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2 0 0 1  A L m S K A  A C C I D E N T  &  H E A L T H  

M A R K E T  S H A R E

01 - GROUP ($000)
DIRECT

COMPANY NAME
PERCENT 

OF MARKET
PREMIUMS
WRITTEN

Aetna Life Ins Co 15.43 18,188
Principal Life Ins Co 15.28 18,011
United Healthcare Ins Co 10.03 11,823
Great West Life & Annuity Ins Co 6.22 7,329
Golden Rule Ins Co 5.33 6,279
Unum Life Ins Co of Amer 5.23 6,166
United of Omaha Life Ins Co 4.34 5,115
Mega Life & Health Ins Co The 4.22 4,973
Guardian Life Ins Co of Amer 2.89 3,405
Hartford Life & Accident Ins Co 2.22 2,615
Safeco Life Ins Co 2.18 2,566
Stonebridge Life Ins Co 1.89 2,229
Standard Ins Co 1.79 2,104
States West Life Ins Co 1.48 1.748
Fortis Benefits Ins Co 1.47 1,733
Union Labor Life Ins Co 1.44 1,700
Metropolitan Life Ins Co 1.28 ■1,509
Life Ins Co of North Amer 1.23 1,451
Mutual of Omaha Ins Co 1.09 1,289
John Alden Life Ins Co 0.96 1,133

TOTAL FOR TOP 20 RANKED INSURERS 86.01 101,367
TOTAL FOR ALL 151 INSURERS WRITING THIS LINE 100.00 117,859

02 - CREDIT ($000)
DIRECT

PERCENT PREMIUMS
COMPANY NAME OF MARKET WRITTEN
Cuna Mut Ins Society 21.33 1,055
American Bankers Life Assur Co of FL 21.30 1,053
American Natl hs Co 19.66 972
Union Security Life Ins Co 11.78 583
Minnesota Life Ins Co 9.82 486
North Central Life Ins Co 5.30 262
Resource Life Ins Co 4.77 236
Centurion Life Ins Co 2.25 111
Household Life Ins Co 1.01 50
Stonebridge Life Ins Co 0.73 36
Protective Life Ins Co 0.46 23
American Gen Assur Co 0.33 16
Life Investors Ins Co of Amer 0.31 15
Union Fidelity Life Ins Co 0.29 14
Associates Financial Life Ins Co 0.24 12
Allstate Life Ins Co 0.24 12
Balboa Life Ins Co 0.18 9
American Heritage Life Ins Co 0.11 5
USAA Life Ins Co 0.02 1
Central States H & L Co of Omaha 0.01 ' f

TOTAL FOR TOP 20 RANKED INSURERS 100.14 4,952
TOTAL FOR ALL 30 INSURERS WRITING THIS LINE 100.00 4,945
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2 0 0 1  A L A S K A  A C C I D E N T  &  L - A L T H  

M A R K E T  S H A R E

9 - ALL OTHER ($000)

COMPANY NAME

DIRECT 
PERCENT 

OF MARKET
PREMIUMS
WRITTEN

American Family Life Asr Co Columbus 32.51 5,434
New York Life Ins Co 6.94 1,160
Physicians Mut Ins Co 4.49 750
Mutual of Omaha Ins Co 3.52 589
Unum Life Ins Co of Amer 3.31 553
Northwestern Mut Life Ins Co 3.17 530
Provident Life & Accident Ins Co 2.92 488
General Electric Capital Assur Co 2.87 481
Life Investors Ins Co of Amer 2.85 477
Golden Rule Ins Co 2.81 470
Paul Revere Life Ins Co 2.65 443
Colonial Life & Accident Ins Co 2.31 387
Guardian Life Ins Co of Amer 2.21 370
John Hancock Life Ins Co 1.77 296
Mony Life Ins Co 1.76 294
Equitable Life Assr Soc of The US 1.74 290
Continental General Ins Co 1.40 234
Conseco Senior Health Ins Co 1.38 230
USAA Life Ins Co 1.34 223
Bankers Life & Cas Co 0.89 149

TOTAL FOR TOP 20 RANKED INSURERS 82.83 13,846
TOTAL FOR ALL 164 INSURERS WRITING THIS LINE 100.00 16,716

10 - TOTAL ($000)
DIRECT

PERCENT PREMIUMS
COMPANY NAME OF MARKET WRITTEN
Aetna Life Ins Co 13.06 18,224
Principal Life Ins Co 12.98 18,104
United Healthcare Ins Co 8.44 11,823
Great West Life & Annuity Ins Co 5.26 7,342
Golden Rule Ins Co 4.84 6,749
Unum Life Ins Co of Amer 4.82 6,719
American Family Life Asr Co Columbus 3.90 5,438
United of Omaha Life Ins Co 3.67 5,115
Mega Life & Health Ins Co The 3.57 4,975
Guardian Life Ins Co of Amer 2.71 3,775
Hartford Life & Accident Ins Co 1.87 2,616
Safeco Life Ins Co 1.84 2,566
Stonebridge Life Ins Co 1.66 2,323
Standard Ins Co 1.51 2,112
Mutual of Omaha Ins Co 1.35 1,878
New York Life Ins Co 1.31 1,828
States West Life Ins Co 1.25 1,748
Fortis Benefits Ins Co 1.24 1,736
Union Labor Life Ins Co 1.22 1,704
Metropolitan Life Ins Co 1.14 • 1,590

TOTAL FOR TOP 20 RANKED INSURERS 77.67 108,364
TOTAL FOR ALL 224 INSURERS WRITING THIS LINE 100.00 139,519
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H E A L T H  I N S U R A N C E  B Y  P R O D U C T  L I N E

INDIVIDUAL-CALENDAR YEAR 2001
I NEW I INDIVIDUALS . I COVERED

I POLICIES I INDIVIDUALS POLICIES NEWLY ISSUEO I POLICIES INDIVIDUALS I POLICIES I INDIVIDUALS 
IN FORCE COVERED ISSUED COVERAGE TERMINATED TERMINATED IN FORCE COVERED
BEG OF BEG OF DURING THE DURING THE DURING THE DURING THE END OF END OF EARNED INCURRED

PRODUCT YEAR YEAR YEAR YEAR YEAR YEAR YEAR YEAR PREMIUM1 CLAIMS’

Accident 10,929 18,489 5,016 8,811 4,604 7,347 11,461 20,146 2,875,162 1,161,898

Comp MedPPO 5,163 9,308 725 1,320 461 991 5,427 9,637 15,268,979 12,405,798

Non-PPO 263 474 3 3 41 81 229 396 1,125,263 740,664

Denial PPO 0 0 0 0 0 Q 0 0 0 0
Non-PPO 29 IX 488 867 90 161 424 740 87,030 4,972

Disability Income 6,131 6,052 1,193 1,207 1,711 1,691 5,662 5,555 5,332,179 5,515,180

Hospilal Expe'-na 883 1,325 94 146 194 301 780 1,170 1,418,883 1,557,964

Hospital Indemnity 3,800 5,854 1,324 2,066 1,350 2,158 3,778 5,768 1,209,738 416,712

Limited Benelil 66 66 13 13 1 1 79 79 136,657 0
Long Term Care 1,072 1,103 578 593 55 61 1,593 1,648 2,196,447 509,619

Medical Expense 9 11 2 2 1 1 10 12 9,504 •8,426

Medicare Supplement 2,008 2,029 160 161 204 209 1,968 1,985 2,910,614 1,855,132

Specified Disease 4,658 9,053 2,341 4,103 1,320 2,500 5,703 10,690 1,823,060 693,468

Vision PPO 19 1,589 6 96 1 54 24 1,631 95,683 78,147

Non-PPO 0 0 0 0 0 0 0 0 0 0
‘ Other 2,976 6,083 1,279 2,465 1,112 2,149 3,143 6,399 476,293 108,310

TOTAL 38,006 61,470 13,222 21,853 11,145 17,705 40,281 65,856 34,965,491 25,039,438

N ote : T h is  h c a l lh  s j r v e y  r e p o r t  w as c om p ile d  fro m  d a ta  p r o v id e d  b y  the c om p a n ie s . The D iv i s io n  o l  In s u ra n c e  d o e s  n o t w a rra n t the a c c u ra c y  
o f th is in fo rm a t io n .
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A l a s k a  I n s u r a n c e  C o n s u m e r  G u i d e

H ea lth In su ra n ce

Everyone runs the risk of becoming ill or suffering an accident that results in doctor or hospital bills, 
and sometimes in loss of income. Most Alaskans need protection from unexpected and sometimes 
devastating expenses associated with an illness or accident.

How do you choose from the hundreds of medical plans available? To wisely purchase medical care 
protection you must:

• Determine your family's needs
• Know the different types of protection available
• Choose a plan on the basis of coverage, costs, and services

Before buying a health insurance policy, know what insurance or other benefits you already have. This 
will help prevent duplicating coverage and will help you determine if you have enough coverage, 
inadequate coverage, or no coverage at all. Make sure you have up-to-date information on medical 
insurance, disability benefits, and sick leave benefits provided by your employer. Your first priority 
should be assuring that you have either a comprehensive major medical insurance policy or both 
basic medical insurance and supplemental major medical insurance.

H ow H ea lth Insu rance P o lic ie s are S o ld

Individual Insurance

An individual insurance policy provides coverage to a specific individual or to an individual and their 
family under a policy issued to that individual, in order to be considered for individual insurance 
coverage, you will be asked to provide evidence of insurability that may require you to undergo a 
medical examination. This is called medical underwriting. Tne same requirements would apply to any 
dependents you may insure under the policy.

Group Insurance

A group insurance policy provides coverage to individuals under a single master policy issued to the 
group policy owner. Certificates of insurance are provided to the individuals. The policy owner may be 
an employer, an association, a labor union, or other entity. Unless the group is small, no individual 
medical underwriting is performed. Instead, insurers require minimum employee or member 
participation levels and minimum employer contribution levels in order to assure that there are 
sufficient individuals in the group in good health to balance those in the group in poor health.

Back to  C onsum er Guide Index of T opics

Thank you for visiting ourweb site. For help or information, 
please send an e-mail message to the Division of Insurance at: lnsurance@dced.state.ak.us
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A l a s k a  i n s u r a n c e  C o n s u m e r  G u i d e

C o n s id e ra t io n s in P u rc h a s in g  Hea lth In s u ra n c e

Whether you have individual or group health insurance coverage, it is important to understand what 
your coverage is and what charges you may be responsible for paying. Read your policy or certificate 
thoroughly and consider the following:

• What services and supplies are covered?
• What limits are set on the benefits for these services and supplies?
• What are the deductible, coinsurance and other charges you will be responsible for paying?
• How are benefit payments coordinated with other health coverage you may have?
• What are the managed care features and requirements of the plan?
• What level, type, and quality of service can be expected from the insurer?

Back to Consumer Guide Index of Topics
T h an k  y o u  f o r  v is it in g  ou rw eb  s i te . F o r  h e lp  o r  in fo rm a t io n , 
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A l a s k a  I n s u r a n c e  C o n s u m e r  G u i d e

T ype s o f H ea lth In su ra n ce P lans

Following is a summary of several types of health insurance plans sold as group and individual health 
insurance. The actual health insurance benefits will vary from policy to policy. Therefore, it is important 
to read and understand your insurance contract. The term provider is commonly used in health 
insurance and in this guide to refer to physicians and other providers of medical care.

Basic Medical

A basic medical insurance policy provides coverage for basic hospital, provider and other services. 
There are limits placed on the benefits for covered services such as a limited number of hospital days, 
a maximum payment for each day of hospital confinement, or a surgical schedule where a specific 
payment maximum is established for each procedure. These benefits are provided without 
deductibles or coinsurance.

Supplemental Major Medical

Under a supplemental major medical policy, benefits are structured to supplement a basic medical 
insurance policy. The policy would pay for any covered services and supplies not covered by the basic 
medical insurance policy after the required deductible has been paid and subject to the coinsurance 
requirements. A basic medical policy in combination with a supplemental major medical policy resuits 
in coverage similar to a comprehensive major medical policy.

Comprehensive Major Medical

A comprehensive major medical policy provides coverage for almost all types of medical care services 
and supplies and has high benefit limits. These policies cover hospital, provider, and other services 
subject only to the required deductible, coinsurance, and benefit maximums. Unlike basic medical, 
individuals are required to share in the cost of their medical expenses. These policies have replaced 
most of the basic medical insurance policies.

Limited Benefit

Limited benefit plans are offered as independent, noncoordinated benefits provided under a separate 
policy and paid without regard to any other insurance plan. Examples of these types of plans include 
hospital indemnity policies that pay a fixed amount for each day of hospital confinement, and 
specified or dread disease policies that only pay for medical expenses associated with a specified 
disease (such as cancer or heart disease).

Long-Term Care

Long-term care insurance policies provide nursing home or home health care benefits for individuals 
with a prolonged physical illness, disability or mental disorder, medical condition, or a deficiency 
affecting activities f daily living or lifestyle. Benefits are provided as a reimbursement for services, but 
subject to a fixed t ollar maximum per day. Usually a waiting period called an elimination period of 0, 
30, 90, 180, or 36b days is required before the plan will pay benefits. Long-term care insurance may 
be available as a rider to a life insurance or annuity policy, as well as a separate health insurance 
policy.

Medicare Supplement

I o f  2 2/13/2003 9:53 AM
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Medicare supplement (airo called Medigap) insurance is sold to people age 65 and older and helps 
pay for medical costs that Medicare Parts A & B do not pay, such as the deductible and coinsurance 
amounts. Medicare supplement insurance is regulated by both state and federal laws. This coverage 
can only be provided through ten standard health plans that vary in the amount and type of coverage 
provided. Coverage is available to individuals without medical underwriting for six months following the 
date the individual first becomes eligible for Medicare Part B. The Division of Insurance produces, on 
an annual basis, a rate comparison guide that outlines the basic characteristics of Medicare 
supplement insurance, describes the ten standard health insurance plans, and shows the current 
premium rates charged by the insurers selling this insurance in Alaska. There is also a pamphlet 
entiled "Health insurance for People with Medicare" produced by the 50 states and the federal 
government that summarizes the Medicare and Medicare supplement programs. Both publications are 
available from the Division of Senior Services, 3601 C Street, Suite 310, Anchorage, Alaska 99503, 
telephone number (907) 269-3680 or (800) 478-6065.

Dental Insurance

Dental insurance covers costs associated with the care of teeth. Benefits for preventive sen/ices, such 
as cleanings and exams are generally limited to once every six months. Most plans contain 
coinsurance and deductible ccst-sharing requirements. The coinsurance provisions will vary based on 
the type of procedure.

Vision Coverage

Vision coverage provides benefits for glasses, contact lenses, and eye examinations up to a specified 
amount per year. Vision benefits are often subject to a set schedule of benefits and limits on tha 
frequency of services. A typical vision plan covers the cost for one examination per year, with 
coverage for glasses and contact lenses limited to once every two years.

Back to  C onsum er G uide Index of Topics

Thank you for visiting ourweb site. For help or Information, 
please send an e-mail message to the Division of Insurance at: Insuranceodced.state.ak.us
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A l a s k a  I n s u r a n c e  C o n s u m e r  G u i d e

T h in g s to  be Aw a re o f R ega rd in g Hea lth In s u ra n ce P o lic ie s 

Benefit Limits

• Most health insurance plans set a maximum benefit amount that will be provided for all covered 
services and supplies over the lifetime of the covered individual. This is called a lifetime 
maximum. This maximum is often set at $1,000,000.

• Most health insurance plans set a maximum benefit amount that provides for particular 
services and supplies, such as a maximum benefit of $250,000 for organ transplants.

• Some health insurance plans limit the benefit that will be provided per day for a covered 
service. This is called a daily maximum. They may also limit the number of days that a service 
will be covered. These types of limits are generally used for services including mental and 
nervous disorders, skilled nursing facilities, and home health care.

• Many health insurance plans limit the total benefit that will be provided per year for covered 
services. This is called an annual maximum. These limits are generally used for those 
services where it is difficult to assess whether the service is medically necessary.

• Most health insurance plans exclude or limit coverage for a period of time for medical 
conditions that existed within a certain period, commonly six months, prior io the date coverage 
began for which medical advice, diagnosis, care or treatment was recommended or received. 
This is called a preexisting condition waiting period The waiting period is commonly 12 
months. In most cases, insurance companies must reduce this waiting period by the number of 
days you were covered under prior health insurance plans, as long as you had no more than a 
90-day break in your health insurance coverage.

Deductibles, Coinsurance, and Other Charges

• A deductible is a specified dollar amount an individual must pay in each policy period before 
reimbursement for expenses begin. The primary purpose of the deductible is to encourage 
individuals to use health care services only when necessary. A separate deductible may be 
required for specified services such as hospital admissions or prescription drugs. Some health 
plans may include a provision that allows any claims incurred in the last quarter of the policy 
period to be carried over and applied to meet the deductible in the next quarter.

• Coinsurance is that per-centage of covered services and supplies the insurer will pay for after 
the individual pays the de-ductible. The individual is responsible for the amount the insurer 
does not pay. A common coinsurance arrangement is for the insurer to pay 80% of charges for 
covered services and the individual 20%.

• Out-of-pocket maximum is the maximum dollar amount the individual pays for covered 
services and supplies during a specified period, generally a calendar year. This maximum may 
be defined to include or exclude the deductible. Once the out-of-pocket maximum is paid, 
benefits are paid at 100% of the costs incurred after that time.

• A copayment is the fixed dollar amount that the individual is required to pay at the time each 
covered service takes place. Copayments vary by type of service. They are commonly used 
with emergency services and prescription drugs.

• A usual, customary and reasonable (UCR) charge is an established maximum amount that 
an insurance company will reimburse for a medical expense covered under your health 
insurance policy. UCR charges are generally determined based on charges that are actually 
billed by providers for each medical procedure or service in a geographical area. In order to
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determine a reasonable charge, UCR charges are commonly calculated as a percentile of the 
charges billed by providers. The percentile is generally set so that a large percentage, such as 
80% or 90%, of charges actually billed by providers are reimbursable in full. Note that UCR 
charges are determined by each insurer and will vary.
Under most health insurance plans, you will be responsible for paying any amount billed by a 
hospital or physician that is larger than the insurer’s established UCR charges for the service or 
procedure. However, service corporations, such as Blue Cross, contract with various hospitals 
and providers who agree to accept the service corporation's payment as payment in full. 
Therefore you would not be responsible for paying any amount that exceeds their UCR 
charges, unless you chose to use a hospital or provider that does not have a contract with the 
service corporation.
The following is an example of how the various charges described above impact the amount 
you may be responsible for paying for medical services:

The limits specified by your insurance policy:

Deductible $ 500
Coinsurance 80%
Out-of-pocket maximum $1,000

Amount Insurer Owes:
Charges billed by provider 
Amount greater than the UCR for the procedure 
Amount you owe for your deductible 
Charges eligible for reimbursement by insurer 
Insurer's coinsurance 
Amount insurer owes before 

out-of-pocket limit applied 
Amount that is greater than your 

out-of-pocket limit 
Tbtal amount insurer owes after 

out-of-pocket limit applied

Amount You Owe-.
Deductible
Coinsurance amount (20% of $3,150)
Am ount of eligible charges before 

out-of-pocket limit applied 
Am ount greater than your 

out-of-pocket limit 
Am ount of eligible charges after 

out-of-pocket limit applied 
Am ount greater than tne UCR for the procedure 
Tbtal amount you owe

$4,200 
-I 550 
4  500
$3,150

80%

$2,520

$ 130

$2,650

$ 500 
$ 630

$1,130 

4  130

$ 1,000 
$ 550
$1/550

Covered Services and Supplies
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There are two basic categories of services and supplies covered by health insurance policies,

• Hospital Benefits include expenses associated with stays at hospitals and other covered 
facilities, such as skilled nursing facilities, nursing homes and outpatient surgery centers. 
Benefits for hospital services often require that the individual or their physician contact the 
insurer or the employer to obtain prior approval for the number of days of hospital stay. Without 
this approval the benefits may be reduced.

• Physician or Provider Benefits include services provided by licensed physicians and other 
medical providers.

There are a number of other charges and services generally excluded from coverage under most 
health insurance plans. Following are examples of common exclusions:

• Services determined by the insurer to be medically unnecessary
• Services considered experimental by an accepted medical authority
• Services related to cosmetic surgery
• Services for mental or nervous disorders, vision, hearing
• Services that are provided without charge
• Services provided due to war
• Services provided as a result of a work-related injury
• Services provided by a relative
• Services related to normal pregnancy and routine well-baby care (these are generally excluded 
from individual policies and included in group policies).

Alaska law mandates that the following specific charges or services be covered in health insurance 
plans sold in Alaska. These requirements do not apply to employers with self-insured health plans.

• Coverage for newly born or adopted children for at least 30 days, if coverage includes 
dependents

• Coverage for treatment of alcoholism or drug abuse
• Low-dose mammography screening if the contract covers mastectomies and prosthetic devices 
and reconstructive surgery

• Treatment of phenylketonuria
• Coverage for not less than 48 hours after vaginal birth and 96 hours after a cesarean birth, if 
the contract covers the costs of childbirth

• Coverage for prostate cancer screening and cervical cancer screening

Coordination of Benefits

This provision applies to the situation where an individual is covered under two different health 
insurance plans. It is included in almost all group insurance plans. It requires that payments made 
under the two plans be coordinated so that the individual does not receive duplicate payments for a 
service, thereby being reimbursed more than what was spent. Duplicate coverage frequently occurs 
when an individual is covered under both their own and their spouse's insurance plans. Most 
coordination of benefits provisions require that the individual's own plan pay first on a claim, and the 
other plan only pay the amounts not covered by the first plan. It is important that this provision be 
reviewed so that misunderstandings can be avoided regarding the benefit payments each insurer will 
make.

Back to Consumer Guide Index of Topics
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Federa l Laws Affecting Health Insurance 

COBRA

COBRA is the federal law that requires employers to continue to provide their health insurance 
coverage to employees who have been laid off or terminated. The coverage may extend from 18 to 36 
months. To obtain coverage under COBRA, the employee or their dependent must apply to the 
employer within 60 days of termination of their employment. The U.S. Department of Labor handles all 
inquiries regarding COBRA coverage. Inquiries should be sent to:

Office of Program Services 
Pension and Welfare 
Benefits Administration 
U.S. Department of Labor 
200 Constitution Ave., N.W.
Washington, DC 20210 
(202)219-8776

ERISA (Employee Retirement Income Security Act)

Many people who believe that they have a health insurance policy through their employer are actually 
covered under what is called a self-insured health plan. A setf-lnsured health plan exists when an 
employer chooses to pay for medical bills directly, instead of purchasing insurance for that purpose. 
Most self-insured plans are regulated by the federal government through the Department of Labor 
under the authority of ERISA and are exempt from state regulation. Most large employers have 
self-insured health plans. The State of Alaska changed to a self-insured health plan for employees 
and retirees effective July 1,1997.

Employers choosing to self-insure their health plans are not subject to state insu/ance laws such as 
benefit mandates, state premium taxes, capital and surplus requirements, and reserve requirements. 
They are also able to gain more control over their cash flow and have more freedom in determining 
benefits to be provided to their employees. Most employers with self-insured health plans purchase 
stop-loss insurance from insurance companies to protect themselves against large losses.

Employees who receive health coverage under a self-insured plan are not afforded the protections of 
state insurance laws and regulations. These protections include financial solvency requirements as 
well as requirements applying to the payment of claims. If a self-insured plan fails, Alaska benefits and 
managed care protections, such as standards for grievance procedures, fair disclosure of plan 
provisions, fair claims settlement practices and consumer services, are not available to employees.
The federal laws governing these self-insured plans limit damages to actual costs and may not even 
cover attorney fees. Individuals covered under a self-insured plan must assume responsibility for all 
claims if the plan fails. Also, individual employees are required to obtain their own legal counsel to 
settle disputes, since the U.S. Department of Labor win not become involved in individual disputes 
over coverage. One other important consideration is that a self-insured employer may make material 
changes to the health plan (such as reducing or eliminating benefits) without providing advance 
notice.

HIPAA (Health Insurance Portability and Accountability Act of 1996)

This Act establishes federal standards for group and individual health insurance plans. The Act sets 
minimum standards for guaranteed renewability, preexisting condition waiting periods, and crediting 
for prior health insurance coverage. Alaska has enacted into law these federal standards which are
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Medical Savings Accounts

Under this federal law a bank, insurance company, or other federally approved entity may set up an 
individual savings account called a Medical Savings Account (MSA) where you can set money aside 
to pay for qualified medical expenses. The deposits (called contributions) in the account are tax 
deductible. Qualified medical expenses are those expenses paid by you for medical care including any 
deductible and coinsurance payments. Medical Savings Accounts are regulated by the federal 
government, not the Alaska Division of Insurance. One advantage to establishing an MSA is that 
contributions are not subject to tax and qualified medical expenses paid out of the account are not 
included in gross income for federal income tax purposes.

Ir; order for a savings account to qualify as an MSA, you must be covered by a high deductible health 
plan offered by a small employer (2-50 employees) or be self-employed and have purchased a high 
deductible health plan. A high deductible health plan is an individual health insurance policy with 
deductibles between $1,500 and $2,250 and out-of-pocket limit of $3,000, or a family health insurance 
policy with deductibles between $3,000 and $4,500 ard out-of-pocket limit of $5,500. These high 
deductible health plans are reguloteu by the Division of Insurance in the same manner as other health 
insurance policies.

If you are seeking information on setting up an MSA account, the best place to start is by contacting 
your financial advisor or producers selling health insurance in Alaska. Producers should have 
knowledge of the high deductible plans that are available in Alaska and any MSAs that may be offered 
in conjunction with those plans.

Back to  Consum er Guide Index o f Topics

Thank you for visiting ourweb site. For help or information, 
please send an e-mail message to the Division of Insurance a t: lnsuranceS>dced.state.ak.us

discussed in the health insurance sections of this guide.
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SENATE COMMITTEE R E P O R r^

E: 5/18/03 FURTHER:

DATE TURNED 
IN TO OFFICE:.

or and Commerce Committee considered HOUSE BILL NO. 199

HB 199 DELETE MINIMUM WAGE INFLATION - PROOFING

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

f recommends: Senate B ill:
[ ] same title 

.) [ ] new title 
House B ill:

.) [ ] same title 
[ ] technical title 
[ ] new: SCR #_

be replaced with

J adopt previous

J attached amendment(s)

Committee] adopt Letter of Intent by

Committee] further referral to

PREVIOUS FISCAL NOTE(S)JEW FISCAL NOTE(S)

FiscalFiscal DepartmentDepartment

[ ] APPROPRIATION - no fiscal note

AmendSIGNATURES AND RECOMMENDATIONS

Chair



ALASKA STATE LEGISLATURE 
House of Representatives

wobsite: hltpV/www.okiopublicans.org'rokebefg1

SPECIAL COMMITTEE ON OIL & GAS. MEMBER 
LEGISLATIVE ETHICS COMMITTEE. MEMBER

LABOR 8 COMMERCE COMMITTEE. MEMBER 
LEGISLATIVE COUNCIL MEMBER

RULES COMMITTEE. CHAIRMAN

COMMITTEE ASSIGNMENTS

ALASKA STATE CAPITOL 
JUNEAU. AK 99801*1182 
PHONE: (9071 465*4966 
FAX: (9071 465*2040

SESSION

INTERIM
716 WEST 4TH AVENUE SUITE jO f 
ANCHORAGE. AK 99501 
PHONE. (9071 269*0117 
FAX. 19071 269*0119

R e p r e s e n t a t i v e  N o r m a n  R o k e b e r g

BY: R epresentative Norm an R okeberg

T itle :  A n  A c t re m o v in g  th e  a n n u a l  a d ju s tm e n t  to  th e  m in im u m  w a g e  b a s e d  o n  th e  ra te  o f  
in f la t io n ;  a n d  p r o v id in g  fo r  an  e f fe c tiv e  d a te .

In 2002, the 22n,‘ 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 rates and other conditions of employment. However, when the legislature 
acts unilaterally, the effected employers have no say or input to the 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. I urge your support of this 
legislation.

E D  2: 4/30/03



FISCAL NOTE

STATE OF ALASKA
2003 LEGISLATIVE SESSION

Revision Date/Time (Note if correction): 
Title:

Fiscal Note Number:
Bill Version:
(H) Publish Date:

HB 199
5/6/03

Delete M in im um Wage In fla tion - P roofing

Sponsor:
Requester:

Rules Comm ittee 
House L&C

Department: Labor and W ork fo rce Development
BRU: Labor S tandards & Safety_________
Component: Wage and Hour___________________

Component Number: 345

E xpenditu res/R evenues (Thousands o f Dollars)
Note: Amounts do not include inflation unless otherwise noted below.
OPERATING EXPENDITURES FY 2004 FY 2005 FY 2006 FY 2007 FY 2008 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

i — TCHANGE IN REVENUES (

FUND SOURCE (Thousands of Dollars)
1002 Federal Receipts
1003 GF Match
1004 GF
1005 GF/Program Receipts
1037 GF/Mental Health
Other (Specify Type)

TOTAL 0.0 0.0 0.0 0.0 0.0 0.0

Estimate o f any cu rren t year (FY2003) cost: None

Check th is box (X) If fund ing fo r th is b ill is inc luded in the Governor’s FY 2004 budget proposa l:
POSITIONS
Full-time
Part-time
Temporary

ANALYSIS: (Attach a 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: 
Division:

Approved by: 
Agency:

(Rev 1/26/2000 OMB)

Grey M itchell, D irector Phone: 465-4855
Labor S tandards & Safety Date/Time: 4/24/03 1:21 PM

Greg O 'Claray, Comm iss ioner Date: 04/24/03
Department o f Labor and W orkforce Development_________

For distribution information, call the Governor's Legislative Office
P a g e  1 o f  1__
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by Richard Vedder and Lowell Gallaway, Ohio 
University

In the fall o f 1998, the voters o f Washington 
approved a large increase in the state 's m inimum 
wage. Four years have passed since its inception. I t 
was designed to improve economic conditions for 
the poorer and less advantaged members o f the 
population. Has it achieved its objective? The 
evidence strongly suggests the answer is "NO" - and 
indicates the law has had adverse consequences.

Some specific points:
Coincident w ith the implementation o f the new law, 
poverty in Washington began rising; Washington has 
had the greatest increase in poverty of any sta te in 
the nation since 1998.
The Washington minimum wage has caused 
considerable unemployment. Various estimates were 
made, suggesting a loss of not less than 20,000 or 
more than 48,000 jobs. I t is a reasonably safe 
estimate tha t the law has raised the unemployment 
rate by at least one percentage point.
While unemployment in the Pacific Northwest has 
actually declined since 1998, it rose sharply in 
Washington. Much of the increase comes a fte r the 
implementation of the minimum wage increase, but 
before the 2001 recession or the September 11 
tragedy.
A tale o f two cities: Coeur d'Alene, Idaho, 
unhampered by the new Washington law, has had 
fa r more robust employment growth than adjacent 
Spokane, Washington.
Some industries have had disproportionate ly large 
unemployment impacts from the law. The restaurant 
industry is a good example.
In low wage/h ighly competitive industries like 
farm ing, it is impossible for farmers to sh ift higher 
labor costs to consumers. I t is no accident tha t there 
was a significant decline in farm proprietors a fte r 
1998, in marked contrast to robust growth in earlie r
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This law is a perfect example o f the Law o f 
Unintended Consequences, achieving the opposite 
results to tha t intended - a t great human cost.

V ie w  t h e  f u l l  E c o n o m i c  I m p a c t  o f  W a s h i n g t o n ' s  M i n i m u m  W a g e  
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The Honorable Norman Rokeberg 
House o f Representatives 
Alaska State Capitol 
Juneau, Alaska 99801-1182

March 21, 2003

Dear Representative Rokeberg,

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

During the past few months I have spoken at length with many o f our restaurateurs and 
have received numerous negative comments about the devastating effects the 
unprecedented dollar and-a-half minimum wage jump has had on their businesses. The 
repercussions o f this legislation have begun in reducing hours, limiting and/or removing 
benefits, laying o ff 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 regards.

Kac’e McDowell
Executive Director, AK CHAJRR



SOQTHSIDE BISTRO, INC.
1320 Huffman Park Drive 
Anchorage, Alaska 99515  

(907) 348-0088

04 /01 /03

Represen ta tive 
Norman Rokeberg 
S tate Capito l 
Juneau, AK 99801 -1182

Dear Mr. Rokeberg

Thank you for supporting our concerns about the m inimum wage increase. At the Southside 
Bistro we have 45 employees. O ver half o f them work fo r m in im um wage. Everyone in this 
group are tipped employees and make between $15 and $25 pe r hour. Th is is more than 
any of the non tipped skilled laborers we have working here, includ ing management.
I 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, w ithout some form of ‘l ip  cred it” to compensate 
small business owners.
W ith the previous wage it was far easier to justify hiring young adults, m any of them going 
to work fo r the first time w ithout experience.
In order to offset the current wage we have had to trim our service sta ff down. This could 
become a double edged sword as we are known for great service.
In other words, not on ly is it much more expensive to opera te now, but the overall long 
term success of my business is in jeopardy.
The CPI tie-in will continue to underm ine our business and drive ou r prices up and our ability 
to serve down.

Mr. Rokeberg, I fu lly support your efforts to remove the CPI tie-in. A s mentioned I also 
believe a tip credit should be implemented. The m inimum wage increase was intended for 
peopie earning oniv that, and their W -2 should reflect that at the end of the year. It is hard for 
me to accep t paying someone 26% more in payro ll when they actua lly make 2-3 tim es the 
m inimum wage.
My goal is to continue employing young A laskan ’s and keep our econom y going. I look for 
your support in Juneau, to keep my small fam ily business afloat.

Thank you for looking out for me.
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Representative Norman Rokeberg 
Alaska State Capitol 
Juneau, AK 99801-1182

Re: Minimum Wage, Consumer Price Index (CPI)

Dear Representative Rokeberg:

A major portion o f the membership o f Anchor Point Chamber o f  Commerce is the small, family o.viied 
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 o f their largest expenses is 
an unknown?

Anchor Point Chamber o f 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.

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

March 17,2003

Sincerely,

KathyH’tims
President

KT/jac

" N o v th  A m e n ic .a '6  m o * t w e i t e n t y  h ig h w a y  p o i n t "



Minimum Wage impact

S u b je c t :  M in im u m  W a g e  im p a c t
D a t e :  F r i ,  2 8  M a r  2 0 0 3  1 4 : 3 9 :2 7  - 0 9 0 0  

F r o m :  "B e rn a d e t te  B r a d le y "  < b e rn i@ a t a s k a b ra d le y h o u s e .c o m >  
T o :  < R e p re s e n ta t iv e _ N o rm a n _ R o k e b e rg @ le g is .s t a t e .a k .u s >

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. I 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. I 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” I have no choice if I 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 need for safety at 
home. I 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 I believe will give many 
restaurateurs some desperate relief.

lhanks for your consideration. —

[[
J  H ©  H O V E n \

Sincerely, j |  MAR 2 8 2003
1

Bernadette Bradley

y

Owner

l of! 3/28/2003 2:47 PM

mailto:berni@ataskabradleyhouse.com
mailto:Representative_Norman_Rokeberg@legis.state.ak.us
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Srcwi Brothers, LLC 
737 W o t 5* Ave., Suite 110 
Anchongc.AK 99301 

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

D ate : A p r i l 2 2 , 2 0 0 3
T o : R ep re sen ta tiv e  N o rm a n  R o k e b u rg
Sub jec t: H -B  199 R e m o v a l o f  th e  a n n u a l a d ju s tm e n t  to  th e  m in im u m  w ag e

A s c o -ow n e r o f  the B rew s  B ro s . L .L .C . (th e  G la c ie r B rew H ou se , O R S O ) I  am  a  s tro n g  suppo rte r 
o f  th is le g is la tion  to  rem ove  the  annua l C P I ad justm en t to  m in im um  w age.

•  T he  B rew s  B ro s . L L C .  em p lo y s  2 3 5  fb l l  and p a rt tim e C rew m em bc rs .

•  T h e  F ed e ra l G o v e rnm en t d e fin e s  Income as a l l ea rn ings , to  in c lu d e  re p o rte d  tip s and  paid  
wages.

•  6 5 %  o f  o u r  s t a f f  has an  income that inc ludes bo th  tips and w ages.

•  S e rv ic e  s ta f f  (S e rv e rs  and  B u s se rs ) ty p ic a lly  ea rn  an  average h o u r ly  income th a t is 1 1/2 -  
3 tim es the m in im um  w age  o n  an h o u r ly  basis.

•  T he  F ed e ra l G o v e rnm en t re c og n ize s  tips as Income, thus p e rs on a l in c om e  taxes a re  pa id  on  
a l l rep o rted  tips and w ages .

•  T he  business is  re sp on s ib le  to  a ccu ra te ly  re p o rt tips and to  p ay  its p o r t io n  o f  ta x e s  cn  that 
income.

•  In  2 0 0 2  the B rew s  B r o s .L .L .C . tip p ed  C rew m em bc rs  w o rk e d  an excess o f  1 3 5 ,0 0 0  h ou rs .

•  T h e  cost o f  the inc rease  in  the m in im um  wage ($ 5 .6 5  to $ 7 .1 5 )  is p ro je c te d  to  c o s t the 
business 5 1 8 8 ,2 4 5  in  w age  in c reases , in c lu d ing  p a y ro ll taxes and o v e rt im e  co st inc reases.

•  T hese  ad d itio n a l w ages d id  n o t go  to  any c rew m em bc r w h o  had  an  income th a t w as equa l 
to  the m in im um  w age o f  $ 5 .6 5 , bu t ra th e r to c rew m cm bers  w h ose  income w as  $ 6 .6 5 -  
$ 2 0 .0 0  p e r  h o u r due to  tip s th ey  ea rned . O f  these a d d ition a l w ages 7 0 %  w en t to  se rve rs  
w hose  a ve rag e  income w as $ 1 9 .0 0 .

•  O u r ac tua l m in im um  h o u r ly  income f o r  a tipp ed  C rew m em bc r as le g is la te d  in  2 0 0 2  is n ow  
$ 8 .1 5  p e r h o u r ($ 7 ,1 5 + $ 1 .0 0 , m in im um  w age p lu s  m in im um  rep o rted  t ip s ) N O T  $ 7 .1 5 .
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•  T he  B rew s  B ro s . L .L .C .  ag rees  that a m in im um  income o f  $ 7 .1 5  p e r  h o u r  s h o u ld  be p a id  to  
a l l A la s k a n  W o rk e rs . A s  y o u  can see w e have a lw ay s  exceeded  that s tanda rd .

« A fte r  S ep tem be r 1 1th the A la s k a n  e c on om y  a lo n g  w ith  the N a t io n a l e c o n om y  w as in 
d ec lin e . In  2 0 0 2  v is ito r  n um be rs  w e re  dow n , and  fo r  the firs t  t im e  s in ce  the 1 9 8 0 s  indu stry  
w ide  sa le s th rou gh ou t the state w e re  a lso  in  dec lin e . T o  fu rth e r c om p lic a te  th ese  issues 
sm ok ing  bans w e re  im p o sed , liq u o r  taxes w e re  ra ised , s ta tew ide to u rism  m a rk e t in g  d o lla rs  
w ere reduced , m in im um  w age  increased , lo c a l p ro p e rty  and g o ve rnm en t taxe s  and fees 
increased , p rod u c tio n  caps w e re  im p lem en ted  on  pa rt o f  m y  bu siness thus re d u c in g  
po ten tia l sa les . T h e  re a l c o s t to  m y  business in  2 0 0 2  w as in excess o f  $ 2 5 0 ,0 0 0  in  new  
costs to  a com p an y  that, a lre a d y  exceeded  a l l w age and b en e fit s tanda rd s. I t  seem s to  m e 
that the rew a rd  fo r  ru n n in g  a g rea t business in  A la s k a , one  that exceeds in w ages , c rew  
bene fits , c om m un ity  su pp o rt and  D ow n tow n  d eve lopm en ts  is  a qu a rte r m i l l io n  d o l la r  
u n fa ir  inc rease  in  op e ra t in g  expenses .

In  sum m ary  I  su ppo rt th is le g is la t io n , h ow eve r it is tim e fo r  the state to  g e t i t ’ s h ead  ou t o f  the 
sand and recogn ize  to ta l income as the m in im um  Income le v e l requ ired  th ro u g h ou t the state. I  
am  con fid en t that to ta l income is  w hat the in ten sion  o f  the le g is la to rs  w as w hen  c ra ft in g  
m in im um  w age le g is la t io n . I  su ppo rt th is le g is la tion  un til w e can im p lem en t a f a i r  and 
ba lanced  tip  c red it that can  b e  suppo rted  by  the industry , the s ta ff , and la b o r . F u r th e r inc reases 
to  the m in im um  w age w i l l  o n ly  m ake  an u n fa ir s itua tion  w o rse .

S in ce re ly ,

C h ris  A nde rson  
M an ag ing  M em be r
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A p r i l  3 0 , 2 0 0 3 lilll
R e p . H a r r i s  &  R e p  W i l l i a m s

MILLENNIUM 
ALASKAN HOTEL

ANCHORAGE

C o -C h a i r s  H o u s e  F in a n c e  C o m m it t e e  
S ta te  C a p i t o l 
J u n e a u , A K  9 9 8 0 1

D e a r  R e p re s e n ta t iv e s  H a r r i s  a n d  W i l l i a m s ,

I  a m  w r i t in g  in  s u p p o r t  o f  H L 1 9 9 ,  w h ic h  e lim in a t e s  th e  C P I  in c re a s e  p r o v i s i o n  c u r r e n t ly  
in  m in im u m  w a g e  s ta tu te . .

A s  d ie  o p e r a t o r  o f  th e  M i l le n n iu m  A la s k a n  H o t e l  in  A n c h o r a g e  T c a n  a tte s t f i r s t  h a n d  t o  
th e  im p a c ts  th a t  re c e n t  2 7 %  m in im u m  w a g e  in c re a s e  h a s  h a d  o n  m y  b u s in e s s . I n  o r d e r  t o  
a c c o m m o d a te  th is  in c re a s e , I  h a v e  h a d  to  la y  o f f  w o r k e r s ,  b o th  s a la r ie d  a n d  h o u r ly ,  
in c re a s e  m e n u  p r ic e s , c u t  e m p lo y e e  b e n e f i t s  a n d  d e f r a y  c a p i t a l im p ro v e m e n t  p ro je c t s .
A l l  o f  th e s e  c h a n g e s  h a v e  h u r t  th e  e m p lo y e r ,  d ie  e m p lo y e e  a n d  th e  c o n s u m e r  p u b lic . 
A d d i t i o n a l ly ,  th e  c u r r e n t  e c o n o m ic  d o w n tu rn  a n d  d e c l in in g  t o u r is m  n u m b e r s  in  o u r  s ta te  
h a s  c re a te d  a  c lim a te  o f  u n c e r ta in ty  in  m y  o p e ra t io n  f o r  w h ic h  I  m u s t p r e p a r e  w ith  p la n s  
f o r  fu r t h e r  l a y o f f  a n d  c u ts . ( S A R S - I r a q  W a r )

T h e  n e t  e f fe c t  o n  m y  o p e ra t in g  e x p e n s e s  t o  a c c o m m o d a te  th e  m in im u m  w a g e  in c re a s e  
w a s  in  e x c e s s  o f  $ 1 8 0 , 0 0 0  a n n u a l ly . T h e  C P I  in c re a s e  p r o v i s i o n  th re a te n s  t o  fu r t h e r  e ro d e  
m y  b o t t o m  l i n e  a n d  th e  q u a li t y  o f  s e r v ic e  I  p r o v id e  in  m y  b u s in e s s . A la s k a  i s  o n ly  o n e  o f  
th re e  s ta te s  th a t t ie s  th e  C P I  t o  its  m in im u m  w a g e . I t  is  b o th  un reas  o n a b le  a n d  
in a p p ro p r ia te  t o  w e ig h  o u r  in d u s t r y  d o w n  w ith  y e t  a n o th e r  f in a n c ia l b u rd e n .

1 u rg e  y o u  t o  p a s s  H B 1 9 9  o u t  o f  c o m m it te e .

S in c e r e ly ,

M a x  J , L o w e , C H A  
G e n e ra l M a n a g e r

48O0Speru«l Road
Ancharey; Alaska 39SI7-3Z16 USA

Telephone 207.243^30)
Fan 90724 J.W15

RsavatlOM866.U6.2046
wwwjntUemWn>hotdi.cofn
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BY CHOICE HOTELS
SENT BY FAX TO: 907-465-2040 

April 23, 2003

Rep. Harris 
Rep. Williams
Chair Labor & Commerce Committee 
State Capitol 
Juneau, AK 99801

Dear Representative Anderson,

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

As the General Manager of the Comfort Inn in Fairbanks, Alaska, I can attest first 
hand to the impacts that the recent 27% minimum wage increase has had on my 
business. In order to accommodate this increase, I have had to lay off workers, 
cut back on my deluxe continental breakfast and cut employee benefits. All 
these changes hurt the employer, the employee and the consumer public. 
Additionally, the current economic downturn and declining tourism numbers in 
our state has created a climate of uncertainty in my operation for which I 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 I 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.

I urge you to pass HB199 out of committee.

CC: Rep Crawford
Rep Guttenberg 
Rep Dahlstrom 
Rep Gatto 
Rep Rokeberg 
Rep Lynn

F o r  re se rv a tion s  w o rldw ide : 1-8 0 0 -4 C B O IC E  c lio ireho teU .com

C h e n a  R i v e r

190S Chena Landings Loop 
Fairbanks, Alaska 99701 

Phone: 907.479.8080 
Fax: 907.479.8063



HB 199 Support Letter
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F r o m :  " D a le  M a r te n s "  < d s m a r te n s @ d e n a li fo o d s .c o m >
T o :  "T h e  H o n o ra b le  N o rm a n  R o k e b e rg "  < R e p re s e n ta t iv e _ N o rm a n _ R o k e b e rg @ le g is .s t a t e .a k .u s >

Dale Martens 
7240 Setter Drive 
Anchorage, AK 99502-4197

May 8, 2003

The Honorable Norman Rokeberg 
House of Representatives 
Juneau, AK 99801-1182

Dear Representative Rokeberg:

As one of your constituents, I am w riting in support of HB199 which 
eliminates the CPI increase provision currently in minimum wage statute.

This is very important to my business as I employ many f i r s t time workers 
in my Taco Bell business. Many of these employees have never had jobs 
previously and learn important work habits and other s k ills  while employed 
with us. In a l l my 17 years in th is business I have seen very few ( i f
any) people who are supporting a household on th is wage. The vast
majority are young, single people ju s t sta rting out in the work world. 
Regardless, very few of our employees sta rt at minimum wage and a ll 
employees who show a modicum of in terest and se lf in it ia t iv e  are rap id ly 
promoted to much higher wage levels.

Please vote yes fo r HB199. I would appreciate a response from you
indicating your position on th is b i l l .  I t  makes no sense that Alaska 
currently has the highest minimum wage (passed by republicans) and i t  
makes even less sense to make i t  continually go up on an annual basis.

Thank you.

Sincerely,

Dale Martens, President Taco Bell of Alaska

i or i 5/8/2003 12:16

mailto:dsmartens@denalifoods.com
mailto:Representative_Norman_Rokeberg@legis.state.ak.us
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Alyeska Prince Hotel
AlYCSKA RESORT. ALASKA

SENT BY FAX TO: 907-465-2040 

April 29, 2003

Rep. Harris & Rep Williams 
Co-Chairs House Finance Committee 
State Capitol 
Juneau, AK 99801

Dear Representatives Harris and Williams,

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

As the Director of Human Resources/Risk Mgmt. for Alyeska Resort in Girdwood, I can 
attest first hand to the impacts that the recent 27% minimum wage increase has had on 
our business. In order to accommodate this increase, we have had to reduce hiring, 
leave positions unfilled, increase menu prices and cut employee benefits. All these 
changes hurt the employer, the employee and the consumer public. Additionally, the 
current economic downturn and declining tourism numbers in our state has created a 
climate of uncertainty in our operation for which I must prepare with plans for further 
controls and reductions.

The CPI increase provision threatens to further erode our bottom line and the 4- 
diamond quality of service we provide at Alyeska Resort. Alaska is only one of three 
states that tie the CPI to its minimum wage. It is both unreasonable and inappropriate 
to weigh our industry down with yet another financial burden.

I urge you to pass HB199 out of committee.

Richard Dowd
Director Human Resources/Risk Management 
Alyeska Resort 
Girdwood, Alaska

A laska ’s Prem ier Resort, Hote l, S k i Area and G o lf Course 
1000 Ariberg Avenue "P.O. Box 249. Girdwood. Alaska 99587 • Phone (907) 754-1 111 • Fax (9 './) 754-2200 

Reservations 1-800-880-3880 * www.alyeskareson.cora

http://www.alyeskareson.cora
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SENT BY FAX TO: 907-465-2040 

April 29,2003

Rep. Harris & F?P Williams 
Co-Chairs House Finance Committee 
State Capitol 
Juneau. AK 99801

Dear Representatives Harris and Williams,

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

As the The Marx Bros Cafe in Anchorage I can attest first hand to the impacts 
that recent 27% minimum wage increase has had on my business. In order to 
accommodate this increase, I have had to lay off workers, Increase menu prices 
and cut employee benefits. Increased labor costs along with years of large 
premium increases have taken away our ability to provide group health insurance 
in our small company. This is a benefit that we have provided for over 20 years 
and the decision was painful but we simply could not meet the costs. All these 
changes hurt the e: iployer, the employee and the consumer public.

This winter we faced our first year of declining business. Couple with increased 
costs in labor and insurance we decided to curtail hours and reduced our staff by 
25%. In addition some of the remaining staff had their hours reduced.

Uncertainty about this summer’s tourist season we are going to operate shorter 
hours than in the past and not hire as many workers as we have in past seasons.

The CPI increase provision threatens to further erode my bottom line and the 
quality of service I 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.

I urge you to pass HB199 out of committee.

Sincerely,
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SENT BY FAX TO: 907-465-2040 

April 30, 2003

Rep. Harris & Rep Williams 
Co-Chairs House Finance Committee 
State Capitol 
Juneau, AK 99801

Dear Representatives Harris and Wiliams,

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

How would the Legislature feel if 40% of the State’s budget increased 
automatically every year according to the CPI index? This is precisely what the 
Legislature has done to restaurants in Alaska.

Establishing minimum wage has always been a prerogative of the Legislature, for 
good reason, and it should remain so. Simply allowing a major cost component 
of many businesses to rise automatically is inflationary, contributes to the loss of 
Jobs and economic growth, and is not warranted from the standpoint of helping 
those at the poverty level.

As the owner and operator of Land’s End Resort in Homer, I can attest to the 
impacts that recent 27% minimum wage increase has had on my business. In 
order to accommodate this increase, I have had to lay off workers or reduce their 
hours. Why, you ask? Because every restaurant runs on thin margins, and labor 
is budgeted as a fixed percentage of revenue. Therefore, as wages Increase, the 
hours and benefits of employees must be cut back in order to meet fixed weekly 
payroll budgets. Anyone familiar with restaurants knows they are subject to 
extreme competition, and the profit margins are not there to “absorb* increases 
such as this from profit.

Approximately 25 -  50% of restaurant revenue is spent directly on labor, tor us it 
depends on the time of year. For such a major cost component to rise with 
inflation is, by its very definition, inflationary, it will cause prices to increase and 
demand for our services to go down. More restaurants will fail.

Does annual CPI Increases in the minimum wage help poor people struggling to 
feed their families? Perhaps it helps a few, but it hurts many more than it helps. 
Why? Restaurants must keep payroll costs at specific levels; for every dollar in 
hourly rate Increases we must cut a dollar from hours or employee benefits.

4 7 8 6  H om e r Sprt R oad . H om e r , A laska 9 9 6 0 3  
(9 0 7 )  2 3 5 - 0 4 0 0  O u ts id e  A laska * ( 8 0 0 )  4 7 8 -0 4 0 0  Reservarions witfein A laska • Pax ( 9 0 7 )  2 3 5 -0 4 2 0  

ww wJands-cnd-resort.com  * b n d sa o d ffa l w ks .net



FROM : LANDS END RESORT PHONE NO. : 907+2350421 Apr. 29 2003 09:35P1 P2

April 30, 2003
Representatives Harris and Williams
Page 2

Of far greater negative impact to those at minimum wage is the fact that most 
server's real source of income is not wages— its is tips— and restaurant owners 
are tired of seeing unreported tip income and parsimonious tip-out practices by 
servers— both of which hurt the business. When restaurants are squeezed by 
inflation-adjusted wage increases, designed to help those earning, on average, 
three times the minimum wage, we pay more attention to accurate reporting of tip 
income and appropriate levels of server “tlp-outsu for key personnel within the 
restaurant. This focused attention will hurt minimum wages earners far more than 
any gains from CPI increases in minimum wage.

In conclusion, HB 199 will increase jobs among those who need them; it will 
reduce Inflationary pressure, and will benefit, not hurt, minimum wage earners. I 
urge you to pass HB199 out of committee.

CC: Rep Crawford
Rep Guttenbeig 
Rep Dahlstrom 
Rep Gatto 
Rep Rokeberg 
Rep Lynn

4786 HOMER SPIT ROAD * HOMER • ALASKA 99603 
(907) 235-2500 (Outside Alaska) • (907) 800-478-0400 (Reseivations within A laska) • FAX (907) 235-0420
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The \foce erf Small Business

ALASKA

M arch  6 ,2 0 0 3

Rep resen ta tive  N o rm a n  R o k e b e rg  
S ta te  C ap ito l R o o m  2 1 4  
Juneau , A la s k a  9 9 8 0 1 -1 1 8 2
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D e a r R ep resen ta tive  R ok eb e rg ,

A s y o u  kn ow , last y e a r th e  le g is la tu re  passed a  b i l l  to  inc rease the minimum w age fro m  
$ 5 .6 5  to $ 7 .1 5 . T h e  le g is la t io n  a ls o  indexed fu tu re  increases to  in fla tio n . N F IB  m em bers 
w ere  opposed  to  the increase as w e ll as the au tom atic  index ing .

W e  a re  n ow  conce rn ed  ab ou t a th ird  aspect to  th is issue that w asn ’ t c le a r ly  appa ren t in 
d iscussion s o n  m in im um  w age la s t yea r. T h e  increase in  the  minimum w age n o t o n ly  
im pacts w hat em p lo y e rs  p a y  to  h o u r ly  w o rk e rs  b u t a lso  increases the minimum am oun t 
paid  to  sa la ried  w o rk e rs .

The A la s k a  W age and  H o u r  A ct exem p ts s a la r ied  em p loyee s  that m eet ce rta in  c rite ria . In  
o rd e r f o r  an  em p loyee  to be exem p t fro m  the w age  and h o u r law  they m ust be p a id  at 
least tw o  and o n e -h a lf  t im es  the A la s k a  m in im um  wage p e r  h o u r du ring  the firs t  4 0  hou rs  
o f  em p loym en t each w eek . B ased  o n  the cu rren t minimum w age , the m in im um  s a la ry  
w ou ld  be $ 7 1 5  fo r  the  firs t  4 0  h ou rs  w o rk ed  each  w eek . T h a t equates to  $ 3 7 ,1 8 0  p e r 
year.

I t  is o u r  understand ing that y o u  a re  conside ring  le g is la tion  to  rem edy s om e  o r  a l l o f  these 
issues. W e  encou rage  y o u  to  do s o  and w i l l su p p o rt y o u r e ffo r ts .

The N F IB /A la s k a  L ead e rsh ip  C ou n c il w i l l be m eeting  M a rch  14 in  Juneau and the w age 
and h o u r issues w i l l  be o n  o u r  a g en d a

Y o u  have long  been  a  suppo rte r o f  sm a ll business. W e lo o k  fo rw a rd  to  w o rk in g  w ith  y o u  
and g re a t ly  app rec ia te  y o u r  advocacy  fo r  business.

National Federation of Independent Business -  ALASKA 
217 Second St., Suite 206 • Juneau, AK 90801 • 907-483-5118 • Fax 907-462-5120 • www.nfib.com

http://www.nfib.com
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The VWoe of Smell Business

ALASKA

National Federation of Independent Business 

Statement of Support for HB 199 

Removal of Automatic Inflation Adjustment for Minimum Wage

April 21,2003

T h e  A la s k a  C h ap te r o f  th e  N a t io n a l Fed e ra tion  o f  Independen t B u s in ess  h a s  2,500 
m em bers , m ak ing  it  the  la rg e s t sm all-busincss a d v o c a c y  g ro u p  in  the  sta te . T h e  leg is la tive  
agenda o fN F I B  is  dete rm ine d  b y  b a llo t . T h e  b a llo t  is a  p o l l  o f  th e  m em bersh ip  o n  a  series 
o f  issues.

F o llow in g  a re  th e  b a llo t re su lts  in  re spon se  to  th e  fo llo w in g  question : S h o u ld  the 
m in im um  w age  be  indexed  f o r  in fla tio n ?

1 7 %  Y E S  7 6 %  N O  7 %  U ndec id ed

N F 1B  m em bers a re  in  s tron g  su pp o rt o f  rem ov in g  the au tom a tic  indexing o f  the  m in im um  
w age t o  in fla tio n  as p ro v id e d  in H ou se  B iQ  1 9 9 . S om e  m em bers a re  s tru gg lin g  as it is 
w ith  th e  recen t inc rease  in  th e  m in im um  w age f r o m  $ 5 .6 5  t o  $ 7 .1 5 .  A la s k a  n ow  has the  
highest m in im um  w ag e  m  th e  na tion .

Fu tu re  m in im um  w age  increases sh ou ld  be dete rm ined  b y  th e  le g is la tu re  a fte r  c a re fu l 
re v iew  o f  the  cu rren t econom ic  cond ition s  that ex is t in  A la sk a .

Vote YES on rioose Bill 1 9 9

Submitted by Thycs Shaob on behalf ofNFTB/ALulca.

National Federation of Independent Business -  ALASKA 217 Second St.. Suite 208 • Juneau, AK 99801 • 907-483-5118 • Fax 907-462-5128 • www.nfto.com

http://www.nfto.com


Headquarters: 
217 2nd Street, Suite 201 

Juneau, Alaska 99801 
(907) 586-2323 FAX 463-5515

A p r i l 4 , 2 0 0 3

R ep re sen ta t iv e  N o rm  R o k e b e rg  
A la s k a  S ta te  C ap ito l 
Juneau , A la s k a

R e : A la s k a  W ag e  and H o u r  A c t R e v is io n s

D e a r  R ep re sen ta tiv e  R o k e b e rg :

T h e  m in im um  w age b i l l  that w as passed  in to  law  la s t se ss io n  c on ta in ed  p ro v is io n s  tha t the 
m em be rs  o f  the A la s k a  S ta te  C h am b e r o f  C om m e rc e  b e lie v e  to  be d e tr im en ta l to  bu siness . 
W e  request y o u r  su pp o rt and  assis tance to  am end  the  cu rren t law  in  the f o l lo w in g  m an n e r:

1. W e  u rg e  the e lim in a tio n  o f  the C o n su m e r P r ic e  In d e x  (C P I )  p ro v is io n  tha t in c rea se s  the 
m in im um  w age a n n u a lly  c om m en su ra te  w ith  c o s t o f  liv in g  inc rea se s . T h e re  a re  m an y  fa c to rs  
tha t im pac t the cost o f  d o in g  bu siness that bu sinesses cann o t a u to m a t ic a lly  pass o n  to  the 
c o n sum e r o r  m a rk e tp la c e . T h e  e lec ted  rep re sen ta tiv e s  o f  the p e o p le  a re  a b le  to  e v a lu a te  the 
e c on om ic  e n v iro n m en t and  assess the a b i li ty  o f  the  e c o n om y  to  su sta in  m a n d a to ry  w age 
inc reases . R e sp o n s ib i li ty  f o r  ad ju s tin g  the m in im u m  w age  sh ou ld  be  re tu rn ed  to  the 
le g is la tu re .

2 . W e  u rg e  e lim in a t io n  o f  the  p ro v is io n  that m anda te s  that the A la s k a  m in im u m  w age  be 
$ 1 .0 0  o v e r  the fe d e ra l m in im um  w age . T h e  c o s t o f  d o in g  bu siness is  a lre a d y  g re a te r in  
A la s k a  than e lsew he re  in  the na tion . A  m andate  o f  th is so rt re su lts  in  e m p lo y e rs  h a v in g  few e r 
em p lo y e e s  o r  redu c in g  the b en e fits  th ey  o f f e r  to  em p lo y e e s .

3 . W e  u rg e  e lim in a t io n  o f  the 8 0 /2 0  statu te , w h ich  re q u ire s  that e x em p t em p lo y e e s  
p e r fo rm in g  n on -e x em p t w o rk  g re a te r than  2 0 %  o f  the  tim e be p a id  tw ice  th e  m in im u m  w age .

W e  a ls o  s e e k  in trod u c tio n  o f  a tra in in g  w age c on s is ten t w ith  that that is  fe d e r a l ly  a l lo w a b le . 
T h is  w i l l re s u lt  in  em p lo y e rs  h av in g  the a b i li ty  to  a f fo rd  to  h ire  u n tra in e d  w o rk e rs  and 
p ro v id e  th em  w ith  o n - th e - jo b  tra in in g . It  w i l l m e an  m o re  jo b s  fo r  in e x p e rie n c ed  w o rk e rs  and  
d e v e lo pm en t o f  a s tro n g e r w o rk fo rc e  f o r  the state.

S in c e re ly ,

P a m e la  L a  B o l le  
P re s id en t

♦STATE* 
CHAMBER
OF COMMERCE
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RED ROBIN ALASKA. INC
+450 Cordova Street 
Suite 200
Anchorage, AK 99503 
907.563.7777 
907.561.2525 FAX
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April 23, 2003 SENT BY FAX TO: 807^85-2040
Rep. Tom Anderson
Chair Labor & Commerce Committee
State Capitol
Juneau, AK 99801
Dear Representative Anderson.
I 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, I can attest first hand to the impacts 
that the recent 27% minimum wage increase has had on my business. In order to accommodate 
this increase. I have had to lay off workers, have eliminaled over 14,000 man-hours per year 
[equivalent to 16 employees working a 35 hour workweek), increased menu prices and cut 
employee benefits. I also had to close one of my restaurants. This closure resulted In the los3 of 
over 50 jobs
All these changes hurt our business, the employees and the consumer public. Additionally, the 
current economic downturn and declining tourism numbers in our state has created a climate of 
uncertainty in my operation for which I 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 I 
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.
I urge you to pass HB199 out of committee. 
Sincerely,

Fred Rosenbei 
President

CC: Rep Crawford
Rep Dahlstrom 
Rep Gatto 
Rep Guttenberg 
Rep Lynn 
Rep Rokeberg

NORTWWAY RED ROBIN
3401 P»nlmd Parkway 
Anchor***, AK 99506 
907.276.7708 
907.276.4057 FAX

DIMOND RED ROBIN
401 East Dlmond Boulevard 
An chon go, AK 99515 
907.522.4321 
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The Economic Impact of Washington' s Minimum Wage Law 
By Richard Vedder and Lowell Gallaway 

Ohio University

In troduc tion

O n  J a n u a ry  1, 1 9 9 9 , the  m in im u m  w age  fo r  w o rk e rs  in  W a sh in g to n  ro s e  as a  re s u lt  o f  a  v o t e r  in it ia t iv e . 
S u b seq u en t in c re a se s  h ave  b ro u g h t the  W a sh in g to n  m in im um  w ag e  to  m o re  than  3 6  p e rc en t h ig h e r than  the  
n a tion a l a v e ra g e . A s  F ig u re  1 sh ow s , in m uch  o f  m o d em  h is to ry , the W a sh in g to n  s ta te  m in im u m  w age  w as 
at, o r  re la t iv e ly  c lo s e  to , tha t d e te rm in ed  n a t io n a lly  v ia  the F a i r  L a b o r  S ta n d a rd s  A c t o f  1 9 3 8  as am ended .
T h e  1 9 9 8  d e c is io n  o f  the v o te rs , h ow e v e r , has led  to  an u n p re c ed en ted ly  h ig h  m in im u m  w ag e  in  W a sh in g to n  
re la t iv e  to  n a t io n a l n o rm s . T o d a y , th e  W a sh in g to n  state m in im u m  w age  is the  h ig h es t , re la t iv e  to  th e  n a tio n a l 
s tand a rd , a t a n y  t im e  in h is to ry .

F ig u r e  1 : W a s h i n g t o n  M in im u m  

W a g e  a s  P e r c e n t  o f  U .S . , 

1992-2003

T h e  in c re a se  in  th e  m in im u m  w ag e  a p p ro v e d  b y  the  v o te rs  w as p re s u m ab ly  m o t iv a te d  b y  a  d e s ire  to  
c rea te  in c om e  f o r  lo w e r  in c om e  p e o p le . T h e  h op e  w a s  tha t it  w o u ld  redu ce  p o v e r ty . Y e t  the  L a w  o f  D em an d  
suggests  th a t w h en  th e  p ric e  o f  s om e th in g  r ise s , th e  q u an tity  th e  p e o p le  w ish  to  p u rc h a se  fa l ls .  G o v e rn m en t 
m anda ted  h ig h e r m in im u m  w ag es  m ean  the p ric e  o f  la b o r  is b e in g  in c re a sed , w h ich  s h o u ld  in d u c e  som e



re d u c tio n  in  th e  am ou n t o f  w o rk e rs  w h o  w i l l  be h ire d 1. T h u s  the  in c om e -g en e ra t in g  e f fe c t  o f  h ig h e r  w ages  
m ig h t b e  o f f s e t  b y  th e  in c o m e -d e s t ro y in g  im pac t o f  fa l l in g  em p lo y m e n t o p p o rtu n it ie s  a r is in g  f r o m  h ig h e r 
w ages . T h e  N o b e l P r iz e  w in n in g  e c o n o m is t  Jo sp eh  S t ig li t z , w h o  w as C h a ir  o f  the  C o u n c i l o f  E c o n o m ic  
A d v is e rs  u n d e r P re s id e n t C lin to n , p u t it w e l l :  “ a  h ig h e r m in im u m  w age  d o e s  n o t se em  to  be a  p a r t ic u la r ly  
u se fu l w a y  to  h e lp  th e  p o o r . M o s t  p o o r  p e o p le  e a rn  m o re  th an  th e  m in im u m  w ag e  w h en  th e y  a re  w o rk in g ; 
th e ir  p ro b le m  is n o t lo w  w a g e s .” 2 S e c o n d a r i ly , i f  a s ig n if ic a n t p e rcen tag e  o f  lo w  p a y in g  jo b s  w e re  h e ld  by  
p e rs o n s  f r o m  n o n -p o o r  fa m i lie s , the  m in im um  w age  m ig h t be in e ffe c t iv e  in a c h ie v in g  its o b je c t iv e  e v en  i f  
the  u n e m p lo y m e n t e f fe c ts  o f  h ig h e r w ag e s  a re  sm a ll. 3M o re o v e r , the lo n g e r  te rm  a b i l i t y  to  in c re a se  w o rk e r  
in c om e  is c lo s e ly  t ie d  to  e x p e r ie n c e  and  tra in in g , and  i f  th e  m in im u m  w age  h ik e  w e re  to  le ad  to  redu ced  
t ra in in g , and  i f  u n e m p lo ym e n t lo w e re d  o p p o rtu n it ie s  to  g a in  e x p e rie n c e , th e  lo n g e r  te rm  p ro sp e c ts  o f  lo w e r  
s k i l le d  w o rk e r s  w o u ld  be fu r th e r  re d u c ed .

T h e  f i r s t  em p ir ic a l q u e s tio n , then , is : h ave  e c o n om ic  c o n d it io n s  f o r  lo w e r  in c om e  c it iz e n s  o f  
W a sh in g to n  im p ro v e d  s in c e  th e  en ac tm en t o f  the h igh  s ta te  m in im u m  w ag e ?  Is , f o r  e x am p le , the  ra te  o f  
p o v e r ty  h ig h e r o r  lo w e r?  D o e s  W a sh in g to n ’ s p o v e r ty  e x p e r ie n c e  in re cen t y e a rs  m ir r o r  tha t o f  th e  n a t io n ?  I f  
n o , is it p la u s ib le  to  a rg u e  th a t the  m in im u m  w age  law  has p la y e d  a ro le  in the  d e te r io ra t io n  in th e  in c om e  
p o s it io n  o f  r e la t iv e ly  d is ad v an tag ed  W a sh in g to n ia n s ?

1 The evidence in this respect is persuasive. A review o f earlier studies is found in Charles Brown, Curtis Gilroy and Andrew 
Kohen, “The Effect o f the Minimum Wage on Employment and Unemployment," Journal o f  Economic 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 o f  Labor Economics, 3B, 1999, pp. 2101-2163. On the impact o f  
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 o f  the Effects o f Minimum Wages on Youth Employment, National Bureau o f  Economic 
research (NBER) Working Paper No. 7299, August 1999, Neumark’s “The Employment Effects o f  Recent Minimum Wage 
Increases: Evidence from a Pre-Specified Research Design," NBER Work..jg Paper No.7171, June 1999, and David Neumark, 
William Wascher and Mark Schweitzer, "The Effects o f Minimum Wages Throughout the Wage Distribution,” NBER Working 
Paper No. 7519, February 2000. For the NBER studies, go to httn:/Avww.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 o f  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.
2 See his Economics (New York: W.W. Norton, 1993), pp. 130-133.
3 For statistics on work experience and earnings o f  poor and near-poor persons, see U.S. Department o f  Commerce, Bureau o f  the 
Census, Current Population Reports No. 219, Poverty in the UnitedStates:2001 (Washington, D.C.: Government Printing Office, 
2002), available at www.census/gov/hhesAvww/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 o f  that 
evidence, see David Neumark and William Wascher, “Minimum Wages and Training Revisited,” NBER Working Paper, W6651 
available at www.nber.org.
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Rising Poverty in Washington
D e s p ite  r is in g  in c om es  in  the  la te  1 9 9 0 s  and  in to  the  n ew  c e n tu ry , th e  p o v e r ty  ra te  has g o n e  up  in  th e  

state o f  W a sh in g to n . T a b le  1 lo o k s  a t th e  p o v e r ty  ra te  in  1 9 9 8 , th e  y e a r  p r i o r  to  the  b e g in n in g  o f  th e  s ta te ’ s 
h ig h e r m in im u m  w ag e , and 2 0 0 1 . N o te  tha t in  W a sh in g to n , th e  ra te  ro s e  b y  1 .9  p e rc en tag e  p o in ts , g o in g  
fro m  8 .9  to  1 0 .8  p e rc en t, im p ly in g  an  in c rea se  o f  the  ac tua l n u m b e r o f  p o o r  p e rs o n s  o f  s u b s ta n t ia lly  o v e r  2 0  
p e rcen t. B y  c on tra s t , n a t io n a lly , the p o v e r ty  ra te  f e l l  b y  a  p e rc en tag e  p o in t , and  in th e  n e ig h b o r in g  s ta tes o f  
Id ah o  an d  O re g o n  th e  d e c lin e  w as e v en  g rea te r. W h e re a s  in 1 9 9 8 , the p o v e r ty  ra te  w as  d ra m a t ic a lly  lo w e r  in  
W a sh in g to n  th an  in  O re g o n  (8 .9  v s . 1 5 .0  p e rc e n t) , b y  2 0 0 1 , th e  ra te  w as a c tu a lly  higher in W a sh in g to n .

T a b le  1
C h a n g e s  in  th e  P o v e r t y  R a t e ,  W a s l in g t o n  a n d  th e  N a t io n , 1 9 9 8 - 2 0 0 1

S ta te  o r  A r e a 1 9 9 8  P o v e r t y
R a t e

2 0 0 1  P o v e r t y
R a t e

C h a n g e , P o v e r t y  
R a t e ,  1 9 9 8 - 2 0 0 1

W a sh in g to n 8 .9 % 1 0 .8 % + 1 .9 %
U .S . 1 2 .7 1 1 .7 - 1 .0
O re g o n 15 .0 1 0 .6 - 4 .4
Id a h o 1 3 .0 1 1 .2 - 1 .8

S o u rc e : U .S .  B u r e a u  o f  th e  C e n s u s , a u t h o r s ’  c a lc u la t io n s .

T h e  u se  o f  s in g le  y e a r  p o v e r ty  ra te  data is s om ew ha t h a z a rd ou s , h o w e v e r , b ecau se  the  s am p le s  on  
w h ich  p o v e r ty  ra te s  a re  c a lc u la te d  a t th e  state le v e l a re  ra th e r sm a ll . T o  re d u c e  th a t p ro b le m , th e  B u re a u  o f  
the C e n su s  p re fe r s  to  use a ve rag es  o f  the  p o v e r ty  ra te  o v e r  tw o  o r  m o re  y e a rs . W e  can  c om p a re  1 9 9 7  and  
1 9 9 8 , th e  la s t tw o  y e a rs  p r io r  to  the  im p lem en ta tio n  o f  the v o te r  m an d a ted  m in im u m  w ag e  in c re a s e , w ith  
2 0 0 0  and  2 0 0 1 ,  a f te r  the law  had been  fu l ly  in e f fe c t . T h e  re su lts , p re sen ted  in T a b le  2 , a re  s im i la r  to  th o se  
d e riv ed  f r o m  the  s in g le  y e a r  da ta . P o v e r ty  ra tes a re  fa l l in g  e ls ew h e re , b u t r is in g  in W a sh in g to n  d u r in g  the  
p e riod  fo l lo w in g  th e  im p lem en ta tio n  o f  the  h ig h e r state m in im u m  w ag e .

T a b le 2
C h a n g e s  in  th e  P o v e r t y  R a t e , W a s h in g ton  a n d  th e  N a t io n , 1 9 9 7 - •98  to  2 0 0 0 - 0 1

S ta te  o r  A r e a 1 9 9 7 - 9 8  P o v e r t y
R a t e

2 0 0 0 - 0 1  P o v e r t y
R a t e

C h . ,  P o v . R a t e ,  
9 7 - 9 8 , 2 0 0 0 - 0 1

W a sh in g to n 9 .1 % 1 0 .8 % + 1 .7 %
U .S . 13 .0 1 1 .5 - 1 .5
O re g o n 13.3 1 1 .3 - 2 .0
Id a h o 13 .8 1 2 .0 - 1 .8

U .S . B u r e a u  o f  th e  C e n s u s , a u t h o r s ’  c a lc u la t io n

M o re o v e r , T a b le  2  lo o k s  o n ly  a t W a sh in g to n , tw o  b o rd e r in g  sta tes , and  the  ag g re g a te  f ig u re  f o r  a l l  
A m e ric a n s . A  d e ta i le d  e x am in a t io n  o f  changes in  th e  tw o -y e a r  p o v e r ty  ra te  fro m  1 9 9 7 - 9 8  to  2 0 0 0 - 2 0 0 1  
re v e a ls  th a t the poverty rate rose far more in Washington than in any other state in the Union. In d e ed , o n ly  
s ix  o f  th e  5 0  s ta tes had  r is in g  p o v e r ty  ra tes d u rin g  th is  p e r io d  o f  g e n e ra l p ro s p e r ity  (d e sp ite  th e  m i ld  2 0 0 1

3



re c e s s io n ) , and  th e  secon d  h ig hest in c re a se  in the  p o v e r ty  ra te , 1.1 p e rcen tage  p o in ts  in  O k la h o m a , w as m o re  
than  o n e -th ird  s m a lle r  than  in W a sh in g to n .

I t  is  a t le a s t c o n c e iv a b le  th a t W a sh in g to n ’ s r is e  in  p o v e r ty  h appened  c o in c id e n ta lly  w ith  the 
in tro d u c t io n  o f  s h a rp ly  h ig h e r m in im u m  w ages . T h a t p o s s ib i li ty  w ou ld  be s treng th ened  i f  th e  p e r io d  in 
q u e s tio n  w as  o n e  o f  e c o n om ic  s tag n a tion  and d e c lin e  in W a sh in g to n . T h e  e v id e n ce , h ow e v e r , d o e s  n o t 
s u p p o rt th a t p o s s ib i li ty . R e a l p e r  c ap ita  p e rs o n a l in com e  ro s e  9 .6 5  p e rcen t fro m  1 9 9 7  to  2 0 0 1 ,  w h ic h , o th e r  
th in g s  e q u a l, s h o u ld  h ave  led  to  s om e  re d u c tion  in  p o v e r ty . M o re o v e r , the re a l in c om e  g row th  in W a sh in g to n  
e x c eed ed  th e  n a t io n a l a v e rag e  f o r  th e  sam e p e r io d . T h e  m ed ian  re a l p e r cap ita  in c om e  g row th  f o r  th e  5 0  
states and  the  D is t r ic t  o f  C o lu m b ia  w as  7 .9 6  p e rc en t, sugges tin g  that W a sh in g to n ’ s re a l p e r h ead  in c om e  
g row th  w as  m o re  than  o n e - f i f th  la rg e r  than the  ty p ic a l s ta te . In  m o s t o f  th e  res t o f  the  U .S . ,  p o v e r ty  ra te s 
w e re  fa l l in g  as re a l in com e  w as r is in g  -  but n o t in W a sh in g to n .

M o re  sop h is t ic a ted  s ta tis tica l a n a ly s is  c o n firm s  the d e sc rip t iv e  s ta tis tica l e v id e n ce . W e  re g re s sed  the  
2 0 0 0 - 0 1  p o v e r ty  ra te  f o r  the 5 0  sta tes p lu s  th e  D is t r ic t  o f  C o lu m b ia  ag a in st the 1 9 9 7 - 9 8  p o v e r ty  ra te  and 
ag a in s t th e  g row th  in re a l p e rs on a l in c om e  p e r cap ita . A s  e xp ec ted , th e re  w as a p o s it iv e  o b s e rv e d  
re la t io n s h ip  b e tw een  the  recen t p o v e r ty  rate and  the e a r lie r  ra te , and a neg a tive  re la t io n sh ip  o b s e rv e d  
be tw een  the  2 0 0 0 - 0 1  p o v e r ty  ra te  and  the ra te  o f  e c o n om ic  g row th . F rom  the m o d e l, w e  can e s tim a te  w h a t 
the 2 0 0 0 - 0 1  p o v e r ty  ra te  in the state o f  W a sh in g to n  w o u ld  h a v e  been . T h e  ac tua l ra te , 1 0 .8  p e rc en t , w as 
a lm o s t  p re c is e ly  o n e -th ird  h ig h e r th an  the p red ic ted  ra te  o f  8 .1 4  p e rcen t. W h y  the b ig  e r r o r  ( f o r  a m od e l that 
e x p la in e d  w e l l o v e r  8 2  p e rcen t o f  the in terstate v a r ia t io n s  in the p o v e r ty  ra te )?  T h e  un ique  e v e n t in 
W a sh in g to n  w as  th e  sh a rp  inc rease  in  the m in im um  w age , n o t o b se rv ed  in the ty p ic a l o th e r  s ta te .

W h y  w o u ld  p o v e r ty  rates r is e  in a state th a t had  s ig n if ic a n t ly  r is in g  in com e  le v e ls  and  a s im u lta n e o u s  
inc rease  in th e  sta te  m in im um  w ag e ?  W h i le  s e v e ra l fa c to rs  a re  no d ou b t a t w o rk , the  m in im u m  w age  
inc rease  w o u ld  o n ly  redu ce  p o v e r ty  i f  the “ in c om e  e f fe c t ”  o n  h ig h e r w ages is g re a te r th an  the  “ su b s titu t io n  
e ffe c t ”  a s so c ia te d  w ith  reduced  em p lo ym en t a r is in g  f ro m  h ig h e r w ages . E la b o ra t in g , p ro p o n e n ts  o f  
m in im um  w ag es  w o u ld  a rgu e  tha t in c rea s in g  p a y  to  r e la t iv e ly  lo w  pa id  w o rk e rs  o fte n  w o u ld  in c re a se  th e ir  
in com e  s u f f ic ie n t ly  to  ra ise  them  a b o v e  the p o v e r ty  le v e l. T h is  in com e  e ffe c t , h ow e v e r , m a y  be c o m p le te ly  
o f fs e t  b y  th e  su b s titu tion  e ffe c t tha t a rise s  w hen  the inc rea sed  m in im um  w age le ad s  to  b e h a v io ra l c h an g es  on  
the p a rt  o f  e m p lo y e r s .

W h a t  a re  these  b e h a v io ra l ch an g es?  F irs t , em p lo y e rs  re sp ond  to  the  L aw  o f  D em an d  -  w h en  the p r ic e  
o f  s om e th in g  r is e s , p e o p le  w an t to  b u y  less o f  it. In  the case  o f  la b o r , w o rk e rs  a re  h ire d  f o r  the  re v e n u e s  th a t 
th e ir e f fo r t s  p ro v id e  to  the fi rm . I f  th e  e x tra  c o s t to  a  f i rm  o f  h ir in g  a n o th e r w o rk e r  is le ss  th an  th e  e x tra  
re v en u e  th a t w o rk e r  w i l l  p ro v id e , it is p ro f i ta b le  to  h ire  th e  w o rk e r , and  em p lo ym en t w i l l  b e  in c re a sed . F o r  
e x am p le , su p p o se  a  w o rk e r ’ s e f fo r t  is expec ted  to  add $ 6  p e r h o u r in  re v en u e  to  th e  f i rm . I f  th e  w ag e  is , s a y , 
the fe d e ra l m in im u m  w ag e  o f  $ 5 .1 5  p e r h ou r, the  f i rm  w i l l  h ire  the w o rk e r  because  she o r  he is e xp ec ted  to  
enh ance  th e  f i rm ’ s p ro f i ta b i li ty . I f ,  h ow e v e r , the w age  is m anda ted  u n d e r state la w  to  be o v e r  $ 7  (a s  is 
c u r re n t ly  the  case  in W a sh in g to n ), th e  d e c is io n  w i l l  be m ad e  no t to e m p lo y  the w o rk e r , as h e r a d d it io n  to  the 
p a y ro l l o f  th e  bu s in e ss  w ou ld  a c tu a lly  lo w e r  p ro f its .

I f  th e  u n e m p lo y m e n t e ffe c ts  o f  the m in im um  w age  a re  s u f f ic ie n t ly  la rg e , th an  on e  w o u ld  e xp ec t th e  
re d u c tio n  in  p o v e r ty  assoc ia ted  w ith  som e  w o rk e rs  re c e iv in g  a  h ig h e r w age  w o u ld  be o f fs e t  b y  th e  lo s s  o f  
in c om e  f r o m  red u ced  em p lo ym en t am on g  lo w e r  s k i l le d  w o rk e rs . M o re o v e r , the e m p lo y m e n t d e c is io n  is n o t 
s im p ly  a  “ y e s ”  o r  “ n o ”  o n e  w h e re  w o rk e rs  e ith e r w o rk  fu l lt im e  o r  a re  u n em p lo y e d . T h e re  is  c o n s id e ra b le
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e v id e n ce  th a t in c re a se s  in re a l m in im u m  w ages  le ad  to  re d u c tio n s  in h o u rs  w o rk e d . C o n s id e r  a  w o rk e r  w h o  
w o rk s  4 0  h o u rs  a  w e e k  at $ 5 .1 5  p e r  h o u r  f o r  5 0  w e e k s  a  y e a r , p ro v id in g  h im  o r  h e r  w ith  $ 1 0 ,3 0 0  in c om e . 
S u p p o se  th e  m in im u m  w ag e  g o e s  up to  $ 6 .2 5 ,  bu t th e  e m p lo y e r , fe e lin g  c o s t p re s su re s , re d u ce s  th e  h o u rs  o f  
e m p lo y m e n t to  3 0  h o u rs  p e r  w e e k . A n n u a l c om p en sa tio n  o f  the  w o rk e r  w o u ld  f a l l  to  $ 9 ,3 7 5 ,  o r  b y  n in e  
p e rcen t, w h ic h  m ig h t a c tu a lly  w o rk  to  b rin g  th e  w o rk e r  in to  p o v e r ty  f r o m  n o n -p o v e r ty  s ta tus (th a t  d ep end s 
on  the in c om e  o f  o th e r  m em be rs  o f  h is  o r  h e r  h o u s e h o ld ) .5

T h e re  a re  o th e r  w a y s  in w h ich  in c re a se s  in the  m anda ted  m in im u m  w age  c o u ld  in c re a se  w o rk e r  
p o v e r ty . F irs t , e m p lo y e r s , to  redu ce  c o s ts , m ig h t e lim in a te  ce rta in  f r in g e  b en e fits , su ch  as h e a lth  in su ran c e  o r  
c om p an y  s u b s id iz e d  re t irem en t p la n s . S e c o n d , the f i rm  m ig h t cu t b a c k  o n  w o rk e r  tra in in g , re d u c in g  the 
p ro b a b i li ty  o f  th e  w o rk e r  g a in in g  on  th e  jo b  s k i l ls  th a t w o u ld  in c rea se  e a rn in g s  o v e r  th e  lo n g  ru n .

T h is  b r in g s  us to  tw o  o th e r  p ro b le m s  w ith  u s in g  m in im u m  w ag es  as a  m ean s  o f  e lim in a t in g  p o v e r ty , o r  
m o re  g e n e ra l ly , to  re d is tr ib u te  in c om e . F irs t , m o s t p o o r  p e rs o n s  ( o v e r  8 8  p e rc en t in  2 0 0 1 )  d o  n o t w o rk  f u l l ­
tim e , and  a  la rg e  p e rc en t (o v e r  61  p e rc en t in  2 0 0 1 )  d o  n o t w o rk  a t a l l .  T h e  p o v e r ty  ra te  am on g  fu l l- t im e  
w o rk e rs  is  a  p a lt ry  2 .6  p e rc e n t .6 T h u s , m o s t a d u lt  p o o r  p e o p le  h ave  n o  w ag e  in c om e , s o  m in im u m  w age  law s  
can h a v e  bu t a  m a rg in a l im p ac t. M o re o v e r , a s ig n if ic a n t p e rcen tag e  o f  p e rson s  w o rk in g  m in im u m  w age  jo b s  
a re  se con d  o r  th ird  w ag e -e am e rs  in a  h o u se h o ld  w h ich  o fte n  has in c om e  le v e ls  s u b s ta n t ia lly  a b o v e  the 
p o v e r ty  le v e ls  (e .g ., te en -ag e  c h ild re n  f r o m  tw o  p a re n t m id d le  c la ss  fa m i lie s ) . T h u s  th e re  is a  s ig n if ic a n t 
ta rg e tin g  p ro b le m  w ith  the  m in im um  w ag e  as a  p o v e r ty  re d u c tio n  s tra teg y .

T h e  s e con d  p ro b le m  re la te s  to  in c om e  m o b i li t y . T o d a y ’ s p o o r  a re  t o m o r r o w ’ s n o n -p o o r . T h e re  is a 
g o o d  d e a l o f  m o v em en t o f  p e rson s  up and  d ow n  th e  in c om e  d is tr ib u tio n . W h i le  th e re  m ay  be s o m e  lo n g - te rm  
p o o r  w h o  h a v e  li t t le  o p p o rtu n ity  to  im p ro v e  th e ir  lo t  b ecau se  o f  v a r io u s  d is a b i li t ie s  (a  g ro u p  f o r  w h ich  
m in im um  w ag e s  a re  la rg e ly  ir r e le v a n t ) , m o s t p o o r  m o v e  o u t o f  the p o v e r ty  c o n d it io n  as jo b  o p p o rtu n it ie s  
p resen t th e m se lv e s .7 I f  m in im um  w ages  d en y  in d iv id u a ls  o p p o rtu n it ie s  f o r  in it ia l em p lo y m e n t , th e y  re ta rd  
the m o v e  up  th e  jo b  la d d e r tha t p ro v id e s  a m ean s o u t o f  p o v e r ty  f o r  m an y .

W e  h a v e  p r e v io u s ly  e s tim a ted  s ta t is t ic a lly  the  re la t io n sh ip  be tw een  state m in im u m  w ag es  an d  p o v e r ty  
ra tes u s in g  d a ta  f o r  th e  5 0  sta tes and  th e  D is t r ic t  o f  C o lu m b ia .8 T o  s u m m a r iz e  o u r  f in d in g s , w e  c o n s is te n t ly  
fo u n d  positive re la t io n s h ip s  b e tw een  th e  p re sen ce  o f  state m in im um  w ag e s  a b o v e  the  fe d e ra l ly  m an da ted  
le v e l and  th e  ra te  o f  p o v e r ty . W h i le  the  re su lts  w e re  n o t a lw a y s  ro b u s t s ta t is t ic a lly , the  o p p o s ite  c o n te n t io n  
that state m in im u m  w ag e  law s  h e lp  re d u c e  p o v e r ty  is c o m p le te ly  re je c te d . T h is  is  c on s is te n t w ith  s e v e ra l 
s tud ies u s in g  fe d e ra l d a ta , in c lu d in g  s om e  by  us , that s h ow  e ith e r n o  re la t io n sh ip  be tw een  the  m in im u m  
w age and  p o v e r ty  o r  e v e n  a  p o s it iv e  o n e  -  h ig h e r m in im u m  w ages a re  a ssoc ia ted  w ith  g re a te r p o v e r ty .

5 Consistent with this argument are the findings o f  David Neumark and William Wascher, “Do Minimum Wages Fight Poverty?" 
NBER Working Paper No. W 6127, August 1997, available at www.nber.org. See also their paper with Mark Schweitzer, “Order 
from Chaos? The Effects o f  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 o f age or over. The statistics are from the U.S. Census Bureau, Current Population Survey 2002, 
annual demographic supplement. Available on the Internet at www.census.gov.
7 William Even and David Macpherson, Rising Above the Minimum Wage (Washington, D.C.: Employment Policies Institute, 
January 2000); web address: www.epioline.org/even-macnherson.htm.
8 Richard K. Vedder and Lowell E. Gallaway, Does 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 o f  Labor 
Research 23(1), Winter 2002, pp. 41-47.
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In  c o n c lu s io n , the  ac tu a l e v id e n c e  o f  the  p a s t fo u r  y e a rs  a lo n g  w ith  the  f in d in g s  f o r  o th e r  s ta te s  le ad s  
us to  re je c t  th e  m a jo r  ra t io n a le  f o r  th e  W a sh in g to n  state m in im u m  w ag e  law , n a m e ly  th a t it h e lp s  a l le v ia te  
fin a n c ia l d is tre s s  am on g  the p o o re s t  m em b e rs  o f  the  p o p u la t io n . I f  a n y th in g , the  e v id e n c e  su gg e s ts  tha t the  
sta te m in im u m  w ag e  la w  is a  c ru e l a lb a tro s s  a ro u n d  the  n eck s  o f  W a sh in g to n ’ s p o o r , p re v e n t in g  th em  f r o m  
p a rt ic ip a tin g  in  th e  m a rk e t e c o n om y  in  a  w a y  th a t can a lle v ia te  th e ir  e c o n o m ic  s itu a t io n .

Unemployment Effects
I f  it is  t ru e  that the  in c rea se  in the  W a sh in g to n  m in im um  w age  has n o t b ro u g h t a b ou t its in tended  

o b je c t iv e  o f  im p ro v in g  c o n d it io n s  f o r  lo w  in c om e  p e rson s , and ind eed , l i k e ly  h ad  th e  o p p o s ite  e f fe c t , then  
th is  is s t ro n g  c irc um s ta n tia l e v id en ce  tha t the  s ta te ’ s m in im um  w ag e  is c au s in g  s o m e  u n e m p lo y m e n t and  jo b  
lo s s . W h a t is the  ac tu a l u n em p lo ym en t e xp e rie n c e  in W ash in g to n  in the y e a rs  s in c e  the  in s t itu t io n  o f  the h ig h  
m in im um  w ag e ?

T a b le  3
C h a n g in g  U n e m p lo y m e n t  R a te s , W a s h in g to n  a n d  1 0  O t h e r  W e s t e r n  S ta te s , 1 9 9 8 - 2 0 0 1

S ta te  o r  A r e a 1 9 9 8  U n e m p . R a t e 2 0 0 1  U n e m p . R a t e C h a n g e , U n e m p . R a t e
W A S H IN G T O N 4 . 8 % 6 .4 % +  1 . 6 %
U N IT E D  S T A T E S 4 .5 4 .8 +  0 .3
A r i z o n a 4 .1 4 .7 +  0 .6
C a l i f o r n i a 5 .9 5 .3 - 0 . 6
C o lo r a d o 3 .8 3 .7 - 0 . 1
Id a h o 5 .0 5 .0 0 .0
M o n t a n a 5 .6 4 .6 - 1 . 0
N e v a d a 4 .9 5 .3 +  0 .4
N ew  M e x ic o 6 .2 4 .8 - 1 . 4
O re g o n 5 .6 6 .3 +  0 .7
U ta h 3 .8 4 .4 +  0 .6
W y o m in g 4 .8 3 .9 - 0 . 9

S o u rc e : U .S .  D e p a r tm e n t  o f  L a b o r ,  B u r e a u  o f  L a b o r  S ta t is t ic s

T a b le  3  sh ow s  tha t from  1 9 9 8 , the la s t y e a r  b e fo re  the  m in im um  w age  in c re a se , to  2 0 0 1 ,  
u n em p lo ym en t sh ow ed  li t t le  change  in the n a tio n  as a w h o le  o r  in the  10 o th e r c o n t ig u o u s  W e s te rn  sta tes . 
N a t io n a l ly , th e  u n em p lo ym en t ra te  ro s e  b y  a m od e s t 0 .3  p e rcen tage  p o in ts , and in f iv e  o f  the o th e r  w es te rn  
states it ro s e , in  fo u r  it f e l l ,  and  in  o n e  it rem a in ed  the sam e . N o  state had  an in c re a se  in its sta te  
u n e m p lo y m e n t ra te  o f  o v e r  0 .7  p e rc en tag e  p o in ts  -  e xcep t W a sh in g to n . T h e  in c re a se  in the  u n e m p lo y m e n t 
ra te  in W a sh in g to n  w as  m o re  than  d o u b le  f o r  a n y  o th e r state in the re g io n . B y  2 0 0 1 ,  W a sh in g to n  h ad  the  
h ig hest u n e m p lo y m e n t ra te  o f  a n y  A m e r ic a n  s ta te , w h e rea s  in 19 9 8  its u n e m p lo y m e n t ra te  w a s  e x a c t ly  the 
m ed ian  (m id d le )  o f  th e  states in the  re g io n .

W e  a s k e d  o u rs e lv e s : w h a t w o u ld  the W a sh in g to n  u n em p lo ym en t ra te  h a v e  been  i f  it h ad  fo l lo w e d  th e  
p a tte rn , re la t iv e  to  the  U .S . o r  its n e ig h b o rs , th a t it d id  in th e  y e a rs  p r i o r  to  the a d o p t io n  o f  the  n ew  
W a sh in g to n  m in im u m  w ag e ?  W e  estim a ted  tw o  re g re s s io n  equ a tion s , b o th  u s in g  m o n th ly  d a ta  f o r  the 8 4  
m on th s  p r io r  t o  th e  e f fe c t iv e  date  o f  th e  n ew  la w  (th e  y e a rs  1 9 9 2  th ro u g h  1 9 9 8 ) . In  o n e , w e  e s t im a te d  th e  
W a sh in g to n  u n em p lo ym en t ra te  based  o n  the n a t io n a l ra te , and  in the  se con d , w e  e s tim a ted  th e  W a sh in g to n  
ra te  based  o n  th e  a v e ra g e  o f  its tw o  b o rd e r in g  sta tes , O re g o n  and Id a h o . In  bo th  re g re s s io n s , th e re  w as  a
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h ig h ly  s ig n if ic a n t s ta t is t ic a l re la t io n s h ip  be tw een  the  n a t io n a l o r  n e ig h b o rin g  u n em p lo y m e n t ra te  and  th a t in  
W a sh in g to n  -  W a sh in g to n  ty p ic a l ly  fo l lo w e d  n a t io n a l and  re g io n a l pa tte rn s.

W e  th en  to o k  th e  e s tim a ted  c o e ff ic ie n ts  f r o m  the  re g re s s io n  eq u a tion s  and  fo re c a s t  w h a t th e  
W a sh in g to n  u n em p lo ym en t ra te  s h o u ld  h ave  been  in S ep tem b e r 2 0 0 2 , the la s t m on th  f o r  w h ic h  d a ta  w e re  
a v a i la b le  a t the  tim e  o f  th is  a n a ly s is . T h a t fo re c a s t im p lic i t ly  assum es that the h is to r ic  ( 1 9 9 2 - 9 8 )  p a tte rn  o f  
re la t io n s h ip  b e tw een  th e  W a sh in g to n  and  n a tio n a l ( o r  n e ig h b o r in g ) u n em p lo ym en t ra te s  s t i l l e x is te d . T h e  
ac tu a l u n em p lo ym en t ra te  in  S e p tem b e r 2 0 0 2  w as  7 .4  p e rcen t. T h e  ra te  p red ic te d  f ro m  th e  m o d e l u s ing  
n a tio n a l d a ta  w as 6 .0 4  p e rcen t, and  w ith  n e ig h b o rin g  (O re g o n  and Id a h o ) d a ta  w as 6 .6 3  p e rc e n t . T h u s  
u n e m p lo y m e n t in W a sh in g to n  w as  0 .7 7  p e rcen t p o in ts  h ig h e r than  expec ted  u s in g  n e ig h b o r in g  s ta tes as the 
gu id e , and  1 .3 6  p e rc en t p o in ts  h ig h e r u s ing  n a tio n a l da ta  to  d o  the c a lc u la t io n .

G iv e n  the fa c t th a t th e  S ep tem b e r 2 0 0 2  la b o r  fo rc e  in the  state o f  W a sh in g to n  w as 2 ,9 7 9 ,0 0 0 ,  the 
im p lie d  lo s s  o f  j^ b s  a r is in g  f ro m  W a sh in g to n ’ s u n em p lo ym en t ra te  e xc e ed in g  w h a t h is to r ic a l p a tte rn s  w o u ld  
p red ic t w a s  2 2 ,9 3 0  jo b s  u s in g  n e ig h b o r in g  state da ta , and  4 0 ,4 9 9  us ing  n a t io n a l da ta . U s in g  a  m id -ra n g e  
e s tim a te , w e  w o u ld  o p in e  tha t the  W a sh in g to n  u n em p lo ym en t ra te  is s lig h t ly  o v e r  o n e  p e rc en tag e  p o in t 
a b o v e  w h a t m ig h t be e xp ec ted , im p ly in g  a  lo s s  o f  o v e r  3 1 ,0 0 0  jo b s .

I t  is  tru e  that th is  su rg e  in W ash in g to n  u n em p lo ym en t a fte r  1 9 9 8  m ay  be c au sed  by  fa c to r s  o th e r  than  
the in c re a se  in  the W a sh in g to n  m in im u m  w age , n o tw ith s tan d in g  the fa c t that th e re  a re  v o lu m in o u s  s c h o la r ly  
s tud ies  s h ow in g  tha t m in im u m  w ag es  causes u n em p lo ym en t . O n e  m ig h t n o te  tha t th e  d o t .c o m  c o lla p s e  in 
2 0 0 0  an d  b e y on d  h it W a sh in g to n  h a rd , and that the  s low d ow n  in a v ia tion  s in ce  the re c e s s io n  b eg an  and 
e s p e c ia lly  a fte r  S e p tem b e r 1 1 , 2 0 0 1 ,  has reduced  em p lo ym en t a t W a sh in g to n ’ s la rg e s t e m p lo y e r , B o e in g . 
A c c o rd in g  to  th is  v ie w , the r is in g  u n em p lo ym en t w as caused  b y  these fa c to rs , n o t th e  m in im u m  w age  
in c rease .

It  s h o u ld  be p o in ted  ou t , h ow e v e r , that th e  d e te r io ra t io n  in W a sh in g to n ’ s u n e m p lo y m e n t s itu a tio n  
began w e l l b e fo re  the S ep tem b e r 11 trag ed y  -  w h en  the m in im um  w age h ik e  w as a lre a d y  o p e ra t iv e . In d eed , 
the fu l l  im p a c t o f  the  r is e  in the  m in im um  w age in W a sh in g to n  was p ro b a b ly  fe lt  b y  the  s u m m e r o f  2 0 0 0 . 
F rom  D e c e m b e r  1 9 9 8  to  S e p tem b e r 2 0 0 0 ,  the u n em p lo ym en t ra te  fe l l b y  0 .5  p e rc en tag e  p o in ts  n a t io n a lly , 
and  by  0 .3  p e rcen tag e  p o in ts  in  Id a h o  and a  ro u s in g  1.1 pe rcen tage  p o in ts  in O re g o n . Y e t  it rose b y  0 .4  
p e rc en tag e  p o in ts  in W a sh in g to n . I f  W a sh in g to n ’ s ra te  had re sp onded  as it d id  n a t io n a lly  a f t e r  D e c e m b e r  
1 9 9 8 , it w o u ld  h ave  been  0 .9  p e rc en tag e  p o in ts  lo w e r  in S e p tem b e r 2 0 0 0 . I f  it had re sp on d ed  a t the  a v e ra g e  
o f  W a s h in g to n ’ s tw o  n e ig h b o rs , it w o u ld  h ave  been  1.1 p e rcen tag e  p o in ts  lo w e r . It  w o u ld  a p p e a r th a t the 
W a sh in g to n  u n em p lo ym en t ra te  in S ep tem be r 2 0 0 0  w as ab ou t o n e  p e rcen tage  p o in t h ig h e r th an  w h a t the 
1 9 9 9 - 2 0 0 0  la b o r  m a rk e t s itu a tio n  w o u ld  h a v e  p red ic ted  -  before the onset of the recession andfully a year 
before the September 11 tragedy. T h is  suppo rts  th e  n o t io n  tha t the m in im um  w ag e  h ik e  m ay  h a v e  b o o s te d  
the s ta te ’ s u n em p lo ym en t ra te  b y  ab ou t o n e  p e rcen tage  p o in t , m ean ing  the  lo s s  o f  ro u g h ly  3 0 , 0 0 0  jo b s .

T o  le a m  m o re  a b ou t the  immediate im pac t o f  the in c rea se  in the m in im um  w ag e  in J a n u a ry  1 9 9 9 , w e  
d id  a  c o m p a r is o n  o f  e m p lo y m e n t g row th  rates in W a sh in g ton  and  its tw o  n e ig h b o rs , O re g o n  an d  Id a h o , in 
the  p e r io d s  im m ed ia te ly  b e fo re  a n d  im m ed ia te ly  a f te r  the  m in im um  w ag e  in c rease . S p e c i f ic a l ly ,  w e  lo o k e d  
a t to ta l- n o n a g r ic u ltu ra l j o b  g row th  as w e ll as that in  e igh t s p e c ific  em p lo ym en t c a te g o r ie s  f o r  th e  s ix  m on th s  
A p r i l th ro u g h  O c to b e r o f  1 9 9 8 , the  la s t s ix  m on th s  b e fo re  the v o te rs  a p p ro v e d  the m in im u m  w ag e  in c re a se  in 
N o v e m b e r  1 9 9 8 . T h en  w e  lo o k e d  a t jo b  g row th  f r o m  D e c e m b e r  1 99 8  (th e  la s t m on th  p r i o r  to  the  in c re a se  in 
the  m in im u m  w ag e ) a n d  Jun e  1 9 9 9 . T h e  re su lts  a re  sh ow n  in  T a b le  4 .
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L o o k in g  a t to ta l j o b  g row th , it d e c lin e d  f ro m  3 .1 9  to  0 .7 5  p e rc en t as W a sh in g to n  m o v e d  in to  the 
h ig h e r m in im u m  w ag e  e ra . B y  c on tra s t , th e re  w as  li t t le  ch an ge  in  g row th  in the  n e ig h b o r in g  s ta te s . I f  w e  take  
the  a v e ra g e  o f  O re g o n  and  Id a h o , e m p lo y m e n t g row th  in the 1 9 9 8  p e r io d  w as  1 .1 8  p e rc e n t , c om p a re d  w ith
1 .2 2  p e rc e n t in  the  1 9 9 9  p e r io d . G ro w th  s tayed  th e  sam e , ro u g h ly , w h i le  it f e l l  s h a rp ly  in W a sh in g to n . 
W h e re a s  in 1 9 9 8 , b e fo re  th e  m in im u m  w age  ch an ge , j o b  g row th  w as s h a rp ly  h ig h e r in  W a sh in g to n  than  in  
e ith e r Id a h o  o r  O re g o n  (w h e re  it w as  a lm o s t  n o n e x is te n t ) , in  the p o s t-m in im u m  w ag e  in c rease  p e r io d  g row th  
w as f a r  h ig h e r in  Id a h o  than  in W a sh in g to n , and  a lm o s t  9 5  p e rc en t o f  th e  huge  d i f fe r e n t ia l b e tw een  
W a sh in g to n  and  O re g o n  had  been  e lim in a te d .

Table 4
Percent Growth in Employment, Washington and Neighbors: 6 Months Before 
and 6 Months A fter the Implementation o f the M inimum Wage Increase 

___________________ B e f o r e  M in im u m  W a g e  C h a n g e :___________  A f t e r  M in im u m  W a g e  C h a n g e :____________
S e c to r W a s h . O r e g o n Id a h o W a s h . O r e g o n Id a h o
T o t a l  E m p . 3 . 1 9 % 0 . 2 1 % 2 .1 5 % 0 .7 5 % 0 . 6 0 % 1 .8 5 %
S e rv ic e s 2 .1 6 0 .5 6 2 .4 6 1 .7 2 2 .1 2 2 .7 0
M a n u fa c t . - 0 .9 9 - 1 .5 4 - 0 .1 3 - 4 .9 7 - 0 .3 2 0 .6 6
T r a d e 1 .1 8 - 0 .3 1 1 .3 7 0 .4 1 0 .5 5 1 .7 2
G o v e r n m e n t 0 .9 5 2 .3 4 2 .0 8 0 .6 4 - 0 .9 6 1 .6 3
F in a n c e 2 .5 5 0 .7 4 3 .5 6 0 .2 2 - 0 .6 3 - 0 .4 2
T r a n s p o r t . 0 .4 4 - 0 .1 3 3 .1 9 0 .9 5 2 .6 4 3 .4 7
C o n s t r u c t io n 5 .3 5 - 0 .6 1 3 .1 5 3 .9 1 1 .8 4 4 .2 0
M in in g 0 .0 0 0 .0 0 - 6 .6 7  - 9 .0 9 0 .0 0 - 7 .4 1

Source: A uthors’ calculations from data from the U.S. D epartm ent of Labor, Bureau o f L abor Statistics

In d iv id u a l s e c to rs  s h ow  th e  sam e  p a tte rn . E x c ep t in g  t ra n sp o rta t io n , e v e ry  s in g le  e m p lo y m e n t  
c a te g o ry  h ad  redu ced  g row th  in W a sh in g to n  a fte r  th e  m in im um  w age h ik e . F o r  e x a m p le , in  tra d e  ( re ta i l a nd  
w h o le s a le ) , j o b  g row th  h ad  been  1 .1 8  p e rc en t; it f e l l  b y  n e a r ly  tw o -th ird s  to  an  a n em ic  0 .4 1  p e rc en t . B y  
c on tra s t , in  b o th  O re g o n  and Id a h o , a m a jo r i t y  o f  se c to rs  had  h ig h e r g row th  in 1 9 9 9  than  in the  1 9 9 8  p e r io d . 
A sharp decline in employment growth coincides exactly with the implementation of the new state minimum 
wage law in Washington.
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A Tale o f Two Cities

L o o k in g  a t in te rs ta te  c om p a r is o n s  in u n em p lo ym en t m a y  be q u e s tio n ed  b e c au se  g e o g ra p h ic  
d iffe re n c e s  in  e c o n om ic  c o n d it io n s  a re  o fte n  p ro fo u n d , and  the ob se rv e d  re su lts  m a y  th e re fo re  r e f le c t  fa c to rs  
o th e r than  the  W a sh in g to n  m in im u m  w ag e  e x p e rie n c e . A c c o rd in g ly , an a lte rn a t iv e  a p p ro a ch  is  to  c om p a re  
c om m un it ie s  g e o g ra p h ic a lly  c lo s e  to  each  o th e r that h a v e  re la t iv e ly  s im i la r  e c o n om ie s .

A c c o rd in g ly , an  in te re s tin g  d im en s io n  o f  m u ch  re c en t m in im um  w age  re s e a rc h  has been  the  use o f  
the m e th o d o lo g y  o f  m a k in g  b e fo re  and  a fte r  c om p a r is o n s  o f  em p lo ym en t and  u n e m p lo y m e n t in c om p a ra b le  
g e og rap h ic  a rea s  w h e re  o n e  o f  th e  lo c a le s  has e xp e rie n c ed  a  change in th e  m in im u m  w ag e  ra te . T h is  is 
e s p e c ia lly  a p p lic a b le  w h e re  state m in im u m  w ag e  ra te s  a re  in v o lv e d .

A  h ig h ly  p u b lic iz e d  e x am p le  o f  the use o f  su ch  a  techn ique  is the C a rd -K ru e g e r  a n a ly s is  o f  the 
im pac t o f  an  in c rea se  in the  N e w  J e rs e y  state m in im um  w age  ra te  in 19 9 1 .9 T h e ir  s tra te g y  w as to  c on tra s t 
changes in  em p lo ym e n t in se le c ted  fa s t - fo o d  re s tau ran ts  in cen tra l N e w  Je rse y  w ith  em p lo y m e n t  m o v em en ts  
in a p an e l o f  se le c ted  fa s t - fo o d  o u t le ts  in S ou th ea s te rn  P e n n sy lv a n ia , w h e re  the m in im u m  w age  had n o t 
changed . U n fo r tu n a te ly , th e ir  d a ta  c o lle c t io n  te chn iques , w h ich  w e re  based on  te le p h o n e  su rv e y s , w e re  
fa ta l ly  f la w e d , re n d e rin g  th e ir  c o n c lu s io n  (d e n y in g  an  im p ac t o f  m in im um  w ages  o n  u n e m p lo y m e n t ) 
m e an in g le s s . W h e re  th e ir  a n a ly s is  w as  re p lic a te d  u s in g  ac tu a l p a y ro l l re c o rd  in fo rm a t io n , s ig n ific a n t 
neg a tive  em p lo y m e n t e f fe c ts  w e re  o b s e rv e d  in N e w  Je rse y  fa s t - fo o d  re s ta u ra n ts .10

D e sp ite  the sh o rtc om in g s  o f  the  in it ia l C a rd -K ru e g e r  a n a ly s is , th e ir  m e th o d o lo g y  is q u ite  u s e fu l fo r  
o u r  p u rp o se s  b y  p ro v id in g  a w ay  o f  c on d u c tin g  an a lte rn a t iv e  a ssessm en t o f  the e m p lo y m e n t e ffe c ts  o f  the 
1 9 9 9  in c rea se  in m in im u m  w age ra te s  in  W a sh in g to n . O u r  ch o ic e  o f  an a re a  to  a n a ly z e  in th is  fa s h io n  is the  
S p ok an e , W a s h in g to n -C o e u r ’ d A le n e , Id a h o  re g io n .

C o e u r  d ’ A le n e  is the c en tra l c ity  in  K o o te n a i C o u n ty  Id ah o , a coun ty  w ith  w e ll o v e r  1 0 0 ,0 0 0  
p o p u la t io n  and  a p e r c ap ita  in c om e  le v e l in 2 0 0 0  o f  $ 2 3 ,4 5 6 ,  w ith in  10 p e rcen t o f  th a t in S p o k an e  C o u n ty  
(p e r  cap ita  in c om e  $ 2 5 ,5 5 0 ) ,  a c o u n ty  w ith  o v e r  4 0 0 ,0 0 0  re s id e n ts .11 T hu s  these  tw o  c ou n tie s , p h y s ic a lly  
a d ja cen t to  each  o th e r , each  h a v e  re a s o n a b ly  s im i la r  e c o n om ie s  and re la t iv e ly  la rg e  p o p u la t io n  bases. T h e  
e x p e rie n c e  o f  K o o te n a i C o u n ty  w i l l  s e rv e  as a  c o n t ro l f o r  e v a lu a tin g  even ts  that t ra n sp ire d  in S p o k a n e  
C ou n ty  in th e  w ake  o f  th e  1 9 9 9  m in im u m  w age  in c rea se  in W a sh in g to n .

W e  b eg in  by  d e sc rib in g  th e  u n em p lo ym en t e x p e rie n c e  in the Id a h o  a rea , K o o te n a i C o u n ty . In  1 9 9 8  
(th e  y e a r b e fo re  the W a sh in g to n  m in im um  w ag e  ch ange  w en t in to  e f fe c t ) , the u n e m p lo y m e n t ra te  w as  7 .7  
pe rcen t. T h e  ra te  rem a in e d  s tab le  th e re a fte r , fa l l in g  s lig h t ly  by  2 0 0 0  to  7 .4  p e rc en t (a n d  r is in g  ag a in  to  7 .6  
p e rcen t in  2 0 0 1 ) .  A t  the  sam e tim e , a  v e ry  d i f fe re n t  p a tte rn  o f  even ts  w as em e rg in g  in  S p o k a n e  C o u n ty . T h e  
1 9 9 8  u n em p lo ym en t ra te  (a c c o rd in g  to  the W a sh in g to n  E m p lo ym en t S e c u r ity  D e p a r tm e n t ) w as 4 .8  p e rcen t.

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 o f  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 o f  the Fast-Food Industry in 
New Jersey and Pennsylvania: Comment,” American Economic Review, 90(5), December 2000, pp. 1362-1396.
11 The income data in this section come from the Web site o f the Bureau o f  Economic Analysis, U.S. Department o f  Commerce
(www.bea.govh The unemployment data are obtainable from the Web site o f the Bureau o f Labor Statistics, U.S. Department o f  
Labor (www.bls.gov').
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I t  ro s e  c o n s is te n t ly  a f te r  the  n ew  m in im u m  w age  law  t o o k  e f fe c t , g o in g  to  5 .2  p e rc en t in 1 9 9 9 , 5 .6  pe rcen t in 
2 0 0 0 , a n d  6 .3  p e rc e n t in  2 0 0 1 . T h e  c om b in ed  e f fe c t  o f  th e se  ch anges  w as  to  d ra m a t ic a lly  re d u ce  the gap 
be tw een  th e  u n em p lo ym en t ra te s  in  K o o te n a i and S p o k an e  c ou n tie s . In  1 9 9 8 , the  u n em p lo ym en t d if fe re n t ia l 
w as 2 .9  p e rc e n ta g e  p o in ts ; it w as re d u ced  b y  m o re  than  h a l f  ( t o  1 .3  p e rc en tag e  p o in ts ) by  2 0 0 1 .

P ro b a b ly  the p r im a ry  d i f fe re n c e  be tw een  1 9 9 8  and  2 0 0 1  in the la b o r  m a rk e t m ilie u  fa c in g  the  tw o  
c ou n tie s  w as  th e  W a sh in g to n  m in im u m  w ag e  in c rease . T h is  suggests  tha t the  im p ac t o f  in c re a s in g  the state 
m in im u m  w ag e  w as to  in c rea se  th e  S p o k an e  C o u n ty  u n em p lo ym en t ra te  b y  a b ou t 1 .6  p e rc en tag e  p o in ts  
(a s su m in g  th a t in the  ab sence  o f  the  m in im u m  w ag e  in c re a se , S p o k an e  w o u ld  h a v e  fo l lo w e d  th e  p a tte rn  
p re v a i lin g  in C o e u r  d ’ A le n e ) . G iv e n  th e  la b o r  fo rc e  in S p o k a n e  C ou n ty  o f  a b o u t 2 0 0 ,0 0 0 ,  th is  im p lie s  a  lo s s  
o f  a b ou t 3 ,2 0 0  jo b s  in the  c o u n ty  a ttr ib u ta b le  to  th e  u p w a rd  m o v em en t in W a sh in g to n ’ s m in im u m  w age  ra te . 
W h i le  th a t im p ac t se em s re la t iv e ly  sm a ll ,  i f  a p ro p o r t io n a te  im p ac t w e re  fe lt  s ta te -w id e , it im p lie s  a  jo b  lo ss  
o f  n e a r ly  4 8 ,0 0 0  jo b s .  T h u s , th is  f in d in g  e m p lo y in g  the C a rd -K ru e g e r  m e th o d o lo g y  is qu ite  c on s is te n t w ith  
o u r  o th e r  f in d in g s , and  indeed  sugges ts  a  som ew h a t g re a te r u n em p lo ym en t im pact.

The Simple Theory of Unemployment

W h i le  the  e v id en ce  app ea rs  s t ro n g  that the  1 9 9 9  m in im u m  w age  h ik e  s ig n if ic a n t ly  im p ac ted  
u n em p lo ym en t , it is  c irc um s ta n tia l e v id e n ce . F o r  th e  m in im u m  w age  h ik e  to  h a v e  u n e m p lo y m e n t e ffe c ts , 
la b o r  m a rk e ts  h a v e  to  be im p ac ted . In  p a rt ic u la r , i f , as e xp e c ted , the m in im u m  w age  in c re a se s  he ig h tened  
la b o r  c o s ts , th is  s h o u ld  h a v e  led  to  s om e  re d u c tion  in the d em and  f o r  la b o r , and  p ro b a b ly  a ls o  s om e  m odest 
in c rea se  in la b o r  s u p p ly , bo th  o c c u rre n c e s  tha t w o u ld  in c rea se  u n em p lo ym en t.

B y  d e f in it io n , u n em p lo ym en t e x is ts  w hen  th e  q u an tity  o f  p e rson s  se ek in g  jo b s  e xceed s  the  n um b e r 
that e m p lo y e r s  w ish  to  h ire . P u t d i f fe r e n t ly , the qu an tity  o f  la b o r  su p p lie d  e xceed s  the  q u an tity  o f  la b o r 
d em anded  a t the  e x is t in g  w age  ra te . O th e r th ings un ch anged , an in c rease  in w ages m anda ted  by  
g o v e rn m en ta l a u th o r ity  w i l l  re du ce  the  qu an tity  o f  la b o r  d em and ed  as s om e  w o rk e rs  b ecom e  u n p ro f i ta b le  to  
h ire , and  in c re a se  the q u an tity  o f  la b o r  su p p lie d , in c re a s in g  u n em p lo ym en t. T h a t is w h y  e c o n om is ts  
g e n e ra l ly  b e lie v e  m in im um  w ag e  law s  cause  u n em p lo ym en t .

T h e  e x te n t to  w h ich  th is  happen s depends o f  the s e n s it iv ity  o f  e m p lo y e rs  and  w o rk e rs  to  w ages .
W h i le  the  p re c is e  re sp on se  v a r ie s  n o  d o u b t c o n s id e ra b ly , it is  ty p ic a l th a t w h en  w ag e s  o f  w o rk e rs  r is e  b y , 
s a y , o n e  p e rc e n t , the  q u an tity  o f  w o rk e rs  that e m p lo y e rs  w ish  to  h ire  w i l l  a ls o  f a l l  b y  a lm o s t 1 p e rc en t as 
w e l l ,  s a y  0 .9 0  p e rc e n t ... E c o n om is ts  w o u ld  say  tha t “ the p r ic e  e la s t ic ity  o f  d em and  f o r  la b o r  is 0 .9 0 . ”  B y  
c on tra s t , th e  e m p ir ic a l e v id e n ce  sugges ts  that the s u p p ly  o f  la b o r  is m o re  in e la s tic  -  le ss  s e n s it iv e  to  w age  
changes . T y p ic a l ly , a o n e  p e rc en t in c re a se  in w ages w i l l  in c re a se  the q u an tity  o f  la b o r  s u p p lie d  b y  p e rh ap s
0 .1 5  p e rc en t . T h u s  a  o n e  p e rc en t in c re a se  in w ages m ig h t w e l l le ad  to  a  0 .9 0  p e rcen t d e c lin e  in the  n um be r o f  
w o rk e rs  e m p lo y e r s  w ish  to  h ire , bu t to  a 0 .1 5  in c rea se  in th e  n um be r w an tin g  to  w o rk . T h e  c om b in e d  e ffe c ts  
w o u ld  be to  ra is e  the  ra te  o f  u n e m p lo y m e n t by  a b ou t 1 .0 5  p e rc en t.

A  m in im u m  w ag e  in c rea se  o b v io u s ly  im pacts  m a in ly  o n  o ccup a t io n s  w h e re  it ch anges w ag e s  f ro m  
w ha t th e y  o th e rw is e  w o u ld  be , n a m e ly  re la t iv e ly  lo w e r  s k i l le d  jo b s .  R e s tau ran ts , a g r ic u ltu re , and  re ta il t ra d e  
a re  th re e  a re a s  th a t e m p lo y  la rg e  n u m be rs  o f  w o rk e rs  w h o  w o u ld  be im pac ted  b y  m anda ted  w ag e  changes, 
w h e re a s  m in im u m  w ag e  law s s h o u ld  im p ac t p ro fe s s io n a l a n d  m an ag e r ia l w o rk e rs  re la t iv e ly  li t t le .
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Figure 2: Unemployment Rates- 
States at $5.15 and States with 

Higher Wage

Over $5.15
$5.15

B e fo r e  tu rn in g  to  w age  da ta  s p e c i f ic  to  W a sh in g to n , w e  w o u ld  n o te  th a t re s e a rc h  that w e  p re v io u s ly  
p e r fo rm e d  p ro v id e s  em p ir ic a l e v id e n c e  th a t state m in im u m  w ag e  law s  ra ise  u n e m p lo y m e n t b y  ra is in g  w ag e s . 
F ig u re  2  c om p a re s  the  11 ju r is d ic t io n s  th a t th ro u g h ou t 2 0 0 1  had  m in im um  w ag e  ra te s  a t the s ta te  le v e l a b o v e  
the fe d e ra l m in im u m , w ith  the 4 0  s ta te s  th a t e ith e r had n o  sta te  m in im u m  w ag e  la w  o r  h ad  ra te s  a t o r  lo w e r  
than  the  fe d e ra l s tanda rd  o f  $ 5 .1 5 .  T h e  a v e ra g e  u n em p lo ym en t ra tes in the h ig h  m in im u m  w ag e  s ta tes w as 
a lm o s t e x a c t ly  o n e -h a l f  o f  o n e  p e rc en tag e  p o in t g re a te r than th a t in  th e  o th e r s ta tes ( 4 . 9 6  v s . 4 .4 7  p e rc e n t ) . 
T h e  fo u r  ju r is d ic t io n s  that had u n em p lo ym en t ra te s in e xce ss  o f  s ix  p e rc en t a l l  had  m in im u m  w ag e s  a b o v e  
the fe d e ra l le v e l -  D is t r ic t  o f  C o lu m b ia , W a sh in g to n , O re g o n  and  A la s k a . B y  c o n tra s t , a l l  f iv e  s ta te s  w ith  
u n em p lo ym en t ra te s le ss  than  3 .5  p e rc en t (M a in e , Io w a , N e b ra s k a , N o r th  D a k o ta , S o u th  D a k o t a )  had  n o  
m in im um  w ag e  a b o v e  the s tanda rd  a t the b eg inn in g  o f  2 0 0 1 .

T h e  s im i la r  c om p a r is o n s  o f  u n em p lo ym en t ra te s , h ow e v e r , d o e s  n o t c o n t ro l f o r  o th e r fa c to rs  that 
m ig h t cau se  u n em p lo ym en t . U s in g  1 9 9 7  da ta , in an e a r lie r  s tu d y  w e  o b s e rv e d  a s ta t is t ic a lly  s ig n i f ic a n t  (a t 
the on e  p e rc en t le v e l )  p o s it iv e  re la t io n s h ip  betw een the  p re sen ce  o f  state m in im u m  w ag e  law s  a b o v e  the  
fe d e ra l le v e l and  the in c id en ce  o f  u n em p lo ym en t , c o n t ro l l in g  fo r  s e v e ra l o th e r  p o s s ib le  causes  o f  
u n em p lo ym en t (e .g ., im m ig ra t io n , u n io n iz a t io n , g o v e rn m en t t ra n s fe r  p a ym en ts ). T h e  re su lts  su g g e s ted  that 
o n  a v e rag e  s ta tes w ith  h ig h e r than  fe d e ra l m in im um  w age  m and a te s  had a b ou t o n e - th ird  o f  o n e  p e rc en tag e  
p o in t h ig h e r ra te s  o f  u n em p lo ym en t . T h e  s tudy  fa i le d , h o w e v e r , to  d is t in g u ish  b e tw een  states th a t had 
m in im um  w ag e s  o n ly  m o d e s t ly  in e x c e ss  o f  the fe d e ra l n o rm  as o p p o sed  to  s ta tes (s u c h  as c o n te m p o ra ry  
W a sh in g to n ) w h e re  the  m in im u m  w ag e  fa r  ou td is tan ces  the n a t io n a l s tan d a rd . T h e  s am e  s tu d y  a ls o  sh ow ed  a 
p o s it iv e  re la t io n s h ip  b e tw een  state m in im u m  w ages ( in  e xce ss  o f  the fe d e ra l m a n d a te ) and  a v e ra g e  an n u a l 
p ay  o f  w o rk e rs , su gges ting , e v e n  u s in g  ag g reg a te  da ta , th a t s ta te  m in im um  w ag e  la w s  ra is e  la b o r  c o s ts .

T h e  n a t io n a l da ta  a re  su p p o rte d  in  the  W a sh in g to n  e x a m p le . T h e  D e p a rtm e n t o f  L a b o r  d a ta  fo r  
“ a v e ra g e  a n n u a l p a y ”  sh ow ed  an  u n u s u a lly  la rg e  u p su rg e  in 1 9 9 9 , the y e a r  o f  the  im p lem e n ta t io n  o f  th e  n ew  
state m in im u m  w age  law . T h e  a v e ra g e  a n n u a l p a y  m easu re  ro s e  b y  8 .0 4  p e rc en t in  W a sh in g to n , m o re  th an  
d o u b le  the  n a t io n a l in c re a se  o f  3 .7 1  p e rc en t. A  la rg e  p a rt  o f  th a t d if fe re n c e  is e x p la in e d  b y  a p ro d u c t iv ity  
su rg e  in W a sh in g to n  tha t ou td is ta n c ed  th e  n a t io n a l n o rm . B u t  o u r  e s tim a te  is  tha t th e  p ro d u c t iv ity -a d ju s te d  
re a l w age  in  W a sh in g to n  ro se  b y  0 .9 1  p e rc e n t in  1 9 9 9  -  c om p a re d  w ith  a  m e re  0 .2 2  p e rc e n t n a t io n a lly . W e
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h ave  d o cum en ted  a t g re a t leng th  that u n em p lo ym en t v a rie s  d ire c t ly  w ith  the ad ju s ted  re a l w a g e .12 T h e  
d i f fe re n t ia l in c re a se  in the ad ju s ted  re a l w ag e  in W ash in g to n  a lo n e  can  e x p la in  a  0 .7  to  0 .8  p e rc en tag e  p o in t  
in c rea se  in th e  u n em p lo ym en t ra te  in W a sh in g to n  re la t iv e  to  the n a tio n  in that y e a r . T h a t is c lo s e  to  the 
suggested  u n e m p lo y m e n t e ffe c ts  b ased  on  the n a t io n a l and  re g io n a l la b o r  m a rk e t s itu a tio n  d iscu ssed  a b o v e .

Case Study: The Restaurant Industry

T h e  re s ta u ran t in d u stry  has b een  the  fo c a l p o in t o f  m uch  o f  the  re se a rc h  d e a lin g  w ith  the  is su e  o f  the  
im pac t o f  m in im u m  w age  ra tes o n  em p lo ym en t . T h is  stands to  re a son , because  th e re  a re  a  d is p ro p o r t io n a te ly  
la rg e  n u m b e r o f  em p lo y e e s  in th is  in d u s try  e a rn in g  w ages a t o r  v e ry  n e a r the  m in im u m  w ag e  le v e l . 
T h e re fo re , it is  a p p ro p ria te  f o r  us to  a n a ly z e  the e f fe c t  on  e m p lo ym en t in th is  in d u s try  a fte r  th e  1 9 9 9  in c rea se  
in the  W a sh in g to n  m in im u m  w age .

T o  se t th e  s tage fo r  such an  a n a ly s is , w e  c o lle c te d  da ta  d e sc rib in g  ag g reg a te  w age  an d  s a la ry  
em p lo ym e n t and  em p lo ym en t in e a tin g  and  d r in k in g  e s tab lishm en ts  in  W a sh in g to n  f o r  the th re e  y e a rs  1 9 9 5 , 
1 9 9 8 , and  2 0 0 1 .  T h e y  a re  sh ow n  in T a b le  5 . T h e  1 9 9 5 - 9 8  p e r io d  is the  la s t th ree  y e a rs  p r io r  to  th e  en ac tm en t 
o f  th e  h ew  h ig h e r W a sh in g to n  state m in im um  w age , w h ile  the  1 9 9 8 -2 0 0 1  p e r io d  re f le c ts  a c t iv i ty  a fte r  th a t 
m anda ted  ch an ge .

T h e  d a ta  d is p la y e d  in T a b le  5 ind ica te  tha t w age  and s a la ry  e m p lo y m e n t in the ag g reg a te  g rew  m u ch  
m o re  ra p id ly  b e tw een  1 9 9 5  and 1 9 9 8 - 9 . 5 1  p e r c e n t - t h a n  it d id  fro m  1 9 9 8  th rou g h  2 0 0 1  - 3 . 8 3  p e rcen t.
N o t  a l l  o f  th is  d e c lin e  in em p lo ym en t g row th , h ow e v e r , rep resen ts  the im p ac t o f  the in c rea se  in th e  m in im um  
w age . D u r in g  tha t p e r io d , em p lo ym en t le v e ls  w e re  a d v e rs e ly  im pac ted  by  the  n a tio n a l b u s in e ss  c y c le  
d ow n tu rn . F o r  e x am p le , i f  o n e  w e re  to  assum e a  lo s s  o f  4 0 ,0 0 0  jo b s  in W a sh in g to n  because  o f  th e  m in im um  
w age  h ik e , th e  n u m b e r o f  th ose  e m p lo y e d  in 2 0 0 1  in the state w o u ld  h a v e  been  2 ,9 6 7 .7  th o u san d , sugges tin g  
a p e rcen tag e  g row th  in jo b s  from  1 9 9 8  and  2 0 0 1  o f  5 .2 6  p e rcen t, s t i l l w e ll b e lo w  the  g row th  in th e  e a r lie r  
p e r io d , re f le c t in g  the  bu siness c y c le  d ow n tu rn .

Table 5
Aggregate Wage and Salary Employment and Employment in Eating and 

Drinking Establishments, Washington, 1995,1998, and 2001__________
E m p lo y m e n t  C a t e g o r y 1 9 9 5 1 9 9 8 2 0 0 1
A l l  W a g e  a n d  S a la r y  
E m p lo y m e n t  ( 0 0 0 s )

2 ,5 6 4 .7 2 ,8 1 9 .5 2 ,9 2 7 .7

E a t in g  a n d  D r i n k in g  
E s t a b lis h m e n t s  ( 0 0 0 s )

1 7 2 .8 1 8 7 .2 1 9 2 .7

S o u r c e :  U .S . D e p a r tm e n t  o f  L a b o r ,  B u r e a u  o f  L a b o r  S ta t is t ic s

12 See Richard K. Vedder and Lowell E. Gallaway, Out o f  Work: Unemployment and Government in Twentieth-Century America, 
Updated Edition (New York: New York University Press, 1997).
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T u rn in g  to  re s ta u ra n t e m p lo y m e n t (th e  e a tin g  and  d r in k in g  e s ta b lish m en t c a te g o ry  in  th e  ta b le ) , th e re  
is e v id en ce  o f  an  e v e n  g re a te r im p ac t o n  em p lo y m e n t . B e tw e e n  1 9 9 5  and  1 9 9 8 , f o r  e v e ry  a d d it io n a l 1 0 0  
w age  and s a la r y  jo b s  c re a ted , 5 .9 7  o f  th em  w e re  in e a tin g  and  d r in k in g  p la c e s . B y  c o n tra s t , o v e r  th e  in te rv a l 
1 9 9 8  th ro u g h  2 0 0 1 ,  the  in c rem en ta l re s ta u ran t e m p lo y m e n t p e r  1 0 0  jo b s  s ta tis t ic  d ro p s  n o t ic e a b ly  to  4 .8 6  -  a 
d e c lin e  o f  a b o u t 19  p e rc en t. T h e  d i f fe re n c e  o f  1 .11  m a y  be c o n s id e re d  a  m ea su re  o f  th e  d is p a ra te  im p ac t o f  
the in c rea se  in th e  m in im u m  w ag e  in W a sh in g to n  o n  re s ta u ra n t em p lo ym en t . G iv e n  the  a c tu a l ag g reg a te  
w age  and s a la r y  e m p lo y m e n t in c re a se  o f  1 0 8 ,2 0 0 , th is  fa c to r  a c coun ts  f o r  a  lo s s  o f  e m p lo y m e n t  in the 
re s tau ran t s e c to r  o f  a b o u t 1 ,2 0 0  jo b s .

In  a d d it io n  to  th is  im pac t o n  re s ta u ra n t e m p lo ym en t , th e re  a ls o  is a  lo s s  o f  jo b s  tha t is a t t r ib u ta b le  to  
the o v e ra l l s lo w in g  o f  e m p lo y m e n t  g row th  induced  b y  the  m in im u m  w age  in c re a se . In  1 9 9 8 , e m p lo y m e n t in 
ea ting  and d r in k in g  p la c e s  a c c ou n t f o r  6 .6 4  p e rcen t o f  a l l w ag e  and  s a la ry  jo b s .  A s su m in g  the  to ta l jo b  lo s s  
f ro m  the m in im u m  w ag e  le g is la t io n  is 4 0 ,0 0 0 ,  as sugges ted  a b o v e , th is  in d ic a te s  a  d e c lin e  in re s ta u ra n t 
em p lo ym en t o f  a b o u t 2 ,6 5 0  than  can  be e x p la in e d  b y  m in im u m  w ag e - in d u ced  s lo w e r  e m p lo y m e n t g row th . 
A d d in g  the  tw o  fa c to rs  to g e th e r g iv e s  a  j o b  lo ss  o f  3 ,8 5 0 ,  w h ich  is p ro p o r t io n a l ly  ab ou t o n e - h a l f  la rg e r  than  
the a v e rag e  f o r  o th e r  in d u strie s .

Y e t  th is  e s tim a te  o f  a d v e rse  em p lo y m e n t e f fe c ts  is q u ite  c on se rv  a t iv e . T h e  d a ta  re c o rd s  o n ly  the 
num be r o f  jo b s ,  n o t the  n u m b e r o f  h o u rs  w o rk e d . I f ,  as  n a t io n a l em p ir ic a l e v id e n c e  suggests  is  l i k e ly ,  the  
m in im um  w ag e  ch ange  induced  s om e  re d u c tio n  in h o u rs  f o r  c o n t in u in g  e m p lo y e e s , the  to ta l lo s s  o f  h o u rs  o f  
e m p lo ym en t c o u ld  be fa r  g re a te r than  sugges ted  by  th e  tw o  p e rc en t d ro p  in the  n u m b e r o f  w o rk e rs . In  a n y  
case , the m in im u m  w ag e  law  had  a  s ig n if ic a n t a d v e rs e  im pac t on  e m p lo y m e n t in  the re s ta u ra n t in d u s try .

Agriculture

A g r ic u ltu ra l w o rk e rs  a re  ty p ic a l ly  p a id  fa r  le s s  than  the a v e ra g e  f o r  n o n -a g r ic u ltu ra l w o rk e rs , s o  th is  
is a  sec to r th a t is  p a r t ic u la r ly  v u ln e ra b le  to  law s  m and a tin g  m in im u m  w ages . F ro m  1 9 9 8  to 2 0 0 1 ,  the g row th  
in fa rm  e m p lo y m e n t v i r tu a l ly  s to p p ed , fa l l in g  9 0  p e rc en t f r o m  2 .8 0  p e rc en t in  the  1 9 9 5 - 9 8  p e r io d , to  0 .2 8  
pe rcen t in th e  y e a rs  a f te r  the  in s titu tion  o f  the  n ew  h ig h e r sta te  m in im um  w ag e . S in c e  p ro p r ie to rs  in 
ag ric u ltu re  p ro d u c e  in  in te rn a t io n a l h ig h ly  c om p e t it iv e  m a rk e ts  and  a re  “ p r ic e  ta k e rs ”  that h a v e  n o  c o n t ro l 
o v e r  the p r ic e  o f  th e  g o o d s  s o ld , in  the s h o r t  run  the m in im u m  w ag e  h ik e  h as a  p a r t ic u la r ly  e g re g io u s  im p ac t 
on  th e ir in v e s tm en t re tu rn . A c c o rd in g ly , it is  n o t su rp r is in g  tha t th e re  w as a  2 .8 0  p e rc en t d e c lin e  in w h a t the  
B u re a u  o f  L a b o r  S ta tis tic s  re fe rs  to  as “ fa rm  p ro p r ie to rs ”  fro m  1 9 9 8  to  2 0 0 1 ,  w h e re a s  fro m  1 9 9 5 - 9 8  the 
num be r had  in c re a sed  su b s ta n t ia lly . A lth o u g h  c irc um s ta n tia l, th e  e v id en ce  s t ro n g ly  suggests  th a t the c o s t 
squeeze  im p o se d  b y  the  m in im u m  w ag e  m a y  h a v e  b een  a m a jo r  fa c to r  in a  re v e rs a l in  a g r ic u ltu ra l 
e n tre p re n eu ria l a c t iv ity  a fte r  1 9 9 8 .



Conclusions

T h e  p assag e  o f  the  re fe re n d um  in 1 9 9 8  tha t has d ra m a t ic a lly  ra is ed  th e  sta te  m in im u m  w ag e  in 
W a sh in g to n  is a  q u in te s sen tia l e x am p le  o f  the L a w  o f  U n in te n d e d  C o n seq u en c e s . T h e  g o a l w as  to  im p ro v e  
the  lo t  o f  th e  d isad v an tag ed  in W a sh in g to n , bu t the  e f fe c t  h a s  been  f o r  p o v e r ty  to  r is e , n o t f a l l ,  a nd  r is e  fa r  
m o re  than  in c om e  trend s w o u ld  sugges t s h ou ld  h appen . T h e  W a sh in g to n  m in im u m  w ag e  law  c re a ted  n o t 
e lim in a ted  p o v e r ty . I t  d id  it la rg e ly  b y  c re a tin g  u n em p lo ym en t and re d u ced  h o u rs  f o r  w o rk e rs . W h i le  v a r io u s  
e stim ates o f  j o b  lo s s  w e re  c a lc u la te d , the  tru e  fig u re  l ik e ly  is n o t le ss  than  2 4 ,0 0 0  ( 0 .8  p e rc en t o f  th e  la b o r  
fo rc e ) and m a y  be as h ig h  as 4 8 ,0 0 0  -  a fte r  c o rre c t in g  f o r  th e  im p ac t o f  th e  b u s in e s s  c y c le  tu rn d ow n . T h e  jo b  
lo sses  w e re  fo u n d  in v i r tu a l ly  e v e ry  s e c to r o f  the  W a sh in g to n  e c o n om y . S o m e  o c c u p a t io n s  r e ly in g  h e a v i ly  
o n  r e la t iv e ly  le ss  s k i l le d  la b o r  w e re  p a r t ic u la r ly  im p ac ted . T h e  re s tau ran t in d u s t ry  s u f fe re d  m o re  jo b  lo s s e s  
than m os t in d u strie s , and  i f  the sh o rte n in g  o f  h ou rs  is ta ken  in to  accoun t, th e  em p lo y m e n t e f fe c ts  m ay  w e ll 
be d o u b le  o r  t r ip le  as s e v e re  as w as  ty p ic a l o f  o th e r in d u s trie s . A g r ic u ltu re , c om p e t in g  in h ig h ly  c om p e t it iv e  
m a rke ts  w h e re  fa rm e rs  h a v e  n o  c o n t ro l o v e r  p r ic e , p ro b a b ly  s u ffe re d  n o t o n ly  f r o m  jo b  lo s s , bu t f r o m  the  
p ro f i t  sq u eeze  th a t th e  m in im um  w age  im p osed , as e v id en ced  b y  a  n o t ic e a b le  d ro p  in the  n u m b e r o f  fa rm  
p ro p r ie to rs  (u n lik e  in e a r lie r  p e r io d s , w h e re  the n u m b e r had g ro w n ).

T h e  W a sh in g to n  m in im um  w age , then , has fa i le d  in its p r im a ry  o b je c t iv e . R a th e r  than  a  re la t iv e ly  
cheap w ay  to  a lle v ia te  p o v e r ty , the  law  has c ru e lly  and  c a p r ic io u s ly  b ro u g h t a b ou t j o b  and  in c om e  lo s s  to  
w o rk e rs  and  sm a ll e n tre p ren eu rs . H ad  the v o te rs  k n ow n  th is  w o u ld  h appen , it is  d i f f i c u lt  to  b e lie v e  th ey  
w ou ld  h a v e  e n d o rsed  th is  w e ll in tended  but t ru ly  e c o n o m ic a lly  d e s tru c tiv e  m anda te .
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Indexing the Minimum Wage: 
A Vise on Entry-Level Wages

Employm ent Policies Institu te

Introduction

Indexing the minimum wage is a rising trend 
at the state and local levels. W hether through 
a ballot initiative, a s ' 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 econom ic indicators such as the 
Consum er 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.
Moreover, there is a general consen­
sus that forced wage hikes lead entry- 
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

occurrence to an annual event, albeit in an incre­
mental fashion. Indexing is little more than an 
effort to institutionalize on auto-pilot a cycle of 
rising labor costs leading to reduced job growth, 
annual harm to job opportunities 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, o f every 
100 workers affected by the 56.65 minimum

Distribution of Workers Affected by 
a Proposed $6.65 Minimum Wage
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w age re c e n t ly  p ro p o s e d  in  C o n g re ss , o n ly  14 
a re  s in g le  p a ren ts  s u p p o r t in g  c h ild re n  w ith  
ju s t th a t  low -w age  jo b . T h e  o th e r  8 6  b en e fic i­
a rie s—w h o  by d e f in it io n  a re  th e  ac tu a l “ ta rg e t”  
o f  th e  p o lic y —are e ith e r  teenag e rs  liv ing  w ith  
th e ir  p a re n ts , s in g le  a d u lts , m a rr ie d  adu lts  
w ith o u t  c h ild re n  o r  o n e  o f  m u lt ip le  w o rk e rs  
in  a  fa m i ly  w ith  c h ild re n .3

In d e x in g  th e  m in im u m  w age  d o e s  n o t  
a d d re s s  th e  p o o r ly  ta rg e ted  n a tu re  o f  the  p ro ­
g ram  its e lf . T h e  o v e rw h e lm in g  m a jo r ity  o f  
“ n ew  d o l la r s ”  c re a ted  by  an n u a l w age h ikes 
w i l l s t i l l b e  d e liv e re d  to  p e o p le  w h o  a re  ne i­
th e r  liv in g  in  p o ve rty  n o r  s u p p o r t in g  ch ild re n .

2. Failing to Reduce Poverty

T h e  2 0 0 1  s tudy  Does the Minimum Wage 
Reduce Poverty? c o n d u c te d  by D rs . R ich a rd  K . 
V e d d e r  and  L ow e ll E . G a llaw ay  o f  O h io  
U n iv e rs ity  sh ow s conc lu s ive ly , “ th a t m in im um  
w age law s c a n n o t b e  ju s t ifie d  as a p ove rty - 
re d u c in g  d ev ice .” 4 T h e ir  resea rch  show s that 
n o  m a tte r  w h ich  g ro u p s  a re  exam in ed , h ow  
o n e  d e fin e s  p o v e rty  o r  w h e re  in the  c o u n try  
y o u  lo o k ,  m in im um  wages have had  n o  nega­
tive e f fe c t  o n  pove rty .

T h is  s tudy  e xam in es  a l l p o o r  h o u s e h o ld s , 
a n d  revea ls  th a t p o v e r ty  e x is ts  p r im a r i ly  
a m o n g  n o n w o rk e rs . In  fa c t , f o r  e v e ry  fu ll- t im e  
p o o r  w o rk e r , th e re  a re  seven  w h o  e ith e r  d o  
n o t  w o rk  p r  o n ly  w o rk  p a r t  t im e . T h e s e  p e o ­
p le  a re  h e lp e d  o u t  o f  p o v e r ty  th ro u g h  f i r s t  get­
t in g  em p lo y e d , im p ro v in g  th e ir  s k i lls  a n d  th en  
hav in g  in c reased  jo b  o p p o r tu n i t ie s .5

3. Ignoring “Natural” Wage Growth

A t th e  h e a rt o f  th e  case f o r  in d e x in g  is th e  
n o t io n  th a t the  b u lk  o f  m in im u m  w age w o rk ­
e rs  rem a in  a t the  m in im um  w age an d  e x p e r i­
en ce  inc reas ing  fin a n c ia l s tra in s  b ro u g h t  o n  
s o le ly  by annua l in f la t io n a ry  p re s su re s . In  re a l­
ity, it is d i f f ic u lt  to  f in d  em p lo y e e s  w h o  stay  a t 
th e  m in im um  w age y ea r a f te r  yea r. T h o s e  w h o  
d o  o fte n  have s e rio u s  s k i ll d e fic ie n c ie s  o r  
o th e r  p ro b lem s  th a t w ill n o t  be s o lv e d  w ith  an 
in d e x ed  m in im um  w age.

T h e  fac t is that w ages fo r  m o s t m in im um  
w age w o rk e rs  rise qu ick ly  w ith o u t any in te rven ­
tio n  f r o m  the  gove rnm en t. T h e se  w age inc reas­
es c om e  as w o rk e rs  inc rease th e ir s k ill a nd  expe ­
rience  levels, sw itch job s , take o n  m o re  re sp on ­
sibility , o r  im p rove  th e ir ed u ca tion a l c reden tia ls .

Time Line of Exit Rates* from 1977-1997

80%

1978 1980 1982 1984 1986 1988 1990 1992 1994 1996 1998

*  The "exit race' is defined as the percentage of minimum wage woritcrs that have sufficient wage growth to cam above the minimum wage one year later. If the minimum 
wage increases over the year, a person's wage must increase beyond the level o f the new minimum to be counted as an exit.
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Percentage of Hourly Workers Earning the Minimum Wage

“The prevailing Federal minimum wage was S2.90 in 1979, S3.10 in 1980, and S3.3S in 1981-89. The minimum wage rose to S3.H0 in April 1990, to  S4.25 in April 
1991, to $4.75 in October 1996, and to S5.I5 in September 1997. Thus, the Federal minimum was S4.25 for the 1992*95 period, and $5.15 in 1998-2001. Data for 
1990-91 and 1996-97 reflea changes in the minimum wage that took place in those years.

SOURCE; Unpublished tabulations from the Current Population Survey (CPS), Bureau o f Labor Statistics.

Resea rch  f ro m  D r . W illiam  E . Even f ro m  
M iam i U n ive rs ity  o f  O h io  an d  D r . D av id  
M a c p h e rs o n  f r o m  F lo r id a  S ta te  U n iv e rs ity  
sh ow s in F igu re 2  tha t betw een 1 9 7 7  an d  1997, 
o n  average 6 5 %  o f  m in im um  wage em p loyees 
m ad e  m o re  than  tha t wage the  fo llo w in g  year, 
w ith  typ ica l w age g row th  exceed ing  1 0% .6 Even 
the  m o s t  a rd e n t p ro p o n e n ts  o f  ind ex ing  have 
n o t  suggested  ra is ing wages by 1 0%  p e r yea r, yet 
th is is e x acd y  w hat m os t m in im um  wage w o rk ­
e rs a c c om p lish  o n  th e ir ow n .

4. Declining Numbers of 
Minimum Wage Employees

A  c o r o l la r y  to  th e  n a tu ra l w age  g ro w th  
de sc rib ed  above  is the  w e ll-d o cum en ted  dec lin e  
in th e  sh a re  o f  the  p o p u la t io n  th a t is even

a ffe c ted  by the m in im um  w age. B u re au  o f  
L a b o r  Statistics (B L S ) da ta  s h ow  th a t th e  n um ­
b e r o f  w o rk e rs  at the  m in im um  w age has been  
d ec lin in g  stead ily  o v e r th e  past d ecade  as seen 
in F igure 3 . In  1 9 9 2 , 4 .7 %  o f  the  w o rk fo rc e  was 
at the  m in im um  wage, w h ile  in  2 0 0 1  ju s t 0 .9 %  
o f  w o rk e rs  ea rn ed  the m in im um  w age .7

B e tw een  1 9 8 0 , w hen  9 .1 %  o f  th e  w o rk fo rc e  
was ea rn in g  the  m in im um  w age, a n d  2 0 0 1 , 
th e re  w ss an  8 6 %  dec lin e  in th e  n u m b e r o f  
em p loyees w o rk in g  at the  m in im um  w age — a 
d ro p  o f  o v e r 4  m illio n  w o rk e rs . D u r in g  the 
sam e tim e span  the  w o rk fo rc e  ad d ed  o v e r 21 
m illio n  m o re  h o u r ly  w o rk e rs .8

T h is  d e c lin e  can  be a tt r ib u te d  la rg e ly  to  the  
w age h ikes e a rn e d  by  e n try - le v e l w o rk e rs . I t  
a ls o  p o in ts  o u t  th e  fa lla c y  b eh in d  th e  a rg u ­
m e n t th a t in d e x in g  ' n ece ssa ry  i f  th e  g o v e rn ­
m en t is to  “ h e lp ”  r  m um  w age w o rk e rs .
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5. Overstating the 
Effects of Inflation

F o re m o s t  am o n g  th e  fa u lty  a rg um en ts  c ite d  by 
in d e x in g  p ro p o n e n ts  is th e  o n e  re fe re n c in g  
th e  e ffe c ts  o f  in f la t io n  o n  th e  re a l va lue o f  the 
m in im u m  w age .

A  rep re sen ta t iv e  o f  the  O re g o n  C e n te r  f o r  
P u b lic  P o lic y  ( a  le ft - le a n in g  ad voca te  o f  in d e x ­
in g ) sa id , “ E ach  y e a r fam ilie s  w o rk in g  a t o r  
c lo s e  to  th e  m in im um  w age f in d  it h a rd e r to 
m a k e  en d s  m e e t b ecau se - p r ic e s  g o  up . 
In d e x in g  th e  m in im um  w age to  in f la t io n  s top s 
th e  e ro s io n  o f  its v a lu e .” 9

A ccep tin g  th is s ta tem en t a t face va lue m eans 
ig n o r in g  the  substan tia l wage g row th  th a t m in i­
m um  w age w o rk e rs  expe rien ce  each year. T h e  
p o p u la t io n  o f  m in im um  w age em p loyees  is a 
c o n s ta n t ly -c h an g in g  m ix  o f  la b o r  m a rk e t 
en tran ts . As n o te d  above , to  suggest that fo lk s  
w h o  a re  ea rn in g  the m in im um  wage tod ay  are 
th e  sam e p e o p le  w h o  ea rn ed  this wage last year 
o r  the y e a r b e fo re  is d em on s tra b ly  fa lse .

B u t the p it fa lls  o f  the  in f la t io n  a rg um en t g o  
b e y ond  the c om p o s it io n  o f  the  m in im um  wage 
w o rk fo rc e . Even i f  o n e  accepts c o n s ta n t in fla ­
t io n a ry  p ressu res o n  m in im um  w age w o rk e rs , 
the fa c t rem a in s th a t the C P I  is a c ru d e  t o o l f o r  
ind ex ing  because it has b e en  sh ow n  to  ove rs ta te  
in f la t io n . Even som e  p ro p o n e n ts  o f  m in im um  
wage increases have d e n o u n c e d  lin k in g  au to ­
m atic  wage increases to  th e  C P I  as it d o e s  n o t 
accu ra te ly  re f le c t m arke t-caused  p ric e  increas­
e s .10-11

I f  th e  C P I  ove rs ta te s  in f la t io n  as re sea rch  
has sh ow n , th en  in d e x e d  m in im u m  wages 
b ased  o n  th e  C P I w o u ld  a c tu a lly  cause  in f la ­
t io n , c re a tin g  the n e ed  f o r  g re a te r  and  g re a te r 
m in im um  w age inc reases e v e ry  year.

6.Productivity of Low-Skill 
Workers Fails to Justify indexing

A  study by O re n  M . Lev in -W a ldm an  ( 1 9 9 8 )  p ro ­
poses  to  instead lin k  the m in im um  wage to  p ro ­
ductiv ity increases w h ich  th e  B LS  has m easu red

Productivity Indexes for Various Sectors (1977 = 100)

Manufacturing Nonfamt Buslnasa — ft-Ealing and Drinking Places I
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as in c reas ing  by an  average o f  2 .7 %  annua lly  
s ince 1 9 4 9 .12 A lte rna tive ly , th is p a p e r suggests 
ad ju s ting  th e  m in im um  w ages by  tying them  to  
th e  m ed ian  w ages f o r  low -sk ille d  jo b s , s o  m in i­
m um  wages d o  n o t  inc rease to o  fa r  o u t  o f  lin e  
w ith  wages o f  th e  least sk illed . U n d e r  th is sce­
n a r io , the  m ed ian  w age o f  th e  low est-w age 
w o rk e rs  is u sed  as a p ro x y  f o r  the  p rod uc tiv ity  
o f  th e  least sk ille d  w o rk e rs .

H ow e v e r , th is a p p ro a ch  a lso  has se riou s  p it­
fa lls . I f  o n e  exam ines th e  B u reau  o f  L a b o r 
Statistics m easu res o f  p rod u c tiv ity  in  th e  eating 
and  d rin k in g  in d u stry  (o n e  o f  the la rgest 
em p loy e rs  o f  en try -leve l w o rk e rs ) , it is c lea r 
f r o m  F igure 4  th a t since 1 9 7 7  the  ea ting  and 
d rin k in g  in d u stry  has seen  o n ly  a neg lig ib le  
inc rease in p rod u c tiv ity .13 In  fa c t, w h en  D r . 
L ev in -W a ldm an  uses the m ed ian  wages o f  low - 
w age em p loyees  as a p ro x y  f o r  p roductiv ity  
lin k e d  to  the  $ 3 .3 5  m in im um  wage o f  1 9 8 3 , the 
es tim ated  m in im um  wage in d ex  was o n ly  $ 0 .0 6  
d if fe re n t  in  1 9 9 7  than  th e  cu rre n t $ 5 .1 5  m in i­
m u m  w ag e .14

T h is  is h a rd ly  a s o u n d  basis f o r  a rgu in g  the 
n e ed  f o r  in d e x in g . O n  th e  c o n tra ry , f r o m  this 
an a ly s is , it w o u ld  seem  th a t  suggestion s o f  the 
“ d e c lin in g  v a lu e  o f  the  m in im u m  w ag e ”  are 
s im p ly  u n tru e .

7. Siphoning Off Wage Increases

S u p p o r te rs  o f  in d e x in g  a ls o  ra re ly  m en tio n  
th e  lo s t  b e n e fits  a n d  a d d it io n a l taxes fam ilie s  
in c u r fo l lo w in g  m an d a te d  w age in c reases .

In  2 0 0 2 ,  fam ilie s  s u p p o r te d  by  a s in g le  m in ­
im u m  w age em p lo y e e  w ith  tw o  c h ild re n  c o u ld  
rece ive  $ 4 ,1 4 0  in re fu n d a b le  E a rn ed  In c o m e  
T a x  C re d it  b e n e fits , a b o u t $ 3 ,5 0 0  a n n u a lly  
( $ 3 0 0  m o n th ly )  in  f o o d  s tam p  b e n e fits , th o u ­
sand s  o f  d o l la r s  in  S e c tio n  8 b en e fits  i f  th ey  
q u a li fy , a n d  fre e  o r  low -c o s t h e a lth  in su ran ce  
f o r  th e ir  c h i ld re n  in  e ve ry  sta te .

A n y  fa m i ly  ta k in g  advan tage  o f  a l l th e se  p r o ­
g ram s  and  su b seq u en d y  “ b e n e fit in g ”  f r o m  a 
m a n d a te d  in c re a se  in  th e  m in im um  wage

w o u ld  lo s e  b e tw een  5 0 %  a n d  1 0 0 %  o f  e v e ry  
e x t ra  d o l la r  th e y  e a rn  (u p  to  a b o u t $ 1 5 .0 0  p e r  
h o u r ) .15 T h is  is b ecau se  e lig ib ility  f o r  these  
w e ll- ta rg e te d  a ss is tan ce  p ro g ra m s  fa l ls  ra p id ly  
as w ages rise . In  th e  e n d , th e  o v e ra ll in c o m e  
a v a ila b le  to  p o o r  fam ilie s  d o e s  n o t  r ise  a t  a ll, 
o r  rises ju s t  m a rg in a lly , a f te r  an  in d e x e d  w age 
h ik e  takes e ffe c t .

8. Risks of Economic Uncertainty

In  tim es o f  e c o n o m ic  u n c e rta in ty , p o lic y m a k ­
e rs  a re  m o t iv a te d  by  a  d e s ire  to  e n h an c e  jo b  
c re a t io n  a n d  im p ro v e  th e  bu siness e n v iro n ­
m en t. T h u s , m in im u m  w age  h ikes  ra re ly  pass 
in  th e  m id s t o f  a re c e s s io n . In d e x in g  th e  m in ­
im um  w age w o u ld  ch ange  th a t. In d e x in g  pu ts  
m in im um  w age  h ikes  o n  a u tom a tic  p i lo t ,  f o r c ­
ing  la b o r  c o s ts  to  rise  even  d u r in g  tim es  w h en  
n o  ra t io n a l p u b lic  s e rv a n t w o u ld  fo rc e  th is 
k in d  o f  m an d a te , such  as p e r io d s  o f  h igh  
u n e m p lo y m e n t o r  o th e rw is e  s low  e c o n o m ic  
g row th .

H is to r ic a lly , b u s in e ss , cyc les rise  a n d  fa l l 
o v e r  tim e . T h is  has b e c o m e  ev id en t (a g a in ) in  
re c e n t yea rs . W ith  an  u n p re d ic ta b le  e c o n o m ic  
e n v iro n m en t , it is im p o r ta n t  to  re m e m b e r  th a t 
th e  la b o r  m a rk e t need s a  c e rta in  a m o u n t  o f  
f le x ib i li ty  t o  d e a l w ith  c h an g in g  d em an d s .

9. Better Targeted Programs 
Save Money and Provide 
More Assistance

F o r  the sm a ll n u m b e r o f  in d iv id u a ls  w h o  a re  
s u p p o r t in g  c h i ld re n  o n  a m in im u m  w age 
in c om e , th e re  a lre a d y  e x is t  a n u m b e r o f  tigh t­
ly -fo cu sed  p ro g ra m s  th a t  a re  fa r  b e t te r  su ited  
to  d e liv e r in g  in c om e  to  th o s e  in  n e e d . T h e s e  
p ro g ram s  can  e ith e r b e  b e t te r  p ro m o te d , 
e x p an d ed  o r  c om b in e d  t o  p ro v id e  even  m o re  
assis tance to  p o o r  fam ilie s .

S in ce  1 9 6 8  se ve ra l p ro g ra m s  have b e en  c re ­
a ted  o r  e x p a n d e d  th a t a re  va st ly  m o re  e f f i ­
c ie n t th an  th e  m in im u m  w age  a t g e ttin g
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m o n e y  to  the  p o o re s t  and  m o s t  n e ed y  fam i­
lie s . H o w e v e r , p ro p o n e n ts  o f  w age m anda te s  
w ro n g ly  c rit ic ize  these p ro g ra m s  as re a son s  
f o r  w age  inc reases . R o b e r t  P o llin , o f t e n  c a lle d  
th e  fa th e r  o f  th e  liv in g  w age m o v em en t , sa id  
in  th e  D e c e m b e r  2 0 0 2  Journal of Economic 
Issues, “ [T ]h e  n e ed  f o r  such p ro g ra m s  to  sup ­
p o r t  fam ilie s  w h ich  in c lu d e  fu ll- t im e  w o rk e rs  
o n ly  em phas ize s  fu r t h e r  th e  lo w  leve l to  w h ich  
th e  n a t io n a l m in im um  w age has fa l le n .” Ifi

W h a t  M r . P o ll in  fa ils  to  a c k n ow le d g e  is th a t 
th e se  p ro g ra m s  a re  n o t  a s ym p tom  o f  th e  
n a t io n a l m in im um  w age , b u t w e ll-ta rg e ted  
p o lic ie s  s u p e r io r  to  th e  m in im u m  w age , 
s p e c if ic a lly  d e s igned  to  ta rg e t p o o r  fam ilie s  
w ith  c h ild re n . T h e  p ro g ram s , th a t e x is t a re  fa r  
m o re  e f f ic ie n t  a n d  c o s t e ffe c tiv e  th an  th e  g en ­
e ra l w age  m anda te s  he p ro p o s e s .

Pa ren ts  w h o  c a n n o t p ro v id e  f o r  th e ir ch ild ren  
w ith  th e ir  ea rn ings n ow  have access to  in-kind 
p ro g ram s  such as fo o d  s tam ps , S ec tion  8 o r  
p u b lic  hou sing , M ed ic a id  and  state C h i ld re n ’s 
H e a lth  In su ran ce  P rog ram s ( s C H IP ) ,  as w e ll as 
cash -bene fit p ro g ram s  like  T em p o ra ry  A id  f o r

N e e d y  Fam ilies (T A N F ) a n d  the  re fu n d ab le  
E a rn ed  In c om e  T ax  C re d it  (E IT C ) .  Funds f ro m  
each  o f  these p ro g ram s  a re  ta rg e ted  s o le ly  to 
low -in c om e  fam ilie s  w id i c h ild re n , u n lik e  m in i­
m um  wage, increases w h e re  a  substan tia l p o r ­
t io n  o f  the b en e fit g oes  to  m id d le  and  u p p e r 
c lass fam ilie s  o r  teenagers.

R e s tr ic t in g  o n e ’s fo c u s  to  th e  in f la t io n -  
a d ju s te d  va lu e  o f  th e  m in im u m  w age  fa ils  to  
ta k e  a c c o u n t o f  the E IT C  w h ich  has e x p a n d ­
e d  g re a t ly  o v e r  the  p a s t 2 5  yea rs . E x p a n s io n s  
o f  th e  E IT C  in c rea se  h o u r ly  in c o m e  f o r  a s in ­
g le  fu ll-t im e  m in im u m  w age  w o r k e r  by  o v e r  
$ 2 .0 0  p e r  h o u r  as se en  in  F ig u re  5 . T h is  
$ 4 ,0 0 0  is d e liv e re d  d ire c d y  to  fam ilie s  w ith  
c h ild re n , r a th e r  th an  w as ted  o n  in d iv id u a ls  
a n d  fam ilie s  o u ts id e  o f  th o s e  m o s t  in  n eed .

U n fo r tu n a te ly , ad voca te s  o f  in d e x in g  w o u ld  
p re fe r  th a t p o lic ym a k e rs  c o n s id e r  th e ir  p r o ­
p o s a l in a vacuum , ig n o r in g  th e  re a lity  th a t 
p o o r  fam ilie s  have a w id e  va rie ty  o f  re sou rc e s  
a v a ila b le  to  s u p p lem e n t th e ir  in c om e s  un til 
th e ir  s k ill le ve ls  rise  to  a p o in t  w h e re  th ey  can 
c om m an d  h ig h e r wages.

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

T h e re  a re  se ve ra l k e y  q u e s tion s  le g is la to rs  
s h o u ld  a sk  w h en  c o n s id e r in g  in d e x in g  w age 
m an d a te s :

• W h o  a re  w e  try in g  to  h e lp  by  in d e x in g  
w ages?

• Is  w age  in d e x in g  an  e ff ic ie n t  w ay 
to  d e liv e r  assis tance to  the  ta rg e t 
p o p u la t io n ?

•  Is  th e  C P I  th e  p ro p e r  t o o l f o r  in d e x ­
ing  w ages , o r  c o u ld  us ing  th e  C P I  
cause  m o re  in f la t io n  o r  ex ace rb a te  
u n em p lo ym en t?

•  H o w  w ill em p lo y e rs  reac t to  a u tom a t­
ic  in c rea ses  in  the  w ages th ey  pay?
W i l l  th ey  w e lc om e  th e  “ c e rta in ty ” 
o f f e r e d  b y  in d e x a t io n ?  O r  w i l l 
e m p lo y e rs  s e ek  o u t  m o re  e ff ic ie n t  an d  
p ro d u c t iv e  em p lo y e e s , cu t b ack  o n  
jo b s  a n d  h o u rs  o r  sw itch  to  m o re  c ap ­
ita l in ten s ive  p ro d u c t io n ?

In  th e  ba lance  b e tw een  g o v e rn m en t, fam ilies  
a n d  em p loye rs , c rea ting  an  e n v iro n m en t w he re  
business is ch a lleng ed  an n u a lly  th ro u g h  an 
un ta rg e ted  and  u n fu n d ed  m anda te  c a n n o t have 
positive  e ffec ts  f o r  any party . B ecause it o f fe rs  
few  bene fits , is fo o lis h ly  ta rg e ted  to  th o se  ind i­
v idua ls w h o  a re  n o t in  n eed , an d  sub s tan tia lly  
increases risks f o r  low -sk ill w o rk e rs , in d ex in g  
m ust be  v iew ed  f o r  w h a t it is: a  p o lit ic a lly -m o ti­
va ted  to o l w ith  n o  p lace  in  a b a lan ced  ap p ro a ch  
to  assisting the w o rk in g  p o o r .
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Endnotes

1 See David Neumark, Mark Schweitzer and William 

Wascher, The Effects o f  Minimum Wages 
Throughout the Wage Distribution, Working Paper 

9919 (Cleveland: Federal Reserve Bank of 

Cleveland, December 1999), for an overview of cur­

rent minimum wage research on displacement and 

substitution effects of minimum wage increases.

2 See Richard K. Vedder and Lowell E. Gailaway, 

Does the Minimum Wage Reduce Poverty? 
(Washington, D.C.: Employment Policies Institute, 

2001), which concludes that changes to the mini­

mum wage have not had an effect on poverty.

3 See Employment Policies Institute, Winners ar.d 
Losers o f Federal and State Minimum Wages, 
O ctober 2002; available from http://www.epi- 

online.org

/50states_pll.html; accessed 22 January 2003.

4 Vedder and Gailaway, Minimum Wage, 1.

5 Ibid. 16.

6 See William Even and David Macpherson, Rising 
Above the Minimum Wage, (Washington, D.C.: 

Employment Policies Institute, 2000).

7 These calculations are based on unpublished data 

from the U.S. Department of Labor, Bureau of 

Labor Statistics.

8 Ibid.

9 Jeff Thompson as quoted in Oregon Center for 

Public Policy, “Good Economic News for the New 

Yean Thousands of Low Wage Oregonians Will get a 

Raise on January 1st," 30 December 2002; available 

from http ://w w w .ocpp.org/2002/ nr021230.htm; 

accessed 22 January 2003.

10 See Michael J. Boskin, e t al., “Toward a More 

Accurate Measure of the C ost o f Living,” 

(Washington, D.C.: Advisory Commission to Study 

the Consumer Price Index, U.S. Senate, 1996).

11 See Dimitri B. Papadimitriou and L Randall Wray, 

' Targeting Inflation: The Effects o f  Monetary Policy
on the CPI and Its Housing Component, Public 

Policy Brief no. 27 (Annandale-on-Hudson, N.Y.: 

The Jerome Levy Economics Institute, 1996).

12 See Oren M. Levin-Waldman, Automatic 

Adjustment o f  the Minimum Wage: Linking the 
Minimum Wage to Productivity, Public Policy Brief 

no. 42 (Annandale-on-Hudson, N.Y.: The Jerome 

Lev)' Economics Institute, 1998).

13 Figures calculated using published statistics by the 

U.S. Department of Labor, Bureau of Labor 

Statistics, “Industry Productivity Data Tables," 16 

October 2001; available from http://www.bls.gov 

/Ipc/iprdatal.h tm ; accessed 22 January 2003.

14 Waldman, Automatic Adjustment, 29.

15 Based on unpublished analysis of interactions of tax 

and benefit programs in a number of states.

16 See Robert Pollin, M ark Brenner, and Stephanie 

Luce, “Intended Versus Unintended Consequences: 

Evaluating the New Orleans Living Wage 

Ordinance,” Journal of Economic Issues 36, no. 4 

(December 2002), 843-876.
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S e n a to r  C o n  B u n d e
C h a ir , S en a te  L a b o r  &  C om m e rc e  C om m itte e  
A la s k a  S ta te  C ap ito l 
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R e : C S H B  2 1 4 ( J U D )  —  P u n it iv e  D am ag e s  A g a in s t E m p lo y e rs  

D e a r  S e n a to r  B und e :

O n  b e h a lf  o f  the R e so u rc e  D e v e lo p m en t C ou n c il f o r  A la s k a , In c . ( R D C ) ,  I am  w rit in g  to  
e x p re s s  o u r  su pp o rt f o r  C S H B  2 1 4 ( J U D ) .  W h i le  em p lo y e rs  s h o u ld  be h e ld  to  the h ig hest 
s ta n d a rd s  w ith  rega rd  to  the sa fe ty  and tra in in g  o f  em p lo y e e s , it is u n re a so n ab le  to  h o ld  
e m p lo y e r s  lia b le  f o r  d am ages  in cu rred  by an e m p lo y e e ’ s re c k le s s  b e h a v io r  to  w h ich  the 
e m p lo y e r  d id  no t c on tr ib u te . C S H B  2 1 4 ( J U D )  p ro tec ts  em p lo y e rs  f r o m  p u n it iv e  
d am ag e s  i f  they h ave  taken  a i l n ecessa ry  steps to  en su re  th e ir  w o rk e rs  a c t re s p o n s ib ly  and  
s a fe ly .

R D C  is a p r iv a te , s ta tew ide  business a s so c ia t io n  rep resen tin g  in d iv id u a ls  and c om p an ie s  
f r o m  A la s k a  basic in d u strie s  —  o i l and  gas , to u rism , f is h e r ie s , m in in g  and  fo re s t ry . O u r  
m em b e rsh ip  a ls o  in c lu d e s  N a t iv e  v i l la g e  and reg ion a l c o rp o ra t io n s , lo c a l c om m u n it ie s , 
o rg a n iz e d  la b o r  and in d u s t ry -su p p o rt f i rm s . O u r  m iss ion  is to  h e lp  g ro w  A la s k a ’ s 
e c o n o m y  th rou gh  the re sp o n s ib le  d e v e lo pm en t o f  o u r n a tu ra l re s o u rc e s .

C S H B  2 1 4 ( J U D )  d oes n o t reduce an e m p lo y e r ’ s re sp o n s ib i lity  to  p ro p e r ly  tra in  and 
m an ag e  its  e m p lo y e e s . R a th e r , the b ill re p la ce s  a standard  o f  s tr ic t l ia b i li t y  w ith  on e  
based  o n  p e rs on a l re s p o n s ib i li ty . I f  an e m p lo y e e , o f  his ow n  v o li t io n , ac ts re c k le s s ly , he 
w i l l be h e ld  lia b le  f o r  p u n it iv e  d am ages a ssoc ia ted  w ith  his a c t io n  o r  om is s io n .

R D C  su p p o r ts  th is le g is la t io n  and u rg es the Sen a te  L a b o r &  C o m m e rc e  C om m itte e  to 
m o v e  the b i ll fo rw a rd . T h a n k  y o u  fo r  c o n s id e rin g  o u r p o s it io n  on  th is  im p o rta n t issue . 
P le a s e  c on tac t m e w ith  a n y  qu e s tion s .

Sincerely,

R e s o u r c e  D e v e l o p m e n t  C o u n c il  
f o r  A la s k a , In c .

T a d d  O w en s  
E x e c u t iv e  D ire c to r
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“ A n  A c t  r e la t i n g  to  th e  r e c o v e r y  o f  p u n i t iv e  d a m a g e s  a g a in s t  a n  e m p lo y e r  w h o  is 
d e t e rm in e d  to  b e  v ic a r i o u s ly  l i a b le  f o r  th e  a c t  o r  o m is s io n  o f  a n  e m p lo y e e ; a n d

p r o v id in g  f o r  a n  e f fe c t iv e  d a t e . ”

H o u s e  B i l l  2 1 4  c h an g e s  the  s ta n d a rd  u n d e r w h ich  e m p lo y e r s  m u s t p a y  f o r  p u n it iv e  
d am ag e s  a s se ssed  a g a in s t th e ir  e m p lo y e e s . T h e  s ta n d a rd  is c h a n g e d  f r o m  s tr ic t l ia b i l i t y  
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f r o m  d am ag e s  in c u r re d  by  an e m p lo y e e  that ac ted  re c k le s s ly  o r  o u t ra g e o u s ly  on  h is  o r  h e r 
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T h e  e m p lo y e r  w i l l ,  h o w e v e r , c o n tin u e  to  be v ic a r io u s ly  lia b le  f o r  the c o m p e n sa to ry  
d am ag e s  a r is in g  f r o m  its e m p lo y e e s ’ c on d u c t. In  a d d it io n , the e m p lo y e r  w i l l  c o n t in u e  to 
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c o n d u c t .
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Dept. A lfec ted :
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Component

Fiscal Note Number:
Bill Version:
(H) Publish Date:

1
CSHB 214(JUD)

4/4/03

A laska Court System
Tria l Courts

Sponso r
R equester

Representative Samuels
House Jud ic iary

Expenditures/Revenues
Component No. 

(T h o u s a n d s o f D o lla rs )

768

Note: Amounts do not include infla tion unless otherw ise noted below.
OPERATING EXPEND ITURES FY 2004 FY 2005 FY 2006 FY 2007 FY 2008 FY 2009

Persona l Services 
Travel 
Contractua l 
Supplies 
Equipment 
Land & S tructures 
G rants & C laims 
M isce llaneous

TO TA L OPERATING 0.0 0.0 0.0 0.0 0.0 0.0

C AP ITA L EXPEND ITURES

mCHANGE IN REVENUES (

FUND SOURCE (Thousands o f Dollars)

1002 Federa l Receipts
1003 GF Match
1004 GF
1005 GF/P rogram Receipts 
1037 GF/M enta l Health
O the r (Specify Type-Do not abbreviate)

TO TA L 0.0 0.0 0.0 0.0 0.0 0.0

0.0E s tim a te o f a n y c u r re n t ye a r (FY2003) co s t:
M a rk th is  b o x (X) i f  fu n d in g  fo r th is  b ill is in c lu d e d in th e G o ve rn o r ’s FY 2004 b ud g e t p ro p o s a l:

POSITIONS
Full-time
Part-tim e
Temporary

ANA LYS IS : (Attach a separate page if necessary)
The court system does not anticipate any fiscal impact from the passage of HB 214.

Prepared by: 
D ivision

Approved by: 
Agency

Douglas W ooliver, Adm in is tra tive A ttorney Phone 463-4750
A laska Court System Date /T im e 3/28/03 10:27 AM

S tephan ie Cole, Adm in is tra tive D irector Date 3/28/2003
A laska Court System
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Revision Date/T im e (Note if correction): 
Title

Dept. A ffected :
"BRU

Fiscal Note Number:
Bill Version:
(H) Publish Date:

CSHB 214(JUD)
4/4/03

Law
Civil Division

damages against an em p lo ye r. . . " Component Governmental Affa irs
Sponsor Representative Samuels Specia l Litigation
Requester House Judiciary Component No. 2207 ;2213

E x p e n d itu r e s /R e v e n u e s (T h o u s a n d s o f D o lla rs )
Note: Amounts do not include inflation unless otherw ise noted below.
OPERATING EXPENDITURES FY 2004 FY 2005 FY 2006 FY 2007 FY 2008 FY 2009

Personal Services
Travel
Contractual
Supplies
Equipment
Land & Structures
G rants & Claims
M iscellaneous

TO TAL OPERATING 0.0 0.0 0.0 0.0 0.0 0.0

CAP ITAL EXPENDITURES

CHANGE IN REVENUES ( )

FUND SOURCE (Thousands o f Dollars)

1002 Federal Receipts
1003 GF Match
1004 GF
1005 GF/Program Receipts
1037 GF/Mental Health
O the r (Specify Type-Do not abbreviate)

TO TAL 0.0 0.0 0.0 0.0 0.0 0.0

E stim a te o f any c u rre n t yea r (FY2003) cos t: 0.0
C heck th is box (X) if fu n d in g fo r th is b ill is in c lu d ed in the G ove rn o r 's FY 2004 bud g e t p ro p o s a l:

POSITIONS
Full-time
Part-time
Temporary

ANALYS IS : (Attach a separate paqe if necessary)
This bill would lim it when an employer who is held liable in a civil action fo r an act o r om ission o f an employee could be 
required to pay punitive damages.

The State o f A laska as an employer is immune from punitive damages under AS 09.50.280. This bill will have no fiscal 
impact on the Department o f Law.

Prepared by: 
Division

Approved by: 
Agency

Joan M. Kasson
A tto rney General's Office

Phone (907) 465-5370 
Date/Time 3/28/03 2:45 PM

Joan M. Kasson for Gregg D. Renkes. A ttorney General 
Department o f Law____________________________________

Date 3/28/2003
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A L A S K A  T R U C K IN G  A S S O C IA T IO N , IN C .
3443 Minnesota Drive • Anchorage, Alaska 99503 • PHONE (907) 276-1149 « FAX (907) 274*1946

M arch  2 8 . 2 0 0 3

R ep re sen ta tiv e  R a lp h  S am ue ls  
A la s k a  S ta te  L e g is la tu re  
Juneau , A la s k a

D e a r  R ep re sen ta tiv e  S am ue ls :

T he  A la s k a  T ru c k in g  A ssoc ia tion  m em be rsh ip  w h ich  consists o f  o v e r  3 0 0  transpo rta tion  
com pan ies  in  A la s k a  understands the im p o rtan ce  o f  the ju s t ic e  system , and  the d irec t 
e ffe c t it  can  h a v e  o n  business . A T A  fe e ls  that H ou se  B i l l  2 1 4  w i l l  re -em phas ize  the 
im po rtance  and  eq u a lity  o f  the system .

F req u en t ly  p u n it iv e  dam ages a re  p la ced  o n  com pan ies  that had n o  d irec t in flu en c e  in  the 
ac tions ta k e  b y  th e ir em p loyee s . These  dam ages a re  assessed because th e re  is  a  
p re sum p tion  th a t the  com pany  had acted  re c k le s s ly . H ou se  B i l l  2 1 4  o f fe rs  som e c la r ity  
in  add ress ing  the  issue  b y  sta ting  tha t an  em p lo y e r w h o  n e v e r app roved  o r  au th o rized  an 
act re su lt in g  in  w ron gd o in g  is  n o t h e ld  v ic a r io u s ly  re sp on s ib le  f o r  the  em p loyee , th is 
m eets th e  pu rp o se  o f  the  cu rren t A la s k a  la w  c o v e r in g  pun itive  dam ages.

A la s k a  T ru c k in g  A ssoc ia tion  supports H B  2 1 4  in  its  cunrent fo rm .

S in c e re ly ,

F rtink J. D i l lo n  
E x e cu tiv e  V ic e  P res id en t

* *  TOTAL PAGE.002 * *



O D T N D E N

April 3, 2003 6441 South A irpark Place 
Anchorage, Alaska 99502 -180 9 

(907) 245-1544 
Fax: (907) 245-1744

R e p re s e n ta t iv e  R a lp h  S am u e ls  
A la s k a  S ta te  L e g is la tu re  
P o u c h  V
Ju n eau , A la s k a  9 9 8 0 1

L .  i r  R e p re s e n ta t iv e  S am u e ls :

T h is  is  a  le t te r  o f  s u p p o r t  f o r  H o u s e  B i l l  2 1 4 ,  w h ic h  c la r i f ie s  th e  lia b i lity  o f  e m p lo y e r s  f o r  
th e  a c t io n s  o f  n o n  m an ag e ria l em p lo y e e s .

R e c e n t c o u r t  d ec is ion s  h a v e  fo u n d  e m p lo y e rs  lia b le  f o r  p u n it iv e  d am ages  in ca se s  w h e re  
e m p lo y e e s  v io la te d  c le a r  c om p an y  p o lic ie s  an d  p ro c e d u re s  w ith o u t th e  k n o w le d g e  o f  th e  
e m p lo y e r  o r  su p e rv is o r .

Y o u r  b i l l c la r i f ie s  s ta te  la w  b y  s ta ting  th e  sp e c ific  c o n d it io n s  u n d e r w h ich  th e  e m p lo y e r  
has p o te n t ia l lia b i lity  f o r  p u n it iv e  d am ages . W h e re  th o s e  c o n d it io n s  d o  n o t e x is t , th e  
e m p lo y e r  w o u ld  n o t b e  lia b le .

T h is  c le a r  and  c om m on  sen se  a p p ro a c h  t o  p u n it iv e  d am ag e s  w i l l b e  v e ry  h e lp fu l to  
c om p a n ie s  such  as L y n d e n , w h ich  has s o lid  a d m in is t ra t iv e  p ro c e d u re s  in p la c e  t o  t r y  to  
p re v e n t a n y  such  a c t io n s  b y  em p lo y e e s  w h ich  m a y  c au se  d am ag e  o r  in ju rie s  t o  o th e rs . I t  
s h o u ld  h e lp  t o  re d u ce  o u r  in su ran ce  c o s ts  b y  lim it in g  o n e  m a jo r  a v enue  f o r  p la in t i f f  
a t to rn e y s  t o  p re s su re  f i rm s  in to  h ig h e r se tt lem en ts  o r  lim it in g  o u r  e x p o su re  to  
u n w a rra n te d  ju r y  v e rd ic ts .

I  u n d e rs ta n d  tha t th e  S ta te  o f  A la s k a  is im m une  f r o m  such  p u n it iv e  d am ages i f  o n e  o f  its 
e m p lo y e e s  v io la te s  S ta te  p o lic ie s  and  cau ses  d am ag e  o r  in ju ry  t o  o th e rs . I f  it is  g o o d  f o r  
th e  S ta te  o f  A la s k a , it s h o u ld  b e  g o o d  f r o m  A la s k a n  bu sinesses .

T h a n k  y o u  f o r  s p o n s o r in g  th is  le g is la t io n .

P re s id e n t &  C E O



ALASKA ALASKA STATE 
HBA HOMEBUILDERS ASSOCIATION

0A p r i l  S , 2 0 0 3

T h e  H o n o r a b le  R a lp h  S a m u e ls  
A la s k a  Stcde H o u s e  o f  R e p re s e n ta t iv e s  
S ta te  C a p i t o l B u i ld in g  
Ju n e a u , A la s k a

IN  R E :  L e t te r  o f  S u p p o r t  f o r  H B 2 14

D e a r  R e p re s e n ta t iv e  S a m u e ls :

T h a n k  y o u  f o r  y o u r  s p o n s o rs h ip  o f  H B 2 1 4 ,  r e la t in g  to  th e  r e c o v e r y  o f  p u n it iv e  d am ag e s  
a g a in s t a n  e m p lo y e r .

O v e r  th e  p a s t y e a r , in s u ra n c e  ra te s  f o r  l i a b i l i t y  c o v e ra g e  h a v e  r is e n  d ra m a t ic a lly . T h e  
n u m b e r  o f  in su ra n c e  c om p a n ie s  in  A la s k a  th a t p ro v id e  l i a b i l i t y  c o v e ra g e  is b e c o m in g  
sc a rc e .

T h e  A la s k a  S ta te  H o m e  B u i ld in g  A s s o c ia t io n  (A S H B A )  h a s  w o rk e d  in  c o n ju n c t io n  w ith  
th e  N a t io n a l A s s o c ia t io n  o f  H o m e  B u i ld e r s  (N A H B )  to  en a c t le g is la t io n  in  a l l  th e  s ta tes 
re g a rd in g  in su ra n c e  a v a i la b i l i t y  and  a f fo rd a b i l i t y . In  s p ite  o f  c u rre n t e c o n o m ic  
c o n d it io n s  and  li t ig a t io n  r is k s , in su ra n c e  c o v e ra g e  is  a v i t a l c o m p o n e n t o f  p ro v id in g  
p ro te c t io n s  th a t b e n e f i t  e m p lo y e r s , e m p lo y e e s , and  th e ir  c u s tom e rs .

H B  2 1 4  ch an g e s  th e  s ta n d a rd  u n d e r w h ic h  e m p lo y e r s  m u s t p a y  f o r  p u n it iv e  d am ag e s  
a s se s sed  ag a in s t th e ir  e m p lo y e e s . F o r  e x a m p le , i f  an  e m p lo y e e  c au sed  an  a c c id e n t w h i le  
d r iv in g  a  c o m p a n y  v e h ic le , the  e m p lo y e r  s h a ll n o t b e  re q u ire d  to  p a y  p u n it iv e  d am ag e s  
a w a rd e d  to  th e  v ic t im . T h is  is  re lia n t  u p o n  the  e m p lo y e r  p ro v id in g  s a fe ty - t ra in in g , r is k -  
m a n a g em en t p ro g ra m s , and  e s ta b lis h in g  a p p ro p r ia te  e m p lo y m e n t  p o lic ie s .

In c e n t iv e s  f o r  s a fe ty - t ra in in g  and  o th e r  r is k  m a n a g em en t p ro g ra m s  s h o u ld  b e  e n c ou ra g ed  
as m a tte rs  o f  p u b lic  p o l ic y .

A S H B A  c u r re n t ly  is  a d v o c a t in g  p a s sag e  o f  H B 1 5 1 ,  th e  R ig h t  to  R e p a i r  le g is la t io n  
s p o n s o re d  b y  R e p . K e v in  M e y e rs . Its  in ten t is v e r y  s im i la r  to  F IB 2 1 4 .

S in c e re ly ,

A la s k a  S ta te  H o m e  B u i ld in g  A s s o c ia t io n

8301 SC H O O N  S T  • S U IT E  200 • A N C H O R A G E , A L A S K A  • 99518 
(907) 522-3931 • FAX (907) 522-3757



Headquarters: 
2 17 2nd Street, Suite 201 

Juneau, Alaska S9801 
(907) 586-2323 FAX 463-5515

Regional Office: 
601 West 5th Ave., Suite 600 

Anchorage, Alaska 99501 
(907) 278-2722 FAX 278-6643

♦STATE

M a rc h  2 8 ,  2 0 0 3

R e p re s e n ta t iv e  R a lp h  S am u e ls  
A la s k a  S ta te  L e g is la tu re  
Ju n eau , A la s k a

D e a r  R e p re s e n ta t iv e  S am u e ls :

T h e  A la s k a  S ta te  C h am b e r o f  C o m m e rc e , re p re s e n t in g  a p p ro x im a te ly  7 0 0  b u s in e s s  m em b e rs  and  
lo c a l c h am b e rs  o f  c om m e rc e  th ro u g h o u t th e  sta te , su p p o rts  fa irn e s s  in  th e  c iv i l  ju s t ic e  s y s tem . H o u s e  
B i l l  2 1 4  b r in g s  a g re a te r  d eg re e  o f  fa irn e s s  to  the  sy s tem .

P u n it iv e  d am ag es  a re  in te n d ed  to  p u n is h  w ro n g d o e rs  w h o , th ro u g h  o u tra g e o u s  c o n d u c t a n d  acts 
d o n e  w ith  m a lic e  o r  re c k le s s  in d i f fe re n c e , h a v e  h a rm e d  o r  c a u sed  lo s s  t o  th e  in te re s ts  o f  a n o th e r .
H B  2 1 4 ,  in  e s ta b lis h in g  that an  e m p lo y e r  w h o  n e ith e r a u th o r iz e d  n o r  a p p ro v e d  an  a c t o f  w ro n g d o in g  
is  n o t  to  b e  h e ld  v ic a r io u s ly  re s p o n s ib le  f o r  th e  a c t o f  an e m p lo y e e , f u l f i l l s  th e  in te n t o f  th e  p re s e n t 
A la s k a  la w  re g a rd in g  p u n it iv e  d am ages .

W e  s u p p o r t  th e  p a ssag e  o f  H B 2 1 4  as it has b een  in tro d u c ed .

S in c e re ly ,

P a m e la  L a  B o l le  
P re s id e n t



Restatement of the Law - Agency 
Restatement of the Law Second — Agency 

Current through June 2002
Copyright Copr. 1958-2003 by the American Law Institute

Chapter 7. Liability Of Principal To Third Person; Torts 
Topic 2. Liability For Authorized Conduct Or Conduct Incidental Thereto

Title A. In General
§ 217C. Punitive Damages 

Link to Case Citations

Punitive damages can properly be awarded against a master or other principal because of an act by an 
agent if, but only if:
(a) the principal authorized the doing and the manner of the act, or 
Ob) the agent was unfit and the principal was reckless in employing him, jr
(c) the agent was employed In a managerial capacity and was acting in the scope of employment, or
(d) the principal or a managerial agent of the principal ratified or approved the act.
Comment:
c l The circumstances under which punitive damages can properly be awarded are stated in the Restatement of 
Torts, Section 908. The following Section (§ 909) states the rules as to the liability of an employer. This Section 
is taken from Section 909, to which reference is made for comment and illustrations. The cases are divided; some 
courts impose liability upon a master for unauthorized wanton acts of servants who are not managers; others do 
not.

b. Mere failure to dismiss a servant, unaccompanied by conduct indicating approval of the wrongful conduct, is 
not a sufficient basis on which to impose punitive damages.

c. The rule stated in this Section does not apply to the interpretation of special statutes such as those giving triple 
damages, as to which no statement is made.

REST 2d AGEN S 217C
Restatement (Second) of Agency § 217C (1958)

Copr. © 2002 The American Law Institute.



Restatement of the Law -- Torts 
Restatement of the Law Second - Torts 

Current through June 2002
Copyright Copr. 1979-2003 by the American Law Institute

Division 13. Remedies 
Chapter 47. Damages 

Topic 1. General Statements
§ 909. Punitive Damages Against A Principal 

Link to Case Citations

Punitive damages can properly be awarded against a master or other principal because of an net by an 
agent if, but only if,
(a) the principal or a managerial agent authorized the doing anc the manner of the act, or
(b) the agent was unfit and the principal or a managerial agent vms reckless in employing or retaining him, 
or ' “
(c) the agent was employed in a managerial capacity and was acting in the scope of employment, or
(d) the principal or a managerial agent of the principal ratified or approved the act.
Comment:
a. This Section is duplicated by § 217C of the Restatement, Second, of Agency, which refers to this Section for 
comment and illustrations.

b. The rule stated in this Section results from the reasons for awarding punitive damages, which make it improper 
ordinarily to award punitive damages against one who himself is personally innocent and therefore liable only 
vicariously. It is, however, within the general spirit of the rule to make liable an employer who has recklessly 
employed or retained a servant or employee who was known to be vicious, if the harm resulted from that 
characteristic. (See Illustration 1). Nor is it unjust that a person on whose account another has acted should be 
responsible for an outrageous act for which he otherwise would not be if, with fell knowledge of the act and the 
way in which it was done, he ratifies it, or, in cases in which he would be liable for the au  but not subject to 
punitive damages, he expresses approval of it. (See Illustration 2). In these cases, punitive damages are granted 
primarily because of the principal's own wrongful conduct.

Although there has been no fault on the part of a corporation or other employer, if a person acting in a managerial 
capacity either does an outrageous act or approves of the act by a subordinate, the imposition of punitive damages 
upon the employer serves as a deterrent to the employment of unfit persons for important positions. (See 
Illustration 3).

Illustrations:
1. A employs an ejectment company to dispossess a tenant. A knows that the company has a reputation for using 
undue force in dealing with tenants. An employee of the company, in accordance with its usual methods, commits 
an unprovoked batteiy upon B, the wife of die tenant, in order to induce her to leave. In an action by B against A, 
punitive damages can properly be awarded.
2. A, the owner of a theatre, employs a special policeman to keep order. In ejecting a small boy from the theatre, 
the policeman cruelly abuses him. Upon learning the facts, A expresses his approval. Punitive damages can 
properly be awarded against A in an action for the batteiy. 3. A, a corporation owning a series of retail stores, 
employs B as operations manager to supervise die management of the units. While visiting a unit B discovers facts

REST 2d TORTS S 909
Restatement (Second) of Torts § 909 (1979)

Copr. © 2002 The American Law Institute.



that lead him to bi lieve erroneously that one of die clerks has been stealing. He directs the local manager to 
imprison the clerk. In the ensuing interview he permits the local manager to use outrageous means of intimidation. 
In the clerk's action against the corporation, punitive damages can properly be awarded.

REST 2d TORTS S 909

Copr. © 2002 The American Law Institute.



Laidlaw Transit, Inc. v. Crouse (8/30/2002) sp-5619

Notice: This opinion is subject to correction before publication in the Pacific Reporter. 
Readers are requested to bring errors to the attention of the Clerk of the Appellate Courts, 303 
K Street, Anchorage, Alaska 99501, phone (907) 264-0508, fax (907) 264-0878, e-mail 
corrections@appellate.courts.state.ak.us.

THE SUPREME COURT OF THE STATE OF ALASKA

LAIDLAW TRANSIT, INC., )
) Supreme Court No. S-9850/9869 

Appellant and )
Cross-Appellee, )

) Superior Court No. 
v. ) 3AN-94-10301 Cl

)
GAIL CROUSE, for and on behalf of ) 
her daughter, SHAWN CROUSE, ) 
a minor, ) OP I N ION

)
Appellee and )
Cross-Appellant. ) [No. 5619 - August 30,2002]

)

Appeal from the Superior Court of the State of Alaska, Third Judicial District, 
Anchorage, Sen K. Tan, Judge.

Appearances: Thomas A. Matthews, Thomas L. Hause, Matthews & Zahare, P.C., 
Anchorage, for Appellant/Cross-Appellee. Don C. Bauermeister, Burke & Bauermeister,
P.L.L.C., Anchorage, for Mppellee/Cross-Appellant.

Before: Fabe, Chief Justice, Matthews, Eastaugh, Bryner, and Carpeneti, Justices.

BRYNER, Justice.

I. INTRODUCTION

I. A school bus ran off the roadway and rolled over, injuring passenger Shawn Crouse. 
Shawns mother sued the bus driver and the drivers employer, Laidlaw Transit, Inc.; a jury 
awarded Crouse $19,259 in compensatory damages and $3.5 million in punitive damages. The 
trial court remitted the punitive award to $500,000 and entered judgment for Crouse. Laidlaw 
appeals, challenging the punitive award and disputing several evidentiary rulings. Crouse 
cross-appeals, questioning the trial courts remittitur. We affirm, concluding that the trial court 
correctly found Laidlaw vicariously liable for punitive damages, did not err in its evidentiary 
rulings, and did not abuse its discretion in its remittitur.

II. FACTS AND PROCEEDINGS

On November 24, 1992, a school bus driven by Dawn Finitz, a Laidlaw employee, slid 
off an icy road and rolled over. Shawn Crouse, a bus passenger, suffered minor injuries. In 
keeping with its drug policy, Laidlaw gave Finitz a post-accident drug test, which revealed that 
Finitzs blood contained trace amounts of marijuana.

mailto:corrections@appellate.courts.state.ak.us


Shawns mother, Gail Crouse, filed a complaint on behalf of her daughter against Finitz 
and Laidlaw for compensator/ and punitive damages, alleging that Finitz recklessly caused 
the
accident. Crouse claimed that Laidlaw was both vicariously liable for Finitzs conduct 
because the conduct occurred within the course and scope of Finitzs employment and directly 
liable because Laidlaw negligently or recklessly hired and/or supervised Finitz that it knew or 
should have known that Finitz was likely to drive while under the influence of drugs or alcohol.

In its answer, Laidlaw admitted liability for the: accident and confirmed that Finitz 
tested positive for marijuana. As a result, the only issues for trial were the amount of 
compensatory damages, whether Finitzs or Laidlaws conduct was sufficiently outrageous to 
warrant a punitive damages award, and if so, the amount of that award.

Laidlaw subsequently filed a motion for summary judgment on its liability for 
punitive damages. The superior court concluded that Laidlaw could not be held directly liable 
for punitive damages because it had not acted outrageously in hiring and supervising Finitz. 
But the court ruled that Laidlaw could be held vicariously liable for Finitzs conduct because her 
actions fell within the course and scope of her employment.

Laidlaw also filed several pretrial motions seeking to exclude certain evidence, including 
all reference to Finitzs drug use; all evidence of Laidlaws financial resources; the testimony of 
Crouses expert witness, Forest S. Tennant, Jr., M.D.; and all evidence of Laidlaws conduct. The 
trial court partially granted the motion to exclude evidence of Laidlaws conduct, precluding 
evidence of alcohol and controlled substance abuse by Laidlaw drivers other than Finitz.
The court denied Laidlaws other pretrial motions.

The trial consisted of two phases: the first addressed liability and compensatory 
damages; the second addressed punitive damages. In the first phase, the jury awarded Crouse 
$19,259 in compensatory damages and found that Finitz acted sufficiently outrageously to 
justify an award of punitive damages; in the second phase it awarded $3.5 million in punitive 
damages.

Laidlaw filed a motion for remittitur, which the trial court granted. Analyzing the punitive 
damages award in light of the factors in Norcon, Inc. v. Kotowski,t the trial court 
concluded that the maximum justifiable award was only $375,000. Crouse moved to 
reconsider; the trial court granted the motion and increased the punitive damages award to 
$500,000.

Laidlaw appeals; Crouse cross-appeals.

III. DISCUSSION

A. Standard of Review
A. On appeal, Laidlaw challenges the trial courts summary judgment ruling that it was 

vicariously liable for punitive damages and also disputes a number of the courts evident'ary 
rulings. We review grants of summary judgment de novo and will affirm if there are no genuine 
issues of material fact. . .  .2 A trial courts decision regarding the admissibility of evidence, 
including expert testimony, is generally reviewed for abuse of discretion^ but when 
admissibility turns on a question of law, we apply our independent judgment.4

On cross-appeal, Crouse challenges the trial courts remittitur of the punitive damages 
award from $3.5 million to $5C0,000. We review a trial courts grant of remittitur for abuse



of discretion. To reverse, we must be left with a definite and firm conviction that the trial 
court erred in granting the remittitur.5

B. Laidlaws Vicarious Liability for Punitive Damages

In partially denying Laidlaws summary judgment motion, the trial court ruled that Finitz 
acted within the course and scope of her employment and, so, if the jury found her conduct 
sufficiently outrageous to justify an award of punitive damages against Finitz, Laidlaw would 
be vicariously liable. Laidlaw challenges that ruling.

1. Laidlaw failed to preserve its argument that this court should adopt the complicity
rule.

In Alaskan Village, Inc. v. Smalley, we adopted the so- called course of employment rule 
for determining when an employer is vicariously liable for punitive damages arising out of its 
employees conduct.6 Under this rule, an employer is vicariously liable, regardless of the 
employees rank, so long as the employee was acting within the course and scope of 
employment.7

On appeal, Laidlaw urges us to follow a different standard, the complicity rule, which 
requires at least some degree of employer complicity before vicarious liability attaches for 
punitive damages arising from the conduct of a non-supervisory employee.8 But Laidlaw 
did not raise this argument at the trial court level. Because Laidlaw failed to preserve the 
argument for appeal, we decline to consider overruling Alaskan Village or adopting the 
complicity rule.9

2. The trial court did not err in applying the course of employment rule.

Laidlaw next argues that the trial court erred in applying the course of employment 
rule by deciding as a matter of law that Finitz had acted within the course and scope of her 
employment. Because Finitz did not smoke marijuana to serve Laidlaw and because Laidlaws 
drug policy specifically prohibited drug use, Laidlaw contends, Finitzs conduct could not have 
been within the scope of her employment.

But the conduct giving rise to the punitive damages award was not Finitzs act of 
smoking marijuana; it was her act of driving children in a school bus while she was impaired 
by marijuana.10 The issue, then, is whether the trial court erred by concluding that Finitzs act of 
driving the school bus while under the influence of marijuana fell within the course and scope 
of her employment.

This court does not follow a rigid rule for determining when tortious conduct occurs 
within the scope of employment; rather, we apply a flexible, multi-factored test.ll We 
have generally looked to the various factors in the Restatement (Second) of Agency 228 es 
relevant considerations, though not prerequisites, to determine whether an employer should 
be held responsible for an employees acts. 12 The Restatement (Second) of Agency 228 
provides:

(1) Conduct of a servant is within the scope of employment if, but only if:

(a) it is of the kind he is employed to perform;

(b) it occurs substantially within the authorized time and space limits;



(c) it is actuated, at least in part, by a purpose to serve the master, and

(d) if force is intentionally used by the servant against another, the use of 
force is not unexpected by the master.

(2) Conduct of a servant is not within the scope of employment if it is different in 
kind from that authorized, far beyond the authorized time or space limits, or too 
little actuated by a purpose to serve the master.

Applying these factors to this case, we conclude that the trial court properly found as a matter
of law that Finitzs outrageous conduct occurred in the course and scope of her employment. 
First, Finitz had specifically been employed to drive a school bus. That she performed this 
activity while under the effects of marijuana does not mean that she acted outside the scope
of her employment; instead, it demonstrates the recklessness with which she
performed her assigned task. 13

Moreover, the fact that Laidlaw policy explicitly prohibits smoking marijuana does not 
insulate the company from liability: A wrongful act committed by an employee while acting in 
his employers business does not take the employee out of the scope of employment, even if the 
employer has expressly forbidden the act. 14

Second, the disputed conduct occurred within the time and space limits of Finitzs 
employment. Finitz drove under the influence of marijuana while on her usual morning route.

Finally, even though Finitz acted recklessly in driving the bus, she nonetheless acted, at 
least in part, to serve Laidlaw. In Doe v. Samaritan Counseling Center, we held that where 
tortious conduct arises out of and is reasonably incidental to the employees legitimate work 
activities, the motivation to serve test will have been satisfied. 15 Here the conduct at issue 
driving while impaired by marijuana both arose out of and was incidental to Finitzs 
legitimate work activities because it carried out the very function that Finitz was hired to 
perform driving a school bus. We thus affirm the superior courts decision.

C. Evidentiary Issues

1. The trial court did not err by admitting evidence regarding Laidlaws failure to locate 
a driver named Mike. During the trials liability phase, Crouse introduced evidence over 
Laidlaws objection that Laidlaw had failed to identify and locate a Laidlaw driver who was 
known to Finitz only as Mike. Finitz asserted that she and Mike had previously smoked marijuana 
together. On appeal, Laidlaw claims that whether it ever found Mike was irrelevant to whether 
Finitzs marijuana use impaired her driving on the day of the accident. Moreover, Laidlaw points 
out, the trial court had previously ruled that evidence concerning drug and alcohol use by 
Laidlaw drivers other than Finitz was irrelevant and thus inadmissable.

Laidlaw adopted the theory at trial that Finitz was merely an occasional, recreational 
marijuana user and that the jury could therefore believe her assertion that she had not 
smoked marijuana on the day of the accident. This theory was based in large part on Finitzs 
testimony that while she was working for Laidlaw she smoked marijuana [vjery irregularly, very 
seldom. Given Laidlaws affirmative reliance on the theory that Finitz was a recreational user, 
Crouse obviously had a legitimate interest in locating witnesses who were familiar with Finitzs 
drug use and might be able to shed light on the credibility of her testimony.

During pretrial discovery and at trial, Finitz named only two people with whom she had 
smoked marijuana in the past: Cora, a resident in Finitzs apartment complex, and Mike. She



could not recall either Coras or Mikes last names. As Crouse points out, [p]laintiff 
repeatedly sought through discovery identifying information about Cora and Mike because 
these were the only witnesses [Finitz] could even recall the first name of who had knowledge 
of her claimed recreational marijuana use. Because Cora had moved and was no longer in 
contact with Finitz, the only way Crouse could verify Finitzs testimony on this point was through 
Mike. But Laidlaw failed to locate Mike, claiming that, despite an extensive inquiry, it had failed 
to find anyone named Mike who worked as a Laidlaw driver in Eagle River at the time of the 
accident.

By establishing Laidlaws failure to locate Mike and questioning the reasonableness of 
Laidlaws efforts, Crouse legitimately sought to demonstrate not only the absence of anyone 
who could corroborate Finitzs claim of merely occasional drug use, but also that Laidlaw might 
have been less than diligent in uncovering evidence that could contradict its recreational user 
theory. Because the disputed evidence had at least some legitimate tendency to refute 
Laidlaws theory of defense, we reject Laidlaws claim of irrelevance and conclude that the trial 
court did not abuse its discretion in admitting the evidence.

2. The trial court did not err by refusing to give a cautionary instruction after 
Crouses closing argument.

Laidlaw claims that even if we find that the trial court properly admitted the 
evidence concerning Mike, it nonetheless erred by failing to give a cautionary instruction 
after Crouse referred to this evidence during closing arguments. In closing argument, Crouses 
attorney stated,

But Laidlaw not finding out who Mike was is detestable. Its one of their 
drivers, he's smoking marijuana with this driver.

We're going to ask you to say Laidlaw shouldn't be using drivers like Mike.
Now you've never seen Mike and I've never seen Mike, and Mike might still be 
driving, for all of us know. If you do nothing in this case, you do nothing, 
then tomorrow morning, when that bus pulls up and those doors open, and a 
child looks up those big stairs and climbs into the bus, Mike may well be 
behind that steering wheel. And that's who you're going to leave there. And 
if you think this is okay, then you say no to these questions. But if you're 
worried about that child and you're worried about this type of conduct, then 
your answers have to be yes in this action. And that's the biggest decision
you're going to make in this case.

Following these statements, Laidlaw requested a cautionary instruction to explain 
that Laidlaws conduct was irrelevant. The trial court denied this request, reasoning that the 
argument was relevant to the issue of deterrence. We agree with the trial courts conclusion. 
Jury instruction 18 stated:

The Plaintiff has also requested that you find Defendant, Dawn Finitz, liable for punitive 
damages in order to punish her and to deter her and others from repeating similar acts.
Laidlaw did not object to this instruction. As we have stated on other occasions, the 
purpose of punitive damages is to punish the wrongdoer and prevent similar conduct in the
future. 16 The argument at issue was based on evidence presented at trial, conformed to
the jury instructions, and was aimed at convincing the jury of the need to deter other drivers 
and employers who were similarly situated 'o Finitz and Laidlaw. We conclude that the trial 
court did not err in refusing Laidlaws request for a cautionary instruction.


