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INTRODUCTION AND MAIN FINDINGS

Big box retailers are seeking to expand into major metropolitan areas in the United States. Elected
officials and policy makers are struggling to understand the impact these retailers would have on
their cities. Some cities are considering “living wage” policies that would establish higher minimum
wage standards on retailers of a certain size. As the largest retailer and largest employer in the United
States, Walmart’s expansion plans have attracted the most attention and focus from policy makers.

The growth of big box retail is a mixed blessing to local communities. There is strong evidence that
jobs created by Walmart in metropolitan areas pay less and are less likely to offer benefits than those
they replace. Controlling for differences in geographic location, Walmart workers earn an estimated
12.4 percent less than retail workers as a whole, and 14.5 percent less than workers in large retail in
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general.! Several recent studies have found that the entry of Walmart into a county reduces both
average and aggregate earnings of retail workers and reduces the share of retail workers with health
coverage on the job. The impact is not only one of substitution of higher wage for lower wage retail
jobs, but also a reduction in wages among competitors.> As a result of lower compensation,
Walmart workers make greater use of public health and welfare programs compared to retail
workers as a whole, transferring costs to taxpayers.3

Big box retail in general, and Walmart in particular, also brings benefits to consumers in the form of
lower prices. Studies of Walmart prices find them to be 8 to 27 percent lower for food compared to
major supermarkets. Just as competition from Walmart has led competitors to reduce wages, it also
leads them to reduce prices.* Basker (2007) cites the results of a Pew Research Center Survey to
conclude that poorer consumers disproportionately benefit from Walmart’s lower prices.> Furman
(2005) makes a similar argument, and further states that Walmart could not raise wages without rais-
ing prices which, he argues, would hurt poor and low-income consumers.®

To understand how a mandated wage increase would impact poor and low-income families, we need
to understand both the size and distribution of any projected increase in consumer prices. We need
to understand the economic status of Walmart workers and consumers and how an increase would
impact each group. If most Walmart workers came from higher-income families and consumers from
low-income families, a mandated wage increase might result in a net transfer away from
low-income families. If the opposite is true, it might result in a net transfer to low-income families.

In this study we update a previous analysis of how a higher wage standard would impact both
Walmart workers and consumers, and how those impacts are distributed across income levels. We
use a $12 per hour minimum as the hypothetical wage standard for the analysis.

! Arindrajit Dube and Steve Wertheim. “Walmart and Job Quality: What Do We Know and Should We Care?” October 2005.

2 Arindrajit Dube, T. William Lester and Barry Eidlin. “Firm Entry and Wages: Impact of Walmart Growth on Earnings
Throughout the Retail Sector” August 2007; David Neumark, Junfu Zhang and Stephen Ciccarella. “The Effects of Walmart
on Local Labor Markets.” October 2005.

3 Arindrajit Dube and Ken Jacobs. “Hidden Cost of Walmart Jobs: Use of Safety Net Programs by Walmart Workers in
California” August 2004.

4 Jerry Hausman and Ephraim Leibtag. “Consumer Benefits from Increased Competition in Shopping Outlets: Measuring
the Effect of Walmart.” 2005.

® Emek Basker. “The Causes and Consequences of Walmart's Growth.” 2007. The Pew Survey found that 53 percent of
respondents with annual earnings under $20,000 reported regularly shopping at Walmart, compared with 33 percent of
those with annual incomes above $50,000. (Pew Research Center 2005). Note that the Pew data does not control for the rea-
sons shoppers gave for frequently shopping at Walmart; it is possible that low-income shoppers shop more regularly at
Walmart because they have fewer stores to choose from, or may lack transportation to reach other stores as easily.
Consumer data collected by Neilson shows that those surveyed say that their main reason for choosing Walmart was loca-
tion (34 percent). Twenty-five percent of respondents say their main reason is low prices (Hale 2004).

SJason Furman. "Walmart: A Progressive Success Story." November 28, 2005.
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Main Findings
IMPACT ON WORKERS

Our analysis reveals that establishing a higher minimum wage for large retailers like Walmart would
have a significant impact on workers living in poverty or near-poverty. We find that 41.4 percent of
the pay increase would go to workers in families with total incomes below 200 percent of the federal
poverty level (200 percent FPL). These poor and low-income workers could expect to earn an
additional $1,670 to $6,500 a year in income for each Walmart employee in the family, before taxes.

IMPACT ON CONSUMERS

Even if Walmart were to pass 100 percent of the wage increase on to consumers, the average impact
on a Walmart shopper would be quite small: 1.1 percent of prices, well below Walmart's estimated
savings to consumers. This works out to $0.46 per shopping trip, or $12.49 per year, for the average
consumer who spends approximately $1,187 per year at Walmart. This is the most extreme estimate,
as portions of the raise could be absorbed through other mechanisms, including increased produc-
tivity or lower profit margins.

While Walmart shoppers are disproportionately middle- and lower-income, the customers who
spend the most at the store are somewhat less likely to come from poor and low-income families. We
find that 28.1 percent of the total price increase would be borne by consumers in families below 200
percent FPL. In comparison, 41.4 percent of the benefits would go to Walmart workers in families
below 200 percent FPL.

In summary, we find that a Big Box Ordinance or similar legislation that raises wages would provide
significant, concentrated benefits to workers, almost half of them in poor or near-poor families, while
the costs would be dispersed in small amounts among many consumers across the income
spectrum. In net, a wage increase for Walmart workers represents a transfer of income to poor and
low-income families. Low-income Walmart workers would see a raise of $1,670 to $6,500 per year,
while the average Walmart shopper would spend an additional $12.49 per year. Both the benefits to
workers and the costs to consumers would be smaller in higher wage states and metropolitan areas.

IMPACT ON WORKERS

What if Walmart put in place a $12 per hour minimum wage for all its hourly employees in the U.S.?
How much would it cost Walmart, and how much of the increase would benefit workers in poor and
low-income families?

In order to calculate the cost of a wage increase for Walmart, we use detailed data on Walmart work-
ers’ starting wages and average pay in 2001 for 156 job titles from Richard Drogin’s analysis of
Walmart payroll data. Wages are adjusted to 2010 dollars using average annual wages reported by
Walmart. Although much of the variation in wages within the Walmart workforce is captured by the
job-based wage distribution, each job category has workers earning at different levels. To capture
this added variation within job titles, we use household level wage data from the March Current
Population Survey (CPS), and assumptions based on existing estimates in the literature on within-
company and between-company components of wage variance. We also use the March CPS to
estimate the family income of Walmart workers by statistically profiling them based on their wage
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levels, gender, full-time status and industry of work. For a full description of the methodology, see
Appendix A. The key finding of this report—that a higher wage standard at Walmart represents a pro-
gressive income redistribution even accounting for effects on consumers—is quite robust to a plau-
sible range of assumptions we use in our analysis.

Based on the distribution of wages for the Walmart workforce, we estimate that a $12 minimum wage
would increase Walmart's total payroll for hourly workers by 11.1 percent (Table 1). With
a total hourly payroll of 28.9 billion for the company in 2010, this comes to $3.21 billion per year.
About 41.4 percent of this increase would go to workers with family incomes below 200 percent FPL
(Table 2).

Table 1. Increase necessary for a $12 minimum Table 2. Percentage of payroll increase
wage for Walmart hourly employees going to workers in poor and low-income
families
Increase in Walmart's hourly payroll 11.1 percent Below 200% FPL 41.4%
as percent of total hourly payroll '
Over 200% FPL 58.6%
Increase in hourly payroll as dollar 3.21 bill
.21 billion

annual amount S Total 100%
Source: Authors’ analysis based on data from Drogin 2003, Source: Authors’ analysis based on data from Drogin 2003,
www.walmartfacts.com and March Current Population Survey, www.walmartfacts.com and March Current Population
Annual Social and Economic Supplement. Survey, Annual Social and Economic Supplement.

What would the raise to $12 per hour look like for the Walmart workforce? Walmart notes that its
average hourly wage is $11.75 for full-time associates. However, not all employees earn the average.
In fact, payroll data from 2001 suggests that there is a good deal of variation in hourly wages by
gender, race and job title. As shown in Table 3 (page 5), adjusted for current income, workers
currently earning below $9 an hour would receive a 37 percent wage increase on average, depending
on the number of hours worked. Those earning between $9 and $12 an hour would receive a 14 to 16
percent average wage increase. In dollar amounts, the wage increase to $12 per hour would result in
$3,250 to $6,500 average annual pay increases for workers with wages below $9 an hour, and $1,670
to $2,640 average pay increase for workers with wages between $9 and $12 an hour. (The range
reflects the difference between full and part-time workers). The post-tax increase would be lower for
some workers that qualify for the Earned Income Tax Credit, depending on the precise family income
level.

The distributional impacts would be reduced to the degree that firms respond to the mandated
increase by hiring more skilled labor. The empirical evidence on similar policies suggests such
impacts would be small.”

" Michael Reich, Peter Hall and Ken Jacobs. “Living Wage Policies at the San Francisco Airport: Impacts on Workers and
Businesses.” 2005; David Fairris, David Runsten, Carolina Briones and Jessica Goodheart. “Examining the Evidence: The
Impact of the Los Angeles Living Wage Ordinance on Workers and Businesses.” 2005.
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Table 3. Impact of raises on low-wage Walmart workers*

Category Total number Average Annual Annual Total annual | Percentage
of worker of workers wage income at income at increase increase
(estimated) (estimated) | current wage $12/hour (before taxes)
Eglr;vtv”gg/hr 159,012 $8.75 $8,750 $12,000 $3,250 37%
o €5 143,980 $8.75 $17500 | $24000 |  $6,500 37%
oo 212,536 $10.33 $10,330 $12,000 $1,670 16%
S5 1o 385,807 $10.53 $21,060 $24,000 $2,940 14%

*Assumes that full-time is 40 hours per week, and part-time is 20 hours per week for 50 weeks. All numbers are in 2010 dollars.

Source: Authors’ analysis based on data from Drogin 2003, www.walmartfacts.com and March Current Population Survey, Annual Social
and Economic Supplement.

IMPACT ON CONSUMERS

Another important question to address is how a $12 per hour minimum wage would impact
consumer prices charged by Walmart. It is not necessarily the case that Walmart would pass on the
total cost of a wage increase to its shoppers through higher prices. Part of the cost could be absorbed
through accepting a lower profit margin; leveling or reducing management salaries and bonuses;
and through improved labor productivity due to increased effort, lower turnover, and lower
absenteeism.? To the degree that Walmart's lower relative wages have led to greater opposition to the
company's expansion in urban areas, measures to respond to critics may improve the business cli-
mate for the company, opening new markets in urban areas and lessening the time needed to secure
necessary zoning changes.

For the purposes of this paper, however, we examine the outermost case of what would happen if
Walmart were to pass the entire cost of the wage increase on to consumers.

As we showed in the previous section, the cost for Walmart of a $12 per hour wage increase would
amount to $3.21 billion a year in payroll costs, or 11.1 percent of Walmart's current hourly payroll. If
we distribute this among all consumers, we find that it amounts to 46 cents per shopping trip for the
average consumer, based on the annual sales and customer figures provided by Walmart for 2010
(Table 4, page 6).

8 A Bank of America analysis estimates that the after-tax impact of a $0.50 per worker wage increase by Walmart would be
$0.013 earnings per share. David Strasser and Camilo R. Lyon. Bank of America Retailing Report on Walmart Stores, Inc.
March 8, 2007. While little research has been done on the impact of reputation on stock price, Communications Consulting
Worldwide suggests that in the case of Walmart it could be significant. Pete Engardio, “Beyond the Green Corporation,”
BusinessWeek. January 29, 2007; Jared Bernstein and L. Josh Bivens. “The Walmart debate: A false choice between prices
and wages.” June 2006.
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Table 4. Annual cost for average shopper

Total cost of raises, wages and benefits $3,200,000,000
Total U.S. sales, year ending in Jan 2010 $304,900,000,000
Sales per day $835,000,000
Total U.S. customers per week 133,000,000
Average customers per day 19,000,000
Average sale per customer, per day $43.95

Cost of total raises, per day $8,800,000
Cost of raise per customer $0.46

Raise as % of sale, per customer 1.1%
Annual cost, for average shopper 12.49

Source: Authors’ analysis based on data from Drogin 2003, Hale 2004, Nielsen Company 2010, www.walmartfacts.com and March
Current Population Survey, Annual Social and Economic Supplement. All data is for the U.S. only.

To estimate the impact per shopping trip, we use Walmart's annual U.S. sales data and weekly
customer data. We divide sales by 365 and customers by seven to get the average sale per customer
per day. We then divide the total annual payroll increase by 365 to get the cost of the wage increase
per day.

Using Walmart's figures on U.S. sales and customers, we find that the average customer spends
$43.95 per shopping trip, and makes 27 shopping trips per year,® spending $1,187 annually at the
store (Table 4). The 46 cent increase amounts to a 1.1 percent increase in prices. For the average
shopper, this would result in a price increase of $12.49 a year.

The Nielsen Company provides a breakdown of Walmart shoppers by household income using its
Homescan Consumer Panel. The panel consists of a sample of over 100,000 randomly selected
households who use in-home scanning devices to record where they shop, what they buy, what they
spend, and whether or not they used a coupon or took advantage of a store deal in their purchase of
a product. Of the total households in the sample, 51,000 made at least one shopping trip to Walmart
during the year.

The Nielsen Company analysis shows how Walmart sales are distributed across shoppers from
different household income brackets (Table 5, page 7). Data from the Current Population Survey
allows us to estimate the share of shoppers in these household brackets who are in families below
200 percent FPL.!9 By multiplying the percentage of sales of each income bracket by the fraction
below 200 percent FPL, we estimate that 28.1 percent of Walmart’s sales are purchased by families
earning below 200 percent of the federal poverty level.

9Todd Hale, “Understanding the Walmart Shopper.” 2004.

19 To find the percentage living in poverty, we use the March Current Population Survey ASEC (Table 6). In order to
make overall consumers more representative of Walmart consumers, the sample was re-weighted to make each state's
percentage of U.S. households equal to each state's percentage of U.S. Walmart stores.
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Table 5. Walmart shoppers and sales by household income, 2010

A B C
Fraction of Walmart sales purchased by
Annual Household Percent of shoppers earning families below 200% FPL
Income Walmart sales below 200% FPL (A times B)
$100,000 or more 18% 0.7% 0.1%
$70,000 to $99,999 17% 2.2% 0.4%
$50,000 to $69,999 18% 7.6% 1.4%
$40,000 to $49,999 11% 19.3% 2.1%
$30,000 to $39,999 11% 27.6% 3.1%
$20,000 to $29,999 13% 64.4% 8.2%
Below $20,000 13% 100.0% 12.9%
Total 100% 28.1%

Source: Nielsen Company 2010 and March Current Population Survey. Percentages may not add up due to rounding.

Note: FPL status depends on family size, which explains how a household earning $100,000 or more could still be below 200 percent FPL.

CONCLUSION

Should policy makers consider supporting legislation that would raise wages at Walmart? Should
they be concerned that low-income shoppers will bear the cost if Walmart is required to increase its
minimum wage to $12 an hour?

Our data suggests that a $12 per hour minimum wage standard at Walmart would be effective in
aiding lower-income families. If Walmart increased its minimum wage to $12 per hour, 41.4 percent
of the income gain would accrue to workers with wages below 200 percent FPL. These low-wage
workers could expect to earn an additional $1,670 to $6,500 a year in income.

If Walmart passed on 100 percent of the wage increase to consumers through price increases, which
is unlikely, the impact for the average Walmart shopper would be $12.49 a year (Table 6, page 8). We
estimate that 28.1 percent of the impact of the price increase would be borne by shoppers with
incomes below 200 percent FPL.

Finally, we should consider the impact of a mandated wage increase on the economic viability of big
box retailers. Some analysts suggest that Walmart could not just raise wages, and prices, given that

it operates in a competitive environment. However, a living wage policy would require all large retail-
ers to operate under the same standards. When a big box living wage policy was previously
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Table 6. Impact of Walmart raises on workers and shoppers

Workers:

Percent of wage increase going to workers < 200% of FPL 41.4%
Estimated increase in annual earnings for low-wage workers (before taxes) $1,670 to $6,500
Shoppers:

Percent of wage increase borne by shoppers < 200% of FPL 28.1%
Estimated additional annual cost to average shopper $12.49

Source: Authors’ analysis based on data from The Nielsen Company 2010 and the March Current Population Survey.

proposed in Chicago, Steve Hoch of the Wharton Business School argued that it was unlikely to have
a negative impact on retailers or Chicago: "The standard argument by the retailer is that they can't
afford to do it, but if everybody has to, then the playing field is level." His argument is born out by
recent research on the economic impacts of minimum wage and living wage ordinances.

In conclusion, big box living wage laws provide a means of capturing the positive benefits to
consumers of the big box retail model, while mitigating the negative impacts on workers.

This report updates a 2007 Center for Labor Research and Education report, “Living Wage Policies and
Walmart: How a Higher Wage Standard Would Impact Walmart Workers and Shoppers,” by Arindrajit
Dube, Dave Graham-Squire, Ken Jacobs, and Stephanie Luce (December 2007).
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Appendix A:
Payroll data and distribution of wage increase by poverty status

In order to estimate the effect of a $12 per hour minimum wage, one needs the distribution of wages
for Walmart hourly workers. Despite multiple request, Walmart officials were not able to provide
information on the wages beyond what can be found on their website. Fortunately, there are numer-
ous other sources to provide wage distribution estimates. We use the Drogin'? data set as the basis
for this estimate and the Current Population Survey (CPS) to understand the poverty status of the
Walmart workers.

ESTIMATING 2010 PAYROLL FROM THE DROGIN DATA

The Drogin data contains the average pay in 2001 for 156 different job titles by gender and full-
time/part-time hourly workers employed at the end of 2001. This results in 502 different “job cate-
gories” based on title, gender and full/part-time status. We increase the number of workers in each
job category so that the total number of hourly employees equals 1,400,000'4 and 65 percent are full-
time while 35 percent are part-time.!® The average wage for each job category is “aged” to 2010 lev-
els by a common growth rate. This rate was chosen to be such that the average wages for full-time
hourly workers in the data set equal Walmart's self-reported average wage for full-time hourly work-
ers in 2010.16 We also know the starting wages (in 1998) of job categories with at least 1,000 employ-
ees (appendix 11a of the Drogin data). To bring these wages up to 2010 levels, we use three pieces of
information: 1) from 1998 to 1999, we use the CPI to inflate wages as no other source is available; 2)
from 1999 to 2001, we use the growth in average wages of hourly workers to inflate the starting wages;
and 3) from 2001 to 2010, we use the 2010 wages of full-time hourly workers to estimate the growth
in starting wages—analogous to the way in which we estimate the growth in average wages. For job
categories where starting wages are not available we use $7.25, the federal minimum wage.

The average and starting wages by job categories provide a rich description of pay-setting within
Walmart. However, to estimate the cost increase from a $12/hour floor, we also require the wage dis-
tributions within each job category. We know the average wage in each of these jobs, but we also
need to know something about the variance in wages within these detailed categories.
Unfortunately, the Drogin data does not contain information about within-job variance in wages. To
remedy this, we use a multi-step process that involves: 1) estimating the overall variance in wages for
large general merchandisers using the CPS; 2) making an assumption about how much of this vari-
ance represents within-Walmart variance in wages; 3) backing out how much within-job within-
Walmart variance must exist to produce the overall within-Walmart wage variance.

13 Richard Drogin. "Statistical Analysis of Gender Patterns in Walmart Workforce." February 2003.
4 From http://walmartstores.com/download/2230.pdf August 2010.

15 Authors’ analysis of hourly workers in large general merchandise retailers from the 2005-2010 March Current Population
Survey where full-time is defined as working 34 or more hours per week. Sample weights were adjusted on a state-by-state
basis to represent the fraction of Walmart associates in each state.

16 From the website http://walmartstores.com/download/2230.pdf, the average, full-time hourly Walmart employees
earned $11.75/hour in 2010. In 2001 the average earnings for full-time hourly employees in the Drogin data was $9.10/hour.
Thus the wages for all job titles for each gender and for full and part-time workers was increased by 11.75+9.10, or 29.1 per-
cent.
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We first use the March CPS to estimate the variance in wages for workers of general merchandise
retailers with more than 1,000 employees, which is found to be 34.02. Walmart employees now make-
up 71 percent of such workers.!” We assume that the standard deviation of wages for Walmart would
be some fraction of the standard deviation of national wages in the industry. We set this fraction at
30 percent of the variance (or 55 percent of the standard deviation). Since Walmart's wages are more
than 20 percent lower than other large general merchandisers, a sizeable portion of the variance in
wages of large general merchandise workers reflects between-firm differences. For this reason, with-
in-Walmart wage variance is unlikely to be the source of the majority of the overall variance.
However, as we show below in a set of robustness exercises, assuming a fraction much larger (say 80
percent of overall wage variance is within Walmart) does very little to the results; the intuition for this
is that most of the variation in wages is already being captured by mean and starting wages of
detailed job-based categories. Our assumption, then, is that the overall variance in wages for
Walmart hourly workers is 0.3 * 34.02 = 10.21.

If the overall variance in Walmart wages is 10.21, and the variance in wages by job category is 3.83,
then the within-job residual variance is by definition 10.21 - 3.83 = 6.38. We further assume that the
wages within each category are distributed lognormally, left censored at the starting wage for each
job category. In other words, we estimate 502 separate lognormal distributions for the 502 different
job categories, each of which has a separate mean and a common variance parameter.

Wages in the lognormal distribution below the starting wage are set to the starting wage amount.
These job-based wage distributions are used to estimate how many workers are in various hourly
wage intervals. (As we report in the section on robustness checks, we also fit a more parsimonious
model, with fewer job categories; our final results are very similar.)

Using these assumptions, we arrive at the following total wages and wage distribution for Walmart
hourly workers:

$26.82 billion — hourly wages for 2010
$2.05 billion — payroll tax of 6.2% for FICA, 1.45% for Medicare
$28.87 billion — total wages and payroll tax for 2010

7 Dube and Wortheim (2005) estimate that Walmart constitutes 55% of all general merchandise workers and 71% of large
general merchandise workers.
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Table Al. Constructed 2010 distribution of wages for Walmart hourly workers

Wage level Percent of hourly workers
at wage level in 2010

$7.25 0.6%
$7.26—59.00 21.1%
$9.01—512.00 42.7%
Above $12.00 35.6%

Source: Authors’ analysis based on data from Drogin 2003, www.walmartfacts.com and March Current Population Survey, Annual Social
and Economic Supplement.

DETERMINING THE PORTION OF THE INCREASE GOING WORKERS BELOW OR NEAR THE FEDERAL POVERTY
LEVEL FROM THE MARCH CURRENT POPULATION SURVEY

To arrive at estimates about the poverty levels of Walmart workers, we estimate the likelihood of
being poor or near poor by wage categories as well as demographic information using the Current
Population Survey. Fundamentally, we assume that the poverty status of workers at Walmart will be
the same as workers at general merchandise retailers with more than 1,000 employees, conditional
on wages, gender and full/part-time status. Using wage categories of $7.25-$8, $8-$9, $9-$10,
$10-$11, and $11-%$12, we determine the percentage of workers below 200 percent FPL for each wage
category. The Walmart job categories are based on gender full/part-time status so we compute dif-
ferent percentages for females working part-time, females working full-time, males working part-
time and males working full-time. We apply these percentages to the Walmart wage data to deter-
mine which portions of a hypothetical wage increase (of $12/hour minimum) would go to workers in
the different poverty levels.

Due to the small number of workers in general merchandise big box retail in the March CPS we use
two techniques to improve our estimate of the workers below 200 percent FPL. First, we combine the
March CPS over six years, from 2005 to 2010, adjusting wages by the CPI so that workers’ earnings are
in 2010 dollars. Next, we statistically estimate the fraction of general merchandise workers below 200
percent FPL by using linear regression. We predict whether a worker is below 200 percent FPL by four
categorical variables: wage level ($7.25-$8, $8-$9, $9-$10, $10-$11, $11-$12, above $12), gender,
part-time/full-time status and a binary variable to indicate an individual works for a large general
merchandise employer. This model is estimated using the CPS sample of all retail workers earning
less than $16 per hour. This model is then used to predict the probability of large (employers with
1,000 or more employees) general merchandise workers of being below 200 percent FPL based on
wage level (see table A2, page 12).

To check for the robustness of this statistical model, we repeat the regression with three of the four
dependent variables interacting with the indicator variable for large general merchandise workers.
This makes very little change in our final results; the fraction of the wage increase going to workers
below 200 percent FPL changes by 0.3 percentage points, from 41.4 percent to 41.1 percent.
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Table A2. Poverty status of workers at different wage levels for full-time males, full-time females,
part-time males and part-time females*

Full-time Full-time Part-time Part-time
Males Females Males Females
Wages between $7.25 and $8/hr
Below 200% FPL 51.0% 52.8% 42.0% 43.8%
200% FPL and above 49.0% 47.2% 58.0% 56.2%
Wages between $8 and $9
Below 200% FPL 46.2% 48.0% 37.3% 39.1%
200% FPL and above 53.8% 52.0% 62.7% 60.9%
Wages between $9 and $10
Below 200% FPL 43.9% 45.7% 34.9% 36.7%
200% FPL and above 56.1% 54.3% 65.1% 63.3%
Wages between $10 and S11
Below 200% FPL 38.6% 40.4% 29.6% 31.5%
200% FPL and above 61.4% 59.6% 70.4% 68.5%
Wages between S11 and $12
Below 200% FPL 26.3% 28.1% 17.4% 19.2%
200% FPL and above 73.7% 71.9% 82.6% 80.8%

*All results are “smoothed” by regressing poverty category on wage level, part/fulltime status, gender and an indicator variable for gen-
eral merchandise big box retail workers.

Source: Authors’ analysis based on data March Current Population Survey, Annual Social and Economic Supplement.

In order to make overall workers more representative of Walmart's workforce the sample is
re-weighted to make each state's percentage of large general merchandise workers equal each state's
percentage of Walmart hourly workers.

In this report we define poor and low-income families as having incomes below 200 percent FPL.
Below we show the differences between the amount of the increase borne by shoppers and the
amount of the increase going to workers if we increase our poverty grouping to 250 percent FPL (see
Table A3, page 13). With 200 percent FPL as a cut-off, the percent of the increase borne by low-
income shoppers, at 28.1 percent, is roughly 2/3 of the percent of increase going to low-income work-
ers, at 41.4 percent. We see a similar ratio when 250 percent FPL as is used. The share borne by low-
income shoppers is 38.4 percent while the share going to low-income workers is 55.8 percent.
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Table A3. Amount of wage increase borne by shoppers and going to workers by poverty status,
using both 200% FPL and 250% as cut-offs for poor and low-income

Amount of the increase | Amount of the increase
borne by shoppers by going to workers by
poverty status poverty status
Above 200% FPL 71.9% 58.6%
Below 200% FPL 28.1% 41.4%
Above 250% FPL 61.6% 44.2%
Below 250% FPL 38.4% 55.8%

Source: Authors’ analysis based on data from Drogin 2003, www.walmartfacts.com and March Current Population Survey, Annual Social
and Economic Supplement.

Finally, we use the estimated poverty level of Walmart workers to simulate the effects of $12/hour
minimum pay. As each worker (by job category) is brought up to $12/hour, the wage increments are
multiplied by the odds of that worker being under 200 percent of FPL.

ROBUSTNESS OF COST AND POVERTY ESTIMATES TO DISTRIBUTIONAL ASSUMPTIONS

As discussed earlier, we utilize a number of modeling assumptions to arrive at the poverty levels of
Walmart workers currently earning less than $12/hour. In this section, we report a number of robust-
ness checks to see how sensitive our final estimates are: 1) assumption about the fraction of wage
variance of general merchandise workers that reflects variance of Walmart wages; 2) estimates of the
residual wage variance by detailed job categories, as opposed to more aggregate ones.

First, instead of assuming that the standard deviation for Walmart worker wages would equal 30 per-
cent of the variance of wages (or 55 percent of the standard deviation of wages) for workers in
general merchandise retail with firm sizes of more than 1,000 people, we choose alternative
fractions: 20 percent, 30 percent, 50 percent and 80 percent.

Variance Fraction 20% 30% 50% 80%

Percent increase in hourly payroll 10.3% 11.1% 12.1% 13.0%
Annual increase in hourly payroll (billions) $2.98 $3.21 $3.48 $3.74
Percent below 200% FPL 38.9% 41.4% 43.6% 45.2%
Percent above 200% FPL 61.1% 58.6% 56.4% 54.8%
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Setting Walmart to 80 percent of the wage standard deviation raises the payroll increase from 11.1
percent to 13.0 percent. But it has a smaller impact on the fraction of the wage increase going to poor
and low-income workers (this amount changes from 41.4 percent to 45.2 percent). Intuitively, the
reason this does not make much difference is because the residual variance within jobs plays a small
role when between-job variance and left-censoring by starting wages by job categories are already
incorporated.

Second, we estimate a more “parsimonious” distribution of wages for Walmart workers. We perform
the same analysis with all workers in just four job categories by part-time/full-time status crossed
with gender (using four log normal distributions). In other words, starting from our finding that over-
all Walmart variance in wages is 0.3*34.02=10.21, we now fit four log normal distributions (as
opposed to 502 different ones by job categories) with censoring at the weighted average of starting
wages for all hourly workers within each category. This changes the results only slightly as the pay-
roll increase lowers to 11.0 percent (from 11.1 percent for all 502 job categories). Overall, the results
suggest that our main findings are quite robust to alternative modeling assumptions for Walmart's
wage distribution.
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Appendix B:
Sales data and impact on shoppers

Data on shoppers’ household income comes from The Nielsen Company using its Homescan
Consumer Panel. The panel consists of a sample of over 100,000 randomly selected households who
used in-home scanning devices to record where they shop, what they buy, and what they spend over
the 52-week period ending September 25, 2010. Of the total households in the sample, 51,000 made
at least one shopping trip to Walmart during the year.

To find the percentage living in poverty, we use the March 2005-2010 Current Population Survey
ASEC. In order to make overall consumers more representative of Walmart consumers, the sample is
re-weighted to make each state’s percentage of U.S. households equal to each state's percentage of
U.S. Walmart stores. The March CPS data is inflation adjusted so it reflects information for the 2010
year, which corresponds to the Nielsen data.

Total sales come from Walmart annual reports. Walmart serves 200 million customers worldwide
every week!8, but does not provide the fraction of the customers in the U.S. To estimate this we use
the fraction of U.S. sales associates (1.4 million) to the number of worldwide sales associates (2.1
million) to estimate that 2/3 of Walmart customers are from the United States.'® This results in an
estimate of 133 million U.S. customers each week. As international Walmart stores may be more
labor intensive, thereby requiring more employees per customer, we may be underestimating the
number of weekly U.S. customers. If so, the wage increases to workers would result in a lower cost per
shopping trip, and per year, to the average Walmart shopper.

18 From http://investors.walmartstores.com/phoenix.zhtml?c=112761&p=irol-irhome.
9 From http://walmartstores.com/download/2230.pdf, August 2010.
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Appendix C:
Impact of differing minimum wages

Below are the main findings at lower minimum wage levels, compared to the $12 wage floor used for

the report.
Minimum wage for Walmart workers $10 S11 $12
Payroll:
Percent increase to payroll for associates 2.7% 6.3% 11.1%
Total payroll increase $0.8 billion | $1.8 billion | $3.2 billion
Workers:
Percent of wage increase going to workers < 200% of FPL 46.2% 44.1% 41.4%
Average annual pay increase to workers earning below $9/hr $2,500 $4,500 $6,500
Shoppers:
Percent of wage increase borne by shoppers < 200% of FPL 28.1% 28.1% 28.1%
Estimated additional cost per shopping trip $0.11 $0.26 $0.46
Estimated additional annual cost to average shopper $3.04 §7.12 $12.49
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