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Introduction and Research Question

Mississippi has 48,434 square miles of land.  The state flower is the magnolia.  Hawaii has only 6, 423 square miles of land and the yellow hibiscus as the state flower.  These states are very different in many aspects; their populations, products, and geography are all very different.  States are very unique and while national averages can give a general understanding of these separate entities, how are we to be sure it is an accurate account.


The national average for unemployment in August of 2006 was at 4.7 percent.  This does not adequately represent the unemployment rates for Mississippi or Hawaii.  Mississippi had the highest unemployment rate of all states at 7.1 percent.  Hawaii on the other hand, had the lowest at 2.8 percent.  If the national average does not accurately represent the unemployment rates of these states, is it not then important for us to look at those state rates and determine our own cause for the differences?  It is because of this I ask the question, how do we explain the variation of unemployment rates among the individual states?


It is important to clarify exactly what the question is asking and the unit of analysis that is going to be tested.  According to the Bureau of Labor, unemployment is defined as “persons who did not work or have a job during the reference period, were actively looking for work during the period and were available for work during the reference period”.  Unemployment rates are therefore, the persons that were not working and were actively looking for work divided by the total available working population.  The total available working population excludes those who are retired, disabled, and anyone else not interested in holding a job.  For this study the unit of analysis is states, therefore the unemployment rate of the individual state is the proportion of individuals in the state unemployed and actively looking for work to the total number of available working individuals in the state population.


I hypothesize that the variation in unemployment rates among states is in response to the minimum wage of those states.  States with minimum wage legislation that set the minimum wage higher than the federal minimum wage of $5.15 per hour will have a higher unemployment rate than states whose minimum wage legislation is the same as the federal minimum wage of $5.15 per hour.  Simply stated, as minimum wage increases, unemployment rates will also increase.  

I also hypothesize that states with lower education levels well have a higher unemployment rate than states with higher education levels.  Education levels are defined, for the purpose of this study, as the percent of the population with specific degrees achieved.  As more of the population gets more education in any given state, unemployment rates will decrease.

Significance of Question


The obvious importance of this question applies to economists and legislatures of individual states.  The conclusions of this data could affect change in current minimum wage legislation and education requirements that states have in place.  But it is important outside that realm as well.  The question goes back to national statistics and policies.  If the conclusions are statistically significant, legislatures on a national level could look at the current federal legislation, referendums and initiatives, in hopes of lowering the national unemployment rates, which include the state numbers addressed in this paper.  


Unemployment rates are something that every sovereign power at every level is concerned with.  It affects the overall economy and well-being of every province, state or nation-state.  In many instances theories and hypothesis that exist at one level, say states, can often be applied correctly at another level, for example a national level.  Since theories can be applied at other levels, explaining the state variation has many possible explanations for national unemployment as well. 

 “The variation in unemployment rates between regions within countries is considerably greater than either disparities between countries or variations over time within countries.  This suggests that regional data offers a potentially valuable source of information for investigating the causes of unemployment (Taylor and Bradley, 1997 p222).”


Federal minimum wage laws were introduced in the United States in 1938 and questions have arisen since that time, wondering whether minimums affect the population in the way intended; to reduce those in poverty, increase employment and boost the economy.  This study is merely an extension of the current theory and discussion of economists and politicians since 1938 and today.
 It is important to note that even though I believe unemployment rates can be explained through minimum wage and education levels, this study will not be limited only to the former.


The nature of this study as well as the results could have many implications on policy makers in the future.  Minimum wage legislation is currently a heavily discussed issue among policy makers on all levels.  If the results of this study are conclusive, policy makers will want to look at redefining minimum wages legislation or possibly even looking at alternatives that will have better affects on the states and nation as a whole.  Education is also currently a big topic especially with the ‘no child left behind’ policy that is been implemented with the current administration.  If the results conclude that low education levels result in high unemployment rates, state governments might want to look at their current laws on education and make them stricter, for example raising the drop out age.  States may also want to look into increasing funding programs for higher education.  


In the academic area of economic policy, many theories have been derived on unemployment rates at a national level for various countries.  It is important to not assume that these can be true on the smaller scale at state levels, but test hypotheses and then draw conclusions.  This study will build on the current economic theories for unemployment at all levels and see if the same results can be concluded on the state level.  According to Aragon (2003) even though regional tendencies move generally in the same direction as national rates, explanations at the national level do not account for approximately 30 percent of regional movements in unemployment.  This suggests that analyzing regional or state unemployment rates will produce new explanations for the variations and will therefore be very important.


Currently the academic experts in the area of this question are not all in agreement when explaining the variation in unemployment rates. Theories currently exist at the national level, which explain the unemployment rate in terms of minimum wage, education, gender differentials, unemployment benefits, industry makeup, mobility, etc.  Experts from different disciplines and backgrounds explain unemployment in different ways.  Each has a well-thought process for explaining the theories and possibly all have an affect on unemployment rates.  This study is an attempt to limit those possible explanations that currently exist to the few that explain the majority of variation in unemployment rates at the state level.

Literature Review


I have found five general explanations in the relevant literature which attempt to explain the variation in unemployment rates.  These are: location, mobility, education, structural frictional component and wage.  All five have been used to explain unemployment rates at national and similar regional levels.  How does each link the independent variable with the variation in unemployment rates?  What are possible weaknesses within each?


The first explanation in relevant unemployment literature is location.  This hypothesis has to do with the makeup of urban and rural areas within a unit of analysis.  It has been shown on a larger scale that unemployment rates are dramatically different in urban and rural areas (Aragon, 2003, Hargrett, 1965, Klasen and Woolard,1999, Taylor and Bradley, 1997).  According to Aragon (2003) unemployment rates are lower in urban areas.  This is because there are more job opportunities in urban areas, making it easier to find a job when unemployed.  Job information is also less expensive to accumulate in urban areas where it is readily available. In rural areas unemployment may be higher due to less jobs and more people being discouraged about the job opportunities actually available (Klasen and Woolard, 1999). 

On the other hand, according to Taylor and Bradley (1997) businesses have higher costs to operate and expand in urban areas because of the higher living costs.  This would cause higher unemployment rates in urban areas because employers have higher operating costs and will therefore want to spend less on labor.  Higher costs of operating in urban areas will also tend to influence businesses to lay off workers and to relocate to rural areas with lower costs for operation.  Both beliefs, though competing, have an affect on unemployment.  If either case is true it is important to consider the makeup of states and whether  it is comprised of more urban or rural areas. 

Location is an easy variable to test, however the results tend to be inconclusive.  In recent years urban and rural areas in a given state, tend to have approximately the same unemployment rates.  The recent trend of companies to relocate has left this question of location seemingly irrelevant.  It is possible that the location variable is lacking in causality and non-spuriousness for explaining unemployment rates.


Businesses are not the only group whose relocation has an effect on state unemployment rates.  The second explanation found in the literature is mobility.  This refers to the ability of the unemployed to relocate to areas with readily available jobs.  This hypothesis looks at several factors which influence any population’s ability to relocate, including: homeownership, and demographics such as age and gender (Aragon, 2003, C. Campbell and R. Campbell, 1969, Green and Hendershott, 2001, Hargrett, 1965, Hyclak and Lynch, 1980, Lopez-Bazo, Barrio and Artis, 2002, Partridge and Rickman, 1997).  

The less mobile a population is the higher the unemployment rate will be.  This is because a population that is immobile will remain in the area of high unemployment where jobs are not available and continue to search for jobs which are acceptable to them.  Searching for a job which meets an individual’s needs and qualifications is a process which often takes time.  This creates a situation where more people are unemployed for longer periods of time (Aragon, 2003, Partridge and Rickman, 1997, C. Campbell and R. Campbell, 1969). In Immobile populations, a labor surplus is constantly present which keeps unemployment rates higher for longer periods of time.

Mobility seems to be very relevant to a given area’s unemployment rates.  It is very difficult to test.  Mobility applies more to an individual rather than a state.  It seems that for the purposes of this study, mobility, in general, is testing the wrong unit of analysis.  However, mobility can be broken down into sub categories which seem to be more relevant to this particular study and are easier to test.


According to Green and Hendershott (2001) there is a positive relationship between home-ownership and unemployment rates due to the inability of home owners to relocate. The more home-owners in any given region will result in higher unemployment rates.  Homeowners are less willing to take the time, effort and spend the costs required to sell a house, move and relocate in searching for employment.  Renters on the other hand who have less to lose are more able to relocate to areas with job availability.  Homeowners unwillingness or inability to relocate makes them immobile, therefore states with a higher proportion of homeowners will also have higher unemployment rates (Aragon, 2003, Green and Hendershott, 2001).  

Green and Hendershott (2001) also distinguish the relationship between home-ownership, mobility, and recession.  During times of recession the value of a home has a tendency to decrease making it even more difficult for home-owners to sell and relocate.  Recession also gives home-owners more risk to consider when contemplating job opportunities that may or may not be available in other areas. 

Home-ownership is a good way to explain why certain groups will be immobile.  It is not always accurate for explaining unemployment with states as a unit of analysis.  The main reason home-ownership is not always accurate is because the percentage of homeowners includes, possibly, a very large portion of individuals that are not included in the working population, primarily those who are retired. 


Demographics of a state are another factor which affects mobility (C. Campbell and R. Campbell, 1969, Green and Hendershott, 2001, Hargrett, 1965, Hyclak and Lynch, 1980, Klasen and Woolard, 1999, Partridge, 2001, Partridge and Rickman, 1997).  Age is believed to be the most relevant of demographic mobility factors.  Teenagers in the workforce are less likely to be mobile for several reasons.  They are still in the education system, living with parents, and less informed.  Many teens actively look for work, however the other prevailing circumstances make it almost impossible for them to relocate or look very far for work.  If they are unable to find jobs in the area they will just keep looking, this will create again higher unemployment rates due to the labor surplus in the local market area(M. Partridge and J. Partridge, 1998). 

As a population’s average age increases toward middle age the mobility seems to be inconclusive.  On one hand individuals are looking for specific jobs and qualifications more than just wage or benefits, giving them more of an incentive to relocate.  On the other hand, individuals in this age group also tend to have families and other priorities to consider making relocating more difficult.  


Gender is another relevant demographic mobility factor.  Women are more likely to have an attachment to the particular environment that they live in, according to the literature.  They are more likely to wait and see what becomes available in the area than to relocate and find work.  According to Campbell and Campbell, this means that unemployment rates will be higher in states with a higher proportion of women working.  There has also been the tendency in recent years which shows that less women are participating in the workforce compared to men (C. Campbell and R. Campbell, 1969, Fichtenbaum, 1984, Hyclak and Lynch, 1980, Klasen and Woolard, 1999, Partridge, 2001).


More recently people are beginning to think gender is becoming less relevant where unemployment is concerned (Deboer and Seeborg, 1989, Johnson, 1983).    According to Deboer and Seeborg (1989) the mobility difference between genders has leveled and participation patterns have recently become more similar.  The increase in industry specific demand has recently tended to favor the services of women which has decreased the unemployment differential for gender.  

According to Johnson (1983), the unemployment difference between genders, if it does exist, is not negative like previously thought.  Many women work in the home; even if they are looking for a job outside the home, they are still considered unemployed.  In the other direction, many women avoid unemployment by leaving the workforce altogether, unlike men.  This does affect unemployment rates.  It is not however, discriminating or abnormal, according to Johnson (1983) like previously thought.


Apart from an individual’s ability to relocate, another factor that affects state unemployment rates an individual’s skills. The third explanation found in the literature is education.  There is a negative correlation between education and unemployment rates.   As education levels in individual states increase, the unemployment rate in the state will decrease.  As education levels increase more skills are acquired and individuals have more specific knowledge to qualify them for specific jobs.  

When you have more skilled individuals in a specific state or area, it also leaves open jobs that require less skills for those who are less educated.  The specific knowledge acquired with higher levels of education qualifies them not only for their specific job, but for all jobs with required skill levels lower than what they have (Aragon, 2003, C. Campbell and R. Campbell, 1969, Hargrett, 1965, Partridge, 2001).  Higher education levels help to equalize the labor market so that the labor demanded and labor supplied are not so drastically different.


Even though education levels are an easy variable to test, it is difficult to determine if education is non-spurious.  Education is highly correlated with several other factors, the most obvious being income.  The higher the income, the higher the education level, generally speaking.  Individual states also have different policies on education such as  the minimum grade completion required.  It is difficult then to give responsibility for unemployment rates to education levels alone.  


Individual factors are not the only ones relevant when looking at unemployment rates.  It is also important to consider the labor market itself.  The fourth explanation that relevant literature discusses is the structural frictional component.  This has to do with the makeup of regional industry, characteristics of the regional labor market, and the labor markets ability to react to economic shock based on the former (McHugh and Widdows, 1984).  The industrial makeup of a region is important to the employment and unemployment of that region.  Certain industries have higher product demand than others and therefore require a larger supply of labor resulting in lower unemployment rates (Lopez-Bazo, Barrio, Artis, 2002, Partridge, 2001, Partridge and Rickman, 1997, Taylor and Bradley, 1997, Tiller and Bednarzik, 1983).  The income of the export demanded from the state will also affect unemployment rates.  As the income from exports increases, labor demands increase and unemployment rates will decrease (Tiller and Bednarzik, 1983).  


According to Fichtenbaum (1984), the structural changes in the labor market also affect unemployment rates.  Changes are not only on the industry side but the employee side as well.  As long as the labor demanded and the labor supplied, are close to or at equilibrium unemployment rates will be very low.  If labor supplied exceeds the labor demanded by the state a surplus exists, meaning high unemployment rates (Taylor and Bradley, 1997).  Individual states have different policies and traditions and react to economic changes in industry and structure in different ways, causing them to have variation in unemployment rates (Fichtenbaum, 1984).


The structural-frictional component tends to include explanations previously discussed.  The structure portion of this explanation includes things such as mobility, age, gender, etc.  The frictional portion of this explanation is another one which is difficult to measure and test.  This explanation is inclusive of all aspects, it seems therefore, that we are not really explaining or disproving any single theory.

Unemployment rates can be explained from the industry side in another way, which is the wages that the industries pay.  The final hypothesis found in the literature is wage.  This includes union membership, benefits, unemployment compensation, minimum wages and taxes (Aragon, 2003, C. Campbell and R. Campbell, 1969, Korpi, 1991, Lopez-Bazo, Barrio, Artis, 2002, Palomba, 1968, Partridge, 2001, Partridge and Rickman, 1997, M. Partridge and J. Partridge, 1998, Payne, 1995, Pine, 1989, Nickell, 1998, Swope, 1996, Taylor and Bradley, 1997).  When this combination of wages is high, firms will relocate to areas with lower wages and higher unemployment so they have first choice at employees along with lower costs.  This reduces unemployment in the new region and raises unemployment in the former (Aragon, 2003).  According to Taylor and Bradley (1997) any increase in the wage factor will decrease the labor demanded and increase labor supplied, again  creating a labor surplus and increasing the unemployment rate for that region. 


Another way that business will keep costs low is by substituting capitol, or technology for labor.  If a machine can do the same thing for less money, it is in the business owners best interest to chose that option (C. Campbell and R. Campbell, 1969).  According to Campbell and Campbell another way to balance higher costs is to raise the prices of goods or services provided.  This raise in price will reduce the quantity of goods or services that is demanded and in turn lower the demand for labor, again resulting in more layoffs and higher unemployment.  


Minimum wage specifically has many drastic effects on the labor market and unemployment rates (C. Campbell and R. Campbell, 1969).  According to Campbell and Campbell (1969) when minimum wage laws increase, unemployment increases as well.  This is because businesses are concerned with profits and if labor becomes more costly than what they had originally planned for they will begin to change in various ways the labor they demand (C. Campbell and R. Campbell, 1969, Swope, 1996).  In response to the higher labor costs employers will layoff low skilled workers whose product revenue is less than what the law requires the employers to pay them. 

According to Swope (1996) minimum wage legislation reduces low wage job availability.  This not only creates higher unemployment, but those individuals receiving welfare and looking for a job, are likely to remain feeding off the social welfare system for much longer.  This seems to be a contradiction of the whole purpose of minimum wage legislation in the first place.  


With the lack of initiative by the Federal Government to raise the minimum wage to a living wage standard, states have began to make their own increased minimum wage policies.  When states set their own minimum wage, this creates yet even more problems and variation among state unemployment rates (Swope, 1996).  According to Swope (1996) when the minimum wage is not the same across the 50 states, new businesses are discouraged to start up in higher wage states and existing businesses are encouraged to move to locations which will be less costly.  Both of these effects create a labor surplus, meaning labor supplied is greater than labor demanded.  This results in higher unemployment rates in states with higher minimum wage. 


The Federal minimum wage legislation excludes small retail and service businesses which have a gross income of less than $362,000.   When states pass their own minimum wage legislation it covers all businesses excluding agriculture, no matter what the gross income (Pine, 1989).  This is very important to consider when looking at minimum wage because it is the larger corporations that support the less skilled, lower wage earning workers, which are affected most heavily by minimum wage.  This tends to cause the unemployment of those individuals previously living below the poverty line, which the minimum wage legislation was passed to improve (Pine, 1989).


There are a few counter arguments to the hypothesis that higher minimum

wages increases unemployment.  The main argument against minimum wage

has to do with the data, many people feel that it is incomplete and does not give a true representation of wages across the states (White and Jones, 1971).  Swope (1969) also argues that higher minimum wage enhances the ability of businesses to attract and retain workers which would reduce recruiting and training costs, leaving them to demand a higher quantity of labor.  This argument has not been supported by testing.


Now that we have explored the possible explanations of the variation in state unemployment within the relevant literature, we need to limit and test those possibilities.  Each hypothesis will reflect one aspect of the previous explanations for us to then test individually.
Hypothesis


The first hypothesis is that states with higher minimum wage will have a higher unemployment rate.  Meaning, as minimum wage increases in a given state, state unemployment rates will also increase.  This fits in directly with the theory laid out in the literature.  The minimum wage theory claims that higher minimum wage laws will influence employers to fire workers who are inefficient, meaning that they produce less revenue per hour than an employer is required to pay them.  

Higher skilled workers will be chosen over lower skilled workers because they are more efficient, leaving fewer jobs available for the original workers with fewer skills. Employers will also being to substitute machinery for labor which also lowers labor demands (C. Campbell and R. Campbell, 1969). When the minimum wage laws are higher than the federal minimum wage it further exploits and exaggerates the problem that minimum wage legislation originally created.  This explains why states that have legislation requiring a higher minimum wage than the federal requirement also have higher unemployment rates.  


The second hypothesis is that states with lower education levels will have a higher unemployment rate than states with higher education levels.  Meaning, that as education levels increase state unemployment rates decrease.  This hypothesis ties in with the minimum wage hypothesis.  When states have higher education levels, they have more workers with more skills.  When possible employees have more skills they are more likely to take higher level jobs, leaving more low skilled jobs to those less qualified, therefore lowering the unemployment rate. 

 The same is true in the opposite direction.  When education levels are lower, the state has a higher number of low skilled workers applying for a limited number of open positions.  This means there are not enough people to work the higher requirement jobs and too many competing for the lower skilled jobs.  This surplus of lower skilled workers and shortage of low skill jobs, creates a higher unemployment rate.

The third hypothesis is that states with a higher portion of female workers will have higher unemployment rates.  Meaning, as this portion of women increases, unemployment rates will also increase.  This is found in the gender subcategory of mobility found in the literature.  Women are more likely than men to stay in areas where jobs are not available.  They will continue to stay and search for work for long periods of time which creates a labor surplus and higher unemployment rates for longer.

The fourth hypothesis is that states with Republican control will have higher unemployment rates than states with Democrat control.  According to Korpi (1991) as a general rule, Democrats when in power are concerned with full employment, thus they implement more policies and programs to lower the unemployment rate.  Republicans on the other hand, according to Korpi (1991) are generally more concerned with price stability, which tends to give firms a lower profit margin.  The lower profit margin results in layoffs to reduce costs, which raises the unemployment rate.

The fifth hypothesis is that states with higher exports of agricultural products will have lower unemployment rates.  This is because the farmers are not included in the state unemployment rate.  The workers however, that handle, process and distribute the agricultural products are included. The more products that farmers produce, the greater the increase in the labor demanded.  As a result, unemployment rates are lower.

The sixth hypothesis is that states with higher urbanization will have higher unemployment rates.  This is a direct result of the higher operating and production costs in urban areas compared to rural areas.  Higher operating costs results in layoffs and relocation.  This results in higher unemployment rates in the urban areas.  The more urban areas, or the higher the percent of people living in the urban areas means higher unemployment rates.

Data and Variables


I was unable to find a data set in existence that included what I wanted to look at and was recent.  Instead of using one particular data set, I gathered information from the Department of Labor, the Department of Education, and the National Governors Association.  All of the data is from the 2004 annual averages, as this is the most current complete data that is available.  All of the data sources are government agencies which provide an accurate and complete representation of each population.  For the purpose of this paper we are looking at the population of states in 2004.  


The dependant variable that I am seeking to explain in this analysis is state unemployment rates.  This variable comes from the Department of Labor Statistics in a 2004 regional analysis of unemployment rates.  This is an interval variable which ranges from 3.4 to 7.6.  The Appendix shows how this variable breaks down in several ways among the states. 


The first independent variable that I consider is the minimum wage of each individual state.  This information comes again from the Department of Labor, the Wage and Hour Division.  I will use this variable in two ways.  First as an interval variable to test the null hypothesis: minimum wage has no affect on state unemployment rates.  The minimum wage in 2004 ranged from $5.15 to $7.16.  The Appendix shows the frequency and averages of the state minimum wages. 

The second way I will use this variable is as a nominal variable to test the null hypothesis: higher state minimum wage has no more affect on state unemployment rates than federal minimum wage.  For this second test I will recode minimum wage.  A 0 is equal to the federal minimum wage and a 1 is equal to a higher state minimum wage.  The following Appendix shows the comparison of the recoded minimum wage variable.


The second independent variable that is considered is education.  This statistic was taken from the Department of Education’s digest on education statistics.  This is to test the null hypothesis that education has no affect on state unemployment rates.  I look at education at two levels to see if the level of education has an effect on unemployment rates.  The first level is the percent of the population with a high school degree, this is therefore an interval variable.  The second level is the percent of the population with a bachelors degree or higher, which is again an interval variable.  Both of these are represented more clearly in the following Appendix.

The third independent variable I will test is the percent of women in the workforce.  This information comes from the 2004 Department of Labor regional statistics.  This is an interval variable which is derived from the proportion of the females in the workforce to the total workforce.  This variable will test the null hypothesis: gender has no affect on state unemployment rates.  The representation of this variable is available in the Appendix.  A percentage is used for this variable instead of totals, so that it is standard across all states. 


The fourth independent variable that is considered is party affiliation.  For this variable I searched the National Governors Association website for the party affiliation of each state governor in 2004.  In the data set that was created this is listed as either R for Republican or D for Democrat.  For the purpose of running my analysis however, I will recode it so that R equals 1 and D equals 0.  I recoded in this manner due to information found in the literature, which says that full employment is a Democratic party goal (Korpi, 2003).  This is used to test the null hypothesis: party control has no affect on state unemployment rates.


The fifth independent variable is agriculture.  This is shown by the value of agricultural exports in millions.  This is to test the null hypothesis: agricultural exports have no affect on state unemployment rates.  It is an interval variable with drastic range.  The range and mean are expressed in the following Appendix. 


The final independent variable is urbanization.  Due to lack of available resources, this is shown on the opposite side, the percent rural populations of each state.  This is an interval variable used to test the null hypothesis: urbanization has no affect on state unemployment rates.  The urbanization is just the inverse number of the percent rural population.  The range and mean of urbanization is represented in the Appendix. 

To test the relationship between the dependent variable and the independent variables, I will use a multi-variant linear regression. This tests the strength of the correlation between the variables and measures the strength of influence the independent variables have on the dependent variable. 

The T value from regression will tell whether to reject the null hypothesis. If the T value is larger than 2, and has a significance level lower than .1, we can reject the null hypothesis.  Since the population is so small for this sample a bit more flexibility is able to be used when looking at the regression results. 

The independent variable’s influence on the dependent variable is shown with the unstandardized coefficient. The ustandardized coefficient describes the change in the dependent variable with every unit change in the independent variable. It shows which independent variable(s) have the strongest influence upon the dependent variable. The R square shows what percent of the variation in the dependent variable, state unemployment rates, is able to be explained by the independent variables.

Analysis of Data and Discussion


To test the relationship between the dependent variable and independent variables I used a multi-variant linear regression.  This regression is shown in Table I.  My hypothesis predicted that states with higher minimum wage and lower levels of education, higher percent of females, Republican control, lower agricultural exports and lower rural populations will have high unemployment rates.  According to the results, minimum wage was the only variable that was statistically significant.  The other variables were occurring but not enough to reject the null hypothesis that they have no affect on unemployment rates.  Education, percent female, party control, value of agricultural exports and percent rural populations were the variables that showed to be statistically insignificant. 

Table I.
Regression Explaining Unemployment Rate in the 50 States

	Model
	Unstandardized 

Coefficients
	T

	
	B
	Std. Error
	

	Constant
	3.829
	9.838
	.389

	Minimum Wage
	.454
	.217
	2.092*

	Percent Rural Pop.
	-.013
	.011
	-1.193

	Percent Female
	.111
	.153
	.724

	High School Degree
	-.055
	.045
	-1.215

	Bachelor’s Degree
	-.065
	.041
	-1.591

	Republican Governor
	-1.54
	.288
	-.533


Y = 3.829 + .454x - .013x1 + .111x2 - .055x3 - .065x4 -.154x5

Adj. R2 = .269

* = Significance level of .05


Minimum wage has a T-value of 2.092, which is greater than required to reject the null hypothesis, since the significance level is .043, which is significantly less than .1 needed. Since we can reject the null based on T-value and significance level, we are able to assume that minimum wage does have an affect on state unemployment rates.


The expected relationship according to my hypothesis and the relevant literature between minimum wage legislation and state unemployment rates is supported by the findings from my regression.  According to the literature the increase in minimum wage increases a firm’s costs.  The firm cuts costs by reducing labor resulting in higher unemployment. . 


The equation of the line for the regression is Y = 3.829 + .454x - .013x1 + .111x2 - .055x3 - .065x4 -.154x5.  The equation allows us to show a numerical relationship between minimum wage and state unemployment rates holding all other independent variables previously discussed constant.  This shows that a minimum wage increase of two dollars results in an approximate one percent increase in state unemployment rates.


Education level of a bachelor’s degree or higher has a T-value of -1.591, which is not greater than the required to reject the null hypothesis.   We therefore are not able to assume that education level of a bachelor’s degree or higher does have an affect on state unemployment rates.  The significance level of .119 confirms this finding.  The results of the regression show that there is a tendency that higher education is associated with lower unemployment rates.  It does not however, occur in enough instances to be statistically significant.


Education level of a high school degree shows a T-value of -1.215 which is not sufficient to reject the null hypothesis that education level of a high school degree has no affect on state unemployment rates.  The significance level of .231 confirms this, since it does not meet .1 level that we require.


My findings do not support the hypothesis that as education levels increase state unemployment rates decrease.  The results from the regression suggested that there is some affect of education on state unemployment rates, particularly more with the higher degree.  However, it is not occurring enough in the population of states to reject the null hypothesis.  It is possible as the percentages of people with a degree continue to increase, the regression could be replicated and maybe then the results would be significant. 


The percent of females is insignificant with a T-value of .724.  We therefore can not reject the null hypothesis that percent of female workers has an affect on state unemployment rates.  The significance level of .473 confirms this finding.


My findings do not support the hypothesis that states with a higher portion of female workers will have higher unemployment rates.  The results from my regression show that this relationship happens only about 47 percent of the time.  Statistically this is not enough to reject the null and support that a relationship exists.


The independent variable republican governor, which was expected to have a positive correlation with unemployment rates, proved untrue according to the regression.  With a T-value of -.750 and a significance level of .458 we are unable to reject the null hypothesis that party affiliation of governor, specifically republican, has no affect on unemployment rates.

My findings do not support the hypothesis that states with Republican control will have higher unemployment rates than states with Democrat control.  This did not even occur in a majority of cases.  This is a vast difference than what was expected from the literature.  Even though Republicans generally focus on price stability the legislation they propose may not have been passed.  This could explain why the results are so different from what was predicted.

Agricultural exports has a T-value of .829 and a significance level of .597.  The expected outcome was not supported by the regression.   Therefore, we are not able to reject the null hypothesis that agricultural exports has no affect on state unemployment rates. 

My findings do not support the hypothesis that states with higher exports of agricultural products will have lower unemployment rates.  The relationship between the two existed just less than half of the time, this is not enough to reject the null hypothesis that no relationship exists.  The difference between the prediction and the findings could be reliant on the fact that farmers are not included in figures for either unemployment or employment.

The percent of the population living in rural areas has a T-value of -1.193 and a significance level of .240.  The expected outcome was not supported by the regression.  We are then unable to reject the null hypothesis that the percent of the rural population has no affect on state unemployment rates. 

My findings do not support the hypothesis that states with higher urbanization will have higher unemployment rates.  A relationship existed about 75 percent of the time, but that is not enough to reject the null hypothesis and statistically show that a relationship exists.  It is possible that this discrepancy could be a result of the numbers.  The percent rural population included farmers that are not included in the unemployment rates.

The Adjusted R Square value of .269 shows that the hypotheses explain approximately 27 percent of the variation in the unemployment rates of states.

Conclusion

These results have many implications to consider for future policy decisions both at state levels and national levels.  Minimum wage policy is used to raise low wage working families out of living in poverty.  I do not believe that any economist or social scientist would argue that trying to improve poverty and the lives of the working poor is bad.  It does however have negative consequences that must be considered.  Raising the wage of low skilled workers does not do much good when these are the workers that will be laid off first.  It is up to the policy makers to decide the best way to handle poverty without increases unemployment rates, both of which have negative affects on economies. 

The regression results on minimum wage could arguably be in statistical support for raising the Federal Minimum Wage.  If the Federal Minimum Wage is raised across all 50 states, it creates less of an incentive for employers to relocate.  If labor costs are going to be the same no matter where in the country a firm relocates, there is rationally no benefit in doing so.  This will create a balance in both urban and rural areas between the labor supplied and the labor demanded.

Unemployment rates vary drastically across nations as well as regions.  Some handle shock and industry better than others, but it is important for us to figure out how that is accomplished.  Governments are supposed to protect and watch out for the people it represents, and passing legislation which is beneficial to the well being of all is a primary goal.  At the same time government has the responsibility not to pass legislation or enact laws that will be harmful to the people or the conditions in which they live.  


Economic and political studies such as this one, are important and useful for governments to consider.  It helps to weigh the costs and benefits of each policy option when they know what affects are likely or even possible.  We know that variation exists in state unemployment rates and minimum wage laws.  We have seen that a relationship is evident among that variation.  It is now up to governments, both Federal and State to respond and find a good equilibrium point for all.  The implications of this study suggest that raising state minimum wages is not the direction state legislatures want to take if they want to lower the unemployment rate. 

Appendix

Table I. 
Descriptive Statistics for all Variables (except Party Control)

	
	Range
	
	

	
	Minimum
	Maximum
	Mean
	Standard Deviation

	Unemployment Rate
	3.4
	7.6
	5.19
	1.01

	Minimum Wage
	$5.15
	$7.16
	5.51
	.68

	Percent Rural Pop.
	5.5
	61.8
	28.31
	14.92

	Percent Pop. With Bachelor’s Degree
	15.3
	36.7
	26.8
	4.76

	Percent Pop. With  High School Degree
	78.3
	92.3
	86.47
	3.65

	Percent Female Workers
	47.8
	53
	51.53
	1.00

	Agricultural Exports *
	1.0
	9487.5
	1193.53
	1598.88


* In Millions

Table II.
Frequency of Party Control Variable

	
	Frequency
	Percent

	Democrat
	24
	48

	Republican
	26
	52

	Total
	50
	100


Table III.
Frequency of Minimum Wage in States

	Minimum Wage
	Number of Times Occurring

	$5.15
	38

	$5.50
	1

	$6.15
	1

	$6.25
	2

	$6.75
	4

	$7.05
	1

	$7.10
	1

	$7.15
	1

	$7.16
	1


Table IV.
State vs. Federal Minimum Wage

	Higher State Minimum Wages = Higher than $5.15 (1)
	Federal Minimum Wage = $5.15 (0)

	12
	38


Table V. 
Frequency of Unemployment Rates in States

	Unemployment Rate
	Number of Times Occurring

	3.4
	2

	3.7
	3

	3.8
	2

	3.9
	2

	4.2
	2

	4.6
	2

	4.7
	2

	4.8
	2

	4.9
	3

	5.0
	1

	5.1
	3

	5.2
	1

	5.3
	4

	5.4
	3

	5.5
	1

	5.6
	2

	5.7
	1

	5.8
	2

	5.9
	1

	6.0
	2

	6.1
	1

	6.2
	3

	6.3
	1

	6.9
	1

	7.0
	1

	7.5
	1

	7.6
	1


Works Cited

Aragon, Yves, et al. 2003. “Explaining the Pattern of Regional Unemployment: 
The Case of the Midi-Pyrenees Region.” Papers in Regional Science 82: 
155-174.

Campbell, Colin and Rosemary Campbell. 1969. “State Minimum Wage Laws as 


a Cause of Unemployment.” Southern Economic Journal 35:323-32.

Deboer, Larry and Michael Seeborg. 1989. “The Unemployment Rates of Men 


and Women: A Transition Probability Analysis.” Industrial and Labor 
Relations Review 42:404-414.

Department of Education. 2005. Educational Attainment of Persons 18 years old 


and over, by State: Selected Years, 1994 through 2004. Washington, 
D.C.:GPO.

Department of Labor. 2006. Changes in basic minimum wages in non-farm 


employment under state law: selected years 1968-2006. Washington, 
D.C.: GPO.
Department of Labor. 2004. Employment status of the civilian noninstitutional 
population by sex, race, Hispanic or Latino ethnicity, marital status, and 
detailed age, 2004 annual averages. Washington, D.C.: GPO.
Fichtenbaum, Rudy. 1984. “Trends and Cycles in Ohio’s Unemployment Rate.” 
Growth and Change 15:50-56.
Green, Richard and Patric Hendershott. 2001. “Home-ownership and 


Unemployment in the US.” Urban Studies 38:1509-1520.

Hargrett, Andrew. 1965. “The Education-Unemployment Relationship in Chicago 
as Revealed in the 1960 Census.” The Journal of Negro Education 
34:121-29.

Hyclak, Thomas and Gerald Lynch. 1980. “An Empirical Analysis of State 
Unemployment Rates in the 1970’s.” Journal of Regional Sciences 
20:377-87.

Johnson, Janet. 1983. “Sex Differentials in Unemployment Rates: A Case for No 

Concern.” The Journal of Political Economy 91:293-303.

Klasen, Stephan and Ingrid Woolard. 1999. “Levels, Trends and Consistency of 


Employment Figures in South Africa.” Development Southern Africa 16. 

Korpi, Walter. 1991. “Political and Economic Explanation for Unemployment: A 
Cross-National and Long-Term Analysis.” British Journal of Political 
Science 21:315-348.

Lopez-Bazo, Enrique, Tomas del Barrio and Manuel Artis. 2002. “The Regional 


Distribution of Spanish Unemployment: A Spatial Analysis.” Papers in 
Regional Science 81:365-389.

Palomba, Neil. 1968. “Unemployment Compensations Program: Stabilizing or 

Destabilizing.” The Journal of Political Economy 76:91-100.

Partridge, Mark. 2001. ”Exploring the Canadian-U.S. Unemployment and 


Nonemployment Rate Gaps: Are there Lessons for both Countries?” 


Journal of Regional Science 41:701-734.

Partridge, Mark and Dan Rickman. 1997. “State Unemployment Differentials: 

Equilibrium Factors vs. Differential Employment Growth.” Growth and 
Change 28:360-80.

Partridge, Mark and Jamie Partridge. 1998. “Are Teen Unemployment Rates 
Influenced by State Minimum Wage Laws.” Growth and Change 29:359-
83.

Payne, James. 1995. “A Note on Real Wage Rigidity and State Unemployment 
Rates.” Journal of Regional Science 35:319-33.

Perry, George. 1966. Unemployment, money wage rates, and inflation. 
Cambridge: MIT.

Pine, Art. 1989. “More States May Boost their Minimum Wage.” Governing 


Magazine, April.

McHugh, Richard and Richard Widdows. 1984. “The Age of Capital and 
Unemployment Rates.” Journal of Regional Science 24:85-93.

Nickell, Stephen. 1998. “Unemployment: Questions and Some Answers.” The 
Economic Journal 108:802-826.
Swope, Christopher. 1996. “Fighting the Wage War on Local Turf.” Governing 


Magazine, June.

Swope, Christopher. 1998. “The Living-Wage Wars.” Governing Magazine, 


December.

Taylor, Jim and Steve Bradley. 1997. “Unemployment in Europe: A Comparative 


Analysis of Regional Disparities in Germany, Italy and the UK.” KYKLOS 


50:221-245.

Tiller, Richard and Robert Bednarzik. 1983. “The Behavior of Regional 


Unemployment Rates over Time: Effects on Dispersion and National 
Unemployment.” Journal of Regional Science 23:479-499.

White, Rudolph and Ethel Jones. 1971. “State Minimum Wage Laws as a Cause 
of Unemployment: Comment.” Southern Economics Journal 37:366-72.

