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WHAT'S IT WORTH? THE VALUE OF THE MINIMUM
WAGE IN MASSACHUSETTS

When Massachusetts legislators approved the first minimum wage bill in the United States back in
1912, they directed wage boards to set minimum wage rates that were sufficient “to supply the
necessary cost of living and to maintain the workers in health.”? Yet despite periodic increases the
Massachusetts minimum wage has failed to keep pace with changes in the cost of living over the past
four decades, and it has fallen further and further behind the wage levels of higher-paid workers.

How Massachusetts Compares

Federal law sets a minimum wage that applies to most workers, but states may set a higher minimum
wage. Most state minimum wages remained close to the federal level through the late 1990s, but after a
long period during which the federal minimum wage remained at $5.15 per hour, and its real value
declined, a number of states raised their minimum wages to levels well beyond the federal minimum.2
Some states also chose to index future minimum wage increases to inflation, providing for automatic
annual increases. Currently 19 states and the District of Columbia have a minimum wage above the
federal minimum, and ten also index their minimum wage to inflation (Washington, Oregon, Vermont,
Nevada, Ohio, Florida, Arizona, Montana, Colorado, and Missouri). As Figure 1 shows, six of these
states and the District of Columbia have minimum wages higher than the Massachusetts minimum
wage of $8.00 per hour. However, without a change in the current Massachusetts minimum wage level
the five states that rank directly behind Massachusetts, but that have automatic increases indexed to
inflation, will likely surpass Massachusetts in the next two years.

Figure 1. The Massachusetts Minimum Wage is Higher Than the

Federal Requirement, But Lower Than Six Other States and D.C
State Minimum Wages as of January 2013 (striped bars=states that index increases to inflation)
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Source: U.S. Department of Labor

1 Chapter 706 of the Acts of 1912, “An Act to Establish the Minimum Wage Commission and Provide for the Determination of Minimum
Wages for Women and Minors.” (Signed by Governor Foss on June 4, 1912).

2 The federal minimum wage stood at 5.15 per hour from September, 1997 to July, 2007, its longest stretch without a change. By the time of the
2007 increase, 33 states had established minimum wages higher than the federal level; the new federal level superseded some of these.
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Losing Ground: The Real Value of the Massachusetts Minimum Wage

When the minimum wage does not increase from year to year, but prices and the cost of living do
increase, its purchasing power becomes eroded. As Figure 2 shows, the nominal value of the
Massachusetts minimum wage (i.e., the rate expressed in current-year dollars) increased gradually
between the late 1960s and the mid-1990s, but these increases failed to keep pace with inflation. As a
result the real value (i.e., the inflation-adjusted value expressed in 2013 dollars) dropped by almost 40
percent, from its high point of $10.72 in 1968 to $6.50 in 1995. A series of increases enacted by the
legislature in the 1990s and 2000s restored some of the real value of the Massachusetts minimum wage,
but at $8.00 in 2013 it remains $2.72 —or 25 percent —below its 1968 level. To put it another way, in 1968
a full-time minimum wage worker earned about $21,400, measured in inflation-adjusted 2013 dollars.
Today a minimum wage worker earns $16,000, or about $5,400 less than he or she would earn if the
minimum wage had the same real value as in 1968. Without any adjustments to keep pace with
inflation the purchasing power of the minimum wage will continue to decline —a calculation based on
the Congressional Budget Office’s relatively conservative assumptions about future inflation growth
projects that the real value of the Massachusetts minimum wage will fall below $6.50 per hour by the
end of the decade.

Figure 2. The Real Value of the Minimum Wage Has Dropped 25 Percent Since 1968

Nominal and Real Values of the Massachusetts Minimum Wage (Actual 1968-2012; Projected 2013-2023)
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Source: U.S. Department of Labor; Bureau of Labor Statistics. Real value calcuated using the Consumer Price Index for all
Urban Consumers (CPI-U); 2013-2023 values based on Congressional Budget Office projections for the CPI-U.

The Wage Gap

Another way to understand how the value of the minimum wage has changed is to look at where
minimum wage workers stand in comparison to other segments of the labor force. Calculating the ratio
of the minimum wage to the median hourly wage (the point at which half of workers earn more and
half earn less) allows us to see the distance between minimum wage earners and the economic
mainstream. As Figure 3 shows, that ratio has declined from 56 percent to 42 percent over the last 30
years, suggesting that minimum wage workers are falling further behind other workers. If the
minimum wage had kept pace with the median wage it would be at least $10.80 today.
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Figure 3. The Relative Value of the Minimum Wage Has Declined Since 1979

Massachusetts Minimum Wage as a Percent of the Massachusetts Median Hourly Wage, 1979-2012
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Source: U.S. Department of Labor; Economic Policy Institute analysis of Current Population Survey data.

When the minimum wage is compared to wages for higher-paid workers, the contrast is even more
striking. As Figure 4 shows, the real value of the minimum wage fell between 1979 and 2012, while
wages for the top 20 percent of workers grew at a steady clip. In 1979 minimum wage workers earned
$16.19 less per hour than earners in the top quintile, after adjusting for inflation, but by 2012 that gap
had grown to $27.43.

Figure 4. The Gap Between Minimum Wage and Other Workers Has
Widened Over the Past Three Decades

Real Minimum Wage and Real Hourly Wage for Median and 80th Percentile of Massachusetts Wage Earners (2012 S)
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Source: U.S. Department of Labor; Economic Policy Institute analysis of Current Population Survey data; real value
calculated using the CPI-U.
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Keeping it Real: Indexing the Minimum Wage

When the minimum wage does not increase from year to year, but prices and the cost of living do
increase, minimum wage workers have less and less ability to purchase the same goods and services as
in previous years. On paper the wage they earn may look the same, but its real value has declined. In
recent years some states have addressed this problem by providing for automatic increases to the state
minimum wage that are based on an inflation index. One example of a state that does this is
Washington, where voters approved a 1998 ballot initiative requiring the state to make cost-of-living
adjustments based on the September Consumer Price Index for Urban Wage Earners (CPI-W). As
Figure 5 shows, this provision, implemented in 2001, has helped maintain the real value of the
minimum wage in Washington.? In contrast, while increases to the Massachusetts minimum wage have
brought it to roughly the same level as the Washington minimum wage on two occasions, inflation has
eroded those increases and today the Massachusetts minimum wage is $1.19 lower than the minimum
wage in Washington. Indexing the minimum wage has real consequences —in 2001 and 2008 minimum
wage workers in Massachusetts and Washington earned roughly the same amount, but that was not
true in other years. In 2013 a full-time minimum wage worker in Washington will earn about $2,400
more than his or her counterpart in Massachusetts.

Figure 5. Due to Indexing, the Washington State Minimum Wage Has
Maintained its Value Over the Past Decade

Real Value of the Washington and Massachusetts Minimum Wages, 2000-2013
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Source: U.S. Department of Labor, real value calculated in 2013 dollars using Congressional Budget Office projections for
CPI-U in 2013.

Indexing the Massachusetts minimum wage would not restore the value that has been lost over the
years, although it would help to prevent further erosion of the purchasing power of minimum wage
workers. Raising the minimum wage and indexing it to inflation would both restore some amount of
value and prevent further decline in value. Figure 6 provides an example of how this would work in
practice —in one case, the minimum wage would not increase but would be indexed to inflation
starting January, 2014, while in the second case it would increase to $10.00 per hour starting on January
2014, with increases in subsequent years indexed to inflation. In both cases the increases are indexed to

3 Changes in the real value of the indexed Washington wage may exceed or lag actual inflation due to the fact that the annual inflation
adjustment is made using data from a slightly earlier time period; the rise in real value between 2008 and 2009 is largely due to slight deflation
in 2009 (there was no increase in the statutory minimum wage rate in that year).
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the Consumer Price Index for all Urban Consumers (CPI-U) with a lag—that is, each fall the state
would calculate an increase based on the year-to-year change in the CPI-U for the preceding July-June
period and then the increase would take effect in January.

As Figure 6 shows, indexing the minimum wage at its current level as of 2014 would maintain that
level in coming years, while increasing it to $10.00 per hour and indexing it would result in real value
of around $9.74 in the future (in both scenarios inflation will have eroded some of the value of the wage
by the time indexing begins in 2014, so the real values maintained through indexing are somewhat
lower than $10.00 and $8.00, measured in 2013 dollars). Figure 6 also compares the projected future
value of the minimum wage under these assumptions to the value of the minimum wage assuming no
change in current law. (The precise change in actual real value from year to year would ultimately
depend on actual inflation rates and the exact method of calculating annual increases; see the notes at
the end of this fact sheet for more information.)

Figure 6. How Indexing Affects the Future Value of the Minimum Wage

Real Value of the Massachusetts Minimum Wage, in 2012 $ (actual 1968-2012; projected 2012-2023)
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Source: U.S. Department of Labor; MassBudget calculations for 2013-2023 based on
Congressional Budget Office projections for CPI-U.

Notes on Sources and Methodology

State Minimum Wage Data

Data on current and historical state minimum wages described above comes from the Wage and Hour
Division of the U.S. Department of Labor (http://www.dol.gov/whd/state/stateMinWageHis.htm).
Note that in cases where a state sets a minimum wage that is lower than the federal minimum wage the
federal minimum prevails for all employees covered by the Fair Labor Standards Acts. This group
includes most employees; a list of job types not covered by the law can be found at the Department’s
website (http://www.dol.cov/elaws/esa/flsa/screen75.asp).
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Inflation Adjustments

Throughout this fact sheet the real value of the minimum wage and the hourly wages is calculated
using the Consumer Price Index for All Urban Consumers (CPI-U), a standard measure of inflation
available at the Bureau of Labor Statistics (BLS) (http://data.bls.gov/cgi-bin/surveymost?cu). Since
the CPI-U for 2013 will not be calculated until the year is complete, when calculating real value in 2013
dollars we use a projected CPI-U value that is based on Congressional Budget Office (CBO) projections
of CPI-U growth. Likewise, projections for the future value of the minimum wage are based on CBO
projections for CPI-U growth over the 2013-2023 period.

Indexing the Minimum Wage

States that index their minimum wages use a variety of inflation measures and methods to calculate
annual increases. In general, states calculate increases some months before the year in which they
become effective, using inflation data from prior months to determine the increase. States typically use
either the CPI-U or the Consumer Price Index for Urban Wage Earners and Clerical Workers (CPI-W).
The latter is a somewhat more narrow measure that reflects growth in expenditures for households
where more than half the income comes from clerical or wage occupations, and where there is at least
one employed person, but it does not vary greatly from the CPI-U. Some states use a regionally specific
version of these indices (for instance, Colorado uses the CPI-U that BLS produces for the Denver-
Boulder-Greeley area). For the purpose of modeling the future effects of indexing the Massachusetts
minimum wage in this fact sheet, we used semi-annual CPI-U data and grew these values based on
CBO assumptions of CPI-U growth for the appropriate year. We assumed that the state would calculate
the annual increase early in the fall of the year before the one in which the increase took effect, and that
it would compare the average CPI-U for the preceding June-July period over the previous year. In other
words, to calculate an increase for January 2014, the state would use data from July 2012 to June 2013,
and compare it to the July 2011-June 2012 period. In practice somewhat more recent data might be
available, but this method is consistent with the process used by states that currently index minimum
wage increases.
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