v Kavet, Rockler & Associates, LLC
985 Grandview Road

Williamstown, Vermont 05679-9003 U.S.A.
Telephone: 802-433-1360

Fax: 866-433-1360
To: Sen. Michael Sirotkin, Chair, Senate Economic Development, Housing and General Affairs

Cellular: 505-433-1360
E-Mail: tek@kavet.net
Website: www.kavetrockler.com

From: Tom Kavet
CC: Steve Klein, Joyce Manchester, Legislative Joint Fiscal Office
Date: February 8, 2018

Re: Minimum Wage Economic Impact Monitoring Capability

Per your request, | am writing to detail two provisions discussed in recent testimony before
the Senate Economic Development, Housing and General Affairs Committee regarding
ongoing analysis and data required to monitor and better understand potential economic and
fiscal impacts associated with the recently advanced legislation to raise the State minimum
wage to $15 per hour in 2024. These data and related analyses would allow State
policymakers to monitor economic impacts associated with this change on a timely and
ongoing basis so as to identify and potentially mitigate any negative impacts at the earliest
possible date and/or verify beneficial impacts.

The first component of this involves ongoing annual analysis of the growing minimum wage
differential between Vermont and New Hampshire. The Vermont minimum wage is currently
45% above that in New Hampshire, the largest differential ever, and could exceed the New
Hampshire wage by more than 100% in 2024. The purpose of this analysis would be to
determine any obvious economic impacts associated with this persistent and growing
differential. The analysis would be based on both currently produced wage and employment
data for both states and the development of new data, if possible, with the cooperation of the
Departments of Labor in both New Hampshire and Vermont and/or the U.S. Bureau of Labor
Statistics. This analysis would review wage, employment and income variations at both the
state and county levels by occupation, industry, gender and other employee characteristics
over time, so as to identify both positive and negative changes that may be associated with
the growing minimum wage differential between the two states. This analysis would initially
cost about $18K, with ongoing annual costs of about $6-8K.

The second analysis would be based on the regular collection and organization of Vermont
data on employment, hours and earnings, similar to the collection effort by the State of
Washington for recent analysis on minimum wage changes in the Seattle area. This would
allow analysis of both employment impacts and changes in hours worked as a result of
minimum wage changes. The monitoring of hours worked is especially important, since labor
market effects could show up as either or both job losses or reductions in hours worked. The
analytic costs involved in this would be approximately $26K, with ongoing analytic costs of
about $7-8K. Data collection costs could involve additional expense via the Vermont



Department of Labor and/or be borne by firms now supplying other labor market data on a
regular basis. | would be happy to work with DOL to determine exact data collection costs
and optimal collection methodologies for this work. Please let me know if you would like me
to pursue this.

| believe both of these efforts would provide important and timely information that could guide
future public policy decisions related to this issue and guard against any unintended effects
associated with the recent legislation advanced by the Committee. If you or others have any
guestions regarding either of the above analytic constructs, please let me know.



v Kavet, Rockler & Associates, LLC
985 Grandview Road

Williamstown, Vermont 05679-9003 U.S.A.
Telephone: 802-433-1360

Fax: 866-433-1360

Cellular: 802-433-1111

E-Mail: tek@kavet.net

Website: www.kavetrockler.com

A
Memorandum

To: Steve Klein, Chief Fiscal Officer, Joint Fiscal Office
From: Tom Kavet, Nic Rockler

CC: Minimum Wage Study Committee

Date: October 2, 2017

Re: Economic Analysis of Three Minimum Wage Variants, as Requested by the Legislative
Minimum Wage Study Committee

ANALYTIC SCOPE

As requested, this memo summarizes potential economic impacts associated with three
requested minimum wage change variants:

1) $15.00 per hour, effective in 2022;
2) $13.25 per hour, effective in 2022; and
3) $12.50 per hour, effective in 2021.

For each of these variants, we have assumed increases in accord with current law through
calendar 2018, with straight-line phased increases in intervening years between 2018 and
2021 or 2022, with inflationary adjustments thereafter.

Table 1, on the following page, shows the annual nominal dollar values associated with these
three variants. All three assume inflation growth, as measured by the U.S. Consumer Price
Index (CPI-U), consistent with the official State January 2017 Consensus Forecast and the
prior April 2017 analysis of a $15 per hour minimum wage in 2022.*

The values used for the current $15.00 per hour in 2022 variant differ slightly from the prior
April analysis, due both to the progression of the annual wage increases between 2018 and
2022 and more recent calculations regarding state and federal net fiscal savings from reduced
transfer payments. All other assumptions, data and models, however, including the source
Department of Labor (DOL) data, Census American Community Survey (ACS) data, state
economic impact model from Regional Economic Models, Inc. (REMI), and other inputs
remained constant with the April 2017 analysis so as to allow analysis within the timeframe
required by the Committee and to facilitate comparison with the prior April output.

Constant 2017 dollar equivalents to nominal dollar wage levels are displayed in Table 2, on
the following page. Note that the constant dollar minimum wage does not always remain

exactly level, even when designed to be “adjusted for inflation, “ due to the fact that the annual
inflation adjustment in statute is based on the prior year change in the CPI, whereas the

! See: www.leg.state.vt.us/jfolissue_briefs_and_memos/Memo%_20-%20Minimum%20W age%20Review%200417%20revised.pdf
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constant dollar value of the minimum wage is deflated based on the coincident year change in
the CPI.

TABLE 1 — Nominal Dollar Minimum Wage Changes Analyzed

Nominal$ $1250in $13.25in $15.00 in

Current Law 2021 2022 2022
2015 $ 9.15 $ 9.15 $ 9.15 $ 9.15
2016 $ 960 $ 960 $ 960 $ 9.60
2017 $ 10.00 $ 1000 $ 10.00 $ 10.00
2018 $ 1050 $ 1050 $ 1050 $ 10.50
2019 $ 1079 $ 1117 $ 1119 $ 11.63
2020 $ 1113 $ 1184 $ 1188 $ 12.75
2021 $ 1144 $ 1250 $ 1256 $ 13.88
2022 $ 1170 $ 1278 $ 1325 $ 15.00
2023 $ 1193 $ 1304 $ 1352 $ 15.30
2024 $ 1220 $ 1332 $ 1382 $ 1564
2025 $ 1246 $ 1361 $ 1411 $ 15098
2026 $ 1274 $ 1392 $ 1443 $ 16.33
2027 $ 1303 $ 1423 $ 1475 $ 16.70
2028 $ 1332 $ 1456 $ 1509 $ 17.08
2029 $ 1363 $ 1489 $ 1544 $ 17.48
2030 $ 1395 $ 1524 $ 1580 $ 17.88

TABLE 2 — Constant Dollar Minimum Wage Changes Analyzed

2017 $ $12.50in  $13.25in  $15.00in

Current Law 2021 2022 2022
2015 $ 950 $ 950 $ 950 $ 9.50
2016 $ 985 $ 985 $ 985 $ 9.85
2017 $ 10.00 $ 1000 $ 10.00 $ 10.00
2018 $ 1021 $ 1021 $ 1021 $ 1021
2019 $ 10.18 $ 1054 $ 1055 $ 10.97
2020 $ 1021 $ 1086 $ 1090 $ 11.70
2021 $ 1027 $ 1122 $ 1128 $ 12.46
2022 $ 1029 $ 1124 $ 1166 $ 13.20
2023 $ 1027 $ 1122 $ 1163 $ 13.17
2024 $ 1028 $ 1123 $ 1164 $ 13.18
2025 $ 1027 $ 1122 $ 1163 $ 13.17
2026 $ 1027 $ 1122 $ 1163 $ 13.17
2027 $ 1026 $ 1121 $ 1163 $ 13.16
2028 $ 1026 $ 1121 $ 1162 $ 13.16
2029 $ 1026 $ 1121 $ 1162 $ 13.16
2030 $ 1026 $ 1121 $ 1163 $ 13.16
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Proposed January 2019 - January 2022 Vermont Values, Current Law U.S. Values
(Sources: Vermont Department of Labor, U.S. Bureau of Labor Statistics, Vermont Joint Fiscal Office)
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As emphasized in the prior April analysis, 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. The
methodological approach used in this analysis involves considerable adjustment of two core
wage data sources (2015 DOL Occupational Employment Survey data organized by industry
and occupation and 2015 basis ACS Census data constructed from surveys between 2011
and 2015),% expected future inflation rates,® assumptions of constant labor market conditions,
analysis of participation in federal and state transfer payment programs affecting many
minimum wage earners, and adjustment of the economic impact model baseline to 2018.

Adding to this variability, the highest proposed wage change level of $15.00 in 2022 would be
well above the historical experience of the minimum wage in Vermont or any other U.S. state
or any nation.® Although other states have enacted future wage changes of this magnitude
and relative level, none are effective to date and none have been conclusively studied.® As a
result of this, impact estimates for this variant are based on projections that are accordingly
uncertain. Although the percent change in the real minimum wage between 2018 and 2022
for this variant would be 29% (43% nominal), the growth between 2014, when a series of
minimum wage changes exceeding inflation rates began, and 2022, would be more than 45%
(72% nominal) - well above any prior comparable period studied.

The other two variants analyzed herein represent less aggressive minimum wage growth, but
are still at the high end of enacted future minimum wage levels by other U.S. states. Even the
lowest variant considered, at $12.50 in 2021, would represent the fourth highest general
minimum wage in the U.S., tied with upstate NY, close to parts of Oregon’s non-urban wage
($11.50 - $12.75), and only below those enacted in Washington ($13.50 + inflation), California
($14.00 for smaller firms and $15.00 for larger firms), and the District of Columbia ($15.00).
Future minimum wage changes enacted in these and other states are detailed in prior
Committee testimony.’

The minimum wage increase to $12.50 in 2021 represents a constant dollar 10% increase
(19% nominal) over the 2018 level, and a 24% increase since 2014 (43% nominal). The
percentage differential with the U.S., and most importantly, the New Hampshire, minimum
wage, if unchanged over this period, would rise from 38% today to 72% in 2021. As shown on
the chart on the following page, New Hampshire differentials with the $13.25 minimum wage
would reach 83% in 2022 and exceed 100% in the same year for the $15.00 variant.

As illustrated in the chart on page 4, on a constant dollar basis, the proposed $12.50 in 2021
change would be only 1.8% below the highest real minimum wage on record, reached in

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.

8 Initial studies of Seattle’s $13 minimum wage have been the highest analyzed to date. These studies have been presented separately
to the Committee by the Joint Fiscal Office and have produced conflicting opinions on the impacts studied thus far. There are many
differences between city-level wage mandates and state-level minimum wages, as well as differing prevailing wages in large urban
areas vs. small rural states such as Vermont, and the availability of relevant data with which to measure economic and employment
impacts.

"See: “Supporting Documents,” listed at: http://www.leg.state.vt.us/jfo/min_wage_study.aspx
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February of 1968. The $13.25 wage would be about 2% above this, while the $15.00
minimum would be 16% above the highest prior real historical rate.

BACKGROUND

Economic inequality in the U.S. and every state in the union has been worsening since the
early 1980’s by almost every relevant measure. The globalization of commerce, technological
change and tax policy choices, have all contributed to a widening gap between the richest in
our society and those with the least. The average annual household income of the poorest
20% of the population totaled only $12,943 in 2016, less than that earned in 1989, some 27
years ago. Over this same period, those in the highest quintile experienced real income
growth of 34%, while those in the top 5% saw 45% growth. In 2016, the average annual
income of the top 5% of U.S. households reached a new high at $375,088, a record 29 times
that of the average income of the lowest 20% of households in 2016, continuing an ever-
widening four decade trend.

Ratio of Average U.S. Household Income of Top 5% to Lowest 20%
(Source: U.S. Census Bureau)
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A recent state-level study found that, “in 24 states, the top 1 percent [by income] captured at
least half of all income growth between 2009 and 2013, and in 15 of those states, the top 1
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percent captured all income growth. In another 10 states, top 1 percent incomes grew in the

double digits, while bottom 99 percent incomes fell.”® According to the same study, in

Vermont, the top 1% grew at a rate almost double that of the bottom 99%, but only captured
about 23% of the total income growth during this period. For the United States overall, the top
1 percent captured 85.1 percent of total income growth between 2009 and 2013. In 2013, the
top 1 percent of families nationally made 25.3 times as much as the bottom 99 percent. In
Vermont, this ratio was 16.1, the ninth lowest in the country (see chart on following page).

The below chart shows the variation in real household income growth between 2016 and both
1980 and 1990. There is a consistent correlation between income level and real growth over
the past 40 years, leading to some of the highest levels of inequality since the early 1900’s.

Growth In Real U.S. Household Income, By Income Class
1980 to 2016 (Orange) and 1990 to 2016 (Grey)
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As disparate as income growth has been, wealth ownership, and growth in wealth, has been
even more unequal. Analysis by the Congressional Budget Office® showed that the wealth of
families in the 90" percentile of the distribution grew 54% between 1989 and 2013, while that
of the median grew 4% and that at the 25" percentile declined by 6%. The share of total
wealth held by the top 10% increased from 67% to 76% during this same period, while the
wealth owned by the bottom 50% dropped from 3% to 1%. The top 1% currently owns more
than 35% of all U.S. wealth. On a global level, the richest eight men in the world, six of whom

8 See: http://mww.epi.org/publication/income-inequality-in-the-us/

® See: https://www.cho.gov/publication/51846
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Ratio of Annual Income of Top 1% to Bottom 99% by State - 2013
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Source: Economic Policy Institute analysis of state-level tax data from Sommeiller (2006) extended to 2013 using state-level data from the Internal Revenue Service
SOl Tax Stats (various years), and Piketty and Saez (2012)
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are Americans, own as much wealth as the poorest 50% (comprising 3.6 billion people).*°
New data from the triennial Federal Reserve Survey of Consumer Finance has just been
released and will provide updated U.S. wealth, debt and income distribution data for 2016
when fully processed.

ECONOMIC IMPACTS OF RAISING THE MINIMUM WAGE

Few subjects in the economics profession have been more studied than minimum wage
changes. Despite this, few generate as much divergence in professional opinion as expected
impacts and policy efficacy associated with such changes.

While the theoretical economic principle underlying most minimum wage analysis is not
contested — that raising the price of an input to production, such as labor, will reduce the
demand for the input - observed “real world” impacts reveal complications to the theory that
have yet to be fully measured and understood. In most of the minimum wage studies
performed to date, the expected reduction in demand for labor has either been non-existent or
of relatively small magnitude.'* There are many possible reasons for this, including employer
responses such as reducing employee hours, reducing benefits, reducing training, wage
compression (paying new higher wage workers less), price increases and reduced profit
margins — all of which could absorb increased labor costs without reducing job counts — as
well as other effects, such as reduced employee turnover, efficiency wage responses from
workers, increases in aggregate demand and changes in employment composition.

One of the most important reasons that studies to date have not found significant
disemployment effects, however, is that virtually all of the minimum wage changes analyzed
have been relatively “modest.” The real U.S. minimum wage declined more than 37% from
1968 to 1995 and has ranged from about $6.00 to $8.00 per hour in 2017 dollars for most of
the period from 1984 to the present. For much of this period, it has been below 35% of the
average hourly wage of all production and non-supervisory workers and has been below the
federal poverty level for a family of two (assuming full-time, year-round work) for almost all of
the past 35 years. Even the Vermont minimum wage had been below the federal poverty
level for a family of three for the past 25 years, until exceeding it in January of this year.
Despite large percentage changes in the minimum wage at times by the federal government
and various states, the rates have generally lagged prevailing wage rates and productivity
growth, and have affected relatively small shares of the workforce and total wages.

10 According to a study by Oxfam, at: https://www.oxfam.org/en/research/economy-99

11 See, most prominently, Card, David and Alan Krueger. 1994. "Minimum Wages and Employment: A Case Study of the Fast-Food
Industry in New Jersey and Pennsylvania." American Economic Review, vol. 48, no. 4, pp. 772-793; Card, David and Alan Krueger.
1995. Myth and Measurement: The New Economics of the Minimum Wage. Princeton, NJ: Princeton University Press; Dube,
Arindrajit, T. William Lester, and Michael Reich. 2010. "Minimum Wage Effects Across State Borders: Estimates Using Contiguous
Counties." Review of Economics and Statistics, vol. 92, no. 4, pp. 945-964; Dube, Arindrajit, T. William Lester, and Michael Reich.
2012. "Minimum Wage Shocks, Employment Flows and Labor Market Frictions." Berkeley, CA: Institute for Research on Labor and
Employment. http://escholarship.org/uc/item/76p927ks; And, contesting these analyses, most prominently, Neumark, David and
William Wascher. 2006. "Minimum Wages and Employment: A Review of Evidence from the New Minimum Wage Research." National
Bureau of Economic Research Working Paper 12663. Cambridge, MA: National Bureau of Economic Research.
http://www.nber.org/papers/w12663; Neumark, David and William Wascher. 2008. Minimum Wages. Cambridge, MA: The MIT Press;
Sabia, Joseph J., Richard V. Burkhauser, and Benjamin Hansen. 2012. "Are the Effects of Minimum Wage Increases Always Small?
New Evidence from a Case Study of New York State." Industrial and Labor Relations Review, vol. 65, no. 2, pp. 350-376; Hoffman,
Saul D. and Diane M. Trace. 2009. "NJ and PA Once Again: What Happened to Employment When the PA-NJ Minimum Wage
Differential Disappeared?" Eastern Economic Journal 35 (1): 115-128; and, Lordan and Neumark. August 2017, “People Versus
Machines: The Impact of Minimum Wages on Automatable Jobs” NBER Working paper 23667, Cambridge, MA.
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As a result of this, studies on minimum wage impacts have revealed correspondingly minor
changes in employment, even among the groups most likely to be affected (poorly educated,
younger, lowest wage and female workers). Most economists who point to the disconnect
between minimum wage and employment changes are careful to limit their conclusions to
“modest”*? or “reasonable™? changes in the minimum wage. Few, however, have attempted
to define the level at which a minimum wage change would become “immodest.” Jared
Bernstein, a senior fellow at the Center on Budget and Policy Priorities and chief economist to
former Vice President Biden, has suggested that “moderate” minimum wage increases are
those that include “not much more than 10 percent of the workforce in their sweep.” David
Card, who was the first to demonstrate that small changes in a state’s minimum wage may
have little or no employment effects, stated in a 2006 interview with Douglas Clement of the
Minneapolis Fed, that his research “doesn’t mean that if we raised the minimum wage to $20
an hour [about $25/hour in 2017 dollars] we wouldn’'t have massive problems.”

As noted above, a Vermont minimum wage change to $12.50 per hour in 2021 would
represent an increase in the current 2017 minimum wage of about 12% in real dollars (25% in
current dollars), affect about 15% of the labor force and add about 0.5% to the total wage bill.
An increase to $13.25 in 2021 would represent a real 17% increase above 2017 levels, affect
17% of the labor force and increase total wage payments by 0.8%.

A $15.00 minimum wage in 2022 would represent a constant dollar increase of 32% above
the 2017 wage rate and affect more than 25% of the labor force. None of the source studies
that found little or no employment effects considered an increase of this level or magnitude.
An increase to $15.00 would thus be correspondingly uncertain in its impacts.

In order to help quantify ranges of possible economic impacts, we utilized a Vermont State
model from Regional Economic Models, Inc. (REMI), as was done in several prior legislative
studies. The REMI model represents a standard theoretical economic framework for
estimating economic impacts.®® As such, it does not fully account for the recent observed
effects of low level minimum wage changes. Working with REMI economists, we specified the
model to account for these realities and other fiscal effects?, including:

1) The change in the wage bill by industry, based on DOL hourly wage data, hours
worked and estimates of wage spillover effects
2) The change in production costs by industry

12 For example, in a widely cited 2013 paper by John Schmitt of the Center on Economic and Policy Research, he states: “This is one
of the most studied topics in economics, and the evidence is clear: modest minimum wage increases don't have much impact on
employment...” For the full report, see: http://www.cepr.net/documents/publications/min-wage-2013-02.pdf

13 Laura D’Andrea Tyson, former Chair of the Council of Economic Advisors under President Clinton and an economics professor at
the Haas School of Business at the University of California, “finds no significant effects on employment when the minimum wage
increases in reasonable increments.” See: http://economix.blogs.nytimes.com/2013/12/13/raising-the-minimum-wage-old-
shibboleths-new-evidence/

14 For the complete interview, see: http://www.minneapolisfed.org/publications_papers/pub_display.cfm?id=3190&

15 The REMI Pl+ model v1.5 is more fully described at: http:/www.remi.com/resources/documentation ~ For further information
regarding model equations, specifications and simulations, please contact the Vermont Joint Fiscal Office.

16 More detailed REMI model output, model constructs and model specification inputs are available from the Joint Fiscal Office upon
request.
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Personal insurance and pensions
Other lodging

Cash contributions

Mortgage interest and charges

Public and other transportation
Household - Personal services
Alcoholic beverages

Property taxes

Vehicle rental, leases, licenses, and other charges
Cars and trucks, new

Education

Household furnishings and equipment
Entertainment

Medical services

HH-Other Household Expenses
Miscellaneous

Vehicle finance charges

Food away from home

Medical supplies

Maintenance, repairs, insurance, other expenses
TOTAL

Apparel and services

Personal care products and services
Reading

Health insurance

Fuel oil and other fuels

Maintenance and repairs

Other vehicles

Cars and trucks, used

Water and other public services
Natural gas

Telephone services

Gasoline and motor oil

Drugs

Housekeeping supplies

Food at home

Vehicle insurance

Electricity

Tobacco products and smoking supplies
Rented dwellings

50.6
31.2

Ratio of Expenditures Per Household for Those With Income
Above $200,000 vs. Those With Income Below $15,000
by Category of Expenditure

(Source: Personal Consumption Expenditure Survey, BLS)
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3) Adjustments to wage income and production cost offsets, including efficiency wage
responses, lower turnover rates, wage compression, reduced benefits and higher
marginal consumption propensities, due to the distribution of income gains among
lower income households’”

4) Incorporation of changes in enroliment in state and federal aid programs associated
with wage income changes, including program expenditures and transfer payment
changes

The economic effects of these changes included:

1) Anincrease in aggregate earned income of low wage workers and their families

2) A reduction in the number of hours worked and/or the elimination of some low wage
jobs

3) Areduction in state benefit payments as growing low wage income disqualifies some
from program participation

4) Anincrease in State tax payments as taxable income rises

5) A reduction in federal transfer payments into the State as growing low wage income
disqualifies some from program participation, and

6) Increased federal tax revenue as taxable income rises

SUMMARY OF FINDINGS

e This analysis indicates that a $12.50 minimum wage in 2021 would result in a long-
term annual loss of about 900 jobs (or an equivalent reduction in hours), about 2.1% of
total minimum wage payroll employment, and aggregate initial income gains to low
wage workers of approximately $55 million. As some of these workers transition away
from State benefits and pay more in taxes, the net fiscal gain to the State will total
about $7 million. Additional federal income tax payments and the reduction in federal
transfer payments in Medicaid, EITC, SNAP (3 Squares) and other payments to the
State, however, could result in the loss of about $17 million to the State in net federal
fiscal changes.

e Impacts associated with a $13.25 minimum wage in 2022 include job losses of about
1,240 jobs, about 2.4% of total minimum wage payroll employment, and aggregate
initial income gains to low wage workers of about $88 million. As some of these
workers transition away from State benefits and pay more in taxes, the net fiscal gain
to the State should total about $8 million. The State’s federal fiscal loss through higher
taxes paid and reduced transfer payments associated with this wage variant are
expected to total approximately $27 million.

e Impacts associated with a $15.00 minimum wage in 2022 indicate long-term average
annual job losses of approximately 2,830 jobs, about 3.7% of total minimum wage
payroll employment, and aggregate initial income gains to low wage workers of about
$240 million. As some of these workers transition away from State benefits and pay
more in taxes, the net fiscal gain to the State should total about $23 million. The
State’s federal fiscal loss through higher taxes paid and reduced transfer payments
associated with this wage variant are expected to total approximately $69 million.

7 It should be noted that limited empirical data exist with which to quantify all such effects, especially for proposed real minimum wage
changes that are higher than those previously studied. In the absence of such data, we have used projections based on the low-end
of ranges analyzed in the relevant literature.

Page 14



TABLE 3 - Comparisons of Selected Metrics for Proposed Minimum Wage Changes

$15.00 in 2022 $13.25 in 2022 $12.50 in 2021

Variant 1 Variant 2 Variant 3

Number of Jobs Below Proposed Minimum Wage - DOL Basis 76,537 51,084 43,866
Share of Jobs Below Proposed Minimum Wage - DOL Basis 25.3% 16.9% 14.5%
Initial Wage Bill Change from 2018 Minimum to Proposed ($2015M)* $240.6 $87.6 $55.0

Initial Wage Bill Change as a Share of Total Wages and Salaries 2.1% 0.8% 0.5%
Percent Change from 2018 Minimum - Nominal $ 43% 26% 19%
Percent Change from 2018 Minimum - Constant $ 29% 14% 10%
Percent Change from 2014 Minimum - Nominal $ 72% 52% 43%
Percent Change from 2014 Minimum - Constant $ 45% 28% 24%
Net Annual Long-Term Disemployment Impact™* 2,830 1,237 903
Percent of Total Employment (REMI basis) 0.6% 0.3% 0.2%
Percent of Minimum Wage Jobs (DOL Basis) 3.7% 2.4% 21%
Net Fiscal Change - State Level $23.3 $8.1 $6.9

Net Fiscal Change - Federal Level (represents a net loss to VT) $68.9 $26.5 $17.4

Differential with U.S. and NH Minimum Wage, Assuming No Change*** 107% 83% 72%
Proposed Real Minimum Wage Relative to Record High (Feb. 1968) 16% 2% -2%

*In 2015 constant dollars, based on BLS data for the period 2019 to 2022 in Variants 1 and 2, and 2019 to 2021 in Variant 3;

Including spillover effects; Excluding income changes from net job/hours-worked losses

** Based on REMI model runs, long-term annual average employment change relative to baseline, BEA/REMI basis, 2028-2040

**** Based on a $7.25 U.S. minimum wage and NH's current statutory link to the Federal minimum wage. The differential between VT and NH as of 2017 is 38%

¢ The industries most likely to be negatively affected are those with high out-of-state exports,
high shares of affected workers (see charts on following pages), high absolute wage bill
changes, and relatively high labor costs as a share of total production costs. Although firms
with the 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 higher proposed minimum wage variants. 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 differential with Vermont could grow to between 76% and 107% by 2022, the largest
historical spread on record.
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Postal Service

Wholesale Electronic Markets and Agents and Brokers
Utilities

Telecommunications

Computer and Electronic Product Manufacturing
Management of Companies and Enterprises
Public Administration

Insurance Carriers and Related Activities
Professional, Scientific, and Technical Services
Mining (except Oil and Gas)

Construction of Buildings

Truck Transportation

Transportation Equipment Manufacturing
Securities, Commodity Contracts, and Other Financial Investments and Related Activities
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

General Merchandise Stores

Gasoline Stations

Percent of Total Employment Affected
by Proposed Minimum Wage Change to $15.00/hour in 2022

with (grey) and without (red) spillover effects
Source: Vermont Department of Labor

by Industry Sector
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Postal Service

Utilities

Wholesale Electronic Markets and Agents and Brokers
Telecommunications

Management of Companies and Enterprises
Computer and Electronic Product Manufacturing
Insurance Carriers and Related Activities
Professional, Scientific, and Technical Services
Public Administration

Transportation Equipment Manufacturing
Construction of Buildings

Mining (except Oil and Gas)

Truck Transportation

Paper Manufacturing

Hospitals

Securities, Commodity Contracts, and Other Financial Investments and Related Activities
Heavy and Civil Engineering Construction
Specialty Trade Contractors

Waste Management and R diation Services
Nonmetallic Mineral Product Manufacturing
Ambulatory Health Care Services

Merchant Wholesalers, Durable Goods

Electrical Equipment, Appliance, and Component Manufacturing
Machinery Manufacturing

Printing and Related Support Activities

Chemical Manufacturing

Credit Intermediation and Related Activities
Educational Services

Internet Service Providers, Web Search Portals, and Data Processing Services
Publishing Industries (except Internet)

Electronics and Appliance Stores

Transit and Ground Passenger Transportation
Fabricated Metal Product Manufacturing

Support Activities for Transportation

Merchant Wholesalers, Nondurable Goods
Nonstore Retailers

Broadcasting (except Internet)

Forestry and Logging

Performing Arts, Spectator Sports, and Related Industries
Real Estate

Food Manufacturing

Repair and Maintenance

Plastics and Rubber Products Manufacturing
Furniture and Home Furnishings Stores

Motor Vehicle and Parts Dealers

Jobs paying less than $12.70/hour

Miscellaneous Manufacturing

Furniture and Related Product Manufacturing
Beverage and Tobacco Product Manufacturing
Rental and Leasing Services

Wood Product Manufacturing

Couriers and Messengers

Religious, Grantmaking, Civic, Professional, and Similar Organizations
Administrative and Support Services

Support Activities for Agriculture and Forestry
Other Information Services

Building Material and Garden Equipment and Supplies Dealers
Nursing and Residential Care Facilities

Museums, Historical Sites, and Similar Institutions
Amusement, Gambling, and Recreation Industries
Personal and Laundry Services

Textile Mills

Social Assistance

Accommodation

Sporting Goods, Hobby, Book, and Music Stores
Motion Picture and Sound Recording Industries
Textile Product Mills

Miscellaneous Store Retailers

Health and Personal Care Stores

Food Services and Drinking Places

Clothing and Clothing Accessories Stores
Apparel Manufacturing

Warehousing and Storage

Food and Beverage Stores

General Merchandise Stores

Gasoline Stations

0% 10%

Percent of Total Employment Affected
by Proposed Minimum Wage Change to $13.25/hour in 2022
by Industry Sector

with (grey) and without (red) spillover effects
Source: Vermont Department of Labor

20% 30% 40% 50% 60% 70% 80% 90%
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Management of Companies and Enterprises
Utilities

Wholesale Electronic Markets and Agents and Brokers
Telecommunications

Postal Service

Computer and Electronic Product Manufacturing
Transportation Equipment Manufacturing
Insurance Carriers and Related Activities

Paper Manufacturing

Construction of Buildings

Professional, Scientific, and Technical Services
Public Administration

Mining (except Oil and Gas)

Truck Transportation

Heavy and Civil Engineering Construction
Hospitals

Securities, Commodity Contracts, and Other Financial Investments and Related Activities
Waste Management and Remediation Services
Specialty Trade Contractors

Electrical Equipment, Appliance, and Component Manufacturing
Ambulatory Health Care Services

Nonmetallic Mineral Product Manufacturing
Machinery Manufacturing

Merchant Wholesalers, Durable Goods

Printing and Related Support Activities

Transit and Ground Passenger Transportation
Chemical Manufacturing

Credit Intermediation and Related Activities
Internet Service Providers, Web Search Portals, and Data Processing Services
Support Activities for Transportation

Electronics and Appliance Stores

Educational Services

Publishing Industries (except Internet)

Forestry and Logging

Fabricated Metal Product Manufacturing

Merchant Wholesalers, Nondurable Goods
Broadcasting (except Internet)

Nonstore Retailers

Performing Arts, Spectator Sports, and Related Industries
Real Estate

Food Manufacturing

Plastics and Rubber Products Manufacturing
Repair and Maintenance

Furniture and Home Furnishings Stores

Motor Vehicle and Parts Dealers

TOTAL

Furniture and Related Product Manufacturing
Miscellaneous Manufacturing

Rental and Leasing Services

Beverage and Tobacco Product Manufacturing
Wood Product Manufacturing

Couriers and Messengers

Administrative and Support Services

Religious, Grantmaking, Civic, Professional, and Similar Organizations
Support Activities for Agriculture and Forestry
Other Information Services

Building Material and Garden Equipment and Supplies Dealers
Nursing and Residential Care Facilities

Museums, Historical Sites, and Similar Institutions
Amusement, Gambling, and Recreation Industries
Personal and Laundry Services

Textile Mills

Social Assistance

Sporting Goods, Hobby, Book, and Music Stores
Accommodation

Motion Picture and Sound Recording Industries
Textile Product Mills

Miscellaneous Store Retailers

Apparel Manufacturing

Food Services and Drinking Places

Health and Personal Care Stores

Clothing and Clothing Accessories Stores
Warehousing and Storage

Food and Beverage Stores

General Merchandise Stores

Gasoline Stations

Percent of Total Employment Affected
by Proposed Minimum Wage Change to $12.50/hour in 2022
by Industry Sector

with (grey) and without (red) spillover effects
Source: Vermont Department of Labor

0% 10% 20% 30% 40% 50% 60% 70% 80% 90%
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Postal Service
Wholesale Electronic Markets and Agents and Brokers
Telecommunications
Forestry and Logging
Paper Manufacturing
Utilities
Mining (except Oil and Gas)
Internet Service Providers, Web Search Portals, and Data Processing.. |l
Management of Companies and Enterprises
Textile Product Mills |l
Support Activities for Transportation |1

Transportation Equipment Ma;‘:;;fe‘“"','{,‘,g 1 Source: Vermont Department of Labor
Securities, Commodity Contracts, and Other Financial Investments and..!ll | | |

Performing Arts, Spectator Sports, and Related Industries |l
Support Activities for Agriculture and Forestry |l
Electronics and Appliance Stores |l $12.50 = $13.25 = $15.00
Waste Management and Remediation Services |l

Electrical Equipment, Appliance, and Component Manufacturing
Broadcasting (except Internet) |l

Truck Transportation |l
Apparel Manufacturing |l
Printing and Related Support Activities |l
Heavy and Civil Engineering Construction |l
Museums, Historical Sites, and Similar Institutions Il
Transit and Ground Passenger Transportation |l
Other Information Services |
Furniture and Home Furnishings Stores |
Chemical Manufacturing |
Insurance Carriers and Related Activities |
Nonmetallic Mineral Product Manufacturing |
Beverage and Tobacco Product Manufacturing |
Computer and Electronic Product Manufacturing |
Motion Picture and Sound Recording Industries |
Construction of Buildings |
Rental and Leasing Services |
Plastics and Rubber Products Manufacturing |
Publishing Industries (except Internet) |
Couriers and Messengers |
Machinery Manufacturing |
Fabricated Metal Product Manufacturing |
Nonstore Retailers |
Furniture and Related Product Manufacturing |
Miscellaneous Manufacturing |
Real Estate |
Merchant Wholesalers, Durable Goods |
Repair and Maintenance |
Wood Product Manufacturing |
Credit Intermediation and Related Activities
Professional, Scientific, and Technical Services |
Amusement, Gambling, and Recreation Industries |
Sporting Goods, Hobby, Book, and Music Stores |
Merchant Wholesalers, Nondurable Goods
Warehousing and Storage
Personal and Laundry Services
Specialty Trade Contractors |
Public Administration |
Hospitals |
Motor Vehicle and Parts Dealers
Building Material and Garden Equipment and Supplies Dealers
Miscellaneous Store Retailers
Religious, Grantmaking, Civic, Professional, and Similar Organizations |
Health and Personal Care Stores |
Food Manufacturing |
Clothing and Clothing Accessories Stores
Ambulatory Health Care Services
General Merchandise Stores |
Nursing and Residential Care Facilities |
Gasoline Stations |
Administrative and Support Services
Accommodation
Social Assistance
Educational Services |
Food and Beverage Stores | :

Food Services and Drinking Places

Wage Bill Change in Millions of 2015 Dollars
for Proposed Minimum Wage Change Variants
by Industry Sector

(with spillover effects)

Ten Most Affected Industries

Represent About 63%
of Total Wage Bill Change

$0.0 $5.0 $10.0 $15.0 $20.0 $25.0 $30.0 $35.0
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Minimum Wage

Minimum Wage

$15.00

$13.25

$12.50

$15.00

$13.25

$12.50

e This strongly suggests that collection of relevant analytic data and ongoing review and
analysis of potential cross-border negative impacts could be important prior to and
during the period from 2018 to 2022 and beyond. This could be initiated by reviewing
existing data on the recent 15 year period of wage divergence between the two states,
and developing data and analytic capacities to study this in greater depth.

Hours Worked per Week: Workers in Minimum Wage Workforce
<20 20-35 m>35

0% 10% 20% 30% 40% 50% 60% 70% 80% 90%

Percentage of Workers

e Of the workers expected to earn $15/hour in 2022, 44% are male and 56%, female.
The share of females is slightly higher at 45% in the lower two wage variants. Per the
above chart, about two-thirds of all minimum wage workers are employed in full-time
jobs, with slightly higher shares in the $15/hour variant.*8

Age of Workers in Minimum Wage Workforce
<20 20-29 = 30-39 m 40-54 m 55-64

0% 10% 20% 30% 40% 50% 60% 70% 80% 90%

Percentage of Workers

e About 42% of all $15/hour 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 $15/hour minimum wage workers are over
age 30, with a slightly younger age composition as the wage variant decreases.

18 Based on ACS data developed for the JFO by Deb Brighton.
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Minimum Wage

e As minimum wage variants increase the minimum wage level, they affect a slightly
higher proportion of workers who are older, have more advanced education, and work
more hours.*®

e  While 48% of all female $15/hour minimum wage workers are older than 40, only 32%
of all male workers are older than 40. Conversely, among $15/hour minimum wage
workers, 49% of all male workers are under the age of 30, while only 36% of all female
workers are younger than 30.2°

e Across all wage variants, women earning the minimum wage are more highly
educated than men. Per the below chart, among all minimum wage workers, as would
be expected, higher wage variants contain more highly educated workers than lower
variants.

Educational Attainment: Workers in Minimum Wage Workforce

No HS Diploma HS Diploma m College Degree m College Plus
$15.00
0% 10% 20% 30% 40% 50% 60% 70% 80% 90% 100%
Percentage of Workers
o Additional REMI model output and other details associated with this analysis are

available from the Joint Fiscal Office upon request. The data and models developed

as a part of this analysis will be available in the event that further Committee work on

this issue is requested during the balance of the year.
19 |bid.
20 |hid.
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Kavet, Rockler & Associates, LLC

985 Grandview Road

Williamstown, Vermont 05679-9003 U.S.A.
Telephone: 802-433-1360

Fax: 866-433-1360

Cellular: 802-433-1111

E-Mail: tek@kavet.net

Website: www.kavetrockler.com

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),? 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.

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

* 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.

® 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.

$12.00

2016 Global Minimum Wage Comparisons
Source: OECD, Expressed as Constant 2015 U.S. Dollar Purchasing Power Parity (PPP) Basis
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$8.00 -

$6.00 -

$4.00 -
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$13.50

$13.00 Effective Real Vermont Minimum Wage Over Time
- Higher of U.S. or Vermont Minimum Wage in Constant January 2017 dollars - P d: $15.00 Nominal
Current Law (blue line) and Proposed (red line) Projections to January 2022 roposed: »1o. omina
$12.50 ($13.20 rate in constant 2017%)
(Sources: U.S. Bureau of Labor Statistics, VT DOL)
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- \ H|ghest Historical Level: $11.42 /

(in constant 2017%)
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($10.25 rate in constant 2017%)
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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 female and 56%, male.
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 ™35+ 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

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

018-19 ©20-29 0O30-39 m40-54 m55-64

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

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

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

o 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).

e 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

General Merchandise Stores I
Gasoline Stations IIN——SS
0% 10% 20% 30% 40% 50% 60% 70% 80% 90% 100%
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e 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.

e 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.

¢ 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.

¢ 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.

¢ 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.
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Page 9





