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Abstract

We review the burgeoning literature on the employment effects of min-
imum wages – in the United States and in other countries – that was
spurred by the new minimum wage research beginning in the early
1990s. Our review indicates that there is a wide range of existing esti-
mates and, accordingly, a lack of consensus about the overall effects
on low-wage employment of an increase in the minimum wage. How-
ever, the oft-stated assertion that recent research fails to support the
conclusion that the minimum wage reduces employment of low-skilled
workers is clearly incorrect. A sizable majority of the studies surveyed
in this monograph give a relatively consistent (although not always
statistically significant) indication of negative employment effects of
minimum wages. In addition, among the papers we view as providing
the most credible evidence, almost all point to negative employment
effects, both for the United States as well as for many other countries.
Two other important conclusions emerge from our review. First, we
see very few – if any – studies that provide convincing evidence of
positive employment effects of minimum wages, especially from those
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studies that focus on the broader groups (rather than a narrow indus-
try) for which the competitive model generally predicts disemployment
effects. Second, the studies that focus on the least-skilled groups that
are likely most directly affected by minimum wage increases provide
relatively overwhelming evidence of stronger disemployment effects for
these groups.
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1

Introduction

For much of the past century, the minimum wage has been a con-
troversial subject among policymakers and economists in the United
States. From even before its inception as a major element of the 1938
Fair Labor Standards Act, the minimum wage was a politically con-
tentious issue, with early attempts by the states to establish a wage
floor declared unconstitutional by the Supreme Court, and President
Franklin Roosevelt’s first attempt to legislate a federal minimum wage
in 1933 similarly struck down. Eventually, however, Roosevelt prevailed
and Congress passed the FLSA, setting the minimum wage at 25 cents
per hour.

For economists, the new minimum wage represented a means of
testing alternative models of the labor market. Indeed, during the
period immediately following passage of the FLSA, a fierce debate
raged between economists who claimed that the low-wage labor mar-
ket at the time was best characterized as a competitive market (the
“marginalists”) and those who claimed that it was not (the “institution-
alists”), in which the implications of the minimum wage were a central
focus (Leonard, 2000). For example, Stigler (1946), while acknowledg-
ing that a higher minimum wage could theoretically raise employment

1
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2 Introduction

in a labor market characterized by monopsony, argued that the compet-
itive nature of low-wage industries suggested that the displacement of
low-wage labor was a more likely outcome. In reply, Lester (1947) dis-
missed Stigler’s model of competitive wage determination as inconsis-
tent with existing business practices and argued that “reasoning about
labor markets as though they were commodity markets seems to be
an important explanation for erroneous conclusions on such matters as
the minimum wage” (p. 146). In the aftermath of this exchange, other
economists began to accumulate empirical evidence on the effects of the
minimum wage, with much of this research suggesting that increases in
the wage floor were having adverse effects on the employment oppor-
tunities of low-skilled workers (Goldfarb, 1974).

Despite the unsettled debate within the economics profession, the
Congress expanded coverage of the minimum wage significantly dur-
ing the 1960s and 1970s, and by 1975, more than 90 percent of the
workforce was effectively covered by the federal minimum wage, up
from 63 percent in 1961 (Brown, 1999). In addition, Congress steadily
increased the minimum wage over this period from $1.00 per hour in
1960 to $2.30 by 1979, with the 1977 FLSA amendments further raising
the minimum to $3.35 by 1981. However, these changes were enacted in
an environment of considerable discord among policymakers about the
appropriateness of raising the minimum wage, and the ongoing political
debate about the costs and benefits of a wage floor led the Congress
in 1977 to create the Minimum Wage Study Commission to “help it
resolve the many controversial issues that have surrounded the federal
minimum wage and overtime requirement since their origin in the Fair
Labor Standards Act of 1938” (Minimum Wage Study Commission,
Vol. 1, p. xiii).

The Commission published its report in May 1981, calling it “the
most exhaustive inquiry ever undertaken into the issues surrounding
the Act since its inception” (Minimum Wage Study Commission (1981),
Vol. 1, Letter of Transmittal). Although not its only focus, the report
included a lengthy chapter summarizing the existing research on the
employment effects of the minimum wage. This chapter was based on a
review of the literature by Charles Brown, Curtis Gilroy, and Andrew
Kohen (BGK), three of the senior economists on the Commission staff.
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These authors subsequently published a revised version of their review
in the June 1982 issue of the Journal of Economic Literature, in which
they summarized the existing research as suggesting that “time-series
studies typically find that a 10 percent increase in the minimum wage
reduces teenage employment by one to three percent” (p. 524). This
range subsequently came to be thought of as the consensus view of
economists on the employment effects of the minimum wage.

Given this apparent consensus, economic research on the effects of
the minimum wage came virtually to a halt following the report of the
Minimum Wage Study Commission and the publication of BGK’s sur-
vey. However, by the end of the 1980s interest in this topic began to
return. Two related circumstances, in particular, seem to have stim-
ulated renewed attention to the effects of the minimum wage. First,
the absence of any increase in the federal minimum wage from January
1981 until April 1990 resulted in more than a 30 percent decline in its
value in real terms and led to a growing political debate toward the end
of the 1980s about the merits of raising the nominal minimum. Second,
an increasing number of state governments began to raise state-specific
minimum wages above the federal level in response to the lack of action
by the Congress. These state-specific increases added to the political
debates about the merits of a mandated wage floor. Moreover, these
developments also increased the statistical variation in the policy vari-
ables traditionally used in minimum wage research, offering a means
of reexamining the evidence on which the existing consensus had been
based.

As a result of both the renewed prominence of the minimum wage
in public policy debates and the additional evidence that could poten-
tially be used to study the economic effects of wage floors, researchers
in the early 1990s began to reexamine the effects of the minimum
wage on employment. One line of this research simply extended the
earlier studies by adding more recent time-series data to the sam-
ple period, employing, in some cases, new techniques developed by
time-series econometricians to take account of criticisms leveled at the
specifications used in the earlier literature. However, a second, and
arguably more important, line of research attempted to use state-level
variation in minimum wages and economic conditions to estimate the
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employment effects of the minimum wage. Indeed, despite improve-
ments to the specifications of time-series models, the dearth of variation
in the federal minimum wage and the use of aggregate U.S. data to look
for its effects continued to be viewed as shortcomings of the existing
body of research on the economics of the minimum wage (for exam-
ple, Kennan (1995)), while other economists raised concerns about the
lack of a well-defined counterfactual in the aggregate time-series stud-
ies, the potential endogeneity of changes in the federal minimum wage
with respect to aggregate labor market conditions, and the difficulty in
choosing an appropriate set of control variables in such studies (Card
and Krueger, 1995a). Moreover, even aside from the problems with
the aggregate time-series studies discussed in the existing literature,
the proliferation of state minimum wages set above the federal mini-
mum wage was rendering the aggregate time-series approach increas-
ingly obsolete, both from the perspective of correctly measuring the
effective minimum wage and from the perspective of the relevant ques-
tion facing policymakers, which had shifted toward the advisability of
raising minimum wages at the state (or even local) level. This is even
more true currently, when a record number of states have minimum
wages above the federal level.

We focus our attention on this more recent literature, which has
become known as the “new minimum wage research.” Because the ear-
lier literature on the employment effects of the minimum wage was
carefully and extensively summarized by BGK, it seems unnecessary
to repeat that review in this monograph. In contrast, there is no com-
prehensive review of the extensive literature that has emerged over the
past 15 years.1 We thus begin our review with the set of four papers that
comprised the initial round of the new minimum wage research on the
employment effects of the minimum wage. We follow that review with a
discussion of the major conceptual and empirical issues that arose out
of that initial research, and extend our summary of the U.S. literature
with a review of the research that examines more recent increases in
minimum wages or otherwise extends the literature. We then complete

1 There are, however, papers offering critical summaries of some of the first wave of this

literature. See, for example, Card and Krueger (1995a,b), Kennan (1995), and Brown
(1999).
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our review with a discussion of the empirical research on the employ-
ment effects of the minimum wage in other countries, an area of inquiry
that has also grown markedly over the past decade.

Our intent in reviewing this literature is threefold. First, most of the
political debate surrounding proposed changes in the minimum wage
concerns the potential effects on employment. Although we do not view
that focus as entirely appropriate, the fact that the employment ques-
tion takes on such importance means that the answers should be based
on a comprehensive survey of the literature, recognizing that minimum
wage effects may differ across different segments of the population and
in different economic circumstances and contexts. We therefore attempt
to draw general conclusions about the effects of the minimum wage on
employment that are relevant to policymakers, pointing out, in partic-
ular, in what context and for which workers the minimum wage will
have consequences.

Second, we hope that our review will help readers assess alterna-
tive models of the labor market. The recent literature has reopened
the debate about the appropriate theoretical description of the low-
wage labor market, with some of the empirical research characterized
as rejecting the competitive model in favor of other formulations. As we
note throughout the monograph, economic theory often fails to make
an unambiguous prediction about the employment effects of minimum
wages. Even in the neoclassical model, the effect of the minimum wage
on any given set of workers will depend on, among other things, the
elasticities of substitution across different types of workers and cross-
elasticities of demand across different types of goods. However, some
empirical tendencies tend to match up better with one model or the
other, and we try to provide a sense of what these tendencies are.

Third, many economists or policymakers perusing the literature
may find it quite difficult to draw conclusions from the existing evi-
dence. More than 100 studies have been published on the effects of
minimum wages on employment since the 1990s, and the findings from
this newer research are summarized differently in different places. In
some cases, the new minimum wage research is described as failing
to find evidence of disemployment effects. For example, Bazen (2000)
states that “(t)he latest studies of the experience of the USA and the
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UK in general find no evidence of negative effects on youth employ-
ment” (p. 64). Somewhat more cautiously, Flinn (2006) writes that
“these recent studies have been particularly useful in indicating that
the “textbook” competitive model of the labor market . . . may have
serious deficiencies in accounting for minimum wage effects on labor
market outcomes . . . ” (pp. 1013–4). In contrast, others summarize the
findings as more ambiguous, suggesting that no conclusions can be
drawn, and that positive effects may be as likely as negative effects.
Lemos (2004), for example, asserts that “there is no consensus on the
direction and size of the effect on employment” (p. 219), while Stewart
(2002) notes that some studies find employment effects to be “absent
or positive” and that others find “significant negative effects” (p. 585).2

In contrast, much of our own work tends to find negative employment
effects for the lowest-skilled groups. Given the differences in the conclu-
sions one might draw depending on what one reads, and the difficulties
of wading through the mass of recent studies, we thought it would be
useful to present a comprehensive review of the more recent minimum
wage literature that provides an accurate accounting of the range of
estimates in existing studies, and attempts to understand some of the
sources of differences in results across studies, in addition to determin-
ing what conclusions can be drawn.

In putting together this review, we have intentionally eschewed a
formal meta-analysis in favor of a traditional narrative review that
attempts to provide a sense of the quality of the research and tries
to highlight and synthesize the findings that we regard as more cred-
ible. Given the many different types of employment effects estimated

2 Groups advocating for minimum wage increases often make stronger statements. For exam-

ple, Chapman (2004), in an Economic Policy Institute report, asserts that “[T]here is no
valid, research-based rationale for believing that state minimum wages cause measurable
job losses” (p. 2). This claim appears to be based on a highly selective reading of the

minimum wage literature based mainly on the New Jersey–Pennsylvania fast-food study
(Card and Krueger, 1994). However, the literature on minimum wage effects in the United

States is far broader than this one study, and clearly much of it does point to disemploy-

ment effects. Moreover, as discussed later, evidence on employment effects from a single
sector is not necessarily informative about the employment effects of minimum wages
more generally. Of course, advocacy groups opposing minimum wage increases also cite

the research literature selectively, although we have not come across the same kind of
misleading summary statements about the literature as a whole.
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in the literature, and the considerable variation in approaches and in
the quality of the research, lumping the studies into one meta-analysis
does not seem the best way to make sense of the literature. Moreover,
meta-analysis is even less useful when the underlying theory does not
provide uniform predictions about the effects of the minimum wage in
every study. Thus, while we recognize that a narrative review intro-
duces an element of subjectivity into the discussion, we felt that it
would be more useful to present our arguments and assessments of the
evidence, and invite readers to form their own opinions based on them.
To assist in digesting what is a very lengthy review of the evidence,
we have collected nearly all of the studies we summarize into a set of
four tables arranged by the different types of studies. For each study,
we include a brief summary of the minimum wage variation and the
group studied, the data used, the results, and what we regard as the
most important criticisms. In these tables, we also highlight the stud-
ies that we regard as providing the most convincing evidence on the
employment effects of minimum wages.
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Castillo-Freeman, A. and R. B. Freeman (1992), ‘When the mini-
mum wage really bites: The effect of the US-level minimum on
Puerto Rico’. In: G. Borjas and R. Freeman (eds.): Immigration and
the Work Force: Economic Consequences for the United States and
Source Areas. Chicago: University of Chicago Press, pp. 177–211.

Chapman, J. (2004), ‘Employment and the minimum wage: Evidence
from recent state labor market trends’. Economic Policy Institute
Briefing Paper.

Chapple, S. (1997), ‘Do minimum wages have an adverse impact on
employment? Evidence from New Zealand’. Labour Market Bulletin
(2), 25–50.

Full text available at: http://dx.doi.org/10.1561/0700000015



References 177

Coe, D. T. and D. J. Snower (1997), ‘Policy complementarities: The
case for fundamental labor market reform’. IMF Staff Papers 44(1),
1–35.

Connolly, H. (2005), ‘Are low-educated workers disproportionately
affected by a change in the minimum wage?’. Unpublished paper,
Northeastern University.

Connolly, S. and M. Gregory (2002), ‘The national minimum wage and
hours of work: Implications for low paid women’. Oxford Bulletin of
Economics and Statistics 64(Supplement), 607–631.

Couch, K. A. and D. C. Wittenburg (2001), ‘The response of hours of
work to increases in the minimum wage’. Southern Economic Journal
68(1), 171–177.

Currie, J. and B. Fallick (1996), ‘The minimum wage and the employ-
ment of youth: Evidence from the NLSY’. Journal of Human
Resources 31(2), 404–428.

Deere, D., K. M. Murphy, and F. Welch (1995), ‘Employment and the
1990–1991 minimum-wage hike’. American Economic Review Papers
and Proceedings 85(2), 232–237.

Dickens, R., S. Machin, and A. Manning (1998), ‘Estimating the effect
of minimum wages on employment from the distribution of wages: A
critical view’. Labour Economics 5(2), 109–134.

Dickens, R., S. Machin, and A. Manning (1999), ‘The effects of mini-
mum wages on employment: Theory and evidence’. Journal of Labor
Economics 17(1), 1–22.

Dolado, J., F. Kramarz, S. Machin, A. Manning, D. Margolis,
C. Teulings, G. Saint-Paul, and M. Keen (1996), ‘The economic
impact of minimum wages in Europe’. Economic Policy 11(23), 317–
372.

Dube, A., S. Naidu, and M. Reich (Forthcoming), ‘The economic
impacts of a citywide minimum wage’. Industrial and Labor Rela-
tions Review.

Ehrenberg, R. (1992), ‘New minimum wage research: Symposium intro-
duction’. Industrial and Labor Relations Review 46(1), 3–5.

Ericksson, T. and M. Pytlikova (2004), ‘Firm-level consequences of
large minimum-wage increases in the Czech and Slovak Republics’.
Labour 18(1), 75–103.

Full text available at: http://dx.doi.org/10.1561/0700000015



178 References

Evans, W. N. and M. Turner (1995), ‘Minimum wage effects on employ-
ment and school enrollment: Comment’. Unpublished paper. Univer-
sity of Maryland.

Fajnzylber, P. (2001), ‘Minimum wage effects throughout the wage
distribution: Evidence from Brazil’s formal and informal sectors’.
Unpublished paper, Department of Economics and CEDEPLAR,
Universidade Federal do Belo Horizonte.

Feliciano, Z. M. (1998), ‘Does the minimum wage affect employment in
Mexico?’. Eastern Economic Journal 24(2), 165–180.

Fiscal Policy Institute (2004), State Minimum Wages and Employment
in Small Businesses. New York: Fiscal Policy Institute.

Flinn, C. (2006), ‘Minimum wage effects on labor market outcomes
under search, matching, and endogenous contact rates’. Economet-
rica 74(4), 1013–1062.

Freeman, R. B. (1995), ‘Myth and measurement: The new economics
of the minimum wage: Comment’. Industrial and Labor Relations
Review 48(4), 830–834.

Galindo-Rueda, F. and S. Pereira (2004), The Impact of the National
Minimum Wage on British Firms. Final (Draft) Report to the Low
Pay Commission on the Econometric Evidence from the Annual
Respondents Data.

Gindling, T. H. and K. Terrell (2004), ‘The effects of multiple minimum
wages throughout the labor market’. IZA Discussion Paper No. 1159.

Goldfarb, R. S. (1974), ‘The policy content of quantitative mini-
mum wage research’. Proceedings of the Industrial Relations Research
Association 27, 261–268.

Grant, J. H. and D. S. Hamermesh (1981), ‘Labor market competition
among youths, white women, and others’. Review of Economics and
Statistics 63(3), 354–360.

Hamermesh, D. S. (1995), ‘Myth and measurement: The new economics
of the minimum wage: Comment’. Industrial and Labor Relations
Review 48(4), 830–834.

Hamermesh, D. S. (2002), ‘International labor economics’. Journal of
Labor Economics 20(4), 709–732.

Harding, D. and G. Harding (2004), Minimum Wages in Australia:
An Analysis of the Impact on Small and Medium Sized Businesses.
Australia: Turning Point Research Pty Ltd.

Full text available at: http://dx.doi.org/10.1561/0700000015



References 179

Harrison, A. and J. Scorse (2005), ‘Moving up or moving out? Anti-
sweatshop activists and labor market outcomes’. NBER Working
Paper No. 10492.

Hyslop, D. and S. Stillman (2007), ‘Youth minimum wage reform and
the labour market in New Zealand’. Labour Economics 14(2), 201–
230.

Islam, I. and S. Nazara (2000), ‘Minimum wage and the welfare of
Indonesian workers’. International Labor Organization, June.

Junankar, P. N., M. Waite, and G. Belchamber (2000), ‘The youth
labour market: Anecdotes, fables and evidence’. Economic and
Labour Relations Review 11(Supplement), S159–S186.

Karageorgiou, L. (2004), ‘The impact of minimum wage on youth and
teenage employment in Greece’. Spoudai 54(4), 39–67.

Katz, L. F. and A. B. Krueger (1992), ‘The effect of the minimum wage
on the fast food industry’. Industrial and Labor Relations Review
46(1), 6–21.

Keil, M., D. Robertson, and J. Symons (2001), ‘Minimum wages and
employment’. CEPR Working Paper No. 497.

Kennan, J. (1995), ‘The elusive effects of minimum wages’. Journal of
Economic Literature 33(4), 1950–1965.

Kim, T. and L. J. Taylor (1995), ‘The employment effect in retail trade
of California’s 1988 minimum wage increase’. Journal of Business
and Economic Statistics 13(2), 175–182.

Koning, P., G. Ridder, and G. J. van den Berg (1995), ‘Structural and
frictional unemployment in an equilibrium search model with hetero-
geneous agents’. Journal of Applied Econometrics 10(Supplement),
S133–S151.

Kramarz, F. and T. Philippon (2001), ‘The impact of differential pay-
roll tax subsidies on minimum wage employment’. Journal of Public
Economics 82(1), 115–146.

Krueger, A. B. (1995), ‘The effect of the minimum wage when it
really bites: A reexamination of the evidence from Puerto Rico’. In:
S. Polachek (ed.): Research in Labor Economics, Vol. 14. Greenwich,
Conn.: JAI Press, pp. 1–22.

Full text available at: http://dx.doi.org/10.1561/0700000015



180 References

Lang, K. and S. Kahn (1998), ‘The effect of minimum wage laws on the
distribution of employment: Theory and evidence’. Journal of Public
Economics 69(1), 67–82.
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