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Episode 1,864: Gene Epstein on More Bad Arguments for the Minimum Wage
Guest: Gene Epstein

WOODS: Let's jump into the subject for today, which involves an article by Dean Baker, and this is actually an article from early last year, but I only just found out about it. And the subject of the headline is, "This is what minimum wage would be if it kept pace with productivity." And so you already kind of see where this is going: we need to increase the minimum wage if for no other reason than we've kind of been led to believe that wages and productivity move together. And Baker is I guess part of the school that believes that there's been a divergence between the two, and particularly with the minimum wage, that really has not kept pace with productivity, so it would be better for the minimum wage to be such and such. So I sent this to you, and I just said — because I've read a couple of — you know, Murphy and I did an episode on wages and productivity back on Contra Krugman.

EPSTEIN: Yeah? Okay, Really? Well, I listened to all your episodes. I can't to remember that one, but go on, yes.

WOODS: Yeah, and I don't remember his argument at all. And in advance of this, I was trying to dig it up online, doing searches for "Robert Murphy productivity," "Mises wages." And I don't know, Bob, you've got to do better SEO or something for your articles, because I wasn't getting anything coming up. But anyway, I wanted to run it by you, and of course, you I think latched on to really one of the key problems with this argument. So go ahead. What's going on here?

EPSTEIN: Well, of course, as the usual preamble from Gene Epstein goes, I'm interested in what you said about Bob and the productivity analysis. I will say, unequivocally, that the conventional measure of productivity, properly measured from the Bureau of Labor Statistics — that's the source — versus properly measured labor compensation — which, by the way, includes the revolution in benefits that started in the '90s — that if you take that and you take it properly in terms of just nominal dollars on both sides, then they track each other pretty well and pretty consistently from 1947 to the present. It's a complete myth. It's based on all kinds of little silly problems with the way they do their numbers. Among other things, Dean Baker and others ignores benefits, among other things. They use different and divergent price indexes. So indeed, real compensation has kept up with productivity. I'm curious to know how my friend Bob did this, because certainly he's somebody I deeply respect who knows the numbers. So that's a preamble. 

And then I want also to say that there's a certain bias, I guess, in the way people like Dean Baker approach any of these numbers, and I think the bias sort of arises from the fact that they don't believe the standard sort of free market economic argument about how wages will rise. I will say that I'm sometimes surprised by the empirical data showing that wages actually do rise in accordance with productivity that most of the workers who were earning the minimum wage 40 years ago are above minimum wage today. And of course, that anticipates what I'm going to get into. I'm surprised partly because there are so many ways in which the interventions of government make it difficult for people to navigate the labor markets, and yet, if you actually take an honest look at the official numbers, you find that workers are doing just about as well as they used to, and are doing pretty well in terms of any objective measure, including productivity. 

But now I want to home in on Dean Baker's problem. Dean Baker specifically said that if you take the minimum wage starting in 1935, I guess is where you start — 1938, when it was first instituted — from 1938 to 1968, it kept up with productivity growth. The minimum wage rose in accordance with productivity growth. But since 1968, it's severely lagged productivity growth. And so that's what he regards as a serious problem. And I think Dean Baker, by the way, is an honest person, but one would think that it might occur to him that he's talking about a law. He's talking about a government regulation. And he's not necessarily talking about a wage that was actually paid. And so you would think that maybe something happened to the way government regs were keeping up with productivity growth or with inflation since 1968. Maybe that was the problem. 

And indeed, when you look at a couple of numbers that I sent Tom, you see the obvious problem with what he's talking about. Again, what he's saying is that — and I want to pick up on the way he puts it — is that "minimum wage earners." Okay, what are minimum wage earners? Well, in his view, minimum wage earners were people who were at the federal minimum wage. But another way of doing it, which would have to do with what was really happening in the labor market, would be to do what I did. I picked up on numbers starting in 1979, because that's as far back as the Bureau of Labor Statistics go. 

So let me walk people through this, and then once they get this little part of it, I think they can see the problem with what Dean Baker said. In 1979, according to the Bureau of Labor Statistics, 7.9% of the workforce were at federal minimum wage, at or below the federal minimum wage. The below, for example, includes servers in restaurants who get tips, so at or below the federal minimum wage was 7.9% of the workforce. 

So then you'd ask, what happened to these minimum wage earners going forward? Because that's the question that Dean Baker is asking. I'm taking that as my anchor. 7.9% of the workforce were minimum wage earners. And then going forward, what happened to them? Well, the one thing we do know that happened to them is that by the year 2019 — I'm taking 2019 because that was the last year before the big debacle of 2020. So by 2019, 7.9% of the workforce were not at the federal minimum wage. Only 1.1 percentage point of the workforce were at federal minimum wage or below. So 86% — of course, we're dealing with different people, statistical people, because we're going through time, which is another bit of a problem with Dean Baker's analysis. But 86% of that 7.9% in 2019 were above the minimum wage. Now, we don't know how far above from this data, but we do know that employers were effectively repealing the minimum wage through market forces, that the 7.9% were no longer at federal minimum wage or below; only 1.1% were by 2019. So 86%, or 6.8 points, of those people were well above the minimum wage by that point. 

And so that should be enough. And maybe I've proved that I can come in in record time in less than 30 minutes, although there's much more to be said. That should be enough to show that Dean Baker's analysis is totally off base. Minimum wage earners, in a market sense, are doing far better, or were doing far better in 2019 than they were doing in 1979, which is a date I can take it from, so that there's nothing to Dean Baker's analysis, except to say that the federally mandated minimum didn't rise. But that has nothing to do with what we might call minimum wage earners in a proper sense as a proper, stable share of the workforce. As a share of the workforce, those people that minimum wage collapsed from 7.9% to 1.1% of the workforce. 

So I hope I repeated the numbers enough for people to follow it. The graph and the information is readily available from the Bureau of Labor Statistics. So Tom, maybe you want to jump in and make a comment. I don't know how clear I made this point.

WOODS: I do, I do. So I was instantly persuaded by your line of argument when you sent it to me through email. 

EPSTEIN: Yeah. 

WOODS: And I guess the follow-up question I have involves an argument that I hear from people on that side of things once in a while. Maybe, if push came to shove, they would admit what you're saying, and they would admit that a very small percentage of people earn the minimum wage and an even smaller percentage are still earning it a year later. They might even concede that. But — I don't know what the figure is, but they would say that there is a much larger percentage of people who, although indeed above the minimum wage, are not that far above it. They're above it enough for us to say, hey, look, there aren't that many people earning it. But these people say, yeah, but some of them are just hovering above it, so is that really such a big accomplishment for the free market?

EPSTEIN: Okay. Well, Tom, I guess you asked a question for which I don't have the data prepared. My data do show — and I was only focusing on what Dean Baker was saying — the data do show that, again, 86% of those who were at minimum wage in 1979 are no longer at that minimum wage in 2019. I don't know, it's true that there is data on low-wage workers. We could look that up. It's possible. I can't discount it. I haven't refreshed myself in looking at where people are in terms of wages. 

Now, I can deplore that. I can say I want people to earn more. I can also say, of course, as a free marketeer, that I wish you people would recognize all the ways in which government policies make it difficult for low-wage earners to navigate the labor market, in particular the super expensive cost of housing in high-wage areas. It makes it difficult for them to move. The many roadblocks to making it difficult for them to be mobile, the fact that they have to earn licenses to become cosmeticians or manicurists — all of those ways in which they penalize low-wage workers. I would then plead with them: please join me in campaigning against these government policies. So that's, I guess, the only response I can make. If they do have some kind of point that maybe more workers are at a lower wage than before, certainly we could lift those policies and do a lot better by these people. So that's one response I would have.

Of course, the other response is that when you're talking about these complications, you have to control it for age, you have to control it for immigrants. I mean, the foreign born are now really dominating the labor force. So many of them are, of course, those people at low wages. And for them, those low wages are unimaginable wealth compared to what they migrated from. So there's so many things to sort out in terms of the way it works. 

But certainly, the main point to be made is that the free market, if left to its own devices, generally delivers for the vast majority of people who want a job. And that's, I think, the sort of conceptual anchor that most of these people lack. I think they really do believe that the capitalist dictates the wage for low-wage workers. They will spin myths about how low-wage workers are just not smart enough to shop around. They're a little bit clueless. They can't get access to the internet, as though low wage workers, young people in particular, is what they are, as though they don't talk to family, as though they don't talk to friends, as though they don't ever travel and find out about better opportunities. So all of those points I guess would be relevant. 

Of course, beyond that, we would have to say that raising the minimum wage, as has been proposed, is only — and of course the Congressional Budget Office, the mainstream Congressional Budget Office's point is this is only going to penalize the weakest, the least skilled, and the most vulnerable, make it more difficult for them to find a job, put them on the ash heap. What was the number from the CBO? The Congressional Budget Office has estimated that 1.8 million jobs would be destroyed by the hike in the minimum wage, and those 1.8 million jobs would be jobs held by those people who most need on-the-job training. So again, the minimum wage hike solution is no solution at all anyway. Perhaps you could add something to what I said, Tom? 

WOODS: Well, how about the claim that we get — and this is turning into just a minimum wage episode. I wanted to deal with just that one civic issue, but now I figure, I've got Gene Epstein here; I can ask him anything I want. So of course we've heard this over and over in recent years, especially from, let's say, the average person repeating the research will put it this way. They'll say that higher wages don't lead to less employment. And now, obviously, what they mean is artificially imposed higher wages don't lead to greater unemployment, but it would be like saying, if the price of lumber goes up, don't worry, people won't buy any less lumber. Oh, are you sure? Really? If the price of steel goes up, don't worry, nobody's going to buy any less steel than they did before. So this is not a general principle. This is just a matter of the labor market. And is that because in the labor market, you think what's motivating this is the idea that in the labor market, that's just where exploitation is? You can't exploit some lumber, but you can exploit a person? I mean, where's this coming from? 

EPSTEIN: Well, no, I think that you put your finger on it, Tom. It does come from the exploitation theory. I'm a huge fan of George Reisman. He was a friend of mine. I've had the pleasure of visiting him a number of times in California. And I guess you've had him on a couple of times. 

WOODS: Yeah. 

EPSTEIN: And he has written some brilliant things on diverse subjects, especially in this case, the point about how wages rise. He begins one of his classic lectures — I don't know who he is appearing before — but he is saying that, I can read the minds of almost anybody in this room — I guess he was talking to a number of my neighbors and progressives in the Lower East Side and Upper West Side — that you all believe in the exploitation theory. You all believe that if it weren't for the intervention of government, workers would be at subsistence wages. And I like the way George elaborates it. Well, yeah, of course, subsistence wages, because you've got to pay a worker enough to be able to come to work. You know, if you didn't pay him subsistence wages, he would just die, lying under a tree, but you've got to pay him subsistence, because the capitalists have all the power. 

And then George, you know his rhyme about worker need and employee greed. He said, because you people work from to actually quite valid premises: worker need and employee greed. Let's concede, absolutely, that employers would like to pay as little as possible. And let's concede, absolutely, that workers need a job. And so there is indeed employer greed and worker need. But then you'll recall his next step. He used the example of moving to New York City and you own a car. 

WOODS: Yeah.

EPSTEIN: You move to New York City, you own a car, and the car is going to be a liability. There's no parking on the street. It costs a fortune to use a garage, and so you'd pay somebody —

WOODS: You would be willing to pay someone to take the car off your hands. And then his argument is, but does that mean that in practice, you're literally going to have to pay someone? No, because your particular dire-straits situation has nothing to do with price formation.

EPSTEIN: Precisely. Yeah, yeah. No, indeed. Or as I put it, do any of you really expect to have to pay somebody? 

WOODS: Right, of course not. You know somebody wants that car, right? Somebody will buy it from you. So likewise, yeah, your particular situation, what you would be willing to do in the last resort, that's not where prices wind up. I mean, what a buyer might be willing to do in the last resort, he might be willing to part with his good at such-and-such price, but he doesn't want to, so he's going to try not to unless he has absolutely no other choice.

EPSTEIN: Precisely. Yeah, yeah, yeah. And so I love that rhyme, and I love the way George puts it. And I have to say, about Dean Baker, I've read some things from him, and I think that there are people on Dean Baker's side who are willfully dishonest. A lot of journalists at The New York Times, for example, I've seen the way they deal with graphs. And of course, I do think that — perish the thought, I do think that Paul Krugman has a dishonest streak. But actually, I give Dean Baker the benefit of doubt and what I sort of remember for him — and Dean Baker, I remind readers, is the guy who wrote this thing about the minimum wage earners. He's the guy we're dealing with. But I think that Dean Baker sort of viscerally doesn't believe what we've just explained from George Reisman. He really does believe, as of course so many journalists and others believe, that the capitalist has all the power.

And then, as I say, when I contemplate the difficulties that low wage earners face, the difficulty of just — let's say you're a middle aged guy and you're out of a job. Why can't you just join a law firm, spend six months reading about divorce or real estate law, and put up a shingle if somebody is going to hire you? I mean, I've encountered two different kinds of law in my day as a consumer, marital law/divorce law and real estate law. And I know for a certainty that six months of apprenticing myself, and I can master those two kinds of law if I just worked for a law firm. I wouldn't have to go to college or law school. But you can't make a transition to those jobs. Of course, there, I'm talking about smarter people, but then when you look at all the ways in which — you want to become a plumber. I know a guy who was trying to become a plumber in New York City. They rig the game against you. It's the plumbers mafia. There are so many decent-paying jobs that are closed to people by unions. 

And yet, if you actually look at the conventional numbers that come from the Bureau of Labor Statistics, working people do pretty well anyway. They do stay ahead of inflation. Their wages do still keep tabs with productivity. And then on top of that, of course, if all of those restrictions that a government mandated were lifted — and of course, on the other side, again, to repeat, the huge high cost of housing in places like New York City and San Francisco, which are imposed by government — then if those things where to stop, then of course, people of limited skills and limited means could do even better. 

So that's my plea. And again, my plea to Dean Baker is that he should read a little George Reisman, and maybe his biases when it comes to these numbers would change. Of course, again, I don't think that Dean Baker approached this data dishonestly. I think that because he's just got this bias, he doesn't think, wait a minute, what am I talking about? I'm talking about tracking a government mandated wage. I'm not talking about tracking what people were actually paid. Why don't I look up a number like how many workers were actually at the minimum wage? 

WOODS: [laughing] Yeah. 

EPSTEIN: And then he'd think about it a little bit more. I think that's where he fell into error.

WOODS: Well, I think that's about what I wanted to cover for this episode. I still want to say something, though, about subsistence wages, because you mentioned it. It's just one of these little insights from Mises that makes me happy. Mises says — and this deals really with Marx. Marx believed in the iron law of wages, and he believed there was a tendency for the wage rate to go down to just where it was subsistence, it was keeping the worker alive. But maybe it's just that I don't know the Marxian texts well enough, or that Mises didn't or something, but Mises pointed out that the problem with this is that the way history is supposed to work out under capitalism is that the workers see their wages get ever lower. But if the tendency is for them , as often as possible, to be as low as can be already, what exactly is the process by which the wages get lower? By Marx's own admission, these are the wages necessary to keep them alive. If they got much lower and the workers died, how could there be a proletarian revolution?

EPSTEIN: Is that right? You know, I hadn't quite thought of that. There's been so much glossing over. And admittedly, I actually did read that stuff when I was at the New School 50 years ago, and I don't quite remember. In other words, Mises was arguing then that even what George Reisman said — which is that, well, if you don't pay them subsistence, they'll just stay at home and die. They won't come to work, so you've got to pay them subsistence — but you're saying that Marx didn't even allow for that?

WOODS: Well, yeah, because his whole theory of how we progress to socialism is a continuing decline in wages for workers. But he's also saying that wages are at their lowest possible point. Well, maybe our friend Richard Wolff has some answer to this, or maybe he would just fly off into an anecdote about somebody he met the other day, when you try to pin him down.

EPSTEIN: Yeah. Tom mentions Richard Wolff, who calls himself Rick Wolff. I don't think he's a friend of mine, Tom, as you know. But what's funny is that I did my last debate with Richard Wolf, and I'm pleased by the fact that it's now got 2.2 million YouTube views. It keeps climbing. Especially since Richard Wolff delivered a lecture about a week later from that debate, and made up just incredible stories about what I had said and what he had said, a complete fantasy about how the debate went and how we were asking each other questions, which we never did. And so you've touched a button. And Richard Wolff, I can't actually approach him to ask that. 

But I want to return to just one other point, which is that I remember when I was at Freedom Fest, I was watching a debate on minimum wage. And I was just in the audience. And again, this professor of economics, he's just smiling benignly, and he's talking about how minimum wage workers just don't know how to shop around. They can't get access to the internet. And he's just making it up, making up these condescending stories about people of limited means, as though it was never possible to find out about better opportunities unless you had access to the internet. Now, I wasn't going to quibble with him about whether they do or don't have access to the internet, and I didn't get a chance to ask my question and ask: do you really think that they're not shopping around? You really think they don't see signs outside stores, or they don't talk to relatives, they don't talk to friends? I mean, that's another sort of deep-seated belief, I guess, that gets in their way, that low-wage workers are sort of too dumb to shop around for better job opportunities. So that too appalls me. It seems to be part and parcel of this whole myth about capitalists dictating the wage but for the intervention of government. And of course, you and I turn that analysis on its head and point out that low-wage workers in particular would do far better if only the government were to back off.

WOODS: Well, with that, I'll link to the Dean Baker piece we've been talking about at TomWoods.com/1864. I don't know if there's anything else, any other thing on this people should read, off the top of your head?

EPSTEIN: I don't know if I sent you a brief analysis, Tom, plus a chart. I sent you the chart of just the absolute number of people at the federal minimum wage, which bounces around, but then from 1979 to the year 2020, it basically falls from nearly 8 million workers that are below minimum wage to about 1.5 million. And so it tells that story — I mean, you have in your email box. Maybe you can link to it, because it does sort of outline the argument.

WOODS: Yeah, we'll put the chart right on the page, so TomWoods.com/1864. Okay, so the next time I'll see you, it looks like it's going to be in I guess a few weeks here in Florida. It's going to be great.

EPSTEIN: I look forward to that, Tom, absolutely.
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