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SUBJECT/TITLE
Public employee minimum wage

SPONSOR
Rep. Hoby Anderson

MANDATE SUMMARY

Unit of Government:
X
City;
X
County;
X
Urban County Government

Program/

Office(s) Impacted:
 All local government agencies

Requirement:
X
Mandatory

Optional

Effect on

Powers & Duties

Modifies Existing
X
Adds New

Eliminates Existing

PURPOSE/MECHANICS

HB 741 sets the minimum hourly wage for all full-time non elected employees of the state, its counties, cities, school districts, or other special taxing districts at $7.50 an hour.  Also included are full- and part-time school bus drivers.

FISCAL EXPLANATION/BILL PROVISIONS
ESTIMATED COST

The fiscal impact of HB 741 is indeterminable, although it could be significant.  An LRC staff economist estimates that it would cost $38 million annually to raise the minimum wage for all state and local government workers to $7.50 an hour level.  (See attached analysis.)  That cost does not include the so-called "push" effect that some claim comes with raising the minimum wage.  Also, the bill would have a varying effect on cities and counties, depending on their location.  In other words, setting a minimum wage for government workers in the Lexington area may not have the same effect as setting one for government workers in Maysville or Dawson Springs.

According to the 1999 Kentucky League of Cities survey of wages and salaries, a number of different types of city jobs in the state pay less than the wage proposed with HB 741.  Some of those include custodians, clerk/typists, wastewater plant and water plant operators, refuse collectors, laborers, parks workers, communications center dispatchers, water meter readers, collections clerks and entry-level police officers.  A review of the survey finds that wages generally are lower in smaller cities and vary by geographic location.  It is assumed that this legislation would affect all these types of full-time jobs that pay less than $7.50 an hour.

A spokesperson for the Kentucky Association of Counties (KACo) observed that the bill would have a negative effect on counties.  The official said areas of the state may have a "going wage," and that wage will vary by region.  Wages may be lower in some areas than others, but the cost of living may be comparably lower, too, she noted.

A consultant for second class cities mentioned the "push effect," or the necessity of having to raise wages of other workers when a minimum wage takes effect.  For example, raising the wages of laborers making $6.50 an hour to $7.50 would prompt a need to increase the wages of heavy equipment operators who may currently make $8 an hour.

A particular type of worker also may be affected -- full-time firefighters who work schedules that put them on the job for 24- and 48-hour shifts.  They may average working 56 hours a week, and their salary may be comparable to other city workers who put in 40-hour work weeks, but their hourly wages may be lower.  This measure could cause some local governments to have to pay firefighters considerably more, according to sources.
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State and Local Government Minimum Wage Impact

By Barry Boardman

LRC Staff Economist

This analysis uses U. S. Census Bureau 1990 Public Use Microdata (PUMS), along with current Census employment numbers, state retirement system and state government employment figures. The data are used to estimate the cost of applying a $7.50 minimum wage for all full-time employees of state and local government employers. There were no statistics on school bus drivers, thus the analysis does not include them in the estimates.   (Provisions in HB 741 apply to school bus drivers employed by local boards of education, regardless of full-time or part-time status.)

As shown in Table 1, there were 189,823 full-time employees in state and local governments as of March 1998.  Table 2 compares the estimates from the 1990 PUMS with the March 1998 employment totals. As expected, government employment has grown. There has been a 14 percent growth in total employment and 39 percent growth in full-time employment in the state and local government sector. 

Further, actuarial data from the June 1999 report on the state's retirement systems (Table 3) showed that 30,475 full-time employees earned wages that would be approximately between the current federal minimum wage, $5.15 an hour, and the proposed minimum wage of $7.50 an hour for state and local government workers.  The Kentucky teachers retirement system reported that approximately 56,000 are enrolled in the retirement program, but the wage levels of those enrolled were not reported.  Because only teachers are eligible for KRTS, it is unlikely any teachers will be impacted the legislation.

Table 1

State and Local Government and Payrolls

By State and by Function: March 1998

Government Function
Full-time Employees
Full-time Payroll, March 1998

Financial Administration
4,561
$10,625,270

Central Administration
3,468
$8,526,742

Judicial-Legal
4,365
$11,754,449

Police-Arrest
6,112
$16,854,249

Police-Other
2,060
$4,490,143

Firefighters
2,957
$7,072,215

Fire-Other
129
$260,501

Correction
7,435
$15,708,378

Streets and Highways
8,392
$19,042,457

Airports
580
$1,706,416

Water Transport
35
$86,873

Public Welfare
4,980
$11,440,519

Health
6,280
$15,814,656

Hospitals
8,309
$19,548,320

Social Insurance Admin.
1,237
$3,261,700

Solid Waste Management
1,469
$2,567,224

Sewerage
1,671
$4,646,004

Parks and Recreation
2,599
$4,395,207

Housing and Comm. Dev.
876
$2,100,768

Natural Resources
3,319
$8,000,706

Water Supply
2,603
$6,162,140

Electric Power
666
$2,272,422

Gas Supply
175
$341,756

Transit
838
$2,349,979

Elem. & Sec. Instruction
61,555
$150,715,716

Elem. & Sec. Other-Total
26,247
$38,867,825

Higher Education Instruct
6,606
$33,273,913

Higher Education Other
10,963
$26,806,467

Other Education
3,580
$10,612,030

Libraries
870
$1,479,271

State Liquor Stores
0
$0

Others
4,886
$12,351,813

Total
189,823
$453,136,129

SOURCE:  U.S. Census Bureau.

Table 2




State and Local Employment









Year
1989*
1998
% Growth

Full-time
136,480
189,823
39%

Full & Part- time
211,960
242,572
14%






*Estimated from U.S. Census PUMS data




Table 3



Annual Actuarial Valuation of Retirement Systems,  June, 1999



Employee Type
Total
Monthly Wage    $750-$1250

KY non haz*
45,824
4,835

KY haz*
3,889
127

CNTY non haz*
74,151
25,422

CNTY haz*
7,488
90

SP*
985
1

KTRS active appx
56,000
?

Total
188,337
30,475





*Actuarial report William M. Mercer, Inc.



Table 4 includes the estimated costs using the Census PUMS data and Table 5 has actual costs from the state salary list for October 1999. The PUMS data were used to find those employed full-time by state and local governments. It was assumed that anyone reporting work weeks longer than 32 hours were full-time employees. The total number of full-time employees estimated was 136,480 for 1989. Of those, 24,880 were earning less than $5.63, the equivalent of $7.50 in 1999 dollars. Finally, there were 19,060 employees who earned between $3.35 and $5.63. In 1989, $3.35 was the minimum wage. Thus, it was assumed that these 19,060 employees represented the employees who could be affected by an increase in the minimum wage.  That 19,060 equates to an estimated average annual cost of $38 million.

Table 4 -- Estimated Costs






Public Use Microdata, U. S. Census 1990
Estimated Total
Monthly Total Estimated Wage Differential
Annual Estimated Cost

Total State and Local full-time employment
136,480



Wage below proposed min $5.63*
24,880



Full-time employees between $3.35** and $5.63*
19,060
$3,161,520
$37,938,240

* $7.50 is equal to $5.63 in 1989




** $3.35 minimum wage in 1989









It is important to recognize that not all the people employed below $5.63 in 1989 were hourly employees and they, therefore, would not be directly impacted by a minimum wage increase. Often other employees realize wage increases for their wages to be kept in line with the employees receiving the mandated wage increase. Thus, even if all employees are not hourly, it is assumed in the cost estimates that the minimum salaried employees will receive the equivalent of the minimum wage increase in their paycheck.

A minimum wage that is set above the current wage rate can have several impacts in the workplace.  In addition to those employees who are directly and positively effected by the minimum wage legislation, other current and future employees are often effected. The willingness of an employer to place employees on full-time status will be influenced by the legislation and could lead to a loss of other benefits to employees and new hires when they are placed into part-time status. Lower skilled workers will find it more difficult to obtain there first full-time employment with the state, county or local government. The higher wage will allow for some crowding-out in the market for lower skilled labor as more skilled employees are willing to compete for the jobs. Additionally, after a period of adjustment, wage increases can lead to changes in the labor capital mix as employers shift cost to capital and away from labor. Wage differentials based on seniority or position are affected by the wage increase and thus, other wages and salaries tend to rise as a result of the minimum wage increase. The cost analysis was not able to incorporate these various possibilities of employee and employer behavior, except the assumption that all wages for salaried, as well as, hourly employees will rise to the $7.50 per hour level. 

Based on that assumption, the projected annual cost is approximately $38 million. There are at least two factors which could make this estimate higher. The growth in full-time employment has risen to nearly 190,000, which is over 50,000 more than in 1989. If the same percentage of people who were below the proposed minimum wage, as in 1989, then an additional 7,000 people could be impacted by the wage increase. Secondly, if wages of those close to $7.50 per hour rise in order to maintain seniority and position wage differentials, then the annual cost will be higher.

Finally, the cost could be less than estimated if the labor market for government employees has changed significantly since 1989. This change would require that the wages of employees has risen faster than inflation and the number who are affected by the wage increase will be less than forecast. Current literature does provide sufficient evidence to indicate what is occurring with the wage differentials for government employees with respect to minimum wages. Several checks of Kentucky government data for hourly employees suggest that there has not been much of change. For example, Table 5 shows that there were 1,336 hourly employees below $7.50 for October 1999. Table 3 shows that there are at least 30,475 current employees with wages between the minimum wage and the proposed minimum wage. Both of these numbers do not suggest that those affected by the proposed legislation are declining.

Table 5




State Employee Salary Data,

 October 1999.
Count
Monthly Total Wage Diff Est.
Annual Estimated Cost

State hourly employees less than $7.50/hr.
1,336
$194,460
$2,333,520






