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Executive Summary

The Potential Economic Impact of Increasing
the Minimum Wage in Massachusetts

What are the potential costs and benefits to Massachusetts in raising its minimum
wage? The Commonwealth’s legislature is currently considering a proposal that would
increase the state minimum wage in two steps over the next two years to $8.25 per hour by
2007. Since the introduction of House Bill No. 3872 at the end of 2004, there has been con-
siderable debate over its potential benefits and costs. Advocates on both sides of the issue
have each released a report on the bill’s likely economic impacts. Proponents assert that the
purchasing power of the minimum wage has declined over time and that the negative
impact on employment from raising the minimum would probably be small. Opponents
argue that an increase would boost costs for employers, potentially resulting in higher prices
for consumers, significant job loss among low-wage workers, or making Massachusetts less
competitive with neighboring states. Given these competing arguments, what is the overall
economic impact of this proposal likely to be?

In this report I review the arguments on both sides of the issue. In doing so, I discuss
and critique, where applicable, the evidence presented in the two reports that have been
issued on either side of the debate. I also produce my own projection of the likely impact
of raising the minimum wage on aggregate employment and wages. These calculations use
the two reports as a baseline, modifying some of the assumptions to better reflect evidence
supported by the economic literature. According to my estimates, the current proposal to
increase the minimum wage could have a negative impact on employment ranging from
2,100 to 10,500 jobs, or 1 to 4 percent of workers whose wages would be affected by the bill.
On net, the combined impact of the two wage increases would raise aggregate wages by
approximately $255 million.

NEPPC
January 2006
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The Potential Economic Impact of Increasing 
the Minimum Wage in Massachusetts

What are the potential costs and benefits
to Massachusetts in raising its minimum
wage?  The Commonwealth’s legislature is
currently considering a proposal that would
increase the state minimum wage in two
steps over the next two years to $8.25 per
hour by 2007.  Proponents assert that the
purchasing power of the minimum wage has
declined over time and that the negative
impact on employment from raising the min-
imum would probably be small.  Opponents
argue that an increase would boost costs for
employers, potentially resulting in higher
prices for consumers, significant job loss
among low-wage workers, or making
Massachusetts less competitive with neigh-
boring states.  Given these competing argu-
ments, what is the overall economic impact
of this proposal likely to be?

The current proposal
The Massachusetts legislature last

approved an increase in the minimum wage
in 1999, raising it from $5.25 per hour to
$6.00 per hour in 2000 and then to $6.75 in
2001.  Although the 1999 bill also would have
indexed the minimum wage to the CPI, this
measure was ultimately dropped.  The cur-
rent proposal to increase the minimum wage
is intended to reprise the 1999 legislation by
restoring the minimum wage to the same
real (inflation-adjusted) value in 2007 as was
achieved in 2000 and indexing it to inflation
thereafter.1 The main provisions of the cur-
rent proposal are as follows:2

• Increase the state minimum wage in
two steps of $0.75 each, from $6.75 per
hour to $7.50 per hour in 2006 and then to
$8.25 per hour in 2007 (a 22 percent
increase in total).

• Index the minimum wage to inflation
starting in 2007, based on annual percentage
increases in the Consumer Price Index (CPI).

• Establish a commission charged with
making recommendations for further mini-
mum wage increases to the Joint Committee
on Commerce and Labor every three years
beginning in 2010.

The bill currently has the backing of
about 50 state representatives.  In addition,
Governor Romney’s office has confirmed
that he supports indexing the minimum
wage to inflation, but made no mention of
whether he supports the immediate increase
specified in the bill.3

How does Massachusetts compare with
other states?

Massachusetts is among 17 states, along
with the District of Columbia, with a state
minimum wage that is higher than the feder-
al minimum wage of $5.15 per hour (see
Table 1).  Of note, every New England state
except New Hampshire currently has a min-
imum wage that exceeds the federal level.
In addition, Connecticut and Vermont both
have minimum wages that are higher than
the current rate in Massachusetts.  However,
if House Bill No. 3872 were approved, the
Commonwealth would have the highest
state minimum wage in the country.  Only in
cities such as Boston, San Francisco, and Los
Angeles would the prevailing minimum wage
be higher.

Citing a significant decline in the pur-
chasing power of the minimum wage due to
the rising cost of living in the region, other
New England states have also recently

What are the potential costs and 
benefits to Massachusetts if it 

raises its minimum wage?
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passed or proposed minimum wage increas-
es.  These efforts intensified after the U.S.
Senate defeated a proposal in March to raise
the federal minimum wage for the first time
since 1997.4 For example, in June 2005, the
Connecticut state legislature voted unani-
mously to increase the minimum wage by
$0.75 over the next two years, to $7.65 by
2007.5 In the same month, Vermont legis-
lators agreed to index their state’s minimum

wage to inflation, increasing the minimum
wage in that state to $7.25 by 2006.6 Earlier
in 2005, the New Hampshire House of
Representatives passed a bill to increase the
minimum wage by $1, but the measure was
defeated in the Senate, despite having the
support of the governor.7 Supporters of a
higher minimum wage in Maine plan to pur-
sue the issue in 2006.8

What are the potential benefits of 
raising the minimum wage?

A report issued by the Massachusetts
Budget and Policy Center (MBPC) outlines
the arguments in favor of raising the mini-
mum wage in Massachusetts.9 In short, pro-
ponents emphasize that the purchasing
power of the state minimum wage has
decreased over time and that for low-wage
households the aggregate benefits of higher
wages outweigh the potential costs of job
losses.  Using estimates based on Current
Population Survey data, the MBPC report
indicates that raising the minimum wage
would benefit approximately 261,000 low-
wage workers in Massachusetts—about 9
percent of the state’s total workforce.10

Although the report does not explicitly quan-
tify the potential job loss associated with ris-
ing labor costs due to the wage increase, a
statement signed by 58 of the state’s leading
economists asserts that any decrease in
employment would likely be small.11

Both supporters and opponents of the
bill agree that the real (inflation-adjusted)
value of the minimum wage has decreased
considerably over time.  Using changes in
the Consumer Price Index to measure infla-
tion, MBPC calculates that the real value of
the minimum wage in Massachusetts has
fallen by 22 percent since its peak in 1968,
with almost one-third of the decrease occur-
ring since the last minimum wage increase
was passed in 2001.  In addition, inflation
projections issued by the Congressional
Budget Office suggest that inflation is like-
ly to completely erase the value of the
Commonwealth’s previous increase by 2006.

Supporters of the bill argue that the ero-
sion in the minimum wage over time may
increase the number of families in poverty,
depending on the number of minimum
wage workers in a given family.  For example,
a full-time worker earning the current mini-
mum wage in Massachusetts receives an

Table 1.  Minimum Wage Standards for Selected States

State Minimum wage              Indexed to inflation 
(As of 1/1/04)

Alaska $7.15 
California $6.75 

Los Angeles $10.33 Yes
San Francisco $8.82 Yes

Connecticut $7.40
Delaware $6.15 
District of Columbia $7.00 
Florida $6.15 
Hawaii $6.25 
Illinois $6.50 
Maine $6.50
Massachusetts $6.75

Boston $11.57 Yes
Minnesota $6.15 
New Jersey $6.15 
New York $6.75 
Oregon $7.50 Yes
Rhode Island $6.75 
Vermont $7.25 Yes
Washington $7.63 Yes
Wisconsin $5.70 

Sources:
U.S. Department of Labor, state government web sites.

Los Angeles Department of Public Works, Bureau of Contract Administration: http://www.
lacity.org/bca/lw_pdf_files/wage_rates_2005.pdf (Accessed 01/09/06)

San Francisco Department of Administrative Services, Office of Labor Standards Enforcement:
http://www.sfgov.org/site/olse_index.asp?id=27605.
(Accessed 01/09/06)

City of Boston, Living Wage Division: http://www.ci.boston.ma.us/bra/pdf/documents/
LW-4-FY2006.pdf (Accessed 01/05/06)

U.S. Department of Labor: http://www.dol.gov/esa/minwage/america.htm.
(Accessed 01/05/06)

Notes:
In all other states, the current federal minimum wage of $5.15 per hour applies.

Connecticut’s minimum will increase to $7.65 as of 01/01/07. New Jersey’s will increase to
$7.15 as of 10/01/06. New York’s will increase to $7.15 as of 01/01/07.

“The minimum wage listed applies to nonsupervisory nonfarm private sector employment.
Tipped employees (e.g., wait staff) can be paid a lower minimum wage (for example, $2.63
per hour in Massachusetts).”

The Los Angeles living wage ordinance requires firms to pay either $10.33 per hour or $9.08
per hour with a $1.25 per hour contribution to health benefits, and to provide 12 paid days and
10 unpaid days off per year. The ordinance applies to firms that have service contracts with
the city, lease city property, receive $1 million or more in economic development subsidies, or
have a food or retail concession agreement with the city.

The Boston living wage ordinance covers only firms holding service contracts with the city of
at least $25,000 with at least 25 full-time equivalent employees.



annual income of $14,040, just below the
2004 federal poverty threshold of $15,129
for a family with one adult and two children.
For a family with two adults and two chil-
dren, the federal poverty threshold was
$19,157—attainable if more than one of the
adults is working or if one of the adults
earns more than the minimum wage.12

However, the federal poverty threshold does
not estimate actual costs for items such as
housing, child care, or out-of-pocket med-
ical expenses and does not account for
regional variation in costs.13 To address
these shortcomings, the Economic Policy
Institute (EPI) developed a series of basic
family budgets by family type, individual-
ized for communities nationwide.14 For the
year 2004, the EPI basic family budget for a
family of four with two children and two
adults ranged from $52,632 in Pittsfield to
$64,656 in the Boston area—more than
three to four times what a full-time mini-
mum wage worker would currently earn.15

Although these examples show that fam-
ilies relying on minimum wage workers may
fall below the poverty threshold, critics argue
that individuals who work for the lowest
wages are not necessarily members of the
poorest families.  For example, minimum
wage workers may include teens or secondary
earners living in higher-income households.
Indeed, studies in the economics literature
find that increasing the minimum wage has a
relatively small impact on reducing the pro-
portion of families below the federal poverty
level—on the order of 5 percent.16

In response to this criticism, supporters
of the proposal point out that raising the
minimum wage in Massachusetts would not
simply benefit teens or part-time workers.
Using Current Population Survey data,
MBPC shows that of the 261,000 low-wage
workers who would benefit, approximately
75 percent are age 20 years or older and 40
percent work 35 or more hours per week.
On average, these workers provide roughly
50 percent of their families’ total earnings—
with approximately one-third serving as the
sole provider of earnings for their families. 17

In addition, MBPC calculates that most of
the wage gains associated with increasing
the minimum wage (about 60 percent)
would accrue to low-income households as
opposed to higher-income households that
contain a minimum wage worker.

Moreover, as alluded to above, the group
of economists supporting the bill has stated
that the cost of increasing the minimum
wage in terms of jobs lost is likely to be
small.  Specifically, they state “…we believe
that recent studies of minimum wage
effects in other states like Massachusetts
support the conclusion of the U.S. Council
of Economic Advisers that the weight of the
evidence suggests that modest increases in
the minimum wage have had very little or
no effect on employment.”  In support of
this view, the MBPC report indicates that
between 2000 and 2004,  two of the three
sectors that employ large percentages of
minimum wage workers (leisure and hospi-
tality and other services) expanded as rapid-
ly in Massachusetts as in the nation as a
whole—despite an increase in the
Massachusetts minimum wage from $6.00
to $6.75 in 2001.  However, it is unclear
whether these sectors would have expanded
more rapidly during the recent recovery if
there had not been a minimum wage
increase.  In addition, the third sector, retail
trade, which accounts for 25 percent of min-
imum wage employment, contracted more
sharply in Massachusetts than in the nation
as a whole during this period.

Finally, those in favor of the bill note that
raising the minimum wage may yield some
benefits to employers that can potentially off-
set the increase in labor costs.  For example,
the group of economists supporting the bill
notes that higher wages might reduce
turnover, lower training costs, and increase
the purchasing power of low-wage consumers.
Also, Governor Romney, during his 2002 cam-
paign, stated that indexing the minimum
wage to inflation would “…set a realistic min-
imum threshold for wages and provide plan-
ning certainty for employers…”.18

What are the potential costs of raising
the minimum wage?

Opponents of the bill do not dispute
the statistics showing that a significant

New England Public Policy Center  7
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with a state minimum wage higher

than the federal minimum.
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number of low-wage workers would benefit
from the current proposal, but emphasize
that an increase in the minimum wage
would raise labor costs for employers, partic-
ularly small businesses and retailers.  A
report conducted by the Beacon Hill
Institute (BHI) at Suffolk University (and
commissioned by the Retailers Association
of Massachusetts) argues that these addi-
tional costs may be absorbed by employers,
be passed on to consumers in the form of
higher prices, or reduce employment among
minimum-wage workers.19

If employers absorb most of the addi-
tional labor costs, then Massachusetts firms
may find themselves at a competitive disad-
vantage relative to firms in neighboring
states, particularly New Hampshire – the
only New England state that has not
increased its minimum wage beyond the
federal level.  To support this view, the BHI
report shows that during the recent recov-
ery, annual employment growth in two of
the three sectors that employ large percent-
ages of minimum wage workers (leisure and
hospitality and retail trade) was slower in
Massachusetts than in New Hampshire.
However, at the same time, employment
growth in the category of “other services”
contracted sharply in New Hampshire while
expanding in Massachusetts, suggesting
that the two states may differ somewhat in
terms of the types of firms that may be com-
peting for low-wage workers.  In addition,
there are likely to be factors other than the
minimum wage that might affect the com-
petitiveness of the two states, such as the
cost of living, overall tax structure, or the
education level of the workforce.

Rather than absorbing these additional
labor costs, employers may be able to pass
on some part of the minimum wage
increase to consumers in the form of higher
prices.  BHI cites a U.S. Department of
Agriculture study showing that a simulated
19 percent increase in the federal minimum
wage (similar to the magnitude of the pro-

posed increase in Massachusetts) would
increase prices at eating and drinking
establishments by approximately 2 percent.
However, the authors of the USDA study
caution that because their simulation made
the extreme assumption that all of the
higher labor costs associated with raising
the minimum wage would be passed on to
consumers, “these estimates are likely
upward bounds of the price effects of a
minimum wage increase.”20

Aside from the impact on employers and
consumers, the main focus of arguments
against raising the minimum wage is the
potential decrease in employment for
affected workers.  The BHI report esti-
mates that the proposed increase in the
Massachusetts minimum wage would cost
the state 26,970 jobs (approximately 10 per-
cent of affected workers).  This stands in
sharp contrast to the “small” impact on
employment attested to by the economists
in support of the bill. BHI also projects that
the loss of jobs would result in $371 million
in lost wages, nearly offsetting the $405 mil-
lion they project in wage gains for those who
remain employed.  

Opponents of the bill also point out
that, rather than laying off workers,
employers might reduce the hours of cur-
rent employees, resulting in underemploy-
ment rather than unemployment.
Alternatively, firms might reduce employ-
ee benefits, such as health insurance con-
tributions, in response to an increase in
labor costs associated with the minimum
wage.  A recent study analyzing the impact
of various federal minimum wage increases
over a decade finds that a 20 percent
increase in the minimum wage reduces
employer sponsored health insurance cov-
erage by 4 percent.21 Opponents also
warn that indexing the minimum wage to
inflation can add rigidity to the labor mar-
ket such that real wages cannot adjust
downward during periods of recession,
possibly resulting in greater unemploy-
ment during future downturns.

What is the typical impact of raising the
minimum wage on employment? 

Most economists agree that, in theory,
increasing the minimum wage can lead to a
decrease in employment.22 However, if
most workers already earn more than the

Increasing the minimum wage in
Massachusetts may reduce employ-

ment; the question is, by how much?



minimum wage (as do 90 percent of
Massachusetts’ workers, according to
MBPC), then one would expect only a small
decrease in aggregate employment.  During
a period of economic expansion, employ-
ment might actually rise along with an
increase in the minimum wage, just not as
rapidly as it would have otherwise.

Numerous studies have sought to quan-
tify the effects of raising the minimum wage
on employment.  The debate centers around
how sensitive (or “elastic”) the demand for
labor is in response to changes in the wage
rate.  The more sensitive the demand for
labor to changes in the wage rate (the
greater the elasticity of demand), the greater
the reduction in employment.  Typically, the
minimum wage increase examined in these
studies ranges between 16 and 27 percent
and generally occurs in two steps over a two-
year period, similar to the current increase
proposed in Massachusetts.

The preponderance of empirical evi-
dence in the economic literature suggests
that increases in the minimum wage do
result in decreases in employment, but that
this effect is likely to be small.  For example,
a 1998 survey of 63 labor economists who
were asked to provide their “quantitative
best estimates” of the effect of increasing
the minimum wage by 10 percent reported
an average employment effect of -2 per-
cent.23  In addition, a careful evaluation of
the economic literature over the past three
decades by Charles Brown, a leading econo-
mist in this area, concludes that “the mini-
mum-wage effect is small (and zero is often
hard to reject)” and is “centered on an elas-
ticity of -0.10.”24 This means that a 10 per-
cent increase in the minimum wage would
be expected to yield on average a 1 percent
decrease in employment.

Brown also notes that the degree to
which researchers are able to capture the
impact on workers directly affected by the
minimum wage varies across studies.  Some
studies use data on workers currently earn-
ing the minimum wage, while others focus
on particular industries (e.g., retail trade) or
demographic groups (e.g., teens) that are
most likely to be affected by changes in
minimum wage laws.  Taking into account
this variation across studies, Brown suggests
that the elasticity of demand for workers
directly affected by minimum wage increas-

es could be as high as -0.5, so that a 10 per-
cent increase in the minimum wage would
be expected to yield on average a 5 percent
decrease in employment.

What does this mean for Massachusetts?
The observation that raising the mini-

mum wage has a small effect on employ-
ment may be due to the fact that increases
in the minimum wage are generally modest,
affect relatively few workers, or occur during
periods of economic expansion when
employers and/or consumers are able to
absorb the additional labor costs.  For
Massachusetts, the question is whether the
current proposed increase can be expected
to have a small impact on employment.  The
impact of raising the minimum wage on
employment is typically calculated as the
number of affected workers times the
“effective” increase in the minimum wage
times the elasticity of demand.

To apply this formula to the minimum
wage increase in Massachusetts, I make the
following three assumptions:

Number of affected workers: Using the
MBPC report as a baseline, I assume the
number of affected workers equals the num-
ber of workers estimated to be directly
affected by an increase in the minimum
wage from $6.75 to $8.25 as calculated by
MBPC – a total of 261,000 workers.

“Effective” increase in the minimum wage: I
assume that the initial proposed increase in
the minimum wage from $6.75 to $7.50 is
entirely absorbed by employers and is not
expected to result in any employment losses.
Such a relatively small increase (11 percent)
is likely to be absorbed by employers, given
the costs associated with employee turnover
and/or raising prices for consumers.25

Indeed, few studies in the literature find (or
even look for) an employment effect for such
small wage increases.  This assumption pro-
vides a conservative estimate of the likely
employment effects of the proposed bill.26

We calculate the effective increase as a
weighted average of the wage increase expe-
rienced by different groups of affected work-
ers, based on their wage prior to the second
proposed increase from $7.50 to $8.25.  For
the 153,000 workers currently earning less
than $7.50 per hour, I assume that the sec-
ond proposed increase would boost wages by
the entire $0.75 (see Table 2).

New England Public Policy Center  9
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However, workers currently earning
more than $7.50 but less than $8.25 would
receive varying portions of the increase,
depending on where their wage rate fell
within this range before the new minimum
wage went into effect.  The wage increase
for these 108,000 workers is determined by
dividing workers into 10 equal percentiles
and assuming that their initial wages were
evenly distributed across the range, so that
the first percentile earned $7.50, the sec-
ond earned $7.58, etc. (Table 2, column A).
Given this initial distribution of wages, the
first percentile would receive the full
increase from $7.50 to $8.25—an increase
of $0.75, or 10 percent (Table 2, columns C
and D).  The second percentile would
receive a smaller increase, from $7.58 to
$8.25—an increase of $0.68 or 9 percent.
Following this methodology, the average
effective increase across the distribution is
5 percent.27

Across both groups of affected workers
(those earning less than $7.50 and those
earning between $7.50 and $8.25), the
weighted average of the effective increase

in the minimum wage is roughly 8 percent.  
Elasticity of demand: Based on Brown’s

comprehensive assessment of the econom-
ics literature as discussed above, I use both
of his summary estimates as an upper bound
(elasticity of -0.50) and a lower bound (elas-
ticity of -0.10) of the potential employment
effects.  In addition, I also present calcula-
tions using the average elasticity of demand
from the 1998 survey of economists (elastic-
ity of -0.21).28

The alternative calculations presented
in Table 3 show that the impact of the pro-
posed increase in the Massachusetts mini-
mum wage on employment is likely to be
between 1 and 4 percent of workers affect-
ed by the bill.  Using the lower bound of the
percent change in employment suggests
that  raising the minimum wage would be
expected to yield a decrease in employment
of approximately 2,107 jobs or 0.8 percent of
affected workers—with most of the job loss
falling on those who currently earn less than
$7.50.  Alternatively, using the upper bound
from the literature yields a smaller impact
on employment—a loss of 10,535 jobs, or 4

Table 2.  Calculation of the "Effective" Increase in the Massachusetts Minimum Wage From $7.50 to $8.25

Initial wage New wage Dollar increase Percentage increase Number of workers affected
[A] [B] [C] = [B] - [A] [D] = [C]/[A]*100 [E]

Group

Workers currently earning less $7.50 $8.25 $0.75 10% 153,000
than $7.50 per hour

Workers currently earning between 
$7.50 and $8.25 per hour

10th percentile $7.50 $8.25 $0.75 10% 10,800
20th percentile $7.58 $8.25 $0.68 9% 10,800
30th percentile $7.65 $8.25 $0.60 8% 10,800
40th percentile $7.73 $8.25 $0.53 7% 10,800
50th percentile $7.80 $8.25 $0.45 6% 10,800
60th percentile $7.88 $8.25 $0.38 5% 10,800
70th percentile $7.95 $8.25 $0.30 4% 10,800
80th percentile $8.03 $8.25 $0.23 3% 10,800
90th percentile $8.10 $8.25 $0.15 2% 10,800
100th percentile $8.18 $8.25 $0.08 1% 10,800

Average across distribution $7.84 $0.41 5%

"Effective" wage increase across both groups 8.07%

Notes:
The number of affected workers is as reported in Table 3.

The effective change in wage is calculated as in Table 2.

Average hours worked per week derived from the distribution of hours for affected workers in the MBPC report.

Average weeks worked per year assumes individuals work year-round.



percent of affected workers.  If I use the
average impact from the 1998 survey of
economists, then employment would be
expected to decrease by only 4,425 jobs, or
1.7 percent of affected workers.  Given that
total employment in Massachusetts is
roughly 3.2 million, this amounts to a job
loss of slightly more than one tenth of one
percent (-0.14 percent).

A similar calculation can be done to
determine the impact of the proposed
increase in the minimum wage on the net
gain in aggregate wages.  Assuming an
employment loss of 1.7 percent, Table 4
shows a net increase of $255 million for
those workers that remain employed after
the two wage increases.  The first increase,
from $6.75 to $7.50, is estimated to result in
a wage gain of $85 million, based on the
assumption that employers will absorb the
full amount of this initial wage increase.
However, the positive wage gains of the sec-
ond increase, from $7.50 to $8.25, would be
partially offset by the negative wage losses
of those workers who become unemployed,
resulting in a net gain of $170 million.
Combined, the two proposed increases
would be expected to yield a net gain of

$255 million.  For workers earning less than
$7.50 previously, the sum of the two mini-
mum wage increases would amount to an
additional $1,355 per year per worker.
Those currently earning between $7.50 and
$8.25 per hour would receive an additional
$439 per year per worker on average.

The bottom line
Although there is a considerable amount

of debate over the current proposal to raise
the minimum wage in Massachusetts, sever-
al key facts seem clear. First, the purchasing
power of the minimum wage in Mass-
achusetts has been eroded considerably over
time by rising costs of living.  Second,
increasing the minimum wage would bene-
fit approximately a quarter of a million
workers, of which 40 percent work full-time

New England Public Policy Center  11

Table 3.  Alternative Calculations of Employment Impact Due to Increasing the Minimum Wage in Massachusetts

Number "Effective" Elasticity Estimated Estimated impact as a
of  affected increase in of number of percentage of 

workers minimum wage demand jobs lost affected workers
[A] [B] [C] [D] = [A]*[B]*[C] [E] = [D]/[A]*100

1.  Using the "lower bound" elasticity 261,000 8% -0.10 -2,107 -0.8%
of demand from the literature

Workers previously earning below $7.50 153,000 10% -0.10 -1,530 -1.0%
Workers previously earning 108,000 5% -0.10 -577 -0.5%

between $7.50 and $8.25

2.  Using the "upper bound" elasticity 261,000 8% -0.50 -10,535 -4.0%
of demand from the literature

Workers previously earning below $7.50 153,000 10% -0.50 -7,650 -5.0%
Workers previously earning 108,000 5% -0.50 -2,884 -2.7%

between $7.50 and $8.25

3.  Using the average elasticity of demand 261,000 8% -0.21 -4,425 -1.7%
from a 1998 survey of economists

Workers previously earning below $7.50 153,000 10% -0.21 -3,213 -2.1%
Workers previously earning 108,000 5% -0.21 -1,211 -1.1%

between $7.50 and $8.25

Notes:
The number of affected workers is based on estimates from the MBPC report.

The "effective" increase in the minimum wage is from Table 2.

The proposed increase is likely to
reduce employment by between 1 and

4 percent for workers whose wages
would be affected by the bill.



12 Federal Reserve Bank of Boston 

and one-third provide the sole source of
earnings for their families.  Third, raising
the minimum wage to the proposed level of
$8.25 per hour would enable a full-time
worker to receive an annual income of
$17,160, rising above the federal poverty
level for a family of three with one working
adult and two children.

The crux of the debate centers on the
tradeoff between the benefit of increasing
wages and the cost of potential job losses.
While both sides agree that raising the min-
imum wage would benefit those low-wage
workers who remain employed, opponents
of House Bill No. 3782 are concerned that
the additional labor costs may lead to a siz-
able reduction in low-wage employment.
However, based on the average employment
effect found in the economics literature,
increasing the minimum wage by $1.50 in
Massachusetts is likely to have a small

impact on employment—roughly on the
order of 1 to 4 percent of affected workers.
In addition, according to the analysis pre-
sented in this report, the combined impact
of the two wage increases would result in an
estimated net wage gain of approximately
$255 million. It should be noted, however,
that the benefits of this increased wage gain
may be diminished if employers respond by
cutting hours or reducing their contribu-
tions to health insurance.

Although there is some concern that
raising the minimum wage might reduce the
economic competitiveness of Massachusetts
firms relative to firms in neighboring states
—particularly New Hampshire—the sim-
plistic sector analysis reviewed here is
mixed on this point.  Comparing recent
employment trends in Massachusetts with
those in New Hampshire shows that two of
the three sectors that employ large percent-
ages of minimum wage workers grew faster
in New Hampshire, while the third sector
contracted sharply in that state.  Without
considering other factors such as the cost of
living, overall tax structure, or the education
level of the workforce, it would be difficult
at best to gauge the impact of raising the
minimum wage on the relative competitive-

Table 4. Impact on Aggregate Wages Due to Increasing the Minimum Wage in Massachusetts

Number Effective Average hours Average weeks Aggregate Wage impact
of  affected change in worked worked change in wages per affected worker

workers wage per week per year ($ millions) ($ dollars)
[A] [B] [C] [D] [E] = [A]*[B]*[C]*[D] [F] = [E] / [A]

Increasing minimum wage from $6.75 to $7.50
Workers previously earning less than $7.50 153,000 $0.41 26 52 $85
Workers expected to become unemployed 0 0 26 52 $0
Net increase in wages $85 $554

Increasing minimum wage from $7.50 to $8.25
Workers previously earning less than $7.50 153,000 $0.75 26 52 $155
Workers expected to become unemployed 3,213 -$7.50 26 52 -$33
Net increase in wages $123 $801

Workers previously earning  108,000 $0.41 26 52 $60
between $7.50 and $8.25

Workers expected to become unemployed 1,211 -$7.84 26 52 -$13
Net increase in wages $47 $439

Total overall net increase in wages 261,000 $255 $976

Notes:
The number of affected workers is as reported in Table 3.

The effective change in wage is calculated as in Table 2.

Average hours worked per week derived from the distribution of hours for affected workers in the MBPC report.

Average weeks worked per year assumes individuals work year-round.

Assuming an employment loss of 
2 percent, net aggregate wages would

increase by $255 million.
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ness of the two states.
This review of the potential costs and

benefits of raising the minimum wage in
Massachusetts highlights the complexities
surrounding this issue.  The Common-
wealth’s legislature will need to carefully
weigh these factors in determining whether
the net economic impact supports passage
of the current proposal.  
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