America’s future enemies will not all be as stu-
pid as Saddam Hussein, who foolishly suppressed
pictures of the “awful gore” inflicted by American
weapons until after the war. Shrewd adversaries
will locate their military bases in civilian areas or
near cultural and religious landmarks. All of Amer-

ica’s weapons, the authors warn “will do little to
dissuade an antagonist who knows that we like
neither to suffer nor inflict casualties, military or
civilian.” At some point, they predict, the United
States will be unable even to contemplate war, and
“isolation will eventually be our answer.”
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The New Wisdom on Minimum-Wage Laws
A Survey of Recent Articles

he minimum-wage law, that hardy peren-

I nial of American political argument, may

soon have its last, best hearing on the politi-

cal stage. Secretary of Labor Robert Reich wants to

increase the current federal minimum wage of

$4.25 an hour by 10 percent—and then index it,

thus removing the issue from the political battle-
field.

Reich will have at his disposal some surprising
new research. After decades of debate, economists
by the early 1980s seemed to be in agreement on
the subject of minimum-wage laws. The consensus
was that they are a decidedly mixed blessing (per-
haps not unlike economists themselves). Studies
indicated that, other things being equal, a 10-per-
cent increase in the minimum wage reduced teen-
age employment by one to three percent. (Nearly
half of all teenagers now hold jobs.) Agreement
among economists being an unnatural state, it is
remarkable how long the consensus held up. But
lately it has come under challenge from economist-

An Eroding Minimum?

$10 +
Average Hourly
Earnings of
U.S. Workers
$5+ {$4.25)
($3.35) ’,J_
Federal
Minimum Wage
$1 ! I | I
1970 1975 1980 1985 1990

134 WQ SPRING 1993

sleuths who believe they have succeeded in failing
to find any evidence that increases in minimum
wages cause employment declines, and who, like
Sherlock Holmes, discern much significance in the
dog that did not bark. The economists present their
dissenting findings in Industrial and Labor Relations
Review (Oct. 1992)—only to have them immedi-
ately subjected, in the same issue, to a large dose of
cold water from some fellow economist-detectives.

Harvard economist Lawrence F. Katz (now chief
economist at the Department of Labor) and Prince-
ton colleague Alan B. Krueger begin the challenge
to the conventional wisdom. They surveyed fast-
food restdurants in Texas after the federal mini-
mum wage was hiked from $3.35 to $3.80 an hour
in April 1990 and after it was further increased the
following April to $4.25. They found that at firms
most likely to be affected by the change (i.e. those
firms employing relatively more low-wage work-
ers), employment actually increased. But they take
a bit of the edge off this finding by noting that their
surveys would have missed any restaurants forced
to close by the higher minimum wage, as well as
any slowdown it might have brought about in the
rate at which new restaurants opened.

he next challenger to appear in Industrial

I and Labor Relations Review'’s pages is Prince-
ton economist David Card, who flings two
separate stones at the conventional-wisdom Goli-
ath. The first takes advantage of the fact that some
states raised their minimum wages above the fed-
eral one. As a result, the April 1990 boost in the
federal minimum wage had no effect on teenagers
in California and several New England states. If
the federal law had any negative impact at all, it



would have showed up as a change in teenage
employment rates in other states relative to the
rates in California and New England. But, accord-
ing to Card, Current Population Survey data show
no indication of any such negative impact in those
states.

Card hurls his second challenge to the conven-
tional wisdom from California, which raised its
minimum wage to $4.25 an hour in July 1988, long
before the federal minimum reached that level. He
contrasts the changes in teenage employment there
with changes in certain states that did not increase
their minimum wages then. Once again, the dog
does not bark. “1 find no empirical support for the
conventional prediction,” Card declares. The mini-
mum-wage increase boosted the earnings of low-
wage workers in the Golden State but “does not
seem to have significantly reduced employment.”

The challengers, however, do not have the last
word on the subject. University of Pennsylvania
economist David Neumark and William Wascher
of the National Bureau of Economic Research step
forward in Industrial and Labor Relations Review to
present some new research of their own (and to
fault Card for flaws they see in his statistical ap-
proach). Analyzing state data for the years 1973-
89, they conclude: A 10-percent increase in the
minimum wage cuts teenagers’ employment by
one to two percent.

There is plenty to quibble with in all of these
studies. How well, for example, do they adjust for
other factors that affect teenage employment, such
as the varying economic health of different states?
Questions like that suggest that the new debate on
the effects of the minimum wage will not be much
more conclusive than earlier ones.

No More
Number Ones?

“The Rise and Fall of American Technological Lead-
ership: The Postwar Era in Historical Perspective” by
Richard R. Nelson and Gavin Wright, in Journal of Eco-
nomic Literature (Dec. 1992), American Economic Assoc.,
2014 Broadway, Ste. 305, Nashville, Tenn. 37203.

For more than a decade, more and more voices
have been heard bemoaning the loss of U.S. lead-
ership in high technology and calling for a govern-
ment-led industrial policy to set things right. What
such analysts fail to understand, contend econo-
mists Nelson of Columbia and Wright of Stanford,
is why the United States had its big technological
edge in the first place—and why no nation will be
able to gain such an advantage again.

After World War II, U.S. firms did seem to own
the future. They dominated high-tech fields, par-
ticularly computers, transistors, and other semi-
conductors, and claimed a big share of world mar-
kets. At home, technology helped to make U.S.
industry the most productive in the world.

This technological lead had two sources, accord-
ing to Nelson and Wright. The first was America’s
long-standing dominance in mass-production in-
dustries, built on the twin pillars of vast natural
resources—coal, iron ore, copper, petroleum, and
others—and a vast domestic market. Ample re-

sources and markets spurred technological innova-
tion. The other source of American technological
dominance was new: massive postwar invest-
ments, both private and public, in research and
development (R&D) and in scientific and technical
education. The number of U.S. scientists and engi-
neers in industrial research soared from fewer than
50,000 in 1946 to roughly 300,000 in 1962. Total
U.S. expenditures on R&D more than doubled be-
tween 1953 and 1960. Other nations lagged far be-
hind.

But these advantages were bound to fade. Other
nations learned the importance of investing in edu-
cation, training, and R&D. Falling trade barriers
created international markets in both raw materials
and finished goods, erasing the advantages Amer-
ica enjoyed in a simpler time. The world’s ad-
vanced economies have converged and, to an ex-
tent, intertwined. There is no sense trying to put
Humpty-Dumpty back together again, the authors
believe. In this environment, a moment’s techno-
logical advantage is quickly lost, as other nations
adopt the new technology.

Now, the authors speculate, national advantage
may be based on “social capabilities,” which are
the product of the subtle social and political pro-
cesses that shape savings, investment, and pro-
ductivity. But in the new world economy, even
these advantages are bound to be fleeting.

PERIODICALS 135



