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The American Dream: Living Paycheck to Paycheck
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Abstract

[bookmark: _30j0zll]A debate that has gained traction due to recent economic circumstances is how the United States government should raise the federal minimum wage, and if they should raise it at all. I propose the United States government should raise the federal minimum wage by implementing a living wage or tying the federal minimum wage to inflation. Implementing a living wage would benefit workers as it would cover the cost of living in their geographic area. It would also benefit employers as their employees would be getting paid according to their needs rather than being paid a blanket wage that may not be needed in their geographic area. Tying the federal minimum wage to inflation is also enticing as it would provide steady purchasing power for citizens, ensuring they can purchase goods they need regardless of the situation. Both proposals are better than the current one size fits all model. The one size fits all model does not take into account different local economies and does not account for changes in purchasing power of the U.S. dollar.

The Eye-opening Truth 

Imagine being one of the many hourly-paid workers in the United States. Making sure you max out your schedule to ensure you can cover your monthly expenses, going to work sick because you know you cannot afford to miss a paycheck, and even missing out on important family events to ensure you can put food on the table for your family. Now, imagine you are laid off due to a global pandemic that halts almost every industry in the U.S. economy. You are now wondering if you will be able to eat this week, if you will have a place to live by the end of the month, or if you will be able to take care of your children or loved ones. This reality is, unfortunately, true for many Americans even outside of the Coronavirus pandemic. Only 0.1% of workers making the federal minimum wage can afford a one-bedroom apartment in their area. Furthermore, 20% of these low-wage workers come from poor families, meaning they cannot even get assistance from their own families (Vardhman, 2021). The most staggering and sickening statistic of all is that one in every four Americans was unemployed or living on poverty-level wages in October 2020 (Vardhman, 2021). We need to come together as a nation and find a solution that can help our low-wage and minimum-wage workers. We need to work together to provide a living wage for our citizens, one that ensures they can cover the expenses needed to live in their area. We need a wage that provides secure purchasing power for our citizens, ensuring they can buy needed items no matter the circumstance. The current one size fits all model has not been working for our workers or business owners. It is time for a change, a change that will help workers and business owners alike. A change that will make life better for the American people.

The Framework of the United States Federal Minimum Wage
The United States federal minimum wage was created in 1938 as the Fair Labor Standards Act of 1938. The FSLA was passed by President Franklin Delano Roosevelt to help wageworkers and eliminate or minimize large economic class divides in the United States (Goddard, 2016). The federal minimum wage is a price floor which means no labor can be sold under the set price or minimum. Although there is a federal minimum, states can set theirs higher than this if they would like to, they just cannot go below the federal minimum. The minimum wage was most effective throughout the 1960s, in which its purchasing power allowed workers to save extra money after paying expenses (McGill & Rust, 2021). Due to fluctuations in the real wage, and the purchasing power of the minimum wage, the minimum became less effective in the 1970s and 80s. In fact, from 1981-1990 the federal minimum was not increased at all, despite the purchasing power of the dollar dropping substantially (Goddard, 2016). The most recent change to the federal minimum was in 2009 when the Obama administration raised it to $7.25. Recently there have been talks of raising the federal minimum to $15 an hour. These talks have accelerated due to the coronavirus showing how difficult it can be for low-wage workers to make ends meet during a time of economic downturn. The fate of the federal minimum wage is an issue of interest for President Biden, who promised to pass a $15 minimum wage during his presidential campaign.

 Economists and policymakers have varying opinions about the federal minimum wage. Some believe it is best to leave minimums up to the private sector. They believe this would be effective because businesses are already trending towards paying employees well over the minimum. They also believe this is a good idea because it will prevent job loss and economic hardship for smaller businesses (Morath, 2021). Some believe the government should regulate the minimum. They believe this because they believe many larger corporations have the money to afford to pay their employees at a higher minimum (Morath, 2021). They also simply do not trust the private sector knowing individuals generally do things that will benefit themselves more than others. Some economists view the topic as something much deeper than raising it or not raising it. Economists see the real wage as too volatile to not raise the wage with dips or rises in the real wage (Smith, 2021). In Figure 1, there are the nominal wage and the real wage. The nominal wage is the wage in its base monetary form. The real wage is the nominal wage adjusted for inflation. In Figure 1, we can see that the nominal wage steadily increases over time. This is due to legislators raising the federal minimum every few years. The real wage on the other hand is completely random and unpredictable. The real wage can be affected by anything that would raise or lower the value of the U.S. dollar. Economists argue the government should tie the minimum wage to the real wage because workers would then be paid the true current value of the dollar. An example of this is if the value of the dollar were to go down, they argue the minimum should go up. 









Figure 1 
Source: Economic Policy Institute


An additional opinion among economists is that the federal minimum wage should be tied to the cost of living in a given area. This is an argument because some areas are cheaper to live in than others. So, if the federal minimum were raised, people living in a cheaper area would benefit from it more so than those living in a more expensive area. An example of this is that in  Jackson MS, a healthy minimum would be $19 an hour whereas in San Jose, CA a healthy minimum would be $31 an hour (Iacurci, 2021). This large difference has to do with the vast cost of living difference between California and Mississippi. Another discussion among economists is raising the minimum wage in correlation with productivity. Productivity is how much output is produced per hour by a worker. Economists view this as fair and much more logical as workers would then be fairly paid for their work and how much output they are producing for their employer (Cooper, Mokhiber, & Zipperer, 2021).

	Along with differing opinions, many different groups have special interests in the minimum wage topic. Businesses tend to lean towards the side of keeping it where it is at or letting the private sector determine wages. They support this idea because they feel that if the government were to raise the minimum too high, they would have to fire more employees to cover new wage expenses. It is reported if the minimum were raised to $15 an hour, up to 1.4 million Americans would lose their jobs (Smith, 2021). Corporations such as Costco argue a higher minimum increases employee loyalty and productivity (Morath, 2021). Labor unions have a stake in this issue because generally union workers' contracts are tied to the federal minimum. A real-life example is that for UNITE contractors in PA if the federal minimum is raised, their new minimum wage will be raised at least 15% higher than the new federal minimum (Rensi, 2021). For union workers, if the federal minimum goes up, their pay goes up, which is a clear benefit to them. Low-wage workers have a large stake in this issue because they are generally the ones most affected by this issue. If the minimum were raised to at least $15 an hour, it is reported 27 million American workers would receive a raise, and 900,000 would be lifted above the poverty line (Peterson & Duehren 2021). This is a clear benefit to low-wage workers across the country. In short, there are many conflicting positions and interests on this topic. (Iacurci, 2021)

	 The federal minimum wage debate seems to be one of the most important topics in the United States as of now. Millions of Americans would be affected by a raise whether it is a negative or positive effect. In my opinion, after viewing all facts, theories, and opinions, it would be best for the United States Government to tie the federal minimum wage to worker productivity so workers' pay is tied to how much output they can produce. I believe this is the best idea because if enacted, workers may be incentivized to work harder. This in turn generates more revenue for businesses which would then raise the wage for the workers.

The Federal Minimum Wage Controversy
	
 The minimum wage debate in the United States has been one of the most polarizing debates among American politicians and citizens for decades. It has resurfaced recently amidst the coronavirus pandemic as Americans saw how tough it can be to live off of our current federal minimum wage amid a financial crisis. Scholars, economists, and legislators have since debated how we should continue to raise our federal minimum wage. Some have proposed linking it to inflation. Others have proposed linking it to productivity. Some have even campaigned to tie it to the cost of living otherwise known as a living wage. 

Existing research shows there are many shortcomings of the one size fits all model. In this model, all fifty states are required to enforce the same price floor that is agreed upon by the federal government. An immediate issue with this model is that this minimum is different areas have different local economies, meaning a federal minimum can impact a given area's businesses much more than another. In short, certain businesses do not have enough money to pay for that wage expense along with other expenses. Evidence showed that businesses in states bounded by the federal minimum had a higher probability of exiting the market when the federal minimum was increased (Chatta, Oettl, and Singh, 2013). If the U.S. did not require this model, businesses would be able to adjust their minimum to their local economy, making it feasible for them to operate and pay their workers a fair wage for their area. Another issue with this model is that when the federal minimum is raised, it generally causes unemployment among the lowest-wage workers. This happens because when it is raised, all firm's wage expenses are increased, and to maintain or increase profits before the raise, they will generally look to cut the lowest wage workers first to save money (Neumark and Wascher, 2007). The largest issue is that most of the time when the wage is raised, it does not affect all employees equally. Under a 1990 federal minimum wage increase proposal, workers below the poverty line would only see about 11% of the gains from the proposal go into their pocket (Burkhauser and Finegan, 1990). The reason behind the lack of true impact is that all of these workers live in different areas meaning it will help some but may not help others. Given the evidence, it is quite clear the one size fits all model does not help the U.S. because there are many different economies and living situations across our nation.

Another strand of research examines both the positives and negatives of implementing a living wage. This would mean the minimum would be adjusted to propel families over the federal poverty line. Economists believe that giving employees a living wage benefits the employee, the employer, and society. It benefits society in the aspect that friends, family, and the state would no longer need to financially support their family friends, or fellow citizens that need it (Filene, 1923). This policy has been in practice in the city of Baltimore since 1994, and there also has been evidence that this policy practice does decrease poverty levels when enacted (Neumark, 2002). Although this policy does decrease poverty levels and has been put into practice, the primary issue with this proposal is that higher wages will generally limit employment opportunities as firms would have to pay a much higher wage for their employees, even if their employees have not earned that wage in terms of output production (Neumark, 2002.) This model also has the issue of agreeing on what exactly a living wage entails. In theory, it entails raising those above the poverty line, but at certain living wage definitions there are different benefits as well as issues (Adams and Neumark, 2004). This idea has the most approval from politicians and economists because it has been put into practice before.

A popular proposal by economists is tying the minimum wage to productivity. This would mean the federal minimum wage would solely be based on worker productivity. Worker productivity is measured by how many outputs a given input, a worker or asset, can produce. If this policy were implemented in 1948, the current federal minimum would be well over $22 per hour (Cooper, Mokhiber, and Zipperer, 2021). This seems fair in the eyes of some economists as productivity has nearly doubled since the 1960s (Cooper, Mokhiber, and Zipperer, 2021). This proposal does not necessarily mean the federal minimum needs to exactly reflect productivity either, the government could decide it should reflect a certain percentage of productivity to allow firms to retain some profit. Some argue this would not be fair as sometimes assets such as machinery and other tools have more stake in the rise of production than the actual workers themselves. Another issue with this policy is there is a lack of research or implementation of this particular idea.

Other sources discuss the positive and negative impacts of an inflation-tied minimum wage. Tying the current federal minimum wage to inflation would mean the minimum wage would rise and fall with the purchasing power of the U.S. dollar. This idea has been proposed because the purchasing power of the federal minimum wage has been steadily eroding (Fox, 2005). Another reason for this proposal is that congress often takes too long to raise or lower the minimum accordingly. If tied to inflation, the wage would automatically rise and fall with inflation rather than citizens having to wait for policymakers to agree on a new wage and go through the entire lawmaking process. A primary argument against this idea is that the real wage is extremely volatile meaning it can rise and fall with ease. We also cannot control inflation as many outside forces such as natural disasters, war, recessions, and more can affect inflation rates. 


Contextualizing the Numbers

To get a good idea of how each theory proposal or theory would play out, we must analyze and contextualize data that corresponds to each proposal or idea. Figure 2 shows the nominal, real, and production-tied wages over time. The data was retrieved from the Economic Policy institute, which is an institute that has researched various economic issues, proposals, and subjects since 1986. The nominal wage is the face value of the minimum meaning it is the exact number the federal government approves every time it decides to raise the federal minimum. The real wage is the nominal wage adjusted for inflation which in short is essentially the purchasing power of the nominal wage in 2021 dollars. The Production-tied wage is a theoretical model of what the federal minimum would look like if it were tied to production. The Production-tied wage is also a real wage, meaning it is adjusted for inflation. The data for the Production-tied wage is based on what this wage would be if we had started measuring it in 1948. What is meant by production is how much output each input is giving you, or in other words, how much product each worker or piece of capital is making you. On the horizontal axis, we have the year and on the vertical axis, we have the value of the wage in 2021 dollars. When looking at the years, we should remember to consider historical events that happened during those periods that may have affected production, inflation, or the nominal wage. For example, the internet boom of the late 1990s may be why production raised quite steeply from the late 1990s to the mid-2000s. We see the real wage dip in the mid to late 2000s. Part of this can be due to the housing market crisis, one of the worst economic recessions the U.S. had seen since the great depression. In short, we should remember that these numbers have been affected by historical events.

Figure 2
Source: Economic Policy Institute


	When looking at Figure 2, we immediately notice that the nominal wage and production wage are rising steadily whereas the real wage fluctuates quite a bit. The reasoning behind this is that as of now the United States has never lowered the federal minimum, it has only been raised over the years. The reason the production wage continuously rises is that it is based on production, which has been continuously rising since 1948 due to innovation, automation, and much more. The real wage fluctuates much more because it is the value of the dollar at that current point in time. The value of the dollar can be affected by many things such as economic recession, the amount of currency being used, natural disasters, and much more. The production-tied wage seems extremely high compared to the nominal wage which can be seen as an issue. This can be an issue because many legislators, economists, and other experts spend months, if not years studying variables to make an appropriate decision regarding the federal minimum wage. If experts saw this feasible for businesses, then why is it not in practice and why hasn’t it been practiced before? It goes to show that directly tying production to the wage may be too costly for businesses. This means that possibly tying a percentage of production to the wage may be smarter, as production going up is not only a measure of worker efficiency but also the efficiency of capital. There is no reason to reward workers for the work a machine or another piece of capital did. 

	This graph supports a handful of claims and proposals. First off, it shows that an inflation-tied wage may be a good idea since we have begun paying our citizens a less valuable wage since the 1990s. If citizens are not being paid enough to buy needed goods, they will begin to fall below the poverty line and start to contribute to the growing poverty crisis in the United States. It also goes to show a production-tied wage can be problematic as it would be extremely difficult for firms to yield any profit when directly tied to production. To clarify, a production-tied wage would not be completely off the table as long as it were only a certain percent or fraction of production that was to be tied to the federal minimum. Something else we can take away from this graph is that the real wage is extremely volatile and jerky. This can become an issue because if we were to tie our federal minimum wage to inflation, that would mean the wage would be changing on a very consistent basis, providing instability in weekly paychecks for employees and salary expenses for employers. Another point of interest is how the real wage would look if we adopted an inflation-tied wage. If we adopted an inflation-tied wage, the real wage would be flat. It would be flat because no matter the nominal value, the policy would call for a consistent purchasing power, meaning the real wage would be the purchasing power that would not change unless the federal government agreed to raise or lower that purchasing power that they had formerly agreed upon.


Ideas in Action

Living Wage Proposal

 A living wage designed to cover the cost of living for a given individual or family should be implemented. The living wage will be calculated by taking into account housing expenses, food expenses, transportation expenses, childcare expenses, tax expenses, and insurance expenses. This living wage is to be enacted across all 50 states and when enacted will call for the one size fits all model to be completely dismantled. The living wage is designed to primarily help low-wage workers that struggle to make ends meet in the area they live.
 This policy has been enacted before and has shown promise at the local level. Since the 1990s nearly 120 cities and counties across the United States have already adopted this policy. In the cities where it has been enacted, the policy has been shown to increase worker productivity, stabilization for low-wage workers, and decrease poverty levels (PolicyLink, 2021). In the cities where this policy has been enacted, the wage has ranged anywhere between $9-$16. Wages would have variations as different areas of the United States have different costs of living. For example, it is much more expensive to live in an urban area because of additional transportation, food, and rent expenses than it is to live in a rural area where someone can grow their food and build their own house. This proposal seems like a much better fit for the United States because studies have shown that mandated wage hikes, much like the model we currently use, do not reduce poverty. This is generally because these wage hikes are mandated across the country and do not affect all areas the same as the costs of living in areas that vary across the country (Dillman, 2000). Economists have also argued that a living wage would take a lot of stress off others who have to support those who currently do not make a livable wage. These parties include family members, close friends, and even the United States itself (Filene, 1923). The United States would no longer have to worry about increasing funding for its entitlement programs such as welfare and food stamps. As mentioned previously, this model has been practiced at the local level before. When taking a look at two specific cities, the results were quite positive. 
Living Wage Proposal in Practice

In the City of San Diego positive effects have been apparent 10 years after they adopted the living wage mandate. Employees receiving a living wage reported a higher quality of life and reduce financial pressures. Employers reported higher retention rates and higher service quality (Policy Link, 2021). In 2009, 41% of employers reported that the enactment of the living wage reduced worker turnover and absenteeism (Policy Link, 2021). In San Diego, it seems that the living wage was able to positively impact both employees and employers. 

After carefully using data in their implementation, the city of Dallas passed a living wage of $10.37 in 2015 for sanitation workers. In a published study, it was reported that 92% of employees benefiting from living wage mandates were from the city of Dallas (Policy Link, 2021). This statistic eliminates the idea that if a living wage were passed workers would migrate to different cities to receive a living wage that may be higher than the one in their home city or area. The City was careful to use specific data from each geographic area within the city to carefully calculate a fair living wage. The City was also sure to add incentives to employers by creating a point system in which employers are rewarded for paying a living wage to their employees (Policy Link, 2021).

Living Wage Proposal Criticisms Refuted

When analyzed, some clear counterarguments can be made about this policy. One is how could the federal government ensure every business across the country can afford to pay a living wage. One way to do this is by funding these wages through the reallocation of current funds or taxes. A prominent living wage supporter Robert Pollin suggested a nationwide living wage could be covered by a wealth tax on a top percentage of the wealthiest citizens (Dilman, 2000). This tax would only be needed to help businesses that have the largest difference between the old minimum and new living wage geographically. The businesses that could afford it would be responsible to pay the living wage in their given area. Another common refutation is that when enacted there would be immense job loss for unskilled workers as businesses would be looking to hire more qualified individuals. This can be combated by giving tax credits to firms that offer entry-level training programs or starting government-funded training programs. The latter can be achieved by reallocating and adjusting the current budget rather than spending more money. These training programs would not guarantee any participant a job, but they would teach them the basics of working a low-wage job. This would help employers as they would not have to spend as much money training employees if they are already familiar with many protocols and tasks of a low-wage, entry-level job.

Inflation-Tied Wage

An alternative to the living wage proposal is tying the federal minimum wage to inflation. This proposal’s goal is to curb the continuous erosion of the purchasing power of wages. This policy also ensures the wage will be able to cover the rising prices of goods and services over time. The main reason for this proposal is the degradation of the value of wages. If the U.S. were to have passed the Harkin-Miller bill in 2013, the proposed $10.10 federal minimum wage would have lost 5% of its value by 2016 (Schmitt, 2015). The buying power of the minimum wage has eroded 17% since 1955 and has been at its second-lowest real value since then (Fox, 2005). There are currently several states that have tied their minimum wage to inflation. States that do not have it tied to inflation have to go through a lengthy process to raise their minimum wages to keep up with rising prices and loss of value on the U.S. dollar.

Inflation-Tied Wage Criticisms Refuted

	With this proposal, there is one major criticism. It is that if tied to inflation, the wage will be extremely volatile as inflation can be affected by depressions, natural disasters, and other outliers we cannot control. This means there can be many wage fluctuations in a given year. A way to combat this is by creating a possible bracket system where there is a minimum and maximum possible wage for a certain year based on inflation. If inflation were to make the wage hit the maximum, workers would then be compensated with earned tax credits which give them tax breaks meaning that even though their money may have lost its value in an extreme inflation event, they will not have to pay as much in expenses.


A Need for Change

	After looking at the data and evidence, it is clear that the one size fits all model is outdated and we must adopt either of the newly proposed models. The one size fits all model does not account for variation in local economies and also fails to address changes in purchasing power of the U.S. dollar. The current model also had effects on employment when the federal minimum is raised as it is a blanket minimum. The living wage would be much more effective as it accounts for the variation of economies in different regions and would pay workers what they need to live in their area. The inflation-tied wage ensures workers are given a wage with consistent purchasing power rather than wondering whether or not they can afford needed goods. Both proposals also address any criticisms of the living wage having a wealth tax to help businesses going through drastic wage changes and the inflation-tied wage offering tax credits if inflation were to raise the wage to an amount far too high for businesses to cover. In short, it is clear that the United States needs to drop its current model and must adopt either of the newly proposed models if it would like to truly help its citizens.
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Nominal, Real, and Production-Tied Wages over time

Nominal Wage	1948	1949	1950	1951	1952	1953	1954	1955	1956	1957	1958	1959	1960	1961	1962	1963	1964	1965	1966	1967	1968	1969	1970	1971	1972	1973	1974	1975	1976	1977	1978	1979	1980	1981	1982	1983	1984	1985	1986	1987	1988	1989	1990	1991	1992	1993	1994	1995	1996	1997	1998	1999	2000	2001	2002	2003	2004	2005	2006	2007	2008	2009	2010	2011	2012	2013	2014	2015	2016	2017	2018	2019	2020	0.4	0.4	0.75	0.75	0.75	0.75	0.75	0.75	1	1	1	1	1	1.1499999999999999	1.1499999999999999	1.25	1.25	1.25	1.25	1.4	1.6	1.6	1.6	1.6	1.6	1.6	2	2.1	2.2999999999999998	2.2999999999999998	2.65	2.9	3.1	3.35	3.35	3.35	3.35	3.35	3.35	3.35	3.35	3.35	3.8	4.25	4.25	4.25	4.25	4.25	4.75	5.15	5.15	5.15	5.15	5.15	5.15	5.15	5.15	5.15	5.15	5.85	6.55	7.25	7.25	7.25	7.25	7.25	7.25	7.25	7.25	7.25	7.25	7.25	7.25	Real Wage	1948	1949	1950	1951	1952	1953	1954	1955	1956	1957	1958	1959	1960	1961	1962	1963	1964	1965	1966	1967	1968	1969	1970	1971	1972	1973	1974	1975	1976	1977	1978	1979	1980	1981	1982	1983	1984	1985	1986	1987	1988	1989	1990	1991	1992	1993	1994	1995	1996	1997	1998	1999	2000	2001	2002	2003	2004	2005	2006	2007	2008	2009	2010	2011	2012	2013	2014	2015	2016	2017	2018	2019	2020	3.81	3.86	7.14	6.62	6.5	6.45	6.4	6.42	8.44	8.17	7.94	7.89	7.75	8.83	8.74	9.3800000000000008	9.25	9.11	8.85	9.6199999999999992	10.59	10.130000000000001	9.66	9.26	8.99	8.4600000000000009	9.61	9.32	9.66	9.08	9.7899999999999991	9.7899999999999991	9.41	9.2899999999999991	8.76	8.4	8.07	7.8	7.67	7.41	7.15	6.85	7.41	7.99	7.8	7.61	7.45	7.28	7.92	8.41	8.3000000000000007	8.1199999999999992	7.86	7.64	7.52	7.35	7.16	6.93	6.71	7.41	7.99	8.8699999999999992	8.73	8.4600000000000009	8.2899999999999991	8.17	8.0299999999999994	8.02	7.91	7.75	7.56	7.43	7.25	Real Wage if tied to productivity	1948	1949	1950	1951	1952	1953	1954	1955	1956	1957	1958	1959	1960	1961	1962	1963	1964	1965	1966	1967	1968	1969	1970	1971	1972	1973	1974	1975	1976	1977	1978	1979	1980	1981	1982	1983	1984	1985	1986	1987	1988	1989	1990	1991	1992	1993	1994	1995	1996	1997	1998	1999	2000	2001	2002	2003	2004	2005	2006	2007	2008	2009	2010	2011	2012	2013	2014	2015	2016	2017	2018	2019	2020	5.98	6.07	6.53	6.71	6.9	7.14	7.26	7.55	7.57	7.77	7.93	8.23	8.3699999999999992	8.6300000000000008	8.9499999999999993	9.27	9.56	9.86	10.16	10.28	10.59	10.63	10.78	11.18	11.49	11.77	11.59	11.84	12.17	12.31	12.45	12.44	12.36	12.58	12.45	12.82	13.16	13.37	13.64	13.68	13.87	13.99	14.16	14.26	14.79	14.85	14.97	15.04	15.32	15.59	15.91	16.350000000000001	16.71	16.96	17.43	18.010000000000002	18.489999999999998	18.850000000000001	18.989999999999998	19.12	19.21	19.649999999999999	20.22	20.22	20.3	20.38	20.5	20.71	20.76	20.96	21.18	21.42	21.69	Year
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