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For higher profi ts, pay 
workers more?

Nearly 100 years ago, Ford Motor 
Company astonished the nation 
by announcing that it  would pay 
many of its workers $5 per day (the 
equivalent of over 23 times that dol-
lar amount today, according to the 
Consumer Price Index program’s 
infl ation calculator). What was im-
portant to Henry Ford was that im-
proved worker morale would result 
in lower worker turnover, thereby 
reducing overall labor costs.

Today, almost a century after 
Ford’s announcement, the ques-
tion of whether businesses can earn 
higher profi ts by paying higher wag-
es would seem to be settled quite 
diff erently. Th e conventional wis-
dom today says that reducing labor 
costs directly is the best, if not the 
only, way for businesses to prosper. 

In “Why ‘good jobs’ are good for 
retailers” (Harvard Business Review, 
January-February 2012, http://hbr.
org/2012/01/why-good-jobs-are-
good-for-retailers), author Zeynep 
Ton, who has been on the faculty of 
Harvard University and the Mas-
sachusetts Institute of Technology, 
writes that it is common for busi-
nesses to pay low wages, off er few 
benefi ts, and change workers’ sched-
ules with little notice. However, 
there are a few businesses that pay 
substantially higher wages than their 
competitors in the same industry, and 
they also provide benefi ts and allow 
employees to work a regular, predict-
able schedule. And these businesses 
earn higher profi ts. In the author’s 
analysis, businesses might underin-
vest in labor because the short-term 
benefi t for doing so (lower costs and 
higher profi ts) is both immediately 
tangible and easy to measure. Th e 

benefi ts of higher wages are slower 
to appear and harder to measure, 
though they ultimately outweigh the 
short-term, and temporary, benefi ts 
of lower wages.

Ton studied four low-price retail 
chains: two supermarkets, a conve-
nience store, and a wholesale club, 
all of them noted for higher wages, 
better benefi ts, more training, and 
more convenient work schedules 
than their competitors. According 
to Ton, because employees at these 
low-price chains perform their 
job duties so much better than the 
employees at their competitors, the 
four chains can off er competitive 
prices, better customer service, and 
also earn a higher profi t. Th e higher 
labor costs are the fi rst part of a vir-
tuous cycle. Higher wages lead to a 
higher quality and a higher quantity 
of labor and less labor turnover. Im-
provements in labor lead to better 
operational execution, which in turn 
leads to the higher sales and profi ts 
that sustain the higher wages.

One example of operational ex-
ecution is the not-so-simple task of 
getting the right products on the 
right shelves—where customers (or 
an employee being asked for assis-
tance) can fi nd them. A surprisingly 
large percentage of “stockouts” (that 
is, instances when the store misses a 
sale because the item the customer 
wants is thought to be not in stock) 
are actually “phantom stockouts”: 
the item is in the store but not where 
it should be. Apparently, paying 
employees enough to show up for 
work and actually care about do-
ing their jobs improves operational 
execution. 

Th e prices of goods are sometimes 
justifi ed with a reference to quality 
and the old maxim, “you get what 
you pay for.” Zeynep Ton would 

have businesses think about whether 
the same saying might also apply to 
the cost of labor and the quality of 
employee.

“Moving to opportunity”: 
Does it truly help families?

Do families that move to a more af-
fl uent area improve family members’ 
life chances, or does increased com-
petition from, and perhaps discrimi-
nation by, their more advantaged 
neighbors work to depress their 
well-being? In a recent study titled 
“Long-term neighborhood eff ects on 
low-income families: evidence from 
moving to opportunity” (National 
Bureau of Economic Research, 
working paper no. 18772, February 
2013, http://www.nber.org/papers/
w18772.pdf?new_window=1), au-
thors Jens Ludwig, Greg J. Duncan, 
Lisa A. Gennetian, Lawrence F. 
Katz, Ronald C. Kessler, Jeff rey R. 
Kling, and Lisa Sanbonmatsu show 
that moves from higher poverty to 
lower poverty neighborhoods have 
a positive eff ect on adult physical 
and mental health and subjective 
well-being.

Using data from the U.S. Depart-
ment of Housing and Urban Devel-
opment’s Moving to Opportunity 
(MTO) randomized housing-mo-
bility experiment, the authors reveal 
some of the long-term positive ef-
fects of moves of socioeconomically 
depressed families to more affl  uent 
neighborhoods. Th is kind of research 
has become increasingly important  
given the persistence of residential 
income segregation and the rise of in-
come inequality in America. Th e au-
thors note that policymakers, if pro-
vided with a clearer understanding of 
neighborhood eff ects on life chances, 
are better equipped to evaluate 
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necessarily elevate one’s economic 
well-being. Moreover, such a move 
has a diff erent impact on adults than 
on youth. Th e study fi nds that MTO 
is correlated with an improvement 
in the physical and mental well-be-
ing of adults. However, there was no 
improvement to youth test scores or 
educational attainment. For youth, 
MTO’s impact is fairly consistent 
with other neighborhood-eff ects 
literature. In general, female youth 

policies concerning residential seg-
regation as well as the effi  ciency of 
private market housing outcomes. 

While other data have suggested 
that low-income neighborhoods ad-
versely impact residents’ life chances 
and implicitly have suggested that 
affl  uent neighborhoods improve res-
idents’ physical and socioeconomic 
well-being, this study demonstrates 
that simply moving to a more ad-
vantaged community does not 

tend to fare better in other mea-
sures—such as mental health and 
risky behaviors—after moving to 
less distressed neighborhoods, while 
male youth tend not to fare better or 
to fare worse. 

Despite the mixed results of MTO 
moves, such moves clearly improve 
the well-being of adults, and the 
well-being of adults indeed has po-
tentially positive implications for 
low-income families.

 


