
VOX  CEPR Policy Portal
voxeu.org/article/minimum-wage-increases-and-earnings-low-wage-jobs

Minimum wage increases by US states fuelled earnings
growth in low-wage jobs

Sandra Black, Jason Furman, Laura Giuliano, Wilson Powell 02 December 2016

Over the past three years, 18 states plus the District of Columbia have implemented
minimum wage increases, joining ten other states that have raised their minimum wages at
least once since the last Federal increase in 2009. This column examines the impact of the
more recent state increases on wages, weekly earnings, and employment among workers
in the low-wage leisure and hospitality Industry. A comparison with states with no
minimum wage increase since 2009 suggests that the recent legislation contributed to
substantial wage increases with no discernible impact on employment levels or hours
worked.

Real wage growth has picked up in the US in the last several years. Since the end of 2012,
real average hourly earnings for production and non-supervisory workers have grown at a
1.4% annual rate, well above the 0.1% annual growth rate from 1980 to 2007. A broad range
of households have seen their incomes rise, with stronger income growth for households in
the middle of the income distribution and especially strong growth at the bottom of the
distribution (Figure 1). In 2015 real income of households at the 10th percentile of the
income distribution grew 7.9% – the fastest growth since 1968.

Figure 1 Growth in real household income by percentile, 2014-2015

Source: Census Bureau; CEA calculations.
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The pickup in wage and income growth has a number of causes, including continued
strengthening in the economy, tighter labour markets, and the fall in the price of gasoline. A
new analysis by President Obama’s Council of Economic Advisers (CEA) finds that
minimum wage increases implemented over the past three years by 18 states and the
District of Columbia have also contributed to substantial increases in average wages for
workers in low-wage jobs, helping to reverse a pattern of stagnant or falling real wages in
the preceding years. Moreover, this has occurred without any sign of an impact on
employment or hours worked. As a result, average wages and weekly earnings for those
who work in the lowest paid jobs are at least 6.6% higher in these states than they would
have been in the absence of these policy changes, based on a conservative counterfactual.

As the real value of the Federal minimum has declined, many
states have raised their minimum wages
The US Federal minimum wage has been unchanged at $7.25 per hour since 2009.
Adjusted for inflation, the current value is nearly a quarter below its historical peak in 1968
and roughly 10% below its 2009 level (Figure 2).

Figure 2 Real value of the Federal minimum wage, 1960-2015

Source: Census Bureau; CEA calculations.

In February 2013, President Obama proposed to raise the Federal minimum wage. While
Congress failed to act, many states and localities have raised their own minimum wages
(which can exceed the Federal minimum wage but not, for most workers, fall below it).
Between January 2014 and October 2016, 18 states plus the District of Columbia
implemented increases – in several cases, raising the state minimum above a rate that
was already higher than the Federal minimum. As a result, the average minimum wage in
these states, weighted by the number of private sector workers in each state, rose from
$7.66 in December 2013 to $9.34 in October 2016 – an increase of 22% (Figure 3).

In enacting new minimum wage legislation, these 18 states and the District of Columbia
2/8



joined a broader group of states that have raised their minimum wages at least once since
the last Federal minimum wage increase in 2009. Because several states among this
broader group index their minimums to inflation to prevent erosion of the real value over
time, the average minimum wage has continued to grow since 2013 – albeit at a relatively
slow pace – even in states that have not implemented new minimums since 2013.[1]

In contrast, in 22 states, the minimum wage has not risen at all in the years since the last
Federal increase. And of this group, only one state has a wage floor that is above the
Federal minimum of $7.25. 

Figure 3 Average minimum wage

Notes: State minimum wages are weighted using average total private sector employment in each state from
August 2009 through December 2013.
Source: Census Bureau, Current Employment Statistics; CEA calculations.

The increasing divergence in minimum wage policy across states offers a way to assess
the impact that a higher state minimum has on wages, earnings, hours, and employment of
low-wage workers. In particular, the trends in states that did not raise their minimums may
provide a useful gauge for what would have happened in the states that raised their
minimums had they failed to enact these policies.

State legislation’s impact on wages: Dramatic growth and
reversal of prior downward trend
To assess the impact of minimum wage increases enacted by States in recent years, CEA
analysed data from the Bureau of Labor Statistics for workers in the leisure and hospitality
industry – a group who tend to earn lower wages than those in other major industry groups
and thus are most likely to be affected by minimum wage policy. As of December 2013, the
typical leisure and hospitality worker earned $9.25 per hour – roughly the 17th percentile of
the national wage distribution – and nearly half of these workers earned an hourly wage
less than 120% of the minimum wage in their state.

Figure 4 compares wage trends in leisure and hospitality in the states that raised their
wage floors in January 2014 or later to those that had no increase since the last Federal
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minimum wage increase in 2009. The figure shows a slight downward trend prior to 2014 in
the states that ultimately raised their minimum wages, while wages were growing, albeit at
a slow pace, in the other group of states.

This pattern changed dramatically in 2014 as the former group of states began
implementing their minimum wage increases. Though 2014 saw the beginning of a
nationwide acceleration in wage growth, wages rose significantly faster in leisure and
hospitality for workers in states that raised their minimum wages compared to those that
did not. Specifically, CEA estimates that in states that took action, the average industry
wage grew by 14.2% between December 2013 and October 2016 – resulting in wages that
were 14.8% higher than they would have been had the downward trend prior to January
2014 continued. By comparison, the average wage in the comparison group of states grew
by 7.2% and was only 4.5% higher by October 2016 than the counterfactual based on the
prior trend.

What do these comparisons tell us?  First, the nationwide acceleration of wage growth
since 2014 – even in states where the minimum wage was flat – suggests that even if the
states that raised their minimums had not done so, wages would have reversed course and
begun to grow. Hence some of the progress as measured by the 14.8% increase above the
previous trend is likely due to factors that helped spur the acceleration in wage growth
across the country. Importantly, however, the difference in wage growth between the two
groups of states suggests that the minimum wage increases likely contributed to a
significant portion of that gain. Even if we use an optimistic counterfactual – and assume
that wages in the minimum wage states would have grown at a pace of 7.2% as they did in
comparison states (despite slower growth in the former group leading up to that point) –
we conclude that the state legislation led to roughly a 6.6% rise in the average industry
wage in those states that raised their minimum wages.

Figure 4 Average hourly earnings, leisure and hospitality

Note: Dashed lines indicate linear trend.
Source: Census Bureau, Current Employment Statistics; CEA calculations.

4/8



Trends in weekly earnings parallel the trends in hourly wages
Figure 5a shows the evolution of average weekly earnings in the two groups of states over
the same time period. These trends closely resemble the trends seen in average wages. In
the states that raised their minimum wages, average weekly earnings of leisure and
hospitality workers saw a slight jump in January 2014 followed by a steady upward trend –
a dramatic reversal of the slight negative trend over the previous four and a half years. By
October 2016, weekly earnings in these states were a full 16.4% higher than they would
have been had they stayed on their prior course. Meanwhile, workers in the states that had
no minimum wage changes saw modestly faster weekly earnings growth beginning in
2014, resulting in an increase of 4.7% by October 2016.

The conclusion that the minimum wage increases had a similar impact on weekly earnings
as they did on hourly wages implies that the higher wages did not come at the expense of
reduced hours – which might have reduced the overall benefit for low-wage workers.

Figure 5b compares weekly earnings trends in the two groups of states for the private
sector overall, and provides further evidence that the divergence of trends among leisure
and hospitality workers (seen in Figure 5a) was driven mainly by the minimum wage
increases. Among all private sector workers – most of whom have notably higher earnings
than the minimum wage level and thus could not plausibly have been affected by the
increase – there was no significant difference in the growth rate of average weekly
earnings between the two groups of states. This is what we would expect to see if overall
economic conditions were similar in the two groups of states. It thus supports the
conclusion that the acceleration in earnings growth among leisure and hospitality workers
in the states without minimum wage increase provides a plausible counterfactual for the
changes that would otherwise have occurred in States that raised their minimums.

Figure 5a Average weekly earnings, leisure and hospitality

Note: Dashed lines indicate linear trend.
Source: Census Bureau, Current Employment Statistics; CEA calculations.

Figure 5b Average weekly earnings, total private
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Note: Dashed lines indicate linear trend.
Source: Census Bureau, Current Employment Statistics; CEA calculations.

While this conclusion means that state legislation increases earnings for workers in states
that raise their minimums, it also means that workers in other states are left even further
behind by the stagnant Federal minimum wage. An increasing divergence in state policy
and a continued failure of Congress to raise the Federal minimum wage could thus
exacerbate the well-documented dispersion of incomes that has been growing even among
workers in the same industries (Barth et al. 2016, Song et al. 2015).

No evidence that higher wages have impacted employment
levels
The evidence illustrated in Figure 5a suggests that recent state minimum wage increases
have led to higher wages without affecting hours worked. But some argue that even if a
higher minimum wage does not cause employers to cut back on hours of low-wage
workers, it might lead to reductions in employment, an often-voiced concern among critics
of recent state minimum wage legislation. The analysis illustrated in Figure 6, however,
shows that employment in the leisure and hospitality industry follows virtually identical
trends in states that did and did not raise their minimum wage. Moreover, employment in
this low-wage industry grew somewhat more quickly than employment in the private sector
overall.

Figure 6 Total employment
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Note: Dashed lines indicate linear trend.
Source: Census Bureau, Current Employment Statistics; CEA calculations.

This finding is consistent with a well-established empirical literature in which minimum
wage increases are often found to have no discernible impact on employment (Card and
Krueger 2016, Belman and Wolfson 2014). And moreover, it is also supported by economic
theory. In fact, when employers have sufficient market power – so-called monopsony or
wage-setting power in the labour market – and can set wages below what would prevail in
a perfectly competitive market, there is scope for a higher minimum wage to raise both
wages and employment.

Economists and policymakers are increasingly recognising that employers often have
some degree of monopsony power in labour markets. And a recent CEA report discusses
some reasons to think that such wage-setting power may be on the rise – including a long-
run decline in labour mobility and a similar decline labour’s share of national income. To
the extent this is true, it makes the case for a higher Federal minimum wage all the more
compelling.

Raising the wages and incomes of working Americans is one of the country’s greatest
policy challenges, and it has been a central goal of many of the Obama Administration’s
initiatives and proposals. The analysis presented here, along with a larger body of
economic research, provides further support for the view that moderate minimum wage
increases can substantially boost earnings for low-wage workers with little or no impact on
employment.
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Endnotes
[1] The broader group of states that have passed legislation since 2009 also includes four
states that recently approved ballot measures to raise their minimum wages in the future.
In addition, more than 60 cities and counties have passed increases to their local minimum
wages.
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