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A
Memorandum

To: Steve Klein, Chief Fiscal Officer, Joint Fiscal Office

From: Tom Kavet, Nic Rockler

CC: Sara Teachout, JFO

Date:  April 30, 2017

Re: Proposed Five Year Minimum Wage Increase to $15.00/hour in 2022

Background

As requested, we have performed a preliminary quantitative analysis of potential economic
impacts associated with a slightly revised version of the proposed minimum wage increase to
$15.00/hour in 2022, previously reviewed during the session.” The current analysis consists
of three minimum wage increases of $1.00 each between 2019 and 2021 (to $11.50, $12.50
and $13.50, respectively), and a $1.50 increase in 2022 (to $15.00). Overall impacts are
reported for the entire period from 2018 (assuming a current law minimum wage in nominal
dollars of $10.50) to 2022.

It should be noted that analyses of events five-plus years into the future, utilizing data that is
two to six years old, introduces greater uncertainty than analyses of more proximate events for
which current data may be available. This analysis involves considerable adjustment of the
core wage data used in the analysis (2015 basis, however, constructed from surveys between
2011 and 2015),2 expected future inflation rates,® assumptions of constant labor market
conditions and adjustment of the economic impact model baseline to 2018.*

Adding to this variability, the proposed wage change level in 2022 will be well above the
historical experience of the minimum wage in Vermont or any other U.S. state or any nation
(see chart on following page).® Although other states have enacted future wage changes of
this magnitude and relative level, none are effective to date and none have been studied. As
a result of this, impact estimates are based on projections that are accordingly uncertain.
Although the percent change in the proposed real minimum wage between 2018 and 2022
would be 29% (43% nominal), the growth between 2014, when a series of minimum wage

" See JFO memo of February 8, 2017 on the same subject.

2 American Community Survey (ACS) data utilized by Deb Brighton in estimating State and Federal social assistance program
impacts, which we used as inputs to this analysis, are based on pooled data from 2011 to 2015, the Occupational Employment
Survey data used to estimate jobs by wage category are based on adjusted semi-annual panel data from 2012 to 2015.

3 Based on JFO and Administration Consensus Economic Forecasts from December 2016.

4 The current Regional Economic Models, Inc. (REMI) model used in this analysis utilizes actual data through 2014. Because
Vermont enacted three minimum wage increases above rate of inflation between 2014 and 2018, we updated the model with actual
2015 employment data and adjusted the baseline model to reflect minimum wage changes between 2015 and 2018.

5 Based on Purchasing Power Parity basis in constant 2015 U.S. Dollars, as reported by the OECD as of 2016.
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changes exceeding inflation rates began, and 2022, would be more than 45% (72% nominal) -
well above any prior comparable period studied.

The chart on the following page depicts both the current law and proposed minimum wage in
constant (inflation-adjusted) January 2017 dollars, to 2022, based on the most recent
consensus forecasts of inflation. In 2017 constant dollars, the $15.00/hour rate in 2022 would
be about $13.20. The current law level would otherwise be about $10.25/hour ($10.50 in
2018, adjusted for inflation each year) in 2017 dollars. Based on the proposed change, the
minimum wage would exceed its prior all-time high (reached in February of 1968 at
$11.42/hour in 2017 dollars) in 2020 (at about $11.47/hour) and every year thereafter (leveling
off at a top real rate of $13.20 in 2022 and beyond).

With respect to competitive relative wage conditions, a record 19 states raised their minimum
wages in January of 2017, with Massachusetts and Washington raising theirs to $11.00/hour,
just below that of Washington, D.C. at $11.50/hour, the highest in the nation. Vermont is tied
for the sixth highest state rate with Arizona, at $10.00/hour and the third highest in New
England. Quebec’s minimum wage in Canadian dollars is now $10.50/hour, the lowest of any
Canadian province, but will go up to $11.25 CAD in May — the equivalent of about $8.50 USD
at current exchange rates.

2016 Global Minimum Wage Comparisons
Source: OECD, Expressed as Constant 2015 U.S. Dollar Purchasing Power Parity (PPP) Basis
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While many states have adopted automatic inflation indexing of their minimum wages, many
have also now passed multi-year future wage increases, independent of inflation rates, such
as that proposed in Vermont. California has passed a series of minimum wage increases that
are almost identical to those proposed in Vermont (ending at $15.00/hour in 2022). Only the
District of Columbia has enacted a minimum wage increase that is higher (at $15.00/hour two
years earlier, in 2020).

States Enacting Phased-In and Future Minimum Wage Rates

State Highest Future Rate Year
District of Columbia $15.00 2020
California $15.00 2022
Washington $13.50 2020
Oregon $13.50 2022
New York $12.50 2021
Maine $12.00 2020
Colorado $12.00 2020
Arizona $12.00 2020
Vermont $10.50 2018
Maryland $10.10 2018
Hawaii $10.10 2018
Michigan $9.25 2018

As noted in the prior JFO analysis this year, the pronounced and growing minimum wage rate
differential with New Hampshire and other states at or near the Federal minimum wage of
$7.25 represents a potential economic risk that further study could help assess.

Source data used in this analysis include Vermont Department of Labor estimates of
employment by 10 cent increments from $9.15 to $14.00 per hour,® by industry for the year,
2015. These data are based on BLS Occupation Employment Survey statistics. Although we
regard these as the best available estimates currently available, many observations are
estimated, and are not actual data points. We have been working with the Department to
consider other analytic approaches that could improve these estimates and expect to have
more accurate estimates for use with 2016 data (recently released) in the event further
analysis is requested by the legislature over the summer in connection with this issue. These
estimation techniques could also be used to extract comparable information for NH and other
states for use in competitive analyses discussed in committee hearings during the current
session.

Summary of Findings to Date

e The share of the employed labor force in 2018 expected to be earning below the
proposed $15.00 per hour minimum wage in 2022 will exceed 25% of all jobs, with so-
called “spillover” effects (wage increases above the new minimum wage given to
workers just below and just above a new minimum wage, so as to preserve some

% The first employment category provided was $9.15 to $9.20. The source file was extended from $14.00 to $14.60 using source
OES data in order to accommodate higher wage “spillover” and “ripple” effects (wage changes given to workers just below and just
above a new minimum wage, so as to preserve some pay hierarchy among existing workers).
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compensation hierarchy among existing workers), extending this to more than a third
(35%) of all employment (see chart on page 8).

e Of the workers expected to earn $15/hour in 2022, 44% are male and 56%, female.
Per the below chart, two-thirds of all minimum wage workers are employed in full-time
jobs.”

Hours Worked per Week: Workers in Minimum Wage Workforce

Female

Male

0% 10% 20% 30% 40% 50% 60% 70% 80% 90% 100%
Percent of Workers

0<20 hours @20-34 hours m35+ hours

o 42% of all minimum wage workers are the head of a family (a couple or single parent
family). 40% of these head-of-family minimum wage workers earn at least half of their
family income. 59% of all minimum wage workers are over age 30. While 48% of all
female minimum wage workers are older than 40, only 32% of all male workers are
older than 40. Conversely, 49% of all male minimum wage workers are under the age
of 30, while only 36% of all female minimum wage workers are younger than 30.2

Age of Workers in Minimum Wage Workforce

Female

Male
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e Academic literature that finds diminutive (or no) negative employment impacts from
minimum wage changes, has largely been confined to studies in which the wage
changes were relatively “modest” — sometimes described as affecting 10% or less of

7 Based on ACS data developed for the JFO by Deb Brighton.

8 Ibid.
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those employed.® As noted above, the proposed change would substantially exceed
this threshold.

e By 2022, total income gains among affected workers will total more than $240 million
per year in 2015 dollars, providing powerful, positive local economic effects, including
fiscal gains to the State in the form of higher income and other tax revenues and lower
expenditures for social assistance programs totaling nearly $20 million (see below
table).

o These positive effects will be largely offset by negative cost of production increases,
reduced federal transfer payments to the State, higher Federal income and payroll tax
payments by Vermont businesses and workers, higher local prices and associated
reductions in demand, reductions in employee benefits, and the longer-term
substitution of capital for labor in the most highly affected industry sectors.

Federal and State Changes in Income Tax and Transfer Payments
based on proposed 2022 $15 minimum wage, relative to 2018
(Millions of 2015 dollars)

Federal State
SNAP savings $8.2 Income Tax increase $8.0
Income Tax increase $26.0 HO Rebate savings $0.4
Payroll Tax employee $17.3 Renter Rebate savings $0.2
Payroll Tax employer $17.3 PTA savings $1.5
EITC savings $4.1 CCFAP savings* $0.0
Medicaid savings $21.0 VT EITC savings $1.3
Health Subsidy payments -$23.3 Medicaid $7.0
Child Medicaid/SCHIP $1.0 Premium + cost sharing payments -$1.3
Doctor Dynasaur $1.4
LIHEAP $0.9
TOTAL $71.8 TOTAL $19.5

*Assuming no decrease in CCFAP for families <185% FPL for LIHEAP and SNAP, and all for Section 8
Source: Deb Brighton analysis for JFO, prior to iterative job loss estimates

e Given the above caveats regarding the unprecedented nature of the proposed wage
change, State economic impact model runs suggest net disemployment effects of
about 1,500 jobs in 2022, rising to about 3,000 jobs per year in 2028 and beyond, less
than 1% of total employment at that time and about 3% of those working at the new
minimum wage. These effects are lower than comparable minimum wage increases
previously analyzed, due to more comprehensive REMI modelling of transfer payment
changes and Affordable Care Act low income healthcare subsidies totaling more than
$23 million that were not previously available to offset other healthcare-related transfer
payment reductions from the federal government (see above table).

% See JFO memo of March 13, 2014, pages 9-14, for a more complete description of these effects.
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Postal Service
Wholesale Electronic Markets and Agents and Brokers

Utilities
Telecommunications
Computer and Electronic Product Manufacturing Percent_Of TOtaI Employment AffeCted i
Management of Companies and Enterprises by Proposed Minimum Wage Change to $15/hour in 2022
ublic Administration
Insurance Carriers and Related Activities by Ind ustry Sector
Professional, Scientific, and Technical Services with (grey) and without (red) spillover effects

Mining (except Oil and Gas)

Construction of Buildings

Truck Transportation

Transportation Equipment Manufacturing
Securities, Commodity Contracts, and Other Financial Investments and..

Hospitals

Specialty Trade Contractors

Merchant Wholesalers, Durable Goods

Heavy and Civil Engineering Construction

Nonmetallic Mineral Product Manufacturing

Chemical Manufacturing

Printing and Related Support Activities

Ambulatory Health Care Services

Waste Management and Remediation Services

Machinery Manufacturing

Publishing Industries (except Internet)

Educational Services

Paper Manufacturing

Credit Intermediation and Related Activities

Internet Service Providers, Web Search Portals, and Data Processing Services

Fabricated Metal Product Manufacturing

Nonstore Retailers

Electrical Equipment, Appliance, and Component Manufacturing

Electronics and Appliance Stores

Broadcasting (except Internet)

Merchant Wholesalers, Nondurable Goods

Performing Arts, Spectator Sports, and Related Industries

Real Estate

Repair and Maintenance

Motor Vehicle and Parts Dealers

Food Manufacturing

Forestry and Logging

TOTAL

Miscellaneous Manufacturing

Support Activities for Transportation

Transit and Ground Passenger Transportation

Furniture and Home Furnishings Stores

Plastics and Rubber Products Manufacturing

Couriers and Messengers

Beverage and Tobacco Product Manufacturing

Religious, Grantmaking, Civic, Professional, and Similar Organizations

Administrative and Support Services

Furniture and Related Product Manufacturing

Support Activities for Agriculture and Forestry

Wood Product Manufacturing

Other Information Services

Rental and Leasing Services

Museums, Historical Sites, and Similar Institutions

Building Material and Garden Equipment and Supplies Dealers

Amusement, Gambling, and Recreation Industries

Nursing and Residential Care Facilities

Personal and Laundry Services

Social Assistance

Motion Picture and Sound Recording Industries

Accommodation

Textile Mills

Miscellaneous Store Retailers

Health and Personal Care Stores

Sporting Goods, Hobby, Book, and Music Stores

Textile Product Mills

Clothing and Clothing Accessories Stores

Food Services and Drinking Places

Warehousing and Storage

Food and Beverage Stores

Apparel Manufacturing

Source: Vermont Department of Labor
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¢ The industries most likely to be negatively affected are those with high out-of-state
exports, high shares of affected workers (see chart on preceding page), and relatively
high labor costs as a share of total production costs. Although firms with highest
export reliance are characterized by relatively highly paid workforces and capital
intensive production processes, some still have 30% or more of their workforce that
could be affected by the proposed minimum wage change. In the manufacturing
sector, these include furniture and wood product manufacturing, textile and apparel
manufacturing and the large food product manufacturing sector.

e The largest employment losses, however, are likely to occur in the retail trade, food
service and accommodation industries, where labor costs can account for 50% or
more of total operating costs. These three sectors are expected to account for nearly
half of the disemployment effects through reduced hours, labor substitution and job
relocation or closure.

¢ It should be noted that even in some industries, typically considered to be less affected
by external competition, such as retail sales, there would be effects associated with
competition from both internet sales and border firms in New Hampshire, where the
minimum wage could be less than half the Vermont rate by 2022, the largest historical
spread on record. This suggests that collection of relevant data, ongoing review and
analysis of potential cross-border negative impacts could be important prior to and
during the period from 2018 to 2022.

¢ Related analysis performed for the JFO by Deb Brighton'® shows that earned income
growth among some of the lowest income workers can result in state and federal
public benefit reductions, substantially offsetting and in some cases completely
negating improvements in net family income from minimum wage changes. These
benefit reductions can eliminate incentives to work for many low-wage workers. A
comprehensive analysis of benefit loss interactions with earned income gains would
allow adjustment of public benefit programs wherever possible in order to preserve
work incentives at all wage levels, especially those below a livable income.

o Potential reductions in federal transfer payments can generate substantial negative
economic impacts, as earned income replaces federal aid. Specific program options
could be explored with federal program administrators and Vermont’s Congressional
delegation so as to determine whether any redirection of reduced federal transfer
payments may be possible.

e Federal (especially) and State income taxes consume a significant proportion of
marginal income well below livable income levels. These high marginal tax rates in
tandem with public benefit reductions diminish work incentives and delay achievement
of a livable income. In tandem with potential minimum wage and benefit program
changes, consideration should be given to a mix of State tax changes and benefit
programs that can most efficiently maximize low wage workers’ incomes and State
revenues, minimize public benefit expenditures and preserve incentives to work.

o Additional REMI model output and other analytic details associated with this proposed
minimum wage change are available from the Joint Fiscal Office. The data and
models developed as a part of this analysis will be available in the event that further
legislative work on this issue is mandated during the balance of the year.

1 hitp://www.leg.state.vt.us/ifolissue briefs and memos/Benefits%20and%20Min%20Wage%20DRAFT %20ES1%20032017.pdf
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