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Executive Summary
With the DFL solidly in control of state government for the first time since 1986, and labor’s 
enthusiasm for wage hikes, minimum wage policy appears likely to get a rewrite. A Dayton 
spokesperson says the governor “believes the minimum wage should be a living wage – so that 
a working person is able to support a family of four, at least at the federal poverty level.” 
According to 2012 federal poverty guidelines, that equates to an income of $23,050.

But before liberal policymakers impose strict new wage mandates on employers, they should 
consider a few issues: How would a minimum wage hike affect Minnesota employers? What’s 
the profile of Minnesota’s low-wage workforce, and how will they be affected? What are the 
possible unintended consequences of a minimum wage hike? What can we learn from 
experiences in other states? 

The effect of a new state-mandated wage hike could be devastating for the very Minnesotans it 
ostensibly is intended to help.

The Freedom Foundation of Minnesota, in partnership with researchers at the Employment 
Policies Institute, conducted economic analysis and research demonstrating the economic 
ramifications of additional minimum wage mandates in Minnesota and debunking some popular 
minimum wage myths.

While the legislature continues 
to debate the detai ls of 
proposed minimum wage 
legislation, it is clear that both 
the majority caucuses in the 
legislature and Governor Mark 
Dayton both favor significantly 
boosting the state’s current 
wage floor as well as indexing 
the wage to inflation to provide 
automatic annual increases. 
Consequently, the state-specific 
projections in this report were 
done for two possible wage 
levels: $9.00 per hour and 
$10.00 per hour.i



The following are findings and workforce characteristics related to a state-imposed $9.00 
minimum wage: 

• Just 5.4 percent of those affected by a $9 minimum wage in Minnesota are single 
parents. By contrast, nearly 50% are people like teens living at home with family or 
relatives. The average family income of a worker affected by a $9 minimum wage is 
$59,407

• The median age of affected workers is 22, so half of the people affected are under that 
age.

• Nearly 70 percent of people affected work less than 40 hours per week.

• At a $9.00 minimum wage, Minnesota is projected to lose between 3,063 

and 9,190 jobs.

The following are findings and workforce characteristics related to a state-imposed $10.00 
minimum wage: 

• The average family income of a worker impacted by a $10 minimum wage is $56,509

• More than 65 percent of workers affected by a $10 minimum wage work less than 35 
hours per week

• 56 percent of workers affected by a $10 minimum wage are 25 years old or younger 

• At a $10.00 minimum wage, Minnesota is projected to lose between 6,582 

and 19,747 jobs.

Additionally, the federal and state Earned Income Tax Credit (EITC) creates a minimum wage 
that already exceeds $10.00 an hour for many low-income families. For example, a single parent 
with two children earning the federal minimum wage of $7.25 in the state has a full-time 
income of $15,080. That family receives an additional $5,236 due to the federal EITC. A $1,309 
state credit can also be claimed, resulting in an effective full-time hourly wage of $10.40.ii



Unemployment in Minnesota
Minnesota’s unemployment rate has steadily declined since the recession officially ended in 2009, 
though much of that can be attributed to planned retirements as opposed to booming job 
creation.iii Still, just as Minnesota’s job market weathered the recession better than most states, 
the post-recession picture is also brighter than the national average. In January 2013, Minnesota’s 
unemployment rate was 5.5 percent, compared to 7.9 percent nationally.iv And Minnesota has 
the fourth highest overall employment-population ratio in the nation, at 66.9 percent.v

Yet despite a relatively steady, if anemic, job market, the prospects for some Minnesota job seekers 
is decidedly grim.

In 2011, Minnesota’s unemployment rate for 18 to 20 year olds who finished high school was 
16.6 percent. While the rate has slowly descended from its 2009 peak, it  is more than double the 
2005 unemployment rate (7.6 percent) and is substantially higher than the 10-year average (13.4 
percent).

Things could be worse and, in most states, they are.



In fact, Minnesota has the seventh lowest unemployment rate in the nation for young high school 
graduates. The national unemployment rate for 18 to 20 year-old high school graduates is 
currently 24.5 percent. And Minnesota’s youth labor force participation rate, which the Bureau of 
Labor Statistics defines as “the labor force as a percent of the civilian non-institutional population, 
among the same demographic is 60.6 percent – the nation’s fourth highest rate – and well above 
the national average of 44.4 percent.”

However, the fact remains that Minnesota’s young workers have borne a terrible economic 
burden from the Great Recession, and many continue to face gloomy employment prospects 
even as the economy improves. 

This is especially true of African Americans. According to the Economic Policy Institute, “the jobless 
rate for [all]  African Americans in the Twin Cities averaged nearly 18 percent, more than three-
times that of white residents”.vi For the second time in three years, the Twin Cities has the largest 
racial disparity among all major metro areas studied.

And while the job market remains anemic for young, entry-level job seekers, some policymakers 
in St. Paul and Washington, DC are pursuing labor policies that would significantly worsen the 
situation. The centerpiece of this push is an increase to the minimum wage.



Minnesota’s Minimum Wage Workforce
According to the Bureau of Labor Statistics, there are 1.54 million Minnesota workers who are 
paid at an hourly rate. The overwhelming majority (about 1.51 million) of hourly workers make at 
least the federal minimum wage of $7.25 an hour. Just two percent (or 31,000 workers) make 
less.

Twenty-three percent of teenage workers paid hourly rates earned the prevailing federal 
minimum wage or less in 2011, compared with just 3 percent of hourly paid workers age 25 and 
older.vii The chart below provides a demographic profile of Minnesota workers who would be 
affected if the state raises its minimum wage to $9.00 an hour.

Minnesota has a lower 
s t a t u t o r y w a g e 
mandate ($6.15 for 
large employers and 
$5 .25 fo r sma l l e r 
employers) than the 
federal standard, but 
that does not mean 
Minnesota’s hour ly 
workforce are paid less 
than workers in other 
states.

In fact, Minnesota has 
the 9th highest rate of 
hourly workers making 
at least the federal minimum wage. This is despite the fact that, unlike federal law and most other 
states, Minnesota prohibits employers from adjusting downward the minimum wage for tipped 
employees. As a result, many Minnesota workers making less than the federal minimum wage are 
tipped service employees whose effective wage rate is significantly higher than their base wage.

Most analyses of Minnesota’s minimum wage and hourly workforce also fail to take into account 
the federal and state Earned Income Tax Credit (EITC), which augments the income of many 
minimum wage workers. In reality, Minnesota’s minimum wage workforce is made up in large part 
of young, unmarried, part-time workers, many of whom have income supplemented by tips or 
tax credits.

So while activists claim that Minnesota’s minimum wage is “falling behind” other states, the data 
simply disagree.



Recent State Policy Proposals
Income inequality, a rising rate of poverty, and stubbornly high unemployment rates among young 
and minority workers have led labor unions and liberal special interest groups to renew their 
push for more restrictive minimum wage mandates at the state and federal levels. A proposal by 
the AFL-CIO would set Minnesota’s minimum wage at $10.55.viii On the federal level, Sen. Tom 
Harkin (D-Iowa) has sponsored legislation to raise the federal minimum wage from $7.25 to 
$9.88, and President Obama has made the minimum wage a key part of his second-term 
economic agenda.ix

As originally introduced, HF92 (sponsored by Rep. Ryan Winkler) would have incrementally raised 
the minimum wage to $10.55 and indexed it to inflation.x The bill is an outgrowth of a proposal 
developed by the AFL-CIO. It has since been amended to raise it to $9.95, but the amended bill 
leaves the automatic inflation escalator intact. The companion bill in the senate, SF3, (co-sponsored 
by Sens. Eaton, Hoffman, and Rest) would raise the minimum wage incrementally to $7.75 by 
2015.xi

HF763 (introduced by Reps. Metsa, Gunther, Radinovich, Norton, and Mahoney) and companion 
bill SF641 (introduced by Sens. Eaton, Hoffman, and Rest) are “employment law federal 
conformity” bills related to overtime and family leave, but also increase the minimum wage to 
$8.50 (compared to $7.25 at the federal level) and index it to inflation.xii 

Significantly, all of the legislative minimum wage proposals would index the minimum wage to 
inflation, resulting in automatic annual increases for all employers. Governor Dayton has said he 
supports inflation indexing.

Only ten states adjust their minimum wage 
for inflation. Inflation indexing is vehemently 
opposed by the business community, 
notably National Federation of Independent 
Businesses (NFIB) and the U.S. Chamber of 
Commerce, and with good reason. If and 
when we fall into a period of inflation (or 
hyper-inflation), the effect of the state-
mandated higher wages will devastate small 
businesses and obliterate the youth and 
part-time workforce. It’s also worth noting 
that small business-owner optimism 
currently remains very low, according to the 
NFIB’s Small Business Optimism Index.xiii



Negative Effects of Minimum Wage Hikes

A recent study of the effects of minimum wage increases on 16-24 year-old males without a high 
school diploma found that each 10 percent increase in the minimum wage decreases employment 
among white males (-2.5 percent), Hispanic males (-1.2 percent), and black males (-6.5 percent).xiv

Furthermore, according to the National Federation of Independent Businesses, “in the first half of 
2009, the gross domestic product in the United States dropped 4 percent and 270,000 teen jobs 
were lost. The minimum wage was raised in July, and though the domestic economy grew 4 
percent in the second half of the year, 580,000 teen jobs were lost as well.”xv

Youth unemployment can have devastating long-term implications. For example, “Early 
unemployment delays gains in experience and training…In addition to suffering from lower 
wages after experiencing an unemployment spell, many are subject to increased likelihood of 
future unemployment.”xvi

The fact is that most businesses that pay minimum wage do so out of necessity, not choice. Those 
that can afford to pay more typically do so in order to attract better talent. Minimum wage hikes 
disproportionately hurt small businesses that lack the resources, economies of scale, and the 
political influence of big business. 



Facts and Figures: Minimum Wage
The vast majority of workers making less than the federal minimum wage are part-time 

workers.

According to the Minnesota Department of Labor and Industry (DLI), 45% of Minnesota’s 
minimum wage workforce works in food or drink establishments.xvii

According to DLI, about 117,000 hourly workers were 15 to 19 years old. Among these, 27.4 
percent earned $7.25 an hour or less, compared with 3.2 percent of 25- to 54-year-olds and 3.0 

percent of those 55 and older. 

Workers paid the minimum wage or less comprised 9.5 percent of unmarried hourly workers, 
as opposed to 2.4 percent of those who were married.xviii

Less than one-third of minimum-wage earners are from poor households, and the majority of 
families with minimum-wage earners are at least middle class.xix

The proportion of hourly-paid workers earning the prevailing Federal minimum wage or less 
declined from 6.0 percent in 2010 to 5.2 percent in 2011. This remains well below the figure of 

13.4 percent in 1979, when data were first collected on a regular basis.xx

16 to 19 year olds make up just 5.3 percent of America’s hourly workforce, but nearly a quarter 
(23.5 percent) of all workers at or below the federal minimum wage.

16 to 24 year olds make up just 19.5 percent of America’s hourly workforce, but account for 
half (49.5 percent) of all workers at or below the federal minimum wage.



Conclusion

The governor and legislature are gambling with Minnesota’s economic future when they impose a 
large hike in the state’s minimum wage. In the midst of a steady but fragile economic recovery, 
they are inexplicably pursuing unsustainable spending growth, massive new tax increases, and 
excessive business regulations. 

While the mantra of the governor and legislature has been “tax the rich”, the ugly truth is that 
Minnesota’s middle class and working poor will pay a very real price. And the minimum wage is 
Exhibit A of the problems that are likely to occur when additional government mandates are 
imposed upon small business owners. 

In pursuing the minimum wage increase, Minnesota’s policy leaders have chosen phony populism 
over sound policy. It’s a risky and unnecessary course of action in this fragile economy.
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