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EXECUTIVE SUMMARY

Youth unemployment has long been a problem in the United States,
affecting inner-city, minority youth with particular severity. The federal
government has tried to address this problem with a variety of progranms,
targeting y>» | &s recipients of special programs, providing tax credits to
employers who give jobs to certain targeted groups, and providing incentives
to employers via a subminimum wage for students. Currentiy, the debate about
how to best reduce youth unemployment has centered on the idea of a "“youth
differential" or subminimum wage.

The four current proposals before Congress, introduced by Senators Hatch
and Percy and Representatives Campbel!| and Simon, would amend the Fair Labor
Standards Act of 1938 (FLSA) to reduce by 15-25 percent the minimum hourly wage
paid to teenagers aged 16-19 for their first six months on the job. There was
no action on these proposals during the first session of the 97th Congress,
but serious consideration of such proposals may be expected in the future.

Proponents of a youth differentlal argue that such a measure would give
employers the incentive to hire youth who were previously' not affordable or
cost-effective due to minimum wage requirements. Although individual
teenagers would be paid less, theoretical ly more teenagers would have jobs,
thus reducing overall youth unemployment. Proponents of a youth differential,
primarily members of the business community and especially those in |abor
intensive industries, argue that the minimumn wage historical ly has been
responsible for youth unemployment. A youth differential would supposedly
give business the incentive to create new jobs and train youth, particularly
minority teenagers who may not have sufficient qual ifications to be
cost-efficient at the minimum wage.

Opponents of a youth differential, primarily organized labor and groups
representing Blacks, Hispanics, youth and |ow-income adult workers, disagree
that the minimum wage has been a primary cause of youth unemployment and

question the job-creating potential of a youth differential. Opponents are
convinced that the only sure effect of a youth subminimum wage would be a
substantial reduction in labor costs to youth-intensive corporations. A youth
differential could also displace older warkers by younger and hence cheaper
workers and create a "substitution"™ effect. Additionally, employers could
fire youth at the end of the six-month period, or youth at the subminimum
wage. This would negate any training effect that the bill might have been
designed to create. Opponents feel that a youth subminimum wage would
constitute income and age discrimination and create a subclass of workers.
They also question whether youth would be willing to work at a subminimum
wage.

Inner=city mincrity youth are particularly affected by high unemployment.
Youth unemployment rates in some cities are as high as 88 percent. Although
proponents of a youth differential claim that minority youth would benefit
from a subminimun wage, none of the bills currently before Congress contain
targeting provisions to ensure that those who need employment the most would
actual ly receive it. The fact that there is |ittle work left in many inner
cities to be stimulated by a subminimum wage is a problem for minority youth.
An additional concern is that a youth differential could pit minority youth-
with a history of deficient education and employment skills against



better-prepared White youth. Implications for Hispanics are great since
Hispanic youth are the least educational ly equipped of all teenaged groups.

Hispanic adults could also be greatly affected by a youth differential
since some youth for adult job substitution would undoubtedly occur. Adults
holding minimum wage jobs and those adults from 20 to 24 are particularly
vulnerable to job displacement. Due to their unique demographic
characteristics, (a median age of 20 compared to 30 years for non=Hispanics)
adult Hispanics are extremely suscept to displacement by both non-Hispanic
and Hispanic youth. Both Hispanic adults and youth are also more concenfrated
than the total population in occupations paying at, or just above the minimum
wage. This is a particular problem for adult Hispanic wamen, more than hal f
of whom are concentrated in two of the lowest paying occupations.

The question of a youth differential or subminimum wage remains extremely
complex. |t is impossiblie to fully judge Its potential impact in terms of job
creation, substitution, economic impacts and differential ef fects on
particul ar subgroups in the absence of actual experience. ,(However, there are
_ sufficient indications that there could well be negative impacts on |ow=income

and minor ity teenagers, and on adults working at the minimum wage level, to
cause those concerned with youth unemployment and civil rights fo be gravely
concerned about this possible national experiment.



l.  INTRODUCT ION

The issue of youth unemployment has long been an acute and chronic
problem facing America. Since 1954, unemployment among youth ages 16-19 has
been four to five times the national average for adults. In May 1982 youth
unemployment was 23.1 percent, compared to 8.4 percent for adults.!
Particularly vulnerable are minority youth. For decades unemployment among
minority teenagers h.as hovered between 25 and 35 percent; the official rate
was 38.3 percent in 1977, 36.3 percent in 1978, 33.5 percen"l' in 1979, and 35.8
percent in 1980.2 In ecoﬁomical ly depressed inner ciﬂes,, estimates place
inner-city minority youth joblessness above 50 percent in same cities. In
April 198, the U.S. Conference of Mayas reported rates of 83 percent in
Riverside, California; 88 percent in Gary, Indiana; 79 percent in Montgomery,
Alabama; and 53 perﬁén‘l' In Chicago.3

There have been many attempts to alleviate this situation, involving both
» the public and private sectors. The federal govermment has for years targeted
youth as recipients of special programs designed to lower persistently high
unemployment rates. Since its passage in 1977, the Youth Employment
Demonsfraﬁ'on Frojecfs Act (YEDPA) of the Comprehensive Employment and
Training Act (CETA) has been the primary federal mechanism for grappling with
youth unemployment. Despite such efforts, however, a significant decrease in
youth unenployment, particularly for minorities, has remained an elusive goal.
The elimination of or cutbacks in certain manpower programs within CETA (such
as Titles |l and VI, Public Service Employment, and Title IV, YEDPA) duve to
the Reagan Administration's budget cuts, indicate a forthcoming decrease in
public resources targeted to ameliorating the problem. In their place, -

responses from the private sector are proposed.



A plan has recently resurfaced which its advocates maintain will
signficantly lower youth unemployment. First introduced in Congress in March
1981 by Senator Orrin Hatch (R-UT), the plan cal |s for amendments to the Fair
Labor Standards Act of 1938 (FLSA), the statutory basis of the minimum wage,
to reduce by 25 percent the minimum hourly wage paid to teenagers aged 16 to
19 their first six months on the job.4 Other, similar measures have been
introduced in both the House and Senate for a subminimum wage, of "youth
differential." There was no action on these proposals during the first
session of the 97th bongress, but serious conslderation of such proposals may
be expected the future. 4

Behind the pusﬁ for é;sdbhinimﬁm Qagé are some members of the business
community, especially fhose in labor-lbfensive industries such as food service
and retail trade, the newly dominant conservatives, particularly in the
Senate, as well as President Reagan. T

Opposed a}e organized labor, led by the AFL-CIO, liberals in the House
and Senate, and many groups representing those most |lkely to be affected by a
»_subminimum wage == Hispanics, Blacks, youth, and low-income adult workers, at
or just above the minimum wage, who might be replaced by subminimum "cheap
labor."

Exacerbafiﬁg the debate Is the lack of a clear-cut, definitive answer to
two fundamental questions: (1) Has the minimum wage aggravated youth
unemployment? and (2) To what extent would a youth differential lower teenage
unanployment, and with what effects on adult enployment?

Another fundamental problem with the entire subminimum wage debate is that
it attempts to treat 2 canplex ideological issue as primarily a technical

economic issue, disregarding the fact that the inherent limitations of

economic analysis render it unreliable as the primary basis for policy -



formulation. This point, often neglected by opponents and proponents alike,
Is central to the controversy.

The youth differential Is not a new concept. |In 1966 and 1970, prompted
by Congressional debate, the Depariment of Labor (DOL) commissioned studies
to measure the effects of the minimum wage on youth unemployment. In 1973,
President Richard Nixon vetoed a bill raising the minimum wage which did not
contain his youth differential provision. His veto was sustained, but in
1974, he signed essentially the same bill when it became apparent he did not
have votes to sus?aiﬁ a second veto. In 1977, although opposed by the Carter
Administration, a subminimum wage proposal resurfaced agalﬁ. Republicans
introduced a youth differential bill in fhe heavily Danocfafica!!y control led
Congress; it was barely defeated in the House, 211-210.

The political fransformafioﬁ wrought since the 1980 elections currently
makes passage of a youth differential a real possibility. The issue remained
dormant unfil.spring 1981; Congfess voted in 1977 to raise the minimum wage in
four annual increments, culminating in the January 1, 1981 increase to $3.35
‘per hour. Under the law, no further raises are scheduled. In 1977, Congress
al so established the Minimum Wage Study Commission (MWSC), an independent,
non-partisan body which would research all aspects of the minimum wage and
recammend to Congfess future action. |Its report was released May 24, 1981,
with recommendations against the youth differential.5 Political observers
note, however, that the Commission was established by Democrats, and is
believed by conservatives to be |lberal and pro-labor. This may cause
President Reagan and Congressional conservatives to disregard its findings and
recommendations as biased, leaving them free to push ahead with subminimum

wage legislation.



The youth differential is, on a higher level, a clash between traditional
antagonists -- big business versus organized labor. At issue are traditional
points of conflict: the demand for increased profits and production, against
the desire for higher wages. The implications for other groups are no less
great. Low-income warkers and minorities, especially Black and Hispanic
teenagers — the targeted beneficiaries -— would be affected by a subminimum
wage bill and by its impact on employment opportunities on the economy. The
National Council of La Raza (NCLR) has therefore analyzed the issue of the
subminimum wage. Th.is paper assesses the arguments and evidence presented by
both sides, summarizes the past and present history of +héﬁninimum wage, and

examines implications for Hispanics in the pending legislation.

11, HISTORY OF.'I"HE FAIR LABOR STANDARDS ACT

The FLSA of 1938 is.one of the oldest and most vulnerable pieces of U.S.
social legisla*ion, representing the éulminafion of decades of labor struggle.
The concept of a comprehensive two-tier minimum wage represents either (1) a
‘departure from or (2) a necessary refinement of a historical development of a
minimun wage -- depending on whether the analyst opposes or supports a youth
differential. Because of the long and hard-fought history of a minimum wage
legislation, particularly Its position as a fundmental and non-negotiable
tenet of labor doctrine, a brief overview of the historical framework of this
issue is necessary to put the current debate into context.
A. Labor Legisiation Through 1938

In 1840, President Martin Van Buren issued the first executive order
seeking to protect workers; it Iimited to ten hours the work day of laborers
and mechanics on government construction sites. The proclamation met with

wide opposition and suffered fram non-existent enforcement procedures; however,



It establ ished the precedent of federal intervention in the labor market to
correct abuses and buttressed the rights of warkers. But the theory of
laissez-faire, that economic deal ings were privafé contractual arrangements
between parﬂes, was a major barrier to further federa2! !ntervention. =fforts
therefore began at the state level to enact laws protecting workers and their
rights.

In 1861, the first labor law for federal public workers was passed,
upgrading working conditions and pay scales in Navy shipyards. In 1868,
Congress fol lowed wiﬁ an eight-hour per day law for public sector workers,
backed by an executive arder fram President Ulysses Gran'l'."'requir'ing federal
contractors to comply with Thé law in ordér to conduct business with the
government. By 1872, popul ar §uppor+ for the eight=hour day wz= suct that
both the Republican and Democratic platforms had eight-hour clauses. In
1876, the Supreme Court held that campliance with the 1868 federal public
works |laws was‘nof mandatory (U.S. v, Martin); this adverse decision
effectively undercut Congressional action to protect workers. State courts
_also ruled against warkers; in 1880, the California State Supreme Court held
that penal ties for non-canpliance with a public works law were
unconstitutional. This impasse, remained until 1903, when the Supreme Court
ruled that states .did have the authority to set standards for public workers
and could provide penalties for violations.

The next advance in basic warkers rights was wage standards. President
Theodore Roosevelt, a champion of "progressivism," advocated a nationz! minimum
wage. By 1912, eight states had a8 minimum wage law for wamen and children,
but by 1923, only =ich+ rore states had added such legislaticn.
nineteenth century interpretation of =~ s continued *> discourag:

legislation. The Supreme Court ruled against minimum wages (under certain -



conditions) in Adkins v. Children's Hospital (1923), so that most states!
minimum wage laws violated that decision. However, popular support was
growing in many areas; employers voluntarily complied with minimun wage even
after the state laws had been nullified by AdKkins.

The Great Depression inaugurated new and sweeping government intervention
in +he labor market. In his New Deal, President Franklin Roosevel t proposed a
sweeping economic and |abor package, encompassed in the National Industry
Recovery Act (NIRA) of 1933. NIRA gave the President power to set minimum
wage and maximum houF limits for all warkers in the private secort.
Farmworkers were by the Agriculture Adjusiment Act. Roosg&elf argued that the
severe economic conditions jdéfified t+he Act, since the economy was a national
mechanism requiring stimulation by federal action, as granted through the
interstate commerce clause. The Supreme Court, however, felt otherwise. In a
series of decisions, the Court struck down NIRA and other labor laws as well.
In the case of‘MQg:hgad_xL_Eggnlg&_gx‘_ﬂgia_lnggigg (1936), the Court held
that neither the federal govermment nor the states were justified in setting
~minimum wage standards. Such laws were declared to be an arbifrary
interference with due process and the liberty of contract.

Public anger and frustration against the Court mounted, since NIRA and
+he minimum wage had become Immensely popular. Re-elected in 1936, President
Roosevelt declared, "The People, by overwhelming vote, are in favor of a floor
below which wages shall not fall, and a ceiling beyond which hours shall not
rise."6 The result of this determination was the famous "Court=-packing"
scheme, an attempt to nullify the anti-New Deal justices adamantly opposed to
social legislation. The plan aroused tremendous antipathy and nearly
destroyed the virtual unanimity previously enjoyed by the New Deal. However,

+wo of the five anti-New Deal justices shifted ground; one switched his vote



and another announced his retirement. Justice Owen Roberts in West Coast
Hotel v, Parrish (1937 broke the tie and voted to build the Washington State
minimun wage law. The Court had been persuaded to accept the principle of
the minimum wage.

The FLSA was introduced as the successor to NIRA. The FLSA differed
slightly from NIRA, but contained the essenfiél wage-hour provisions.
However, political opposition brought about the Court-packed debate stiffened
Congressional antagonism to the FLSA. While I+ passed the Senate quickly,
the House delayed time and again throughout 1937 and 1938. Roosevel+t convened
a special session of Congress in December 1937, but to no»évail. The turning
point came on May 3, 1938, when Claude Pepper, running for Senator in the
Florida (tantamount to election), soundly defeated his opponent, a vocal
anti-New Dealer. The caﬁﬁaign had centered around the minimumn wage. Pepper's
victory in the ooﬁservaﬂve Soufh was widely viewed as the death knell for |-
opponents of Tﬁe FLSA. Within the month the bill passed. President Roosevelt
stated, "Except for the Social Security Act, it is the most far-reacﬁing, far
sighted program ever adopted here or in any other country."7
B. The FLSA Since 1938

The FLSA as enacted regulated wages, hours, and child labor for employees
of private businesses engaged primarily in interstate commerce. Initially,
the Act covered only about 33 percent of U.S. laborers, or about 11 million
warkers. The FLSA established a Wage and Hour Division within the Department
of Labor (DOL) to administer and enforce the Act, including inspectors with
subpoena powers. The minimum wage was set at 25 cents an hour, to be raised
as necessary by Congress. Amendments in 1961, 1968, and 1974 broadly
expanded FLSA coverage. Currently, approximately 60 million workers are
Covered by minimum wage legislation. Table 1 lists the increases in the

minimum wage since 1938.8



Table 1

Minimum Wage Standards, 1938-81

Legislation Hourly Rate Effective Date
~ Act of 1938 $.25 October 24, 1938
.39 October 24, 1939
.40 October 24, 1945

Amendments of:

1949 .75 January 25, 1950
1955 1.00 March 1, 1956
1961 1.15 September 3, 1961
1.25 Septenber 3, 1963
1966 1.40 February 1, 1967
1.60 February 1, 1968
1974 : © 2.00 May 1, 1974
2.10 January 1, 1975
2.30 January 1, 1976
1977 2.65 January 1, 1978
2.90 January 1, 1979
3.10 January 1, 1980
3.35 January 1, 1981

Source: Jonathan Grossman, "Fair Labor Standards Act of 1938: Maximum

Struggle for a Minimum Wage,™ Monthly Labor Review, Vol. 101, No. 6, June
1978, p. 20.



C. Proposed Legislation

On March 24 and 25, 1981, the Labor Subcommittee of the Senate Labor and
Human Resources Committee, chaired by Senator Dan Nickles (R=OK), held
hearings on several bills to amend the FLSA of 1938. While the bills vary,
the Iegisléfive intent of each Is the same. Table 2 summarizes the main
provisions of the major subminimum proposals before the 97th Congress. All
the bills were introduced as amendments to the FLSA of 1938. This is
necessary since the Act is the legislative authority for the minimum wage.

All the proposed legisiation follow a similar track: a 15 to 25 percent
reduction In the minimum wage for teenagers, a six=- to 12-month coverage
period, and penal ties for employers who violéTe the law by paying less than
the subminimum, or chse, engage In "substitution" — replacing older workers
with teenagers to take advantage of the youth differential, and/or replacing
youth with younger warkers once they become too old or complete the period -

during which they may receive a subminimum wage.



Table 2

Camparison of Major Subminimum Wage Proposals

Sen. Percy

Provision Sen. Hatch Rep. Campbell Rep. Simon
(S. 348) (S. 430) (H.R. 157) (H.R. 20001)
Percentage 75% ($2.50) 85% ($.85) 85% ($2.85) 85% ($2.85)
of Minimum
Wage ($3.35)
Age Range 16-19 16-19 16-19 16-18
Max imum 6 months 6 months 1 year 6 months
Length of
Empl oyment
Under Sub-
minimum
Wage
Penal ties Up to Up to Employer Employer
for Non- $2,500 for $2,500 for must pay must pay
Campl iance first first lost wages lost wages
offense; up offense, and/or and/or
+o $10,000 $10,000 for overtime overtime
for each subsequent paye. pay.
subsequent of fense; em=
offense. ployer must
pay lost
wages and
overtime
pay.

In addition, all the bills provide that the subminimum wage rate is not in
effect 1f an individual has worked for the same employer for more than the
specified length of time or already earns minimum wage or more (i.e., NO

retroactivity for youth 16-19).
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The subminimum wage debate underwent a relatively swift rise and fall
during the Spring of 1981. Several factors accounted for this. While
President Reagan gave strong encouragement to youth differential proposals,
particularly in the early days of his Administration, several senlor officials,
such as Budget Director David Stockman, indicated their reluctance to pursue a
youth differential until the budgéf and tax cuts were resolved in Congress,
feeling It would divert Congressional attention and stir needless controversy.
Apparently, President Reagan found such arguments persuasive, as his public
endorsements of the broposals waned noticeably as opposition stiffened. In
addition, business interests, particularly Iabor-infensivefindusfries, worried
that the price of a youth differential mighf be of f-setting an increase in
the basic minimum wage, a cost viewed by them as unaécepfable. Therefore,
both the Administration and business interests made less than an al |-out
effort to support Senator Hafch} the White House preferred to await the
outcome of ifs‘eéonomic blan ;6 Congress, and business realized the cuts would
serve as an effective Ilimus test to help them guage the mood of Congress.
‘.Yef Senator Hatch pushed ahead with a youth differential last March,
regardless of the Administration's wishes, and is likely to do so again. The
passage 6f President Reagan's economic progran in 1981 indicates that the path
may be clear for renewed youth differential initiatives fram all sides, once
the budget debate is concluded in the Summer of 1982.

Political observers note that the Administration must still formulate a
comprehensive emplo&menf policy. The new employment and training legislation
now nearing passage, coupled with President Reagan's belief that the federal
government should do less and private industry more in providing jobs for
American youth, as well as his own continuing adherence to the subminimum wage

of forthcoming federal youth employment and training policies. -

11



At the present time, however, no further action has been taken by either
the House or Senate on the subminimum proposals, although the issue is
expected to arise again, perhaps in conjunction with the various "enterprise
zone" bills now pending, no schedule for future legisiative activity on the

issue has yet been established.

111, THE ISSUES
A.  Proponent Perspective
The concept of a youth differential amendment to the FLSA is both
controversial and camplex. Simply, stated, a subminimum wage is designed to
slash youth ;nemploymenf'by permitting private employers to pay youth below
+the minimum wage, at least for a specified initial period. Thus, proponents
argue, while individual teenagers would be paid less, overall, more teenagers
would have jobs, since this differential would give employers the incentive: to
hire other you%h who previously were not af fordable and/or cost-ef fective due
+o minimum wage requirements. Proponents assert that, historical ly, the
minimum wage has been largely responsible for youth unemployment. As the
| minimum wage has climbed, the wage paid has exceeded the val ue of the worker,
since youth are typically unskilled and inexperienced, and thus are initially
less productive than adults. Advocates maintain the result is a form of
double jeopardy for employers == the fraining youth receive on the job is
costly in both time and money, yet federal law requires that employers pay a
minimum wage to a teenager who indeed may only be "worth™ $2.50 per hour
rather than the current minimum of $3.35. Advocates believe this is
particularly true of minority youth, who with def icient educational and
employment backgrounds typically have even less skills to offer.
It is argued that as operating costs have multiplied over the years, seen

in rising interest rates, inflation, energy and raw materials prices, business

12



has found it increasingly difficult to turn a profit. Compounding the costs
has been the steady climb in union wages and the basic minimum wage. During
downturns in the economy, businesses institute cost-saving measures. Among
these, particularly in labor-intensive industries, is elimination of
marginal, minimun wage scale jobs.

Supporters of a subminimum wage claim thousands of jobs have been
eradicated in this way, and that tfraditional youth-oriented jobs (such as
service station attendants, movie ushers, supermarket baggers, and many more)
have disappeared or been greatly reduced as Increases in the minimum wage have
made their cost prohibitive to an employer.9 Statistics are cited which
point to a drop of approximately one to four percent in féenage enpl oyment
(depending on the Qudy)10 for each ten percent increase in the minimum
wage. The minimum wage has been counter-productive, advocates claim,
inevitably forcing business to eliminate traditional entry-level jobs for e
youth, discrimfnafing against teenagers who camprise 30 percent of minimum
wage jobs, and inexorably squeezing them out of the labor market.

A youth differential of 15 to 25 percent, proponents assert, would give
business the incentive to reinstate these lost jobs, while creating thousands
of new ones.11 Youth would be trained and develop skills and invaluable
work habits. In this respect, minority teenagers in particular would benefit
from a youth differential. Production would increase, prices would come down,
inflation would lessen, and teenage employment would rise substantially.
Supporters claim thousands of jobs would be created; figures range from
100,000 to 400,000 for a 25 percent reduction in the minimum wage.12
Supporters of the youth differential believe that job displacement (either

cel iberate substitution or regular employee turnover) of non-youth would not

13



be great, and in any case penalty provisions within this legislation would
deter employers seeking to abuse the program.
B. Qpponent Perspective

Opponents of a youth differential advance several arugments about the
minimum wage issue. First, they s+eadfas+|§ disagree that the minimum wage
has been a primary cause of youth unemployment. Same job loss due To the
minimum wage has been detected, but opponents claim this is inevitable, and in
any case its figures are substantially lower than those cited by supporters of
a subminimum wage. |

Second, they maintain that the youth differential is a superficial
economic tool uﬁable to créa+e the +housahds of jobs envisioned by proponents.
Opponents cite as proof the fact that many economic analyses, chief among them
those of the Minimum Wage Study Commission (MWSC), are unable to conclusively
val idate proponent claims as the widespread job-creating potential of a youth
differential. o

Third, opponents believe proposed beneficiaries would gain the least;
» +hose industries which are the primary employers of youth are those who would
prosper. Opponents maintain the food service and retail trade industries
would reap windfall profits fram a youth differential .13 The fast-food
chains, among the nation's largest employers of teenagers and many of them
long-standing proponents of a youth differential, are cited as an exampile.
Moreover, opponents are concerned that, absent targeting provisions within
subminimum legislation, there is no guarantee that industry would hire
additional youth, particularly minority teenagers. Opponents are convinced
the only sure effect of a youth differential would be a substantial reduction
in labor costs to youth-intensive corporations.14 Opponents believe the

+rue reason labor-intensive industries have lobbied so vigorously for a -

14



comprehensive youth diffferential is not so much to lower youth unemployment
as to raise their profits.

Fourth, opponents state that a youth differential policy would displace
older workers by younger ones — the "substitution effect."™ They brand as
absurd asser?fcns by Congressional and business supporters that the penalties
carried by the bills will deter abuse by amnployers. Opponents contend that
even if convicted, the employer could reap financial gains that would far
outweigh any monetary penalty. Further, opponents counter as specious
business contentions that it would be sel f-defeating to hire and train young
workers, and then fire them at the end of six months; fhey"main'fain the work
to be performed at the minimum wage simply is not that difficult to learn, so
employers would lose nothing and earn profits by firing teenagers after six
months.15 Opponents claim those most |ikely to be displaced are adults over
20 who currently canprise 70 percent of the minimum wage workforce. 7=
Opponents assert that older workers, many with family obl igations, would be
replaced by employers seeking cheaper labor, who would then fire those

teenagers as they too reached the trigger age of 20, Those opposing a youth
| differential state that enacitment would simply redistribute unemployment and
lessen purchasing power of |ow=income workers.16

In addition, opponents reject a subminimum wage because of its civil
rfgh+s implications. They argue that a youth differential is income and age
discrimination, creates a "subclass" of workers, and violates the long=held
principle of equal pay for work.17 Further, opponents maintain that a youth
differential is discriminatory towards minorities in that it would have a
disproportionate impact on Hispanic and Black.feenagers and it would open the

door to further legislated discrimination against other targefed groups,

purportedly to "aid" them as well.18 .
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Another major argument against youth differential, opponents state, is
that it is simply a bad idea at the wrong time. The demographics of our
popul ation have changed. Due to decreased birth rates over the last 20 years,
+here will be substantially fewer teenagers entering the labor market in the
1980s +haﬁ in the previous decade. Therefore, opponents state, youth
unemployment will lessen of itself, obviating the need for a youth
differential.
C. Review of fhe lssues

Questions relaféd.fo,fhe youth differential include: (1) the minimum
wage and youth unenpléymenf, (2) job creation, (3) substitution, (4) legal and
constitutional issues, (5) economic issues, and (6) denogfaphic issues.

1. Relationship Between Minimum Wage and Youth Unemployment

Over the years, more than two dozen major studies by economists have
examined the effecfs_éf the minimum wage on youth unemployment. A central --
issue lnvolves‘calculafing the extent to which employers regard a minimum wage
as an instrument that pays teenagers more than they are "worth" in ferms of
productivity, or simply more than the employer can afford, with the result
that jobs are el iminated or go to adult workers viewed as more productive.
While many economic approaches pnd methodologies have been used, often
resulting in widely varying conclusions, on one point a consensus has emerged:
.séme degree of unemployment, particularly for youth, is caused by federal
minimum wage requirements. What is disputed is the percentage of
disemployment.

Most of the above studies have estimated that for every ten percent
increase in the minimum wage, teenage employment has dropped one to four
percent. After a thorough review of the past |iterature, the MISC has founc &

much smaller disemployment variable for youth -- barely one percent for every
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ten percent increase in the minimum wage.19 The Commission and others have
found that crucial factors were not considered in models which indicate higher
percentages of teenage unemployment and thus "prove" the damaging effects of
the minimum wage. As noted, by Erik Payne Bufler, Senior Research Associate
at fhe-Cenfer for Public Service at Brandeis University, and former Executive
Director of the Carter Administration's Vice President's Task Force on Youth
Employnent:

Those who favor the differential attribute job losses among youth

to the increasing minimum wage, and argue that a lower subminimum

would reverse job losses. The evidence suggests to me that both

the losses and the implications drawn for policy are wrongly re-

lated to the minimum wage. Indeed, once the growth of government

empl oyment programs and the increase of wamen in the labor force

are factored in, net job loss is neglible.20
Results from several studies s+r§ngly suggest that previous analyses wére
biased towards overstatement of the effect of the minimum wage.21 A review
of the major pro-subminimum studies and the subsequent critiques reveals fhﬁ?
in many instances these treatments ignored demographics and used methodologies
which neglected such crucial factors as income transfer payments (welfare and
other government subsidies) and the annual enlistment in military service for
hundreds of thousands of teenagers.22

An econometric model often used to support a youth differential weighs
only the demand for labor, and not the changes in supply; this negatively
distorts the impact of the minimum wage, since the bulge in the youth labor
force due to the "baby boom™ has been a significant factor in youth
unemployment. As an example, in his often-quoted study, proponent Professor
Walter Willians measured the ratio of teenage unemployment to total
employment, Since this ratio was rising, just as the total number of

teenagers was increasing relative to the number of adults, Willians simply

deduced that the minimum wage was to blame. A review of past trends proves.
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+his false. For seven out of 12 increases in the minimum wage between 1548
and 1979, comparing the teenage unemployment rate for the 12-month period
fol lowing each of these increases with the same rate for the previous year
shows that youth unemployment declined following increases in the minimum
wage.23 Indeed, the original legisiative intent of the FLSA reflected
concern over possible disemnployment consequences of a minimum wage. Seeking
+o postively affect employment, Congress consciously wrote amendments which
required employers to pay warkers overtime for extra hours. This was designed
to exert strong finahcial pressure on employers to hire additional workers
rather than have an ulfuma?ely higher payroll duve to overtime requirements.24

Additional ly, some of +he pro-youfh dnfferenfnal sfudies cite outdated
statistics and conclusions. Many of these references date fram the 1960s and
early 1970s, when econometric models |acked the precision possible today.
Walter Williams' work, "Youth and Minority Unemployment® (1977), is a good ;-
example. His Eiféfions are from pfeQious studies conducted in 1962, 1965,
1969, and 1972. Williams, a Black econamist, is a leading proponent of a
VyouTh differential, and his work and statements are often used by
Congressional supporters to advance the subminimum wage argument. In its
working papers,'fhe MYSC points out that inherent data limitations weaken
pro-youth differential conclusions. Accarding to the Commission, some have
failed to account for employment sectors uncovered by the FLSA, some are
unable to include information on state minimum wages, and some suffer from
incomplete or unwarranted assumptions.25

2. Youth Differential and Job Creation

Congressional backers and the business community are most enthusiastic
when discussing the potential of a camprehensive subminimum wage to create

jobs for youth., The figures cited by advocates vary widely, however; a review
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of past studies indicates that the estimates are based on approximations or
predictions resting on econamic assumptions which have yet to be validated.

The available empirical evidence to support either side of this issue is
thin. The MWSC has stated that after three years of research, the goal of
defining a youth differential in terms of aggregate numbers of jobs created
"remains elusive."26

Senior MISC Economist Charles Brown summarized his findings on |abor-
demand effects by péinfing out, "The preceding pages' central message on the
demand for teenage lébor."27 The Commission makes a further point,
significant in its implications. While a youth differential might create some
youth-oriented jobs, it would not conversély lower high teenage unemployment.
The Commission states, -

One should pot assume that each addition to teenage employment

will lead to one person reduction in teenage unemployment; pre-

vious work suggests that the effect on teenage unemployment could

be quite muted,. even if the effect on teenage employment were

significant.28

According to economist Daniel Hamermesh of the University of Michigan, a
‘youfh differential of 25 percent would produce 381,000 teenage jobs.29 The
Hashington Post summarized several estimates and conciuded that Senator
Hatch's 25 percent proposal would create between 85,000 and 255,000 teen
jobs.30

Youth differential proponent Robert Bradford, Vice President of the
National Restaurant Association (NRA), whose members are the nation's largest
employers of youth, employing nearly 1.5 million, in his written testimony to
the Senate Labor and Human Resources Subcommittee, answered the question of

how many jobs a youth differential would create by saying, "Frankly, we do

not know,."31
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In a December 1980 interview in U.S. News and ¥orld Report, Professor
Walter Willians was asked how many jobs would be created by a youth
differential. He stated, "There is no theoretical evidence to answer that
question."32 In the same inferview, in response to the question of how | ow
a subminimum wage would need to be to af fect youth unemployment, he said,

| would argue for one that was 60 to 70 percent of the adult

minimun wage =- which fransiates to $2 to $2.35 an hour as of

January 1981. We would nesu a fairly big differential to make

a dent in the unemployment problems of young peopl e.

Thus a leading academic proponent of the youth differential states that a
minimum wage reduction larger than the proposed 15 to 25 pgrcenf would be
desirable for significénf impact on youth. unenployment. lf this is frue,
enacting a 25 percent réducfion mi§h+ simbly cut wages for |low-income workers,
while failing to provide additional jobs as asserted.

Proponenfs'mainfain that the marginal youth-oriented jobs which have been
el iminated over the years would revive under the youth differential incenfi;e.
The question is: What happened foAThose jobs? There are three possible
answers: automation, self-service, or loss of services. All Indications are
- +hat consumers and employers alike have adjusted +o0 most of these changes;
will é business consider it desirable to incur additional labor costs to
reinstate such jobs? The arguménf is that more staff means more service, and
more service means Increased business. Yet, according to testimony by the
NRA, the National Federation of Independent Business, the American Federation
of Bakers, and other witnesses, even small increases in the minimum wage
force them to cut services, staff, and production.33 Will small decreases
in the minimum wage lead fo reinstatement of fhese jobs?

Another issue casts doubt on the job-creating potential of a

camprehensive youth differential. Proponents contend that business would hire

additional youth at 25 percent below +he minimum wage. An equally impor tant
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question is: Would teenagers work at the subminimum wage in large numbers?
Evidence indicates they would not. A study by the Work in America Institute
of New York strongly suggests that minority teenagers in particular find
little enough incentive at the minimum wage, let alone a subminimum. The MWSC
al so examined the question by analyzing the "reservation wages" of youth --
the lowesT wage teenagers stated they would accept on job applications and in
surveys. In 1976, only 1.9 percent of teenagers in school, and 4.1 percent of
all unemployed teenagers, said they would be willing tfo work at 75 percent of
the minimum wage.34

The 1979 National Longitudinal Survey (NLS) Survey of Youth also explored
the issues of reservation wages and youth willingness to work at subminimum
wage. The youth participating in the survey were asked about their
willingness to accept full-fime enployment in each of seven different types of
work at $2.50, $3.50 and $5.00 per hour. Substantial proportions of the youth
indicated a wfilingness to work at a wage that was approximately one-seventh
below the minimum wage. At $2.50 per hour, 21 percent of the youth indicated
that they would be willing to wash dishes, 20 percent would work in a factory,
20 percent would work as a cleaning person, 33 percent would work at a
check-out counter in a supermarket, 23 percent would clean up their
neighborhoods, 31 percent would work at a hamburger place and 38 percent would
wérk away from home in a national forest or park.35 Although some jobs are
clearly more popular than others, the figures for the two jobs which are part
of the federal govermment youth employment and training programs (cleaning up
neighborhoods and working away from home in a national park) are misleading
for minority youth. Minority youth, particularly Hispanics, were less willing
than ¥hite youth to accept these jobs, even at $5.00 per hour. Thus, at least

same of the job opportunities available in govermment programs for youth are
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less appealing to minorities. Still, minorities, particularly Black youth,
were more willing than White youth to accept all of the five private sector
jobs at each wage rate.

The cumulative evidence is clear: there is no reliable estimate stemming
from empirical data as the job creation resul+s of a youth differential.
Further, in testimony, several leading proponents on the youth differential
acknowledge that assertions of |arge-scale youth differential=induced job
gains are "still speculations, not hard evidence."36 Written Congressicnal
testimony by the NRA sfa*és, "So many factors affect business abilify to
create jobs -=- taxes, interest rates, the general state of “the economy =-- that
any accurate prediction is impossible."37' Supporters bel{eve the subminimum
wage should be enacted regardless of knowledge gaps concerning the job
creation impact of a youth differential. Opponents, on the other hand,
beljeve the lack of assurance that many teenage jobs will be created is
sufficient reaéon not to énacf a youth differen+ia|; since they point to
negative effects of lowered income levels under the subminimum wage

'legislafion.

The con+enffon that a YOufh differential would particularly affect
minority youth in a positive manner is also suspect. Indeed, an untargeted
youth differential could have a substantial ly negative effect on minority
y§u+h. The Carter Adminisfrafion'g Vice President's task Force on Youth
Employment cited studies suggesting that by 1985, one-third of all minarity
youth who have worked will have done so at a fast-food restaurant.38 In and
of itself, this fact would not be harmful, since youth employment specizlists
note that early youth work experience is vital To future soci-econamic

advancement. However, a youth differential which does not significantly

increase minority teenage employment within the very industry where a large-
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percentage of that populafion is situated can only underscore opponent fears
as to the damaging impact of widespread lowered incame levels for a youth
population tightly concentrated in one industry. Even if a youth differential
is enacted and thousands of jobs are created, no provisions exist within the

proposed bills to insure that those who need employment the most would

actual ly receive it. Without sane form of targeting within the legislation,

past experiences demonstrate that minority needs will not be adequately
addressed, and White youth, who have substantially lower unemployment rates

than Hispanics and Blacks, will be the main beneficiaries of a youth

r

differential.

A majar probleﬁ fof minority feenagefs is that there is |ittle work left
in many inner cities fo bé sfﬁhhlafed by a submfnimum wage. Over the years,
industry has fléd +he.cen+ral cities, resulting iIn +ﬁe suburbanization of jobs
in largely White areaé. Eveﬁ %asf-food restaurants seem concentrated in the
suburbs. Empiayhenf'ffgdfés'during the mid=-1970s show consistently higher

employment rates in suburban as opposed to central city areas.39 Scme 41

percent of non-White youth and only six percent of White teenagers live in

poverty areas of metropolitan areas.40 Cities like East Los Angeles,
Detroit, Miami, New York, and Chicago, have minority youth unemployment rates
averaging 30 to 40 percent. Such minority youth face major barriers to
s&burban emp|oyment due to the lack of transportation and/or costs of
commuting. Also, the logic behind traveling long distances to work for less
than the minimum wage is dubious at best. Thus, a youth differen+ial probably
would benefit largely White, not minority, youth.

A critical concern remains racial and ethnic discriminetion, which
considerably exacerbates high youth unemployment. The Vice President's Task

Force on Youth Employment found that about half the difference in employment

23



status between White and Black youth cannot be explained by differences in
personal characteriastics.41 The Equal Empl oyment Opportunity Commission
(EEOC) has amply documented the overwhelming evidence of racial ly motivated
job discrimination. Thus, ghould Jobs be created which are accessible fo
minority youth, without precise federal targeting and strict penalty and
enforcement provisions, a youth differential would leave minority youth
vulnerable to job discrimination. Employers could "pick and choose" along
racial lines. Further, a youth differential would pift minority youth with a
history of deficienf'educafion and employment skills against better-prepared
White youth. Hispanic youfh in parficular share this fear,” since they are
least educaﬂonal ly equipped ;f all Teenage groups. Among Huspanlcs, two of
every flve youth have naf cunplefed hlgh school as opposed to one out of every
seven White youth.42 So long as.*here continues to be far more youth than
there are jobs, there is no assurance of major galns in JOb opportunities for
Hispanic, Black, or other minor!fy youfh under a subminimum wage. Thus, youth
differential job creation may well prove an elusive benefit, especially for
minority youth.

3. Substitution Effects

In assessing a youth dlfferen?ial, the substitution issue is a critical
concern. There are two forms of substition: substitution of teenagers for
ofher teenagers, and substitution of teenagers for adults. As envisioned
under the proposed youth differential bills, teenager for teenager
substitution occurs when employers hire youth 16-19, and then fire them
sometime prior to the day they beccme eligible for the full minimum wage
(after six months in most of the proposed legislation). Employers then hire
additional youth to replace those let go -- in effect a revolving door. Youth

for adult substituticn occurs when adults are fired to hire cheaper subminimum
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wage youth, and/or when the employer hires a youth at the subminimum wage
rather than an adult at the full minimum wage.

Proponents maintain that this would not occur =-- business would find it
sel f-defeating to hire and then train youth, simply to fire them after six
months. Senator Hatch states that anyone believing substitution would occur
"reflects unsubstantiated pessimism"43 in business intentions. Robert
Bradford of the National Restaurant Association has testified that retention
of employees is é top priority for any business, and that high employee
turnover is unproflféble and detrimental to business efficiency.44

Despite such asseéfions, however, existing facts give ‘cause for serious
concerns. First, Iabor-infenslveQindusfries already experience a high
turnover rate. The fast-food businesses has a 30 percent annual turnover
rate, yet this industry has wlfnessed a steady upward growth over the years
(since 1970, an average of 16 percenf dollar volume increase), so labor 3c
turnover apparen?ly is nof'a major hindrance to expansion.45 Many youth jobs
require little skill fraining or experience. So hiring and firing youth to
reach and maintain a substantial reduction in labor costs is a real
possibility. Further, past business practice indicates that given the
opportunity to capitalize on lower labor costs for increased profit, some
labor-intensive industries would abuse a youth differential .46

" Though there is more empirical evidence on adult substitution, the
results are ambiguous. The MWSC exanined several frequently cited studies in
its analysis of adult substitution. One, by Alan Fisher (1975), concluced
that a 15 percent youth differential would result in "trade-off" of about
500,000 adult jobs lost to establish 800,000 to 900,000 youth jobs. The
Comission considered this study to be based upon data which are
"conjectural ."47 The Commission also reviewed Daniel Hamermesh's study, -

which says there would be only modest substitution of teenagers for adult
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workers. The Commission states obliquely that such assumptions do not follow
precisely from these data.48 Several econamists have expressed views on
adult substitution which seem to contradict their beliefs in the value of 2
youth differential. Dr. June O'Neill, Director of Policy Research at the
Urban Institute, testified that substitution was a factar fo be weighed in
considering a youth subminimum wage, since "...a youth differential could
adversely affect the employment of low=-productivity adults. The possible
size of this adverse affect is not known."49

Campounding fhé problén is the fact that adult substitution can be
analyzed two ways — ffan a pufely theoretical standpoint, which allows any
employer to hire any teenager at a given subminimum wage, and fram the
proposed legisléfion, whiéh has cons+ra;;+s, such as a six-month subminimum
pay period and panelty provisions. Generally, the Commission stated that
time-period differenf?ais would.probably be less effective than unresfricfeg-
ones in creafihg jobs, bu% wbuld cause less displacement of adults.50

Assuming that some substitution would occur, what jobs and which adul ts
would be most subject to such substitution? The evidence points to +hose‘
adults who currently hold minimum wage jobs. During the second quarter of
1980, teenagers 16-19 were 31 percent of all minimum wage workers.>1 Adults
over 20 camprised 69 percent. Particularly vulnerable to displacement are
those adults ages 20 to 24 who compose the next largest minimum wage
population, at 17 percent. This group would feel displacement especially
severely since many are young heads of households, often with dependent
children, and are often poor; in 1978, over 20 percent of all househcl d heads
working at or below the minimum wage had Incomes below the officizl poverty
level .52 Additionally, certain population subgroups within this adult grcup

are particularly vulnerable to substitution, some disproportionately so. Due
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to their unique demographic characteristics a generally youthful population
-- mean age of 20 years, as opposed to 30 years for non-Hispanics = adult
Hispanics are exiremely susceptible to displacement, by non-Hispanic and
Hispanic youth. DOL statistics reveal that, overall, both adults and teenage
Hispanics are more concentrated than the total population in service and
operative occupations paying at or just above the minimum wage.53

Women are also especial ly threatened, since nearly two-thirds of workers
earning the minimum wage or less are wamen. Just eight percent of employed
men as compared withIB.percenf of working wamen eérn the minimum wage or
less; ﬁéarly half the wamen aEe 25-64 years of age, many of them heads of
househol ds.54 Wamen also hold 34 pefcenf'of all part-time minimum wage
Jobs.55 This means that adult wamen would be pitted against teenagers for
subminimum wage positions. Since paff—fime workers are much more likely to be
earning the minimum wage-or leés, Hispanic working wamen are particularly
threatened by éubs*ifufion, since they are considerably younger than their
non-Hispanic counterparts, and have on the average at least one more child
than non-Hispanic females. This is especially significant in light of the
increased labor force'par+icipa+ion of Hispanic women. From 1973 to 1977, the
number of working adul+t Hispanic wamen grew by nearly one-third, far oufpaciﬁg
the increase for all other women.56 This trend has continued unabated.
Moreover, adult Hispanic women are largely concentrated in two of the
lowest=paid occupations, clerical and ontransport operatives; in 1977, more
than half of the all adult Hispanic wamen were employed in these two
occupations.57 These minimum wage job positions are also among the most
likely entry-ievel jobs for youth paid the subminimum wage. In the seconc

quarter of 1980, Hispanics, Blacks, and other minority adults were also
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especial ly likely fto earn minimum wage; almost one-fourth of all minimum wage
earners were minorities and 17 percent were minority wamen .58

Both House and Senate versions of the youth differential carry penal ties
against employers who engage in substitution. To be affective, such provisions
would need enforcement mechanisms, a monitoring capability, regulations for
proper administration, and inspectors to ensure campliance. Yet, political
observers point to the current Administration's anti-regulatory stance,
especial ly in tferms of the business comunity, and question whether such
strong enforcement i§ a real possibility. Observers note that the regulatory
powers of several federal ageﬁcies éfe being significantly curtailed.59
Based on these signals, opponents fear that a youth differential would lack
adequate eﬁfcrcéméﬁf-provisioﬁs.

This view is substantiated by past events. Only twice in the past 20
years have anti-substitution cases been instituted under the existing :
ful I-time subm}nimum progfan.GO Conéerning a youth differential, the MWSC
states, "prohlbitions against substitution are likely to be largely
ineffective...or difficult to enforece."61 Even should employers be fined,
+he penalties might simply be absorbed by the offendeg; youth differential
profits might more than compensate +he business. Currently, the restrictions
within the full-time student program are non-punitive; violators cannot be
prosecuted by class-action suits or deterred by the threat of double or friple
damages if found guilty. Given the large number of teenagers who would be
involved in a youth differential were enacted, an employer might easily abuse
the program, while avoiding mul fiple penal fies.

4. l | | C I.'l . L]

A major point of contention in the subminimum wage debate is its

implications regarding Constitutionzl protections. Same legal ist opponents -of
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a youth differential believe that, as introduced, the bills not only run
counter to the legislative intent of the FLSA, but also violate the due
process and equal protection clauses of the Constitution.

While it will take considerable effort to determine the constitutional ity
of any youth differenfial bill, several issues can be raised. The
‘long=established student minimum wage (1961) might seemingly give legitimacy
to a comprehensive subminimum, but in fact it does not, since the full-time
student is in a learner category, designed for apprentices. The many other
exemptions to the FLSA are based on similar narrow conditions. The broad
qualitative difference between such exemptions and a ccmpréhensive youth
differential is the underiylﬁg generalizafion that because one is a teenager,
the work performed is worth 'ééé than that of others performing the same job.
In light of the wcrdihg in the Equal Pay Act of 1963, it seems cliear that the
legislative intent of Congress was to affect minimqm wage coverage positively,
rather than neéafively, by mandating equal pay for equal work. After three
years of study, Minimum Wage Study Commission Chairman James O'Hara stated

...the payment of a subminimum wage to a particular age group is

so at conflict with the basic purpose of the Act and the require-

ments of social justice that It ought to be rejected as a policy

option even if we thought it would substantially reduce youth un-

empl oyment,62

Opponents assert that this arbitrary and discriminatory delineation of a
youth wage rate becomes even less justifiable when weighed alongside the many
governmental findings documenting that racial and ethnic discrimination is a
root cause and a major factor in minority youth unemployment. Moreover, many
youth, by the age of 18, use their income not for "pocket change" but for
basic needs such as femily and personal support or college tuition. To stete

that the work they perform is less valuable solely due to their age violates

the principle of equel pay for equal work. In essence, a youth differentizl-
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would create an extensive subclass of teenage workers, marked by their lcwer
wage rate.

In addition, civil rights lawyers note, long-term implications need fo be
considered. A youth differential could open the door to further legislated
discrimination against selected groups, purportedly to "aid" them as well. If
youth can be "helped," then additional "opportunities" can be enacted to
benefit Blacks, Hispanics, and others. A youth differential, they believe,
would establish a dangerous legal precedent, difficult to overcame.

Moreover, the ﬁinimum wage is important because it protects unskilled
workers.who are without union representation fram undue exploitetion, giving
them bargaining power they would not otherwise have. The minimum wage was
created to prevent wages from being dfiven below subsistence levels; it
continues in that funcfion today, particularly for retail trade and food
service workers. To'éﬁacf a camprehensive youth differential, say labor
| eaders, means‘pofenfial discrimination against | ow-Income workers, with
dangerous long=-term legal and economic implicafions.

5.  Economic lssues

There are several other economic arguments which arise within the context
of a youth differential. Confipued inflation has eroded the real value of the
minimun wage. in 1967, the minimum wage was $1.40 an hour, the current
minimum wage of $3.35 per hour is worth only $1.29 in 1967 dollars.63 After
adjustment for inflation, the minimum wage has only doubled in real value
since 1938, while the minimum wage itself has mul tiplied many times over.

Tables 3 summarizes this relationship.



Table 3

Value of the Minimum %Wage

Year Minimum Wage Value in Constant
Dol lars
1938 $0.25 $0.25
1939 0.30 0.30
1945 0.40 0.31
1950 0.75 0.45
1956 1.00 0.52
1961 1.15 0.54
1963 - 1.25 0.57
1967 1.40 0.60
1968 1.60 0.66
1974 2.00 ‘ 0.58
1975 ' 2.10 0.57
1976 2.30 0.58
1978 , . 2.65 0.59
1979 2.90 0.59
1980 : 3.10 0.56
0.57

1981 - 3.35

Source: James.W. Singer, "A Subminimum Wage - Jobs for Youths or a Break

for their Employers?" National Journal, Vol. 13, No. 4, January 24,
1981, p.146.

A full-time minimum wage worker now earns $6,968 a year, about 3500 less
then the federal poverty level for a family of four, and 43 percent of minimum
wage earners are members of families that have an annual income of less than
$10,000 a year.64 In terms of purchasing power and real dollar value, then,

2 25 percent subminimum cut would further reduce the already weakened state of
the minimum wage, especially in Inner-city areas, where large numbers of
low-wage earners live and work. |f substitution of adults by teenagers were
Yo take place, local purchasing power would drop accordingly, further eroding
the economic base of the inner cities. A youth differentiel could have
debilitating economic effects because it would reduce the demand for goods and

services by plecing less disposable income in the pockets of mil lions of



low=income workers who earn the minimum wage. Economists note |ower wages
create a decrease in phrchasing power in the camunity, forcing employers to
produce less and hire fewer workers. This cycle was repeatedly enacted in
large cities during the Great Deparession; wages fell so low the aggregate
level of demand plummeted as well, which created a negative economic ripple
effect throughout the community. Already econamically distressed areas like
inner-city barrios and ghettos can ill afford a loss of either services or
jobs.

Further, youth ére not any less susceptible to inflation than adults;
except for the rare student discount (applicable only fo in=-school youth),
teenagers are as vulnerable to the economy as anyone else. A youth
differential would force a teenager to meet inflation and rising costs with 25
percent less in his or péckef. Many teenagers are male or female heads of
househol ds who are supporting children, while others are using the income fo
supplement Icw‘parenfal wages or save for schooling. A youth differential,
coupled with possible substitution after six months, would lower wages for
teenagers, who can least afford it. Hispanic youth in particular il lustrate
this scenario. Hispanic youth are more likely than Blacks or Whites to live
in families with incomes under $10,000.65 1In 1979, 24 percent of all
Hispanic youth aged 18-21 were living independently of their families, and 41
p;rcenf in the same age group were married and/or had children; Hispanic youth
aged 18-21 were in fact most likely of all groups to have established their
own family.66 Clearly, a youth differential, coupled with steady inflation
and the substantial financial burdens entailed in family support, could
further erode disposable income of Hispanic teenagers and young adulfts.

A youth differential may serve not as an "opportunity" or "incentive,"

but as a disincentive to work. Over the years, the minimum wage has served -
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to protect societal work values by striving to make work more lucrative than
dependence. A Gallup Poll taken in February 1981 found that almost 60 percent
of youth aged 18=-24 (the poll did not survey.feenagers 16-18) opposed a youth
differential and nearly 70 percent of Black respondents were against a
subminimun wage.67 If youth do not view lower wages as an opportunity for
employment, a shift tfo income support systems like wel fare could occur. In
addition, if the real value of the minimum wage falls, or a 25 percent
subminimum is enacted having the same effect, Teenége workers will become
eligible for more gerrnmenf social programs. Thus costs may increase for
such programs as AFDC, food stamps, and heal th céﬁe. Without a strong wage
floor, the scales become tipped against wd"k and favor dependence on
increasingly more expensive welféfe programs. A subminimum wage could result
in increased unemployment as these youth drop out of the |abor market, spurred
by the realization Tﬁaf the income gained from welfare exceeds the rewards ;-
obtained from chk.

An economic argument of subminimum wage proponents is that a youth
»differenfial would give teenagers the opportunity to learn skills and receive
training, making them more productive and valuable, while compensating the
employer for the cost of their training. Hence in six months, they are
"worth" the full minimum wage. Senator Hatch and other proponents have
contended that since minimum wage jobs are dead-end, a youth differential
would provide the incentive to employers to provide more training to
teenagers. However, the MWSC finds the evidence mixed as to whether a youth
differential would affect training. By definition, minimum wage jobs are
marginal, situated in incdustries where minimzl trzining is offered and minimel
skills are required. Both business and lebor agree that it does not take six

months to learn how to cook and turn a hamburger, or ring up @ purchase in &
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retail store, and it is reasonable to assume considerably less time is alsc
needed for many of the other jobs currently paying the minimum wage. It is
similarly doubtful that the jobs supposedly recreated by a youth differential
(such as movie usher and grocery store bagger) will require six months of
training. The nzture of these jobs offers no persuasive evidence that a youth
differential would spur employers fo increase training for relatively simple
jobs, or that a differential Is needed to compensate employers for negligible
training cosfs during the anployee's initial employment period. However, it
is possible that fhé subminimun wage will encourage ehployers to hire youth
whose lack of job experience and/or poor work habits make them unable to
qual ify for jobs at the minimum wage. It is this possibil ity which leads
proponents to believe that the subminimum wage will benefit minority youth.
The employer's investment in a youth viewed as not initially "worth" the
minimum wage might be made possible given the incentive of a subminimum wage.
The training p}ovided would be that required to enable such youth to perform
adequately and therefore be able after six months to campete for a regular job
(at the minimum wage or above).

6.  Demographic Considerations

One additional factor needs to be considered within the context of a
youth differential. The 20-year push for a subminimum wage reflects
recognition that the youth populzfion has grown tremendously and requires
jobs. The "baby boom™ of the 1950s increased the number of young people 16-24
by 80 percent between 1962 and 1978. In 1977 the youth population peaked at
17.0 million.68 This explosion of teenagers bulged the labor market and
increased the supply of youth, but did little or nothing for demand. The

1970s and 1980s, however, are showing & sharp drop in the birih rate, as
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efforts at zero population growth, changing attitudes towards family size, and
econamic conditions all contribute to a decline in the birth rate.

The Department of Labor predicts that by 1985 the U.S. may well
experience a shortage of youth for jobs in entry-ievel industries.69 This
has serious implications for a youth differential. |If large numbers of
teenagers have caused an over-supply in the labor market, contributing to
unemployment, then it follows that decreasing numbers of teenagers will lower
youth unemployment for the same reason. Thus, the rationale for a youth
differential may wel} become moot in the 1980s. While the smaller youth
population will not of itself solve youth joblessness, it day well ameliorate
the problem enough to permit counter-measures other than the subminimum wage
to be implenen+ed with a greater chance of success..

Anticipated decreases in the youth unemployment rate may not be
applicable to Hiépanics. As a result of a high birth rate, a steady influx of
youthful immig?anfs (primarily Mexican Americans), and the concurrently low
birthrate of non-Hispanics, Hispanics are quite young as a population.
Currently, the mean age for Hispanics is just under 21 years, among
non-Hispanics it is 30 years.70 From 1970 to 1980, the Hispanic population
in the U.S. grew by 61 percent, while the number of Blacks increased 17
percent.71 This sharp rate of growth is expected to continue, and may
result in Hispanics becoming the largest minority by the year 2000. These
demographic characterisitics raise grave concerns among Hispanics,
particularly youth employment specialists, since enactment of a youth
differential would have a disproportionate impact on this population. Clezerly,

then, Hispanics have a special stake in a youth differentical.



IV. EXISTING YOUTH DIFFERENTIAL PROGRAMS AND THEIR IMPL ICATIONS

A. Full=Tine Sfﬁden'l's Certification Program

Most discussions concerning the youth differential neglect mention, or do
not adequately consider, the fact that a subminimum wage program already
exists for a segnent of the labor force: the Ful |-Time Student Certification
Program (FTS), and the Targeted Jobs Tax Credit Program.

The Department of Labor (DOL) operates a program under which employers can
pay full-time high school and college students 85 percent of the minimum wage.
FulI-Time Student Certification Program, it was established in 1961 by
Congress as an amendment to the FLSA. Initially, it permifted retail and
service establ ishments to pay paff-fime students 85 percent of the minimum
wage. The 1966 amendments to the FLSA were further revised to permit
ful I-time student employment in retail and service industries as well as in
agriculture. The 1974 amendments expanded the program +o include colleges ?nd
universities, and the procedufes for employer certification were made quite
simple; essentially all that is required is filling out a DOL form.

According to DOL, in fiscal year 1980 about 28,400 certificates were
issued to establishments employing approximately 495,000 students. Cf these
some 273,000 or 75 percent, were student workers col leges and
universities.72 Other major employers were fast-food and drug chains and
ré+ai| department stores.

Does the FTS have implications for a comprehensive youth differentizal?
While FTS is considered too |imited a model to empirically predict the effects
of a comprehensive youth differential, enough evidence exists to draw some
generzl conclusions concerning the program. To begin with fewer than six
percent of all student workers have been enrolled in the program.73 This

suggests an aggregate low level of interest by employers and potential s

36



student workers alike. Further, evidence shows that those employers who did
use the program filled only about half of the total hours available to them
under FTS. When questioned by DOL, 30 percent of the employers stated they
were already fully staffed, 20 percent could not find youth to work at the
lower wage, and 20 percent had let go employed youth and had not rehired.74
Such low utilization rates bode ill for an expanded youth differential; if
employers would not hire in-school youth, including college students, in great
numbers, what chance would the hardcore unemployed have, especially inner-city
youth? Moreover,vFTs underserves minority youth since 75 percent of those
employed in the program are college students who work at colleges and
universities.

With each amendment to the FLSA sinqe 1961, certification procedures have
been streamlined to the point where only one-fifth of surveyed employers
stated governmeﬁfal regulations were bothersame. Yet program utilization has
remained modest. While i+ might be érgued that a 75 percent subminimum rather
than an 85 percent rate would provide a greater incentive, this considers only
the demand question; the supply of youth willing to work for even less might
not be large, as polls and studies have indicated. Thus FTS has enjoyed
modest success but offers limited lessons for a full-scale youth differentizl.
B. Targeted Jobs Tax Credit

Another program in effect which seeks to |ower youth unemployment as one
of its goals is the Targeted Jobs Tax Credit (TJTC) of 1978. The purpose of
the legislation is to increase private sector employment of certain targeted
groups; nine in all; recipients of Supp!emental Security Income, handicapped
veterans, economical ly disadvantaced Vietnam veterans, econcmically
di sadvantzged youth 18-24, certzin econanically disadvantaged ex=-convicts,

certeain recipients of state or local welfare, economicel ly disadvantaged -
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cooperative eduction youth 16-19, YWork Incentive (VIN) registrants, and Public
Service Employers (PSE) involuntarily |aid-off.

TJTC operates ﬁsing a "voucher" that is given to an eligiblé participant
by an authorized public agency. These agencies assist participants in their
job search and if they are hired, provide the necessary documentations fo the
-employer for ftax purposes.

TJTC ?ennifs employers to claim tax credits on 50 percent of first year
participant wages up to $6,000 and 25 percent of second year wages up to
$6,000, or a total c}edif up to $3,000 and $1,000 per year respectively.
Savings to an employer depend upon his tax bracket. To dafe, over 500,000
people have been employed in TJTC, and youth under the two categories account
for over 80 percent of the certification issued.75 Al though the Reagan
Adminis?rafién stated it was against reauthorization, a coalition of business
groups, minority organizations, labor interests, and Congresspersons were
successful in éxfendfng the program until December 31, 1982.

1.  Problems with TJTC

According to DOL, the Mershon Cenfer, and the General Accounting Office
(GAD), the TJTC has had a number of problems. Employers have responded only
weakly to the fax credit incenfjve to hire targeted groups. As the lKershon
Center stated, businesses" do not appear to be rushing of their own volition
+o use TJTC."76 While the overall program goals were met, it is estimated
that nearly 70 percent of the certification have been retroactive and not new
hires.

Another prcgram limitation has been the size of the tax credit. The
llershon Center incicafes that many more employers woulc be willing to
favorably alter their hiring practices to employ more of the target groups if

the credit were significantly larger. Also, while TITC requires a modest -



amount of employer paperwork, it is more the perception of red-tape than zany
actual paperwark which causes an employer to conclude there are "hidden costs"
to TJTC, thus lowering participation. Problems in implementation of TJTC by
the administering agencies have also lowered program effectiveness. The
Mershon Center has stated that implementaticn has been "lzackadaisical ."77
The mul tiplicity of program agencies has resulted in uncoordinated
implementation and blurred responsibil ity. Another factar discovered was a
sense of skepticism by agency operators at the field level, caused by
inadequate funding énd the lack of strong staff incentives to place
participants. However, in instances where aggressive marketing of TJTC has
occurred, noticeable differences in employer participation rates have been
encountered. Other concerns include the need to reconsider target
populations, as well as'+he desirabil ity of consolidation of all tax credits
into a single program. T

2.  Positive Aspects of TJTC

Despite the foregoing problems within the TJTC, there are several
'canpelling arguments to be made in its favor, particularly within the context
of a youth differential. Perhaps most important, a tax credit encourages
employers to hire certain workers without lowering the wages they actually
receive, unlike a youth differential. In view of concerns regarding the
negative impact of a youth différenfia! on purchasing power and available
disposable income, particularly for low=income minority youth, this is a
critical consideration. Moreover, while a canprehensive subminimun rate
reduces wages for all, the targeting features of a tax credit permit selective
utilization of the program. A Tax credit allows flexibility. Such

selectivity does not exist within the proposed youth differentizl legislation.
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In addition, use of a tax credit can increase employment. As TJTC has
proven, jobs were created for the target population; if retroactive
certifications are excluded, TJTC still produced over 200,000 new hires in its
first 19 months of operation, 55,000 of which were in the more difficult to
place categories other than cooperative education students.78 Indeed, 70
percent of TJTC vouchers and nearly 90 percent of TJTC certifications (those
actual ly hired) have been in the youth target groups == economical ly
di sadvantaged youth and cooperative education students.79 Moreover, TJTC
has shown it could Have a significant impact on those Industries which would
be the most likely targets 6f a youth differential, namely, retail and service
+rades. The Mershon Center states, ™ages for TJTC hires have tended fo be
léss than $4 per hour. The jobs have been drawn largely fram service
industries, particularly fast-food restaurants and hotels, and from |ight
manufacturing firms."80 Thus, while the aggregate number of past new job
hires was Iow,'fhe Mersﬁon Center attributed this more to progran
implementation than non-adjustable flaws in program design. Some of the main
defects have since been corrected by legislation passed in 1981 which
strengthened and upgraded TJTC according to the recaamendations of the Mershon
Center and other agencies. Yoqﬁh differential opponents maintain that the
newly revitalized TJTC could well affect youth unemployment at least as
pbs?ivély as, and perhaps to a much greater extent than a comprehensive youth
subminimum wage.

There are several other favorable elements of a tax credit. One is that
2 credit directly aids a business by providing dollars for reinvesiment back
into operations. This spurs expansicn, and business grouih creates job
demand. Another is that it fosters job retention of employees. ihile warkers

cen of course be let go at any time, a tax credit encourages employers tc keep
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workers during the critical first two years, because the tax savings can be
taken only as long as the employee remains hired. HMoreover, if this

incentive may spur additional job training to facil itate that retention.
Supporters note this provides a more campelling argument for increased teenage
Jjob training than does the proposed youth differential.

In sum, many argue that ul timately, a tax credit is more eguitable to
bcth employers and employees than a youth differential., |t is gradusted
downwards over time, thus reflecting more accurately, particularly for youth,
the faster turnover rates in enfry-level jobs. |t is fairer to youth because
it does not force them to work for less, as does a youth differential. I+ is
fairer to low-income adults in that they become substantial ly less threatened

by substitution, and it still gives a rather generous subsidy to business in

return for hiring youth.

V.  CONCLUSIONS

As the discussion of this pape} clearly indicates, the question of a
youth differential or subminimum wage remains extremely complex. It is
impossible to judge fully the potential impact of a subminimum wage, in terms
of job creation, substitution, gconomic impacts and differential effects on
particul ar subgroups, in the absence of actual experience. However,
sh%ficienf indications exist of the danger of negative impacts on |ow=income
and minority teenagers, and on adults working at the minimum wage level, to
cause groups concerned with youth employment and civil rights to oppose what
could be an extremely damaging national experiment. The Mational Council of
La Raza believes that the present propcszls for a subminimunm wage are |ikely
To reduce job opportunities for Hispanic adults through substitution, as well

as To reduce the economic status of Hispenic youth, -
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