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INCREASING MISSOURI’S
MINIMUM WAGE

An analysis

BY LIANA FOX & JARED BERNSTEIN

ince 1938 the federal government has set a mini-
S mum value for an hour’s work. This has been an

important policy supporting the wage levels of
low-wage workers and establishing a floor below which
Congress will not let wages fall. The last time Congress
adjusted the minimum wage was nine years ago in 1997.
Opver the intervening years, the minimum wage has lost
much of its effectiveness, as its real purchasing power has
fallen to historically low levels.

In response to these nine years of federal inaction,
many states, comprising a majority of the nation’s work-
force, have recognized the importance of a wage floor that
supports low-wage work while at the same time not hurt-
ing the job prospects of low-wage workers. Currently 22
states plus the District of Columbia have increased their
minimum wages above the federal rate of $5.15 per hour.
Fifty-eight percent of the total U.S. workforce lives in one
of these states with a minimum wage that has been set
above the federal rate. This year alone, 10 states, including
Arkansas and Michigan, have passed measures to increase
their minimum wages. Six states, including Missouri, are
expected to have an initiative on the November ballot to
allow voters to decide whether the minimum wage should
be raised. Missouri’s ballot initiative would raise the state
minimum wage to $6.50 per hour on January 1, 2007 and
index it annually to inflation thereafter.

Despite opponents’ claims that increases in the mini-
mum wage lead to job losses, the empirical evidence

doesn’t bear this out. In fact, following that 1996-97 fed-

eral minimum wage increase, the low-wage labor market
performed better than it had in decades (e.g., lower unem-
ployment rates, increased average hourly wages, increased
family income, decreased poverty rates). In addition, the
many minimum wage changes at the state-level have giv-
en economists a rare opportunity to do before-and-after
comparisons to gauge the effect of the policy. These stud-
ies show the policy has its intended effect: it lifts the earn-
ings and incomes of low-wage workers and their families,
without generating job losses.

Over one-quarter of a million
low-wage workers would benefit

Missouri’s proposed minimum wage increase to $6.50 per
hour would raise wages for 256,000 Missouri workers—
10% of the state’s workforce. Directly affected are 120,000
workers who, without the increase, would earn between
$5.15 and $6.50 in 2007. An additional 136,000 workers
who are projected to earn more than $6.50 would also like-
ly receive a modest wage increase, as employers adjust pay
scales to accommodate raises for minimum wage workers.

Adults, full-time workers,
older workers, and children

would benefit
Analysis of the 2005 Current Population Survey reveals
that the workers potentially affected by a minimum wage
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increase are mainly adults who work full-time and pro-
vide significant income to their families. A boost in the
Missouri minimum wage would also affect the 102,000
children of these workers.

e Analysis of the proposed Missouri minimum wage
increase finds that the vast majority (72%) of workers
affected are adults aged 20 and above. (Figure A)

e About 43,000 workers, or 17% of those who stand to
benefit from the minimum wage increase, are above

age 50.
e Nearly half (46%) of workers who would be affected

by this increase are full-time workers (35 hours or
more per week). An additional 36%—91,000 work-
ers—work half-time or more (20-34 hours per week).
(Figure B)

e While Missouri’s workforce is fairly evenly split be-
tween male (51%) and female (49%) workers, the
beneficiaries of a minimum wage increase are dispro-
portionately female (61%). This is due to the fact that
more women work in low-wage occupations and in-
dustries.

A minimum wage increase would
improve standards of living

e The earnings of Missouri’s minimum wage workers
are essential to their families” total income. On aver-
age, families with affected workers rely on those work-
ers for over half (59%) of the families’ total earnings.
(Figure C)

e Nearly half (46%) of all families with an affected worker

rely solely on the earnings from affected workers.

e Opver 100,000 children of low-wage workers would
see their parents’ income increase if the minimum
wage is increased to $6.50 per hour.

e Today, the earnings of a full-time minimum wage
worker (working 40 hours/week, 52 weeks/year)
with a family of three would fall 35.5% below
the official 2006 federal poverty level of $16,600.
While the federal poverty line is an inadequate
measure of the income needed to support a family,
this comparison highlights the severe insufficiency
of the current minimum wage.? Despite the inad-
equacy of the minimum wage to support a fam-
ily, nearly half of families with workers who would
benefit from an increase receive their sole earnings
from those workers.
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Age of workers affected by an increase
to $6.50 per hour in 2007

Teenagers
(ages 16 to 19),
28%

Adults (age 20+),
72%

Status of workers affected by an increase
to $6.50 per hour in 2007

Full-time
(35+ hrs.),
46%

1-19 hours, 18%

20-34 hours, 36%

Source of family earnings for families
with an affected worker

Earnings from
other sources,
41%

Earnings from
affected worker
59%

\

Source, Figures A-C; Authors'analysis of 2005 Current Population
Survey data.
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Raising Missouri’s minimum
wage would partially restore its
purchasing power

Missouri’s minimum wage is currently tied to the
federal rate of $5.15 per hour, or $10,712 for a full-
time, year-round worker. Since the minimum wage
was first passed by Congress in 1938, it has required
regular increases to account for the rising cost of
living. However, after nearly the longest stretch of
federal inaction since the bill’s inception, the mini-
mum wage currently stands at its lowest real value in
over 50 years (see Figure D). As the price of other
goods has increased over time, the minimum wage
has failed to keep pace. Raising Missouri’s minimum
wage to $6.50 per hour and tying future annual in-
creases to inflation would help reverse the trend of
declining real wages for low-wage workers and ensure
that future inflation does not erode the value of their
paychecks.

Currently, 22 states and the District of Columbia have
minimum wages higher than the federal rate of $5.15 per
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hour that is in effect in Missouri. In the Midwest, Illinois,
Michigan, Wisconsin, and Minnesota all have minimum
wages above Missouri. Nationally, 17 states already have
laws in effect that require their minimum wages to be at
or above the $6.50 level being proposed for Missouri in
January 2007, and several other states are actively con-
sidering such increases. Four states have decided to take
future adjustments to the minimum wage out of the po-
litical sphere: Washington, Oregon, Vermont, and Flor-
ida all annually index their minimum wages to account
for the rising cost of living. Ballot initiatives in Ohio,
Colorado, Montana, Nevada, and Arizona all introduce
similar indexing safeguards. (Table 1)

Raising the minimum wage
would not cause job losses

Minimum wage opponents often say that higher mini-
mum wages will yield substantial job losses, but empirical
evidence does not support this claim. A 1998 Economic
Policy Institute study failed to find job loss associated with
the 1996-97 minimum wage increase.” In fact, following
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TABLE 1

States with minimum wages greater than the federal minimum wage

(as of August 21, 2006)

2006 state minimum wage Planned 2007 Planned 2008
State (as of 8/21/06) state minimum wage state minimum wage
Alaska §7.15 §7.15 §7.15
Arkansas 6.25 (effective 10/1/06) 6.25 6.25
(alifornia 6.75 7.50 8.00
Connecticut 7.40 7.65 7.65
Delaware 6.15 6.65 7.15
District of Columbia 7.00 7.00 7.00
Florida 6.40% Inflation adjusted Inflation adjusted
Hawaii 6.75 7.25 7.25
Illinois 6.50 6.50 6.50
Maine 6.50 (will increase to $6.75 on 10/1/06) 6.75 (will increase to $7.00 on 10/1/07) 7.00
Maryland 6.15 6.15 6.15
Massachusetts 6.75 7.50 8.00
Michigan 6.95 (effective 10/1/06) 6.95 (will increase to $7.15 on 7/1/07) 7.15 (will increase to $7.40 on 7/1/08)
Minnesota 6.15 6.15 6.15
New Jersey 6.15 (will increase to $7.15 on 10/1/06) 7.15 7.15
New York 6.75 7.15 7.15
North Carolina Federal level 6.15 6.15
Oregon 7.50% Inflation adjusted Inflation adjusted
Pennsylvania Federal level 6.25 (willincrease to $7.15 on 7/1/07) 7.15
Rhode Island 7.10 7.40 7.40
Vermont 7.25% Inflation adjusted Inflation adjusted
Washington 7.63% Inflation adjusted Inflation adjusted
Wisconsin 6.50 6.50 6.50

* State minimum wage adjusted annually for inflation.

that minimum wage increase, the low-wage labor market
performed better than it had in decades (e.g., lower unem-
ployment rates, increased average hourly wages, increased
family income, decreased poverty rates).

This reality is leading many economists to support
minimum wage increases as a useful policy measure, espe-
cially in an era of increasing economic inequality. In Octo-
ber 2004, 526 economists signed a statement that said, in
part, that “a modest increase in the minimum wage would
improve the well-being of low-wage workers and would
not have the adverse effect that critics have claimed.” This
list of economists included four Nobel Prize winners in
economics and three past presidents of the American Eco-
nomics Association.*

Most telling, however, are the experiences of the
states that have raised their minimum wages over the last
nine years, since they have given researchers a rare oppor-
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tunity in empirical economics.’ In essence, researchers
have been able to compare states with minimum wage
increases to similar states with no increase. These studies
typically find that the job losses predicted by opponents
have never materialized, and job growth has not been
dampened in the 22 states with minimum wages higher
than the federal level.

A study by the Fiscal Policy Institute found that “be-
tween 1998 and 2004, the job growth for small businesses
in states with a minimum wage higher than the federal
level was 6.2% compared to a 4.1% growth rate in states
where the federal level prevailed.”® Similarly, in 2003, a
study by the Center for Urban Economic Development
examined the economic impact of the Illinois minimum
wage and found no significant correlation between mini-
mum wages and employment growth.”

Further evidence supports the finding that modest
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minimum wage increases have
had no negative effects because
employers are often able to
offset the small cost increase
through higher productivity,

lower recruiting and training

APPENDIX

Characteristics of Missouri workers affected
by minimum wage increase to $6.50 by 2007

Total affected* Total workforce**

costs, decreased absenteeism,
and increased worker morale.
These findings are supported by
earlier research from Princeton
economists David Card and

Number of workers

Impact

Alan Krueger.® Gender
The weight of the empiri- Male
cal evidence clearly shows that Female

Family status
Parent
Married parent

increasing Missouri’s minimum
wage will have no negative ef-
fects, while increasing the stan- :

.. Single parent
dard of living for low-wage , ge
families. In public opinion polls, 16-19

80% of the population consis- 20 and older

tently supports an increase in the ~ Work hours

minimum wage.” At the ballot 1-19 hours
20-34 hours

box, minimum wage proposals
have seen similar levels of sup-
port. In 2004, minimum wages
on the ballot received 70% of the

Industry
Retail trade

vote in Florida and 68% in Ne- Other
vada.'” Raising Missouri’s mini-  Occupation
mum wage to an indexed $6.50 Sales
would benefit 256,000 workers, Service
bring many workers up to a level Other

that could support a family, and
ensure that future inflation does
not erode the value of low-wage

Percent of workforce

Directly affected
Indirectly affected

Full time (35 + hrs)

Leisure and hospitality

256,000 2,572,000
10% 100%

120,000

136,000
38% 51%
62 49
24% 37%
13 29
11 8
28% 5%
72 95
18% 5%
36 12
46 83
25% 13%
30 9
45 78
21% 11%
44 16
36 73

*Includes both directly and indirectly affected workers.
** Includes workers not covered by minimum wage.

Source: EPI analysis of 2005 Current Population Survey data

workers” paychecks.
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