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The California legislature has passed an unprec-
edented statewide minimum wage hike. By 2023, 

the minimum wage across California will be $15 an 
hour. adjusted for inflation, this will be higher than 
any statewide minimum wage in U.S. history. It will 
also be higher than the national minimum wage of 
any country in the world. The real increase will be 
even greater in inland and rural areas that have lower 
costs of living. When fully implemented, this law will 
cover one-third of all employees in California.

The wage mandate will make it very difficult for 
many Californians to find work. Businesses will 
respond by cutting jobs, raising prices, investing 
more heavily in labor-saving technology, or leaving 
the state. all of these responses costs jobs. Over-
all, the mandate is projected to reduce the employ-
ment of affected workers by one-fifth and elimi-
nate approximately 900,000 full-time-equivalent 
(FTE) jobs by 2023.

Historically Unprecedented Minimum 
Wage Increase

In real dollars, California currently has the high-
est statewide minimum wage in U.S. history. In Jan-
uary 2016, California’s minimum wage increased 
from $9 an hour to $10 an hour. adjusted for inflation, 

neither the federal government nor any state has 
ever had a higher minimum wage than this.1 In the 
first quarter of 2016, the minimum wage covered 
over one-sixth of California’s workers.2

California’s minimum wage will soon rise even 
higher. The California legislature recently increased 
the state’s minimum wage to $15 an hour over six 
years.3 The minimum will rise to $10.50 an hour in 
2017 and $11 an hour in 2018, and it will increase by 
another $1 an hour in each subsequent year until it 
reaches $15 in 2022. Businesses with fewer than 25 
workers will have until 2023 to reach $15. For future 
years, the legislature indexed the minimum wage for 
inflation.

This increase has no historical precedent. Chart 
1 shows real U.S. minimum wages since 1979.4 It dis-
plays the federal minimum wage (which applies to 
all states), the highest minimum wage in any state 
that year, and California’s minimum wage.

adjusting for expected inflation, $15 an hour in 
2023 will be worth $13.39 in 2016 dollars.5 That is 
over one-third higher than the next highest state 
minimum wage ever.6 No state in U.S. history has 
had an inflation-adjusted minimum wage that 
approaches this level.

Directly Affects One-Third of Employees
One-third of California’s wage and salary employ-

ees make less than this new minimum wage.7 Such 
expansive coverage also lacks historical precedent. 
Chart 2 displays the proportion of workers covered 
by the minimum wage by state and year, along with 
average coverage across the U.S.

In the late 1970s and early 1980s, the federal min-
imum wage covered as many as one in five workers 
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in some southern states (Mississippi, arkansas, and 
alabama) with low costs of living. But the minimum 
wage has never covered one-third of a state’s work-
force. Whether expressed in real dollars or as a pro-
portion of workers covered, no state has increased 
its minimum wage as much as California’s legisla-
ture recently did.

Larger Impact in Areas with Lower 
Living Costs

The $15 mandate will have a greater effect out-
side California’s major coastal cities. Employers in 
high-cost areas must pay higher wages to attract 
and retain their workforce.8 The California legis-
lature, however, imposed the same minimum wage 
statewide. Thus, employers in Fresno will pay as 
much as employers in Los angeles. as a result, the 
mandate will impose higher real minimum wages 
in rural and inland California than in California’s 
major cities.

Some areas of California, especially San Fran-
cisco and the Silicon Valley, have well above-average 
living costs. Other regions, such as the Sacramento 
metropolitan area, have living costs close to the U.S. 
average. More rural regions, like the El Centro met-
ropolitan area (Imperial County), have below-aver-
age living costs. 9

Map 1 shows the real minimum wage in 2023 
across California’s metropolitan areas. The map 
shows the minimum wage adjusted for inflation (in 
estimated 2016 dollars) and also adjusts for the dif-
ference between local and average U.S. living costs.10

accounting only for inflation, California’s mini-
mum wage in 2023 will stand at $13.39 an hour in 
2016 dollars. Relative to average U.S. living costs 
that figure is only $11.92—a consequence of Cali-
fornia’s higher living costs. Within California, how-
ever, the real minimum wage will vary from a low 
of $11.04 an hour in San Jose and Silicon Valley to 
a high of $14.69 an hour in El Centro and Imperial 

1. Inflation-adjusted to 2016 dollars using the PCE deflator. The all-time inflation-adjusted high for the federal minimum wage came in 1968 
when it stood at $8.51 in 2016 dollars. The next highest state minimum wages came in 2015 when Washington State had a $9.50 minimum 
wage in 2016 dollars and in Alaska at $9.40 in 1979. These statistics do not include the District of Columbia, where the minimum wage stood 
at $11.50 in 2016 and $10.50 in 2015.

2. More precisely, 17.1 percent of California workers made at or below $10 an hour in the first quarter of 2016. Note that this figure does 
not include self-employed workers in the denominator. Source: Heritage Foundation calculations using the January–March 2016 Current 
Population Survey.

3. California Senate, 2015–2016 Session, “Senate Bill (SB) 3,” April 4, 2016, https://legiscan.com/CA/text/SB3/id/1052483 
(accessed May 10, 2016).

4. This chart and other analysis in this paper only examine state-level minimum wages back to 1979. This is because very few states raised their 
minimum wages above the federal level until the mid-1980s. Between 1974 and 1984 the only states with minimum wages above the federal 
rate were Alaska and Hawaii.

5. This assumes annual inflation over the 2016–2023 period grows at the same rate median nominal wages did in California over 2005–2015, 
approximately 1.6 percentage points a year. This is approximately the same rate that the PCE deflator increased over the same period.

6. Massachusetts also has a $10 an hour minimum wage in 2016, so California’s rate will be 34 percent higher.

7. Heritage Foundation analysis using data from the January–March 2016 Current Population Survey Outgoing Rotation Groups. More precisely 
33.0 percent of California wage and salary workers make less than $13.39 an hour in 2016 dollars.

8. John Winters, “Wages and Prices: Are Workers Fully Compensated for Cost of Living Differences?” Regional Science and Urban Economics, 
Vol. 39, No. 5 (September 2009), pp. 632–643.

9. Note that approximately 2 million Californians live in small rural counties that are not part of any Metropolitan Statistical Area (MSA). 
Residents of these counties probably have below-average living costs, but the Bureau of Economic Analysis does not attempt to measure 
them separately from other MSAs.

10. These figures are adjusted for living costs using the Bureau of Economic Analysis’ Regional Price Parities (RPP) estimates. They show a 
substantially smaller living-cost premium in areas like San Francisco than popular impression would suggest. An alternative measure of 
inter-city living costs comes from the Council for Community and Economic Research (C2ER). The C2ER data shows living costs in San 
Francisco 74.7 percent above the national average. This report used RPP data instead of C2ER data for two reasons: (1) C2ER living-cost 
comparisons measure the prices of goods and services purchased by professional and managerial households in the top income quintile. 
They do not examine consumption baskets purchased by lower-income workers. (2) C2ER data measures housing costs by comparing new 
home purchase prices across cities. The RPP measures housing costs by comparing rental prices. Academic research finds that wages track 
living costs estimated using rental values much more closely than living costs estimated using home purchase prices. See Winters, “Wages 
and Prices: Are Workers Fully Compensated for Cost of Living Differences?” Had this report used C2ER data it would show an even larger 
dispersion in living costs between cities than Map 1 displays.
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County. The wage mandate will have a much greater 
effect on California’s less-developed regions than on 
its prosperous cities.

Highest Minimum Wage in the World
Once the legislation is fully phased in, California 

will have the highest real statewide or nationwide 
minimum wage in the world.11 Table 1 shows living-
cost-adjusted minimum wages in California and 
other major developed countries.

Luxembourg currently has the highest nation-
wide global minimum wage at $11.46 an hour, after 
adjusting for differences in purchasing power across 

countries. australia has the next highest minimum 
at $11.15 an hour, followed closely by France at $11.11 
an hour.12 California’s high-cost coastal cities will 
have real minimum wages in this range.

Real minimum wages across the rest of Califor-
nia will be much higher. In cities like Sacramento, 
which has a living cost near the U.S. average, the real 
minimum wage will rise one-sixth higher than the 
French and australian levels. In rural regions like 
California’s Kings County (the Hanford-Corcoran 
MSa), the real minimum wage will stand about a 
quarter higher than the next highest state or nation-
wide minimum wage in the world.

11. Some cities, such as Seattle, have passed similarly high minimum wages, but these do not apply statewide.

12. Institute of Economic and Social Research, “WSI Minimum Wage Database: 2016 Version,” p. 62, 
http://www.boeckler.de/pdf/ta_mwdb_v0116.pdf (accessed May 10, 2016).
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NOTE: Minimum wages are adjusted for inflation to 2016 dollars using the PCE deflator. Wages for 2016–2023 are adjusted for inflation by 
assuming nominal wages in California grow at the average annual rate that median wages did in California in 2005–2015, approximately 1.6 
percentage points a year.
SOURCE: Heritage Foundation analysis of historical minimum wage rates by state; National Bureau of Economic Research, “CPS Merged 
Outgoing Rotation Groups,” http://www.nber.org/data/morg.html (accessed May 13, 2016); and California's new minimum wage schedule.

California's New Minimum Wage Well Outside Historical Experience 
CHART 1

MINIMUM WAGE IN 2016 DOLLARS

$10

In January 2016, California’s minimum wage was 
increased to $10 per hour, the highest in the U.S. 
The wage will increase another 34 percent over 
the next seven years after adjusting for inflation.
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Hurting Less-Skilled Workers
This unprecedented increase will hurt many work-

ers. Companies hire workers when the additional earn-
ings their labor creates exceeds the cost of employing 
them. Many California workers produce less than $15 
an hour in value. The California legislature has effec-
tively made it illegal for these Californians to work; 
few businesses will hire employees at a loss.

Moreover, the legislature did not establish a lower 
minimum wage for youth; the wage mandate covers 
everyone irrespective of age. This will make it particu-
larly difficult for younger workers to find entry-level 
jobs. Most teenagers lack the skills necessary to pro-
duce $15 an hour in additional earnings for an employer.

The nations with globally high minimum wages rec-
ognize this problem. They all exempt younger and less-
skilled workers to some degree. australia, for example, 
sets its minimum wage for workers under 21 as a per-
centage of the adult rate.13 For australian 16-year-olds 
that percentage is 47.3 percent—$5.27 an hour in pur-
chasing-power-parity-adjusted U.S. dollars.

By eschewing youth rates, California will make 
it very difficult for younger workers to get started 
in the labor market. The wage mandate means most 
California firms cannot profitably employ them.

Substantial Pay Increases Necessary to 
Comply

Employers will have to raise affected workers’ 
wages by an average of 28.3 percent to comply with 
the new mandate.14 additional raises are likely for 
workers making near $15 an hour. Employers want 
to reward more productive workers with pay that is 
above entry-level rates. For example, roughly a quar-
ter of first-line supervisors of retail workers in Fresno 
make less than $15 an hour in 2023 dollars.15 Paying 

these managers the same as newly hired employees 
they supervise would eliminate the incentive to work 
harder to earn a promotion. Quantifying the magni-
tude of these “spillover” effects, however, is highly 
subjective.16 Wages will almost certainly increase 
more than the minimum necessary to comply with 
the law, but it is difficult to predict by how much.

Employer Adjustments
Firms will respond to the requirement to pay 

higher wages in four main ways:

1. Cutting jobs and hours,

2. Raising prices,

3. Investing in labor-saving technology, or

4. Moving.

Most companies affected by the new legisla-
tion will respond by eliminating positions and cut-
ting employee hours. The legislature has made 
labor more expensive and consequently employ-
ers will use less of it. For example, the Holiday Inn 
Los angeles Gateway laid off seven of its employees 
in response to the first phase of Los angeles’s mini-
mum wage hike.17

Some companies, such as restaurants, com-
pete only in California. These companies will also 
respond by raising prices—knowing that their 
competitors must also raise prices. When Oak-
land increased its municipal minimum wage to 
$12.25 an hour, many local restaurants increased 
their prices—some as much as 20 percent.18 Higher 

13. Australian Fair Work Commission, “Annual Wage Review: 2014–2015,” June 29, 2015, §8.2, 
https://www.fwc.gov.au/documents/sites/wagereview2015/decisions/c20151_order.pdf (accessed May 10, 2016).

14. Heritage Foundation analysis using data from the January–March 2016 Current Population Survey Outgoing Rotation Groups. This figure 
represents the percent increase in wages for all directly affected workers necessary to bring their wages up to $15 an hour in 2023 dollars. It is 
weighted by total employee hours worked.

15. Heritage Analysis May 2015 Occupational Employment Statistics data published by the Bureau of Labor Statistics.

16. There is little empirical data to guide estimates of spillover effects so high up the income distribution. Some insight comes from Puerto Rico, 
which was covered by the federal minimum wage in the late 1970s—despite having much lower average wages. Puerto Rico’s experience 
suggests affected workers’ wages will tightly bunch around the new minimum.

17. Alex Dobuzinskis, “New Amenity at L.A. Hotels: A Much Higher Minimum Wage,” Reuters, April 3, 2016, 
http://mobile.reuters.com/article/idUSKCN0X00EN (accessed May 10, 2016).

18. Joe Garofoli, “Minimum Wage Hike Hits Booming Oakland Dining Scene,” SFGate, March 5, 2015, 
http://www.sfgate.com/restaurants/article/Minimum wage-hike-hits-booming-Oakland-dining-6115583.php (accessed May 10, 2016).
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prices reduce consumer demand and consequently 
the number of employees.

Businesses that compete in national or inter-
national markets (manufacturing firms, for exam-
ple) have little room to raise prices. Their competi-
tors outside California will not do the same. Many 
of these companies will relocate to another state 
or country. This outmigration has already begun. 
american apparel recently laid off 500 of its work-
ers in Los angeles and announced plans to move its 
L.a. operations out of California.19

Many companies will try to hold down labor costs 
by investing in labor-saving technology. as a result, 
many human jobs will be automated more quickly than 

would otherwise occur. Ed Rensi, former president and 
CEO of McDonald’s USa, recently said he expects this 
mandate to cause most fast-food restaurants in Cali-
fornia to replace their human cashiers with kiosks.20

Some companies will find such adjustments do 
not cover their higher costs. These firms will go 
out of business entirely. This happened to Mokka, a 
Berkeley coffee shop. The city raised its local mini-
mum wage to $12.53 an hour. Mokka tried to respond 
by raising prices and introducing new menu items. 
The higher prices drove away customers, however, 
leaving total sales unchanged. Unable to absorb the 
higher wage costs, Mokka recently announced plans 
to close.21 all these reactions will eliminate jobs.

0% 

5% 

10% 

15% 

20% 

25% 

30% 

35% 

1980 1985 1990 1995 2000 2005 2010 2015 2020 2023

U.S. average

heritage.orgIB 4563

SOURCES: Heritage Foundation analysis of data from National Bureau of Economic Research, “CPS Merged Outgoing Rotation Groups,” 
1979–2016 data, http://www.nber.org/data/morg.html (accessed May 13, 2016), and historical state and federal minimum wage rates. Figures for 
California’s coverage for 2012–2023 are extrapolated from 2016 Q1 data by adjusting scheduled minimum wage increases for expected inflation.

California’s Minimum Wage Law Will Cover One-Third of Workers
CHART 2

PERCENTAGE OF WAGE AND SALARY WORKERS COVERED BY MINIMUM WAGE, BY STATE

CALIFORNIA

19. Shan Li and Natalie Kitroeff, “California Minimum Wage Hike Hits L.A. Apparel Industry: ‘The Exodus Has Begun,’” The Los Angeles Times, 
April 15, 2016, http://www.latimes.com/business/la-fi-garment-manufacturing-la-20160416-story.html (accessed May 10, 2016).

20. Ed Rensi, “The Ugly Truth About a $15 Minimum Wage,” Forbes, April 25, 2016, 
http://www.forbes.com/sites/realspin/2016/04/25/mcdonalds-minimum wage-reality/#6d2a932558bb (accessed May 10, 2016).

21. Tracey Taylor, “Mokka to Close: Minimum Wage Rise a Major Factor,” NOSH, January 28, 2016, 
http://www.berkeleyside.com/2016/01/28/mokka-to-close-minimum wage-rises-a-major-factor/ (accessed May 10, 2016).
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NOTE: Figures are expressed in estimated 2016 dollars and are relative to average U.S. living costs
SOURCE: Heritage Foundation calculations using median California wage growth data from the Current Population Survey and data on 
relative living cost by metropolitan area from the National Bureau of Economic Analysis's Regional Price Parities. See Appendix for details.

Because the cost of living in California 
varies across the state, the impact of 
its new minimum wage will vary as 
well. As shown in this map, $15 per 
hour is less significant in areas with 
higher costs of living, such as Los 
Angeles and San Francisco. This also 
means that businesses in areas with 
lower costs of living will face greater 
challenges to remain profitable.

The Real Value of California’s New Minimum Wage
MAP 1

■ No data available on relative living 
costs due to smaller populations.
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Total Job Losses
Studies of previous minimum wage increases shed 

little light on how many jobs will be lost. Those stud-
ies examined much smaller minimum wage increases 
that affected relatively few workers.22 Economists have 
extensively studied how businesses respond to higher 
wages overall, not just minimum wage increases.23

On average those studies find a 10 percent increase 
in labor costs causes firms to reduce employment of 

less-skilled workers by 6.8 percent in the long run.24 
This is not a precise estimate—some studies find 
greater job losses, others find lower. This average 
does indicate, however, the approximate magnitude 
of job losses that occur when labor costs rise.

applied to California, these studies imply the 
$15 mandate will reduce employment of affected 
workers by approximately 19 percent.25 That repre-
sents job losses on the order of 900,000 fewer FTE 

22. This is a major reason most U.S. minimum wage studies look at only teenage or restaurant employment. Previous minimum wage increases 
affected only a small proportion of workers outside those sectors.

23. Lichter et al. report a meta-analysis of economic research on the price elasticity of labor demand. See Andreas Lichter, Andreas Peichl, and 
Sebastian Siegloch, “The Own-wage Elasticity of Labor Demand: A Meta-Regression Analysis,” European Economic Review, Elsevier, Vol. 80(C) 
(2015), pp. 94–119.

24. Lichter et al. in Appendix Table B-3 meta-regression estimates that account for publication bias. The coefficients on these estimates imply an 
elasticity of –0.677 for a study published in 2012 of long-run unconditional labor demand for low-skilled labor in the United States, estimated 
using industry-level administrative panel data and a structural form model.

25. This estimate comes from multiplying the elasticity of –0.677 by the 28.3 percent increase in wages necessary to bring all affected workers 
into minimal compliance with the mandate. It does not account for job or hour losses caused by “spillover” raises above and beyond $15 an 
hour. Consequently, these estimates should be taken as a lower bound of probable job losses.

California—Hanford-Corcoran  $14.20 
California—Sacramento-

Roseville-Arden-Arcade
 $13.05 

California—statewide  $11.92 
Luxembourg  $11.46 
Australia  $11.15 
California—San Francisco-Oakland-Hayward  $11.13 
France  $11.11 
Netherlands  $10.40 
Germany  $10.37 
Belgium  $10.34 
New Zealand  $9.46 
Ireland  $9.34 
United Kingdom  $8.48 

Canada  $8.38 
United States—federal  $7.25 
Japan  $6.99 
Korea  $6.58 
Argentina  $6.37 
Poland  $5.66 
Spain  $5.29 
Turkey  $5.26 
Portugal  $4.83 
Greece  $4.79 
Hungary  $4.48 
Czech Republic  $4.10 
Estonia  $3.97 

■ Adult minimum wage (lower rate permitted for younger workers)

TABLE 1

California Will Have Highest Minimum Wage in the World
CURRENT INTERNATIONAL MINIMUM WAGES COMPARED TO CALIFORNIA’S IN 2023, 
ADJUSTED FOR INFLATION USING PURCHASING POWER PARITY

NOTES: California’s $15 an hour minimum wage in 2023 is adjusted for expected infl ation and regional price parities. All other fi gures are 
2016 minimum wage rates expressed in purchasing power parity dollars. Figures for Japan and Canada are weighted averages of regional 
minimum wages.
SOURCES: Heritage Foundation calculations and Institute of Economic and Social Research, “WSI Minimum Wage Database: 2016 Version,” 
January 2016, http://www.boeckler.de/pdf/ta_mwdb_v0116.pdf (accessed May 13, 2016).
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jobs in California by 2023.26 The wage mandate will 
eliminate roughly one in five California jobs that pay 
below $15 an hour.

Conclusion
California’s minimum wage increase is histori-

cally and globally unprecedented. By 2023, Califor-
nia will have a higher minimum wage than any state 
has ever passed. It will also be higher than any other 
developed nation’s minimum wage. The real increase 
will be particularly large in California’s rural and 
inland areas. When fully implemented, California’s 
minimum wage will directly affect one-third of the 
states’ employees.

This large increase will make it difficult for less-
skilled workers to find jobs. Employers will not pay 
workers more than the value they produce. The 
minimum wage hike means employees who produce 
less than $15 an hour in value cannot legally work in 
California. This will reduce employment by approxi-
mately one-fifth among affected workers and elimi-
nate roughly 900,000 FTE jobs.

—James Sherk is Research Fellow in Labor 
Economics in the Center for Data Analysis, of the 
Institute for Economic Freedom and Opportunity, at 
The Heritage Foundation.

26. California had 15.7 million wage and salary workers (which excludes the self-employed) in 2015. Assuming employment grows by 1 percent 
a year, California will have 17.0 million wage and salary workers in 2023. Heritage Foundation calculations using the 2016 Q1 CPS-ORG show 
this is equivalent to 16.7 million FTE jobs, where full-time is defined as 38 hours a week. These calculations also show the wage mandate 
affects 33.0 percent of wage and salary workers, but only 27.7 percent of wage and salary hours worked in California. Multiplying 16.7 million 
FTE jobs by 27.7 percent implies the wage mandate will directly affect 4.7 million FTE wage and salary jobs. Multiplying that estimate of 
directly affected FTE employment shows the mandate will eliminate 900,000 FTE jobs.


