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Some thoughts on CBO’s employment estimate 
Arindrajit Dube @arindube, twitter, February 8, 2021 
 

Today the Congressional Budget Office released its projections for $15/2025 
min wage. Here are some thoughts on their employment estimate. They used 
same evidence (11 studies) as 2019 report but upweighted more negative 
studies; the implied OWE=-0.48 instead of -0.38 

 
 
In the 2019 they used 11 studies, and found the median "directly affected employment" 
elasticities (closely related to the own-wage elasticity of employment) of around -0.25. Then 
they multiplied by 1.5 to capture "long run" effects, getting -0.38. 
 

 
 
This time, they used the same elasticities, but now decided to not use the median elasticity 
but simulate the mean employment effect by randomly drawing from these elasticities. 
Change of this method leads to 1.4 million job loss instead of 1.1 million using old 
approach. 
 

https://twitter.com/arindube/status/1358888317622755329
http://tankona.free.fr/cbowageact.pdf
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CBO's  implied  OWE*  is  now  around  -0.48  (=  -0.38  x  1.4  /  1.1).  I  felt  -0.38  was  already  
somewhat too negative based on my comprehensive 2019 review conducted for 
@hmtreasury. The comparable OWE (broad group) was -0.04. (-0.14 incl narrow groups) -
0.48 goes in wrong direction. 
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The new CBO averaging implicitly puts more weight on some of the most negative 
estimates, including the Seattle study by Jardim et al. However, in our new JEP paper, we 
show evidence from 21 major city minimum wage (incl Seattle) and find an OWE of -0.12. 
 
City Limits: What Do Local-Area Minimum Wages Do? (Winter 2021) - Cities are increasingly 
setting their own minimum wages, and this trend has accelerated sharply in recent years. 
While in 2010 there were only three cities with their own minimum... 
https://www.aeaweb.org/articles?id=10.1257/jep.35.1.27  
 
Importantly, we can replicate a similar pattern as in the Seattle study suggesting large 
losses in jobs below a threshold (but unrealistic big job gains at very top) from our 21 city 
case *when we don't factor in that these cities were experiencing very high wage growth.* 
 

 
 

https://www.aeaweb.org/articles?id=10.1257/jep.35.1.27
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So, the research evidence since 2019 has provided more information about why the very 
large negative effect from the Jardim et al study likely overstates the true employment 
effect. However, the CBO increased the implicit weight put on that study through change in 
its methods. 
 
At the end of the day, the CBO estimates still suggest wage gains are >> job losses, and 
reduced poverty. However, I think the CBO's choices here move it in the wrong direction 
when it comes to reliable aggregation of the best evidence on the overall emp effect of min 
wages.  
 
Another historical data point to consider. Here are the implicit OWE's used by various CBO 
minimum wage projections as best I can tell: 
2014: - 0.16    2019: - 0.38    2021: - 0.48 
These are somewhat different policies, but I'm concerned how CBO is updating based on 
new research. 
 
*For those not in the weeds, here is an explanation of the "own-wage elasticity" of 
employment for minimum wage studies; this is closely related to what the CBO uses. There 
is a large literature on the employment effect of minimum wages for a wide variety of 
groups. To make apples-to-apples comparison, I use “own-wage employment elasticity” 
(OWE) which scales the employment effect by the wage effect.   
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A generally more binding minimum wage increase, and use of a sub-group for whom the 
minimum wage is more binding, will tend to produce a larger average wage elasticity (i.e., 
the denominator above). This normalizes the MWEs to produce a more apples-to-apples 
comparison. Unfortunately, not all studies actually report the effect on the group average 
wage, which makes it difficult to meaningfully compare employment estimates across 
studies. However, focusing on the studies that do report both allows a more informative 
evaluation of the existing evidence base. The magnitude of the OWE is important: for 
example, an OWE = -1 implies that job losses and wage gains fully cancel out, and the 
affected group sees no net increase in total earnings. In contrast, an OWE of say -0.1 
implies a very small impact of employment; the increase in total earnings to the group in 
this case is only slightly smaller than the "no job loss" scenario. While all categorizations 
are inherently arbitrary, we can roughly think of an OWE less negative than -0.4 as small in 
magnitude, between -0.4 and -0.8 as medium, and more negative than -0.8 as large. 
 
 
 
 


