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Last week the Joint Fiscal Office (JFO) attempted to adjust the statewide livable wage for the value of UVM's employee benefits. When company-specific data is available, it is appropriate to make these adjustments so employers and employees will have good data as they wrestle with pay issues. However, it appears that JFO made some questionable choices.
First, JFO calculated the costs for benefits that are not included in the basic needs budget. 
· Tuition: JFO estimated the value of UVM's tuition benefit, but there is no allowance for higher education in the budget because the legislature did not include it when the methodology was established.
 
· Long-term disability: JFO calculated the value of the long-term disability benefit even though the budget contains no such category. 
While such benefits have value to some workers, we cannot alter the budget methodology without working on both sides of the ledger. That is, before we can adjust for the value of the UVM tuition benefit, there must be a comparable category in the budget. But if the budget included such a category, the base livable wage would be much higher than JFO's current estimate of $13.94. 
Second, JFO appears to have miscalculated two benefit costs. 
· Retirement: UVM offers a generous retirement plan
 but it is not available until the employee has worked continuously for three years. In addition, the employee must contribute 2% of earnings. The 2% contribution is waived for those earning less than $12.00/hr but if someone is hired at $10.75, works for three years and receives on average a 3% COLA each year, their 4th year wage will be almost $12.00/hr. Therefore, the 2% waiver will only be available for one year (their 4th) before they must pay the 2% contribution. Thus, it seems appropriate to include the 2% contribution.
· Health care: JFO shows a monthly employee contribution of $11.80 per month, compared to $71 in the statewide basic needs budget.
 While the UE contract requires those earning less than $11.00/hr to pay only 3% of the premium rate, the figure shifts to 4% for those earning $11.00 - $11.50/hr, 6% for those at $11.51 - $11.99, and so on. Thus, assuming an average COLA of 3% per year, an entry level worker will pay 3% in year 1, 4% in years 2 and 3, and 6% in year 4. Reasonable people can disagree about which percentage to apply but it seems that using the lowest rate (3%) when it's only available for one year is not appropriate. Therefore, I have used 4% ($16.77/mo.) To this, we must add JFO's predicted out of pocket expenses of $20.23,
 which do not appear to have been included in the JFO calculation. So the actual total should be $37.30 per month instead of $11.80. 
Third, benefits not included: JFO did not address UVM's transportation subsidy. All full-time employees have unlimited access to CCTA. This is a significant benefit but one that is not necessarily of value to all employees, some of whom undoubtedly live beyond CCTA's range. Therefore, we will calculate the wage both ways. Even with the CCTA pass, we cannot assume employees do not need private transportation. Therefore, we assume that employees use CCTA for most, if not all, of work-related travel and that the average miles driven are reduced by 50%. The adjusted monthly cost of transportation is $205.

Bottom line: JFO estimated the value of UVM's benefits at $2.94 per hour. My calculations show the figures to be $1.12 or $2.78 per hour depending on whether the transportation benefit is included. Therefore, the livable wages for UVM are approximately $12.82 and $11.16 respectively. 
	Category
	JFO
	UVM

	
	
	No trans. benefit
	With trans. benefit

	Food (moderate cost plan)
	266
	266
	266

	Housing (rent & utilities)
	783
	783
	783

	Transportation
	409
	409
	205

	Child Care
	0
	0
	0

	Clothing / Household
	175
	175
	175

	Telephone
	37
	37
	37

	Personal Expenses
	69
	69
	69

	Renter's Insurance
	12
	12
	12

	Health Care 
	71
	37
	37

	Dental Care 
	51
	0
	0

	Term Life Insurance
	0
	0
	0

	Savings 
	94
	36
	32

	
	
	
	

	Total Monthly Expenses
	$1,967
	$1,824
	$1,616

	Annual Expenses
	$23,599
	$21,889
	$19,392

	Federal & State Taxes
	$5,396
	$4,768
	$3,812

	Annual Income
	$28,995
	$26,657
	$23,204

	Hourly Livable Wage
	$13.94
	$12.82
	$11.16

	
	
	
	

	AGI
	$29,000
	$26,656
	$23,204

	Standard Deduction
	-$5,150
	-$5,150
	-$5,150

	Personal Exemption(s)
	-$3,300
	-$3,300
	-$3,300

	Taxable Income
	$20,550
	$18,206
	$14,754

	Federal Tax (before credits)
	$2,705
	$2,353
	$1,836

	EITC-Federal
	$0
	$0
	$0

	Child Credit
	$0
	$0
	$0

	Dependent Care Credit
	$0
	$0
	$0

	Net Federal Tax
	$2,705
	$2,353
	$1,836

	State Tax (before credits)
	$740
	$655
	$531

	EITC-State
	$0
	$0
	$0

	Dependent Care Credit
	$0
	$0
	$0

	Renter Rebate

	-$267
	-$280
	-$330

	Net State Tax
	$473
	$375
	$201

	FICA/Medicare
	$2,219
	$2,039
	$1,775

	Total taxes
	$5,396
	$4,768
	$3,812


Clearly, we should acknowledge the fact that UVM, like some other employers, offers a number of attractive benefits for entry level workers. But not all of them have a monetary value in the context of the basic needs budget. UVM should certainly be credited for benefits that reduce the basic needs budget, but the others should not be part of this analysis.
Comments on the Basic Needs Budget: There are some misconceptions about the methodology that need to be addressed. There is only one methodology approved by the legislature. Individual employers are free to develop their own, but for now the official baseline is the one used by the JFO. 
JFO has pointed out that Vermont's methodology results in a livable wage that is higher than many other states. But since the livable wage is a guide rather than a mandate like the minimum wage, it is irrelevant how we compare to other states. The Vermont legislature was presented with a variety of options and made the choices found in the current standard. Is this subjective? Of course. But Vermont makes many policy choices that are different from other states. 
Furthermore, in my opinion, the standards used elsewhere are deficient in several respects. Many other states follow conventions recommended by the Economic Policy Institute (EPI) after Vermont established its own methodology. Unfortunately, EPI made some questionable choices. For example:
Transportation: Transportation costs are based on average mileage for each household configuration (from the National Highway Transportation Survey - NHTS) and multiplied by the IRS reimbursement rate. The IRS rate was chosen because it is intended to reflect the cost of owning and operating a vehicle, including amortized purchase price (every 5 years), fuel, fees, insurance, etc.  

Based on EPI's recommendations, some states have chosen to exclude almost 30% of miles traveled because they are for "social / recreational" purposes. This raises some very important issues. If a livable wage is defined to exclude travel expenditures for "social / recreational" purposes, than we are saying in effect that social & recreational activities are not basic needs. To some extent, we've already done this by not including a family budget category specifically for social & recreational activities. 

But even low-income families choose and/or are compelled to engage in otherwise free activities that require use of a car. For example: holiday trips to visit relatives, taking a child to a Little League game, picnics, retirement parties for co-workers, trips to local cultural institutions, visits to friends or family in the hospital, etc., etc. (all of these fall under the heading of "social / recreational" trips according to the NHTS Glossary). Are we saying that these types of (free) activities are not basic needs? And if they are, how can we exclude all related transportation costs (whether an auto or mass transit)?

It is noteworthy that the NHTS has a separate category for trips made to "school / church" (9.8% of trips), which Maine & NH include in the transportation budget. Personally, I can think of no justification for characterizing church as a basic need while excluding family visits or supporting a child's extracurricular activities. 

In the context of the original premise (self-sufficiency without recourse to public assistance), we must think about the long-term impacts of each choice we make regarding the methodology (life cycle costs as it were). For example, if a parent worked FT and did not have sufficient resources for any social or recreational activities (except those they could walk to), would the children be as likely to succeed in school or later life? We already know that poverty has direct and measurable impacts in greater education costs and reduced life time earnings (see Phase 7 of the Job Gap Study citing work by the Children's Defense Fund). It may be impossible to measure the costs associated with a lack of social / recreational activities, but it seems obvious that quality of life would be diminished. Is this all that can be expected from FT work? 
So while some might characterize "social & recreational" activities as non-essential, I cannot agree. It's not as though we've included a category for the costs of activities with fees attached; only the costs of transportation for free activities.

Food: EPI recommended - and many states adopted - the low-cost food plan rather than the moderate-cost food plan. This may sound reasonable at first blush but it's important to remember that we're talking about nutrition, not whether the family has to forego movies or a Red Sox game. The bottom line is that the moderate-cost plan allows for more food than the low-cost plan (and both assume all meals prepared at home). This means more quantity, which translates into more calories (energy). 

Indeed, the USDA acknowledges that it used energy intake levels of 1,600, 2,200, and 2,800 calories for each plan (low, moderate, liberal). But what are the recommended levels for adults & children? They vary by age & amount of activity but the range appears to be 1,800 - 2,000 calories per day for adult women and 2,200 - 2,500 for adult men. So why would we choose to use a food plan that assumes fewer calories than is recommended?

Note also that the USDA states that the dollar value of the Low Cost Plan is set for the midpoint of the second quartile (37.5%) for food spending. Thus, choosing the Low Cost plan for a basic needs budget means that (as a matter of policy) we think it's OK for those earning a livable wage to spend less on food than 62.5% of the population. We already exclude what most would consider frills so why should we scrimp on food?

Moreover, we don't discount other budget categories. For example, for child care we assume they pay the average cost, rather than the cheapest available. For housing, we assume renters pay the FMR (which is already the 40th percentile), rather than some discounted figure.  For transportation, we don't assume that they drive less. For utilities, we don't assume they keep the thermostat at 64 degrees. Etc.

So the question is whether we want to say it's OK for a family earning a livable wage to spend at the 38th percentile for food. Unfortunately, the USDA does not offer a plan at the median, which is what would be ideal. The Moderate Plan assumes expenditures at the 63rd percentile. Admittedly, this is not a good choice but it's all we have.

Note: I claim no expertise in this area and am the first to admit that it's confusing for lay people. But it seems to me that a decision about which food plan to select should be based on more than the fact that groups in other states use the low-cost plan. 

Categories: One of the reasons VT looks high compared to the other states is that our budget includes four categories not found in the other states. Specifically, we include dental care, renter's & life insurance (the latter only for families), and savings. 

These were approved by the Legislature's Special Study Committee because it was clear that without them, the families would inevitably incur expenses that would put their health and security at risk and result in the need for public assistance of one kind or another. To that extent, excluding these categories would violate the basic premise - that the budget be sufficient to meet basic needs without public assistance.
Some have characterized the entire exercise as "ideological". This is not the case. The intent was to establish a better methodology than is currently used to measure poverty. The new standard is not bare subsistence, but self-sufficiency without recourse to public assistance. It requires subjective judgments, but this is not a matter of ideology, only community values. 
� 	See "Act 21 Research and Analysis in Support of the Livable Income Study Committee", November 9, 1999 at � HYPERLINK "http://www.leg.state.vt.us/jfo/Reports/1999-11%20Livable%20Income%20Study.pdf" ��http://www.leg.state.vt.us/jfo/Reports/1999-11%20Livable%20Income%20Study.pdf� p.1.4.


� 	See � HYPERLINK "http://www.uvm.edu/~benefits/ue/ue_contract.pdf" ��http://www.uvm.edu/~benefits/ue/ue_contract.pdf�. 


� 	JFO used the premium price for the last fiscal year. The current price of the BCBS VT Health Partnership is $425.11 instead of $393.45.


� 	Background information provided to the author by JFO. Note that UVM's Basic Needs and Equitable Compensation Task Force estimated monthly out of pocket costs at $54, rather than JFO's $20. This is an important subject worthy of additional research.


� 	The renter rebate figure from JFO may be incorrect.





