The Dying Wage!

Okay, so I've been idly watching this living wage stuff go on around me without getting too involved except for conversations with friends who support it. I'm a market wager, but I haven’t really been involved in the campaign. I feel like I’m in a unique position because a lot of the core living wagers are my friends, so I can talk to them without everybody resorting to just calling each other assholes, (not that I haven’t been yelled at by the occasional frustrated living wager,) but I realize I’m going to either explode or pass out if I don’t write all this down because I’ve had this conversation so many times and my voice hurts but I still want to try and reason with every living wager I meet.

Let me start by saying this… a common frustration I have with the living wagers is that they seem to actually believe their opponents are somehow evil or hate poor people or something. In conversations, living wagers simply keep repeating their ends, as if I somehow don’t share them. They keep talking about how it’s not right that people should earn poverty wages as if disagreeing with the living wage’s means to the end of alleviating poverty is somehow the equivalent of not sharing the same ends and claiming poverty wages are “good” or “desirable.” I’ve heard quite a few quips about how market wagers must be "republican frat guys on their way to play tennis and roll around in their parent’s money." (Note: I do like tennis and rolling around in money.) If you think that "living wagers are for social justice," somehow means market wagers are for injustice, stop reading this and go campaign for a politician… they’re professionals at that sort of thing. You know… They engineer terms like "pro choice or pro life" to imply that others are “pro coercion and control or pro murder and death” and all that nonsense.

It’s a general symptom of people who are emotionally charged to simply demonize the other side, and this is even more so for people who don’t have too much in the way of reason to back them up. They will tend to rely on emotional appeals. Incapable of understanding the other side and unable to reason with them, it’s easier to just generalize, and act as if they don’t deserve consideration… interestingly enough living wagers are supposedly fighting such dehumanizing sentiments. In order not to be a hypocrite in this respect and avoid generalizing living wagers, I know not all living wagers are hypocrites of this sort. (I wouldn’t waste my time writing this if I did, because people wouldn’t read it.) What I am saying is that if you are that generalizing demonizing type, save yourself some scarce resources and don’t read this.
For those that continue, I hope it will suffice to say at the outset that I too am "for social justice." I too would like to see better living standards and reductions in poverty. In fact, coming into college, the reason I chose to major in economics and try and understand all this is because I wanted to someday work in economic development, alleviating poverty as my life’s work. After studying econ and economic development, it’s not like my goal changed from “alleviate poverty” to “keep people poor,” (as much as a living wager would like that black and white, good vs. evil situation to be true,) I simply realized that it’s not that simple. Price setting, though seemingly a means to the ends of alleviating poverty and raising wages, is simply counterproductive. It’s not as if I wish for a “dying wage,” though the campaign name implies that… I share the ends of the living wage campaign. I just know that the means they propose will not achieve these ends. Without further delay, here’s why…
1. A living wage will cause a labor surplus, also known as unemployment.
2. A living wage will result in greater discrimination.
3. A living wage will result in unfair wage distributions.
4. A living wage will “disincentivize” job creation.
5. A living wage may benefit current living wage earners, but at the expense of the unemployed and future living wage earners.

Labor surplus

Now to start, in case someone hasn’t had much econ, I can’t go any further without giving you a basic supply and demand framework for understanding how pricing works. If you know what’s up, skip this. (Though I find it hard to believe you can know this stuff and still be a living wager…)

First of all, let’s assume I’m a wage laborer amongst a 9 others. (10 total) now given that laboring is no fun, we won’t work for free, we work according to how much were paid. Let’s say at $1/hour, a super crappy wage, I’ll probably tell an employer to go bite themselves, though maybe there is one desperate guy who will work at $1/hour. So we’ve got…
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Now let’s say as you increase the wage to $2/hour, one more person is like "Hey, I’ll work for $2/hour." So now at $2/hour, you’ve got a quantity of two workers…
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And so on. Now since this just hypothetical, for simplicity I’m just going arbitrarily say that wages and workers are 1:1. Continuing the graph up to the final point, $10/hour, we have the last wage laborer willing to work. That’s me, because I’m lazy. (Note: That’s true!)
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Viola, what we have now is the "labor supply curve." it’s the amount of labor supplied at any given wage.
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Okay now the next step… let’s say I’m opening a hookah bar in Charlottesville (which I would totally love to do someday…) If the price of labor is $1/hour, I would totally hire everyone, because well… damn son! That’s cheap labor! Gimme all 10!
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Inversely, let’s say labor is expensive at $10/hour… well in that case I probably won’t want to pay $100 dollars an hour for employees. (That’s a lot of hookahs that need to get sold!) At $10/hour, I’ll only want to hire 1 worker. Continuing the simplified 1:1 ratio, we have the "labor demand curve," the amount of labor employers are willing to hire at a given wage rate…
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Now that that’s all illustrated, let’s put the two together to see the interplay of supply and demand. Zing!
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Now you can probably guess where the “market clearing rate" is… it’s the point at which supply = demand and the point where the lines cross. In this case, its $5/hour at which 5 people are willing to work. See? Everyone willing to work is hired at the market wage!
Now let’s say some living wagers come along and say "Hey! That’s not fair! You have to pay them $7/hour!" Well okay… Let’s see what happens when we increase the wages to $7/hour…
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Oh no! At $7/hour, employers are only willing to hire 3 workers, yet simultaneously you have 2 more people willing to work! So what do you get? 7 people willing to work and only 3 jobs… 5 people are screwed! (Not social justice?) And you know what? Even if you somehow got an employer to retain all their workers after a wage increase, that still doesn’t change the fact that you will have to turn some people away. A shortage of jobs + a surplus of labor = (Can you guess?)

Answer: unemployment! In this numerically arbitrary situation, a 40% wage hike costs a 60% unemployment rate! Okay now I’ve illustrated the simple model of supply and demand for a labor market. Of course you must be saying "That’s oversimplifying!" Well I totally agree! So let’s get more complex and add in some saucy factors. First of all I want to point out a little concept called "elasticity." Notice how I arbitrarily chose a 1:1 ratio? Well that was random, and certainly completely false. The actual slope of a curve is determined by how many other options there are, aka "substitutes."

Intuitively, if there are a whole bunch of other job offerings (substitutes) at $5/hour, if someone drops my wages by even a little bit below $5/hour, I’m totally leaving for another job. The labor supply curve is very sensitive to price, aka very “elastic." (There’s a bit more on elasticity later.) In this example, shown on the first graph, you can’t even get a single worker for less than $4/hour …
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The same sort of situation is true for an employer. Let’s say machines, a substitute for labor, can do the job for pretty cheap. So if wages rise by even a little, I’ll just switch to machines. My labor demand curve is very sensitive to price and it looks like the second graph.
Of course these simplified examples are arbitrary oversimplifications, but I’m showing you that unless there are literally infinite substitutes (infinite other jobs, infinite employees) or zero other options, the supply and demand curves will have positive and negative slopes respectively. As long as that is true, setting the wage at anything other than the "market clearing rate" or the market wage, you will have a situation where more people are willing to work than there are jobs. Unemployment is the inevitable consequence of a living wage.
At this point in conversation, the typical living wager will return to talking about their ends and how it “shouldn’t be the case that the market wage is so low, and it shouldn’t be the case that employers will replace workers with machines,” and sometimes they’ll get mad at me for “valuing people as resources and dehumanizing them.” To which I might respond, “You know what? I totally agree!” All these things I’m explaining are not things I want to be true. They’re simply the way it is. I don’t want people to be constrained by the laws of supply and demand and be stuck at low wages anymore than I want people to be constrained by the laws of physics and be stuck driving 2 hours between Charlottesville and Northern Virginia.
I genuinely wish it were the case that at $10439/hour, (I just smushed the keyboard to get that,) everyone could be hired and be filthy rich. I wish it as much (well, almost as much) as I wish that I had a teleporter or time machine. I hope you can at least realize at this point that your opponents aren’t people who want to deprive others of a living wage, they’re simply people who realize that in physical reality, without infinite wealth, we are constrained by scarcity; a scarcity of food, water, shelter, clothes, land, barbers, doctors, jobs, labor… even air is ultimately scarce. As long as there is a finite supply, raising wages above market levels will inevitably result in a surplus of people willing to work for a shortage of jobs. I’m not advocating this. I’m not saying this is good. I’m simply saying it’s true.
If you want to deny this, I would invite you to try and get around it in a simple experiment. Have a bake sale at a living wage rally and see what happens when you think everyone deserves cookies and so in the name of social justice, you price them at lower at lower levels. Even amongst the living wage community, with their challenges to the greedy assumptions of economics… at some point you will have more people who want cookies than you have cookies. I fully understand that this is not good or nice or maybe even just, it’s simply true. (Don’t kill the messenger.)
Greater discrimination
Consider this cookie shortage for a minute more. A living wager might be tempted to say well, we could simple share all the cookies amongst ourselves. Well then who pays the cookie maker? Are they expected to work endlessly supplying cookies to the masses, a slave to our inner cookie monsters? Perhaps those most able to pay buy the cookies and distribute them. Well if they’re not distributing based on price, then isn’t it true that they must discriminate? Perhaps they’re friends will get a little extra. Who can ensure this won’t happen? Someone in charge, perhaps? Do they have friends? The problems go on and on. To think the fair (who decides fair, anyway?) redistribution and reallocation of even cookies, much less wages, could occur voluntarily is certainly naïve of human nature, even if the humans are living wagers.
Of course then a living wager might cite present discrimination since lower income individuals are often minorities and women, citing the need to interfere in the market to benefit them. There is no argument from me that there are certainly disproportionate income levels for minorities and women and that many inequalities are the result of systematic injustices throughout history. However, as we discussed earlier, simply intent to change this by paying them higher wages does not make it so. The living wage does not necessarily benefit the disaffected because of intent alone, and supporting the market wage does not mean I oppose this. Price controls like the living wage do not produce the desired change. In fact, they do quite the opposite. They are counterproductive.

To illustrate this, I’ll use a price setting scheme that intends to benefit lower income individuals by setting rental rates lower than market rates. (Sounds a lot like setting wage rates higher than market rates, right?) Affordable rent! Sounds good right? Since poorer people can’t afford housing, make landlords charge less! (Sounds similar to “Since poorer people can’t afford a decent living, make employers pay more!”) I genuinely wish it was that simple. The field of economic development would certainly be a lot less complicated, which would’ve made my academic life a lot easier too. To illustrate what actually happens and how it all plays out, I’m including an article by Paul Krugman. (Living wage types like liberal leaning New York Times writer Paul Krugman, right? Because I do, too! Check out the article at the end.)

I invite you to do an internet search on racial discrimination in housing, which happens to be most prevalent where prices are set at lower than market rates. Weird, right? Where apartments are made more affordable to lower incomes, discrimination and injustice for minorities is higher? Well here’s what happens… at market rates, the highest bidder gets it, irrespective of race or whatever else, right? I have to be a pretty inept landlord to give my housing to a lesser paying renter. However, at a lower than market rate, many more than the highest bidder are willing to pay the rents, so what happens? Well here’s another one of our favorite graphs… (You know you like it.)
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There is a shortage of apartments, so the landlord can pick and choose amongst the surplus of people willing to pay, discriminating on factors other than price. What might these factors be? Take a wild guess. If you said race, religion, socioeconomic background, or gender… you’re right! Now back to the living wage… so at the market wage, how do we discriminate? According to who will do the job for the least amount of money, right? (Remember, I’m not saying this is good. Keep your pants on! It’s simply true.)
With the living wage, when we have more people willing to work than we have jobs leaving it to employers to pick and choose, how do you think employers will discriminate? I would say similar price setting schemes have already provided the answer, but still, you can decide to disagree with the data, in which case I would again ask you to consider our cookie experiment. Even amongst the living wagers I would be surprised if there was not some obvious discrimination in how the cookies were doled out, but even if this could work in some community of morally perfect individuals, I invite you to consider that managers and those who purchase labor probably aren’t members of the living wage community, much less morally perfect. They’re looking at the bottom line. (Evil? I don’t think so but either way, it’s true.)
Unfair wage distribution, disincentives, and the future
These economic basics hold true no matter how you tweak it. Some of those tweaks… a living wager might raise the point that UVA is but one institution in a larger economy and can “set the standard.” UVA can afford to do this without curtailing spending or raising tuitions, using only savings like endowments. Without decreased spending in other areas, the only economic change will be more spending from lower income workers in the community, creating economic growth.

First of all, to address the fact that UVA is one institution in a larger context… that doesn’t change the graphs I drew above… in fact, it exacerbates the problems. It will create an arbitrarily higher wage for the lucky workers employed by UVA when the living wage was adopted at the expense of those who would’ve loved higher wages, but happened to be working elsewhere or were unemployed at the time. These unfortunate individuals now earn less at their jobs than their similar counterpart at UVA does. (Arbitrarily unequal wages for similar work? See: fair trade.)

As for the argument that UVA "sets the standard," let me go ahead and say this is the absolute best argument that the living wage has, though I doubt many of them know it. (They seem to be the emotional more than the analytical type.) When one buyer faces many sellers, called a “monopsony,” (look it up, it’s interesting) it can influence the price. If the living wage wants to accept the realities of economics, “Is UVA a monopsony?” would be the right question to ask. Of course as I explained, I’m not sure that all the living wagers are in it to be analytical, and I don’t think they’d accept an economic study that showed UVA’s monopsony power is not enough to justify a living wage. Economics are, after all, the enemy for some true believers (true believer as in the psychological syndrome).

I would be the first to switch sides and disseminate the results of a study should it show UVA is enough of a monopsony to justify a living wage, but I’m pretty doubtful that UVA has that kind of monopsony power. Barring the fanatics that are so invested in their righteousness (perhaps having broken laws for their cause) that their esteem depends on belief in a living wage, (see: cognitive dissonance) here’s an idea you might like: rather than advocating the living wage, advocate doing this study.
In the likely event that UVA is not a monopsony, someone who left UVA would face arbitrarily lower wages, so people would be much less likely to leave jobs at UVA. If UVA is a less likely substitute employer, there would be reduced pressure employers to pay higher wages, since quitting and going to work at UVA might be much more difficult. The threat of better work at UVA (a substitute) and its upward pressure on wages (labor elasticity) would be greatly diminished. Wage earners outside of UVA would end up with less substitute employers, thus less bargaining power, and thus possibly lower wages. (Less substitutes = less elastic labor supply = less expensive labor = lower wages.)

That UVA has a large endowment and could pay out of it… true. This would ensure tuition doesn’t go up, lessening the burden on students and decreasing the risk that people might defer an unaffordable education. That paying from savings would somehow solve the market distortions… false. The problem of surplus labor and arbitrary redistributions still exist all the same. More workers are still willing to work at a higher wage with less new jobs to work. Higher wages still arbitrarily go to people who are simply lucky enough to be employed by UVA at the time. Workers not employed by UVA at the time will still have more difficulty getting UVA jobs, and the elimination of UVA employment as a viable substitute would still decrease their bargaining power. 
And to address the third point, that the living wage will create economic growth… of course people paid arbitrarily higher wages will stimulate the economy, but what about those outside UVA whose wages decrease? Or what about the unemployed workers who now have a more difficult time getting a job? Will that create economic growth? The oversight here is to consider the benefits for the lucky workers paid a living wage while ignoring the harm to those that aren’t so lucky. That’s understandable, because the net effect probably isn’t pretty. 
Finally, let’s take everything to the extreme. Let’s say the living wage somehow gets around all the negative consequences. UVA sets the standard, no one will be fired, and all of Charlottesville’s wages simply increase with no unemployment or arbitrary wage differentials, and Charlottesville’s economy even grows as a result. Well what about the future? As the economy grows, new and old firms can grow in one of two ways, through more labor or more capital. If labor is truly undervalued, businesses will come, start, grow, and hire people. If they face higher labor costs, they will shift to capital intensive growth and avoid hiring more workers, or worse, they won’t come, start, or grow at all. The living wage “disincentivizes” job creation. Even if by some economic miracle workers could benefit now, workers will suffer later.
Summary and conclusion
I’m sure that for some, the living wage isn’t really about effective assistance for low wage workers. It’s more about intention than outcomes, more about emotion than logic, and more about enthusiasm than reality. It’s about being an activist and wearing a pin, solidarity and identification, moral righteousness and polarization, and self righteous emotional justifications where efficacy is beside the point. It wouldn’t even matter if it was proved to them beyond a doubt that the living wage hurt workers. Their esteem depends on cognitive dissonance, confirmation bias, and belief in the living wage. For these living wagers, the living wage is actually more about themselves than workers, so everything I’ve said is irrelevant.
If you’ve read this far, you are likely not this type of living wager, and I appreciate your open mindedness. If I haven’t convinced you to share my skepticism outright, I’ve hopefully at least convinced you of the possibility that the living wage can have counterproductive unintended consequences, as many well intentioned economic interferences do. If I’ve at least convinced you of this, then perhaps you would agree with me that searching for a definitive answer to the questions I’ve raised might be a more productive and ultimately more helpful endeavor than campaigning for a possibly damaging living wage. In case I haven’t convinced you, here it all is in super summarized form, one last time…
1. A living wage will cause a labor surplus, also known as unemployment.
At higher than market clearing rates (where supply = demand) there are more people willing to work than there are jobs.

2. A living wage will result in greater discrimination.
This gives employers the ability to discriminate on factors other than financial value, which tend to be race, gender, and minority status.

3. A living wage will result in unfair wage distributions.
Living wage earners at UVA will earn arbitrarily more than their counterparts outside UVA. Moreover, they will be less likely to leave their jobs, lowering UVA employee turnover and making UVA a less viable substitute for workers, and thus they will have less bargaining power with other employers and perhaps see their wages suffer.
4. A living wage will “disincentivize” job creation.
Even if UVA can “set the standard,” and all wages in Charlottesville rise as a result of the living wage, then at the same time as a labor surplus (unemployment) occurs, employers will have less incentive to create jobs and people, including workers, will have less incentive to create their own businesses.

5. A living wage may benefit current living wage earners, but at the expense of the unemployed and future living wage earners.

Barring all the evil aforementioned economic realities, the long term effects of increased labor costs will still cause less than potential economic growth and job creation, hurting unemployed and future workers.

So there you have it: my evil plot to destroy worker’s standards of living by derailing the living wage in five easy steps. To end this on a lighter note, I’ll help you disregard these undesirable economic complexities of the living wage by assuring you that I am an agent of the evil behemoth called capitalism, which dwells in a cave and eats babies. This has all been propaganda for a widespread conspiracy to enslave all minorities, but only after having the CEO of Walmart tie them up and tickle their feet with feathers. Okay, not really… I’m pretty sure the living wage actually just doesn’t work.

If you’ve read it all, I am thoroughly impressed and would love to hear your opinion. I’m honestly pursuing the truth, and if you can show me the truth, I will like it, even if it means I’m wrong. Look me up! I’m Chris Adell, a fourth year foreign affairs and economics major who likes poverty. Thanks! ♥
A Rent Affair

Paul Krugman

Synopsis: That great sacred cow – Rent Control – is a textbook case of Economic stupidity
Economists who have ventured into the alleged real world often quote Princeton's Alan Blinder, who has formulated what he calls "Murphy's Law of economic policy": "Economists have the least influence on policy where they know the most and are most agreed; they have the most influence on policy where they know the least and disagree most vehemently." It's flip and cynical, but it's true.

Consider, on one side, really tough issues – where there are plausible arguments on both sides, where nobody really knows how to measure the tradeoffs. Should Microsoft be broken up and, if so, how? Should Britain adopt the euro? Let's ask the economists! And those economists who are prepared to express strong opinions on such inherently ambiguous questions command rapt attention.

On the other side, consider an article that appeared in yesterday's New York Times, "In San Francisco, Renters Are Supplicants." It was an interesting piece, with its tales of would-be renters spending months pounding the pavements, of dozens of desperate applicants arriving at a newly offered apartment, trying to impress the landlord with their credentials. And yet there was something crucial missing – specifically, two words I knew had to be part of the story.

Not that I have any special knowledge about San Francisco's housing market – in fact, as of yesterday morning I didn't know a thing about it. But it was immediately obvious from the story what was going on. To an economist, or for that matter a freshman who has taken Economics 101, everything about that story fairly screamed those two words – which are, of course, "rent control."

After all, the sort of landlord behavior described in the article – demanding that prospective tenants supply résumés and credit reports, that they dress nicely and act enthusiastic – doesn't happen in uncontrolled housing markets. Landlords don't want groveling – they would rather have money. In uncontrolled markets the question of who gets an apartment is settled quickly by the question of who is able and willing to pay the most. And so I had no doubts about what I would find after a bit of checking – namely, that San Francisco is a city where a technology-fueled housing boom has collided with a draconian rent-control law.

The analysis of rent control is among the best-understood issues in all of economics, and – among economists, anyway – one of the least controversial. In 1992 a poll of the American Economic Association found 93 percent of its members agreeing that "a ceiling on rents reduces the quality and quantity of housing." Almost every freshman-level textbook contains a case study on rent control, using its known adverse side effects to illustrate the principles of supply and demand. Sky-high rents on uncontrolled apartments, because desperate renters have nowhere to go – and the absence of new apartment construction, despite those high rents, because landlords fear that controls will be extended? Predictable. Bitter relations between tenants and landlords, with an arms race between ever-more ingenious strategies to force tenants out – what yesterday's article oddly described as "free-market horror stories" – and constantly proliferating regulations designed to block those strategies? Predictable.

And as for the way rent control sets people against one another – the executive director of San Francisco's Rent Stabilization and Arbitration Board has remarked that "there doesn't seem to be anyone in this town who can trust anyone else in this town, including their own grandparents" – that's predictable, too.

None of this says that ending rent control is an easy decision. Still, surely it is worth knowing that the pathologies of San Francisco's housing market are right out of the textbook, that they are exactly what supply-and-demand analysis predicts.

But people literally don't want to know. A few months ago, when a San Francisco official proposed a study of the city's housing crisis, there was a firestorm of opposition from tenant-advocacy groups. They argued that even to study the situation was a step on the road to ending rent control – and they may well have been right, because studying the issue might lead to a recognition of the obvious.

So now you know why economists are useless: when they actually do understand something, people don't want to hear about it.

Originally published in The New York Times, 6/7/2000
If you liked this, definitely check out Paul Krugman on the living wage…
http://www.pkarchive.org/cranks/LivingWage.html
























