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Introduction and Key Findings

Hard work is the key to success. Or is it?

For centuries, successful leaders have shared the secrets to their success: hard work, determination,
commitment. It's a notion that has been engrained in our spirit and foundation as pioneers and
Americans. From former Secretary of State Colin Powell proclaiming, “A dream does not become
reality through magic; it takes sweat, determination and hard work,” to legendary football coach Vince
Lombardi, “The price of success is hard work.” Over and over we have been told that success and the
American Dream is possible with hard work.

Unfortunately, current programs and policies that drive a safety net for individuals simply do not
support that premise. The long-term goal of creating a safety net of government programs was to
provide support for those in need and reduce poverty, thus creating a more equal and stable society.
By providing assistance with basic needs such as food and housing, such programs sought to prevent
individuals and families from falling into extreme poverty and help them achieve greater economic
mobility.

The long-term question for policy makers is whether current public policy is a safety net or quicksand.

Today, many of the programs and policies that make up our safety net discourage rather than
incentivize work for employees, forcing individuals into a cycle of government programs and poverty.
In fact, some of the proposals create a “benefits cliff,’ a situation where a small increase in income leads
to the cessation of certain government benefits, resulting in a net decrease in income.

This can create a disincentive for people to work harder or take on higher-paying jobs because they
would lose important benefits such as Medicaid, food stamps, or housing assistance. The benefits cliff
can create a poverty trap for low-income individuals and families, making it difficult for them to break
the cycle of poverty.

In March 2023, the Economic Policy Institute published a report in which they presented data
confirming that between 2019 and 2022, low wage workers across the United States have
experienced 9% real wage growth - the greatest since 1979 and greater than any other group.

Despite recent significant increases, the cycle of poverty continues to make it necessary for policy
makers to consider long-term solutions including tax incentives, education, and training to assist more
Coloradans on the pathway of higher wages.

Specifically, this paper examines the impact of an increased minimum wage on employees, employers,
and the Colorado economy.
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KEY FINDINGS

The "benefits cliff” is real and exists at discrete wage levels that may hinder some individuals
from pursuing increased wages. Those most impacted by a reduction in benefits as their income
increases are single parent families. As a result of a $1 wage increase from $30 to $31, a single parent
with one child will lose $6.25 in hourly benefits, this is the benefit cliff. The benefit cliff for families with
more children is more pronounced at a higher wage. Modeling shows some families are marginally
worse off per hour than if they had never received the increase in the minimum wage. Minimum wage
increases reduce employment, increase prices, and reduce consumer purchasing power.

Minimum wage adjustments shift much of the burden from the public sector onto the private
sector without substantially undoing the cost-of-living adjustment. In this way households
move in lockstep, roughly maintaining the same standard of living, and not getting ahead, in the midst
of a confusing and complex swirl of changing income and benefits levels.

Expenditures on the specified public benefit programs to help low wage households in
Colorado is a significant cost, approximately $12.24 billion (federal and state spending) in
2021.

The full impact of minimum wage increases can lower employment opportunity and suppress
real wages. An economic modeling simulation of raising the minimum wage to $17.29, equivalent
to Denver's 2023 rate, across the 7 Denver Metro counties shows a host of adverse economy-wide
impacts, that disproportionately impact lower wage workers.

Minimum wage increases have several economy-wide impacts, including:

Reduced levels of employment: Increasing the minimum wage to $17.29 per hour reduces overall
employment by 3,200 jobs (0.2%) in 2023, and further reduces it in 2033 by 29,000 (1.6%).

Increased prices: The PCE index, a similar measurement of consumer prices to the CPI, increased
by 1.43% on average through 2033.

Reduced real disposable income per capita: Despite nominal wage increases for some workers,
the loss of jobs, combined with higher overall prices reduced real disposable income per capita by
0.52%.

Increasing the marginal productivity of labor for low wage workers is necessary to alleviate
poverty. Staying employed and attaining education beyond high school, along with career specific
training is key to long-term economic success. For those able to maintain persistent employment,
considered to be at least 27 months (about 2 and a half years) out of a 36-month period, the incidence
of poverty is only 2.6%. Overall, getting more people to work consistently will impact poverty
perhaps more than any other actions.

Low wage workers, because of the way the minimum wage works, keeps up with inflation,
however, they never get ahead. The minimum wage changes are tied to inflation, they receive cost-
of-living adjustments, thus, increased wages lead to an overall net zero change.
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The Issue/Background

In 2016, Colorado voters approved Amendment 70 to increase the state’s minimum wage to $12 per
hour by 2020 and allow annual cost-of-living adjustments thereafter. In 2023, Colorado’s minimum
wage is $13.65 per hour and Denver's is $17.29 per hour.

By increasing its minimum wage, Colorado follows several states and cities attempting to increase
their minimum wages to a level closer to the self-sufficiency wage. The self-sufficiency standard was
created by the Center for Women's Welfare (CWW) at the University of Washington. It is a budget-
based living wage measure that defines the real cost of living for working families at a minimally
adequate level. The standard is an alternative affordability measure to the official poverty measure
established by the federal government. The self-sufficiency standard is one way of defining the amount
of income working families need to meet basic needs (excluding taxes) without public subsidies

(e.g., public housing, food stamps, Medicaid, and childcare) and without private or informal assistance.
The amount varies by family composition and location, in order to show the household income
required to meet local housing, childcare, food, health care, and transportation expenses. The

CWW makes available the self-sufficiency standard for every county in all 50 states and the District

of Columbia.' The 2023 self-sufficiency wage for several Colorado counties is included in Table 3
below. The gap between minimum wage and self-sufficiency is wide enough that, for most families,
increasing the minimum wage alone is not a path to achieving self-sufficiency. Closing the gap requires
more education and training, among other considerations outlined in this report. Policy makers could
intentionally decide to increase or decrease that standard of living (e.g., to bring it closer to the self-
sufficiency standard) or to step away from the concept of a social safety net in favor of privatized
solutions.

The self-sufficiency standard is distinct from the Federal Poverty Level (FPL), a measurement defined

in the 1960s that assumes food is one-third of a household’s costs and all other expenses fit within

the remaining two-thirds. Today, however, food accounts for only about 13% of America’s household
expenses because of the high costs of other components. The FPL does not account for rising
healthcare and housing or other changes in household costs such as the cost of technology. Though
the FPL is adjusted annually for cost-of-living increases, it has become inadequate at predicting
families’ actual costs of living. Additionally, the FPL is the same for each of the 48 contiguous states and
does not reflect regional variations in cost of living. Several social safety net programs exist to support
families experiencing the gap between low wages and basic needs costs.

These include the Supplemental Nutrition Assistance Program (SNAP), also known as food stamps,
Medicaid, housing and childcare subsidies, and Colorado’s low-income energy assistance program
(LEAP). Each of these programs has income eligibility thresholds and several also require claimants to
work to maintain benefits. Although these programs are implemented at local (city and county) levels,
the income thresholds for eligibility are, in most instances, based on the FPL.
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Table 1 shows the most recent statistics available on specified social program benefits, recipients,

and the share of Coloradans receiving benefits. The table represents both federal and state spending.
The approximate spending on specified public social benefits in 2021 was $12.24 billion. Medicaid
represented 85% of total public social benefit expenses, supporting more than 1.55 million Coloradans
or more than 1in 4 people in the state at the end of 2021. As of February 2023, the number grew to
over 1.7 million. There were 1.2 million enrolled in January 2020, right before the start of the pandemic,
and under 400,000 in FYO8 prior to the start of the financial crisis.

Table 1 - Public Social Programs Benefits - Number of Recipients, Spending,

and Share of Coloradans Receiving Benefits

Total SpentIn1Yearin  # of People Receiving Share of Coloradans

Program CO -2021 Benefits Receiving Benefit
SNAP $1.3B" 499,000 (2021)i 8.6%

TANF $424MV 28,059 (2021)" 0.5%
Medicaid $10.4B" 1,556,000 (2021)" 27%

LEAP $42.6Mvii 77444 (2021)* 1.3%
Section 8 $77.5M~ 15,700 (2020)* 0.3%

Total $12.24B

Policy makers consistently put forth increases in the minimum wage as a means to increase the
standard of living for low wage workers. Figure 1 shows the evolution of the minimum wage in
Colorado and Denver since 2007. At $17.29/hour, Denver’s minimum wage requirement just exceeds
the self-sufficiency standard wage for single person ($16.89/hour) but is far below the self-sufficiency
standard for households of more than one person. Later in this report, CSI models the economic
impact of increasing the minimum wage to $17.29/hour upon output, employment, and prices in the
Denver metro region.

Staying employed and receiving education beyond high school, along with career-specific training, is
key to long-term economic success. For those able to maintain persistent employment, considered to
be at least 27 months (about 2 and a half years) over a 36-month period, the incidence of poverty is
only 2.6%. Overall, getting more people to work consistently will reduce poverty perhaps more than
any other action. Policies should be calibrated to ensure that Colorado workers are not discouraged
from staying employed. A future paper will examine the beneficial impact of education and training on
economic mobility as well as how policy can make a difference.
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FIGURE 1 - COLORADO VS. DENVER MINIMUM WAGE GROWTH

Colorado vs. Denver Minimum Wage Growth, 2007-2023
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The 2023 Federal Poverty Level is shown in Table 2. According to the 2023 federal poverty guidelines, a
minimum wage of $17.29 per hour for an individual working full-time will provide enough income so that
s/he is above 150% of the FPL. This is also true for a family of two. At family sizes above two, however,
$17.29 per hour for full-time work provides only enough income to exceed the FPL by a small margin.

Table 2 - 2023 Federal Poverty Guidelines™
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Family Size FPL 133% 150% FT @$13.65 FT@$17.29
Individual $14,580 $19,391 $21,870 $28,392 $35,963
($7.01/hour) ($9.32/hour) ($10.51/hour)  ($13.65/hour)  ($17.29/hour)
Eamilv of 2 $19,720 $26,228 $29,580 $28,392 $35,963
y ($9.48/hour) ($12.61/hour)  ($14.22/hour)  ($13.65/hour)  ($17.29/hour)
ilv of $30,000 $39,900 $45,000 $28,392 $35,963
Family of 4 ($14.42/hour)  ($1918/hour)  ($21.63/hour)  ($13.65/hour)  ($17.29/hour)
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Table 3 shows the annual self-sufficiency income standard for various family sizes in three Colorado
counties. A minimum full-time wage of $17.29 per hour provides enough annual income for a single
adult to earn enough to meet the self-sufficiency standard. In a household with a child, the minimum
wage does not provide enough income to meet the standard.

Table 3 - Self Sufficiency Standard Annual Income*"

One Adult Adults
One Adult One preschooler One preschooler
County One Adult One preschooler One school age One school age
Denver $35,160 $68,799 $85,459 $91,607
($16.90/hour ($33.08/hour) ($40.61/hour) ($44.04/hour)
El Paso $32,589 $62,731 $74,313 $84,651
($15.67/hour) ($30.15/hour) ($35.73/hour) ($40.70/hour)
M $27901 $54,323 $64,730 $74,658
esa ($13.41/hour) ($26.12/hour) ($31.12/hour) ($35.89/hour)

Who Is Most Likely to Earn the Minimum Wage

Setting aside minimum-wage workers younger than 25 years old, vulnerable workers with barriers to
employment across the state are most likely to earn minimum wage. These barriers include the lack of
a high school diploma, a lack of job skills, criminal background, and, for women, living in poverty with
children. Nine percent of Coloradans over the age of 25 do not have a high school diploma, nearly
527,000 live in poverty, and 1.2 million have a criminal record.

For those at the bottom of the pay scale, regular full-time employment is inadequate to support
themselves and their families. Even before recent inflationary pressures, many individuals and families
received supplemental assistance such as SNAP, housing subsidies, energy assistance, and Medicaid to
make ends meet.

In order to limit overall poverty rates and societal costs, many of these benefits have work
requirements. In fact, most recipients of public assistance live in households with at least one
employed person. Research has shown that the combination of a strong economy, work
requirements, and work supports can increase employment and decrease poverty.
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Work Requirements and the Benefits Cliff

Today, many of the programs and policies that make up our safety net discourage rather than
incentivize work for employees, forcing individuals into a cycle of government programs and poverty.
In fact, some of the proposals create a “benefits cliff,’ a situation where a small increase in income leads
to the cessation of certain government benefits, resulting in a net decrease in income.

This can create a disincentive for people to work harder or take on higher-paying jobs or delay pay
increases because they would lose important benefits such as Medicaid, food, child care, or housing
assistance. The benefits cliff can create a poverty trap for low-income individuals and families, making
it difficult for them to break the cycle of poverty.

Overall, work requirements associated with public assistance programs can benefit workers and their
families. However, there are also income thresholds for benefits eligibility which workers may not
exceed without losing those benefits.

Although Colorado minimum wages are determined locally, income thresholds for benefits
eligibility are set using FPL as a basis. Increased earnings can result in reductions in public
assistance and create a net household income decrease. This can reduce low-wage workers’
incentive to work or make them reluctant to accept pay increases because they risk being
materially better-off at lower income levels.

Added to this pressure are changes from early 2023 when additional assistance from SNAP and
Medicaid, put into effect during the public health emergency caused by the pandemic, expired. States
received increased funding from the federal government for SNAP and Medicaid throughout the
pandemic, but just recently the temporary SNAP increases expired on March 1. In terms of Medicaid,
coverage will end for an estimated 315,000 Coloradans, with disenrollments spread out across 2023
or early 2024 The timing of the changes to the SNAP benefits related to both the minimum wage
increases and the expiration of the emergency order are unfortunate as food costs continue to
increase—by 11.8% in 2022 alone. i

Added to the complexity, the benefits administration and eligibility determinations are siloed, so that
families must work with each benefits provider to determine how their benefits will be affected by
changes in their wages.

Enter Cross Purpose, a faith-based nonprofit organization based in Denver that offers career and
leadership development programs to help underserved people gain access to opportunities and
create lasting generational change. Having witnessed the challenges working families face when the
public benefits helping them keep their family afloat are cut, Cross Purpose developed a tool to help
families plan for the impact of increased wages on one’s household. Cross Purpose’s tool consolidates
information from all forms of public assistance. It allows individuals to enter their family’s specific
information, then input the adjusted income to immediately show which benefits will be affected by
the income increase and then the overall net increase or decline in household income.
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The Cross Purpose Financial Planner is one tool designed to help low-income households, working
with a financial coach, make financial decisions with confidence. Such decisions are challenging
because the government benefits that a household receives, whether in the form of subsidies, stipends,
or tax credits, changes in unintuitive ways as the household’s makeup, income, and expenses change.
For example, the model can generate a scenario for a household of one adult and two children living

in Denver County and the user can explore how the benefits received by this household change as a
function of hourly wage. Some of these scenarios rely upon estimates of certain cost categories (for
example: once the household loses eligibility for a childcare benefit, what is the typical cost it would
incur for unsubsidized childcare?).

Figure 2 shows that a single parent with one child faces two distinct benefit cliffs. The first cliff is
caused by the loss of Section 8 housing benefits. This occurs when the parent receives a wage increase
from $22 per hour to $23 per hour. The parent’s increased hourly wage increases their income and
makes them ineligible for this benefit, causing a net estimated loss of $2.34 per hour. The parent hits
the second cliff upon receiving a pay increase from $30 to $31 per hour. The increased income makes
them ineligible for the Colorado Child Care Assistance Program (CCCAP) and causes an estimated
loss of $6.25 per hour due to decreased CCCAP benefits and a higher tax rate.

To fully understand how the financial picture of a household has changed between 2022 and 2023, it
is necessary to tease apart several factors. Table 4 captures these various factors in a highly detailed
manner across multiple benefits, all expressed in $/hour.

FIGURE 2 - EFFECT OF INCREASING WAGES ON BENEFITS FOR ONE ADULT AND ONE CHILD

Reduction in Hourly Wage by Expense Category
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When reviewing this table, it is important to understand that federal and state benefits programs
naturally become more generous over time as regulations adapt to inflation. Tax brackets shift and
the Federal Poverty Level is increased in response to the federal government'’s estimates of inflation.
This results in a natural increase in benefits and credits to all households in 2023 over 2022 and is not
predicated on any change in household income. This is acknowledged in the first section of the table.

For example, a single-parent family with two children living in Denver County will receive an increased
monthly allotment of food stamps (SNAP). When expressed in units of $/hour this increased allotment
is equivalent to a $0.55/hour raise. That value is converted to a yearly amount then divided by the
total number of hours worked per year at a full-time job: 16,640 = (52 x 40 x 8). On balance, this
family, which is assumed to be participating in all major available benefits programs and tax credits, will
experience an effective increase of $1.14/hour in benefits and tax credits from 2022 to 2023.

Secondly, and independent from the more generous taxes and benefits, Denver has instituted an
inflation-adjustment to the minimum wage of $1.42/hour. »i Though this increases some households’
earned incomes, it will also cause families’ benefits eligibility levels to shift. In the case of a single-
parent, two child household, the increased wage results in a reduction of SNAP benefits of about
$0.31/hour. On balance—and somewhat unintuitively—the $1.42/hour wage increase leads to a
decrease in that household's available funds: now, instead of the effective $1.14/hour increase noted
above, due to the reduction in SNAP and several other benefits, the household will only earn an
effective $0.99/hour more than in 2022 (see Table 4).

Finally, while the family does come away with a net $0.99/hour increase after both the 2023
adjustments and the minimum-wage adjustment are accounted for, this is not the complete picture.
To understand how the household’s living standard is impacted we must account for inflation to
determine if the $0.99/hour increase is enough to compensate for the increased costs of living. Once
inflation (assumed to be ~8% year-over-year) is taken into consideration, we find that the family’s net
income change is -$0.09 —which is largely consistent with $0.

The bottom line is the minimum wage adjustment shifts much of that new burden from the public
sector onto the private sector without substantially undoing the cost-of-living adjustment. In

this way households move in lockstep, roughly maintaining the same standard of living, and not
getting ahead, in the midst of a potentially confusing and complex swirl of changing income and

benefits levels.
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Table 4 - Change in the Financial Situation for Families on Minimum Wage

in Denver County between 2022 and 2023 ($/hr)

Single Single + 1 Child Single + 2 Children

More generous benefits due to benefits inflation adjustments going from 2022 to 2023

Childcare $0 $0.05 $0.06
Section 8 $0 $0 $o0
SNAP $o0 $0.41 $0.55
Healthcare $0.08 $0.06 $0
Taxes $0.08 $0.36 $0.53
Net Benefit Gain $0.16 $0.88 $1.14

Increase in minimum wage

Increase in Minimum wage +$1.42 +$1.42 +$1.42

Minimum Wage Increase + +$1.58 +$2.30 +$2.56
Increased Benefits

Resulting changes in benefits due to the increased minimum wage

Childcare $0 -$0.17 -$0.17
Section 8 $0 -$0.43 -$0.43
SNAP $o -$0.31 -$0.31
Healthcare -$0.20 -$0.13 -$0.04
Taxes -$0.34 -$0.55 -$0.63
Net Benefit Loss -$0.54 -$1.59 -$1.58

(Minimum Wage +
Increased Benefits) - $1.04 $0.72 $0.99
Benefit Loss

Inflation adjustment to capture increased cost of living in 2023 vs 2022

Inflation Adjustment Going
from 2022 to 2023 -$1.01 -$0.81 -$1.08

Net effective change in income in expressed in 2022 $/hour

Net Effective Change in
Income After Adjusting for $0.03 -$0.09 -$0.09
Inflation
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Impact of Inflation on Low-income Individuals

Figure 3 shows the annual FIGURE 3 - LOWEST QUINTILE ANNUAL INCOME
income, consumption, and AND CONSUMPTION

income minus consumption
for the upper tier of the lowest
income quintile from 2019 to

Annual Income Minus Annual Consumption for the Lowest Quintile Income
Group

@ Upper Income Limit Lowest Quintile [ Lowest Quintile Annual Consumption @@ Income - Consumption

2023. Consumption is higher $40000.00
than annual income every 53500000 /
$35,238.75
H H $34,031.01
year, PrOdUC'ng anegative $30,000.00 F= $30,615.40 53L444EL—_‘___S_29_6,7.&_00——-"'531,617,00
net effect. Presu mably, szsmomjszs‘oad,.uo $27,026.00 $28,007.00

people in this group are able
to consume more than their
annual income by using public
benefits. Because their income

$20,000.00

$15,000.00 4

$10,000.00

is not keeping pace with the $5000.00

costs of their consumption $0.00.g5 108.00

due to inflation, they're falling 4500000 h — — — —
farther behind. This problem is < K g & g
compou nded even more for Source: Tax Policy Center, BLS, and CSI Calculations

families with children.

Minimum Wage Increase Impact on Employers

Increases to the minimum wage can cause employers to struggle to keep low-wage employees
working. Unable to justify retaining vulnerable workers for the hourly wage required, employers may
choose to cut these employees, or they may invest in automation. Increased minimum wages also put
pressure on employers to increase mid-range wages to differentiate roles of varying responsibility.
These increases are not isolated to pay but affect benefits tied to employees’ base pay and other costs
such as unemployment insurance and payroll taxes. Often, firms strategically respond to minimum
wage increases by changing worker schedules to offer fewer hours or consolidate positions and

hire fewer workers. The net effect for low-wage employees is often fewer jobs or hours and thus a
reduction of household income.

Currently the federal minimum wage is $7.25 and has not been raised in more than a decade. In 2021
lawmakers considered a proposal to gradually increase the federal minimum wage to $15 per hour

by 2025. The Congressional Budget Office examined the impact of how this increase would affect
employment and family income. ™ While some families benefit from the increase, other families would
experience decreased household income because some workers in the family become unemployed.
In 2021, the CBO produced an additional report citing jobs lost due to a minimum wage increase to $15
by 2025, finding that employment would be reduced by 1.4 million workers* Overall, for both workers
and employers, higher minimum wages disincentivize work and job creation.
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Economic Analysis of Minimum Wage Policy and
Impact on the Colorado Economy

CSI modelled the impact of increasing the minimum wage to $17.29 per hour in the Denver metro area
using the REMI PI+ model. The model does not include the City and County of Denver as a standalone
region. It has three regions: Denver Metro, Denver South, and the rest of Colorado. Denver Metro
includes Adams, Boulder, Broomfield, Denver, and Jefferson Counties. Denver South includes Arapahoe
and Douglas Counties. For this modeling exercise we chose to apply the minimum wage increase to
Denver Metro and Denver South.

Using wages from the Bureau of Labor Statistics (BLS) for the Denver-Aurora-Lakewood MSA, the
occupational categories that had wage rates below the new minimum wage rate of $17.29 per hour
were identified.

Next, the percent increase in wage rates necessary to raise the wage rate for each of the 695
occupational categories in the BLS data was calculated. There were 483 occupational categories that
had employees earning less than $17.29 per hour. Each of the occupational categories was mapped
into the appropriate REMI industrial category. REMI has 72 industrial categories. Because multiple
occupational categories map into a single industrial category, the weighted average increase for each
industrial category was

calculated and input into FIGURE 4 - IMPACT OF MINIMUM WAGE INCREASE ON EMPLOYMENT

REMI via the wage rate IN THE DENVER METRO AREA

variable. . o
Employment in Denver Metro Area - Impact of Minimum Wage

Denver Metro includes Adams, Boulder, Broomfield, Denver, Jefferson, Arapahoe, and Douglas

The wage increases result Counties

in a change to the cost
of labor and production,
as well as a substitution

0% =
-0.2%

between capital and labor 047

usage. The increased
cost of labor causes

-0.6%
-0.8%
employers to reduce the
level of employment. The
minimum wage reduces
overall employment

by 0.2% in 2023 from
the baseline level of

1%

-1.2%

% Difference in Employment

-1.4%

Employment

employment and further ]

reduces it in 2033 by 1.6%, e
as shown by Figure 4.

<5
% -
2

1.6% % Difference in
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Figure 5 shows the FIGURE 5 - IMPACT OF MINIMUM WAGE INCREASE ON EMPLOYMENT
baseline level of IN THE DENVER METRO AREA

employment and
pioy Employment in Denver Metro Area - Impact of Minimum Wage

employment after Denver Metro includes Adams, Boulder, Broomfield, Denver, Jefferson, Arapahoe, and Douglas
increasing the minimum Counties
wage to $17.29 per hour. 18401 %":E’@?:’éﬁ?’.
asellne

Employment growth 1,820

. Total
begins to taper off oo Mt Wage
beginning in 2027 though
it still increases. The 1780
minimum wage increase

reduces the level of

1,760

1,740 4
employment in all years
as employers reduce 17207
employment in response

to higher labor costs.

Employment (Jobs in 1,000's)

1,700

1,680

Table 5 shows the model 1,660
results of increasing S S S S
the minimum wage to ooy r
$17.29 per hour in terms of the percentage change relative to the baseline model. Employment as
previously discussed is lower every year. Gross domestic product is lower than the baseline in every
year, and by 2033 is 0.93% below the baseline. Inflation, as measured by the personal consumption
expenditures price index, is higher than the baseline by 1.43% on average over 2023 to 2033. As
advocates of the minimum wage argue, personal income increases relative to the baseline by 115%
on average from 2023 to 2033. Raising the cost of labor by increasing the minimum wage without

T
2
&

v W

increased operational efficiencies or increased quality of products and services to offset the higher
labor costs raises prices. The result is that real incomes are lower due to the inflationary impact of the
wage increases. Therefore, the minimum wage increase does not increase the standard of living for
minimum wage workers.

Compounding the problem is that the workers who are most vulnerable to losing their jobs as a
result of minimum wage increases are those whose productivity is low—the very people the policy is
designed to help.
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Table 5- Impact of Minimum Wage Increase on Denver Metro Area

(Percent Change from Baseline)

Category 2023 2024 2025 2026 2027 2028 2029 2030 2031 2032 2033

Total Employment -018% -034% -0.53% -073% -091% -1.08% -122% -134% -143% -151% -157%

Gross Domestic Product  001% -009% -022% -037% -050% -0.62% -072% -0.80% -0.86% -0.90% -0.93%

Personal Income 171%  166%  154%  140%  125%  110% 098% 087% 078% 070%  0.64%

Real Disposable Personal

o o o o o o o o o o o
Income per Capita -0.08% -0.22% -036% -0.48% -057% -0.63% -0.66% -0.68% -0.68% -0.68% -0.66%

PCE-Price Index 1.58% 1.55% 1.52% 1.49% 1.45% 1.42% 1.39% 1.37% 1.35% 1.33% 1.32%

What Programs or Policies Incentivize Work

There are programs shown to incentivize work, most notably the Earned Income Tax Credit (EITC)
and the Child Tax Credit (CTC). EITC is a tax break for low- and moderate-income workers. To
qualify, individuals must have worked in the year for which they are requesting the tax credit. Credits
range from $560 for a single adult to $6,935, depending on tax filing status, income, and number of
dependent children in the household. EITC is most impactful for the bottom two quintiles of earners
and creates a strong incentive for non-workers to become employed. Research on EITC shows that
it is the first step toward economic mobility, since moving into the world of work is the first step to
moving up the pay scale.

The National Bureau of Economic Research showed that EITC increases the share of women with
lower education levels who work. EITC is widely acclaimed for lifting millions of people, including
several million children, out of poverty, while also helping millions more avoid poverty. In 2017, one in
six tax returns claimed the EITC* Depending on the household type, workers become ineligible for
this tax credit at between $43,000 and $56,000 of income per year.

Colorado is one of 28 states plus the District of Columbia to offer a state EITC to those who qualify

for the federal EITC. In Colorado, residents who receive the state EITC can get an additional 20% of
whatever amount they receive from the federal EITC. New legislation, HB23-1112, has been introduced
that would increase the EITC a Colorado resident can claim on his/her state income tax to 40% of the
federal credit.

HB23-1112 also proposes to increase the share of federal credit that a resident individual can claim for
the CTC on their state income tax return by 20%, 10%, or 5%, depending on the individual's income
level. CTC is newer and the effects have not been studied as extensively as EITC, but it is similarly
designed in that it is only available to working families and phases out as earnings increase. The

tax savings from the EITC and CTC has been shown to lead to benefits for all household members.
Research suggests that children in these households do better in school, are more likely to attend
college, and are expected to earn more as adults."
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Recommendations

States should push the federal government for more control over benefits thresholds, allowing them
to vary based on regional cost of living rather than a one-size-fits-all federal poverty level standard.

Because benefit cliffs can occur as a result of federal poverty level standards, states should lobby
for gradual tapering of benefits, as opposed to dramatic decreases, to match gradual increases in
household incomes and create a nimbler safety net that helps employees improve their economic
mobility.

States should audit their existing benefits and identify the benefit cliffs experienced by workers. In
particular, Colorado could carefully examine the income thresholds for the Colorado Child Care
Assistance Program (CCCAP), which is a state benefit and has a significant cliff.

Entities within state governments and private organizations should create publicly accessible tools
for workers to better understand the impacts of minimum wage increases on public benefits so that
they can create realistic financial plans for their households. The aim should be to create a one-stop
shop where beneficiaries can see the impact of increased wages on all benefits they are receiving
to help them create realistic household financial plans. In addition to tools, individuals would benefit
from coaching and financial planning.

States should identify best practice models with proven records of increasing employment
outcomes for low-income workers.

Because they are effective at incentivizing work, Colorado lawmakers should support improvements
to the Earned Income Tax Credit and Child Tax Credit for those qualifying for federal tax credits.
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CONCLUSION

With recent increases in energy and food costs, family budgets are stretched even thinner. The increase of

Colorado's minimum wage to $13.65 and Denver’s to $17.29 will reduce employment, decrease realincome, and
raise prices in most cases. Low-wage workers only benefit when an increase in the minimum wage coincides
with an increase in productivity or higher quality products and/or services. At the same time, it increases prices
for everyone, making them marginally worse off if their wages do not increase.

Even as low-wage earners work to support their families, they experience a gap between minimum wage and
self-sufficiency that public assistance can help cover in the short-term until the workers move up the pay scale
to self-sufficient wages. Anywhere there are high minimum wages, like Colorado, the disparity between those
wages and Federal Poverty Guidelines risks creating disincentives to work for low wage workers in the near
term.

Whether benefits are cut incrementally (a ramp) or entirely (a cliff), the impact on households is material
and can be demotivating. This is despite the fact that long-term employment decreases the need for just
such benefits. Colorado should approach the federal government to make the case for smoothing income
thresholds into more effective ramps (and not cliffs) and applying these thresholds regionally for the sake of
incentivizing work and helping workers attain economic mobility through long-term employment.

We must make work worth it. When used well, public assistance can supplement household incomes for the
short-term to help families make ends meet. Outdated benefits testing from the federal government works
against local efforts to incentivize employment for the most vulnerable workers.

The real path to economic mobility is persistent employment, education, and training. If our systems help
people maintain employment, eventually they will require less support and move out of poverty.
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Appendix

Figure A1l shows the benefit cliff outlook for a family of one adult and two children. The single parent
with two children still faces the same two benefit cliffs related to Section 8 housing and CCCAP,
although these cliffs occur at higher wage levels than for a single parent with one child. When receiving
a pay increase from $25 per hour to $26 per hour, the parent loses their Section 8 benefits entirely,
costing them $1.57 per hour. However, the parent faces the largest benefit cliff of the four family size
scenarios modeled when seeing their hourly pay increase from $38 per hour to $39 per hour. As a
result of this $1 hourly pay increase, a parent with two kids will lose $15.28 per hour because of
CCCAP benefits being cut off.

FIGURE A1-ONE ADULT TWO CHILDREN
Reduction in Hourly Wage by Expense Category

This graph shows, as a function of hourly wage, how different portions of an additional hourly dollar gained are lost o reduced benefits andfor increased taxes.
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Figure A2 depicts the same benefit cliffs surrounding Section 8 and CCCAP as shown previously, but
two parent one child households experience a slightly smaller CCCAP cliff than other family size units.
Still, two adult one child households experience a $5.70 hourly decrease in CCCAP benefits for a $1
hourly pay increase when the working parent moves from $38, to $39 per hour.
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FIGURE A2 - TWO ADULTS ONE CHILD
Reduction in Hourly Wage by Expense Category

This graph shows, as a function of haurly wage, how different portions of an additional hourly dollar gained are lost to reduced benefits and/or increased taxes.
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Figure A3 shows outcomes for a two adult, two child household. This family size experiences the
smallest Section 8 benefit cliff of any of the modeled groups. Unfortunately, it also faces the second
highest CCCAP benefit cliff, losing $14.49 per hour for a $1 per hour pay increase when moving from $45
to $46 per hour.

FIGURE A3 - TWO ADULTS TWO CHILDREN
Reduction in Hourly Wage by Expense Category
This graph shows. as a function of hourly wage, how different portions of an additional hourly dollar gained are lost to reduced benefits andfor increased taxes.
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