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LIVING WAGES: PROTECTION FOR OR PROTECTION FROM LOW-WAGE WORKERS?
Abstract
Living wage laws are touted as anti-poverty measures. Y et they apply to only a small fraction of
workers, most commonly covering only employers with city contracts. The apparent contradiction between
broad anti-poverty goals and narrow coverage suggests that goals other than poverty reduction may partly
underlie living wage campaigns. Thispaper considers the hypothesis that living wage laws act to maintain
or increase rents among unionized municipal workers. By raigng the wages that city contractors woud
have to pay, living wage laws may reduce the incentives for cities to contract out work that would otherwise
be done by unionized municipal employees, hence increasing the bargaining power of municipal unions and
leading to higher wages The evidence indicates that the wages of unionized municipal workers are
increased as aresult of living wages covering cortractors, and is consistent with living wage laws in part

reflecting rent-seeking behavior by these workers.



The 1990s witnessed widespread implementation of living wage laws across cities in the United
States. At the end of the decade, there were more than 50 living weage ordinances in effect in the United
States (most in cities, but afew appliedto counties or school boards), and numerous campaigns for more
under way; aurrently there are about 100 living wage laws on the books. Living wagesare touted as anti-
poverty measures, and reflecting this anti-poverty goal, existing living wage ord nances often mandate that
covered employers must pay their workers a wagesufficient to lift afamily above thepoverty level. For
example, the Detroit living wage isset to 100 percent of the poverty line for afamily of four if health
benefits are paid, and 125 percent without health benefits. Naturally such goal s lead to relatively high
living wages, with the mandated wage floor exceeding $8 or $9 in many cities.

However, rather than mandate higher wages for all workers—asa minimum wage does, except for
minor coverage exclusions—a curious feature of living wage laws is their narrow coverage. In particular, the
common feature of most of these laws is that they cover only employers that are contractors or
subcontractors with the city, although some laws broaden coverageto include employers receiving business
assistance fromthe city, and afew cover city employees. Estimates of the percentage of workers directly
affected by coverage of contractorsare usually quite low (below one percent); the other provisions of living
wage laws boost the number of affected workers somewhat, but although there is no hard evidence, the
general perception is that these other provisons do not boost coverage agreat deal. This raises the question
of why—given the stated anti4poverty objectives-living wage laws are focused on raising wage floors for so
few workers, as opposed to creating more general wage floors & the local level, which are exceedingy rare.

The hypothesis that this paper considersis that a principal effect of living wage lavs is to benefit
unionized municipal employees who might otherwise face competition from low-wagelabor employed by
city contractors and subcontractors. By raising the wages that city contractors must pay, living wage laws
may reduce the incentives for dties to contract out work that would otherwise be done by unionized
municipal employees. It isnatural to consider such restrictions as potentially enhancing union bargaining

power, and hence in particular protecting or increasing rents for unionized municipal workers. In other



words, living wage lawsmay act principally to offer unionized municipal workers protection from low-
wage workers, rather than to offer protection for low-wage workers.

Under this rent-seeking hypothesis, there may be a politically powerful constituency for the types
of narrow living wage lawsthat have arisen in the United States. Earlier work suggests that public sector
unions use their political power to increase demand for public services, hence shifting out the demand for
their labor (Courant, et al., 1979; Freeman, 1986). The argument here isrelated, pointing to a different
avenue—raising the price of the labor with which these workers compete-to achieve the goal of shifting out
the labor demand curve. In addition, this earlier work acknowl edges the potentially powerful political
influence of public sector unions (see also Ehrenberg and Goldstein, 1975); as discussed below, unions
representing municipal workers areparticularly active in advocatingfor living wage laws. But because
unions may have other motivations for supporting livingwage laws, the key question on which this paper
focuses is whether living wagelaws actually appear to increase rents for unionized municipal workers.

Of course, establishing evidence that living wage laws benefit unionized municipal workers does
not necessarily imply that unionized municipal workers seek to establish living wage laws for their own
benefit, to enhance their own rents. Empirical analysis can be informative as to the observed consequences
of a particular behavior or policy change, but at best can only establish the consistency of the evidence with
particular matives. However, to further distinguish the rent-seeking hypothesis from other possible
explanations of changesin wages of unionized municipal workersstemming from living wage laws, the
effects of living wage laws onthe wages of other groups of warkers that would be expected to gain under
aternative hypotheses, but not under the rent-seeking hypothesis, are also estimated and contrasted withthe
effects of living wage laws on unionized municipal workers.

|. LivingWage L aws, Related Research, and the Rent-Seeking Hypothesis

Living Wage Laws
Perhaps the defining feature of livingwage laws is the high wage floors they set. Table 1 provides

information on living wage laws for the largest cities in which these laws have been implemented.



Specifically, Table 1 coversthe 19 cities with living wage that are sufficiently large to study with the CPS
in the sample period used in this paper. The wage levels associated with living wage laws are reported for
these cities in the second column of Table 12 In many cases (eg., Hartford and Minneapolis) these wages
are pegged to the poverty level for afamily of a specifiedsize. In addition, as already noted the required
wage is sometimes higher if health insurance is not provided?® The range of living wages—as of the end of
calendar year 2000—extends from alow of $6.80 in Milwaukee to a high of $9.92 in San Jose. To provide
some perspective, as of the end of 2000 the federal minimum wage was $5.15, and the highest state
minimum wage was $6.50 (Oregon). Thus, in many cities the living wage exceeds the prevailing minimum
wage by 50 percent or more.

The other distinguishing feature of living wage laws is their coverage. Asthelast columnof Table
1 shows, coverage is far from universal. The common element of most living wage laws is coverage of city
contractors—usually general (e.g., Durham), but sometimeslimited to service and perhaps construction
contractors (e.g., San Jose, Baltimore), and in one case a much narrower set of contractors (Portland).
Existing estimates (summarized in Neumark and Adams, 2003a) indicate that coverage by contractor
provisions of living wagelawsis likely very low, on the order of one percent or less of the workforcein a

city. Incontrast, in only three of these cities (Dayton, Minneapolis, and San Antonio) do living wage laws

'As explained below, the empirical analysisis restricted to city-month cells (for citiesidentified in the
Current Population Survey) for which there are at least 25 observations in the Outgoing Rotation Group
files. Thel9citiesin Table 1 are those that have living wage laws and meet this criterion for at least some
months.

*The analysisignores county living wage laws. Inmany cases the countiescovered are amall, and in
general county living wage laws have not attracted a great deal of attention, perhaps because the number of
workers covered may be quite low. Inthe analysisin this paper, county livingwage laws are only relevant
if they cover workersin cities included in the data set but classified as not having living wage laws. In the
sample period, the only county living wage law that clearly covers a city included in those studied isin
Miami-Dade County. In general, this problem should bias any estimated effects of city living wage laws
toward zero, as the control group may actually include some individuals subject to living wages. Thus, the
effects of living wage laws that are reported in this paper could be dlightly understated. But given the large
number of citiesin the control group, this problem should be negligble, which was verified in estimatesnot
reported in the tables in which Miami was excluded.

*In the empirical analysis reported inthis paper, the lower wagewith health insurance was used when there
was a choice, but estimated effects of living wagesare not sensitive to using the alternative higher wage in
those cities that have one.



fail to cover contractors.* In addition, coverage is extended to city employeesin just three of the citiesin
Table 1 (Dayton, Durham, and San Jose). On the other hand, in nine of the cities coverage is also extended
to employers receiving some form of “business assistance’—in the formof subsidies, tax breaks, financial
assistance, etc.

The Effects of Living Wage Laws—Predictions of Standard Theory, and Evidence

Standard economic theory predicts that there will be winners and losers from living wage laws. On
the one hand, the higher wagesmandated by living wage laws may make some workers better off. Onthe
other hand, in the standard labor market model a government-mandated increase in the wage floor induces
two types of effects, both of which reduce use of low-wage labor. The substitution effect occurs as
employers substitute away from now-more-expensive low-wage labor, toward higher-wage labor or other
inputs. The scale effect occurs because this substitution away from low-skilled labor and toward other
inputs raises costs of production and hence prices, reducing demand for the product and therefore the
overall scale of operation of the employer. Theidentities of the winners and losers, and the magnitudes of
their gains and losses, therefore depend onthe strengths of these effects and their incidence.

There are some unique features of living wage ordinances that may lead to smaller reductionsin
labor demand than a standard, broader wage increase—such as an increase in the minimum wage. To begn,
there are two reasons why the scale effectsmay be moderated. Frst, the scale effect ultimately stemsfrom
cost increases caused by the substitution induced by the living wage. The conclusion that costs must
increase is based on the assumption that enployers were minimizing costs in the first place, which implies
that the input choices (conditional on output) after theimposition of the minimum wage requirement must

be higher cost, or they would have been chosen initially. However, it is conceivable that government

“The living wage law in Minneapolis is classified in Table 1 as covering employers receiving business assistance. The
Minneapolis law also states that “Work presently being performed by City employees may not be contracted out unless
the contractors pay employees performing that work aliving wage or the current City wage and benefits, whichever is
higher.” Because this does not apply to dl contractorsbut only those doing newly-privatized work, it isunclear how
wages areregulated over thelonger-run after work iscontracted out. It also would not increase bargaining power of
unionized municipal workers who already compete with contracted work, and would not create incentives to reduced
contracting out. As aconsequence, the Minneapolislaw is largely limited to business assistance recipients, and this
paper therefore follow s existing classifications of thislaw as covering business assistance recipients only (e.g.,
www.epionline.org).



contracting is done in aless competitive environment in which pressures to minimize cods are mitigated, in
which case employers may find ways to offset the increased |abor costsfor low-wage labor by reducing
costsin other dimensions. Thisidea hasits origins inthe X-ineffidency theory of Leibenstein (1978).°
Second, the extent to which price increases reduce demand depends on the elasticity of demand for the
product. Because the city isthe purchaser of goods and services from contractors, this demand curve may
be highly inelastic over some range, either because the city findsit possible to raise taxes to cover higher
costs, or because some services have to be purchased in quantities that may be largely insensitive to price?®

Aside from these reasons to expect moderated scale effects, living wagelaws have limited
coverage. Thisimpliesthat some of the labor disemployed in the covered sector may shift into the
uncovered sector, generaing an outward shift in the supply of labor to the uncovered sector,” although the
existence of aminimumwage may restrict the ahility of wages to fall in this latter sector. In general,
though, shifts to the uncover ed sector have the effect of moderating overall employment losses, although
also driving down wages, reducing both the gains and the losses associated with living wagelaws.
However, employment will not expand enough in the uncovered sector to offset fully the employment
decline in thecovered sector.®

Despite these considerations, the standard theory nonetheless till predi cts that a higher living wage
will cause average wages of low-wage or low-skilled workers to increase, and employment (and hours) of
°For evidenceon efficiency in the private vs. public sector, see, eg., Bhattacharyya and Parker (199%4),
Hollas and Stansell (1994), and Kuo-Fing and Kao (1992).
®Ehrenberg and Schwarz (1986) note that a per ception that labor demand f or public sector workersis wage
inel astic—because of an absence of market constraints-ed to the view that limitations should be placed on
collective bargaining rights of these workers (Wellington and Winter, 1971), and indeed many states
impose such restrictions. Ehrenberg (1973) is the first paper to estimate these labor demand elasticities,
and characterizes these elasticities as suggesting that “market forces do nat appear to be sufficiently strong
to limit the size of real wage increases which state and local government employees may seek in the future”
(1973, p. 378). However, in later work he notes that the elasticitiesare not clearly smaller (in absolute
value) than those in the private sector (Enrenberg and Schwarz, 1986, pp. 1256-7). Courant, et al. (1979)
and Freeman (1986) delineate some factors that counter the presumed inelasticity of labor demand for
public sector workers.
"An exception is when workers |eave the uncovered sector to “queue” for covered-sector jobs in sufficient
numbers (Mincer, 1976). However, this requires—among other conditions-that work in the uncovered
sector deters search in the covered sector.
8Formally, thisis because when the supply of labor shifts out in the uncovered sector, the decline in wages

leads some workers to choose non-employment (or reduced hours).
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workers who would be employed at low wagesto fall. Evidence reported in Neumark and Adams (2003a)
is broadly consistent with these predi ctions. In particular, posi tive wage effects are detected, and negati ve
employment effects appear to arise in response to the wage increases stemming from living wage laws.
Neumark and Adams(2003b) consider the effects of these livingwage laws on family incomes, rather than
workers, specifically askingwhether these laws reduce urban poverty, and find some evidence of beneficial
effects on net. However, these results do not hold generally. Instead, the effects ari se when the livi ng wage
laws include business assistance provisions, o when nearby jurisdictions also have living wage laws.’
Living Wage Laws as Rent-Seeking by Unionized Municipal Workers

Living wage laws, whichwere introduced in the mid-1990s and have expanded rapidly since then,
are typically touted as anti-poverty measures. The Economic Policy Irstitute, whilenoting that cther anti-
poverty tools are needed, argues that “the living wage is a crucial tool in the effort to end poverty.”® And
in their treatise advocating living wages, Pollin and Luce argue that “[T ]he basic premise of the living wage
movemert is simple: that anyone inthis country who works for aliving should not have to raise afamily in
poverty” (1998, p. 1). Yetas noted above, living wage laws generally cover employers with city contracts,
and frequently restrict coverage to these employers only, in which case they apply to avery small fraction
of workers. Because the anti-poverty goals would appear to call for broader wage floors, a natural question
is whether there are alternative motivations for particular economic and political actorsto seek passage of
living wage laws covering city contractors.

The hypothesis considered inthis paper is that living wage laws covering city contractors partly
reflect rent-seeking onthe part of unionized municipal workers. In particular, by rasing the wages that city
contractors wauld have to pay, livingwage laws may reduce theincentives far cities to contract out work
that would otherwise be done by unionized municipal employees, hence increasing the bargaining power of
municipal unions and leading to higher wages. Indeed narrow living wage laws may generate this latter
effect without delivering benefits to low-wage workers and low-income families.

*This evidence, and possible explanations, is presented in Adams and Neumark (2003).
9See www . epinet.org/I ssueguides/livingwage/livingwagefag.html.
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Ininterpreting the earlier evidence coupled with the new evidence reported in this paper, it is
important to keep in mindthat there is not necessarily any contradiction between finding some beneficial
effects for low-wage warkers and low-income families, onthe one hand, and gains for unionized dty
employees, on the other. Living wage laws could benefit low-wage workers or low-income families if the
employment and hours responses to wage increases are sufficiently moderate, and the distribution of gains
and losses across families generates some benefits for poor families. Rather, the rent-seeking perspectiveis
meant to help clarify the political economy of living wage laws, asking whether there is evidence of gains
for other groups that, among other things, suggests aternati ve motivations for the passage of theselaws. In
addition, it isthe possibility or “threat” of higher wage floors for cortractors that islikely to generate
benefits for unionized city workers. Thus, contractor living wage laws are thefocus of this paper.**

Finally, unionized municipal workers can gain from living wage laws even if the contractor provisions of
living wage laws do not reault in detectable wage increases for low-wage workers generally. Indeed the
gainsto unionized municipal workers would come about because contracting out is deterred, so higher
wages paid to nonunion contractor employees need not be realizedin order for the rent-seeking hypothesis
to predict gains for unionized municipal workers.

While the focus of many livingwage laws on contractors is consistent with the rent-seeking
hypothesis, an alternative view isthat narrow living wage lawsare the easiest to pass precisely because they
are more limited, and hence serve as the initial goal of living wage campaigns to be followed later by
broader laws. However, while thiscannot be ruled out, there appear to be no cases of cities that first passed
contractor (or contractor-only) livingwage laws and then subsequently broadened their coverage. Anather
related possibility is that narrow livingwage laws result from compromises in which advocates seek
broader laws, but narrower ones result because of opposition from employer groups or other partiesto the

broader laws. 1t would be interesting, although difficult, to try to explore therelationship between the role

In this sense, living wage laws may parallel the Davi s-Bacon Act and other state-level prevailing wage
laws impacting public construction projects. See Kessler and Katz (2001) for an analysis o prevailing
wage laws. The less well-known 1965 Service Contract Act regulates wages paid by contractors providing
services to the federal government.



of unionsin particular living wage campaigns and whether these campaigns focused more on contractor
provisions of living wagelaws, and more generally totry to determine the factors that lead to the passage of
different types of living wage laws.

I1. The Effects of LivingWage Laws on Wages of Unionized Municipal Workers: Data and M ethods

Data

The data used come from the Current Population Survey Outgang Rotation Group (ORG) files
extending from January 1996 through December 2000. The ORG files include approximately 13,000
households pe month. In these files, residents of all “metropolitan statistical areas” (MSAS),
encompassing all large- and mediumsized citiesin the U.S, can be idertified. Data on these residerts are
extracted for the empirical analysis. Living wages are assigned to residents of these MSAs based on the
major city inthe MSA. This assignment poses a couple of limitations. First, assignment of peopleto a
metropolitan area based on where they live, rather than where they work, is appropriate to the extent that
we are interested—as a policy matter—in how alivingwage law affects residents of acity. However,
classifying people based on where they work might better reveal direct effects of living wage laws,
especially insofar as employees of firms covered by livingwage laws seem morelikely to work in the city.
Also, the correspondence baween cities and MSAs s imperfect, but because suburban residents may work
in the city, thisis not necessarily problemeatic.”> Since January 1996, the desgn of the CPS has resultedin
the large- and medium-sized metropolitan areas in the sample being self-representing (Bureau of the
Census, 1997).'3

Central to the analysisin this paper is the classfication of workers by union status and municipal
employment. Municipal workers areidentified fromthe “class of worker” variable in the CPS, which refers
to the primary job; having restricted the sample to those living in M SAs, those working for “local

government” are considered municipal employees, although some may work for other units of government

2For ease of exposition, MSAs are often referred to as “cities.”
¥The analysisis also restricted to begin in 1996 because for part of 1995 MSA codes are unavailable in the
ORG files, due to phasing in of anew CPS sample based on the 1990 Census.
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below the state level. Union status is based on whether the individual reports beinga“ member of alabor
union or an employee association Smilar to aunion.”**

The sampleis restricted to those residing inM SAs, aged 16-70. Observations with allocated values
for the important variables are omitted. Only those working for awage are included, dropping those with a
computed wage less than $1 or greater than $100. When the wage had to be constructed from weekly
earnings, usua weekly hours at the main job i s used as the denominator. For those responding “hours vary”
for this question, the hourly wage cannot be constructed and the observationsare dropped.
Dependent Variable and Hypothesis to be Tested

Under the rent-seeking hypothesis, living wages reduce the ability of cities negotiatingwith
unionized municipal workers tothreaten to contract out work (or reduce the credibility of such threats).
This would increase the bargaining powe of unions, and hence result in higher wages. Thus, the empirical
implication of the rent-seeking hypothesis is that living wage laws boost the wages of unionized municipal
workers.*®

Attention is focused on lower-skilled (and therefore generally lower-wage) unionized municipal
workers, asthey are mare likely toface competition from lower-wagenon-unionlabor hired by city
contractors, and, conversely, to berefit from raising the wage floor for this labor. In particular, much of the
analysis focuses on those unionized municipal workers whaose predicted wage is below the median of the
predicted wage distribution in their city-month cell. The (log) wageregression used to predict (log) wages
“The baseline specification (explained below) was also re-estimated using a broader definition of union
status including as well the small share of workers who are not union members but are covered by union
contracts. The results were very similar.
If living wage lawsactually reduce the extent to which cities contract out jobs, by reducing the incentives
to do so, then in response to livingwage laws, increases in the share of the workforce made up by unionized
municipal workers might be observed. However, thisis not a strong prediction of the rent-seeking
hypothesis, because the threat need not becarried out (at least, not often) in order to affect bargaining. For
this reason, similarly, it would probably not be informative to study changes in actual contracting out
behavior. Aside from this consideration, there are not very good data available with which to carry aut the
latter analysis. The International City/County Management Association (ICMA) conducts a survey of
“alternative service delivery” in U.S. cities (and counties). But the survey does not permit quantification of
the share of work that is contracted out, and has a very low response rate of less than 24 percent
(wwwz2.icma.org/main/search.asp). In alengthier working paper version of this study (Neumark, 2001), no

effects of living wages on theworkforce share of unionized municipal workers is detected.
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includes dummy variabes for city and for each unique month in the sample, controls for union status and
municipal employment, and a vector of standard wageregression controls.'® To increase the accuracy of
the predicted median in each dty-morth cell, observations are included in this andysis only for city-month
cellswith 25 or more workersin total .*’

The hypothesis that living wages protect unionized municipal workers fromlower-wage workers
stems from the application of most living wage laws to city contractors and subcontractors. As Table 1
showed, there are afew cities for which living wages do not cover contractors. Consequently, most of the
empirical analysis focuses on the subset of cities with contractor living wage laws.
Empirical Specification

The hypothesis will be tested using a straightforward dfference-in-differencesframework. In this
framework, the effect of livingwages—the treatment—is identified from how changes over timein cities
implementing (or raising) living wages differ from changes over the same time periodin cities without (or
not raising) living wages. Indexing the databy ‘i’ for individuals, ‘¢’ for cities, and ‘m for months (where
m identifies each unique month inthe sample), the baseline regression estimated for the log wage isof the
form:
(1) In(w,.,,) =a + pmax[In(w"_,),In(w™ )] + yIn(w™_) + X,,,0 + Cd + M, A + ¢, -

In this specification, w™" is the higher of the federal or state minimum wage and w" is the living
wage.'® It is potentially important to control for minimum wages, because many cities with living wages

are in states with high minimum wages, and the gaal is to estimate the independent effects of living wages.

'®In particular, in addition to the city and month dummy variables, the regression includes dunmy variables
for workers classified into 5 categories based on union status and municipal employment, as follows. union
and municipal in the occupations potentially affected by living wages (all but teachers, police, and fire, as
discussed below); union and municipal inthese other occupation categories; union and non-municipal; non-
union and municipal; and non-union and non-municipal. Addtional controls are: age (upto a cubic);
education (14 categories); marital status (7 categories); sex; race (4 caegories); occupation (16 categories);
and industry (23 categories).

"Results were very similar looking at unionized municipa workers with wages below the median in the
corresponding city-month cell.

®In the few cases of MSAs that stradd e states with different minimumwages (e.g., Philadelphia), a
weighted average of the minimum wages in the two states is used, weighted by the shares of the MSA
population in each state (averaged over the months of 1996).

10



The living wage variable that multiplies 3 is specified as the maximum of the (log of the) living wage and
the minimum wage. In the sample period, living wages when they exist- always exceed minimumwages,
s0 this variable imposes the minimum as the wage floor in the absence of aliving wage, athough
maodifications of this specification are also considered. X isavector of control variables (paralleling those
used for predicting wages), including age, education, marital status, sex, race, occupation, and industry. C
and M are vectors of city and month dummy variables and e isarandomerror term. Variations of this
specification are discussed asthey are introduced in theempirical analysis. For most of the analyses, this
regression i s estimated for unionized muni cipal workers with predicted wages below the median in the city-
month cell; exceptions ar e noted along the way. By including the standard control variablesin awage
regression or human capital earnings function, the esimates of § for the sample of unionized municipal
workers tell us whether living wagesresult in higher wages net of any shiftsin the composition of this
workforce along dimensions that might be associated with wages, including both skill and itsindustrial or
occupational make-up.

A recent paper by Bertrand, et a. (2002) looks at theimpact of seial correlationin the error tam
(and the data) across observations on the same unit (in this case, cities) on standard difference-in-
differences estimators. It notes theusual result that serial correlation in the error biases the standard errors,
and shows both analytically and via a simulation that because of the serial correlationin the treatment in a
typical difference-in-differences estimator—in this context in the living wage variablefor a city—the standard
errors could be seriously understated. Unhiased estimates of the standard errors allowingan arbitrary serial
correlation pattern in the error can be obtained easily, by “clustering” the data by dty (rather than by city
and month, as would be usual in this case). However, the resulting standard errors are conservative (if
anything too large), because no structure isimposed on the serial correlation. This estimator was used for
al of the results reported in the paper, which generaly, of course, resulted in higher standard errors.

Distinguishing the Rent-Seeking Hypothesis from Other Hypotheses
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The rent-seeking hypothesisasserts that living wage laws benefit unionized municipal workersby
reducing the threat of contracting out and hence strengthening the hand of these workers in bargaining.
However, a positive impaa of living wage laws on unionized municipal workers could stem from other
sources. For example, an apparent impact of living wagelaws on wages of these workerscould stem from
more widespread changes in wages for workers in the wage range of unionized municipal workers that
coincide with the passage of livingwage laws. These changes could arise if cities simultaneously pass
living wage laws and increasewages paid to their own workers, perhaps because of budgetary surpluses or
because citiesthat pass living wage lavs (which typically do na cover city employees are also sympathetic
to their workers. Alternatively, if living wage laws have general effects on low-wage workers, there may be
spillover ef fects onto the wages of unionized municipal workers, whether because of demand shifts, relative
wage constraints, or some other resson. Given possible alternative sources of an empirical association
between living wage laws and wages of unionized municipal workers, it is critical to try to isolatethe
impact of living wagelaws via the rent-seeking channel. A number of analyses are carried out to do this.

First, alarge share of unionized municipal workers are teachers, police, and firefighters. Because
of theinability of municipalities to contract out for services provided by these occupations, unionized
municipal workers in these occupations seem unlikely to require living wage laws to be protected from
competitionfrom lower-wage, typically non-union labor. Conversely, living wage laws shoud not lead to
higher wages for unionized municipal employeesin these occupetions. Thus, most of the analysisis
restricted to occupations other than these three. More importantly from the perspective of distinguishing
among the competing hypotheses, the effects of living wage laws on wages of unionized municipal workers
in these occupations are also estimated. Evidence that living wagelaws boost wages of unionized
municipal workersin other occupations, but not for teachers, police, and fire, would bolster the rent-seeking
hypothesis.

Second, paralleling this strategy, the effects of living wage lawsare also estimated for other groups

of workers whose wages should not be affected by living wage laws under the rent-seeking hypothesis, but
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might nonetheless be affected by living wage laws under theaternative hypotheses described above. The
three groups of workers considered are unionized non-municipd workers; non-unionized municipal
workers; and non-unionized non-municipal workers. If the effects for unionized municipal employees just
discussed are attributabl e to the rent-seeking channel, then similar effects should nor appear for these other
groups of worker s, whereas evidence of similar effects for these other workers would point to alter native
explanations.

And finally, the rent-seeking hypothesis focuses on an explicit mechanism for raising the wagesof
unionized municipal workers, namely the reduction of the threat from contracting out. In thisview, living
wage laws that do not apply to contractorsshould not raise the wagesof these workers. Thus, while there
are few such laws, further evidence isol ating the rent-seeking hypothesis can be obtained by askingwhether
non-contrector living wage laws have similar impacts to those of contractor living wage laws. According to
the rent-seeking hypathesis, they should not.

Descriptive Information on Workers

Table 2 provides some descriptive information on workers classified by municipal employment and
union status, detailing their occupational distribution and average wages. In addition, because living wage
laws are likdy to affect lover-wageworkers, these descriptive statistics arepresented for those workers
with predicted wages below the median predicted wage in the corresponding city-month cell.*® The first
row of numbersin the table describes theworkforce share of workers classified by union status and
municipal employment. Looking first at all workers, in colurms (1)-(4), the overall unionization ratein
these datais .147, with 29 percent of union workers ermployed by municipalities. When attentionis
restricted to those with predicted wages below the median predicted wage, theunionization rate drops,

reflecting either the union wage premium or lower unionization rates among workers with characteristics

“In this table, to provide the most compl ete description of the data the sample is not restricted to city-month
cellswith 25 or more observations, asit is in the subsequent tables that move on to the regression analysis.
However, none of the qualitative conclusions from Table 2 are changed by imposing this restriction. For
the regression analysis, the baseline specification was re-estimated using different cutoffs for the number of
observations per city-month cell (no minimum, and cutoffs of 10 and 40 workers per cell). The estimates
were similar and the qualitative conclusions were unchanged.
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associated with lower wages. The share of unionized municipal workers amongthis subset is particularly
small, representing 2.0 percent of these lower-skilled workers.

This low share highlights the inherent difficulty of using the CPS ddato study agroup of workers
as narrow as unionized workers working for munidpalities, in particular highlighting therelatively small
number of workers fromwhom the effects of living wage laws on unionized municipal workers can be
identified. For example, consider the analysis of wage effects on unionized municipal workersin affected
occupations, with below-medan predicted wages. For this analysis, there are 1,314 observations on
individual workers in the control sample of cities never passingliving wage laws. Inthe treatment sample
in which contractor living wages are passed, there are 339 observations prior to the implementation of the
living wage, and 372 afterwards.

The remaining rows of columns (1)-(8) provide information on the occupational breakdown of
workers basad on union status and municipal employment. Each column reports the distribution of workers
in that colunn. Lookingfirst at all workers, the heaviest concentration of unionized municipal workersis
among teachers, accounting for 41.3 percent of these workers. There arealso high concentrations among
executives, professionals excluding teachers, and police, as well as clerical workers, those in other services,
and craft workers. Among lower-skill workers, though, as shown in columns (5)-(8), unionized municipal
workers are much more concentrated among clerical workers and workersin other services; together these
two occupations constitute 45.6 percent of unionized municipal workers with bel ow-median predicted
wages. Aside from the likelihood that living wage lawsaffect lower-skill workers, thisprovides another
motivation for restricting attention to those with lower predicted wages, as the higher-wage unionized
municipal workers are heavily representative of occupations for which contrading out is not a factor—such
as teachers and police, as nated earlier.

The other columns of Table 2 (columns(9)-(16)) report descriptive informaion on wages by union
status, municipal employment, and occupation. There are no real surprises here in terms of the

occupational wage differentials, or thoseassociated with union statusor municipd employment. What is
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informative though, isa comparison of some of these wageswith the legislated livingwages reported in
Table 1. In particular, once attention i s restricted to those with below-median predicted wages, average
wages for most occupations appear to be in the range where living wages might pose a binding constraint
for areasonable fraction of non-unionized non-municipal workers. At the same time, the wage floors
imposed by living wages are close enough to the wages of unionized munidpal workersto believe that it
might be possible to detect benefits to these workersfrom the imposition of living wages, if these benefits
exist. In contrast, the average wages of unionized municipal workers overall are suffidently highthat it
seems less plausible that living wage laws would have any detectable effect on the higher-skill or higher-
wage members of this set of workers.

Descriptive Information on Cities

Having provided somedescriptive information on unionized municipal workers, Table3 reports
descriptive statistics by city. Panel A provides some general infarmation on wages for cities with any living
wage laws, prior to and following the initi al implementation of the living wage, for the same breakdown
focusing only on livingwage laws covering contractors, and for cities with no living wage laws in the
sample period. The wage figures are deflated by the average hourly earnings series, with the first quarter of
1996 used as the base. These figures suggest that living wages (either in total, or only those covering
contractors) were implemented in cities with wages that were higher by about 5 to 6 percent, and wages of
workers below the 10th centile that were higher by about 3 percent.

Panel B reports average wages for the group of workers that will be the focus of the analysis, those
with below-median predicted wages, and excluding teachers, police, and fire. These figures indicate that
living wages were implemented in cities in which these workers earned wages that were about 4 percent
higher. These figures suggest only trivial wage increases for theseworkers following the implementation of
aliving wage. Of coursethis need not hold in the regression analysis, which accounts for common changes
over time and city-gecific differences in these average wages, which can affect the estimatesin Table 3

because different citiesarein the “Pre” and “ Post” cdumns for different numbers of months.
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111. The Effects of Living Wage L aws on Wages of Unionized Municipal Workers: Evidence

Contractor Living Wage Laws and Wages of Unionized Municipal Workers

Having laid the groundwork, this sedion reports results from theexplicit predidion of the rert-
seeking hypothesis regarding contractor living wages, using variants of the specification givenby equation
(). Thebasic results are reported in Table 4, as noted before for unionized municipal workers with below-
median predicted wages, in occupations excluding teachers, police, and fire. In the first three panels of
column (1) three separate Pecifications are estimated, using the contemporaneous living wage variable
(and minimum wage variable), followed by a specificationwith 6-month lags, and a specification with 12-
month lags These alternative lags allow the effectsto take place some timeafter alivingwageis
implemented or increased. For example, in earlier work (Neumark and Adams, 2003a and 2003b) the
effects of living wageson wages, employment, and also family income generally took about one year to
appear.

In column (1), the contemporaneous effect of the living wage on the wages of unionized municipal
workersislage, with anelasticity of .176, and stdistically significant at the5-percent level. The 6-month
lag specificaion still points to a positive effect, although smalle and no longer statistically significant,
consistent with some moderation of the wage effect (although easily attributable to sampling variation as
well). The 12-month |ag specification points to a somewhat larger effect, statistically significant at the 5-
percent level. In contrast, the minimum wage effects are always statistically insignificant and imprecisely
estimated.

Given the generally persistent effectsof living wages, the last pand includes simultaneously the
contemporaneous and two lagged living wage variables (and the corresponding minimum wage variables).
It reports their overall statistical significance, and, most important, the estimated summed effect and its
standard error. This specification pointsto arelatively large positive effect of living wages on the wages of
unionized municipal workers, with an elasticity of .195, which is statistically significant at the 5-percent

level. This estimate implies, for example, that implementation of aliving wage that exceeds the minimum
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wage by 30 percent—which is not uncommon—would raise wages of these workers by approximately 5.9
percent.

Because the inpact of the minimum wage is small and statistically insignificant, in colurm (2) it is
dropped to obtain more preci se estimates of the living wage effect. The estimated impact of the living wage
isvery similar and is more precise. For example, in the last parel the elasticity is .188, and statistically
significant at the 5-percent level with a smaller standard error than in colurmn (1). Thus, the evidence from
these specifications is quite clearly consistent with living wages increasing rents for unionized municipal
workers.

A number of additional analyses of this relationship are considered next, both to explare the
sensitivity of the results and to refine the analysis. Many of these analyses are reported in Table 5, and
someonly in the text. Inall cases, the results come from the specification with the summed
contemporaneous and lagged effects, comparable to the last pand of Table 4, and using the more
parsimonious specification excluding theminimum wage variable.® Panel A looks at the sensitivity of the
results to differences in the specification and sample definitions, including the classification of treatment
and control groups. First, the differencedin-differences strategy is predicated on the assumption that absent
the living wage, and aside from differences captured in the other control variables (including city dummy
variables), the treatment and control groups are comparable. Of course fixed differences between the
treatment and control groups would becaptured in thecity dummy variablesregardless. A potentially more
troublesomedifference is one in the time pattern of changes. As the specification only includes month
dummy variables assumed to have the same effects across dl observations, a differencein time trends
between treatment and control groupswould tend to be attributed to the effects of living wages, with the
direction of the bias unknown apriori. Totest for different time trends, the sample was restricted to
include only the control group and the pre-living wage treatment group. An interaction between atime
trend and a dummy variable for cities later implementing living wages were added to the specification. The
*Excluding the minimumwage had virtually no impact on the estimates reported here, andincreased their
precision a bit.
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living wage variable wasdropped because all observations were taken prior to the introduction of aliving
wage, and the time trend itself was not included because the specifi cation aready includes month dummy
variables. The estimated coefficient of the time trend interaction provides atest of differential time trends
in the treatment and contrd group. In all cases, this estimated coefficient wassmall and nat significantly
different from zero, which bolsters thevalidity of the research design.

Taking this one step further, the specification was al so estimated for the whole sample period,
including theliving wage and time trend variablesto see whether the estimated wage effect persisted inthis
more flexiblespecification dlowing different time trends in the treatment and contrd groups. Results are
reported in Parel A, colum (1), of Table5. The estimaed time trend in cities pasing livingwagesis
negative but not statistically significant. Moreover, the estimated impact of living wages on wages of
unionized municipal workers does not weaken but rather strengthens slightly, and remainsstatistically
significant despite the expected increase in the standard error of the estimate associated with including the
time trend interaction. While not significant, the negative sign on the time trend suggests that contractor
living wage laws have tended to be passed in cities where wages of unionized municipal workers were
declining relative to other cities, which might be expected if these laws are intended to prop up or increase
wages earned by these warkers. This would also explain why the estimated impact of livingwage laws is
larger with the time trend interaction included, as living wage laws appear to boost wages of unionized
municipal workersrelative to adeclining trend. Finally, the specificationwas also expanded to include a
quadratic term as well, to allow for anon-linear trend difference; this had no impact on the results.

Asyet another way of assessing the robustness of the results to differences between the treatment
and control cities, in column (2) the baseline specification is re-estimated dropping from the sample the
cities that never passed aliving wage law, in which case only the observations on living wage cities in the
period prior to their passing alivingwage law serve as the controls. The resulting estimate of the effect of
the living wage on the wages of unionized munidpal workersislarger than the corresponding estimate in

Table 4. Of course this specification is lesspreferable, because it fails to utilize the laer observationsin
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the control group of cities that never pass living wage laws to contrd for aggregate movements in the wages
of these workers, which—as the higher estimate suggests-were in theupward direction.

In column (3) another lag of the living wage vaiable is added, to see whether there is any evidence
that the positive effect of living wages weakens over time. Aside from assessing the robustness of the
findings, this question is potentially of substantive interest. Looking back to Table 4, although the evidence
that living wages boosts wages among lower-skilled unionized municipal workers appears rather
unambiguous, it is perhaps surprising that the wages of unionized municipal workers appear to adjust
rapidly when aliving wage law is passed. If someworkers are locked into muti-year contracts that are not
renegotiated, we would expect wage adjustments to grow as contracts are renewved. It istrue that the
longer-run effect islarger than the contemporaneous effect, but not by much (e.g., .188 vs. .158 in column
(2) of Table4). Of courseit is possible that the wage effects over the longerterm are even larger than those
suggested by the estimatesin Table 4. While the short sample period availablefor analysis does not permit
this question to be addressed def initively, the evi dence reported here suggests that thisisnot the case. In
particular, theestimated impact using an 18-month lag is if anything a bit smaller. The estimate (dandard
error) for the specification in Table 4, column (2), with the comparable sample for which the 6-quarter lag
can be estimated is .161 (.063), compared with the esimate of .136 (.068) in Teble 5. Thus, the relatively
rapid response of wages of unionized municipal workers to livingwage laws remains somewhat of a puzzle,
depending on on€’ s perspective either rasing some caution flags regarding the interpretation of the
evidence, or suggesting that slower wage adjustments owing to multi-year contracts dther are not the norm
or do little to deter adjustments in response to living wages.

Of course another possibility isthat the expectation of living wage lavs taking efect in itself
increases the bargaining power of unionized municipal workers, sincethe parties know that higher
negotiated wages are less likely, in the future, to be countered by contracting out. To look at this question,
we added a 6-month “lead’ of the living wage variable to the specification in column (2) of Table4. The

estimated coefficients of the 6-month lead and the contemporaneous living wage variables were each
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around .10, with standard errors of around .08, and theoverall combined effect when including the 6-maonth
lead was larger by .04, compared to estimates without the 6-month lead for the same sample. Thus,
although thedata are not sufficiently precise to pin down whether there is an anticipaory effect, the data
are consistent with such an effect.

To this point, the data are weighted by the CPS sampling weights, which make little difference
relative to simple unweighted estimates. In either case, though, cities are implicitly weighted by the
number of workersin themthat are in the sample. If, instead, we want to think about observations
stemming from the dty level, rather than the level of the individual worker, then we might want to assess
the sensitivity of the estimates to reweighting the data so that each city-month cell receives equal weight.
This estimateis reported in column (4), and once again, the result isquite simila—if anything slightly
larger. Asarelated analysis of the sengtivity of the results to observations from different cities, in resuts
not reported in the table the wage effects were re-estimated dropping cities with contractor living wage laws
one at atime. Looked at inthis way, the finding of a positive impact of living wages on wages of unionized
municipal workers was very robust, as the estimated impact carresponding to the combined
contemporaneous and lagged effects ranged from .139 to .237, and the t-gatistics ranged from 1.80 to
3.49%

Union wage differentials may be related to the strength of union organization, often captured in the
percent organized. While fixed differences across cities would be captured in the city fixed effects,
changesin this variable would not. Thus, column (5) adds a control for the percent organized. This has
virtually no effect on the estimaterelative to the comparable estimateof .188 in Table 4. However, because
the percent organized may be an outcome that is influenced by living wage laws, the specification

excluding this variable seems preferable.

“Not surprisingy, the estimates were mare sensitive to dropping those living wage citiesthat contribute
more observations to the sample. In particular, the estimatefell the most when dropping San Jose or

Detroit (to .139 or .150, respectively, both significant at the 10-percent but not the 5-percent level), and rose
the most when dropping Chicago or Los Angeles (to .237 and .211, respectively, both significant at the 5-
percent level).
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Although Table 1 described living wage laws that have been passed by cities, some devel opments
have inhibited the implementation of these lawsin afew locations. In particular, Buffalo enacted its laws
in August 1999, but the city was then sued for not yet implementing the law. In Omaha, the living wage
ordinance was enacted in April 2000. It was subsequently repealed by the City Council, after which the
mayor vetoed the repeal andthe City Council overrode the veto. Thus, while the law may have had an
impact because of continuing uncertainty, it was not ineffect as of the end of the sample period. Finally, in
St. Louis alaw suit based on a state law barring living wage or dinances led to aruling that the living wage
law passed in July 2000 was unenforceable, while leaving open the ability to write anew law. While none
of these cities should have much impact on the estimates, since they all passed living wage laws late inthe
sample period, it is worth checkingthat the results are not sensitive to aternativeways of classifying them
Thisis donein the last two columns of Panel A of Table 5, first simply excluding these cities from the
analysis, and then instead treating themas if they do not have aliving wage, and including them in the
control group. Asthe estimatesshow, in neither case do the results change much; if anything, the modest
declines in the estimated effects of livingwage laws might suggest that despite the uncertainty surrounding
these laws, they had some effectson wages of unionized municipal workers, which is not entirely surprising
given that the impending enactment of aliving wage law would be expected to increase bargaining power.

To this point, the resultsin Table 5 reveal that the positive effect of living wagelaws on the wages
of unionized municipal workesis very robust to variations in the specification, sample definitions, and
classification of treatment and control groups. Panel B of Table 5 reverts to the basic specification and
sample, but considers in more detail the identification of the lower-skill or lower-wage unionized municipal
workers for whom the effects of living wages laws are identified.

First, rather than using a criterion based on predicted wages, the estimatesin column (1) instead
simply select unionized municipal workers in low-paying occupations. In particuar, it restricts attention to
asubset of affected occupations with average wages below $10 for non-unionized non-municipal workers

(see Table 2). Unless for some reason theseparticular occupations are not open to competition from city
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contractors, it would be expected that the positive wage impact of livingwage laws would be present for
this group of occupations, and most likely larger. Thisis confirmed by the estimated impact of living
wages, which is larger than the comparable estimate in Table 4 (.279 vs. .188), and statistically significant
at the 5-percent level #

The next specifications, rather than simply using the criterion of the predicted wagebeing below
the median, look in mare detail at whether it is, infact, the lowest-skilled unionized municipal workers
whose wagesare increased as a result of living wage laws. Columns (2)-(5) report estimates using thefull
sample of unionized municipal workers, with the specification expanded to identify whether the effects of
living wages are stronger inthe lower regions of the predicted wage distribution. Thisis done by adding
interactions between the living wage variables and dummy variables for whether the predided wageisin
each of the lower three quartiles of this distribution. (Dummy variables for the quartiles are also included,
of course.) These estimates show that the effect of living wage laws arises for the lowest-skilled unionized
municipal workers, paralleling the estimates in column (1) that focuson occupation.® Finally, columns (6)
and (7) repeat asimilar exercise, but only for those with predicted wages below the predicted median.
Although the differences between the first and second quartile are no longer significant, the point estimates

again indicate the strongest effects for the |eag-skilled unionized municipal workers.

*The specification was also augmented to estimate separate effects of living wages for black and
white/other workers, not so much because of differences in wage levelsby demographic group (for which
controls are already included), but to assess whether particular groups might gain from living wagesand
hence have a greater stake in their passage. The point estimate of theeffect of living wages was larger for
blacks (.233 vs. .173), but the difference between the effects for black and other workers was not significant
(p=.282).

2In fact, themain effect, which captures the effect for the top quartile, suggess a decline inresponse to
living wage laws for the most-skilled workers, although this estimate is not significant. This canbe viewed
as unrelated to living wages, and instead as simply providing another level of differencing by looking at
relative changes for lower-skilled unionized municipal workes. Asan alternative, it is conceivalle that the
threat of contracting out increases rather than reduces the bargaining power of these workers bath with
employers and within the union (if they work in the same union as lower-skilled workers); assuming that
some of the highest-skill workers would remain employed by municipalities even in the presence of
contracting out, there would be less to moderate their wage demands both because of the lower share of
labor costs their contracts would represent (Marshall’ s laws), and because of reduced restraint from
egalitarian pressures within the union.
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Effects on Groups that Should Not Gain Under the Rent-Seeking Hypothesis

To this point, the evidence points to positive effects of living wage laws on wages of unionized
municipal workers. The central hypothesis that this paper considers—consistent with the evidence just
presented—is that contractor living wage laws protect or increase the rents earned by unionized municipal
workers. As discussed above, to distinguish this explanation of the effects of living wage laws on wages of
unionized municipal workers from other hypotheses, it is useful to estimate the effects of living wage laws
on other groups of workers. Thisanalysisisreportedin the first four columns of Table 6. Inparticular,
similar specifications to those in Table 4 arereported, but for various groups of workers (discussed earlier)
whose wages should not be affected by living wage laws under the rent-seeking hypothesis, but whose
wages would be increased under some of the alternatives.

Table 6 first presents estimates for unionized municipal workers with below-median predicted
wages, as before, but now looking exclusively at teachers, police, and fire. Workers in these occupations
were excluded earlier because they seemunlikely toface competition from lower-wage non-union labor,
and therefore contractor living wagelaws should not increase their wages via higher rents. The estimates
indicate no effect of li ving wage laws on the wages paid to this group, asthe estimated eff ect is negative
rather than positive, and insignificantly different from zero (albeit imprecise). Columns (2)-(4) turn instead
to the three other groups of workersclassified by union status and municipal employment. In this case
teachers, police, and fire are included because they represent much smaller workforce shares. For none of
the three groups—unionized non-municipal workers, non-unionized municipal workers, or non-unionized
non-municipa workers-isthere evidence that living wage laws boost wages. Inthese regressions the
estimates are relatively precise, andinsignificantly different from zero. In contrast to the rent-seeking
hypothesis, if cities were passing living wage laws while raisingwages of thar own lower-wage workers
simultaneously, we would see wages of non-unionized municipal workers rising concurrently with living

wages,?* and if living wage laws were generating general wageincreases that spilled over to unionized

#Similarly, the results for non-unionized municipal workers imply that the results for contractor living
wage laws for unionized municipal workers are not driven by the two cities whose living wage laws cover
city employeesin addition to contractors (Durham and San Jose).
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municipal workers, we should see evidence that living wage laws are al so associated with increased wages
of non-unionized non-municipal workers.

Finally, column (5) returns to the unionized municipal workers inthe affected occupations that
were analyzed earlier. However, in this case attention is restricted to the smdl number of workers covered
by non-contractor livingwage laws. In these instances, we would not expect to see any positive effect on
the wages of unionized municipal workers under the rent-seeking hypothesis, whereasiif cities implement
living wage laws and wage increases simultaneously, or if weare simply detecting spilloversfrom non-
contractor living wage laws, apositive wage effect should still appear. Consistent with the analysis of other
groups of workers whose wages should not be affected under the rent-seeking view of livingwage laws, the
evidence points to no effect of non-contractor living wage laws onwages of unionized municipd workers,
as the estimated living wage coefficient is negative rather than positive. However, theseestimates should
be interpreted cautioudy, as they are based on only three cities that have non-contractor living wage laws
(Minneapolis-St. Paul, Dayton, and San Antonio, with most of the observations from the first of these
cities). Thus, the testsin the other columnsof the table, which cover all of the cities with contractor living
wage laws, are probably more informative.

The main results reported in Tables 4 and 5 indicated direct effects of living wage laws on wages of
unionized municipal workers. If the evidence in Table 6 showed similar gains for other groupsof workers,
then this would point to explanations other than rent-seeking, such as the coincidence of rising municipal
wages with living wages, or spillovers from livingwage laws. However, wage gains do not appear for these
other groups, and thus the evidence in this sub-section bolsters case for viewing living wages asenhancing
or protecting the rents of unionized municipal workers.

Union Support for Living Wage Laws

Finally, aside from the econometric evidence, if living wage laws partly reflect rent-seeking on the

part of municipal unions, we would expect organizations representing unionized municipal workersto be

involved in political efforts to pass living wage laws. Of course unions may have other incentives to back
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initiatives to pass living wagelaws, such as preferences for less inequality in the wage structure, or for
reductions in poverty or the incidence of low-wage work generally. Alternatively, union support for living
wage campaigns may provide publicity, contacts, etc., tha prove usefu in future organizing drives, or in
transforming the public image of unions from one of narrow self-interest to onewith broader social goals
(Nissen, 2000). Thus, evidence that |abor unions represanting unionized municipal workers are activein
promoting living wages cannot “prove’ the rent-seeking hypothesis. However, if these unions were not
major playersin living wage campaigns, this would cast some doubt on the hypothesis, so activities by
these unions on behalf of living wages can serve as corroborating evidence.

As one method of assessing theinvolvement of unions with living wage campaigns, a simple set of
internet searches was conducted looking for joint mention of living wage campaigns and labor unions.
Specifically, Google searches were done first entering the name of each city with aliving wage law that we
study and the phrase “living wage,” and then adding the name of alabor organization. The labor
organizations included were: AFL-CIO, AFSCME (the American Federation of State, County, and
Municipal Employees), SEIU (the Service Employeesinternational Union), IBEW (the International
Brotherhood of Electrical Workers), UFCW (United Food and Commercial Workers Union), and HERE
(Hotel Employees and Restaurant Employees) ?® A relatively high fraction of hitsinvolving living wages
and each city also mentioned the AFL-CIO (about 15 percent) or a specific labor union. Inthe absence of
information on city contracts-which is difficult to come by—it is not entirely clear which unions might have
the most vested interest in livingwage laws. Interestingy, however, aside fromthe AFL-CIO, which isan
umbrella organization, the largest shares of hits are associated with the two unions that play a prominent
rolein organizing local government workers-AFSCME and SElIU—each of which accounted for between

about 5 and 10 percent of the total hits involving living wagesand each city, and about 3 times more than

*That is, thisinvolvement might be viewed as a necessary condition for the rent-seeking hypothesis to hold,
although hardly a sufficient one.

*These were selected based on preliminary examination of searches involvingonly city names and “living
wage.” The acronym for theunion was used in all cases except for HERE.
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for any of the other unions?” Furthermore, perusal of the materials uncovered in these searches indicated
that when unions were mentioned along with living wage campaigns in various cities their role was
generally described as ore of active support.”® This active support for living wages by unions that organize
municipal workersis at least consistent with what woud be expectedif living wages act to increase rents
paid to unionized municipal workers.

V. Conclusion

Living wage laws, whichwere introduced in the mid-1990s and have expanded rapidly since then,
are typically touted as anti-poverty measures. Y et livingwage laws generally cover employers with city
contracts, and frequently restrict coverage to these employers only, thus applying to a small fraction of
workers. Because the anti-poverty goals would appear to call for broader wage floors, anatural question is
whether there are alternative motivations for various economic and political actors to seek passage of
narrow living wage laws covering city contractors.

This paper considers the hypothesis that living wage laws partly reflect rent-seeking activity on the
part of unionized municipal workers. In particular, the hypothesisis that by raising the wages that city
contractors wauld have to pay, livingwage laws may reduce theincentives far cities to contract out work
that would otherwise be done by unionized municipal employees, hence increasing the bargaining power of
municipal unions and leading to higher wages. Indeed narrow living wage laws may generate this latter
effect without delivering benefits to low-wage workers and low-income families.

The main contribution of the paper is an empirical analysis of the effects of livingwage laws on
unionized municipal workers. The evidence indicatesthat wages of unionized municipal workers are

increased as aresult of contractor living wage laws. In particular, focudng attention on lower-skilled

*'The searches described here were done on April 3, 2001. Of course the numberswould change from day
to day. But checking these numbers versus those obtained five months earlier reveded little qualitative
change in the pattern. In addition, different search engines may yield different results. To see whether the
qualitative conclusions were sensitive, Yahoo and Excite were also used to do thesearches for Baltimore.
Both had considerably fewer hits (1120 and 980 respectively). But the percentages accounted for by the
various unions revealed smilar patterns, with AFSCME and SEIU overrepresented by afector of at least 3
relative to other individual unions.

“For more detail, see Neumark (2001).
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unionized municipal workers, and on those occupations most likely to be affected, the evidence indicates
elagticities of average wages with regpect to living wages centered around .18. This finding generally holds
up in avariety of analyses. On the other hand, comparisons of estimated effects for unionized municipal
workers who-under the rent-seeking hypothesis-should be affected by living wages, with estimated effects
for alternative groups of workers that should not experience any impact under thishypothesis, uniformly
indicate positive effects only for the former, making more plausible the rent-seeking interpretation of the
estimated impacts of livingwage laws on wages of unionized municipal workers. As afinal piece of
corroborating evidence, the paper presents some maerial indicating that the main unionsinvolved in
organizing munici pal workers are heavily involved in living wage campaigns. Of course unions may have
other incentives to back intiatives to pass living wage laws. But if livingwage laws partly reflect rent-
seeking on the part of municipal unions, we would expect organizations representing unionized municipal
workersto beinvolved in political efforts to pass living wage laws.

Two related qualifications arein order. First, the enpirical results point to evidence consistent
with the rent-seeking explanation of narrow living wagelaws. But it would take a much different type of
analysis, focusing on thehistory of living wage campaigns, the motivations of the actors, etc.—perhapsin
combination with this evidence-to assess definitively whether rent-seeking is the predominant explanation
of living wage campaigns and in particular of the support for them on behalf of unions that organize city
workers. Second, the evidencethat unionized municipal workers gain from living wage laws does not
imply that living wages cannot offer assistance to low-wage workers or low-income families. Some
policies, including living wages, could in principle increase rents of the most interested parties and also
help other groups of workers. Thus, even interpreting the evidence for rent-seeking most strongly, the
findings should not be interpreted as conderming living wage lawsas nothing but a ploy for unionized
municipal workersto protect themselves against competition from lower-wage labor that cities might access
through contracting out. However, it does add to the literature on “ political economy” interpretations of

labor market and other policies (e.g., Brock and Magee, 1978; Goldin, 1994; Fishback and Kantor, 1998).
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Moreover, it may help in understanding the evolution of livingwage laws and, in particular, the narrov
coverage restrictions they frequently entail that appear to undermine the anti-poverty effects of living wages
while still delivering benefits to unionized municipal workers.

Finaly, though, the evidence does suggest that one narrow group that is not the overt intended
beneficiary of living wagelaws exerts political pressure on behalf of these lawsand gains from them. This,
in turn, makes it more plausible that alternative policies intended to achieve the goal of reducing urban
poverty may be more effective, as living wage laws may result more from considerations of self-interest of
narrow but politically-powerful groups of workers than from consideration of the optimal way of achieving

this goal.
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Table 1: Living W age Citiesin A nalysis Sample

City Wage provisions Coverage
Baltimore Passed in D ecember 1994 but wage requirements were as follows: Construction and service contracts >

July 1995 (6.10) $5000
July 1996 (6.60)
July 1997 (7.10)
July 1998 (7.70)
July 1999 (7.90)

Boston September 1998 (8.23) Contractors > $100,000;
July 1999 (8.35) subcontractors > $25,000
July 2000 (8.53)

Buffalo January 2000 (6.22) Contractors and subcontractors with at
least 10 employees, contracts >
$50,000. Non-profitsmay be
exempted.

Chicago July 1998 (7.60) Contractors and subcontractors

Dayton April 1998 (7.00) City employees. City manager
directed to useliving wage as
guidelines for city employee wages if
it falls withinlong-range city financial
plan

Denver 100% of poverty line for family of four, based on 2080 annual hours: Service contractors and subcontractors

March 2000 (8.20) > $2,000. Specified as covering
parking lot attendants, security guards,
childcare workers, clerical support
workers

Detroit 100% of poverty line for family of four with health benefits, 125% Contractors, subcontractors, and

without: financial assistance recipients >

December 1998 (8.23) $50,000

March 1999 (8.35)

March 2000 (8.53)

Durham January 1998 (7.55) Contractors, city employees

Hartford 110% of poverty line for family of four: Contractors > $50,000;

September 1999 (9.19) commercial development projects

March 2000 (9.38) receiving subsidies > $100,000

Los Angeles | Indexed annually for inflation. Initial wage set to 7.25 with health Service contractors > $25,000;
benefits, 8.50 without: assistance > $100,000 or $1 million

April 1997 (7.25) lump sum

June 1998 (7.37)

June 1999 (7.49)

June 2000 (7.69)

Milwaukee Set to 100% of poverty level for family of three on March 1 of each year, | Contractors and subcontractors >

based on 2080 annual hours:
December 1996 (6.05)
March 1996 (6.24)

March 1997 (6.41)

March 1998 (6.56)

March 1999 (6.67)

March 2000 (6.80)

$5,000




Table 1 (continued)

higher without health benefits:
August 2000 (8.84)

City Wage provisions Coverage
Minneapolis | 100% of poverty level for family of four with health benefits, 110% Assistance > $25,000, as of December
without: 1998; > $100,000 initialy
April 1997 (8.03)
March 1998 (8.23)
March 1999 (8.35)
March 2000 (8.53)
Oakland Initially set to 8.00 with health benefits and 9.25 without, upwardly Contractors > $25,000; asd stance >
adjusted by prior December 31 to December 31 change in the Bay Area $100,000
CPI:
April 1998 (8.00)
April 1999 (8.15)
April 2000 (8.35)
Omaha June 2000 (8.19) Contractors and financial assistance
recipients with 10 or more employees,
contracts or subsidies > $75,000
Portland July 1996 (7.00) Custodial, security, and parking
July 1998 (7.50) attendant contracts
July 1999 (8.00)
San Antonio | 9.27 to 70% of service employeesin new jobs, 10.13 to 70% of durable Businesses receiving tax breaks
goods workers:
August 1998 (9.27)
San Initially set to 9.00 without benefits, rising to 10.00 in 12-18 months, Service contractors > $25,000

Francisco plus 1.25 without health benefits: ($50,000 for non-profits); airport
November 2000 (9.00) |easeholders; home healthcare workers

San Jose 9.50 with health benefits; 10.75 without. Reset each February to the new | Service contractors > $20,000;
poverty level for a family of three and adjusted upward for higher San assistance > $100,000 (excludes
Jose cog of living — approximatdy a 45% premium: trainees and workers under 18); city
December 1998 (9.50) employees
March 1999 (9.68)
March 2000 (9.92)

St. Louis 130% of poverty level for family of three, based on 2080 annual hours, Service contractors > $50,000;

assistance > $100,000

This table covers those cities with living wages for which there were 25 or more observationson workersin at least some months of
the CPS Outgoing Rotation Group files for the period 1996 through 2000, conditional on the sample restrictions described in the text.
HHS poverty guidelines were used for computing wages based on percentages of poverty threshold. Unless otherwise noted, living
wages indexed to the poverty line are based on 2000 annual work hours. Effective dates of enacted living wages are shown. When
there are alternative living wages, the lower one is reported and used in the analysis (e.g., the wage with health benefits). For more
complete information on living wages across all cities, see N eumark and Adams (2003b).




Table 2: Distribution of Workers by Unionization, Municipal Employment, Wages, and Major Occupation

Occupationd distribution Average wages

All Below median predicted wage All Below median predicted wage

U/M U/NM NU/M NU/NM U/M U/NM NU/M NU/NM U/M U/NM NU/M NU/NM U/M U/NM NU/M NU/NM

Workforce share: .042 .105 .041 .813 .020 .066 .041 .873
Occupa tions: 1) 2 ©) 4 ®) (6) (7 8 9 (10) (11) (12) (13) (14) (15) (16)
Executive, .055 .052 145 161 .032 .030 .064 .078 20.09 18.72 18.39 18.82 11.16 10.64 8.92 9.21
administrative

Professional, excl. .093 .078 21 121 .055 .029 .064 .044 20.26 20.81 17.42 20.19 10.83 10.54 8.83 9.05
teachers

Teachers 413 .046 195 .025 .258 .026 136 .023 19.87 19.51 14.18 13.82 10.72 9.95 8.35 7.79
Technical .013 .031 .023 .040 .012 .024 .022 .027 16.19 21.19 12.48 15.06 10.86 10.63 8.47 9.10
Sales .003 .051 .010 134 .006 .099 .017 150 13.01 10.82 8.25 12.03 9.00 7.97 6.94 6.94
Clerical 127 .148 217 157 .291 163 313 .193 11.85 13.58 9.47 10.30 9.51 9.73 7.70 8.15
Private household .000 .001 .000 .007 .000 .001 .000 .012 6.49 6.67 6.49 5.86
Protective services, .007 .006 .016 .008 .015 .012 .027 .012 12.13 10.92 7.92 8.37 9.18 8.25 6.80 6.97
excl. police and fire

Police .095 .012 .044 .001 .037 .005 .026 .001 19.16 17.64 14.17 16.64 11.50 11.86 9.03 9.69
Fire .036 .001 .009 .000 .028 .001 .008 .000 16.43 15.27 12.80 12.98 10.11 9.19 8.07 8.26
Other services .062 .090 21 116 .165 .190 215 .190 10.62 10.67 7.33 6.70 8.88 8.06 6.58 5.99
Craft .041 .208 .037 .090 .028 .098 .027 .079 16.72 17.58 13.24 12.19 11.35 10.20 8.42 8.36
Machine operator .003 117 .004 .055 .004 135 .005 .073 14.62 13.16 10.77 8.89 10.72 8.80 7.10 7.28
Transportation .036 .080 .033 .031 .046 .061 .041 .038 13.56 15.15 9.89 9.64 10.27 9.89 8.10 7.73
Handler .011 .075 .011 .039 .015 117 .017 .061 13.83 11.85 8.22 7.54 10.34 8.05 7.14 6.73
Farming, fishery .006 .005 .013 .014 .009 .008 .019 .021 13.04 11.12 8.65 7.21 10.17 8.26 6.80 6.44

The sample period is 1996-2000. U/M: unionized municipal. U/NM: unionized non-municipal. NU/M: non-unionized municipal. NU/NM: non-unionized non-municipal.
Occupationd distribution shows share in each category of workers (e.g., unionized municipal) in each listed occupaion. CPS sample weights are used. Wage measures (except
living wages and minimum wages) are d eflated by the average hourly earnings series, and are expressed in 1996:Q 1 terms. The sample is restricted to individuals residing in
metropolitan areas. The overall sample size is 375,483. T he sample size for observations below the (weighted) median predicted wage is 193,432. T he median predicted wageis
constructed for each city-month cell; the construction of the predicted wage is described in Section 111 of the text.



Table 3: Descriptive Statistics

Cities with any Contractor living wage No living
living wage law laws wage law
Pre Post Pre Post
(1) (2 (3 (4) 5
A. General wage measures N=45,399 N=49,007 N=41,990 N=42,535 N=193,063
Average living wage 4.59 6.88 4.60 6.80 4.59
(.26) (.57) (.26) (.53) (.24)
Average minimum wage 4.59 4.75 4.60 4.78 4.59
(.26) (.33) (.26) (.34) (.24)
Average wage 14.11 14.32 14.28 14.39 13.41
(8.75) (9.37) (8.85) (9.49) (8.87)
Average wage, workers below 10™ centile 5.39 5.45 5.40 5.45 5.23
(1.26) (1.20) (1.27) (1.20) (1.23)
N=7,361 N=8,500 N=6,905 N=7,609 N=30,616
B. Unionized, municipal workers
Average wage of unionized, municipal 9.99 10.09 9.97 10.06 9.56
workers—excluding teachers, police, and fire— (2.47) (2.29) (2.52) (2.29) (2.28)
with wage below median predicted wage N=362 N=430 N=339 N=372 N=1,314

See notes to Table 2. Means are reported, with standard deviations are reported in parentheses. Sample includes all individuals
in city-month cells with at least 25 observations (for all workers). Living wage variable is higher of living wage or minimum
wage. Wage measures (except living wages and minimum w ages) are deflated by the average hourly earnings series, and are
expressed in 1996:Q1 temms. “Post” includesmonths in which theliving wage increased, and all months afterwards. The
median predicted wage is constructed for each city-month cell; the construction of the predicted wage is described in Section 11
of the text.



Table 4: Effects of Contractor Living Wage Laws on Log Wages,
Unionized Municipal Workers Below Predicted Median Wage

(1) 2
A. Contemporaneous specification:
Log living wage 176 .158
(.082) (.070)
Log minimum wage -.139
(.182)
R? .401 .400
B. 6-month lag specification:
Log living wage 11 101
(.086) (.074)
Log minimum wage -.068
(.172)
R? .399 .398
C. 12-month lag specification:
Log living wage 121 139
(.053) (.051)
L og minimum wage .120
(.170)
R? .400 .399
D. Including contemporaneous, 6-
month, and 12-month lags ofliving
wages and minimum w ages:
Living wage variables
Joint significance (p-value) .020 .006
Sum .195 .188
(standard error) (.093) (.077)
Minimum wage variables
Joint significance (p-value) .220
Sum -.071
(standard error) (.216)
R? 402 401

See notesto Tables 2 and 3. Regressions are estimated at the individud level for unionized
municipal workers, with below-median predicted wages, residing in metropolitan areas.
Observations are included only for city-month cells with 25 or more workersin total. There
are 2025 observations in each column. In addition to reported variables, specifications
include dummy variables for city and for each unique month in the sample, as well as the
following controls: age (up to a cubic); education (14 categories); marital status (7
categories); sex; race (4 categories); residence in the South; occupation (16 categories); and
industry (23 categories). Results are reported using the lower wage floor applicable when
there was one specified (usually in the case where hedth insurance is provided). The median
predicted wage iscomputed for each city-month cell; the construction of the predicted wage
is described in Section 111 of the text. CPS sample weights are used. Standard errors allow
for arbitrary serial correlation pattern within cities, by “clustering” on cities only (Bertrand, et
al., 2002).



Table 5: Alternative Analyses of Estimates of Effects of Contractor Living Wages on Log Wages

A. Alternative samples and specifications, workers below median predicted wage

Classification of citieswith
dormantliving wage laws

_ Only citieswith living Add 18- Equal weights for Add control for In control
Add time trend wages in sample period monthlag  each city-monthcell  percent organized Exclude group
(1)
e (3) (4) (5) ©) 7
Living 211 .247 .136 254 .189 .152 .155
wage effect (.092) (.096) (.068) (.068) (.078) (.077) (.077)
Ever pass -.0003
living wage (.001)
x time
N 2025 711 1824 2025 2025 1945 2025
B. Effects for low-wage occupations and different ranges of predicted wage distribution
Workers with wages below
All workers All workers predicted median
6 occupations with x 1 x 2n x 31 x 1
average wages below $10 quartile quartile quartile Main effect quartile Main effect
Living 279 .165 .023 .004 -.070 119 .023
wage effect (.123) (.085) (.053) (.058) (.056) (.081) (.051)
N 1485 5469 2025

See notes to Table 4. Unless otherwise specified, specifications include the same variables as in column (2) of Table 4. In each specification, the “living wage effect” is
the sum of the estimated coefficients of the contemporaneous, 6-month, and 12-month lags of the living wage variable (correspondi ng to the “Sum” shown in Table 4). In
column (1), Pand A, the time trend countsmonths, and ranges from 1 to 60. Based on Table 2, column (16), the occupations excluded from columns (3) and (4), Panel B,
are executives/administr ative, professional (excluding teachers), technical, sales, clerical, and craft, in addition to teachers, police, and fire; there are of course no private
household workers among unionized municipal workers. In Panel B, columns (2)-(7), the specification is augmented by dummy variables for the quartile, aswell as
interactions of these with the living wage variables that are shown in the table. The “main” living wage effects reported are for the sums of the contemporaneous, 6-month
lag, and 12-month lag of the living wage, and the quartile interactions are for the sums of the interactions between these variables and the quartile dummy variables.



Table 6: Estimates of Effects of Contractor Living Wages on Log Wages, Workers Below Median Predicted Wage

Non-contractor living

Contractor livingwage lawvs wage laws
U/M, teachers, U/M, excluding
police, and fire only NU/M U/NM NU/NM teachers, police, and fire
(1) (2) ©) (4) (5)

Sum of contemporaneous value, -.074 .011 .018 .026 -.133
2-quarter, and 4-quarters lags of (.113) (.059) (.033) (.016) (.076)
log living wage

R? 412 344 .408 .388 .386
N 848 5407 9807 124,478 1395

See notes to Tables 2, 4, and 5. Unless otherw ise specified, specifications include the same variables asin column (2) of T able

4. All estimates are for workerswith wages below the predicted median in the city-month cell, paralleling most of the estimates
in the previous tables.



