaller hotel or motel, to hire a teenager for a job that
would not exist but for the youth differential. Hotels and
motels compete with each other on the basis of the services
that they offer. Those extra few employees to insure an extra
degree of cleanliness, an extra busboy or girl, or waiter and
waitress, desk clerk, etc...can often be the difference between
good service and excellent service.

Senator Hatch's bill, S. 348, contains various safeguards
to allay the expressed fears of possible adult job displacement
as a result of a youth differential. The safeguards are, as the

xY 1%7 0 -- ill
41
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committee knows:

1. a prohibition against substituting younger workers
employed at less than the minimum wage for older
workers at or above the minimum wage; and

2. a prohibition against terminating the employment
of youth employees and employing other youth em-
ployees in order to gain continual advantage of
the youth opportunity wage.

There is no clear evidence that there would be signifi-
cant adult job displacement. For example, the initial working
paper on the youth differential subject by economists at the
Minimum Wage Study Commission states that gauging the extent,
if any, of adult job displacement is a very difficult and a
very uncertain process. One study for the Commission cited
evidence that suggested that a youth differential would be
likely to lead to a relatively modest teenage employment gain
with no adult job loss. The number of teenagers employed at
an average hotel is a relatively minor figure, further indica-
ting that massive adult job displacement is unlikely in our
industry. In addition, it would not be, to say the least,
good for employee relations for a hotel or motel to fire an
adult employee to be replaced by an entry-level unskilled
teenager.

There is evidence that suggests that every time the
minimum wage goes up and the extent of its coverage increases
teenage unemployment rises. As a result of the recent indexing
and substantial increases in the minimum wage, (over 45% in the
last 4 years), the high rate of teenage unemployment is, at
least, partly understandable and the need for a youth differ-
ential more acute. We see the overall effect of a youth differ-
ential not as a way of substituting one group of workers for
another but as an incentive to our industry to create more jobs
where, because of the minimum wage, a job opportunity did not
previously exist.

Many experts agree that the problem underlying youth unem-
ployment is not the maintenance of a job but the difficulty of
entering the job market. As Senator Hayakawa said in 1977,
during the Senate debate on the youth differential:

"What we are doing in our society... is to destroy
the bottom rung of the ladder. It is all right to
have a ladder going up to success, but if the bottom
rung is 10 feet off the ground, (the worker is) never
going to reach the bottom rung of the ladder..."

The lodging Industry is a labor intensive industry. As
the industry grows, so does our work force. A temporary sub-
minimum wage would act as an incentive for us to hire youths
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for entry level positions, to train them and sharpen their skills.

The subminimum wage is not a scheme for employer avoid-
ance of the requirements of the FLSA. Rather, it is a simple,
noncomplicated incentive for employers to hire the young, give
them a training and learning period and then employ them at
the full, or higher minimum wage. It is not the perfect solu-
tion to teenage unemployment problems but it is, at least, a
way of attempting to solve the problem without starting a new
government program.

ALM/cck

Very truly yours,

Albert L. McDermott
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gli:1National

Farmers Union
11-ij

March 27, 1981

00 18114

Honorable Don Nickles
Chairman
Labor Subcommittee
Senate Labor and Human Resources Committee
United States Senate
Washington, D.C. 20510 MAR 20 1981

Dear Mr. Chairman.

We want to state for the record our oppositlyil to enact-
ment of the Youth Sub-minimum Wage Bill (S. 348) 6n which your
Committee held hearings March 24 and 25.

The fact that President Reagan has not requested such
legislation, that there has been no companion legislation intro-
duced in the House and the business community has not pushed
for a break in the minimum wage standard, seems to point to the
little support for lowering the purchasing power of this group
at the bottom of the wage scale.

we recognize that over 75 percent of new Job opportunities
are developed by small business enterprises but we believe
businessmen as well as farmers would find fai greater benefit
from controls on interest rates and energy costs than a reduc-
tion in minimum wage rates, which would impact for a very limited
time on teenage workers who make up only a third of these workers
at the bottom of the wage scale.

Thank you for your attention in this matter.

RLJ:gps

cc: Members of Sub-ommittee

Sin

Reuben L. J
Director of
Legislative Services

s.te 600 1012 14th Street N W Washington D C 20005 Phone (2021 628 9774
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Testimony of

ROBERT E. JULIANO

on behalf of

HOTEL AND RESTAURANT EMPLOYEES AND
BARTENDERS INTERNATIONAL UNION

on

'.348, 5.430, and S.658

bef.-)re

THE SUBCOMMITTEE ON LABOR

UNITED STATES SENATE COMMIITTEE

on

LABOR AND HUMAN RESOURCES

Washington, D.C.

March 25, 1981
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Mr. Chairman and Members of the Committee.

My name is Robert Juliano and I represent the Hotel and

Restaurant Employees' and Bartenders' International Union and its

hundreds of thousands of member.; in the Food Service and Lodging

Industry. We are opposed to any,legislation which would amend the

Fair Labor Standards Act to authorize covered employers to pay

young persons less than the statitory minimum wage.

The enactmert of the Fair Labor qtlndards Act in 1938

represented a milestone in our history designed to assure that

working Americans would be guaranteed an income on which one could

maintain a minimum living standard and not find it necessary

egher'to rely upon government assistance or to go without basic

necessities. This most fundamental of our labor laws was enacted

in the midst of the worst economic crisis: this nation has ever

experienced and yet, despite the great strides which have been

made since that time in correcting those most difficult of

conditions, its protections are as vitally important today as

then. A minimum wage worker in 1981 will earn $6,968 on a 52 week

per year oasis even though the official poverty level for a family

of 4 is now estimated to be $8,410 annually and the Bureau of

Labor Statistics lower living standard for a 4-person family is

$12,585 per year. This set of facts alone underscores the minimal

adequacy of the minimum wage and is testimony enough for the

critical need to maintain this most basic of wage protections.
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The subject of a youth subminimum wage is not new to this

Committee. During the course of the last 10 years there have been

vartoo; proposals of this kind put forth to this forum. In that

same time period all of chose proposals have been rejected - both

by the Committee and the Congress as a whole. The fact of the

matter is that a submtnimum wage for young persons makes neither

good economic sense nor is it good public policy.

There is no question that general unemployment levels and

youth unemplciment in particular are serious problems in the

United States. Despite numerous efforts by Presidents of both

major political parties our success in combatting unemployment has

been only temporary. Nnd youth unemployment, especially among the

economically disadvantaged and minorities, has continued to nag at

us A youth subminimum wage is, however, not the answer to this

problem.

In recommending a subminimum wage race for any category

of workers -- the young, or blacks, or Vietnam veterans, or

Hispanics, or women -- it is argued that employers will find it

financtally advantageous to create new jobs because they are "less

expensive". Or it is suggested that we will in some way benefit

if we substitute these younger workers for others who are being

paid the legal minimum wage.

Neither of these propasitions can stand up to careful

scrutiny.
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All the economic data show that it is the general economy

which is the principal cause of youth unemployment. Economic

recessions reduce job opportunities for all workers, but hurt

younger workers the most. The most comprehensive study ever

conducted on this subject was prepared by the Department of Labor

in 1970. That report failed to establish any relationship between

youth unemployment and the minimum wage. In its major findings

the Department concluded:

In general, the most important factor
explain,ng changes in teenage employment and
unemployment has been general business
conditions as measured by adult unemployment
rat.

Not one of the local offices of the
Employment Service cited the recent hike in the
minimum wage or the extension of coverage under
the Federal Fair Labor Standards Act as
responsible for the change between June 196b
and June 1969 in the total number of non-farm
job openings available to teenagers, or which
specified a minimum agc of 16-19 years of age
or 20 years old or over.

In nearly alt of the states covered by the
study differential minimum wage rates
applicable to youth, including exemptions,
appear to have little impact on the employment
of youth in 1969.

And, even though there have been a number of other

studies since that time none of them has been able to seriously

dispute these compelling findings of the Department.

Will a youth subminimum wave result in the creation of

new jobs for the supposed beneficiaries? The evidence is that

this will not he the result. Tho 1976 study by Edward Gramlich of

the University of Michigan 11,1 often been cited as support for the

youth subminimum ooncept. He l,t-Ited that

il , 7
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Whatever the case, a 'youth differential'
seems a desireable goal in effect evening
out teenage and adult wages less and
unemplo anent rates more. And it seems
eminently reasonable to introduce this
differential gradually, monitoring the internal
substitution and stopping when and if adult
disemployment becomes too great.

Gramlich therefore fully concedes that there will be a

serious and noticeable adult disemployment effect if a youth

submiaimum is introduced. In his testimony before the House Labor

Standards Subcommittee in 1977 -- one year after the publication

of his study he said:

I think you will find that, in response to
a change in the minimum, that it is very hard
to find very large effects on total employment,
one way or the other.

I would not want to go on record as saying
who ought to get the jobs. The whole question
of family responsibilities is a very complex
one. I think, probably, it will turn out that
adult women have more family responsibilities
... than teenagers do."

Thus, the economist most often relied upon by advocates

of a youth subminimum clearly shoots down any argument that a

lover wage will create more jobs. It will only result in a

substitution effect.

Nor does it take any more than simple common sense to

recognize the flaws in the employment creation argument. Few if

any employers will open new businesses in the hard hit areas of

our big cities because of a labor savings of 15-25% of the minimum

wage. America's large corporations are today either laying off
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workers due to general economic conditions made complicated by

skyrocketting energy costs and overall inflation rates or they are

moving to the western and southern regions of the nation because

of more agreeable climates, tax incentives, and other enticements

offerred by states which desire to improve their economic base.

And, conversely, even in the face of less than satisfactory

economic conditions the great proportion of employment growth in

the past four years has been in small businesses who have hardly

been deterred from creating jobs in the absence of a youth

subminimum. Nor do these small businessmen seek to or will they

be likely to locate in areas where their source of labor is

untrained and urskilled merely to get the infinitesimal advantage

of a few low paid young workers.

Will we benefit as a nation from the substitution of

young workers from older workers? Again, the answer is a

resounding "no".

The impact of a youth subminimum will, according to even

the most conservative economists, result in a clear substitution

effect of younger for older workers. Almost 43% of all

married-couple families with wage earners are supported by only a

single worker. Among those married-couple families which earn

less than $200 per week, 22.5% are from white families, 45.4% are

from Black families and 36.1% are from Hispanic families. This

means that young sulrlinimum wage earners would be competing in the

job market with more than 2.9 million one-earner Hispanic
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families. if employers were to choose younger workers over older

workers because of their ability to pay i lower wage, the impact

on these married couple-; and their children could be devastating.

N.nd this devastation wculd not only take the form of immense costs

to the government in terms of welfare, fool stamps, unemployment

insurance and other so-callel "safety net programs. It would

also pit young against all, black against white, and generally

encourage immense social tensions which our society cannot afford

and must nit tolerate. The same effects would also occur among

other types of family situations, especially the more than 2.7

million families supported by single parents earning less than

$200 per week

The substitution effect becomes even more unpalatable in

view of the Reagan Alministration proposals before the Congress to

cut the domestic budget. Although we arP adamantly opposed to

this dismantling of so much of the nation's domestic

infrastructure, Just imagine what would happen if on i p of these

actions young persons were hired to replace their (al 1.r fellow

workers. A worker w$io became unemployed would 1,- itred under

the Reagan plan to take 4 minimum wage job after or her first

13 weeks of unemployment. Yet, these jobs could well he filled by

young quhmirlimum wage earners and the unemployment insurance costs

to the government would continue. Welfare mothers (or fathers)

would be unible to find Ftnitinm wage jobs under the Reagan

"workfire" proposal m l here, too, the purported budget. savings
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would evaporate. Public service employces whose joins are to be

abolished because of the proixised termination of Titles VI and

II -0 of CETA would not he able to he placed in whatever private

sect(. employment exists because of competition from younger

subminimum workers. These adult workers would have no place to

turn and who can estimate this potential cost to our nation.

Mr. Chairman, there are many other economic analyses

which give further support to our view that a youth subminimum

would yield no new jobs in the economy as a whole but woald

instead have d severe substitution effect as well as diminish

worker purchasing power. Most dramatic is the Alan Fisher study

on "Adult Disemployment Effects of a Youth Minimum Wage

Differential." He estimates that a 15 to 20 percent youth

differential could well affect from 500,000 to 800,000 adult jobs

representing from 0.7 to 1 percentage point in the adult

unemployment rate. He then goes on to say:

Any consideration of whether the long run
exchange would he net improvement for society
must consider the social costs of adult
unemployment compared to teenage unemployment,
and thgrefore, reject the switch.

Three final important considerations must
be noted. First, witbin a few years [i.e. by
the beginning of 1960] the teenage population
will decrease to a level as much as 20 per:lent
below current levels. Over the same period,
the "baby boom" period cohorts will br, aging
aril moving through the age groups. One effect
of these demographic changes will he to reduce
the excess supplies in low-wage markets in
which teenagers compete. Another effect,
however, is that excess suppliPs and crowding
in career labor markets ore already increasing
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the difficulty of young adults breaking into
careers; some of these young adults are,
therefore, restricted to low-wage labor markets
longer than would have been the case with a
more favorable demographic mix. The net effect
cf unemployment of young adults relative to
teenagers and a situation where it will be
necessary to rethink through the wisdom of
having a teenage minimum wage differential.

And these conclusions are supported by the more recent

work of Dr. Sar Levitan of George Washington University as well as

Dr. Paul Osterman of M.I.T.

Let us, however, go beyond the economic arguments and

look at some practical experience. As you know, Section 14(b) of

the Fair Labor Standards Act permits certain employers to hire

full-time students for 20 hours per week at 85 percent of the

statutory minimum wage. The Labor Department is authorized under

the law to issue certificates to retail and service

establishments, agricultural employers, and institutions of higher

education to hire these young persons at this special subminimum

rate. Yet, despite the fact that the 1977 FLSA Amendments made it

less administratively burdensome for employers to obtain these

certificates, these provisions simply llve not resulted in any

benefit to the vast majority of students or the employers they

were designed to help. According to the latest data availalbe

from the Department of Labor, in 1979 only 29,741 retail and

service establishments had obtained these certificates. And, of

the 230,000 subminimum job slots which were authorized by these

certificates, only 115,000 students were actually employed at the
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lower wage rate. The significance of this data becomes apparent

when compared with the Department's estimate that more than

679,000 retail and service establishments were eligible to use

this provision of the law, that 5,250,000 students could have been

hired by these employers a, the special 86% rate, and that there

are 12 million persons between the ages of 16 and 21 whose major

activity is going to school. Thus, it is apparent that a youth

subminimum wage is not A particularly useful device for

encouraging even part-time employment among young people nor do

employers go out of their way to create part-time job

opportunities for youngsters even at a lower, less expensive wage

rate.

Mr. Chairman, the bills currently pending before this

Committee (S.348, 5.430, and 5.658) range from a complete repeal

of the statutory minimum wage for youngsters under the age of 18

to the establishment of an 86% subminimum for persons through the

age of 19 for a period not to exceed 6 months. 5.348 and 5.430

contain so-called safeguards which would prohibit a "pattern and

practice" of substituting young workers for older employees or

terminating younger workers atter the 6-month subminimum wage

period in order to take advantage of the opportunity to hire other

young persons at the lower rate. In addition, 5.430 has a

duration of three years after which the Congress is to determine

whether it has been effective and to consider whether the

provisions should he extended.

4 -1
1.)
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I have indicated in my earlier comments why we believe

that a subminimum wage at any level lower than the statutory rate

is inappropriate and unfair. The fact that each of the three

bills establishes a different rate (i.e. either no prescribed

minimum, a 75% subminimum, or an 85% sulamintmum) is in itself

telling evidence that there is no clear economic or other basis

for determining at what lower wage level new opportunities will be

created. Nor do the authors of each bill offer any economic

justification.

The safeguards which the proponents of two of the bills

claim will prevent abuse are likewise unworkable. We know that

the enforcement capabilities of the Labor Department are already

severly limited and will become even more burdened by personnel

cuts proposed in the Reagan budget. Thus, how is that agency

expected to take on the addiitonal burden of determining "pattern

and practice" violations involving the substitution of younger for

older workers which perforce require extensive labor market

analysis and which computations must reach down to the

establishment level? So too, how will the Department be able to

prove that a younger subminimim wage worker was terminated from

his or her job because of the employer's desire to continue to

take advantage of a reduced cost labor force? To put this added

burden upon the Department will require hundreds if not thousands

of additional compliance offo-ers or, as is more likely, a severe

dilution of enforcement reqourk,n.s cdch that compliance with both
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existing as well as these new provisions will suffer badly. And

to those who respond to this c,nce,-n with the retort that

individuals have a private right of action under the Act I must

respond with a few simple questions: How is a teenager whose

present qualifications limit him to a subminimum wage job going to

be able to persuade an attorney to undertake the time-consuming

and complex litigation necessary to correct this injustice? What

is the remeay for those adults who have been displaced because of

a youth subminimum? Will a youngster who has been fired because

he ,s no longer economically attractive to the employer be able to

regain his job? How will employers know whether they are engaging

in the unlawful practice of substituting younger for older workers

thereby exposing themselves to liability under the Act? It is

clear that there are no acceptable answers to these questions and

that these safeguards are both theoretically and practically

ineffective.

Mr. Chairman, I think it is critical that we not lose

sight of what I hope is our shared goal -- reducing unemployment

among all population groups, assuring that we hve a well trainud

and productive labor force, and raising the economic level of all

Americans. sorely the concept of the youth subminimum wage will

not help us in achieving any of thsoe objectives.

As T have indicated, every economic dnalysis which has

been mAle demonstrates that It Is the condition of the economy as

a whole whi "h contribtltP, to morp job creation and lower
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unemployment levels. The special student certificate program

authorized by section 14(b) of the Act has been underutilized and

has not contributed to employment growth. Nor 11,-s our experience

with the generous incentives provided by the Targetted Jobs Tax

Credit been particularly encouraging at this point. Although I

think that we may need more time to be certain whether that

program will work, we know that in the first 18 months of its

operation only 58 of all eligible disadvantaged youth, Vietnam

veterans, welfare recipients and others have been certified under

the program. Through September of 1980 only 306,000 persons have

been certified and of these only 35% were disadvantaged youth

whereas 46% were cooperative education students who would have

already been employed as part of their prescribed work-study

program. And in a review of the program in the bulk of the

southern states the Department of Labor found that 60 to 90% of

all those certified for the tax credit had been certified

retroactively, that is, they would have been hired even in the

absence of the credit. Thus, even the $900 to $2500 which an

employer can credit toward taxes because of this program (and

which represents an annual savings far more than would be realized

under even the most generous youth subminimum proposal) has so far

not served to create any substantial increase in youth employment.

If we are to achieve a well trained labor force,

particularly among youth, we should do so with positive programs.

Paying a lower wage to young people will not cause employers to
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invest the difference in training those young employees. We know

that the decade of the 1980's is going to bring substantial labor

and skill shortages. Yet, at the same time that many public

figures advocate a youth subminimum wage those same persons --

including the Pre-. 'ent -- have recommended
drastically reducing

if not totally e ,mating federal employment and training

programs. With the termination of the highly successful programs

mounted under the Youth Fmployment and Demonstration Projects Act

of 1977, the Department of Labor's own estimates show that almost

500,001 youth training opportunities will be completely wiped out.

And this is not to mention youth training
opportunities whi,N1 will

be reduced by lower funding of other Titles of CETA. Nor does

this take into account the proposal for drastic reductions in the

Federal education budget which is targetted to disadvantaged young

people in our Schools and colleges. If we were to enact a youth

subminimum wage in addition to what subminimal education and

training opportunities are proposed all we would accomplish is

training our young persons for a life of hopelessness, indignity,

and despair.

A youth subminimum wage will do nothing to overcome the

tragedy of unskilled teenagers ill-equipped to compete in the

labor markets of the 1980's. And, such a proposal will set a

dangerous precedent. Slacks have a much higher unemployment rate

than whites. Should we have a separate subminimum for blacks?

Women ntve a higher unemployment rate than men. Should we have a
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separate subminimum for women? Do the higher unemployment rates

of Hispanics and Vietnam veterans mean that they too should

qualify for a subminimum wage? Of course not. No one has ever

suggested that the fundamental principle of equal pay for equal

work be eroded to acromodate the unemployment problems of these

groups in our society. indeed, even the "enterprise zone"

lesiglation proposed by Congressman Kemp carefully preserves all

of our basic labor standards legislation including the minimum

wage.

In his Message to Congress on May 24, 1937, President

Franklin Roosevelt best summed up the need for a fair and uniform

minimum wage. He stated that:

Our nation so richly endowed with natural
resources and with a capable and industrious
population Whould-be able to devise ways and
means of insuring to all our able-bodied
working men and women a fair day's pay for a
fair day's work. A self-supporting and
self-respecting democracy can plead no
justification for the existence of child labor,
no economic reason for chiseling workers' wages
or stretching workers' hours.

A little more than a year after President Roosevelt

offerred his proposals to Congress, the Fair Labor Standards Act

was signed into law. And though we were still in the midst of

economic depression, there were no subminimum wage rates for any

selected groups of the population. A subminimum wage for youth is

no more justified today than it would have been more than four

decades ago.
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[From the Paterson (New Jersey) News]

NORTH JERSEY'SSWEATSHOPS

Where a worker earns $100

for 90 hours of work
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Illegal aliens find safety
working in their homes

ily Mick Oedema ,
emir woos.

Sae see ot her scuds fa the working.**
aelahhorbasd somisskIng the Hodson Ilieff, Elsa
Rodriguez spuds mart of bar day and a good part
of the night Whoa of a sewing math*.

*sem hours a doy, everyday but ..ianday.
If In was math( Se sololmuon wage lor her

eMerls.shevoidisetakInighonseworly1310a waft
Instead sbe gets abed110a weet
Elsa Rodriguez ad kr nal same Is past of

the network of 'tome soft" and ewes** gannet
indsstries scattered throughout North Jerry.

Rodrigues, an illegal lead* from Panama who
has beeen in the United Stales for 10 years, says she
doesn't**

"I have the opportunity to work." she soya as she
sits at her kitchen table

Srohltig , an *agInari cowlick in Ur short.
soft-brown bur, She up's*. "In my canary. If you
don't hag e a profession, you can't earn any money "

'Without the home work. she motes, her family
couldn't get by on what ben husband of 10 years earns
washing windows In Manhattan As she looks around
her clean. comfortable. four-room spartznall, tier eyes
fell/ether pride in ownership

Rodnguez who is almost 30 adds that because
the works at home she is able to take care of her IC
yearold son and three-year-old daughter Because her
son is slightly mentally retarded, be did not attend
shoo! until he was t years old

- , ..

SW hoes sit AMOR neidany, beweser, is Oa
mats rens shodtninaileuvet elbow.

, 0
-ibis* If she minks *out Mug IOW air'

sehOevierling at asolherislkelwasys:
" Tea re afraid Maoist arra MA is Ms*

Ile es= et Mak I DWI p la the fadory."
The pay *in be so bad. Ike Gaya 11 oho aid

*hers She her mewl heed with The Lid et
idacktnatille MI RIBRPR11 ball**.

'Seven sloths ago I was throalensE" Redden
walls. "My Ls, M MBA pay me * throe wags,
and when I asked for my money. be threatened me
with Immigrabon Ile owed me MS or UM "

There was nothing She cook! do, she says
Wouldn't 11. be better to return home to more

familiar surroundlop. she is asked

A took 0 defiance deeds her eyes "I Inset go
bactudas Indegration sends me,"ebe says.

A majority of women In The Raison Comfy
neighborhood work at home because Obey are Illegal
rendents, Rodngues says

A *whorl called out from the small mewing ram
causes Radniguez tort Alp from the kitchen table

Rodriguez Is teaching I ISyearwld girl bow to
sew Rodrigues, who completed the ninth grade. has
been sewing for five years

Soon the girl. too onll be earning the same wege
while sharing many of the same fears
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TESTIMONY BY THE HONORABLE TOBY ROTH
BEFORE THE SENATE LABOR AND HUMAN RESOURCES COMMITTEE

SUBCOMMITTEE ON LABOR

MARCH 25, 1981

Mr. Chairman, I am pleased to have been grant_d this opportunity to
address your subcommittee with regard to legislation to establish a youth
minimum wage differential

Youth unemployment has risen in proportion to increases in the standard
minimum wage

The minimum wage has begun to exceed the amount of wages an employer
can afford to pay Usually, jobs performed by teen-agers require little skill
and are of lesser importance to an employer. As the escalating minimum vdage
has increased overall labor costs, employers have mechanized or abolished many
functions once performed by younger workers

Mr Chairman, I have the privilege of representing a Wisconsin district
which depends significantly on the travel and tourism industry for a viable
economy. Most of the tourism-related concerns in my district are small
businesses which have historically been a predominant source of first
job opportunities to the young I see the enactment of a youth opportunity
wage as a means of both providing employment to young people and allowing
small business an affordable source of labor that will foster their growth

A youth minimum wage will benefit all concerned Reduced labor costs
will allow small businesses to expand their output, and pass these cost savings
onto the consumer in the form of lower prices Young people will gain training
and job experience, and the larger society will get some relief from the
problems associated with high youth unemployment

4 11 r
II ki ' f
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The Bureau of Labor Statistics estimates that overall unemployment
for youth has averaged between 14 5 and 19 9 percent over the past four
years The failure of present job-creating programs to curtail rising youth
unemployment is demonstrated in these statistics The mayors of New York
and Los Angeles have expressed their willingness to implement a youth
minimum wage on an experimental basis This is clear evidence of the
gravity of the situation and true need for prompt action to establish a
youth minimum wage

Mr Chairman, we are now contemplating cutbacks in our nation's
social programs that will exert an even greater pressure upon a,* youth
to secure employment Student aid is being reduced CETA training and

employment services are being modified I believe the youth minimum wage
differential to be an effective means to compensate for these cutbacks by
providing job opportunties based on demand rather than on taxpayer-
supported federal programs

This legislation will pave the way to a brighter future for our young
people Minority youth are the hardest hit by unemployment Let's reduce
the current 37 percent rate of unemployment among minority youth and give
these youngsters a chance at the equal opportunity they need to enter into
the mainstream

I urge my colleagues on this subcommittee to act in the interests of
our nation's young people Beyond the statistics, the arguments in favor
and in opposition to this legislation, is the pressing need of our youth for
training, a sense of purpose, productivity and self-esteem Let us act for
the good of our youth, and in doing so make an investment in our nation's
future.

1 ( ,
`.1 _,

-END-
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and In seven of [rose times ttsbi ancmplo,,,ment went down The

mtnimum wads, ifurrentli $3.3, an nour, is enough for workers

to survive on and this includes ,oung people, who also hake expenses

since many ate selt-subportinq. NO one would be willing to exhaust

trILEISeiVuS dior%Lnq for sucn paltrt wages. In 1967 the minimum wage

was $1.0 per hour, but the current minimum wage is onll worth 51.29

In 1967 dollars. re, the time a youth pa}s for carfare, lunch and other

Incidentals, ht: lit slit. .111 hate viitaally no mono} i.oiaininq.

A root of cneip labor, vet, ear!, to be oxdlorted, .111 be

-roateg. rim bills under discuss ten nitrite ill it the }Guth works rs

be ptute_ted tne chrlo labor liws, but someone 1, or 19 yeirs

old is not a obild! 'oh do not kno« if those }oath worktrs will Far

given the Salae protettion oy emplu,ers is tilalt wor9cts. Will toe.,

be allowed to loin anion;, despite his cast that they in being

,laid ess-

For some lobs emploiais might v,r} wolf fore I woo could

:bus nun} heads o. naaseholds ,night lose their Jobs,

tnd the, ar, toe one, who must support the family. mfter the ISO

the, period tnat an emplo}er would be illowed to pe, less

tram trio .ainImom wit 'me ,1,1 .'1 r, , ,1. tri

a new 'Inc :or sr, months got c.340 and s..130 claim to be able to

provtnr tats the pills state 'hat ".1mnever the Sa,retar, dikmovrts"

that an emplo},1 is onaaged 11 1 "oittarn and probti-e of" sabstitut-

Inr t,oara worKers fit 0111C! 14,:151, and firing ,oltrk to hitt new

ones, the Sc-r-ttr, .111 ruts rid, p,nalty for mar, or It

is uolCal} teat i businoss ir.,ntaa s,-r,t1r Labor goala b,

yivsn the r n i d i o l Ina manpo.tt to_ i . a s t r i a t a a l l t o , et-i l e . , e r -

t r o u n d trc hl.,an .10 91,,1 a oat': at i ,S r ,ln r!, MI ,roar WA W.
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Furthermore, an emplo}er might threaten to tire a young worker who

exposed any Illegal practices.

5.348 would allow employers to hire workers under sae 20 at

75% of the minimum wage, or currently $2.51 an hour Many people

ages 18 and 19 have families of their own or must work in order to

1p their parents support the famil', They cannot afford to be paid

"peanut" wages and they are no longer children. Students could also

be paid 754 of the minimum wage, 10% less than currently allowed.

5.430 would allow employers to pay 851 of the minimum wage, or $2 85

an hour, but tnis cun already be done under the provisions 01 pretiously

enacted bills. S.058 is the only b' that really aftects teenage

workers ander aighteer. However 5 058 makes no provisions at all

for protecting youth workers, sucn as toe "protactions" of 0.430

and 5.343.

The one group that will benefit form thesc bills is business,

especial l} fast food chlins. Phis is not a Youth Opportuniti Wage Act

but rather a "Business Profit Opportunit,, Act". McDonald's, for

example, would save 31 cents per share on labor costs In, tars would

result in .indfall profits for the business. Workers fobs and rights

are more important tnan business profits.

2ne proposed subminimu, wage is even more dangerous sine, It

would come at the saint. time as the Rcag in budget cuts. Under these

cuts the CETA program would be virtuall} dead lal Fr 1981 Federal

support for ,,iaational trilninq would be reduced 204 from what is

planned. on tprii 2 [tic Senates reacted an amendment that would have

restoreu ,100 million for vo:Itional training. The- Count td tali

program of tn, Libor departmant that ,Cs ,,,ouni people aie, It to

23 to work on public lends would soon be aliminated. rho Interior

Departments touch tonservation Corp, would also ne axed after Ft 1982.

82-1%7 0-81--12
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Funding tor those two programs would be cut 0194 million in 10 1981,

$23o million in PI 1982, $308 million in FY 1981 and iioulu be

eliminated in FY 1984. On April 1 the Senate rejected al amendment

that would have restored 0800 million foi youth employment programs.

Tnis is tantamount to Congress being committed to an increase in

youth unemployment. rhere are progressi,c alturrittivcs to the budget

cuts and solimanimum wage. A sabminimum wage would eneourag,- desperate

students to drop out of ugh st.eol. ,ocational trt,nIng etootams

in hign schools must be increased to give youth the necessary pro

job training. This way A stuucnt ,uald got i .jemral high school

education, acquire vocationil skills and 1.e a fully comp tent worker

upon graduation. While still i^ 1-11,h school taere are many jobs tnat

youth ate t. ,rip tont do as adults, and tnerefore that anould

at lis' earn toe mroimum wale and get all toe other beret its idult

worker; ire entitled to.

NM one can den/ toot youth unemployment is at A criti,:al level.

17.74 overall ant 0,9, among minority youth in 198u. It is import int

for legislators to listen to what the youth nave to sai about issues

diiictl, affecting them the Student Progressive Coalition thinks

the governmen^ mos, p1 a, i t-I in sol.in tn pr oblen, ui not

just leave it to pttite business A sabminimam wage will allow

implo,vrs to pa': out less in wages And thus may Opel tae Wd} for

In.:reused profit at the expense of youth. When the orociam of the

minimum wage was begun, it was to DU ,1 minimum pa} level for all

workers. To nano attfereat. minimum wages for diffrtent acgorits of

«cr. g-s is cils,riminatory anu defeats tee oasi, purpose of toe

minimum 4ate. Tot s11'itE0T PdOSPL. ,rvE COALITION therefore urges

the defcat of 5.343, 0.430, and S.t,s-3 and urteu Congress to loo,

at alternativo plans and the ou.errnent's role in hrlpinl develop

them.

4-1 4-, 43
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Iltnifeb -States Zetusts

Mr. Lane Kirkland
President
AFL-CIO
815 - 16th Street N.N.
Washington, D.C. 20006

Dear Mr. Kirkland:

COMMITTSE ON LABOR AND
HUMAN RICSOURcaS

WASHINGTON. D C. WM

March 27, 1981

During the hearings on the youth subminimum wage,
I questioned your conclu.lon that the targetted jobs tax
credit has led to substantial substitution. In support
of your conclusion, you quoted from a Congressional Re-
search study entitled "The Economic Rationale for the
Targetted Jobs Tax Credit". In reviewing that study,
find that it concludes only that the combination of wind-
falls and substitution "may be" substantial but makes no
conclusion, however tentative, that there has heen any
substitution. All the evidence cited ref,rs to windfalls,
and none to substitution.

As the issue of t..e extent of substitution was such a
crucial matter during the course of the hearing, I would
appreciate your review of that study or any other evi-
dence you may have to see if you agree with me that there
is no documentation of any significant substitution effect
from the Targeted Jobs Tax Credit. I assume that you
would also agree that if the substantial incentive of the
Targeted Jobs Tax Credit does not result in substitution
that there is very little liklihood that the much smaller
incentives of a subminimum would do so.

I am informed by the Subcommittee Chairman that your
answer to this letter can be included in the printed record
if it is received by April 10, 1981.

Sin

Dan Quay,e
United States Senator

DQ /mks

cc: Senator Don Nickles
Chairman, Labor Subcommittee
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AMERICAN FEDERATION OF LABOR AND CONGRESS OF INDUSTRIAL ORGANIZATIONS
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April 2, 1981

The Honorable Dan Quayle
United States Senate
Committee on Labor ana Human Resources
Washington, D.C. 20510

Dear Senator:

DUCTEANTN STAUDT N
WANINNOTON o c *0001

tuba) 074/000

In your letter of March 27 you raise a question about
my testimony with regard to the Targeted Jobs Tax Credit
program as evaluated by John Fisk in a Congressional Research
study entitled "The Economic Rationale for the Targeted Jobs
Tax Credit."

In my statement , was careful to note that the study to
which I was referring concluded that the evidence suaaests
that windfalls and job substitutions in the program were
substantial.

A review of the report indicates that Mr. Fisk did not
refer to a "combination" of windfalls and substitution, as
your letter implies.

I have reproduced below the paragraph on page 5 of the
report which deals with Employment Effects ,s well as page
10, the Summary 'f the report. Neither of these statements
uses or implies the term "combination," am' clearly indicate
substitution.

"B. Employrent Effects

The net increase in the overall level of employment
caused by the TJTC will tost likely turn out to be
smaller than the gross number of participants in the
program. Windfalls and substitution, which are discussed
below, cause this disparity between the gross and net
job creation of the TJTC.
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"Even without a special financial incentive, many
firms hire individuals with characteristics identical
to the TJTC target population. Employers who do this
are sometimes able to claim the tax credit for individuals
that they would have hired even in the absence of the
program. These employers receir what is frequently
described as a 'windfall gain.'-/ The number of employees
who would have been hired in the absence of the program
needs to be subtracted from the aross number of participants
to determine the net job creation of the TJTC."

"5/ The problem of displacement in public service
employment is a similar phenomenon. State and local
governments sometimes hire individuals in a public
service employment program that they would have hired
anyway, thus reducing the number of net new jobs
actually created by public service employment."

'IV. SUMMARY

"An evaluation of the TJTC should examine the
effectiveness of the program in increasing employment
among the targeted groups. Also, the extent of wind-
falls and the extent to which firms substitute eligible
workers for ineligible ones should be determined. An
evaluation probably does not need to study the effects
of the program on an overall rate of inflation, since
the program is small enough that only a minimal effect
on the national price level may occur. In addition, an
examination of the impact of the program on unemployment
rates of the targeted groups should keep in mind that
unemployment rates may not substantially change if the
program both increases ch,ployment and attr,LLs woikeis
into the labor force who previously were not seeking
jobs.

"Currently, no hard evidence is available on the
effectiveness of the TJTC in reducing structural unemploy-
ment. A Department of Labor evaluation, which will be
available by June 1981, may be the first good detailed
empirical study on the effects of the TJTC. Although
no detailed evaluations of the TJTC have been completed,
there is some limited evidence on the effectiveness of
the program. This evidence suggests that windfalls and
substitution in the program may be substantial. If this
evidence is accurate, modifications in the TJTC's
tarcetinq mechanism may be able to reduce the windfalls
Nevertheless, because of the difficulties in identifying
the structurally unemployed, a reduction in windfalls
will not be easily achieved." (Underlining added.)

4 n
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I recognized that this study was not the last word on the
subject. Therefore, I noted that the Department of Labor was
scheduled to release, in June 1981, an empirical study on the
effectivenss of the program in reducing structural unemployment

I appreciate and accept the offer of the Subcommittee
Chairman to include this response in full in the printed record.

cc: Senator Don Nickles
Chairman, Labor Subcomnittee.

1 (
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NATIONAL ASSOCIATION

Vitt Prt NM* %HON

Joseph 6 Ahttaun

OF THEATRE OWNERS

1500 Broadway Ntw York N. Y. 10036 (212) 730.1420

April 10, 1981

Honor;ble Don Nickles
Chairman, Lebo:: Subcommittee
United States Senate
Washington, D.C. 20510

Dear Senator Nickles:

the National Association of Theatre Owners (NATO)
supports S. 348, the Youth Opportunity Wage Act of 1981.
We are conveying our views today to you and to Senator Hatch.
These views are s t forth in the enclosed letter.

Enclosure

ris
Chairman of the Committee
on National Legislation

President, the Glenoris Corp.

t,t11,
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OF THEATRE OWNERS

1500 Broadway New York N. Y. 10036 (212) 730-7420

April 10, 1981

Honorable Orrin G. Hatch, Chairman
Comm.ttee on Labor and Human Resources
United States Senate
Washington, D.C. 20510

Dear Senator Hatch:

The National Association of Theatre Owners (NATO)
represents over 8,000 motion picture theatres across the
country. On behalf of NATO's members, I want to take this
opportunity to convey our enthusiastic support for S. 348,
the Youth Opportunity Wage Act of 1981.

It is the collective judgment of many members of
the motion picture theatre industry that S. 348 will create
mire job opportunities for America's youth. This judgment is
based in part upon economic factors which underlie t' motion
picture theatre industry.

At least 50 percent of the gross income of a typical
motion picture theatre is spent on film rentals. Payroll is
the next most significant cost for motion picture theatres. In
order to survive in the highly competitive leisure market,
theatre owners have been forced to reduce their payroll coststo a minimum. Over the years, payroll costs have been reduced
by the increased use of automation and other labor saving
techniques. The net result has been the elimination or drastic
reduction of job opportunities for youth in the motion picture
theatre business. Ushers, doormen and other jobs requiring
unskilled labor have been eliminated in the continuing effort
to keep payroll costs at a minimum. The members of NATO
believe that a youth wage differential will encourage the
retention of these unskilled positions and may help restore
these employment opportunities in theatres where they have
been eliminated.

Labor costs have forced the closing of hundreds of
theatres across the country. The impact of theatre closings
has been felt by all communities. People living in rural
communities who rely on movie theatres as a major source of
entertainment are finding more and more that they must drive
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long distances to see the latest in movie entertainment. And
in many of the major cities across the country, people aho
have no access to transportation to take themselves out to
the suburbs have witnessed the closing of hundreds of neighborhood
theatres. NATO believes that a youth wage differential would
help reduce the number of theatre closings throughout the
country.

There are also some practical reasons why the members
of NATO feel that S. 348 is necessary. Jobs in the motion
picture theatre industry have been the traditional point of
entry into the labor market for thousands of teenagers and
young adults. The experience that these individuals gain
while working in movie theatres enables them to later move
upward into more meaningful jobs. Viewed in this context,
the nation's movie theatres provide important "first-time"
employment opportunities for America's youth which should be
preserved. The members of NATO feel that S. 348 will help
significantly in this regard.

As your Committee reviews S. 348, we urge you to
consider two amendments which would increase the ability of
the movie theatre industry and other small businesses to
provide youth employment opportunities. The first relates to
the period in which the youth differential applies and the
second relates to the gross income level at which the minimum
wage must be paid.

Movie theatres are one of hundreds of businesses
which employ young adults on a part-time basis. The most
recent Department of Labor study shows that employment in the
motion picture theatre industry averages a fraction above 22
hours a week. This same report reveals that only 10 percent
of the movie theatre workforce works 40 or more hours per
week.

S. 348 provides that the youth wage differential
would apply for a period of 180 days. The benefits of this
provision, from an economic standpoint, are less significant
for part-time businesses than for the full-time industries
which employ young adults on a full-time basis. For example,
the 180 day period would allow industries employing youth on
a full-time basis to pay the youth differential for over
1,000 working hours, based upon a 40-hour work week. For a
business in which employees average only 22 hours per week,
the full benefit of the youth wage differential would never
be realized.

Accordingly, tie members of NATO urge you to consider
an amendment which would allow businesses that regularly
employ young adults on a part-time basis to pay the youth
wage differential for a period of 1,000 working hours. Such
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an amendment would make the youth wage differential an even
greater incentive for businesses to provide job opportunities
for America's youth. This amendment is entirely consistent
with the goals of S.348, and would make the youth wage differ-
ential fully available to employers of part-time personnel.

NATO also urges you to consider an amendment which
would allow small theatres and other part-time businesses
operating in diverse geographical locations to be viewed as
separate entities within the context of the minimum wage
gross income level exemption of the Fair Labor Standards Act.
There are many instances where a business operates two or
more theatres located in diverse geographical areas. Under
the Fair Labor Standards Act, the income from these diversely
located theatres is grossed together for determining the
gross income level at which a theatre must pay the minimum
wage. I speak from experience when I say the practical impact
of this provision has been the closing of movie theatres
serving small and rural communities.

My partners and I operated a small theatre in Marion,
Virginia. This theatre provided movie entertainment for a
community of approximately 10,000 people. The next closest
movie theatre to Marion is over 30 miles away. Because we
operated theatres in other small communities in that part of
Virginia, our combined gross income from all these "small com-
munity" theatres exceeded the gross income level. Thus, we were
recuired to pay minimum wages to all our employees. This
precluded our qualifying for the exemption from payment of the
minimum wage under the Fair Labor Standards Act. As with other
smaller theatres, our margin of profit was so narrow that the
payment of the minimum wage was costly enough to cause us to
close the theatre in Marion.

Tnank you for the opportunity to present our views. If
we can be of assistance to you or your Committee as you consider
S. 348, please feel free to call upon

6,

,C 4 n rris
Cha rman of the Committee on

National Legislation
President, the Glenoris Corp.
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Stete,ent o' Simon Rotten erg to Senate Labor Su committee

on youth di"erential minimum wages.

My name is Simon Pottenberg. I an P-o'es,or of Economics

at the University cr Massachusetts, Amherst. I have previously

taught at Duke University, the State University of Yew York

at Buffalo, the University o" C'-icago, and t'a Unier-ity of

Puerto Rico. I have s doctoral degree in economics from

liarv,re University and is, thesis dealt with labor market analyeis.

I have been a stud-nt of labor market behavior for four deoadee

and have published a number of papers on aspeots of the economics

of labor markets in professional journals. I an tie Director of

Minimum Wage Studies of the American Enterprise Institute for

Public Policy Research.

Labor markets are institutions in w'ich t'e services of

workers are transacted. Those services are very diverse because

a very large !limber of dif'erent tasks are performed in he

eoonomy and because workers are non - homogeneous in

their training and skill and other oualities, as well. Some

classes of workers are substitutable in production for other

olaases and some other kinds of factors of production, as, for

example, capital inst-umerts, are also substitutable for workers.

Some workers are more apeoialized to particular tasks than

are other workers but, in general, there are alt,rnative uses to

which labor services oan he put in the production of commodities

and esrvices.

50 /
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Some industries are le^or-intensive. That is to say,

in the °reduction of their products, the': employ a large

number if relatie to the Quantity of other fretors

of production that they use other industries are less le'or-

intensive.

Ir a market economy consensual exchanges occur. Employers

bid for the service* of workers mnd workers offer their services.

rnges take place elen bids and o"ers are accepted and implicit

°entracte are consummated. When transactions are consummated,

both workers m(101 employers are advantagedchoth are better-of'

then they would have been in the absence of the trensaction.

This must be true because each of the parties to the trrnsaction

has the alternative option o" arranging some other exchamge,

different from this one; if any arrangement is chosen over all

other alternatives, we assume, given that transactions are

not coerced, that this is preferred to other options that

are available.

The network cf labor markets is a constellation of institutiohs

throughAwich distribute t emselves geographically within the

country and distribute themselves among ocounations ens industries.

It is a network that also serves to distribute people between

the status o' work co. Beare, for work and that o" schooling, retired

non-work, and various non-market activities, such as tending one's

home and children.

Conventional economic theory of .0-e labor market tells us

that, in competitive labs), iarkets, in rhich behavior is guid,1

by t,e different wages paid to labor in different emplcvments,
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workrs are distributed ef^iciently among occupations [Aid industries

and t,ey are distributed efficiently as between work in t' e

labor merle t, work in non-market acti,ities, se.00ling, and

tte consumntion o° leisure during retirem,,nt and during vacations.

In such mark.,ts, the wages o^ labor of different kinds and

die'erent levels of skill express the social scareity value of labor.

In such merle ts, t'e wages m id to workers are ectal to labor's

marginal contrih,utzon co output, so exploitation does not occur.

Workers in sue markets are allocated among occupations Fnd industries

in such proportions thet the community secures the "-asketm of

commodities and services tat will maximize its welfare, labor of

dif"erent classes ie put to its most highly valued uses, the output

of the eoonom" is maximized, given its resouroe constraints, nnd,

in combining factors o° production to produce the economy's output,

the least-cost and most efficient combination ie employed.

In such comm titive labor markets, workers are gimn socially

optimal incentives to accuire skill and ^irms are given socially

optiPal incentives to train workers. The socially appropriate

ouantity of human capital is formed.

In competitive labor ma-kets in which tle..e ie no interfererce

with the competitively deter -fined price of la'or services, workers

are, from the standpoint of the welfare of somety in the aggregate

and also from the standpoint of the workers, themselves, in the right

place, the right occupations pnd indstries, appropriately combined

with ether factors of produotion, end they -roduce an appropriate

set of commodities and services.
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the
These are propositions derived from/conventional theory

of economics which has been distilled from some hundred of

years of intensive intellectual reflection by a cohort of

persons of high intelligence, applying principles of logic

and testing or the implicetions a° the tJeory by sophisticated

observation of real experience in the world.

The intervention of government into labor marlosts, as

through the enforcement of legal minimum wages has, -owever,

introduced distortions.

The minimum wages laws have caused some kinds of labor

services to have a price that is higher then that which correctly

expresses its scarcity value to society. As a result, behavior has

adjusted to these socially-inappropriate signals.

Employment of the relevant al a f labor is less than

would otherwise occur. Substitutes for labor have been intro-

duced. These are either substitute factors of production or they
so

are dif.erent ways of organizing work/that lt becomes lees lobo--

intensive. Sone labor-intensive commodities art services either

cease to be produced or the ouantity of them that is produced

is diminished. The society gets from its resources a smaller
it

cuantity of output than/would otherwise have. Its product is

less ef,iciently produced. The combination of factors of rroductIon

is proportionally wrong; too little labor and too much of other

factors are employed in production so that the real resource cost

of society's output is enlarged. Therefore, the quantity of

poverty in society is increased and the poverty of the already-

poor is made more intense.
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Since minimum wage laws pash up the nrioe o' la hor at he

bottom of the range o' wages 'or workers of dif'erent levels of
skill and tends to compress the range of wages, they diminish the
incentive of workers to invest in the accuisition of skill.

Firms, knowing that training of lower-skill-level employees

imposes upon them costs of
materials-waste and of he instructional

time of journeymen workers, find that they cannot earn a normal

return on investment in training, given the higher minimum wage

that the law recuires them to pay to untrained workers; thus,
on -the -job training programs are contracted. Less human capital

is formed by the society.

Those who cannot contribute to output en increment that has

a value as high as the wage that the law recuires that they be

paid find it difeicult to 'ind employment. This is °ere oially

true of unskilled young people
with relatively little formal

soooling. The minimum wage law produces
unemployment for them.

Protracted long-period unemployment of these young people leads
socially

them to engege in/adverse
behavior, including entry into activities

that are at or 'eyond the margin of the law. The o, ntity of

vietimisati,n of others in society beoomes larger.

The dtstrihition of 4.)e costs imposed by legal minimum
The cost

wages is not uniform. / falls most heavily upon the unskilled,

unsofooled young. It fella also heavily upon regions or the

country where labor is relatively abundant.

Indeed, ninimom wages laws have been promoted most intensely
by privileged classes of workers to diminish the compriAtionfor
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the performance of labor services by lose privileged workers and

by worker' in less privileged regions oe the country. Legal

minimum wages are,thus, regressive in their effects end they have

been instruments "or the intrenchment and intensifioation of

privilege.

A clear example of how this nrooesa operates can be seen

in South African experience. There, for many decades, privileged

white un onized workers have insisted on the enforcement of

*equal pay for whites ant black. minimum wage rules to govern

wage payments to blacks in occupations also employing whites.

They have openly supported that policy not because they seek

justice and the improvement of the conditions of life for black

workers; rather, they have done so because they seek to inhibit

the employment of blacks in oocupations staffed by whites. They

have sought to make blacks less ef"ecti-e competitors in the

market for labor services. Vnouestionably, this case shows that

minimum wages by law can be an ef,eotive inetrument for preventing

the redietrihution or income an wealth from the relatively well-

off workers to those who are worse of".

There is a great deal of evid,.ncle that young people in this

country ard especially young black people have been victimized in
imposition and

this way by the/enforcement of minimum wage laws. They have been

made worse-off, so that other classes workers who are relatively

privileged could be advantaged. Unemployment rates among them

are massively high. Many of them, faced by persistent unemployment

of long duration, engage in sooially deviant behavior that impose

costs upon the citizeney.
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A reduced minimum mice for }reline people, 'celew 0-, legel

minimum defined ^or adults, would tend to redress t .e '-rl,nce.
and increased on-0.e-jo' trsinix, c" tem

It should lead to increased emplryment of the young /en' s ould

lead to leas social deviance among t,-em.

I recommend that a youth di"erential minimum we. -E1 be enacted

by V.'s Concreae.

w2-1g7 0N1-- VS

f 10 t 0
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Jacob Mincer
March 1981

Effects of Minimum Wages on Employment

Unemployment, and Skill Formation of Youths

I. Introduct.on

Despite four decades of existence, minimum wage laws are a continuing

schlect of controversy in the political arena. Their stated intent- the

alleviation of poverty - is proclaimed by proponents and accepted by the

public as a fact requiring no further evidence. At the same time,

economists who question the wisdom of minimum wage hikes, by pointing

to adverse employment effects, are asked to provide evidence on the validity

of the basic law of economics, that of the negatively sloping demand curve-

from which the adverse effects follow. Apparently, when social legislation

conflicts with scientific laws, the burden of proof is on the latter!

Now, it is true that a number of economists, including myself, have

spent some time investigating effects of minimum wage legislation- not in

order to verify the existence of adverts effects on low wage workers, but

first in order to estimate magnitudes of effects, and secone, perhaps more

importantly, to study or at least reflect on number of other effects

especially relevant to the plight of yoath, and ranging from adverse

effects on skill formation to instability in labor market, school, and other

from' of behavior.

At the outset, we should note that econometric research must rely on

periodic changes in minimum wage levels and in their coverage in order to

study the temporal covariation in employment and in other related variables.

This has two consequences? (1) Only short-run effects may be discerned in

such data treatments, and (2) Since a variety of changes take place con-

currently with minimum wage changes, the isolation of the magnitude of

rffects of the letter cannot be attained with precision The varying
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estimates obtained by different investigators depend on the nature and

size of their sample (both in numbers of people and of time periods

observed), on the specification of their models (which variables are to

be included and in what form), and on the statistical methodologies used.

In viewing the potential impact of the minimum wage it is useful

to see it in relation to all other wage levels. For this pet-pose, a

widely used statistic is the ratio of minimum to average barges, in the

economy or in sectors of it. The minimum wage ratio, so defined, is

practically trendless, but it does show sawtooth fluctuations: as it

increases, the minimum is increased stepwise, while subsequently

economy-wide growth and inflation erode the ratio. Although the pay ratio

was roughly trendless, the industry coverage of minimum wages has increased

continuously from about 40% of the work force initially to close to 90% at

the present time. Coverage relevant to teenagers was lower initially

and it has risen at least as dramatically, especially when coverage was ex-

tended to retail trade in the early sixties.

The pay ratio and coverage statistics do not capture all the dimensions

of minimum wage provisions for several reasons: (a) In some states and cities

local minima extend the coverage, and in some cases raise the level of the

federal minimum. (b) Special groups of covered workers can be hired below

the minimum through exemptions issued by the Department of Labor, and (c)

Compliance with the law is not complete.

These complications may be a minor source of inaccuracy in time series

analyses, and they are more likely to obscure cross-section studies.

Actually, past studies even ignored the coverage variable, an omission

that has been corrected in most recent research published in the 1970s.
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It is important also to distinguish analytically and empirically

between (reductions in) employment and (increases in) unemployment.

These have been studied as alternatives, or have been carelessly con-

fused, as if the terms were interchangeable. A given reduction in

employment in the covered sector need not be fully reflected in un-

employment figures, since some of those who lost employment in the

covered sector may find employment in the sector not covered by the

legislated wage or in the armed forces, and others may withdraw from

the work force into households, schools, go on welfare or into some

unreported activities. On the other hand, there is also the theoreti-

cal possibility that resulting unemployment may exceed the decrease

in employment. This could happen if the higher wage in the covered

sector attracts job searchers from other sectors and from outside of

the labor force.

2. Effects on Youth Employment and Unemployment

Research during the past decade suggests a range of estimates of

elasticities of youth employment with respect to the minimum wage

variable to be between .1 and .3. That is to say, a 10 percent increase

in the minimum wage or in coverage reduces employment of youths (age 16-24)

by 1-3 percent.

Although the youth demographic group singled out for study is a

low wage group on average, only part of that group is at risk, one

that has below minimum wages and is covered by the law. The aggrelation

blunts the estimated effect in two ways; (1) Some members of the group
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(whites and students) may gain in employment as superior substitutes

for the disemployed, and (2) the disemployed from the covered sector

may find employment in the "free" sector. Thus, for the group as a

whole net disemployment may be neglible while the relevant disemploy-

ment (of the adversly affected 'subgroup in the covered sector)

may be sizeable. Losteed, studies of more homogeous groups, such as

low wage industries reveal disemployment effects that are three times

as large.

Turning to unemployment, estimated effects are usually small,

about one-third of the size of reductions in employment. However,

little comfort can be taken in such findings. If, as seems to be

the case, labor flows out of the covered sector As a result of minimum

wages, partl, into the non-market, unemployment may be neglible even

if disemployment is sizeable. Indeed, given disemployment, the moaner

unemployment the larger the adverse effects on labor force participation.

Amo /nq non-students, the adverse effect on employment and labor force

participation are especially pronounced for black youth.

The meaning of employment and unemployment effects emoung students

who comprise the bulk of the teenage -Troup (over 2/3) is problematic.

Hattila has shown that the employment of students tends to increase

when minimum wages are raised. This is because of induced prolongation

in schooling of students who would otherwise prefer the labor market,

and because employers prefer to substitute students for non-students

in the casual jobs to which minimum wages apply, or which are engendered
s,;

by them. In part, the preference for students is also due to minimum

exemptions which often apply to students.
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3. Effects on Skill Formation

The early labor market difficulties engendered by the minimum wage

cannot be evaded by youths who ere either unwilling or unable to prolong

their schooling. The problems they face are not restricted to declines

in demand due to a particular timing or a minimum wage increase. The

difficulties are more insidious affecting long-run career prospects.

The alternative form of acquisition of education and occupational

skills through schooling is formal or informal job training or learning

on the job. Indeed the letter is the traditional and still the most

prevalent mode of skill formation throughout the world. The effect of

the institution of minimum wages is to destroy incentives of employers

to provide job training to low-wage low-productivity youths whether

in formal arprenticeoihips or informally: job training whose usefulness

is not restricted to the firm which provided it must be financed at

least in pert by the worker or apprentice, usually in the form of a

reduced initial wage. This means that even I' current productivity

of employed youngsters warrants paying the minimum wage, lot training

is precluded for many of them sinee its provision would require raying

initially submintmurn wage

Thus the existence of minimum wages and employer K, .IONS

that they will continue to he raised at least as fast a, *hp average

wage level 1,ds to the following responses on the demand side:

(1) A reduction in the availability of steady unskilled lobs (as

distinguished from "peak-load" and seasonal lobs in which rates of pay

are usually higher anyway.).

(2) A shift of employer hiring preferences away from a non-student,

less educated mi.( inexperienced work force toward more educated and

experienced labor, and
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CI) A decline in provision of formal or informal apprenticehstp

to the uneducated low-productivity young workers.

Incidentally, the shift in hiring preferences away from non-

student, uneducated young work force was strengthened by the effects

of the expansion of minimum wage coverage on the industrial distribu-

tion of teenage employment: while 40% of teenage workers used to be

employed in manufacturing before FLSA, this percentage dropped more

than half by the mid-fifties, as practically all of manufacturing

was covered by the minimum wage almost from the start. The shift

of teenage Employment away from manufacturing and toward trade and

service sectors is compatible with growing part-time and part-period

activities as is schooling. One may argue that growth of schooling

resulted in greater supplies of teenage workers to these sectors,

but it seems reasonable as well to view both the growth of schooling

and of part-time student employment in trade and services as induced,

in part, by minimum wage developments.

Research of Welch confirms that the differential extension of

minimum wage coverage contributed to the shift of teenagers from

manual to service jobs. We should note that in service jobs such

qualities of workers as appearance, articulateness,
literacy, and

numeracy are more important than in manual jobs, and a double

premium was put on such qualities when minimum wage coverage was

extended to trade and service sectors in the early sixties.

The evident perception on the supply side is that the route to

advancement in the labor market, even for those not much interested

in further schooling is more schooling.
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come of the induced and reluctant students alternate between

schools and labor markets trying to find their day to a future that

is uncertain. Most adversely affected are young people who are not

able or willing to stay longer at school. The ironic fact they face

is that while further schooling is publicly subsidized, opportunities

for lob training leading to advancement are blocked by the minimum

wale especially for the less educated low achievers. Although this

is by no means true of all, many young school dropouts must there-

fore choose between jobs with little opportunity for advancement or

to become a labor market dropout as well. In this connection, the

high levels of non-participation amoung black teenagers in inner

cities are, or should be, at least as much cause for concern as are

their reported unemployment rates, especially since the latter is a

less reliaole statistic than the count of people who are not working,

whatever the overt reason.

of course, the minimum wage is not the only reason for the plight

of black youth in the poor city neighborhoods. Impediments in the

development of personality and of general skills range from broken

or unstable families, welfare dependency, negative peer and street

life influences, and- both cause and effect- poor or nonexistent

schooling. one may argue that the attractiveness of alternatives

such as welfare or illicit acitvities, is enhanced by difficulties in

the job market which are partly due to minimum wages. Conversely, these

alternative opportunities, as it were "prop-up" or "enforce" the mini-

mum wage on the supply side. Thus, even though minimum wages have

contributed to the growth of such alternatives, given their prolifera-

tion and etts access to them, a reduction in the minimum wage may not

stimulate muc'l supply toward the labor market, even if it stimulated demand.
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At this stage, I fear that riot much can be accomplished unless

pathological alternatives to the labor market are also reduced.

4. Does the Minimum Wage Help the Poor?

An affirmative answer to this question is taken for granted

by proponents of minimum wage, who ignore or tend to deemphasise the

employment effects. Even if we leave the employment effects aside,

does the higher wage received by youth working at minimum wages help

to reduce poverty at least in the short run's To answer this question

we need to know whether families of such younsters are indeed worse

off than the other families.

The answer to this question was not available prior to 1973

Census (CPS) statistics on the matter became available. Defining

low wales as less than $2 par hour in 1973 (Lhe minimum became $2 in

1974) Gramlich found that full-time teenage workers whose wages were

below $2 an hour were gust as likely to be members of families who

were in the lower half as in the .upper half of the income distribution.

Tn other w,rds, there was no correlation between wages of teenagers

and :heir family Incom.

Only on, out of foot teenage workers works full-time. The cor-

relation between wages of part-timers and family income is actually

neistivel Teenagers who earned less than the S2 an hour lived in

fanilles whose median income was about $13,00) in 1971, while those

-arned more than $4 an hour lived in families with median income of

$7,colf

5 1 j
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For wurking teenagers as a group, somewhat more than a half

lived in families with move average incomes. Those working part-

time, and these are largely students, had wages lower but family

incomes higher. Evidently, thos% younsters who are in the lowest

e-anomic strata have more work experience then students if they. have

do's, but a large proportion of them is either anemplofed or not even

searcl.ing for gobs

Coosegientiv, even if minimum wage hikes raise the earnings

din s,
of low we teenagers who do not lose jobs, much or more of aMaV

wilealse to aooue-average income families. This is certainly not

the avowed intention of minimum wage legislation.

>,
sle :5
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April 1, 1981

The Honorable Don Nickles, Chairman
Subcommittee on Labor
Senate Committee on Labor and Human Resources
United States Senate
Washington, DC 20515

Dear Mr. Chairman:

The National Association of Manufacturers would like to
offer its views concerning the youth subminimum wage
proposals.

The NAM is composed of over 12,000 manufacturing and
related concerns, 80 percent of which have 500 or less
employees. In addition, NAM has more than one hundred
manufacturing trade associations as members of its
Associations Department representing approximately 30,000
firms and is further affiliated with another 128,000
manufacturing firms through its National Industrial Council.

The continually high unemployment rate for the under 20
age group is a critical issue which must be addressed. The
minimum wage law harms the very people it is intended to
help by making it too expensive for employers to hire many
unskilled and minority workers, many of whom are teenagers.
NAM remains firm in its belief that if the present minimum
wage rate is again increased, it will have adverse effects
upon the youth unemployment problem and the entire economy.

NAM supports a subminimum wage for youth to help solve
this grave problem. Well meaning programs in the past have
obviously not helped these younger workers when the latest
statistics place the youth unemployment rate at
approximately 18 percent, which is more than double the
overall unemployment rate of 7.5 percent.

Studies pertaining to this issue differ on just how
effective the subminimum wage would be in reducing our
unemployment situation. ThP studies which oppose the youth
differential focus mainly upon the presumption that a youth
opportunity wage would displace older workers from
employment. These studies do not concentrate upon the basic
objective of this concept -- that is job creation. Given

t 776 F Street N W
Washington 0 C 20306
(202) 676 310)

5
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the opportunity to hire and train younger workers at a lower
wage rate will give employers the incentive to create new
jobs -- particularly those jobs which sxisted before the
minimum wage went so high as to eliminate them.

NAM maintains that a subminimum wage alone is not the
answel. to solving the youth unemployment problem. Other
programs working toward the same result, that is job
creation in the private sector, will also have to be
utilized. Business participation on Private Industry
Councils (PICs) and implementation of the Private Sector
Initiative °rogram (PEIP) will also help to alleviate this
unemployment situation. We must search for the right
combination of these programs to begin making headway in
finding a solution. Public and private t'aining programs
will continue to provide an upgrading or the necessary
skills for these younger workers, but these groups,
especially the inner city teenagers, have got to receive the
immediate opportunity to get a foot on the first rung of the
employment ladder. The youth differential could provide
employers the incentive to hire the inexperienced young
worker.

No one can estimate just how many jobs would be created
by a youth wage differential 2rogram. NAM suggests that
this concept be initiated on an experimental basis for
several years and carefully monitored to determine its
precise impact. Entry level jobs are the key to the
beginning of an upward move for many youths in school and in
job transition.

Today, qualifying students may be hired at 85 percent
of the minimum wage under existing exemptions to the Fair
Labor Standards Act. The youth differential for all
teenagers is no more radical than arranging a similar
program for young people whose future is far less promising
than that of college students with summer jobs. It could
give many hard core, unemployed youngsters a chance to enter
a society from which they have been excluded.

In conclusion. NAM submits that this concept should be
tried as part of a broad-based youth employment strategy.
We respectfully request that this letter be made part of the
record of the current hearings.

Sincerely,

4124^414t ee,1444.1
Brenda McChriston
Director
Human Resources and
Equal Opportunity

BMC/th
cc: ThP Honorable Orrin Hatch, R-UT

The Honorable Jc.hn East, R-NC
The Honorable Robert Stafford, R-UT
The Honorable Dan Quayle, R-IN
The Honorable Paula Hawkins, R-FL
The Honorable Harrison Williams, D-NJ
The Honorab'e Edward Kennedy, D-MA
The Honorable Jennings Randolph, D-WV
The Honorable Donald Riegle, D-MI
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Senator NICKLES. Thank you very much. The meeting is ad-
journed.

[Whereupon, at 1:02 p.m., the subcommittee was adjourned.]
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