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MEMORANDUM May 7, 2003
SUBJECT: CSSSHB 198(0&G) — sectional analysis

(Work Order No 23-LS0727M)

TO: Representative Vic Kohring
Chair of the House Special Oil and Gas Committee

FROM: Jack Chcnoweth

Assistant Revisor Catues‘

Per Ben Grenn's request, set out below is an overview of CSSSHB 198 (0&G), a
measure reducing royalty on certain oil produced from Cook Inlet submerged iand. The
measure adds a new paragraph to AS 38.05.180(f). To shorten the measure's length,
omitted from the text of the measure is the general lead-in language for subsection (f),
which reads as follows:

(f) Except as provided by AS 38.05.131 - 38.05.134 [these
provisions deal with exploratory licenses) and 38.05.177 [this section
deals with shallow natural gas development], the commissioner may issue
oil and gas leases on state land to the highest responsible qualified bidder
as follows:

The following paragraphs in subsection (f) describe, among other provisions, state
royally due on production from the leases.l

In bill section 1,

— subparagraphs (A) and (B), read together, first reduce the royalty payable from
the platforms enumerated in (A)(i) - (v) to a rate of five percent if platform production
declines to less than 1,200 barrels per day for at least one calendar quarter and remains
below that level, then provides for a stepped increase in the royalty rales, as described in

1 In the existing paragraph immediately preceding the material addressed in this
measure, paragraph (0(5), the statute describes a temporary reduction of royalty due on
oil and gas produced for sale from certain fields within the Cook Inlet sedimentary basin
that were discovered before January 198S and that were undeveloped or shut in from that
time through December 1997. Drawing from that model, this measure directs certain
royalty reductions for oil produced from platforms or fields offshore in Cook Inlet based
on reduced quantities of production.
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(B)(i) - (iv), for production from those platforms based on increases above 1,200 barrels
per day to the ranges described in each of those provisions;

— subparagraphs (C) and (D), read together, first reduce the royalty payable from
the platforms described in (C)(i) - (vii) to a rate of five percent if platform production
declines to less than 750 barrels per day for at least one calendar quarter and remains
below that level, then provides for a stepped increase in the rates, as described in (D)(i) -
(iv), for production from those platforms based on increases above 750 barrels per day to
the ranges described in each of those provisions;

— subparagraphs (E) and (F), read together, first reduce the royalty payable from
the West MacArthur River field to a rate of five percent if production from that field
declines to less than 750 barrels per day for at least one calendar quarter and remains
below that level, then provides for a stepped increase in the rates, as described in (F)(i) -
(iv), for production from that field based on increases above 750 barrels per day lo the
ranges described in each of those provisions; and

— subparagraph (G), applicable to all the preceding, specifies how daily
production frr>p’ *he platforms or fields is lo be calculated (that is, generally "based on
reservoir conui ns" and "without consideration" of short-term production declines or
temporary shutdowns due lo factors enumerated in (G)(ii)).

JBC:Imb
03-179.1mb
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Royalty Reduction Incentive for Aging
Cook Inlet Oil Fields
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Royalty Redaction Incentive for Aging Cook Inlet Oil Fields:

“An Act providing for the reduction of royalty on oil produced from certain leases
covering submerged lands of Cook Inlet to encourage otherwise uneconomic
production, to promote continued employment and to prolong the useful life of
vital oil production facilities and infrastructure; and providing for an effective

date."

Amend AS.38.05.180 to add a new subsection “g” and renumber the remaining

subsections.

(0) Notwithstanding and in lieu of a requirement in the leasing method chosen
of a minimum fixed royalty share, or the royalty provision of a lease, for
leases unitized as described in (p) of this section, leases subject to an
agreement described in (S or ) of this section, or interests unitized under AS
3L05, the lessee of all or part of an oil field located offshore beneath the
submerged lands of Cook Inlet shall pay a royalty of five percent on oil
produced from that platform, field or pool when the volume of oil produced
from that platform, field or pool has declined below 1.200 barrels per day, as
certified by the Alaska Oil and Gas Conservation Commission, and for so long
thereafter as the volume of oil produced remains below ihat threshold level.
(It seems to me that "Pool" needs to be deleted, since most platforms produce
from multiple pools, and we do not want to imply that production from a
platform will be segregated by pool, and this royalty reduction applied on that
basis.)
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Purpose ofthe legislation

Many of the oil fields in the Cook Inlet are approaching the end of their economic
lives. The recent announcement by Unocal concerning their plans to idle two of the
13 current oil producing platforms in the Inlet is a reminder of this. The
infrastructure that was created to serve these fields is extensive and in most cases

irreplaceable ifidled prematurely.

By decreasing the State’s royalty from 12 vi% to 5% as the platform or field nears
the economic limit, additional field life can be achieved. It is anticipated this field
life extension will be on the order of 1-3 years. The value of this approach would
be as follows:

» Delays impending elimination ofjobs

* Prolongs utility of critical infrastructure that could be used to support

future new development or exploration

* Royalty payments over extended field life offset the reduction in royalty

share



03/04/2003 10:32 FAX 907 258 8801 FOREST OIL ALASKA ©@005/009

* Property tax payments are extended

Any legislation to accomplish this needs to possess the following elements to be
successful in providing sufficient incentives to motivate the operators/owners to
participate: (1) needs to be predictable so as to allow the operators to plan
maintenance and staffing in advance,(2 ) needs to be simple and easy to administer,

and (3) needs to be in place soon to maximize its impact.

To accomplish this, we make the following suggestions:

* Limit the incentive to currently producing oilfields only in submerged
waters of the Inlet. Gas economics are more complex. Issues related lo
determining gas field economic limits are very different than those
related to determining oil field economics. Accessible onshore oil fields
can be shut-in gradually. A remote oil field or platform, or group of
platforms will be idled abruptly when the total production rate fails to
support the complete operating entity; therefore, issues related to the end
of field life ofremote oil fields should be treated differently.

|
It is important that the operator know the program in advance.

Specification of a fixed rate (such as of 1200 BOPD per field, pool or



03/04/2003 10:32 FAX 907 258 8801 FOREST OIL ALASKA @006/009

. 4

platform) will allow the operator to plan maintenance and staffing to
handle the additional field life and probably further extending field life
by being able to further reduce costs because of the certainty in planning.
Unocal did a study in 1997 and arrived at an economic limit of 1000
BOPD/platfoim. We would recommend using 1200 BOPD today due to

inflation.

* Tying the incentives to separate economic limit rates for each platform
will not work due to complex operating cost issues. It should be based

on oil rate only.

A possible safety valve for the State could be a provision that if
investments resulted in the field, pool or platform rate increasing after the
royalty reduction is in place, then the royalty rate could return to 12 i % .
We would recommend a2400 BOPD field, pool, or platform, rate over a
continuous 3 -month period as the trigger. This would protect the State in
case of an unanticipated success and still provide some incentive for the
operator to further invest, looking for upside potential. The royalty
volume to the state at-risk if the trigger was doubled to 2400 BOPD, is

only 9o BOPD.
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* An oil price trigger could also be implemented. We recommend against
such a trigger because the incentive is marginal already and installing an
oil price threshold would complicate the process and further undercut the
value of the incentive. History demonstrates that oil price spikes are
followed by precipitous drops in oil prices. Eliminating the potential of
an operator to benefit from oil price spikes undercuts the future value of
the oil and of the already marginal operation, and an operator's

willingness to weather periods of low prices.

» The State’s concern over an operator “gaming” the system by keeping the
rate just under the return tiireshold should not be an issue. The operator’s
share is 95% of each barrel anyway; therefore, gaming the 7.5% of a

barrel doesn’t make sense.

* We recommend that the program start in July 2003, based on the prior

quarter's oil rate.

* The following are the fields and platforms that would be affected and

their current rates:
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Field/Platform
Middle Ground Shoal
Baker
A
C
Dillon
Granite Point Field
Anna
Bruce
Granite Point
Trading Bay Field
Monopod
North Trading Bay
t
Spark
Spun
McArthur River Field
King Salmon
Grayling

Dolly Varden

©008/009

BOPD 12/02

520
3500
1600

shut-in

1170
500
1670

2310

shut-in

shut-in

4100
3440

3050
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Steelhead (oil only) 1640
West McArthur Field 2790
Redoubt Unit 2550

The incentive of the 7 14% royalty reduction may in itself not be enough to keep
the operator producing past the anticipated limit, but it sends the right message at
no cost to the State. We would recommend resisting many bill additions as it is

critical that the program be clear, predictable, and timely.



RESOURCE DEVELOPMENT COUNCIL

Growing Alaska Through Responsible Resource Development

May 5, 2003

Representative Hugh Fate, Chair
House Resources Committee
Alaska State Capitol

Juneau, Alaska 99801-1182

Re: House Bill 198 — Royalty Reduction on Certain Oil
Dear Representative Fate:

On behalf of the Resource Development Council for Alaska, Inc. (RDC), | am writing in
support of HB198 — Royalty Reduction on Certain Oil. RDC is a private, non-profit,
business association representing individuals and companies from Alaska's oil and gas,
mining, timber, tourism and fisheries industries. Our mission isto help grow Alaska's
economy through the responsible development of the state's natural resources. HB198
encourages development of Alaska's resources while protecting the interests of the State.
The bill deserves your committee's strong support, and we urge you to move it forward.

As you are well aware, many of the oil fields in Cook Inlet have begun to reach the
threshold of economic productivity. UNOCAL's recent decision to close two of its Cook
Inlet platforms is evidence of this trend. Because the Cook Inlet basin is a maturing oil
province, it is appropriate for the State to consider incentives designed to prolong the life
of existing fields, protect critical infrastructure and encourage opportunities for future
investment. HB198 addresses each of these goals.

HB198 creates a royalty reduction schedule triggered by specific production volume
levels — 1,200 barrels per day and 750 barrels per day depending upon the field. By
establishing a fixed royalty reduction schedule this legislation provides operators with an
economic incentive that is predictable, simple and can be put into place quickly. In other
words, it is something companies can count on when making investment decisions. The
bill also protects the State by increasing the royalty rate if production from a participating
field subsequently increases above either 750 or 1,200 barrels per day.

If passed this bill will generate a host of benefits. Most importantly HB198 will add one to
three years of life to several Cook Inlet oil fields. Extended life for these fields will in turn
prolong the utility of critical infrastructure and offset the State's reduced royalty share. It is
important to note that maintaining Cook Inlet's existing infrastructure may facilitate future
exploration, development and production of currently undiscovered reserves. At a
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community level HB198 will delay workforce reductions and help maintain the region's
property tax base. 5

Thank you for considering our position on this important piece of legislation. Please feel
free to contact me with any questions.

Sincerely,

Resource Development Council
for Alaska, Inc.

Tadd Owens
Executive Director
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Date of Committee Action:
The FINANCE Committee considered: HB 199
HOUSE BILL NO. 199 DELETE MINIMUM Wa GE INFLATION -PROOFING

"An Act removing the annual adjustment to the minimum wage based on the rate of inflation; and providing for
an effective date."
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FISCAL NOTE

STATE OF ALASKA Fiscal Note Number:
2003 LEGISLATIVE SESSION Bill Version: HB 199
() Publish Date:
Revision Date/Time (Note if correction): Department: Labor and Workforce Development
Title: Delete Minimum Wage Inflation - Proofing 3RU: Labor Standards & Safety
Component. Wage and Hour
Sponsor: Rules_Committee
Requester:  House L&C Componnnt Number: 345
Expenditures/Revenues (Thousands of Dollars)
Note: Amounts do not include inflation unless otherwise noted below.
OPERATING EXPENDITURES FY 2004  FY2005  FY 2006  FY2007  FY2008 FY 2009
Personal Services
Travel
Contractual
Supplies
Equipment

Land & Structures
Grants & Claims
Miscellaneous

TOTAL OPERATING 0.0 0.0 0.0 0.0 0,0 0.0
CAPITAL EXPENDITURES [
CHANGE IN REVENUES ( ) I I I I I
FUND SOURCE (Thousands of Dollars)

1002 Federal Receipts
1003 GF Match

1004 GF

1005 GF/Program Receipts
1037 GF/Mental Health

Other (Specify Typo)
TOTAL 0.0 0.0 0.0 0.0 0.0 0.0
Estimate of any current year (FY2003) cost: None

Check this box (X) if funding for this bill is included in the Governor's FY 2004 budget proposal:
POSITIONS

Full-time

Part-time

Temporary

ANALYSIS:  (Attacha separate page if necessary)

This bill would modify AS 23.10.065(a) by removing the provision that requires the department to annually adjust the
minimum wage in Alaska for the effects of inflation. The department does not anticipate a financial impact from this
legislation.

Prepared by:  Grey Mitchell,_Director Piiune: 465-4855
Division: Labor Standards & Safety Date/Time: 4/24/03 1:21 PM
Approved by:  Grog O'Claray, Commissioner Date: 04/24/03
Agency: Department of Labor and Workforce Development

For distribution information, call the Governor's Legislative Office
(RL26/2000 o Page_ 1 of_ 1



House Finance Committee Vote Sheet

DATE:

SUBJECT:

MEMBER

FAILED:



AMENDMENT \

TO BE OFFERED INTHE HOUSE FINANCE COMMITTEE
OFFERED BY REPRESENTATIVE CROFT

TO: HB 199

Page 1, line 2, after “inflation” insert title amendment:

“and providing for a vote;”

Page 2, after line 10, a new subsection is added to AS 23.10.065:
“(b) AS 23.10.065 may not be amended unless the amendment is approved a
majority of the voters voting on the question at the next general election.”

Renumber accordingly.



FISCAL NOTE

STATE OF ALASKA
2002 LEGISLATIVE SESSION

Revision Date/Time (Note if correction):

Title Delete Minimum Wage
Inflation-Pri .ifing
Sponsor Representati /e Rokeberg

Requester House Labor & Commerce

Expenditures/Revenues

Fiscal Note Number 1

Bill Version: HB 199

(H) Publish Date: 4/28/2003

Dept. Affected] Labor & Workforce Dev
~BRU Wage & Hour

Comprnent

Component No.

(Thousands of Dollars)

Note: Amounts do not include inflation unless otherwise noted below.

OPERATING EXPENDITURES FY 2003  FY 2004

Personal Services
Travel
Contractual
Supplies
Equipment
Land & S'ructures
Grants & Claims
Miscellaneous
TOTAL OPERATING 0.0

CAPITAL EXPENDITURES

CHANGE IN REVENUES ( )

FUND SOURCE

1002 Federal Receipts

1003 GF Match

1004 GF

1005 GF/Program Receipts

1037 GF/Mental Health

Other (Specify Type-Do not abbreviate)
TOTAL 0.0

Estimate of any current year (FY2002) cost: 0.0

FY 2005  FY 2006  FY 2007  FY 2008

0.0 0.0 0.0 0.0

(Thousands of Dollars)

0.0 0.0 0.0 0.0

Check this box (X) if funding for this bill is Included In the Governor's FY 2003 budget proposal: |

POSITIONS
Full-time
Part-time
Temporary

ANALYSIS:  (Attacha separate page if necessary)

This legislation has no fiscal impact on state spending.

Prepared by:  Representative Tom Anderson

Division Chair, House Labor & Commerce Committee
Approved by:  Representative Tom Anderson
Agency House Lahor & Commerce Committee

(Rovu«J 0/2001 OMP)

Phone
Da'o/Time 4/28/03 11:37 AM

Date 4/28/2003

Page 1of 1
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The Unseen Working Poor

Today, you are being asked by supporters of HB 199 to deny to a
full-time working person who earns $286 a week, a raise of 14
cents per hour,

Put another way, you would rather pay a penny or two less for a
Big Mac® then see Alaska’s lowest paid workers maintain what
little purchasing power they have.

Those making the minimum wage are real people, people who
clean your toilets, process your fish, make your hotel room beds,
serve you meals and, yes, flip your burgers. The fact that you may
not know any of these people or socialize with them does not make
them any less real or human. They are entitled to as much respect
and dignity as you or me.

These unseen workers will most likely never know how you will
have voted today but you will know, as will our Creator. Please
remember the words of his Son: “Amen, | say to you, whatever
you did for one ofthese least brothers of mine, you did for me.”

Please vote forjustice and against HB 199. Thank-you.

Chip Wagoner
Alaska Catholic Conference



Subject: Wage & Hoar Legislative Support is Needed - LC
Date: Wed, 09 Apr 2003 01:32:17 -0400

From: "Frank Rose" <fwr@alaskalm.com>
To: "Rep Norman Rokeberg" <Representative_Nonnan_Rokeberg@legis.state.ak.us>

Frank Rose
POB 72478
Fairbanks, AK 99707-2478

April 9, 2003

Dear Rep Rokeberg:

I would like to convey our support of the wage and hour legislative issues
as outlined below. You will soon see legislation that deals with most of

these issues

- We support the elimination of the CPI provision currently in the
minimum, wage law which increases the minimum wage annually commensurate

with cost of living increases.

- We support the elimination of the 80/20 statute currently in place
which requires that exempt employees, performing non exempt work greater
than 20% of the time, are paid 2 h times the minimum wage.

- We support the modification of Alaska"s training wage which currently
allows an employer to pay the Federal Minimum wage of $5.15 per hour to
employees under the age of 17 who work less than 30 hours per week. The
proposed modification changes this from 30 to 40 hours per week.

- We support the introduction of a tip credit provision which freezes the
min wage at it"s current hourly rate and allows employers to forgo future
minimum wage increases iIn recognition of an employees®™ tips. The
Hospitality Industry has been detrimentally impacted by legislation passed
in the last several sessions Further eroding bottom line profits and has
forced employers to reduce employee benefits and in many cases, lay off
workers. Couple this with the two year economic downturn we have
experienced, rising insurance costs (by as much as 30% in my case)and
occupancy levels in my hotels that will not sustain a seasonal operation—
you have a sure formula for failure.

Alaska®s Hospitality Industry is the second largest private sector
employer in the state where 78% of our employees are Alaskans. We request

your support of these critical wage and hour statutory changes to assure
the economic well-being of Alaska®"s Hospitality Industry.

Sincerely,

Frank W. Rose, President-Alaska Lodging Mgt., Inc.
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Subject: Wage & Hour Legislative Supportis Needed - LC
Date: Thu, 03 Apr 2003 16:35:25 -0500
From: "Luke Peroni" < Ipeomi@alyeskaresort.com>
To: "Rep Norman Rokeberg" <Representative_Norman_Rokeberg@legis.state.ak.us>

Luke Peroni
Eox 249
girdwood, AK 99587

April 3, 2003
Dear Rep Rokeberg:

I would like to convey our support of the wage and hour legislative issues
as outlined below.

- We support the elimination of the CPlI provision currently in the
minimum wage law which increases the minimum wage annually commensurate
with cost of living increases.

- We support the elimination of the 80/20 statute currently in place
which requires that exempt employees, performing non exempt work greater
than 20% of che time, are paid 2 M times the minimum wage.

- We support the modification of Alaska"s training wage which currently
allows an employer to pay the Federal Minimum wage of $5.15 per hour to
employees under the age of 17 who work less than 30 hours per week. The
proposed modification changes this from 30 to 40 hours per week.

- We support the introduction of a tip credit provision which freezes the
min wage at it"s current hourly rate and allows employers to forgo future
minimum wage increases 1in recognition of an employees®™ tips.

The Hospitality Industry has been detrimentally impacted by legislation
passed in the last several sessions Further eroding bottom line profits
and has forced employers to reduce employee benefits and in many cases,
lay off workers. Alaska®"s Hospitality Industry is the second largest
private sector employer in the state where 78% of our employees are
Alaskans. We request your support of these critical wage and hour
statutory changes to assure the economic well-being of Alaska®s
Hospitality Industry.

Sincerely,

Luke Peroni F&B Director Alyeska Resort If ©1ll Q VE l:

APR - 3 2003
U

lofl 4/3/2003 1:08PM
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Subject: Wage & Hour Legislative Support is Needed - LC
Date: Thu, 03 Apr 2003 14:31:08 -0500
From: "Meghan Popely" <cfladmin@ptialaska.net>
To: "Rep Norman Rokeberg™ <Representative_Nonnan_Rokeberg@]legis.state.ak.us>

Meghan Popel
800 Venetia XNay

Ketchikan, AK 99901

April 3, 2003
Dear Rep Rokeberg:

| would like to convey our support of the wage and hour legislative issues
as outlined below.

~We support the elimination of the CPI provision currently in the
minimum wage law which increases the minimum wage annually commensurate

with cost of living increases.

We support the elimination of the 80/20 statute currently in place
which requires that exempt employees, performing non exempt work greater
than 20% of the time, are paid 2 % times the minimum wage.

We support the modification of Alaska's training wage which currently
allows an employer to pay the Federal Minimum wage of 85.15 per hour to
employees under the age of 17 who work less than 30 hours per week. The
proposed modification changes this from 30 to 40 hours per week.

~We support the introduction of a tip credit provision which freezes the
min wage at it's current hourly rate and allows employers to forgo future
minimum wage increases in recognition of an employees" tips.

The Hospitality Industry has been detrimentally impacted by legislation
passed in the last several sessions Further eroding bottom line profits
and has forced employers to reduce employee benefits and in many cases,
lay off workers. Alaska's Hospitality Industry is the second largest
private sector employer in the state where 78% of our employees are
Alaskans. We request your support of these critical wage and hour
statutory changes to assure the economic well-being of Alaska's
Hospitality Industry.

Sincerely,

Meghan L. Popely
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ALASKA STATE LEGISLATURE
House of Representatives

COMMTTEEASIGNMENTS INTERIM;
716 WEST 4TH AVENUE. SUITE 300
RULES COMMITTEE. CHAIRMAN ANCHORAGE, AK 99501
LABOR * COMMERCE COMMITTEE, MEMBER PHONE: (907) 269-0117
LEGISLATIVE COUNCIL, MEMBER FAX: (907)269-0119
SPECIAL COMMITTEE ON OIL 4 GAS. MEMBER
LEGISLATIVE ETHICS COMMITTEE. MEMBER SESSION:
ALASKA STATE CAPITOL
wobsila: htlpwww.akrepublicans.org/iokeberg/ JUNEAU. AK 99801-1182

PHONE: (907) 465-4968
FAX: (907) 465-2040

R epresentative Norman R okeberg

e-mail: Representative_Noiman_Rokeberg@legis.slate.ak.us

SPONSOR STATEMENT FOR HB 199
BY: Representative Norman Rokeberg

Title: An Act removing the annual adjustment to the minimum wage based on the rate of
inflation; and providing for an effective date.

In 2002, the 22rd Legislature enacted HB 56 repealing the minimum wage formula, which tied
Alaska's minimum wage to the federal minimum wage PLUS $.50 per hour or $5.65. The bill
established a base minimum wage of $7.15 per hour, an increase of $1.50 or 27%. In addition,
HB 56 created a two-pronged formula annually adjusting the minimum wage by the Consumer
Price Index (Anchorage), or increasing it by $1.00 over the federal minimum wage, which ever
is greater. Therefore, every January small businesses must increase their labor costs in spite of
particular business circumstances, sector trends or economic conditions.

The rational for increasing the minimum wage is to increase income for lower income people
and reduce poverty. Indexing is supposed to allow these workers to keep up with inflation,
give "certainty' to employers, and keep a divisive issue off the legislature's calendar.

Sound economic analysis argues against such results. Forced wage hikes lead entry-level
employers to eliminate jobs or reduce working hours. The evidence suggests that such
increases do not help the poor, but on the contrary, increase unemployment, effect only a small
percentage of the target group, create inflation and fail to account for worker mobility.

This issue is of such importance that the legislature should be required to periodically take up
the issue of the appropriate amount of the minimum wage. By doing so, this will allow the
business community to have a seat at the table when bargaining for a change to the wage rate.
The principle of collective bargaining requires employees and employers to be at the table when
negotiating wage rales and other conditions of employment. However, when the legislature
acts unilaterally, the effected employers have no say or input to tine amount of the minimum
wage.

In the four months since the minimum wage increase has occurred, Alaskan businesses have
already reacted in a negative manner to low-income workers. This includes the closing of a
business in Anchorage, directly related to the minimum wage increase, and the loss of 54 jobs.

Indexing the minimum wage has failed in its primary objective. | urge your support of this
legislation.

ED 2: 4/30/03
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er Price

Percent

U.S. Change

City from Anchorage
Year Average Prev. Yr. Average
1960 29.6 34.0
1961 299 1.0 34.5
1962 30.2 1.0 34.7
1963 30.6 1.3 34.8
1964 31.0 1.3 35.0
1965 315 1.6 35.3
1966 324 2.9 36.3
1967 334 31 37.2
1968 34.8 2 38.1
1969 36.7 5.5 39.6
1970 38.8 5.7 41.1
1971 40.5 4.4 42.3
1972 41.8 3.2 43.4
1973 444 6.2 45.3
1974 49.3 11.0 50.2
1975 53.8 9.1 57.1
1976 56.9 5.8 61.5
1977 60.6 6.5 65.6
1978 65.2 7.6 70.2
1979 72.6 11.3 77.6
1980 82.4 135 85.5
1981 90.9 10.3 924
1982 96.5 6.2 97.4
1983 99.6 3.2 99.2
1984 103.9 4.3 103.3
1985 107.6 3.6 105.8
1986 109.6 1.9 107.8
1987 113.6 3.6 108.2
1988 118.3 4.1 108.6
1989 124.0 4.8 111.7
1990 130.7 5.4 118.6
1991 136.2 4.2 124.0
1992 140.3 3.0 128.2
1993 1445 3.0 132.2
1994 148.2 2.6 135.0
1995 152.4 2.8 138.9
1996 156.9 3.0 142.7
1997 160.5 2.3 144.8
1998 163.0 1.6 146.9
1999 166.6 2.2 148.4
2000 172.2 3.4 150.9
2001 177.1 2.8 155.2

1982-1984 = 100

Source: U.S. Department of Labor, Bureau of Labor Statistics

niacvn trniunM ir

Index-Urban

nClsty and Anchorage averages, 1960-2001

Percent
Change
from

Prev. Yr.

15
0.6
0.3
0.6
0.9
2.8
25
2.4
3.9
3.8
2.9
2.6
4.4
10.8
13.7
7.7
6.7
7.0
10.5
10.2
8.1
5.4
1.8
4.1
2.4
1.9
0.4
0.4
2.9
6.2
4.6
3.4
31
21
2.9
2.7
1.5
15
1.0
1.7
2.8

Tociunc

Commerce Researchers Association index,
information from Alaska Housing Finance
Corporation, the web based indexes included at
the end of this article, and others,

Caution is importantwhen using these

indicators

All measures of cost of living have their
shortcomings. Because no two consumers spend
their money alike, no index accurately captures all
the differences. The average household in Barrow
may spend its income quite differently than the
average household in Juneau. And how those
differences stack up against a household in San
Francisco could be dramatic. Comparisons are
not easy to make. People's spending habits are
also continuously in flux. Technology keeps
changing, tasteschange and people reactdifferently
to changes in consumer prices. Most of the cost-
of-living indexes approach the issue by measuring
prices from a sample of goods and services that
they believe best mimic the "average consumer"
or a specific group of consumers. Items such as
housing, food, transportation, medical,
entertainment, etc., are included in these surveys.
This list of items is often referred to asthe "market
basket." Some indexes go to great lengths to
construct these market baskets and others are very
simple. What is important is understanding the
contents of this market basket and the specific
consumers' buying habits it attempts to imitate.

How fast are prices rising?

The Anchorage Consumer Price Index (CPI) is the
most important cost-of-living index in Alaska;
indeed, it isthe only CPI produced in the state. It
provides along-term record of local price changes
and it is often treated as the de facto statewide
inflation measure. Anchorage is one of 87 urban
communities in the country where the U.S.
Department of Labor's Bureau of Labor Statistics
(the bureau or BLS) tracks consumer prices. In
most cases, price changes in Anchorage probably
do not differ radically from other communities in
the state. However, some people preferto use the
national CPI.
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Indexing the Minimum Wage:
A Vise on Entry-Level Wages

Employment Policies Institute

Introduction

Indexing the minimum wage is a rising trend
at the state and local levels. Whether through
a ballot initiative, as in Washington and
Oregon, or state legislature, as was the case in
Alaska, efforts have increased in the recent
years to tie minimum wage increases to spe-
cific economic indicators such as the
Consumer Price Index (CPI):

Washington, Oregon, and Alaska all have
minimum wages exceeding the federal stan-
dard that also increase annually based on
changes in the CPI. In the 2001 legislative ses-
sion, 24 other states considered increasing
their minimum wages, and 15 of these con-
sidered linking those increases to indexing.

The arguments in favor of indexing are
deceptively simple. Advocates argue index-
ing helps low-wage workers keep up with
inflation and gives '‘certainty” to employ-
ers about wage increases. And besides, raising
the minimum wage every year keeps a divisive
issue off the legislative calendar.

But mandated wage increases are
proven to be vastly inefficient.
jMoreover, there is a general consen-
sus that forced wage hikes lead entry-

occurrence to an annual event, albeit in an incre-
mental fashion. Indexing is Litle more than an
effort to institutionalize on auto-pilot a cycle of
rising labor costs leading to reduced job growth,
annual harm to job opportunides for the least
skilled, and constant inflationary pressure, all
without any measurable reduction in poverty.2

1. Targeting the Wrong People

Few people will deny that the stated goal of
increasing the minimum wage is to get more
money to families who are supported only by
a minimum wage earner. However, even a
casual examination of recent minimum wage
proposals shows that minimum wages fail to
target the families they are intended to help.
For instance, as seen in Figure 1, of every
100 workers affected by the $6.65 minimum

Distribution of Workers Affected by
a Proposed $6.65 Minimum Wage

Foure 1

level employers to eliminate jobs or
reduce work hours. Even if jobs are
not cut, employers respond to higher
labor costs by shifting their hiring focus to bet-
ter skilled employees or more capital-intensive
production, leaving the least skilled out of the
labor market.1

Automating minimum wage increases shifts
these negative effects from a once-in-a-while

Single or Married (Single
Eamer) With No Kids

Single Parent With Kida or Single
Earner in a Couple With Kids
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wage recently proposed in Congress, only 14
are single parents supporting children with
just that low-wage job. The other 86 benefici-
aries—who by definition are the actual “target”
of the policy—are either teenagers living with
their parents, single adults, married adults
without children or one of multiple workers
in a family with children.3

Indexing the minimum wage does not
address the poorly targeted nature of the pro-
gram itself. The overwhelming majority of
“new dollars” created by annual wage hikes
will still be delivered to people who are nei-
ther living in poverty nor supporting children.

2. Failing to Reduce Poverty

The 2001 study Does the Minimum Wage
Reduce Poverty? conducted by Drs. Richard K
Vedder and Lowell E Gallaway of Ohio
University shows conclusively, “that minimum
wage laws cannot be justified as a poverty-
reducing device.”4 Their research shows that
no matter which groups are examined, how
one defines poverty or where in the country
you look, minimum wages have had no nega-
tive effect on poverty.

This study examines all poor households,
and reveals that poverty exists primarily
among nonworkers. In fact, for every full-time
poor worker, there are seven who either do
not work or only work part time. These peo-
ple are helped out of poverty through first get-
ting employed, improving their skills and the
having increased job opportunities.5

3. Ignoring “Natural” W age Growth

At the heart of the case for indexing is the
notion that the bulk of minimum wage work-
ers remain at the minimum wage and experi-
ence increasing financial strains brought on
solely by annual inflationary pressures. In real-
ity, it is difficult to find employees who stay at
the minimum wage year after year. Those who
do often have serious skill deficiencies or
other problems that will not be solved with an
indexed minimum wage.

The fact is that wages for most minimum
wage workers rise, quickly without any interven-
tion from the government. These wage increas-
es come as workers increase their skill and expe-
rience levels, switch jobs, take on more respon-
sibility, or improve their educational credentials.

Eurez Time Line of Exit Rates* from 1977-1997

80%

*The 'exit racg’ is defined &s the percentage of minimum wageworkers that have suffidient wege growth to cam aoove the mininum wege one year Idter. If the mininum
Wege inoreeses over the yeer, X person's wege must inoreese beyond the levd of the new minimum tn be counted as an exit

Employment Policies Institute | umrw.EPlonlinc.urg



Figure 3

Percentage of Hourly Workers Earning the Minimum Wage

«The prevailing Federal minimumwege wes 20 in 197, S3.10in 1980, and 53.35 in 1981-39. The minimum wege rose to 53.80 in April 1990, to 54.15 in April
1991, to 54.75 in October 1991, and to SS15in Septenber 1997, Thus, the Federd minimum wes $4.15 for the 199295 period, and S515in 1998-2001 Deata for
199091 and 199697 reflect changes in the minimum wege that took place in those years.

SOURCE: Unpublished tabulations from the Current Population Survey (CPS), Bureau of Labor Statistics.

Research from Dr. William E Even from
Miami University of Ohio and Dr. David
Macpherson from Florida State University
shows in Figure 2 that between 1977 and 1997,
on average 65% of minimum wage employees
made more than that wage the following year,
with typical wage growth exceeding 10%.fi Even
the most ardent proponents of indexing have
not suggested raising wages by 10% per year, yet
this is exactly what most minimum wage work-
ers accomplish on their own.

4. Declining Numbers of
M inim um W age Employees
A corollary to the natural wage growth

described above is the well-documented decline
in the share of the population that is even

affected by the minimum wage. Bureau of
Labor Statistics (BLS) data show that the num-
ber of workers at the minimum wage has been
declining steadily over the past decade as seen
in Figure 3. In 1992, 4.7% of the workforce was
at the minimum wage, while in 2001 just 0.9%
of workers earned the minimum wage.7

Between 1980, when 9.1% of the workforce
was earning the minimum wage, and 2001,
there was an 86% decline in the number of
employees working at the minimum wage —a
drop of over 4 million workers. During the
same time span the workforce added over 21
million more hourly workers.8

This decline can be attributed largely to the
wage hikes earned by entry-level workers. It
also points out the fallacy behind the argu-
ment that indexing is necessary if the govern-
ment is to “help" minimum wage workers.

Employment Policies Institute | mwu/.EPlonbne.urg



5. Overstating .he

E ffects of Inflation

Foremost among the faulty arguments cited by
indexing proponents is the one referencing
the effects of inflation on the real value of the
minimum wage.

A representative of the Oregon Center for
Public Policy (a left-leaning advocate of index-
ing) said, “Each year families working at or
close to the minimum wage find it harder to
make ends meet because prices go up.
Indexing the minimum wage to inflation stops
the erosion of its value.”d

Accepting this statement at face value means
ignoring the substantial wage growth that mini-
mum wage workers experience each year. The
population of minimum wage employees is a
constantly-changing mix of labor market
entrants. As noted above, to suggest that folks
who are earning the minimum wage today are
the same people who earned this wage las: year
or the year before is demonstrably false.

But the pitfalls of the inflation argument go
beyond the composition of the minimum wage
workforce. Even if one accepts constant infla-
tionary pressures on minimum wage workers,
the fact remains that the CPI is a crude tool for
indexing because it has been shown to overstate
inflation. Even some proponents of minimum
wage increases have de-.ounced linking auto-
matic wage increases to the CPI as it does not
accurately reflect market-caused price increas-
es..on

If the CPI overstates inflation as research
has shown, then indexed minimum wages
based on the CPI would actually cause infla-
tion, creating the need for greater and greater
minimum wage increases every year.

6. Productivity of Low -S kill
W orkers Fails to Justify Indexing
A study by Oren M. Levin-Waldman (1998) pro-

poses to instead link the minimum wage to pro-
ductivity increases which the BLS has measured

Productivity Indexes for Various Sectors (1977 = 100)

Manufacturing

Nonfarm Businnss

Ealing and Onnking Places j

Employment Policies Institute | unvw.EPlonline.org



as increasing by an average of 2.7% annually
since 1949.12 Alternatively, this paper suggests
adjusting the minimum wages by tying them to
the median wages for low-skilled jobs, so mini-
mum wages do not increase too far out of line
with wages of the least skilled. Under this sce-
nario, the median wage of the lowest-wage
workers is used as a proxy for the productivity
of the least skilled workers.

However, this approach also has serious pit-
falls. If one examines the Bureau of Labor
Statistics measures of productivity in the eating
and drinking industry (one of the largest
employers of entry-level workers), it is clear
from Figure 4 that since 1977 the eating and
drinking industry has seen only a negligible
increase in productivity.3 In fact, when Dr.
Levin-Waldman uses the median wages of low-
wage employees as a proxy for productivity
linked to the S3.35 minimum wage of 1983, the
estimated minimum wage index was only $0.06
different in 1997 than the current S5.15 mini-
mum wage.}4

This is hardly a sound basis for arguing the
need for indexing. On the contrary, from this
analysis, it would seem that suggestions of the
“declining value of the minimum wage” are
simply untrue.

7. Siphoning O ff Wage Increases

Supporters of indexing also rarely mention
ti.e lost benefits and additional taxes families
incur following mandated wage increases.

In 2002., families supported by a single min-
imum wage employee with two children could
receive $4,140 in refundable Earned Income
Tax Credit benefits, about $3,500 annually
(%300 monthly) in food stamp benefits, thou-
sands of dollars in Section 8 benefits if they
gualify, and free or low-cost health insurance
for their children in every state.

Any family taking advantage of all these pro-
grams and subsequendy “benefiting” from a
mandated increase in the ‘minimum wage

would lose between 50% and 100% of every
extra dollar they earn (up to about $15.00 per
hour).55 This is because eligibility for these
well-targeted assistance programs falls rapidly
as wages rise. In the end, the overall income
available to poor families does not rise at all,
or rises just marginally, after an idexed wage
hike takes effect.

8. Risks of Economic Uncertainty

In times of economic uncertainty, policymak-
ers are motivated by a desire to enhance job
creation and improve the business environ-
ment. Thus, minimum wage hikes rarely pass
in the midst of a recession. Indexing the min-
imum wage would change that. Indexing puts
minimum wage hikes on automatic pilot, forc-
ing labor costs to rise even during times when
no rational public servant would force this
kind of mandate, such as periods of high
unemployment or otherwise slow economic
growth.

Historically, business cycles rise and fall
over time. This has become evident (again) in
recent years. With an unpredictable economic
environment, it is important to remember that
the labor market needs a certain amount of
flexibility to deal with changing demands.

9. Better Targeted Programs
Save Money and Provide

M ore Assistance

For the small number of individuals who are
supporting children on a minimum wage
income, there already exist a number of tight-
ly-focused programs that are far better suited
to delivering income to those in need. These
programs can either be better promoted,
expanded or combined to provide even more
assistance to poor families.

Since 1968 several programs have been cre-
ated or expanded that are vastly more effi-
cient than the minimum wage at getting

Employment Policies Institute 1 wwui.EPlonline.org



money to the poorest and most needy fami-
lies. However, proponents of wage mandates
wrongly criticize these programs as reasons
for wage increases. Robert Pollin, often called
the father of the living wage movement, said
in the December 2002 Journal of Economic
Issues, “[Tjhe need for such programs to sup-
port families which include full-time workers
only emphasizes further the low level to which
the national minimum v/age has fallen.”16

What Mr. Pollin fails to acknowledge is that
these programs are not a symptom of the
national minimum wage, but well-targeted
policies superior to the minimum wage,
specifically designed to target poor families
with children. The programs that exist are far
more efficient and cost effective than the gen-
eral wage mandates he proposes.

Parents who cannot provide for their children
with their earnings now have access to in-kind
programs such as food stamps, Section 8 or
public housing, Medicaid and state Children’s
Health Insurance Programs (sCHIP), as well as
cash-benefit programs like Temporary Aid for

Figures

. |1 Actual VaJua o<MkWrum Waga

M i. RaalValua ol Minimum Waga In 1002 Dollar*

Needy Families (TANF) and the refundable
Earned Income Tax Credit (EITC). Funds from
each of these programs are targeted solely to
low-ir.come families with children, unlike mini-
mum wage increases where a substandal por-
don of the benefit goes to middle and upper
class families or teenagers.

Restricdng one’s" focus to the inflation-
adjusted value of the minimum wage fails to
take account of the EITC which has expand-
ed greatly over the past 25 years. Expansions
of the EITC increase hourly income for a sin-
gle full-time minimum wage worker by over
52.00 per hour as seen in Figure 5. This
54.000 is delivered directly to families with
children, rather than wasted on individuals
and families outside of those most in need.

Unfortunately, advocates of indexing would
prefer that policymakers consider their pro-
posal in a vacuum, ignoring the reality that
poor families have a wide variety of resources
available to .supplement their incomes until
their skill levels r;se to a point where they can
command higher wages.

Comparison of the Real and Actual Value of the Minimum Wage
Plus the Earned Income Tax. Credit (as of January 1st each year)

t"."11 Raal Valua of Minimum Waga Phia Uia Eamad Incoma r«&»dlt
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Conclusion

There are several key questions legislators
should ask when considering indexing wage
mandates:

* Who are we trying to help by indexing
wages?

* Is wage indexing an efficient way

to deliver assistance to the target
populadon?

m Is the CPI the proper tool for index-
ing wages, or could using the CPI
cause more inflation or exacerbate
unemployment?

» How will employers react to automat-

ic increases in the wages they pay?
Will they welcome the “certainty”
offered by indexation? Or will
employers seek out more efficient and
productive employees, cut back on
jobs and hours or switch to more cap-
ital intensive production?

In the balance between government, families
and employers, creating an environment where
business is challenged annually through an
untargeted and unfunded mandate cannot have
positive effects for any party. Because it offers
few benefits, is foolishly targeted to thoae indi-
viduals who are not in need, and substantially
increases risks for low-skill workers, indexing
must be viewed for what it is: a politically-moti-
vated tool with no place in a balanced approach
to assisting the working poor.
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The Economic Impact of Washington's Minimum Wage Law

By Richard Vedder and Lowell Gallaway
Ohio University

Introduction

On January 1, 1999, the minimum wage for workers in Washington rose as a result of a voter initiative.
Subsequent increases have brought the Washington minimum wage to more than 36 percent higher than the
national average. As Figure 1shows, in much of modem history, the Washington state minimum wage was
at, or relatively close to, that determined nationally via the Fair Labor Standards Act of 1938 as amended.
The 1998 decision of the voters, however, has led to an unprecedentedly high minimum wage in Washington
relative to national norms. Today, the Washington state minimum wage is the highest, relative to the national

standard, at any time in history.

Figure 1: W ashington M inim um
f ~'se

W age as Percentof U.S.

The increase in the minimum wage approved by the voters was presumably motivated by a desire to
create income for lower income people. The hope was that it would reduce poverty. Yet the Law of Demand
suggests that when the price of something rises, the quantity the people wish to purchase falls. Government
mandated higher minimum wages mean the price of labor is being increased, which should induce some



/

reduction in the amount of workers who will be hired1 Thus the income-generating effect of higher wages
might be offset by the income-destroying impact of falling employment opportunities arising from higher
wages. The Nobel Prize winning economist Jospeh Stiglitz, who was Chair of the Council of Economic
Advisers under President Clinton, put it well: “a higher minimum wage does not seem to be a particularly
useful way to help the poor. Most poor people earn more than the minimum wage when they are working;
their problem is not low wages.”2 Secondarily, if a significant percentage of low paying jobs were held by
persons from non-poor families, the minimum wage might be ineffective in achieving its objective even if
the unemployment effects of higher wages are small. 3Moreover, the longer term ability to increase worker
income is closely tied to experience and training, and if the minimum wage hike were to lead to reduced
training, and if unemployment lowered opportunities to gain experience, the longer term prospects of lower
skilled workers would be further reduced.

The first empirical question, then, is: have economic conditions for lower income citizens of
Washington improved since the enactment of the high state minimum wage? Is, for example, the rate of
poverty higher or lower? Does Washington’s poverty experience in recent years mirror that of the nation? If
no, is it plausible to argue that the minimum wage law has played a role in the deterioration in the income
position of relatively disadvantaged Washingtonians?

1 The evidence in this respect is persuasive. A review of earlier studies is found in Charles Brown, Curtis Gilroy and Andrew
Kohen, “The Effect of the Minimum Wage on Employment and Unemployment,” Journal ofEconomic Literature 46( 1), October
1982, pp. 487-528. For a more recent review, see Charles Brown, “Minimum Wages, Employment and the Distribution of
Income," in Orley Ashenfelter and David Card, eds., Handbook ofLabor Economics, 3B, 1999, pp. 2101-2163. On the impactof
changes in the federal minimum wage instituted in 1990 and 1991, see Donald Deere, Kevin M. Murphy and Finis Welch,
“Employment and the 1990-1991 Minimum Wage Hike,” American Economic Review, 85(2), May 1965, pp. 232-237. David
Neumark and his colleagues have also performed much valuable recent research. See, for example, David Neumark and William
Wascher, “A Cross-National Analysis of the Effects of Minimum Wages on Youth Employment, National Bureau of Economic
research (NBER) Working Paper No. 7299, August 1999, Neumark’s “The Employment Effects of Recent Minimum Wage
Increases: Evidence from a Pre-Specified Research Design," NBER Working Paper No0.7171, June 1999, and David Neumark,
William Wascher and Mark Schweitzer, “The Effects of Minimum Wages Throughout the Wage Distribution,” NBER Working
Paper No. 7519, February 2000. For the NBER studies, go to http://www.nber.org. See also Richard V. Burkhauser, Kenneth A.
Couch and David C. Wittenburg, “Who Minimum Wages Bite: An Analysis Using Monthly Data,"” Southern Economic Journal
67(1), 2000, pp. 16-40; David Macpherson, “The Effects of the Proposed California Minimum Wage Hike,” Employment Policies
Institute, October 2000. The only major dissenting voice to the consensus that minimum wages cause unemployment comes from
David Card and Alan Krueger, whose research are discussed below.

. See his Economics (New York: W.W. Norton, 1993), pp. 130-133.

3 For statistics on work experience and earnings of poor and near-poor persons, see U .S. Department of Commerce, Bureau of the
Census, Current Population Reports No. 219, Poverty in the UnitedStates:2001 (W ashington, D.C.: Government Printing Office,
2002), available at www.census/gov/hhes/www/povertv.html.

*Empirical evidence that minimum wages reduce training is provided in Masanori Hashimoto, "Minimum Wage Effects on
Training on the Job," American Economic Review, 72(5), December 1982, pp. 1070-1087. For a more recent affirmation of that
evidence, see David Neumark and William Wascher, “Minimum Wages and Training Revisited," NBER Working Paoer, W6651
available at wvvw.nber.org.
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Rising Poverty in Washington

Despite rising incomes in the late 1990s and into the new century, the poverty rate has gone up in the
state of Washington. Table 1 looks at the poverty rate in 1998, the year prior to the beginning of the state’s
higher minimum wage, and 2001, Note that in Washington, the rate rose by 1.9 percentage points, going
from 8.9 to 10.8 percent, implying an increase of the actual number of poor persons of substantially over 20
percent. By contrast, nationally, the poverty rate fell by a percentage point, and in the neighboring states of
Idaho and Oregon the decline was even greater. Whereas in 1998, the poverty rate was dramatically lower in
Washington than in Oregon (8.9 vs. 15.0 percent), by 2001, the rate was actually higher in Washington.

Table 1
Changes in the Poverty Rate, Was hington and the Nation, 1998-2001
State or Area 1998 Poverty 2001 Poverty Change, Poverty
Rate Rate Rate, 1998-2001

Washington 8.9% 10.8% +1.9%

uU.S. 12.7 11.7 -1.0

Oregon 15.0 10.6 -4.4

Idaho 13.0 11.2 -1.8

Source: U.S. Bureau of the Census, authors’ calculations.

The use of single year poverty rate data is somewhat hazardous, however, because the samples on
which poverty rates are calculated at the state level are rather small. To reduce that problem, the Bureau of
the Census prefers to use averages of the poverty rate over two or more years. We can compare 1997 and
1998, the last two years prior to the implementation of the voter mandated minimum wage increase, with
2000 and 2001, after the law had been fully in effect. The results, presented in Table 2, are similar to those
derived from the single year data. Poverty rates are falling elsewhere, but rising in Washington during the
period following the implementation of the higher state minimum wage.

Table2
Changes in the Poverty Rate, Washing!lon and the Nation, 1997-98 to 2000-01
State or  Area 1997-98 Poverty 2000-01 Poverty Ch., Pov. Rate,
Rate Rate 97-98, 2000-01
Washington 9.1% 10.8% +1.7%
u.S. 13.0 11.5 -1.5
Oregon 133 11.3 -2.0
Idaho 13.8 12.0 -1.8

U.S. Bureau of the Census, authors’ calculation

Moreover, Table 2 looks only at Washington, two bordering states, and the aggregate figure for all
Americans. A detailed examination of changes in the two-year poverty rate from 1997-98 to 2000-2001
reveals that the poverty rate rosefar more in Washington than in any other state in the Union. Indeed, only
six of the 50 states had rising poverty rates during this period of general prosperity (despite the mild 2001



recession), and the second highest increase in the poverty rate, 1.1 percentage points in Oklahoma, was more
than one-third smaller than in Washington.

It is at least conceivable that Washington’s rise in poverty happened coincidentally with the
introduction of sharply higher minimum wages. That possibility would be strengthened if the period in
guestion was one of economic stagnation and decline in Washington. The evidence, however, does not
support that possibility. Real per capita personal income rose 9.65 percent from 1997 to 2001, which, other
things equal, should have led to some reduction in poverty. Moreover, the real income growth in Washington
exceeded the national average for the same period. The median real per capita income growth for the 50
states and the District of Columbia was 7.96 percent, suggesting that Washington’s real per head income
growth was more than one-fifth larger than the typical state. In most of the rest of the U.S., poverty rates
were falling as real income was rising - but not in Washington.

More sophisticated statistical analysis confirms the descriptive statistical evidence. We regressed the
2000-01 poverty rate for the 50 states plus the District of Columbia against the 1997-98 poverty rate and
against the growth in real personal income per capita. As expected, there was a positive observed
relationship between the recent poverty rate and the earlier rate, and a negative relationship observed
between the 2000-01 poverty rate and the rate of economic growth. From the model, we can estimate what
the 2000-01 poverty rate in the state of Washington would have been. The actual rate, 10.8 percent, was
almost precisely one-third higher than the predicted rate of 8.14 percent. Why the big error (for a model that
explained well over 82 percent of the interstate variations in the poverty rate)? The unique event in
Washington was the sharp increase in the minimum wage, not observed in the typical other state.

Why would poverty rates rise in a state that had significantly rising income levels and a simultaneous
increase in the state minimum wage? While several factors are no doubt at work, the minimum wage
increase would only reduce poverty if the “income effect” on higher wages is greater than the “substitution
effect” associated with reduced employment arising from higher wages. Elaborating, proponents of
minimum wages would argue that increasing pay to relatively low paid workers often would increase their
income sufficiently to raise them above the poverty level. This income effect, however, may be completely
offset by the substitution effect that arises when the increased minimum wage leads to behavioral changes on
the part of employers.

What are these behavioral changes? First, employers respond to the Law of Demand - when the price
ofsomething rises, people want to buy less of it. In the case of labor, workers are hired for the revenues that
their efforts provide to the firm. If the extra cost to a firm of hiring another worker is less than the extra
revenue that worker will provide, it is profitable to hire the worker, and employment will be increased. For
example, suppose a worker’s effort is expected to add $6 per hour in revenue to the firm. If the wage is, say,
the federal minimum wage of $5.15 per hour, the firm will hire the worker because she or he is expected to
enhance the firm’s profitability. If, however, the wage is mandated under state law to be over $7 (as is
currently the case in Washington), the decision will be made not to employ the worker, as her addition to the
payroll of the business would actually lower profits.

If the unemployment effects of the minimum wage are sufficiently large, than one would expect the
reduction in poverty associated with some workers receiving a higher wage would be offset by the loss of
income from reduced employment among lower skilled workers. Moreover, the employment decision is not
simply a “yes” or ““no™ one where workers eidter work fulltime or are unemployed. There is considerable



evidence that increases in real minimum wages lead to reductions in hours worked. Consider a worker who
works 40 hours a week at $5.15 per hour for 50 weeks a year, providing him or her with $10,300 income.
Suppose the minimum wage goes up to $6.25, but the employer, feeling cost pressures, reduces the hours of
employment to 30 hours per week. Annual compensation of the worker would fall to $9,375, or by nine
percent, which might actually work to bring the worker into poverty from non-poverty status (that depends
on the income of other members of his or her household).3

There are other ways in which increases in the mandated minimum wage could increase worker
poverty. First, employers, to reduce costs, might eliminate certain fringe benefits, such as health insurance or
company subsidized retirement plans. Second, the firm might cut back on worker training, reducing the
probability of the worker gaining on the job skills that would increase earnings over the long run.

This brings us to two other problems with using minimum wages as a means of eliminating poverty, or
more generally, to redistribute income. First, most poor persons (over 88 percent in 2001) do not work full-
time, and a large percent (over 61 percent in 2001) do not work at all. The poverty rate among full-time
workers is a paltry 2.6 percent.6 Thus, most adult poor people have no wage income, so minimum wage laws
can have but a marginal impact. Moreover, a significant percentage of persons working minimum wage jobs
are second or third wage-eamers In a household which often has income levels substantially above the
poverty levels (e.g., teen-age children from two parent middle class families). Thus there is a significant
targeting problem with the minimum wage as a poverty reduction strategy.

The second problem relates to income mobility. Today’s poor are tomorrow’s non-poor. There is a
good deal of movement of persons up and down the income distribution. While there may be some long-term
poor who have little opportunity to improve their lot because of various disabilities (a group for which
minimum wages are largely irrelevant), most poor move out of the poverty condition as job opportunities
present themselves.7 If minimum wages deny individuals opportunities for initial employment, they retard
the move up the job ladder that p*ovides a means out of poverty for many.

We have previously estimated statistically the relationship between state minimum wages and poverty
rates using data for the 50 states and the District of Columbia.8 To summarize our findings, we consistently
found positive relationships between the presence of state minimum wages above the federally mandated
level and the rate of poverty. While the results were not always robust statistically, the opposite contention
that state minimum wage laws help reduce poverty is completely rejected. This is consistent with several
studies using federal data, including some by us, that show either no relationship between the minimum
wage and poverty or even a positive one - higher minimum wages are associated with greater poverty.

5Consistent with this argument are the findings of David Neumark and William Wascher, "Do Minimum Wages right Poverty?"
NBER Working Paper No. W6127, August 1997, available at www.nber.org. See also their paper with Mark Schweitzer, "Order
from Chaos? The Effects of Early Labor Market Experiences on Adult Labor Market Outcomes," Industrial and Labor Relations
Review, 51(2), January 1998, pp.299-322.

6 This is for persons 16 years of age or over. The statistics arc from the U.S. Census Bureau, Current Population Survey 2002,
annual demographic supplement. Available on the Internet at www.census.nov.

7William Even and David Macpherson, Rising Above the Minimum Wage (W ashington, D.C.: Employment Policies Institute,
January 2000); web address: www.eDiolinc.ore/even-macpherson.htm.

3Richard K. Vedder and Lowell E. Gallaway, Docs the Minimum Wage Reduce Poverty? (Washington, D.C.: Employment
Policies Institute, June 2001); see also our "The Minimum Wage and Poverty Among Full-Time Workers," Journal ofLabor
Research 23(1), Winter 2002, pp. 41-47.
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In conclusion, the actual evidence of the past four years along with the findings for other states leads
us to reject the major rationale for the Washington state minimum wage law, namely that it helps alleviate
Financial distress among the poorest members of the population. If anything, the evidence suggests that the
state minimum wage law is a cruel albatross around the necks of Washington’s poor, preventing them from
participating in the market economy in a way that can alleviate their economic situation.

Unemployment Effects

If itis 'rue that the increase in the Washington minimum wage has not brought about its intended
objective of improving conditions for low income persons, and indeed, likely had the opposite effect, then
this is strong circumstantial evidence that the state’s minimum wage is causing some unemployment and job
loss. What is the actual unemployment experience in Washington in the years since the institution of the high
minimum wage?

Table 3
Changing Unem ployment Rates, Washington and 10 Other Western States, 1998-2001

State or Area 1998 Unemp. Rate 2001 Unemp. Rate Change, Unemp. Rate
WASHINGTON 4.8% 6.4% + 1.6%
UNITED STATES 4.5 4.8 +0.3
Arizona 41 4.7 +0.6
California 5.9 5.3 -0.6
Colorado 3.8 3.7 -0.1
Idaho 5.0 5.0 0.0
Montana 5.6 4.6 -1.0
Nevada 4.9 5.3 +0.4
New Mexico 6.2 4.8 -1.4
Oregon 5.6 6.3 + 0.7
Utah 3.8 4.4 + 0.6
Wyoming 4.8 3.9 -0.9

Source: U.S. Department of Labor, Bureau of Labor Statistics

Table 3 shows that from 1998, the last year before the minimum wage increase, to 2001,
unemployment showed little change in the nation as a whole or in the 10 other contiguous Western states.
Nationally, the unemployment rate rose by a modest 0.3 percentage points, and in five of the other western
states it rose, in four it fell, and in one it remained the same. No state had an increase in its state
unemployment rate of over 0.7 percentage points - except Washington. The increase in the unemployment
rate in Washington was more than double for any other state in the region. By 2001, Washington had the
highest unemployment rate of any American state, whereas in 1998 its unemployment rate was exactly the
median (middle) of the states in the region.

We asked ourselves: what would the Washington unemployment rate have been if it had followed the
pattern, relative to the U.S. or its neighbors, that it did in the years prior to the adoption of the new
Washington minimum wage? We estimated two regression equations, both using monthly data for the 84
months prior to the effective date of the new law (the years 1992 through 1998). In one, we estimated the
Washington unemployment rate based on the national rate, and in the second, we estimated the Washington
rate based on the average of its two bordering states, Oregon and Idaho. In both regressions, there was a



highly significant statistical relationship between the national or neighboring unemployment rate and that in
Washington-Washington typically followed national and regional patterns.

We then took the estimated coefficients from the regression equations and forecast what the
Washington unemployment rate should have been in September 2002, the last month for which data were
available at the time of this analysis. That forecast implicitly assumes that the historic (1992-98) pattern of
relationship between the W'ashington and national (or neighboring) unemployment rates still existed. The
actual unemployment rate in September 2002 was 7.4 percent. The rate predicted from the model using
national data was 6.04 percent, and with neighboring (Oregon and Idaho) data was 6.63 percent. Thus
unemployment in Washington was 0.77 percent points higher than expected using neighboring states as the
guide, and 1.36 percent points higher using national data to do the calculation.

Given the fact that the September 2002 labor force in the state of Washington was 2,979,000, the
implied loss of jobs arising from Washington’s unemployment rate exceeding what historical patterns would
predict was 22,930 jobs using neighboring state data, and 40,499 using national data. Using a mid-range
estimate, we would opine that the Washington unemployment rate is slightly over one percentage point
above what might be expected, implying a loss of over 31,000 jobs.

It is true that this surge in Washington unemployment after 1998 may be caused by factors other than
the increase in the Washington minimum wage, notwithstanding the fact that there are voluminous scholarly
studies showing that minimum wages causes unemployment. One might note that the dot.com collapse in
2000 and beyond hit Washington hard, and that the slowdown in aviation since the recession began and
especially after September 11, 2001, has reduced employment at Washington’s largest employer, Boeing.
According to this view, the rising unemployment was caused by these factors, not the minimum wage
increase.

It should be pointed out, however, that the deterioration in Washington’s unemployment situation
began well before the September 11 tragedy - when the minimum wage hike was already operative. Indeed,
the full impact of the rise in the minimum wage in Washington was probably felt by the summer of 2000.
From December 1998 to September 2000, the unemployment rate fell by 0.5 percentage points nationally,
and by 0.3 percentage points in Idaho and a rousing 1.1 percentage points in Oregon. Yet it rose by 0.4
percentage points in Washington. If Washington’s rate had responded as it did nationally after December
1998, it would have been 0.9 percentage points lower in September 2000. If it had responded at the average
of Washington’s two neighbors, it would have been 1.1 percentage points lower. It would appear that the
Washington unemployment rate in September 2000 was about one percentage point higher than what the
1999-2000 labor market situation would have predicted - before the onset o fthe recession andfully ayear
before the September 11 tragedy. This supports the notion that the minimum wage hike may have boosted
the state’s unemployment rate by about one percentage point, meaning the loss of roughly 30,000 jobs.

To learn more about the immediate impact of the increase in the minimum wage in January 1999, we
did a comparison of employment growth rates in Washington and its two neighbors, Oregon and Idaho, in
the periods immediately before and immediately after the minimum wage increase. Specifically, we looked
at total-nonagricultural job growth as well as that in eight specific employment categories for the six months
April through October of 1998, the last six months before the voters approved the minimum wage increase in
November 1998. Then we looked atjob growth from December 1998 (the last month prior to the increase in
the minimum wage) and June 1999. The results are shown in Table 4.



Looking at total job growth, it declined from 3.19 to 0.75 percent as Washington moved into the
higher minimum wage era. By contrast, there was little change in growth in the neighboring states. If we take
the average of Oregon and Idaho, employment growth in the 1998 period was 1.18 percent, compared with
1.22 percent in the 1999 period. Growth stayed the same, roughly, while it fell sharply in Washington.
Whereas in 1998, before the minimum wage change, job growth was sharply higher in Washington than in
either Idaho or Oregon (where it was almost nonexistent), in the post-minimum wage increase period growth
was far higher in Idaho than in Washington, and almost 95 percent of the huge differential between
Washington and Oregon had been eliminated.

Table 4
Percent Growth in Employment, Washington and Neighbors: 6 Months Before
and 6 Months After the Implementation of the Minimum Wage Increase

Before Minimum Wage Change: After Minimum Wage Change:
Sector Wash. Oregon Idaho Wash. Oregon Idaho
Total Emp. 3.19% 0.21% 2.15% 0.75% 0.60% 1.85%
Services 2.16 0.56 2.46 1.72 2.12 2.70
Manufact. -0.99 -1.54 -0.13 -4.97 -0.32 0.66
Trade 1.18 -0.31 1.37 0.41 0.55 1.72
Government 0.95 2.34 2.08 0.64 -0.96 1.63
Finance 2.55 0.74 3.56 0.22 -0.63 -0.42
Transport. 0.44 -0.13 3.19 0.95 2.64 3.47
Construction 5.35 -0.61 3.15 3.91 1.84 4.20
Mining 0.00 0.00 -6.67 -9.09 0.00 -7.41

Source: Authors’ calculations from data from the U.S. Department of Labor, Bureau of Labor Statistics

Individual sectors show the same pattern. Excepting transportation, every single employment
category had reduced growth in Washington after the minimum wage hike. For example, in trade (retail and
wholesale), job growth had been 1.18 percent; it fell by nearly two-thirds to an anemic 0.41 percent. By
contrast, in both Oregon and Idaho, a majority of sectors had higher growth in 1999 than in the 1998 period.
A sharp decline in employment growth coincides exactly with the implementation o f the new state minimum
wage law in Washington.



A Tale of Two Cities

Looking at interstate comparisons in unemployment may be questioned because geographic
differences in economic conditions are often profound, and the observed results may therefore reflect factors
other than the Washington minimum wage experience. Accordingly, an alternative approach is to compare
communities geographically close to each other that have relatively similar economies.

Accordingly, an interesting dimension of much recent minimum wage research has been the use of
the methodology of making before and after comparisons of employment and unemployment in comparable
geographic areas where one of the locales has experienced a change in the minimum wage rate. This is
especially applicable where state minimum wage rates are involved.

A highly publicized example of the use of such a technique is the Card-Krueger analysis of the
impact of an increase in the New Jersey state minimum wage rate in 1991.9 Their strategy was to contrast
changes in employment in selected fast-food restaurants in central New Jersey with employment movements
in a panel of selected fast-food outlets in Southeastern Pennsylvania, where the minimum wage had not
changed. Unfortunately, their data collection techniques, which were based on telephone surveys, were
fatally flawed, rendering their conclusion (denying an impact of minimum wages on unemployment)
meaningless. Where their analysis was replicated using actual payroll record information, significant
negative employment effects were observed in New Jersey fast-food restaurants.10

Despite the shortcomings of the initial Card-Krueger analysis, their methodology is quite useful for
our purposes by providing a way of conducting an alternative assessment of the employment effects of the
1999 increase in minimum wage rates in Washington. Our choice of an area to analyze in this fashion is the
Spokane, Washington-Coeur’dAlene. Idaho region.

Coeur d’Alene is the central city in Kootenai County Idaho, a county with well over 100,000
population and a per capita income level in 2000 of $23,456, within 10 percent of that in Spokane County
(per capita income $25,550), a county widi over 400,000 residents.ll Thus these two counties, physically
adjacent to each other, each have reasonably similar economies and relatively large population bases. The
experience of Kootenai County will serve as a control for evaluating events that transpired in Spokane
County in the wake of the 1999 minimum wage increase in Washington.

We begin by describing the unemployment experience in the Idaho area, Kootenai County. In 1998
(the year before the Washington minimum wage change went into effect), the unemployment rate was 7.7
percent. The rate remained stable thereafter, falling slightly by 2000 to 7.4 percent (and rising again to 7.6
percent in 2001). At the same time, a very different pattern of events was emerging in Spokane County. The
1998 unemployment rate (according to the Washington Employment Security Department) was 4.8 percent.

9 David Card and Alan Krueger, “Minimum Wages and Employment: A Case Study of the Fast-Food Industry in New Jersey and
Pennsylvania,"” American Economic Review, 84(4), September 1994, pp. 772-793, and “Minimum Wages and Employment: A
Case Study of the Fast-Food Industry in New Jersey and Pennsylvania: Reply,” American Economic Review, 90(5), December
2000, pp. 1397-1420.

10 See David Neumark and William Wascher, “Minimum Wages and Employment: A Case Study ofthe Fast-Food Industry in
New Jersey and Pennsylvania: Comment,” American Economic Review, 90(5), December 20CO0, pp. 13(52-1396.

N The income data in this section come from the Web site ofthe Bureau of Economic Analysis, U.S. Department of Commerce
(www.bea.gov'). The unemployment data arc obtainable from the Web site of the Bureau of Labor Statistics, U.S. Department of
Labor (www.bls.gov’).



It rose consistently after the new minimum wage law took effect, going to 5.2 percent in 1999, 5.6 percent in
2000, and 6.3 percent in 2001. The combined effect of these changes was to dramatically reduce the gap
between the unemployment rates in Kootenai and Spokane counties. In 1998, the unemployment differential
was 2.9 percentage points; it was reduced by more than half (to 1.3 percentage points) by 2001.

Probably the primary difference between 1998 and 2001 in the labor market milieu facing the two
counties was the Washington minimum wage increase. This suggests that the impact of increasing the state
minimum wage was to increase the Spokane County unemployment rate by about 1.6 percentage points
(assuming that in the absence of the minimum wage increase, Spokane would have followed the pattern
prevailing in Coeur d’Alene). Given the labor force in Spokane County of about 200,000, this implies a loss
ofabout 3,200 jobs in the county attributable to the upward movement in Washington’s minimum wage rate.
While that impact seems relatively small, if a proportionate impact were felt state-wide, it implies ajob loss
of nearly 48,000 jobs. Thus, this finding employing the Card-Krueger methodology is quite consistent with
our other findings, and indeed suggests a somewhat greater unemployment impact.

The Simple Theory o f Unemployment

While the evidence appears strong that the 1999 minimum wage hike significantly impacted
unemployment, it is circumstantial evidence. For the minimum wage hike to have unemployment effects,
labor markets have to be impacted. In particular, if, as expected, the minimum wage increases heightened
labor costs, this should have led to some reduction in the demand for labor, and probably also some modest
increase in labor supply, both occurrences that would increase unemployment.

By definition, unemployment exists when the quantity of persons seeking jobs exceeds the number
that employers wish to hire. Put differently, the quantity of labor supplied exceeds the quantity of labor
demanded at the existing wage rate. Other things unchanged, an increase in wages mandated by
governmental authority will reduce the quantity of labor demanded as some workers become unprofitable to
hire, and increase the quantity of labor supplied, increasing unemployment. That is why economists
generally believe minimum wage laws cause unemployment.

The extent to which this happens depends of the sensitivity of employers and workers to wages.
While the precise response varies no doubt considerably, it is typical that when wages of workers rise by,
say, one percent, the quantity of workers that employers wish to hire will also fall by almost 1 percent as
well, say 0.90 percent... Economists would say that “the price elasticity of demand for labor is 0.90.” By
contrast, the empirical evidence suggests that the supply of labor is more inelastic - less sensitive to wage
changes. Typically, a one percent increase in wages will increase the quantity of labor supplied by perhaps
0.15 percent. Thus a one percent increase in wages might well lead to a 0.90 percent decline in the number of
workers employers wish to hire, but to a 0.15 increase in the number wanting to work. The combined effects
would be to raise the rate of unemployment by about 1.05 percent.

A minimum wage increase obviously impacts mainly on occupations where it changes wages from
what they otherwise would be, namely relatively lower skilled jobs. Restaurants, agriculture, and retail trade
are three areas that employ large numbers of workers who would be impacted by mandated wage changes,
whereas minimum wage laws should impact professional and managerial workers relatively little.
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Figure 2: Unemployment R ates-
States at $5.15 and States with

Higher W age
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Before turning to wage data specific to Washington, we would note that research that we previously
performed provides empirical evidence that state minimum wage laws raise unemployment by raising wages.
Figure 2 compares the 11 jurisdictions that throughout 2001 had minimum wage rates at the s™ate level above
the federal minimum, with the 40 states that either had no state minimum wage law or had rates at or lower
than the federal standard of $5.15. The average unemployment rates in the high minimum wage states was
almost exactly one-half of one percentage point greater than that in the other states (4.96 vs. 4.47 percent).
The four jurisdictions that had unemployment rates in excess of six percent all had minimum wages above
the federal level - District of Columbia, Washington, Oregon and Alaska. By contrast, all five states with
unemployment rates less than 3.5 percent (Maine, lowa, Nebraska, North Dakota, South Dakota) had no
minimum wage above the standard at the beginning of 2001.

The similar comparisons of unemployment rates, however, does not control for other factors that
might cause unemployment. Using 1997 data, in an earlier study we observed a statistically significant (at
the one percent level) positive relationship between the presence of state minimum wage laws above the
federal level and the incidence of unemployment, controlling for several other possible causes of
unemployment (e.g., immigration, unionization, government transfer payments). The results suggested that
on average states with higher than federal minimum wage mandates had about one-third of one percentage
point higher rates of unemployment. The study failed, however, to distinguish between states that had
minimum wages only modestly in excess of the federal norm as opposed to states (such as contemporary
Washington) where the minimum wage far outdistances the national standard. The same study also showed a
positive relationship between state minimum wages (in excess of the federal mandate) and average annual
pay of workers, suggesting, even using aggregate data, that state minimum wage laws raise labor costs.

The national data are supported in the Washington example. The Department of Labor data for
“average annual pay” showed an unusually large upsurge in 1999, the year of the implementation of the new
state minimum wage law. The average annual pay measure rose by 8.04 percent in Washington, more than
double the national increase of 3.71 percent. A large part of that difference is explained by a productivity
surge in Washington that outdistanced the national norm. But our estimate is that the productivity-adjusted
real wage in Washington rose by 0.91 percent in 1999 - compared with a mere 0.22 percent nationally. We



have documented at great length that unemployment varies directly with the adjusted real wage.22 The
differential increase in the adjusted real wage in Washington alone can explain a 0.7 to 0.8 percentage point
increase in the unemployment rate in Washington relative to the nation in that year. That is close to the
suggested unemployment effects based on the national and regional labor market situation discussed above.

Case Study: The Restaurant Industry

The restaurant industry has been the focal point of much of the research dealing with the issue of the
impact of minimum wage rates on employment. This stands to reason, because there are a disproportionately
large number of employees in this industry earning wages at or very near the minimum wage level.
Therefore, it is appropriate for us to analyze the effect on employment in this industry after the 1999 increase
in the Washington minimum wage.

To set the stage for such an analysis, we collected data describing aggregate wage and salary
employment and employment in eating and drinking establishments in Washington for the three years 1995,
1998, and 2001. They are shown in Table 5. The 1995-98 period is the last three years prior to the enactment
of the hew higher Washington state minimum wage, while the 1998-2001 period reflects activity after that
mandated change.

The data displayed in Table 5 indicate that wage and salary employment in the aggregate grew much
more rapidly between 1995 and 1998-9.51 percent-than it did from 1998 through 2001 -3.83 percent.
Not all of this decline in employment growth, however, represents the impact of the increase in the minimum
wage. During that period, employment levels were adversely impacted by the national business cycle
downturn. For example, if one were to assume a loss 040,000 jobs in Washington because of the minimum
wage hike, the number of those employed in 2001 in the state would have been 2,967.7 thousand, suggesting
a percentage growth injobs from 1998 and 2001 of 5.26 percent, still well below the growth in the earlier
period, reflecting the business cycle downturn.

Table 5
Aggregate Wage and Salary Employment and Employment in Eating and
Drinking Establishments, Washington, 1995,1998, and 2001

Employment Category 1995 1998 2001
All Wage and Salary 2,564.7 2,819.5 2,927.7
Employment (000s)

Eating and Drinking 172.8 187.2 192.7

Establishments (000s)

Source: U.S. Department of Labor, Bureau of Labor Statistics

12See Richard K. Vedder and Lowell E. Gallaway, Out o fWork: Unemployment and Government in Twentieth-Century America,
Updated Edition (New York: New York University Press, 1997).
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Turning to restaurant employment (the eating and drinking establishment category in the table), there
is evidence of an even greater impact on employment. Between 1995 and 1998, for every additional 100
wage and salary jobs created, 5.97 of them were in eating and drinking places. By contrast, over the interval
1998 through 2001, the incremental restaurant employment per 100 jobs statistic drops noticeably to 4.86 - a
decline of about 19 percent. The difference of 1.11 may be considered a measure of the disparate impact of
the increase in the minimum wage in Washington on restaurant employment. Given the actual aggregate
wage and salary employment increase of 10S,200, this factor accounts for a loss of employment in the
restaurant sector of about 1,200 jobs.

In addition to this impact on restaurant employment, there also is a loss ofjobs that is attributable to
the overall slowing of employment growth induced by the minimum wage increase. In 1998, employment in
eating and drinking places account for 6.64 percent of all wage and salary jobs. Assuming the total job loss
from the minimum wage legislation is 40,000, as suggested above, this indicates a decline in restaurant
employment of about 2,650 than can be explained by minimum wage-induced slower employment growth.
Adding the two factors together gives ajob loss of 3,850, which is proportionally about one-half larger th' n
the average for other industries.

Yet this estimate of adverse employment effects is quite conservative. The data records only the
number ofjobs, not the number of hours worked. If, as national empirical evidence suggests is likely, the
minimum wage change induced some reduction in hours for continuing employees, the total loss of hours of
employment could be far greater than suggested by the two percent drop in the number of workers. In any
case, the minimum wage law had a significant adverse impact on employment in the restaurant industry.

Agriculture

Agricultural workers are typically paid far less than the average for nun-agricultural workers, so this
is a sector that is particularly vulnerable to laws mandating minimum wages. Ftom 1998 to 2001, the growth
in farm employment virtually stopped, falling 90 percent from 2.80 percent in he 1995-98 period, to 0.28
percent in the years after the institution of the new higher state minimum wage. Since proprietors in
agriculture produce in international highly competitive markets and are “price .akers” that have no control
over the price of the goods sold, in the short run the minimum wage hike has a particularly egregious impact
on their investment return. Accordingly, it is not surprising that there was a 2.80 percent decline in what the
Bureau of Labor Statistics refers to as “farm proprietors” from 1998 to 2001, whereas from 1995-98 the
number had increased substantially. Although circumstantial, the evidence strongly suggests that the cost
squeeze imposed by the minimum wage may have been a major factor in a reversal in agricultural
entrepreneurial activity after 1998.
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Conclusions

The passage of the referendum in 1998 that has dramatically raised the state minimum wage in
Washington is a quintessential example of the Law of Unintended Consequences. The goal was to improve
the lot of the disadvantaged in Washington, but the effect has been for poverty to rise, not fall, and rise far
more than income trends would suggest should happen. The Washington minimum wage law created not
eliminated poverty. It did it largely by creating unemployment and reduced hours for workers. While various
estimates ofjob loss were calculated, the true figure likely is not less than 24,000 (0.8 percent of the labor
force) and may be as high as 48,000 - after correcting for the impact of the business cycle turndown. The job
losses were found in virtually every sector of the Washington economy. Some occupations relying heavily
on relatively less skilled labor were particularly impacted. The restaurant industry suffered more job losses
than mos* industries, and if the shortening of hours is taken into account, the employment effects may well
be double or triple as seven as was typical of other industries. Agriculture, competing in highly competitive
markpts ’vhere farmers have no control over price, probably suffered not only from job loss, but from the
profit squeeze that the minimum wage imposed, as evidenced by a noticeable drop in the number of farm
proprietors (unlike in earlier periods, where the number had grown).

The Washington minimum wage, then, has failed in its primary objective. Rather than a relatively
cheap way to alleviate poverty, the law has cruelly and capriciously brought about job and income loss to
workers and small entrepreneurs. Had the voters known this would happen, it is difficult to believe they
would have endorsed this well intended but truly economically destructive mandate.
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In the fall of 1998, the voters of Washington
approved a large increase in the state's minimum
wage. Four years have passed since its inception. It
was designed to improve economic conditions for
the poorer and less advantaged members of the
Carolyn Logue population. Has it achieved its objective? The
NFIB/Washington State evidence strongly suggests the answer is "NO" - and
Director indicates the law has had adverse consequences.
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Some specific points:
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poverty in Washington began rising; Washington has
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the nation since 1998.
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This law is a perfect example of the Law of
Unintended Consequences, achieving the opposite
results to that intended - at great human cost.
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Rich Owens
2114 McKenzie Drive
Anchorage AK 99517

Representative Norman Rokeberg April 25,2003
State Capitol, Room 214
Juneau, AK 99801

Dear Representative Rokeberg,

After reviewing HB 199,1would like to make several short comments. | agree,
that at this time an automatic cost of living adjustment to the minimum wage on an
annua] basis is unneeded. The huge wage increase in January of 2003 did not just affect
those that were eligible ( 18 and older). Whether intended or not, that increase put a large
upward pressure on the wages paid to 14 —17 year olds as well. Some might think this is
progress, but as a small business owner, I’ve seen a declining profit over the past few
years, become even smaller.

As the owner of Jewel Lake Tastee-Freez for the past 9 years, | cannot compete
with McDonald’s, Burger King, Taco Bell and the other large chains, that are selling
items for 99 cents. They buy in huge volumes, and have mass media campaigns to help
sell their products. The small business owners, which probably hire and train the bulk of
all teenagers, are having a difficult time. | certainly was not able to raise my food prices
the same amount that minimum wage increased. Businesses that hire the younger first
time workers, have a higher turnover rate and lower productivity level than older
employees. The majority of them are not working to support a family or go to college.
Movies, video games, stereo systems, and computers, probably rank high on the list of
items they can’t live without. I’'m happy to report that | also have employees that have
straight A’s, save money for college, and invest in the stock market. They are a small
minority. In the past 9 years, 1’ve hired hundreds of first time employees. | can
guarantee, there is not a direct correlation between a higher minimum wage and an
improved level of productivity with teenagers.

Part of the problem here was communications. Everyone was so busy only
talking about the “new minimum wage going to $7.15”, that for the most part the State,
TV, radio, and newspaper reporters failed to even mention to thousands of employees out
there, that there were exemptions to the wage as well. That late breaking news story was
left to the business owners, so we could be the “bad guys”. Maybe for future reference
we don’t make the fine print so fine.

| feel that the current minimum wage (S7.15) is adequate for now, and can be
revisited in the next couple of years. Having an automatic cost of living adjustment
(COLA) is unnecessary. All the small business owners are getting is an automatic cost of
living decrease (COLD) under the current plan. Any regulations that are enacted need to
be fair to both sides. Running a bunch of us out of business is not the way lo encourage
economic growth and create jobs. The products we sell are not our most important asset,
our most important asset is the employees that sell those products. Employers that don’t
compensate their employees fairly, deserve to loose them to employers that do.

Rich Owens, Owner- Jewel Lake Tastee-Freez
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RED ROBIN ALASKA. INC
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S , T Anchorage, AK 99503
us™ f 907.863.7777
907.561.252S FAX
April 23, 2003 SENT BY FAX TO: 907-485-2040

Rep. Tom Anderson

Chair Labor & Commerce Committee
State Capitol

Juneau, AK 99801

Dear Representative Anderson,

| am writing in support of HB199 which eliminates the CPI increase provision currently in
minimum wage statute.

As the owner of the Red Robin restaurants In Anchorage, | can attest first hand to the Impacts
that the recent 27% minimum wage increase has had on my business. In order lo accommodate
this increase. | have had to lay off wortcers, have eliminated over 14,000 man-hours per year
[equivalent to 16 employeeswortdng a 35 hour workweek;, increased menu prices and cut
employee benefits. | also had to close one of my restaurants. This closure resulted In the loss of
over 50 jobs

All these changes hurt our business, the employees and the consumer public. Additionally, the
current economic downturn and dedininn tourism numbers In our state has created a climate of
uncertainty in my operation for which | must prepare with plans for further layoffs and cuts.

The CPI Increase provision threatens to further erode my bottom line and the quality of service |
provide in my business. Alaska is only one of three states that ties the CPI to it’'s minimum wage.
It is both unreasonable and Inappropriate to weigh our Industry down with yet another financial
burden.

| Urge you to pasa HBL99 out of committee.

Sincerely,

Fred Rosenl
President

CcC: Rep Crawford
Rep Dahlstrom
Rep GattO
Rep Guitter)berg
Rep Lynn
Rep Rokeberg

northway red robin CHMOND RED ROBIN JTOWN RED ROBIN
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907.276.+057 FAX 907.522.4324 FAX 907.5*3.161 AX
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March 31, 2003
An Open Letter to State of Alaska Legislators,

It has been in the newspapers and every industry's publications, on radio and television, and people have been
talking about it for some time. The cost of conducting business has been going up and up and up. In addition,
many industries are suffering a decline in business or. at a minimum, it is not increasing fast enough to keep up
with the increase in expenses. The economy in Anchorage and most of the State of Alaska is not doing well,
similar to the rest of the US. This past January was the worst for some businesses in Anchorage in almost 20
years. The restaurant industry was hit very hard. The country is concerned about terrorism and the prospect of
going to war. The stock market has declined to its lowest levels, eroding the net worth and equity of individuals
and companies all across the United States, and Alaska is no exception.

With all of this going on, the State of Alaska Legislature has seen fit to increase the minimum wage effective
January 14 over 26% all at one time. Virtually all of these increases go to servers who are already making a
substantial hourly income. Inour company, servers typically earn tips of $14 to $22 per hour plus the minimum
hourly wage of $7.15. This brings their hourly income to between $21 and S29 per hour. Over 40 other states
provide employers with a "Tip Credit" to allow them to offset some of these increases. We now have the highest
minimum wage in the United States and do not have a Tip Credit that could be used to increase other wages.

In October of last year, the State of Alaska Legislature also saw fit to raise the taxes on all alcoholic beverages
in the amounts of 128% on spirits, 194% on beer, and 205% on wine, resulting in the highest taxes of its kind in
the United States. The insurance on our buildings, our liability coverage, and worker's compensation has gone
up over 29% in one year. Virtually every other expense in our business has also gone up as a result of these
same circumstances.

We have been absorbing these types of increases for some time, but there is a limit at which it can't be done. As
a result of the current situation, we have been forced to reduce the number of hours that our employees can
work. In our schedules, we have eliminated over 14,000 man-hours per year at two of our restaurants. This is
the equivalent of 16 employee's jobs, each working a 35-hour workweek, being eliminated. In addition, v/ith our
business not increasing at our Midtown location, we can no longer afford to operate it. So, it has become
necessary to close it. We certainly regret that most all of our Team Members will be terminated as a result of
this action. This is a loss of 54 jobs in addition to the 14,000 man-hours eliminated. This is the tough part,
especially with the other layoffs in town.

The K-Marts are closing, Alaska Regional Hospital just announced the layoffs of about 60 people, and there
have been numerous other jobs that have been lost recently. These things are beyond our control. However,
they are within the control of the Legislature. We hope and trust that the Legislature considers these types of
circumstances in the future when they create increases in the expenses of businesses that provide jobs to
Alaskans. Done properly, these measures will allow the economic base to grow reasonably, not be hampered.

We strongly suggest that the Legislature consider a Tip Credit provision with guidelines similar to the
federal standards during this legislative session so that our industry, which provides in excess of 17,000 jobs in
the State of Alaska, can offse’ some of these expenses in a most difficult economic environment. Had a Tip
Credit provision been available, those 54 jobs would not have been lost. The fate and jobs of many Alaskans
rests in your judgment. | encourage you to support HB 199 and HB 255 as two small steps in the effort to
strengthen our economy and maintain jobs for Alaskans. These are tough times and they call for strong
leadership.

Thank you for your time and consideration.

Red Robin Alaska, Inc.

Fred Rosenberg

Fred Rosenberg, President

4450 Cordova Street, Suite 200 « Anchorage, AK 99503 * 907.563.7777 » Fax 907.561.2525
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Date:
1o
Subject:  H-B 199 Removal of the annuaPadjustment to the minimum wage

Brew* Brolhen, LLC
737 W at 5* Ave., Suito HO

Anchongc.AK 99301

Phone (907) 792-3761 Fix (907) 792-3740

April 22,2003
Representative Norman Rokebur

As co-owner o fthe Brews Bros. L.L.C. ghe Glacior BrewHouse, ORSO) | am a stTong supporter

of this legislation to remove the annual

Pl adjustment to minimum wage.
The Brews Bros. L.L.C, employs 235 fUU and part time Crewmembcrs.

The Federal Government defines income 85 all earnings, to include reported tips and paid
Wages.

65% of our staff has an income that includes both tips and wages.

Service staff (Servers and Bussersl]typically earn an average hourly income that is 1 1/2—
3 times the minimum wage on an hourly basis.

The Federal Government recognizes tips as income, thus personal income taxes are paid on
all reported tips and wages.

The business is responsible to accurately report tips and to pay its portion of taxes on that

income.
In 2002 the Brews Bros,L.L.C, tipped Crewmembcrs worked an excess of 135,000 hours.

The cost of the increase in the minimum wage ($5.65 0 $7.15) is projected to cost the
business $188,245 inwage increases, including payroll taxes and overtime cost increases.

These additional wages did not go to any crewmembcr who had an income that was equal
to the minimum wage of §5.65, but rather to crewmembers whose income Was $6.65-
$20.00 per hour dug to tips they earned. O f these additional wages 70% went to serverB
Wwhose average income Was $19.00,

Our actual minimum hourl(}/ income for a tipped Crewmembcr as legislated in 2002 is now
$8.15 per hour (§7.15+81.00, minimum wage plus minimum reported tips) NOT $7.15,

.02
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t  The Brews Bros, L.L.C. agrees that a minimum income 0 S7.15 per hour should he paid to
all Alaskan Workers. As you can see we have always exceeded that standard.

»  After September 11ththe Alaskan econgmy along with the National economy was in
decline. In 2002 visitor numbers were down, and'for the first time since the 1980s industry
wide sales throughout the state were also in decline. To further complicate these issues
smokmg bans were imposed, liquor taxes were raised, statewide tourism marketing dollars
were reduced, minimum wage increased, local property and %ov_ernment taxes and fees
increased, production caps were implemented on part of my business thus reducing
potential Sales. The real cost to my business in 2002 was in excess 0f $250,000 in"new
costs to a company that already exceeded all wa?e and benefit standards, It seems to me
that the reward fof running a great business in Alaska, one that exceeds in wages, crew
benefits, community squort and Downtown developments is a quarter million dollar
unfair increase in operating expenses.

In summary | support this legislation, however it is time for the state to get it's head out of the
sand and récognize total income as the minimum income level required throughout the state. |
am confident that toUl income Is What the intensign of the legislators was when craftin
minimum wage legislation. | support this Ieﬂ%slatlon until wé can implement a fair an
balanced tip credit that can be supported by the industry, the staff, and labor. Further increases
to the minimum wage will only make an unfair situation worse.

Sincerely,

Chris Anderson
Managing Member
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The \tace of Small Business

ALASKA
Fax Transmittal Memo
March 6,2003 CalbspL CaJOpL
. Phon»» Ptmf
Representative Norman Rokeberg .

State Capitol Room 214
Jungau, AlASKA 99801-1182 s e s

Dear Representative Rokeberg,

As gou know, last year the legislature passed a bill to increase the minimum Wage from
$5.05 10 $7.15. The _Ieglslatlon also indexed future ingreases to inflation. NFTB members
Were opposed to the InCrease as well as the automatic Indexing.

We are now concerned about athird aspect to this issue that wasn't clearly apparent in
discussions on minimum wa%e last year. The increase in the minimum wage not only
Impacts what employers pay'to houirly workers but also increases the minimum amotnt

paid to salaried workers.

The Alaska Wage and Hour Act exempts salaried employees that meet certain criteria. In
order for an emploh/ee to be exempt from the wage and hour law they must be paid at
least two and one-halftimes the Alaska minimur wage per hour dufing the first 40 hours
ofemdployment each week. Based onthe current minimum wage, the minimum salary
}%%Lrﬂ be $715 for the first 40 hours worked eachweek. That equates to $37,180 per

|t is our understanding that you are considering legislation to remedy some or all ofthese
issUes. We encouragé you fo do so and will stipport your efforts.

The NFIB/Alaska Leadership Council will be meeting March 14 in Juneau and the wage
and hour issues will be on our agenda.

You have long been a supporter of small business. We look forward to working with you
and greatly appreciate your advocacy for business.

National Federation of Independent Business - ALASKA
217 Second St., Suite 206 - Juneau, AK 00801 * 007-463-5118  Fax907-462-5120 « www.nfib.com
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The Vttoe of Smdl Buttress

ALASKA

National Federation ofIndependentBuitaem
StatoneatofSupportforHB 199
RemovalofAutomatic Inflation Adjustmentfor Minimum Wage

April21,2903

The Alaska Chapter o fthe National Federation of Independent Businesshas 2,500 . .
mermer«g malring it the largest smaB-business advocacy group inthe date. The legislative
a?enda 0fNFIB is determined by hallot. The ballot is & poll ofthe membership ona series
0Tissues.

Following are the ballot results in response to the following question: Should tbe
minimum wage be indexed for inflation?

17% YES 6% NO 1% Undecided
NFIB members are in strong support o fremoving the automatic indexing o f the nmmnum
wa%e to inflation as provided in'House Bill 199. "Some members are stru?(glmg asitis
with the recent increase in the minimum wage from 55.65 to S7.15. Alaska now has the
highest minimum wage in the ration,

Future minimum wa?e increases should be determined by the legislature after careful
review 0 f the current economic conditions that exist in Alaska.

Vote YES on Home B ill 199

Submitted by Thya Shaob on behalfafNFTB/Aleak*.

National Federation of hdapenoant Ruskiess - ALASKA
217 Second S., Sute 206 ¢ jinaau, AK99001 ¢ 907-463-5118 « Fax 907-462-5128 « www.ntib.com
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OF COMMERCE

April 4, 2003

Representative Norm Rokeberg
Alaska State Capitol
Juneau, Alaska

Re: Alaska Wage and Hour Act Revisions
Dear Representative Rokeberg:

The minimum wage bill that was passed into law last session contained provisions that the
members of the Alaska State Chamber of Commerce believe to be detrimental to business.
We request your support and assistance to amend the current law in the following manner:

1. We urge the elimination of the Consumer Price Index (CPI) provision that increases the
minimum wage annually commensurate with cost of living increases. There are many factors
that impact the cost of doing business that businesses cannot automatically pass on to the
consumer or marketplace. The elected representatives of the people are able to evaluate the
economic environment and assess the ability of the economy to sustain mandatory wage
increases. Responsibility for adjusting the minimum wage should be returned to the
legislature.

2. Wc urge elimination of the provision that mandates that the Alaska minimum wage be
$1.00 over the federal minimum wage. The cost of doing business is already greater in
Alaska than elsewhere in the nation. A mandate of this sort results in employers having fewer
employees or reducing the benefits they offer to employees.

3. We urge elimination of the 80/20 statute, which requires that exempt employees
performing non-exempt work greater than 20% of the time be paid twice the minimum wage.

We also seek introduction of a training wage consistent with that that is federally allowable.
This will result in employers having the ability to afford to hire untrained workers and
provide them with on-the-job training. It will mean more jobs for inexperienced workers and
development of a stronger workforce for the state.

Sincerely,

Pamela La Bollc
President



Minimum Wage impact

SutH'ect: Minimum Wage impnct
ate: Fri, 28 Mar 2003 14:39:27 -0900
From: Bernadette Bradley" <bemi@alaskabradleyhouse.com>
To: <Representative_Norman_Rokeberg@Iegis.state.ak.us>

Dear Representative Rokeberg:

The Bradley House is a restaurant in South Anchorage with approximately 62 seats. This past year
we have been hit with a multiple number of increases that are beyond our control.

In September of 2002 our liability insurance for general & liquor increased from $9,000 to 19,100!! Then in
October the medical insurance rates skyrocketed from $1,400 per month to $2,100 per month. We were also
tasked with the liquor excise tax increase and decided to raise the minimum wage early to avoid changing menus
twice for price increases. |am sure you are aware of the recent utility rate increases the past years and to top it
off property taxes are higher again.

In the last few years with competition many restaurants have allowed themselves to be sucked into price wars to
get customers through the door. | have priced goods at the Bradley House according to standards within the
industry according to what my costs are. Although customers have noted the higher prices with one even calling
us “unethical" | have no choice if | expect to get my bills and payroll paid. Unfortunately despite the price
increases sales have remained the same to last year yet our higher overhead still needs to be paid.

The war has impacted business greatly due to the public being mesmerized by the News and nr .d for safety at
home. |have seen Carlos the restaurant next door to us close down at 8pm because he had no

customers.

Anything you can do to help, especially by eliminating the CPI on the minimum wage | believe will give many
restaurateurs some desperate relief.

Thanks for your consideration.
Sincerely,

Bernadette Bradley

Owner

3/28/2003 2:47 PM
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Minimum Wage Uomg up/!'/!

SutH'ect: Minimum Wage Going up?!?!
ate: Sat, 29 Mar 2003 00:49:45 -0900
From: *valley Center" <valleycenter@mosquitonet.com>
To: <Representative_Norman_Rokeberg@]Iegis.state.ak.us>

Greetings,
At this t?me I would like to say a few things about the minimum wage increase you folks had in mind while you are
up there on the government plateau.
| for one cannot in good faith tell you that | will be able to stay in business much longer as a convenience
store.Should you raise the wage base again. With more than 7 employees at one time-before the increase, now
I am down to three as it is. That includes myself.

| sell gas-(pay @30% State and Federal) now this year, and | sell liquor- (Taxed AGAIN this year-raised by
30%) and groceries-(cost of living increase) this year. |can tell you There isnt enough here to work for the
Government --1 have to at some point show a profit even if its a little | am behind the eight ball enough without a
wage icrease....my advise is why dont the folks who make over 7.15 an hour take a pay cut in the goverment jobs
and then we can get down where most folks really are. | know that most polititians make a good amount of $$
just on perdiem. Reach into your pocket. Not mine this time.
SO far this industry | am in has been hit 4 times this year hard  Once with the gas increase/TAX increase, as of
late ....Liquor Tax !...Wage Increase...TAX Increase. When will you burden my checkbook so that | will have to
close it. Next month, Next year. |fear so Please give us a chance to do what we can with the increase that is
in place without another increase again.
Thanks for listening.

Sue Strech

Valley Center Store.

7291 Chena Hot Springs Road
Fairbanks Alaska

99712

907-488-9501

3/31/2003 8; 14 AM
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"Chamber r -

* P.O. Box 610, Anchon Point, Alaska 99556 * Mite. 156 Stinting Hwy * (907) 235-2600 *

March 17, 2003

Representative Norman Rokeberg

Alaska State Capitol

Juneau, AK 99801-1182

Re: Minimum Wage, Consumer Price Index (CPI)

Dear Representative Rokeberg:

A major portion of the membership of Anchor Point Chamber of Commerce is the small, family owned
businesses. For the most part, these businesses employ a few employees in addition to family members
and operate on a small profit margin.

The minimum wage tied to the CPI or having to increase it each year would place an unfair burden on
these, and all, businesses by their not knowing what their wage scale would be from one year to the next.

How can a business be expected to make plans for the coming year when one of their largest expenses is
an unknown?

Anchor Point Chamber of Commerce believes in a fair and equitable minimum wage, one which an
employee is able to reap benefits from his hard work; however, that wage must be one that employers can
factor into their business plans with some certainty o f constancy.

For these reasons, we request you introduce legislation to remove the above provision from the statute.

Ifyou have any questions, please do not hesitate to contact me either at the Chamber Office number or at
my business number, 235-2411

Sincerely,

Kathy-P6ms

President

KT/jac

"Month Aminic.a’4 moil wi(,tiniy highway point"
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The Honorable Norman Rokeberg
House of Representatives

Alaska State Capitol

Juneau, Alaska 99801-1182

March 21, 2003
Dear Representative Rokeberg,

On Behalfof the Alaska Cabaret, Hotel, Restaurant and Retailer's Association Board of
Directors, our Members and Associates, we respectfully request your assistance in
formulating a bill to remove the adjustment clause of the annual consumer price indexing
included in last years minimum wage legislation.

During the past few months I have spoken at length with many of our restaurateurs and
have received numerous negative comments about the devastating effects the
unprecedented dollar and-a-halfminimum wage jump has had on their businesses. The
repercussions of this legislation have begun in reaucing hours, limiting and/or removing
benefits, laying off employees and ultimately, closing businesses.

Although removing the CPI clause will not significantly change this situation, it would be
a positive starting point.

I will be encouraging our members to provide written back-up documentation to your
office.

Thank you for your continued interest in Alaska’s second-largest private employer, the
hospitality industry.

Best recards.

Kac icDowell
Executive Director, AK CHARR



CJTHSICE BISTRO, INC.

1320 Huffman Park Drive
Anchorage, Alaska 99515
(907) 348-0088

04/01/03

Representative

Norman Rokeberg

State Capitol

Juneau, AK 99801-1182

Dear Mr. Rokeberg

Thank you for supporting our concerns about the minimum wage increase. At the Southside
Bistro we have 45 employees. Over half of them work for minimum wage. Even/one in this
group are tipped employees and make between $15 and $25 per hour. This is more than
any of the non tipped skilled laborers we have working here, including management.

| am for people earning good money, however, making a living in the restaurant business is
hard enough with all the various taxes and regulations we already have. The resent 26%
wage increase was a bit much to accept, without some form of “tip credit” to compensate
small business owners.

With the previous wage it was far easier to justify hiring young adults, many of them going
to work for the first time without experience.

In order to offset the current wage we have had to trim our service staff down. This could
become a double edged sword as we are known for great service.

In other words, not only is it much more expensive to operate now, but the overall long
term success of my business is in jeopardy.

The CPI tie-in will continue to undermine our business and drive our prices up and our ability
to serve down.

Mr. Rokeberg, | fully support your efforts to remove the CPI tie-in. As mentioned | also
believe a tip credit should be implemented. The minimum wage increase was intended for
people earning only that, and their W-2 should reflect that at the end of the year. It is hard for
me to accept paying someone 26% more in payroll when they actually make 2-3 times the
minimum wage.

My goal is to continue employing young Alaskan’s and keep our economy going. | look for
your support in Juneau, to keep my small family business afloat.

Thank you for looking out for me.
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Minimum wugc

Sutgect: Minimum Wage
ate: wed, 9 Apr 2003 16:01:28 -0500
From: Justine Poldn™ <justine@soldotnachamber.com>
To: <representative_norman_rokeberg@Iegis.state.ak.us>

Representative Norman Rokeberg<?xml:namespace prefix = 0 ns = "urn:schemas-microsoft-com:office:officeM>

Alaska State Capitol

Juneau, AK 99801-1182
Dear Representative Rokeberg:

As a non-profit membership organization that represents 635 businesses, we would like to express our concern
with regards to the minimum wage legislation that went into effect this year.

The adjustment clause that requires the Department of Labor to adjust the minimum wage for inflation each
calendar year and then requires that the businesses would have to adjust their rate January 1stof the next year will
cause an undue hardship to businesses by not 'mowing what to budget for wages, as well as the cost of the
increase. Our area’s economy is very unpredictable for businesses already since tourism is our city’s major
industry. Itwould help our businesses if they at least knew the certainty of their wage expense.

On behalf of the Soldotna Chamber of Commerce, | would like to request that the legislature remove that portion
of the legislation that annually adjusts minimum wage to inflation.

Thank you for considering our request. Please feel free to contact me if you have any questions.

Sincerely,

Justine Polzin

Executive Director

Soldotna Chamber of Commerce
44790 Sterling Hwy.

Soldotna, AK 99669
(907)262-9814

4/9/2003 4:14 PM
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Sent by Fax To: 907-465-2040
Friday, April 25,2003

(

Dep. Tom Anderson MILLENNIUM
Chgir Labor & Commerce Committee ALASKAN HOTEL
State Capitol

Juneau, AK 99801

Dear Tom,

| am w ritin g In SUPPOIt0fRBI99, which eliminates the CP! increase provision currently in
minimum wage statute.

As the operator of the Millennium Alaskan Hotel in Anchorage | can attest first hand to the
Impacts that recent 27% minmmm wage increase has had on my business. In order to
accommodate this increase, | have had'to lay offworkers, both salaried and hourly, increase
menu prices, cut employee benefits and defray capital improvement projects. All'ofthese
changes have hurl the émployer, the employeg and the consumer public. Additionally, the
current economic downturn and declining fourism numbers in our state has created aclimate of
uncertainty in my operation for which | must prepare with plans for further layoffand cuts.
(SARS-Iraq War%

The net effect on my operatln% expenses to accommodate the minimum wage increase was in
excess 0 $180,000 annually. The CPI increase provision threatens to furthér erode my bottom
line and the quality of service | provide in my business. Alaska is only one o f threg states that
ties the CP1to its minimum wage. It is both unreasonable and inappropriate to weigh our
industry down with yet anotherfinancial burden.

| urge you to pass HB199 out of committee,
Sincerely,

General Manager

cc.  Rep Crawford
Rep Guttenberg
ReB Dahlstrom

RepGatto

Rep Rokeberg

ReB Lynn

MO0 Spwwd Rod
Anchorage. Atoka 9997-32.06 USA
Tetenhone3073412i00

307341MIS
Roarvaiont itt.Jtt.aoM
maww.mille’binhclrij.com
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P.O. Box 72476
Fairbanks, Alaska 99707-2476
2SO Cushman St., Suite 4C

Phone 907-474-6555

Alaska Lodging Management, Inc.
Fax 907-474-8557

Email:fwrO &laskalm com

April 23, 2003 SENT BY FAXTO: 907-465-2040

Rep. Tom Anderson _
Cﬁ%lr Labor & Commerce Committee
State Capitol

Juneau, AK 99801

Dear Representative Anderson,

| am writing in support of HB199 which eliminates the CPI increaso provision currently in
minimum wage statute,

As the owner of Alaska Lodging Management., Inc. in Fairbanks, | can attest first hand to the impacts
that the recent 27% minimum wage increase has had on my business and the seasonal Fr-*|
properties that | manage.. We are stiuggling to survive in on environment where occupancies have
plummeted over 20% urm% the last two yéars; insurance has skyrocketed 40%: and wage expense
Is at the highest level that 'have experienced over the seven years the properties | manage have been
in operation. All these ccst have increased but ouroperatmﬁ season has not expanded—ust over 120
dags to bring a profit tq the bottom line, though many of the eerens,es continue throyghout the year.
WE art cutting everywhere—consohdat_mﬂ]posnmns, raising menu prices, tc. but it iSnot enough to
compensate for the increased expense in the current economic downturn. The CPI increase provision
threatens to further erode me ttom line and the quality of service I provide to may patrons. Alaska
is only one of three states that ties the CP| to it's n,.nimym waqe. It is both Unreasonable and
inappropriate to weigh our industry down with yet anather financial burden.

| urge you to pass HB199 out of committee.

Eresident, Aias'o Loagin  jt., Inc,
energl Mana\?er
Grande Denall Lodge

Denali Bluffs Motgl

CC.  Rep Crawford
Rep Guttenberg
Rep Dahlstrom
RepGatto
Rep Rokeberg
Rep Lynn
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