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PERFORMANCE IMPROVEMENT

The Permanent

Wage Floor
is Forcing a
Strategic Rethink

The Widening Wage Gap and The Forces Reshaping U.S. Labor Costs in 2026

The federal minimum wage has not moved since 2009 — but the actual cost of labor has. In 2026, 88
jurisdictions are raising their wage floors, automatic Consumer Price Index (CPI) indexing is locking in
permanent increases in the nation's largest markets, and a contracting labor market is squeezing
operators from both sides. This spotlight examines the forces reshaping U.S. labor costs and the
strategies multi-unit businesses and manufacturers need to respond.

2026 Minimum Wage Landscape

The regulatory environment in 2026 is defined by a "patchwork" of state-level mandates that have
effectively rendered the federal minimum wage a localized floor rather than a national standard. For
multi-unit operators, this fragmentation creates immense compliance complexity, particularly for those
with footprints spanning multiple time zones and legislative jurisdictions.

The federal minimum wage environment in 2026 continues to be characterized by the longest period
of legislative inaction in the history of the Fair Labor Standards Act (FLSA). The value of the
§7.25/hour rate has eroded by over 30% since its inception, positioning the federal floor below the
poverty line for many working families. Twenty states still adhere to this federal baseline, creating a
significant competitive gap between "low-cost" states and those aggressively pursuing living-wage
mandates.

By the end of 2026, 88 jurisdictions (22 states and 66 localities) will have implemented increases to
their minimum wage floors. Of those, 79 jurisdictions (14 states, 65 localities) will reach or exceed a
$15 minimum wage. This movement is driven by three primary mechanisms: ongoing phased
legislation, automatic annual adjustments for inflation (Cost-Of-Living Adjustments (COLAs)), and
specific ballot measures approved by voters in recent years. According to the Economic Policy
Institute, for the first time, as of 2026, more American workers live in jurisdictions with a minimum
wage of at least $15/hour than in those stuck at the federal $7.25 baseline (Figure 1). Over 8.3 million
workers benefit from the January 2026 increases alone, adding an estimated $5 billion in annual
earnings — and an equivalent payroll burden on operators.
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2026 Total Employment by State Minimum Wage Category

m Employment (Millions)

66.4
60.2

34.7

$7.25 an hour Greater than federal minimum wage, $15 an hour or greater
less than $15

Figure 1
Source: Economic Policy Institute (epi.org)

2026 Minimum Wage Overview

The federal minimum wage has not moved since 2009 — but the actual cost of labor has. In 2026, 88
jurisdictions are raising their wage floors, automatic Consumer Price Index (CPI) indexing is locking in
permanent increases in the nation's largest markets, and a contracting labor market is squeezing
operators from both sides. This spotlight examines the forces reshaping U.S. labor costs and the
strategies multi-unit businesses and manufacturers need to respond.

22 states and 66 localities increased or increasing minimum wages by end of 2026 (Figure 2)

« 15 states implementing minimum wage increases by way of ongoing and automatic inflation
adjustments (COLAs) (“*” on Figure 2)

« 4 states (New York, Hawaii, Rhode Island, Michigan) implementing wage increases as state
legislation

- 3 states (Minnesota, Nebraska, Arkansas) implementing wage increases through ballot
measures, resulting in strong pay increases

* 48 localities have also already raised their minimum wage in January 2026 (Figure 3) and 18
localities planning increases for later in 2026; all are above state required minimums

« 20 states still operate at the federal minimum wage of $7.25/hour, representing a material share
of the U.S. workforce (Figure 4)

In jurisdictions like California and Washington, the local rates for specific sectors — such as hotel, fast
food, or healthcare workers — can be significantly higher than the municipal standard rates listed
above

While state mandates set the baseline, municipal ordinances have created high-cost “islands” that
significantly disrupt regional pricing and labor parity. Multi-unit operators with locations in Seattle,
Denver, or the San Francisco Bay Area face localized labor costs that exceed state floors by as much
as 25%. The phenomenon of internal wage compression is most acute in these jurisdictions — when
the entry-level wage rises above $21.00/hour, the differential between a new hire and a tenured
supervisor often collapses, threatening organizational hierarchy and supervisor retention. (Figure 3)
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The Indexing Era: Permanent Wage Pressures

The most important wage development of 2026 is not the size of the increases. It is the mechanism.
Across the country, states are locking in automatic CPIl-based escalators that decouple minimum
wage growth from the legislative calendar. Once a state adopts indexing, future increases require no
vote and no political capital. The wage floor simply ratchets upward each January, tied to the CPI.

Fifteen states are already operating on this automatic model (Figure 2) but 2026 marks a tipping
point. Three of the nation's most influential labor markets are about to cross the threshold into
automatic and permanently increasing wages:

« New York completes its final legislative step increase in 2026 ($17 in New York City, $16 statewide)
and transitions to annual CPI indexing starting January 2027.

* Florida reaches its $15 milestone on Sept. 30, 2026, and starting in 2027, Florida's minimum wage
becomes CPI indexed, permanently embedding automatic increases into the state’s labor cost
structure.

+ Michigan will reach $15 by January 2027 under a court-ordered schedule and then transitions to
CPI indexing in 2028.

22 States Have Increased or Plan to Increase Minimum Wage Floors in 2026

Minimum Wage Increases 2026 vs. 2025
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48 Localities With Minimum Wage Increases in 2026; Exceeds State Mins

Localities State State Min Wage AR el Localities SO 202.6 Lzl
Wage Wage Min Wage
Flagstaff Arizona $15.15 $18.35 San Mateo County California $16.90 $17.95
Tucson Arizona $15.15 $15.45 Santa Clara California $16.90 $18.70
Belmont California $16.90 $18.95 Santa Rosa California $16.90 $18.21
Burlingame California $16.90 $17.86 Sonoma California $16.90 $18.47
Cupertino California $16.90 $18.70 South San Francisco  California $16.90 $18.15
Daly City California $16.90 $17.50 Sunnyvale California $16.90 $19.50
East Palo Alto California $16.90 $17.90 West Hollywood California $16.90 $20.25
El Cerrito California $16.90 $18.82 Boulder City Colorado $15.16 $16.82
Foster City California $16.90 $17.85 Boulder County Colorado $15.16 $17.99
Half Moon Bay California $16.90 $17.91 Denver Colorado $15.16 $19.29
Hayward California $16.90 $17.79 Edgewater Colorado $§15.16 $18.17
Los Altos California $16.90 $18.70 Portland Maine $§15.10 $16.75
Menlo Park California $16.90 $17.55 Rockland Maine §15.10 $16.02
Mountain View California $16.90 $19.70 Minneapolis Minnesota $11.41 $16.37
Novato California $16.90 $17.73 St. Paul Minnesota $11.41 $16.37
Oakland California $16.90 $17.34 Las Cruces New Mexico $§12.00 $13.01
Palo Alto California $16.90 $18.70 Bellingham Washington $§17.13 $19.13
Petaluma California $16.90 $18.31 Burien Washington $17.13 $21.63
Redwood City California $16.90 $18.65 Everett Washington $17.13 $20.77
Richmond California $16.90 $19.18 King County Washington $17.13 $20.82
San Carlos California $16.90 $17.75 Renton Washington $17.13 $21.57
San Diego California $16.90 $17.75 Seattle Washington $17.13 $21.30
San Jose California $16.90 $18.45 SeaTac Washington $17.13 $20.74
San Mateo California $16.90 $18.60 Tukwila Washington $17.13 $21.65

Figure 3
Source: Economic Policy Institute (epi.org)

2026 Minimum Wage vs. % of Est. U.S. Workforce by State
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The Labor Paradox of 2026

Rising mandated wages are colliding with a labor market that is no longer expanding. The February
2026 Employment Situation report from the Bureau of Labor Statistics (BLS) delivered the sharpest
jolt in months: A net loss of 92,000 filled nonfarm payroll jobs, against a consensus expectation of a
50,000-60,000 gain. The unemployment rate edged up to 4.4% and according to the BLS, labor force
participation fell to 62.0%, its lowest level since December 2021. February marked the third time in five
months that filled payroll employment declined (Figure 5).
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Manufacturing and Retail Labor Trends

Manufacturing lost 12,000 jobs in February alone, extending a cumulative decline of approximately
98,000 positions since February 2025. The sector is shedding workers even as domestic production
incentives are meant to be adding them (Figure 6). In a healthy economy, job openings and quits
usually move in the same direction. When companies are hiring aggressively (high openings), workers
feel confident that they can find a better-paying or more fulfilling role elsewhere, so they quit their
current jobs more frequently. However, job open rates have been steadily increasing since November
2025 while quit rates have steadily declined in the same period for Manufacturing (Figure 7). This
divergence suggests workers prefer the safety of their current position in this economic climate
and/or the new openings require a growing need for a more specialized skillset as companies invest
more in artificial intelligence (Al) and automation.

Retail trade added a modest 2,300 jobs in February, but the broader data shows a more unstable
historical trend. While the general market is in a "Big Stay," the retail sector has experienced more
volatility as retailers were uniquely exposed to:

« Reduced hiring rates from margin management efforts due to tariff surge exposure and shift to
automation

« Spike in quit rates due to burnout from increased workloads associated with the hiring freeze and
labor supply constraints

In December 2025, total retail job openings saw a sharp decline to 3.2% while quit rates jumped to a
new annual high of 3.2% in the same period, suggesting that workers were leaving even as employers
pulled back on new postings. January 2026 reports show the reverse trend with a rebound in job open
rates and a decline in quit rates (Figure 7).

These sector-level disruptions are symptoms of a broader structural shift in the labor market; one
where neither employers nor employees are making moves.
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Jan to Feb 2026 Variance in Payroll Employment (000s)
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Figure 7
Source: Bureau of Labor Statistics



The Low-Hire, Low-Fire ‘Big Stay’

The labor market is not broken, it is frozen. Layoffs and involuntary separations remain near historic
lows, but hiring has stalled alongside them (Figure 8). Workers feel the cost pressures as real wage
growth is just 1.4% after inflation but lack the confidence to leave, creating a static and expensive
workforce that operators cannot easily reshape through natural attrition. At the same time, net new
job openings have continued to decrease since January 2025 and the gap between openings and
those unemployed has widened (Figure 9). For operators, this creates a distinct challenge:

» Finding workers is easier than in 2022 as the frenzy of the post-pandemic labor shortage has

subsided.
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However, finding the right worker remains difficult as the pool of workers whose skills may not
match the available roles continues to grow and as states with the highest wage floors attract
and retain labor, while lower-wage states that may have more open factory positions cannot

compete for the same workers.

» According to the BLS February 2026 Employment Situation Report, average hourly earnings rose
3.8% year-over-year (YoY) to $37.32 in February. However, with CPI inflation at 2.4%, real wages
only grew 1.4%, meaning workers’ purchasing power is barely improving even as payroll costs
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Key Challenges for Multi-Unit Businesses and Manufacturers

The convergence of permanently rising wage floors, automatic CPI indexing, and a frozen labor
market creates a set of compounding operational challenges for multi-unit businesses and
manufacturers. The cost pressures documented in this spotlight — from the 25% locality premiums in
Seattle and Denver to the wage compression threatening supervisor retention — share a common
structure that demands a strategic, not reactive, response.

1. Workforce Alignment and Productivity

Increased wages may lead to pressure to make blanket reductions to labor hours overall vs.
identifying opportunities to align labor to demand and maximize labor productivity.

With real wage growth at just 1.4% after inflation, every unproductive labor hour carries a
higher cost than it did a year ago.

2. Growing Cost of Inefficiencies in Store and Unit Level Process Execution

Inefficient processes and workflows become more expensive and harder to justify.

Too many administrative tasks, manual processes, and inconsistencies in execution will hinder
efficiency in operations.

Businesses oftentimes push non-critical tasks to individual stores or units, burdening on-site
teams with work that detract from customer service, sales, and core operations. Centralizing
such tasks can allow on-site teams to focus on driving sales and delivering value to the
business. In jurisdictions where entry-level wages now exceed $19-21/hour, every minute
spent on non-revenue-generating administrative work carries a measurable margin cost

3. Rising Labor Costs and Wage Pressure

Rising payroll costs squeezes profit margins.

High competition both within and across industries for the same qualified labor pool
contributing to elevated turnover rates and strong push for retention.

Increased minimum wages create pressures to raise pay for experienced employees. When
entry-level wages rise above $21/hour, the pay differential between a new hire and a tenured
supervisor collapses — a dynamic already playing out across 48 localities with wages above
state minimums

Shrinking pay differentials create need to restructure performance-based incentives.

Digital literacy increasingly required in talent pipeline for Al-assisted tasks or advanced
manufacturing

4. Technology and Automation Investment

Understanding where investments in automation and technology need to be made to offset
rising labor costs will become more important than ever.

The growing gap between manufacturing job openings and quit rates suggests that new roles
increasingly require specialized or digital skills — making technology investment inseparable
from workforce strategy

With these key challenges it is imperative that strategies and improvements are in place to make
every labor hour more productive. Though raising prices can be a short-term reprieve, businesses
must look to streamline operations and absorb costs elsewhere.
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4 Vital Strategies to Navigate the New Cost Reality

: r°®i \ WORKFORCE OPTIMIZATION
k}\ ' AND LABOR ALLOCATION

Improve labor efficiency by optimizing workforce
allocation to drive sales and identifying and reducing
unproductive labor hours.

Drive demand-based labor allocation and scheduling
to align staffing to peak sales and/or traffic periods to
ensure scheduling of the right people, in the right
place, at the right time. Identify opportunities to
reduce non-peak labor hours without affecting service
levels.

Cluster fleet to compare performance across peer
groups, standardize operational models across
similar stores and scale best practices through the
fleet.

Refine sales playbook to ensure employees are
empowered to drive high customer satisfaction,
secure the sale and upsell/cross-sell where possible.
Cross-train employees to take on multiple roles where
possible and drive workforce flexibility.

_. T \ PROCESS IMPROVEMENT AND
kjut ' STREAMLINING

Reduce operating task load at the unit level through
end-to-end process mapping and workflow redesign.
Identify opportunities to centralize time consuming
tasks to improve consistency in execution.

Conduct end-to-end process and customer journey
mapping to understand any gaps and pain points to
address.

Ensure consistent execution of operational standard
operating  procedures  (SOPs) and identify
opportunities to reduce, simplify, or eliminate tasks
that do not impact service levels. The little things add
up.

Reduce administrative burden on unit leadership to
ensure most of their time is spent running the
business.

Assess which processes can be centralized or
transitioned to remove non-revenue generating
workload at the unit level.

/' o0e

H EMPLOYEE PRODUCTIVITY AND
- ' RETENTION

Improve retention, engagement, and performance to
maximize productivity and reduce turnover of the
workforce.

Develop clear career pathways to advancement and
opportunities for training to upskill.

Provide opportunities for coaching and cross-training
to develop core competencies.

Redesign performance-based incentive structure,
benefits packages, and key performance indicators
(KPIs) to align with employee productivity.

Ensure schedules are posted and available at proper
cadence to allow employees to plan their week.

Set clear expectations of roles and responsibilities
through Responsible, Accountable, Consulted, and
Informed (RACI) standard.

T\ TecHnoLoey AND
Kgl- " AUTOMATION

Leverage technology and automation to streamline
operations and offset labor costs while maintaining
customer service levels.

Understand bottlenecks in end-to-end processes and
cost benefit to address them via tech enablement.

Develop business requirements to align platform with
what the business needs both upstream and with the
end user.

Select right technology through rigorous request for
proposal (RFP) and vendor score carding process.

Ensure seamless adoption for all parties with a clear
integration and change management plan.
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Ankura: Collaborative Team Approach for Comprehensive Client Support

Ankura identifies opportunities and facilitates implementation across all facets of workforce and
field management, to develop and implement solutions that improve both top and bottom-line

performance.

Labor Planning
and Scheduling
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* Min staffing levels

Gatekeeper process and
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ANKURA PERFORMANCE IMPROVEMENT

Delivering End-to-End Solutions to Companies at Critical Inflection Points

The Performance Improvement team partners with private equity, lenders, and management to
drive rapid EBITDA and cash flow improvement. Using our 3D (Diagnose, Define, Deliver)
framework, we assess opportunities, develop sustainable goals and operating plans,

and implement solutions.

Our expertise spans diverse industries, including Retail, Direct-to-Consumer,
Healthcare, CPG, Services, Education, Manufacturing, and Logistics.
iit——=
Our experienced operators and consultants address strategic and
operational challenges, delivering data-driven, transformative results
quickly and efficiently.

Visit Us at: Ankura Performance Improvement
email: performanceimprovement@ankura.com

Ankura Consulting Group, LLC (“Ankura”) is a leading global consulting and expert advisory firm that partners with organizations at
critical inflection points. Driven by its mission — Driving Excellence, Delivered with Humanity™ — Ankura delivers end-to-end solutions
across conflict, crisis, performance, risk, strategy, and transformation by combining the judgment of seasoned, multidisciplinary experts
with advanced technology and analytics. With more than 2,000 professionals serving 3,000+ clients around the world, Ankura brings
deep industry insight, collaborative problem-solving, and innovative tools to help clients protect, create, and recover value. For more
information, please visit ankura.com.

ankura.com
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