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Chapter 2

Alternative Labor-Market Policies to
Increase Economic Self-Sufficiency:
Mandating Higher Wages, Subsidizing
Employment, and Increasing Productivity

David Neumark

self-sufficiency is through labor-market earnings. As a conseguence, it is

natural for policymakers to look to interventions that increase the ability of
individuals and families to achieve an adequate standard of living from partici-
pating in the labor market. This chapter discusses some key policies that are used
or can be used to increase economic self-sufficiency by increasing earmings.

Broadly speaking, the set of available policy options can be cast in the context
of a simple supply-and-demand analysis. First, we can &ry {o increase earnings via
higher wages, by mandating a higher wage floor. Second, we can try to increase
earnings by subsidizing employment on either the demand or the supply side, ei- -
ther raising the demand for labor or increasing the supply of labor. And third, we
can encourage greater human capital accumulation, inereasing productivity and
thereby shifiing the demand curve out and raising wages and employment.!

Many public policies directed at the labor market can be viewed within this
framework. In this chapter I emphasize policies on which I can bring my own ex-
pertise to bear and for which I can provide what I view as the most valuable con- .
tribution to the policy debate by highlighting recent research. In particular, the
chapter focuses on mandated wage floors (minimum and living wages), em-
ployment incentives (the Eamed Income Tax Credit and wage subsidies), and
school-to-work policies. Obvicusly, the potential scope of this chapter-what gov-
erpunent policy can do to increase workers” and families” earnings—is far more
extensive.? Inmumerable papers and many bocks have been written about welfare

1le‘ﬁm principal means by which individuals and families achieve economic
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reform, job training, the EITC, the minimum wage, and educational reform. I can
neither touch on all of the potential policy levers nor even fully treat those policies
I do discuss.® .

Policymakers have attempted to increase earnings by mandating higher wages
via minimum wages and, more recently, living wages. Of course, mandating
higher wage floors has the petential to discourage employment of low-skill work-
ers, and this is the source of much of the controversy over minimum-wage floors.

Perhaps the most prominent set of policy interventions and changes with re-
spect to increasing earnings in pursuit of economic self-sufficiency have targeted
the supply side, by trying to change the incentives to work. Welfare reform has
cdlearly aimed to increase employment of the target population—iow-income
households and low-skilled single mothers in particular—as have other policy
changes, including expansions of the Earned Income Tax Credit (EITC), revised
income tax schedules, and modifications to Medicaid and the provision of public
health insurance to children. These policy interventions have sought to change la-
bor supply on either the extensive or the intensive margin. There seems to be little
doubt that these policy interventions have contributed to higher employment
among the target population (for example, see Meyer and Rosenbaumn 2000; Blank
and Schumidt 2001; Blank 2002). Viewed from the perspective of increased employ-
ment and reduced caseloads, the combined effects of welfare reform and these
other changes appear to have been a successful effort to increase earnings—
although that, of course, does not mean families are better off4

An alternative policy that operates instead on the demand side is a wage sub-
sidy program targeted toward low-skilled or disadvantaged individuals. Wage
subsidy programs can take many forms, depending in part on who is targeted,
but all share the basic structure of subsidizing wages to increase demand for
workers (shifting out the labor demand curve), thereby raising their employment
and earnings {see Katz 1998). The current incarnation of wage subsidies in the
United States is the Work Opportunity Tax Credit (WOTC), which targets young
workers in disadvantaged farnilies or who are “high risk,” and members of fammi-
lies receiving TANF (Temporary Assistance for Needy Families), as well as a few
other groups.’

Of course, a key alternative to increasing incentives for work and increasing
wages or demand for low-skilled or disadvantaged workers is to try to directly
raise the productivity of such workers through training and education. Looking
through this lens, one could view much of the entire body of research on human
capital as pointing to ways to increase earnings. For example, there is little dis-
agreement that schooling increases earnings, even if there is continuing debate
about the magnitude of the effect. And a simple policy goal of trying to increase
schooling is even more compelling in light of increased returns to schooling in re-
cent decades.’ In addition, one could view research by labor economists linking
educational reform to earnings (for example, Betts 1995; Card and Krueger 1992;

" Hanushek 2006) as also pointing to policy interventions to increase economic self-
sufficiency via earnings.

I focus more narrowly on one dimension of schooling- and training-related
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policies for which policy experience is quite recent and for which research find-
ings have only recently begun to emerge—in particular, school-to-work. This fo-
cus is not intended to suggest anything about the weighting of the importance of
alternative human capital-related policies for increasing earnings, but rather to
add information on what we have learned from the recent experience with and re-
search about school-to-work to the broader research literature on human capital
and educational reform.

MANDATING HIGHER WAGES

The minimum wage has been a central component of the nation’s efforts to help
families achieve economic self-sufficiency since early in the last century. The fed-
eral minimum was ingtituted in 1938, and was predated by earlier efforts in some
states. Until the early 1980s, increases in the federal minimum wage were spo-
radic but over the longer term largely preserved the real value of the minimum
wage. Since then, federal increases have slowed, and instead states have picked
up the ball; as of January 2007, twenty-nine states plus the District of Columbia
had minimum wages above the federal level” A related development has been the
advent of living wages since the mid-1990s, which have now spread to over 140
cities and other localities.

Do minimum wages and living wages enable individuals to earn more and
families fo exit and remain out of poverty? The research literature is enormous.
Williamn Wascher and I recently completed an extensive review of the evidence on
the employment effects of minimum wages (Neumark and Wascher 2007) and a
broader survey of the effects of minimum wages and living wages on a variety of
outcomes (Neumark and Wascher 2008). Here, I discuss some of the main conclu-
sioms.

Minimum Wages and Employment

Much of the political debate surrounding proposed changes in the minimum-
wage concerns the potential effects on employment. Although that focus is not
entirely appropriate, the potential disemployment effects are of course the chan-
nel that could dissipate or even outweigh the gains to low-skifled individuals
from higher wages.

Alarge body of research on the employment effects of the minimum wage, con-
ducted in the 1970s, focused on the effects of the federal minimum wage and con-
sisted mostly of time-series studies. The most widely cited survey of this litera-
ture (Brown, Gilroy, and Koher 1982) concluded that the evidence established a
censensus range of -1 to —.3 for the elasticity of teenage employment with respect
to the minimurmn wage; these elasticities measure the ratio of the percent change in
employment to the percent change in the federal minimum wage. The state-level
increases since the late 1980s, coupled with federal increases in 1990 and 1991,
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provided economists with additional “experiments” with which to reexamine the
costs and benefits of minimum wages, and this new wave of research produced
considerably more diverse results.

The best-known and most controversial of these new studies were conducted
by David Card and Alan Krueger (summarized in their 1995 book Myth and Mea-
surement). They argued that the consensus view that minimum wages reduce em-
ployment of less-skilled workers was wrong, and their most widely cited results
on the fast-food industry suggested that a higher minimum wage could lead to
substantial incregses in Jow-skilled employment.? Other studies published during
this period, sometimes from other countries, cast doubt on the conclusion that
minimum wages reduce employment of low-skilled workers (for example,
Machin and Manning 1994). This research was sometimes perceived as ending the
consensus among economists that minimum wages reduce employment among
the less skilled.

However, the studies highlighted as challenging this consensus were part of a
much larger body of research on the employment effects of minimum wages con-
ducted since the early 1990s, including a number of studies I wrote with William
Wascher. This larger body of new research includes more than one hundred stud-
jes and encompasses an impressive variety of statistical techniques and datasets,
including more sophisticated time-series analyses, case studies of particular mini-
mum-wage increases, and panel studies across states and years. Wascher and Ire-
cently undertook an exhaustive review in order to determine what can be learned
from the wider body of research (Neumark and Wascher 2007).

This review led to two main conclusions, First, there certainly is a uch wider

range of estimates of the effects of the minimum wage on employment than was
the case in the earlier time-series literature reviewed by Charles Brown, Curtis
Gilroy, and Andrew Kohen (1982). For example, few of the studies in the survey
were outside the consensus range of —1 to -3 for the ¢lasticity of teenage employ-
ment with respect to the minimum wage. In contrast, even limiting the focus to
stadies of the effects of the minimum wage on teenagers in the United States, the
range of estimates in the more recent research extends from well below -1 to well
above zero. This wider range of estimates partly reflects the fact that the newer Iit-
erature uses a variety of methods and data to identify the effects of minimum
wages—including estimates for narrow subsets of workers and specific indus-
tries—whereas the earlier literature was for the most part based on aggregate
time-series data that changed only by the addition of more data with the passage
of time (although there were advances in statistical methods).

Second, despite the wider range of estimates, the oft-stated assertion that the
new minimum-wage research fails to support the view that the minimum wage
reduces the employment of low-skilled workers is clearly incorrect. Indeed, the
preponderance of the evidence points to disemployment effects. Of 102 studies
on which we focus, by our reckoning nearly two-thirds give a relatively consis-

" tent (although by no means always statistically significant) indication of negative
employment effects of minimum wages, whereas only eight give a relatively con-
sistent indication of positive employment effects. In addition, we identify thirty-
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three studies that we view as providing the most credible evidence. Among
these, twenty-eight {85 percent) point to negative employment effects. gou_mo,qmm
in research that focuses on the least-skilled groups most likely to be adversely af-
fected by minimum wages, the evidence for disemployment effects seems espe-
cially strong, with minirmum wages harming the least-skilled workers more than
Is suggested by the net disemployment effects estimated in many studies.? In
contrast, we see very few, if any, cases where a study provides convincing evi-
dence of positive employment effects of minimurn wages.'® Cverall, this review
of the newer literature largely solidifies the conclusion that minimum wages re-
duce employment of low-skilled workers.t

The Distributional Effects of Minimum Wages

Despite minimum wages reducing employment among the less skilled, minirmum
wages could have offsetting beneficial effects because of income gains resulting
from higher mandated wages. And it is possible that these income gains tend to
accrue to the lowest-income families, an argument sometimes made by those who
advocate minimum-wage increases. 2 Although the distributional question is cen-
tral, it often receives short shrift in research and debates sbout the minimum
wage, with critics of minimum wages ignoring the possibility that even if mini-
mum wages do reduce employment, they may have beneficial distributional
effects, and advocates simply assuming that the distributional effects must be
beneficial. In fact, as we explain in this section, research fails to establish that min-
WHHEB wages have beneficial distributional effects that cutweigh the employment
osses.,

1t is commonly claimed that existing estimates of minimum-wage employment
elasticities imply that minimum wages must, on average, raise incomes of low-
wage worlers. The argument is that if the employment elasticity for these work-
ers is in the -1 to -3 range suggested by many studies of teenagers and young
adults, then because the elasticity is below 1 in absolute value, 2 higher minimum
wage must raise incomes of affected workers (Freeman 1996). However, this argu-
ment is likely incorrect. Teenagers or young adults are typically studied in re-
search on the employment effects of minimum wages because a large share of
thern work at or near the minimum wage, so that the effects of minimum wages
are more likely to be evident for these groups than for others. Nonetheless, many
teenagers and young adults earn significanily more than the minimum wage. As a
result, the reported elasticities from studies of teenagers will tend to understate
the elasticity of demand with respect to the minimum wage for the least-skilled
workers among them who are directly affected by the minimum wage. The same
argument applies with greater force to the broader adult population, because the
share of adult workers at the minimum is much smaller. The estimated elasticity
from the usual minimum-wage study aiso underestimates the relevant elasticity
of demand for affected workers because, with some affected workers already
earning more than the old minimum wage, when the minimum wage increases,
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the size of the average wage increase associated with a minimum-wage increase
likely will be less than the minimum-wage increase itself.?

To examine directly how minimum wages affect low-wage workers, Neumark,
Mark Schweiizer, and Wascher (2004) estimate various margins of minimum-wage
effects, including wages, employment, hours {conditional on remaining employed},
and—most important for the purposes of this discussion—earned income, using in-
dividual-level matched cbservations on those aged sixteen and older from the Cur-
rent Population Survey (CPS) Outgoing Rotation Group {ORG) files for the years
1979 to 1997. For each outcome we estimate a model that interacts the change in the
effective minimum wage for each state-month observation with a set of indicator
variables that describe where each individual’s initial wage stands in relation to the
minimum wage. With the additional controls included, minimum-wage effects are
identified from differential changes in outcomes for workers at similar points in the
wage distribution who experience different minimum-wage changes, and the ap-
proach generates estimates of the effects of minimum-wage increases on these out-
comes at various points of the wage distribution. We estimate both contemporane-
ous effects and cumulative effects that allow one-year lags.

The conterporaneous elasticity of wages with respect to the minjraumn is about
8 for workers at the minimum or below 1.1 times the minimum.** The elasticity
falls to about .4 for workers between 1.1 and 1.3 times the minimumn, to about .25
for workers between 1.3 and 1.5 times the minimum, and to .15 for workers be-
tween 1.5 and 2 times the minimum, petering out higher in the wage distribution.
However, the cumulative contemporaneous plus lagged effects are quite differ-
ent, with the elasticity near the minimum wage falling to about 4, and declining
for the cells slightly higher in the wage distribution. The smaller estimated effects
once lags are included suggests that a substantial part of the wage gains caused
by minimum-wage increases are “given back” in the following year, likely be-
cause employers forego the usual nominal wage increases in subsequent years for
workers whose wages were increased by the minimum wage, while workers at
the same position in the wage distribution in states without minimum-wage in-
creases receive these nominal increases,

TFor workers initially earning close to the minimum wage, the estimated em-
ployment elasticities range from about —06 to —15 and are sometimes statistically
significant. The estimated elasticities are close to the so-called consensus range of
estimated disemployment effects for teenagers, even though the latter estimates
are based on workers whose wages can be well above the minimum wage. How-
ever, the hours reductions are more severe. The cumulative estimates point to sta-
tistically significant hours reductions for workers initially paid at or just above the
minimum wage, with elasticities near —3.

Finally, we turn to earned income. The contemporaneous effects are poesitive
(and significant for most cells) for workers initially earning up to twice the mini-
mum wage. However, the cumulative effects tell a much different story. Workers
initially below the minimum, at the minimum, and up to 1.1 times the minimum
expertence income declines. The estimated elasticity for minimum-wage workers
is on the order of —6 and is statistically significant at the 5 percent level; it is about
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half that for workers just above the minimum wage. The reversal from the con-
temporaneous effects is attributable in part to the weaker wage gains once we get
past the immediate effect of increases in the minimum wage. And overall, the
fairly strong negative effects on eamings are in part due to the joint distribution of
wage, employment, and hours effects across individuals. Overall, then, this analy-
sis indicates that very low-wage workers are, on average, not helped by mini-
mum-wage increases, and instead are hurt, despite the wage increases among
those who stay employed.

What about the effects on family incomes? Because the definition of poverty is
based on family income, minimum-~wage workers need not be in poor families.
Edward M. Gramlich (1976), using data from the early 1970s, showed that there
were many low-wage workers in nonpoor and even above-median-income fami-
iies. More recent evidence (Burkhauser and Sabia 2007} echoes Gramlich's earlier
mcﬂomﬂ&cnm. For example, in March 2003 CPS data, 4.2 percent of all workers were
in poor families, but only 13.2 percent of workers earning a wage less than $7.25
were int poor families. Alternatively, using a definition of low-wage workers based
on half the average private-sector wage, in the 2003 data 46.3 percent, or nearly
one-half, of low-wage workers were in families with incomes three times the
poverty line or higher, whereas 24.2 percent were in poor or near-poor families.*

.ﬂ.ﬂmmm numbers clearly imply that many of the potential benefits of a higher
minimum wage could flow to higher-income families. The key question, however,
is how the distribution of farnily incomes is actually affected by %ﬂmglémmm
increases. Minimum wages undoubtedly create winners and losers, and neither
the types of descriptive statistics just discussed, nor the fairly large number of
studies that try to simulate the effects of mirdrmum wages on the distribugion of
family incomes {for example, Horrigan and Mincy 1993; Card and Krueger 1995;
Burkhauser, Couch, and Wittenburg 1996), describe the acfual distributional ef-
fects of minimum wages and their incidence across families at different points in
the income distribution.

In order to describe more fully how minimum wages affect the distribution of
family income relative to needs, Neumark, Schweitzer, and Wascher (2005) de-
velop a difference-in-differences nonparametric approach, applied to matched
March CT'S files from 1986 to 1995, This approach yields estimates of the effects of
mirdmum wages on the proportion of families that are poor or near-poor, and of
the extent to which minimum wages push families initially near-poor into
poverty, or [ift initially poor families out of poverty. Moreover, the nonparametric
approach yieids a rich description of the effects of minitum wages on family in-
comes at all points of the income-to-needs distribution,

_ The main results are displayed in figure 2.1. I do not show the entire set of den-
sity estimations that are used to infer the effects of minimum-wage increases on
the distribution of income-to-needs, but rather just the final contemporaneous,
lagged, and cumulative estimates of changes in the distributien for the reatment
group of state-year observations with minimum-wage increases relative to the
control group of observations without increases.” The difference-in-differences
estimates of the effects of contemporaneous minimum-wage increases on the in-



FIGURE21 / Estimated Effects of Minimuimn Wages on Distribution of Famnily
Income-to-Needs, 1986 to 1995
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come-to-needs distribution are shown in panel A, with slight adjustment based on
the need to account for the fact that, for exarnple, some states with no contempo-
raneous increase had an increase in the previous year. The results indicate that the
effect of contemporaneous minimum-wage increases is to reduce the proportion
of families with income-to-needs between 0 and about .6, to increase the propor-
tion with income-to-needs between .6 and 1.5, and to reduce the proportion with
income-to-needs from 1.5 to about 2.7. These results are consistert with minimumr
wages helping the poorest families, but they also suggest that some families with
initial income-to-needs in the range from 1.5 to about 2.7 experience income
losses.

Panel B of figure 2.1 reports the difference-in-differences estimates of the lagged
minimum-wage effect. In contrast to the estimated effects of contemporaneous
minimum-wage increases, lagged increases unambiguously raise the proporton
of families below about 1.3 times the poverty line, with corresponding decreases
in the proportion of families with income-to-needs between 1.3 and 3.2. This evi-
dence, and the contrast with contemporaneous effects, is consistent with disem-
ployment effects {or hours reductions) occurring with a lag, while the contempo-
ranecus effect reflects more of the impact of immediate wage increases~which
dirninish fairly. quickly, according to the worker-based results discussed earlier.

The total effécts of minimum-wage increases, shown in panel C, are the sums of
the contemporaneous and lagged effects. The estimated effect at each particular
point of the income-to-needs distribution is given by the middle curve, and the
upper and lower curves are the boundaries of the 95 percent confidence interval,
calculated using a bootstrap procedure. The results are quite striking. There is es-
sentially no change in the proportion of families with income-to-needs below .3,
as the benefit associated with the conternporaneous increase is offset by the cost of
the lagged increase. There is a marked increase in the proportion of families with
income-to-needs between about .3 and 1.4, and a marked decrease in the propor-
tion of families with income-to-needs between about 1.4 and 3.3. These resuits
suggest that the overall effect of minimum-wage increases is to push some fami-
lies that are iniftjally Jow-income but above the near-poverty line into poverty or
near poverty. On a point-by-point basis, the estimated increases in the propor-
tions of families with income-to-needs from about .6 to 1.2 are statisticaily signifi-
cant. :

By integrating under the curves in figure 2.1, and bootstrapping, we find—as
reported in the first row of table 2.1—that the minimum wage has essentially no
effect on the proportion of families with income-to-needs between 0 and .5 but
leads to significant increases in the proportion of families between .5 and 1 and
the proportion below 1. There is also a significant (at the 10 percent level) increase
in the proportion of near-poor families, and a statistically significant increase in
the proportion of poor or near-poor families. The estimated elasticity of changes
in the proportion of families that are peor or near-poor with respect to the mini-
mum wage is approximately .41, and the average minimum-wage increase in the
sample increases the proportion of families in these categories (combined) by 013,
and the proportion of poor by .008. The estimates in the second row are based on
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TABLE22 / Wages and Family Income-to-Needs

Income-to-Needs Ranges

0t0f5 05t01 1tol5 1502 203
ey (2 ©)] 4 )

A. Distributions of primary earners in
Jamily income-to-needs category by

hourly earnings
Less than 90 percent of mindrum 0.49 0.27 012 .06 0.03
90 to 110 percent of minimum 0.17 0.18 012 0.05 0.02
110 to 200 percent of minimum 0.25 0.43 GE3 0.50 0.29
More than 200 percent of minimum 0.09 012 0.23 0.39 0.66

B. Distributions of lowest earner in
family in family income-to-needs
category by hourly earnings

Less than 90 percent of minimaun. . 0.57 0.52 0.41 0.34 0.25
90 to 110 percent of minimum 020 . Gls 0.18 0.17 0.14
110 to 200 percent of mindmum 017 0.26 0.32 G40 045
More than 200 percent of minfrmum 0.06 0.06 0.08 0.10 0.16

C. Distributions of workers by family
income-to-needs

Less than 90 percent of minimum 013 0.15 012 011 0.18
90 to 110 percent of minimuwm 0.08 014 015 eI 0.19
© 1100 200 percent of mirdmum 0.03 0.08 0.12 0.14 0.23
More than 200 percent of minimum 0.01 0.01 .03 0.05 0.16
N 2,979 5,980 8,852 10,741 24,420

Source; Neumark, Schweitzer, and Wascher 2005,

Notes: Income-to-needs categories and income measures are reperted for year one for each fam-
ity Hourly earnings are calculated using anmual wage and salary income / {{weeks worked last
year) - (usual hours worked last year)}; this way the full March files, rather than only the ORG
files, are utitized. In the first and second panels the columns sum to 1; in the third panel the rows

sum to 1 but entries are not shown for income-to-needs greater than 3. The second panel is re-
stricted to families with at least two eamners,

nonparanetric density estimates that adjust for state and year effects, and yield
similar conclusions.

Table 2.2 illustrates more clearly how families with incomes initially above the
poverty or near-poverty line might be affected by an increase in the minimurh
wage. Although minimum-wage workers (those earning less than 1.1 times the
minizum) account for a very small share of primary earners in families above 1.5
times the poverty line (panel A), it is not unusual for the lowest-paid worker in
higher-income families to be paid at or below the minimum wage (panel B). And
as shown in panel C, which presents the distribution of workers in each wage cat-
egory across income-to-needs categories, there is nearly as large a proportion of
minimum-wage workers (including those below the minimum) in families with
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incomes between 1.5 and 3 times the poverty line as in families between Oand 1.5
times the poverty line, and actually a greater proportion of minjmun-wage work-
ers in famdlies with incomes-to-needs between 1.5 and 3 than below the poverty
line.

Thus, the evidence that minimum-wage increases cause somewhat higher-in-
come families to fall below the near-poverty line could eagily reflect job losses
among low-wage - workers in these families, and calculations reported in Neu-
mark, Schweitzer, and Wascher (2005) indicate that the numbers of such second-
ary workers make the estimated effects just discussed quite plausible. At the same
time it is worth emphasizing that the research literature does not yet include evi-
dence that directly estimates the effects of minimurm wages on workers classified
by both wage levels and family:incomes. That is, the evidence just discussed sug-
gests that the adverse effects of mninimum wages tend to fall on low-wage work-
ers in low-income families, but that is an inference from the effects of minimurm
wages on the distribution of family incomes rather than a conclusion from direct
analysis of how minimum wages affect particular subpopulations.

The failure to find beneficial distributional effects of minimum wages is consis-
sent with the broader literature on this question, which is summarized in table
2.3 All of these studies rely on CFS data, but they differ in terms of sample pe-
riod studied, subgroups considered, the measurement of income (before- versus
after-tax), and the measures of the income distribution (poverty rate, squared
poverty gap, and income inequality measures), Overall, the evidence can be
viewed as leading to one of two conclusions, depending on exactly what specifi-
cations and approaches one prefers. Either there is no evidence that the minimum
wage has beneficial distributional effects, or the minimum wage harms those at
the bottom of the income distribution. In essentially no case, though, is there evi-
dence that minimum wages help poor or low-income families.”?

Living Wages

In the mid-1990s, political support for minimum wage floors was manifested in a
new arena: local governments. In cities and other focal jurisdictions across the
country, campaigns arose in support of “living wage” proposals, and govermunents
adopted them by the score.?® Table 2.4 provides examples of living-wage laws for
eight of the largest cities where living wages have been implemented. Clearly
many of these are quite a lot higher than minimum wages in the respective states
{colurmn 2), and there are considerably higher (and lower) living wages in othier
cities. On the other hand, living-wage laws have much narrower coverage than
state minimum wage laws. As shown in column 3—and as is true more generally
of living-wage laws--nearly ail living-wage laws cover city contractors, and about
half also cover companies that receive financial assistance from cities (such as sub-
sidies and tax abatements). In contrast, living wages rarely apply %o city employ-
ees. Coverage estimates are very hard to come by, especially for living-wage laws
that cover financial assistance recipients, for which city-level information is typi-
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TABLE2.3 / Evidence on the Distributional Effects of Minirmum Wages

Comments

Findings

Sample

March 1990 and  Workers, all families

Data

Study

Larger minimum-wage increases

Cenditioning on employment by
studying workers masks poten-

Card and Krueger

(1995)

associated with poverty redue-
tions, but never significant with

controls for overall state employ-

ment or unemployment.

1992 CPS files

tial adverse effects of minimum

wages.

Slightly stronger evidence of

antipoverty effects for sample of
workers only (but stili often

insignificant).
Larger minimum-wage increases

Specifications with state employ-

Update of Card ~ Workers, all families

Burkhauser and

ment controls not included, al-
though these entered more

associated with poverty reduc-
tions, but evidence never signif-

icant with state unemployment
conirols. Even for workers, esti-

mated effects near zero and

insignificant.

No evidence of effects of mini-

and Krueger

Babia (2007)

analysis, 1988
to 2003

strongly in Card and Krueger’s

analysis.

Burkhauser and Sabia (2007) ex-

Employed single

Marxch CPS files,

Sabia (2006}

- tend analysis to all single female

UM Wages on poverty.

methers aged

1990 to 2605

heads of household, with no sig-

fifteen to fifty-five

nificant evidence that minimum

wages affect poverty.

(Table continues on p. 38.)



Cormnmenis

No year effects indluded in
specifications.

but for preferred

specification (after-tax income,
using squared poverty gap}

. estimated effect varies in sign
and is never significant.

Findings
inirmum wages reduc-
income, minimum wages are

always estimated to increase

come distribution. Using pre-tax
inequality.

For a wide variety of inequality
measures (put not all), using
measures that place more weight
on transfers at low end of in-

after-tax income, minimum
dence is strongest for inequality

Mixed evidence: some estimates
wages increase inequality. Evi-

point to m
ing poverty;

Sample
All families, and sub-
groups (female-
headed households,
married couples,
white fasilies,
black families}

All families

Data
March CPS files,
1981 to 2000
March CPS files,
1981 to 1997

Ziljak (2004}
Golan (2006a)

Source: Author’s compilation based on: studies cited in table.

TABLE23 / (Continued)
Gunderson and
Wu, Perloff, and

Study
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TABLE24 / Living-Wage Laws in the Eight Largest Cities, as of 2006

Prevailing
Minimum
Level Wage Coverage
1) 2 3)
New York $10 $5.15 Service coniractors
Los Angeles $9.39 $6.75 Service contractors, financial-assistance
recipients
Chicago $10 $6.50 For-profit contractors in specific cate-
gories of workers
FPhiladelphia 150 percent of $5.15 Contractors; businesses with city leases,
higher of federal franchises, concessions; city employees
or state mini-
mum wage
San Diego $10 $6.75 Contractors, financial-assistance
recipients
San Antonio  For 70 percent $5.15 Financial-assistance recipients (tax
of employees . abatements)
innew jobs:
$11.14 for services
involving durable
goods and
$10.86 for services
involving non-
durable goods.
Minirnum for all
workers is $9.62.
Detroit $10 $5.15 Service contractors, financial-assistance
recipients
San Jose $12.27 $6.75 Service contractors in specific cate-

goxies, financial-assistance recipients

Source: Author’s compilation based on data from the Living Wage Resource Center, available at:
http:/ /wwwlivingwagecampaign.org/ index.php?id=1958 {accessed November 1%, 2006}

Notes: In most cases, the required wage level is higher if health insurance benefits are not pro-
vided. The living wage if such benefits are provided is reported. The prevailing minimum wage
is the higher of the state or federal minimum.

cally decentralized. Estimates of coverage by city contractor provisions are typi-
cally below 1 to 2 percent, although there is considerable variation in these esti-
mates, and in some cities coverage is higher because of how the law is specified®
coverage by financial-assistance provisions of living-wage laws is even less clear.
There is ample evidence that living wages raise wages, and also evidence that
they cause some employment losses, although not surprisingly there is some con-
troversy about the latter conclusions; see Scott Adams and Neumark (2004 and

2005b}. Estimates of wage and employment effects from CPS data are reported in
columns 1 and 2 of table 2.5.2
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TABLE25 / Bstimated Effects of Living-Wage Laws

Log Wages, Empioyment, Probability that
Lowest Decile of Lowest Decile of Family In-
Wage Distribution Predicted Wage come Is Below
{Elasticity) Distribution Huocmw.mu\ Line
Dependent Variable (1) 2 (3}
Al living-wage laws
Log Living wage, jagged » .
ﬁmm?m %oﬂ%ﬁ 0:040 -0.053 -0.035
Financial-assistance living-
wage laws :
Log living wage, lagged . .
?m«m?m Meﬂ%ﬁ 0.067* -0.076 -0.024
Contractor-only living-wage
Tazws
Log living wage, lagged
@mm?.m mwoasm -0.006 -0.027 -0.038
N 46,374 116,466 142,421

ce: Adams and Neumark 2004. o
mZeoﬁm._ The data on labor-market outcomes and other worker-related characteristics come from the Current

i i i i , from January 1996 through De-
Population Survey (CPS) monthly Outgoing Rotation Group files (ORGs) 6 thro

nMM.UM M_MMF wﬂm%m.mm me Anmual Demographic Files (ADFs), from 1996 through MH.BN for individuals or
families residing in MSA's, in city-month cells with twenty-five or more observations. The .mmwm .mQ.. the
first two columns cover 1996 to 2002, and for the last column cover 1995 to 2001. The regressions include

controls for dity, year, month, minimum wages, and other individual-level controls in the wage and em-

ifications, and cordtrols for city, year, and minimum wages in the poverty .mm_mn_.wnmson. ALl
MMMMMMMMMMM%MNMMMM differential linear W.EM trends for cities passing or not passing .W.ﬁbm.;émmm._mim\
or passing different types of laws. The entries in the first row are from a specification with a mﬁmm mﬁnm.
wage variable, and the entries in the second and third rows are from a specification interacting the ving-
wage vatiable with dummy variables for the type of fiving wage. The nﬁmﬁﬁmﬁm for the log wage m@ﬁﬂ
Hon are from log-log specifications, and hence are elasticitles. The coefficients fom the employment ans

i i i to a one-unit increase
overty regressions measure the change in the share employed or peor in response >
WH ﬂvmmumm %Mmm wage {or 2 100 percent increase). Reported standard errors are robust to nonindependernce

(and heteroscedasticiiy) within city cells.
*pe 1T ps.05

What about distributional effects? Results from CPS analyses are Hmmnimm.. in
column 3 of table 2.5. The evidence yields negative point estimates Aﬁﬁ.ﬁ&‘ﬁm
poverty reductions) for both contractor-only and Em wummmmm memwam#m.mmpmwmwnm
living-wage laws, but only the estimated effect of financial-assistance Wﬁhm.,émmm
laws is statistically significant {at the 10 percent level). For Em latter, ﬂ.wm mmﬁmﬁmﬁmg
coefficient of —.024 implies that a one log unit (100 percent) increase in the living-
wage reduces the poverty rate by 2.4 percent.? mewmmé.m to an 18.6 percent poverty
rate, this represents a 12 percent reduction, or an elasticity of -~12. This seems like
a large effect, given a wage elasticity for low-wage workers below .1. However,
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the anti-poverty effects of living wages likely do not come from lifting families
from well below the poverty line to well above it, but instead from nudging fami-'
lies over the poverty line; and these average wage effects are likely manifested as
much larger gains concentrated on a possibly quite small mumber of workers and
famnilies.®

Note that these positive distributional effects are different from the adverse (or
perhaps simply nonexistent) distributional effects of mirdraum wages. There is no
necessary contradiction in these findings, however. Although economic theory pre-
dicts that raising mandated wage floors will lead to employment reductions—and
the evidence from both minimum wages and living wages Is consistent with this
prediction—theory makes no predictions regarding the effects of mandated wage
foors on the distribution of family incomes, or on poverty specifically. The distribu-
tional effects depend on both the magnitudes of the wage and employment effects
(and other effects), and on their incidence throughout the family income distribu-
tion. The gains and losses from living wages may be of quite different magnitudes,
and fall at different points in the distribution of family incomne, than do the gains
and losses from minimum wages—depending in part on the types of workers who
are affected by these alternative types of mandated wage floors.

Indeed there is evidence of significant differences in the populations of affected
workers. David Fairris et al. (2005) report descriptive statistics for workers di-
rectly affected by the living wage, based on their survey in Los Angeles. In this
sample, 4 percent are teenagers (their table 3.1). I extracted CPS data for Los An-
geles for the same years (2002 o 2003}, Overall, among workers the percentage of
teenagers is 4.2, very similar to their living-wage sample. However, when [ restrict
the sample to minimum-wage workers, the share of teenagers is much higher. For
example, among those earning between $5.15 and $7.25 (the state minimum wage
was $6.75, and the federal minimum $5.15), 14.9 percent are teenagers; focusing
enly on those earning exactly $6.75, the percentage is 14.1. Thus, these data sug-
gest that workers affected by the living wage, although surely less skilled than the
average, are quite similar to the overall workfozce in terms of the age distribution,
with about 4 percent teenagers. In contrast, for waorkers likely affected by a mini-
mum wage, the share of teenagers is more than three times as high. This presum-
ably helps to explain why living wages have more beneficial distributional effects
than do minimum wages, because in the former case there is less scope for the
gains to be concentrated among teenagers (as well as young adults aged twenty to
twenty-fouz, who also represent a high percentage of minimum-wage workers,
and together with teens about one-third of minimum-wage workers in Los Ange-
les). It would clearly be useful, however, to better understand how the different
distributional effects arise.

Minimum Wages and Skills
The evidence on minimum-wage (and living-wage) effects discussed to this point
focuses on short-run effects, typically effects at most a year after minimum-wage

increases. There are, however, potential effects of minimum wages in the longer-
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run, through effects of minimum wages on the acquisition of skills via training,
schooling, and work experience. Policymakers should be more concerned with
how minimum wages affect long-run earnings than with their effects on young
adult and especially teen employment, especially with respect to promoting eco-
normic seli-sufficiency.

Although theoretical predictions are ambiguous, minimum wages may lower
training among young workers (see Acemoglu and Pischke 2003; Hashimoto
1982; Feldstein 1973). There is evidence from CPS data that minimum wages re-
duce formal training for those twenty to twenty-four years old (Neumark and
Wascher 2001a). Mixed evidence is reported by Fairzis and Roberto Pedace (2004),
whereas Daron Acemogiu and Jom-Steffen Pischke (2003) find no evidence of ef-
fects on training one way or the other. Overall, I regard the evidence on the effects
of minimum wages on training a$ pointing to possible adverse effects, but hardly
conclusive.

Minimum wages may also affect schooling. The impact could be positive or
negative (see Cunningham 1981; and Ehrenberg and Marcus 1980), depending on
how minimum wages affect the returns to searching for employment versus the
returns to further education.®® For example, if the minimum wage Jeads to a rela-
tive increase in the demand for more-skilled Iabor, the price of more-educated la-
bor should rise, which may encourage some youths to stay in school. But the min-
imum wage also raises the wage of youths who leave school (if they find a job), so
that the net effect of a minimurm-wage increase could be to lower the return to an
extra year of schooling, at the relevant margin.

Recent evidence on the effects of minimum wages on schooling of teenagers in
the United States points to negative effects. Card (1992} reports a significant nega-
tive difference-in-differences estimate of the California minimum-wage increase
in 1988 on the teenage enrollment rate, with or without demographic controls.
Neumark and Wascher (1995} estimate a model of minimum-wage effects on em-
ployment as well as enrollment, and find that a higher minimum wage leads to
little change in the proportion enrolled but not employed, a significant negative
effect on the proportion enrolled and employed (elasticity of —.47), a weak posi-
tive effect on the proportion not erolled but employed {elasticity of .14), and a
significant positive effect on the proportion idle {elasticity of .64). These estimates
imply a negative effect of the minimum wage on the proportion enroiled in
school. In updated estimates for a later-sample period and using a better enroll-
ment measure, Neumark and Wascher (2003) find robust evidence of negative ef-
fects of minimum wages on teenage enxoilments.? Shmilar resuits are reported in
Duncan D. Chaplin, Mark D. Turner, and Andreas D. Pape (2003), based on data
on the entire population of U.S. public schoois.

To assess the overall longer-run influences of minimum wages via training,
schooling, work experience, and so on, Neumark and Olena Nizalova (2007) esti-
mate the effects of exposure of workers to higher minimum wages when they

- were young and unskilled—and hence when minimum wages were most likely to
be binding—on cutcomes for these individuals when they are somewhat older
{twenty-five to twenty-nine years old). The estimates indicate that adults exposed
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to minmum wages as teens or young adults subsequently have lower wages and
earnings. The effects are not trivial. For example, teenagers’ exposure to the aver-
age higher minimum wage (for states with above-federal minimum wages) is esti-
mated to reduce their adult earnings by .8 to 1.8 percent, and similar exposure for
those twenty to twenty-four is estimated to reduce adult earnings by 1.7 to 2.3
percent. This latter evidence comes from only one study, and it remains to be seen
«wrm.mgma other studies reach simnilar conclusions. In the meantime, however, the
Wzmﬁmm. suggest that minimum wages may be particularly unhelpful for boosting
economic self-sufficiency in the longer run, presumably by reducing the accumu-
lation of skills that lead to higher earnings as an adult.

SUBSIDIZING EMPLOYMENT

ﬁ.,m .Bué.ussﬁ wage Is often contrasted with the Barned Income Tax Credit (EITC)
in discussions of policies to increase economic self-sufficiency. The comparison is
natural, because the EITC subsidizes earnings for low-income working families
and creates incentives for employment among families with no workers, and thus
has much the same goals as suggested by the rhetoric, if not the reality, of mini~
mum wages. (Of course it also affects income above and beyond earnings via the
direct payments to families rade under the program.) An akternative approach is
to subsidize employers for hiring from within particular groups of workers. I dis-
cuss these in furn

The EITC

mﬁ.ﬁ payments are determined by four parameters. The earnings credit estab-
:m.rmm & subsidy rate for earnings. Currently, the federal credit rate for a family
with two or more qualifying children is 40 percent. There is 4 maximum benefit
level, Auiﬁnw for the same type of family was $4,536 (in 2006—this is indexed).
,m.ﬁam is a “platean,” or an income range over which the maximum benefit re-
mains fixed (in 2006, from $11,340 to $14,810). And finally, there is a phase-out rate
at which the credit is reduced as income rises (currently 21.05 percent).?

. The Earned Income Tax Credit has expanded considerably, along two dimen-
sions. At the federal level, the credit rate increased sharply over the 1990s, rising
from a rate of 14 percent (with two chiidrer) in 1990 to 40 percent in 1996, where it
has remained since. In addition, a number of states introduced their own EITC
Programs; these typicaily specify a percentage supplement to the federal EITC
that is provided to families by the state. The number of states with an EITC rose
from seven in 1996 to nineteen (plus the District of Columbsia} in 20072

The EITC generates a variety of incentives regarding labor supply and other be-
havior. Good swrveys are provided by Saul D. Hoffman and Laurence S. Seidman
{2003} and V. Joseph Hotz and John Karl Scholz (2003), and the discussion here is
cursory. Regarding labor supply, for families in the phase-in range (that is, earn-
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ing less than the maximum credit), theory predicts that the mHH.n rmww mﬂmmmﬁnﬂ.u?
biguous positive influence on ernployment, because ﬁ.vm EITC raises the effe mﬁw
wage, and for those previously non-employed there is only a substitution effec
and no mcome effect.® Hours effects are more ambiguous. On the phase-in HmmMmm\
there are offsetting income and substitution effects. On the plateau, there is 0 ﬁ.% a
negative incomne effect. And on the phase-out range, g?.ﬁmnﬂm and m&.umﬁwm on
effects create incentives for reduced hours. The research is fairly zmmagmcocm.mﬁ
indicating that the EITC boosts employment of mwbmﬂ mothers.® Hours mmmnﬁwwwﬂ
those aiready working but with somewhat higher income (perhaps a working
ar to be modestly negative. ]
mﬁmwwmwhwmwmmcﬂ of these @mwwﬁm@m is that the EITC is ﬁwﬁ% to boost the incomes
of low-income families. Moreover, as the preceding mrmﬂmmmwob Hmww.mm clear, the
EITC targets low-income families; this contrasts mwﬁum&% with the mindmum Smm.,m\
which of course targets low-wage individuals. Q‘wms the weak w.ﬂw between ¢ M
two, we might expect that the EITC is more mm.m.nn<m than the InIMUm Wage
reducing poverty and helping low-income families. At the same time, it is Impoz-
tant to note that the EITC does not target poor families perfectly. Most mﬂﬁoﬁmﬁﬂﬂ
the break-even point {at which benefits have mmmmw.u to wa..ov occurs well above the
poverty line. Part of the reason for this is that if w.mﬂmm_ﬂm were phased OJM ﬁwo
quickly, stronger labor supply disincentive mmmnﬁ. {in terms of hours} wou  be
created, In addition, because the EITC is based on income .Hmmﬂmw. than wages, it Is
possible that it sometimes subsidizes workers who have Emﬂ skills but work low
hours® The EITC will fail to reach families with such low Mﬁnmﬁmm.mumﬁ w,rmu\ do
not file income tax returns, and they may sometimes subsidize wﬁmrﬂ.ﬁnog.m
families in which the adults are unmarzied but cochabiting, Svomm joint income if
they married would make them ineligible. Nonetheless, an.nEw.aoﬁm suggest %5@
the EITC targets reasonably well—with very few dollars going to families earning
in excess of twice the poverty line (Liebman 1998) and nearly oﬂw-r&m omu wmam
ments going to poor families (Scholz 1994)—although these calculations are base
on simulated policy effects rather than ,cmmou.,m,mba-mmﬂma analyses. . e
Neumark and Wascher (2001b) use CPS data to estimate 59.2 chenges in the E
affect transitions into and out of poverty (and among other Emoam.ﬁﬁmmam. cate-
gories); the study exploits state policy variation, nmwab,mm in the credit w.m..r,m& n m._m
phage-in range, which varies by year and state and with the number of children.
would be unsurprising if the EITC lifts families out of poverty when vom; mémm
and EITC payments are considered. However, the mwm&\ moammomm using .mmgmﬁ.mw
EITC payments (and other transfers), and imstead just w#m&mm earned En.cﬁmmm
therefore asks, for example, whether increased generosity c‘m the EITC raises the
probability that a family earns its way out of poverty. Such evidence would suggest
that fre incentives created {and not only the checks written) ,cmnmmmm of the mﬁ,ﬂ are
pro-work and antipoverty. Indeed, the evidence suggests that increases in wﬁgm
generosity raise the probability that family earnings rise to above the poverty | m.Mm y
and also raise the earnings, on average, of families with nﬁ&mﬂ that are EE. ly
below the poverty line® In contrast, there is no effect of pushing near-poor families
into poverty (based on earnings), steruming from adverse effects on hours or on
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earnings of those initially near-poor. The estimates imply that the average increase
in the federal credit rate over the sample period (4 percentage points) reduces the
poverty rate by about .029, or nearly 3 percentage points.®

Given the conclusions regarding minimum wages summarized earlier, it is
fairly clear that the EITC has better beneficial distributional effects than the min-
imum wage, and direct comparisons in Neumark and Wascher (2001b) affirm
this conclusion. A study by Ximing Wu, Jeffrey M. Perloff, and Amos Golan
(2006a) also compares the distributional effects of minimum wages and the EITC,
as well as other policies, including income tax rates, unemployment insurance,
Supplemental Security Income, Aid to Families with Dependent Children
(AFDC), Disability Insurance, and Food Stamps. Their evidence points quite
strongly to the conclusion that the maximum EITC benefit reduces inequality. In-
terestingly, though, they find statistically significant negative effects of the EITC
benefit on inequality for all specifications excepf variants of the Atkinson index
{Atkinson 1970} that place relatively more weight on the low end of the income
distribution, which the authors suggest occurs because most of the benefits of the
EITC actually accrue to families on the plateau and in the phase-out range. And
for those families with no workers for whom the EITC does not induce employ-
ment, the EITC of course delivers no benefits, whichis a poiential shortcoming of
the policy.®

Finally, a few other issues merit comment. First, despite the evidence of benefi-
cial distributional effects of the EITC, it may not be effective for the very bottom of
the family income distribution, although that is almost surely true of the mini-
mum wage as well. That is, both of these policies aim to raise incomes of those
who work—although one encourages employment and one may have the unin-
tended effect of reducing it. But other policies—more likely those focused on dis-
ability—are needed to deal with the income needs of families with no workers or
workers facing work limitations.

Second, as pointed out by Michael W. Horrigan and Ronald B. Mincy (1993),
among others, the BEITC offers virtually no benefifs to unrelated individuals (the
maximum credit in 2007 was $428, for those aged twendy-five to sixty-four). From
a distributional perspective, we may be particularly concerned with increasing
economic self-sufficiency among families with children. Howevez, recent work
kas suggested reasons why we may want to consider expanding the EITC to sin-
gle unrelated individuals, even if this policy seems counterintuitive (Berlin 2007)
from the perspective of past antipoverty efforts. These arguments are considered
in more detail in the concluding section of this chapter, which considers more
fully alternatives to the policies already in place.

Third, 1 have posed the discussion so far int terms of comparing the minimum
wage to the EITC as alternative policies to increase earnings. There are arguments
suggesting that this “either-or” comparison is inappropriate, and that instead the
minimum wage and the EITC may be complementary, with one making the other
more effective, One such argument is that a higher minimum wage may reduce
the distortionary impact of the EITC on Iabor supply. In particular, a higher mini-
mum wage enables a family to achieve the same level of income (earnings plus



Making the Work-Based Safety Net Work Better

EITC) at the maximum EITC credit with a smaller EITC payment. This in turn al-

lows a lower marginal tax rate over the phase-out range of the credit, which could

reduce the associated labor supply disincentives (Blank and Schmidt 2001). This
rween the minimum wage and the

argument and others about interactions be
BITC are discussed in detail in Neumark and Wascher {2009). Some of the evi-
dence quite indirectly suggests that a higher minimum wage might under some
conditions enhance the positive distributional effects of the EITC. This is an in-
triguing possibility. However, the evidence is preliminary, and more research is
needed to try to better establish the effects of minimum wage-EITC inferactions.
But it is worth emphasizing that this is one potential line of argument that could,
depending on the results, Jead to a more positive assessment of the distributional
effects of minimum wages under some conditions.

Wage Subsidies to Employers

The EITC subsidizes employment by adding to workers’ or families” income an
amount based on employment, hours worked, and the wage. Over the phase-in
range, and with respect to the employment decisior, this operates as a simple em-
ployee-based wage subsidy. An alternative policy, with which the United States
has more limited experience, is employer-based wage subsidies—that is, making
payments to employers for empioying particular groups of workers. Although
there is not a great deal of research on wage subsidies, evidence on their effective-
ness has been reviewed by Lawrence F. Katz {1998), who also presents some new
evidence, And the two alternative approaches to subsidizing employment have
been contrasted by Stacy Dickert-Conlin and Douglas Holtz-Eakin (2000).
A couple of key issues arise with using employer-based wage subsidies. First,
the target group has to be identified. In principle, the targeting can be narrowly
defined to improve upon that generated by the EITC, although of course simply
targeting low-wage workers would Tun into the same distributional problems as
with the minimum wage®® In the United States, wage subsidies have alternatively
targeted the hiring of young disadvantaged workers (Job Opportunities in the
Business Sector, or JOBS), AFDC recipients {Work Incentives Tax Credit, or
WINTC), and Iow-wage workers (New Jobs Tax Credit, or NJTC).% The Targeted
Jobs Tax Credit (TJTC) targeted these groups and others and was in effect from
1979 through 1994, when it was replaced by the WOTC, which similarly targets
multiple groups.” Under the Job Training and Partnership Act (JTPA), there were
temporary wage subsidies to firms providing long-term employment for recipi-
ents of on-the-job training. This was the key wage subsidy for economically dis-
advantaged adults who were not on welfare, TTPA was replaced by the Workforce
Investment Act (WIA) in 2000, which does not include wage subsidies.
Both reviews of wage subsidies concur that the evidence suggests that narrow
targeting is problematic, stigmatizing the intended beneficiaries and conse-
quently making employers Jess likely to hire them (or at least dissipating the ef-

fects of the subsidies). For example, Katz discusses an experimental program in
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Umwﬁwb\ Ohio, :b.m,ma. .%m.w TJTC, for welfare recipients. The two groups that re-
m MMM ) %MMM.MH %munmgmrﬂrmw eligibility o present to employers were less
ployment than a third group of job seek i i
<o,wrnwﬁm~ but technically had the samne mmm.mw%ﬁgu Feckers who did nateceive
e second issue is program design. In i
. . In particular, employer-based wa -
Mwawmwwoﬁwnmgm nﬂm.m create strong unintended incentive mmmnﬁmu.\.m the mGWmEWmmMMMm
e most impact on generating new employment, then i i
to identify and reward either net {positive) e I cployment that wony
; changes in employment th
not have otherwise occurred, or new hires di D e proach, o enento
: . " irectly. The latter approach
incentives for churning employees.® The former i ate
. . X h may not create i -
tives for churning, but it imposes the need f oo d 4 tion from
i ; or a good deal of inf i
firms (to try to determine, on the basi : et woud
2 5 of some rule, what empl
have been otherwise). In addition, this ) o for o
ter . . , approach can generate incentives f -
mHoWBmE variation (since increases are subsidized but reductions are not WmMM.
MNM w A simpler mnrm.Bm can simply subsidize all employment {perhaps in tar-
MM MH : mp.%nﬂ@ Mﬁ: me gHSﬂE reward employers in large part for what they are
already {“windfalls”), and hence entail much i
: greater expense and likel
WMMM Wmmm HM%_mQ. In general, any employez-based subsidy is WW&% to be mmﬁm%
ermwnm ummmwwmw M .M._Emm Mm both identifying eligible workers and determining the
rms. As a consequence, subsidies entail serious admini i
constraints on firms. These constraints likel i > atilization of
: c y explain the very low utilizati
mBHWHo%mﬁ.muwmm& Emmm.mﬂumgmﬂmm when they have been mBmHm%MEma.m saton of
woS do wage mmw.um_mmmm compare with the EITC, which effectively pays work-
MMm o subsidize their employment {and hours)? In the simplest textbook world
A&m EWMW mb.nm mﬂ.ﬁou\.gmbﬂ effects of a wage subsidy do not depend on s%mmwmm
Emﬂwz mwmmwﬂ is paid to mﬁ.ﬁﬂ%mwm or employers. However, as Dickeri-Conlin and
! oH M.M d ﬁcoo.u mﬁvrm.mmwm\ things are more complicated. In addition te the
mﬂn . Mg t] %mmm mO M nota mﬁmmwm wage subsidy, they emphasize factors that likely
mini ectiveness of wage subsidies in particular. One issue i
: : wage sul . is that of
MMWNMWMMMW M“mnmwmmm\ ME% implies that any wage subsidy is less mmmwmhwm
sted” subsidy because of the negative information it ma
&woﬁ wo»m.wﬂmw mgﬁoﬁmmm. The EITC does not have stigma effects, mnwnw. ﬁWoszMN
m Hm.um.q NM%HMN,%% has MM idea whether an employee is eligible for or receiving the
. it has good but, as noted, not ideal targeting. *® Wage subsidi
not target specific groups but instead subsidize onl on initial mmownt o e
t v an initial amount of
wmnw.pnm stigma, mﬂgonmr .om. course the efficacy of targeting is then mmnmwmm e
anoﬂm issue is administrative and compliance costs. As already BOWmm these
me .m.MMM mwm.wwmmw mow Wﬁﬁou\ma subsidies. The ETTC, on the other hand mm\mmmw%
dmindstere ough the tax code, although there is a sizabl ial
fraudulent claims associated with claiming chi et ot o
: . : : g children on tax returns i
not in mmnw regide with the filer for the half of the year required by wwﬁwmm“mwm% -
. ,H...ﬁ..wm simplest model also breaks down when we consider incentives oH.H the ex-
ensive mmﬁﬁwoﬁbmﬂa versus intensive (hours) margins. A program that does
Wmnmm NH_OMMM extensive Hﬁmﬂ likely delivers more of the intended impact, but
ri-Conlin and Holtz-Eakin (2000) suggest that employer subsidies may have
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more impact on the intensive margin, for which they suggest that supply 18 less
elastic and demand more elastic, in which case more of the benefits of the subsidy
go to employers.

Despite problems with employer-based wage subsidies, Katz (1998) presents
some evidence indicating that the TJTC did boost employment of disadvantaged
youths, and discusses evidence indicating positive and persistent program im-
pacts from JTPA when the training was combined with job search assistance, espe-
cially for adult female welfare recipients, This leads him to conclude that wage
subsidies combined with training and job development assistance can help disad-
vantaged adults, but, on the basis of the evidence on stigma and low utilization,
to express more skephicism (while still suggesting modest benefits) of other nar-
rowly targeted, stand-alone prograins. Tn more recent evidence on the WOTC,
Sarah Hamersma (2005b) concludes that any employment effects are small, if they
exist at all, and are hard to establish using the existing evidence. She does find
positive effects on earnings {of around 10 percent), although only on the job pay-
ing the credit, and not over the course of the year after a worker starts a subsi-
dized job. Dickert-Conlin and Holtz-Eakin (2000) favor the EITC over wage subsi-
dies, citing evidence on the positive Jabor supply and poverty-reducing effects of
the EITC, as well as the Himited evidence of effectiveness and utilization of em-~
ployer-based subsidies.

['would suggest that we do not yet have sufficient evidence on the impact (and
costs) of wage subsidy programs to be able to make definitive staterents, and
both reviews are similarly cautious. However, the considerations discussed here
suggest that there is little compelling basis for preferring employer- over em-
ployee-based subsidies, anless we can not only identify effective employer-based
wage subsidy programs but also demonstrate that for particular groups they may
he more effective than the EBITC, orenhance the positive benefits of the EITC. Note
that some of the evidence Katz discusses suggests possibie cases like these, in par-
scular for marginalized groups such as disadvantaged adults in need of training,
or welfare recipients. (This echoes some of the concerns raised earlier regarding
the inability of the EITC to provide uch benefit at the bottom end, as it delivers
1o benefits fo the nonemployed.) His suggestion that employer-based wage sub-
sicies appear most promising when combined with other job-related services may
point to the need for particular inferventions to provide training and job slkdlls to
those for whom simply strengihening financial incentives to work may not be

enough.

INCREASING SKILLS VIA SCHOOL-TO-WORK

I niow turn to discuss public policy that seeks to improve earnings and hence eco-
nomic self-sufficiency through increasing skills. As noted earlier, my discussion
focuses on school-to-work policies. Because school-to-work policies are, by inten-
tion, effective mairndy for young people, an important element omitted from this
discussion is efforts to increase skills among adults already in the labor market.

Alternative Labor-Market Policies

As already noted, there is an extensive literature on training programs, some t
geted to m.@ﬁ:m. Although I do not discuss the training literature m.wn an \QQMM MH ‘
2.0.% Mumznwm._m.oﬁ that evidence compiled in that literature tends to %ﬂn Wrmm “Hmw
orwo.ﬂmm job-training programs have some beneficial effects i terms of mbnmmmmw.ﬂw
earnings for disadvantaged adults, but quite limited effectiveness for Mmmm-ma<mﬂm.
taged youths.® This may provide an additional motivation for focusing on school-
8&..8% programs, as an alternative and possibly more effective means of int
vening with teenagers to increase skills and thus earnings. =

School-to-Work Background and Policies

School-to-work policies were encouraged to reduce the “churning” or “milli
about” experienced by some youths Em%m United States upon ﬁrmﬁmmﬂmw% MMWWM
labor market, reflected in initial periods of joblessness or a series of dead-end jobs
(U m General Accounting Office 1990). Researchers and others advocated m»mu the
United m.ﬁmﬂmm. adopt a more orderly school-to-work system, like that of the Ger-
man apptrenticeship system or the informal contracts between Japanese schools
and employers (see, for example, Commission on the Skills of the American
Workforce 1990; Hamiltor 1990). This policy debate provided much of the impe-
fus mo.a ﬁm .Gg School-to-Work Opportunities Act (STWOA), which muﬂoﬁ%mm
$1.5 billion in federal funding to support the creation of an integrated system of
youth education, job training, and labor-market information, fo provide a faster
wmﬁm.Bowm successful fransition from school to stable employment in higher-pay-
ing jobs.# In addition, school-to-work practitioners and advocates nogmmoswﬁ mwz
gue that school-to-work programs like those encouraged by the STWOA are mM e-
clally helpful for the “forgotten half”—the non-college-bound among whom m;m
Hmmm;mmﬁm.ﬁ.mmma are concentrated. However, in studying mnwooyzw%zéow,w TO-
grams it is important not to focus solely on the STWOA. As described in Qoamw&m-
tail in Neumark (2007, chapter 1), school-to-work policies culminating in the
mﬁ%@& Qméﬁmmm from m.H.m.m;@. long histery of policies addressing the school-
%.E.OH.W transition. What &m.ﬁmmﬁmrmm the STWOA is its efforts to integrate aca-
‘ emic and vocational edacation for the raditional target audience of those bound
or at ﬁ.a.mw two-year degrees, as well as those bound for four-year colleges and
universities (Cohen and Besharov 2002).# A second effort toward Eﬁmmammmbq aca-
quWn and qoﬂ&od& skills was the development of “career acadernies,” mﬁnr
are “schools within schools” that integrate acadernics with general job H\mm&.
mﬂ%%u\mmﬂwmmoﬂ in a particular career area. : e
e QA was not reauthorized after its initial five yea
fort was .mmmmﬂmm:% abandoned by the Bush mmnmama..mwwowww wwwomrmmmww% HMHH.:MW
ﬁ.mm Behind (NCLB}, which emphasizes measurable academic outcomes and as
signs a central role to standardized testing in grades X through twelve. Althow, m
educational reforms focusing on school quality can be viewed as mm&.&n to mm,w-
hance M.mvoH..BmHme success via better educational preparation, there is moHMm basis
for asking whether test-based reforms do as much to prepare students for careers
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as do school-to-work efforts, especially for the forgotten half. In this section of
the chapter | examine the effectiveness of school-to-work efforts in improving
prospects for econommic self-sufficiency. A comparison of school-to-work efforts
and test-based educational reforms is more challenging and is not taken up here.

The Effects of m%oovﬂo.éo%

In this section of the chapter, I provide a broad overview of earlier research on the
effects of school-to-work, followed by a more detailed discussion of more recent
research studying the effectiveness of school-to-work in general and in specific
contexts—such as career acadernies.

EARLIER RESEARCH David Stern et al. (1995) provide a thorough com-
pendium of earlier research on school-to-work programs. The research sunuma-
rized in that volume offers little persuasive evidence of positive impacts of these
programs on adult labor-market outcomes. First, few studies have focused on la-
bor-market cutcomes more than a year or two after completion of the programs,
and those that do provide limited evidence that overa period of a few years bene-
fcial effects of some types of school-to-work programs dissipate, as comparison
group members find good jobs on their own. Second, many of these studies do
mot construct a reasonable comparison group, let alone consider the problem of
selection into programs on the basis of unobserved characteristics that might also
be correlated with outcomes. Third, even studies that attempt to construct a good
comparison group find no beneficial short-term labor-market effects, with the
possible exception of students who remained with the employer with whom they
“apprenticed” during the program. Finally, some of the evidence suggests that
school-to-work programs may discourage postsecondary education.

A major report on the STWOA by Mathematica Policy Research (Hershey, Sil-
verberg, and Haimson 1999) did little to advance our understanding of program
impacts; in fact, the main goal of this report was not to provide a program evalua-
tion. Nonetheless, the report does present some evidence that is intended to speak
to the effects of school-to-work programs. For example, the report notes that stu-
dents in paid positions arvanged as part of school-to-work programs are em-
ployed in a wider array of industries and receive more traifing than other stu-
dents in paid positions, and conciudes that “schools develop positions in a wide
range of industries, increasing the chances that students can work in a setting rel-
evant to their career interests” {89). However, nothing in the evidence implies that
students who found these jobs as part of school-to-work programs would not
have found the same types of jobs absent such programs; students most likely 0
do so may simply have sorted into school-to-work programs. Students do, how-
ever, report that school-to-work activities helped them sharpen their career goals;
whether this translates into concrete gains was not examined. Paralleling this
view of the eatlier evidence, a subsequent survey of published academic research
on school-to-work across the United States generally supported the claim that lit-
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tle progress had been made in estimating the causal effects of school-to-work pro-
grams (Hughes, Bailey, and Mechur 2001).

EVIDENCE FROM THE 1997 NATIONAL LONGITUDINAL SURVEY OF
Kﬁdﬁm (NLSY97) The NLSY%7 offers researchers opportunities o improve sig-
nificantly upon the existing research. The NLSY97 covers respondents who were
in high school during the period in which the STWOA was in effect, and suzrveys
individuals about “programs schools offer to help students prepare for the world
of 4@%.: The school-to-work programs covered in the NLSY97 include job shad-
owing; mentoring {matching students to an individual in an occupation); cooper-
ative education {combining academic and vocational studies); work in a school
sponsored enterprise; Tech Prep; and internships or apprenticeships. However,
the NLSY97 has not uniil recently permitted much follow-up as the respondents
age into adulthood.

In two papers Donna Rothstein and I (Neumark and Rothstein 2006, 2007) ex-
plore the effectiveness of school-to-work programs using the NSLY97. The analy-
sis in the first paper is based on data from the first four rounds of the NLSY97.
When the first round was administered, in 1997, respondents were age twelve to
seventeen. With the second round we could begin to observe some respondents
who have left high school, but we get many more such observations with the
third and fourth rounds, and therefore focus on educational and employment out-
nougmwvgmmmﬁm@ as of the third or fourth rounds (and in the 2007 paper, the fifth
round).

. The core empirical framework is estimation, at the individual level, of the rela-
ﬂommgwu between employment or enrollment in the post-high-school period, and
participation in school-to-work during high school. The analysis is based on di-
chotomous cheice models for employment and enrcllment; both of these activities
are considered important to later labor-market success, in particular relative fo
the alternative of being neither in school nor employed. We estimate models for
employment and enrollment cutcomes as determined by participation in a num-
ber of different school-to-work programs, as well as a vector of individual, family,
or school-level controls. ’
. However, this research has to confront the potential for endogenous selecton
inte school-te-work participation. For example, individuals with the highest ex-
pectations of work after high school may choose to participate in these programs,
perhaps because they are more interested in learning about the job mazket. When
actual work behavior is observed, then, we would find that those who partici-
pated in school-to-work have higher employment rates, but the positive relation-
ship between school-to-work participation and employment is at least partly non-
causal. Alternatively, schools with student populations that tend not to go to
college may be more likely to offer school-to-work programs and to have students
with lower coflege enrollment, in which case, again, the association between
school-to-work participation and later outcomes might not be causal. A common
approach to the endogenous selection problem with longitudinal data is to imple-
ment a first-difference estimnator based on observations before and after program
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participation. But because we are studying program effecis on individuals' first la-
bor-market experiences, or on further school enrollment of those already enzolled,
there are no meaningful observations on the outcomes of interest prior to partici-
pation, and hence such estimators are inapplicable.

Instead, we use an extensive set of controls for the factors that might affect the
dependent variables and also might be correlated with school-to-work participa-
tion. In addition to standard demographic information, the NLSY97 includes data
on living arrangements and family structure and income, test scores (from the
Armed Services Vocational Aptitade Battery, or ASVAB), and self-reported mea-
sures of school behavior {(whether the respondent was threatened at school, or
had gotten into a physical fight at school, and information on absences or tardiness
at school). Even more useful are the respondent’s self-reported subjective probabil-
ities for future education and employmernt, including receipt of a high school
diploma by age twenty; obtaining a four-year-college degree by age thirty; and
working over twenty hours per week at age thirty, Including these expectations
variables can be viewed as mimicking the longitudinal estimator that we would
like to have, as these controls capture some measties of an individual’s propensity
for later enrollment or employment prior to participation in school-to-work.®

We also found that school offerings of school-to-work programs were corre-

lated with characteristics of schools and their student bodies, such as truancy,
pregnancy, and alcohol and drug use. These associations suggest that if we use in-
dividual-level school-to-work participation to identify the effects of school-to-
work, but the variation in participation stems partly from varation across
schools, then we may obtain biased estimates. The NLSY97 has one additional
feature that we can exploit to address this problem. Specifically, there are data on
multiple students in the same school, allowing school fixed effects to be added fo
the equations to control for unobserved factors that are commeon to students
within a school. Of course, since individuals within schools differ from one azn-
other, in the within-school estimation attention must still be paid to individual-
level heterogeneity.

Key results are presented in table 2.6, As it turns out, the estimates are quite
similar across the alternative specifications—including just the basic demographic
controis, the more detailed ones listed in the table, the proxy variables measuring
respondents’ work and schooling expectations during high school, and the school
fixed effects. Consequently, I simply summarize the overall results. Looking first
at college education, the estimates reveal considerable heterogeneity in the effects
of different types of school-to-work programs. There is some evidence that job
shadowing and mentoring programs are associated with a significantly higher
Jikelihood of some college education, and robust evidence of a positive effect of
school enterprise programs.® The estimates are often quite sizable. For example,
in panel A, with the basic controls, the estimated differentials for mentoring and
school enterprise programs range from about .07 to .11; rejative to the sample
proportion of .50 with some college, these estimates imply increases of 14 to 22
percent in the probability of coliege attendance. On the other hand, Tech Prep pro-
grams are associated with a significantly lower likelihood of college education.

Alternative LaborMarket Poficies

The employment results are more robust across specifications and s
m.E\ pointing to statistically significant positive mwmmnﬁ of coop ﬁnoowwwﬂmw WMMMM.
ﬂomv programs, with effects near .06 to .10, and also evidence of positive effects of
internship or apprenticeship programs. Relative to a sample proportion current]
mﬂ‘ﬁw.o%mm of .63, the estimates imply that coop programs ate associated with a %.,
ﬁwox:ﬁmwm@. Hm.wo 16 percent increases in the probability of post-high school mﬁﬁT
%mowmwwmmw.w%a internship or apprenticeship programs with increases of about 8 to
) Akey mﬁ&mm is that the school-to-work programs that boost college attendance
{job shadowing, mentoring, and school enterprise} do not adversely affect em-
ﬁcﬁﬂ.mﬁr and conversely, that programs that boost employment (coops and in-
ternships or apprenticeships) do not reduce college attendance. This suggests
that, on net, these school-to-work programs increase skill formation; if 5@8?
trast, Eww tended to reduce employment when enrollment rises, or in\m Mmmmm the
conclusions would be more ambiguous. The one piece of evidence on mnwbo\Zo;
work programs that appears in a more negative light is the estimated negative im-
pact of Tech Prep on college enrollment. Parafleling the earlier discussion, if there
is any Qw&m‘om with employment so that work increases, this negative mﬁmommnmnﬁ
effect might be viewed less negatively. It tuuns out that there is a positive, al-
though oa.% weakly significant, effect of Tech Frep on the likelihood of mmm.m.ﬁ:m
S.SHW conditional on employment, which is roughly the same size {but opposite
sign) as the estimated effect on enzollment. This suggests that the ﬁmmmmaqmwmmmﬁ
of Tech Prep on schooling is roughly offset by a higher incidence of full-time
work. Zoﬂm.”%mmmm@ as the returns to schooling in the form of higher wages typi-
cally ocgmpmr the returns to experience—and even more 50 with regard to the Wm-
burn to full-tire versus part-time experience—it is difficult not to %m.é the nega-
tive mﬂmﬁ of Tech Prep on schooling in a somewhat adverse light. Finally, it bears
repeating the reservation that these estimates are only suggestive of woﬁwmn.wmwg
beneficial effects; more definitive, longer-term analyses await more data,

SCHOOL-TO-WORK PROGRAMS AND THE “FORGOTTEN HALF”  Neumark
and Rothstein (2007) use the NL5YY97 data to explore the differential effects of
mnWDo:o(ﬁ.aon program participation on disadvantaged and minority youths
The mﬂmqmm proceeds in two steps. First, to operationalize the “forgotten half, ”
we estimate a reduced form model for attending college. We do this without »m_‘
corporating information on school-to-work participation, to establish the ex ante
Humowm&Emmm of college attendance (on the basis of which schools or policymakers
Bumz target school-to-work efforts). We use the estimates of this model to distin-
mﬂmw between those in the top and bottom halves of the distribution of the pre-
&Qm‘m probability of college attendance, interpreting the latter as the \\mow.mowmﬂ
half.”4 We then estimate regression models for the effects of participation in vari-
ous school-to-work programs on a number of postsecondary education- and em-
mmo%BmE-HmHm.wmQ outcomes, allowing for separate effects of program participa-
tion for m.amm.ﬁ the top and bottom halves of the predicted probability of college
attendance—in other words, separate effects for the forgotten half. These mmml
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TABLE26 / Linear Probability Bstimates of Effects of School-to-Work Participation on
College Attendance and Employment

Some College Employment

() 2) (1 #)

A. Detailed control variables

ing 018 37 006 —000
Jobshadowing (026) (023) (025) ﬁ.mww
i 066* D26 ~ (35 -
Mentoring < (036} (.031) (.033) ﬁ.om.mw.i
Coo - 019 007 079+ 078
F : (-028) (.026} £.028) ﬁ.mmmu
i 12 088 025 k
School enterprise (o) reed e Amwww
59> 042 -.000 -
Techprep {.030) (030 (.028) ﬁmmww
i ticeshi 045 021 053* .
Intermehip o Sppreniesty (.032) (033} {030) {.020)
Includes demographic controls Yes Yes Yes Yes

Includes controls for living arrange-
ments and family structure, ASVAB,

and schooi behaviors Yes Yes
B. Expectations proxies
i ) Q24 0i4 n7 08
Job shadowing (a2 po A.owwv A.mwmv
i 019 -008 -0 .
Mentoring (039 (038} (.041) (.041)
Coo 021 030 055% 052
P {.031) {.030) (033) A.wwwv
i J13E 1047+ 025 -
School enterprise (o) (039, (o) ﬁ.mwwv
~.046 -016 031 .
fechprep (.038) (035} (.033) ﬁ.mwwv
i ticeshi 01z 016 052 .
Internship or apprenticesizp (056 (055 (137 Amwmu
i i 010 .
High school diploma by age twenty (o) m.mwmv.
3 KK e H ke
- b thir 428 .
Four-year degree by age thirty o 03y
hy er week at "
T e
¥ {.064) (079}
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TABLE26 / ({Continted)

Some College Employment

m @ © @

C. Schacel fixed effects

Job shadowing 035 063 019 -026
(.027) (030} (028} (.055)
Mentoring 018 048 =031 057
(0243 {039) {-037) (.047)
Coop 004 -013 075** 02
{:031) (.035) {.083) {037)
School enterprise 051+ J33% .02 ~818
{.038) (.048) (.047) (.056)
Tech prep -070% —.095* 011 036
(.036) (040} {.032y (.041)
Internship or apprenticeship 038 055 s { 073
(.036) {041) (.035) (-043}
Hausman test for excluding school
fixed effects, p-value 18 .24
School fixed effects included Yes Yes

Source: Auther’s compilation based on Neumark and Rothstein 2006,

Notes: School and work outcomes are measured as of the post-high school interview (1999 or
2000). The standard errors allow for general hetercscedasticity and nonindependence within
schools. The sets of conizol variables are detailed in Neumark and Rothstein (2006). All of the
specifications in panels B and C include the demographic, living arrangement or family struc-
ture, ASVAB, and school behavior variables that are included in cclumns 2 and 27 in panel A.
<16 p< 05 p < 01

mates are then used to test which types of school-to-work programs are particu-
larly effective at boosting postsecondary outcomes for the forgotten half,

We use the same data as in the earlier paper, but extended through the fifth
round. In addition, we explore a richer set of education- and work-related out-
comes. Because the findings from Neumazk and Rothstein (2006) suggested little
evidence of endogenous selection into school-to-work programs in a manner that
biases the estimates of program effects, for this analysis the regressions with the
detailed controls, but without either the subjective expectations data (available for
only a subsample) or schooel fixed effects, were used. )

Tabie 2.7 provides a summary of the results. The table displays the estimated
signs of effects for those in the forgotten half, showing all cases for which the esti-
mates are significantly different from zero only for the forgotten half (or signifi-
cant for both, but with the opposite sign for the forgotten half). The estimates aze
also broken up into those indicating that school-to-work participation increases
skills, and the opposite case. Thus, the entries in the “skill increasing” panels
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TABLE27 / Summary of Effects of School-to-Work Participation on the “Forgotten

Half”
Schooling-Related Work-Related
) @)
Females
Skill increasing .

Job shadowing - Tdle:

W\Hmﬁoﬂmm Hours: +
oop

School enterprise

Internship or . Lover

iceship ( - 1+ Earnings, uncond.:
apprenticeship Attended two-year college T Mb uncond:
Earnings, cond.: ++
Wage, cond.: ++
Skill decreasing

Tech prep Any college: -

Internship or Trairing -
apprenticeship

Males
Skill increasin, . .

wo,c mwm&o«m.wﬂm Weeks in school: ++ Earnings, cond.: +
Mentoring Any college: +

Currently envolled: +

Attended fowr-year college: ++
Coop Any college: ++

Cuzrently errolled: +++

Attended two-year college: +

Idle: ———

Weeks working: +

Scheol enterprise Ppeko omans

Tech prep Weeks in school: + Weeks idle: —

Internship or en

jeeshi - llege: ++ Currently working:
apprenticeship Agtended two-year college Currently wo
Skill decrensing

Internship or .

apprenticeship Attended four-year college: ——

Source: Weumark and Rothstein 2007,

Notes: The results shown are those for which ¢
the ten percent level or better only for .mﬂm forgo 1 e
the forgotten half). The sign is as .Enwpnm.wmnr appearing three, two,
the estimate for the indicated group is sigrf
level, respectively. In all cases, effects ﬁmw increase sch
cluded in the rows labeled “skill increasing,” and vice versa.

56 f

he estimated effect was statistically mwmam.nmﬁ* at
sten half {or significant with the opposite sign for
or one times to indicate that
gnificantly different from zero at the 1, 3, or 10 percent
coling, work, skills, or earnings are in-
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highlight the school-to-work programs that appear to increase schooling, employ-~
ment, and earnings oniy for those in the forgotten half,

Looking first at the results for women, there is little indication of positive effects
on schooling-related outcomes for those in the forgotten half. However, the con-
clusion is quite different for work-related outcomes, with the most striking find-
ing that internship or apprenticeship programs appear to be particularly effective
at boosting wages and earnings for the forgotten half. For men, the situation is
somewhat different. In general, there is more evidence that school-to-work pro-
grams are particularly beneficial for the forgotten half. Moreover, there is evi-
dence of beneficial effects on both schooling-related and work-related outcomes.
With regard to schooling, for five of the six programs there is evidence of positive
effects on education, and for the work-related outcomes, there is particularly
strong evidence that internship or apprenticeship programs boost employment
and decrease idleness among men in the forgotten half, with similar results for
school enterprise programs.

Overall, then, there is evidence that school-to-work programs are particularly
advantageous for men in the forgotten half with respect to both schooling and
work-related outcomes, but for women oy with respect to work-related out-
comes. Thus, the combined evidence from the NLSY97 points to some beneficial
effects of school-to-work programs, and suggests that, especially for men, partici-
pation in some school-te-work programs increases education and employmernt
among the forgotten half.

EVIDENCE ON CAREER ACADEMIES “Career academies” have three ele-
ments, First, they combine academic courses that meet college entrance require-
ments and techmical classes that relate to a specific theme, which is typically orga-
nized around an industry such as finance, travel and tourism, public service, or
information technology. Second, academies engage in partnerships with employ-
ers in the industry o provide internships and other work-related experiences out-
side the classroom. Finally, career academies are typically structured so that
groups of students take the same classes together in each grade, and stay with the
same group of teachers for at least two years.¥ Career academies can be thought
of as relatively intensive versions of school-to-work programs.

Even some recent studies of career academies (Orr et al. 2007; Stern et al. 2007)
suffer from two problems—an inability to address endogenous selection into
these academies, and a lack of data following students after they leave high
school. Nonetheless, these studies provide descriptive information on the content
of career academy programs, and some suggestive evidence that career academies
associated with fields that generally require a college degree may boost college
attendance.

However, the ongoing evaluation of career academies by the Manpower
Demonstration Research Corporation (MDRC) {Kemple and Snipes 2000; Kemple
2001, 2004) addresses explicitly the problem of endogenous program participa-
tion, as well as later labor-market outcomes.# The strength of this study is that it
is based on random assignment of students to career academies, as participants
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were chosen randomly from applicants to the career academies in the study, with
participants and nonparticipants followed for four years (thus far) after leaving
high school.

The most recent report (Kemple 2004) finds beneficial labor-market effects for
male participants, but not for female participants. For example, for male partici-
pants relative to nonparticipants the probability of any employment and fuil-time
employment is higher in each of the four follow-up years, with differences of 3.6
to 11.8 percentage points {mostly significant). Average weekly hours in each year
are significantly higher, by about four hours, the average wage is significantly
higher in most years, by aboui $.80 {although less in year two), and average
monthly earnings are higher in most years, by $166 to $268 (significant in all years
but year three, and highest in the last year). There was also some evidence that
participants were in better jobs; as of the last quarter, among those employed, par-
ticipants were more likely to have a health plan, sick leave, paid vacation days,
and a retirement plan, although only the vacation day differential was sigmificant.
Comparing the estimated differences in employment, hours, earnings, and s0 on,
across each of the four follow-up years, there is no evidence of increasing (or de-
creasing) differentials between the participants and the controls. The earrings dif-
ferential, for example, is $206 in year one, $202 in year two, $166 in year three, and
$268 in year four. The wage, hours, and employment differentials are, sirnilarly,
relatively stable. This does raise an interesting question of what the nature of the
effect of career academies is. The evidence does not point to greater career
progress of participants. Rather, the differentials that emerge in the first year after
leaving high school are largely persistent.

For women, interestingly, none of these differences emerged. The estimated dif-
ferences were much smaller and statistically insignificant, although the point esti~
rmates tended to favor participants over nonparticipants. James J. Kemple points
out that the young women in the sample were more likely to have children than
the young men, with no differences between women who participated and the
contzols. He suggests that the higher incidence of childbearing “may have limited
the extent to which the young women were able to capitalize on the career devel-
opment experiences that they had in the career academies” (2005, 16). Finally,
with respect to labor-market cutcomes, the results indicated that the beneficial ef-
fects were concentrated among those who came from higher-risk groups, defined
as either those with a high ikelihood of dropping out, on the basis of characteris-
tics measured prior to random assignument, or those who were not highly engaged
in school.#

Of course it is possible that the labor-market gains for men could come at the
expense of schooling, which might deliver more long-run returns. The evidence
for men suggests many negative schooling-related differentials for participants
relative to nonparticipants, although only one is significant—for ever enrolling in
postsecondary education (a 6.8 pescentage point differential). Other shortfalls for
male participants, although none are significant, include completion of a postsec-
ondary credential, receipt of a bachelor’s degree, or receipt of a skills training cer-
tificate or license; the estimates range from about 2.3 to 4.2 percentage puints.
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Kemple argues that the evidence suggests that the “labor-market cuicomes fo
young men did not come at the expense of reducing the prospects for po ﬁH
secondary education” (2005, 21). I am a bit less convinced of this given %mﬂmwm ,
patterns of the estimates, although clearly in terms of statistical significance »Wd
evidence of Huc.mﬁ?m labor-market effects is stronger. Mozeover, mmmﬂm stud m%
ports, for the Fmrmn.mmw group defined in terms of likely dropout, there was m% sig-
Eban.n negative effect on postsecondary educational attainment® For w d
Mwmmmm is MO m.mywmbnm of effects on education. Given the potential Dmm.mmﬁu mnWOMHMMM
ects, it will be important, if possible, to follow up partici
whether the positive effects for male participants mﬂ%mum MmﬁMMM@HMMWMMWMMM mM
mnr.“.uor mﬁwocmr. it is highly unlikely that this could erase the reported gains !
Finally, ore slightly troubling aspect of this study is that the boﬁsmnmmmma. con-
trol group did exceptionally well in texms of high school completion. The Hmem for
the S.mmawmww and control groups, respectively, were 81.3 and 83.3 Wmnnmsﬂ CoT-
Humﬂm.@. with mH.N.wmw,nmE in a comparable random sample of students in a mmnman
nﬁﬂn&ﬁﬁ‘ which Kemple suggests is the group from which academy students
typically come. ﬁ&m.mw:&\ does not attemnpt to provide similar comparisons for
the omﬁm. outcomes it covers.) In my view, the high achievement of the control
group raises questions about the generalizability of this study. In addition, m._mmo
comparisons put the estimated effects of career academies in ﬁmum.ﬁmnmﬁ“ 81 m
gesting that even though there were significant gains relative to the nmba.mﬂ
MM.MEW\ mmm mmmmnm may have been relatively small compared to the low achieve-
nman Mmmo MMM .ogwmﬂam of the general population that career academies are in-
Nonetheless, this study does provide evidence of positi i
academy participation. The evidence from the MDRC MEMW»MAM“%MMWM# mme mMM
2000; .wﬂ.mgw&m 2001, 2004) clearly represents a major addition to the mﬁmmﬁn% of
beneficial effects of career acadermies. It also to some extent parallels the findings
from the NLSY97 for school-to-work more generally, indicating that mnwoow-ﬂm-
work programs deliver labor-market gains for disadvantaged men.

SCHOOL-TO-WORK AT POSTSECONDARY INSTITUTIONS All of the re-
mmmanﬁ on mnwwow-ﬁo,swoﬁw programs discussed to this point, and most of the exist-
ing research literature, focuses on high schools. This reflects the policy mm.b.wrmmwm
M.,HS E. Person and Hm.ﬁmm E. Rosenbaum {2007) provide a provocative H...mamﬁmnmqm
at suggests that E,ﬂm policy emphasis should be at least partially redirected. In
particular, they w.mmﬁ by arguing that linkages between high schools and meon
m._mpuwﬁm are relatively weak, with employers having little regard for high school
achievement, and high school staff having little trust of or interaction with em-
Huwo%m.w,m. Of course school-to-work programs seek to change this. Nonetheless
mmwoﬁm W. Zoﬂ..wos Grubb (2001), among others, Person and Rosenbaum em rmu
size the moﬁmﬁ.&mq important role played by community colleges, and Onnm 2
tional colleges in particular, in the workplace preparation of mo€mwzwﬁﬁmm ma«%ﬁm
Person and Rosenbaum point out that nearly half of the students who enter om?.
secondary education attend community colleges. This fact, coupled with the %nnﬁ‘
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pational focus of many conununity colieges—based in part on the ability of these
local institutions to collaborate with local employers and government—suggests
that we should fook to community colleges as playing a potentially important role
in the school-to-work transition.

Person and Rosenbaum’s research seeks to explore the role of two-year postsec-
ondary institutions in creating linkages between school and work. Much of their
focus is on differences between private occupational colleges and public commu-
nity colleges, which is potentially informative about what the latter institutions
might do better: More generally, this work can be viewed to some extent as testing
the idea that these institutions are a potentially fertile ground for policy efforts fo-
cused on the school-to-work transition. The authors provide a mixed qualitative
and quantitative study of labor-market linkages among faculty at two-year col-
leges, comparing seven public community colleges and seven private occupa-
tional colleges; the latter are hardly representative, and may actually provide
valuable “best practices” models.

The qualitative evidence from interviews of program chairs at the two kinds of
schools points to a number of dimensions along which labor-market linkages are
taken more seriously at the private occupational colleges, even if there are formal
responsibilities for labor-market linkages at the public community colleges. These
include greater contact and integration besween the teaching faculty and career
services, greater involvement with advisory committees of local employers, fewer
bureaucratic obstacles to changing curriculum to respond to new developments,
more individualized and intensive job placement efforts, and a mission more fo-
cused on workforce training rather than general education and fransfer to fout-
year colleges.

Analysis of data from a survey of over 4,000 students at these colleges tries to
examine quantitatively whether labor-market linkages cn the part of teachers or
the institutions (as perceived by students) had peneficial effects. Person and
Rosenbaum found that labor-market linkages are greater at private colleges and
lead to increased effort in schoot and greater confidence about degree completion.
This conclusion is reinforced by evidence from national samples that job place-
ment services at private community colleges are positively associated with degree
attainment. Clearly more evidence is needed of the actual effects of school-to-
work-type interventions at two-year and community colleges. But this work
points to the potential importance of focusing policy efforts on two-year colleges
in addition to high schools, And one critical question is how two-year and com-
munity colleges can better contribute to improving skills among adults already in

the labor market.

CONCLUSIONS AND DISCUSSION OF POLICY
OPTIONS MOVING FORWARD

This chapter does not consider all of the labor-market policies that could poten-
tially improve economic self-sufficiency by increasing earnings. It focuses on
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mandated wage floors, the EITC and wage subsidies, -to-
grams. It excludes key issues such as SmmmHm reform, M.MWM&MHM MMMMMMM% M,MH
form, including early childhood investrnents, without in any way suggesting that
these are less important than the topics covered. % g
. As noted in the introductory section to this chaptez, each of icies
ine can be considered in the context of a simple Wmﬁwm%.mbnmmwmﬂwmwmwmwﬁwﬂmw
minimum wage mandates a movement up the labor demand curve wosﬂm.a
higher wages and lower employment. The EITC pays subsidies to éo&nmam to in-
crease employment, and hence shifts the labor supply curve outward, raising em-
Eoumﬂ.mww w.ommﬁmm:% lowering the market wage, but increasing ﬁmm noﬂmﬁm&
wage including the EITC, Wage subsidies instead subsidize hiring by employers
mw:mmhm the .Qmﬂ,_mba curve out and also raising employment and the wage cu%.ﬁ om
S‘Enw is paid in the form of the subsidy). And finally, school-to-work policies aim
to increase productivity, also shifting the demand curve out and raising wages
mmnm. wn_wﬁoﬁzmbﬁ. Even in a simple textbook setting, it is unclear which of mgm%
policies will do the most to increase income. And once a more realistic view is
mmo.w»mg s.;% heterogeneous workers who can be affected differently by the alter-
ﬁmmdwm.ﬁowﬁmm\ predictions about which policies will work become even more
Momﬁﬁﬁwwm? as questions of who gains and loses, and by how much, come to the
wohm.nwmmmm" are the main conclusions from the empirical analysis of each of these
First, the minimurn wage is an ineffective policy to promote ec i i
clency m.d._mucmr higher earnings. It reduces WB%M%BME of the M.MMMMMMWM MM%-
viduals it is trying to help. That in itself does not imply that minimurn wages do
not on net help. The more telling evidence is that minimum wages do not %&?mu
beneficial distributional effects to poor or near-poor families, and may make them
worse off. In mn&ﬂoﬁ minimum wages appear to have deleterious longer-run ef-
mmnﬂm. on earnings, presumably through reducing the accumulation of skills
Putting mmgm case succinctly but strongly, it is extraordinarily difficult to &mnmﬁw
M.Mww Mmmm.u MH higher federal or state minimurms in order to improve economic self-
Do these conclusions imply that I advocate discontinuin, minim
I do not, mainly because the evidence from which the mmmwmﬁww H.EEEMM MMWMM
are estimated comes from small changes in minimum wages, and hence mﬁﬁmw
does not support inferences about the effects of Jarge policy changes. By the mmwmw
wowﬂe however, the generally harmful effects | find from small increases in the
minimum wage suggest that the target population would be better served b
siow erosion of the minimum wage, at least over a modest range, whichto a Hquum\
Hm%wM.; is what happened since about 1980 (until recently), at least at the mmmm%mm
Interestingly, though, living wages, which target different
moze favorable trade-off. They still entail &mmgﬁm%gﬁ# mmmnMM MMHMMWWMMNMHMM
liver more w.,mwmmﬂmm distributional effects. Of course the implication of the re-
search on minimum wages is that sharply expanding the coverage of living-wage
laws would take us into the territory of minimum wages, with their noﬂnom.&mwﬁ
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adverse effects. Moreover, even if the findings on living wages might imply that
at much higher levels minjmum wages could have some beneficial distributional
effects, the costs of raising the wage floor from current levels of minimum wages
to the much higher levels typical of living wages could be very high.

Labor supply incentives, in particular the EITC, appear to be effective. There
seernis to be fairly compelling evidence that a more generous EITC boosts employ-
ment of single mothers and in so doing raises incomes and earnings of low-
income families.

Wage subsidies dre the flip side of trying to strengthen employment incentives,
but provide the incentives to employers rather than employees. There is some ev-
idence fhat these subsidies increase employment and earnings. (Certainly if [ am
convinced that employment for the low-skilled falls in response to a higher mini-
mum wage, I should also think that subsidizing wages boosts employment.)
However, as Dickert-Conlin and Holtz-Eakin (2000) emphasize, problems of
stigmatization resulting from eligibility for wage subsidy programs can offset
some of the gains. Coupling such programs with training and job search assis-
tance may reduce problems associated with stigma and thus increase the benefits
of wage subsidies. Another possible means to avoid stigmatization is to pay the
subsidy to workers instead of to firms (Scholz 2007 )~a policy more like the EITC
but based only on low wages. Assuming that the low effectiveness of existing
subsidy programs is principally due to low participation by firms, but that the ef-
fects of a wage subsidy paid to employees would parallel those estimated for the
EITC, the employment effect could be sizable (Scholz 2007). Although wage subsi-
dies paid to employees are worth considering, at present there does not seem to
be a great deal of political support for expanding them. Moreover, a major effort
in this direction entails substantial administrative difficulties. Thus, it may be
that increasing the generosity of the EITC for unrelated individuals is a more re-
alistic option for further extending subsidies to employment, especially if the
goal is to increase earnings (and incomes) among those not currently eligible for
the EITC. :

One argument for extending the EITC to individuals is to offset some presumed
adverse consequences of lower earnings for the less-advantaged—including de-
clining employment rates—sternming in Jarge part from the long-Tun increase in
wage inequality (Berlin 2007). Gordon L. Berlin also points out that there have
been declines in marriage and increases in out-of-wedlock childbearing and child-
rearing, and that these changes may have occurred in part because declining earn-
ings of men made them less atiractive marziage partners. Betlin argues—and the
proposal was recently enacated into law as the “Making Work Pay Tax Credit”—
that rising earnings from an expanded EITC might therefore deliver benefits in
addition to direct income, including higher marziage rates, decreased relative at-

ractveness of ilicit sources of income, and so on.® In addition, Daniel P. Gitter-
man, Lucy S. Gorham, and Jessica L. Dorrance (2007) suggest that an expanded
EITC for individuals without qualifying children would also recognize that many
noncustodial parents have responsibility for children, especially in light of high
out-of-wediock childbearing and divorce rates.
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There is evidence that declining wages for less-skilled men have reduced em-
ployment {for example, Juhn 1992). Consistent with this evidence, Berlin (2007)
cites evidence from experimental evaluations of programs offering earnings sup-
plements to low-wage workers conditional on working thirty hours or more per
week, which points to positive effects on earnings {net of the income supplement).
However, most of the evidence pertains to single mothers. One program {the New
Hope community group in Milwaukee) offered supplements to single men, and it
generally produced positive effects on employment, eamings, and family income
of men, even up to five years after the program, although many of the estimated
effects are not significant {Duncan et al. 2007). However, regarding the broader
link between higher earnings and the encouragement of marriage and discour-
agement of crime, the evidence is certainly more sparse. Scholz (2007), who also
advocates making the EITC for unrelated individuals more mmﬁmuoﬁmw&mnﬂmmmm
some of the research linking lower wages to higher crime and lower marriage
rates, while acknowledging that this evidence is fairly limited, especially in the
case of marriage. Finally, there appears to be no evidence on how an expanded
EITC for individuals might translate into more rescuzces for children of noncusto-
dial parents. Cleazly, though, if such a pelicy would lead to major reductions in
crime, for example, then the benefits could outweigh the costs, as Scholz (2007)
argues.

However, a number of issues arise in considering this policy. To begin with, itis
useful to think about how the EITC affects wages and the margins on which it op-
erates in order to try to clarify who might gain and lose from an expanded EITC.
The current EITC boosts employment among those who would not work in its ab-
sence, which should increase competition with those already in the labor market
and reduce the market wage for low-skilled workers.® Indeed, Jesse Rothstein
(2007) reports such evidence. Aside from implying that employers get some of the
gains from an expanded EITC, this evidence also peints to some important con-
siderations with regard to expanding the EITC for unrelated individuals. In par-
ticulaz, if expanding the EITC for unrelated individuals brings more such individ-
uals into the labor market—which is part of the argument (Berlin 2007; Gittermman
et al. 2007)—then this would lower low-skilled wages, potentially shifting some
of the benefits of the EITC program as a whole away from families, as the eligible
participants with children face increased labor supply from unrelated individuals,
while at the same time encouraging employment and increasing earnings and in-
come among less-skilled men who are not in families. There may be an argument
for shifting the benefits of the EITC in this way, but if so this should be made ex-
plicit, rather then suggesting that we can simply do more to increase incomes at
the bottom of the distribution by extending the EITC to unzelated individuals,
with no tradeoffs. On the other hand, if it can be established that an expanded
EITC for unrelated individuals has substantial impacts on the employment mar-
gin, the potential benefits from returns to labor-market experience that eventually
lead to increased earnings and reduced reliance on the EITC might prove a sub-
stantial boon to economic self-sufficiency® Also, if the unrelated individuals who
are the target of proposals to expand the EITC are already working, an expanded
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EITC would Iikely reduce their labor supply but increase their total income (earn-
ings plus EITC), and this reduction in labor supply would increase jow-skilled
wages, likely benefiting other EITC recipients as well.

It is also useful to think about the main goals of expanding the EITC for unre-
Jated individuals, and asking whether doing so is likely to be the most efficient
policy option. In particular, to the extent that social goals relating to marriage and
child support figure prominently in proposals for a more generous EITC for unwe-
lated individuals, it may make more sense to &y 10 reduce directly some of the in-
centives of the EITC with respect to marriage and to pursue other measures to in-
crease support of unmarried parents for children, as it seems at least possible that
“puying” changes in these behaviors through an expanded EITC for unxelated in-
dividuals might prove very inefficient. The same argument could be made about
crime, although I admit that arguments that we need to do more to increase the
costs of crime, rather than trying to increase the benefits of participating in the licit
economy, seem far-fetched in the current 1).8. context of massive incarceration.

Aside from the idea of extending the EITC to unrelated individuals, there have

also been proposals to structure the EITC differently, to focus on low-wage work-
ers (MaCurdy 2004). As noted eatlier, part the motivation for this structuze is to
try to reduce the labor supply disincentives associated with the EITC for higher-
income families that are still eligible. But this idea is also intended to better target
families with low-wage workers that cannot, even with full-time work, achieve an
acceptable standard of living, and to increase work incentives. Thomas MaCurdy
discusses two options: a “wage-based” EITC that pays a share of the maximumn
EITC benefit based on the share of full-time work ina family; and a “wage-subsidy”
EITC that pays the difference between a target wage and the worker's market
wage {when it is lower), multiplied by hours worked (averaged for the family). In
the context of state add-ons to the federal EITC {in data for California), he finds
that the wage-based policy provides similar incentives and benefits for low-wage
workers, but greater work incentives for higher-wage workers, while lowering
expenses by reducing benefits for families with high-wage and part-time workers,
and that the wage-subsidy policy tazgets families with low-wage workers, and
provides stronger work incentives. As MaCurdy notes, however, these alternative
HITC programs pose greater administrative challenges, because of the necessity of
measuring family labor supply. Nonetheless, these ideas for modifying the EITC
merit further consideration because of their potential for boosting earnings among
low-income families.

Finally, a new but growing literatuze on schooi-to-work provides some support
for the potential benefits of achool-to-work institutions and programs. Although
there is an absence of evidence on longer-run effects, it appears that institutions
and programs to improve the school-to-work transition deliver benefits in terms
of labor-market attachment, skill formation, and higher wages and earnings.
However, there are a number of missing pieces of evidence, in particular with re-
gard to the longer-term effects of specific programs. In the past decade, schocl-to-
work efforts were largely dismantled, in favor of test-based educational reforms.
The evidence suggests that explicit school-to-work programs——such as those en-
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couraged by the STWOA, as well as career academies—deliver benefits. This su
gests that policymakers concerned with improving education to mﬁﬁm.ﬁnm Hmwomu
market success would Hkely do better by pursuing a more balanced mix of
m.qmsw%mﬁsm school-to-work institutions and programs along with other educa-
tional reforms than has been the case with the either-or approach of federa? poli
5.@5 fast Q.mnm&m and a half.% At the same time, there are two @mm__wmnmﬂwﬁm M.M
this mﬁmmmmﬂoﬂ.mmgmuq to pursue both types of policies. First, under any circum-
stances ?mw.m will be frade-offs between school-te-work efforts and a mHmWSH focus
on mnmnwm.mmn preparation, as there is a fixed amount of tirne that students can allo-
cate duzing the school day. Indeed, concerns that NCLB has cut into the time
available for course electives generally, and work-refated courses specificalt
have mﬁ.mm&\ been voiced (see, for example, Stone and Aliaga 2007, 82).% And mmwm
ond, it is essential to remain cognizant of the limitation of mnvomfo.ﬁoaw ro-
grams as well as education reform efforts, which serve cuarent students Swom&m
work in the future, but not cider individuals already in the labor market.
mmnmﬂ.mm. I have strived to discuss the evidence on policies o increase mnoﬁoﬁmn
mmzsma,mw.ﬁmm@ via higher earnings, [ have of necessity focused on policies that are
&.Hmm&w in place {or were in place recently). All these policies focus on mandatin
higher wages, encouraging work, or increasing skills. I have suggested that S.m
have (or had) in place successful policies to encourage work (the EITC) and to in-
crease skills (school-to-work). On the other hand, T have argued that mandatin
higher wage floors is ineffective or even counterproductive. ¢
An obvious question is whether any new policies that have been tried on a
much less wxﬂmum?m basis might hold promise. One I discussed in some detail is
.m»m expansion of work subsidies (perhaps in the form of the EITC) to unrelated
E.&S.@Gmwm\ although I have suggested that this may have undesirable dis-
tributional effects. Focusing instead on skill formation, Harry J. Holzer (2007) has
m&ﬂn&mm a broad-based system of federal grants to encourage skill formation
which he labels Worker Advancement Grants for Employment in States ?<>Omm%
The call for this broad-based program rests in part on fairly compelling mﬁnmmﬂnm
of beneficial effects (such as for school-te-work programs or comumnunity college
enroliment), and in part on less rigorous evidence pointing to isolated mxmmsﬂHMm
of other types of programs that appear to be particularly effective, even if the
are Jess effective in other locations or settings. Recognizing that EmemmmHnT mﬁ%
dence on the mm..mmawm of these other programs is weak, Holzer has proposed simul-
taneous adoption of a competitive process for states to receive federal funds
wmm.mu. on program evaluation. There are legitimate questions as to «iﬂm&gmm
building evaluation requirements into the program will be effective in creating a
ﬁmcmmmm.ﬁwﬁmv% the most effective programs emerge and crowd out the least Mm.
M.mnﬂﬁ.w Moreover, H think it is likely that Holzer’s back-of-the envelope caleula-
HHMMM%@ out the social returns to investments in these programs are overopti-
Nonetheless, it is probably true that in the long run, policies that i i
are _mw.m Holy Grail that can give individuals the n@mﬁm&% to mnEmMMMMMMMmMManW
sufficiency through their own earnings, and that we should be open to some of
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the new ideas (labor-market intermediaries, sectoral training, career ladders, and
so on) that Holzer discusses. Especially in light of what is probably a cultural bias
in the United States toward meeting the goals of economic self-sufficiency
through earnings rather than public support, it is hard to argue against the
merit, in principle, of efforts devoted to frying to raise skills of the less-skilled
and less-advantaged population. And if a structure can be successfully built that
encourages innovative programs while at the same time being hard-nosed
about program evaluation-—discarding unsuccessful programs, promoting the
successful ones, and killing the whole project if it does not deliver programs
that are cost-effective and scalable—then we may ultimately learn something
useful and make some progress regarding policies to raise skills and increase
the economic self-sufficiency of individuals and families through labor-market

earnings.

This chapter was prepared for the conference “Pathways to Self Sufficiency: Getting
Ahead in an Fra beyond Weifare Reform,” held in Madison, Wisconsin, September &
to 7, 2007,

I am grateful to Greg Duncan, Carolyn Heinrich, Harry Holzer, Karl Scholz, other
conference participants, and two anonymous reviewers for helpful comments.

The views expressed are not those of the Public Policy Institute of California.

NOTES

1. Of course shifts in aggregate demand will have the same effect, but my focus is on la-
bor-market policies.
2. Aside from what the government can do, there is a large and growing literature on the
effects on frms and workers of what are often called “high-road” work practices on
firms and workers that lead to more productive and higher-wage jobs (see, for exam-
ple, Cappeili and Neumark 2001; Handel and Levine 2004). However, although poli-
cies to encourage firms to adopt such practices are often advocated (for example, Os-
terman et al. 2002), it is unclear exactly what policies would achieve this. One
argument that is sometimes made is that & higher minimum wage would encourage
employers to adopt such practices, by raising the productivity level at which it is prof-
itable to hire a worker (Bernstein 2000; Fitzgerald 2006), in which case high-road prac-
tices might lead to skill upgrading. Of course a higher minimum wage increases the
productivity of labor in the neoclassical model with no necessary implications for
what practices firms adopt, as firms move up the labor demand curve; and there is no
direct evidence that minimum wages change firms’ practices. Another tactic that has
emerged is corporate responsibility campaigns by community groups or labor unions
to encourage the creation of high-wage jobs; see, for example, http:/ fwww.working
foramerica.org/ docwments/ Jouznald/ regional.htm (accessed May 2, 2607).
3. On welfare reform, see, for example, Rebecca M, Blank {2002); regarding training, see,
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for example, James ]. Heckman, Robert J. Lalonde, and effrey A. Smith (1999). For a
very recent discussion of adult training and other workforce development policies
see Holzer and Nightingale (2007). \
I addition, Marianne P. Bitler, Jonah B. Gelbach, and Hilary W. Floynes (2008) point
out the importance of heterogeneity in these effects.

See http://www.uses.doleta.gov/wotcdata.ofm (accessed May 2, 2007).

For evidence on efforts to increase schooling levels at the postsecondary level, see, for
example, Christopher Cornwell, David B. Mustard, and Deepa J. Sridhar {2006). One
policy effort to increase primary or secondary schooling of disadvantaged youths is
the “learnfare” program, implemented in a handful of states. Under learnfare, welfare
benefits can be cut if children of recipient families are not in school.

See hitp://www.dol.gov/ esa/ minwage/ america.htm (accessed May 2, 2007).

See Card and Krueger (1994), and also Neurnark and Wascher (2000).

See John M. Abowd et al. (2000), Janet Currie and Bruce Fallick (1996), and Neumark
Schweitzer, and Wascher (2004). '
The review also discusses in some detail our efforts to explain some of the conflicting
findings in the literature.

Since this review was published, additional research on both sides of the debate has
continued to appear. A couple of provocative papers that continue to challenge the
conclusion that minimum wages reduce employment among the least-skilied have
been written by Sylvia Allegretto, Arindrafit Dube, and Michael Reich (2008) and
Arindrajit Dube, T. William Lester, and Michael Reich (2008). :

For example, in response to a presentation of the findings from the minimum wage re-
view just discussed, Jared Bernstein of the Economic Policy Institute, which advocates
a much higher minimum wage, responded, “The mirdimum wage increase will invari-
ably hurt some of its intended beneficiaries . . . [but] the benefits will often outweigh
the costs, even for narrowly-affected workers.” See http:/ fwrww.ael.org/ events/
eventlD. 1430 filter.all/ event_detail asp# {accessed June 11, 2007).

See Neumark and Wascher (2002} for a more detailed discussion and Hustrative cal-
culations. The same argumentis would apply to hours effects.

The sample conditions on the initial wage, and hence the models, are estimated for
those initially working.

See Neumark, Schweitzer, and Wascher {2004, figure 1).

Near-poor families are defined as those at 1,0 to 1.5 times the poverty line.

For the full set of figures, see figure 1 of Neumnark, Schweitzer, and Wascher {2005).

A more detailed discussion is provided in Neumark and Wascher (2008). I omit from
table 2.3 a study by John T. Addison and McKinley L. Blackburn (1999) that focuses
only on narrow subsets of families and therefore does not speak to the overall effects
of minimum wages on poverty or the income distribution, ’
wrmnm are some related guestions about the effects of minimum wages on the family
income distribution for different types of families. For example, minimum wages may
have different effects on rural and urban families. Wu, Perloff, and Golan (2006b) re-
woﬁ evidence suggesting that minfmum wages increase pre-tax and post-tax family
income inequality in urban areas, and more so when more weight is put on the lower
end of the distribution. These results for urban areas are consistent with their aggre-
gated results, presented in table 2.3. Howevez, they find very small and insignificant
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20.

21,

23.

24,

distributional effects of mirdmurm wages in rural areas. Craig Gunderson and James P2
Ziliak (2004} contrast some of their results for female-headed versus married-couple
farnilies. Across their different specifications there is no clear pattern of differences
across family structuze in how the minimam wage affects the poverty rate or the

squared poverty gap, and none of the estimates by family structure are significant.

The most recent development with regard to living wages has been the advent of city-
ge floors just like state mirdmum

level mirdmum wages—that is, broad minimum-wa
wages, but enacted at the city 1evel. Santa Fe and San Francisco enacted a mrinimum of
$8.50 in 2003 and 2004, respectively, with both set to rise through indexation and {in
Santa Fe) additional planned increases in the legislation. Madison and other smalier
cities in Wisconsin also recently passed minimum-wage laws, but they were subse-
quently repealed by state laws. A city minimum wage in New Orleans was approved
by voters in 2002, but subsequently was blocked by a state jaw. (Washington, D.C.,
has its own minimum wage, but the District is ofter treated as a state in state-level
analyses of minimum-wage effects like those described earlier.)
See the summary of coverage estimates in Adams and Neumark (2005a) and in
Richard Freeman (2005). For more systematic estimates of coverage by the living
wage laws in Los Angeles and San Francisco, respectively, see David Fairris et al.
{2005) and Susan Alunan et al. (1999).
A very recent review of the living wage literature, which also discusses some other
studies, is provided in Holzer (2008). .
It might be viewed as curious that the estimate for contractor-only Hving-wage laws,
although insignificant, is lazger, in Light of the smaller wage and employment effects
for contractor-omly laws reported i columns 1 and 2. But the offsetting positive wage
effects and negative employment effects of financial-assistance iiving-wage laws Im-
ply that these laws need not have a stronger effect on poverty. Nonetheless, the esti-
mate for contractor-only laws is puzzling in light of the absence of wage or employ-
ment effects of these narrower laws.
The size of some of these estimated effects may seem surprisingly large, given rela-
tively low coverage by Hving-wage Jaws. With respect to poverty reductions, Adams
and Neumark (2004) explain that their estimates are of the same order of magnitude
suggested by Mark Brenner’s {2005) calculations based on detailed data for Boston.
With respect to wage and employment effects, the estimates are large, given coverage
estimates. One possibility is that there are non-neoclassical influences, so that living-
wage laws affect comumunity rRorms for wages; one charme! for this may be that firms
desirous of future contracts or development subsidies believe it is advantageous to
pay higher wages (Bartik 2004). At the same time, some critics have grossly overstated
the implications of these estimates for employment declines. Fairris and Michael Reich
(2005, 10) incorrectly calculate that the Adams and Neumark estimates imply huge
employment losses. In fact, the 35 percent living-wage increase that they consider, for
a financial-assistance living-wage law, is estimated to jead to a 6 percent employment
dedline among those in the bottom tenth of the skilt distribution (.35 multiplied by the
employment effect of ~076 reported in column 2 of table 2.5, divided by the 44 em-
ployment rate in the bottom tenth of the skill distribution). This contrasts with the #1
percent employment decline that Fairris and Reich claim is implied by the estimates.

26.
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Teenagers may also be myopt i
agers Jsc yopic, putting too much emphasis on the potential hi
Mémm in ﬁm minimum-wage sector following a minimum-wage Eﬁwmmmﬁﬁgﬁmw:mmn
»Dmﬂ mm,mnso: to the cost in terms of foregone higher earnings from more mmcnmmnﬁ -
s confirmatory evidence, this negative effect w. ,
. ’ as present for observati i
states with compulsory schoolin, i  have
g ages less than eighteen (where t
more choice about leaving school), but not i ey et
: , ot in states with a compulso hooli
age of eighteen (for which the esti ieetpnificans, o o
e estimates were smaller and insignificant, although
These parameters determine the lew i
. el of income at which the credi
M.,anr was $36,348 in 2006, fora family with two childzen, it 2l 1o zerc
y Mmﬁﬁ“mmﬂ mﬁﬂm.m Sﬁyﬂ mﬁMn supplements in 2007 were Delaware, [llinois, Indiana
» s, Maine, Maryland, Massachusetts, Minnesota, Neb: . ~
New Mexico, New York, Oldahoma, O * Voo Ve
; xico, ’ , Oregon, Rhede Island, Vermont, Virgini
Wisconsin, and the supplemental EITC i & ~ o3 percent. Sus
, in those states ranged from 4
Neumark and Wascher (2009). In additi . ecame tfecine
: . ition, EITC suppl ive i
2008 in Louisiana, Michigan, and North Carolina, ppiEments hecame eifecive in
.WEMm usual substitution mmmn.w occurs as the higher wage raises the price of leisure and
ﬁw ﬁmmm Moumm Wwow supply, in the case of those originally noremployed leading some
enter the labor market. The income effect, however—whi scally
. : e h typically ind
ber supply reduction as a result of the ki g 1 ote Com
e higher wage leading to more consumpti
. . . mption of
all E#B& goods, including leisure—does not have an impact on those i &o
working zero hours. ety

A rare exception that fails to fin i
o (2005, o find employment (or hours) effects is Cancian and Levin-
Mmﬁ this HmMmo? Thomas MaCurdy (2004) considers EITC alternatives that target low-
ﬁwmm workers. These mw.ﬁ.mnnmﬁdmm are discussed more in the concluding section
s mﬁnmwnm emerges in specifications that rely on the state-level variation 5 e
@MHEﬂmﬁmHm\ the paper argues that federal variation is confounded with other poli
changes. Eﬁm% Grogger (2003) reports confirming evidence, finding that higher mﬁnm
%MW.\HMMMEQ@W mmﬁmoﬁmmnn hours, and earnings of female-headed households
ct is perhaps a little implausibly large, As reported in ,
) th i
effect tapers off considerably with increased Mmzmwo%@. " pepen theestimated
M%Emw.uwiom\ mmm.ﬂo_.g {2006a) conclude that higher marginal tax rates have larger
mw mamH Hm&mgvﬂnwnmm effects than the EITC. They find adverse effects of ,ﬁuwn
m., oonm~ Stamps, SE.% they attribute to work disincentives. They also find that a
mwymwv ase-out rate increases inequality for nearly every inequality measure, pre-
sumably because 2 higher phase-out rate reduces labor supply amon, m\ ;
income families. ¢ B moderte
. Q,m_:m Gunderson and James P. Ziliak {2004) find mixed evidence on the distribu-
EQMM oMMM\.W OM the m.ﬁﬁm»%wmﬂ evidence is more consistent with the EITC increasing
rate, using the before- or after-tax measure (the latter i
F er incorporates th
credit), although only some of the estimates are statistically mmmﬁﬁnmnwn mmwnm muM
MMM.M%O@Q”HQ m\nwu\ with the before-tax measure there are no significant .mmmna of
, Whereas for the after-tax measure there is some evi i
= . vidence consistent with a
reduction in the gap, although curiously this ernerges for married-couple families
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36.

37.

38.

39,

46.

41,

42.
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which is unexpected. Their specification may be problematic because It does not ap-
pear to allow the effects of the EITC and other policies to vary with the number .om
children ir: the family, which in Neumark and Wascher (2001b) appeared to Mum. quite
important. They use the difference between the logs of the state and federal maximum
EI'TC benefit, although it is not lear for what type of family, or whether this is aver-
aged over families in each state-year cell. .
And Dickert-Conlin and Holtz-Fakin (2000) present evidence that offering wage
subsidies for low-skilled workers is also not particularly effective at targeting poor
families. .
The NJTC targeted new employment, not specific workers, but it created stronger in-
centives to hire Jow-wage workers by applying only to the first $4,200 of wages per
employee (in 1977 and 1978). . .
There are also similar efforts ted to welfare reform at the federal level, with the Wel-
fare to Work Tax Credit. .
However, Sarah Hamersma (20052) summarizes a 2001 GAQ report suggesting little
evidence of such churning, as very few workers receiving subsidies stayed long
enough to get the maximum subsidy, and hiring and training costs appeared to rendey
such a strategy cost ineffective. .
Many researchers have noted that most EITC recipients choose to take n_ﬁmﬁ wmu.:ﬁma
as a fump sum at the end of the year rather than in each paycheck. It is conceivable
that part of the explanation for this is the avoidance of stigma effects. . .
Jaunes |. Heckman, Robert J. Lalonde, and Jeffrey A. Smith (1999) provide an extensive
review of the literature documenting this general result, based on data for both the
{inited States and Europe. (See aiso the brief summary in Holzer {2007], who concurs
with this summary of the findings from the literature on training programs.) T.Hm.nwx
man, Lalonde, and Smith summarize cost-benefit calculations indicating that training
programs for adulis sometimes appear to deliver pesitive social returns. Recent evi-
dence from evaluations of the Job Corps program appear to indicate gains for twenty-
to twenty-four-year-vids, but not those younger (see Alan Krueger, :Zmﬁ.mmm& Some-
times Conflicting) Data on the Value to Society of the Job Corps,” New #.iﬂ Times, Jan-
uary 5, 2006. Available at: hitp:/ /www.nytimes.com,/ 2006/ 01/05/ business/ 05scene
himd?_r=1&oref=slogin [accessed January 10, 2008]).
The federal funding was intended to sexve as seed money to establish school-to-work
transition systems that included formal partnerships among secondary and post-
secondary institutions and employers. Research has established that in many states
the legislation did spur the development of such systems {see, for example, Hershey
et al. 1999; Neumark and Allen 2003; Neumark 2006},
T contrast, vocational education (later called career and technical education) was
characterized by its isolation from more comprehensive high school curricula (Hay-
ward and Benson 1993), whereas Tech Prep pursued limited integration of vocational
and academic education by introducing some vocational education into comprehen-
sive high school curricula while sequencing vocational education during high school
with two years of farther related study at postsecondary institutions Qm%mb 2001).
As explained in Neumark and Rothstein (2006), these expectations <m§mﬁmm caznt also
be interpreted as ideal proxies, the inclusion of which may eliminate bias from en-
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dogenous selection into school-to-work participation. The idea is that any remaining
variation in unobservables niet of these expectations is only forecast error, which
should be uncorrelated with the exogenous variables in the information set.
The link between school enterprise and college enrollment is not obvious. However,
research by David Stern (1984) and Stern et al. (1994) reports that enterprise-based
jobs are more closely related to-students’ education than are out-of-school jobs, and
that enterprise-based jobs provide more opportunity to apply what students are
learning in schook; so school enterprises may be a particular type of schoel-to-work
program that erhances the educational experience and therefore encourages higher
education.
We found that very few variables were predictive of participation: in school-to-work
programs; the one important exception was that blacks were more likely to participate
it coop, school enterprise, and Tech Prep programs. These results suggest that there
may be little systematic selection into school-to-work programs, which would explain
why the results are insensitive to adding controls.
Of course this share is rot necessarily one-half of the relevant population. But the
“forgotten half” phrase was introduced by the William T. Grant Foundation (1988),
and this characterization has stuck in sibsequent work {see, for example, Donahoe
and Tienda 1999).
Kempile (2005) reports that there are approximately 2,500 career academies across the
country. He does not report any direct enrollment rumbers, but suggests that acade-
mies typically enroll 150 to 200 students. These runbers suggest that there are around
440,000 students in career academmies, out of approximately 16 million high school stu-
dents. The latter number comes from Digest of Education Statistics, available at:
http://nces.ed.gov/ programs/ digest/ d04/ tables/ dt04_002.asp {accessed May 14,
2007); Kemple does not give a date {or souzce) for his estimate, The National Center
for Education Statistics (NCES) reports 4,800 secondary schools with career acade-
mies, nearly twice Kemple's estimnates; see http://nces.ed.gov/surveys/ctes/ tables/
hld.asp (accessed May 14, 2007}, However, it is not clear what the differences are in
the definitions of career academies.
The study covezs nine schools across the country, all located in or near urban areas.
These results appear to be for men and women combined.
Note that this evidence for men contrasts with the findings in Orr et al. (2007) point-
ing to positive effects of the National Academy Foundation (NAF) career academies
on four-year college attendance. It is unclear how much this difference is attributable
to the random assignment or to differences in the types of academies studied. In par-
ticular, Orr et al. suggest that the NAF academies cover particular fields (especially fi-
nance, which was the type that boosted college attendance), and may differ in terms
of other program characteristics as well, given that the acadernies they study were rel-
atively homogeneous and met criteria for implementation of the NAF model.
John Kar! Scholz proposes targeting lower-income families with this subsidy by re-
stricting eligibility to individuals living in federally designated Renewai Communi-
ties, Bmpowerment Zones, or Enterprise Communities. However, his analysis sug-
gests that a fairly high share of the gains would go to families above the poverty line.
See hitp:/ /johnedwards.com/ about/issues/ poverty (accessed June 26, 2007),
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53, Itis also worth pointing out, in relating the literature on minimum-wage employment
effects to the BITC, that the less elastic one thinks the dernand for low-skilled laber is,
the more one would expect wages for low-skilled woerkers to fall in response to an ex-
panded EITC,

54. ‘This is speculative, but is in some sense the flip side of the results in Neumnark and
Nizalova (2007) suggesting that minimum wages may have long-term acverse effects
on wages and employment, steruning in part from lost work experience.

55. Although difficult to establish rigorously, it is also my impression that the $1.5 billion
in federal funds for the STWOA seem to have had rather dramatic policy impacts in
terms of spurring the creation of school-to-work programs in the states, presumably
because the seed money provided by the STWOA interacted with other incentives fox
states to create these programs.

56. David Figlic (2007} discusses a number of studies on the issue of frade-offs between
resources devoted to accountability programs and other activities in schools.

57. This qualification is even morze relevant to discussions of the potential higher efficacy
of early (that is, childhood) human capital investment (for example, Camneiro and
Heckman 2002). :

58. Neumark (2006) presens an analysis of program evaluation of school-to-work pro-
grams in California that raises warning flags about the implementation of evaluation
mandates. On the other hand, Blank (2002) argues that the process of experimentation
and evaluation was very successful in the arena of welfare reform.

59, In particular, his calculations are based on estimates of gains from programs that are
apparently the highest among the estimates he surveys, and in each case come from
-an isolated program when estimates of the earnings gains from similar prograrms im-
plemented elsewhere were smaller and often insignificant {see Holzer 2007, 20}.
Whether these high estimates reflect best practices or simply statistical outliers, it is
probably unreasonable to presume that gains of these magnitudes will be replicated
across the board, even with the best institutional structure in place.
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