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Santa Fe’s Living Wage Ordinance  
and the Labor Market

Executive Summary

In October, voters in Albuquerque, New 
Mexico will decide on a minimum wage of 
$7.50 an hour for all employees in the city. If 
passed, Albuquerque will become the fourth 
city in America to institute a wage floor above 
the federal level1. The first city to do so was  
neighboring Santa Fe, New Mexico which im-
plemented an $8.50 minimum wage in June, 2004. 

This study, by Dr. Aaron Yelowitz of the 
University of Kentucky, utilizes government 
collected data to examine the labor market ef-
fects of Santa Fe’s living wage increase. Dr. 
Yelowitz finds that the living wage in Santa Fe 
significantly increased unemployment and de-
creased hours worked for those who were able 
to keep their job. Even more troubling, this 
research found that almost the entire negative  
effect of the living wage was concentrated on the 
city’s least-skilled and least-educated employ-
ees. These are the very individuals the living  
wage is purportedly helping.

While supporters of the living wage in Albu-
querque have pointed to Santa Fe as a “success” 
story, a closer look at these claims finds that 
they are based on aggregate time series data, 
which makes no attempt to control for even 
the most basic economic factors. For example,  
living wage advocates point to an increase in  
overall employment in Santa Fe since the ordi-
nance as “evidence” of success. This a faulty 
analysis that fails to control for factors such 
as overall economic growth in the state or a  
growing population. The importance of control-
ling for these factors is the very basis of credible 
economic analysis and one of the first things 
taught in any rudimentary statistics course.

In this analysis, Dr. Yelowitz utilizes an eco-
nomic model that controls for both fixed effects 
(factors such as Santa Fe’s traditionally low un-
employment rate and more vibrant economy) as 
well as time varying effects (such as overall em-
ployment growth). By constructing this careful 
model, Dr. Yelowitz is able to isolate the effect 
of the living wage ordinance from the confound-
ing effects of other factors in the economy. 

Utilizing United States Bureau of Labor  
Statistics Current Population Survey (CPS) 
microdata, Dr. Yelowitz found that Santa Fe’s 
living wage ordinance is responsible for a 3.2 
percentage point increase in the city’s unem-
ployment rate. While the aggregate unemployment 
rate for Santa Fe remains lower than many sur-
rounding areas, this is because other factors 
serve to counteract a portion of the living wage 
ordinance’s negative effect on the job market. 
Examining the data further, Dr. Yelowitz found 
that nearly the entire negative effect in terms 
of unemployment was felt by Santa Fe’s least  
educated residents. Those with 12 years of edu-
cation or fewer suffered an extremely large and 
negative effect, while those with 13 years of 
education or more felt virtually no statistically 
or economically significant effect. 

These results should not be surprising. Eco-
nomic research into the minimum wage has long 
found that the economy’s least-skilled and most 
vulnerable populations suffer the most under a 
minimum wage increase. As employers react to 
the higher wage floor they look for more skilled 
and productive employees or attempt to switch 
to automation where possible. Simultaneously, 
more skilled employees are enticed into these 
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jobs by the higher wage rate (65 percent high-
er in this case). The end result is that the least 
skilled—people these ordinances are purport-
edly attempting to help—end up left out of the 
labor force.

For those that do keep their jobs, Dr. Yelow-
itz found that they end up working fewer hours 
than before. On the whole, the living wage or-
dinance reduced hours worked by 1.6 hours per 
week. Similar to the unemployment results, 
these hours reductions were felt most by the 
least-educated employees. Those with 12 years 
or fewer of education saw their hours reduced 
by 3.5 hours per week.

While aggregate time series data often masks 
the underlying dynamics of the labor market—
specifically the potential effects of policies such 
as the living wage—if properly controlled, they 
can serve as important support for microdata re-
sults. Dr. Yelowitz constructed an aggregate 
time series model that used populations in other 
areas of New Mexico as control groups to ac-
count for factors other than the living wage that 

may have affected employment. Dr. Yelow-
itz found that the minimum wage increased 
the overall unemployment rate in Santa Fe by 
nearly 0.7 percentage points. This result is both  
statistically and economically significant. This 
increase amounts to a roughly 16 percent in-
crease in the unemployment rate and the loss 
of approximately 540 jobs. This analysis only 
serves to support Dr. Yelowitz’s microdata results. 

Overall, the results of this complete economic 
analysis show that the living wage in Santa Fe 
had an indisputable negative effect on the labor 
market. As a result of the increase in the wage 
floor, unemployment is significantly increased 
in the city and individuals who were able to 
keep their jobs are being forced to work fewer 
hours. Most troubling, though, is the fact that 
the least skilled employees are those who are 
being most hurt by this ordinance. Voters in 
other areas considering an increase in the mini-
mum wage must consider these unintended 
consequences that end up hurting those who the  
law is supposed to help. 

Employment Policies Institute / www.EPIonline.org

1While over 110 cities and localities have passed “living wage” mandates, these more limited ordinances apply only 
to city employees, city contractors, and/or businesses receiving economic assistance from the city. Only Santa Fe, San 
Francisco, and Madison, Wisconsin have passed local minimum wages that apply generally.
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Introduction
In February 2003, the Santa Fe City Coun-

cil approved the most expansive living wage 
ordinance to date. After sixteen months of  
legal wrangling, on June 24, 2004, a New Mex-
ico state court judge upheld Santa Fe’s “living 
wage” law, and the ordinance immediately went 
into effect. Unlike most living wage ordinances, 
the Santa Fe living wage ordinance (hereafter, 
“LWO”) required all businesses within city 
limits with at least 25 workers to pay workers 
$8.50 an hour, rather than just businesses with 
city contracts. Hourly pay rates will increase to 
$9.50 on January 1, 2006, to $10.50 on Janu-
ary 1, 2008, and will be indexed to inflation  
starting on January 1, 2009.

More than a year has passed since the LWO 
was enacted and it is appropriate to explore the 
labor market impact. The idea that the LWO 
could affect the labor market is well grounded 
in the economic literature. Santa Fe’s ordinance 
raised the wage floor from $5.15 per hour to 
$8.50, a 65 percent increase. Even with a fair-
ly modest employment elasticity (such as the  
-0.22 elasticity estimate found in Neumark and 
Wascher’s (2000) compelling study), such a 
large change in the minimum wage is still likely 
to lead to substantial job loss.

Nonetheless, living wage advocates in Santa 
Fe paint a rosy picture of the law’s impact. The 
home page of the Santa Fe living wage advo-
cacy group proclaims:

Two Reports Show Living Wage Work-
ing in Santa Fe. Since the Santa Fe 
Living Wage has come into effect, 
public assistance is down sharply and  
employment is up.”1

As evidence, they cite aggregate time-series 
data on welfare caseloads and employment. For 
example, their proof on the labor market effect is:

According to the New Mexico De-
partment of Labor, Montly [sic] News  
Release, Employment & Unemployment, 
August 25, 2005, job growth for Santa 
Fe was 2.0 percent, adding 1,200 jobs. 
The State had the same job growth rate, 
which makes it the 13th highest in the 
country. Most important, for the Santa Fe 
hospitality industry, which has the largest 
number of low-wage workers, the growth 
rate was even higher, 3.2 percent, or  
300 new jobs.”

This conclusion should be surprising to those 
familiar with the minimum wage literature, 
since virtually all advocates for minimum wage 
increases claim they have zero effect on em-
ployment; virtually no serious economist would 
argue that a 65 percent increase in the wage 
floor would lead to employment growth. A key 
problem (true of time-series studies in general) 
is that other, unaccounted time-varying factors 
could create the illusion that the living wage 
is having a zero (or even a positive!) effect, 
when in reality the ordinance is having a nega-
tive effect. For example, a growing statewide 
economy could mask the true negative effects  
of the ordinance.2

This study provides a more careful exami-
nation of Santa Fe’s ordinance. I explore the 
impact of the Santa Fe LWO on the labor mar-
ket, drawing on publicly available microdata 
from the Current Population Survey (hereafter, 
“CPS”). To examine the impact of the LWO, my 
research examines more than 21,000 individu-
als aged 16 to 64 who were in the labor force 
in New Mexico. A key contribution is that indi-
viduals outside the Santa Fe metropolitan area 
(and those in Santa Fe before the LWO) serve as 
“control groups.” Such control groups provide a 
much more credible framework for evaluating 
the LWO than the evidence currently offered 
by living wage advocates. Having these con-
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trol groups allows me to separately disentangle 
the effects of the LWO from other confounding 
factors (such as statewide economic growth or 
the fact that Santa Fe’s labor market is differ-
ent from other areas of the state). In addition, 
I show that aggregate time-series data from 
Santa Fe and three other localities lead to the  
same conclusions.3 

The results from the empirical models con-
firm the straightforward predictions from  
recent, credible minimum wage studies: higher 
wage floors hurt the labor market. I find that the 
likelihood of being unemployed increases and 
that usual hours worked decreases. Both results 
are statistically significant and economically 
meaningful. Moreover, the CPS reveals that the 
entire disemployment effect was concentrated 
amongst individuals with 12 or fewer years of 
education—precisely the group for whom the 
65 percent increase in the wage floor should be  
the most binding.

Data Description4 
The CPS is a monthly survey of about 50,000 

households conducted by the Bureau of the 
Census for the Bureau of Labor Statistics (here-
after “BLS”). The survey has been conducted 
for more than fifty years; the current analysis 
draws on the 30 months of CPS data between 
January 2003 and June 2005 (which is the lat-
est available). The CPS data is free to download 
from the internet.5 

According to the BLS, the CPS is the primary 
source of information on the labor force char-
acteristics of the U.S. population. The sample 
is scientifically selected to represent the civil-
ian noninstitutional population. Respondents 
are interviewed to obtain information about 
the employment status of each member of the 
household 15 years of age and older. The sam-
ple provides estimates for the nation as a whole  
and serves as part of model-based estimates for 
individual states and other geographic areas. 

The CPS asks about employment, unemploy-
ment, earnings, and hours of work. Some of 
these labor market questions are asked of the 
full monthly sample, and others are only asked 
of one-quarter of respondents. In addition, re-
spondents are asked about their age, sex, race, 
ethnicity, marital status, veteran status, and edu-
cational attainment.

Critical for this study, the CPS also provides 
geographic identifiers for all states, and for 
many large metropolitan areas. The CPS allows 
geographic identification of three New Mexico 
metropolitan areas throughout the entire 2003 
to 2005 time span—Santa Fe, Albuquerque, and 
Las Cruces. New Mexico residents in other parts 
of the state, by necessity, are grouped together.6,7 
During the period analyzed, the CPS surveyed 
roughly 1,800 individuals in New Mexico each 
month—and the 41 percent who were adults in 
the labor force form the sample that is analyzed. 
The sample ultimately consists of 21,776 obser-
vations, including 9,404 individuals with 12 or 
fewer years of education and 12,372 with 13 or 
more years of schooling. 

Table 1 provides summary statistics for the 
sample as a whole, and broken out by educa-
tional attainment. Over the entire time period, 
6 percent of individuals in the labor force were 
unemployed during a typical month, while 
those with less education were more than twice 
as likely to be unemployed as those with more 
education. Usual hours of work averaged 39.3 
hours per week, with small differences by edu-
cation group. Nearly three percent of the sample 
is classified as subject to the LWO—meaning 
that they participated in the labor force in the 
Santa Fe metropolitan area in June 2004 or lat-
er. Individuals in Santa Fe before June 2004 (as 
well as all individuals in other areas) are classi-
fied as unaffected by the ordinance.8 

4
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Nearly 7 percent of this CPS sample is locat-
ed in Santa Fe, nearly 11 percent in Las Cruces, 
43 percent in Albuquerque, and the remainder is 
dispersed throughout the rest of the state. Fifty-
four percent are married, 51 percent are male, 
and 43 percent have, at most, a high school di-
ploma. Nearly 40 percent are of Hispanic origin, 
and the average age in the sample is 39 years.

Difference-in-Difference 
Estimation

The basic model estimates an equation of  
the form:
 

where yict is the labor market outcome (either 
unemployment or usual hours of work), LWOict is 
an indicator variable equal to one if an individ-
ual is subject to the ordinance, Xict is a vector of 
other individual characteristics that affect work 
behavior, and Dit and Dic are indicator variables 
for time (month and year) and location (Santa 
Fe, Las Cruces, and the rest of the state).9 In 
some of the specifications, the month and year 
dummies are replaced with a time trend, but the 
results are nearly identical. Individual covari-
ates include household size, a full set of dummy 
variables for age (from 17 to 64, with 16 as the 
omitted category), and indicators for married, 
head of household, male, high school dropout, 
high school graduate, some college, white, His-
panic, and veteran status.

When LWOict, Dit and Dic are included, the estimate 
on �  provides the “difference-in-difference” esti-
mate of the impact of the living wage ordinance. 
The dummy variables for the metropolitan area 
account for fixed, time-invariant differences be-
tween Santa Fe and other parts of the state. For 
example, to the extent that Santa Fe’s economy 
is more prosperous or dependent on tourism 
(and this remains fixed), then the metropolitan 
area controls will account for this heterogeneity 
on the labor market. The dummy variables for 
year and month account, respectively, for state-
wide growth in the economy over time and for 

seasonality. By including both sets of dummy 
variables, the true effect of the living ordinance, 
1 is obtained. The equation above essentially 
estimates how Santa Fe’s labor market changed 
after the ordinance, relative to other parts of  
the state.

Although such a difference-in-difference es-
timator certainly provides more compelling  
evidence than time-series data alone, it does 
have its limitations. In particular, if there were 
other factors that were changing differently 
across cities over time, then it will be difficult to 
separately identify the effect of the living wage 
from those other factors. I have not been able 
to pinpoint any obvious explanations that vary 
in such a way (and affect employment), but the  
possibility does exist.10

Findings from CPS Microdata
Tables 2 and 3 present the basic results. Table 

2 examines the likelihood of being unemployed 
in a given month with a probit model, while 
Table 3 examines hours of work for those who  
are employed.

I first look at unemployment in Table 2. As the 
outcome of interest, unemployment, is a binary 
dependent variable, a probit model is estimated. 
In addition, the standard errors are corrected for 
clustering at the city/month/year level. The first 
and second columns of Table 2 examine the full 
sample, and include all of the demographic con-
trols mentioned above, as well as a time trend 
or month and year dummies. Before exploring 
the living wage results, it is important to note 
that the other independent variables have the ex-
pected impact on unemployment. In particular, 
being married or white is associated with large 
reductions in unemployment, while being His-
panic or less educated is associated with large 
increases in the likelihood of unemployment. 
The probability derivatives, in italics, show the 
economic magnitude of the explanatory vari-
ables. The fixed effect for Santa Fe (measured 
relative to Albuquerque) shows that it has a  
persistently lower unemployment rate (of 1.7 
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percentage points). Nonetheless, the LWO re-
versed Santa Fe’s advantage—the measured 
impact of the LWO was to increase the unem-
ployment rate by 3.2 percentage points.11 

The next two columns focus on those less 
educated, while the final two columns focus 
on the more educated. The results reveal an 
extremely large effect for the less educated 
for whom the LWO is likely to be binding, 
while there is no effect for the more educated 
(either statistically or in terms of economic 
magnitudes). The entire negative effect of the 
living wage ordinance on unemployment is 
concentrated amongst the less educated. This  
conclusion does not change with the inclu-
sion of either a time trend or month and  
year dummies.

I next examine those who kept their jobs 
in Table 3. This table examines usual hours 
of work per week, which is very close to 40 
hours in the full sample. The sample size is 
somewhat smaller than in the previous tables,  
because the unemployed and workers who  
report “variable hours” are excluded. Although 
some employers in Santa Fe might consolidate 
several part-time jobs into one full-time job in 
order to get under the 25-employee limit of the 
ordinance, the analysis shows that such an effect 
is clearly dominated by a reduction in hours for 
employees who are presumably at larger firms 
that are not close to the 25-employee limit. 
The ordinary least squares estimates show that 
for the sample as a whole, the LWO reduced 
usual hours of work by 1.6 hours per week. 
When broken out by educational attainment, 
hours fell by 3.5 hours for less educated work-
ers, while they fell by a trivial amount for more 
educated workers (and that measured effect is  
statistically insignificant).

Time Series Evidence
Although microdata such as the monthly CPS 

provides the most compelling evidence about the 

impact of the LWO, a number of advocates and 

some economists have instead relied on aggre-
gate time-series data. Despite the limitations of 
this approach that were previously discussed, it 
is useful to demonstrate that the findings in this 
paper are consistent with such an approach.

The analysis in this section relies on publicly-
available time-series data from the BLS (http://
data.bls.gov/cgi-bin/srgate). First, I obtained 
data on unemployment rates in Santa Fe, as well 
as Albuquerque, Farmington, and Las Cruces, 
from January 2002 to July 2005. Altogether, 
the model has 172 monthly observations across 
these four localities.12  The aggregate data was 
not separated out by educational attainment nor 
did it have measures of usual hours of work. 
Thus, I cannot fully explore all of the findings 
in the previous tables with the data.

Over the period analyzed, Santa Fe enjoyed a 
lower unemployment rate than other metro ar-
eas in New Mexico. For example, in the month 
before the ordinance was implemented, Santa 
Fe had an unemployment rate of 4.3 percent in 
May 2004, compared with a rate of 5.1 percent 
for Albuquerque, 5.8 percent in Farmington, and 
6.5 percent in Las Cruces. The analysis in Table 
1 examines the impact of the ordinance in Santa 
Fe, and uses the other three metropolitan areas 
as “control groups.” That is, the other three lo-
calities help account for other factors (besides 
the living wage ordinance) that would affect 
the unemployment rate, including seasonality 
and economic growth. The results in Table 4, in 
addition to accounting for the implementation 
of the living wage ordinance, also account for 
fixed differences between Santa Fe and other 
metropolitan areas that would affect the unem-
ployment rate, as well as time-varying factors 
that would affect the unemployment rate.

The key finding is that the unemployment 
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rate was significantly higher in Santa Fe after 
the implementation of the ordinance, compared 
to what it would have been without such a law. 
The result is both statistically significant and 
economically important. Column (2) is inter-
preted as meaning that the unemployment rate 
would currently be 0.69 percentage points low-
er without an ordinance. For example, in May 
2005, the unemployment rate in Santa Fe was 
4.6 percent—a higher rate than May of the prior 
year. If the ordinance had not been passed, the 
rate would have been just 3.9 percent—substan-
tially less than one year prior.

The results can also be expressed in terms 
of lost jobs. The total labor force in Santa Fe 
in May 2005 was 78,145. Roughly 539 (0.69 
percent) of these individuals were displaced 
by the ordinance, raising the number of un-
employed from 3,051 to 3,590. This is a 17.6  
percent increase in the number of unemployed  
in Santa Fe.

Some readers might be concerned about the 
small number of metropolitan areas in Table 4, 
and the fact that the Santa Fe metropolitan area 
includes individuals who are not subject to the 
ordinance. Table 5 explores the impact of the 
LWO on unemployment for the ten cities that 
are identified by the BLS data. The cities include 
Santa Fe, Albuquerque, Alamogordo, Carlsbad, 
Clovis, Farmington, Hobbs, Las Cruces, Rio 
Rancho, and Roswell, from January 2002 to July 
2005. Overall, the model has 430 monthly ob-
servations. The conclusions from the city-level  
analysis are similar in substance, but slightly 
smaller in magnitude, than the metropolitan-area  
analysis presented above.

Finally, for both the metropolitan-level and 
city-level analysis, I reestimated the models, 
but looked only at the time-series trend within 
Santa Fe. That is, I no longer use other metro 
areas or cities as a “control group.” By doing 
this, I found that the effect of the LWO is very 
sensitive to the empirical specification and that 
one could draw virtually any conclusions that 
one wanted. For example, following the Santa 

Fe metro area over the 43 months (and includ-
ing month dummies and year dummies) would 
lead to a decrease in the unemployment rate of 
0.47 percentage points (with a standard error of 
0.11). On the other hand, including a time trend 
would lead to an increase in the unemployment 
rate of 0.36 percentage points (with a standard 
error of 0.22). These divergent results empha-
size the need for a control group to account 
for other statewide factors that are changing  
over time.

Discussion
Although the living wage ordinance certainly 

raised wages for less-skilled workers in Santa 
Fe who kept their jobs, it had some severe con-
sequences for many less-skilled workers who 
were previously employed. It dramatically in-
creased the unemployment rate for those with 
12 or fewer years of education, and it reduced 
hours of work among this group as well. This 
hours reduction means that even for those who 
kept their jobs, total income rose less quickly 
than their wage rate. Table 1 shows that a typical 
less-educated worker had usual hours of work 
per week of 38.2 before the ordinance went into 
effect; afterwards it would have been 34.6 if he 
remained employed. For a worker previously 
earning $5.50 an hour, weekly earnings would 
go from $210.10 to $294.10, an increase of 
nearly 40 percent. But for a worker who initial-
ly earned $6.50 per hour, total earnings would 
have increased by only 18 percent, and would 
have fallen by 4 percent for someone initially 
earning $8.00 per hour.

The findings in this study should provide a 
cautionary tale for other localities that are con-
sidering such an ordinance. In Albuquerque, 
for example, voters will soon decide whether 
to implement a citywide wage floor of $7.50 
per hour. In deciding how to cast their vote, 
these citizens should understand that there 
is no free lunch with living wages—they  
cause unemployment.
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Endnotes

See http://www.santafelivingwage.org/, accessed Sep-
tember 22, 2005. In addition, a recent newspaper  
article cites John Talberth, an economist with the Ecol-
ogy and Law Institute, as providing numbers that 
show a decline in unemployment since the living wage 
was passed, and more than 600 new jobs in the retail 
and restaurant sectors. To the extent he is relying on  
aggregate time-series levels for employment and un-
employment, his analysis suffers the same problems as  
mentioned in the main text.

 
Later in the paper, I use aggregate time series data on 
unemployment rates in Santa Fe, Albuquerque, Las 
Cruces, and Farmington from January 2002 to July 
2005 to examine the LWO. With these three metro-
politan areas serving as control groups, I find that the 
LWO significantly increased unemployment in Santa 
Fe—my calculations suggest that 539 jobs were lost 
due to the law. 

I also draw similar conclusions using Santa Fe 
and nine other New Mexico cities, rather than  
metropolitan areas.

This section draws heavily upon the Bureau of  
Labor Statistics description. See http://www.bls.cen-
sus.gov/cps/overmain.htm.

The data used in this study is located at ftp://www.bls.
census.gov/pub/cps/basic/. The monthly CPS question-
naire was modified in January 2003, which motivated 
beginning the analysis at the point. The June 2005 CPS 
was the latest one available at the time of this study. 
 
Technically, the Santa Fe metropolitan area is more 
expansive than the city proper. As a result, some  
individuals in the CPS could incorrectly be clas-
sified as subject to the LWO when, in fact, they 
are not. Although living wage advocates might  
attempt to use that fact to undermine this study’s cred-
ibility, the logic is flawed. The likely result of this  
misclassification is to create measurement error, which 
should bias the estimated coefficients toward zero. 

1.

2.

3.

4.

5.

6.

This means that the empirical estimates in Tables 2 and 
3 are likely too small, not too large.

The empirical results are extremely similar, both in sta-
tistical significance and in economic magnitude when 
the rest of the state is removed, leaving only residents 
in Santa Fe, Albuquerque, and Las Cruces.

In addition to the fact that not all workers in the 
Santa Fe area work in the city proper, the ordi-
nance only affected businesses with 25 or more 
workers. As with the misclassification with metro-
politan area, this leads to measurement error and 
likely understates the true impact of the LWO on  
affected workers.

Albuquerque is the omitted category, and the coeffi-
cient estimates for other areas are relative to it.

In principle, a “triple-difference” estimator could be 
formed if one had access to data at the firm level. The 
LWO should have impacted employment at firms with 
25 or more employees in Santa Fe, but had little impact 
on smaller firms. Thus, one could use the variation over 
time, across cities, and by firm size to further refine the 
estimate. Unfortunately, I am not aware of any easily 
obtainable data that would allow me to conduct such an 
analysis. In principle, my stratification of the sample by 
educational attainment provides something similar to 
an additional layer of control—the LWO should have a 
much larger impact on the less educated, because aver-
age wage levels are much lower.  This is precisely what 
I find in Tables 2 and 3.

Note that in aggregate data, however, Santa Fe’s un-
employment rate is still lower because it differs in 
terms of demographics from other metropolitan areas 
(for example, in terms of educational attainment), and 
these demographic differences mask the effect of the 
LWO as well. This shows the frailties of relying on  
time-series data.

I use the BLS series LAUMT35107403, LAUMT3522
1403, LAUMT35297403, and LAUMT35421403.

7.

8.

9.

10.

11.

12.

6.
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