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Chapter 10
Raising the Wage Floor

Working at Minimum Wage

IN=F AF JA;@ =,GFGEA=K DAC= L@GK= G> L@= OFAL=< .L9L=K GJ 2=KL=JF IMJC
FME=JGMK BG:K O@=J= L@= D=N=D G> H9Q AK N=JQ DGO ,=J@9HK QGM @9N
L@AK QGMJIK=D>V>GJ =P9EHD= O9ALAF? L9:D=K :9??AF? ?JG;=JA=K GJ OGJC
>GG< J=KLOMIOFL .LJACAF?DQ E9FQ G> L@=K= BG:K H9Q =P9;LDQ L@= K9E=
AF L@=0FAL=<.L9L=K >GJ=P9EHD= L@= 09?=>GJ BG:K AF >9KL >GG< J=K
O9K G>L=F %> QGM OGJIC=<>GJ MJ?=J 'AF? AF #=GJ?A9 GJ J.QZK AF %GO
0O=J=DAC=DQ LG J=;=AN==P9;LDQ L@= K9E= 09?7= %F 29K@AF?LGF .L9L= QG
=9JF=<EGJ=V 9F @GMJIV:ML QGM OGMD< @9N= 9?9AF >GMF< L@9L E9FQ <
=EHDGQ=JK O=J= G>>=JAF? =P9;LDQ L@= K9E= 09?= $9< QGM DGGC=<>GJ 9|
>GG< J=KLOMJI9FL AF  AF L@=0OFAL=<.L9L=K QGM OGMD< HJG:9:DQ @9N= :=
/@=KLGJQ AK KAEADY9J AF E9FQ GL@=J ;GMFLJA=K %F *=0 5=9D9F< L@=
>OKL >GG< J=KLOMJI9FLK AF  O9K LQHA;9DDQ *5 9:GML AF"J9F;,=ALO
[ 9:GML

/@=>9;L L@9IL <A>>=J=FL 0. =EHDGQ=JK >JGE 2AK;GFKAF LG ,=FFKQDN9FA9 G
@GMJIDQ 09?= AK FGL 9 ;GAF;A<=F;= %L AK L@= J=KMDL G> D=?AKD9LAGF :Q
?GN=JFE=FL L@9L K=LK 9 DGO=J DAEAL GF L@= 09?= L@9L >AJEK ;9F H9Q .M;
9J=;9DDminimum wage lawgF< L@=Q 9J= >GMF< AF E9FQ <A>>=J=FL ;GMFLJA=K
"A?MJ= 0. =H9JLE=FL G> (9:GJ ,GKLAK 9 HGKL=J QGM EA?@L @9N= K==F O¢
QGM @9N=0GJC=< /@AK AK >JGE L@=0. =H9JLE=FL G> (9:GJ 9F< GMLDAF=K
9K 9F =EHDGQ== /@AK ;@9HL=J AK 9:GML L@= GJA?AFK 9F< ;GFK=IM=F;=K G>
?GN=JFE=FL AFL=JN=FLAGF KMEE9JAR=< AF L@AK HGKL=J




@9HL=J

-9AKAF? L@= 29?="DGGJ

Figure 10.1JS Department of Labor Poster
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10.1 Nominal Wages and Real Wages

LEARNING OBJECTIVES
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Figure 10.2Nominal Federal Minimum Wage in the United States

The figure shows the federal minimum wage in the United States. When introduced in 1938 the minimum wag
set at $0.25 per hour. The minimum wage, since 2009, is $7.25 per hour.

SourceUS Department of Labor.
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Figure 10.3Real Minimum Wage in the United States

The minimum wage was at its highest in real terms in the 1960s, and the current minimum wage it is still well
that level.

SourceUS Department of Labor and Bureau of Labor Statistics. Estimates for 2008 and 2009 are based on 2.
annual inflation (equivalent to the average of the previous two years).
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Figure 10.4

The market for unskilled labor is in equilibrium at an hourly wage of $4 and a total of 40,000 hours. In this dia
we assume that the price level is 1, so the real wage equals the nominal wage.
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Figure 10.8 abor Market Equilibrium after 10 Percent Inflation

If there is 10 percent inflation, the price level increases from 1 to 1.1, the real wage is unchanged, and the nor
wage increases by 10 percent.
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10.2 The Effects of a Minimum Wage
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Figure 10.6 abor Market with a Minimum Wage

With a minimum wage of $5, the supply of labor is 50,000 hours, but firms demand only 32,000 hours of labor
labor market is not in equilibrium.
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Figure 10."A Reduction in the Real Minimum Wage

A 10-percent increase in the price level leads to a reduction in the real minimum wage to $4.55 and an increa
employment from 32,000 to 35,600.
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Figure 10.&ffects on Unemployment of a Reduction in the Real Minimum Wage

The reduction in the real minimum wage to $4.55 leads to a decrease in unemployment.

Efficiency Implications of a Minimum Wage
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Figure 10.9

With no minimum wage (a), all the possible gains from trade in the market are realized, but with a minimum w
(b), some gains from trade are lost because there are fewer transactions.
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10.3 Minimum Wage Changes
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Figure 10.1G

An increase in the value of the hourly real minimum wage from $5 to $6 leads to a decrease in employment fr
32,000 hours to 24,000 hours (a) and an increase in unemployment (b).
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Figure 10.11

If labor demand is relatively elastic (a), a change in the minimum wage has a big effect on employment, while
labor demand is relatively inelastic (b), the same change in the minimum wage has a much smaller effect on
employment.
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Figure 10.1Zhe Unemployment Effect of a Change in the Minimum Wage

If the labor supply is relatively elastic (a), a change in the minimum wage has a big effect on unemployment, v
if the labor supply is relatively inelastic (b), the same change in the minimum wage has a much smaller effect
unemployment.
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10.4 The Minimum Wage and the Distribution of Income

LEARNING OBJECTIVES
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Figure 10.13 he Wage Bill
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The wage bill is equal to the rectangle under the demand curve. For example, if the real wage is $4 per hour :
employment is 40,000 hours, then the wage bill is 160,000.
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Figure 10.1£ffects of an Increase in the Minimum Wage on the Wage Bill
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If labor demand is relatively elastic (a), a change in the minimum wage leads to a reduction in the wage bill: tf
original wage bill is A + B, and the new wage bill is A + C. If labor demand is relatively inelastic (b), the same
in the minimum wage leads to an increase in the wage bill.

Seller Surplus

/@= 097?=:ADD L=DDK MK @GO EM;@ OGJC=JK 9J= H9A< AF LGL9D :=LL=J E=¢
:=F=>ALK G:L9AF=<:Q OGJC=JK AK L@= LGL9D K=DD=JK=DD=JKZ KMJHDMK
E9JC=L 2= ;9FFGL E=9KMJ=L@AK =P9;LDQ MFD=KK O= CFGO =P9;LDQ O@9L L
KMHHDQ ;MIN= DGGCK DAC= :ML O= ;9F ;GF;DM<= L@9L BMKL DGGCAF? 9L L
MF<=JKLIL=K L@= :=F=>ALK LG OGJC=JK G> L@= AF;J=9K=< 09?= /@= J=9KGF
<G=K FGL =N=F F==< 9FQ <A9?J9EK "GDDGOAF? 9F AF;J=9K= AF L@= EAFAEME
OGJC=JK OGJIC >=0=J @GMJIK AF LGL9D IN=JQL@AF? =DK=:=AF? L@= K9E= H
D=AKMJ= LAE= LG OGJCAF? "GJ =P9EHD= KMHHGK=L@9L LGL9D 09?=K AF;J=
9F AF;J=9K= AF L@= EAFAEME 097?= /@=F OGJC=JK ?9AF LOA;= L@=Q 9J=:=AF
EGJ= 9F< L@=Q 9J= OGJCAF? D=KK

IN=F A> LGL9D 09?=K <=;J=9K= OGJC=JK EA?@L KLADD :=:=LL=J G>> /@=Q EA
L@9F ;GEH=FK9L=<>GJ L@= DGO0=J 097=K :Q L@=>9;L L@9L L@=Q <GFZL @9l
E9FQ @GMJIK 2=9J= FGL K9QAF? L@9L @INAF? 9 BG: AK 9 :9< L@AF? L@GK=
OGJCAF? HJ=>=J @9NAF? 9 BG: LG :=AF? MF=EHDGQ=< ML L@GK=0@G 9J=C
HJ=>=J OGJCAF? >=0=J @GMJK

/@=)AFAEME 29?=9F< L@= AKLJA:MLAGF G> %F;GE=



@9HL=J

-9AKAF? L@= 29?="DGGJ

Expected Wage
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10.5 Empirical Evidence on Minimum Wages

LEARNING OBJECTIVES
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We construct an entire framework based on the supply and demand curves for labor (a), but at any time we o
only a single data point: the wage and the level of employment (b).
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Figure 10.16nferring Labor Demand from Data
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We may be able to infer a demand curve for labor by looking at what happens to the quantity of hours worked
minimum wage changes.
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Figure 10.1Difficulties Inferring Labor Demand from Data
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When the demand curve for labor is shifting at the same time as the minimum wage is changing, it is more dif
to see the effects of the minimum wage.
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Figure 10.18 eenage Unemployment in the United States
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The figure shows the federal minimum wage in the United States, adjusted for inflation, together with the teen
unemployment rate.

SourceUS Department of Labor and Bureau of Labor Statistics.
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10.6 End-of-Chapter Material
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