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|ISSUE BRIEF

We All Pay The Price

Anti-Poverty Subsidies for Low-Wage Workers
in Santa Monica's Coastal Zone

Workers and their families are not the only ones paying the price of low-wage jobs.
Government at all levels, from local to federal, faces increased costs because poverty-wage
jobs without heaith care benefits lead to an increased need far anti-poverty programs and
services. In effect, these programs serve as a hidden subsidy to low-wage employers.
Uitimately, these increased costs are borne by taxpayers. In the Santa Monica coastal zone,
the Political Economy Research Institute (PER!) report commissioned by the city estimates that
2,477 workers earn less than the proposed living wage. Based on the PERI report's description
of the prototypical low-wage worker and his or her family, we have calculated the cost of anti-
poverty subsidies for which the typical family is eligible.! These calculations help to paint a

more comprehensive picture of the overall societal cost of working poverty. Our calculations

show the following:

+ The family of the typicai coastal zone low-wage worker is eligible for anti-poverty
programs costing at least $8,209 per year.

+ Multiplied by the estimated 2,477 low-wage warkers in the coastal zone, these workers
are eligible for subsidies with a total price tag of over $20 million per year.

+ With a living wage of $10.69 and full family health benefits, the cost of subsidies for the
typical family would be reduced to zero.

Assumptions
These calculations were based on the following assumptions. The PERI report included a
description of the prototypical low-wage worker's family, based on an analysis of L.A. County

' Although individuals may be eligible for anti-poverty programs, they may not take advantage of them.
For example, a 1994 study of the federal Eamned Income Tax Credit showed that between 80 and 86
percent of those eligible actually applied for the credit (Scholtz). In addition, programs such as Section 8
in L.A County have long waiting lists because of inadequate funding which prevent many of those who
are eligible from receiving benefits. However, the continued need for such programs creates pressure on
government to increase funding, as evidenced by the federal government's $5.4 million funding increase
this year for new Sacticn 8 vouchers in L.A. County.



data from the Current Population Survey (Pollin, Table 8.15). The report found that the average
family had certain characteristics, shown in Table 1.2 The typical low-wage worker in LA,
County earns $8.00 per hour and works 1,900 hours per year, which is slightly less than full
time. In addition, the PERI report found that the typical low-wage worker is not the sole earmer
in the household. In fact, the typical low-wage worker accounts for only 58% of his or her
family’s total earnings, an assumption we have inciuded in our calculations. The typical family is

made up of two adults and two children, with only the primary worker having health insurance.

Table 1. Prototypical L.A. County Family Assumptions

Wage [T 8750 per hour
"Hours worked per year 1,900
Percent of Total Family Earnings 58%
Family Members "2 adults, 2 children
| Health Coverage Worker only

Source: PERI report, based on Current Population Survey

Cost of Subsidies

Given the prototypical family’s annual household income and size, we determined their eligibility
for a variety of anti-poverty programs, and calculated the annual cost of the programs, as shown
in Table 2 on the next page.® Before the Living Wage, our prototypical family would qualify for
an estimated $8,209 worth of subsidies per year. The family would qualify for the Earnad
income Tax Credit (EITC), a federal program designed to increase the income of the working
poor through tax refunds and supplemental cash payments. The family would not be eligible for
Medi-Cal, but would qualify for Healthy Families, which has a higher income limit. This joint
federal and state program provides health coverage for children in low-income families. The
spouse wouid not be eligible for Healthy Families, which is only for children, and would have to
use the county’'s public health facilities, which have no income eligibility requirements. The
county's system is funded by the federal, state, and county governments. In addition, the family
would be eligible for a Section 8 housing voucher funded by the federal government. Finally,
the family would be eligible for reduced price schoo! breakfast and lunch programs, funded by
the federal government.

? Although we are using the term “average,” the prototypical family characteristics were based on both the
means and the medians of the CPS data for L.A. County (Pollin et al p. 157).

® For addltional information on caiculating the costs of these programs, see Appendix 1. For additional
information about the eligibility calculations these figures are based on, ses Appendix II.



Table 2. Annual Subsidies Per Typical Household Before and After the Living Wage

7. Affer LivingWage -

el T S10.60 With, | $12.69 With No

i LoER | Living Wage __Health Benefits fr‘?l?!eélth:Benefits ~

Gross Household Earnings $26,000 $31,111 334,911
Earned Income Tax Credit $959 0 - 0
Healthy Families Coverage $1.606 0 0
L.A. County Indigent Health Care 5448 0 From O to $1,344
Section 8 $4,596 o] - 0
Federal School Meals Program T %801 0 0
Food Stamps o 0 0 0
Medi-Cal Coverage 0 0 0
Total-ﬁn_'ti%PdvertyifS?uI':is’i[dies G0 le 088,209 - 0[ ¢ Frem:Dto $1,344

After the living wage, the typical family couid fall into one of two categories. Assuming the
employer provided full family health benefits, the family would not need to use publicly-funded
heaith care programs, and the family’s income would be too high to qualify for any of the other
subsidies. if the employer opted to pay the higher wage of $12.69 without benefits, the family
would not be eligible for either Medi-Cal or Healthy Famities. The goal of the higher wage is to
allow the family to purchase health insurance, in which case the cost of subsidies would be
zerc. However, if the family chose not to purchase health insurance and continued to use
county heatth facilities, or chose to insure some family members and not others, the cost o the

government would range from $448 to $1,344 per year.

There is one important caveat to this listing of subsidies. Because these figures only represent
subsidies for which warkers are efigible, actual program costs to government are less. Not all
those who are eligible for government programs take advantage of them, and access to some
government programs is restricted because of insufficient funding. These figures represent the
highest potential cost to government and taxpayers, not actual costs. Even 50, they provide a
powerful illustration of the cost to society of subsidizing low-wage employment and the dramatic
improvements provided by a living wage.

Santa Monica EITC Proposal

Some opponents of a living wage ordinance have proposed that the city instead create an
additional anti-poverty subsidy by adopting an EITC program to supplement the federal
program. The Empirical Research Group's (ERG) report, commissioned by the hotel industry,
recommends the creation of a Santa Monica EITC (SMEITC) program. There are two major




problems with this proposal. First, it is illogica! {o create an income tax credit program an the
municipal level, because cities do not collect personal income tax. The ERG report states that
“several” states have adopted their own EITC programs, which makes sense because states do

collect income tax, but the report does not provide any examples of cities who have done so.

Secondly, because cities do not callect income tax, Santa Monica would have to come up with
another means of financing an EITC program. The ERG report suggests two alternatives for
financing an SMEITC for low-wage workers in the zone: using general revenues or increasing
the business license or sales tax. As the report itself states, creating another public subsidy for
low-wage employers amounts o “workers essentially getfting] a raise paid for by the
government.” In this case, the Santa Monica taxpayers. The other alternative, raising business
taxes city-wide, would unfairly penalize responsible employers who are already paying living
wages to their employees. Clearly, the solution to low-wage poverly in Santa Monica's tourism
industry is not to create yet another costly public subsidy for business, but rather for emplovers

to pay a living wage.
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